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In the opening paragraph of Behind the Scenes at the WTO: the real world of
inter national tradenegotiations, theauthors FatoumataJawaraand Aileen Kwaoffer averytelling
account of what isto come:

“The remainder of this book recounts what happened before, during and after the Fourth WTO Ministerial Conference
in Doha, Qatar, in November 2001. It tells how devel oping countries were bullied and coerced into acquiescing with an
‘agreement’ with which most of them profoundly disagreed. The process culminated in aMinisterial Conference which
continued through the night and after its scheduled end (and the departure of some devel oping country del egations) until
the devel oping countries were finally beaten into submission and the major powers got their way.” (P. xv).

Economists who pick up this book may not get past the first paragraph without pausing to wonder
about both its meaning and its significance.

What doesit mean to claim that devel oping countrieswere forced to agree to something with
whichthey had profound disagreements? After all, likethe General Agreement on Tariffsand Trade
(GATT) beforeit, theWTO isavoluntary negotiating forum: at somelevel adecisionto agree—for
the major powers and the devel oping countries alike — must have reflected an assessment that the
consequences of disagreement were worse than those of agreement. Individual countries may have
hoped for more from the negotiations. But no country can be forced in the GATT/WTO to do
anything that it would prefer not to do.

And if the authors' claim amounts simply to the observation that developing countries did
not get much from the Doha agreement, Why isit significant or surprising that devel oping country
bargaining power is evidently low within the GATT/WTO?

Asitturnsout, initsown way the remainder of the book does articulate afairly coherent and
more subtle meaning to thisopening paragraph, though not perhapsasdirectly and explicitly asmany
economistswould like. In effect, the narrative provided by the authorstellsthe story of how, despite
accounting for two-thirds of the WTO membership, developing country governments were unable
to get their way in Doha and yet acquiesced when they were confronted with consequences of
disagreement that were worse than those of agreement. Supporting thisnarrative aretwo underlying
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themes: the process which led to the draft agreement that was ultimately put before the WTO
membership for approval in Dohawas ‘ undemocratic’ and tilted heavily in favor of theinterests of
the major developed countries; and the threats made by the developed countries which defined the
consequences of disagreement for the devel oping countries would have been * off limits' in awell-
functioning rules-based system. Taken together, thesetwo themesare used by the authorsto suggest
the book’ s basic message, namely, that not only did the devel oping countries get abad deal at Doha,
but that they got a really bad deal (i.e., possibly worse than if they had never shown up at the
bargaining table).

The significance of this message is clear at one level: the so-called Doha *“ Devel opment”
Agenda seems anything but that, and expectations that the WTO can deliver more significant
benefitsfor its devel oping-country memberswill most likely end in disappointment. Many readers
will probably be convinced of this much after reading the book (though whether they should be
convinced of thisis, | will argue below, not so clear).

Y et the deeper significance of this message is more clouded. The authors attach to this
message a significance for the WTO which verges on the apocalyptic. In the book’s concluding
section, the authors state:

“This prompts the question of whether the world needs a World Trade Organization, and if it does, what it should look
like. TheWTO' ssupportersregularly respond to its criticsthat such an organization is needed, because the ingtitutional
framework provided by a ‘rules-based’ international institution at least puts the developing countries in a stronger
position to challenge the devel oped countries than the anarchy of a ruleless system.

“In theory, thisis plausible. The existence of the WTO should put some constraint on the ruthless pursuit of

self-interest by the most powerful countriesinthefield of trade. In practice, however, the defence mechanismsthat exist
are largely inaccessible to, and ineffective in the hands of, most devel oping countries; and many aspects of the WTO
merely provide the devel oped countries with new instrumentsto put pressure on devel oping countriesin pursuit of their
own commercial agendas.
. “In short, appealing as the idea of some kind of multilateral trade system might be in principle, it seems clear
that the WTO asit currently operates does not constitute such a system. Far from setting fair trade rules to protect the
interests of the weak, the WTO has been complicit in reinforcing the interests of the strong: Anarchy — the threat (real
or supposed) used to justify the WTO —may be bad for the weak, but the tyranny of the strong may beworse.” (Pp. 302-
304).

Evidently, the authors' stated position derives from the following assertions/observations: (A) the
WTQO'sreason for existenceis (or should be) to provide the world with arules-based institutional
framework that protects the interests of the weak within the context of trade bargaining; (B) the
WTO does not appear to have been successful in delivering significant benefits of trade bargaining
to the maority of developing countries, and so the WTO has failed to provide an effective rules-
based institutional framework; (C) therefore, the world does not need the WTO (at least in anything
likeits current form).

Whilethe book does not offer either theoretical arguments or dataanalysisin support of this
position, economistsshould neverthel esstakethis position seriously, for asimplereason: theauthors
find substantial support for —and indeed arrive at —their position through interviewswith numerous
(mostly devel oping country) member-government WTO delegates aswell aswith WTO Secretariat
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staff members. Hence, the authors' position or something approaching it is evidently embraced by
important playersin the WTO system, and on that basis alone deserves serious consideration from
economists. At the same time, this position illustrates well why it isimportant for economists to
offer a theoretically coherent and empiricaly grounded answer to the question “...of whether the
world needs a World Trade Organization, and if it does, what it should look like.” As| will argue
below, the available theoretical arguments and empirical evidence relating to this question suggest
that, while the position taken by the authors of this book is probably dangerously incomplete, it is
not without some merit.

|. A brief description of the book and its bottom line
The book takes 10 chapters plus an Introduction to develop its thesis. The logic of the
organizational structure of the chapters is not obvious (at least not to me), and | found moving
backward and forward through time (both within and between chapters) to be somewhat distracting.
| would have preferred a more linear development of the topics, but others may disagree.

Theintroductory chapter beginsby describing— from the perspective of devel oping countries
— thefina hoursof the Fifth WTO Ministerial Conference in Cancun, Mexico, in September 2003.
The Cancun Ministerial was supposed to deliver a“midterm” declaration detailing the progress of
and providing further direction for the on-going round of multilateral trade negotiations, but instead
it ended dramatically and abruptly in disagreement. This chapter then steps back and identifiesthe
immediate issues that led to the failure of the Cancun Ministerial, describes the process that
generated these issues, and explains how this process worked to the disadvantage of developing
countrieson theissuesthey most cared about. Many of the themesthat are devel oped further in later
chaptersarefirstillustrated here—the behind-the-scenesarm-twisting, the closed-door meetings, the
manipulation of agenda-setting authority, the offering of and/or threatened withdrawal of special
privileges, and the overwhelming resource advantage used by the developed countries to push
through their agendas— and the introductory chapter serves as avehicle for the authorsto first state
their basic position: “The WTO is an agent, not of multilateralism but of the USA and EC's
economic imperialist tendenciestowards the developing world. Initscurrent form, asavehiclefor
corporate interests, its disempowerment would be a victory, not aloss, for the world’s poor.” (P.
Ixxiti).

The subsequent 10 chapters elaborate on these themes by describing in amore detailed and
systematic fashion the lead-up to the Fourth WTO Ministerial Conference in Doha, Qatar, in
November 2001. TheDohaConferenceisparticularly significant becauseit produced the agreement
that provided the basi ¢ negotiating agenda and structure— what i ssues would be negotiated and how
the negotiations would proceed —for the current (Doha) Round of multilateral trade negotiationsin
the WTO that is supposed to conclude at the end of 2006.



As background, Chapter 1 provides a (fairly cursory)* description of the WTO. Chapter 2
then describesthe key issuesin Dohafrom the devel oping country perspective. Chapter 3 describes
the pre-Doha mini-Ministerial meetings, and how the major powers used these meetings to build
coalitionsfor their preferred agendas. Chapter 4 givesaday-by-day account of the DohaMinisterial
meetingitself, while Chapter 5 reflects on what the various del egates believed came out of Dohaand
why. Chapter 6 provides an account of the kind of arm-twisting that devel oped countries engaged
in to achieve an agreement in Doha, including most notably offers to award or threats to remove
preferential trade status for individual developing countries under the Generalized System of
Preferences (GSP). Chapter 7 describes the perceived role of the WTO Secretariat in helping the
devel oped countries push through their agendas. Chapter 8 reconnectswith the Introductory chapter
by arguing that, after Doha, it was “business as usual” leading up to Cancun. Chapter 9 describes
the lack of substance behind the rhetoric of the Doha * development agenda.”

Chapter 10 summarizesthe perceived problemswith the WTO that have been described and
documented in the previous chapters, and offers some suggestions for short-term reform. But the
authors argue that real and lasting progress in reforming the WTO —if thisis possible at all —will
require a much more fundamental overhaul. In the concluding section of this chapter, they state:

“Developed countries are benefitting from the WTO, as are a handful of (mostly upper) middle-income
countries. The rest, including the great majority of developing countries, are not. It isassimple asthat.” (P. 269).
. “ Some specific suggestions have been provided on how to democratizethe WTOintheshort term. Inthelonger
term, much more fundamental changesare needed intheglobal economic system. AttemptstoreformtheWTO in recent
years— particularly evident from post-Seattle and post-Dohaexperiences—haverun aground. Theunderlying structural
problem, developing countries' economic dependency on the North, renders them extremely vulnerable to the power
politicsof the North; and the roots of thisdependency lievery largely in the global economic systemitself. The solution
tothisproblem liesin part in allowing countriesto determine the extent and terms of their integration or non-integration
with the world economy, so that they can develop at their own pace and rhythm, and in their own direction.” (Pp. 304-

305).

The book is well-written and in many ways impressively researched. And it presents a
bottom line which most economists will find quite provocative: the world may well be better off
without the WTO. Whether thebook will ultimately succeedin convincing readersof itsbottomline
depends on how readers evaluate itstwo central clams: (Claim A) the WTO’ sreason for existence
isto provide the world with arules-based institutional framework that protects the interests of the
weak within the context of trade bargaining; and (Claim B) the WTO does not appear to have been

Yn particular, readers who rely on Chapter 1 as an introduction to the WTO would miss some subtle but important
distinctions that, if not appreciated, can easily lead to confusion. A good illustration of the kind of subtle distinction that can
make a difference is the authors' claim that the US has the power within the WTO to veto the membership bid of another
country, citing Iran’s bid for accession to the WTO as an example of this power (p. 5). Thisclaimisnot literally correct, as no
country can veto with its single vote the accession of another country into the WTO. The rules for accession are clearly stated in
Article X1 of the Marrakesh Agreement establishing the WTO: a 2/3 majority vote by existing membersisrequired to allow a
new country to join. Itistruethat acountry can ‘opt out’ of its relationship with a new member at the time of that member’s
accession, but this does not prevent the new member from acceding and it does not appear to be what the authors have in mind.
Rather, what the authors appear to be referring to is the reality that the US can effectively veto the accession of Iran to the WTO,
because the US has the ability if pressed — through the kind of arm-twisting tactics described by the authors — to swing the
necessary 1/3 of the WTO membership against Iran’s accession in any vote.
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successful in delivering significant benefits of trade bargaining to the majority of developing
countries, and so the WTO has failed to provide an effective rules-based institutional framework.
If one accepts these claims, then the authors' bottom line follows.

How, then, should economists evaluate these claims? To my mind, it is difficult to make
progress unless one first acknowledges that the WTO (and the GATT beforeit) is an international
negotiating forum, and therefore that to evaluate these claims one must first ask, and then provide
an answer to, the following questions: (i) What is the fundamental problem that is being addressed
by international trade negotiations?; (ii) How would this problem be addressed in awell-functioning
rules-based international institution?; (iii) How isthis problem addressed inthe GATT/WTO?; and
finally (iv) How would this problem be addressed in the absence of an international institution such
asthe GATT/WTQO? | think the book suffersfrom not presenting clearly the authors' stance on each
of these questions. In the following sections, | describe answersto these questionsthat are implied
by formal economic analysis of trade agreements, and evaluate the merits of the authors' central
claimsin light of these answers.

[1. What problemis the GATT/WTO attempting to solve?

It seems difficult to assess whether the world might be better off without the WTO and the
international trade agreementsthat are negotiated and admini stered under itsauspicesunlessonefirst
answersthe question, What isthefundamental problem that isbeing addressed by international trade
negotiations? Only with an answer to this question can one proceed to eval uate the performance of
the WTO, and then begin to assess whether the world might be better off without it.

There are a number of possible answers to this question, but economists who study
multilateral trade negotiations typically start from the perspective that there is an internationa
inefficiency that givesriseto the possibility of Pareto improving negotiations among governments,
that is, the possibility of a negotiated agreement that would correct this inefficiency and thereby
allow the government of each country to better achieve its objectives than would be possible absent
an agreement. Ineach of these models, no matter what the underlying objectives of each government
aretaken to be, the fundamental problem that is being addressed by international trade negotiations
isthesame: it can be described formally asthe terms-of-trade driven Prisoners' Dilemmathat arises
when governments can shift a portion of the cost of their trade protection on to foreign trading
partners by depressing foreign exporter prices, thereby improving their own terms of trade (see
Bagwell and Staiger, 1999, 2002 for discussion). The terms-of-trade driven Prisoners’ Dilemma
givesriseto aninternational inefficiency in which thereissimply too much trade protection and too
little “market access’ in the world, because the cost of protection borne by foreign exportersis not
“counted” in each government’ s unilateral trade policy choices.?

This perspective accounts well for the market access emphasis that defined GATT and that dominates as well the
WTO, but there is one agreement within the WTO that concerns an issue that is fundamentally distinct from market access,
namely, the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPs). Asthe authors correctly point out (p.
37), whether TRIPs belongsin the WTO is amatter of contention among economists. Because my emphasis lies elsewhere, |
effectively leave TRIPs out of the discussion of the next several sections, and return to it only briefly and indirectly in the
concluding section.



Beginning from theinefficient trade policy choi ces madeinthe presence of thisinternational
cost-shifting, the purpose of international trade negotiationsis then clear: to provide an avenue by
which foreign exporters can have their interests represented in the trade protection choices of the
national governments to whose markets these exporters seek access, and thereby to face those
governments with internationally appropriate incentives that lead them to choose internationally
efficient levels of trade protection. Typically, this representation does not take the form of
exchanges of money for market access (though in principleit is not obvious why it couldn’t), but
rather takes the form of exchanges of market access for market access, in which a domestic
government whose exporters seek access to aforeign market offers the foreign government access
to its own domestic markets in exchange, which foreign exporters presumably value. If the two
governments can find such areciprocal exchange of market access which they both prefer to the
alternative of no deal, and so long as no 3" parties are affected by the deal, then the negotiation has
resulted in a Pareto improvement with regard to the objectives of the governments of every country
(some governments strictly benefit from the bargain, while no government is hurt).

What you get is what you give

If this perspective on the problem being solved by trade agreementsiscorrect, thenitimplies
a somewhat ironic and counter-intuitive feature of international trade negotiations, namely, that a
central component of the benefit that each government typi cally achievesthrough these negotiations
is associated with that government’s own commitments to more liberal trade policies® This s
because, according to this perspective, governments in effect use the reciprocal negotiations to
eliminate the inefficiencies that were introduced into their own trade policy choicesin pursuit of
terms-of-trade advantages, but without suffering the terms-of-trade deterioration that would be
associated with aunilateral attempt to do so. Thisimplicationisironic, becausethe same conclusion
is often associated with afree-trade ideology, yet the perspective | have described above nowhere
imposes this ideology on the governments involved in the negotiations (i.e., any or all of these
governments could view trade protection as a useful and important policy option for pursuing their
objectives). Hence, the commonly held view (expressed aswell by the authors on pp. 301-302) that
the economist’ s case for trade agreementsisonly as strong as the casefor free trade— and therefore
that the foundation of the GATT/WTO necessarily rests upon free-trade ideology — is simply
incorrect. And thisimplication is counter-intuitive, for two reasons. First, while each government
ultimately gains from its own commitments to more liberal trade policies, each government needs
negotiationswith other governmentsto achievethesegains(i.e., it would not bein any government’ s
self-interest to adopt thesemoreliberal trade policiesunilaterally, owingto the consequent terms-of -
trade effects). And second, while exporter interests take center stage in determining the extent of
negotiated liberalization, this does not mean that negotiation necessarily leads to free trade for any
country: whether it does or does not will depend on the government’ s own objectives, much asin
the authors’ own description (pp. 304-305) of the global economic system they would liketo see (as
guoted in the previous section).

3The main alternative perspective in the economics literature on the purpose of trade agreements, namely, that these
agreements correct a domestic rather than an international inefficiency by providing governments with a commitment mechanism
with regard to their own private sectors, implies an analogous feature but for fundamentally different reasons (Bagwell and
Staiger, 2002, Chapter 2, contains a broader discussion).



This perspective immediately raises an important possibility: the problem that international
trade negotiations exist to address may in fact not be a problem that the mgority of WTO
devel oping-country members face, and therefore by implication a central component of the benefit
of trade negotiations may not be available to these countries. Thisis because, as explained above,
the problem arises only if a country is large enough in international markets to alter the prices of
foreign exporterswithitstrade policy choices, and acentral component of the benefit that it can then
achieve through international trade negotiations is associated with its own commitments to more
liberal trade policies. But many of the smaller devel oping country members of the WTO may not
possess this power to any significant degreein most of the marketsin which they operate. For these
countries, an international trade negotiation may simply havelittle to offer in the way of the kind of
efficiency gains that the larger countries can achieve, because the governments of these small
countries are already (unilaterally) making trade policy choices that, while potentially very trade-
restrictive, are nevertheless efficient from an international perspective, since their choices can't
possibly be motivated by international cost-shifting.*

The fact that the majority of WTO developing country members may not be part of the
“problem” that the WTO exists to solve does not of course by itself imply that they have nothing to
gainfrom WTO negotiations. drawing that conclusion would be abit like concluding that those who
don’t own guns have nothing to gain from gun control. But as| next argue, these observations have
important implications for assessing the extent to which the negotiating outcomes under the
GATT/WTO areinconsistent with the outcomes that would be delivered under a well-functioning
rules based system.

[11. Does the GATT/WTO offer a ‘rules-based’ solution to this problem?

Assuming that the problem to be solved by a trade agreement is that of international cost-
shifting, How would this problem be addressed in a well-functioning rules-based international
institution? This of course depends on what one means by ‘rules-based,” but for purposes of
argument | follow Bagwell and Staiger (2002, pp. 36-39) and adopt the view that an idealized rules-
based negotiating forum would deliver anegotiated outcome that i s efficient and does not reflect the
relative power positions of the various countries. The“politically optimal” policies associated with
this negotiated outcome turn out to be exactly the policiesthat each government would have chosen
onitsown (i.e., unilaterally) had it “ignored” the ability to alter foreign exporter prices and engage
in international cost shifting (i.e., had it acted from the start asif it were a“small” country). If the
power to alter foreign exporter pricesis distributed symmetrically across countries, then the rules-
based political optimum corresponds to the “ power-based” Nash bargaining solution. But if some
countries have more power over foreign exporter prices than others, then the Nash bargaining
solution favors these more powerful countries relative to what they would achieve at the political
optimum. In this way, the political optimum can be seen to correspond to a rules-based outcome
that, unlike the power-based Nash bargaining solution, does not reflect the relative power position

“Tobe clear, | am not claiming that the majority of developing country WTO members are necessarily small in this
sense, only that it is possible that they are. Indeed, | will later observe that the relevant empirical evidence on this question is not
yet available.



of countries.®

Theauthorsclaim that the GATT/WTO hasfailed to serve asawell-functioning rules-based
institution, and they support this claim by arguing that both the negotiated outcomes and the process
that led to these outcomes are inconsistent with a rules-based system. | therefore first consider
whether the outcomes delivered in an idealized rules-based system of the sort described just above
are necessarily inconsistent with the observed outcomes under the GATT/WTO, and then turn to
evaluate the process issues raised by the authors.

The outcomes of negotiation: What should small countries accomplish?

How would the benefits of international trade negotiations be distributed across countriesif
those negotiations took place in an idealized rules-based international institution whose purposeis
to help governments escape from a terms-of-trade driven Prisoners Dilemma? To answer this
guestion, observe that the benefits enjoyed by each government in moving from a non-cooperative
(Nash) setting to the rules-based political optimum can be decomposed into the sum of its two
component parts: first, the effects on the government of the terms-of-trade changesthat areimplied
by the rules-based negotiating outcome, where these effects are evaluated under the hypothetical
assumption that the government were allowed to remain free to set its policies unilateraly as it
wishes; and then second, fixing thetermsof trade at thelevel implied by the negotiations, the effects
on the government of being constrained to its politically optimal policies. It can be shown (see
Bagwell and Staiger, 1999) that: (i) thefirst part ispositive, zero or negative for agovernment asthe
negotiations imply for that country, respectively, an improvement, no change or aworsening of its
terms of trade; and (ii) the second part is positive for a government that would not unilaterally set
its policiesin a politically optimal fashion (i.e., for any country with some ability to alter foreign
exporter prices) and is zero otherwise (i.e., for “small” countries with no ability to alter foreign
exporter priceswith their trade policy choices). Putting (i) and (ii) together, the key point isthen the
following: in the presence of an idealized rules-based international institution, the sign and
magnitude of the impact of international trade negotiations on the objectives of small-country
governments depends entirely on the sign and magnitude of the terms-of-trade movementsimplied
by the negotiations.

With this characterization of the bargai ning outcomes generated in an idealized rules-based
system that solves the terms-of-trade driven Prisoners' Dilemma problem, | now have a useful
benchmark against which to evaluate the performance of the GATT/WTO. That is, if the
GATT/WTO is interpreted as an international institution whose purpose is to help governments
escape from aterms-of-trade driven Prisoners’ Dilemma, how close doesit come to approximating
the ‘rules-based’ solution to this problem described just above? Asindicated earlier, the authors

SThereisan important question of whether it would be feasible to implement the politically optimal policies. For
example, if all governments seek to maximize national income with their tariff choices, then the politically optimal policy for
each government is free trade. But as Johnson (1953-54) pointed out, sufficient asymmetries across countries relative to their
power over the terms of trade could lead a powerful country to prefer the non-cooperative Nash equilibrium to free trade, and so
sufficient power asymmetries can prevent the possibility of implementing the political optimum. In the discussion that follows |
ignore this question, because it is not central to the point | wish to make here. | do later discuss the question of why powerful
countries might support arules-based system even though it would not seem to be in their immediate interests to do so.
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argue that the gains generated by negotiations within the WTO are shared by developed countries
and a few upper-middie income developing countries, while the great majority of developing
countries appear to get nothing, and the authorsinfer from this seemingly one-sided distribution of
gainsthat the WTO isnot operating asarules-based institution. But using the benchmark described
just above, | now argue that this inference is not self-evident, and could potentially be very
misleading.

To see this, recall that, as explained above, in the presence of an idealized rules-based
international institution, the sign and magnitude of the impact of international trade negotiationson
the objectives of small-country governments depends entirely on the sign and magnitude of the
terms-of-trade movements implied by the negotiations. Consider, then, a particular case in which
the terms of trade in the non-cooperative (Nash) environment that prevailsin the absence of trade
bargaining happens to be the same as the terms of trade that would prevail when all governments
eschew international cost-shifting motivesand adopt their internationally efficient politically optimal
tradepolicies. Inthiscase, small countriesshould gain nothing from trade bargaining in the presence
of an idealized rules-based international institution. Intuitively, small countries are never asked to
make policy commitments in the rules-based bargaining outcome, but in the particular case under
consideration neither does the rules-based bargai ning outcome alter the terms of trade, and so from
the perspective of each small country nothing has changed as a result of the (rules-based) trade
negotiations.® Whether or not this particular case will in fact arise can be shown to depend on
whether or not the ability of individual countries to alter foreign exporter prices with their trade
policy choicesis symmetrically distributed across goods (not countries). Moregeneraly, aslong as
any terms-of-trade movements implied by the rules-based negotiations are “small” relative to the
magnitude of the overall liberalization, whichisto say aslong asliberalization isbroadly reciprocal
acrossthebigger countries, thisfinding will continueto be approximated by the bargai ning outcomes
in an idealized rules-based international institution.

Theimportant point isthat, evidently, afinding that... “[d]evel oped countries are benefitting
fromtheWTO, asareahandful of (mostly upper) middle-incomecountries...[t]herest, including the
great majority of developing countries, are not...” is not by itself grounds for concluding that the
GATT/WTO fallsto operate asarules-based international institution. Instead, itisat least possible
to entertain an alternative interpretation, namely, that this finding reflects the workings of arules-
based international institution that is designed to solve a problem that the majority of developing
countries ssimply are not afflicted with.

In fact, thereisempirical evidencethat lends some support to this aternative interpretation.
| refer here to the findings reported in Subramanian and Wei (2003), indicating that membership in
the GATT/WTO appears to have large positive and significant trade volume effects for devel oped

S1tisworth emphasizing that the implication of this case when applied in the context of the WTO is that small
countries would gain nothing from WTO negotiations, not that small countries would gain nothing from WTO membership. The
distinction arises because WTO membership entitles a country to MFN treatment from other WTO members. Without the benefit
of MFN treatment, a small non-member country would in this case be hurt by WTO negotiations, because these negotiations
would worsen its terms of trade.



countriesbut littleif any systematic effect on thetrade volumes of devel oping-country GATT/WTO
members. To see more clearly the potential link between this empirical finding and the alternative
interpretation described above, it is useful to recall in more detail the two component parts of the
benefit of rules-based trade negotiations enj oyed by each government: the effectson the government
of theterms-of-trade changesthat areimplied by the rul es-based negotiations, under the hypothetical
assumption that the government were allowed to remain free to set its policies unilateraly as it
wishes; and then, fixing theterms of trade at the level implied by the negotiations, the effects on the
government of being constrained to its politically optimal policies. The first of these effects (the
terms-of -trade effect) hasno clear trade volumeimplications associated with it, sincefor fixed trade
balance it has implications only for the volume of a country’s exports relative to itsimports. The
second of these effects necessarily impliestrade volumeincreases, for both importsand exports, but
in a rules-based negotiation this benefit is only enjoyed by those countries large enough to ater
foreign exporter prices with their trade policy choices. Hence, the broad findings of Subramanian
and Wel described just above are consistent with the trade effects that would be produced by the
outcome of a rules-based trade negotiation in which developed countries were “large” in world
markets and the majority of developing countries were not.

What isnot consistent with thisalternativeinterpretation, however, istheapparent forcewith
which devel oping countriesare being urged by the devel oped-country governmentsto take on policy
commitments within the WTO. Here | think the authors miss an important point when they draw
parallels at various places in the book between GATT and the WTO (and between the Bretton
Woods Conferencethat |ed to the creation of GATT and the WTO Ministerial Conferencein Doha)
and argue that little has changed across these two institutions. The point is, developed country
governmentsasked very littlefrom devel oping country governmentswithin GATT, whilewithin the
WTO devel oped country governmentsareincreasingly demanding far morefrom devel oping country
governments in terms of policy commitments.

Thedistinct treatment of devel oping countriesacrossthe GATT andtheWTOraisesacrucial
guestion: What explainsthedifference? Do these new demandson devel oping country governments
reflect the efficient response of arules-based system to the new status of developing countries as
increasingly prominent playersin the global economy and the implied ability of these governments
to now engage in inefficient international cost-shifting? Or did developing countries always have
thisability, and do these new demands reflect perhaps a coll ective judgement by the membership of
the WTO that the GATT-era attempts to help devel oping countries by granting them exceptions to
the rules of the rules-based system (as institutionalized in the various “specia and differential
treatment” provisionsof the GATT) wereinfact misguided? Or rather do most devel oping countries
still lack the ability to engageininefficient international cost-shifting, but these new demandsreflect
the evolution of the international trading system from arules-based system under GATT to amore
“power-based” system under the WTO?

If one accepts the perspective that the purpose of internationa trade agreementsisto help

governments escape from a terms-of-trade driven Prisoners Dilemma, then these are key, and
perhaps the key, questions for developing countries in the current (and any future) round, because
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the answers to these questions will determine whether developing countries should embrace or
possibly resist their new place at the bargaining table. And by implication, how these questionsare
answered shedslight aswell onthevalidity of theauthors’ Claim B, namely, the claim that the WTO
has failed to provide the world with an effective rules-based institutional framework.

The critical pieces of empirical evidence on which the answers to these questions hinge are
clear enough, namely, the past and present degree to which devel oping countries are large enough
inrelevant marketsto alter international priceswiththeir tradepolicy choices. Theory doesnot offer
much help here, except to indicate that casual empiricism can be very misleading: as Gros (1987)
observed, in aworld of differentiated products, it is possible that even “tiny” countries have the
power to alter their terms of trade. Moreover, it is probably unreasonable to expect anything close
toasinglecharacterization for devel oping countriesasagroup: Brazil isnot Malawi. Unfortunately,
the needed empirical evidenceisnot yet availablein any systematic fashion. And until thisevidence
becomes available, | think the jury must remain out on the validity of the authors' Claim B.

The process of negotiations: What threats should be * off-limits ?

Still, there is one theme that the authors stress regarding the process of negotiations in the
WTOthat isparticularly troubling for interpretingthe GATT/WTO asawel | -functioning rules-based
institution, no matter which way the empirical evidence on the above questions eventually point.
| refer here to the authors' description of the frequency with which the US and the EU linked
(continued or new) GSP trade preferences — and possibly even “aid” payments — to developing
country support for agenda items in the Doha Round that were favorable to US and EU interests.
To explain why this practice, which in itself is not particularly surprising, could nevertheless be
especially perniciousfrom the perspective of awell-functioning rules-based system, | needtodigress
slightly to consider in more detail the peculiar nature of the tradeoffs that arisein setting the agenda
for amultilateral trade negotiation.

As mentioned, the task of the Doha Conference was to produce a document that would set
the agenda for the next round of multilateral trade negotiations. In principle, the list of potential
negotiating issues could include any outstanding trade- or trade-related policy issue where an
international inefficiency associated with unilateral government choices can be identified, since it
isthe existenceof aninternational inefficiency that givesriseto the possibility of mutually beneficial
negotiations between governments.” Given the complexity of each of the issues that are typically
addressed in GATT/WTO negotiations, it is clear that not all trade-related sources of international
inefficiency can be addressed in any one round. So the question is, Which of the outstanding trade-
related sources of international inefficiency should be addressed in the current round of negotiations,
and which are better left to future rounds?

A key feature in understanding the tradeoffs that must be considered by governmentsin
answering this question is appreciating the status of government-to-government monetary transfers

"Here| continue to adopt the perspective that the purpose of the trade negotiations isto correct international (as
opposed to domestic) inefficiencies.
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in international trade negotiations. If making monetary transfers in exchange for negotiated trade
concessionswere generally feasible for governments, then setting the agendafor amultilateral trade
negotiation would be arelatively simple task: rank the potential negotiating issues in descending
order of the potential negotiating surplus (net of negotiating costs), and then choose the feasible
number of issues from the top of the list, thereby achieving the maximum potential net negotiating
surplus for the current round.

Importantly, if general monetary transfers of thiskind werefeasible, there would be no need
to ensure any kind of “balance” of the negotiating agenda: that is, each government could simply
offer to make cash paymentsto other governmentsfor the policy concessionsof theirsthat it valued,
and as a consequence there would be no need to select issues so that each country would be able to
“pay” for the policy concessionsthat it valued by offering to those governments policy concessions
of itsown which they valued. Theimplication in the present context is then that there would be no
reason to seek a negotiating agenda that balanced, say, “developed country interests’ (those issues
where developing countries would make most of the policy concessions and devel oped countries
stand to gain the most) against “developing country interests’ (those issues where developed
countries would make most of the policy concessions and developing countries stand to gain the
most), because an unbalanced negotiating agenda would simply imply net cash payments flowing
from one “side” to the other, and otherwise be of no real consequence.

But if government-to-government monetary transfers are for some reason infeasible in the
context of international trade negotiations, then achieving the kind of balance in the negotiating
agendadescribed just above becomes crucial for the outcome of negotiations. In particular, without
careto set up the agendafor the negotiating round to achieve this balance, governments could easily
find themselvesin asituation whereno deal could be struck, because one government wanted policy
concessions from another government over issues covered in the round but could find no policy
concessionsof itsown acrosstheseissuesthat the other government would val ue, and so had nothing
to offer in return within the round.

For reasonsthat are not entirely clear, government-to-government monetary transfersin the
context of international trade negotiations are essentially non-existent, and so the kind of balance
issuesdiscussed abovearecrucial in setting the agendafor around of multilateral trade negotiations.
These balance issues were at stake in the Doha Conference. If many developing-country
governments felt at the end of the day that there was little on the negotiating agendain the way of
possible policy concessionsfrom other governmentsthat they valued and could realistically hopeto
secure through negotiation, then these governments could expect little in the way of benefits from
any final negotiated deal. Moreover, if the negotiating agenda included many issues where other
governments val ued policy concessions from these devel oping country governments, then just how
badly these governments could expect to do in the final negotiated deal would depend on what
threats could be made credibleto induce them to accept policy concessions, and therefore how costly
disagreement for these governments could become.

It isfrom this backdrop that the apparently wide-spread US and EU practice of making GSP
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trade preferencesand/or aid packagesto devel oping countriesconditional onthosecountries’ support
for particular agendaitems in the Doha Round can be understood to be especially troubling for an
institution that is supposed to be rules-based. More specifically, it is not so much the fact stressed
by the authors— that “devel oping country issues’ failed to make it on to the Doha Agenda—that is
troubling for a rules-based institution, since as observed above this unbalanced agenda could in
principle simply havereflected thefeasibility of government-to-government monetary transfersand
nothingmore. Rather, what istroubling for arules-basedinstitutionistheforminwhich“payments’
were made to the devel oping countries to induce them to go along with this unbalanced agenda.

In particular, GSP was conceived inthe GATT/WTO, not asabargaining chip, but asaway
for developed countriesto provide unilateral and (in effect) discriminatory grants of special market
access privileges to developing countries for purposes of aiding their development. Hence, in
choosing to use GSP — and in an anal ogous way devel opment aid packages— as bargaining chipsin
the Doha Round, the US and EU in effect converted into conditional and reciprocal actions what
were originally conceived as unilateral grants of trade privileges and/or aid packages.?

Arguably, it is this conversion more than anything else that could potentially place
devel oping countriesin the position suggested by the authors, namely, that the outcome of the Doha
Round may have left them worse off than if they had never shown up at the bargaining table. And
in thisway, it could be argued that the US and the EU used threats in the bargaining leading up to
Dohathat should have been‘ off limits' inawell-functioning rulesbased institution, sincewith these
actions they altered the consequences of developing-country disagreement in ways that seem
fundamentally inconsistent with the spirit and intent of arules-based system (see, for example, the
discussion in Jackson, 1997, pp. 109-111).

Hence, regardless of the way in which the empirical evidence relevant to judging the
outcomes of the Doha Round eventually points, | think the authors have identified a negotiating
practicewhich, if widespread and systematic asthe authorsargueitis, seriously challengestheclaim
that the WTO is operating as awell-functioning rules-based institution. As aconsequence, | think
this process issue raised by the authors offers significant (though not by itself conclusive) support
for the authors' Claim B.

V. Why (else) do we need a GATT/WTQO?

| now consider a final question: assuming that the problem to be addressed by a trade
agreement isthat of international cost-shifting, How would this problem be addressed in the absence
of an international institution such asthe GATT/WTQO? Put differently, What role doesthe WTO
asaninstitution play in aiding governmentsintheir attempt to escape from theterms-of-tradedriven
Prisoners Dilemma? Assuming that the problem to be addressed by a trade agreement is that of
international cost-shifting, thisisthequestion that must beanswered if oneisto evaluatetheauthors
Claim A, namely, that the WTO’ s reason for existence is to provide the world with a rules-based

85ee Grossman and Sykes (forthcoming) for a broader examination of the challenges faced by the WTO in adopting the
appropriate stance on GSP schemes.
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institutional framework that protectstheinterests of theweak within the context of trade bargaining.

Onepossibleanswer to thisquestionisthat the WTO really makesno difference whatsoever:
if the international inefficiencies associated with international cost-shifting are significant, then
governmentswill find waysto address these inefficiencies and reap theimplied benefits, regardless
of whether or not the WTO (or the GATT before it) exists. Under this interpretation the
GATT/WTO serves simply to codify the way in which governments address the terms-of-trade
driven Prisoners Dilemma problem, but the existence of the GATT/WTO does not alter their
solution to thisproblem. Arguing against thisinterpretation are the many international conferences
of the inter-war years, consisting largely of expressions of free-trade ideals by the governments
involved, which invariably failed to produce meaningful results (see, for example, Hudec, 1990, pp.
3-45). Thecreation of GATT in 1947 marked afundamental divergence from these earlier efforts,
in that for the first time governments put forward elements of a multilateral negotiating forum in
which market access rights and obligations could be exchanged. The birth of the WTO can then be
seen as an attempt by governments to improve upon the negotiating forum shaped by GATT and to
extend this negotiating forum to a variety of new issues.

What features, then, are contained in the negotiating forum created by the GATT/WTO that
could not have existed without thisinstitution? The authors raise one possibility: the GATT/WTO
might provide governmentswith ameansto commit toa’‘ rules-based’ framework that could protect
the interests of the weak within the context of trade bargaining. Apart from whether or not the
GATT/WTO actually serves this role, a question that arises here is why governments — and in
particular the more powerful governments—would value an institution that redistributed bargaining
power in this way? One possible answer is that commitment to a rules-based framework was
perceived as having an effect on the efficiency of bargaining outcomeswithinthe GATT/WTO, not
just on the distribution of those benefits across members, because only with such a commitment
would weaker governments seeit in their interest to make the investments necessary to participate.
In thisway, it is possible that al governments — even the powerful — could expect benefits from
making this commitment, because without such acommitment it would prove impossibleto induce
full participation in the negotiating forum (see Bagwell and Staiger, 1999).°

So it seems plausible, as the authors argue, that an important potentia role for the
GATT/WTO isto provide its member governments with an institutional commitment to a rules-
based negotiating environment. It seemsless plausible, however, to claim that thisisthe only role
that can potentially be played by the GATT/WTO, and therefore that if the WTO is found to be
ineffective at this role, then the WTO has no reason to exist and the world is better off without it.
This position seems to ignore at least two additional and potentially significant roles that the
GATT/WTO can/does serve.

%A remaini ng question is what features of the GATT/WTO bargaining environment could serve the role of protecting
the interests of the weak. It is often observed that the GATT/WTO most-favored-nation (MFN) rule may protect the weak. Inthe
formal analysis of Bagwell and Staiger (1999), it is the particular form of the GATT/WTO renegotiation provisions that playsthis
role.
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A first potential role of the GATT/WTO that the authors seem to ignoreisthat of facilitating
the enforcement of negotiated agreements. This role has been emphasized by Maggi (1999), who
argues that a multilateral retaliation mechanism can allow governments to enforce more efficient
trade agreements when there are power imbalancesin bilateral relationships, and that amultilateral
institution such asthe GATT/WTO may be necessary to coordinate these multilateral punishments.
Notably, the GATT/WTO has along history of attempts led by devel oping countries to strengthen
the multilateral dimensions of retaliation. Hudec (2000) describes a 1965 proposal put forward by
developing countries in the Kennedy Round of GATT negotiations that would have allowed for
“collective retaliation” in cases where a large country violated its obligations to a developing
country. Mexico (WTQO, 2002) has put forward a set of proposalsin the Doha Round to reform the
WTO system of remedies, and among these is a proposal to allow an authorized right of retaliation
to be tradeable among WTO member governments.’® In each case, the broad intent of the proposal
is the same: to enhance the ability of the GATT/WTO to coordinate multilateral retaliation in the
event of violationsto the agreement when there are power imbalancesin bilateral relationships. The
Mexican proposal, if adopted, would introduce multilateral elementsinto retaliation in aform that
is more explicit than has existed to date in the GATT/WTO. S$till, as Maggi argues, more subtle
forms of multilateral retaliation are likely to occur in the GATT/WTO, and may be an important
source of enforcement power that would be unavailable outside this multilateral institution.

A second potential role of the GATT/WTO that the authors seem to ignore is that it may
serve to provide an environment of reasonably stable and secure property rights over negotiated
market access claims, thereby facilitating the negotiation of efficient agreements. The point can be
appreciated with the aid of a simple example. When the exporters of country A seek accessto the
markets of country B, acommitment by B’s government to reduce itstariff level does not by itself
provide A’s exporters with a secure right of access to B’s markets, because B could subsequently
alter other internal policiesin away that favored B’s domestic producers over A’s exportersin B’s
markets, or B might negotiate further tariff commitments with a third country C which gave C's
exporters a competitive advantage over A’s exporters in B's markets. Understanding this, A’s
exportersare unlikely to value atariff commitment from B’ s government, and meaningful bargains
are unlikely to be struck, without further assurances that the implied market access won't
subsequently be undercut. An effective negotiating forum for market access must therefore solve
this problem. One possible solution would be to have all governments bargain multilaterally with
all other governmentsover al policy instruments. Thiscould of course become extremely complex.
An aternative is to maintain the emphasis on tariff commitments negotiated bilaterally or among
subsets of countries but to adopt a set of negotiating rules and norms which together ensure that a
tariff commitment impliesalevel of market access which cannot easily be undercut by permissible
changes in internal measures or subsequent negotiations with 3 parties. Asit turns out, one can
interpret a number of the central rules and norms of the GATT/WTO — such asits MFN rule, its
reciprocity norm, and its renegotiation and ‘non-violation’ nullification-or-impairment provisions
—asproviding thiskind of assurance (see Schwartz and Sykes, 1997, and Bagwell and Staiger, 2001,

1OBagweII , Mavroidis and Staiger (2004) interpret this element of the Mexican proposal as a proposal to permit
auctions of WTO retdiation rights, and analyze the performance of auctions with various design features in this setting.
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2004, 2005), and in this way identify a second potential role for the GATT/WTO.

In light of each of these additional and potentially important roles that the GATT/WTO
can/doesplay, | think theauthors’ Claim A reflectsan overly narrow perspective. Asaconsegquence,
even if, with the availability of further empirical evidence, the authors Claim B turns out to be
correct, | do not find compelling the apocal ypticinterpretation of their messagethat the WTO isthen
revealed to be valueless as an international institution.

V. (Re)Interpreting the Message

Thisbook deliversanimportant message: despiteamounting to two-thirdsof itsmembership,
the great majority of developing country governments believe that they have gotten nothing out of
the WTO's Doha “Development” Agenda, and there is even a fear among developing country
governments that they may end up worse off at the conclusion of the Doha Round than if they had
never shown up at the bargaining table. The questionis, How does one interpret thismessage? The
authors offer their own interpretation: the GATT/WTO has failed as a rules-based international
institution, and the world may well be better off without it. In the preceding sections, | have
developed a possible alternative interpretation, based on available theoretical arguments and
empirical evidence. | conclude by summarizing the three main implications of this aternative
interpretation for the role of developing countries within the WTO.

Don't expect too much

Firgt, it is possible that the ability of the WTO to deliver significant benefits for most of its
devel oping country membersisseverely limited. Put ssimply, thispossibility can ariseif the problem
that the GATT/WTO exists to solve is a large country problem, and if most of the developing
country membersof theWTO aresmall ininternational markets. When thisisthecase, itispossible
that even an idealized rules-based world trading system would offer little to most of the WTO’s
devel oping country members. Inthiscase, the exemption from policy commitmentsthat devel oping
country members were granted in the GATT era can be seen in effect asaform of ‘benign neglect’
granted to them by the developed country GATT members, and in this case the magjority of
developing country WTO members face a two-edged sword: they should resist attempts by the
developed countries to get them to offer negotiated policy concessions of their own, but neither
should they expect much out of the WTO. In this case, the role of small developing countries as
WTO membersis essentially to prevent the bigger countries from discriminating against them as
these bigger countries use the WTO to find solutions to their problems.

Don't expect too little

Second, it isalso possible that the WTO has the potential to usher in anew erain which the
majority of developing countries stand to gain significantly from multilateral trade negotiations.
This possibility can arise when the problem that the GATT/WTO exists to solveis alarge country
problem, so long as the mgjority of developing country WTO members are large in the relevant
international (or regional) markets. In thiscasethe*neglect’ with which developing countrieswere
treated inthe GATT eraisnolonger ‘benign’ (if it ever was), and devel oping countries can achieve
significant gains within the WTO in the same way that these gains are achieved by developed
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countries, namely, through active negotiation and the granting of reciprocal policy concessions (by
for example, offering market access concessions in industrial products or services in exchange for
concessionsin agriculture).

An ominous possibility

And third, it is possible that the evolution from GATT to the WTO marks atransformation
from alargely rules-based system to a more power-based institution. In this case, the enhanced
institutional strength of the WTO relative to the GATT can be seen as providing the developed
countrieswith an opportunity to extract policy concessionsfrom thedevel oping countriesthat would
not be consistent with a rules-based institution. Even in this casg, it is possible that developing
countries stand to gain more from a stronger power-based system than they received from alargely
ineffective rules-based system, because of the greater ability that the WTO affords its member
governmentsto correct their international inefficiencies. That is, if significant international policy
inefficienciesremain fromthe GATT erain the devel oped-country marketsthat are of most interest
to developing countries (e.g., agriculture), then devel oping countries may still gain something inthe
WTO relativeto the GATT era by negotiating exchanges of policy concessions (e.g., services and
TRIPs) so asto lower the remaining devel oped-country barriers. But there isaso a more ominous
possibility, namely, that the main impact of the enhanced institutional strength of the WTO is not
to better correct international policy inefficiencies, but simply to allow devel oped countriesto better
extract policy concessions from devel oping countries.

According to the alternative interpretation of the authors' message which | have described
inthe preceding sections, then, the path of devel oping countriesintheworld trading system and their
role in the WTO is at a crossroads fraught with difficult choices. But the issues are, at least in
principle, quite clear. Avoiding the traps of expecting either too much or too little from the WTO
regarding what it can do for the majority of its developing country members hinges on empirical
evidence concerning the ability of these countriesto alter international priceswith their trade policy
choices. Andasthe WTO grappleswith abroader and potentially expanding set of concernsranging
fromintellectual property to servicestoinvestment and competition policy, the best hope of avoiding
the most ominous possibilities of an enhanced ‘ power-based” WTO may lie in ensuring that the
WTO remains (or returns to) an institution focused on the correction of well-defined international
trade- and trade-related- policy inefficiencies. Accordingtotheinterpretation | have outlined above,
these are the key issues whose resolutions will determine whether or not the Doha Development
Round lives up to its name.
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