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Saving Doha or Saving the WTO?
T.N. Srinivasan*
1. Introduction


Earlier this month there was an international seminar in New Delhi sponsored by the Government of India,  United Nations Conference on Trade and Development (UNCTAD), Carnegie Endowment for International Peace, National Council for Applied Economic Research, Federation of Indian chambers of  Commerce and Industry as well as NGOs (national and international), with the theme “Saving Doha and Delivering on Development.”  The seminar was addressed by, among others, by Mr. Pascal Lamy, the Director General of the World Trade Organization (WTO) who apparently agreed with the theme.  Interestingly, my distinguished colleague and the Director of Yale’s Center for The Study of  Globalization and former President of Mexico, Dr. Ernesto Zedillo, says “The relevant question confronting WTO members soon may no longer be “how can the WTO save the Doha Round? Instead it will be “how can the WTO be saved from the Doha Round?”(Zedillo, 2007).  Both Mr. Lamy and Dr. Zedillo are not only experienced politicians, but also intimately associated with trade policy matters, Dr. Zedillo as Mexico’s President and Mr. Lamy as the European Union’s Trade Commissioner in his earlier avatar. Prima facie, the two seem to be expressing diametrically opposite views about the consequences of the failure to conclude the Doha Round.


According to Dr. Zedillo, regardless of whichever among the three options of formally extending the time for concluding the Doha Round or for concluding it in time for members to ratify a minimalist agreement consisting of a package of the least common denominator of proposals currently on the table or closing the round declaring it dead, “an even worse proliferation of PTAs [Preferential Trade Agreements] will occur.   This would have two consequences.  One, the existing multilateral trading system would be weakened by the preferences and trade division generated by these agreements.  Two, the preferences would make it even harder to reform the system in the future” (Zedillo, 2007).  It so happens Mr. Lamy addressed a seminar with the theme “Multilateral Trade Agreements: Which Way to go?” organized by the Confederation of Indian Industries in Bangalore on January 17, 2007.  His address, with the colourful title “Regional agreements:  the ‘pepper’ in the Multilateral ‘curry’” took a more benign (albeit qualified) view of the regional PTAs.  He said the way to go is “a strong and modern multilateral trading system coupled with regional trade agreements which amplify rather than undermine its benefits – a strong multilateral trading system complemented – not substituted – by a new generation of trade agreements” (Lamy, 2007).   Presumably the new generation of regional PTAs that Mr. Lamy has in mind will not result in significant trade diversion and their preferences will not make reforms of the trading system harder, as older generation agreements that Dr. Zedillo has in mind, did.

The theme of this conference is “The Emerging Trade Regime in Asia.” Since any trade regime in Asia has to be a part of the emerging global trading regime, I thought it would be appropriate to go over in some depth and detail the conflicting views of Mr. Lamy and Dr. Zedillo regarding the latter.  I happen to agree more with Dr. Zedillo, not just because he is my colleague, we teach together an undergraduate course in International trade and that we both hold a PhD in economics from Yale!  It is also because I found the reasoning behind Dr. Zedillo’s views more convincing than some, though not all, of the arguments of Mr. Lamy in his two addresses in Delhi and Bangalore.  


I will first explore the role of developing countries (DgCs, from here on) in GATT/WTO in general and development dimensions of the Doha agenda in particular (Section 2).  I will argue that not only DgCs in effect opted out of GATT until the Tokyo round but also the so-called “Enabling clause” of the Tokyo Round made them largely into bystanders and free-riders of the system.  Moreover, development is a far more complex issue that goes beyond access to world markets and rules of the global trading system.  Many, if not most, of the significant constraints on development are domestic.  If these are not addressed, success with the Doha Round by itself will not promote development.  To say this is not, of course, to ignore or minimize the role that greater integration with the world economy can play in promoting development, but only to emphasize that serious domestic constraints not only limit this role but can even, perversely, deter development.  I then move on to the much debated topic of the WTO’s  non-discriminatory multilateral process versus the discriminatory process of regional and other PTAs (Section 3).  I will make a few remarks on India’s role as a member of G-20 and its current pursuit of PTAs (Section 3) and then (Section 4).
2.
Developing Countries in the GATT/WTO and the Doha Agenda

In Srinivasan (1998) I analyzed the role of the DgCs in the multilateral trading system from GATT (1947) and the Uruguay Round (1986-1993) and the establishment of the WTO in 1995.  Of the founding twenty-three contracting parties of the GATT, eleven were developing countries, including India, Pakistan and Sri Lanka.  Today an overwhelming majority of the 150 members of the WTO are developing countries.  Still for a number of reasons, they played only a marginal role in the evolution of the global trading system.

First, most DgCs chose to remain outside the General Agreement on Tariffs and Trade (GATT). Some elected not to become contracting parties of the agreement (for example, Mexico did not become one until 1986), and others chose not to participate actively as contracting parties in multilateral trade negotiations until the Tokyo Round of 1973-79. Driven by the then-dominant faith in inward-oriented, import-substituting industrialization as the appropriate development strategy, they erected and maintained relatively high barriers to foreign trade. The only exceptions were countries in East Asia that chose to move away from an inward-oriented to an outward-oriented development strategy from the mid-1960s on. 

The second, and no less important, reason is that partly because DgCs did not participate in the bargaining over reciprocal reductions of tariffs (or exchange of tariff concessions, to use the mercantilist terminology of GATT), the trade barriers in commodities of export interest to these countries were not reduced to the same extent as those in commodities mostly traded among developed countries. After tariff reductions in each round of multilateral trade negotiations, developed countries continue to maintain higher barriers against imports from DgCs than against imports from other developed countries. Agriculture, a sector of great interest to DgCs, largely remained outside the GATT framework until the Uruguay Round. Trade in textiles and apparel had been exempted from GATT rules since 1961; the initial short-term arrangement covering cotton textiles was quickly converted to a long-term arrangement in 1962, and 12 years later this was expanded into the Multifiber Arrangement (MFA), which covered trade in textiles made from almost all natural and man-made fibers!
 The MFA was a particularly egregious exception to GATT rules: apart from being an outright violation of the fundamental, non-discriminatory, Most Favored Nation treatment (MFN) enshrined in Article I of GATT, it also permits the use of bilaterally negotiated trade quotas on an item-by-item basis between each importer and exporter. One cannot imagine a worse way of segmenting and heavily distorting markets. The MFA expired only on January 1, 2005.  


Up to the conclusion of the Tokyo Round in 1979, many DgCs perceived GATT as unfriendly, if not actively hostile, to their interests.  GATT promoted the interests of developed and industrialized countries and that it had frustrated several attempts by developing countries to get their concerns reflected. “Concessions” granted to DgCs, such as the inclusion of Part IV on trade and development (which itself was a sop to DgCs which had chosen to posture and make rhetorical demands through the newly created UNCTAD in 1964) and the Tokyo Round’s Enabling Clause on special and differential treatment, were mostly symbolic, while others, such as the Generalized System of Preferences (GSP), were always heavily qualified, and their benefits small.  It is a matter of debate whether or not DgCs’ frustrating experience in seeking greater access to the markets of developed countries was a consequence of their relentless but misguided pursuit of the import-substitution strategy of development, which in effect led them to opt out of the GATT.   Unfortunately, even when DgCs actively participated, and with cohesion as they did in the Tokyo Round (1973-79), the outcomes were not in their long-term interest, primarily because their demands continued to be driven by the import-substitution ideology. The formal incorporation through the Tokyo Round [Enabling Clause] of their demands for differential and more favorable treatment—including not being required to reciprocate tariff “concessions” by the developed countries—triply hurt them: once directly, through enabling them to continue their costly import-substitution strategies; a second time by allowing the developed countries to retain their own GATT-inconsistent barriers (e.g. in textiles) against imports from DgCs; and a third time by allowing the industrialized countries to keep higher-than-average MFN tariffs on goods of export interest to DgCs.


Baldwin (2006) draws attention to the curious way the enabling clause solved (really fudged) the problem that the consensus principle of decision making in the GATT ran into once DgCs  - constituting the majority with much lower levels of income than developed countries and diverse interest as to where GATT should go - began participating cohesively.   By absolving DgCs from GATT disciplines, it turned them in his view into  “don’t obey/don’t object” members, thus letting GATT be run by the minority of developed countries.  Baldwin (2006, p1486) describes this colorfully as “a political-economy Christmas for poor nations; they slept soundly as Father and Mother Christmas argued over what market-access presents to put under the Christmas tree.  Not surprisingly, the gifts did not always reflect what the poor nations really wanted.”  The poor nations got what they paid for, that is nothing, in the mercantilist bargaining of GATT!

The Uruguay Round agreement worsened the situation of DgCs in the WTO.  It introduced the concept of the entire round as a single undertaking so that signatories had to sign on to all the agreements, which included not only agreements on traditional GATT issues on market access, but also new ones on Trade Related Intellectual Property Rights (TRIPS), Trade Related Investment Measures (TRIMS), General Agreement on Services (GATS), an Agreement on Agriculture which partially brought agricultural trade under GATT disciplines, and an Understanding on Dispute Settlement which replaced the largely political dispute settlement system of GATT by a far more legalistic one.  It also phased out the Multifibre Agreement in a back-loaded manner over a ten-year period of 1995-2005.  


It soon dawned on DgCs that in agriculture in which the export subsides and domestic support in developed countries adversely affected their interest, the Uruguay Round delivered little.  Beside, the “dirty” tariffication process by which barriers at the border were converted into tariff equivalents led to the setting of high initial bindings of tariffs way above their applied levels so that the reductions committed to under the Agreement on Agriculture did not amount to much of a liberalization relative to applied levels.  Implementing TRIPS meant not only involved setting up resource using agencies for evaluation of patent applications, but also a huge transfer of rents from non-patent holding poor countries to a few rich patent holders with respect to pharmaceuticals, thus threatening to put life-saving drugs out of reach of the poor.  The back-loading of MFA phase out meant that much of the benefits of the phase out would come only in the final years.  The difficulties of and the cost associated with implementing their commitments in the Uruguay Round were turning out to be substantial.


Proposals at the Ministerial Conference of the WTO in 1999 to start yet another round did not find any support with DgCs for several reasons.  First of all, the so-called ‘Singapore Issues’ such as trade and labour standards, competition policy, trade and investment, etc. which the DgCs wanted to keep out of the WTO, were being pushed by the European Union (EU) and the United States as part of the negotiation agenda of the proposed new round.  Linking labour standards to market access in particular, which, because of strong opposition from DgCs the Singapore ministerial declaration had rejected firmly and had put labour standards in the domain of the International Labour Organization (ILO), was again demanded by President Clinton on the eve of the Seattle conference.  Once again on agriculture there was no common ground between the Cairns group of exporters and the heavy subsidies of the EU, Japan, Korea and the US.  Lastly, DgCs were very dissatisfied with the decision-making processes in the WTO.  These substantive differences among WTO members, rather than the noisy and violet street demonstrations during the Ministerial meeting led to the failure to launch a new round in Seattle.

When the ministers met again two years later in November 2001, the atmosphere had dramatically changed after the terrorist attack of September 11, 2001 in New York.  The attack led to the belief in the US that the frustrating lack of development contributed to the rise of terrorism, termed as “violent rejectionism” by Robert Zoellick, the then US Trade Representative.  He argued that trade and the WTO are the alternatives to it.  Zedillo wryly remarks that “In fact Zoellick was relying on concepts that go back to Kant’s Perpetual Peace published in the late 18th century,” rather than, “melding of principle with opportunism and of cynical exploitation of widespread misfortune” (Zedillo, 2007) as some of Zoellick’s critics claimed.  At any rate, the willingness of developed countries to be more receptive to the demands of DgCs, and the fear by the  latter of rising protectionism in industrialized countries following the economic recession of 2000 on the one hand, and also their perception that at lest they may have leverage to get a bargain more favourable to themselves than in all previous rounds on the other, “were enough to launch the new Round but not enough to prevent an overloaded agenda, that, in the rush to avoid another Seattle, had to accommodate all kinds of requests from the member countries” (Zedillo, 2007).  In particular, the EU hardened their demand for inclusion of the Singapore issues in the agenda, realizing that they were alone in opposing the commitment to undertake negotiations on agriculture, which did get included in the agenda.  

The progress, or more precisely, the lack thereof, on the Doha agenda since its adoption in 2001, is easily understood.  A brief and momentary vision of a liberal global trading system as a global public good, and the post 9/11 geopolitical considerations had led to the adoption of the agenda.  These “seemed to vanish as soon as the lights were turned off …[after] the Doha closing ceremony” (Zedillo, 2007).  Zedillo is right in pointing out that as the vision and geopolitics as the raison d’être of Doha vanished, the traditional enterprise of members of the WTO “in which each, with no exceptions, acts on a strictly mercantilist logic and holds veto power under a single-undertaking framework” took over.  Such an enterprise clearly is a weak foundation for making progress on the agenda.  

In the bland, but factual, summary of negotiations in WTO’s web page on the Doha agenda, it is stated that the fifth ministerial at Cancún, Mexico in 2003 that followed Doha, was intended as a stock-taking meeting and for members to agree on how to complete the rest of the negotiations.  It ended in deadlock on “Singapore Issues.”  Some progress in these and agriculture were evident in July 2004 package agreed to by the General Council of the WTO. The final declaration of the Sixth Ministerial in Hong Kong in December 2005 included agreement on a range of issues, which further narrowed down members’ differences.  It also set a new set of deadlines since all the deadlines set at Doha and in the July package had been missed and the original deadline of January 1, 2005 to conclude the round was impossible to meet.  The deadlines set at Hong Kong were missed as well and the negotiations were suspended at the end of July 2006.  Again, Zedillo poignantly describes this sequence of events, paraphrasing the  great Columbian writer, Gabriel García Márquez, as a chronicle of failure foretold.

The diplomatic description by Pascal Lamy of the events since Doha puts an optimistic gloss over an abject failure.  To quote “the Doha Round journey has never been smooth or easy. In Doha, we celebrated joyful moments, when the Round was launched; we experienced the difficult moments at Cancun, Mexico in 2003, when many feared that the multilateral trading system had lost its sense of direction. In July 2004, after many sleepless nights, Members agreed on the July Framework and in Hong Kong the following year, a ray of hope again appeared in front of us. Last July we had to face up to the “suspension” and again the negotiations were thrown to the bottom of the valley. Fortunately, Members still have not lost confidence and now we are back into full negotiation mode again.” (Lamy, 2007).

Are we indeed?  I am not entirely persuaded.  For example, the latest Farm Bill proposed to the Congress to the US President, does not go far enough in reducing domestic support to agriculture.  The European Commission has reacted cautiously by drawing attention to its shortcomings.  The Commission’s spokesman is reported to have said “If we are to have a successful outcome to the Doha round, the US will need to propose more ambitious cuts and disciplines in trade-distorting domestic farm subsidies” (http://today.reuters.com/news/articlenews.aspx?type=politicsNews&storyID=2007-02-01T122722Z_01_BRU005375_RTRUKOC_0_US-TRADE-EU-USA.xml ) , accessed on March 15, 2007).  Clearly the US-EU differences on agriculture, the major stumbling block toward making progress on Doha, have not narrowed.  Even if miraculously the EU and US come together and make offers acceptable to DgCs, they would expect the DgCs, particularly the emerging market counties, to respond in turn by liberalizing their trade.  Zedillo has doubts, and I share his doubts, that the leaders of G-20, namely Brazil and India, and their followers in G-33 are ready yet to slash their industrial and agricultural tariffs.

Turning now to the development dimensions of Doha, Mr. Lamy claims that “The decision by WTO Members in 2001 to designate the Doha round a development Round was a recognition that there remain, in today’s multilateral trading system, rules and disciplines, imbalances that penalize developing countries – and that these must be corrected.“.  He cites as examples tariff peaks, high tariffs and tariff escalation, particularly high tariffs on products in which DgCs have a comparative advantage, and trade-distorting agriculture subsidies in developed countries as example.  He should have known that none of these is exactly new.  Not only did most exist for a long time prior to Doha, but also DgCs had demanded their removal on many occasions, particularly at Ministerial meetings that eventually led to the launching of the Uruguay round.  It stretches one’s credibility to claim that the realization of the need to correct these imbalances suddenly dawned on the rich countries at Doha!

Fortunately, neither Mr. Lamy nor Dr. Zedillo has embraced the extreme view (a prominent advocate of which is Stiglitz (2002, 2007)) that the global trading system is unbalanced and “unfair.”  This view is incoherent, if not altogether devoid of logic.  The global trading system is the result of trade agreements reached through bargaining among nation states under the auspices of the interstate organization GATT/WTO.   Elementary common sense suggests that the distribution of benefits and costs from the bargained agreement depends on the distribution of “bargaining power” among nation states or to put it differently on their “threat points”.  DgCs had little bargaining power – they accounted for a relatively small share of world trade (until the opening of China in 1978).  In any case, as I argued earlier, by essentially opting out of the GATT/WTO process and accepting crumbs from the rich man’s table, such as GSP, Special and Differential treatment, etc. DgCs paid heavily for the crumbs in terms of having to accept the penalizing rules and imbalances to which Mr. Lamy referred, and failed to have a modest impact they could have had on trade agreements.  The application of the concept of “balance and fairness,” which is well-defined in the context of individuals, to the distribution of gains and losses from trade agreements among nations is utterly incoherent:  it is based on a meaningless anthropomorphization of nation states.  Besides, it ignores the fact that WTO is far from a global government and its General Council is far from a global parliament elected by the people of the world.  On the contrary, a number of its members are themselves far from being representative democracies!  The talk of a “democracy deficit” in the WTO is plain nonsense. 

Let me be absolutely clear:  even if a miracle occurs and all the penalizing rules and imbalances are removed and the opportunities of access to rich markets for DgCs vastly expand, such a miracle by itself cannot solve the complex problem of development.  This problem not only has an admittedly large economic dimension, but important political and social dimensions.  Even with respect to the economic dimension, as Mr. Lamy correctly pointed out, that “new trade opportunities will not automatically convert into trade, growth and development,” he asks “But are market access and new disciplines enough to promote development and to increase the level of development of the poorest countries of the world?”  To his question, he says, again correctly, that “The answer is no.”  He goes on to add, very much in the spirit of my definition of the problem of development that “Trade openness and improved disciplines play a vital role in growth and development. But they are not a panacea for all the challenges of development. Development needs to be embedded in a supportive economic, social and political context and a coherent multi-faceted policy framework. Trade opening and improved disciplines are a necessary but not a sufficient condition for development. Governments need to ensure that a whole set of domestic conditions is put in place.”

In Srinivasan (2004), I focused on the domestic constraints to development or equivalently domestic conditions conducive to development.  I am very much in agreement with Mr. Lamy’s own list of the latter, though some of them were identified long ago by John Williamson in his Washington Consensus, which has been misunderstood and maligned by Stiglitz (2005) and many others.  Mr. Lamy’s list includes “First, sound macroeconomic policies …Second markets that function reasonably well… Third, the necessary human capital must be in place… Fourth, as usual, good governance and functioning, reliable institutions. 

Trade opening can only be politically and economically sustainable if it is complemented by flanking policies which address, at the same time, capacity problems — whether human, bureaucratic or structural — and the challenges of distribution of the benefits created by freer trade.” 

I would argue that greater integration with the world by DgCs would itself bring out improvements in macroeconomic policies, in the functioning of markets through greater competition, in infrastructure through private foreign participation and investment in institutions through learning from those of trade partners.  However, Dr. Zedillo and Mr. Lamy emphasize WTO’s Aid for Trade initiative in helping DgCs in easing the capacity problems.  Again, quoting Mr. Lamy “Aid for Trade is all about empowering developing countries to benefit from trade. It is about helping the private sector — entrepreneurs, traders, investors — to seize export opportunities. It is about building on results already achieved by civil society organizations in many countries… Above all it's about greater international cooperation and coherence — between the WTO, the World Bank, the IMF, and the UN at the global level, and between trade, finance and development ministries at the national level — because it is at ground level that policy coherence must begin.”

I am a bit skeptical of Aid for Trade for a number of reasons.  First, unless I am mistaken, thus far only the usual “do gooders” from Northern Europe such as the Scandinavians and the Dutch have contributed significant amounts for Aid for trade. Given the notorious failure as yet to reach 0.7% of GDP target for aid set long ago by the Pearson Commission and recently revived by the Monterrey summit, I doubt an Aid for Trade package of a size adequate to address the problem will come about. Second, aid is fungible. What matters is total aid, provided it is effectively utilized, for purposes that yield the maximum return in terms of development and not targeted aid, be it for trade or for anything else. Targeting, if it can be made effective (i.e. diversions to non-targeted uses are prevented) can alleviate the problem of possible misuse of untargeted aid. But it cannot force the recipient to use if for the targeted purposes only. It is like the late unlamented investment licensing in India—it could stop investment in unlicensed sectors, but it cannot investors to invest just by giving them a license to do so.  What I mean, is that it is no simple matter to make aid effective, as the burgeoning literature on aid effectiveness has shown.  However well-intentioned, Aid for Trade is likely to suffer from the same problem as aid in general.  

The only convincing rationale for Aid for Trade is based on the rationale for trade liberalization in the first place, namely, that the present value of gains to those benefiting from it would exceed the losses to those hurt by it.  A government with adequate fiscal capability and access to capital markets can either tax part of the gains or compensate the losers.   It can borrow to meet the upfront cost if benefits come later than losses and service the debt.  It would not need any aid for trade.Only for governments with inadequate fiscal capacity and limited access to capital markets, Aid for Trade would be of help.


I am skeptical also about cooperation and coherence among global institutions, both because of the poor prospects of its coming about except in rhetoric, and more importantly because the necessary condition for fruitful policy coordination, namely the knowledge of the appropriate mix of international policies for bringing about successful development does not exist.   Under these circumstances there is the risk of coordinating on a wrong set of policies that could lead to very poor outcomes.

3.
Non-discriminatory multi-lateral versus discriminatory preferential and regional approach to trade liberalization

The foundation of the architecture of the World Trade Organization (WTO) and its predecessor, the General Agreement on Tariffs and Trade (GATT), is the principle of nondiscrimination as enunciated in article I ("General Most Favoured Nation Treatment," or MFN) and article III ("National Treatment on Internal Taxation and Regulation," or NT) of GATT. Indeed, MFN and NT are incorporated in two of the major components of the Uruguay Round of multilateral trade negotiations (MTN) that led to the founding of the WTO, namely, the Multilateral Agreements on Trade in Goods and the General Agreement on Trade in Services (GATS).


Yet GATT was full of exceptions to MFN, many of them minor but a few major ones as well.  Among the major ones are two:  the first is under Article XXIV related to Customs Unions (CU) and Free Trade Areas (FTA).  The second is under the Enabling Clause of Tokyo Round, which as I noted earlier, in effect exempted the developing countries from many GATT obligations and allowed them to engage in preferential trade among themselves as well as to receive preferential treatment by developed countries.  Far from helping developing countries integrate with the world economy, these departures from MFN in fact slowed such integration.  


Article XXIV laid down two basic criteria for a CU or an FTA to be granted a waiver from MFN obligation: “substantially all trade” among members of a CU or FTA must be free, and second, postunion (or post-FTA) barriers on trade with nonmembers are not on the whole more restrictive than those that members had prior to their forming a CU or FTA.   
Any proposal CU or FTA agreement was required to be promptly noti​fied to the GATT for examination by a working party. In all, ninety-eight agreements were notified under article XXIV during the life of the GATT from 1947 to the end of 1994, including the most enduring of all, namely the Euro​pean Community (EC) and the European Free Trade Area (EFTA). A further eleven agreements were notified by developing countries under the 1979 enabling clause. Working parties were established to examine virtually all agreements. While fifteen working parties had not completed their examina​tions as of the end of 1994 and five did not report for various reasons, out of the sixty-nine that had submitted their reports, only six explicitly acknowledged conformity with article XXIV of the agreement, and this six does not include the EC or the EFTA, and only two of the six are still active! (WTO 1995, 16).  In fact, "no agreement was reached on the compatibility of the Treaty of Rome with Article XXIV, and the contracting parties agreed that because 'there were a number of important matters on which there was not at this time sufficient information... to complete the examination of the Rome Treaty... this exam​ination and the discussion of the legal questions involved in it could not be usefully pursued at the present time.'  The examination of the EEC agreement was never taken up again" (WTO 1995, 11). 


This situation has not changed materially since the founding of the WTO.  A body, called the Committee on Regional Trade Agreements (CRTA) was created for verifying the compliance of Regional Preferential Trade Agreements (RTAs) with Article XXIV and other relevant GATT/WTO provisions.  In its annual report for 2002, the WTO admitted ”This Body, however, has enjoyed no success so far in assessing the consistency of the more than 100 RTAs notified to the WTO
, due to various political and legal difficulties, most of which inherited from the GATT years.  …This situation has highlighted several areas requiring action. The conformity of regional trade initiatives with the basic message of deeper liberalization underlying the relevant WTO provisions is consistently put into question. The rising number of RTAs is also increasing the risk of incoherent trade policy regulations being implemented through these special regimes. And, lastly, detailed WTO rules and procedures applicable to RTAs are often considered inadequate to steer RTAs concluded by Members and, a fortiori, those announced for the coming years. (WTO, 2002, p114).  The annual report for 2004 repeated the same assessment and concluded “Since the establishment of the WTO, members have been unable to reach consensus on the format and the substance, of the reports of any of the examinations entrusted to the CRTA.” (WTO, 2005, p.69).  The annual report for 2006 repeats these concerns and mentions the lack of an effective monitoring mechanism of RTAs which exacerbates the systemic challenges that RTAs pose to the multilateral trading system.

The only new formal action on RTAs by the WTO is the adoption in June 2006 by the Negotiating Group on Rules of a Transparency Mechanism for RTAs.  As is to be expected, Mr. Lamy viewed it as “an important step towards ensuring that regional trade agreements become building blocks, not stumbling blocks to world trade.”  However, a reading of that text of the agreement would convince anyone that it is a very modest step that provides for early announcement of any RTA and notification to WTO and for Members to consider the notified RTAs on the basis of a factual presentation by the WTO secretariat.  It by no means addresses the fundamental concerns about the CRTA process expressed in the annual reports of the WTO.  

The lack of any substantive change in the process of checking the consistency of PTAs (RTAs) with WTO articles has not stopped their proliferation.  Almost all members of the WTO are already parties to a RTA or in the process of negotiating one.  Mr. Lamy, in his Bangalore address pointed out that “as the WTO and its predecessor, the GATT, have evolved, a myriad of preferential trade agreements have been concluded by WTO members.  By 2010 around 400 such agreements could be active.”  Recognizing the obvious that “the preferential agreement contradict the non-discrimination principle which is one of the cornerstones of the WTO,” he asks “Why are so many countries ready to accept rules and disciplines at the bilateral level that they are not prepared to accept at the multilateral level?”  He offered three reasons as to why:  First, RTAs are quicker to conclude.  Second, they enter into new areas such as investment, competition, as well as technical, labour and environmental standards not yet covered by multilateral disciplines.  Third, many of the recent PTAs contain political or geopolitical considerations.  In particular, DgCs negotiating with more powerful developed countries expect exclusive preferential benefits, more development assistance and other non trade rewards. Such RTAs are viewed by the DgCs member as an instrument to gain an advantage over other WTO members.


I am not persuaded by any of these arguments.  On the case and quickness of concluding RTAs relative to non-discriminative multilateral agreements the empirical evidence is far from persuasive.  The second argument is in fact an argument against RTAs.  As is well known, both the EU and the US are aggressively negotiating PTAs with emerging DgCs.  In its October 2006 Communication of its external commercial policy, the EU has set out the following criteria to be used to identify potential partners for Free Trade Agreements (FTAs):  “The key economic criteria for new FTA partners should be market potential (economic size and growth) and the levels of protection against EU export interests (tariffs and non-tariff barriers).  We should also take account of potential partners’ negotiations with EU competitors, the likely impact of this on EU markets and economies, and the risk that the preferential access to EU markets currently enjoyed by our neighboring and developing countries may be eroded” (European Commission  2006, p10). 


The Bush administration in the US gave priority to FTAs in its “Competitive Liberalization Policy.”  A purely mercantilist theme, that other nations had gotten way ahead by concluding numerous FTAs that discriminated against the US companies and workers and US needs to ‘level the playing field’ to neutralize them, was also a driving force.  But the most relevant aspect of the US approach was its demand “that FTA partners be prepared to negotiate “state of the art” agreements, which in a number of cases meant that a country would have to agree to substantial internal economic and regulatory reform and go beyond existing WTO obligations (so-called WTO-plus liberalization). (Barfield, 2006, p148).   As is well known, obligations that went beyond WTO included those on labour and environmental standards and investment.

It is hard to explain why many DgCs are willing to enter into such FTAs since assigning a lower cost/benefit ration in FTAs for accepting provisions that they are implicitly assigning higher ratios in their multilateral negotiations.   Perhaps it is where Mr. Lamy’s third reason comes into play, namely, geopolitical considerations.  Since the benefits from the geopolitical accommodation achieved or sought to be achieved through FTAs is hard to quantify, let alone evaluate.  Other than a reductionist position that the DgCs being rational, enter into FTAs because  geopolitical benefits more than offset the obvious economic costs of FTAs, there is little to be said. 

Mr. Lamy was absolutely right in rejecting bilateral and regional FTAs as substitutes for multilateral agreements and in drawing attention to the fact that PTAs create an incentive for even further discrimination. Moreover a ‘domino’ effect tends to operate: countries outside an agreement to conclude agreements with one of those inside to avoid the discrimination arising from exclusion.  He rightly cautioned that PTAs cannot solve systemic issues such as rules of origin (ROOs) and anti-dumping.  He echoed Dr. Zedillo’s concern that regional PTAs greatly complicated the multilateral system by creating a web of incoherent rules – in particular through agreement-specific ROOs characterized by the memorable phrase “spaghetti bowl” of Jagdish Bhagwati.  Finally, small and weak DgCs who constitute a significant number, if not the majority of WTO’s members, entering into a bilateral FTA with a powerful country means in effect entering into an exploitative relationship.


I have already argued that WTO’s mechanism of CRTA to check the consistency of RTAs and PTAs with rules of WTO has failed.  Is there anything that can be said about the possibilities of designing PTAs that are Pareto Optimal in the sense of making its members better off while not hurting non-members. Alternatively can a country achieve some objectives of a PTA with another such as increasing its exports without a PTA?  Given that PTAs are here to stay, can they be made into building blocks, rather than stumbling blocks towards global free trade?   

The classic Kemp-Wan theorem that a CU among an arbitrary number of countries can always be designed to maximize welfare of its members without hurting any of the non-members answers the first question affirmatively.  Indeed the requirement of Article XXIV of GATT that barriers against non-members should not be raised above their levels prior to the formation of the CU is in the spirit of Kemp-Wan but does not necessarily achieve their Pareto Optimal Outcome.  The Kemp-Wan result on CUs can be extended to free trade areas also.


For the second question Evenett (2006) provides an affirmative answer. In his penetrating discussion of the European Commission’s strategy of seeking FTA partners satisfying certain criteria, he asks whether the EU could increase its exports to its potential FTA partners even without  entering into a FTA with them. That is,  with no change in  current market access conditions could they increase exports?  From the fact that not all firms in a sector in the EU export,  and even those which export  vary  greatly in the share of  exports in their output to a potential partner,  he concludes that by enabling all firms in the EU to export the same share of their output as the best performing firm in exports or alternatively as that of the average performer, a country can expand its exports to the partner significantly.


He applies this approach to the following potential FTA partners of EU: Korea, India, Malaysia, Thailand and Vietnam.  In the case of India, estimated percentage increase in exports of  S I T C 5 – 9 products range from a maximum of 243% if the less competitive exporters in the EU catch up with the next performer and  to a minimum of 40% if they catch up only with the average performer.  Thus, whatever the domestic constraints in the EU are that prevent some firms in EU to be less competitive than the rest, if they can be relaxed, even without entering into an FTA with India, EU can raise its exports to India substantially.  I am not aware of any such exercise from India’s perspective with respect to each of its current and future partners in a FTA.  I would not be surprised if such an exercise finds percentage increases in exports of the same order as Evenett  found       for EU’s exports to India.

The third question is addressed in the very interesting and ambitious paper of Baldwin (2006) about “the final steps of global free trade – What they might look like, what sort of political economy forces might drive them, and what the (WTO) might do to help”


Baldwin’s analysis which I paraphrase below is based on identifying the relevant forces of political economy and how they either sustain a trade policy regime or bring about changes in it.  His idea of turning “spaghetti bowl”  of  PTAs into building blocks turns on his view of how the so called Pan-European Cumulation System (PECs) for harmonizing rules of origin and cumulation for calculation value added, “tamed the tangle of PTAs’ in Europe.  The two reasons why a net work  of bilateral PTAs, might not produce multilateral MFN free trade and hence the increasing trend in such PTAs could undermine the multilateral process of the WTO,  are basically two.  First : different rules of original and/or the exclusions of different lists of sensitive goods can mean that the  bilaterals could produce trade that is less than fully free; Second: bilateral cumulation as opposed to full cumulation can distort the purchase pattern of intermediate inputs in a way that does not occur under MFN free trade. The spaghetti bowl syndrome teamed with the unbundling of manufacturing processes altered the array of political economy forces in Europe.  Quite specifically, unbundling and offshoring from the EU meant that many EU firms that were previously protected by, or indifferent to, Europe’s spaghetti bowl now became victims of the spaghetti bowl rules.  This political economy realignment ultimately led to a policy that reversed the spaghetti bowl.  Thus the spaghetti bowl came to act as a building block towards the creation of a coherent European free-trade zone.



Baldwin recognizes that “To date, the spaghetti bowl complexity of North American and East Asian trade arrangements have not created the sort of spaghetti-bowl-as-building-block (SBBB) political economy forces seen a decade ago in Europe. In East Asia the problem has been avoided hereto since only one RTA had been substantially implemented – AFTA – and it was rarely used by traders; its ROOs / cumulation protection have no bite.  In NAFTA the spaghetti-bowl-cum-unbundling problem is much less severe since the US has de facto-imposed hub-and-spoke harmony on its FTAs in the Americas.   Thus far the fundamental forces that have fostered unbundling – the drop in the cost of moving ideas, goods and people – have tended to result in regionalized unbundling. As the costs of trade continue to fall, however, unbundling will tend to get more global.  And this will mean that the differences between Europe’s PECS, and East Asia’s and NAFTA’s PECS-like systems, will start to create new political economy forces.  These forces may mean that governments will find it politically optimal to reverse the complexity that they previously found it politically optimal to maintain.  Under this scenario, the final step on the path to global free trade is forced by the spaghetti-bowl-as-building-bloc syndrome”.



Inspite of the failure thus far of the CRTA mechanism of the WTO to discipline the proliferation of RTAs as Baldwin recognizes  WTO is the only international organization that has the potential capability and the incentives to tame of the tangle of PTAs.  He suggests three basic rules that WTO can play in the future.  First it could provide clearer information and deeper understanding the effects of the multilateralization of regionalism.  Second it could set up a forum for the coordination/harmonization of roles of origin and cumulation.  Third, to mitigate the asymmetric of economic, legal and analytic powers between DgCs and the richer developed countries in negotiating an RTA between them, the WTO could set up an Advisory Centre on WTO law and a corresponding Economic Advisory Service specifically devoted to North-South PTAs and also to South-South PTAs to help them realize the full potential of a well designed PTA among them.  As Baldwin rightly observes, the useful debate over benefits and costs of regionalism versus multilateralization must and will continue but it is unlikely to affect the trends in regionalism.  This being the case, attempts have to be made to multilateralize them and there is no better organization to play this constructive role than the WTO.

In case the WTO is unable to or lack of political consensus among its members prevents it to play a constructive role, a proposal I made several years ago may be an alternative.  It will repeal Article XXIV of GATT/WTO and replace it with a simple requirement that members of the WTO are free to enter into a PTA, provided they notify it to the WTO and agree to eliminate all preferential (i.e.) discriminatory) features of the PTA, that is, to extend them to all members of the WTO on a MFN basis, at the end of say, five years from the coming into force of a PTA.  This way the damage from discrimination in PTAs against non members could be mitigated.
4.        India in the GATT/WTO

India was one of the twenty three founding contracting parties of GATT and ipso facto of WTO.  As is well known, India insulated itself from world market until the mid eighties.  During the debate on the charter for the International Trade Organization (ITO)  at the United Nations Conference on Trade and Employment in Havana in 1948, India was very much opposed to the ITO constraining the trade policy  choices of developing countries and wanted complete freedom for them to restrict trade in what they considered their best interests.  For decades, India’s representative at the GATT was known as “Mr. No” who opposed any and all proposals for trade liberalization.  During the GATT Ministerial Conference at Punta Del Este in 1986 that launched the Uruguay Round, India and Brazil led the group of twenty developing countries who resisted the launch of the round with new items such as intellectual property and services included in the agenda.  Brazil gave up its opposition early. But India held on until the last minute before agreeing to the launch of the Uruguay Round after US agreed to a face saving formulae that in the new round negotiations in traditional GATT issues and the new issues will take place on separate tracks.


India’s opening to the World markets began in the mid eighties and gathered steam after  the reforms of 1991.  Quantitative Restrictions (QRs) on imports were abandoned after the WTO dispute settlement body decided against India’s use of the Balance of Payments exception to impose them.  Still India’s share of world exports improved only marginally from 0.5% in the early eighties to 0.8% in 2004.  By contrast China increased her share phenomenally from 1.3% as it began its opening to 6.7% in 2004.  Ironically India has achieved the dubious distinction of having 191, the second largest, next only to the United States with 280, anti dumping measures in force as of 30th June 2005.  Clearly India has a long way to go before it is integrated with the world markets in a significant way.

In the Cancun Ministerial of 2003, India and Brazil emerged as leaders of G-20, a group of developing nations to take common negotiating  positions in the Doha Round.  China is also a member of G-20.  However, while China has been a silent member, Brazil and India have been active in demanding removal of export subsidies to and reduction of domestic support of agriculture by the EU and US as well as further opening of the markets for non-agricultural commodities.  However, both have resisted any commitment to liberalize their markets.  It remains to be seen whether they have shifted their own position sufficiently in response to possible shifts in the EU and US positions for Doha to conclude with an agreement by June 2007.


India is also engaged in concluding a number of regional PTAs to the latest Economic Survey (GOI, 2007) India is involved in 11 such agreements, ranging from conventional RTAs to comprehensive economic cooperation agreements.  The earliest of these is the South Asian Preferential Trade Area (SAPTA) agreement concluded in 1993 and later upgraded to South Asian Free Trade Area (SAFTA) in 2004.  Yet the extent of the increase in regional trade brought about by these agreements is very, very modest.  In fact, South Asia is least integrated with world markets among the major regions of the world.  In all  FTAs, the phrase ‘free trade’ is a misnomer : The correct phrase is preferential and restricted trade.  This is the case in the FTAs with India as a partner. India and each of its negotiating countries have their own negative list of sensitive products to be excluded from free trade.  Although India and South Asia are following a global trend towards PTAs, I am afraid, in the long run, the interests of South Asia are unlikely to be served by such PTAs.  India, should instead be more forthcoming in the Doha round, instead of harping on Special and Differential Treatment and being reluctant to liberalize agricultural and non-agricultural trade.  After all, India’s economy is still one of the most potential in the world.

I  was somewhat disappointed by the inaugural remarks of  Foreign Minister Pranab Mukherjee at the same Delhi Conference addressed by Mr.Lamy.    He said the “Tariffs remain  the  only  instrument  of  border protection and for  safeguarding  food  and livelihood  security   and  rural development” (emphasis added:  http://www.jansamachar.net/display.php3id=&num=7179&lang=English). This is an exaggeration..  First there are many instruments besides tariffs for safeguarding food and livelihood security and rural development. Second, among these  tariff is not only a weak, but one of the least cost /effective instrument.  To say this is not to deny that the serious difficulties that the poor as well as small and marginal farmers in India face.  The causes of their problem are many and the solution to almost all of them is domestic.  The contribution of possible lowering of India’s ridiculously high bound tariffs (or even the applied tariffs) to accentuating the problem is unlikely to be significant.  Mr. Mukherjee’s harping on the need for flexibility to developing countries to protect their nascent industries and the vulnerable sections of the society is similarly misplaced.  Trade protection to infant entries has been shown to be costly and infructuous: the infants rarely grow up and their protection trusts uses of the products of infant industry significantly. 
5.  Conclusions:    


The DOHA round of multilateral trade negotiations is at a critical stage.  Unless the thus far very divergent positions, particularly on agriculture, of the major participants, namely, the EU, US, Japan and the G-20 Group of DgCs, led by Brazil and India, are narrowed considerably and the other members of the WTO, in particular the G-33 groups of DgCs, are convinced to go along with the major participants, there is no hope of reaching an agreement by June 2007 before the expiry of the Trade Promotion Authority for the President of the United States expires.  The realistic, although very disappointing, prospect is that even if an agreement is reached, it is more likely to be the so called “Doha Light” consisting of the least common denominator of the various proposals on the table.  As Ze dillo (2007) notes, though undoubtedly disappointing, it is a far better outcome than declaring Doha round dead without an agreement. The death of Doha round  will certainly weaken the WTO considerably and may even end it.  A ‘Doha Light’ agreement will save the WTO and multilateralism and give the members of the WTO a chance to cobble together a far better agreement in the future.


The unrealistic expectations created by calling Doha as a development round with an agenda forcussed on development will be dashed by Doha Light.  In this sense the Doha as a development round will die,  while saving the WTO and multilateralism for the future.

A liberal global trading and finance system with which the DgCs are well integrated will contribute significantly to development.  But there is much more to development than trade and of the constraints towards faster development, most are domestic.  Indeed the opportunities created by greater market access cannot be availed of and their benefits realized unless some of the domestic constraints are addressed.  However, the domestic constraints should not come in the way of fuller participation  of developing countries in the global trading system.  The fact that it will take time and resources to resolve the domestic constraints is in effect a possible argument for resource transfer and certainly for giving a longer time period for DgCs to phase in their WTO commitments.  It is no argument for DgCs for being exempted from undertaking any commitments in response to more of those of the developed world.  Let me rekpeat that Special and Differential Treatment of DgCs as defined in the Tokyo round enabling clause and the system of GSPs have not only prevented but also weakned the incentives for DgCs to integrate themselves into the global trading system and participate effectively in designing the rules of the system.  Rather than asking for derogation from rules and processes that apply to non-DgC members of the WTO, DgCs should settle for a longer duration for phasing in  a set of rules and processes.  That is common to all members of the WTO. 

Regardless of what happens by June 2007 with respect to Doha round, the trend towards PTAs on a regional basis will continue.  The CRTA process of checking the consistency of past PTAs with GATT/WTO rules has not worked and is unlikely to work.  There are ways in which WTO can improve the PTAs, of the future by multilateralising and harmonizing their rules of origin and cumulation procedures so that future PTAs become building blocks rather than stumbling blocks towards global free trade. This is an urgent task.
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� It is interesting to note that the Short-term Arrangement was introduced mainly to limit cotton textile exports from Japan to North America and Western Europe. When Japan became a leading exporter of automobiles in the late 1970s, “voluntary export restraints,” another discriminatory trade policy measure (which technically was GATT-legal because it was “voluntary” though it violated GATT norms), were negotiated in 1981. Complaints about the undervalued yen, Japan’s huge bilateral trade surplus with the US, and the high Japanese savings rates were also raised. It is no surprise that as China emerged as the fourth largest exporter in the world, similar whining by the US about China’s exchange rate, high savings rate, and huge bilateral trade surplus is heard now, loud and clear.


� As of December 2001, the Committee had 17 RTAs under active consideration (“factual examination”) and 23 in the waiting list.  “Factual examination” had been completed for 82 RTAs, whose draft examination reports were in various stages of consultation and finalization.
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