
The Future of the 
World Trade Organization

THE POLITICAL COMPACT that created the postwar economic architec-
ture rested on an assurance that international rules would preserve

space for domestic policy autonomy. In the debate about the Bretton
Woods institutions—the International Monetary Fund (IMF) and the
World Bank—sparked by the Asian turmoil, the nature of this implicit con-
tract has revived the concept of the trilemma: that a country cannot pur-
sue monetary policy directed at domestic objectives while maintaining
fixed exchange rates and an open capital market.1 While the Bretton Woods
trilemma is now a terme du jour in the debate over institutional reform,
there has been little comment or analysis about the inconsistent trinity
that lies at the heart of the liberal trading system.2

What is the trade trilemma? Although the effort to create a trade insti-
tution comparable to the Bretton Woods twins failed, the General Agree-
ment on Tariffs and Trade (GATT) survived and thrived. The objectives
of the GATT were to liberalize trade through successive multilateral nego-
tiations aimed at reducing border barriers and to create rules by which to
govern and sustain the liberalizing momentum. The domestic policy space
was safeguarded by rules permitting temporary blockage of imports under
clearly specified terms. These rules were intended to provide a buffer, or
interface, between the international objective of sustained liberalization
and the objectives of domestic policy.3
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By the 1970s, however, the focus of liberalization began to shift inside
the border. This blurring of the boundary between domestic and trade pol-
icy was completed by the Uruguay Round as the central domain of trade
policy became domestic regulation and legal systems. Furthermore, in the
1970s an ongoing process of change in the nature and objectives of domes-
tic policy began, so that the definition of domestic policy space not only
differs today from that of the postwar period but also differs significantly
among the members of the World Trade Organization (WTO). Finally, dur-
ing the 1970s the protective buffers—especially those governing so-called
unfair trade—became protectionist tools. In any case, by the 1990s, buffers
designed to block imports were largely irrelevant as a means of safe-
guarding the diverse and changing concept of domestic sovereignty among
the 130-plus members of the WTO.

The trade trilemma is messy—it offers no simple resolution along the
lines of “choose any two of the above.” The “solution” is to be found not
in some grand new financial architectural design (even if that were possi-
ble) but in reform and reinforcement of the WTO. However, while rein-
forcement of the WTO is necessary, it will not be sufficient to sustain a
liberal trading system without improved coordination with the Bretton
Woods institutions—”coherence,” in the WTO lexicon. 

The Origins of the WTO: The Past as Prologue

To understand the origins of the WTO, it is necessary to look back at the
origins of its predecessor, the GATT. With the benefit of hindsight, Presi-
dent Harry Truman’s decision in 1948 not to send the International Trade
Organization (ITO) charter to Congress for approval because domestic
opposition was strong can be seen as an early signal of the fragility of the
international compact, at least in the United States. There was the usual
array of traditional protectionist lobbies, who feared competition from
imports. The most effective opposition came from the business lobbies,
who feared that the ITO would be too weak to pry open foreign markets
protected not simply by border barriers but by a wide range of interven-
tionist government policies, that is, domestic policies. If such policies
impeded access by trade or investment, they were viewed by these busi-
ness groups as unfairly protectionist.

Despite this opposition, U.S. leadership in the trade arena did not fail
with the death of the ITO, and the GATT, much narrower in coverage than
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the ITO, did not elicit the same powerful opposition. The United States
joined twenty-two other contracting parties in signing the agreement with-
out ever putting it to Congress.4

Successive rounds of negotiations in the 1950s and 1960s reduced the
tariffs erected in the disastrous 1930s. The Tokyo Round of the 1970s,
however, proved a disappointment. Although the agenda of the negotia-
tions did include trade-impeding barriers arising from domestic policies
such as industrial and agricultural subsidies, government procurement, and
regulation of product standards, the hoped-for results were too weak and
too weakly enforceable to satisfy the growing number of GATT critics. A
more ambitious agenda for another round would be required to restore
confidence in the system. 

It is also important to note that in addition to initiating the first signifi-
cant move inside the border, the Tokyo Round triggered another funda-
mental change: the “legalization” of the trading system. Perhaps increased
legalization was inherent in the shift from reciprocal bargaining over tar-
iffs to rule making. Arguably more important, however, was the changing
nature of American trade policy. There was growing conviction among
business groups and labor unions that other countries were engaged in
unfair trade practices and that the “free ride” of the 1950s and 1960s had
to stop. For the administration, the best option seemed to be a strengthen-
ing of the trade remedy laws. Congress demanded detailed legalistic pre-
scriptions to prevent circumvention by any future administration unwilling
to defend “national interests.” One notable result of the Tokyo Round was
the enormous increase in the use of antidumping provisions by both the
United States and the European Union (and an equally impressive rise in
American countervailing actions against “unfair subsidies”) that marked
the onset of the 1980s. This rise in the use of trade remedy laws was
dubbed “administered protectionism.”

The increasing use of the trade remedy laws in the United States in the
1980s was symptomatic not only of a rise in protectionism but of another,
arguably more fundamental trend as well: the growing privatization of
trade policy. The trade remedy laws are nondiscretionary in the sense that
a private party cannot be overruled by a government agency and thus pro-
vide the opportunity for use as a tool in business strategy. Another form
of privatization in the 1980s was the use of Section 301 of the 1974 Trade
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Act, which established a procedure allowing private citizens to petition the
government directly to initiate action against foreign trade practices
deemed illegal or “unreasonable.” Today privatized trade policy has spread
well beyond the business community, as the discussion of the role of inter-
national nongovernmental organizations (INGOs) demonstrates. 

The Uruguay Round

The negotiation to launch the Uruguay Round of negotiations took
almost as long as the entire Tokyo Round negotiations of the 1970s. The
Americans had been trying to launch a new round since the early 1980s
because of dissatisfaction with the results of the Tokyo Round and rising
protectionist fury in Congress (mainly in response to the overvalued dol-
lar). After a number of near failures, the Uruguay Round was launched in
Punta del Este in September 1986 and formally concluded in Marrakesh,
Morocco, in April 1994, several years later than the target completion
date originally announced. The extraordinary difficulty in both initiating
and completing the round stemmed essentially from two fundamental fac-
tors: the nearly insuperable problem of finishing the unfinished business of
past negotiations, most of all those relating to agriculture; and the equally
contentious issue of introducing quite new agenda items, notably trade in
services and intellectual property and, though in a more limited way,
investment. The Europeans blocked the launch to avoid coming to grips
with the Common Agricultural Policy, and a number of developing coun-
tries were bitterly opposed to including these so-called new issues.

Although the “new issues” are not identical—obviously negotiations on
telecommunications or financial services differ from those on intellectual
property rights—they do have one common or generic characteristic: they
deal with the institutional infrastructure of the economy. The barriers to
access for service providers stem from laws, administrative actions, or reg-
ulations that impede cross-border trade and investment. Furthermore, since
these laws and administrative actions are for the most part invisible, a key
element in any negotiation is transparency—that is, the publication of all
relevant laws, regulations, and administrative procedures. These principles
are now embodied in the General Agreement on Trade in Services (GATS),
an integral part of the new world trading system housed in the WTO.

In the case of intellectual property the negotiations covered not only
comprehensive standards for domestic laws but, perhaps more important,
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detailed provisions for enforcement procedures. Transparency was high-
lighted by the establishment of a separate council to which notification of
all regulations and administrative arrangements must be made, and this
council is mandated to monitor compliance. It is important to underline the
fact that this deeper integration agenda not only involves a focus on
domestic policy but also greatly reinforces the legalization trend.

Finally, the most significant characteristic of the deeper integration
agenda is the intrusiveness on domestic policy space. As noted earlier, the
GATT compact implied the primacy of trade in combination with the
preservation of system diversity—a concept that, of course, was not
defined. The deeper integration agenda covers impediments to effective
market access for trade, investment, and technology flows and incorporates
an intrinsic pressure for convergence. This pressure is reinforced by loca-
tional competition for investment, which facilitates regulatory arbitrage by
multinational enterprises.

A pressure for convergence is also evident in other areas. The “new
issues” were concerned with economic regulation; but the Uruguay Round
also included negotiations on social regulation concerning product stan-
dards and health and safety measures. A number of highly contentious dis-
pute settlements in the environmental area have rallied the increasingly
powerful INGOs in a strident attack on the WTO. Once again, the issue is
presented as an invasion of sovereignty—wryly defined by one advocate as
laissez-régler. 

Although the Uruguay Round marked the launch of the deeper integra-
tion agenda, it represents only the first step. Indeed, the built-in agenda left
over from the negotiations involves the new negotiations for services in
2000, and the remit from the 1996 WTO ministerial meeting in Singapore
adds consideration of competition policy, investment, and environment to
the WTO mandate. This will entrench and extend the deeper integration
policy focus. Thus the mandate for the first post–cold war institution, the
WTO, is indeed formidable.

The Creation of the WTO

It is not clear that the negotiators really understood the full implications
of the fundamental shift in policy template marked by the Uruguay Round.
However, there was recognition that the GATT would not provide an ade-
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quate foundation for the much more ambitious and comprehensive trad-
ing system embedded in the negotiating agenda. Thus the Punta del Este
Ministerial Declaration established the Functioning of the GATT System
negotiating group (FOGS). The group was promoted by a coalition of mid-
dle powers, both developed and developing, since institutional issues were
not a priority for either the United States or the European Union. The
middle powers recognized that the alternative to a rules-based system
would be a power-based system and that, lacking power, they had the most
to lose.

Nonetheless, the goals of FOGS were relatively modest: to improve
the adaptability of the GATT to respond to accelerating change in the
global economy through improved surveillance of country trade policy and
regular ministerial conferences designed to raise the public and political
profile of trade policy; to improve the “coherence” of international policies
by establishing better linkages between the GATT and the Bretton Woods
institutions; and, most important, to strengthen the enforcement of the
trading system’s rules of the road by improving dispute settlement arrange-
ments. The creation of a new institution was not included among these
objectives, and the proposal by Canada for a new institution, the WTO,
was not put forward until April 1990. This proposal was soon endorsed
by the European Union, which had opposed stronger dispute settlement
in the Tokyo Round and which had taken a position of benign neglect
with respect to FOGS. The European Union became an active supporter
of a new institution that could house a single, strong dispute settlement
mechanism, out of growing concern about U.S. unilateralism.

The Canadian proposal was couched in terms of the substantive aspects
of the Uruguay Round negotiations. As the press release announcing the
Canadian proposal stated, “Developments in the substantive negotiations
are now demonstrating that the Uruguay Round results cannot be effec-
tively housed in a provisional shelter. It is also becoming clear that the
post-Uruguay trade policy agenda will be complex and may not be ade-
quately managed within the confines of the GATT system as it now
exists.”5

The WTO has turned the GATT from a trade agreement into a mem-
bership organization. It is a minimalist institution forged solely on legal
principles. It establishes a legal framework that brings together all the
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various pacts and codes and other arrangements that were negotiated under
the GATT. Members of the WTO must abide by the rules of all these
agreements, as well as the rules of the GATT, as a “single undertaking.”
The most important element of the WTO, the jewel in the crown, is its
greatly strengthened dispute settlement mechanism.

A number of legal scholars would argue that the WTO legal frame-
work and dispute settlement mechanism has established a form of consti-
tutional law, “involving the broad concept of ‘constitution’ going
considerably beyond a written document, and embracing a variety of inter-
connected governmental institutions as well as evolving practice of many
such institutions.”6 There is no question that the WTO dispute settlement
procedures are “the most ambitious worldwide system for the settlement of
disputes among more than 130 states ever adopted in the history of inter-
national law.”7 They provide member countries with a virtually automatic
right to lodge a complaint before a quasi-judicial panel; a right to an inde-
pendent appellate review; a right to a time-certain ruling; and an effective
enforcement system. The constitutional rights are even broader. The pre-
amble to the Trade-Related Aspects of Intellectual Property Rights
(TRIPS) Agreement states that intellectual property rights are “private
rights” and that these rights must be enforced in member countries. It is
important to note that the business groups who lobbied so successfully to
include intellectual property rights in the Uruguay Round did so because
the United Nations agency, the World Intellectual Property Organization
(WIPO), had no dispute mechanism to enforce these rights. (The same is
true of the International Labour Organization [ILO] and labor rights or
the United Nations Environment Program [UNEP]). In another agree-
ment (regarding government procurement), private corporations may
invoke the provisions of the treaty before national courts. This is by some
seen as a first step in a gradual process, which should eventually cover
most of the WTO agreements.

The constitutional character of the WTO raises a number of problems.
Most obvious, of course, is the issue of sovereignty. Since the establish-
ment of the WTO, the most high-profile and contentious disputes have
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concerned environmental or food safety issues; and more are yet to come,
if we are to judge by the increasing clamor over genetically modified
organisms (GMOs). The WTO does not regulate environmental or social
policy, but its rules, negotiated in the original GATT consensus, seek to
constrain the trade-restrictive impact of domestic regulation in order to
prevent such regulation being used as a disguised barrier to trade by what
GATT lawyers call the “sham principle.” In recent cases, dispute panels
and especially the Appellate Body (AB) have been forced to interpret the
WTO rules that govern domestic environmental or food safety policies.8

Thus, as is the case with all courts and all legal rules in such complex
areas, interpretation has essentially involved the judges’ defining a bound-
ary for domestic policy space. Furthermore, although the AB is not sup-
posed to operate by precedent, it is inevitable that as the legal texts are
interpreted and clarified, the judges will be making law.

Finally, it is important to emphasize that the juridification of the system
creates a built-in reinforcement process. The tendency to appeal rules
already seems part of the system, and one can expect that more and more
panel reports will be written for the AB rather than for the parties. In turn,
this will shift the composition of selection panels from trade officials to
lawyers. The lawyerly debate over the precise meaning of words will be
settled by the judges, who may or may not show deference to the intent
of the negotiators who drafted the agreement, an intent that itself is
unlikely to be crystal clear. As the burden on the WTO legal secretariat
grows and cases become more contentious, private lawyers will argue the
need for direct access to panels and the AB as a means of upgrading the
lawyerly expertise of the institution.9 A cry of laissez-litiger will soon be
heard.
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For many who worked hard for a successful conclusion of the Uruguay
Round, the dispute settlement mechanism was a major achievement, if
not the major achievement, of the negotiations. After all, what is the point
of having new rules if they cannot be enforced? In choosing to greatly
strengthen the dispute settlement system, the negotiators were right: there
was no acceptable alternative. Not many understood, however, that they
had established a constitutional regime with profound implications for
sovereignty and, consequently, the underlying international social compact
that sustained the regime.

The creation of a WTO constitution has spawned the criticism, espe-
cially but not only by nongovernmental organizations (NGOs), that the
institution suffers a democracy deficit. Unlike domestic constitutions, for
example, the WTO is dedicated to only one objective—freer trade. Other
policy goals cannot be considered on the same footing, yet decisions are
made that affect other policy goals. Although the rules are ratified by
member-country parliaments, the negotiating process is not governed by
democratic representation. Furthermore, most member countries have sys-
tems that include a separation of powers and built-in checks and balances.
No such arrangements exist in the WTO.

There is a useful comparison of the WTO with the European Union’s
tension between the polity and economics of deep integration. As one
expert has put it, “In Western liberal democracies public authority requires
legitimation through one principal source: the citizens of the polity.”10

The danger of the European Union’s “democracy deficit” is that, finding
themselves unable to throw out the scoundrels, its members will target
the institution. There are some who might argue the same case against the
WTO: if it cannot be “democratized,” tear up the agreement. Trade minis-
ters are now learning that these arguments for democratization carry con-
siderable weight among an increasing number of people in member
countries. Thus it would be unwise to ignore them—though it will not be
easy to craft a policy response. 

However, the need for reinforcement and reform of the WTO cannot
be limited to trying to cope with the democracy deficit. The deeper inte-
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gration agenda covers highly technical and complex policy and institu-
tional ground. The WTO also suffers from what might be termed a tech-
nical deficit because of inadequate research staff and technical training
capabilities. For the member countries of the Organization for Economic
Cooperation and Development (OECD), these gaps may be less of a prob-
lem, since they have more than adequate technical expertise and also
access to the analysis and expertise of the OECD. However, for many
developing, and especially least-developed countries, these features of
the WTO create a serious structural asymmetry in the construct of the
institution. Although reinforcement and reform of the WTO to reduce
these deficits would certainly help to sustain the liberalization momentum,
it is also important not to ignore another gaping deficit—the minimal coor-
dination with the two Bretton Woods institutions, what might be called the
coherence deficit. 

In sum, the future of the WTO depends on how these three deficits are
addressed. In the absence of institutional reform, the traditional approach—
that is, regular negotiations to keep the bicycle rolling—is unlikely to work.
Other issues aside, the WTO bicycle does not hog the road, because there is
plenty of speedier traffic: regional limos, bilateral trucks, and occasional
unilateral tanks. More fundamentally, the increasingly insistent cries for
democratization are strengthened by the backlash against globalization
and facilitated by the information technology revolution.

The technical deficit represents a less obvious threat, and, unfortunately,
it is easier to ignore. The marginalization of the poorest countries is, of
course, the result not of trade liberalization but of domestic policies and
weak institutional capabilities. Nonetheless, the complexity of the WTO
agenda greatly exacerbates this weakness, and the widening knowledge
gap between these countries and other WTO members ensures their grow-
ing marginalization. While the trading system would not be seriously
affected, at least in the short run, considerations of equity, as well as the
heightened risk to overall global stability threatened by these poorest
countries, require enhanced WTO training and technical assistance.

Finally, the new thrust of the World Bank in the general domain of
capacity building now overlaps with much of the WTO agenda, so that
improved coordination among the international institutions, through
reduction of the coherence deficit, would help integrate not only the poor-
est countries but also the transition economies, China and Russia, for
example, now in the process of negotiating accession. 
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The Democracy Deficit

In 1991, after a GATT panel ruling that the United States had violated
its GATT obligations by banning Mexican tuna caught by a process that
killed dolphins—the famous, or infamous, tuna-dolphin decision—Amer-
ican environmental groups mounted a major attack on GATT-zilla. The
campaign in Washington raged against the cabal of faceless bureaucrats
in Geneva who were undermining American sovereignty and subverting
democracy. Although the GATT survived and the Uruguay Round created
the WTO, many of the themes, albeit for the most part in less colorful
terms, are at the core of the continuing environmentalist critique of the
WTO. While the greens are not the only critics of the WTO, they have
been the most effective in mobilizing support among a wide range of other
advocacy groups who, although for different reasons, see the WTO as an
institution captured by and serving only corporate interests. Prominent
among these are the human rights and labor groups. 

The green message seems to be the most effective rallying point
because it is attractive to a large proportion of the population. In a recent
survey of thirty countries, carried out by a Canadian university, more than
75 percent of the population in every country supported international reg-
ulation of environmental pollution.11 Support for environmental policies is
especially strong in the younger generation searching for a worthy cause.
The green INGOs have proved especially skilled in using the media to
get their message out. Finally, the power of transnational advocacy groups
has been greatly enhanced by the Internet. Sharing intelligence and strat-
egy by e-mail challenges the information advantage of the corporations
and governments and makes the policy process much more contestable. As
Internet use accelerated in the 1990s, it became clear that marching in
cyberspace is far cheaper and more effective than sticking GATT-zilla
posters on buildings in Washington and Geneva. This is best illustrated,
in a brief digression, by describing the successful campaign by the INGOs
to defeat the OECD negotiations for the Multilateral Agreement on Invest-
ment (MAI).

In October 1997, forty-seven NGOs from twenty-three countries and
five continents met in Paris at OECD headquarters. The consultation had
been arranged at the request of the World Wildlife Fund and some national
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representatives who had been lobbied by domestic advocacy organizations.
The INGOs argued that the MAI would undermine sustainable develop-
ment and national sovereignty. The most powerful case for this argument
concerned the MAI’s investor protection mechanism. This replicated the
investment provisions in the North American Free Trade Agreement
(NAFTA), which included procedures for resolving disputes by which
private parties as well as governments could take action and adopted a
broad definition of investment expropriation, so broad it could lead to
investor claims against government regulation in, say, environmental or
health areas that negatively affects the value of investment. American cor-
porations had launched several cases against the Canadian government
(in Canadian courts) that aroused a storm of opposition led by a coalition
of NGOs. These same NGOs were among the most prominent in Paris in
October 1997.

After the consultation the groups at the meeting organized an anti-MAI
coalition and launched an international campaign to stop the negotiations.
A World Wide MAI Website list displayed fifty-five sites, mainly from
OECD countries, covering a wide range of interests.12 Environmental and
legal groups together accounted for more than half the total. Groups in
Canada and the United States provided a constant flow of information to
coordinate the campaign. By October 1998 the negotiations had been sus-
pended, and in December, after the official withdrawal of the French gov-
ernment at the request of the red-green members of the coalition, they
were officially terminated.13 (The action of the French government is not
without significance. While North American greens have chosen an advo-
cacy route to contest the market for policy ideas, the European environ-
mentalists formed political parties, and greens are now members of
government coalitions in four EU countries—Germany, France, Italy, and
Finland—as well as increasingly prominent in the European parliament.)

Of course, there were a number of reasons for the failure of the pro-
posed MAI, but there seems little doubt that the INGOs played a key role.14

At the press conference announcing the suspension of the negotiations, the
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two key problems were noted: countries’ sovereignty with respect to
regulation—that is, protection from charges of expropriation and from
being sued for compensation—and “the issue of protecting labor and the
environment.”15

Even if the MAI debacle had not occurred, the underlying issue of
defining the boundary between the regulatory state and the rules of the
trading system will engage the WTO for a long time to come. The debate
illustrates a curious paradox of history: The economic regulation of the
postwar period has been greatly diminished, both by domestic policy ini-
tiatives and the new trading rules of the WTO; while many countries
resisted the “new issues” in the Uruguay Round, the economic benefits of
regulatory reform provided a compelling case for such policies. In the
late 1960s, however, a new wave of social regulation was launched, and it
has continued for three decades. The debate about social regulation bears
little resemblance to the traditional interest-group concerns over the divi-
sion of the pie, relevant to economic regulation; the current debate is con-
cerned, rather, with the recipe for making the pie. The protagonists are
not traditional distributional coalitions but what might be termed trans-
formational coalitions. These INGOs form transnational communities
linked less by the rule of reason basic to economic discourse and more by
a rule of morality or values. A rule of morality is not so easily reconciled
with the central  goals of economics, that is, to maximize consumption and
balance costs and benefits. Moreover, in the case of both the environment
and labor rights, the transformational coalitions argue that the most impor-
tant issues are not national but global and require a global policy optic,
because the optic of the nation-state or the intergovernmental institution
founded on the precept of the nation-state is inadequate. The anti-MAI
campaign has been presented as a new form of participatory democracy,
and, indeed, as it gathered strength, parliamentary committees in many
countries initiated public hearings and parliamentary debates.16

The greens’ experience with the MAI, as well as a strong conviction that
the WTO should no longer be the enclave of governments and corpora-
tions, has led to a demand for democracy. This call for democratization has
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thus far centered on dispute settlement procedures—specifically, the need
for greater transparency through publication of proceedings and the grant-
ing of observer status to NGOs and for the right to participate, through
the presentation of amicus curiae briefs to panels and the AB. This position
seems to be supported by the American government but is vigorously
opposed by others, especially developing countries.

The proponents of participation argue that restoring credibility and
legitimacy to the WTO in disputes over trade and the environment is essen-
tial and that only the INGOs have the expertise and transnational vision
to do so. Participation is also needed, so this argument goes, to counter-
balance the far more powerful business lobbies that indirectly and unoffi-
cially participate in the WTO.17 Thus INGO participation is essential to
democratization, since, for example, “a citizen who cares very deeply
about ending whaling . . . will find his or her views better represented in
international fora by the Worldwide Fund for Nature than by his or her
own government, which has many goals it must simultaneously pursue.”18

It is not clear what the term citizen means in this context.
Whatever the merits of the case for participation as amicus curiae in dis-

pute settlement procedures by environmental groups, it is clear that if it
were granted, other nongovernmental actors would, in the name of fair-
ness, demand equal treatment: corporations, unions, consumer groups, and
private legal firms, for example. Furthermore, since amicus briefs often
carry little weight in judicial decisions, it seems likely that the next step
would be a demand for the right to bring cases directly. The result would
be a transformation of the mechanism into a purely litigious and adver-
sarial process. It is difficult to comprehend how this would “democratize”
the WTO (unless, of course, one subscribes to the view that in a true
democracy private litigation is preferable to government regulation!).
While some would argue that the United States is moving toward a sys-
tem in which “lawsuits make policy,”19 this is not a model appropriate to an
international institution—and, of course, it has many critics in the United
States itself. Furthermore, it is also important to underline the fact that
the dispute settlement system is already severely stretched because of a ris-
ing caseload and limited staff. The entry of countries, like China and Rus-
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sia, with somewhat less than transparent regulatory and legal systems
could well threaten the viability of the entire mechanism unless resources
were increased.

Yet even if we reject the litigious model, the problem of reconciling
the WTO trade rules with the new social regulatory state remains. Amend-
ing existing rules is difficult, but it is not impossible. These issues are espe-
cially contentious not only because of rather serious transatlantic
differences in some areas (food safety, for example) but because develop-
ing countries have not embraced the social regulatory state and regard the
efforts to include environmental and labor standards in the WTO largely as
vivid examples of the “sham principle,” that is, disguised proctectionism.
Many other complex and contentious issues, such as competition policy,
will need to be discussed in future negotiations. The task of achieving con-
sensus in such a large and diverse institution, however, constitutes a for-
midable barrier to change. Thus a fundamental requirement to enhance the
flexibility, adaptability, and legitimacy of the WTO is to establish a smaller
body or executive committee.

A Uruguay Round attempt to establish a successor to the 1975 Consul-
tative Group of Eighteen (CG18) unfortunately failed, mainly because of
opposition from a number of developing countries who feared exclusion.
Given the change in atmospherics since the late 1980s, however—in par-
ticular, the much more widespread appreciation of the need for a global
rules-based system—the time is now ripe for another effort.

The executive committee would be able to meet on a regular basis
and, with the assistance of the director-general and the secretariat, review
current and prospective policy issues in order to advise the biennial min-
isterial conference, which would retain full decisionmaking authority.
With such a forum, at both a ministerial and senior-official level, the
norms and principles of policy and the fundamental issue of forging a new
international contract could be discussed and debated. It is essential to
emphasize the notion that forging a consensus in a smaller group aided by
expert policy-analytic information is facilitated by peer group pressure.
The executive committee can then play a role, at both the official and min-
isterial level, in promoting the extension of that consensus to the entire
membership.

In establishing such a committee, the most difficult problem, of
course, is membership, and the various formulas tried out in the Uruguay
Round failed to secure agreement. However, in establishing the Trade
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Policy Review Mechanism (TPRM), the FOGS committee created a
precedent for a possible formula. Thus different member countries were
subject to different review schedules on the basis of their respective
shares of world trade. This same formula could be used for establishing
a committee of reasonable size and rotating membership, which would
ensure that all countries and regions would be represented within a given
time frame.20

Another function of the executive committee supported by a high-
quality (although not necessarily large) expert secretariat would be the dif-
fusion of knowledge in national capitals, another essential ingredient of
consensus building. This, in turn, would facilitate a “democratization” of
the policymaking process in member countries by making the debate more
transparent and more inclusive.

To keep up to date and reasonably small in size, the WTO could not
possibly generate all its policy analysis in-house. Like most research bod-
ies today, the WTO secretariat would have to establish a research network
linked to other institutions such as the OECD, the Bretton Woods institu-
tions, private think tanks, universities, and the like. Knowledge networks
are key elements in promoting cooperation and coordination. This net-
working should also include INGOs such as business groups (the Interna-
tional Chamber of Commerce, for example), transnational environmental
groups, international labor associations, and intergovernmental organiza-
tions such as the ILO and UNEP. Furthermore, an executive committee
would provide a forum, at both the official and ministerial levels, where,
for example, trade and environment officials and ministers could discuss
basic policy options. In the end it must be demonstrated that economic
growth and economic development are not in opposition to environmen-
tal goals and that pragmatic policy solutions are available.

Although establishing an executive committee and improving the
WTO’s analytic and networking capabilities would help entrench the
legitimacy and credibility of the institution, these reforms alone would
not do much to prevent further marginalization of many developing coun-
tries, especially the least developed. Technical assistance and more effec-
tive coordination with other international institutions will also be
required.
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The Technical Deficit

The gap between rich and poor has been widening over the past three
decades, largely because of differences in trend rates of growth of per
capita income. China has enjoyed above-average growth, but other low-
income economies have fallen further and further behind. The ratio of
average income of the richest country in the world to that of the poorest
has risen from about nine to one at the end of the nineteenth century to
more than sixty to one today.21 Marginalization is an ugly mark on the face
of the global economy. As noted earlier, while it has little to do with trade
liberalization, marginalization will prevent these countries from taking
part in ongoing liberalization; most important, it represents a threat to the
broader goals of global stability.

As a result of an initiative launched by Renato Ruggiero, the WTO
director-general, at the G7 summit in June 1996, the WTO Singapore min-
isterial meeting in December of that year endorsed the Comprehensive and
Integrated WTO Plan of Action for Least Developed Countries. This was
the first project involving the major international institutions in a coordi-
nated approach to technical assistance for the least-developed countries
(LLDCs). The WTO, in cooperation with the Bretton Woods institutions,
the United Nations Conference on Trade and Development (UNCTAD),
the International Trade Center (ITC), and the United Nations Development
Program (UNDP), established the Integrated Framework for Trade-Related
Technical Assistance to Least Developed Countries in 1997 to link the
trade-related training programs of the agencies in order to upgrade the
capabilities of the poorest countries. This important initiative, the first
of its kind, was described by Ruggiero as “a new partnership against
marginalization.”22

Although it is not clear precisely what “trade-related training” means,
the phrase carries echoes of the GATT rather than the WTO. This is not
meant to diminish the initiative (which will help the LLDCs improve their
export capabilities and, therefore, their growth potential) but to argue that
it should be regarded as one part of a much broader project. In the world of
deeper integration, trade is not trade. No trade minister is responsible for
services: indeed there is no minister of services. No trade ministry has
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the expertise necessary to deal with intellectual property, the environ-
ment, product standards, or food safety. “Trade” policy today rests on an
advanced and sophisticated governance and legal system, including effec-
tive domestic coordinating mechanisms and access to technical expertise.

As the World Bank notes in its World Development Report 1998–1999,
the knowledge gap between rich and poor countries is far greater than the
income gap and, in the absence of change in both domestic and interna-
tional policies, is likely to widen. The knowledge gap—and the marginal-
ization problem—cannot be tackled without upgrading the institutional
infrastructure of the country—governance, education, the legal system,
regulatory policies, and so on, and so on. The overlap between the new
“post-Washington consensus” World Bank and the new WTO agenda is
virtually complete.

Clearly the WTO, with limited training resources (less than 1 percent of
its budget), is confined to small projects and training centered on “trade
policy” issues. Only the World Bank has the resources and the mandate to
provide the requisite technical (and financial) assistance to stanch increas-
ing marginalization. A recent World Bank report on developing country
participation notes that the need for strengthened institutional capacity is
not confined to the poorest countries but extends to many other developing
countries as well.23 The much more demanding WTO agenda, virtually
continuous negotiations on different subjects, and the litigious and
evidentiary-intensive dispute settlement process have placed a burden on
many non-OECD countries. The richer countries have access to analyti-
cal expertise at the OECD and at their home base, and they also have larger
Geneva missions.24 This basic asymmetry cannot be corrected merely by
adding more resources at the WTO (although that is important) but would
also require more meaningful coordination with the Bretton Woods insti-
tutions—that is, coherence.

The Coherence Deficit

A largely rhetorical Ministerial Declaration on the Contribution of the
World Trade Organization to Achieving Greater Coherence in Global Eco-
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nomic Policymaking was the only result of the FOGS group negotiations
over seven years. The coherence objective in the agenda of the Uruguay
Round stemmed from the serious current-account imbalances, that is, the
growing American deficit and the Japanese surplus, which had emerged
in the first half of the 1980s and fanned the flames of protectionism in the
U.S. Congress. The term coherence was essentially a euphemism for the
curbing of extreme swings in exchange rates, and the phrase “greater
exchange rate stability” is highlighted in the Ministerial Declaration,
although other examples of cooperation—for example, structural adjust-
ment of and food aid to developing countries—were also mentioned. The
Ministerial Declaration concludes with an “invitation” to the director-
general of the WTO “to review with the Managing Director of the Inter-
national Monetary Fund and the President of the World Bank, the
implications of the WTO’s responsibilities for its cooperation with the
Bretton Woods institutions, as well as the forms such cooperation might
take, with a view to achieving greater coherence in global economic
policymaking.”25

The results of this review were agreements with the International Mon-
etary Fund (IMF) at the end of 1996 and the World Bank in the spring of
1997 that carefully detail who can attend which meeting and what infor-
mation can be exchanged and provide for the possibility of consultation
between secretariats on trade policy–related issues. There is no mention of
external imbalances and exchange rate misalignment. This hardly came
as a surprise, since a 1989 meeting of the director-general of GATT and the
heads of the Bretton Woods institutions, requested by the 1988 minister-
ial meeting (the so-called midterm review), concluded that there was not
enough evidence to link exchange rate misalignment and protectionism
and that, in any case, such problems were the “least amenable to improve-
ment through action by the international agencies themselves.”26

While it is fair to say that the original Uruguay Round objective of
coherence concerned with exchange rate misalignment is pretty well dead,
the overall umbrella of improved coordination among international insti-
tutions is more important today than the negotiators could have foreseen in
1986, when the FOGS group was created. Indeed, it has resurfaced in the
ongoing debate about an international economic architecture spawned by
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the Asian and Russian crises but concerns the lack of effective coordina-
tion between the Bretton Woods twins. Although the WTO has been
scarcely mentioned in the discussion of financial architecture, it is worth
a brief digression on the Bretton Woods coherence deficit to point out the
important implications for the WTO.

For the first twenty-five years after their creation, the Bretton Woods
institutions performed their respective roles effectively and efficiently
and were universally judged a success. After the break-up of the fixed
rate system in the 1970s, however, their roles, now confined to develop-
ing countries and then also to the former centrally planned economies,
began to overlap. The neat separation of macroeconomic policy, the
domain of the IMF, and the World Bank’s microeconomic policy were no
longer judged to be appropriate, and as the original specialization eroded,
increasing conflict arose from the lack of workable coordination mecha-
nisms. This conflict erupted openly in a dispute over Argentina at the end
of the 1980s, which resulted in the 1989 Concordat concerning the respec-
tive roles of the IMF and the World Bank. However, the uneasy but work-
able compromise embodied in the Concordat was swept away by the
extraordinary difficulties presented by the 1997 Asian turmoil. Open crit-
icism of the IMF by senior officials of the World Bank (concerning sub-
stantive policy issues as well as operational matters involving the use of
World Bank funds for emergency financing) made very clear how wide the
rift had become.27 Yet another concordat, signed at the World Bank–IMF
meetings in the fall of 1998, is not significantly different from the earlier
version.

Although I will not go into the specifics of the conflict, it is important in
the context of this discussion to underline the dimensions of the overlap
of mandate. While the IMF had included structural or supply-side issues in
its policy framework since the 1980s, in the Asian crisis this concept was
so broadened that it virtually duplicated the World Bank’s new policy
framework, which had been adopted in the late 1990s. The World Bank
now sees its role in development as encompassing governance, economic
regulation, competition policy, the legal system, education, social policies,
and the environment, that is, the entire “soft infrastructure” of the coun-
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try. Since there is a plausible argument that macroeconomic and micro-
economic policies are complementary, so that the IMF cannot eschew all
structural policies, this vast domain of development policy suggests that
it will not be easy to devise a workable specialization arrangement.

Leaving aside the Bretton Woods institutional design, what is far more
striking about the World Bank’s policy span is its virtually complete dupli-
cation of the WTO’s current and prospective agenda, which covers regu-
latory reform, legal systems, social regulation, possibly competition
policy, and perhaps labor policy. Trade policy and development policy
are becoming more and more intertwined. What the WTO calls trade pol-
icy the World Bank calls the second generation of reform.

It is perhaps not an exaggeration for a senior U.S. official to assert that
“IMF and . . . World Bank programs, not just in East Asia but in India, Latin
America, Central Europe and Africa, have led to more systematic trade
liberalization than our bilateral or multilateral negotiations have ever
achieved.”28 However, there is much less here than this grandiose state-
ment suggests. A recent example of Bretton Woods’s liberalization is
Korea’s liberalization of financial services. The December 1997 agreement
with the IMF, which provides for increased foreign ownership of banks and
foreign ownership of stock brokerage firms, is different from the commit-
ments in Korea’s WTO financial services agreements, but Korea’s IMF
agreement is not bound in the WTO—as is the case with most if not all such
“liberalization conditionality.” Just to add to the incoherence, both the WTO
and IMF commitments are different from its OECD accession agreement.29

The point hardly needs laboring. There has been some progress since the
Uruguay Round in improving international cooperation, and the project
on marginalization may signal a new start. Perhaps the project on the
LLDCs suggests a more practical means of grappling with the problem,
through specific, clearly defined projects. Let the project become the
process rather than drafting more memorandums of procedural agreements.

As I have described at length elsewhere,30 the most important project for
coordinated action between the World Bank and the WTO should be to
facilitate the integration of China into the WTO. Full integration requires
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not only trade liberalization, à la GATT, but also a major transformation of
the regulatory and legal regimes and a restructuring of the domestic econ-
omy. The technical assistance should be jointly supplied by the two insti-
tutions, although without an increase in WTO training and legal resources
the dispute settlement mechanism might not survive. In addition, the tran-
sition accession should be coordinated with financial assistance from the
World Bank to facilitate the structural change and hence ensure the sus-
tainability of both domestic reform and the liberalization process. Granted,
this may not be easy, not only because of institutional sensitivities but
also because some countries (read China) might charge that the agree-
ment involves unacceptable “cross-conditionality.” Nevertheless, if there is
an economic way, surely a political will can be found!

The access negotiations in Geneva already include the concept of tran-
sition periods of varying length for different parts of the liberalization
commitments. What is required is to house these specifics in an overall
transition framework, which would be time certain, would include speci-
fied benchmarks for review by a WTO committee (the existing TPRM) at
designated dates, and would result in full WTO membership at the end of
the period, at which time the TPRM would certify full adherence to the
transition protocol. To ensure the credibility of this mechanism, the TPRM
would have the right to remove most favored nation (MFN) status for a
given period if China failed to deliver the commitments specified at any
of the designated benchmarks. Full membership would require the termi-
nation of the MFN sanction.

Because today the main “sanction” that really threatens the Chinese
(who, in effect, are granted MFN status by all WTO members) is the U.S.
Jackson-Vanik Act, which requires annual review of Chinese MFN status,
the WTO mechanism should include a suspension of this bilateral arrange-
ment for the transition period. The substitution of a multilateral sanction in
which the United States plays a full role would greatly reduce the bilat-
eral confrontation engendered by the annual congressional debate. The
Chinese believe—and so far they have been proved correct—that no mat-
ter what noise that debate generates, in the end Congress gives in, and
MFN designation goes through. Thus the bilateral sanction has virtually no
effect on their WTO offers. A meaningful multilateral sanction could not
be dismissed, however, as it would carry severe penalties and seriously
threaten Chinese growth prospects and internal stability. It would be, in
other words, a credible international anchor for domestic reform.
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Finally, as a part of the WTO reform, the generic issue of accession
could be a “project-as-process” step along the road to improved coherence,
and Russia should be next in line for accession. This approach may sound
rather modest compared with the grand objective of the Uruguay Round;
but “modest” accomplishments are far better than improbable grand
designs.

Conclusion

The proposals for WTO reform offered in this paper are based on my
personal judgment of the basic structural weaknesses in the WTO as an
institution. These are not intended as an exhaustive list, and there are other
issues of considerable importance: the relationship between regionalism
and multilateralism, the problem of antidumping and its relationship with
competition policy, the serious divisions among countries about global
rules for investment—to name but a few. Furthermore, I would argue that
in the ongoing discussions about an international economic architecture
the need for an international environmental institution should be consid-
ered, because the current institutions are too weak and fragmented. Per-
haps some existing institutions, such as UNCTAD, should be merged with
the WTO. These are all important concerns, but priorities must be estab-
lished. If the WTO’s structural weaknesses are not tackled, the gap
between its mandate and its capabilities will widen and jeopardize the
future of the rules-based system and the stability of the entire international
economic system.

The call for democratization is not only getting louder and more insis-
tent but is also gaining credibility, and so the most urgent of the structural
reforms concerns the proposal for an executive committee. I have argued
that a litigious privatization route to democracy would be unacceptable to
many member countries and, indeed, undesirable per se. Yet the basic trade
trilemma must be confronted. The international social compact, which
interfaces international rules with domestic policy space, needs renegoti-
ation. This is not a legal question to be determined by a specific set of cir-
cumstances at a specific time. It is a systemic issue involving a balancing
of diverse interests to be resolved by renegotiation of an outdated interna-
tional compact. Nor is any renegotiation definitive; it will be tentative,
imperfect, and subject to revision. That captures the essence of the role of
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Executive Committee ministers. Renegotiation would be impossible in a
forum as large and diverse as the WTO. Nor, as is often suggested, would
it be wise for the Quad to continue to act as shadow steering group. A
transparent process of selection based on a prior agreement, as suggested
earlier, would be more credible. If this structural reform were tackled, then
dealing with the issues of marginalization and coordination would be far
easier.
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Comments and 
Discussion

Max Corden: The most important feature of the WTO is indeed its dispute
settlement procedure, which is remarkable. The WTO does, of course, suf-
fer from a democratic deficit, in the same way the U.S. Supreme Court
does when it makes decisions without benefit of an opinion poll or con-
sultation with Congress. That is the nature of any legal arrangement. 

The matter of the GATT, the WTO, and a reciprocal trade agreement
might seem a bit of a mystery. If countries really wanted to have free trade,
they would engage in unilateral liberalization. The reality is that in many
developing countries, there have been remarkable periods of unilateral
trade liberalization, which have had more influence on actual outcomes
than the GATT and the WTO.

But what is the underlying logic of reciprocity? Country A would like
country B to open its market as much as possible, to help country A’s
exports. Contrary to what is sometimes argued, this does not mean that
the underlying philosophy is mercantilist, because countries may not be
interested in getting export surpluses, which they could get by cutting
imports. Rather, it may be that they want to improve their terms of trade.

The sought-for agreement is really a reciprocal arrangement for
improving or maintaining the terms of trade. The more country B opens its
markets, the more will country A be able to sell its goods easily and
cheaply, and the reverse is also true. But here is the catch. If the philoso-
phy is just a matter of the more A opens its market, the better for B, then
there is no reason why international agreements and reciprocal pressures
should be limited to tariffs and other border restrictions. For example, sup-
pose Japan has some domestic arrangements (whether private or public)
that incidentally adversely affect American exporters—even though there
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is not actually any discrimination against American or other foreign
exporters. Given this theory, these domestic arrangements would still be
within a legitimate area for international negotiations, agreements, or
pressures. 

There are numerous domestic policies that may have an incidentally
adverse effect on some foreign suppliers. If all those policies come in the
range of international bargaining, then the line between domestic policy
space and international trade arrangements certainly disappears. If one
accepts the simple premise that foreign market access is a good thing,
and the more there is, the better, then every possible action that country B
takes that reduces exports of country A is presumably a matter for inter-
national negotiations. For example, if the United States is a major exporter
of cigarettes to Thailand, and Thailand imposes a tax on cigarettes, then
this tax comes within the range of these discussions, even if the tax does
not discriminate against U.S. exports at all.

In the past, the focus was almost wholly on arrangements that discrim-
inate against foreigners, either through tariffs, quantitative restrictions, or
failure to provide national treatment. The logic behind that, as I understand
it, is another concept or objective that has nothing to do either with the
terms of trade or comparative advantage. It is the idea of fairness, the
concept that discriminatory arrangements are unfair. International agree-
ments in the past have been focused on getting rid of discriminatory
arrangements, but this is a much narrower concept. Of course, it is still a
major consideration in international negotiations and WTO rules.

The basic problem of the broader approach is that some lines have to
be drawn. International agreements and international pressures cannot be
too intrusive on domestic policy. In practice, the most powerful member of
the WTO is the United States, and it is likely that any intrusion will be into
other countries’ domestic policies rather than into the policies of the
United States itself since, without the United States, there cannot be a
decent multilateral agreement. Other countries are sometimes compelled
to give way on these matters, but they are likely to resent the element of
intrusion. I have much sympathy with Ostry’s view that some lines have to
be drawn and that international intrusion into domestic policies should be
limited or avoided. That seems to be the underlying issue here.

The second issue Ostry raises in her paper is what she calls the trade
policy buffer. She is really referring to loopholes or escape clauses. Given
all these limitations on government interventions, especially on discrimi-
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natory restrictions in trade, there have to be some loopholes or some
buffers to allow for big shocks, sudden increases in imports, and strong
domestic political pressures. 

In practice, the main loopholes now seem to be based on antidumping
measures—that is, trade restrictions imposed because imports are believed
to be supplied at less than the cost of production. Michael Finger, the
greatest expert on this subject, may confirm this. Antidumping measures
have now spread beyond the major developed countries, including Aus-
tralia, to many developing countries. Here is the biggest loophole in the
whole system.

We do need a loophole, but antidumping does not seem to be the right
one. The main loophole ought to be an explicit arrangement for safe-
guards. Safeguards should be used where there is clear evidence that sub-
stantial domestic injury has occurred, and such measures should be
temporary. 

The trouble with antidumping is that it leads to much fretting about
the costs and prices of particular goods in other countries, which usually
cannot be calculated easily or accurately. The only factors that are really
relevant are the degree of injury and the cost of protection. These two
effects have to be traded off. So here there is perhaps an area of reasonable
reform that is possible.

The third topic I want to refer to briefly is the so-called coherence issue.
I am afraid I am a little skeptical on this. There seems to be an idea that
somehow the IMF decides the world’s exchange rate policies and that the
WTO and IMF ought to get together to agree on what the world’s
exchange rate policies or regimes should be. However, as we all know,
the IMF has no influence on the exchange rate policies of the major coun-
tries. Of course, it does have influence on the exchange rate policies of
the countries to which it lends, all of which are developing countries.

The underlying idea seems to be that a floating exchange rate regime
leads to much instability and that severe appreciations of currencies tend
to lead to protectionist pressures. If only exchange rate fluctuations could
be limited, protectionist pressures would also be reduced. Possibly, that is
broadly true. I must point out another consideration, however. 

We are moving into a world in which countries will have to choose
either floating exchange rates with some management or firmly fixed rates.
Firmly fixed rates mean, really, monetary integration, dollarization, or
credible currency boards. Countries that choose that road would return to
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something close to the Bretton Woods situation in which, for a period,
exchange rates were firmly fixed and devaluation was executed only with
extreme reluctance, although there was still some possible adjustment. A
country experiencing a balance-of-payments crisis would impose or inten-
sify import restrictions and perhaps raise tariffs.

If countries actually moved to regimes of truly fixed exchange rates,
there would be a new danger, or the revival of an old one, namely, protec-
tion imposed for balance-of-payments reasons. What is a country to do if
it has a major adverse terms-of-trade shock and no longer has a currency
under its control? The instinct will be to use trade policy instruments.

If all the standard forms of protection—tariffs and quantitative import
restrictions—are ruled out, countries will find some indirect methods to
achieve these objectives. Some of these pressures can be seen in Argentina,
although they have, on the whole, been resisted. From the point of view
of the trade policy problem, floating rates are superior to fixed rates. 

Finally, let me say I fully agree that there is something quite odd about
the way the WTO is run. The tight funding is extraordinary. The WTO
obviously needs more resources, and it might be worth discussing why
resources have been so tightly limited. Even more important, decisions
have to be reached by consensus: with more than a hundred members, it
is amazing that the WTO is ever able to decide on anything. The WTO
obviously needs an executive board like the one the IMF has, in which vot-
ing is weighted and not all countries are represented at any one time.

C. Fred Bergsten: Sylvia Ostry’s paper focuses primarily on the organi-
zational and institutional questions concerning the WTO. She begins her
section on the technical deficit by talking about the growing gap between
rich and poor countries and the marginalization of the poorest. One might
draw the implication that the trading system itself has marginalized the
poorer countries. Although I recognize that this is not Ostry’s view, I want
to emphasize just how incorrect this view is. To the contrary, many devel-
oping countries have marginalized themselves in failing to participate in
the global trading system.

World Bank studies show that a substantial portion of the total global
benefit from the Uruguay Round accrued to developing countries.1 These
studies suggest a gain of 1 to 2 percent of gross domestic product (GDP)
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for developing countries in the long run, which is not a bad return for
government business. Those countries that came forward, made offers, and
actively participated did better. One study by an Indian economist suggests
that India gained from 0.5 percent to as much as 4.65 percent of GDP from
the liberalization that occurred in the Uruguay Round—even though India
opposed it at the start and did not actively participate.2

It is a mistake to think that the system has marginalized poorer coun-
tries; they can marginalize themselves, however. That is why at the Geneva
session in March, the so-called WTO High Level Symposium on Trade
and Development, I pushed hard for the developing countries to take a
proactive role.3 More important, Rubens Ricupero and a number of peo-
ple from developing countries did so, too. 

The greatest applause at that conference, however—and it was fairly
close to a standing ovation—was for a speech by the Yale economist T. N.
Srinivasan. He is our good friend, and he is for free trade. But what drew
the applause was not his call for free trade. It was his call for rigorously
divorcing all “nontrade issues” from trade negotiations. Not only did he
say that the WTO should not even look at labor and the environment, but
he also proposed that protection of intellectual property rights be removed
from the WTO and transferred to the World Intellectual Property Organi-
zation. That brought down the house, suggesting to me that the developing
countries, whose representatives made up most of the attendance there,
were not yet ready to act to ensure that they were not marginalized.

Like Max Corden, but for slightly different reasons, I have a somewhat
different take on what Ostry calls the coherence deficit. Each of the major
postwar GATT rounds—the Kennedy Round, but even more so the
Uruguay Round and, before it, the Tokyo Round—was born out of a
response to a monetary crisis. Each derived from a big crisis in the value of
the dollar and was part of the strategy for responding to that crisis. The
logic, of course, was that the crisis was caused primarily by dollar over-
valuation, which, in addition to leading to financial problems, also led to
big outbreaks of trade protectionism. The United States responded in the
only way possible—insisting on getting the bicycle of liberalization rolling
again—agreement was reached, and those rounds transpired. That is, in
fact, the history.
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The only disagreement I have with Corden is with his remark that we
should therefore be in favor of floating exchange rates. As Corden him-
self notes, the biggest monetary-induced protectionist pressures in the
entire postwar period came from the overly strong dollar in the mid-1980s,
which occurred under the one instance we have ever experienced of pure
floating. The dollar floated purely, the market made bigger errors than the
governments ever made in setting rates, and the dollar’s overvaluation
was so great that members of the House Ways and Means Committee said
that the Smoot-Hawley tariff itself would have passed had it come to the
floor in 1985. Therefore, I strongly believe that we should opt for target
zones or other intermediate exchange rate systems to avoid huge mis-
alignments. I will not belabor that now, but I do not think our desire to
see the expansion of free trade should lead us to unfettered free floats.

I agree with both Ostry and Corden that an executive committee is
needed at the WTO. We have them in the international financial institu-
tions; and weighted voting is a good thing, too. However, we do have a
steering committee in the WTO. It is called the quad and consists of the
United States, the European Union, Japan, and Canada. Is it legitimate?
Is it politically acceptable? Not perfectly; the steering group will need to
be democratized and broadened. But in the broader macroeconomic and
monetary environment, we have a G7 that is equally illegitimate and non-
democratic. What we should do with the G7, of course, is to take advan-
tage of the creation of the euro, shrink the membership from seven to
three, and then look for opportunities to expand it as other countries (prob-
ably China first) come into a sufficiently key role in the system to join the
steering committee. The same thing should be done on the trade side,
although no candidate who could join the quad comes to mind yet. Perhaps
China, if it can get into the WTO now, will emerge as an early candidate. 

An omission of sorts in Ostry’s institutional arrangement was that she
did not talk much about the linkage between regional and global institu-
tions. It is true, one cannot talk about everything. But if we fail to begin a
new WTO round soon, the regionals, which have heretofore been build-
ing blocks, could become stumbling blocks. The Asia Pacific Economic
Cooperation (APEC) forum and the other regional organizations have pos-
itively galvanized multilateral liberalization throughout the postwar period
because the key countries, notably the United States, have steered things
that way. If the rest of the world were to resist global negotiations, then
regionalism could take a negative course as well.
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The key to the future of the WTO, however, is going to be the substance
of the trading system and what the WTO is able to accomplish. A key issue
here is the protectionist risks that now exist—paradoxically, bizarrely,
and notably—here in the United States. I think we have to take that very
seriously. It is rather bizarre that, with what has been called the Goldilocks
economy in its ninth year of expansion, we see the House of Representa-
tives passing a steel quota bill by an overwhelming majority and the pres-
ident rejecting an obviously desirable WTO accession deal with China
because of the textile lobby—not because inadequate access was granted
to the Chinese market but because he wants to block Chinese access to
the U.S. market for a couple of key commodities (primarily textiles and
apparel). That is evidence, I am afraid, of the continued and indeed
renewed weight of trade protection pressures that we are seeing, despite
the strength of our economy.

If you cyclically adjust and ask what U.S. policy is going to look like
when we begin to have a slowdown with some pickup in unemployment
and with the trade deficit exceeding $300 billion and growing, the out-
look is not good. That means that we will have to work very hard to restart
the trade liberalization bicycle.

The future of the WTO, at least in the near term, and in the medium
term as well, will turn on whether we can get a new set of negotiations
going soon. One reason that, despite the good economy, we are seeing a
great deal of protectionist pressure in the United States—in addition to
modest dollar overvaluation and a big trade deficit—is the lack of any
forward momentum.

There is now no active trade negotiation going on anywhere in the
world. Trade liberalization is a total vacuum, and into that vacuum can
come the kind of pressures we are seeing with steel and textiles and
apparel vis-à-vis China, for example. So it behooves us, if we want to see
a positive future for the WTO, to get all that going soon, primarily at the
Seattle ministerial conference in November 1999, which intends to start up
a new WTO round.

As for the substance of the new round, we will want it to cover a wide
enough range of issues to generate domestic political support here and
elsewhere, which will in turn get a new round under way. We will have to
make domestic efforts, too, as Rodrik has emphasized. The new round
must include the built-in agenda of agriculture and services. I would stress
agriculture as crucial for U.S. domestic politics. As is well known, the
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agricultural lobby was strong enough to get the IMF quota bill through last
year; without the support of agriculture, it would not have happened. We
will have to include agriculture in the round effectively if we are going to
have domestic support. Given the European Union’s current stance on
further reform, or lack thereof, in the Common Agricultural Policy, the
outlook is not rosy.

Investment is important. I recommend Theodore Moran’s recent book,
Foreign Direct Investment and Development, which has some exciting
ideas about a big new trade-off in the investment area.4 Moran suggests
that in this arena the developing countries have the greatest interest. He
argues that developing countries have been cutting their own throats by the
kind of performance requirements they have levied—joint-venture require-
ments, technology-transfer requirements, value-added requirements—
which discourages multinational firms from giving them their best. What
is required is a series of arrangements that will encourage multinational
firms to link the affiliate in a particular country with its global best prac-
tices networks, which will bring along with it all sorts of externalities.

What the developing countries should do, according to Moran, is to
negotiate away those things that are not in their interest anyway. In return,
they should get an agreement to limit investment incentives in areas where
the rich countries can always outspend the developing countries. That kind
of trade-off would improve the environment for investment worldwide and
for the developing countries themselves. I will not dwell on competition
policy except to say that it probably should not be linked to antidumping
reform, much as that is needed, because such linkage will probably kill
both in terms of our politics here.

Corden asks, What is the underlying theory of WTO-type reciprocity?
Well, I do not think it is just the terms of trade. It is the political economy
of liberalization. It is the need to overcome domestic resistance by link-
ing the export interests that will be as concentrated as the protectionist
interests, not just by trying to galvanize the diffused interests of consumers
and importers of inputs. That is why, at least in the case of the United
States, big deals work better than small ones.

I told the Chileans in 1991 that they were never going to get a free
trade agreement with the United States. I told them, “We love you, but you
are not big enough. You will never get on the agenda.” In fact, it has hap-
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pened just that way. I suggested they link with Mercosur to get more mass
so as to get some attention and get on the agenda and get some liberaliza-
tion. It is the political economy of liberalization that is required and indeed
is a logical theoretical underpinning for the WTO process.

In any event, it seems to me that the objective of the game now has to be
to reinvigorate trade liberalization. That means a big enough international
deal to generate domestic interest, enough at least to neutralize the oppo-
sition to any further globalization that we see from the unions and others.
There is more here than the green concern emphasized by Ostry, but that
needs our attention, too.

Trade liberalization obviously has to be coupled with domestic policy
reforms. We have to do better on safety nets. We have to do better on train-
ing and education programs to empower our people to take advantage of
globalization rather than feel victimized by it. I was delighted when Pres-
ident Bill Clinton said, in his 1999 State of the Union address, that he
would seek a renewal of fast-track authorization that year. We have heard
nothing about it since then, but my point here is that his address missed a
key element. He spoke of domestic policy improvements, including social
security reform, health care broadening, and so on, but when he turned to
fast track and trade liberalization, he neglected to admit that there are costs
and that there will be losers.

He should have acknowledged that some do not agree with trade liber-
alization and globalization. He should have linked his domestic reforms
and his trade liberalization, arguing that the former is the most constructive
solution to the shortcomings of the latter. Not even the Clinton adminis-
tration, which, rhetorically at least, was right on both, has made that link-
age. Two things must be done to overcome the current stalemate that for
five years has blocked the United States from moving forward on trade lib-
eralization: improve the substance of the trade debate and improve the
linkage between liberalization and domestic policy in the public mind.

It seems to me that the case for the United States to move ahead in the
WTO is powerful. Ours is basically an open economy, while most others
are not. We should aim for global free trade because it would bring the bar-
riers of others down to our level. In a mercantilist and political economy
sense, it would be all gravy for the United States. But we obviously must
have the domestic components of the program to drive and support it.

I will close simply by saying that this is a very serious problem. In addi-
tion to protectionism in steel, textiles, and the rest, the real indicator—also
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discussed in relation to I. M.  Destler’s paper—is that U.S. trade policy as
a whole has really ground to a stalemate over the past five years. Fast track
has been tried every year, and it has been stymied each time. It is literally
an even split in Congress—pretty much the way the IMF issue was and
probably will continue to be. It might fail again the next time around,
unless some more fundamental response is made to the underlying ques-
tions and problems.

Therefore, the future of the WTO depends very much not only on the
institutional changes, though those are important, but even more on getting
the bicycle of liberalization rolling forward and starting a new negotia-
tion in trade that can fill the vacuum and move the system in a positive
direction.

General discussion: Much of the discussion about the future of the World
Trade Organization focused on what Sylvia Ostry identifies in her paper as
the “coherence deficit.” While numerous participants agreed with her
about the lack of coordination and consistency among international insti-
tutions (such as the WTO, the World Bank, and the IMF), a range of views
was expressed as to whether this deficit is a problem and, if so, what are
appropriate and effective ways to address it.

Julius Katz argued that it is unrealistic to expect coherence among the
international institutions, given the divergence of views among G7 coun-
tries. These institutions are creatures of their membership. Indeed, he
noted that in some cases there is even a lack of coherence within individ-
ual countries. Others expanded on this point, stressing that the lack of
coherence is a more fundamental issue than just poor coordination among
institutions. Anne Krueger stressed that the real problem is that govern-
ments do not agree on what should be done. In her view, inability to
resolve this underlying problem typically leads to the same two solution
proposals: a call for more timely data and a call for international institu-
tions to do the coordinating.

There was widespread support for the idea of an executive committee
within the WTO. However, not everyone agreed that such a committee
could help to resolve the coherence problem. In particular, Krueger noted
that the ambassadors to the WTO typically come from countries’ trade
ministries. Fred Bergsten agreed that, to be effective, meetings would have
to be at the ministerial level. Colin Bradford argued that it is the world as
a whole, not the WTO, that needs an executive committee to address major
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issues, such as oil shocks or financial crises that create economic insta-
bility. Acknowledging the trade-offs between size and representativeness,
he proposed a committee composed of top-level officials (heads of state,
finance ministers, and central bank governors) from perhaps twelve coun-
tries, such as the G4, India, China, Korea, Indonesia, Mexico, Brazil, and
perhaps Saudi Arabia and South Africa. Such a group might meet twice a
year to provide guidance to and coordination among the international insti-
tutions. Other participants were skeptical of this idea because of the diffi-
culties in getting such a group to agree.

Max Corden pointed out that there is, in fact, a clear division of labor
between the WTO, on the one hand, and the IMF and World Bank, on the
other. The WTO sets rules for the trading system as a whole, within which
all developing countries operate. The other two institutions make recom-
mendations or set conditions for individual countries based on the interests
of that country. Krueger noted, furthermore, that this difference is reflected
in quite different organizational structures of these institutions. 

At least two contributors felt that coherence problems had been over-
emphasized. Isaiah Frank argued that pushing coherence was undesirable
because it would exacerbate the persistent public misunderstanding that
confuses trade issues with balance-of-payments issues. In this context, he
stressed the need to keep the microeconomic issues distinct from the
macroeconomic ones. Robert Lawrence was concerned that a push for
coherence among institutions could blur real differences in their philoso-
phies. Following up on the earlier point by Corden, Lawrence described
negotiations in the WTO as interactions in which countries are unwilling
to yield concessions unless they receive something in return. In contrast,
a country consults with the World Bank to seek advice for itself, without
considering how other countries may respond. It is far from clear, for
instance, that a WTO bargaining approach would be appropriate for dis-
cussions in the World Bank.

Participants raised a series of other difficult problems the WTO will
face in coming years. Claude Barfield was particularly concerned about
difficulties the WTO will face in trying to agree upon procompetitive rules
in areas such as services and intellectual property rights; in these areas,
he noted, unlike the areas of tariffs and quotas, there is no single way to
proceed. For example, within the United States there are divisions about
appropriate patent policy, including patent scope and what should be
patented. Barfield also expressed concerns about how the WTO would
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resolve issues related to antidumping and safeguards. A particularly wor-
risome development was the recently signed agreement with China. He
thought it very likely that China will be unable to carry out all of the pro-
visions of this agreement, leading to a series of potentially bitter disputes
for the WTO. Ostry shared his concern, envisioning an acrimonious and
counterproductive situation if China were to lose one dispute after another.

Michael Finger stressed an additional set of difficulties in the WTO’s
future. He noted that the issues it deals with now often require countries
to do things such as putting new customs systems in place. For a develop-
ing country, such items are major development projects, requiring signifi-
cant commitments of time and resources. Not only may the typical
three-year time frame of WTO deadlines be unrealistic, but in addition,
there is no provision to ensure adequate financing. Indeed, Ostry noted, the
WTO’s budget for training is just 1 percent of its total budget, while its
entire budget is roughly equal to the IMF’s travel budget.

Krueger raised some additional points. First, she disagreed with Ostry’s
interpretation of why the proposed ITO was opposed by the United States
and others. Referring to the ITO’s proposed charter, she summarized one
section as enabling countries to impose trade protection at any time they
saw trade as inconsistent with domestic objectives. In her recollection,
many of those who did not support the ITO did support GATT because it
left out this provision. Second, she took issue with the section in Max Cor-
den’s commentary that focused on special assistance for those injured by
imports, calling instead for more general social policies. Corden agreed
with her in principle but noted that the politics of trade liberalization can
provide a rationale for specialized programs.

Frank raised the question of how deeply trade negotiations should be
allowed to intrude in internal country policies. For example, should con-
cerns such as bribery and corruption be in the WTO’s purview? He
stressed the need to decide where to draw the line.

Finally, Katz felt that concerns about rising U.S. protectionism have
been exaggerated. He argued that steel and textiles, in particular, are spe-
cial cases, as they have always been, and that what happens in these sec-
tors says little about broad trends.
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