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Toward WTO 2000:
A Seattle Odyssey

Jeffrey J. Schott

Trade ministers from the 135 member countries of
the World Trade Organization (WTO) reconvened

in Seattle in December 1999 to assess the operation
of the trading system and to initiate a comprehensive
new round of multilateral trade negotiations.  The meet-
ing ended in disarray and without action on the trade
agenda.  The new round is in abeyance, even though
new WTO negotiations on agriculture and services will
get underway in 2000 as preordained in the WTO’s
so-called “built-in” agenda.

Anti-WTO protesters claimed credit for disrupting
the Seattle meeting and blocking the launch of a new
trade round.  In large measure, however, the WTO
meeting fell victim to serious substantive differences
both among developed countries and between devel-
oped and developing countries regarding what should
be on the agenda for the new WTO Round.

In essence, everyone wanted to liberalize foreign
trade barriers, but not their own.  The major trading
nations were reluctant to address their own barriers
to trade in goods and services, while demanding that
new talks target protectionism in the developing world.
The developing countries argued that new concessions
should await the fulfillment of liberalization committed
during the previous Uruguay Round.  Some wanted
priority to be given to implementation of existing WTO
accords and “traditional” trade issues such as tariffs
and anti-dumping; others wanted the agenda broad-
ened to encompass new subjects like electronic
commerce and labor standards.  No one wanted
protracted talks like those which occurred in the
previous Uruguay Round, but no one seemed able
to craft a practical negotiating agenda that accom-
modated the diverse and often divergent interests
of developed and developing countries.

Some of the biggest problems, however, involved
disputes among the United States, European Union,
and Japan over farm subsidies, competition policy,
and anti-dumping.  The major trading nations did
not seem to have enough support from their domestic

constituencies to actively negotiate and put a deal
together.  In the United States, the five-year long
impasse over fast-track authority inhibited discussion
of possible U.S. trade reforms.  In Europe, monetary
union and enlargement issues already presage im-
portant economic and institutional reforms and made
countries reticent to undertake new trade obligations
that would entail additional adjustments, especially
in agriculture.

In brief, short-run political concerns now dom-
inate the trade debate and counsel caution.  Long-
run benefits from prospective accords are simply
too far away to hit the radar screen of elected politi-
cians. Trade officials will need to work hard to over-
come political resistance to new trade reforms, at
home and abroad, so that substantive negotiations
can proceed.

I cannot do justice in this paper to the com-
plexities of the problems that I have just outlined.
Their implications stretch well beyond the realm of
trade policy.  But, I can try to offer a few insights on
the value of international trade negotiations and
the particular importance of proceeding promptly
with a new WTO Round of multilateral trade talks.
To that end, this paper addresses why new negotia-
tions are needed, what needs to be included on the
negotiating agenda, what is in it for developed and
developing countries, and how the negotiations
should proceed.

WHY A NEW ROUND IS NEEDED NOW

In many respects, the launch of a new WTO Round
is now even more important in 2000 than it was in
Seattle, in part to remedy the substantive and institu-
tional problems exposed during the December meetings.
New global trade talks are needed for several reasons.

First, WTO talks would provide a useful buffer
against growing protectionist pressures in the United
States and Europe directed against increased imports
from emerging markets.  To date, we have not seen
significant protectionist legislation in the United
States, despite a record U.S. merchandise trade
deficit of almost $350 billion in 1999.  The one
notable exception has been the failed steel quota
bill.  However, there has been a growing resistance
to new trade initiatives, as evidenced by the contin-
uing impasse over the renewal of fast-track author-
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ity.1 As the U.S. economy slows and unemployment
increases from its current low levels, protectionist
demands are likely to proliferate.

In addition, aftershocks from the 1997-99 finan-
cial crisis continue to be felt in Latin America as well
as in Indonesia and Thailand, which have lagged the
Asian recovery.  The crisis has not provoked a sharp
increase in import restrictions in those countries, but
it has dampened political support–at least in the
near-term–for new trade reforms.  WTO talks are
needed to help get that reform process back on
track and to reinforce medium-term growth pros-
pects in those markets.

Second, public support for the WTO and an open
international trading system needs to be shored up.
In several major trading nations, the WTO is under
attack.  Public concerns about the effects of global-
ization (including expanded trade and investment)
on domestic production and employment, and on
national regulatory policies in areas such as labor
and the environment, threaten to undercut support
for new WTO initiatives in the United States and other
countries.  Some groups regard WTO provisions as
part of the problem (e.g., rulings against enforce-
ment provisions of U.S. environmental laws); other
groups want to refocus WTO obligations so that they
help meet other economic and social objectives (e.g.,
promoting human rights and higher labor standards),
even if the WTO is not the primary channel of action.
Governments will face increasing problems in sus-
taining political support for new trade talks if the trade-
related aspects of these issues are not addressed more
effectively in the WTO.

In that regard, the WTO’s free-trade principles
increasingly have been contested with respect to
products developed through new biotechnologies.
In particular, trade in genetically modified organ-
isms (GMOs) has raised concerns about the long-
term impact of these new products on human health
and the environment, and led several countries to
ban or segregate the sale of these products in their
markets.  The WTO requires that such restrictions
must be underpinned by sound scientific evidence
of potential harm, but WTO critics argue that by the
time the evidence is in, the harm will have been done.

Third, the implementation of the WTO’s dis-
pute settlement understanding (DSU) has exposed
a number of problems that need to be corrected.
For example, the recent banana and beef hormone
cases highlighted the flaws in the compliance pro-
visions of the DSU; other dispute rulings (e.g., Fuji-
Kodak case regarding competition policy issues)

have pointed out other gaps in the trading rules.  The
dispute resolution system has to be fixed to maintain
confidence in the enforcement of WTO obligations,
and new negotiations are needed to remedy the notable
omissions and ambiguities in existing WTO provi-
sions that have been exposed by dispute cases.

Fourth, WTO members need to correct a few of
the WTO’s serious birth defects, particularly regard-
ing the management structure of the organization,
linkages with other international institutions, and the
transparency of WTO operations.  For example, the
WTO lacks a management or steering committee akin
to the Executive Board of the International Monetary
Fund (IMF) and the World Bank.  The Quad (i.e., the
United States, the European Union, Japan, and Canada)
has assumed this role, but will have difficulty in main-
taining it as WTO membership expands to countries
such as China.  In addition, the financial crisis has
underscored the need for closer cooperation between
the WTO and the IMF and World Bank to provide trade
expertise in the negotiation of reform packages and to
ensure that such reforms are maintained (via binding
in WTO schedules).2 New negotiations need to correct
these institutional problems in the WTO system.

Fifth, the WTO’s built-in agenda already man-
dates new negotiations by 2000 on both agriculture
and services, along with a number of other impor-
tant issues ranging from government procurement
to subsidies.  However, the built-in agenda is not
sufficient to produce a successful trade accord and
will need to be supplemented if negotiations are 
to succeed.  Long-standing General Agreement on
Tariffs and Trade (GATT) experience demonstrates
that self-standing negotiations on agriculture never
succeed; recent services accords have fared some-
what better (but only when developing countries
accepted deals that did not require significant changes
in U.S. and European practices).3 In short, a broader
bargain will be needed to allow countries to trade off

1 In addition, protectionist pressures weighed heavily in President
Clinton’s decision in April 1999 to reject the Chinese market access
proposal in its effort to join the WTO, and in Congressional adoption
of restrictive textile trade preferences for the Caribbean Basin and
Africa in May 2000.

2 Similarly, closer ties between the WTO and the International Labor
Organization could further understanding of how world trade can
help promote better working conditions and living standards in WTO
member countries. 

3 Since the end of the Uruguay Round, WTO members have concluded
accords on basic telecommunications and financial services, and on
information technology products.  Talks failed on maritime services
and on the movement of natural persons.



concessions across sectors and issues and undertake
obligations to liberalize long-standing and politically
sensitive trade barriers.  If the WTO does not under-
take a more comprehensive negotiation than that
set forth in the built-in agenda, the talks will likely
fail and, in so doing, also weaken credibility in the
multilateral negotiating process.

To address these problems, WTO members also
will have to redress the serious resource constraints
that already hamper WTO activities.  The Uruguay
Round accords greatly expanded the responsibilities
of the WTO but member countries have not provided
adequate resources to service new trade negotiations,
administer the burgeoning caseload of disputes, con-
duct trade policy reviews and complex accession
negotiations, and collaborate with the World Bank
and the IMF regarding trade reforms of countries in
financial crisis.  Staffing constraints already limit
the scope of cooperative efforts with the IMF and
the World Bank to help promote “greater coherence
in global economic policymaking.”  Such efforts
are particularly needed to assist the least developed
countries and countries in transition to fully inte-
grate into the world trading system.

WTO members need to allocate more funds and
perhaps additional authorities to the WTO’s Director
General and Secretariat to better handle these tasks.
The WTO budget is less than $80 million and has not
grown much since 1995, despite the enormous increase
in demand for services by the Secretariat and by pan-
elists and judges in the dispute settlement body.  At
a minimum, industrialized countries should imme-
diately double their WTO budget contributions (which
would mean an extra $12-14 million annually for the
United States).  There is no reason why some special-
ized United Nations (UN) agencies should receive
more funds than the world’s principal trade forum. 

Contributing to many of the problems cited above
are ongoing efforts to bring new members into the
world trade club. Increased membership will further
tax the WTO’s limited resources and exacerbate
management problems.  Before turning to the sub-
stance and process of prospective WTO talks, I will
divert briefly to summarize a few key aspects of the
accession process that have a bearing on the WTO
negotiating agenda.

THE WTO ACCESSION PROCESS
To be a truly global system, the WTO should

strive for universal membership.  To date, progress
toward that goal has been good—but not good enough.

As of January 2000, the WTO has 135 members—
compared with 91 GATT signatories at the start of the
Uruguay Round.  In addition, 30 countries have applied
for membership and initiated the accession process.

The accession of new members to the WTO is not
as easy as it used to be under the GATT.  Candidate
countries face more comprehensive obligations cov-
ering both trade measures imposed at the border and
domestic policies that influence trade in goods and
services.  At the same time, special exceptions for
developing countries have been sharply cut back.
The entry bar has been elevated to record heights just
as the demand for WTO membership has increased
dramatically.

Negotiating the protocols of accession for prospec-
tive WTO members often is a long, tedious process (and,
in a few cases, highly politicized as well).  Countries seek-
ing WTO membership come from diverse backgrounds
and economic systems, and their accession protocols
must be tailored to their particular situation:

• Six countries are classified by the UN as
“least-developed.”

• Eleven countries are former components of
the Soviet Union, including Russia.

• Four countries are former Eastern European
components of the Council of Mutual Economic
Assistance: Albania, Bosnia and Herzegovina,
Croatia and Macedonia.

• Three countries are relatively well-off Persian
Gulf states: Saudi Arabia, Jordan, Oman.

• Five others present diverse challenges: Algeria,
Andorra, Seychelles, Tonga, and Vietnam.

• Two are highly politicized: China and Taiwan.

In general, WTO members would like to expedite
the accession process of these countries, and to give
special terms for the poorest applicants.  However, the
trade regimes of the majority of the candidates do
not conform easily to the WTO system.

The basic choice confronting WTO members is
to approve entry for many of these countries on terms
that allow extended and flexible implementation of
WTO obligations; or to hold back on entry as a lever
to induce the changes in national policies needed to
meet WTO standards.  Either way, new members should
adhere to all WTO obligations; the only difference is
whether they should be active members of the WTO—
and subject to WTO reporting and monitoring—while
they reform their policies.

Interestingly, 29 of the 135 WTO members are
classified by the UN as “least-developed” and pre-
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sumably least capable of implementing the com-
prehensive trade obligations, including the substan-
tial administrative and reporting requirements, of
the WTO accords.  Note, however, that some WTO
provisions explicitly exempt the least-developed
developing countries from specific obligations (such
as the ban on export subsidies).  The six least-devel-
oped countries currently seeking admission to the
WTO should be expected to do no more than these
current members.  To promote their accession, WTO
members need to offer greater technical assistance
to support efforts by applicants to adapt their trade
regimes to WTO norms and to guide their officials
through the accession process.

THE NEGOTIATING AGENDA

To meet the challenges noted above, new WTO
negotiations will have to pursue several initiatives
simultaneously:

• Trade liberalization that contributes to the
sustained recovery from the recent financial
crisis and blunts demand for new protection;

• New rule-making that establishes rights and
obligations in areas not yet subject to, or in-
adequately covered by, WTO provisions; and

• Institutional reforms that remedy flaws in the
WTO’s dispute settlement and management
structure, that make WTO operations more
transparent, and that help promote economic
development for the betterment of all citizens
of WTO member countries.

Developed and developing countries will have
different interests in each of these areas and place
different priorities on liberalization versus rule-
making initiatives.  To take into account the broad
range of perspectives of WTO member countries,
the agenda for new WTO negotiations will have to
be comprehensive, addressing both the new issues
that pose problems for global commerce in goods
and services, as well as the systemic issues that
threaten to undercut public support for future
WTO initiatives.  The following subsections high-
light some of the key substantive issues that need
to be covered in new WTO talks.

The WTO Agenda: Existing Mandates
Agriculture and services are the twin pillars

of the WTO’s built-in agenda.  Oddly, that agenda

omitted tariff reform—the bread and butter of all
eight previous rounds of multilateral trade nego-
tiations.  Given historical precedent and the desire
of WTO members to continue to build on past ef-
forts in this area, I will also discuss tariff liberaliza-
tion as well as its alter ego, anti-dumping reform,
in this section.

Agriculture
The Uruguay Round accord provided one of the

few commitments to lower farm trade barriers, albeit
to a limited extent, in the post World War II period.
That multilateral negotiation succeeded because
negotiators could “ante up” a large array of foreign
concessions to “pay” for the liberalization of hard-core
farm trade barriers.  Recall that the Uruguay Round
pact on agriculture only succeeded when negotia-
tors linked commitments on intellectual property
and textiles to those on agriculture.

WTO members committed in the Uruguay Round
to restart negotiations by the year 2000 to promote
“progressive reductions” in agricultural support and
protection.  Each country has a different idea what
this means, but all generally support the liberaliza-
tion of other countries’ trade barriers and subsidies.
Reducing subsidies or import barriers protecting
domestic farmers will require, as it did in the Uruguay
Round, significant trade-offs between agriculture,
manufacturing, and services reforms.

Not surprisingly, the agenda for agricultural reforms
is extensive.  The Uruguay Round barely scratched the
surface of trade barriers protecting national markets,
and the new negotiations will focus primarily on
building upon those tentative liberalization efforts.
Much work remains, in particular, to reduce subsidies,
lower tariffs, liberalize tariff-rate quotas (TRQs) and other
nontariff barriers.  In addition, WTO members will have
to decide how to handle the expiry in 2003 of the “peace
clause” that restrains many farm trade disputes.

Export subsidies remain a problem despite
significant cutbacks agreed upon in the Uruguay
Round.  The Cairns Group and the United States
have proposed eliminating export subsidies.  To
temper such demands, the European Union has
argued that U.S. farm export credits should be
included under the existing disciplines.  Domestic
subsidies were also reduced in the last round, but
many countries argue that these disciplines are
being circumvented via flexible interpretations of
“blue box” and “green box” exceptions (that is, sub-
sidies that are allowed because they are not linked
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to production or not deemed to be trade distorting).4

Tariffication in the Uruguay Round made some pro-
tection more transparent, but resulted in many
duties in triple digits; indeed, “dirty” tariffication
arguably raised some barriers to trade.  In addition,
in areas where countries made minimum access
commitments, improved guidelines are needed to
prevent countries from administering TRQs in a
manner that further limits access to their markets.
Finally, WTO members need to review the growing
number of non-tariff measures imposed in support
of national health and safety regulations to deter-
mine whether revisions are needed to the agree-
ment on agriculture, sanitary and phytosanitary
measures, or possibly even a sui generis pact on
biotechnology.

At the same time, countries need to develop clear
and narrow guidelines for exceptions to liberalization
efforts in order to promote specific non-trade objec-
tives related to the “multifunctionality” of agriculture.
Many countries argue that they must sponsor some
level of agricultural activity to protect the environment,
promote biodiversity, enhance rural economic devel-
opment, and maintain food security.  In so doing,
however, WTO rules need to be crafted to guard
against the introduction of new non-tariff barriers
under the guise of broader non-trade objectives.

Services
The Uruguay Round developed a framework of

multilateral rights and obligations on trade in ser-
vices but left much work undone.  Recognizing the
limitations of their initial effort, WTO members
agreed in Article 19 of the General Agreement on
Trade in Services (GATS) that new negotiations
would be launched by January 2000 to put more
flesh on the skeletal provisions and commitments
previously negotiated.

The services negotiations are one of the most
critical components of the WTO agenda.  Services are
important both as stand-alone products and as critical
inputs for the production of a wide range of goods
and other services.  Improving productivity in service
sectors can thus yield extensive growth dividends
throughout member economies.  In that regard, these
talks are particularly important for developing coun-
tries to help them improve their financial sector, and
telecommunications and transportation networks.5

Much of the attention of these negotiations will
focus on attempts to liberalize trade in particular
sectors, although the agenda also will be cluttered

by issues left over from the Uruguay Round (subsi-
dies, safeguards, and government procurement in
services) and by a number of important but intrac-
table constitutional problems (for example, the
relationship between the market access and national
treatment chapters).  Efforts need to be directed
toward building on the very limited liberalization
agreed in the basic telecommunications and finan-
cial services pacts, broadening reforms to new
sectors such as environmental, energy, and enter-
tainment services, and revisiting politically sensi-
tive areas, such as maritime and labor services. 

Unfortunately, negotiations on services will face
several critical problems.  First, unlike recent talks on
basic telecommunications and financial services,
developed and developing countries will have different
export interests in the various sectors under negoti-
ation.  Developing countries place priority on removing
barriers in sectors where they are competitive, such
as labor and entertainment services; developed coun-
tries favor their own “winners” such as audio-visual,
air transport, information, and professional services.
“Priorities” of some countries are “non-starters” for
others.  Second, and more generally, the positive list
approach to scheduling commitments, along with
the ability of countries to limit the application of
those offers to one of the four modes of supply,
will continue to constrain the scope and value of
liberalization commitments.

Tariffs
Tariffs continue to be a mainstay of the WTO

agenda, despite notable success in prior rounds in
reducing levies imposed by industrial countries to
relatively low average levels.  Tariffs imposed by
developing countries remain generally high, although
the Uruguay Round made significant progress in
binding a large share of those duties for the first
time.  Several problems are left over from past
GATT efforts that should be addressed in the new
WTO round, including:

• “Peak” tariffs on selective products at levels 

4 For example, some countries argue that U.S. disaster relief programs,
that amounted to more than $6 billion in 1998, offset the subsidy cuts
mandated in the U.S. Freedom to Farm Act.

5 For example, to improve competitiveness of the tourism sector, coun-
tries need access to global telecommunications and information ser-
vices for marketing and reservations, and an efficient transportation
network to get the people to the market.
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well above the average country tariffs, and the
related problem of tariff escalation.

• Tariff bindings at rates well above those cur-
rently applied that allow governments free
reign to raise duties for protectionist pur-
poses without WTO review.

To address these problems, countries traditionally
have developed a tariff-cutting formula to implement
tariff reductions across the board.  In practice, however,
such an approach quickly degenerates into a product-
by-product negotiation of exceptions to the so-called
“formula cuts,” which is why we still have a problem
with peak tariffs and tariff escalation.  The Uruguay
Round experience with “zero-for-zero,” sector-specific
tariff cuts suffered the same problem, as countries
carved out products or entire product categories
from the liberalization list.  To date, the United
States has proposed accelerated tariff liberalization
(really elimination) in eight sectors, but seeks to avoid
a formula approach to limit the exposure of its high
apparel tariffs to new tariff cuts.6 As a practical
matter, there is no real difference between the two
approaches since both will necessarily devolve into
intensive negotiations over exceptions to the general
approach on a product-by-product basis.

Anti-dumping
Trade remedy laws provide a safety valve for

countries that liberalize their trade barriers.  The WTO
allows its members to impose temporary import relief
(up to four years, with one four-year extension) if
imports threaten or cause serious injury to domestic
industry, and more lengthy and indefinite (subject
to five-year reviews) protection if imports benefit from
subsidies or are dumped and cause material injury.

Anti-dumping is one of the few legal ways for
countries to impose protection unilaterally (that is,
without WTO clearance), and it has become the
favored import relief measure for a growing number
of countries.  In the past, anti-dumping laws were
virtually the exclusive domain of the United States,
European Community, Canada, Australia and New
Zealand.  Since the end of the Uruguay Round, how-
ever, new users (primarily developing countries)
have accounted for many more cases than the five
traditional users.  Indeed, over the period 1993-1997,
Mexico and Argentina have reported almost as
many anti-dumping actions as the United States.
More than two-thirds of anti-dumping actions have
been directed against developing countries and

countries in transition during the 1990s, illustrating
why this is a priority concern for those countries.

Prospective WTO negotiations on anti-dumping
measures face an uncertain outlook. The Singapore
Ministerial in 1996 agreed to examine the “interac-
tion between trade and competition policy, including
anti-competitive practices”—which many countries
defined as encompassing anti-dumping actions.
These countries hoped that U.S. interest in the latter
would allow consideration of constraints on anti-
dumping measures because those actions reduce
competition almost by definition (if one assumes that
the action is not directed against predatory practices,
as is almost never the case).  Instead, the linkage has
generated opposition by the United States to new
talks in both areas.  Incremental revisions to
existing provisions of the Anti-dumping Agreement
are the most that could be expected from new talks;
too many countries value their recourse to these mea-
sures to stem “unfair” import competition.

Broadening the WTO Agenda
WTO member countries have put forward a

lengthy list of potential new subjects for negotia-
tions.  Several of the new issues actually date back
to the charter for the stillborn International Trade
Organization of the late 1940s, although they have
assumed added importance in a era of globaliza-
tion.  To a very modest extent, almost all are the
subject of WTO rules or ongoing working groups.
Many involve activities that go well beyond the
scope and competence of the WTO.  For that reason,
WTO initiatives in these areas must be narrowly
focused on the trade-related aspects of each issue
and have clearly defined and pragmatic (i.e., achiev-
able) negotiating objectives.

Four topics have been frequently cited as candi-
dates for new WTO talks: investment, competition
policy, labor, and the environment.  In addition, elec-
tronic commerce has gained attention due to the rapid
growth in international transactions via the internet.

Investment
The Uruguay Round touched only lightly on

investment issues in the Agreement on Trade-

6The eight sectors, originally discussed in the Asia-Pacific Economic
Cooperation forum, cover chemicals, forest products, medical equip-
ment and scientific instruments, environmental goods, energy, fish,
gems and jewelry, and toys.
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Related Investment Measures (TRIMs) and in the
limited areas where countries undertook specific
commitments on “commercial presence” in the
GATS.  Many investment issues are not subject to
WTO disciplines; investment incentives and export
performance requirements, for example, continue
to distort trade and investment flows among WTO
member countries. Given the recent experience in
the Organization for Economic Cooperation and
Development (OECD) with negotiations on a “Multi-
lateral Agreement on Investment,” and the heated
opposition that it generated among nongovern-
mental organizations, many countries are wary of
engaging in broad WTO negotiations in this area
(Graham, forthcoming 2000).  Instead, they would
like to continue the incremental approach to rule-
making within the existing WTO pacts.  The WTO
has three options for dealing with investment issues:

• First, WTO members could promote further
progress on breaking down investment barriers
by expanding the list of prohibited measures
in the TRIMs accord to include inter alia joint
venture and technology sharing requirements
as well as export performance requirements.

• Second, WTO negotiators could continue to
use the GATS talks to expand investment dis-
ciplines to a broader range of service activities.

• Third, WTO negotiators could craft a new
“Agreement on Direct Investment” that would
establish a common framework of rules for
goods and services.  Ideally, such an accord
would provide both most-favored nation and
national treatment to foreign investors (with
exceptions for national security and a few
other narrowly defined sectors) as well as
disciplines on investment incentives.  In so
doing, a WTO investment pact would also re-
inforce the objectives of talks on competition
policy, since more open investment regimes
promote competition in the domestic market.

Given the importance of foreign direct invest-
ment (FDI) for the growth of key sectors in devel-
oping economies, these countries should champion
the cause of comprehensive investment rules in the
WTO (Moran 1998).  Most developing countries
already recognize the value of FDI in transferring
technology and management skills to their econ-
omies and have instituted investment reforms that
have substantially opened their markets to foreign
investors (with a few notable sectoral exceptions).

Competition Policy
At its core, the WTO is about competition policy

writ large.  Its aim is to create opportunities for firms
to trade and invest in foreign markets, adding a healthy
dose of competition for domestic producers.  National
practices differ, however, in their approach to what
constitutes a “healthy” level of competition, and
many countries do not have a body of competition
law at all.  Competition laws and regulations can
affect both the entry and distribution of goods and
services in a market by encouraging or discouraging
market concentration and restrictive business prac-
tices.  Makers of airplanes and telecommunications
equipment already know how such regulatory poli-
cies can foreclose export opportunities, but current
WTO provisions provide little recourse.

For these and other reasons, competition policy
poses complex problems for WTO negotiators.  Many
countries have difficulty in just crafting internal con-
sensus on trade and competition objectives; forging
an international consensus from differing national
legal structures and regulatory regimes will be even
harder.  For that reason, I am sympathetic to the
approach proposed by Graham and Richardson (1997),
who argue that WTO efforts in this area should be
handled in small, incremental steps.  The first step
should be procedural, with an agreement that com-
petition-policy authorities would consult with their
counterparts in other WTO countries about practices
that impede the access of foreign investors or exporters.
Over time, closer contacts between trade and com-
petition officials could produce more integrated poli-
cies, including the development of baseline common
standards (starting with cartels and mergers) that
could be codified in a new pact on trade-related
antitrust measures.

Nonetheless, the new WTO Round could make
progress on competition policy rules in narrowly
focused areas.  For example, the WTO already has
developed a set of regulatory guidelines that estab-
lish competition rules for the basic telecommuni-
cations sector.  As with investment issues, further
progress might be possible in specific service sectors
building on that precedent.

Environment
The WTO has been discussing environmental

issues since its inception under the auspices of the
Committee on Trade and the Environment (CTE).
Unfortunately, the CTE has made little progress in
defining an agenda for WTO negotiations.  Provisions
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relating to environmental matters in GATT Article
XX, and the standards and the sanitary and phyto-
sanitary agreements are ambiguous and have pre-
cipitated several high-profile disputes (e.g., tuna-
dolphin and shrimp-sea turtle cases).  Rulings in
these cases found that certain enforcement provi-
sions of environmental laws were in violation of
WTO obligations; ideally, the panels also should
have clarified issues and areas of WTO law where
existing rules are inadequate and need to be sup-
plemented to deal with the problems under dispute.

What should be done?  First, the WTO agenda
in this area should develop procedures within the
CTE to examine the environmental implications of
existing and new WTO initiatives.  Second, countries
should negotiate reductions in subsidies that distort
trade and generate adverse effects on the environ-
ment.  For example, agricultural subsidies have
promoted overproduction in some regions with
adverse effects on soil and water resources.  Similar
concerns arise in the energy, forestry, and fishery
sectors.  Third, sector-specific initiatives that promote
liberalization of environmental goods and services
should be given priority.  Finally, WTO talks should
revive the generally failed efforts of the CTE to for-
mulate WTO guidelines with respect to eco-labeling
and to promote the conformity of WTO rules with
multilateral environmental agreements.

Labor
Labor issues are highly contentious among WTO

members and also provoke vocal and substantive
concern among WTO critics.  The 1996 Singapore
Ministerial clearly rejected WTO negotiations on
labor issues, deferred to the International Labor
Organization (ILO) regarding the strengthening of
international labor standards and enforcement
mechanisms, but recommended that the two secre-
tariats continue their existing (albeit minimal) coop-
eration.  Since that time, WTO discussion of labor
standards has been consistently blocked by devel-
oping countries; in fact, the ILO has not even been
accorded observer status in the WTO (unlike several
other international agencies).  However, the ILO has
produced several notable agreements on labor stan-
dards, including the June 1999 Convention on the
Elimination of the Worst Forms of Child Labor.

All countries want their workers to enjoy higher
standards of living and cleaner and safer working
environments; few tolerate having other countries
impose trade sanctions because of their domestic

labor policies.  ILO members have agreed on a num-
ber of Conventions and “principles concerning the
fundamental rights which are the subject of those
Conventions,” and that these “universal rights” should
be promoted by all countries.  However, there is no
agreement on what steps countries should take to
implement and enforce those rights, much less wheth-
er different standards should apply in countries at
vastly different levels of development.

In brief, WTO countries do not have a common
view of what trade-distorting labor practices should
be subject to WTO obligations or how to determine
whether they exist in particular situations.  As a
result, WTO provisions provide no objective standard
by which dispute panels can judge the compliance
of national labor practices with WTO rights and
obligations (with the exception of GATT Article XX
provisions relating to prison labor).  No wonder
developing countries are reticent to discuss WTO en-
forcement measures against abusive labor practices.

The new WTO Round will probably not be able
to solve that complex problem, but it can promote
better understanding of potentially trade-distorting
labor practices and cooperative initiatives by the
WTO and the ILO to improve working conditions in
their member countries.  Given the residue of ill will
among many WTO members from previous U.S.
efforts in this area, new initiatives in this area would
have to start with a modest agenda.  As I have pre-
viously proposed (Schott 1998), the first steps should
be procedural and aim to codify the nascent, in-
formal process evolving between the WTO and
ILO.  A joint committee of the WTO and ILO Secre-
tariats should be commissioned to examine both
the relevance of GATT provisions to labor issues and
what could be done in the WTO to promote higher
labor standards (both carrots and sticks).7 Reports
from this committee could then inform future dis-
cussions and negotiations in both organizations.

Electronic Commerce
The rapid growth in the virtually unregulated

domain of electronic commerce should command
the attention of WTO negotiators.  Here, a dose of
preventive medicine is in order.  At the May 1998
WTO Ministerial, member countries agreed not to

7 For example, WTO members could consider “green lighting” labor
training subsidies (i.e., exempting them from countervailing duties) to
facilitate adjustment and create new opportunities for trade in rela-
tively labor-intensive products.
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impose tariffs on electronic commerce for one year.
This standstill agreement should be extended so that a
work program can be fully developed in both the GATT
and GATS context that addresses the real and potential
distortions to the “production, distribution, market-
ing, sale or delivery of goods and services by electronic
means” arising from domestic regulatory policies.

WHAT’S IN IT FOR THE
UNITED STATES?

The United States has been the leader of the post-
war world trading system and remains so today.  U.S.
officials are at the center of efforts to develop an inter-
national consensus on the terms of reference for the
new WTO negotiations.  These efforts are hampered,
however, by sharp divisions within and between
U.S. political parties regarding the issues and objec-
tives that should be given priority in the WTO talks.
The five-year old impasse over fast-track authority
reflects these differences, and complicates efforts
to consolidate political support for U.S. requests and
offers in new negotiations.  Indeed, the United States
has not made significant changes in its trade prac-
tices since the inception of the WTO, and is reticent
to discuss reductions in its remaining trade barriers
in the context of prospective WTO agreements.

As a practical matter, the United States will not
be able to “free ride” on the WTO Round as it did in
the recent services and information-technology pacts;
it will have to offer concessions if the talks are to
succeed.  Nonetheless, the United States has much
to gain from a successful package of WTO accords.

First, new WTO agreements would help secure
greater access to foreign markets for U.S. exports of
goods and services.  Overall, foreign trade barriers
are significantly higher than those protecting the
U.S. market; like the Uruguay Round package, U.S.
trading partners will undertake much more extensive
liberalization commitments than the United States.
In particular, U.S. trading interests would benefit
from reforms in the following areas:

• Industrial tariffs: Reducing foreign levies down
to U.S. levels and/or eliminating tariffs entirely
sector-by-sector (including the eight sectors in
Asia-Pacific Economic Cooperation (APEC) fo-
rum’s accelerated tariff liberalization proposal,
and an Information Technology Agreement  II).

• Agricultural reforms: Eliminating or sharply
reducing export subsidies; substantially reduc-
ing domestic subsidies and clarifying criteria

for blue and green box programs; cutting tariffs;
and strengthening disciplines on the adminis-
tration of tariff-rate quotas and operation of
state-trading enterprises.

• Services: Building on the modest liberalization
achieved in the Uruguay Round on a sector-
specific basis with a focus on both infrastruc-
ture and financial services, and on new areas,
such as environmental services where U.S.
firms are world leaders.

• E-Commerce: Maintaining duty-free treat-
ment of electronic transmissions, and advanc-
ing a WTO “work program to ensure techno-
logical neutrality in the development of WTO
rules, and capacity-building efforts to ensure
that developing countries have access to the
Internet” (Esserman 1999, p. 6).

Second, WTO accords will hopefully promote
more effective compliance with WTO accords, and
improvements in the WTO system “to make the organ-
ization more transparent, responsive, and accessible
to citizens” (Esserman 1999).  Several WTO initia-
tives would work toward these goals, including:

• Strengthening the dispute-settlement under-
standing, particularly the compliance provisions.

• Improving the transparency of WTO opera-
tions, including the publication of documents
on a timely basis, increased inputs from inter-
ested parties in dispute settlement cases, and
better means for “stakeholder organizations”
to share their views with WTO delegations.

• Promoting transparency in national procure-
ment systems through adoption of WTO core
principles in this area.

Third, WTO accords help promote the adoption
of market-oriented reforms in countries negotiating
accession.  Strengthening the rights and obligations
of the trading system through new WTO accords
provides useful guidelines for future policy reform
in China and the other countries seeking admission
to the world trade club.

Fourth, to broaden public support in the United
States for overall WTO initiatives, the United States
would like to strengthen WTO initiatives dealing with
labor and environmental issues.  U.S. objectives in
these areas are modest compared with earlier pro-
posals, but still face strong opposition from devel-
oping countries.  On labor, the United States would
like to establish a forum for discussing trade and
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labor issues as part of a broader effort to promote
compliance with internationally recognized core
labor standards.  Environmental objectives are less
contentious since they build on existing provisions
and initiatives in the WTO, and seek to promote
environmental reviews of trade pacts as well as re-
form of trade practices (e.g., subsidies) that cause
environmental problems.

In sum, the United States has broad-based eco-
nomic and political interests in a successful WTO
Round.  Most of its objectives involve liberalizing
foreign trade barriers down to U.S. levels and strength-
ening WTO rules so that foreign trade laws and reg-
ulations move up toward U.S. norms.

What trade reforms can the United States con-
tribute to the party?  While the U.S. market is argu-
ably the most open in the world, there are a few
notable barriers whose partial liberalization could
yield large dividends both in terms of foreign trade
concessions and U.S. economic welfare.  U.S. nego-
tiators will probably be pressed to accept reforms
in three main areas: 

• Reductions in peak tariffs (including textiles
and clothing), perhaps capped at a level of 15
percent or below; 

• Reductions in agricultural protection, including
cuts in domestic subsidies and enlargement
of tariff-rate quotas on sugar, citrus and dairy
products; and 

• Constraints on the application of anti-
dumping duties.

WHAT’S IN IT FOR DEVELOPING
COUNTRIES?

One of the main objectives of trade negotia-
tions over the past two decades has been to integrate
developing countries more fully into the world trad-
ing system.  For most of the GATT era, developing
countries were, to a large extent, “free riders” not
bound tightly to GATT disciplines.  The single under-
taking of the Uruguay Round substantially changed
this imbalance by requiring developing countries to
accept all the negotiated agreements, including those
containing provisions that would be difficult to im-
plement in the prescribed time period (such as the
implementation and enforcement of intellectual
property laws and other regulatory policies).

Since the 1980s, developing countries have under-
taken much more substantial trade reforms, and
bound much of them in their WTO schedules, than

their trading partners in the developed world.  Since
their trade barriers remain, on average, higher than
those in North America, Europe, and Japan, the results
of new WTO negotiations will likely also require greater
liberalization by the developing countries.  From a
mercantilist perspective typical of past GATT rounds,
one could question the potential value of the new trade
pacts; but from a development perspective, these deals
have immense importance for developing countries.

Why then is it so important for developing
countries to participate actively in new WTO nego-
tiations?  The answer is not simple because there is
no monolithic position among the large number of
developing countries that participate in WTO talks.
Unlike the first seven rounds of GATT negotiations,
developing countries now have widely differing
priorities and interests depending on their level of
development, on their obligations under regional
integration initiatives, and on their dependence
on trade in agriculture and commodities, manufac-
turing, or services.  Coalitions among developing
countries (such as the Caribbean Regional Negoti-
ating Mechanism and the G-15), and between groups
of developed and developing countries (e.g., the
“Friends of the Round”) now devise common posi-
tions that attempt to bridge the gap between devel-
oped and developing country interests.  Recogniz-
ing this diversity, let me nonetheless outline what
developing countries need from the new talks and
a few reasons why they may not ask for it.8

First, and most fundamental, developing coun-
tries gain from the strengthening of the rules-based
multilateral trading system.  As the weaker partners
in the trading system, they benefit the most when
the major trading powers play by a common set of
rules.  In the Uruguay Round, for example, the will-
ingness of the United States and Europe to accept
dispute rulings and constrain their unilateral trade
actions provided a major benefit for developing
countries.  The need to ensure compliance with
those rulings is, in turn, of critical importance for
the integrity of the WTO system.

Second, WTO negotiations help developing
countries undertake and “lock in” reforms needed
to advance their development objectives.  Ideally,
developing countries will implement trade and
other reforms unilaterally because it is good for
them; but, as a practical matter, most countries have

8 For a more extensive analysis of developing country interests in the
new WTO Round from somewhat different perspectives, see Krueger
(1999) and Srinivasan (1999).
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difficulty removing the “muscle” of protection (say,
the final 10-percent tariff) without securing support
from other sectors of the economy that would gain
from negotiated trade reforms in other countries.
Simply put, reciprocal trade pacts (in the WTO and
among regional partners) are an important part of
the political economy of policy reform in develop-
ing countries.

Third, WTO accords could help advance agricultural
liberalization in the OECD area, especially in regard
to cuts in subsidies and high tariffs, that would be
difficult to achieve outside the context of a large trade
bargain.  Of course, some developing countries would
like to maintain protection for specific products (e.g.,
Korean rice), and some would like to continue to import
subsidized goods that do not compete against local
production, but overall they would benefit from in-
creased access to industrial markets for products such
as sugar, beef, and fruits and vegetables.  In several
instances, however, the greatest source of potential
growth in developing country exports would come in
areas of greatest import sensitivity in the OECD area.

Fourth, developing countries would gain from
cuts in peak tariffs in OECD countries, particularly
in the textiles and clothing sector.  Reductions in
textiles tariffs is particularly important in light of
the imminent demise of quotas in 2005, increased
competition from China after it accedes to the WTO,
and to dilute the value of preferences granted sup-
pliers under customs union and free-trade agree-
ments.  Here again, their demands confront strong
protectionist lobbies in the OECD area.  Moreover,
developing country demands in this area will spur
reciprocal requests that their tariffs either be reduced
or bound at the current applied rates.

Fifth, developing countries have much to gain
from new rules and liberalization in specific service
sectors.  In many countries, the development of
new service sectors, and strengthening the compet-
itiveness of existing industries (e.g., tourism), could
open important new growth areas and employ-
ment opportunities. For example, the growth of
E-Commerce could become a viable part of develop-
ment strategies if countries can improve their infra-
structure services, especially telecommunications.
Foreign investment in those sectors will be critical
in that regard; thus, developing countries also will
gain from WTO investment rules that would rein-
force the dramatic opening that has been achieved
in their markets over the past decade.  In addition,
labor services will be an important, albeit conten-
tious, topic for the new round.  Given immigration

concerns, however, such talks are unlikely to advance
unless WTO talks are narrowly focused by type of
worker and conditions of employment.

Sixth, developing countries would benefit, like
everyone else, from reforms in anti-dumping rules
that constrain the overzealous use of these mea-
sures in a growing number of WTO countries.  As
the Uruguay Round demonstrated, however, reform
of the arcane and detailed regulations guiding the
administration of national anti-dumping laws is a
complex task that can yield perverse results.  Incre-
mental reforms offer better prospects for success;
small economies and the least-developed countries
would especially benefit from the expansion of the
safe harbor provisions (e.g., de minimis thresholds)
for developing country exporters.

The above arguments present a strong case for
active participation by developing countries in the
new WTO Round.  In several areas, however, specific
export gains depend on the willingness of developed
countries to pare down long-entrenched barriers in
their least-competitive industries.  Many develop-
ing countries are skeptical based upon the experi-
ence with the implementation by OECD countries
of their Uruguay Round commitments, and the
failure of recent WTO negotiations on movement
of natural persons.  With some justification, they
question whether key Uruguay Round reforms (e.g.,
elimination of apparel quotas), that were “back-end
loaded” and not scheduled to be fully implemented
until 2005, will actually be liberalized.  Conversely,
some developing countries worry that the liberal-
ization of those barriers will create new competition
for their exporters and actually reduce their market
share.  In addition, some developing countries are
less committed to anti-dumping reform because
they are new and extensive users, and have created
domestic interests that favor expanding this channel
for the provision of import relief.

Finally, developing countries will continue to
seek special arrangements in WTO accords to accom-
modate problems related to their development status.
The Uruguay Round accords pared back the scope
of such “special and differential” (S&D) provisions
that previously exempted poorer countries from key
GATT obligations.  Least-developed countries con-
tinue to receive large-scale and permanent exemp-
tions (e.g., from disciplines on subsidies); other
developing countries should not be given special
treatment.  Such provisions tend to distort invest-
ment within those economies and deter needed
policy reform and industrial adjustment.
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Instead, like all other WTO members, develop-
ing countries should accept common obligations,
but be afforded on a case-by-case, or sector or
product-specific, basis different transition periods
for the full implementation of those obligations
(just as developed countries were accorded 10 years
to phase out their textile quotas).  In other words,
“differentiated” treatment should apply only to
implementation periods to reflect, for example, the
particular needs of small economies.  This is particu-
larly important in some rule-making areas where
developing countries need to develop the adminis-
trative or judicial capabilities to implement and
enforce new trade disciplines.

THE NEGOTIATING PROCESS

President Clinton, among others, has criticized the
long duration of past GATT rounds and suggested at
the GATT’s 50th anniversary meeting in Geneva in May
1998 that “we must develop an open global trading
system that moves as fast as the marketplace” (Clinton
1998).  He recognized that WTO talks must produce
concrete results in a timely fashion, or risk erosion
in the support of pro-trade coalitions for the trade
talks.  That is the rationale behind the call of U.S. Trade
Representative Charlene Barshefsky for a three-year
deadline for new WTO negotiations.

Unfortunately, many trade officials still think of
new WTO talks in terms of a fixed-length, one-shot
GATT round, even though they admit that the old
GATT approach no longer fits the fast-paced world of
global commerce.  Instead, they should adopt a broad-
er, yet more pragmatic, strategy for trade negotiations.

Fortunately, the WTO has already upgraded the
GATT model; its new institutional framework accom-
modates continuous negotiations.  WTO ministers
can start and finish talks on some issues while other
subjects remain under debate and new issues are
added to the agenda.  Trade ministers could use their
regularly scheduled meetings as action-forcing events
to put together a package of trade agreements in
what I have called a “round-up” (see Schott 1998).
In this way, countries can conduct a series of seam-
less trade negotiations, with new talks starting imme-
diately after a package of trade agreements is con-
cluded.  Each round-up would build on the results
of the previous accord.  Over a decade, the WTO
could produce three or four round-ups, which
cumulatively liberalize significant trade barriers
and strengthen member countries’ rights and
obligations.

To implement this strategy, WTO talks will have
to encompass a broad range of issues.  Some trade
officials worry that WTO talks will bog down if
negotiators cover too many issues, including sub-
jects that do not seem “ripe” for resolution in the
near future.  They fear that the requirement that
the new round be a “single undertaking”—in which
nothing is agreed until all aspects of the package of
accords are agreed–would make it quite difficult to
conclude new trade pacts promptly because nego-
tiations in some areas will require many years to
be fully resolved.

Such concerns reflect an outdated concept of
“single undertaking” based on the old GATT model
of trade rounds.  Each set of agreements, or “round-
up,” would be a single undertaking, but would not
require that all aspects of all issues under negotia-
tion be completed before a deal could be concluded.
Because the WTO is a forum for continuing negoti-
ations, not all of the problems in a given sector
need to be rectified in the first phase of talks or ini-
tial round-up, nor would each round-up have to
include all issues.  Each package, however, would
have to include reforms of interest to both developed
and developing countries, so that each member
could “bring home” concessions that reinforce
domestic political support for the trade pacts and
for implementing reforms of their own trade barriers.

To be sure, such an approach still requires com-
plicated “horse trading” among a large number of
countries on a large number of issues.  But crafting
together such packages of agreements, I believe,
is essential to accommodate trade-offs across sec-
tors and issues, involving both product or sector-
specific liberalization and acceptance of new trade
obligations.  Without such grand bargains (even on
the more limited scale envisioned by my round-ups),
WTO members will likely fail to dent the strongest
trade barriers protecting domestic industries in their
key export markets.  Nonetheless, the three-year
timetable for the talks, as proposed by the United
States and others, will clearly be ambitious, espe-
cially if the lack of fast track and electoral politics
in 2000 limit the flexibility of U.S. negotiators to
pursue reciprocal trade pacts.

THE IMPORTANCE OF U.S.
FAST-TRACK AUTHORITY

For the United States, each round-up would
require new implementing legislation that would
be smaller than the voluminous bills associated
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with recent GATT rounds.  Round-ups will thus
increase the urgency of early reauthorization of
fast-track authority.

To be sure, U.S. officials do not need fast-track
authority to enter into new trade negotiations.  Fast-
track is, in essence, a gentlemen’s agreement be-
tween the Congress and the Executive to expedite
the consideration of legislation implementing the
results of trade agreements in return for Congres-
sional approval of negotiating objectives and input
into the negotiating process.

In the past, U.S. officials started trade negotia-
tions without fast-track authority, but with the explic-
it understanding that such procedures would be in
place well before the final stages of the talks.  Today,
however, Congressional approval at a later date cannot
be assured.  To the contrary, fast-track legislation
has been defeated in the Congress and stands a low
probability of passage in the next few years.

The five-year-old impasse over fast-track has
two important implications for WTO talks.  First, it
raises questions about the depth of the U.S. polit-
ical commitment to new trade initiatives.  The
reluctance of the Clinton administration to defend
ongoing regional and multilateral trade initiatives
against the critics of globalization within their own
party in the run-up to the Presidential election in
November 2000 underscores such concerns.  Con-
tinuing differences among policymakers in both
parties over the priority to be given to labor and
environmental objectives in trade accords is part 
of this problem.

Second, it ties the hands of U.S. negotiators in
preparing the agenda for new trade talks and limits
prospects for multilateral accords.  Whether they
admit it or not, U.S. negotiators have been reticent
to offer proposals that require significant changes
in U.S. practices, policies, and trade barriers, partic-
ularly in areas such as agriculture, textiles, and
anti-dumping and competition policy.  Without a
Congressional mandate, U.S. officials fear that such
actions would galvanize widespread opposition to
fast track renewal from a diverse coalition of busi-
ness, labor, and nongovernmental organizations
(NGOs).  Unfortunately, this posture makes it hard
for U.S. officials to be responsive to the priority
objectives of other WTO members, particularly
developing countries.  Naturally, these countries
respond in kind:  Why expose one’s own sensitive
trade barriers to global talks if the major industrial
markets seem unlikely to offer concessions in areas
of greatest interest to them?

In short, U.S. trading partners interpret the im-
passe over fast-track as a sign of political opposition
to reform of U.S. trade barriers and conclude that
U.S. officials want to “free ride” on the next WTO
trade accord.  Some countries, such as India, go
further and argue that these political constraints
signal a desire to renege on past commitments to
eliminate textile quotas (citing as evidence the
recent U.S.-China WTO accession talks).  Under
these circumstances, the task of building an inter-
national consensus on a WTO agenda becomes
increasingly difficult.  Witness Seattle.
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Commentary

T. N. Srinivasan

I very much enjoyed reading Jeff Schott’s paper.
When I agreed to discuss it, I knew only its pro-

posed title “The WTO: Its Performance to Date and
Current Issues.”  The paper I received, however, has
a different and catchy title borrowed from the title
of a highly successful film.  The changed title also
is reflected in the paper’s forward-looking theme
of the proposed new round of multilateral trade
negotiations (MTN).  I firmly reject the appellation
“Millennium Round” with its link to a particular
religion.  In Schott’s paper, the performance of the
World Trade Organization (WTO) to date is touched
upon only incidentally.

Jeff rightly points out that there are complex
issues relating to whether this is the opportune time
to initiate a new round of MTN, and if it is, whether
its coverage should be limited or broad, and whether
a relatively short span of three years should be set
for the conclusion of the negotiations.  Nonetheless,
Jeff is convinced about the importance of proceed-
ing promptly with a new round.  While I am sympa-
thetic to his view, I also am somewhat skeptical
about many of the arguments Jeff and others have
advanced for starting a new round.  Let me discuss
each of them in turn.  

Jeff argues that the global financial crisis of
1998-99 has dampened political support for new
trade reforms and, therefore, a new round of MTN
is needed to bring the reform process on track.  Set-
ting aside the point that it is somewhat of an exag-
geration to state that the recent financial crisis in a
few countries in East Asia and Latin America, and
Russia is a global financial crisis, there is no strong
evidence that because of these financial crises re-
forms aimed at further liberalization of trade flows—
as contrasted to liberalization of financial flows—
have perceptibly slowed down.  If anything, ana-
lysts and policy-makers have tried to draw a dis-
tinction between liberalizing trade and liberalizing
finance. They have argued that there is no reason
to go slow on the former even though—accord-
ing to some, though by no means all, or even a

majority—there are strong arguments for slowing
down the latter.

A second argument is a version of the old cliché,
“the bicycle theory of trade liberalization,” namely,
unless there is forward momentum for liberalizing
access to markets everywhere, protectionist forces
will gather strength—particularly in major trading
nations and groups, such as the United States and
the European Union (EU).  Jeff suggests that once the
U.S. expansion ceases and unemployment rises,
protectionist demands will rise.  He also points to
the impasse over the renewal of the fast-track author-
ity of the U.S. president to negotiate reduction of
trade barriers, the resistance to new trade initia-
tives, and the attacks on the WTO in the United States
and the European Union as evidence of his point.  

I am not entirely persuaded.  The unholy alli-
ance of protectionists—consisting of industrial labor
unions in rich countries, such as the American Fed-
eration of Labor and Congress of Industrial Orga-
nizations (AFL-CIO), masquerading as champions of
the welfare and rights of workers (particularly child
and female workers) in emerging markets, naive do-
gooders who may be genuinely concerned with the
welfare of children, and misguided environmental-
ists—would have mounted its campaign against
fast-track-authority regardless of the level of unem-
ployment in the United States.  In the same vein, it is
unlikely that the alliance of protectionist unions and
environmentalists in the European Union would
give up its attacks on WTO even if the unemploy-
ment rate in major European countries were much
lower than it is.  In any case, unless such alliances
could be persuaded that a new round of MTN will
indeed forge agreements that allay their concerns,
the fact that they are attacking the WTO is not a
strong reason to start another round.

I do not quite understand what Jeff means when
he says that “the WTO requires that restrictions on
trade in products developed through new biotech-
nologies must be underpinned by sound scientific
evidence of potential harm.”  True, this require-
ment is specified in Article II, paragraph 2, of the
Uruguay Round (UR) agreement on the Application
of Sanitary and Phytosanitary measures, but, it also
is subject to an exception specified in Article V,
paragraph 7, that allows provisional measures to
be adopted when relevant scientific evidence is
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insufficient.  Be that as it may, it is misleading to say
that the WTO as an organization requires such a
restriction. The agreement establishing the WTO
only requires that it facilitate the implementation
of the agreements into which its members have
entered.  Such agreements, being part of the
Uruguay Agreement as a single undertaking, are 
(in any case) binding on all members of the WTO.
Critics of the WTO have the wrong target:  Instead
of persuading members to amend or scrap their
agreement on sanitary and phytosanitary
measures, they are attacking the WTO, which is
merely a facilitator of the implementation of the
agreement.  Starting a new round could satisfy 
the critics of the WTO on this ground, only if the
repeal or amendment of the sanitary agreement 
is part of the agenda of the new round.  It is very
unlikely that this would be the case.

Jeff correctly argues that the considerably
strengthened (relative to the original agreement in
1947) Dispute Settlement System of the WTO has
run into a number of problems that need to be cor-
rected.  Some of the problems are of great concern
to the developing country members of the WTO.  I
will discuss this issue later.  While it could be part
of the agenda of a new round, by itself it is not a
compelling reason to start one.  Indeed, it could 
be addressed through one of Jeff’s own proposed
mini-rounds or round-ups.  

Among other structural problems of the WTO
system that Jeff views as needing correction is the
WTO’s management structure, which he compares
unfavorably with those of the International Monetary
Fund (IMF) and World Bank.  I am puzzled by this
comparison.  The WTO has no resources to distribute
nor does it have much of an executive role.  As
specified in Article III of the agreement establishing it,
the WTO’s functions involve facilitating the imple-
mentation of the agreements among its members,
providing a forum for negotiation, and administering
the Dispute Settlement System and the Trade Policy
Review Mechanism.  None of these call for any
standing executive board such as the one that both the
IMF and World Bank have.  True, the various Councils
of the WTO are unwieldy and its supreme decision-
making body, namely its ministerial conference,
meets only once every two years. A simple decision
at the Seattle ministerial—to create a steering com-
mittee that is larger than the quad and meets peri-
odically—ought to take care of this problem.  

Jeff argues that the quad consisting of the most
powerful members of the WTO has no interest in

relinquishing its informal role as a steering committee.
The United Nations Conference on Trade and Devel-
opment (1999) also laments about the unequal dis-
tribution of power in the WTO in saying:

Underlying these concerns is the more
basic question of whether it is in the interest
of developing countries to enter into nego-
tiations with wealthier trading partners from
a position of chronic weakness not only in
terms of economic power but also in terms
of research, analytical and intellectual sup-
port and negotiating skills. (p. 40)

This lament is somewhat beside the point.  On
the one hand, as Winham (1989) pointed out in his
comments regarding the differences between some
developing countries and others on whether the
Uruguay Round should be launched:

It was a brutal but salutary demonstra-
tion that power would be served in that
nations comprising 5 percent of world trade
were not able to stop a negotiation sought
by nations comprising 95 percent of world
trade.  (Winham, 1989, p. 54, as cited in
Srinivasan, 1998, p. 35)

On the other hand, unlike the World Bank, the IMF,
and the United Nations Security Council, in the WTO
each member has one vote and the convention is
that all decisions are by consensus.  Thus, develop-
ing country members can have a much greater say
in the WTO decisions than their power, as measured
by their share in world trade would warrant.

I agree with Jeff that the size of the WTO 
Secretariat and the budgetary resources of the orga-
nization are inadequate to discharge effectively its
functions and responsibilities.  Nonetheless, it is
the small size and high quality of its staff that explain
why the General Agreement on Tariffs and Trade
(GATT) was perhaps the most cost-effective and effi-
cient among multilateral organizations.  Certainly
more resources ought to be provided.  I would sug-
gest that a small share of the net income of the
World Bank be provided to the WTO; but, I will be
wary of excessive expansion of its staff.  There is
the danger that, if it becomes too large, the WTO
will be as bloated, self-serving, and expensive as
the bureaucracies of the United Nations, the IMF,
and the World Bank. 

Only one of Jeff’s arguments for initiating a
new round, instead of merely completing the built-
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in agenda of the UR agreement, appears strong.  This
argument is that a new and comprehensive round
will allow countries to trade off concessions, in the
time-honored mercantilist tradition of GATT, across
sectors and issues and undertake obligations to lib-
eralize longstanding and politically sensitive trade
barriers.  Certainly selling any agreement of trade
liberalization that involves political costs of hurting
the interests of some groups (that is, producers of
importables) in a country would be easier if it also
involves political gains by benefiting other interest
groups (that is, producers of exportables, and users
of importables).  Such a balance is more likely if
several issues are part of the negotiating agenda.

Achieving a politically balanced portfolio through
a mercantilist exchange of liberalization among
countries is to be sharply distinguished from wel-
fare gains from trade liberalization per se.  For most
members of the WTO, unilateral liberalization of one
or more sectors would bring in net welfare gains
without a mercantilist exchange of each country’s
liberalization with others.  Of course, domestic com-
pensation of losers by gainers from unilateral liber-
alization still would be needed.  In any case, as Fred
Brown and John Whalley (1980) showed in their
work on the various formulas proposed for tariff
reductions in the Tokyo Round, the proposer of
each formula gained (in welfare terms) more from
the formulas of others than from its own!  This
suggests that negotiators were ignorant of what
could be the best deal for them as they discussed
various proposals.  As such, the seemingly strong
argument, which stated that negotiations with a
comprehensive agenda are likely to produce agree-
ments that are deemed satisfactory by all parties, 
is not so strong after all—if the outcome of negotia-
tions is judged by welfare considerations.  Of
course, this is no surprise—after all, once politics
come in, coherence and rationality go out!

Jeff states that only universal membership
would make WTO a truly global system, by which
he presumably means a system that includes all
autonomous customs jurisdictions of the world.
Jeff complains that the progress towards this goal,
though good, is not good enough, because the “entry
bar (for accession to the WTO) has been elevated to
record heights just as the demand for WTO mem-
bership has increased dramatically!”  Strictly speak-
ing, Article XII on accession to the WTO is no more
demanding or difficult than Article XXXIII of GATT.
Jeff’s proposal to tailor accession protocols to suit
the particular background and economic system

of a country seeking membership seems to be an
extension, to the entry stage, of the special and
more favorable treatment for developing-country
contracting parties in the old GATT.  I have argued
elsewhere that this special treatment was not in the
interest of developing countries because it enabled
developed countries to implement the Multifiber
Arrangement (MFA) and other schemes that violated
the core principles of GATT, such as most-favored
nations treatment and the non-use of quantitative
restrictions.  It also allowed developing countries to
maintain high trade barriers and pursue their costly
import-substituting industrialization strategy.  I do
not believe special membership access in protocols
would be in the interests of those seeking member-
ship.  This is not to say, however, that imposing con-
ditions on aspiring members—that existing mem-
bers do not have to satisfy—is justified. 

Let me turn to Jeff’s proposals for the negotiating
agenda in the next round.  On agriculture, the Uruguay
Round did not go far.  It did not integrate agriculture
fully into the WTO system.  The core disciplines,
such as outright prohibition of quantitative restric-
tions and subsidization of exports that apply to trade
in manufactures, still do not apply to agricultural
trade. The Uruguay Round agreement merely reduced
the scope of allowable subsidies and restrictions
without eliminating them.  The scandalous process
of “dirty tariffication” precluded any hope of
significant liberalization.  The notorious Common
Agriculture Policy (CAP) of the European Union (EU)—
to the extent it reduced the prices of its agricultural
exports—did benefit some developing country im-
porters.  Nonetheless, overall, the distortions
introduced by CAP, various quotas in the United
States and other developed countries, as well as the
insulation of their domestic agriculture from world
markets by many developing countries, are large.
Whether through the mandated review or a part of
the agenda of a new round, agricultural trade should
be brought fully under the disciplines of WTO at last.

The General Agreement Trade in Services (GATS)
also is up for review.  The failure to come to an agree-
ment on movement of natural persons is a major
blow for developing countries.  The postponed nego-
tiations on Maritime Services are due for resumption
in 2000, whether or not there is a new round.  Also,
the fact that GATS is not GATT when it comes to most
favored nation (MFN) or national treatment has to
be kept in mind. Jeff’s pessimism about agreeing
on a meaningful agenda for negotiating liberal-
ization of services trade indeed is warranted.
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On tariffs, there is no doubt that addressing
tariff peaks, as well as tariff escalation by stage pro-
cessing, has to be high on the agenda.

Anti-dumping as a trade policy instrument is a
virus that has spread from industrial to developing
countries.  For obvious reasons, it is now the pre-
ferred means of administered protection for protec-
tionists everywhere.  Although some recent theoriz-
ing seems to infuse some life into predation argu-
ments, its practical significance seems virtually nil.
As such, there is no economic rationale for the use
of anti-dumping actions, which is a discriminatory
measure.  Instead of attempting to restrict its scope,
and the circumstances under which it could be
used, I would rather make the use of anti-dumping
actions WTO-illegal altogether and strengthen, if
necessary, nondiscriminatory safeguards already
available under Article XIX of the GATT.

On the environment, thus far, by failing to come
up with any recommendations, the WTO’s Committee
on Trade and Environment fortunately has spared
the global trading system from crippling constraints.
I would like to see it wound up, once and for all,
and have the important environmental issues be
taken up at more appropriate forums, such as the
United Nations Environmental Programme (NEP).

At the first two ministerials of WTO, the par-
ticipants have courageously, wisely, and clearly
expressed themselves against introducing a “social
clause” in the WTO.  I would hope the participants
at the Seattle ministerial would have similar courage.

I am not convinced that investment issues, which
go beyond those already included in the Trade-Related
Investment Measures (TRIMs) agreement, are ripe for
multilateral negotiations.  Until they are, current
national policies and restrictions should be made
more transparent and widely disseminated. Turning
to competition policy, I would argue that in most
tradeable products (other than very few, such as wide-
bodied jet aircraft) the world market is large relative
to the minimum efficient scale of operation. As
such, for such products and for most countries, the
most effective competition policy is to allow free
competition from the rest of the world.  This means
not only traditional trade barriers should be lowered,
but regulatory barriers and administered protection
should be eliminated as well.

Regarding the dispute-settlement system,
Bernard Hoekman and Petros Mavroidis (1999) have
raised a number of serious issues, particularly from
the perspective of developing countries.  While a
system based on clearly specified rules and a fair

and transparent process for enforcing them—as well
as adjudicating disputes over their interpretation—
is undoubtedly in the interest of the weak, and
WTO’s dispute-settlement procedures meet these
desiderata in good measure, Hoekman and Mavroidis
rightly point out that there are a number of serious
deficiencies in the system.  First of all, for poor coun-
tries, access to the system is expensive and the infor-
mation and expertise required to present and win a
case are formidable.  Second, there are fundamental
weaknesses in the enforcement mechanism.  As
has been amply demonstrated by the banana case,
a defendant can delay compliance with an adverse
panel decision without appearing to have failed 
to comply.  Third, the only recourse that a plaintiff
has for addressing the failure of the defendant to
abide by the panel decision is to raise its own trade
barriers against the defendant’s exports. Obviously,
such a punishment forces the plaintiff to forego
gains from trade and, therefore, is costly to both
parties.  Further, it punishes the wrong group in
both countries without providing any relief to 
the injured group.

Any import restriction benefits the producer of
import substitutes in the defendant country, while
it hurts the exporters and import users.  By raising
its own barrier on imports from the defendant for
failing to comply with a panel decision, the plaintiff
does not offer any relief to its own exporters.  It
hurts users of imports from the defendant, and
helps producers of substitutes for imports.  At the
same time, it also hurts the interests of exporters
and import users in the defendant country, while
the producers of import substitutes continue to
enjoy the benefits afforded by the impugned restric-
tion.  Moreover, whether a small and weak plaintiff
will actually raise the barriers is, itself, doubtful.  
If the defendant is a large and powerful country,
the plaintiff may not wish to jeopardize their rela-
tionship.  This suggests that large and powerful
traders may be able to get away with violations that
hurt the interests of the weak and, anticipating this, 
the weak may not bring such violations before the
dispute-settlement system.  Fortunately, thus far,
some developing countries have not refrained 
from bringing disputes against the powerful to the
WTO, and the powerful have complied with panel
decisions that went against them.  Nonetheless,
one cannot be certain that this happy situation 
will continue to prevail in the future.

Any non-compliance with a panel decision against
a member for its violation of WTO rules not only
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injures other members whose interests are affected
by that violation, it also erodes the credibility of the
rules-based system itself.  Nonetheless, unless the
members—whose interests are affected adversely—
bring the violation before the dispute-settlement
system, there is no way the system can recognize the
violation.  Not all violations need be brought before
the system.  I already have noted that the weak may
not bring complaints against violators before the
system either because of lack of resources, expertise,
and information, or because of the possibly adverse
impact on non-trade aspects of their relationships with
the violators.  It also is likely that the powerful may
not bring weak violators before the system either,
because the violators’ markets for their product is too
small for the loss from violations to be significant.  
If violations are widespread, but few of them are
brought before the dispute-settlement system, the
credibility of the rules-based trading system as a
whole—and not just that of its dispute-resolution
mechanism—will be eroded.  Whether the WTO Sec-
retariat should be empowered to bring before a panel
any violation of rules—regardless if those hurt by the
violation do so themselves—or whether there should
be an independent prosecutor in the WTO who will
be charged with such a task, has to be examined.  It
would be desirable to increase the technical assistance
given to developing countries under Article XXVII,
paragraph 2, of the Dispute-Settlement Understanding
of the UR Agreement, and extend this article to make
such assistances available at the “exploratory or dis-
covery” stage prior to submission of disputes to WTO.
For reasons advanced by Levy and Srinivasan (1996),
however, it is not a good idea to allow private parties
access to the WTO’s dispute-settlement system. 

Jeff does not mention the recent proliferation
of regional free-trade agreements.  As is well known,
in such agreements the phrase “free trade” does
not have its natural meaning of multilateral free
trade.  It means that trade freedom is preferential
and applies only to trade among its members.  Such
preferential trade agreements violate the core MFN
principle of GATT and, as such, from the very begin-
ning of GATT, an exception from MFN principle had
to be made for them.  Such an exception is allowed
under Article XXIV of GATT, subject to certain con-
ditions and a formal review of any proposed agree-
ment by a working party established by GATT to
examine whether it meets the conditions.  

Although many working parties were estab-
lished to review proposed customs unions and free-
trade areas in the history of GATT, few have sub-

mitted their reports.  And interestingly, no working
party ever pronounced on the compatibility of the
European Union with Article XXIV, the reason
being that the European Union was originally
formed primarily for political, and not economic,
reasons.  Given that the powerful U.S. and the EU
members stood behind the European Union, there
was no serious examination of its compatibility
with Article XXIV.  Attempts are being made to con-
fer respectability to the blatantly discriminatory
(that is, preferential) trade preferences of such agree-
ments under the cloak of oxymoronic “open region-
alism.”  These ought to be rejected.  If there is a
next round, negotiators ought to repeal Article XXIV.
Instead they should require that any proposed free
trade agreement or customs union be deemed con-
sistent with WTO, only if the preferences granted to
its members are extended automatically to all mem-
bers of the WTO on a MFN basis at the end of, say,
five years after the start of such an agreement.

Let me conclude with a few remarks on the con-
cerns of developing countries.  Jeff lists several benefits
for the developing countries by participating in any
new round of MTN.  He rightly stresses that the inter-
ests of developing countries vary and this diversity
makes it difficult to outline what their agenda for
negotiations ought to be.  While I agree with him that
a rules-based system is in the interests of the developing
countries, it is not clear how Jeff reaches the conclu-
sion that it is in their interests to participate in a new
round.  Jeff and others argue that participation in 
the MTN helps developing countries undertake and
“lock-in” domestic reforms.  Prima facie, it does
appear plausible that authorities in power could
make commitments as part of the agreement that
emerges from MTN and then diffuse opposition to
reforms by linking them with the fulfillment of com-
mitments. Unless the punishment for reneging on
commitments is credible, as well as costly, such
commitments alone will not be effective tools for
diffusing opposition in reforms and locking them in. 

As Jeff suggests, other benefits to developing
countries, such as from the Organization for
Economic Cooperation and Development’s liberal-
ization of agriculture, liberalization in service
sectors, and reduction in tariff peaks and tariff
escalation, could be significant.  I would reiterate
Jeff’s caution that unless developing countries are
persuaded that the rich will not seek to avoid or
evade fulfilling their commitments in the UR 
agreement, they will be wary of entering any 
new round.  Indeed, because the agreement to
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phase-out MFA was backloaded, and even before 
the phase-out anti-dumping measures had been
invoked to curb imports of textile and apparel
imports, developing countries seriously doubt
whether the MFA will be phased out in 2005 as 
was agreed to in the Uruguay Round.  This is yet
another reason why anti-dumping should be elimi-
nated as a WTO-legal trade-policy instrument.
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The Next Round of
Services Negotiations:
Identifying Priorities
and Options

Bernard Hoekman 

INTRODUCTION

The agreement to create a General Agreement on
Trade in Services (GATS) was one of the major

innovations to emerge from the Uruguay round.
Trade in services was not covered by the 1947
General Agreement on Tariffs and Trade (GATT),
even though such trade had always accounted for a
non-trivial share of the foreign exchange earnings
(expenditures) of many countries.  The best esti-
mates available suggest global trade in services—
defined to include sales of services by affiliates 
of multinationals—stood at $2.2 trillion in 1997
(Table 1).  Clearly this is not a nontraded sector.

Given the novelty of the subject for trade
officials, it was not surprising that most of the efforts
expended during the Uruguay Round negotiations
on services centered on conceptual and “architec-
tural” issues—how to define trade, what rules and
principles should apply to measures affecting this
trade, and devising mechanisms to determine the
coverage of the agreement.  No liberalization of trade
in services occurred during the Uruguay Round.
Instead, what emerged was a framework under
which liberalization could be pursued in the future,
with explicit commitments to engage in further
negotiations to liberalize trade in services five years
after the entry into force of the GATS, and periodi-
cally, thereafter.  Thus, new negotiations on services
were launched in 2000.

Although post-Uruguay Round sectoral negotia-
tions to expand the coverage of GATS in the areas 
of basic telecommunication and financial services
attracted a significant amount of media attention, the
GATS, itself, has not generated a lot of public interest.
Its provisions, let alone its existence, remain relatively

unknown or understood even among those who have
an interest in the functioning of the trading system.
No major disputes regarding the implementation of
the agreement have been brought forward, no doubt
reflecting, in part, that no liberalization was achieved.
This suggests the agreement is not perceived as par-
ticularly relevant to the various stakeholders, in partic-
ular, multinational business. Indeed, in the run up to
the coming negotiations, services industries have
made it clear that substantial efforts are required to
make the GATS more relevant to the needs of business,
in particular, as a tool for enhancing market access
conditions.1 There is wide recognition among both
the business community and government officials
that the status quo is not an acceptable option, simply
because the existing schedules of commitments in
the GATS are not particularly useful.  The correspon-
dence between what is scheduled and the effective
barriers to trade and investment that are in force 
is rather loose, to say the least.  The question of how
to proceed on services is particularly acute for devel-
oping countries. Almost all governments increasingly
recognize the vital role that an efficient and vibrant
service industry plays in the process of economic
and social development.  That is, certain services
are basic inputs or components of the economic
infrastructure, whereas other services can be a provi-
sional shelter useful for social stability.

In principle, the task confronting World Trade
Organization (WTO) members in the area of services
appears straightforward:  to achieve a significant
degree of liberalization and “lock-in” through sched-
uling commitments in the GATS.  Realization of this
objective will require governments to identify where
domestic liberalization and policy reform would be
beneficial from an economic development and
growth perspective.  Multilateral liberalization of
trade in services will be more difficult to achieve
than in the case of merchandise trade, as the charac-
teristics of services and the policies restricting trade
in services lend themselves less readily to the
method of reciprocal exchange of market access
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“concessions.”  The challenge, therefore, is to develop
negotiation modalities that will encourage govern-
ments to use the GATS as a mechanism through which
to pursue desired domestic reforms.  This is a non-
trivial challenge.  The recent experience of regional
economic integration agreements that cover services
trade in Latin America illustrates that achieving liber-
alization by means of international agreements is
difficult:  to date very little has been achieved (World
Bank, 2000).2

This paper discusses what might be negotiated in
the GATS and the WTO to promote liberalization of ser-
vices markets.  After briefly recalling the possible ratio-
nales for engaging in multilateral trade negotiations
and international cooperation, the paper reviews
available information on—and analysis of—services
trade and trade barriers.  The discussion then turns
to options for making the GATS a more relevant
instrument of regulatory reform and market access,
and ends with some concluding remarks.

WHY NEGOTIATE? POTENTIAL GAINS
FROM COOPERATION

Many governments around the world have been
engaging in a process of economic reform that is, at
least partially, informed by the insight that policy
should be neutral in terms of creating incentives to

invest in particular activities.  Rather than tolerate
monopolies in sectors traditionally seen as natural
monopolies (e.g., telecoms, rail transport, ports), re-
forms have focused on encouraging competition.  De-
pending on local circumstances and political constel-
lations, governments may face more or less opposi-
tion to reforms that aim to increase competition in
services markets.  Although often supported by the
manufacturing sector, which has an interest in having
access to a wide array of efficiently produced services
inputs, final consumers may oppose liberalization be-
cause of concerns about a reduction in the frequency
or geographical coverage of services, such as in tele-
coms and transport, and increases in market prices as
subsidies are eliminated.  Labor unions may be con-
cerned about the potential for large-scale layoffs, and
those in society who have benefited from subsidized
access to services may resist a change in the status
quo that is expected to raise prices or restrict supply.

Thus, governments may be constrained in imple-
menting reforms that would benefit society at large
because of the opposition of politically powerful,
vested interests.  If so, international trade agreements
offer a potential way for breaking domestic deadlocks
by mobilizing groups to support reform.  The tradi-
tional raison d’etre of the GATT is that groups that
would benefit from better access to export markets
are induced to throw their weight behind import lib-
eralization.  Analogous reasoning applies in the
services context, with the difference that for many
countries, export interests in services may be weaker
than in manufacturing or agriculture because ser-
vices are more difficult to trade.  If so, there is greater
need to mobilize support from exporters of real
goods that require access to competitively priced and
high-quality service inputs if they are to be able to
contest global markets.  This, in turn, puts a high pre-
mium on the availability of information and analysis
of the economic impact of status quo services poli-
cies.  However, given that foreign direct investment
(FDI) is a significant mode of supplying non-tradable
services, potential direct investors may have a strong
export interest and supply the traditional political
economy dynamics that have driven the GATT talks.

In addition to potentially assisting in changing
the political economy of reform, international agree-

2 However, there have been a few integration agreements that have
managed to achieve progressive liberalization. Abstracting from the
special case of the European Communities, the primary example is
the Closer Economic Relations (CER) agreement between Australia
and New Zealand.

International Transactions Services 
by Modes of Supply, 1997

GATS Mode Value Cumulative Share
of Supply Category ($ billion) (percent)

Mode 1 Commercial services 890 41.0

(excl. travel)

Mode 2 Travel 430 19.8

Mode 3 Gross output 820 37.8

of foreign affiliates

Mode 4 Compensation 30 1.4

of employees

Total 2,170              100.0

NOTE:  Modes 1, 2, and 4 are derived from balance-of-pay-
ments data.

SOURCE:  Karsenty (2000).

Table 1
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ments also can help provide focal points for regula-
tory reform and provide templates for domestic
policy measures that are welfare enhancing, such as
support for the implementation of pro-competitive
regulatory regimes.  This is particularly important 
in the case of network-type services, such as in finan-
cial or telecom services, where there is a need to deal
with problems of asymmetric information or to ensure
universal service.  One of the beneficial “didactic” out-
comes of the negotiations on financial services was
that it helped educate decision makers on the impor-
tance of distinguishing between liberalization and (de)
regulation.  Liberalization involves the elimination of
discrimination in the treatment of foreign and national
services providers and removal of market access bar-
riers—to both cross-border provision and establish-
ment.  But, this does not restrict the government's
ability to enforce regulatory regimes, undertake 
prudential supervision, conduct monetary policy, 
or manage external capital flows (Key, 1997).3 The
same applies to other sectors.  In all cases, however,
the required regulatory capacity must be there, if
needed.  In principle, multilateral negotiations can
help by identifying good regulatory practices and
principles that governments should consider adopt-
ing, as well as criteria or necessary conditions that
must be met before certain reforms should be under-
taken.4

Finally, an important potential beneficial role
that multilateral agreements can play is to enhance
the credibility of a government’s economic policy
stance.  This can be very important for countries
where there is a history of policy reversal.  The GATS
offers a mechanism for governments to precommit
to a reform path, by spelling out what will be done
over a period of time, as well as lock-in reforms that
have already been achieved.  A number of govern-
ments used the Agreement on Basic Telecommuni-
cations as a precommitment device—probably the
most constructive use that has been made of the
GATS to date by WTO members.  Clearly the strength
of the enforcement mechanisms that can be invoked
plays an important role in determining the “credibil-
ity impact” of multilateral commitments.  Although
the WTO has one of the strongest and most effective
enforcement mechanisms of any international agree-
ment, one of the problems that it confronts is that it
relies excessively on export interests to contest viola-
tions of an agreement.  This can greatly reduce the
“credibility payoff” for small countries, as exporters
in large nations may have little interest in “suing”
such countries (Hoekman and Mavroidis, 2000).

WHAT IS AT STAKE? IDENTIFYING THE
BARRIERS AND THE GAINS FROM
COOPERATION

To participate effectively and maximize the bene-
fits of GATS negotiations, it is vital that governments
have a well-defined domestic reform agenda they desire
to pursue.  They also must know what the major bar-
riers to their exports are.  Ideally, governments should
use multilateral negotiations to pursue domestic re-
forms that are desired in any event, seeking better
access to export markets in the process.  A major prob-
lem confronting governments is the determination of
priorities—both for domestic reform and regarding
foreign market access barriers.  Without good infor-
mation on what policies—at home and abroad—are
most detrimental to economic growth and export
development, a government cannot maximize the
benefits of participating in a multilateral negotiation.

In principle, a general equilibrium approach is
required to identify which domestic sectors deserve
priority attention and determine the overall impact
of status-quo policies and possible reforms.  This is
non-trivial, as the need extends beyond considering
the interactions between the various sectors of the
economy to a general equilibrium assessment of
policies to identify regulatory reforms required as a
consequence of liberalization initiatives.  The absence
of an economy-wide framework often results in
highly non-uniform patterns of protection for indus-
tries that are detrimental to the long-term growth
prospects of the economy.  An illustration is provided
by the emerging markets that were embroiled in
financial crisis in the late 1990s.  The banking crisis
in Asia, in part, was the result of one sector, banking,
remaining highly protected and badly regulated
during a period in which substitute services in the
form of short-term capital flows were being liberal-
ized and the electronic “transportation” costs of
moving these funds were declining rapidly (Hoek-
man and Messerlin, 2000).  The problem is in
ensuring that such situations do not occur.  Informa-
tion and analysis must play a major role in this regard.
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3 In the financial services context, terminological confusion can easily
occur. For example, capital account liberalization removes capital
controls and restrictions on the convertibility of the currency, but is
not the same as financial services liberalization. 

4 For example, it makes no sense to allow foreign takeovers of incum-
bents in sectors where there is a ban on new entry, and where there 
is only a weak or nonexistent competition authority to control the
behavior of firms. In such cases liberalization is unlikely to be welfare
maximizing.   
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From a negotiation perspective, care must be taken
not to commit to an inappropriate sequencing of
reforms, or an outcome that is unbalanced in the
sense of neglecting important complementary activi-
ties or sectors.

The need to consider regulatory reform (be it
deregulation or strengthening of regulatory oversight)
is especially prominent in the context of services to
ensure that the binding constraints on entry and
competition are relaxed.  Of particular importance
for trade in services is the impact of—and rationale
for—restrictions on inward FDI, both entry (owner-
ship) limitations and operating requirements.  Despite
the worldwide liberalization of FDI that has occurred
in the last decade, policies often remain restrictive,
especially as regards equity (ownership) limits.  The-
oretical work has begun to emerge exploring the
potential effects of FDI restrictions on services.  This
research strongly supports the conventional wisdom
that FDI is beneficial to host economies—not only

because it is a source of new knowledge and compe-
titive pressure, but also because FDI in services can
increase the demand for skilled workers and help host
countries to begin to produce and export advanced
products (Markusen, Rutherford, and Tarr, 1999).  This
work suggests that the rationale for ownership restric-
tions may be weak if it has the effect of inhibiting entry.

It is crucial to identify and consider the rationales
for policies that limit competition in services.  A full-
fledged computable general equilibrium (CGE) ap-
proach is often impossible given resource constraints
and the absence of data at the detailed sectoral level.
It may be more productive to define a “cluster” ap-
proach that groups sets of interdependent activities
together and focuses on the policies that affect the
efficiency of the various elements of the cluster.  Input-
output tables and social accounting matrices can be
used to determine the various clusters of activities
and their major inputs.  But, they must be comple-
mented by surveys of the businesses producing and

R E V I E W

Top 15 Service Trading Countries And Economies With The Highest 
Relative Specialization In Cross-Border Services, 1997

Cumulative Cumulative Countries with Highest
Share Share Share Share Revealed Comparative 

Importers: (percent) (percent) Exporters: (percent) (percent) Advantage

United States 11.1 11 United States 16.7 17 Kiribati 71

Japan 9.9 21 UK 7.8 25 Nepal 54

Germany 8.0 29 Japan 7.2 32 Mozambique 53

Italy 5.9 35 Germany 6.6 38 Neth. Antilles 52

France 5.1 40 France 5.9 44 Cape Verde 52

UK 4.8 45 Netherlands 4.8 49 Greece 37

Netherlands 3.7 49 Italy 4.7 54 Egypt 37

Canada 2.7 51 Belgium 3.2 57 Djibouti 36

Belgium 2.6 54 Hong Kong 3.0 60 Ethiopia 34

Korea 2.4 56 Singapore 2.7 63 Philippines 32

China 2.2 58 Korea 2.3 65 Vanuatu 30

Spain 2.2 61 Canada 2.3 67 Latvia 29

Taiwan 1.8 62 Switzerland 2.0 69 Samoa 28

Malaysia 1.7 64 Spain 1.9 71 Jordan 27

Austria 1.6 66 Austria 1.7 73 Antigua and Barbuda 26

NOTE:  The revealed comparative advantage (RCA) of country i for product j is measured by the item’s share in the country’s exports 
relative to its share in world trade.  That is, if xij is the value of country i’s exports of j, and Xtj is the country’s total exports, its revealed
comparative advantage index is: RCAij = (xij /Xt j) 4 (Xiw /Xtw).

SOURCE:  Karsenty (2000).

Table 2
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using the services involved to identify the main policies
that restrict competition.  Such an approach could be
used in the GATS context to identify the bundle of
activities and policies on which commitments should
be sought or made.  For example, making a market-
access commitment for hotels with a view to encour-
aging tourism-related investment may have little effect
if there are restrictions on air transport to or zoning
regulations in favored areas that prevent new entry.
Similar considerations apply to multimodal transport,
express courier services, and value-added information
services.  While obvious, and generally an approach
that is followed in domestic policy-making, the “cluster”
approach does not appear to be employed at the
multilateral negotiating level (Hoekman and Mes-
serlin, 2000).

It also is important to identify and reduce the
major barriers maintained by potential trading part-
ners that restrict exports, temporary entry of services
providers, and/or outward FDI.  Developing countries
have a large stake in being able to contest foreign ser-
vices markets.  Although the large Organization for
Economic Cooperation and Development (OECD)
countries dominate global trade in services, develop-
ing countries dominate the list of countries that are
most specialized in (dependent on) services exports
as a source of foreign exchange (Table 2).  In most
instances this reflects the importance of tourism and/
or transportation services.  But, developing countries
also have become large exporters of transactions pro-
cessing, back-office services (Jamaica) or information
and software development services (India).  The poten-
tial to exploit recent and emerging technological
developments—such as E-commerce—that allow
cross-border trade in services and provide firms with
incentives to slice up the value chain geographically
is enormous (UNCTAD and World Bank, 1994; Hoek-
man and Primo Braga, 1997). 

Relatively little information is available on the
barriers that restrict international trade in services.
Governments and negotiators ran into this constraint
during the Uruguay Round, and some progress has
been made since then in improving the database for
negotiations.  Most effort has gone into better mea-
surement of stocks and flows, and advances have
been made, especially in developed countries
(Karsenty, 2000; Whichard, 1999).  Much less has
been done on the policy side.  In large part, this
reflects the immense difficulty of identifying and
quantifying barriers to services trade.  These difficul-
ties are well known and will not be elaborated here.
A major problem with the GATS is that the positive

list approach to scheduling commitments does not
generate comprehensive and economically meaningful
data on the measures that are imposed by countries.
Absent a careful and comprehensive sector-by-sector
assessment on a country-by-country basis, the only
way to get a handle on the relative magnitude of bar-
riers to trade in services is through indirect methods.
Various approaches are possible, and efforts have
recently been made to use some of these.

One is to build on recent improvements in trade
and FDI flow data to construct measures of “revealed”
openness.  That is, the pattern of bilateral trade can
be compared with a measure of what trade should
be.  A first attempt to do this has been undertaken 
by Francois and Hoekman (1999), who fit a gravity
model to bilateral trade in services flows between the
United States and its partner countries to estimate
tariff equivalents for each partner country’s or
region’s barriers to trade in services.  The results
for business/finance and construction services are
reported in Table 3.  Assuming Hong Kong and Singa-
pore are appropriate “free trade” benchmarks, the
estimates for business/financial services suggest that
although average services barriers are often above
applied average tariffs on manufactures, in many
countries services barriers are not very high.  Indeed,
in some cases the average merchandise tariff is
significantly greater than the estimated services tariff
equivalent (South and Southeast Asia, Middle East,
and North Africa).  The highest services tariff equiva-
lent estimate is 36 percent (for Brazil). Japan, China,
Turkey, and South Asia follow with 20 percent rates.
All in all, the trade-based estimates suggest barriers
to trade in business services may not be very large. 

This is not the case for construction, the other
service sector for which there is detailed bilateral
trade data for the United States.  Here we see much
higher barrier estimates, as would be expected given
the resistance in most countries to allowing foreign
construction firms to bid for procurement contracts
and existing barriers to movement of semiskilled
workers.  Tariff equivalent estimates are in the 40–60
percent range for China, South Asia, Brazil, Turkey,
Central Europe, Russia, and South Africa.  For OECD
countries they are lower, but still significant, in the
10-30 percent range.  Clearly, these estimates are sen-
sitive to a variety of factors, not least of which is the
treatment of U.S. firms as opposed to firms from
other countries in this sector.  Low construction tariff
equivalent estimates for North America presumably
reflect in part the operation of North American Free
Trade Agreement (NAFTA), whereas the low numbers



36 JULY/AUGUST 2000

R E V I E W

for countries like Indonesia and the Middle East may
reflect oil-related and defense activity.

Another source of information used by Francois
and Hoekman (1999) is financial data reported by
firms listed on stock exchanges.  One global database
with such information that is often used by financial

analysts is Worldscope (1998).  This contains finan-
cial data on all firms listed on stock exchanges all
over the world.  While the reported data do not pro-
vide enough information to calculate marginal costs
—so price-cost margins cannot be calculated—they
do allow gross operating margins to be calculated on a

Estimated Tariff Equivalents In Traded Services:
Gravity-Model Based Regression Method (Percent)

Countries/Regions: Average Tariff on Business/Construction Financial Services
Merchandise*

North America+ 6.0 8.2 9.8

Western Europe 6.0 8.5 18.3

Australia and New Zealand 5.0 6.9 24.4

Japan 6.0 19.7 29.7

China 18.0 18.8 40.9

Taiwan n.a. 2.6 5.3

Other NICs n.a. 2.1 10.3

Indonesia 13.0 6.8 9.6

Other South East Asia 10.0 5.0 17.7

India 30.0 13.1 61.6

Other South Asia ** 25.0 20.4 46.3

Brazil 15.0 35.7 57.2

Other Latin America 12.0 4.7 26.0

Turkey ** 13.0 20.4 46.3

Middle East and North Africa 20.0 4.0 9.5

CEECs + Russia 10.0 18.4 51.9

South Africa 6.0 15.7 42.1

Other Sub-Saharan Africa n.a. 0.3 11.1

Rest of World n.a. 20.4 46.3

NOTE:  The basic methodology is to estimate a gravity equation vis-à-vis U.S. trade, using exports as the dependent variable and per-
capita income, GDP, and a dummy for Western Hemisphere countries as regressors.  Hong Kong and Singapore are considered to be free
trade “benchmarks” in the regressions, and deviations from predicted imports, relative to this free trade benchmark, are taken as an
indication of barriers to trade.  These are backed out from a constant elasticity import demand function as follows:  T1/T0 = (M1/M0) x
(1/ε), where T1 is the power of the tariff equivalent, and M1/M0 is the ratio of actual to predicted imports (normalized relative to the free
trade benchmark ratio for Hong Kong and Singapore), and ε is the demand elasticity (assumed to be –4). 

* Tariff averages are unweighted across all commodities and for the latest available year, in many cases 1997 or 1998.  Country cover-
age of regions is not comprehensive.  Reported figures should be regarded as indicative of the prevailing order of magnitude only.

** Turkey and Other South Asia are not available, separately, in the U.S. data, and have been assigned estimated rest of world values.

+  North America values involve assigning Canada/Mexico numbers to the U.S.

SOURCE:  Francois and Hoekman (1999) and World Bank estimates.

Table 3
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sector-by-sector basis across countries.5 These can
be used to infer whether a government’s policy
stance is more or less restrictive as regards entry and
competition.  In general, a large number of factors
will determine the ability of firms to generate high
margins, including market size (number of firms), the
business cycle, the state of competition policy en-
forcement, the substitutability of products, fixed costs,
etc.  Notwithstanding the impossibility of inferring
that high margins are due to high barriers, there should
be a correlation between the two across countries for
any given sector.  Data on operating margins provide
some sense of the relative profitability of activities,
and therefore, the relative magnitude (restrictiveness)
of the barriers to entry/exit that may exist.  Of partic-
ular interest are differences in average margins across
manufacturing and services in different countries.
Given that services are less tradable than goods and
entry barriers for foreign competitors are generally
higher due to the need for establishment (which is
costly, if allowed at all), margins can be expected to
be higher for services.  But variations in the magnitude
of the services mark-up across countries may tell us
something about the prevalence of barriers.

Average operating margins for all firms in manu-
facturing and services are reported in Table 4, columns
2 and 3.  The numbers suggest that services margins
are significantly higher than manufacturing margins,
generally ranging 10–15 percentage points above
those in manufacturing.  More interesting is the
extent to which the mark-up varies across countries.
In only three cases are operating margins similar
and/or relatively low (less than 25 percent), suggest-
ing that these are countries where service sectors are
quite competitive:  Australia, Japan, and Korea. Thai-
land and China are countries with the highest
markup over average margins in manufacturing.
Malaysia is another example where service margins
are a multiple of those in manufacturing.  The mark-
up also is quite large in the United States.

Sectoral data on operating margins also are
reported in Table 4, using the (U.S.) Standard Indus-
trial Classification (SIC).  The data illustrate again how
difficult it is to infer anything about the state of com-
petition, given instances of negative margins in some
cases.  But, they are again suggestive.  For example,
margins for hotels and financial services firms tend
to be quite high relative to other service sectors in
many countries, while wholesale and retail trade, and
the consulting sector have margins that are in the 20
percent range or less.  If the United States is taken as
a competitive benchmark country—which may not

be appropriate given high margins in some sectors
(such as business services) relative to those, say, in
the European Union—it can be observed that in
many developing countries margins are significantly
higher.  One immediate explanation for this may be
that in many developing countries there are fewer
firms in a sector—frequently there are less than ten,
and sometimes there is only one.  It is not surprising
that in such cases margins can become very high.
Examples are recreational services in Taiwan and
Thailand; business services in Indonesia; construction
in Chile; consulting in China; and hotels in Taiwan,
Indonesia, and China.  Thus, there is some evidence
that policies may be in place in developing countries
that restrict competition and allow incumbent firms
to garner rents.

Data on operating margins can, in principle, be
used in a variety of ways to inform the analysis.  One
is to use the difference between a benchmark “open”
country’s average margins and those of the other
countries as a measure of the extent to which the
latter are more protectionist.  This can be a useful
way of scaling the level of protection that is assumed
to prevail in all the other countries.  The difference
between manufacturing and service margins also
might be used as a scaling factor to estimate the
prevailing tariff equivalent.  Thus, if the margin for
a specific service sector is double that in manufac-
turing, one might argue that the prevailing tariff
equivalent should be at least twice as large as the
average tariff on manufacturing.  If this approach
were to be followed, the end result would not be that
different from the tariff equivalents that are obtained
by running gravity model regressions—services pro-
tection estimates that are no more than double the
average merchandise tariff.

An alternative approach to assess the prevalence
of barriers to trade in services involves efforts to con-
struct openness indicators for modes of supply, espe-
cially FDI, or for specific sectors, using qualitative
assessments of the extent to which actual policies
raise the costs of entry and/or operation post-entry.6

Many of the relevant papers using this approach have
been written by a team of Australian academics and
staff of the Australian Productivity Commission, and
are collected in Findlay and Warren (2000).  This
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5 Gross operating margins are defined as total sales revenues minus
total average costs divided by total average costs.

6 See Warren and Findlay (2000) for an excellent survey of recent work
in Australia.
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approach is potentially more relevant than the indi-
rect measures discussed above, as the focus of GATS
negotiations is on specific policies and policy disci-
plines.  The basic method is to identify existing
policies affecting entry and operations post-entry,
assign each a weight, based on interviews of the 
private sector, and sum across weights to obtain an
overall restrictiveness index (Hardin and Holmes,
1997).  The results suggest that across Asian-Pacific
Economic Cooperation (APEC) countries—which
have been the primary focus of attention—commu-
nications, financial services, and transport are subject
to the greatest barriers to FDI, reflecting the existence
of ownership limits or outright bans on foreign own-
ership (Table 5).  The most restrictive countries include
Korea, Indonesia, Thailand, and China.  As noted
above, these are all countries that also report high
margins for service sectors.  Similar compilations
could be done usefully for other regions.

By far, the most attention to date has been devoted
to telecom and financial services.  Openness indica-
tors for both sectors have been constructed using
similar approaches of building indices that weigh
policies according to a subjective measure of the
extent to which each measure is a binding constraint.
A representative example of indices for financial ser-
vice activities in a number of Asian countries con-
structed by Claessens and Glaessner (1998) is reported
in Table 6.  They illustrate that many countries in the
region are much more restrictive towards foreign
entry than the most liberal economy in the region,
Hong Kong.  Claessens and Glaessner (1998) also
make an assessment of the commitments that were
made by countries under the GATS Financial Services
Agreement.  They conclude that in many instances
the prevailing regulatory stance is not more liberal
than the country’s GATS commitment, and that in
some cases, GATS commitments are more liberal

Average Gross Operating Margins of Firms Listed on National Stock
Exchanges, 1994-96, by Sector (percent)

Mnftg. All Rec. Business Const. Consult. Finance Health Hotels Retail Whole- Trans./
Services Services sale Util.

Australia 15.5 16.6 17.9 13.8 15.3 7.0 41.0 27.3 7.9 9.1

Canada 22.6 32.9 60.1 51.7 14.4 19.2 44.5 2.3 67.8 12.0 16.0 36.5

Chile 40.8 44.0 68.7 55.2 21.3 27.9 46.8

China 28.1 49.5 45.9 67.1 34.0 77.5 24.4 25.5 46.9

EU 23.8 31.6 42.5 32.1 19.3 22.1 51.6 22.3 23.7 23.6 19.9 32.6

Hong Kong 12.8 18.1 6.5 12.9 11.5 25.4 31.3 10.1 6.9 31.0

Indonesia 34.3 41.3 81.1 22.9 25.3 53.6 68.2 26.4 24.8 45.3

Japan 26.4 28.7 28.1 31.6 14.2 28.6 40.5 40.1 27.2 32.9 15.6 20.6

Rep. Korea 25.7 25.8 41.2 15.3 26.7 14.9 31.2

Malaysia 6.0 21.6 13.3 18.3 14.7 28.3 24.3 38.7 11.2 10.8 30.7

Mexico 39.3 37.2 19.6 25.7 37.3 33.3 49.6 28.4 25.0 51.0

New Zealand 16.6 26.8 13.8 57.6 26.9 6.6 19.7 35.6

Philippines 28.6 42.3 19.9 40.2 53.9 55.8 43.9 40.3 42.3

Singapore 11.1 22.0 46.7 8.6 10.6 7.7 46.3 29.2 28.2 5.4 7.9 28.0

Taiwan 25.1 41.3 79.9 36.3 21.6 11.1 64.8 74.5 21.5 23.2 38.9

Thailand 27.3 52.6 85.4 35.8 38.1 –8.8 60.3 40.6 55.5 44.2 25.6 56.7

United States 21.2 42.3 46.8 56.2 20.2 56.3 37.0 48.5 34.6 27.0 43.4

Other Cairns 31.1 39.0 28.9 26.2 69.8 29.3 64.6 24.2 22.9 52.4

NOTE:  Data are three-year averages. See Francois and Hoekman (1999) for details on the number of firms and calculations.

SOURCE:  Francois and Hoekman (1999), drawing on Worldscope (1998).
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than actual practice.  That is, in the latter cases the
governments concerned made liberalization (pre)
commitments (e.g., Thailand and India on banking;
India and Indonesia on securities; and Hong Kong,
Indonesia, and the Philippines on insurance).  A sim-
ilar exercise undertaken by Warren (2000) for
telecoms is reported in Figure 1.  It suggests that
China, Korea, and Turkey have the highest restrictions,
while the United States, Japan, and Australia have
among the lowest. Unfortunately, this ranking cannot
be readily compared to the one suggested by the
margins, given differences in sectoral aggregation
used by authors. 

Summing up, business services, consultancy, and
distribution do not appear to be among the most pro-
tected sectors.  The tariff equivalent estimates based
on U.S. bilateral trade data, the gross operating mar-
gins, and the various measures of openness suggest
barriers to competition are higher in transportation,
finance, and telecommunications.  These are also
basic “backbone” inputs that are crucial to the ability
of enterprises to compete internationally. With the
exception of transportation—which has not been dis-

cussed much above—policies towards these sectors
appear to be significantly more restrictive in devel-
oping countries.  Many key transport services are, of
course, outside the GATS. Major examples are air and
maritime transport and it is well known that in both
sectors government restrictions on competition and
new entry are frequently severe.7 This suggests nego-
tiating attention should focus on financial services,
telecoms and transport.8

Estimating the Gains from Liberalization:
Results of Recent Research

A number of efforts have been made recently to
apply CGE techniques to assess the impact of service
sector reform.  Two noteworthy attempts explicitly
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7 See Fink, Mattoo and Neagu (2000), Francois and Wooton (1999) and
Mukherjee (1999) for studies on maritime transport.

8 The construction sector is sometimes singled out as an important one
for developing countries in terms of potential exports. The data here are
not consistent—tariff equivalent estimates based on trade data are rela-
tively high (as expected), but margins and openness indicators suggest
that competition in this sector is often relatively vigorous. 

FDI Restrictiveness Indices for Selected APEC Economies and Selected Sectors

Business Communications Construction Distribution Education Finance Transport

Australia 18 44 18 18 18 45 20

Canada 23 51 20 20 20 38 24

China 36 82 40 28 53 45 46

Hong Kong 2 35 0 5 0 23 9

Indonesia 56 64 53 5 53 55 53

Japan 6 35 5 5 20 36 11

Korea 57 69 75 63 55 88 57

Malaysia 32 42 78 8 8 61 12

Mexico 29 74 45 33 45 55 28

New Zealand 9 43 8 8 8 20 13

Philippines 48 76 48 48 48 95 98

Singapore 26 52 25 25 25 38 25

Thailand 78 84 78 78 78 88 78

US 1 35 0 0 0 20 3

NOTE:  The higher the score, the greater the degree to which an industry is restricted.  Numbers range between 0 and 100 and are
indices constructed as a weighted average of ownership limits; equity restrictions on takeovers; screening policies; control restrictions,
and operational restrictions.

SOURCE:  Adapted from Hardin and Holmes (1997, Appendix A.2); numbers have been rounded up to the nearest integer.
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allow for FDI in services.  This is crucial, given the
importance of this mode of supply to contest service
markets.  Dee and Hanslow (1999) use the telecom
and financial (banking) services openness indices to
estimate the impact of barriers to trade in services
using a CGE model.  One innovation here is to explic-
itly allow not only for entry through FDI, but also to
distinguish between entry and operating restrictions.
According to their estimates, barriers to establish-
ment (entry via FDI) are generally much higher than
restrictions on ongoing operations of foreign affili-
ates.  Thus, barriers to entry, in the form of implicit
taxes on foreign capital, are the primary source of
restriction in many developing Asian economies.
They conclude that the global welfare effect of ser-
vices liberalization is roughly the same order of mag-
nitude as that associated with full liberalization of
barriers to trade in merchandise (agriculture and
manufactures).  However, the impact of these two 
liberalization scenarios differs significantly across
countries.  For economies such as China, Hong Kong,
and Indonesia the gains from services liberalization
are a multiple of the gains associated with goods lib-
eralization; while the converse is true for countries
such as New Zealand, Japan, Korea, Singapore,
Taiwan, the European Union, and the United States.
China alone would capture two-thirds of the global

gain from services liberalization; the European Union
and the United States would lose.  In large part, this
reflects induced changes in the pattern of FDI stocks
and an associated loss in rents to the main providers
of FDI.  Because no information is available on the
prevailing level and distribution of rents generated by
status-quo policies, these results must be taken as
indicative only.  However, they illustrate the impor-
tance of undertaking empirical work in this area.9 

Brown and Stern (1999) use a three-sector multi-
country global CGE model to assess the impact of
liberalization of services trade and FDI.  Firms are
taken to be monopolistically competitive, with each
firm producing a set of products that are differenti-
ated both by the original R&D undertaken at head-
quarters that defines the “basic” product, and by the
final location of production.  Firms locate production
for export or for local consumption depending on

Financial Services Openness Indices (1=most closed, 5=most open)

Banking Securities Insurance Capital Controls

GATS Actual GATS Actual GATS Actual
Commitment Practice Commitment Practice Commitment Practice Practice

Hong Kong 4.20 4.75 4.00 4.40 4.40 4.00 4.80

Indonesia 3.15 3.20 3.50 3.00 3.10 2.60 3.60

South Korea 1.10 1.70 1.70 2.10 1.20 2.60 2.65

Malaysia 2.40 2.40 2.50 2.50 2.10 2.10 2.80

Philippines 2.80 3.35 2.40 2.40 2.90 2.80 2.45

Singapore 2.25 2.50 2.70 2.70 4.10 4.10 4.40

Thailand 2.95 2.85 2.00 2.00 2.80 2.80 4.20

India 2.70 2.25 2.50 2.10 1.00 1.00 1.50

Average 2.69 2.88 2.66 2.65 2.70 2.75 3.30

Source:  Claessens and Glaessner (1998).

Table 6

9 Considering whether regulatory barriers generate rents is an impor-
tant issue that tends to be neglected in numerical modeling work. The
greater the extent to which regulatory and administrative practices
give rise to resource costs (frictional or transactions costs), the greater
the welfare improvement that may result from reform. Hoekman and
Konan (1999) use a CGE model of Egypt to assess the orders of magni-
tude that may be involved in eliminating service-sector inefficiencies.
They conclude that Egyptian GDP might expand by some 10 percent
of its current GDP if policies are cost-raising.



the type of barriers restraining the conduct of multi-
nationals.  These barriers are assumed to take two
forms:  (i) an ad valorem tax on local capital installed;
and (ii) foreign affiliate firms may face a policy-
induced fixed cost of production for local operations.
Free entry is assumed, ensuring that profits are zero.
Brown and Stern use the markup data reported in
Francois and Hoekman (1999) as a measure of the
barriers that exist to entry (establishment) by foreign
firms.  Their results reveal that, assuming a fixed
global capital stock that is perfectly mobile, the wel-
fare impacts from global liberalization may be huge,
with some countries registering increases of up to 30
percent of GDP, and others suffering losses of almost
equivalent magnitude.  The sign and magnitude of
induced welfare changes largely reflect whether a
country attracts capital (FDI).  If the constant global
capital stock assumption is abandoned and allow-
ance is made for an induced increase in the capital
stock—which can be expected given a rise in the
return to capital—the dispersion in outcomes across
countries falls substantially, and almost all countries
experience an expansion in output and welfare. Wel-
fare numbers are huge, ranging from 15–40 percent
for many countries.

Robinson, Wang, and Martin (1999), and Chadha
(1999) use “guesstimates” of the relative restrictiveness
of services policies as revealed by the comprehensive-
ness of their GATS commitments compiled by Hoek-
man (1996) as inputs into CGE analyses.  Robinson et
al. (1999) conclude that liberalization of cross-border
trade in services—FDI is ignored—can have signifi-
cant positive effects, especially if account is taken of
dynamic effects (the increases in total factor produc-
tivity (TFP) due to technology transfer via expansion
of trade in capital goods and intermediate inputs).
They find that the welfare gain for the world from 
a 50 percent cut in service protection is five times
larger than full elimination of merchandise trade 
barriers.  This reflects the importance of transport
services and backward and forward linkages between
and among services and goods sectors.  Chadha (1999)
uses a multicountry CGE model that separates out
India, and runs simulations making different assump-
tions regarding prevailing market structures in agri-
culture, manufacturing, and services.  He concludes
that Indian welfare would expand by 0.7 to 1.4 per-
cent of GDP following a 25 percent global reduction
in the assumed vector of services protection.  Other
South Asian countries and Southeast Asian countries
are expected to register gains equivalent to 3 percent
of GDP.  These numbers are quite large relative to

what is usually found using similar types of models to
assess the impact of merchandise trade liberalization.

Summing up, although the data situation is not
very good, quite a bit can be done by analysts to
quantify the relative magnitude of prevailing barriers
and the magnitude and distribution of the gains of
increasing competition on services markets.  The
challenge is to do it, and build on recent and ongoing
research.  The research clearly suggests that potential
gains from liberalization may be very large.10 While
this work is important and useful, the state of the
data on barriers is such that, in the near term, policy-
makers will have to continue to rely primarily on
rules of thumb in determining negotiating priorities.
Basic economics suggests that the focus of attention
should be on the contestability of markets (artificial
entry restrictions) and defining clusters of activities
that are interdependent.  There is a growing literature
that provides rules of thumb or criteria to identify
whether an acceptable level of competition exists in
a given service industry at a given period of time.  For
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10  This conclusion is bolstered by recent theoretical work, which has
identified a number of additional linkages between goods and ser-
vices markets that expand the gains from liberalization.  See, e.g.,
Deardorff (1999), Francois and Wooton (1999) and Markusen,
Rutherford and Tarr (1999).
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instance, air routes with less than three operating air-
lines are unlikely to be under intensive competition,
and large gains from regulatory reforms can be ex-
pected (Morrison and Winston, 1997).  In the case 
of multimodal competition (such as between trains
and airlines), price comparisons between similar air
routes with and without multimodal competition can
be a good proxy for assessing the capacity of regula-
tory reforms to deliver the benefits of increased com-
petition.  This type of work also requires research and
analysis, but is more straightforward to undertake for
government agencies. But, here again, the challenge
is to do it.  Without such efforts, appropriate negoti-
ating priorities cannot be determined.  In short,
benefiting from GATS negotiations requires a large
amount of preparatory work, something that many
countries have not been engaged in.  As a result, the
process of negotiations is likely to be driven more 
by well-organized export interests in industrialized
countries, as was the case in the Uruguay Round.
This is not necessarily bad, but it is unlikely to maxi-
mize the potential gains from negotiation.

WHAT TO NEGOTIATE?
The next set of negotiations on services are likely

to focus primarily on (i) expanding the coverage of
specific commitments; and (ii) improving multilateral
rules.11 However, it can be argued that priority
should also be given to increasing information on
prevailing policies.

Towards Full Transparency
Given the weakness of the available data on bar-

riers, governments must rely on their private sectors
to inform them on what they think matters, and on
their economists to tell them what types (clusters) of
regulatory reforms are in the national interest.  A key
weakness of the GATS is that it does not force mem-
bers to “come clean” regarding the measures that are
used to restrict the ability of foreigners to contest
domestic service markets.  The positive list approach
used to schedule commitments often has been criti-
cized for this reason, although it can be defended on
the basis that a negative list would have been too
cumbersome to make operational at the time of the
Uruguay Round.12 It is very unlikely that negotiators
will be willing to reopen the issue of scheduling com-
mitments, and efforts to achieve this are likely to be
counterproductive.  But the Australian proposal,
made at the December 1996 Singapore WTO Ministe-

rial meeting, to engage in a negative list reporting
exercise for transparency purposes deserves to be
reconsidered.  What is required is that the prevailing
policies, which discriminate against foreign compe-
tition, are identified and that this information be
made publicly available. 

Even if it can be agreed that governments will
engage in a transparency exercise and agree to notify
their existing policies, GATT and WTO experience
suggests there will be substantial non-compliance.13

An alternative option is to give the transparency task
to a specialized body.  One such entity was created
during the Uruguay Round—the Trade Policy Review
Mechanism (TPRM).14 Agreement could be sought
that as part of each country review, the TPRM make 
a comprehensive survey of the prevailing status quo
on services-related policies in each WTO member—
if necessary, drawing upon outside expertise to assist
in the preparation of the first review for each country.
This will undoubtedly require additional resources,
which will need to be made available.  This survey
should not just cover measures in legal terms, but
also the key aspects that matter economically for
specific activities—such as interconnect rates,
licensing fees, accounting rates—and report informa-
tion on market structures, size distribution of firms,
turnover (entry, exit), etc.15 An alternative is to rely
much more on the private sector to provide infor-
mation on barriers and enhance the incentives for
private parties to use WTO dispute settlement mech-
anisms (Hoekman and Mavroidis, 2000).

Expanding the Coverage of the GATS
After the Uruguay Round was concluded in 1994,

it rapidly became clear that the sectoral coverage of
the specific commitments on national treatment and

11 For much more comprehensive discussions of what could and
should be done to improve the GATS, see Feketekuty (1998; 2000),
Mattoo (2000), and Snape (1998). This section builds on Hoekman
(2000).

12 Defenders of the negative list respond that transition periods could
have been defined during which countries could determine what
they wanted to schedule as exceptions, complemented with technical
assistance to help undertake the required policy and legislative
review exercise.

13  As is the case, e.g., with the notification obligation to report the out-
come of bilateral settlements in disputes notified to the WTO—see
Hoekman and Mavroidis (2000).

14  See Francois (1999) for a critical discussion of the TPRM.
15  See Djankov and Hoekman (1998) for the types of data that might be

compiled and analyzed.



JULY/AUGUST 2000       43

market access was rather limited for many countries.
Also, countries that had scheduled sectors frequently
listed a variety of measures that allowed them to con-
tinue to restrict or limit either market access or
national treatment.  By one measure, high-income
countries only made commitments on about half of
all services, of which only one-half involved commit-
ments of “free access.”  Thus, there were no restrictions
on market access or national treatment for only 25
percent of all service activities.  Developing countries
made even fewer commitments.  In the case of major
developing countries, on average, “free access” com-
mitments were made for only 15 percent of the
service sector (Hoekman, 1996).  Subsequently, 
successful negotiations expanded the coverage of
specific commitments for basic telecoms and finan-
cial services.16

The stylized facts are well known:  The coverage
of specific commitments is limited for many coun-
tries, and in many cases the commitments are more
restrictive than the status quo policies that are actu-
ally applied.  That is, many governments have
refrained from binding the status quo.  Examples
pertaining to financial services were mentioned
above, where countries scheduled foreign ownership
limits that are more restrictive than those currently
enforced, thereby providing the option to force firms
to reduce equity stakes in the future.  One interesting
feature that has been remarked upon is that more
commitments have tended to be made with respect
to FDI (“mode 3”) than cross-border trade (“mode 1”),
but that a number of countries’ commitments are
such as to favor infusions of foreign equity into
existing firms and limit the ability of entry by new
firms.  As noted by Mattoo (2000), such protection of
incumbents and/or existing market structures is diffi-
cult to rationalize and must be carefully monitored,
as it can easily result in a transfer of rents to foreign
firms rather than a socially desirable increase in
competition and lower prices/higher quality output.

One of the challenges confronting negotiators
will be to expand the sectoral coverage of specific
commitments.  A strong case can be made that the
GATS should cover all services.  There is no rationale
for excluding certain sectors or modes of supply
from the national-treatment and market-access disci-
plines.  Given that the GATS allows for derogations to
both principles, at the very least, comprehensive
scheduling will ensure that a government is forced to
consider the justification and economic rationale for
the policies it maintains that are not in conformity
with these principles.  One way of moving towards

this is to apply a formula approach to expanded cov-
erage in the next round of negotiations, setting 
minimum coverage targets for GATS members, to be
attained by a specified date (which may vary depend-
ing on per-capita income level to allow for a transi-
tion period).  This could include agreement that a
specified share of all commitments involve full
binding of status quo policies.  A more ambitious
approach would be to seek agreement on a deadline
for full coverage to be reached.  It seems unlikely that
WTO members will be willing to consider moving
from a positive to a negative list approach to schedu-
ling commitments—but there is nothing to prevent
individual countries from doing so. 

Whatever formula or focal point is established
for the negotiations, individual countries should con-
sider going beyond this.  In the process, valuable
information can be obtained on how different poli-
cies affect clusters of activities that are inter-related
and interdependent.  As noted earlier, it is useful to
think and work in terms of clusters of related activi-
ties.  The current sectoral approach to scheduling
makes little economic sense as it ignores comple-
mentarities and interdependencies.  The problems
that can arise are illustrated by the examples of E-
commerce, energy services, and international express
services (see Barfield and Groombridge, 1999). 

One way to reduce potential inconsistencies is to
require one-to-one mappings between commitments
relating to modes 1 and 3 (“non-discrimination across
modes”).  Such modal neutrality is an objective worth
pursuing because, as is often emphasized in the liter-
ature, trade and investment have increasingly become
complementary.  It also is frequently noted that it will
become increasingly difficult to maintain a clear dis-
tinction between trade in goods and trade in services,
as technology may give producers the choice of
delivering their products in tangible or in disembo-
died (digitized) form.  A priori, it would appear that
any multilateral disciplines should apply equally to
international transactions regardless of the mode of
supply.  A case can be made that WTO members may
wish to consider developing disciplines that distinguish
between trade and investment, with trade in goods or
services being subject to a set of common rules, and
movement of factors of production being subject to
another set of rules.  This, in effect, has been the
approach taken in the NAFTA, which includes a sepa-
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16  See Cowhey and Klimenko (1999) on the telecom agreement;  Key
(1997) on the financial services agreement.
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rate chapter on investment (in goods or services) and
is distinct from the rules relating to cross-border trade
(in goods and services).  Emulating this approach
would result in much greater consistency and clarity
of the applicable rules and disciplines, but clearly
goes much beyond the ambit of the GATS.  Within
the GATS, setting a focus on modal neutrality can be
a useful halfway house.

Improving the Rules
The primary disciplines embodied in the GATS

are most favored nation (MFN), market access and
national treatment—the latter two only on a sector-
mode basis, and subject to exceptions if governments
desire to schedule them.  A formula approach to
expanding sectoral coverage could be complemented
by efforts to increase the impact of multilateral disci-
plines for certain modes of supply.  Feketekuty (2000)
has argued that national treatment should become a
general principle applying to mode 3 (FDI).  If com-
bined with greater use of horizontal rules based on
pro-competitive principles, this would help make the
GATS more transparent and more relevant to inves-
tors.  Ideally, scheduling of liberalization commitments
should shift from the sectoral (specific) to the horizon-
tal (general).  This would allow negotiating efforts to
center more on developing disciplines that make
sense from a long-term growth and economic devel-
opment perspective.  In general, these are likely to
focus on safeguarding the contestability of markets,
while maintaining national sovereignty to regulate
activities to attain health, safety, prudential and
related objectives.  In this perspective, it would be
useful to consider generalizing the appropriate parts
of the so-called “Reference Paper” in telecoms to
make it a horizontal set of disciplines to be incorpo-
rated into the GATS as such.  The Reference Paper
includes concepts such as “affecting the terms of 
participation” and “essential facilities” that could use-
fully be extended to all services, even those without
any background of monopoly or public ownership 
or control.

A strict policy of MFN also is desirable. In the
Uruguay Round, countries were permitted to
schedule MFN exemptions, in part reflecting a 
concern by regulators that MFN might impede their
ability to intervene, or a desire by governments to
discriminate on a sectoral basis (e.g., culture).  If
deemed necessary, existing provisions in the GATS
that give regulators the ability to pursue actions that
discriminate across firms (to achieve regulatory

objectives) could be strengthened as a quid pro quo
for adoption of an unconditional, general MFN rule
(although the GATS already is quite explicit in provi-
ding a carve out for regulatory purposes).  Mandatory
MFN also should apply in the area of standards and
mutual recognition, with non-recognition being made
easier to contest through dispute settlement.  However,
it must be recognized that multilateral cooperation
may be required to mitigate the competition-reducing
effect of domestic regulations, especially in the area
of mandatory standards—for product safety, profes-
sional certification, and prudential regulation.  This 
is perhaps the major area where future efforts at rule-
making should be focused, not least because it is one
where many countries are embarking on initiatives
to achieve “deeper integration” in the context of
regional agreements.

Finally, what about the “outstanding” issues that
were left open after the Uruguay Round and on which
little progress has been made since then: subsidies,
procurement, and safeguards?  Arguably, there is little
need for GATS-specific disciplines in any of these
areas. Procurement is a general issue, so that any dis-
ciplines should cover goods and services.  What
really matters for foreign firms is to have access to
procurement markets, and frequently this can only
be achieved if they have a commercial presence in a
country.  In economic terms, what matters is not so
much policies of discrimination, but the ability of
foreign firms to establish.  Thus, if the coverage of the
GATS is expanded and the suggestion of Feketekuty is
taken up—national treatment for mode 3—there is
little need for stand-alone services procurement dis-
ciplines (Evenett and Hoekman, 2000). 

Although multilateral disciplines on subsidies
might help avoid mutually destructive policies from
the viewpoint of developing countries—for example,
seeking to attract FDI via the use of incentives—it is
not clear that there is a significant problem of nega-
tive spillovers (Langhammer, 1999).  Subsidies are the
source of important distortions in OECD markets for
some services such as transport.  It is very unlikely
that the GATS will be able to do much to restrain gov-
ernments.  Many studies conclude that fiscal incen-
tives have little if any impact on the location decisions
of foreign investors.  Even if one does not accept this
conclusion, competition (non-cooperation) could be
welfare improving for the world as a whole (Hoekman
and Saggi, 1999).  Noteworthy is that the stillborn
Multilateral Agreement on Investment (MAI) excluded
incentives, so one can infer that OECD countries are
not in the “market for discipline.”  To be effective in
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disciplining the use of firm-specific fiscal incentives,
subsidy disciplines will have to be quite comprehen-
sive to ensure that countries cannot side-step them
through the use of alternative policies.  The GATT/
WTO negotiating and implementation history illus-
trates that agreement on subsidy and related disci-
plines is difficult to obtain, and that any disciplines
may easily be circumvented.  Even the European
Union—which goes much further than the WTO 
in this area—has encountered recurrent difficulties
associated with government policies intended to
attract FDI and enforce its restrictions on the use 
of State aids.  NAFTA does not even try to tackle this
issue.  All in all, Snape’s (1987) prescription for “sub-
sidy freedom” seems the best way to proceed in this
area.  In any event, the same conclusion arises as for
procurement—any disciplines should be general, not
sector-specific.

It also can be argued that there is no need for
safeguards instruments.  Insofar as governments
want to “backslide,” they can make recourse to rene-
gotiation modalities that already are built into the
GATS.  GATT-type safeguards (emergency protection)
are difficult to rationalize in the services context
because in many cases it will require taking action
against foreign firms that have established a com-
mercial presence.  Why a government would want 
to do this is unclear, as it will deter, not attract, FDI.  
If it is to be considered, it would most likely have to
exempt mode 3.  But, then it must be considered that
safeguards (or their threat) can easily act as an invest-
ment incentive, and result in resource allocation dis-
tortions.  There is, however, a potentially compelling
counter argument.  A case could be made that the
extremely limited nature of liberalization commit-
ments to date is in part due to the non-existence of
safeguards instruments.  This is most likely to apply
to mode 4—temporary movement of service provi-
ders.  As this mode of supply is of major interest to
developing countries and one on which almost all
countries maintain stringent restrictions, one could
envisage a safeguard instrument that is limited to
mode 4 liberalization commitments, and is explicitly
aimed at providing OECD country governments with
an insurance mechanism that can be invoked if liber-
alization has unexpected detrimental impacts on
their societies.

CONCLUDING REMARKS
Many observers have noted that the GATS is an

imperfect instrument (e.g., Hoekman, 1996; Snape,

1998).  Notwithstanding the deficiencies, it can be
used as a commitment and signaling device by gov-
ernments that have decided that regulatory reforms
are in the national interest.  Specific commitments
can be made for all modes of supply, including FDI,
and governments that have decided to open access 
to services markets to foreign providers should
pursue the option of locking-in policy reforms as
much as possible through the existing GATS mecha-
nisms.  Future efforts to expand GATS disciplines
should center on expanding the sectoral coverage 
of the agreement and simplifying and strengthening
the rules along the lines discussed previously. 

There are undoubtedly gains from enhancing
competition in service markets.  Recent theoretical
and numerical research, some of which was dis-
cussed earlier, clearly reveal that the gains can be
quite large.  To a large extent these payoffs can be
realized through autonomous reform efforts, and
many countries have been pursuing reforms more
vigorously in the last decade.  The major challenge
confronting negotiators in the next round may be to
create incentives for developing countries to expand
their commitments under the GATS.  Given ongoing
efforts in many countries to adopt a more market
and pro-competitive policy stance, the focus of atten-
tion can be expected to center on increasing the
extent to which both the status quo and future
(autonomous) reforms are scheduled in the GATS.
This depends importantly on the value that is placed
on such scheduling by reforming economies them-
selves and the “demandeur” countries that want
governments to lock-in reforms in the GATS.  Argu-
ments by economists that the WTO can be used as a
valuable credibility-bolstering device have proven to
be less than compelling to policymakers.  Thus, the
mercantilist logic of multilateral negotiations is likely
to require that industrialized countries improve
export market access opportunities for developing
countries.  Absent such a quid pro quo it may prove
difficult to greatly expand the coverage of the GATS 
in areas where the economic payoffs are highest—
sectors where entry restrictions are most severe or
the perceived probability of policy reversal is high.

There is a great need for more and better surveil-
lance and monitoring of the prevalence and effects of
policies that imply discrimination against foreign com-
petitors in service sectors.  Bolstering the transparency
and information collection and dissemination func-
tions of the WTO Secretariat would help improve
matters.  Although much has been done since the
creation of the WTO to increase access to official
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documents, less has been achieved in the area of
data and statistics.  WTO databases of trade and
tariff information are not publicly accessible. Trade
policy reviews are not posted on the web, nor are the
underlying data that are used in the reports.  Even if
agreement is reached among WTO members to pro-
vide comprehensive reports on their prevailing
services policy regimes for transparency purposes, to
be most useful this data should be put into the public
domain.  Requiring the WTO Secretariat to compile
and distribute data that is reported to it, both policy-
oriented and statistics, and making this information
available free of charge through the Web, can be
defended as a public good that the institution has a
mandate to provide.
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Commentary

Wendy Dobson

The original rationale for services negotiations in
the World Trade Organization (WTO) was pro-

vided by trade policy experts who saw services as a
way to rejuvenate the General Agreement on Tariffs
and Trade (GATT) and address a proliferating variety
of non-tariff measures in the form of government
regulations that limited access for consumers to
modern services and limited cross-border expan-
sion by service providers. They saw the General
Agreement on Trade in Services (GATS) as creating
sectoral openness by applying the principles of
market access, national treatment of foreign firms,
and limited and transparent exemptions (and, of
course, most favored nation treatment). In essence,
the negotiations were to be about domestic regula-
tory and institutional reform. The initial framework
was not particularly relevant to what was happen-
ing to business, however. GATS was little understood
and there also was little demand for it. Nevertheless,
government commitments to a series of sectoral
negotiations were secured and some binding liber-
alization has occurred, in information technology
during 1996 and financial services during 1997.

Examined more closely, it becomes apparent
that in these negotiations it was not so much GATS
that created sectoral openness, but that liberaliza-
tion in these sectors had a certain life of its own for
other reasons. Telecommunications and financial
services are among the fastest-growing and fastest-
evolving industrial sectors in the world economy.
Their growth and evolution are being driven by
the information and communications technology
(ICT) revolution and by domestic deregulation as
governments scramble to catch up with market
forces that drive the rapidly changing transactions,
business arrangements and cross-border flows in
these services.

The negotiations reflected GATS principles to the
extent possible but the outcome, at least in finan-
cial services, was largely to bind the status quo on
market access and to create agreed procedures for
settling disputes—as Table 1 illustrates for financial

services. Even this kind of outcome can be seen as a
significant start in accepting common rules and pro-
cedures. Here it also should be noted that the term
“liberalization”—applied to financial services in the
WTO—refers to removing restrictions on market
access to allow foreign service providers to locate
in domestic markets. This process is distinct from
capital account liberalization, which is the respon-
sibility of the International Monetary Fund (IMF),
which regulates capital inflows and outflows of
varying terms of maturity. In the Asian crisis, short
term capital flows—particularly inter-bank loans—
were a particularly volatile form of capital flow. A
country may allow foreign firms into its market yet
restrict capital inflows and outflows from abroad.

Some of the challenges GATS faces are referred
to by Hoekman. Services are a heterogeneous group
of products, with the common thread that most of
them are subject to government intervention. There
is the added complication that financial services
are seen by finance ministers to be in their, not the
trade negotiators’, purview. The other significant
problem is that weaknesses in the GATS framework
cast doubt on its ability to sustain further market
opening. These weaknesses are:

• The positive list approach to commitments.
Positive lists identify sectors on which com-
mitments are made rather than those on which
they are not. This approach was all that could
be agreed at the time the GATS was negotiated.
It contrasts with the negative list approach,
employed in the North American Free Trade
negotiations, in which countries commit to full
liberalization unless specific exclusions are
negotiated. With the negative list approach,
opening and market access are the central
objective; in contrast, the positive list tends to
reinforce the status quo and makes it very
difficult to identify potentially significant sec-
tors that are untouched by liberalization.
Further, it implies that as new sectors emerge,
they stand outside the market-opening
framework until explicitly brought into it.

• Problems with reciprocity. There are two
problems: division of the WTO negotiations
along sectoral lines, and asymmetry in the
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interests of Organization for Economic Coop-
eration and Development (OECD) and devel-
oping countries in services negotiations. 
Separating services from goods and indi-
vidual services from each other in the WTO
makes reciprocity less credible and less effec-
tive. Reserving financial services negotiations
for finance ministers makes such linkages even
more difficult. The asymmetry of interests
was evident in the Financial Services Agree-
ment (FSA) where developing countries felt
they made most of the market opening and
other concessions. This is because it was
OECD producers who sought access to their
markets, not the converse. With relatively
immature financial sectors, pressures from
domestic firms seeking to penetrate OECD

markets are almost nonexistent. Thus, the
threat of reduced access to markets in the
United States or the European Union (EU) is
not particularly meaningful. Nevertheless, the
fact that the Information Technology Agree-
ment (ITA) and FSA were completed shows
that the approach can deliver something.

There is an additional dimension to the reci-
procity issue as well. It weakens the case for reform:
that opening is in the self interest of all countries.
Hoekman asserts precommitments made by some
countries were part of the reason they delivered
concessions in the FSA. This may be, but there were
several other significant factors as well, especially
with respect to the East Asian economies. One was
that U.S. and EU governments, instead of being
adversaries, were united in their determination to
make the agreement. The second was that U.S. and
EU businesses gave a big push to the negotiations.
The third was the Asian crisis itself. The severity of
the crisis and its extensiveness by late 1997 made
it clear that weak financial systems were one of a
combination of significant causal factors in the
crisis economies. Thus, although they saw little to
gain from reciprocal access to the OECD economies,
they were anxious to signal their commitment to
reform as a way to restore tattered credibility.

This brings up the related point that, unlike
earlier progress in the GATT, advances in market
access—at least in financial services—might not
come primarily from multilateral negotiations.
Advances in market access are more likely to stem
from other sources, such as  gradual unilateral
opening as part of sectoral reforms, or as regional
opening that is eventually bound in the multilateral
framework. Hence, while it is worthwhile to ask
how the current WTO process can be improved,
experience with the FSA suggests that progress
may come from a combination of sources. For
example, countries on IMF programs in the Asian
crisis have agreed to faster and more extensive
domestic reform and foreign entry than was nego-
tiated in the FSA. A commitment by Asia-Pacific
Economic Cooperation (APEC) leaders at their 1996
summit in the Philippines gave a push to the ITA
agreement.  Japan and Singapore have unilaterally
accelerated the modernization of their financial
sectors by allowing further foreign entry because
they fear being bypassed for other international
financial centers. The combination of non-WTO pro-
cesses and market forces, plus the WTO providing

World Trade Organization Financial
Services Agreement:

Market Access in Selected
Emerging Markets in 1997

Banking Insurance Securities

Status Quo Plus Malaysia Brazil Brazil

Mexico Indonesia Indonesia

Japan South Korea

South Korea Malaysia

Philippines Philippines

Mexico

Status Quo Argentina Chile Argentina

Brazil India Thailand

Chile Thailand

India

Indonesia

Japan

South Korea

Thailand

Less Than

Status Quo Philippines Malaysia* Chile

India

*This entry compares existing practice during 1998 with
Malaysia’s commitment in December 1997.

SOURCE: Dobson and Jacquet, 1998, p.93.

Table 1



the binding mechanism and dispute settlement can
jointly contribute to an effective international trade
regime. This is the status quo. It can be improved
upon further. For example, financial services reforms,
agreed as part of IMF programs to strengthen national
financial systems and increase resilience to future
crises, should be bound into the WTO. This does not
mean the IMF and WTO should gang up on a country;
rather it means the country should be willing to
bind the reforms that serve its long-term interests.
Of course, it also should receive credit for such
changes for use in future multilateral negotiations.

Where should we go from here? What should
be the goals for Seattle? Hoekman has made a very
useful beginning with his work on aggregating the
existing information on parameters of services
production and trade. His tables illustrate the frag-
mented nature of the available data and the diffi-
culties implied in proceeding beyond the positive
list approach.  To put more pressure on countries
for broader commitments, it is necessary to be able
to evaluate and compare barriers to entry and cross
border flows in a wider variety of services sectors.
This suggests that more should be made of the neg-
ative list approach as an alternative framework.
While likely difficult to accomplish, the negative
list approach has the potential of increasing trans-
parency and the momentum for wider coverage and
market opening. Alternatively, countries might con-
sider adapting the valuable experience with tariffi-
cation in agriculture.

Hoekman’s suggestions for broader coverage
largely are incremental and probably more realistic.
Since few countries have made sweeping commit-
ments to market access and national treatment,
he would like to see a formula whereby countries
commit that all service sectors would be subject to
national treatment and market access disciplines,
with target dates and transition periods. This is a
sound suggestion. Incredible as it may seem, aiming
to bind the status quo for only a specified share of
all commitments is a moderately ambitious starting
point.  Complementing this with efforts on rules, to
increase the impact of multilateral disciplines for
certain modes of supply, particularly national treat-
ment for foreign direct investment (FDI), also is a
timely suggestion.

Before concluding, it is useful to stand back and
look at the long-term strategic fundamentals of trade
in services. The GATS framework suffers from archi-
tectural limitations, which cast doubts on its ability
to create a liberalization-enhancing regime for trade

in services, that is, one that exerts continuous pres-
sure for opening.  Market access in services is a
basic issue in the management of globalization that
involves trade instruments and practices as well as
policies directed at FDI and competition policy. The
latter are crucial dimensions in a globalizing econ-
omy with mobile factors of production.  FDI remains
key to providing retail services, even though the ICT
revolution may facilitate cross-border trade. In addi-
tion, oligopolistic market structures and the poten-
tial for cross-border mergers increase the need for
a multilateral approach to competition policy. This
is another reason for extending the domain of multi-
lateral negotiations to include liberalization of direct
investment regimes and better coordination of com-
petition policy. Through the definition of broad prin-
ciples in these areas that would apply to all goods
and services, such an agenda would help to circum-
vent the limitations of the GATS and increase the
liberalization thrust of the multilateral trade regime.
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The Agricultural
Negotiations:  An
Overflowing Agenda

Timothy Josling

The agenda for the upcoming World Trade Organi-
zation (WTO) negotiations on agricultural trade

is taking shape. Countries have begun to formulate
their overall approach to the round, and to define
their own expectations. Many have tabled papers
in the WTO General Council outlining their posi-
tions.1 One country, Canada, has gone farther down
the road, and issued a more specific statement of
aims and approaches.2 In addition, over 40 papers
have been prepared in the context of the “Analysis
and Information Exchange” process authorized at
the Singapore WTO Ministerial and conducted
informally by the Committee on Agriculture.3 In
other words, countries are ready to start the agri-
cultural talks as soon as they get the green light
from Seattle. This does not mean that the talks will
be easy. However well-prepared the negotiators are,
the prospect of stalemate or of minimal progress
cannot be ruled out. This paper discusses both the
substantive agenda for the talks and the frictions
that are emerging as countries take their stands. It
is too early to predict the outcome of the discussions,
but some idea of the timetable can be inferred from
the political calendar.

The next “round” of agricultural talks will be
different in many respects from the Uruguay Round
or its predecessors. In some ways the task of the
negotiators will be more clear-cut, in large part
because of the transparency introduced by the
Uruguay Round Agreement on Agriculture (URAA).
Tariff levels are easier to negotiate than non-tariff
barriers, and the defined commitments on export
subsidies and domestic support can be subject to
further cuts without revisiting the definitions. But
clear-cut tasks can also focus opposition. There are
several countries that would prefer not to pursue
the path toward a more open trade system for agri-
culture, or at least not be pushed in that direction by

international pressure. Moreover, as always, nego-
tiations will take place in the context of contemporary
events. These events could overshadow and even
derail the talks. The agenda already has been influ-
enced by a number of issues that were not on the
table during the Uruguay Round. There is no reason
to believe that the agenda will stop shifting with
the formal start of talks at the end of this year.

The URAA marked a turning point in agricultural
trade policy. Prior to the URAA, national policies
were largely unchecked by trade rules. Non-tariff
barriers were the norm, implying a lack of trans-
parency in trade and little incentive for the devel-
opment of competitive exports. Export subsidies
made it difficult for competitive exporters to develop
markets. Domestic subsidies tilted the playing field
in favor of less-efficient producers at home and
limited the scale of specialization. The URAA 
established new rules that radically improved the
agri-food trade system. Non-tariff barriers were
replaced by bound tariffs. Export subsidies have
been limited both in the expenditure and the quan-
tity which can benefit from subsidies. Domestic
support is now categorized as to whether it is mini-
mally distorting (green box), linked to production
controls (blue box) or output-increasing (amber
box), and this last is subject to agreed limits.

The next step, already mandated in the Agree-
ment (Article 20), is to hold further negotiations 
to continue the reform and market liberalization
process (WTO, 1995). It is widely accepted that 
the Agreement on Agriculture did little to liberalize
trade in agricultural products and improve market
access. Tariffs on agricultural goods are still on
average about three times as high as on manufac-
tured goods and continue to distort trade.4 The
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process of “tariffication” has produced a number of
tariffs bound at such high levels that it is difficult to
see how they could be reduced by conventional
tariff-reduction techniques. Where tariff rate quotas
(TRQs) were negotiated to pry open these markets
a little, the prospect of quota rents has led govern-
ments to agree to a network of bilateral deals, and
firms to become concerned with market shares.
This has, in turn, exacerbated the problem of com-
petition between state trading enterprises and the
private trade. Export subsidies still exist, and are in
effect legitimized to the extent of their incorporation
in country schedules. The domestic farm policies of
the major industrial countries have been required to
make only relatively minor changes to bring them
into conformity with the Agreement.

In addition to the Agreement on Agriculture,
countries negotiated in the Uruguay Round an
Agreement on Sanitary and Phytosanitary Standards
(SPS Agreement), which was aimed at the misuse
of regulations guarding animal, plant, and human
health for purposes of protecting the incomes of
local producers. By requiring scientific justification
for standards higher than those agreed by interna-
tional bodies, the SPS Agreement has had the effect
of encouraging countries to re-examine their prac-
tices in this area. But even in this area there are
issues that remain to be clarified before trade can
flow unhampered by questionable health barriers.
Though there is no requirement to negotiate
changes in the SPS Agreement, some countries have
indicated that they wish to see modifications.

The overall objective of the next round of agri-
cultural talks clearly will be to continue the progress
made at the Uruguay Round. This implies negotia-
tions on improved market access, further constraints
on export subsidies and, if exporters get their way,
some tightening of the rules for domestic support.
But if this is the core agenda, there are a number of
other issues that have emerged as a result of the
experience with the Uruguay Round Agreement
that can be thought of as “extensions” of the URAA
core agenda, such as the administration of TRQs
and the issues of state trading and of export restric-
tions. As if this was not enough, several other items
are clamoring for a place on the agenda. This paper
attempts to identify some of these other “new” issues
and relate them to the core items of the agenda.
Some of these issues will be dealt with in parallel
to the agricultural talks, though not necessarily by
the same committee, and will be part of whatever
package emerges. These parallel topics include the

sensitive questions of health and food safety along
with a number of environmental issues relating to
agriculture and biotechnology. Also important to
agriculture are the issues of regional trade agree-
ments and preferential trade arrangements.

In addition, agriculture could be impacted by
talks in seemingly unrelated areas if they prove to
be a part of the negotiations. These include the
review of intellectual property rules, as well as those
on competition and investment. As always, there
are a number of political factors that will condition
the pace of the talks, including the changing power
relationship between the Parliament and the Com-
mission in the European Union; the lack of “fast
track” trade negotiating authority in the United
States; the imminent accession of China to the
WTO; and the newly emerging determination of
developing countries to be full partners in the
WTO. One should also not forget the impact of the
state of commodity markets, which can have a
marked effect on the progress of agricultural talks
as it impinges on the perceptions and policies of
individual countries. Each of these could have a sig-
nificant bearing on the agricultural talks, and are
mentioned briefly below.

THE CORE AGRICULTURAL AGENDA
The new round of agricultural negotiations 

will in all probability be launched at the Seattle
Ministerial. As a key part of the so-called “built-in
agenda,” the commitment to begin talks before 
the end of 1999 has already been taken. Whether
or not these agricultural talks are part of a major
round has yet to be decided. Though this may
influence the speed and scope of the talks, the
“core” agricultural agenda is largely set. This core
agenda will follow closely in the steps of the URAA.
The triad of “market access,” “export competition,”
and “domestic support” seems to have proved a
convenient set of labels for defining current obliga-
tions, and all papers relating to the agricultural
agenda use this categorization of issues.

Expanding Market Access
The market access negotiations will be at the

heart of the next agricultural round. The talks will
not be a success unless a substantial step is taken
to reduce the high levels of agricultural tariffs. With
varying degrees of enthusiasm, countries have en-
dorsed this objective. The United States has called



for an “ambitious” target for expansion of market
access:  The European Union admits that its export
interests would be served by an opening of markets,
but cautions that the process will take time.5 For the
Cairns Group, the negotiations “must result in deep
cuts to all tariffs, tariff peaks and tariff escalation.”6

Of the major players, Japan is naturally the most ret-
icent, contributing the observation that current tariff
levels “reflect particular domestic situations” and
that these circumstances should be given due con-
sideration in the negotiations.7 Developing countries
tend to stress the importance of expanding market
access in the products of export interest to them-
selves.8 In one case, a developing country argues
that trade liberalization may be inappropriate for
countries with foreign exchange shortages.9

From the viewpoint of improvements in the
trade system, the major market access question for
the next round is how can one initiate a process that
would lead to a removal of the discrepancy between
the level of protection in agriculture and that in the
manufacturing sector in a reasonable time period?
How does one get from tariffs of 100-200 or even
300 percent to the levels of 5-15 percent found in
most other areas of trade? This looks to be a tall
order:  It implies a continued period of significant
tariff cuts extending well into the next millennium.

The techniques of negotiating tariff reductions
are well-established.10 One can chose between
across-the-board tariff cuts or formulae that cut
tariff peaks. One can focus on individual sectors
(zero-for-zero arrangements) or agree on compre-
hensive coverage. One can use the “request and
offer” method for identifying demands for market
access, multilateralizing the results. One can attempt
to reduce effective protection by making sure that
processed-good tariffs come down at the same rate
or faster than those of raw materials. It is unlikely
that the ministers meeting in Seattle can agree on
the modalities, though one would expect them to
specify the broad parameters.

The methods of market access discussed above
each have some merit but might not be adequate in
themselves. This suggests that negotiators might
try a “cocktail” of the various modalities.11 Imagine
agricultural tariffs divided into five categories. Low
tariffs, those less than 5 percent, could be reduced to
zero, as neither the level of protection nor the rev-
enue collected are likely to be significant. Such
nuisance tariffs could be removed with advantage,
in agriculture as well as in other areas. Moderate
tariffs, of 5-40 percent, could be reduced by a further

36 percent cut, as in the Uruguay Round, or by the
same percentage as other tariffs if part of a more
general negotiation. The tariffs above 40 percent
are probably too high to yield to the same techniques
as industrial tariffs:  A combination of tariff cuts
and TRQ increases may be needed. Thus, for tariffs
between 40 and 100 percent, the 36 percent cut
could be augmented by an expansion of TRQs. For
the tariffs above 100 percent, some variant of the
Swiss formula may be needed along with expansion
of TRQs. And for those tariffs that are above 300
percent, it may make more sense to conduct partic-
ular “request and offer” negotiations with principle
(potential) suppliers.

In addition to the task of tariff level reduction,
two other aspects of tariff rules will probably be
discussed. One is the common phenomenon of
bound rates of tariff that are considerably higher
than the applied rates.12 There have been sugges-
tions that these gaps be reduced, for instance by
binding the applied rates. But this causes understand-
able problems for the countries involved, who will
argue that the applied rates have not been negotiated
in the WTO and therefore to bind these rates would
be unfair to those who have undertaken unilateral
liberalization. On the other hand, for those countries
with such gaps, reducing the bound rate toward the
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third country markets.”
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developing countries that are chronically short of foreign exchange,
“it may be appropriate to grow their own food, as far as possible, even
if it is more costly than the food stuff available in some other coun-
tries.” This can either be seen as a sophisticated argument based on
the theory of the second best, or a throwback to the 1960s economic
policies of attempting to correct macro distortions (exchange rate
imbalances) through micro actions (protecting agriculture). Or perhaps
it is just a sop from the trade ministry to the agricultural ministry.

10For a discussion of tariff reduction options, see Josling and Rae (1999).
11See Josling and Rae (1999) for an elaboration of this technique.
12The U.S. paper specifically mentions the “lowering of bound rates to

eliminate the disparity between applied and bound rates.”
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applied rate is a way of getting “credit” for actions
already taken.

The other aspect of tariff policy is the form of
the tariff. The URAA mandated a tariff-only regime,
but allowed some countries to concoct complex tariffs
that involve reference prices and compound rates.13

Moreover, the Blair House agreement between the
United States and the European Union obliged the
European Union to impose a maximum duty-paid
price for cereals that acts very much like the variable
levies that were outlawed in the agreement. Many
countries also would like to insist on the use of ad
valorem tariffs rather than specific duties, which
have a somewhat more protective impact when
prices are low. The United States is calling for a
simplification of complex tariffs:  Whether any
country will take aim at de facto variable levies 
and specific tariffs is not so clear.

One direct way to tackle the problem of the
high levels of tariffs resulting from tariffication is
to expand the guaranteed market access that forms
a part of the provisions of the Agreement on Agri-
culture.14 Some position papers (though not that
of the United States) mention the importance of
expanding TRQs in the next round. The Cairns
Group paper says that “trade volumes under tariff
rate quotas must be increased substantially.” Other
countries suggest further improvements in the
TRQ system, in addition to the administration of
the quotas (discussed in a subsequent section).
Canada argues for the elimination of the within-
quota tariff whenever the above quota tariff is
prohibitive (presumably to ensure that the quotas
are filled, rather than merely increasing quota
rents at the expense of government revenue). The
same paper suggests the introduction of a TRQ
whenever tariffs are higher than a specified level,
and increasing the product specificity of TRQs.

A possible outcome of the negotiations might
be to continue the process of expanding minimum
access as a proportion of consumption. An increase
in TRQs, say, of 1 percent of the level of domestic
consumption in each year over a five-year period
would remove much of their restrictive effect. In
most markets the quotas would become non-bind-
ing before the five-year period was over. In effect,
tariffication would have taken place at the level of
the reduced tariff applicable to the TRQ. The main
political objection to this could be that the “within-
quota” tariffs were generally left to the discretion
of the importing country to fix at levels that they
judged would attract the guaranteed access quantity.

This implies that some form of re-negotiation might
have to take place on the level of these tariffs.15

Among the other market access issues, the
Special Safeguard (SSG) system is also in need of
some patching and more uniformity. The United
States would like to see use of the SSGs further
limited.16 But trade safeguards are generally consid-
ered by importing governments to be a necessary
concomitant to trade liberalization and market
access. The European Union has indicated that it
would like to see a “renewal” of the SSG in the next
agreement.  Japan makes the point even more
strongly, that “the current agreement acknowledges
that the Special Safeguard can be maintained as
long as the reform process continues.”17

One simple way to avoid the misuse of the
Special Safeguard Provisions is to seek agreement
on the level of trigger prices. Trigger prices could,
for instance, be identical (or equivalent) to the exter-
nal prices used by the governments concerned in
calculating initial tariff equivalents in the UR.
Governments had a tendency to use the lowest 
feasible external prices for calculating tariff equiva-
lents in their Uruguay Round schedules. Hence,
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for fruits and vegetables (350), meat products (249), cereals (215),
dairy products (183) and oilseed products (124). Thirty-six countries
undertook such commitments in their Uruguay Round schedules.
Among those administering the greatest number of such quotas are
Norway (232), Poland (109), Iceland (90) and the European Union (85).
One worrying feature of the TRQ system is the degree of “underfill” of
the quotas. The simple average quota “fill” for the years 1995 and 1996
was 64 percent and 63 percent, respectively, suggesting that the allo-
cation mechanism is not yet adequate, that parastatals are effectively
keeping imports out or that within-quota tariffs are too high to allow
imports to compete. Though one can still argue that the TRQs are in
most cases an improvement on the non-tariff barriers that were in
place before the Round, they pose a potential threat to the further lib-
eralization of trade.

15This, of course, also offers a possibility to start such tariffs for within-
quota trade at a reasonable level in relation to other goods. All “with-
in-quota” tariffs could be bound at (say) 20 percent, and not reduced
until they became the operative tariff for the bulk of agricultural trade.

16The (second) Pakistan paper (WT/GC/W/161) argues for “elimination of
the special safeguard provisions (since these are often used as protec-
tionist tools).”

17An additional issue that is likely to arise with respect to agricultural
safeguards in the agenda for the next round is the use of the Special
Safeguard Provisions by developed countries to try to maintain pro-
tection against imports.
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using the same prices as trigger prices for the Safe-
guard Provisions would make sure that additional
duties are not used too often, and are not set too
high. It will also be important to phase out the use
of the Special Safeguard Provisions after the second
period of transition. This could be done by gradually
adjusting the percentages in both the quantity trigger
provision and the price trigger provision year by
year so that the safeguards are less and less likely
to cut in.

Curbing Export Subsidies
If the high level of protection sets agriculture

apart, the widespread use of export subsidies is
perhaps the most disruptive element in the opera-
tion of world markets. The practice of subsidizing
exports of agricultural products has been con-
strained by the Uruguay Round, but most of the
subsidies are allowed to continue in a reduced
form. Countries that import agricultural products
have been the gainers in economic terms from the
subsidies, but even among these countries the dis-
turbance of the domestic market has often caused
problems. In the next round of negotiations, it will
be more difficult than ever to persuade countries
that export agricultural goods with little or no sub-
sidy to allow countries, such as the European Union
and the United States, to continue their market-dis-
torting practices.

A further push to rein in these subsidies is high
on the agenda of the Cairns Group, apparently sup-
ported by the United States. The Cairns Group paper
declares that “there is no justification for maintain-
ing export subsidies.” The United States says that
members “should agree to pursue an outcome that
will result in an elimination of all remaining export
subsidies.” Canada adds that export subsidies in
agriculture should be eliminated “as quickly as
possible.” Developing countries also are generally
in favor of the elimination of export subsidies.18

Only the European Union would have great diffi-
culty in agreeing to the dismantlement of export
subsidies, though it will come under considerable
pressure to do so.19

The simplest way to continue the process of
reducing the incidence of export subsidies would
be to extend the schedule of reductions agreed to
in the Uruguay Round. As with the market access
improvement, this could be done using the same
base. This would imply constraining the expendi-
ture on such subsidies by another 36 percent, thus

removing 72 percent of the subsidy expenditure
that was used in the base period. Continuing
the quantity restriction would imply that 40 per-
cent of the volume of subsidized exports would
have been removed from the market over the two
periods of reform. But since the remaining 60 per-
cent would have to be subsidized with only 29 per-
cent of the expenditure, the disruption that could
be caused by such subsidies would be significantly
reduced.

The continuation of the process of reduction
would be constructive, but elimination of export
subsidies altogether would clearly have significant
advantages. But the prerequisites for dispensing
with export subsidies are a renewed confidence in
world markets, with firmer and more stable price
levels for the major products, and reduced depen-
dence on intervention buying in domestic policies.
The former condition itself depends on the success
of the agreement in increasing trade and reducing
protection:  Removing export subsidies may be the
only way to create the conditions under which they
are not needed. As for domestic programs, it is pos-
sible that practice and sentiment in the European
Union may have moved further away from the use
of market support policies to other instruments by
the end of the negotiations. If these conditions were
met, then a new set of negotiations could, say, set a
target to phase out export subsidies over a seven-
year period.

Besides the question of export subsidies, sev-
eral problems remain in the area of export com-
petition. In the Uruguay Round, export credits were
declared to be a form of export subsidy, but it did
not prove possible to agree on constraints.  Countries
belonging to the Organization for Economic Coop-
eration and Development have negotiated a code
for non-agricultural export credits, which puts limits
on credit terms and the length of credit extension,
but it has not been possible to include agriculture in
this agreement. This leaves this topic as one to be

18Pakistan argues for the immediate elimination of “all kinds of export
subsidies by the developed countries.”

19The EU paper does not stake out a position on export subsidies, but
merely notes that they will be on the agenda. The Commission, as
“manager” of internal EU markets, would prefer not to have to use
export subsidies, of course. But until internal prices are reduced to a
level much closer to world prices, surplus products will need to be
removed from the domestic market. Supply control is in place for
sugar, cereals, and dairy production, but is not popular. One intriguing
question is:  What can other countries offer to the European Union in
exchange for an agreement to eliminate export subsidies?
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dealt with in the next round, though some countries
have indicated that they do not wish to “pay twice”
for getting rid of such policies.20 It should be possible
to agree on the allowable terms for such credit, and
hence be able to calculate the magnitude of the sub-
sidy that is involved if softer credit terms are offered.
The best way to deal with the subsidy equivalent of
such concessionary credit is to charge it against the
export subsidy constraints in the schedules.

Domestic Support
It is one of the ironies of the Uruguay Round

that, although the biggest conceptual breakthrough
was the acceptance by countries that domestic
policies were a legitimate concern of trade talks,
the actual disciplines imposed on those policies
through the reduction of the Aggregate Measure of
Support (AMS) were rather weak. The key question
for the next round, therefore, is whether to strengthen
or abandon the attempt to constrain domestic poli-
cies. The fact that the AMS constraints have not been
binding for the large majority of countries does not
mean that the constraints on domestic support
have been ineffective. The process of re-instrumen-
tation of domestic support programs, away from
those that most impede trade, has begun. The insti-
tution of the green box has in itself been useful in
defining this objective. The attraction to countries
of adopting green-box policies is both to guard
against challenge from trading partners and to avoid
being counted toward the AMS. Thus, the AMS con-
straint is of value even if not particularly onerous.

The slow but fundamental changes that are
taking place in the agricultural policies of the major
industrial countries need the encouragement and
underpinning of international agreements. The
changes in these policies have generally been in the
direction of improving the climate for agricultural
trade, in contrast to the policy changes in the
1960s and 1970s which led to more trade conflicts.
The Uruguay Round was able to take advantage of
these changes, such as the 1992 Reform of the EU’s
Common Agricultural Policy (CAP) and to get firm
commitments on future policy directions and sup-
port levels. But this process of reform is still at an
early stage and needs to continue in order to avoid
a swing back toward the costly and ineffective poli-
cies of earlier times.

Some WTO members put weight on the reduc-
tion in domestic support through the AMS. The
United States has called for an “ambitious target” to

be set for the reduction of support. The Cairns Group
points out that the “overall levels of support for
agriculture remain far in excess of subsidies avail-
able to other industries.” But, as with the United
States, their target is clearly the trade-distorting
(amber box) policies. Canada, however, indicates
that it will seek “an overall limit on the amount
of domestic support of all types (green, blue, and
amber).” This could prove difficult. The European
Union has announced that one of its objectives is
to defend the blue box (in essence the compensa-
tion payments under the MacSharry and Agenda
2000 reforms) so as to avoid challenge to these
policies and their scheduled reduction.21 It missed
the chance of changing the nature of these pay-
ments to make them compatible with the green
box criteria, though this could come at some stage
in the negotiations.

The AMS constraints are acknowledged to be
the least effective of the Uruguay Round bindings.
But this does not mean either that they will not be
useful in the future or that a continued reduction
would not be appropriate. A continuation from the
same base would be a relatively modest move, and
yet even that will eventually result in 40 percent
of the “coupled” domestic support having been re-
moved or converted into less trade-distorting types
of programs. But it would be even more effective to
“catch up” with the reductions in import barriers
and export subsidies. Thus one could envisage an
agreed reduction of, say, 52 percent in the expendi-
ture on price-related policies.

The “blue box” containing the U.S. and EU direct
payments that were granted exemption from chal-
lenges under the Blair House Agreement was a
creature of its time, necessary to get agreement to go
ahead with the broader Uruguay Round package. It
is, however, still a somewhat awkward bilateral deal
not appreciated in other parts of the world. Such
an anomaly could possibly be removed in the next
round. The policies of the United States and the
European Union themselves are changing for internal
reasons. The U.S. Federal Agriculture Improvement

20See the paper by Uruguay (WT/GC/W/154). The URAA mandated
negotiations to discipline export credits and guarantees. But whether
this means that their regulation can be considered part of the UR
package or not is doubtful. In practice, the outcome of such negotia-
tions will be rolled into the agreements that come from the new
round, particularly if linked to the removal of export subsidies and
constraints on exporting by state trading enterprises.

21As in the case of export subsidies, EU authorities would not be averse
to reducing direct payments over time. However, they have not yet
found a politically acceptable formula for doing so.
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and Reform (FAIR) Act of 1996 goes further than
ever before to make the payments to farmers
decoupled from output and, therefore, compatible
with the green box. The European Union has con-
sidered a similar move as a part of the continued
reform started in 1992, as a way of making the CAP
consistent with enlargement, but for now the idea
has been shelved.22 The task for the new round will
be made much easier if the European Union and
United States have both modified their payments
such that they meet the conditions laid down in
the green box. The blue box could then be emptied
and locked.

The green box presently contains a number of
policy instruments that, while probably less trade
distorting than price or income supports, still encour-
age an expansion of output. Sometimes they are
related to otherwise reasonable programs such as
crop insurance, but incidentally increase the incen-
tive to produce by reducing risk. Other programs
may be indirectly linked with production even
though the main reason for payment is not output.
This might be true of certain environmental pay-
ments, which could lead to an increase in output.
But exporters fear that to re-open the definition of
the green box might, however, allow countries to
argue that it be expanded to include food security
policies and non-decoupled support schemes de-
signed to keep farming in certain areas.

This issue of the size of the green box appears
to be where much of the pre-negotiation rhetoric is
targeted. The argument is usually shrouded in terms
of the “multifunctionality” of agriculture. The con-
cept of multifunctionality is not in itself particularly
novel, as agriculture has always played a complex
role in rural societies, and rural areas have a vital
place in national social and political life. But the
European Union has latched onto the concept as a
way of both providing cover in the WTO for policies
that it would like to maintain and also providing a
rationale for paying farmers in ways that are not
tied to commodity output. Exporters are trying to
neutralize any impact that the idea might have by
pointing out that multifunctionality is neither
restricted to Europe (though the EU Commission
tends to link it to a European farming model, by
implication different from the system of farming
in competitor countries) nor indeed to agriculture.
Importers are trying to link it to the “non-trade con-
cerns” which are mentioned in Article 20 of the
URAA as requiring consideration in planning the
reform of the trade system.

The basic question remains:  What does multi-
functionality mean for trade policy? On the one
hand, it could merely be a recognition that a variety
of programs will be maintained in most societies
which target specific aspects of rural life. For the
trade system to be seen to rule out such programs
would seem to be as risky as seeming to go against
concerns of human health and animal welfare. On
the other hand, if trade-restricting policies were to
become the accepted instrument for maintaining
multifunctionality, then that could signal a regres-
sion to the time of expensive commodity market
distortions. The green box was intended precisely
to deal with such rural concerns. It would be better
to confirm the criteria for the green box and encour-
age multifunctional policies to conform rather than
opening the green box up to be a repository for an
assortment of production related payments.

One change in the constraints on domestic
support that will probably be discussed is to make
the AMS specific to individual commodities. This
was the original intention in the Uruguay Round: 
It was at the Blair House negotiations between the
United States and the European Union that the
notion of aggregating the AMS over all commodities
was introduced—essentially to weaken its impact.
The AMS could thus be made more binding at a
stroke by defining commodity specific amounts of
“coupled” price support expenditures that could
then be reduced over time.

THE EXPANDED CORE AGENDA
The core agenda is likely to be expanded by

refinements and additions to the URAA. Three
areas appear to be on the list for inclusion in this
expanded agenda. These are issues that have been
the concern of the Committee for Agriculture and
the subject of papers in the Analysis and Informa-
tion Exchange process. They include the way in
which the TRQs in agriculture are administered,
the activities of state trading enterprises (STEs), and
the rules regarding export taxes and restrictions.
Each of these items is closely related to the core,
but each will probably require additional rules as
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22The Agenda 2000 reform of the CAP, agreed to in March 1999, did not
change the conditions for the direct payments to cereal farmers. Use
of the land in program crops is still required. If new members are
admitted under these conditions it is difficult to see how the European
Union could avoid paying the direct payments to their farmers. This
would constitute a large part of the budget cost of extending the CAP
to new members.
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well as the continuation of cuts and the adjustment
of schedules. But in each case the item is a part of
a broader question that could be influenced by
whether the agricultural talks are “stand alone”
negotiations or a part of a larger package.

Administering TRQs
As a number of countries recognize in their

position papers, the issue of developing a more uni-
form system for the administration of the TRQs is
one of the most urgent tasks for the new agricul-
tural round. TRQs for agricultural imports have
created a new wave of governmental interference
with trade through licensing procedures and pro-
vided a playground for rent-seeking traders—who
will, in turn, have an incentive to lobby for the con-
tinuation of the high above-quota tariffs. The ques-
tion is how to prevent the TRQs from interfering
any more than necessary with the competitive
development of trade.

One answer to the question lies in the method
of allocation. In some cases allocation is done on a
government to government basis, usually in accor-
dance with historical market shares. But this perpet-
uates distortions in trade. To allocate the TRQs to
the exporting country government, as is done for
instance in the case of U.S. sugar imports, implies a
deliberate attempt to influence the pattern of trade
in favor of the recipient countries.23 This has been
done in the past to target development aid or reward
political friendship.24 Such non-market allocation
schemes may have had their purpose. They do not,
however, promote the competitive trade system
that is the fundamental goal of the WTO. Efficient
producers can make no headway against the assured
market shares of the quota holders. Even allocating
TRQs by country based on historical market shares
does not ensure that the sourcing of supplies for
the importer bears any necessary relation to the
competitiveness of the supplier.

The simple solution to the efficiency problem
is to allow quotas to be auctioned, as has been sug-
gested in some academic circles.25 This would
seem an economically sensible solution to the prob-
lem of the capture of rents and to counteract the
incentives to keep the system in place. But this is
also a reason why exporters in particular are likely
to resist such a move. If the TRQs were auctioned
to the exporter the impact would be much like a
tariff. The exporter would bid up to the height of
the tariff concession for the right to sell in the 

import market. The capture by the government of
the rent through the auction process in effect turns
the TRQ into a quasi-tariff, with the height discov-
ered through the auction process. Where the TRQs
replace previous access agreements in which the
quota was allocated to the exporter, the result of
the auction would be to reduce the return from
selling into this market. Thus, there could be con-
siderable resistance to the auctioning of TRQs.

The type of allocation mechanism that causes
most problems, however, is that which gives the import
rights to domestic concerns. Exporters feel they are
neither getting assured access (as the agency or
firm concerned can choose not to import the product,
leading to underfill of quotas) or they are not gaining
the benefit of the access (in essence not receiving
any of the quota rent). In instances when the TRQs
have a deliberate purpose, such as the EU arrange-
ments with the African, Caribbean, and Pacific countries
(ACP) and those of the Mediterranean Basin, capture
of rents by the importing firms negates much of the
benefit of the scheme. When competing domestic
producers receive the import entitlements (as has
happened in a few cases) then the market access
inherent in the TRQs may be elusive.

Any allocation mechanism is subject to criticism.
Using historical shares locks in trade, auctions tax
the exporter for what is supposed to be market access,
and allocation to import agencies encourages rent-
seeking. The best solution in the end may be to steadily

23The U.S. sugar import regime, involving the establishment of TRQs for
traditional suppliers, was introduced in 1982, and thus predates the
Uruguay Round. However, the quotas are now included in the WTO
Schedule for the United States as part of its commitments made in the
Uruguay Round. An argument might be made that the quota allocations
were in any case likely to be distorting trade, as they took no account
of changes in costs among suppliers. They were also of dubious con-
sistency with GATT Article XIII, which endorses the use of market
shares for the initial allocation of quotas but argues that they should be
revised when changed circumstances render that allocation distorting.

24Other examples that have caused trade friction include the EU alloca-
tion of TRQs for bananas, contributing to the WTO trade dispute, and
the U.S. allocation of quotas for dairy products—to the benefit of the
New Zealand Dairy Board. The recent WTO panel report in favor of
Ecuador’s claim that it should have received a larger share of the EU
banana market has confirmed the interpretation of Article XIII that quotas
should change to reflect cost and competitiveness among suppliers.
The U.S. dairy quota allocation raised awareness in the United States
of the significance of STEs other than the Canadian Wheat Board.

25Tangermann explores the arguments in favor of auctioning the TRQs
(Tangermann, 1997). The issue of auctioning quotas was addressed
some years ago by Bergsten and colleagues in the context of U.S.
import policy. It is an interesting comment on the lack of economic
rationality in trade policy—and the attraction of rents to trading inter-
ests—that such a simple device as auctioning quotas has not so far
caught on with politicians and policy-makers (Bergsten, et al., 1987).
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increase the TRQs, as suggested above, or to reduce
the rents by cutting above-quota tariffs, until the
issue of how to allocate them is rendered moot.

State Trading Enterprises
There are three separable issues surrounding

state trading.26 One is the question of whether
state trading importers can reduce market access
below the levels agreed in the schedules. The sec-
ond question is whether exporter state traders can
use “hidden” export subsidies to increase market
share.  The third issue is, in contrast to the suspicion
of export subsidies, a fear that exporters with exclu-
sive or special privileges can exploit consumers by
using their monopoly power. The first two of these
are largely agricultural issues, and will probably be
subsumed in the agricultural talks. The third issue
is more general, and should rightly be dealt with in
the broader discussions on competition policy, a
topic of a subsequent section in this paper.

The issue of state trading enterprises that have
special or exclusive rights in import markets can be
thought of as an extension of the problem of market
access. Under WTO articles, state trading importers
are not supposed to grant more protection than that
given by the bound tariff (Article II:4, GATT 47).
Countries could, however, go further than just ensuring
that state trading importers do not give more protec-
tion than the bound tariff.  It would be possible for
instance to link the administration of the TRQs with
the import operations of state traders, perhaps con-
verting the TRQ into an obligation to import rather
than an opportunity. This could reduce the suspicion
that STEs might be responsible for the underfill of
the quotas. At the other extreme, one could mandate
that all (or a share) of the TRQ be marketed through
private channels, thus providing some competition
for the STE and allowing price and markup compar-
isons to be made.

The quantification of export subsidies and their
reduction has left more visible the distinction between
those countries where exports are privately sold from
those where a parastatal controls such exports. There
is widespread concern in those countries where trade
is by private firms that the state trading enterprises
can obtain cheap credit from their governments,
offer better terms to buyers, and generally compete
unfairly with the private trade. To the extent that these
practices could be labeled as export subsidies, the issue
is one of monitoring and transparency. But some
commonly used devices such as price pooling (giving

the producer an average price over several destinations
or time periods) are also seen as giving the producer
an unfair advantage. It might, therefore, be a matter
for negotiation as to whether any constraints need
be placed upon STEs with regard to their producer
pricing policies.

The question of single-desk selling agencies for
agricultural products is at the heart of this issue. On
this there are some clear conflicts between the
exporters. The United States has indicated that it would
like to “strengthen rules … disciplining activities of
state trading enterprises.” The Cairns Group (with
Canada as a member) is tactfully silent on the
issue, but Canada (in its “Initial Position” document)
states unequivocally that it wishes to “maintain
Canada’s ability to choose how to market its products,
including through orderly marketing systems such as
supply management and the Canadian Wheat Board.”
It attempts to head off a confrontation with the United
States by indicating that it will “not engage in sterile
debates over alternative marketing philosophies,”
though it also indicates a willingness to “discuss
any factual concerns” over “alleged trade effects of
orderly marketing systems.” Demonstrating that the
best defense is often a good offense, Canada adds that
it will “seek to ensure that any new disciplines pro-
posed to deal with the perceived market power [of
single-desk sellers] apply equally to all entities,
public or private, with similar market power.” What
holds for the Canadian Wheat Board (CWB) must
hold for Cargill as well!27

Different marketing practices among exporters
are inevitable, and not in themselves undesirable.
But international guidance is needed as to which
practices of parastatal export agencies are con-
sistent with agreed conditions of competition and
which distort that competition. Now that the more
clear-cut kinds of export subsidy have been identi-
fied and included in the country schedules of
allowable subsidies, the main task of the negoti-
ations will be to clarify the definition as regards the
actions of state trading exporters.28 This would
ensure that such actions as dual pricing and price
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26For a more detailed discussion of this issue, see Josling (1998).
27Of course one can argue about the interpretation of “similar market

power,” but it remains true that many Canadian farmers claim that
even if they were relieved of the obligation to sell to the CWB they
would have to sell to one of a very few U.S. multinational corporations.

28In this regard the outcome of the dispute over Canadian dairy exports is
useful. The panel report has indicated that the use of special export grades
of milk,which can be sold at a lower price to processors for export of
dairy products, constitutes a form of export subsidy under the URAA.
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pooling, if deemed to be hidden subsidies, could be
counted against the schedule for that country.

Export Restrictions
In the next round, importers are likely to lead a

movement to constrain the ability of exporters to
restrict supplies. After all, restraints on exports are
no less inconsistent with an open trade system than
restraints on imports. Export taxes should be in-
cluded under the same qualifications as quantitative
restrictions. The argument has already surfaced in
connection with the Food Security Declaration ap-
pended to the Uruguay Round Agreement (the Min-
isterial Decision on Measures Concerning the Pos-
sible Negative Effects of the Reform Program on
Least-Developed and Net Food-Importing Developing
Countries). It seems inconsistent to leave in place
the possibility of export taxes and quantitative
restrictions that have an immediate and harmful
impact on developing country food importers.

The practice of export taxes and export restraints
through quantitative controls can conveniently be
thought of as an extension of the issue of export
competition. Within the GATT, export controls are
generally disallowed, though export taxes are deemed
innocuous. Article XI of GATT 1947 prohibits quan-
titative export restrictions, but makes an explicit ex-
ception for “export prohibitions or restrictions tem-
porarily applied to prevent or relieve critical shortages
of foodstuffs or other products essential to the ex-
porting contracting party.” There is a clear conflict
between the ability of exporters to withhold supplies
to relieve domestic shortages and the reliability of
the world market as a source of supplies for importers.
The inclusion of stronger disciplines on export taxes
and embargoes is likely to be part of the next round
of agricultural talks.

Several countries have indicated their views on
this matter. Canada indicates that it will seek a ban
on “the inclusion of food and feedstuffs in national
security embargoes” together with a ban on “export
restrictions that would reduce the proportion of the
total supply of an agricultural product permitted to
be exported compared to the proportion prevailing
in a previous representative period.” Japan also argues
for strengthening the disciplines concerning export
taxes and export restrictions in part to “redress the
balance of rights and obligations between exporting
and importing countries.” Developing countries have
so far focused on other aspects of food security, such
as putting “teeth” into the Ministerial Decision. The

EU paper does not mention export restrictions and
taxes:  It was the introduction of export levies in
1995 and 1996 to keep cereal prices from rising on
the internal EU market that has reawakened
interest in the issue of export restrictions.

PARALLEL ISSUES FOR THE 
NEGOTIATIONS

As if the core agenda and its extensions were
not enough, negotiators will be faced with a set of
“parallel” issues that could determine both the tone
and even the content of the agricultural talks. These
include the safety and environmental issues as well
as those of trade preferences and regionalism. Agri-
culture is intimately involved in each area, though
the main discussions will be outside the agricul-
tural talks.

Health, Safety, and Environmental Issues
Among the most controversial issues that will

confront negotiators is that of disparate health,
safety, and environmental standards. Some of these
issues have been around for a long time. Others are
new and pose a challenge for the trade system as a
result of their novelty. Some reflect increasing sen-
sitivity of consumer and environmental groups to
food-related issues. Others arise because firms find
the different costs of compliance to have an impact
on competitiveness.

Conflicts arising from different sanitary and
phytosanitary (SPS) standards have posed problems
for the GATT for many years. Under the GATT 1947,
sanitary and phytosanitary measures which impinged
on trade were covered by Article XX(b), which allows
countries to employ trade barriers “necessary to
protect human, animal or plant life or health” that
would otherwise be illegal—so long as “such measures
are not applied in a manner that would constitute a
means of arbitrary or unjustifiable discrimination
between countries where the same conditions prevail,
or as a disguised restriction on international trade”
(Josling, Tangermann, and Warley, 1996). But Article
XX had no teeth:  There was no definition of the
criteria by which to judge “necessity,” and there was
no specific procedure for settling disputes on such
matters. The attempt in the Tokyo Round to improve
on this situation through the Agreement on Technical
Barriers to Trade (1979), known as the Standards
Code, also failed. Though a dispute settlement
mechanism was introduced and countries were



JULY/AUGUST 2000       63

encouraged to adopt international standards, rela-
tively few countries signed the Code, and a number
of basic issues were still unresolved.

Intensive negotiations in the Uruguay Round
led eventually to a new SPS Agreement that tried to
repair the faults of the existing code. This Agreement
defined new criteria that had to be met when imposing
regulations on imports more onerous than those
agreed upon in international standards. These in-
cluded scientific evidence that the measure was
needed; assessment of the risks involved; and recog-
nition of the equivalence of different ways of testing
and sampling. In addition, the dispute settlement
mechanism was considerably strengthened under
the WTO to make it easier to obtain an outcome
that could not be avoided by the losing party.29 The
force of the SPS Agreement comes in part from the
more precise conditions under which standards
stricter than international norms can be justified
and partly from the strengthened dispute settlement
process within the WTO. In this regard, much was
expected of the panel report in the beef-hormone
dispute between the European Union on the one
hand and Canada and the United States on the
other. This was widely seen as a test case for the
new SPS Agreement.30

The SPS Agreement was reviewed earlier this
year by the SPS Committee, which found no reason
to suggest modifications. The United States and the
Cairns Group are not likely to wish to tamper with
a hard-won agreement that has “science” at its core.
The European Union, however, has let it be known
that a few amendments would not be out of place.
The desire to build in the reaction to consumer con-
fidence is natural:  Presumably it could be argued
that the beef-hormone case would be rendered moot
by a well-crafted clause written into a revised SPS
Agreement. The question as to whether the trade
system can tolerate regulations that take into account
subjective or irrational consumer demand shifts is
one of the most contentious issues in trade policy
between the United States and the European Union.

One particularly contentious issue that is directly
relevant to the global agri-food system is the extent
to which the use of genetically modified organisms
(GMOs) is harmful to the environment or indeed to
consumer health.31 Concerns with transgenic crops,
such as those with herbicide resistance built into
their genetic make-up, have centered around the
possibility of unpredictable crosses with wild species
and, hence, the development of herbicide resistant
weeds. Those with genetically-manipulated insect

resistance give rise to concerns about the develop-
ment of resistant insects and about collateral damage
to harmless or beneficial insects. Clearly there needs
to be vigilance to avoid the undesirable side effects
of otherwise useful technology. Other fears are that
consumers who suffer from plant-related allergies
may react to the presence of genes from those plants
to which they are allergic. The most commonly
recommended remedy for preventing such problems
is adequate labeling, but even this creates problems
for public policy.

That the GMO issue will come up in the trade
talks is inevitable. How it can be resolved, or at
least channeled in a way that does not impede
other areas of the talks is less certain. The United
States has suggested that “additional approaches
that address market access issues for biotechnol-
ogy products” be pursued. Canada has suggested
a Working Party to look at all aspects of the GMO
issue, presumably including labeling and import
restrictions, as a way of dealing with the issue
directly. The European Union has positioned itself
to take the view that existing agreements (such 
as the SPS and Technical Barriers to Trade (TBT)
Agreements) may need to be revised in the light 
of the challenge of GMOs. The exporters have 
been trying to coordinate their positions through
the Cairns Group and through bilateral talks. 
The Asia-Pacific Economic Cooperation (APEC)
ministers have also been discussing the development
of a coordinated plan for the regulation of trade 
in GMOs. The apparent aim at the moment is to
isolate the European Union on this issue rather 
to engage it in a trade forum.

Creeping up behind GMOs as the next contro-
versial issue is that of animal welfare. Few topics
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29The Decision on the Application and Review of the Understanding
on Rules and Procedures Governing the Settlement of Disputes (the
Dispute Settlement Understanding) provides a framework for the bet-
ter enforcement of panel rulings. To block the adoption of a Report
from a Panel now requires consensus. Any party may appeal the rul-
ing (on issues of law), but the Appellate Body Report is final.

30On July 31, 1981, the EC Council of Ministers adopted a Directive
banning hormones in livestock production (81/602/EEC).  This led,
after a tortuous legislative journey, to the enactment of regulations on
December 31, 1985, which banned the use of all of the hormones for
growth promotion purposes and established regulations for the use of
these hormones for therapeutic purposes.  This Directive was challenged
in the European Court of Justice, and was annulled by the Court on
procedural grounds.  Finally, the Directives were reintroduced by the
EC Commission and readopted by the EC Council as Council Directive
88/146/EEC on March 16, 1988.

31For a full discussion of this topic, see Nelson, et al. (1999). The trade
policy implications are elaborated in IPC (1998a).
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engender public outrage, at least in Northern
Europe, and pose more serious problems for inter-
national regulation. Farmers in Europe are already
having to modify their farming practices to meet
new animal welfare standards. They are naturally
arguing that it would be “unfair” to leave them to
compete with producers who do not have to meet
the same standards. The issue will revolve around
whether some degree of protection at the border is
allowable to compensate for the extra costs, whether
border controls can keep out goods produced under
conditions considered unsuitable by the importing
country, and whether direct assistance can be
given to domestic farmers who are burdened by
such regulations without such assistance being
considered “yellow-box” support. In this respect,
the animal welfare debate may become part of the
discussion on environmental programs, where the
same choices apply. But the animal welfare issue
could also take on some of the aspects of the GMO
controversy, if genetically modified animal products
start to be marketed.

The Trade Preference Issue
Trade preferences have a long history in agri-

culture. Countries in Europe (particularly France,
the United Kingdom, and the Netherlands) have
kept close commercial ties with their former col-
onies based on preferential access to their markets.
These ties were assumed by the European Union
under successive Lomé Conventions, the current
one of which expired in March 1999.  The European
Union suggested significant changes in the agree-
ment, in part to try to avoid the perpetuation of a
dependency relationship based on the export of a
small number of commodities with limited market
prospects. The Lomé Convention is in any case likely
to change markedly in the coming years:  It has been
declared to be in contravention of international
trade rules.32 The European Union was granted a
waiver until the year 2000 from the obligation to
bring the Lomé Convention into conformity with the
WTO rules. If such a waiver is still required after
that year, it will have to be renewed annually.33

Developing countries face a dilemma in the
area of trade preferences. On the one hand, many
developing countries benefit from them. On the
other hand, most of them grant preferences at the
expense of other developing countries. Exporters
under the schemes gain valuable access and higher
prices, but get locked into particular markets and

products. Those exporters that have not had exten-
sive preferences have in many cases outperformed
those that have had such access. Moreover, prefer-
ences that are given unilaterally by the importer 
do not have the same guarantees as trade access
under the WTO. Investors may remain wary of 
the future of some of the commodity preference
schemes.

Illustrative of the preference issue is the con-
flict over trade in bananas. A WTO panel found that
several of the mechanisms used to allocate banana
imports under the EU’s regime of quantitative restric-
tions violated international trade rules. The dispute
has put banana-exporting countries at odds with
each other and led to the (mistaken) view that the
WTO is being used to undermine the economies of
the smaller islands that are heavily dependent on
the crop for export earnings. The banana issue is
the most contentious trade policy issue for the
Caribbean and Central American regions.

The European Union has promised a new set
of regulations that should prove to be more WTO-
consistent. The urgency is that an unresolved
banana issue will be a problem for the European
Union as it enters into negotiations with its WTO
partners. The European Union will, if the beef-hor-
mone dispute is not rapidly settled, be saddled
with the burden of two adverse rulings by panels
with which it has not yet complied. But the solution
of the banana problem itself could eventually be
settled in the negotiations, just as the long-running
oilseed dispute was settled in a package (at Blair
House) along with the final agreement on agricul-
ture in the Uruguay Round.

32The first banana panel raised the issue of the legality of the Convention
under the GATT. The Convention could hardly be justified as a part of
a Free Trade Area, under Article XXIV of the GATT, as it was non-recip-
rocal. ACP countries did not have to grant duty-free access to the prod-
ucts of Europe. Preferences are also allowed under the so-called “enabling
clause” for giving advantages to developing countries. But the justifi-
cation of the Lomé Convention as a manifestation of “special and dif-
ferential treatment” in favor of developing countries, encouraged by
the GATT, was rendered doubtful by the fact that many developing
countries (in Asia, mostly) did not qualify for ACP assistance and 
trade benefits.

33The European Union is not the only body to grant trade preferences.
The United States runs regional preferences for Central America and
the Caribbean under the Caribbean Basin Initiative and other schemes.
Though these cover more products than the EU protocols, they are
also not WTO-compatible Free Trade Areas nor non-discriminatory
development assistance. They also have required a WTO waiver, 
and will eventually become reciprocal free-trade schemes.
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The Challenge of Regionalism
The most significant challenge to the WTO

comes from the success of a parallel means of trade
liberalization—that within regional trade pacts. The
recent growth of regionalism, unlike many of the
earlier regional trade pacts, has significant implica-
tions for agriculture. Many regional trade agreements
have in the past left agriculture out of the free-trade
provisions, in deference to the political sensitivity
of the sector and the potential conflict with domestic
policy objectives. The situation is rapidly changing.
Numerous regional trade pacts—the North American
Free Trade Agreement (NAFTA), the common market
among Argentina, Paraguay, Uruguay, and Brazil
(MERCOSUR), the Andean Pact, the Caribbean
Community and Common Market (CARICOM), and
the Closer Economic Relations (CER) Agreement
between Australia and New Zealand—all include
agriculture in their free-trade provisions. The coun-
tries of Central Europe have included agriculture fully
in the Baltic Free Trade Area (BFTA) and in a more
limited way in the Central European Free Trade Area
(CEFTA). The Europe Agreements that aim for free
trade between the Central and Eastern European
countries and the European Union also include
agriculture, albeit with some temporary quantitative
limits. In Asia the process has gone less far:  The
countries of the Association of South East Asian
Nations (ASEAN) have been unwilling to incorporate
agriculture as an integral part of their free trade area
(AFTA), though some commodities are included. To
the extent that these agreements do include agricul-
ture, this gives them a new significance in the process
of liberalizing agricultural trade and necessitates
some coordination with the multilateral process.

The fact that the new brand of regional trade
agreement includes agricultural trade within the bloc
is clearly a mixed blessing. It carries with it the danger
that high-cost production will be sheltered and
supported in these trade blocs, as Europe’s regime
of free trade within the European Union has done.
But this arose because of the high level of support
and protection at the border. Today’s new regional
blocs seem to have learned the lesson. In other
blocs, trade creation seems to have been the domi-
nant effect, helped in large part by the domestic
policy reforms that have gone hand-in-hand with
the regional trade pacts. Freer regional trade in agri-
cultural products seems, therefore, in most cases to
be consistent with, and hence a step towards, global
trade liberalization. The only major qualification is
that each member of a regional trade agreement

should reduce tariffs on third-country agricultural
trade so as not to increase regional preferences and
hence generate trade diversion. This could either
be done jointly through agreement with other
members on external protection, in the case of a
customs union, or independently through unilateral
liberalization, in the case of a free trade area. Multi-
lateral negotiations become the best way to keep
down the level of protection against non-partner
imports so as to avoid trade diversion. If both
internal and external protection are progressively
removed, the regional and the multilateral paths in
effect go hand-in-hand toward the same goal.

The potential conflicts between regional and
multilateral trade agreements urgently need to be
resolved. In the case of agriculture, the next WTO
round should integrate global and regional liberali-
zation processes. This could be done by establish-
ing targets for multilateral agricultural trade liber-
alization that are consistent with those already
announced within the regional and supra-regional
groups. Negotiations could even be facilitated by
the adoption of collective positions by regional
blocs.  The multilateral talks could incorporate
supra-regional negotiations as ways of achieving
the global targets and focus on the relationship
among such groups and between those groups
and outside countries.

Three possible ways could be explored to
strengthen the complementarity between regional
and global trade rules. Each of these steps supports
the multilateral system without provoking a direct
clash with the forces that are working for regional
trade integration.34 First, the existing WTO rules
on the acceptability of free-trade areas and customs
unions could be applied more rigorously.  The
requirement that “substantially all trade” be covered
should be clarified. Omitting a major sector of the
economy such as agriculture should not be possible,
and even omitting a handful of sensitive commodi-
ties should only be allowed if the existing (and
potential) trade in those products is negligible.
Moreover, the rule could be further strengthened
by agreeing that the exemption is of a temporary
nature, and that in time all trade would be covered.

Second, as a condition of the free-trade area or
customs union being accepted by other WTO mem-
bers, the countries participating should be required
to ensure that other countries are not adversely
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34For an elaboration of these arguments, see Josling (1998) and IPC
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affected. This should be done primarily through
reductions in the tariff levels against third countries.
Presently, countries can ask for compensation if
tariffs go up, but the most common cause of trade
diversion arises from a switch in suppliers that can
take place even if no tariffs increase. It would be
useful to require reduction in applied tariffs when
regional trade blocs are set up or expanded.

The third step that could usefully be taken at
the multilateral level is to ask the Committee on
Agriculture, in conjunction with the committee that
oversees free trade areas and customs unions, to
report on the activities of these blocs in light of the
multilateral trade reform process.  Such reporting
could include monitoring of trade flows and prefer-
ence levels, as well as policy changes that have
significance for the multilateral system. Circumstances
where a conflict between regional and global liber-
alization and trade reform is likely could be identi-
fied and discussed. Trade blocs would in this way 
be obliged to defend their actions in the light of 
the application of global rules and objectives. Other
countries would have an opportunity to question
such developments rather than relying exclusively
on the dispute settlement process to challenge cases
of conflicts. Such additional ongoing scrutiny would
greatly improve understanding about the magnitude
of the conflict between regional and multilateral
trade processes and rules in agriculture.

RELATED ISSUES
Even further removed from the realm of agri-

cultural trade negotiations, but in many ways as
relevant for the sector, are three additional issues
that might become a part of the next round. One is
the regulations surrounding intellectual property.
As a result of the spread of biotechnology, agricul-
ture now has a stake in this regulatory process.
Foreign investment is also increasingly important
to the agricultural sector, and that again could be
on the agenda for the round.  Finally, the large and
complex issue of competition, already mentioned
above in connection with the activities of state
trading enterprises, could be a subject for at least
initial discussion.

Intellectual Property Issues in Agriculture
Among the newer aspects of international trade

policy is the setting up of rules regarding intellec-
tual property. The emergence of international rules

predates the GATT Uruguay Round, with the estab-
lishment of the World Intellectual Property Organi-
zation (WIPO), but there was insufficient incentive
for countries without intellectual property protection
to join. But the breakthrough came in the Uruguay
Round when the negotiating countries signed the
Trade Related Intellectual Property (TRIPS) agree-
ment. TRIPS brought a degree of harmonization to
the disparate treatment of patents, copyrights, and
trademarks in various trading countries.

One important area of the food and agricultural
sector where the rules on intellectual property are
significant is in the input industries. The seed
sector, in particular, has already made use of such
international values to try to reclaim some revenue
from farmers. The ability to patent plant varieties
has been a controversial topic for some years. Now
one has the possibility to patent particular manipu-
lations of genetic material such as is at the root of
biotechnology. This would give a much greater
chance for companies to license new varieties to
others to plant.35 This is of concern among some
who fear that the highly concentrated seed industry
could extract considerable profits from farmers
worldwide, as they would have to pay from season
to season for planting even their own retained seed.

A second linkage between agriculture and
intellectual property is in the area of geographical
trademarks and appellations. It is widely held that
such geographical labels help the consumer to pick
a brand on which they can rely. It is also possible
that the same useful information can have the
effect of inhibiting competition and earning scar-
city rents for the holder of the patent. But, regard-
less of the merits of particular systems of labeling,
some form of brand identification is an important
part of the trade system in foods as in other areas.
The European Union is particularly keen to see an
extension of the protection for geographical appel-
lations (it does not wish to consider them as mere
trademarks) as a reflection of the commercially
important name recognition of many European
food specialties. In any package of measures, some
further protection of this type could have a useful
role as an issue that the European Union can sell 
to its domestic constituents.

35Though plant breeders’ rights have been recognized since the 1930s
in the United States, it has proved impossible to patent improvements
that come through selection in the field (landrace crosses) and not easy
to see the justification for doing so. But when the improvement comes
in the laboratory, as a result of using particular genetic material in a
biotech process, the case for restricting unlicensed use increases.
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Foreign Investment and Agriculture

The global system, whether in agri-food prod-
ucts or in automobiles or computers, depends on
foreign investment. But global investment also re-
quires rules, and these are not yet fully developed.
Several issues are at stake in the area of investment:
Assurance of the host country authorities that the
assets owned by foreigners will not be expropriated,
that earnings from investments can be taken out of
the country, and that there will not be undue restric-
tions (such as requirements to use domestic inputs
or to export a share of outputs) on the foreign oper-
ation. Firms have alternatives, and countries that
maintain policies that are not investment-friendly
may lose the opportunity to participate in the global
division of labor. The global reach of food retailing
and processing similarly requires the assurance that
facilities abroad will not be expropriated and that
undue restrictions are not placed on the repatriation
of earnings.

Some start to the forging of a more transparent
investment environment was made in the Uruguay
Round, with the Agreement on Trade Related Invest-
ment Measures. More recently, the Organization for
Economic Cooperation and Development (OECD)
countries have been trying to work out a Multilateral
Agreement on Investment (MAI). At present the MAI
is moribund, a victim in part of unfavorable reactions
from the non-OECD countries. But the European
Union has promised to raise the issue again for
inclusion in the next round of trade talks. Devel-
oping countries are generally wary of negotiating
on a topic where they consider that they have little
to gain and something (at least in policy flexibility)
to lose. Agricultural issues have not been promi-
nent in the investment rule debate, but the outcome
of these negotiations will clearly have an impact on
the agri-food sector.

Competition Policy
The third and more profound set of related

issues is the need for international rules on compe-
tition policy. It could be argued that a global trade
system needs global competition laws, but this
argument has had little effect so far on trade policy
discussions. Whilst some are calling for full-scale
negotiations on international competition policy,
others maintain that the most one can do is to make
sure that each trading country has its own anti-
trust policy in place. But the minimalist approach
is unlikely to be satisfactory as a long-term solution

by itself. The best policy for curbing misuse of
market power in any one country is an open trade
system. But the very openness of the trade system
allows large firms to develop market power in the
world market. Global competition policy will even-
tually focus more on market power in world mar-
kets than on enforcing competition policy in each
national market.

The issue of competition is at the heart of the
conflict over state trading. Without market power
the state trader can do little.36 If markets are con-
testable, the agency that imports cannot sell for
more on the domestic market than a private trader
who buys at world prices and pays a tariff. An export
STE can only buy products to sell abroad if it pays
the same price that private traders would pay. It
has no incentive to sell below world prices, other
than to remove inventories or to develop markets:
In this respect it acts the same as a private firm. It
is the ability to block other imports or to act as the
exclusive sales agent for farmers that sets parastatals
apart from other marketing agencies. But it is diffi-
cult to see how one can develop effective disciplines
on competition among agricultural enterprises
without tackling the problem across all sectors.

Parastatal agencies in agriculture are, of course,
only one set of institutions that might eventually
fall under the watchful eye of the WTO. Concentra-
tion of economic power is not confined to public
agencies given monopoly rights in importing or
exporting. Private firms can have significant market
power to influence prices. Should there be any
rules relating to the use of market power in inter-
national markets? What are the dangers that the
rules are trying to prevent? Is the problem the
withholding of supplies to raise the price of com-
modities? This seems relatively unlikely in the case
of basic foods, but could happen with vital supply
components. Or is the problem one of dumping
and market disruption? The incorporation of anti-
dumping rules in a set of more comprehensive
competition regulations is the object of many trade
economists. Whatever is agreed upon will have sig-
nificant implications for global agriculture.

OTHER INFLUENCES ON THE AGENDA
Some of the most important items are not even

on the agenda. One of these is the question of
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MacLaren and Josling (1999).
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China’s membership, which was still under negoti-
ation at the time of the Seattle Ministerial. A some-
what different issue is the debate that is continuing
in many quarters on the costs and benefits of glob-
alization. The round will act as a focus for those
who are discontented with the process of liberal-
ization and its role in promoting global markets.
Trade officials are taking seriously the need to engage
the public in an attempt to convince domestic con-
stituencies of the value of continuing the process.
Agriculture and food issues promise to have a
prominent place in this debate. Finally, the exoge-
nous forces of weather, crop failure, and other
market perturbations will also play a role, though
in what way is not entirely clear.

Expanding Membership of the WTO
The application of China for re-entry into the

WTO (it withdrew from GATT membership in 1950)
poses very significant problems and enormous possi-
bilities for agricultural trade, as for many other aspects
of the international trade system. The opportunities
are the result of the huge market potential and the
strong economic growth. China could undoubtedly
become a major player in agricultural markets:  The
issue is under what conditions and rules will such
trade take place? Besides issues of market access,
Chinese accession raises fundamental systemic
questions such as the behavior of the state trading
entities in China and indeed the extent to which
the government controls, albeit indirectly, all trade
decisions in that country. As a major player in agri-
cultural trade markets, the terms under which
China should be allowed into the WTO will have 
a significant impact on the rules that can be set 
for other countries with parastatal agencies 
active in the market.

The conclusion in 1999 of bilateral talks be-
tween China and the United States has given new
hope that accession will soon be a reality. Elements
within the Chinese government that are favorably
inclined to the continued opening up of the econ-
omy have apparently prevailed, and presented a
package that offered major concessions to the
demands of the United States. Following talks with
the European Union, this agreement could provide
the basis for membership by some time in the year
2000. The generally liberal thrust of the Chinese
offer could be of significance in the agricultural
talks. China is reported to have agreed not to use
export subsidies. Domestic support levels are also

to be bound at low levels. Tariffs of a modest level
will leave that country far more open than any of
the other Asian importing nations, and almost as
low as the most liberal members of the Cairns
Group. This could have an impact on the talks. The
prospect of a large open market in China is likely
to encourage other countries to gear their agricul-
tural policy toward exports.

Russia has also requested to join the WTO,
along with the Ukraine and several other parts of
the former Soviet Union. The problems that will
emerge when these negotiations get under way will
have some of the same features as the talks with
China. Other countries will be concerned with the
role of the state and the extent to which exports
can be subsidized or imports restricted by non-
transparent state action. However, some of these
countries have made major political reforms that
make them “open” and less likely to cause funda-
mental conflict with WTO rules. For these, one
might anticipate somewhat more speedy negoti-
ations than have been the case with China. They
could even enter the WTO within the next year or
two. But this is not true in the case of Russia. Until
such time as that country develops a stable admin-
istrative system capable of implementing WTO
rules and obligations, it may have to be content
with “observer” status.

The Politics of Globalization
The globalization of the food and agricultural

sectors that has taken place over the past two
decades has changed the relationship between
trade policy and the agricultural sector in critical
ways. Among these is the fact that agriculture has
been caught up in the politics of globalization.
Nowhere is that more clearly seen than in the area
of health, safety, and environmental standards. The
political setting in which discussions of the SPS
Agreement will take place, both with respect to the
impact of globalization and with regard to the role
of developing countries, could in part determine
the future of the agreement. The WTO Council will
be under pressure from nongovernmental organi-
zations to address the impact of globalization on
the environment, income distribution, and national
sovereignty. One aspect of this pressure will be
related to food safety. The politics of food safety
has been transformed by a chain of events that has
sensitized public interest groups, particularly in
Europe, to the question of the reliability of the food
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system. Starting with problems arising from the
misuse of hormones in animal feed in Europe in
the 1970s, through adulterated wine and vegetable
oil in the 1980s, to the bovine spongiform enceph-
alopathy outbreak (“mad cow” disease) and the
dioxin scare of the 1990s, a series of unfortunate
health problems has convinced consumers and
consumer watchdog groups that the regulatory sys-
tems are not always adequate. In addition, scientific
bodies have also lost credibility in some countries
in part as a result of evolving knowledge about the
health effects of certain chemicals. Most important,
politicians have become discredited as a source of
assurance. Transferring responsibility to the inter-
national level does not seem to have helped
establish credibility. There is a widespread public
perception that international rules are imposing
lower standards on countries through insistence on
science-based risk assessment.37

What does this mean for international trade
policy? Though there is little evidence that increased
international trade in agricultural goods and food-
stuffs has had any deleterious impact on food safety,
the tendency is always present to make the link
between importing food products from overseas
and more lax health and environmental standards.
As a consequence, food scares often have more than
a proportional impact on trade. Export interests are
unlikely to be sympathetic to the “irrational” views
of foreign consumers, who, exporters believe, should
learn to trust the authorities, even though their own
consumers can be equally unpredictable. Exporting
governments support this rational view, in particular
since they don’t have to face elections in the importing
countries. From the standpoint of the politics of glo-
balization, this plays into the hands of those who
paint multinational companies as insensitive and
mercenary. Thus at the Seattle meeting, where another
act in the drama will be played out, governments
are going to have to show enough concern about
food safety to avoid losing the initiative to those
who will use food scares to convince the public
that global food systems are stacked against the
consumer interest.

World Market Conditions and Trade Talks
One of the intriguing questions about trade lib-

eralization in agriculture is the relationship
between trade talks and world market conditions.
On the one hand, it was clear from the experience
of the mid-1980s that a period of low commodity

prices concentrated the attention of agricultural
politicians and brought the financial departments
of governments to the view that they had to reform
farm policies. The export subsidy war was becoming
too expensive. But the pressure was off by 1990, as
prices recovered. Reform succeeded in the mid-1990s
in part because world prices were firm, and farmers
felt they could live without the safety net of govern-
ment purchases.38 But commodity prices tumbled
again in 1998 and no immediate sign of recovery is
at hand. The United States launched a financial rescue
package in 1998 and followed it up with more relief
in 1999. These emergency packages, whether or
not strictly in the “green box” have certainly been
in response to low prices, and thus must have some
effect of keeping up production. It will be less easy
for the United States to argue that its policy is now
fully decoupled from prices and hence is production-
neutral. On the other hand, the low prices have
threatened a further budget crisis in the European
Union, in particular in the face of its imminent
enlargement, and made yet another CAP reform
package likely in the next three years.

The interests of developing countries might
also seem to be tied to world price movements. At
times of high prices, food importers look for reli-
able food supplies both on commercial and con-
cessional terms. In the 1970s, this translated into a
focus on international agreements, food aid, and
storage programs. Trade liberalization was delayed
as countries geared up for shortages. But devel-
oping countries would also seem to be reluctant to
liberalize when world prices are low, as in the mid-
1980s, because domestic producers fear inter-
national competition. Some liberalization is pos-
sible at times of rapid currency devaluation during
a period of adequate world supplies. Conversely, it
may be most difficult to reform policies when world
prices are firm.  No one knows for sure how world
prices will develop over the course of the next
round, but economic recovery in Asia, together
with any crop shortages, could provide a positive
backdrop for the conclusion of the next set of agri-
cultural negotiations.
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37It is arguable whether environmental groups really fear a “race to the
bottom” or merely a loss of influence as decisions are removed from
local and national control to the international arena, where the multi-
national firms may be presumed to have more influence.

38Farmers in both the United States and the European Union did rather well
out of reform, gaining initially from the compensation payments at a
time when world prices were high (see Orden, Paarlberg, and Roe, 1999).
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THE TIMING OF THE NEGOTIATIONS

There are a few fixed points that give an indica-
tion as to the timing of the agricultural talks. The
URAA itself mandated negotiations on agriculture
to be started before the end of the transition period,
i.e., in 1999. But starting the talks does not mean
that they will move fast or far without further in-
centives or deadlines. It would be useful to get 
the talks off to a fast start, as soon as negotiating
authority is received by the major actors, but there
will always be elections or market developments
that make it a bad time for some country or other
to agree to liberalization. One of the few deadlines
is 2003, when the Peace Clause expires. Thereafter,
unless the Peace Clause is renewed, the general
WTO rules governing subsidies and dumping will
apply to agriculture. This will presumably give a
useful boost to negotiations if they are not com-
plete by that date. The promise to renew the Peace
Clause may also be a useful incentive for countries
such as the European Union to continue reforms.

Adding to the factors that might delay com-
pletion of the Round is the increased number of
countries that will be taking part. Moreover, China
and other aspirants (though not Russia) could also
be members either near the start of negotiations or
before they conclude. This will bring in important
agricultural traders who will have considerable
influence on world market conditions, but it may
make reaching a solution more difficult.

Any WTO action has to be acceptable to all its
members. In the past the leadership has fallen to the
developed countries, and more particularly the United
States and the European Union. This is rapidly
changing. In particular, developing countries will
play a more important role in the next round. This
is clearly appropriate: They should be full partners
in the continuation of agricultural trade reform. As
major producers and traders of agricultural products,
they need to feel that they are beneficiaries of this
reform. But, in addition, these countries must also
participate more actively in the market opening by
bringing down the high ceiling bindings and giving
up the remaining non-tariff trade barriers. This
would also involve assurances by developed coun-
tries to resist policies that cause market disruption
and threats to food security. Preferential schemes
for commodity exports also need to be consolidated
within regular trade agreements and differential
treatment rules revised to encourage full participa-
tion in trade liberalization as soon as possible. The

next round may focus as much on the integration
of developing countries fully into the trade system
as on the more traditional conflicts among industrial
countries.

Does this mean that there will be little incentive
to finish the negotiations once they have started?
The United States in particular is concerned that the
incentives to delay are removed. Hence, the proposal
supported both by the United States and the Euro-
pean Union is for a time limit of three years. This
conveniently coincides with both the expiry of the
Peace Clause and the end of the current U.S. Farm
Bill, as well as the date that the European Union
has set for a review of some of its own measures.

Perhaps the main determinant of the timing
and ambitiousness of the agricultural talks, how-
ever, is the decision as to whether they should be a
part of a large, multi-sector negotiation or whether
they will be self-contained. Most commentators
argue that a negotiation that only included agricul-
ture would be difficult to conclude. Countries that
felt they stood to lose would have no offsetting gains
in other areas. However, no agreement has yet been
reached on the scope for the next round, and so it
is uncertain what “package” will be possible.

POST-SEATTLE POSTSCRIPT
The WTO Ministerial that was intended to launch

a new round of trade negotiations took place in
Seattle amid confusion, both within and outside the
meeting room. The Ministers assembled without an
agreed draft document from their WTO Ambassadors
in Geneva. In many cases, they also lacked the agree-
ment of their governments to compromise to deliver
a new comprehensive round. The time proved too
short to bridge the fundamental gaps that remained
between the various positions, and the difficulty of
reaching agreement by consensus among a group of
135 nations was overwhelming. In the end the
meeting ended with no clear decision taken either
on the agenda for a new round or, indeed, on the next
steps toward such a round. The prevailing wisdom is
that it is unlikely that much progress will be made
before the U.S. election at the end of the year 2000.

Outside the meeting rooms the degree of orga-
nization was better, though there was ample confu-
sion both on means and ends among the protesters.
Though the protests themselves played little role in
the failure of the Ministerial, the political fallout
from the intensity of the opposition to the WTO
could be considerable. It will certainly be harder
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for the U.S. Congress to agree to the permanent
granting of most favored nation status to China, a
move that would seem necessary if that country is
to join the WTO. And the legitimacy of the WTO
dispute settlement process could also be undermined
if it was to be directly challenged by national politi-
cians in the name of “democracy.”

The collapse of the Seattle talks, while dis-
appointing, does not imply that the agricultural
negotiations will not go ahead. As a part of the built-
in agenda from the Uruguay Round, negotiations
will begin in Geneva soon. The problem is that
without the impetus that would have been given to
the sectoral talks in agriculture and services, these two
sets of discussions will have to advance through
their own internal logic and political will. In the case
of agriculture, this gives back control over the ambi-
tiousness of the agenda to the reluctant liberalizers,
such as Japan and the European Union.

A clear indication of this impact emerged from
the dust of Seattle. The European Union was on the
brink of agreeing to wording in the agricultural para-
graphs of the declaration that would have excluded
the term “multifunctionality” from the draft, and
would have stated that the objective of the negotia-
tions was to move “in the direction” of removing
export subsidies. But, the European Union made it
clear after the breakdown of the talks that these
concessions would have to be negotiated afresh if
the rest of the package was not agreed. The United
States was suspicious that the European Union was
pushing a broad agenda to avoid the spotlight falling
on agriculture. The European Union, on the other
hand, undoubtedly could have moved more easily
on agriculture if other sectors had been included.
The impact of single sector negotiations not embedded
in a round, therefore, is to put the focus squarely
on agriculture but also to make it more difficult to
get a “good” outcome.

The Peace Clause, as indicated above, is the
“internal” driving force behind further agricultural
trade reform. But the impact of removal of the pro-
tection of the Peace Clause depends crucially on
the effectiveness of the dispute settlement process.
If countries lose their confidence in this aspect of
the WTO, as the demonstrators on the streets of
Seattle have clearly done, then the threat of action
through panels is greatly diminished. This then
could be the ultimate impact of Seattle. The agenda
for further talks may well be curtailed, but progress
could still occur. But the loss of political legitimacy
and support for the WTO as an institution, and in

particular a weakening of the dispute-settlement
mechanism, would be a much more fundamental
blow. How WTO member governments tackle the
problem of mending fences and improving proce-
dures in the next few months could well be crucial
for agricultural as for other trade.
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Potential Gains 
from Reducing 
Trade Barriers 
in Manufacturing,
Services and
Agriculture

Thomas W. Hertel

In November/December of 1999, leaders from
around the world converged on Seattle with the

goal of launching a new round of trade negotiations
under the auspices of the World Trade Organization
(WTO). This has been dubbed “WTO2000” in recog-
nition of the new millennium. In light of the tremen-
dous growth in world trade over the last fifty years—
much of it fueled by multilateral trade liberalization
under the General Agreement on Tariffs and Trade
(GATT), the WTO’s predecessor, many had high aspi-
rations for this “Millennium Round.” However, the
Seattle meetings failed in the face of vigorous demon-
strations by labor and environmental groups.  In
addition, there has been a marked lack of enthusiasm
for this new round in the United States. The purpose
of this paper is to provide a quantitative assessment
of the potential gains available from trade liberaliza-
tion under this new WTO round, thereby assessing
whether greater enthusiasm is warranted.

The Millennium Round aims to follow on the
footsteps of the Uruguay Round (UR), which was
concluded in 1994 after prolonged negotiations. 
The implementation period for the UR in the case of
developing countries, as well as sensitive sectors, is
not due to be completed until 2004. So, why the rush
into a new round? The UR agreement left in its wake
a built-in agenda for revisiting the more difficult
areas of previous negotiations. In particular, agricul-
ture and services were two areas where a framework
for liberalization was developed during the UR, but
concrete progress toward free and open trade was
limited. Not surprisingly, these are two sectors for

which researchers have also had a difficult time quan-
tifying the potential for gains from more liberal trade.

The UR created the General Agreement on Trade
in Services (GATS), which established rules and disci-
plines on policies related to market access in services.
However, as Hoekman (1995) noted, the commitments
made under this agreement “are best described as
bound standstill agreements,” with real liberalization
being deferred to future rounds of negotiations. The
benefits of services trade, in particular, have proven
elusive for quantitative economists. Hoekman (1995)
made a valiant attempt to quantify services protection
across sectors by relating coverage ratios to tariff
equivalents, however, comprehensive measures such
as those provided in manufactures and agriculture
have yet to be obtained. This has frustrated attempts
to quantify the impact of potential liberalization 
of trade in this sector. The present paper draws on 
a new set of estimates of protection in the business,
finance, and construction sectors to begin to remedy
this gap (Francois, 1999a). 

Historically, agriculture has been largely undisci-
plined by the GATT (Josling, Tangermann and Warley,
1996). One of the great achievements of the UR was
bringing agricultural policies under greater multilateral
discipline. The UR Agreement on Agriculture led to
the conversion of non-tariff agricultural import barriers
into bound tariffs, and those bound tariffs, together
with subsidies to farm production and exports, have
been scheduled for phased reductions. This represents
a major reversal of the trend since the 1950s of sub-
stantial growth in agricultural protection and insulation
in the industrial economies (Johnson, 1973; Tyers and
Anderson, 1992).  Thus, the UR marks a watershed in
the historical evolution of multilateral negotiations
over agriculture. While the actual cuts in protection
under the UR are likely to be quite small, Martin and
Winters (1995) argue that the stage is now set for
steady reductions in tariffs under WTO2000 and sub-
sequent rounds of negotiations.

It is interesting that manufactures trade—previously
the bread and butter of the GATT negotiations—is
absent from the built-in agenda. Historically, progress
in manufactures liberalization has derived its main
impetus from the high-income, “industrialized” econ-
omies, with developing economies focusing more
attention on trade in primary products. However,
industrial tariffs in Organization for Economic Coop-
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eration and Development (OECD) countries are now
negligible for many sectors, and it is hardly surprising
that the interests of high-income country negotiators
have shifted to the rapidly growing area of services
trade and investment. Yet, as Hertel and Martin (1999)
point out, the relative importance of manufactures
trade for developing countries has been increasing
sharply since the 1980s, and this is projected to con-
tinue over the next decade. Furthermore, many
developing-country manufactures tariffs are still 
very high. Consequently, the scope for gains may 
be quite substantial. 

The objective of this paper is to evaluate the
potential contributions of services, agricultural, and
manufacturing liberalization to global trade and wel-
fare. The next section of this paper examines patterns
of trade and protection, as well as other structural 
features of the global economy that are likely to influ-
ence the welfare impacts of liberalizing trade. It then
turns to projections of the global economy to the year
2005, when the UR implementation will be complete.
The goal will be to assess the potential impact of fur-
ther reductions in trade barriers from this post-UR
base. The fourth section discusses the simulations
performed and the key findings. The final section of
this paper contains the summary and conclusions.

HISTORICAL PATTERNS OF TRADE
AND PROTECTION

This section offers a brief review of some of the
broad features of global production, consumption,
trade, and protection in world trade. It draws heavily on
Hertel and Martin (1999) and uses their aggregation
of global trade into several broad sectors: agriculture,
manufacturing, mining and services,1 and two regional
groupings: developed and developing countries.2

Agriculture and Manufacturing Compared
It is instructive to begin with a comparison of the

evolution of agricultural and industrial trade over the
past three decades. In the case of the manufacturing
sector, protection in the OECD countries has fallen
steadily since World War II.  In particular, average tariffs
on industrial goods imported into OECD countries have
fallen from about 40 percent in 1947 to 1.5 percent
in the late 1990s.  In contrast, agricultural protection
(measured as the nominal rate of assistance) has risen
from about 30 percent in the late 1960s to 60 percent
in 1998 (Roberts, et al., 1999). These opposing move-
ments in protection have contributed to a shift in the
composition of global exports, in favor of manufactured
goods.  Figure 1 shows that the share of agriculture

1 The definition of manufactures used follows as closely as possible the
definition utilized in the WTO. Thus, agriculture includes the raw and
processed agricultural products defined by the WTO agreement on
agriculture (WTO, 1995, p.56). The minerals and energy group is
defined here to include fisheries, forestry and mining.

2 For the purposes of this paper we identify developing countries with
those most likely to adopt developing country status in the next
round of WTO negotiations. With the notable exception of Korea, this
definition is quite close to the list of non-OECD countries. The
remaining countries are termed "high-income," or developed, for lack
of a better term.

Figure 1
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Figure 2

SOURCE:  GTAP version 4 database, McDougall et al., 
1998.  (Adjusted from Hertel and Martin, 1999.)
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in global merchandise trade fell from 28 percent in
1965 to about 10 percent in 1995.  Virtually all of 
this decline was absorbed by manufactures’ increased
share of merchandise trade, which is now above 
80 percent (mining and extraction products trade 
is omitted from this figure.)  This shift towards the
exports of manufactures is even stronger in the
developing countries (Figure 2). 

Nevertheless, developing countries as a group
remain net importers of manufactured goods. Table 1
reports the trade balances for developing and high-
income countries across primary, secondary, and ter-
tiary sectors. From this we can see that, despite the
strong increase in the share of manufactured goods in
total merchandise exports from developing countries,
the aggregated trade balance for these countries, vis
à vis the high-income countries, continues to show a
deficit in manufacturing.  This is offset by a trade sur-
plus in primary products—predominately minerals,
but also food and other agricultural products. Both
groupings of countries are net exporters of services—
on a free-on-board (FOB) basis—due to the importance
of services in international trade and transport margins
(cost, insurance, and freight (CIF) less FOB values).

Trends in South-South Trade
Developing country markets have been becoming

increasingly important destinations for merchandise
trade over time. As Figure 3 shows, the share of devel-
oping country merchandise exports going to other
developing countries—the so-called “South-South”
trade—has increased steadily from about 20 percent
in 1965 to nearly 40 percent in 1995. One might sus-
pect that some of this increase is due to the simple
fact that developing countries on average have been
growing more rapidly than the high-income
economies of Europe, North America and Japan.

Towards this end, Figure 3 also displays the share 
of high-income countries’ total exports destined for 
the developing countries.  Abstracting from the com-
modity price boom of the 1970s, there has been 
no net increase in high-income countries’ share
between 1965 and 1995. Clearly other factors must
be at work. One important stimulus to the growth in
intradeveloping country trade has undoubtedly been
the reductions in developing country rates of protec-
tion during the last two decades (Srinivasan, Whalley
and Wooton, 1993).

Current Protection Levels
Table 2 provides estimates of the most favored

nation (MFN) applied rates of protection, which apply
to three major categories of merchandise trade identi-
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Figure 3

SOURCE:  GTAP version 4 database, McDougall et al., 1998. 
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fied in the Global Trade Analysis Project (GTAP) 
model and two major categories of services trade.
These tariff estimates for merchandise trade are 
taken from the GTAP Version 4 data base, which
draws on the United Nations Conference on Trade
and Development-Trade Analysis and Information
System (UNCTAD-TRAINS) data collection effort for
tariffs, and estimates of agricultural protection origi-
nally calculated by Ingco (1996). These patterns of
protection against merchandise imports are broadly
consistent with those presented by Laird (1999).

From the first of the five sections of Table 2, it is
clear that, at 3.4 percent, the trade-weighted, aggre-
gate MFN-applied tariffs facing developing country

exporters of manufactured goods to high-income
countries are almost four times higher than the 
same tariffs facing high-income country exporters 
to the same markets. This is entirely due to the com-
position of trade, with higher tariffs being levied on
products imported from developing countries. Devel-
oping country importers do not discriminate against
other developing countries to the same extent, with
the average tariff of 12.8 percent against develop-
ing countries only around one-sixth above the 10.9
percent applied to exports from high-income coun-
tries. However, the average tariff rates on developing-
country imports from other developing countries are
still more than three and one-half times as high as

R E V I E W

Trade Barriers on Merchandise Trade and Services, by Commodity, Source 
and Destination, 1995

Importing Region
Exporting region

High-Income Developing World

Manufacturing Percent Percent Percent

High-Income 0.8 10.9 3.8

Developing 3.4 12.8 7.1

World 1.5 11.5 4.7

Agriculture

High-Income 15.9 21.5 17.5

Developing 15.1 18.3 16.4

World 15.6 20.1 17.1

Minerals/Energy

High-Income 0.1 1.3 0.4

Developing 0.4 5.2 2.4

World 0.2 3.0 1.1

Construction Services

High-Income 18.0 25.0 22.0

Developing 18.0 20.0 20.0

World 18.0 23.0

Business & Financial Services

High-Income 9.0 9.0 9.0

Developing 11.0 8.0 10.0 

World 10.0 9.0

SOURCE: GTAP version 4 database,  McDougall et al., 1998 and Francois, 1999a (adjusted from Hertel and Martin, 1999).

Table 2
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the high-income country tariffs applied to manufac-
tured goods from developing countries. 

Estimates of the trade-weighted, average tariff
rates applying to food and agricultural products are
presented in the second section of Table 2.3 From
these data, it appears that average agricultural tariffs
in the high-income countries are around ten times as
high as those applied in manufacturing. In contrast to
manufactures, there is very little difference between
the rates applied against imports from developing and
high-income countries. In agriculture, natural resource
endowments rather than labor endowments tend to
determine comparative advantage, with high-income
economies, such as Australia and New Zealand, re-
maining competitive in export markets. In developing
countries, average agricultural tariffs are also higher
than those on imports of manufactured goods, but
the proportional difference is much smaller, with the
average agricultural tariff less than twice that
prevailing in manufacturing. 

The estimates of tariffs on mineral and energy
products presented in the third section of Table 2
suggest that trade barriers on these goods are gener-
ally relatively low. The only case where these tariffs
exceed five percent is on imports by developing
countries from other developing countries. 

Protection for business and financial services
and construction services, listed in the fourth and
fifth sections of Table 2, are drawn from Francois
(1999a), who estimates a gravity model of services
trade using bilateral services trade data from the
United States.4 He adopts Singapore and Hong Kong 

Figure 4
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3Given the continued difficulties in obtaining reliable ad valorem tariff
rates for agriculture, in many cases these tariffs have been estimated
using price comparison data (McDougall et al., 1998, ch. 13). The esti-
mates for non-OECD countries are based on extrapolations from the
pre-Uruguay Round period of the late 1980s. Therefore they are very
much out of date.

4 The dependent variable in this model is U.S. exports, and the explanatory
variables are the log of per capita income and GDP. A dummy variable is
used for exports from the United States to Western Hemisphere nations.



82 JULY/AUGUST 2000

R E V I E W

as free-trade benchmarks and evaluates predicted
imports from the United States relative to imports by
these two economies. Discrepancies are attributed to
protectionist policies; tariff equivalents of these policies
are obtained by assuming a constant elasticity of
demand function.  Francois’ estimates show consider-
able variation across countries, with tariff equivalents
in construction ranging from 5 percent in Taiwan to
62 percent in India (Figure 4). In business and finan-
cial services, estimated rates of protection range from
very low in a number of countries to 36 percent in
Brazil. However, the summary figures in the bottom
two sections of Table 2 show that there is no system-
atic difference between developing and high-income
countries in these services-sector protection measures.

Unfortunately, comparable measures of protection
are not available for the remaining services sectors.
Of particular concern is the transport services sector.
Based on the work of Hoekman (1995), it appears that
protection levels in the transport services sector might
be much higher than in construction and business
services, particularly in the developing countries.
Therefore, we are forced to acknowledge that our
coverage of services protection is only a partial one
at best.

The database underpinning this study is the
version 4.0 GTAP database (McDougall, et al., 1998).
This has been aggregated from the 45 region-50 
sector level at which it is maintained to facilitate 
our analysis. It represents a snapshot of the world
economy in 1995, which is the first year of imple-
mentation for the UR agreement. For our analysis 
of the potential gains from manufacturing liberal-
ization in the next WTO round, we need to look 
ahead to 2005, when the UR agreement is due to 
be fully implemented.  Of course, there will be 
many other changes to the world economy between 
1995 and 2005, and we, therefore, employ a formal
projections approach to establish a 2005 starting 
point for our WTO2000 analysis.

PROJECTIONS TO 2005

Overall Rates of Economic Growth

A modified version of the widely used GTAP
model of global trade (Hertel, 1997) is used in this
study.5 This is a relatively standard, multiregion,
applied general equilibrium model that features explicit
modeling of international transport margins, a global
“bank” designed to mediate between world savings
and investment, and a relatively sophisticated consumer

demand system designed to capture differential price
and income responsiveness across countries.  The latter
is particularly important in the case of our projec-
tions. Throughout the paper we employ the simplistic,
but robust, assumption of perfect competition and
constant returns to scale in production activities.6

Validation efforts with this model (Gehlhar, 1997;
Coyle et al., 1998) show that it is able to track, to a
reasonable degree, some of the major changes in
trade patterns over the past two decades.7

To follow earlier projections with the GTAP model
(Gehlhar et al., 1994; Anderson et al.,1997; Arndt et
al., 1997), exogenous forecasts are required for popu-
lation, skilled and unskilled labor, investment, and
capital stock.  These have been assembled by Hertel
et al. (1999) (Appendix Table A5). When combined
with assumptions about likely productivity growth
rates, this permits us to predict the level and compo-
sition of gross domestic product (GDP) in 2005, as
well as trade flows, input usage, and a wide range of
other variables. The skilled labor projections depend
on forecasts of the growth in the stock of tertiary
educated labor in each developing country (Ahuja
and Filmer, 1995). Projected rates of growth of skilled
labor in developed countries obtained from the World
Bank provide an indication of changes in the stock of
those qualified for employment as professional and
technical workers in the high-income economies.
Growth rates of physical capital were obtained from
1995 and the projected 2005 stock of physical capital.
Projections of the stock of physical capital were cal-
culated using the Harberger-style, perpetual inventory
method; that is, by adding investment net of depreci-
ation to update the capital stock in each year. Data
for initial physical capital stock for 1995, as well as
annual forecasts of gross domestic investment, were
obtained from the World Bank. 

Projections of total factor productivity (TFP) growth
vary by sector and region. Regions are grouped into
four categories according to their assumed rate of
annual productivity growth in manufacturing. These
range from low productivity growth (0.33 percent/
year), to medium (1 percent/year), and high (2 percent/ 

5 The model is implemented using General Equilibrium Modeling
Package (GEMPACK), (Harrison and Pearson, 1996).

6 Alternative versions of the GTAP model feature imperfect competition
(Francois, 1998), but these are demanding of additional information
and unstable for projections purposes.

7 Gehlhar's work showed that projections over a period of one decade were
improved by increasing the size of the trade elasticities. Accordingly, for
this work, we have doubled the size of the standard GTAP trade elasticities. 
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year), with a final category—very high (3 percent/year)
reserved for China and Taiwan. The latter two economies
seem to be growing at rates that can only be explained
by taking into account factors such as the demographic
transition (Bloom and Williamson 1998), rapid inter-
sectoral movements of labor, and productivity-en-
hancing reforms. Sectoral variation in productivity
growth builds on the econometric work of Bernard
and Jones (1996). They find that the annual rate of
productivity growth over the 1970-87 period in OECD
agriculture was about 40 percent faster than that of
manufacturing.8 Similarly, services TFP growth was
about half that in manufacturing, while they did not
find significant productivity growth in mining over
this period. By combining these factors of proportion
with the above-mentioned manufacturing TFP growth
rates, we are able to obtain region/sector-specific pro-
ductivity forecasts for the 1995-2005 period.

A difficult aspect of constructing such projections
has to do with the rate at which natural resources are
depleted—or perhaps augmented through new discov-
eries. Rather than attempt to estimate changes in the
natural resource endowments over this period, we

have simply opted to target a particular rate of change
in the prices of natural resource-based commodities
over the projections period. Grilli and Yang (1988)
report an average rate of price decline for metals in the
20th century of about 0.8 percent/year, while grains
prices have fallen about 0.3 percent/year, on average.
We allow the model to select a rate of natural resource
augmentation in agriculture and mining that achieves
a continuation of these downward trends in com-
modity prices throughout the 1995-2005 period.

To gauge the reasonableness of these projections,
Figure 5 compares projected GDP growth rates over
this period to those from the World Bank’s Inter-
national Economic Analysis and Prospects Division.
By and large they are quite close. This is hardly
surprising, since the two studies share many basic
assumptions. Significant departures arise in the cases
of the South Africa Customs Union, the Economies in
Transition (EIT), and Indonesia. In each case, 
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8 Martin and Mitra (1996) find evidence of an even larger differential of
agricultural over manufacturing productivity in developing countries.

Figure 5

Cumulative GDP Growth:  1995-2005
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projected growth rates are substantially higher than
the World Bank’s.  The only way the World Bank
forecasts for these three regions could be achieved 
in this framework is to have negative productivity
growth rates, or substantial increases in unemploy-
ment rates. Having opted not to do either of these,
the resulting forecasts are higher. The forecast for
China’s GDP growth is slightly higher than that of the
World Bank, however, the difference is negligible
when viewed in terms of annual growth rates.

Changes in Trade Policy
From the point of view of this paper, the most

important trade policy developments over the 1995-
2005 period are likely to be the completion of manu-
facturing tariff cuts under the UR, implementation of
the Agreement on Textiles and Clothing (ATC) and the
accession of China and Taiwan to the WTO.9 These
have been incorporated by drawing on the work of
Francois and Strutt (1999) to specify the remaining
UR cuts to be made from our 1995 base period. The

estimate of China's reforms in manufacturing were
made by beginning with its 1997 applied tariffs, and
reducing them in those cases where her most recent
multilateral tariff offer would require reductions.  The
reduction in protection in Taiwan and China was brought
about by reducing industrial tariffs by a common factor
designed to reach the widely-reported target of 4 per-
cent in manufacturing.

Figure 6 reports the average MFN tariff on manu-
facturing, by importer in 1995 and 2005, where the
latter is based on the lesser of individual countries’
UR binding and their 1995 applied tariffs. For many
regions, the 1995 and 2005 tariffs are very similar,
indicating significant manufacturing tariff reductions
are not anticipated over the course of the projections
period. However, deep cuts are expected for South 

9 In addition to the baseline shocks discussed here, it should be noted
that several significant adjustments were made to the levels of protec-
tion in the initial database prior to conducting the baseline projec-
tions. These are detailed in the appendix.

Figure 6

Average MFN Tariff on Manufactures, by Importer:  1995 and 2005
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Asia, as can be seen from the bars for India and Other
South Asia (OthSoAsia). Similarly, China’s offer to the
WTO appears to involve substantial cuts in manufac-
turing protection from the tariffs in place as of 1995.

The Agreement on Textiles and Clothing imple-
ments accelerated growth of quotas established under
the previous Multi-fiber Agreement (MFA), culminating
in their abolition at the end of the UR implementation
period. However, China and Taiwan, as non-members
of the WTO, remain constrained by the old MFA quotas
until a date to be determined in their accession nego-
tiations. Thus, their accessions will bring important
changes in the textiles and apparel trade. Since their
accessions are likely to involve the complete elimina-
tion of quotas by China and Taiwan, (China's quotas
by 2005 or soon after), it is likely that these reforms
will largely be complete before any cuts under a Mil-
lennium Round are finalized. For this reason, their
abolition is included in the baseline analysis as well.

Agriculture and services are more problematic. In
the case of services, we believe that there is little in the

UR commitments that can be effectively quantified,
so we have not implemented policy changes there.
On the other hand, quite a bit of quantification has
been undertaken for agriculture. It must be pointed
out that our base year, 1995, represents a period of
very high world prices—and therefore, low measured
protection. In contrast, UR commitments were based
on a period in the late 1980s when prices were very
low and measured protection was at a historic high.
In light of these facts, and in light of the extensive “dirty
tariffication” in agriculture (Hathaway and Ingco, 1995;
Ingco, 1996), we believe that the assumption of no
change from 1995 protection in agriculture is
sensible, and we have implemented it in our base-
line projections to 2005.10 Figure 7 reports the 
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Figure 7

Average Food and Agricultural Tariff Equivalent in 2005,
by Importing Region
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10Since China and Taiwan’s offers are not linked to the UR base year, it
would make sense to include their agricultural cuts in our baseline.
However,  we do not have solid estimates of their current protection
rates and, at least in China’s case, some of the bindings are clearly well
above current protection levels. Therefore, we do not change their agri-
cultural protection rates in the baseline simulation either.
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estimated average MFN tariff on food products by
importer in 2005. The rest of the world (ROW), Japan,
Taiwan and South Asia all show very high rates of
protection. Western Europe shows relatively low pro-
tection rates since this figure includes intra-EU trade,
which is very significant and not subject to tariffs. The
agricultural exporting regions of Australia/New Zealand,
Brazil, and North America show the lowest tariff equiv-
alents when averaged across all food products.

ANALYSIS OF TRADE LIBERALIZATION
IN 2005

Modeling Protection

This section analyzes the impact of post-UR
Round liberalization of the trade barriers identified
above on global trade, economy-wide activity, and
welfare. Specifically, across-the-board abolition of esti-
mated 2005 agriculture protection (AGR), business and
finance, and construction services protection (SVCE),
as well as extractive industries and manufacturing tar-
iffs (EMNFC) are each considered, in turn.  A combined
liberalization scenario (FULL) is also considered. Since
we are completely abolishing protection, we are able
to skirt a number of very difficult modeling issues.
The first of these has to do with the distinction be-
tween applied and bound tariffs.  As pointed out by
Francois (1999b) and Josling and Rae (1999), applied
tariffs are well below bound rates for manufactures’

imports into developing countries, and for sensitive
agricultural products worldwide. Since WTO negotia-
tions focus on bound rates, a negotiated cut in tariffs
will not reduce applied protection by the same amount.
Indeed, Francois (1999b) finds that for most developing
countries, a 25 percent reduction in bound industrial
tariff rates would yield no reduction in applied rates.

A second issue sidestepped by assuming full lib-
eralization is a question of how specific instruments
are modeled. This is particularly difficult for agricul-
ture, where the introduction of tariff rate quotas and
a wide range of ingenious programs for administering
“decoupled” producer subsidies have combined 
to frustrate those seeking greater transparency in
farm policies. The complete liberalization approach
to modeling reductions in agricultural support is
also compatible with the way in which the GTAP
database has incorporated protection for farm 
and food products. GTAP relies on price comparisons
to assess the degree of border protection (market price
support), and on producer subsidies to construct
producer prices. Since these measures of protection
are not instrument-specific, it makes sense to think
of liberalization in the same summary fashion. In
fact, since the version 4 database incorporates the
domestic-world price wedges on both the import
and export side, any reduction in support must log-
ically reduce both the import tariff and export
subsidy equivalents at the same rate. This is the
route taken here.

Appropriate modeling of services protection poses
even more challenging problems. Here, since there is
no physical product being traded, the idea of modeling
protection with revenue-raising tariff equivalents, fol-
lowing the work of Brown et al. (1995), seems inap-
propriate. This study instead follows Hertel et al.
(1999) in assuming that barriers to services trade con-
sume real resources on the part of firms attempting
to access the protected market. This limits the actual
volume of services that can be delivered at a given
cost. Conversely, liberalization of restrictions on ser-
vices trade can be viewed as augmenting the amount
of services delivered from a given level of export effort,
thereby reducing the effective price of services in the
domestic market. We model this phenomenon using
the “iceberg” approach to trading costs. The rate at
which the “melting” is diminished is set according to
the tariff-equivalent estimates of Francois (1999a) as
discussed above. For example, in the case of India’s
imports of construction services, Francois has estimated
that domestic prices of imports must be 62 percent
above world market levels if one is to explain the rel-

Figure 8
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atively low share of imports in this market. Therefore,
in the services trade liberalization experiment, an
import-augmenting technical change is introduced
that reduces the effective price of construction im-
ports to Indian firms by 62 percent, ceteris paribus. It
should also be re-emphasized that we do not have
comparable protection estimates for the other service
sectors.  In addition, since direct trade is less impor-
tant than foreign establishment trade for sectors like
construction services, we are capturing only a small
portion of the full “story” on services sector reform.

Results 
Figure 8 reports the impact of the four liberaliza-

tion experiments on world trade volumes. Combined
liberalization across all sectors boosts world trade by
about 20 percent. Three quarters of this increase is due
to manufacturing tariff cuts, while most of the
remainder is due to agricultural liberalization. 
The impact on world trade volume of liberaliza-
tion of business services and construction trade is

estimated to be quite modest. Of course, as noted
previously, the approach used here will understate
the total increase in services activity, when foreign
establishment trade is also taken into account. Nev-
ertheless, the percentage increase in direct trade
for the construction and business services sectors
is still quite significant, as shown in Figure 9. The
largest increases in trade volume are for beverages
and tobacco, dairy products, wearing apparel, and
textiles. These are all commodities for which the
average rate of protection worldwide is quite 
high, as shown in Figure 10. However, the trade
increases for some of the agricultural products are
lower than might have been predicted purely on
the basis of average import protection. This is due
to the elimination of subsidies on the production
and exportation of farm products. The EU, in
particular, reduces its food exports sharply as a
result of trade liberalization.

When viewed on a regional basis, export volumes
rise in all regions, as shown in Figure 11. The overall
ordering of the regions in Figure 11 is quite similar to
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Figure 9

Global Export Volume, by Sector:  Percent Change Owing 
to Full Liberalization
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the ordering of countries in Figure 6, which summa-
rizes protection in manufactures, ordered by the size
of the manufacturing tariffs. Since a fixed trade balance
is imposed in these simulations, liberalization in regions
with the greatest protection level encourages the great-
est increase in imports, thereby indirectly requiring
higher export volumes. Not surprisingly, the largest
volume increases are stimulated by tariff cuts in
manufacturing. ROW, India, China, OthSoAsia, and
Brazil top the list in terms of projected manufacturing
tariff levels in 2005—and hence are required to make
the largest cuts. These regions also experience the
largest increase in export volumes following the liber-
alization. At the other end of the spectrum, Taiwan,
OthNICs (Singapore, Hong Kong and Korea), North
America, and Western Europe, show the smallest 2005
manufacturing tariffs in Figure 6. Therefore, it is not
surprising that these economies also have the smallest
export volume increases in the wake of the trade liber-
alization experiment. In some cases—most notably

ROW, South Asia, Sub-Saharan Africa, and Latin
America—the export volume changes owing to agri-
cultural liberalization are also a significant share of
the total. Services liberalization has a significant
impact in some of the heavily protected economies
including Brazil and the Economies in Transition
(EIT: Eastern Europe and the former Soviet Union). 

Figure 12 reports the worldwide welfare impacts
of the trade liberalization experiments. It shows a global
welfare gain of nearly $350 billion in 2005 as a con-
sequence of full liberalization. About half of this is due
to agricultural reforms, while the remainder is due to
manufacturing and services liberalization. In light of
the larger trade volume effect associated with the
EMNFC liberalization experiment in Figure 8, it is
perhaps surprising that elimination of support for agri-
culture actually generates larger welfare gains than
does the manufacturing liberalization experiment.
However, agricultural markets are fundamentally
more heavily distorted (compare Figures 6 and 7).

Figure 10

Average Rate of Protection Worldwide for Merchandise Commodities
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Since the welfare cost of such interventions rises
roughly with the square of the height of the barrier,
we expect much larger costs per dollar of support in
agriculture. Furthermore, unlike manufacturing tariff
protection, some of the agricultural policies act to
promote exports so that their elimination actually
leads to a contraction of trade in farm products. 

The regional welfare impacts of multilateral lib-
eralization are fundamentally determined by two
factors: the change in the efficiency with which any
given economy utilizes its resources, and changes in
a country’s terms of trade (TOT).  Figure 13 sheds some
light on the distribution of welfare gains between the
developing countries and the high-income economies.
With regard to the overall FULL scenario, the developing
countries contribute nearly half the worldwide effi-
ciency gains, and realize a somewhat smaller share
of the real income gains. The difference is due to an
adverse shift in the developing countries’ TOT. 

The remaining bars in Figure 13 help to sort out
what is driving the distribution of welfare gains in the
FULL liberalization experiment. The difference between
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Figure 11

Change in Regional Export Volume
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Figure 12

Global Welfare Gains from Alternative 
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the share of global efficiency gains generated in the
developing countries under manufacturing (EMNFC)
liberalization (83 percent) on the one hand, and agri-
cultural (AGR) and services (SVCE) liberalization (23
percent and 28 percent, respectively) on the other is
quite striking. This is largely a function of the fact
that high-income countries have nearly eliminated
manufacturing tariffs, while some developing coun-
tries are still expected to have quite high industrial
tariffs, even after completion of the UR. Thus, most
of the efficiency gains that remain in this area in
2005 will accrue to the developing countries. Of
course, the flip side of this situation is that these
same developing countries are likely to expand 
trade sharply in the wake of manufacturing liberal-
ization. This depresses their export prices and raises
their import prices. The resulting terms of trade 
deterioration are sufficient to shift 14 percent (=83
percent efficiency share - 69 percent welfare share)
of the global welfare gain from developing to high-
income countries. On the agricultural side, there 
is a modest TOT improvement for the developing 
countries as a result of liberalization of food trade,
while services engenders little aggregate terms of
trade transfer.

This aggregate picture of efficiency and welfare
gains can be further broken down to the region level,
as shown in Figure 14. Since developing countries
represent only 22 percent of global GDP, but reap a
share of global welfare gains which is nearly double

that percentage, it is not surprising that they feature
prominently in the individual country/region gains.
The largest efficiency gains as a share of regional in-
come arise in OthSoAsia, ROW, China, Other South
East Asia (OthSEA), India, Brazil and the OthNICs. In
fact, in South Asia (outside of India), these annual gains
approach 6 percent of GDP—a truly large number in
this type of analysis. All of the top five efficiency gainers
also experience TOT deterioration, as indicated by
the smaller real income gains (first bar in Figure 14
lower than the second one). The NICs (Taiwan and
OthNICs), Australia/New Zealand, non-Brazilian Latin
America (OthLatAm), and Other Sub-Saharan Africa
all show very strong TOT improvements as a result of
global trade liberalization in 2005.

Sensitivity to Key Assumption 
It should be noted that these welfare findings are

quite sensitive to the size of the trade elasticities used.
In this study, we have doubled the usual, medium term
(3-5 years) GTAP elasticities to account for the longer-
term nature of our analysis (10+years). Larger
elasticities may be expected to increase the size of
the global welfare gains, and in separate simulations, 
the trade elasticities used in this study have been cut
in half. This reduces the global efficiency gains by
about one-half as well. This rule of proportionality
works very well in predicting the effect of across-
the-board changes in trade elasticities on predicted
global welfare gains. However, by accentuating the
regional terms of trade effects for regions engaging in
the deepest tariff cuts, the lower elasticities shift the
distribution of welfare gains across regions in favor
of the regions making the smallest cuts in protection.
This can have a significantly different impact on the
outcome for particular regions.

To address the sensitivity of individual regions’ gain
to the assumed trade elasticities, a formal, systematic
sensitivity analysis has been performed. The Gaussian
Quadrature approach taken builds on the work of
DeVuyst and Preckel (1997), following the theory out-
lined in Arndt (1996) and implemented based on Arndt
and Pearson (1996). It involves specifying an explicit
distribution for the unknown parameters—in this case
the elasticities of substitution in international trade.
This distribution is assumed to be symmetric and tri-
angular, with the mean equal to the elasticity values
used in this study, and the minimum values equal to
1–
2 these values (via symmetry, the maximum values
equal 11–

2 x the mean values). Furthermore, the 
elasticities are assumed to vary together, so that if 

Figure 13
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a true elasticity is 30 percent below the mean, then
this is the case for all elasticities.  

Having specified a distribution for the un-
known parameters, a weighted sample is drawn
from this distribution, and the model is solved 
for each of these parameter combinations. The
resulting mean welfare change as well as the asso-
ciated standard deviations are reported in Figure 
15. Note that most of the regional welfare gains 
are more than two standard deviations away from
zero, indicating that their welfare improvement 
is rather robust for this kind of parameter varia-
tion. However, India’s gain and the Middle East 
and North Africa’s loss appear to be uncertain, 
in light of the assumed distribution of trade 
elasticities.

SUMMARY AND CONCLUSIONS
The objective of this paper has been to evaluate

the potential contributions of services, agricultural,

and manufacturing liberalization in the context of a
prospective Millennium Round of WTO negotiations.
The approach takes into account the dramatic changes
in the pattern of trade since the lead-up to the UR.
Furthermore, this paper has employed projections of
the global economy to the year 2005, when the UR is
to be fully implemented.

Examination of historical data reveals a number
of significant trends over the past three decades. Rising
protection for OECD agriculture has been accompa-
nied by the erosion in agriculture’s share of world
trade, while manufacturing’s share has been rising,
fueled in part by falling tariffs. This shift has been
especially pronounced for the developing countries,
which are trading increasingly with one another. Pro-
jections to 2005 indicate that these trends are likely
to continue as the UR Agreement is fully implemented.

The analysis in this paper focused on the impact
of complete (FULL) liberalization of measured protec-
tion for agriculture, manufactures, and direct trade in
business, financial, and construction services. Results
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Figure 14

Efficiency and Real Income Gains Due to Global Liberalization 
in 2005
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suggest that manufacturing’s liberalization accounts
for three-quarters of the subsequent 20 percent increase
in global trade. However, in terms of potential welfare
gains, agricultural liberalization ranks higher, accounting
for $164 billion of the estimated $349 billion in annual
gains from complete (FULL) liberalization in 2005. This
is followed by manufacturing which contributes $130
billion to the total welfare gain, with the remainder due
to liberalization in the business, finance, and construc-
tion services sector. Like Hertel and Martin (1999), who
focus on partial liberalization of manufactures’ trade,
we find that the majority of the gains from manufac-
turing tariff cuts accrue to developing countries. This
stands in contrast with agriculture and services liber-
alization where the majority of the absolute gains
accrue predominately to high-income countries. Over-
all, about 42 percent of the gains from a complete
liberalization package in 2005 are estimated to accrue
to developing countries. Since developing countries’
share of global GDP is projected to be about 22 percent
in 2005, this represents about twice their share of
global income. Therefore, in percentage terms, devel-

oping countries tend to gain relatively more than
high-income countries from this package of multilat-
eral trade reforms.
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Appendix Tables

List of 19 Regions Used in This Analysis

High-Income Countries

NAmerica     North America

WEurope      Western Europe

AusNZL       Australia-New Zealand

Japan        Japan

Developing Countries 

China         China

Taiwan        Taiwan

OthNICs       Other Newly Industrial Countries

Indonesia     Indonesia

OthSEA        Other Southeast Asia

India         India

OthSoAsia     Other South Asia

Brazil        Brazil

OthLatAm      Other Latin America

Turkey        Turkey

OthMENA       Other Middle East and North Africa

EIT           Economies in Transition

SoAfrCU       South Africa Customs Union

OthSSA        Other Sub-Saharan Africa

ROW           All Other Regions

Table A1
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Mapping from GTAP's (Version 4) 45 Regions into the 19 Regional Groupings 
Used in This Analysis

Abbreviation Region Regional Grouping

aus            Australia                       AusNZL
nzl           New Zealand                     AusNZL
jpn           Japan                           Japan
kor            Korea                          OthNICs
idn            Indonesia                       Indonesia
mys            Malaysia                        OthSEA
phl            Philippines                     OthSEA
sgp            Singapore                       OthNICs
tha            Thailand                        OthSEA
vnm           Vietnam                        OthSEA
chn            China                           China
hkg            Hong Kong                       OthNICs
twn            Taiwan                          Taiwan
ind            India                           India
lka            Sri Lanka                       OthSoAsia
ras            Rest of South Asia              OthSoAsia
can            Canada                          NAmerica
usa            United States of America        NAmerica
mex            Mexico                          NAmerica
cam            Central America and Caribbean   OthLatAm
ven            Venezuela                       OthLatAm
col            Colombia                        OthLatAm
rap            Rest of the Andean Pact         OthLatAm
arg            Argentina                       OthLatAm
bra            Brazil                          Brazil
chl            Chile                           OthLatAm
ury            Uruguay                         OthLatAm
rsm            Rest of South America           OthLatAm
gbr            United Kingdom                  WEurope
deu            Germany                         WEurope
dnk            Denmark                         WEurope
swe            Sweden                          WEurope
fin            Finland                         WEurope
reu            Rest of European Union          WEurope
eft            European Free Trade Association WEurope
cea            Central European Associates     EIT
fsu            Former Soviet Union             EIT
tur            Turkey                          Turkey
rme            Rest of Middle East             OthMENA
mar            Morocco                         OthMENA
rnf            Rest of North Africa            OthMENA
saf            South African Customs Union     SoAfrCU
rsa            Rest of Southern Africa         OthSSA
rss            Rest of Sub-Saharan Africa      OthSSA
row            Rest of World                   ROW

Table A2
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Description of the 22 Sectors Used in This Analysis

Agriculture

Foodgrains     Rice, Wheat, Coarse Grains  

Feedgrains     Coarse Grains

Oilseeds       Oilseeds

Meatlstk       Ruminants And Non-Ruminants  

Dairy          Dairy

Othagr         Other Farm Products

Othfood        Other Processed Foods

Bevtobac       Beverages And Tobacco

Minerals and energy 

Extract         Mining, Fish, Forestry

Manufactures

Textiles        Textiles

Wearapp         Wearing Apparel

Woodpaper       Wood And Paper Products

Pchemineral     Petroleum, Coal, Chemical, Rubber, Plastic, Mineral Products

Metals          Metals And Metal Products

Autos           Motor Vehicles And Parts

Electronics     Electronic Equipment

Othmnfcs        Other Trans Equipment, Machines

Services

Houseutils       Housing and Utilities

Tradetrans       Trade and Transport Services

Construction     Construction Services

Busfinance       Business and Financial Service

Govservice       Government Services

Table A3
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Mapping from GTAP's (Version 4) 50 Detailed Sectors into the 22 Aggregate Sectors Used in
This Analysis.

Abbreviation Detailed Sector Aggregate Sector

pdr            Paddy Rice                                Foodgrains
wht            Wheat                                     Foodgrains
gro            Cereal Grains Nec                         Feedgrains
v_f            Vegetables, Fruit, Nuts                   Othagr
osd            Oil Seeds                                 Oilseeds
c_b            Sugar Cane, Sugar Beet                    Othagr
pfb            Plant-based Fibers                        Othagr
ocr            Crops                                     Othagr
ctl            Bovine Cattle, Sheep and Goats            Meatlstk
oap            Animal Products                           Meatlstk
rmk            Raw Milk                                  Dairy
wol            Wool Silk-Worm Cocoons                    Meatlstk
for            Forestry                                  Extract
fsh            Fishing                                   Extract
col            Coal                                      Extract
oil            Oil                                       Extract
gas            Gas                                       Extract
omn            Minerals                                  Extract
cmt            Bovine Cattle, Sheep and Goat            Meatlstk
omt            Meat Products                             Meatlstk
vol            Vegetable Oils And Fats                   Othfood
mil            Dairy Products                            Dairy
pcr            Processed Rice                            Foodgrains
sgr            Sugar                                     Othfood
ofd            Food Products                             Othfood
b_t            Beverages and Tobacco Products            Bevtobac
tex            Textiles                                  Textiles
wap            Wearing Apparel                           Wearapp
lea            Leather Products                          Othmnfcs
lum            Wood Products                             Woodpaper
ppp            Paper Products, Publishing                Woodpaper
p_c            Petroleum, Coal Products                  Pchemineral
crp            Chemical, Rubber, Plastic Products          Pchemineral
nmm            Mineral Products                          Pchemineral
i_s            Ferrous Metals                            Metals
nfm            Metals                                    Metals
fmp            Metal Products                            Metals
mvh            Motor Vehicles and Parts                  Autos
otn            Transport Equipment                       Othmnfcs
ele            Electronic Equipment                      Electronics
ome            Machinery and Equipment                   Othmnfcs
omf            Manufactures                              Othmnfcs
ely            Electricity                               Houseutils
gdt            Gas Manufacture, Distribution             Houseutils
wtr            Water                                     Houseutils
cns            Construction                              Construction
t_t            Trade, Transport                          Tradetrans
osp            Financial, Business, Recreation             Busfinance
osg            Public Administration & Defense, Education Govservice
dwe            Dwellings                                  Houseutils

Table A4
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Cumulative Percentage Growth Rates over the Period 1995-2005 
(Annual growth in parentheses) 

Unskilled Skilled Total Factor
Regions Population Labor Labor Capital Productivity*

North America           11 14 39 39 low
(NAmerica) (1.05) (1.29) (3.33) (3.33)

Western Europe 1 0 29 9 high
(WEurope) (0.10) (0.03) (2.60) (0.83)

Australia/New Zealand  10 11 66 20 low
(AusNZL) (0.97) (1.09) (5.20) (1.84)

Japan 2 -3 32 4 low
(0.20) (-0.29) (2.83) (0.37)

China 9 12 43 139 very high
(0.83) (1.17) (3.66) (9.08)

Taiwan 8 13 51 56 very high
(0.73) (1.21) (4.18) (4.52)

Other NICs 9 8 66 23 high
(OthNICs) (0.84) (0.73) (5.18) (2.09)

Indonesia 14 21 126 20 low
(1.31) (1.96) (8.47) (1.82)

Other Southeast Asia 19 26 84 33 low 
(OthSEA) (1.73) (2.36) (6.29) (2.87)

India 17 23 73 116 medium
(1.59) (2.11) (5.65) (8.01)

Other South Asia 23 33 77 40 medium
(OthSoAsia) (2.10) (2.92) (5.87) (3.39)

Brazil 13 22 70 -7 high
(1.26) (2.04) (5.46) (-0.69)

Other Latin America 18 23 89 27 medium
(OthLatAm) (1.63) (2.11) (6.55) (2.41)

Turkey 15 22 104 35 high
(1.44) (2.02) (7.41) (3.06)

Other Middle East  27 37 109 11 low
& North Africa (2.43) (3.17) (7.64) (1.07)
(OthMENA)

Economies in 3 6 69 36 low
Transition (EIT) (0.27) (0.60) (5.37) (3.09)

South Africa Customs 23 29 162 -1 low
Union (SoAfrCU) (2.06) (2.59) (10.11) (-0.10)

Table A5
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Unskilled Skilled Total Factor
Regions Population Labor Labor Capital Productivity*

Other Sub-Saharan 33 37 88 25 medium
Africa (OthSSA) (2.87) (3.19) (6.50) (2.23)

Rest of World 18 21 83 50 medium
(ROW) (1.65) (1.90) (6.22) (4.15)

* The low, medium, high, and very high growth assumptions for total factor productivity (TFP) in manufacturing correspond to annual
growth rates of 0.3 percent, 1 percent, 2 percent, and 3 percent, respectively. TFP growth in other sectors is based on a 
proportion of this rate. These proportions are: 1.4 (agriculture), 0.5 (services), and 0.0 (mining).

SOURCE: Hertel et al., 1999.

Table A5 continued
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Commentary

Geoffrey Reed

This paper makes an important contribution to 
the debate on the potential gains from further

global trade liberalization under the proposed World
Trade Organization’s (WTO) round of negotiations,
WTO2000. We know from the Uruguay Round (UR)
that the results of applied general equilibrium (AGE)
simulations can influence the stance of negotiators.
Likewise, the potential for results (such as these) to
have a similar impact on WTO2000 outcomes is
enhanced by three major features. First, they are
based on microconsistent projections of production,
consumption trade, and trade-barriers data to 2005
(the date for completion of UR commitments). Second,
these projections are based on the assumption that
China will be a member of the WTO by that date.
Third, the liberalization of trade in services is modeled
explicitly (although, as acknowledged, imperfectly).

The construction of the 2005 benchmark data
from the starting point of the 1995 Global Trade
Analysis Project (GTAP) database required the collec-
tion of data from a wide range of sources. These fall
into two broad categories—growth parameters
affecting production possibilities and policy variables
that impact the regional and sectoral structures of
production, consumption, and trade.1 The former
(endowment growth, total factor productivity growth,
and natural resource depletion) result in projected
gross domestic product growth rates that are broadly
consistent with World Bank projections. The modeling
of policy changes necessarily is more important
and problematic.  Of the UR outcomes directed at
sectors, two—the completion of manufactures’
tariff cuts and the reform of the Multifiber Arrange-
ment (MFA)—are reasonably easy to incorporate.
The others, concerning agriculture and services,
are more problematic. In both cases it has been
assumed that there will be no effective changes in
protection between 1995 and 2005.2 Several of the
structural changes indicated by the 2005 projections
are striking. In particular, the developing countries
grow quickly, as a consequence of reductions in
manufactures’ tariffs and MFA reform, and they also

become more outward-oriented in manufactures,
with “South-South” trade substantially larger. 

The liberalization scenarios chosen are com-
plete liberalization in isolation of each of the three
main categories (manufactures, agriculture, and
services) and the combination of these three. It is
not surprising—and broadly consistent with liber-
alization simulations carried out using the 1995
GTAP database—that while there is greater pro-rata
expansion in manufacturing trade than agriculture,
the majority of the global welfare gains result from
the removal of the highly distortionary agricultural
policies. In both cases, the effects of liberalization
in services is dominated by the other main cate-
gories, for reasons that are made clear in the paper.
When considered from a regional perspective, the
most striking outcome is the high share of the
global welfare gains that accrue to the developing
countries; their losses due to adverse terms-of-
trade changes are substantially outweighed by
their efficiency gains.

It is evident that these complete liberalization
scenarios are highly unlikely to be realized in the
outcome of any WTO2000 negotiations. The devel-
oping countries may well seek and retain some
measure of special treatment because agricultural
reform will undoubtedly pose problems, the effi-
cacy of the General Agreement on Trade in Services
(GATS) as a vehicle for liberalization is open to de-
bate, and other issues are likely to intrude. These
scenarios, however, indicate the scale of possibili-
ties for trade liberalization, both as an overall pack-
age and on a sector-by-sector basis, and, as such,
they are a substantial contribution. 

Having acknowledged the contributions made
by the paper, it seems appropriate to discuss modi-
fications that could be made to the model structure
in order to make it more realistic. The standard
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1 Necessarily, in view of the comparative static nature of the underlying
model, no attempt is made to assess the probable interaction between
liberalization and growth in total sector productivity, nor the effect of
the trade-related investment measures (TRIMS) and trade-related intel-
lectual property (TRIPS) agreements.

2 In the case of agriculture, I find the “no change” assumption rather
implausible, but accept that the virtual impossibility of estimating
likely policy changes (in the light of both dirty tariffication and the
susceptibility of governments to lobbying by their farm sectors),
which makes “no change” a reasonable working assumption. 
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GTAP model implemented here, in common with
the majority of AGE multi-regional trade models, is
based on the assumptions of perfect competition
and constant returns to scale. There are many ways
in which such a model may be modified to make it
more consistent with observed market structures,
and some of these already have been implemented
in some form using the GTAP database. What follows
is perhaps best interpreted as a wish list, since many
would require a nontrivial augmentation of the exist-
ing GTAP database (or its equivalent).

It is convenient to distinguish two types of market
structure that arguably should be modeled explicitly:
imperfect competition within regional frontiers, and
multinational enterprises (MNEs). Within the former,
the new trade theories identify two broad structures,
both with decreasing costs: differentiated products
with many producers and (usually) freedom of entry/
exit, and few producers—often of a homogeneous
good, with strategic interdependence and (most often)
barriers to entry. Both give rise to cross-hauling, a
phenomenon dealt with in the standard GTAP model
via the Armington assumption, which is consistent
with perfect competition. Intuition suggests that, in 
a multiregion model, even a few firms producing
weakly differentiated goods, with freedom of entry
and exit, will be approximated fairly well by the per-
fect competition/Armington structure. Certainly some
AGE models that have used these as alternative struc-
tures do not report very different outcomes (e.g.,
Blake et al., 1999, Harrison et al., 1997). When there
are few firms and barriers to entry, however, it is likely
that explicit modeling of that structure will have an
important effect on outcomes, particularly in sectors
where firms have monopsony as well as monopoly
power. As an indicator of the differences within one
sector across countries, which is attributable at least
in part to barriers to entry, Table 1 reports estimates of
net margins in large food retailers for five developed
economies. It is immediately apparent that the net
margin for the United Kingdom (UK) is considerably
greater than the average for the other countries. 

This prompts four observations:

1. When there are few firms and the number 
of firms stays constant over the medium
term (as is typically the case in many retail
sectors), there may be a significant effect on
consumer prices; 

2. Concentration in the retailing sector may
have a greater effect on consumer prices
than concentration in manufacturing;

3. A disaggregation of the “other services 
(private)” sector in the GTAP database that
allowed modeling of the retail and other
intermediary sectors—ideally with the pro-
vision of data on sectoral concentration—
would be of great value; and

4. Modeling of such activities preferably should
be done on a sectoral and regional basis.3

Multinational enterprises, of course, also raise
many of the issues listed above, along with some
other issues that are peculiar to themselves. Data
on the activities of MNEs notoriously are difficult to
obtain, but, given those data, MNEs may be incor-
porated into an AGE framework (e.g., Markusen,
1998). Their dominance in some sectors (both manu-
facturing and service) is readily apparent, and makes
them a target of choice for organizations (including
governments) seeking to restrain (if not reverse)
trade liberalization. The failure of applied models
of trade liberalization to take specific account of
MNEs makes it all too easy for opponents of further
trade liberalization to dismiss such models (at least
to their own satisfaction) as unrealistic (if not biased).
Making some attempt to remedy the omission of

3 Britain has consumer prices that are notably higher than those in other
European Union (EU) countries (i.e., the price differential far exceeds
the costs to a private individual for transporting the goods back to the
United Kingdom.) These seem to reflect both continued dominance of
many retailing sectors by a small number of firms and effective non-
tariff barriers to trade with the rest of the European Union. Despite rul-
ings by the European Commission and investigations by the UK’s Office
of Fair Trading—notably for automobiles and a maintained press cam-
paign against “Rip-off Britain”—there is little indication of change.

Net Margins in Large Food Retailers
for 1992

France 0.5 - 2%

Germany 0.5 - 1.5%

Holland 0.5 - 1.5%

United Kingdom 6.3%

United States 1.5%

I am grateful to my colleague, Wyn Morgan, for 
providing me with these data, which were derived 
from various sources.

Table 1



MNEs will improve the general acceptability 
of applied trade models.

The growing tendency of both domestic firms
and MNEs to source their intermediate inputs from
low-wage developing economies has, of course, an
impact on the developing countries’ level and struc-
ture of trade. Perhaps just as importantly, it will
affect developing countries’ labor markets, in par-
ticular wage levels and labor standards. The poten-
tially beneficial effects of increased trade, however,
may be reduced if the developed country firms have,
and exploit, their monopsony power. Given that
labor standards and wages in low-income countries
also are a subject of (self-interested) concern to
trade negotiators in the developed countries, the
relevance of applied trade models would be en-
hanced by greater detail in labor disaggregation in
global databases. Since in most trade models labor
is specified as internationally immobile, such dis-
aggregation could proceed on a region-by-region
basis. This greater detail also would facilitate the
modeling of domestic institutions and policies that
affect labor mobility between domestic sectors, such
as unionization, wage legislation and rigidities, and
hire-fire legislation.

One of the strengths of applied general equilib-
rium modeling is that it allows the estimation of
outcomes in second-best situations, where even the
signs of changes may be indeterminate in more
general analytic models. Even the piecemeal incor-
poration of some of the modifications suggested
above would better inform the debate on further
trade liberalization. I have little doubt that the imple-
mentation of several already is planned by those
associated with the Global Trade Analysis Project.
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International Labor
Standards in the World
Trade Organization
and the International
Labor Organization

Drusilla K. Brown

For some time, the United States has attempted
to draw labor standards under the umbrella first

of the General Agreement on Tariffs and Trade (GATT)
and then the World Trade Organization (WTO).  The
apparent purpose is to attempt to use the enforce-
ment mechanisms of the GATT, and now the WTO,
to improve compliance with what the United States
considers to be fair labor standards.

Most recently, the United States attempted to
place the issue of labor standards on the agenda
for the Millennium Round at the Seattle Ministerial
Meeting in 1999.  As in the past, President Clinton
appeared to seek a joint working party between the
WTO and the International Labor Organization (ILO).
However, he went further and suggested that the
United States might impose sanctions against coun-
tries that violated core labor standards.

By contrast, during the Singapore Ministerial in
1996, the Clinton Administration claimed that its
objective—with regard to labor standards—was only
to signal U.S. workers that competition from low-
wage countries would not be intensified due to the
denial of basic human rights.  Administration offi-
cials went to some lengths to dispel the view that
the United States intended to use trade sanctions to
uphold labor standards.  The U.S. delegation only
sought to link the maintenance of an open world
trade system to the promotion of core labor stan-
dards and to establish a working party to identify
links between labor standards and WTO rules.1

The United States has had virtually no success
with either attempt.  The Singapore Ministerial
Declaration stated that the ILO was the appropriate
body for addressing labor standards internation-

ally.  During the Seattle Ministerial, the delegates
were unable to agree on any language concerning
labor standards.

LINKAGE BETWEEN CORE LABOR
STANDARDS AND TRADE DISCIPLINES
IN THE WTO

Given the U.S.’s inability, thus far, to establish
labor standards as an explicit aspect of the WTO
agenda, the United States is left with the option of
linking labor standards to existing trade disciplines.
There are several provisions in the WTO Agreement
that could, at least potentially, provide such a link.
These are discussed below.2

Anti-Dumping
According to Article VI of GATT 1994, exports may

be subject to an anti-dumping duty if a product is
being exported at a price below its normal value and
the sale of the product can be shown to be causing
or threatening to cause material injury to domestic
producers.  It has been argued that selling products
produced under sub-par working conditions consti-
tutes social dumping.  A product can be shown to be
selling below its normal value if there is evidence
of price discrimination.  That is, the product can be
shown to be sold at a higher price in a third-country
market.  Another way to show a product is selling
below its normal value is on the basis of a constructed
production cost.  In this case, dumping occurs when
the good is sold at a price below the cost of produc-
tion.  Therefore, under current WTO rules, the
investigative authority would be prohibited from
asserting that a violation of core labor standards
has occurred, which can only be shown to have
depressed the cost of production, unless the
violation also resulted in a below-normal price.
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Countervailing Duties

Alternatively, government-enforced wages and
working standards that depress the cost of produc-
tion can be seen as an export subsidy that might 
be subject to countervailing duties if injury to the
domestic industry can be shown.  However, under
GATT Article XVI, a subsidy must take the form of a
financial contribution by the government or other
public body, an income support, or a price support.
Suppression of core labor standards does not involve
an income transfer, an income support, or a price
support and, thus, is unlikely to be viewed as a
subsidy eligible for a countervailing duty.

Even if government-enforced suppression of
wages can be seen as a regulation of prices, viola-
tion of labor standards does not meet other criteria
of Article XVI.  For government intervention to con-
stitute a subsidy, it must be specific to certain enter-
prises.  Therefore, poor labor standards that exist
country-wide could not be considered specific to
a subset of firms.

General Exceptions Provisions
GATT 1994 Article XX does provide for certain

exceptions to free-trade provisions.  For example,
under Article XX(e) countries may bar exports of
goods made by prison labor.  However, no other
labor standards are itemized in Article XX.  The
possibility of applying Article XX(d) on “measures
necessary to secure compliance with laws or regu-
lations not inconsistent with the GATT” to labor
standards was discussed during the negotiations
of the Havana Charter, but rejected.

Nullification and Impairment Provisions
Article XXIII provides that a member may

submit for dispute resolution if the “application 
by another of any measure … or the existence of
any other situation…” impairs or nullifies benefits
that would otherwise be forthcoming under GATT
rules.  However, even if a complaint of poor work-
ing conditions was found to fall under Article 
XXIII, the Article does not provide for any remedy.
The countries in question are merely encouraged
to find a “mutually satisfactory adjustment.”  In
1953, the United States attempted to explicitly
incorporate workers’ rights into the nullification
and impairment provisions, but the proposal 
was rejected.

Opt-Out Provisions

GATT Article XXXV allows current members
of the GATT to refuse to extend GATT privileges to
other members of the GATT for any reason.  How-
ever, this provision applies only to newly acceding
members and cannot be applied retroactively to
countries already in the GATT.

Trade Policy Review Mechanism (TPRM)
In principle, labor standards could become

part of the deliberations on export zones in the
framework of the Trade Policy Review Mechanism.
However, the outcome of such discussions cannot
become part of dispute-resolution procedures or
impose new commitments on members.  In other
words, such a review of labor practices would not
trigger any penalties.  Furthermore, as a practical
matter, developing countries have vigorously and
successfully resisted the inclusion of labor prac-
tices in TPRM discussions.

Given the foregoing discussion, it is difficult to see
how the United States might successfully link labor
and trade standards within the current provisions
of the GATT.  Some provisions would have to be added
that would create a channel directly to labor standards.
Thus, at least for the near future, labor standards
remain solidly within the purview of the ILO.

LABOR STANDARDS IN THE ILO
As a historical matter, the characterization and

monitoring of labor standards have been allocated
to the ILO.  However, the ILO has been given little
real enforcement power.  As a consequence, their
activities have been confined to establishing con-
ventions that set minimal labor standards.  The ILO
also monitors, disseminates information, and pro-
vides technical assistance.

The ILO Secretariat did attempt to connect labor
standards and international trade with the objective
of improving enforcement.  The ILO and the WTO
were to work together in monitoring the protection
of core labor standards.  However, the working party
suspended future discussion of the use of trade
sanctions in 1995.

Multitask Agencies
One aspect of the incentive system faced by

multitask agencies has been brought to bear in



understanding the exclusive assignment of labor
issues to the ILO.  It is argued that the appropriate
international trade standards can be established
with much greater clarity than labor standards.
Further, it is far easier to observe compliance with
international trade law than with international
labor law.

Holmstrom and Milgrom (1991) established
that when there are several monitoring tasks that
compete for an agency’s attention, and the agen-
cy’s efforts at each task are not equally observable,
then the agency will devote a suboptimal level of
effort to the less observable tasks.  The implication
of this result for labor standards is that a WTO that
is assigned both monitoring tasks will assign greater
effort to monitoring trade violations than labor vio-
lations.  Therefore, labor issues should be assigned
to a separate agency so as to increase the monitor-
ing effort that labor standards receive.

However, the interpretation stating that moni-
toring assignments across international agencies
arise from the difficulty of observing labor standards
enforcement relative to trade standards enforcement
is not consistent with historical evolution.  Clearly,
the pressure to divide trade and labor monitoring
tasks between the WTO and ILO is driven by princi-
pals, such as India, who seek minimal enforcement
of labor standards, and not by principals who seek
to intensify enforcement, such as the United States.
Therefore, it is unlikely that the allocation of the
labor-monitoring task to the ILO was intended to
improve enforcement as the multitask agency argu-
ment discussed above suggests.

Multiprincipal Agencies
A more plausible explanation is that labor stan-

dards would receive far too much attention in the
WTO, rather than too little.  Excessive monitoring of
labor issues could stem from the fact that the WTO
must respond to multiple principals with conflict-
ing objectives.

Establishing a set of fair rules regulating inter-
national trade is easy when compared to developing
an international protocol on issues like labor stan-
dards.  Most importantly, the trade rules can serve
the interests of all participants without regard to
specific country characteristics, such as the stage
of economic development.

Optimal labor market characteristics, however,
depend critically on each country’s level of income.
Reaching any agreement on labor market standards

that does not threaten the interest of the poorest
countries has been frustratingly elusive.  Even if
the developing countries were to agree that a set
of standards is desirable, achieving them may be
difficult or impossible. 

The difficulty in establishing and enforcing a
widely acceptable set of labor standards makes in-
clusion in the WTO problematic.  The WTO charter
is an incomplete contract.  It would ultimately fall
to the dispute-resolution board to interpret the
operational consequences of regulations concerning
labor standards in the WTO’s charter.  The United
States has clearly signaled the intent to use the
interpretation process to reduce labor standards to
their trade equivalent.  Ultimately, the United States
could not credibly precommit not to pursue the
link between labor standards and WTO trade rules,
thereby using the power of the trade disciplines
against labor standards violations.

To prevent any possibility that trade penalties
would apply to labor standards violations, labor
standards were partitioned out of the WTO.  The
ILO, a distinctly different entity, would address the
issue of international labor standards.

Much is made of the weakness of the ILO and
the absence of enforcement powers.  However, a
more charitable view of the agency is that labor
standards have been allocated to the ILO precisely
because it has no power to punish.  The low power
of the incentives used by the ILO is entirely appro-
priate given the general inability to identify a set
of uniform labor standards that can be applied in
all settings.

Designing the charter of a multitask/multiprin-
cipal agency is difficult when the intensity of en-
forcement should vary markedly over the various
tasks.  This is particularly the case if one of the prin-
cipals would like to apply the high enforcement
power of one set of tasks inappropriately.  It may
be necessary to sort tasks across agencies so that
the maximum enforcement power of the agency is
consistent with the task that it undertakes, which
should have the lowest intensity of enforcement.
The end result is that some agencies may have a
very small range of tasks and virtually no power
of enforcement, as is the case with the ILO.

This is not unlike the fundamental transactions
cost that bedevils multiprincipal/multitask agencies.
When several principals are attempting to affect
decision-making in an agency, they will provide
positive incentives for desirable actions and nega-
tive incentives for undesirable actions.  To the ex-
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tent that the principals disagree or tasks vary in
observability, bargaining can produce a set of low-
powered incentives.  Holmstrom and Milgrom (1991)
and Dixit (1996) have shown that the power of in-
centives can be improved if some of the actions of
the agent and principals can be controlled in an all-
or-nothing manner.

A similar principle applies here.  The United
States would like to apply the high-powered punish-
ments for trade barriers to labor-standards viola-
tions.  Given this fact, the impact must be to either
lower the punishments for trade barriers or lower
the labor standards, neither of which is optimal.
The optimal solution is to prohibit the United States
from switching punishments that are intended for
trade violations over to the labor-standards viola-
tions.  Partitioning tasks across international agen-
cies is a particularly effective strategy for enforcing
the prohibition.

Sorting tasks by international agency also can
be understood as a strategy for coping with the
comparatively rigid rules that are optimal for regu-
lating international trade while leaving the flexibility
for managing international labor standards.  Clear
and transparent trade standards reduce the ambi-
guities that must be left to interpretation by a dis-
pute resolution panel.  Clarity and simplicity have
the potential, therefore, to improve compliance.
Meaningful labor standards, by contrast, must be
flexible and responsive to individual country con-
ditions.  Sorting trade and labor enforcement by
international agency can help diminish the tension
between rigid rules that improve commitment to
principles of trade liberalization and the flexibility
that outcome-related labor standards require.

Below, we present a formal model of labor and
trade standards in the WTO.  However, before doing so,
we must first consider the institutional characteristics
that govern monitoring and dispute resolution.

DISPUTE RESOLUTION IN THE WTO
The portion of the Uruguay Round that estab-

lished the WTO also laid down a “dispute-settle-
ment understanding” or DSU.  The DSU created, for
the first time, binding text covering dispute settle-
ment.  The DSU is similar in institutional structure
to the system that evolved in the GATT.  However,
subtle changes in some key provisions distinctly
altered the binding nature of the process.

Under the DSU, a panel of experts considers
disputes brought before the WTO.  Members of the

panel are not government representatives, but rather
are acting in their own right and are required to eval-
uate the evidence fairly and within the context of
GATT law.  The panel makes a report to the Council
that either accepts or rejects the panel’s findings.
A country that is dissatisfied with the Council decision
may appeal to a three-person appellate panel.  A
report by the panel of experts that successfully passes
through both stages of review is binding on all par-
ticipants.  For some legal systems a binding conclusion
in the WTO takes on the force of domestic law.

Under the GATT system, a decision by the
panel of experts required unanimous consent in
the Council before it was considered to be adopted.
Hence, all of the dispute resolution-power ultimate-
ly lay in the hands of the Council.  Any country
could block a finding by the panel of experts in
the Council merely by voting against it.

However, under the DSU in the WTO, the reverse
is the case.  A report by the panel of experts is ac-
cepted unless there is a consensus in the Council to
reject it.  The same is true of an appeal.  The appeal
is accepted unless there is a consensus in the appel-
late panel to reject.  As a consequence, virtually all
of the monitoring power lies with the independent
panel of experts.

Of course, countries faced with an adverse deci-
sion can always refuse to draw its domestic law
into compliance with the decision of the dispute
resolution panel.  As consequence, the true enforce-
ment power depends on the adverse effects that a
country may incur when not in compliance with
international law.

Several other characteristics of the dispute res-
olution process have been carried over from the
GATT system.  First, there are two kinds of cases:
violation and nonviolation.  The nonviolation cases
are those that are brought under the “nullification
and impairment” clause and, thus, do not actually
consist of a claim that a member has violated any
aspect of GATT law.

Second, WTO law continues the evolution
toward a process governed by rules driven by real
treaty obligations.  Jackson (1998) argues that origi-
nally dispute resolution in the GATT merely assisted
parties to settle their disputes in a mutually satis-
factory manner.  However, during the tenure of the
GATT, dispute resolution increasingly came to be a
process whereby the countries were informed of
their treaty-enforced obligations.

Third, the legal effect of a finding by the dis-
pute resolution board remains unclear.  Some have
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argued that the DSU requires countries to bring
their domestic law into compliance with the final
report resolving the dispute.  Others have argued
that a country can evade the report by paying com-
pensation.  However, under DSU Article 22:8, “…the
matter remains on the agenda of the Dispute Settle-
ment Board (DSB) until compliance occurs.”  This
is the case even if compensation is paid.  Hence,
performance appears to be required, not merely
compensation.

Fourth, the increased power of the committee
of experts raises the possibility of  “judicial activism.”
For example, the United States has signaled some
interest in using the “nullification and impairment”
clause to press issues such as intellectual property
rights.  Labor standards would be a natural target as
well.  However, the language in Article 3:2 requires
that judgment by the panel not “…add to or dimin-
ish the rights and obligations provided in the covered
agreement.”  Jackson (1998) has argued that such
language encourages judicial restraint.

Finally, it is important to note that the greatly
expanded responsibilities of the WTO in resolving
disputes require funding.  In comparison to the
GATT, dispute resolution in the WTO is more elabo-
rate and, therefore, expensive.  The appellate body
must be funded and there is a commitment to pro-
vide legal assistance to developing countries during
DSB procedures.  Furthermore, the issues likely to
arise in future cases are exceedingly technical, re-
quiring great expertise and more serious examina-
tion of the facts.  The panel of experts may choose
to develop its own facts rather than rely on the liti-
gants for such information.  Currently, the DSB is
receiving adequate funding, unlike the rest of the
WTO.  However, funding may become an issue either
if the number of cases is unexpectedly large or mem-
ber governments providing funding grow dissatis-
fied with the process.

A MODEL OF INCENTIVES IN THE WTO
We now turn to a model in which the WTO is

modeled as a multitask agency controlled by mul-
tiple principals.  In particular, the WTO is moni-
toring the conduct of members and their firms
with regard to their adherence to previously estab-
lished trade and labor standards.  The priorities of
the members do not coincide with each other nor
do they necessarily coincide with the priorities of
the agency.  This is particularly the case for labor
standards.  The United States, for example, argues

for relatively high labor standards that are to be rig-
orously enforced.  Many of the developing countries,
fearing hidden protectionism, seek minimal stan-
dards and enforcement.  The agency may have reser-
vations concerning the enforcement of labor stan-
dards because they are not obviously related to the
original mission of fostering free international trade.

The role of the agency is to enforce previously
established trade and labor standards.  This is done
by monitoring behavior and then establishing a pen-
alty for each deviation from the preset standard.  The
penalties are established by applying a rate to the
degree of deviation from the standard.  That is, the
vector of penalties is given by

(1)

,

where P denotes the punishment, t is the penalty
rate, S is the standard, and A is the action subject to
dispute resolution.  The subscript T denotes trade
standard and the subscript L denotes labor standard.
The penalty rate matrix is taken to be lower trian-
gular in order to reflect the possibility that devia-
tions from the labor standard might be evaluated in
terms of their implications for free trade.  This is
the linkage that the United States seeks to introduce
into the WTO.

Case 1: Perfect Information and No Linkage
We will assume first that the principals can mon-

itor the conduct of the agents perfectly.  That is, the
WTO members can observe the deliberations and
actions of the Committee of Experts.

Following the analysis of multiprincipal-multi-
task agencies in Dixit (1996), we will assume that
the agent’s utility function has constant risk-aver-
sion given by

(2)                     ,

where w is money income minus a quadratic cost
of effort and

(3)                              

The matrix C = c I is taken to be a diagonal, posi-
tive definite matrix.  The vector t in equation 3 is
given by
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(4) ,

and the benefit to the world of enforcing standards
is given by

(5)

The implication of equation 5 is that the value to
the world of enforcing a labor standard is inde-
pendent of whether labor standards are enforced
through labor standards directly or whether they
are first linked to trade standards.

The first best outcome is obtained by choosing
t to maximize total surplus, given by

(6)

The first-order condition for the maximization
problem in equation 6 is

(7)                                  

or

(7′ )                            

Equation 7′ describes the set of optimal punishment
rates.

In order to simplify the analysis, we will assume
that bargaining is taking place between the United
States, on the one hand, and the developing coun-
tries, on the other.  We also will assume that it is
equally costly to the agent to enforce trade and labor
standards.  Under these assumptions, the optimal
punishments can be written as

(7′′ )           and

,

where bi
j is the benefit to country j of a unit of

enforcement of standard i. 

Case 2: Perfect Information with Linkage
The type of linkage between labor standards

and trade standards that the United States is pursuing
is one that interprets poor labor market conditions
as interfering with fair trade in goods and services.
Therefore, the type of penalty that the United States
envisions for labor standards violations would be
linked to the penalty applied to trade standards vio-
lations.  That is

(8)                                ,

where k is presumably close to one.  In this case,
the benefit from levying penalties is given by

(5′ )

In this case, the optimal punishments become

(9)

.

To find the full impact from labor standards viola-
tions we must include both the direct penalty plus
the trade-linked penalty.  That is

(10)  

We are now in a position to draw three 
conclusions.

1. If

that is, the social benefit of punishing labor stan-
dards violations is negative, then the penalty
imposed on trade violations is under-powered.
However, if the net social benefit from enforc-
ing labor standards is positive, then the penalty
imposed on trade violations is over-powered.













JULY/AUGUST 2000    111

This result can be seen by comparing the trade
penalty in equation 9 with the optimal trade pen-
alty given in equation 7′′ . The opportunity to link
labor standards to trade disciplines leads the United
States to increase the intensity of the trade stan-
dards violations because of the added benefit it
gets through the enforcement of labor standards.

2.  It is likely that the penalty for labor standards
violations will be over-powered.

If the social benefit to enforcing labor standards
is positive, then a comparison of equation 10 and
the labor penalty in equation 7′′ clearly demon-
strates that the linked labor standards penalty is
larger than the optimal penalty.  In the event that
the social valuation of enforcing labor standards is
negative, then it is still likely, but not inevitable, that
the labor standards penalty will be over-powered.

To see the second point, first note that if the
social valuation of enforcing labor standards is
negative, then tL=0, as can be seen from equation
9, since it is not possible to impose a negative
penalty. In this case, the only penalty imposed on
labor standards violations is the linked penalty.
That is

So, as long as the punishment for trade violations
is positive, the total penalty on labor violations will
be positive as well.  Hence, the punishment for
labor standards violations is over-powered.

3.   It should be noted that as long as the possibility
of linkage between labor standards and trade
violations exists, then developing countries will
likely prefer to partition labor standards and
trade standards into separate agencies, whereas
the United States will prefer to integrate both
standards into a single agency.

If agency partitioning occurs, then the benefit to
the LDCs of the activities of the two separate agen-
cies is given by

(11)

However, if linkage occurs, then LDC welfare is
given by

(12)

As long as the social valuation of enforcing labor
standards is approximately zero, then the welfare
for developing countries in equation 12 with link-
age will be smaller than the welfare gain when par-
titioning occurs, as given by equation 11.  This is
the case because the developing countries’ own
valuation of labor standards are negative.  It is straight-
forward to demonstrate that the opposite is the case
for the United States since the U.S. valuation of labor
standards is positive.

Case 3: Unobservable Action.
Given the recent changes in dispute resolution

within the WTO, it is now possible that actions by
the committee of experts will no longer be per-
fectly observable.   With unobservable action, the
best that the principals can do is to offer an incen-
tive contract contingent on observable x where 

(13)                          

and ε is normally distributed with mean 0 and vari-
ance matrix Ω.

Here we will take the incentive contract to be
linear in x given by

(14)                      

Dixit (1996) has shown that the equilibrium incen-
tive contract produces penalties that are given by 

(15)                           ,

where a can be characterized by 

(16)        

Equations 15 and 16 illustrate the now-familiar
result that if the principals are unable to perfectly
observe the efforts of the agent and the agent is

FEDERAL RESERVE BANK of ST. LOUIS



112 JULY/AUGUST 2000

R E V I E W

risk-averse, then the incentive scheme will under-
reward desirable behavior.  From equation 16, we
can see that every element of b is larger than a
since all of the elements of C and Ω are positive.
Therefore, it must be the case that the punishment
vector given by equation 7′, when effort is observ-
able, is larger than the vector of punishments given
by equation 15, when actions of the agent are
unobservable.

In addition, the members do not necessarily act
as a unified principal, but rather attempt to lobby
the Committee of Exports independently.  Dixit
(1996) has shown that in this case, the equilibrium
contract is characterized by 

(16′ )            

Again, the incentives are under-powered.
However, we have shown above that linkage

leads to over-powered labor standards incentives.
There is no reason to expect that linkage will just
barely correct for under-powered incentives in the
presence of hidden action.

POSTSCRIPT
Despite the apparent failure of the United States

in the Singapore Ministerial, U.S. efforts were not
without effect.  The United States has never been
satisfied with the ILO as an organization in which
to pursue its interests in international labor stan-
dards.  Indeed, the United States withdrew from the
ILO on three separate occasions: 1919-34, 1938-44
and 1977-80.

Braithwaite and Drahos (2000) argue that the
United States, by withdrawing from the ILO, was
trying to threaten a forum shift of labor standards
to the WTO in order to pressure the ILO to pursue a
labor standards agenda that is consistent with U.S.
priorities.  However, the ILO has established pre-
eminence on the labor standards issue that is not
easily weakened by a forum-shifting strategy by
the United States.

Nevertheless, in June 1998, two years after the
Singapore Ministerial, members adopted the ILO
Declaration on Fundamental Principles and Rights
at Work.  This declaration obligates members to pro-
mote basic rights covered by ILO Conventions on
freedom of association, elimination of compulsory
labor and child labor, and elimination of discrimi-
nation in respect of employment and occupation—
even for members who have not ratified the relevant

conventions.  Braithwaite and Drahos argue that 
the United States succeeded in internationalizing
labor standards (albeit in the ILO) over the long-
standing objections of the developing countries
because of the implicit threat to shift the forum on
labor standards to the WTO, where disciplines are
more demanding.
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Commentary

James E. Harrigan

Drusilla Brown’s paper has two key points. The
first is that there is no role for labor standards

under current World Trade Organization (WTO)
rules. Brown’s second point is that if enforcement
of labor standards were brought into the WTO, the
result would likely be weaker enforcement of trade
rules and a reduction in welfare from the status quo.

Brown is correct that weak or nonexistent labor
standards are not a violation of current WTO rules.
This does not necessarily mean that labor-standards
concerns cannot be addressed by the WTO, however.
In an important and thought-provoking recent paper,
Kyle Bagwell and Robert Staiger (1999) argue that
changes in labor standards, if they have implications
for trade flows, may be grounds for “non-violation”
complaints under General Agreement on Tariffs
and Trade (GATT) Article XXIII. These non-violation
complaints are allowed when a change in a trading
partner’s policy offsets market access commitments
previously made, even if the policy change is GATT-legal.
Furthermore, they claim, non-violation complaints
under Article XXIII offer a way of correcting the in-
efficiency that arises when governments have a leg-
itimate interest in the effects of labor standards, but are
restricted to bargaining only over trade instruments.

Bagwell and Staiger recognize that governments
may care about the standards of their trading part-
ners: foreign standards are an externality, either
pecuniary (having an effect on the terms of trade)
or non-pecuniary. An example of a pecuniary effect
is the cost advantage gained by a low or nonexistent
minimum wage, which will improve the terms of
trade of the country with the weak standard. A non-
pecuniary externality is the effect of cross-border
pollution, which directly affects welfare in the receiv-
ing country even if there is no terms of trade impact.
Bagwell and Staiger argue that many pecuniary
externalities can be handled under improved imple-
mentation of current WTO rules, and others can be
handled by reasonable extensions of current rules.

In the Bagwell-Staiger model, governments
care about local standards, local prices, and the

terms of trade—they don’t care directly about for-
eign standards. The policy instruments available are
standards and tariffs. Nash bargaining between gov-
ernments in tariffs and standards choices is ineffi-
cient, and GATT negotiations over tariffs alone only
partially correct this inefficiency. With tariffs con-
strained by GATT bindings, governments will have
an incentive to choose standards to manipulate the
terms of trade. The equilibrium standards choice is
distorted, and a “race to the bottom” is possible.

Bagwell and Staiger’s proposed solution to this
inefficiency is to have governments bargain over
market access levels, and then choose their two
instruments (standards and tariffs) optimally to
deliver that access. The resulting tariffs may be
higher than they otherwise would be, but as long
as market access is maintained, the freedom to set
standards and tariffs together will deliver an effi-
ciency gain over the case when governments bar-
gain only over tariffs. For example, suppose that a
developing country abolishes its minimum wage,
flooding the United States with cheap, labor-inten-
sive imports. Under the Bagwell-Staiger proposal,
the United States could demand compensation in
the form of higher tariffs to restore the value of the
status quo market access. This is efficient because
the foreign country is better off (they have chosen
their standards optimally), while the United States
is no worse off (its terms of trade are restored to
the status quo by the compensating tariff).

As ingenious as this interpretation is, it only
solves half the externality: What if the home
country changes a labor standard that benefits its
trading partner (for example, an increase in the
minimum wage, which leads to higher imports)?
There is no mechanism for compensating the
home country for this market access gift, so the
home country will distort its standards choice, and
the potential for a “race to the bottom” reappears.
Bagwell-Staiger offers the following proposal to
correct this inefficiency: Allow the home country
to raise its tariffs to compensate for the improved
market-access effect of changing standards. As dis-
cussed above, this is efficient because the foreign
country is no worse off, while the home country is
better off by choosing its standards optimally.

Of course, practical problems with the Bagwell-
Staiger proposal abound. Is it realistic to suppose
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that the dispute settlement procedures can handle
claims of trade-affecting standards changes? The
proposal also offers no solution to non-pecuniary
externalities (such as cross-border pollution, gen-
uine concern over child labor, etc.). But in the wake
of the Seattle debacle, it may not be wise for free-
traders to dismiss well-grounded proposals to bring
standards into the WTO.

Returning to Brown’s paper, she argues that
bringing standards enforcement into the WTO could
distract the WTO from its primary mission of liber-
alization, and that principal-agent considerations
might lead to lower welfare than the status quo. This
insight seems correct and potentially important.
But Brown’s model looks at only half of the game:
She takes equilibrium tariff and standards choices
as given, and does not analyze how governments
will choose their policy instruments under different
potential arrangements for the WTO. As a result,
her conclusions about welfare and equilibrium
punishments cannot be regarded as reliable. An
extended model, which incorporated the decisions
of governments in a context where principal-agent
problems are important, would seem to be required
to answer the questions in which she is interested.

REFERENCE
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The WTO and
Market-Supportive
Regulation:
A Way Forward on
New Competition,
Technological and
Labor Issues

J. David Richardson

In this paper I argue that certain of the “new issues”
in global trade negotiations belong there quite

naturally.  I label these conformable issues “market-
supportive regulation.”  I believe that wise incor-
poration of market-supportive regulation into the
World Trade Organization (WTO) is the key to gen-
erating a new wave of “gains from trade”—and to
widely disseminating those gains within and
among societies.

I call this my thesis, for lack of an accurate,
but humbler, term.  My illustrations of market-sup-
portive regulation include a subset of principles and
practices from the domains of competition policies,
technology policies, and labor-relations policies.  

…But only a subset.  Only those regulatory
principles that conform most closely to the market
system belong on the WTO negotiating agenda.  The
rest would hold back its progress.

My thesis begs several questions.
Why the title’s emphasis on “a way forward”

in WTO negotiations?  Obviously because forward
momentum is slow, and was slow even before the
Seattle debacle.1 Less obviously, because it’s still
worth going forward for all WTO members, includ-
ing the United States.  Last and least obviously, be-
cause going forward on three specific new issues
has unappreciated value. It is a way to do two urgent-
ly needed things: To further empower the global
market system and, simultaneously, to increase its
constituency and thus enhance its broad legitimacy.

What “privileges” the market system to lead me
to recommend its further empowerment? First, I will
argue that it is a remarkable social mechanism for
reaching objectives of all kinds—necessary and noble,
individual and communal, monetary and intangible—
noncoercively.  Second, and more important, I believe
that the current market system needs an incentive
to negotiate on issues of its own legitimacy, limits,
and regulation.  Its gains from negotiating new issues,
standing side-by-side with procedural and material
gains for labor unions, technology users, and nascent
and small firms, are what make my proposed way
forward viable—because it is mutually beneficial.2

Why any new issues at all?  Why not WTO busi-
ness as usual?  Why not just say no to new issues?3

I maintain that business as usual no longer is an
option.  The broad backlash against it is here to stay.
There will be no results from multilateral negotia-
tions this way, no chance to enjoy the new gains
from global integration without some broadening
of the beneficiary base beyond business as usual.

Why the WTO for my proposal—there are alter-
native forums and mechanisms?  Part of my answer
is that the WTO already oversees a market-supportive
body of regulations; indeed that is its main purpose.
Another part of my answer is that the WTO has already
started implementing market-supportive new issues
in the Trade-Related Intellectual Property Rights (TRIPs)
Agreement, and in telecommunications and other
services.  The last part of my answer is that alterna-
tive forums have proved incapable of handling new
issues effectively (e.g., the Organization for Economic
Cooperation and Development on investment) and
unable to broaden the constituency of beneficiaries
(e.g., the North American Free Trade Area’s failed
attempt to draw in labor and environmental com-
munities).

I begin below with a very brief discussion of what’s
to be gained in a new round of WTO negotiations.
In Section 3, I describe what I mean by market-
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1 The conference paper by Schott describes recent non-momentum in
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supportive regulation, illustrating it in Sections 4,
5, and 6 by competition, technology, and labor poli-
cies. I finish with brief discussions of how the WTO
might practically incorporate the market-supportive
new issues and why domestic political constituen-
cies might come to support their incorporation
into the WTO.4

WHAT’S AT STAKE
Traditional estimates of the gains from more trade

liberalization are notoriously modest.5 But most
traditional studies assume away striking gains that
new research reveals.6 These non-traditional gains
include effects on growth, technology, productivity,
market power, and best-practice benchmarks (as well as
tighter industry dispersion around these benchmarks).
Much of this new research has been carried out at
the industrial grass roots—firm-by-firm, establish-
ment-by-establishment, shop-floor-by-shop-floor.
Traditional ambiguities caused by over-aggregated
measures have been reduced.

The new research suggests sizeable gains to further
global liberalization, even for relatively open countries
like the United States.  These gains are of many kinds—
gains from trade in goods and services due to stronger
export engagement and deeper import dependence,
and from inward and outward investment and techno-
logy transfer.

Global integration of all kinds seems vital for
superior economic performance.  American workers,
firms, and communities with lots of exports, imports,
overseas licensing and supplier relationships, invest-
ment abroad, and foreign investment at home pros-
per compared to their insular counterparts.

There’s still a lot at stake.

MARKET-SUPPORTIVE REGULATION
AND THE MARKET SYSTEM

Market-supportive regulations are those that
make the market system more effective, stable, and
sustainable.  But the terms in this brief statement
need elaboration.

What is called the “market system” is a peculiar
mix of competition and cooperation.  Everyone is
familiar with the competition.  But few reflect very
deeply on the cooperation.  Almost all the agents
that compete are social groupings, whose internal
organization is for the most part cooperative, not
competitive.  “Firm” is the generic term for these
agents—corporations, partnerships, labor unions,

not-for-profits, and others.  
Firms are both the suppliers of most products

and services and also the principal buyers.  House-
holds, who also are cooperative social agents, are
generally buyers only of final goods as consumers.
These final goods are assembled from materials and
components that have already been bought and
sold many times by firms, through a long series of
exchanges in both input markets and in internal,
intrafirm transactions.  The market system is a com-
plex, vertical, and  social network of purchases and
sales, contracts and conventions among firms.  The
market system is itself a mix of competition and
cooperation, a social organism.  The quality of the
organism’s competition and cooperation determines
how effectively and efficiently it combines funda-
mental inputs such as worker services to produce
final goods and services for those very workers.

In simple terms, the quality of this social market
system determines the standard of living of its workers.

So the prototypical “economic man/woman” so
common in elementary textbooks is really a stylized
fiction; so, too, the mythical individual entrepreneur.
Typical real market transactions involve competition
and cooperation in a complex sequence among inter-
nally cooperative social groups.  The internal coop-
eration is governed by such regulations as company
law; the external competition and cooperation by such
regulations as contract law and competition (antitrust)
policy.  Many of the market’s social groups have legal
status that grants them the right to collectively own
and exchange property, including intangible prop-
erty (e.g., intellectual property) and licenses (e.g., to
represent a set of workers), and to differentiate and
isolate their legal liability as group members from
their liability as individuals.

Thus, the market system is socially populated,
socially rooted, socially conditioned, and socially
constructed.  It is far, far away from the chaotically
competitive “law of the jungle” with which it is
sometimes rhetorically confused.  

I will argue that, correspondingly, a sustainable
global market system will be socially constructed
and conditioned, too, by policy design.

Economic regulations condition this competi-
tive-cooperative market system.  Among other goals,

4 I intend to draft a more detailed defense of my thesis, to be published
by the Institute for International economics.

5 The conference paper by Hertel illustrates this point.

6 This new research is surveyed most directly in Richardson (2000) and
Lewis and Richardson (2000).



they aim to make the market system work better.
Designed properly, they are market-supportive7 and
part of the social infrastructure.8 They regulate the
intensity of competition, the scope of cooperation,
and define the due processes and legal boundaries
for both, including the important boundary between
coercive and voluntary transactions.  For one exam-
ple, company law supports the market for corpor-
ate control; it establishes categories of voting rights
and procedures for shareholders, and determines
when and how a rival firm’s managers can compete
for the shareholders’ allegiance (cooperation).  For
a second example, labor-relations law supports the
market for cooperative representation—agency; it
establishes workplace voting procedures for workers
to be represented collectively by a union and when
and how another union could compete for certifi-
cation to organize the workers cooperatively.  For a
third example, intellectual-property law aims to
undergird the markets for artistic creation and pro-
ductive innovation, indirectly compensating for exter-
nalities and for missing inter-generational markets.

Not all economic regulations are market-sup-
portive.  Some are market-inhibiting—though often
“for a good cause” (e.g., prohibitions on markets in
socially dangerous goods and services, or limitations
on current markets to avoid extinction of future
markets, as in fisheries regulation). Environmental
regulations are often of this sort.  Though I leave
them outside my own set of illustrations of market-
supportive regulation, they need not be left out.  In
market-supportive variants, environmental regula-
tions aim to create and refine markets—markets for
spillovers that are otherwise nonmarketable (exter-
nalities), and markets for intergenerational trans-
actions that are infeasible without devices to repre-
sent the preferences and objectives of the unborn.9

Still other regulations are distant from markets.
Social regulation10 often is motivated by nonmaterial
values and needs.  Voting regulations, systems of
education, criminal justice, national military service,
and social-welfare and human-rights policies are all
social regulations that are all less directly supportive
of markets than the economic regulations above.
Social regulations are important— vitally important—
but they are not promising issues for impending
negotiations that should aim to realize the large
gains from further integration of global markets.
Social regulations are too distant, too diversionary,
not sufficiently conformable, and orthogonal.11

I want to argue, in the rest of this paper, that
three kinds of limited, market-supportive economic

regulations are natural companions to global mar-
kets, enhancing their performance and broadening
their legitimacy.

MARKET-SUPPORTIVE COMPETITION
POLICIES

Market-supportive competition policies are one
of the best examples of regulation that conforms to
the fundamental purposes of the WTO and that
belongs under its umbrella.  Multilateral trade nego-
tiations and competition policies usually have very
similar objectives.  The aim of both is more open
market organization of economic activity.12 Open-
ness connotes freedom of entry and contestability
(defined below).

I believe that the time is ripe for multilateral
WTO negotiations over “conditions of competition”—
though they will take a long time to reach fruition
and must properly begin in a very modest, proce-
dural way.  In previous writings, Edward M. Graham
and I13 have recommended that first-generation ini-
tiatives include only the gradual commitment of all
WTO members to implementing a baseline set of
domestic competition policies14 concerning cartel
practices and anti-competitive horizontal restrictions,
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7 I do not mean to make this term coincident with “incentive compatible.”

8 This “progressive” view of the way government regulation can sup-
port markets has deep roots in economic philosophy, the institutional
school, and the social gospel, and surfaces frequently (Reich, 1991;
World Bank, 1997; Holmes and Sunstein, 1999; for example), though
generally submerged by alarmist, populist accounts of the war between
greed and governance.  Garrett (1998, pp. 789ff.), for example, describes
the potential for a “virtuous circle between activist government and
international openness.”

9 See Noll (1997) for further discussion.  Esty (1994) is still the best trea-
tise on how environmental regulations could be negotiated globally in
a WTO-like GEO (Global Environmental Organization).

10See Noll (1997) for a recent articulation of the traditional distinction
between social and economic regulation, along with a thoughtful dis-
cussion of the differing international implications of regulatory reform
in the two cases.

11See Nivola (1997).  Rodrik (1997), Ch. 5, by contrast, is willing to enter-
tain careful inclusion of some social regulation in trade negotiations.
He labels this the “social safeguards” approach.

12By contrast, bilateral and regional negotiations often have many other
objectives, from coalition-building to regional security.

13See Richardson (1998a,b) and a series of papers brought together in
Graham and Richardson (1997a,b).  Other contributions include Graham
(1994, 1995, 1996, 1998), Graham and Lawrence (1996), Graham and
Richardson (1999), and Richardson (1995, 1997, 1999).

14The number of countries implementing a formal competition policy in recent
years has risen sharply to almost 70: see UNCTAD (1997) and WTO (1997).
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and creating guidelines for merger and acquisition.
These baseline policies would be notified to the
WTO, which would also oversee a process of consul-
tations, but initially not formal dispute settlement.
To emphasize its modest, though market-supportive
goals, we have characterized this phase as “cooper-
ative unilateralism.”

Only in a second phase did we imagine a com-
mitment to negotiate a Trade-Related Antitrust
Measures (TRAMs) Agreement and to bring normal
dispute settlement to bear.  The agenda for such
second-phase negotiations is the same set of base-
line practices as countries have taken on in the first
phase, all aimed at “contestability.”  Contestability
denotes the right to compete for market access by
exporters, foreign investors (who would receive
national treatment, with limited exceptions), and
small and new home suppliers alike.15 These groups
are the beneficiaries and constituents of the TRAMs
Agreement that we foresee and recommend.16

Indeed Graham and I have argued that a “con-
ditions-of-competition” WTO agenda is becoming
more and more natural and increasingly necessary.
The concerns and ambiance of trade negotiation
and grievance are rapidly changing. Concessions
that concern regulatory practice pervade recent
negotiations over insurance, intellectual property,
telecommunications services, and trade-related
investment measures.  Contentions over industrial
policies lie ahead in financial services, information
technology, electronic commerce, agriculture, and
technology-related investment requirements.  Fun-
damental disagreement about what government is
and who its regulators represent will make bargain-
ing over procurement and labor relations thorny.
Chinese and Russian accession to the World Trade
Organization—or not—will ultimately rest on bar-
gaining over internal accessibility policies, not
border measures.

Social conditions of competition are the com-
mon theme in all these new concerns and ambi-
ance.  Who may compete with whom?  Or displace
them, or absorb them?  Under what contingencies?
With what kinds of government support?17 Using
what processes, technology, contractual practices,
employment relations?

But why the WTO?  An important reason is that
WTO-sponsored liberalization in key sectors such
as services, telecommunications, and information
technology will be the principal proving ground for
how contestable global markets really are.18 A
second reason is that baseline competition-policy

commitments by large, would-be members of the
WTO, especially China and Russia, will solidify the
organization; without such commitments, all the
more traditional WTO conventions “at the border”
will be undermined seriously by private practices
behind it. (China, for example, does not even prac-
tice internal, inter-regional freedom of trade.)  A
third reason is that the adoption of core competition
policies in all WTO members helps to ease each
member’s transition toward more open borders.
Enhancing internal contestability helps rationalize
a country’s internal market structure, allowing the
fittest firms to prosper, absorbing weaker firms, and
thereby making it easier to cope with additional pres-
sures from freer trade and investment.  A fourth rea-
son is that baseline competition policies protect an
economy from the worst abuses of other policies
that support markets by protecting technological
property rights, policies to which we turn next.

R E V I E W

15Contestability is not the same as market access, as usually described
in trade negotiations.  As a right to compete, contestability is more
akin to the idea of market accessibility.  The reason for these distinc-
tions is that every conception of market access involves a measure-
ment.  Virtually every measurement of market access involves a
market share or sales quota, anathema to antitrust and to the WTO.
Undue focus on market access leads dangerously toward the capture
of competition policy by industrial-policy advocates and other special
interests. Wolff (1997, 1999), Howell (1998), and Wolff et al. (1998),
for example, all conflate market access and accessibility.  Antitrust
specialists keep them distinct, for example in the counsel to “defend
competition, but not any given competitors.”  Market accessibility can
be evaluated by all the new antitrust tests of entry barriers and fore-
closure: effects of anti-competitive practices on prices; on competi-
tion upstream, downstream, and in adjacent regions and products; on
the sunk costs of entry; and on the range of desirable attributes of a
product or service.

16Assuming satisfactory performance at this second stage, our third
stage (TRAMs-plus) would extend the coverage to more controversial
issues, including vertical practices and competition-policy safeguards—
exemptions for industries that are downsizing  The second and third
stages of our proposal might be phased in at different rates by dif-
ferent member groups, as in the case of TRIPs.

17European practice includes such government support (“state aids”) as
a competition policy issue.

18The WTO is not the only multilateral forum in which integration of
competition, trade, and investment policies could be pursued.  Never-
theless, we conclude from our research, as does Brittan (1997) and
Van Miert (1998), that the WTO is ideally poised to achieve the requi-
site capability.  The TRIPs Agreement and those on financial services,
basic telecommunications, and other services will inevitably change
the character of WTO proceedings in the direction of professional and
regulatory expertise and information-provision.  This is exactly the
direction of change necessary to undertake our proposals.
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MARKET-SUPPORTIVE 
TECHNOLOGY POLICIES

Some market-supportive technology regulations
already have been on the WTO negotiating table.
Those protecting intellectual technological property
have recently been rationalized and codified in the
TRIPs (Trade-Related Intellectual Property) Agree-
ment of the WTO.19 How successful has the
experience been so far?  How well does it support
my thesis?  Are there other market-supportive tech-
nology policies that belong in the small set that I
would define as market-supportive.  My answers to
the first two questions, relying heavily on Maskus
(2000a, 2000b), are “reasonably successful so far”
and “reasonably strong support for my thesis.”  
My answer to the third is that there is more to
negotiate, especially in supporting the markets 
for distributing technology.

Like competition policies, market-supportive
technology policies conform well to the fundamental
purposes of the WTO.  At a basic level, technology is
information.20 Reasonably complete, diffuse informa-
tion is a precondition for markets to work well—effec-
tively, fairly, with minimal discrimination.  These three
are virtually the same desiderata as the WTO pursues
for global markets.  Market-supportive information is
the reason that the WTO insists on detailed, accurate
notification of policies by every member country (an
unsung requirement and benefit of membership).

Markets work anyway, of course, in environ-
ments with imperfect or asymmetric information.
But, they don’t necessarily work well. A large micro-
economics literature has shown this over the past
twenty years.  Imperfectly informed markets some-
times waste resources; they sometimes leave capable
buyers isolated (rationed by discrimination); they
sometimes violate the market system’s self-imposed
limitation to voluntary, noncoercive transactions. 

• Somewhat rhetorically, it is worth observing
that even economists don’t believe in the
merits of the completely free market for used
cars and homes when their sellers know all
the problems and their buyers do not.  Buyer
protection regulation, compulsory warranties,
and legislation against fraud all help those
markets work better.   

• Closer to home in this paper, few economists
automatically defend the free market for
genetically modified organisms, when at least
some of them may be marketed by copy-cat
or grey-market sellers who do not themselves
know all the cautionary conditions and risks

in producing and using such biotechnologies.
This market, too, would work better with some
sort of compulsory (global?) warranty and user-
protection regulation.

The examples clearly suggest the awkwardness
of calling uninformed “voluntary” transactions vol-
untary at all.  And if  “coercive” isn’t quite the right
word either, perhaps “exploitative” is, connoting
the power of information advantage.  

I believe that imperfectly informed markets need
regulatory support before they can become properly
defensible, and that this also is true globally.

The view that technology is basically informa-
tion signals very clearly that technology is both a
private good (an input), and a public good.  Maskus
(2000b, Ch. 3), for example, conceives of
intellectual property rights (IPRs) as “fundamental
inputs ... public inputs ... public infrastructural
investments.”  

Identifying technological IPRs as distinctive
private inputs is helpful for explaining why pro-
duction and distribution of the technologies being
protected is so important to the market system,
qualitatively and quantitatively.21 Identifying IPRs
as public inputs raises immediately the public-goods
problem of whether markets generate enough pro-
duction and enough distribution of technology.
The traditional answers are: no, not enough produc-
tion, as for any public good whose value is nondi-
minishable and whose exclusion devices are infea-
sible or prohibitively costly;22 and no, not enough
distribution, because those exclusion devices that
remain feasible to protect producers’ incentives also
screen out users whose valuation of the technology
exceeds its marginal cost.

19I have in mind those parts of the TRIPs Agreement concerning patents,
integrated circuits, and trade secrets (distinctive ways that a firm oper-
ates that have unique commercial value).  The sections on copyrights
and trademarks are less supportive of technology as I mean it.

20Technology-as-information is sometimes discernible in the details of
a process innovation, other times in the physical details of a product
innovation.

21Romer (1994) shows that the benefits (to a developing country, no less)
from being able to import unique inputs, embodying new technology,
are presumptively many times larger (20 times larger is his central
calculation) than traditional calculations of the gains from trade.  See
also Lawrence and Weinstein (1999), who find evidence that imported
inputs contributed importantly to Japanese and Korean productivity
growth.  See also Katz (1987).

22Nondiminishability means that one agent’s use does not reduce the
amount of information left over for other agents to use.  Nonexclud-
ability is the extreme property that makes it impossible to isolate agents
who are unwilling to contribute to paying for the new information.
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Policies and institutions that best support mar-
kets for technological innovation are controversial.23

They are controversial when private goods alone
are in question.  They are even more controversial
for public goods.  But simple intuition helps inform
the controversy.  The intuition is that because public
goods have uniquely nondiminishable and nonex-
cludable properties, policies for supporting distribu-
tion markets will have even greater importance rel-
ative to production markets than for private goods.
Encouraging extra distribution that is compensated
at (marginal) cost creates no extra scarcity, and
rations no unlucky users.

With respect to intellectual property itself, I
believe the time is ripe for significant, balance-ori-
ented refinement of the TRIPs Agreement.  My
general reading is that the existing agreement is a
good start at supporting the market for producing
new information, new ideas, and new technologies,
but that ongoing TRIPs negotiations should more
strongly support the market for distribution.  The
existing TRIPs Agreement has focused more on
generation than dissemination, more on supporting
the market to produce innovation and less on sup-
porting the business-to-business “retail market” for
technology users and traders.  The two markets are
very different, the agents (constituents) involved are
very different, just as they are for electricity gener-
ation and distribution.24

Suppose that one grants that the technology dis-
tribution goal is clear and market-supportive.  Still, the
best practical sequence of steps to approach this goal
is controversial.  This suggests again a cautious, multi-
stage negotiation.  Caution might feature standstill on
certain unfinished technology-production issues and
experimentation on selected technology-distribution
issues.  In addition to TRIPs, several elements of ex-
perimentation might involve the WTO’s Trade-Related
Investment Measures (TRIMs) Agreement.

Specifically, I propose two families of market-
supportive TRIPs and TRIMs modifications: market
facilitation measures and forbearance/standstill on
controversial carry-over issues.

1.  Facilitation. There has been little formal-
ization of the technical and financial assistance
provision of the TRIPs Agreement (Part VII).  New
adopters of TRIPs regimens have been loathe to
pay their own administrative set-up costs, especially
when short-term forecasts have these countries
together paying out up to $5 billion annually in
royalties and fees to IP-abundant countries.25 Esti-
mates of administrative costs are surprisingly low,

however—roughly $1 million/year for Bangladesh,
Chile, Egypt (Maskus, 2000b, Ch. 4).   A market-
supportive way to cover up-front administrative
fixed costs is to finance them by loans.  The loans
could then be serviced out of transitional facilita-
tion fees on cross-border royalties paid for host-
country IP protection.26 Such an arrangement facil-
itates and finances mutually beneficial technical
assistance.  It is not foreign aid.  It should be con-
ceived as rent-reinvestment rather than rent-shift-
ing. It could be tactically implemented by Patent
Offices and by public-private consortia, rather than
by diplomatic agencies.  It would create natural
forums for negotiating licensing and follow-on
innovation, which aid in both the production and
distribution of technology.

2.  Forbearance. The current TRIPs Agreement
preserves a great deal of national discretion (sover-
eignty).  For example, there is national discretion
on implementation definitions and procedures,27

publishing conventions for patents, exemptions
(e.g., for plant breeding, health-related and other
noncommercial research, environmental and
species preservation, noncommercial use), and
treatment of parallel imports.  Parallel imports are
“goods brought into a country without the authoriza-
tion of the patent, trademark, or copyright holder
after those goods were placed legitimately into 
circulation elsewhere” (Maskus, 2000b, Ch. 4).28

23Answers for tangible goods always have differed from answers for 
creative and artistic services (patents vs. copyright, for example, or
bio-patents vs. others).  “Best” is sometimes identified with notions 
of “dynamic efficiency.”

24See a discussion of similar issues in electricity regulation in the
Economic Report of the President (1999), Ch. 5, pp. 211-18.

25Maskus (2000b), Table 4.2, citing work by McCalman (1999). These
can be construed as short-run profit transfers in light of Smith’s
(1999) findings that the enhanced market-power of IP owners, which
distorts markets, dominates the market-expansion effects of stronger
IP protection and the cost-savings from reduced anti-piracy with
respect to U.S. trade.

26Such a fee would be essentially a temporary tariff, possibly degressive,
on services’ imports of IP.  Tariff revenues would service the loans that
financed the implementation of TRIPs in the importing country.

27Article 31 of the TRIPs Agreement leaves countries discretion to set
“working requirements” (Maskus, 2000b, Ch. 4; Watal, 1998).

28Virtually no poorer countries regulate parallel imports.  This allows
them as pure buyers to “shop for technology” from the cheapest source.
The United States, as an important technology producer, restricts par-
allel imports to preserve the appropriate dynamic incentive (reward)
for U.S. innovators.  The European Union adopts a halfway house
between innovation incentives and free trade, banning parallel im-
ports from outside its membership, but allowing them from within
for the sake of the “single market.”
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Such discretion has surprising market value in cul-
tures and environments where the very idea of prop-
erty rights to technology is new.  It allows experi-
mentation with different standards and regulatory
competition among them, in essence “innovation”
in the procedures of IP protection.  Considerations
like these suggest the value of regularizing such
status-quo discretion, at least for a time, rather than
pushing ahead with deeper, tighter TRIPs commit-
ments along the technology-production lines empha-
sized in the existing TRIPs Agreement.29

Technology aspects of the current TRIMs Agree-
ment also might benefit from the preservation of
national discretion (sovereignty).  In particular,
technology-transfer performance requirements on
inward investors were not banned by the TRIMs
Agreement.30 Preserving a country’s ability to re-
quire technology transfer by inward investors—a
ban on any future TRIMs ban—arguably is suppor-
tive of the market for distributing technology.31

Unlike other performance requirements, these may
pay off in host countries.32 Among other reasons,
technology transfer performance requirements
force commercial negotiations over licensing, with-
out dictating its terms.  Otherwise anti-competi-
tive, anti-market “refusal to deal” can become
entrenched.  Many technologies are, in essence,
akin to essential facilities in the competition poli-
cies that govern transportation and telecommu-
nications markets.33 And in such cases “negoti-
ated compulsion” is a familiar tool of competition
authorities (e.g., compulsory divestiture, cease-and-
desist orders, consent decrees over licensing34) and
of buyer-protection agencies (e.g., compulsory war-
ranties, truth in advertising).

But why the WTO?  The most obvious reason
is that the WTO already has committed to incorpo-
rating technology policies, not only in TRIPs and
TRIMs, but also in the two negotiated Information
Technology Agreements, and maybe in coming 
E-commerce protocols.  A less obvious reason is
that if the WTO gradually incorporates a subset com-
petition policy commitments, then it almost surely
has to refine its technology agreements.   Perspec-
tive and practice on how competition policies need
to be different, if at all, for technology-intensive
activities, is still being worked out.35 But the fron-
tier of critical thinking in this area is clearly the
tension between protecting the incentives to inno-
vate and encouraging the distribution of its fruits.
A final, but no less important reason, is that by
undertaking technology commitments along the

distribution-oriented lines sketched above, the WTO
pulls technology users into the group of beneficia-
ries from global integration and broadens its support
base beyond the usual well-heeled suspects!

MARKET-SUPPORTIVE LABOR 
POLICIES

WTO agreement on market-supportive labor
regulations is the most radical—and the most spec-
ulative—aspect of my thesis.  It would encompass
only a subset of the familiar core labor principles,
specifically those concerning freedom of association
and collective bargaining.36 It belongs in the WTO
because it is basically a proposal for liberalization
of trade in services—worker agency services—
the market services of agency that worker organ- 
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29The one exception to such discretionary forbearance might be a dis-
tribution-encouraging agreement disciplining parallel imports of pub-
lic-health-related products and technologies, as endorsed by Maskus
(2000a, 2000b).  Such an agreement would allow some international
price discrimination in relevant pharmaceuticals and related products,
and discipline the arbitrage that sometimes undermines it.  Lower
prices in poor countries with significant public health needs would be
offset by higher prices in richer countries.  The result would be to
support and expand markets to include users willing/able to pay only
the marginal cost of public-health-related goods.   

30It banned performance requirements covering compulsory local content
and trade-balancing and foreign-exchange-balancing requirements
(Schott and Burman, 1994, pp. 112-13).

31As a technology-production parallel and precedent, the WTO’s Subsidies
Code does not discipline research and development subsidies as harsh-
ly as it disciplines other subsidies.

32Moran (1998, 2000) argues persuasively that investor performance
requirements for local content or joint ventures actually inhibit the
global dissemination of technology. He also is critical of export and
technology-transfer requirements, but not as persuasively.  Export
performance requirements, in fact, often serve as internal host-coun-
try antidotes to foreign investors negotiating exclusive, privileged,
anti-competitive local market power (e.g., exclusive rights to supply).

33See Hausman and Sidak (1999) for a recent treatment of the related
idea that mandated  unbundling of the different elements of a tele-
communications network is pro-competitive.  Process technologies
especially often can be unbundled from other productive inputs and
sold separately (licensed out).

34For example, the U.S. Federal Trade Commission recently negotiated a
consent decree with Ciba-Geigy and Sandoz in which they agreed to
license technology and patents to a viable rival (with compensation)
as a condition of FTC approval of their merger (Economic Report of the
President, 1999, pp. 180-81).

35Gilbert and Shapiro (1997) and Economic Report of the President,
(1999), Ch. 5.

36Likewise an American authorization of fast track might include only
those market-supportive principles, not the longer list.



122 JULY/AUGUST 2000

R E V I E W

izations and labor unions ideally provide.37 It
therefore falls sensibly under the rubric of the Gen-
eral Agreement on Trade in Services (GATS).  Under
my proposal, the International Labor Organization
would remain the forum for discussion of and com-
mitment to broader labor-market principles.

In Elliott and Richardson (2001), my colleague
Kim Elliott and I evaluate, then endorse,  open trade
in worker agency services.  We see it as entirely
conformable to the WTO’s endorsement of open
trade in other services.  We understand such worker
agency services to encompass primarily: 

• Collective representation and bargaining over
wages, benefits, and working conditions; 

• Workplace safety monitoring; 
• Grievance and dispute settlement; 
• Training, apprenticeship, and employee

assistance; 
• Financial counsel (e.g., for pensions) and man-

agement of other benefits (e.g., child care).  

We emphasize the market-supportive character
of these services because they: 

• Alleviate market failures associated with col-
lective action problems, workplace public
goods,38 imperfect information, and rela-
tionship-specific assets (relationship-specific
assets are essentially what a firm’s incumbent
workers provide);39

• Discipline practices that border on coercion
(recall that the market system pre-supposes
voluntarism);40

• Create countervailing market power to the
anti-competitive market power of firms.

When entry and accessibility are present, that
is, when alternative local and global suppliers can
contest the right to represent workers as agents, they
perfect the market for such services.  They enhance
their quality and variety, encourage innovation in
worker agency services, and lower their cost.

We foresee the same sort of gains from trade in
worker agency services as exist for other agency ser-
vices. Trade in accounting and legal services provides
agency for users of information about firms (e.g.,
investors in them).  Trade in distribution services
provides enhanced agency for producers.  Trade
in brokerage and underwriting provides enhanced
agency for borrowers, entrepreneurs, and innovators.

To be more precise, after a “cooperatively

unilateral” first stage, we envision a Trade-related
Worker Agency Services (TWAS) Agreement cover-
ing freedom of association and the right to collec-
tive bargaining, including designated activities
and/or sectors in which national treatment would
be offered to foreign worker organizations.  Only
after sufficient success in implementing this sec-
ond stage would we propose widely cross-sectoral
rights of establishment and national treatment for
foreign worker organizations, subject only to nego-
tiated exceptions.41

In the “cooperatively unilateral” first stage,
national discretion would be virtually unaffected—
subject only to the commitment to implement base-
line freedom of association and collective-bargain-
ing, to notify these commitments to the WTO as
well as the ITO, and to submit to the kind of (non-
binding) mediation, not dispute settlement fea-
tured above in the first phase of market-supportive
competition-policy commitments.  Formal dispute
settlement would be introduced only in the second-
stage TWAS Agreement, which would be modeled
on services commitments under the GATS.

Restricting multilateral labor codes to just these
market-supportive aspects—freedom of association

37See, for example, Stiglitz (2000), Part II.  Pencavel (1991) is the most
comprehensive treatment I know of labor unions as agents for their
worker/principals, though he restricts his attention only to their wage,
hours, and employment effects.  See also Freeman and Medoff (1984)
and Freeman and Kleiner (1990).

38Workplace public goods are defined by Pencavel (1991, p. 6) as the
unwritten rules and conventions that are too costly to write down in
detail, and that benefit workers (and often employers) in a nonexclud-
able, nonrival way.

39Contractual relationships often add economic value to the intrinsic
value of whatever assets the contracting agents bring to the relation-
ship.  But once negotiated, contracts may be costly to break.  In that
case there is an incentive created for each agent, through opportunis-
tic behavior, to tilt the distribution of the extra value in their favor.
This is called the “hold-up” problem.  Such opportunism, almost
always present in contracts covering relation-specific assets, is more
than a distributional question; it causes inefficiency in the form of
under-investment in all relation-specific assets, including the employ-
ment relationship.  On the general issues, see, for example Besanko,
Dranove, and Shanley (1996), pp. 110-21.  On their application to
employment relationships, see Stiglitz (2000), pp. 16 passim.

40For example, freedom of association and collective bargaining auto-
matically define and discipline some forms of forced labor.  (They also
will typically mitigate some forms of employment discrimination, such
as age-ism). Other forms of coerced labor may be more effectively
approached by ILO/WTO-coordinated negotiation, however, such as
coercive child labor, which might best be conceived as parallel to the
WTO’s existing Article XXe discretion to block trade in goods made by
prison labor.

41We imagine such rights of establishment and national treatment to be
broad, but not completely unconditioned.
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and collective bargaining—leaves a great deal of
scope for both distinctive national labor-relations
law and for ILO initiatives to set and publicize best-
practice standards.  Countries would have consider-
able flexibility, especially in the first stage, to regu-
late the locus of collective bargaining (plant, firm,
industry, country); to determine conditions for
strikes (sectoral restrictions, arbitration/mediation
rules, worker-replacement strictures, etc.).  It also
leaves scope for subsequent extension to labor issues
that are more social than market-supportive, such
as regulation of permissible working hours and
ages and discrimination.

Our vision inevitably involves more than the
traditional amount of competition among unions,
and opens labor relations to cross-border competi-
tion, too.  But, it does not disparage traditional
worker solidarity.  In fact, it emphasizes the fact
that some unions serve their combined membership
better than others (with fewer internal inefficiencies
or political diversions, and less corruption).  It also
emphasizes global worker solidarity—similar workers
worldwide can collectively and globally modulate
the competition among themselves in the same
way that unionized workers in a single plant or
firm do.

But why the WTO?  The most important reason
is that our proposed arrangements for trade in worker
agency services are market supportive, market-
opening, and indistinguishable from GATS protocols
for other services.  They open trade in labor agency
services to new entrants (incumbents already include
expert consultancies, temporary-labor firms, con-
struction companies, and so on)—specifically to
traditional unions who are rethinking their objec-
tives and economic roles under the heading “new
unionism.”  Finally, certain familiar issues in labor
relations such as contract compliance and certifi-
cation/decertification have natural analogs in com-
petition policy.  We envision that a WTO competi-
tion-policy agreement could in at least several aspects
be tailored to protect open and transparent compe-
tition to represent workers.

Critics, of course, will have much to say about
the detail of this proposal.  But they may have even
more to say about its apparent fundamental weak-
ness.  “Unions just aren’t like that.”  My answer is,
“Maybe some are not, but they should be.”  Labor
unions admittedly depart from market-supportive
ideals, but so do firms.  Mundane political objec-
tives of labor unions can often conflict with market
objectives (wages, benefits, working conditions),

but mundane political objectives of firms similarly
compete with their market objectives.42 Labor
unions can be undemocratic, but so can firms (e.g.,
in voting vs. nonvoting shares and in rights of minor-
ity shareholders).  Labor unions can be corrupt, but
so can firms.43

WHERE THE LOCAL POLITICAL
SUPPORT LIES

In democracies, no good idea is ever adopted
without political support.  Where would local political
support come from for the thesis of this paper, were
it to be deemed a “good” idea? At first, the answer
seems to vary with a country’s standard of living.

Where would the local political support come
from in richer countries?

Not from the usual suspects.  That would be
looking for love in all the wrong places.  The tradi-
tional private-sector trade community is skeptical
about global competition policies, lukewarm toward
information dissemination, and downright opposed
to the global adoption of any core labor rights.  At
least for the moment ....

• But, small business ought to recognize the
value of baseline competition-policy protec-
tion in foreign markets.

• But, educators and farmers and hospitals
ought to recognize the value of baseline poli-
cies that facilitate distribution of technology.

• But, workers and their unions ought to rec-
ognize the value of multilateral support for
the global association and bargaining rights
that put them on the same footing as corpo-
rate owners of tangible and intellectual prop-
erty rights.

• And, if small businesses, socially-oriented
agencies, workers, and unions are not seeing
any significant gains for themselves from fur-
ther globalization of the traditional, naked kind,
can anyone really blame them for thinking that
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42See Pencavel (1998), pp. 30-40.  For example, firms, like unions, can
divert enormous resources from market activities to support political
parties, candidates, and regulatory agencies whose decisions will guar-
antee the firms political access and political security.  See Grossman
and Helpman (1994).  For an account of labor agents’ potential con-
structive political role in modulating globalization, deregulation, and
reform, see Freeman (1993), Section III and Stiglitz (2000), Part III.

43And unions, in several well-publicized cases (e.g., Poland), have been
strong promoters of democracy, which in turn disciplines corruption
(Elliott (1997)) and supports markets.
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multilateral liberalization serves only the profit-
minded, capitalist owners of big business?

And where would the local political support
come from in poorer countries? 

Not from corrupt elites. They will realize that
their power is undermined by open markets—open
markets that are sought by competition policy and
that are enhanced by worker-oriented competition
among unions and other labor agents.  They will
realize that their power also is undermined by the
security of all kinds of property rights, including
those to develop and fairly apply innovation and
those to represent workers collectively.

But honest firms, and honest unions, and tech-
nology users—no matter how poor—are all potential
gainers from these initiatives.

So perhaps the answer to where the local polit-
ical support lies does not vary across countries after
all.  Perhaps it can be summarized very crisply.
Everywhere it comes from the “margin”—the margin
of persons and groups on the outer edge of gains
from the narrow, naked globalization of commerce
alone.  If, by contrast, the market system—as I have
described it—is what is on the WTO’s negotiating
table, are there not gains for large masses? And as
long as regulations are what I have called market-
supportive, might not even commercial interests
end up gaining, too, after all?

Surely there’s more promise in positive WTO-
based momentum than the trickle-down of rising
tides, either within a country or among them!

CONCLUSION
I am persuaded that the WTO’s incorporation

of a limited set of market-supportive new issues
would unleash large mutual gains to a broad
constituency of businesses, worker groups, and
others, and clear the way for more legitimate and
more sweeping global market integration in the
new millennium.

And to be completely clear about it, my propo-
sal for sequentially embodying market-supportive
new issues in the coming WTO negotiations is dif-
ferent from two others that aim at somewhat the
same outcome.  One is the stance of real politique—
concede new issues to buy off the opponents of
further global integration—“feed the trade sharks”
as one commentator put it.44 The second is the
populist stance of stakeholder economics, that
somehow everyone has a civil or human right to

voice or ownership in market institutions—there-
fore, new constituencies have a natural democratic
right to be at the commercial negotiating table with
their new issues.  

My problem with the first is that it is too crass,
and yields too quickly to the near-zero-sum practice
of tossing lesser bones to rival dogs.  My problem
with the second is its fundamental misunderstand-
ing of both democracy and the way that it has made
itself prosperous by ceding conditional and exclu-
sionary property rights to social market institutions.
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Commentary

Keith E. Maskus

I am pleased to discuss this paper, an excellent one
to finish the conference.  Dave Richardson’s paper,

potentially quite important, is a conceptual exercise
aimed squarely at answering perhaps the biggest
question facing the World Trade Organization (WTO).
How can the global trading system accommodate
pressures for revision along less commercial, and
more social, lines in a sensible way that would not
destroy its effectiveness?  It is a question that trade
economists have been ignoring in the vain hope that
it will go away.

The question will not disappear because the
pressures involved are real and powerful.  They
come from several sources and it is worth mention-
ing the primary ones.  First, there are environmental
concerns that range from legitimate issues involving
cross-border externalities to very localized questions
regarding the sovereignty of community-level
environmental regulations.   People are concerned
and confused about the WTO in this context.  This is
evident from the fact that no amount of explaining
local regulations would escape the WTO’s purview
(not to mention interest) by virtue of de mimimus
exceptions seems to be convincing.  Richardson
excludes environmental concerns from his list of
potential WTO extensions, evidently because he con-
siders environmental regulations not to be market-
supportive in the sense he defines.  I am sympathetic
with this view, but it does not do much to mollify the
WTO’s opponents.

A second set of concerns involves labor rights,
sometimes labeled human rights.  These complaints
are broad-based and aimed at forcing developing
countries to educate their children, eliminate dis-
crimination, end coerced labor, and permit free
association and collective bargaining.  It is difficult to
see a legitimate and effective role for the WTO here
because the issues are largely not trade-related and
raise clear questions of national sovereignty.
Nonetheless, Dave has found one case–seemingly 
a small one, but it is not–in which the WTO could be
extended.  It is consistent with liberalization in

services under the General Agreement on Trade in
Services (GATS) accord to allow free trade in labor
representation services.

A third area stems from the apparent difficulties
that countries have in managing the costs of techno-
logical change and economic globalization.  It is now
conventional wisdom among non-economists that
trade liberalization worsens income inequality in
both developed and developing economies.  Whatever
the truth of such claims, they raise interest in sup-
porting labor incomes through trade restrictions, par-
ticularly in the wealthy nations.  Globalization is
blamed further for raising the risks of consumption,
especially of goods produced using new technology.
Biotechnology raises public health concerns and
worries about the safety of foods and the potential
for unforeseen environmental responses.  It is a curious
feature of modern life in developed economies that
as they have become richer and the inherent risks in
living have fallen dramatically, people place inordinate
weight on the avoidance of even small risks.  In such
an environment, where many people also fail to
understand the basics of probability and risk, it
becomes easy to imagine damages emanating from
the opaque processes of globalization.

With this background, Richardson essentially
makes three major points underlying his policy
propositions.  First, he argues that public support for
the WTO system is waning and must be restored by a
bit of consorting with those who would inject social
regulations.  While trade purists find this idea an
anathema, it bears thinking through because the
potential benefits in terms of saving the trading
system could be worth the costs.  Moreover, it is pos-
sible to put this erosion on something of a logical
basis.  After all, social standards in the environmental
and labor areas clearly are goods or inputs with
highly elastic income demands.  The United States
and the European Union have such high relative
incomes that they can afford to be bothered by weak
foreign standards.  Further, there is a growing recog-
nition that there are missing markets and other failures
that may (or may not) be exacerbated by international
trade and investment.

Among these missing markets are:

• Chronic under-representation of future 
generations;

JULY/AUGUST 2000 127

Keith E. Maskus is a professor of economics at the University of Colorado and a research fellow at the Institute for International Economics.



R E V I E W

128 JULY/AUGUST 2000

• Information asymmetries and risks at the
international level that cannot be managed
by private insurance markets;

• Weak incentives for recognizing the value of
investments in information goods (intellectual
property);

• Political and economic failures, especially 
in developing nations, that prevent the estab-
lishment of sound and pro-competitive
market regulation.

Recognizing this problem leads to Richardson’s
second main thesis, which is that economists do not
pay sufficient attention to the importance of regu-
lating markets.  After all, consider the principles 
textbooks in economics, which pay virtually no
attention to regulatory provisions supporting the
efficient functioning of markets.  In practice, regu-
lations are widespread at both the national and
sub-national levels.  In principle, then, they should
extend to the international level. The WTO already
is a system of international regulation and really 
the only effective one because it has a dispute-
settlement mechanism.  The issue is how, and how
comprehensively, this system should be extended.
Trade economists tend to take one of three views 
in pondering this question.

First, the purists believe that if an issue is not
directly trade-related and damages may not be
assessed in a straightforward manner, it should re-
main outside the WTO.  Anything else would make
the system dirty and be subject to political capture.
Certainly there is precedent for this view in the form
of the atrociously protectionist antidumping laws
advanced by the United States and Europe and now
in widespread use around the globe.

Second, the abstract view would identify the prin-
ciples on which one would support a WTO approach
to social regulation.  The main principles are:

• Is the issue directly trade-related?

• Are there cross-border externalities involved?

• Do countries have incentives to engage in a
race to the bottom in standards without coor-
dinated intervention?

• Do standards help support the development
of markets?

• Is dispute resolution meaningful?

• Does the issue fit systemically with the WTO
mission and competence?

In my view, a rigorous application of these prin-
ciples would show that environmental standards and
labor rights do not belong in the WTO, but should be
handled in alternative policy designs. As Richardson
points out, however, it is misleading to lump all aspects
of such standards together.  There may be components
of environmental protection or labor rights that meet
enough of these criteria to be included.

A third approach, associated primarily with
Dani Rodrik, would be to give some controlled
voice to the concerns of citizens in rich countries
about standards in poor countries and to permit
trade sanctions after some set of public deliber-
ations takes place.  I would argue against such a
policy because of the near certainty it would fall
prey to narrow protectionist interests.

Richardson’s third main thesis rounds all of
this together.  It is that the WTO implicitly is being
forced to deal with trade in factors—in addition to
trade in goods and services.  After all, competition
policy aimed at regulating foreign direct investment
and mergers could promote external competition.
Protection of technological inventions through intel-
lectual property rights could support trade in infor-
mation.  Trade in business services is a form of trade
in labor.  Why not, then, extend WTO disciplines to
labor rights?  The most effective solution to weak
labor rights would be to permit free labor migration.
Labor cannot be traded directly in greater quantities,
however, because of migration costs and political
opposition.  Richardson’s solution is ingenious.  It
is perfectly consistent with market liberalization to
permit trade in labor services, where such services
represent worker interests.  Here is a way for free
association and collective bargaining to enter the
WTO: If international labor unions were free to
enter nations and organize workers there would be
both greater efficiency in labor representation and
stronger effective worker rights.  Note carefully that
such a proposal requires, as a prior matter, that
countries recognize in their laws the right to free
association.  Combined with free trade in worker rep-
resentation, this change could enhance efficiency.

Assembling all of this, Richardson implicitly sets
out a criterion for permitting “social” issues into
the WTO.  Regulations must be market-supportive,
in the sense of promoting contestability of some



market that is missing or monopolized, and they
must be directly trade-related.  This simple prescrip-
tion seems to be broad and subject to considerable
abuse;  but, I find it to be clean, relatively precise,
and demanding.  It is demanding because it may be
seen that Richardson could only find three areas in
which it fits.  These are a modest competition policy
agenda, unspecified mechanisms for promoting tech-
nology diffusion through the global economy on
reasonable terms, and free trade in union services.
The principle also has the virtue of placing the
burden of proof on advocates of extending the WTO
into extensive social regulation.

Thus, overall I greatly admire the basic principle
and I encourage Richardson to push it forward and
test its limits.  At present, however, it is worth making
some comments and suggestions.  First, as intriguing
as it is, the analysis is vague at this time.  We need
theories and models to be sure we are talking about
issues that really meet the basic principle.  For exam-
ple, we need models of the political economy of
regulation to explain why regulations are so weak
and what forms of resistance might be expected.  It
would help to analyze the determinants of missing
markets and the optimal interventions that would
address them.  In Richardson’s conception, for
instance, we would apply two instruments—social
regulation and trade sanctions—to fix international
market failures.  We would like to know circum-
stances under which this truly makes sense.  It is
not clear to me that such models would support
Richardson’s WTO approach in some cases of tech-
nology trade.  On the other hand, modeling could
determine other areas in which his conception is
sensible.  Finally, we need analysis of the effective-
ness of international regulations supported by trade
sanctions.  How would this affect compliance?  Would
fines be better?

Furthermore, we need to have the details of
proposed policies spelled out.  Richardson should
put considerably more meat on his skeleton.  His
proposal is fundamentally about the architecture of
the trading system.  The author argues that market-
supporting regulation must be a foundation of the
structure.  Fair enough, but we must develop detailed
blueprints.  Permit me to provide some final com-
mentary on the kinds of policies that might make
sense in this context.

First, the competition policy framework should
be written more broadly and placed more quickly
into the WTO than is argued by Richardson.  Com-
petition policy will be important for developing

countries as they address issues in intellectual
property licensing and foreign direct investment.
Without some agreement on what may be invoked
here I fear numerous disputes emerging without
much probative value.  Second, while I agree with
Richardson’s suggestions for a pro-diffusion treat-
ment of technology trade, this must be done by
balancing the existing Trade Related Intellectual
Property (TRIPs) Agreement more toward technol-
ogy transfer and learning.  It would be useful to
clarify a number of issues here, such as the allow-
able scope for fair use and reverse engineering, the
implementation of commitments by developed
countries to enhance technology transfer, consider-
ation of guidelines on anti-competitive licensing
practices, and the need to keep the internet free of
trade barriers as well as subsidizing its extension to
developing countries.  It would be important also to
implement measures to promote research and
development in treatments for diseases endemic to
poor countries and to share those treatments on
reasonable terms.  Finally, competition measures
should be put into place to avoid monopolization
of global seed technologies.

For its part, Richardson’s proposal for free trade
in labor services is ingenious and deserves thorough
airing.  It would stand a better chance of acceptance
if he would spell out exactly what is envisioned and
what competition among labor service providers
would entail.  Would there also be competition reg-
ulation aimed at monopoly labor unions?  Would,
say, the American Federation of Labor and Congress
of Industrial Organizations (AFL-CIO) really think
this proposal would sufficiently advance its interests
that it would then be willing to support further
trade liberalization?

In that context, I have three final questions
for the author to consider.  First, are his proposals
enough?  Would they really generate enough
gainers to channel all of the rest of the anti-trade
sentiment into other directions?  Keep in mind that
there would be losers as well.  Second, if these pro-
posals are not enough, are we skating on ice that is
too thin by inviting numerous other, less worthy
ideas?  Third, to what extent would these new pro-
cedures usher in abusive use of trade power?
Imagine an American labor union that fails in its
efforts to organize workers in Brazil, not because of
a closed labor market but because it simply loses
the contract.  Would not American authorities then
be under pressure to set market-share quotas in
labor representation?
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