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| ntroductory note

The purpose of this study is to provide some a snapshot on policies affecting international trade
over the recent and medium-term period. It is intended as a regular monitoring exercise so as to
provide interested readers with informative data and analysis on a regular basis.

The study is organized in several sections. The first part presents statistics related to tariffs. The
second part focuses on preferential margins. The third section presents data related to tariff policy
gpace. The fourth section illustrates selected statistics related to preferential trade agreements. The
fifth part presents new data on non-tariff measures, and it is followed by a section on trade defence
measures. The final section presents statistics on the exchange rate. All trade policy statistics
presented here apply only on goods (merchandise). Trade policies related to services are not
included in any of the statistics presented here.

All statistics have been computed by the UNCTAD secretariat and rely on underlining data from
various data sources. Raw data on tariffs and non-tariff measures originates from UNCTAD
TRAINS database. Trade data to compute weighted averages is from UN COMTRADE. Raw data
on bound tariffsis fromthe WTO tariff data base. Data on trade defence measure is from the World
Bank Temporary Trade Barriers database. Data related to preferential trade agreements, is derived
from various databases including the WTO regional trade agreement gateway, the World Bank
global preferential agreement database, the NS--Kellogg Institute Database on Economic
Integration Agreements and the J. De Sousa database on preferential agreements. Yearly exchange
rate data and other macro level data used in the figures originate from UNCTADSTAT. Monthly
exchange rate data used to compute volatility indices is sourced from Bloomberg. The underlining
tariff data is at the HS6 digit level. The data has been standardized to assure time and cross
country comparison. Data covers more than 150 countries representing more than 95 per cent of
world trade. Data on non-tariff measures is available only for about 40 countries and therefore
may not be representative of world trade.

For the purpose of this study, countries are categorized by geographic region and distinguished
between developed and developing countries. Major developing economies comprise those
commonly categorized as such in UNCTAD statistics. Transition Economies, when not treated as a
single group, are included in the broad aggregate of developing countries. Following the Broad
Economic Categories (BEC) classification, international trade is classified into four major
economic categories, depending on the stage of processing and use; namely, primary, intermediate,
consumer and capital products. Product sectors are categorized according to the International
Sandard Industrial Classification (1S C) augmented by five broad agricultural sectors based on the
Harmonized System classification (HS).



CONTENTS

OVBIVIBW. ...ttt e ettt e ookttt e ookt e e oo s ettt oo a kb et e e emn e oo e s e et e e e ek e e e e e ek be et e e e aabrereena 3
N I 11 1 PP TP P PP PPTPPPPPR 5
Average Import and Export Restrictiveness, by RBQIO..............oooe e, 5
Tariff and Market Access Liberalization for Devellogy COUNEIeS ........cooooeeieiiiiiiii e 6
International Trade subject to MFN and PrefereMaiffS ... e 7

Tariffs Restrictions on Total and Bilateral Trade............ccoiiiiiiiiiiiiereee e 8
Tariff Restrictiveness, by Stage of ProCesSiNg ... 9
Tariff Restrictiveness, by ECONOMIC SECLON .o ceeeeeeieeeeeeeeeeee e, 10
Tariff Restrictiveness, Matrix BY REGION ..o 11
Specific Duties, by COUNLIY aNd SECLOT ... eeeieee ettt 12
2. Preferential Margins ... ..o 13
Relative Preferential Margins...........ovicceee i 13
Trade Distortions due to Preferences, by CoOUMO/BECION...........uuuvuiiiiiiiiiiiiieeeee e 14
RPM, MatriX DY REOION ..ottt ee e et e e e e e eeeeeeeeeeeesenensnnennne 15
G T - U1 o] 13V = Lo = 16
Policy Space in Tariff Setting, by Region and CoOYINt............coooiiiiiiiiiiiiieee e 16
Tariff Water and True Tariff WAL ...........ueeiiiiiii e 17
4. Preferential Trade AgreeMENTS........cooi i 18
Preferential Trade, by Type of Agreement and bYiBeg.............ccooeeiiiiiiiieeeeeeeeeee, 18
Shallow and Deep PTAS, BY COUNTIY ... ccmeeeeieeeeee et e e e e e e e e e e annnes 19
5. NON-TANTT MEASUIES. .....oeiiiiiiiiiie ittt ettt e et e e st e e e enne e e s s 20
Prevalence of Non-Tariff Measures, DY TYPe . e 20
Technical Non-Tariff Measures, by ECONOMIC SECLAL.............uuuuuiieuiiiiiiiiiiiieeeeeeeeeeeeeneees 21
Non-Technical Non-Tariff Measures, by ECONOMIC BECL............uuuviiiiiiiiiiiiierveeevinennens 22
6.  Trade DEfENCE MEASUIES.........uuuiiiiiiiee ettt e e e e e e e e e e e e e e eennreeees 23
Trade DEfENCE MEASUIES .........ccciiuureet e ettt e ettt e e et e e e e e e e ssb et e e et et e e e e bbr e e e e aarreee s 23
Targeting of WTO Investigations on Antidumping adountervailing DUties ..............cccoooovieeeene. 24
Trade Defence Measures, DY ECONOMIC SECIO  mmmummunrrrrrrrnrrirnnienninnaninaninannnennnnnnsssssrrnnnnenrnnn. 25
7. EXCRANQE RALES. ...ttt e s e e eeennennnennnnnnnes 26
Real Effective EXChanQe RaALE ..........ccoiiceeeeeeiieieiieiiiiiie i eamaneseaesesasseeeeeennsennnesnnsnnnes 26
Exchange Rate Appreciations and DepreciationS ... ..o, 27
Exchange Rate Volatility..........ccoooiiii e e e e e e e e e e e 28



Overview

The last decade has seen the process of globél ltbaralization continue largely unabated.
Developed countries further reduced tariffs or raamed these at the very low levels of 2002,
while the vast majority of developing countries ueeld their tariffs, in some cases quite
substantially. Tariff liberalization occurred tageeater extent in the pre-crisis period (2002-2007)
with the average level of developing country taféfling by almost 5 per cent. Since 2008 tariff
liberalization has continued, but at a slower pace2012, with the exception of some countries
mainly in Sub-Saharan Africa, the average tariffplied by developing countries on imported
goods has generally been lower than 10 per cerdrallythe average tariff on world trade in 2012
was about 2 per cent.

Tariff liberalization has proceeded at all levelswiltilaterally, regionally, bilaterally and
unilaterally. Many countries have reduced most @mgd nation (MFN) tariffs, while the
proliferation of preferential trade agreements (BJfAas contributed to further reducing applied
tariffs. By 2012 almost 40 percent of internatiotralde was fully liberalized under MFN terms,
with an additional 35 percent free because of peetél regimes.

Despite a significant portion of international teateing duty-free under MFN and preferential
rates, the remaining share is often subject totanbal tariffs. Relatively high tariffs remain in
place in sensitive sectors and tariff peaks arsgmtein many countries’ tariff schedules. Tariff
escalation is still widespread as tariffs on consuproducts have not been substantially liberalized
and remain much higher than those on primary @rinédiates products. In addition, tariffs are on
average still relatively high in sectors of keyeirgst for low income countries including agricudtur
apparel, textiles and tanning/leather products.

The overall trend of declining tariffs has also meereflection of the increasing number of PTAs.
Indeed, PTAs have greatly contributed to liberatiziand facilitating international trade, often

beyond traditional tariff liberalization. Howeves the majority of developing countries’ PTAs has
been regional (or bilateral with developed cousli¢ariffs remain relatively high for most inter-

regional South-South trade. For example, East Asiaorts still face average tariffs of more than
10 per cent in many other developing country regjion

The proliferation of PTAs has directly affected #taucture and magnitude of preferential margins.
Although the competitive gains or losses due tofepemices are on average not large, they
nevertheless have a substantial distortionary itpgspecially with regard to intra-regional trade i
some regions. The impact is greater in Latin Angevitere regional trading partners enjoy average
preferential margins of about 5 percentage pokus.Sub-Saharan African exporters, the effects of
the system of preferences, although often benéffoiathem versus foreign competitors, are
generally small. Distortionary effects due to fapfeferences vary greatly across product and
destination markets and can be quite substantiaddme bilateral trade flows in specific product
groups.

! PTAs are referred in this study to all typepwferential trade agreements, including regiorsale agreements.
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The proliferation of PTAs reflects in a reductiohdeveloping countries’ policy space. Although
many developing countries maintain substantialgyadipace within their WTO tariff bindings, their

legal ability to raise tariffs further depends oomenitments related to PTAs. When PTAs are
considered, about half of the tariff water preser/TO commitments disappears.

Although tariffs have declined, international traderegulated and influenced by a wide array of
policies and instruments. These instruments inclmd@y forms of non-tariff measures (NTMs)
such as quotas, licensing, pre-shipment inspectiongorts and export regulations, as well as
technical barriers to trade (TBT) and sanitary gid/tosanitary measures (SPS). Although
available data does not permit calculating accurateds in their use, SPS and TBT are believed to
have become increasingly important. In 2012, tezdinineasures in their various forms regulated
about two-thirds of world trade. TBT are particlyapervasive in the case of energy products,
textiles, but also with regard to many light mamtfiaing goods. Forms of SPS are applied to
almost the totality of agricultural trade. Techhiocseasures are more often applied by high income
countries, their use generally increasing with ¢oas stage of development. Other, non-technical
forms of NTMs are also widely used, but more soldwer income countries. On average, non-
technical NTMs such as quantity and price measstitsffect about 25 per cent of world trade.

Over the past few years there has been an inciedlse use of trade defence measures within the
WTO framework (antidumping, countervailing dutieslssafeguards), especially in relation to the

number of cases initiated by emerging developingntrtes. Trade defence measures have largely
aimed at protecting specific sectors (in particutdremicals, basic metals and textiles, but also
agriculture) against imports from selected couast(ie particular East Asia).

The economic turbulence of the last few years legs leflected in exchange rate markets, both for
developing and developed countries’ currencies.hBrge rates movements and volatility have
played an important role in shaping internatiomati¢ in the post crisis period as they influenced
countries’ external competitiveness. External catitipeness as measured by the real effective
exchange rate has deteriorated in the majorityeskbbping countries since 2007. This trend was
also substantiated by the overall appreciation ahyndeveloping countries’ currencies versus the
US dollar. With regard to East Asian currencieg, dppreciation of their effective exchange rate
was much less pronounced than that vis-a-vis theldI&r.



1. Tariffs

During the last 10 years tariffs on international tade flows have been further reduced. As of
2012, the average tariff applied on imports is lesthan 1 per cent in developed countries and
averages between 4 and 10 per cent in developinguodries regions. Lower import tariffs are
mirrored by more liberal market access conditions,especially for developing countries. In
2012, the average tariff faced by exports ranged &m 1 per cent for Latin America to about
3.5 for South Asia.

Figure 1 — Average Import and Export Restrictivenes, by Region
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Figure la portrays the tariff trade restrictiven@sdex (TTRI) which serves as an indicator
summarizing the trade policy stance of a counffiie TTRI calculates the uniform tariff that will
keep a country’s overall imports at the currentlevhen the country in fact has different tariifs f
different goods. The market access counterpart (MAR) summarizes the same concept but for
the case of exports (Figure 1b). Both indices ateutated on the basis of applied tariffs, includin
tariff preferences. During the last decade TTRI BIAITTRI have on average declined. During the
last decade tariffs generally did not create lamggtrictions on access to developed countries’
markets. Nevertheless, despite a declining trerdeldping country tariffs in many cases remain
quite trade restrictive. Tariff restrictivenesgéatively higher in West Asia and North Africa (10
per cent) as well as in South Asia and in Sub-SZahAafrica (about 8 per cent). Tariff liberalization
of the past decade is mirrored by more liberal miakccess conditions, especially for some
developing country regions. Exports from Latin Arnarand Transition Economies face the most
liberal market access with a MA-TTRI of about 1 pmmt in 2012. This is largely due to
membership in preferential trade agreements, anéx@ort composition tilted towards energy
products that typically face low tariffs. In corgtaexports from East and South Asia face a higher
average level of restrictiveness than other regibos many of these countries, further negotiation
with major trading partners aimed at lowering fardan still produce substantial export gains.



Since 2002 tariff restrictions have declined markelg in the large majority of developing
countries. By 2012, mainly with the exception of soe African countries, the average tariff
imposed on imports has been less than 10 per ceftariff reductions have been especially
pronounced in Latin American countries.

Figure 2 — Tariff and Market Access Liberalizationfor Developing Countries
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Figure 2a reports the country level TTRI for 2002 2012, as positioned against a 45 degree line.
Tariff restrictiveness has on average declinechénlarge majority of developing countries. Tariff
liberalization has been quite widespread in Latmekican countries, partly owing to the increase
in regional integration. In 2012, most Latin Amaccountries imposed an average tariff on their
imports of below 10 per cent. An even lower tanHs imposed by the majority of countries in East
Asia and Transition Economies (about 5 per cem)th@ other hand, a number of countries in Sub-
Saharan Africa as well as West Asia and North Afrstill maintain a relatively restrictive tariff
policy, exhibiting a TTRI of over 10 per cent.

Tariff liberalization of the last decade is refledgtin an overall improvement in market access
conditions for the large majority of developing atnies (Figure 2b). Significant improvements are
observed in many East Asian countries as well asioeLatin American countries. While most
Sub-Saharan African countries saw little reductioaverage export tariffs between 2002 and 2012,
rates are nevertheless comparatively low. In 2@id5t countries faced an average level of taxation
on their exports of less than 5 percentage points.



International trade is largely free from tariffs both as a result of zero MFN duties and of
preferential access. By 2012 almost 40 per cent wmiternational trade was fully liberalized
under MFN terms, while an additional 35 per cent wa free because of preferential access.
However, tariffs applied to the remainder of intermational trade are relatively high. In 2012
about 10 per cent of international trade faced MFNariffs of over 10 per cent and preferential
tariffs of over 7 per cent.

Figure 3 - International Trade subject to MFN and Referential Tariffs
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International trade has been largely liberalizedngwo both zero most-favoured-nation (MFN)
tariffs as well as preferential duty-free acceas2012, around 40 per cent of world trade was free
under MFN regimes, with an additional 35 per cewmnept from tariffs due to preferential access
(Figure 3a). Between 2002 and 2012 the share tflagjtvade covered by zero MFN tariffs rose by
around 10 per cent, yet an equivalent fall in thare covered by duty-free preferences left the
overall proportion of trade freed under MFN andfg@rential tariffs constant at three-quarters of
total trade. The share of developed country trhdeis free under zero MFN rates and preferential
access remained high at over 80 per cent in 2@t@ely unchanged since 2002. The corresponding
share of developing country trade has risen overphst decade to reach almost 60 per cent,
primarily driven by a higher coverage of trade cognunder MFN rates that have been bound at
zero.

Despite a significant portion of international teatleing duty-free under MFN and preferential
rates, remaining trade flows can be subject tdivelly high tariffs. As shown in Figure 3b, around
10 per cent of global trade faced MFN and prefeaemdriffs in excess of 10 per cent and 7 per
cent, respectively, in 2012.



Even though a large fraction of international tradeis duty free, this is not the case for a
substantial share of imports of many developing cadries. About 60 per cent of South Asian
and Sub-Saharan African imports face an average téff rate of over 5 per cent. Even in the
case of East Asia, about one-fourth of imports areaxed at a rate of 5 per cent or higher. The
degree of tariff restrictions is greater when conslering the number of bilateral trade flows

rather than the value of total trade. Notably, abot 40 per cent of trade flows of Sub-Saharan
African countries are subject to import tariffs of 15 per cent or higher.

Figure 4 — Tariffs Restrictions on Total and Bilateal Trade
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Despite the fact that a significant part of inteéioral trade is free of duties, this is not true &
substantial share of imports of numerous develomogntries. As illustrated in Figure 4a, in
developed countries, only a small fraction of intpdace duties exceeding 5 per cent. However, in
all developing country regions, a much higher slohmore than 20 per cent of imports faces tariffs
surpassing 5 per cent. Indeed, up to 60 per ceBobath Asian and Sub-Saharan African imports
were subject to tariffs of over 5 per cent in 201&.ound a third of imports in these two regions
were subject to even higher tariffs of over 10 qunt.

Tariffs become even more restrictive when calcdlae a share of the number of bilateral trade
flows as opposed to the value of trade (Figure Bbj.instance, in 2012 about 40 per cent of trade
flows of Sub-Saharan African countries faced impariffs equal to or over 15 per cent. This
compares to just over 20 per cent of the tradeevafihese countries being subject to import tsriff
of a similar magnitude.



Since 2002 trade liberalization has affected goodscross all stages of production, but to a
varying extent. Tariffs on consumer products have at been liberalized as much as those on
other categories of goods. As of 2012, the tariftracture of both developed and developing

countries is still evidential of tariff escalationalong the stage of processing, with primary and

intermediate products generally taxed at a fractiorof the rates consumer products are taxed

Figure 5 — Tariff Restrictiveness, by Stage of Prassing
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The overall tariff liberalization observed in imational markets in the last 10 years is refleateal
lower TTRI for goods at all stage of processingg(ifeé 5a). The average TTRI of primary,
intermediate and capital products has declinedlimpst half since 2002, with the most significant
reduction occurring between 2002 and 2007. In 2€42 TTRI for these products ranged between
1.5 and 2 per cent. Trade in consumer productspadth more liberalised now than in 2002, is still
subject to relatively higher tariffs than otheregaries of products (about 3.8 per cent TTRI in
2012).

The tariff structure of both developed and develgptountries is evidential of tariff escalation
along the stage of processing, with primary andrmediates products generally taxed at a fraction
of the rates consumer products are taxed (FigureSaleh a policy of tariff setting is often adopted
as it encourages the domestic development of psoaesdustries, by providing protection from
foreign competition. Tariff escalation is also mshental in improving the competitiveness of
industries in the global economy whereby producparcesses are increasingly fragmented. In this
regard, low tariffs on intermediates play an esakmble as taxes on imports would increase
production costs and thereby hinder the internati@ompetitiveness of exports. While tariffs on
intermediates are very low in developed counttiles, is not the case for many countries in Sub-
Saharan Africa and South Asia where imports ofrmegliates face average TTRI of about 6 per
cent and 8 per cent, respectively.



Tariff liberalization over the last decade has occued in all economic sectors, but to a varying
degree. Although declining, tariffs are on averagestill relatively high for agricultural
products, apparel and textiles, and tanning. As 0f2012, developing countries’ trade
restrictiveness tends to be higher in agriculturalsectors and apparel, while developed
countries maintain relatively high tariffs on agriculture, textiles, apparel and tanning.

Figure 6 — Tariff Restrictiveness, by Economic Seot
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During the past decade tariffs have been liberdleeross all economic sectors, although in some
cases more than in others (Figure 6a). Tariffsseilerelevant in restricting the trade of agricutil
products, as well as textiles, apparel and tanrirgthe other hand, tariffs do not play a signifitca
role in restricting trade in most energy and rawtenal sectors, where the already low tariffs of
2002 have been further reduced. Tariff restrictiansthe case of office machinery and
communication equipment have also been largelyietitad.

Tariff restrictiveness is often associated withtpotion of economically sensitive sectors and
therefore often exhibits a different pattern acrossintries at different stages of development
(Figure 6b). Developing countries’ trade restrietiess tends to be higher in agricultural sectads an
apparel. Developed countries’ trade restrictivenissselatively higher in agriculture, textiles,
apparel and tanning.
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Trade restrictiveness is very diverse across regiahtrade flows. With the exception of export
flows from Sub-Saharan Africa, intra-regional trade is generally subject to lower TTRI than
inter-regional trade. Across regions, tariffs are elatively higher for exports originating in
East Asia and for imports into South Asia, Sub-Salan Africa and West Asia and North

Africa. The progressive tariff liberalization of the last 5 years is reflected in most, but not all,
regional trade flows.

Table 1: Tariff Restrictiveness, Matrix by Region €hanges 2007-2012 in smaller font)

Exporting Region

Importing Developed . Latin South Sub- Transition W.Asia
Region Countries East Asia America Asia Saharan Economies
9 Africa N.Africa
Developed 1.0 2.1 0.4 3.1 0.1 0.6 0.3
Countries 0.6 -0.5 0.9 0.1 -0.6 0.1 0.2
. 5.8 3.0 2.5 2.5 1.9 1.8 1.4
East Asia
0.5 -0.4 2.4 -0.9 0.4 -15 -0.5
. . 3.9 7.8 1.4 7.8 1.6 1.8 3.0
Latin America
0.0 -0.7 -0.5 2.2 -0.8 1.7 0.1
South Asia 9.4 11.2 1.9 3.0 3.3 6.5 34
-4.1 2.8 -13.8 5.9 -8.9 -11.8 7.4
Sub-Saharan 6.6 11.2 9.0 6.9 4.1 5.4 5.7
Africa 0.2 0.0 1.2 0.6 0.9 -0.8 24
Transition 4.8 6.6 4.7 6.5 2.5 0.4 6.6
Economies 1.3 2.2 3.5 0.7 0.1 2.2 -1.4
W.Asia & 8.1 13.0 7.9 8.4 8.2 3.5 2.8
N.Africa 0.9 0.0 2.4 0.0 1.8 36 0.4

Table 1 represents a matrix of average levels riffgamposed on trade flows between regions.
Differences in the rates exhibited in Table 1 abieth from different patterns of market access due
to preferential trade agreements as well as tradeposition (as some goods are generally taxed
more than others). The effect of regional tradeeagrents is reflected in the relatively lower degree
of restrictiveness of intra-regional as opposenhter-regional trade. However, this has not been th
case for Sub-Saharan Africa where market accessligelatively more favourable in inter-regional
than in intra-regional markets. This is partly dagreferences granted to least developed countries
(LDCs) but also owing to the still high tariff wers imposed by Sub-Saharan African countries on
trade among each other. With regard to tariffrretsdns imposed on South-South trade flows, a
large number of such regional flows are still bunek by relatively high tariffs. For example, East
Asian exports are subject to an average tariff ofenthan 10 per cent when sold to South Asia,
Sub-Saharan Africa as well as West Asia and Noffiicd Turning to assess recent changes in
market access conditions, during the last 5 yearsedrade flows have been liberalized much more
than others. This is largely a reflection of thevedse geographic patterns of regional trade
agreements, but also because of shifting in theposition of trade flows. The latter is the main
cause of the increase in tariff restrictivenesseole in the case of certain trade flows, as for

example, Sub-Saharan African imports from West Asid North Africa.
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Specific (and compound) duties are often used by deloped countries to regulate imports of
agricultural products. With the exception of a numbker of smaller developing countries, the
use of specific duties by developing countries isuoh more limited. Although specific duties
are mostly related to the agricultural sector, theyare also utilized in the textile and apparel
sectors.

Figure 7 — Specific Duties, by Country and Sector
(a) (b)
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A specific duty is a form of tariff that is appliesh volumes rather than prices of traded goods. The
main reason for using specific duties is that they less sensitive to fluctuations in the price of
imported goods (which is often an issue for comriesliand agricultural products). However, the
effect of a specific duty varies inversely with ofgas in the unit price of goods and thus taxes more
severely the lower grades of an imported commodity.

The most recent comprehensive data available otifgpduties is for 2009. As of 2009, specific
duties are only utilized by less than 50 countr&isl, specific duties potentially cover a subsiain
share of world trade as most developed countries eamumber of major developing countries
impose some specific duties on certain importsufféig7a illustrates the relationship between
countries’ utilization of specific duties and GDRrpcapita. Specific duties are potentially
applicable to between 2 and 5 per cent of impdrtQoad” countries (Canada, the EU, Japan and
the US). With the exception of a number of smalleveloping countries, the use of specific duties
in developing countries is much more limited. Speduties are concentrated in particular sectors,
largely related to agriculture (Figure 7b). Howevepecific duties are also used to regulate the
imports of apparel and textiles, especially in depmg countries.
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2. Preferential Margins

The system of tariff preferences affects internatioal competitiveness by providing various
countries with different market access conditionsOn average, countries in Latin America
benefit from large preferential margins. On the otker hand, East Asian and South Asian
exporters often face more restrictive market accessonditions than their foreign competitors.
Preferential margins tend to be larger for consumer goods than for intermediates.
Preferential margins are negligible for primary products.

Figure 8 - Relative Preferential Margins
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Figures 8a and 8b report relative preferential imarRPM) averaged by region. RPMs provide a
measure of export competitiveness of a given cgumyrtaking into consideration any preference
provided by its trading partners to foreign comioes. RPM can be positive or negative, depending
on the advantage or disadvantage a country hasrimstof preferences with respect to other
competing exporters. The RPM is exactly zero wtiare is no discrimination. As a result of
regional trade agreements involving a relativelyhhexternal tariff, alongside bilateral agreements
with major developed countries, Latin American dos’ RPM is much larger than that of all
other regions. By contrast, exporters in East Amma South Asia often face market access
conditions that are generally worse than thoséneif foreign competitors. RPMs have changed in
the last 10 years with developed countries nownfaa less favorable system of preferences and
developing countries being in a more advantageosgipn. RPMs tend to be larger for consumer
goods and smaller for primary products, indicatthgt the system of preferences has a more
distortionary effect on the former than on thedatjroup of goods. Within the consumer product
sector, East and South Asian exporters face mofavourable market access conditions of a
magnitude of about 1 per cent higher tariffs onrage than their foreign competitors. Conversely,
exporters of consumer products in other developmgntry regions benefit from more favourable
market access conditions in the form of 1.4 pet oemore lower tariffs.
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Although the discriminatory effects of preferencesis not large in aggregate terms, it is
nonetheless of greater relevance for certain econaensectors. Sectors with the highest degree
of preference distortion include agriculture, textles, apparel, tanning and motor vehicles.
Sectors with low levels of distortion include meta, energy and office machinery. Trade
distortions caused by preferences also differ by catry. On the import side, Latin American
countries have the most discriminatory tariff strudure. On the export side, Sub-Saharan
African countries often face very diverse internatonal market access conditions.

Figure 9 — Trade Distortions due to Preferences, b§ountry and Sector
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The system of preferences influences internatidrede flows by applying different tariffs to
identical products depending on their origin. Thi$ects exporters’ competitiveness, therefore
resulting in a distortionary impact on trade. Feg9a reports the standard deviation of the RPM for
each economic sector. Such a measure providesdaration of the level of discrimination in
market access conditions (and therefore distortadrthe sectoral level. Across economic sectors,
those facing the highest levels of distortion idldwagriculture, textiles, apparel, tanning and moto
vehicles. Moreover, for many sectors the levelistaitions has not abated since 2002. Distortions
have abated in sectors where tariffs are less idis@tory such as metals, energy and office
machinery, largely owing to further MFN liberalimat. This implies that preferences, although on
average not very discriminatory, still have largecdminatory effects in the case of particular
sectors. Figure 9b reports the standard deviattdheoRPM at the country level both for imports
and exports. On the import side, Latin Americanntoas have the most discriminatory tariff
structure. On the export side, Sub-Saharan Afrmamtries often face very diverse international
market access conditions. In general, countrieb vaitiff structure discriminating against trading
partners are also those facing more diverse madastss conditions for their exports.
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Owing to the fact that trade agreements are oftenagional, the system of preferences tends to
favour regional versus inter-regional trade. Still,the magnitude of the effect of preferences
differs widely across regions. Latin American countes enjoy the highest preferential margins
in trading with regional partners, estimated at abat 5 percentage points. For Sub-Saharan
African exporters, the system of preferences gendig exhibits positive, but nevertheless only
small, effects on trade.

Table 2: RPM, Matrix by Region (changes 2007-2012 ismaller font)

Exporting Region

Importing Developed . Latin South Sub- Transition W.Asia
Region Countries East Asia America Asia Saharan Economies &

9 Africa N.Africa
Developed 0.2 -0.7 0.6 -1.0 0.2 -0.3 0.3
Countries 0.0 0.0 0.1 0.3 0.0 0.2 0.0

) -0.5 0.5 0.2 -0.1 0.1 0.2 -0.1
East Asia
-0.1 0.1 0.2 0.0 0.1 0.3 0.0
. . 0.0 2.1 53 -2.0 -0.4 -04 -1.0
Latin America
1.1 1.0 1.0 1.7 1.0 1.1 0.2
South Asia -0.3 -0.1 0.0 25 -0.1 -0.1 -0.1
0.1 0.4 0.7 1.0 15 0.2 15
Sub-Saharan 0.3 -1.3 -0.6 -0.7 1.6 -0.4 -0.1
Africa 0.2 0.3 0.0 -0.3 0.6 0.3 0.4
Transition -0.3 -0.6 -0.4 -0.6 -0.1 2.1 -0.6
Economies 0.2 0.2 -0.1 0.2 0.0 0.8 0.1
W.Asia & 0.2 -2.2 -0.6 -1.2 0.3 -1.0 3.4
N.Africa 0.2 0.3 05 0.6 0.6 2.8 1.7

Table 2 reports the matrix of RPM for 2012 calcedbtit the regional level and its change since
2007. Because trade agreements are often amonigooeigng countries, the system of preferences
favours increased intra-regional trade by providiegional exporters with substantial preferential

margins. RPM is larger for Latin American countnelich enjoy a more than 5 percentage point
advantage versus foreign competitors when tradiitginvtheir region. On the other hand, the

system of preferences provides only half of a peege point advantage to East Asian countries
trading in their own region. With very few excepis) inter-regional trade faces a negative RPM,
suggesting that the tariff structure negatively atig non-regional exporters’ competitiveness.
Most disfavoured are exporters of South Asia anst Baia seeking to trade with Latin America

and West Asia and North Africa. For Sub-Saharanodeps, the effects of the system of

preferences for inter-regional trade, althoughraifgthem a competitive edge in many regions, are
nevertheless limited.

15



3. Tariff Policy Space

Differences in WTO obligations on MFN tariffs resut in a different degree of policy space
across countries. Developed countries and economigstransition tend to have very limited
policy space as most tariff lines are bound by WTbligations with little binding overhang.
Policy space is generally larger for developing cautries. In the case of Sub-Saharan Africa,
WTO obligations bound only about half of tariff lines, with substantial binding overhang
typically present.

Figure 10 — Policy Space in Tariff Setting, by Regn and Country
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The WTO accession process limits acceding counpficy space by imposing bounds on MFN
tariffs. As WTO accession is a negotiating processesults in substantial differences across
countries both in terms of the number of tariffebnbound as well as the level of the bindings.
These differences in obligations render trade galicsome countries more constrained than others.
Figure 10a reports regional averages of the shfatariff lines that are bound (at the HS 6 digit
level) and of the share of bound lines with no mgdverhang (i.e. whereby applied MFN is equal
to the MFN bound tariff). A higher percentage otibd lines and of lines with no binding overhang
(tariff water) hinders a country’s ability to raisgiffs without infringing WTO obligations, thergb
limiting policy space. Figure 10b reports similgatsstics at the country level. On average, policy
space is limited for developed countries and ecoesnm transition as most tariff lines are bound
by WTO obligations with almost no binding overharRplicy space is relatively larger for
developing countries. For example, WTO obligatiatiew for substantial policy space in Latin
American countries as, although most lines are 8puariff overhang is present in the large
majority of lines (90 per cent). Substantial polsyace is also available for most Sub-Saharan
countries both because WTO obligations bound orfhaetion of tariff lines and because most of
the bound lines still have some binding overharge most tariff policy constrained region is East
Asia, where more than 80 per cent of lines are damd a third of bounded lines have no binding
overhang.
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Countries’ ability to raise tariffs within their le gal constraints does not depend only on WTO
obligations but also on preferential and regional trade agreements' (PTAs) commitments.
Once PTAs are considered, the amount of tariff watein many cases is less than half of the
WTO binding overhang.

Figure 11 — Tariff Water and “True” Tariff Water
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Legal obligations under the WTO agreements argh@bnly commitments that have an effect on
policy space. Participation in preferential andioagl trade agreements (PTAs) also restricts
countries’ ability to raise tariffs without breakimegal commitments or provoking retaliatory action
by trading partners. In practice, the tariff water binding overhang — namely, the difference
between bound and applied MFN tariffs — may notHeemost appropriate metric of trade policy
space when a substantial part of trade occurs UPOAas. In practice, countries with a larger share
of trade under PTAs tend to enjoy lower true poBpace. As an example, the use of WTO policy
space (i.e. an increase in the applied MFN tarifisilexico would have little implications for its
own trade as most of Mexico’s trade occurs under Nlorth American Free Trade Agreement
(NAFTA). Figures 11a and 11b report the averagéf taater calculated as the difference between
bound and MFN tariffs, as well as the “true” tamféiter which also takes into account the implicit
bindings imposed by PTA commitments. The amourtrok” tariff water in many cases is less
than half of the binding overhang. For examplejrLaimerican countries’ applied tariffs could be
raised by an average of more than 30 per cent utith@aching WTO obligations. However, when
PTA commitments are taken into account, this lirttis potential tariff increase by about half (15
per cent).
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4. Preferential Trade Agreements

The international trading system is regulated by anincreasing number of PTAs, many of
which address rules beyond traditional preferentialaccess. As of 2012, about 60 per cent of
developed countries’ trade is covered by PTAs, andchost of which by deeper agreements.
With regard to developing countries, the largest pa of trade of Latin American countries
and Transition Economies occurs under PTAs. On thether hand, PTAs cover only about 30
per cent of trade of Sub-Saharan African and Soutlsian countries.

Figure 12 — Preferential Trade, by Type of Agreemeinand by Region.
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Figure 12a depicts regional averages of the numibleitateral preferential trade agreement (PTAS).
In 2012, each developed country had preferentiaéss to an average of 23 countries, a sharp
increase from just 8 in 2002. Although also incregsthis indicator is much lower for developing
countries. An exception is North Africa and WAsta region where many countries are members
of the Greater Arab Free Trade Area (GAFTA). On ¢tieer hand, countries in South Asia on
average have the fewest trading partners under PTiAes numerical proliferation of PTAs is only
part of the process of greater integration of tharldveconomy. In addition to their growing
number, many PTAs also take the form of deepemiateon (i.e. those with trade rules going
beyond traditional tariffs and existing WTO rulekiray agreements to cover deeper behind-the-
border measures). In 2012, with the exception oé@gents in South Asia, Sub-Saharan Africa,
West Asia and North Africa, the majority of PTA®kothe form of deeper agreements. Figure 12b
reports the percentage of trade under PTAs. AbOuyted cent of trade of developed countries, as
well as of Latin American countries and TransitiBoonomies is under some form of PTA. The
share of trade under PTAs is increasing rapidligast Asia and South Asia, although decreasing in
many other regions. This is largely the result ajemeral shifting of global trade flows towards
emerging East Asian economies. With the exceptioSauth Asia, most of remaining regions’
trade is under deep PTAs, although unilateral peefses are an important component of Sub-
Saharan African trade.
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A substantial share of many developing countries’rade occurs under deeper PTAs. This is
particularly evident in Latin American and East Asian economies, which are highly and
increasingly integrated with regional partners. Thelast decade has withessed a rise in the
relevance of deeper PTAs for the majority of counties.

Figure 13 - Shallow and Deep PTAs, by Country
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Figure 13a reports the share of trade urglallow PTAs (those limited to bilateral or unilateral
tariff preferences) as well as unddgep PTAs (those with trade rules going beyond tradélon
tariffs and, in many cases, existing WTO rule-mgkisgreements to cover behind-the-border
measures). The closer a country is to the linehigber the percentage of its trade under PTAs
(with countries in the upper left section underg®As and countries in the bottom right under
shallow PTAs). Many Latin American and East Asiaurries tend to be close to the upper left
tract of the line, indicating their reliance on gd&TAs. However, major economies in these regions
(e.g. China and Brazil) still trade to a large exteutside any form of PTA.

Figure 13b reports the overall change between 20022012 in the share of trade under deep and
shallow PTAs. The majority of countries have seenngrease in their share of trade under deep
PTAs, often accompanied by a decline of that usdaiow PTAs. This has been the case in a large
number of smaller Latin American countries, chaased by an increasingly regional orientation
of trade. A more limited number of countries — mdyalndonesia, Philippines and Thailand — have
seen an increased reliance on both types of PTAa.dubstantial number of Sub-Saharan African
countries the share of trade under PTAs is bothdoirand declining. This is largely a reflection of
the increasing importance of non-preferential RPasan markets.
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5. Non-Tariff Measures

Non-tariff measures (NTMs) include a very diverse aay of policy measures serving different
purposes. Among the various types of NTMs, technitdarriers are the most pervasive, as
about two-third of international trade is regulated by means of some form of technical
barrier. Other types of measures relating to priceand quantity controls are applicable to
around 20 per cent of world trade. The use of techoal NTMs increases with the level of GDP
per capita, while that of non-technical measures aeeases.

Figure 14 — Prevalence of Non-Tariff Measures, byype
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Data on non-tariff measures is still fragmentarg #merefore does not allow computation of most
comparative statistics. The data may also not lig fepresentative of world trade. Still some
preliminary statistics can be computed from thalakke data. Figurel4a illustrates the distribution
of non-tariff measures (NTMs) across five broadegaties. For each category both the frequency
index (i.e. the percentage of HS 6 digit lines cedg and coverage ratio (i.e. the percentage of
trade affected) are reported. International traslehighly regulated through the imposition of
technical barriers, with about 20 per cent of pridines and 60 per cent of world trade affected.
Quantity and price control measures (which alséuste non-automatic licensing) still affect about
20 per cent of product lines and a similar peragmmtaf world trade. Other measures affect
international trade more marginally as their usspscific to serve particular sectors or they are
employed by a specific group of countries (e.g.-gi@ment inspections (PSI) in low income
countries). Figure 14b correlates the coverage dtitechnical NTMs (sanitary and phytosanitary
measures (SPS) and technical barriers to trade }jT&8W other measures with GDP per capita. In
general, the importance of technical NTMs in reintaimports increases with GDP per capita.
On the other hand, the importance of non-techmdsures (quantity, price and export measures)
tends to be greater in low income countries, amedeses with higher development levels.
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The prevalence of technical NTMs differs across enomic sectors. Technical barriers to trade
are highly prevalent in the motor vehicle, apparebnd processed food sectors.

Figure 15 — Technical Non-Tariff Measures, by Econmic Sector
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Technical measures do not necessarily have regtrieffects on trade; however, they do affect
trade costs and may have an implicit distortionaffect. Technical measures are broadly
distinguished into two groups: technical barrievstitade (TBT) and sanitary and phytosanitary
measures (SPS). TBT are measures referring toitedlagulations and procedures for assessment
of conformity with technical standards. TBT incluéeth the requirements (e.g. prohibitions,
restrictions, importer registrations requiremeniabhelling, tolerance limits and performance
requirements) as well as conformity assessmengs t@sting and certification). SPS are measures
applied to protect human/animal health and to liamy kind of disease born damage from the
importation of goods. As in the case of TBT, SPSude both the requirements (similar to these of
TBT, but also relating to hygienic requirements gdper production processes) as well as
conformity assessments (e.g. testing, certificaticaceability and quarantine). Figure 15a reports
the frequency index and coverage ratio of TBT arb®e various economic sectors. TBT are
widely used to regulate international trade in mexginomic sectors. In the case of energy products
and motor vehicles, the presence of TBT is lar¢jaked to performance and safety requirements.
For other sectors these measures often take tine ddbrconformity assessments or registration
requirements. This is the case for most TBT appt®dextiles and apparel, as well as many
agricultural products. SPS are largely associatéfl agriculture and products that may have
inherent health hazards due to contaminants (Fifjgby. SPS of some form regulate almost all
international trade in agricultural products.
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Among non-technical NTMs, quantity and price contrds affect a significant part of

international trade in agricultural goods. These masures also tend to be applied in the
energy, motor vehicles and some light manufacturingsectors, especially in the case of
developing country imports. The use of export-relad measures is largely limited to the

agricultural sector.

Figure 16 — Non-Technical NorFariff Measures, by Economic Sector
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Non-technical NTMs encompass a wide array of pati@asures serving different purposes. Figure
16a illustrates the frequency index and coveratge o the most traditional forms of non-technical

NTMs, namely, quantity measures (e.g. quotas,ftaasie quotas, non-automatic licensing and
export restraints) and price measures (e.g. reer@nices, minimum import prices and custom
surcharges). Forms of quantity and price measur@sc@mmon in many economic sectors but
especially in the case of motor vehicles/transpiortaequipment, textiles and apparel, and
agriculture. It is estimated that more than 40 gent of products in the motor vehicle sector are
subject to some form of quantity and/or price contneasure. This share is equivalent to about
one-third of total trade in the sector. Quantitg @mice control measures are also widely applied in
the agricultural sectors where they regulate abaetfourth of product lines, representing a similar
percentage of such sectoral trade. Figure 16b tepbe corresponding statistics for export
measures (i.e. measures implemented to controptiitce and/or quantity of exported products).

These measures are almost exclusively applied ioudtyral products, in particular animal and

vegetable products. In the latter category alm@gtet cent of trade is subject to export restnmio
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6. Trade Defence Measures

The use of trade defence measures is largely limiteto developed and major developing
countries. In 2012, more than 300 antidumping inveégations were initiated by WTO
members, a sharp increase from the previous year®ther trade defence measures such as
countervailing duties and safeguards are more rarglused.

Figure 17 — Trade Defence Measures
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Trade defence measures in the form of antidumpiogntervailing duties and safeguards allow
countries to actively respond to trade related eam within a well-established WTO mechanism.
Among the three mentioned measures, antidumpibg far the most widely utilized (Figure 17a).
During most of the past decade there were betwédhahd 200 antidumping cases brought
annually before the WTO. However, the number ofdambping cases brought to the WTO spiked
to more than 300 in 2012. Because of their spepifocess and purpose, countervailing duties and
safeguards are more rarely utilized. The vast ritgjof cases relating to countervailing duties are
brought by developed countries. In contrast, antiyding and safeguard investigations have been
initiated almost exclusively at the behest of dep&lg countries in recent years. Overall, the Use o
trade defence instruments has been largely lintbedeveloped and major developing countries.
During the last decade only about 40 countries m&eeof trade defence measures. The main users
of such measures include India, United States, f&@mo Union China and, more recently, also
Brazil and Argentina (Figure 17b). Lower income ©wies are also increasingly using such policy
measures.
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During most of the last decade, more than half of WO investigations relating to antidumping
and countervailing duties were targeted against Es Asian firms, especially Chinese.

Figure 18 — Targeting of WTO Investigations on Antilumping and Countervailing Duties(a)
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Over the course of the last decade the majorityardfdumping and countervailing duty cases
brought to the WTO were aimed at protecting dornestonomies from firms operating in
developing countries, especially in East Asia. Fegul8a and 18b depict the number of cases
brought against firms operating in developed andeldgping countries, in the latter case further
distinguishing between cases against firms in thgt Bsian region, and China in particular. Out of
about 330 antidumping investigations initiated Bil2, around 200 were targeted at East Asian
firms, out of which about 100 were Chinese. Simpasportions are also observed in the case of
investigations on countervailing duties.

24



Chemical and basic metal sectors are among the masirgeted by the all three types of trade
defence measures. The textile sector also featurppominently in the use of countervailing
duties and safeguards.

Figure 19 — Trade Defence Measures, by Economic $ec
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Safeguards by Economic Sector During the past 10 years a large share of
antidumping measures has been targeted at firms

B o002 [ 20022009 operating in two sectors: chemicals and basic
g moer of cages targeting each secor (earaverage). matals (Figure 19a). These sectors, along with

Basic Metals textiles, are also often targeted by countervailing
Yo producs duties and safeguards (Figures 19b and 19c). This
Non-etalic Mneral pattern has persisted over the last two years,

Rubber/Plasics however while the basic metal sector has

Tz em FORIES registered an increase in the number of annual
Papor Prod, Pubtshing antidumping cases brought by WTO members, the
Offlﬁil;%%ﬁi%sz opposite has occurred in the chemicals sector.
e Antldumpl_ng cases in the textile sector have_ als_o
- been declining in recent years, while increasing in
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7. Exchange Rates

As measured by the real effective exchange rate (BIR), most developing countries
experienced a persistent loss of external competigness between 2007 and 2012. Among
major developing countries, REER has substantiallyappreciated in the case of the Islamic
Republic of Iran, Nigeria, Colombia and China.

Figure 20 — Real Effective Exchange Rate
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The real effective exchange rate (REER) is an atdicwhich grasps a country's international
competitiveness in terms of its foreign exchandgestaThe index for each currency is calculated
against a whole basket of currencies, each weightedrding to the issuing countries' respective
importance as a trade partner. The index is ottdichusefulness for country comparisons as it is an
index of misalignment calculated with respect toage year (2000). However, the REER is useful
to identify gains (decreasing REER) or losses @asing REER) in international competitiveness
across time. As illustrated in Figure 20a, a largeber of developing countries exhibited a loss in
competitiveness between 2007 and 2012 (and in roasgs also in relation to the base year 2000).
With regard to major developing countries, the pesgive loss of competitiveness due to exchange
rate misalignment is particularly notable in theseaf China, Colombia, Nigeria and the Islamic
Republic of Iran (Figure 20b). A number of econcsnédso saw their currencies depreciate in real
effective terms between 2007 and 2012 leading tdewmluation, although the extent of
misalignment was less pronounced and limited todfwes of Argentina, Hong Kong (China),
India, the Republic of Korea, Mexico and the Batiga Republic of Venezuela.
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Nominal exchange rates in several developing coums such as China, Colombia, Peru and
Singapore appreciated between 2007 and 2012. Yether countries including Argentina,
Pakistan and the Bolivarian Republic of Venezuelaaw their currencies depreciate by over 30
per cent. Although currencies of East Asian countgs have appreciated versus the US dollar,
their appreciation with respect to currencies of tading partners has been more muted.

Figure 21 — Exchange Rate Appreciations and Depreations
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In examining movements of exchange rates over tFigyres 21a and 21b portray the change in
nominal exchange rates of developing countries &etm2007 and 2012, as measured both against
the US dollar as well as against a basket of caresrweighted according to levels of trade with the
issuing countries. Whilst the former measure isnimiative given the dominance of the US dollar in
international transactions and currency reservhs, latter measure is arguably of greater
consequence as it captures movements of a courtwytency against those of its main trading
partners. As shown in Figure 2la, several majoreldging countries’ currencies appreciated
against the US dollar over the period 2007-2012h whe Chinese yuan and the Singapore dollar
rising by around 20 per cent. Appreciation has disen an issue for some Latin American
currencies (notably Brazil). However, this trend lh@en reversed in the most recent period, at least
in relation to the US dollar. Of note is that innamber of East Asian economies including
Malaysia, the Philippines, Taiwan (Province of Ghiand Thailand, a notable appreciation of the
exchange rate against the US dollar was much lesspnced when measured against the trade
weighted basket of currencies. This trend is alsoadnible from Figure 21b, with countries in East
Asia, largely lying below the 45 degree line, expecing a greater appreciation against the US
dollar than against a basket of currencies betv2@&7 and 2012. The converse is true for the most
part in other developing country regions. From 2602012 numerous major developing countries
also recorded significant nominal depreciations.tlie case of Argentina, Pakistan and the
Bolivarian Republic of Venezuela, exchange ratgselated by over 30 per cent.
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Exchange rate markets have been quite volatile irhe aftermath of the global financial crisis.
Volatile exchange rates appear to be more problemiat for Sub-Saharan African exporters
both because of higher levels of volatility as welhs more limited availability of financial
instruments to hedge against the risks of fluctuatins.

Figure 22 — Exchange Rate Volatility
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A volatile exchange rate (i.e. sudden oscillationsthe level of a currency) makes foreign
transactions more risky and therefore negativeligctd international trade. Volatile exchange rates
are more problematic for developing countries wHherancial instruments to hedge against the
risks of exchange rate fluctuations are less aviailaFigure 22a illustrates the distribution of
volatility (measured using monthly data) of curnesdor circa 130 countries for each of the past 10
years (each box is delimited by the 25 and 75 mites, the bar represents the median and the
whiskers are the maximum and minimum values, exatudutliers). Turbulence in the currency
markets increased substantially during the findnmigis of 2008. In the aftermath of the crisis,
currency markets have gradually calmed. Still,0A2 exchange rates were generally more volatile
than in the pre-crisis period.

Figure 22b reports the regional average level aharge rate volatility for the period 2008-2012.
Largely owing to instability of the Euro, developeduntries have experienced the highest degree
of exchange rate volatility. With the exception Sdib-Saharan Africa, currencies of developing
countries have tended to be less volatile. Votgthias also generally been more pronounced when
calculated using effective exchange rates (tradghee) than nominal exchange rates vis-a-vis the
US dollar. One reason for this is that many curieare relatively more tied to the US dollar as it
remains the world reference currency. This is paldirly evident for countries in West Asia and
North Africa where energy exports are largely demated in US dollars.
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