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Executive summary

» The weak global GDP growth since the financial crisis in 2007-2009
has coincided with unusually weak growth in global trade.

»  Organisations that monitor international macro-economic development
have identified growing protectionism — not least the increase in non-
tariff barriers to trade, such as local regulations or subsidies — as a
potential cause of the weaker growth in global trade.

* Non-tariff barriers to trade are a significant element of countries’ trade
policies and may often be more harmful than tariff trade barriers. In
particular, technical trade barriers and other administrative costs that
export companies encounter can inhibit trade.

» The number of initiated and introduced technical trade barriers
increased at the beginning of the financial crisis. Both initiated and
introduced technical trade barriers have since remained at high
levels. At the same time, the number of international health and safety
requirements for food, animal and vegetable products has increased.

» The average global tariff level has decreased somewhat since the mid-
2000s, which is in contrast to the strong increase in various non-tariff
barriers to trade. However, according to a report by Global Trade Alert,
since the financial crisis the number of policy measures that restrict
trade has increased significantly faster than the number of policy
measures that liberalise trade.

* Research shows that protectionist measures affect international trade
negatively. There is thus good reason to believe that the sharp increase
in non-tariff barriers in recent years is an important contributing factor
to the weaker growth in global trade.






Background

The recovery of the global economy after the financial crisis in 2007-2009
has been surprisingly slow. Weak global GDP growth has coincided with
unusually weak growth in global trade. The annual growth of global export
volumes has been fallen by more than half since 2008 compared with
the past three to four decades (Figure 1). Not even in 2017, a year of
robust economic expansion, did global export growth reach the long-term

average.

Figure 1: Global export volume, annual percentage growth, 1980-

2017

Average 1980-2017: 4.7%
Average 2008-2017: 2.2%
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Source: World Bank (1980-2000) and CPB World Trade Monitor (2001-2017). The

figure for 2017 is based on the first 10 months of global export volume.



Organisations that monitor the global macro-economy have identified
growing protectionism — not least the increase in non-tariff barriers to
trade — as a potential cause of the weaker growth in global trade (see
IMF 2016). However, few empirical studies have systematically examined
the development of non-tariff barriers to trade in recent years (Rose and
Wieladek 2011). Examples of non-tariff barriers to trade are laws and rules
that require certain products to be produced and distributed in a certain
way in order for them to be sold in the country. This may, for example, be
standards, special certifications and inspection requirements, or lengthy
handling and bureaucracy upon bringing in an imported product.

Compared with tariff trade barriers (customs tariffs, taxes and fees), non-
tariff barriers to trade are hard to quantify, which means that protectionism
may increase without being clearly noticed. In combination with non-tariff
barriers to trade affecting exporters from different countries in different
ways, this explains why the OECD considers them to be more harmful
than tariffs (OECD 2005).

There are indications that non-tariff barriers to trade have increased in the
past decade. An increase in protectionism when global growth in GDP is
already weak can lead to even weaker global trade and growth, which can
have negative consequences for the world in general and, especially. for
small open economies.

The objective of this paper is to map how various kinds of non-tariff barriers
to trade have developed since the financial crisis in 2007-2009. The next
section describes the research literature on how trade barriers affect
economic growth, both from a theoretical and an empirical perspective.
This is followed by a discussion of various kinds of trade barriers. The
fourth section presents a description and analysis of data on various kinds
of non-tariff barriers to trade at a global level, based on the period after the
financial crisis. Finally, the paper presents its conclusions.



Trade policy’s socio-economic effects

There is consensus in economics that trade between countries is
accompanied by positive economic effects for society as a whole. Nearly
200 years ago, British economist David Ricardo formulated the theory
of comparative advantage, where trade is explained by differences in
technology between different countries. In the 1920s, Swedish economists
Eli Heckscher and Bertil Ohlin developed a new theory, where trade is
explained by differences in the relative supply of production factors, such
as labour and capital. According to this theory, a country tends to export
a good that uses a relatively more abundant production factor intensively
(Findlay et al. 2006).

Among others, Paul Krugman and Elhanan Helpman refined the theory of
international trade at the end of the 1970s and beginning of the 1980s, based
on intra-industry trade between similar economies. A central explanation is
that there are economies of scale in production. Another explanation is that
consumers prefer differentiated products. This means that trade makes
it possible to replace small-scale local production with large-scale global
production, where the firms produce differentiated products in competition
at an international level (see Krugman 1979; Helpman 1981).

Issues regarding the causes and effects of foreign trade are among the
classical areas of research in economics. A fundamental question is
how economic growth is affected by higher trade barriers and reduced
trade. Higher trade costs affect economic growth through several different
channels. These channels have been illustrated in a number of economic
models, which are discussed below.
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Theoretical studies of trade and economic growth

According to neoclassical growth theory, the capital stock in an economy
adjusts to a steady state given a fixed amount of labour (see Solow
1956). This theory explains what determines capital intensity (i.e. the ratio
between capital and labour) in equilibrium and the transition towards a new
steady state.

An important conclusion that follows from neoclassical growth theory is that
international trade results in higher capital intensity in the economy. For
example, assume that a country liberalises trade with the rest of the world
by lowering import tariffs. This allows the country to specialise according
to its comparative advantages, which in turn leads to a higher income and
production level. The higher income generates greater savings, which has
a positive impact on investments. The higher investments increase the
capital stock, which in turn leads to a further increase in the production
level.

The initial welfare effect of international trade accordingly leads to a
dynamic growth effect during the transitional period when capital adjusts to
a new steady state. A number of studies have estimated the size of these
kinds of dynamic effects. According to one of these, the economic gains
that resulted from the implementation of Europe’s internal market were
roughly doubled if consideration was given to such effects (Baldwin 1992).
In contrast to the neoclassical theory, the so-called endogenous growth
theory aims to explain what determines long-term economic growth.
According to the endogenous growth theory, long-term economic growth
is mainly driven by research and innovation." The idea is that research
and development does not have diminishing returns to scale since more
knowledge or knowledge capital contributes to producing even more
knowledge. This leads to constant long-term growth in GDP per capita,
with the growth rate increasing if more resources are devoted to research
and development.

Endogenous growth theory implies that lower trade barriers can have
several positive effects on economic growth.? Firstly, freer trade means
that the potential market for businesses and their products expands. The
possibility to reach a larger and more varied set of customers makes it more
profitable to develop new products. More resources are thereby devoted to

1 See for example Romer (1986), Lucas (1988), Romer (1990), and Aghion and
Howitt (1992).
2 See for example Grossman and Helpman (1991), Riviera-Batiz and Romer

(1991a, 1991b), and Baldwin and Forslid (1999, 2000).
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research and development, which in turn leads to higher economic growth.
Secondly, the cost of research and development decreases through better
access to international knowledge. This increases productivity, which leads
to higher economic growth. Thirdly, it becomes cheaper to import input
goods that are either used in the companies’ production or for research
and development, which again leads to higher growth.

International trade also has an indirect effect on economic growth because
the geographical location of industry is influenced when the costs of trade
decrease.® More specifically, industry tends to cluster in large regions since
it is an advantage for companies to be close to customers and suppliers,
given trade and transportation costs. Such clustering facilitates knowledge
transfer between individuals and companies, which increases growth and
generates a self-reinforcing process whereby companies and individuals
are drawn to an expanding region. The tendency for concentration of
industrial activity is strongest for trade costs at an intermediate level.
When trade costs are high, it is costly to export, which means that the
companies mainly produce for the local market and that production
is geographically dispersed. When trade costs are low, firms become
indifferent to geographical location since they roughly have the same
access to all markets. The concentration of companies and economic
growth are highest when the trade costs are at a moderately high level and
then lowered.

Empirical studies of trade and economic growth

Empirical studies that are based on cross-sectional data for countries
generally find a positive correlation between freer trade and economic
growth. Several of these studies investigate if growth in GDP per capita
is affected by variables that can conceivably have a connection to lower
trade costs, such as lower customs tariffs and more trade as a share of
GDP.* For example, according to estimates by Frankel and Rose (2002),
GDP per capita increases by one-third of a per cent for every percentage
point increase in trade as a share of GDP.

3 See for example Krugman (1991), Krugman and Venables (1995), Fujita et al.
(1999), and Baldwin et al. (2003).
4 See for example Dollar (1992), Edwards (1992), Sachs and Warner (1995), and

Frankel and Romer (1999). In these studies, the share of trade is defined as the sum of
exports and imports as a share of GDP.
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A problem with these kinds of studies is that the variables intended to
explain the GDP growth cannot be viewed as exogenous. For example,
economic growth can in itself lead to higher trade. Later research has in
various ways tried to control for this, and the majority of these studies
conclude that there is a positive correlation between lower trade costs and
economic growth.®

Wacziarg and Welch’s influential report on the effects of trade costs on
economic growth is based on data for 141 countries for the period 1950—
1998. The authors create a variable that, among other things, is based
on data on customs tariffs and non-tariff barriers to trade. According to
the study, the countries that in varying degrees have liberalised trade
policy during the period show an economic growth rate that on average
is around 1.5 percentage points higher compared with the period before
the trade liberalisation (Wacziarg and Welch 2008). Wacziarg and Welch
also find that the foreign-trade-to-GDP ratio on average increases by
around five percentage points as a consequence of trade liberalisations,
which means that foreign trade tends to increase faster than GDP. The
share of investment also increases, i.e. gross fixed capital formation as a
share of GDP, by between 1.5 and 2 percentage points as a result of the
trade liberalisation, which in turn may be an important explanation for the
stronger economic growth (ibid.).

There are some methodological problems in the research® but the overall
conclusion in the research reviews of recent years is that openness to
trade has a positive influence on economic growth. One example of this is
the following quote from a research overview by the IMF economist Jean-
Jacques Hallaert (2006):

‘More recent empirical studies have focused on cross-country and
panel regressions and, although their methods can be criticized,
they usually suggest that trade openness strongly enhances
economic performance.’

5 See for example Dollar and Kraay (2003), and Alcala and Ciccone (2004).

6 Dummy variables that measure the degree of openness, for example foreign
trade to GDP, can give rise to endogeneity problems, as the likelihood is large that they
co-vary with other variables that affect economic growth, such as a certain type of economic
policy or economic reforms. If such variables are not controlled for, it can be difficult to
determine if it is the trade liberalisation that is affecting economic growth (Andersen and
Babula 2008).



13

Andersen and Babula (2008) come to a similar conclusion in their overview
of the empirical research:

‘Is there a link between openness and growth? Based on this
survey of the more recent empirical and theoretical literature, we
believe that the answer is yes. Nearly all the empirical analyses
confirm this.’

Tahir et al. (2014) also find strong support for the result that lower trade
costs affect economic growth positively:

‘In this paper, it is concluded that the available literature provides
an affirmative answer to the question whether or not there is a
positive relationship between trade openness and economic
growth.’

These conclusions are also supported by Swedish research. According
to Halvarsson, Kokko and Gustavsson (2014), EU membership and the
recent decades of increased openness have had significant positive effects
on the Swedish economy:

‘The estimated effects of the EU and greater openness on
incomes in Sweden are relatively uncertain, and a low estimate
is that without the EU and greater openness, Sweden’s GDP per
capita would be at least 3 percent lower. It must be emphasized
that this is a threshold value based on empirical models that do
not capture all of the dynamic effects identified in modern theory
of economic integration. On the basis of earlier studies, there is
reason to believe that the actual underlying effect on per capita
incomes may be as large as 15-20 percent.’

In terms of the relationship between industrial concentration, trade costs
and economic growth, there are empirical studies based on international
data that have found a positive relationship between industrial concentration
and productivity.” Based on Swedish data, Braunerhjelm and Borgman
(2004) find a positive relationship between industrial concentration and
workforce productivity in manufacturing industry. This indicates that
industrial concentration generates effects that increase long-term growth
through lower trade costs.

7 See for example Ciccone and Hall (1996), Henderson (2003) and Combes et al.
(2004).



14




15

Non-tariff barriers to trade

International trade can be limited by both tariff and non-tariff barriers to
trade. Examples of tariff trade barriers are customs tariffs, taxes and other
fees levied on imported goods. Examples of non-tariff barriers to trade
are laws and rules that require that certain products are produced and
distributed in a certain way in order for them to be allowed to be sold in
the country, standards, special certifications and inspection requirements
(so-called technical trade barriers), and lengthy handling and bureaucracy
upon bringing imported products in.

Animportant distinction between tariff trade barriers and non-tariff barriers to
trade is that the latter are difficult to quantify. This means that protectionism
may increase without it being clearly noticed as the volume of non-tariff
barriers to trade increases. There are indications that the global volume
of non-tariff trade measures has increased in recent decades. According
to the WTO (2014), for example, the number of technical regulations that
countries report according to WTO agreements on technical trade barriers
has increased sharply since the financial crisis in 2007—-2009.

There are also indications that non-tariff barriers constitute a relative large
barrier to the international flow of trade. Bratt (2014) estimates that non-
tariff barriers currently increase global trade costs by more than 15 per
cent. This can be compared with the average global tariff level for goods
and services that amounted to around three per cent in 2012 (World
Development Indicators 2016).

Various kinds of administrative costs comprise a particularly large cost item
in international trade. These costs are usually categorised as non-tariff
barriers and consist of, for example, complicated customs procedures and
border controls, various national regulatory requirements in the production
and distribution of industrial products, and differences in national product
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regulations. Two significant trade barriers in this context are the international
health and safety requirements for food, animal and vegetable products
that entered into effect in connection with the WTO agreement in 1995,
and technical trade barriers in the form of various standardisation rules for
exported industrial products. These costs have a significant negative effect
on global trade, even if it is difficult to estimate the actual cost of these
kinds of trade policy measures at an aggregated level.

The Swedish National Board of Trade argues that the administrative costs
associated with international trade are higher in relative terms for small
and medium-sized enterprises. The Board also reports estimates from a
number of different sources that assess that the total administrative costs
for international trade at a global level amount to between 2.5 per cent
and 15 per cent of the total value of trade transactions (National Board of
Trade 2003). The corresponding cost is 5-10 per cent for less developed
countries (Hornok and Koren 2015). Djankov et al. (2010) estimate that
a one-day delivery delay in international trade — for example, due to
complicated customs procedures and border controls - reduces trade flows
by more than one per cent.

Altogether, it is clear that international trade affects GDP growth positively.
It is also clear that non-tariff barriers to trade are a significant element of
most countries’ trade policies, especially the imposition of administrative
costs in the form of technical trade barriers and international health and
safety requirements for food, animal and vegetable products. This indicates
that lower administrative costs in international trade could increase GDP
growth. This conclusion finds support in the so-called Cecchini report,
which was published by three independent researchers on behalf of the
European Commission with the aim of analysing the expected effects of
the creation of the internal market. The report estimated the total gains
from the free movement of goods, services, capital and labour at 4-6 per
cent of the twelve EC countries’ GDP at the time. According to the report,
the main effects were expected to arise on the basis of harmonised national
regulations for the production and distribution of goods and services, and
through less extensive border controls in international trade (Cecchini
1988).

In the following section, data on various kinds of non-tariff barriers to
trade are analysed at an international level, mainly with a focus on the
administrative costs that companies encounter in international trade.
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Large increase in non-tariff barriers
to trade

A common observation in studies of global trade policies is the declining
tariff levels in recent decades. Since the mid-2000s, the average global
tariff level has decreased by half a percentage point, from 3.1 per cent to
2.6 per cent. The average tariff level in the US and the EU has remained
more or less unchanged during the period, while it has been reduced by
just over one percentage point in China.

Figure 2: Average tariff level, per cent
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Source: World Development Indicators (2017). The average global tariff level for
the years 2013-2016 is estimated by weighting the average effective customs duty
in 217 countries with the countries’ total imports as a share of global imports.
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The weaker growth of world trade since the financial crisis can in other
words not be explained by higher tariff levels. In light of this, there is reason
to investigate if non-tariff barriers to trade have increased in scope. There
are however few sources that report data on non-tariff barriers to trade.
The lack of data reflects the difficulty of quantifying non-tariff barriers to
trade, which are often based on regulations and laws, the purpose and
function of which vary between countries and over time. Nevertheless, one
of the more reliable sources in the area is the World Trade Organization
(WTO).

The WTO compiles both general and detailed data on various countries’
and regions’ trade barriers in the database I-TIP (Integrated Trade
Intelligence Portal). By compiling data on non-tariff barriers to trade at a
global level together with the average global tariff level, the protectionism
of recent years can be analysed. |-TIP’s dataset builds on the number of
trade barriers reported to the WTO, which in cooperation with UNCTAD
and the World Bank categorises the reports according to a joint standard
for defining and quantifying non-tariff barriers to trade.® The data have been
used in several research reports that analyse the economic implications of
non-tariff barriers to trade.®

The WTO distinguishes between initiated and introduced non-tariff barriers
to trade and determines if a trade barrier can be introduced or if it conflicts
with a WTO agreement. Up to twelve months can pass from the time an
investigation on the introduction is initiated and the protective measure can
enter into effect (be introduced). This means that the number of measures
introduced is lower than the number of those initiated. The number of
measures initiated can give an indication of upcoming protectionist
measures, while the number of introduced measures indicates the
actual protectionism. It cannot be ruled out that the number of initiated
trade barriers has increased over time as a result of countries gradually
becoming more inclined to report trade barriers to the WTO. Thus there is
reason to place greater importance on the number of introduced non-tariff
barriers to trade.

8 For a more detailed description of the data, see https:/i-tip.wto.org/goods/Forms/
Methodology.aspx

9 See for example Ghodsi et al. (2017), Medin and Melchior (2015) and Disdier et
al. (2015).
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Figure 3 illustrates the number of technical trade barriers initiated and
introduced between 2005 and 2017. Altogether, the number of initiated
measures increased sharply during the period. The fastest increase took
place between 2007 and 2008, i.e. during the initial phase of the financial
crisis. The number of initiated measures has subsequently remained at a
high level.

The number of introduced measures increased sharply between 2005
and 2017. The fastest rate of increase took place during the latter part
of the financial crisis, but the rate of increase was tangible even during
the years after the financial crisis. In 2017, the number of measures
introduced decreased, while the number of initiated measures increased
substantially.

Figure 3: Technical trade barriers, 2005-2017
Number of initiated and introduced measures
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10 The increase in the number of introduced measures in 2008-2009 is probably
due to the number of initiated measures increasing sharply in 2007—2008.
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Figure 4 shows the number of international health and safety requirements
initiated and introduced since 2005 for food, animal and vegetable
products. These requirements or standards can, according to the WTO,
be classified as non-tariff barriers to trade. Initiated measures increased
during the period, and the increase was particularly steep in the year
immediately after the financial crisis, i.e. between 2009 and 2010. The
number of introduced measures increased markedly at the beginning of
the financial crisis in 2007 and has since remained high during the entire
period despite a noticeable decrease in 2017.

Figure 4: International health and safety requirements, 2005-2017
Number of initiated and introduced measures
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Based on our analysis of the data from the I-TIP database, a number of
important non-tariff barriers to trade have increased sharply since the
financial crisis. In light of the difficulty of quantifying non-tariff barriers to
trade, there is, however, reason to investigate if other sources confirm
this increase, and if trade policies in other areas have potentially been
liberalised at the same time.
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Global Trade Alert, which was founded in 2009 by the British think-tank
Centre for Economic Policy Research (CEPR), reports policy measures
among the G20 countries that in various ways restrict or liberalise trade
with other countries. This may involve both changes in tariff levels and the
introduction/repeal of non-tariff barriers to trade, as well as discriminatory
government support and export subsidies to domestic companies.

According to the latest report from Global Trade Alert, the number of policy
measures that restrict trade between countries increased at a significantly
faster rate after the financial crisis than the number of policy measures
that liberalise trade (Figure 5)." This tendency of increasing protectionism
is also confirmed by studies by the Swedish National Board of Trade and
UNCTAD.

Figure 5: Number of implemented trade policy measures in G20
countries, 2009-2017
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11 See Global Trade Alert (2017) for a more in-depth analysis of the G20 countries’
trade policies.
12 National Board of Trade (2016) and UNCTAD (2015).
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There may be other reasons for the weaker growth in world trade. Among
other things, it has been asserted that a weakening has occurred in the
trend towards higher international specialisation, which if so will have
reduced the economic gains of trade (IMF 2016).

Another possible explanation for the relatively weak growth in global
trade is the greater uncertainty that the financial crisis brought with it.
According to economic theory, uncertainty has negative effects on demand
through different channels for both companies and households. Studies
by Bernanke (1983) and Dixit and Pindyck (1994) show that companies
choose to postpone investments in times of high economic uncertainty.
Households react to uncertainty in a similar manner by reducing their
consumption of durable consumer goods, such as cars, refrigerators,
washing machines and TVs. The negative effects of uncertainty, which
are due to an increased value of delaying consumption and investment,
therefore mainly affect trade-intensive GDP components.

China’s policy of rebalancing its economy towards more consumption
and less investment has also been presented as an explanation. The
rebalancing means that China’s import demand has increased at a slower
rate since consumption has tended to have a lower import content than
investment. This may have contributed to dampening the growth of world
trade and holding back exports from the rest of the world to China (IMF
2016).

Given the strong evidence in the research literature that protectionist
measures have a negative effect on international trade, there is
nevertheless good reason to believe that the dramatic increase in non-tariff
barriers to trade in recent years has been an important contributing factor
to the weaker growth of global trade.
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Conclusions

The evidence presented in this paper supports the view that growing
protectionism - in particular an increase in non-tariff barriers — may have
been an important contributing factor in the unusually weak growth in
global trade observed since the financial crisis.

The number of initiated technical trade barriers increased substantially at
the beginning of the financial crisis and has since remained at a high level.
The number of measures introduced increased dramatically in 2008-2009,
i.e. during the latter part of the financial crisis. International health and
safety requirements on food, animal and vegetable products increased
during or shortly after the financial crisis. These trade barriers have since
remained high.

The average global tariff level has decreased somewhat since the mid-
2000s, which is in contrast to the strong increase in the various non-tariff
barriers to trade. If the weaker growth of global trade can be attributed to
an increase in protectionism, it seems the weaker performance is mainly
due to an extension of non-tariff barriers, such as technical trade barriers
and other administrative costs. This conclusion is also supported by data
from Global Trade Alert on the number of restrictive and liberalising trade
policy measures among the G20 countries.

There is consensus in the research on the economic advantages of
international trade. It is also clear that non-tariff barriers to trade are a
significant element of countries’ trade policies. This indicates that reducing
non-tariff barriers could contribute to higher GDP growth. An increase in
non-tariff barriers in a situation when global GDP growth is already weak
can lead to even weaker global trade and growth.



24

Instead of limiting international trade, the focus should be on creating
functioning trade agreements that improve the institutional conditions for a
long-term increase in trade. Sweden, for example, has traditionally been a
free-trade-oriented country, with a political consensus on the value of liberal
trade agreements. In other countries, trade policy is more controversial,
and often differs depending on which parties are in government. This
means that levels of tariff and non-tariff barriers to trade have varied from
election to election.

One way of ensuring a trade policy that more lastingly facilitates trade
between countries may be to agree special clauses that guarantee that
foreign investors and companies have the same terms as domestic
investors and companies in trade and investment. Research has shown
that trade and investment agreements that include investment protection
clauses and so-called ISDS clauses (investor-state dispute settlement)
have a positive effect on international trade." By reducing the long-term
costs associated with international trade, such agreements and clauses
can stimulate more trade, despite the short-term variation in protectionism
that can arise from changes of government.

13 ISDS clauses describe how a situation will be handled if the terms for an invest-
ment change in a way that can be considered to conflict with the investment protection
agreement and when the state in the host country is considered to be responsible for the
changed terms. See, for example, Wallen and Wiberg (2017).
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