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Slowdown in GDP and Trade Growth
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Growth Rate (%) of World Trade (Volume) and Real GDP

Source: https://www.wto.org/english/news_e/pres17_e/pr791_e.htm (7. 28. 2017)

Average growth rates in trade and GDP
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Reasons for Trade Plateau*

Cyclical factors
 Reductions in aggregate demand 

‐ Particularly from the Eurozone and China since the Global Crisis

Structural factors
 Changes in the composition of global trade

‐ Towards a larger share of investment goods/durables of trade, which are sensitive to the 
state of the economy

 China’s rebalancing policy
‐ Chinese government’s decision moving towards domestic absorption away from an export‐
driven growth model

 Change in GVC‐based production strategies
‐ Optimization of the length of GVC through shortening supply chain or ‘re‐shoring’

 Protectionism
‐ Various trade barriers have increased since the Global Crisis.

* Mainly based on Hoekman (2015)
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The Rise of New Protectionism and Its Impacts on Trade

The Global Incidence of Protectionism, 2008‐2015

Source: Evenett & Fritz (2015)
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Protectionism has accelerated since 2012

Source: Global Trade Alert, October 2016.



Increasing Trade Barriers and the Trade Slowdown
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Non-traditional trade barriers have significantly contributed to the 

slowdown of trade since 2008 (Evenett and Fritz, 2015b; 2015c)

 Least developed countries’ exports have been cut by on average 5.5% per annum 

since 2008 mainly due to state-provided export incentives.

 World steel trade has peaked since the Global Crisis, with the increasing/long-

standing measures that discriminate against foreign suppliers of steel. Among the 

discriminatory measures, various state-provided incentives to export are likely to 

have had greater impacts on steel trade compared to tariff, local content 

requirements, and trade defense measures. 



Backgrounds of New Protectionism
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The increase in inequality across the world (IMF, 2015)

 “The benefits do not trickle down.”

The role of international free trade in increasing inequality

 Disproportionate adverse effects of world trade expansion across subgroups within a 

country

- Autor-Dorn-Hanson (2013; 2014), Hakobyan & McLaren (2016)

 Political issues

- Eg. Trumpism

Anti-globalization/anti-trade sentiment



Insufficient compensation for trade adjustment costs

 Annual income loss per adult is $549 but per capita transfer income is $58 on trade-
exposed areas in the United States. (Autor-Dorn-Hanson 2013) 

 “The benefits do not trickle down. If the income share of the rich increases, then GDP 
growth declines over the medium term.” (IMF 2015)

 Job loss, wage reduction, and inequality increase are not properly addressed. Then 
trade adjustment cost goes up.

 Prevalent discontents on globalization

 Rise of parties which support anti-trade policy

 Government policy matters for more equality.

Prevalent Anti-globalization Sentiment
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The Korean economy faces a gloomy economic outlook 
and growth potential.
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Aging Korea

An aging society already

 Aging fastest and will 

become a super-aged 

society (65 and older in 

population 20% and 

higher) in 2016
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A Painful End?
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Korea is Education 
King! 

But,
Lowest Welfare Expenditures



Core policy goals to mitigate adjustment costs

 High job mobility: makes re-employment faster and labor market flexible.

 Enough compensation: makes losers of trade policy hurt less and get more job training.

 More equality: mitigate discontents on globalization

 Those helps economic policies get more support and brings political stability.

 But each policy impact varies substantially for each country: No one-size-fits-all strategy

Inclusive policies for sustainable economic growth
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Trade-specific 
Labor Market 

Program

Policies to Mitigate Adjustment Costs

Labor Market Complementary 
Policies

Trade-related 
Policies

Training Program

Job Search 
Assistance

Wage Subsidies

Reemployment 
Bonuses

Unemployment 
Insurance

Employment 
Protection

Minimum Wage

Housing Policies

Place-based 
Policies

Credit Policies

Education 
Policies

Active policies Passive policies

Other Income 
Support

Activation 
Strategies

No one-size-fits-all strategy or a cure-all

Source: IMF, World Bank, and WTO, Making Trade an Engine of Growth for All (2017)

Gradual Phasing

Early 
Announcement

Macroeconomic 
Policies



Active Labor Market Policy

 Activation Strategies: Early and frequent engagement with displaced workers can improve 

outcomes  

 Training Programs can address the skills gap. When keeping strong ties with private 

sector, program become more effective.

 Job search assistance can mitigate search friction but it should be done with training for 

job mobility between different industries.

 Carefully designed wage subsidies can help new employment faster.

 Reemployment bonuses to workers are more effective than those to the employers.

Inclusive policies for sustainable economic growth
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“Passive” labor market policy

 Some policies can hurt efficiency but should be revisited carefully.

- Displaced workers may search their job slowly but also can participate more job 

training and reduce discontents on globalization

 Unemployment benefits can complement active policies.

 Employment protection and minimum wage legislation can help even though their 

problems.

 Low hiring/firing costs coupled with protection through unemployment benefits. (Ex) 

Denmark)

Inclusive policies for sustainable economic growth
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Complementary Policies

 Housing policies and SOC investment facilitate geographical mobility.

 Place-based policies can make jobs in harder-hit regions.

 Credit policies are helpful for both of workers and firms.

 Education policies support job training can ensure that future workers adapt well to 

technological change.

 Macro stabilization policies can protect displaced workers who are hit harder from economic 

downturns.

Inclusive policies for sustainable economic growth

19



20



V. Macro economy

Effects of FTA on GDP growthrates Counterfactual Analysis: GDP growth w/ or w/o FTA
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21Source: Kim et. al (2014) KIEP.

Evaluation of a decade of Korea’s FTAs
Effects of Korea’s FTAs on GDP growth (2004‐2014)

 FTA Effects have increased dramatically since Korea-ASEAN and Korea-EU FTA

- Analysis using the Recursive Dynamic GTAP model and GTAP DB V7.1(2004)

 Counterfactual Analysis: the gap between GDP growth rates with FTAs and without FTAs widened
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Decrease in Income Elasticity of Trade

Long‐term Trade‐Income Elasticity (10‐year rolling period) & World Trade‐GDP Ratio

Source: Escaith & Miroudot (2015)



Trade-related Policies

 Trade-specific support program for labor mobility

- Focus on retraining and prepare for structural change

- The effectiveness of those programs has been mixed, but their budget was too 

small.

 For trade agreement, early announcement reduce labor market friction.

 Gradual phasing of trade liberalization can buy time for domestic policies mitigating 

adjustment costs.

 Accumulating Social Capital towards Social Integration: Trust-building!

 Prepare for the new era with dramatically rising digital trade 

☞ New paradigm for trade policy

Inclusive policies for sustainable economic growth
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Retraining and support for new technological innovation

 Technology and Innovation: 4th industrial revolution? 

- ICT, Robots, AI and Machine Learning, Block Chain…

 Need to satisfy rapidly changing labor demand 

 Life-long education for extended life expectancy

 Help SMEs export with network or platform support

 Support start-ups and self-employment with new technology

Inclusive policies for sustainable economic growth
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Thank you!

25


