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In t roduc t ion

At  the  l aunch  o f  the  Uruguay  Round  the re  was  concern  tha t

the  GATT would  no t  p rov ide  an  adequa te  founda t ion  fo r  the  much

more  ambi t ious  and  comprehens ive  t rad ing  sys tem embedded  in  the

nego t ia t ing  agenda .   Thus ,  the  Pun ta  Dec la ra t ion  es tab l i shed  the

Func t ion ing  o f  the  GATT Sys tem or  the  FOGS nego t ia t ing  g roup .

The  goa l s  o f  FOGS were  re la t ive ly  modes t :  to  improve  the

adap tab i l i ty  o f  GATT to  respond  to  acce le ra t ing  change  in  the

g loba l  economy;  to  s t reng then  the  enforcement  o f  the  t r ad ing

sys tem’s  ru les  by  improve  the  d i spu te -se t t l ement  a r rangements ;  and

to  improve  the  “coherence”  of  in te rna t iona l  po l ic ies  by  es tab l i sh ing

be t t e r  l inkages  be tween  the  GATT and  the  Bre t ton  Woods

ins t i tu t ions .  The  c rea t ion  o f  a  new ins t i tu t ion  was  no t  inc luded

among these  ob jec t ives ,  and  the  p roposa l  by  Canada  fo r  a  new

ins t i tu t ion ,  the  WTO,  was  no t  pu t  fo rward  un t i l  Apr i l  1990 .   Before

tu rn ing  to  the  coherence  ques t ion ,  i t ’ s  impor tan t  to  under s t and  the

manda te  o f  the  WTO.

The  WTO Manda te

The  agenda  of  the  WTO is  fundamenta l ly  d i f fe ren t  f rom tha t  o f

the  GATT which  dea l t  p r imar i ly  wi th  border  ba r r ie r s  to  t r ade .   The
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inc lus ion  of  “new issues”  such  as  t rade  in  serv ices ,  in te l lec tua l

proper ty  and  (a lbe i t  in  a  more  l imi ted  fash ion)  inves tment  has

sh i f t ed  the  cen t re  o f  “ t rade”  po l icy  ins ide  the  border .

Al though  the  “new i ssues”  a re  n o t  ident ica l  - -  obvious ly

negot ia t ions  on  te lecommunica t ions  or  f inanc ia l  se rv ices  d i f fe r  f rom

in te l l ec tua l  p roper ty  r igh t s  - -  they  do  have  one  common or  gener ic

charac te r i s t i c .   Thus ,  they  dea l  wi th  the  ins t i tu t iona l  in f ras t ruc tu re

of  the  economy.   The  bar r i e r s  to  access  fo r  se rv ice  p rov iders  s t em

from laws ,  adminis t ra t ive  ac t ions  or  regula t ions  which  impede  c ross -

border  t r ade  and  inves tment .  Fur the r ,  s ince  these  l aws  and

adminis t ra t ive  ac t ions  a re  for  the  mos t  par t  inv is ib le ,  a  key  e lement

in  any  negot ia t ion  i s  t r ansparency  - -  i . e .  the  publ ica t ion  of  a l l

re levan t  l aws ,  regu la t ions  and  admin is t ra t ive  p rocedures .  These

pr inc ip les  a re  now embodied  in  the  Genera l  Agreement  on  Trade  in

Serv ices  o r  GATS,  an  in tegra l  pa r t  o f  the  new wor ld  t r ad ing  sys tem

housed  in  the  WTO.

In  the  case  o f  in te l l ec tua l  p roper ty  the  nego t ia t ions  covered

not  on ly  comprehens ive  s t andards  fo r  domes t ic  l aws  bu t ,  pe rhaps

more  impor tan t ly ,  de ta i led  prov is ions  fo r  enforcement  p rocedures .

And t ransparency  was  h ighl igh ted  by  the  es tab l i shment  of  a  separa te



c:\papers.99\chatham    5/14/99

3

counci l  to  which  not i f ica t ion  of  a l l  regula t ions  and  adminis t ra t ive

ar rangements  mus t  be  made  and  th i s  counc i l  i s  manda ted  to  moni to r

compl iance .   I t ’ s  impor tan t  to  under l ine  tha t  th i s  deeper  in tegra t ion

agenda  no t  on ly  involves  a  focus  on  domes t ic  po l icy  bu t  a l so  grea t ly

re inforces  a  l ega l iza t ion  t rend  which  began  in  the  1970’s  - -  as  does

the  new jur id i f ied  WTO dispute  se t t lement  mechanism.

The  Coherence  Def ic i t

Given  the  p rofound  d i f fe rences  be tween  the  GATT in  1986  and

the  WTO in  the  l a te  1990’s ,  i s  the  ob jec t ive  o f  improved  coherence

poss ib le?   Or  more  to  the  po in t ,  wha t  does  the  t e rm mean  in  today’s

global iz ing economy?

The  resu l t  o f  the  FOGS nego t ia t ions  over  seven  years  was  a

la rge ly  rhe tor ica l  Min is te r ia l  Dec la ra t ion  on  the  Cont r ibu t ion  of  the

Wor ld  Trade  Organiza t ion  to  Achiev ing  Grea te r  Coherence  in  Globa l

Economic  Pol icymaking .  The  coherence  ob jec t ive  in  the  agenda  of

the  Uruguay  Round  s t emmed f rom the  se r ious  cur ren t  accoun t

imbalances ,  i . e .  the  growing  Amer ican  def ic i t  and  the  Japanese

surp lus ,  which  had  emerged  in  the  f i r s t  ha l f  o f  the  1980’s  and

fanned  the  f l ames  of  p ro tec t ion i sm in  the  U.S .  Congress .   The  te rm

“coherence”  was  essent ia l ly  a  euphemism for  curb ing  ex t reme swings
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in  exchange  ra tes  and  the  phrase  “grea te r  exchange  ra te  s tab i l i ty”  i s

h ighl igh ted  in  the  Minis te r ia l  Declara t ion ,  a l though o ther  examples

of  coopera t ion  - -  fo r  example  deve lop ing  coun t ry  s t ruc tu ra l

ad jus tment  and  food  a id  - -  were  a l so  ment ioned .  The  Dec la ra t ion

conc ludes  wi th  an  “ inv i ta t ion”  to  the  Di rec to r -Genera l  o f  the  WTO

“to  rev iew wi th  the  Managing  Di rec to r  o f  the  In te rna t iona l

Mone ta ry  Fund  and  the  Pres iden t  o f  the  Wor ld  Bank ,  the

impl ica t ions  of  the  WTO’s  respons ib i l i t i es  for  i t s  coopera t ion  wi th

the  Bre t ton  Woods  ins t i tu t ions ,  a s  we l l  a s  the  fo rms  such

coopera t ion  migh t  t ake ,  wi th  a  v iew to  ach iev ing  g rea te r  coherence

in  g loba l  economic  pol icymaking” .   The  resu l t s  of  th i s  rev iew were

agreements  wi th  the  IMF,  a t  the  end  o f  1996 ,  and  the  Wor ld  Bank  in

the  spr ing  of  1997 ,  tha t  ca re fu l ly  de ta i l  who  can  a t t end  which

meet ing ;  what  in format ion  can  be  exchanged;  and  provide  for  the

poss ib i l i ty  o f  consu l ta t ion  be tween  secre ta r ia t s  on  t rade  po l icy-

re la ted  i s sues .   There’s  no  ment ion  of  ex te rna l  imbalances  and

exchange  ra te  misa l ignment .   This  hard ly  came as  a  surpr i se  s ince  a

1989  mee t ing  o f  the  Di rec to r -Genera l  o f  GATT and  the  heads  o f  the

Bre t ton  Woods  ins t i tu t ions ,  r eques ted  by  the  1988  Min i s te r i a l

Mee t ing  ( the  so -ca l l ed  mid- te rm rev iew) ,  conc luded  tha t  the re  was
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not  enough ev idence  to  l ink  exchange  ra te  misa l ignment  and

pro tec t ion ism and  in  any  case  such  problems  were  the  “ leas t

amenable  to  improvement  th rough  ac t ion  by  the  in te rna t iona l

agencies  themselves” . ( 1 )

While  i t ’ s  fa i r  to  say  tha t  the  or ig ina l  ob jec t ive  of  coherence

in  the  Uruguay  Round i s  p re t ty  wel l  dead ,  the  overa l l  umbre l la  o f

improved  coord ina t ion  among in te rna t iona l  ins t i tu t ions  i s  more

impor tan t  today  than  the  nego t i a to r s  cou ld  have  fo reseen  in  1986

when  the  FOGS group  was  c rea ted .   Indeed  i t  has  r esur faced  in  the

ongoing  deba te  abou t  in te rna t iona l  a rch i t ec tu re  spawned  by  the

Asian  and  Russ ian  c r i ses  bu t  now concerns  the  lack  of  e f fec t ive

coord ina t ion  be tween  the  Bre t ton  Woods  twins .   A l though  the  WTO

has  been  scarce ly  ment ioned  in  the  a rch i tec ture  d i scuss ion ,  i t ’ s

wor th  a  b r i e f  d ig ress ion  on  the  Bre t ton  Woods  coherence  de f i c i t  to

po in t  ou t  the  impor tan t  impl ica t ions  fo r  the  WTO.

For  the  f i r s t  25  yea r s  a f t e r  the i r  c rea t ion  the  Bre t ton  Woods

ins t i tu t ions  per formed the i r  respec t ive  ro les  e f fec t ive ly  and

ef f ic ien t ly  and  were  universa l ly  judged  a  success .   But  a f te r  the

break-up  of  the  par  va lue  exchange  ra te  sys tem in  the  1970’s ,  the i r

ro les ,  now conf ined  to  deve lop ing  coun t r i e s  and  then  a l so  to  the
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former  cen t ra l ly  p lanned  economies ,  began  to  over lap .   The  nea t

separa t ion  o f  macro  po l icy ,  the  domain  o f  the  IMF,  and  the  Wor ld

Bank’s  micro  po l icy  was  no  longer  judged  to  be  appropr ia te  and  as

the  or ig ina l  spec ia l iza t ion  e roded ,  there  was  increas ing  conf l ic t

a r i s ing  f rom the  lack  of  workable  coord ina t ion  mechanisms .   This

conf l i c t  e rup ted  open ly  in  a  d i spu te  over  Argen t ina  a t  the  end  of  the

1980’s  tha t  r esu l t ed  in  a  jo in t  Concorda t  concern ing  the  Fund  and

the  Bank’s  respec t ive  ro les .   The  uneasy  bu t  workab le  compromise

embodied  in  the  Concorda t  was ,  however ,  swept  away  by  the

ext raord inary  d i f f icu l t ies  presen ted  by  the  1997  Asian  turmoi l .

Open cr i t ic i sm of  the  IMF by  senior  of f ic ia l s  of  the  Wor ld  Bank on

both  subs tan t ive  and  opera t iona l  g rounds  made  very  c lea r  how wide

the  r i f t  had  become. ( 2 )   Ye t  ano the r  Concorda t ,  s igned  a t  t he  Bank-

Fund meet ings  in  the  Fal l  of  1998,  i s  not  s igni f icant ly  d i f ferent  f rom

the  ear l i e r  vers ion .

Wi thout  go ing  in to  the  spec i f ics  o f  the  conf l i c t ,  i t ’ s  impor tan t

in  the  contex t  o f  th i s  d i scuss ion  to  under l ine  the  d imens ions  of  the

over lap  of  manda te .   Whi le  the  IMF had  inc luded  s t ruc tura l  o r

supply-s ide  i ssues  in  i t s  po l icy  f ramework  s ince  the  1980’s ,  in  the

Asian  c r i s i s  th i s  concept  was  so  broadened  tha t  i t  v i r tua l ly
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dupl ica ted  the  Wor ld  Bank’s  new pol icy  f ramework  which  had  been

adopted  in  the  l a te  1990’s .   The  Bank  now sees  i t s  ro le  in

deve lopment  as  encompass ing  governance ,  economic  regu la t ion ,

compet i t ion  po l icy ,  the  lega l  sys tem,  educa t ion ,  soc ia l  po l ic ies ,  and

the  env i ronment ,  i . e .  the  en t i r e  “ sof t  in f ras t ruc tu re”  o f  the  coun t ry .

S ince  there  i s  a  p laus ib le  a rgument  tha t  macro  and  micro  po l ic ies

a re  complementa ry ,  so  tha t  the  Fund  cannot  eschew a l l  s t ruc tu ra l

pol ic ies ,  th i s  vas t  domain  of  deve lopment  po l icy  sugges ts  tha t  i t  wi l l

no t  be  easy  to  dev ise  a  workab le  spec ia l i za t ion  a r rangement .

But  l eav ing  as ide  the  Bre t ton  Woods  ins t i tu t iona l  des ign ,  wha t

i s  fa r  more  s t r ik ing  about  the  Wor ld  Bank’s  po l icy  span  i s  i t s

v i r tua l ly  comple te  dupl ica t ion  of  the  WTO’s  cur ren t  and  p rospec t ive

agenda .   I t ’ s  pe rhaps  no t  an  exaggera t ion  fo r  a  sen io r  U.S .  o f f i c ia l

to  a s se r t  t ha t  “ IMF and  - - -  Wor ld  Bank  p rograms  no t  jus t  i n  Eas t

As ia  bu t  in  Ind ia ,  La t in  Amer ica ,  Cent ra l  Europe  and  Afr ica ,  have

led  to  more  sys temat ic  t rade  l ibe ra l iza t ion  than  - - -  b i l a te ra l  o r

mul t i l a te ra l  negot ia t ions  have  ever  ach ieved .” ( 3 )   However  the re ’ s

much  less  he re  than  th i s  g rand iose  s ta tement  sugges t s .   A  recen t

example  of  Bre t ton  Woods’  l ibera l iza t ion  i s  Korea’s  l ibera l iza t ion  of

f inanc ia l  se rv ices .   The  Dec .  1997  agreement  wi th  the  IMF provides
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for  increased  fore ign  ownersh ip  of  banks  and  fore ign  ownersh ip  of

s tock  brokerage  f i rms  tha t  a re  d i f fe ren t  f rom the  commitments  in

Korea’s  WTO f inanc ia l  se rv ices  agreements  bu t  Korea’s  IMF

agreement  i s  no t  bound  in  the  WTO - -  as  i s  the  case  wi th  mos t  i f  no t

a l l  such  “ l ibera l iza t ion  condi t iona l i ty” .  Jus t  to  add  to  the

incoherence  bo th  the  WTO and  IMF commitments  a re  d i f fe ren t  f rom

i t s  OECD access ion  agreement .

The  po in t  hard ly  needs  labour ing .  There  has  been  some

progress  s ince  the  Uruguay  Round in  improving  in te rna t iona l

coopera t ion  bu t  i t  i s  bes t  desc r ibed  as  minor .   Ye t  the  need  fo r

coherence  i s  f a r  g rea te r  today ,  a lbe i t  o f  a  d i f fe ren t  na tu re ,  than

when  the  FOGS ob jec t ives  were  l a id  ou t .   A  be t t e r  approach  would

be  a  spec i f ic ,  c lear ly  def ined  pro jec t  to  demons t ra te  meaningfu l  and

ef fec t ive ,  r esu l t s -based  coord ina t ion .   Bu t  i t  needs  s t ress ing  tha t  in

order  to  l aunch  th i s  in i t i a t ive ,  i t  i s  essen t ia l  tha t  the  WTO’s

ana ly t ica l  and  technica l  ass i s tance  resources  be  enhanced  - -  a t

p resen t  the  en t i r e  budge t  o f  the  WTO equa l s  the  t r ave l  budge t  o f  the

IMF.   But  i f  the  WTO’s  capabi l i t i es  were  en la rged ,  i t  would  be

feas ib le  and  des i reab le  to  le t  the  p ro j ec t  become the  p rocess  r a the r

than  d ra f t ing  more  memoranda  o f  p rocedura l  agreements .
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The  mos t  impor tan t  p ro jec t  fo r  coord ina ted  ac t ion  be tween  the

Wor ld  Bank  and  the  WTO should  be  to  fac i l i t a te  the  in tegra t ion  o f

China  in to  the  WTO.   Fu l l  in tegra t ion  requ i res  no t  on ly  t rade

l ibera l iza t ion  B  l a  GATT,  bu t  major  t r ans format ion  o f  the  regu la to ry

and  lega l  reg imes  and  a  res t ruc tur ing  of  the  domes t ic  economy ( 4 )  .

The  technica l  ass i s tance  should  be  jo in t ly  suppl ied  by  the  two

ins t i tu t ions  a l though  th i s  would  requi re  an  increase  in  WTO t ra in ing

and lega l  resources  or  the  h ighly  lega l ized  and  evident ia ry- in tens ive

dispute  se t t l ement  mechanism might  no t  surv ive .   In  addi t ion  the

t rans i t ion  access ion  should  be  coord ina ted  wi th  f inanc ia l  ass i s tance

f rom the  Bank  to  fac i l i t a te  the  s t ruc tu ra l  change  and  hence  ensure

the  sus ta inabi l i ty  of  bo th  the  domes t ic  re form and  the  l ibera l iza t ion

proces s .

The  access  negot ia t ions  in  Geneva  a l ready  inc lude  the  concept

of  t rans i t ion  per iods  o f  vary ing  leng th  fo r  d i f fe ren t  par t s  o f  the

l ibera l iza t ion  commitments .   What  i s  requi red  i s  to  house  these

specif ics  in  an overa l l  t r ans i t ion  f ramework  which  would  be  t ime-

cer ta in ;  inc lude  spec i f ied  benchmarks  for  rev iew by a  WTO

commit tee  ( the  ex is t ing  Trade  Pol icy  Review Mechanism or  TPRM)

at  des igna ted  da tes ;  and  would  resu l t  in  fu l l  WTO membersh ip  a t  the
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end  of  the  per iod  when  the  TPRM cer t i f i ed  fu l l  adherence  to  the

t r ans i t i on  p ro toco l .   To  ensu re  the  credibi l i ty  of  th is  mechanism the

TPRM would  have  the  r igh t  to  remove  MFN for  a  g iven  per iod  i f

China  fa i led  to  de l iver  the  commitments  spec i f ied  a t  any  of  the

des igna ted  benchmarks .  Ful l  membersh ip  would  requi re  the

te rmina t ion  of  the  MFN sanc t ion .

Because  today  the  main  “sanc t ion”  which  rea l ly  th rea tens  the

Chinese  (who in  e f fec t  a re  granted  MFN by a l l  WTO members)  i s  the

U.S .  Jackson-Vanik  Act ,  which  requi res  annua l  rev iew of  Chinese

MFN,  the  WTO mechanism should  inc lude  a  suspens ion  of  th i s

b i l a te ra l  a r rangement  fo r  the  t r ans i t ion  per iod .   The  subs t i tu t ion  o f

a  mul t i la te ra l  sanc t ion ,  in  which  the  U.S .  p layed  a  fu l l  ro le ,  would

grea t ly  reduce  the  b i la te ra l  conf ron ta t ion  engendered  by  the  annua l

congress iona l  deba te .   The  Chinese  be l ieve  - -  and  so  fa r  they  have

been  p roven  co r rec t  - -  t ha t  no  ma t t e r  wha t  no i se  tha t  deba te

genera tes ,  in  the  end  Congress  g ives  in  and  MFN goes  on .   Thus  the

b i la te ra l  sanc t ion  has  v i r tua l ly  no  e f fec t  on  the i r  WTO of fe rs .   But  a

meaningfu l  mul t i la te ra l  sanc t ion  could  not  be  d ismissed ,  as  i t  would

car ry  very  severe  pena l t i es  and  se r ious ly  th rea ten  Chinese  growth

prospec t s  and  in te rna l  s t ab i l i ty .   Th is  would  ensure  tha t  the
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t rans i t ion  mechanism ac ted  as  a  c red ib le  in te rna t iona l  anchor  for

domes t ic  re fo rm.

Fina l ly ,  as  a  par t  o f  the  WTO reform,  the  gener ic  i ssue  of

access ion  cou ld  be  a  “p ro jec t - a s -p rocess”  s t ep  a long  the  road  to

coherence .  In  th i s  regard ,  Russ ia  should  fo l low China .  This

approach  may  sound  ra the r  modes t  compared  to  the  g rand  ob jec t ive

of  the  Uruguay  Round .   Bu t  on  the  o the r  hand  the  cu r ren t  se r ious

externa l  imbalances  in  the  g lobal  economy are  s t imula t ing  in teres t  in

a  new round  and  no  doub t  p rominen t ly  on  the  agenda  o f  tha t  round

wi l l  be  ins t i tu t iona l  re form,  perhaps  inc luding  improved

in te rna t iona l  economic  coopera t ion!  And  g iven  growing  t ransa t lan t ic

t rade  tens ions  the  g loba l iza t ion  backlash  who can  te l l  what  might  be

accompl ished  in  the  Mil lennia l  Round?   So  le t ’ s  reconvene  in  a  few

years  and  then  we  can  answer  the  ques t ion  posed  in  the  t i t l e  o f  th i s

sess ion:   I s  coherence  in  g lobal  pol icy-making  poss ib le?
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