
Representatives of the 134 member
nations of the World Trade Organization
will meet in Seattle in November 1999 to
launch the newest round of multilateral
trade negotiations. The new round should
be seen as a “bottom-up” process in which
countries liberalize, not merely to gain
“concessions” from other countries, but
primarily to reap the economic rewards of
their own liberalization.

The emphasis of the new round should
be on reducing trade barriers; the greatest
potential for economic gains is in services
and agriculture. The United States should
seek the global elimination of agricultural
export subsidies, a drastic decline in
domestic price supports, and a steep cut in
trade barriers, especially the tariff spikes
that protect certain favored farm sectors.
In services, which now account for almost
a quarter of global trade, barriers to for-
eign competition should be lowered across
sectors, with exceptions kept to a mini-
mum. 

Trade barriers against manufactured
goods should be lowered aggressively, with
tariffs now below a 5 percent tariff rate
reduced to zero and higher tariff spikes

reduced to 5 percent and eventually phased
out. All duties on information technology
should be eliminated and international
commerce on the Internet kept duty-free.
Advanced economies must keep their
commitments to phase out all textile and
apparel quotas by 2005. WTO rules on
antidumping should be tightened to pre-
vent such laws from being abused for pro-
tectionist purposes. The WTO’s dispute
settlement mechanism, although on the
whole a tremendous success, is in need of
reform with respect to the enforcement of
WTO rulings. Specifically, countries that
refuse to implement adverse rulings should
be required to offer offsetting liberalization
rather than be subject to trade-restricting
sanctions.

No compelling need exists for adding
foreign investment and intellectual proper-
ty rights to the WTO agenda, given exist-
ing WTO rules and ongoing unilateral
reforms. The new round of talks should
avoid entirely competition policy and the
enforcement of environmental and labor
standards, which could threaten to over-
whelm the WTO administratively while
broadening the scope for sanctions. 
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Introduction

On November 30, 1999, representatives
from the 134 member nations of the World
Trade Organization will meet in Seattle to
begin the newest round of multilateral trade
negotiations. The agenda will center on trade
in services and agriculture, as agreed upon at
the end of the Uruguay Round of negotiations
in 1994, but the scope of the talks could expand
to include tariffs on nonagricultural goods,
electronic commerce, intellectual property,
antidumping rules, investment, competition
policy, labor and environmental issues, and the
WTO’s own dispute settlement mechanism.

The potential gains for the United States
and the rest of the world from the continued
liberalization of global commerce are enor-
mous. Removing trade barriers in agriculture
and services alone could deliver hundreds of
billions of dollars in annual net economic wel-
fare gains to the world economy, raising living
standards for workers and their families and
stimulating efficiency and innovation among
producers.

Since its inception half a century ago, the
General Agreement on Tariffs and Trade (now
the WTO) has facilitated a spectacular drop in
global trade barriers from their destructive
peaks of the interwar years. The result has been
an explosion in the global volume of trade and
foreign investment. Today, thanks in part to
trade liberalization through GATT/WTO, the
U.S. economy is flourishing at a time when
Americans have never traded more with the
rest of the world. Another successful round of
multilateral trade negotiations could enhance
American prosperity and spread the benefits of
trade to a wider circle of countries. 

What follows is an analysis of the role of
multilateral trade agreements in fostering free
trade and a review of the major subject areas
that may be included on the new round’s nego-
tiating agenda. Those include some areas in
which new agreements would clearly push in
the direction of open markets, others in which
they would just as clearly push in the opposite
direction, and yet others in which the ultimate
effect of new agreements is unclear. In areas

that present opportunities for liberalization, we
make proposals for negotiating goals; in danger
areas, we make the case for keeping illiberal
initiatives off the table.

Our proposals for negotiating goals are
based on our own assessment of how best to
use the opportunity of the upcoming round to
push forward liberalization and strengthen the
WTO system. As the discussion makes clear,
our assessment frequently differs from the ten-
tative negotiating proposals advanced by the
U.S. government and the governments of other
major trading nations. Accordingly, our analy-
sis should be understood, not as a prognosis for
the likely outcome of the round, but as an
analysis of how the round should proceed. 

That said, we are mindful of political reali-
ties. Indeed, according to the “bottom-up” per-
spective on international economic order that
shapes our thinking (as explained in the next
section), the modest role of the WTO is sim-
ply to facilitate decisions at the national level to
liberalize in the national interest. Con-
sequently, the WTO process can operate effec-
tively only when the constraints imposed by
national-level political realities are understood
and respected. The record of “top-down” inter-
nationalism is replete with grand, windy decla-
rations that are ultimately ignored by the sig-
natories. For WTO negotiations to avoid that
fate, their goals must match the temper of the
times.

That is not to say that free traders should be
passive in the face of opposition. Far from it.
Reform is accomplished only with unremitting
effort—organizing and energizing the con-
stituencies with the clearest stake in liberaliza-
tion and hammering away at interests that
strive to block it. Free traders must wage their
campaign domestically, building support at
home for opening markets, and internationally,
pressing foreign countries to join in eliminating
trade barriers. It is the extent to which free
traders have done this work at the national
level at home and abroad that determines the
horizons to which negotiations can profitably
be extended. If the proper groundwork has not
been laid, negotiations will fail; worse, they will
undermine the free-trade cause by rousing
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nationalist resentment against an overreaching
international authority. The debacle of the still-
born Multilateral Agreement on Investment is
a case in point.

With those thoughts in mind, it must be
admitted that the political realities that define
the horizons of the upcoming round are not
especially auspicious. The WTO is drifting into
a new round rather than moving purposively
toward it; if it had not been for the built-in agen-
da of agriculture and services talks carried for-
ward from the Uruguay Round, it is highly
doubtful that a new round would be occurring at
all. None of the major trading powers has taken
the initiative and offered anything in the way of
a bold vision for the new round.

The U.S. government, which historically
has been the leading force in GATT and
WTO negotiations, is thinking small as it

heads to Seattle. Since the conclusion of the
Uruguay Round, U.S. trade policy has been in
disarray, as evidenced by the repeated failures to
renew “fast-track” negotiating authority.
Despite the almost unbelievably strong perfor-
mance of the American economy in recent
years, political support for continued liberaliza-
tion has deteriorated in the face of misbegotten
fears of globalization.1 Instead of addressing
those fears head-on and unapologetically mak-
ing the case for the benefits of open markets,
the Clinton administration is dancing around
them—supporting a new round but failing to
propose any significant reforms of existing U.S.
protectionist policies. A negotiating agenda of
“do as I say, not as I do” might dampen protec-
tionist opposition from the U.S. steel and tex-
tile lobbies, but it is not a prescription for effec-
tive international leadership.
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The agenda for the new round of WTO
negotiations should focus exclusively on
reducing barriers and distortions to inter-
national trade in order to raise living stan-
dards and spread the fruits of economic
progress to a wider circle of humanity.

Specifically, we recommend in this
study that the United States and the other
133 WTO members take the following
steps:

• Limit the new round to three years and
seek an “early harvest” of realizable
agreements if progress stalls in more
contentious areas.

• Abandon the traditional “exports good,
imports bad” rhetoric of trade negotia-
tions and instead emphasize the eco-
nomic reality that trade liberalization is
its own reward.

• Cut global agricultural tariffs in half,
and the highest tariffs more sharply,
with the goal of eventually eliminating
all agricultural protection; eliminate
export subsidies and production-distort-
ing domestic subsidies; allow the
“Peace Clause” to expire in 2002 so that

agricultural subsidies are exposed to
full WTO discipline.

• Liberalize trade in services through
“negative lists” that assume all service
sectors will be liberalized unless specif-
ically excluded and through cross-sec-
tor rules that emphasize basic rights to
establishment and national treatment;
strengthen WTO rules to encourage
transparency of domestic regulations.

• Eliminate all nonagricultural tariffs
below 5 percent and reduce all higher
tariffs to that level, with the ultimate
goal of eliminating all tariffs; reconfirm
the commitment of the advanced
economies to fully implement the
Agreement on Textiles and Clothing by
2005; eliminate all barriers to trade in
information technology products
through an “ITA II,” and guarantee
cyberspace as a duty-free zone.

• Reform the Dispute Settlement Under-
standing to make additional liberalization,
not trade sanctions, the chief enforcement
mechanism for WTO rulings.

• Tighten the WTO’s antidumping code
so that domestic “fair trade” laws can-

not be used as a tool for protectionism.
• Seek full compliance with the existing

Agreement on Trade-Related Aspects of
Intellectual Property Rights without
opening the agreement to further nego-
tiations that could undermine its posi -
tive aspects.

• Encourage further liberalization toward
foreign investment through unilateral
and bilateral means rather than compre-
hensive multilateral negotiations.

• Reject enforcement of labor and environ-
mental standards through trade sanctions,
relying instead on trade liberalization and
economic development to encourage high-
er standards; eliminate barriers to trade in
environmental goods and services; rely on
multilateral environmental agreements and
the International Labor Organization to
monitor international standards. 

• Resist inclusion of competition (i.e.,
antitrust) policy in the agenda, given the
WTO’s unsuitability to monitor and
police the domestic activities of private-
sector companies; pursue legitimate
international antitrust issues through a
bilateral, country-by-country approach.

An Action Agenda for the New Round



The European Union, meanwhile, has been
much more enthusiastic about a broad and
ambitious negotiating agenda—but that is not
to say that it has any enthusiasm for real liber-
alization. Anti-globalization sentiment is
stronger in the EU than in the United States,
as foreign competition makes a convenient
scapegoat for dysfunctional domestic policies
that produce chronically high unemployment.
In keeping with political conditions, the EU’s
proposals for the new round are much more
focused on expanding international bureaucra-
cy than on reducing national barriers to trade.
Thus, the EU favors the negotiation of inter-
national rules on competition policy, and early
EU proposals on foreign investment emphasize
the need to “preserve the ability of host coun-
tries to regulate the activities of investors.”2

Meanwhile, the EU continues to mount a zeal-
ous defense of its own protectionism, most
especially in agriculture.

Japan, the other great trading power, has
never been a leader in multilateral trade negoti-
ations. Currently absorbed with reviving its
stagnant domestic economy, it has neither the
credibility nor the energy to start now. In the
developing world, there is at present no country
or group of countries with the inclination or
organizational capacity to outflank the indus-
trialized nations in a push for aggressive market
opening. 

All told, national-level political conditions
do not provide the necessary foundation for
bold strokes or dramatic breakthroughs in the
upcoming round. Free traders, accordingly,
should look at these talks as at best an oppor-
tunity for incremental progress. They should
focus on getting the available gains as quickly
as possible and fend off efforts to clog and cor-
rupt the agenda with illiberal initiatives. 

Two important conclusions regarding pro-
cedure and logistics follow from this reading of
the round’s modest prospects. First, the round
should have a fixed deadline of no more than
three years. There has been widespread support
for such a limit, but deadlines in trade negotia-
tions have a bad habit of slipping—there is a
reason that the old GATT was dubbed the
“General Agreement to Talk and Talk.” In the

present case, though, the deadline should be
firm.

Realistically, there are no gains in the cards
that would justify a more protracted round;
accordingly, half a loaf in three years is prefer-
able to nine-sixteenths in six. Whatever can be
agreed to at the end of three years should be
wrapped up and signed; whatever is left over
should be carried forward for future negotia-
tions.

In a similar vein, the idea of “early harvests”
of agreements prior to the ultimate deadline
deserves support. The case for early harvests
grows stronger in inverse proportion to confi-
dence in a three-year deadline. If the deadline
were really rock solid, waiting three years for a
“single undertaking” would have much to rec-
ommend it. After all, a unified package of
agreements allows for the possibility of cross-
sector deals that can maximize the total
amount of liberalization achieved. Unfortu-
nately, however, there is a very real chance that
any deadline set now will be flouted when the
time comes. Under these circumstances, it is
better to finalize agreements in some areas
while continuing to work through more con-
tentious subjects.

Free Trade from the
Bottom Up

In determining the proper course of future
WTO negotiations, it is useful to ask a very
basic question at the outset: why have interna-
tional trade negotiations in the first place? 

That question is addressed to free traders,
not protectionists. Of course protectionists
oppose trade talks; they do so because they
oppose open markets. But the fact that protec-
tionists are against trade negotiations does not
mean that free traders should automatically
embrace them. 

This suggestion might seem baffling at first,
since the cause of free trade and the vehicle of
trade negotiations are so inextricably connect-
ed in the conventional wisdom. But if we step
back from current preconceptions and examine
the underlying economic and political realities,
the need to pursue trade liberalization through
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international negotiations becomes much less
obvious.

In trade negotiations, countries offer to
reduce import barriers in exchange for other
countries’ offers of equivalent reductions. In
other words, liberalization at home is made
contingent on liberalization abroad. Indeed,
according to the rhetoric of negotiations,
removal of domestic protectionist policies is
treated as the price to be paid for freer markets
elsewhere. Countries “gain” access to other
nations’ markets, in exchange for which they
“give up” protection of their own. Thus, in offi-
cial GATT parlance, commitments to open
one’s own market are labeled “concessions,”
while other countries’ commitments to open
their markets are labeled “benefits.”

The rhetoric of negotiations, however, turns
out to be economic nonsense. The overwhelm-
ing weight of economic analysis and evidence
supports the conclusion that a country benefits
from opening its own markets regardless of what
policies other countries choose to pursue.

Free Trade Is Its Own Reward
The case for free trade at home can be

embellished with all kinds of technical com-
plexities, but in the end it boils down to com-
mon sense. It is now widely recognized that
free markets are indispensable to our prosperi-
ty: when people are free to buy, sell, and invest
as they choose, they are able to achieve far more
than when governments attempt to control
economic decisions. Given that fact, isn’t it
obvious that free markets work even better
when we widen the circle of nations from
whom we can buy, to whom we can sell, and
where we can invest? Free trade is nothing
more than the extension of free markets across
political boundaries. The benefits of free trade
are the benefits of larger free markets: by mul-
tiplying our potential business partners, we
multiply the opportunities for wealth creation.

From this perspective, it becomes clear that
Americans gain from open U.S. markets even
when other countries’ markets are relatively
closed.3 The fact that people in other countries
are not as free as they should be is no reason to
restrict the freedom of Americans. When

goods, services, and capital can flow over U.S.
borders without interference, Americans are
able to take full advantage of the opportunities
of the international marketplace. They can buy
the best and cheapest goods and services the
world has to offer; they can sell to the most
promising markets; they can choose from the
best investment opportunities; and they can tap
into the worldwide pool of capital. 

Openness to foreign competition boosts
American productivity and living standards in
two basic ways. First, import penetration caus-
es us to shift resources from import-competing
sectors in which we are relatively less produc-
tive to exporting sectors in which we are rela-
tively more productive. Thus, the workings of
comparative advantage raise our nation’s over-
all productivity by allowing us to concentrate
on the things we do best.

Second, resistance to import penetration on
the part of domestic suppliers causes them to
reduce costs, improve quality, and otherwise
increase productivity. Thus, even when foreign
competitors do not succeed in expanding their
market share, the spur of added competition
that they provide sharpens the incentives to
innovate here at home. For example,
Americans today drive much better cars than
they did 20 years ago—not just because many
Americans drive imports. American cars are
much better today, in large part because the
U.S. auto industry was forced to compete at a
higher level to stave off the challenge of
Japanese and European competition.

Thus, contrary to the logic of trade negoti-
ations, countries should open their markets as a
simple matter of national economic interest.
The benefits that come from openness to for-
eign competition should not be rejected just
because other countries insist on sticking with
benighted and dysfunctional policies.

Many free traders are familiar with the the-
oretical case for unilateral liberalization.
Nevertheless, they dismiss any alternative to
international negotiations as politically imprac-
tical. It is widely assumed that countries will
undergo the political pain of liberalization only
if they “get” something in return—namely,
improved market access abroad, and with it
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improved business opportunities for exporting
firms. According to this view, which enjoys
overwhelming acceptance in contemporary
U.S. trade policy circles, trade negotiations may
be based on economically questionable premis-
es, but for free traders they are the only game in
town. Furthermore, in this conventional con-
ception, trade negotiations are dominated by
considerations of “reciprocity”—that is, coun-
tries are motivated to liberalize, not by the
good it will do them, but by the quid pro quo
they can win in return. 

That belief, however firmly entrenched, is
demonstrably incorrect as a matter of historical
fact. Not only should countries liberalize
because it serves their national economic inter-
est, but in the big picture that is precisely what
they do.

Why Countries Liberalize
The past couple of decades have witnessed

dramatic reductions in trade barriers around
the world, and by and large those bold moves
toward freer trade have occurred outside the
context of trade negotiations. Countries as
diverse as Australia, New Zealand, Argentina,
Bolivia, Peru, Chile, the Philippines, Thailand,
Indonesia, and India have decided unilaterally
to forsake the old autarkic model of import
substitution in favor of greater integration into
the global economy. The driving force for
sweeping change in those countries was not
tough bargaining or the prospect of a quid pro
quo but the realization that protectionism was
causing economic stagnation. In other words,
protectionist countries have changed their poli-
cies in order to catch up economically with
more open countries. When liberalization is
unilateral, it goes without saying that consider-
ations of reciprocity play no role; rather, the
impetus for reform comes entirely from chang-
ing perceptions of national economic interest.

Even when liberalization occurs in the con-
text of negotiations, it often fails to follow the
reciprocity model. Consider the case of our
partner in the North American Free Trade
Agreement, Mexico: It began dismantling pro-
tectionist policies on its own in the mid-1980s,
and those initial unilateral reforms were actual-

ly far more sweeping than the additional
reforms it promised under NAFTA. The
NAFTA negotiations were then undertaken at
Mexico’s initiative, despite the fact that it still
had more trade barriers than either the United
States or Canada and thus relatively more to
“give up” than to “gain” through negotiations.
Mexico pushed for NAFTA primarily as a
means of locking in prior unilateral reforms; the
Salinas administration believed that it would be
more difficult for future administrations to
undo those reforms if they were made a matter
of international obligation. Here again, then,
considerations of the national economic interest
in liberalization were paramount. 

A similar dynamic explains China’s bold
offer of sweeping market-opening commit-
ments during its WTO accession talks with the
United States in 1999. China had been offi-
cially seeking GATT and then WTO mem-
bership for 13 years, over which time negotia-
tions dragged on and on with little progress.
Then, suddenly, in the course of a few weeks,
China agreed to almost everything the U.S.
government had been asking for. Why the
change of heart? It seems clear that China’s
leadership came to the conclusion that a new
round of market reforms was necessary to
reverse the country’s recently flagging econom-
ic performance; like Mexico in the NAFTA
talks, China endeavored to use international
negotiations to ram through needed domestic
policy changes and then insulate those changes
from later reversal. (Unfortunately, the Clinton
administration unwisely rejected the Chinese
offer, and talks then sputtered in the wake of
the Belgrade embassy bombing.)

Of course liberalization also occurs through
conventional reciprocity-driven swapping of
“concessions.” The point here, though, is that
the conventional model is not the only, or even
the most important, path to liberalization. The
real energy propelling liberalization around the
world over the past couple of decades has been
at the national level. When countries perceive
that it is in their economic interest to open
their markets, they do so—without worrying
especially about what reciprocal offers of mar-
ket opening they may receive. On the other
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hand, when countries do not believe that liber-
alization is needed, negotiations are doomed to
achieve only marginal gains.

The conventional understanding of trade
liberalization can be thought of as a top-down
vision of international order. In this vision, the
relatively open world trading system is some-
thing imposed from above by international
institutions and agreements. This interpreta-
tion, however, distorts the reasons for which
countries should liberalize trade and why they
usually do. However at odds it may be with
received wisdom, a bottom-up vision of inter-
national order is actually much more consistent
with both economics and political reality.
According to the bottom-up view, the bedrock
of the relatively liberal international trading
system is national-level decisions that openness
at home is in the national interest. Freedom of
international exchange thus flows up as a nec-
essary consequence of predominantly unilater-
al decisions at the national level.4

How Trade Talks Can Help
What then is the role for international

negotiations and institutions in the bottom-up
vision of trade liberalization? When appropri-
ately structured and limited, trade agreements
can play an important role in facilitating liber-
alization and especially in consolidating prior
gains.

In the first place, linking liberalization at
home with liberalization abroad can greatly
strengthen the political prospects for disman-
tling domestic trade barriers. For one thing, the
economic benefits of combined liberalization
are greater than those of acting unilaterally:
While liberalization pays even if other coun-
tries remain protectionist, the payoff is richer
still if other countries follow suit. Thus cham-
pions of international liberalization have a
more appealing product to sell. Furthermore,
while reforming protectionist policies brings
economic benefits, it usually faces concerted
political opposition from affected import-com-
peting interests. If that lobbying pressure can
be counteracted by the pro-trade lobbying, not
just of import-using interests but also of
exporting interests eager for improved access to

foreign markets, then the chances of overcom-
ing the opposition are enhanced considerably. 

Probably the greatest assistance that inter-
national negotiations lend to trade liberaliza-
tion, though, is in consolidating and institu-
tionalizing prior gains. Once countries have
decided to open their markets in the further-
ance of their own national self-interest, those
decisions can be harder to undo by subsequent
protectionist-minded governments if liberal-
ization has been enshrined as an international
obligation. Thus, trade agreements can “lock
in” reforms by imposing additional political
constraints on their reversal. Mexico’s pursuit
of NAFTA, discussed above, was motivated
primarily by such considerations. Similarly, the
recent defeat of legislation to impose quotas on
U.S. steel imports was achieved largely because
such legislation would have amounted to a bla-
tant violation of U.S. obligations under WTO
agreements.

Avoiding the Pitfalls of Reciprocity
While trade negotiations can assist the

process of liberalization, there are potential
drawbacks as well. First, trade negotiations can
actually undermine political support for open
markets by fostering protectionist misconcep-
tions and thus breeding a hostile political cul-
ture. As discussed above, the conventional “rec-
iprocity” model of trade talks is premised on
the protectionist notion that imports are harm-
ful and trade barriers are prized strategic assets.
By following that model, trade negotiators and
their supporters end up validating the very
ideas that give rise to protectionist pressure in
the first place.

Because of the reciprocity model, protec-
tionist assumptions and attitudes color every
aspect of how trade agreements are currently
negotiated and evaluated. Trade negotiators, in
the process of championing freer trade, insist
that a “bad deal” (i.e., one in which we liberal-
ize more than other countries do) is worse than
no deal at all. They oppose domestic reforms
outside the context of negotiations on the
ground that our own bad policies are “bargain-
ing chips” that should be retained for their
exchange value. More ominously, they refer to
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liberalization without reciprocity as “unilateral
disarmament.” And when an agreement has
been reached, supporters focus on the benefits
to exporters, not importers. They tout the ben-
efits of reducing foreign trade barriers but say
little or nothing about the benefits of reducing
our own.

By adopting the reciprocity model, free
traders forfeit the opportunity to educate the
public about the true benefits of open markets.
That defect was not especially important in the
past when trade policy was hammered out in
back rooms by experts and insiders. Now, how-
ever, trade issues engage the attention and pas-
sions of the broader public. And what the pub-
lic sees in the often-heated debates over trade
policy is not a contest between true free traders
and protectionists but a disagreement between
optimistic mercantilists and pessimistic mer-
cantilists. The optimists, supporters of trade
liberalization, highlight the new export oppor-
tunities created by opening markets abroad; the
pessimists dwell on the supposed threat of
increased imports posed by opening markets
here. Neither side, though, challenges the falla-
cious “exports good, imports bad” worldview. 

Meanwhile, although free traders push
optimism when they are trying to sell trade
agreements, they unwittingly corroborate the
pessimists’ fears when they are actually negoti-
ating those deals. Thus, our trade negotiators
never tire of claiming that the U.S. market is
the most open in the world. Of course, within
the logic of trade negotiations, that is a sensible
bargaining position, since it supports the con-
clusion that the United States should not have
to “give in” on this or that issue. The American
public, though, hears those claims, and many
people conclude that the United States has
been shortchanged in past negotiations.
Skepticism about future negotiations is there-
fore understandable. Similarly, U.S. trade nego-
tiators complain incessantly about other coun-
tries’ trade barriers and their failure to live up to
past agreements. Again, that line makes sense
at the negotiating table, since it pressures our
trade partners to make additional “conces-
sions.” The American public also hears those
repeated complaints, which confirm many peo-

ple’s suspicions that the U.S. government is
always being outnegotiated or even cheated.
Trade liberalization therefore looks like a losing
proposition.

Trade policymakers can avoid those pitfalls
by abandoning the old reciprocity model in
favor of a new approach to international nego-
tiations. Under the new approach, policymak-
ers would explicitly recognize what is in fact
the case—namely, that open markets at home
are the primary benefit of participation in trade
agreements. That recognition would create an
entirely different negotiating dynamic—it
would replace haggling over reciprocity with
“coordinated unilateralism.”

Unlike that of reciprocity-based negotia-
tions, the goal wouldn’t be to “win” at the bar-
gaining table by “getting” more than you “give.”
Rather, the express purpose of negotiations
would be for each country to gain by reforming
its own policies and to maximize that gain by
linking domestic reforms to liberalization
abroad. Reforming one’s own policies would be
a central negotiating objective rather than the
downside of the transaction, while coordina-
tion would strengthen the political case for free
trade by adding the benefits of liberalization
abroad to those of market opening at home.

Such an approach still leaves plenty of room
for tough bargaining. Under coordinated uni-
lateralism, however, the focus would be on the
integrity of the overall agreement, not on any
country-by-country tallying of “concessions”
given and received. Specifically, the measure of
success would be an agreement that reflected a
serious international commitment to free-trade
principles—as evidenced by the fact that a
“critical mass” of countries had agreed to com-
mit to some minimum threshold of liberaliza-
tion. And in measuring the level of commit-
ment of various countries, what matters is the
extent of liberalization agreed to in the end;
whether that end result is achieved through
new reforms, or simply through an agreement
to lock in previously made unilateral reforms,
should be irrelevant.

Under this approach, if there is not suffi-
cient international interest in meaningful and
significant commitments, then no agreement is
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reached. Countries are then free to continue to
liberalize unilaterally. Going it alone will not
mean a loss of “bargaining chips” or leverage in
subsequent negotiations; if such negotiations
do occur, countries will receive full “credit” for
any liberalization achieved in the interim. 

While coordinated unilateralism would
represent a sharp break from the current
rhetoric of trade talks, the divergence from cur-
rent practice would be much less dramatic. In a
study of the Uruguay Round negotiations, J.
Michael Finger of the World Bank has found
that the reciprocity model does a very poor job
of explaining what actually happened. That
model would predict that countries’ “net con-
cessions” should be close to zero; in fact, how-
ever, an analysis of the tariff commitments of
33 countries shows that net concessions varied
dramatically from country to country.
Meanwhile, interviews with 10 different nego-
tiating delegations found none that had actual-
ly tallied concessions given versus those
received (either within the tariff negotiations
specifically or across the range of all Uruguay
Round Agreements). There was broad agree-
ment, however, about the importance of ensur-
ing that each county made an “appropriate con-
tribution” to tariff cutting. In this regard,
Finger found that countries did receive “credit”
for prior unilateral cuts when they agreed to
bind their rates at the currently applied levels.5

In addition, the coordinated unilateralism
model fits very well with the record of the
post–Uruguay Round sectoral negotiations—
the Information Technology Agreement and
the agreements on telecommunications and
financial services. For all three agreements the
challenge was to enlist a critical mass of coun-
tries to agree to particular liberalization thresh-
olds. In all those talks, the United States exer-
cised significant leverage despite the fact that it
already had a zero tariff rate for semiconduc-
tors and offered only to lock in current levels of
openness in telecommunications and financial
services. Other countries considered the lock-
in by itself a valuable U.S. contribution; fur-
thermore, U.S. participation in the agreements
gave them legitimacy and thus bolstered other
countries’ confidence in each other’s commit-

ments. Because of its leverage, the U.S. govern-
ment was able to walk away from the financial
services talks when it was dissatisfied with
some of the offers from key participants; in the
end, negotiations resumed and a stronger pack-
age of commitments was achieved.

So how would coordinated unilateralism
differ from the status quo? The difference
would be primarily rhetorical, not substantive.
But in politics rhetorical changes can be
extremely important. In the present case, a shift
to coordinated unilateralism would allow trade
policymakers to continue to reap the political
advantages of international liberalization with-
out at the same time salting the earth with pro-
tectionist nonsense. 

Keeping Negotiations on Track
The other major problem with trade nego-

tiations, in addition to their mercantalist
assumptions, is that they can veer off in the
wrong direction. Instead of reducing govern-
ment interference in trade and investment
flows, misguided international agreements can
actually increase such interference. That risk
has grown in tandem with the increasingly
ambitious scope of trade negotiations.

The original focus of trade agreements was
on border measures that discriminate overtly
against foreign goods—namely, tariffs and
quantitative restrictions. Over time, though, as
tariff levels have fallen and import quotas have
been relaxed and eliminated, the scope of trade
negotiations has expanded to include nontariff
barriers—domestic policies that discriminate
against or simply inhibit international com-
merce. Thus, such areas as product standards,
food safety regulation, subsidies, and intellectu-
al property protection have been swept within
the purview of trade policy.

As the reach of trade agreements into
domestic policy has extended, it has become
increasingly plausible to argue that any policy
area that “affects” trade—and practically every
public policy has some effect on trade—
deserves to be included on the trade agenda.
In particular, people who call for the negotia-
tion of international labor and environmental
agreements through the WTO are able to
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make a seductive argument: If the WTO
requires national governments to protect the
intellectual property rights of software compa-
nies and pharmaceutical manufacturers, why
shouldn’t it require, or at least allow, national
governments to protect the environment or
the rights of workers? Are those objectives
somehow less valuable than the profits of
multinational companies?

If such thinking carries the day, there is a
serious risk that future trade negotiations will
end up doing more harm than good. First, they
could create broad new exceptions that allow
national governments to close their markets
because of social policy considerations—for
example, restricting imports from countries
that do not guarantee a particular minimum
wage or require certain air quality standards.
Alternatively, trade agreements could impose
on national governments ill-considered new
international regulatory requirements, compli-
ance with which would then be enforceable
through the WTO dispute settlement process.
(A fuller discussion of labor and environmental
issues is provided in a later section.)

Such unfortunate developments can be
resisted effectively only if free traders remem-
ber what makes trade negotiations worth pur-
suing in the first place. Trade agreements are
beneficial insofar as they facilitate the opening
of national markets to foreign competition. If
they subvert that objective—whether by con-
ferring international legitimacy on new forms
of protectionism or by saddling the world with
a new layer of international regulatory bureauc-
racy—they deserve the opposition, not the sup-
port, of believers in free trade. 

The risk that trade agreements will wind up
increasing rather than decreasing government
interference in international markets is height-
ened considerably by the currently dominant
top-down vision of international order. People
who believe that a global economy requires a
global rule-making body will naturally sympa-
thize with the extension of the WTO’s man-
date into any area of plausibly international
concern—even when such extension conflicts
with the original market-opening purpose of
the organization. Even more committed free

traders who do not welcome WTO “mission
creep” will be influenced to compromise by the
top-down viewpoint. To the extent that they
believe the world trading system is completely
dependent on international negotiations and
institutions, they are correspondingly more
likely to give in to demands to expand the trade
agenda in illiberal directions if that is the only
apparent way to keep the process moving for-
ward. In just the past year or so, in the wake of
the multiple failures of fast-track legislation,
there has been increasing pressure within ele-
ments of the U.S. free-trade camp to make
concessions on environmental and labor issues.

From the bottom-up perspective, on the
other hand, it is clear that liberalization can
proceed if need be without international nego-
tiations—and indeed would be much better off
without them if they become infected by anti-
market initiatives. Free traders who counsel
appeasement of environmental and labor
activists cite the “bicycle theory” of trade nego-
tiations, according to which the process must
either keep moving forward or collapse into
protectionism and conflict.6 But as trade econ-
omist Jagdish Bhagwati has opined, it may be
better to fall off the bicycle than to keep pedal-
ing in the wrong direction. And in the end, a
credible willingness to accept no agreement
rather than a bad agreement may be the best
guarantor of avoiding a wrong turn.

Having addressed in general terms how
international negotiations can advance—and
sometimes undermine—the cause of trade lib-
eralization, we now focus on a specific set of
negotiations: the upcoming round of multilat-
eral trade talks to be launched at the WTO
Ministerial Conference in Seattle. We review
below both the opportunities and the pitfalls
presented by the new round.

Bringing Economic Sanity
to Agricultural Trade

For decades after the signing of the original
GATT treaty in 1947, agricultural protection-
ism remained untouchable. Although GATT
technically applied to trade in agricultural
goods, its requirements were roundly ignored;
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consequently, agricultural protectionism and
subsidies remained outside any real multilater-
al discipline until implementation of the
Uruguay Round Agreements in 1995. 

While average tariff levels on manufactured
goods have fallen steadily in the postwar era,
restrictions on agricultural imports—including
regulatory nontariff barriers—have remained
stubbornly high, especially in the more
advanced economies. Today, the average tariff
on manufactured goods has fallen to about 5
percent worldwide, while tariffs on agricultural
goods average more than 40 percent.7 The
average tariff figure masks an even deeper
problem of tariff spikes as high as 300 percent
and virtual bans and prohibitive tariff rate quo-
tas on certain goods.8

Import barriers are only part of a larger
problem of pervasive market intervention in
agriculture. Domestic price supports and
export subsidies cost taxpayers huge amounts
of money while creating the market distortions
that spur demand for import protection. The
Organization for Economic Cooperation and
Development estimates that the more eco-
nomically advanced nations spent $362 billion
in 1998 to support agriculture.9 The EU spends
nearly half its collective budget on the
Common Agricultural Policy.

The result of that widespread intervention
is production surpluses, artificially depressed
and volatile world prices, and unnecessarily
high food costs for domestic consumers.
Consumers of rice in Japan, bananas in
Europe, and sugar in the United States, for
example, are paying as much as two or three
times the global price because of distortions in
agricultural trade. A study commissioned by
the government of Australia found that cutting
global trade barriers and subsidies to agricul-
ture by half would raise global welfare by $89
billion a year. Complete elimination of barriers
and subsidies would raise global welfare by
$150 billion.1 0

The developed countries are the chief per-
petrators—and hence the chief victims—of
intervention in agriculture. Of the $89 billion
that would be added to global welfare by a 50
percent cut in agricultural protection, almost

half, or $43.1 billion, would accrue to Japan,
$12.7 billion to the EU, and $6 billion to the
United States and Canada (Table 1). The wel-
fare gain that Europe, Japan, the United States,
and Canada would realize by cutting farm tar-
iffs in half would be six times the welfare gain
for all of Africa, Latin America, China, India,
Indonesia, Thailand, Malaysia, and the
Philippines.11 Considering the distribution of
the gains, liberalizing trade in agriculture
should be considered, not a “concession” to
less-developed countries, but a favor the devel-
oped countries can do themselves.

Americans would gain from the liberaliza-
tion of agricultural trade both as producers and
as consumers. Thanks to high productivity and
abundant land, agriculture is one of the most
export-oriented sectors of the U.S. economy. In
1998 Americans exported $52 billion in farm
goods, and one out of every three farm acres in
America is now producing for export.1 2 Foreign
trade barriers and subsidies, especially those of
the EU, depress global prices, making U.S.
farms less profitable and raising political pres-
sure for an increase in taxpayer-financed
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Table 1
The Cost of Agricultural Protection

Annual
Welfare Gain Total
from 50% Cut Share of Agricultural
in Agricultural World Support
Protection Welfare Estimate, 1998
(U.S. $ billion) Gains (U.S. $ billion)

United States and Canada 6.0 6.7% 101.5
European Union 12.7 14.3% 142.2
Japan 43.1 48.4% 56.8
Less-developed countries 10.3 11.6% N/A
Other countries 16.9 19.0% N/A
World total 89.0 100.0% 362.4

Sources: For annual welfare gains, see Australian Department of Foreign Affairs
and Trade, "Global Trade Reform: Maintaining Momentum," 1999, p. 28. For Total Support
Estimates, see OECD, Agricultural Policies in OECD Countries, 1999, pp. 189-90. 

Notes: Less-developed countries include those in Africa, Latin America, and Southeast
Asia, as well as China and India. The world total for the Total Agricultural Support
Estimate includes OECD members only. 



income support. The need to lower barriers to
agricultural trade has been made even more
urgent by the economic turmoil that has struck
major export markets in East Asia.

U.S. food consumers also have a stake in
liberalization. Although the U.S. government
has made progress in the last decade in reduc-
ing its own subsidies and protection for agri-
culture, U.S. food consumers are still paying
above-market prices for protected goods.
According to the U.S. International Trade
Commission, quotas and other import barriers
force Americans to pay higher than world
prices for peanuts, dairy products, and sugar
and sugar-containing products.13 The OECD
estimates that America’s interventionist poli-
cies impose an implicit tax on food consumers
of about 3 percent.14 As taxpayers, Americans
pay for uneconomic export subsidies through
such vehicles as the federal Market Access
Program. 

Beyond their inefficiencies, agricultural bar-
riers and subsidies are terribly unjust. They
transfer wealth from food-consuming families
to a small group of food producers—with the
burden falling disproportionately on poorer
families that spend relatively large shares of their
incomes on food. The OECD estimates that in
1996–98 barriers and subsidies caused a net
transfer from food consumers to producers of
$60.6 billion a year in the EU, $52.1 billion in
Japan, $18.1 billion in South Korea, and $17.9
billion in the United States.15 One of the princi-
pal goals of agricultural trade reform should be
to end that unfair redistribution of income.

The Uruguay Round’s Modest Beginning
One of the major achievements of the

Uruguay Round in 1994 was to bring agricul-
ture under the discipline of multilateral trade
rules. Before the round, GATT requirements
were routinely flouted. Whereas GATT rules
require that import barriers be in the form of
tariffs and that those tariffs be bound within
upper limits, quotas on agricultural imports
were widespread. Production and export subsi-
dies were virtually unchecked.

By the beginning of the Uruguay Round in
1986, plunging global food prices and soaring

farm-program costs had created a consensus to
at last reassert GATT authority over agricul-
tural trade. The momentum for change was
aided by 14 agricultural exporting nations that
formed the Cairns Group in 1986 specifically
to push for inclusion of agricultural liberaliza-
tion on the round’s agenda.16

After seven years of negotiations that
almost broke down halfway through on the
very subject of agriculture, Article 20 of the
final agreement committed WTO members to
“the long-term objective of substantial progres-
sive reductions in support and protection
resulting in fundamental reform”1 7 of their
domestic agricultural markets.

The resulting Uruguay Round Agreement
on Agriculture focused on three interrelated
areas in desperate need of reform: market
access, export subsidies, and domestic price
supports. Members of the newly minted WTO
agreed that, between 1995 and 2000, they
would do the following:

• Convert all existing quotas, other nontar-
iff barriers, and unbound tariffs into
bound tariffs (that is, tariffs that cannot be
raised above a certain ceiling) and refrain
from introducing new nontariff barriers.
The unweighted average tariff level for
each country must be reduced by 36 per-
cent during the six-year period from the
base period of 1986–88, with a minimum
15 percent reduction of each tariff line. 

• Reduce existing export subsidies and
refrain from introducing new subsidies.
Expenditures on subsidies are to be low-
ered by 36 percent from the base period,
although for some commodities only the
volume needs to be cut, by 21 percent in
advanced economies and 14 percent in
less-developed countries.

• Reduce domestic production subsidies by
20 percent from the base period. The
reduction does not apply to a list of
“green-box” expenditures that include
advisory services, domestic food aid, set-
aside payments for land retired for a min-
imum of three years, and income support
decoupled from production. Also exempt
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are “blue-box” expenditures for “direct
payments under production limiting pro-
grams.” Green-box and blue-box subsidies
are shielded from WTO challenges and
countervailing duty complaints under the
so-called Peace Clause that extends
through 2002.

Another achievement of the Uruguay
Round was the Sanitary and Phytosanitary
Agreement. That agreement requires that any
bans or quarantines in the name of protecting
human, animal, or plant health must be based
on “sound scientific evidence” or generally
accepted international standards. The agree-
ment aims to discourage WTO members
from using health and safety regulations as a
form of disguised protectionism.

The Uruguay Round made the new
restrictions on agricultural intervention more
enforceable by strengthening the dispute set-
tlement mechanism (DSM). The losing
nation in a dispute is no longer able to block
a WTO panel’s decision as it could under the
old GATT system, under which unanimous
consent was needed to implement any deci-
sion. Thus, for any decision to be enforced,
the losing nation needed to vote against
itself—which virtually never happened.
Under the post–Uruguay Round DSM,
unanimous consent is needed to block imple-
mentation. As long as at least one nation
votes to uphold the decision, it goes into
effect. 

For example, under the old system, the EU
was able to effectively veto any ruling against
its ban on hormone-treated beef. But because
of the strengthened DSM, the EU was not
able to block the WTO’s recent string of rul-
ings that the ban lacks a sound scientific basis.
Since 1995 the United States has used the
DSM on 13 different occasions against alleged
violations of the Agriculture and SPS
Agreements.18

Finally, the Uruguay Round Agreement on
Agriculture committed members to negotiate
further reductions in agricultural trade barriers
and subsidies by the end of 1999 as part of a
built-in agenda that also includes trade in ser-

vices. The WTO Ministerial Conference in
Seattle from November 30 through December
3, 1999, will launch those talks.

In the almost five years since their enact-
ment, the Uruguay Round reforms on agricul-
tural trade have proven to be a mixed success.
The 1996 Federal Agricultural Improvement
and Reform Act marked a major step by the
U.S. government to decouple support pay-
ments from farm production. Unfortunately,
the $8.7 billion “emergency” farm relief bill
passed by Congress in 1999 was a step back-
ward from the goal of reducing overall levels of
domestic support for agriculture. After more
than a decade of decline, price support pay-
ments as a percentage of total farm income
increased from 32 percent in 1997 to 37 per-
cent in 1998, due to falling commodity prices
worldwide.1 9 The blue-box and green-box
exceptions ensure that large-scale export subsi-
dies will continue.

Progress in reducing trade barriers has
been modest. In the conversion from quotas
to tariffs, the ceilings on the new tariff rates
were set far above the prevailing tariff equiv-
alent at the time. For example, in the EU the
average tariff binding was set at 60 percent
above the actual tariff equivalent of the pro-
tection extended by the Common Agricul-
tural Policy in recent years. In the United
States the tariff bindings were set at 45 per-
cent above the average level of protection in
recent years, and in many developing coun-
tries the bindings were set 50 to 150 percent
above tariff-equivalent protection of the
phased-out quotas.20 This so-called “dirty”
tariffication means that, even after the
required reductions, existing tariff rates in
many cases continue to provide the same level
of protection that quotas did before the
Uruguay Round.

By imposing even modest constraints on
what had been almost unchecked interven-
tion, the Uruguay Round Agreement on
Agriculture was a noteworthy achievement,
but much remains to be done if consumers
around the world are to enjoy the full benefits
of an efficient and open market for food
products.
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An Agenda for the New Round
As an ultimate objective, WTO negotiators

should seek a global agricultural market that is
free of production subsidies and trade barriers.
There is no inherent reason why agriculture
should be treated differently than the manufac-
turing or service sectors. As it does in other sec-
tors, a free and open global market in agricul-
ture would provide the widest variety of prod-
ucts at the lowest possible prices for global con-
sumers. It would encourage nations to produce
those food products and commodities in which
they enjoy a comparative advantage while
importing what other nations can produce
more efficiently. The result would be a huge
boost to global welfare.

At minimum, negotiators should aim to
do the following:

• Drastically cut domestic production sub-
sidies. In the United States, this will mean
resisting attempts to dismantle the 1996
farm bill, either through a wholesale
rewriting of the law or by piecemeal revi-
sions in “emergency” farm relief bills. In
Europe, it will require a genuine reform of
the Common Agricultural Policy, includ-
ing a clean break from production-linked
subsidies. The Agenda 2000 plan unveiled
this year fell far short of the kind of reform
necessary to reduce the policy’s huge neg-
ative impact on global markets.

• Quickly phase out export subsidies
including export credits the U.S. govern-
ment extends to foreign buyers of U.S.
farm goods. Only a complete ban will
bring agriculture into conformity with the
general rules on export subsidies applied
to manufacturing. The blue-box exception
should be eliminated and the green-box
exceptions narrowed to eliminate any pos-
sibility that they will be abused to shelter
subsidies for output. The Peace Clause
should be allowed to expire in 2003 so
that agricultural export subsidies are sub-
ject to the full force of WTO discipline.

• Lower tariff barriers to no more than half
their current levels and reduce tariff peaks
even further. One approach would be the

“Swiss formula” applied to manufactured
goods during the Tokyo Round, which
requires that higher tariffs be reduced at a
steeper rate, thus shaving tariff peaks clos-
er to the average. The gap between tariff
bindings and actual tariff levels should be
reduced to ensure that countries do not
backslide on their commitments to more
open trade. Finally, WTO members
should commit themselves to eliminate all
agricultural tariffs by some stated date.

• Restrict state trading enterprises so they
cannot distort trade in favor of domestic
producers. Those enterprises should be
monitored so they do not use their
monopoly position to discriminate against
imports. 

• Resist any compromise of the standards
set in the current SPS Agreement. The
EU has hinted that it wants to broaden
the language of the SPS Agreement to
allow products to be banned or quaran-
tined even if the scientific evidence is not
yet conclusive. Under the “precautionary
principle,” restrictions would be permitted
in the case of potential health risks that
are inadequately understood or docu-
mented. If adopted, this looser standard
would be a prescription for endless delays.
The WTO member imposing a health
and safety regulation being challenged
under the SPS Agreement would have no
incentive to conduct a thorough and
objective study. As long as the defending
party could claim that the alleged risk,
such as genetically modified grains, is
poorly understood or documented, the
restriction would stay in place.

Obstacles to Reform
The EU and Japan have sought to justify

continued intervention by stressing the “multi-
functionality” of agriculture. Agriculture
deserves government support, the argument
goes, because its functions reach beyond mere-
ly producing food and include a number of
other “positive externalities” that benefit society
as a whole. Among the supposed benefits: soil
and water conservation, habitat for threatened
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species, more economically viable rural com-
munities, and a more aesthetically pleasing
countryside for city dwellers to visit.

Even if one accepts that those positive spin-
offs from agriculture exist, they would not jus-
tify a policy of protecting and subsidizing
domestic farm production. First, the positive
externalities need to be weighed against possi-
ble negative externalities such as pollution from
pesticides and fertilizers. Second, they need to
be compared with the positive externalities that
might be created in sectors that would expand
if agriculture were not artificially supported. 

Finally, if governments want to encourage
certain activities, any intervention should be
focused as directly as possible on the desirable
activity. For example, if Britain wants to pre-
serve rural hedgerows because they look nice
and provide shelter for small animals, then a
direct subsidy for maintaining hedgerows
would be more effective and less distortionary
than is using trade barriers to indirectly subsi-
dize nearby farm production by keeping farm
commodity prices artificially high.

Another objection to agriculture liberaliza-
tion is that it would compromise “food securi-
ty,” an argument made by the government of
Japan in its preliminary submission to the
WTO. The best food security for a net-food-
importing nation such as Japan should be open
markets and the ability to earn foreign
exchange. It seems a foolish policy to punish
food consumers year after year, sapping tens of
billions of dollars annually from the economy,
to prepare for a remote and vaguely defined
“emergency.” As is multifunctionality, food
security is an issue that should be addressed in
more direct and non-trade-distorting ways.

The principal obstacle to reducing trade
barriers and subsidies to agriculture is the polit-
ical influence of protected producers in devel-
oped countries who do not want to face the
price competition of global markets. Those
producers have delayed reform in certain sec-
tors in the United States, such as sugar,
peanuts, and dairy products; kept the expensive
and distortionary Common Agricultural Policy
intact in the EU; and stymied efforts to further
liberalize the Japanese agricultural market. The

losers have been consumers, of course, and also
nonagricultural producers in the developed
countries who have been forced to compete
against the artificially expanded agricultural
sectors for scarce domestic resources or have
been crowded out of export markets by subsi-
dized agricultural exports.

The persistence of agricultural protection-
ism in the face of huge costs points to an under-
lying problem of political economy. The bene-
fits of protection are concentrated in a small and
dwindling group of agricultural producers in
the advanced economies. Those producers have
much to lose individually if markets are opened
and subsidies cut, so they fight tenaciously and
often effectively within the political process to
preserve their protected status. 

Meanwhile, the costs of the intervention are
spread among tens of millions of consumers
and taxpayers, many of whom are not even
aware of the higher prices they are paying to
maintain a subsidized agricultural sector.
Through a commitment to domestic reform
and multilateral trade negotiations, govern-
ment officials can begin to correct this wasteful
and unjust imbalance.

Advancing Liberalization
of Trade in Services

We frequently hear that world trade is
undergoing a “services revolution,” reflecting
the fact that knowledge-based industries are the
most dynamic component of the world econo-
my and have been for the past two decades.
Although it is difficult to define the term clear-
ly, “services” include a wide array of sectors such
as financial services (accounting, banking,
insurance); consulting and legal services; distri-
bution services (air freight, maritime shipping);
telecommunications; architecture; tourism;
energy services; and entertainment. Services are
often conceptualized as “nontradable” because
there is sometimes no cross-border activity
involved. In air transport and film exports, for
example, cross-border transactions take place,
but in many other sectors it is impossible to dis-
sociate the provision of services from the move-
ment of capital or labor. 
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To help thinking about trade in services
more clearly, a classification system for the dif-
ferent modes in which transactions take place
was developed in the 1980s by economists
Gary Sampson and Richard Snape.2 1 These
four modalities are still used today both in the
academic literature and in trade negotiations
and agreements:

• Cross Border: flows across borders in which
neither the supplier nor the producer
moves physically but instead relies on an
intermediate service such as a telecommu-
nications network.

• Consumption Abroad: movement of a con-
sumer to a supplier’s country as occurs in
industries such as tourism.

• Commercial Presence: movement of a com-
mercial organization to the consumer’s
country (the equivalent of foreign direct
investment).

• Presence of Natural Persons: movement of
individual service suppliers (such as con-
sultants and fashion models) to the con-
sumer’s country.

Trade in services by those four modes has
been a key engine of growth in the world econ-
omy. According to the WTO, the share of
commercial services (which excludes commer-
cial presence) in world trade grew from 17 per-
cent in 1980 to 22 percent in 1995 and
accounted for roughly $1.26 trillion in 1996.
The WTO also reports that service exports
increased 8.4 percent on average between 1980
and 1995, while merchandise exports increased
5.2 percent.2 2 To be sure, it is difficult to mea-
sure that contribution definitively in light of
the way service transactions are recorded.
Sometimes service transactions are measured
in broad, aggregated categories and sometimes
on a net as opposed to a gross basis.2 3For a vari-
ety of reasons, it seems likely that the service
statistics are underestimated. Those statistics
do not capture intrafirm transactions or foreign
direct investment (i.e., commercial presence),
which is estimated to account for more than
one-half of all service transactions.

There is every reason to believe that trade in

services will continue to be the fastest growing
area of world trade. The service sector share of
annual gross domestic product is already 80
percent in countries such as the United States
and Hong Kong and 70 percent in countries
such as Australia, France, and the Netherlands.
Many developing countries are finding that
services account for an increasing share of
annual GDP as well. Services account for more
than 50 percent of GDP in Argentina, Brazil,
Chile, Egypt, Hungary, India, Indonesia,
South Korea, Mexico, and Thailand. Even in
some of the poorest countries, services account
for more than one-third of annual GDP. 

Despite conceptual and measurement prob-
lems, studies suggest that there are substantial
economic gains to be realized through
increased services liberalization. One study
suggested an increase in global welfare of $250
billion if distortions in the provision of services
were decreased by 50 percent.24 Those gains
will be realized not only in services but in man-
ufactured goods as well. Liberalization of ser-
vices will help promote transparency and clari-
fy market pricing and information. It will also
make it easier to transport goods to and dis-
tribute them in overseas markets, suggesting
that there are intersectoral gains from services
liberalization. 

At present the major exporters of services are
the developed countries, but export opportuni-
ties also exist for developing countries, particu-
larly those engaging in the export of labor-
intensive services. The empirical evidence from
Asia, which liberalized the most in comparison
with other parts of the developing world in the
1990s, suggests that this is true. Services exports
in Asia increased 12 percent between 1990 and
1997, in comparison with Latin America and
Africa, where services exports increased only 8
percent and 6 percent, respectively.2 5

The Creation of the General Agreement
on Trade in Services 

Liberalization of service transactions poses
rather different challenges to trade negotiators
than does liberalization in the goods area. The
reason is that in most cases the barriers to trade
in services are nontariff in nature.2 6 Put differ-
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ently, the barriers to trade in services are pres-
ent in national economies in the form of
domestic law and administrative practices—
practices inherently less transparent than tariffs
and quotas. In accounting services, for exam-
ple, some countries have visa requirements or
have regulatory procedures that restrict the
right of foreign accountancies to operate.
Other countries might adopt consumer protec-
tion laws governing Internet access or issue
“buy local” decrees covering government pro-
curement practices. Under the Buy America
Act, for example, the U.S. government offers a
6 percent price preference to domestic suppli-
ers, a 12 percent preference to suppliers in areas
or regions that traditionally have a high level of
unemployment, and a 50 percent preference for
defense-related contracts.2 7This can often lead
to contentious negotiations, not only between
trade negotiators from different countries, but
between trade negotiators and domestic regu-
lators from the same country.

In contrast to the case of agriculture, devel-
oped countries are at the fore in advancing lib-
eralization in services. As a consequence of
their relative openness, developed countries
possess a comparative advantage in this sector
at this time. Many developing countries resist
liberalization of service industries and invoke
standard “infant-industry” arguments.

Despite those difficulties, and in light of the
growing importance of trade in services, the
Uruguay Round did establish a set of multilat-
eral rules and discipline on services for the first
time under the rubric of the General
Agreement on Trade in Services, which came
into being on January 1, 1995. Though riddled
with exceptions, GATS extends the traditional
GATT principles of national treatment (no
discrimination against foreign producers rela-
tive to domestic producers) and most-favored
nation, or MFN, (no discrimination against
some WTO members relative to other WTO
members) to trade in services. 

In light of the inherent nontariff barrier
problem that afflicts trade in services, GATS
also has important provisions on transparency
of domestic rules and regulations that have an
impact on services trade. GATS says govern-

ments must publish all relevant laws and regu-
lations. By 1997, countries were to have set up
inquiry points within their bureaucracies. In
theory, foreign companies and governments can
now use those inquiry points to obtain informa-
tion about regulations in any service sector.
Countries are also required to notify the WTO
of any changes in regulations that apply to the
services that come under specific commitments.

While the contributions of GATS have
been positive, it is clear that, some five years
later, the gains in services liberalization have
been relatively modest. Michel Servoz, who
negotiates services on behalf of the European
Commission, likens GATS to a “good house”
awaiting someone “to bring in the furniture.”2 8

While GATS does embody important provi-
sions on national treatment and MFN, there
are some important qualifications that dilute
their importance and make GATS very differ-
ent from GATT.

In GATS, countries put forward their com-
mitments to liberalize particular sectors within
the service economy. They can do so indepen-
dently or at the request of another nation,
which explains why the current GATS frame-
work is said to have a “request-offer” approach.
The commitments offered guarantee access to
the country’s market in the listed sectors, and
they spell out any limitations on market access
and national treatment. For example, if a gov-
ernment commits itself to allow foreign banks
to operate in its domestic market, that is a mar-
ket access commitment. And if the govern-
ment limits the number of licenses it will issue,
that is a market access limitation. If it also says
foreign banks are allowed only one branch
while domestic banks are allowed numerous
branches, that is an exception to the national
treatment principle. 

That approach is problematic for several
reasons. First, governments can choose the ser-
vices in which they make market access and
national treatment commitments. Members
are required to apply new GATS rules only to
service sectors they agree to put forward. This
contrasts with GATT rules, which apply gen-
erally to all goods except those that were specif-
ically exempted. Consequently, only 14 WTO
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members have made commitments in the
audiovisual services sector, and no developing
country has made commitments on the gather-
ing and dissemination of news. Also, fewer
than 50 WTO members have made commit-
ments on distribution services. 

Second, with regard to market access, coun-
tries can limit the degree of participation in a
sector by foreign companies. In terms of
national treatment, where there should be no
discrimination between foreign and local com-
panies, the provisions are weaker than in
GATT. Under GATS, a country has to apply
this principle only when it has made a specific
commitment to provide foreigners access to its
services market. It does not have to apply
national treatment in sectors where it has made
no commitment. This contrasts with the way
the national treatment principle is applied for
goods—in that case, once a product has crossed
a border and been cleared by customs, it has to
be given national treatment even if the import-
ing country has not made any commitment
under GATT to bind the tariff rate.

Third, WTO members have also made sep-
arate lists of exceptions to the MFN principle of
nondiscrimination. When GATS came into
force, a number of countries already had prefer-
ential agreements in services that they had
signed with trading partners, either bilaterally
or in small groups. WTO members felt it was
necessary to maintain those preferences tem-
porarily. They gave themselves the right to con-
tinue giving more favorable treatment to partic-
ular countries in particular service activities by
listing “MFN exemptions” alongside their first
sets of commitments. To protect the general
MFN principle, the exemptions could be made
only once; nothing can be added to the lists.
They will be reviewed after five years, in 2000,
and will normally last no more than 10 years. 

As a result of those qualifications, the previ-
ous round of GATS negotiations yielded min-
imal progress. During those negotiations,
countries had the opportunity to make 620
market access commitments and 620 national
treatment commitments indifferent service
sectors, for a total of 1,240 overall commit-
ments on services. Industrialized countries

made a total of 53.8 percent of those commit-
ments, while developing countries made far
fewer. Asia was the developing region with the
highest level of service commitments (26.0
percent), followed by the Middle East (16.5
percent), then Latin America (15.3 percent),
while Africa was the lowest (9.8 percent).29

One positive difference between GATS and
GATT (in addition to avoiding rules-of-origin
problems) is that the former does attempt to
deal more explicitly with domestic regulations
and regulatory regimes. Since domestic regula-
tions are the most significant means of exercis-
ing influence or control over services trade, the
agreement says governments should regulate
services “reasonably, objectively and impartial-
ly.” When a government makes an administra-
tive decision that affects a service, it should also
provide an impartial means of reviewing the
decision (for example a tribunal). It is not lost
on the world trading community, however, that
the terms “reasonably,” “objectively,” and
“impartially” are quite imprecise.

In light of the weaknesses of GATS, the
progress in services liberalization has been
modest. The request-offer approach reflected
the individual interests of participants that
selectively made commitments based on trad-
ing partners’ specific requests. The commit-
ments often reflected the status quo, which did
not lead to major liberalization. Consequently,
the U.S. government has concluded:

In the area of services, the primary
accomplishment of the Uruguay Round
was the framework agreement itself, the
first multilateral agreement to create a
set of rules to liberalize trade in services.
However, in most cases, specific com-
mitments in country schedules merely
reflected existing laws and regulations,
including restrictive measures—essen-
tially preserving the status quo. Many of
the commitments were vague, and there
were few sweeping commitments to
remove barriers.3 0

In addition to GATS itself, the agreement
allows for “annexes” to be negotiated. Since the
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Uruguay Round, there have been two such
annexes, one on telecommunications and the
other on financial services. Basic telecommuni-
cations, for example, were not included in the
original commitments because the privatization
of government monopolies was complex and,
more important, a politically sensitive issue in
many countries. Sophisticated value-added
telecommunications services, which are more
commonly provided by the private sector were,
however, included in many of the original
GATS schedules. The negotiations on basic
telecommunications ended in February 1997
with new national commitments on the part of
70 countries that took effect on January 1, 1998. 

In the Financial Services Agreement, com-
pleted in December 1997, 102 WTO members
agreed to a legal framework for cross-border
trade and market access, and to a mechanism
for dispute settlement. While the high number
of signatories to the FSA is laudable, the liber-
alizing aspects of the agreement are mixed. In
banking, there were limited new market-access
opening initiatives, while in insurance progress
was much greater.31

Attempts to have a separate agreement on
the movement of natural persons achieved only
minor results. Currently, many countries
include onerous rules in the requirements that
foreign service providers have to meet in order
to operate in a market. The objective of the
negotiations was to prevent those requirements
from being used as unnecessary barriers to
trade. 

One advantage of the annex agreements is
that they allow domestic regulatory principles
to be worked out more clearly. The Basic
Telecommunications Agreement, for example,
broke new ground by developing specific regu-
latory principles for the sector. As it stands
now, Article VI of GATS, which attempts to
ensure that domestic regulations do not
impede trade in services that are listed in mem-
bers’ schedules of commitments, is written in a
general fashion. Resolving this issue is difficult,
though, even for countries at the forefront of
services liberalization, such as the United
States. The reason is straightforward: it pits the
U.S. Trade Representative, for example, against

U.S. regulators, who want to impose the fewest
restrictions possible on their actions. 

Crafting an Agenda for the New Round
Although sectoral negotiations are impor-

tant, it is also necessary to improve and clarify
certain features of the overall GATS frame-
work. Fortunately, as GATS is still a work in
progress, the original agreement specifically
provides for such negotiations. According to
the agreement, a new GATS 2000 round will
be launched (regardless of the other agenda
items agreed on at the Seattle meeting in
November 1999). There are three ways in
which the GATS architecture can be improved
to foster services liberalization.

Negative vs. Positive Lists. The first way that
the GATS institutional architecture can be
improved is for countries to move away from
the pick-and-choose “request-offer” approach.
Under the current GATS framework, as noted
above, countries can either request that other
countries specify the sectors in which they are
making liberalizing commitments, or they can
themselves put forward a specification. This is
referred to as a “positive” list. This contrasts
with a “negative” list where countries specify
the sectors that are not covered by commit-
ments. While the negative-list approach is no
panacea, there are some reasons to believe that
it might help foster liberalization. The evidence
of NAFTA gives empirical support to this
proposition.

Three reasons suggest that this is true. First,
a negative-list approach will foster greater
transparency as it will become immediately
clear which sectors are excluded. That will help
highlight specifically identifiable nonconform-
ing measures in particular sectors. Second, gov-
ernments may be embarrassed to provide an
extremely long list of sectoral exceptions.
Third, and most important, a negative-list
approach implies that any new services devel-
oped through innovation would be subject to
established discipline. To be sure, this last rea-
son is why so many countries, particularly in
the developing world, oppose this type of
negotiating approach.32

Application of “Horizontal-Formula” Approach.
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The second way that GATS could be improved
is for trade negotiators to embrace a “horizontal-
formula” approach to negotiations, in which
countries would make commitments—say, to
the right of establishment or national treat-
ment—and apply them across all services sec-
tors. The horizontal aspect of the approach
could address all or part of a particular mode of
delivery—for example, a commitment to elec-
tronic delivery of services, across sectors, sub-
ject to specified sectoral exceptions. Another
example of a commitment suitable for a hori-
zontal approach is the free movement of cer-
tain commonly defined categories of natural
persons in services. Undoubtedly, critics will
point to the diversity of service sectors and the
inherent difficulty of making policy-relevant
generalizations. As Patrick Low of the WTO
and Aaditya Matoo of the World Bank sug-
gest: “Though services sectors differ greatly, the
underlying economic and social reasons for
regulatory intervention do not. And focusing
on these reasons provides the basis for the cre-
ation of meaningful horizontal discipline.”33

In tandem with a horizontal approach, par-
ticipants in the Seattle meeting should support
the negotiation of formulas for liberalization to
be applied to all sectors; those formulas would
apply the same amount of liberalization across
all sectors. While formulas would apply best to
cross-border transactions and ownership
requirements, they would also serve as a pow-
erful device for further liberalization. As would
a horizontal approach that covers all sectors,
formulas would make it more difficult for
countries to single out sectors where there
should be only limited liberalization. The com-
bination of those two approaches could quick-
en the pace of services liberalization because it
would allow members to seek liberalization in
areas without having to wait for other members
to put forward those areas.

It is also important to note that a horizon-
tal-formula approach and a sectoral approach
are not mutually exclusive—embracing the for-
mer does not rule out additional sectoral
annexes that could be negotiated, as was done
for financial services and telecommunications.
For example, developing countries have identi-

fied sectors in which they have an export inter-
est, including some or all of the following:
audiovisual services, tourism, private health
care, computer services, and professional ser-
vices. Those sectors would be ripe for addition-
al liberalization in the context of annexes.

Transparency and Clarity of Domestic
Regulation. Arguably the most significant area
where GATS is in need of improvement is
transparency and clarity of classifications and
schedules of commitments. Transparency is a
crucial component of effective market access.
The value of scheduled commitments is dimin-
ished if descriptions of the service activities
covered are imprecise, outdated, or incomplete. 

One notable problem is that member coun-
tries have used their own definitions of certain
sectors and service activities. For example, the
description of health services does not ade-
quately cover all of the relevant services such as
remote diagnostics. With an inadequate
nomenclature, a country could insist it does not
have to live up to commitments made because
the service in question is not adequately
described. In other cases, there are problems
such as provisions allowing for “economic
needs tests” that would exempt countries from
fulfilling commitments. The problem is the
lack of specification of how such tests should
be conducted. In other cases, there is too much
descriptive material in the services schedule;
that leads to legal uncertainty. 

A key task for negotiators is to resolve those
issues of transparency. It is the only way to give
substance to the GATS provisions that require
domestic regulators to operate in a “reasonable,
objective and impartial” manner. In the mean-
time, all countries should continue, as some
have done, to follow a unilateral and
autonomous path toward liberalization of their
service economies. As Professor Patrick
Messerlin of l’Ecole des Sciences Politiques in
Paris notes, developing countries have a unique
opportunity to take advantage of this opportu-
nity for unilateral liberalization because they do
not have to deal with complex regulatory
bureaucracies that will inevitably develop over
time. The experience of the developed world
suggests that battles between trade negotiators
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and domestic regulators representing the same
country are often quite intense.34

For advanced and less-developed countries
alike, the liberalization of trade in services
would inject greater international competition
into an area of already huge and growing eco-
nomic importance. 

The Unfinished Business of
Nonagricultural Tariffs

The removal of barriers to trade in nonagri-
cultural (mainly manufactured) products was
the initial purpose of GATT, and efforts in that
regard have been remarkably successful. Tariffs
imposed by industrialized countries have fallen
from an average of 40 percent in 1948 to less
than 5 percent today—an impressive record by
any standard.35 Furthermore, voluntary export
restraints and most quotas have been banned,
and nearly 99 percent of tariffs in industrialized
countries have been bound. 

However, the process of liberalization is not
yet complete. The challenge for the next trade
round is to ensure that previous tariff-reduc-
tion commitments continue to be phased in on
schedule, that already-low tariffs start moving
toward zero, that new commitments to reduc-
ing peak tariffs on certain holdout products be
secured, and that developing countries be con-
vinced to join the process in a more meaning-
ful way.

Because the average tariffs applied to man-
ufactured products are relatively low, they have
lately received less attention than trade restric-
tions in such high-profile sectors as agriculture
and services. But the benefits of reducing or
eliminating the remaining tariffs on manufac-
tured products are substantial. Trade in manu-
factured products represents the bulk of global
commerce, so seemingly small tariff cuts can
yield relatively large benefits. The Australian
Department of Foreign Affairs and Trade esti-
mates that an annual global welfare gain of
about $66 billion could be achieved by cutting
existing tariffs in this sector by 50 percent.3 6

Given those potential benefits, it is essential to
include manufactured products in any new
trade rounds.

Negotiators will not lack targets. Tariff
treatment of manufactured products is still
highly uneven, particularly in developing coun-
tries. And although average tariffs have fallen
considerably over the past five decades, many
products are still subject to high tariff peaks.
The problem is not limited to the developing
world. Industrialized countries continue to
subject textiles and clothing in particular to
abnormally high tariffs. The true challenge for
the U.S. government at the next round of trade
talks will be to relinquish its own folly by
bringing the limited number of high-tariff
holdouts into line with other products. That
may be a daunting task from a domestic polit-
ical standpoint, but it is a necessary precondi-
tion for a successful round.

Many of the tariff cuts negotiated during
the Uruguay Round have yet to be fully imple-
mented, so the first priority for countries must
be to keep their existing commitments on
schedule. A resolution reaffirming WTO
members’ intention to do just that could be a
useful starting point for a new trade round.
Such a resolution would help allay the fears of
developing countries that the U.S. government
does not intend to keep its Uruguay Round
commitments. But beyond pledging to honor
old promises, a positive agenda for reducing—
and eventually eliminating—tariffs on manu-
factured products should be a major aim of the
upcoming round.

Moving toward Zero Tariffs
Average tariffs on manufactured goods,

after all Uruguay Round commitments are
phased in, will be approximately 3.8 percent in
industrialized countries.3 7 But the 3.8 percent
figure conceals a stubborn protectionist reality:
The majority of developed-country imports
enter duty-free, or at very low rates, while a few
politically favored sectors are sheltered from
international competition by high tariffs.
Developing countries have further to go on a
wider range of products, but their task is essen-
tially the same—to harmonize wildly divergent
tariffs downward.

An early objective of the upcoming round
should be the elimination of minimal tariffs.
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There is no reason to retain extremely low tar-
iffs; at some point, the costs of administration
outweigh the revenues collected. Moreover,
such tariffs offer no serious protection, so
removing them should be politically feasible. 

A more challenging—but necessary—task
will be tackling protectionist outlier tariffs. So
far, the attitudes of developed countries toward
this issue have been discouraging. The United
States, for example, has been aggressively
pushing liberalization in areas where it has a
perceived comparative advantage—such as
information technology—but has been
extremely reluctant to address areas where U.S.
import-competing industries face competitive
pressures. Unless developed countries offer a
credible plan for eliminating their own
remaining trade barriers in politically sensitive
sectors, developing countries will have little
enthusiasm for making substantial new tariff-
cutting commitments.

There are many ways to approach tariff
reduction, but a simple formula-based system
holds the most promise. Along those lines, the
EU has proposed a “tariff-band” strategy.3 8The
idea is to define a low, medium, and high band
within which all tariffs would have to fall, with
no product sectors excluded. If necessary, the
approach would include average weighted tariff
objectives differentiated according to a coun-
try’s level of development, and would take into
account certain sensitive products. The EU’s
plan is comprehensive but not particularly
inspiring. 

Unfortunately, the U.S. government has
endorsed an even more timid approach that
would phase out tariffs only in selected sec-
tors. Under the Accelerated Tariff
Liberalization initiative started in the Asia
Pacific Economic Cooperation forum, tariffs
would be cut in nine economic sectors: chem-
icals, fish products, forestry products, energy
goods and services, environmental goods and
services, gems and jewelry, medical equip-
ment, telecommunications, and toys (conve-
niently, mostly sectors where U.S. businesses
enjoy a comparative advantage). Although it
has the virtues of simplicity and speed, this
approach would do nothing to address the

problems of tariff peaks at home. 
A bold yet simple alternative to both the

U.S. and the EU proposals is needed. All tariffs
below 5 percent (roughly the current devel-
oped-country average) that are not already
scheduled to reach zero should be bound at
their current levels and taken to zero over no
more than five years. Ideally, countries should
be able to complete the process by 2005, when
all Uruguay Round tariff reductions are sched-
uled to be completed. A five-year reduction
schedule is amply generous to import-compet-
ing industries, which will be losing only a neg-
ligible amount of protection. As those modest
reductions are multiplied across many prod-
ucts, consumers and import-using industries
will enjoy substantial gains.

In addition, tariffs above the 5 percent level
should be lowered to that level over time. This
will, of course, be a considerably more difficult
task than cutting already-low tariffs since pro-
tected domestic interests can be expected to
defend their current special status. Consider,
however, that at present only 10 percent of tar-
iffs in the EU, Canada, Japan, and the United
States remain above 10 percent ad valorem.39

If a single 5 percent level proves impractica-
ble, an additional, higher threshold could be
added (for example, tariffs under 10 percent
could be reduced to 5 percent and higher tariffs
could be reduced to 10 percent). The point is
simply to harmonize WTO members’ current-
ly Byzantine tariff structures. With all remain-
ing industrial tariffs at the same level (or at two
levels), ongoing across-the-board tariff liberal-
ization will be rendered virtually automatic.
Resistance to continuing tariff cuts for particu-
lar products will be difficult when all tariff rates
for all products are expected to decline in lock-
step fashion. In this regard, Chile’s unilateral
decision to impose a single across-the-board
tariff rate has greatly facilitated continuing lib-
eralization.4 0

Although reducing tariff peaks should be the
primary focus of the next trade round, it is
important not to ignore minimal tariffs. Zero
tariffs must be the ultimate goal for all manu-
factured products, not only because free trade is
inherently beneficial, but because the adminis-
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trative cost savings would be substantial. The
United States’ harmonized tariff schedule fills
more than 3,825 pages and requires an army of
customs officials to administer. It has spawned
absurd metaphysical debates over the true
nature of things like minivans, Halloween cos-
tumes, and predrilled lumber. The elimination
of all nonagricultural tariffs would obviate the
need to differentiate between products and to
audit declared shipment values, greatly enhanc-
ing commercial certainty by reducing the risk of
an unfavorable and costly tariff reclassification.

End Special Treatment for Textiles
A 1997 joint study by the United Nations

Conference on Trade and Development and
the WTO reported that the manufacturing
sectors with the highest levels of tariff escala-
tion and tariff peaks were textiles, clothing,
footwear, leather, and travel goods.41 All of
those sectors are of special interest to exporters
in developing countries, especially clothing and
textiles, which are often subject to tariff rates of
12–30 percent.

Since January 1995, trade in textiles and
clothing has been governed by the WTO’s
Agreement on Textiles and Clothing—a 10-
year transitional program designed to bring
textiles under normal GATT discipline. Prior
to the ATC, most trade in these products was
conducted under the Multifiber Arrangement,
which departed from normal GATT rules to
impose a constrictive web of quantitative
restrictions (quotas) on imports by developed
countries. As part of the ATC’s integration of
textiles and clothing into GATT, countries will
be required to remove all quotas by January 1,
2005. The phase-in procedure involves a staged
raising of existing bilateral quotas, culminating
in their eventual termination.

Although industrialized nations’ keeping
their Uruguay Round commitments on textiles
is probably an essential prerequisite for convinc-
ing developing countries to undertake substan-
tial new liberalization, the industrialized coun-
tries are rapidly losing credibility on this issue.
During the first four years of the ATC, only 2
of 750 U.S. quotas and 14 of 219 EU quotas
were eliminated.4 2Moreover, many of the prod-

ucts integrated into GATT thus far have been
concentrated in the relatively low value-added
range of products, and therefore represent a
smaller share of value than the volume of trade
might suggest.4 3 Consequently, most politically
sensitive products are scheduled to be incorpo-
rated into GATT within the next five years—a
doubtful proposition given the declining but
still potent political clout of the textile lobby.
This foot-dragging should stop, and the United
States and the EU should make clear that they
intend to honor both the letter and the spirit of
their ATC commitments.

Americans will gain from the liberalization
of trade in clothing and textiles both as pro-
ducers and as consumers. Important segments
of the American clothing industry are heavily
dependent on foreign fabric as well as offshore
cutting and sewing operations. Meanwhile,
U.S. textile and clothing producers, who are
significant exporters, would benefit from
reductions in import barriers abroad. At the
same time, consumers will benefit from the
reduced prices and increased choice that trade
brings. And since clothing and textiles are a
necessity of life, Americans at the bottom end
of the income scale will benefit disproportion-
ately from increased access to cheaper imports. 

Quantitative restrictions have actually com-
pounded the long-term problems of U.S. pro-
ducers. Faced with quotas, many textile-pro-
ducing firms in developing countries have
attempted to shift to production of higher-
quality products, placing them in direct com-
petition with U.S. producers and distorting
natural trade patterns. A second unintended
effect of quotas has been to increase world pro-
duction and depress prices. Because textile
exports from some countries were limited,
investments in new facilities were made in less-
restricted or unrestricted locations. As a WTO
report notes, “This shift in production and
export activity led to demands in the industri-
alized countries for yet more widespread
restrictions which brought about further shifts
to unrestricted countries . . . [which] served to
expand global production capacity.” 4 4

Proponents of continued restrictions on
textile and clothing imports often point to the
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plight of displaced American workers as evi-
dence that protectionism is needed. But in the
long run, liberalization is in the best interest of
everyone involved. Instead of artificially
inducing U.S. firms to devote workers to mak-
ing products that may be obtained more
cheaply abroad, the U.S. government would do
well to drop trade barriers and free both capi-
tal and labor for more efficient and productive
uses. The transition will undoubtedly be
painful for some textile-dependent communi-
ties, but the pain of transition is largely the
legacy of past protectionism. Domestic textile
workers were enticed into a declining indus-
try—into artificial jobs temporarily preserved
by taxing consumers. That has been a costly
mistake that should not be repeated with sub-
sequent generations.45

Trade liberalization in the clothing and tex-
tiles sector also benefits developing countries.
By dismantling trade barriers in this area, the
United States would be opening its market to
the primary exports of some of the world’s
poorest nations. The production of many types
of textiles and clothing is a highly labor-inten-
sive process that is well suited to countries
where labor costs are low relative to the cost of
capital. In addition, consumers in developing
countries would benefit from reductions in the
often highly restrictive import barriers that
their own governments impose.

Once the ATC integration process is com-
plete, textiles and clothing should become the
focus of renewed efforts to lower remaining
trade barriers to bring them in line with those
of other manufactured products. It is absolute-
ly essential that the developed countries main-
tain their commitment to this process since—
along with agriculture—removing barriers to
trade in textiles and clothing is a top priority
for developing countries. If liberalization is
compromised, developing countries will rightly
doubt the veracity of U.S. promises, and much
of the potential of a new trade round will be
lost. 

Concerns of Developing Countries
Over the past decade, many developing

countries have instituted dramatic economic

reforms, including, in many cases, extensive
trade liberalization. The main force behind
those changes has been a realization that open
trade and investment policies are an essential
foundation for growth and development, and
thus much of the recent trade liberalization has
been undertaken unilaterally. Nevertheless, the
WTO has provided a framework of mutual
obligations and benefits that has reinforced
domestic reforms.

Unfortunately, many developing countries
continue to impose high tariffs on a wide range
of manufactured products. Average tariffs in
India, for example, are a whopping 35 per-
cent.4 6 Compounding the problem is the fact
that developing countries often have a low per-
centage of tariff bindings—or tariffs may be
bound at a very high level—leaving govern-
ments susceptible to future protectionist pres-
sures. In Mexico the bound ceiling rate for
manufactures is 35 percent.47

Obviously, developing countries should
open their markets further regardless of what
industrialized countries do. On the other hand,
rich nations can best encourage liberalization
in the developing world by demonstrating the
sincerity of their own commitment to open
markets, especially by cutting tariffs in sensitive
sectors such as agriculture and textiles.
Clement Rohee, foreign minister of Guyana
and chairman of the Group of 77—an organi-
zation of more than 130 developing coun-
tries—recently emphasized that point, noting
that the first business of a new trade round
must be to reaffirm “the full implementation of
existing liberalization commitments. In this
regard, many developing countries suggest that
the Seattle Conference should be a time to ini-
tiate a process of ‘review, repair and reform.’”48

Developing countries would also be more
likely to continue the process of trade liberal-
ization if preferential treatment were given to
the exports of the less-developed countries, as
the original—but too limited—General
System of Preferences was designed to do.
WTO director general Michael Moore recent-
ly spoke in favor of such a policy. “At Seattle I
want to be able to deliver up-front open mar-
ket access for all exports from the least devel-
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oped countries. No exceptions,” he stated.4 9

Moore noted that those exports represent just
one-half of 1 percent of world trade, so prefer-
ential tariff treatment will not greatly distort
patterns of global commerce. Not surprisingly,
his view is shared by the governments of many
developing countries.

Moore is on the right track. The United
States and other industrialized countries
should grant duty-free access to all exports
from the least-developed countries. Tariff pref-
erences can help bring such countries into the
multilateral trading system, while offering
hope and opportunity to the world’s poorest
citizens. Indeed, it makes little sense to contin-
ue wasting billions of dollars on counterpro-
ductive foreign aid each year while taxing the
meager exports of poor countries at our border.
While nondiscriminatory free trade should
continue to be the ultimate goal of multilateral
trade negotiations, zero tariffs on exports from
the poorest, least-developed countries would
nevertheless be a useful short-term measure.

Information Technology
and Electronic Commerce 
Information technology (IT) is one of the

strongest forces driving U.S. economic growth,
and American companies lead the world in the
production of IT goods and services. As the
Commerce Department’s recent report, The
Emerging Digital Economy II, notes, “Over the
past four years, IT industries’ output has con-
tributed more than one-third to the growth of
real output for the overall [U.S.] economy.”5 0

Given the importance of IT products to its
economy, the United States has a clear stake in
the continued liberalization of this sector. 

Since April 1997, trade in many high-tech-
nology products has been governed by a special
set of rules known as the Information
Technology Agreement. The U.S. government
played an instrumental role in creating and
selling the ITA, despite the fact that the United
States already applied virtually no tariffs to
high-technology imports when talks began. As
noted earlier, U.S. negotiators were able to
effectively participate in the process by agree-

ing to commit to a continued open market.
Other countries readily signed on to the ITA
despite the fact that Washington had nothing
to “concede.” The final results were impressive:
The ITA specifies that all tariffs on a wide
range of semiconductors, computers, telecom-
munications equipment, and similar high-
technology products will be eliminated by
January 2000 or, for some developing coun-
tries, by January 2005. The parties to the ITA
are responsible for more than 90 percent of
world trade in the products covered by the
agreement.

To participate in the ITA, a country must
accept three basic conditions: (1) all products
listed in the declaration must be covered, (2)
tariffs on all covered products must be reduced
to zero, and (3) all other duties and charges
must be bound at zero. There are no exceptions
to product coverage; for sensitive items, howev-
er, it is possible to have an extended implemen-
tation period. The commitments undertaken
through the ITA are on an MFN basis, and
therefore the benefits accrue to all WTO
members.5 1

One of the most significant aspects of the
ITA is that it can serve as a model for other
product areas—proof that self-defeating trade
barriers need not be retained as bargaining
chips. All signatories to the ITA must still abide
by their MFN commitments, so the tariff
reductions are offered to all WTO members
regardless of whether they participate in the
ITA. Nevertheless, a core group of countries was
able to successfully conclude the ITA, and new
countries have applied for membership since
that time. Countries agreed to drop tariffs or
lock in tariff reductions because all recognized
that it was in their best interest to do so, not
because they were being offered a “concession.” 

There is, of course, room for improvement
in the ITA. Numerous additions should be
made, both to the number of products covered
and to the number of countries that participate.
In recognition of those areas of opportunity,
negotiations on an “ITA II” began in October
1997; those talks, however, hit a number of
snags. An agreement on ITA II should be con-
cluded in the upcoming round.
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A New IT Agreement?
The seeds of ITA II are contained in the

original agreement, which calls for participants
to meet periodically to consider expanding the
list of covered products and consult on nontar-
iff barriers. Thus, an ITA II would not neces-
sarily entail expansive “new” negotiations;
many of the shortcomings of the original
agreement could be quickly addressed on the
margin. This built-in agenda makes IT a ripe
area for an “early harvest” agreement.
Specifically, negotiators should aim to do the
following:

• At a minimum, make sure that original
tariff-reduction commitments are kept on
schedule. Ideally, however, the liberaliza-
tion process should be accelerated. For
example, the ITA Coalition has proposed
that once a tariff scheduled for elimina-
tion under the ITA reaches 3 percent, that
tariff should be immediately reduced to
zero.52

• Expand the scope of the agreement. There
are many IT products and parts  that were
not included in the original ITA, as well as
a range of new products that have been
developed since the agreement was imple-
mented. An ITA II product expansion
review should broaden the list of duty-free
products to the maximum extent possible.

• Bring more countries into the ITA frame-
work. The ITA currently has 48 partici-
pants—including the 15 EU member
states—representing most regions of the
world. Those members conduct the vast
bulk of world trade in high-technology
products, but there is no reason that all
WTO members should not adopt ITA
tariff commitments. New members—pos-
sibly including China—should be
required to implement their ITA commit-
ments relatively rapidly. 

Free Trade in Cyberspace
True electronic commerce—the purchase

and delivery of products and services online—
already takes place in a largely free-trade envi-
ronment. Whether through prudent restraint

or simply lack of the necessary technological
capability, no nation currently levies customs
duties on wholly electronic transactions. Given
that nations have devoted considerable time
and energy to lowering barriers to internation-
al trade through the WTO in other areas, it
only makes sense that they work to lock in the
current beneficial state of affairs for trade in
electronic goods and services.

Free trade in electronic goods and services is
a unique situation. Never before have all
nations started from a free-trade position before
negotiations began. Thus, for network-deliv-
ered digital content, countries should be able to
easily agree to a zero tariff rating. The Clinton
administration first advocated classifying the
Internet as a “duty-free zone” in a paper pub-
lished in 1996.53 That proposal was a com-
mendable starting point that has helped to
build international support for keeping trade in
electronic content free of all tariffs. The pro-
posal is not likely to encounter much resistance
at home. Despite being unable to agree on
much else, the federal Advisory Commission
on Electronic Commerce—created by
Congress as part of the Internet Tax Freedom
Act—recently passed a unanimous resolution
in support of free trade online.54 The resolu-
tion—the first substantive act taken by the
commission—suggests that the administra-
tion’s policies in this area have widespread
domestic support.

Duty-free Internet commerce is also popu-
lar with the United States’ major trading part-
ners. The OECD has endorsed the basic con-
cept, noting that it is not intended to “limit the
application of VAT/GST as appropriate by any
national tax administration in respect of
importations of all relevant goods and ser-
vices.”55 In other words, establishing the
Internet as a free-trade zone would result in
negligible revenue losses for governments
(since tariffs are currently nonexistent) and
would not interfere with national income or
consumption tax systems. 

A digital free-trade zone would have other
benefits. For example, it would dispense with the
nettlesome task of characterizing electronic
products as either goods or services under the
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WTO. If countries decide to apply tariffs to
trade in digital products, it will be necessary to
classify the content of data flows to determine
whether they are to be governed by GATT or
GATS. That would not be an easy job—many
online transactions are clearly services and yet no
universally agreed on classification system cur-
rently exists. Developing such a system would
needlessly squander scarce WTO resources.56

As the world’s leading producer of electron-
ic goods and services, the United States has an
especially strong interest in setting a good
example by resisting domestic pressures to
charge customs duties on electronic transac-
tions. As a 1998 paper published by the WTO
pointed out, “85 per cent of Internet revenue is
generated in the United States while only 62
per cent of the users are located there. This
suggests that the United States is probably a
net exporter of products through the
Internet.”5 7 Moreover, because the U.S.
Treasury derives most of its revenues from per-
sonal and corporate income taxes, Washington
must be careful not to raise barriers to trade in
digital content that will encourage businesses
to locate elsewhere. Federal income tax receipts
will rise to the extent economic activity is
encouraged through a commitment to free
trade online.

In addition to the sale and electronic deliv-
ery of digital content, the Internet will also
promote the flow of low-value shipments of
physical goods directly to consumers. The
growth of electronic storefronts on the Web,
for example, makes it relatively simple for a
customer in one country to order a product
directly from a foreign seller. Because the costs
of insurance and customs administration can
equal or even exceed the value of a low-dollar
shipment, this type of commerce may not reach
its full potential unless reforms are instituted.

To facilitate the growth of those transac-
tions, governments should consider expanding
tax- and duty-free thresholds, especially when
the costs of inspection and collection would
likely exceed revenues raised. As the country
with the most commercial Web sites, the
United States will benefit greatly if such sales
are allowed to flourish. And as it does from any

reduction in trade barriers, the U.S. economy
will benefit from unilateral action.
Consequently, the U.S. government should
raise the threshold for customs treatment on
small cross-border purchases—at least dou-
bling the current $50 limit—regardless of
whether other nations initially follow suit.

Fortunately, the prospects for online free
trade are good. Working from the original U.S.
proposal, 132 members of the WTO reached a
temporary agreement on the exemption of
electronic transactions from customs duties in
May 1999.5 8 To guarantee that this beneficial
state of affairs continues, an agreement on the
tariff treatment of digital transactions should
be included in the negotiating agenda for the
upcoming trade round.

Restraining Antidumping
Abuses

One of the major flaws in the WTO at pres-
ent is its explicit authorization of protectionism
in the name of antidumping. That authoriza-
tion dates back to the original GATT; since
then, efforts have been made in the Tokyo and
Uruguay Rounds to negotiate antidumping
“codes” that impose some constraints on the
use of antidumping remedies, but those con-
straints are minimal. It is possible today for
countries to block “dumped” imports in an
entirely WTO-consistent manner even when
the foreign producers whose goods are targeted
are engaging in perfectly normal business prac-
tices that do not meet any plausible definition
of “unfair trade.”5 9

Antidumping abuses are becoming an
increasingly serious problem for the world
trading system. Until the past decade or so,
antidumping was basically a sin of industrial-
ized countries. In recent years, however, dozens
of countries around the world have followed
the bad examples of the United States and the
EU and begun blocking imports under new
antidumping legislation. 

An overhaul of the WTO antidumping code
to impose meaningful restrictions on protection-
ist abuses is urgently needed. At the very least,
“dumping” needs to be redefined so that duties
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are imposed only when market-distorting prac-
tices (for example, trade barriers or subsidies in
the exporting market) are clearly identified.6 0

Unfortunately, the Clinton administration
is dead set against any liberalization of WTO
antidumping rules in the upcoming round.
U.S. trade officials have decided to forsake
the interests of U.S. exporters injured by for-
eign laws and U.S. import-using industries
injured by our own law and instead put all
their weight behind the narrow interests,
especially domestic steel mills, that support
antidumping protectionism as currently prac-
ticed. This position is a sad abdication of
leadership by the government of the world’s
greatest trading power. The U.S. government
should reverse its position and allow
antidumping talks in the new round.

Improving Dispute Settlement

The WTO’s dispute settlement mechanism
can fairly be called the backbone of the whole
multilateral system. By offering automatic and
impartial resolution of controversies under all
the WTO agreements, the mechanism ensures
that the requirements of those agreements are
clear and that violations carry real conse-
quences. It thus represents an enormous
improvement over the old GATT rules, under
which important controversies were frequently
left unsettled and countries could therefore
ignore their obligations with impunity.

Under GATT, rulings of dispute settlement
panels could not be issued without unanimous
consent—that is, without the consent of the
country that lost the case. Needless to say, such
an arrangement was not conducive to uphold-
ing agreements against powerful violators. The
new WTO rules close this loophole by provid-
ing that rulings will be issued automatically
unless there is unanimous opposition—that is,
including the country that won the case. In
addition, the WTO system features a perma-
nent appellate body that reviews panel deci-
sions and ensures internal consistency in the
interpretation of agreements. 

After nearly five years of operation, the
WTO dispute settlement process must be

judged on balance as a tremendous success.
The clearest evidence of the mechanism’s solid
reputation for fair rulings is that member coun-
tries are making frequent use of it: As of
September 1, 1999, it had been invoked in
requests for consultations 181 times.61 In the
overwhelming majority of cases, disputes either
have been settled amicably before any formal
decision has been made, or panel and appellate
body rulings have been implemented satisfac-
torily by the losing parties. With few excep-
tions, the system is working well.

Unfortunately, the major exceptions have
occurred in two extremely high-profile cases—
namely, the disputes between the United States
and the EU over bananas and hormone-treat-
ed beef. In both cases the EU refused to bring
its policies into conformity with WTO
requirements, and the U.S. government retali-
ated with WTO-approved trade sanctions.

Those cases, and the tensions and outright
rancor they have generated, highlight a serious
flaw in the dispute settlement mechanism as
presently constituted. Its “enforcement” proce-
dures—in other words, the remedies it provides
when countries refuse to obey WTO rulings—
are seriously flawed, although not in the way
that most WTO critics would argue.

Those critics have argued for changes in the
system to make it easier for complaining parties
to levy trade sanctions when countries fail to
implement WTO rulings. And indeed, the
bananas case in particular highlighted a techni-
cal inconsistency in the language of the WTO
agreement on dispute settlement (known as the
dispute settlement understanding, or DSU).
Specifically, current procedures are unclear in
cases in which the “defendant” country has
changed its policies to implement a WTO rul-
ing, although not enough to remedy fully the
violation in question.

On the one hand, Article 21 of the DSU
states explicitly that any disagreement about the
sufficiency of implementation measures must be
resolved through dispute settlement procedures;
in other words, parties do not have the authori-
ty to decide unilaterally that implementation is
or is not sufficient. On the other hand, though,
Article 22 sets a specific deadline by which a
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complaining party must request authorization
for imposing trade sanctions, a deadline that
would be missed if it were necessary to go back
to a panel to determine whether the offending
party’s new policies were still in violation of
WTO obligations. In the bananas case, the
WTO muddled through this conundrum by
provisionally authorizing sanctions pending a
finding by the panel that the EU’s changes in its
bananas regime still violated GATT.

This inconsistency should be patched up
through an amendment to the DSU. First of
all, the DSU should confirm that only the
WTO can resolve disagreements about the
sufficiency of implementation; aggrieved par-
ties should not have the authority to decide
such matters unilaterally. The raison d’être of
the dispute settlement process is to subject con-
tending sides to an impartial authority; it
would be foolhardy to allow one of the litigants
to play judge at a critical stage of the proceed-
ings. At the same time, though, it should not be
possible for countries to game the system by
repeated sham reforms; a country found to vio-
late its obligations should get one chance to
make things right before enforcement mea-
sures are taken. Such a limitation would pre-
serve the impartiality, and therefore the legiti-
macy, of the process without sacrificing the
complaining party’s interest in swift vindica-
tion of its rights.

Beyond those technical issues lies the more
fundamental question of what form enforce-
ment should take. Here, on this basic level, is
where the real weakness of the current dispute
settlement mechanism is to be found. The
most serious problem with the current proce-
dures is their reliance on trade sanctions as the
ultimate remedy, a reliance that stems from the
“exports good, imports bad” misconception of
the reciprocity model of trade agreements.
Resort to trade sanctions perverts dispute set-
tlement into a process of raising trade barriers
rather than eliminating them; furthermore, it
needlessly heightens tensions between trading
partners and thus undermines support for the
WTO system. Alternatives to trade sanctions
will have to be found if the effectiveness of
WTO dispute settlement is to be maximized. 

The first problem with trade sanctions is
that they punish the complaining country as
much as or more than the country in the
wrong. Trade sanctions mean raising tariffs
against imports from the targeted country;
those increased tariffs hurt the complaining
country’s businesses and consumers who would
otherwise import those products just as surely
as they hurt the offending country’s companies
that export them. It is only through the dis-
torted lens of mercantilist thinking that it is
possible to view trade sanctions as a way of
favoring one country over another. Regrettably,
such thinking is engrained in the language of
the WTO, in which the self-inflicted wounds
of protectionism are referred to officially as a
“suspension of concessions”—as if open mar-
kets were a favor we do to other countries con-
tingent on good behavior.

More fundamentally, trade sanctions are an
inappropriate remedy because they run counter
to the whole purpose of WTO dispute settle-
ment. That process exists to eliminate trade
barriers around the world, but the availability
of trade sanctions as a remedy means that every
resort to WTO dispute settlement runs the risk
of ending with a net increase in trade barriers.
Trade sanctions support the mission of the
WTO only as a bluff; when they are actually
used, they are counterproductive. An enforce-
ment remedy that should never be used is not a
good remedy.

But what is the alternative? Granted that
sanctions are flawed, what other remedies are
available? Actually, current WTO rules already
contemplate a much better option: “compensa-
tion,” or liberalization by the offending country
of some other trade barriers. If a country is
found to violate its obligations under the
WTO, and then refuses to bring the policies in
question into conformity with WTO require-
ments, it should be required to offer “compen-
sating” liberalization in some other area. 

Compensation offers all the advantages of
trade sanctions without any of the disadvan-
tages. Trade sanctions are a potent threat
because they create a constituency within the
offending country in favor of implementing
the WTO ruling—namely, those exporters
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whose products are targeted by the sanctions.
Compensation does precisely the same thing,
but here the constituency is import-competing
interests exposed to additional foreign compe-
tition through the lowering of barriers. 

There are good reasons for believing that
compensation generally will be more effective
than sanctions in pressuring offending coun-
tries to implement adverse rulings. With sanc-
tions, the offending country is being injured by
the actions of the other country; accordingly, it
is possible for the offending country’s govern-
ment to deflect some of the pressure for com-
pliance by whipping up nationalist sentiments
and shifting the blame for the whole problem
to the sanctioning country. With compensa-
tion, on the other hand, there is no foreign
scapegoat; the import-competing industries
that are injured by compensating liberalization
have only their own government to blame for
their predicament.

Meanwhile, if trade sanctions ultimately fail
to pressure the offending country into compli-
ance, the perverse result is that the original
uncured WTO violation is compounded by the
raising of trade barriers elsewhere. By contrast,
when compensation is the remedy, if it fails to
achieve compliance, at least some other trade
barriers in the offending country have fallen.

As mentioned above, compensation is
already an option under current WTO rules.
Article 22:1 of the DSU now states:
“Compensation and suspension of concessions
[that is, trade sanctions] are temporary mea-
sures available in the event that the recommen-
dations and rulings are not implemented with-
in a reasonable period of time.” Thus, at pres-
ent, compensation and sanctions are formally
given equal status as alternative remedies.
Compensation, however, is completely volun-
tary. The offending country is under no obli-
gation to offer it, the complaining country is
under no obligation to accept anything offered,
and there are no procedures available for deter-
mining impartially what constitutes “due” com-
pensation (i.e., what kind of liberalization and
what level thereof are sufficient to offset the
injury suffered by the complaining country by
reason of the underlying uncured violation).

Consequently, the compensation option can
easily be bypassed.

The DSU should be revised to make com-
pensation mandatory. Although there are many
different ways in which this remedy could be
structured, one possible arrangement would
work as follows. Any country that refused to
implement an adverse ruling would be required
to make three alternative compensation offers,
each providing offsetting liberalization equiva-
lent in commercial value to the uncured viola-
tion. The complaining country would then be
entitled to choose one of the three alternatives.
The complaining party could reject all the
offers, but only on the ground that they were
not of sufficient commercial value. If the
offending party disagreed, the matter could be
settled by independent arbitration. Of course,
any compensation would have to be consistent
with the rights of other WTO members.

What would happen if the offending party
refused to offer compensation, or if (in a far-
off, free-trade future) no compensation of com-
parable value could be identified? Other penal-
ties not involving trade sanctions can easily be
imagined. For example, failure to implement
rulings could lead to the suspension of certain
rights of WTO membership, including use of
the dispute settlement mechanism or even par-
ticipation in new negotiations. Those penalties
would be based on the sound principle that any
member of an organization that does not meet
fully its obligations of membership should not
enjoy all the benefits that come with it. At the
same time, though, such penalties would avoid
the perverse outcome of authorization by the
WTO of new trade barriers.

Although reforms along the lines suggested
here would mark a definite improvement, no
enforcement mechanism can be expected to
bear too much weight. The WTO can function
effectively only if countries by and large live up
to their obligations and implement adverse rul-
ings when they go astray. The system is too
fragile to be pushed to the limit with regulari-
ty. This fact imposes constraints on complain-
ing countries as well as on offending ones.
After all, from the bottom-up perspective, the
primary benefit of WTO membership lies in
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securing open markets at home. That benefit
could disappear if the WTO’s legitimacy were
undermined by too many contentious show-
downs like the bananas case. Countries should
choose their WTO fights carefully, lest the vic-
tories they win be pyrrhic ones. 

Finally, it should be noted that the elimina-
tion of trade sanctions as an enforcement rem-
edy could yield advantages that transcend the
confines of the dispute settlement process. The
drive to use the WTO process to impose new
international rules on labor, environmental, and
other social issues derives in part from the
prospect of using trade sanctions to enforce
those rules. If, however, sanctions were off the
table, the expansion of the WTO into those
new areas would no longer open the possibility
of blocking imports from countries that did not
follow the rules. Interests that now lobby for
WTO expansion in the hopes of creating new
international authority for protectionism
would be out of luck. Consequently, the dan-
gerous momentum of WTO mission creep
might lose some of its steam if the dispute set-
tlement process were reformed appropriately.

Trade and Intellectual
Property:

A Work in Progress

The successful conclusion of the Agreement
on Trade-Related Aspects of Intellectual
Property Rights (TRIPs) was heralded by
many observers in the developed world as one
of the major triumphs of the Uruguay Round.
The signing of the TRIPs Agreement in
Marrakesh in 1994 was the culmination of a
decade-long process, largely driven by the
United States. While international infringe-
ment of intellectual property rights (IPR) had
been a concern of the United States before
1984, it was not until that year that Section 301
of the Trade Act of 1974 designated inade-
quate protection of intellectual property a vio-
lation of U.S. trade laws. The U.S. emphasis on
IPR reflected the strong competitive position
of American knowledge-based industries.6 2

Despite some resistance from other coun-

tries, particularly in the developing world, the
U.S. government succeeded in multilateralizing
intellectual property in the international trad-
ing system, primarily for two reasons. First, it
was clear that some type of IPR regime for the
United States was a deal breaker for the whole
round. The second and more important reason
was that the world trading community knew
that, without some type of multilateral agree-
ment, the U.S. government would increase its
unilateral efforts under “Special 301” to sanc-
tion IPR-infringing countries.6 3 Developing
countries decided to accept an implicit quid pro
quo: If they abided by their commitments
under the TRIPs Agreement, the U.S. govern-
ment would resist the imposition of unilateral
sanctions if those countries failed to live up to
their international obligations.

Is TRIPs Working?
As TRIPs is still a “work in progress,” it is

difficult to evaluate in any conclusive way the
degree to which it is achieving its objectives.
Still, despite its origin in U.S. bullying, it is the
most comprehensive and best international
agreement on intellectual property to date.64 It
is comprehensive in that it has clear provisions
on MFN and national treatment clauses, as
well as on transparency—three important cor-
nerstones to protecting the rights of intellectu-
al property holders. It is also important in that
it greatly extends patent protection for indus-
tries critically dependent on strong IPR
regimes. For example, before TRIPs was signed
in 1994, some 25 developing nations (of the
then-98 members of GATT) excluded phar-
maceutical products from patent protection.

Far and away the most important benefit of
TRIPs, though, is the establishment of multi-
lateral discipline over IPR conflicts through the
dispute settlement process.6 5 The benefit is
twofold. First, the enforcement measures in
TRIPs provide for the first time binding inter-
national obligations for the effective enforce-
ment of IPR both internally and at the border.
Simply put, TRIPs has teeth and bite, as a
recent case won by the United States against
India suggests.66 While there is a five-year
moratorium on using the dispute settlement
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mechanism against indirect violations of
TRIPs, the agreement does allow for cases to
be brought in some instances. In this case, the
WTO found that India violated intellectual
property protection rules by failing to imple-
ment a so-called mailbox mechanism for the
filing of pharmaceutical and agricultural
patents, as TRIPs requires. Recently, India
announced that it would enact the necessary
legislation.

Another important benefit of multilateral-
izing the dispute settlement process is that it
will prevent arbitrary unilateral actions, partic-
ularly by the U.S. government. There is com-
pelling evidence that unilateral action, such as
the Special 301 law of the United States, is not
particularly effective.67 Such actions inherently
raise questions and accusations that sanctions
(or the threat of sanctions) are being used to
protect special-interest groups at home. Such
accusations cannot be leveled credibly at the
WTO dispute settlement tribunals, whose
judges represent other countries.

Agenda for the New Round
Despite this positive view of TRIPs, it is

clear that a “significant number of developing
countries have not been able to adapt their leg-
islation to the Agreement’s minimum stan-
dards yet.”68 This is largely a consensus assess-
ment, based mostly on anecdotal evidence and
personal observations; no systematic review of
countries or TRIPs overall has yet taken place.
It seems unwise to offer blanket condemna-
tions or accolades of TRIPs, given that reviews
built into the TRIPs agenda have not yet
occurred. Specifically, there is a country-by-
country review to be conducted in the year
2000. In that year there is also to be a review of
contentious biotechnology issues (such as
patenting of life forms) as well as an overall
review of implementation of the agreement.
Individual countries have also announced that
they will conduct their own reviews. The U.S.
Trade Representative’s office, for example,
announced that it will initiate a review in
December 1999 (conveniently after the agen-
da-setting Seattle meeting) and publish its
findings along with any proposed actions.69

In light of the fact that formal reviews by
countries, much less by the WTO itself, have
yet to take place, TRIPs should not be includ-
ed formally in any trade negotiations in the
near future—at least not until 2002. The pri-
mary reason, as the U.S.-based Intellectual
Property Committee notes, is that “the built-in
agenda presents a challenge on how to negoti-
ate improved protection without putting into
question the yet uncompleted implementation
of the TRIPs Agreement.”70 Put differently,
powerful interest groups in both developed and
developing countries want to have TRIPs on
the agenda but face a dilemma: developed
countries want to hold negotiations to
strengthen TRIPs but are fearful that doing so
will open a Pandora’s Box that will allow devel-
oping countries to weaken protections already
established in the Uruguay Round.

Countries such as Hungary (on behalf of
nine other Central European WTO mem-
bers), for example, are requesting that the time
period for implementation of TRIPs obliga-
tions be extended, a position that has found a
sympathetic ear among some Canadian and
EU officials. Other countries such as Cuba and
Argentina are advocating the revocation of cer-
tain patent protections and are questioning the
validity of invoking the dispute settlement
process for cases of IPR infringement.
Similarly, India released a paper saying that the
TRIPs Agreement should be revised to reflect
its original objective with respect to the trans-
fer and dissemination of technology. African
countries have also proposed comprehensive
changes in the TRIPs Agreement. 

Still other countries have questioned the
degree to which TRIPs conflicts with other
international agreements or the goals of other
international institutions, which has implica-
tions for particular industrial sectors like chem-
icals and pharmaceuticals. Some countries feel
that TRIPs conflicts with the Biodiversity
Convention negotiated under the auspices of
the United Nations. Others are calling for
TRIPs to focus more heavily on “public health”
and claiming that Article 27.1 should exclude
the patentability of “essential medicines” as
defined by the World Health Organization.
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Faced with this barrage of calls to renegoti-
ate original provisions of the TRIPs
Agreement, interest groups in the United States
in favor of strengthening TRIPs have largely
backed down. Instead of calling for the negoti-
ation of stronger IPR protections in TRIPs,
U.S. trade officials are in favor of a more mod-
est agenda of implementing the current TRIPs
in a “full and effective manner” and “deferring
any negotiations in the WTO to improve the
TRIPs Agreement until we all digest what
needs to be implemented for now.” 7 1

Making TRIPs Work Better
Even if TRIPs is not included in upcoming

trade negotiations, contentious issues remain
that will have to be resolved by the TRIPs
Council. One in particular concerns the ability
of the U.S. government to invoke the dispute
settlement process against IPR-infringing
countries. In a speech in Washington, D.C., in
May 1999, U.S. Trade Representative Charlene
Barshefsky made clear that, since the five-year
moratorium is over, the U.S. government is
“prepared to file cases against those which
refuse to meet their obligations.”72 The prob-
lem is that Articles 64.3 says that the WTO
TRIPs Council should “examine the scope and
modalities” of impairment cases. So far, howev-
er, there is little agreement about the meaning
of “examine.” Developed countries hold that an
examination of “implementation” is called for,
while developing countries contend that the
examination opens the possibility of revising
the text of TRIPs itself. 

A variety of other contentious issues
remains unresolved as well, such as the patent-
ing of biotechnology, the international exhaus-
tion of IPR protection,7 3 and ambiguity on cer-
tain enforcement issues. For example, there is
some ambiguity surrounding Article 42, which
establishes only that countries need to have
“fair and equitable procedures” for dealing with
IPR infringers, even though such terms are
inherently subjective. As one U.S. trade official
lamented, “It’s up to the judge to implement
[criminal and civil remedies] on a case-by-case
basis . . . and you have cases where there is con-
cern among right holders that judges might not

take seriously these provisions, that they might
just slap peoples’ wrists.”74

Resolving these contentious issues should
keep the TRIPs Council busy enough over the
next few years. Although areas exist where
TRIPs should be strengthened, the political
climate is not conducive to such negotiations at
this time. Perhaps in the future (e.g., after the
2002 overall implementation review), the cli-
mate will be more hospitable to revisiting
TRIPs with the overall goal of strengthening it.
One reason this might be so is the growing
empirical evidence that stronger IPR protec-
tion is positively correlated with economic
growth and development—even in poorer
countries.75

While imperfect, TRIPs still is a strong doc-
ument that will likely help bring about impor-
tant economic benefits for the developed and
developing world, particularly over the long
term. To be sure, those economic benefits will
vary from country to country, and it is impor-
tant to acknowledge openly that compliance
with TRIPs provisions will entail short-term
costs. To revisit TRIPs now, in the current polit-
ical climate, will invite countries to try to weak-
en important provisions already agreed upon in
the Uruguay Round. It is the contention here
that such an action is not in the long-term
interests of even developing countries.

Advocating a position of “not tinkering with
TRIPs,” however, does not mean that the posi-
tion of the more affluent developed countries is
more enlightened. It is true that developing
countries should reconsider their position in
light of recent economic data indicating that
stronger IPR protection tends to have positive
long-term economic benefits, even for the
developing world.76 It is also true, however, that
developed countries are following a poor strat-
egy politically. The wealthier countries in the
developed world should recognize the need to
lead by example—this means repealing protec-
tionist provisions in their own laws (such as
antidumping laws) and granting increased
market access to developing countries in sec-
tors such as agriculture and textiles, as dis-
cussed above. 

By avoiding the use of protectionist mea-
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sures at home, the developed world will achieve
two important goals. First, it will blunt the
powerful (if still self-defeating) argument of
developing countries that the developed world
is hypocritical. There was a clear tradeoff in the
Uruguay Round whereby developed countries
in the north (by and large) “got TRIPs” in
exchange for granting developing countries in
the south increased access to northern markets.
To the extent that countries in the north,
including the United States, have not lived up
to that quid pro quo, developing countries feel
less enthusiastic about fulfilling their TRIPs
obligations. Second, and more important,
breaking down protectionist barriers in the
north will afford poorer countries the positive
economic benefits of increased export opportu-
nities. In light of the data showing that coun-
tries adopt stronger IPR regimes as they
advance economically,7 7 it seems reasonable to
conclude that increasing the wealth of poorer
countries will do more to bring about a positive
change in IPR regimes than will threats of
sanctions.

Another Try at a Multilateral
Agreement on Investment?
Should the new round of WTO talks

include a renewed effort to negotiate a multilat-
eral agreement on foreign investment? At first
glance, the answer from a free-trade perspective
seems an obvious yes. Investment and trade lib-
eralization complement each other and raise
similar policy issues, such as nondiscrimination
against foreign producers. But adding invest-
ment to the WTO agenda now would probably
provoke resistance far out of proportion to the
modest gains such a treaty could deliver.

The 1994 Uruguay Round Agreement
managed to codify a few generally accepted
rules governing Trade-Related Investment
Measures. The TRIMs agreement bars coun-
tries from adopting investment rules that
undermine basic provisions of the 1994 GATT
charter, specifically the ban on quantitative
restrictions and the requirement that a coun-
try’s domestic regulations not discriminate
against foreign products.

Members of the OECD tried to negotiate
among themselves a more ambitious
Multilateral Agreement on Investment, but the
effort died last year in the face of internal dis-
agreements and the sometimes hysterical
opposition of anti-trade nongovernmental
organizations. There is little reason to believe
that a similar effort under the sponsorship of
the WTO would meet a different fate. 

A comprehensive MAI may be unnecessary,
given the ongoing global trend toward invest-
ment liberalization. As does trade liberalization,
investment liberalization brings its own
rewards. Nations that provide a hospitable cli-
mate for foreign investment, including ade-
quate legal protections for private property, have
reaped the rewards of a larger capital base, new
technology, higher wages, and faster growth.7 8

As a consequence, nations have moved uni-
laterally and bilaterally to liberalize their treat-
ment of foreign investment. According to the
United Nations Conference on Trade and
Development, “Of a total of 151 regulatory
changes made in 1997 by 76 countries, 89 per-
cent were in the direction of creating more
favorable conditions for FDI [foreign direct
investment], and 11 percent were in the oppo-
site direction. . . . During the period 1991–97
as a whole, 94 percent of FDI regulatory
changes were in the direction of creating a
more favorable environment for FDI.” 7 9

By the end of 1997, 169 countries had
signed a total of 1,513 bilateral investment
treaties with each other (including 44 involving
the United States).80 Those treaties typically
offer the same protections as the proposed
MAI, albeit bilaterally. 

The bilateral investment treaties signed by
the U.S. government, for example, guarantee
that foreign-owned affiliates will be treated the
same as their domestic competitors; that prop-
erty will not be expropriated without due
process and just compensation; that multina-
tional companies will be allowed to repatriate
profits without hindrance; that foreign affili-
ates will be allowed to choose their top man-
agement; that no trade-distorting “perfor-
mance requirements” will be imposed, such as
provisions mandating local content or mini-
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mum exports; and that disputes with a host
government can be submitted to international
arbitration.

Each of those provisions provides a reason-
able guarantee of basic rights that all investors
should have so they can control their property.
Less-developed countries that commit to pro-
tect those rights find it easier to attract foreign
capital and are, as a consequence, reaping the
rewards of more rapid development. This ris-
ing, bottom-up tide of investment liberaliza-
tion will likely continue whether the WTO
concludes a multilateral agreement on invest-
ment or not.

Ideally, an investment treaty agreed to by all
members of the WTO would set a uniform
standard of minimum protections and save the
transaction costs of negotiating a few thousand
more bilateral treaties. But the ongoing trend
toward investment liberalization makes the
case for a WTO accord less compelling at this
time. Pursuing such an agreement at this point
will only detract from the more realizable goals
of liberalizing trade in goods and services.

Avoiding the Labor and
Environment Thicket

Negotiators for the United States and the
EU are expected to lead a renewed effort to
graft labor and environmental issues onto the
multilateral trade agenda. The ultimate aim of
this effort is to “harmonize” upward the labor
and environmental laws of WTO members to
some basic standard. 

At least two broad arguments are made for
including labor and environmental standards in
any future multilateral trade agreement. One is
purely economic: that lower standards in less-
developed countries give their industries an
“unfair” advantage against industries in
advanced economies that must bear the extra
cost of higher social standards. Enforcing more
uniform standards would thus “level the playing
field.” The other argument is essentially moral:
that it is simply wrong to trade freely with peo-
ple in nations that do not adequately protect the
environment and core worker rights.

Adding enforcement of labor and environ-

mental standards to the WTO’s plate would be
a mistake. The WTO should focus on aiding
the efforts of national governments to lower
barriers to trade. It is poorly suited as an insti-
tution to police labor and environmental stan-
dards within member nations. The use of sanc-
tions as a means of enforcing social standards
would undermine the WTO’s central mission
of trade liberalization.

Labor and environmental regulations are
internal matters that should be left to individ-
ual countries to determine. Such regulations
can have an impact on the composition of
international trade, of course, but the impact is
often exaggerated and may be no greater than
that of tax and monetary policy, education and
health care systems, or subsidies for infrastruc-
ture, which are also internal matters not subject
to WTO rules.

Advocates of harmonization warn of a
destructive “race to the bottom,” as advanced
nations are forced to weaken labor and envi-
ronmental standards to compete with less-reg-
ulated producers in developing nations. But
this theory falsely assumes that lower stan-
dards give poorer countries a significant
advantage in attracting global capital and
gaining export markets. The OECD has
found that, in practice, a lack of core labor
standards plays no significant role in attracting
foreign investment or in enhancing export
performance. The OECD did find strong evi-
dence “that there is a positive association over
time between sustained trade reforms and
improvements in core standards.” 81

In other words, trade liberalization encour-
ages higher standards, not lower standards. If
anything, the real race may be toward the top.
For reasons of internal efficiency, multinational
companies tend to impose higher standards on
their overseas production plants than required
by local law, thus raising average standards in
the host country.

There is nothing morally wrong with
nations’ choosing different social standards that
reflect their various levels of development.
Imposing Western-style labor and environ-
mental standards on poor countries could force
some of their citizens to choose between clean-
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er air and adequate nutrition. Other developing
countries may choose to focus resources on
cleaner drinking water rather than cleaner air,
while more developed countries may choose to
make cleaner air a priority. Minimum wages
and other labor regulations not justified by ris-
ing productivity could create unemployment or
force workers into the informal economy where
standards would be even lower. Uniform stan-
dards imposed through the WTO would force
poor countries to adopt regulations that would
be politically and economically inappropriate
for their stage of development. 

Free trade and domestic liberalization—and
the faster growth they create—are the best
means of encouraging higher standards. As per
capita incomes rise in less-developed countries,
so does the domestic political demand for
higher standards, and the ability of the produc-
tive sector to pay for them. Punishing poorer
countries with trade sanctions would only crip-
ple their long-term ability to raise domestic
labor and environmental standards.

Labor Sanctions Counterproductive
One proposal that could be on the table at

the next round would be to legalize sanctions
against WTO members who do not enforce a
set of core labor standards. The generally
accepted list of core standards includes the
freedom to form unions and bargain collective-
ly, elimination of abusive forms of child labor,
prohibition of forced labor, and nondiscrimina-
tion in employment.

One immediate problem with linking trade
and labor standards is defining the standards in
a meaningful way. For example, some forms of
child labor that are objectionable to Western
sensibilities remain necessary for the economic
survival of families in less-developed countries.
Under certain interpretations, the freedom to
form labor unions could include the freedom to
form “closed shops” that infringe on the right
of workers who choose not to associate with a
union.

Making substandard labor regulations an
actionable offense under WTO rules could
prove to be a double-edged sword for the
United States. It is conceivable that the EU

and perhaps even Canada, where labor market
regulations tend to be even more strict, could
accuse the United States of exploiting its lower
standards to gain an “unfair” trade advantage.

Finally, tying trade to labor standards
would make the WTO process vulnerable to
capture by protectionist political forces.
Instead of arguing candidly for relief from for-
eign competition, domestic industries and
their unions could claim to be acting on behalf
of workers’ rights abroad (even though trade
sanctions would hurt foreign workers). A labor
clause would create yet another loophole,
along with antidumping and Section 201
“escape clause” actions, that would allow the
erection of new, WTO-consistent barriers
against imports. 

WTO member nations should stick to the
declaration agreed on at the WTO Ministerial
Meeting in Singapore in December 1996. The
official agreement on labor standards declared:

We renew our commitment to the
observance of internationally recognized
core labor standards. The International
Labor Organization (ILO) is the com-
petent body to set and deal with these
standards, and we affirm our support for
its work in promoting them. We believe
that economic growth and development
fostered by increased trade and further
trade liberalization contribute to the
promotion of these standards. We reject
the use of labor standards for protection-
ist purposes, and agree that the compar-
ative advantage of countries, particularly
low-wage developing countries, must in
no way be put into question.8 2

Any proposals to use sanctions to enforce
labor standards should be off the table at the
next round of multinational trade negotiations.
If nations want to set nonbinding standards for
labor-market regulation, the ILO remains the
appropriate forum. Entangling the WTO in
the effort to harmonize labor standards would
be counterproductive, undermining both trade
liberalization and long-term progress toward
raising labor standards abroad.
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No Conflict with Environmental
Protection

Environmental issues have already made
their way onto the WTO agenda, with the
establishment after the Uruguay Round of the
Committee on Trade and Environment. In
congressional testimony earlier this year,
Deputy U.S. Trade Representative Susan G.
Esserman said the Clinton administration is
committed to

pursuing trade liberalization in a way
that is supportive of high environmental
standards. This means, among other
things, that the WTO must continue to
recognize the right of Members to take
science-based measures to achieve those
levels of health, safety and environmen-
tal protection that they deem appropri-
ate—even when such levels of protection
are higher than those provided by inter-
national standards.83

Some environmental activists complain that
the WTO system favors free trade at the
expense of environmental protection. But
WTO rules place no restraints on the ability of
a member government to impose any environ-
mental regulations determined to be necessary
to protect its own environment from domesti-
cally produced or imported products. 

Article XX of the 1994 GATT, the basic
charter of the WTO, plainly states that mem-
bers may impose trade restrictions “necessary to
protect human, animal, or plant life or health.”
The SPS Agreement of the Uruguay Round
does require that such restrictions be based on
sound scientific evidence—a common-sense
requirement necessary to discourage the use of
health and safety issues as a cover for protec-
tionism.

WTO members are also free to strike mul-
tilateral agreements on a range of environmen-
tal issues without running afoul of WTO
obligations. Among the major multilateral
environmental agreements already in force is
the 1973 Convention on International Trade in
Endangered Species, which forbids trade in
certain animal and plant products, such as

ivory; the 1987 Montreal Protocol on Ozone
Depleting Chemicals; and the 1989 Basel
Convention on the cross-border shipment of
hazardous waste. To date, none of the trade
provisions in those agreements has been chal-
lenged under WTO rules. (This is not to say
that environmental agreements should always
trump trade agreements. Any effort in the new
round to negotiate a blanket WTO exemption
to allow for trade sanctions to enforce environ-
mental agreements should be resisted.)

Finally, WTO members, as sovereign
nations, are free to simply ignore any adverse
WTO rulings against domestic regulations
that affect trade. A prominent example is the
EU’s ban on the sale of beef from cattle treated
with growth hormones. The EU has lost
repeatedly in the WTO, but it has no plans to
lift its ban even though it has produced no sci-
entifically sound evidence that the banned beef
poses any hazard to public health. The Clinton
administration retaliated in May 1999 against
the EU by imposing sanctions on $117 million
worth of imports from Europe, but retaliation
as a weapon of trade disputes existed long
before the WTO.8 4

Anti-trade environmental activists com-
plain that several decisions by the WTO have
undercut U.S. environmental regulations. In
the so-called shrimp-turtle case, the WTO
ruled against a U.S. ban on shrimp from coun-
tries the U.S. government judged were not ade-
quately protecting sea turtles from being
caught and killed in shrimp nets. In an earlier,
similar case, GATT ruled against a U.S. ban on
tuna from Mexico that the U.S. government
claimed was caught by a process that endangers
dolphins. Environmental critics of the WTO
point to those two cases as proof of the WTO’s
hostility to environmental protection.

The fundamental problem is not the
WTO, however, but the nature of the U.S.
laws under challenge. Both laws targeted a
process or production method, not the prod-
uct itself. If countries were given a green light
to place sanctions on every product made in a
way determined to be objectionable, trade
barriers could proliferate. For example, man-
ufactured imports could be banned because
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pollution emitted at the factory of origin did
not meet the domestic standards of the
importing country. Or agricultural goods
could be barred because the government of
the importing country objected to the meth-
ods of farming and raising livestock of the
producing country.

The shrimp-turtle and tuna-dolphin cases
admittedly present more complicated fact pat-
terns than the hypothetical examples above. In
those disputes there was a tight and focused
connection between the specific production
method (harvesting of shrimp or tuna) and a
specific environmental goal (saving turtles or
dolphins); furthermore, the policies in question
concerned not domestic conditions in the
exporting countries but rather preservation of
animals in international waters. Thus, although
those policies may be located on the slippery
slope of unilaterally imposing U.S. environ-
mental standards on other countries through
trade sanctions, they are far from the bottom of
it. Recognizing this special situation, the
WTO in the shrimp-turtle case upheld the
WTO-consistency of the U.S. law but
nonetheless found that it was being applied in
an arbitrary and discriminatory way.

One alternative to banning imports on the
basis of production methods would be a volun-
tary system of “eco-labeling,” in which con-
sumers were informed of the production
method and could then decide for themselves
whether to purchase the product. Of course,
any labeling required by government would
need to be designed to protect importers from
unfair discrimination.

A Modest Agenda for the Environment
WTO members could take several positive

steps in the next round to enhance the benefi-
cial impact of trade on the environment.
Among the proposals that deserve to be part of
a final agreement:

• Reduce tariffs to zero on goods and ser-
vices used for pollution control. Among
other beneficial effects, free trade would
encourage the transfer of pollution-abat-
ing technology and production methods to

developing countries, thus reducing the
cost of implementing higher environmen-
tal standards.

• Eliminate environmentally harmful subsi-
dies and trade barriers in the energy, agri-
culture, and fishery sectors. Farm protec-
tion encourages the overuse of fertilizers,
the plowing of marginal land, and other
environmentally damaging practices. Coal
subsidies discourage the use of other,
cleaner-burning alternatives, adding to
global carbon dioxide pollution. Fishery
subsidies promote overfishing of limited
stocks and draw capital to an industry
already suffering from overcapacity.8 5

• Accelerate liberalization in manufactur-
ing, including textiles and apparel.
Opening the markets of advanced
economies further to labor-intensive
manufactured goods would encourage
capital and resources in less-developed
countries to shift from agriculture and
resource extraction to sectors that are less
environmentally damaging.

Finally, the WTO could help calm the fears
of environmental groups by enhancing its trans-
parency. Specifically, the WTO should open all
dispute settlement panel and appellate body
meetings to observation by all WTO members
and interested parties. It should welcome ami-
cus curiae briefs to dispute settlement and
appellate bodies, and make all submissions to
the WTO public (with the exception of sensi-
tive commercial information). Dialogue and
greater transparency are almost always good
ideas, of course, but there must also be a consti-
tutional line in the sand: the WTO is an inter-
governmental mechanism with governments,
not private parties, doing the negotiating and
decisionmaking.

In summary, the WTO system is not in
conflict with environmental protection and
does not require any major reforms to make it
environmentally friendly. In fact, by encourag-
ing more economic development and a higher
general standard of living, trade liberalization
provides the resources and technology needed
to reduce pollution.
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Competition Policy

Competition policy—or antitrust as it is
known in the United States—has attracted sig-
nificant attention in recent years as a possible
new area for WTO expansion. Both the EU
and Japan have called for the negotiation of
international competition policy rules in the
upcoming round.86 The Clinton administra-
tion, meanwhile, opposes such talks. The
administration is right, if not always for the
right reasons.

Supporters of international rules on compe-
tition policy argue that it is not just govern-
ments that can restrict trade. Private firms can
also engage in anti-competitive practices that
decrease consumer welfare. Consequently, they
argue, international rules are necessary to
ensure that the market access gained by reduc-
tion of government barriers is not then lost to
private exclusionary behavior. 

Even if it is theoretically possible for private
companies to close markets, the scale of such
“private protectionism” is insignificant in com-
parison with traditional government market
barriers. Indeed, trade liberalization needs
competition policy far less than competition
policy needs trade liberalization. There is no
better and more effective anti-monopoly policy
than open borders. If trade liberalization is pur-
sued diligently, the problem of private anti-
competitive conduct is greatly reduced. (Of
course, there remains the additional and serious
problem of government-owned or govern-
ment-mandated monopolies in such industries
as telecommunications, oil, and finance.) As for
trade-distorting private anti-competitive activ-
ity that persists even when protectionist barri-
ers are eliminated, there is no convincing evi-
dence that the scale of that problem would jus-
tify the radical step of expanding the WTO
mandate to embrace the direct regulation of
private business behavior.

Not only is private monopoly overstated as
a trade problem, but the proposed cure would
almost certainly be worse than the disease.
After all, merely labeling something “competi-
tion policy” does not make its effect pro-com-
petitive. The history of the U.S. antitrust laws

shows that time and again they have been used
to impose anti-competitive restrictions on pro-
consumer business conduct.87 There is a very
real risk that WTO competition rules would be
similarly misused. Since the purpose of trade
negotiations is to reduce government controls
over trade and investment flows, not to increase
them, there ought to be a very strong presump-
tion against launching talks in any area where
the potential for expanding government
restrictions is significant. Such considerations
weigh heavily against adding private business
practices to the WTO’s agenda.

WTO negotiations on competition policy
are as impracticable as they are inadvisable.
There is nothing even approaching an interna-
tional consensus on the proper scope and appli-
cation of competition policy. Indeed, there is
no such consensus internally here in the United
States, where antitrust law dates back more
than a century—just witness the dramatic dif-
ferences between the Reagan and Clinton
administrations in antitrust enforcement. In
light of such sharp divergences of views, the
idea of hammering out rules in the upcoming
round is a pipe dream.

Even assuming international competition
policy standards could be agreed upon, the
WTO is spectacularly ill-suited to enforce
them. Determinations concerning allegedly
anti-competitive conduct are extremely fact
specific and require access to voluminous and
often highly sensitive business documents. Will
the WTO have subpoena power to compel dis-
covery of such documents? It is virtually
unimaginable that member countries would
ever consent to such a thing. Yet without the
ability to compile a complete factual record, the
WTO would be shooting in the dark whenev-
er it had to second-guess the enforcement deci-
sions of national competition policy authorities.

Opposing WTO involvement in this area
does not imply that there should be no inter-
national coordination on competition policy
matters. After all, the existence of different and
conflicting national rules—for example, with
respect to merger reviews—can impose oner-
ous burdens on companies that operate across
political boundaries. In such situations, efforts
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by national authorities to harmonize require-
ments or to specify which rules should govern
when (through, for example, mutual recogni-
tion agreements) could prove useful. Those
kinds of problems ought, however, to be tack-
led issue by issue, country by country; they pro-
vide no warrant for sweeping, one-size-fits-all
prescriptions. 

The U.S. government has vigorously
opposed the negotiation of WTO competition
rules. This stance springs in part from the
understandable aversion of the U.S.
Department of Justice to the idea of the
WTO’s looking over its shoulder at every turn.
In addition, the U.S. government is concerned
that competition policy talks would provide a
forum for addressing the anti-competitive
impact of antidumping laws. Here the U.S.
government’s motives—to defend current
antidumping practice at all costs—are lamenta-
ble. Nevertheless, the bottom-line U.S. posi-
tion is correct: negotiations on competition
policy in the upcoming round would be a mis-
take. Critics of antidumping laws should pur-
sue reforms directly and not get bogged down
in an ill-conceived effort to expand the WTO’s
authority beyond its proper confines.

Conclusion

The second half of the 20th century has
witnessed giant strides toward an open global
economy free of trade-distorting subsidies and
barriers, but much work remains to be done. A
new round of multilateral trade negotiations
can play an important if limited role in pro-
moting greater prosperity through trade liber-
alization.

The new round of WTO talks set to begin
in Seattle represents, first and foremost, an
opportunity to extend the benefits of liberaliza-
tion to two sectors—agriculture and services—
that have largely eluded the discipline of inter-
national trade law. If the final results of the new
round are to be judged a success, they must
include broad and significant commitments to
liberalize trade in services and agricultural
products. 

A successful round should also reduce and

eventually eliminate tariffs on a wide range of
manufactured goods, including information
technology products, and declare cyberspace a
permanent tariff-free zone. It should restrict the
use of antidumping laws to minimize their abuse
for protectionist purposes and reform the dispute
settlement mechanism so that further liberaliza-
tion, not retaliation, becomes the chief method of
enforcing WTO decisions. And all this should
be achieved within a three-year deadline.

To keep the negotiations on track, such side
issues as competition policy and labor and
environmental standards should be kept off
the agenda. Those danger areas threaten to
undermine trade liberalization directly by
widening the scope for trade retaliation and
indirectly by overloading the WTO as an
institution and complicating efforts to reduce
trade barriers in other areas. Competition pol-
icy and labor and environmental standards are
best addressed through other means, such as
multilateral environmental agreements, the
International Labor Organization, and bilater-
al cooperation between national competition
policy authorities.

The World Trade Organization can play an
important role in spurring, facilitating, and
codifying the efforts of its members to reap the
benefits of trade liberalization. To that end, the
U.S. government can and must play a leader-
ship role in helping the new round of WTO
negotiations to fulfill its potential.  
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