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Recommendations

Thailand must make a strategic judgement about how to allocate the scarce resources
available for its trade diplomacy. Trade policy objectives include strengthening the Thai
economy while maintaining social cohesion and stability; and contributing to regional
peace, political stability and prosperity. Multilateral action offers Thailand the best
prospects for progress in meeting these objectives, supplemented by regional and bilateral
action. It will be essential to protect the gains achieved in previous trade negotiations, while
working with others to ensure that the future agenda is more responsive to Thailand's
interests. Some of the issues, questions and possible fora are shown in Figure 1, and relevant
international organizations are discussed in the Appendix.

The 1ssues for Thai trade diplomacy fall in four groups:

o market access

- information technology

- textiles and clothing

- agriculture

- 1mport liberalization of producer inputs (including business services) and
- consumer goods

¢ domestic regulatory reform

- Investment

- competition policy

- environment

- core labour standards

« trade rules

- the cluster of issues involved in trade facilitation (e.g. customs procedures
and rules of origin) might be most important

e system governance

options are multilateral (WTO) and regional (APEC, AFTA)

This paper begins with the key strategic recommendations regarding the World
Trade Organization (WTO), working with other countries, and the tools of trade diplomacy,
before presenting the supporting analysis.

1) The centrepiece of a strategy for Thai trade diplomacy should be action within the
WTO, corresponding to the WTO agenda, discussed in section xx below:

o The WTO serves as Thailand's basic trade agreement with all trading
partners (or, in the case of China, Vietnam and Taiwan, it is a forum for
negotiating such an agreement), and it ensures that Thai firms face one
coherent set of rules governing trade. No other forum is sufficiently
comprehensive in membership or sectoral coverage.

25/02/1999 1
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e The continuing or immediate objective is to ensure that the WTO works.
Thailand should participate actively in WTO Committees to ensure that it
benefits from the process of reviewing implementation, including
notifications; it should also use the surveillance opportunities of the
WTO, including the Trade Policy Review Mechanism (TPRM) Thailand
was one of the first countries to face a second Trade Policy Review—and
the Dispute Settlement System to ensure that it is able to monitor and
challenge the trade policies of its partners. Disputes can be used both
against neighbours (e.g. Philippines restrictions on Thai sugar), and with
neighbours against large traders (e.g. the case brought by Thailand,
Malaysia and Pakistan against US restrictions on shrimp).

o The first short-term objective for Thailand is the integration of China,
Vietnam and Taiwan into the trading system on a multilateral rather than
regional basis. Integration requires substantial bilateral market access
negotiations. Thailand should ensure that its interests are not swamped by
those of the largest WTO Members in these negotiations, while taking
advantage of their market size and the MFN principle to obtain
concessions that might not otherwise be available to a small country.

e The second short-term objective is to prepare for the reviews of WTO
Agreements and new negotiations, as specified in the Built-In Agenda.

e In the medium-term, as one of the top 15 trading entities in the world,
Thailand should play a leadership role in the trading system to ensure that
it is responsive to structural change, that “new” issues are managed in the
interests of all Members, that issues better dealt with in other fora (e.g.
labour standards) do not undermine the WTO, and that a new Round” is
Jaunched when needed.

2) As a small country, Thailand must consider how best to work with other countries
in preparing for and shaping the multilateral agenda

o Thailand will wish to join a variety of coalitions. Some will be based on
common interests in a specific sector (e.g. the Caims Group), and others
on geography (e.g. APEC) or level of development (e.g. the Informal
Group of Developing Countries).

e APEC will be an invaluable forum for sharing information, discussing the
implications of new challenges, and building a consensus among countries
at various stages of development, and, occasionally, concerting action
(such as the ITA) to be taken in other fora.

e Other international organizations listed in the Appendix, like UNCTAD,
will be useful for sharing information and consulting with like-minded
countries as part of the process for the exchange of binding reciprocal
obligations in the WTO.

o The strategy will require being able to respond to, which necessitates
being informed about, trade policy preferences in developed countries
(USA, EU, Japan in particular), especially those that generate pressure for
changes in Thai domestic policy.
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3) Implementing this strategy will require attention to the tools of trade diplomacy.

Mechanisms for inter-ministerial trade diplomacy coordination are
essential, because trade policy involves foreign policy, fiscal and
monetary policy, the domestic regulatory framework, and civil society
organizations including firms and NGOs

The Ministry of Commerce must develop, or attract, and retain sufficient
analytic capacity

a) to understand the full implications of WTO Agreements, and
explain them to other Thai officials;

b) to understand new issues that emerge on the trade policy agenda;
and c) to consider the impact on Thailand of its partners' trade
policies. Statistical capacity is also fundamental to trade
diplomacy.

Thai ambassadors and their staff should be located and chosen having
regard to the important contribution they make to the formulation and
execution of trade policy.

Mechanisms for consulting firms in general and by sector must be
maintained and enhanced in order to ensure that the Ministry of
Commerce 1s

c) well informed about changes in global markets having trade
policy implications; and,

d) 1is able to build domestic understanding for proposed initiatives.

As trade policy increasingly engages domestic policy, it will be important
to maintain open communication with NGOs.

Figure 1 Issues for Thai Trade Diplomacy

Issue Questions Priority action/forum
1) Market Access Examples:
a) for Thai exports Electronics WTO: implementing and extending
the ITA
Textiles and clothing WTO: ensure phase-out of the
MFA allowing access to OECD
markets
Agriculture Cains Group: ensure resumption of

WTO negotiations in 1999

b) for Thai imports

Import liberalization can be important for Reduction of border measures can
Thai firms, to ensure access to the latest be:

technology, at the best price. unilateral—Thailand

Firms also need competitive business or
services, including telecommunications and | voluntary—APEC
financial services or

reciprocal—WTO or AFTA

(Continued on page 4)
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Figure 1 (Continued)

Issue

Questions

Priority action/forum

2) Domestic

Is it sensible to consider harmonization, either to

Discussions with or in: OECD,

business plans?

Regulatory Reform | promote globalization or to mitigate its effects? | ESCAP, PECC, APO
a) Competition policy |+ No strong consensus among economists about | UNCTAD
the net impact of many business practices on a
market—in sharp contrast with the wide
consensus about the net gains from freer trade. | APEC
+ Is there a role for international action, given
that such national competition laws as exist are WTO worki
embedded in different economic, political and WorKing party
philosophical backgrounds?
» Would every WTO Member have to have a OECD
national competition authority?
b) Investment How to ensure that UNCTAD, APEC
regulation . . . .
a) Thailand remains attractive to FDI, while OECD MAI
protecting Thai Interests?
b) Thai companies can use FDI to support their WTO working party

¢) Core Labour

Labour standards has been shunted to the ILO,

APEC, OECD, ILO

norms in such things as customs procedures and
Rules of Origin eases trade in goods: if
procedures are simpler, consumers benefit from
lower prices, but so do small firms and new
traders, who may be inhibited by procedural
complexity.

Standards for now. Can the system respond to the political

consequences of globalization in OECD

countries without harming the WTO?
d) Trade and the Should WTO have a code (similar to Article WTO working party
Environment XXIV) on when international environmental

APEC

agreements could have a trade-related

component?
3) Trade Facilitation | Transparency and adherence to international APEC work in CTI on CAP

WTO Built-In Agenda

World Customs Organization

4) International
architecture

Learn about new challenges

Shape an emerging consensus

ASEAN, APEC, UNCTAD,
ESCAP, OECD,PECC, APO

APEC, WTO

and benefits?

How to respond to American and European
regionalism

Is Asian regionalism either a defence or a
benefit?

Reciprocal market access AFTA, WTO
Forum for settling disputes WTO
a) Regionalism: costs | Is “open regionalism” a contradiction in terms? | Does APEC, AFTA or EAEC

offer the best opportunities?
Or

Is the WTO the best trade
agreement with Thailand's
neighbours?
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Introduction

Thailand has become much more open to the world in the last twenty years,
consistently ranking as one of the top 15 trading entities in the world (the EU-15 count as
one). The change has been deliberate, through shifts in policy, but it has also been a part of
the general process of globalization. Recent setbacks notwithstanding, this process of
integration with the country's neighbours and with the world seems bound to continue. The
strategic challenge for Thai trade diplomacy will be to help ensure that this process of
increased integration is sustainable. This paper was commissioned as an overview of the
issues that will be likely to arise in trade diplomacy, including a review of the existing and
future global trading environment, institutions and laws. What should be the roles of
multilateral, regional and bilateral trade organizations? Most importantly, what might be the
implications for developing countries like Thailand, and what choices might they have of
different institutional and/or management scenarios? Structural change requires that the
rules, domestic and international, adapt. The paradox of closer integration, therefore, is that
it requires more effort by governments, not less, and that effort often involves cooperation
with other governments. Moreover, closer integration with the world can mean that
structural change elsewhere requires adaptation at home.

Thailand has assumed a more outward policy orientation in recent years, and the
commodity composition of its trade has shifted, as manufactured exports, especially
electronics, become more important than textiles and clothing, or agriculture in the country's
trade. When the Uruguay Round commitments are fully phased in, there will be more tariff
reductions, lower support for farmers, and changes to policies affecting investment and
intellectual property. Intra-industry trade is important, and higher value-added
manufacturing represents an increasing share of Thai exports, as firms are becoming part of
multinational production networks. Southeast Asian economies have received enormous
flows of foreign direct investment in recent years, much of it from Japan and, to a lesser
extent, the United States. This investment is of course directly related to trade flows since it
forms part of the production network strategies of multinational enterprises. While it is true
that three quarters of Thai exports went to APEC in 1994, it is also true that over half went
to members of the OECD. ASEAN takes a bigger share of Thai trade than the EU, but
Europe remains a major market (WTO 1995). Thailand's integration into world markets
seems likely to continue. When the current turmoil has passed, foreign investment will
continue to increase, re-shaping the economy. The accelerating decline in the cost of
communications will make it easier to produce sophisticated goods and services for distant
markets, while bringing the Thai market closer to faraway producers.

Thailand 1s not alone. Two themes affect the evolution of international trade
agreements. One, the subject of a recent speech by Renato Ruggiero,' is the movement
towards a supposedly borderless world, a world of “deep integration.” The forces at work
are seen in transaction flows of investment and services (especially telecommunications and
financial services), but these forces are also seen in the “new” agenda for the trading system:
investment, intellectual property, competition policy, and so on. The second theme, which is
just as important, is the continuing even strengthening role of the state. The state may be

' Renato Ruggiero, “Charting the Trade Routes of the Future: Towards a Borderless Economy,” September
1997, http://www.wto.org/new/press77.htm.
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threatened on all sides, but it remains the locus of identity for most people, the basis of a
sense of community.

It is less and less helpful to think of “Thailand” as a physical entity for economic
purposes, because the global economy is organized by transaction flows not by territory.
The sources of the rules affecting trade flows go beyond any one country, yet the state
remains important. Thai trade is influenced by the practices of multinational enterprises, big
international law firms, and consumers in distant markets. Thai policy is shaped by
interaction with international organizations, and constrained by the views of global
investors. The global flows of goods, services and capital that pass through Thailand can be
facilitated or impeded, but they are not caused by the Government, and some traditional
levers of economic policy have become disconnected. In this world where territory is of
diminished significance, tariffs will be less and less important. Many countries have reduced
such border measures faster than required by international agreements. The future
challenges for the trading system, and for Thailand, involve the regulatory framework more
than direct price-based measures.

Open and predictable trade and investment regimes with their incentives for
producers and benefits for consumers provide a strong stimulus for economic growth and
jobs. A liberal trading system with transparent rules and procedures facilitates stable
relationships among governments and the global organization of enterprise through
investment, trade and technology transfer. The need for such a system is particularly crucial
as new technologies and intensified competition require access to large markets to achieve
economies of scale. Globalization of world markets is raising important policy and
governance issues for all countries. The risk is that what Ostry calls “system difference”will
lead to friction (Ostry 1997, p. 173). This kind of conflict has seemed endemic for years in
Japan-US relations, but it could be imported into Southeast Asia. Thailand and other
ASEAN countries are facing especially serious challenges. These countries will have to
make rapid and sweeping adjustments to their regulatory frameworks to sustain their strong
economic performance and remain competitive in wards markets.”

These challenges are hard for any country to manage: understanding a rapidly
evolving global trading system is beyond the analytic capacity of any government acting
alone, and the challenges are not only analytic. Economists may know that free trade is best,
but they do not agree on the details of what that means in every circumstance in an era when
simple price-based border measures are of declining relevance, and their views evolve: the
inclusion of the then new issues of services, investment and intellectual property on the
agenda of the Uruguay Round responded as much to changes in the ideas of economists as it
did to changes in flows of transactions in the real economy (Kahler 1995; Krugman 1987,
Ostry 1990). Even if economists did agree, consistently, expertise in itself never makes a
policy politically legitimate. Part of what is essential in making trade policy—as in any
other domain—is the means available to governments to learn about and agree on
appropriate policy. The world economy is not a thing, nor does it exist in some state of
nature: it is a social institution, States created the trading system, understood as the set of
practices, understandings and rules that permit exchanges across borders. That system in
turn has a powerful effect on how states regulate trade. The challenge for trade diplomacy is

2 This was the conclusion of a TDRI conference of local and international experts on “new issues” on the
WTO liberalization agenda (see Flatters and Gillen 1997).
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knowing how to work with other relevant actors—consumers, firms, governments,
international organizations—to manage this growing complexity.

Thailand will not choose a policy of autarchy in economics, or isolation in politics,
yet it will wish to retain some policy autonomy in both domains. As small countries cannot
impose their preferences on the world, it follows that Thailand has a stake in the
international system. The perspective of this paper might be thought naive, on the grounds
that small countries can no more affect the trading system than individuals can affect the
weather. But just as individuals can build better or worse houses, countries can work to
prevent climate change. They may have to work with other countries, but the effort is not
futile. The challenge is how best to deploy diplomatic resources. Those resources include
analytic talent, efforts to build a domestic consensus, the network of diplomatic missions,
membership in international organizations (which can be costly in time as well as money),
the time of negotiators, and the time of Ministers.

In brief, I argue in the recommendations provided at the outset that Thailand should
devise a trade diplomacy centred on using the World Trade Organization (WTO) as its
principal trade agreement with all of its trading partners. Trade diplomacy depends in part
on finding ways to let other people do the work. Ideas are an expensive and scarce resource.
It can be simpler to work with others, even to accept agreements negotiated elsewhere. In
countries where inter-ministerial coordination is difficult, or the power of domestic lobbies
exceptionally strong, it can be helpful to claim that a new policy is required by WTO rules,
thereby foreclosing domestic debate. It can also be helpful to use some organizations as
talking shops, useful for learning about policy challenges, while giving authority only to
WTO negotiators, whose freedom of action may be more limited by the power of WTO
members, collectively. The WTO is a Single Undertaking. A country can accept all the
rules, or none. Everyone can try to shape the rules as the negotiations proceed, but when a
Round is concluded, that is it. Thailand should use regionally-oriented international
organizations in support of this strategy, along with bilateral contacts.

The rest of this paper is organized as follows. In the next section, I argue that a focus
on the state and state policy remains important despite the forces of globalization. In the
third section I discuss the tools of trade diplomacy. In the fourth section I discuss
regionalism, and APEC, as a possible alternative to multilateralism, before concluding with
an analysis of the current and future agenda for the WTO.

The Continuing Relevance of the State

The global political order is a multistate order (Zacher 1997). The global economy
has a powerful influence on this political order, but the global economy exists within the
political space created by this system of states. States are not a historical anachronism but
rather a constitutive element of global order. States provide the essential security and
stability in which commerce can flourish, and they provide the domestic economic security
without which stability 1s impossible. That is the fundamental paradox of the system of
states, since the one role inevitably undermines the other. In brief, I argue that global order
is not a random walk between international laissez-faire and domestic social protection, nor
is it a by-product of a supposed concentration of something called power in the hands of a
putative hegemon. Rather international order as a “compromise of embedded liberalism”
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(Ruggie 1983) can be described as a transformation curve defined by the fundamental
material and social forces of change (Wolfe 1997a).

States provide for the regulation of the global economy directly, since they are the
only locus (authority, and they do it indirectly through the network of international regimes
that they have created. These international regimes in the narrowest sense solve the
coordination problems that arise when states try to pursue their differing domestic
objectives. The claim, in other words, is that in a modemn liberal democracy, political
support for liberalization (and hence for allocative efficiency) rests on a perception of
distributive justice. If the mechanisms of redistribution are seen to fail, then there will be
little support for policies that increase net welfare. As barriers continue to fall, however,
welfare capitalism erodes (Ruggie 1994). Domestic institutional structures, including the
nature of the labour market, labour standards, social policies and environmental regulations,
come to be seen as barriers or impediments to trade. If all barriers were removed at once,
however, the result could be chaos: the market is not self-regulating (Polanyi 1944).

It is convenient to think of “trade policy” as meaning any government policy that
can have the effect, whether or not intended, of altering the flow of goods and services
across national borders. Trade policy is microeconomic policy, a domestic policy aimed at
domestic economic objectives for domestic political reasons. It can be used for “protection,”
aimed at stopping or at least slowing the pace of adjustment to global change; and it can be
used as a means of judiciously introducing the cold global winds of competition to the
sheltered domestic economy in order to force the pace of structural adjustment. In a modern
economy the policy instruments of interest extend far beyond old-fashioned measures that
exist only at the border, like tariffs and import quotas, to such framework policies as those
affecting competition, investment, and intellectual property rights. To take the Canadian
example, the GATT counted 48 federal statutes which may affect trade; there are no doubt
many more provincial measures. Canada's implementing legislation for the WTO
Agreement involved amendments to 29 federal statutes, on matters ranging from banking
licenses to entry visas for business people, to pest control products. Trade contributes to the
pursuit of economic growth from a) exports and outward investment opportunities and b)
increased efficiency due to inward investment and technology flows and the stimulus of
increased import competition. It is part of the WTO faith that liberalization promotes trade,
which promotes growth. The fact that during the GATT's five decades, world trade grew
much faster than output is taken to be the underpinning of global prosperity. The costs of
growth, however, are often felt by individuals. Trade policy change is seen to be politically
acceptable when there is reciprocity both between countries and within countries, allowing
the benefits to be redistributed and the costs to be shared.

Some economists ask whether the normative basis of the system remains appropriate
in the face of the apparent move from 'shallow’ to 'deep’ integration.” The GATT/WTO
system is said to involve mostly shallow integration based on the negotiated reduction of
border measures, but deeper levels of integration will require analysis of almost any national
policy likely to have spillover or externality effects that cross borders, leading to the
creation of legal, regulatory and social institutions that conform to global norms (Bosworth
and Ofer 1995, pp. 2-3). This move to consider domestic economic structures makes certain
conceptual premises of the postwar order problematic or irrelevant, even in the United

}  See the Preface to the volumes in the “Integrating National Economies: Promise and Pitfalls” series (e.g.
Lawrence 1996).
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States. Ruggie's list of antiquated ideas includes the notions “that the international economy
consists of territorially distinct and disjoint national economies linked by 'external’
transactions; that these transactions are carried on at arms-length; [and] that border measures
are effective policy tools... (Ruggie 1996, p. 136).” The original GATT assumed that as long
as domestic policies did not treat imported goods unfairly (national treatment), only border
measures were likely to affect transaction flows, but the assumption no longer holds in trade
theory or practice. Domestic policies do affect transaction flows, and territory no longer
matters. The questioning of the normative basis of the system animates recent instrumental
proposals to set global free trade as a 10 or 15 year objective for the trading system. A
former American negotiator has even argued that if “global contestability” or “global
competition” were the WTO norm, domestic regulatory reform would properly be seen as
central to global liberalization (Geza Feketekuty, in a comment in Schott, 1996, p. 249).
These normative views of economists also affect legalists. Jackson believes that the goal of
the WTO is to create a strong “rule-oriented system”—that is, a system that gives guidance
to millions of entrepreneurs around the world in the form of predictable and generally stable
rules for acceptable conduct. Such guidance is necessary for investment decisions, market
opening decisions, and technological decisions (Jackson 1996 p. 154).'

References to “rules” in the context of the trading system cause considerable
confusion. Legalists contrast a rule-oriented system with one based on power, as if mere
instrumentalities would be sufficient to constrain a supposed hegemony. A different
dichotomy is created by some economists who contrast rules created by sensible technocrats
with discretion exercised by fallible politicians (Guitian 1992). A third distinction, between
systems that fix rules, and those that fix outcomes, is fundamental to the GATT. The
normative desire to end quantitative restrictions was a central political objective of the
founders, who were reacting to the managed trade of the 1930s. Results-oriented approaches
assume governments know how to manage the market; rule-oriented approaches assume
governments are able to create the framework in which competition among firms can take
place (For illustrative examples of the two sorts of approach, see Figure 1.2 in Hoekman and
Kostecki 1995, p, 25). If embedded liberalism endures, governments will have difficulty
accepting either laissez-faire or managed trade. Complete free trade would be a return to the
self-regulating market, but managed trade is the other extreme: it prevents adjustment, and it
1s not multilateral due to the arbitrary way in which it externalizes adjustment costs.

The rhetoric of market contestability is economically appealing, but potentially
naive. Economists often claim that the need for deeper integration creates the necessity for
multilateral 'harmonization' of formerly domestic regulatory policies using arguments
comparable to the claims that it is better for a country to eliminate its own tariffs unilaterally
than fret about the tariffs of other countries, but the effect of regulation on commercial
transactions is less well understood than the effect of price-related measures, and countries’
legitimate policy objectives are not necessarily easy to reconcile. But if unilateral
liberalization in market access terms meant allowing a firm to face the same regulatory
structure in Thailand as in California (or in California as in Thailand), then liberalization
would be practically impossible, economically undesirable, and politically unthinkable.
Markets are never unregulated, the things under consideration are so embedded in different
national histories that they will never be made uniform, and regulatory differences can be a
legitimate form of comparative advantage.

One way of expressing the political logic of the trading system is to argue that a
country can do whatever it likes at home, so long as firms from other countries are treated
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equally to each other and to domestic firms. “Don't shoot other countries in the foot” could
be said to be the basic political imperative. Economists find this logic bizarre, however,
since small countries are incapable of shooting other people's feet.* Market distorting
policies can affect others (i.e. can be externalized) only to the extent that they affect
international prices. Economists advise small countries, therefore, to be concerned only with
their own trade policy, since it is the importing country that benefits from the reduction of
its own trade barriers, and nothing a small country does can influence world prices. Yet the
whole trade negotiation process seems to economists to be built on the fiction that trade
actions by small countries mainly hurt other countries. A small country's tariff reductions
are called “concessions” since they are seen as something being given up, in order to wring
comparable “concessions” from some other country, rather than self-interested actions.
From this perspective, the role of the WTO is limited to advising countries to “Stop
shooting yourself in the foot.” This advice might be useful, they argue, if it helps
governments constrain the Dower of domestic lobbies.’

Economists accept that the WTO might also have a role in two other circumstances.
First, prices could be affected by the actions of a small country that might have market
power in some market(s), by a group of countries acting in concert that could have market
power that none would have individually, and by small countries in general. Second, small
countries might be legitimately concerned with policy in a large trading entity like the USA,
if the US policy causes their exports to be lower priced or imports to be higher priced than
in the absence of the US policy. In these circumstances, game theoretic arguments can be
constructed for the WTO as the solution to the Prisoner's Dilemma problems of collective
action: groups of small countries will be better off if they can work together to discipline the
trade policies of all countries. The order created in the GATT era in consequence looks
much different to small countries than did the later nineteenth century—when it seemed that
world markets were being carved up by competitive European empires—or the 1 930s,
when the imposition of the American Smoot-Hawley tariff set off a downward spiral of
market closure.

The functional logic that the WTO exists because it serves a purpose that can be
reduced to the micro foundations of individual and state 'interests' begs the question of
where it came from, and, in consequence, of whether it will continue. The claim about the
WTO existing to prevent shooting others in the foot is normative not instrumental, and the
norm relates as much to stable international relations as to sound economic policy. The
possibility of one small country being able to hurt another is not the issue. Spitting on the
street does not cause floods, but when we all do it, something about social order is
undermined. States have learned that a world in which countries felt free to externalize the
negative effects of domestic choices has less prospect of being orderly than one in which the
political logic of the WTO prevails. Large and small countries alike have also learned that
the most effective way to be concerned about the policy of large countries, or groups of
small countries, is to act in concert, multilaterally, negotiating agreements and monitoring
implementation through the WTO. At a minimum, the WTO helps reduce transactions costs
by allowing even the largest traders to have one trade agreement with the world rather than
dozens of agreements, one for each partner. Firms benefits from having one rule in covered

* This section draws on communications with my colleague Frank Flatters. (see also Flatters 1997)

’ In the extreme version of the view, “political failure” is endemic, but it can be “corrected” by using the
WTO as a constraint on wayward governments subject to the equilibrium outcome of interest group
competition. (Hoekman and Kostecki 1995, p, 24)
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domains, rather than one for each market or regional grouping. Neither firms nor
governments need to reinvent the wheel, and neither need worry that a neighbour is getting
a better deal in important markets.

When economists talk about “deep integration” as part of the response to
globalization, they mean that globalization represents the needs of the market for ever
greater price flexibility and factor mobility. Politics, however, is local. Communities depend
on social cohesion. This form of integration is not served by ever larger states. Politics may
favour the proliferation of states, therefore, even as economics seems to favour their
elimination. The responsibilities of states to their citizens will not diminish. The paradox is
that an increasing role for global markets will call for an increasing role for states and their
global institutions. If the international order is to be stable, these institutions must be
flexible. States may face similar problems, and firms may feel the heat of system friction,
but international agreements that tell states there is only one way to do things will fail.

The explanation for the relative stability of the past 50 years, at least in the Atlantic
area, and even more for the persistence of that stability, lies in the proliferation of
international regimes. The globalized world economy, in other words, remains highly
institutionalized. The institutions of the world economy reflect a balance between market
and society. The organizing principles reflect the differing scale and function of economic
and political integration. The one calls for the elimination of artificial barriers to market
exchange, the other calls for strengthening state autonomy. Both, if unchecked by the other,
end in disaster.

I see an international order that is multi-polar. The “clash of civilizations” is at best
an unhelpful concept, and “trade blocs' are not likely to become fortresses. Big countries
have some power, but even when they work together (for example in the G-7) that power is
insufficient to provide systemic governance. The roles of the USA, EU and Japan are
obviously an issue for any small country. Bilateral relations must be maintained with all of
them, and with the rest of the OECD too, but a proliferation of arrangements would be
harmful. The more a state integrates with its neighbours and the world, the more it will wish
to have a share in shaping the norms and rules of the system. Multilateralism, therefore, is
the best strategy for small countries who wish to have a voice, and who wish to harness the
power of big states for benign collective purposes.®

The changing needs of international regulation need not result in complex new rules
governing ever widening areas of state authority, but the world economy must still be
organized if it is to be stable. What is needed is efforts to ensure that states talk to each
other, coordinate their actions, provide each other with lots of information. States must be
left to make their own decisions, to strike their own distributive bargains, but to do so
within an internationally understood compromise between state autonomy and international
openness, the continuing paradox of living in a world of states.

This compromise is increasingly relevant to developing countries. The expanding
domain of the global market, both functionally and geographically, creates an enormous

¢ Other models would lead to different architectural preferences. The economic nationalism of “realist” and
“dependency” theories, for example, is based on the assumption that the world is conflictual, that all order
is an epiphenomenon of power, and that international relations are hierarchical. This architecture stresses
bilateral over multilateral diplomacy, and the building of defencive alliances over multilateral
liberalization.
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challenge for states anxious to maintain social control of the economy while promoting
continued and more dynamic growth. Globalization has been marked not only by change in
the things that are traded, but by change in who is trading them. Non-OECD countries have
taken an expanding share of world trade. In the Uruguay Round, developing countries were
expected to increase the extent of their obligations; and, they expected to play a more active
role in the negotiations. The original GATT had been a transatlantic bargain; the Uruguay
Round was a global negotiation.

The Tokyo Round of the 1970s, with 99 countries as nominal participants, might
have been the first global Round, but developing countries effectively opted out of the
trading system. They opted out through the provisions for 'special and differential’
treatment, by not signing the limited-membership Codes on such issues as subsidies, and by
not 'binding' their tariffs. These attitudes changed in the 1980s, when rapidly industrializing
countries realized that their own producers needed to be able to buy the widest range of
sophisticated inputs at attractive prices, and then needed access to other markets to sell the
results. Developing countries realized that they did not necessarily gain from “preferential
treatment” while they were losing by their inability to constrain discriminatory policies in
developed countries, notably “voluntary export restraints,” proliferating regional deals, and
the continued restrictions on textiles and clothing, and agricultural products. (Gibbs 1996)
When the pace of integration picked up in the 1980s, one of its most striking features was
the extent to which developing countries introduced autonomous (as opposed to negotiated)
liberalization packages—over 60 during the seven years of the Uruguay Round. They did so
because of a perception that their own policies hampered their ability to participate in
increased commercial exchanges. The policy changes were especially marked in the East
Asian economies, who realized sooner than others that import-substitution policies had
failed, and that their margins of preference in OECD markets had been eroded by the
significant tariff cuts of the Tokyo Round. Their new trade policy needs included greater
and more secure market access in developed countries, and a share in the elaboration of new
rules. Brazil and India, the leaders of a group that tried to block negotiations in the mid-
1980s, were quietly acquiescent by the early 1990s.

Embedded liberalism as an historically contingent compromise was specific to the
time and place of the second industrial revolution, and especially to the postwar welfare
state in the developed countries. For much of the GATT's first half century, the concept was
simply not relevant to developing countries, and they tried to opt out of the system. The
trade policy transformation that took hold in developing countries during the 1980s as more
and more countries participated actively in world trade was based on a recognition that
liberalization allowed developing countries to reap the benefits of globalizing markets. That
is, it became essential to participate in the part of embedded liberalism that called for greater
international openness. The expansion of the scope of the market is always marked by a
social response, however. As developing countries industrialize, they do not necessarily
create a European welfare state, but they do revise policies to ensure that growth enhances
stability by ensuring the domestic redistribution of the fruits of participation in global
markets. The embedded liberalism compromise, then, became relevant to developing
countries at the moment when they wished to participate in global liberalization while
simultaneously preserving their ability to promote social cohesion. The embedded
liberalism compromise is relevant for Asia because at its core it recognizes that a) the state
is an enduring and fundamental political idea; and b) the understanding of the state differs
from country to country. Asian states differ from each other just as they differ from OECD
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states. The necessary compromise is one that reconciles differences allowing both domestic
autonomy and international openness.

The Tools of Trade Diplomacy

Trade diplomacy looks in many directions at once. That is, it depends on the
domestic and international micro- and macroeconomic context, and on the domestic and
international political context. Trade diplomacy is concerned with allies, but commercial
ones, not military. Those allies can be other states, not necessarily neighbours, and they also
can be firms, not necessarily your own. Trade diplomacy requires a mix of domestic action
(analytic resources, consultation structures), and international action (bilateral, regional and
multilateral) using government, non-government, and mixed bodies. (In North America and
Western Europe, the private sector has a growing role in trade policy. The Information
Technology Agreement first emerged as a proposal from business groups meeting in the
EU-US Transatlantic Dialogue.)

In this section of the paper, I discuss the roles of international organizations,
coalitions, and embassies. It should first be stressed, however, that these diplomatic tools
must be carefully deployed. Trade diplomacy needs reliable intelligence: good newspapers
and first class embassies abroad are essential tools for trade diplomacy, as are good
statistics: if flows of commercial transactions cannot be measured, negotiations are
difficulty’ The Ministry of Commerce must develop, or attract, and retain sufficient analytic
capacity a) to understand the full implications of WTO Agreements, and explain them to
other Thai officials; b) to understand new issues that emerge on the trade policy agenda; and
c) to consider the impact on Thailand of its partners' trade policies. It must also have the
capacity for inter-ministerial coordination, which includes:

o sharing information obtained from international organizations and Thai
diplomats;

« making sure that Thailand is properly represented at the many international
meetings that are held every year, and that officials from many ministries are
exposed to relevant discussions in international organizations;

« developing a negotiating position for trade diplomacy when needed; and

o discussing changes to Thai policy necessary to comply with international
obligations.

International Organizations

The WTO is the heart of the trading system, but it is not the only body with a trade
role. The Appendix contains a brief description of some of the international organizations to
which Thailand belongs that are relevant for trade. All of the organizations in the list have a
role. The question is to understand that role as the basis for a decision about strategy and

7 For example: how can trade policy with respect to China be discussed without knowing how much of Hong
Kong's trade is China's or how much of Thailand's trade with China shows up as re-exports from
Singapore?
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about where to commit scarce political, negotiating and analytic resources, and on which
issues. The list puts the WTO first, followed by UN and regional bodies. International
financial institutions are included as a reminder: a) that the WTO is required to play a role
with the other Bretton Woods institutions in ensuring the coherence of global economic
policy; b) that the international system of trade and payments is seamliess; and, therefore, c)
that important information about and analysis of the trading system often comes from the
IMF and the World Bank. The OECD is included not because Thailand should think of
joining any time soon, but because opportunities exist from time to time for non-members to
collaborate in or benefit from its work, and as a reminder that it is a model for one kind of
international collaboration, though one that depends on substantial secretariat resources. In
sum, trade policy officials must be informed about the whole panoply of organizations,
obtaining information as needed and using the most appropriate organization in pursuit of
their objectives.

[t is not easy, however, to choose a table for international cooperation.® The aspects
to consider include the nature of the problem to be solved, the extent of collective
understanding of the problem, and the number of states that must be participants. It is futile,
even dangerous, to elaborate detailed dispute settlement mechanisms in advance of a
consensual understanding of the nature of the problem and potential solutions. Discussions
about how to deal with new trade issues can profitably be conducted at informal tables, so
long as all countries are eventually able to participate in some such discussions, and so long
as all have a fair chance to participate on a reciprocal basis when negotiations over
distributional issues begin.

International regimes can be based on organization by common ends or organization
by reciprocity, (Fuller 1981b) or some combination, and the mix can shift during the natural
history of a negotiation. When shared commitment is necessary, cooperation within regimes
or international organizations can be aimed at pooling information, aiding states to do things
they could not do themselves, and coordinating their individual actions. When duty and
entitlement are the basis, then we see GATT, for example, the organizational manifestation
of the most ambitious type of regime, one aimed at regulating state behaviour (Haas 1990,
p- 198). This last form of cooperation could also be called collaboration, in the sense of joint

action, which can be distinguished from coordination, an easier form of cooperation (Stein
1983).

In this conception of regimes, they can contain more than one international
organization. How then do we distinguish between what states do together in one or another
international organization? I see two principal dimensions: 1) As states move from low to
high interdependence within an issue-area there will be an increasing need for them to
cooperate; and 2) As the salient dimension of an issue moves from developing an
intellectual consensus on improving allocative efficiency, to resolving distributive conflict,
the site of cooperation will change. As interdependence increases, and the nature of the
problem changes, states will move from association by common ends to association by
reciprocity. As this happens, negotiations move from consensual organizations like APEC
to organizations equipped for distributive negotiations, like the GATT. The form of
cooperation will move from definitional problems (e.g. property rights) through
coordination to collaboration (Ruggie 1993). The form of agreement will also move from
informal understandings to written treaties (Lipson 1991). The need for surveillance in this

¥ T have developed these ideas at greater length elsewhere (Wolfe 1997b).
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context will move from informal mechanisms aimed at transparency to more formal dispute
settlement mechanisms aimed at compliance.

In sum, while it is true that all the institutions in the Appendix are needed, because
you can make progress in some more than others, depending on the issue, that does not
mean that Thailand can be indiscriminate in its use of these organizations. First, it is also
true that participation has costs when diplomatic resources are a scarce commodity. Second,
and more important, “progress” in this context is a slippery concept. People who are anxious
about some policy domain sometimes believe that any “legally binding agreement” is better
than none, but agreements that cannot work, or that do not engage all the relevant partners,
can be worse than no agreement. The issues are both practical (how and where does and
issue become negotiable) and strategic. For example, the USA has a tendency towards
“strategic trade policy,” including the use of Section 301 to intimidate recalcitrant trading
partners. An object of trade policy is to keep encouraging the Americans into multilateral
fora. It follows that excessive inwardness or a regional preoccupation can be a risk, if it
allows mercantilist Americans to believe that bilateral pressure is the only tool that “works.”

Regional fora can be a source of ideas, but are not the right place to conclude
important negotiations. For example, some claim a role for APEC in developing the ITA.
The reality is that the idea emerged in the EU-US transatlantic business dialogue in 1995
but by the spring of 1996, the Quad was discussing how to use the Singapore Ministerial to
approve a draft WTO agreement. (Financial Times 1 April 1996, p.4) APEC was involved
in the process of building support but a deal was only in the WTO

Given the effort required by an effective trade diplomacy, no state can afford to
target too many objectives at any one time ministerial and bureaucratic time are scarce
resources in any country. It must be stressed, however, that a single objective can be
~ targetted with more than one institution. Competition among ideas is valuable for Thailand,
so over-lapping responsibilities among organizations is not necessarily a bad thing:
UNCTAD, for example, can play a valuable role, if it keeps its focus on the real multilateral
objectives (On UNCTAD's role, see Bhagwati 1997).

Coalitions as a tool of trade diplomacy: The example of the Cairns Group

This paper tasks as axiomatic the proposition that Thailand must work with other
countries within the WTQO. Choosing a grouping is not obvious, however. Thailand could
see APEC, AFTA or EAEC as the potential basis for a coalition, though none of these
groups can negotiate as one in the WTO (AFTA, for example, is not a customs union, and
has little prospect of developing a common commercial policy) but members of each group
could work together as a coalition, and could frequently be able to speak with one voice,
giving them a major voice in governance. The familiar example of the Cairns Group
illustrates some of the dynamics of trade coalitions.

It is now a commonplace that the governance of the world economy is fragmented.
No country has the dominance exercised by the United States before 1971. The collective
action problems posed by multilateral governance of the world economy were addressed for
much of the postwar era by 'minilateral’ great power collaboration disguised by multilateral
institutions and by derogations from multilateral principles in the form of persistent
bilateralism and regionalism. (Kahler 1993, p. 321) Efforts to launch the new round of trade
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negotiations in the mid-1980s stimulated a new form of coalition activity—bodies like the
Rio Group that crossed the old boundaries of international economic relations erected on
'north/south’ or 'rich/poor’ lines. Developing countries learned in the 1950s that they could
have more influence if they banded together—for example, in what became known as the
G-7. Large countries learned a similar lesson in the 1970s, banding together in annual
Economic Summits. This coalition of the powerful developed an operational role in the
1980s first by formalizing long-standing cooperation in the GATT with the creation of the
Quadrilateral Group of Trade Ministers at the Ottawa Economic Summit in 1981 and later
by creating the G-7 Finance Ministers to manage more active economic policy cooperation.
(Quad members are the European Commission, which has EU responsibility for commercial
policy, the USA, Japan, and Canada.) The Quad, as a coalition, played a significant role at
all stages of the negotiations, as this same group of countries did in a more informal way
during previous Rounds. Once the rules negotiations neared completion, the Quad played an
especially important role during the final six to eight months of intensive bargaining on
market access issues as the final package was assembled. The size of that package was vital.
Since one or another of the Quad members tends to be the largest trading partner for all
other participants, momentum in the Quad was the key to the rest of the package. As other
countries came to realize this dynamic pressure on the Quad to reach an agreement was
intense, even from developing countries.

The best known illustration of the substantial coalition activity in the Uruguay
Round, other than the Quad, was the development of the Caims Group of Fair Trading
Nations as a 'third force' in the conduct of the agriculture negotiations. (The following
discussion draws heavily on Higgott and Cooper 1990; see also Tussie 1993) The now 13
countries first met as a group of 5 in Uruguay in early 1986; the group was formally
constituted at a Ministerial meeting in Cairns, Australia in August 1986. The United States,
the EU and Japan were invited observers, at least at the early meetings. The group's
supporters claim that the Cairns Group represents a unique evolution in the process of
coalition building in multilateral trade negotiations. Its critics counter that the endeavours of
the Cairns Group to stimulate international agricultural reform must be seen as quixotic in
practice and overstated in theoretical significance. The Cairmns Group tried to be each sort of
potential coalition, depending on the stages of the negotiations with varvine decrees of
effectiveness.

The Uruguay Round was a departure from past GATT rounds because of the
importance of institutional issues. Old-style market access negotiations define the
negotiation by the market power of the participants. Negotiations on rules and principles, in
contrast, allow a greater role for skill and perseverance, creating an opening for new kinds
of coalitions. (Hamilton and Whalley 1989; Winham 1990) The members of the Cairns
Group accounted for roughly 10 percent of world trade in 1992, but they represented over a
quarter of world agricultural exports at the time of Punta del Este. In the GATT context, this
sort of market weight buys a certain amount of influence. That influence was used first to
influence the shape of the agenda for the Uruguay Round, then to advance negotiating
proposals, and finally to ensure that a big agricultural package acceptable to the Group
could not be pushed off the negotiating table, a blocking role The Cairns Group relied on
the aggregate strength of the group in international agricultural trade; tightly defined group
goals; a degree of discipline, notwithstanding the heterogeneity of group membership; and
strong technical and entrepreneurial leadership—especially, but not exclusively, from
Australia. The Group remained active throughout the Round, but it was especially important
prior to the Montreal Ministerial when it kept the pressure on for a substantial negotiation.
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The Cairns influence on the final negotiating or bargaining was minimal—although
the Australians certainly reaped domestic political benefits from the appearance of influence
on the big players in Washington and Brussels. One crucial step in unblocking the
agriculture negotiations was the bilateral accord between the EU and the US concluded at
Blair House in November 1992. But one source of resentment among smaller players,
notably the Caims Group, was their exclusion from the 'Blair House negotiations, although
they were expected to accept the results. This deal unblocking the Uruguay Round
agriculture negotiations may have responded to Cairns Group pressure, but it was done in
private, and it included unwelcome elements. Nevertheless, when towards the end, the
French made a last ditch suggestion to remove agriculture from the package, there may have
been some temptation in Washington, but as one American is reported to have said, 'We've
gone over the waterfall in a barrel. There is no backing down. Even if the US would agree to
it, the Cairns Group would not.' (Financial Times 12 October 1993, p. 5)

Embassies

Thai ambassadors abroad should play an essential role both for market access issues
(e.g. trade promotion) and in helping to understand the views of other governments. In my
work on diplomacy, I argue that ambassadors remain a central institution of the society of
states, though the nature of the institution has changed as the international system has
changed (Wolfe 1997c). Major issues between states are discussed by Ministers and other
officials, especially in multilateral fora, but the resident ambassador is important, especially
for discussion of a host of issues far removed from a traditional conception of foreign

policy.

Take the example of Canada. The twin forces of an expansion of the role of
government and an increase in the extent of entanglement with other countries has meant
that many more parts of the Canadian government have operations abroad that need to be
conducted either directly or by the Department of Foreign Affairs on their behalf. Embassies
have a significant operational role, therefore, simply as an office of the Canadian
government, a role that is not easy to disentangle from the diplomatic role. Trade
promotion, immigration, and consular assistance are traditional operational functions, but
they are changing as many more domains of domestic policy become internationalized. All
of the major departments of government, from Finance, Industry, and Human Resources
Development through the military and the police have business to transact with their
counterparts in other countries, which they do both through embassies and directly, either
by phone or in person or through international organizations.

In this view of the ambassador she is not primarily an instrument of “foreign” policy
any more than the foreign ministry is a “gatekeeper.” Most foreign ministries have a myth
of a golden age when inter-state relations mattered, the country was an actor in such
relations, and the foreign ministry was in control of the interactions between domestic
departments and the world beyond. Hocking argues that the myth bears little resemblance to
reality. The foreign ministry only came into existence when states disaggregated a
previously integrated administrative structure. Without some notion of “foreign” policy as a
separate domain, states have no need of a foreign ministry. When such ministries did
emerge, their role never went uncontested in the endless rivalry of bureaucratic politics, and
they were often kept out of important international negotiations even in such domains as
international finance and security. The notion of gatekeeper becomes even more problematic
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when we accept that policy issues now linked to many other issues engage a multiplicity of
“actors” in a variety of arenas whose boundaries span “borders.” It is absurd, in other words,
to think that it is possible for any foreign ministry to maintain and control a single channel
of contact on all issues between its state and all relevant actors. Hocking concludes that
foreign ministries have a valuable but still contested role to play as “boundary managers,”
coordinating and mediating relations that take place across political boundaries (Hocking
1997). And lying abroad, playing a catalytic role, sits the ambassador.

Features of what is called “globalization,” could be part, therefore, of an explanation
of the need for ambassadors. The first is the need for local presence, the second the increase
in the number of places where presence is needed because of the increased complexity of
global affairs—the world is no longer dominated by a small number of countries clustered
around the Atlantic. That much is obvious, to Thailand, but why must the country be
represented in so many places?

One of the phenomena associated with the idea of globalization is the collapse of
time and space. If location has become irrelevant, why are ambassadors needed? The
answer, I think, is because the state still exists. I argued above that embassies should be seen
as offices of the government. An analogy to the multinational firm might be helpful in
explaining the need for such offices. One of the puzzles about the very existence of
multinationals is why firms find it profitable to invest abroad in locales and markets that
they by definition will know less well than their own, when they could just as easily serve
foreign markets through trade. The analogous question is why foreign (or trade) ministries
find it useful to have resident ambassadors. Arguments about the decline of diplomacy
would seem to map on to arguments about why foreign investment should be improbable
modem communications make it possible for people from headquarters to conduct business
electronically or in person anywhere in the world. Yet in the last decade there has been an
enormous increase in the flow of direct investment, especially in service industries.

Three broad sorts of arguments are made about investment (For the conventional
arguments, see WTO 1996, pp. 50-1). The first is that firms must go abroad to exploit their
intangible assets, including intellectual property and the human capital embodied in their
employees. Second, in service industries, firms invest as a means of trade, because a local
presence is often essential to deliver the service. In goods industries, transport costs can
favour local production, and being on the ground in a market can generate valuable
information about local conditions. In both goods and services, investment facilitates
customization for local markets. These first two factors, however, do not fully explain
foreign investment, because intangible assets (especially technology) can be licensed to
local firms. The third reason for investment, therefore, appears to be a decision to internalize
the use of assets within the firm. There can be significant transactions costs associated with
licensing, including problems of contracting and quality assurance. Moreover some kinds of
technology may be best exploited by people with the sorts of skills only found, or most
likely to be valued, within the firm. Business, it seems, finds no substitute for being on the
ground around the world. (Business also responds to actual or potential trade barriers; that
is, investment is also said to respond to a perceived need to have a presence inside every
potential trade bloc.)

It should perhaps not be surprising that trade ministries reach similar conclusions
about the achievement of their objectives, notwithstanding the predicted demise of the
ambassador. It might be cheaper to phone colleagues in other governments, sending in
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officials and Ministers when needed, but the intangible assets that are a foreign ministry's
stock in trade knowing who is who in the government or the ability to interpret complex
events—can only be developed and then exploited by being on the ground. The services that
are provided to citizens abroad can also only be delivered through a local presence. The
privatization of services to citizens whether for trade promotion or consular assistance can
be seen as analogous to licensing, with all the associated transactions costs. Moreover the
specific skills of foreign service officers may be essential for the delivery of some services.
It is not clear that any private concern would sufficiently value the experience that goes into
a first-class consular officer to invest the years needed to acquire such experience. The one
technology specific to the foreign ministry is its telecommunications network, whose
security could be compromised if its use were licensed to outsiders. In sum, Thailand needs
an extensive network of trade diplomats resident abroad.

Regionalism or Multilateralism?

The cregtion of the WTO was major achievement for multilateralism, but
regionalism has continued to flourish. North America has been engaged in talks on NAFTA,
APEC, FTAA, and so on. The EU, itself a regional agreement, has a list trade liberalization
negotiations that includes potential deals with South Africa, MERCOSUR, and Mexico; the
creation of a new Euro-Med Free Trade Zone; the enhancement of the European Economic
Area; and, the development of the Europe Agreements with the countries of Central and
Eastern Europe and of the Partnership and Cooperation Agreements with the countries of
the former Soviet Union. In Asia, the long-standing cooperation in ASEAN was enhanced
by the creation of AFTA, efforts to promote “growth triangles,” and discussion of a possible
EAEC. Australian worries about being isolated motivated their leadership in the creation of
APEC. Asian fears of being shut out of a new fortress Europe, and European fears of being
left out of APEC, were behind the Asia-Europe Meeting (ASEM) first held in March 1996,
but now held annually.

Regional integration has been a problematic concept for political scientists and
economists, and it has generated a voluminous literature wondering what it all means. The
outcome variables of interest in the literature are, roughly, formal inter-state bodies with
supranational responsibilities, and informal communities whose influence relies on common
values. The variables used to explain the process of integration include both political power
and economic, social, and technological factors. Regional integration, as opposed to
“interdependence,” is generally seen as something sought by participants or encouraged by
outsiders, and it is usually understood in terms of the actors involved. European integration,
therefore, is understood as the process by which the states of Western Europe used the
creation of a common market for the political purpose of forging common institutions and
an enduring peace. It is important, however, to distinguish between regionalization (a
market-driven process of trading more intensively with close neighbours) and regionalism
(an attempt to promote regional economic integration on a de jure base). The one need not
require the other (Sander 1996, p. 24).

Is regionalism compatible with multilateralism in the common meaning of these
terms? Are regional agreements compatible with the WTO? Associations based on shared
commitment can be placed under intolerable pressures, in some circumstances, by sub-
associations that may have different ends (Fuller 1981a). Regional groupings of countries
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who are also part of other multilateral or global groupings can be a source of tensions in the
trading system. Bhagwati argues that global free trade is best for the individual welfare of
all humans. Regionalism may be a second best tool to this important end, but only if
regionalism furthers the long-term objective, which he thinks is rarely the case, not least
because the possibility of regionalism may divert the attention of politicians, officials and
interest groups from the seemingly more arduous multilateral route (Bhagwati 1993). Either
way, the idea is to exploit the greater market power that comes from regional aggregation of
markets, but the difference between optimal tariff motivations and attempts to break down
regional barriers influences judgements about compatibility with multilateralism

The old GATT never fully digested European integration, though it always accepted
the possibility of regional trade agreements, because such customs unions and free trade
areas were seen as exceptions to the rules, being inherently discriminatory, denying both
national treatment and MFN to some classes of foreign goods. The WTO rests on certain
fundamental norms and principles. The MFN principle requires members to
“multilateralize” to all participants any concession that it gives to one. The National
Treatment principle requires that once admitted to the market, all goods will be treated
equally. Regional agreements were to be allowed only if they were demonstrably trade
creating rather than trade diverting, (a distinction actually only formalized by Viner in 1950)
but this provision of the General Agreement was thought to be weak. The Uruguay Round
outcome is important, therefore, because the Final Act contains agreements on improving
the procedures for reviewing regional arrangements and on working towards harmonized
rules of origin. These provisions were strengthened with the creation of a new Committee
on Regional Trade Agreements to review all notifications of regional arrangements,
replacing the two dozen working parties previously in operation. The new committee must
also consider the systemic implications of the new regionalism.

One of the implications is the claim that the issues under consideration in some
regional agreements go beyond what is under consideration in the WTO, or what can be
achieved in the near term in the WTO. Better to make progress wherever possible, so long
as regional agreements remain transparent and open to new members. The result could be an
ever-spreading web of deeper integration that eventually results in complete global
integration (Lawrence 1996). In this way the regional elimination of barriers can move
towards gradual convergence of rules among all regional groups. Regionalism in this
scheme is neither an alternative nor a supplement to multilateralism, but merely a means to
the desired end

Certain things, at certain times, work better in a multilateral setting than in a bilateral
or plurilateral one. Three considerations enter into this strategic calculation: critical mass,
inclusiveness, and coherence.’

Critical mass is easier to achieve among many than among few. In the Canada-US
Free Trade Agreement 'many' took the form of comprehensive negotiations, which
succeeded where 'few' (the sectoral talks that had preceded them) simply could not generate
enough support. More prosaically, a large body of participants engaged in a negotiation can
make it work surprisingly well, because the overall level of benefits emerging is richer and
more alluring. It may be hard to launch a big negotiation, but once going it is hard to stymie,
for good and bad reasons, depending on one's perspective. On the other hand, it is easier to

® 1am grateful to officials, who wish to remain anonymous, for sharing some of the following ideas with me.
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maintain a degree of protection in a big negotiation, as long as one's offer is respectable.
The Single Undertaking forces small countries to join a consensus because the costs of
being left out can be greater than the pain of accepting some unwelcome details in an
Agreement.

Critical mass is certainly fewer than the 130-odd members of the WTO; no-one is
concerned over free riders when they represent a negligible share of trade. The ITA reached
over 90% of information technology exports with just 40 participants—counting the EU as
15. The world's top thirty exporters (counting the EU as one for goods) account for about
90% of both goods and services exports. In any issue-area it doesn't matter how many
participants you have so long as you have the right participants (a mix of intellectual
leadership and market weight), along with the MFN and Single Undertaking norms to hold
it all together.

The multilateral approach is an inclusive one. By itself, that remark is banal, but
it has some important implications. It means that all relevant markets and all relevant voices
can be included in a negotiation. Large countries cannot dominate; all must seek allies. The
complex process could be improved, as discussed below, but the alternative is costly
duplication of effort and fragmentation of the rules. The multilateralization of results in a

- large negotiation allows exporters to diversify their efforts by improving access to a wide
range of markets. Multilateral agreements ensure Thai business the same treatment
everywhere as that accorded to business from the most powerful countries. In a regional or
bilateral world the US and the EU, with their superior clout, can negotiate better treatment.
Multilaterally, small countries can benefit from their leverage. Multilateral deals, therefore,
counter hub-and-spoke arrangements that might leave Thailand disadvantaged. Regionalism
can be seen as an insurance policy for small countries worried about their access to larger
markets, but insurance policies carry a premium (Perroni and Whalley 1994). One of these
premiums is the risk that in a regional deal a small country may gain more than its fair share
of access to a larger market, while the rules are set by the larger country (Helleiner 1996).

APEC's ultimate goal of free trade on an MFN basis by 2010/2020 may in practice
only be realizable through multilateral liberalization, given the likely unwillingness of
APEC economies to move down that road without the Europeans. Figures on “APEC” trade
obscure two factors for Thailand: I) much intra-APEC trade involves countries who have
vital trade interests with non-APEC states; and 2) a good deal of APEC trade is with non-
members of APEC directly. It follows that there are limit to what the Americans, for
example, will do in APEC and limits to what Thailand, for example would not want to offer
to the EU.

Coherence is a business goal, not just a governmental policy objective. From a
business perspective, production, investment and trade decisions depend on the benefits and
costs of various alternatives. Multilateral harmonization is of practical benefit to business
because it makes it simpler to do business. One set of rules, whether in the area of technical
standards, of customs rules like tariff classification, or of contingency protection
procedures, is clearly preferable. Another facet of coherence is how the basic disciplines are
interpreted. The pattern of disputes, both in the WTO and in various free trade areas and
customs unions, shows that technical and regulatory barriers, including sanitary and phyto-
sanitary ones, will increasingly be assailed as bastions of protectionism. Will such disputes
lead to a more coherent world for business if handled in the WTO, or in a further
proliferation of regional or bilateral bodies? Management of a trade conflict is always
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partially political. The diplomatic question is what balance of considerations will be
possible or desirable? The best balance will be found where the strategic issue of the general
integrity of the trading system can be on the table, which mostly happens in the WTO

It would be wrong to conclude that I see no role for APEC. On the contrary, I see it
as a perfect (and invaluable) excuse to chat. Proponents of APEC make two claims: 1)
APEC has set itself a firm free trade goal; and, 2) APEC is assuming some of the WTQO's
role as an ‘“official” negotiating forum. The first claim is obviously true, and the
commitment is more than merely rhetorical—but not much more. But I find no support for
the second claim in the last report of the APEC Committee on Trade and Investment or the
chair's statement from the Montreal trade minister's meeting (See the APEC web site
http://www.apecsec.org.sg/). Rather than seeking to sidestep the WTO, Ministers in
Montreal (as they had been in 1996 when they met in Christchurch) were explicit in their
support for the WTO. APEC can show leadership in some sectors, and it can accomplish
some things on a voluntary basis, but APEC Ministers seem to believe that the WTO is the
key institution.

APEC objectives are liberalization, facilitation, and cooperation (learning). What
can APEC do? Providing information on domestic policy—transparency—is the basis for
any attempt at either policy coordination or collaboration. It aids in developing personal
networks and channels of communication among working level bureaucrats. The focus for
APEC trade activity is the Committee for Trade and Investment (CTI). The CTI has been
working on the Collective Action Plan (CAP) agreed at the Osaka summit in 1994 as well as
on the Individual Action Plan's (IAP) agreed at Manila in 1996. The work in the CAP is
quite similar to the WTO agenda, but it is largely oriented to improving transparency and
developing common sources of information. The work is valuable, because the developing
Asian economies lack the sort of common data that has been the OECD stock in trade for
nearly 50 years. Thai work in the CTI can be complementary, therefore, to work in the
WTO. There is a need to develop information, a need to learn what issues are about. Work
on standards, for example, is valuable, so long as it is consistent with broader standards—
which it will bet with Canada, the USA and Japan at the table. APEC plays a valuable role
on trade facilitation aimed at easing cross border trade in goods—if procedures are simpler,
consumers benefit from lower prices, but so do small firms and new traders, who may be
inhibited by procedural complexity. APEC is working to improve transparency and
adherence to international norms in customs procedures and Rules of Origin, which
facilitates WTO work. These norms will be developed and enhanced in the WTO, where
they are part of the Built-In Agenda.

What is important, therefore, is that a group of dynamic economies that have not
been part of the Atlantic-centred institutional commitment to liberalization have set
themselves an objective. APEC has a vital role in helping its members to understand and
then internalize the sorts of policy changes that will be necessary in order to achieve that
objective. It can only play that role if it has continuing engagement from leaders, so the
Summits are important. But Thailand should not be fooled into thinking that APEC 1s where
the action is. It certainly is not for Canada—our “Individual Action Plan” is full of good
boring stuff, all of which seems to have activation independent of any APEC commitment.
APEC is not a negotiating forum and has no plans to become one because it has no plans
(nor should it have such plans) to duplicate the WTOQO's negotiating structures or dispute
settlement system. Indeed APEC works very hard to avoid the sort of explicit reciprocal
commitments that are part of trade negotiations. Consensus, APEC's favoured approach, is
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an essential tool when countries are learning how to solve a problem, but it is not a
negotiating tool. As for APEC being a useful forum for discussions in parallel to the WTO,
that will happen, but it will happen in many places, not just in APEC. The OECD (because
more sophisticated) and UNCTAD (because broader membership) may well be more
important than APEC.

APEC with its broad membership could be seen as an attempt to forestall the
creation of more limited groups—hence the importance of “open regionalism.” By being
outside the WTO, it has allowed trade policy discussions to engage the three Chinas—
China, Hong Kong and Taiwan—with their regional partners. A broad stance of openness
may be essential for growth at any stage of development, but it becomes more important as
an economy becomes larger and more sophisticated. No country makes discrete products
any more: we are all parts of production networks that span many territories. It is important
that investment, and intermediate components, can move easily along the network.

Is “open regionalism” viable? I think not: market access negotiations are not
voluntary (even if they should be, in economic theory.) Open regionalism implies that all
concessions granted in APEC would be MFN.in WTO. If APEC members were each other's
most important market (“‘principal supplier” in GATT-speak), there would be no problem.
But they are not, especially in the most “sensitive” sectors. It is unlikely that MFN is
possible without all the major markets at the table, and unlikely that there are many sectors
(except perhaps electronics) where supply and demand would be sufficiently concentrated
within APEC. (Note that NAFTA is not MFN in the WTO.) Regional transaction flows are
increasing, but in these fast-growing economies, extra-regional flows are also increasing.
While APEC may not be a natural preferential trade area (Polack 1996), such market
segmentation as exists may be unnecessary, making it useful to try to use policy to remove
them. Increased regional trade flows could be seen as a political goal on arguments derived
from the democratic peace literature, but not on grounds of economic policy: the gains from
trade do not depend on who you trade with. A broad stance of openness is essential to get
growth started, and seems to become more important as growth proceeds. APEC could
contribute to increased openness, but it is not a substitute, for ASEAN members, for broader
openness. If it is useful, therefore, it would be for other reasons

In sum, APEC will not reach the free trade goal, but what its members learn during
the journey will be worthwhile. We can value APEC for the enormous amount that it can
contribute, without thereby having to argue that the WTO is less valuable, or that the two
fight for the same terrain. The only concrete things apparently being advanced by APEC at
Vancouver next month (ITA 2 and financial services) were previously discussed by the
Quad. APEC can play a catalytic role, helping states understand new issues, just as the
OECD has been doing for decades. What APEC cannot do, all rhetoric notwithstanding, is
create a free trade area by 2020. GATT Rounds may be “interminable” and “unwieldy,” but
the WTO is the only negotiating forum we have. Arguably the next Round has already
started, in exactly the same way the last one started, in discussions of possible initiatives in
smaller groups of countries. It will probably end the same way too—with large complex
negotiations involving everyone who will be bound by the agreement. And those
negotiations will take place in the WTO.
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The WTO Agenda

A common, if unstated, misconception about the GATT/WTO sees it as a forum of
primarily cyclical relevance, as though it delivered all its benefits at the successful
conclusion of a round of trade negotiations and then went into hibernation. To act on this
misconception would not serve Thailand's interests. It is important to think of at least three
different time horizons for the WTO in its leadership role in the governance of the global
trading system. First, on a day to day basis, the WTO provides a framework for the
implementation of the results of multilateral negotiations through the notification and
review apparatus of its various Committees, and if necessary through the consultation and
dispute settlement procedures. Full implementation of the enormous Uruguay Round
package will help continue the expansion of world trade. Second, the WTO provides the
forum for negotiations among its Members concerning their multilateral trade relations. It
has a medium term or “Built-In” agenda, which could be seen as a prolongation of the
Uruguay Round, but which also includes the accession negotiations. Successful completion,
especially of the negotiations with China, bringing a vast market under WTO disciplines,
will have an effect on world trade comparable to that of a Round.'”® Finally, the WTO has a
longer-term agenda, with a number of important negotiations already agreed or in prospect
for 1999 or 2000. These different time horizons are held together by the biennial
Ministerials.

Preparation of the agenda for the Singapore ministerial was complicated because
developing countries favoured consolidation of the WTO and implementation of the
Uruguay Round agreements rather than expansion of the WTO into new areas, given how
stretched their limited bureaucratic capacity has been just in implementing what has already
been agreed. In the event, the agenda was balanced between 1) an assessment of the
implementation of commitments under the WTO Agreements and Decisions, 2) including a
review of the on-going negotiations and the WTO Work Program; and 3) a discussion of
how to address the challenges of an evolving world economy.

I) Implementation

The Ministerial concluded that implementation of the Uruguay Round had been
proceeding well, though greater effort was needed in some areas, especially notifications.
Ministers rightly drew attention to the importance of implementing commitments under the
Textiles agreement, given its “systemic significance for the rule-based, non-discriminatory
trading system and its contribution to the increase in export earnings of developing
countries.” Thailand must work with other countries to ensure that further progress is made
in implementing the textiles agreement and consolidating the benefits of the Uruguay
Round. This work is largely concentrated in WTO Committees.

'° Some people wonder if WTO Members should use scarce negotiating resources to make the trading system
wider or deeper? Wider—meaning accessions—is the better course, for now, because we would not want
accessions to divert attention when the next round gets going. It remains important not to fudge accession,
however, because domestic regulatory transparency has major MEN and national treatment implications.
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2) The WTO Work Program

The WTO agreements, and the understandings at the Marrakech ministerial
concluding the Uruguay Round in 1994, created a bewildering menu for further work. The
Singapore ministerial performed a valuable function by allowing a consolidation of all of
these things into the so-called “Built-in Agenda.' (For a full discussion of this agenda, see
the appendix of Ostry 1997.) Members had agreed that negotiations on Agriculture were to
begin in 1999, on Services in 2000. They had also agreed to have “reviews” and other new
work on:

a) Institutional Issues

« Dispute Settlement Understanding
e Trade Policy Review Mechanism

b) Trade Rules

« Anti-Dumping, Subsidies and Countervailing Measures, Safeguards
Customs Valuation, Import Licensing, Preshipment Inspection
Rules of Origin

TRIPs, TRIMs

¢) Market Access

e Textiles and Clothing (but nothing else on access for goods, except
agriculture)

d) Standards
o Sanitary and Phyto-Sanitary Measures, Technical Barriers to Trade.

In the discussions at Singapore, agricultural exporters had been keen to launch
analytical work in preparation for the 1999 negotiations, and some countries had wanted a
discussion of whether all of these reviews and negotiations should be rolled into a new
Round, but Ministers were only able to agree to carry on with the WTO Work program as
previously agreed, without prejudging what the next steps might be. Similarly, on Trade and
the Environment, Ministers agreed that “The breadth and complexity of the issues covered
by the Committee shows that further work needs to be undertaken on all items of its
agenda.”

3) Future Challenges

Prior to Singapore, developing countries had been resistant to adding new issues to
the WTO agenda, but with reasonably strong language in the Declaration with respect to
Textiles, and acceptance that the International Labour Organization was the proper forum
for discussion of Core Labour Standards, they agreed to the creation of:

o a working group on trade and investment;

« a working group on transparency in government procurement; and

« a working group “to study issues relating to the interaction between trade and
competition policy in order to identify any areas that may merit further
consideration in the WTO framework.”"'

" Periodic reports of the work of WTO bodies, including these new working parties, will be found in WTO Focus.
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After the difficulties preparing the meeting due to the institutional limitations of the
WTO, the good news at Singapore was the broad measure of agreement on the state of the
trading system. The bad news was that many Ministers sat around with little to do, and that
the Singapore Declaration was more of an agreed description than a plan of action. With this
outcome in mind, the Canadian minister proposed some sort of commemoration of the 50th
anniversary of the multilateral trading system that might discuss “whether this new
institution has all the right machinery or whether we need to provide some further political
guidance.” This meeting, which will be held in May 1998, should prepare the ground for the
next set or round of negotiations; this major decision would then be taken at the next
biennial Ministerial Conference to be held in December 1999."

With such a complicated agenda, debate continues about when to start laying the
basis for a new “round,” which would be the ninth such set of negotiations since the creation
of the GATT. Many tired negotiators still hope that further comprehensive and time-
consuming rounds will not be needed, that the biennial Ministerials could serve to force the
agenda on negotiations conducted by the subsidiary bodies without the need for a round—
“round-ups” instead of rounds." Experience so far with the difficult issues left over from the
Uruguay Round and the built-in agenda suggests that a new round will be needed. No other
mechanism exists to ensure an appropriate aggregation of issues and participants, with a
forcing mechanism to ensure that at some point countries large and small accept the best
deal on offer. Since the WTO is now a Single Undertaking, it is not clear how less than fully
multilateral agreements on major issues or sectors can be happily meshed with the existing
commitments: the MFN rule could be expected to generalize the benefits to any state
participating in global commerce.

In any event, Members of the WTO have no choice: given the enormous work plan
discussed last December in Singapore, and the rest of the WTO built-in agenda, it is hard to
imagine how the process can be managed without another round, probably starting in 1999
or 2000, for exactly the same reason that the Uruguay Round proved to be so big and took
so long. When the trading system is a Single Undertaking, packages have to have something
for everyone. Given the divergent interests at play on investment and agriculture, for
example, or Maritime Transport Services and Textiles, it seems particularly hard to envisage
progress without a new round to allow countries to win in one area what they will believe
themselves to have lost in another. A round is a proven technique for aggregating issues and
players into balanced compromises, once issues are well-understood.

We are beginning to see that the WTO is not going to be any more useful than the
GATT for the early stages of new issues. In formal terms, actors are too aware of where
they might fall on the contract curve to engage in fruitful discussions of where the contract
curve might lie. At the same time, there is no hope that the WTO could reach an investment
agreement without the kind of analytic work at which OECD excels, and without the kind of
consensus building at which groups like APEC have the potential to excel. The role of
regional groupings, therefore, might be to help provide intellectual leadership for the further
development of the trading system, leaving negotiation of new commitments and
governance of the trading system to the WTO.

"> With the schedule, the third biennial ministerial will be held three years rather then four after the first, but
the trading system needs this impetus just now, and it needs to ensure that this vital decision-making body
does not meet during American election years.

3 The phrase “round-ups” was coined by Jeffrey Schott.
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The WTO must proceed as a unit, but leadership cannot come from 131 countries.
The question of how to provide leadership for the WTO, so that it can in turn provide
leadership for the system, will be preoccupy members as they prepare for the anniversary
celebrations next May. It is not sufficient for the WTO to just monitor implementation, the
review process, and on-going negotiations: it must begin to move the system forward. The
WTO still lacks the analytic resources it needs, and its institutional structure is weak. At
Havana in 1948 there were extensive discussion about an Executive Board. More recently
analysts have suggested creating an executive body closer in spirit to the IMF's Interim
Committee (Wolfe 1996). Finally, Members must consider the question of the relation
between the WTO and the system, and what it needs to do to be able to lead. Suggestions
about the best way to ensure momentum for the organization include declaring an objective
of global free trade by some date after the Millenium as a means maintaining WTO control
of the global trade agenda.
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