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A STUDY ON THE MOTIVATION AND
ECONOMIC IMPACT OF THE IMPLEMENTATION
OF SAFEGUARD MEASURES

ABSTRACT

The safeguard measures in the field of trade in goods are the study objects of this
book, which follows the internal logic of the economics of the world trading system, and
investigates the economic basis of the formation of the safeguards system. This book
points out that, from the system perspective, the main function of safeguard measures is
that they provide a safety valve for the stable operation of the self — executing multilateral
trading system and it is a useful exit mechanism by coordinating the relationship between
trade liberalization and economic sovereignty of all members.

This book elaborates on the theoretical origin of political economy of trade starting
from the income effect of trade policy and the interest group theory of public choice
school ; and applies GH model which is the core theory in political economy of trade into
the research on the endogenous process of safeguard measures; and builds a two — stage
game model, based on which the underlying reasons why the safeguard measures are im-
plemented in developed and developing countries. In fact, safeguard measures reflect
the compromise of the economic interests of all members, and they are also the results of
the repeated game between governments, and between government and domestic enter-
prises. So the research methods of political and economic analysis of trade can be also
applied to the field of trade remedy measures. This book extends the research field of
political economy of trade.

This book shows that developing members dominant in the implementation of safe-

guard measures, which is different from the situation that in most cases the developed
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countries dominant in the multilateral trading system. This book extends the analysis
model of domestic interest groups, builds the three - stage inter — country dynamic game
model, and deeply analyses the external reasons why the developing countries make use
of safeguard measures frequently through the factors such as integrated system, economic
strength, foreign trade and so on. This book comes to a conclusion: under the WTO
framework, it’s suitable for the small — countries in trade to make use of safeguard
measures, while the large — countries in trade should be cautious to use them because of
the high cost of the multilateral cross — retaliation.

This book abides by the logic of the economics of the world trading system estab-
lished by Bagwell and Staiger. Based on the summary of short — term gains by imple-
menting safeguard measures and the theory of international economics about the cost of
the suspension of the agreement, this book adopts the analysis methods of general equi-
librium and partial equilibrium to analyzes the impact of safeguard measures on the e-
conomies of developed and developing countries. The basic conclusion is; the developed
countries which use safeguard measures are usually large — countries in trade, so besides
of the protective effect, the terms of trade effect and the correlation of upstream and
downstream industries should also be considered. In addition, many industries on which
the developed countries implement safeguard measures are “sunset industry” , so safe-
guard measures don’t play a role in promoting industrial adjustment , they are the tools
for trade protection. The developing countries which use safeguard measures are usually
small - countries in trade, so the terms of trade effect does not need to be considered ex-
cessively. Based on calculating the index of revealed symmetry comparative advantage
(the RSCA index) of chemical industry in India and agriculture in Chile both of which
have typical significance, this thesis points out that the industries on which the develo-
ping members implement safeguard measures are those that have comparative advanta-
geé. So in a certain sense, safeguard measures play a role in promoting industrial adjust-
ment in developing countries.

This book considers about the impact of safegnard measures on economies of not on-
ly the countries which implement them, but also the countries which are subjected to
them. Since the accession to WTO, China has being injured by safeguard measures, be-

cause special safeguard measures are frequently taken by the member states. Based on
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ABSTRACT

calculating the competitiveness index of Chinese mechanical and electrical products,
textiles, food and chemicals which are subjected to the most safeguard measures, this
book points out that safeguard measures have affected the export growth rate of China,
and because the industries subjected to safeguard measures are industries which have
had competitive advantages or will have competitive advantages in the future. Safeguard
measures have hindered the growth of these industries to some extent. In addition, some
corresponding policies are proposed.

At the end of this book, in the theoretical analysis framework, the issue of the ap-
plicability of interest group theory in China is discussed, based on which China’s steel
safeguard measures are analyzed from the perspective of political Economy of Trade.
And some policy recommendations are put forward for the legislation on safeguard meas-

ures in China from an economic point of view.

Key Words: safeguard measures; WTO/GATT; interest groups; game theory; GH

model; economics of the world trading system
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