i
o . i i
i b i n
e e 1 I
i ¥
T .
L iz
s . i
‘ ~ u
' . ’
! i (i il U

!
i

= T
L
it
T

L

L, i o -l




Trade in the Service of
Sustainable Development

Linking Trade to Labour Rights
and Environmental Standards

Olivier De Schutter

“HART:
PUBLISHING

OXFORD AND PORTLAND, OREGON
2015



Published in the United Kingdom by Hart Publishing Ltd
16C Worcester Place, Oxford, OX1 2JW
Telephone: +44 (0)1865 517530
Fax: +44 (0)1865 510710
E-mail: mail@hartpub.co.uk
Website: http://www.hartpub.co.uk

Published in North America (US and Canada) by
Hart Publishing
¢/o International Specialized Book Services
920 NE 58th Avenue, Suite 300
Portland, OR 97213-3786
USA
Tel: +1 503 287 3093 or toll-free: (1) 800 944 6190
Fax: +1 503 280 8832
E-mail: orders@isbs.com
Website: http://www.isbs.com

© Olivier De Schutter 2015

Olivier De Schutter has asserted his right under the Copyright, Designs and
Patents Act 1988, to be identified as the author of this work.

Hart Publishing is an imprint of Bloomsbury Publishing plc.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system, or transmitted, in any form or by any means, without the prior permission
of Hart Publishing, or as expressly permitted by law or under the terms agreed
with the appropriate reprographic rights organisation. Enquiries concerning
reproduction which may not be covered by the above should be
addressed to Hart Publishing Ltd at the address above.

British Library Cataloguing in Publication Data
Data Available
ISBN: 978-1-78225-715-8
Typeset by Compuscript Ltd, Shannon

Printed and bound in Great Britain by
CPI Group (UK) Ltd, Croydon CR0O 4YY



TRADE IN THE SERVICE OF SUSTAINABLE
DEVELOPMENT

In the Bretton Woods era, trade liberalization, the improvement of labour
rights and working conditions, and the strengthening of environmental
policies, were seen as mutually supportive. But is this always true? Can
we continue to pretend to protect the rights of workers and to improve
environmental protection, particularly through climate change mitigation
strategies, within an agenda focused on trade liberalization? Is it credible
to pursue trade policies that aim to expand the volumes of trade, without
linking such policies to labour and environmental standards, seen as ‘non-
trade’ concerns? This book asks these questions, offering a detailed analysis
of whether linkage is desirable and legally acceptable under the disciplines
of the World Trade Organization (WTO). It concludes that trade can work
for sustainable development, but only if we see it as a means for social
and environmental progress, including climate change mitigation, and if we
avoid fetichizing it as an end to be pursued for its own sake.



Foreword

International Trade as a Means to
Diverse Ends: Development, Workers, the
Environment, and Global Public Goods

SANJAY G REDDY!

I. THE ENDS OF THE TRADING SYSTEM

There are diverse goals which are widely agreed to be important in world
society. Nevertheless, discussions on trade policy often refer only to economic
objectives, often still more narrowly conceived in terms of gains in aggregate
income through trade. Where other objectives are not simply ignored, it is
often assumed either that they can be met through the independent exercise
of non-trade policy instruments or that they will be met automatically if only
the stated economic objectives are furthered. In contrast, I argue below that
many such aims will not be promoted automatically by increasing the volume
of trade of or global income and that it is not generally sufficient to sup-
pose that these other objectives can be promoted satisfactorily by separately
applying suitable non-trade policy instruments. As a result, it is necessary to
take them into account in the design of the world trading system.

It is reasonable to suggest that the world trading system must be evalu-
ated, at least in part, according to the consequences it generates, and that
these can in turn be assessed according to criteria which are, at least in part,
public and shared. There are some shared values in world society, even if
there are disagreements about how exactly these should be formulated and
prioritized. It is necessary to acknowledge the often real contrast between
‘your values and my values’ without being distracted, however, from also
recognizing the fact of shared values, and the possibility of a public delibera-
tion, at global level, as to how to achieve such values. International human
rights instruments and global development goals, imperfect though they are,
testify to the possibility of such concurrence.

I Department of Economics, The New School for Social Research, New York; reddysanjayg@
gmail.com. I am deeply grateful to Olivier De Schutter for his example, encouragement and
specific suggestions.
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The starting point of this investigation is the assumption that there exist
aims which are shared but diverse. It is then necessary to ask whether the
trading system plays a useful role in furthering these diverse aims, and if so
how?? The current volume makes a signal contribution to answering this
important question—one that is essential for envisioning alternate forms of
the global order.

II. THE CASE FOR AN INTEGRATED APPROACH

In recent years, prominent advocates of a world trading system have force-
fully argued against taking a broad view of its objectives, arguing that its
appropriate focus is on ‘maximizing’ global trade (with an implicit premise
that this will be associated with higher levels of global income).’? Such
arguments will be addressed in section IIL. In contrast, there are three main
rationales for an ‘integrated approach’, which this section explores. Such
an approach conceives of the world trading system as having objectives
of diverse kinds, and calls for it to be structured so as to further all of
them (while recognizing that there may be tensions between the different
objectives).*

A. The Case for an Integrated Approach: Interdependence
Between Concerns

The first rationale for an integrated approach derives from the recognition
of interdependencies, both practical and evaluative, between different con-
cerns, or as they have been sometimes called in the recent literature on inter-
national governance, ‘issue areas’.

There is good reason to avoid an a priori conception of what is an ‘eco-
nomic” objective or a ‘trade-related’ objective. Such a classification assumes
an answer to the question, since it cannot be determined what is or is not
trade-related without assessing the interdependencies that are present.
Nevertheless, for the purpose of exposition let us assume that we can distin-
guish ‘trade-centred objectives’, such as increasing trade volumes—based on
the presence of a direct reference to trade in the statement of the objectives

2 This is not of course to deny the role of rules in expressing values, independently of their
role in promoting these values consequentially.

' See the various arguments, eg by ] Bhagwati and A Panagariya, cited in C Barry and
S Reddy, Iaternational Trade and Labor Standards: A Proposal for Linkage (New York,
Columbia University Press, 2008).

* An argument emphasizing the legal feasibility as well as desirability of such an approach
in the context of trade and climate change mitigation is convincingly provided by Olivier.
De Schutter, “Trade in the Service of Climate Change Mitigation: The Question of Linkage’
(2014) 5 Journal of Human Rights and the Environment 65-102.
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themselves—and ‘non-trade-centred’ ones, such as increasing employment,
improving labour standards, protecting biodiversity or lowering climate-
change-producing emissions, recognizing that the interdependence between
the two kinds of objectives may ultimately result in a distinction without a
difference.

Let us first consider practical (causal) interdependence between distinct
objectives. The practical interdependence between objectives of different
kinds may take the form of the ability to achieve trade-centred objectives
being affected by the degree of attainment of non-trade-centred objectives:
for instance, the ability to promote trade in agricultural commodities may
be influenced by the effects of the climate or other environmental conditions
on agricultural output or conditions of transport; or the ability to export
manufactured products on foreign markets may depend on the protection
of workers’ rights, because of the rise of ‘ethical consumerism’ in those
markets. Practical interdependence may also take the form of the ability
to achieve non-trade-centred objectives being influenced by the degree of
attainment of trade-centred objectives. For instance, the climate or other
environmental conditions may be influenced by export-led agriculture,
encouraged by the opportunities for international trade; or the ability of
a country to raise the level of wages and improve working conditions may
be reduced by the prospect of losing investment and export revenues, since
other countries may compete in these very respects to provide an attractive
platform for the production and export of labour-intensive products.

If policies are not designed with due regard to the reality of these inter-
dependencies, undesirable outcomes may result. It is straightforward to
recognize that a given objective may sometimes be furthered only at the
cost of achieving another (as genuine trade-offs between objectives may
be unavoidable). In such a case, it will be important to take note of the
trade-off in order to determine how far to go in making it. For instance,
if the introduction of measures to reduce greenhouse gas emissions lowers
economic output, the appropriate choice between these must be informed
both by an understanding of the nature and extent of the trade-off and by
appropriate evaluative considerations which would determine the ‘optimal’
stopping point. More subtly, there may be overlooked opportunities to take
note of the interdependencies in such a way as to further both objectives to
a greater extent. If greenhouse gas abatement can in fact be pursued without
sacrificing the level of economic output, but is not being pursued because
of difficulties of coordination, then it is easy to recommend policies which
bring such coordination about. Another example is that it may turn out that
a restraint on international trade in a specific variety of fish has the benefit
of bringing about more sustainable levels of fishing and thereby sustain-
ing fish stocks, thus enhancing both trade volumes and the preservation of
marine resources, viewed as an objective of intrinsic interest, eg because it
contributes to biodiversity, in the longer term. The restraint on trade helps



viii Foreword

to bring the level of fishing down to a level that is immediately lower but
more sustainable in the long run (and therefore higher in later time periods),
reducing the inefficiency which results from overfishing by fishers who do
not take account of—internalize—their effect on one another. In cases such
as these, overlooking causal interdependencies leads to inefficiency rather
than to an inappropriate trade-off. There may, of course, be other, possibly
superior, means of lowering the amount of fishing. (Voluntary reductions
in fishing might achieve the same end while avoiding the loss of gains from
trade. The restraint on trade, however, might be useful to bring those reduc-
tions about.) Regardless, causal interdependence must be taken into account
in order to avoid unnecessarily sacrificing the attainment of the individual
objectives (ie, to achieve efficient combinations of diverse outcomes).

A second form of interdependence to consider is that of evaluative inter-
dependence. Evaluative interdependence involves the idea that the value
we attach to the further attainment of one objective may depend on the
extent to which another objective has already been attained. For instance,
the extent to which we value greater national income relative to goals such
as environmental quality and improved labour standards, may well depend
on the volume of national income as well as on the extent to which these
other goals have been already attained: it seems reasonable to assume, for
instance, that the higher the income per capita of one particular society, the
greater is the contribution to further improvements in well-being of meas-
ures such as providing a healthier environment as compared to greater pri-
vate consumption. Assessments of how far one should go in furthering one
goal at the expense of another require some way of integrating these dif-
ferent considerations into a comprehensive evaluative assessment.” Having
an adequate regard to these interdependencies in assessment is necessary in
order to arrive at judgements concerning where to stop in trading off goals
against one another, as practical interdependencies may make it necessary
to engage in such trade-offs. It is important, of course, to recognize what is
a means and what is an end (in at least 4 proximate or provisional sense of
the term) before confronting distinct ends with one another. For instance,
where it is wholly plausible that national income is a means rather than an
end, it seems altogether unavoidable to conclude that trade volumes are a
means rather than an end, since the presumed primary value of trade lies in
its contributing to higher real incomes.

Where interdependencies exist of the kind identified here, whether prac-
tical or evaluative, there is a case in principle for coordination of actions
taken in different realms. A well-motivated authority or authorities would

5 In this connection, in his pioneering work on the formal theory of economic policy, Jan
Tinbergen used the concept of a ‘collective ophelimity function’ to refer to the broadly con-
ceived general interest (see Jan Tinbergen, On the Theory of Economic Policy (Amsterdam,
North-Holland, 1952) and for a discussion, see C Barry and S Reddy, International Trade and
Labor Standards: A Proposal for Linkage, n 3 above, at 47-49 and 86-87).
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need to take such causal and evaluative interdependencies into account in an
appropriate way in order to ensure that the most desirable outcomes result.
The need to jointly consider different desirable outcomes when wielding the
instruments which affect them simply follows from the fact that, in these
various ways, such outcomes can be interdependent.

B. The Case for an Integrated Approach: Incentives for Countries

The second rationale for an integrated approach derives from the role of
policies of one kind (for example, trade policies) in creating incentives for
actors (for example, countries) to take actions which are desirable, or for
that matter to avoid actions which are undesirable.

The premise is that trade policies (or more generally, the rules of the trad-
ing system) create benefits or costs for countries, or for particular actors
within countries,® and that these can therefore be structured to encourage
or discourage specific actions. Such a process need not be thought of in
terms of individual countries creating incentives for other countries. It may
be thought of instead in terms of countries collectively agreeing to a set of
rules which facilitate collective action, for instance by lowering the cost or
increasing the reward of cooperative behaviour or by lowering the reward
or creating a cost to uncooperative behaviour such as ‘free riding’. Since
the absence of supra-national coordination and enforcement authority is an
intrinsic feature of the interstate system, such commonly agreed incentive
structures may be greatly important in ensuring that individual states act so
as to promote shared goals. Why would countries agree to bind themselves
by such rules, if they are not inclined to take such actions unilaterally? The
answer lies in the dynamics of collective action. For instance, there may be
an ‘assurance problem’: I may be more likely to commit to doing certain
things (or to agree to an arrangement which will make it costly for me not
to do so) if I can be assured that others will do the same, as this will ensure
a net benefit as against the alternative scenario in which none of us do these
things. In the absence of such an assurance, I may not be willing to do these
things at all. Crucially, it may never be necessary for such potential costs
ever actually to be imposed, as long as their presence in the background suf-
fices to bring about the desired actions.”

A very important role can be played by strategic complementarities,
in which the benefit derived by each actor from acting in a specific way

b See the discussion of mechanisms to ensure that relevant incentives are experienced by
companies as well as countries, in Arnaud Zacharie, ‘International Trade and Social and
Environmental Standards: The Challenges of Globalization’, draft presented at the Francqui
International Conference, Brussels, 8-9 May 2014,

7 In the language of game theory, the threat of such costs being imposed is present only ‘out
of equilibrium’.
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increases as other actors act similarly. If so, then rule systems that encour-
age actors to act in a particular desirable way can generate self-sustaining
‘equilibria> which would otherwise not emerge. Conversely, rule-systems
that encourage actors to act in an undesirable way can create incentives for
other actors to act similarly undesirably. Kyle Bagwell and Robert Staiger
have made the very interesting point that the WTO system, by placing a
ceiling on tariffs or prohibiting trade-distorting subsidies, creates a powerful
incentive for countries to create advantages for their domestic producers by
lowering their costs, in particular by weakening labour and environmen-
tal standards.® They suggest that this means that the WTO system cannot
adequately fulfil its own objectives, of guaranteeing mutual market access
in conditions that are fair (ie, ensuring a ‘level playing field’), without ensur-
ing floors to such standards in addition to ceilings on tariffs. In this line
of argument, a concern with labour and environmental standards must be
introduced into the trading system in order to remove an existing incentive
to weaken those standards—an incentive which is created by the current
rules of the world trading system itself. For a given country, tariffs on the
one hand and labour and environmental standards on the other hand are
strategic substitutes: the lower tariffs are set the greater the benefit to lower-
ing labour and environmental standards. For different countries, however,
labour and environmental standards are strategic complements: the lower
(higher) the labour and environmental standards are in other countries, the
higher (lower) the cost, in terms of foregone trading opportunities, of main-
taining such standards at home. Incentives created by the trading system to
enhance labour and environmental standards may also, secondarily, help
states in overcoming domestic opposition to such measures by strengthening
the hand of those groups that wish to promote such aims.

To distinguish the incentive-based rationale from that of practical inter-
dependence it is important to note that there may be benefits to creating
incentives which support desirable actions which might not otherwise be
undertaken quite apart from whether there are practical interdependen-
cies between aims of different sorts. Whether or not such benefits exist will
depend on the empirical question of whether decisions taken by decen-
tralized decision-makers in specific ‘issue areas’ would be inferior in the
absence of the incentives provided by linkage to another ‘issue area’. Thus,
for instance, it might be desirable to establish a trade-related benefit that
encourages countries to undertake policies which diminish harmful climate
change, if this would help to ensure that the resulting global public good
were provided to a greater extent than it would otherwise be provided. Such

% See C Barry and S Reddy, International Trade and Labor Standards: A Proposal for Linkage,
n 3 above, at 15-17 and 55-57.
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an incentive-providing beneficial effect of linkage could exist even if there
were no causal effects of trade-related activities on climate change or vice
versa. Incentives for influential actors may simply be stronger in one issue
area than in another. For example, powerful business interests may have
strong interests in certain trade outcomes, but there may be no comparably
powerful interests in regard to environmental outcomes or labour stand-
ards. Linking the former to the latter may in this case raise the level of atten-
tion to the latter and give rise to increased effort on the part of the country
in all areas simultaneously.” The incentive-based rationale for an integrated
approach is based on the realistic assumption that decision-making in a
given ‘issue area’, while decentralized, is responsive to consequences of that
decision-making in other ‘issue areas’.

IIT. RESPONDING TO FALSE ARGUMENTS AGAINST
AN INTEGRATED APPROACH

In recent discussions on international trade and social objectives (in par-
ticular, regarding labour standards) the argument has been made that
distinct goals should be pursued by distinct institutions if the best conse-
quences are to be achieved.!” In favour of this position, the argument has
been made, invoking the ideas of Jan Tinbergen concerning the theory of
economic policy, that as many instruments are needed as there are targets:
this has colloquially been referred to as the ‘two birds principle’. In fact,
no such conclusion follows, as Tinbergen himself made clear.!! Although
it is generally true that at least as many policy instruments are needed as
there are targets if all of the targets are to be met fully and simultaneously,
coordination between the use of these different instruments may be neces-
sary in order to achieve this because of the presence of interdependence
which necessitates that specific combinations of instruments be employed to
achieve specific combinations of targets. Such coordination can in principle
be achieved either by a single agency applying all of the different instru-
ments or by different agencies acting in concert, but either way coordination
is indispensable. This is therefore not only not an argument against creat-
ing a single institutional scheme involving linkage between different issue
areas as a way of simultaneously attaining goals within all of them, but it

? This is an issue given some attention in recent formal literature on international organiza-
tions which assesses how linkage between issue areas affects the ‘power” of incentives.

19 See most prominently in this regard the arguments made by | Bhagwati and A Panagariya
cited in detail in C Barry and S Reddy, International Trade and Labor Standards: A Proposal
for Linkage, n 3 above, at 47-54.

I See in particular | Tinbergen, On the Theory of Economic Policy, 2nd edn (Amsterdam,
North-Holland, 1966).
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can indeed be treated as an argument for doing so. Where there are not as
many instruments as targets, the latter cannot all be met simultaneously. In
this case, too, there is a need for coordination, however, as the appropriate
trade-off between the attainment of one goal and another can only be deter-
mined on the basis of appropriate ‘higher level’ evaluative reasoning which
integrates this information into an overall assessment of the consequences
attained.

The ‘first-best’ approach to attaining the best consequences involves
integrated decision-making and the coordinated use of diverse instruments
to attain diverse goals, taking due account of causal as well as evaluative
interdependencies. There may be practical reasons for delegated or disaggre-
gated decision-making. For instance, it may be that separation of roles and
responsibilities confers certain administrative benefits because of factors
such as the gain from concentrating relevant information and specialized
knowledge in a specific institution, or improved performance resulting from
a division of labour (perhaps because of cognitive benefits of specializa-
tion such as ‘learning by doing’ or because of higher domain-specific effort
elicited by creating domain-specific rewards). Even with such a separation
of responsibilities, the concerned actors may wish to collaborate if they can
achieve their individual objectives to a fuller extent by doing so. Contrarily,
practical reasoning may suggest benefits to having an institutional scheme in
which decision-making or administration is integrated. These benefits could
arise, for instance, from the transmission of information across domains or
the ability to moderate the pursuit of particular goals at the expense of oth-
ers through the discipline provided by a unified decision-making apparatus.
In particular, incentives for an actor (eg a country) to act may be stronger
in one issue area than in another. For example, powerful business inter-
ests may have strong interests in certain trade outcomes, but there may be
no comparably powerful interests in regard to environmental outcomes or
labour standards. Linking the former to the latter may in this case give rise
to increased effort on the part of the country in all areas simultaneously
by generating more ‘high-powered’ incentives (This is an issue given some
attention in recent formal literature on international organizations.)

There may also be non-consequentialist reasons for favouring disaggre-
gated decision-making, arising for instance from a view that certain matters
should be determined independently of others, because of procedural con-
siderations relating to liberties. For instance considerations about the intrin-
sic value of individual privacy might lead to the conclusion that a ministry
of health should not share health information about individuals automati-
cally with other ministries, notwithstanding the potential usefulness of this
information in the coordination of policies, and even if it could somehow
be guaranteed that such information would not be misused. Although these
arguments can be important in certain institutional contexts, they have
not been the focus of recent discussions in the international context and in
particular on international trade.
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IV. PRACTICAL MECHANISMS OF AN INTEGRATED APPROACH

An approach that integrates environmental and labour concerns with trade
should adopt the following principles, reflecting both normative and practi-
cal considerations, in order to avoid charges of injustice or impracticality:!?

1. A transparent and rule-based system: Labour and environmental con-
cerns must enter into the working of the international trading system
in a manner that is transparent and rule-based, in order to ensure
even-handed implementation. In particular, the system must have these
features in order to avoid such considerations being invoked opportu-
nistically as a cover for the promotion of protectionist or other interests
which aim to undermine market access rather than to promote the
stated goals.

2. Aladder of graduated expectations: The expectations placed upon coun-
tries in relation to labour and environmental concerns should depend
in an appropriate way on contextual circumstances, such as their level
of development.'3 This is necessary to ensure that an integrated system
does not impose unrealistic expectations upon countries, and provides
them with ample opportunity to realize possible gains from interna-
tional trade, both static and dynamic (ie both the gains to national
income that might be attainable through reallocation of activities in
an existing framework of production possibilities, and the long-term
gains from technological and economic transformation). The system
should focus on efforts rather than outcomes, in recognition of pos-
sible difficulties in ascribing responsibility for outcomes as well as of
the institutional and political constraints which shape many countries’
ability to implement fully policies that bring about desired outcomes.
One way to implement such an approach is through a method of ‘peer
and partner review’, which aims to redefine periodically what expecta-
tions may reasonably be had as to what a country can do, in light of
experiences in other countries similarly and dissimilarly situated, and
through an ongoing and iterative process of consideration of a coun-
try’s plans in light of internal and external processes, including unantici-
pated shocks, and realized outcomes.!* The process of peer and partner
review can potentially make reference to global goals (eg regarding

12 For a more detailed exposition, see C Barry and S Reddy, International Trade and Labor
Standards: A Proposal for Linkage, n 3 above.

I3 Such a principle has long been recognized in international instruments which incorporate
a principle of special and differential treatment for developing countries.

4 See, eg, Sanjay Reddy and Antoine Heuty, ‘Peer and Partner Review: A Practical
Approach to Achieving the Millennium Development Goals’ (2005) 6 Journal of Human
Development 399-420. Such a method could be viewed as broadly in line with perspectives
of ‘democratic experimentalism’ (see for instance Charles F Sabel, ‘Dewey, Democracy and
Democratic Experimentalism’ (2012) 9 Contemporary Pragmatism 35-55; or Roberto
M Unger, Dentocracy Realized: The Progressive Alternative (London, Verso, 1998)).
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aggregate greenhouse gas emissions) in highlighting appropriate aims
for individual countries, to ensure that actions in individual countries
cumulate to desired outcomes.

3. A reward-oriented system: The trading system should be designed to
provide rewards for countries which take desirable labour and envi-
ronmental measures, as compared with the status quo ex-ante.’S Such
an approach is based on the premise that it is worthwhile for countries
to undertake such measures but that they should do so voluntarily, and
that poorer countries and poorer persons within them must be seen to
benefit from the measures, for the system to have legitimacy. It is also
based on the premise that if individual countries undertake such mea-
sures they will enable others to do so more easily (because of the exis-
tence of strategic complementarities). A reward-oriented system should
both provide an incentive for a country to undertake these actions and
aim to augment its resources to enable it better to do so. The system
can in principle accommodate rewards which take the form of addi-
tional access to trading opportunities and complementary rewards such
as financial transfers. Financial transfers can be especially important
in enabling a country to enhance labour and environmental standards
without losing their advantages in global trade by employing counter-
vailing subsidies, implemented for instance through excise tax rebates.'®

V. THE PATHWAY TO A REFORMED WORLD TRADING
SYSTEM AND THE SPECIAL ROLE OF EUROPE

The argument for an integrated approach implies that trade (or indeed
other) policies should be organized so as best to further a range of desir-
able consequences. These may be conceived broadly, for instance in terms
of consequences for the good of human beings and of nature today and in
the future. Such a formulation would imply, inter alia, that trade policies
should be designed with regard to dynamic (developmental) as well as static

15 This is of course an imperfect basis for the distinction between reward and penalty,
which involves an intrinsically normative conception of the appropriate baseline and thus
requires appropriate ancillary argumentation in order to be convincingly specified. However,
the distinction is employed here in a2 manner that contrasts deliberately with the dominant
presentation of linkage as involving ‘punishment’ because it is (wrongly) presumed to demand
the withdrawal of existing market access for non-compliant countries.

16 Such transfers would be based on the principle of ‘correcting distortions at the source’,
See the discussion in C Barry and S Reddy, International Trade and Labor Standards: A
Proposal for Linkage, n 3 above, on this application of the classic arguments of Bhagwati and
others (Jagdish Bhagwati and TN Srinivasan, ‘Optimal Intervention to Achieve Non-Economic
Objectives’ (1969) 36 Review of Economic Studies 27-38; Jagdish Bhagwati, VK Ramaswami
and TN Srinivasan, ‘Domestic Distortions, Tariffs, and the Theory of Optimum Subsidy: Some
Further Results’ (1969) 77 Journal of Political Economy 1005-13).
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objectives. The argument that the WTO system has been designed with
insufficient attention to the way in which its rules permit or restrict actions
which would have developmental benefits for countries in the long run has
been made extensively elsewhere.!” These arguments can also be thought
of as being in part ‘internal’ to the concern that trade policy should further
national income. However, the same concern with the dynamic implications
of the policy framework can be applied to a more broadly conceived range
of developmental objectives. The policy framework to be applied must take
appropriate account of such long-term consequences.

What is a possible pathway to constructing a world trading system which
serves an adequately diverse range of objectives? A starting point for answer-
ing such a question may be to recognize that the actually existing world
trading system has features which are at variance with the proposed system
in numerous respects. The global institutional regime, taken as a whole, pre-
sents an ‘unintegrated’ rather than an integrated system, furthering diverse
goals, if at all, through the uncoordinated actions of various institutions.
This stands in sharp contrast to the clear-cut recognition, in international
law, that such integration is not only permitted but demanded.!®

Europe has a potentially special role in this context, for three distinct
reasons. The first is that it, more than any other contemporary group of
nations, stands as an example of a ‘social market economy’ model, reflect-
ing the ambition of furthering diverse economic and social aims simultane-
ously, however much that model is both incomplete and under threat. The
second is that the European project is itself an example of an integrated
approach, pursuing a series of aims simultaneously within a common insti-
tutional structure, and implicitly conditioning the deriving of benefits in
specific issue areas on actions in other issue areas, although its structure is
still seen by many as unbalanced, to the extent that ‘negative integration’ by
the lowering of obstacles to trade has made far more progress than ‘positive
integration” in areas such as labour and environmental concerns.'? The third

'7 See for instance Alice. H Amsden, The Rise of ‘The Rest’: Challenges to the West from
Late-Industrializing Economies (Oxford, Oxford University Press, 2002); Ha-Joon Chang,
Kicking Away the Ladder: Development Strategy in Historical Perspective (London, Anthem
Press, 2002); Erik Reinert, How Rich Countries Got Rich ... and Why Poor Countries Stay
Poor (London, Constable and Robinson, 2007); Roberto M Unger, Free Trade Reimagined: The
World Division of Labor and the Method of Economics (Princeton NJ, Princeton University
Press, 2007).

'8 This point was recognized even by Pascal Lamy, then the Director General of the World
Trade Organisation: see Lamy, ‘The Place of the WTO in the International Legal Order’,
15 June 2008, Lecture Series of United Nations Audiovisual Library of International Law,
available on: www.wrto.org/english/news_e/sppl_e/sppl94_e. htm.

1% Various of its institutional mechanisms aim in principle to offer an iterative, learning-
oriented and open-ended approach, drawing from national and sub-national experiences in
order to facilitate common efforts to achieve desired outcomes. The Open Method of Coordina-
tion, launched in various areas after 2000, is one example of such a mechanism (see, eg, Charles
F Sabel and Jonathan Zeitlin, ‘Learning from Difference: The New Architecture of Experimen-
talist Governance in the European Union’ (2008) 14 European Law Journal 271-327).
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is that any change to the current ‘unintegrated’ system would be more likely
to result initially from developing ‘add-on’ agreements involving a subset
of countries than from comprehensive renegotiation of WTO undertakings.
While such an approach is unsatisfactory, especially where it concerns the
generation of global public goods such as greenhouse gas emissions reduc-
tions, it may provide for a more realistic beginning to a reformed world
trading system. Moreover, some aspects of the European Union’s interna-
tional trade relations with developing countries such as Aid for Trade ini-
tiatives, the successive Generalised System of Preferences scheme, and the
Cotonou Agreement, already include some relevant provisions, which may
be extended as part of a new approach to integrating diverse objectives. Of
course, both approaches can be pursued, even in parallel. The European
countries, in light of their relatively stronger social and environmental com-
mitments, constitute the most likely group to pioneer such an approach. At
the same time, in order for such an effort to be successful, and to avoid the
appearance or the reality of placing self-serving concerns before the global
common good, it is essential that its advocates focus on establishing a rule-
based and multilateral approach. They should aim to link trade to diverse
and shared goals, ground their case in common values as well as shared
interests, and promote it through global democratic processes. The current
volume: provides the essential beginning to this vital public project.
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