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PREFACE

Razeen Sally

FroMm HIS PERCH as the Financial Times’ chief economics
commentator, Martin Wolf is one of the leading observ-
ers of the world economy. He has written perhaps the
best book on modern economic globalisation. For EC-
IPE’s first Tumlir Lecture he turns his attention to the
world trading system, which he studied closely in the
1970s and ‘80s, first at the World Bank and then at the
Trade Policy Research Centre in London.

Martin begins by evoking the memory of Jan Tumlir,
the Czech émigré and student of law and economics who
was for a long time the GATT’s in-house philosopher
before his untimely death in 1985. Martin knew Tumlir
well, and cuts to the essence of his thinking: his Mitteleu-
ropdisch anxiety about ever-present dangers to the world
trading system, even in seemingly prosperous times; and
his rock-solid classical-liberal, “constitutional” defence

of free trade.

ECIPE draws inspiration from the classical liberal tra-
dition of political economy. Our decision to name our
series of policy essays and our flagship lecture series af-
ter Jan Tumlir is deliberate. Tumlir’s world-view was
inspired by Adam Smith and his twentieth-century fol-
lowers: Frank Knight and his idea of “government by
discussion” to agree procedural rules of the game for
the market economy; F.A. Hayek’s theory of rules for
an open, evolutionary economic order; the German
Freiburg School’s blend of law and economics for free
economic constitutions; and James Buchanan’s “consti-
tutional economics”. He fused all the above into a dis-
tinctive classical-liberal, constitutional view of inter-
national economic order. Tumlir believed that free (or
free-ish) trade “abroad” depends on free markets and
limited government at home. To him, overactive gov-
ernment at home, trespassing on private property rights
and the market economy inevitably trespasses beyond
the border. The result is protectionism and international
conflict abroad. That is how he interpreted twentieth-
century economic history; and that is why he worried
about post-1945 Big Government and the “new protec-
tionism” of the 1970s and 80s. Imagine, then, what Tum-
lir would have to say about governments’ responses to
the current global economic crisis, and what implica-
tions that might have for the world trading system.

Martin applies many of Tumlir’s insights to the early
twenty-first century trading system. Like Tumlir, he
stresses the importance of unilateral liberalisation. He
bemoans the “UNCTADisation” of the WTO, and dis-
cusses what is needed to set it on its legs again. And
he worries about out-of-control discrimination result-
ing from a proliferation of FTAs. That, he thinks — very
much in Tumlir’s spirit -- has profound constitutional
implications for an open trading system whose bedrock
has been non-discriminatory multilateral rules.

Martin prepared this lecture in the summer of 2008 in
the midst of a global credit crunch, but before it snow-
balled into a global economic crisis. International trade
was still flourishing, while trade policy was stalling. With-
in weeks of the lecture “deglobalisation” set in, marked
by precipitous falls in international trade and foreign di-
rect investment. As Martin rightly signalled in 2008, a
thirty-year free-market revolution has ended, and has
been replaced by a new age of government intervention.
The climate of ideas has shifted too. This is most visible
in the rediscovery of Keynesian macroeconomics, mac-
roeconomic policy intervention and financial-market
reregulation. All this will have repercussions for swathes
of microeconomic policy — and probably for trade poli-
cy and the world trading system. These are critical issues
for ECIPE. I look forward to Martin’s thoughts apropos

in the seasons to come.
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COMMENTARY
By Patrick A. Messerlin

IT 1s ALWAYS a great pleasure to discuss a paper by Mar-
tin Wolf. And there are few, if any, people better placed
than Martin to talk about Jan Tumlir’s work and pro-
found influence. When leading the London-based Trade
Policy Research Centre in the early 1980s, Martin made
clear how much he shared Jan’s views—in particular,
this essential, often mistreated principle of non-discrim-
ination as a fundamental constitutional right at the world
level, as well as at the level of the European Community
or any individual country. Reading Martin’s piece—in
particular, the sentence when Martin qualifies Jan as a
“worrier” from Central Europe—I realised why such a
strong statement of this principle could only come from
a Central European. After all, this was the part of Eu-
rope where chaos from discrimination was at its peak
during many decades of its recent history, and this chaos
came with a heavy political price.

As commentator, my role is to raise differences of opin-
ion or judgment. However, let me first list the many
points on which I fully adhere to what Martin says: the
consistent growth of world trade compared to domestic
output since the Second World War; the amazing turn
of events in China, India, etc. which is clearly a conse-
quence and a cause of the robust health of world trade;
the urgent need to improve the world trade regime (in
particular the re-designing of the Single Undertaking, a
trap set for reluctant developing countries in 1995 and
now a trap gluing every WTO Member); the restraint
that panellists involved in a WTO dispute settlement
case should impose on themselves when facing very un-
clear provisions (with the corollary of sending back the
problems to negotiators); and last but not least, the no-
tion of a “culture of evaluation” as a key feature of ad-
vanced economies and societies—indeed, this is a com-
mon motto of ECIPE and GEM.

Let me now turn to a point where I benefit from an “un-
fair” advantage over Martin. Martin wrote his piece in
late 2008, before trade collapsed to unprecedented lows
at an unprecedented speed, with an almost instant van-
ishing of trade financing. Does this turn of events make
inappropriate Martin’s core observation on the robust
state of trade (by opposition to the state of the trade re-
gime that Martin finds much weaker)?
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I do not think so. First, one should expect that, in econ-
omies based on the “just in time delivery” principle,
swings in trade could be very strong if the economic cri-
sis is deep in core economies—as is the case today. Sec-
ond, it may happen that the level of trade activity could
trail behind domestic output for a substantial amount
of time—an evolution often qualified today as “de-glo-
balisation”. In fact, some level of de-globalisation in the
years to come would not be very surprising. It would
simply translate, in the international trade dimension,
the excesses of the 1990s-2000s in the largest world
economies. In that period, financing was over-abundant,
so was trade. As a result, trade contraction could oc-
cur for some time. But, if that is the case, it would be
more accurate to talk about excessive globalisation of
the 1990s and 2000s than about de-globalisation in the
2010s, and about a return to a healthier situation. Such
a contraction would simply reflect the adjustment of the
world economy to more appropriate spending and sav-
ing behaviour in some large economies (a change the
necessity of which Martin has repeatedly underlined in
his Financial Times column). After years of “digestion” of
the previous excesses, the crucial feature of the state of
trade underlined by Martin would re-emerge.

That said, let me turn to the main point on which I don’t
share Martin’s judgment. It is to oppose the robust state
of trade and the weak state of the trade regime. I would
argue that the state of the trade regime is much better
than he claims it to be (and that it is often said) and that
the feeling of weakness flows from the fact that we are
impatient because the trade regime does not deliver the
desired outcomes at the speed we would like. But, if the
trade regime delivers much more slowly than we would
like, it remains a fact that, ultimately, it delivers.

Martin’s main argument supporting the weakness of the
trade regime is the proliferation of “preferential trade
agreements” (PTAs). As an economist, I fully agree on
the folly of PTAs (this is why I use the term PTAs, not
“free trade agreements” or “regional trade agreements”
which do not reflect the reality they are supposed to de-
scribe). Most justifications of PTAs provided by econ-
omists look to me like “reverse engineering”, i.e., ar-
guments that are conceivable, but that are unable to
reverse the PTAs fundamental negative impact in terms
of trade distortions in the real world. In this respect, it
is remarkable that very few economists remember that
the founding fathers of Europe did not turn to a regional



trade agreement for its own merits, but as a second best
imposed by the fact that the road to a political Europe
was blocked for a very long time. The Treaty of Paris had
little to do with economic integration as conceived to-
day. It was much closer to the notion of “cternal peace”
between European countries supported by cartels in
steel and other “essential” products that the 1920s and
1930s were dreaming about as a way to make wars be-
tween Europeans impossible. And the Treaty of Rome
(the first to create a PTA as conceived today) was un-
enthusiastically decided after the failure of the Europe-
an Defence Community. The rapid and huge success of
the European Economic Community was largely unex-
pected, especially after the many heated debates (now
forgotten) on its negative effects in terms of what we

would call today “social dumping”.

That said, as an observer (i.e. an economist remember-
ing that we operate in a world immerged in politics), I
am convinced that today PTAs are a negligible nuisance
in the vast majority of cases, as I already argued (Messer-
lin 2007). First of all, the growth of the number of PTAs
reported by the WTO Secretariat (or any other simi-
lar institution) is not representative of the reality. This
number is plagued with double counting, and it relies
on the dubious proposition that a bilateral PTA between
two small WTO Members is the same animal as the
complex plurilateral generated by the Treaty of Rome in
goods and services. Indeed, the WTO Secretariat (and
any other similar institution) would make great service
to the world by publishing these figures with a (long) ca-

veat on how to interpret them properly.

That said, PTAs can be divided into three categories.
First, there are PTAs involving two small countries. Al-
most all of them are concluded by non-WTO Members
or by countries having become recently independent.
As Martin said, let them have their own experience.
Repeated experiences in the past have shown that PTA
partners come quickly to the conclusion that such PTAs
are not welfare-enhancing if they are built behind high
tariffs on imports from the rest of the world. If they
are built behind small tariffs with respect to the rest of
the world, they may have some marginal positive effects.
But then, they represent no serious threat to the WTO
principle of non-discrimination.

A second type of PTA is concluded between small and
large economies. The experience of the last decade(s)

suggests good reasons for the following permanent ap-
parent inconsistency: on the one hand, renewed efforts
to launch new PTAs and, on the other hand, a very high
rate of failure to ratify the negotiated PTAs. Such a bi-
zarre mix flows from the asymmetrical gains from in-
creased market access and negotiating costs for the two
partners. For the small partner, a PTA with a large econ-
omy looks like a trade liberalisation with the world, with
the large partner as an acceptable “proxy” of the world
economy. In addition, negotiating a PTA with one coun-
try is much simpler than a WTO Round for the small
partner, even if some provisions of the PTA are often
(much) harder to swallow for the small country sover-
eignty than the corresponding WTO provisions. For the
large partner, such a PTA is likely to remain largely un-
noticed (too small an impact in terms of economic gains)
until one or a few key vested interests in the large coun-
try feel threatened by the PTA (such interests can be
tiny since the PTA trading partner is small—they sim-
ply need to be vocal and have efficient lobbying). Small
losses concentrated on a few sectors combined with un-
noticeable gains are enough to induce the large partner
to never sign or ratify the PTA.

Last but not least, the third group of PTAs is those be-
tween two large economies. They are the ones that de-
serve Martin’s worries because the size of the econo-
mies in question is large enough to generate distortions
in world trade. But how many PTAs of this kind exist
today? Five at most: the U.S. agreements with Canada
and Mexico (under NAFTA), the EC agreement with
Mexico, maybe the U.S.-Australia and the EC-Turkey
agreements. This is a very small number, and the U.S.-
Australia agreement is the only one to have been signed
during the last decade. The bitter disputes raised by the
U.S.-Mexico and the EC-Turkey agreements may not
have stopped politicians from suggesting new PTAs but
they have cast strong doubts on such future PTAs, and
slowed down their negotiation and ratification. This is
best illustrated by the U.S.-Korea case or even the EC-
Korea case. Interestingly, in this context, a “free trade
area” (FTA) looks a less threatening formula for the
world trade regime than a “customs union” (CU) since
a FTA allows the smaller partner to negotiate a free
trade agreement with another large country (as Mexico
and now Canada with the EC) while a CU (EC-Turkey)
makes such a move very difficult, despite the fact that it
reduces trade distortions.
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The main conclusion I draw from the above arguments
is that, rather than opposing PTAs which have no effect
on politicians, economists should inform politicians of
the strong dynamics that would push PTA partners to
expand their bilateral negotiations to a wider group.
Such dynamics have recently been illustrated by Mexico
unilaterally cutting its tariffs (after its free trade agree-
ments with the U.S. and the EC) or by the “Istanbul
Process” in civil aviation (which is a first step towards
a multilateralisation agreement in a sector notoriously
impervious to a multilateral framework). And there are
good reasons to believe that such dynamics could trans-
form future bilateral negotiations in services between
the U.S. and the EC into a quasi-multilateralised trade
regime (Messerlin and van der Marel 2009). In short,
the world trade regime in general—and the WTO in
particular—is a terribly slow and frustrating process (so
is democracy). But, so far, it has delivered what it abso-

lutely needed to deliver.
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About Jan Tumlir: The late Jan Tumlir was a leading scholar of trade policy, with a
distinctive constitutional, classical-liberal defence of free trade drawn from his reading of
law and economics. A Czech by origin, Jan Tumlir emigrated to the West in the 1940s and
in 1967 became the Director of Economic Research and Analysis at the General Agreement
onTariffs and Trade (GATT). He supervised the economic research of the GATT for almost
two decades, and was known as the GATT’s “resident philosopher”. Tumlir emphasised the
structural nature of protectionism as the outgrowth of overactive government at home. He
strongly advocated a rule-based international economic order pillared on free trade and

constitutional democracy.

* Read more about Jan Tumlir at www.ecipe.org/tumlir




The European Centre for International Political Economy (ECIPE) is an independent
and non-profit policy research think tank dedicated to trade policy and other international econo-

mic policy issues of importance to Europe. ECIPE is rooted in the classical tradition of free trade

and an open world economic order. ECIPE’s intention is to subject international economic policy,

particularly in Europe, to rigorous scrutiny of costs and benefits, and to present conclusions in
a concise, readily accessible form to the European public. We aim to foster a “culture of evalua-
tion” — largely lacking in Europe — so that better public awareness and understanding of complex
issues in concrete situations can lead to intelligent discussion and improved pelicics. That will be

ECIPE’s contribution to a thriving Europe in an open world.

N CENT,
o??) ”sk

ECIPE

¢,
\‘b°
eynyas®

)bﬂo

(o) ob
93 qyou’






