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Preface

International trade in itself is not a global public good, 

but the international trading system is. Essentially 

countries have cooperated in building an infrastruc-

ture for international trade that all members are free to 

use. Maintenance of this infrastructure requires com-

pliance, monitoring and enforcement. It also requires 

evolution in the rules themselves so that the system 

continues to provide benefits to all its members. These 

efforts involve the supply of public goods. 

The strategies and partnerships the international community has adopted 
to promote efficient trade have evolved in line with the challenges that 
have been faced. By the end of the Second World War most developed 
countries recognized the need to liberalize trade. They had inherited se-
vere trade restrictions from the 1930s, when prohibitive tariffs and com-
petitive devaluations had been used as instruments for exporting domestic 
unemployment. Liberalization could not be pursued unilaterally because 
of the associated balance of payments risks. Rather a concerted approach 
was ultimately codified in the General Agreement on Tariffs and Trade 
(GATT), which focused initially on coordinating and facilitating recipro-
cal reductions in tariffs on manufactures among Organisation for Eco-
nomic Co-operation and Development (OECD) countries. Progress over 
the subsequent period led to the conclusion of the Uruguay Round in 
1994 and the launch of the World Trade Organization (WTO) in 1995. 
The central agenda items largely involved developing countries—their 
trade in goods and services both with developed countries and with other 
developing countries. Hence the critical importance of strong participa-
tion by developing countries in the WTO as the umbrella institution 
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administering the GATT, the newly developed General Agreement on 
Trade in Services and Trade-Related Aspects of Intellectual Property 
Rights Agreement. The centrality of developing countries in the new 
trade negotiations agenda is also reflected in the labelling of the latest 
round of negotiations—the Doha Round initiated in 2001—as a devel-
opment round. 

The GATT helped reduce average duties on industrial goods in 
OECD countries from 40% in 1947 to less than 4% in 1994. The 
Marrakech Agreement—the final act of the Uruguay Round—con-
sists of 29 agreements, memoranda, declarations and other ministerial 
decisions covering areas such as agriculture, the “network industries” 
and the public sector. For these sectors governments use a vast array 
of trade-affecting policies other than tariffs (for example, subsidies for 
agriculture). Today, substantial protection remains in these newly cov-
ered sectors, with agriculture and services the most highly protected. 
In OECD countries the average agricultural tariff—about 15%—is a 
multiple of the average tariff on manufactures. Agriculture also benefits 
from direct government support, estimated at $318 billion in 2002. In 
developing countries tariffs are even higher than in OECD countries—
about 21%. In all countries barriers to international trade in services are 
more pronounced than barriers to trade in goods, often taking the form 
of regulatory measures rather than tariffs, thus offering considerable po-
tential for gains from liberalization. 

The WTO was an outgrowth of the Uruguay Round, replacing the 
GATT as an international organization even as the GATT continued to 
exist as the WTO’s governing treaty on trade in goods. It is an intersecto-
ral rule-intensive institution with global membership. Its main function is 
to ensure that trade flows as smoothly, predictably and freely as possible. It 
does this by administering trade agreements, acting as a forum for trade 
negotiations, settling trade disputes, reviewing national trade policies, as-
sisting developing countries in trade policy issues through technical assist-
ance and training programmes and cooperating with other international 
institutions. At the heart of the system are the GATT, General Agree-
ment on Trade in Services (GATS) and TRIPS, the legal ground rules 
for international commerce. Essentially they are contracts guaranteeing 
member countries important trade rights. They also bind governments 
to “keep their trade policies within agreed parameters to everybody’s 
benefit”, based on the core principles of most-favoured-nation and non-
discriminatory national treatment. 



xi

The international trading system is also characterized by a grow-
ing number of regional trade agreements (RTAs), both bilateral and 
plurilateral. These agreements cover free trade areas, customs unions 
for trade in goods and economic integration agreements on trade in 
services. Of the 285 RTAs reported to the WTO in 2003, 70% were 
free trade agreements, 23% partial scope agreements and the remaining 
7% customs unions. The vast majority are bilateral agreements between 
neighbouring countries. All 147 WTO members, except Mongolia, 
participate in or are negotiating RTAs. The motivations behind this 
trend are mostly economic; countries use RTAs to promote deeper 
integration of their economies than proposed through the WTO and 
to address issues that are not dealt with multilaterally (such as invest-
ment, competition, environment and labour standards). But often the 
choice of RTA partners is based on political and security concerns 
in an attempt to increase a country’s bargaining power in multilateral 
negotiations through a stronger regional partnership and to forge new 
geo-political alliances, increasing regional peace and security. 

In the four expert papers commissioned by the Secretariat of the 
International Task Force on Global Public Goods, the topics outlined 
above are examined in detail. The papers are organized according to 
three principal themes. First, the broader issues surrounding the exist-
ing trade regime are discussed—the evolution from GATT to WTO, 
the emergence of regional trade agreements, how the international 
community should deal with new (trade) challenges and the like. Sec-
ond, the institutional aspects of the WTO are discussed in greater de-
tail—such as how the organization should adapt as the system evolves. 
Finally, the issue of capacity building for trade is examined because of 
its importance for developing countries to be able to participate and to 
benefit from further trade liberalization. 

Papers commissioned by the Secretariat of the International 
Task Force on Global Public Goods

In “The International Trade Regime” Robert W. Staiger focuses on the 
GATT/WTO as the centrepiece of the postwar international trade re-
gime. The author examines the purpose of the WTO and the interna-
tional trade regime more broadly and then asks whether the WTO can 
be considered a global public good. He concludes that the global pub-
lic good feature of the WTO is primarily its design—the creation and 
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maintenance of the WTO as a negotiating forum—rather than the end 
uses to which it is put by member governments. Staiger also outlines 
two potential threats to the international trade regime: the increasing 
numbers of bilateral and regional preferential trade agreements and the 
widening scope of non-trade issues covered by the WTO. 

Finally, Staiger presents three reform proposals for the WTO. First, 
to strengthen such WTO instruments as transparency, trade policy re-
views and dispute settlement procedures. Second, to disentangle trade 
from other issues. And third, to provide more resources for monitoring 
the implementation of WTO agreements.

Like Staiger, Paul Collier’s contribution titled “The International 
Public Goods Needed to Promote International Trade” focuses on the 
GATT/WTO as supplier of international public goods. Collier’s depar-
ture point, however, is that while GATT was hugely successful, it is not 
obvious that the WTO could replicate this success because the starting 
points are radically different. The author identifies three differences. First, 
whereas the GATT functioned entirely by bargaining to find mutu-
ally beneficial ways to liberalize, the new developing country members 
expect the WTO to perform the traditional roles of international or-
ganizations as a mechanism for transfers from developed to developing 
countries. Second, membership is no longer restricted to countries will-
ing to negotiate; many new members have neither much to offer nor 
much to gain from bargaining. Third, the wider scope of the WTO will 
require intersectoral deal-making, which is intrinsically more difficult. 

Proceeding from this analysis, Collier proposes seven solutions for 
these challenges. Two of them address the tension inherent in the present 
design of the WTO. This involves the role of the WTO as a forum for 
bargaining in contrast to a role as a mechanism for developed-develop-
ing country transfers and the tension between the WTO’s expanding 
role in rule promulgation and members’ concerns about sovereignty. 
Three of Collier’s solutions focus on how developing countries might 
engage with the WTO—the marginalized countries’ limited scope for 
bargaining, the “integrating” developing countries liberalization of trade 
with the OECD countries and how developing countries might liberal-
ize trade with each other. The final proposed solution considers some 
internal WTO design issues such as formalizing negotiating blocs and 
empowering the secretariat. 

Both Staiger and Collier recognize the importance of the WTO as 
an institution, and both recommend strengthening various functions 
of the organization, including its secretariat. In “The World Trade Or-



xiii

ganization—An Assessment” Constantine Michalopoulos looks at the 
institutional aspects in greater detail and makes a thorough assessment 
of how well the WTO is fulfilling its role as the principal institution 
for delivery of GPGs in trade, considering the organization’s mandate, 
scope and function. 

From his assessment Michalopoulos concludes that the WTO has 
to change into an institution based more on cooperation and less on 
confrontation if it is to accomplish its mission. He offers a list of con-
crete recommendations, including strengthening the WTO secretariat 
so that it can develop independent views, initiate accord analyses and 
present independent evaluations of country policies. He also recom-
mends more complete and transparent trade-related information. Like 
Staiger, he calls for strengthening the trade policy review system and 
reviewing the dispute settlement mechanism. He furthermore proposes 
that an independent evaluation unit be established, similar to those that 
exist for the World Bank and the International Monetary Fund.

In “Capacity Building for Trade as a Global Public Good” Sanoussi 
Bilal and Stefan Szepesi take as their starting point the concern that the 
benefits from the international trade system are distributed very un-
evenly—a concern that both Staiger and Collier also raise. The authors’ 
basic analysis is that a large number of less developed countries lack the 
necessary capacity to benefit from trade liberalization. Bilal and Szepesi 
argue that in the absence of capacity-building initiatives to remedy the 
imbalance between developed and developing countries, the interna-
tional trade regime remains a global public good in name more than 
in substance. 

The authors next review and assess some major trade-related capac-
ity-building initiatives and suggest possible avenues going forward. In 
doing so they draw on the lessons from past experiences, highlight good 
practices, identify problems and make a number of recommendations 
for enhanced trade capacity building.
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1Contribution on the 
International Trade Regime

Robert W. Staiger

Stanford University, the University of Wisconsin
and NBER

The General Agreement on Tariffs and Trade (GATT), and now the World Trade 
Organization (WTO), has in effect served as the constitution of the postwar inter-
national trade regime. This contribution focuses on the GATT/WTO as the cen-
trepiece of the postwar international trade regime and explores a number of themes. 
First, what purpose is served by the WTO and the international trade agreements 
that it administers? Second, in what sense is the WTO a global public good? The 
third theme discusses two interpretations of the developing country experience in the 
GATT/WTO. The fourth theme identifies two potential threats to the WTO and 
the international trade regime that is built upon it. And finally, a number of possible 
reforms of the WTO are considered and evaluated.

This contribution suggests both general and specific conclusions. At a general 
level, the importance for the work of the Task Force is indicated with regard to the 
international trade regime of identifying the central inefficiencies that the WTO is 
being asked to address. There are two distinct inefficiencies that might reasonably be 
addressed through international trade agreements, and it is suggested that providing 
its member governments with an avenue of escape from the inefficiencies that arise 
with a terms-of-trade driven Prisoners’ Dilemma is the central task that the WTO 
is well designed to handle. Also at a general level, it is argued that the global public 
good features of the WTO are associated primarily with its design features—that is, 
with the creation of the WTO and its maintenance as a negotiating forum—rather 
than with the end uses to which the WTO is put by its member governments. At 
a more specific level, these general conclusions are used to offer two interpretations 
of the disappointing developing-country experience within the GATT/WTO and 
to suggest that the international trade regime may be threatened by the increasing 
numbers of preferential trade agreements and the widening scope of non-trade is-
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sues covered by the WTO. And finally, using these general and specific conclusions, 
a number of possible WTO reform proposals are examined. 

An international trade regime can be largely non-cooperative, or it 
can be characterized by significant efforts at international cooperation. 
International cooperation in trade matters can be implicit, or it can take 
the form of explicit international trade agreements. In the era since the 
Second World War, the international trade regime has been characterized 
by significant and sustained attempts to cooperate over trade matters at a 
multilateral level through voluntary but explicit international trade agree-
ments. The GATT, and now the WTO, has in effect served as the constitu-
tion of the postwar international trade regime. This contribution focuses 
on the GATT/WTO as the centrepiece of the postwar international 
trade regime and explores the following themes. First, what purpose is 
served by the WTO and the international trade agreements that it admin-
isters? Second, in what sense is the WTO a global public good? The third 
theme discusses two interpretations of the developing country experience 
in the GATT/WTO. The fourth theme identifies two potential threats 
to the WTO and the international trade regime that is built upon it. And 
finally, a number of possible reforms of the WTO are evaluated.

What purpose is served by the WTO?

Because international trade agreements are entered into by governments 
voluntarily, they must offer the possibility of mutual gains for all participants. 
In a multilateral forum where all governments can participate, this possibil-
ity can only arise if there are inefficiencies absent the international agree-
ment (i.e., if everyone is to get a bigger piece of the “pie”, then the size of 
the pie must be increased, and this is only possible if there is an inefficiency 
to begin with).1 The role of the agreement is then to reduce or eliminate 
the inefficiencies and distribute the gains from this accomplishment across 
participants. Hence, to identify the purpose served by international trade 
agreements, the key step is to identify the inefficiencies that such agree-
ments can address. This section provides a brief description of the two cen-
tral inefficiencies that international trade agreements can address. 

The first role: escaping from a terms-of-trade driven Prisoners’ Dilemma

The most direct role for an international trade agreement is to elimi-
nate an “international” inefficiency that would arise in the absence of 
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an agreement—an inefficiency whose source can be traced to the eco-
nomic interdependence among nations. What, then, is the source of the 
international inefficiency? A natural possibility is the “terms-of-trade 
driven Prisoners’ Dilemma” that governments may confront in the ab-
sence of a trade agreement.2 Providing governments with an avenue of 
escape from a terms-of-trade driven Prisoners’ Dilemma offers a first 
possible role that international trade agreements can play. 

The essence of this first role may be understood as follows. When 
the US government raises barriers against exports from the European 
Union (EU), it imposes a cost on EU exporters, if these exporters must 
ultimately accept lower prices for their products as a result of the di-
minished access to the US market. In the absence of some compel-
ling reason to take this cost into account, the US government will 
naturally “under-value” the global costs of its decision to raise barriers 
against EU exports—it ignores the cost it imposes on EU exporters. 
As the European Union is in a similar situation with regard to barriers 
against exports from the United States, the EU government will natu-
rally under-value the global costs of its decision to raise barriers against 
US exports. The upshot, then, is that unless governments are given a 
compelling reason to take account of the costs that they impose on 
foreign exporters when they erect trade barriers, there will be a “prob-
lem” that translates into an international inefficiency. In particular, from 
a global standpoint there will be “too much” trade protection—and 
therefore “too little” market access—provided by governments in the 
following sense. If each government were given a “voice” in the market 
access choices made by those governments in the countries to which 
its exporters sell, it would be willing to pay those governments to pro-
vide greater market access to its exporters, and all governments could 
potentially gain from this transaction. 

What has just been described is the international inefficiency that 
arises when governments find themselves caught in a terms-of-trade 
driven Prisoners’ Dilemma.3 As described, this international inefficiency 
arises naturally whenever governments lack a compelling reason to take 
account of the costs that they impose on foreign exporters when they 
erect trade barriers. And as explained, the international inefficiency 
takes the form of too little market access in the world.

Given this problem, the purpose of the WTO can then be seen as 
providing a “solution”—providing governments with an avenue of es-
cape from the terms-of-trade driven Prisoners’ Dilemma in which they 
are mutually caught. As is described more fully below, the particular 
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approach adopted by the WTO (and the GATT before it) to solve this 
problem is to provide a “market” for the exchange of market access 
commitments among governments. That is, the WTO is set up as a ne-
gotiating forum for governments, and its rules and norms are structured 
so that a government that wants access for its exporters to the markets 
of another country can engage in negotiations with the government 
of that country and offer access to its own markets in exchange.4 In 
this way, each government is given a voice—through WTO negotia-
tions—in the market access choices made by those governments in 
the countries to which its exporters sell. And in this way, each govern-
ment is given a compelling reason—through WTO negotiations—to 
take account of the costs it imposes on foreign exporters with its trade 
barriers (whether erecting new trade barriers or maintaining existing 
ones). When it restricts access to its markets for foreign exporters it must 
consider the foregone access to foreign markets for its own exporters 
that it could have acquired by an exchange of market access commit-
ments with its trading partners through WTO negotiations. (The re-
cent unilateral imposition of steel tariffs by the US government, and its 
subsequent decision to withdraw these tariffs in the face of threatened 
WTO-approved countermeasures against US exporters by the EU, is 
a good illustration of this point.) It is in this way that WTO market 
access negotiations can “internalize” the terms-of-trade “externalities” 
that governments impose on each other with their unilateral trade pol-
icy choices and thereby allow governments to achieve more efficient 
and mutually preferred outcomes.

If the purpose of the WTO is to provide governments with an 
avenue of escape from a terms-of-trade driven Prisoners’ Dilemma, 
then WTO negotiations should be concerned fundamentally with ex-
panding market access to globally efficient levels, and each government 
should be guided in these negotiations by the interests of its exporters. 
Three important observations follow.5  

First, this interpretation of the purpose of the WTO explains why 
governments are driven by exporter interests in WTO negotiations—
rather than the gains that come to consumers with freer trade—without 
resorting to the view that governments adopt irrational mercantilist 
motives. Hence, under this interpretation, it becomes possible to view 
the WTO as an international institution within which the behaviour of 
governments can be understood with basic economic reasoning.

Second, this interpretation of the purpose of the WTO indicates 
that governments will utilize WTO negotiations to reduce trade bar-
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riers and expand market access, regardless of their underlying ideolo-
gies or political preferences. Under this interpretation, what motivates 
governments to negotiate trade-liberalizing agreements in the WTO is 
not necessarily a belief in free-trade principles, but rather the essential 
point that, whatever the underlying policy motivations of governments, 
there is simply too little market access in the world absent the WTO 
(or absent something else that serves the same purpose). Under this 
interpretation, then, arguments in support of the WTO are far more 
general than arguments in support of free trade. For instance, arguments 
in support of free trade require the absence of market imperfections 
(or the availability of non-trade policy instruments to address these 
market imperfections) and require as well the ability of governments 
to achieve distributional objectives through non-trade policies. Argu-
ments in support of the WTO under this interpretation do not require 
that either of these conditions is met. Observe also that this interpre-
tation of the purpose of the WTO can explain why WTO officials do 
not make pronouncements concerning what constitutes “good policies” 
(free trade) for WTO-member governments—as long as the policies of 
member governments stay within the basic WTO rules (non-discrimi-
nation, transparency and so on)—a fact that distinguishes the WTO 
markedly from other international economic institutions, such as the 
IMF, whose purposes are presumably quite different. This is a very im-
portant point for the work of the Task Force, and it is discussed further 
in this contribution.

And third, this interpretation of the purpose of the WTO carries 
with it a succinct mission for the WTO as an international institution. 
Specifically, the WTO should work to facilitate the expansion of mar-
ket access commitments by its member governments—nothing more 
and nothing less. 

The second role: making policy commitments to the private sector

An alternative role for an international trade agreement is to eliminate 
a “national” inefficiency that would arise in the absence of an agree-
ment—an inefficiency whose source can be traced to a distortion in 
the national economy. In this case, an obvious question is, Why does a 
government need an agreement with other nations to help it address 
its national problem? A possible answer to this question is that, in the 
absence of a trade agreement, a government may be trapped in a sub-
optimal “time-consistent equilibrium” in its policy interactions with its 
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own private sector. Helping governments escape from time-consistent 
equilibriums then offers a second possible role that international trade 
agreements can play. 

While the first role of international trade agreements described 
above focuses on the inefficiencies that arise as a result of the policy 
interactions among national governments, this second potential role can 
be seen by focusing on the inefficiencies that arise as a result of the in-
teractions between each national government and its own private sector. 
Specifically, by “tying the hands” of a government, an international trade 
agreement may serve as an external constraint that can help the gov-
ernment make policy commitments (non-intervention) to the private 
sector that it would not be able to maintain “on its own”—without its 
hands tied by some external constraint. Unlike in the first role for trade 
agreements described above, under this second role for trade agree-
ments other governments are not really part of the “problem”, but they 
can nevertheless become part of the “solution” by agreeing to punish a 
government if it reneges on its policy commitments. In this way, a gov-
ernment can potentially use a trade agreement to achieve policy goals 
that it would find infeasible to achieve on its own. 

An example can illustrate the idea. Suppose that the government 
of Mexico wishes to undertake a substantial liberalization of its trade 
regime because it sees the economic costs to Mexico of maintaining 
import protection—in terms of both the inefficiently large import-
competing industries that have survived behind Mexican trade bar-
riers and the inefficiently high prices that Mexican consumers must 
pay for imported and import-competing products—as outweighing 
the redistributive benefits that import-competing workers in Mexico 
enjoy as a consequence of these trade barriers. Suppose further that 
the government of Mexico announces a future date (such as one year 
from now) at which all remaining Mexican import barriers will be 
removed. Suppose finally that workers in the import-competing in-
dustries of Mexico must by that date make a largely irreversible deci-
sion of whether to relocate from the import-competing industries or 
stay. Plausibly, many of these workers will be better off relocating if 
the government of Mexico follows through with its announced trade 
liberalization on the announced date. But some workers may be better 
off staying in the import-competing industry even under liberaliza-
tion, despite the precipitous drop in wages that they may experience, 
because their ability to relocate is sufficiently constrained. A potential 
credibility problem will arise for the Mexican government if there are 
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significant numbers of Mexican workers who would choose to stay 
under liberalization. In this case it would be tempting for the govern-
ment to renege on its announced intentions after those workers who 
could leave the import-competing industries had done so and to offer 
some import protection to those workers that remain in the import-
competing industries at that time. The real difficulty for the govern-
ment is that workers who would have relocated if they expected the 
government to actually follow through on its announced liberaliza-
tion will choose not to leave if they understand how the government’s 
incentives will change with time (after the date of its announced trade 
liberalization has come and gone). In the presence of this credibility 
problem the government may find itself trapped in a suboptimal situa-
tion in which it cannot credibly liberalize its import barriers and from 
which it cannot escape. 

What has just been described is a national inefficiency that arises 
when a government finds itself caught in a “time-consistent equi-
librium”.6 As described, this national inefficiency arises whenever a 
government faces a policy credibility problem with regard to the ex-
pectations of its private sector.7 Given this problem, the purpose of the 
WTO can then be seen as providing a “solution”—providing govern-
ments with an avenue of escape from the time-consistent equilibriums 
in which each is caught with its private sector. As mentioned above, 
the role of the WTO in this case is to facilitate agreements that permit 
governments to “tie their own hands” against pressures that they face 
from their own private sectors to renege on announced policy goals 
and thereby enhance the national credibility of trade reforms. Of course 
there is no “world jail” into which a government can be thrown if it 
does “untie its hands” and renege on liberalization commitments made 
in the context of WTO negotiations. But broken WTO commitments 
can lead to retaliatory responses from important trading partners, a pos-
sibility that introduces additional “external” costs for a government that 
reneges on its policy commitments, and this possibility can potentially 
serve as an external commitment device that can help a government 
make policy commitments to its private sector that it would not be able 
to maintain on its own.8 

If the purpose of the WTO is to provide governments with a means 
of escape from a time-consistent equilibrium, then the focus on market 
access commitments that characterized the mission of the WTO in the 
first role described above no longer applies. Instead, under this second 
role, it is not levels of market access per se to which governments need 
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help committing, but rather any of a whole host of border and non-
border policy instruments at their disposal. This point is very important 
for the work of the Task Force with regard to the international trade 
regime, because it indicates that some of the key design features of 
the WTO—such as whether agreements should seek to commit gov-
ernments primarily to market access levels, leaving each government 
largely free to determine for itself the exact mix of border and non-
border measures with which it will honour its market access commit-
ments, or rather commit governments to specific levels of both border 
and non-border policy measures—will depend on which of these two 
roles the WTO is to play. Of course the WTO could play both roles, 
and it probably does to some extent as is observed in the next subsec-
tion. But due to the distinct nature of the two problems that are being 
solved under these two different roles, it is likely that the WTO cannot 
serve both purposes well. Hence, identifying the central problem that 
the WTO is attempting to solve is a critical step in ensuring the coher-
ence of the international trade regime built upon WTO principles, and 
it is a critical step as well for the work of the Task Force with respect to 
the international trade regime. 

The literature, the evidence and the design features of the GATT/WTO

The existing economics literature on trade agreements highlights one 
or the other of these two roles.9 In fact it is accurate to say that the 
main branch of the economics literature adopts the view that trade 
agreements serve the first role, namely, that they allow governments 
to escape from a terms-of-trade driven Prisoners’ Dilemma.10 Studies 
exist which emphasize the possible commitment role played by trade 
agreements as well, but this branch of the literature has not to date been 
developed very far.11  

Empirically there are a large number of studies that provide indirect 
support for the terms-of-trade interpretation of the role of the WTO, 
though there are as yet no studies that provide direct empirical evidence 
that the WTO serves this role.12 Moreover, a number of the most central 
design features of the WTO—such as its reciprocity norm, its non-dis-
crimination principle and its enforcement provisions, as well as its tradi-
tional focus on market access—can be interpreted as making the WTO 
well suited to help governments in their attempt to escape from a terms-
of-trade driven Prisoners’ Dilemma.13 This evidence suggests that, at its 
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core, the WTO is a well designed institution if its purpose is to help gov-
ernments escape from a terms-of-trade driven Prisoners’ Dilemma.

With regard to evidence concerning the possible commitment role 
played by the WTO, there is one study that provides direct empirical 
evidence of a commitment role played by GATT (prior to its rebirth as 
the WTO).14 On the other hand, there are no studies that have been able 
to offer a commitment interpretation of the central design features of the 
WTO, and there is reason to believe that at least one prominent feature of 
the WTO—the built-in policy flexibility that governments can exercise 
through various WTO safeguard provisions and escape clauses—works 
against the role of the WTO in serving as a commitment mechanism to 
constrain the actions of governments against their private sectors. This 
evidence suggests that, while the WTO may play some commitment role 
for its member governments, this is not its central purpose.

So now it is time to return to the question with which this section 
began: What purpose is served by the WTO? On the basis of this dis-
cussion, a defensible answer to this question would run as follows. The 
WTO (and GATT before it) owes its reputation as one of the world’s 
most successful international institutions to the fact that it has served 
primarily as an effective means by which its member governments 
have been able to escape from a terms-of-trade driven Prisoners’ Di-
lemma. This escape has translated into an expansion of market access 
through GATT/WTO negotiations to more nearly internationally 
efficient levels, and mutual gains for the participating governments 
have been created as a result. GATT/WTO commitments can also 
enhance the national credibility of trade reforms and thereby help 
governments escape from suboptimal time-consistent equilibriums, 
but this role has probably been secondary in accounting for the gains 
that are associated with GATT/WTO membership. A key remaining 
question is how these gains have been distributed across the member 
governments. This question will be addressed further in this contri-
bution. But before doing so, the sense in which the WTO might be 
thought of as a global public good is considered. 

Is the WTO a global public good?

This section develops the rationale for treating the international trade 
regime, as embodied in the WTO, as a global (“international”) public 
good. The creation and maintenance of the WTO has important glo-
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bal public good features, but its utilization by member governments 
need not exhibit the features of a global public good. This distinction 
between creation/maintenance and utilization can provide important 
guidance for the Task Force in suggesting useful reforms of the WTO. 

An institution such as the WTO can be viewed as an international 
public good in the sense that governments have a shared interest 
in its creation and maintenance, much as the inhabitants of an off-
shore island have a shared interest in the creation and maintenance 
of a causeway for purposes of escaping to the mainland in times of 
an approaching hurricane. The causeway analogy is useful because 
it helps to highlight a subtle but important point about the WTO. 
Specifically, once built (and maintained), the utilization of the cause-
way may be largely a private good (subject to possible congestion, 
a point returned to further in this paper). Individual families may 
escape an oncoming hurricane in their own vehicles, and the utiliza-
tion of the causeway by one family may therefore entail very little 
“spillover” to other island inhabitants. That is, the main “collective 
action” problem associated with the causeway is associated with its 
construction and maintenance, not with its use. By analogy, the crea-
tion and maintenance of the WTO can be seen as an act of providing 
an international public good, but the utilization of the WTO by its 
member governments (the market access negotiations between two 
governments) can be seen largely as an international private good.15 
Returning to an observation made previously, this point is consistent 
with the fact that WTO officials do not make pronouncements on 
specific ways in which member governments should utilize the WTO 
(such as free trade in services by 2015). The specific goals which the 
GATT/WTO is utilized by its member governments to achieve have 
traditionally been left up to the interests of the member governments 
themselves, reflecting perhaps the absence of an important collective 
action problem associated with WTO utilization. Rather the main 
collective action problem lies in setting up and maintaining this in-
stitution as an effective negotiating forum for member governments; 
the uses to which the negotiating forum is put by member govern-
ments is then largely an international private good. 

To see that utilization of the WTO by its member governments is 
largely an international private good, it is important to understand that 
in many ways the WTO is set up so that member governments can use 
it to solve either of the two problems identified in the previous section 
with negotiations among a small number of trading partners and can 



International Trade

Chapter 1

Staiger

11

ensure that those negotiations entail minimal spillovers to other (even 
WTO member) governments. Indeed this feature may in large part 
explain the success of the GATT/WTO as an international institu-
tion; under its rules and procedures, governments have been successfully 
motivated to engage in trade-liberalizing negotiations because they are 
the primary beneficiaries of their own negotiations. (Spillovers to third 
countries are minimized.) 

Consider, then, the central problem that the WTO is well designed 
to solve, namely, providing governments with an avenue of escape from 
a terms-of-trade driven Prisoners’ Dilemma. It can be argued that mar-
ket access negotiations among a small number of governments can allow 
these governments to “solve their problem” and expand their market ac-
cess to internationally efficient levels with minimal or even no spillovers 
to other countries—so that these governments can capture most or all 
of the benefits of their negotiations for themselves—provided that their 
negotiations abide by the WTO non-discrimination rule and conform 
to the WTO principle of reciprocity (see note 13). Intuitively, when two 
governments negotiate non-discriminatory trade liberalization on a re-
ciprocal basis, each government is really accomplishing two things. It is 
expanding the demand for imports in its country on a non-discrimina-
tory basis, which could potentially be satisfied by increased exports from 
any country in the world; and it is stimulating its own export supply 
with the resources released from use in its import-competing industries, 
giving its exporters an extra competitive advantage over exporters from 
other countries in serving the new import demands of its negotiating 
partner. In this way, WTO negotiating partners who exchange non-dis-
criminatory market access concessions on a reciprocal basis can in effect 
ensure that most or even all of the expanded trade volume that derives 
from these negotiations goes to their own exporters.16

The implication, then, is that governments can largely “internal-
ize” for themselves the benefits from utilizing the WTO to solve their 
problems. Returning to the causeway analogy, the central public good 
features of the causeway are associated with its creation and mainte-
nance, not with its use. Likewise, the central public good features of 
the WTO are associated with its creation and maintenance, not with 
its utilization by member governments. This distinction can serve as 
an important guideline for the work of the Task Force with regard to 
the international trade regime. The focus of the Task Force should be 
aimed at enhancing the design features of the WTO (which are largely 
of an international public good nature)—so that member governments 
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may more effectively utilize these features to solve either or both of the 
problems identified above—rather than aimed at attempting to dictate 
the end uses to which the WTO system is put by its member govern-
ments (which are largely of an international private good nature).

Two interpretations of developing-country experience in 
the GATT/WTO 

This section briefly considers the evidence concerning the unevenly 
distributed benefits of trade expansion (skewed largely toward big de-
veloped countries) afforded by GATT/WTO membership over the past 
decades and utilizes the discussion of the previous sections to draw 
several observations. 

There is much anecdotal evidence and recently some more system-
atic evidence that the main trade-expanding impacts of the GATT/
WTO have been confined to developed country members, with devel-
oping country members experiencing little expansion in trade volumes 
as a result of the 50-plus year history of GATT/WTO market access 
negotiations. In fact a recent study finds that GATT/WTO negotiations 
have had essentially no measurable impact on the trade of developing 
countries, but that the aggregate volume of trade for developed coun-
tries is currently about 65% greater than it would be in the absence of 
the market access commitments negotiated within the GATT/WTO.17 
These findings support the view that the main beneficiaries of the inter-
national trade regime built upon the GATT/WTO are the developed 
countries. But how is this fact to be interpreted? Two observations are 
made based on the arguments contained in the two previous sections. 

A first observation is that the uneven distribution of benefits across 
countries may reflect two underlying features: the uneven distribu-
tion across countries of the central problem that the GATT/WTO 
can reasonably be expected to solve (the terms-of-trade driven Pris-
oners’ Dilemma); and the ability of governments to largely internal-
ize for themselves the benefits of solving their problems within the 
GATT/WTO, as indicated in the previous section. More specifically, 
the terms-of-trade driven Prisoners’ Dilemma problem is likely to be 
most prominent in large developed-country markets. This is because, 
for a government to create an international inefficiency with its market 
access choices, those choices must have a significant effect on exporter 
prices in other countries, and this in turn requires that the govern-
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ment must be a “big player” in world trade. The degree of openness of 
its borders to trade must have significant impacts on world markets, a 
feature that is shared most prominently by governments in large devel-
oped countries. Hence the terms-of-trade driven Prisoners’ Dilemma 
problem is likely to be found primarily among the large developed 
countries. In light of the observations made in the previous two sec-
tions—that the terms-of-trade driven Prisoners’ Dilemma is the central 
problem that the WTO is well designed to solve, and that governments 
can largely internalize for themselves the benefits from solving this 
problem through GATT/WTO negotiations—it then follows that the 
large developed countries will naturally experience the largest benefi-
cial expansions of trade as a result of solving this problem through mar-
ket access negotiations within the GATT/WTO. In this way, it can be 
argued that one interpretation of the uneven distribution of the benefits 
of trade expansion skewed largely toward the big developed countries 
is relatively sanguine; this simply reflects the GATT/WTO “doing its 
job, and doing it well”.  

A second observation is that an alternative interpretation is also 
possible, however. Under this alternative interpretation, developing 
countries do suffer from significant problems that can in principle be 
addressed through a trade agreement (either or both of the two prob-
lems identified above), but developing countries are unable to ade-
quately and effectively address these problems within the GATT/WTO 
system. The possible reasons why developing countries might have diffi-
culty utilizing the WTO are many and varied, and to the extent that this 
second interpretation is correct, then addressing the most pressing of 
these reasons should be a priority of the proposed reforms of the WTO. 
For instance, as previously observed, providing governments with an 
effective escape from a terms-of-trade driven Prisoners’ Dilemma re-
quires that negotiated market access commitments are enforceable, and 
in the WTO this is accomplished with the threat of retaliatory actions. 
It has been observed that an inability to credibly threaten retaliatory ac-
tions therefore puts small developing countries at a disadvantage when 
attempting to utilize the GATT/WTO system.18 Under this second 
interpretation, these and other possible impediments to the effective 
utilization of the WTO by developing countries are surely worthy tar-
gets of reform proposals. 

Indeed this second interpretation seems consistent with the Min-
isterial Declaration of 14 November 2001 that launched the Doha 
Round of WTO negotiations, which stated in part: 
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International trade can play a major role in the promotion of 
economic development and the alleviation of poverty. We recognize 
the need for all our peoples to benefit from the increased oppor-
tunities and welfare gains that the multilateral trading system gen-
erates. The majority of WTO members are developing countries. 
We seek to place their needs and interests at the heart of the Work 
Programme adopted in this declaration. Recalling the Preamble to 
the Marrakesh Agreement, we shall continue to make positive ef-
forts designed to ensure that developing countries, and especially 
the least-developed among them, secure a share in the growth of 
world trade commensurate with the needs of their economic devel-
opment. In this context, enhanced market access, balanced rules, and 
well targeted, sustainably financed technical assistance and capacity-
building programmes have important roles to play.

We recognize the particular vulnerability of the least-developed 
countries and the special structural difficulties they face in the glo-
bal economy. We are committed to addressing the marginalization 
of least-developed countries in international trade and to improv-
ing their effective participation in the multilateral trading system. 
We recall the commitments made by ministers at our meetings in 
Marrakesh, Singapore and Geneva, and by the international com-
munity at the Third UN Conference on Least-Developed Coun-
tries in Brussels, to help least-developed countries secure beneficial 
and meaningful integration into the multilateral trading system and 
the global economy. We are determined that the WTO will play its 
part in building effectively on these commitments under the Work 
Programme we are establishing.
This declaration is a clear statement of intent to harness the WTO 

to better serve its developing country member governments. But espe-
cially in light of the sweeping goals of the Doha Round in this regard, 
it deserves emphasis that there is at least the possibility that the many 
problems faced by developing country governments are not the prob-
lems that the WTO is well equipped to solve, in which case placing re-
forms of the WTO at the heart of efforts to help developing countries 
may be ill-advised. 

The upshot, then, is that what—if anything—should be done about 
the unevenly distributed benefits of trade expansion afforded by GATT/
WTO membership over the past decades hinges largely on which of the 
two  interpretations offered above is correct, and currently there is very 
little evidence one way or the other with which to weigh the validity 
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of these alternative interpretations. In this light, and until more evidence 
is available on this critical question, a sensible position might proceed 
cautiously by seeking to identify the most obvious impediments that 
developing countries face in making use of WTO procedures and then 
advocating reforms of the WTO aimed at dismantling these impedi-
ments in the hope of enhancing the effectiveness with which develop-
ing countries can put the WTO to use in solving either or both of the 
problems identified above. 

Potential threats to the international trade regime

The effectiveness of the international trade regime may be threatened 
by two trends. The first trend is the increasing numbers of bilateral and 
regional preferential trade agreements. The second trend is the widen-
ing scope of non-trade issues covered by the WTO. 

In effect, these two trends may be seen to pose the clearest threat 
to the effectiveness of the WTO if its central purpose is seen as helping 
governments escape from a terms-of-trade driven Prisoners’ Dilemma. 
In this case, the escape can be engineered with traditional market ac-
cess agreements that focus primarily on border measures and trade is-
sues, but only provided that border measures are primarily maintained 
on a non-discriminatory basis. Intuitively, under the non-discrimina-
tion principle of the WTO, tariffs must be applied on a most-favoured-
nation (MFN) basis (see note 13). When all tariffs conform to MFN, 
the international externalities that governments impose on each other 
with their unilateral tariff choices take on a very simple form, because 
no government has any particular reason to care about the source of 
its imports (the particular exporter country from which these imports 
originate). And in light of the simple nature of the international ex-
ternalities in an MFN environment, it can be argued that a negotiat-
ing forum structured by the other central features of the WTO (such 
as its reciprocity norm) is likely to be especially effective in allowing 
governments to solve their terms-of-trade driven Prisoners’ Dilemma 
problem through market access negotiations.19 In contrast, a govern-
ment that imposes discriminatory tariffs on its trading partners now has 
a reason to care about the source of its imports, and this introduces a 
more complex pattern of international externalities that the negotiating 
forum structured by WTO rules is not as well equipped to handle. For 
example, the ability of negotiating governments (as described above) 
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to use reciprocal exchanges of market access commitments to capture 
for themselves most or even all of the benefits that derive from their 
negotiations is altered when tariff discrimination is prevalent. In fact, 
once the WTO norm of non-discriminatory and reciprocal exchanges 
of market access commitments is widely compromised, a new threat to 
the international trade regime arises. Rather than utilizing international 
trade agreements to solve inefficiencies so that all countries can poten-
tially gain (or at least some can gain and none need lose), governments 
may see discriminatory preferential agreements as a way for the partici-
pants in those agreements to gain at the expense of non-participants.

The upshot, then, is that the more prevalent and important preferen-
tial trade agreements are, the less effective is the negotiating forum de-
fined by WTO rules and norms likely to be for solving the terms-of-trade 
driven Prisoners’ Dilemma problem. And once the basic reason for the 
effectiveness of reciprocal market access negotiations as a solution to this 
problem is compromised, as will be the case in the more complicated dis-
criminatory environment that preferential agreements create, negotiations 
over other non-border measures and non-market-access issues may be 
deemed necessary to achieve internationally efficient outcomes. In addi-
tion to posing the threat of “mission creep” for the WTO, this movement 
toward negotiating over non-border measures and non-market-access is-
sues may make agreements that are struck within the WTO increasingly 
at odds with traditional notions of national sovereignty.20 

As a consequence of these arguments, it is possible to see the erosion 
of the non-discrimination principle that has accompanied the increasing 
numbers of bilateral and regional preferential trade agreements as com-
plicating the task before the WTO—to the extent that this task amounts 
to helping governments escape from a terms-of-trade driven Prisoners’ 
Dilemma—and inducing it to confront a widening scope of non-trade 
issues in an attempt to serve this purpose, thereby diluting its central mis-
sion and threatening the sovereignty of its member governments. 

Reforms of the WTO

This section briefly considers and evaluates a number of possible con-
crete reforms that might be proposed to enhance the efficiency and the 
effectiveness of the international trade regime. It suggests a number of 
specific directions in which the reform proposals might be developed. 
Throughout, this contribution’s criterion for identifying a promising 
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reform proposal for the Task Force to consider is that the proposal is 
directed toward the global public good features of the WTO. 

Proposal 1

Proposal: Strengthen WTO instruments such as trade policy reviews and 
dispute settlement procedures. 
Evaluation: This proposal is directed toward making the design features 
of the WTO more effective for use by member governments, and as 
such it is directed at the global public good features of the WTO, as 
discussed previously. 

In light of the discussion above, one specific focus of this proposal 
might be to consider ways to enhance the effectiveness with which 
developing countries can use the WTO’s dispute settlement procedures 
(DSP). In this regard, Mexico (WTO 2002) has proposed a number of 
reforms of the DSP. For instance, Mexico’s proposal to make WTO re-
taliation rights tradable among WTO member governments has some 
appealing features from an economic perspective, and it might warrant 
further investigation and possible support by the Task Force. In effect, 
if implemented through auctions, the idea of tradable retaliation rights 
represents a market-based approach to introducing multilateral elements 
into retaliation threats within the WTO. This could possibly give small/
developing countries more of a “voice” in their bilateral disputes with 
large/developed trading partners and at the same time raise the possibil-
ity that small/developing countries may achieve some restitution (in the 
form of auction revenue), even if they are unable to bring about change 
in the offending policies of their large/developed trading partners.21  

A second specific focus of this proposal—which could potentially 
have cross-cutting effects on the issues of transparency, trade policy re-
views and dispute settlement procedures as they relate to government 
responses to “unfair trade practices”—might be to consider the pos-
sibility of providing governments whose exporters face countervailing 
or anti-dumping duties with some form of reciprocal rights of com-
pensation/retaliation against the countries that impose these duties on 
their firms. A proposal that adopted this second specific focus would 
build from the observation that a major accomplishment of the GATT/
WTO relative to the pre-GATT era has been to harness retaliation 
and convert it into a tool of international order, and that retaliation 
in the GATT/WTO serves two roles. A first role is to provide the re-
taliating government with some restitution when it is harmed by the 
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unilateral policy action of a trading partner, but a second role is to con-
front the government that takes the unilateral policy action more com-
pletely with the full costs of its decision in the international arena, and 
thereby fend off the re-emergence of a terms-of-trade driven Prison-
ers’ Dilemma. According to this second role, retaliation/compensation 
provisions in the GATT/WTO can be important in ensuring that gov-
ernments face the “correct” incentives when making their policy deci-
sions. From this perspective, the idea of extending the existing rights of 
retaliation/compensation in the WTO—which currently apply in areas 
such as GATT Article 19 safeguard actions and GATT Article 28 rene-
gotiations—to apply as well to GATT Article 6 actions (anti-dumping 
and countervailing duties) has some appealing features, and it might 
warrant further investigation and possible support by the Task Force. 
For instance, it can be argued that introducing into the WTO a set of 
new provisions that would give governments the right of retaliation/
compensation in response to the imposition of anti-dumping/counter-
vailing duties on their exporting firms could diminish the temptation 
to “over-utilize” anti-dumping/countervailing duties. At the same time 
it could diminish the need for transparency of the process that leads to 
the imposition of such duties and reduce the extent to which disputes 
over anti-dumping/countervailing actions clog the WTO dispute set-
tlement procedures.22

Proposal 2

Proposal: Disentangle trade from other issues to better assign issues to 
institutions.
Evaluation: This proposal seeks to improve and sharpen the basic archi-
tecture of the WTO, and as such is directed toward the global public 
good features of the WTO as discussed above. Moreover, this proposal 
responds to a potential threat to the international trade regime as indi-
cated in the previous section. 

This proposal, of course, takes on an extremely complex problem, 
but it is possible to argue that a coherent assignment of issues to inter-
national institutions can be established if the WTO acts as an effective 
mechanism for securing market access property rights.23 As indicated 
in the previous section, it may be increasingly difficult for the WTO 
to perform this role in the presence of widespread discriminatory trade 
practices, and so this proposal may need to confront the challenge to 
the international trade regime posed by increasing numbers of bilateral 
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and regional preferential trade agreements, among other challenges. But 
a specific proposal that the WTO’s agenda remain focused (or return 
to its original focus) on market access issues—and that its attention 
be restricted with regard to other issues (such as the environment, la-
bour standards and so on) to the market access implications of those 
issues—could achieve two things. It could strengthen the ability of the 
WTO to serve as an effective mechanism for securing market access 
property rights,24 and it could help to ensure that the WTO is not asked 
to solve “problems” that might be better solved in other international 
institutions. 

This specific proposal is of course very broad, and making it more 
concrete is not an easy task. But perhaps a concrete proposal might sug-
gest that the WTO undertake a “self-evaluation” of each of the existing 
issue areas that it is currently involved in and also each of the “new” 
issue areas that it has begun to take under consideration, with an eye 
toward ensuring two things. First, that there is a significant market ac-
cess concern associated with the issue area. Second, that the approach 
taken by the WTO to deal with this issue area handles the market ac-
cess concerns with a minimum of intrusion into the policy choices of 
its member governments.  

Proposal 3

Proposal: Provide more resources for monitoring implementation of 
WTO agreements.
Evaluation: This proposal is directed toward making the design features 
of the WTO more effective for use by member governments, and as 
such it is directed at the global public good features of the WTO, as 
previously discussed.

More specifically, providing governments with an effective escape 
from a terms-of-trade driven Prisoners’ Dilemma requires that nego-
tiated market access commitments are enforceable. In the WTO this 
is accomplished with the threat of retaliatory actions. To be effective, 
such threats require reliable monitoring of WTO agreements, as well 
as effective and timely legal and information-gathering procedures in 
case of disputes. Many issues within the WTO hinge on appropri-
ate monitoring of market access commitments and on the market ac-
cess implications of various border and non-border policy measures. 
Measuring these concepts is often accomplished in very rudimentary 
ways, and with appropriate resources to collect the required data and 
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perform the required statistical analysis the monitoring of WTO im-
plementation could be greatly improved. Moreover, “congestion” can 
introduce global public good features into the utilization of the WTO, 
and this congestion is most likely to arise in the utilization of the 
WTO’s procedures for monitoring and ensuring the implementation 
of its agreements. Providing more resources for monitoring implemen-
tation of WTO agreements can in both these dimensions enhance the 
effectiveness of the operations of the WTO. 

A specific proposal for resources might focus on developing in-house 
(within WTO) expertise in measuring and quantifying the links between 
market access levels and national policy choices. Better understanding of 
these links is crucial for an international institution whose member gov-
ernments rely on this institution to deliver secure property rights over 
negotiated market access levels but at the same time wish to maintain a 
high degree of sovereignty over their national policy choices. 

Conclusion

The GATT, and now the WTO, has in effect served as the constitution 
of the postwar international trade regime. This contribution has focused 
on the GATT/WTO as the centrepiece of the postwar international 
trade regime and explored a number of themes. First, what purpose is 
served by the WTO and the international trade agreements that it ad-
ministers? Second, in what sense is the WTO a global public good? The 
third theme has discussed two interpretations of the developing country 
experience in the GATT/WTO. The fourth theme has identified two 
potential threats to the WTO and the international trade regime that 
is built upon it. And finally, a number of possible reforms of the WTO 
have been considered and evaluated.

This contribution has suggested both general and specific con-
clusions. At a general level, it has indicated the importance for the 
work of the Task Force with regard to the international trade regime 
of identifying the central inefficiencies that the WTO is being asked 
to address. There are two distinct inefficiencies that might reasonably 
be addressed through international trade agreements, and it has been 
suggested that providing its member governments with an avenue of 
escape from the inefficiencies that arise with a terms-of-trade driven 
Prisoners’ Dilemma is the central task that the WTO is well designed 
to handle. Also at a general level, it has been argued that the global 
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public good features of the WTO are associated primarily with its 
design features—that is, with the creation of the WTO and its main-
tenance as a negotiating forum—rather than with the end uses to 
which the WTO is put by its member governments. At a more specific 
level, these general conclusions have been used to offer two interpre-
tations of the disappointing developing-country experience within 
the GATT/WTO and to suggest that the international trade regime 
may be threatened by the increasing numbers of preferential trade 
agreements and the widening scope of non-trade issues covered by 
the WTO. And finally, using these general and specific conclusions, a 
number of possible WTO reform proposals have been examined. 

Notes

1.  If participation is limited to a subset of countries, then it is possible 
for participants in the trade agreement to gain at the expense of non-
participants even when there is no inefficiency absent the agreement. 
2.  The terms-of-trade driven Prisoners’ Dilemma was first formalized 
by Johnson (1953–54). Its history and extensions into modern political-
economy theories of trade agreements are discussed in chapter two of 
Bagwell and Staiger (2002).
3.  The Prisoners’ Dilemma structure refers to a situation in which 
both governments could do better if each would cooperate with the 
other than if both act non-cooperatively, but each government does 
better yet if it alone acts non-cooperatively, and so non-cooperative 
behaviour from both governments can be expected unless the govern-
ments can reach some enforceable agreement to cooperate. The costs 
imposed on exporters amount to terms-of-trade movements, which is 
why it can be said that the Prisoners’ Dilemma described in the text is 
terms-of-trade driven. The Prisoners’ Dilemma name itself refers to the 
original setting in which this structure was analysed. Two prisoners, ac-
cused of being partners in crime, are kept in separate rooms and must 
individually decide whether or not to confess (whether or not to act 
non-cooperatively toward the partner). 
4.  Hoekman and Kosteki (1995, pp. 60–61) provide a lucid descrip-
tion of the GATT/WTO in these terms.  
5.  These observations are described in detail in chapter two of Bagwell 
and Staiger (2002).  
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6.  The phrase “time-consistency” is roughly analogous to “credibility”. 
That is, in a time-consistent equilibrium, the government is constrained 
to announce “credible” policies at one point in time that it would actually 
follow through on at a later point in time (hence “time-consistent”) if the 
private sector believed these announcements and acted upon them.   
7.  The policy credibility problem, in turn, can be interpreted as aris-
ing whenever governments lack first-best policy instruments for their 
purposes. As trade intervention is almost always a second-best or worse 
form of policy intervention—see Bhagwati, Ramaswami and Srinivasan 
(1969)—it may be expected that credibility problems in trade policy 
will be widespread. The role of trade agreements in allowing govern-
ments to escape from suboptimal time-consistent equilibriums is dis-
cussed in chapter two of Bagwell and Staiger (2002).  
8.  Ultimately, the external costs that are associated with retaliatory re-
sponses by important trading partners take the form of lower exporter 
prices, and so a “terms-of-trade” channel is lurking in the background 
of this second purpose of trade agreements as well. The threat of re-
taliatory responses from important trading partners is critical as well in 
enabling the WTO to serve the first purpose described above. On the 
central role played by retaliation in the WTO, see chapter six in Bagwell 
and Staiger (2002) and Lawrence (2003).
9.  The second chapter in Bagwell and Staiger (2002) describes how 
the various papers that comprise the existing economics literature can 
be seen as reflecting either one or the other of these two roles.
10.  This is not to say that this view is universally accepted by econo-
mists. In fact, when stated in this way, this view is almost universally 
rejected by economists. Nevertheless it is accurate to say that this is the 
role played by trade agreements in the main branch of the economics 
literature, and many economists are more comfortable with this view 
when it is expressed in the equivalent but WTO-compatible language 
of “market access” as expressed in the text. The formal link between the 
terms-of-trade and market access descriptions is contained in the sec-
ond chapter of Bagwell and Staiger (2002). 
11.  A possible commitment role for trade agreements was suggested 
in Staiger and Tabellini (1987).
12.  Empirical studies that provide indirect support for the terms-of-
trade interpretation of the role of the WTO are surveyed in chapter 
11 of Bagwell and Staiger (2002). More recent studies include Bown 
(2004a, 2004b, 2004c), Limao (2003) and Shirono (2003).
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13.  The WTO’s reciprocity norm, non-discrimination principle and 
enforcement provisions are described in chapter three of Bagwell and 
Staiger (2002) and given terms-of-trade interpretations in chapters four 
through six of Bagwell and Staiger (2002). Briefly, reciprocity within 
the GATT/WTO has come to mean mutual changes in trade policy 
which bring about changes in the volume of each country’s imports 
that are of equal value to changes in the volume of its exports. Non-
discrimination, as embodied in the GATT/WTO’s most-favoured-na-
tion (MFN) principle when applied to tariffs, means that a country 
cannot impose different tariff levels on the same good originating from 
different exporting countries. 
14.  This is the study by Staiger and Tabellini (1999).  
15.  It is sometimes argued that the use of the WTO dispute proce-
dures can generate public goods by establishing precedence and clarify-
ing for other member governments what the legal rules are as regards 
some new dispute area. For the purposes of this discussion, here, I will 
view the creation of legal precedence associated with the use of WTO 
dispute procedures as part of the “creation and maintenance” of the 
WTO broadly defined.
16.  This point is discussed in chapter five of Bagwell and Staiger (2002).
17.  The most recent and comprehensive systematic evidence on the dis-
tinct trade-enhancing experiences of developed and developing country 
GATT/WTO members is contained in Subramanian and Wei (2003). 
18.  This observation was made recently in the proposal for reform of 
the WTO dispute settlement procedures put forward by Mexico; see 
WTO (2002).  
19.  This point is discussed in chapter five of Bagwell and Staiger 
(2002).
20.  See Bagwell and Staiger (2003) for an analysis along these lines 
concerning the WTO, market access and national sovereignty. 
21.  The case for auctioning countermeasures in the WTO is consid-
ered from a formal economic perspective in Bagwell, Mavroidis and 
Staiger (2003); and it is described in non-technical terms in Bagwell, 
Mavroidis and Staiger (2004).
22.  For a more extensive development of this argument, see Janow 
and Staiger (2003).
23.  Bagwell and Staiger (2001) provide a non-technical discussion 
which interprets the role of the WTO in these terms, while Staiger 
(2003) provides a non-technical description of how this assignment can 
be established for the particular issue of labour standards.
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24.  A proposal to return to a focus on market access could have im-
plications beyond the WTO’s approach to labour and environmental 
standards. For example, it can be argued that the WTO’s current ap-
proach to subsidies has “lost touch” with the market access concerns 
that guided the approach to this issue within GATT. See Bagwell and 
Staiger (2004).
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The International Public 
Goods Needed to Promote 
International Trade

Paul Collier

Oxford University
Department of Economics

The World Trade Organization (WTO) has a larger membership than the Gen-
eral Agreement on Tariffs and Trade (GATT), and its remit is much broader. 
Both differences make it harder to reach agreements. First, whereas the GATT 
functioned entirely by bargaining to find mutually beneficial—and therefore re-
ciprocal—ways to liberalize, the new developing country members hope that the 
WTO will be part of the international architecture of transfers from developed 
to developing countries. The ethical basis for the organization is thus unresolved. 
Second, a substantial minority of the new members are not in a position to ben-
efit from global integration. They have neither much to offer nor much to gain 
from bargaining. Third, even for those countries that stand to gain from recipro-
cal liberalization, the free-rider problem is often much more severe than it was 
for the Organisation for Economic Co-operation and Development (OECD) 
members of the GATT. 

This paper proposes seven solutions for these problems. The first two focus 
on resolving the ethical tensions inherent in the present design of the WTO. 
Proposal 1 tries to reconcile the inherited role of the WTO as a forum for bar-
gaining with the more usual role of international organizations as a mechanism 
for transfers from developed to developing countries. Specifically, it seeks to add a 
formal, quantified, unreciprocated developed-for-developing country liberalization 
as a preliminary stage for each round of bargained liberalizations. Proposal 2 tries 
to resolve the tension between the WTO’s expanding role in rule promulgation 
with members’ concerns about sovereignty. Specifically, it seeks a common core of 
rules that should apply to all members and takes a plurilateral approach towards 
the generation of further rules that would be optional. The next four proposals 
focus on core aspects of how developing countries might engage with the WTO. 
Proposal 3 focuses on the marginalized countries that have little scope for bar-
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gaining. Specifically, it seeks to generalize initiatives such as the African Growth 
and Opportunity Act (AGOA) into an OECD-wide temporary preference to 
enable these countries to diversify their exports, thereby approximately recreating 
the conditions under which much of Asia broke into global markets 20 years 
ago. Proposals 4 and 5 focus on the integrating developing countries and how 
they might liberalize trade with the OECD. Specifically, proposal 4 seeks to 
reduce the problems of intersectoral bargaining by enabling sectoral compensation 
arrangements to be made explicit components of trade agreements. Proposal 5 
seeks to make retaliation rights transferable. Proposal 6 focuses on how develop-
ing countries might liberalize trade with each other. Specifically, it seeks to reduce 
the free-rider problem for these countries by introducing an option to reduce tariffs 
preferentially against all other developing countries but not against the OECD. 
Some of these proposals have implications for the internal functioning of the 
WTO. Consequently, the final proposal seeks to empower the organization, giv-
ing the secretariat a mandate subject to supervision from a representative board. 

Trade restrictions transfer income to favoured groups. They are costly 
instruments for transfers, inflicting large deadweight losses. They are 
common because they are not well understood by the majority who 
suffer the losses, but are usually well understood by the few who reap 
the benefits. A basic and ineradicable misunderstanding is that the losses 
are borne by foreigners. As a result, the only effective way to curb trade 
restrictions is through international reciprocity—each country’s liber-
alization being presented as the price for achieving liberalization in 
other countries. This in turn generates a coordination problem. Both 
the GATT and the WTO have provided this coordination, thus supply-
ing an international public good.

The core role of the GATT was to facilitate the negotiation of re-
ciprocal reductions in tariffs. Tariffs could have been reduced without 
the GATT through ad hoc bilateral negotiations. (This was indeed the 
pattern in the late nineteenth century.) However the GATT provided a 
public good that accelerated this process through a common negotiat-
ing forum and time table. A second public good was the promulgation 
of rules both to enforce agreements and to limit trade-affecting policies 
that proliferated as governments became more extensive and economies 
more complex. The GATT had limited powers to promulgate rules; for 
example, it created the concept of bound tariffs, established common 
procedures for dispute settlement and enforcement and banned some 
non-tariff protectionist policies, notably quotas. The WTO has more 
extensive powers, reflecting its broader remit. 



International Trade

Chapter 2

Collier

29

The GATT was hugely successful. This might suggest that the in-
ternational public goods needed for trade liberalization are already well 
supplied. The WTO is an expanded version of GATT, with both a glo-
bal membership and a comprehensive coverage of trade. It may seem 
that the same model could be used to replicate this success. Yet to date 
it has been markedly less successful.

The first part of this contribution discusses why the WTO faces 
much more severe problems than the GATT in reaching agreements 
among its members. The second part proposes six sets of possible solu-
tions for these problems. The first two focus on resolving tensions that 
are inherent in the present design of the WTO. One tries to reconcile 
the inherited role of the WTO as a forum for bargaining with the more 
usual role of international organizations as mechanisms for transfers 
from developed to developing countries. The other tries to resolve the 
tension between the WTO’s expanding role in rule promulgation with 
members’ concerns about sovereignty. The next three sections focus 
on core aspects of how developing countries might engage with the 
WTO. The first focuses on the marginalized countries that have little 
scope for bargaining. The second focuses on the integrating developing 
countries and how they might liberalize trade with the OECD coun-
tries. The third focuses on how developing countries might liberalize 
trade with each other. Some of these proposals have implications for 
the internal functioning of the WTO. The final section considers some 
internal design issues.

Defining the problems

Why the GATT succeeded

The GATT succeeded partly because of its historical moment, partly 
because of its restricted membership and partly because of its re-
stricted scope.

A historical moment. After 1945 all developed countries recognized 
the rationale for some trade liberalization. They had inherited severe 
trade restrictions built up during the 1930s as a means of combating 
high unemployment. After 1945 better instruments were available for 
combating unemployment, notably Keynesian economics. Hence the 
inherited high trade barriers were seen as dysfunctional. Trade liberali-
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zation could not, however, be unilateral because it would generate bal-
ance-of-payment problems. Coordinated trade liberalization eliminated 
such problems. Once the era of flexible exchange rates arrived in the 
1970s, the fear of a balance-of-payments crisis was replaced by the fear 
of inflation-inducing exchange-rate depreciation; coordinated trade lib-
eralization continued to be preferred to unilateral action. 

A membership restricted to the willing, with little free-riding. There was a 
clear need for reciprocal trade liberalization and thus some forum for 
coordination. The GATT met this need by confining its active mem-
bership to willing liberalizers. The GATT was not a global institution. 
It was basically a marketplace for OECD countries to strike deals for 
reciprocal trade liberalization. The emergence of the European Union 
(EU) as a pre-coordinator for a common European trade policy fur-
ther simplified negotiations. For much of this period there were only 
three dominant players, all with large shares of world trade—the United 
States, the European Union and Japan. This made reciprocity easy be-
cause each player was too large to free ride. GATT negotiations could 
basically be conducted around the dinner table between three parties, 
all keen to reduce inherited trade barriers. Few developing countries 
were members of GATT, and even those were marginalized or chose to 
marginalize themselves through the formula of “special and differential 
treatment”. In substance this meant that such countries did not partici-
pate in bargains. Since the GATT was simply a bargaining forum, the 
consequence was that such countries achieved only concessions that 
were decorative. 

A restricted scope. The scope of GATT negotiations was largely con-
fined to manufactures. All three of the big negotiating blocs were major 
producers of manufactures and had the potential to be major export-
ers to each other. Liberalization offered each bloc the chance to reap 
economies of scale within manufacturing, raising efficiency without 
contracting the sector. The resource reallocations triggered by liberal-
izing were thus intrasectoral. For much of the period growth was rapid, 
so these intrasectoral adjustments could be accommodated within the 
context of overall expansion. The restriction of scope to manufacturing 
made the negotiations much easier. Being confined to a single sector, 
the effects of liberalizing were basically common to all participants. 
Further, manufacturing was an easy sector because there were large and 
well understood economies of scale and because factor mobility within 
the sector was high. Notably, the GATT did not attempt to negotiate 
agricultural liberalization among its members.
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With the historical moment in its favour, a membership restricted 
to willing liberalizers, and the scope restricted to a single, easy sector, the 
GATT was hugely successful. By the time it was transformed into the 
WTO, intra-OECD manufacturing trade was virtually free of barriers. 

From the GATT to the WTO

Once the barriers to intra-OECD manufacturing trade were removed, 
the future agenda for trade liberalization inevitably changed. The re-
maining agenda is overwhelmingly about developing countries. It has 
three components: OECD liberalization towards developing countries; 
developing country liberalization towards the OECD; and developing 
country liberalization towards each other. Developing countries must 
thus be central to the negotiating organization. So, unlike the GATT, 
the WTO inevitably needed a large developing country membership. 
Indeed membership has become virtually global, with 147 countries.

The importance of agriculture in many developing countries, and 
the rapid shifting of manufacturing to some of them, implied that many 
of these negotiations would need to be intersectoral. Developing coun-
tries want better access to developed country markets in manufactures, 
and also access to agricultural markets. The key thing that the OECD 
countries want in return is not access to developing country markets 
for manufactures. Rather, they want access to the market in services, 
defence of intellectual property rights and security for investment. The 
WTO thus became not only global but multisectoral, with the key ne-
gotiations being intersectoral.

Why the success of the GATT is not a precedent for the WTO

Although the historical moment for the WTO has some analogies to 
the circumstances that enabled the GATT to succeed, in other respects 
it is unpropitious. Further, neither of the other basic reasons for the suc-
cess of the GATT apply, or can apply, to the WTO.

A more difficult historical legacy. The nearest parallel to the success of 
the GATT is perhaps that the WTO started from the collapse of the 
Union of Soviet Socialist Republics. Among its other effects, this event 
signalled that the economic future for all developing countries lay with 
integrating into the world economy. Further, the dramatic success of 
China in this process proved that integration was feasible. An indica-
tion of how these events changed perceptions is that India, once the 
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epicentre of trade barriers, began its own liberalization in 1991. Thus, 
shortly before the WTO was established, at least for some important 
developing countries, there was a recognition that inherited barriers 
were dysfunctional. 

However the collapse of the USSR is not the only global change of 
importance. The world has changed in two important respects that have 
made the functioning of the WTO more difficult than that of the GATT.

First, the world has to an extent democratized since the end of the 
Cold War, with developing countries expecting a voice in decisions that 
affect them, a voice not derived from superpower rivalry but by right. 
This has affected the WTO from the moment of its creation, with the 
organization deadlocked for a long time over whether its first director-
general should be from an OECD country or from a developing coun-
try. The developing countries will collectively deny legitimacy to an 
international organization that does not serve their perceived interests. 
In effect developing countries are seeking a transfer of power, albeit of 
modest proportions, from the OECD to themselves.

Second, the challenge of reducing global poverty has become more 
prominent. OECD populations expect their governments to do some-
thing about it. Further, the notion of policy coherence is becoming 
more widespread. The range of instruments that can be used to reduce 
poverty has broadened beyond aid, and by far the most prominent of 
these instruments is OECD trade policy. This broadening of the set of 
development instruments had the consequence of changing the ration-
ale for OECD trade policy. The concept of policy coherence, and its 
implication that an appropriate objective of trade policy should be to 
promote development, is not consistent with the continued use of trade 
policy purely for self-interest. Hence the GATT bargaining model of 
reciprocated concessions is no longer entirely appropriate. The donor 
agencies are fond of using the language of partnership to emphasize that 
both they and the governments of developing countries have a com-
mon objective—the donors providing aid and the governments provid-
ing reform. However, with policy coherence, partnership shifts some 
of the burden of reform onto the donors. OECD trade policies must 
be reformed even if that is not in the direct self-interest of the OECD 
countries. As with democratization, the rise of policy coherence in pov-
erty reduction creates expectations, or at least aspirations, in developing 
countries of transfers from OECD countries.

Third, the principle of transfers (although not the reality) can rea-
sonably be regarded as having been conceded within the GATT through 
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the notion of special and differential treatment (SDT). The utter failure 
of SDT simply demonstrates that the GATT was not a transfer agency. 
The GATT needed to get on with its core business—which did not 
include market access for developing countries—and negotiations were 
greatly facilitated by excluding developing countries. The real ration-
ale for SDT in the GATT was to legitimize this exclusion. Issues of 
market access for developing countries obviously cannot be ignored 
in the WTO. However, to the limited extent that they were handled in 
the GATT, they were handled through SDT. If that were to continue, 
market access would be conceded as a transfer rather than negotiated as 
part of a mutually advantageous package. The aspirations for non-recip-
rocated market access thus partly reflect recent political aspirations and 
partly follow from the design of the GATT. 

At present these aspirations are fairly amorphous, which greatly 
complicates the process of reaching a bargain. Basically, while develop-
ing countries seek a transfer and developed countries seek a bargain, 
any deal that is acceptable to the developed countries risks being seen 
as unacceptable within developing countries. 

Membership is not restricted to the willing, and there is a free-rider problem. 
The new members of the WTO are largely developing countries. How-
ever they are not cohesive. To simplify, there are two substantial groups.

One is made up of countries that are sufficiently integrated into the 
new world economy, and sufficiently large, to have a genuine interest 
in bargaining for reciprocal liberalization. India, China and others are 
in somewhat analogous positions to the OECD after 1945, with trade 
barriers that they recognize as being dysfunctionally high and with an 
interest in negotiating reciprocal liberalization both with each other 
and with the OECD countries. The lock-in capability that the WTO 
provides is also potentially useful to reformers in these countries who 
want to increase the credibility of liberalization. However even these 
countries have shares of world trade far smaller than the big three of the 
United States, the European Union and Japan, so the incentive to free-
ride is much greater than in the internal OECD negotiations. 

The other group of developing countries consists of those that are 
for one reason or another sufficiently marginalized in the world econ-
omy that they do not have a realistic interest in bargaining over market 
access. The smaller and poorer developing countries, especially in Africa, 
are very different from the OECD after 1945. Generally these coun-
tries do not regard their trade restrictions as dysfunctionally high (even 
though that is the view of most informed observers). They have liberal-
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ized little, and even some of that has been under the duress of condi-
tionality. There is no equivalent to the desire to liberalize, inspired by a 
fear of balance of payments crises that once characterized the OECD 
countries. Further, they have little to offer in the bargaining market-
place, especially individually. So even if they came to regard their trade 
restrictions as excessive, they could not credibly negotiate reciprocal 
non-preferential agreements either with each other or with the OECD 
countries. Third, they have been granted various special and differential 
market access advantages by the OECD, which would be eroded by 
generalized trade liberalization. Finally, many of these countries have 
not participated in global growth and do not regard themselves as likely 
to do so. They may well see themselves as relatively better off in an envi-
ronment of global stagnation than one of rapid global growth in which 
they continue to be marginalized. These countries did not join the 
WTO to enter a bargaining marketplace. Some may well have decided 
to join predominantly because being left out of an organization that the 
larger and more advanced developing countries were choosing to join 
would have left them looking even more marginalized. 

The existence of a substantial membership with little or no per-
ceived opportunity to gain from bargaining for liberalization is a prob-
lem in itself and compounds the first problem. It is a problem in itself 
because the organization is therefore likely to fail to be useful to pre-
cisely its most needy members. It compounds the first problem because 
it is difficult for the group of integrating developing countries (the 
Group of Twenty) to reach a deal with the OECD to which the mar-
ginalized group (the Group of Ninety) is hostile. Either the Group of 
Ninety is marginalized within the WTO, or the WTO is changed to 
include something of genuine interest to them. The only thing that such 
countries will recognize as being in their interest is transfers.1

The scope is not restricted to manufacturing. For the WTO to reach an 
intersectoral deal is intrinsically more difficult than the manufactur-
ing deals achieved by the GATT. The newly covered sectors include 
agriculture, the “network industries”, and the public sector. For all 
three sectors governments use a vast array of trade-affecting policies 
other than tariffs. OECD agriculture benefits from a highly complex 
and expensive pattern of subsidies. Network industries require a de-
gree of regulation, but such rules can easily be used for protectionism. 
The public sector is often both a privileged producer and a handi-
capped purchaser; rules protect it from competition in production 
and limit its rights to competition in supply. Hence, for the WTO to 
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succeed, it will need to rely far more on promulgating rules than did 
the GATT. Such rules by their nature constitute limitations on sov-
ereignty. They are very different from the ad hoc deals that one state 
might strike with another. Two radically different types of government 
might reasonably see themselves as losers from such an expansion of 
rule-making. As discussed above, the marginalized countries may well 
feel that they have nothing to gain from global liberalization, so the 
rules that facilitate it become restraints without offsetting benefits. In-
deed in many areas such countries are sensitive about encroachments 
on their sovereignty. At the other end of the spectrum, although the 
United States probably has more to gain than any other country from 
an acceleration in global integration, it is sufficiently powerful that it 
has alternative ways of influencing the behaviour of other countries. 
Support for a rule-based system may not be its best strategy in that 
such rules would inevitably limit its own scope for action. Thus, not 
all members of the WTO have an interest in using the organization to 
promulgate rules, but without rule promulgation its ability to extend 
much beyond manufacturing is quite limited. The GATT was able 
to proceed by gradually chipping away at manufacturing tariffs, con-
stantly finding incremental deals that gave all parties the same type of 
benefits—namely, expanded manufacturing markets. By contrast, the 
WTO will need to find “grand bargains” in which, although all par-
ties still benefit, the benefits are of radically different types, with some 
countries gaining in one sector and others in another.

There is a successful example of an international, intersectoral, rule-
intensive “grand bargain”, namely the one between France and Ger-
many that created the European Union—France opening its market 
for manufactures in return for German subsidies for French agriculture. 
However the circumstances that made that deal feasible were heavily 
reliant on history. Further, even that deal did not require agricultural 
liberalization. The OECD countries do not find it attractive to liberal-
ize agriculture. This is because, while the OECD has very largely aban-
doned trade restrictions as instruments for achieving employment goals, 
it has not abandoned agricultural trade restrictions as instruments for 
encouraging rural development. The very opacity and indirectness of 
agricultural trade restrictions as income transfers, and the confusion be-
tween the goal of an income transfer to farmers and other more broadly 
shared goals of national self-sufficiency and high health standards, make 
them attractive to rural constituencies. Direct income transfers would 
be far cheaper but would leave beneficiaries humiliated as welfare re-
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cipients and exposed to political attack. If the OECD countries insist 
on holding out for a mutually beneficial bargain, which has been the 
basis for the GATT/WTO, the price of agricultural liberalization is thus 
going to be set very high.

Summary: three problems of the Doha Development Round

To summarize, the marketplace model that worked so well for the 
GATT is unlikely to work so well for the WTO. There is little scope 
for a deal linking OECD liberalization towards developing countries to 
developing country liberalization towards the OECD that all countries 
would regard as beneficial. Although economic models show the po-
tential for massive mutual gains, for the OECD these potential gains are 
insufficient to motivate liberalization because they ignore the problem 
of how to defend agriculture in a politically sustainable way. Further, 
liberalization lacks support because trade restrictions in many devel-
oping countries are still regarded as pro-developmental despite the 
evidence to the contrary. The labelling of the Doha Round as a “de-
velopment round” reflected the evident fact that developing countries 
were central to the new trade liberalization agenda, but it papered over 
three key difficulties.

First, WTO members have radically different aspirations. Develop-
ing countries now aspire to an element of transfer. Because transfers 
are not mutually beneficial, they are not natural consequences of bar-
gaining. It is no surprise that finding a deal that the OECD regards as 
beneficial and that the developing countries regard as acceptable has 
proved so fraught. In effect, until either the OECD countries decide 
to introduce an element of transfer into the WTO, or the developing 
countries accept the WTO as merely a forum for mutually beneficial 
bargains, no deal can be struck.

Second, even abstracting from this problem, one group of the new 
WTO membership is sufficiently marginalized from the world econ-
omy that these countries perceive themselves as having no basis for 
bargaining to mutual advantage. A way needs to be found either to 
marginalize such countries within the WTO or, better, to give them a 
genuine interest in the organization.

Third, even for those developing countries that do have a genuine 
scope to bargain to mutual advantage, the task of reaching a deal is con-
siderably harder than in the GATT. The deal must be cross-sectoral and 
so needs to rely heavily on the promulgation of rules; yet such a use 
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of the WTO is not attractive to many members. The deal also needs to 
overcome a severe free-rider problem. 

Finding ways around these three problems is the task addressed in 
the subsequent sections.

Finding solutions

Resolving the tension between bargains and transfers

A legacy of the GATT is the elimination of trade barriers on OECD 
internal trade but the continuation of high barriers against developing 
countries. This can easily be seen as hypocritical in the context of the 
conventional OECD rhetoric of development partnership adopted in 
the other global organizations. 

While the integrating developing countries have an interest in the 
WTO purely as a bargaining organization, at present, even these devel-
oping countries have aspirations that OECD trade policy should con-
tain an element of partnership as opposed to bargain. Further, to the 
extent that the GATT set a precedent as to how to deal with market 
access issues for developing countries, that precedent was SDT—that is, 
as a transfer rather than as a bargain. Until this is resolved one way or 
the other, no deal is reachable. 

Why bargaining must remain the core function of the WTO. To state the 
obvious, the failure of SDT shows clearly that for the group of develop-
ing countries that want to achieve substantial improvements in market 
access it is vital to bargain. Without bargaining—that is, without reci-
procity—developing countries will not be offered very much. In turn 
this may provoke them into using their ultimate weapon of wrecking 
the entire negotiations. However such a strategy is not in their own in-
terest. The developed countries can relatively easily conclude the trade 
negotiations they want outside the WTO if necessary. Intra-OECD ne-
gotiations scarcely need a global forum, and OECD negotiations with 
developing countries can be undertaken on a bilateral basis, as with 
NAFTA. Hence the real losers from the destruction of the WTO would 
be those Group of Twenty developing countries that now need an or-
ganization to negotiate reciprocal liberalization. 

Introducing an explicit transfer role. The need to bargain does not, how-
ever, limit the scope for explicit transfers—that is, for an element of 
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unreciprocated market access. The evolution from the GATT to the 
WTO can usefully be compared with that of the International Bank for 
Reconstruction and Development (IBRD) into the World Bank. The 
IBRD was not, and could not be, a truly global institution. It was mutu-
ally beneficial to a range of middle-income economies who, by pooling 
risk and subjecting themselves to common restrains (through a board 
with substantial OECD representation), could radically reduce the cost 
of borrowing. This arrangement did not involve any transfers from the 
OECD to developing countries. In effect the IBRD phase of the World 
Bank was like the GATT phase of the WTO; it could not benefit the 
marginalized developing countries, and it did not involve transfers.

The IBRD transformed itself into the World Bank through the 
creation of the International Development Association (IDA). The 
IDA is a transfer mechanism from the OECD countries to develop-
ing countries, administered by the World Bank. In turn, this made the 
organization of interest to low-income countries. Similarly, the Inter-
national Monetary Fund (IMF) introduced a subsidized credit facility 
for low-income countries, the Poverty Reduction and Growth Facil-
ity (PRGF). The equivalent to the IDA and the PRGF for the WTO 
would be the granting of access to OECD markets on concessional 
terms—that is, on terms that would not be reached by a GATT-style 
process of perceived mutual benefit.

Continuing with the IDA analogy, one role of the World Bank is to 
negotiate contributions to the IDA every three years. This is an explicit 
process of quantitative burden sharing. Were this model applied to the 
WTO, the secretariat would be charged with negotiating a quantified 
unreciprocated component of OECD liberalization. To fully disconnect 
the transfer component, it would be negotiated (among the OECD 
members) at the start of the round and implemented at a set date, which 
would be the target date for the end of the round, but it would not be 
conditional on concluding the round. Thus, to induce any developing 
country liberalization through bargaining, the OECD would need to 
go beyond this agreed transfer component. 

Advantages of an explicit transfer. Such a predetermined transfer ele-
ment to market access would have five benefits.

First, by having an international secretariat quantify the contri-
bution of each participant to a common methodology, it would help 
achieve intra-OECD burden sharing in granting market access.

Second, the quantification could readily make the contribution of 
each OECD country to market access comparable with its contribu-
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tion to development aid. This would both emphasize the importance 
of policy coherence in development strategies and build on the new 
think-tank work comparing the overall development contribution of 
each OECD country—in effect, regularizing it.

Third, by quantifying the overall contribution of market access con-
cessions to developing countries, it would provide a benchmark for 
subsequent trade rounds, with a presumption (as in the IDA) that con-
tributions in aggregate would normally rise. 

Finally, and probably most important, by quantifying and separating 
the transfer component of any trade round from bargaining, the nego-
tiation itself would be less easily contaminated by developing country 
aspirations. The bargaining would take as its starting point the trans-
fer component of OECD trade liberalization. This separation of stages 
would preserve the principle that the inter-member business of the 
WTO is purely the negotiation of mutually beneficial bargains while 
introducing a bounded transfer component analogous to the IDA in the 
World Bank and the PRGF in the fund. Hence:

Proposal 1: Introduce an explicit, quantified, unreciprocated increase in mar-
ket access for developing countries at the start of each trade round, with intra-
OECD burden sharing negotiated by the WTO Secretariat. 

Resolving the tension between rule promulgation and sovereignty

The need for promulgating rules. It was entirely sensible that the GATT 
should focus only on manufacturing, the easy sector. Manufacturing is 
a very small share of any modern economy, though, so the WTO has 
to be more ambitious. This implies that rule promulgation is unavoid-
able. Trade-related intervention by governments in other sectors is so 
complex that they cannot rely solely on negotiating about the specific 
deployment of each instrument in each country as and where it hap-
pens to be used. Rule promulgation through standards and codes has 
become an important part of the international economic system. These 
rules are generated in international bodies such as the International La-
bour Organization, the International Monetary Fund and the Bank for 
International Settlements, or even generated by ad hoc organizations 
such as the Kimberley Process, which now regulates the diamond trade 
for more than 30 countries. Rather than have a plethora of trade-related 
standards and codes generated by such ad hoc bodies, it seems prefer-



40

able to integrate them as far as possible within the organization that the 
world has established for trade-related issues. 

The plurilateral approach. A possible solution to this dilemma is the 
use of plurilateral agreements—that is, permitting the organization to 
promulgate rules that apply to those countries that choose to subscribe 
to them. Clearly the power to promulgate rules within the WTO should 
be limited to issues related to its remit—that is, trade in goods and serv-
ices, intellectual property rights and foreign investment. However these 
issues open a wide area of potential regulation. Once the plurilateral 
role is properly established, it would presumably work incrementally 
rather than through a sudden major extension of international eco-
nomic rules. 

The plurilateral approach is controversial, facing two types of criti-
cism. The most vocal is from some developing countries which recog-
nize that once a rule is adopted by a majority of countries there are 
likely to be strong pressures on other countries to adopt it also. The 
other criticism is that an international organization needs rules that 
apply to all its members, and allowing some members to opt out creates 
a two-class organization. 

Despite these criticisms the plurilateral approach has three robust 
precedents. First, the most successful multinational organization, the 
European Union, has itself chosen plurilateralism on a wide range of 
issues, reflecting the different needs and interests of its members. Sec-
ond, the oldest of the international organizations, the International La-
bour Organization, has long adopted the practice whereby conventions 
are adopted by the organization but then accepted or not by indi-
vidual members. Third, within the GATT itself, SDT was an example 
of plurilateralism; countries chose whether to designate themselves as 
developing, and thereby chose whether to be bound by reciprocal bar-
gaining processes.

It is unrealistic to imagine that the WTO can fulfil its remit on multi
sectoral trade-related issues without promulgating rules and to imagine 
that such promulgation can only occur on the basis of universal approval. 
Allowing a willing majority to impose rules on itself seems to be the 
minimal requirement for progress.

Although the European Union has adopted plurilateralism, it has 
also determined that some rules must apply to all members. In effect 
it divides its rules into those that are required and those that are op-
tional. Similarly, the IMF treats some articles as required—such as ban-
ning the use of multiple exchange rates—and others as optional—such 
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as an open capital account. The GATT did not have two classes of rules 
so much as two classes of members—active and inactive. For example, 
its ban on quotas applied to all OECD members; it was not (at least in 
theory) optional. By contrast, for the inactive members, no rules applied. 
If the WTO is to be a genuinely global organization, it should aim to 
avoid having inactive members. The organization will inevitably have 
some members who have no basis for participating in bargaining. If these 
members also have the power to exempt themselves from all the rules, 
they are not in any genuine sense of the term active members. Hence 
it seems appropriate that the organization should agree on some core 
rules to which all members must be bound. Indeed an obvious one to 
start with would be to ban quantitative restrictions. SDT was basically a 
device not for favouring developing countries, but for excluding them. 

However the European Union has also determined limits to its own 
rule-making remit. The principle of subsidiarity constrains the EU from 
making rules in areas more appropriately handled at national or sub-
national levels. Without such limitations, countries that fear the abuse 
of rule-making would have no choice but to block the power to make 
any rules. In the WTO the major fear of developing countries is that 
rule-making power will be extended to areas such as environmental and 
labour standards. The WTO enforcement mechanism of trade sanctions 
would then become linked to these areas. Choices of environmental and 
labour standards inevitably relate to income. Thus the OECD countries 
will inevitably want higher standards than those chosen by developing 
countries. Linking trade sanctions to environmental and labour stand-
ards would thus provide the OECD countries with unlimited scope for 
protectionism. If OECD countries want the WTO to make substantial 
progress on rule-making, they will therefore need to accept that rules 
on environmental and labour standards should lie outside the WTO 
remit. Any global rules in these areas would need to be enforced by 
penalties other than trade sanctions.

A grand bargain: linking plurilateralism to transfers. The dilemma re-
mains that opposition to the plurilateral approach is substantial. Given 
that there seem to be no credible alternatives that leave the organiza-
tion effective, the question becomes one of finding new incentives for 
adopting a plurilateral approach. 

As discussed in the previous section, if explicit transfers—that is, un-
reciprocated market access concessions—were introduced in the WTO, 
they would not be part of the normal bargaining process. Market ac-
cess bargaining would begin from what the unreciprocated concessions 
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granted. However this need not imply that granting market access as 
a transfer should be unconditional. Market access transfers would ex-
plicitly be analogous to other forms of development transfer, and it is 
normal practice to condition such transfers on either adoption of cer-
tain policies or adherence to certain processes. It is clearly undesirable 
to involve the WTO into a wide range of issues not related to trade. It 
would be unwise to condition market access on compliance with envi-
ronmental standards. If conditionality is to be confined to trade-related 
issues, the transfer could not be conditioned on policy without collaps-
ing back into a negotiated bargain. A market access transfer conditioned 
on developing country trade policies would cease to be a transfer; in ef-
fect market access to the OECD would be exchanged for market access 
to developing countries. There is, however, scope to condition a trans-
fer on trade-related processes. The condition might be that developing 
countries should accept the process of generating plurilateral rules. Thus 
the proposed grand bargain would be that developing countries would 
acquiesce in plurilateralism in return for the introduction of an explicit 
transfer role into the WTO. 

A grand bargain might extend beyond plurilateralism. Given the 
desirability of establishing a common core of rules, this too might form 
part of the deal in exchange for transfers. In effect, the old SDT approach 
to rules would be transformed; instead of a bloc of countries being ex-
cluded from all rules, all countries would be subject to core rules and 
other rules would be adopted ad hoc by each country. Hence:

Proposal 2: Make the acceptance of plurilateralism and a core set of rules that 
apply to all members a condition for introducing an explicit transfer compo-
nent into the WTO. However, explicitly restrict the scope of both plurilateral 
and common core rules by excluding environmental and labour standards.

Giving the marginalized countries an interest in the success of the WTO 

through temporary preferences

A large number of small countries, mainly in Africa, are currently 
marginalized in the world economy. Marginalization is the conjunc-
tion of low income, slow or even negative growth over a prolonged 
period and an export structure that has failed to diversify from pri-
mary commodities. Further, many of these countries see their own 
trade restrictions as instrumental for development, however false that 
perception may be. This group of countries currently has little inter-
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est in global trade liberalization and nothing to offer by way of a bar-
gain. Yet, precisely because they are the poorest and least hopeful parts 
of the world, any WTO strategy that appears to ignore their interests 
is likely to appear illegitimate. That would open up the prospect of 
an alliance between the marginalized countries and protectionist in-
terests in major countries, which would be sufficiently powerful to 
wreck the organization. 

The challenge for the international community is in the longer term 
to get these countries better integrated into the world economy, and in the 
shorter term to give them an interest in the success of the trade rounds. 

Precisely because the exports of these countries are largely primary 
commodities, the scope for assisting them purely through conventional 
most-favoured-nation (MFN) liberalization is unfortunately quite lim-
ited. That is, even if the transfers envisaged above—unreciprocated con-
cessions of market access granted by the OECD to all countries—were 
pushed to the limit, the benefit would be relatively modest. 

The only way in which OECD trade liberalization can generate both 
a significant benefit to marginalized countries and a powerful incentive 
for their diversification is if it is preferential—that is, exempted from the 
MFN condition. Such a concession could be made conditional on the 
support of marginalized countries for the rest of the trade round. 

Temporary preferences as an offset to the economies of agglomeration. The 
objective that would really interest many marginalized countries is in-
dustrialization. From the perspective of many of these governments this 
is the holy grail of development. This has, indeed, been part of the ra-
tionale for their adoption of high trade barriers, although of course the 
strategy has been ineffective and offers no prospect of success.

With the rise of Asia as an exporter of manufactures, the oppor-
tunities for those countries that remain marginalized to industrialize 
has drastically deteriorated. When Asia broke into global markets for 
labour-intensive manufactures—the big trade event of the past two 
decades—it did not have to compete against any established low-wage 
manufacturers. It had a wage advantage over the existing competition 
(in OECD countries) of about 40 to 1. Initially this huge wage advan-
tage just compensated for the accumulated advantages generated by 
established industrial agglomerations. As Asian cities themselves became 
established agglomerations of industry, the continuing wage advantage 
induced explosive growth—which is continuing. Like Asia before this 
breakthrough, the currently marginalized countries have no significant 
industrial agglomerations. However, in contrast to Asia at the time of its 
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breakthrough, they have no wage advantage whatsoever over established 
agglomerations—namely, those in Asia. To give the marginalized coun-
tries now a chance equivalent to that taken by Asia 20 years ago requires 
that they receive some preference not offered to Asia. 

Textiles after the Multi-Fibre Arrangement

The obvious starting point for such a temporary preference would 
be in textiles. Now that the Multi-Fibre Arrangement (MFA) has ended 
(December 2004), there are major changes in this sector. The ending of 
quota restrictions has created a unique opportunity to use the single-
most important labour-intensive industry as an engine for growth in 
the marginalized countries. Although quotas have ended, the industry 
remains highly protected through tariffs in OECD countries. These will 
be negotiated down only over the coming trade rounds, slowly. Hence, 
for about a decade, OECD tariffs on textiles will remain sufficiently 
high for preferences to offer a significant terms-of-trade advantage to 
those who receive them.

Although the main gain in market share for the marginalized coun-
tries would come at the expense of the market share of developing 
country producers, their actual loss of income would be modest. At 
the margin price is almost equal to cost, so squeezing out marginal 
Asian exports would not imply large income losses—especially since 
this would occur in the context of major expansion of the Asian indus-
try. The Asian textile industry would simply expand a little less than it 
otherwise would have done after the MFA ends. The cost of temporary 
preferences would fall predominantly on OECD governments, because 
instead of collecting tariff revenue on imports of textiles from Asia they 
would waive payment on replacement imports from the marginalized 
countries. However even this cost has to be set in the context of the 
greatly expanded OECD revenues from imports of textiles that will be 
a consequence of ending the MFA. Far from facing an absolute decline 
in revenue from tariffs on textile imports, the OECD governments will 
experience a massive increase as the removal of quotas permits import 
expansion. In effect, a temporary tariff preference on textiles would 
be broadly equivalent to an OECD aid programme that aimed to di-
versify the exports of marginalized countries into textiles. The differ-
ences with an explicit programme reveal both the advantages and the 
limitations of the approach. An advantage is that OECD governments 
could credibly commit to a long time table for a tariff preference, just 
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as they committed to a decade-long time table for the phase-out of 
the MFA. There is no equivalent for aid-financed commitments, so a 
tariff preference would have a considerable credibility advantage over 
an aid-financed subsidy. However a tariff preference would not provide 
finance for directly fixing some of the impediments to exporting from 
the marginalized countries, such as poor infrastructure and governance. 
Its effect would be to provide a temporary offset to such disadvantages. 
If these impediments are not fixed during the period of temporary 
preference, then exports may well collapse once the preferences end. 
Nevertheless, temporary preferences might induce these complemen-
tary changes. The creation of a group of textile export firms that face 
an eroding advantage in a country would generate some lobbying pres-
sure on the governments of marginalized countries to improve services. 
Furthermore, since the use of temporary preferences would be based 
on an explicit OECD strategy to induce export diversification in the 
marginalized countries, it would be natural for the OECD countries to 
coordinate it with aid programmes targeted to finance complementary 
improvements in infrastructure.  

AGOA and EBA 

The AGOA and the Everything But Arms regulation (EBA) already 
provide such a temporary preference to marginalized countries. Hence 
the deployment of the instrument has already been conceded in princi-
ple by both the United States and the European Union. However both 
of these agreements are ad hoc, uncoordinated and completely outside 
the WTO process. There are major advantages to negotiating a single, 
generous, coordinated agreement on temporary preferences as part of 
the trade round. 

In both AGOA and EBA the devil is in the details. One important 
aspect of detail is the rules of origin (ROOs). In the absence of any 
ROOs Asian exports would simply be shipped through marginalized 
countries for relabelling, so there would be no domestic value added. 
If ROOs become too strict, the cost of producing in a marginalized 
country becomes prohibitive. In the case of AGOA the ROOs are too 
strict, making most marginalized countries uneconomical as manufac-
turing locations. A common OECD-wide scheme would be likely to 
adopt more generous ROOs. First, all inputs from anywhere in the 
OECD would be treated as meeting ROOs, instead of, as with AGOA, 
only those from the United States. Second, lobbies in particular OECD 
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countries, such as the cotton lobby in the United States, would have less 
power to influence an OECD-wide negotiation. 

A second important limitation of AGOA and EBA is that they are 
complex and not thoroughly understood, even by customs officers. In 
fact AGOA appears to be much better understood than EBA, which is 
unfortunate since most of the potential market for marginalized coun-
tries is in the European Union rather than the United States. Clearly 
having two different schemes is more challenging for exporters than 
would be a single OECD scheme.

A third limitation of AGOA and EBA is that they omit substantial 
parts of the OECD. In effect there is an internal OECD free-rider prob-
lem, because the burden of this transfer programme to the marginalized 
countries is not being shared equally. 

A fourth limitation of AGOA and EBA is that neither has an appro-
priate time frame. AGOA has a very short horizon for phase-out, essen-
tially encouraging only highly footloose trade activities to relocate to 
marginalized countries temporarily. By contrast, EBA has no specified 
end date, hence providing no incentive for the complementary meas-
ures that would make the programme unnecessary. A minimum sensi-
ble time frame for a preference is about eight years. Because the donor 
community has chosen 2015 as the date for attaining the Millennium 
Development Goals, it might be appropriate to harmonize this particu-
lar development instrument with that date. Coordinating on common 
dates increases the credibility of commitments. 

Beyond textiles. The basic objective of temporary preferences would 
be to diversify exports away from traditional primary commodities. 
Different marginalized countries can be expected to have different 
opportunities to diversify. Not all are in a position to develop textile 
exports—for example, some are landlocked and probably fundamentally 
uneconomical as locations for globally oriented manufacturing. An-
other activity where marginalized countries have potential long-term 
advantage is in the products of temperate agriculture such as horticul-
ture. Fortunately, from the perspective of the ability to offer preferences, 
the OECD currently levies high tariffs on these products. Hence there 
is substantial scope to provide valuable preferences.

Defence from anti-dumping suits. The incentive effect of any prefer-
ential agreement could be considerably enhanced by granting tem-
porary exemption from anti-dumping suits. Currently the ability to 
bring anti-dumping suits powerfully discriminates against marginalized 
countries. The costs inflicted once such a case is brought (regardless of 
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its outcome) are markedly higher if the target is a firm in a marginalized 
country. This is partly because exporting firms are likely to be smaller 
and so find the high fixed legal costs more burdensome. Furthermore, 
because of the much smaller domestic market, there is much less chance 
of diverting blocked export production into it. It is, of course, precisely 
the firms that would find even a spurious anti-dumping suit ruinous 
that are most likely to be faced with one. The trade-chilling effect of 
the potential threat of anti-dumping suits is thus more serious for mar-
ginalized countries.

Exemption from anti-dumping suits has already been granted by 
some countries to other countries, and the practice is not bound by 
the MFN clause. For example, the European Union currently favours 
Iceland; no anti-dumping suit can be brought against Iceland from any-
where within the European Union (although Iceland is not a member 
of it). There is thus no legal obstacle to extending such an exception 
temporarily to the countries that need it most. 

Eligibility. Clearly countries cannot be allowed to self-select into 
eligibility for such preferences. For the first time in the WTO, objec-
tive criteria would need to be agreed on. Obviously there are many 
precedents in other international organizations of objective criteria for 
eligibility for transfer programmes (of which preferences are a variant). 
Both the UNDP and the World Bank have income cut-offs for their 
transfer programmes. It was indeed only because the purpose of SDT 
was exclusion rather than meaningful transfers that countries were per-
mitted to self-select. 

The criteria for eligibility to preferential access should basically fol-
low from the core objective of the programme: to diversify exports of 
those low-income countries that have failed to break out of traditional 
primary commodities to any significant extent. Thus only countries 
with both a very low per capita income and a very low share of untradi-
tional exports relative to GDP would be eligible. Countries that, though 
poor, have already accumulated substantial economies of agglomeration 
for untraditional exports (such as Bangladesh and Vietnam) would not 
therefore be eligible. Such restrictions are important for the benefits to 
be well targeted. 

Embedding temporary preferences within the trade round: a bargain, not a 
transfer. Neither AGOA nor EBA were negotiated as part of a trade round. 
However placing a common OECD temporary preference within the 
context of the trade round would provide advantages to all parties. 
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First, by making the arrangement part of an explicit WTO agree-
ment, the temporary nature of the preferences would become binding 
and hence more credible. It would also be easier to negotiate a common 
OECD position in the context of negotiating a grand bargain with de-
veloping countries, for in such negotiations the OECD is indeed forced 
to find a common position. 

Second, one condition for the preferences could be that the margin-
alized countries benefiting from the preferences would agree to support 
other parts of the trade round. A further condition could be that in re-
turn for this SDT on tariffs, the marginalized countries could not have 
a collective SDT position on adherence to rules. Thus this could be part 
of the bargain by which the marginalized countries accepted the core 
rules of the organization discussed above. A further condition might 
be added that even the marginalized countries should take meaningful 
steps to liberalize trade—for example, that they should broadly match 
the concessions negotiated by the integrating developing countries. 

The most difficult group from which to gain agreement would 
be the integrating developing countries, which would be in potential 
competition with the marginalized countries. However there are two 
reasons for them to support such an arrangement. First, granting pref-
erential access would increase the cost of any given level of tariffs to the 
OECD and so increase pressure for tariff reduction—a core interest of 
the integrating countries. Second, the integrating countries would have 
the most to lose from an alliance between the marginalized countries 
and OECD protectionists. Hence:

Proposal 3: Introduce an OECD-wide, time-bound preference for a defined 
group of currently undiversified, marginalized countries. Include exemption 
from anti-dumping suits in this preference. Require eligible countries to ac-
cept plurilateral and common core rules as a condition for such preferences. 

Facilitating a bargain between the OECD and the integrating develop-

ing countries

The group with the most to gain from using the WTO as a bargaining 
forum is the integrating developing countries. But doing so involves 
a huge psychological step for such countries—essentially changing 
from reactive to proactive (Mattoo and Stern 2003). Instead of shield-
ing themselves from the intra-OECD push to liberalize trade, as under 
the GATT, countries such as India now have a strong interest in better 
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access to OECD markets and realistically will achieve that predomi-
nantly through reciprocity. The shift of manufacturing from the OECD 
to some developing countries has two implications for such a trade 
bargain. First, because manufacturing was the focus of the GATT ne-
gotiations, through the MFN clause developing countries already have 
reasonable access to OECD manufacturing markets (except for textiles). 
Thus the key market access issues for developing countries are going 
to be agriculture and services. Second, because of the declining interest 
of the OECD in manufacturing exports, what the OECD wants from 
developing countries is not predominantly access for manufactures but 
rules concerning intellectual property rights, government procurement, 
investment and trade in services. Hence, unlike the GATT negotiations, 
the main scope for a trade deal between the OECD and the integrat-
ing developing countries is a cross-sector deal—access to OECD agri-
culture in return for rules on intellectual property rights, government 
procurement, investment and opening the market for services. The in-
tegrating developing countries face a major problem of coordinating 
among themselves in determining what they are prepared to offer, and 
in the medium term any agreed offer is likely to be limited. To secure 
significant agricultural liberalization it is therefore important to reduce 
its political cost within the OECD.

Compensating OECD agriculture. Agriculture will inevitably be at the 
heart of any OECD liberalization. The most important trade-related  
agricultural interventions of OECD governments are not tariffs and 
quotas but various forms of production subsidy. All the economic analy-
ses show that the European Union, the United States and Japan are 
shooting themselves in the foot with their current agricultural policies. 
But the very robustness of these policies in the face of such evidence 
(over decades) tells us that the economic analyses miss something impor-
tant. What they miss is that the rural constituency that benefits from 
these policies does not trust any alternative means of achieving an in-
come transfer and indeed fears that any change in the transfer mecha-
nism would open up the possibility of further—adverse—change. The 
economic analyses show that there is scope for being very generous 
(moving to an income transfer mechanism that offers the rural sector 
higher incomes), but it gives no guidance on how to reduce the problem 
of credibility. In essence, why should farmers trust in a new system, given 
that the move to a new system creates the precedent of abandoning a 
system of rural support?
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One way to increase the confidence of the OECD rural constitu-
ency in any compensation for removing production subsidies would 
be to make such compensation an explicit part of the trade round. In-
deed, since without proper compensation any reduction in production 
subsidies is likely to be eroded, this would be a sensible requirement 
on the part of trade negotiators. Such compensation might be in the 
form of direct income support or through a switch to subsidies for 
environmental protection. 

In addition to adding to the credibility of the agreement, there is a 
further potential advantage from making compensation an explicit part 
of the trade round. OECD farm lobbies are highly successful rent-seek-
ing organizations. Faced with the prospect of other forms of subsidy, 
whether income support or environmental subsidies, combined with 
the phasing out of production subsidies, they will rationally support 
the first but oppose the second, hoping to add the new subsidies to the 
considerable range of subsidies already won by the farm lobby. The his-
tory of agricultural subsidies suggests that this outcome is quite likely. 
For example, the main groups that want environmental protection have 
no intellectual or emotional attachment to the cause of trade liber-
alization. Although the main beneficiaries of phasing out agricultural 
production subsidies would be OECD consumers, this group is not an 
effective lobby. The main pressure for phasing out production subsidies 
comes from developing countries. Other than in the context of trade 
negotiations, developing countries have no place at the table to discuss 
OECD production subsidies. Thus, since the most promising instru-
ment for such a phase-out is the conversion to other forms of subsidy, 
bringing developing countries into the trade round may be the best 
way to ensure that there is a switch between subsidies rather than an 
accumulation.

Compensating marginalized countries that lose. Reciprocal trade liber-
alization, properly negotiated, creates net gains in nearly all societies. 
Within societies some groups inevitably lose, and it is the responsibil-
ity of national governments to arrange compensating redistributions as 
they judge appropriate. Although the WTO may have a strong inter-
est in ensuring that such compensation is paid (as discussed above in 
the case of OECD agriculture), it can hardly be the agency executing 
such intracountry transfers. However there is a much stronger case for 
explicit WTO financing of intercountry compensation for the minor-
ity of marginalized countries that would otherwise risk losing from a 
trade round. Losses will arise from two main sources: changes in world 
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agricultural prices and the costs of complying with standards and codes 
that are part of WTO agreements. 

Notably, agricultural trade liberalization by the OECD would cre-
ate some losers among those low-income African countries that cur-
rently benefit from special market access. Of course, to the extent 
that a generously expanded preferential system for the marginalized 
countries can be introduced into the round (as discussed above), the 
number of net losers would be reduced. However some countries have 
so few credible alternative export opportunities that any deal that re-
duced the price of their current exports would be liable to generate 
net losses. There is thus a case for supplemental direct transfers to the 
governments of those few countries that can be shown to be net los-
ers. The issue of how to finance such transfers will be taken up later, 
after considering the other important cost of a WTO deal—namely, 
compliance with procedures.

Developing countries are already signed up to trade procedures that 
are administratively very expensive. For the poorer countries this was 
probably inadvertent; they were not in a position to scrutinize and cost 
what they had agreed to do. As rules become a more important part of 
the WTO, which seems inevitable, and as even the marginalized coun-
tries get drawn into adopting many of these rules, the administrative 
costs of compliance will become substantial for some countries. Again 
there is a case for direct transfers, both to build capacity and to cover 
these administrative costs.

To finance such transfers it has recently been proposed that a small 
common import duty be levied within the OECD—perhaps at the 
rate of 0.25% (Hoekman 2004). While this would, in effect, give the 
WTO resources to finance transfers, there are several disadvantages to 
such a duty. The tax would be hypothecated, breaking a basic principle 
of taxation, and it would involve the WTO in imposing a tariff when 
its core business is removing them. An alternative would be to build 
on policy coherence, using part of aid budgets to meet these needs but 
making this an explicit commitment of the trade round. To avoid the 
need to specify the burden-sharing among bilateral aid programmes, 
this compensation could be incorporated into World Bank criteria for 
aid allocation, becoming one of the uses of IDA. Hence:

Proposal 4: Incorporate into the trade round explicit, legally binding un-
dertakings both for intracountry compensation, financed out of the relevant 
national budget, and intercountry compensation, financed out of the IDA. 
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Expanding trade in services

Trade in services has enormous potential for expansion. It is probably 
the main case in which there is scope for mutual gains that are intrasec-
toral, so the bargaining should in principle be considerably easier than 
the grand bargain needed for the rest of the trade round.

The basic form of an intraservice sector deal would be that the 
OECD would not impose restrictions on outsourcing, in return for 
expanded market access for OECD companies in the integrating de-
veloping countries (perhaps extended automatically to the margin-
alized countries if this were part of the preferential access bargain 
discussed above). It would be strongly in the interest of the integrat-
ing developing countries to conclude such a deal, pre-empting what 
is otherwise liable to be a significant protectionist backlash. OECD 
protectionist sentiment seems far stronger against outsourcing than 
against low-wage manufactures. The difference may merely be one 
of familiarity, but with a pure labour service the labour time is di-
rectly traded, and the only reason for trading it is wage differences. 
By negotiating an intrasector deal, OECD governments would be 
able to present to their electorates gains in market access that were 
sufficiently similar to the outsourcing trade to be recognized as com-
mensurate. Although the true benefits of outsourcing to the OECD 
do not depend on such reciprocated market access, mercantalist per-
ceptions of trade are so deeply rooted in the OECD electorate that 
demonstrated reciprocity may be the most effective counter to pro-
tectionist pressures. 

Enforcing agreements. A critical part of the GATT was its enforcement 
mechanism. Under defined circumstances countries (essentially the Eu-
ropean Union, the United States and Japan) were permitted to deploy 
retaliatory trade sanctions—which, because they were permitted, did 
not risk spiralling into a trade war. Because all three countries had large 
markets on which significant industries in other countries depended, 
retaliation could be designed to trigger domestic political pressure on 
the offending government to desist from its offence. 

If one of the big three OECD countries breaches its agreement 
with a developing country, this right to retaliation is very unlikely to 
work. Few developing countries have markets that are sufficiently im-
portant to industries in the big three to exert political pressure through 
retaliatory sanctions. This is an example of a more general phenom-
enon. To create for developing countries the same opportunities that 



International Trade

Chapter 2

Collier

53

the GATT created for OECD countries, the rules need to be modi-
fied. One relatively straightforward way to modify the enforcement 
mechanism is to make the right to retaliation transferable. A country 
that suffered because of a breach in an agreement but was not itself in a 
position to exert pressure could then transfer its entitlement to retaliate 
to a country that was in a position to impose sanctions that would be 
politically damaging. Such transferability could be done either through 
a non-financial bidding process in which the country with the entitle-
ment judged which of the countries willing to sanction would gener-
ate the most pressure, or through a market. Hence: 

Proposal 5: Permit the right to retaliate to be transferable.

Facilitating liberalization between developing countries 

Trade barriers between developing countries are much higher than 
those between developing and developed countries. Exports to mar-
kets in other developing countries face higher barriers than those to 
OECD markets—and higher barriers than faced by OECD exports to 
the same markets. Since, in aggregate, developing country markets are 
growing more rapidly than developed country markets, these differen-
tially high barriers are likely to become a serious impediment to ac-
celerated growth. Developing countries have yet to reap the gains from 
intrasector specialization that were the main rationale for trade expan-
sion between OECD countries. Currently there are two routes to trade 
liberalization between developing countries—trade blocs and the MFN 
route. Both work much less well for developing countries than they 
do for developed countries, which is why barriers between developing 
countries are so high. After discussing the nature of these limitations, a 
possible hybrid that might work better is suggested. 

Preferential trade agreements. Liberalization through regional prefer-
ential agreements has been the preferred strategy of most developing 
countries. However, despite the proliferation of developing country 
trade blocs (there are more blocs than countries), they have largely failed 
to reduce trade barriers.

One problem is that the incentives for compliance are weak. Often, 
heads of state treat regional trade bloc agreements as gesture politics; 
many agreements are signed without serious intentions to implement 
them, and indeed are mutually inconsistent. Complex and inconsistent 
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preferences provide customs officers with huge powers of discretion, so 
the agreements generate corruption rather than trade. 

A second problem is that if the agreements were actually imple-
mented they would usually generate large redistributions among neigh-
bours, with some clear losers. As a general rule, a trade bloc favours the 
member with endowments closest to the global mean at the expense 
of members furthest from the mean (Venables 2003). Thus a developed 
country trade bloc favours those of its member countries with the low-
est incomes and so experiences convergence (as with Portugal and Ire-
land in the European Union). By contrast, a developing country trade 
bloc favours those member countries with the highest incomes and so 
experiences divergence. 

In theory, developing country trade blocs could reduce the problem 
of multiple countries all trying to bargain. The European Union facili-
tated the GATT because negotiating trade rounds became a matter for 
the EU rather than for each member country. However, in practice, this 
has not happened. The developing country trade blocs are not customs 
unions and so do not impose a single common tariff structure on mem-
bers, each of which continues to bargain individually. Thus, if anything, 
such trade blocs complicate rather than facilitate WTO negotiations. 

These disadvantages make it unlikely that trade blocs will ever be 
the dominant route by which trade barriers between developing coun-
tries are reduced. Nevertheless, the barriers are currently so high that 
trade blocs may have some role to play in reducing them. The issue is 
how to make them more effective. 

One possible approach is to link preferential agreements between 
developing countries to improved access to OECD markets. The link 
with OECD markets is a good in itself and can help enforce market 
access between developing countries. Thus the North American Free 
Trade Agreement is both a preferential trade area between developed 
and developing countries and a potential trade area between developing 
countries. The Regional Economic Partnership Agreements introduced 
by the European Union are a similar concept.

MFN. Based on the experience of the OECD, the most promising 
route to liberalization between developing countries should be for the 
big players such as China, India, Mexico, Brazil and Indonesia to negoti-
ate trade liberalization with each other while being bound by the MFN 
clause to extend it to other countries. This may, indeed, work. However 
even these large developing countries have far smaller shares of world 
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trade than the major OECD negotiating units, and so the free-rider 
problem is much more acute. 

A limited MFN clause? Trade blocs—the only exceptions to MFN 
currently permitted—are regional, based on geographic contiguity. 
There is no political possibility of a maritime trade bloc between the 
big five developing countries, since it would have to span continents. 
Yet from the perspective of internalizing the benefits of trade liber-
alization, such a maritime bloc would be desirable. One way of simu-
lating such an effect—making the negotiations between developing 
countries look more like the intra-OECD negotiations of the GATT 
period—would be to modify the MFN clause, permitting a develop-
ing country to reduce its trade barriers without preference between all 
developing countries but not the OECD countries. In their bargain-
ing with the OECD, developing countries would still be bound by the 
MFN clause, so that any liberalization to the OECD would have to 
be granted to all countries. However developing countries could lib-
eralize purely with each other, but only without discrimination. This 
would enable the big five to conduct reciprocal liberalization negotia-
tions, with a much higher proportion of the benefits being captured 
by the countries themselves. This internalization should increase the 
incentives for developing countries to liberalize trade with each other. 
The concept might be thought of as introducing a most-favoured-de-
veloping-nation (MFDN) rule as an alternative to the MFN rule for 
developing countries. 

As with the proposal of temporary preferences for marginalized 
countries, this is an example of modifying the rules so as to create 
conditions that give some countries today the same chances that other 
countries took in the past. Opportunities depend not only on the rules, 
but also on structural characteristics of countries. The radically smaller 
shares in world trade of the big five developing countries as compared 
with the United States and the European Union is a structural differ-
ence that makes the MFN clause much more destructive of the incen-
tive to bargain with each other. Hence:

Proposal 6: Permit developing countries to reduce tariffs to all developing 
countries but not to developed countries (MFDN) as an alternative to being 
bound by the MFN rule. 
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Internal organization of the WTO

The WTO is a hybrid of two models: the GATT and the Interna-
tional Financial Institutions (IFIs) and UN agencies. The key changes 
from the GATT are that the marketplace for reciprocity has been ex-
panded to cover services, intellectual property and investment, and 
membership is now virtually global. If the WTO is to evolve into an 
agency comparable to the major IFI/UN agencies, it should establish 
an agreed goal, achieved by a secretariat charged with a mission that is 
supervised by governments, and a component of this goal should in-
clude a transfer from OECD countries to developing countries. Many 
of the new members of the WTO—developing countries—joined not 
to take part in a marketplace but to participate in such a purposive and 
redistributive global agency.

Facilitating the marketplace. GATT negotiations basically involved 
three parties—the United States, the European Union and Japan. 
WTO negotiations cannot be determined by these three parties in 
anything like the same way; yet moving from 2 to 147 bargaining units 
makes the sheer mechanics of reaching agreements within a very lim-
ited time table much more difficult. In response most countries have 
joined one or more negotiating blocs. However these blocs are fluid 
and have no formal status in the negotiations. It may be useful to con-
struct more purposive blocs and to formally recognize them. It may 
even be possible to move to a board structure analogous to the IFIs. 
For illustrative purposes, the board might consist of the United States, 
the European Union, other OECD countries, the big five develop-
ing countries, other middle-income countries and other low-income 
countries. Each bloc would automatically be represented in all nego-
tiating committees. Each might have the power of veto, while within 
blocs countries could agree on whether unanimity was required. Such 
structures would make it easier to get swift consultation among coun-
tries during the meetings.

Empowering the secretariat. The proposals above would retain inter-
country bargaining as the core function of the WTO. Its key public 
good is indeed the provision of a marketplace for such bargaining. 
However they would add functions such as the negotiation within 
the OECD of an unreciprocated improvement in market access as 
a transfer, which would make the organization more like the IFIs. 
Such additional functions would require that the secretariat move 
from pure facilitation to the achievement of stated goals, and this in 
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turn would be helped by a modified structure for supervision of the 
secretariat. Hence:

Proposal 7: Create formally recognized blocs of countries, each represented on 
a supervisory WTO board and with veto power, and empower the secretariat 
to undertake specified new functions, subject to this supervision.

Note

1.  “Transfers” do not mean direct financial transfers such as aid, but 
rather all forms of unreciprocated generosity, such as the granting of 
market access on an unreciprocated basis. 
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The Secretariat of the International Task Force on Global Public Goods has 
identified trade as one area for in-depth analyses. Based on these analyses, the 
Task Force will make specific, concrete recommendations to the international 
community aimed at increasing the supply of global public goods. The Task Force 
will also make recommendations on how the international community can better 
organize itself to provide such goods and how to increase the effectiveness of the 
institutions established for this purpose.

The World Trade Organization (WTO) is regarded as the central secretariat 
for the underlying government processes overseeing the delivery of global public 
goods (GPGs) in trade. This chapter assesses how well the WTO fulfils this role, 
makes recommendations on how to improve its effectiveness and explores whether 
and how other mechanisms, including voluntary networks or other institutions, 
can play complementary roles. 

The WTO has four main functions as an institution responsible for deliver-
ing global public goods in trade. It provides a forum for multilateral negotiations 
to liberalize trade in goods and services. It sets and administers the rules gov-
erning international trade and trade-related issues. It provides a mechanism for 
settling disputes between members from implementation of the rules. It provides 
a setting for reviewing members’ trade policies.

The first section reviews the issue of trade and the trade regime as a GPG. 
The second section discusses the WTO mandate and those of other institutions 
whose activities affect the operation of the global trade regime. The third section 
discusses some key issues related to the rules governing the global trade regime. 
Subsequent sections contain an institutional assessment of the WTO, including 
its governance, structure and procedures, budget, monitoring, surveillance, evalua-
tion and dispute settlement. Then some of the main issues being debated in the 
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Doha Round are examined, including a number of proposals previously made to 
strengthen the trade regime in ways that would result in a more equitable distri-
bution of benefits among all countries. The penultimate section assesses how other 
organizations, including volunteer networks, can complement the WTO. The 
final section presents a summary of the main conclusions and recommendations. 

Trade, the World Trade Organization and global public goods

International trade is not a global public good but typically involves trans-
actions between private individuals for private gain. These private transac-
tions may or may not have effects on others, and thus generate positive 
externalities just as domestic transactions do; and some of these externali-
ties may be cross-border (such as importing a machine embodying a more 
productive technology, which can be readily imitated). Were international 
trade totally free, then these transactions would have required coordinated 
government intervention to maximize world welfare. But these transac-
tions typically involve a very minor portion of total trade flows and are 
not the main justification for considering trade as a GPG. 

International trade can increase spontaneously across national bor-
ders unless governments take steps to restrict it. If a government already 
restricts trade, it can stimulate trade—and the benefits its nationals de-
rive from it—by unilateral trade liberalization. However, when all gov-
ernments restrict trade, the potential benefits from trade can increase 
for all through multilateral liberalization as well as the establishment of 
a regime of trade rules and mechanisms for adjudicating disputes that 
arise from implementing the rules. Thus the international trade regime 
and the rules it embodies can generate important cross-border exter-
nalities that contribute to development and poverty reduction—making 
it a proper focus for attention by the international community.

In considering the global trade regime as a GPG it is important not 
to adopt a narrow definition of such goods. The trade regime imple-
mented through the WTO meets the criterion of non-rivalry, because 
having more countries join the trade regime does not detract from the 
benefits to existing members. In fact having more members would tend 
to increase the regime’s legitimacy and credibility (Mendoza 2003). 

But it is not clear that the present trade regime (or previous ones) 
meets the criterion of non-excludability. WTO members can exclude 
non-members from the rules that govern trade transactions with them. 
For example, WTO members have applied and continue to apply dif-
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ferent rules on anti-dumping and safeguards to non-members. In the 
1970s and 1980s the Council for Mutual Economic Assistance (CMEA) 
had a different set of rules governing trade among its communist coun-
try members than the General Agreement on Tariffs and Trade (GATT), 
and GATT members applied different rules to trading with CMEA 
countries than they did among themselves. The fact that any country 
can join the WTO, provided it follows the rules, does not help. In-
deed the WTO accession process has no standard rules. Newly acceding 
countries are typically forced to accept more onerous obligations than 
existing members at similar levels of development, a serious concern for 
many developing countries (see below).

Similarly, it is important not to limit the justification of the WTO 
and the trade regime that it administers as a GPG to the issue of multi-
lateral negotiations for mutual reductions in trade barriers. The justifi-
cation offered in this respect by some authors (see, for example, Staiger 
2006) is too limiting for several reasons. First, the undervaluing of the 
costs imposed on the international community from protection by big 
countries or country blocs, such as the European Union (EU), and the 
resulting incentives to co-operate in mutual reductions of trade barriers 
rests on a critical assumption not valid for most WTO members—the 
assumption that protection imposes a terms of trade cost on trading 
partners. This is true only for big economies with a lot of trade whose 
actions can affect the world price of tradables. It does not apply to the 
vast majority of WTO members, which are developing countries with 
small economies whose protective actions do not typically affect inter-
national prices and probably hurt only themselves.1

Second, and perhaps more crucial, negotiations for mutual reduc-
tion of trade barriers is an important, but certainly not the only, func-
tion of the WTO. One can debate how central this function should be 
to the WTO’s future (see, for example, Collier 2006). But the fact is that 
the WTO administers many agreements containing rules on a lot of 
trade and trade-related matters, including the Sanitary and Phyto-Sani-
tary Measures (SPS), Technical Barriers to Trade (TBT), Trade-Related 
Aspects of Intellectual Property Rights (TRIPS) and Trade-Related As-
pects of Investment Measures (TRIMS). It also operates the Dispute 
Settlement Mechanism (DSM) as well as a Trade Policy Review Mech-
anism (TPRM). All its rules and mechanisms need to be considered in 
examining the effectiveness of the WTO as an institution responsible 
for delivering the global public goods on trade. Thus it is appropriate to 
adopt a broad definition of GPGs consistent with the Task Force Secre-
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tariat’s definition, which would include all issues on trade negotiations, 
trade rules dispute settlement and trade policy review important to both 
developed and developing countries. 

The WTO mandate

The legal mandate of the WTO derives from the Marrakesh Agreement 
of 1994 signed by the countries that participated in the Uruguay Round 
of trade negotiations launched under the auspices of GATT in 1986. The 
WTO was established on 1 January 1995 to “provide the common insti-
tutional framework for the conduct of trade relations among its members 
in matters related to the agreements and associated legal instruments” 
(article 2). This included a total of 22 agreements, including a revision of 
the GATT and several new agreements, such as on intellectual property 
rights and trade-related investment measures (WTO 1995). 

Article 3 of the Marrakesh Agreement sets out the four main func-
tions of the WTO as follows: 

•	 Facilitate the implementation, administration and operation 
and further the objectives of these trade agreements.

•	 Provide the forum for negotiations among members concern-
ing multilateral relations.

•	 Administer the Dispute Settlement Understanding.
•	 Administer the Trade Policy Review Mechanism. 
The mandate, scope and functions of the WTO are clear and very 

broad. Indeed some feel that the WTO mandate is too broad and that it 
should never have been extended to cover such areas as TRIPS because 
of the costs for developing countries.2 But the institution plays a central 
and preeminent role in shaping the rules and procedures that govern 
international trade today.

From the 1960s to the early 1980s the United Nations Conference 
on Trade and Development (UNCTAD), rather than GATT, was the 
institution within which developing countries sought to develop poli-
cies and initiatives that helped promote their trade interests (see box 
3.1).3 The resolutions and other agreements reached under UNCTAD 
did not have the legally binding nature of GATT or WTO agreements. 
But they did influence the conduct of international trade. And today 
UNCTAD, both as an institution and in its legacy, continues to play a 
role in the trade system in several ways: 



International Trade

Chapter 3

Michalopoulos

63

•	 Jointly with the WTO, it sponsors the International Trade 
Centre (ITC), which has a mandate to provide technical as-
sistance to developing countries on export promotion.

•	 It provides technical assistance to strengthen trade-related  
capacity in developing countries. 

•	 It holds global conferences every four years in which non-
binding resolutions are passed on matters concerning interna-
tional trade, which frequently articulate views of developing 
countries.

•	 It tends to support industrial protection as a vehicle for devel-
opment, an approach that enjoys widespread support in many 
low-income developing countries.

Other institutions play a role in international trade. Perhaps the 
most important are the World Bank and the International Monetary 
Fund (IMF). The articles of agreement of both institutions explicitly call 
for them to promote and facilitate balanced growth of world trade. Both 

The UNCTAD legacy and the GATTBox 3.1

In the period of its strongest influence, UNCTAD and its activist secretariat focused on several approaches and ini-

tiatives: the 1966 Generalized System of Preferences (GSP) for developing countries, subsequently given legal sta-

tus under a GATT waiver; commodity trade agreements aimed to stabilize and, to the extent possible, raise prices 

of primary commodity exports in developing countries—leading ultimately to the establishment of the Common 

Fund for Commodities in 1981; and the notion that industrialization promoted through protection can be good 

for development. This last notion found expression in a limited way in the infant industry argument for protection 

embedded in GATT Article 18, but was more forcefully articulated in the Enabling Clause of the GATT that permits 

non-reciprocity for developing countries in trade liberalizing negotiations and in other aspects of SDT.

UNCTAD’s relative importance in affecting the international trade regime diminished in the 1980s for a variety 

of reasons. Developing countries’ attitudes started to change, with many countries in East Asia and Latin America 

moving towards more outward-looking development policies. These same countries realized that by not participat-

ing in the GATT reciprocal negotiations they missed the opportunity to negotiate reductions in trade barriers towards 

their exports in developed country markets. The GSP benefits turned out to be much less than originally envisaged, 

as did the usefulness of commodity agreements—and the Common Fund. Perhaps most important, the funding for 

UNCTAD’s activities, which depended heavily on developed country contributions, was severely cut.

The relative shift favouring the GATT was highlighted when several developing countries in Latin America, 

such as Mexico and Costa Rica, decided to become GATT members. The symbolic shift occurred in 1986 when 

the GATT ministerial conference launching the new round of multilateral trade negotiations took place for the first 

time in a developing country, Uruguay. Then Foreign Minister Enrique Iglesias played a key role in mobilizing sup-

port for the round in Latin America and in the successful outcome of the conference. Like the Doha Round, the 

conference in Punta del Este was intended to launch a round that addressed developing country interests. 
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are active in technical and financial assistance programmes in support of 
trade-related institution building in developing countries, and both are 
strong advocates of trade liberalization.

Other international institutions have been established in recent years 
to assist developing country participation in the WTO and the trading 
system more generally. The South Center provides research and analysis 
on trade issues of importance to developing countries. The Agency for 
International Trade Information and Co-operation (AITIC) provides 
technical assistance and information on WTO issues primarily to low-
income developing countries and countries in transition, focusing on 
countries that do not have resident missions in Geneva. The Advisory 
Center on WTO Law provides assistance to developing countries in-
volved in trade disputes. They all complement the WTO in support of 
the international trade regime. 

In the past decade voluntary organizations such as the Third World 
Network, the Quakers and Oxfam have focused more attention on the 
WTO and its role in promoting developing country interests. Their 
analyses, often critical of the WTO, have also helped formulate public 
opinion and actions by the international community. Some have worked 
closely with developing countries during specific negotiations. 

One question that needs to be addressed in the Doha Round is 
whether the WTO mandate should stay the same or be rolled back. 
Some argue that the WTO mandate should be strictly limited to trade 
liberalizing negotiations. Others think it should be expanded further. 

In addressing these questions, perspective is important. GATT has 
been considered a success because of its contribution to liberalizing trade 
in manufactures among developed countries. Yet in many countries—both 
developed and developing—unilateral (autonomous) trade liberalization 
has been even more important than multilateral liberalization and certainly 
more important than regional liberalization. Multilateral liberalization has 
been more important among developed than developing countries (Sub-
ramanian and Wei 2003). But even in the United States, it is estimated 
that two-thirds of the reduction of protection from tariffs during 1934–67 
was due to the effect of inflation in reducing the real protection afforded 
by specific tariffs and only one-third due to the reductions negotiated 
multilaterally under the early GATT rounds (Irwin 1998). A recent study 
showed that for developing countries from 1986 to the present, about 65% 
of trade liberalization was due to autonomous actions, about 25% due to 
multilateral liberalization and only 10% due to liberalization linked to re-
gional preferential trade arrangements (World Bank 2004). 
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At the same time, the GATT failed to liberalize trade in agriculture 
or services, while it legitimized developed country protection in textile 
and clothing through non-tariff barriers in explicit violation of one of 
its fundamental principles. Thus it could be argued that UNCTAD’s ad-
vocacy for industrial protection to promote import substitution paral-
leled the GATT’s exclusion of agriculture and textiles from multilateral 
trade negotiations. Both developing and developed countries used the 
institutions they controlled to establish policy space, enabling them to 
protect sectors of interest to them.

It is too soon to assess the WTO’s success or failure to achieve its 
objectives. The WTO is a far more ambitious endeavour of the inter-
national community than the GATT. It attempts to cover a far broader 
range of issues and to reconcile the interests of a broader variety of 
countries, and it operates a far more decisive dispute settlement mecha-
nism, which does not allow an offending party to unilaterally prevent 
the implementation of an adverse judgement—as was the case under the 
GATT. But it is not too soon to develop proposals that would enhance 
the role of the WTO in promoting global trade and development.

The WTO rules

The WTO agreements contain the rules that constitute the global trade 
regime. Several main principles guide the agreements: most-favoured-
nation (MFN) treatment, which involves non-discrimination in the 
treatment of different foreign suppliers; national treatment, meaning 
that foreign suppliers are treated the same as domestic suppliers; trans-
parency, which essentially requires the use of tariffs and taxes instead 
of quantitative restrictions in controlling trade; and reciprocity, which 
means that countries are expected to match trade liberalization com-
mitments. Exceptions to these basic principles are permitted under well 
defined circumstances spelled out in the agreements. 

The agreements often describe in great detail the rules of conduct 
for members on a variety of issues, many of them very technical. Despite 
their specificity, the rules are subject to different interpretations which can 
result in disputes. The decisions of the DSM add to the body of interna-
tional law guiding future trade practices. The rules are not immutable but 
subject to change, usually agreed in the negotiating rounds.

Developing countries have argued since early in the GATT’s history 
that their development status requires that they be subject to different and 
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more favourable trade rules than everybody else (Michalopoulos 2001). 
This principle was accepted in the GATT and later in the WTO, and has 
been enshrined as special and differential treatment (SDT) for developing 
countries. Another subgroup—the least developed countries (LDCs)—
are supposed to be provided with even more favourable treatment.4 

The WTO agreements contain numerous provisions for SDT. Some 
are exhortations whose implementation is difficult to evaluate; others 
are very specific and relate to a particular aspect of country policy. 

Several conceptual premises underlie the provision of SDT. The 
fundamental one is that developing countries are intrinsically disadvan-
taged in their participation in international trade, so multilateral agree-
ments involving them and developed countries must account for this 
weakness in specifying their rights and responsibilities. A related premise 
is that trade policies that maximize sustainable development in develop-
ing countries differ from those that do so in developed economies and 
hence that policy disciplines applying to developed economies should 
not apply to developing countries. The final premise is that it is in the 
interest of developed countries to assist developing countries in their 
fuller integration and participation in the international trading system.

Based on these premises the provisions introduced in the WTO 
agreements fall in two broad categories: positive actions by developed 
country members or international institutions and exceptions to the 
overall rules contained in the agreements that apply to developing 
countries (with occasional additional exceptions for the LDCs) (Micha-
lopoulos 2001).

Developed countries have agreed to take three kinds of actions to 
support developing countries’ participation in international trade: 

•	 Provide preferential access to their markets, such as through 
the Generalized System of Preferences (GSP). 

•	 Provide technical and other assistance to permit them to meet 
their WTO obligations and otherwise enhance the benefits 
developing countries derive from international trade.

•	 Implement the overall agreements in ways that are beneficial 
or least damaging to the interests of developing countries and 
LDCs.

There are two fundamental ways in which developing countries 
and LDCs have accepted differential obligations under the WTO agree-
ments. First, they enjoy freedom to undertake policies that limit access to 
their markets or support domestic producers or exporters in ways not al-
lowed to other members. Examples include the general exemption from 
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reciprocity in trade negotiations with developed countries to reduce or 
remove tariffs and other barriers to trade. Similar provisions for non-
reciprocity are included in the GATS, Article 19:2, which states: “There 
shall be appropriate flexibility for individual developing countries mem-
bers for opening fewer sectors, liberalizing fewer types of transactions, 
progressively extending market access in line with their development 
situation.” Second, developing countries and LDCs get more time to 
meet obligations or commitments under the agreements. In some cases, 
more favourable treatment involves a combination of both ways.

One key issue for the international community in the Doha Round 
is the nature and scope of SDT and which countries should receive 
it. Another very important issue, perhaps the greatest challenge faced 
today by the WTO’s rules-based system, is the proliferation of prefer-
ential trade agreements (PTAs). Hundreds have been established bilat-
erally between countries, or various country groupings, many of them 
regional, some involving developed and developing countries, some 
among developing countries themselves. Since 1990 the number of 
PTAs in force has increased from 50 to 230 (World Bank 2004). Many 
developing countries are members of a very large number of agree-
ments and have difficulty implementing them. 

These agreements have several consequences for the multilateral 
trading system. In one sense, PTAs create a more open system by reduc-
ing trade barriers among participating countries. But they also pose very 
significant dangers. Preferences for some countries mean discrimination 
against others. Non-discrimination and the provision of MFN treat-
ment has been one of the fundamental principles—one could argue the 
cornerstone—of the GATT/WTO system, and it is being undermined 
by the proliferation of PTAs. Moreover, these agreements undercut sup-
port for multilateral trade liberalization because that would cut into the 
preference margins of countries participating in PTAs. A recent report 
by a Consultative Board appointed by the WTO Director-General ex-
pressed deep concern about the spread of PTAs and recommended that 
governments need to show restraint or risk damage to the multilateral 
trading system (WTO 2005). 

PTAs, or more precisely free trade areas and customs unions, are 
permitted in the WTO (GATT Article 24) under certain conditions. All 
participants who are WTO members are supposed to notify the WTO 
of the preferential agreements in which they participate. A standing 
WTO committee is supposed to review these agreements and deter-
mine whether they are consistent with WTO provisions. This system 
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has so far failed completely; many agreements have not been notified, 
and nothing forces members to notify anything if they do not wish to. 
And the WTO Committee has failed (except in the case of the Czech-
Slovak customs union, no longer in existence) to reach agreement on 
whether any of the several dozen agreements that have been notified 
and reviewed meet the GATT conditions. 

The question of tightening the rules and disciplines on regional 
and preferential trade agreements is on the Doha Round agenda. It will 
have to be addressed as one of the main issues facing the international 
trade regime. 

WTO structure, governance and procedures

The WTO has 150 members, accounting for more than 97% of world 
trade. Thirty other countries are negotiating membership. Decisions are 
made by the entire membership, typically by consensus. A majority vote 
is also possible but is not commonly used.5 

WTO’s top decision-making body is the Ministerial Conference, 
which meets at least once every two years. Below this is the General 
Council (normally ambassadors and heads of delegation in Geneva, but 
sometimes officials sent from members’ capitals), which meets several 
times a year in WTO’s Geneva headquarters. The General Council also 
meets as the Trade Policy Review Body and the Dispute Settlement 
Body. At the next level, the Goods Council, Services Council and In-
tellectual Property Council report to the General Council. Numerous 
specialized committees, working groups and working parties deal with 
individual agreements and other areas such as the environment, devel-
opment, membership applications and regional trade agreements. There 
is a great effort to ensure that the geographic distribution of committee 
and council chairs, especially the most important ones, reflects a bal-
anced representation of all members. Thus the majority of the chairs is 
from developing countries. 

WTO is a member-driven organization—most of the analyses and 
preparations for the day-to-day work of the organization (many com-
mittee meetings, preparations for the major negotiating rounds and all 
decisions) are made by the members through their delegations in Ge-
neva or in the home country. The weak analytical capabilities of devel-
oping countries, especially the smaller and poorer ones, place them at 
a significant disadvantage in participating effectively in the WTO. This 
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disadvantage is compounded by the lack of representation in Geneva. 
Both constraints mean that developing countries require and receive as-
sistance from other organizations such as UNCTAD, the South Center, 
AITIC and voluntary groups in preparing to participate in the WTO. 

The secretariat

The WTO Secretariat, based in Geneva, is headed by a director-general 
elected by members, normally for a four-year term. It has about 630 
staff members, only about a third of whom, mostly lawyers and econo-
mists, are substantively involved in the work of the WTO. Most of the 
rest are support staff, including a large number of interpreters and trans-
lators. The director-general has considerable independent authority in 
hiring and firing staff. Because the organization is relatively small, staff 
turnover is limited. Vacancies are open to competition and advertised in 
notices on WTO’s Web site and distributed to all member governments. 
After the director-general approves the selection, an appointment offer 
is sent to the selected candidate (WTO official Web site). 

The secretariat does not have the initiating and decision-making 
role that other international bureaucracies have. It takes no official 
position on any WTO policy issues, and there is no official clearance 
procedure for WTO statements (see box 3.2). Its main duties are to sup-
ply technical support for the various councils and committees and the 
ministerial conferences, to provide technical assistance for developing 
countries including on matters of accession, to analyse trends in world 
trade and to explain WTO affairs to the public and media. A good por-
tion of staff time is devoted to taking minutes and clearing them with 
the participating members, as well as preparing background reports at 
the request of members.

The WTO has no position…Box 3.2

In 1999, on secondment from the World Bank to the WTO Secretariat, I was asked to represent the WTO at an 

international meeting on small island economies in St. Lucia. After preparing a short statement for the meeting, I 

sought clearance for the statement from two senior WTO officials. I was advised that while it was appropriate to 

seek the advice of senior staff and managers on the issues, it was inappropriate to seek their clearance. There 

were no WTO clearance procedures, because, if they existed, members would wish to be involved, disagree-

ments would arise, and nothing would get cleared. I was told to make clear at the meeting that I spoke strictly 

on a personal basis. Similar disclaimers are routinely made by all WTO staff, even the most senior, when partici-

pating in international meetings. 
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The WTO has no enforcement mechanism regarding the agree-
ments it helps administer, other than that provided through the DSM. 
The director-general does not have the authority to initiate a dispute 
settlement case, no matter how blatant the violation of WTO rules may 
be. Only members can bring cases if they believe another member(s) 
have violated the agreements. The secretariat cannot force a member 
to meet its obligations, as required by the various agreements. Conse-
quently, the information available to the secretariat, even on such basic 
matters as the currently applied tariff rates, is incomplete. Even that 
information is not supposed to be made public, although national tariff 
schedules are in each country’s public domain. 

The WTO Secretariat is working with UNCTAD, ITC and the World 
Bank to put together a comprehensive and consistent database on trade 
measures that goes beyond the information collected through the WTO. 
This work has high priority. WTO members should be encouraged to 
make complete market access data publicly available. Information about 
trade flows and restraints on market access is a public good and should be 
readily available to not-for-profit institutions at no cost. If that does not 
happen, developing countries are disadvantaged because they have both 
limited financial resources and limited research capabilities.

One enforcement mechanism has been used to penalize members 
who are in significant arrears in their budget contributions. Members 
that fall behind progressively lose some privileges, from the distribution 
of documents to the right to chair WTO committees and ultimately the 
loss of voting privileges or the right to receive technical assistance (at 
which time they are declared inactive). More than 20 developing coun-
tries had been declared inactive in the late 1990s, mostly LDCs. Follow-
ing a 1998 WTO Council decision, LDCs in arrears are no longer barred 
from receiving technical assistance. But the rest of the penalty struc-
ture remains in place. The enforcement mechanism is based on a GATT 
Council decision made just before the WTO was launched. It has been 
applied only to budgetary contributions, but there is no reason why the 
council could not also use it to discipline members on other issues. 

Strengthening the role of the secretariat is one of the recommenda-
tions often made in reviews of the functioning of the WTO as an insti-
tution (Blackhurst 1998). The question is how to do so.

One possibility would be to give the director-general the au-
thority to notify the membership of actions by members that may 
be in violation of the various agreements. Such an extension of the 
director-general’s role may have some desirable features in terms of 
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opportunities to strengthen the GPG aspects of the trade regime. But 
it is very unlikely to be acceptable to WTO members. It would re-
quire a change in the agreements setting up the DSM as well as a 
basic change in the philosophy regarding the DSM; and it would be a 
radical change from the member-driven nature of the WTO, one that 
members would find hard to swallow. 

But somewhat more modest changes in the secretariat’s role 
should be feasible. The recommendations of the Consultative Board 
on strengthening the role of the secretariat are disappointing. They call 
only for the powers and duties of the director-general to be spelled out, 
as called for by the Marrakesh Agreement; for technically competent 
staff and a stronger management culture; and for the budget, a “need for 
meaningful increases and annual growth rates in excess of other better 
funded institutions”—whatever that may mean (WTO 2005). 

Far more is needed. First, it should be possible for the secretariat to 
develop independent views on international trade policy issues being 
considered in the WTO bodies. Second, it should be possible for the 
secretariat to initiate (after adequate consultation with members) analy-
ses and make recommendations for more effective implementation of 
the agreements or even proposals for changes in the agreements, as part 
of preparing for negotiating rounds. Such a change would require a 
substantial expansion of professional staff, perhaps up to 40–50 more 
professionals, as well as a larger budget.

Consensus building

Any institution based on consensus building must develop formal 
and informal processes to reach decisions. In principle any member 
can block a decision by casting a negative vote. It was clear, even in 
the GATT—where developing countries had a majority of votes but 
played a decidedly lesser role—that it would be futile to exercise voting 
strength either to block major progress or to force developed countries 
to implement obligations not freely accepted (Evans 1968). In practice 
there is rarely any voting. This puts a premium on consultation, both 
formal and informal, that builds consensus.

It is very difficult to conduct consultations, or any kind of business 
activity, when everybody has to be consulted about everything. Thus, al-
though the General Council (the ultimate decision-making body where all 
members are represented) and the various subsidiary bodies and commit-
tees meet frequently, informal consultations take place even more often. 
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The WTO agreements refer frequently to developing countries as 
a group, especially in the context of providing SDT, but there is no of-
ficial WTO definition or list of developing countries.6 Countries decide 
whether they consider themselves “developing” countries. 

A developing country group in the WTO holds consultations rela-
tively infrequently. Developing countries often do not have a common 
position on major issues before the WTO because of growing dispari-
ties in their income levels, trading interests, integration in the interna-
tional economy, institutional capacities and participation in WTO affairs. 
Some—for example, Mexico, the Republic of Korea and Turkey—are 
also members of the OECD and, on some issues, share the outlook of 
the developed country members of that group. Others find that, on some 
issues, their interests coincide with developed country members; hence 
they participate in groups with mixed memberships. Still others find it 
more convenient to consult in smaller, more homogeneous groups, such 
as the LDC group, the Small Island Economies or the Land-Locked 
Group; and of course there are several other regionally oriented groups, 
such as the African group and ASEAN, whose members also consult. 
Still other groups involve developing countries that share a common 
preferential agreement in a major developed country market, such as the 
Asia-Caribbean-Pacific (ACP) group. This group, with the addition of 
the LDCs and a number of African countries, has formed the Group of 
Ninety (G-90), the largest single grouping of developing countries in the 
Doha Round (although only 64 of the countries are WTO members).

The agriculture sector traditionally has had mixed developed- 
developing country groupings, such as the Cairns group of major ag-
riculture exporters. During the WTO Ministerial in Cancún, different 
groups emerged. First, there is a Group of Twenty (G-20) developing 
countries, mostly large and important participants in international trade. 
The group was formed primarily to develop a significant counterweight 
to the developed countries, especially the United States and the Euro-
pean Union, on agricultural issues of great importance to developing 
countries. The formation of this group is a significant development be-
cause it includes both major agricultural exporters and importers such 
as India and China, as well as an LDC, Tanzania, that has been a leader 
in that group. The G-20 has subsequently expanded its focus and forms 
common positions on other issues of the Doha Round. Second, a mixed 
Group of Ten (G-10) developing and developed countries that share 
an essentially protectionist philosophy on agriculture has been taking 
common positions in the Doha Round. Negotiations between these 
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groups (or their representatives) and the United States and European 
Union have been essential for the continuation of the Doha Round 
negotiations.

When issues of importance to the WTO as a whole require con-
sultations, they usually involve the director-general and a smaller group 
of members. That group usually includes the major trading countries, 
both developed and developing, and others judged to be representative 
of the views of the remaining membership. The actual composition of 
this group (until recently called the Green Room Group because it met 
in the director-general’s green conference room) tends to vary by issue. 
But on issues of general importance to the organization it could consist 
of 30 members. In such meetings the representative of the European 
Union speaks on behalf of the 25 members of the European Union (all 
of whom are members of the WTO individually), so developing coun-
tries may actually form the majority of voices in some consultations.

For a period in the late 1970s and early 1980s an effort was made to 
formalize the establishment of a smaller group of countries to use as a 
vehicle for regular consultations in the GATT. This so-called Consulta-
tive Group of Eighteen included 10 developing countries. Although 
from time to time there have been suggestions to revive such a group 
in the WTO, it has not been possible, partly because of difficulties in 
accommodating all the countries who would want to participate, partly 
because the countries would not feel that other members would ad-
equately represent their interests and partly because countries end up 
having different alliances on different issues. So the loose and flexi-
ble consultation formula has remained in place. For these reasons, also, 
neither the weighted voting nor the related representation formula, 
whereby one country represents several others (frequently at vastly dif-
ferent levels of development) present in the decision-making bodies of 
the IMF and the World Bank, has been at all in favour in the WTO. 

Developing consensus is extremely important before and during 
WTO ministerial meetings when important decisions are taken. De-
veloping countries have voiced two kinds of complaints regarding their 
capacity to influence the issues addressed by the WTO and to ensure 
that the agenda of negotiations reflects their interests. First, they were 
concerned about their inability to undertake research and analyses and 
to develop proposals of interest to a large group of developing countries, 
which can then be presented for consideration by the WTO members. 
These concerns should be alleviated. The Doha agenda contains many 
issues of interest to developing countries, and certain issues (investment 
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and competition) whose inclusion many developing countries had op-
posed have been dropped from the negotiations. 

The second kind of developing country complaints relate to the 
process used in Ministerial Conferences to develop consensus, a process 
that they feel tends to ignore the interests of many developing coun-
tries. WTO Ministerials put an especially heavy burden on processes to 
build consensus, because such conferences attempt to deal with a large 
range of issues in a very short period. Barring adequate preparation and 
consensus development before the conference, it would be extremely 
difficult to devise procedures that would permit both effective negotia-
tion and full participation at the conference itself. 

Consensus decision-making is essential for any actions that affect 
the legal rights and obligations of governments as they do under the 
WTO. No government will cede this right. But serious negotiations are 
simply not practicable if every issue must be discussed in a body as large 
as the General Council. Green room–style meetings need to be small 
enough to enable effective negotiations—but all the major developed 
and developing countries need to be present if the results are to com-
mand consensus support. This means that very few of the many small 
developing countries are ever included in such consultations, prompting 
many to complain that their interests are not taken into account.

Decision-making by consensus at its worstBox 3.3

Decision-making by consensus has many advantages and, by and large, has worked over the years. But the 

need to do everything by consensus means that any government can stop any WTO action, even the most trivial, 

for any reason, however irrelevant. Below are two examples of decision-making by consensus at its worst.

•	 Macedonia applied to join the WTO in 1994, but its request was stalled for several years by European Com-

mission (EC) objections to the initials designating Macedonia’s name in WTO documents. WTO accession 

documents carry the designation WT/ACC followed by a three-letter abbreviation of the country’s name, plus 

the number of the document. Macedonia wanted to use MAK. The EC objected because this implied that 

the country’s name was Macedonia, and the EC wanted to use Former Yugoslav Republic of Macedonia. 

Neither side budged for several years, until finally the secretariat decided to use three numbers instead of 

three initials to designate the country’s name. The Former Yugoslav Republic of Macedonia became a WTO 

member in 2003.

•	 Like all organizations, the WTO Secretariat publishes an annual directory of its staff and a list of members’ 

staff accredited to the WTO with telephone numbers and locations of their offices. Between the fall of 2002 

and late 2004, the WTO directory was not issued, because China and Taiwan disagreed over the way Tai-

wan’s name appeared in the directory. AITIC filled the information gap in part by publishing in its Web site the 

names of newly arrived ambassadors and heads of WTO delegations. 



International Trade

Chapter 3

Michalopoulos

75

In the aftermath of the failure first of the Seattle and later the Can-
cún Ministerial, a variety of proposals have circulated aimed at making 
the decision-making processes more fair, transparent and inclusive. Some 
advocate a UNCTAD-type system with regional groupings. Others 
propose variants on the World Bank and IMF constituency groupings. 

The problems with proposals for weighted voting were noted ear-
lier. The best route appears to be not to abandon the consensus system, 
but to make it work better. The central principle of reaching deci-
sions by consensus should be retained, as should the practice of smaller 
negotiating groups. But an effort should be made to ensure that par-
ticipation more truly represents the membership and the range of sub-
jects discussed. Moreover, deliberations in the smaller groups should be 
promptly reported to an open meeting of all members, giving an op-
portunity for countries to participate and express views. And more in-
formation about the deliberations needs to be made readily available to 
the public to increase transparency. Implementation of these procedures 
should be left to the director-general. The challenge is to put these 
procedures in practice during the pressure-packed ministerial meetings. 
These meetings are unlikely to produce significant progress unless there 
is more consensus on the issues before the actual meeting. 

The Consultative Board proposed establishing a consultative body of 
senior officials chaired by the director-general, without executive powers 
and with limited and possibly rotating membership, to meet on a quar-
terly or six-month basis (WTO 2005). To some extent this reflects exist-
ing practice; such meetings of senior officials are usually called on an ad 
hoc basis before Ministerial Conferences or at other times, as needed. 

WTO budget and aid for trade

The demands on the WTO have grown significantly in recent years. Al-
though the budget has also grown, its growth has not been sufficient to 
permit the WTO to provide adequate services to members. The WTO’s 
total 2006 budget is about $140 million (WTO Web site). Most of its an-
nual budget is drawn from member contributions, established according to 
a formula linked to their total trade and a minimum annual contribution.

The bulk of the budget is devoted to employee salaries. Only about 
$10–15 million of the regular budget goes for technical assistance. This 
amount is totally inadequate to support the vast needs for trade-related 
capacity building in developing country members to meet their obliga-
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tions under the agreements. To meet these technical assistance needs, at 
least in part, several donors have established trust funds managed by the 
WTO, which provide much larger funding for technical assistance and 
training than does the regular WTO budget.

There are two sets of issues regarding the WTO budget. The first 
minor one has to do with the adequacy of the budget to meet the sec-
retariat’s needs. The proposed expansion of the secretariat’s role as well 
as increased activities by the TPRM, setting up more regular meetings 
of senior officials and the like, may well require additional funding of 
up to $25 million a year. This should come from regular contributions 
from members. Not all of this funding would be additional, because the 
expanded analytical work of the secretariat would obviate the need for 
funding other national or international institutions to do analysis. 

The second, more important budgetary issue is how to provide ad-
equate financial and technical assistance to developing countries to meet 
their needs to strengthen their trade-related capacity and institutions. 
While trade-related assistance has expanded substantially in recent years, 
from both bilateral and multilateral sources, its continuance depends on 
those donors. They are not bound to do so. Several proposals suggest that 
future WTO agreements involving building capacity in developing coun-
tries include legally binding provisions committing developed countries 
to make such assistance available. Yet it is highly unlikely that any donor 
will agree to be bound by legal provisions to supply assistance. 

Developing countries face three kinds of trade-related assistance 
needs: trade-related capacity building, involving primarily technical as-
sistance and training to strengthen trade-related institutions, such as 
trade ministries, customs authorities and standards organizations; adjust-
ment assistance linked to trade liberalization, especially for low-income 
developing countries with weak or non-existent safety nets; and overall 
development assistance, aimed at increasing supply capacity for exporta-
bles, improving transport infrastructure and the like. 

Trade-related technical assistance is provided by numerous bilateral 
and multilateral agencies. Bilateral aid committed to assist developing 
countries with trade policy and regulations reached $850 million in 
2003–04. Even larger amounts, in excess of $2 billion a year, are being 
provided for “trade development activities”, which cover a wide range 
of programs aimed to create a favourable business climate (Develop-
ment Committee 2006). 

Donors have focused their institutional efforts on the needs of 
LDCs, establishing an integrated framework (IF) for trade-related tech-
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nical assistance coordinated and administered by six agencies (the IMF, 
ITC, United Nations Development Programme (UNDP), UNCTAD, 
World Bank and WTO). The IF involves primarily the preparation of 
so-called diagnostic studies whose recommendations are discussed in 
the context of Poverty Reduction Strategy Papers (PRSPs). After a slow 
start and a lot of changes, this initiative has generated several studies and 
positive results in some countries (Cambodia). But dissatisfaction with 
its scope, governance and implementation has been widespread. As a 
consequence, an Integrated Framework Task Force comprising LDC 
and donor representatives was created in the fall of 2005 and charged 
with a mandate to come up with recommendations for an “enhanced 
IF”, by the spring of 2006. 

The IMF has also established a special funding facility—the Trade 
Integration Mechanism—for countries that face balance-of-payment 
adjustment problems following liberalization in third countries. The 
program has been used only sparingly (Bangladesh and the Dominican 
Republic) and is limited in scope, because it cannot deal with problems 
of domestic adjustment that result from trade liberalization. 

The Hong Kong Ministerial meeting in December 2005 resulted in 
vastly increased attention to the subject of “aid for trade”. Donors engaged 
in a “beauty contest”, outlining proposals for increased commitments to 
aid for trade amounting to several billion dollars of annual funding. The 
definition of the kind of activities to be undertaken with these vast sums 
of money and their additionality was quite vague. The ministerial decided 
to establish yet another task force within the WTO to address questions of 
aid for trade and make recommendations to the General Council by July 
2006. The mandate of this task force was wider than assistance to LDCs.

According to preliminary indications, the task force on the en-
hanced IF is going to propose that the IF continue to focus solely on 
LDCs and henceforth operate through a two-tier arrangement. The first 
tier would fund diagnostic studies (and human resource development 
in the developing countries to do these studies), while the second tier 
would be devoted to institution building to handle trade policy issues, 
strengthening export supply capabilities, strengthening trade support 
services, improving trade facilitation capabilities, training and human re-
source development in the above four areas, strengthening the trade-re-
lated regulatory and policy framework and project preparation for larger 
infrastructure activities and other export supply increasing projects. The 
enhanced IF would have a strengthened governance structure, espe-
cially in the developing countries, and a substantially enlarged secretar-
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iat administratively housed in the WTO Secretariat but “with a strong 
firewall around it” (IF Task Force 2006). Projected funding for the IF 
activities would be consistent with the $200–400 million proposal over 
five years, made by World Bank and IMF staff in the fall of 2005 (De-
velopment Committee 2005).

Even more preliminary indications about the work of the WTO 
task force of aid for trade suggest the this task force would propose a 
wider scope of activities accessible to all developing countries (includ-
ing, for example, infrastructure), but would not propose any separate in-
stitutional arrangements for this assistance. Instead it would recommend 
that additional funding for aid for trade be made available to developing 
countries through existing institutional mechanisms. At this point there 
has been little effort to link the recommendations of either task force 
to the developing country needs under the trade facilitation negotia-
tions, which explicitly require that technical assistance and support for 
capacity building, including infrastructure development, be addressed by 
developed country members; failing which, implementation obligations 
of developing countries will be waived (WTO 2004).

As of the time of this writing, it is unclear whether these overlap-
ping proposals will produce institutional arrangements as well as ad-
equate and predictable financing to address developing country needs. 
The position of the more advanced developing countries, who wish 
to maintain the illusion that all the developing countries—except the 
LDCs—are equally deserving of assistance, and of the LDCs, who fear 
a dilution of the benefits available to them, will result in the enhanced 
IF being limited only to LDCs, while equally needy non-LDC low-
income developing countries will have to make do with the increased 
funding being made available through the aid for trade initiative. How-
ever it is highly doubtful that any funding provided ostensibly in sup-
port of this initiative will be truly additional. Developed countries, 
while often aware of the need to strengthen trade-related institutional 
capacity in low-income countries more broadly, are unwilling to devote 
official development assistance resources to middle-income countries 
that do not need them. Additionality is very hard to demonstrate in any 
case, but it is least likely to be present when it is expected to result from 
existing institutions devoting increased attention to a particular issue. 

The location of the enhanced IF in the WTO Secretariat but sepa-
rate from it is also going to be awkward and problematic. The WTO is 
not primarily a development assistance institution. It has no in-country 
representation and very limited links to the development of country as-



International Trade

Chapter 3

Michalopoulos

79

sistance strategies. Thus its role in providing technical assistance should 
be focused on activities and projects that can be effectively managed 
by its staff. They should probably be limited to technical assistance and 
training to developing countries to enable them to discharge the obliga-
tions entailed by WTO membership. 

Donors presumably wanted to keep the IF Secretariat separate 
from the WTO Secretariat to keep the IF Secretariat free of the 
member pressures that affect the WTO Secretariat. The IF Task Force 
proposals emphasize the importance of country ownership for all 
initiatives and projects. Given the very weak project development 
capabilities of LDCs, they would need to be assisted by the pro-
posed secretariat. But the creation of an independent secretariat with 
no links to in-country aid activities will impose a huge burden on 
the countries to design and develop effective assistance programs. It 
would have been much better if the secretariat had been located in 
and could draw on the expertise of a multilateral institution with a 
local presence in developing countries, such as the World Bank. But 
developing countries have been wary of World Bank involvement in 
trade matters, because they feel that it is likely to introduce condi-
tionality in its assistance or promote more liberalization than they are 
willing to undertake. Locating the secretariat in the UNDP, the other 
institution with local presence, would have caused other difficulties. 
UNDP staff members have limited expertise on trade, and within the 
UN system it is UNCTAD rather than the UNDP that has a mandate 
to work on trade. UNCTAD, however, has no local presence in de-
veloping countries, and developed countries did not wish to expand 
its mandate to do this. 

A good case can be made for the establishment of a global funding 
facility for trade to expand the supply of global public goods generated 
through the WTO. It is useful to pool resources for donors, especially 
among many smaller bilateral donors for whom it makes little adminis-
trative sense to have separate assistance programs. On the recipient side, 
it is also better to deal with one donor than with several. Low-income 
developing countries with limited human resources face tremendous 
difficulties in coping with a multiplicity of donors, all with different 
reporting and monitoring requirements. A multilateral facility also re-
duces the risk of biasing the aid provided to support donor trade inter-
ests (Lecomte 2004).

Such a new funding facility should have the following features (see 
Michalopoulos 2005):7
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•	 Provide grant or soft loan assistance to strengthen institutional 
capacity in trade policy and regulation, design and imple-
mentation, trade support services, trade facilitation and trade 
adjustment. 

•	 Beneficiaries should include LDCs, other low-income coun-
tries and vulnerable small island economies, but should ex-
clude middle- and higher income developing countries that 
can afford to fund their own programs or do not need the 
assistance. 

•	 Local ownership and participation should lead to programs 
that are well integrated with the overall development priori-
ties and strategies of the recipients. 

•	 In light of the weaknesses in these countries’ capacity to design 
programs and projects, extensive assistance should be provided 
by an international secretariat.

•	 This secretariat should be affiliated with an institution that 
has local representation in developing countries and ample 
experience in assistance for trade and development, such as the 
World Bank.

It is unfortunate that the current negotiations in the Doha Round 
might result in aid for trade arrangements that are suboptimal, regard-
ing both the coverage of beneficiary countries and the effectiveness of 
the assistance provided.

Monitoring and surveillance

The WTO monitors members’ implementation of their commitments 
in two ways: first, by requiring notification of measures related to trade 
and trade policy as they are being implemented, consistent with the 
agreements; and second, through the Trade Policy Review Mechanism. 
But, as in other matters, monitoring is member-driven; members do 
their own monitoring of other members’ implementation of the agree-
ments. If they are being implemented in ways that one member consid-
ers injurious to its interests, they can become the subject of a dispute 
that is then adjudicated through the DSM. “[The] WTO is a multilateral 
agreement, but trade is a bilateral activity, and WTO rather ingeniously 
relies on the bilateral nature of trade to affect enforcement of its mul-
tilateral rules” (Barrett 2006, p. 34). The WTO has no evaluation entity 
that assesses the effectiveness of the institution in promoting its overall 
objectives or evaluates its technical assistance activities.
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The shortcomings of the notification system were noted earlier. 
Many members do not meet their obligations, partly because they do 
not have the capacity to do so, partly through indifference and, on oc-
casion, on purpose, as they withhold information from other members 
so as to force those members to provide information. The failure of the 
notification system to provide adequate information means that imple-
mentation is far less transparent than it could be. Steps need to be taken 
to strengthen it. 

To increase compliance with reporting requirements—which would 
tend to increase transparency and information about the actual workings 
of the trade regime—it could be proposed that members who fail to meet 
their reporting requirements progressively lose some of their privileges, 
just as they do if they fail to contribute to the budget. But such a proposal 
must also address the problems of the many poor developing countries 
that lack the capacity to meet the reporting requirements. It would make 
sense to couple such an enforcement procedure with provisions that give 
ample time and technical assistance to developing countries.

The TPRM was considered a major breakthrough in international 
cooperation and surveillance of trade regimes when it was agreed under 
the Uruguay Round and put in place in 1989, several years before the 
Marrakesh Agreement establishing the WTO. Its main objective was to 
“contribute to improved adherence by all WTO members to rules, dis-
ciplines and commitments under the multilateral trade agreements by 
achieving greater transparency and understanding of the trade policies 
and practices of members” (WTO 1995, p. 434). The reviews, which 
occur roughly every three years for major trading countries and less 
frequently for others, gather detailed information on policies and insti-
tutions affecting both imports and exports over time and are reviewed 
and discussed by the country and the WTO members. 

The review process was patterned after the Development Assistance 
Committee (DAC) reviews of country assistance programmes. It was 
hoped that the process would result in similar peer pressures to improve 
performance, in the sense of promoting the overall objectives of the 
multilateral trade system. It has failed to do so for three reasons. First, 
the TPRs are explicitly limited in that nothing in them can be used as a 
basis for a complaint under the DSM. Thus they do not seriously assess 
the consistency of member policies with the agreements. Second, they 
do not contain recommendations for overall improvement of member 
trade policies in general or in terms of their consistency with WTO ob-
jectives. Third, perhaps more fundamentally, they have failed to generate 
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the kind of peer pressure that can be generated at the DAC because, 
unlike their counterparts in the DAC, trade ministries do not share a 
common objective. In the DAC, beyond using bilateral development 
assistance to promote narrow national objectives, development agen-
cies tend to share the broader objective of promoting development. In 
the WTO trade ministers tend to view the organization and the agree-
ments solely in terms of promoting national trade interests, not global 
trade objectives. Consequently, the TPR process has started to lose its 
importance and significance.8 

Strengthening the TPR system can make an important contribu-
tion to the generation of GPGs by increasing transparency and help-
ing to increase the integration of developing countries in the world 
trading system. The TPRs need to be strengthened in two ways. First, 
procedurally, the secretariat should be given the authority to independ-
ently evaluate both developed and developing country policies as well 
as recommend ways to improve them. Second, the assessment of all 
countries’ policies—especially developed and more advanced develop-
ing countries—should include an assessment of the effects of their trade 
and other policies on developing countries, especially the poorest and 
least well integrated in the world trading system. It should include de-
veloped country programmes of trade-related assistance to developing 
countries as well as other aspects of SDT, including the effects of pref-
erential agreements on third countries.9

To evaluate the WTO and the effectiveness of its technical assistance 
requires establishing an independent evaluation unit. This unit would 
perform evaluation functions similar to those done by evaluation units 
in other organizations that assist developing countries. 

Dispute settlement 

WTO members cannot unilaterally define inconsistencies with the 
WTO agreements, nor can the secretariat. Such definitions are the ex-
clusive privilege of the WTO adjudicating bodies. Thus a WTO mem-
ber that believes another member’s practices violate the agreements can 
request bilateral consultations. If they are not fruitful, they could lead 
to a procedure before a WTO panel. All panel findings can be appealed. 
At the end of the process, members at fault are granted a reasonable 
time period to implement corrective actions. If there is disagreement 
on whether the corrective actions were sufficient, a compliance panel 
and eventually the appellate body may also be requested to express 
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an opinion. If a panel or appellate body decision is not implemented, 
the complaining WTO member has the right to take countermeasures. 
These countermeasures involve essentially restrictions in market access 
to the offending party. For example, if the United States is found guilty 
of certain practices that injure EU exporters and does not take adequate 
corrective measures, the European Union could take steps to limit ac-
cess of US exports to the EU market equal in value to the injuries. 

The DSM has been very actively used by WTO members. Since 
its start in 1995, more than 300 cases have been brought before the 
DSM. Developing countries were involved in a larger proportion of 
cases as defendants and in a smaller proportion as complainants than 
their share of world trade would suggest. This may imply that develop-
ing countries have some degree of difficulty in bringing cases before 
the DSM. The process is quite expensive, and the poorer developing 
countries may not find it possible to pursue a complaint even when 
their interests are damaged (Michalopoulos 2001). For this reason, the 
Advisory Centre on WTO Law was established in 1999 to help devel-
oping countries in DSM issues. 

But practically all disputes in which developing countries were de-
fendants and most of those in which they were complainants involve a 
very small number (10–15) of relatively advanced developing countries. 
Poorer countries are not targets of complaints because their markets are so 
small they are not worth the trouble. Thus there is a degree of mismatch 
between the mandate of the Advisory Center to help poorer developing 
countries and its actual use; most of its clientele appear to be relatively ad-
vanced developing countries—those likely to be involved in the DSM.

Most of the cases presented in the DSM have been either settled 
or abandoned (presumably because the offending party took corrective 
actions) or the findings of the panel or appellate body voluntarily com-
plied with by the defendant. Very few cases, about 10, have involved the 
imposition of countermeasures—that is, restricting market access to the 
defendant for non-compliance. Indeed no developing country has ever 
used countermeasures, except Brazil in its dispute with Canada over 
subsidies to small aircraft (Bagwell, Mavroidis and Staiger 2004). For 
good reason, developing countries typically have relatively small mar-
kets, and their restrictions are not likely to impose significant damage 
on large developed countries exporters and have no deterrent effect on 
their actions. More fundamentally, the remedy of market access restric-
tions is worse than the problem, as developing countries damage their 
own interests by restricting imports. 
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Several proposals have been put forth to address this problem. The 
simplest solution is to request the defendant to pay compensation in 
the form of monetary damages for the injury to the complainant—in-
cluding attorney fees, which could be substantial. This straightforward 
solution has not proven politically acceptable to developed countries 
(Hudec 2002; Shaffer 2003). More recently, the Consultative Board rec-
ommended monetary compensation as a temporary measure, pending 
full compliance (WTO 2005). 

Mexico has proposed that the complainant can auction the 
rights to countermeasures to other countries if restricting market ac-
cess damages its own interest. The proposal could thus yield mon-
etary compensation indirectly to a developing country. While there 
are some positive elements to this proposal (Bagwell, Mavroidis and 
Staiger 2004), there are also some downside dangers, primarily of a 
political economy nature, that could result when a third country is 
given the rights to apply countermeasures against, say, the European 
Union in a Thailand-US dispute.

Perhaps the most promising proposal is to mandate that a country 
that does not comply with a panel or appellate body decision within 
a certain time opens up its markets in another sector—that is, improve 
market access to the defendant in an equivalent way. Though it has merit, 
because it sidesteps the thorny issue of monetary compensation, this 
proposal still requires the goodwill of the defendant for enforcement. 

The Doha Round

WTO members agreed at the Ministerial Conference in Doha in No-
vember 2001 to engage in a new round of multilateral trade negotia-
tions. The Doha agenda is extremely ambitious (WTO 2001). Though 
the scope has been narrowed somewhat, the agenda still addresses a 
wide number of topics and could result in significant changes, which 
would have an impact on the WTO and the provision of GPGs in trade. 
The round covers negotiations to liberalize trade in agriculture, non-
agriculture market access and services; to modify the rules, including 
those on regional trade (WTO 2001, para. 29), dispute settlement (para. 
30) and accession, so as to facilitate the LDC membership (para. 10); to 
consider the mandate of the WTO in the environment (para. 31) and 
TRIPS (para. 25) and to expand it in trade facilitation (para. 27); and to 
provide SDT to developing countries and the LDCs. 
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Negotiations have been difficult, and there have been significant 
delays. The main sticking points have to do with the extent of liber-
alization in agriculture and manufactures (non-agriculture market ac-
cess or NAMA). During the earlier stages of negotiation there was also 
extensive controversy on whether the WTO will expand its mandate 
in investment, competition, government procurement and trade facili-
tation. The countries’ positions do not fall into neat divisions between 
developed and developing, and shifting alliances involve mixed groups. 
Developing countries, with the support of developed country exporters 
of agricultural products, have been pressing for greater commitments on 
the part of the European Union and the United States to reduce protec-
tion and export subsidies in agriculture, while arguing against expansion 
of the WTO’s mandate to new areas. 

Disagreements over these issues led to the failure of the Cancún 
Ministerial in late 2003. Subsequent negotiations resulted in an agree-
ment in August 2004 that the modalities for negotiations in agricul-
ture and non-agriculture market access should be agreed by the Hong 
Kong Ministerial in December 2005 and on dropping consideration of 
expanding the WTO’s mandate in investment, competition and gov-
ernment procurement, while retaining trade facilitation as an area to 
consider (WTO 2004). The Hong Kong Ministerial failed to reach 
agreement on modalities but made some limited progress on a number 
of issues of importance to the developing countries and especially the 
LDCs (see below). 

Further deadlines were missed subsequently, and as of the time of 
this writing, negotiations had been suspended; the outcome of the Doha 
Round was very much in doubt. Increased transparency and greater ca-
pacity to analyse proposals by all members, including developing coun-
tries, has in some ways made an agreement more difficult. In the past 
negotiators could put forth proposals whose impact could not be easily 
assessed, and their assertions had to be taken on faith. At present, in-
creased informational flows and improved analytical techniques per-
mit negotiators to assess the true worth of proposals (or lack thereof) 
quickly. Little is left to chance, making final agreement more difficult, 
but also more equitable.

The suspension of the Doha Round negotiations at the end of July 
2006 means that at the very best there will be further significant delays 
in the conclusion of the round, if it is ever concluded. This is because 
the so-called Fast Track negotiating authority which permits the US ad-
ministration to submit any Doha Round agreement for approval by the 
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US Congress on an up-or-down vote without the possibility of crippling 
amendments expires on 1 July 2007. The US administration has to submit 
the proposed legislation to Congress even before that, on 1 April 2007, 
and some time is needed to prepare the legislation following a final agree-
ment. It is highly unlikely that the US administration will be able to get an 
extension of its authority before a new administration is elected in 2008. 
And the political scene in the various major negotiating countries will take 
several years to settle and permit a resumption of the negotiations.10

While there were many unresolved issues in the negotiations for 
both agriculture and NAMA, there was a critical nexus of three issues 
that have been linked together and on which further progress on practi-
cally everything else depends: the European Union’s willingness to im-
prove market access for agriculture products; United States’ willingness 
to reduce domestic support for agriculture; and Brazil’s and other higher 
income developing countries’ willingness to decrease their protection 
of manufactures. A certain amount of progress has been made in several 
areas of the Doha agenda—for example, in services, anti-dumping and 
trade facilitation. But further negotiations in these areas have stopped, 
awaiting resolution of the main issues in agriculture and NAMA. 

At the time of this writing, two basic scenarios are still feasible re-
garding the outcome of the Doha Round:

•	 A minimum agreement, a variation of the so-called “Doha 
Light”, involving a certain amount of liberalization and minor 
reforms in a few areas, especially linked to developing country 
issues, and a formal postponement of the conclusion of the 
round into the future with considerable uncertainties regard-
ing the timing and scope of resumed negotiations.

•	 A formal abandonment of the round with individual issues 
being pursued separately in the various WTO bodies.

The discussion that follows addresses what can be expected to be 
achieved on issues of importance to the WTO as an institution under 
the various outcome scenarios for the Doha Round. 

Accession

There is no formal commitment in the Doha Declaration to do any-
thing concrete to speed up the accession of LDCs. The declaration talks 
about “concluding accession proceedings as quickly as possible” and 
that the WTO membership is “in particular committed to accelerating 
the accession of LDCs” (WTO 2001, para. 10). 
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There are two basic issues regarding accession. First, WTO mem-
bers, unlike members of the international financial institutions (which 
are by and large the same governments but represent different interests) 
do not see global benefits from universal WTO membership. As a re-
sult, unlike the international financial institutions, the WTO does little 
to help governments become members. The five or six professional 
staff members of its accession division offer little beyond administra-
tion and general advice to the 25–30 countries in the accession process. 
The burden of meeting the requirements falls squarely on the acceding 
governments, aided in many cases by bilateral assistance agencies (not 
their trade ministry counterparts). Accession thus becomes a very long 
and difficult process, taking on average about five years, often longer. By 
contrast, in the aftermath of the breakdown of the USSR, all 15 coun-
tries became members of the international financial institutions within 
18 months of their application, essentially because the international 
community felt it was in its interest to integrate those countries in the 
world economy. In the WTO the accession process is confrontational; 
the existing members want to make sure that new members meet all 
the club rules (Michalopoulos 2001, p. 193). 

The second issue is that each membership application is evaluated 
individually. There are no standards in terms of the commitments sought 
from new applicants. The outcome is that new members may commit to 
very different burdens, even though they may be at essentially the same 
level of development, and that new members frequently must take on 
more commitments than existing members at the same level of devel-
opment—for example, regarding transition periods for implementing 
the agreements or the use of certain instruments, such as subsidies.11

To deal with some of these issues, the WTO adopted a decision 
that aims to provide guidelines regarding LDC accession (WTO 2003). 
These guidelines are quite general, and they do not appear to have been 
followed in subsequent accession cases, although the importance of fa-
cilitating LDC accession has been ritually emphasized in subsequent 
ministerial declarations, including the latest in Hong Kong (WTO Web 
site). Very little substantive change can be expected in the accession 
process under any of the Doha Round scenarios. To promote universal 
WTO membership on equitable terms, two kinds of actions are needed. 
First, the WTO needs to issue detailed guidelines regarding the com-
mitments sought from acceding members—linked to their institutional 
capacity to implement them—and ensure that acceding members are 
not required to meet more onerous conditions in shorter time periods 
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than existing members. Second, the capacity of the secretariat to assist 
in the membership process needs to be greatly enhanced. 

The WTO mandate

In the years leading up to the Doha Declaration and until August 2004 
there was extensive discussion and controversy regarding the possibility 
of expanding the WTO mandate into other areas, including as noted 
above, investment, competition, government procurement and trade 
facilitation, as well as labour standards and the environment.12 In the 
end it was agreed that only trade facilitation and some limited aspects 
of the relations between trade and the environment would be included 
in the negotiations.

Discussion of labour standards was dropped completely for good 
reason: the issue was pushed primarily by protectionist interests in de-
veloped countries and had no business in the WTO mandate. Another 
international organization deals with it (the International Labour Or-
ganization or ILO), and the issue must be addressed there. 

There were protectionist overtones also in developed country ef-
forts to introduce detailed environmental issues in the WTO. Many of 
these concerns about the global commons should be addressed by in-
ternational institutions working in this area. Under the WTO, countries 
can impose trade restrictions where they are needed to protect their 
environmental standards, and case law is being developed in connection 
with disputes arising in the DSM from such impositions. At the same 
time, governments have accepted trade-related obligations in other en-
vironmental treaties. It is appropriate for the international community 
to review the relationships between the WTO rules and these other 
treaties—and this has been agreed under the Doha Declaration.

On TRIPS the Doha Declaration focused on two main issues: the 
need to pursue negotiations to protect geographic origin indications 
and the need to loosen TRIPS provisions to ensure the availability of 
inexpensive drugs to fight HIV/AIDS. The second issue became very 
contentious but was resolved in 2003—before the Cancún Ministerial in 
ways that provided meaningful SDT for poor countries (see box 3.4). 

Developing countries had been concerned about the expansion of 
WTO responsibilities in investment, competition, government procure-
ment and trade facilitation. The main concern was that the proposals 
were not being put forth by the European Union, their main advocate, 
in good faith and on their own merits, but rather as bargaining chips in 
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the overall negotiations and in particularly those on agriculture, where 
the European Union was clearly going to have to make concessions. But 
there were substantive concerns as well.

A WTO agreement already covers the Trade-Related Aspects of In-
vestment Measures (TRIMS). Commitments to liberalize rules pertain-
ing to foreign private investment could be pursued in the context of 
GATS, making a new agreement unnecessary.

Developing countries were especially keen to avoid the problems 
they encountered in implementing the Uruguay Round agreements in 
areas such as customs valuation, TRIPS, SPS and TBT, where they had 
taken on commitments that were both costly to implement and low in 
development priority. 

In the end the decision to pursue a multilateral agreement only 
in trade facilitation was a good one. Trade facilitation relates to gov-
ernment rules and regulations on expediting the movement, release 
and clearance of goods, including through customs and other technical, 
safety, health and environment approvals, affecting entry as well as transit 
through member territory. These government regulations often seri-
ously impede trade in developing countries. Expediting the movement 
and clearance of goods would be beneficial. But it will also be costly to 
build the necessary infrastructure, and many poor developing countries 
will need assistance to implement new commitments in this area. 

Recognizing the problems in securing adequate assistance to imple-
ment Uruguay Round commitments, developing countries obtained 
agreement that “the extent and the timing of (their) entering into com-
mitments shall be related to the implementation capacities of developing 
and least developed members” (WTO 2004, annex D). This essentially 
means that developing countries can become full members whenever 
they feel ready to accept the responsibilities entailed. The net effect of 
the trade facilitation agreement, if implemented as drafted, would be to 
establish another plurilateral agreement without formally doing so.

There are good reasons not to expand the WTO mandate to areas 
unrelated to trade. Some existing agreements, such as TRIPS, both go 
beyond this mandate and contain features detrimental to developing 
countries. The agreement to limit the mandate of the Doha Round by 
excluding certain issues, in response to developing country concerns, 
should be welcomed. However this does not mean that the issues will 
not resurface or that other issues may not be considered. In deciding 
whether to take on a new issue, the key criterion should be its links and 
importance to trade in all countries, not only a few. When the WTO 
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agreements venture into new areas, the implementation capacity of all 
its members needs to be ensured before commitments are made. 

One such new area, electronic commerce, may be ripe for agree-
ment after the end of the Doha Round. It is linked to trade—indeed 
it is a form of trade—and varied national regulations cause distortions. 
But it is also an area that raises political sensitivities, as well as one where 
technology affects implementation of any agreements. Consequently, it 
can lead to tremendous asymmetries in the relations between developed 
and developing countries. The WTO has established a work programme 
on electronic commerce which in due course should provide the basis 
for negotiating a multilateral agreement. 

Rules

The Doha Declaration includes several provisions aimed at reviewing 
and possibly changing rules that affect the international trade regime. 
Some pertain to operation of the DSM. Others involve detailed provi-
sions of various agreements (such as TRIPS and anti-dumping) whose 
analysis is beyond the scope of this chapter. But one issue stands out 
for its systemic implications: the issue of regional agreements, whose 
proliferation threatens the essence of the multilateral trading system.

The Doha Declaration states in para. 29, “We also agree to nego-
tiations aimed at clarifying and improving disciplines and procedures 
under the existing WTO provisions applying to regional trade agree-
ments. The negotiations shall take into account the developmental as-
pects of regional trade agreements.” 

Very little has happened to address the substance of this issue. The 
only area in which some progress has been reported and could become 
part of a “Doha Light” agreement is on transparency issues, that is, on 
reporting and notification requirements to the WTO of agreements to 
be concluded, as well as ways of dealing with the backlog of already 
notified agreements. Several substantive aspects need to be addressed. 
First, the rules (GATT Article 24) are vague—for example, speaking 
about a requirement that regional agreements cover “substantially all 
trade”. Second, the review mechanism has been quite ineffectual. Third, 
it is not clear what, if any, differences should exist in the rules applied to 
such agreements among developing countries.

Regarding the first two aspects, more specific and quantifiable guide-
lines need to be set so as to enable the WTO to reach judgements about 
the compatibility of regional agreements with the multilateral system. 
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Once such guidelines are agreed, it will be simpler to monitor and review 
agreements to ensure that they meet them. The secretariat could also be 
given more responsibilities; for example, after the guidelines have been set, 
the secretariat could review individual agreements for their compatibility 
and, if they are found incompatible, recommend remedial measures.

The developmental implications of regional agreements among de-
veloping countries are part of the overall question of SDT. Should dif-
ferent rules apply to regional agreements among developing countries? 
Developing countries have asserted that they should in that they should 
be free to conclude such agreements without being bound even by the 
vague limitations of GATT Article 24. It is very doubtful that devel-
oping countries need this additional flexibility. Regional preferential 
agreements covering only a small number of products tend to introduce 
distortions likely to damage both developing countries participating in 
the arrangements and those excluded. And whatever benefits accrue to 
members, they tend to be concentrated in the economically strongest 
(World Bank 2000).

While some discussion of these issues has taken place, there is little 
convergence of views, and very little can be expected under any of the 
Doha scenarios.

One area of growing concern involves developing countries’ re-
gional agreements with developed countries. In some cases, in their ea-
gerness to enjoy preferential access in the markets of their developed 
country partners, developing countries have agreed to commitments in 
other areas, such as TRIPS, that go far beyond their WTO commitments 
(Vivas-Eugui 2003). These “WTO Plus” commitments involve rules that 
limit the flexibility developing countries have under TRIPS or TRIMS. 
Such agreements also undermine the multilateral trading system and 
should be either avoided or regulated, just like trade preferences. 

As a full Doha agreement is not going to be put together any 
time soon, it is quite likely that countries would focus on further 
expansion of preferential agreements which, in the longer term, will 
significantly undermine the viability of the WTO and the operations 
of a multilateral trading system. 

Special and differential treatment13

The WTO provides for different rules to apply to developing country 
and LDC members. For developing countries, a main shortcoming in 
the implementation of the Uruguay Round agreements was that the 
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developed countries did not live up to their commitments regarding 
special and differential treatment (SDT). Both the Doha Declaration 
and the August 2004 agreement on the Doha work programme are 
replete with pronouncements about SDT. The Doha Ministerial Dec-
laration states that “provisions for special and differential treatment are 
an integral part of the WTO agreements”. It called for a review of SDT 
provisions with the objective of “strengthening them and making them 
more precise, effective and operational” (para. 44). But, with one ex-
ception related to TRIPS and pharmaceuticals (see box 3.4), little has 
been done in practice. The main questions remain: what should be the 
content of SDT, and who should receive such treatment?

It is useful to distinguish between SDT provisions on the core 
WTO disciplines regarding preferential market access or the use of 
non-tariff barriers, tariffs or subsidies in domestic policy and the pro-
visions that relate to the institutional capacity of developing countries 
to implement commitments. 

In the first case, there is little conceptual justification for making 
different rules for developing countries. The GSP has not been espe-
cially useful in promoting integration of developing countries in the 
world trading system. And is it truly more beneficial for development 
to give developing countries greater leeway to impose quotas on im-
ports that benefit their rich citizens? Is it developmentally responsible 
to give LDCs total freedom to subsidize exports, as the current rules 
permit? Recommending no SDT on core WTO disciplines also means 
that the major opt-outs and exemptions that benefit interest groups in 
industrialized countries at the expense of developing countries would 
have to be removed. Agricultural subsidy programmes, tariff peaks and 
escalation that imply high rates of effective protection for developed 
country industries must be eliminated to establish a level playing field 
and maximize global public goods. 

Thus, the first recommendation on SDT is to reduce its scope. The 
key market benefits to developing countries would result if the Doha 
negotiations give priority to MFN liberalization of trade in goods and 
services in which developing countries have an actual or potential ex-
port interest. This would mean the elimination of special opt-outs on 
commercial policy of dubious developmental value for both developed 
and developing countries. 

The GSP system should be retained, basically because it would be 
politically impossible to drop it. But no major effort should be made to 
expand it, modify it or make it more permanent. The benefits from such 
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proposals are likely to be small and would continue to create a sense of 
dependency for “beneficiary” countries. The only substantive improve-
ment should be to simplify and loosen the rules of origin that govern 
individual preference-giving schemes, so as to enable the intended ben-
eficiaries to benefit from them. 

MFN liberalization would also reduce the margin of preference—
and hence the attractiveness—of regional agreements and the GSP. 
While these arrangements may not have been generally beneficial, they 
do offer specific benefits to several developing countries that would 

TRIPS and pharmaceuticals in developing countriesBox 3.4

The value of the patent system needs to be assessed in a balanced way, and the balance of costs and benefits is likely 

to differ markedly in diverse circumstances. TRIPS contains no significant SDT provisions for developing countries. The 

same minimum standards and rules apply to all, although there is some national latitude in implementing the rules.

Developing countries have the flexibility to reduce some patent system costs through compulsory licensing 

in carefully delineated circumstances. Under Article 31, compulsory licensing permits governments to author-

ize the use of the subject matter of a patent by others if an effort has been made to obtain authorization from 

the patent holder on reasonable commercial terms. The condition is waived in cases of national emergency, 

extreme urgency or public non-commercial use. This flexibility was put to the test when it became apparent that 

developing countries needed to address the availability of drugs at affordable prices to deal with AIDS and other 

epidemics. Some actions on their part were opposed by the pharmaceutical industry because they violated the 

TRIPS agreement. 

Following a great deal of public pressure on the pharmaceutical companies in developed countries that hold 

patents on HIV/AIDS drugs, WTO ministers agreed at Doha to a “Declaration on TRIPS and Public Health”. It 

reasserted that under the compulsory licensing provisions of TRIPS each WTO member has the right to deter-

mine what constitutes a national emergency and that public health crises relating to HIV/AIDS, TB, malaria and 

other epidemics can be a national emergency. But it became apparent once again that “one size does not fit all” 

because provisions for compulsory licensing are not meaningful for developing countries that do not have the 

capacity to produce the drugs domestically. Hence the declaration also instructed the Council of TRIPS to find 

a solution to this problem and report to the WTO General Council by the end of 2002.

The TRIPS Council developed a proposal permitting developing countries that did not have capacity to pro-

duce drugs needed to combat epidemics to import them from low-cost suppliers under carefully circumscribed 

circumstances. For example, the restrictions protected against the risk that these drugs would be re-exported to 

developed country markets. The council failed to reach agreement by the initial deadline because the United States 

wanted to limit application of the exception to pharmaceuticals related to AIDS/HIV, malaria and TB alone. 

An agreement was finally reached in 2003 under heavy public opinion pressure to settle the issue before the 

fifth WTO Ministerial Conference in Cancún. It did not limit the exception to certain diseases, but it did introduce 

requirements that go beyond those in TRIPS. This was  originally set up as a waiver (Michalopoulos 2003) until 

the agreement was amended prior to the Hong Kong Ministerial.
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suffer from their elimination. All MFN reductions under the WTO 
(and previously under the GATT) have been phased in, and hence 
there is always an opportunity for economies to adjust. But there may 
still be adjustment problems in individual countries, especially poorer 
ones, where markets do not work well and safety nets are weak or non-
existent. These should be addressed through the trade-related assistance 
measures discussed earlier. 

Unfortunately, in an effort to gain favour with the LDCs, the nego-
tiations have already resulted in commitments by WTO members not to 
seek from LDCs any commitments to liberalize their trade regimes in the 
context of the round (see Annex F of the Hong Kong Ministerial Decla-
ration). This decision was taken for tactical reasons so that the LDCs can 
feel that they have the “economic space” to pursue their individual trade 
policies, and not because it makes economic sense. In the longer term it 
will foster a basic split in the WTO membership between the LDCs and 
all the other countries, with the LDCs having the freedom to pursue pro-
tective policies unconstrained by any multilateral commitments. The situ-
ation will become analogous to that which existed in the GATT several 
decades before the 1990s, which permitted developing countries in gen-
eral to pursue trade policies unconstrained by multilateral commitments 
and which resulted in inhibiting their integration into the international 
trading system and hampering their overall development. 

But one size does not fit all when it comes to implementing the 
agreements. The cost of establishing the institutional infrastructure 
needed to implement these agreements is substantial. And their priority 
in low-income developing countries is doubtful given other develop-
mental needs. The SDT issue revolves around the need to recognize 
this size issue and the “behind the border” policy agenda pursued in the 
WTO. Hence there is a clear need for differentiation, in terms of both 
negotiating mechanics (should reciprocity extend to trading “apples for 
oranges”—market access for goods—in return for rules on domestic 
policies?) and the timing and reach of disciplines across countries. 

It is clear that the transition periods envisaged under the Uruguay 
Round were unrealistic. The Uruguay negotiators do not appear to have 
consulted in any systematic fashion with anybody involved in institu-
tion building in developing countries about the transition periods. The 
time limits for extensions have passed, and there is little evidence that 
countries have made sufficient progress in institution building to per-
mit them to implement their obligations. A useful step was taken prior 
to the Hong Kong Ministerial to agree to extend for LDCs the transi-
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tion period for the implementation of the TRIPS agreement until 2013 
and for pharmaceuticals until 2016. Unfortunately the decision affects 
only LDCs and does not cover other equally deserving low-income 
countries. 

As noted earlier, there is also a need for assistance to countries that 
can not meet their institutional capacity needs by themselves. But the 
need for assistance varies significantly among countries and requires ad-
dressing the politically thorny country differentiation issue. 

Country differentiation requires agreement on the criteria used to 
define eligibility for SDT. At the moment the WTO recognizes only 
one subcategory of developing countries: the 50 LDCs, of which 32 are 
WTO members. For the rest, vast differences in institutional capacity 
and degree of integration in world markets are ignored. Because of the 
principle of self-selection, under WTO rules on SDT the treatment of 
all developing countries by developed countries is supposed to be the 
same; Singapore and the Republic of Korea are supposed to be treated 
the same way as Ghana and Saint Lucia, Argentina and Brazil the same 
as Maldives and Mauritius. A policy is needed that more narrowly de-
fines which countries are eligible for SDT.

Many problems of institutional capacity are common to LDCs and 
other low-income and small and vulnerable developing countries—
roughly the G-90 countries—with limited participation in international 
trade. These problems are not faced by more advanced developing coun-
tries. Per capita income and share of world trade indicators need to be 
introduced to differentiate developing countries in terms of transition 
periods, scope of implementation and access to assistance. In practice 
SDT should be extended to this group of roughly 90 countries, includ-
ing the LDCs but excluding the more advanced developing countries. 
Substantial differentiation exists regarding financial flows from all the 
international financial institutions and from the UNDP. In the World 
Bank some developing countries get no assistance at all, some are eli-
gible only for loans on hard terms, others for soft loans and still others 
for a mix.14 Why cannot the principle that has been accepted without 
serious difficulty on issues of finance be acceptable for trade? 

An effort was made in the Doha Round to introduce some degree 
of differentiation that would extend SDT to all low-income countries 
in a number of agreements, including in the aid for trade initiative. This 
effort has largely failed, primarily because of opposition both from the 
more advanced developing countries and the LDCs. As a consequence 
developed countries can be expected to continue to make commitments 
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to developing countries in general that are not concrete. They will make 
concrete commitments only to LDCs, which have a very small share of 
world trade. And they will rely on their own criteria—frequently politi-
cally motivated and not transparent—in determining which countries 
to give more favourable treatment or market access. 

A regular review of SDT implementation also needs to be man-
dated. This could be done through a systematic, stand-alone WTO re-
view of donor assistance commitments and other measures taken in 
favour of developing countries. Or a similar systematic review could be 
undertaken country by country through the TPR mechanism.

Trade liberalization

Negotiations to liberalize trade are at the core of any round of multilat-
eral trade negotiations. The Doha Round involves negotiations in three 
areas: agriculture, non-agriculture market access and services. Liberali-
zation in agriculture involves a complex set of measures affecting not 
only market access but also policies on domestic support, as well as ex-
port subsidies. It is beyond the scope of this chapter to provide detailed 
recommendations on the many complex issues surrounding these nego-
tiations.15 Only some general observations regarding possible outcomes 
that would further global public goods will be made here.

Agriculture. Agriculture presents the greatest challenges for trade 
liberalization. A variety of interests in both developed and developing 
countries calls for protection based on different rationales: economic, 
environmental and cultural. Developing countries are split among major 
exporters, such as Argentina, Brazil and Thailand, and major importers, 
such as China and India, and among small island economies with mo-
nocultures and more developed economies with inefficient agriculture 
sectors, such as the Republic of Korea. The major developing country 
exporters and importers joined forces to form the G-20 at the Can-
cún Ministerial to create a group weighty enough to have a chance 
of negotiating effectively for dismantling protection and export sub-
sidies in developed countries, especially the European Union and the 
United States. Developed countries are also split with major exporters 
such as Canada and Australia siding with the G-20 on most agricul-
tural issues, while another group including Norway and Switzerland 
has aligned with protectionist developing countries to form the G-10. 
Sorting out these complex interests will be very difficult. The key issues 
are as follows:
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•	 Domestic support. Support will be reduced through a tiered for-
mula that will lead to countries with the higher supports of 
agriculture making the greatest reductions. But the precise 
formula has not been agreed, nor has there been agreement 
on how and which developing countries will receive SDT. No 
agreement has been reached on the reduction of developed 
countries’ support on commodities such as cotton which ad-
versely affect the poorest developing countries.

•	 Export subsidies. It has been agreed that export subsidies will 
be eliminated by 2013 and that a substantial part should be re-
moved early on; but the precise time table has not been decided. 
No agreement has been reached on the distinction between 
emergency food aid and other food assistance, which may result 
in de facto subsidies and which would be regulated.

•	 Market access. Protective barriers will be decreased through a 
tiered formula, with the countries having the highest protec-
tion making the greatest cuts. Again, the formula has not been 
agreed on. Developing countries will make market opening 
commitments not necessarily of the same magnitude as de-
veloped countries, but the precise provision of SDT in this 
area has not been negotiated. LDCs are, erroneously, exempted 
from cutting protection, not necessarily because it makes de-
velopmental sense, but because their markets are not suffi-
ciently important to developed countries. At the same time, it 
has been agreed that at least 97% of all LDC products in ag-
riculture and manufactures would enjoy duty- and quota-free 
access to developed country markets. 

•	 Sensitive products. Countries may designate several products as 
“sensitive” for any reason and exempt them from liberaliza-
tion. If this list ends up being very long, it could negate the 
effects of the whole liberalization effort.

Non-agriculture market access. The negotiations on liberalizing trade 
in industrial products are somewhat less complex, but they have also 
made less progress in pinning down details for the modalities. It has 
been agreed to use some kind of a formula aimed at reducing tariffs, 
without excluding any commodities, but the precise formula has not 
been agreed. Nor has the issue of how to make reductions for certain 
commodities whose tariffs have not been bound. Developing countries 
have been given additional flexibility to reduce their tariff rates less and 
over longer time periods, but by precisely how much and over what 
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time frame is not agreed. A useful time target for the negotiations would 
be to eliminate all tariffs affecting developing country exports by 2015, 
but it is unclear whether anything close to that would be feasible. 

The key issue in this segment of the negotiations will be how much 
the more advanced developing countries (Brazil, China, South Africa) 
will reduce their protection. Substantial reductions of trade barriers by 
these countries will both benefit them and meet a critical demand by 
developed countries. If this developed country demand is not met, there 
will be little chance for concluding the round successfully. At the same 
time, a large group of poor developing countries feel that protection 
continues to be important for their development and fear that MFN 
liberalization will reduce their market shares. Bringing them on board 
to support further liberalization in industry will be a major challenge.

Services. Negotiations in services have not proceeded very far. 
Critical bottlenecks in the negotiations were elsewhere, especially in 
agriculture. Also, in services, there is no formula approach, and mem-
bers are expected to propose liberalizing specific sectors or modes of 
supply. While there is less pressure to liberalize services, they are of 
great importance to developing countries, and there are substantial 
opportunities both to expand exports and to liberalize further ac-
cess to developing country markets. While the latter will bring the 
greatest gains, opening by developed countries of temporary access to 
service markets for natural service providers—so-called mode 4 of the 
GATS—and a binding of the current liberal policy set that is applied 
to cross-border trade would both be valuable in themselves and assist 
developing countries.

Implications of different scenarios

The failure to reach agreement in agriculture and NAMA in time for 
the conclusion of the Doha Round in 2006 means that the multilateral 
trading system based on the WTO will be weakened. While it is true 
that in the past negotiations have resumed and concluded successfully 
after a long hiatus (more than a year in the case of the Uruguay Round), 
this is small comfort. The negotiators, driven by narrow, domestic politi-
cal concerns, missed a significant opportunity to liberalize trade, reduce 
distortionary policies and put in place a number of institutional and rule 
changes. It is unclear whether and how the opportunity to do this again 
will arise in the future. 



International Trade

Chapter 3

Michalopoulos

99

Under a “Doha Light” scenario, obviously much less would be 
achieved. The bulk of it could be the consolidation of all the agree-
ments that have been reached so far, many of which would have a posi-
tive effect on developing country prospects—that is, the commitment 
by developed countries to eliminate export subsidies in agriculture. 
This includes a number of LDC-focused initiatives such as improved 
market access, some strengthening of the IF (even if somewhat flawed) 
and extension of the time table for TRIPS. It may also prove pos-
sible under this scenario to conclude a number of secondary agree-
ments such as trade facilitation. The biggest danger would be that the 
absence of multilateral liberalization will strengthen the forces push-
ing for regional or other preferential agreements whose proliferation 
would undoubtedly undermine the multilateral system and the GPGs 
that it could generate. 

Finally, cancelling the round is also a feasible scenario, but with 
much the same dangers of “Doha Light”—a drift of the overall sys-
tem towards more preferential trading agreements. Even under this sce-
nario, the initiatives that have already been taken in favour of the LDCs 
may stand; the commitment to eliminate export subsidies will stand 
as well, since it derives primarily from budgetary constraints in devel-
oped countries, especially the European Union. The intervening period 
could be used to settle some issues, but it could also lead many to con-
clude that the multilateral negotiating process has become unmanage-
able with so many different actors and interests that a more modest and 
partial approach should be used in the future. Such an outcome may 
lead the WTO in different and uncertain directions and approaches 
towards multilateral reform, with uncertain results for the future of the 
organization and the trading system it supports. 

Complementary institutions: voluntary organizations

Expanding global public goods in trade is too complex a task to be left 
to one institution to handle. Complementary institutions also need to 
make important contributions. 

The role of some public institutions has been discussed. Developing 
countries need a great deal of financial and technical assistance to be in-
tegrated effectively into the world economy. This assistance is provided 
in large measure by international institutions such as the World Bank, 
UNDP, UNCTAD, the ITC, IMF and the WTO, as well as bilateral 
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donors. Other specialized agencies, such as the Food and Agriculture 
Organization and the ILO, also provide specialized assistance. Public 
information about trade policies is a key element for mobilizing global 
public opinion on these issues and should be a target for technical assist-
ance by the international agencies. A new global public goods financ-
ing framework could also help address developing country needs with 
specific funds allocated to aid for trade. 

The key issues regarding trade-related assistance have to do with 
coherence and coverage, ensuring that such assistance is well inte-
grated into the PRSP process and that countries outside the PRSP 
process also receive the proper attention. Developed countries must 
make greater efforts to improve the coherence of their own policies. 
There are too many cases where donor assistance efforts to promote 
agricultural or industrial development in developing countries are 
undermined by their own export subsidies or other support pro-
grammes for agriculture or protection for their own inefficient in-
dustries. And far too often the representatives of developed countries 
in Geneva concentrate on the narrow commercial interests of their 
own countries rather than global interests and concerns (Michalo-
poulos 2001, chapter 11).

Developing countries also need specific support to participate effec-
tively in the WTO. Such support has been provided by smaller, Geneva-
based international agencies such as the Advisory Center on WTO Law, 
AITIC and the South Center. These agencies perform useful functions 
by providing information, analyses and training to help the poorer and 
less advantaged developing countries with the greatest needs. The focus 
of some activities could be sharpened—for example, the Advisory Center 
could explore ways to assist poor developing countries in litigation as well 
as ways to make the DSM more accessible to developing countries, includ-
ing by changing the rules on compensation. The South Center could focus 
on a smaller range of issues and provide greater depth in its analyses. 

Voluntary organizations and networks can play even greater roles. 
They can perform analyses and provide specialized assistance to develop-
ing countries in particular negotiations. The Third World Network has 
provided such analyses for many years. Most recently, Oxfam’s analytical 
efforts were very helpful in focusing attention on WTO issues of impor-
tance to developing countries. The Quaker organization was extremely 
helpful to developing countries in negotiating the agreement on TRIPS 
and medicines. But the main role for these voluntary organizations is 
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advocacy, especially in the developed countries, on issues importance to 
integrating developing countries into the world trading system.

Trade policy in all countries is determined primarily by narrow but 
influential producer groups that use public policy instruments to im-
pose protection for private gain. Consumers, who typically are hurt by 
protection, rarely organize groups to fight it. The cost of protection to 
any single consumer is too little to provoke action. Consequently, there 
is often little opposition to protection by those most hurt by it. And 
there is even less opposition if the measures primarily hurt producers 
in other countries. 

Hence a very important advocacy role can be played by voluntary 
groups in explaining the costs of protection and promoting the interests 
of developing countries—and more generally global integration and 
GPGs. They can explain, for example, why EU export subsidies on dairy 
products or US support for cotton is damaging the very poor countries 
whose development the European Union and the United States try to 
promote. If they do not take up this role, it is not clear which institu-
tion would. They certainly have the power to advocate. Opposition by 
voluntary organizations was a key element in the demise of the Mul-
tilateral Agreement on Investment that the OECD tried to negotiate 
in the 1990s. 

As advocates, the voluntary agencies must develop the proper ana-
lytical information and foundations for their arguments. In the past their 
advocacy on trade issues tended to be almost doctrinaire; the very exist-
ence of the WTO was opposed as a symbol of capitalism or developed 
country exploitation. Most recently Oxfam and others have broken 
with this tradition, providing careful, thoughtful criticism and construc-
tive recommendations. It is also important that voluntary organizations 
consider carefully their position on developing country policies. All too 
often they have been eager to criticize protection in developed coun-
tries while condoning it as an instrument of industrialization for devel-
opment. Protection by developing countries can be damaging both to 
other developing countries and to themselves. 

Conclusions and recommendations

The WTO, and the GATT before it, has used adversarial procedures 
based on mercantilistic motives to promote global trade liberalization. 
Its success in accomplishing this mission rested in part on the incen-
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tives it provided for large countries that could affect the prices of goods 
to participate in mutually beneficial trade liberalization. These incen-
tives are not present for many developing countries (the majority of 
the WTO membership), nor are they relevant for establishing fair rules 
to govern the trading system in the many areas into which the WTO’s 
mandate has expanded. 

To carry out its mission as the principal institution providing trade-
related global public goods, the WTO has to become an institution based 
more on cooperation and less on confrontation; and its work has to be 
complemented by actions by other public international institutions and 
voluntary organizations. But such institutional change must be gradual. 
The WTO must maintain its key role as a forum for trade liberalization 
negotiations; its mandate should be expanded only in areas very strictly 
related to trade. The main recommendations for doing this follow.

The WTO as an institution

The role of the secretariat should be strengthened. It should be able 
to develop independent views on issues of international trade policy 
being considered in WTO bodies. It should initiate (in consultation with 
members) analyses and make recommendations for implementing the 
agreements (for example, regarding regional preferential arrangements) 
more effective. It should present independent evaluations of developed 
and developing country policies in TPRs as well as make recommenda-
tions on ways to improve them. It should present proposals (in consul-
tation with members) for changes in the agreements—for example, as 
part of the preparations for negotiation rounds—and submit them for 
consideration in the WTO bodies. It should assist more effectively in the 
accession of new members. Such changes would require a substantial 
expansion of professional staff as well as a larger budget.

Consensus decision-making is essential for any actions that affect the 
legal rights and obligations of governments, as they do under the WTO. 
No government will cede this right, making formal group representation 
impractical. But an effort should be made to ensure that participation 
in informal bargaining groups more accurately represents the member-
ship and the range of subjects to be discussed. Moreover, deliberations in 
the smaller groups should be promptly reported to an open meeting of 
the membership, giving an opportunity for countries to participate and 
express views. The challenge would be to put such procedures in prac-
tice during the pressure-packed ministerial meetings. These meetings are 
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unlikely to make significant progress unless they are better prepared, with 
more consensus on the issues before the meeting. 

Information about trade flows and restraints on market access, as 
well as the workings of the WTO, is a public good that should be readily 
available to everybody, particularly not-for-profit institutions, at no cost. 
Members must comply with reporting requirements, thereby increasing 
transparency and spreading information about the workings of the trade 
regime. The current work of the WTO Secretariat with UNCTAD, 
ITC and the World Bank to put together a comprehensive and consist-
ent database on trade measures accessible to all has high priority. WTO 
members should be encouraged to make complete market access data 
publicly available and to comply strictly with reporting requirements. 
Members that fail to meet reporting requirements could progressively 
lose some of their privileges, just as they do if they fail to contribute to 
the budget. The poorer developing countries that do not have the ca-
pacity to meet the reporting requirements should be given ample time 
and technical assistance to meet their obligations. 

Strengthening the TPR system can also help increase transparency 
and promote the integration of developing countries into the world 
trading system. The assessment of all policies, in developed as well as 
developing countries, should include the effects of their trade and other 
policies on developing countries, especially the poorest and least well 
integrated in the world trading system. The TPRs should include an as-
sessment of developed country programmes of trade-related assistance 
to developing countries as well as other aspects of SDT.

The mechanism of compensating countries for infractions of WTO 
rules by other members urgently needs to be reviewed. Perhaps the 
most promising proposal is to mandate that a country that does not 
comply with a panel or appellate body decision within a certain time 
must open its markets in another sector—improving market access for 
the defendant in an equivalent way.

The WTO is not primarily a development assistance institution. 
Its technical assistance should focus on activities that enable develop-
ing countries to discharge their membership obligations. However, like 
other development institutions, the WTO needs to establish an inde-
pendent evaluation unit to address the effectiveness of the technical 
assistance it provides. 

The WTO requires complementary inputs by other public inter-
national institutions and voluntary organizations supporting the global 
trade regime. Multilateral agencies such as the World Bank, IMF, UNDP, 
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UNCTAD, ITC and bilateral donors will bear the greatest burden in 
the provision of trade-related capacity building and adjustment assist-
ance in developing countries, assistance that is essential to their integra-
tion in world trade. 

Voluntary organizations also have an important role in support of 
the international trade regime, especially in advocating for actions to 
strengthen the provision of global public goods. 

Increased coherence of WTO and other international assistance  
efforts in trade-related capacity building should be linked to the PRSP 
process in low-income countries. While the IF is a step in the right di-
rection, more steps are needed, especially to ensure that needs of coun-
tries outside the LDC group and PRSP process are addressed. A new 
global public goods financing framework can contribute in this area, 
establishing a specific facility that provides funding for aid for trade.

Mandate

The WTO mandate should be limited to trade and related areas closely 
linked to trade. When the WTO agreements venture into new areas, 
the implementation capacity of all members needs to be ensured before 
commitments are made. 

The exclusion of investment, competition and government procure-
ment and the narrowly defined discussions on the environment in the 
Doha Round are welcome. Similarly, an agreement on trade facilitation 
will be welcome, and consideration—after the Doha Round—should 
be given to concluding an agreement on electronic commerce. 

The Doha Round presents opportunities for WTO members to 
change rules that govern foreign trade as well as make additional liberal-
izing commitments. The following recommendations are proposed.

Rules

The WTO should issue new detailed guidelines regarding the com-
mitments to be sought from acceding members. Commitments should 
be linked to countries’ institutional capacities to implement them. The 
WTO should ensure that acceding members are not required to meet 
more onerous conditions in shorter periods than current members.

Specific and quantifiable guidelines should both restrict the pro-
liferation of regional preferential agreements and enable the WTO to 
reach judgements about their compatibility with the multilateral sys-



International Trade

Chapter 3

Michalopoulos

105

tem. These guidelines should include provisions regarding “WTO Plus” 
commitments (which should be either avoided or regulated, just like 
trade preferences).

It would be desirable both to reduce the scope and to increase the 
relevance of SDT of developing countries. In this regard the following 
recommendations are made:

•	 Developing countries gain the most market access benefits 
if the Doha negotiations give priority to MFN liberalization 
of trade in goods and services in which developing countries 
have an actual or potential export interest. They also gain if 
the negotiations eliminate special opt-outs on commercial 
policy of dubious developmental value for both developed 
and developing countries. 

•	 The GSP system should be retained because it would be po-
litically impossible to drop it. But no major effort should be 
made to expand it, modify it or make it more permanent. In-
stead the focus should be making the rules of origin for this 
and other preferential systems easier for developing countries 
firms to understand and meet. 

•	 The main SDT issue is to recognize that one size does not 
fit all when it comes to regulatory disciplines and the “be-
hind the border” policy agenda that is increasingly pursued 
in such agreements as TRIPS, SPS, TBT and Customs Valu-
ation. The development priority and the capacity of devel-
oping countries to meet commitments in these agreements 
are very different. Hence in these agreements there is a clear 
need for differentiation in terms of the rules and the timing 
of implementation across countries. The transition periods 
envisaged under the Uruguay Round were unrealistic and 
need to be reviewed. There is a need for various kinds of 
assistance to those countries that cannot meet their institu-
tional capacity needs alone.

•	 Eligibility for SDT, including longer transition—or even full 
exemption from the rules—and assistance, should be lim-
ited to the LDCs and other low-income developing coun-
tries (roughly 90 countries). The more advanced developing 
countries should be excluded. Per capita income and share of 
world trade indicators need to be introduced to differentiate 
developing countries in terms of transition periods, scope of 
implementation and access to assistance. 
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Trade liberalization

In agriculture domestic support should be decreased and market access 
should be increased based on a tiered formula requiring countries with 
the greatest support and the greatest protective barriers to make the 
greatest reductions, with the focus on important export commodities 
of poorer developing countries (such as cotton), and export subsidies 
should be eliminated completely. All actions in this sector should be 
taken no later than 2015.

Non-agriculture market access should also be increased using a 
tiered formula that would result in larger reductions for countries having 
higher protection, especially involving tariff peaks on products of interest 
to developing countries. Developed countries should implement these 
reductions by 2010—that is, in advance of 2015, the Millennium Devel-
opment Goals date. Developing countries should not be exempt from 
making reductions. But consideration could be given to the extending 
the time frame over which their reductions should be made.

Services liberalization is also of great importance to developing 
countries, and there are substantial opportunities both to expand ex-
ports and to liberalize further access to developing country markets. 
The latter will bring the greatest gains, opening by developed countries 
of temporary access to service markets for natural service providers— 
so-called mode 4 of the GATS—and a binding of the current liberal 
policy set that is applied to cross-border trade would both be valuable 
in themselves and assist developing countries.

Notes

1.  Staiger (2006) recognizes that this issue limits the usefulness of the 
WTO to developing countries. He also offers another possible justifica-
tion for the WTO as an international public good; countries might be 
able to use international commitments to “tie their hands” through the 
private sector in taking desirable trade liberalization policies. Regretta-
bly, while this is a very useful attribute of an international trade regime, 
few developing countries have sought to take advantage of it, and most 
appear to be seeking the opposite—that is, limiting international obliga-
tions and enhancing “policy space”. 
2.  See Mendoza (2003); Michalopoulos (2003); and UN Millennium 
Project (2005). 



International Trade

Chapter 3

Michalopoulos

107

3.  For a detailed discussion, see Michalopoulos (2001).
4.  There are currently 50 countries included in this UN-defined 
list, of which 32 are WTO members and several are in the process of 
accession.
5.  Voting has been used on rare occasions in committees for non- 
substantive issues.
6.  There is an informal list in the secretariat’s publications on world 
trade. 
7.  For more ambitious proposals, see Stiglitz and Charlton (2006). The 
complexities and uncertainties surrounding the various proposals are 
highlighted in AITIC (2006). 
8.  A good indicator is how many countries attend the TPR meetings, 
at what level of representation and in which WTO conference room 
they are held. Over time attendance has dropped, few ambassadors attend 
and the meetings have been relegated to small, back conference rooms.
9.  For a similar proposal, see Hoekman and Kostecki (1995).
10.  See Evenett (2006).
11.  In some cases where the rules might not make for very good 
economic policy, this may not be a bad thing. In other cases where 
candidates face severe institutional weaknesses, seeking extra commit-
ments makes no sense. 
12.  There is a vast amount of literature on these controversies. Some of 
it is summarized in Michalopoulos (2001). See also Hoekman, Mattoo 
and English (2002).
13.  This section draws on Michalopoulos (2001) and Hoekman, Micha-
lopoulos and Winters (2004), which provide a more detailed discussion 
of the SDT issue. 
14.  The principle has also been accepted in the establishment of the 
Advisory Centre on WTO Law.
15.  For useful insights and a number of detailed recommendations, see 
UN Millennium Project (2005).
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The international trade regime has the main characteristics of a global public good:
•	 Non-rivalry. Increased participation raises the value of the system. 
•	 Non-excludability. The multilateral trading system benefits all, mem-

bership is almost universal and the system is potentially open to all.
However, the benefits of the international trade system are distributed very 

unevenly. Most of the advantages accrue to a small number of more advanced 
economies. A larger number of less developed countries lack sufficient capacity:

•	 To adequately identify their trade interests and translate them into a 
coherent trade strategy conducive to their development objectives.

•	 To fully participate in the production of the multilateral trading sys-
tem (that is, to significantly contribute to World Trade Organization 
(WTO) negotiations). 

•	 To properly implement the agreements reached.
•	 To benefit from the new trading opportunities.
Without capacity-building initiatives to appropriately remedy this imbalance, 

the international trade regime remains a global public good in form more than in 
substance. Strengthening developing countries’ capacities to actively take part in 
and benefit from the multilateral trading system and other negotiation forums has 
become of crucial interest to all parties. International efforts to support trade and 
trade policy capacities in developing countries can be seen as initiatives to provide 
the global public good that a rule-based international trade regime constitutes. 

For this study a broad definition of trade capacity building is adopted, 
defined as a process by which individuals, groups and organizations enhance 
their abilities (individually and collectively) to perform tasks, solve problems 
and set and achieve objectives in trade and trade-related policy-making and 
implementation.

Capacity Building for Trade 
as a Global Public Good 4
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This chapter reviews and assesses some major initiatives in building trade 
capacity and suggests ways for the international community to enhance the trade 
capacity of developing countries—essential for the international trade regime 
to become a truly global public good. It is based on information provided by 
the Doha Development Agenda (DDA) Trade Capacity Building Database, 
a joint initiative of the Organisation for Economic Co-operation and Develop-
ment (OECD) and the United Nations Conference on Trade and Development 
(UNCTAD). It critically reviews some of the main current initiatives by type 
of activities and key donors. It outlines and sums up the evaluation of some 
of the main international initiatives—the Joint Integrated Technical Assistance 
Programme (JITAP) and the Integrated Framework for Least Developed Coun-
tries—and the activities of UNCTAD and the European Union, the main 
provider and driving force of trade capacity building programmes both globally 
and regionally.

Most important, this chapter identifies some key elements of good practice in 
building capacity for trade at the design and strategy levels, for the negotiations 
and the implementation and utilization phases, as well as the international level 
of governance. It then identifies difficulties in such programmes. Drawing on les-
sons from experience, it makes recommendations for trade capacity building to 
enhance the provision of the multilateral trading system as a global public good. 

The key assessment is that trade capacity building is a process-oriented ap-
proach that should allow less developed countries to better prepare for, contrib-
ute to, participate in and implement—and thus ultimately benefit from—the 
international trading system. Hence efforts should not focus solely on trade 
negotiations. The World Trade Organization (WTO) negotiations should not 
divert resources from longer term initiatives, but should justify additional trade-
related technical assistance to complement broader capacity development. Trade 
capacity building and trade-related technical assistance should not only focus 
on training, seminars and studies, but also stimulate and facilitate more proc-
ess-oriented approaches towards forming and implementing trade policy. And 
programmes should be driven as much as possible by recipient countries. 

To improve coordination and cooperation among providers of trade capacity 
building support, the quality of the Trade Capacity Building Database should be 
improved. A multi-country investigation could help identify good practices. Better 
cooperation among donors and coordination among international organizations 
and recipient countries should also lead to the establishment of mechanisms of 
consultation and draw out general principles and practical guidelines.

Other selected operational recommendations include:
•	 Linking WTO commitments to implementation capacity.
•	 Ensuring that all countries have a permanent representation in the WTO.
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•	 Providing financial support and trade-related technical assistance to 
WTO coalitions of developing countries.

•	 Supporting initiatives that pool expertise for trade negotiations.
•	 Providing support to developing countries on the use of WTO dispute 

settlement mechanism.

“While the long-term pursuit of freer trade as a GPG [global pub-
lic good] seems to have become widely accepted, concern has been 
expressed about the short-term effects of liberalization and the costs 
of implementation of WTO commitments. The main areas of concern 
relate to the relative importance of different elements of national and 
multilateral governance structures and the timing and sequencing of 
their implementation. This has led to greater emphasis being devoted to 
institution and capacity building as well as to the removal of supply-side 
constraints” (Cernat 2004: 32).

Trade capacity building and the global public goods 
debate

International trade has commonly been referred to as an issue that can 
be addressed from the perspective of a global public good. It is not only 
trade liberalization and the environment conducive to trade liberaliza-
tion that constitute a global public good (Barrett 2006; see also Paul 
Collier’s “The International Public Goods Needed to Promote Interna-
tional Trade” and Robert Staiger’s “Contribution on the International 
Trade Regime”, both in this volume). The multilateral trading system 
and regional trade regimes, with their set of rules and institutions, also 
display the characteristics of global and regional public goods. 

Though the WTO is a club, the expansion of memberships to cover 
most countries as well as most trade, combined with its openness to new 
members, make it non-excludable. The current membership comprises 
149 countries, with another 30 in the process of accession. With most 
countries’ members, the positive externalities of the WTO are further 
enlarged. WTO rules cover nearly all global trade, and their enforcement 
has an important impact on the world economy. Moreover, the benefits 
of a rule-based multilateral trade system are not limited to its member-
ship only. The global trend in trade liberalization has extended beyond 
WTO membership (Rose 2002), and the rule-based system has led to 
general restraint in trade protectionism and the prevention of costly trade 
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wars. The multilateral trading system is clearly not a rival, as the larger the 
membership and the more committed countries are to the WTO rules, 
the more valuable the regime is and the greater its legitimacy and cred-
ibility (Cernat 2004; Mendoza 2003; Mendoza and Bahadur 2002). 

Although the increasing scope and membership of the WTO have 
enhanced its value as a global public good, in practice it has also gener-
ated increasing frustration and discontent. One reason: the international 
regime is heavily skewed towards the interests of a few countries (those 
with more developed economies), and the less advanced usually feel 
marginalized. Though there is strong consensus on the overall benefits 
that this regime has created for its membership, there is increasing dis-
content over the distribution of both its benefits and costs. Following the 
failure to appropriately address development concerns in the Uruguay 
Round, developing countries have been more vocal about the imbal-
ances of the multilateral trading system and have shown their readiness 
to stop multilateral negotiations if they cannot reach a satisfactory deal, as 
illustrated by the 1999 and 2003 WTO Ministerial conferences in Seattle 
and Cancún. With the promises of the Doha Development Agenda, there 
is no doubt that striking a better balance between the diverse interests 
of its membership is crucial for the WTO system to flourish. Without a 
better balance, the multilateral trading system will remain a global public 
good in form but not in substance (Mendoza 2003). 

This chapter addresses a related challenge—the capacity of coun-
tries to participate in and benefit from the multilateral trading system. 
Many developing countries lack the capacity to reap the fruits of the 
WTO trade regime and international trade liberalization. Faced with 
the broadening scope and deepening issues of the WTO agenda, many 
developing countries lack the ability to effectively participate in dis-
cussions and consequently to defend their interests. Hence, many are 
simply “rule takers”, having to incorporate a burdensome trade and 
regulatory agenda into their domestic system. For the multilateral trade 
regime to become a truly global public good, the active participation of 
all actors is required to reach a balanced outcome. Even in cases where 
rules are fair (considering the interests of less developed economies), the 
human resources and finances of developing countries are often inad-
equate to implement their WTO commitments. Enforcement has been 
a major issue—as for any global public good—with the establishment 
of a binding dispute settlement mechanism. However enforcement has 
limited meaning when countries have the will but not the ability to 
comply with their commitments. 
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The lack of capacity in many developing countries to implement 
WTO agreements creates both a credibility and a legitimacy problem for 
the WTO. Credibility is lacking if rules cannot be implemented by some 
members. Legitimacy is questioned when some countries cannot partici-
pate in the production of the multilateral trading system, when they do not 
have the means to implement agreements reached and when—as a result 
of their capacity problems—they can be punished for non-compliance. 

Domestic capacity constraints (the absence of adequate supply-side 
capacity, sufficiently developed infrastructure and appropriate institu-
tions) also limit the ability of developing countries to reap some of the 
benefits of the multilateral trading system. Lack of capacity also excludes 
most of the poorest countries from accessing the WTO dispute settle-
ment mechanism. As a provider of a global public good that should ben-
efit all its members, the WTO will ultimately fail to achieve its mission 
if large numbers of its members—indeed, those most in need of rapid 
economic development—cannot benefit from the system or defend 
their interests in the decision-making process. 

Nearly all developing countries are also engaged in bilateral, re-
gional, biregional or hemispheric trade negotiations, partly from a pref-
erence to build regional groupings and partly from increased pressure 
by developed countries to initiate negotiations on free trade areas. De-
veloping countries face an increasingly busy agenda of trade negotia-
tions. Whether it concerns the global public good of the WTO or the 
regional public goods of other agreements, the value is considerably 
diminished if large gaps remain in developing countries’ participation.

Thus strengthening developing countries’ capacities to actively take 
part in and benefit from the multilateral trading system and other ne-
gotiation forums is of crucial interest to all parties. International efforts 
to build trade and trade policy capacities in developing countries can 
be seen as initiatives to provide the global public good that a rule-based 
international trade regime constitutes. 

This chapter reviews and assesses some major trade capacity build-
ing initiatives and suggests ways for the international community to en-
hance the trade capacity of developing countries. The rest of this section 
discusses the definition, scope and various dimensions of trade capacity 
building. The next section briefly reviews some of the main initiatives 
by type of activities and key donors, and the following section discusses 
some issues raised by these activities and draws some lessons for future 
activities. The chapter concludes with some tentative recommendations 
on how to better address capacity issues that limit the effective participa-
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tion of less advanced countries in the international trade regime. Note 
that the chapter focuses solely on the capacity-building dimension of 
trade as a global public good, leaving out the substance of the rules (the 
“fairness” of the rules in terms of concentration of benefits), which has 
been discussed in many other papers (see, for instance, Paul Collier’s “The 
International Public Goods Needed to Promote International Trade” and 
Robert Staiger’s “Report on the International Trade Regime”, both in 
this volume; Hoekman and others 2002; Mattoo and Subramanian 2004; 
Stiglitz 2004; and Winters 2002).

Capacity gaps and responses 

The international trade policy agenda has expanded considerably since 
the conclusion of the Uruguay Round. Compared with the General 
Agreement on Tariffs and Trade (GATT), the WTO has considerably 
more power to enforce its rules, increasing the overall importance of 
in-depth knowledge about the rules for its members. 

International institutions also acknowledge developing countries’ 
need for more policy-making and negotiating capacity. Aware that 
further trade liberalization could stall if these constraints are not ad-
dressed, international institutions and bilateral donors have responded 
with a high rise in support, labelled trade capacity building programmes, 
that aim to bridge the capacity gaps.1 The largest global cross-insti-
tutional initiatives are the JITAP by the International Trade Centre 
(ITC), UNCTAD and the WTO and the Integrated Framework for 
Trade-Related Technical Assistance for Least Developed Countries (In-
tegrated Framework) by the International Monetary Fund (IMF), ITC, 
UNCTAD, United Nations Development Programme (UNDP), World 
Bank and WTO. For the Integrated Framework programme, funding 
increased as much as 50% between 2001 and 2002 to some $10 million 
(UNDP 2002a). The Doha Round Ministerial Declaration includes 
provisions for technical cooperation, capacity building or both. A sub-
sequent pledging conference of WTO members in March 2002 resulted 
in a $17.5 million Doha Development Trust Fund—twice the amount 
originally targeted by the WTO Secretariat.

The concept of trade capacity building 

There is no explicit consensus yet in the literature or among assistance 
providers on what trade capacity building exactly entails or should entail. 



International Trade

Chapter 4

Bilal and Szepesi

117

Despite, or perhaps because of, its popularity the concept remains elu-
sive. Whalley (1999), Solignac Lecompte (2001), OECD (2001), DFID 
(2001) and Saronga and Musungu (2002) all come up with different in-
terpretations—arguably because the term is relatively new.2 Some refer 
broadly to any process that boosts a country’s export performance by 
lifting so-called supply-side constraints (a weak infrastructure, lack of 
credit facilities, macroeconomic instability) because doing so facilitates 
more trade. Others have a more narrow interpretation that concerns 
improving developing countries’ capacity to understand the multilateral 
trade system and implement WTO-compatible trade regulations. This 
interpretation often emphasizes following the rules rather than autono-
mously identifying and acting on strategic interests. Also these interpre-
tations explicitly or implicitly refer to donor interventions as the (only) 
mechanisms to set the capacity-building process in motion. 

It can also be argued that trade capacity building does not refer to 
a specific set of concrete policy measures or to donor programmes as 
such. A more neutral, albeit quite elusive interpretation concerns the 
improvement of a country’s ability to define and pursue its interests 
through trade and trade policy. This approach better acknowledges that 
sustainable trade capacity is built first and foremost endogenously, with 
an emphasis on human resource and institutional development. This no-
tion seems also better aligned with the established concept of capacity 
building in general (see Godfrey and others 2002). 

The definition used in this chapter takes into account the holistic, 
long-term and endogenous aspects now considered by most stakehold-
ers to be fundamental elements: 

Trade capacity building is a process by which individuals, groups 
and organizations enhance their abilities (individually and collectively) 
to perform tasks, solve problems and both set and achieve objectives in 
trade and trade-related policy-making and implementation.

The trade capacity building agenda 

Fuelled by rising donor attention to the issues, researchers and inter-
national institutions have increasingly engaged in the debate on trade 
capacity building, discussing developing countries’ priorities in trade 
policy and possible approaches by donors to support capacity building.

An important feature of these discussions is the emphasis that for 
trade policy-making as such, a one-size-fits-all approach is unlikely to 
exist: different countries have different priorities and good practice in 



118

trade policy-making is likely to depend on the development strategy a 
country adopts. Yet experience shows that a good policy process cannot 
take place in isolation. Instead participatory approaches to trade policy-
making are the norm (see figure 4.1). Building trade capacity involves 
building networks that go beyond government actors: links between the 
public and the private sector, think tanks and universities, regional and 
national institutions are all conducive to improvements in policy-mak-
ing. Within the government, cooperation and coordination among key 
ministries is an important factor fostering the formulation of strategies 
and the swift implementation of policy measures. In recent years the De-

The trade policy process—a simplified sketchFigure 4.1

Note: Trade strategy is part and parcel of a country’s economic development strategy. The process requires input from a variety of actors and brings about a permanent 
adjustment of objectives, negotiating goals, roles and resource allocations. Donors do not interfere with strategies, objectives, legislation or negotiations. Support is fo-
cused on institutional capacity building to help structure the process and make it sustainable rather than simply strengthening the capacity of individuals.
Source: Solignac (2001).
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velopment Assistance Committee (DAC) has compiled some of the most 
essential elements of the trade capacity building agenda (see box 4.1).

Current capacity initiatives: trade capacity building in facts 

In November 2002 the OECD and the WTO jointly established the Doha 
Development Agenda Trade Capacity Building Database.3 The initiative 
was a response to the widely perceived problem of coordinating initia-
tives, with international agencies, donors and recipients lacking the tools to 
better complement trade capacity building agendas. The database provides 
information on trade-related technical assistance and capacity-building 
projects at the national and regional levels, distinguishing programmes by 
trade category, beneficiary country and donor country or agency. 

Global trade capacity building commitments

The DDA Trade Capacity Building Database has proved instrumental 
in classifying the wide array of activities in two main categories—trade 
policy and regulation and trade development—and many subcategories 
(see table 4.1).4 Trade policy and regulation concerns activities that 
primarily seek to improve the process of trade policy-making and par-
ticipation in the multilateral trading system. Trade development captures 

DAC guidelines for strengthening trade policy in developing countriesBox 4.1

The OECD Development Assistance Committee (DAC) has been the institution most actively involved in discus-

sions on building trade capacity. Through its Guidelines on Strengthening Trade Capacity for Development, the 

DAC has stimulated discussions among international institutions, bilateral donors and recipient countries on how 

trade policy-making processes can be strengthened in developing countries. According to the guidelines, the 

following elements are key to establishing an effective trade policy:

•	 A coherent trade strategy closely integrated with a country’s overall development strategy.

•	 Effective mechanisms for consultation between three key sets of stakeholders: government, the enterprise 

sector and civil society.

•	 Effective mechanisms for intragovernmental policy coordination.

•	 A strategy for the enhanced collection, dissemination and analysis of trade-related information.

•	 Trade policy networks supported by indigenous research institutions.

•	 Networks of trade support institutions. 

•	 Private sector links.

•	 A commitment by all key trade stakeholders to outward-oriented regional strategies.

Source: OECD/DAC (2001).
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programmes aimed more directly at promoting trade. Activities aimed 
to enhance physical infrastructure (transport, storage, communications 
and energy) are excluded.5 Because the impact of support for trade ca-
pacity building is not determined solely by the financial commitments 
made by donor countries, but also by the frequency of (diverse) activi-
ties, it is useful to analyse both total committed funds and the actual 
number of activities in recipient countries. The complete picture can 
provide useful insights into the extent to which a recipient or donor 
country is engaged in trade capacity building programmes.

According to the DDA Trade Capacity Building Database, average 
annual commitments to trade-related technical assistance and capacity 
building totalled some $2.2 billion in 2001–02, spread out over an aver-
age of 3,500 annual activities. 

The main allocations in trade policy and regulations went to trade 
facilitation (28% of commitments, mostly to African countries), assist-
ance to regional trade agreements (15%, mostly to Asian regions), as-
sistance on technical standards (sanitary and phytosanitary measures and 
technical barriers to trade; 13%, mostly to Least Developed Countries 
(LDCs)), and aid to integrate trade in development plans (12%). Re-
markably, some issues usually rejected by developing countries in WTO 
negotiations, such as trade and competition policy and trade and envi-
ronment, figure among the main areas of support (see figure 4.2). 

In trade development, the largest areas in terms of financial com-
mitments are business support services (36%) and trade finance activities 
(26%). The other main categories are trade promotion (18%) and market 
development (16%). Though public-private sector networking (2%) and 
e-commerce (1%) were still relatively small in terms of financial commit-
ments, the number of projects doubled between 2001 and 2002. 

Trade capacity building donors and beneficiaries 

On the donor side, Canada, France, Germany, Japan, the Netherlands, 
Switzerland, the United Kingdom and the United States are the lead bi-
lateral donors for trade capacity building. Together they fund more than 
90% of all bilateral trade capacity building activities. The European Com-
mission is the largest contributing multilateral donor (see table 4.2). 

Nearly all developing countries received at least some assistance in 
trade capacity building. Since 2001 at least 177 countries received assist-
ance in trade policy and regulations and at least 163 in trade develop-
ment (WTO/OECD 2003; see figures 4.3–4.5). Asia and Africa receive 
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Doha Development Agenda Trade Capacity Building DatabaseTable 4.1

Main trade-related technical assistance and capacity-building areas Funds (US$ million) Number of activities

2001 2002 2001 2002

Trade policy and regulations 727 712 1,415 1,855

33111—Mainstreaming trade in development plans and Poverty 
Reduction Strategy Papers

94 73 201 233

33112—Technical barriers to trade and sanitary and 
phytosanitary measures 

127 58 143 237

33121—Trade facilitation procedures 214 194 202 267

33122—Customs valuation 4 17 43 57

33123—Tariff reforms 0 0 6 7

33130—Regional trade agreements 57 163 37 66

33141—Accession 12 25 61 41

33142—Dispute settlement 1 1 23 26

33143—Trade-related intellectual property rights (TRIPS) 13 9 53 99

33144—Agriculture 10 6 38 49

33145—Services 5 18 34 76

33146—Tariff negotiations, non-agricultural market access 6 3 85 78

33147—Rules 9 2 24 38

33148—Training in trade negotiation techniques 6 8 20 32

33151—Trade and environment 80 34 69 88

33152—Trade and competition 41 31 47 69

33153—Trade and investment 9 11 24 35

33154—Transparency and government procurement 2 2 5 18

33181—Trade education/training 37 56 300 338

Trade development 1,432 1,383 1,732 1,992

25011—Business support services and institutions 575 449 872 764

25012—Public-private sector networking 27 28 38 58

25013—E-commerce 2 37 29 64

24000—Trade finance 410 334 158 195

A30000—Trade promotion strategy and implementation 229 287 360 473

B30000—Market analysis and development 189 248 274 438

Total annual trade capacity building 2,159 2,095 3,157 3,847

Source: WTO-OECD Trade Capacity Building Database (2004).
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the majority of funding. Several programmes in trade policy and regula-
tions have been committed to the Balkans and the accession countries 
in Central and Eastern Europe, for which the European Commission 
is the main donor.

Lower middle-income countries receive most of the programming: 
31% in trade policy and regulations and 36% in trade development, fol-
lowed by the LDCs (22% and 30%) and other low income countries 
(23% and 19%). 

From the DDA Trade Capacity Building Database one can also de-
rive the top 10 recipient countries of trade capacity building funding 
(see tables 4.3–4.6). Yet, as explained in the next section, extreme cau-
tion should be used in interpreting these numbers. 

The DDA Trade Capacity Building Database can be seen as a global 
public good. It provides an excellent framework to enhance donor co-
ordination, to analyse worldwide donor commitments and the distribu-
tion of support, to identify gaps in the provision of certain programmes 
to certain countries and to make the international distribution of trade 
capacity building support more transparent for recipients, bilateral do-
nors and international agencies.

However a very serious constraint is the quality of data. Because of 
classification and reporting problems, interpretation should be cautious, 

Trade capacity building in trade policy and regulations: main programmes, 2001–02 
(US$ millions)

Figure 4.2

Source: WTO/OECD (2003).
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Trade-related technical assistance and capacity-building commitments, 2002 Table 4.2

Main donors

Trade policy 
and regulations Trade development

Contributions to multilateral 
providers or programmes

US$ 
millions

% of  world 
total

US$ 
millions

% of world 
total

US$ 
millions

% of world 
total

Bilateral donors 272.1 38.2 878.0 63.5 30.2 87.3

Canada 8.6 1.2 13.4 1.0 1.7 4.9

France 5.3 0.7 112.8 8.2 1.6 4.6

Germany 9.0 1.3 65.5 4.7 1.2 3.5

Japan 16.1 2.3 34.8 2.5 1.5 4.3

Netherlands 2.6 0.4 22.4 1.6 2.3 6.6

Switzerland 8.7 1.2 55.7 4.0 5.9 17.1

United Kingdom 18.3 2.6 35.2 2.5 2.7 7.8

United States 177.8 25.0 437.7 31.6 1.5 4.3

Others 34.3 3.6 100.5 7.3 11.8 34.1

Multilateral donors 440.0 61.8 505.4 36.5 4.5 13.0

European Commission 292.3 41.1 419.3 30.3 0.8 2.3

Asian Development Bank 59.3 8.3 1.4 0.1 — 0.0

World Bank 65.9 9.3 — 3.7 1.3 3.8

Others 22.5 3.2 50.7 2.5 2.4 6.9

World total 712.0 100.0 1383.4 100.0 34.6 100.0

— is not available.
Source: Data derived from WTO/OECD (2003).

Trade capacity building in trade development: main programmes (US$ millions)Figure 4.3

Source: WTO/OECD (2003).
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keeping in mind the following serious shortcomings (see also WTO/
OECD 2003): 

•	 Because trade capacity building is a relatively new area, ap-
proaches to programming, classification and evaluation of ac-
tivities have only recently started to develop within the donor 
community. Consequently, not all donors and international 
agencies have reported all their trade capacity building ac-

Trade policy and regulations 2001–02 average ($719 million)Figure 4.4

Source: WTO/OECD (2003).

Trade development, 2001–02 average ($1.4 billion)Figure 4.5

Source: WTO/OECD (2003).
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Trade policy and regulations: top 10 recipients of funds, 
2001–02 

Table 4.3

Recipient Funds (US$ millions)

1. Egypt 102
2. Rwanda 49
3. Cameroon 45
4. Azerbaijan 45
5. Poland 40
6. Croatia 39
7. Jordan 37
8. Serbia and Montenegro 35
9. Bosnia and Herzegovina 35
10. Laos  31

Trade development: top 10 recipients of funds, 2001–02Table 4.4

Recipient Funds (US$ millions)

1. Ethiopia 91
2. South Africa 90
3. Egypt 86
4. Viet Nam 83
5. Morocco 75
6. Tunisia 59
7. Serbia and Montenegro 57
8. Pakistan 55
9. Zambia 50
10. China 45

Trade policy and regulations: top 10 recipients by activities, 
2001–02

Table 4.5

Recipient Number of activities

1. China 160

2. Indonesia 129

3. Viet Nam 110

4. Egypt 101

5. Thailand 96

6. Cambodia 80

7. Serbia and Montenegro 79

8. South of Sahara Unall. 78

9. Zambia 73

10. South Africa 72
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tivities, and those that have reported them experience further 
classification problems. 

•	 In broad programmes or projects with only partially concern 
trade capacity building, some donors have estimated the trade 
capacity building component and reported it where others sim-
ply report the entire activity. Some donors have split trade ca-
pacity building activities to report on subcategories at the most 
detailed level. Others have opted to report the entire activity 
in the most relevant subcategory. Hence the total amounts al-
located by donor should be interpreted with caution.

•	 Another serious reporting problem concerns the differentia-
tion of regional and national programmes, with some donors 
splitting a regional activity between the various beneficiary 
countries and others reporting such an activity under regional 
unallocated or global programmes. This can seriously distort 
the picture of some larger donors, such as the European Com-
mission, that commit considerable funding regionally and glo-
bally, and so seem to have virtually left out many beneficiary 
countries individually.

•	 In terms of total annual commitments by donors, caution 
should be applied because donors commit to activities spread 
over several years. 

If reporting and classification is improved, caution should still be 
used in drawing conclusions from statistics provided by the database. 
The extent to which countries can benefit from trade capacity build-
ing support varies greatly. Some developing countries derive a much 
greater percentage of their national income from trade than others. 
Absorptive capacity also matters: though small LDCs with the least 

Trade development: top 10 recipients by activities, 2001–02Table 4.6

Recipient Number of activities

1. Uganda 115

2. Indonesia 110

3. China 99

4. Philippines 95

5. Thailand 87

6. Viet Nam 87

7. Russia 78

8. Tanzania 74

9. Sri Lanka 73

10. Mexico 70
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developed trade (policy-making) capacities are arguably most in need 
of support, their absorptive capacity is also lowest. Usually better re-
sults are obtained from programmes aimed at countries that already 
have an infrastructural and institutional basis to exploit trade capacity 
building assistance. 

Main trade capacity building initiatives at global and regional levels

Though global and regional initiatives make up only a minor share of 
worldwide funding for trade capacity building, these programmes have 
drawn considerable attention in the past few years.6 Compared with 
bilateral assistance, pooling resources globally and having international 
trade agencies manage the daily work has some obvious advantages to 
both donor and recipient countries in terms of improved donor coor-
dination, transparency, independent needs assessments for beneficiaries 
and accumulated experience. 

But trade capacity building at a global or regional level also faces 
many of the same pitfalls as bilateral assistance. Clearly, trade capacity 
building programmes are still fairly new issues on the table, and so is 
the management of programmes with both global and regional spans. 
The sections below briefly discuss some of the main trade capacity 
building initiatives.

The Joint Integrated Technical Assistance Programme. Since March 1998 
JITAP has channelled support from various donors into one trade 
capacity building programme for selected LDCs and other African 
countries. The programme is implemented by three multilateral trade 
agencies, the ITC, UNCTAD and WTO. Each of these agencies has its 
own mandate and comparative advantage in international trade. Initial 
collaboration between the three agencies and discussions on a joint ap-
proach started in the aftermath of the 1994 Uruguay Round. 

The main objectives of the pilot JITAP programme (1998–2002) 
were:

•	 To build national capacity to understand the evolving multi-
lateral trading system and its implications for external trade.

•	 To adapt the national trading system to the obligations and 
disciplines of the new multilateral trading system.

•	 To seek maximum advantage from the new multilateral trad-
ing system by enhancing the readiness of exporters.

The Common Trust Fund Steering Group, comprising representa-
tives of the bilateral donors, beneficiary countries and the three im-
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plementing agencies, has overall responsibility for the programme. The 
ITC is the managing agency, coordinating with UNCTAD and the 
WTO through various informal and ad hoc interagency arrangements. 
In daily work at the national level, various groups of state and non-
state actors are involved in initiating, coordinating and managing JITAP 
activities. 

Eight countries participated in JITAP I: four developing coun-
tries (Côte d’Ivoire, Ghana, Kenya and Tunisia) and four LDCs (Benin, 
Burkina Faso, Tanzania and Uganda). The programme (budgeted at $10 
million) was assessed positively overall by a mid-term review in 2000 
and an evaluation in 2002 (see box 4.2). JITAP II (2003–06), extended 
the list of beneficiary countries to two developing countries (Botswana 
and Cameroon) and six LDCs (Malawi, Mali, Mauritania, Mozam-
bique, Senegal and Zambia) for four years, while JITAP I countries 
were consolidated in the programme for another two years. The pro-
gramme’s main objective, to build African capacity to integrate into the 
emerging multilateral trading system, has remained the same. The total 
budget for JITAP II is $12.6 million.

The Integrated Framework for Least Developed Countries. At the Second 
Ministerial Conference in Singapore in 1996, it was agreed that a spe-
cial conference on the needs of LDCs needed to be held. In October 
1997 the WTO organized a High-Level Meeting for LDCs, where it 
was decided to establish the Integrated Framework for Least Developed 
Countries. Six agencies—ITC, IMF, UNCTAD, UNDP, World Bank and 
WTO—were mandated to launch and manage the initiative. The ob-
jectives of the Integrated Framework are to mainstream trade into the 
national development plans (notably the Poverty Reduction Strategy 
Papers) and to assist and coordinate the technical assistance addressing 
the needs identified by the LDCs. 

After disappointing results in the first three years, the Integrated Frame-
work was relaunched in May 2001 as a pilot scheme to just three countries, 
Cambodia, Madagascar and Mauritania (see box 4.3). The programme 
consisted of three phases: a preparatory phase in which a country’s request 
to participate is reviewed, a national steering committee is established and 
a lead donor identified; a diagnostic phase in which a Diagnostic Trade 
Integration Study (DTIS) is undertaken; and a follow-up phase in which 
action plans are made based on the DTIS for the delivery of trade-related 
technical assistance. Although a review of the Integrated Framework pilot 
scheme had not been completed at the time, in September 2001 the pro-
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gramme was extended to 11 additional LDCs—Burundi, Djibouti, Eritrea, 
Ethiopia, Guinea, Lesotho, Mali, Nepal, Senegal and Yemen.

The daily management of the Integrated Framework is presently 
carried out by the Integrated Framework Working Group, chaired by the 
WTO and consisting of representatives of the six agencies, the OECD/
DAC secretariat, one donor country and one LDC. The activities are 
funded from an Integrated Framework Trust Fund, which amounted to 
$19.4 million in July 2003, $11.2 million of which had been disbursed.

UNCTAD: linking trade and development. For the past 40 years 
UNCTAD has promoted a development-oriented approach to trade 
and the integration of developing countries into the world economy. 
By providing a forum for trade and development, undertaking re-

JITAP evaluationBox 4.2

The 2002 evaluation of JITAP was very positive about both the imaginative concept and the appropriateness of 

its design, while remaining critical of the substance of the programme, its management and results (De Silva and 

Weston 2002). Yet an overall positive assessment was made in the light of JITAP’s novelty as the first regional 

programme that applied a holistic approach to trade capacity building. The evaluators note that the programme 

has made an important contribution in the newly emerging area of trade-related technical assistance and that 

“JITAP was an experiment, and, as an experiment, its results are highly satisfactory” (page 19).

According to the evaluation report, JITAP successfully contributed in the key area of developing human 

resources in trade capacities, although this capacity development was too focused on state actors. JITAP con-

tributed to trade policy development through a better identification of priorities, options and strategies for trade 

negotiations, and increased interaction has emerged between neighbouring countries. Beneficiaries also became 

more articulate in the WTO during the programme, also at the subregional level. JITAP contributed to increased 

awareness of the multilateral trading system among non-state actors. Crucial factors in the programme’s ef-

fectiveness were (political) leadership and absorptive capacity in the beneficiary countries. Where both were 

relatively abundant, fewer allocated funds were used much more effectively. 

Though evaluations praised the innovativeness of JITAP, the holistic approach remained a very difficult as-

pect. Some key issues, notably those related to supply-side constraints, received little coverage. An important 

observation was that assistance regarding technical barriers to trade and sanitary and phytosanitary issues is 

predominantly provided directly by bilateral donors rather than through multilateral mechanisms, which are argu-

ably more neutral. For input from local and international consultants, no clear mechanisms existed to assess their 

technical inputs. Management and coordination issues remained a big challenge—between the three implement-

ing agencies, between Geneva and the country level and in the field. 

The evaluators also note that JITAP raised the profile and credibility of the three managing institutions and 

that it made the multilateral trading system overall more user friendly. The credibility and accessibility of the multi-

lateral trading system and its institutions as such does not actually strengthen trade (policy) capacities, but these 

are results that the donors and implementing agencies are eager to seek.
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Integrated Framework evaluationBox 4.3

An evaluation of the Integrated Framework’s first programme between 1998 and 2000 concluded that many of 

its objectives were not realized (Rajpathirana and others 2000). The Integrated Framework was not demand-

driven and there was little ownership in the LDCs. Governance and administration were weak and coordination 

of donors, agencies and beneficiaries proved complex. While LDCs and donors had different perceptions of 

the objectives, the programme remained underfunded and management responsibilities were not clearly as-

signed to the agencies. No link was made between trade capacity building and the overall development as-

sistance architecture. The evaluators concluded that “a major shift in orientation of the Integrated Framework 

is required—away from a process-driven approach to getting results on the ground through a predominantly 

LDC-driven approach” (p. 27).

Following the review, a proposal for an Integrated Framework pilot scheme was adopted in February 2001. 

Initially, agencies, donors and LDCs agreed that to extend the programme after the pilot scheme was favourably 

reviewed as a model for trade-related technical assistance delivery, and on the condition of the integration of 

priority areas into national development strategies and for poverty reduction. Nevertheless, before a review had 

taken place, and arguably under pressure to make progress on the global trade capacity building agenda, the In-

tegrated Framework Working Group decided to extend the programme to 11 other LDCs in September 2001. 

In 2003 a second evaluation of the Integrated Framework was conducted (Capra-TFOC Consortium 2003).7 

Most of the LDCs had not completed the diagnosis phase yet. As with the JITAP evaluation, only operational 

results—not development results—could be measured, and even here the evaluators noted that the extremely 

short period allowed for the evaluation and the lack of measurable goals and objectives imposed serious con-

straints. Yet overall, evaluators found that considerable progress had been made with the Integrated Frame-

work programme, especially at the agency and planning levels, lauding “the fundamental soundness of the IF 

approach”. 

They also noted persistent problems, some rooted in the different expectations that donors and LDCs have 

for the programme. The fundamental question is whether the Integrated Framework should be a broad and large 

funding source for trade-related technical assistance, particularly for the acute supply-side constraints in LDCs, 

or whether it should be a small instrument focused on helping countries identify their strengths, weaknesses and 

needs for further funding elsewhere. 

A related issue concerns governance. The evaluators note the perception among stakeholders that the In-

tegrated Framework is still a mere set of free-standing activities, controlled by outsiders, emphasizing activities 

rather than results and lacking a poverty focus. The evaluators recommended that the governance structure be 

adapted to better balance the three partner groups—agencies, donors and LDCs—by making their numbers 

equal in the Integrated Framework Steering Committee. 

As stressed by the evaluators, country ownership remains the crucial factor for success. Wide differences 

remain among the LDC beneficiaries with regard to political will at senior government levels, establishment of 

and participation in national steering committees and local leadership of the DTIS.

They also noted that in the perception of LDC actors, the selection criteria for participation in the Integrated 

Framework remained insufficiently objective and transparent. A key issue is whether to select participating LDCs 

continues
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search, policy analysis and data collection, and providing technical 
assistance, UNCTAD has significantly contributed to enabling devel-
oping countries to better understand and participate in the interna-
tional trading system. Since the establishment of the WTO, the role of 
UNCTAD has become even more crucial in promoting trade and de-
velopment from developing countries’ perspectives. It also seems that 
UNCTAD has become “more of a professional and technical agency 
and less an institution imbued with a political agenda” (North-South 
Institute 2004: 41).

UNCTAD activities cover a broad array of areas: agricultural trade 
liberalization and commodity diversification and development, com-
petition and consumer policies, services, environment, investment, 
technology and enterprise development, macroeconomic policies 
and development financing. Its technical assistance and trade capac-
ity building projects, often funded from extra-budgetary sources, are 
an integral part of its mandate and substantive work. Its trade capacity 
building activities focus on training for trade negotiators and support 
to research and training institutions of developing countries (see fig-
ure 4.6). The mode of delivery remains largely centred on seminars, 
workshops, technical studies and advisory missions (see North-South 
Institute 2004, annex 1). 

UNCTAD not only benefits from the support of other donor agen-
cies for its trade capacity building programmes, it also works closely 
with other multilateral agencies to foster trade capacity building, in-
cluding the WTO (mainly in the context of the Doha Round), the 
ITC (for business-oriented trade capacity building), IMF, World Bank, 
UNDP and UN regional commissions. These organizations take differ-
ent approaches to trade capacity building (see table 4.7). UNCTAD is 
also actively involved in the elaboration and implementation of JITAP 
and the Integrated Framework. 

Integrated Framework evaluation (continued)Box 4.3

on the basis of the expected rate of return of Integrated Framework participation (absorption capacity, ownership 

and leadership), or on the basis of the most needy candidates. 

Another trade-off needs to be fine tuned. The current process of selecting consultants was perceived to 

lead to consultants “doing it for them” instead of “doing it with them”. Even if costs in the short run are higher, 

the evaluators recommend that steering committees more often hire external consultants to provide mentoring 

and coaching support. 
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UNCTAD map of trade-related capacity-building activitiesFigure 4.6

Export promotion 
targets support 
to exporters, 
infrastructure, 
transport 
services and 
so on. 

Main agencies: 
ITC, UNCTAD, 
WB

Implementation 
of trade 
rules targets 
institutional 
and legal 
frameworks. 

Main agencies: 
WTO, WB, 
UNCTAD

Trade dispute 
settlement 
targets legal 
skills in trade 
law. 

Main agencies: 
WTO, Center 
for Advisory 
Legal Services, 
UNCTAD

Trade negotiations 
targets trade 
diplomats. 

Main agencies: 
UNCTAD, WTO, 
WB

All these areas of the trade policy 
concern three dimensions:

•	 Bilateral trade (WTO level)
•	 Regional trade (subregional trade arrangements; 

North/South and South/South; ACP/EU)
•	 Multilateral trade (WTO level)

… and involve several topics (with or without ongoing 
negotiations at the bilateral, regional, multilateral levels):

AGRICULTURE AND 
INDUSTRIAL 
DOMESTIC POLICIES 
(FAO, UNIDO, WB, 
UNDP) Involves trade 
policy determining.

INVESTMENT AND 
TECHNOLOGY 
POLICY (UNCTAD, WB, 
UNIDO) Involves: 

-	 Investment regimes
-	 Investment/technology 

agreements
-	 Investment promotion
-	 Dispute settlement on 

investment
COMPETITION POLICY 

(UNCTAD, WB) 
Involves: 

-	 Domestic laws and 
institutions

-	 Regional/international 
rules on competition

INTELLECTUAL 
PROPERTY (WIPO, 
WTO) Involves:

-	 Domestic laws and 
institutions

-	 Regional/international 
rules on intellectual 
property

ENVIRONMENT POLICY 
(UNEP, WB, WTO, 
UNCTAD) Involves: 

-	 Domestic laws and 
institutions

-	 Regional/international 
rules on environment

MACROECONOMIC 
POLICIES (IMF, WB, 
WTO, UNCTAD) 
Involve:

-	 Strong links with trade 
policy

-	 Fiscal and monetary 
policies

-	 Impact of the 
international economic 
environment

-	 Coherence issues

•	 Agriculture trade
•	 Market access issues
•	 Trade-in services
•	 Trade rules

•	 Trade and environment
•	 Trade and investment
•	 Trade and competition
•	 Trade facilitation
•	 Government 

procurement

•	 E-commerce
•	 Trade, debt and 

finance
•	 Trade and transfer of 

technology
•	 Other “trade and …” 

issues

 … and require different TA and CB instruments and time frames:

•	 Long-term TA-CB
•	 Short-term TA-CB

•	 Support to institutional capacity
•	 Support to research capacity
•	 HRD and training
•	 Support of Geneva missions and 

capital-based decision-makers
•	 Different audiences (public/private 

parliamentarians and so on)

•	 Different levels of skills and needs

Country’s 
development 

strategy

Trade policy

The TRCB has  
links with:

Starting point:

Note: TRCB is trade-related capacity building; TA-CB is technical assistance–capacity building; WB is World Bank; ACP is African, Caribbean and Pacific; HRD is human 
resource development.
Source: UNCTAD (2002).
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The European Community: promoter of regional trade capacity building. 
The European Community (EC) has been among the main driving 
forces of trade capacity building programmes at both the global and the 
regional level. Such trade capacity building support features throughout 
its development cooperation agenda. Over the past three years, some €2 
billion has been spent on trade capacity building or related programmes 
(European Commission 2003). In many national or regional assistance 
programmes, considerable funds have been explicitly reserved for this 
purpose. Particularly in Regional Indicative Programmes (RIPs) for 
the African-Caribbean-Pacific (ACP) regions, assistance related to trade 
and trade policy dominates the cooperation agenda, with trade capacity 
building commitments of more than 50% of total funding to some re-
gions (see box 4.4). In addition to direct bilateral and regional support, 
the European Community has taken the lead in various multilateral 
initiatives aimed at building trade capacity in developing countries (see 
table 4.8; box 4.5).

Trade capacity building: a critical assessment and lessons 
learned

This section offers a critical assessment of trade capacity building pro-
grammes and highlights some key lessons learned. It provides an over-
view of some key critical elements for the provision of trade capacity 

Trade.com and environmental protection agreementsBox 4.4

In July 2003 the European Commission approved the Trade.com programme for African, Caribbean and Pacific 

countries. Trade.com will focus on creating the necessary capacities in African, Caribbean and Pacific countries 

to benefit from increased trading opportunities (www.tradecom-acpeu.org). The programme has three main 

components:

•	 Strengthening local trade policy-making, research and training capacities in the ACP countries.

•	 Establishing a network of ACP experts through a “hub and spokes” programme (in addition to regional senior 

trade advisers, funding will be provided for local and regional trade fellows). 

•	 Carrying out pilot projects to address urgent institutional and supply-side constraints in technical standards 

and sanitary and phytosanitary requirements.

Trade.com is financed by the European Development Fund. It became operational in 2005 for six years, 

thus covering part of the Economic Partnership Agreement negotiations (initiated in 2002 and to be concluded 

by the end of 2007) and beyond.
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European Community–funded trade capacity building programmesTable 4.8

Beneficiary Trade capacity building fund/sourcea

EU trade-related  
funding (€ millions)

EU trade-related 
funding (% of total  

EU fund/source)

Multilateral initiativesb

	 LDCs Integrated Framework 5.5 60

	 Developing 	
countries

Doha Development Trust Fund 12 63

All ACP

	 ACP group Trade.com (EPA negotiations phase II) 50 100

	 ACP group PMU (EPA negotiations phase I) 20 100

	 ACP group Doha Round 10 100

ACP regionsc 

	 Central Africa RIP 2002–07 14–16 25–30

	 West Africa RIP 2002–07 118 50 

	 Eastern and Southern 
Africa and Indian 	
Ocean

RIP 2002–07 100–120 45–55

	 Southern Africa 
(SADC)

RIP 2002–07 35–45 35–45

	 Pacific RIP 2002–07 9 31 

	 Caribbean RIP 2002–07 43–51 75–90 

Non-ACP countriesc 

	 Paraguay NIP 2000–06 21.7 42 

	 Uruguay NIP 2002–06 5.4 29 

	 Chile NIP 2000–06 6.4 19 

	 Bangladesh NIP 2002–06 49 9 

	 Viet Nam NIP 2002–06 6 6 

	 Thailand NIP 2002–04 5 50 

Non-ACP regionsc 

	 Andean Community RIP 2002–06 0,7 5 

	 Central 	America RIP 2002–06 44,7 60 

	 Mediterranean RIP 2002–04 10 11 

Note: The table is illustrative and does not present all EU support in trade capacity building. In the ACP, National Indicative 
Programmes (NIPs) may also include trade-related funding.
a. NIP is National Indicative Programme; RIP is Regional Indicative Programme. 
b. The European Commission does not contribute to JITAP (some EU member states are main contributors).
c. In some NIPs and RIPs, trade-related capacity-building support is included in allocations that serve a wider purpose; 
here only NIPs and RIPs that reserve funds explicitly for support to regional integration or trade-related capacity building are 
included.
Source: Information from the European Commission compiled by the authors.
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building and summarizes some common drawbacks in current trade 
capacity building activities (see tables 4.9 and 4.10).

A critical assessment of trade capacity building

Criticism of donors’ trade capacity building agenda has increased as 
budgets have expanded over the past few years. At the heart of this cri-
tique is the reality that donor interests can be seriously biased and that 
programmes do not provide appropriate support for improving research 
and policy-making in a sustainable fashion. The bias is most obvious 
when the donor is also the counterpart in trade negotiations. Assist-
ance may then skew the strategic choices—at least where they concern 
human resources and training in particular trade-related areas—made 
by the recipients in favour of the donors. Solignac Lecompte (2001) as-
sesses the risk of biased aid in bilateral assistance programmes. He notes 
four ways in which such assistance can be biased:

Evaluation of EC trade capacity building programsBox 4.5

In 2002 an external evaluation of the European Commission’s trade-related assistance was initiated at the re-

quest of the Commission Services. A final report was presented in May 2004 (ADE 2004). The overall tone of the 

evaluation is positive. According to the report, the pro-active approach adopted by the Commission in trade-

related assistance has improved beneficiary countries’ understanding of trade-related issues and commitments, 

has contributed to reforms and regional integration and has strengthened the negotiation capacity of the ben-

eficiaries. The evaluators stress that the effectiveness of EC programmes is substantially higher at the regional 

level than the national level, where programmes lack a strategic approach. The importance of EC assistance to 

regional integration organizations is also mentioned, especially for the African, Caribbean and Pacific regions, 

where assistance increased their capacity to define and implement regional integration strategies. The evaluators 

stress that the effectiveness of programmes is greater in areas directly related to the multilateral trading system 

and where the programmes had a high technical content. 

Problems are still encountered with the development of management instruments for the complex array of 

trade capacity building projects. A key deficiency, the evaluators note, is the lack of rationale underlying much 

trade-related assistance programming. There is no in-depth analysis of the trade situation in the beneficiary coun-

try. Also, strategic programmes covering regions do not comprehensively analyse the regional trade situation. In 

this respect, programming is actually too demand driven, with a vague and rather passive role by the European 

Commission in identifying partners’ needs. Demands by partners are sometimes accepted without consultation 

with non-state stakeholders and without much in-depth verification of whether the countries’ key priorities in 

trade are addressed and the assistance concerned is the most relevant in context. 



International Trade

Chapter 4

Bilal and Szepesi

137

Tr
ad

e 
ca

p
ac

it
y 

b
ui

ld
in

g
: e

le
m

en
ts

 o
f 

g
o

o
d

 p
ra

ct
ic

e
Ta

bl
e 

4.
9

Na
tio

na
l i

ns
tit

ut
io

ns
Go

ve
rn

an
ce

 o
f 

in
te

rn
at

io
na

l i
ns

tit
ut

io
ns

De
si

gn
 a

nd
 s

tr
at

eg
y 

de
ve

lo
pm

en
t

Ne
go

tia
tio

n
Im

pl
em

en
ta

tio
n 

an
d 

ut
ili

za
tio

n

P
er

fo
rm

an
ce

 
ob

je
ct

iv
es

 
(re

qu
ire

d 
ca

pa
bi

lit
ie

s)
 

Tr
ad

e 
st

ra
te

gy
 c

on
du

ci
ve

 to
 d

ev
el

op
m

en
t 

ob
je

ct
iv

es
 

C
oh

er
en

t t
ra

de
 s

tr
at

eg
y 

at
 th

e 
na

tio
na

l, 
bi

la
te

ra
l, 

re
gi

on
al

 a
nd

 m
ul

til
at

er
al

 le
ve

ls
 

E
ffe

ct
iv

e 
co

ns
ul

ta
tio

ns
 w

ith
 s

ta
ke

ho
ld

er
s

E
ffe

ct
iv

e 
in

tr
ag

ov
er

nm
en

ta
l p

ol
ic

y 
co

or
di

na
tio

n
E

ffe
ct

iv
e 

po
lic

y 
in

pu
ts

 fr
om

 n
et

w
or

ks
 

A
gr

ee
m

en
ts

 s
up

po
rt

 
de

ve
lo

pm
en

t 
ob

je
ct

iv
es

 a
nd

 
m

aj
or

 g
oa

ls
 o

ut
lin

ed
 

in
 tr

ad
e 

st
ra

te
gy

To
 a

ch
ie

ve
 th

e 
pr

ov
is

io
n 

of
 th

e 
gl

ob
al

 p
ub

lic
 

go
od

 (t
ra

de
 a

nd
 

m
ul

til
at

er
al

 tr
ad

in
g 

sy
st

em
) c

on
du

ci
ve

 
to

 d
ev

el
op

m
en

t 
ob

je
ct

iv
es

A
bi

lit
y 

to
 a

dj
us

t 
po

si
tio

ns
 to

 m
at

ch
 

th
e 

dy
na

m
ic

s 
of

 
ne

go
tia

tio
ns

 

A
bi

lit
y 

to
 im

pl
em

en
t a

nd
 b

en
efi

t 
fro

m
 th

e 
tr

ad
e 

ag
re

em
en

t, 
an

d 
to

 p
ar

tic
ip

at
e 

in
 it

s 
en

fo
rc

em
en

t 
In

cr
ea

se
d 

ef
fic

ie
nc

y,
 e

xp
an

de
d 

m
ar

ke
ts

, b
et

te
r 

in
te

gr
at

io
n 

in
to

 th
e 

w
or

ld
 e

co
no

m
y

S
m

oo
th

 a
dj

us
tm

en
t p

ro
ce

ss
A

de
qu

at
e 

su
pp

ly
-s

id
e 

m
ea

su
re

s 
in

 p
la

ce
 

In
fra

st
ru

ct
ur

e 
ef

fe
ct

iv
el

y 
su

pp
or

ts
 

tr
ad

e 
sy

st
em

 
In

st
itu

tio
ns

 e
ffe

ct
iv

el
y 

su
pp

or
t 

th
e 

tr
ad

e 
sy

st
em

 (f
or

 
ex

am
pl

e,
 p

ol
ic

y 
ne

tw
or

ks
 

in
cl

ud
in

g 
in

di
ge

no
us

 re
se

ar
ch

 
in

st
itu

tio
ns

)

E
ns

ur
e 

le
gi

tim
ac

y 
of

 in
te

rn
at

io
na

l 
in

st
itu

tio
ns

 a
nd

 a
gr

ee
m

en
ts

Fa
ci

lit
at

e 
pa

rt
ic

ip
at

io
n 

of
 a

ll 
co

un
tr

ie
s 

(in
cl

ud
in

g 
de

ve
lo

pi
ng

 c
ou

nt
rie

s)
 in

 
th

e 
m

ul
til

at
er

al
 tr

ad
in

g 
sy

st
em

E
ffe

ct
iv

el
y 

in
co

rp
or

at
e 

vi
ew

s 
an

d 
ne

ed
s 

of
 c

ou
nt

rie
s,

 e
ve

n 
th

e 
w

ea
ke

st
, i

nt
o 

th
e 

ne
go

tia
tio

n 
pr

oc
es

s
A

ss
is

t d
ev

el
op

in
g 

co
un

tr
ie

s 
in

 
im

pl
em

en
tin

g 
an

d 
be

ne
fit

in
g 

fro
m

 
ag

re
em

en
ts

 o
nc

e 
si

gn
ed

A
ss

is
t d

ev
el

op
in

g 
co

un
tr

ie
s 

in
 

en
fo

rc
em

en
t m

ec
ha

ni
sm

 (s
uc

h 
as

 
re

so
lv

in
g 

di
sp

ut
es

)
P

ro
vi

de
 s

uf
fic

ie
nt

 m
ea

ns
 to

 
in

te
rn

at
io

na
l i

ns
tit

ut
io

ns
 to

 c
ar

ry
 

th
ei

r 
m

an
da

te
S

tim
ul

at
e 

co
or

di
na

tio
n,

 
co

m
pl

em
en

ta
rit

y 
an

d 
co

he
re

nc
e 

of
 in

te
rn

at
io

na
l i

ns
tit

ut
io

ns
 a

nd
 

ag
re

em
en

ts

(co
nt

in
ue

s)



138

Tr
ad

e 
ca

p
ac

it
y 

b
ui

ld
in

g
: e

le
m

en
ts

 o
f 

g
o

o
d

 p
ra

ct
ic

e 
(c

o
nt

in
ue

d
)

Ta
bl

e 
4.

9

Na
tio

na
l i

ns
tit

ut
io

ns
Go

ve
rn

an
ce

 o
f 

in
te

rn
at

io
na

l i
ns

tit
ut

io
ns

De
si

gn
 a

nd
 s

tr
at

eg
y 

de
ve

lo
pm

en
t

Ne
go

tia
tio

n
Im

pl
em

en
ta

tio
n 

an
d 

ut
ili

za
tio

n

C
ap

ac
ity

 
ob

je
ct

iv
es

D
o 

ba
si

c 
re

se
ar

ch
 a

nd
 a

na
ly

si
s 

of
 c

ur
re

nt
 

si
tu

at
io

n 
an

d 
po

te
nt

ia
l b

en
efi

ts
C

ar
ry

 o
ut

 e
ffe

ct
iv

e 
co

ns
ul

ta
tio

ns
 w

ith
 

st
ak

eh
ol

de
rs

C
oo

rd
in

at
e 

po
lic

y 
am

on
g 

go
ve

rn
m

en
t 

m
in

is
tr

ie
s

C
ol

le
ct

, d
is

se
m

in
at

e 
an

d 
an

al
ys

e 
st

at
is

tic
s 

an
d 

ot
he

r 
in

fo
rm

at
io

n 
D

ev
el

op
 a

 c
oh

er
en

t t
ra

de
 s

tr
at

eg
y

S
up

po
rt

 o
ut

w
ar

d-
or

ie
nt

ed
 re

gi
on

al
 

st
ra

te
gi

es
 

D
ef

en
d 

co
un

tr
y 

st
ra

te
gy

 a
nd

 
ac

hi
ev

e 
m

aj
or

 g
oa

ls
 

A
na

ly
se

 a
nd

 a
dj

us
t 

to
 p

os
iti

on
s 

of
 

op
po

ne
nt

s
B

e 
ab

le
 to

 fo
rm

 
al

lia
nc

es

Im
pl

em
en

t a
nd

 c
om

pl
y 

w
ith

 
ag

re
em

en
t o

r 
in

te
rn

at
io

na
l 

co
m

m
itm

en
ts

D
ev

el
op

 s
up

pl
y 

si
de

 a
de

qu
at

el
y

D
ev

el
op

 a
de

qu
at

e 
in

fra
st

ru
ct

ur
e

E
st

ab
lis

h 
an

d 
m

ai
nt

ai
n 

ap
pr

op
ria

te
 in

st
itu

tio
ns

, 
in

cl
ud

in
g 

ne
tw

or
ks

 fo
r 

su
pp

or
tin

g 
th

e 
tr

ad
e 

sy
st

em
 

D
ev

el
op

 a
nd

 m
ai

nt
ai

n 
lin

ks
 

w
ith

in
 th

e 
pr

iv
at

e 
se

ct
or

 a
nd

 
be

tw
ee

n 
th

e 
pr

iv
at

e 
se

ct
or

 
an

d 
go

ve
rn

m
en

t 

E
ns

ur
e 

th
at

 re
su

lts
 o

f n
eg

ot
ia

tio
ns

 a
re

 
cr

ed
ib

le
 a

nd
 h

av
e 

le
gi

tim
ac

y 
M

an
ag

e 
an

 in
cl

us
iv

e 
pr

oc
es

s 
(w

ith
 a

ll 
de

ve
lo

pi
ng

 c
ou

nt
rie

s)
S

up
po

rt
 im

pl
em

en
ta

tio
n 

in
 w

ay
s 

th
at

 
m

ai
nt

ai
n 

cr
ed

ib
ilit

y 
of

 in
st

itu
tio

ns
 to

 
de

liv
er

 m
an

da
te

E
ns

ur
e 

co
or

di
na

tio
n,

 c
om

pl
em

en
ta

rit
y 

an
d 

co
he

re
nc

e 
am

on
g 

in
te

rn
at

io
na

l 
or

ga
ni

za
tio

ns
E

ns
ur

e 
le

gi
tim

ac
y 

of
 th

e 
sy

st
em

(co
nt

in
ue

s)
(co

nt
in

ue
s)



International Trade

Chapter 4

Bilal and Szepesi

139

Tr
ad

e 
ca

p
ac

it
y 

b
ui

ld
in

g
: e

le
m

en
ts

 o
f 

g
o

o
d

 p
ra

ct
ic

e 
(c

o
nt

in
ue

d
)

Ta
bl

e 
4.

9

Na
tio

na
l i

ns
tit

ut
io

ns
Go

ve
rn

an
ce

 o
f 

in
te

rn
at

io
na

l i
ns

tit
ut

io
ns

De
si

gn
 a

nd
 s

tr
at

eg
y 

de
ve

lo
pm

en
t

Ne
go

tia
tio

n
Im

pl
em

en
ta

tio
n 

an
d 

ut
ili

za
tio

n

P
ro

ce
ss

es
 

U
nd

er
st

an
di

ng
 o

f s
ys

te
m

 s
up

po
rt

in
g 

tr
ad

e 
re

gi
m

es
U

nd
er

st
an

di
ng

 o
f p

ol
iti

ca
l n

at
ur

e 
of

 c
ap

ac
ity

 
de

ve
lo

pm
en

t 
Lo

ok
in

g 
fo

r 
st

re
ng

th
s 

an
d 

op
po

rt
un

iti
es

 o
f 

m
ul

til
at

er
al

 tr
ad

in
g 

sy
st

em
 a

nd
 n

at
io

na
l 

ca
pa

ci
ty

, n
ot

 ju
st

 g
ap

s 
an

d 
w

ea
kn

es
se

s
H

el
pi

ng
 c

ou
nt

rie
s 

se
t p

rio
rit

ie
s 

E
ns

ur
in

g 
pa

rt
ic

ip
at

io
n 

of
 s

ta
ke

ho
ld

er
s

P
ro

vi
di

ng
 ro

om
 fo

r 
in

no
va

tio
n 

an
d 

le
ar

ni
ng

P
ro

te
ct

in
g 

ag
ai

ns
t d

es
tr

uc
tiv

e 
in

flu
en

ce
s 

(p
ol

iti
cs

, c
or

ru
pt

io
n)

 
B

ui
ld

in
g 

on
 lo

ca
l o

w
ne

rs
hi

p 
E

nc
ou

ra
gi

ng
 b

ot
h 

so
ft 

an
d 

ha
rd

 c
ap

ab
ilit

ie
s

G
en

er
al

ly
 s

tr
en

gt
he

ni
ng

 e
st

ab
lis

he
d 

m
ec

ha
ni

sm
s 

ra
th

er
 th

an
 c

re
at

in
g 

ne
w

 
on

es
P

ro
vi

di
ng

 u
nt

ie
d 

as
si

st
an

ce
E

ns
ur

in
g 

m
ut

ua
l a

cc
ou

nt
ab

ilit
y—

do
no

r 
to

 
re

ci
pi

en
t a

nd
 v

ic
e 

ve
rs

a

S
tr

en
gt

he
ni

ng
 th

e 
le

gi
tim

ac
y 

of
 

pr
oc

es
se

s 
Fe

ed
in

g 
in

to
 o

ng
oi

ng
 

tr
ad

e 
po

lic
y-

m
ak

in
g 

pr
oc

es
se

s
Fa

ci
lit

at
e 

an
d 

su
pp

or
t 

pa
rt

ic
ip

at
io

n 
in

 
ne

go
tia

tio
ns

Ti
m

el
y 

re
sp

on
se

 to
 

em
er

gi
ng

 d
em

an
ds

 
fo

r 
su

pp
or

t a
nd

 
an

al
ys

is
 d

ur
in

g 
ne

go
tia

tio
ns

A
vo

id
 d

on
or

 b
ia

s 
by

 in
su

la
tin

g 
do

no
r 

su
pp

or
t 

fro
m

 s
tr

at
eg

ic
 

ne
go

tia
tio

ns
 

R
es

po
ns

iv
en

es
s 

to
 e

m
er

gi
ng

 
ne

ed
s

D
es

ig
ni

ng
 m

on
ito

rin
g 

an
d 

ev
al

ua
tio

n 
sy

st
em

s 
fo

r 
lo

ca
l 

le
ar

ni
ng

S
ec

ur
in

g 
su

st
ai

na
bi

lit
y 

th
ro

ug
h 

in
te

rc
on

ne
ct

ed
ne

ss
 a

m
on

g 
or

ga
ni

za
tio

ns
 in

vo
lv

ed

A
vo

id
in

g 
ca

pt
ur

e 
by

 s
pe

ci
al

 in
te

re
st

s
P

re
ve

nt
in

g 
po

lit
ic

iz
at

io
n 

an
d 

in
st

ru
m

en
ta

liz
at

io
n 

of
 in

te
rn

at
io

na
l 

in
st

itu
tio

ns
Fa

ci
lit

at
e 

pa
rt

ic
ip

at
or

y 
ap

pr
oa

ch
E

ns
ur

e 
co

he
re

nc
e 

an
d 

co
m

pl
em

en
ta

rit
y 

of
 in

st
itu

tio
na

l 
ap

pr
oa

ch
es

 to
 tr

ad
e 

po
lic

y 
m

at
te

rs
 in

 a
 w

ay
 c

on
si

st
en

t w
ith

 
de

ve
lo

pm
en

t o
bj

ec
tiv

es

R
ol

es
C

ou
nt

rie
s 

de
fin

e 
th

ei
r 

ne
ed

s 
an

d 
id

en
tif

y 
as

si
st

an
ce

 re
qu

ire
d 

an
d 

ta
ke

 c
ha

rg
e 

of
 tr

ad
e 

st
ra

te
gy

 a
nd

 
de

ve
lo

pm
en

t
D

on
or

s 
su

pp
or

t l
on

g-
te

rm
 d

ev
el

op
m

en
t o

f c
ap

ac
ity

 a
nd

 p
ro

vi
de

 lo
ng

-t
er

m
 c

om
m

itm
en

t
D

on
or

s 
ac

t a
s 

ca
ta

ly
st

s,
 s

up
pl

ie
rs

 o
f r

es
ou

rc
es

 a
nd

 in
fo

rm
at

io
n,

 b
uf

fe
rs

 a
ga

in
st

 o
ut

si
de

 fo
rc

es
, b

ut
 n

ot
 

im
pl

em
en

te
rs

D
on

or
s 

he
lp

 b
ui

ld
 c

on
fid

en
ce

 in
 re

ci
pi

en
t c

ou
nt

ry
D

on
or

s 
ar

e 
un

bi
as

ed
 s

up
pl

ie
rs

G
iv

e 
ad

vi
ce

 a
nd

 s
up

po
rt

 to
 c

ou
nt

ry
H

el
p 

pr
ov

id
e 

a 
po

lic
y 

sp
ac

e
A

vo
id

 to
p-

do
w

n 
ap

pr
oa

ch



140

Tr
ad

e 
ca

p
ac

it
y 

b
ui

ld
in

g
: d

iffi
cu

lt
ie

s 
en

co
un

te
re

d
 in

 c
ur

re
nt

 p
ra

ct
ic

e
Ta

bl
e 

4.
10

Na
tio

na
l i

ns
tit

ut
io

ns
Go

ve
rn

an
ce

 o
f 

in
te

rn
at

io
na

l i
ns

tit
ut

io
ns

De
si

gn
 a

nd
 s

tr
at

eg
y 

de
ve

lo
pm

en
t

Ne
go

tia
tio

n
Im

pl
em

en
ta

tio
n 

an
d 

ut
ili

za
tio

n

E
nd

 ob
je

ct
iv

e
P

re
pa

re
 d

ev
el

op
in

g 
co

un
tr

ie
s 

fo
r 

 
ne

go
tia

tio
ns

 
D

ev
el

op
in

g 
co

un
tr

ie
s 

pa
rt

ic
ip

at
e 

in
 

ne
go

tia
tio

ns
D

ev
el

op
in

g 
co

un
tr

ie
s 

ac
ce

pt
 a

nd
 a

re
 a

bl
e 

to
 c

op
e 

w
ith

 th
e 

m
ul

til
at

er
al

 tr
ad

in
g 

sy
st

em
, a

nd
 it

s 
fu

rt
he

r 
el

ab
or

at
io

n

D
ev

el
op

in
g 

co
un

tr
ie

s 
im

pl
em

en
t 

tr
ad

e 
re

gi
m

es
 

P
ut

 in
 p

la
ce

 in
te

rn
at

io
na

l t
ra

de
 

ag
re

em
en

ts
 w

ith
 c

om
m

on
ly

 a
gr

ee
d 

no
rm

s

R
ea

l si
tu

at
io

n 
S

up
pl

y-
dr

iv
en

 tr
ad

e 
ca

pa
ci

ty
 b

ui
ld

in
g:

 
pe

rc
ep

tio
n 

in
 m

an
y 

de
ve

lo
pi

ng
 c

ou
nt

rie
s 

th
at

 tr
ad

e 
ca

pa
ci

ty
 b

ui
ld

in
g 

pr
oc

es
se

s 
an

d 
th

e 
m

ul
til

at
er

al
 tr

ad
in

g 
sy

st
em

 a
re

 th
ru

st
 

on
 th

em
Li

tt
le

 c
on

su
lta

tio
n 

w
ith

 s
ta

ke
ho

ld
er

s
G

ap
-fi

llin
g 

tr
ad

e-
re

la
te

d 
te

ch
ni

ca
l a

ss
is

ta
nc

e 
fo

cu
se

d 
on

 s
ho

rt
-t

er
m

 o
ut

pu
t 

Li
tt

le
 in

cr
ea

se
 in

 s
us

ta
in

ab
le

 n
at

io
na

l c
ap

ac
ity

 
In

ad
eq

ua
te

 c
ap

ac
ity

 to
 d

o 
an

al
ys

is
 

In
ad

eq
ua

te
 s

ta
tis

tic
al

 b
as

e 
fo

r 
so

lid
 a

na
ly

si
s

P
oo

r 
co

or
di

na
tio

n 
in

 g
ov

er
nm

en
t

M
an

y 
de

ve
lo

pi
ng

 c
ou

nt
rie

s 
ov

er
w

he
lm

ed
 b

y 
de

m
an

ds
 fr

om
 d

on
or

s
Fo

cu
s 

on
 s

ho
rt

-t
er

m
 n

eg
ot

ia
tio

ns
 r

at
he

r 
th

an
 s

us
ta

in
ab

le
 tr

ad
e 

an
d 

de
ve

lo
pm

en
t 

st
ra

te
gi

es
Tr

ad
e 

ca
pa

ci
ty

 b
ui

ld
in

g 
ac

tiv
iti

es
 in

 th
e 

fo
rm

 o
f t

ra
in

in
g,

 w
or

ks
ho

ps
 a

nd
 s

tu
di

es
, 

fo
cu

si
ng

 o
n 

sh
or

t-
te

rm
 h

ar
d 

ca
pa

bi
lit

ie
s

P
ro

ce
ss

 h
as

 li
tt

le
 

le
gi

tim
ac

y
R

ed
uc

ed
 le

gi
tim

ac
y 

of
 a

gr
ee

m
en

ts
 a

nd
 

in
st

itu
tio

ns
 b

ec
au

se
 

m
an

y 
co

un
tr

ie
s 

ar
e 

no
t a

bl
e 

to
 

fu
lly

 e
ng

ag
e 

in
 th

e 
ne

go
tia

tio
ns

 (a
re

 n
ot

 
fu

ll 
pa

rt
ne

rs
)

In
ef

fe
ct

iv
e 

ne
go

tia
tio

ns
 

pr
oc

es
s

D
ev

el
op

in
g 

co
un

tr
ie

s 
of

te
n 

un
ab

le
 

to
 p

ro
te

ct
 th

ei
r 

in
te

re
st

s

D
ev

el
op

in
g 

co
un

tr
ie

s 
of

te
n 

m
ai

nl
y 

ru
le

 ta
ke

rs
La

ck
 o

f c
ap

ac
ity

 to
 b

en
efi

t 
fro

m
 a

gr
ee

m
en

ts
: s

up
pl

y 
co

ns
tr

ai
nt

s,
 in

ad
eq

ua
te

 
in

fra
st

ru
ct

ur
e,

 w
ea

k 
su

pp
or

t 
in

st
itu

tio
ns

, l
ac

k 
of

 li
nk

s 
w

ith
in

 
pr

iv
at

e 
se

ct
or

 o
r 

be
tw

ee
n 

pr
iv

at
e 

se
ct

or
 a

nd
 g

ov
er

nm
en

t
La

ck
 o

f c
ap

ac
ity

 to
 e

nf
or

ce
 

ag
re

em
en

ts
 w

ith
in

 c
ou

nt
rie

s
C

ou
nt

rie
s 

ca
n 

be
 p

un
is

he
d 

fo
r 

no
n-

co
m

pl
ia

nc
e 

w
ith

 
ag

re
em

en
ts

 b
ec

au
se

 o
f l

ac
k 

of
 

ca
pa

ci
ty

Li
tt

le
 a

tt
en

tio
n 

to
 n

ee
ds

 o
f d

ev
el

op
in

g 
co

un
tr

ie
s

In
ad

eq
ua

te
 c

ap
ac

ity
 to

 c
ar

ry
 o

ut
 

m
an

da
te

 a
nd

 a
ss

is
t d

ev
el

op
in

g 
co

un
tr

ie
s 

in
 th

ei
r 

tr
ad

e 
ne

go
tia

tio
n 

pr
oc

es
s 

an
d 

im
pl

em
en

ta
tio

n
Fo

cu
s 

on
 tr

ad
e 

ne
go

tia
tio

ns
 a

t t
he

 
ex

pe
ns

e 
of

 b
ro

ad
er

 d
ev

el
op

m
en

t 
ob

je
ct

iv
es

(co
nt

in
ue

s)



International Trade

Chapter 4

Bilal and Szepesi

141

Tr
ad

e 
ca

p
ac

it
y 

b
ui

ld
in

g
: d

iffi
cu

lt
ie

s 
en

co
un

te
re

d
 in

 c
ur

re
nt

 p
ra

ct
ic

e 
(c

o
nt

in
ue

d
)

Ta
bl

e 
4.

10

Na
tio

na
l i

ns
tit

ut
io

ns
Go

ve
rn

an
ce

 o
f 

in
te

rn
at

io
na

l i
ns

tit
ut

io
ns

De
si

gn
 a

nd
 s

tr
at

eg
y 

de
ve

lo
pm

en
t

Ne
go

tia
tio

n
Im

pl
em

en
ta

tio
n 

an
d 

ut
ili

za
tio

n

R
ol

es
S

up
pl

y-
le

d 
tr

ad
e 

ca
pa

ci
ty

 b
ui

ld
in

g,
 p

us
he

d 
by

 
in

du
st

ria
l c

ou
nt

rie
s

Li
tt

le
 c

le
ar

ly
 a

rt
ic

ul
at

ed
 d

em
an

d 
fro

m
 

de
ve

lo
pi

ng
 c

ou
nt

rie
s

D
on

or
s 

pr
ov

id
e 

as
si

st
an

ce
 to

 s
up

po
rt

 c
er

ta
in

 
ou

tc
om

es
 (s

uc
h 

as
 S

in
ga

po
re

 is
su

es
 in

 th
e 

D
oh

a 
R

ou
nd

)
D

on
or

s 
m

ak
e 

fe
w

 li
nk

s 
be

tw
ee

n 
tr

ad
e 

ca
pa

ci
ty

 b
ui

ld
in

g 
an

d 
ov

er
al

l d
ev

el
op

m
en

t 
as

si
st

an
ce

La
ck

 o
f c

oh
er

en
ce

D
on

or
s 

te
nd

 to
 e

m
ph

as
iz

e 
op

er
at

io
na

l r
es

ul
ts

 
ov

er
 d

ev
el

op
m

en
t r

es
ul

ts
 

M
an

y 
de

ve
lo

pi
ng

 
co

un
tr

ie
s 

de
pe

nd
 

he
av

ily
 o

n 
tr

ad
e-

re
la

te
d 

te
ch

ni
ca

l 
as

si
st

an
ce

 p
ro

vi
de

d 
by

 d
on

or
s

Li
tt

le
 in

vo
lv

em
en

t o
f 

pr
iv

at
e 

se
ct

or
 a

nd
 

ci
vi

l s
oc

ie
ty

La
ck

 o
f c

oo
rd

in
at

io
n 

am
on

g 
m

in
is

tr
ie

s
S

om
e 

co
un

tr
ie

s 
do

 
no

t h
av

e 
pe

rm
an

en
t 

re
pr

es
en

ta
tio

n 
to

 
th

e 
W

TO
P

oo
r 

co
or

di
na

tio
n 

be
tw

ee
n 

W
TO

 
de

le
ga

tio
n 

an
d 

ca
pi

ta
l o

ffi
ci

al
s

H
ar

dl
y 

an
y 

bi
nd

in
g 

co
m

m
itm

en
t 

in
 in

te
rn

at
io

na
l a

gr
ee

m
en

ts
 

to
 b

ui
ld

in
g 

tr
ad

e 
ca

pa
ci

ty
 fo

r 
im

pl
em

en
ta

tio
n 

pu
rp

os
es

Li
tt

le
 s

up
po

rt
 p

ro
vi

de
d 

fo
r 

su
st

ai
na

bl
e 

im
pl

em
en

ta
tio

n
N

o 
sy

st
em

at
ic

 in
vo

lv
em

en
t o

f 
no

n-
st

at
e 

ac
to

rs

In
te

rn
at

io
na

l o
rg

an
iz

at
io

ns
 h

av
e 

in
su

ffi
ci

en
t m

ea
ns

 to
 s

up
po

rt
 

de
ve

lo
pi

ng
 c

ou
nt

rie
s

JI
TA

P
 a

nd
 In

te
gr

at
ed

 F
ra

m
ew

or
k 

co
ve

ra
ge

 li
m

ite
d 

to
 a

 p
ro

po
rt

io
na

lly
 

sm
al

l n
um

be
r 

of
 d

ev
el

op
in

g 
co

un
tr

ie
s

S
til

l i
ns

uf
fic

ie
nt

 c
oo

rd
in

at
io

n 
am

on
g 

do
no

r 
ag

en
ci

es
La

ck
 o

f c
ap

ac
ity

 o
f m

an
y 

de
ve

lo
pi

ng
 

co
un

tr
ie

s 
to

 e
ns

ur
e 

en
fo

rc
em

en
t o

f 
ag

re
em

en
t o

r 
ef

fe
ct

iv
el

y 
pa

rt
ic

ip
at

e 
in

 
di

sp
ut

e 
re

so
lu

tio
ns



142

•	 Negative discrimination. Donors may be reluctant to provide 
assistance in areas they perceive as detrimental to their own 
interests.

•	 Positive discrimination. Donors may be tempted to positively 
discriminate in favour of trade capacity building, which they 
see as generating benefits for their own economies and firms.

•	 Tied aid. Classical aid-tying issues arise in activities designed 
to promote trade and investment links with the donor country 
but presented as development projects.

•	 Buy-off. The support offered by donors for enhancing the re-
cipient’s analytical and negotiating capacity in certain areas 
may alter the recipient’s goals and incentives—for example, by 
opening negotiations on issues that the recipient would nor-
mally consider itself not ready or willing to negotiate. 

But some observers see the problem of biased assistance in a 
broader (multilateral) context: the overall increased attention for capac-
ity building lures developing countries into the ever-expanding agenda 
of bilateral and multilateral trade negotiations. According to this think-
ing, trade capacity building programmes are the standard answer from 
industrial countries whenever developing countries complain that they 
cannot keep up with an ever-widening WTO or regional negotiation 
agenda. According to Tandon, developing countries “are persuaded to 
accept the expanding agenda on the promise that they will be given 
adequate technical assistance to cope with the new situation” (2002). 
The result is that while assistance increases, the range of issues to be 
covered expands as well, which leaves less scope to catch up with tra-
ditional WTO matters.8 

Powell (2002) criticizes the World Bank’s dominance in multilateral 
trade capacity building programmes for bringing “ideological and insti-
tutional baggage” to the trade policy agenda and forcing an intellectual 
straightjacket on the policy-makers engaged in those programmes. The 
sudden popularity of trade capacity building programmes with donors 
thus results from their concern about the implementation gap develop-
ing countries face with respect to their multilateral or bilateral commit-
ments, or concerns that developing countries risk ultimately blocking 
further progress of global trade talks.

The trade capacity building agenda as a whole, as well as individual 
programmes, have also been criticized for not addressing the most press-
ing needs of developing countries. For instance, in 2002 one-third of all 
trade capacity building activities concerned the “Singapore issues” (in-
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vestment, competition, government procurement and trade facilitation), 

while most developing countries were either reluctant or unwilling to 
negotiate these issues in the Doha Round (2003 data from the DDA 
Trade Capacity Building Database). Further, programmes are criticized 
for failing to link trade to the overall development agenda and for focus-
ing all too frequently on directly visible results (backstopping the most 
urgent gaps) without addressing the more fundamental weaknesses in 
recipient countries. Temporary projects based on short-term financing 
constrain possibilities for building institutional knowledge, analytical 
skills and policy-making capacities.9 Also, coordination among donors 
and recipients has been perceived as weak, although increased coopera-
tion in the OECD and the establishment of the DDA Trade Capacity 
Building Database have resulted in marked improvements.

Lessons learned

Over the past few years, a variety of case studies have documented de-
veloping country and donor experiences in trade policy-making and 
trade capacity building programmes.10 The established literature on ca-
pacity building in general also has useful insights to offer. 

Technical assistance versus trade capacity building and the short versus the 
long term. Before the term “trade capacity building” gained acceptance, 
donors used to refer to such work as trade-related technical assistance. 
This usually concerned standard consultancies, on a short-term and 
project basis, focusing on the technical aspects of the area concerned. 
This approach is now considered old fashioned, giving way to the no-
tion that genuine and sustainable improvement of (trade) capacities can 
take place only if such a process is demand driven and owned in the 
countries concerned. As opposed to one-shot initiatives by means of 
foreign expertise or thematic training sessions, capacity building should 
stress a much longer term (if not continuous) commitment by donor 
and recipient countries, with a focus on endogenous change. 

This is much easier said than done. Supporting endogenous improve-
ments in trade policy-making takes time and patience. In terms of human 
resources, for instance, sustainability can be achieved only if more trade 
expertise can be generated in country by means of better trained stake-
holders such as trade officials, researchers or private sector actors. But 
well functioning training and research institutions, ministries and strong 
private sector organizations can take years to establish and provide their 
first pay-offs. And trade negotiations are urgent today, not tomorrow. Re-
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ality forces both donors and recipients to concentrate on backstopping 
activities, for instance, by bringing in Western expertise and consultants to 
carry out part of the work. Though this can prevent a developing country 
from entering negotiations empty handed, other negotiations require dif-
ferent inputs. Many of the benefits of the negotiated agreements can be 
reaped only if domestic capacity is adequate to implement its provisions. 

In practice the distinction between what is trade-related technical 
assistance and what is real trade capacity building is often blurred: the 
same programmes that aim to address fundamental constraints often also 
deal with numerous short-term demands posed by the daily practice of 
international trade policy, particularly negotiations. Ideally, initiatives 
achieve both objectives: financing the most pressing needs while bridg-
ing the actual capacity deficit—for example, by supporting domestic 
research institutions. As multiple levels of trade negotiations are press-
ing both donors and policy-makers to act, short-term objectives can 
dominate the agenda to the detriment of sustainable capacity building. 
Though in theory there need not be a direct trade-off between short- 
and long-term objectives, in practice it is hard to avoid, and both donors 
and recipients have to weigh the everyday demands of an overloaded 
trade agenda against investments that will pay off only in the long run. 

 Regional versus multilateral approaches. A factor complicating the dis-
cussion of trade capacity building is that not all programmes and activi-
ties aim at building capacity to better participate in the multilateral trade 
system, that is, the WTO. Instigated by the new spurt of regionalism 
in international trade relations, large donors such as the United States 
and the European Commission have initiated programmes that focus 
almost entirely on their bilateral or biregional relations with recipient 
countries. A key question is whether the new regionalism and the asso-
ciated increase in trade capacity building programmes will have positive 
spillover effects on developing countries’ participation in the WTO, or 
whether these negotiations will divert resources and commitments away 
from the WTO agenda and towards the regional negotiations.11 Though 
in terms of substance many issues within regional trade negotiations are 
similar to those dealt with at the multilateral level, it is not unthinkable 
that the heavy agenda faced by developing countries will distract exper-
tise and political commitment from the WTO process. 

In this respect, the EC approach to trade relations with a large group 
of developing countries might deserve particular attention. For instance, 
since the start of regional Economic Partnership Agreement negotia-
tions with the 76 ACP states in 2002, the European Commission has 
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focused the large majority of its trade capacity building activities at 
ACP regions, which may give a substantial boost to capacities at the 
regional levels (at the regional secretariats that facilitate the negotia-
tions or at regional bodies that actually conduct the negotiations). In 
the European Commission’s view, it is by promoting regionalism among 
and with developing countries that their gradual integration into the 
world economy can be achieved. Building the necessary trade (policy) 
capacity is a necessary but insufficient condition for concluding a trade 
agreement in the interest of that region. There is a real danger that the 
national level will remain in arrears regarding awareness, understand-
ing and capacities to effectively participate in regional negotiations (see, 
for instance, Dunlop, Szepesi and Van Hove 2004). Ultimately, a lack of 
capacity at the national level can frustrate the entire negotiation process 
because key information in preparation for the negotiations needs to 
be generated at the national level, final provisions of a trade agreement 
need to be approved by national ministers and the implementation of 
any agreement needs to be executed by national ministries. Also, nego-
tiations with a large developed region such as the EU pose the danger 
of diverting negotiation and policy-making capacities away from the 
multilateral WTO agenda. 

Demand-driven versus supply-driven support. In capacity building 
and technical assistance, the problems created by supply-driven donor 
programmes have long been recognized. The central critique is that 
problems of ownership are created if programmes are pushed onto the 
agenda by donors. A large study by the UNDP (2002b) finds that such 
programmes can undermine local capacity by displacing rather than 
transforming local institutions, that they bias programming to the most 
visible activities that yield the most tangible results, that they ignore the 
wishes of the communities and that the execution of programmes can 
be more expensive, because too much foreign expertise is involved. 

In building trade capacity, the danger that programmes are donor-
driven is particularly present. First, many programmes concern issues of 
implementation. Developing country WTO members face a long list 
of commitments from the Uruguay Round agreements for which they 
lack the implementation capacity. Most of these provisions were nego-
tiated at the insistence of industrial countries and the merits of some 
agreements with respect to the development priorities of developing 
countries is widely disputed. Second, the Doha Round agenda keeps 
growing. Undeniably the carrot of trade capacity building support is 
used by industrial countries to persuade developing countries to agree 
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to negotiate additional commitments in trade-related areas. The same 
observation can be made about various bilateral or biregional trade 
negotiations. Industrial countries find it hard not to push trade capac-
ity building support for certain areas of trade negotiations because they 
have a direct interest in safeguarding the negotiation agenda.

Conclusions and recommendations from a global public 
goods perspective

The international trade regime has the main characteristics of a global 
public good: non-rivalry and non-excludability. However, the benefits of 
the international trade system are distributed very unevenly. Most advan-
tages accrue to a small number of more advanced economies. In contrast, 
a larger number of less developed countries lack sufficient capacity:

•	 To adequately identify their trade interests and translate them 
into a coherent trade strategy conducive to their development 
objectives.

•	 To fully participate in the production of the multilateral 
trading system (that is, to contribute significantly to WTO 
negotiations). 

•	 To properly implement the agreements reached.
•	 To benefit from the new trading opportunities.
Without capacity-building initiatives to appropriately remedy this 

imbalance, the international trade regime remains a global public good 
in form more than in substance.12

Legitimacy is also a key ingredient if the multilateral trading sys-
tem is to be seen as a global public good and not a “public bad” by 
countries negatively affected or excluded from its elaboration. The le-
gitimacy of the multilateral trading system ultimately depends on the 
decision-making and implementation process of the trade regime and 
the WTO system. This includes the adequacy of the multilateral in-
stitutional design, its capacity to adapt to evolving requirements and 
the capacity of the multilateral organizations to fulfil their mandates. It 
also requires that all members, including the weakest ones, are able to 
participate in the multilateral trading system, to elaborate and pursue 
appropriate trade and development strategies, to conduct multilateral 
negotiations and adjust their positions to a dynamic environment and 
to implement and benefit from the agreements reached. Trade capacity 
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building is thus vital to the legitimacy and hence sustainability of the 
multilateral trading system. 

The international community has started to address some of the 
developing countries’ concerns, including in the context of the Doha 
development agenda and accompanying measures. Some further initia-
tives could be undertaken to strengthen their participation in the in-
ternational trade regime, which could then advance as a global public 
good in substance. 

Building trade capacity: a process-oriented approach

Trade capacity building is a comprehensive process that cannot be satis-
factorily addressed in a piecemeal approach. While it might be tempting 
to focus on the negotiations to elaborate the multilateral trading system, 
the effective provision of trade as a global public good requires address-
ing national (and regional) capacity constraints in the trade design and 
strategy development phase, as well as in the implementation and utiliza-
tion phase of the international trade regimes components. In addition, 
the capacity of the international institution to adequately provide for the 
development of the multilateral trading system and its governance are 
key factors for the provision of the trade regime as a global public good. 
In short, trade capacity building cannot focus solely on trade negotia-
tions to ensure the sustainability of the multilateral trading system.

The pressing agenda of ongoing trade negotiations, with its pri-
ority demands, tends to drive the process of support for trade and 
trade-related issues. It is thus imperative to clearly distinguish between 
short-term trade-related technical assistance, which should focus on 
immediate objectives of facilitating the participation of all countries in 
the further elaboration of the multilateral trading system, and longer 
term trade capacity building activities, which should aim at encourag-
ing the emergence of conditions more favourable to sustainable trade 
and development objectives. The WTO negotiations should not divert 
resources away from longer term trade capacity building initiatives but 
should justify additional trade-related technical assistance to comple-
ment broader capacity development.

To this end, it might be useful to distinguish between support for 
the development of hard capabilities, focusing on technical skills, trade 
knowledge, institutional development and such, and soft capabilities, ori-
ented more towards processes, networking, methods and the like. Hard 
capabilities—easier to identify, develop and evaluate—are usually the 
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target of donors’ support. They are also in higher demand for the short-
term objective of negotiations. By contrast, changing working meth-
ods, relations among key actors or approaches towards trade policy and 
development are less tangible targets, achievable only in a longer term 
perspective. Yet they are crucial to the sustainable development of trade 
(and trade-related) capacities. Consequently, trade capacity building and 
trade-related technical assistance should not only focus on training, semi-
nars and studies, but stimulate and facilitate more process-oriented ap-
proaches towards trade policy formation and implementation. 

The sustainability of the trade capacity building described above, as 
well as the legitimacy and ultimate relevance of the multilateral trading 
system, require strengthened local ownership and an indigenously driven 
agenda. While donor-driven support can stimulate activities in recipient 
countries, sustainability and unbiased support calls for a demand-driven 
approach from developing countries. Since each situation is specific, the 
one-size-fits-all approach of many trade capacity building programmes 
led by donors is often not appropriate. Trade capacity building pro-
grammes should be driven as much as possible by recipient countries. 

Selected recommendations

For trade capacity building to enhance the provision of the interna-
tional trade regime as a global public good, a wide array of recommen-
dations can be considered (see table 4.11). At each level, a distinction 
is made between the focus of the trade capacity building intervention 
and the preferred process to be followed. The table also indicates some 
possible concrete operational actions that could be undertaken by the 
international community. Some initiatives that may be considered are 
highlighted in the next sections.

Who does what? And how?

To improve and increase trade capacity support coherently to the less 
advanced nations internationally, it is first necessary to have a clear over-
view of who does what. The international community claims to seek 
to promote the further elaboration of the multilateral trading system to 
the benefit of all countries (including the less developed ones).13 For 
this aspiration to have credibility, donors need to inventory and reassess 
their trade capacity building support. This effort should help determine 
the extent to which the current broad array of trade capacity building 
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activities have addressed the key challenges that private sector and pub-
lic sector actors face in participating in the WTO and in implementing 
agreements. In particular, there is a need:

•	 To improve coordination and cooperation among providers of 
trade capacity building support (donors). The DDA Trade Ca-
pacity Building Database is a useful instrument for recording 
details of the type, scope and size of initiatives by the donor 
community. However the ultimate value of this instrument 
depends on the quality of the data it covers—still grossly in-
adequate. For accountability and transparency purposes, the 
quality of reporting by donors needs to improve significantly. 
A universally accepted method of classification needs to be 
followed by all donors. In terms of assessment, methodologies 
for the evaluation of trade capacity building programmes have 
to be further developed and reporting systematized. OECD 
initiatives towards these ends need to be further elaborated, 
in the context of the DAC and in close cooperation with the 
WTO, as well as other JITAP partners. 

•	 To identify good practices in building trade capacity. Better co-
operation and coordination, as well as pooling resources, helps 
in sharing experiences in building trade capacity. However, co-
ordinated action at the plurilateral or multilateral level may lead 
to the adoption of the lowest common denominator among 
donors, ignoring the lessons of more innovative approaches by 
some donors. A multi-country investigation could be under-
taken to identify the degree of cooperation and coordination 
among donors in any one country; the type of support that has 
been most effective in each country; the links between spe-
cific programmes and the multiple trade agenda (national, re-
gional, bilateral, multilateral) that most countries face; and the 
synergies between programmes in neighbouring countries and 
at the regional level. Such a large case study could be con-
ducted under the aegis of the OECD/DAC, the World Bank, 
UNCTAD or the WTO, for instance. It would inform the trade 
capacity building programmes developed by the international 
community. Recipients should be more involved in the assess-
ment, design, implementation and evaluation of trade capacity 
building initiatives. The Integrated Framework is an interesting 
experiment in that respect, although with mixed results so far. 
General principles could be established and agreed within the 



International Trade

Chapter 4

Bilal and Szepesi

153

international donor community, and practical guidelines could 
be designed to help (national, regional, international and multi-
lateral) donors establish mechanisms of consultation with recipi-
ent countries and enhance local ownership. This could be done 
by international organizations, perhaps relying on the extensive 
experience of the OECD, UNDP and others, not only in trade, 
but also in other types of non-trade-related capacity-building 
initiatives. To ensure that programmes are demand driven and 
truly owned by the recipient country, trade capacity building 
should be unbiased. Hence all donors should commit to untie 
their aid. The coverage of trade capacity building programmes 
should be coordinated as much as possible at the international 
level, and depend on the specific requests of recipient countries. 
Principles and guidelines to that end could be adopted within 
the OECD or the WTO.

Greater technical support and financial means should be given to 
the OECD/DAC to perform its coordination role, as well as to in-
ternational organizations providing trade capacity building assistance. 
General principles and practical guidelines on building trade capacity 
should be further elaborated and agreed by international donors to pro-
mote good practice. They should include the perspective of developing 
countries (recipients of trade capacity building support).

Link WTO commitments to implementation capacity 

The capacity gap between industrial and less developed countries 
should be explicitly taken into account in trade negotiations and 
commitments in the WTO and between industrial and developing 
countries. In addition to designing rules that reflect the develop-
ment concerns of less advanced economies, when necessary through 
the provision of special and differential treatment, explicit provisions 
could be made for capacity-building support. A close link should thus 
be established between WTO commitments by developing countries, 
particularly LDCs, and the availability and effective delivery of trade 
capacity building support to enable them to implement these new 
commitments. That is, besides asymmetric rules and longer transition 
periods, some WTO commitments should be made dependent on 
reaching a specific capacity level required for implementation, with 
the explicit support of more advanced countries.14
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Ensure all countries permanent representation in the WTO 

Several developing countries, particularly LDCs, do not have the means 
to attend WTO meetings and hence effectively participate in the WTO 
negotiations because they cannot afford to establish a permanent delega-
tion in Geneva or receive insufficient trade-related technical assistance 
to do so. This amounts to a de facto exclusion of part of the interna-
tional community from the elaboration of the multilateral trading system. 
Sustainable, independent funding mechanisms and trade-related techni-
cal assistance should be provided by the donor community to weakest 
countries to ensure their presence and effective participation in the WTO 
negotiations, in Geneva with permanent representation and in senior of-
ficial and WTO ministerial meetings and conferences (including informal 
gatherings, which play an increasingly critical role in the negotiations). 

Provide financial support and trade-related technical assistance to WTO 

coalitions of developing countries

Many developing countries are too small and lack the capacity to have 
a significant direct influence on the WTO negotiations. In consequence, 
building alliances is critical (see, for instance, Drahos 2003). For the 
poorest countries to participate effectively in the negotiations they need 
to be able to engage in coalitions and alliance building, which requires 
resources and capacities. In addition, the operation of WTO groupings 
requires effective coordination and technical support. Sustainable and 
independent mechanisms of financing and trade-related technical assist-
ance should be provided by the donor community.

Support initiatives pooling expertise for trade negotiation 

International trade negotiations are very demanding in terms of tech-
nical expertise inputs required to cope with the expanding scope and 
dynamic negotiation agenda of the multilateral trading system. While 
in the longer term sustainable trade capacity building should help ad-
dress the technical capacity gap of LDCs, in the short term external 
support is necessary to inform and input the technical negotiations. Do-
nors should support trade-related technical assistance programmes that 
would bring together a pool of experts available for emerging urgent 
needs arising from the Doha negotiations, able to quickly respond to ad 
hoc demands from developing countries.15
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Support developing countries in using the WTO dispute settlement 

mechanism 

One of the major recent developments of the multilateral trading system 
has been the elaboration of a binding dispute settlement mechanism, 
a key result of the conclusion of the Uruguay Round. Yet many poor 
countries do not have sufficient means (financial resources and techni-
cal capacity) to make effective recourse to the WTO dispute settlement 
mechanism, either to file complaints or to defend themselves. This situ-
ation creates a de facto two-tier system, which seriously challenges the 
credibility and legitimacy of the multilateral trading system (see, for in-
stance, the discussion by Schaffer 2004). A systemic funding mechanism 
and expertise should be provided to developing countries, as opposed to 
the ad hoc assistance they now receive case by case. This could include, 
among others, beefing up the Advisory Centre on WTO Law in Ge-
neva, supporting regional centres of expertise, training national officials 
and experts and establishing a sustainable financing facility.

Notes

1.  From 1999 to 2003, for instance, the United States has more than 
doubled its annual funding for trade capacity building from $369 million 
to $752 million (USAID 2003). The United Kingdom has also commit-
ted to double its funding between 2001 and 2004 (DFID 2001). 
2.  In trade the predecessor to “capacity building” was “technical assist-
ance”, emphasizing the transferring of ready-made solutions, focusing 
on compliance with WTO rules. This was followed by “technical coop-
eration” in the 1980s, which lost favour to the present use of “capacity 
building”. For an overview, see Kostecki (2001).
3.  See http://tcbdb.wto.org.
4.  In comparing 2001 with 2002, the number of reported activi-
ties could be more telling for the increased attention to trade capacity 
building than the small decrease in the total value of committed fund-
ing, which can be explained by the periodicity of funding of some main 
donors (see also box 4.1).
5.  Though, clearly, enhanced physical infrastructure can facilitate trade, 
it serves many other purposes as well, making it very difficult to assess 
which part will affect trade, and to what extent. 
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6.  It should be noted that many of the funds indicated in table 4.1 
for global trade capacity building programmes concern only the build-
ing of institutional frameworks for such programmes. Both JITAP and 
the Integrated Framework, for instance, identify further trade capacity 
building activities for which separate financing needs to be obtained 
from bilateral donors or international agencies.
7.  Only the summary of this report has been made publicly available.
8.  An interesting example might be negotiation training, a key issue 
for countries with little experience in the WTO: of 2,901 trade capac-
ity building activities in 2001, only 12 were aimed at negotiation train-
ing—less than 0.4% (2003 data from the DDA Trade Capacity Building 
Database). Such figures at least tend to increase the suspicion of critics 
that donors prefer to support issues of implementation (from which 
they profit as well) over more strategic issues.
9.  As one developing country official explains in a survey by Kostecki 
(2001, p. 21), “ … assistance is needed in certain areas and never satis-
fied. In other areas the needs are inflated because the provider is push-
ing for such events to take place. The recipient country agrees because 
there is no cost involved and at times because the local participants and 
organizers may get more per diem or may travel to attractive places for 
regional meetings.”
10.  Recent case studies in which the trade policy-making process and 
trade capacity building are the centre of attention include Bouzas (2004); 
Dunlop, Szepesi and Van Hove (2004); Bilal and Laporte (2004); Jordana 
and Ramió (2002); IADB (2002); Bonaglia and Fukasaku (2002); and 
Solignac Lecomte (2000a,b, 2001a). The OECD (2001) has compiled 
theoretical and practical insights.
11.  In many ways the discussion on whether regional negotiations are 
in competition or synergy with multilateral negotiations, where the ca-
pacity of developing countries is concerned, parallels the famous debate 
among trade economists about whether regionalism as such is a stepping 
stone or a stumbling block towards multilateral trade liberalization. 
12.  See also Mendoza (2003); Mendoza and Bahadur (2002); and Cer-
nat (2004) for a more extensive discussion. 
13.  As noted by Solignac Lecomte (2001, p. 7), “it is in the interests of 
donors to be able to negotiate with informed trade partners, as it is in 
their interests that developing countries trade more”.
14.  Such an approach has for the first time been followed in the con-
text of WTO negotiations on trade facilitations, as agreed in the Geneva 
WTO Declaration in July 2004.
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15.  Some existing networks could provide a useful platform for such 
an exercise. This is the case of the International Lawyers and Economists 
Against Poverty (www.ileapinitiative.com). Other arrangements, such as 
the “hub-and-spokes” programme of the European Commission, Com-
monwealth Secretariat and Agence Intergouvernementale de la Franco-
phonie, also provide interesting approaches that could be paralleled at 
the multilateral level (see box 4).
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and economic growth across regions. 
The current moment of relative 
calm is a time for preparedness not 
complacency.

Five: Peace and Security
Without an effective collective 

security system, war, terrorism and 
other forms of strife will increase and 

international prosperity will be at 
risk or even reversed.

Seven: Cross-Cutting Issues
Cross-cutting issues affect the 

provision of global public goods, 
including the effectiveness of 

international and regional institu-
tions, the availability of financing 

and the capacity of nations to 
negotiate and implement interna-

tional agreements.

Two: Global Commons
A growing body of evidence 

demonstrates that global warming is 
accelerating.  A multi-track strategy is 

required to address its long-term 
consequences.

One: Infectious Disease
Epidemics begin and endure as local 
and regional affairs. They reach 
globally.  Strengthening national 
disease control systems and investing 
in research on infectious diseases and 
early warning systems are clearly in 
the public interest.

Six: Knowledge
Knowledge is crucial in addressing 
global issues, whether infectious 
disease or climate change.  Yet, the 
knowledge gap between rich and 
poor countries is growing and the 
balance is shifting from public to 
private knowledge.

Read the Main Report: 
Meeting Global Challenges
The report explores the concept of 
global public goods using historical 
evidence and illustrates their impor-
tance where their provision is critical.  
It suggests broad strategies in six 
priority areas for more effectively 
providing the good in question.
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