World Trade Organization facing new challenges
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International trade is a powerful driver for countries’ growth and development. It stimulates innovation and competitiveness, contributes to the creation of new jobs, provides access to new products and ultimately improves people’s life quality. The World Trade Organization (WTO), created 25 years ago plays a key role in the regulation of international trade. Its main function is to ensure that trade flows as smoothly, predictably and freely as possible [6]. However, having long successful track record of its activities in recent years, the WTO has faced many challenges, notably those of the five most significant:

1. The challenge of development and efficiency of the WTO functioning arose due to a change in the balance of power in the organization. About two-thirds of the members joined the WTO in due time as developing countries, which implies, for example, maintaining high import tariffs. However, over time, some of these countries have made significant economic progress, but none of them abandoned the previous preferential status. As a result, these WTO members actually enjoy unjustified privileges. Also, many developing countries have not been able to meet commitments to open markets and fulfill the conditions of the Uruguay Round in time due to lack of sufficient resources to effectively participate in negotiations [3]. 
Joint preparation and decision-making in the WTO, on the one hand, had a positive impact on developing countries; on the other hand, it created new problems. If the GATT rules allowed a country to choose which documents it joins, and which not, the WTO has the principle of adopting a “single package” for all countries. If the country did not participate in the decision-making process, then these decisions can be made without it. At the same time, new commitments can become burdensome or even unacceptable for individual countries. All these factors lead to blocking the development of new WTO rules and further liberalization.
2. The weakening of the US role in trade negotiations is also a challenge to the functioning of the WTO. For the past 50 years, the United States has played an indisputable leadership role in multilateral trade negotiations under the GATT/WTO. The loss of this role began to be felt already under President B. Obama, when his administration began to lean more towards Regional Trade Agreements (RTA) and then continued with the arrival of D. Trump. Despite the fact that in the negotiations within the WTO in the 21 century, the influence of developing countries, primarily China, India, Brazil, has significantly increased; in the near future, none of these countries is ready to assume the role of a leader. Thus, we can talk about the ongoing erosion of leadership in trade negotiations that complicates the achievement of a result in trade negotiations and, in general, has a very negative effect on the WTO.

3. A significant challenge is the crisis of the decision-making system in the WTO in the context of an increased number of members. The decision-making system through the consensus mechanism began with GATT-1947 [3]. During the first 5 GATT rounds (1947-1960) the number of participants did not exceed 40, they managed to resolve all issues in less than a year. For the Kennedy Round (1964-1967), it took more than three years for representatives of more than 70 countries to drive to final agreement. The current Doha round required record 19 years for more than 160 members of   WTO to finalize consensus.  Thus consensus mechanism has actually turned into an unrestricted veto power, allowed any participant to block a decision of the majority countries. On the other hand – the consensus mechanism remains a unique way to ensure the legitimacy that is critically needed for decisions taken in the WTO. Moreover, the variety of discussed issues has been expanding from round to round. Initially it was limited mainly by the topic of lowering customs tariff rates. In the course of time trade in services, anti-dumping measures, non-tariff restrictions, as well as problems of investment, protection of intellectual rights expanded talks agenda [1].
4. The consequence of the crisis in the decision-making system in the WTO is a slowdown in the WTO's function of generating new rules for changing trade. After GATT-1947 was signed, for a long time, this agreement generally coped with the task of creating rules for international trade in the field of goods. With the onset of the 21century the nature of trade began to change dramatically - now the borders are crossed not only by goods and services, but also by entire industries. It was assumed that the WTO secure the emergence of new rules but in reality this is far from fully implemented. WTO member countries have managed to sign only one full-fledged multilateral agreement: The Agreement on Trade Facilitation. 
5. Widening US protectionism practice significantly influenced the activities of the WTO in the recent years. Statements by representatives of the US administration about the readiness to violate WTO rules if they hinder the realization of the country's national interests undoubtedly caused acute negative reaction of the closest US trade partners. Moreover, the US position ignited extreme tensions over the functioning of the Appellate Body within the WTO Dispute Settlement Body (DSB). The US blocked the appointment of new judges, which jeopardized the entire dispute resolution mechanism WTO [3].

Despite numerous challenges the WTO remains the main international organization that determines the rules of the «world trade game». Thus the world trade regulations set have to be modified in different directions. One of the key direction is a developing of the RTAs. At the beginning of 2020, 303 RTAs were in force and by September 2020, the number of RTAs had grown to 306 [5]. RTAs are created not to counterbalance the WTO, but in order to cope with problems that the WTO cannot solve for a number of reasons. These are the challenges of transnational production, which is especially intensively growing within large unions. RTAs can facilitate the functioning of the GVC.  When using the WTO mechanism, countries that are not interested in the GVC can block the adoption of any decision [2].

Another key direction of the WTO development is the reform of the organization. Noteworthy is the position that, while addressing the new challenges, the WTO cannot ignore old problems, such as lowering trade barriers and leveling the playing field. Also, the WTO should pay more attention to issues that were not included in the Doha round agenda, such as the development of the GVC and e-commerce, etc. The lack of progress in the Doha Round has frustrated WTO members and raised doubts about its ability to develop new mutually beneficial rules [4]. Meanwhile, current WTO rules are becoming obsolete. This means that disputes arising between WTO members are resolved on the basis of rules that required clarification and alignment with changed trading practices. Reform of the WTO should take into account new challenges as for example Covid-19 that showed the vulnerability of the world economy and world trade, and especially GVCs, made many countries think about protectionist measures and a further decrease in economic openness.
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