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The multilateral trading system:
The need for basic reform

A multilateral system with
contradictions

The current negotiations in the World Trade
Organization (WTO) are virtually at a standstill
and prospects for a quick recovery are bleak.
Even if some sort of agreement is worked out in
due course either by lowering of ambitions or by
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the negotiations from time to time are merely the
symptoms of basic and structural problems of the
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cannot instil the stability and durability which
is so vitally necessary for a useful multilateral
system. The time has come to go deeper into the
UOOWOIWITTILOEIEN TUECENrOEIEXIOTEOUOTUE UUEE(TY
cure.

(GATT)/WTO system continues to be the main
framework for the multilateral trading system
even though a sizeable portion of cross-border
trade is not strictly covered by its main disciplines.
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passed through various vicissitudes. Its creation
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around the objective of tackling the economic

problems of post-World War 1l Europe. Now the
UBUUEGROCuUYEUI0AaLERFTUT O3 TTulalIT OUTEWTOO Ty
on a long march since its establishment and has
assumed the role of a guardian of international
trade. It is a complex task considering that it now
has a membership of around 150 countries that
are spread over a vast spectrum of developmental
OTYTOURUOUEIT TOTLEGEW R TURTOET UG

The system has not kept up with the times. The
EEUREUET rEDTOEDT UiOTuELO UAIROEITUERIUEERG TWUAUUT Ou
enveloping both rich and poor countries became
apparent within a decade of its operation. A
mild corrective effort was made through the
inclusion of Part IV in the GATT that sought to
BOUUCEUETUEVERFTUTOREMETIP TTOWTTWIUTEIOTOWOIY
the developing and the developed countries. But
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taken seriously and there was no mechanism for
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more developing countries joined the system and
international economic relations also became more
complex. The old model that served its purpose
in some way or another for nearly half a century
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the current and emerging situation. The system is
in urgent need of basic reform in order to perform
its role in a world that has changed much over the
60 years of its existence.
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The need for reform is dramatically reflected
in two paradoxes and contradictions that we
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the developing countries criticize the system
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as will be made clear later. And they also lead to
some thoughts on the path of reform.

Let us start by examining why the developing
countries are eagerly joining the system. There are
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trading system obviates the need for entering
into a series of bilateral agreements with various
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them some protection against possible subjective
EEIROOUNOTuxOP TUTU0EOUOIURT Utu 3TBUEO20N E0OUT 02w
associating with other countries in a multilateral
forum provides opportunities for learning from
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system that has been functioning for a long time
appears odd and is likely to erode a country’s
credibility with the economic players of the
world.
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of the GATT/WTO system? The reasons can be
put into four groups: (i) basic approach in the
10U UIEIROCUOTUUOT UturepEOOUTOUOTWIT TuUUOT UougdepAu
OxTUERGOLOILITTUOU0TUNECE®Y AWETEDUROOIOEOIO T
process. These are explained below with some
illustrations.

Inappropriate tools: limitations of
“liberalization”, “reciprocity” and
“retaliation”

The GATT/WTO system has adopted liberalization
of trade in goods and services as the main
instrument for achieving its objectives. [We are
leaving out the subject of intellectual property
rights that gatecrashed the system in 1995 and
really does not belong in the remit of the system
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through the exchange of concessions among
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for the enforcement of countries’ rights and
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are at the core of the system. These principles
and instruments can be relevant and workable in
a system with countries at nearly similar levels
of development and economic strength. But

they become impractical and inadequate when
the membership consists of countries at vastly
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Liberalization of trade in goods and services gives
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developed supply capacity in these areas. Most
of the supply capacity in goods and services is
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weak supply capacity. Naturally the developing
countries perceive the emerging agreements in
xUUUUEGETONRETUERAEROOEUETOOTIONMYOTETOT 1l
to them.
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of reciprocity implies that a country that can give

more gets more and one that is unable to give

more and thus gives less also gets less. The cycle of
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the countries that are economically developed. For
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the current system has an in-built mechanism and

structure for enhancing the disparity between

countries.
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favouring the strong countries and disfavouring
the weak. While a rich and strong country may
be promptly willing to embark on a course of
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will have great hesitation and inhibition in using
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costs. It is not a practical and convenient tool for
a poor and weak country in case of need.

The WTO membership now includes a very

preponderant proportion of the developing

countries. The WTO has awide diversity of levels

of economic development among its membership.

This makes the basic principles of reciprocity and
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current multilateral trading system.

The weakness of the current structure did not
cause much problem until the mid-1980s as the
exchange of concessions till then was mostly
among the developed countries. The developing
countries were not asked to make significant
EGOETU0ROOUG - TuEOUUUT0:DOuITBU xUOETUUWITUOUT T
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did not get much either. But they did not have
to undertake many obligations. Now the picture
has changed dramatically and the developing



countries have become the main target in the WTO
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make more and more concessions in almost all
areas. This trend in the system was exposed in its
VEPWOUOWOREVEUNT Tul OEOIITTINIHNK4UUTUEA
Round of negotiations by the developed countries’
insistence on commitments from the developing
countries in the new areas of services and
intellectual property rights. Now it has emerged
in a more virulent form in the current negotiations
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the developed countries first insisting on the
introduction of further new areas like investment
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to low levels. These trends have brought out the
REPTEEEURENOIITTAUIT OwOECOEWToRT iy

There is a growing perception among the
developing countries that the system is meant
merely for seeking concessions from them without
giving them much in return. This has given rise to
heightened tension in the system.

Skewed rules and skewed
implementation
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not surprising that the rules that have emerged
are out of tune with the development process of
the developing countries. Their policy options get
constrained. Some examples are given below.

which is one of the main pillars of the GATT
UauiT O xUOTOEDIUN OOUTUTEYOUUEETWIUTEIO TG
to a domestic product as compared to a like
DO xOUITELxUOEUENN ITUULEOOUIUENOIOTulT Ty
developing countries in providing support to
their domestic production.

(i) Prohibition of import control restricts
the developing countries in protecting their
domestic production against competition from
the products exported by large multinational
rUOUEEEOT EEaul UTTur OEOEDEOECENTETOOIO TOEE
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(iii) Restraint on subsidy provision has the
potential of hindering technological upgradation
of industrial production in the developing
countries. Adevelopmental multilateral system
should permit the use of subsidies for fast

technological development and enhancement
of productivity in the developing countries.
There is no such provision at present. The
pUOOAuBUN ITEM T TwUO0T U Ux TEDrEE0&W x TUODY TEL
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regional development and environmental
adaptation. (This provision in the rules
remained operational from 1995 to 1999. It
CEXUTEWTTUTESTUEOETEMOOWETTOWTOT P TE M
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a “special safeguard” for the protection of
EOOTUREuxUOEUERGOUEUNIT TuxUTEOOEDROOuI Ol
its use is such that only the developed countries
and a very small number of the developing
countries can invoke it.
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countries can participate in the process of
UUEGEEUEOUO UOEROOUE VIELEUTTIOUOETUONIT Ty
developing countries are unable to partjcipate
and technical resources. Hence their special
UBUUEROOUECEEYIEUITUEUTROT(aOETHTOOUTEl
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have an adverse impact on the export prospects
of their products.

oYDAu (OUTTUOTOUETOTOUOTUAT TINEOEOERTEROOU
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to nearly 30 months. Such delay is particularly

harmful for the developing countries that have

rather weak resilience in their trade and trading
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irreparable damage might have already

occurred.

These are only some glaring instances of the
ET1rEp1 OEDTU0DOEEIEOETUEOERORUBIRTUDOW T TWU0T Uiy
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more such examples may be noticed.

Apart from the various adverse aspects of the rules
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worry among the developing countries. The major
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Simultaneously they took neutralizing actions
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developed countries reduced those agricultural
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but raised those subsidies that were immune
UOOWTTWITEUEROOIEOO OBIOT O Tl T TuUTUU0
that their total subsidies in agriculture in fact
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during the phaseout period mainly those products
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Thus the developing countries hardly got any
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that period.

While the major developed countries have cleverly
utilized the loopholes in the rules as illustrated
EEOYTWITOWETOADOTUETOT r(Uul0u(TTUETYT00x0 T
trade-restrictive measures particularly against
the developing countries on the grounds of
xUEREMTE T OYIUOOOTOUENW=UOUTEIROOIEOEIEOPT
dumping. Sometimes these actions have been
found to be inconsistent with the rules and have
(TOUWETTOuPAITEVEPOWEUNITTWEEOET T POUIEY
already have been done in the form of dislocation
and uncertainty in trade.

Then there is a broader issue in the rules that has
OOUEEUTTUOUETIEYTOROOI2UEURED T UOTUEITTOTUEN
OEIOUTOBATE00TOUTUTDY TOWOBOEUIUabOu TOTUEMEDEY
not limited to a particular sector or a particular
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passing on to a domestic industry some research
results and technology that it had developed
in the course of research on defence. Though
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developed countries that can really use them in a
big way. The developing countries do not possess
(T TurOEGERENUTUOUUETUITEWITTUOEIOWETYT00x TEu
countries have for this purpose. This imbalance
puts the manufacturing and trading entities of
the developing countries at a disadvantage in
comparison with those of the major developed
countries.
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and inadequate rules and their defective
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the developing countries compiled a list of nearly
100 instances of unsatisfactory rules and their
implementation. But probably because of the
overwhelming load of other pressing issues in the
EUTEUOlu ETUREVA00UTEOEWOEUUIUREW UECDFUNITTUTy
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Non-participatory decision-making
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there is serious concern about the process by which
decisions are taken in the WTO negotiations. Most
of the developing countries do not generally get
the opportunity to participate in the decision-
making process. The democratic provisions of
one-country-one-vote and decision by majority do
OOUTTUUTRTEITEDOWT TEEIUE<UOETUOE TERUROOT
making in the WTO. Normally important decisions
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a very small number of the developing countries
are present. The proposal is then brought to the
full WTO membership in formal meetings. But
EQUTENWIROTUECAET Y T00x00 TUEOUOIUaul TEIOOUET Uy
adverse elements in the agreement would be
reluctant to raise its voice as it will be singled out
and blamed for blocking an agreement. Decisions
are thus taken without the full and effective
participation of a large number of the developing
countries even though the emerging decisions add
to the obligations of all.

Stability in danger, utility in doubt

All this has led to grave discontent and frustration
among the developing countries. They have
TR*UTUUTESUUETuITI0OT U 1UT@UT 00080 x EUIPEUOEU0EW
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take place once every two years and during other
critical high-level meetings. A multilateral system
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Apart from the need for introducing equity and
TERUOTUUUTIOUOURULOTTETEwidUubOURiBO TuUIEEN DAL
in the system and making it more useful. The
real strength of a multilateral system lies in all
its members having a stake in it. And this can
come about if all the members have reasonable
EOOrETOETWUTEWITT 2000 TEUTdOWT TUETOT riUuOly
the system. This will inspire and motivate them
00u0UTOTITTOWTTuVALIT O 16T Tlu OOPWITOUT Ty
the developing countries have a feeling that the
system merely serves the purpose of extracting
EOOETUUROOUIUOOWTTOWRATOUNTTUM TURO TIOUETY
in return. The system will remain unstable so long
as a vast proportion of the membership remain
EBUUERUr TEUPRI TN

A stable and smoothly functioning WTO is in the
interest of both the developing and the developed
EOUOI0RT UaeOUIITTUETYT00xBOTUEOUOIURT U T TUOTTEy
lies in the factors enumerated earlier. And the
developed countries too should be interested



since the WTO can be a good means for them
to improve their prospects in the developing
countries. This is important for them as they
have only limited prospect of fast growth based
on their own domestic economies. A near-static
level of population and an annual rise in GDP of
around 2% in the developed countries provide
only a modest support base for the growth of
(T T80BOE VU0 UTUYRETUwECEWUEE TdL - OulTTuOUT UL
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opportunities. And a multilateral system like the
WTO can help them to avail themselves of these
opportunities in a smooth way. If the multilateral
UA00TOudlu TOEEDEITELOU0DO <O T0u0 EEOOOINE T
a good support for the economic operators of
either the developing countries or the developed
countries.

The negotiations in the system are currently
characterized by an aggressive approach of the
major developed countries in pursuing their
ETTOEEEOEUFIUTURUIECETuIVOOWITTUETYT00x00Tu
countries against their unfair demands. Most
of the time the majority of the developing
countries appear sullen and rather withdrawn.
100 < OUTTEUOuUT Ty PEN 0T T 2w EOUOE Tu EEEOU PRI
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respectively in 1999 and 2003. Their frustration
suddenly bursts out at times like a volcano.
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the interests and feelings of a large section of
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party. What is needed is a constructive approach
of partnership.

Some elements of reform
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the reform process should address the basic
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are given below.

It is important to modify and supplement the
EQU0TOUpOUINUOTOIUOTRE TUERAEIROONLUTEDXUOERaw
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has been explained earlier. Liberalization of trade
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developed countries should be supplemented by
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need to have higher production for export and
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as well as expansion of market opportunities.

For enhancement of benefits from expanded

xUOEUEROOuECEIUEETOUTTawOTTEN TR*EOUNOCU Ol
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appropriate price for their exports and retention of

higher value added in the country. Liberalization

OTEVOUTUITERETOT r U TOUTNEYRO TW T TixUOEUERY Tu
capacity should be supplemented and balanced by

measures that encourage and support the creation

and enhancement of production capacity in other

countries.

These elements will have to feature in the
OTTOWEROGOUWUOO TOILITTOUERUTENNaWEOE OUTTUl
indirectly; but it is important to keep these basic
OTTEWEOELEOOETUOUMOITTuIOUTIUOAIENWIT TulBO T
P10 IOUOUEROTLITTUETTOEE Oly OTTOREOOU
while negotiating and also while arriving at
agreements on rights and obligations. The
ETY100x00TuEOUOIURT U P TRETUEOOURIUITLITTUED0OU
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that the outcomes of the negotiations will support
these objectives and not hamper them. Insofar as
UTOTYEQWUTTUTWTOUEENEEOOEIOEROOOTOUNRY Tu
obligations on the part of the developed countries
in support of these aims and also immunity
for the developing countries from the rules
that inhibit their achievement. This should be a
UTUROUUNEOO X UTTTOURY TEQEITOOTUNEEIEOE TWOWT Tu
developing countries’ obligations on liberalization
of trade in goods and services.
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replaced/supplemented by some new mechanism.
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eroded from the stage of Part IV of the GATT to
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of using reciprocity as the basis for exchange
of concessions between the developed and
developing countries. Some new and innovative

mechanism needs to be developed.

The tool of retaliation as the ultimate instrument
of enforcement of rights and obligations may be
supplemented by the principle and measure of
IOBOUEEROOEAITTIOTOETUUTIx0xEVREUOEUaD TT0!
the aggrieved party is a developing country and
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alternative or supplemental instruments may
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such cases.
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decision-making process. The prevailing system
of small group negotiations on important issues
is adopted mainly for bringing in efficiency
in the negotiating process. It is feared that the
ITRIUOIETUTTOTOIUEEOOOIE Ty rOE®AT EudOu0EUT Ty
meetings with the entire membership present and
participating in deliberations. It is felt that there
BUuEuEOORDEIWETIPT10u T SENT OEaws0u OTTOIEROOUL
and full and direct participation of members at
all stages of the negotiations.
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has not been much move towards bringing in
IOUOEWUO0UIO0UH - STOWUOOTUEOUUTERY TULTEY Tu
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larger groups by the chairpersons of the particular
negotiations or by the lead members of some
interest groups. But this cannot be a substitute
for a more formal and structured arrangement
in which all members have the full satisfaction
Ol TFTERY TuxEVREDXEROOH T TuxUOEN OuOUULOO
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of the members will bring strength to the system.
It is necessary to evolve a system that balances
(TTuOTTELTOU 1 SEPTOE2wHOuOTTOREROOU PRITu iU
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negotiating process.

These are only some of the elements needing
deep consideration while working on the reform
of the system. The issues are too complex to be
captured fully in these few illustrative points.
PTOPE TU0 (T TuUaulT OpEu xUOENT O UuB0u I TTuEOUUT O
framework have dimensions that go beyond
the developed-developing countries divide.
%UOITTUITTUOEIOUTuOTuxUOEUEROOUEOEWIUEE T TED
undergone a fundamental change since the time
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product in its consumer-useable form is not always
manufactured at one place; the manufacturing
xUOETUURUOSTOWXUTEEEEUOUUEDY TUUTWIORIUNOEE(T Eu
in several countries. The support services too
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technology that is developing at incredible speed
is adding new dimensions to the features of
production and trade.

There may be many more issues and factors
that will get into the agenda of reforms once the
process starts.

Choice of forum

An important question is: what should be the
forum in which this reform exercise is undertaken?
A natural suggestion may be that it should be
done in the WTO. But that may pose a problem.
The objective is to have a basic and fundamental
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the most appropriate institution for this purpose.
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in this process and utilize its vast experience in this
area. The only other forum apart from the WTO
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Perhaps the process may be initiated and carried
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of the WTO.

How to begin?

Starting a process of basic and fundamental reform
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perseverance. The question is: who will take the

lead and initiate the process? The major developed
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creation of new institutions or in fundamentally

changing old institutions. But they are unlikely to

be enthusiastic about such a change in the WTO
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not be enthusiastic about disturbing the status quo

that has served them well so far.

Hence the lead has to come from the developing
EOUOUDTUG uTUOUuOTuITTOW > TUTEXUuUOENHO
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this subject and enlarge the support base among
the developing countries. Then they should
approach the developed countries to seek their
full involvement and participation. The exercise
OluUTTIOUOUEEOLETUEOOXUTTTOUDY TuEOEL TFTERY Tu
only if it is a joint exercise of the developed and
developing countries.

Bhagirath Lal Das was formerly Director of International
Trade Programmes at the United Nations Conference on
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forum.



