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What Should Trade Negotiators
Negotiate About?*

PAUL KRUGMAN
Massachusetts Institute of Technology

IF ECONOMISTS RULED the world,
there would be no need for a World
Trade Organization. The economist’s
case for free trade is essentially a unilat-
eral case: a country serves its own inter-
ests by pursuing free trade regardless of
what other countries may do. Or, as
Frederic Bastiat put it, it makes no more
sense to be protectionist because other
countries have tariffs than it would to
block up our harbors because other
countries have rocky coasts. So, if our
theories really held sway, there would be
no need for trade treaties: global free
trade would emerge spontaneously from
the unrestricted pursuit of national inter-
est.!

Fortunately or unfortunately, however,
the world is not ruled by economists.
The compelling economic case for uni-
lateral free trade carries hardly any
weight among people who really matter.
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! Students of international trade theory know
that there is actually a theoretical caveat to this
statement: large countries have an incentive to
limit imports—and exports—to improve their
terms of trade, even if it is in their collective inter-
est to refrain from doing so. This “optimal tariff”
argument, however, plays almost no role in real-
world disputes over trade policy.

If we nonetheless have a fairly liberal
world trading system, it is only because
countries have been persuaded to open
their markets in return for comparable
market-opening on the part of their trad-
ing partners. Never mind that the “con-
cessions” trade negotiators are so proud
of wresting from other nations are al-
most always actions these nations should
have taken in their own interest anyway;
in practice, countries seem willing to do
themselves good only if others promise
to do the same.

But in that case, why should the tits
we demand in return for our tats consist
only of trade liberalization? Why not de-
mand that other countries match us, not
only in what they do at the border, but in
internal policies? This question has been
asked with increasing force in the last
few years. In particular, environmental
advocates and supporters of the labor
movement have sought with growing in-
tensity to expand the obligations of WTO
members beyond the conventional rules
on trade policy, making adherence to
international environmental and labor
standards part of the required package;
meanwhile, business groups have sought
to require a “level playing field” in terms
of competition policy and domestic taxa-
tion. Depending on your point of view,
the idea that there must be global har-
monization of standards on employment,
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environment, and taxation is either the
logical next step in global trade negotia-
tions or a dangerous overstepping of
boundaries that threatens to undermine
all the progress we have made so far.

In 1992 Columbia’s Jagdish Bhagwati
(one of the world’s leading international
trade economists) and Robert E. Hudec
(an experienced trade lawyer and former
official now teaching at Minnesota)
brought together an impressive group of
legal and economic experts in a three-
year research project intended to ad-
dress the new demands for an enlarged
scope of trade negotiations. Fair Trade
and Harmonization: Prerequisites for
Free Trade? is the result of that project.
This massive two-volume collection of
papers is unavoidably a bit repetitious.
One also wonders why only economists
and lawyers were involved—what hap-
pened to the political scientists? (More
on that later.) But the volumes contain a
number of first-rate papers and offer a
valuable overview of the debate. In this
essay, I will not try to offer a compre-
hensive review of the papers; in particu-
lar T will give short shrift to those on
competition and tax policy. Nor will I try
to deal with the quite different question
of how much coordination of technical
standards (e.g., health regulations on
food—remember the Eurosausage!), or
safety regulations on consumer dura-
bles—is essential if countries are to
achieve “deep integration.” Instead, I
will try to sort through what seem to be
the main issues raised by new demands
for international labor and environ-
mental standards.

I. The Economics and Politics
of Free Trade

In a way, the most interesting paper in
the Bhagwati-Hudec volumes is interest-
ing precisely because the author seems
not to understand the logic of the eco-

nomic case for free trade—and in his in-
comprehension reveals the dilemmas
that practical free traders face. Brian
Alexander Langille, a Canadian lawyer,
points out correctly that domestic poli-
cies such as subsidies and regulations
may influence a country’s international
trade just as surely as explicit trade poli-
cies such as tariffs and import quotas.
Why then, he asks, should trade negotia-
tions stop with policies explicitly applied
at the border? He seems to view this as a
deep problem with economic theory, re-
ferring repeatedly to the “rabbit hole”
into which free traders have fallen.

But the problem free traders face is
not that their theory has dropped them
into Wonderland, but that political prag-
matism requires them to imagine them-
selves on the wrong side of the looking
glass. There is no inconsistency or ambi-
guity in the economic case for free trade;
but policy-oriented economists must deal
with a world that does not understand or
accept that case. Anyone who has tried
to make sense of international trade ne-
gotiations eventually realizes that they
can only be understood by realizing that
they are a game scored according to mer-
cantilist rules, in which an increase in ex-
ports—no matter how expensive to pro-
duce in terms of other opportunities
foregone——is a victory, and an increase in
imports—no matter how many resources
it releases for other uses—is a defeat.
The implicit mercantilist theory that un-
derlies trade negotiations does not make
sense on any level, indeed is inconsistent
with simple adding-up constraints; but it
nonetheless governs actual policy. The
economist who wants to influence that
policy, as opposed to merely jeering at
its foolishness, must not forget that the
economic theory underlying trade nego-
tiations is nonsense—but he must also be
willing to think as the negotiators think,
accepting for the sake of argument their
view of the world.
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What Langille fails to understand,
then, is that serious free-traders have
never accepted as valid economics the
demand that our trade liberalization be
matched by comparable market-opening
abroad; and so they are not being incon-
sistent in rejecting demands for an ex-
tension of such reciprocity to domestic
standards. If economists are sometimes
indulgent toward the mercantilist lan-
guage of trade negotiations, it is not be-
cause they have accepted its intellectual
legitimacy but either because they have
grown weary of saying the obvious or be-
cause they have found that in practice
this particular set of bad ideas has led to
pretty good results.

One way to answer the demand for
harmonization of standards, then, is to
go back to basics. The fundamental logic
of free trade can be stated a number of
different ways, but one particularly use-
ful version—the one that James Mill
stated even before Ricardo—is to say
that international trade is really just a
production technique, a way to produce
importables indirectly by first producing
exportables, then exchanging them.
There will be gains to be had from this
technique as long as world relative prices
differ from domestic opportunity costs—
regardless of the source of that differ-
ence. That is, it does not matter from the
point of view of the national gains from
trade whether other countries have dif-
ferent relative prices because they have
different resources, different technolo-
gies, different tastes, different labor
laws, or different environmental stan-
dards. All that matters is that they be dif-
ferent—then we can gain from trading
with them.

This way of looking at things, among
its other virtues, offers an en passant
refutation of the instinctive feeling of
most non-economists that a country that
imposes strong environmental or labor
standards will necessarily experience dif-

ficulties when it trades with other coun-
tries that are not equally high-minded.
The point is that all that matters for the
gains from trade are the prices at which
you trade—it makes absolutely no differ-
ence what forces lie behind those prices.
Suppose your country has been cheer-
fully exporting airplanes and importing
clothing in return, believing that the
comparative advantage of your trading
partners in clothing is “fairly” earned
through exceptional productive effi-
ciency. Then one day an investigative
journalist, hot in pursuit of Kathy Lee
Gifford, reveals that the clothing is actu-
ally produced in 60-cent-an-hour sweat-
shops that foul the local air and water.
(If they hurt the global environment, say
by damaging the ozone layer, that is an-
other matter—but that is not the issue.)
You may be outraged; but the beneficial
trade you thought you had yesterday has
not become any less economically bene-
ficial to your country now that you know
that it is based on these objectionable
practices. Perhaps you want to impose
your standards on these matters, but this
has nothing to do with trade per se—and
there are worse things in the world than
low wages and local pollution to excite
our moral indignation.

This back-to-basics case for rejecting
calls for harmonization of standards is
elaborated in two of the papers in Vol-
ume 1 of Bhagwati-Hudec: a discussion
of environmental standards by Bhagwati
and T. N. Srinivasan, and a discussion of
labor standards by Drusilla Brown, Alan
Deardorff, and Robert Stern. In each
case the central theme is that neither the
ability of a country to impose such stan-
dards nor its benefits from so doing de-
pend in any important way on whether
other countries do the same; so why not
leave countries free to choose?

Bhagwati and Srinivasan also raise two
other arguments on behalf of a laissez-
faire approach to standards, arguments



