RESTRUCTURINGIHE CURRENTINTERNATIONAL
LEGAL TRADE REGIME: TOWARD THENEW
GLOBAL DEVELOPMENTCONSENSUS
Matjaz Nahtigat

Nothing in the contemporary world matters more thahieving more inclusive,
more diverse, pluralistic and balanced growth amedetbpment. The present
international institutional framework is insufficiein achieving such goals. New
ideas about how to institutionally reshape the emmorary trade, finance and
other international legal rules must be thoroughiy comprehensively discussed.

The key international institutions, the IMF, the Wéhd the WTO can be
restructured in such a way as to support more $iualternative development
strategies. Without the reinvented capabilitiesadéiressing inequalities between
developed and developing countries, as well asinviiie countries, the current
crisis may be prolonged or temporarily postponed.

More policy space, more tools and instruments aeded not only for the
developing but also for the developed countriesrier to be able to start building
productive capacities and to create more innovdtiendly environment.

In order to restructure the existing internatiomatangement to support more
equitable, inclusive and diverse development, whicluld not harm or threaten
either the developed or developing parts of theldyave need to put forward a
combination of proven legal rules and principlethwiew legal solutions.

If properly designed, the inclusion of the labordanvironment standards can
benefit the citizens of the trading partners, botthe developing countries and in
the developed countries. The current internatiorezade rules should be reformed
so that they reward instead of punishing counthiasimprove labor standards.

INTRODUCTION
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The aim of this article is to show that the exigtiepertoire of instruments
dealing with the international economic and finahcrisis is not sufficient
to address the existing global economic, finaneiadl social crisis. The
method of comparative institutional analysis wiliogv that there is not
closed list of institutional possibilities as fresuly claimed by the key
international economic and trade institution. Indear to create more
sustainable, more inclusive and more diverse iateynal environment than
we witness at present, the approach of institutioeanagination is of
crucial importance.

In the first part my article | try to show a relagisuccess of the first two decades of
the post-war global economic and trade developniérg.original Bretton-Woods
regimeproved to be successful in the golden era of dépitabetween 1950
and 1973, characterised by high rates of econormomwt), real convergence
between the developing and developed world and HigVels of
employment with growing incomes. We should not &rthat the original
regime allowed countries and their government tgdly maintain a control
over financial flows and in the trade regime itareéd many of the policy
instruments which were later prohibited under theQ\ftegime.

In the second part | sketch the developments dftercollapse of the
original Bretton-Woods regime which led to the graldliberalization of
international financial flows and enhanced the afléhe IMF in the form of
lending conditionality. Equally important was thevedlopment of the WTO
with its goal to maximize free trade and benefids 4ll the participants.
Results of this post Bretton-Woods are highly uabeéd and as withessed
during the present crisis, highly volatile.

The key question in front of us is therefore, hawedesign international
institutional arrangement to be more balanced, rsastainable and above
all the be more inclusive. This is not a debatevben rich north and poor
south, not a debate between developed and devglopinld or a debate
between free trades and protectionists, it is aadelhow to gradually

redesign international institutions in a way towecmore diverse, more
balanced and inclusive international economic,aaud legal development
that we witness at present. For this purpose faibene proposals which go
beyond the present impasse of the Doha trade télkshis stage of

international discussions among the expert grooqase important than the
details of individual proposals is the directiortloé these proposals



|. POST-WARGLOBAL ECONOMICAND TRADE
DEVELOPMENT

The ongoing financial and economic crisis has efleus an opportunity to
rethink, reimagine and restructure the currentirggonal and legal order to
address the true needs of humanity. The ongoingiscwhich we are

witnessing, but the end of which we cannot antteipean be viewed unlike
any other crisis in the post-war period. It raigesstions about the existing
international institutional structure and requiesaminations about many
key assumptions on which the post-war internatideghl and economic
structure was established.

The entire post-war institutional structure wasabkshed to prevent the
calamity of the 1930s and to secure an internatidegal framework
conducive to sustainable growth, avoidance of ieuhats that would
threaten international growth and exchange, whigsgrving high levels of
employment. The entire design proved to be suagkessthe golden era of
capitalism between 1950 and 1973, characterisdudtyrates of economic
growth, real convergence between the developingdawveloped world and
high levels of employment with growing incomes. timis period the
financial crises were relatively few in compariseith the last two decades.
We still do not know whether the golden era wasaceptional period of
inclusive growth and development, whereas econorotatility and
financial crisis are something inherent and largelgvoidable in the future.
The success can be attributed to the post-wargefioeconstruction, but it
can also be contributed to the international ingtihal design which
supported such inclusive and sustainable overatldpment:

At the same time it has to be noted that the urstihal structure, based on
the Bretton-Woods agreement had certain built-awfl. Long before it
turned out to be correct, an economist of Belgiagirm Robert Triffin, had

pointed to the international institutional defiodgnnamely: according to the
Bretton-Woods agreement the US dollar was peggdteaold standard,
whereas other currencies were pegged to the dwilasrder to secure
currency stability and avoid balance of paymenfidlifties. Triffin has

noticed that for the dollar it is not possible tmyde both: international
stability, based on fixed exchange rate and intemnal liquidity which

secured international economic growth. After maresitations the US

! On the genesis of the GATT system and its purposeverse the trade policies of the
1930s, see DUGLAS IRWING, PETROSMAVROIDIS, ALAN SYKES, THE GENESIS OFGATT,
Cambridge University Press, 2008.



government has withdrawn from the fixed exchange rand left the
currency to the international financial markets.

It was a step into unchartered territory, which \@sasompanied by the rise
of international financial flows, reductions of gwmment control of
financial flows and overall market liberalizatiorhe period between 1973 —
2001, which is sometimes labelled as Bretton-Wdbds the post-Bretton-
Woods arrangement, contributed to much more divergetcomes than the
previous period. Despite the financial deregulatimgightened international
mobility of capital and further liberalization ofade, “GDP growth per
capita fell by almost half between 1960-78 and 12000, from 2.7% to
1.5%. From 1980 to 1998, a majority of the worldsuntries (56%)
experienced a level of GDP growth that was less fiapulation growth.?
Martin Wolf presented a table which shows the st&wpgrdown in growth
of GDP per head between 1950-73 and 1973-98 iryenree of the world's
seven regions except Asia (excluding Jagan).

In the same period the number of financial crisestency instabilities and
opportunities for speculative earnings on exchaiages increased rapidly.
One of the leading commentators on globalizatiomtiaNVolf, has noted a
huge growth of financial institutions in the lalstde decades. The mismatch
between the growth of profits of financial instituts and the growth of
their corporate value added shows the growing epsorcy between the
financial institutions and the real economy, higtdigewed toward the
financial institutions. In such a (de)regulatorywieonment over the past
three decades two main characteristics have emetgedability of the
financial system — national and international -gemerate crises, and the
mismatch between public risk and private reward.

In addition to the record of post-war unbalanced divergent growth, the
emergence of a financial systemic arrangement,ept@frequent generation
of crisis, another important aspect relates taghees of inequality. Andrew
Glyn from Oxford has noticed that, unlike in thedgn period of post-war
economic development, the income inequality haénrisn the OECD

countries in the period between 1980 — 2000. Thye exception was Spain,
whereas the increase in the Scandinavian countiassmodest. In addition

%2 Robert WadeGlobalisation: Emancipating or Reinforcing@pen Democracy forum,
January 2007 and Branko Milanovic,ORLD'S APART: MEASURING INTERNATIONAL AND
GLOBAL INEQUALITY,, Princeton University Press 2005.
3
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to the OECD countries the situation in the develgpcountries is even
more divergent. Outside the significant povertyuetbn in China and
India, global inequalities remained great. Despiteethodological
complexities, and difficulties with coherent datess, some of the most
extensive studies have shown that the present Iglodgualities are greater
than earlier thought.Branko Milanovic has come to the conclusion that
these inequalities are greater in all three aspeotmtries’ mean incomes
(GDPs per capita) are further apart and more urepgapulation-weighted
countries’ mean incomes are significantly more wagoand so is inequality
between world citizen%.

Perhaps the fact that the international economth@nlast three decades
became much more volatile and fragile was not sobl before the

financial and economic crisis occurred yet. It hasome visible now. Some
of the characteristics of this fragile and fragneeinsystem of production are
as follows: the advanced parts of the economyoi Ibhe developed and
developing world have benefited immensely; othetms of the economy

in the developed as well as in the developing wogltain excluded from

the benefits, know-how, resources and technologmgether with their

employees. The key question not only before the &2@ers, but also
before the experts, lawyers, economists, beforebtistness groups, trade
unions and citizens at large is: how would it begdole to reorganise and
restructure the international legal framework tokenanternational and

domestic markets more inclusive, more pluralistid enore diverse?

It is the aim of this article to overcome the prajed and narrow debate
along the axis between free trade and protectiaonModern economy and
society have become substantially too complex toebleiced to the overly
simplistic premises of free tradeersus protectionism. In addition to
overcoming the often reductionist debate betweeee fitrade and

protectionism, which too often becomes more idecklgthan conceptual

and empirical, another phenomenon which complicéttescontemporary

search for new paradigms must be added. It musibbeed that there is a
growing gap between rhetoric and genuine commitnb@ribe proclaimed

principles and international legal rules. One réeend example of this was
the commitment of the G20 countries to maintainihgir markets open.
However, a World Bank report before the London sutmim April 2009

®> Andrew Glyn, @PITALISM UNLEASHED, Oxford University Press 2006, pp. 167 — 170.
® Branko Milanovic,An Even Higher Inequality Than Previously ThoudhPRA Acrhive,
December 2007, available attp://mpra.ub.uni-
muenchen.de/6676/1/MPRA_paper_6676.fldst visited January 11, 2011).
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revealed that 17 out of the 20 countries have dyremacted protectionist
measures. Among the measures catalogued by thel\Barlk were: higher
tariffs, new non-tariff barriers and more resortttade defense measures,
such as anti-dumping actions. This revelation shdhet the present
international legal framework is either too ineffict to address gross,
repetitive violations of the trade rules in the stidf the economic crisis, or
too inadequate to accommodate different econontcsaial situations in
the midst of major economic restructuring. It skibobt treated as a surprise
that even the leading economies in the world, wkiee also key actors in
designing the current system of international tradkes, have serious
difficulties in observing many of the rules théemselves advocated in the
past.

In order to avoid any possible misunderstandingouild like to emphasise
that trade can be and is a powerful engine of droavtd development. In
what exact circumstances trade is beneficial to odllthe participants
requires, however, a more refined and more patiaatysis, whereby rich
theoretical and empirical evidence must be takém account. Even if the
whole world were organised as one country, theeissti who should
produce what and where would continue to depentth@given institutional
arrangement.

The goal of my text is also to debate the pressage of the export-led
growth. | will argue that the export-led growth ngither a viable, nor a
necessary model of development to overcome theepresconomic
hardship. This applies not only to the developed,aiso to the developing
countries. As argued by Roberto Unger in his @alieimagine international
trade, maximizing trade is not a goal in itseli @oal is to create diverse
institutional and development strategies of thentdes around the world.
Therefore, more autonomy and policy space shouldcreated for the
countries participating in international trade. Sua more flexible
arrangement would not be necessarily inconsistetfit mwternational trade
rules. Some of the rules and principles were alfréaglace during a highly
successful and workable GATT regime, while someersthcan present
novelties. How to make an international trade regahthe same time more
transparent, more Pareto efficient and closer ® ribeds of the many
segments of the developed and developing econaanigsheir societies, is
an issue which will be discussed in a section om dfternative trade
institutional framework. Rules on subsidies, oreliectual property and the

" Roberto Unger, REE TRADE REIMAGINED, Princeton University Press 2007.
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possibilities of introducing labour and environnanstandards will be
discussed.

Before coming to the discussion on the possikditief designing an

alternative trade regime, which would partly compémt and partly

reorganise the current trade regime, the discussiothe export-led model
for the developed countries, as well as a discassiothe prospects of the
developing countries will be addressed. This is aaliscussion, in which
the argument is that the developed countries mustob generosity give

certain concessions to the developing countrigs. dtdiscussion on how to
improve the prospects of all of the countries.Ha present context, when
large developing countries present an anchor fon@mic growth, mutual

benefits and interests become even more visible.

Finally, despite the narrow focus on how to reorgarthe present trade
regime, other international economic issues arelggar even more urgent
to tackle. How to restore macroeconomic balance, troaddress the issue
of what is the real and proper role of financiatitutions are among them.
However, trade rules and principles are alwayshatheart of the debate
about the future direction of global developmenisade rules are an
essential part of the broader, post-war Bretton-tidocand GATT
arrangements and belong to the overall debate @ntborestructure the
current international legal and economic order.

In the context of the present discussion, the impad the Doha round is
not neglected. Leaving aside for a moment the guestf what extent the
trade talks, which started in 2001 as a developmmmnid, are still relevant
to the current global trade context, one may agi¢ie the idea that, before
proceeding with the negotiations, it would be ubké&bucreate a forum for
creative thinking which would take into account theerests of developed
and developing countries as well as of humanitjaage. Only then could
we proceed with negotiations within the WTO setti@f course, reality
may go in other directions, especially if bilateeaid regional agreements
are to go ahead. But this does not mean that aessitd, balanced,
inclusive and transparent trade agreement, reptiegetie interests of the
majority of countries and people, cannot be reachherkecent tendency of
incorporating in the international agreements podefined and mutually
exclusive clauses only to please certain countded,then leaving it up to
practice to resolve the open issues, is neithasparent not productive. The
same applies, for example, to highly complicategalénstruments, such as
Article XVI, which is prone to different interprdtans, because of
embedded ambiguity, as shown by Petros Mavroidish&mbiguities and



complexities should and can be avoided in a moensparent and
constructive international settifig.

II. DEVELOPED COUNTRIES AND THE NECESSARY BREATHING SPAC

Most recently many surprising trends have emergetheé leading world
economies. One of them was mentioned above wherrirgg to the World

Bank report on the protectionist measures in 2009nost recent joint
report on protectionist measures by WTO, OECD aNe€CUAD which was

presented to the G20 countries in Toronto appdawever, to be more
comforting. The main finding of the report is thdgspite the crisis the
countries resort to fewer trade restrictions, byt are accumulating.
Although the WTO made an estimate that new tradeicéng or distorting

measures imposed since November 2009 have coveledtively around

0.4 of annual world imports (whereby the new measwoncentrated in
particular on base metal products, followed by nvasty, agricultural

products and transport equipment), a closer lookhatWTO report on
various kind of measures, including government supmeasures in both,
OECD and non-OECD countries, technical barriersade and many other
indicators and charts shows a less rosy picture.

Further to this point, the professor of internagibtrade, Simon Evenett,
guestioned the entire methodology and conclusibtiseoWTO. He pointed
to the fact that the WTO analysis should have resnblimited to import
restricting measures; the more objective criten@usd have been to identify
“jJumbo discriminatory measures”, that is, those sueas likely to affect a
large number of trading partners and trade. If sachroader method is
applied, Evenett estimates that the total tradeeam by the 22 jumbo
measures is equivalent to approximately 10.45%eftotal value of world
imports. On the basis of his calculations and figdihe concludes: “while
the protectionist measures are nowhere near asdsgiose seen in the
1930s, they are very hard to square with any cldinas contemporary
protectionism has affected only a tiny amount @érinational trade®One
may add that his analysis on broader, jumbo disodtory measures, also
shows that these discriminatory measures are rgughlually divided

8 An insight on the issue of ‘judicial activism' Visidicial restraint' in the WTO Appellate
Body and how the ambiguities can work sometimesnagséhe developing and sometimes
against the developed countries @H8 BARTON, JUDITH GOLDSTEIN, TIMOTHY JOSLING,
RICHARD STEINBERG, THE EVOLUTION OF THE TRADE REGIME, Princeton University Press
2006, pp. 85 — 87.

° Simon EvenettThe Uneven Complicance: The Sixth Report of the@ablorade Alert
Voxeu, June 2010, available e fattp://www.voxeu.com/index.php?g=node/5 st

visited January 11, 2011).




between the most advanced countries in the worldl the developing
countries.

It is not my aim, however, to show how protectioriee international trade

has become during the financial and economic crisi® not believe that

international trade after the decades of libertibraand expansion is

anywhere near the rise of protectionism in the $9&0is my aim to show

that the current international legal arrangemerthexmidst of the crisis is

either not efficient in implementing trade ruledarinciples, which are in

place, or else that the current international legedngement is not suitable
to address the needs of developed and developingress in the period of

major restructuring and adjustment. | believe thigel is the case and it
must be addressed directly sooner rather than'fater

The point is that the current international traelgime is ill-suited for major
economic adjustment and restructuring even in teeeldped countries.
This has become obvious with the huge bail-out pgek to certain
industries. The professor of international econemfoom Cambridge
University, Ha-Joon Chang has analysed some oftige rescue packages
in the last two years, most notably in the autoneobidustry in the US,
France, Italy, Germany and the UK. He has pointe@ tpeculiarity why
these rescue packages were labelled as part gféleea initiatives and came
to the conclusion, that this labelling has litibledo with the sudden impulse
toward stronger environment protection — no maktew important and
welcome such a turn may be — but primarily withagtempt to legitimise
government bailing out efforts in light of the dxig WTO system. Ha-
Joon Chang concluded that this action by the leadinonomies only
confirms inherent contradictions and inequities tive current trading
system. Even though the WTO system has banned substdies, some of
the subsidies mainly used by the rich countrieshsas R&D subsidies,
regional equalizations subsidies and agricultunddsglies, were exempted
from this general ban. Another exemption is thesgiipto environmentally
friendly technological upgrading. Ha-Joon Changlaxg that the so-called
greening subsidies have so far not been much use&dnow the rich
countries desperately need them, for otherwise thidlyget into trouble
with the WTO. Based on analysis of the bail-outkages, while leaving

% patrick Low, Is the WTO Doing Enough for Developing Countries? GEORGE
BERMANN AND PETROSMAVROIDIS, WTO LAW AND DEVELOPING COUNTRIES Cambridge
University Press, 2007, pp. 355 — 357.



aside the packages to the financial institutioresscme to this important
conclusion:

“What is going on in the automobile industry in Europe and the
US exposes the inherent contradictions and inequities in the
current international trading system, represented by the WTO.
The system bans policy tools that developing countries use
more, such as tariffs, direct subsidies and regulations on foreign
investment, while being very generous with the tools that the
rich countries need, such as the subsidies for agriculture, R&D
and reduction of regional disparity. Now that they need to use
direct subsidies in large quantity, the rich countries are just
going ahead — only they are painting everything green.

By so blatantly going against the WTO rules, the rich countries
have implicitly admitted that the present world trading system
is not working. Rather than trying to cover this up by painting
everything green, they should start a serious rethink on how to
truly reform the system so that not just the rich countries but
also the developing countries can use policies that are more
suitable to their conditions.”**

It would be a mistake, however, to believe thas tteébate is just another
debate on the North — South trade conflicts. Thatge much more subtle
and constructive. Instead of resorting to the cewmbductive blaming
game, which too often occurs during the trade tdhes position of Ha-Joon
Chang is much more consistent and nuanced. Thighis he was also
supportive of the introduction of the ‘buy Ameri¢agrovision to the US
stimulus package with the goal of reviving the USr@omy. He supported
this kind of provision, because the real econonkggsaime to adjust in the
period of big shocks, and it requires a breathpacs for the producers to
restructure. This is the reason that he is supf@df the idea to establish a
new international agreement that allows a transpaferward-looking and
time-bound protectionism as well as more infanustdy protection for
developing countrie¥’

! Ha-Joon Changdainting carmakers greefTHE GUARDIAN, February 3, 2009.
2 See a debate of leading trade expert$toat ‘Buy American' provisioim THE NEw
YORK TIMES, February 11, 2009.
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Instead of double standards and rigged rules baseithe one-size-fits-all
premise, broader tools and more flexibility shoblkl allowed in the next
WTO arrangement. Such an approach would be mortusine and
ultimately in the interest of both, developing addveloped countries.
Perhaps clear-cut rules can be envisaged in su@yas to be acceptable to
the developing and developed countries. How aboniplgying and
clarifying the rules on subsidies in the followingay, as innovatively
proposed by Roberto Unger:

“There should be a heavy presumption against outlawing a
practice of subsidies on the ground that it represents a subsidy.
Only when the government directly and immediately
intervenes, and spends, in an effort to change the cost
structure of exporting firms, and to distort the commercial
relations that would otherwise prevail, is there reason to
prevent the intervention. Even then, the preferred remedy is
not outright prohibition but the provision of a range of
negotiated compensatory measures, all the way from trade
favors accorded, in another department, to the foreign
countries and businesses that may have been harmed to
outright payment to the governments of such nations.”
(Roberto Unger, Free Trade Reimagined, p. 189)

Perhaps by reviving strategic industrial and trpdécy one might help to
end the deadlock in the WTO negotiations. Moreqyoipace, more tools
and instruments are needed not only for the deusoout also for the
developed countries in order to be able to standimg productive
capacities in genuinely green technologies, inditea of energy efficiency
and other important sectors as a part of the kragddoased economy.

Such a productivist paradigm, strongly needed fothbdeveloped and
developing countries, can mark a turning pointhi@ history of world trade
regime. It may mark a shift from mass productionste#ndardized goods
toward a constantly innovating mode of productwhich would be capable
of making tailored-made products. Such a shift wodquire a series of
institutional innovations at the level of local,genal and national
economies, as well as at the level of internatieamstitutional arrangement,
more hospitable to permanent innovations of pradost In strict legal

terms, not only rules on subsidies, but also acypia of the special and
differential principle (S&DT) was interpreted sudnstially more broadly

before the Uruguay round than after it.
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Current plans of the leading international econamighich try to rescue
their economies by increasing the exports span tt@rannounced plan of
the US economy to double its exports in the nes fiears, to the surplus
countries ranging from Japan, China and Germanys mBo-mercantilist
impulse is in the opposite direction from the pesr balanced trade.
Although the announced plans and practices ardiugly understandable,
it is not sustainable to have a situation in whatlhmajor economies try to
exit from the crisis by focusing on increased eigoBuch a trend may
indeed exacerbate the trade conflicts around thddwaend may further
damage the already fragile and volatile global ecaic recovery.

An alternative to the main focus on export-led gitove equally plausible:
to adopt strategies to improve, stabilise and wesire domestic markets
and domestic industries. Instead of focusing ondb&t efficiency of the
exporting industries in all of the major economigswould be equally
important to focus on domestic, local, regional arational businesses,
which appear to be largely neglected and left with@any support. Small
and medium size businesses — In many instancesmib& dynamic,
innovative sectors — which employ the majority be twork force, are
stagnating or going bankrupt due to the lack ofeascto capital, lack of
support for investment and diffusion of new teclogids. There is evidence
of this phenomenon spanning from the US to the @arMittelstand,
which represented a backbone of the German ecomotimg past. Without
stronger support for local and regional small aretlimm size businesses,
there is little hope that the leading economies mrayy recover and
reconstruct their economies in the near future.

As amply discussed by Roberto Unger, maximizing trade is not a goal
in itself, the ultimate goal is to create diversstitutional structures which
allow the countries, as members of the internati@mnmunity, to run
autonomous development strategies aiming at morusive, more
pluralistic and more experimental market economsegh a shift does not
automatically mean that these countries which aedquicomparative
advantages in certain niche products are expecdtegive up on them. It
means that in a modern, knowledge-based econonghy samparative
advantages are created by deliberate policiesadsté being bequeathed
upon their economies as a natural gift. Comparatdyantages can
therefore be constantly created and recreated nmoi@ innovative, more
dynamic and more inclusive global economy. Suchift would represent
the exact opposite of ‘kicking the ladder’ of inthied development away,
which is currently preventing many of the develgpoountries and many
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ailing parts of the developed economies from ppding in more
advanced segments of industrigs.

I1l. DEVELOPING COUNTRIES AND THEIR PROSPECTS BEYOND THE
DOHA ROUND

In different circumstances and in a different eoninent many of the
developing countries face analogous challenges: toowestructure their
economies and strengthen their growth prospeasdocome the crisis.

It remains unclear to what extent the Doha devekmgnround is still
relevant to either developing or developed coustrAdong the course the
developed round has become just another trade yovheteas the expected
gains from any possible new agreement have shrivtdny important
circumstances have changed in the last decad€0h, 2or example, China
‘s share of global trade was three percent, ar2DitD it is more than 10
percent. This is only one of many important examplaustrating how
rapidly international economic relations are chaggdespite the impasse of
the Doha round. The immense complexity of the ttatles with 153 highly
diverse countries in terms of size, overall levéldevelopment, climate
conditions and social inequalities does not necigsmean that the
members of the WTO cannot reach a new agreemenshaigdd also take
into account that the developing countries thenesehare not a
homogeneous block. There are the least developextroes with little to
export, there are the middle-income and fast grgwieveloping countries,
determined to fully and completely integrate thewee with the world
markets. On top of that, there are growing intemeadualities in countries,
such as China and India, and the way these cosrntastinue to integrate
with the world markets, has a substantial intedhatributional impact on
their domestic production, on the regions and enpiople.

In trying to reach a new multilateral agreementstaie underlying

assumptions should be changed. At the moment, $kangtions of the
Doha round are not accommodating the needs anceemof the leading
economies — just think of reported remarks by tH& pfesident Obama
during the G20 summit in Toronto about the needettefine some of the
basic premises of the Doha round, about the neehiri& outside the box
and not focus only on agriculture and non-agriceltmarkets, but add other
issues to the agenda like services. His other fesnatated to the point that
the deal does not do enough for the least developmehtries. His

13 Ha-Joon Chang, IKKING THE LADDER AWAY, Anthem Press, London, 2003.
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assessment is that the big winners are the majarging economies,
apparently fast-growing countries such as Chinaladé. These reported
remarks on the current impasse of the Doha rougdesi that any possible
agreement in the future may be even more difficutibtain than in the past
decade. And these talks were already very diffiddé can just remember
the talks about the requirement to introduce speeaeguard mechanisms
for the small farmers in the developing countrigBich was one of the most
contentious items on the table in 2008, and wamaitely rejected despite
being supported by many experts. It remains todes $iow the trade talks
will continue.

In the interim period, however, while the agreembats not yet been
reached, the agriculture subsidies and importf¢ably the EU and US
remain in place with all of their divergent impaots the global agriculture.
In the debate on agriculture it is also importantbear in mind the
observation made by Nancy Birdsadt al, namely that any future
liberalization of agriculture will mostly benefitonsumers and taxpayers of
the developed world, much less will it benefit tppeor agricultural
producers in the developing countries, with theepxion of the most
productive agricultural countries. Birdsall onlyghlights the complexity of
the trade talks and why careful calibration of thkes can have the decisive
impact on who may really benefit from a certainaagement? This is
probably the reason why Stiglitz and Carlton haasommended a number
of proposals on how to ensure that the liberalain agriculture would
have the largest positive effect on producers hadsimallest negative effect
on consumers (for example, on the poor people @ itimer cities as
opposed to the poor people in the rural areas)figrentiating among crops
and countries, and have also emphasised the inmgertaf adjustment
assistance, which would need to vary among devapptountries,
depending on the magnitude of the adverse impact.

Each round of trade talks has distributional effeantd creates winners and
losers. This is why fine tuning and mechanismsdmgensate those who
may lose out in certain outcomes are so imporidety sobering was an

econometric analysis by Sandra Polaski that, atgfggegate, any plausible
trade scenarios under Doha would produce only aestaahe-time increase
in world income of 40 — 60 billion USD, which repents less than 0.2

“ Nancy Birdsal, Dani Rodrik and Arvind Subramaniafow to Help Poor Countries?
FOREIGNAFFAIRS, July/August 2005,9L. 84,No0. 4, pp. 136 — 152.

15 Joseph Stiglitz and Andrew CarltonalR TRADE FORALL, Oxford University Press
2005, pp. 120 — 124.
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percent of global GDP. Adjustment costs for theadigping countries need
to be taken into account as well. From her econometodel, measuring
different possible scenarios of the Doha roundcae see that China as the
developing country with the largest population ¥ wiich there is still a
large pool of very poor people — benefits most, hse many other
developing countries may be even worse off, becabhseg may lose
unskilled jobs in manufacturing, for example. Thestndeveloped countries
also benefit under any of the scenarios. Smallggaome mainly from the
liberalization of manufacturing® The question of whether such a
distributional impact would lead to the entrenchir@rrigid global division
of labour, should be seriously debated before liegahnew agreement.

On the other hand, Bernard Hoekman’s most receimha&®s are higher.
For one thing, he emphasises that the Doha Rourfilsisand foremost

about creating greater security of market accesd, about dramatic

liberalization. Nevertheless, he estimates thatomicg to the new

assessments, global welfare gains to the orde6@fblllion USD could be

realised as a result of reduction in barriers &mdrin manufacturers and
agricultural products, and even higher in caseedluction in barriers to

trade in services. He is less clear on the diginbal impact of such an
outcome. More important for him is to secure mad@tess, which is why
he belli7eves it is better to take what is on théetaithe period of economic
crisis:

Is this really good enough for the developing, @lbeterogeneous world,
after almost a decade of negotiation of the ‘dgwelent’ round, where the
words ‘development’ and ‘developing’ in the Doharidterial declaration
are repeated 39 and 24 times respectively in 52gpaphs? Can we craft a
carefully tailored agreement, closer to the neeflshe developing and
developed countries, taking into account broad pebdist interests around
the world? Would it be possible to incorporate deelared goals from the
Millennium Development Goals as part of the futugbobal trade

' sandra Polaskiyvinners and Losers: Impact of the Doha Round orel@ing
Countries Carnegie Endowment, March 2006, available at:
http://www.carnegieendowment.org/files/winners.lssinal2.pdf(last visited January 11,
2011)

" Bernard Hoekman, Will Martin, Aaditya Mato@pnclude Doha, it mattersworld

Bank Policy Research Paper 5135, November 200@jlable at:
http://www.wto.org/english/res_e/reser_e/dialoguapay_worldbank_e.pdfast visited
January 11, 2011); see also Bernard Hoekmha,Doha Round Impasséoxeu, June
2010, accessible dittp://www.voxeu.com/index.php?g=node/530#st visited January
11, 2011).
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arrangement, whereby focusing not only on providiagic human needs,
but also on encouraging the developmental potemiiathe developing

world? Would not such an enhanced approach bedtee she true needs of
humanity, of developing and developed countries® @assibility is to

pragmatically conclude the Doha round and then agugdr a much more
comprehensive review of the international tradenyses and practice;
another is to create a representative and qualifeedm outside the

negotiation talks in order to reflect more compredieely how to reach an
optimal agreement in the given, rapidly changindobgl economic

environment.

IV. AN ALTERNATIVE MODEL OF TRADE ARRANGEMENT

When analysing the current trade regime and theldpment talks, Joseph
Stiglitz has stated that a development agreemehtgenuinely trying to
address challenges of the developing countries -dldvdhave to be
substantially different from the proposal which tedhe suspension of talks
in the summer of 2008. The crucial issue is hovadcoommodate diverse
interests, development plans, and levels of devedn in a more inclusive,
more balanced and more pluralistic trade arrangemEme export-led
growth, when all of the large economies try to ekploemselves out of the
crisis, is not a viable model and it does not mady integrate national
economies. Such an approach may create new tréghsgns in the future
without resolving the issue of global trade balance

A few years ago Robert Wade has emphasised the toepdt forward a
model, based on wage-led growftHe maintains that export demand is not
the main source of economic growth and that it assgble to create an
internally integrated economy with a dense setnpui-output linkages
between sectors, and a structure of demand ensilvaa high proportion
of domestic production is sold to domestic wagenea. Such a model he
believes is viable for the developing countriesv&eped countries may
also reflect this option.

As we see at present, however, many of the devel@oeintries have
difficulties in internal articulation of productiodue to the increasingly
fragmented production and also to outsourcing oftage parts of

'8 Robert Wade\What Strategies are viable for developing countrietay? The WTO and
the shrinking of 'development spad@cVvELOPMENT RESEARCHCENTRE, LSE, June 2003,
accessible atittp://eprints.lse.ac.uk/28239/1/WP31RW.dft visited January 11, 2011).
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production. Some of the leading economies probahlgrspecialise in

certain segments of the economy, for example ianibe and services, and
they are forced to think about how to revive anstrteeture manufacturing

capabilities. This only adds to the argument alibet need for a more
productivist paradigm, based on innovative, knogkdased types of
production with a broad social base. Broadeningrofiuctive capabilities

of all participants and democratization of indwtrelations goes hand in
hand with such an alternative model of trade.

Some of the key elements of the alternative moeéédte to the more

transparent rules on subsidies; more elaborates$ rh labour standard —
one of the important elements which is entirelysimg in the current trade
talks; and more elaborated environmental protectidles. In the near

future, several other asymmetries of the presemidvitade regime will also

have to be discussed. As observed by Roberto Utigerpresent world

trade regime can be labelled as selective unfregdeadom, according to
which capital and products move around the woretlfy, whereas people
remain in their home countries, and while ideasaienprotected by the

intellectual property rules. He believes that sooather than later it should
be the other way around to more successfully coenboonomic openness
and national diversity.

We saw in the previous sections of this articlet thabsidies continue to
play an important role even in the most advancesh@wmies in the world.

They played an even more important role when tlcos@tries embarked on
the path of industrialization. The same should levaed to the developing
countries. Foreign direct investments are impostamit they cannot
sufficiently replace the importance and need of eéstic support to infant
industries. There is a real risk of favouritism amefficient use of subsidies
by the government of developing countries, althoagiumber of countries
from Singapore to South Korea and Taiwan show ttatsubsidies can be
efficiently used to support domestic developmeman$parency of public
investments and subsidies, a decentralised approatidunching several
mutually competitive development strategies and igture of domestic

support and gradual opening out to the world treae work successfully —
are some of the elements, of how a modern developsteategy for the

developing countries might look.

Openness and domestic development can be reconailedany ways,
including with the temporary opt-outs for the ecaomes which are
restructuring and reorganizing their economies. hSac regime, with
envisaged opt-out rules in order to reconcile mati@evelopment strategies

-17 -



with international openness, resembles more the TGAifangement than
the current WTO arrangement, as we are remindeRioperto Unger.

There are other elements, however, which have ebbgen tried. Linking
labor standards with trade is one such importaameht. The deal on
linking higher labor standards in return for greadecess to the markets,
new technologies and innovations can have a pesitmpact on the
developing countries with an upward pressure oarmstto labor and can
also benefit workers in the developed countriesait, however, have also a
negative impact: if the developing or middle incorseuntries find
themselves in a situation of high unit labor costsjntries can be trapped in
high labour costs combined with low productivityprh which there is no
easy way out. Mexico is one such example: relatiggh labour costs in
comparison with China and India on one hand, afatively low level of
productivity on the other, threatens its economitiife, because it remains
unable to improve productivity and is unable touwa labour costs to
comparative levels. The solution in such a casesuggested by Roberto
Unger, is to launch concerted efforts toward imprgvaccess to ideas,
innovations and technologies, to help improve potiglity of labour and
total factor productivity. This cannot happen auatically and over-night,
but it may change some of the basic premises opeoative advantages.

There are many other aspects of the global labdandards, the
improvement of which may prevent a global raceh® bottom. The vast
pool of poor, but increasingly more educated anidifidkworkers from
China, India and other big developing countriesldoenter markets on
more favourable terms, than is the case at pre$arg.would be beneficial
to them, to the workers in the advanced countmesta humanity at large.
The global minimum wage agreement and effectivéiproon of child and
slave labour should present an important partisfefuation.

Similarly important to the linkage of labour starikato trade access are
environmental standards. They are important fordéeeloping countries,
for their people and for the whole world. The coig®t which prove to
systematically care for and improve the environm&andards should be
rewarded by better access to the developed maaketdy more diffusion
of advanced technologies. This could create aaudicircle of cooperation
and advancement, as opposed to the many instahc&aseao the bottom in
the area of environment we witness at present.

It has to be noted that, if intellectual propersypart of the international
trade instead in addition to WIPO, the same coplalyato labour standards
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and ILO. Labour standards and improvements can deé ¢f the ILO
activities, but labour standards can be also lirtkethe trade issues.

The issue of intellectual property protection iscalvery demanding with a
series of arguments and counter arguments. Perhapstem of public

rewards and subsidies at the international levellm&tried out again, as it
was practised in the nineteenth century in ordeertbance diffusion of

technologies and innovations inside the countries at the international

level. Rigidity of the property rights, heavily sked toward exclusion and
monopoly, is only one of the many possibilities fegulating the rules in

the area of intellectual property. Other, more opgsiems can be equally
seriously exploited and designed without destroyimgentives for future

research, innovations and development.

CONCLUSION

The idea of the article is to show that there muwch broader repertory of
proposals, of qualified possibilities and possiblécomes in the area of
international trade, than we witness at preseng diten dogmatic debate
between free traders and protectionists has largelgoverished the
repertory of possible institutions, instrumentanstards and rules. When we
accept that the current trade regime is not optimigther for developed or
for developing countries, and when we accept that &re many possible
alternative approaches, which may be more transparere efficient than
the current regime, | believe it is worthwhile trisusly engage in such a
debate.

In so doing, we must not lose from our sight the growing inequalities
within the countries and globally may lead to fertiprotectionism, not the
other way around. Therefore, if we directly addressne of the most
pressing needs of the developing and developedtwesinwe may still

embark on a more inclusive, more balanced and nadverse global

economy with many different development stratediesn which humanity

may only benefit.
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