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The World Trade Organization (WTO) has a new Director-
General, and we take her appointment as an opportunity
to brief the reader on this important international orga-
nization. In particular, we (i) explain its past achievements,
(i) discuss its current challenges, and (iii) summarize its
planned reforms.
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Policymakers now have a historic opportunity to
reform the World Trade Organization (WTO). The WTO
has a new Director-General, the US has a new Presi-
dent, and the recent experience of the China—-US
trade war and the COVID-19 crisis have illustrated the
urgent need for reform. In this Kiihne Impact Series,
we brief the reader on this important public policy is-
sue by explaining the WTO’s past achievements, its
current challenges, and its planned reforms.

The WTO and Its Successes over the Past 25 Years

The WTO is the most important institution of the
world trading system. It is an international organiza-
tion governing the trade relationships between
164 member countries, which jointly account for 96%
of global trade and 97% of global GDP. The WTO is
built around three main agreements, the General
Agreement on Tariffs and Trade (GATT) regulating
goods trade, the General Agreement on Trade in Ser-
vices (GATS) regulating services trade, and the Agree-
ment on Trade-Related Aspects of Intellectual Proper-
ty Rights (TRIPS) regulating intellectual property

rights.
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The WTO was established in 1995 in response to
the growing complexity of the global economy. It
built on the GATT, which had been governing world
trade since 1947. While the objective of the GATT was
essentially limited to reducing tariffs and related
trade barriers, the WTO has a much broader mandate,
encompassing issues like services trade, intellectual
property rights, dispute settlement, subsidies, regula-
tion, and investment. In trade economist lingo, the
WTO therefore pursues a “deep integration” agenda,
in contrast to the GATT’s earlier “shallow integration”
approach.

Despite its much more ambitious agenda, the
WTO’s success was so far largely limited to further ad-
vancing the shallow integration process initiated un-
der the GATT. Under its auspices, average tariffs more
than halved (from 12% in 1995 to 5% in 2017) and
world trade nearly quadrupled in dollar value terms'.
Moreover, trade policy cooperation remained strong
even during severe crises like the Great Recession of
2008-2009, at least until the outbreak of the China—
US trade war. The most important milestone in this
regard was clearly China’s accession to the WTO
in 2001.

Fig. 2: Value of merchandise
trade (billion USS$)
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The WTO’s Major Challenges

While the WTO deserves credit for these achieve-
ments, they still fall far short of its initial goals. One
challenge is that WTO members are bitterly divided
over essentially all deep integration issues so that it
has proven impossible to make any progress on that
front. An example of this divide is the never-ending
conflict between rich and poor countries about
property rights protection,
which rich countries support and poor countries op-

stronger intellectual
pose. Another challenge is that the WTO has been un-
able to keep up with some important new trade policy
issues such as e-commerce or data governance.

There are two closely related symptoms of this im-
passe: First, the WTO has been unable to make any
significant progress through multilateral trade nego-
tiations, a hallmark of the world trading system under
the GATT. What stands out is the failure of the Doha
Development Round, which started in 2001 and end-
ed 7 years later without reaching any agreement, and
with reciprocal accusations from the largest econo-
mies in the world (US, EU, India and China) for its fail-
ure. In 2013, the WTO reached the first, and only, mul-

ti-lateral agreement approved by all its members
since its creation — the Bali Package — approving only
a very small portion of the Doha Development
Agenda.

The WTO has been
unable to make any significant
progress through multilateral
trade negotiations.

Second, most trade negotiations now occur in the
context of regional trade agreements (RTAs), which
have proliferated since the creation of the WTO. While
RTAs as such are often worthwhile initiatives, their
proliferation is a clear testament to the waning im-
portance of the WTO as the main forum for interna-
tional trade policy cooperation. Since the establish-
ment of the WTO, RTAs have risen in number, reaching
338 agreements notified as of December 2020. All
164 WTO members are party to at least one RTA.

Fig. 3: A RTAs currently in force (by year of entry into force), 1948-2021
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RTA proliferation
is a clear testament to the
WTO’s waning importance
as the main forum for
international trade
policy cooperation.

Besides undermining the WTO as a negotiation
forum, there are additional concerns about the prolif-
eration of RTAs. One concern is that they are inherent-
ly discriminatory and might even be purposefully de-
signed to exclude or isolate specific countries. Another
concern is that their chosen approach to deep integra-
tion is sometimes viewed as biased towards the inter-
ests of multinational corporations, particularly in the
areas of regulation, investment, and intellectual prop-
erty rights. The latter concern was also at the heart of
the strong public opposition to recently negotiated
mega-RTAs like the Comprehensive Economic and
Trade Agreement (CETA) between the EU and Canada
or the Transatlantic Trade and Investment Partnership
(TTIP) between the EU and the US.

On the other hand, RTAs can clearly also be a ma-
jor force for good in the world trading system. Most
obviously, they contribute substantially to further
shallow integration by eliminating tariffs between
member countries. Moreover, they are often the only
realistic avenue to pursue significant deep integra-
tion, which requires the coordination of sensitive be-
hind-the-border policies like health and safety stan-
dards.

llI-Timed Crises

On top of these major challenges, the WTO has faced
multiple additional crises over the course of the last
few years. What comes to mind immediately are the
breakdown of trade policy cooperation during the
China—US trade war and the COVID-19 pandemic,
which severely damaged the credibility of the WTO as
a guarantor of stable trade relations. We have exten-
sively discussed the trade implications of the
COVID-19 pandemic in our previous two Kiihne Im-
pact Series and will therefore not further belabor this
point here.?

The WTO has faced
multiple additional
crises over the course
of the last few years.

Another crisis pertains to the WTO’s Dispute Set-
tlement Mechanism (DSM), and more precisely to its
Appellate Body (AB). The DSM was often referred to
as the “crown jewel” of the organization. Over the
past two decades, it has been remarkably active: Since
its inception, 600 disputes have been initiated by
WTO members. And the high rate of compliance with
the decisions testified to the system’s success. With
time, while the dynamics of trade relationships
evolved and deepened significantly, the rules and pro-
cedures of the system have not followed these devel-
opments, due to the inactivity on the legislative front.
This effectively forced the DSM and the AB to make
law by their rulings. As a consequence, the dispute
settlement mechanism entered a deep crisis of legiti-
macy due to its judicial overreach. The system col-
lapsed in December of 2019, when the United States
refused to appoint new members to the AB.
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A New Hope

In the midst of the pandemic, on May 14, 2020, the
WTO Director-General (DG) Roberto Azevédo an-
nounced that he would step down, cutting his second
term short by one year and leaving the damaged or-
ganization leaderless. The appointment of the new
DG required a consensus of the 164 member coun-
tries; that was not reached until Biden became US
President, and Yoo Myung-hee —the candidate backed
by the US — announced her withdrawal from the race.
Ngozi Okonjo-lweala was then appointed DG, making
history as first woman and first African at the head of
the WTO.

DG Okonjo-lweala faces a monumental task. In
her first public statement, she outlined her political
agenda and vision for the WTO for the months and
years to come, in order to “restore and rebrand the
WTO as a key pillar of global economic governance, a
force for a strong, transparent, and fair multilateral
trading system, and an instrument for inclusive eco-
nomic growth and sustainable development.”

WTO Director-General
Okonjo-Iweala faces a
monumental task.

Her first point is to tackle the pandemic by inten-
sifying international cooperation to fight COVID-19.
The WTO should play a more forceful role in exercis-
ing its monitoring function and encouraging mem-
bers to minimize and remove export restrictions and
prohibitions that hinder supply chains for medical
goods and equipment (according to the International
Trade Centre, 100 countries still maintain export re-
strictions and prohibitions on this front).

Her second objective is to discuss the structural
reforms that the WTO needs. In order to restore cred-
ibility in the organization, the newly appointed DG
wants to deliver early successes and results. DG
Okonjo-lweala hopes to finalize the fisheries subsidies
negotiations ahead of the 12th Ministerial Confer-
ence. She could capitalize on an “easy” win and get
momentum for the more challenging reforms that the
WTO needs. In her statement, she highlighted the
need of reinstating and reforming the dispute settle-
ment mechanism, creating a system that “can garner
the confidence of all, including small developing and
least-developed countries who have found it chal-
lenging to utilize.”

Another point of her agenda is to update the
WTO rulebook. The rules lag behind those of several
RTAs, which contributes to countries’ preference for
RTAs in the first place. The starting point will be to
take account of 21st-century realities such as e-com-
merce and the digital economy.

A final important point highlighted in her speech
relates to the environment. DG Ngozi Okonjo-lweala
plans to direct the WTO in supporting the green and
circular economy, in reactivating the negotiations on
environmental goods and services, and addressing
more broadly the nexus between trade and climate
change. The focus on climate change is quite new
within the WTO, but it is less surprising that she men-
tioned it in her first remarks as DG. Among all the can-
didates for the position, Okonjo-lweala was the most
outspoken about the environment, even though it is
not a prominent area of ongoing WTO negotiations.®
One might expect that she will be favorable to the
EU’s proposed carbon tax as well as tariffs removal on
renewable energy technology and services, also in
light of the fact that the EU was a strong supporter of
her candidacy.
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Concluding Remarks

While life has never been easy for the WTO, its crisis
took on existential proportions during the past few
years. It hit rock bottom when President Trump pub-
licly entertained the idea of withdrawing from the
organization, a blow it would most likely not have
survived.

Relative to this dire situation, things have
already much improved. Most importantly, the WTO
was able to appoint a distinguished new leader with
an ambitious reform agenda with the support of the
new US administration.
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Having said this, WTO reform is a monumental
challenge and one might understandably argue that
Ngozi Okonjo-lweala’s agenda is highly incomplete.
But, as is known, politics is the art of the possible
and we view her agenda as a promising starting
point.
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