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Chapter 1

Understanding the WTO'

The World Trade Organization (WTO) began life on 1 January 1995, but
its trading system is half a century older. Since 1948, the General Agreement on
Tariffs and Trade (GATT) had provided the rules for the system. It did not
take long for the General Agreement to give birth to an unofficial, de facto
international organization, also known informally as GATT. Over the years
GATT evolved through several rounds of negotiations. The last and largest
GATT round, was the Uruguay Round which lasted from 1986 to 1994 and led
to the WTO’s creation. Whereas GATT had mainly dealt with trade in goods,
the WTO and its agreements now cover trade in services, and in traded
inventions, creations and intellectual property.

Over the past 60 years, the WTO and its predecessor organization the
GATT have helped to create a strong and prosperous international trading
system, thereby contributing to unprecedented global economic growth. The
WTO currently has 164 members, of which 117 are developing countries or
separate customs territories. WTO activities are supported by a Secretariat of
some 700 staff, led by the WTO Director-General. The Secretariat is located in
Geneva, Switzerland, and has an annual budget of approximately CHF 200
million ( $180 million, €130 million). The three official languages of the
WTO are English, French and Spanish.

WTO is an organization for liberalizing trade. It is a forum for

governments to negotiate trade agreements, a place for them to settle trade

@  See https://www. wto. org, accessed on 20 December 2016.
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disputes, and it operates a system of trade rules. Indeed, the WTO provides a
forum for negotiating agreements aimed at reducing obstacles to international
trade and ensuring a level playing field for all, thus contributing to economic
growth and development. The WTO also provides a legal and institutional
framework for the implementation and monitoring of these agreements, as well
as for settling disputes arising from their interpretation and application. The
current body of trade agreements comprising the WTO consists of 16 different
multilateral agreements, to which all WTO members are parties, and two
different plurilateral agreements, to which only some WTO members are
partics. WTO membership means a balance of rights and obligations.

Decisions in the WTO are generally taken by consensus of the entire
membership. The highest institutional body is the Ministerial Conference,
which meets roughly every two years. A General Council conducts the
organization’s business in the intervals between Ministerial Conferences. Both
of these bodies comprise all members. Specialised subsidiary bodies (Councils,
Committeess Sub-committees) s also comprising all members, administer and
monitor the implementation by members of the various WTO agreements.

As a place where member governments go, to try to sort out the trade
problems they face with each other, the first step is to talk. The WTO was born
out of negotiations, and everything the WTO does is the result of negotiations.
The bulk of the WTO'’s current work comes from the 1986—94 negotiations
called the Uruguay Round and earlier negotiations under the GATT. The WTO
is currently the host to new negotiations, under the “Doha Development
Agenda” launched in 2001. Where countries have faced trade barriers and
wanted them lowered, the negotiations have helped to liberalize trade. But the
WTO is not just about liberalizing trade, and in some circumstances its rules
support maintaining trade barriers— for example to protect consumers or prevent
the spread of disecase. More specifically, the WTQO’s main activities include:

* negotiating the reduction or elimination of obstacles to trade (import
tariffs, other barriers to trade) and agreeing on rules governing the conduct of
international trade (e.g. antidumping, subsidies, product standards, etc.)

* administering and monitoring the application of the WTO’s agreed rules for

trade in goods, trade in services, and trade-related intellectual property rights
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* monitoring and reviewing the trade policies of our members, as well as
ensuring transparency of regional and bilateral trade agreements

* settling disputes among our members regarding the interpretation and
application of the agreements

* building capacity of developing country government officials in
international trade matters

* assisting the process of accession of some 30 countries who are not yet
members of the organization

* conducting economic research and collecting and disseminating trade data
in support of the WTQO’s other main activities

* explaining to and educating the public about the WTO, its mission and
its activities.

At its heart are the WTO agreements, negotiated and signed by the bulk of
the world’s trading nations. These documents provide the legal ground-rules for
international commerce. They are essentially contracts, binding governments to
keep their trade policies within agreed limits. Although negotiated and signed by
governments, the goal is to help producers of goods and services, exporters, and
importers conduct their business, while allowing governments to meet social and
environmental objectives.

The system’s overriding purpose is to help trade flow as freely as possible—
so long as there are no undesirable side-effects—because this is important for
economic development and well-being. That partly means removing obstacles.
It also means ensuring that individuals, companies and governments know what
the trade rules are around the world, and giving them the confidence that there
will be no sudden changes of policy. In other words. the rules have to be
“transparent” and predictable. The WTO also helps to settle disputes. Trade
relations often involve conflicting interests. Agreements, including those
painstakingly negotiated in the WTO system, often need interpreting. The most
harmonious way to settle these differences is through some neutral procedure
based on an agreed legal foundation, which certainly is the purpose behind the

dispute settlement process written into the WTO agreements.
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[ . Principle of the Trade System

The WTO is the primary organization in the field of economic globalization
and is the only global international organization dealing with the rules of trade
between nations, whilst the WTO agreements govern the rights of governments
to regulate international trade in goods and services and requires them to protect
intellectual property. The WTO also has an active dispute scttlement system
which, since 1995, has produced a substantial jurisprudence.

The WTO agreements are lengthy and complex because they are legal texts
covering a wide range of activitics. @ They deal with: agriculture, textiles and
clothing, banking, telecommunications, government purchases, industrial
standards and product safety, food sanitation regulations, intellectual property,
and much more. But a number of simple; fundamental principles run
throughout all of these documents. These principles are the foundation of the
multilateral trading system, which affirm the trading system should be

* without discrimination—a country should not discriminate between its
trading partners (giving them equally “most-favoured-nation” or MFN status)
and neither should it discriminate between its own and foreign products,
services or nationals (giving them “national treatment”) ;

* freer—barriers coming down through negotiation;

* predictable—foreign companies, investors and governments should be
confident that trade barriers (including tariffs and non-tariff barriers) should
not be raised arbitrarily; tariff rates and market-opening commitments are
“bound” in the WTO;

* more competitive—discouraging “ unfair” practices such as export
subsidies and dumping products at below cost to gain market share;

* more beneficial for less developed countries—giving them more time to
adjust, greater flexibility, and special privileges.

i.e. The WTO’s founding and guiding principles remain the pursuit of

open borders, the guarantee of MFN principle and non-discriminatory treatment

@ See Mitsuo Matsushita, “A View on Future Roles of the WTQ; Should There Be More Soft
Law in the WTO"”, Journal of International Economic Law, Vol. 17, Issue 3 (2014), pp. 701—[i].
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by and among members, and a commitment to transparency in the conduct of its
activities. The opening of national markets to international trade, with
justifiable exceptions or with adequate flexibilities, will encourage and
contribute to sustainable development, raise people’s welfare, reduce poverty,
and foster peace and stability. At the same time, such market opening must be
accompanied by sound domestic and international policies that contribute to
economic growth and development according to each member’s needs and

aspirations. A closer look at these principles:

1. Trade Without Discrimination

This principle consists of two parts, MFN and national treatment, i. e.
treating other people equally, and treating foreigners and locals equally. Under
the WTO agreements, countries cannot normally discriminate between their
trading partners. Grant someone a special favour (such as a lower customs duty
rate for one of their products) and you have to do the same for all other WTO
members. This principle is known as MFN treatment, which sounds like a
contradiction. It suggests special treatment, but in the WTO, it actually means
non-discrimination—treating virtually everyone equally. Each member treats all
the other members equally as “most-favoured” trading partners. If a country
improves the benefits that it gives to one trading partner, it has to give the same
“best” treatment to all the other WTO members so that they all remain “most-
favoured”. MFN status did not always mean equal treatment. The first bilateral
MEN treaties set up exclusive clubs among a country’s “most-favoured” trading
partners. Under GATT and now the WTO, the MFN club is no longer
exclusive. The MFN principle ensures that each country treats all its fellow
members equally.

MEN is so important that it is the first article of the GATT, which governs
trade in goods. MFN is also a priority in the General Agreement on Trade in
Services (GATS) (Article 2) and the Agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS) (Article 4), although in each agreement
the principle is handled slightly differently. Together, those three agreements
cover all three main areas of trade handled by the WTO.

Some exceptions are allowed. For example, countries can set up a free trade

agreementthat applies only to goods traded within the group—discriminating
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against goods from outside. Or they can give developing countries special access
to their markets. Or a country can raise barriers against products that are
considered to be traded unfairly from specific countries. And in services,
countries are allowed, in limited circumstances, to discriminate. But the
agreements only permit these exceptions under strict conditions. In general,
MFN means that every time a country lowers a trade barricer or opens up a
market, it has to do so for the same goods or services from all its trading
partners—whether rich or poor, weak or strong.

Imported and locally produced goods should be treated equally—at least
after the foreign goods have entered the market. The same should apply to
foreign and domestic services, and to foreign and local trademarks. copyrights
and patents. This principle of “national treatment” (giving others the same
treatment as one’s own nationals) is also found in all the three main WTO
agreements (Article 3 of GATT, Article 17 of GATS and Article 3 of TRIPS) ,
although once again the principle is handled slightly differently in cach of these.
National treatment only applics once a product, service or item of intellectual
property has entered the market. Therefore, charging customs duty on an
import is not a violation of national treatment even if locally-produced products

arc not charged an equivalent tax.

2. Freer Tradethrough Negotiation

Lowering trade barriers is one of the most obvious means of encouraging
trade. The barriers concerned include customs duties (or tariffs) and measures
such as import bans or quotas that restrict quantities sclectively. From time to
time other issues such as red tape and exchange rate policies have also been
discussed.

Since GATT’s creation in 1947—48 there have been nine rounds of trade
negotiations. At first these focused on lowering tariffs (customs dutics) on
imported goods. As a result of the negotiations, by the mid-1990s industrial
countries’ tariff rates on industrial goods had fallen steadily to less than 4% . But
by the 1980s, the negotiations had expanded to cover non-tariff barriers on
goods, and to the new areas such as services and intellectual property.

Opening markets can be beneficial, but it also requires adjustment. The

WTO agreements allow countries to introduce changes gradually, through



