CHAPTER 5

Multilateral Trade System and Inclusive
Development of World Trade

In 2023, global trade experienced a downturn due to factors such as weak demand from Europe
and the United States and increased geopolitical risks, with a 5 percent decrease in merchandise
trade value and a 1.2 percent decline in trade volume. Against this backdrop, the MC13 of the
WTO achieved several practical outcomes in March 2024, marking yet another significant vic-
tory for multilateralism. This demonstrates that the multilateral trade system, centered around
the WTO, continues to play an important role in global economic governance. In the face of
increasing global challenges, all parties should further improve the multilateral trade system to

foster inclusive development of world trade.

I. Practical Outcomes of the MC13 of the WTO

From February 26 to March 2, 2024, MC13 was held in Abu Dhabi, UAE. After intensive
discussions, the conference achieved a “1 + 10” practical outcome (see box 5.1). The conference
issued the Abu Dhabi Ministerial Declaration and achieved ten specific outcomes, focusing on
improving multilateral trade rules, advancing negotiations in various areas, and expanding the

accession of new members.

Box 5.1 MC13 achieves practical outcomes of “1 + 10"

The MC13 issued a ministerial declaration known as the Abu Dhabi Ministerial Declaration, in
which members committed to strengthening the multilateral trading system and continuing WTO
reform.

The ten specific outcomes are as follows:
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1. Investment Facilitation for Development Agreement. This responds strongly to the demands
of a wide range of developing members for attracting foreign investment and developing their
economies.

2. Ministerial Decision on Dispute Settlement (DS) Reform. This aims to restore the normal
functioning of the dispute resolution mechanism within the year.

3.The Work Program on Electronic Commerce. This extends the moratorium on customs duties
for electronic transmissions until the next Ministerial Conference, providing a stable regulatory
environment for the development of global digital trade.

4. Implementation of the negotiation on Services Domestic Regulation. This continues to re-
duce costs associated with global trade in services.

5. Approval of Comoros and Timor-Leste’s Accession to the WTO. This enhances the repre-
sentativeness of the multilateral trading system. The admission of these two LDCs brings the
total membership of the organization to 166, covering 98 percent of global trade.

6. The WT'O Smooth Transition Support Measures in Favor of Countries Graduated from the
LDC Category—Ministerial Decision. This helps relevant countries to better integrate into the
multilateral trading system.

7. Strengthening Regulatory Cooperation to Reduce Technical Barriers to Trade—Ministerial
Declaration. This is the first ministerial declaration on technical barriers to trade since the es-
tablishment of the WTO.

8.The Work Program on Small Economies—Ministerial Decision. This effectively enhances the
capacity of vulnerable members to participate in WTO processes, aiding their integration into
the multilateral trading system, especially in addressing issues like the digital divide, food crises,
climate change, and disasters.

9. Declaration on the precise, effective and operational implementation of S&D provisions of
the Agreement on the Application of Sanitary and Phytosanitary Measures and the Agreement
on Technical Barriers to Trade—Ministerial Declaration. This helps developing members, par-
ticularly LDCs, effectively enhance their capacity to engage in related sanitary and phytosanitary
measures and technical barriers to trade.

10. TRIPS Non-Violation and Situation Complaints—Ministerial Decision.

1. 'The world’s first multilateral investment agreement

The Investment Facilitation for Development Agreement (hereafter referred to as the agree-
ment) is the world’s first multilateral investment agreement, the first agreement centered on
development, and the first investment negotiation led by developing members. This initiative
was initiated in 2017 by China and other developing members through a Joint Statement Ini-
tiative (JSI). On February 25, 2024, 123 members convened a specialized ministerial meeting
on investment facilitation in Abu Dhabi, where they officially announced the conclusion of the

agr eement.
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'The agreement primarily includes measures to enhance the transparency and predictability of
investment measures, to simplify and expedite administrative approval processes, and to promote
sustainable investment. Once effective, it will help improve the level of global investment facil-
itation, improve the investment environment, better respond to the strong desires of many de-
veloping members to attract foreign investment and develop their economies, therefore further
boosting the confidence of global investors, and promoting stable growth in global investment
(see box 5.2).

Box 5.2 China promotes the conclusion of Investment Facilitation for Development
Agreement

In December 2023, at the WTO General Council meeting, approximately 120 WTO members, in-
cluding China, announced that the final text of Investment Facilitation for Development Agreement
has completed its legal review. They called on all members to promptly fulfill the necessary procedures
to incorporate the agreement into the WTO legal framework.

'The agreement is centered on development and comprises 7 sections with 45 articles, primarily
focused on enhancing the transparency and predictability of investment measures, streamlining and
expediting administrative approval processes, and promoting sustainable investments. It reflects the
shared desire of numerous members to promote development through investment and represents an
important achievement under the WTO’s development agenda.

The issue of investment facilitation is a major topic proactively set and led by China in col-
laboration with relevant developing members within the WTO, initiated in 2017 by China and
other developing members through a JSI. Negotiations concluded in July 2023. Currently, 129 WTO
members are participating in it, exceeding three-quarters of the total membership, which is of signif-
icant importance for the formulation of WTO rules. Throughout the negotiation process, China has
been leading the construction of high-standard international rules with Chinese proposals, and has
played a pivotal role in facilitating dialogue, reconciliation, and consensus building. China, along with
Brazil, Nigeria, Kazakhstan, and other developing members, formed a “Friends of Investment Facil-
itation” group and maintained close communication with other participants, resulting in more than
110 members joining the negotiations. In line with the transformation of government functions and
comprehensive deepening of reforms, China has submitted 15 formal proposals to lead the establish-
ment of high-standard international rules. During critical stages of negotiation, China has repeatedly
proposed practical solutions to address challenges, receiving high recognition from all parties.

Currently, geopolitical tensions, inflation, and pessimism in financial markets are exerting signif-
icant downward pressure on global FDI. The agreement, as the world’s first multilateral investment
agreement, helps optimize the investment environment, attract high-quality investments, promote
economic development, and achieve the UN’ 2030 Sustainable Development Agenda goals. It en-
hances the stability and predictability of global investment regulatory policies, boosts global investor
confidence, and supports stable growth in global investment.

'This innovative negotiating approach is beneficial for revitalizing the WTO’s negotiating func-
tions and ensuring that the WTO keeps pace with the changing times.
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2. Improving environment of service trade

The WTO forecasts that the share of services trade in international trade will increase from the
current 22 percent to over 33 percent by 2040. Currently, the transaction costs of international
services trade are twice those of traditional goods trade, with approximately 40 percent of these
costs arising from regulatory factors within member countries.

MC13 successtully brings into force the outcome of the negotiations on domestic regulation
in services trade. This marks the first multilateral agreement on services trade since the estab-
lishment of the WTO, with 72 participants covering over 90 percent of global services trade
volume. The effectiveness of this agreement will optimize the licensing and approval processes
in the services sector of member countries, significantly reduce costs in international services
trade, and improve the business environment for global services trade. WTO Director-General
Ngozi Okonjo-Iweala stated that the effectiveness of the domestic regulation on services trade
is expected to save $125 billion in trade costs annually, with low-income economies expected to
save 10 percent and middle-income economies expected to save 14 percent.!

3. Promoting sustainable development

The WTO plays a significant role in promoting sustainable development. Over 50 percent of
WTO members, accounting for more than 85 percent of global trade, support initiatives for
environmental sustainability and plastic pollution and fossil fuel subsidy reform. 78 members
issued a ministerial statement during the Dialogue on Plastic Pollution, identifying areas for
international cooperation on plastic pollution at the trade level. These areas include voluntary
individual and collective actions, with a call to achieve practical and effective outcomes by the
time of the MC14 meeting.

'The initiators of the Trade and Environmental Sustainability Structured Discussions and the
Fossil Fuel Subsidy Reform initiative also released statements. It advocated enhancing transpar-
ency and promoting sustainable reforms by fully leveraging the trade policy review mechanism.

At the same time, the WTO approved the accession of Comoros and Timor-Leste, the least
developed economies.

MC13 vividly demonstrated the determination of WTO members to take effective action in
prioritizing development in the face of an expanding development gap. It showcased the ability
of WTO members to unite and cooperate in addressing global challenges amid a complex and
severe international situation, thereby boosting the international community’s confidence in the
multilateral trade system and injecting strong momentum into the promotion of global trade

and investment liberalization and facilitation.

1 WTO, “New Disciplines on Good Regulatory Practice for Services Trade Enter into Force” (February
27,2024), https://www.wto.org/english/news_e/news24_e/serv_27feb24_e.htm.
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II. Multiple Challenges Faced by Multilateral Trade System

While progress has been made in the multilateral trade system, there have been challenges in
various areas, including agricultural trade, fisheries subsidies, and dispute resolution mecha-

nisms.?

1. Geopolitical challenges

Geopolitical conflicts have increased trade frictions and restrictive measures, heightened the risks
of fragmentation within the multilateral trade system, raised costs of production, transaction,
and innovation for economies, exacerbated anxieties and difficulties for small and medium-sized
economies, increased domestic inflation and employment pressures, and reduced the potential
of reaching international agreements to address global crises. Such challenges can undermine
trust and confidence in the multilateral trade system.’ The global geopolitical risks are surging
sharply, with the daily average of the global geopolitical risk index reaching 133.14 from January

to September 2024, a 28.2 percent increase compared to the same period last year.*

2. Mechanical challenges

Mechanical issues and barriers hinder the WTO’s deliberative function in global trade.’ For in-
stance, the limited flexibility of decision-making mechanisms could further complicate consen-
sus-building as membership expands. Initiatives proposed by individual members or groups often
struggle to achieve multilateral consensus.® WTO negotiations resemble a “marathon’—long,
arduous, and technically complex—where results can only be achieved through cooperation and
compromise.’ Issues like the deadlock in the dispute resolution mechanism remain unresolved.
If the WTO dispute mechanism cannot be fully restored, it will be challenging to curb the
“weaponization” of trade. Whether it’s unilateral violations of binding tariffs or unreasonable

2 Rockwell, K. M., “Six takeaways from WTO MC13” (March 5, 2024), https://www.hinrichfoundation.
com/research/article/wto/six-takeaways-from-wto-mc13/.

3 Zhang, X.,“The Evolution of the International Landscape and WTO Reform” (August 9, 2024).
Presented in the 2024 Annual Conference on WTO Reform and High-Level Opening-Up, held by
the Institute for Service Economy and Digital Governance at Tsinghua University, https://mp.weixin.
qq.com/s/5yAEAWGUWuwZn4sCeKak_w.

Country-Specific Geopolitical Risk Index, https://www.matteoiacoviello.com/gpr_country.htm.

5 Drabek, Z., “Is the WTO Terminally I1I? Threats to the International Trading System,” Asia and the
Global Economy 4, no. 1 (2024), article 100078.

6  Steger, D., “Strengthening the WTO Rulemaking Function” (May 11, 2020), https://www.cigionline.org/
articles/strengthening-wto-rulemaking-function/.

7 Lacey, S., “Ten Things We Learned at the WTO’s Trade Meeting in Abu Dhabi” (2024), https://www.
weforum.org/agenda/2024/03/what-we-learned-at-the-wtos-trade-meeting-in-abu-dhabi/.
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reliance on GATT Article 21 to restrict trade under the guise of “essential security interests,”
trade policies can become weaponized.® Since 2009, trade restrictive measures by G20 members
have increased more than tenfold.

3. Challenges of new rules

Currently, the rapid development of the digital economy and the green economy presents sig-
nificant challenges, as the WTO’s multilateral rule-making in digital trade and green trade
cannot fully meet practical demands. There are considerable disagreements regarding digital
cross-border flows, privacy protection, and intellectual property rights.” For instance, the WTO
has not clearly defined the attributes of goods and services in digital trade; there is a lack of
specific legal regulations addressing digital trade barriers; and the carbon border adjustment
mechanisms adopted by some economies have raised disputes about whether they constitute
trade barriers. The WTO needs to keep pace with the times, strengthening rule-making and

multilateral governance in relevant areas.

ITI. Long Road Ahead for WTO Reform

The WTO is a crucial pillar of multilateralism and an important platform for global economic
governance. There is a common consensus that reforms of the WTO are imperative and in line
with the general direction of global trends. All parties should firmly uphold authority and effec-
tiveness of the WTO-centered multilateral trade system, as well as promote reforms to establish
an inclusive, transparent, open, non-discriminatory, and fair multilateral trade regime. This in-
cludes strengthening the centrality of development issues in WTO’s work, actively promoting
the restoration of the dispute resolution mechanism, maintaining the fundamental principles of
the WTO, supporting inclusive global trade development, and advancing the construction of an

open world economy.

1. Advancing reform by phases and sectors

The reform entails readjusting rules and redistributing member interests, necessitating a gradual
and categorized approach. In the short term, the top priority is to restore the normal functioning
of the dispute resolution mechanism and make progress in areas with fewer disagreements, such
as institutional efficiency, to continually enhance members’ confidence in the reform. In the

8 Heydon, K., “MC13 Success Critical to the Liberal Trading Order” (September 26, 2023/August 09,
2024), https://castasiaforum.org/2023/09/26/mc13-success-critical-to-the-liberal-trading-order/.

9 OECD, “Global Forum on Trade 2023 ‘Making Digital Trade Work for All: Key Issues in Digital Trade”
(October 2023).
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medium term, members need to achieve more results on timely updating rules and improving
mechanism, which include establishing priorities and schedules for the reform, deciding how
to create relevant mechanisms to advance the reform, and whether to establish reform groups
within the WTO framework, letting G20 and other institutions play their role.

2. Leveraging constructive role of major economies

Major economies should work together, discard the “zero-sum mindset,” and adhere to the
principles of openness, inclusiveness, and win-win cooperation while continuing to uphold the
multilateral trade system. At the same time, they should address issues related to the individual
abuse of the principle of consensus, which obstructs negotiation on key agendas. Regarding de-
velopment issues in the WTO reform, all members should focus on the world’s shared openness
and prosperity, strive to eliminate various discrepancies and conflicts, progress step by step from
specific points to broader issues, build greater consensus, and take unified actions to provide
more opportunities for inclusive global trade development.

3. Fully utilizing the plurilateral negotiation model

Plurilateral negotiations serve as a second-best option for multilateral negotiations, characterized
by their effectiveness in breaking negotiation deadlocks and reducing complexity. This approach
can help overcome the fragmentation of agreements, advance multilateral trade rules under
suboptimal conditions, and provide flexibility by integrating diftferent policies from regional and
bilateral trade agreements, thereby reducing division and discrimination in specific areas and
improving trade conditions among relevant parties. For issues where a multilateral consensus
cannot be formed in the short term, parties can break the negotiation deadlock through mecha-
nisms like JSI, hence gradually pushing the WTO to restore its legislative function, as exempli-
fied by the establishment of Investment Facilitation for Development Agreement. Additionally,
providing more technical assistance and capacity-building support to members who have not
yet participated in the JSI will sequentially encourage broader participation, particularly among
developing members.

China has always placed great importance on the work of the WTO, firmly upholding the
multilateral trade system centered around the organization. It has been actively participating in
its reform, promoting the restoration of the normal functioning of its dispute resolution mech-
anism, and advancing discussions on issues such as trade and environment. During the ninth
Trade Policy Review on China in July 2024, the WTO Secretariat and many WTO members
highly praised China’s contributions to deepening reform and opening-up, promoting global
economic growth, and maintaining the multilateral trade system. China will support the WTO
to play a greater role in addressing global challenges and continue to firmly oppose unilateralism

and protectionism. It will work with all parties to resist the politicization, weaponization, and
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excessive securitization of economic and trade issues, and promote the establishment of a com-
munity with a shared future for humankind (see box 5.3).

Box 5.3 Advancing the WTO reform in specific areas with action

Accelerating reforms in areas with broad consensus. At present, consensuses or significant agreements

have been achieved in the following areas:

* Fisheries subsidies negotiations. The pressure of this negotiation currently stems from India.
In 2017, India blocked a potential agreement to eliminate subsidies for illegal fishing and again
in 2022 rejected a WTO solution addressing subsidies that lead to overcapacity and overfish-
ing. During the MC13, India demanded a 25-year transition period and stricter oversight and
penalties for members providing substantial fisheries subsidies, which has caused the fisheries
negotiations to reach an impasse. Certain South Pacific economies and Brazil have attempted
to review the fisheries agreements between the EU and third countries and exert pressure on
members with developed fisheries to grant additional exemptions for their own fishing fleets.
However, developed members have refused to grant unconditional exemptions for subsidies
provided by poorer members, resulting in a lack of consensus on fisheries subsidies.

* Plurilateral negotiations. This serves as a second-best option for multilateral negotiations. For
one thing, it can help to break negotiation deadlocks and reduce complexity. Plurilateral nego-
tiations act as the greatest common divisor within the WTO, greatly clustering a small number
of like-minded members and fostering a sense of community based on shared interests, thus
advancing progress in areas where consensus among all members is unattainable. For another
thing, it can overcome the fragmentation of agreements and advance multilateral trade rules un-
der suboptimal conditions. While the number of members involved in plurilateral negotiations
is smaller, the negotiations still occur within the WTO framework based on rules, inclusiveness,
and openness, rather than transitioning to fragmented negotiations outside the WTO. This
creates opportunities for policy innovation and enables a progressive approach to modernizing
trade rules. Plurilateral negotiations offer some flexibility to lower-developed members within
the existing JSI negotiations and integrate various policies from regional and bilateral trade
agreements to better coordinate practices among WT'O members, reducing fragmentation and

discrimination in specific policy areas. They improve trade conditions for all.
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* Sustainable development and environmental protection. This is one of the works with top
priority of the WTO in the future. Developing members can push for fairer trade rules through
engagement in WTO negotiations, safeguarding their long-term interests. Developed members
need to collaborate with developing members to tackle environmental challenges and hope to
utilize the WT'O mechanism to open markets in developing economies, seizing the massive op-
portunities in green technology and clean energy. There is a strong willingness for both groups of
members to jointly address environmental and energy crises. The former WTO Director-Gen-
eral Renato Ruggiero stated, “Irade liberalization can and must become an important ally of
sustainable development, but mere market freedom alone cannot solve all the complex environ-
mental and social issues we face.” Thus, “broader solutions lie in achieving global consensus and

enforceable global agreements and standards in these areas.”

Promoting negotiations step-by-step in areas with significant disagreements. Currently, the fol-

lowing areas exhibit considerable divergence:

* Reform of the DS mechanism. There are disagreements over the power of the AB, the selection
of members, and other related issues. The DS mechanism is currently in a state of paralysis,
primarily due to the United States. The US continues to obstruct the selection of AB members
by arguing that there are structural problems in the AB as its members continue deciding ap-
peals after the expiration of their term or/and after the mandatory deadline of appeals, making
findings on issues of facts beyond its authorization, and so on. It does not agree to commence
the selection of AB members before these problems solved. Most members, especially devel-
oping ones, hope for a more robust role for the AB to enhance multilateral dispute resolution.
'They wish to refine the DS mechanism and address to support developing members’ capability
for their own development by maintaining the AB’s independence, neutrality, and flexibility.
A step-by-step negotiation can first establish consensus on the fundamental principles of the
reform, followed by discussions on specific procedural reforms, ultimately allowing members to
gradually make progress in various areas of complex divergence.

* Development issues. Developing members such as the Group of 90 have requested that S&D
provisions be more precise, effective, and operational. However, developed members such as
the United States are unwilling to provide S&D to all developing members and hope to limit
and reduce S&D’s beneficiaries and concrete content. In the future, the MC13 approach can

be followed to deal with relevant issues in a step-by-step manner based on certain agreements.




