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Before We Begin

This book tells the story of the rules of world trade. It covers the General Agreement on Tariffs and Trade (GATT), the World Trade Organization (WTO) that replaced it, and the people who built both, fought inside them, and are now taking them apart.

It is a story about one problem. Every government is tempted to protect its own producers by taxing imports. When one country does it, it may gain a little. When every country does it, they all lose a lot. The trading system is a ninety-year attempt to stop countries doing, together, the thing each finds tempting alone.

So the question the book keeps coming back to is this: how do you get sovereign countries to keep promises about trade when nobody can force them to?

The answer turns out to involve a Tennessee congressman, a treaty that was only ever meant to be temporary, a great many all-night negotiating sessions, a seed company’s office in Bangalore, a court that quietly stopped working at midnight on 10 December 2019, and a chart held up in the White House Rose Garden.

India appears throughout. It was one of the 23 founding members of GATT, the loudest voice of the developing world inside it for decades, and often the country that said “no” when everyone else wanted a deal. Readers of the earlier volumes will meet some familiar ideas too: Lancashire’s cotton mills, and the prisoner’s dilemma from game theory.

A few notes:


	Money is in US dollars unless stated. “bn” means billion.

	A tariff is simply a tax on imports. A “10% tariff” on a $100 shirt means the importer pays $10 to the government at the border.

	There are no equations. Each chapter ends with a short thread connecting it to the next. There is a glossary at the back.






Prologue: The Petition and the Pen

In May 1930, 1,028 American economists signed a petition asking President Herbert Hoover to veto a bill. That is more economists than most people knew existed in 1930, and it was an unusual act. Economists rarely agree on anything, and they almost never organise.

The bill was the Tariff Act of 1930, better known by the names of its sponsors: Senator Reed Smoot of Utah and Congressman Willis Hawley of Oregon. It raised American import duties on more than 20,000 items.

The bankers were against it too. Thomas Lamont of J.P. Morgan, the most influential financier of his day, later said he had almost gone down on his knees to beg Hoover to veto it.

Hoover had doubts. But his party wanted the bill, farmers wanted it, and a great many manufacturers wanted it. On 17 June 1930 he signed it.

Within weeks, Canada, America’s largest trading partner, struck back with its own tariffs. Then Europe did. Over the next four years world trade collapsed by about two-thirds. Smoot-Hawley did not cause the Great Depression; bad monetary policy and bank failures did most of that work. But it helped turn a slump into a spiral, and it poisoned relations between countries just when they most needed to cooperate.

Both Smoot and Hawley lost their seats in 1932.

Keep this scene in mind. Ninety-five years later, on 2 April 2025, an American president held up a chart of new tariffs in the Rose Garden and called it “Liberation Day”. Economists again objected. Markets again fell. Between those two moments lies the whole story of this book: how the world built a set of rules to make sure 1930 never happened again, and why those rules are now coming apart.


The thread: In 1930 nothing stopped a country raising its tariffs, and nothing stopped its neighbours hitting back. The first question is what happened next, and who decided it must never happen again.






Chapter 1. The Wall Goes Up

To understand why Smoot-Hawley did so much damage, you have to see what tariffs do when everyone uses them at once.

Start with one country. If America taxes imported Swiss watches, American watchmakers sell more and Swiss watchmakers sell less. American consumers pay more, but the watchmakers and their workers are happy, and they vote. The cost is spread thinly across millions of buyers who barely notice. The benefit is concentrated in a few firms that notice a great deal. That imbalance is why tariffs are politically attractive even when they make a country poorer overall.

Now add the other countries. Switzerland, angry, taxes American cars. Canada taxes American farm goods. France and Italy raise their walls. Each country’s exporters now lose their foreign markets. The jobs “saved” behind the wall are paid for by jobs lost in export industries.

That is what happened after 1930. One recent study of 99 countries found that American exports to countries that retaliated fell by about 28–33%. The countries that only protested, without retaliating, cut their purchases by less. Retaliation also hurt the retaliators themselves.

The economic historian Charles Kindleberger later drew one of the most famous charts in economics. It shows total monthly imports of 75 countries as a spiral, winding inward month by month. In January 1930 they were worth about $2.7bn. By March 1933 they were worth about $1.1bn. The spiral looks like water going down a drain.

Part of that fall was simply prices collapsing in the Depression. But a lot of it was the wall going up. And by the mid-1930s tariffs were only part of the wall. Countries added import quotas, which cap the amount that can come in. They added currency controls, which limit who can get foreign money to pay for imports. And they made barter deals with friendly governments. Trade became a web of bilateral arrangements, each country trying to get the better of each partner, one deal at a time.

This had political consequences too. A world in which trade is organised into rival blocs is a world in which access to raw materials and markets depends on power. Germany built a trading zone in south-eastern Europe. Japan wanted one in Asia. Britain retreated into “imperial preference”: lower tariffs for its empire, higher ones for everyone else. India, as part of that empire, was inside the British bloc whether it liked it or not.

It is worth being careful about cause and effect. Most economists today think the Depression was mainly a monetary disaster: central banks let the money supply shrink and banks fail. Smoot-Hawley was a symptom of fear as much as a cause of collapse. But in a downturn, raising the cost of everything and choking off your exporters is about the worst thing you can do. And the trade war made the cooperation needed to fix the money problem much harder.

One American in particular drew a sweeping conclusion from all this. He believed high tariffs had not just deepened the Depression but helped breed fascism and war. He spent the rest of his life trying to undo them.


The thread: By 1933 the world was trapped. Every country wanted others to lower their walls first, and none would go first. Breaking the trap needed a new idea about how tariffs get set, and it came from a congressman from rural Tennessee.






Chapter 2. The Tennessee Free Trader

Cordell Hull grew up in a log cabin in the hills of Tennessee. He became a lawyer, then a congressman, and he spent decades in Congress obsessed with tariffs. To Hull, high tariffs were not just bad economics. They were a source of resentment between nations, and resentment led to war. He believed, in the tradition of Woodrow Wilson, that freer trade and peace went together.

In 1933 President Franklin Roosevelt made him Secretary of State. Roosevelt himself was lukewarm about free trade. He preferred national solutions to the Depression. But Hull was persistent, and in June 1934 he got Congress to pass the Reciprocal Trade Agreements Act (RTAA).

The RTAA looks like a dull piece of legislation. It was actually a political invention of genius, and it is the seed of everything that follows. It did three things.

First, it changed who sets tariffs. Before 1934, Congress set every tariff rate itself, product by product. That was exactly how Smoot-Hawley happened: every industry lobbied its congressman, congressmen traded votes (“you support my sugar tariff, I’ll support your wool tariff”), and the rates crept ever higher. The RTAA let the President negotiate tariff cuts of up to 50% with other countries, without Congress voting on each deal. Congress only renewed the authority every few years. Lobbyists lost their easiest target.

Second, it made cuts reciprocal. America would cut its tariffs only if the other country cut its tariffs too. This turned out to matter enormously, for reasons we will see in Chapter 5. It meant that American exporters now had a reason to support lower American tariffs, because each American cut bought a foreign cut that helped them.

Third, it used the most-favoured-nation principle. “Most-favoured-nation” (MFN) is a confusing name for a simple idea: treat everyone the same. If America cut its tariff on Belgian chocolate in a deal with Belgium, the same lower rate applied to chocolate from every other country America had an MFN agreement with. No favourites. This stopped trade from splintering into rival blocs, and it meant each deal spread its benefits further.

There was a fight about all this inside the Roosevelt administration. George Peek, the President’s special adviser on trade, wanted the opposite: tight bilateral bargains, each one aimed at balancing trade with that particular country, with favours for friends. Hull wanted open, non-discriminatory deals. Hull won. (Peek’s ideas, as we will see in Chapter 15, did not stay dead.)

It worked, slowly. Between 1934 and 1945 the United States signed 32 reciprocal agreements with 27 countries. They covered about two-thirds of American dutiable imports, cutting rates on them by an average of 44%. America’s average tariff on dutiable goods, about 46% in 1934, was down to about 12% by 1962.

Hull resigned as Secretary of State in 1944, worn out and ill. In 1945 he won the Nobel Peace Prize, mostly for his work founding the United Nations. But his trade programme was the deeper legacy. It showed that tariffs could be brought down not by persuading every country to be virtuous at once, but by building a machine that made lowering them politically possible.


The thread: Hull’s machine was bilateral: one deal with one country at a time. As the Second World War ended, the Allies wanted something much bigger, a single set of rules for the whole world. They tried to build it, and it died in the US Congress.






Chapter 3. A Charter Stillborn

In July 1944, with the war still raging, delegates from 44 Allied nations met at a hotel in Bretton Woods, New Hampshire. They designed two institutions to run the post-war economy. The International Monetary Fund would keep currencies stable. The World Bank would lend for reconstruction and development.

Everyone understood that a third institution was missing: one for trade. Money and lending would not help much if countries went back to the tariff walls of the 1930s. So the planners proposed an International Trade Organization (ITO).

The negotiations took four years. They began in London and continued in Geneva, ending at a conference in Havana, Cuba, which opened in late 1947. On 24 March 1948, delegates from more than fifty countries signed the Havana Charter.

It was hugely ambitious. It covered not just tariffs but employment policy, cartels and restrictive business practices, commodity agreements, foreign investment and economic development. It was meant to be a full constitution for the world economy.

That ambition was also its weakness. Every country had wanted something different, and the final text tried to give everyone something. The developing countries, India and the Latin American states among them, had joined the process late. They pushed hard for the freedom to protect new industries and to use import controls while they developed. The rich countries conceded much of this, but as a list of exceptions bolted onto the rules rather than as part of the design. Meanwhile, under pressure from its own farm lobby, the United States kept its agricultural subsidies largely outside the charter’s reach.

The result satisfied almost no one. Free traders thought it was full of holes. Protectionists thought it went too far. American business groups feared it would let an international body meddle in domestic economic policy.

President Truman sent the charter to Congress in April 1949. His message invoked the 1930s: nations acting alone had produced a vicious circle of retaliation. But the political mood had changed. The Cold War was starting. Free trade had slipped down the list of priorities, and Congress showed little appetite for the charter. The charter sat there.

On 6 December 1950, Truman quietly announced that he would no longer seek Congress’s approval. Because the United States would not join, nobody else bothered to ratify. One historian of the period, Richard Gardner, later wrote that the ITO “did not have a chance to die: it was simply stillborn.”

It is a strange moment in history. The country that had pushed hardest for a world trade organisation was the one that killed it. That pattern, America as both the architect and the wrecker of the system, recurs again and again in this story.

But something had survived. Back in 1947, while the grand charter was still being drafted, a smaller group of countries had decided not to wait. They had done a practical deal on tariffs in Geneva and wrapped it in a short set of rules, intending it as a stopgap until the ITO arrived.

The ITO never arrived. The stopgap lasted 47 years.


The thread: The grand design failed, but a temporary side-agreement remained. The next chapter is about that agreement: how a treaty that was never supposed to be permanent became the rulebook for world trade.






Chapter 4. The Accidental Institution

In April 1947, while others worked on the Havana Charter, delegates from 23 countries met in Geneva for a round of tariff bargaining. They used Hull’s method, scaled up. Each country brought a list of tariffs it wanted others to cut and a list of its own it was prepared to cut. They paired off and haggled, product by product, for seven months.

By the end they had exchanged about 45,000 tariff concessions, covering some $10bn of trade. But a tariff cut is only worth having if it lasts, and if the other country cannot quietly undo it with a quota or a new tax. So the delegates borrowed some of the trade rules from the draft ITO charter and attached them to the tariff deal to protect it. The tariff schedules plus the rules became the General Agreement on Tariffs and Trade. Twenty-three countries signed it on 30 October 1947.

The founders were an odd mix: the United States, Britain, France, Canada, Australia, Belgium, the Netherlands, Luxembourg, Norway, New Zealand, South Africa, Southern Rhodesia, Czechoslovakia, Cuba, Chile, Brazil, Lebanon, Syria, China, Burma, Ceylon, Pakistan, and India. India signed barely ten weeks after independence, which made it one of the new state’s first acts in international economic life.

GATT came into force on 1 January 1948, but only “provisionally”. The founders assumed it would soon be absorbed into the ITO. To make it quick to adopt, governments accepted it under a Protocol of Provisional Application. This contained a “grandfather clause”: countries had to follow GATT’s main rules only so far as these did not conflict with laws they already had on the books. GATT had no proper secretariat, no building of its own and, technically, no members. Its members were called “contracting parties”, because it was a contract, not an organisation.

That provisional arrangement lasted until 1995.

What made this flimsy-looking thing work was a handful of core rules. They are worth learning, because the rest of the book depends on them.


	Most-favoured-nation treatment (Article I). Hull’s principle, now multilateral. Whatever tariff you give one member, you must give all members. No discrimination between trading partners.

	National treatment (Article III). Once an import has crossed the border and paid its tariff, you must treat it like a domestic product. You cannot tax it more heavily or regulate it more harshly inside the country. Otherwise a tariff cut could be undone by a sneaky sales tax.

	Bindings (Article II). When a country agrees to cut a tariff, the new rate is “bound”: written into its schedule as a ceiling it promises not to exceed. You can charge less than your bound rate, but not more. This is the heart of the system. It turns a one-off tariff cut into a lasting promise.

	No quotas (Article XI). In general, protection should take the form of tariffs, which are visible and can be negotiated down, rather than quotas and bans, which are opaque.



And then there were the exceptions. Countries could take temporary “safeguard” action if a flood of imports was seriously hurting an industry. They could impose import restrictions to defend their balance of payments (their foreign-exchange position). They could form customs unions and free trade areas, which are allowed to break MFN if they cover “substantially all” trade between their members. And there were general exceptions to protect health, public morals, national security and exhaustible natural resources.

Notice what GATT did not have: a strong way to enforce any of this. If one country broke the rules, the others could complain. A panel of diplomats might look into it. But the country being complained about could block any ruling against it, because GATT worked by consensus. Enforcement ultimately rested on the threat of retaliation and the desire to keep the club working.

Remarkably, that was mostly enough, at least while the main members were a small group of like-minded rich countries.


The thread: GATT was a set of promises, not a court. Its real engine was not its rules but its negotiating rounds, the periodic marathons in which members swapped tariff cuts. The next chapter is about how those bargains actually worked.






Chapter 5. Rounds and Reciprocity

Between 1947 and 1994 GATT held eight negotiating “rounds”. The first five were modest affairs, named after their venues or their sponsors:


	Geneva, 1947: the founding deal, 23 countries.

	Annecy, 1949: mainly to admit new members, about 5,000 concessions.

	Torquay, 1950–51: about 8,700 concessions, cutting 1948 tariff levels by around a quarter.

	Geneva, 1955–56: smaller cuts, and preparation for admitting Japan.

	Dillon Round, 1960–62: named after the American official C. Douglas Dillon, and partly about adjusting to the new European Economic Community.



These early rounds all ran on what is called request-and-offer bargaining. It worked like a bazaar. Country A would ask Country B to cut its tariff on, say, machine tools. B would ask A for cuts on textiles in return. Each bargain was struck between the “principal supplier” of a product and its main buyer, and the result was then extended to everyone through MFN.

To understand why this worked at all, look at it from a politician’s point of view. A trade minister cannot easily go home and say: “I have cut tariffs on foreign machine tools, so our machine-tool makers will face more competition. But don’t worry, consumers will benefit.” The machine-tool makers will be furious, and consumers will not notice.

But the minister can go home and say: “I have won access for our textile exporters to a big new market. In return, I had to give a little on machine tools.” Now there is a powerful domestic lobby on the minister’s side: the exporters. Reciprocity turned trade liberalisation from something you did to your own industries into something you won for them.

Economists sometimes call this the “mercantilist” logic of trade talks. Mercantilism was the old belief that exports are good and imports are bad. Most economists think that belief is wrong: imports are what you get, exports are what you pay. But the negotiators talked as if exports were the prize and imports were the price. That framing, economically confused, was politically brilliant. It let governments do something good while describing it as something tough.

By the early 1960s, though, product-by-product haggling was running out of steam. There were too many members and too many products. The Kennedy Round (1964–67) tried something bolder. It was authorised by America’s Trade Expansion Act of 1962 and named after President Kennedy, who was assassinated before the talks opened. Instead of haggling item by item, countries aimed for an across-the-board linear cut: 50% off almost everything, with a limited list of exceptions.

They did not get 50%. But they got a great deal. Industrial tariffs in the rich countries fell by roughly 35–40% on average, phased in over five years. The deal was signed on 30 June 1967, the last day on which the American negotiating authority was valid. That last-minute finish became a GATT tradition: almost every major deal in this book is done at or after the deadline, usually in the middle of the night.

By the time the Kennedy Round cuts were fully in place in the early 1970s, average tariffs on industrial goods among rich countries were under 10%. From an average of roughly 22% for major participants in 1947, they would eventually fall to about 5% after the last GATT round in the 1990s.


The thread: Rounds worked because reciprocity turned exporters into allies of openness. But why did countries keep their promises between rounds, when breaking them was tempting and there was no court to stop them? That is a question about the logic of the whole system, and it deserves a chapter to itself.






Chapter 6. Why Tying Your Own Hands Works

We now have all the ingredients, so it is worth pausing to see why the system works at all. This is the central idea of the book.

Readers of the game theory volume will recognise the shape of the problem. It is a prisoner’s dilemma.

Imagine two countries, each deciding whether to keep tariffs low or raise them. For each country on its own, raising tariffs is tempting. Its producers gain, and if the other country keeps its tariffs low, it gets the best of both worlds: protection at home and open markets abroad. (There is also a subtler reason. A big country that taxes imports can push down the prices foreigners charge it, shifting some of the cost onto them. Economists call this a “terms-of-trade” gain.)

But if both countries reason this way, both raise tariffs. Both lose their export markets. Both end up worse off than if they had both kept tariffs low. That is exactly what happened in 1930.

In the game theory book, we saw that a prisoner’s dilemma can be escaped when the game is repeated. If the two players will meet again and again, each can say: “I will cooperate as long as you do. If you cheat, I will punish you.” Cheating today then costs you cooperation tomorrow, and if tomorrow matters enough, cooperation becomes the rational choice.

The trading system is a machine for turning a one-shot game into a repeated one, and for making cheating visible. Each of its core features does a specific job:


	Bindings define exactly what “cooperating” means. A country is either at or below its bound tariff, or it is not. Ambiguity is the enemy of cooperation, and bindings remove it.

	MFN stops countries from cheating selectively. Without it, a country could keep its promises to strong partners while squeezing weak ones. MFN also means that a cut negotiated between two big countries benefits everyone, so smaller countries have a stake in the system even if they cannot win much in bargaining.

	Reciprocity gives each government a domestic lobby, its exporters, with a reason to keep its own tariffs low. If the government cheats, foreign retaliation will fall on those exporters, and they will complain loudly at home.

	Rounds keep the game going. There is always another negotiation coming, so a country’s reputation matters.

	Transparency, the habit of notifying, reviewing and discussing each other’s trade measures, makes cheating harder to hide.



There is one more idea, perhaps the most important. Trade agreements are not only promises to other countries. They are promises governments make against their own lobbies.

Remember the politics from Chapter 1: the gains from protection are concentrated, the losses are spread thin. Every government is under constant pressure from some industry wanting help. A binding international commitment lets a government say: “I would love to help you, but my hands are tied. If I raise this tariff, our exporters will be hit with retaliation, and we will be in breach of our international obligations.” The treaty becomes an excuse to do the right thing.

This is why governments often value trade agreements even when, in strict economic theory, they could get most of the benefits by cutting tariffs on their own. The agreement is a commitment device. It protects the government from its own future weakness.

It also tells us how the system could fail. It fails if a big member stops caring about the future of the game. It fails if the rules become so complicated that “cooperating” and “cheating” can no longer be told apart. And it fails if the referee, whoever decides whether the rules were broken, is no longer trusted or no longer exists. Keep these three failure modes in mind. The rest of the book is, in a sense, about each of them happening.


The thread: The machine worked well for a club of rich, similar countries. But most of the world was not rich, and many newly independent countries, India first among them, felt the club’s rules had been written for someone else. The next chapter is about their revolt.






Chapter 7. The Poor Countries’ Complaint

To a newly independent India, the logic of the last chapter looked rather different.

India’s planners in the 1950s did not want to export more manufactured goods to rich countries in exchange for cheaper imports. They wanted to build industries at home. Their model, shared across much of the developing world, was import substitution: protect new domestic industries behind high walls until they grew strong enough to compete. Steel, machinery, chemicals, cars. Imports were to be replaced, not welcomed.

The economist who gave this view its intellectual force was Raúl Prebisch, an Argentine who ran the UN’s Economic Commission for Latin America. Prebisch argued that poor countries exporting raw materials were caught in a trap. Over time, he said, the prices of commodities tended to fall relative to the prices of manufactured goods. So a country that kept selling coffee or jute to buy machinery would have to sell more and more to buy the same amount. Free trade, on this view, locked poor countries into poverty.

Within GATT, developing countries already had some room. They could use import restrictions to protect their balance of payments, a right India relied on for decades. But they had little bargaining power in the rounds. Reciprocity rewarded countries with big markets to offer. India’s market was protected and poor. It had little to give, so it got little. The tariff cuts of the rounds mostly benefited the goods rich countries sold to each other.

Prebisch took the argument to the world stage. In 1964 he became the first Secretary-General of a new UN body, the United Nations Conference on Trade and Development (UNCTAD). It quickly became the developing world’s alternative forum to GATT, and the place where the “Group of 77” developing countries organised.

GATT responded, a little. In 1965 it added a new Part IV, “Trade and Development”, which came into force the following year. It said that rich countries should not expect developing countries to make reciprocal concessions. It was a significant statement of principle, but it was hortatory: it urged and encouraged without obliging anyone to do anything.

UNCTAD pushed further. At its second conference, held in New Delhi in 1968, it endorsed a Generalized System of Preferences (GSP). Under it, rich countries would voluntarily charge lower tariffs on goods from developing countries than on goods from other rich countries. This flatly contradicted MFN. So in 1971 GATT granted a ten-year waiver. In 1979, at the end of the Tokyo Round, the waiver was made permanent through a decision known as the Enabling Clause. It let members give developing countries “differential and more favourable treatment”.

So by 1979 a deal of sorts had emerged. Developing countries got special and differential treatment: they could keep higher tariffs, take on fewer obligations, and receive one-way preferences. In return, they largely stayed out of the core bargaining.

It was a deal with a hidden cost. Preferences were voluntary. Rich countries chose which products and which countries to include, and they tended to leave out exactly the goods poor countries were best at making. And by staying outside the reciprocal bargaining, developing countries had no leverage when the rich countries decided to protect themselves.

Which, in the industries that mattered most to India, is exactly what they did.


The thread: India won the right to protect its own industries. But the rich countries had quietly kept the right to protect theirs, and they used it most heavily against the one manufactured export where poor countries had an undeniable advantage: textiles.






Chapter 8. The Carve-Outs

If you have read the volume on nineteenth-century Indian business, you will remember how Lancashire’s mills drove Indian handloom weavers out of their own market, and how Bombay’s cotton mill owners later fought back. By the 1950s the tables had turned. Mills in India, Hong Kong, Japan and Pakistan could make cotton cloth and clothing far more cheaply than Lancashire or the mills of the American South.

Under GATT rules, the rich countries should have let these imports in, or at most used temporary safeguards. Instead, they built a separate regime outside the rules.


	In 1961 came a Short-Term Arrangement on cotton textiles, allowing importing countries to restrict imports that caused “market disruption”.

	In 1962 it became a Long-Term Arrangement, renewed in 1967 and 1970.

	In 1974 it was broadened to cover synthetic fibres and wool as well, as the Multi-Fibre Arrangement (MFA).



The MFA let rich countries set import quotas country by country and product by product. India had bilateral quota agreements with the United States, Canada and the European countries, specifying how many shirts or metres of cloth it could send each year. The MFA was introduced as a “short-term measure” to give rich-country industries time to adjust. It was renewed again and again for twenty years.

The cost to poor countries was large. One widely quoted World Bank and IMF estimate later put it at tens of millions of jobs and some $40bn a year in lost exports. For India, with its natural advantage in cotton, the quotas capped one of the most obvious routes to industrial growth.

Textiles were not the only carve-out. Agriculture was largely outside effective GATT discipline from the start. In 1955 the United States obtained a waiver allowing it to keep its farm import controls. Europe built its Common Agricultural Policy on high support prices and export subsidies, dumping surplus butter and wheat onto world markets. Farm trade, which mattered enormously to poor countries and to farm exporters like Australia and Argentina, was where the rules simply did not reach.

Then, in the 1970s and 1980s, a new kind of protection spread: the voluntary export restraint (VER). The most famous came in 1981, when Japan “voluntarily” agreed to limit its car exports to the United States. The restraint was voluntary in the sense that the alternative was worse. VERs were deliberately designed to sit in a grey area that GATT rules did not clearly cover. Steel, televisions, footwear and semiconductors all saw similar deals.

The Tokyo Round (1973–79) was GATT’s attempt to respond. Tariffs were cut again, by roughly a third in the big economies. But its real novelty was taking on non-tariff barriers: government procurement rules that favoured local firms, technical standards designed to keep out foreign products, subsidies, and the abuse of anti-dumping duties. It produced a series of codes on these subjects.

The catch was that the codes were optional. Each country could sign the ones it liked and skip the rest. Most developing countries signed few of them. This became known, not affectionately, as “GATT à la carte”. The system was fragmenting into a core of rules everyone accepted and a growing periphery of side deals.

By the early 1980s GATT looked tired. Tariffs on industrial goods were low, but agriculture and textiles were outside the rules, VERs were everywhere, and the rich countries’ businesses had new complaints. American and European service companies, such as banks, insurers and telecoms firms, wanted access to foreign markets. Pharmaceutical, software and film companies wanted their patents and copyrights protected abroad. None of this was covered by an agreement about tariffs on goods.


The thread: The rich countries wanted new rules for services and ideas. The poor countries wanted textiles and agriculture brought back under the old rules. That combination set up the biggest trade negotiation in history, and it began with a fight in a seaside casino.






Chapter 9. The Grand Bargain at Punta del Este

In September 1986 trade ministers gathered at Punta del Este, a beach resort in Uruguay, to launch a new round. The meetings were held in the resort’s casino, which was appropriate given what was at stake.

The United States wanted to bring services and intellectual property into the trading system. A group of hardline developing countries, the “Group of Ten” led by India and Brazil, wanted nothing of the kind. Their argument was straightforward. Services and patents were areas where rich countries had all the advantages. Bringing them into GATT would let the rich countries use trade threats to force open poor countries’ banks and insurers, and to make their medicines more expensive. GATT, they said, should first fix its broken promises on textiles and agriculture.

The launch almost failed. But over the week the Group of Ten dwindled as members peeled away, until India and Brazil found themselves nearly alone. The final declaration was a compromise drafted largely by smaller and middle-sized countries rather than by the superpowers. Services would be negotiated, but on a separate track. Intellectual property, agriculture and textiles were all on the agenda. Every existing GATT article was up for review.

It was the biggest negotiating mandate ever agreed. Ministers gave themselves four years. It took more than seven.

The main reason was agriculture, and the main combatants were the United States and the European Community. The Americans, backed by the Cairns Group of farm exporters (Australia, Canada, Argentina, Brazil and others), wanted deep cuts in farm subsidies. The Europeans, under heavy pressure from French farmers, refused. At a ministerial meeting in Brussels in December 1990, the talks collapsed. The round was supposed to have ended there.

To rescue it, GATT’s Director-General, a Swiss official named Arthur Dunkel, did something unusual. In December 1991 he put forward his own complete draft of a final agreement, covering every subject, and dared the members to reject it. This became known as the Dunkel Draft. In most countries it was a technical document. In India it became a political event, as we will see in the next chapter.

The American–European deadlock on farms was finally broken in November 1992, at a meeting at Blair House, the official guest house opposite the White House. The Blair House accord cut subsidised farm exports and farm support. It was so delicately balanced, and so contested inside Europe, that it was reportedly never properly written down in full at the time. France spent another year trying to reopen it.

On 15 December 1993 the round was concluded in Geneva. On 15 April 1994 ministers from more than 120 countries signed the final act in Marrakesh, Morocco.

The deal was gigantic, and it had a new structure. Earlier rounds had let countries pick and choose which codes to sign. The Uruguay Round was a single undertaking: every member had to accept every agreement as one package. You could not take the bits you liked and leave the rest. That principle was the key to the grand bargain:


	Developing countries got a commitment to phase out the textile quotas of the MFA over ten years, and agriculture brought, at least partly, under real rules.

	Rich countries got an agreement on services (the GATS), an agreement on intellectual property (TRIPS) and stronger rules on investment measures and subsidies.

	Everyone got deeper tariff cuts, of nearly 40% on industrial goods in the rich countries, and a new institution with real teeth.



Many developing countries later felt they had been sold a bad deal. They believed they had taken on large, immediate and expensive obligations, like rewriting their patent laws, in exchange for benefits that were slow and uncertain, like textile quotas phased out mostly at the end of the ten-year period. Whether that was fair is still argued over. But nowhere was the bargain fought over more fiercely than in India.


The thread: Of all the Uruguay Round agreements, TRIPS cut closest to home for India. It reached into Indian medicine cabinets and Indian seed stores, and it sent farmers into the streets of Bangalore.






Chapter 10. Seeds, Pills and the Dunkel Draft

To see why TRIPS caused such anger in India, you have to go back to 1970.

That year India passed a new Patents Act. It made a crucial distinction. For medicines, food and agricultural chemicals, India would grant process patents but not product patents. A foreign company could patent the particular method it used to make a drug, but not the drug itself. Any Indian company that found a different way to make the same molecule was free to sell it.

This created the Indian generic drug industry. Firms like Cipla, Ranbaxy and Dr. Reddy’s became world-class at “reverse engineering”: working out new chemical routes to existing medicines. Prices in India fell to a fraction of those in rich countries. The policy reflected a broad consensus of the time. In 1982 Prime Minister Indira Gandhi told the World Health Assembly in Geneva that in a better-ordered world, medical discoveries would be free of patents and nobody would profit from life and death.

TRIPS required every WTO member to grant product patents in all fields of technology, including medicines, for 20 years. Developing countries were given transition periods. India, which had no product patents for drugs at all, had until 1 January 2005.

The Dunkel Draft of December 1991 made all this concrete, and India’s reaction was fierce. Drug manufacturers warned that medicine prices would soar. Economists and public figures signed appeals to preserve “economic sovereignty”. Opposition parties called for rail blockades. Pamphlets with titles like “Nation on Test on Dunkel’s Text” circulated.

The most dramatic response came from farmers. The draft also required protection for new plant varieties, which raised fears that farmers would lose their age-old right to save seed from one harvest and sow it the next. On 29 December 1992, members of the Karnataka Rajya Raitha Sangha (KRRS), the Karnataka farmers’ association, stormed the Bangalore office of the American seed company Cargill and ransacked it. Their leader was M. D. Nanjundaswamy, a law professor and Gandhian socialist who wore a green shawl as the movement’s symbol. He called it a “Seed Satyagraha” and told the multinationals to quit India.

On 3 March 1993 thousands of farmers rallied at the Red Fort in Delhi. Nanjundaswamy asked how farmers could be expected to read a document drafted without them, then set a copy of the Dunkel Draft on fire. The crowd threw their green shawls into the air.

Not all farmers agreed. Some farm groups argued that the agricultural parts of the Uruguay deal, which would cut rich countries’ subsidies, were good for Indian farmers, and they planned their own show of strength in Delhi. The debate split Indian politics along lines that would last for decades.

The government of P. V. Narasimha Rao, already busy with the economic reforms of 1991, signed on. The calculation was hard-headed. Staying outside the new WTO was not a realistic option for a country that had just begun opening up. And the bargain included the end of textile quotas, which India badly wanted.

India then used every year of its transition. It amended the Patents Act in 1999 and 2002. It brought in product patents for medicines only from 1 January 2005, and it wrote the law carefully. Among other things, India narrowed what counted as a genuine invention, to make it harder for companies to extend patents through minor tweaks to existing drugs. That clause would later be fought over in India’s courts by some of the world’s largest drug companies.

The fears of 1993 did not fully come true. India’s generic industry survived and grew into one of the world’s largest suppliers of cheap medicines, including the HIV drugs that made mass treatment in Africa possible. But the episode left a deep mark on India’s view of the trading system. The lesson many Indian negotiators drew was that “trade” agreements could reach far into domestic policy, and that the rich countries would use them to do it.

The other half of the bargain arrived on the same date. On 1 January 2005, the last textile quotas under the Agreement on Textiles and Clothing expired. Forty-four years after the first “short-term” arrangement of 1961, the carve-out was gone.


The thread: India signed a bargain it disliked because the new organisation offered something GATT never had: a way to make even the most powerful countries keep their promises. The next chapter is about that machine, the WTO’s court.






Chapter 11. A Court for Commerce

The World Trade Organization came into existence on 1 January 1995. Physically, not much changed. It moved into GATT’s old headquarters beside Lake Geneva, the Centre William Rappard, and took over GATT’s staff. The old GATT text survived inside it, updated as “GATT 1994”. What changed was the machinery.

The WTO was a proper international organisation with members, a secretariat and a Ministerial Conference meeting every two years. It covered goods, services and intellectual property under one roof. And it had the Dispute Settlement Understanding (DSU), which was the real revolution.

Remember the weakness of the old GATT from Chapter 4. A country accused of breaking the rules could block the ruling against it, because everything needed consensus. The DSU flipped this around. It introduced what lawyers call negative consensus (or reverse consensus). A panel’s ruling would be adopted automatically unless every member, including the country that had won, agreed to block it. Since the winner never would, rulings became, in practice, binding.

The process works like this:


	A member requests consultations with another member it says is breaking the rules.

	If talks fail within 60 days, it can ask for a panel of three experts to hear the case.

	Either side can appeal on points of law to the Appellate Body, a standing tribunal of seven members serving four-year terms, three of whom hear each appeal.

	If the loser does not comply, the winner can be authorised to retaliate, by raising tariffs on the loser’s goods up to a set amount.



This was the first time in history that the world’s major economies had agreed to let an international tribunal rule on their trade policies, with consequences if they ignored it. And they used it, constantly. By the end of 2024, members had filed 631 requests for consultations and more than 370 panels had been set up. For comparison, the International Court of Justice at The Hague has handled around two hundred cases since 1947.

Two cases from the early years show how the court reached India, from both sides.

Shrimp and turtles. The United States banned imports of shrimp caught without “turtle excluder devices”, trapdoors in fishing nets that let endangered sea turtles escape. In October 1996 India, Malaysia, Pakistan and Thailand challenged the ban. The Appellate Body’s 1998 ruling, adopted on 6 November, was subtle. It said the United States could in principle restrict imports to protect endangered species, under GATT’s exception for conserving exhaustible natural resources. But it had applied the law in an unjustifiably discriminatory way, giving some countries help and time to adapt and not others. The United States changed how it applied the law, and later won a follow-up case brought by Malaysia. Environmentalists had feared the WTO would strike down green laws. Instead the court said green laws were fine if they were applied fairly.

India’s import controls. For decades India had used GATT’s balance-of-payments exception to keep quotas on thousands of imports. By 1997 the United States argued India’s foreign-exchange position no longer justified them. It challenged restrictions covering 2,714 tariff lines of agricultural, textile and industrial products. In April 1999 the panel ruled against India, relying heavily on the IMF’s view that India’s balance of payments did not need such protection. India appealed and lost again in August 1999. It agreed to phase out the remaining quotas, and they were removed by April 2001.

That second case shows what the new court meant. An exception India had relied on since 1948 was now subject to an independent ruling, and the rich countries could no longer simply tolerate it in exchange for India’s quiet. The court bound the weak. But, crucially, it bound the strong too. The United States lost a great many cases and, more often than not, changed its laws.

That last fact would matter later. Not everyone in Washington liked being told by seven judges in Geneva that American law broke international rules.


The thread: By the late 1990s the WTO looked unstoppable: more members, more rules, a working court. Its leaders planned a new round to celebrate the millennium. It was launched instead amid tear gas.






Chapter 12. Seattle, Doha and the Dragon

The WTO’s third Ministerial Conference opened in Seattle on 30 November 1999. It was supposed to launch a “Millennium Round”. Instead, around 40,000 protesters filled the streets: trade unionists, environmentalists, students, church groups and a small number of anarchists who smashed shop windows. They blocked delegates from reaching the convention centre. Police used pepper spray and tear gas. The “Battle of Seattle” was the moment the WTO became, for many people around the world, a symbol of globalisation itself.

But the conference did not fail because of the protesters. It failed because of a split in the room. American unions, backed publicly by President Clinton, wanted labour standards written into trade rules, with sanctions for countries that broke them. Developing countries, India prominent among them, saw this as protectionism in disguise. It would give rich countries a new excuse to block imports from poor ones by calling them products of unfair labour. On 3 December the meeting ended with no agreement.

Two years later, in November 2001, ministers tried again in Doha, Qatar. Street protests on the Seattle scale were all but impossible there. The mood had changed since the attacks of 11 September, and there was strong pressure to show that the world could still cooperate. The round was launched, and its name was a promise: the Doha Development Agenda. This time, the rich countries said, the needs of poor countries would come first. Above all that meant agriculture, where rich-country subsidies and tariffs were highest.

A few weeks later, on 11 December 2001, the WTO admitted its most important new member: China.

China’s entry was negotiated for fifteen years and came with unusually strict terms. China cut its tariffs sharply, opened sectors to foreign investment and accepted special safeguards that let other countries restrict surges of Chinese imports for a period. Western governments hoped that membership would lock in China’s market reforms and, perhaps, gradually open its politics.

The economic effect was bigger than almost anyone expected. Oddly, it was not mainly because others cut tariffs on Chinese goods: China already had normal access to the American market. But that access had needed renewing by Congress every year, and the uncertainty had held back investment. WTO membership made access permanent. Foreign and Chinese firms poured money into export factories. China’s manufactured exports soared.

In 2013 three economists, David Autor, David Dorn and Gordon Hanson, published research that came to define how Americans remember this period. They called it the China shock. They found that American towns and regions that made things competing with Chinese imports, such as furniture, textiles, toys and electronics, suffered lasting job losses, lower wages and higher reliance on welfare. Later work estimated the national loss of manufacturing jobs at anywhere from around half a million to over two million, depending on method. Other economists argued the total effect was smaller once gains elsewhere were counted. But the local damage was real and persistent. Displaced workers in the hardest-hit places often did not move or retrain. They dropped out of work.

Economists had always said trade creates winners and losers, and that the winners could compensate the losers. The China shock showed that, in practice, the winners mostly didn’t. That failure did more to undermine support for the trading system in the West than any protest in Seattle.

China’s rise also changed the politics inside the WTO. The system’s rules had been written for market economies. China was something new: a huge economy with a large state sector, heavy subsidies and close ties between government and business. Yet under WTO rules it could claim, like India, to be a developing country entitled to special treatment.


The thread: The Doha Round promised development. The rich countries wanted market access in return. And now there were new heavyweights at the table, China, India and Brazil, with the power to say no. The round would spend the next decade hunting for the last mile.






Chapter 13. The Last Mile

The first big Doha meeting after the launch was in Cancún, Mexico, in September 2003. It collapsed. But it changed the balance of power.

Just before Cancún, the United States and the European Union had drawn up a joint position on agriculture that, to developing countries, looked like a deal to protect their own subsidies. In response, a new coalition formed: a developing-country G20, led by Brazil, India and China. For the first time, the big developing economies negotiated as a bloc on agriculture, demanding deep cuts in rich-country farm support. India also helped organise opposition to the “Singapore issues”, a set of proposed new rules on investment, competition policy, government procurement and trade facilitation. African and Caribbean countries walked out over those issues, and the meeting ended without a deal.

Over the next five years negotiators narrowed the gaps, slowly, issue by issue. By July 2008, at a “mini-ministerial” in Geneva, a deal seemed within reach. For nine days a small group of seven key members negotiated, often through the night: the United States, the EU, Japan, Australia, Brazil, China and India.

It foundered on a question few outsiders had heard of: the special safeguard mechanism (SSM). The idea was that developing countries could temporarily raise tariffs on farm products if imports suddenly surged, to protect poor farmers. Everyone accepted the principle. The fight was over the trigger, meaning how big a surge was needed before the safeguard kicked in, and how high tariffs could then go.

The WTO’s Director-General, Pascal Lamy, proposed that the safeguard could take tariffs above existing limits only if imports rose to 140% of their recent average. India’s commerce minister, Kamal Nath, wanted a much lower trigger, around 115%. The US Trade Representative, Susan Schwab, would not go below Lamy’s figure. American negotiators feared the safeguard would let countries undo the farm tariff cuts of the Uruguay Round. Nath said he could not risk the livelihoods of hundreds of millions of subsistence farmers. Schwab called it ironic that, in the middle of a world food price crisis, the talks had come down to how fast countries could raise barriers to food imports.

On 29 July the talks collapsed. Nath said it was unfortunate that a development round had failed to run the last mile over an issue of livelihood security. He also reported, in his own manner, that Schwab had told him she loved him, and that he had replied he loved her too, but probably she didn’t love him enough.

The Doha Round never recovered. But pieces of it were salvaged.

In Bali, in December 2013, members agreed a small package. Its centrepiece was a Trade Facilitation Agreement to simplify customs procedures, cutting the paperwork and delays at borders. India’s price for agreeing was protection for its food security programmes. India buys grain from farmers at government-set minimum prices and stores it to distribute cheaply to the poor. Under WTO farm rules, those purchase prices could count as trade-distorting subsidies, and India risked breaching its limits. Bali agreed a “peace clause”: no member would challenge such programmes in the WTO court for four years, while a permanent solution was negotiated.

Then India’s new government changed tack. In July 2014 it refused to sign off on the trade facilitation deal unless the peace clause was guaranteed to last until a permanent solution was found, however long that took. The rest of the WTO was furious. India was accused of holding the agreement hostage. But in November 2014 the United States agreed to India’s terms. The peace clause would stay in force indefinitely, and the Trade Facilitation Agreement went ahead.

At Nairobi in 2015, members agreed to abolish agricultural export subsidies, a goal set back in 2001. But they also openly disagreed about whether the Doha Round itself should continue. In practice, it was over.


The thread: After 2008 the WTO could still make small deals, but it had lost its power to make big ones. Its court, though, kept working, and that was what kept the system alive. Then one member decided to switch the court off.






Chapter 14. The Court Goes Dark

The Appellate Body needed three of its seven members to hear any appeal. Members were appointed by consensus of all WTO members. That meant any single member could block every appointment.

From 2016 the United States began doing exactly that. It started under President Obama, by blocking the reappointment of a Korean judge, and became a complete blockade under President Trump. One by one, as judges’ terms ended, they were not replaced.

Washington’s complaints were not new, and they were shared by both American parties. The United States argued the Appellate Body had overstepped its role. It said the judges were “filling gaps” in the agreements with their own interpretations, creating obligations America had never accepted. American officials were especially angry about rulings that limited how the United States could calculate anti-dumping duties, and about rulings that made it harder to treat Chinese state-linked firms as arms of the Chinese government. They also complained that the body routinely missed its 90-day deadline and issued opinions on issues nobody needed decided. Behind all this lay a deeper fear: that WTO rules, as interpreted in Geneva, left the United States without effective tools against China’s state-driven economy.

At midnight on 10 December 2019, the terms of two of the last three members expired. Only one judge remained, Zhao Hong of China. With no quorum, the Appellate Body stopped accepting new appeals. It issued its final report the following June.

The consequence was subtle but devastating. Panels could still rule. But a losing country could now simply appeal the panel’s report “into the void”, to an Appellate Body that no longer existed. The appeal would never be heard, so the ruling would never become final, and the loser would never have to comply. Since late 2020 some thirty disputes have been appealed into the void.

Remember the three failure modes from Chapter 6. The referee had gone.

Some members built a workaround. In 2020 a group led by the European Union, and including China, Brazil, Canada and Australia, set up the Multi-Party Interim Appeal Arbitration Arrangement (MPIA). Its members agreed to use arbitration among themselves in place of the Appellate Body. By 2026 it had 61 members covering about 60% of world trade. But it did not include the United States, which rejected it, and it bound only those who joined.

Meanwhile, trade policy moved elsewhere. If the big multilateral deals could not be done in Geneva, countries would do regional ones. The Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP) linked Japan, Canada, Australia, Vietnam and others, and later Britain. In Asia, the Regional Comprehensive Economic Partnership (RCEP) brought together the ten ASEAN countries with China, Japan, South Korea, Australia and New Zealand.

India was meant to be in RCEP too. It negotiated for six years. But Indian industry and farmers feared a flood of cheap Chinese goods, and India’s demands, including protection against import surges and a later base year for tariff cuts, were not met. On 4 November 2019, at the summit in Bangkok, Prime Minister Modi announced that India would not join. The agreement, he said, did not address India’s outstanding concerns.

It was a very Indian moment in trade history, in line with Punta del Este in 1986, Cancún in 2003 and Geneva in 2008: the country that, when everyone else wanted to sign, said no.


The thread: By 2020 the WTO could not negotiate and could not enforce. What it still had was its rulebook, the bound tariffs and the MFN principle that had restrained even the most powerful countries since 1948. In 2025, the system’s original architect set out to break that too.






Chapter 15. Liberation Day and After

There had been warning signs. In 2018 the first Trump administration imposed tariffs on steel and aluminium, on national security grounds, and then on hundreds of billions of dollars of Chinese goods. China retaliated. The WTO could do little.

But nothing prepared the system for 2 April 2025. In the White House Rose Garden, President Trump held up a chart listing dozens of countries, each with a “reciprocal” tariff rate next to its name. Every country would face a baseline tariff of at least 10%. Many would face far higher rates, calculated mainly from the size of America’s trade deficit with them. He called it “Liberation Day”.

The rates broke every principle in this book. They discriminated between countries, abandoning MFN. They exceeded America’s bound tariffs. They were set by the President alone, using the International Emergency Economic Powers Act (IEEPA), a 1977 law about sanctions and national emergencies that no president had ever used to impose tariffs. And they were based on bilateral trade balances, exactly the approach George Peek had urged on Roosevelt in 1934 and Cordell Hull had defeated.

Markets crashed. American stocks fell by about an eighth in a week. On 9 April the higher rates were paused for 90 days to allow negotiation. What followed was a year of bilateral deals, threats and revisions. By Yale’s Budget Lab estimates, America’s average effective tariff rate rose to its highest level since the 1930s.

India was hit hard. In July 2025 it was given a 25% reciprocal tariff. In August, because India kept buying Russian oil, Washington added another 25% penalty, taking the total on many Indian goods to 50%, among the highest of any country. Exporters of textiles, gems and jewellery, seafood and footwear were badly exposed.

India’s response was partly to negotiate and partly to look elsewhere. On 27 January 2026, after nearly two decades of on-off talks, India and the European Union concluded a free trade agreement, which Modi called “the mother of all deals”. India had also signed deals with Britain, Oman and New Zealand. Then, on 2 February 2026, after a call between Trump and Modi, the United States agreed to cut its tariff on India to 18% and drop the Russian oil penalty. In exchange, India committed to stop buying Russian oil, lower its own trade barriers and buy far more American goods.

Then the legal ground shifted. On 20 February 2026 the US Supreme Court decided Learning Resources v. Trump. By six votes to three, it held that IEEPA does not authorise the President to impose tariffs at all. Chief Justice Roberts wrote that tariffs are a form of taxation, and the Constitution gives the power to tax to Congress. All the Liberation Day tariffs, and the drug-trafficking tariffs on Canada, Mexico and China, were invalid, and had been from the start.

It was, in a way, a return to 1934. The Court was reminding everyone that tariff power belongs to Congress, and that Congress had only ever lent it to presidents in specific, limited ways.

The administration moved within hours. It used a different law, Section 122 of the Trade Act of 1974, which allows a temporary surcharge of up to 15% for up to 150 days to deal with balance-of-payments problems. A global 10% tariff took effect on 24 February, and the President announced it would rise to the 15% maximum. When it expired on 24 July, it was replaced at the same moment by new tariffs under Section 301, on the grounds that 60 economies, covering nearly all American imports, had failed to ban goods made with forced labour. Those economies pay an extra 10% or 12.5% on top of normal duties. India’s rate is 10%.

Meanwhile the WTO met. Its 14th Ministerial Conference was held in Yaoundé, Cameroon, from 26 to 30 March 2026. It was billed as the “Reform Ministerial”. It ended without an overall declaration. The most striking outcome was a failure. Since 1998 WTO members had renewed, every two years, a moratorium on customs duties on electronic transmissions: software, streaming, e-books and other digital products sent across borders. The United States wanted it made permanent. Brazil and Turkey would accept only a short extension. India, which had long argued that the moratorium cost developing countries tax revenue, had opposed renewal and only softened late. No deal was reached, and the moratorium lapsed for the first time in its history. A companion moratorium protecting developing countries’ patent policies under TRIPS lapsed with it.

India also kept blocking a plurilateral agreement on investment facilitation that most members supported, arguing that letting subsets of members write rules inside the WTO would weaken its multilateral character. In response, 66 members, covering about 70% of world trade, announced they would go ahead with their own plurilateral e-commerce agreement on an interim basis.

The pattern was clear. The world’s largest economy was setting tariffs by unilateral decree, constrained mainly by its own courts. The WTO’s core members were reorganising into clubs of the willing. And India, as so often, was standing apart, defending the principle of consensus that let it say no.


The thread: Ninety-five years after Smoot-Hawley, the wall was going up again. The question is what, if anything, is left of the truce.






Epilogue: What Remains of the Truce

Go back to the scene in the prologue: Hoover’s pen, 17 June 1930, 1,028 economists ignored.

There are real echoes in 2025. Again the United States raised tariffs to the highest levels in generations. Again economists protested. Again markets fell. But the differences are just as instructive, and they show what the system built since 1934 has achieved.

In 1930 retaliation was immediate and general. In 2025, with important exceptions (China and Canada hit back), most countries chose not to retaliate against the United States. They negotiated, absorbed the blow and, crucially, kept their tariffs on each other low. The European Union and India signed a deal. The CPTPP and RCEP kept functioning. Sixty-six countries pressed ahead with digital trade rules. The rest of the world, for the most part, kept playing the cooperative game even as its biggest player left the table.

That is the deepest legacy of GATT and the WTO. It is not the tariff schedules or the court rulings. It is a habit: a shared expectation, built up over three generations of negotiators, that trade disputes are things you bargain over rather than fight over, and that discrimination and retaliation are the exception, not the rule.

But habits can fade. Chapter 6 listed three ways the system could fail: a big member stops caring about the future of the game; the rules become too complicated to tell cooperation from cheating; or the referee disappears. By 2026 all three had happened at least in part. The United States had left the game, at least for now. The rules had splintered into regional deals, plurilateral side agreements and national-security exceptions nobody could police. And the referee had been switched off at midnight on 10 December 2019.

For India, the story has an irony. For most of the nearly eighty years since it signed GATT in 1947, India’s approach was defensive: protect policy space, resist new rules written by the rich, use the consensus rule to say no. In the WTO’s dysfunction, it has found its defensive tools still work. What it has lost is the one thing the system gave a middle-sized developing country that it could get nowhere else: a court where it could take on the United States and win.

Cordell Hull believed that countries which traded freely with each other would be less likely to go to war. His machine never relied on countries being virtuous. It relied on making cooperation easier than cheating, and on giving governments an excuse to resist their own lobbies. The machine was always provisional, from GATT’s Protocol of Provisional Application in 1947 to the “interim” arbitration arrangement of 2020.

Whether the truce holds now depends on whether enough countries still think the game is worth playing when the biggest player has stopped. So far, remarkably, most of them do.




Glossary


	Appellate Body: The WTO’s standing appeals tribunal of seven members, three per case. It stopped functioning in December 2019 when the US blocked new appointments.

	Binding: A tariff ceiling a country promises in its WTO schedule not to exceed.

	Enabling Clause: The 1979 GATT decision permanently allowing preferential treatment for developing countries, despite MFN.

	GATT: General Agreement on Tariffs and Trade. Signed 1947, in force provisionally from 1948, absorbed into the WTO in 1995.

	GSP: Generalized System of Preferences. Lower tariffs that rich countries voluntarily give imports from developing countries.

	IEEPA: International Emergency Economic Powers Act (US, 1977). Used for the 2025 tariffs, which the Supreme Court ruled unlawful in February 2026.

	ITO: International Trade Organization. Planned in the Havana Charter of 1948 but never created.

	MFA: Multi-Fibre Arrangement (1974–94). A system of textile import quotas, phased out by 1 January 2005.

	MFN: Most-favoured-nation treatment. Whatever you give one member, you give all members.

	MPIA: Multi-Party Interim Appeal Arbitration Arrangement. The EU-led substitute for the Appellate Body, set up in 2020.

	National treatment: Imports must be treated like domestic goods once they have cleared customs.

	Negative consensus: The WTO rule that a dispute ruling is adopted unless all members agree to block it.

	Peace clause: The 2013 Bali commitment, extended indefinitely in 2014, not to challenge developing countries’ food stockholding programmes.

	Reciprocity: Exchanging tariff cuts, so each government can show its exporters what it won.

	RTAA: Reciprocal Trade Agreements Act (US, 1934). Let the President negotiate tariff cuts without Congress voting on each deal.

	Single undertaking: The Uruguay Round principle that members must accept all agreements as one package.

	Special and differential treatment: Provisions giving developing countries longer timelines, lighter obligations or preferences.

	SSM: Special safeguard mechanism. Proposed temporary farm tariffs for developing countries; the issue on which the July 2008 Doha talks collapsed.

	TRIPS: The WTO Agreement on Trade-Related Aspects of Intellectual Property Rights.

	VER: Voluntary export restraint. An exporting country “agreeing” to limit its exports, usually under threat.
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