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LEARNING OBJECTIVES OF CHAPTER 7

The main goals of this chapter are to:

1. Provide a history of the development of the current world trading system, leading to a better  

  understanding of the current international trade framework.

2. Explain the functioning, the achievements and the problems faced by the General 

    Agreement on Tariffs and Trade (GATT).

3.  Outline the new features of the World Trade Organization (WTO). 

4.   Examine the prospects of the multilateral trade system

5. Outline the progress and prospects of the liberalisation of FDI

LECTURE OUTLINE OF CHAPTER 7

A. INTRODUCTION

1. The international trade framework that has evolved consists of the following broad categories of agreements:

· Global arrangements directed toward multilateral trade expansion on a non-discriminatory basis (e.g. GATT/WTO).

· Global arrangements directed toward international income redistribution, assistance to trade and development of developing countries (e.g. UNCTAD).

· Regional arrangements (e.g. the European Union, NAFTA, AFTA, MERCOSUR etc).

· Commodity - product arrangements that focus on the stabilisation of the international markets of specific products or commodities (e.g. wheat, sugar, tin, dairy products, crude oil etc.)

· Bilateral trading arrangements that may or may not involve international agencies (e.g. "voluntary export restraints").

2. This chapter will focus on the multilateral framework for trade and investment, while Chapter 8 will cover the regional and bilateral agreements.

3. The commodity arrangements have failed to achieve their market stabilisation objective and are now at best an administrative forum for the exchange of information on production, consumption, trade, prices, and policies.

B. DEVELOPMENT OF THJE WORLD TRADING SYSTEM

1. The first records of extensive trading networks in the world are from the Egyptian, Phoenician, Greek, and Roman civilizations

2. Many of the practices associated with trading (e.g. banking, double-entry bookkeeping, bills of exchange, tariffs, marketing and commercial organizations) have been introduced during the 15th and 16th century. The 17th century saw the growth of restrictive policies that later came to be known as mercantilism

3. The theory and practice of free trade is associated with the beginnings of the Industrial revolution and the work of Adam Smith and David Ricardo in the late 18th century- early 19th century. The free trade concept reflected Great Britain’s dominance of world manufacturing and trade.

4. Due to the heavy effects of the World Economic Depression, almost all nations sought to protect their domestic production by imposing tariffs, raising existing ones, and setting quotas on foreign imports. The period between 1913 and 1950 is noted by economic historians as the period with the lowest average economic growth rate since 1820, and also the only period over at least 250 years, where trade grew at a slower rate than GDP.

5. GATT and other international economic organizations like the IMF, the World Bank, were the result of the post-war free trade movement. In the first seven ‘Rounds’, GATT achieved visible successes in the tariff liberalisation, accompanied by a strong growth of the world trade in terms of volume and value. The world trading system ‘managed’ by GATT was generally limited to manufactured goods

6. The Uruguay Round has extended the global rules to new sectors such as services, agriculture, and intellectual property and has enhanced the monitoring and enforcing mechanisms of the world trading system through the creation of the World Trade organization (WTO). Good progress has been achieved in the reduction of tariff bindings and of quantitative restrictions in the overprotected sector of textiles and clothing.

7. However, after the completion of the Uruguay Round, the world economy and some of the major economies such as the US and Japan started to show a number of strains. It became obvious that the world trading system still had some ‘unfinished business’ to complete, especially in the areas of agriculture and services.

8. In November 2001 in Doha (Qatar) the WTO member countries agreed on a new round with a 7-group structure and a 3-year time-table.

PRACTICE ACTIVITIES

True-False Questions 

	1. GATT's ‘most-favoured nation clause’ means that each contracting party is required to treat all contracting parties in the same way that it treats its ‘most-favoured nation.’
	       T / F 

	2. Another  fundamental principle of GATT is protection through non-tariff barriers only
	T / F

	3. Exporters prefer to export goods to markets with bound tariffs.
	       T / F

	4. Tariff preferences granted by developed countries to developing countries are an exception from GATT’s Most-favoured nation principle.
	       T / F

	5. The first 7 GATT Rounds have mainly covered tariff reductions in the industrial sector, while the Uruguay Round added new areas of negotiations such as trade in agriculture and services.
	       T / F

	6. The process of tariffication as established by the Uruguay Round means that quotas are to be replaced by tariffs.
	       T / F

	7.The phasing-out over 1995-2005 of trade restraints in the textiles /clothing sectors will benefit significantly East Asian exporters in these sectors.
	       T / F

	8. GATS provisions are fully applied to all GATT members.
	T / F

	9. The WTO has not only a more global membership and a wider scope than GATT, but it is also better equipped to solve trade disputes among member countries.
	       T / F

	10. WTO’s Doha Round takes place in seven negotiating groups.
	       T / F

	11. UNCTAD’s prime objective has been the international redistribution of income through trade.
	       T / F

	12. A multilateral Agreement on Investment (MAI) has failed because of the opposition from the US, and from environmental and labour groups.
	T / F


Multiple Choice

1.
In relation to the GATT Rounds of multilateral negotiations, which statement below is NOT correct?

a. Since the setting up of GATT in 1947, there have been eight rounds of multilateral negotiations successfully completed, with a ninth one just under way.

b. The agricultural sector has been a permanent feature in all previous eight rounds.

c. Negotiations in the services sector were first included in the Uruguay Round.

d. The Doha Round is scheduled to take place over 3 years with all negotiations to be completed by the 1st of January 2005.

2.
In relation to tariff barriers, which statement below is NOT correct?
a. Tariffs have been negotiated in all previous GATT rounds

b. A higher proportion of tariffs was ‘bound’ before 1993 than after the completion of the Uruguay Round.

c. Tariffs on Industrial goods in developed countries have been reduced after the Uruguay Round to an average of under 5 percent

d. After the Uruguay Round, about 99 percent of industrial tariffs of developed countries have been bound 

3.
In relation to trade barriers, which statement is NOT true?

a. Tariffs are more transparent than non-tariff barriers such as quota.

b. Tariff protection is higher in developed countries compared to developing countries

c. Quotas under the GATT Multi-Fiber Arrangements are to be phased out in 4 steps between 01.01.1995 and 01.01.2005

d. After the Uruguay Round, developing countries such as India, South Korea, and Singapore were committed to reduce their tariffs by over 50 per cent 

4. In relation to the liberalisation of FDI, which statement is the most correct?

a. International organizations such as the OECD, the WTO and the UNCTAD have among their core objectives the global liberalisation of foreign direct investment.

b. For some services like retail banking exporting and direct investment are equal market entry methods for companies involved in international business.

c. The Multilateral Agreement on Investment (MAI) has been opposed by the US for its too many exceptions which would weaken its powers.

d. In contrast, the MAI was supported by environmental and labour groups.
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