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• Author analyses the contentious nature of trade policy, its major distributional 

consequences as well as the clashes it might generate between values and institutions 

of different nations. He argues that “to begin with under mercantilism, domestic 

policy and trade policy were one and the same thing. But during the inter – war period, 

politicization of trade policy happened”. Post this, in the context of an open economy, 

the domestic grievances could not be addressed. And, in the situation of clash, 

domestic interests won over the international trade interests. Essentially state 

dominated liberalism of trade. 

 

• Keynes and White formulated along with other officials from 44 nations – a new set 

of rules and systems which came to be known as the Bretton Woods system or regime 

in July, 1944. As a part of this, two new international organisations were created – 

International Monetary Fund (IMF) and World Bank (WB).  

 

• It should be noted that the basic principle that emerged from the Bretton Woods 

system was that – allow enough international discipline and progress towards trade 

liberalisation to ensure a vibrant international economy but give plenty of space for 

governments to respond to social and economic needs at home. 

 

• International policy would have to be subservient to the domestic policies regarding 

full employment, economic growth, equity, social insurance and the welfare state and 

not the other way around. The goal of these rules or policies was moderate 

globalisation and prevent hyper – globalisation.  

 

• However, in the post – war era, the concept of multilateralism was given by US – which 

was basically rule setting through international organisation. It meant rule 

enforcement had to be worked through IMF, WB, General Agreement on Tariffs and 

Trade (GATT) rather than through power, politics or government. Even though the 

influence of developed nations was there on international trade but multilateralism 



endowed economies with certain degree of independence or power to exert their 

influence on other trading partners and was based on the principles of non – 

discrimination. Multilateralism gave smaller and poorer nations a voice and protected 

their interests via proper rule making, rule enforcing and forming legitimate contracts. 

 

• Against this backdrop, one can understand that GATT was the institutional 

embodiment of multilateralism and its members met for 8 rounds from 1947 to 1995. 

The following points can be highlighted in this context –  

 

➢ GATT was part of International Trade Organisation (ITO). ITO included agreements on 

commodity price stabilization, international anti – trust, fair labour standards. Within 

GATT there was a clause Most Favoured Nation (MFN). All signatories to this were 

benefitted from mutual relaxations and restrictions. 

 

➢ GATT was only to protect poor nations and not so much to promote globalisation. 

National policies were important and were given primacy and trade was promoted 

only as a part of larger objective of increasing economic growth. The success of 

Bretton Woods and the era of GATT suggested that the healthy national economies 

make for a healthy world economy, even in the presence of trade controls. 

 

➢ In 1974, Multi – Fibre Arrangement (MFN) – a set of bilaterally negotiated quotas on 

exports from developing nations – was established. MFN ensured all signatories to 

GATT benefitted from relaxation in restrictions. GATT policies and principles were not 

directly aimed at increasing globalisation. Hence, free trade did not spread much far 

and wide in different countries. Most of the nations remained outside the multilateral 

agreements.  

 

➢ As a part of GATT, in 1980s, there was spread of Voluntary Export Restrictions (VERs) 

arrangements whereby Japanese exporters of automobiles, steel and some other 

industrial products undertook to their exports within specific quotas. Also, in this 

decade, one of the clauses of GATT was established – Anti – Dumping (AD) duties. 

Under this clause, the importing country could impose duties on the exporting 

countries as long as it believes that exporting country was selling its products for “less 

than normal value” and caused injury to the competing industries at home. But 

important loophole was that domestic industries or authorities could easily 

manipulate the notion of “less than normal value”. 

 

➢ Author argues that GATT’s purpose was never to maximise free trade. It was to 

achieve maximum amount of trade compatible with different nations doing their own 

thing. In this aspect the institutions proved spectacularly successful. WTO came in the 

being and whole objective of Bretton Woods was reversed – i.e. hyper – globalisation 



was promoted. Domestic policies or economic management became subservient to 

international trade or finance. This happened primarily because economies believed 

that globalisation was the key to success and higher economic growth and hence, 

domestic policies must take a back seat. 

 

➢ One of the significant rounds under GATT was the Uruguay Round that resulted in a 

few negotiations which covered something much broader than what was 

accomplished under GATT. The points are listed as follows – 

 

1. In agriculture, import quotas were to be phased out and converted into tariffs and 

subsidies. 

2. The quota regime of MFA (which governed the trade in textile and clothing) was to be 

phased out within a decade. 

3. In services, countries were required to specify the area they are willing to open up and 

the extent of liberalisation varied across economies as well as across sectors. 

4. New rules on patents and copyrights required developing countries to bring their laws 

in conformity with those in rich or developed countries. 

5. Domestic health and safety regulations became subjected to WTO scrutiny if they 

were not harmonised internationally and could be ruled illegal if they did not have 

scientific justification. 

6. Tighter restrictions were put in place for the use of government subsidies. 

7. Prohibitions on government rules requiring firms to use local content or limit their 

import in relation to their exports. 

8. The defining feature of WTO was a new procedure for settling disputes. A new 

appellate court gave recourse to countries on the loosing side of a panel decision. But 

the appellate body’s decision – whether in favour of the plaintiff or the defendant – 

would become final unless it was reversed collectively by every single member of the 

organisation. 

9. Under WTO, trade disputes began to reach into domestic areas that were previously 

immune from external pressures. Tax system, food safety rules, environmental 

regulations and industrial promotion policies were to open to challenge from trade 

partners. 

 

• The article mentions a few significant cases that were contested before WTO during 

this time were as follows –  

➢ European ban on hormone – treated beef 

➢ US fuel emission standards  

➢ Japan’s tax regime 

➢ US ban on shrimp  

➢ Automotive industry promotion 

➢ Agricultural chemical products in India 



➢ Aircraft industry in Brazil 

 

Please refer to the article for more details on these contested cases or examples 

 

➢ Under WTO, Seattle Round failed in 1999.  Reasons were that one, there was divide 

between developed and developing countries as developing countries felt that their 

agendas were neither taken up/addressed nor promoted. And two, US and EU landed 

in dispute with each other over dismantling of agriculture subsidies and barriers.  

 

➢ In 2001, a new round (Doha Round) of negotiations took place which was also called 

Development Round. It was also not much successful because a few large developing 

nations which were also agricultural exporters such as Brazil, Argentina, Thailand had 

significant interests in agricultural liberalisation but European economies did not 

agree on terms and conditions of agricultural liberalisation. However, the agenda of 

agricultural liberalisation was renamed as the development agenda and then 

agricultural liberalisation was achieved somewhat. However, developing nations later 

realised that it was a mixed blessing to liberalise agriculture. 

 

➢  Even after 2001, talks were stalled many times. In 2008, one round of talks failed 

because US refused to accept India and China’s request for a special safeguard 

mechanism that would have protected poor farmers against a sudden surge of 

agricultural imports. 

 

➢ According to Robert Lawrence the whole issue was about shallow vs. deep integration. 

Shallow Integration means trade regime requires relatively less of domestic policy 

whereas; in Deep Integration means the distinction between domestic and trade 

policy disappears, any discretionary use of domestic regulations can be constructed as 

posing an impediment to international trade. Global rules effectively became 

domestic rules.  

 

• Post this, Rodrik analyses how the globalisation affects trade and wages in real 

world – Initially, economists did not feel the negative effects of globalisation i.e. they 

did not attribute a lot of domestic problems to the increased globalisation. Primarily 

this happened because trade increase is likely to increase the welfare globally and 

then gains would be shared by everyone. This belief was held throughout from 1960s 

up until 1990s by a majority of economists. 

 

• During 1990s, the huge income inequalities were very much evident in the US. Most 

economists including Paul Krugman believed that the reason for increase in income 

inequality was skill biased technological change i.e. the information and 

communication technologies that raised the demand for educated and highly skilled 



workers and decrease the demand for low – skilled, less educated workers. Hence, 

income gaps were a result of technological changes and advances and not so much of 

increased globalisation. 

 

• By 2008, Krugman’s view changed to the fact that trade liberalisation and globalisation 

were or could be responsible for increase in income inequality in the US. This could 

happen because –  

1. The imports from developing nations had doubled since early 1990s in US 

(doubled in relation to the US economy). 

2. US producers in 1990s had to compete with the developing country exporters 

who had much lower wages compared to wages in US. These wages were in 

fact even lower than the earlier exporters of developing countries. Essentially 

China made all the difference and Chinese (imports) exports penetrated the 

US markets and since wages in China were very low; this exerted a downward 

pressure on US wages too. This downward pressure was in addition to the 

pressure on the wages due to technological advancement.  

  

• The evidence for trade being responsible for income in income inequality in US was 

not found. Even Krugman could not come up with much of an evidence. The exports 

from China were technologically sophisticated and the other goods that China 

exported formed a majority share of what the poor households consumed. For these 

reasons, trade likely would not have exerted any pressure on wages of low skilled 

people. 

 

• Between 1980 – 2003, the industries in US where workers faced import competition 

were primarily – shoes, textile, clothing. This is to say that these goods could be easily 

manufactured in developing countries (production out sourced) for low wages of 

labour or imported at very cheap rates.  

 

• It was increasingly being realised by workers in US (and other developed nations too) 

that what is good for few industries or what is good for global economy is not 

necessarily good for them. Greater global integration places more competitive 

pressure on an individual economy and workers are likely disproportionately to bear 

the brunt of this pressure.  

 

• Rodrik argues the idea of “disruptive effect” by Alan Blinder which explains the impact 

of globalisation. Disruptive effect of globalisation can also be called the disruptive 

effects of the next industrial revolution. According to him, the jobs that were earlier 

considered safe in developed nations as the low paying could now be easily offshored 

to other developing economies since; in those countries, they could be done even 

more cheaply. Not only this, Blinder estimated that nearly 2 to 3 times the current 



number of manufacturing jobs were potentially off – shore able services sector jobs. 

So, many more workers, in addition to the ones already done (lost jobs; were in 

potential danger of losing their jobs. However, just like earlier industrial revolutions, 

displaced workers would eventually find jobs but this time (with globalisation) the 

sheer magnitude of dislocation and income was massive losses of workers. 

 

• However, he also argues that the trade might be a beneficial proportion on the whole 

or good for the global economy and there could be gains from trade. But the process 

of globalisation and restructuring would mean temporary jobs or income losses for 

some workers and even worse, permanent job losses or income reduction for some 

workers. In general, the increases in economic growth could be there due to increased 

globalisation but the benefits need to be distributed properly, evenly across the 

workers or people in an economy. Basically, the broad increases in economic growth 

to get distributed we require locally tailored strategies and requisite domestic 

manoeuvring room just as under Bretton Woods i.e. the potential benefits of 

globalisation would automatically percolate is not true and the idea cannot be taken 

for granted. 

 

• Finally, Rodrik discusses the view of Jagdish Bhagwati, in this context – If trade makes 

some people worse off and exacerbates income inequalities then the correct response 

is to enhance social safety nets and adjustment assistance. The problems of trade 

should not be solved by protectionism or various kinds of trade barriers but through 

domestic policies that compensate the losers. 

 

• However, many times the domestic policies are either not taken or else they are 

inadequate in compensating the workers or people who have been negatively hit by 

globalisation or trade increases or trade liberalisation. Hence, there is always a risk 

that social costs of trade would outweigh the narrow economic gains and spark an 

even worse globalisation backlash.   

 

 

 

 


