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Abstract

The process of accession to the World Trade Organization (WTO) is inherently open-
ended. While negotiations are guided by certain procedural norms, there are no baseline
concessions required of acceding countries in terms of trade liberalization or established
criteria for assessing compliance of prospective members’ domestic legislation with
WTO rules. As a result, the experiences of acceding countries have varied widely in
terms of the complexity and length of negotiations as well as their outcomes. This paper
examines the variability in WTO accession negotiations, attempts to elucidate its primary
causes, and explores the implications it has for acceding countries and the WTO
accession process in general. The research findings suggest that acceding countries that
play a larger role in the global economy are systematically subjected to more negotiating
scrutiny during the access process and are generally, but not always, required to undergo
more trade liberalization before becoming WTO members.
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1. INTRODUCTION

Two of the major successes of the World Trade Organization (WTO) since the
conclusion of the Uruguay Round have been the steady expansion of membership, which
stands at 153 countries as of January 1, 2012, and the continual stream of applicants.'
Since January 1, 1995, 25 countries have acceded to the WTO. An additional 30
countries are currently in the process of acceding. Despite the evolution of a common set
of guiding principles and procedures (WTO “Technical Note on the Accession Process”)
the WTO accession process remains very open-ended. In fact, Article XII of the
Marrakesh agreement establishing the WTO provides only the following guidance:

Any State or separate customs territory possessing full autonomy in the

conduct of its external commercial relations and of the other matters

provided for in this Agreement and the Multilateral Trade Agreements

may accede to this Agreement, on terms to be agreed between it and the

WTO [emphasis added].
In other words, there are no baseline (minimum or maximum) concessions required of
acceding countries in terms of trade liberalization.? And, there are no established criteria
that prospective members must meet in demonstrating compliance of domestic legislation
with WTO rules. Instead, acceding members must open their markets and show
compliance with WTO rules to whatever extent existing members deem sufficient.

As a result of this structural feature of the accession process, the experiences of

acceding countries have varied widely in terms of the complexity and length of

negotiations as well as their outcomes. Even the most superficial analysis reveals

' Negotiations on the accessions of Montenegro, Russia, Samoa and Vanuatu were concluded in 2011. All
four countries are expected to formally join the WTO in 2012 once their respective accession protocols
receive the required domestic approvals.

? Throughout this paper the term trade liberalization refers broadly to reductions in government controls
which restrict entry of goods and services to the domestic market, affect their treatment within that market,
and/or restrict the export of goods and services from that market.



significant differences. For instance, negotiations on Russia’s accession to the WTO
recently concluded after nearly 19 years, while China took 15 years to negotiate the terms
of its membership. In contrast, smaller countries such as Kyrgyzstan and Croatia took
only five and seven years respectively to conclude the accession process. Differences are
also apparent in negotiating outcomes. For example, Bulgaria acceded to the WTO with
an average bound tariff of 5.5 percent, while Panama was allowed an average bound tariff
of 23.5 percent.

This paper examines the variability in WTO accession negotiations, attempts to
elucidate its primary causes, and explores the implications it has for acceding countries
and the WTO accession process in general. The main variable addressed in this paper is
the importance of an acceding country to the global economy. This variable is measured
in the following three ways: the size of a country’s economy, the value of its international
trade flows, and the diversity of its trade flows. Given that the issues within the WTQO’s
mandate — international trade rules — are fundamentally economic in nature, it is
reasonable to expect that economic factors such as these should be the primary
determinants of a country’s behavior and how it is treated in the organization. Based on
this logic, the main purpose of this paper is to answer the following questions:

. What effects do the size of an applicant country’s economy, the value of its trade
flows and its trade diversity have on its WTO accession negotiations?
. What effects do the size of an applicant country’s economy, the value of its trade

flows and its trade diversity have on its eventual WTO commitments?



Although it must be acknowledged that a great number of economic and political factors
can influence accession negotiations, this paper puts forth a two-part hypothesis to
address these questions:

(1) Acceding countries with larger economies and larger and more diversified

trade flows are subjected to increased scrutiny from WTO members over the

course of their accession negotiations.

(2) As aresult of the increased negotiating scrutiny to which they are subjected,

countries with larger economies and larger and more diversified trade flows are

required to undergo more trade liberalization in order to accede to the WTO.
This paper argues that both phenomena occur because existing members invest greater
resources in negotiations that are of greater consequence to them from an economic or
commercial policy perspective. A competing hypothesis is that acceding countries with
larger economies are able to leverage their market power in the negotiating process and
thereby more effectively withstand and counteract pressure from WTO members to
undergo trade liberalization. This could manifest itself both in terms of seeking transition
periods or exemptions vis-a-vis the implementation of WTO rules and in terms of less
significant tariff and other market-access concessions. Using the same logic, one could
also predict that smaller countries are less well equipped for the negotiating process and
despite being subjected to less scrutiny, may take on equivalent or more significant trade
liberalizing commitments as a result of having less negotiating leverage.

The theoretical basis for these hypotheses is addressed in greater detail in
subsequent chapters. However, it is useful to note from the outset that the assumptions

from which they are derived are rooted in the concept of mercantilist bargaining. Under



this negotiating model, countries seek to maximize their access to foreign markets, while
giving up as little as possible in terms of liberalizing their domestic markets. In this sense,
governments see foreign market opening and the resultant export opportunities as a
political gain, and domestic market opening and the resultant import competition as a cost.
Although it is not perfectly applicable in every situation, the concept of mercantilist
bargaining underpins many international trade negotiations, including those taking place
in the context of WTO accessions.

In testing these hypotheses, this paper employs a methodological approach that
incorporates both quantitative and qualitative elements. The main thrust of the
quantitative research focuses on establishing some baseline trends among economy size,
trade volumes and trade diversity and various quantifiable measures of the accession
process and its outcomes. The degree of negotiating scrutiny to which an applicant
country is subjected in the accession process is measured based on the size of the WTO
working party, the number of working party meetings and the length of the working party
report. The degree of trade liberalization embodied in the negotiating outcomes is
assessed based on the final bound tariff rates, the number of commitment paragraphs in
the working party report and the number of specific service sub-sector commitments. The
qualitative component of the paper involves a three-part case study. The first part
analyses and compares the WTO accession negotiations of Kyrgyzstan, Ukraine and
Russia. The second part analyses and compares the WTO accession negotiations of
Mongolia, Vietnam and China. The third part presents a brief review of the WTO
accession negotiations of Jordan and Saudi Arabia to ensure that research findings are

generally applicable to non-transition economies. These case studies are designed to



provide deeper insight into the general trends identified in the quantitative analysis, and
serve as a vehicle to assess some of the common critiques of the WTO accession process.
The paper is divided into three main sections. The first section, which includes
chapters two, three and four, examines why and how countries join the WTO, provides
the theoretical foundation for the remainder of the paper and explains the research
methodology. The second section, which includes chapters five, six, seven and eight,
presents quantitative and qualitative research findings. The third and concluding section,
chapter nine, summarizes and interprets research findings with an emphasis on
implications for current and future WTO accession negotiations, as well as the accession

process itself.



2. WHY COUNTRIES JOIN THE WTO

In order to have an informed discussion about the WTO accession process and
appreciate the implications of the research findings, it is necessary to have an
understanding of the broader theoretical, empirical and policy debates surrounding this
topic. To this end, the following section explores why countries accede to the WTO and
provides a brief review of research on the impacts of trade liberalization on economic
growth.

2.1 Mercantilist Bargaining

Although individual accession negotiations are shaped by a variety of short-term
political and economic factors, the common underlying long-term objective of the
majority of acceding members is to pursue greater integration into the global economy.
This means not only increasing trade flows, but also boosting foreign investment and
tapping into global value-chains. In order to benefit from the most-favoured-nation
(MFN) treatment accorded among WTO members, acceding countries must reduce
barriers to trade and align their laws and regulations with WTO rules. This approach to
negotiations is encapsulated in Dymond and Hart’s concept of ‘mercantilist bargaining’
(4-5).

According to Dymond and Hart, the opportunity to pursue improved access to
export markets through multilateral trade negotiations (such as WTO accession
negotiations) provides policy-makers with the necessary cover to agree to liberalizing
reforms that may be politically difficult in the short-term, but are in the long-term

economic interests of the country as whole. For instance, unilaterally reducing tariffs and

exposing so-called “sensitive sectors” (common examples include agriculture, textile



manufacturing and automobile manufacturing) to international trade can result in short-
term job losses and other adjustment costs that are not politically tenable for governments.
However, in the context of a multilateral negotiation, these types of ‘concessions’ and the
short-term political losses associated with them, can be offset by broader political gains
achieved through improved access to export markets for other economic sectors. In this
sense, mercantilist negotiating allows governments to strike a balance that is acceptable

to voters and other constituents, while also promoting economic growth.

Furthermore, once liberalizing reforms have been put in place, WTO membership
locks them in as part of a country’s international legal obligations and thereby prevents
any backsliding. As a result, WTO membership amounts to an important ‘stamp of
approval’ for a county’s trade policy regime and sends a positive signal to would-be
investors and trading partners. This can be particularly important for developing countries
and transition economies that have often been isolated from the global economy. Finally,
WTO membership provides admission into the international community, which allows
countries to participate actively in shaping the interpretation of existing trade rules and
developing future rules.’

2.2 International Trade Theory

The rationale for WTO accession outlined in the preceding paragraph is based
fundamentally on a belief that trade liberalization can be a driver of economic growth.
This belief is derived from a vast body of theory and empirical research dating back to

the eighteenth century and Adam Smith’s The Wealth of Nations, from which the concept

* Although this question falls beyond the scope of this paper, a major criticism of the Uruguay Round was
that developing countries did not get to have much influence over the formulation of trade rules. Some
would also argue that the reluctance of developed countries to let developing countries have more influence
is a major contributing factor to the current stalemate in the Doha Round.



of absolute advantage is derived. According to Smith’s model, trade results in welfare
gains as it allows countries to specialize in the production of goods that they can produce
at the lowest absolute cost compared to other countries. David Ricardo’s On the
Principles of Political Economy and Taxation put forth a variant on Smith’s approach
with his concept of comparative advantage. According to the law of comparative
advantage, trading countries will specialize in the production of goods that they can
produce at the lowest relative cost (often referred to as ‘opportunity cost”) compared to
other countries. The concept of ‘opportunity cost’ is crucial because it precludes the
possibility that a country will have a comparative advantage in the production of every
good, and guarantees that every country will have a comparative advantage in the
production of something. In other words, trade is not a zero-sum game and all countries
can benefit from it irrespective of their level of development. Among the most influential
derivatives of Ricardian theory is the Hecskscher-Ohlin model, according to which trade
is based on factor endowments. This model predicts that a country will export goods
intensive in the factors of production that are abundant in that country, and import goods
intensive in the factors that are scarce (Ohlin). Here again, gains from trade are derived
from specialization that results from differences among countries.

New trade theories designed to account for the importance of intra-industry trade
and trade between countries with similar resource endowments point to a different set of
incentives to trade and related welfare gains. For example, Krugman’s model of
monopolistic competition posits that trade gives firms access to larger markets which
allows them to increase cost-efficiency by taking advantage of increasing returns to scale.

This model also predicts gains from competition as the least efficient firms exit the



market, and gains from increased variety as consumers benefit from access to a wider
range of more affordable goods. So called ‘new new’ trade theories focus on the behavior
of heterogeneous firms and show that trade can generate welfare gains through inter-firm
reallocation of resources to more productive firms (Melitz). In sum, there is a strong
theoretical foundation supporting the linkages between trade and economic growth that
accounts for different trade phenomena and points to different mechanisms through
which trade can lead to welfare gains.

2.3 Empirical Studies on Trade and Economic Growth

Despite the elegance of international trade theory, research on the empirical
relationship between trade liberalization and economic growth is not without controversy.
Over the 1990s a number of prominent scholars including Dollar and Kraay, Dollar,
Sachs et al., and Frankel and Romer used expansive cross-country regressions with
various operational definitions of economic openness to demonstrate a positive
correlation between economic openness and growth. Their cumulative work is widely
credited with providing compelling evidence of the growth-promoting effects of trade
openness and contributing to the primacy of liberalization-oriented development
strategies in policy communities and international organizations.

A number of other studies, most notably by Harrison and Rodriguez and Rodrik
are more skeptical about the growth-promoting effects of trade liberalization. Rodriguez
and Rodrik in particular present a powerful critique of the cross-country growth empirics
of the 1990s. In reference to the works of Dollar, Sachs and others, Rodriguez and Rodrik
contend that “the strong results in this literature arise either from obvious

misspecification or from the use of measures of openness that are proxies for other policy



or institutional variables that have an independent detrimental effect on growth” (315). In
a paper for the Overseas Development Council, Rodrik is not only skeptical about the
growth effects of trade liberalization, he contends that integration into the global
economy likely contributes to income inequality and leaves countries vulnerable to
external shocks that can set off conflicts and political instability (13-14). Arguments of
this nature have often been espoused by heads of state of developing countries and some
parts of the development community and, to an extent, underpin the special and
differential provisions for developing countries in the WTO.

While there has been a proliferation of broad-based empirical research on the
relationship between economic openness and growth, only a limited number of studies
have examined this question in the WTO context. Part of the reason for this is that WTO
accession does not occur in a vacuum. It is usually only part, albeit often an important
one, of a broader policy shift toward a more market-oriented economy. Therefore,
isolating the effects of WTO accession on something as broad and complex as economic
growth presents a very daunting methodological challenge. Nevertheless, some notable
efforts have been made in this regard.

The primary mechanism through which accession to the WTO, and the trade
liberalization it entails, is purported to promote economic growth is through boosting
trade. Surprisingly, comparing trade patterns of WTO members to non-members has led
some scholars to conclude that GATT/WTO membership has no perceptible trade-
promoting effects. See for example Rose. However, in a more nuanced study,
Subramanian and Wei differentiated the effects of GATT/WTO membership on different

economic sectors and between developed and developing countries, and found evidence

10



that GATT/WTO membership promotes trade “strongly, but unevenly”. Most pertinent to
this paper, Subramanian and Wei found that developing countries that acceded to the
WTO following the conclusion of the Uruguay Round, trade roughly 30 percent more
than those that acceded earlier (172). Their explanation for this finding is that prior to the
completion of the Uruguay round, developing countries were allowed to accede to the
GATT without having to undertake meaningful trade liberalization. Building on this
finding, Tang and Wei studied the effect of post-Uruguay round accessions on a
country’s growth trajectory. They found that for those countries required to take
substantial reforms, WTO accession resulted in increased growth rates over a five-year
period that made the economy 20 percent larger on average than it would have been
otherwise. Interestingly, they also found that these effects were stronger in countries with
poorer governance, which they interpret as evidence that external policy commitments
can serve as a partial substitute for good governance (229). Despite the use of various
methodological tools employed to mitigate threats to validity, the authors acknowledge
the possibility of an endogeneity bias, in that it is possible that only countries that would
independently pursue trade liberalization and market reforms would seek WTO
membership. This leads them to conclude that their research “can be seen simply as a
new angle to check the consequences of trade reforms for growth” (217).

In the author’s view, the challenges in isolating the effects of WTO accession, and
economic openness in general, on economic growth should not be taken as a sign that
trade liberalization should be abandoned as a growth-promoting policy option. Rather,
debates in the literature reflect the complex interplay of factors that affect an outcome as

broad as economic growth, and have usefully served to underscore that integration into

11



the global economy is but one part of a policy cocktail required for economic growth and
development. Chang et al. find empirical support for this view in their work on the
importance of what they call “policy complementarities”. In cross-country regressions,
they interact proxies of educational investment, financial depth, inflation stabilization,
public infrastructure, governance, labor market flexibility and ease of firm entry and exit,
with a measure of openness and find that the positive effect of trade openness on growth
can be greatly enhanced when accompanied by complementary reforms. As a result, trade
liberalization should not be seen as a stand-alone, unambiguous and universal
determinant of economic growth, but rather as an important contributing factor in a suite
of market-oriented reforms that promote competition, economic stability and stable
policy intervention. In line with this thinking, WTO accession should not necessarily be
seen as an end point, but rather as a useful framework for trade liberalization and a
mechanism to lock in the reform process and have it endorsed by the international

community.

12



3. HOW COUNTRIES JOIN THE WTO

While theoretical conceptualizations of international trade negotiations and
bargaining power provide useful tools for understanding and analyzing the WTO
accession process, actual accession negotiations have not been widely studied. Country-
specific research has focused largely on China, while little is known about the
experiences of the 25 other countries that have joined the organization since 1995. Broad-
based studies on the accession process are in short supply and limited mostly to working
papers and studies commissioned by the World Bank, the International Monetary Fund
(IMF), the International Development Research Center (IDRC) and a handful of other
international organizations and research institutes. Despite the apparent dearth of research
on this topic, some common critiques of the accession process have emerged. The
following paragraphs provide a brief review of relevant literature on bargaining power in
trade negotiations, an overview of the WTO accession process, and an assessment of
some of the main critiques of the accession process, including a specific look at the
challenges faced by transition economies.
3.1 Bargaining Power in International Trade Negotiations

As discussed in the preceding chapter, WTO negotiations are generally
characterized by mercantilist bargaining where governments try to maximize access to
foreign export markets while giving up as little as possible in terms of domestic trade
liberalization. In the classic model of mercantilist bargaining, negotiating parties trade-off
market-access concessions until a final agreement is reached. Since market opening and
closure are the currency of mercantilist bargaining, it follows that market size is the

dominant force of bargaining power. This concept is borne out in much of the literature
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on multilateral trade negotiations. As Steinberg explains, a promise of market opening or
threat of market closure carries more weight when the market in question is large and can
engender significant economic and political gains or costs. Furthermore, countries with
larger domestic markets have better prospects for internal trade and are thus
proportionally less affected (either positively or negatively) by a change in trade access
than countries with smaller domestic markets (347).

This line of reasoning is essentially analogous to Bacharach and Lawler’s power-
dependence theory of international bargaining. They contend that a party’s bargaining
power is derived from the extent to which other parties depend on it for some type of
benefit (e.g., as a key market for export commodities). According to their model,
dependence has two key dimensions: ‘commitment’, or the value of the benefits at stake;
and, ‘availability’ of the benefits at stake from other parties (167). The main implication
of this theory is that bargaining power comes from being able to offer something of value
to the other party that it cannot obtain from an alternate source. These conceptions of
bargaining power and others like them provide a theoretical basis for the widespread
anecdotal evidence and commonly held view that developed countries with large
economies have the greatest bargaining power in WTO negotiations.

A related consideration that is not widely reflected in the current literature is the
extent to which negotiating parties view one another as export competitors in third
markets. While this analysis does not necessarily come into play in tariff negotiations, it
can be a determining factor in negotiations on WTO rules. For instance, in acceding to
the WTO, countries agree to bind and reduce export subsidies and trade-distorting

domestic support to agricultural producers. The positions taken by WTO members in

14



negotiations on these issues are greatly influenced by their assessment of the extent to
which the acceding country is (or has the potential to be) a competitor in their domestic
markets and/or an export competitor in third markets. In effect, it was these types of
considerations that led many developing countries to concentrate much of their
negotiating power on securing reductions in agricultural subsidies in developed countries
as an outcome of the Uruguay Round.

In addition to market-based factors, the literature on multilateral trade
negotiations highlights some additional sources of bargaining power. In particular,
Drahos identifies three additional sources: commercial intelligence networks; enrolment
power; and, domestic institutions. A country’s commercial intelligence networks
comprise the state’s trade bureaucracy, business organizations (i.c., industry associations,
chambers of commerce, etc.) and individual corporations. Collectively, these groups
contribute to the development of effective negotiating strategies by gathering, distributing
and analyzing information about the economic performance of the country in question, as
well as other negotiating parties (82-83). Although Drahos does not explicitly address
this point, in this author’s view, the trade bureaucracy’s knowledge of international trade
rules and experience in trade negotiations can greatly enhance the effectiveness of a
country’s commercial intelligence networks in shaping negotiating approaches. The
concept of enrolment power refers to a country’s ability to galvanize other state and non-
state actors into effective negotiating groups or coalitions (83). Particularly in WTO
negotiations, coalitions can serve as effective counterweights to countries with large
market power. The last source of negotiating power Drahos describes is the internal

decision-making rules and delegation of negotiating authority within a country’s
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domestic institutions. For example, in some cases, countries can increase their bargaining
power by binding negotiators with very narrow mandates. The European Union (EU) also
greatly increases its bargaining power by negotiating as a single entity (83).

As implied by Axelrod and Keohane’s concept of issue-linkage across multilevel
games (239-244), factors beyond the scope of the WTO regime can also serve as a source
of bargaining power. To borrow their metaphor, games being played on different
chessboards affect one another in international negotiations (239). In the context of
multilateral trade negotiations, this means that any number of domestic and international
political factors can be used to gain additional bargaining leverage and can affect
negotiated outcomes. Although this paper makes the assumption that economic factors
are the main determinants of country-behaviour in the WTO, the case studies presented in
chapters six, seven and eight shed some light on the role of political factors.

3.2 The WTO Accession Process

Accession negotiations take place on two parallel tracks: multilateral and bilateral.
During the multilateral negotiations, a working party composed of interested WTO
members examines the acceding country’s economic and trade regime to identify
inconsistencies with WTO obligations and to ascertain what changes are required to
achieve conformity with WTO rules. Progress depends on those changes, as reflected in
the transparency, accuracy, and detail provided by the applicant in response to questions
tabled by working party members. The report of the working party serves as the focal
point for this process. It describes an applicant’s trade policy regime, summarizes key
working party discussions and sets out an acceding country’s eventual commitments on

WTO rules. Over the course of a country’s accession negotiations, working party
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members hold regular formal meetings to review progress on the report of the working
party. In areas where particular efforts are required to bring a country’s trade regime into
line with WTO obligations, plurilateral meetings among experts are held to help advance
the progress of the working party. Some of the most common trade topics for which
plurilateral meetings are required include subsidies to agricultural producers, sanitary and
phytosanitary measures (SPS) and technical barriers to trade (TBT). In addition to
plurilateral meetings, countless informal or small group meetings take place among the
key players on any given issue. Thus, while formal working party meetings help to guide
the accession process, much of the ‘nuts and bolts’ or technical work of the negotiations
actually takes place at the plurilateral and informal levels.

In parallel with multilateral deliberations, interested working party members hold
bilateral market-access negotiations with the acceding country. During these negotiations,
working party members focus on securing the reduction or elimination of tariffs and non-
tariff barriers affecting market-access for goods and services. In keeping with the MFN
principle, an acceding country’s bilateral commitments are applied equally to all WTO
members upon completion of the accession process. Once both the multilateral and
bilateral negotiations have concluded, the working party finalizes the terms of accession.
These appear in the Working Party Report, a draft membership treaty (“Protocol of
Accession”) and lists (“Schedules”) of the acceding member’s commitments. The final
package is presented to the WTO General Council or the Ministerial Conference. If two-
thirds of WTO members vote in favour, the applicant is free to sign the protocol and to
accede to the organization. Accession occurs thirty days after the acceding country

notifies the WTO that it has ratified the Protocol of Accession.
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WTO accession negotiations differ from the classic model of mercantilist
bargaining in that they are inherently one-sided because the ‘concessions’ of WTO
members are pre-determined in the form of their existing WTO commitments. In other
words, applicant countries already know what benefits they will receive from WTO
membership. As a result, negotiations focus solely on determining the price an applicant
has to pay (in terms of trade liberalization and commitments on WTO rules) to gain
access to the club benefits that come with WTO membership. Geneva-based negotiators
often describe the process as WTO members each extracting the requisite “pound of
flesh” from acceding countries. Because of the one-sided nature of the accession process,
trade-offs occur not between negotiating parties, but among different market-access
concessions or commitments on rules. For example, an acceding country may agree to
significant tariff reductions on imported automobiles provided that it is allowed to
maintain higher tariffs on imported textiles.

3.3 Critiques of the WTO Accession Process

Despite the steady expansion in WTO membership since 1995, the accession
process has not been impervious to criticism. In particular, many observers have
complained that the open-ended nature of the accession process has allowed WTO
members to wield too much bargaining power over applicant countries resulting in an
unfair and overly taxing process. Commentary of this nature was summarized succinctly
at the 2006 WTO Public Forum during a session organized by the IDRC entitled,
‘Improving the Accession Process for the 21* Century.’ Participants in the session

identified three main critiques of the accession process:
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