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Post-Uruguay Round Trade Negotiations: A Developing" 
Country Perspective· 

Mihir Rakshi"· 

I feel greatly honoured at being invited to deliver this year's Kale Memorial Lecture. The 
choice of the subject of my lecture today, let me confess, has been dictated by several 
considerations. Since in a public lecture I could not expect a captive audience of students 
as in a classroom, I did not want to drive prospective listeners away by speaking on an 
esoteric topic of little contemporary relevance. In the context of the dramatic disarray 
with which the Seattle ministerial meet, scheduled to draw up an agenda for post
Uruguay round trade negotiations, has just ended, I could hardly have chosen a more 
topical subject for my lecture. Second, not only is the subject of crucial importance for 
trading nations. both developed and developing. but it also involves interesting analytical 
and policy issues on which sharp differences seem to persist. The final reason behind my 
choice is rather personal. It is no modesty on my part to confess that in the areas I have 
been working on for the greater part of my academic career, I am yet to acquire the 
mastery required for lucid exposition of the topics. So far as trade theory and policy is 
concerned, though I am familiar with its rudiments, J have not done any serious research 
in this area and hence, am largely unaware of its complexities and nuances. Hence, I 
thought I could speak on the subject with some degree of confidence and clarity
qualities considered essential for a public lecture. 

Trade Negotiations: Some Puzzles 
Before going into the economic significance of the contentious issues raised at the Seattle 
meet and the reasons behind its failure, it may be useful to start with a few general 
observations and puzzling features of trade negotiations among countries. When the 
General Agreement on Tariff and Trade (GAm was set up in 1947, international trade 
was characterised by quantitative restrictions, high tariffs as also various types of non
tariff barriers. The avowed objective of the GAIT and its successor, the World Trade 
Organisation (WTO), functioning from 1995, is to promote unhindered, multilateral 
trade, considered in mainstream economics as one of the most important factors 
contributing to allocative efficiency and growth of nations. However, despite the near 
unanimity among economists regarding the salubrious impact of free flow of goods and 
services across national frontiers, the history of successive rounds of trade negotiations 
since 1947 leaves little doubt that practically all governments still adhere to the 
mercantilist notion of international trade as a zero..sum game, with each country trying its 
utmost to secure an enlargement of its export market and to retain as far as possible its 
own tariff and non-tariff barriers to imports from the rest of the world. 

In order to appreciate the yawning gap between theory and practice in the sphere of 
inter-country commerce consider the following rules enjoined by analytical 
considerations, rules which are honoured more by violation' than observan~e when 
countries conduct their trade policies or enter into negotiations . 

• Text of Rao Blhldur R. R. Kilo Memorill LecIun: delivered II the Gokhllo Jnstitulc of Politi"" .. d 
Economics. Pune. on 5· December. 1999. 
- F_ PIofeuor. Jndi .. SlIlisticoi Insti ...... ColCUlll; Di_. Monetory ReseccIt 1'rojecl one! Editor.in. 
chief. Money ond Fin ..... leRA Limi1ed, ColCUIIL 
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First, if two trading nations simultaneously reduce their trade baniers, both will 
gain with larger cross-border flow of goods and services. Second and perbaps men 
imponant for the topic aI hand, a lUIilalerai lowering of impon tariffs is beneficial 10 the 
country even though its trading panners also gain aI the same time. ID other words. 
contrary to the impression one gets from bargaining among nations. easing of impon 
restrictions does not in general constitute "sacrifice" or "concession" on the pan of the 
country. Third, serious objections to direct or indirect expon subsidy on • product raised 
by its importing nations are difficuh to appreciate in terms of general economic 
principles: after all, the gains from such subsidy accrue 10 the c:oumries importing the 
product, while the cost is borne by the exporting nation. 

Political Economy ofTnde Policies 

We should not from whaI has just been said jump to the conclusion that govenunenlS 
take leave of their senses when they come to the trade negotiation table. More often than 
not there is some method in their madness and in order to clear the deck it is imponant to 
consider the major instances of trade restrictions which can be explained, if not justified, 
in terms of the conventional logic of political economy. This will help us 10 identifY areas 
of congruence and conflicts of countries' interests, put forth a few suggestions for 
resolving the current impasse and indicate the type of issues on which negotiations may 
be fruitful and mutually beneficial. 

The major instances of trade baniers and of countries' reluctance to lower or 
dismantle them unilaterally may be grouped under the foUowing categories: (a) 
protection of "infant industries"; (b) tariff as a tool for securing monopoly or monopsony 
gains; (c) "beggar-thy-neighbour" policies for raising domestic output and employment; 
(d) trade barriers for mitigaling adverse income distributional c:onsequenccs; and (e) 
expon subsidy or import restrictions for promoting group or sectional iDta"ests. A few 
CotDtDeolS 01\ the nature and implications of these policies are in order II this stage. 

InfaDt Industry Protection 

Since infant industry protection is ultimalely beneficial for aU countries, it should Dot a 
priori be a major soun:e of dispute among nations. However, there are severa1 reasons 
why such protections can tum out to be quite contentions. First, it is by no means easy to 
identifY industries which deserve protection on this ground. It is genera1ly through scale 
economies or "learning by doing", including endogenous tec:hnic:a1 improvements in the 
process of production, thai a domestic: industry enjoying the advlllltage of high tariffs is 
deemed to become more efficient and acquire competitive edge over time. However, in 
view of the widely divergent experiences of countries relating to productivity 
improvements in their protected industries IIIld firms. it is extremely difficuh 10 judge the 
long-run comparative advantage of particular countries in different Iines of aaivities. 
Indeed, since protection to the wrong industry is harmful both 10 the country c:onc:emed 
and the rest of the world, discords in this COMection arise Dot so much from genuine 
clashes of interest among countries, but more from differences in their perc:cplions, with 
hope triumphing over experience in one case and caution cum c:onsideralions of sbort
term sacrifice gaining upper hand over unc:ertain future gains in the other. 

IDdeed, the history of import-substituting strategy followed by mlllly • developing 
country suggests thai absence of external competition acts as a damper to c:ost-c:utting 
efforts of domestic: producers and makes them devote their energy and use their clout for 
ensuring continuation of import quotas or tariffs. Recall thII infant indusIries are 
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pected to become adults through reaping the advantages of scale economies and 
ing by doing. Unsurprisingly, given the relatively small domestic market for most of 

esc industries, protection is almost always followed by emergence of monopoly finns. 
the absence of neither domestic nor foreign competition, the industries generally fail to 

me globally competitive and require indefinite support for their survival, to ihe 
. ent of both national and global welfare. Hence, arises the need for (i) close 
tiny of industries' potential before granting protection and (ii) sticking to a pre

. pulated time schedule of gradual withdrawal of protection. The point to note in this 
nnection is that choosing the right industry for protection and gradually forcing it to 

!Ice competition at the global level are mutually beneficial for the countly giving 
Irotection and its trading partners. 
I· However, there can be genuine clashes of national interests when countries, both 
leveloped and developing, tIy to provide direct and indirect support to industries which 
re marked by learning by doing, have strong spill-over effects or can act as vehicles for 
wnulative technological progress acroSs a wide array of economic activities. Depending 
IpDn the type of industries supported by the government through tariffs or subsidies, the 
ime profile of overall and sectoral productivity growth of the economy may thus be quite 
tifferenL The long-run comparative advantage of a country, it is also relevant to note 
Iere, depends on inter-industry differential in productivity gains in the country relatively 
D that in others. 

The implication is that the outcome of protection is not independent of different 
:ountries' choice of activities for according special support. This opens up the possibility 
If a country gaining relatively to others by fcistering industries wbere productivity 
:rowth tends to be higher and the incomc-elasticity of demand for wbose products is 
arger. No wonder, practically all countries tIy to promote investment in those areas 
vbich are deemed to be "sun rise", have large spill-over effects and act as I catalytic 
agent in the process of the economy's technical advancement. Under this scenario it is not 
,cry easy to come to an agreement regarding bow far _tries may be permitted to 
:xtend support to particular industries that has a direct impact OIl the pattcm of trade. 
~owever, given the fact that in this regard the dice is already heavily loaded in favour of 
idvanced countries, it is the developing countries who sbould in all fairness be granted 
be option of having time-bound, special dispensation for specific sectors of their 
=conomy. 

~o.opolistic Trade Practices 

lbere are unavoidable clashes of national interest in respect of trade policies designed to 
IeCUre monopolistic: or monopsonistic: advantages. As the literature on optimum tariff 
IUggests, a countly accoWlting for a substantial part of world demand for a good can reap 
:onsiderable benefit by turning the tenns-of-trade in its favour through restrictions on the 
Iond's imports. Similarly, a large producer of some tradable can secure monopolistic 
lains at the expense of odler countries by curbing its export (below die free trade level). 
:An interesting asymmetry in treatment of such practices under the WTO arrangement is 
North noting at this stage. In view of each country's overwhelming concern for 
mxnoting its exports and restricting imports, trade agreements are generally designed to 
:ircumscribe direct and indirect measures for curbing inflows, but not outflows of goods 
md services, dlough the latter are no less distortionary than the former). Agreements are 
~o doubt difficult to reach in respect of trade practices where one COWltly gains at the 
~xpense of others. However, it is important to recognise dlat die benefits accruing to a 
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country (or a group of countries) through exercise of its (their) monopoly or monopsony 
power are less than the loss suffered by its trading partners. Hence, even in such cases 
there is scope for negotiation and framing some agreed rules that ,,>uld mitigate the 
damage and would appear "relatively fair" to the community of nations. 

Beggar-thy-Neighbour Policies 

The least defensible of trade barriers are those through which a country tries to boost its 
aggregate domestic demand, the reason being that such measures amount to attempts on 
the part of the country to export unemployment to the rest of the world. Indeed, 
competitive devaluations and imposition of high tariffs by several countries in the wake 
of the 1929 crash contributed in no small measure to deepening of depression along with 
a sharp shrinkage in world trade and commerce during the 1930s. Corrections through 
effective demand failure should, therefore, be sought along the following lines. 

To the extent depressionary tendencies in I country originate from I decline in 
domestic absorption, the solution lies in expansionary monetary or fiscal policies. Not 
only do such measures help restoration of full employment, but they also prevent a fall in 
the country's import and hence transmission of depressionary forces to the rest of the 
world. Nor should such steps land the country in balance of payments problems, 
remembering that the source of the initial 1r000ble was a fall in internal, not export 
demand. 

When I number of nations, baving strong trading links with each other, suffer from 
a simultaneous demand shock, expansionary policies pursued by a single country will 
subject it to balance of payments diffieuhies. :The problem does not arise and all 
countries gain if they simuhaneously adopt measures for boosting domestic demand. In 
this case attempts by each country to reverse the depressionary tendencies through 
generation of an export surplus only aggravate the difficulties and constitute a negative
sum game. Macroeconomic policy coordination among countries is no doubt difficuh to 
bring about and lies outside the scope of the WTO or any existing international 
organisation for that matter. However, apart from moderating the slide in global 
production and trade, rules forbidding beggar-thy-neighbour policies can hopefully 
induce countries to mount a serious search for a coordinated policy stance to tackle 
emergent problems. 

Distributiollal Objectives 

Some of the trade distortionary policies, especially those adopted by developing 
countries, may be traced to distributional reasons. Permitting unhindered flow of goods 
and services across its frontiers enables a country to maximise the potential level of 
absorption and welfare. However, trade also involves, 0 10 the Stolper-Samuelson 
theorem, a change in income distribution in favour of factors used more intensively in 
export industries at the expense of those which are employed mostly in production of 
importables. If the latter constitute the less well-off or more wlnerable sections or the 
society, governments may deem it necessary to impose import tariffs or export taxes. 
sacrificing some national income on grounds of equity. 

The first best solution to the problem just considered lies in (i) distnantling all trade 
barriers and (ii) using a tax-cum-!ransfer scheme in order to effect the desired distribution 
of income. However, the distortionary effects of taxes and transfers are by no means 
insignificanL Given the narrow base of direct taxes in developing countries and 



Post-Uruguay Round Trade Negotiations 5 

inefficiency-cum-venality chancterising the government machinery, import restrictions 
may well constitute the second best optimum for these countries. 

For advanced countries, where social safety nets are in place and the tax machinery 
is much more efficient, tariffs on distributional considerations cannot be justified on 
grounds of national interest. Even for developing nations it is important to recognise the 
short and long run deleterious impact of using trade policy as a means of promoting 
equitable distribution of income. What matters crucially for equity is inter-personal 
distribution of human and non-human resources. Endowment of these resources is not 
invariant and can over time be influenced significantly by government policies. Given 
this perspective it is not very difficult to appreciate that taking recourse primarily to trade 
restrictions for reducing income inequality or poverty can be quite costly in the long-run. 
Apart from reducing the country's capacity to invest and save, import curbs or export 
subsidies also emit wrong signals to economic agents, put a brake on capital 
accumulation in more productive sectors and prevent labourers from acquiring skills that 
would fetch them higher income under a more competitive trading regime. As in the case 
of infant industries here also protection, if deemed necessary, should be temporary and 
supplemented by other measures, the mnst important of which are (i) strong disincentives 
deterring investment in the protected sector and (ii) a crash programme of education and 
training for the indigent and vulnerable groups of popUlation. In most instances it is the 
absence of these supplementary measures that accounts for the failure of restrictive trade 
policies to ftuther income distributional objectives on an enduring basis. This is apart 
from the fact that some of the policies, with their bias against labour intensive industries, 
are in fact counterproductive on equity considerations. The case against such measures, 
we need hardly emphasise, is quite open and shut. 

Special interest Groups 

For completeness, we may also add that there are instances aplenty where trade 
restrictions cannot be accounted for by any of the four considerations we have just 
examined. Some of the policies are welfare reducing for both the country implementing 
them and the reSt of the world. There are also measures \/hich are damaging to the 
country's interests, but confer benefits on its trading partners, the most important example 
of sucb policies, as we have noted, being sale of exportables below their cost in the 
international market. Not only do such seemingly sadistic or altruistic policies run 
contrary to canonicai principles of economics, bul what is no less perplexing, countries 
standing to gain from these measures more often than not vehemently oppose their 
adoption: witness the proliferation of anli-dumping duties in recent years. The 
explanation of these puzzles lies mostly in the realm of political economy of public 
policy, or what the late Professor Olson called the logic' of collective action. The 
pertinent point to recognise in such cases is that the behaviour of governments, even 
democratic ones, is very often dictated by lobbying from vocal and organised pressure 
groups, and not necessarily aimed at promoting the welfare of the silent and unorganised 
majority. This is • point to which I shall come back at a later stage while discussing 
issues requiring further negotiations among trading nations. 

The Seattle Imbroglio 

Before examining the areas on which further trade negotiations may be fruitful, • few 
words on the reasons behind the Seattle setback are in order at this stage. Despite some 
none-too-unimportant differences in approach among advanced countries themselves, 
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they have been pushing hard for a new round of trade negotiation on a fairly wide range 
of issues. The developing countries on the other hand are strongly opposed 10 initiation of 
any fresh talks before the USA and other industrialised countries· fulfil their 
commitments as per the WTO agreements. The intransigence of the LDCs in this regard 
may be explained by two sets of factors. 

First, under the WTO regime the rich countries were expected 10 open up their 
markets 10 goods from developing countries in general and the least developed countries 
in particular. However, not only have the advanced nations been extremely reluctant to 
dismantle their pre-existing tariff and non-tariff barriers 10 importS of textiles, leather 
articles, marine products and other consumer goods supplied by the poorer countries of 
the world, but the USA and the European Union (EU) have in recent years also 
displayed growing protectionist proclivities by their frequent use of anti-dumping duties 
on and banning of particular items of imports--measures which have been directed 
exclusively against the third world and transitional economies. Nor has the European 
Union or Japan shown any sign of doing away with trade distortionary measures relating 
10 agriculture. It is the emerging market economies which have, in fact, reduced trade 
restrictions 10 a much greater extent, especially since 1994. No wonder then that the 
United States and the EU have raised their share of world exports at the expense of 
developing nations: in 1999 the EU countries and the USA accounted for 55.7 per cent of 
global exports compared with 50.4 per cent recorded in 1993. Given such experience, the 
industrialised nations, developing countries fear, are unlikely 10 pbase out all 
impediments 10 textile imports under Multi-Fibre Arrangement (MFA) by 2005, 
remembering that the substantial part of opening up is scheduled 10 oc:eur only between 
2000 and 2005. Hence, the insistence on the part of LOCs on removal of import barriers 
by developed countries before agreeing 10 enter inlO a new round of trade negotiations. 

No less if not the more important faclOr behind this stand is related 10 the nature of 
issues advanced countries are trying to raise in the post-Uruguay round trade 
negotiations. Many of these issues, the developing countries believe, should not fall 
under the WTO jurisdiction and their inclusion in the new agenda is viewed as nothing 
but a covert attempt at perpetuating and strengthening import protection in developed 
nations. At the same time, most of the other issues sought 10 be included in the agenda 
are clearly intended 10 open up access of advanced country exporters and investors in 
emerging market economies. Unsurprisingly, the developing nations feel that they have 
little 10 gain and much 10 lose &om the rules 10 be ftamed on these issues under • new 
round of talks. 

Bones of Contention 

In order 10 appreciate the conflicting stands of advanced and developing countries 
regarding the need and nature of trade negotiations at the current juncture, let us consider 
the contentious issues raised at the Seattle meet and examine, in light of our earlier 
observations, whether they involve some conflicts of national interest, and if SO, whlll 
would constitute a "fair" scttlemenL The issues we focus on are those which are of 
special concern for emerging market economies. 

Social and Environmental Standards 

A major area of dispute between developed and developing countries has surfaced 
because of the attempt on the part of the former 10 incorporate environmental. labour or 
social standards in the new round of trade agreements. Abolition of child labour and 
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adherence 10 environmental standards, it may plausibly be argued, are in the long-run 
interest of developing countries themselves. However, in the absence of fmancial support 
from extemal sources, most developing countries will find it too costly to enforce these 
standards. Second, the objective of the GA 17 and its successor is not advancement of 
human well-being in all spheres, but promotion of mutually beneficial trade. There is 
considerable merit in the argument that the environmental and social objectives are 
served better through the lLO and other international organisations, including the World 
Bank and aid giving bodies which can influence domestic economic policies of LOCs. 
The point 10 note here is that when low social and environmental standards are common 
to a number of sectors and not limited 10 exportables, banning their imports by 
industrialised countries does not promote the desired goals and may even be 
counterproductive. Thus, a fall in wages of child labour may force parents make their 
children worle wholetime . (depriving them of opportunities of part-time learning) and 
prevent indigent families from escaping the poverty trap. 

The widespread suspicion that inclusion of these items in the WTO agenda is an 
indirect means of furthering protectionism is strengthened by, among other things, the 
prolonged default of the richest nation in the world 10 honour its financial commitment 10 
the United Nation-an act which has seriously impeded the worle of the UNOP, WHO 
and FAO, engaged in providing succour 10 the most deprived sections of the humanity. 
No less striking is the US reluctance 10 reduce emission and failure of advanced countries 
10 compensate LDCs for global environmental degradation or 10 assist medical and 
biotechnological research that would be of benefit 10 the most populous and poorest parts 
of the world Perhaps the most telling evidence of insincerity of advanced countries in 
this regard lies in their refusal 10 eliminate barriers 10 imports from LDCs, which would 
have enabled these countries 10 tac:lcle their social and environmental problems more 
effectively and on a sustained basis. 

lmpedimeDts to Developiog COUDtry Exports 
From the viewpoint of the poorer nations of the world the most urgent need thus consists 
in trade agreements and rules under which they do not suffer from restrictions on their 
exports. The major obstacles 10 export growth of LOCs, especially the least developed 
ones, arise, as we have seen, from the reluctance of industrialised countries 10 lower their 
tariff and non-tariff barrier 10 imports from developing countries. A related obstacle 
comes from exclusion of these countries from the powerful trading groups like the EU, 
the North American Free Trade Agreement (NAFT A) and the Association of South East 
Asian Nations (ASEAN). Two things need emphasising in this connection. First, apart 
from the deleterious impact of trading blocks on the rest of the world, they run counter 10 
the principle of free multilateral trade, and hence, have a welfare reducing impact at the 
global level. 

Second, protectionist tendencies noted above cannot always be explained in terms 
of the clout exercised by influential pressure groups. Not only has the unemployment rate 
in both the United States and Europe been low and falling in recent years, but (barring 
agriculture) their domestic production of importables from developing countries is quite 
minor in relation 10 their GOP. Part of the explanation of the tendencies lies in the 
exercise of monopsonistic power on the part of advanced countries. The main reason 
however seems 10 be that even though freeing imports of most of these products are 
mutually beneficial, developed countries try to use tariffs as bargaining instruments 10 
extract gains in some other areas. This explains their insistence on a relatively 
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comprehensive agenda for trade negotiations under which they may be- willing to lower 
their import barriers in exchange for (a) greater access for their investors. including 
financial firms. to markets in developing countries, (b) agreement on the part of these 
countries to hast~n strengthening laws relating to inteliectua! property righ{.s. and (c) 

dOlllg av.:<.lY with special and differential treatment developing ('(\untrie~ enjoy in some 
spheres. Bargaining among countries to trade-off concessions across sectOrs and issues 
cnhance~ no doubt possibilities of some agreement. but the outcome. a~ we shall note, 
may be neither "fair", nor efiicien1-

Trade in Agriculture 

Negotiations culminating in the WTO charter failed to prodw..:c an agreement fur an~ 

significant lowering of protection of agriculture and this, it was expected, would be a 
major item in the post Uruguay round trade talb. Inlerestingly enough. unlike in tht 
cases we have considered earlier. ht!re' there are conflicting stands among both the rich 
and poorer nalions of the world. 'While the USA. Australia and Canada have long been 
insisting on liberalisation of agricultural trade, the EU and Japan are extremely averse to 
discontinue their substantial support to domestic fanners through direct subsidie50 along 
with tariff cum non-tariff barriers. Again. though agricultural goods figure more 
prominently in the export basket of developing countries, trade liberalisation in farm 
product may not in facl be of benefit to all of them. 

Cost of supporting domestic agriculture is quite substantial for advanced countries 
and there is little economic logic behind such trade distortionary policies. Continuation of 
suppon to agriculture in these countries is due primarily to the strength of farmers' 
organisations. though preservation of the rural cultural heritage is one of the favourite 
arguments advanced by politicians of practically all hues. So far as the developing 
countries are concerned, the adverse impact of freeing agricultural trade· operates mostly 
through an increase in the incidence arpevert)'. The point merits some discussion in vie\-'. 
of its importance for the Indian economy. 

Advanced countries' discontinuation of subsidies to or protection of farm products 
should nO doubt provide a boost to agricultural output and income in all developing 
nations including India. Since the major part of our popUlation is still dependent on 
agriculture for their livelihood and since poveny is much more pervasive in the country 
side than in urban areas. on both effiCiency and equity grounds the case for free trade in 
agriculture appears open and shut. Such a Judgement abstracts however from two major 
problems countries like India are faced with 

First, it is the small and marginal farmers (who are net buyers of foodgrains), 
landless labourers. artisans and urban ~sual workers who account for the overwhelming 
part of the people living below the poverty line, and larger exports offarm products and 
the associated increase in their prices cannot but worsen their lot. No wonder then that 
practically all empirical studies have con finned a strong positive relationship between 
foodgrains prices and the incidence of po verry. 

Second, increased production and prices of foodgrains do benefit farmers having a 
marketahle surplus, and the magnitude of their gain, economic theory tells us. is larger 
than the Joss suffered by others. However. this gain in the aggregate Gross Domestic 
Product is cold comfort to the country's indigent groups in the absence of income 
transfers from the richer to poorer sections of the community or of well-targetted food 
subsidy schemes-something which is beyond the capacit) of government machinef) in 
countries like India. Hence arises the negative impact of freeing agricultural trade and 
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withdrawal of food subsidy. It is in this context that one has to appreciate the need for 
making food security a central concern in any trade agreement relating to agriculture. 

While there can be little disagreement on the need for framing policies with a view 
to eliminating poverty and ensuring food security, here also it is important to recognise 
the flip side of trade distortionary measures and examine how best to promote the 
objectives of growth and equity. Each country should no doubt have the inalienable Tight 
to detennine the volume and composition of domestic consumption (and investment). 
and hence enjoy the freedom of choosing its tax-subsidy structure in consonance with its 
economic and social objectives. Nor does exercise of such freedom become trade 
distorting so long as the tax-subsidy system applies equally to all goods purchased by 
domestic buyers, irrespective of their sources of supply. Indeed. subsidising agricultural 
productIOn or restricting export of foodgrains is not generally the best way of ensuring 
food security. When a well-functioning foodgrains market at the domestic and 
international Jevel is in place, the optimum means of alleviating poverty consists in issue 
of foodstamps. When the market is highly imperfect or thin, as the international market 
for rice is, a food subsidy-cum-rationing scheme along with maintenance of an adequate 
buffer stock becomes necessary. Even in this case, however. the government should try 
to procure foodgrains from the cheapest market, domestic or foreign. These policies, we 
must add, should be supplemented by development of rural infrastructural facilities along 
with support to R&D specific to the country's agro-climatic conditions. Measures for 
promoting food security may not thus necessarily cause any distcrtion in world trade. 

Multilateral Agreement on Investment (MAl) 

One of the major items in the industrialised countries' agenda for post Uruguay round 
trade negotiations is Multilateral Agreement on Investment (MAL). The objective is to 
remove all obstacles faced by their finns in investing in emerging market economIes. 
Such investment should also, a fa textbook principles, be of benefit to developing 
economies. 

The first point to note in this regards is that trade in goods and services is not 
directly linked with transborder financial flows. Hence the WTO is not the proper forum 
for negotiations on MAL Again, given the wide disparity among nations in respect of 
their economic structure, stages of financial development and efficacy of monetary 
andlor regulatory authorities, rules relating to foreign investment and control on capital 
movements should not be uniform everywhere. This is apart from the fact that there are 
sharp differences of opinion of economists, especially after the currency crises during the 
1990s, on the costs and benefits of international capital mobility. 

Directions of Future Negotiations and Policies 

Before passing judgement on the requirements and nature of a new round of trade 
negotiations, let us examine the case, if any, for special and differential treatment of 
developing countries under the \\'TO framework. Our analysis suggests that in most 
areas these countries require elimination of trade distortionary policies being followed by 
advanced nations, and not special or differential treatment. Indeed, continuation of quotas 
and high tariffs imposed by developing countries is not generally in their own interest 
either. Hence the need for moving towards free. multilateral trade in line with the GAIT 
and WTO objectives. Bringing issues that are not primarily trade related, we have also 
emphasised, tends to defeat the basic objective of the WTO. The only justification for 
inclusion of these issues in a new agenda is that simultaneous negotiations on a wide set 
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of items penn it possibilities of trade-offs and coming to some agreement where the 
outcome would perhaps be better than under the prevailing impasse. However, not only is 
the new settlement likely to be quite unfair for developing countries, but the new system 
will. be • far cry from a trading regime characterised by unhindered flow of goods and 
services across national frontiers .. 
CODcludiDg ObservatioDa 

Our conclusions may be swnmed up in following tenns. Developing COW1triCS should 
stand finn in their opposition to a new agenda having items that are not directly related to 
trade. At the same time there is no point in their indulging in a strategic game by refusing 
to reduce their import barriers unless developed countries also do SIl-iI game that is 
heavily loaded in favour of the latter. For the fonner, a unilateral reduction of import 
barrier is a better course of action in most cases, even if it confers unrequited gains on 
their trading partners as well. 

This does not mean that developing countries need not try to modify the existing 
WTO arrangements or to seek special dispensation on any matter. In the context of 
frequent anti-dumping duties imposed by advanced nations, the poorer countries have 
found the WTO mechanism of dispute settlement quite costly and inadequate. They 
should therefore press for a simpler procedure of dispute settlement and subsidy on the 
cost involved in pursuing cases before the WTO, with the extent of the subsidy being 
linked to the per capita income of the country concerned. 

We also feel that while there is in general no need for making exception to the WTO 
rules for the LOCs, they require special dispensation in the following instances: (a) 
Industries crucially dependent on some key infrastructural facilities may be given time 
bound protection while the facilities are being developed; (b) Protection may also be 
pennitted for supporting some vulnerable groups. However, at the same time steps 
should be taken to discourage expansion of these industries; promote flow of resources to 
the more competitive sectors; and put in place a system of safety nets to mitigate 
transitional problems; ec) In lieu of enforcement of intellcctual property rights by LOCs, 
advanced nations should provide financial assistance to research specific to solution of 
health and food problems bedevilling the poorer nations. 

Note that while exceptions under (a) and. (b) are designed to reduce the cost of 
serious disruptions and do not undermine the principle of free flow of goods and services, 
the quid-prCH[llo suggested under (c) is for redressing the serious imbalance in the use of 
science for the benefit of mankind and should serve the long tenn interest of developed 
countries as well. 
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