Why do Some Countries Get Better WTO
Accession Terms than Others?
(forthcoming, International Organization)

Krzysztof J. Pelc, McGill University

Prepared for delivery at the 2010 IPES Annual Meeting, November 2010, Harvard University.

Motivation
• Accession to the World Trade Organization is a
subject of much debate.
• insufficient deference is given to developing country
entrants (Charlton and Stiglitz 2005)
• the process is growing ever longer and more costly
(Michalopoulos 1999)
• current standards imposed on acceding countries are
higher than what even highly developed states agreed to
during the Uruguay Round (Evenett and Braga 2006)

Puzzle
• In the case of most institutions, the most relevant
question with regards to membership is: who joins?

• Because of the WTO’s ubiquity, the question here
concerns the terms of accession: some countries,
such as China, are said to have accepted a “tough
deal”; others, such as Nepal, are offered the terms
they initially demanded.

• So what explains variation in the price of entry to
the World Trade Organization?

The Concept of Depth of Integration
• Downs, Rocke and Barsoom (1996):
“The extent to which it [the treaty] requires states to depart
from what they would have done in its absence.”

• Depth thus corresponds to the degree of adjustment
required; it refers to a counterfactual.

• Usually difficult to operationalize; the availability of
disaggregated trade data prior to and following
accession allows us to measure these adjustments.

The Accession Process
• Covered under Article XII: a country accedes “on
terms to be agreed between it and the WTO.”

• A working party, open to all Members, requests
information, conducts negotiations, and submits a
Protocol for a super-majority plenary vote.

• The process takes an average of 10 years, and as
long as 15 years.

Suspended Reciprocity
• Commitments at the WTO are usually the result of
reciprocal concessions during trade rounds.

• In the case of WTO accession, applicants cannot
affect the terms they receive by offering more or
less market access: reciprocity is suspended.

• As a result, the only element at issue is the “price”
of accession: the required degree of adjustment.

Costly to Ask for Too Much?
• If there were no cost to making high demands,
Members would require maximum liberalization

• But demanding too much risks exit by applicant:
the case of Vanuatu is an example.

• The premise is that Members profit from growing
the membership: legitimacy, gains from trade

• There is a tradeoff between compliance and depth

“Special and Differential” Treatment
• There exists a strong norm for differential
treatment vis-à-vis LDCs.

• Formalized in a General Council decision:
“WTO Members shall exercise restraint in seeking
concessions and commitments on trade in goods and
services from acceding LDCs.” WT/L/508, Section I, para
1 (emphasis added).

• Still: the norm remains un-enforceable, and does
not provide baseline for commitments.
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• In this case, de jure depth is negative; de facto depth is positive.

So What Explains Variation in Depth?
• With suspended reciprocity, all that remains to bargain
over is the applicant’s commitments.

• Members’ export-oriented industries are the main
actor with both agency and an interest in the matter.

• If a country’s market access is valuable, these interests
mobilize, and exert pressure.

• Thus, the more a country has to offer, the greater the
concessions required of it.

Hypothesis 1: De Jure Depth
• The best proxy we have for the value of market
access is the magnitude of imports prior to
accession. Hence:
H1. If a country-product is a valuable export
market prior to accession, then it will face higher
de jure liberalization.

Offsetting Behavior
• Import competing industries in acceding countries
cannot do much to affect de jure depth, but they
can push their governments to subsequently max
out their applied duties relative to the bound.

• Democratic institutions leave governments more
vulnerable to such domestic industry pressure.

• Offsetting by raising the applied rate to the bound
entails negligible de facto depth, but greater
predictability.

Hypothesis 2: De Facto Depth
• The democratic country sectors targeted for the
highest liberalization have an incentive to offset
these commitments.
H2. Those democratic country sectors that are
most valuable as export markets will observe
lower de facto liberalization following accession.

Corollary: Spending Binding Overhang
• “Binding overhang” is the degree to which a tariff
rate can be raised within the legal confines of an
agreement: a tariff’s inherent flexibility.
H3. As a result of the two first hypotheses, tariff
overhang will be lowest in those democratic
country sectors that are most valuable as export
markets.

Data
• 19 countries acceding over a 13 year period, between 1995
and 2008, with Cape Verde the most recent entrant.

• Tariff rates are averaged across a pre-accession and postaccession reference period, producing a cross-sectional
panel.

• The unit of observation is the 6-digit country-product tariff
line, for a usable sample of 98 187 observations.

• The DV is coded using un-weighted tariffs, to account for
prohibitive tariffs.* Using weighted tariffs does not affect
the results.

Estimation

H1

• (MFNpreij – BNDpostij ) = β0 + β1 (MFNpreij) + β2(log
importsij) + β3(log exportsij) + β4(log GDPcapi) +
β5Regimei + β5Xi + εi

for industry j in country i, with Xi a vector of controls for country i.

H2

• (MFNpreij – MFNpostij )= β0 + β1 (MFNpreij) + β2(log

importsij) + β3(log exportsij) + β4(log GDPcapi)
+
β5Regimei + β6(Regimei * log importsij) + β7(Regimei *
log exportsij) + β5Xi + εij

The Effect of the Imports Sector on De Jure Depth

OLS regressions. Robust standard errors
clustered by country in parentheses. *
denotes 2-tailed p < 0.10; ** denotes 2tailed p < 0.05; *** denotes 2-tailed p <
0.01.

The Effect of Regime Type on Resistance to Adjustment

OLS regression. Robust standard errors clustered by
country in parentheses. * denotes 2-tailed p < 0.10; **
denotes 2-tailed p < 0.05; *** denotes 2-tailed p < 0.01.

An Alternative Measure of Valuable Sectors
• A measure of current imports is the best proxy of
potential market value, but it remains imperfect.

• An alternative: preferential margins, which proxy for
the potential for “regained trade”.

• I test this belief on all four countries that have preaccession PTA rates: Cambodia, Lithuania, Ukraine,
and Vietnam.

• The effect is very strong: high preferential margin
sectors exhibit the highest de jure depth, but the
lowest de facto depth.

Non Linearity of Wealth?
• Norms towards LDCs should improve the
accession terms faced by poor countries.

• The bargaining advantage of rich countries
suggests that wealth should have a positive effect.

• Critics are worried poor countries are getting
exploited (Stiglitz and Charlton 2006).

• So what is the net effect of wealth on WTO terms
of accession?

Testing for Non Linearity
• Since adding a quadratic term suggests non
linearity, I go on to run a generalized additive
model (GAM).
GAM 3 df smooth for loggdpcap

Controlling for all the
usual factors, wealth
appears to have a
curvilinear effect: it is not
the poorest of countries,
but the middle-income
countries facing the
greatest adjustments.
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Conclusion
• The scope of the findings is limited to tariffs.
• The terms countries receive upon WTO accession are
driven by domestic factors in Members’ constituencies.
As a result, the more a country has to offer, the greater
the concessions required of it.

• Democracies bind more deeply on average, but not in the
case of the very sectors that face the highest demands.

• Contrarily to some critics’ concerns, the poorest countries
are not made to adjust the most.
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A Quick Aside: Is Accession Worthwhile?
• Entrants gain stability (Drabek and Bacchetta
2004), and access to dispute settlement.

• But they also gain real market access:
Table 1. The Change in Market Access Flowing from Accession
Period
All Entrants

Observations

Mean Applied Tariff

Standard Error

Pre-Accession

23445

8.20

0.04

Post-Accession

23445

4.71

0.02

3.49

0.04

Change

A Twist: Implementation Periods
• A little remarked upon element is the time allowance
for implementing obligations.

• This period varies from 0 to 10 years, and thus
constitutes a discrete way of offering relief.

• One would expect an inverse relationship with the
degree of adjustment required.

• Empirical tests bear this out: those sectors facing the
greatest de jure depth also benefit from the longest
implementation periods.

