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AUTHOR’S NOTE AND ACKNOWLEDGMENTS

Having written two books about the International Monetary Fund, and now this one about the World Trade Organization, I suppose I can lay claim to being the world’s foremost author of behind-the-scenes accounts about vaguely sinister international economic institutions with three initials. This specialty, I’ll admit, is an acquired taste. But in the process of covering trade as part of my beat at the Washington Post, I became increasingly convinced that the WTO, like the IMF, is a tremendously important institution deserving of thorough journalistic dissection, and that behind the Doha Round’s ups and downs lay many dramas of both individual and collective significance. In addition, I realized that the WTO offers an ideal prism through which to illuminate many of the pluses and minuses of globalization, as the trade body is arguably the most essential element in the glue that holds the globalized economy together. So when the Post offered a generous buyout in 2006 to senior staff members, I accepted and began work on this book as journalist in residence in the Global Economy and Development Program at the Brookings Institution, at the gracious invitation of Lael Brainard, the program’s director.

Except for Antarctica, which has yet to emerge as a major power in the WTO, I traveled to all the world’s continents in the process of gathering material for the book. Along the way, I benefited enormously from the kindness of friends, strangers, and sources who helped make my journeys both productive and memorable.

A few examples: In my efforts to gain the perspective of French farmers, I stayed with my old friend Blair Pethel, who has chucked journalism to start a new and amazing life as a vintner in Burgundy. Not only did Blair put me up at his wondrous seventeenth-century home in the town of Beaune, but he also arranged interviews with his farmer neighbors and interpreted for me as well.  To glean insight into the background of Kamal Nath, the Indian trade minister, I hitched a ride on Nath’s private jet on a weekend visit to the impoverished district that he represents in Parliament, where we flew around to villages on his helicopter and where—in perhaps the most unforgettable experience related to my research—I was nearly squished several times amid mobs of his frenzied constituents. In Livingstone, Zambia, where I ventured in search of an example of how developing-country businesses are often frustrated by logistical problems in global markets, Ron Parbhoo sacrificed his usual Sunday golf outing to meet me for an interview on the banks of the Zambezi River, with clouds of mist from Victoria Falls rising nearby. And Anastasia Carayanides and Chelsey Martin of the Australian embassy in Washington arranged my inclusion in Australia’s International Media Visitors’ Program, a tour of the country for groups of journalists, which enabled me to meet Australian policymakers whom I needed to interview as well as some Asia-Pacific trade officials at a meeting in Cairns. As a rule I don’t accept such government-financed trips, but I felt comfortable making an exception for the Aussies. Although centrally involved in key WTO negotiations, Australian officials did not figure to be prominent targets of either praise or blame in this book.

When I embarked on the project, I already had some material in my files from my coverage of a few WTO meetings and from stories I had written about various trade-related controversies. But gathering the information that constitutes the core of the book required interviews with more than 150 people, including current and former officials of the WTO Secretariat, current and former trade negotiators from numerous WTO member governments, business lobbyists, congressional staffers, and representatives of nongovernmental organizations. I also interviewed dozens of farmers, workers, and businesspeople in various countries to help illustrate abstract concepts and complex trade issues with real-life examples.

My profound thanks go to all those who took the time to help make my book as accurate and comprehensive as possible, especially the substantial number of people who endured multiple interviews and follow-up questions. In this regard I owe special acknowledgement to Keith Rockwell, the WTO’s spokesman, for facilitating interviews with many of his colleagues in Geneva and encouraging them to be open with me. During the course of this project, Keith became a great friend.

With a few exceptions, “deep background” rules applied to the interviews conducted with policymakers, negotiators, and other sources knowledgeable about key events, which meant I could use the information but could not quote interviewees or cite them as sources unless granted permission to do so. Many  sources were understandably reluctant to be quoted on sensitive matters, in part because some of the top policymakers involved continue to hold important jobs. To the greatest extent possible, I have attributed quotes by name, but I trust readers will understand that in certain cases this proved infeasible, and I hope they can accept my assurances that unattributed material has been carefully researched and checked. I obviously had to remain vigilant against accepting self-serving accounts of events, and I sought to cross-check information with as many sources as possible.

A list of interviewees appears in the “Notes” section at the end of the book, including those who were quoted on the record plus those who were interviewed on deep background and who later granted permission to be listed as sources for the book.

A number of interviewees shared notes of key meetings in which they had participated—sometimes by letting me sift through their notes myself, sometimes by laboriously reading through their scribblings that they knew only they could decipher. I am immensely grateful to these people, who for obvious reasons shall not be named, for enabling me to write a much more authoritative narrative. They recognized that, given a decent interval between the publication of the book and the events in question, little harm would result from their disclosure of this information, and that the cause of historical accuracy would be well served by my being able to rely on contemporaneous records rather than the hazy and sometimes selective memories of interested parties. For the most part, when people are quoted as saying things in closed-door meetings, their words come directly from notes taken by participants, unless otherwise specified in the narrative or in the “Notes” section. On a couple of occasions, I have simply quoted people as having said things based on information gleaned from interviews, because the memories of those who were present are so vivid and the information has been corroborated by other sources. But in general, when I didn’t have notes, transcripts, memos, or other contemporaneous sources of information, I paraphrased what people said rather than put their remarks in quotes.

Being a U.S. citizen based in Washington, I wanted to make sure I got a fair and balanced picture of the events I was chronicling from sources other than the American trade negotiators who were close at hand. That was the main reason for my extensive travels, which in addition to France, India, Zambia, and Australia included Brazil, South Africa, Beijing, Tokyo, Brussels, Amsterdam, London—and, of course, several visits to Geneva. Although space limitations prevent me from providing details, I wish also to thank the following people for skilled assistance and assorted acts of warmheartedness concerning the  international portion of my research: Sukhmani Singh, Inderjit Singh Jaijee, Karuna Javaji, Mitra Kalita, Ch. Sathyam, Ameet Nivsarkar, Sudhanva Sundararaman, Col. S. V. Ramachandran, Ed Luce, Bart Fisher, Cora Wong, Brian Wu, Joe Nkole, Tim Carrington, Bob Liebenthal, John Fynn, Paulo Sotero, Cristiano Romero, Gabriela Antunes, Alessandro Prieto, Pedro de Camargo Neto, Andréa Ferrari, Elza Sapucaia, George Firmeza, Ron Sandrey, Nick Vink, Mohammad Karaan, Jayne Ferguson, Jane Smith, Neil Smail, and Darrell Morris.

My decision to join Brookings’ Global Economy and Development Program was a stroke of good fortune. Lael Brainard made generous provisions for my accommodation at Brookings and also offered wise counsel about how I should approach the book. Her staff, including Raji Jagadeesan, Anne Smith, Ann De-Fabio Doyle, Sun Kordel, Amy Wong, and Yamillett Fuentes provided extremely helpful support in their varied areas of expertise. My colleagues in “Global” have been a pleasure to work with, and Brookings has been a terrifically stimulating and nurturing environment.

Friends in journalism often ask how I’m financially able to do books on these sorts of topics, given that my prospects of hitting the best-seller lists or garnering a movie contract are, shall we say, tenuous. The answer is that I couldn’t possibly manage without the beneficence of foundations whose aims include informing the public debate on issues of global import. The Smith Richardson Foundation, which provided funding for both my previous books, bestowed hugely welcome support on this one too, as did the William and Flora Hewlett Foundation. I want to express my profound gratitude to both these foundations, especially to Allan Song at Smith Richardson and to Ann Tutwiler, who shepherded my project at Hewlett before moving on to join the Obama administration. Al once again came through with incisive advice when I was drawing up my proposal, which greatly aided in focusing my approach to the whole subject. Ann, who is an expert in trade, agriculture, and development, provided very helpful guidance throughout the project on issues large and small. In the final months, I was obliged to solicit extra funding because the Doha Round negotiations were dragging on much longer than I had expected at the outset, and at that point Hewlett provided a supplemental grant, together with the German Marshall Fund (GMF) of the United States, making it possible for me to finish the book properly. To Joe Guinan, Nicola Lightner, and their colleagues at GMF, I am also deeply appreciative, not only for the grant but for many insights that helped me get my arms around the material.

I. M. “Mac” Destler, whose American Trade Politics sets an impossibly high bar for anyone else seeking to write on the history of trade, read several of my early chapters and helped me avoid making embarrassing goofs in print. Having said that, I am of course responsible for any errors and omissions that remain. A number of other academics and trade lawyers with whom I consulted are included in the list of interviewees. I would be remiss in failing also to mention several people who assisted me in other ways at various points, including Eric Schnapper, Jason Sykes, Daniel Pruzin, Philippe Ries, Jerry Hagstrom, Ann Hornaday, and Laine Kaplowitz.

Is there a book editor in the entire world who has a more pleasant way than Clive Priddle does of inducing an author to make major improvements in a manuscript that has been slaved over? I can’t imagine that there is. Clive, who edited one of my previous books, was the main reason I once again sought out PublicAffairs as my publisher; I’m very glad I did, because I need editing that is both strong and congenial, and from Clive that’s exactly what I got. Kathy Delfosse did a masterful job of copyediting, coming up with elegant wording that I hadn’t been able to generate on my own for many difficult passages. And Tom Wells meticulously produced the index. It has been an honor to have my work included in the “good books about things that matter” that PublicAffairs publishes, and for that I salute all my friends at PublicAffairs, who also include publisher Susan Weinberg, founder and editor-at-large Peter Osnos, managing editor Melissa Raymond, publicist Tessa Shanks, and assistant editor Niki Papadopoulos.

Finally, family matters: I thank my daughter, Nina, for going on her junior year abroad to Bologna, and my son, Nathan, for doing the same in Vienna, because that gave me extra incentive to fly to Geneva for research, happy in the knowledge that I could combine my trips with visits to my sorely missed offspring. I also thank sons Dan and Jack, now eight and six, respectively, for taking good care of their mother during my travels. Which, of course, brings me to the subject of my wife, Yoshie: When one works as hard and as long on something as I have on this book, especially given the extended absences it entailed, one obviously builds up a substantial amount of debt to one’s partner in life. Dedicating this book to Yoshie is a small token of recognition for that, and of my appreciation for many other things besides. As she well knows, though, her support and sacrifices are just a part of why she means so much to me.
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PAGING MR. BLACK

THE POSSIBILITY OF DYING AT THE HANDS OF TERRORISTS WAS WEIGHING heavily on the three dozen passengers from the U.S. government who were flying to Doha, Qatar, on November 7, 2001, for a meeting of the World Trade Organization (WTO). Less than two months had passed since the September 11 attacks on New York and Washington, D.C., and nerves were also jangling as a result of the anthrax spores sent by mail that had killed U.S. postal workers a few weeks earlier. Most of the passengers were employees of the Office of the U.S. Trade Representative, and they were unaccustomed to traveling in such luxury—the plane bearing them to Qatar was a government jet usually reserved for VIPs such as the secretary of state or secretary of defense, with plush seats and a special private area for a cabinet officer, who in this case was Robert Zoellick, the trade representative. But these were extraordinary circumstances; Zoellick and his team were flying into a war zone, which is what the Middle East had suddenly become, because combat in Afghanistan had recently gotten under way.

Many of their colleagues, offered the chance beforehand to stay home if they wished, had decided against attending the WTO meeting. The WTO had leaped to prominence two years earlier when its previous major meeting, in Seattle, Washington, was disrupted by fierce antiglobalization protests; fears abounded that the Doha meeting would offer an irresistible target for Muslim fanatics. Confidential briefings that U.S. trade officials received in Washington, D.C., about the potential threats in Qatar caused some to become so frightened that they walked out of the briefings in tears. Security experts conducting the briefings told the participants that although every possible precaution would be taken to protect the meeting, information received from intelligence sources indicated that a skilled al Qaeda truck bomber was at large in Qatar. The security officers also warned that they were worried about shoulder-fired missiles  being used to down the planes carrying trade negotiators to the Persian Gulf emirate. Many of the U.S. trade officials who decided to go to Doha adopted a fatalistic attitude. “I remember thinking, in the days before leaving home, maybe this would be it. Maybe I’d be killed,” says Joseph Papovich, who was an assistant trade representative.

Looking out the plane’s windows as they neared Qatar, the officials were unnerved to see U.S. military fighters flying alongside, and that was nothing compared to the scare they got upon landing. Only about half an hour before they touched down, a gunman with an AK-47 and body armor had attacked the Qatari military base where they were arriving, which was used by U.S. warplanes. Although the gunman had been killed—and Qatari authorities would later dismiss him as a mentally unstable loner—the security forces on the ground were unsure at the time whether he had been acting in concert with others or whether additional attacks were imminent. So the plane’s passengers were quickly herded into buses. There, they were informed of the incident by blustery, drill-sergeant-like security officers, who instructed them about what would happen if the buses came under assault on the way to the hotel: Another bus would pull alongside, and the passengers would crawl on the floor to the door, leaving all briefcases behind, and board the second bus as quickly as possible.

“If I say ‘down,’ you will get down!” bellowed a security man to the dazed trade officials in one of the buses. “Everyone tight with that?”

“Yeah,” one of the passengers was heard to mutter. “Sphincter tight.” On the long ride to the hotel in the capital city of Doha, recalls Jeffrey Bader, another of the trade officials, “there was dead silence, the entire drive in. Just dead silence.”

Besides the group from the U.S. government, many of the other participants in the WTO meeting—2,600 official delegates, 800 journalists, and 400 representatives of business and nongovernmental organizations (NGOs)—were also girding for danger in Doha. Japan was sending a medical team for its trade negotiators, and Taiwan was providing its thirty-three-member delegation with gas masks and antibiotics to combat anthrax. As for the bureaucrats at the WTO’s headquarters in Geneva, a number had declined to go. Of those who did go, some insisted upon—and the WTO provided—a special life insurance policy, so that at least their families would be taken care of in the event of their deaths. Indeed, much consideration had been given in the weeks prior to the meeting about moving it to Singapore or some other seemingly safer venue. That idea had been quashed by Vice President Richard Cheney after he received a phone call from the emir of Qatar, an important U.S. ally, who was adamant about hosting the meeting as planned.

So just getting to Doha was no small achievement. And now the delegates, representing the WTO’s 142 member countries, faced an immense and difficult task as they settled in for the meeting, which was scheduled to last five days. Their mission was to decide whether, and under what terms, to launch a “round”—that is, a series of negotiations, which would take place over several years—aimed at reaching an agreement to lower trade barriers and to reform the rules of the global trading system. The system had undergone eight of these during the post-World War II era; the most recent, the Uruguay Round, lasted from 1986 to 1994, and the one prior to that, the Tokyo Round, lasted from 1973 to 1979.

There was broad concurrence in Doha that the top priority of any new negotiations must be to bestow more of the benefits of globalization on developing countries, and especially on the 2.8 billion people in the developing world who were still scraping by on less than two dollars a day. The main question before the meeting—and it was contentious—was what specific subjects and goals the talks ought to address.

During the weeks and months prior to the meeting, exhortations had abounded about the importance of reaching agreement to launch a round. In part, that reflected the need to show international solidarity in the wake of 9/11; a trade round, the Financial Times observed, “is increasingly considered essential for symbolic and psychological reasons as much as for economic ones,” because it “would send a powerful political signal of countries’ determination to make common cause in the face of adversity.” Others said an accord at Doha could help ward off global recession. No less an authority than Federal Reserve Board chairman Alan Greenspan told a Senate committee that a successful round would “significantly enhance world economic growth.”

But the main emphasis was on the need to start work on a substantively meaningful pact so that the countries the global system had left behind would have greater opportunities to share in the gains. Mike Moore, the WTO’s director-general, had underlined the significance of the challenge in a speech on October 9: “Trade is a key engine for growth, but currently developing country products face many obstacles in rich country markets,” Moore said. “By opening these markets, we can help lift millions of people out of poverty. And the most effective way to achieve these market openings is by launching a new round.” Expressing similar sentiments was the antipoverty group Oxfam, which—while offering a different vision from Moore’s of how the round should proceed—said in a briefing paper: “Improved access to northern markets would help to create employment opportunities in developing countries and achieve a fairer distribution of global wealth. Trade is far more important than aid in this respect.”

Spreading globalization’s bounty to the world’s least fortunate, many world leaders argued, was no longer merely a moral imperative. The 9/11 attacks had added a crucial international-security dimension, making it all the more urgent to succeed at Doha. “Terrorism and hatred grow their strongest roots in poor soil,” Pierre Pettigrew, Canada’s trade minister, wrote in an op-ed calling for a new round. “Economic and social development in the world’s poorest nations will help to erode the hopelessness that can breed hate.” Zoellick delivered speeches and wrote op-eds making a similar argument. Often cited, by both officials and commentators, were projections by the World Bank of the degree to which the poor stood to benefit. “The World Bank estimates, over the next decade and a half, that further trade liberalization could lift 320 million people out of poverty,” editorialized the Chicago Tribune. “That’s a worthy goal for Qatar—and a potent weapon in the war against terrorism.”

Yet launching a round was hardly simple. Two years earlier, WTO members had failed, in spectacular fashion, to do so at their ministerial meeting in Seattle. That meeting had broken up, with no agreement, amid discord over many of the same issues that divided nations in Doha, notably farm-trade rules and proposals to expand the WTO’s jurisdiction into such new areas as government purchases. Furthermore, the WTO operates by consensus; in theory, at least, any member country has the right to block a text from being approved, a negotiating agenda from being agreed, or a pact from going into effect. This means that in any agreement the organization reaches, each country needs to gain more in concessions from others than it gives up in concessions it makes. So the process is often likened, aptly, to a giant multidimensional chess game.

Security issues were an ever-present distraction as the meeting got under way amid fierce debate. Machine-gun-toting Qatari police and military personnel in purple camouflage protected miles of roads surrounding the Sheraton Resort and Convention Hotel, where the meeting was taking place, and at every point of entry, credentials were checked and bags were thoroughly searched. In hotels, security officials wearing traditional kaffiyeh headdresses and thobes  (traditional white robes) manned metal detectors and patrolled halls at all hours. Providing special protection for the U.S. delegation were about fifteen agents from the Naval Criminal Investigative Service (NCIS, which later gained fame in a TV series about its exploits) and a platoon of marines from the Fleet Antiterrorism Security Teams (FAST, the commandos trained for rapid deployment in case of security crises at U.S. government installations abroad). They were dressed in civilian clothing—some in suits, some in polo shirts and slacks—to avoid creating too intrusive a presence, and they declined to say what agency of the U.S. government they came from. (I was able to find out only long afterward.) Nonetheless, it was obvious from the marines’ youth, demeanor, and buzz cuts who they were, and nobody cared to press the matter, especially given the brusque manner in which they scrutinized all items carried by reporters, even pads of paper and packs of gum, before they permitted entry into press conferences conducted by U.S. officials.

American citizens attending the meeting, including journalists like me, were quietly given a password—“Paging Mr. Black”—which, if broadcast over the hotel public address system, would mean that some type of terrorist threat was materializing. We were to gather at the hotel pool for evacuation by helicopter to U.S. Navy ships patrolling some distance offshore. In one heart-stopping episode, the hotel PA system at the Ritz-Carlton, where the American delegation was staying, broadcast the words “We have an announcement . . .” and then said nothing. Many Americans were also issued special cell phones for use in an emergency. The SUVs that transported Zoellick and other U.S. officials between the Ritz and the Sheraton—about a ten-minute drive—were themselves accompanied by other bodyguard-filled SUVs that wove back and forth across the road in winding patterns around the vehicle they were protecting. Gallows humor helped ease stress; after one commotion in the halls of the convention center, Zoellick told an aide, “Just remember what [veteran Middle East negotiator] Dennis Ross told me—if you hear ‘Allah-o-akhbar,’ hit the deck.”

Tension ran especially high when delegates saw the news on November 12 that an American Airlines plane had plunged nose-first into a New York neighborhood shortly after taking off from Kennedy International Airport. Walking down the hall with the sizable security detail that followed him everywhere, Zoellick was besieged by reporters asking whether the crash was terrorist related. (It turned out to be an accident.) One particularly aggressive journalist, a woman from China, tried to push her way through the security detail; finding her way blocked by a Qatari guard, she kicked him in the shin—causing his pistol to fall from under his thobe and skitter across the floor. Thinking that the gun belonged to the woman and that she might be attacking Zoellick, security personnel grabbed him and hustled him into a nearby elevator for safety while others pounced on the gun. “Your job sucks,” Zoellick said wryly to one of the guards, NCIS special agent Ed Winslow, after he had regained his composure. “No, sir,” Winslow bantered back. “Yours does.”

Sometime early in the conference, Zoellick was informed by a security aide of intelligence indicating that the man responsible for the bombing of the U.S.S.  Cole in 2000 was heading for Doha by air. Zoellick ordered his aide to make sure the man was arrested at the airport, and over the next couple of days he  queried his aide several times about what had happened to the bomber. “Finally he told me they traced him to Beirut, and didn’t think he had come,” Zoellick recalls. “And the last part of the story that I heard was, they broke into the guy’s apartment—but it turned out to be the wrong guy.”

Battling over the terms of the WTO declaration was so intense that on November 13, the fifth and supposedly final day, the official deadline of midnight came and went without a decision about whether to launch a round, as Zoellick and his counterparts from twenty-two other countries spent the entire night in negotiations chaired by Director-General Moore. Even after that all-nighter broke up, more high-stakes haggling ensued on the fourteenth because of a serious threat by the Indian government, which had never liked the idea of a round, to withhold its support from the consensus.

At last, twenty hours into overtime, came the official announcement that the WTO was launching the “Doha Development Agenda”—or, as it would commonly be known, the Doha Round. The member nations pledged to finish a far-reaching accord by the end of 2004 that would broadly liberalize trade, with a central focus on revamping rules that had been tilted against developing countries for years. In particular, the final deal would be expected to establish new rules in agriculture, which had been largely left out of global trade negotiations even though most poor people in developing nations make their livings in rural areas. The declaration issued by the WTO envisioned that the deal would achieve “substantial improvement in market access” for farm products, and it also promised “substantial reductions” in the subsidies that rich nations pay their farmers, because the lavish government support those farmers enjoy gives them an unfair competitive advantage in global markets against their poor-country brethren.

The news drew jubilant responses from prominent leaders and commentators. Hailing the round’s potential importance in the war against terror, the  Los Angeles Times, in an editorial titled “Trade’s Peacemaking Role,” opined: “Freer trade will be a boost for poor nations like newfound U.S. ally Pakistan, which depends heavily on exports. There is ample evidence that nations that increase trade create new jobs and reduce poverty. When there is more money to build schools and provide medical care, offering the hope that life will get better, the temptations to violence and terror lessen.” Equally effusive was a statement issued by President George W. Bush, who, although welcoming the potential benefits for American workers and farmers, said, “Today’s decision offers fresh hope for the world’s developing countries. . . . It reflects our common understanding that a new trade round can give developing countries greater access to world markets, and lift the lives of millions now living in poverty.”
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Globalization moves in fits and starts, sometimes three steps forward, sometimes two steps back; sometimes at a gallop, sometimes at a crawl. It took a calamitous tumble in the autumn of 2008, as the problems stemming from irresponsible housing loans in the United States sent financial markets crashing not only on Wall Street but in Europe, Asia, and Latin America. That implosion reflected massive malfunctions in the financial side of globalization—the transnational movement of money in the form of loans, stock and bond purchases, derivative transactions, and various other flows, which has burgeoned to previously unimaginable levels in the past two decades. Rapid financial globalization has long been a subject of skepticism and a source of worry among economists. Well before the crash, many experts were pointing with alarm at the titanic sums of money traversing borders, continents, and oceans, because of the heightened risk of bubbles and panics; and they were expressing lack of confidence in the ability of international institutions to govern the global financial system effectively. Readers of my previous work are well aware that I am in sympathy with these skeptics, worriers, and confidence-lackers. My books on the financial crises of the late 1990s and the Argentine crisis at the turn of the twenty-first century took a dim view of the way financial globalization has developed.

The subject of this book is a different facet of globalization—the trading system, which involves the international movement of goods and services rather than of financial instruments. The benefits of globalized trade command a much broader consensus among economists than do the benefits of globalized finance. To be sure, disagreements may rage about the size of the gains from trade, the impact of trade on inequality, and the speed with which developing countries should liberalize, among other controversies. And the system has many wrongs that need righting; that was the rationale for the Doha Round in the first place. But among sensible and knowledgeable people, nobody disputes that, overall, the expansion of trade has been a force for growth and higher living standards. Agreement is universal that disaster would ensue from a substantial reversal in market-openness, especially if this were to take the form of an outbreak of protectionism like that of the 1930s, when the United States raised tariffs sharply under the infamous Smoot-Hawley Tariff Act, triggering a worldwide cycle of retaliation and counter-retaliation. Agreement is universal, too, that to govern the liberalization of trade and to settle disputes, a multilateral system is far superior to alternatives such as regional or bilateral arrangements among countries.

The trading system is at risk of joining the financial system in crisis. That is the central message of this book, and the story of how the system reached this parlous state will unfold in chapters to come.

Seven years of negotiations followed the WTO meeting in Doha, producing official agreement on nothing more than a skeletal outline of a final agreement. During that period, the lofty ambitions that were expressed in 2001 for a poverty-reducing trade accord became almost laughably implausible. At several junctures, gatherings of top negotiators broke up in such acrimony as to leave the viability of the Doha Round in serious doubt. The governments of major countries often bowed to the heavy influence of domestic interest groups that feared losing big, so the negotiations moved gradually in the direction of a watered-down deal that, despite some beneficial elements, could not be credibly claimed to work wonders for the poor. Although negotiators agreed to the principle that tariffs should be sharply reduced, they also insisted on so many loopholes and exceptions that, by 2008, the terms they were considering would have had a minimal impact on existing flows of goods—and even then, their efforts to cut a deal fell woefully short. The bickering dragged on for so long that in the meantime, several new trade controversies cropped up, leaving the round vulnerable to criticism that it was out of step with changes that had swept the global economy. As the round suffered flameout after flameout and as its shortcomings became more glaring, it became a target of mockery, with the stature of the WTO—global trade’s referee—shriveling in the process.

The failure by WTO members to deliver on the Doha promise of instilling greater fairness into the rules of international trade is lamentable. After the financial market crash, the implications of their discord became much more dire.

The crash greatly magnified the danger that governments around the globe will resort to protectionism. Up until that point, it was easy to dismiss worries that countries would turn inward and engage in trade wars as they had in the thirties. As long as global growth was rising smartly, the idea that policymakers would repeat Depression-era mistakes by walling off their economies from foreign competition seemed ludicrous. After the crash, those fears look a lot less far-fetched as recessionary forces spread to every major region of the world. It is still unclear, as this book is being finished, how many millions will lose their jobs, how many companies will shut their doors, and how many communities will face ruin. But the impact is bound to intensify pressure on politicians to raise trade barriers. The groundswell of revulsion against unfettered capitalism, which has so far been aimed mainly at the system governing flows of money, is unlikely to spare the system governing the international flow of goods and services.

The evidence since late 2008 has been far from reassuring. A summit in Washington, D.C., of the Group of 20 (G-20) major economies issued a pledge on November 15, 2008, to refrain from protectionist measures for twelve months, but within weeks many among the twenty had taken actions that would restrict imports or discriminate against foreign goods by various means. Russia significantly increased tariffs on used cars, steel, pork, and poultry. India imposed higher levies on imported iron and steel and banned imports of Chinese toys. Argentina imposed licensing requirements on imported car parts, textiles, televisions, shoes, and other products. Indonesia issued regulations limiting imports of clothing, electronics, shoes, toys, and food by restricting shipments to five designated ports and requiring thorough inspection of all containers by the country’s notoriously slow customs service. (The Indonesian government claimed that the measures were necessary to combat smuggling, but the moves came after intense lobbying by industry and labor unions, which called for responding to the economic downturn with policies aimed at self-reliance.)

Richer nations tended to favor more subtle approaches that didn’t involve directly raising obstacles at the border. The giant economic stimulus package approved by the U.S. Congress in February 2009 included “Buy American” provisions ensuring that infrastructure projects funded by the bill would use mainly U.S.-made iron, steel, and manufactured goods. Other wealthy nations followed suit with their own “buy local” provisions in public spending programs, and the same happened after Washington began offering subsidized loans to rescue General Motors and Chrysler, which clearly discriminated against foreign automakers operating in the U.S. market. Governments in at least ten countries rushed aid to their own car manufacturers, with some (notably France) applying political pressure to keep the firms from shedding jobs at home or adding them overseas.

Policymakers understandably felt they had no choice but to adopt measures such as these, given the depths into which their economies were plunging and the anger among voters over the bailouts of huge financial institutions. Presumably, most of these policies can be terminated once economies recover. But their enactment creates the general impression that markets all over the world are now rigged in favor of domestic producers, which could further undermine support for free trade and lead to the erection of still more, higher, and long-lasting barriers.

So far, the protectionist and quasi-protectionist steps that nations have taken aren’t egregious enough to be deemed an epidemic. It is entirely possible that the global economic downturn will be mild enough, and policymakers stiff-spined enough, that no such epidemic will erupt. President Barack Obama isn’t  antitrade, and neither are his economic advisers. But remember, it was President Bush, a supposedly ardent free trader, who succumbed to demands from the beleaguered steel industry for stiff tariffs in 2002. And if the slump worsens significantly in the months ahead, even well-intentioned politicians may buckle under similar pleas for relief from overseas competition.

By delaying and disagreeing time after time in the Doha talks, and by letting the prospective deal get so diluted, WTO members passed up the opportunity for meaningful insurance against protectionism. Had an ambitious Doha agreement been reached—especially if it had happened in, say, 2006—protectionist impulses would have been more containable, because an agreement’s terms could have included substantial new restrictions on countries’ ability to raise tariffs. Not that such a deal would have prevented all types of economic nationalism—it would not have stopped some of the policies that many countries have adopted since the fall of 2008, such as pressuring banks to lend at home instead of abroad or giving bailouts strictly to domestic auto manufacturers. But it could have reduced the danger arising from the traditional kind of protectionism that still threatens to inflict long-term damage on the trading system.

More important, the Doha Round’s travails, combined with the current economic environment, have ominous ramifications for the long-run health of the multilateral trading system. Even if governments can beat back the forces of Smoot-Hawleyism, events to date cast disquieting doubt on the WTO’s ability to maintain its status as the central rule-setter for international trade.

The WTO is a source of great perplexity even to well-informed laypeople; this book will hopefully help demystify it. In the fevered imaginations of antiglobalization militants, the trade body wields power in much the same way as the Trilateral Commission was believed to operate twenty years ago: a shadowy cabal of the ruling class, aided by technocrats, forcing the whims of multinational corporations down the collective throats of the global masses. More knowledgeable critics recognize that the WTO is, like the United Nations, a collection of the world’s governments, setting rules by reaching agreements among its members. Still, critics excoriate the organization as a secretive, undemocratic institution that has the power, in the name of free trade, to intrude into laws and regulations that are normally the province of sovereign states (a notable example being the ruling by a WTO tribunal in 2006 against the European Union’s restrictions on genetically engineered crops). Admirers of the WTO retort that it is the prime upholder of the principles of liberalization that have helped fuel global economic expansion over most of the past six decades.

As this book will show, there is some validity in the characterizations of both the WTO’s critics and its defenders. But the main point to be kept in mind is  this: For all its faults, the WTO is a crucial linchpin of stability in the global economy. Just shy of fifteen years old, it is the current embodiment of the multilateral system that was established after World War II to prevent a reversion to the trade policies of the thirties. The WTO’s rules keep a lid on the import barriers of its member countries (which at last count numbered 153), and members take their trade disputes to WTO tribunals for adjudication rather than engaging in tit-for-tat trade wars. That arrangement keeps trade disputes from turning unnecessarily destructive, just as any rule-of-law system helps contain tendencies toward the law of the jungle. In addition, the WTO is the guardian of the “most favored nation” principle, under which member nations pledge to treat each other’s products on a nondiscriminatory basis. This principle is a valuable bulwark against trade blocs of the sort that, during the thirties, stoked rivalries among the great powers. In sum, the WTO is the ultimate safekeeper of open world markets.

The WTO’s ability to continue performing these functions is in peril because of disillusionment over the Doha Round, which has made the trade body appear increasingly irrelevant and ineffectual. Its dominance as a rule-setting institution has already been battered in recent years by an explosion of bilateral and regional trade deals. More than two hundred of these are currently in force, ranging from the big and well-known such as the North American Free Trade Agreement (NAFTA), to the small and obscure such as the Singapore-Jordan free-trade agreement. Governments are increasingly tempted to view these pacts as reasonable substitutes for multilateralism, especially as skepticism deepens over the possibility of forging substantive new deals in the WTO. Although the WTO is not about to fall to pieces overnight, the danger is that its authority will erode to the point that member nations will start to flout their commitments and ignore the rulings of WTO tribunals.

One all-too-plausible scenario is that the WTO’s apparent incapacity to strike agreements will prompt countries to resort increasingly to litigation—filing cases against each other—rather than trying to negotiate. WTO tribunals would then be forced to render judgments on more and more politically explosive disputes. Climate change, for instance, is an issue that is particularly fraught with risk in this regard. Influential U.S. and European policymakers are proposing laws to control greenhouse gas emissions that would involve the use of tariffs on goods from foreign countries that aren’t reducing their emissions—Chinese and Indian products being the most likely targets of such tariffs. It’s far from clear that those sorts of tariffs are legal under WTO rules. So imagine the furor that would erupt if the WTO were to rule against them, in effect saying that trade has to take priority over saving the planet. Alternatively, imagine the  furor if the WTO were to rule such tariffs to be legal, and the Chinese responded by imposing their own duties on American and European goods, based on the reasoning that Western countries are the ones most guilty of having created the climate change problem in the first place. That’s just one example of the sorts of situations that could greatly increase the threat of trade wars and a breakdown in respect for the system that has helped keep protectionism at bay.

Americans may assume that they would be hurt less than citizens of other nations if the WTO were to disintegrate, and from a strictly commercial standpoint, they would be right. The size of the U.S. market means that America will always have big partners with whom it can trade on terms that suit it. The nations that would be affected most are the poorest, smallest, and most vulnerable, for whom the WTO affords protection against bullying by the wealthy. That is precisely why, from a longer-term perspective, undermining the WTO would badly damage U.S. interests. The 9/11 attacks showed the importance of taking all practical measures to bring poor nations into the economic mainstream. Impoverished countries pose an acute risk of becoming havens for terrorists and of presenting other threats to the United States, including the spread of weapons and disease, because their governments are often incapable of countering—or unwilling to counter—such problems. Preventing them from becoming more marginalized than they already are should be a top priority for Washington, and although a healthy WTO is hardly sufficient to achieve that aim, it is essential.
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To show how and why the multilateral trading system has come to its current pretty pass, this book chronicles the major events in the system over the past decade. It is a dispiriting tale for anyone who believes in the power of globalization to raise living standards around the world. It includes a detailed recounting of the WTO’s mortification at Seattle in 1999, because although that meeting was not part of the Doha Round, the story behind the “Battle of Seattle” is essential to understanding subsequent developments. The narrative encompasses the triumphant launch of the round at Doha in 2001 and the colorful collapse of the September 2003 ministerial in Cancún, Mexico, which exposed the depth of the rift between wealthy countries and developing ones. The action then moves to the 2004 meeting in Geneva, where WTO members appeared to impart the round with fresh momentum by thrashing out a “framework” agreement. From that point on, the story consists of one letdown after another: the Hong Kong ministerial in 2005, which barely managed to reach agreement  on an extremely modest set of measures; breakdowns in Geneva in mid-2006 and in Potsdam, Germany, in June 2007; and, finally, the emotionally draining climax—the July 2008 meeting of ministers that collapsed after nine days, the longest such gathering in the trade body’s history.

This series of ups and downs makes for a long saga. It involves complex economic issues as well as a large and frequently changing cast of main characters. Readers will encounter four U.S. trade representatives (Charlene Barshefsky, Bob Zoellick, Rob Portman, and Susan Schwab), three WTO directors-general (Mike Moore, Supachai Panitchpakdi, and Pascal Lamy), two top Brazilian negotiators with the same first name (Celso Lafer and Celso Amorim), and two other key players named Kamal (Yousef Hussain Kamal, the Qatari minister who chaired the Doha meeting, and Kamal Nath, who became India’s commerce and industry minister in 2004). Along the way, various coalitions of countries will shoulder their way onto the stage—the Like Minded Group, the African Group, the G-20, the G-33, and so on.

As the narrative progresses, it is important to keep track of changes in who’s in and who’s out. In this case, “in” refers to the WTO’s inner circle of power, the small group of countries that gets the first chance to decide on the main elements of a deal before submitting the terms to the wider WTO membership to see if consensus can be attained. For a sign of how power is shifting in the global economy, the variations in this group’s composition are revealing. At one point in the narrative, the inner circle consists of the United States, the European Union, Japan, and Canada—the coterie of wealthy, industrialized nations known as the Quad. But later the membership of the inner circle changes to include some of the economic dynamos of the developing world, countries whose large size and rapid growth have enabled them to muscle their way to the table. At that point the group goes by the name of the Five Interested Parties—the United States, the European Union, Brazil, India, and Australia—followed by various permutations known as the G-6, the G-4, and the G-7, the last of which includes China.

Each major milestone covered in this book will have its own unique dynamic, its own bones of contention, its own dramas, its own set of protagonists, naysayers, tantrum-throwers, and goats. Trade wonks who are familiar with the prominent policymakers in question may delight in reading about their high-decibel confrontations, logistical cock-ups, late-night heroics, scathing put-downs, and tearful despondency. But beyond uncovering titillating tidbits, delving into the round’s twists and turns serves an illuminating purpose. The ineluctable nature of multilateral trade rounds is that they are long, they are laden with issues that affect the lives of millions but are often dry and technical, and  they are negotiated by myriad people whose job tenure tends to be shorter than the negotiations themselves. Only by going behind the scenes, examining the key turning points in all their gory splendor, is it possible to properly depict how chaotic, random, uncontrollable, and dysfunctional the process of a round can be. Only by laying bare the scrambling, floundering, blustering, threatening, and bluff-calling that goes on is it possible to elucidate the difficulty of successfully completing such an undertaking.

One reason why it is crucial to explore these events is to hold officials and their governments accountable for their roles. The Doha Round’s woes stem to some extent from the failings of individuals. The pages of this book are replete with personality clashes, egotistical excesses, petty point-scoring, and strategic blunders—including some miscalculations by policymakers renowned for their brilliance, notably Bob Zoellick (currently the president of the World Bank) and Pascal Lamy (the former European trade commissioner, now the WTO’s director-general). One of the worst mistakes, in retrospect, was to raise unrealistic expectations at the outset about the impact that trade policy alone could have in alleviating poverty.

But another key reason for closely scrutinizing how the round went awry is to expose deeper, more systemic problems at the root of the WTO’s predicament. Could any set of policymakers, no matter how intelligent and well intentioned, have done any better, given the way the WTO works? Or has the system itself become fatally flawed? Is it capable of coping with the realities of the early twenty-first century?

Conceivably, the Doha Round marks the end of an era. Given the experience of the past seven years, the nations of the world may never again attempt a giant multilateral trade round. It is far from clear, however, that there are viable alternatives for resolving the numerous issues still facing the trading system. To take just two of those issues: The recent food crisis highlighted the problem of countries cutting off exports of grain to world markets, and climate change raises thorny questions about how to enforce an international regime for reducing carbon emissions without violating existing WTO rules. A round in which all WTO members make concessions in some areas to extract gains in others may be the only way to work out these issues satisfactorily. So here’s a truly frightening thought: The fate of open global markets may depend on decades more of Doha Round-style chaos, uncontrollability, and dysfunctionality.

That prospect is all the more unsettling because of two fundamental trends that emerge clearly from the Doha epic. The first is what Fareed Zakaria has called “the rise of the rest,” referring to the fast growth and rapidly increasing  influence of Brazil, India, China, Egypt, South Africa, and other large developing countries. Their advancement has rendered the multilateral trading system much more difficult to manage. No longer are pretty much all the important decisions worked out among a handful of mostly rich countries, as was the case in decades past. Today, not only does the WTO have more members than ever, but it has many more members that matter, and more that want to play a much greater role in the increasingly free world of trade they have joined. The dispersion of global trade among a larger number of countries with vastly different levels of development is obviously welcome. But in an institution that operates by consensus, the forging of decisions has become immensely more complicated.

The second factor, which may be even more responsible for hamstringing the WTO, is a change in the globalization zeitgeist—a shift that preceded the recent crisis of confidence in global markets and was in some ways a harbinger of it.

In the mid-1990s, after the Uruguay Round concluded, economist Ernest Preeg titled his book about that round Traders in a Brave New World, reflecting prevailing attitudes during a period when capitalism was ascendant around the globe and countries were falling over each other to liberalize. An apt title for a book about the Doha Round might be “Traders in a Frightened New World.” Sprinkled throughout the narrative of Doha is evidence that globalization has sped so far and so fast that its forward progress may be reaching some natural limit, at least for the medium term. Perhaps the most compelling sign is the unease about the pace of economic integration that has mounted with the emergence of China as an export powerhouse. As shall be seen in Chapter 11, the fear-of-China factor has had a marked impact on the round by making developing countries much more cautious about opening their economies further. At the same time, faith has eroded in the supposedly magical, growth-enhancing properties of tariff cuts and other moves that lower trade barriers. This erosion of faith is not entirely misplaced, as shall be seen in Chapter 10, which recounts the sharp downward revisions that have been made in the World Bank’s estimates of the round’s economic benefits. For all these reasons, plus more, many WTO members have held back from taking the steps needed to make a deal happen.

One way of viewing this change in the zeitgeist is to perceive the multilateral trading system as the victim of its own success. As many observers have noted, so much market opening has occurred during the past few decades that the low-hanging fruit is gone; the barriers that remain are the ones that are the most politically intractable. Furthermore, the achievements of past trade rounds have  given multinational corporations most of the access to foreign markets that they want. As a result, they are not nearly as spirited as they used to be in pressing their governments to strike deals, so political forces opposed to liberalization gain the upper hand.

The system’s past, including the creation of the WTO and the events leading up to it, is the subject of Chapter 2. No doubt the length of the strides taken during this period help account for the system’s current tribulations. But that is cold comfort. Later chapters will show the stewards of global trade traipsing from one misadventure to another, and it should be all the more distressing to contemplate the magnitude of the progress that is now in jeopardy.






2 |

THE INTERGALACTIC TRADE ORGANIZATION

ON A BRISK DECEMBER MORNING IN LATE 2006, A LINE OF DARK sedans—mostly Mercedes-Benzes, with a smattering of BMWs, Volvos, and Lexuses—snaked down a U-shaped driveway and pulled up to the front of the WTO’s headquarters, the Centre William Rappard, an Italianate villa, named for a Swiss diplomat, on the shores of Lake Geneva. As on many sunny days in Geneva, the snow-capped peaks of the Alps were resplendent in the distance for anyone choosing to stroll to the lakeside park in the back of the building. But the limousines’ passengers—ambassadors to the WTO from its member countries—did not linger to admire the scenery; security guards were occasionally barking at chauffeurs to keep the line moving, because well over a hundred vehicles were arriving. So the diplomats alighted quickly and strode across a short bridge to a modern building, through the doors and into a large semicircular chamber, the Salle du Conseil (Council Room), which has a high ceiling with skylights allowing natural light to stream through. Some chatted with colleagues as they took their places at their countries’ desks, each of which was equipped with a placard displaying the country’s name, plus a microphone and earpieces for listening to simultaneous interpretation. Most of the ambassadors were men in dark suits, though a fair number were women, and a few wore clothing of their native lands or ethnic groups, such as the Indian ambassador’s bright blue turban.

This is the General Council, the WTO’s primary decision-making body, which meets in formal session five times a year and is outranked only by ministerial conferences. Council meetings are normally closed to journalists (afterward, WTO spokespeople brief reporters on the proceedings, and minutes are  published). Desirable as it might be to open the sessions to public scrutiny, the Geneva press corps may consider it a mercy that they are closed, because the discussion tends to be dull. That was certainly the case on this December day, when the main event was a report from Pascal Lamy, the director-general, on the status of the Doha Round. “Failure could be around the corner, but we need not turn that corner,” Lamy told the ambassadors, some of whom, in response, rose to pledge that their countries or groups of allied countries would “continue to engage constructively,” “remain committed to an ambitious, pro-development outcome,” and “stand ready to find middle ground,” even as they reiterated their long-standing stances on the most contentious issues at stake.

The seating arrangement is noteworthy—and in a way, inapt. Lamy was in an exalted position, on a large dais in the front of the room, together with several other senior members of the WTO’s Secretariat (the cadre of international civil servants who work at the Centre William Rappard), while the ambassadors were seated below. From this, a misleading conclusion might be drawn that the WTO has a powerful bureaucracy, like other international economic organizations such as the International Monetary Fund (IMF) and the World Bank. In fact, the Secretariat is only about 630 people strong, compared with 2,600 at the IMF and more than 10,000 at the World Bank, and although Secretariat officials exert some influence over key decisions through the technical and professional advice they give to various councils and committees, the WTO is much more a member-driven organization—that is, controlled by the countries belonging to it. In stark contrast with the boardrooms of the IMF and the World Bank, where countries’ votes are weighted according to the size of their economies, each country has one vote at the WTO. That doesn’t mean that, say, Botswana or Peru or Sri Lanka has as much clout as the United States—far from it—but the strong tradition of making decisions by consensus means that power is more evenly distributed among the member countries than at the other institutions. Unsurprisingly, the WTO’s decision-making process is by far the most cumbersome of the lot. “We have 144 handbrakes and one accelerator,” Mike Moore, who served as director-general from 1999 to 2002, once wrote. “Sometimes it feels more like one of those old Laurel and Hardy movies, with the car out of control and the steering wheel coming off in your hands. It’s like trying to run a parliament with no parties, no whip, no speaker, no speaking limits and no majority voting system. It is consensus by exhaustion.”

On the other hand, the General Council seating arrangement is emblematic of something significant—the power of the WTO as an institution, which is greater in important respects than that of either the IMF or World Bank.

Whereas the fund and the bank have leverage over developing countries to whom they lend, the WTO has leverage over industrialized nations as well, including the United States. If a small, poor country believes a big, rich one is violating WTO rules, it can haul the rule violator before a tribunal to obtain redress. And if the tribunal finds the big country to be guilty as charged, the offender must change its behavior, or—if it refuses to do so—accept economic punishment of some sort at the hands of the aggrieved party. (As shall be seen in Chapter 8, the large members enjoy a number of advantages in the tribunal system, but the point is that they are also accountable to it.) Furthermore, the WTO extends its rules deeply into the domestic economic arrangements of its member countries in ways unmatched by other international bodies. One example is the WTO code concerning the standards for assessing the sanitariness of imported animal and plant products, which can affect member countries’ regulation of food safety. Another example is the WTO agreement on intellectual property rights, which can shape the ways in which member countries protect patents. Still another is the accord on services, which influences countries’ regulation of banks and telecommunications. The depth and scope of these rules help explain the rationale for making decisions by consensus: Because the rules affect all members, they should be agreed by all members.

Finally, the WTO confers on its member nations one of the most important rights—perhaps the most important right—provided by any international organization, namely, most favored nation treatment. This right means that each member shall receive all the trade advantages granted to the others; its goods shall not be treated any worse than those of other members, and it thus will enjoy strong protection against arbitrary and capricious trade sanctions. Small wonder that most countries want to join so that they can obtain this right and exert whatever influence they have to shape the rules.

Indeed, trade policymakers from developing countries who want to learn how to use the system to their nations’ benefit come to the Centre William Rappard throughout the year to take courses on the basic principles and workings of the WTO. I briefly sat in on one of these courses and found that the course material, in addition to providing a good introduction to the subject, offers a penetrating insight into what makes the WTO tick—and what doesn’t.
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The student from Sudan had a yellow scarf covering her head and was fiddling with a cell phone. The pupil from Bangladesh, a man, was wearing jeans, sneakers, and a polo shirt. From the Bahamas came a distinguished black man with  graying hair, sporting a blue dress shirt with a white collar. Across from him sat a Qatari woman in a black robe and head scarf with gold trim. Most of the other students—from Indonesia, Eritrea, Kazakhstan, Paraguay, and about twenty other countries—wore business suits. They tended to be in their thirties and forties, and the oldest was in his mid-fifties. They had the titles of mid-to-upper-level government bureaucrats; one was his country’s “deputy head of WTO and E.U. Affairs Department,” another was “chief negotiator in the Ministry of Trade,” and another was “deputy director of the Foreign Trade and Economic Affairs Division.” They had been invited to Geneva to take this three-month course, with the WTO footing the bill for transport, food, and lodging from a fund financed by donor nations. The idea is to help such policymakers overcome one of the biggest disadvantages their countries face as WTO members—mustering the technical expertise needed to participate effectively in an organization where the giants, especially the United States and the European Union, have much larger staffs, better equipment, deeper knowledge, and more experience playing the game.

Early in the course, the students spend a day going over the basic economic theory of trade. To refresh the memories of those who are trained in economics and to inform those who aren’t, the students examine the principle—which is accepted as valid by economists across the ideological spectrum—that trade between two nations will raise living standards overall in both. They learn that although trade may impose costs on a country in the form of jobs lost to foreign competition, greater gains will result, for a variety of reasons: Low-cost imports help drive down consumer prices; exporters increase production as they obtain access to markets overseas; companies grow more efficient in response to competitive pressure from abroad. With the aid of simple supply-and-demand graphs of the sort used in universities around the world, the class studies the effects of the most common barriers to trade—tariffs (duties imposed on imported goods at the border) and quotas (restrictions on the quantity that can be imported of a given good). A country using such barriers to restrict foreign competition may help its domestic producers stay in business, thereby saving some jobs, and it may generate revenue for the government. But consumers will have to pay so much more for the restricted goods, with a resulting decrease in economic efficiency, that the overall impact will be a “net loss,” as the study materials show.

The theory class also quickly covers the great thinkers of the past few centuries whose work has led the vast majority of economists to accept as a matter of faith the virtues of free commerce across international borders. The most seminal of these thinkers, of course, was Adam Smith, whose 1776 book The  Wealth of Nations discredited the theory of mercantilism—the belief, widely held among Europe’s ruling elites in the sixteenth, seventeenth, and eighteenth centuries, that exports provide a country with the main benefits of trade and that imports (especially manufactured imports) tend to be damaging to its economy. Smith turned mercantilism on its head, arguing that a nation’s economy gains strength from unfettered trade that enables it to import goods more cheaply from abroad than it can make at home. Just as individuals operate more efficiently when they specialize in producing what they make best—“the taylor does not attempt to make his own shoes, but buys them of the shoemaker. The shoemaker does not attempt to make his own clothes, but employs a taylor”—so too do countries, Smith argued. “In the mercantile system,” he wrote, “the interest of the consumer is almost constantly sacrificed to that of the producer; and it seems to consider production, and not consumption, as the ultimate end and object of all industry and commerce.”

But although Adam Smith might seem to the casual observer to be the guiding inspiration for the WTO, the course for developing-country officials shows how misleading that impression is. The day spent learning trade theory is only a tiny portion of the three-month course, and that fact speaks volumes about the ethos that pervades the WTO’s decision-making. Much more of the course is devoted to teaching the students the practical skills needed to be effective in WTO negotiations, which means, in a sense, instructing them in the art of hard-nosed mercantilism. The special interests that besiege trade ministries around the world are typically exporters seeking opportunities for overseas sales and domestic industries (along with their unions) seeking protection from imports. Ordinary consumers are rarely heard from, if ever, and they tend to be poorly organized in any case. Thus, for the typical trade negotiator, exports are “wins,” and imports are “losses,” Adam Smith to the contrary notwithstanding.

A perfect illustration comes in the high point of the WTO course—a mock global trade round that the students conduct. The students are divided into teams representing four fictional countries, called Alba, Vanin, Medatia, and Tristat, and starting on a Monday morning, they begin negotiating, with instructions that they must reach a consensus deal by 4:00 p.m. the following Thursday. “The participants sometimes fight, shout, and lose their tempers,” says Jean-Daniel Rey, who oversees the course. “They sometimes meet in hotels, or have negotiating lunches, or negotiate until midnight. They are extremely tired at the end. The whole purpose is to create an atmosphere similar to the kind of atmosphere they will face in real negotiations.”

Each of the fictional countries has a different sort of economy and different levels of protection for its industries and farms. Alba and Tristat are wealthy,  Medatia is a developing nation that is advancing rapidly, and Vanin is poor. For simplicity’s sake, the participants negotiate over many fewer issues than they would in real WTO talks, although there’s plenty to haggle about—rules on government subsidies, plus the tariff levels that each country maintains on thirty different products, including grain, fruit, beef, dairy, copper, tin, coal, fertilizer, pharmaceuticals, paint, boilers, air conditioners, lamps, semiconductors, fax machines, T-shirts, and carpets. The teams can meet in bilateral negotiations if they wish (the Alba team meeting just the Tristat team, for example) and form alliances, or all four can meet together. “We don’t tell them how to negotiate,” Rey says. “The point is to understand the process—the difficulties, risks, and skills that are required.”

The revealing part is the secret instructions that each team receives from its country’s “cabinet.” Rey wouldn’t disclose the details of the instructions because that would spoil the exercise for future participants. But the basic idea is that each team is supposed to gain as much access as possible for its country’s most competitive exports in the other countries’ markets, while giving up as little access as possible in its own market. Suppose, for example, that Medatia is highly competitive in textiles and apparel. The instructions for the Medatia team might be to aim for a 50 percent average reduction in the tariffs that Alba and Tristat maintain on T-shirts and carpets. But in addition to that sort of “offensive” goal, the instructions contain “defensive” ones as well—limits on the concessions that each team should offer the other countries in the form of lower tariffs. Alba’s “trade minister” might be instructed to strongly resist any major cuts in its tariffs on grain and beef because of the political clout of Alban farmers, for instance, or Tristat’s might be admonished to protect his nation’s chemical industry by offering no more than a 15 percent cut in its tariffs in that sector.

In the end, when the participants reach a consensus on a deal, the overall result will be lower barriers in all four countries, because each team will grant some access to its own market in exchange for gaining more access to the markets of the others. In certain cases, a team might not resist a cut in its own tariffs. A country’s negotiators might happily agree to lower duties on machinery and fertilizer, for example, without regarding it as a concession, because having access to cheaper machines and fertilizer would presumably help factories and farmers become more competitive. But, as in real-life WTO negotiations, each country is fundamentally interested in mercantilist objectives—maximizing its gains in terms of exports, and minimizing its “losses” on the import side.

So the WTO is a peculiar mix: power and impotence; free trade and mercantilism. How did it get that way? As with many contemporary international institutions, the story has its origins in the mid-1940s.
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Still amazingly energetic for a man born in 1918—even in his early nineties, he was traveling to Geneva to serve as a panelist in WTO dispute cases—Julio Lacarte has many yarns to tell. His career as a diplomat and international civil servant brought him into contact with Indira Gandhi, Konrad Adenauer, and Che Guevara, among other luminaries. He went into exile from his native Uruguay during the military dictatorship that began in the 1970s. And while growing up in New York, he saw Babe Ruth play baseball. But Lacarte has an even more impressive claim to fame, at least for the people he encounters at the Centre William Rappard: He participated in the U.N. Conference on Trade and Employment, in Havana, Cuba, which began in November 1947 and produced a charter the following March. In the world of multilateral trade, that makes him a founding father.

At the Havana conference, “there was tremendous debate,” Lacarte recalls. “But everybody had one single aim. It was only a couple of years after the end of the war, and everybody was very keen about this postwar world that we were trying to build.” The architects of the postwar order already had the United Nations up and running, and another of their creations, the World Bank, was starting to lend money to rebuild war-torn economies. Also newly in business was the IMF, whose chief goal was the promotion of global financial stability. Now, by turning to trade, the architects were taking another important step toward their goal of preventing a recurrence of the events that had engendered and deepened the Great Depression. Memories were still fresh of the Smoot-Hawley Tariff Act and other protectionist policies responsible for creating a ruinous climate for trade in the 1930s.

Signed by President Herbert Hoover in 1930, Smoot-Hawley was passed by Congress in response to the pleas of many American manufacturers and farmers and over the objections of many economists. The legislation raised tariffs on foreign products to an average of about 55 percent of the value of dutiable goods—the highest levels in at least a century, all but guaranteed to drive up the cost of many imported goods to unaffordable levels. In short order, America’s trading partners, which had already begun raising their own barriers, erected their own sky-high protective walls. French tariffs on foodstuffs soared from 19 percent in 1927 to 53 percent in 1931. Over the same period, Germany’s went from 27 percent to 82 percent, Italy’s from 24 percent to 66 percent, and Austria’s from 16 percent to 59 percent. To make sure that Washington would pay a painful price for Smoot-Hawley, the French, Germans, and Italians also imposed duties of well over 50 percent on autos, the crown jewel of American  industry. Following a similar path were Mexico, Argentina, Japan, and many other countries. Even Britain, the nation that had pioneered free trade in the mid-nineteenth century by lowering its duties first on corn and then on other products, reversed course in early 1932 by enacting a general tariff.

Canada, the biggest single destination for U.S. exports, imposed stiff tariffs on key American products that accounted for about 30 percent of the U.S. goods shipped across the northern U.S. border, and it reduced duties on goods from the British Commonwealth. An “egg war” that erupted between the two countries offers a classic illustration of how one tariff hike begets another. Smoot-Hawley’s increase in the U.S. duty on eggs caused a steep drop in the amount of Canadian eggs purchased by Americans; that increase prompted a retaliatory boost in the tariff faced by American farmers selling eggs to Canada, from three cents to ten cents a dozen. The upshot was that U.S. egg exports to Canada, once a lucrative market for American farmers, dwindled to virtually nothing.

These policies didn’t cause the Depression; the chief blame for that belongs to the overly tight credit of the U.S. Federal Reserve. And it should be remembered that tariffs had been quite high in many industrial countries before, notably in the United States during much of the nineteenth and early twentieth centuries. Although some economists contend that the outbreak of protectionism severely intensified the economic downturn, even that is a matter of dispute; the 40 percent drop in global trade between 1929 and 1932 was probably much more attributable to the collapse in worldwide demand than it was to higher tariffs. But because steep trade barriers remained in place for years thereafter and proved hard to remove, the world’s economies were hobbled as they strove to generate recoveries—on that score, there is general consensus among economic historians.

Equally unfortunate were the geopolitical consequences, which helped fuel conflict among countries. The leading powers established special trading arrangements with their close allies and colonies, splintering the world into blocs by using a combination of bureaucratic allocations, currency controls, and preferential tariffs. Japan’s trade pattern offers an illustrative, if extreme, example: The share of Japan’s imports coming from Korea, Formosa, and Manchuria doubled to 40.6 percent during the period 1929 to 1938, while the share of its exports going to those lands burgeoned from 12 percent to nearly 55 percent. A similar pattern emerged for the United Kingdom with its Commonwealth, France with its colonies, and Germany with its friends in southeastern Europe and Latin America.

This was the wreckage upon which Lacarte and his colleagues were mandated to build. To repair the damage and to minimize the danger of future  trade wars, they sought to create a multilateral institution that would both open markets and limit the ability of governments to restrict imports in the future. Under the new system, tariffs would be lowered and also “bound,” meaning countries would pledge never to raise them above certain levels. Each nation specified precise figures for the tariff bindings it would maintain on each of the goods to be covered, which included auto parts, acids, barbed wire, cash registers, fruit, glue, jewelry, liquor, soap, steel, tractors, and dozens of other products. And underpinning the system was a commitment by the participating nations to abide by certain cardinal principles. The first, and most important, was that nations joining the new arrangement would extend most favored nation (MFN) treatment to each other, meaning that they had to treat the products of all participants in a nondiscriminatory fashion. If, say, the United States set its tariff on cash registers from Britain at 15 percent, it would have to impose the same duty on cash registers from France or Australia or Uruguay. (Some exceptions were allowed, notably for national security measures, for free-trade areas, and for countries wishing to give especially favorable treatment to goods from their colonies and former colonies.) Countries outside the system—the Soviet Union being a prime example—would not enjoy these protections; tariffs on their goods could be set at any level. But for participants, MFN treatment was both a right and a responsibility. And participants also agreed to another key principle—national treatment, which meant they had to treat imported and locally produced goods equally, at least after the foreign goods had entered their markets. In other words, although a country could impose duties on imports, it could not impose laws and regulations on foreign goods that were different from the ones applicable to domestically produced ones.

The system that was finally implemented was not nearly as robust as the founders had hoped. A plan approved at Havana for a strong institution, dubbed the International Trade Organization (ITO), fell apart when the U.S. Congress, by then growing suspicious of global organizations, refused to approve it. Surviving the controversy was a more skeletal arrangement, the General Agreement on Tariffs and Trade (GATT), which was signed by twenty-three countries in 1948. The GATT was a compact, not an organization, so the participating countries could not claim the official status of “members.” They were described as “contracting parties” (a term that was always capitalized in official documents), and when the GATT took action, it never did so under its own name; rather, it was “the CONTRACTING PARTIES” that did so.

Still, the GATT, whose Secretariat set up shop in Geneva, accomplished many of the key goals that the founders had envisioned, including enshrining  the MFN and national treatment principles. And it meant that the noncommunist world had embarked on a grand march toward more-open commerce across borders. Here, in this grand march, was where free trade and mercantilism came together in a sort of harmonic convergence: Countries agreed to lower barriers based on the proviso that trading partners would lower theirs as well. Governments that might otherwise shrink from cutting tariffs for fear of offending powerful domestic industries were willing to join in multination trade-liberalization exercises because their exporters were eager for access to foreign markets, making it possible to mobilize political majorities for freer trade.

The grand march was more like a heavy slog at times, for it consisted of a series of rounds that involved long, arduous negotiations. Although the GATT had elaborate voting procedures, in practice consensus was required, and more countries kept joining as the years went by.

The initial GATT agreement lowered the tariffs of the twenty-three participating countries by nearly 20 percent. Then came four rounds in the 1940s, 1950s, and early 1960s that brought tariffs down a little more; during this period the United States was doing the lion’s share of the market opening to help spur recovery in the economies of its Cold War allies. From 1964 to 1967 the participating countries—now numbering sixty-two—negotiated the Kennedy Round, named for the U.S. president who had played a key role in launching it, which reduced tariffs on manufactured goods by another 35 percent. In the Tokyo Round, which was negotiated from 1973 to 1979 among about one hundred countries, industrial tariffs were cut yet again, by about one-third. Moreover, this round included several agreements aimed at stopping countries from using unfair practices to block imports and to give advantages to their exports. The agreements were deemed necessary because a number of countries were subsidizing their exporters, imposing burdensome licensing requirements on importers, and allegedly using regulations concerning health, safety, and the environment in a discriminatory fashion against foreign products. Only a relatively small number of the contracting parties signed these agreements, however; countries were free to pick and choose, à la carte style, the codes to which they would subscribe.

The grand march was not only plodding. It almost completely avoided certain major areas of terrain.

As the political price for agreeing to the Kennedy Round tariff cuts, the United States insisted on sheltering its textile and apparel industry, which was a dominant force in southern states and held sway over powerful members of Congress from that region. Starting in the late 1950s with limits on imports of cotton goods made in Japan, Washington gradually extended restrictions to  clothing, fabrics, towels, sheets, and all manner of other textiles—wool, cotton, polyester, nylon—from many other countries. The upshot was a massive abrogation of GATT principles, as the world’s rich countries established a system of quotas that limited their imports from individual nations. The system specified, for example, the maximum amount of pillowcases that Pakistan could ship to the U.S. market, or how many pairs of cotton socks could come into the United States from Honduras, or the quantity of handkerchiefs made from artificial fiber that Hong Kong could export to Europe.

Agriculture, too, was exempted from GATT rules, initially because of a request from the United States in the 1950s and later because of the European Community’s insistence on protecting its farmers. Moreover, as barriers fell on most manufactured goods, some industries hit hard by imports—the American steel industry being a salient case in point—made effective use of special legal devices that helped keep foreign competitors at bay, at least temporarily. These devices included “antidumping” laws, which empower a government to impose high tariffs on imports found to be selling at unfairly low prices, and “safeguard” laws, which allow the imposition of duties to protect a domestic industry threatened by a sudden import surge.

And then there were the developing countries, many of whom adopted the “Greta Garbo policy”—a reference to the Swedish actress known for the line “I vant to be alone.”

The 1950s, ’60s, and ’70s were the heyday of the Non-Aligned Movement, the Group of 77, and other third world coalitions. Having finally thrown off Western colonialism, these countries aimed to achieve economic independence from the industrialized powers, using state-run development and opposing encroachment by American and European multinational corporations. Their leaders—India’s Jawaharlal Nehru, Egypt’s Gamal Abdel Nasser, Indonesia’s Sukarno, Zambia’s Kenneth Kaunda—nationalized industries and emulated some Soviet-style strategies, such as five-year plans, while staying clear of putting themselves under Moscow’s thumb. They were not liberalizing their trade regimes nearly as much as the rich countries were; they insisted on “special,” “differential,” and “more favorable” treatment that largely exempted them from the tariff reductions adopted by the industrialized nations in GATT negotiations. Embracing the theory of import substitution, an approach that was especially popular in Latin America, they nurtured homegrown industries, sheltering them by high protective walls from the chill winds of foreign competition. In these countries, tariffs were so steep for virtually any item manufactured domestically that prices of those items were typically double or even triple the world level.

The rich countries allowed this to go on, even as they lowered their own barriers, and they also allowed low-income countries to exclude themselves from many of the individual GATT codes and other obligations. They did so partly because they wanted to keep the developing countries from joining the Communist bloc, and partly because the markets of Latin America, Africa, and developing Asia did not appear very lucrative from their standpoint anyway.

Having cut themselves loose from the rules of the system, the developing countries could pretty much chart their own economic courses, but they paid a toll. When the time came to write the rules, they were usually out of the room—one room in particular.

[image: 006]

Arif Hussain’s eyes sparkle when he recalls the Green Room. A former Indian civil servant who joined the GATT Secretariat in 1984, Hussain even kept the old Green Room furniture in a small chamber across from his office at the Centre William Rappard. The room was named for the tacky color (“goat-vomit green,” one of Hussain’s former colleagues calls it) of the fabric and upholstery that graced its walls and chairs. It was the director-general’s conference room, which became famous in trade circles as the gathering place for representatives from a select group of powerful countries, usually twenty or so, at the invitation of Arthur Dunkel, the director-general from 1980 to 1993.

“There was lots of cigar and cigarette smoke in the air,” Hussain recalls. “Negotiators were poring over papers and drafts, with liberal servings of wine and sandwiches.” The idea was to create the proper ambience for reaching agreements that could be sold to all the countries participating in the GATT. Although the former Green Room is no longer green—it has been elegantly appointed with wood paneling, modern art paintings, and a polished oval wooden table—neither the tradition nor the term have faded into history. “Green rooms” are held often under WTO auspices—the term will come up repeatedly in this book—and consist of small groups of negotiators who try to strike key compromises in a manageably sized forum before the larger WTO membership considers them.

“English gentlemen’s club” is the phrase veterans like Hussain often use to describe the atmosphere in the old days at the Centre William Rappard, where the GATT moved in 1977. Under a tacit understanding, the director-general was always a European, typically a courtly diplomat. It was a simpler era, in which developing countries were largely content to let the wealthier ones call the shots in trade rounds—provided, of course, that the developing nations  could cling to their special and differential treatment. “Don’t obey, don’t object,” was the principle they followed. Although Brazil and India were usually included in green rooms because of their leadership status in the developing world, their main goal was usually to ensure that they were exempt from whatever rules the rich were devising.

In fact, most of the major decisions taken during much of the GATT’s history were the product of agreements thrashed out between the two biggest economies, the United States and the European Union (formerly known as the European Community).1 Other industrialized countries participated in key meetings, especially Japan and Canada, whose trade ministers periodically met with those of Washington and Brussels, forming the Quad, a sort of steering committee for the trading system. But a speech by Pascal Lamy during his tenure as European trade commissioner describes, with a touch of exaggeration, the domination by the Americans and the Europeans: “In the old days, getting a new Round launched and indeed agreed was simply a question of aligning E.U. and U.S. objectives, sidestepping the odd row about agriculture, signing up the rest of the world, and catching the next plane home.”

Rickety and jerry-built though the GATT system may have been, it resulted in a gradual melting away of many obstacles to commerce. Average tariffs imposed by industrialized nations on manufactured goods fell from roughly 35 percent to 6.5 percent by the mid-1980s as a result of GATT agreements. Economists widely credit this trend with providing a solid platform for the growth in international commerce that helped raise productivity and invigorated economies in the free world during the second half of the twentieth century.

But by the mid-1980s, the GATT system was in serious trouble, losing credibility and increasingly viewed as ineffective—with good reason.

Imagine a court in which a person could be accused of a crime and be found guilty, but then could, before being sent off to prison, stand up and announce, “I am exercising my right to void the verdict,” and walk off scot-free. The GATT’s system for settling disputes sometimes worked like that. If, say, the Republic of Freedonia believed that its exports were encountering unfair obstacles in the Kingdom of Sylvania, it could bring a case before a tribunal of specially selected experts in trade law. And if the tribunal agreed that Sylvania was violating GATT  rules, it could order Sylvania to change its practices or face punishment—the punishment usually being that Freedonia would be allowed to raise tariffs to punitive levels on some of Sylvania’s products. But an odd loophole allowed countries to dodge this mechanism. The tribunal’s ruling could be overturned if just one GATT member—including the one found to be violating the rules—lodged a dissent. Indeed, an accused country like Sylvania could stop the case from even being heard, because full consensus among GATT participants was required at every step of the proceeding, including the appointment of the tribunal, the tribunal’s decision, and the imposition of sanctions. These rules often led to absurdly long delays, in which countries would refuse for months or even years to allow cases against them to move forward.

So the GATT was in many ways toothless, and that fact helped inflame protectionist sentiment in Washington, especially as angst was arising in the late 1970s and the 1980s about the apparent decline in U.S. competitiveness. The soaring U.S. trade deficit, the seeming invincibility of Japan’s industrial juggernaut, and the rampant piracy of American films and music convinced many politicians and commentators that unfair practices by foreigners were tilting the playing field on which U.S. corporations and workers were competing. The trade hawks argued that America had to take matters into its own hands, because the GATT was incapable of remedying the problem. Lawmakers from both parties lined up behind legislation, passed in 1988, that toughened requirements for the U.S. trade representative to impose sanctions on countries that were engaging in “unjustifiable and unreasonable” practices against U.S. exports. The 1988 Trade Act, which was signed by President Ronald Reagan, was part of a mounting move toward a unilateral approach to handling disputes that struck at the very heart of the principles on which the GATT had been created. The same was true of agreements signed during that decade in which Japan promised to limit its exports of autos and certain other products to the United States—deals that were officially dubbed “voluntary export restraints,” even though it was obvious that Tokyo’s participation was the involuntary result of congressional threats to impose protectionist tariffs. Washington’s commitment to multilateralism appeared to wane further with the completion, also in 1988, of the U.S. free-trade agreement with Canada, which was followed soon thereafter by the opening of talks for a similar deal with Mexico.
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