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Graduate Institute of International Studies, Geneva WTO Institute for Training and Technical Cooperation

2" WTO Specialized Course

"Negotiating Trade Agreements: From Theory to Practice"
Organized by the WTO Institute for Training and Technical Cooperation (ITTC),
in cooperation with the Graduate Institute of International Studies (GIIS), Geneva
16-27 June 2003
WTO Headquarters, Geneva

Programme of the Course

Week 1
Introduction to Trade Negotiation: Theory and Practice

The objective of the first week is essentially to introduce the participants to
negotiation processes, based on scientific research and observation of negotiation-
related behaviours and results. It also aims at placing the negotiation process within
the context of former GATT and current WTO negotiations.

Through lectures and case studies, most of the week will be devoted to examining
how researchers and authors have scientifically apprehended the phenomenon and
techniques of negotiations. The current negotiation structures and modalities for the
current negotiations under the "Doha Development Agenda" will also be addressed at
the end of the week. Prof. Dupont (GIIS) and Staff of the ITTC will conduct the
training sessions during the first week. The sessions conducted by Prof. Dupont will
address issues and involve cases on which he will express views and opinions in his
personal capacity. Similarly, views and opinions expressed by the participants in the
course will not be attributed to their countries which have nominated them to
participate in this training activity.

Though the Trade Negotiation Simulation Exercise (TNSE) will take place during the
second week, a number of TNSE-related "events" will happen already during the first
week. The chairperson of the exercise will be elected among the group of participants.
Teams will also be formed and the different roles will be allocated. On Friday
afternoon, the "Ministers" will receive their "cabinet orders".




Monday 16 June

10.15a.m. -12.30 a.m.

Opening of the Course

followed by Presentation of the Course
and distribution of course material and
Administrative matters

Mr.Rolian, Director of
the WTO ITTC and ITTC
staff

12.30 p.m. - 2.00 p.m.

Lunch break

3.45p.m. -5.30 p.m.

negotiations", introduction to WTO
(cont'd)

2.00 p.m. - 3.30 p.m "From GATT to WTO through ITTC Trainer
00 p.m. -39 p-m. negotiations", introduction to WTO
3.30 p.m. - 3.45 p.m. Break
"From GATT to WTO through ITTC Trainer

Tuesday 17 June

9.30 a.m. - 10.45 a.m.

Session 1: Introduction and Types of
Trade Agreements: unilateral, bilateral,
minifateral, multilateral

(scenarios of the future)

Prof. Dupont (GIIS)

10.45a.m. - 11.15 a.m.

Break

11.15a.m. - 12.30 p.m.

Session 2: Gains (and Losses) from
Trade: Neoclassical Approach,
Mercantilism and Neocomercantilism

12.30 p.m. - 2.30 p.m.

Lunch break

2.30 p.m. - 4:00 p.m.

Session 3: The Domestic Politics of Trade

4.00 p.m. - 4.30 p.m.

Break

| 4.30 p.m. - 5.15 p.m.

Session 4: Preparation of Cases

Wednesday 18 June

9.30 a.m. - 10.45 a.m.

Session 5: The Domestic Politics of Trade
(cont'd)

Group case Discussion:

Prof. Dupont (GIIS)

10.45a.m. -11.15a.m.

Break

11.15a.m. - 12.30 p.m.

Session 6: Decision Making and
Game Theory

12.30 p.m. - 2.30 p.m.

Lunch break

2.30 p.m. - 4:00 p.m.

Session 7: Game Theory and Bargaining
Group case Discussion

4.00 p.m. - 4.30 p.m.

Break

4.30 p.m. - 5.15 p.m.

Session 8: Preparation of Cases




Thursday 19 June

9.30 a.m. - 10.45 a.m.

Session 9: Bargaining (cont'd)
Group case Discussion

Prof. Dupont (GIIS)

10.45a.m.-11.15a.m.

Break

11.15a.m. - 12.30 p.m.

Session 10: Domestic Structures and
International Negotiations

Group case Discussion

12.30 p.m. - 2.30 p.m.

Lunch break

2.30 p.m. - 4:00 p.m.

Session 11: Negotiated Compiiance
Group case Discussion

4.00 p.m. - 4.30 p.m.

Break

4.30 p.m. - 5.30 p.m.

Session 12: New issues in International
Trade Negotiations

Group case Discussion
followed by Wrap Up

Friday 20 June

9.30 a.m. - 10.45 a.m. Current negotiations at the WTO: The ITTC Trainer
Doha Development Agenda; preparing
Cancun

10.45 a.m. - 11.00 a.m. | Break

11.00 a.m. - 12.30 p.m. | WTO negotiations: tariff and non-tariff ITTC Trainer
negotiations

12.30 p.m. - 2.00 p.m. Lunch break

2.00 p.m. START of the TNSE ITTC Trainer

Short briefing followed by group
preparation for the TNSE

Cabinet orders handed over to
"Ministers"




Week 2
Trade N iation Simulation Exerci TNSE

The second week is exclusively devoted to the TNSE. The simulation which would have
informally started on Friday (with the distribution of the "Cabinet Orders" to the
respective "Ministers") will follow the rhythm determined by the participants.
Participants are advised not to make any commitments for the duration of the
simulation (including lunch time as well as evenings).

Pre-determined deadlines for the conclusion of the trade negotiations (Thursday 4:00
pm) and for the finalisation of the "Responses to the Cabinet Orders" (Thursday 5:00
pm), as well as for a mock "Ministerial Meeting" (Wednesday morning) will be the only
fixed-points of the exercise. More information will be provided at the beginning of the
course.

The morning of the last day of the course will be essentially devoted to a collective

debriefing of the TNSE, a preliminary analysis of the results. The debriefing will be
followed by a short evaluation and the closure of the course.

Monday 23 June

9.30 a.m. - 10.45 a.m. Briefing TNSE Prof. Winham
(Dalhousie University)

10.45a.m. - 11.00 a.m. Break

11.00 a.m. - 12.30 p.m. | Briefing TNSE (cont'd) "

Timing in the hands of Launch of the Round of Negotiations Participants under the
negotiators supervision of Prof. Winham
T 24 / Wedn 25 June

Timing in the hands of TNSE "
negotiators

NB: on Wednesday, Ministerial Conference (Mid-Term review)
starting at 11.30 am

Thursday 26 June

Timing in the hands of TNSE "
negotiators

4:00 pm Deadline for the completion of the "
trade negotiations
5:00 pm Deadline for the finalisation of the "

"Responses to the Cabinet Orders
END of the TNSE Simulation

Friday 27 June

9.30 a.m. - 10.45 a.m. TNSE Debriefing Prof. Winham

10.45a.m. - 11.00 a.m. Break

11.00 a.m. - 12.30 p.m. | TNSE Debriefing (cont'd) "

12.30 p.m. - 13.00 p.m. Closure of the Course Representative of ITTC
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Belarus

Bhutan

Bosnia and
Herzegovina

Bulgaria

Cambodia

China

Croatia

Ghana

Indonesia

Kenya

Kyrgyz Republic

Former Yugoslav
Republic of Macedonia

Malaysia

Moldova

Oman

04/06/2003

16 - 27 June 2003, Geneva
LIST OF PARTICIPANTS

Mr. Anton KUDASOV, Head of WTO Division, Ministry of Foreign Affairs,
Minsk

Mr. PENJORE, Head of Research and Statistics Division, Royal Monetary
Authority, Thimphu

Mr. Momdilo §ARABA, Senior Adviser, Sector for International Trade
Relations, Department for Multilateral Trade Relations, Ministry of Foreign
Trade and Economic Relations, Sarajevo

Miss Verginia MINTCHEVA, Head of Trade Agreements Department,
Integration Policy Directorate, Ministry of Agriculture and Forestry, Sofia

Mr. Viseth KANN, Official of WTO Office, Asian and International
Organizations, Ministry of Commerce, Phnom Penh

Mrs. Jing SU, Deputy Section Chief, Division of Trade-related issues in the
Department for WTO Affairs, Ministry of Commerce, Beijing

Mrs. Bozena GAJICA-UZELAC, Senior Counsellor, Trade Policy and
International Economic Relations Division, Department for Trade Policy,
WTO and European Integration, Ministry of Economy, Zagreb

Mr. Kofi ADDO, Assistant Commercial Officer, Multilateral Division, Ministry
of Trade, Industry and President's Special Initiatives, Accra

Mr. Dody EDWARD, Head of Regional Cooperation Section, Program
Division, Secretariat to Directorate General of International Trade and
Industry Cooperation, Ministry of Industry and Trade, Jakarta

Mrs. Judith Anyango ODIPO, External Trade Officer, Department of External
Trade, WTO Division, Ministry of Trade and Industry, Nairobi

Ms Anarkan RAHMANOVA, Head of Main Department of External Economic
Relations and WTO Issues, Ministry of External Trade and Industry,
Bishkek

Mrs. Snezana NIKOLOVSKA, Adviser in WTO Unit, Department for WTO and
Trade, Ministry of Economy, Skopje

Mr. Choy LUP BONG, Principal Assistant Director, Multilateral Trade Policy
and Negotiations Division, Ministry of International Trade and Industry,
Kuala Lumpur

Mrs. Ineta PANURCO, Adviser, Multilateral Trade Relations and WTO
Division, Ministry of Economy, Chisinau

Mr. Mohammed AL-SHABIBI, Director, Department of International
Economic Organizations, Ministry of National Economy, Muscat
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Pakistan

Russian Federation

Saudi Arabia

Singapore

Solomon Islands

Chinese Taipei

Tajikistan

Thailand

Tunisia

04/06/2003

16 - 27 June 2003, Geneva
LIST OF PARTICIPANTS

Ms Shaista SOHAIL, Deputy Secretary, WTO Wing, Ministry of Commerce,
Islamadad

Mr. Roman GUBENKO, Expert, Department of Trade Policy and Multilateral
Trade Negotiations, Ministry of Economic Development and Trade of the
Russian Federation, Moscow

Mr. Sattam M. AL-TAYYAR, Legal Advisor, Deputyship of Technical Affairs,
Ministry of Commerce and Industry, Riyadh

Miss Leng Yeng THONG, Assistant Director, Trade Division Directorate B,
Ministry of Trade and Industry, Singapore

Mrs. Faye MOSE, Assistant Secretary, International Economic Cooperation,
Department of Foreign Affairs, Ministry of Foreign Affairs and Trade
Relations, Honiara

Ms Wen-Ying FANG, Senior Specialist, Multilateral Trade -Department,
Bureau of Foreign Trade, Ministry of Economic Affairs, Taipei

Mr. Rustam KHOLMURODOQV, Leading Specialist, Department of Foreign
Economy and Trade Policy, WTO Unit, Ministry of Economy and Trade,
Dushanbe

Mr. Pawin TALERNGSRI, Trade Officer, Bureau of East Asia Economic
Cooperation, Department of Trade Negotiations, Ministry of Commerce,
Bangkok

Mr. Tarek BEN YOUSSEF, Counsellor of Foreign Affairs, Department of
International Organizations, Ministry of Foreign Affairs, Tunis
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WTO Specialised Course
"Negotiating Trade Agreements:
From Theory to Practice”

1947:. Geneva (UN)

Short stories
of negotiations
which made

Trade History

© World Trade Organization 2002

1947: Geneva (UN) 1947: Geneva (UN)

« Session of the (UN) ECOSOC « Session of the (UN) ECOSOC
50 participating countries Outcome - Results
+Initiative to launch a UN ¢ Establishment of a preparatory
Conference on Trade and Committee
Employment +Work Program

«Draft a Charter for an
Internationat Trade
Organization (OIT)

+Draft common rules to govern
international trade

- Start Tariff Negotiations

¢ Negotiations start

1947-48: Havana

« UN Conference on Trade and
Employment
Outcome - Results
¢ITO Charter
-never entered into force
* US never ratified
o Set of common rules (GATT)
« “provisional application” since
1.1.1948
* 23 Signatories of the Protocol
o Tariff Negotiations completed
« in force (through GATT)
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1948: GATT at work

1948: GATT at work

23 Contracting Parties

¢ GATT is NOT an organization

#GATT is an international
Agreement

+ Joint Monitoring and
Administration

+ Autonomous Implementation

#Temporary Secretariat
(ICITO Secretariat) lead by a
Director-General

1949: Annecy

« 2nd Round of Tariff
Negotiations
=33 Contracting Parties (+10)
Outcome - Results
+ 5’000 additional Tariff
concessions exchanged

1950: Torquay
= 3rd Round of Tariff Negotiations
+ 34 Contracting Parties (+1)
Outcome - Results
o New Tariff concessions
followed by
» 4th Round of Tariff Negotiations
¢in 1956, in Geneva
every limited results
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1960-61: “Dillon Round” 1960-61: “billon Round”

« Sth Round of Tariff Negotiations
«"Dillon Round”

= Douglas Dillon: US
Undersecretary of State who
proposed the negotiations

#45 Contracting Parties
Outcome - Results
+ New Tariff concessions

1964-67 . “Kennedy Round” |

« 6th Round of Tariff Negotiations
+"Kennedy Round”
+60 Contracting Parties
Outcome - Results
«New Tariff concessions
* covering $40 billion of World trade
+ Non-tariff negotiations
(antidumping)
- resuits will not be implemented

« in 1965: GATT Part IV introduced
(trade and development)

1973-79 +*Tokyo Round” 1973-79 +“Tokyo Round”

« 7th Round of negotiations
¢ 99 Contracting Parties
Outcome - Results
& New Tariff concessions
& Non-tariff negotiations

+3 types of results
* a) Multilaterai Decisions
* b) Plurilateral Agreements (Codes)
 ¢) Plurilateral Sectoral Agreements
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1973-79: “Tokyo Round”

« 7th Round of negotiations
a) Multilateral Decisions
+"“Enabling Clause”
+Safeguards (development)
+BOP
= Dispute Settlement

1973-79 “Tokyo Round”

« 7th Round of negotiations
b) Plurilateral Agreements
(Codes)
=Technical Barriers to Trade
(TBT)
=Government Procurements
(GPA)
- Subsidies and countervailing
measures (SCM)
«Customs Valuation
«Import Licensing Procedures
-Antidumping

1973-79: “Tokyo Round”

« 7th Round of negotiations
¢) Plurilateral Sectoral
Agreements
=~Trade in Civil Aircrafts
«Dairy Products
+Bovine Meat

22

1986-93 +“Uruguay Round”
« ‘ o

1986-93 “Uruguay Round”

» 8th Round of negotiations
¢ 123 Contracting Parties
Outcome - Resuits
+ New Tariff concessions
+ Non-tariff negotiations

» strengthened disciplines for trade
in goods
+ New sectors covered (+Agriculture)
* Trade in Services
« Trade-related Intellectual Property
Rights
+WTO (Organization)

24

1986-93: “Uruguay Round”

« 8th Round of negotiations
+ 123 Contracting Parties
Chronology
#1986: Punta del Este
Declaration
«~objectives and work program
#1988: Montreal Mid-Term
Review
=some “Early Harvest” (TPRM,...)

¢1990: Final (foreseen) Brussels
Conference ... but
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. “Uruguay Round” 1986-93 +“Uruguay Round”
O . 8th Round of negotiations
¢ 123 Contracting Parties
Chronology
+1993: Adoption of the Final Act
=technical verification
- further negotiations on some
aspects
»preparation for the structure

which will ensure the
administration of the WTO

15 Dec. 93

1994: Marrakech

« Ministerial Conference
123 Signatories of the
Marrakech Agreement
establishing the WTO
=23'000 pages
e¢signature pending ratification
«for certain signatories
-to avoid a fegal vacuum:
* WTO will enter into force on
1 Jan. 1995; and

« GATT (1947) will disappear only on
31.12.1995

1994: Marrakech

Havana Conference (ITO) - 1st Round 1947
. Entry into force of GATT 1948
2nd Round: Annecy 1949

3rd Round: Torquay 1950

4th Round: Geneva 1956

Sth Round: "Dillon Round” | 60-61
6th Round: “Kennedy Round” 64-67
7th Round: “Tokyo Round”
8th Round: “Uruguay Round”

EEEEH

Marrakech Conference (signature of the Finai Act)
Entry into force of the WTO

GATT (1947) is not in force anymore
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WTO Specialised Course
"Negotiating Trade Agreements:
From Theory to Practice”

Negotiations on Tariffs

© World Trade Organization 2003

Members must:

. Respect MFN Principle

The 4 . Not use quantitative
“MU ST" restrictions
. Respect Bindings
. Respect National Treatment
principle .

Schedu! Schedu
cnhedules chedules
« GATT Art. II
+ No less favorabie treatment than .
provided in Schedules of Tariff « GATT (1947):
concessions = Prohibition of Quantitative
« Part [-(MFN) Schedule products of Restrictions
i other Members not to be subject to e , - i i
Ealslc ordinary custom duties in excess of Ta rlfﬂcatlon Exception for agricuiture
ules those in Schedule Agriculture )
+ If in accordance with WTO provisions, » Agreement on Agriculture (1994)

Members not prevented to impose
Article 111:2 » charge equivalent to an internal tax
Article VI - anti-dumping or countervailing duty

- fees or other charges commensurate

-Art. 4

«Tariffication = END OF
agriculture exception

=< Tariff equivalents

- Footnote (“forbiden” measures)

Tariff
Schedules

« To be provided and embodied
in Schedules

« Developing countries to
Special and  implement reduction

Ti‘fefg't'rennetinatl commitments over 10 years
« Least developed no reduction

commitments

« (Decision on possible negative
effects reform on least developed
& Net Food-Importing)

+ Modalities(“Rules of the game™)

+ product by product
« sectoral

- Bindings
« product by product
« "Ceiling Bindings”

- Reductions
» product by product
+ linear approach
« formula approach

- Transitional periods

Negotiation
of
concessions
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+ Reductions
- The concept of “"base rate”
* = starting-point for reductions
* JRUGUAY ROUND
- if Tariff line already “Bound”
previously:
BASE RATE = Level of the
(previously) BOUND RATE
- if Tariff {ine no yet “Bound™:
BASE RATE = applied rate on 1
Sept. 1986
(decision taken after 1986 to
avoid “playing” with the applied
rate)

Negotiation
of
concessions

Tariff
Schedules

Structure
0
Schedules

Part I: MFN Tariffs
Part II: Preferential Tariffs
Part III:Non Tariff concessions

Part IV: Commitments on
agricultural Trade
(Subsidies)

Tariff
Schedules

« Part I: MFN Tariffs
¢ Section I Agriculturat products

Structure
f IA: Rates (bound)

0 - 1A
Schedules - 18: Tariff Rate Quotas (TRQs)
+ Section II: Other Products

n n a
hrie)in
15‘1&5)‘ it
i =Wy

‘gaesaw
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BT ey — =

I v ]lu:;::‘wh[
o .

[ ey | o awws
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Results

Uruguay Round

Daveloped countries

Bindings
99 %
At 99% 1.
78 % §
1986 1994

T Number of bound Tariff lines
® Volume of trade bound

Results

Uruguay Round

Deveioping countries

Bindings

1986 1994
7 Number of bound Tariff lines
® Voiume of trade bound
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Protessor Cédnic Dupont

Session Eleven

Negotiated Compliance

VKA & CD, 2003

| Objectives

w Understand different ways to ease the
problem of compliance

w Consider negotiation processes under
the shadow of law

VKA & CD, 2003

J Topics to be Discussed
T

= Crafting agreements for compliance:
» Escape clauses
« Limited duration and renegotiation

» Dispute settlement mechanisms and
negotiations:
« Dynamics of DSM

« 1995-2002: Some selected information on DSM
use

= Negotiation incentives under DSM
» (Case Study: US-EU Banana war (part II)
» Case Study: India’s quantitative restrictions

VKA & CD, 2003

. Escape clauses and limited duration

w Rationale

» Escape clauses

« Limited duration and renegotiation
Optimal Imperfection?

» Escape clauses

» Limited duration and renegotiation

VKA & CD, 2003

WTO Disngg Settlement: 1995-2002

n Number of complaints:

1995 1996| 1997| 1998| 1999| 2000| 2001 2002‘ Total

25 39 s0] a1 30| 34| 23 34( 276

Seurce: Leitner. K and Simon Lester (20031 WTO Diepute Sethament 1996-2002, Joume! of intamatians!
Econemsc Law, 61): 261-261

VKA & CD, 2003

WTO Disputg Settlement: 1995-2002

s Complaining parties in WTO Disputes:

1995| 1996 1997 1998| 1999 | 2000 | 2001 | 2002 Total
Brazil 1 0 4 1 4] 7 4 5 22
Canada 5 3 1 2 1 3 3y 22
EC 2 7 16 16 6 8 1 3 59
India 1 4 Q 3 1 2 2 2 15
Japan 0 0 2 0 1 3 0 2 11
Korea 1 3 1 1 2 1 0 1 7
USA 6 17] 171 10] o] 8] 1] 4] 73

Sowse: Lakner. K and Simen Laster (20031, WTO Dispirte Sutharment 1998-2002. Jaums! of bntomations!
Economia Low. S(1): 281-261, VKA & CD, 2003




‘ WTODlspute Settlement: 1995-2002

s Responding parties in WTO Disputes:

1995 1996 | 1997 1998] 1999 2000| 2001 | 2002| Total
Brazil 1 4 20 1] 1 21 1] o] 12
Canada 0 1 5 3 1 a 1 1 12
EC 8 4] 4| 9] 3] 2 3] s 39
India ol 1 7l 4 1 o] o o] 13
Japan | 4| 4 3 1 0 0 0 11 13
Korea | 3; 2 3 0 3 0 0 11 12
USA 4l 8] 10l sl 11l 11| 6] 18] 73

l VVTOE?BL‘Ite Settlement: 1995-2002

w Panel reports and Appelate Body reports
circulated:

1995 | 1996 | 1997 | 1998| 1999 | 2000{ 2001 | 2002 | Total

Panel 0 4 10 10 13 18 7 10 72
reports

AB 0 2 6 7 10 8 6 7| 46
reports

Source: Leitner, K and Siman Laster (20031 WTO Disputs Setbement 19952002, Journsl of international
EFcanonvic Law, 6111 261-261 VKA & CD, 2003

Source: Laner. K and Simen Luster (2003). WTO Dispute Setkament 1995-2002, Jeumal of intemationsl
Econenvec Law. Bi1): 281-281 VKA & CO, 2003

‘ Dispute settlement mechanism

« [ncentives to negotiate

« "WTO dispute settlement system favours mutuaily
agreed solutions consistent with the WTO
agreements and parties are encouraged to
develop mutually satisfactory solutions even when
the matter is before a panel.” (WTO, art 11 DSU)

« Evidence: early settlement seems to be strongly
dominant

» Why early setttement?

VKA & CD, 2003

Dispute Settlement Mechanism

= Legalization has so far not helped
developing countries
= Rules enforced by DSM are biased against
them

= Structural Inequalities make them sensitive
to cross-issue retaliations

» Lack of capacity for litigation
» Enforcement relies on economic sanctions

VKA & CD, 2003

l Dispute Settlement Mechanism

« Appelate Body and Institutional Change
» Enhanced third party participation
« Amicus Curiae Submissions
» Representation by Private Counsel

VKA & CD, 2003

Case: US-EU Banana case (part II)

w What were the key negotiation chaflenges in the
wake of WTO rulings against the EU, and how
well did each party handle them?

n What were the U.S. strategies to ensure EU'S
compliance with the WTO rufings? What was the
nature of interest group politics in this phase?

» What was unique in negotiating compliance
agreement between the U.S. and the EU? ?

VKA & CD, 2003




, Case: India’s quantitative restrictions

= What is the general dynamics of the WTO
Dispute Settlement Mechanism? How does it
affect states’ willingness to recur to trade
barriers?

= What are the political costs of engaging in a
WTO dispute? What are the alternatives
states have?

« Are bargaining tactics affected by the shadow
of WTO law? In which ways?

VKA & CD, 2003




WTO Specialized Course

"Negotiating Trade Agreements: From Theory to Practice”
Professor Cédric Dupont.

Session One

Multiple Facets of Trade
Liberalization

VKA & CD, 2003

| Objectives

» Describe the Multiple Forms of Trade
Liberalization
» Get a General Sense of Advantages and

Disadvantages of the Different Forms of
Trade Liberalization

VKA & CD, 2003

I Topics to be Discussed

w GATT/WTO and Global Trading Order
» Categorizing Trade Liberalization
« Different forms of Liberalization

« Muiltilateral Liberalization

«» Unilateral Liberalization

« Regional Liberalization

« Transregional Liberalization

« Sectoral Liberalization

= Bilateral Liberalization

VKA & CD, 2003

‘7 GATT/WTO Principles and Norms

» Existing Norms
=« Liberalization
« Non-discrimination
= Reciprocity
» Safeguard
= Development

VKA & CD, 2003

l GATT/WTO»_Principles and Norms

=« New Norms?
» Labor
= Environment
= Human Rights

VKA & CD, 2003

=k, Alternatives to the GATT/WTO
I ;

Regionalism \ Sectoralism
Mulitifiber Arrangement

ViEs

VERSs in‘autos;. footwear
stesl. TVs.

VKA & CD, 2003

wl



SECTORAL
AGREEMENTS

AGREEMENTS

VKA & CD, 2003

Which Futuvre Trading Order?

Globalism
dominates

Sectoralism
dominates

Regionalism
dominates

Equal

VKA & CD, 2003

Intraregional Trading Patterns
80

o
K]
o T
g 60 ’ |
2 \-NAFTA
2 50
& iEiASEAN ‘
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3 201
[
8 10
&
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VKA & CD, 2003

. How to Liberalize Trade

“If possible we hope that this...liberalization will
occur in the Uruguay Round. If not, we might be
willing to explore a market liberalizing club’
approach through minilateral arrangements or a
series of bilateral agreements.”

Jamaes Baker, January 1988

“Obviously, the best policy option is to build on the WTQ

framewark However, it may !ake legmnal and bilateral

to jump the WTO. fi ly, we may
have to undertake the regi and bil  initiatives just
to avoid discrimination by our more active trading
partners.”

U.S. Business Roundtabie, February 2001

VKA & €D, 2003

‘ Categorizi_g}gw Trade Liberalization

. _ACTOR SCOPE
Uitureral Bilncerw

um
i

a o
o Sl
R e | T, e | ket
Few o iy m

products - Spwitie 5 cmas Joow- Evrupman Cosl umvu-y
o ] . Singoprs | an Stos)
PROMCCY libcratizanon. apcmn  tdwerst  Commwnity
SCOPE Supor (KVSL
(3w ctonalrmen) « "
(regeanaiamy)
Y L) (Il»
e AFTA, FEC. ASEM,
produes NAFTA. ,snm.n—u

0
e
(rogrnabemy | (rwwegonsiemy

VKA & CD, 2003

Multilateral Liberalization

= Advantages

= Multi-issues coverage enables mobilization
of broad domestic and transnational
coalitions

= Prevents introduction of new barriers
during negotiations

« Likely to receive the highest leve! of
political and public attention

VKA & CD, 2003

a2



Muitilateral Liberalization

« Disadvantages

* High start-up costs for new rounds of
negotiation

= Large membership creates complexity in
negotiations and formuiating procedure

» Higher stakes can trigger heated debates
on social and economic consequences

VKA & CD, 2003

‘/ Unilatera! Liberalization

= Origins
= Predominance of free trade ideology in the 19th
century Britain
* National gains from trade can be maximized under
unilateral liberalization

VKA & CD, 2003

I Uni!atg@[ ,I’_iberalization

= Evolution

= 1846: Repeal of the Corn Laws of England marked
the new era of free trade in the late 19t and early
20t centuries

= Recent developing country trade liberalization has
been unilateral (though some driven by IMF/
World Bank programs

* Among the developed economies, only Australia
and New Zealand have undertaken radical
unilateral liberalization

VKA & CD, 2003

} Unilateral Liberalization

s Advantages

« Taking the direct route to freer trade,
rather than the roundabout route of
reciprocity

= Avoid arbitrary politics inherent in
intergovernmental negotiations

» Maximize gains from trade

VKA & CD, 2003

l UnilateraIywl_?iperalization

= Disadvantages
« Creates problem of free riding

= Hard to overcome domestic political
barriers

= May create political conflict (Super 301)

VKA & CD, 2003

: ‘g Regionalism
/' Eurapasn Economic /
i NAFTA 7 Ame S
EAEC j /1 /
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VKA & CD, 2003
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- Regional Liberalization

Origins

Alternative to the multilateral approach of GATT/WTO
Geographic, cultural, security considerations, and
historic proximity may provide a favorable
atmosphere

Industrial complementarities among (developed)
economies may alleviate protectionist pressure

Aims to exploit economies of scale without
confronting global competition

VKA & CD, 2003

‘: Regional Liberalization

= Evolution
» Mostly proceeds on the basis of existing
bilateral trade treaties
= Most attempts to establish regional blocs in
the 1960s and 70s failed with the

exception of European schemes, as the U.S.

remained indifferent

= Since the late 1980s, liberalization efforts
at the regional level have been on the rise

VKA & CD, 2003

Regional Liberalization

a Advantages
= Easier to gain consensus from a smaller
group

= Power asymmetry in the group may lead to
faster agreement

VKA & CD, 2003

L Regional Liberalization

w Disadvantages

» Danger of discriminating trading blocs

= May harm global! liberalization by creating
entrenched conflicting interests,
incompatible norms and rules, and trading
diversion _

» May increase resistance to accession of
poorer neighbors

VKA & CD, 2003

Transregional Liberalization

| Asia Europe

Meetings (ASEM) [ ™

Free Trade Areaof the
Americas (FTAA)

VKA & CD, 2003

Transregional Liberalization

s Origins
= Partly reflects old colonial ties

« A growing frustration with the ineffectiveness of
the GATT

« Information and communication technologies
reduce transregional transaction costs drastically

« Plays a balancing role between blocs - e.g. APEC
against EU; EU-Mercosur against NAFTA

= Complementarity between developed and
developing economies

VKA & CD, 2003

4



Transregional Liberalization

» Evolution

« ASEM (1994) has contributed to the emergence of
personal networks between senior officials

« EU-Mercosur (1995), though its implementation
has not been a simple matter

« EU-ACP (Lomé, 1975) governed trade and
financial relations. Failed to get renewed in the
face of the WTQ's strictures against PTA and U.S.
opposition

VKA & CD, 2003

Mao/CartaMape: 7

_;__Pa_rticma Situation of Africa

- wia
12000)

._Transregional Liberalization

= Advantages
= Brings together regionally disparate groups

» Increases market size and promotes
efficiency

« May help promote broader trade
liberalization through the WTO

VKA & CD, 2003

Transregional Liberalization

» Disadvantages

» Competition to create transregional
groupings may lead to conflict

= May harm global liberalization by diverting
energy to transregionalism vs. WTO

» May leave out whole regions that are
perceived to be “less important”

VKA & CD, 2003

l Muitilateral Sectoral Liberalization

The Information - CDlmouters v

~ telecommunications

Technology Agreement.  ~ 000
ITA (1996

semiconductors
printed circuit boards

The Basic Agreement -~ telephony and fax
~ data transmission
OI{ Glt'Jbal » mobile satellite services
Telecommunications - paging

BTA (1998} ~» mobile data services

The Financial Services » banking
» insurance
Agreement » securities
FSA (1999) -~ asset management
» financial information

e
VKA & CD, 2003

. Muitilateral Sgctoral Liberalization

= Advantages
= Agreements closely follow the preferences
of domestic business interests
= Creates tangible gains for domestic
industries when global or regional trade
efforts stall

VKA & CD, 2003
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. Multilateral Sectoral Liberalization

= Disadvantages

= Open sectoralism buys off winners,
reducing the possibility of future support
for global negotiations

= Further tariff reductions in sectors with
already low tariffs may worsen distortions

VKA & CD, 2003

%E Bilateral _L'b a!ization

= Origins
« Geographic, cultural and historic proximity may
provide a favorable atmosphere

« Industrial complementarity between a pair of
countries may alleviate protectionist pressure

« Aims to exploit economies of scale consideration —
e.g. intra-industry trade between developed
countries

« Adds consideration of security externalities

VKA & CD, 2003

| Bilateral Ligg(alization

= Evolution
« Traced back to the mercantilist period of 17th
century =The Anglo-French commercial treaty of
1860, with its inclusion of the MFN clause, sparked
a spectacular movement toward the liberalization
of world trade

= Discouraged under the GATT Article 24 until
recently

VKA & CD, 2003

«t Bilateral Liberalization

*130 Recip rocal Trade Agreement over the last 10 years
*90 Ag reements in the last 5 years

Canada
United States
Mexico

Venezuela 1 .::.,‘ i
Ecuador { v,

VKA & CD, 2003

Bilateral Liberalization

= Advantages
« Easier to start negotiations
« Can achieve political objectives and quick
political payoff
= May encourage recalcitrant countries to
liberalize as in the case of progressive
bilateralism in the 19th century

VKA & CD, 2003

weé Bilateral Liberalization

= Disadvantages
= Significant trade diversion

= Patchwork of agreements complicates the
challenge for firms and may damage WTO

= May marginalize “less desirable” countries
= Weaker countries may be easily pressured

VKA & CD, 2003

=6



b Wh_i_gp_fgj;gfe? The WTO as a Nest

Asia Europe
Meetings (ASEM)

Asia Pacific Economic
Cooperation (APEC) \

Americas (FTAA) VKA & CO, 2003

= The global trading system is
Increasingly marked by a variety of
trading arrangements

= An open sectoral approach may look
tempting, but it may undermine the
coalition for free trade

= Bilateralism is on the rise and poses
dangers for the WTO and transregional
accords

VKA & CD, 2003

lysh
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WTO Specialized Course

“"Negotiating Trade Agreements: From Theory to Practice”
Professor Cédric Dupont

Session Two

Gains and Losses from Trade

VKA & CD, 2003

|, Objectives

s Acquire a basic understanding of trade
theory

» Understand some basic trade policy
tools

VKA & CD, 2003

‘, Topics tgwpeb Discussed

» Classical and Neoclassical Approach
= Ricardo
» Ricardo-Viner
« Hecksher-Ohlin
« Stoiper-Samuelson
» Mercantifism and Neo-Mercantifism
= Infant Industry
« Import Substitution Industrialization
« Strategic Trade Theory

VKA & CD, 2003

Classical Tradﬁg Theory

= Why Trade? Comparative, not absolute,
aavantage is the driver of trade

» Countries Specialize fully in the
proauct(s) in which they have
comparative advantage

VKA & CD, 2003

Classical / [\{eo-classical Trade Theory

= Change in assumptions:
» Opportunity costs
» Factors of production
» Implication of changes
=« Extent of trade specialization

VKA & CD, 2003

+t. Neo-Classical: Factor Abundance

= Basic assumption. countries differ in
relative factor abundance and factor
use by good differ across countries

» Implication: countries specialize in the
good that requires the intensive use of
the factor they have in abundance

VKA & CO, 2003

nl



' Neo-Classical: Factor Price

« Trade specialization according to Heckscher-
Ohlin increases the price of the relatively
abundant factor of production to such an
extent that owners of that factor get an
increase in real income

Trade specialization decreases the price of
the refatively scarce factor of production to
such an extent that owners of that factor
suffer a loss of real income

VKA & CO, 2003

|, Infant Industry

» Industries need protection at the
beginning

s Protection should be eliminated as the
infants grow up

» Political likelihood of liberalization?

VKA & CD, 2003

l Impor_t_f_gpst?;ution Industrialization

« Implementation of infant industry arguments
s Raul Prebisch and the ECLA approach: the
use of tariffs and quotas
= Problems
» Need for key imports
« Need for foreign capital and technology
« MNCs play a key role: tariff jumping
» Infants never grow up
« The difficult transition to export oriented
industrialization

VKA & CD, 2003

b Strategic Trggg Theory

s Specialization in some industries is more
rewarding
= High value-added
« High wages
« High technology

a Market Failures and Intervention

« Knowledge spillover
« Imperfect competition

VKA & CD, 2003
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WTOQ Specialized Course

"Negotiating Trade Agreements: From Theory to Practice*
Prafessor Cédric Dupont

Session Five

The Domestic Politics of Trade
(continued)

VKACD, 2003

-1, Objectivg'_s,_

w Understanding the challenges of
coflective action

n Grasping the path from issue to
pressure to policy outcomes

VKABCD, 2003

J« Topics to be Discussed
1

» From Issues to Interest Group
Formation

 Interest Group Formation and Trade
Policy Process

= Linking Process and Outcomes

= Check-list for action

= Case: Textiles and Appare/

VKARCD, 2003

»b= Issues and Interests

3 725 T

Benefits from a change in trade policy
Diffuse Concentrated

Diffuse | Collective (high Privatization
quorum) issue {low quorum) of
issue
Benefits
from the
status quo
Privatization of Private issus
C issue {very i
likely)

VKAXCD, 2003

nterest Group Formation and Trade

I
Policy Process

Benefits from a change in trade policy
Diffuse Concentrated

1 fajoritarian Politics|  Client Politics

Executive Politics
- Interest groups form on

Diffuse | - it interest group
activiey I faver of change on ly
N + Partisan o conenaual | - Groups court reguiaton
Benefits ections
from the
Entrepreneurial Interest Group
status quo | pojiics Poliics
« Intarest groups form - interest groups form
Concentrated | *ynsipokey chans | on both sides
- o Labbying ts

wction
| probiams on the ¢ sd'|  cgimeracive

9=t wny action st wil

VKABCD, 2003

Trade Policy Process and Trade Policy
. Outcomes

e

Benefits from a change in trade policy

Diffuse Concentrated
IMajonitarian Politics Client Politics
Executive Politics
Diffuse | - Trade policy tokows + trade closur s under
profile of party In powar pertod of lulireces sion
- Trade polcy fotlows « Irade barskzation
Benefits Hiety under par
from the o
Entrepreneunal Interest Group
status qUO | pojiges Politics

. henge difcult * change often nesds.
CONCENIAET | (carue or Hoscahiaton) | CorPoratint ug resmants
(with side-paymants)

VKARCD, 2003
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Checklist for strategy identification

BNNCE WENTIFIC A TN
R U e fxear e s i rTm b e caone s grmup sipesles?

BN ATURE OF THE POLITICS OF THE L

el grmcies wre kel (m lp imvaibed w ik fhe lme?

SINTRATEGY FOKMULATON

VKARCD, 2003

Case: Textiles and Apparel

What problems did the U.S. textile and
apparel industry face in the 1950s? Why did
the U.S. textile and appare! industry form a
single coalition?

Why did the U.S. textile and apparel industry
not pursue a market strategy?

What nonmarket tactics proved particularly
effective in securing protection?

Why was there an international "snowballing”
of protection? What is likely to happen after
the termination of the MFA?

VKA&CD, 2003
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WTO Specialized Course

"Negotiating Trade Agreements: From Theory to Practice™
professor Cédnc Dupont

Session Six

Decision Making and Game
Theory

VKA & €D, 2003

|, Objectives.

» Understand the difference between the
main types of decision-making
» Basic knowledge of game theory

VKA & CD, 2003

); Topics to b Djscussed

s Types of decision-making
« Under certainty
« Under risk
= Under uncertainty
= Decision-Making under Strategic
Interdependence
» Cooperative vs non-cooperative game theory
= Zero-sum games
« Variable sum games

VKA & CD, 2003

njy Game Theory

» Cooperative

=« Players negotiate binding contracts that
allow them to plan joint strategies

a Non-cooperative

« Negotiation and enforcement of a binding
contract are not possible

VKA & CD, 2003

Non-cooperative Game Theory

“The strategy design is based on
understanding your opponent’s point of
view, and (assuming you opponent is
rational) deducing how he or she is likely
to respond to your actions”

VKA & CD, 2003

Non-cooperative Game Theory

a Zero-sum vs. variable sum games
» Strategic/normal vs extensive forms

= Perfect, complete and incomplete
information

VKA & CD, 200)




WTO Specialized Course

"Negotiating Trade Agreements: From Theory to Practice*
Professor Cédric Duopnt

Session Seven

Game Theory and Bargaining

VKA & CD, 2003

Objective;_

w Grasp the strategic challenges of
different negotiating situations

w Have an intuftive grasp of information
transmission and interpretation

n Be able to respond adeguately to
strategic dilemmas

VKA & €D, 2003

. Topics to be Discussed

« Bargaining Zone

» « Coordination » Games

= More complex situations
= The challenges of incomplete information
= More than two actors

» Case Study: US-EC on farm products
during the UR

VKA & €D, 2003

. Bargaining Zone

Value creating (positive sum) IR
Distributive (zero-sum) /3

Share of negotiator Alpha

t
Share of negotiator Beta

VKA & CD, 2003

Case: US-EC on farm products

What was the incentive of the different actors
for integrating agriculture into a world trade
regime ? What difficulties could be expected ?

How did the actors perceive each other's
negotiating position and reservation value ?
How did these perceptions influence the
actual negotiating process ?

What are the different stragegies adopted by
the US and the EU during the negotiation ?
What was the most decisive element in
eventually reaching an agreement ?

VKA & CD, 2003




WTO Specialized Course

“Negotiating Trade Agreements: From Theory to Practice®
Professor Cédric Dupont

Session Nine
Game Theory and Bargaining

(continued)

VKA & CD, 2003

L., Objectives
w Integrative bargaining: Expanding the

negotiation pre
w Linkage and coalitional logics

VKA & CD, 2003

Topics to be Discussed

I

s Integrative bargaining

» Assurance Games. Stag Hunt
= Linkage types

a Coalitional Logic

= Case Study 1. Developing Countries and
Telecom

= Case Study 2. Like-Minded Group and
the Doha process

VKA & CD, 2003

=sl. Bargaining pre

Value creating (positive sum) S
Distributive (2ero-sum)

Share of negotiator Atpha

1
Share of negotiator Beta

VKA & CO, 2003

* Issues and Issue-Linkages

= Increasing leverage: tactical links

= Logical connections. substantive links
» Hierarchy: nested links

n Horizontal: paraflel links

VKA & CD, 2003

=k Coalitional Logics

w Types of coalitions

« Behavior / Function:
« Propose / Agenda setting
« Block / Resist
« Problem Solving

« Scope:
« Issue-specific
» Broad based

» Actors:

» Homogenous vs heterogenous (level of development,
ideology)
« Geographically contiguous or not

VKA & CD, 2003
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’ Coa‘{i_tior'y_gll Logics

w GATT/WTO and Coalitional Activity
= Coalitions are not built into the system
« Decentralized bargaining and enforcement
« Consensus is the default decision-making rule
« But increasing use due to:
« Capacity pooling
« Build up blocking power
« Make the threat of formal votes more credible

VKA & CD, 2003

Case: Developing Countries and The WTO
Agreement on Basic Telecommunications

» s the telecom case a good example of a
value-creating exercise?

s Among the various various strategies or
tactics used by developing countries, does a
single one appear to be crucial?

» Can one really draw general inferences (for
developing countries on other sectors of
trade negotiations) from the telecom case?

VKA & €D, 2003

Case: The like minded group (LMG) in

: , WTO negotiations

« Can we attribute any influence to the LMG
collective action in contrast to individual
actions by some big developing countries?

a Could the LMG have achieved more if they
had adopted a more flexible strategy?

« What can we learn from the case for
conditions under which coalitions of
developing countries may be most effective
and stable?

VKA & CC, 2003

n2



WTO Specialized Course

“Negotiating Trade Agreements: From Theory to Practice”
Professor Cédnc Dupont

Session Ten

Domestic Structures and
International Negotiations

VKA & CD, 2003

L Objectives

» Understand the domestic policy process
/n the USA and the EU regarding
international negotiations

» Understand the interplay of domestic
politics and international negotiations

VKA & CD, 2003

«|.. Topics to _t’_)gpﬁgcussed

Fast track politics in the USA
Multi-fevel governance in the EU

Linking international negotiations and
domestic politics: two-level games

Case Study: US-EU Banana war (part I)

Reminder: US-EU Agricuftural
Negotiations (session sever)

VKA & CD, 2003

Background On Fast Track Authority

» An authority the Cangress gives the President to negotiate
trade agreements, which foilowing negotiations, the Congress
can accept or reject but not amend

~ Established in 1974, all five Presidents have been granted this
authority

» Since 1993, renewal of the authcrity has been expressly
rejected by Congress

~ On September 25, 1998, a fast track bill was rejected in the
House, 243-180. The issues included:
. and ion laws

* Labor standards and workers’ rights

* Republicans’ reluctance to bail out Clinton as in the NAFTA case

* Republicans’ effort to expose Democratic divisions before
Congressional elections

VKA & CD, 2003

o),

Current Fast Track Developments
(Trade Promotion Authority)

In June 2001, Republican leaders in the House
introduced a bill to give President Bush so-calied trade
promotion authority until June 2005; USTR Robert
Zoellick urged Congress to adopt the bill citing a
slowdown in US trade liberalization efforts and now
has raised the need to promote free trade in light of the
September 11 attack

On December 5, 2001, the House passed the bill by

one vote and was approved by the Senate on August
1, 2002

VKA & CD, 2003

Anti-Free Traders Are Everywhere

Environment: “The economy should serve the people and their
natural environment, not the other way round. Too much
liberalization spells death to freedom.”

Susan George, Le Monde Diplomatique, 1999

Labor: “Between the years 1994-2000, the U.S. lost more than
3 million decent-paying jobs due to our trade policies.”
Bernie Sander, Congressman (I} Vermaont

Health: *In 1999, the Clinton administration threatened to file a
WTO complaint over Europe’s proposed standards for reducing
waste from junked computers. In the U.S., nearly 200 million
pounds of lead, known to cause brain damage, enter the
environment when obsolete computers are thrown away.”

Sierra Club website

VKA & CD, 2003




EU Multilevel Governance

= « Where agreements with one or more States
or international organizations need to be
negotiated, the Commission shall make
recommendations to the Council, which shall
authorize the Commission to open the
necessary negotiations. The Commission shall
conduct these negotiations in consultation
with a special committee appointed by the
Council to assist the Commission in this task
and within the framework of such directives
as the Council may issue to it. » (art 133,
par.5)

VKA & CD, 2003

-t EU Multilevel Governance

1

» « Subject to the powers vested in the
Commission in this field, the signing, wich
may be accompanied by a decision on
provisional application before entry into force,
and the conclusion of the agreements shall
be decided on by the Council, acting by a
qualified majority on a proposal from the
Commission. The Council shall act
unanimously when the agreement covers a
field for which unanimity is required for the
adoption of internal rules and for the
agreements referred to in article 310. » (art.
300, par. 2) was o, 2003

EU Governance and negotiations

4

Adapted trom Kerremibhi e 2003

k. Two-Level Games

= How to Model such games
n A few hypothetical situations

VKA & CD, 2003

Case: US-EU Banana case (part I}

= What was the origin of the FU’s banana regime?
How has it evolved? What was the intraregional
politics surrounding the new banana regime of
19937

a  To what extent can the interest group politics
explain the disputes over the EUs banana regime
between the U.S. and the EU?

» Besides the commercial interests in both parties,
who were the key institutional actors?

VKA & CD, 2003

Reminder: US-EC on farm products

n What was the incentive of the different actors
for integrating agriculture into a world trade
regime ? What difficulties could be expected ?

= How did the actors perceive each other's
negotiating position and reservation value ?
How did these perceptions influence the
actual negotiating process ?

» What are the different stragegies adopted by
the US and the EU during the negotiation ?
What was the most decisive element in
eventually reaching an agreement ?

VKA & CD, 2003




WTO Specialized Course

"Negotiating Trade Agreements: From Theory to Practice”
Professor Cédric Dupont

Session Twelve

New Issues in International Trade
and Wrap-Up

VKA & CD, 2003

Objectives

» Bargalning aspects of new issues

u What are the key take-aways of the
course?

VKA & CD, 2003

== Bargaining and New Issues

Human Rights

« Background

« Some salient features
Environment

« Background

= Some salient features
Social Clause

= Background

« Some salient features

VKA & CD, 2003

i& Some key take-aways

a Key aspects that you find instructive
= Cases/conditions of success
» Cases/conditions of failure
» Being tough, being flexible
» Preferences and Bargaining
= Getting it right
=« Thinking ahead

VKA & CD, 2003




