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Handout # 10
Muolhilateral Trade Agreements

I. Preliminary
Huge cxpansion of trade
Some presumptions that trade is pood for countrics
Yt strong opposition movemenis to trade liberalization and plohalization

# BRasic trade theories:

Aporepate gains from trade (almost always)

Two catcporics of arpuments:

Comparative advantage: Two countrics will gain from trade whenever their relative prices of
poods differ in absence of trade.

Economics of scale: Expansion of the market through trade makes it possible o atiain
cconomics of scale

Thoorics ignore non-tradable goods, ic., all goods will be cither exported or imported.

Distribotion effects of trade: painers and bosers
By and large consumers will gain from lower prices of the imported goods. Most concemns
ahout the different prodocers.

Examples:
«  (hl or mincral exports, coffec/cocoa In agoregaie: beneficial for the country.
Yt as with any cxport, it produces an appreciation of the real cxchange rate.

# Labhor intcnsive goods for skillfcapital intensive ponds. Unskilled labor “rarc™
and skilled “abundant”™ in D5, and the reverse in LDCs.

Dynamic issues, industrialization sirategies and trade policies

+  Problems with the primary exports model: sluggish demand, declining termis of
trade, fluctuating cxport carnings., fow linkages, weak productivity growth.

&  (reating dynamic comparative advantape: Industrialization policics
II. Briel historic

Collapse of intcrnational trade —1930s, with tariffs around 605 and retaliation
Creation of GATT (General Agreement on Tarff and Trade) in 1947,
Objective: Coordination mechanism o reduce tarifis.
Works by “round” of negotiation, ¥ rounds between 19497 and 1994
By mid- 1980k averape tanffs in industrialized countrics —<6%, but still many NTBs (non
tariffs barricrs). Only on manufactored poods, not on agricolture and services.
Previous to last round., the Unogoay roond 1986-94 created the WO
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Last round launched at Catar in Nov 2000: Doha Development Round, expectedly for 3
yoars, with 143 - now 168 countrics. Megotiation on Agricultural subsidics, reduction of
discriminatory govermmment procurcment practices, trade i services; TRIPs to allow poor
countrics o override patent protection for health issucs; TRIMs (trade related investment
mcasurcs); nales regarding the use of anti-dumping.
Cancun Ministerial conference - 10-14 Scept 2003

Intcrmational commodity agrecments:
MEA (Multi-Fiber Agrecment)

1. Basic fonctioning of the WT()

Tradc mlcs

*  Mon-discrimination:
Maost Favored Mation principle. same tariffs vis-a-vis all members
Except for regional trade aprecment pantners and former colonics.
Ex: Bananas war
Mational treatment principle: Equal tax and repolation treatment of domestic and imported
poads. Ex: Tuna with Mexico.

# Toward freer rade

Agreemcnt to cut and “bind™ tanff rates (agrecment on maximum rates). At cach round
apreement on an average tanff rate redoction in sectors. Then flexibility of countrics
within cach sub-soctor.

Elimination of guotas, cxcepi:

- “Safepoards™ for balance of payment problems
- “Temporary cscape clause relicf™ for specific indostry facing “scrious injury™
- “Devclopment goal™ for developing counirics
Major remaining quotas on sugar, textiles (muoltifiber agrecment).
Elimination of cxport subsidics, cxoept:
- im agriculture, under certain mules (de-coupling).

*  Special provisions

Regulation of anti-domping (similar to US mle), based on sales at price below cost. Big issoc
is the establishment of “oosts™.

Health'safety protection:  “Precaotionary principle”™. Coontrics can protect their citizens from
porceived risks. Used to be that W0 had to prove the safety. MNow countnies have to
scicntifically prove the risk.

TRIPs { Agreement on Trade-Related Aspects of Intellectual Property Righis) oblige all WO
mcmbers to adopt a core sct of inicllectual property nighis.

«  Notc: teo LIS trade laws implemented by TTC at odd with WO repulations

Countcrvailing dutics: in response to cxport subsidics by forcion countrics, cven if no ingury.
Section 301 : Retaliation by UUS government apainst unfair practice by forcign povernment vis-
a-vis imports from the US. (Retaliation = WO dispute resolution scheme)

WO Handot -2- 1IV26N3



Fomm for negotiation

#  Awvoid trade war. W0 scen as an intermediary betwoen countrics that would cogape in trade
dispuic anyway.

¢  Schodule of nepotistions, “rounds™, to agree on motoal redoction of protection.

Last round Unopuay on agricalture, textile, and services. Larpely perccived as having favored
mdusirialized nations over developing countries (insufficient in ag and textile which
represent 7% of their exports, services are interests of the Morth)

Mew round agrocd on in Qatar: Doha Development Round, planned for 3 years

Agenda, beyond tanff reduction:

- Negotiation on textile quotas (accelerate the scheme from Uroguway)
- Megotiation on tariffs on ag. produocts (stll ~ 40F%)
- Reduction with a view o phase out of agricultural subsidics
- Discuss anti-dumping
- Mo discussion on labor standard
- Intellectual property rights (TRIPS): cxception for drogs when public health necds
Justify it.
- Discussion on covircnmental, investment, and competition issucs.
Eco-labcling of poods
“Procantionary principle™
Extension of TRIMS (Trade related investment mcasurcs, reganding domestic
content, requircment on cxports matching imports).  Establishment of a “national
treatment principle”™ for FDIL.

*  Mew commodity: Pollution rights?

Platform for disputc resolution
Process:
Countrics submit their complaint, and ask for talk.
If talks fail, the country can ask for a pancl of trade officials to adjudicate.
If the pancl finds mules have boeen broken, the “goilty™ country is asked o amend its behavior.
It can appcal. But once appeals are exhausied, the decisions can only be reversed by
consensus of all members (and not one single country a5 before).
The pancl authorizes the offended country o retaliate by “withdrawing a concession of
couivalent value which it had previously nepgotiated with that country).
Countrics remain sovercign in determining how o respond. Conformity to WO rule and
decisions cannod be compelled by external forec.
Example: the Hormone-treated becf.

1 he WTO instituti

Inter-governmental cntity, ot supra-governmental.

Incificicnt: all decisions taken by consensus. | 168 countrics)

Trade ncgotiation kept scoret. Choice of povernments that prefer to remain away from
corporaie incrests”?

Dispute resolution mechanism: small number of officers, scoret procedure, some
opportunity for counirics to appeal , but no open discussion.
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