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Supervisor: Professor Jan Olsson 

 

The aim of this paper is to study the contemporary world trade regime as part of the process 

of globalization. The main question in this study is: "How is the contemporary world trade 

regime part of the process of globalization?" Three guiding questions in this study are: 

"Which shifts in governance and policy on world trade issues can be observed since the 

middle of the twentieth century?" "How are the shifts in governance and policy related to each 

other?" "Which interests benefit and which interests don't benefit from the contemporary 

world trade regime?" This study is an analysis of world trade governance and policy that will 

outline the historical developments and the impact of the process of globalization. The study 

is mainly based on literature, sometimes internet sources are used. The conclusions of this 

study are that the world trade regime has shifted from unilateral and bilateral regulation 

towards multilateral governance by the GATT and subsequent the WTO agreements as well 

as by the regional trade agreements. Policy has shifted from protectionism towards liberalized 

trade. The shift in governance has provided trust and stability in the interstate system and has 

made liberalized trade possible. The study has made clear that theories on world politics differ 

about the benefits of the world trade regime. Both world trade and the process of globalization 

make self-sufficiency for countries obsolete by creating extensive interdependence between 

states and people. The paper shows that the contemporary world trade regime is part of this 

process of globalization.
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Chapter 1: Introduction 

 

1.1 Choice of subject and aim of study 

 

This paper deals with the subject of globalization. The process of globalization is here to stay, 

the interconnections between states and people in the world have increased rapidly since the 

middle of the twentieth century and by now political structures and processes have become 

more and more adapted to this process of globalization. Much work though has still to be 

done, especially to improve conditions on human insecurity and inequality, and to resolve the 

extensive democratic deficits in global governance. 

 

Studying the whole field on the subject of globalization is impossible within the framework of 

this paper, therefore I have chosen to study one policy area and one social structure in the 

process of globalization. The policy area I will study is the world trade policy and I will study 

this policy within the framework of multilayered global governance. With the policy on world 

trade issues I mean the rules which guide the world trade system, with the governance on 

world trade issues I mean the regulation of these issues. The developments on world trade 

issues are very representative for the process of globalization and multilayered global 

governance plays a central role in the decision-making process on these issues. The aim of the 

study is to describe the historical developments of world trade policy and governance, and to 

analyse this policy and governance in the respect of which interests benefit and which interest 

don't benefit. This analysis will be based on several theoretical perspectives in the field of 

world politics. 

 

The history of trade, the exchange of goods and services between people, can be traced back 

to the antique period. In the third millennium BC, Early Mesopotamia was importing raw 

materials, Babylonian and Indian societies were trading around 800 BC and both the Hellenic 

civilizations and the Roman Empire were engaged in long-distance trade with many other 

societies. The Silk Route is a famous example of a complex patchwork of land and sea routes 

linking the Roman Empire in the West with the Chinese Han Empire in the East. From later 

date are the European empires, especially the British Empire, that engaged in trade with 

virtually the whole world.1 

                                                
1 Held, David, McGrew, Anthony, Goldblatt, David and Perraton, Jonathan, 1999, Global Transformations: 
Politics, Economics and Culture, Cambridge, Polity Press, p. 152-153. 
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However, it was not until the nineteenth century before the emergence of an extensive world 

trade system with severe impact on economic activity can be observed. This huge expansion 

of trade was mainly a product of industrialization. The application of steam power to railways 

and shipping improved the possibilities for international transport, and industrialization 

created a great demand for raw materials. With this expansion of trade, the call for free trade 

emerged among liberal economists. The regulations on world trade issues in the seventeenth 

and eighteenth century were marked by protectionism. The world experienced the rise and fall 

of free trade as well as it experienced two World Wars and the Great Depression under the 

second half of nineteenth century and the first half of the twentieth century.2 

 

Inspired by the liberal idea that economic stability creates peace and prosperity, a new world 

order based on international cooperation and interdependence was established after the 

Second World War. International organizations as the IMF, World Bank and GATT/WTO 

were established and have adopted (neo)liberal policies to create financial and economic 

stability. The GATT and subsequent the WTO is based on the liberal principle of free trade. 

This free trade theory is about eliminating tariffs on the international trade of goods and 

services, and removing political barriers and restrictions on international trade. In the liberal 

trade theory, international trade is regarded as beneficial. Free trade benefits everyone, 

increases efficiency and raises productivity. Liberal trade theory stands in sharp contrast with 

nationalist and radical critics as Marxist and environmentalist theories. These theories argue 

for protectionism by stating that free trade undermines national economies, creates uneven 

development and damages the environment. The establishing of a liberal trade policy in world 

trade has gone step-by-step and is a process still continuing today, but the goal of the GATT 

and subsequent the WTO, the creation of a world trade order based on the principles of free 

trade, has been clear from the beginning.3 

 

The shift from protectionism towards trade liberalization and the creation of a form of global 

governance on the issue is a very representative development for the concept of the process of 

globalization. This development has contributed to the increasing interconnectedness between 

states and people around the world by rejecting protectionism and promoting free trade. 

                                                
2 Held, McGrew, Goldblatt and Perraton 1999, p. 154-161. 
3 O'Brien, Robert and Williams, Marc, 2007, Global Political Economy: Evolution and Dynamics, Hampshire, 
Palgrave Macmillan,  p. 146-147. 
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Protectionism isolates countries from the rest of the world, free trade creates extensive trade 

flows and contacts between states and people. The period after the end of the Second World 

War is marked by the emergence of extensive interdependence between states in order to 

maintain peace and economic growth. This extensive interdependence has developed into the 

process of globalization and was accelerated by events as the end of the Cold War and the 

Digital Revolution. The process of globalization is the analytical perspective of this paper and 

will be the subject of part 1.3, the next part will first define the central concepts of this study. 

 

1.2 Central concepts of the study 

 

This part of the introduction will define the central concepts of the study. These concepts will 

be shortly introduced here, but are more extensively elaborated in the rest of this paper. The 

main concept of the study is the process of globalization. Globalization can be defined as the 

spread of transplanetary and supraterritorial connections between people.4 Furthermore, 

globalization is a process not a condition. Globalization leads to social, political and 

economical changes in societies across the world with growing interdependence and 

interconnectedness between states and people.5 

 

This study examines the contemporary world trade regime. With the contemporary world 

trade regime I mean the governance and policy on world trade issues. With the governance on 

world trade issues I mean the regulation of the world trade system, with the policy on world 

trade issues I mean the rules which guide the world trade system. 

 

The contemporary governance on world trade issues is multilayered and global. Multilayered 

global governance can also be called for polycentric governance and refers to the multiple 

interconnected sites of governance around the world which regulate world trade. Multilayered 

global governance defines governance as shared between different agencies on the national, 

regional and world level. States can't decide on there own on many policy areas since they are 

bound to the rules of international and regional organizations and agreements. This means that 

decisions are made by different centres of governance.6 

 

                                                
4 Scholte, Jan Aart, 2005, Globalization: A critical introduction, Hampshire, Palgrave MacMillan, p. 59. 
5 Held, McGrew, Goldblatt and Perraton 1999, p. 7-9. 
6 Scholte 2005, p. 188-192. 
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The policy on world trade issues is marked by the historical dominance of protectionism. 

Protectionism means high tariffs and non-tariffs barriers on international trade. Protectionism 

limits the volume of world trade and leads to self-sufficiency of states. Free trade has proved 

several times in history and has been the dominant approach to world trade issues since the 

middle of the twentieth century. Free trade is aiming at eliminating tariffs on international 

trade, and removing political barriers and restrictions on international trade.7 

 

1.3 Analytical perspective 

 

Globalization is a highly contested subject. There is agreement on the intensification of global 

interconnectedness, but not on the framework regarding definition, scale, chronology and 

explanation. Three main schools of thought on the subject of globalization can be identified 

and within these different schools, several theoretical approaches can be distinguished. On 

one side stands the hyperglobalizers, on the other side the sceptics, in between are the 

transformationalists.8  

 

The hyperglobalist thesis defines globalization as a new era in human history in which 

traditional nation-states have become of minor importance, economic globalization has 

created a denationalization of economies and this process will construct new forms of social 

organization which eventually will replace traditional nation-states as the primary economic 

and political units of world society. For hyperglobalizers, globalization is mainly a process of 

economic liberalization, global economy is extremely integrated today, leaving governments 

no other option than to adopt neoliberal policies. Several theoretical approaches can be 

observed within this framework. There are neoliberal hyperglobalizers who celebrate the 

victory of market principles over state power by referring to individual autonomy, and there 

are radical or neo-Marxists hyperglobalizers who condemn this victory of the market by 

viewing this as an oppressive global capitalism.9 

 

The sceptical thesis is mainly a response to the hyperglobalist thesis. By drawing on statistical 

evidence, the sceptics state that contemporary globalization is nothing new. Historical data, 

especially from the nineteenth century, shows comparable and sometimes even higher levels 

                                                
7 O'Brien and Williams 2007, p. 146-147. 
8 Held, McGrew, Goldblatt and Perraton 1999, p. 2. 
9 Held, McGrew, Goldblatt and Perraton 1999, p. 3-4. 
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of economic interdependence in the world. Globalization a myth for the sceptics, the 

traditional nation-state is still a major power in world politics and governments can still adopt 

other policies than neoliberal ones. Globalization is at best a form of extensive 

internationalization, there is only evidence for an increase in transactions between countries, 

not for a decrease of state power. The sceptical thesis is mainly based on the assumptions of 

political realism in world politics.10 

 

The transformationalist thesis is a more distinctive theory of globalization than the 

hyperglobalist and sceptical thesis. The transformationalist thesis defines globalization as a 

process not a condition. Globalization leads to social, political and economical changes in 

societies across the world. Governments and societies have to adjust to these changes. There 

is no longer a clear division between domestic and foreign, national and international issues, 

because of a growing interdependence and interconnectedness between states and people. In 

contrary to both the hyperglobalist and the sceptical thesis, the transformationalist thesis has 

no fixed ideal-type of a globalized world. For transformationalists, globalization is a dynamic 

and open-ended conception, it is a historical process replete with contradictions and the 

process is especially shaped by conjunctural factors. Many theories of world politics can be 

integrated with the transformationalist thesis, for example liberalism, Marxism, 

constructivism and postmodernism.11 

 

The perspective adopted in this paper is mainly based on the assumptions of the 

transformationalist thesis. In this point of view, globalization is a process around changes in 

social structures. It is important not to confuse the concept of globalization with other 

concepts. Globalization is not the same as internationalization, the growth of transactions and 

interdependence between countries, neither as liberalization, the process of removing 

officially imposed constraints on movements of resources between countries in order to form 

an open and borderless world economy. Nor is globalization the same as universalization, the 

process of dispersing various objects and experiences to people at all inhabited parts of the 

earth, and neither is globalization the same as westernization, a particular type of 

universalization in which social structures of modernity are spread across all of humanity, in 

the process destroying pre-existent cultures and local autonomy.12 

                                                
10 Held, McGrew, Goldblatt and Perraton 1999, p. 5-6. 
11 Held, McGrew, Goldblatt and Perraton 1999, p. 7-9. 
12 Scholte 2005, p. 54-59. 
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The process of globalization can best be defined by as the spread of transplanetary and 

supraterritorial connections between people.13 This definition refers to a shift in the nature of 

social space and can be explained by changes in social structures. Four macro social structures 

can be distinguished, these are the forces of production, the forces of governance, the forces 

of identity and the forces of knowledge.14 

 

To begin with the forces of production, capitalist production leads to economic activity that is 

oriented to the accumulation of surplus. Capitalism has spread from Western Europe to rest of 

the world from around the fifteenth century and has spurred globalization in four principal 

ways. By expanding markets to increase sales volumes, by developing global pricing and 

taxation strategies to gain greater overall profits, by global sourcing to reduce production 

costs and by taking advantages of the opportunities of globalization to supply commodities for 

global communications, global travel, global financial instruments, etcetera.15 Globalization 

has strengthen capitalism as the main mode of production and a shift from capitalism to 

hypercapitalism can be observed. The process of globalization has on the one hand broadened 

the range of commodification and on the other hand promoted changes in the organizational 

structures to benefit capitalistic production.16 Commodification has expanded by increasing 

the scale of older economic sectors such as primary (agriculture, fishery, etc.) and industrial 

(manufacturing) production and by stimulating the growth of new economic sectors such as 

the information and communication technologies and the biotechnology and nanotechnology 

industries. Furthermore, globalization has promoted the development of a global financial 

sector, global consumerism and global migration, especially in the care sector.17 Regarding 

the organizational aspects, globalization has stimulated the development of offshore centres, 

the creation of global companies and the development of full-scale fusions through mergers 

and acquisitions.18 

 

Another social structure for explaining globalization are the forces of governance, in the 

context of regulation. Governance has provided an infrastructure to effect global connections, 

governance has liberalized cross-border transactions, governance has provided guarantees of 

                                                
13 Scholte 2005, p. 59. 
14 Scholte 2005, p. 136 
15 Scholte 2005, p. 136-140. 
16 Scholte 2005, p. 160. 
17 Scholte 2005, p. 161-176 
18 Scholte 2005, p. 177- 183. 
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property rights for global capital, governance has established global governance institutions 

and governance has created transplanetary standardization of technical specifications, legal 

principles and administrative procedures.19 The effects of globalization on governance has 

caused a shift from statism to polycentrism. Globalization has caused a shift in geography 

from territorialism to supraterritorialism and as a result governance is no longer state-centred, 

but has become pluralistic. The word polycentrism refers to the multiple interconnected sites 

of governance, another term adopted to describe this form of governance is the term 

multilayered global governance. World politics in a statist era was an interstate regime, 

international relations were maintained by governments and supraterritorial regimes were 

hardly present. Westphalian state sovereignty ruled the system. Globalization has severely 

damaged this traditional nation-state system.20 This is not to say that states no longer matter, 

on the contrary, states are still very important units in a globalized world, but a clear division 

between domestic and foreign issues can no longer be made. Globalization has several 

consequences for the governance of social welfare within states, the implications of warfare 

between states and global relations.21 This new globalized system demands a more extensive 

form of governance than the old statist system. Regional and global regimes, like the EU and 

the WTO, have arisen which operate with considerable autonomy from their member states. 

Furthermore, substate (municipal and provincial) governments maintain international and 

supranational relations on their own. Governance has also become more extensively a private 

domain, several regulatory mechanisms are administered by nongovernmental actors.22 This 

polycentric system of governance has given civil society activities broader opportunities to 

influence and participate in policy issues and has promoted civil society movements to go 

global as well.23  

 

The third explaining social structure are the forces of identity. The construction of identities 

have promoted globalization in three main ways. First, national identities have not been 

formed in the absence of foreign influences, but are a result of both national and international 

elements. Second, a number of nations have partly developed as transplanetary diasporas. 

Third, supraterritorial social connections are promoted by various nonterritorial identities like 

                                                
19 Scholte 2005, p. 140-146. 
20 Scholte 2005, p. 188-192. 
21 Scholte 2005, p. 192-201. 
22 Scholte 2005, p. 202-217. 
23 Scholte 2005, p. 218-221. 



 8

faith, gender and race.24 Regarding identities, a change from nationalism to hybridization can 

be noticed. Territorialism and nationalism were closely interlinked in the past, but the arising 

of supraterritorialism did not have the same impact on identity as on governance for example. 

National identity still matters a lot to most people, but national identities have got some 

complements for more and more people. Globalization has stimulated several identities as 

regional and nonterritorial identities next to national identity.25 

 

The fourth social structure for explaining globalization are the forces of knowledge. 

Rationalism, in the meaning of secular, anthropocentric, scientific and instrumental 

rationality, has promoted the spread of global thinking and with it, the process of 

globalization.26 Globalization has caused a shift from rationalism to more reflexivity. 

Reflexive rationalism though is still rationalist, with its core assumptions of secularism, 

anthropocentrism, scientism and instrumentalism. Reflexive rationalism though takes no 

longer knowledge for granted, but is more critical and aware of the limitations of its four core 

assumptions.27 

 

This paper will focus on the shifts in one social structure, namely the shift in governance, to 

describe and explain world trade governance and policy. States have made the creation of 

GATT/WTO possible, other social structures have certainly influenced this process, but the 

forces of governance have created it. States have been willing to transfer decision-making on 

world trade issues among others to a global regime, this regime has to enforce a liberal trade 

order. The third chapter will deal with the shifts in world trade governance and policy. 

 

1.4 Guiding questions for research 

 

The aim of this paper is to study the contemporary world trade regime as part of the process 

of globalization, with contemporary world trade regime I mean the governance and policy on 

world trade issues. Furthermore, the paper will study the relation between the form of 

governance adopted and the policy applied to world trade issues. Finally, a theoretical 

analysis will discuss the contemporary world trade regime around the question which interests 

                                                
24 Scholte 2005, p. 146-149. 
25 Scholte 2005, p. 224-255. 
26 Scholte 2005, p. 149-152. 
27 Scholte 2005, p. 256-275. 
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benefit and which interest don't benefit from the contemporary world trade regime. This 

analysis will be based on several theoretical perspectives in the field of world politics. 

 

The main question in this study is:  

"How is the contemporary world trade regime part of the process of globalization?" 

Three guiding questions in this study are: 

"Which shifts in governance and policy on world trade issues can be observed since the 

middle of the twentieth century?" 

"How are the shifts in governance and policy related to each other?" 

"Which interests benefit and which interests don't benefit from the contemporary world trade 

regime?" 

 

1.5 Method, delimitations and material 

 

This study is an analysis of world trade governance and policy. I will study the historical 

developments in world trade governance and policy, furthermore I will study contemporary 

world trade regime more in detail. The theoretical analysis of the contemporary world trade 

regime at the end of the paper, is a theoretical discussion of several theoretical perspectives. 

The aim of describing the shifts in governance and policy on world trade issues is to outline 

the historical development and the impact of the process of globalization. The aim of studying 

contemporary world trade policy is to provide some basic knowledge preceding the 

theoretical analysis. The theoretical analysis shows once again the impact of the process of 

globalization and provides some different points of view on the contemporary world trade 

regime. 

 

I have deliberately chosen not to divide the chapters of this paper into different subchapters, 

except for this first chapter. I want this study to be narrative and coherent, but I'm aware of 

the fact that this may harm the surveyability of this paper. Though, every chapter is well 

introduced and clearly set up. The same argument underlies the absence of categories or 

subsections in comparing different periods in time or different theoretical perspectives. A 

possibility could have been to categorize certain features like intensity of cooperation or 

world trade share of GDP in comparing different periods and most important actors or key 

feature of the interstate system in comparing different theories. I want this study to be 

spontaneous, not stiff or inflexible. The maximum size of this paper limits the possibility to be 
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exhaustive on every subject in this paper, therefore I have chosen to write about the most 

important features for every period or theory, as well as for the contemporary world trade 

regime. The aim of this paper has not been to be exhaustive either, this paper has sought to 

provide an overview of the contemporary world trade regime and to discuss this regime from 

some theoretical points of view. 

 

The maximum size of this paper has had more consequences. I have not been able to focus 

more than briefly on the more remote actors which influence the process of decision-making 

on world trade issues like firms, NGOs or governmental organizations among others. This has 

not influenced the validity of my study, because these more remote actors are not themselves 

decision-makers on world trade issues, only lobbyists, but more attention on these other actors 

would certainly have provided some interesting information. A related comment, is the choice 

of arguments as a whole. I could have focussed on different aspects in the different periods I 

describe and I could have focussed on different theories. My aim though have been to 

describe the most important features of the contemporary world trade regime and its historical 

development, and to provide the necessary knowledge for the theoretical analysis. This 

theoretical analysis in turn has been build around the theories which have most to say about 

the contemporary world trade regime. I think that this paper is a very reliable study of the 

contemporary world trade regime. 

 

I have mainly based my study on literature and internet sources. The literature has provided 

the theoretical framework and perspectives to the analysis, the facts and data for the study 

have been provided by both literature and internet sources. 

 

1.6 Disposition 

 

This paper is composed as followed. After the introducing first chapter, the second chapter 

provides a theoretical background to the world trade system. The third chapter serves as a 

historical background to the contemporary world trade regime and provides an overview of 

the shifts in governance and policy on world trade issues and shows the relationship between 

them. The fourth chapter is about contemporary world trade governance and policy. The fifth 

chapter contains a theoretical analysis of the contemporary world regime, around the question 

which interests benefit and which interests don't benefit? The sixth and final chapter provides 

the conclusion of the study. 
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Chapter 2: Theoretical background to the world trade system 

 

The aim of this chapter is to provide a theoretical background to the world trade system. 

Firstly, four theories on world trade issues will be explored. These theories are mercantilism, 

the liberal trade theory, the strategic trade theory and the cultural protection theory. Secondly, 

three theories on world politics, which will analyse the contemporary world trade regime in 

chapter five of this paper, will be introduced. These theories are political realism, liberalism 

and critical theory. The two forms of theory are related to each other. Mercantilism can be 

understood as economic realism, the liberal trade theory is part of liberalism and there are 

several connections between the strategic trade theory and the cultural protection theory, and 

critical theory on the other hand. 

 

There are several theories on world trade issues. Mercantilism has historically been the most 

influential theory, but has experienced increased competition by the liberal trade theory since 

the nineteenth century. Industrialization led to the expansion of world trade and because of 

this expansion, a call for free trade emerged especially among liberal economists. 

Protectionism had been the dominant policy on world trade issues in seventeenth and 

eighteenth century. Protectionism had become widespread not because of an attitude against 

trade, but because of the dominance of mercantilist doctrines. Mercantilism views trade as a 

zero-sum game, one state's gain is another state's loss. States can increase their wealth in 

creating a trade surplus by maximizing their export and minimizing their imports. This system 

creates though, not surprisingly when broadly adopted, a limited volume of world trade as all 

states want to minimize their imports.28 

 

Mercantilism advocates the regulation of the economy in order to protect states or groups 

within states and assumes that free trade only benefits the most powerful state(s) or certain 

group(s) within states. Protectionism on the other hand increases national welfare as states are  

protected by regulation to loose their wealth to other states. National security and infant 

industry protection often plays a major role in the argumentation of mercantilism. The 

national security argument states that countries need to be self-sufficient in the production of 

certain strategic industries and is mainly based on the assumptions of political realism that 

argues that states have to place national security before any other objective in maintaining 

                                                
28 Held, McGrew, Goldblatt and Perraton 1999, p. 154-155. 
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international relations. In order to survive, states have to restrict trade and can not jeopardize 

national security for income gains made by free trade. The infant industry protection 

argument states that development can't take place under a free trade regime. When a country 

wants to build up an industry, this industry works not as efficient as this same industry in a 

developed country and can't produce its products for the same price and quality. This new 

industry needs the protection of import restrictions on the products it produces in order to be 

viable. Once the industry is sufficient developed, it can compete within the global market.29 

 

The liberal trade theory opposes the assumptions made by mercantilism and develops an 

argumentation for the introduction of free trade. The liberal trade theory is based on the 

arguments of liberal economists as Adam Smith and David Ricardo who introduced the 

benefits of free trade for societies. They argued for free trade by stating that imports are 

desirable and exports are meant to pay for these imports. Trade is considered as a positive-

sum game, free trade increases the wealth of states by lowering opportunity costs. By this, 

these economic thinkers mean that producing something comes at the cost of not producing 

something else. Smith provided an argument for free trade with his concept of absolute 

advantages, if countries specialize in the goods they produce best and trade with each other, 

all countries will benefit, because every product is produced at the highest level of efficiency 

and this will lead to the lowest costs of production. Ricardo advanced this argument by adding 

that all countries still benefit from trade even if one country has absolute advantages in every 

product. This theory of comparative advantages states that by specializing in the production of 

products in which a country is relatively most efficient compared to other countries, all 

countries still benefit because of trade, this enables them to consume more than if they had to 

produce everything on their own. Liberal trade will provide economic growth and because of 

that stability.30 

 

Liberal trade theory has been further developed by economist as Eli Heckscher and Bertil 

Ohlin who introduced the factor endowment theory. This theory states that comparative 

advantages are created by the different relative factor endowments of countries, these factor 

endowments are capital, land and labour. Comparative advantages arise when countries 

specialize in the production that uses the factor endowment that they have most in abundance. 

For example, data-technology is relatively capital-intensive, agriculture is relatively intensive 

                                                
29 O'Brien and Williams 2007, p. 143-145. 
30 O'Brien and Williams 2007, p. 142. 
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in land and manufacturing is relatively labour-intensive. Liberal trade theory argues 

furthermore for the benefits of trade on development, foreign investment by companies can 

bring information and technology to countries. This export of knowledge from developed 

countries to developing countries stimulates the economic growth in developing countries and 

make them more competitive by improving the skills and productivity of their workforce.31 

 

Finally, liberal trade theory protests to the mercantilist assumptions. Protectionism reduces 

competition and can stimulate inefficiency and monopoly power. This will increase the profits 

of some companies, but at a high cost not only for the country as a whole that will experience 

lower economic growth as outlined above, but for consumers as well. Consumers have to pay 

a higher price for products and have fewer choices than when cheaper or other foreign 

products could be imported. The liberal trade theory opposes both the national security 

argument and the infant industry protection argument. The national security argument is an 

obsolete one, since free trade brings stability, interdependence and peace to the international 

system, the infant industry protection argument is a dangerous one since domestic producers 

will oppose the termination of protectionist policies from which they benefit.32 

 

The assumptions of the liberal trade theory are broadly praised today, especially among 

economists, because of the economic failures of protectionist policies. The liberal trade theory 

is however not free from criticism. Protectionism is not fully abandoned today and two new 

trade theories opposing free trade have been recently developed. These arguments are the 

strategic trade theory and the case for culture protection. The strategic theory focuses on the 

economic and social costs of falling behind competitors, these costs are huge in some 

industries, but lower in others. Countries should therefore pursue competitive advantage in 

those industries where the economic and social costs of falling behind competitors are huge. 

The cultural protection argument states that trade has to be restricted when it threatens the 

existence of a national culture. Distinctive cultural practises are disappearing with the import 

of goods and ideas from abroad as film, media and communication technologies according to 

its proponents. Restricting trade on cultural determining products can save national cultures.33 

 

                                                
31 O'Brien and Williams 2007, p. 142-143. 
32 O'Brien and Williams 2007, p. 143-145. 
33 O'Brien and Williams 2007, p. 146. 
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There are many theories on world politics, I have chosen three theories for which world trade 

issues are very important issues. Here, the theories are introduced, in chapter five of this paper 

these theories will lead the discussion in the theoretical analysis of the contemporary world 

trade regime. 

 

Political realism is a state-centred theory on world politics. States are the main actors in 

international relations, states are rational, egoistic actors seeking to maximize their gains by 

exploiting their powers to the maximum. Realism is a pessimistic theory, in world politics 

states are in a relation of anarchy with each other, there is no hierarchical political order and 

states have to rely on self-help for survival. Only a hegemony can provide some international 

order which can relax some of the assumption of anarchy but hegemonies are rare. Powerful 

states will only cooperate with other states if they relatively benefit form the arrangement, in 

order to survive, it's important for states to gain more than their adversaries. Weaker states are 

often coerced to follow the interests of the powerful states. Realism does not pay much 

attention to international organizations since anarchy rules interstate relations, realism views 

these organizations mainly as a mean for autonomous states to deal with each other.34 

 

Liberalism has had extensive influence on post-war international order, the ideas of free trade, 

market capitalism and globalization are just three of the many liberal concepts in 

contemporary international order. Liberalism argues that economic interdependence between 

states will limit military conflicts in the world. States which maintain extensive economic 

relations on issues as finance, trade and production will not jeopardize these relations by 

entering into a military conflict with each other. State welfare depends to much on the welfare 

of others, national economic growth is linked with world economic growth for most states. 

Liberalism beliefs in harmony and cooperation between people and states. War serves the 

interests of a minority of people within states, democracy makes wars less possible to occur 

since the majority rules. Free trade serves peace as well, free trade eliminates artificial 

barriers and unite people everywhere. Globalization is the most extensive form of 

interdependence and serves world peace even more since it unites people across states borders 

on almost every issue. Liberalism argues for the establishing of international institutions since 

many states have common interests and international cooperation is needed to achieve 
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prosperity and welfare. Absolute gains, not relative ones, are important for liberalism, states 

can focus on absolute gains since interdependence guarantees their survival.35 

 

Critical theory criticizes modern social and political life and assumes that the study of 

international relations and globalization should be oriented towards emancipation. Critical 

theory is especially inspired by the work of Kant, Hegel and Marx. Critical theory is like 

Marxism a normative theory of change, it wants to change existing patterns in the world into 

relations based on equality.36 Marxism focuses mainly on capitalism and class conflicts, 

capitalism creates two classes, the bourgeoisie that owns the means of production and the 

proletariat that only owns its labour. The bourgeoisie exploits the proletariat by stealing the 

value added or surplus value by the proletariats' labour for its own profit. The capitalistic 

order places the proletariat at the mercy of the bourgeoisie, the bourgeoisie becomes richer 

and richer at the expense of the proletariat that only sees its standard of living decreasing. 

Marxism views the nation-state as obsolete. Marx and Engels thought mistakenly that 

nationalism wouldn't play a role for the proletariat, they thought that workers around the 

world would unite in overthrowing the capitalistic order in world, but workers in many 

countries have proven to be more loyal to the bourgeoisie in their countries than to workers in 

other countries.37 Critical theory has a broader view than Marxism, although it views the 

inequalities observed by Marxism as important, they are not central in world politics, more 

inequalities than class struggles alone are leading to conflicts. Furthermore, critical theory is 

less radical than Marxism because it isn't aiming to replace the capitalistic world order, it only 

wants to adjust this order. Finally, critical theory argues that cultural differences and loyalty 

to nation-states are important factors in world politics. Solidarity, cultural diversity and 

universal emancipation are leading principles for the critical theory.38 

 

Conclusion 

 

Theories have many purposes, they attempt to explain and predict behaviour, they contain 

guiding principles and they can criticize recurrent patterns among others. Theories are 

normative, they have to simplify in order to overview reality. They emphasize on for them 

important aspects of reality and these aspect differ often from one theory to another.  

                                                
35 Burchill, Scott in Burchill and Linklater (ed.) 2005, p. 55-65. 
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37 Linklater, Andrew in Burchill and Linklater (ed.) 2005, p. 112-118. 
38 Linklater 2005, p. 119 and Devetak 2005, p. 139-140. 
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Chapter 3: Historical background to the contemporary world trade regime 

 

The aim of this chapter is to provide a historical overview of the shifts in governance and 

policy on world trade issues and to show the relationship between them. The impact of trade 

has historically always been a major one and has therefore often been subject to regulation by 

governments. Trade can be a source to earn revenues by taxes and duties, furthermore the 

regulation of trade can be a way to achieve economic and social goals, like the establishing or 

maintaining of a domestic industry and full employment for example. Protectionism has been 

the dominant form of trade policy, but there have been several periods of free or freer trade in 

history. These periods of liberalized trade are marked by the present of a superpower in the 

world, a so called hegemony. The Roman and the British Empires were hegemonies as well as 

more recently the USA. In the absence of a hegemony though, protectionist policies were 

often put in place. 

 

The peace of Westphalia in 1648 created the modern nation-state. This peace concluded the 

Thirty Years' War and sought to establish a new world order of sovereign states. The 

medieval system of feudalism had become ineffective and instable, because of the increase in 

conflicts between overlapping powers as societies became more complex. The peace of 

Westphalia established the institution of a supreme power over a given territory and 

population, the sovereign state. This sovereign state was the highest authority on its territory 

and did not share governance with any other part.39 In the statist era, states in the world 

regulated international trade on an unilateral or a bilateral basis. Unilateral regulation was the 

main form of governance in the statist era since states were eager on their sovereignty and did 

not share governance. Trade rules were no exception as states basically determined their own 

tariffs and non-tariffs barriers on international trade within their territory. Sometimes, states 

decided to cooperate and this cooperation occurred on a bilateral basis. States negotiated with 

each other about the level of tariffs on the trade between them and several non-tariffs barriers 

as quotas, restrictions and prohibitions on certain forms of trade were agreed. 40 

 

Around the mid-nineteenth century, Great Britain took the lead in establishing a liberalized 

trade order that lead to the reduction of tariffs on trade among the most important states at that 

time. In the same spirit the principle of the most favoured nation (MFN) was established. This 
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 17

principle prescribes that trade preferences granted by one state to another state are applied 

equally to all other states with which that state has agreements so that trade policy does not 

discriminate between states.41 There was however no institutionalized international trade 

regime during this period, Great Britain acted mainly unilateral. Great Britain was the most 

powerful state by the middle of the nineteenth century, both in military power as it contained 

the world strongest navy and in economic power as it was the highest industrialized country. 

Other states mainly followed to the British example to maintain key technologies and where 

often against the idea of free trade. Great Britain was eventually surpassed in economic 

development in the 1870s by the USA and Germany, two countries that had build up their 

industries by protecting its markets from foreign products in employing high tariffs and non-

tariffs barriers on their international trade. The decline of Great Britain's economic power lead 

to the decline of its hegemony. Protectionist policies were re-established and the MFN 

principle was eventually abandoned by states that initially had moved towards trade 

liberalization. The USA and Germany examples seemed to provide the evidence that 

economic growth could be created by keeping foreign products away from domestic 

markets.42 The period between 1875 and 1945 is marked by a decrease in the volume of world 

trade and higher levels of tariffs and non-tariffs barriers on trade. 43 

 

Protectionist policies were already gaining ground from around 1875, but the world trade 

system became seriously disrupted by the First World War and events thereafter. Although 

the leaders of the victorious states sought to re-establish a liberal trade order after the War, 

this proved to be impossible at that time. The leading European states were severely 

weakened by the end of the War in 1918. Great Britain and France were confronted with a 

large decline in wealth, while Germany had become a debtor and was punished by the 

victorious states to repay the damage done by the war. The only state that left the War much 

stronger than it started it was the USA which was a debtor before the War, but at the end of it 

had created a large surplus and had become the most powerful state both on military and 

economic regards. The USA though, refused to fulfil the role of a hegemony, mainly due to 

some powerful interests within the USA to maintain its isolationist position in world politics 

and economy. At the end of the First World War, the USA administration took the lead in 

developing a liberal system based on free economic relations and the creation of an 
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international organization, the League of Nations, the predecessor to the United Nations 

which was created at the end of the Second World War. This new world order should promote 

free trade, arms reduction and an international organization for settling disputes between 

states, among others. Most states were willing to cooperate to the USA plan and joined the 

League of Nations. The USA however, did not join. The US Senate blocked the proposal to 

join the League and without the support of the USA, this newly created international 

organization lacked the power to have real influence in world politics.44 

 

Without a hegemony to provide international stability, international distrust increased during 

the 1920s. Unemployment was rising in many states in Europe, mainly because of currency 

rates which were fixed at too high levels and hurting the exports of many states. Fascism and 

Nazism were gaining ground in Italy and Germany, mainly in response to these high levels of 

unemployment. Furthermore, the punitive war repayments that Germany had to make to the 

victorious states worsened the international financial system. Finally, when Germany's 

financial system and with it its currency were near to collapse, and the other states were 

unwilling to support, Germany closed its economy and prohibited the selling of its currency. 

Other states followed Germany in closing their economies as well and the world experienced 

the Great Depression, with mass unemployment, economic stagnation and the collapse of the 

international financial system. States tried to pass the cost of the recession to each other by 

establishing extremely high tariffs and other barriers on international trade. These events 

provided the breeding ground for the emergence of the Second World War.45 

 

Deeply impressed by the two world wars and the Great Depression of the interwar period, 

world leaders in the 1940s sought to establish a new world order that would prevent the world 

from a new deep economic depression and future world wars. The USA, the strongest 

economic and military power by the end of the Second World War as well, had given up its 

isolationist role in world politics and economy and took on it the role of a hegemony. 

Supporting economic liberalization and cooperation between states in the world, the USA 

financed the reconstructing of its allied states in Europe by the Marshall Plan and promoted 

international cooperation by stimulating the creation of international organizations with the 

membership of as much states as possible.46 
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Solely state-centred governance was abandoned as states entered international organizations 

after the Second World War. Unilateral and bilateral international cooperation became less 

important as well, as multilateral international cooperation was created. The political order in 

the world has become polycentric with shared governance, especially concerning policy areas, 

but sometimes on a territorial basis as well. Member states of the European Union (EU) have 

given a part of their territorial based sovereignty to the EU for example. Mainly though, states 

can no longer solely decide on policies when they have joined a regional or international 

organization. This membership of regional and international organizations is voluntary, but 

states have become increasingly isolated by not joining certain institutions and therefore 

limited in their opportunities to create welfare for their citizens.47 

 

The most important international organizations established at the end of the Second World 

War can be divided into three main groups. The United Nations (UN) was created to maintain 

world peace and to improve human rights, several agencies on different subject as children's 

welfare (UNICEF), global public health (WHO) and development and trade (UNCTAD) are 

administrated within the UN. To prevent future international financial breakdowns and 

economic instability in the world, a number of international economic institutions was 

created. The International Monetary Fund (IMF) and the World Bank (formally, the 

International Bank for Reconstruction and Development (IBRD)) were created for financial 

stability in the world. On trade matters, an International Trade Organization was planned, but 

this idea was eventually blocked by the US Congress. Instead the General Agreement on 

Tariffs and Trade (GATT) was established. GATT was integrated into the World Trade 

Organization (WTO) established in 1995. Finally, several military alliances were created, 

prepared to fight in conflicts to prevent escalation into large scale wars, the most important 

alliance is the North Atlantic Treaty Organization (NATO).48  

 

The USA took the initiative in December 1945 to negotiate the liberalization of international 

trade by discussing the establishing of an international regime on world trade with fourteen 

other states. The negotiations concerned two subjects. First, the attempt to create an 

International Trade Organization (ITO), second the quick implementation of an agreement to 

reduce tariff levels on the trade of goods. The GATT agreement was signed on 30 October 
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1947 and was thought to be subsumed in ITO once created. The draft charter for ITO was 

drawn up in March 1948, in this charter the USA had pushed for the creation of a pure free 

trade system, only limited in regard to agriculture protection. The US Congress however was 

against this draft charter for the ITO, because it was concerned that the agreement on the ITO 

was based on concessions to other countries which didn't sought to establish a free trade 

regime but were pushing for more protectionist policies. In December 1950 the US 

administration gave up the plan to create the ITO and focussed instead on the negotiations 

within the GATT.49 

 

The GATT is an agreement on the international trade of goods. This GATT agreement entered 

into force on 1 January 1948 and further multilateral negotiations continued by different 

rounds of negotiations within the GATT framework until 1994. In the starting period, the 

negotiations only concerned the reduction of tariffs on trade, but from the 1960s the removal 

of political trade barriers as quotas were on the agenda as well. The WTO was created in 

1994, mainly in response to the growing dissatisfaction with the GATT as the only world 

trade mechanism. The GATT covered too few areas of trade and lacked effective dispute 

settlement procedures, it was even blamed for not being able to reverse the growth of 

protectionism in world trade. Furthermore, GATT was only a contractual agreement and 

lacked the powers of an international organization. On 1 January 1995, the WTO entered into 

force and integrated GATT and some other multilateral trade agreements on goods into its 

framework. Further, the WTO widened the scope of international trade regulation by the 

creation of an agreement on the trade in services, the General Agreement on Trade in Services 

(GATS) and the agreement on Trade-Related Intellectual Property Rights (TRIPS). Moreover, 

the WTO contained an effective dispute settlement and a trade policy review mechanism.50 

The WTO had 153 member states on 23 July 2008.51 

 

Several principles are guiding the world trade system within the GATT/WTO framework. 

With the establishing of GATT/WTO, the most favoured nation (MFN) principle was 

reintroduced to the world trade system. This MFN principle as described above is the most 

important principle of the system. Another important principle is about national treatment, 

countries should not discriminate between domestic and foreign products or services. 
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Furthermore, freer trade is reached by negotiations and the system has to be predictable. 

Tariffs and non-tariffs barriers should not be raised by the member states, but are bound in the 

WTO to give confidence to foreign companies, investors and governments. Finally, the 

system wants to promote fair trade and is willing to be flexible to developing countries by 

giving these countries more time to adjust to the agreements and some special privileges. 

These guiding principles are applied to all the agreements within today's WTO framework.52   

 

Unilateral and bilateral regulation of international trade still exists, but its range has become 

very limited since most states entered the GATT and subsequent the WTO, as well as the 

European Union (EU) and the many other regional (trade) organizations like the North 

American Free Trade Agreement (NAFTA) and the Asia-Pacific Economic Cooperation 

(APEC). Regional (trade) organizations have often a broader objective than the WTO and 

trade liberalization is usually just one aim. Unilateral rules and bilateral agreements by the 

member states of the WTO or a regional trade agreement are not allowed to conflict with the 

WTO or this regional trade agreement.53 Regional trade agreements though are allowed to 

conflict with WTO rules, more on the issue of regional trade agreements follows in chapter 

four of this paper. 

 

Agreements apply in principle to all member states of the organization, states are not allowed 

to have different rules for different states. States and their governments play a major role 

within these organization, but they have to compromise and do not always get what they want. 

Furthermore, states must obey the rules agreed within the organization, this means that tariffs 

and many non-tariffs barriers are fixed and can't be subject to bilateral negotiation. States 

have also lost the control of the process of trade negotiations, the several organizations which 

regulate international trade have their own secretariats which are responsible for agenda 

setting and planning of the time schedule. Moreover, these secretariats have often goals of 

their own, not every member state of the WTO is a supporter of free trade, but the WTO is a 

clear advocate for this policy. Member states which don't support the policy of free trade, 

don't see their interests served by the WTO, but nevertheless they join the organization, the 

costs of exclusion are too high.54 
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Another form of governance is performed by interests groups like the business lobby and 

social movements like NGOs. These non-government based groups of people don't take part 

in the process of decision-making, but try to influence the policymakers and have become an 

increasing power in world politics since the middle of the twentieth century. The business 

lobby has a strong influence on world trade issues, but experience concurrence by NGOs 

concerned with environmental issues, developing countries interests, gender issues and labour 

rights among others.55 

 

Conclusion 

 

The developments on world trade as outlined above, shows a clear pattern. Statism has been 

the dominant form of governance and protectionism has been the dominant policy on world 

trade issues before the acceleration of the process of globalization at the middle of the 

twentieth century. The world trade system before the Second World War is characterized of a 

short period of unilateral free trade during the hegemony of Great Britain. Most of the time, 

though, the absence of a hegemony went together with protectionist policies. The relationship 

between statism and protectionism has become clear as well, statism and protectionism fit 

very well together, both perspectives are inwards looking and state-centred. The introduction 

of international and regional organizations have made an end to the state-centred form of 

governance and to the widespread use of protectionist policies. The period after World War II, 

is marked by the establishing of several international organizations and the creation of 

multilateral agreements. Common for the creation of this new world order, is the adoption of 

liberal theories in order to maintain peace and economic growth, especially within the 

international economic cooperation. On trade issues, the GATT and subsequent the WTO 

were created together with many regional trade agreements, multilateral of character as well. 

Unilateralism and bilateralism have not disappeared, but have become less important. This 

new world order as established after 1945 has created extensive interdependence between 

states and marked a shift in both governance and policy on world trade issues. Governance 

has become polycentric and the policy shifted towards a free trade regime. The adoption of a 

liberalized trade regime on a multilateral basis within the WTO by as many states as 153 

today is an unique event in human history.  
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Chapter 4: Contemporary world trade regime and some critics 

 

The aim of this chapter is to provide the basic knowledge about contemporary world trade 

regime necessary to understand the theoretical analysis in the next chapter of this paper. This 

chapter will mainly focus on the agreements within the WTO framework, because the WTO is 

the most important organization on world trade issues.  

 

The main goal of the WTO is to liberalize world trade by lowering and eventually eliminating 

tariffs and non-tariffs barriers on international trade, however there are many exceptions to 

this goal. The WTO agreements contain the rules for trade liberalization and the permitted 

exceptions. The WTO framework has created rules for three main policy areas, the General 

Agreement on Tariffs and Trade (GATT) regulates the trade in goods, the General Agreement 

on Trade in Services (GATS) regulates the trade in services and the Trade-Related Aspects of 

Intellectual Property Rights (TRIPS) contains rules regarding intellectual property. 

Furthermore, there are several minor agreements within the goods and services areas 

complementing GATT and GATS, and a dispute settlement mechanism together with a trade 

policy review mechanism have been created. The agreements are the results of negotiations 

by member states governments in several rounds. The Uruguay Round during which the WTO 

was created lasted in seven and a half year, the current round of negotiation is the Doha 

Round that started in 2001 in Doha, Qatar and should originally be finished in 2005 but is still 

continuing today.56 

 

The several WTO agreements have established rules for the reduction of tariffs and non-tariffs 

barriers on different trade areas. It is important to notice that both historical levels and 

contemporary levels of tariffs and non-tariffs barriers differ between states and trade areas. 

Tariffs are custom duties, a financial charge in the form of a tax, imposed on products because 

of their importation.57 Non-tariffs barriers are quantitative restrictions of imported products as 

quotas, technical barriers to trade, customs formalities and procedures, anti-dumping 

measures, governmental procedures, and lack of transparency and unfair and arbitrary 

application of trade measures.58 The preferred strategy concerning non-tariffs barriers has 

been to convert non-tariffs barriers into tariffs which further on can be subject of negotiation 
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for reduction. The preference for tariffs instead of non-tariffs barriers has several reasons. 

Firstly, tariffs are more transparent. Both tariffs and non-tariffs barriers increase the price of 

imported products, but non-tariffs barriers increase prices by limiting the available amount of 

products and don't follow clear percentages as tariffs do. Secondly, tariffs create revenues for 

governments, non-tariffs barriers create revenues for certain groups within states, as importers 

and domestic industries. The importers are able to sell products at a overvalued prices because 

of shortages of supply, domestic industries benefit of shortages of imported products and less 

competition. While quantitative restrictions increase profits for these groups, custom duties 

can be redistributed by governments. Thirdly, the administration of quantitative restrictions is 

more open to corruption than the administration of custom duties. Fourthly, quantitative 

restrictions impose absolute limits on imports, custom duties, if not set (illegally) high, don't 

impose absolute limits on imports. Custom duties don't hinder a foreign producer if 

sufficiently more efficient than domestic producer(s) from competition, but above a quota, no 

more products can be imported.59 

 

Tariffs and non-tariffs barriers as described above refer mostly to the trade in goods. The 

trade in services is mainly regulated by domestic policies. Regulations on the trade in services 

differ widely in range and policy. For example, states can restrict the sale of drugs to a 

national monopoly, services have to be provided in the national language or professional 

practitioners have to be members of a national or local association.60 The aim of GATS is to 

encourage states to reduce their restrictions on services and to provide rules which restrictions 

on services have to follow. The guiding principle for the restrictions on the trade of services is 

that such restrictions have to serve another purpose than simply shut out foreign competition. 

Then, restrictions have to be transparent. Furthermore, states are not allowed to discriminate 

between services (as well as between goods) from different countries, because the Most 

Favoured Nation (MFN) principle applies to the trade in services as well, but more exceptions 

to liberalized trade in services are allowed compared with the trade in goods.61 

 

In general have states in the developed world been willing to liberalize trade in sectors in 

which they have comparative advantages, but reluctant to do so in sectors in which they don't 

have comparative advantages or are afraid to lose these comparative advantages. Trade 
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liberalization has been achieved in several policy areas, for example on industrial products. 

Tariffs on the import of industrial products have fallen in the USA from around 50 % in 1947 

to about 4 % in 1979, for Great Britain these percentages for the same period declined from 

around 40 % to about 4 % as well.62 An area in which highly protectionist policies remain in 

place is the agricultural sector. The trade in agricultural products was kept of the negotiation 

agenda until 1986, some progress in the liberalization of trade on agricultural products has 

been made since 1986, but developed countries are still possible to keep world prices on 

agricultural products on artificial low levels. Developed countries subsidize their producers on 

agricultural products, this leads to excess production in these countries and this great supply 

results in lower world market prices. Producers in developing countries, which can't afford 

such subsidizes, suffer from these lower world prices by earning less than the could have done 

without the excess production of developed countries. Furthermore, many states impose high 

tariffs on the import of agricultural products and use import quotas to protect domestic 

production. Other sectors which are characterized by protectionists policies are textiles and 

clothing.63 

 

The trade in services and the rules concerning intellectual property rights and investment 

measures reflect the interests of the developed world as well. Some services as tourism, 

business services and finance, in which developed countries have comparative advantages, are 

more liberalized than publishing and data processing for example in which developing 

counties have comparative advantages. Intellectual property rights protection have come on 

the agenda by the lobbying of mainly USA based transnational companies. They stated that 

the exports of counterfeit goods, especially from South-east Asia, were responsible for high 

revenues and causing profit losses for the original producers. Furthermore, pharmaceutical 

companies complained that their profits, and their research and development were harmed by 

the copying of their products without the payment of a licence. This copying was usually 

justified under national law of these producers. The TRIPS agreement has provided patent 

protection to a range of products and processes, leaving developing countries with much 

higher costs on for example public health because of increased drugs prices. The policy on 

Trade-Related Investment Measures (TRIMs), a complementing agreement on the trade in 

goods, wants to facilitate international investments to stimulate economic growth by ensuring 

free competition. This agreement gives foreign investors relatively unrestricted access to 
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global markets, leaving domestic government with less possibilities to restrict foreign 

investments. Since most foreign investors are based in developed countries, this agreement 

will mean less influence for developing countries on investments matters.64 

 

As mentioned before, liberalization of world trade is the main goal of the WTO, but there are 

many exceptions. Some exceptions concern policy areas like agriculture as described above, 

other exceptions are more structural and recognize some special interests of states. These 

exceptions allow member states to adopt and maintain legislation that protect important 

societal values and interests like public health, consumer safety, employment, the 

environment, economic development, and national security. Often, mercantilist assumptions 

prevail over liberal trade theory regarding these structural exceptions. Under strict conditions, 

states are allowed to protect strategic domestic production by prohibiting or restricting trade 

in products concerning military equipment for example and developing countries may protect 

some industries using the infant industry protection argument.65 

 

More extensive exceptions to the WTO agreements are allowed to the regional trade and 

integration agreements. There have been about 462 regional trade agreements (RTAs) notified 

to the WTO until February 2010.66 Most of these RTAs were established after 1995. Many 

RTAs are regional integration organizations as well and have free(r) trade within their 

jurisdiction as one of their aims, the most prominent RTAs are the European Union (EU), the 

North American Free Trade Agreement (NAFTA), the Association of Southeast Asian 

Nations (ASEAN), the Common Market of the South (MERCOSUR), the Common Market 

for Eastern and Southern Africa (COMESA), the Common Market of the Caribbean 

(CARICOM) and the Australian-New Zealand Closer Economic Relations Agreement. Nearly 

all WTO member states were member states of at least one RTA in February 2010 and some 

member states like many EU member states were members in as much as 29 RTAs.67 A large 

part of all world trade takes place within the jurisdiction of regional trade agreements.68 

 

Regional trade agreements are supported by the WTO, although RTAs which normally are 

more liberalized trade agreements than the WTO agreements and often are free trade 
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agreements, clearly harm some of the basic WTO principles, most notable the Most Favoured 

Nation (MFN) principle. Under the MFN principle, WTO member states are not allowed to 

favour one member state over others, when a member state gives another member state an 

advantage regarding tariffs or non-tariffs barriers, this advantage will automatically apply to 

all the other member states. RTAs discriminate between member states of the RTA and non-

member states, thus when RTA member states are members of the WTO as well, some WTO 

member states discriminate others by favouring some other WTO members within the RTA.  

 

The WTO doesn't view RTAs as a threat to the world trade system, but as an opportunity to 

improve this system. RTAs can go be beyond that what is possible at the WTO level and 

sometimes the rules of a RTA pave the way for the same rules within the WTO. Services, 

intellectual property, environmental standards, investment and competition policies are issues 

that were first raised in regional negotiations and later developed into agreements or topics of 

discussion in the WTO.69 However, though regional trade within RTAs have increased the 

level of world trade, these trade-creation effects have often been smaller than trade-diversion 

effects as trade between RTA member states replaces trade with non-member states. Regional 

trade agreements have become a contested topic, many researchers warn for the undermining 

effects on the WTO by regionalism. When states become more committed to their RTAs than 

to the WTO, states can become unwilling to respect WTO rules and/or to further negotiations 

within the WTO framework.70 

 

The final part of this overview of the contemporary world trade regime will be dedicated to 

some critics of this regime. Many people inspired by for example critical theory belief in the 

possibility to create a fairer world trade order that benefits both developed and developing 

countries. They admit that every change in a policy will always harm some special interests, 

but it is important to balance interests and contemporary world trade order harms many 

interests as well. A main proponent of a new world order based on the principles of equality 

and emancipation is Joseph E. Stiglitz, economist and Nobel Prize-winner, who advocates for 

changes in many policy areas in order to improve the process of globalization. He has made 

many suggestions regarding world trade, here follows a summary of his arguments.  

 

                                                
69 WTO and RTAs, http://www.wto.org/english/thewto_e/whatis_e/tif_e/bey1_e.htm (read 12 April 2010). 
70 Van den Bossche 2008, p. 696-697. 
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Developing countries should be allowed to protect their economies until they reach a certain 

level of development. A country which comparative advantage lies in for example agriculture 

risk stagnation in its economic growth, because prices on agriculture products only decrease. 

This countries will not be able to build up an industry, because especially in the beginning, 

this country will be highly inefficient. The scope for special interests is much more limited by 

protecting a whole economy instead of an certain industry. Once a certain development has 

taken place, this protectionism should be removed.71 

 

Rich and middle income countries will only negligible be harmed by opening up their markets 

to the least developed countries as some experiments by the EU have proved, these least 

developed countries on the other hand can benefit considerably. Least developed countries 

can't produce huge quantities which can threaten domestic industries in rich and middle 

income countries seriously, but least developed countries will be possible to increase their 

GDP and level of development when they without reciprocity or other economic or political 

conditions can export their products to rich and middle income countries.72 

 

A large part of the agriculture subsidizes in developed countries creates inefficiency and have 

harmful effects on both these countries and developing countries. As written before, 

agriculture subsidizes lower world prices on these products harming the income of farmers in 

developing countries. But farmers in developed countries suffer as well from lower world 

market prices, consumers on the other hand benefit from these low prices but have to pay for 

the subsidizes by their taxes. The USA have established the system of agricultural subsidizes 

mainly to maintain the small family farmers and traditional ways of life. But large corporate 

farms  receive the major part of these subsidizes. The largest farms only representing 1 % of 

all farms receive 25 % of all subsidizes or more than $1 million each, middle large corporate 

farms which only represent some 20 % of all farms receive about 62 % of the subsidizes or 

some $200,000 per farm, leaving the true family farms, 79 %  of all farms, with only 13 % of 

the subsidizes or less than $7,000 each. Furthermore, small farmers are only decreasing in 

number because of the subsidizes. Subsidizes are driving up land prices which make farming 

capital-intensive. Small farmers often lack the resources for this capital intensive farming. 

                                                
71Stiglitz, Joseph E., 2007, Making Globalization Work, New York, W.W. Norton & Company, Inc., p. 71-72. 
72 Stiglitz 2007, p. 83. 
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Almost everybody except for the large corporations would benefit from the elimination or at 

least the reduction of these agriculture subsidizes.73 

 

Another obstacle to equal (trade) relations between developed and developing countries is 

caused by tariff escalation. Developed countries impose much higher tariffs on manufactured 

goods than on raw material. As a result, developing countries are only able to export raw 

materials while developed countries make the largest profits on these products by value added 

labour in the processing of these raw materials. The same discrimination is applied to services 

where high skilled, labour extensive services can be exported relatively unrestricted by 

developing countries to developed ones and vice versa, but the export of low skilled, labour 

intensive services from developing countries to developed ones is highly restricted. These 

discriminating policies are not only leading to inefficiency but harming the development of 

poor countries as well.74 

 

The last improvement discussed here is to change the way negotiations are taking place. First, 

the interests of both developed and developing countries should be equally represented on the 

agenda, secondly the process of negotiation should be less secret. Secret negotiations are more 

likely to hide the special interests that influence the negotiation process, open negotiations can 

lead to fairer policies.75 

 

Conclusion 

 

This chapter has sought to provide a short overview of the most important WTO policies. 

Much more could be written, but it's not the aim of this paper to completely review the WTO 

rules. The aim of the chapter has been to give necessary understanding for the theoretical 

analysis in the next chapter which as well will deal with the WTO policies, but then from a 

theoretical point of view. The most important conclusion of this chapter is that contemporary 

WTO policies are a mixture of liberal and protectionist trade rules, both the liberal trade 

theory and mercantilism have had their influence on the negotiations within the WTO. Many 

interests have to be served in world trade, therefore the road to completely liberalized trade is 

a long one. The next chapter will discuss these many interests in world trade. 

                                                
73 Stiglitz 2007, p. 86. 
74 Stiglitz 2007, p. 87-89. 
75 Stiglitz 2007, p. 98. 
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Chapter 5: A theoretical analysis of the contemporary world trade regime 

 

This chapter will provide a theoretical analysis of the contemporary world trade regime. This 

theoretical analysis will explore some points of view on this contemporary world trade regime 

in relation to some arguments for and against a liberalized world trade order. The discussion 

is build around the question which interests benefit and which interests don't benefit from 

today's world trade system. The theories of political realism, liberalism and critical theory will 

lead the discussion. 

 

It is important to remember that although the liberal trade theory that argues for free trade, is 

delivering the guiding principles for contemporary world trade policy, the contemporary 

world trade policy is far from free. Extensive protectionist policies on for example agriculture 

and textile exports from developing countries to developed ones exist, furthermore many 

developed countries subsidize their agriculture industry by national security considerations. 

This theoretical mixture in modern world trade policy will have consequences for the 

following theoretical analysis. To oppose the liberal trade theory is something different than 

to oppose the contemporary world trade regime. One can oppose the contemporary world 

trade order, because one opposes free trade, but one can oppose contemporary world trade 

order as well because of the presence of protectionist policies. 

 

The aim of GATT and subsequent the WTO is described in the opening text of the GATT: 

 

...Recognizing that their relations in the field of trade and economic endeavour should be conducted with a view 

to raising standards of living, ensuring full employment and a large and steadily growing volume of real income 

and effective demand, developing the full use of the resources of the world and expanding the production and 

exchange of goods,  

 

Being desirous of contributing to these objectives by entering into reciprocal and mutually advantageous 

arrangements directed to the substantial reduction of tariffs and other barriers to trade and to the elimination of 

discriminatory treatment in international commerce,...76 

 

From the beginning of the multilateral negotiations on world trade issues, the direction in 

which world trade regulation should be developed was clear, namely towards a liberal free 

trade regime that is mainly based on the assumptions made by the liberal trade theory. The 

                                                
76 About the WTO, http://www.wto.org/english/docs_e/legal_e/gatt47_01_e.htm (read 5 April 2010). 
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opening text of GATT suggests that free trade benefits everyone, but, as already noticed, not 

everybody agrees with this statement. Therefore, as described in previous chapters of this 

paper, the road to free trade is long, there are many interests in world trade and liberalized 

trade doesn't serve all these interests. 

 

States are being influenced by different interests, both domestic and foreign. On the national 

level, industries which experience competition from foreign producers lobby for import 

restrictions on these foreign products and industries which benefit from export, lobby for free 

trade. Furthermore, there are consumer, labour and environmental interests among others 

which lobby government for the creation of certain policies. Governments will balance these 

interests and design their preferred policies, a national interest is being shaped. On the 

international level, states negotiate to achieve desired policies which serve national interest as 

realism assumes. The USA, the post-war hegemony, had in the years directly after the Second 

World War comparative advantages in the production of almost all goods and especially in 

the production of highly value goods. USA's production was in the 1950s almost three times 

more effective as their most important competitors which still suffered from the destructive 

effects of the War,77 therefore it is logical for a realist that the USA sought to establish a free 

trade regime on world trade issues, it was in their national interest. As a hegemony, the USA 

were able to enforce most of their policies to other states, these states were weaker and had to 

follow the USA, especially since the USA had financed their reconstruction by the Marshall 

Plan. That the International Trade Organization was not established after the Second World 

War, was not caused by interstate negotiations, but by domestic restraints. 

 

The USA hegemony declined from the mid-1960s as other states gained power, especially 

economic power. World trade experienced a revival of protectionism, but not as severe as in 

previous periods and as realism would predict because of its focus on hegemonic power for 

the providing of international order. Cooperation within GATT and subsequent the WTO 

continued to take place and was still aiming at the establishing of a liberalized world trade 

order, average tariffs on world trade were lower in 1983 than in the mid-1960s.78 An 

explanation for this continued cooperation is provided by the liberal theory which states that 

international organization are difficult to create, but even more difficult to remove or to 
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change fundamentally. Therefore, the GATT once established, could survive without the 

hegemony of the USA and its policies would not change radically, because a new hegemony 

would be needed to do so.79 

 

Contemporary world trade policy has been established, with some adjustments, mainly by the 

national interests of the USA and other highly developed states. In general, liberalized trade 

policies rule in the areas there the developed countries have comparative advantages, 

protectionist policies are established when developed countries don't have these comparative 

advantages. This order is conform to the theory of realism, powerful states will achieve the 

policies which are in their national interests at the expense of less powerful states. There are 

though interests within states which don't benefit from contemporary world trade order and 

there are states, especially developing states, which don't benefit from contemporary world 

trade policies as critical theory notices. Developing countries often have comparative 

advantages in low skilled production, developed countries in high skilled production. 

Therefore, low skill jobs will be lost in developed countries, but high skilled jobs will be 

created as the export of these products increases. For liberalism this argument implies that 

free trade creates new opportunities which will make most people better off by increased 

specialization. But people who loose their low skilled jobs are often not able to move to high 

skilled jobs because this requires higher education and different work experience.80 

Developing countries are hurt as well by increased specialization in world production since 

this makes inefficient production obsolete, although this production created jobs. 

Furthermore, developing countries see their tax revenues decrease since they are forced to 

lower their tariffs on trade and other taxes to increase international competiveness. This 

decrease in tax revenues leads to a decrease in their public spending on education, public 

health and infrastructure among others, harming their opportunities for development.81 

 

Realism is the oldest theory on world politics, liberalism has been developed mainly in 

reaction to realism, many other theories mainly in reaction to both realism and liberalism. 

Realism is mainly concerned with the continuity in world politics and especially with the 

consequences of anarchy in the international system. Liberalism blames realism for neglecting 

the existence of extensive cooperation between states especially for the period after the 
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Second World War and for neglecting other actors than states in international relations by 

focussing on states as units. Liberalism has developed a theory of interdependence to explain 

economic integration and the roles of international institutions in response to realism. A very 

representative study on the issue of interdependence in provided by Robert Keohane and 

Joseph Nye in the book Power and Interdependence in which they develop an analytic 

concept for studying world politics that they call for "Complex Interdependence".82  

 

Complex Interdependence has three main characteristics. First, under conditions of complex 

interdependence there will be multiple channels of contact among societies, second there will 

be multiple issues on the agenda of interstate relationships, among the issues will be an 

absence of hierarchy, and third there will be a minor role of military force when interstate 

relationships approximate complex interdependence. The concept of complex 

interdependence is an ideal type and as an ideal type, the opposite of another ideal type, 

namely the assumptions of realism on the reality of world politics.83 Realism has three main 

assumptions as well. First, states are coherent units which are the dominant actors in world 

politics, second military force is an usable and effective instrument of policy, and third there 

is a hierarchy of issues in world politics, headed by questions of military security.84 Keohane 

and Nye argue that neither complex interdependence nor realism represents the reality of 

world politics on its own, but that sometimes situations are more close to complex 

interdependence, sometimes more close to realism.85 

 

Under conditions of complex interdependence the political process will be different than 

under conditions of realism.86 For realism, states have one dominant goal in world politics, 

namely military security. Liberalism on the other hand characterises of a variety of goals as 

world peace and economic welfare among others. The differences between the two theories 

can be explained mainly by their respective assumptions about international relations. 

Realism focuses on the defence of state sovereignty and views the international system as a 

potential threat of this sovereignty, states are viewed as the dominant actors in world politics. 

Liberalism argues that states are not chiefly rivals in world politics, but are willing to 

cooperate to solve mutual problems. The actors in world politics are not only states, 
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transnational corporations and NGOs among others are very important as well. Realism 

argues that military and economically strong states will dominate most issue areas by linking 

their weak issues to their strong ones, liberalism states that this strategy will not work. Under 

complex interdependence there will be many different issue areas which are not hierarchical 

arranged, there will be different actors in different issue areas and negotiations take place in 

different international organizations.87 For realism, agenda will mainly be set by politico-

military issues and other issues will only be very important when they seem to affect security 

and military power. For liberalism there is an absence of hierarchy among multiple issues, 

therefore the formation and control of agenda will become more important.88 

 

Realism counters the liberal assumptions of interdependence with its own assumptions about 

power. Extensive interdependence has not changed the distribution of power between states. 

States have been and continue to be very unequal in respect of economic and military power, 

this makes some states very vulnerable to choices of other states. Therefore strategic security 

still plays a major role in weaker states because they have to be concerned about their 

survival, interdependence has not eliminated the dependency of weaker states to stronger 

states. Highly developed states are perhaps interdependent, but they are independent towards 

weaker states because they are able to frame the international policies mainly in their own 

interests. This can be a source for new conflicts in international relations.89 

 

Critical theory criticizes the liberal concept of interdependence as well, not on the 

assumptions of power as realism does, but in the respect of inequality. Interdependence 

suggest equal relations between states, but interdependence only exist between highly 

developed states in the world. Developing countries are in a relation of dependency towards 

the developed countries and have almost no influence on the policies of international 

organizations. The rules on world trade reflect the interests of mainly the USA and other 

highly developed states, not the interests of developing countries.90 

 

The liberalized world trade order is praised by liberalism for its efficiency which creates 

wealth for states and people. Critics, both within the realistic and the critical perspective, are 

pointing to the analytical shortcomings of the free trade theory that provides the base for 
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liberalism's point of view on world trade issues. The free trade theory developed by Smith and 

Ricardo assumes that capital is immobile and only available for national investments, 

furthermore the capitalist investor is a loyal member of a national political community. In the 

free trade theory the purpose of investment and trade is to increase the wealth of a nation-state 

and free trade among states increases the wealth of all states in the system. In the 

contemporary world economy though, the capitalist investor is most often a transnational 

corporation with no loyal ties and not interested in the wealth of a particular nation-state, but 

only in the increase of its own profit. Furthermore, capital has become highly mobile and 

volatile creating a system of world wide financial speculation next to real investments, these 

financial speculations can jeopardize the stability of states as the Asian crises of the late 1990s 

among others shows. Finally, over 40 % of contemporary world trade is intra-firm or intra-

industry trade, centrally managed by transnational corporations. This form of trade runs 

counter to the liberal trade theory that argues that countries should specialize in the products 

where factor endowments provide a comparative cost advantage. Free trade in the context of 

intra-firm trade facilitates the profit strategies of companies, not the wealth of nations.91 

 

Critical theory sees the theory of free trade as an ideological weapon in order to regulate the 

economic development of subordinate societies. Power structures are maintained by the 

rhetoric of efficiency and the adoption of the many protectionist policies on world trade issues 

in the interests of the developed countries supports this view.92 The aim of the critical theory 

is to identify and to examine these unequal power structures and to propose changes which 

will make the system more equal.93 This aim is different from both realism and liberalism. 

Realism and liberalism seek to legitimize the world as it is, including prevailing social and 

power relationships. Realism and liberalism are based on the assumptions of positivism. 

Positivism assumes that fact and values can be separated, furthermore that object and subject 

can be separated. Critical theory is not based on positivism, it views knowledge as reflecting 

special interests and blames realism and liberalism to operate in favour of prevailing 

ideological priorities. For critical theory every theory is unavoidable normative, but some 

theories like critical theory admit this fact while others as realism and liberalism don't admit 

this fact. Critical theory accept a point made by Karl Marx in The Eighteenth Brumaire of 

Louis Bonaparte, where he wrote that "humans beings make their own history but not under 
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conditions of their own choosing."94 Although human beings can not make history as they 

please, they are able to shape history because they possess the power of self-determination. 

The contemporary order in the world is by no means natural, necessary or unchangeable.95 

 

Conclusion 

 

Every theory is right in its own respect, politics is about providing arguments to defence a 

certain point of view. This theoretical analysis of the contemporary world trade regime has 

sought to outline some different points of view and some arguments to support these 

viewpoints. What has become clear is that opinions differ on the question which interests 

benefit and which interests don't benefit from the contemporary world trade regime. For 

liberalism many more interests benefit from the contemporary world trade regime than for 

realism or critical theory. The question which interests benefit and which interests don't 

benefit from contemporary world trade policy can therefore only be answered by a normative 

point of view and this normative point of view depends on the adoption of a certain 

theoretical perspective on world politics. 
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Chapter 6: Conclusion 

 

The aim of this paper has been to study the governance and policy on world trade issues as 

part of the process of globalization. Furthermore, the paper has sought to study the relation 

between the form of governance adopted and the policy applied to world trade issues. Finally, 

a discussion in the form of a theoretical analysis took place on the contemporary world trade 

regime around the question which interests benefit and which interest don't benefit from the 

contemporary world trade regime. In the introducing chapter, I posed four questions: 

 

The main question in this study has been:  

"How is the contemporary world trade regime part of the process of globalization?" 

 

Three guiding questions in this study have been: 

"Which shifts in governance and policy on world trade issues can be observed since the 

middle of the twentieth century?" 

"How are the shifts in governance and policy related to each other?" 

"Which interests benefit and which interests don't benefit from the contemporary world trade 

regime?" 

 

The answer to the main question is running through the whole paper. The first and second 

guiding questions are chiefly answered by the third chapter, but shifts in governance and 

policy play a part in chapter four and five as well. The answer to the third guiding question 

has mainly been provided by the fourth and fifth chapter of this paper. I will first evaluate the 

three guiding questions before turning to the main question of this study. 

 

The first guiding question focuses on the shifts in governance and policy on world trade 

issues. Regarding the shift in governance, the world trade regime has shifted from unilateral 

and bilateral regulation towards multilateral regulations by the GATT and subsequent the 

WTO agreements as well as by the regional trade agreements. Unilateral and bilateral 

governance still play a role in the regulation of world trade, but these forms of governance 

have become less important. Policy has shifted as well, there protectionism with high tariffs 

and non-tariffs barriers dominated the world trade regime in the 1930s, a clear move towards 

a liberalized trade regime can be observed in the period after the Second World War. 
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Protectionism has not disappeared completely as for example the policies on agriculture show, 

but has become less widespread. 

 

The second guiding question concerns the relationship between the shifts in governance and 

policy on world trade issues. The decline of the British hegemony led to the re-establishing of 

protectionist policies on world trade issues, because no other power could take over the 

governing role of Great Britain in the providing of trust and stability in the international 

system. The decline of the USA hegemony though did not lead to an extensive revival of 

protectionism. The shift in governance, from unilateral and bilateral regulation towards 

multilateral regulation has provided trust and stability in the interstate system. GATT and 

subsequent the WTO as well as other international organizations have taken over the 

regulating role of a hegemony in this respect. 

 
The third guiding question of this study is a normative one as I have argued before. Therefore 

I have studied this question in relation to three theories on world politics, liberalism, realism 

and critical theory. The conclusion of the theoretical analysis has been that for liberalism 

many more interests benefit from the contemporary world trade regime than for realism or 

critical theory. The different assumptions made by the three theories is mainly caused by the 

fact that these theories explain different realities with different actors involved. Realism 

focuses on states and their survival in the anarchy that rules the international system. 

Liberalism focuses on individuals, firms and states and their will to cooperate for mutual 

benefits. Critical theory focuses on the exploitation and oppression of less powerful actors by 

more powerful ones and on the establishing of equality and emancipation in societies. Every 

theory has to simplify and is only able to explain some aspects of reality. Different theories 

discuss different features and draw different conclusions. 

 

To return to the main question of this study, how is the contemporary world trade regime part 

of the process of globalization? In chapter one I defined the process of globalization as the 

spread of transplanetary and supraterritorial connections between people. The definition refers 

to a shift in the nature of social space and can be explained by changes in social structures. 

Four macro social structures can be distinguished, these are the forces of production, the 

forces of governance, the forces of identity and the forces of knowledge. This paper has 

though only focused on the shift in one social structure, namely the shift in governance, to 

describe and explain world trade governance and policy. The effects of the process of 
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globalization on governance has been a shift from statism to polycentrism. The word 

polycentrism refers to the multiple interconnected sites of governance, another term adopted 

to describe this form of governance is the term multilayered global governance. 

 

The shifts in governance and policy on world trade issues since the end of the Second World 

War have become clear in this paper and have been shortly reviewed in the answers of the 

guiding questions above. In the first chapter of this paper, I argued that the creation of the 

contemporary world trade regime is a very representative development for the process of 

globalization. I elaborated on this argument in the formulation of the main question in this 

study by asking how the contemporary world trade regime is part of the process of 

globalization. Contemporary world trade governance is polycentric with several centres on the 

national level, the regional level and the world level, and world trade policies are created by 

national governments, RTAs and the WTO among others. Furthermore, the contemporary 

world trade regime contributes to the interconnectedness of states and people in the world 

which is a central aspect of the process of globalization. Liberalized world trade makes the 

extensive exchange of goods and services between countries possible, inhabitants in every 

state of the world that has joined the liberalized world trade system are confronted with 

foreign products. Whether inhabitants of a member state of the WTO like it or not, they are 

connected with people abroad, it is almost impossible to buy only national made products, 

because it is almost impossible for a country to be completely self-sufficient. Trade connects 

people furthermore trade creates specialization. World trade makes self-sufficiency for 

countries obsolete and creates extensive interdependence between states and people. The 

process of globalization is about the increase of interdependence between states and people 

and the contemporary world trade regime is part of this process of globalization. 
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