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Abstract

As the core principle of GATT/WTO, the principle of most-favored-nation
(MFN) treatment is generally applicable to al areas of multilateral trade negotiations.
But there are also some exceptions to the principle, a major one is about regional
trade agreements. The purpose of this paper is to analyze why should regional trade
agreements be an exception of the principle of MFN treatment, what impact regional
trade agreements brought in the absence of the MFN principle, and how to avoid
negative effects.

While the objective of WTO is to encourage multilateral trade liberalization,
regional trade agreement is a kind of more radical but partial trade liberalization. To
include regiona trade agreements into the framework of the WTO rules, there are
two options. One isto make it still applicable to the principle of the MFN treatment,
the other oneis to alow it to be an exception of the principle of MFN treatment. In
fact, regional trade agreements become an exception. Why should it be an exception?
To answer this question, this paper first analyzes what problem will be caused if
regiona trade agreements apply to the principle of MFN treatment. It's found that
serious free-rider problem will be caused, which is costly for the countries launching
regiona trade agreements. Therefore, it would make the countries abandon the
efforts to establish regional trade agreements, which is not consistent with the
objective of the WTO. In order to avoid such problem, regional trade agreements are
permitted to be an exception.

As an exception to the principle of MFN treatment, regional trade agreements
avoid the free-rider problem. But at the same time, it strengthens the bilateral
opportunism problem. On the one hand, bilateral opportunism can work as a
believable threat to promote the multilateral negotiations. On the other hand, it will
make the bilateral negotiations inefficient. How to solve the bilateral opportunism
problem? The occurred bilateral opportunism problem can be restricted with the

corresponding provisions of WTO, such as the use of "non-violation litigation"



clause. But to totally avoid this problem, some special restrictions must be satisfied.
WTO included regional trade agreements into its framework as an exception to
the principle of MFN treatment, while at the same time, some provisions were
established to ensure such agreements compatible with the rules-based world trade
system. This, to some extent, proved the rationality and completeness of the WTO

rules.

Key Wor ds. Most-Favored-Nation Treatment; Regional Trade; Opportunism.
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