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Adam Posen: According to my now bankrupt Blackberry it is 12:30, and in this world of 

webcasting and just-in-time media, we now try to start events on time. 
Welcome back to the Peterson Institute for International Economics. I’m 
Adam Posen, the Institute’s president. And it’s a very great pleasure for 
me to be carrying today’s meeting with the launch of the new study, Local 
Content Requirements: Report on a Global Problem. For the aficionados 
in the room, that’s a very sexy title, and it should be. This is picking up, as 
many of you know, on more than two decades of work, where the institute, 
particularly Gary Hufbauer, but also Jeff Schott and a host of others 
working with them, have done really important work on establishing just 
what the cost of protection have been—to consumers, to workers, to a 
whole economies.  

 
 The rise of local content requirements in recent years, like so many 

protectionist measures, is oftentimes motivated by political demands, but 
even with sincere demands trying to protect local jobs in a downturn. The 
G-20, in fall of 2008 and spring of 2009, at their summits tried to say that 
the major economies would not engage in protectionism in response to the 
global downturn, that we would not repeat that mistake of the ‘30s. They 
were successful in staving off a large part of what potentially might have 
gone wrong, and in particular on preventing the adoption of very obvious 
tariffs and other types of barriers. 

 
 But the demand for protectionism, in such a context when global pie is 

shrinking is very strong, we should not be surprised, although of course 
we should be unhappy, that that demand was met through other means. 
Part of it arguably was met through currency manipulation issues, which 
my colleagues Joe Gagnon and Fred Bergsten have spoken about, and a 
major part of it with probably much more lasting effects has been the 
adoption of local content requirements as a form of behind-the-border, 
non-tariff barrier. 
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 Gary, Jeff and Cathleen Cimino, along with their co-authors, have done 

terrific work combining both an overall global study, documenting the 
problem, and some very in-depth case studies that we think are extremely 
illuminating. Just, I’ll give away a couple bumper stickers if the authors 
will forgive me. The first one is, it is truly a global problem; the US is not 
blameless. The US has itself adopted such regulations, and we call the US 
out for it.  

 
 It is not just a developed or developing county problem. I feel like I’m at 

an AA meeting. We have a number of examples from around the world. It 
is a costly problem, and they will take you through some of their estimates 
of what the costs are. But I would add two other points that I think are 
important. First is we are moving to an era … era is probably too long, but 
at least a several-year period, where for various reasons I and others have 
argued, there’s likely to be a very big emphasis on infrastructure spent 
throughout the world. This is partly a response to the financial crisis, 
partly a response to definite needs that have been put off. But to be 
working on a world where infrastructure spending will be going up as a 
source of public expenditure and global GDP, where there are local 
content requirements encroaching on government’s decisions, is not a 
good mixture. And so this study is particularly timely for that reason. 

 
 The second point I would just like to make is that this is a great example 

of how you can go after things in a factual, objective way without having 
to do a bunch of fancy econometrics and obfuscate the issue, it’s about 
getting the facts right and being very clear and transparent about the 
assumptions you use when you analyze things. And I think the institute, in 
particular our trade studies program has been very good about that, and 
I’m proud to have another study of that nature coming out now. 

 
 We have a very full program. Not only are the three main authors—Gary, 

Jeffrey and Cathleen—going to present the study’s results, they promised 
me they’ll do it within 28 minutes. But then we have three distinguished 
discussants to join us. We have Aluisio de Lima-Campos, who’s been a 
friend of the institute and worked with us on some other issues from 
American University but also bringing a Brazilian perspective. We have 
Martin Moen from—forgive my pronunciation—from the Canadian 
Embassy. Canada is also both victim and player in this field as are 
everybody, and we’re glad to have their perspective. And then from an 
industry perspective, I’m delighted to have with us David Nelson from 
General Electric. I should note, in the spirit of full disclosure and with 
some pride, that the General Electric Foundation provided partial support 
for this project, and we’re very glad that they did. This is the kind of work 
we need help to do and we’re glad we had it from GE, so thank you. But 
David’s here as a substantive person, as you will find out in his remarks.  
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 So I’d now like to call on, I believe Jeff of our three-headed author is … 

no, sorry. Gary. I was staring at Jeff so I said Jeff. Gary of our three-
headed author is to go first. So, Gary, if you would, please. 

 
Gary Hufbauer: Thanks, Adam, and thanks to everybody who weathered the weather and 

came around. Let me give you an outline of the book, a quick survey. We 
found, as Adam mentioned, that there are an awful lot of local content 
requirements that came in or were proposed in the wake of the Great 
Recession, and many of them depart from the classic mix of a price 
measure or a quantity measure. 

 
 In this study, we have three big parts. We at first document the new LCR 

debt since 2008, and we give detailed case studies, as Adam mentioned, of 
six of these. We have a comprehensive databank. We used to be 
comprehensive; I’m sure we’ve missed some. And we try to tell you 
something about the cost that they impose. 

 
 Now, for the six case studies which we really went into depth on these, 

they are up there and they’re spread across the globe in terms of industries 
and also opacity of the measures. One of the clearest measures were the 
wind turbines in Canada and the Buy America in the United States. At the 
opaque end, the health care industry in Brazil. 

 
 Simon Evenett, working with quite a host of colleagues around the world, 

has published this Global Trade Alert which I think many people here 
have seen, and the local content requirements are just a subset of the 
protectionist measures which he has documented since 2008. In just the 
last year or so—well not quite—June, 2012 to May, 2013, he found 431 
new protectionist measures, and the title of the latest issue of his Global 
Trade Alert is “Where is the G-20? Are they going to be able to stop this?” 
Because there’s been sort of a little bit of a rise in the last year in these. 

 
 The traditional forms of protectionism are less than half, and countries 

have become quite creative in devising new forms in this period. Now this 
little chart … sorry it hasn’t come up yet. This a little hard to read I’m sure 
in the back. But the first set of bars, that shows the kind of the big 
breakdown between rest of the world which is at the top, the rest of the G-
20 which is in the middle, and the G-8 which is at the bottom. And you 
can see it’s kind of divided into, as Adam said, into three parts. 
Everybody’s participating, not equally but they are. Now if you take the 
middle bar, the BRICS had 132 of these protectionist measures, this is off 
of Simon’s latest count of 431—the BRICS 132, EU 45, US 12, rest of the 
world are up there, rest of G-20 and the rest of the world.  
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 Now this last column, that’s the hardest to read, but the local content 
requirements within this broader field of what Simon has identified, they 
would be in the subsidies area because once a subsidy is given, there’s a 
tendency to put a local content requirement. They would be in the other 
measures, and then also in investment restrictions. These trade defense 
measures, those are the typical antidumping duties and count evading 
duties. 

 
 Let me just do one more slide, and that’s running through the forms of 

local content requirements in the last four or five years. So we have the 
classic kind—there are those the percentage of the project which must be 
procured locally. And then we have tax tariff and price concessions which 
are conditioned on local procurement, so you got a tariff, you get a tariff 
or a tax preference or a price preference. And then these are descending 
into levels of opacity. Important licensing procedures which are implicitly 
or explicitly tailored to encourage domestic purchases—just slowing down 
the licensing of imports for example. And Brazil is a master at that. 

 
 And then certain lines of business can only be done by local firms, and 

then one that drives the information industry here wild, is the requirement 
that data be stored locally, or analyzed locally or both. So those are what 
we have going on now, and I’ll turn to Cathleen to give some more 
numbers and examples. 

 
Cathleen Cimino: So we talked about some of the forms of LCRs that have become more 

common in the wake of the Great Recession. And during the discussion, 
we’ll look at some of the motivation for LCRs.  

 
 Primary motive, and of course perhaps the most common, is the political 

urgency to create jobs. Not far behind as economic development, the 
infant industry argument has increasingly been applied to the ICT sector, 
renewable energy; attached to this idea that you want taxpayers’ money 
that’s been subsidizing solar panels or new technology to loop back into 
the domestic economy. LCRs are also off budget, they don’t entail a fiscal 
cost, although they may entail an economic cost. And the classic example, 
shielding domestic firms through procurement favoritism. Finally, 
ensuring that important industries—for example: civil aviation, 
broadcasting, utilities—those that are often elastically defined as 
important or strategic, ensuring that these are locally owned has been the 
primary drivers. 

 
 Now here it shows some descriptive statistics. What countries are using 

local content requirements? Here’s a select sample. Just for context, our 
survey of LCRs covers about 30 countries. The majority of which are 
developing, but of course these aren’t limited to. We cover seven 
developed economies as well, and by case count Brazil was the worst 
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perpetrator with about 15 of these measures. Now, although some 
countries were more active in some industries or more targeted, we really 
found in our survey LCRs impacted virtually all types of economies, in all 
industries. And the basic point shown here is that it’s really the large 
countries that are using LCRs. It’s not largely surprising, but we see that 
these generally have larger than average GDP and are less reliant on 
foreign trade and investment as a share of GDP. So as a result, these 
countries have a wider array of local suppliers, and they’re probably 
utilizing LCRs, the cost is probably less than it would be for a smaller 
country. These countries rely on input and so we see once again, in other 
words the big countries maybe the bad guys. 

 
 Now just briefly why LCRs are bad policy. We discussed this at length in 

the brief, so I won’t go into too much detail here. But to summarize, the 
economic cost and effectiveness of LCRs are often difficult to assess. 
Whether that’s increasing domestic production or creating competitive and 
innovative industries, and the outcomes largely depend on, you see market 
structures, supply and demand conditions, and attached financial 
incentives. This can make it quite difficult for officials and legislators to 
actually assess the cost and benefits attached to LCRs. 

 
 Further, LCRs seldom contain “sunset” provisions, so they’re distortions 

of the market may last for quite a long time, beyond the WTO government 
procurement agreement, and some provisions in regional trade 
agreements, you often don’t see these types of LCRs or restrictions being 
negotiated to be addressed. 

 
 So the point though is we often see that the common response from 

politicians is to brush these aside and just consider that the payoffs from 
taxes and also jobs, largely make these economic costs perhaps irrelevant, 
or they outweigh the cost. And unfortunately this is a perpetuated view, a 
misguided view that LCRs can be a convenient policy or largely 
beneficial. 

 
 So turning to the numbers, this is our survey that Gary mentioned. We go 

into the case studies a bit more detail. This broad survey that we 
conducted generally followed the Global Trade Alert database led by the 
center for CEPR (Center for Economic Policy Research). We identified 
about 117 new cases of LCR since the Great Recession. And we 
distinguished between those that were systematically quantifiable. So 
those that explicitly targeted a subset of goods or services that were traded 
internationally, and also those that were non-quantifiable or more difficult. 
These were nontransparent, quite opaque and difficult to quantify, but we 
assumed largely that these cases have the same average impact on trade. 
Many of these cases of course directly target trade flows. More than a 
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dozen limited or prohibited investment, almost 30 limited services and a 
handful also limited foreign employment. 

 
 Now based on the assumptions, our analysis found that the 117 LCRs 

affected about 920 billion in trade. This is about 5% of global trade in 
goods and services in 2010, which was the year that most of these 
measures were implemented or proposed.  

 
 Now the reduction of trade on account of LCRs is more difficult to assess 

compared with the impact on trade. We generally don’t have tariff 
equivalent effects, estimates on those, but in some cases they could be as 
high as 100% or higher. But we made a conservative assumption that they 
had an impact of 10% ad valorem, tariff equivalent of 10% ad valorem. So 
applying these assumptions, we end up our magic number, is that the 
speculated estimate of trade reduced was about 93 billion annually. 

 
 Now of course jobs are where the political path is, and we also estimated 

the gross number of jobs supported from firms that benefit from LCRs. 
This total figure was about 3.8 million. Now to emphasize, these job gains 
would largely be short-term and eroded over time; they’re not net 
employment gains. One, because foreign countries are losing exports from 
these beggar-thy-neighbor LCR policies, and also the fact that domestic 
buyers at home, they’re facing higher prices and more expensive products. 
And so these short-term gains become dissipated over the long run.  

 
And also an important point here is you see that the majority of jobs do go 
to developing countries, perhaps a negligible amount go to developed 
economies, and you may see that Buy America policies in the US which 
helps or largely spur some of these retaliatory policies around the world. 
In the end, it was only for a very few jobs. 

 
Jeff Schott: Now thank you very much. Well you might ask, with all this activity and 

all these comments saying that LCRs are bad policy, you’d think, “Well, 
why aren’t they taken to the WTO?” And the answer is, they have been. 
Three cases have been taken to the WTO out of 117, basically in the area 
of renewable energy. And indeed, one of the cases is documented in our 
study with regards to India’s solar energy program. And this is I think a 
problem for the trading system, that if you have this much new 
protectionist action and it isn’t being disciplined by the WTO, there’s 
something wrong. And what’s wrong? 

 
 First, WTO rules are vague or incomplete. There are holes in the WTO 

rule book, and those holes are not being filled because WTO negotiations 
are [inaudible 00:18:11] one of the cause of delay in the Doha Round, and 
the lack of ability of other bodies in the WTO to move forward with 
effective discipline on protectionist measures. 
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 Second, there may be some cases where that could be brought, but it’s 

very expensive to do so. And so the cost of litigation in the WTO is a bit 
of an inhibiting factor. But probably a bigger inhibiting factor, if you 
figure that more than 30 countries have been engaged in this over the past 
five years, and is that what I would call the “glass house syndrome.” 
People don’t want to throw stones at somebody else’s policy because it 
will be thrown back at them. So there’s a lot of self-constraint or restraint 
by WTO members because they don’t want their own policies put under 
the WTO microscope. 

 
 And finally, a lot of the policies evolve through government procurement 

programs. And those programs have been carefully crafted and designed 
to avoid WTO censure or at least to get into the gray area of WTO law so 
that it’s difficult or at least uncertain about whether a case can be brought 
and succeed. 

 
 So what should be done instead? Any good economist will tell you that if 

you have a program that’s going to be costly, almost $100 billion in global 
cost, that’s going to have transitory benefits that will erode quickly over 
time as the policies and the cost of the protection affect the 
competitiveness of the industries that benefit from the protection, and 
therefore they will begin to lose competitiveness over time.  

 
 Then isn’t there a better way of doing business? And the simple answer is 

yes—just create a more business-friendly environment so that investors 
will come in without the artificial incentives of the protectionist policies. 
A proven way to create jobs and stimulate investment, clearly deal with 
tax policy, create more transparency in the operational programs to reduce 
the possibilities for corruption. These are all things that will help, and I’ll 
talk about specific measures in a moment. It’s also useful to encourage 
firms to seek out and hire locally. And what we mean by this is pursue 
localization, and this is not the same as forced localization. Often it’s good 
business to hire and train local talent so that you have a better 
understanding of the local market. Government programs should be 
encouraging that, instead of seeing the foreigners as part of the problem 
and trying to nurture domestic industry and activity through protectionist 
measures.  

 
 And indeed, there have been studies done at the OECD that show the 

benefit of doing that and expanding training, gives a good payoff in terms 
of added employment, and employment that is more likely to be sustained 
through good times and bad. 

 
 There is also, basically, government policies to improve the 

competitiveness of industry. Invest in infrastructure—that’s where there’s 



8 

a big jobs payoff as well, but a big payoff in terms of productivity of 
domestic industry. It also helps improving logistics—both transportation, 
telecommunications networks and the like. This helps reduce trade 
transaction cost. This is what the trade facilitation agreement is designed 
to do for both developed and developing countries, and indeed, that’s been 
a big issue in the WTO. And hopefully, we’ll see some success by the time 
the WTO ministerial ends in December of this year. 

 
 And finally, and you may not hear this very often from folks at the 

Peterson Institute, but if you’re going to have to do bad policy, then do the 
lesser of the evil—choose the lesser of the evil options and go for tariffs 
and subsidies. Why tariffs and subsidies? Because they’re more 
transparent, because they’re on budget, because there will be pressure to 
get rid of them over time for those reasons, and therefore, there will be an 
incentive to have the aggressive reduction of the protection, and perhaps 
even a sunset clause. These are not the best way to go about, but if you 
want to nurture domestic activity, do it in a way that’s above board, that 
reduces the scope for corruption that feeds a continuation of the inefficient 
policies. 

 
 So finally, what advice would we give? Go forward for these types of 

policies that are the more transparent and the least distortive. Governments 
that are determined to support an infant industry policy should design an 
appropriate mix of tariffs and subsidies, rather than imposing LCRs that 
are usually more opaque. If they do impose LCRs, then express them as a 
classic price preference on a narrow set of projects or products, and 
include a time limit or a sunset provision for these policies.  

 
 And then finally … that is finally. Okay. The advice is for governments to 

move more quickly in the WTO and in regional trade negotiations, try to 
fill the holes in the international trade rule book. The TPP and the TTIP 
can have an impact in this area, particularly if those talks can make 
incremental progress on improving government concessions to reform 
government procurement programs through common disciplines. And 
that’s I think the preferred way to move forward in the international field, 
and keep away as much as possible from the more opaque policies of 
LCRs. Thank you very much. 

 
Adam Posen: Well, I think that was a great tag team effort. And they hit their time 

marks and more importantly they hit their substantive marks. As Jeff said, 
the desire to do no harm would seem to we would want to apply to trade 
and economic policymakers as much as doctors, if not more so. Some of 
the people in this room, and I know my colleagues—although we have a 
fresh generation now—may get sick of saying to people, “Well, the only 
alternative is to do something good for the economy as a whole,” but in 
the end, at some point you have to keep reminding people that’s true. 
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We’ve successfully, through the WTO and other measures, including 
lobbying—not lobbying, we don’t lobby—including intellectual agitation 
by the Peterson Institute, made tariffs less impactive than they once were. 
And maybe we can do the same for LCRs. 

 
 As I mentioned, we have three very good discussants: Aluisio de Lima-

Campos, Martin Moen, and David Nelson. And I’d like to ask each of 
them to come up and take a seat at the table, and give us their thoughts on 
both the study, which they’ve had the opportunity to see before today, and 
on the issue at large. Please … no, you guys let them talk, and then we’ll 
bring you up to crowd the picture.  

 
 So if I’m going to do it alphabetically and in order of who’s managed to 

sit down first, I guess Aluisio will be first. 
 
Aluisio: All right. Thank you, Adam. I’m glad I was able to accept your invitation. 

You caught me in Geneva, but I came back in time to … and it was very 
coincidental, your invitation, because I was just arriving in Geneva from 
Vienna where I talked about local content on a World Bank meeting over 
there. And since my study on local content was limited to the oil and gas 
areas, so I will concentrate my observations a little bit more in this sector. 
Nevertheless, I will make some general comments with regards to local 
content. 

 
 The first thing I like to say is that in the word, and in the substance of the 

word “local content,” I have nothing to disagree with the book. It’s 
absolutely on the spot. With regards to violations of WTO, just about three 
or four articles in the general agreement and the GATT [inaudible 
00:27:41] metaphor, some of the TRIMs Agreement, the government 
procurement agreement and the subsidies agreement, I can find violations, 
possible violations there everywhere. It could be either one or all of the 
above. But as Jeff rightly put it, there are holes, there are gray areas, and 
it’s not a sure thing to prove a case in the WTO, plus you have to prove 
not only that there is a violation, but that someone is being prejudiced by 
this violation. Sometimes it’s not a very easy thing to do. 

 
 So for all these reasons, local content, it’s not from a WTO point of view 

on its face, a good thing. Now, I also agree with the arguments with 
regards why it’s not a good thing with regard the way these policies are 
being implemented, and I’ll go into some of these comments. It inhibits 
the benefited sectors from becoming more competitive, it leads to a 
reduction in investment in R&D. At the end, it’s simply a disincentive for 
an investor to go into a country, and for costs to rise in those investments. 
So it’s, from an economic point of view, at least on the negative comment 
side, it’s not a good thing.  
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Now, there have been some successful models. And one in the oil and gas 
business that is referenced to very frequently is the Norwegian model in 
which some successes or many successes were achieved. I’m not going to 
go into the details of it, but what’s important there to realize is that 
Norway, in terms of competitiveness and technology in that sector, was 
not that far away from other more competitive competitors. So some 
people come to the conclusion to say that, well, if the model is 
implemented, and if it’s implemented in a country where there isn’t much 
of a difference, or the difference between the level of competitiveness is 
not that significant or that big, then the model has a better chance to work, 
it seems obvious, right?  
 
But the way these models have been implemented … oh, I’m sorry… 
another successful model, which I would suggest many developing 
countries to look at, has been the Korean model industrial policy; it 
worked. But it worked because it had very specific properties which are, in 
my view, absent in most of the present models, especially in those that I 
looked at in the oil and gas business. And one of them is the lack of 
incentives and the lack of a firm commitment by local industry to become 
competitive.  

 
 For those of you familiar with safeguards rules from the WTO—I’m sure 

Gary is, and Jeff too—it’s very common for government authorities to 
request an industry that wants protection to present a plan to become more 
competitive. And in many countries—I would include Brazil there—if you 
don’t have such a plan, you’re not going to get protection. So you have in 
that system, embedded in it an incentive and a penalty, which makes the 
company make use of that—not always the safeguard is successful in that 
point. And if it’s not, the industry that wants protection loses it. This is the 
sort of system that existed in the Norwegian model that was also in the 
Korean model, and it is absent in most of the models including the 
Brazilian model.  

 
 The other problem is open-ended protection—there’s no sunset clause, it 

can go forever. There’s no identification for any party interested as to 
when this will end, or under what circumstances it will end. The other 
characteristic of the models that worked was the gradual reduction of 
LCRs over time, which is not present. As a matter of fact, in the models 
existing in the oil and gas business, usually the LCR goes up, which leads 
to the conclusion that most of the models are looking at maximization of 
LCRs instead of maximization of welfare. Maximization of welfare works; 
maximization of LCR, maybe not. Most likely not because at some point, 
you’re going to have costs so high that it will be economically … from an 
economic point of view, unjustifiable as an investment. 
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 No clear goals—that’s another characteristic of the present models. And of 
course, high administrative costs. Let me just by … I’m going to keep 
within my time. 

 
Adam Posen: Yeah, you’ve got two minutes. 
 
Aluisio: All right. It’s enough to conclude. I will at this point say that given all 

these things that I said, I would say that yes, local content is a bad thing, 
but, there’s a “but” there and the “but” is it is much more the way it is 
implemented than the philosophy itself. And I would argue that in the oil 
and gas business, oil is a different animal; oil countries are maybe 
dependent on it for its GDP totally in one end, and in the other end totally 
dependent on it for its consumption of energy. And in the middle, you 
have everything in between, so it is a commodity that may be life or death 
for countries. So I would say that, given those characteristics of oil, that 
maybe, maybe it’s a good idea—and I’ll leave that for you to chew on it—
maybe it is a good idea to have some sort of understanding, multilateral 
understanding for oil for local content. Thank you. 

 
Adam Posen: Thank you, Aluisio. Martin, would you care to give us a diplomatic or 

Canadian, or typically Canadian diplomatic perspective? 
 
Martin Moen: Well, I’ll see how Canadian I can be today. First of all, congratulations on 

what is a timely and very useful study. We certainly have shared concerns 
with the United States in many third markets in terms of a whole wide 
range of these kinds of issues, and in fact we have cooperated in the past 
on WTO cases. My expertise though is not there; my expertise is the kind 
of US relationship. And there are just a couple of points I want to make, 
both building on the study and going beyond the study in that context. 

 
 First of all, is that when you have highly integrated economy with highly 

integrated supply chains like you have between Canada and the United 
States, the actual impacts, the negative impacts are even worse than 
presented, and I can provide a few examples of how that plays out. Second 
of all, is that we have an effort under way to try and build on our existing 
commitments near government procurement—one area where these LCRs 
are prevalent—in the context, the TPP, and I can speak a bit about that, 
obviously it’s a negotiation that’s under way so I won’t necessarily get 
into the finer details, but I can talk a bit about what we’re trying to achieve 
there.  

 
 First of all, in terms of the impacts, you need to keep in mind in the 

context we come to this, is that Canada and the United States are each 
other’s largest export markets. And one statistic that I think is useful to 
keep in mind as well is that 50% of our trade in manufactured goods is in 
intermediate goods or higher, depending on the subsector. Moreover, 
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when you take a look at the US value added in imports from Canada, it’s 
around 25%. So your average import—not just manufacturing—for your 
average import from Canada, has about 25% US value added. And that 
reality creates a very different situation. 

 
 An example of that is that the rules of origin that you use to determine 

what is a US product for the purposes of applying “Buy American,” in this 
case really do matter, and that can have actually perverse effects. I’ll give 
you one real example, there are many others but this is a particularly 
telling one. There’s a manufacturer in Canada of these PVC pipes that are 
used in water projects, and at the time of the Recovery Act, when Buy 
American was expanded temporarily thankfully, but expanded to cover 
water projects, this company found itself being cut off. The suppliers that 
were normally purchasing from it, then supplied to the big US project 
leads were no longer able to purchase because it didn’t meet the Buy 
American requirements. The main value-added component in the PVC 
pipes was resin from Texas. There were companies that then took over and 
managed to take away much of the business from this company, was 
importing its resins from places like China—clearly not the intention. 
Right? But when you take a look at things from a value-added perspective, 
the traditional rule of origin that says, “Manufactured in the US,” or only, 
doesn’t actually capture where the jobs are and where the innovation is 
and so forth.  

 
 Another element about this, about why that’s a reason why it’s bad for the 

country applying it, another example where it shows why it’s even worse 
than it seems like it might be for close trading partners, is the nature of 
how the procurement world works. For Canada, it’s very rare that a 
Canadian company is the prime contractor that’s actually making the bid; 
much more likely that the Canadian company is a supplier of a good or 
service to the prime contractor, even to a subcontractor. In fact, in many 
cases, it’s not even that simple. Take for example in the world of steel 
products, it’s the metal service centers, essentially warehouses for key 
metal components that buy from Canadian and the US producers, 
warehouse the products and then in turn sell them to construction 
companies. If you’re running a metal service center and you’re looking out 
of one eye at Buy American and another eye at Canadian products, you 
might decide, “We’re not going to stock Canadian products, it’s too much 
of a hassle.” It’s just too risky that we’re going to have someone come to 
us and say we need this very particular piece of metal support for some 
bridges we’re making, and it’s a Buy American project so we don’t need 
any Canadian stuff. And we’ve seen that with the kind of Buy American 
we have in place right now, and we saw that as well in the area where 
there was an expansion of Buy American, where traditional buyers of 
Canadian components would shy away from them, even when they didn’t 
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really have to, out of fear that they will get pulled in to some Buy 
American somewhere.  

 
 So the kind of local content requirements you’re talking about can have a 

chilling effect that goes well beyond the specifics of the measure itself in 
meeting its requirements. So, those are true elements that have a lot to do 
with the nature of our relationship that they’re accentuated. 

 
 Another aspect that we found that was also problematic over the years has 

been the reality that this local content requirements will sometimes lead to 
situations you’ll need to purchase something that’s simply not available in 
the United States, or the US cost is so high that various processes for 
waivers could be used. The problem with the waivers process we found is 
that in many cases, those organizations that have to apply from the 
waivers aren’t aware of how to proceed with the waivers, and in turn, it 
ends up with greatly slowing down projects as they fight through waivers. 
So even when you have an LCR regime that’s designed in a way to reflect 
certain realities such as a product not being available and so forth, it can 
still have a very negative impact.  

 
 Now, in terms of the past path forward for Canada, thankfully the 

particular expansion of the Recovery Act, particularly acutely felt in the 
water sector but elsewhere, is past us. But what we do see, and what this 
really prove to us is that existing government procurement measures in the 
United States that are not covered by NAFTA and the WTO—and there 
are quite a few that are not covered—are problematic, the pressure to put 
in new ones is very real. And this is occurring not only at the federal level, 
but also at the sub-federal level. Dozens of new proposals over the last 
year and a half or so that we’ve been tracking it more carefully, have 
appeared in various state legislatures to tighten up by local programs, and 
at least a couple have already passed as a result of a concerted campaign.  

 
So in this kind of environment, we’re taking a look in the TPP and we’re 
saying, “Well, if we want to make this really an ambitious 21st century 
agreement for the Canada-US perspective, let’s make sure we have robust 
government procurement commitments that go beyond what we’ve 
already done. And more broadly, as we look at the big infrastructure 
markets in the TPP, let’s be careful. Even markets that are currently open 
right now may become close. We need to also have a robust chapter for 
our shared interests.” 
 
And so that’s the kind of effort we’re pursuing. And in Canada, we’re 
looking at reality is, because of these expansion of Buy American in at the 
sub-national level and at the national level—the pressures that are there—
we’re getting pressures in Canada at all levels of government as well, to 
retaliate. And we don’t want that kind of situation; we want to keep our 



14 

procurement markets as open as possible. We feel both for the investment 
decisions and for maintaining the kind of supply chains we have, having 
as expansive commitments as we can in the area of government 
procurement makes the most sense. And that’s where we’re at. Thank you. 

 
Adam Posen: That’s great. Thank you very much, Martin. And it’s really great to be 

taken through some more specific cases when you have integrated 
economies like Canada and the US It’s really important to have that 
perspective. 

 
 Speaking of integration, we now like to get an industrial perspective or 

commercial perspective. David? 
 
David Nelson: Thanks, Adam. Thank you very much. It’s really a privilege to be here 

with all of you today to talk about this important issue. And given that 
Martin’s done such a great job of focusing on the US market, I’ll focus on 
the perspective of a global company, looking from the US abroad. And 
particularly on the apparent conundrum of an industry view which really 
emphasizes going local as an objective, versus local content requirements 
which is the theme here. 

 
 So GE, as you probably know, is a large, very diversified company. 

Technology and infrastructure company operating in very different sectors 
of the economy—power generation, oil and gas, also transportation, 
aviation, appliances, financial services. Our global sales revenue 
amounted to $148 billion last year, and during the last decade or so, GE 
has increased its presence in what we call growth markets by 300%. 
We’ve tripled our presence in growth markets, and we define growth 
regions as everybody outside of the US, Europe and Japan. Last year, we 
increased our revenues outside the US by 12% compared to 2011, and we 
achieved approximately $35 billion of revenues in growth markets. You 
can see that we’re really focused on growing outside the US 

 
 And achieving these results has required substantial local investment—in 

capability, in assets and in people. So in the last four years, we’ve made 
more than 30 investments in manufacturing, R&D, services, and custom 
innovation centers in growth markets. We have over 10,000 commercial 
resources, meaning salespeople, focused on customers in these markets. 
We have a global research network, a global research center network that 
has R&D and innovation hubs not only in the US and Europe but also 
China, India, and Brazil, that builds strategic capabilities, spreads 
technology and innovates for local markets. Our slogan is “In the country, 
for the country.” And finally, we have a global growth organization which 
is led by a vice-chairman of the company. 
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 So globalization is for GE as for many other strategic and sophisticated 
multinational enterprises, whether US based or not, a necessity. And 
globalization is all about markets and localization. It’s not just about 
growing our export sales from plants in the US which of course we like to 
do, but also localization is an important business imperative to increase 
our sales revenues, profitability and share-holder value, and promote local 
economic growth—innovation and employment. So localization is a good 
thing, not only for local economies, but also for companies.  

 
You might ask, if localization is a good thing then why are local content 
requirements, as described in this new book, a global problem? And in 
fact, I think that’s a very apt description of the issue, with the key 
problematic word being “requirements.” There’s a big difference between 
obligatory localization, versus creating an economic and legal 
environment that attracts voluntary localization. GE wants to localize 
where it adds value to the local economy. Localization requirements force 
multinational enterprises to engage in local economic activity even where 
it takes value out of the economy. That’s the difference between good 
economic policy and bad economic policy.  

  
The key contribution of this study is to highlight the economic cost to the 
countries imposing the LCRs. Every government wants to create jobs, 
increase exports, move up the value chain. Your book demonstrates in six- 
case studies that LCRs are suboptimal for a number of reasons, including 
higher costs, reduced innovation, violation of global trade commitments, 
and in some cases, increased opportunities for corruption, among other 
problems. You also identify a set of better alternatives that governments 
can use to promote inward investment. Chapter 2, outlining those 
measures should be required reading for government trade and economic 
officials. And it brings me back to the positive story of globalization for 
multinational firms like GE. We do want to localize in markets where we 
want to grow. We want to be closer to our customers to better understand 
their needs and respond more quickly to them. We know we can only be 
truly successful if we put our customers first, and create and bring 
products to the marketplace that our customers want or need. That may 
seem obvious to you, but that was much less the case in the past. 

 
 In the past, GE would often design a product for the US or European 

market, and try to push it for sales overseas with less regard for the 
overseas customers’ requirements, and with less customization. Being 
local is critical for a company to have customer centricity and intimacy, 
and really understand our local customers and local market conditions.  

 
We also want to shorten supply chains and benefit from low-cost 
suppliers. To increase commercial success in key growth markets, we’re 
looking for means to simplify supply chains—reduce the time, complexity 
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and cost of getting a product from our manufacturing facilities to our 
customers. Shorter supply chains means more agility, more robustness 
against disruption, lower exchange rate risks, and in the long run lower 
costs. Sometimes that means investing locally, sometimes it means 
making purchases from a local company to make them part of our global 
supply chain. But the most economically efficient solution is likely to 
result if companies are permitted to make those choices for themselves, 
rather than required to comply with investments mandated by government 
officials.  

 
 So what factors do companies like GE analyze to determine how and why 

to localize in a particular country and not in another? The short answer 
involves conditions in policy measures that are based on sound economics 
which promote and enhance sustainable and proven in competitiveness. 
And here I would define competitiveness in a literal way—as the ability of 
a firm, the localized firm and the local suppliers to the localized firm, to 
generate sales revenue with levels of cost and quality that are equal to or 
better than those of its peers. And on that basis, when customers in a given 
product and geographic market. This criterion of competitiveness is an 
important one, obviously for the investing multinational, but also for local 
suppliers and the local economy because economic growth is only 
sustainable when local firms find a competitive niche in global supply 
chains. Not by creating short, immediate employment boost in any type of 
local production without considerations to global competitiveness.  

 
 The Peterson study effectively highlights the contrast between policies 

that promote competitiveness, versus local content requirements that can 
strain competition. Finally, I want to welcome the contributions this book 
makes to the trade policy debate around LCRs. And many of you in this 
room are involved in those debates here in Washington. USTR prefers to 
call them localization barriers to trade, highlighting that this form of 
protectionism often violates multilateral trade commitments. Negotiating 
new disciplines on LBTs and enforcing existing disciplines should be a 
priority of global trade policy. And this priority should be embodied in all 
the trade agreements currently under negotiation, including the TPP, 
Transatlantic Trade and Investment Partnership, and the Trade and 
Services Agreement. Thank you for the excellent study. 

 
Adam Posen: Thank you, David. I’d like to ask Gary and Jeff to join us onstage. Just to 

pick up one thing that obviously ran across the three presenters, 
particularly Aluisio and David, is that a key issue here in linking the short 
run to the long run is what this does to foreign direct investment in terms 
of deterring and distorting foreign direct investment. And as many of you 
were at our release of dual studies on foreign direct investment a couple of 
weeks ago, and much more importantly know the reality that that is the 
primary mode of technology transfer, and in many ways development in 
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many countries. So the self-defeating nature of running against this is 
much more obvious than one might think. 

 
 Gary and Jeff, do you have anything particular to say to your discussants 

who were admirably gentle towards you? If not, we can open it up for 
questions. Anything in particular? 

 
Gary Hufbauer: Why don’t we go to the questions? 
 
Jeff Schott: Go to the questions. 
 
Adam Posen: Great. We have a microphone in front and we have a microphone in back, 

please let me know if you’d like to make a question or comment. The only 
requirement is you identify yourself. The gentleman standing there with 
the coffee, just enjoying coffee or does he want to make a comment? I’m 
glad somebody is. Oh, my God, we are in such agreement, I’ve obviously 
programmed it wrong. Oh, please, go to the microphone.  

 
Ernesto Stein: Yes. Ernesto Stein from the Inter-American Development Bank. So when 

the discussant, the first discussant was talking about Norway, he 
mentioned a couple of criteria under which perhaps local content 
requirements may make sense. Like one is, if you are technologically 
close enough to being competitive, that maybe the local content 
requirement or public procurement can put you over the heap and bring 
you among the set of competitive countries. And another one was the fact 
that one would imagine that these should have like a sunset clause or be 
temporary, et cetera. So my question is, if you think of a sector, of a 
country that in a particular sector where you think there are dynamic 
comparative advantages but for some particular reason has coordination 
problems or scale problems, you’re not able to make the jump by yourself, 
assuming that these advantages are real, that once you make that jump 
maybe things will be sustainable, and assuming that the policies are in fact 
temporary and that you have a sunset clause, whether this is an appropriate 
policy to think about like that might help you get from the bad equilibrium 
in which production doesn’t take place, to a good equilibrium in which 
there is investment and of different actors, so that these sector may 
become a viable sector. So that’s one question … 

 
Adam Posen: No, you get one since that one was so long. Thank you. 
 
Gary Hufbauer: Can I leap in before Aluisio gives a very refined and diplomatic answer? 

You know, Al Capone was not a Norwegian, and by that I mean Norway 
comes amongst the top three countries on the Transparency International 
honesty list. And I want to emphasize something that Al talked about but 
didn’t emphasize. These local content requirement, especially in this 
industry, are breeding ground for corruption. Read our case study on 
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Nigeria, that’s what it’s all about. So if you think the government is so 
smart to choose an area of dynamic comparative advantage, and if it can’t 
do any of the other things that Jeff talked about, at the very least it should 
implement its local content requirement as a price preference, let’s say 
10%, 25%, but not one of these other opaque licensing or volume or 
whatever. I mean, that’s just going to go the way you know it’s going to 
go. Now, Aluisio, a more refine answer. 

 
Aluisio: If all the problems that I mentioned with regards to LCRs are nonexistent 

in a particular environment, in a particular situation, it makes it more 
favorable to implement the policy. Now the biggest problems, again in the 
oil and gas sector which is the one I studied—I’m ignorant about the 
others—is that you need to have a perfect plan for implementation. And 
that includes, in among the conditions I would include what Gary just said 
which is transparency, which is of course the very low level of corruption 
because otherwise, the program was not going to work no matter how 
good the conditions are. So yes, my answer is yes if all the positive 
conditions are there and you can reach. And there are models you can look 
at that did that. One is the Korean that I cited—the industrial policy; and 
the other being the Norwegian model. 

 
Adam Posen: Jeff wants to come in, but I also might ask Marcus Noland to say 

something since he wrote the definitive work on industrial policy in Asia. 
But, Jeff? 

 
Jeff Schott: Well, I was going to address Ernesto’s question a little more directly, 

because I think one of the things he was alluding to was the development 
of renewable energy industries where many countries have been using 
subsidies as a means of trying to develop infant industries, and achieve 
scale so that they can expand demand and then and made it through 
efficient productive capacity. The problem in many of those cases though, 
and as we said, using the subsidies and tariffs as a temporary measure is a 
second best but still better than the opaque quantitative measures that are 
often associated with other local content requirements, is that many of 
these countries have protected on the import side, while they’re 
subsidizing domestic production and through using opaque LCRs. And 
that’s why we’ve had this sort of subsidy war around the world in many 
different types of renewable energy industries, leading to really a bad mix 
of production or overcapacity in certain areas. The key here would be, 
make sure that you limit the quantitative restrictions if you’re going to 
give the subsidies, and then on the international side, it’d be useful to 
provide some guidelines or disciplines on what are appropriate subsidies, 
time-limited subsidies that serve some common, appropriate and 
constructive objectives. The WTO had that in its first five years when 
there were a segment of green box subsidies that were appropriate and not 
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actionable because they served environmental objectives. But that safe 
harbor was eliminated after the first five years of the WTO. 

 
Adam Posen: Thank you. Marcus, do you want to say anything about Korea, or …? 
 
Marcus Noland: Very quickly. As far as I know, LCRs are not an important aspect of 

Korean industrial policy. Korean industrial policy used a variety of 
techniques, most principally capital channeling, to support activities in 
certain sectors. It was generally leaning with the wind, it was supporting 
sectors where they already had emerging comparative advantage. And I 
think the most positive assessments of that history would suggest that 
those measures may be have added a couple tenths of a point a year to the 
growth rate, at a time when Korea was growing about 8% to 10% a year. 
So certainly not the predominant explanation for Korean growth success, 
though if you add a tenth of a point or two to the growth rate for 10 or 20 
years, it eventually accumulates to something.  

 
 One of the things that really set Korea apart was the use of export 

performance as a standard for evaluating performance. Some of the 
specific export targeting they did is no longer legal, but what really set 
them apart was they would actually terminate support to laggards. It’s the 
only country I know that actually, if firms weren’t performing, just cut 
them off. When they really intensified the industrial policy effort in the 
late ‘70s and the ‘80s with the so-called heavy-chemical industry program, 
it really deteriorated and really got them into macroeconomic and 
balanced payments problems. So my overall evaluation is, is that the 
likelihood of the Korean success case from sort of the ‘60s and ‘70s being 
portable or reproducible to contemporary developing countries is pretty 
low. 

 
Adam Posen:  Yeah, Aluisio and then we’ll move on to the next question. 
 
Aluisio: Yeah, if I could just maybe to complement. Agreed. The main ingredient 

was exactly the system of penalties and rewards which worked. They have 
a goal, you didn’t fulfill that goal, the benefit would be taken away. And 
yes, they were focused on exports—something that will be prohibited 
under WTO today. Nobody could reproduce the Korean model today. It 
will be just too egregious with regards to WTO law. But it had its 
ingredient of local content to some extent. I’m not saying that it was 
prevalent, but it had its ingredient of local content, together with all these 
other ingredients that make an LCR system work well, which is not 
present in most of the models I looked at.  

 
Adam Posen:  Okay, thank you. Please. 
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Scott Miller: Scott Miller of CSIS. Thank you for the excellent study, it’s very timely 
and useful to the current debate. I have a question. I think most of your 
audience here would agree that local content requirements are bad 
economic policy. The question is, how bad? And I was curious to know 
whether you’ve been able to do anything quantitatively about the … one 
of the things that strikes me, if there’s going to be a political pushback 
against the ice cream sales. I mean, what we have now is something that’s 
very politically popular. It’s just like everybody wants free ice cream, 
everybody wants local jobs. And local content requirement has a ring of 
happy political talk, and underneath it all, you waste a lot of taxpayer 
dollars. And my own sense of looking at the rise of global supply 
networks and the integrated regional production, particularly in the 
examples of US-Canada, given that not only there’s a waste of a lot of 
taxpayers’ dollars, it wastes a lot more than it did 50 years ago or 30 years 
ago. And so I’m curious to know, understanding the complexity of what 
you’ve looked at so far, were you able to identify any key measures of just 
how wasteful these programs really are? 

 
Adam Posen: Thank you. 
 
Gary Hufbauer: Well, Cathleen should be up here, but I’ll answer for her. If you look at the 

case studies we did, we did give some pretty I think reasonable 
quantification for the Buy American and for Canadian wind turbines, and 
then we had to be more speculative on some of the other cases, but there’s 
the Nigerian oil and gas as well where I think we got some reasonable 
quantitative estimates. And the cost is pretty high, but take a look at those.  

 
Now the problem in any particular case coming down the line, is that it’s 
very hard to anticipate the cost when this measure is being propounded in 
the state legislature or wherever it’s being propounded. Because, you 
know, forecasting is always difficult, and you always get these counter 
arguments about some great technological breakthrough or getting to the 
frontier of technology and so forth and so on, which really puts the burden 
on the opponent in those debates. And that’s one reason why we come 
down pretty hard.  
 
Now if you’re going to do this as a last resort, and you’ve given up on 
good economic policy, at least make it a price preference because that’s 
pretty transparent if you give a 15, 25 percent price preference, you know 
that it’s costing you 25% more. But when you go to these other kind of 
volume-determined or … and that’s even not as bad as some of the others 
licensing and so forth, then it’s very difficult to anticipate what the cost 
will be. 

 
Adam Posen: Thank you. We are as always with Peterson Institute say is very happy to 

follow up, encourage you to follow up directly with the authors in this 
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case. Cathleen can go into more detail about some of the calculations. But 
as Gary said, it’s a combination of … you’re always trying to balance 
what economists call general equilibrium and partial equilibrium, which is 
focusing on the direct impact versus how it translates out over the long 
term as the economy adapts.  

 
I think the authors did a reasonable job of balancing that as well as 
anybody could in this study, and in particular by making modest estimates 
as what’s mentioned in the presentation of the upfront cause. But 
unfortunately, this isn’t going to be one of those where we can stand up in 
the Congress in real time, as Gary has done in the past, and we could say 
this particular tariff is going to mean you’re paying $800,000 a year to 
preserve ten steel jobs. It’s a little harder to do that in this case, although I 
understand of course why you would want that.  
 
The gentleman at the back mic. 

 
Mark Levin: I’m Mark Levin. I’m with the Congressional Research Service. A lot of 

these local content requirements initially come at the behest of some 
domestic companies, perhaps not multinational companies, that obviously 
want this protection. Does your work look at all at how these content 
requirements evolve as the corporate strategies of these domestic 
companies change? In particular, would seem to me that the local content 
requirements could be quite a hindrance as these companies themselves 
decide that they want to expand into international markets and are stuck 
with domestic suppliers to do so. 

 
Adam Posen: Thank you. And maybe, I don’t know if David also wants to comment on 

that. 
 
 Do you want to start, David, on the corporate side? 
 
David Nelson: Hit me again with the key point of the question.  
 
Adam Posen: Do you want to repeat the question, please? 
 
Mark Levin: Sure, I’ll repeat the question. The question is what is the evidence on how 

local content requirements evolve as the strategies of the local companies 
change over time, and particularly as these local companies that were 
originally aided by the local content requirements themselves decide they 
want to be international players and now need to be able to compete 
internationally with a heavily domestic supply base. 

 
David Nelson: Right. Yeah, I know. Thank you. The point about the protectionism 

responding to domestic suppliers that are not multinational, I think one of 
the … I haven’t done the analysis to do an academic analysis on that, but I 
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do think that one of the conclusions that comes out of the study and from 
other studies I’ve read on the issue is that one of the problems with local 
content requirements, generally, is that you lose innovation, you lose the 
dynamism. You create a subset of companies that are dependent on the 
protectionism that they’re benefiting from, so you don’t have the kind of 
movement that you otherwise would. 

 
 Now, so I think it’s on the … at least the evidence I’ve seen is kind of on 

the contrary, that you’re not likely to get a movement, a political 
movement in the countries imposing these in the direction of 
liberalization. If you’re thinking, the whole point is infant industry, you 
create an industry, at some point they’ll grow up and want to go out and 
fight in the world, but I have yet to see … I don’t know, maybe the other 
people up here have some evidence, but I have yet to see a case where one 
of those companies says, “We’re ready to go out and fight the world, but 
we’ll give up our domestic protection while we do that.” No, on the 
contrary I think, to the extent that they do create—and it’s fairly rare I 
think that they’re successful in creating globally competitive industries—
they want to maintain the domestic production. But the real problem is 
they don’t create globally competitive industries; they’re behind this 
barrier of protectionism, they don’t keep up with changes in technology 
and they’re not sort of thrown into the deep end of the pool to learn to 
swim, so they don’t become competitive. 

 
Adam Posen: Great. Jeff? 
 
Jeff Schott: Well, it’s a very good question, but one that our study can’t answer for a 

couple of reasons. One is we decided just to take the snapshot of the most 
recent measures—since 2008—and so what you are asking for 
legitimately, is how does this unravel over time? How does it affect the 
competitiveness of firms? And that is a worthwhile project to do; even 
probably need to look at a single country, or maybe look at the US Buy 
America program over the last 70 years and see how that has evolved. 

 
 We were trying to, at least, start the debate by looking at the recent 

activity on a global scale. And I think what you’re suggesting is that there 
could be some very good followup studies, either here or elsewhere, that 
could build on the results that we have so far. 

 
Adam Posen: We’re getting a little behind here, so very brief, Aluisio and Gary. 
 
Aluisio: I don’t have evidence, but I just want to add very quickly something I 

mentioned earlier. If the policy has an objective maximization of welfare, 
I would say that chances are that it will evolve, it will let companies do 
whatever is best for them, whatever is best for the economy. Now if the 



23 

objective is maximization of local content, then I’m sorry, forget it. It’s 
not going to happen. That’s it. 

 
Adam Posen: Okay, Gary. 
 
Gary Hufbauer: Very briefly, if you look at the Indian solar case, you will see … we don’t 

intend to name companies that are behind it, but there’s pretty good 
description of the Indian companies which liked that particular policy. 
And if you read the Buy American case, I believe we do in fact name 
United Steel workers as having been behind that one, primarily.  

 
Very briefly on the longitudinal effect that was raised by Mark. If you 
look at the history of the so-called “Berry Amendment,” Berry, B-E-R-R-
Y, it’s a … dates from the ‘40s or ‘50s, the textile companies that benefit 
from the Berry Amendment are not about to give it up. 

 
Adam Posen: To be fair, I think the question is more about some developing countries 

where they are on the longitudinal thing, but this is an important 
perspective to have.  

 
The gentleman at the back mic. 

 
Speaker 1: [inaudible 01:10:55]. Jeff, you have an excellent … 
 
Adam Posen: I’m sorry, I’m sorry. Could you repeat your name and affiliation please. 
 
Speaker 1: Oh, I’m [inaudible 01:11:01]. 
 
Adam Posen: From where? 
 
Speaker 1: Retired. 
 
Adam Posen: I’m sorry? Retired. Okay, thank you.  
 
Jeff Schott: Everybody knows who [inaudible 01:11:06] is.  
 
Adam Posen: No, actually obviously I didn’t.  
 
Speaker 1: Jeff you had an excellent set of recommendations, but I’d like to push you 

a little bit. And I wonder whether Aluisio’s and Martin’s comments might 
lead to some further second best recommendations. And I say that because 
sometimes a) you’re able to reduce the damage done by these policies and 
b) maybe even sometimes discourage the application. And I can think of a 
couple of rules that might come out of their comments, but I just wondered 
whether you … what you thought about it. 
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Adam Posen: It’d be great to hear it, given your 40-year or more experience in writing 
international trade rules.  

 
Speaker 1: Well, do you have any thoughts … well, for example, picking up Martin’s 

point, if you said that if you’re going to have local content, base it on 
value added rather than on the location of production. And that might do 
two things: One, it will avoid the kind of problems Martin highlighted, and 
I can think of the other cases in the US-Canada context, like remember the 
New York subway cars? I don’t know whether you remember that famous 
case. So it might a) avoid having counterproductive result, but b) put a 
burden on the people applying for the local content. In other words, they 
have to go and calculate the value added through the chain. So I don’t 
know, that might just be one potential rule. Aluisio’s had a couple of rules, 
you know, I mean self-eliminating, clear objectives, et cetera.  

 
Adam Posen: Okay, thank you. 
 
Jeff Schott: Well, the basic question is, should we develop more rules that provide 

effective constraints on new national actions? And the answer is yes, and 
there are a number of areas where that can be done, but it means 
negotiating internationally accepted new rules and disciplines. And that 
can involve both subsidies; it can involve how you calculate local content; 
it can be as simple and seemingly innocuous as establishing new 
monitoring mechanisms and asking the WTO to do annual reports that 
update basically our study and put the spotlight of publicity on countries 
that are beginning to use these types of measures more frequently. I think 
that’s something that’s probably the most easily acceptable in this stage of 
international trade negotiations, because it can probably be done 
administratively in the WTO. Developing the new subsidy rules, the new 
changes in the calculation of content—that’s going to require some 
international compact; it would need to be rolled into agreements, and I 
think maybe we should put together a little policy brief that says how we 
can remedy this, going forward, in the next round of WTO negotiations. 

 
Adam Posen: Or even better, in the negotiations that actually exist like TPP and TTIP. 

Well, thank you very much for that. 
 
Speaker 1: Or recommendations you put forward to Congress. 
 
Adam Posen: Yeah. Well, Congress is very busy listing the recommendations at the 

moment. I mean no disrespect, you’re absolutely right that we would 
ultimately have to go there, but it’s hard.  

 
So for our last question, give the mic over here. 
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Steve Stewart: Thanks. Steve Stewart with IBM. This is great research, I’m glad you guys 
have done this. I’m speaking from the perspective of representing the large 
global US-based company that tries to take research that comes out of 
Peterson and apply it here and around the world, convincing governments 
to do what I think, my company thinks the right thing which is more free 
trade, more openness. We face a lot of resistance to that. And as good as 
the numbers may be or the case studies and the arguments that you make 
in the book, it’s convincing as many of us in this room may think these 
are, the buy-in in other governments is not always what we’d hoped for. 
Slow to take it up, they look at short-term gain, or even political gains 
getting to the next election as in democratic country, has been more 
powerful. And they either don’t believe the research or it’s tainted because 
it’s coming from … oh, an inside developed think tank supported by 
companies such as mine.  

 
What’s missing? How do we do a better job of … from an advocate 
standpoint, and maybe you guys aren’t the right ones to answer, but I’d be 
interested in the perspectives from across the entire panel. How can we 
take research like this and make it more convincing? Is it getting similar 
groups in other countries doing similar research, talking from their own 
local economic perspective? Are we missing something in how we apply 
it? But just any thoughts about how to take this to an advocate position … 
though, as I’ve said, that’s not your job. How to do a better job of 
providing the intellectual stimulus? 

 
Adam Posen: No, I appreciate that, Steve. I would be interested particularly from some 

of our outside speakers on their thoughts, because frankly Jeff and Gary 
and I and others here brainstorm about this a lot. So if I could get 
comments from the three outside discussants. Suggestions are very helpful 
and welcomed. 

 
David Nelson: I think it’s a great point, a great question, and an issue that we should all 

find every opportunity that we can. My take on it is that it’s a current 
debate, obviously. This is one of the hot debates going on in global trade 
policy right now, so it’s very timely from that sense. Simply putting it out 
there and putting the facts out there into that debate is going to help. I 
think some of the… trying to get some of these specific ideas into the 
trade negotiations that are going on right now, and that takes companies 
and think tanks and others advocating with the government officials 
responsible for that. So I think that’s something we can all be engaged in 
as part of the process.  

 
And getting the discussion going in the principal countries that are 
implementing these things as well, is part of it. And this is where, when 
we were talking … Aluisio and I were talking earlier about a similar study 
that CEBRI has done and it was referred to in the Peterson report in 
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Brazil, trying to start a discussion in Brazil on the same mission. I think 
the Peterson study can be taken to a lot of other places. I know Jeff and 
Gary have spoken at a number of conferences around APEC and other 
places, WTO, about the issue. And I think the more we can keep pushing 
it out there to move the discussion along, it’s kind of the best we can do at 
this point, and it’s going to take several years; you’re not going to change 
Brazilian policy overnight on this. But the conversation can get started, 
and that’s where we are now. 

 
Adam Posen: Martin? 
 
Martin Moen: There are all kinds of ways to come at advocacy, and we’ve tried pretty 

close to all of them. Sometimes they work for a while, but that’s the 
problem, they only work for a while, then you have to go back at it. And 
that’s why we’re pushing as hard as we are in wherever we can in trade 
agreements to try and address as many of these kind of concerns as we 
can. That does also require advocacy of course, because you have to sell 
that to your negotiating partners and sometimes to their own domestic 
industries. But once you’ve done that, you have a gain that’s more lasting 
and I think more useful for business in sort of an ongoing advocacy battle. 
But in terms of the issue of advocacy, we always find the more local the 
story, the more details, the better. And boy, do we have lots of those 
stories when we get to Canada! But even so, they don’t always win the 
day. 

 
Adam Posen: Thank you. Aluisio? 
 
Aluisio: Just quickly, I will say that as evidenced by the very few cases of the 

WTO, this is a very new issue. If it was something that was there for a 
long time, I’m sure there would have been more cases. Having in mind 
also what Jeff said about why we don’t have more cases, but there are very 
few discussions have happened on this issue. Just recently, I would say in 
the past month basically, we have three big discussions on this. We’re 
having one here right now, we’re having of course the book. Last week 
there was a World Bank sponsored conference in Vienna, but just for the 
oil sector. Maybe we should have something more general that would 
cover other sectors too. And yes, as David said, we need just to keep going 
because there’s a lot of politics and a lot of governments involved, and 
you don’t change those minds from one day to the next, unless you’re 
putting the subject out there. 

 
Adam Posen: Let me close on this note. And again, I appreciate Steve raising and just 

say a couple of things in the institute’s perspective. I’m very grateful to 
Gary, Jeff, Cathleen for doing such excellent work and bringing it all 
together for us in such a clear, and to the open-minded person, I would 
think persuasive form. But that’s obviously not the entire game. And you 



27 

look at the history of the institute, which is really the history of 
international economic policy in the US and the multilateral sphere for the 
last 30 years, and a lot of it is not Sisyphus pushing the rock up the hill 
because sometimes we do get up to the next level, or we get one boulder 
up, and then have to find a new boulder to push.  

 
But in the end, the premise of an honest think tank—which we try to be 
and I believe we are—is that ideas and best approximations of truth do in 
the end matter. And that’s not to trivialize any of the very practical 
suggestions that we’ve heard here today, the efforts that many of our 
fellows make. And this runs across all our areas. I mean trade in particular, 
protectionism, the chimera takes many forms. You have to keep bringing 
it down, but similarly then those of us who fought deflationary 
macroeconomic policies from the ‘30s to Japan to today. Or people who 
are fighting for financial regulation of a responsible sort, not against the 
financial industry but in everybody’s interest. Our job is to keep trying to 
put it out there. And we are willing, just to be clear, to do advocacy; we’re 
just not lobbying. We don’t do specific bills or specific companies.  

 
But the final thing I would say is, and this is not pandering, I think a lot of 
us here are very perfectly happy and proud to be associated with a number 
of multinational corporations that support the institute, because we’re 
totally transparent about it. We believe that there are benefits to economic 
integration in the world through the spread of cross-border trade, cross-
border supply chains, cross-border investment. We don’t show favoritism 
to American headquartered versus other headquartered companies, except 
where they come from very oppressive regimes and are playing games. 
And we are intellectually open about that fact. I’m not trying to be 
defensive, and you certainly weren’t asking me to be, but I just want to be 
very clear about this.  
 
The issue is to speak truly, as strongly as possible, and to get input from as 
many people as possible, including the people in this room, about how to 
make that speaking comprehensible to everybody. And we’re going to 
keep trying, and there will be places where we will contradict our 
corporate friends—Gary did a policy brief a few months ago on why that 
we should be exporting natural gas from the US, which certainly 
displeased some supporters of the institute. We’re going to keep out 
they’re trying to do the truth, and we appreciate everyone else’s support 
and engagement in trying to get it out there.  
 
Thank you very much. 

 
 


