.
- 5 -

INT/SUB/1951
Transcript
World Trade Report Interview 
Patrick Low, WTO Chief Economist and Keith Rockwell, WTO Spokesperson 
13 July 2011

Keith Rockwell

Hello and welcome.  Our guest today is WTO Chief Economist Patrick Low, and Patrick and I will be discussing the 2011 World Trade Report.  This year's World Trade Report examines the question of preferential trading arrangements and the relationship between these arrangements and the multilateral trading system.  The question:  "how to move from co-existence to coherence".  Patrick, welcome.

Patrick Low


Thank you.

Keith Rockwell

Why do governments enter into these preferential trading arrangements?

Patrick Low

Well, I think there's a variety of reasons, both political and economic.  On the political side, there can often be interest among countries whether or not they're contiguous in getting closer, and preferential trade agreements can be part of that plan.  On the economic side, I think countries may see an interest in doing this because they want simply to benefit from the gains of trade from countries with whom they trade closely.  It can be because they want to go further and faster than has been possible historically in the multilateral trading system.  There is a scenario in which countries enter these arrangements in order to get advantages from third parties.  In that sense the discriminatory aspects may be more prominent but in general we have found that that is not a major consideration in many of these arrangements.

Keith Rockwell

Do we see the number of these accords growing, and what has the impact been?  Are they largely trade-creating or are they trade-diverting?

Patrick Low

The number has grown enormously in the last two or three decades and nowadays we have more than 300 of these agreements, these preferential trade arrangements that are active, and there are all kinds of criss-crossing arrangements in place.  So it's interesting to know that if you take the 153 Members of the WTO, on average each member belongs to 13 of these arrangements, which means it's quite a complex network.  Whether they're trade-creating or trade-diverting used to be perhaps a more important story than it is today because one thing about these agreements, which we were a bit surprised to find, is that it's hard to imagine many instances in which countries would actually enter these arrangements in order to get tariff preferences, in order to create conditions where trade creation and trade diversion could be a central consideration or concern.  So, for example, more than half of world trade is MFN duty-free, that means it's duty-free under the WTO.  Only 16 per cent of global trade today takes place on the basis of positive preferences among preferential trading arrangements, and all the rest, which is MFN positive trade, on average attracts rather low duty rates.
Keith Rockwell

Would this then be a case where governments are looking to gain advantages on the non-tariff barriers side, on the regulatory side?  What would be the driving factor?

Patrick Low

I think increasingly it's about closer integration, and the more you look at the most recent PTAs the more obvious this becomes.  But many of these arrangements reflect the change of the structure of production in the world economy and so, increasingly, you're seeing production-sharing arrangements, supply-chain production.  And in those environments you have a much greater interest in regulatory coherence and in getting closer.  And in many of these agreements you will find the treatment of particular measures and particular policies that are already in the WTO.  They're treated more intensively, more deeply.  And you'll find a number of things which are not in the WTO also in a number of these agreements, and we document this quite carefully in the Report.

Keith Rockwell

So do you see a strong correlation then between these preferential trading arrangements and the growth of global supply and production chains?

Patrick Low

Very much so.  Which actually changes the way we think about regional cooperation of this kind.  I think it's no longer a case of whether they're trade-creating or trade-diverting - not that we shouldn't worry about that:  there can be discrimination in these agreements - it's just a question of where we put the emphasis, and I think the emphasis has changed.
Keith Rockwell

The theme of the Report is from co-existence to coherence.  How can the WTO facilitate this transition?

Patrick Low

Well, if every member on average belongs to 13 different PTAs, it raises questions precisely about coherence.  It raises questions about unnecessary trade costs, unnecessary transactions costs, potential confusion.  It's not that friendly, necessarily, to doing business to have so many of these things criss-crossing in this manner.  And I think one of the things that the WTO might be able to do is look for ways of increasingly multilaterializing these kinds of arrangements.  And I believe that task would be easier in a world where the primary motivation for closer integration within a PTA structure is not to be discriminatory, but rather to have an easier time of international exchange, especially in the context of production sharing.  So, if that's true, then perhaps over time we could give some thought to the idea that these things can be applied more generally across different regional arrangements, and we no longer would have to operate in a world of this rather complex web of agreements.

Keith Rockwell

Like a spaghetti bowl or a noodle bowl.

Patrick Low

Or a noodle bowl.  So , I think that's one aspect of what we could certainly be looking at.

Keith Rockwell

Patrick Low, thanks very much for being with us today.

Patrick Low

Thank you, Keith.
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