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10 Benefits of the WTO Trading System

B m A B R R 5 A S AR
SIGNING CEREMONY ON CHINA'S ACCESSION TO THE WT0

11 November 2001, Doha

Unit One

10 Benefits of the WTO
Trading System

With Vietnam’s accession to the WTO on January 11, 2007, the
WTO has now taken 150 members worldwide. From the money in our
pockets and the goods and services that we use, to a more peaceful
world — the WTO and the trading system offer a range of benefits,
some well-known, others not so obvious. This passage highlights 10 main
benefits of the WTO trading system. After you read it, you will have a
clearer picture of what the system actually does.

[1] Benefit 1: The system helps to promote peace.
(2] History is littered with examples of trade disputes turning into
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war. One of the most vivid is the trade war of the 1930s when countries
competed to raise trade barriers in order to protect domestic producers
and retaliate® against each other’s barriers. This worsened the Great De-
pression and eventually played a part in the outbreak of World War II.

[3] Two developments immediately after the World War II helped
to avoid a tepeat of the pre-war trade tensions. In Europe, international
cooperation developed in coal, and in iron and steel. Globally, the
General Agreement on Tariffs and Trade (GATT) was created. Both
have proved successful, so much so that they are now considerably ex-
panded—one has become the European Union (EU), the other the
World Trade Organization (WTO).

(4] But how does the WTO system help to keep peace?

[5] Sales people are usually reluctant to fight their customers. If
trade flows smoothly and both sides enjoy a healthy commercial rela-
tionship, political conflict is less likely. What’s more, smoothly-flowing
trade also helps people all over the world become better off. People who
are more prosperous and contented® are also less likely to fight.

[6] But that is not all. The GATT/WTO system is an important
confidence-builder. The trade wars in the 1930s are proof of how pro-
tectionism can easily plunge countries info a situation where no one
wins and everyone loses.

[7] Confidence is the key to avoiding that kind of no-win scenario®.
When governments are confident that others will not raise their trade
barriers, they will not be tempted to do the same. They will also be in a
much better frame of mind to cooperate with each other.

[8] The WTO trading system plays a vital role in creating and re-
inforcing that confidence. Particularly important are negotiations that
lead to agreement by consensus®, and a focus on abiding by the rules.

[9] Benefit 2: The system allows disputes to be handled con-
structively.

[10] As trade expands in volume, in the numbers of products trad-
ed, and in the numbers of countries and companies trading, there is a

2
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greater chance that disputes will arise.

{11] The increasing number of disputes brought to GATT and its
successor, the WTQ, does not reflect increasing tension in the world.
Rather, it reflects the closer economic ties throughout the world, the
GATT/WTQ’s expanding membership and the fact that countries have
faith in the system to solve their differences.

(12] Around 300 disputes have been brought to the WTO since it

was set up in 1995. Without a means of tackling these constructively

and harmoniously, some could have led to more serious political con

flict, because the WTO trade rules include an obligation for members

to _bring their disputes to the WTO for negotiation and not to act

unilaterally®.

[13] Sometimes the exchanges between the countries in conflict can
be acrimonious, but they always aim to conform to the agreements and
commitments that they themselves negotiated.

[14] Benefit 3:A system based on rules rather than power
makes life easier for all.

[15] Decisions in the WTO are made by consensus. The WTO
agreements were negotiated by all members, were approved by consen-
sus and were ratified® in all members’ parliaments. The agreements ap-
ply to everyone. Rich and poor countries alike have an equal right to
challenge each other in the WTO dispute settlement procedures. This
non-discrimination principle of the WTQ system makes life easier for
all, in several different ways.

[16] Smaller countries can enjoy some increased bargaining pow-
er. They would be able to resist unwanted pressure that might de unilat-
erally imposed by more powerful countries. In addition, smaller countries
can perform more effectively if they make use of the opportunities to
Jform alliances and to pool® resources. Several are already doing this.

economic powers can use the single forum® of the WTO to negotiate

with all or most of their trading partners at the same time. This makes

3
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life much simpler for the bigger trading countries. The alternative
would be continuous and complicated bilateral ® negotiations with
dozens of countries simultaneously®, which would lead to different trad-
ing conditions for each of its trading pariners, making life extremely
complicated for its importers and exporters.

[18] Benefit 4: Freer trade cuts the cost of living.

[19] The WTO system lowers trade barriers through negotiation and
applies the principle of non-discrimination. The result is reduced costs
of production (because imports used in production are cheaper) and re-
duced prices of finished goods and services, and ultimately a lower cost
of living.

[20] There are plenty of studies showing just what the impacts of
protectionism and of freer trade are. Here are some figures:

When you protect your agriculture, the cost of your food goes up —
by an estimated $1,500 per year for a family of four in the EU; by the
equivalent of a 51% tax on food in Japan (1995); by $3 billion per year
added to US consumers’ grocery bills just to support sugar in one year
(1988). Import restrictions and high customs duties combined to raise
US textiles and clothing prices by 58% in the late 1980s. UK con-
sumers pay an estimated £500 million more per year for their clothing
because of such restrictions. For Australians it would be A$300 annu-
ally per average family if Australian customs duties had not been re-
duced in the late 1980s and early 1990s. The same goes for other goods
and services. If Australia had kept its tariffs at 1998 levels, Australian
customers would pay on average A$2,900 more per car today. Liberal-
ization® in telephone services is making phone calls cheaper — in the
1990s by 4% per year in developing countries and 2% per year in in-
dustrial countries ...

[21] With more rounds of trade negotiations under the WTO, trade

barriers around the world are becoming lower than they have ever

been in modern trading history. They continue to fall, and we are all
benefiting.




[22] Benefit 5: It gives consumers more choice, and a broader
range of qualities to choose from.

[23] Think of all the things we can now have because we can im-
port them: fruits and vegetables out of season, foods, clothing and other
products that used to be considered exotic®, cut flowers from any part of
the world, all sorts of household goods, books, music, movies, and so on.

[24] Think also of the things people in other countries can have
because they buy from us or elsewhere. Look around and consider all
the things that would disappear if all our imports were taken away. Im-
ports allow us more choice — both more goods and services to choose
from, and a wider range of qualities. Even the quality of locally-pro-
duced goods can improve because of the competition from imports.

[25] If trade allows us to import more, it also allows others to buy
more of our exports. It increases our incomes, providing us with the
means of enjoying the increased choice.

[26] Benefit 6: Trade raises incomes.

[27] Lowering trade barriers allows trade to increase, which adds
to incomes — national incomes and personal incomes.

[28] This is true. According to the WTO estimates, the impact of
the 1994 Uruguay Round was between $109 billion and $510 billion
added to world income. More recent research has produced similar fig-
ures. In Europe, the EU Commission calculates that over 1989~1993
EU incomes increased by 1.1~1.5% more than they would have done
without the Single Market.

[29] So trade clearly boosts incomes. Trade also poses challenges
as domestic producers face competition from imports. But the fact that
there is additional income means that resources are available for govern-
ments to redistribute® the benefits from those who gain the most — for
example to help companies and workers adapt by becoming more pro-
ductive and competitive in what they were already doing, or by switch-
ing to new activities,

[30] Benefit 7: Trade stimulates economic growth, and that
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can be good news for employment.

[31] Trade clearly has the potential to create jobs..In practice there
is often factual evidence that lower trade barriers have been good for
employment.

[32] But the picture is complicated by a number of factors. For
example, technological advance has also had a strong impact on em-
ployment and productivity, benefiting some jobs, hurting others. While
trade clearly boosts national income (and prosperity), this is not always
translated into new employment for workers who lost their jobs as a re-
sult of competition from imports.

[33] What’s more, the picture is not the same all over the world.
The average length of time a worker takes to find a new job can be
much longer in one country than for a similar worker in another country
experiencing similar conditions. In other words, some countries are bet-
ter at making adjustment than others. This is partly because some coun-
tries have more effective adjustment policies. Those without effective
policies are missing an opportunity.

[34] Even when a country has difficulty making adjustments, pro-
tectionism is not the way to tackle employment problems. In the early
1980s, trade barriers designed to protect US jobs by restricting imports
from Japan ended up making cars more expensive in the US, so fewer
cars were sold and jobs were lost. An attempt to tackle a problem in the
short term by restricting trade finally turned into a bigger problem in
the longer term. ‘

[35] Benefit 8: The basic principles make the system econom-
ically more efficient, and they cut costs.

[36] Trade allows a division of labor between countries. It allows

resources to be used more appropriately and effectively for production.

But the WTO trading system offers more than that. It helps to increase

efficiency and to cut costs even more because of imporiant principles
enshrined in the system.

[37] Imagine a situation where each country sets different rules and

6
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different customs duty rates for imports coming from different trading
partners. Imagine that a company in one country wants to import copper
for production. Thus, buying some copper would become very compli-
cated because the company needs to look at the different prices offered
by suppliers globally, different duty rates charged on the imports, and
the regulations that apply to imports from each country.

[38] That, in simple térms, is one of the problems of discrimi-
nation. Imagine now that the government announces it will charge
the same duty rates on imports from all countries and use the same
regulations for all products, no matter where they come from, whether
imported or locally produced. Life for the company would be much sim-
pler. Sourcing components would become more efficient and would cost
less.

[39] Such non-discrimination rule is just one of the key principles
of the WTO system. Others include transparency, increased certainty
about trading conditions, simplification and standardization of customs
procedure, removal of red tape, centralized databases of information,
and other trade facilitation® measures.

[40] Together, these principles make trading simpler, cutting com-
panies’ costs and increasing confidence in the future. That in turn also
means more jobs and better goods and services for consumers.

[41] Benefit 9: The system shields governments from narrow
interests.

[42] The GATT/WTO system evolved in the second half of the
20th century helps governments take a more balanced view of trade
policy.

[43] Superficially, restricting imports looks like an effective way of
supporting an economic sector. But it biases the economy against other
sectors which shouldn’t be penalized®— if you protect your clothing in-
dustry, everyone else has to pay for more expensive clothes, which puts
pressure on wages in all sectors, for example. Protectionism can also es-
calate® as other countries retaliate by raising their own trade barriers.

7
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That’s exactly what happened in the 1920s and 30s with disastrous
effects. Even the sectors demanding protection ended up losing.

[44] Therefore, governments need to be armed against pressure
from narrow interest groups, and the WTO system can help. So, if during
a WTO trade negotiation one pressure group lobbies its government to
be considered as a special case in need of protection, the government
can reject the protectionist pressure by arguing that it needs a broad-
ranging agreement that will benefit all sectors of the economy.

[45] Benefit 10: The system encourages good government.

[46] Under WTO rules, once a commitment has been made to lib-
eralize a sector of trade, it is difficult to reverse. The rules also discour-
age a range of unwise policies.

[47] Protectionism in general is an unwise practice because of the
damage it causes domestically and internationally, as we have already
seen. Particular types of trade barriers also cause damage because they
provide opportunities for corruption and other forms of bad government.

[48] One kind of trade barrier is the quota. Because quotas limit
supply, they artificially raise prices, creating abnormally large profits.
That profit can be used to influence policies because more money is

available for lobbying. It can also provide opportunities for corruption,
for example in the allocation? of quotas among traders. There are plenty
of cases where that has happened around the world.

[49] Governments have agreed through the WTO rules that their

use should be discouraged. Nevertheless, quotas of various types remain

in use in most countries, and governments argue strongly that they are
needed. But they are controlled by WTO agreements and there are com-
mitments to reduce or eliminate many of them, particularly in textiles.
[50] Therefore, for business, the WTO member’s commitment not
to backslide into unwise policies means greater certainty and

clarity about trading conditions. For governments, it can often mean good
discipline.
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Vocabulary

@ retaliate v. to return like for like, especially evil for evil
@ contented a. satisfied with things as they are

® scenario n. G

@ consensus n. general agreement

® unilaterally ad. performed or undertaken by only one side
© ratify v. NF[; ERX AH

@ poolv.  Hsh dkx

forum n.  83E;1TIES

@ bilateral a. pu§n:]

@0 simultaneously ad. vl it 3

@ liberalization n. B e b ;i 58 RR )

@ exotic a. from another part of the world; foreign

@ redistribute . to deliver again in a different way; to reallocae.
@ facilitation n. 51k

@ penalize v. Rb 59 48 4L TF R F HAE

@0 escalate v. IR ; F+ &

@ allocation n. ST

Notes

1. be littered with: /5 &

2. trade dispute: % 5 $ %

3. trade barrier: W5 B2

4. the Great Depression: K7 & (#81929~1939F x4 FEEMAMERNEF
iB)

. General Agreement on Tariffs and Trade: 28 % % & V) 2 , # 48 #% HGATT

. the European Union: Bk 32

. the World Trade Organization: ﬁ_i‘ﬁ HEHR, HFEHRAWTO

. plunge ... into: {-----+ BEA

. abide by: M ; B

10. conform to: & & ; # F8

11. dispute settlement procedure: 4+ 3 % 12 7
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