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Abstract:

The thesis analyses the conditioning factors of Canada’s and Japan’s bargaining
power in the multilateral trade negotiations of the Uruguay Round and Doha
Development Agenda (DDA). It deals with two related research questions. The
central question of this research is: to what extent and why did Canada’s and Japan’s
bargaining power decrease from the Uruguay Round to the DDA? This question is
related to the following auxiliary research question: what are the conditioning factors
of Canada’s and Japan’s bargaining power during the Uruguay Round and DDA, and
to what extent have these factors changed from one round to the other? While the
thesis includes a general overview of their negotiation profiles, it analyzes specific,
detailed case studies of the profiles of these countries in anti-dumping and market

accesssNAMA negotiations in both rounds.

The hypothesis of this research is that Japan and Canada have lost bargaining power
from the Uruguay Round to the DDA because of changes in the following
conditioning factors: economic power; activity in country coalitions and groups;
interests groups and decision-making structures on the domestic level; ideational
power; and foreign policy objectives. In addition, the importance of the position of
the preferences a country in the spectrum of the overall membership of multilateral
trade negotiations is examined. The thesis finds that this hypothesis is partially
confirmed. Canada and Japan have mainly lost bargaining power owing to a relative
decrease in their economic power, a lower profile in central negotiation groups as
well as coalitions, and due to domestic politics. Ideational power and especially
foreign policy objectives can be considered less relevant. The thesis also finds that
especially Japan’s bargaining power in anti-dumping negotiations was affected by a
change of the position of its preferences within the spectrum of the overall

membership of the negotiations.
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Chapter 1: Introduction.

1.1: Introduction to the background of the research question.

1.1.1: Introduction to the topic and its relevance.

Both Japan and Canada are middle powers that have long profited from being a
central part of global trade governance. Accordingly, they formed an integral part of
the so-called “Quad” (US, EU, Canada and Japan) during long periods of the
negotiations concerning the General Agreement on Tariffs and Trade (GATT).
Middle powers such as Canada and Japan have been confronted with a sudden
change of trade governance from the Uruguay Round to the Doha Development
Agenda (DDA). The central global trade governance groups are now characterized
by a confrontation between the established major powers of the EU and the US on
one side, and major emerging markets on the other. New groups such as the “G-4”
(US, EU, Brazil and India) and the “Five Interested Parties” (US, EU, Brazil, India
and Australia) emerged during the DDA of the World Trade Organization (WTO).

According to Narlikar, belonging to these central negotiation groups is a sign of
power. The power balance that existed throughout the time of GATT's existence has
shifted. The relative power of major developing countries, especially Brazil, India
and China, seems to have been increasing in the WTO (Narlikar, 2010). Jawara and
Kwa refer to these central groups as “circles of power”. Referring to the Quad, they
point out that the most central group consist of the US and EU, as well as the other
“most powerful” countries (Jawara and Kwa, 2003). Vickers refers to a “changing
configuration of bargaining power” which is “reflected in the shift of systemic
influence from the established ‘Quad’ powers in the Uruguay round (i.e. the US, EU,
Japan, and Canada) to an emerging bloc of powers around the US, EU, Brazil and
India, and now China” (Vickers, 2012, p.262). He also states that “the balance of
power in the WTO is more multipolar, even multicultural” than it was in the GATT

(Vickers, 2012, p.256).
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These changes have posed serious challenges to middle powers. How do developed
country middle powers such as Canada and Japan try to keep their power in a world
in which the configuration of global trade governance and the power balance within
the multilateral trade regime have changed? Which strategies do they adopt in order
to maintain their power and to what extent do they succeed in doing so? This study
analyses the cases of Canada and Japan. It traces the power of Canada and Japan in
the Uruguay Round and DDA negotiations. This thesis is therefore about
demonstrating causality in the processes of negotiation. It aims to demonstrate
causality between certain factors and the bargaining power of these countries. How

and why do Canada and Japan exert such power in the Uruguay Round and DDA?

By focusing on Canada and Japan, this study provides insights on how middle
powers react to the challenges of the changing configuration of global trade
governance and the shifting power balance within the multilateral trade regime. The
thesis provides an in-depth empirical analysis of the bargaining power of Canada and
Japan in the Uruguay Round and the DDA. In the academic literature, this area has
not received extensive attention so far. While there are numerous accounts on the
more prominent negotiation profiles of emerging markets such as Brazil and India,
the less prominent negotiation profiles of developed country middle powers such as

Canada and Japan have not been focused on to date.

From the analysis of bargaining power in multilateral trade negotiations, the thesis
also addresses a gap in the literature on the theoretical level. Sherman states that
although “several partial hypotheses have been advanced in the literature, there
remains no coherent understanding of how power influences international trade
negotiations” (Sherman, 2006). In the context of multilateral trade negotiations, the
concept of power still remains vague. This is largely due to the complexity of the
factors that could be associated with it. A single theoretical framework for the
analysis of bargaining power encompassing its potential sources has not yet been
developed. The studies of Japan and Canada with different in-depth case studies
provide new empirical evidence for causal links between different economic and
non-economic factors, and bargaining power. By analyzing the conditioning factors
of Canada’s and Japan’s bargaining power in the Uruguay Round and DDA

negotiations, this analysis aims to contribute to the possible development of such a
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single theoretical framework. The study aims to identify merits and limits of different
analytical frameworks such as John Odell’s negotiation model in analysing the

concept of bargaining power in the multilateral trade negotiations (Odell, 2000).

The study incorporates analyses of to what extent the conditioning factors of
bargaining power have changed from the Uruguay Round to the DDA. The
multilateral trade regime has changed considerably, for example in member size, the
range of issues, institutional design and the complexity of the negotiations. In this
context, it still remains unclear to what extent the conditioning factors of bargaining
power have become more complex. For example, to what extent and in what ways do
non-economic factors, such as increased coalition building or the increased
importance of norms and ideas, contribute to the bargaining power of a country?
What are the roles of non-state actors and civil society in the bargaining process of
the DDA?

As an apparent change of the traditional power balance that existed during the GATT
can be noticed during the DDA, the question of determining the conditioning factors
of bargaining power is especially relevant today. The political and economic weight
of countries such as Brazil, India and China has increased especially throughout the
DDA. We seem to be in a process of a changing configuration of global trade
governance. The European Union (EU) and the United States of America (US) are
less and less able to dictate what should be done in the negotiations. While focusing
on the point of view of two developed country middle powers, this analysis can
contribute to answering important questions on the systemic level of the changing
configuration of global trade governance. For example, what is the apparent decline
of certain developed countries or apparent rise of emerging markets in international
organisations such as the WTO actually based on? Considering the growing demand
of an increasing number of countries to participate more actively in the central
negotiations, it becomes clear that this question will be asked increasingly often in
the WTO.
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1.1.2: Justification of the country studies.

The thesis focuses on the country studies of Japan and Canada. It compares Japan’s
and Canada’s bargaining power in the DDA with their bargaining power in the
Uruguay Round negotiations. How can the choice of these country studies be
justified? First, the research starts with the empirical observation that Japan and
Canada have been an integral part of global trade governance during the GATT.
However, they have disappeared from the top four to five negotiation groups in the
decision-making process of “pyramiding” during the current DDA. These
developments thus seem to be particularly significant for these middle powers.
Secondly, although both Canada and Japan can be described as middle powers, they
differ significantly in economic weight. A comparative analysis of these two middle
powers enables the research to provide insights on a larger range of middle powers,
from relatively weaker ones as Canada to economically more powerful ones as
Japan. Thirdly, Canada and Japan seem to react to the challenges mentioned above
with different strategies. This research can be used to analyse different strategies that
middle powers adopt to maintain their power status. Japan seems to have adopted a
strategy centred on Free Trade Agreements (FTAS) in order to pursue its power on
the bilateral track. To what extent does this change (increase or decrease) its
bargaining power in the multilateral trade negotiations of the WTO? While Canada
has also been actively pursuing a strategy of concluding FTAs, it still seems to be
more focused on maintaining an active role in the multilateral negotiations. To what
extent is Canada still able to exert its power by shaping multilateral trade

negotiations as an “honest broker”?

It can be argued that both of these countries have a “middle power” status. The
literature on “middle powers” takes different approaches to determine their criteria.
No generally accepted definition of the term “middle power” exists today. According
to the behavioural approach, “middle power” states can be identified by their
behaviour. Jordaan points out that all middle powers display foreign policy
behaviour that stabilises and legitimises the global order, typically through
multilateral and cooperative initiatives (Jordaan, 2003). Middle powers include
“good international citizenship” as a major principle of their foreign policy. They are

often seen as “honest brokers” in multilateral negotiations. The hierarchical model
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describes a “middle power status” as a relational concept. According to this model,
different classes of states are defined by objective capability, asserted position and
recognized status. What are relevant criteria for such a classification? Holbraad uses
population and gross national product (GNP) to determine middle power status
(Holbraad, 1984). Finlayson and Weston refer to population and economic power.
Furthermore, they point out that middle powers are unable to exert decisive influence
in world affairs on their own, which explains why they normally cooperate with
other states to do so (Finlayson and Weston, 1990).

This analysis focuses on the following factors to explain both Canada’s and Japan’s
middle power status: share of global gross domestic product (GDP) based on
purchasing-power-parity (PPP), share of world trade, population and the degree to
which their independent determination of foreign policy objectives is constrained by
other states. Note that these factors are used here for an initial assessment of
Canada’s and Japan’s general “middle power” status as suggested in the literature
outlined above. A framework of additional specific indicators is necessary for a full
analysis of their negotiating coinage and bargaining power in the specific setting of
multilateral trade negotiations. This framework is outlined in Chapter 2. For an initial
assessment of their general “middle power” status, | first compare their share of
world GDP at the beginning of the Uruguay Round, at the beginning of the DDA and
in 2013. Japan's share rose until 1991 when it reached 10.2%, but then significantly
decreased (1986: 9.4%, 2001: 7.6%, 2013: 5.5%). This strong relative decrease of
Japan’s market size since 1991 took place in the wider context of an overall
economic and political stagnation over the last two decades. Canada’s share has been
decreasing slowly since the start of the Uruguay Round (1986: 2.4%, 2001: 2.1%,
2013: 1.7%) (IMF, 2013). Concerning their share of world trade, Canada’s share of
world exports in 2011 was 2.5% for merchandise trade and 1.8% for trade in
commercial services. The same figures for imports were 2.5% for both merchandise
trade and trade in commercial services. Japan’s share of world exports was 4.5%
(merchandise trade) and 3.4% (commercial services), while its share of world
imports was 4.6% (merchandise trade) and 4.2% (commercial services) in 2011
(WTO, 2013a). For their population, Canada has 35.3 million inhabitants, while
Japan’s population is currently 127.3 million (IMF, 2013). It is clear that both the

economic size and the population of Japan exceed by far that of Canada. Japan is
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currently the 10"-ranked state for population (IMF, 2013). It is in the top four
countries with the larger economic markets (behind the US with a share of 18.6%,
China (15.6%) and India (5.8%) of world GDP (PPP)) (IMF, 2013).

Is it still possible to qualify Japan as a “middle power”? Here, the degree to which
Japanese political influence has been and still remains constrained by the US is
important. These reasons go back to the Second World War and Japan’s dependence
on the US for security during the Cold War. According to Rothstein, a state is a small
power when it recognizes that it cannot obtain security primarily by use of its own
capabilities, and must rely fundamentally on the aid of other states to provide it
(Rothstein, 1968). As Holbraad points out, middle powers can best be distinguished
by the power they command. He defines this power of a state as its ability to impose
its will on other states and to resist attempts by other states to impose their will on
itself. This power includes military, economic and moral elements (Holbraad, 1984).
Japan’s ability to exert political power by itself still seems constrained owing to its
interdependence with other countries, especially with the US and increasingly with
China. As Japan’s political power seems inconsistent with its economic power and
population size, it can be considered from an overall perspective to be a middle

power.

The factors of economic size and population mentioned above suggest a middle
power status for Canada. Canada’s reputation of being an “honest broker” within the
trade regime seems to support this view. The significance of this reputation becomes
clear in the context of Canada’s strong analytical contribution to the negotiations
(Wolfe, 2006). This can be illustrated by this excerpt from a report by the Canadian

House of Commons:

“Canada is widely respected as one of the most active and influential
players in the negotiations. The source of our strength has been our
ability to bring practical, creative, and credible ideas to the table to
build bridges and to move issues forward. Looking ahead, our ability to
influence the negotiations will continue to be directly related to our

ability to generate constructive ideas, and to work on building
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consensus around ideas that ultimately help to advance our own

negotiating objectives” (Canada, 2005).

It becomes clear that Canada does not only have a self-image of being an “honest
broker” in the negotiations, but also that many other countries seem to accept this.

This reputation reinforces Canada’s middle power status.

By choosing the studies of Canada and Japan, this research is also able to provide
insights on the importance of the roles and functions of middle powers for the
multilateral trading system. As pointed out above, both Canada and Japan can be
described as middle powers. Canada especially has been playing the role of an
“honest broker” in the negotiations, in particular during the Uruguay Round.
Accordingly, middle powers such as Canada have long been important for
multilateral trade negotiations not only because of their function of consensus
building, but also because of their analytical contribution and creation of new ideas.
By focusing on the change of bargaining power of Canada and Japan from the
Uruguay Round to the DDA, this research also analyzes to what extent the positions
of Canada and Japan and their functions, for example as “honest brokers”, have
changed from one round to the other. For example, to what extent is Canada both still
willing and able to fulfil its role of an “honest broker” between the blocs of major
developed countries such as the US and EU on one side and emerging markets such
as Brazil, India and China on the other? The studies of Canada and Japan will thus
also provide insights on the importance of middle powers for the functioning of

multilateral trade negotiations.

1.1.3: Setting the scene.

Bargaining in multilateral trade negotiations takes place between governments. It
also takes place within states between the government and domestic stakeholders.
Furthermore, it takes place between different coalitions or country groups within the
institutional design of the multilateral trade regime. Bargaining power in multilateral
trade negotiations between governments is thus influenced by these other forms of

bargaining. Conditioning factors of bargaining power in multilateral trade
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negotiations can thus be found on different levels. A basic distinction can be made
between two fundamental levels: the systemic level between governments and the
domestic level within member states (Putnam, 1988). In order to identify
conditioning factors of bargaining power, this thesis presents analyses of a number of

factors on each of these levels (See Table 1).

Table 1: Outline of factors for an analysis at different levels of bargaining.

Systemic level: Analysis of the economic
markets of member states
Analysis of the
institutional design of the
GATT/WTO

Evolution of negotiation
issues in multilateral
trade negotiations
Foreign policy objectives
of member states
Domestic level: Domestic decision-
making processes
Domestic political debate
and interest groups

At the systemic level, different factors are important: the economic markets of
member states, the institutional design of the GATT/WTO, the evolution of
negotiation issues and member states’ foreign policy objectives. The economic
development of the member countries” markets is a significant factor. An important
point here is the opening of many developing countries’ markets since the 1980s.
Owing to a number of financial crises during the 1980s and 1990s, many developing
countries such as Brazil and, since 1991, India were forced to perform a structural
adjustment. They abandoned their policies of import substitution, and their
economies became more export-orientated. On average, developing country exports
during the 1990s rose by 7.7% per year compared with 4.7% for the developed

countries (Michalopoulos, 2001).

The growing share of exports and imports of goods and services of the national GDP

illustrates the growing openness of these emerging markets: India’s share of exports

in 1986 was 5.1% while Brazil’s was 8.8%. In 2011, the same figures were 24.6%
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for India and 11.9% for Brazil. In comparison, China’s share of exports was 22.6%
when it joined the WTO in 2001 and climbed to 31.4% in 2011. Concerning the
share of imports of GDP, the figures for 1986 were 6.9% for India and 6.4% for
Brazil. They were 29.9% for India and 12.6% for Brazil in 2011. China’s share of
imports was 20.5% in 2001 and 27.3% in 2011. Another point to consider is the
increase of foreign direct investment (FDI) in these countries. The net inflows of FDI
in US dollars show that India and Brazil have experienced a strong increase: while
the net inflows for India were 118 million in 1986, the same figure was over 272
times higher in 2011 (32,190 million). In the case of Brazil, the net investment was
345 million in 1986 and it was more than 207 times higher in 2011 (71,539 million).
For China, net investment was 44,241 million in 2001 and 220,143 million in 2011
(World Bank, 2013a). The economic markets of these countries have thus become
larger and their openness to international trade has increased. As a result, new
offensive economic interests were created, both within them and within other
countries. According to Odell’s model, this has contributed to the creation of larger
“zones of agreement” between these emerging markets and their trade partners. Do

these developments decrease Japan’s and Canada’s relative bargaining power?

From the institutional design of the negotiations, a constant increase of GATT and
then WTO membership can be noticed. While GATT was established by 23 founding
members, the WTO currently has 160 members (WTO, 2014a). This increase results
mainly from developing countries' joining the WTO. While 63 developing countries
were members of the GATT at the start of the Uruguay Round in 1986, this figure
rose to 106 of 144 WTO members at the start of the DDA (Patel, 2007). Many
developing countries want to participate more actively in the negotiations. Their
demand for concessions in agricultural trade from developed countries both in the
Uruguay Round and DDA is an illustration of this. These developments have led to
an increasing proliferation of small-group negotiations and especially of developing
country coalitions. An institutional design of concentric circles has developed.
Within this new institutional design, developing country coalitions have proliferated.
The importance of belonging to member groups within the WTO “clubland” has also
increased (Wolfe, 2007). As a result, the leading positions that countries as Brazil
and India take in developing country coalitions is important. For example, Brazil is

the fixed coordinator of the G20 group in agricultural negotiations resulting in
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“vociferous leadership” by Brazil within the group (Vickers, 2012, p.257). As a
result, being a leading country in coalitions seems artificially to increase the
economic market size it represents in the core negotiation groups. Does the inability
of Canada and Japan to make a similarly successful use of this tactic decrease their

bargaining power?

The topics covered in multilateral trade negotiations have progressively widened
since the start of the GATT. While the focus of the negotiations remained on tariff
reductions up until the Dillon round, the scope was then gradually broadened to
include subjects such as anti-dumping measures, non-tariff barriers (NTBs), services
and intellectual property rights. The question of the rules of the negotiations has
become more and more important. Each member country attributes a different
priority to these different “chess games”. It seems that the bargaining power of a
country differs from one topic to another. Agriculture has been crucial in both the
Uruguay Round and the DDA. In the DDA, negotiations have been held hostage to
agriculture. According to Das, most delegations — particularly the EU — wanted to
reveal their positions on non-agricultural market access (NAMA) negotiations only
after the level of the commitments in agriculture was revealed by the major trading
economies (Das, 2007). Does this high priority of agriculture shared by many
countries result in a decrease in Japan’s and Canada’s overall bargaining power
owing to their limited ability to make new concessions in this area? And what is the
effect of the exclusion of certain topics? Three working groups, on trade and
investment, on competition policy and on transparency in government procurement
were set up at the Singapore Ministerial Conference in 1996. Japan was in favour of
negotiating these issues, but they were excluded from the agenda in August 2004.
Negotiations on these areas could have given Japanese negotiators an incentive to
make concessions in other areas, via the linkage of issues. What is the effect of the

exclusion of these issues on the bargaining power of Japan?

Foreign policy objectives can also influence the bargaining power of a country. In
multilateral trade negotiations economic interests are always represented politically.
Thus, this representation can be linked to non-economic foreign policy interests. The
geo-strategic position of a country is important. For example, Canada has a large

border with the US, a political and economic superpower. Canada is thus a regional
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follower, not a regional leader. On the other hand, Brazil and India seem to have
agendas of regional leadership. As a result, their political representation of economic
interests seems more forceful. Does this have an effect on these countries’ bargaining
power? Do Japan’s and Canada’s geo-strategic positions reduce their relative
bargaining power compared with countries such as Brazil and India? Foreign policy
objectives can also determine whether a country concludes a trade agreement on the
bilateral, regional or multilateral level. Canada has a strong bilateral cooperation with
the US through the North American Free Trade Agreement (NAFTA). Japan has
been rapidly opening itself up to preferential trade agreements (PTA) in the Asian
region during the DDA. What is the effect of these bilateral and regional agreements
on the bargaining power of a country in the multilateral negotiations?

As pointed out, factors conditioning the bargaining power of a country can also be
found at the second fundamental level of analysis: the domestic level. What role can
be attributed to decision-making processes, their degree of centralisation and the
regulatory culture within different countries? Can they affect the credibility of
Japan’s and Canada’s trade negotiators at the WTO and thus affect their bargaining
power? There are specific structures of participation in the process of Japanese trade
policy decision-making for a variety of defensive interest groups. For example, there
is a commission in parliament that closely watches every policy development about
agriculture. Politicians can exert influence by forming special interest groups in
parliament on the topic of agriculture (Macrory et al., 2005, p.180). For Canada
especially, the agricultural sector is divided into export-orientated industries and the
influential supply-managed sectors of the dairy, poultry and egg industry mostly
located in Ontario and Quebec. Both of these industries can rely on an elaborate
system of formal and informal consultation methods that allow these lobbying groups
to influence Canadian trade policy.

What role do domestic interest groups play and to what extent is the formation of
trade policy objectives dependent on the domestic political debate? For example, the
association of farmers in Japan is an especially influential interest group (Macrory et
al., 2005, p.181). In Canada, both offensive and defensive interest groups influence
Canadian trade policy, especially in the agricultural sector. The result of this

influence is a reduced credibility of Canadian negotiators, as they are influenced by
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both general offensive agricultural interests as well as specialized defensive interests
by the supply-managed sector. For example, the House of Commons instructed
negotiators at the Hong Kong Ministerial meeting to increase market access for
agricultural exports without offering any market access in Canada (Canada, 2005).
This inability of Canadian negotiators to make concessions in the agricultural sector

results in a perceived loss of credibility.

1.2: Stating the research questions and presenting the research framework.

1.2.1: The research questions.

This thesis deals with two related research questions. The central question of this
research is: to what extent and why did Canada’s and Japan’s bargaining power

decrease from the Uruguay Round to the DDA?

This question is related to the following auxiliary research question: what are the
conditioning factors of Canada’s and Japan’s bargaining power during the Uruguay
Round and DDA and to what extent have these factors changed from one round to

the other?

1.2.2: Introducing the conceptual framework.

As Robert Wolfe points out, “power is a problematic concept in international
relations. Traditional definitions and the hierarchical classifications of actors
associated with them are not always analytically helpful in the context of the WTO”
(Wolfe, 2006, p.5). In order to facilitate the analysis of this complex concept, the
thesis focuses its analysis on “bargaining power” in multilateral trade negotiations.
Power is a social concept. In order for power to exist, there needs to be a social
interaction between at least two actors. Furthermore, “in a bargaining situation,
power finds its empirical expression in the concessions that an actor makes, or, more
loosely speaking, the ‘influence’ that the negotiation partner exerts” (Schneider,

2005, p.672). A number of factors are particularly useful for our research, such as
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market size and degree of openness to international trade. Owing to the principle of
reciprocity of WTO negotiations, an important factor of analysis that results from
these two elements is the capacity to make trade concessions. The thesis therefore
lays a focus on the capacity of Japan’s and Canada’s trade negotiators to offer

concessions in GATT/WTO negotiations.

John Odell’s notion of economic “zones of agreement” presented in his negotiation
model is a useful framework for the analysis of economic markets as one factor that
determines the bargaining power of states. In Odell’s words, in order for a
negotiation to be possible, there has to be a “zone of agreement”. This zone depends
on the “resistance points” of each party. It depends on the perception by each party
of the resistance points of the other and on their perceptions of the range of possible
agreements. The strategy of both parties, as well as the perception that both parties
have of the strategies of the other, plays an important role (Odell, 2000).
Furthermore, the “best alternative to a negotiated agreement” (BATNA)! of each
actor is important. Bargaining power can be exercised through influencing the
BATNA of another actor (Schneider, 2005, p.673). Information asymmetries or

asymmetries in the negotiation capacities can also play a role.

What are the advantages of this focus on bargaining power? It allows study on
Japan’s and Canada’s trade negotiators as the basic unit of analysis. The concept of
bargaining power also allows power in the yet unfinished DDA negotiations to be
analyzed. It provides specific factors of analysis, such as the capacity of negotiators
to make concessions. This factor can be analyzed even though the negotiations are
not finished. A more thorough definition of the conceptual framework and the

resulting dependent variables is conducted in Chapter 2.

! The concept of BATNA is described, for example, by Fisher and Ury in their negotiation analysis
“Getting to Yes: Negotiating Agreement Without Giving In” (Fisher and Ury, 1991). One central
feature determining the bargaining power of a negotiator is the degree to which he is dependent on
concluding the deal in question. Your bargaining power increases if you have a good outside option.
BATNA refers to the best outside option of each negotiator as one indicator of their bargaining power.
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1.2.3: Methodology.

The analysis of bargaining power is also an analysis of success or failure in
negotiations. Thus, the analysis of the conditioning factors of bargaining power aims
to determine the reasons for success or failure in bargaining. An analysis of
bargaining power has first to determine the preferences of the actors involved in the
bargaining process. This analysis has to be a continuous assessment throughout the
bargaining process, as the preferences of actors can change. Secondly, the outcomes
of the bargaining process need to be identified. The actor with the preferences that
are more similar to the latest available outcome is considered more successful in the
negotiations. However, the analysis of bargaining power needs to go beyond the
degree of similarity of preferences and outcomes. Success or failure does not reflect
the existence or absence of bargaining power. For example, success in negotiations
can be the result of coincidence or luck (Barry, 1980, Schneider, 2005, p.672).

Thirdly, an analysis of bargaining power needs to include the identification of the
influence of an actor that resulted in the success within the bargaining process. For
the purpose of this analysis bargaining power is defined as the capacity of an actor
to influence the bargaining process so as to achieve an outcome that is favourable to
his preferences. As Braham and Holler point out that power is “a generic ability
because it involves the capacity to do things that have an effect” (Braham and Holler,
2005, p.145). Accordingly, in order to determine the bargaining power of an actor,
both elements of the definition above, concessions and influence, have to be
analysed. For an analysis of bargaining power, an actor’s influence and capacity to
shape the negotiations have to be linked to the favourable outcome of the bargaining
process. Furthermore, if the preferences of an actor change, it has to be determined
whether this is due to the influence of another actor. Given the multitude of different
actors in multilateral trade negotiations, this analysis focuses on the power of Canada
and Japan in the process of bargaining with the major actors of each round. Fourthly,
it then has to be determined why a given actor was able to exercise a capacity to
shape the bargaining process and obtain a more favourable outcome. This thesis is
thus an empirical impact assessment of different factors on the bargaining power of

Canada and Japan.
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The hypothesis of this research refers to the importance of different conditioning
factors that account for the bargaining power of a country in multilateral trade
negotiations. It is that Japan and Canada have lost bargaining power from the
Uruguay Round to the DDA because of changes in the following factors that
condition bargaining power: economic power, belonging to country coalitions and
groups, domestic politics, ideational power and foreign policy objectives. As an
additional factor, this research also assumes that the position of the preferences of a
particular country in the spectrum of the overall membership of multilateral trade
negotiations can influence its bargaining power. Accordingly, the hypothesis is also
that a change in the relative position of Canada’s and Japan’s preferences affected

their bargaining power from one round to the other.

The first important factor conditioning the bargaining power of a country is
economic power, expressed, for example, through market size and relative market
openness. These elements determine the zone of agreement of the bargaining
process. This factor also introduces the elements of saliency and BATNA into the
analysis. Economic power refers to the ability of a country to influence other
countries by being able to make concessions in which other countries are interested.
In order to be able to identify economic power, the overall market size of the country
in question first needs to be measured. Here, the measurement of economic
indicators such as the share of the global GDP (PPP), and the share of global imports
and global exports is important. The degree of openness of the economic market also
needs to be identified, for example through the measurement of remaining tariff
barriers. This degree of openness needs to be identified for each sector of the

economy.

Secondly, belonging to different country coalitions and groups, or even coordinating
them, is an important factor of bargaining power. As pointed out above, the
bargaining between different country coalitions or groups within the institutional
design of the multilateral trade regime is important. The importance of this
conditioning factor can be measured through the degree of cost sharing, information
gathering and the increase in technical expertise obtained by participating in the
group or coalition in question. Gains made in bargaining power through these factors

can be important for both central decision-making groups and negotiating coalitions.
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Countries can profit from these factors by simply participating in the groups.
Additional gains in bargaining power resulting from coalition activity can be
measured by the following factors: the overall economic power of the coalition, its
degree of cohesion, the degree of overlap between the preferences of the coalition
and those of the country in question, and the official role of the country within the

coalition.

Thirdly, bargaining takes place between stakeholders and the government on the
domestic level. This involves domestic politics, as governments have to rely on the
support of crucial stakeholder groups. Bargaining power in multilateral trade
negotiations is therefore also determined by this domestic bargaining process. Here,
the following indicators are important: the degree of defensiveness and the influence
of domestic interest groups, the overall degree of cohesion of interest groups and of
the administrative parts of the country in question, the importance of negotiation
tactics as well as the importance of domestic institutional structures such as formal
and informal consultation channels between interest groups and trade-policy

decision-makers.

Fourthly, this thesis assumes that norms and ideas play a part in determining
bargaining power. An important indicator for the measurement of normative power is
the degree to which a country is able to frame its preferences consistent with existing
norms, and thus to increase the legitimacy of its proposals in the negotiations. A
country can make reference to existing norms as a reason to obtain a specific role in
a negotiation coalition, such as the role of the coordinator of the coalition. Other
norms, such as the norm of fairness and equality, can affect complete country groups
such as developed countries. The relative position of a country’s preferences within
the overall normative consensus of the membership is important. The logic of
appropriateness is important as norms can determine which behaviour is considered
appropriate in multilateral trade negotiations. For example, the norm of internal
transparency can influence the institutional design of central decision-making, which

can affect the bargaining power of individual countries.

As a fifth factor, foreign policy objectives and geo-strategic considerations play a

role in determining the bargaining power of a country. Here, the degree to which

31



such foreign policy objectives influence the normative power of a country is
important. Such objectives and considerations can influence the role of a country
within a negotiating coalition. They can also be important for the economic power of
a country, as they can influence the willingness of a country to open its markets to

another country.

Lastly, the bargaining power of a country can also be affected by the position of its
preferences in the overall spectrum of the membership of multilateral trade
negotiations. For example, if the preferences of one particular country are considered
to be extremely radical compared with an existing consensus of large parts of the
overall GATT/WTO membership, this country is likely to lose bargaining power. On
the other hand, if it is fully in line with such other positions, it is likely to gain

bargaining power compared with countries with more radical positions.

The aim of the thesis is not to provide a full list of the factors that can be
conditioning factors of bargaining power. It rather aims to identify the most
important, recurrent themes accounting for the bargaining power of both Canada and
Japan. The research is a comparison of the conditioning factors accounting for
Canada’s bargaining power in the Uruguay Round with those accounting for
Canada’s bargaining power in the DDA. It includes the same comparison for Japan’s
bargaining power in both negotiation rounds. Thus, the thesis focuses on identifying
the most important sources of bargaining power, weighing them up against each
other in each round and comparing them across the two negotiation rounds for each
country. Furthermore, it provides a comparison of the findings for both Canada and

Japan.

The approach of the research is mainly qualitative. The research draws information
from the relevant academic literature, from statistical data on economic development,
and from primary documents on GATT/WTO negotiations. A strong focus is laid on
semi-structured expert interviews with former and current GATT/WTO officials,
trade diplomats working in permanent representations to the WTO, and government
officials. A specific focus is on interviews with past and present Canadian and
Japanese trade negotiators. Information from interviews with researchers working on

Japanese and Canadian trade policy formation is included. Overall, 54 semi-
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structured interviews were conducted for this research. Interviews were conducted
under the condition expressed by interviewees that they remain fully anonymous,
except for having their names included in the overall list of interviewees in the
Appendix. References or direct comments from interviews will therefore be cited as
“interview” in the text. The research is based on field research, for example at the
WTO, and it mainly relies on the method of process-tracing and the use of in-depth
case studies. The thesis includes detailed case studies of the negotiations of anti-

dumping and non-agricultural market access.

1.2.4: Justification of the case studies.

The present analysis includes two case studies on specific negotiations, one on non-
agricultural market access and one on anti-dumping measures. How can the choice of
these case studies be justified? The studies of non-agricultural market access and
anti-dumping negotiations were chosen in order to include negotiations based on
market access and on rules. The research thus analyzes the idiosyncratic character
and dynamics of both types of negotiations while determining the factors affecting
bargaining power within them. There is a strong link between the topics of market
access and anti-dumping negotiations, and concessions in both areas are interlinked.
As a result, the choice of these two areas provides the basis for a thorough analysis of
the dynamics of linkages in negotiations and their effect on the bargaining power of

the participating countries.

In addition, non-agricultural market access negotiations “account for around 90
percent of world exports. They are the “big boy” in world merchandise trade” (Adler
et al, 2009, p.15). An analysis of bargaining power in non-agricultural market access
negotiations is representative of a large part of world trade, and thus especially
significant for the overall assessment of the bargaining power of a country. The
specific justification for the anti-dumping case-study is provided from consideration
of the countries that the research is focused on. Increasing discipline on anti-dumping
actions was one of Japan’s main priorities during the Uruguay Round (Hart, 1998,
p.182, Ichiro, 2007, p.183). This was because of the long history of Japan’s exports
being exposed to anti-dumping procedures before the Uruguay Round. A position
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paper issued by the Japan Federation of Economic Organizations (Keidanren) in July
2001 clearly stated anti-dumping measures as a “top priority” for Japan’s negotiating
agenda (Keidanren, 2001). It thus becomes clear that the anti-dumping question has
been one of Japan's major preferences in both the Uruguay Round and DDA. The
analysis of the bargaining power on this topic is therefore especially relevant for an
overall assessment of Japan’s bargaining power in both negotiation rounds. Canada
was one of the few main users of anti-dumping measures during the Uruguay Round.
As a result, and owing to Canada’s high technical expertise, it has been one of the
main protagonists of the negotiations during the Uruguay Round. It has also been an

active participant in the negotiations of the DDA.

1.2.5: Structure of the research.

The second chapter forms a concept of bargaining power in multilateral trade
negotiations. It encompasses literature reviews on the concept of power in
international relations, bargaining theory and the theory of economic diplomacy. It
then identifies a set of indicators for the analysis of bargaining power in multilateral

trade negotiations.

Chapters Three and Four focus on an overall assessment of Canada’s and Japan’s
bargaining power across the Uruguay Round and DDA negotiations. The third
chapter assesses the economic profiles of Canada and Japan and the history of
economic development since the start of the Uruguay Round. This overview is
strongly linked to the “power as resources” approach. It highlights the identification
of the economic offensive and defensive interests of Canada and Japan that result
from these economic profiles. This is important, as the measurement of bargaining
power also requires the identification of the objectives of a country and then
analyzing to what extent these objectives have been achieved. The third chapter
provides an overview of the economic resources and market developments of Canada
and Japan, in order to identify the resulting main offensive and defensive economic
interests. Projections concerning future economic development are included. In a

second part, Chapter Three provides an analysis of the domestic political and
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decision-making structures in Canada and Japan that relate to multilateral trade

negotiations.

The fourth chapter provides an analysis of the impact of institutional factors, as well
as norms and ideas, on the bargaining power of Canada and Japan in GATT/WTO
trade negotiations. Accordingly, this chapter continues the assessment of Canada’s
and Japan’s overall bargaining power across the multilateral negotiations of the
Uruguay Round and DDA. It focuses on the facets of “procedural power” and
“ideational power”. The chapter provides an overview of the changes within the
institutional design of the international trade regime, from GATT to WTO. It
analyses Canada’s and Japan’s profiles within different country groups from the
Uruguay Round to the DDA. It also examines the impact of norms and ideas on the
bargaining power of both Canada and Japan in multilateral trade negotiations from
the Uruguay Round to the DDA.

Chapter Five presents a detailed case-study of a specific area of negotiations on
rules. The case-study analyses the area of anti-dumping negotiations in both rounds.
The chapter presents the background of the use of anti-dumping negotiations before
and during the Uruguay Round as well as during the DDA. It provides an overview
of the negotiations, an analysis of the negotiation preferences of Canada and Japan,
and analyzes the factors conditioning their bargaining power in the anti-dumping

negotiations of both rounds.

Chapter Six presents a detailed case-study of a specific area of the negotiations on
market access. It analyses the specific area of non-agricultural market access
negotiations in both rounds. In a first section, the chapter introduces the idiosyncratic
dynamics of market access negotiations. It then provides an overview of the market
access and non-agricultural market access negotiations of the Uruguay Round and
DDA and analyzes the conditioning factors of Canada’s and Japan's bargaining

power within them.

Chapter Seven provides an overview of the more important findings in the individual

sections above and presents concluding remarks.
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Chapter 2: Conceptualization of bargaining power in the GATT/WTO.

2.1: Introduction.

The previous chapter introduced the concept of bargaining power in multilateral
trade negotiations and briefly noted that it is of considerable complexity. It provided
some initial indications on how the hypothesis of this research is to be tested. In this
chapter, the analysis continues by providing a full conceptual framework of
bargaining power in multilateral trade negotiations. This contributes to the overall
thesis in mainly two ways. First, it allows a specific definition of the complex
concept of such bargaining power to be provided. Secondly, it provides a necessary
theoretical framework with specific indicators for measuring bargaining power. It
thus outlines specifically how the research hypothesis is tested and how the
importance of the conditioning factors mentioned in the previous chapter is

measured.

Being a member-driven organization, the GATT/WTO does not institutionally
delegate power to a board of directors or the institution’s head. It thus differs
substantially from other international organizations such as the International
Monetary Fund (IMF) or the World Bank. Power is determined by the member
countries themselves and depends on the multilateral trade negotiations between
them. The multilateral trade regime has experienced an increasing complexity of
economic diplomacy. A growing number of actors are involved in decision-making
and increasingly more factors influence the processes of economic negotiations,
which take place on an increasing range of issues. The power structure that long
existed in the trade regime represented by the GATT seems to have shifted. The US
and the EU appear to have lost their hegemonic role in the negotiations. In the
current DDA it even seems that the leadership of these developed country majors is
being challenged by developing countries and emerging markets such as Brazil, India
and China. It is thus increasingly unclear which countries actually exert power over
others and why these countries are able to possess such power. Accordingly, the
study of power, especially in multilateral trade negotiations, remains very important.

This chapter reviews different theoretical topics associated with the study of power at
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different levels. The aim of the chapter is to propose a set of suitable indicators for an
analysis of bargaining power. The chapter outlines the state of play of what has been
said about factors that can determine bargaining power in multilateral trade

negotiations.

There are a number of possible definitions of power. Barnett and Duvall define
power as “the production, in and through social relations, of effects that shape the
capacities of actors to determine their circumstances and fate” (Barnett and Duvall,
2005, p.42). It can be defined as the “capacity to withstand pressure or, to put the
other way around, to force other actors to give in” (Schneider, 2005, p.672). Weber
defines it as the “probability that one actor within a social relationship will be in a
position to carry out his own will despite resistance, regardless of the basis on which
this probability exists” (Weber, 1947, p.25). Dahl offers another general definition of
power: “A has power over B to the extent that he can get B to do something that B
would not otherwise do” (Dahl, 1957, pp.202-203). Dahl provides a further
specification of the concept of power by pointing out different factors within it. He
distinguishes between the “base”, the “means”, the “amount” and the “scope” of the
power of an actor. The base is composed of the resources of an actor. The “base”
must be used if an actor wishes to exert power, i.e. change the behaviour of another
actor. Dahl defines the “means” as the instruments of this use. The “scope” is the
type of reaction of actor B. Finally, the “amount” of power is the probability that

actor B acts according to the preferences of actor A (Dahl, 1957, p.203).

It is clear that these definitions are far too general. Who are the actors? And what
factors allow them to determine their circumstances? How can the importance of the

2 13

“power to coerce”, “institutional power” and “analytical power” be separated? To
what extent are notions such as “legitimacy”, “reputation” and “values” important?
Furthermore, other elements such as the resources that a country dedicates to them
become important in multilateral trade negotiations. How much money does a
country dedicate to the negotiations at the WTO? How many negotiators does a
country have at the WTO? What kind of representation does the country have in
Geneva? What are the backgrounds of the negotiators? What is their reputation?
What is their level of expertise? These general definitions already illustrate two basic

elements of the concept of power. First, power always has to include an element of
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coercion. Actor A forces actor B to do something “that B would not otherwise do”
(Dahl, 1957, p.203). Secondly, they illustrate the importance of the element of
ascription (the attribution of something to a cause). Power is exerted by one actor
over another. In order to prove the existence of power, it is necessary to demonstrate
that the behaviour of actor B is actually caused by actor A. The first literature review
on the concept of power in international relations focuses on basic conditioning
factors of power as well as different theories attached to it. The second review then
focuses specifically on power in multilateral trade negotiations. It includes an
overview of the theory of economic diplomacy as well as negotiation theory. It
presents a taxonomy of different facets of bargaining power in multilateral trade
negotiations. Finally, the chapter outlines different specific indicators that can be

used for an analysis of this bargaining power.

2.2: Power in international relations.

2.2.1: Theoretical approaches to power in international relations.

The basic actor on which this analysis focuses is the state. This analysis of the
concept of power is based on the relations between different states. A useful starting
point for the conceptualization of power is an analysis of different theoretical
approaches dealing with power in international relations. By analyzing these
theoretical approaches, the section distils the basic ingredients, or conditioning
factors, of power in international relations. According to realist or neorealist
approaches and their variants, international relations between states take place within
a constant state of anarchy. Within this anarchy each state aims to protect its national
security and to secure its survival by means of its military and economic capabilities.
In order to secure its survival, each state tries to accumulate as many military and
economic resources as possible. As these capabilities dominate relations between
states, they are a basic ingredient of power in these relations. The basic emphasis of

this theory is thus on the attributes of the actor itself.

Approaches of structural realism illustrate this by referring to a theory of balance of

power. Such a balance can be achieved by arms races and the factors of “economic
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capabilities” and “military strength” as well as alliances (Waltz, 1979, p.118).
Similarly, Mearsheimer’s structural approach of offensive realism refers to a balance
of power (Mearsheimer, 2001). According to this, power is mainly defined by
military strength. Mearsheimer mentions different types of military power such as
independent sea power, strategic airpower, land power and nuclear weapons
(Mearsheimer, 2001, p.83). The balance of power can be shifted by economic
strength and diplomatic means such as forming alliances (Mearsheimer, 2001, p.33-
34). Stephen Walt mentions military and economic capability and adds natural
resources, as well as population, as important factors in national power (Walt, 1987,
p.263). Other authors such as Holbraad, Finlayson and Westen refer to population as
an ingredient of power when defining middle powers (Holbraad, 1984; Finlayson and
Weston, 1990). In addition to that, both the land size and the geographical location
are important factors for determining the power of a state. Land size and location can
be important because of geopolitical considerations such as potential alliance
formation or regional hegemony. In combination with military capabilities, these
factors are strongly related to a country’s security- orientated foreign policy and the
concept of political power. Although political power can be related to these material
factors, it is largely dependent on ideational factors. The importance of these factors

is analyzed in more detail below.

Realist approaches to international relations theory suggest that military and
economic capabilities are two fundamental ingredients of power. The diplomatic
process of forming alliances plays a role and can be regarded as a means to be
temporarily able to profit from the capabilities of other states. However, resources
can not automatically be translated into capabilities. The will and skill of the actors
are also important. For example, the will and skill of an army evidently plays a role
in determining its effectiveness (Strange, 1996, p.18). Knorr also refers to the
importance of skill (Knorr, 1973, p.193). Military and economic capabilities can also

generate power when they are not used, for example through deterrence.

The approach of institutionalism and its variants such as neoliberal institutionalism,
as well as regime theory, are helpful in identifying another level that affects
interactions between states. According to these approaches, international regimes can

overcome the anarchic character of the international system, and structure the
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interaction between states. These international regimes, for example in the form of
international organizations, can “regularize behaviour and control its effects”
(Keohane and Nye, 2001, p.17). According to Krasner, these regimes are “implicit or
explicit principles, norms, rules and decision-making procedures around which
actors’ expectations converge in a given area of international relations” (Krasner,
1983, p.17). Regimes create rules for the interaction of states and create a forum for
negotiation as well as for the exchange of expertise. They structure the patterns of
interaction, provide an informational environment, reduce uncertainties about other

actors and reduce transaction costs of state interaction.

As these theoretical approaches to international relations suggest, not only the
material attributes of states influence their interaction. The structures in which this
interaction takes place are important as well. Power in international relations can be
related to the ability to influence or control these structures. Such power can be
obtained from international organisations or other types of regimes. In the case of
international organisations, the institutional design of the organisation itself can have
an impact on the negotiations within it. Actors that benefit from this impact obtain
institutional power. According to Strange, the structures of other international
regimes play an important role. Power can be defined as being able to determine the
structure of the international political economy within which other actors operate
(Strange, 1988, p.25). This type of power is to be found on four different, but related
structures: the security structure, the production structure, the financial structure and
the knowledge structure. Controlling these structures is a source of power (Strange,
1988, p.26). Another ingredient of power in international relations is the ability to
influence or control the structures these relations take place in, be they in

international organizations or other regimes.

Social constructivism emphasizes the importance of the way in which the state
interaction itself as a social process influences policy outcome. The process of
interaction of states, for example in the social environments of international regimes,
generates identities, reputations, perceptions and ideas of the actors (Wendt, 1992).
Thus, international relations are not only influenced by the material capabilities of
the states and the structures in which their interaction takes place. Ideas and the

perceptions of the actors also play an important role. The ability to influence these
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ideas or to control and create such perceptions is an ingredient of power in

international relations.

How could such power be exercised? Not only the real material capabilities and the
actual use of them are ingredients of power. The ability to shape the perceptions that
others have of these capabilities is important as well. This is a fundamental element
of military deterrence. Control over perceptions of the future development of
capabilities, for example in the form of economic development, can be important.
One way of obtaining such power is to exercise practices that help create a certain
reputation, such as summits of the BRICs with the aim to create an image of them as
important emerging markets. Control over norms can be a source of power. This can
be achieved by the dissemination of information through diplomatic channels or in
public, in order to raise or put emphasis on certain issues. Debates on transparency,
fairness and the need for economic development of developing countries illustrate
the relevance of norms in the WTO. Control over such norms or the ability to
influence them are sources of power. They define the expectations of actors and the

idea of legitimate behaviour, thereby shaping their behaviour (Checkel, 2005).

A related ingredient of power is the ability to change the preferences of other actors
through persuasion, for example through principled debate (Checkel, 2005). An
illustration of this is Stephen Lukes's three-dimensional view of power, according to
whom the “absolutely basic or common core to, or primitive notion of lying behind,
all talk of power is the notion that A in some way affects B” in a significant manner
(Lukes, 2005, p.30). Thus B does something that he would not otherwise do because
of the influence of another actor. Lukes argues that there are three dimensions of
power. The one-dimensional view focuses on concrete, observable behaviour and on
the actual decision-making of actors. The focus of this view is on a direct and
observable effect that one actor has on the decisions of another. Another implied
notion is the existence of an observable conflict between the actors. This conflict
becomes apparent by the study of observable interests or preferences over specific
issues that are in conflict. The two-dimensional view includes conscious and
unconscious determination of the issues that the actors deal with in the analysis. An
actor has power if he manages to prevent potential issues over which there is an

observable conflict from appearing on the agenda. According to the third view of
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power, an actor can obtain power over an actor by changing his preferences (Lukes,
2005, p.27).

As Barnett and Duval point out, power can be expressed in different ways (Barnett
and Duvall, 2005, p.3). The theoretical body of literature dealing with taxonomies of
these different types of power is a further important source for this thesis. Barnett
and Duvall offer a taxonomy which is based on two elements. First, they distinguish
two ways of how power can be expressed: through interaction of specific actors or
through social relations of constitution. In the first case, power works through
interactions between actors that already exist. The second type concerns power
through social relations of constitution. According to this concept, the actor is not
given, but is itself produced and shaped (Barnett and Duvall, 2005, p.9-10).
Secondly, the social relations through which power works can be either direct or
diffuse. In the case of direct social relations, one actor has a direct, immediate and
specific relationship with another. In the case of diffuse social relations, the
relationship can be less specific and at a distance. For example, power can operate
through the rules of institutions which act to advantage or to disadvantage certain
actors within them. As a result, Barnett and Duval distinguish between compulsory

power, institutional power, structural power and productive power.

Compulsory power is that where one actor is capable of getting an actor to do
something that he would otherwise not do. Actor A is capable of getting actor B to
do something because of material or ideational resources that A can use to alter the
actions of B. These resources go beyond the mere material and can include symbolic
or normative resources. When it comes to institutional power, actor A does not have
direct control over B’s actions, but rather influences him in indirect ways, for
example in formal or informal institutions. The first major difference from that of
compulsory power is that the institution is not a resource of A and exists
independently from it. Secondly, there is a certain distance between the two actors,
which can be spatial or temporal. Formal or informal institutional contexts can

advantage or disadvantage certain actors.

Structural power is concerned with the structures or social positions of an actor that

determine and constitute the actor itself. Such structural positions affect social
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privileges as well as the self-understanding and social interests of actors. For
example, in a capital-labour relationship, the owner of a factory has more social
privileges than the workers. In addition, this structural relationship influences the
perceptions and self-understanding of the workers. This view of structural power is
helpful for our analysis. Barnett and Duvall emphasize that structures, for example
the global production structure, not only affect state relations in a material way. They
also function as a constitutive structure of the identities, perceptions and ideology of
the actors. Historical materialists such as Gill and Law point out that the structure of
transnational capital determines the ideology as well as the interests of state actors
(Gill and Law, 1989, p.496). World-systems theorists argue that the structure of
production can form identities as well as the preferences of states. These identities
and preferences create a reputation of certain states as being the centre, and of others
as being at the periphery of economic relations (Wallerstein, 1998). Finally,
productive power is not concerned with direct constitutional social processes as
structural power, but rather with diffuse social processes. It focuses on discourse and
systems of signification that are socially constructed (Barnett and Duvall, 2005, p.20-
21).

2.2.2: Elements of power in international relations.

From the different theoretical approaches mentioned above, | conclude the following
on the concept of power in international relations. Interactions between states can
take place on different levels. First, on the level characterized by direct interaction
influenced by material capabilities. Secondly, on the level of indirect interaction
through material structures, and thirdly on the immaterial level of interaction
characterized by the importance of ideas, conceptions, identities and reputations.
Ingredients of power can be found on each of these levels and can take different
forms. On the first level, military and economic resources and their transformation
into economic and military power are important. Military power can, for example,
take the forms of independent sea power, strategic airpower, land power, and nuclear
weapons. Economic power can be determined through market size as well as the
degree of technological development of the economy of a country. Another

important ingredient of power is the size of the population. The land size and
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geographical location of a country are also significant factors. This first level focuses
on the importance of the inherent material characteristics of the basic actor in
international relations, the state itself.

The second level relates to the importance of structures within which these states
interact. These structures can take the form of international organisations and affect
state interaction through their institutional design. They can take the form of other
international regimes such as the security structure, the production structure, the
financial structure and the knowledge structure. They can affect how states interact
both on a material level as well as on an ideational level, for example by shaping
beliefs, identities, perceptions and interests. Control over any of these structures, or
the ability to shape them, are further ingredients of power in international relations.
Thirdly, states interact at a social level, where factors such as perceptions, identities,
reputations, norms, interests and preferences play a role. Control over these aspects
of socialisation is an ingredient of power. Such control can be exercised by creating
images and reputations through the use of material structures, through persuasion or
through social practices. In addition to material aspects such as military capabilities
and geopolitical location these factors largely determine the political power of a
country. This is because these elements can be used to influence political discussions
both at the domestic and international levels. This section has provided an overview
on three basic levels or areas in which states interact and which are important for an
analysis of power in international relations. In order to analyze bargaining power in
the specific field of multilateral trade negotiations, it is necessary to further specify

relevant areas of analysis.

2.3: Power in multilateral trade neqgotiations.

Drawing from the insights on the concepts of power outlined above, the following
section addresses the concept of bargaining power in multilateral trade negotiations.
Bargaining power is the ability to influence another negotiating party in order to
obtain an advantageous outcome of an agreement. This thesis examines the
negotiation processes between states in multilateral negotiation rounds of the
GATT/WTO. It deals with the relations of different states within an international

44



organisation and so it is necessary to define the actor that has the bargaining power
being analyzed. States are not unitary actors that conduct multilateral trade
negotiations. The principal actors are governments, which are represented by
ministers or trade officials in the negotiations. This part of the study presents the
bargaining power exercised by these key trade representatives or relevant ministers.
In order to determine the ingredients of bargaining power in the economic diplomacy
conducted in GATT/WTO negotiations, a literature review of the theory of economic

diplomacy and bargaining theory is provided below.

2.3.1: Theories of economic diplomacy.

This section aims at briefly clarifying the basic scope and content of the concept of
economic diplomacy. Diplomacy can be defined as “the management of relations
between states and between states and other actors” (Barston, 2006, p.1). Economic
diplomacy can be broadly defined as the process of international economic decision-
making and negotiation (Bayne and Woolcock, 2007, p.21). The instruments used by
economic diplomacy range from informal negotiation and voluntary cooperation
through regulation, for example in the form of codes of conduct, to the enforcement
of binding rules (Bayne and Woolcock, 2007, p.4).

Before presenting different sets of theories relevant to economic diplomacy, it is
important to outline the different levels that are pertinent for decision-making
processes within economic diplomacy. An essential element of economic diplomacy
is its multi-level nature. As Deese points out, economic diplomacy is a “multiple-
level and issue bargaining game” (Deese, 2008, p.16). As mentioned above, the basic
focus of analysis is the bargaining power of states represented by state officials. The
officials represent the government of a state, which itself is elected by the public in
democracies. In the case of a democratic country, a trade negotiator constantly has to
take into account conflicting public interests. As democratic governments are
dependent on the political support of the domestic population, they must have
constant regard for the pressure of interest groups. Accordingly, an important area
where indicators for bargaining power can be found is the degree of domestic support

for current international trade goals of negotiators. Without such support, trade
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negotiators will be less able to make credible offers or threats in multilateral
negotiations. Even a large domestic market does not result in internationally credible
bargaining power if the domestic political opinion is against trade liberalization. This
importance of both the international and the domestic level for economic diplomacy

is illustrated by Putnam’s two-level game metaphor (Putnam, 1988).

Trade negotiators also have to take into account the positions of organized non-state
actors, such as business interest groups and NGOs. The role of these non-state actors
has increased considerably since 1990, and interaction between these actors takes
place transnationally. Trade negotiators must not only take into account domestic
political pressures, but also other foreign policy objectives that might compete with
current trade policy objectives. As Destler points out, the “economic complex” has to
manage trade liberalization while the “security complex” manages security-related
foreign policy objectives (Destler, 1994). As the objectives of these two policy areas
can compete with each other, the pressures resulting from such competition are
important for the exercise of bargaining power in trade policy. Credible bargaining
power in trade policy can only be exercised if the security-related foreign policy does
not clash with it. The two policy areas can be mutually reinforcing and could be used
by trade officials to maximize bargaining power. The importance of these different
areas of economic diplomacy can be described as tensions of economic diplomacy.
Key negotiators have to take these tensions into account if they want to exercise
bargaining power (Bayne and Woolcock, 2007, p.7-10). As mentioned above, market

developments are also important for decision-making in economic diplomacy.

Concerning the different theories of economic diplomacy, one set of systemic
theories tries to analyze the dynamics at the international level. Realist approaches to
systemic theories highlight the importance of structures of power and relative power
relations. Hegemonic stability theory argues that the coercive power of a hegemonic
state is necessary to ensure the functioning and the compliance with the international
trade regime. US hegemony was essential for the establishment of the GATT.
Similarly, the declining power of the US could explain the weakening of
multilateralism as well as the increase of bilateral or regional FTA negotiations
(Gilpin, 1987). Another realist systemic approach is dependency theory, which

argues that developing countries will remain underdeveloped, because the core
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developed countries will be privileged by superior gains from the liberal trading
system. Neoliberal institutionalist approaches and regime theory are relevant for
economic diplomacy. International institutions play an increasingly important role in
economic negotiations. The rules-based system of the GATT/WTO has been
progressively strengthened and has resulted in increased interdependence and
cooperation between member states. As a result, relations between member states are
not simply determined by relative power. As institutions create commonly-accepted
rules and values as well as a binding character of commitments, they increase the
degree of binding of their member countries’ policy options (Bayliss and Smith,
1998).

A second set of theories analyzes the domestic level (Frieden and Rogowski, 1996).
Here, a major difference between societal factors and state-centred factors can be
identified. Societal factors focus on different interests that exist in the society of a
state and compete to determine national preferences in the negotiations. The interests
can be distinguished from factors such as land and capital (Garret, 1988) or by
comparison of different industry sectors. For example, industries with offensive and
defensive interests that compete with each other play an important role. Other
theories cover state-centred factors. The institutional framework within which
policies are defined, for example the fact that a government is divided between
different parties, can influence the eventual outcome (Milner, 1997). Different
departmental interests can affect coordination of national policy. The institutional
structure of national decision-making can influence the degree of autonomy of the
negotiators. Furthermore, ideologies such as the paradigm of liberal trade that
regained influence after the Second World War can be important and shape the
outcomes of trade negotiations (Goldstein, 1988). Finally, individual negotiators
themselves can play an important role in shaping the outcomes. This can be

particularly important during summits and ministerial conferences.

2.3.2: Theories of neqotiation and bargaining.

After the review of different theoretical approaches to economic diplomacy it is

necessary to analyze different theories of negotiation and bargaining. Rationalist
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models of negotiation focus on the principal-agent model. The state is seen as the
agent and different national interests as the principals. The government tries to act
according to the most powerful national interest in order to guarantee its re-election.
The negotiating parties try to maximise their gains during the negotiations. They can
move to a Pareto-optimal outcome, where each party gains the maximum without
forcing the other party to do worse. The rational model of negotiation integrates
attention on two different levels that interact, as was suggested by Putnam (Putnam,
1988). Economic diplomacy deals with a variety of issues, allowing for issue linkage
in the negotiations. Concessions in one area can be exchanged for concessions in
another. Given the principle of reciprocity in trade negotiations, this linkage of issues
can be particularly important (Bayne and Woolcock, 2007, p.21-42). Constructivist
approaches highlight the importance of dialogue and persuasion on the outcome.
Persuasion can take place through reasoned argument, or through the dissemination
of information, for example on the domestic level of a foreign country (Bayne and
Woolcock, 2007, p.21-42).

The negotiation model of Odell outlines the influence that the strategies of
negotiators as well as market developments can have on the outcome of the
negotiations (Odell, 2000). In Odell’s words, in order for a negotiation to be possible,
there has to be a zone of agreement. This zone of agreement depends on the
resistance points of each party, which is “the value of the worst deal a party will
accept” (Odell, 2000, p.26). The BATNA is important, as it determines the resistance
points of each party (Fisher and Ury, 1991). The zone of agreement is defined by
these resistance points and the possibility frontier (the range of possible agreements).
It changes if these points or the frontier change (Odell, 2000, p.30). In addition to
this, the strategy of both parties and the mutual perceptions of their strategies play an
important role. Odell distinguishes two ideal types of strategy: the strategy of
distributive or value-claiming behaviour and the strategy of integrative or value-
creating behaviour. The pure value-claiming strategy is that one side demands gains
at the cost of the other. A pure value-creating strategy involves “actions designed to
expand rather than split the pie” (Odell, 2000, p.32-33). Finally, Odell points out that
market developments can be essential for shaping the outcome of negotiations. They
can, for example, change the BATNA of an actor or form new alternatives to a
negotiated agreement (Odell, 2000, pp.47-72).
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2.3.3: Different facets of bargaining power in multilateral trade negotiations.

In order to identify specific indicators of bargaining power in multilateral trade
negotiations, it is useful to establish a taxonomy of different facets of power in the
multilateral trade regime. Elsig proposes a taxonomy based on structural power,
procedural power and ideational power (Elsig, 2006, p.4). Institutional factors form
the fourth facet of power (Elsig, 2006, p.7).

2.3.3.1: Structural power: capacities and positional strength.

Structural power can be divided into two main elements. The capacities of a
negotiating party are the first element. These refer to the neo-realist concept of
power, indicating that power depends on attributes of the country itself, such as
economic and military capabilities, its population and size. The analysis of
bargaining power in trade negotiations offered in this thesis lays a focus on economic
resources and capabilities. It has become clear that in a negotiation bargaining power
depends on what an actor actually has to offer. As multilateral trade negotiations are
about economic concessions, the market size and other economic capabilities of each
actor are important. Considering the principle of reciprocity in trade negotiations,
larger relative market size increases leverage. The more a specific country has to
offer, the more interested negotiating partners become in concluding a deal. This can
be illustrated by Odell’s negotiation model described above. The country with the
smaller market size has a lot to gain from a conclusion of the deal. Accordingly, its
resistance point is lower than that of the country with a larger market size. This
increases the part of the zone of agreement where the country with the larger market

size can get high relative gains.

To determine economic capabilities, it is necessary to establish a full economic
profile of each country. This economic analysis cannot only be limited to the overall
market size of a country. The existing barriers and the existing level of access of
other actors to the market also have to be included. For example, market size only
translates into structural power in tariff negotiations if the market in question is

protected by tariff barriers, which can then be used as bargaining chips. Accordingly,
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the existing barriers to market access that can be used as concessions in the
negotiations have to be included as well. Such an economic analysis is helpful for
identifying what an actor has to offer economically. Furthermore, it allows the
determination of the economic interests of each country, such as offensive or
defensive economic interests in specific sectors. The study of preferences and
economic interests is important for the analysis of bargaining power. This is because
it is not only determined by what an actor has to offer, but also by the extent to which
each actor wishes to conclude a deal. This is illustrated by the second important

element that structural power depends on: the positional strength of a negotiating

party.

The positional strength is determined by the relative losses that each party would
have to suffer by not concluding the deal. How dependent is an actor on bringing
multilateral trade negotiations to a conclusion? This introduces the notion of
BATNA, which is often mentioned as one of the fundamental elements of bargaining
theory (Fisher and Ury, 1991). A credible BATNA is an important indicator of
bargaining power. A credible BATNA in multilateral trade negotiations can be
influenced by bilateral trade agreements or membership of regional FTAs. The link
between the BATNA and bargaining power is illustrated by Dur in his article on
European external trade policies in the 1960s (Dur, 2008). A more profitable
BATNA translates into bargaining power owing to a central element in trade
negotiations: the notion of reciprocity. Trade concessions for exports can only be
obtained by reducing import trade barriers in return. The actor with the less
profitable BATNA is more inclined to offer larger concessions in order to conclude
the deal. Dur uses the example of an increase in bargaining power due to
membership to the European Economic Community created in 1958. The member
countries of this regional trade agreement had a stronger BATNA. Their bargaining
power increased since the excluded countries were suffering from trade diversion

effects.

An additional factor that is important for positional power is the domestic ratification
of trade agreements. As Putnam points out, economic diplomacy takes place on two
levels (Putnam, 1988). Agreements that have been negotiated at the international

level need to be ratified at the domestic level. This introduces the notion of the
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“agent slack” or the autonomy of the negotiator (Bayne and Woolcock, 2007, p.28).
A strong autonomy of the negotiator can make it more likely that an agreement on
the international level is reached, but can decrease the likelihood of ratification at the
domestic level (Odell, 2000). This model can be further complemented by state-
centred approaches to economic diplomacy. These approaches analyze the degree of
centralization of a state in order to determine whether it is a “weak” or “strong” state
in trade negotiations (Katzenstein, 1978). As the institutional framework within
which trade policy is defined differs between states, this factor can affect the
bargaining power of a negotiator. For example, a negotiator with a weak autonomy is
less flexible on proposing concessions or his offers of larger concessions are less
credible in the negotiations at the international level. The same can occur if the
domestic political support for a concession is very low. However, it has been argued
that such a ratification constraint is actually an advantage in the negotiations and
increases the bargaining power of a negotiator. As Schelling stated in 1960, “in
bargaining, weakness is often strength” (Schelling, 1960, p.22). However, the degree
to which “Schelling’s conjecture” is practically relevant is contested (Evans et al.,
1993). An example which seems to contradict it is Canada’s loss of overall
credibility in agricultural negotiations of the DDA. This was due to the continued
ambiguity of its negotiation position. This resulted from the defensive interests of the
supply-managed industries in combination with its offensive interests in other
agricultural sectors. This first facet of structural power determines the baseline on
which this analysis of bargaining power is based. These factors help to identify
whether there is a structural power balance or an asymmetric structural power
relationship. In a second step, it has to be analyzed to what extent elements of

procedural and ideational power influence this structural power relationship.

2.3.3.2: The importance of procedural power.

Procedural power depends on skills as well as resources of negotiators (Elsig, 2006,
p.5). This power can be used to offset asymmetries in structural power and can thus
affect the bargaining power of an actor. The “commercial intelligence networks” of a
state can be an important source of bargaining power because of information sharing

and analysis (Drahos, 2003, p.6). Such “network capital” can affect the bargaining
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power of a country (Naurin, 2007, p.1). In highly technical negotiations, countries
with highly qualified and experienced negotiators with a strong technical expertise
on the issues are more likely to be influential. This is especially true for highly
technical rules-based topics such as anti-dumping negotiations. The amount of
money spent on a permanent representation of the country, on the personnel
dedicated to representing the country and on the training of the personnel is
important. Finally, the overall domestic (national) capacity for trade negotiations is
important (Narlikar, 2004, p.420, Jawara and Kwa, 2003, p.22, p.274, p.294, Bilal et
al., 2011, p.5).

As Odell points out, the use of different tactics, for example distributive or claiming
approaches vs. integrative approaches, can affect the outcome of the negotiations
(Odell, 2000). A factor that determines bargaining power would therefore be the use
of the relevant tactics in a certain situation in the negotiations. The effect of a
domestic ratification constraint on the bargaining power of an actor depends on
tactics within the negotiations. A hard bargaining strategy can be justified by a weak
autonomy of the negotiator or a large ratification constraint. Tactics of inter-linkage
of different policy issues, such as “forum shopping”, can play a role. For example,
different aspects of foreign policy and trade policy can be interlinked in different
forums to maximize bargaining power within them. In addition, the negotiating

resources that a country attributes to multilateral trade negotiations are important.

An additional interesting tactic is persuasion. This tactic can be used in a variety of
ways. One negotiating party can try to lobby within the domestic level of another
country and try to influence the opinions of leading industries or even public opinion.
This can affect the BATNA of another party and the degree to which it wants to
conclude a deal. Such control over information can change the preferences of
countries themselves. This view can be illustrated by the negotiation theory of a two-
level game with different industries affecting the resulting preferences of the
government. If a country manages to influence interest groups on the negotiating
partner’s domestic level by using information or disinformation, it can have an
impact on the preferences of the negotiating partner. Influencing the preferences of
the negotiating partner through such dissemination of information can affect the

bargaining power of a country. Thus, the ability to control or disseminate
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information in the negotiations is important. As the constructivist approach to
negotiation theory points out, not only information, but also persuasion through
principled debate, can change the preferences of the negotiating partner. The
negotiating skills of the government’s representatives to perform such persuasion are
a source of bargaining power. Not only the actual economic performance affects
current negotiations, but also future estimations about economic development can
play a role. The gains of obtaining concessions in trade barriers granting access to a
market that is still in the process of developing will be judged to be more valuable
already in current negotiations. The analysis thus needs to go beyond current
economic power and take into account predictions on potential development of
markets. One possible strategy of persuasion for certain countries is to try to use

future estimates in order to obtain bargaining power already in current negotiations.

The strategy of participating in different country groupings can be important. These
groupings can be divided into three main classifications: “structural groups”, based
on geographic similarities or free trade areas (for example, ASEAN, MERCOSUR,
NAFTA); “representative groups”, which represent different interests of a country;
and bargaining coalitions (Costantini et al., 2007, p.865). According to the definition
of Narlikar, “a bargaining coalition is a group of decision makers participating in a
negotiation, who agree to act in concert to achieve a common end. The collective
defence of a common position by a coalition is the product of conscious
coordination, rather than a coincidental alignment of interests” (Narlikar, 2012,
p.185).2 Such coalitions can be used for a pooling of power in support of specific
objectives (Costantini et al., 2007, p.866, Elgstrom, 2001, Jones, 2010, p.99,
Narlikar, 2003, p.14). They can be used to increase the bargaining power of weaker
states and to overcome a situation of power asymmetry (Ozden, 2003, Narlikar 2003,
2006, Odell, 2006, Kumar, 2007).

The participation in central decision-making groups, such as the “Green Room”
meetings, or the most central negotiating groups, such as the Quad, FIPs or G-4, can

also have an impact on a country’s bargaining power. The important point is that

2 Distinguishing between the multitude of different country groupings, also Narlikar points out that
coalitions are “different from groupings or countries that are bound together by regional trade
agreements (RTAS); some RTAs may translate into shared bargaining positions for their members, but
very few RTAs (...) have actually served as a springboard for collective bargaining in either the GATT
or the WTO” (Narlikar, 2012, p.185).
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being able to participate in the meetings is an ingredient of bargaining power itself
owing to the structure of multilateral trade negotiations. It allows a country to
participate directly in the most important decision-making processes, and to obtain
information in a direct way which other countries cannot. As outlined below,
obtaining information first hand enables a country to transmit this information to
other countries. This ability can result in an increase of its bargaining power. As a
general point, the effectiveness of these country groups and coalitions can vary
during different stages of the negotiations. They can prove to be effective during the
agenda-setting phase, but their importance can decrease during the later deal-making
phase (Birkbeck and Harbourd, 2011, p.10).

2.3.3.3: The importance of ideational power.

Ideational power results from the influence of ideas and normative power in
multilateral trade relations. The importance of ideas is illustrated by the
constructivist approaches described above. More specifically, normative political
theory suggests that these ideas, values and norms are important in negotiations and
multilateral institutions (Finnemore and Sikkink, 1998). Three types of norms can be
distinguished. First, general norms, for example in the case of the EU, include
“support for democracy, the rule of law, human rights, good governance”. Secondly,
framework norms determine “the underlying approach to market regulation”.
Thirdly, specific norms or standards are specific regulatory provisions defined by the
national law of a country. Note that, in order to exert normative power, norms do not
have to be distinctively linked to the actor who plans to exert this type of power.
Normative power can be exerted by being the first actor to implement and apply
existing norms. By leading the process of implementation of norms, an actor can
exert power through his own interpretation of these norms. This can then serve as an
example and thus influence the behaviour of other actors (Woolcock, 2012, pp.27-
29).

The use of such normative power can take different forms. For example, ideas can be
a tool to frame issues (Sell and Prakash, 2004, Odell and Sell, 2006). Such framing

54



of issues can lead to a “normative entrapment” of a negotiator.> Framing one’s own
preferences as consistent with existing norms within an institution can have an effect
on the bargaining power of actors. The importance and role of ideas is linked to civil
society networks such as international epistemic communities (Haas, 1992).
Individual countries can also cooperate with civil society actors, such as NGOs, in
order to increase their ideational power (Drahos 2003, p.7). This influence stems
mainly from the ability of NGOs to reframe issues and debates (Steffek, 2012, p.313,
Tussie and Saguier, 2011, p.10). Especially when shared by such channels of
influence within civil society, such ideas can be a legitimizing device. Ideas can also
be used as a tool to determine policy problems or solutions in the negotiations.
Ideational or normative power is especially relevant during earlier stages of
multilateral trade negotiations such as the agenda-setting phase (Tussie and Saguier,
2011, p.13).

The dissemination of information can be used to create a certain international
reputation or to influence a public debate. As pointed out by the constructivist
approaches above, ideas such as reputations of specific actors are the product of the
social interaction between them. The specific link between the reputation of an actor
and ideational power can be illustrated through framing. Zald defines framing as
“specific metaphors, symbolic representations and cognitive clues used to render or
cast behaviour and events in an evaluative mode and to suggest alternative modes of
actions” (Zald, 1996, p.262). Actors can frame their behaviour or events in order to
create certain reputations, which can then result in an increase of their ideational
power in the negotiations. Such framing can take place, for example, through the
dissemination of information. Studies predicting that the BRIC countries will
experience a particularly strong economic development in the future already increase
the importance of Brazil, Russia, India and China in the WTO today. Another way of
creating such reputations is the practice of organizing regular summits, for example
of the BRIC or IBSA (India, Brazil, South Africa) countries. Public debates about
norms can be important for multilateral trade negotiations. For example, the question

of transparency in the WTO played a role during the 1999 ministerial conference in

3 For example, Thomas, analyzing the relevance of normative institutionalism for EU decision-
making, points out that “the perception of normative (in)consistency is subject to deliberate acts of
‘framing’ that link issues and choices to pre-existing ideas and prior experiences” (Thomas, 2009,
p.345).
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Seattle and is still important. The questions of how to address the issues of
development and fairness affect the current DDA negotiations. It is clear that such
norms and ideas can have an effect on the bargaining power of certain countries.
Ideas and norms can affect the preferences of actors. Countries that can shape public
debates through information and practices such as summitry can increase their

normative power in trade negotiations.

2.4: Indicators of bargaining power in multilateral trade negotiations.

As shown in Table 2, this study analyses the following factors conditioning
bargaining power: economic power, domestic politics, participation in negotiation
groups/coalitions and ideational power. In addition to these factors, the importance of
foreign policy and geo-strategic considerations as a general conditioning factor will
be analyzed. This section focuses on the identification of relevant indicators of

bargaining power in multilateral trade negotiations of these factors.

Table 2: Overview of relevant indicators of bargaining power.

Conditioning factors of | Relevant indicators:

bargaining power:

Economic power: Share of global GDP (PPP).

Share of global imports.

Share of global exports.

Net outflows of foreign direct investment.

Currency reserves.

Degree of openness to international trade of each
sector, e.g. the remaining tariff barriers in trade in

goods or services sectors that remain protected.

Concessions made to key trading partners through

bilateral and regional FTAs.

Domestic politics: Ability and willingness to make concessions in

relevant sectors, degree of defensiveness and

influence of domestic interest groups.
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Domestic cohesion: degree of cohesion of member
states or administrative parts (e.g. provinces) of a

country.

Use of claiming or distributive negotiation tactics in
attempts to obtain bargaining power from domestic
ratification problems or limited domestic political

support.

Type of institutional links between influential
domestic interest groups and trade policy decision-
makers (e.g. formal and informal consultation

channels).

Participation in central
negotiating groups /

coalitions:

Participation in negotiating coalitions:

Indicators for a gain in bargaining power through the
mere participation in the coalition for all participating
countries:

- degree of increase of technical expertise
through participation as well as cost sharing
of information gathering.

- information sharing.

Indicators for a potential additional gain of
bargaining power for certain participating countries:

- number of participants and economic power
of the coalition.

- degree of cohesion and unity within the
coalition.

- degree of overlap between the overall
bargaining position of the coalition and the
preferences of the member country.

- official role of the member country within
the coalition (e.g. role of representative or

coordinator of the coalition).

Participation in central negotiating groups at the top

of the “pyramiding process”:

- relative advantage over non-participating

57



countries, for example through a gain of
information,  expertise and  technical
competence.

- direct participation in the negotiations within

these most exclusive negotiation groups.

Ideational / normative Reference made to norms or ideas as a reason to
power: pursue the interests of specific countries, for example
in the form of proposals or comments during the

negotiations.

Reference made to norms or ideas within specific
bargaining coalitions as a reason to provide a country
with a specific role in the coalition, such as a role as

representative or coordinator.

Gain of legitimacy, for example through the ability to
frame the participation in central negotiation groups
in order to create a certain reputation in the

negotiations.

Economic power.

The first important factor is economic power and an important aspect of this is the
size of the country's economic market. This relates to Schelling’s basic definition of
bargaining power as the power to hurt (Schelling, 1966, p.2). Economic power thus
depends on the relative market size of different actors, which determines what an
actor has to offer in the negotiations and how relevant or interesting this offer is for
other actors (Steinberg, 2002, p.347-348). The larger the relative size of the market
of country A, the more relevant and interesting it becomes for other countries. This
provides country A with the ability to “hurt” other countries by not making the

concessions that they ask for.

Landau points out that having a market that others are interested in or dependent on
enables a country to make threats in the negotiations (Landau, 2000, p.12). This also

illustrates the importance of being able to use threats when it comes to economic
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power. Exercising economic power can take the form of making threats to other
actors. For example, an actor can threaten to resist making a market access
concession, which another actor is especially interested in, unless he gets certain
concessions in return. In addition, an actor can threaten to withdraw certain non-
binding market access concessions in case the other actor is dependent on this market
access as a trading partner. This element of threats can also be important when it
comes to contingent protection through anti-dumping, countervailing duties and
safeguard protection (World Bank, 2013b). For example, an actor can threaten to
initiate an anti-dumping investigation as a reaction to the practice of dumping. Such
an anti-dumping investigation can result in the introduction of anti-dumping duties,
thus decreasing existing market access for the country facing the duties. Threats of
initiating an anti-dumping investigation are more effective when used against
countries that are dependent on existing market access as a trading partner.
Furthermore, economic power can also be influenced by domestic legislation
opening the scope for market closure. As shown in the later analysis, both Canada’s
and Japan’s overall market size relatively decreased from the Uruguay Round to the
DDA. As illustrated in the next chapter, their relatively lower share of world GDP
and share of global imports and exports suggest a decrease in their bargaining power
from one round to the other.

This ability to hurt not only depends on the size of the market, but also on the level
of existing protection of the market and the specific sectors in question. If a large and
important market has already been largely opened up, it does not provide the actor
with any ability to hurt others. The binding concessions already made in each
specific sector thus have to be included into the analysis. This point is relevant for
binding concessions, such as “bound tariffs”, where an actor cannot easily threaten to
restrict existing access beyond this point. As a result, the still-protected areas of an
economy, in which actors can make concessions that are relevant and important for

other actors, are one factor determining bargaining power.

This can be illustrated, for example, by Canada’s and Japan’s negotiation profiles in
the market access/non-agricultural market access negotiations during the Uruguay
Round and DDA. Because of significant tariff concessions made during the Uruguay

Round, both Canada and Japan now have less to offer in terms of tariff reductions.
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This reduces the amount of bargaining chips that they can use in non-agricultural
market access negotiations of the DDA. In addition to this, the combined sectors still
protected by remaining higher tariffs during the DDA, only account for a smaller
share of total imports than was the case during the Uruguay Round. This point
highlights the importance of market size mentioned above. This reduced ability of
both Canada and Japan to make concessions is a factor suggesting a decrease in their
bargaining power, especially in non-agricultural market access negotiations during
the DDA.

As a result of a small relative market size and low relative ability to make relevant
concessions, patience becomes an important factor controlling economic power. The
country that is less interested in the agreement can more easily wait until the other
country that is more interested agrees to make additional concessions (Oatley, 2011,
p.56-58, Epifani and Vitaloni, 2006, p.8, Steinberg, 2002, p.347-348). This factor is
related to the domestic political level of the negotiating countries. Another important
factor related to patience is the outside option of each actor (Steinberg, 2002, pp.347-
348, Oatley, 2011, p.56-58). As Landau points out: “the ability to walk away from a
deal is the ultimate source of bargaining power” (Landau, 2000, p.12). A general
point relating to economic power is the fact that such economic concessions, for
example on market access, can be traded against concessions in other market access
issues or in rules-based negotiations by issue linkage. The importance of an exchange
of concessions through issue linkage is strongly associated with the conditioning
factor of domestic politics and will be outlined in further detail below.

As outlined above, the current market size and degree of openness is an important.
This study also includes future predictions on economic market size and
development in the analysis. These predictions can be especially important for
negotiations on market access, for example in the area of non-agricultural market
access negotiations. Once bound tariff concessions are given they remain permanent.
As a result, when a sector or market protected by former reduced tariffs subsequently
grows and thus its share of imports increases, the resulting benefit of the tariff
reduction will increase as well. Tariff reductions in sectors or markets that are
predicted to grow thus have an increased value in trade negotiations. The relative

size of the economic markets of both Canada and Japan are currently predicted to

60



decline in the short-term. Long-term calculations also predict a relative decline in
their economic markets, especially in comparison with emerging markets such as
India, Brazil and China. This already affects their bargaining power in multilateral
trade negotiations, especially in the non-agricultural market access negotiations of
the DDA.

As shown in Table 1, useful indicators of economic power are the global share of
GDP (PPP) and the global share of imports. The share of world imports, as well as
world exports of a country, are also useful indicators (Odell, 2007, p.10). An analysis
of the sectorial composition of the total economy as well as of the sectorial
composition of both exports and imports is important. The net outflows of FDI and
its main recipient countries, the currency reserves and the financial assets, are
important (Odell, 2007, p.10). These indicators have to be analyzed from the
beginning of the Uruguay Round onwards. The degree of openness to international
trade of each sector needs to be included, for example, in the form of the remaining
tariff barriers in trade in goods (both bound and applied tariff rates) or the level of
protection in services sectors. The concessions made to key trading partners through

bilateral and regional FTAs have to be included.

Domestic politics:

As already pointed out, domestic politics are important for the economic power of a
country. The domestic level is one on which factors that condition bargaining power
can be found. Domestic politics, overall domestic cohesion and domestic institutions
are important factors that influence bargaining power. As stated in Table 1, domestic
politics is relevant, for example, if influential defensive interest groups prevent a
country from offering economic concessions in specific sectors. The ability and
willingness of a government to use the resulting economic power is thus important.
The economic indicators above only result in economic power for a country if that
country is both able and willing to use them. The defensiveness and influence of
specific domestic interest groups has to be included in the analysis. Two specific
examples are the defensive interest groups in the Japanese agricultural sector and the

Canadian supply-managed agricultural sector which have been consistently
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influential throughout the Uruguay Round and DDA negotiations. These interest
groups limited the ability of both Canada and Japan to make more substantial
concessions in these sectors in the Uruguay Round. They also continue to limit their

ability to use concessions in these sectors as bargaining chips in the DDA.

The importance of these offensive and defensive interest groups is not limited to the
negotiations on specific issue areas. This is because of issue linkage between topics
in multilateral trade negotiations. For example, the interests of offensive and
defensive interest groups in the agricultural sector are not only limited to the
economic power of the country in negotiations on agriculture. Through issue linkage,
concessions in agriculture can also be used as bargaining chips in the negotiations on
other issues, such as non-agricultural market access. Considering the principle of
reciprocity mentioned above, issue linkage illustrates the importance of domestic
politics as a conditioning factor of bargaining power, as it plays out at the domestic
level. If country A demands a concession from country B, it has to be able to offer
bargaining chips in return. On the domestic level, this means that the country A has
to compensate country B for not protecting the interests of certain domestic groups
(which are, for example, opposed to making the concession in question). This
compensation can take the form of a reciprocal concession in negotiations on another
issue, which other interest groups of the country demand. As a result, the domestic
“political cost” of making concessions in one issue area can be offset by gaining
reciprocal concessions in return in another issue area. The dynamic of issue linkage
demonstrates the importance of domestic politics as a conditioning factor of
bargaining power. Such issue linkage occurs, for example, between agriculture and
market access/non-agricultural market access in the Uruguay Round and DDA
negotiations. Furthermore, issue linkage is relevant in market access/non-agricultural
market access and anti-dumping negotiations. Japan especially was able to increase
its bargaining power in the anti-dumping negotiations of the Uruguay Round by
offering concessions on non-agricultural market access negotiations, for example to

the US, through issue linkage.

The configuration of domestic interest groups can also be an important conditioning
factor of bargaining power by affecting the credibility of a country’s negotiating

position on specific negotiation issues. If a country has important domestic interest
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groups, with both offensive and defensive economic interests in the same area, this
can result in an ambiguous negotiating position. A continuous ambiguous negotiating
position can affect the overall credibility of the country and thus decrease its
bargaining power. This is the case for Canada’s continuous ambiguous position in
the agricultural negotiations of the DDA. Prolonged ambiguity between the defensive
interests of the supply-managed industries and the offensive interests of other
agricultural industries has affected the credibility of Canada’s negotiating position in

agricultural negotiations.

The importance of domestic politics can extend beyond the configuration of domestic
interest groups and refer to overall domestic cohesion. For example, the domestic
cohesion of individual member states can be important in the case of the EU. For
Canada, the domestic cohesion of individual administrative provinces, each with
their own powers and preferences, can be important in international trade
negotiations. The factors of domestic politics and overall domestic cohesion are
important, as other countries may try to exert influence within a negotiating country.
These other countries can try to influence interest groups, member states or
administrative parts of a country at the negotiating partner’s domestic level by the

use of information or campaigns.

Domestic institutions themselves can also become important. Their analysis requires
recognition of domestic power-sharing mechanisms, the number of veto players and
the link between parties and interest groups. These components can affect the
bargaining power of a country (Da Concei¢ao-Heldt, 2011, p.6-8). Giving a
negotiator less flexibility in the negotiations can increase his bargaining power (Da
Conceigao-Heldt, 2011, p.6-8), a factor related to “Schelling’s conjencture”. Also the
institutional links between influential domestic interest groups and trade policy
decision-makers are important (Da Concei¢do-Heldt, 2011, p.6-8). Domestic
institutional structures, such as formal and informal consultation channels between
interest groups and decision-makers, can influence the bargaining power of a

country.

Such channels of influence exist in Canada for the defensive interest groups of the

supply-managed sectors, for example in the form of official Committees or informal
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bilateral meetings with policy makers and trade negotiators. Examples in Japan are
the link between the domestic interest group Japan Agriculture (JA) and the Ministry
of Agriculture, Forestry, and Fisheries (MAFF) and the existence of personal
relationships between business interests and Japanese politicians. The importance of
electoral system structure is illustrated by the Japanese electoral system, which
benefits rural farmers through increasing their voting power. In Canada's case, most
of the supply-managed industries are located in the central provinces of Quebec and
Ontario and are thus especially able to exert influence in these provinces. They both
have particularly large numbers of seats in parliament and so are very important for

the federal government.

Participation in negotiation groups / coalitions.

The following section presents specific analysis of participating in negotiating
groups and negotiation coalitions. This research differentiates intergovernmental
bargaining coalitions from central negotiation groups. For an illustration of the
indicators relevant for the analysis of gains in bargaining power from participating in
these coalitions and groups see Table 1. Participation in central negotiation groups
can be important. For example, participation in the groups at the top of the so-called
“pyramiding process” can increase the overall bargaining power of individual
countries by providing them with additional information, expertise and technical
competence. An important example of such a group is the Quad during the Uruguay
Round negotiations, which enabled Canada and Japan to profit from participation in
this exclusive and influential decision-making group. It also enabled them to profit

from an information asymmetry towards non-participating countries.

The mere fact that a country participates in a coalition can increase its bargaining
power. As Naurin points out from an analysis of the role of coalitions in EU
decision-making, coalitions can be seen as important networks (Naurin, 2007). The
participation in coalitions itself can thus increase the expertise and technical
competence of its participating members and can be used to share costs of
information gathering. For example, one country can represent the coalition in

central meetings and then pass information to the other coalition members. This was
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the case, for example, in the G20 coalition during the DDA negotiations. The
coordinator of the group participated in central small group negotiations and then
passed information to the other members of the coalition. As Patel points out,
coalitions can also be used to reduce the burden of technical analysis among its
members, emphasising the element of exclusiveness of participation in a coalition.
By the mere fact of participation in a coalition a country is able to profit from a
relative advantage over non-participating members. Furthermore, coalitions can be
used to enhance the “commercial intelligence networks” of a country, which are

important factors in a country’s bargaining power (Patel, 2007, p.11).

A member country can profit from additional gains in bargaining power beyond the
factors of expertise, technical competence and information sharing. The analysis of
the full gain of bargaining power through participating in a coalition has to go
beyond these factors. Different indicators are needed when measuring the additional
gain in bargaining power through participation in a negotiating coalition. The
influence of a coalition can be enhanced by cooperating with civil society actors,
such as NGOs (Tussie and Saguier, 2011, p.10). The number of participants of the
group and its economic power are vital. A large group with strong economic power is
more likely to be influential in the negotiations. The share of the global GDP of the
group members and their share of global imports and exports are important
indicators, which are helpful in determining the overall influence of a coalition. Its
overall influence has to be known, to determine to what extent a member country can
gain additional bargaining power from participating in a coalition, and it defines the
potential additional gain of bargaining power for the participants. If a coalition does
not represent a major share of world markets, and does not have an influential profile
in the negotiations, its members are unlikely to profit from gains in bargaining power
beyond the advantages of information sharing, gain in expertise and technical

competence.

To what extent the group is able to make use of this economic power in the
negotiations has to be analyzed. The unity of the group and the degree of cohesion
within the group are important (Costantini et al., 2007, p.868, Rubin and Brown,
1975, p.199). The total number of participants, the diversity of individual country

objectives, resource-based structural interests, shared identities among members, the
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degree of institutionalization of the group and leadership of certain countries within
the group determine the degree of cohesion (Narlikar, 2003, p.33, Odell, 2000, p.50).
Cohesion can also be influenced by the type of the coalition, either more bloc-type or
more issue-based. Achieving unity within a coalition can result in a very general and
broad negotiating position, which can weaken the overall influence of the group
(Drahos, 2003). An example of the importance of cohesion in a coalition is the
profile of the Joint Proposal group during the TRIPS negotiations of the DDA. The
Joint Proposal group only had low cohesion and fluctuating membership, with Japan
stopping its sponsorship of the group’s proposals from 2004 to 2008. The low
cohesion resulted in a limited gain of bargaining power for Canada and especially
Japan. The low cohesion of the FANSs group in negotiations on anti-dumping during
the DDA also contributed to Japan’s inability to gain bargaining power by

participating in it.

The degree of overlap between the overall bargaining position of a coalition and the
preferences of a country is an indicator to be identified. A country can only profit
from participating in a coalition if the final consensus of the group and the resulting
bargaining position overlap with the individual negotiating preferences of the
country. This is illustrated by Japan’s outlier position in the FANs coalition in the
anti-dumping negotiations of the DDA. Owing to its radical position, Japan was
isolated within the group. This limited its ability to gain bargaining power from its
participation. This factor also limited the ability of Canada to increase its bargaining
power by participating in the Cairns group. This was due to Canada’s ambiguous
position of having both offensive and defensive interests in agricultural negotiations,
interests which did not overlap with the overall preferences of the Cairns group. This
shows how the domestic element of defensive interest groups of the supply-managed
industries affects Canada’s ability to increase its bargaining power through

participation in coalitions.

Additionally the official role that a country plays within a group is important. For
example, being the representative of the group in smaller negotiation groups at the
top of the “pyramiding process”, or being the coordinator of the group, can increase
the bargaining power of a country in the negotiations. This point is related to the

degree of overlap between the positions mentioned above, where an official position
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can be used to increase the overlap. One example of this importance is the unclear
leadership status of Japan in the G-10 owing to the influential role of Switzerland in
the coalition. Another isthe inability of Canada to obtain clear leadership status in the
Cairns group because of Australia’s dominant position in it. For a complete analysis,
the extent to which other negotiating countries that oppose these specific preferences
can themselves profit from participating in bargaining coalitions has to be
considered.

Ideational / normative power.

Norms are a factor that can affect the bargaining power of a country. The framing of
ideas can be used to position one’s own preferences relative to existing norms. This
can then be used to increase the legitimacy of one’s own preferences. This aspect
dictates the position of a country in the spectrum of existing norms. A country with
preferences considered fully aligned with the norms important for a large part of
GATT/WTO membership can increase its bargaining power. As shown in Table 1,
ideas and norms can be used to form specific country groups or to achieve the status
of leader or coordinator within a negotiating coalition.

An example of this is the fact that the norm of internal transparency contributed to
the end of the old “club model” of informal decision-making groups, from which
both Canada and Japan were able to profit during the Uruguay Round. Secondly, the
growing importance of norms of fairness and equality in the negotiations has
generally decreased the normative power of developed countries. While this does not
specifically reduce the bargaining power of Canada and Japan only, it suggests a
relative loss of bargaining power in comparison with developing countries and
emerging markets. By framing their ideas, Brazil and India can be seen as examples
of countries trying to establish reputations of being representatives of developing
countries’ values. Such reputations can increase their ability to take leading roles
within coalitions such as the G-20, and to increase their bargaining power. Another
example is Canada’s ability especially to use its participation in the Quad to create a
reputation of being an “honest broker” in the negotiations and thus to increase its

legitimacy.
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An important point related to normative power is the logic of appropriateness that
countries follow in multilateral trade negotiations. When negotiating in multilateral
forums, negotiating countries follow rules of appropriateness, by which participants
do not simply act according to their own preferences, as they have incentives to fulfil
the expectations of the other negotiating actors with respect to the prevailing norms
(Rittberger and Zangl, 2006, p.22). These rules of appropriate behaviour influence
the bargaining process and can affect the bargaining power of countries. For
example, the use of certain side-payments may be considered unacceptable by the
standard of generally accepted norms. The logic of appropriateness can influence the
value associated with a concession. If a specific concession of a country is
considered to be overdue as a generally accepted consensus, its value will be
decreased. The logic of appropriateness also includes time as a factor. If, for
example, one country has been blocking negotiations for a long time, this factor of
constant blocking will put additional pressure on this country owing to the logic of
appropriateness of not risking a breakdown simply because of immobility on
personal preferences. This aspect of appropriate behaviour is related to the
importance of NGOs and other civil society actors that can start campaigns to apply
pressure to states to act according to norms and appropriate behaviour (Rittberger
and Zangl, 2006, p.23).

These different factors and indicators of bargaining power illustrate the importance
of foreign policy objectives. Accordingly, the following assessment takes into
account the importance of these considerations for each of the factors and indicators
outlined above. How and to what extent these considerations influence and shape
these indicators and factors are analyzed. These indicators can affect the willingness
of a country to open its markets to another country and affect its economic power.
They can influence the formation of a coalition or the specific role that a country
plays within a coalition. They can also affect the ideational power of a country.
Finally, they can be relevant when used as an additional forum concerning the

strategy of “forum shopping”.

Furthermore, the analysis of these indicators includes the position of a particular
country in the spectrum of the overall membership of multilateral trade negotiations.

Bargaining power also depends on this position in the overall spectrum of
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membership. If the preferences of a country are considered to be very radical
compared with an existing consensus of the GATT/WTO membership, or compared
with a shared position of large parts of the membership, this country is likely to lose
bargaining power. On the other hand, if there is a consensus, or a widely shared
position, and the preferences of a specific country align with it, this will increase its
relative bargaining power compared with more radical countries. This factor can be
illustrated by Japan’s radical position in anti-dumping negotiations during the DDA.
While this position was not perceived as radical in the Uruguay Round, it is now
perceived as increasingly radical owing to a changing configuration of interests of
large parts of the remaining membership. This suggests a relative loss of bargaining
power of Japan in these negotiations. As mentioned above, this radical position also
limits Japan’s ability to increase its bargaining power through its participation in

coalitions such as the FANSs group.

Other background factors.

Bargaining power can be influenced by threats or inducements in the form of side-
payments or through the process of “bilateral arm-twisting” (Narlikar, 2004, p.424,
Jawara and Kwa, 2003, p.149, p.155). These actions highlight the importance of
financial resources as a conditioning factor of bargaining power. Bilateral arm-
twisting can take the form of threats against ambassadors (Jawara and Kwa, 2003,
p.151, Narlikar, 2004, p.422). However, these factors of side-payments, “bilateral
arm-twisting” and threats against ambassadors are only included as background

factors into the analysis.

2.5: Conclusion.

The conceptualization of bargaining power offered in this thesis goes beyond the
classical power-as-resources approach developed by neo-realists. According to the
latter approach, relative power is primarily determined by the resources and
capabilities of a country (Schmidt, 2007). The concept used in this thesis assumes

that bargaining power in multilateral trade negotiations is not only determined by the
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resources of military or economic capabilities but rather takes a relational or
interdependent approach. Power is “a relationship in which the behaviour of actor A
at least partially causes a change in the behaviour of actor B” (Baldwin, 2002,
p.178). The concept of bargaining power therefore has to be analyzed in two steps.
First, the structural power of an actor, which is determined by the capacities of a
country and its positional strength in the negotiations, has to be analyzed. In the
second step, both the procedural power, depending on bargaining skills, tactics and
bargaining resources, as well as the ideational power, dependent on ideas and norms,
are considered (Elsig, 2006). Sources of bargaining power can be found on these

different levels.

Considering the analysis above and the hypothesis outlined in Chapter One, the
analytical framework that is proposed in this thesis focuses on the following factors.
Within the process of multilateral trade negotiations, bargaining takes place on three
fundamental levels: between the member states of the GATT/WTO; between
competing domestic interest groups and the government of the state; between and
within country coalitions in the GATT/WTO regime. This study analyzes bargaining
power at the level between states, while taking into account how bargaining at the
two other levels influences it. The analysis of bargaining power on these different
levels focuses on a country’s economic power, on domestic politics, on its
participation in negotiation groups/coalitions, as well as on its normative/ideational
power. With regard to the analysis of these factors, the importance of foreign policy
and geo-strategic considerations is considered; the position of a particular country in
the spectrum of the overall membership is also taken into account. Other factors such
as intelligence and the use of information of a country, the use of side payments or
“arm-twisting” and the resources spent on the negotiations, can influence the
bargaining power of a country and are included as background information. A

detailed list of specific indicators that the analysis focuses on is provided in Table 1.

This chapter has provided a full conceptual framework of bargaining power in
multilateral trade negotiations. It has described a taxonomy of different facets of
bargaining power and identified specific indicators of the different conditioning
factors of these facets. On the basis of this analytical framework and these indicators

for the analysis of different conditioning factors, the following chapter begins a
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general analysis of the overall bargaining power of Canada and Japan in the Uruguay
Round and DDA negotiations. Chapter Three begins this analysis by focusing on the
structural power of Canada and Japan, the importance of domestic politics and the

importance of issue linkage for their overall bargaining power.
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Chapter 3: Analysis of Canada’s and Japan’s economic profiles and domestic

decision-making structures from the Uruguay Round to the Doha round.

3.1: Introduction.

The previous chapter provided a conceptualization of bargaining power in
multilateral trade negotiations, as well as a theoretical framework with indicators for
its measurement. Having provided a framework for analysis, this research provides
an overall assessment of the bargaining power of Canada and Japan in the Uruguay
Round and DDA negotiations. As this thesis takes a relational and interdependent
approach in the conceptualization of bargaining power, it takes into account the
structural power of an actor, which is determined by the capacities of the country and
its positional strength in the negotiations. Both the procedural power, dependent on
bargaining skills, tactics and bargaining resources, and the ideational power,
dependent on ideas and norms, are analyzed. Within this analysis, this chapter
employs Elsig’s notion of “structural power” and is based on the analysis of material

capabilities as well as the “power as resources” approach outlined above (Elsig,

2006).

The chapter contributes to the thesis in three ways. First, it provides a historical
overview of the development of Canada’s and Japan’s economic profiles since the
start of the Uruguay Round. It identifies the economic “bargaining chips” of both
countries. This element of “bargaining chips”, or what a country has to offer, is a
fundamental part of the “structural power” described above. Secondly, it deals with
the first step of the analysis of bargaining power: the identification of the goals of the
actors. Bargaining is fundamentally about achieving an outcome that is as close as
possible to the negotiating country's goals, and against the will of other actors.
Bargaining power is the ability to achieve this. The analysis of bargaining power
requires as a first step an identification of the goals of the actors involved in the
bargaining process. It is necessary to identify to what extent these goals have
changed over time. The chapter identifies the main offensive and defensive economic
interests of Canada and Japan in a historical overview from the Uruguay Round to
the DDA. Thirdly, it provides an analysis of the domestic political and decision-

making structures in Canada and Japan that relate to multilateral trade negotiations. It
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analyzes the role of political institutions and the structures of participation of
domestic stakeholders and civil society. It also presents the decision-making
processes within the government and ministries. This analysis includes the evolution

of these structures from the Uruguay Round to the DDA.

The chapter is divided into three parts. First, a brief overview of the economic
history of Canada and Japan since World War Il is provided. As background
information to the analysis, a concise history of the “coming of age” of the main
emerging markets follows. The first part then continues with an overview of the
economic development of Canada and Japan since the start of the Uruguay Round in
comparison with that of other major players. This analyzes a number of economic
variables and includes other factors such as the population and the resulting size of
consumer markets. It includes scenarios of the future economic development of
Canada and Japan in comparison with that of other key countries. Secondly, in order
to be sufficiently detailed, the chapter provides a sectoral analysis of the economic
profiles of Canada and Japan since the start of the Uruguay Round. The most
important exporting and importing economic sectors of Canada and Japan are
identified, and their development since the start of the Uruguay Round is analyzed.
The second part allows identification of the major offensive and defensive economic
interests of Canada and Japan in both the Uruguay Round and the DDA. These first
two parts review the “bargaining chips” of Canada and Japan in both negotiations.
Thirdly, the chapter analyzes the domestic political and decision-making structures
that relate to multilateral trade negotiations, which is used to identify structural
domestic factors that can have an impact on Canadian and Japanese trade policy

abroad.

3.2: Overview of the economic history of Canada and Japan.

A brief overview of the economic history of Canada and Japan since World War 1l
follows, to provide a historical background for the subsequent analysis of their
economic profiles. Despite the severe situation that Japan faced with the destruction
of large parts of its industry and cities at the end of World War II, Japan’s economy
started to expand at the beginning of the 1950s. This development laid the foundation
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for a period of constant and rapid economic growth known as Japan’s “post-war
economic miracle”. Between 1950 and the first oil-crisis in 1973, the Japanese
economy grew at an annual rate of 10%. During this time, Japan experienced an
expansion of its heavy industries such as the iron, steel, chemical, automobile and
consumer electronics sectors. This process of rapid economic growth continued until
the late 1980s (La Croix et al., 2001, p.3).

During the second half of the 1980s, however, a stock market boom and rising real
estate prices increasingly led to the emergence of a “bubble economy”, which
collapsed in the early 1990s (Inkster, 2001, p.175). The collapse was marked by a
fall of the Nikkei average in the years 1989 to 1992 (Hofmann, 2010, p.6). The
resulting period of economic stagnation throughout the 1990s, known as the “lost
decade”, was marked by an average annual GDP growth rate of only 1 per cent
(Yoshikawa, 2001, p.9). Many export industries became unprofitable. Japanese
banks faced a crisis (Inkster, 2001, p.175). The volume of Tokyo’s share of stock
market trading fell from 41% in 1990 to 17% in 1995 (Holroyd and Coates, 2011,
p.79). The Japanese unemployment rate continuously increased and reached a peak
of 5.4% in 2002 (Hofmann, 2010, p.6). Initiatives from the Japanese government to
strengthen the economy during the 1990s remained largely unsuccessful. The
recovery of the Japanese economy was slowed down by additional external crises
such as the Asian crisis from 1997 to 1998. A programme of structural reforms
launched by the Japanese government in 2001 aimed at increasing productivity
through a reduction of regulation and the enhancement of labour market flexibility.
Further similar initiatives were launched by the Japanese government in the
following years (Citrin and Zanello, 2008, p.203-217). However, the resulting
economic growth still remained limited. After this period of a relative increase in
overall growth, Japan’s export-dependent economy shrank, especially in 2008 and
2009, because of the negative impact of the global financial crisis. The overall
economic stagnation of Japan since the early 1990s has been described as the “two

lost decades” (The Economist, 2009).

Canada’s economic development since World War II experienced a period of rapid
growth from 1950 to 1973. This was based on the staples export industries. The

exports of the staples sector were agricultural products, pulp and paper, oil, iron ore,
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non-ferrous metals and other minerals. The 1950s and early 1960s especially can be
characterized as a resource boom period (Green, 2000, p.236). This period of
constant economic growth ended in the 1970s (Green, 2000, p.230-231). The period
since the late 1970s was marked by a strong expansion of the services and
manufacturing sectors. The Canadian economy transitioned from an economy where
growth mainly relied on the resource sector to a more complex economy based on a
variety of sectors such as the services and manufacturing sectors. By 1990 the share
of total generated GNP by the services sector accounted for 75% of the income
generated (Green, 2000, p.240). While manufactured and partially manufactured
products accounted for 12% of sales abroad during the 1950s, this figure greatly
increased to 55% by the early nineties (Green, 2000, p.242).

An important point to note is the strong link between the Canadian economy and that
of the US. This could already be observed during the investment boom starting in the
1950s, which resulted in the US's accounting for 80 percent of foreign investment
holdings in Canada in the early 1970s (Green, 2000, p.236). For example, the
Automotive Agreement of 1965 was of great importance for the development of the
Canadian automobile industry. The bilateral FTA between Canada and the US, which
came into effect in 1989, was subsequently expanded to become the North American
Free Trade Agreement (NAFTA) in 1994, which further increased the importance of
the US economy for Canadian trade. This agreement has placed the Canadian
economy in an institutional framework which retains it in a position of dependence
on the US (Wallace, 2002, p.18).

This strong link with the economy of the US also became apparent during the
economic recessions that the Canadian economy experienced during the early 1980s
and early 1990s. During these, Canadian exports dropped up to 8% and business
investments were reduced by 20% (Bank of Canada, 2011). Canada experienced a
peak-to-trough drop of employment of 5.4% from 1981-1982 and a drop of 3.4%
from 1990 to 1992 (Statistics Canada, 2011). Canadian GDP shrank by 3 per cent in
1982 and decreased by 2 per cent in 1991 (World Bank, 2013a). Since the mid-
1990s, however, the Canadian economy has been characterised by a period of
constant growth. Canada’s profile of mainly exporting natural resources decreased

and its economy has continued to expand, leading to an increase of knowledge-based
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exports in its international trade (Wallace, 2002, p.18). The bursting of the IT bubble
in 2000 in the US had a negative impact on the Canadian economy and the Toronto
Stock exchange, but did not cause Canada to enter an economic recession. The 2008-
2009 global financial crisis affected Canada deleteriously and caused a contraction of
Canadian GDP by 2.5% in 2009 (World Bank, 2013a). However, Canada’s financial
sector proved resilient to the crisis, allowing Canada to emerge from the global
financial crisis much better than many other developed countries (Allen, Boffey and
Powell, 2011).

3.3: Canada’s and Japan’s relative economic development from the Uruguay

Round to the DDA.

This section provides an overview of Canada’s and Japan’s economic development
relative to those of other major players since the start of the Uruguay Round, by
using a number of different economic variables. The size of the population is
included into the analysis. This is important for two reasons. First, the size of the
population determines that of the consumer markets, which are an important factor
for bargaining in multilateral trade negotiations. Secondly, the size of the population
itself can provide an actor with legitimacy for certain claims. An example of this is
India's referring to its 800 million farmers in order to justify defensive economic

interests (Kleimann and Guinan, 2011).
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Figure 7: Population growth of Canada and Japan compared with that of other major
actors, in millions, 1986-2012.
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As shown in Figure 1, Canada’s population at the start of the Uruguay Round was 26
million and increased slightly since then (31 million at the start of the DDA and 35
million in 2012). Japan’s population of 121 million at the start of the Uruguay Round
has been stagnating over the past decade (127 million in 2001 and 128 million in
2012). Brazil’s population of 139 million at the start of the Uruguay Round has been
growing constantly (177 million in 2001 and 199 million in 2012). The other
emerging markets with much higher populations have also been growing rapidly.
The Indian population of 799 million in 1986 grew to over a billion in 2001 and has
reached 1.236 billion in 2012. Similarly, China joined the WTO in 2001 with a
population of 1.272 billion that further grew up to 1.351 billion in 2012. The

population of the EU has grown slightly (471 million in 1986, 489 million in 2001
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and 509 million in 2011), while the population of the US has increased a bit more
rapidly (from 240 million in 1986 to 285 million in 2001 and a population of 313
million in 2012 (World Bank, 2013a). These figures show that both Canada and
Japan cannot compete with the steady increase of the populations of the major
emerging markets. It highlights that their absolute levels of population have been and
remain much lower than that of other central actors. The difference in population and
population growth limits both their existing and future consumer markets. Having
larger existing or potential consumer markets increases the ability of a country to
open or restrict access to its own market as a source of bargaining power in the
negotiations. As a result, the lower existing and expected sizes of their populations
and consumer markets affect Canada’s and Japan’s economic power in the
negotiations. The difference in population and population growth also decreases the
relative legitimacy of proposals made by Canada and Japan, as the population they

represent is smaller in comparison to other countries.

Figure 8: Percentage of world total GDP (PPP), 1986-2013.
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4 IMF estimates start after 2011.
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From comparison of the overall market size in the form of the share of world GDP
(PPP) since the start of the DDA, it becomes clear that Japan and Canada have
experienced a decline of economic power (see Figure 2). Japan started with a share
of global GDP of 9.4%, which has been steadily declining since 1991 to a level of
only 5.5% in 2013. Canada'’s share has a history of stagnation and slow decline from
an initial 2.4% in 1986 to 1.8% in 2013. In contrast, India experienced a steady
increase of GDP (2.9% in 1986 and 5.8% in 2013). China joined the WTO in 2001
with a global share of 7.5%, which further increased to 15.6% in 2013. Brazil’s
share, however, slightly decreased from 3.8% in 1986 to 2.9% in 2013. In contrast to
the development of China and India, the share of GDP of the US and EU declined,
especially up to 1992 and from the beginning of the DDA onwards. Overall, the US
GDP has decreased from 25.2% at the beginning of the Uruguay Round to 18.6% in
2013. The EU’s GDP declined from 29.1% in 1986 to 18.8%?° in 2013. Overall, these
data show that since 1991 and throughout the DDA the relative economic power of
Canada and Japan has been decreasing. The emerging markets India and China have
experienced a constant increase, especially during the DDA. The share of world GDP
of the US and EU has been constantly decreasing since the start of the DDA (IMF,
2013).

Another useful indicator for economic bargaining power in multilateral trade
negotiations is the share of world imports that a country buys (Odell, 2007, p.10). As
Figure 3 shows, the share of global imports of merchandise trade of both Canada and
Japan has decreased from the Uruguay Round to the DDA. While Japan had a share
of 5.78% in 1986, this decreased to 4.76% in 2012. Its share increased during the
Uruguay Round but from then has experienced an overall decrease since the start of
the DDA. Canada’s share decreased from 3.88% at the beginning of the Uruguay
Round to 2.55% in 2012 (WTO, 2014b)°®.

5 This figure indicates the combined GDP of all 28 member countries of the EU.
6 Latest available figures are from 2012.
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Figure 9: Share of global imports of merchandise trade of Canada and Japan, 1986-

2012 (WTO, 2014b).
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From examination of Canada’s and Japan’s share of global imports in commercial

services, an overall decrease emerges (see Figure 4). For Japan, its share increased

rapidly throughout the Uruguay Round from 7.91% in 1986 to more than 11.24% in
1989, and more than 10% in 1994. Since the end of the Uruguay Round its share has

decreased constantly to 4.2% in 2012. Although Canada’s share remained relatively

constant or even slightly increased throughout the Uruguay Round, an overall decline
from 3.31% in 1986 to 2.53% in 2012 can be noted (WTO, 2014b).
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Figure 10: Share of global imports of trade in commercial services of Canada and
Japan, 1986-2012 (WTO, 2014b).
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In addition, the share of global exports of goods and services is relevant when
determining economic power in multilateral trade negotiations (Odell, 2007, p.10).
An analysis of Japan’s and Canada’s share of global exports of merchandise trade
shows a similar picture of an overall decrease (see Figure 5). Japan’s share of
merchandise trade decreased from 9.86% in 1986 to only 4.33% in 2012. Again, an
almost constant decrease can be observed, especially after the end of the Uruguay
Round. For Canada’s share of merchandise trade, a decrease from 4.22% in 1986 to
2.47% in 2012 can be noted. It is clear that Canada’s share remained relatively stable
during the Uruguay Round and even reached a level of 4.28% in 2000. However, its
share has been decreasing constantly, especially since the start of the DDA (WTO,
2014b).
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Figure 11: Share of global exports of merchandise trade of Canada and Japan, 1986-

2012 (WTO, 2014b).
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A similar picture of overall decline can be observed in Japan’s and Canada’s share of

global exports of trade in commercial service (see Figure 6). Japan’s share of initially

5.18% in 1986 even increased throughout the Uruguay Round, but since the end of

the Uruguay Round it has been decreasing almost constantly to 3.27% in 2012.

Canada’s share of 2.5% in 1986 remained relatively constant and even slightly
increased to 2.65% in 2000 but since the start of the DDA it decreased almost
constantly to 1.78% in 2012 (WTO, 2014b).
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Figure 12: Share of global exports of trade in commercial services of Canada and
Japan, 1986-2012 (WTO, 2014b).
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As Odell points out, financial assets can be important for bargaining power in trade
negotiations (Odell, 2007, p.10). It is useful to include outward and inward flows of
FDI as indicators of economic power. Their shares of outward FDI will be analyzed
first (see Figure 7). From the start of the Uruguay Round to 2012, Canada’s share
fluctuated between approximately 5% and the low figure of 1.6% in 1999. Canada’s
share of outward FDI flows was 3.6% in 1986 and, while fluctuating during the
Uruguay Round, slightly decreased to 3.2% in 1994. In 2001, its share was 4.7%.
Canada’s share then fluctuated again during the DDA and decreased to 3.9% in 2012.
Japan’s share of world total outward FDI was much higher during the Uruguay
Round than during the DDA. Japan’s share was 14.9% in 1986 and increased to 21%
in 1990. Its share then sharply decreased to 6.3% in 1994. During the DDA, Japan’s
share remained relatively lower than its share during the early Uruguay Round. It
was 5% in 2001 and increased to 8.8% in 2012 (UNCTAD, 2013).’

7 Latest available data are from 2012.
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Figure 7: Canada’s and Japan’s shares of world total outward FDI flows from 1986

to 2012 (%).
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Canada’s share of world total inward FDI was generally higher than it was for Japan
(except for the year 2004) (see Figure 8). The shares of both Canada and Japan
fluctuated heavily from 1986 until 2012. For Canada, it fluctuated between the high
levels of 5.9% in 1987 as well as 5.8% in 2008 and the very low level of -0.06% in
2004. Japan’s share fluctuated between values as high as 1.7% in 1992 and the very
low figures of -0.5% in 1989 and -0.4% in 2006 (UNCTAD, 2013).
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Figure 8: Canada’s and Japan’s share of world total inward FDI flows from 1986 to

2012 (%).

7

—— Canada

, =i Japan

This section has shown that the relative market size and the relative share of global
imports and exports in merchandise trade and trade in commercial services of both
Canada and Japan decreased from the Uruguay Round to the DDA. In a direct
comparison, Japan’s market size decreased at a higher rate than that of Canada. Since
1986, Japan’s share of world GDP (PPP) has decreased by 3.9 percentage points.
This relative decrease would be even larger if its especially high share in 1991 were
considered. The same value for Canada is only 0.6% percentage points. This suggests
that Japan’s decrease in market share is not only higher in absolute terms, but also
relatively more significant for Japan than Canada’s is for Canada. As pointed out in
the previous chapter, this decreased market size and share of global trade already
suggests a relatively decreased economic power of both Canada and Japan in the
DDA compared with that in the Uruguay Round. This is due to both Canada’s and
Japan’s relatively decreased ability to offer bargaining chips in the negotiations
which other trading partners are interested in. This loss of economic power can be

considered to be relatively more significant for Japan than it is for Canada.
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Japan’s decrease of relative market size and share of global trade flows has to be
considered in the wider context of Japan’s political and economic stagnation over the
last two decades. The period of the last two decades, and especially the 1990s, are
therefore often considered to have been “lost” decades for Japan. In addition to this
economic stagnation, Japan has experienced a period of political stagnation as well.
The continuation of an industrial policy largely focused on exports in the
manufacturing sector is an example. As a result, the Japanese services sector has
been protected from international competition and only has a relatively low
productivity growth. The period has also been characterized by the slow progress of
necessary domestic political and structural reforms, for example of the Japanese
agricultural sector. This has contributed to the continued high level of protection and
lack of international competitiveness of the Japanese agricultural sector. These
elements affect Japan’s profile in the DDA and will be analyzed in further detail

below.

3.3.1: The “coming of age” of major emerging markets such as Brazil, India and
China.

In order to understand the reasons for the relative decline of economic power of
Japan and Canada compared with that of major emerging markets, a short historical
overview of the process of their economic opening is presented below. As a result of
a number of economic crises in the 1980s and 1990s, several developing countries
including Brazil and India abandoned import substitution policies and started a
process of structural adjustment. This process led to more export-orientated
economies which resulted in increased development (Michalopoulos, 2001, p.7).
This is especially true for the emerging markets of India, Brazil and China (Baer,
2001, p.90, p.256, p.258, Basu, 2004, p.84, Lin, Cai and Li, 2003, Panagariya, 2008,
p.103, Pederson, 2008, p.47, p.80, Srinivasan, 2003, p.29, Story, 2003, p.61).

In addition to China, Brazil and India, South Africa, Mexico, Argentina, Singapore,
Taiwan, Chile and Malaysia are also examples of this process of economic
development. Due to this “coming of age” of developing countries’ economies, the

32 largest emerging economies had a larger share of world GDP (PPP) than the
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developed countries (The Economist, 2006). Given their fast economic growth,
emerging markets such as China and India were referred to as the “new titans” of the
world economy (The Economist, 2006b, WTO, 2008a, p.3). For example, when
China joined the WTO in 2001, it was able to do so as the economy with the second
largest share of world GDP (PPP) (IMF, 2013). This economic opening is illustrated
by a growing share of exports of GDP (see Figure 9). India’s share of exports was
5.1%, while Brazil’s share was 8.8% and China’s share 10% in 1986. India’s share of
exports has been increasing almost constantly up to 23.6% in 2008 and 23.8% in
2012. China joined the WTO with a share of exports of 22.6% and the figure further
increased to 27.3% in 2012. Brazil’s share of exports has mainly increased since the
start of the DDA and reached a level of 13.7% in 2008 before dropping to 12.6% in
2012 (World Bank, 2013a).

Figure 9: Exports of goods and services of China, India and Brazil (% of GDP),
1986-2012.
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The growing openness of these key emerging markets becomes even clearer when
their share of imports of GDP are examined (see Figure 10). In 1986, the value for
India was 6.9%, while it was 6.4% for Brazil. The corresponding percentages in 2012
were 31.5% for India and 14% for Brazil. China was able to join the WTO with a
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share of imports of 20.4% in 2001, which increased to 24.5% in 2012 (World Bank,
2013a).

Figure 10: Imports of goods and services of China, India and Brazil (% of GDP),

1986-2012.
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These emerging markets have also experienced an increase in foreign direct

investment. Figure 11 shows that the net inflows of foreign direct investment

measured in US dollars (USD) have increased strongly in Brazil, India and especially

in China. India’s net inflows of foreign direct investment were only 118 million US
dollars in 1986, but increased to USD 23995 million in 2012. For Brazil, net foreign
direct investment grew from USD 345 million in 1986 to USD 76110 million in

2012. The most dramatic increase can be observed in the case of China: it joined the

WTO with a net investment of USD 44241 million in 2001, which further increased
to USD 253474 million in 2012 (World Bank, 2013a).
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Figure 11: Foreign direct investment, net inflows (BoP, current USD, in millions),
1986-2012.
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However, for a full picture, their shares of total world inward and outward FDI flows
have to be analyzed. Their share of outward FDI will be analyzed first. As shown in
Figure 12, China especially increased its share of global outward FDI flows from the
Uruguay Round to the DDA. Its share was as low as 0.5% in 1986. Although its
share rose to a peak of 2% in 1992 and 1.8% in 1993, it stayed generally low during
the Uruguay Round and was at 0.7% in 1994. In 2001, China’s share was 0.9% and
then sharply increased up to 6.1% in 2012. India’s share of outward FDI flows also
increased from the Uruguay Round to the DDA. Its share stayed constant at around
0% throughout the Uruguay Round. In 2001, its share then slightly increased to 0.2%
and continued to increase to 1.4% in 2009. In 2012, its share was 0.6%. Brazil’s
share was at a constantly low level during the Uruguay Round with the highest figure
being 0.5% in 1991. Its share fluctuated during the DDA from 2% in 2006 to -0.9%
in 2009 (UNCTAD, 2013).
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Figure 12: Brazil’s, China’s and India’s share of world total outward FDI flows from
1986 to 2012 (%).
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Their shares of world total inward FDI indicate that China’s was much higher than
that of Brazil and India during the Uruguay Round and DDA (see Figure 13).
China’s share fluctuated and was especially high at the end of the Uruguay Round,
reaching 13.2% in 1994. In 2001, its share was 5.6% and increased to 9% in 2012.
Both Brazil’s and India’s share of inward FDI increased from the Uruguay Round to
the DDA. Brazil’s share was 0.4% in 1986 and 0.8% in 1994. By 2001, it had
increased to 2.7% and further increased to 4.8% in 2012. India’s share was at a
constant level close to 0% from 1986 onwards but then increased to 0.4% in 1994. It
increased to 0.7% in 2001 and reached up to 2.9% in 2009. India’s share was 1.9%
in 2012 (UNCTAD, 2013).
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Figure 13: Brazil’s, China’s and India’s share of world total inward FDI flows from
1986 to 2012 (%).
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The relative global trade shares that result from the increased opening to
international trade of these emerging markets, however, remain comparably low
except in the case of China. The rank of Brazil's world trade was 16 for its
merchandise exports (1.4% of world total) and 15 for its imports (1.28%). The
equivalent ranks for India were 13 for exports (1.66%) and 7 for imports (2.51%).
Brazil’s rank was 18 for its commercial services exports (0.85%) and 10 for its
imports (1.81%). India had the high position of the 5" place for both exports (3.2%)
and imports (3.07%) in commercial services trade. Out of these emerging markets,
only China was able to join the group in the top 3: it is first in merchandise exports
(10.38%) and second in imports (9.43%). It is in the third position for both exports
(4.26%) and imports (5.89%) in commercial services trade. It therefore seems that
this process of “coming of age” of Brazil’s and India’s economies is still at its
beginning (WTO, 2013a). The relative increase of market size and global trade
shares of Brazil, India and especially China, suggests an increase of their economic
power in the DDA over that in the Uruguay Round. These emerging markets attract
relatively higher trade flows from other countries and these countries have more

bargaining chips to offer in the DDA negotiations than they had during the Uruguay

91



Round. It thus becomes clear that Canada and Japan have relatively lost economic

power, especially in comparison with these emerging markets.

3.3.2: Analysis of forecasts of economic development of Canada and Japan

compared with those of other key players.

The analysis of the economic power of Canada and Japan has to go beyond the
historical overview of past economic development as well as the analysis of their
current economic profiles. A complete analysis of economic power has to take into
account forecasts of the development of economic resources. Concessions that
reduce trade barriers in a market that is projected to grow further can be considered
especially valuable already in current negotiations. Not only current economic
power, but also predictions about the future economic profile of a country, can have
an effect on bargaining power in trade negotiations today.

It is of interest to analyze short-term predictions about the development of economic
capacity, for example in the form of the projected share of world GDP (PPP).
According to short-term projections from the IMF, both Canada’s and Japan’s share
of world GDP is estimated to decline further. While Japan has a current share of
5.8%, the corresponding value in 2016 is predicted to be only 4.9%. Canada’s current
share of 1.8% is estimated to decline to 1.6% in 2016. The current share of the US
(19.6%) is projected to decrease to 17.6% in 2016. Similarly, the share of the EU of
currently 20.4% will decrease to 17.7% in the next five years. In contrast to this
relative decline, the economic capacities of the emerging markets, especially of India
and China, are expected to grow. India’s share is expected to expand from 5.5% to
6.7% in 2016, while China’s share will rapidly increase from 13.6% to 18%. Brazil’s
share is expected to remain constant at 2.9% until 2016 (IMF, 2013).

Long-term predictions estimate that a number of emerging markets have the potential
to accelerate their economic growth further. As a whole, predictions of the BRICs'
GPD suggest that their combined GDP will be higher than that of the G7 group by
2032 (Goldman Sachs, 2007, p.138). The GPDs of China, India and Brazil especially

are expected to grow rapidly. China's economy is expected to be the largest in the
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world with a projected GDP of 48571 billion USD in 2050. India would be the third-
largest economy with a projected GDP of 27235 billion USD, while Brazil would be
the fifth-largest with an estimated GDP of 8028 billion USD in 2050. The US would
be in second place with an estimated GDP of 37666 billion USD, while Japan would
be slightly ahead of Brazil in fourth place with a projected GDP of 8040 billion USD
in 2050. Canada’s economic growth is not estimated to increase in a comparable
way. Canada would be the fifteenth-largest economy in 2050 with a projected GDP
of 2983 USD. In 2005, Canada’s GDP was 1156 billion USD and Japan’s GDP was
5293 billion USD. Accordingly, Japan’s increase in total GDP from 2005 to 2050 is
predicted to be relatively less than that of Canada. The ability to reach the predicted
future growth levels in 2050 depends on favourable macroeconomic conditions and
macroeconomic stability, sufficient technological capabilities and human capital as

well as favourable political conditions (O’Neil et al., 2005).

The economies of China, India and Brazil are expected to grow at an unparalleled
rate among emerging markets (O’Neil et al., 2005, p.9-10). The increasing demand
for infrastructure investment, the growth of the urban population and the growth of
per capita income are expected to contribute to their economic growth (Lawson and
Dragusanu, 2008). The growth rates of other promising emerging markets such as the
“Next Eleven” (N-11) are expected to be lower (O’Neil et al, 2005, p.8). Concerning
Angus Maddison’s long-term predictions of market size until 2030, China's and
India's especially are expected to grow strongly. China would “become the world’s
biggest economy by 2018, the US would be number two, and India number three”
(Maddison, 2007, p.340). India and China are predicted to have an annual average
compound growth rate of per capita GDP of 4.5 from 2003 to 2030. This is much
higher than the world average growth rate of 2.23 and particularly those of Japan
(1.3) and Canada (1.7). Maddison’s predictions for Brazil, however, are more
modest. Its growth rate for the period of 2003 to 2030 is only predicted to be 1.5
(Maddison, 2007, p.345).

China’s GDP is predicted to increase from 6188 USD in 2003 (15.1% of global
GDP) to 22983 billion USD in 2030 (23.8%).8 It would be the largest economy in the
world in 2030, ahead of the US with a GDP of 16662 billion USD (17.3% of global

8 Predictions are measured in billion US dollars (PPP), based on the year 1990.
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GDP). India would be in the third place, having increased its GDP from 2267 billion
USD in 2002 (5.5% of global GDP) to 10074 billion USD in 2030 (10.4%). These
growth predictions for China and India are much higher than the growth rates of
Japan and Canada. If these predictions are accurate Japan would increase its GDP
from 2699 billion USD in 2003 (6.6% of global GDP) to 3488 billion USD in 2030
(3.6% of global GDP), and Canada’s GDP would increase from 748 billion USD in
2003 (1.8% of global GDP) to 1429 billion USD in 2030 (1.5% of global GDP).
These long-term predictions until 2030 illustrate that the relative share of global
GDP of Japan and Canada is expected to decrease, while it is predicted to increase
markedly for China and India. In contrast to China and India, Maddison’s predictions
for the Brazilian economic market size are only modest. Brazil’s GDP is expected to
grow from 1013 billion USD in 2003 (2.5% of global GDP) to only 1853 billion
USD in 2030 (1.9% of global GDP), resulting in a relative decrease of its global
share of GDP (Maddison, 2007, p.343).

In a long-term projection of economic growth until 2060, the OECD also predicts an
especially strong economic growth of China and India. From an analysis of the
average growth rate in GDP over the period 2011 to 2060, China’s growth rate is
predicted to be 4.0 and India’s growth rate is estimated to be as high as 5.1.° Brazil’s
growth rate is estimated to be lower, at 2.8. In comparison, Canada’s growth rate is
2.2 and Japan’s growth rate is estimated to be as low as 1.3 (OECD, 2012, p.31). As
a result, China’s share of world GDP is estimated to be as high as 27.8% in 2060,
while the projection for India’s share is 18.2%. Brazil’s estimated share is much

lower, at only 3.3% (Johansson et al., 2013, p.36).%0

From consideration of these economic growth predictions, it is clear that Canada’s
and Japan’s relative economic power is estimated to decline further. For the short-
term estimates, Japan’s share of global GDP (PPP) is expected to decrease at a higher
rate both in absolute and relative terms than that of Canada. The long-term
predictions of O’Neil show that Japan’s relative increase in absolute GDP until 2050

is expected to be slower than that of Canada. Japan’s share of global GDP (PPP) is

® The OECD analyzes the average growth rate in trend GDP in USD 2005 PPPs (OECD, 2012, p.31).
10 The analysis measures the share of real world GDP in 2005 PPPs (Johansson et al., 2013, p.36).
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predicted to decrease at a relatively higher rate than that of Canada in Maddison’s

long term predictions until 2030.

These predictions can decrease current economic power even today. As pointed out
in the previous chapter, negotiations can be about concessions which are binding,
regardless of the future economic development of the concerned market or sector.
This is especially relevant for tariff negotiations on concessions on bound tariffs. If a
market or a sector of an economic market grows, a tariff concession made today will
become relatively more valuable for the trading partner in the future. Predictions
about future economic development can influence the value attached to certain
bargaining chips offered to trading partners, especially in the case of concessions in
the form of bound tariffs. Japan’s absolute GDP is expected to grow less rapidly than
that of Canada. The decrease of Japan’s share of global GDP is expected to be
relatively higher than that of Canada. In a direct comparison between Japan and
Canada, these predictions can thus be considered to affect Japan’s current economic

power more than they affect Canada’s current economic power.

3.4: Sectoral analysis of Canada’s economic profile from the Uruguay Round to

the DDA.

For a more detailed analysis of Canada’s and Japan’s economic profiles it is
necessary to analyze their economies on a sectoral level. The sectoral composition of
a country’s economic market can directly alter its bargaining power through
influencing its economic power. As already pointed out, the economic power of a
country depends on its ability to make concessions that other members are interested
in and to use them as bargaining chips in the negotiations. The value of these
concessions not only depends on the overall size of the country’s economic market,
but also on the size of the individual sectors affected by the concessions, and on the
concessions themselves (e.g. the extent of tariff concessions that a country can
actually offer). The ability to make concessions on a sector which only represents a
limited economic market size only results in a limited gain of economic power. The
importance of the value of concessions to different sectors for Canada’s and Japan’s

bargaining power is analyzed in Chapter 6 on the specific issue of non-agricultural
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market access negotiations during the Uruguay Round and DDA. This section
analyzes in more detail the overall economic development and trade networks of
Canada and Japan from the Uruguay Round to the DDA, and identifies their
important offensive and defensive economic interests. In order to do so, their

economic merchandise and commercial services trade profiles will be analyzed first.

In addition to an especially large services sector (close to 80% of GDP in 2011), the
Canadian economy has strong natural resources, manufacturing and agriculture
sectors (WTO, 2011a). Within the agricultural sector, the “supply-managed”!
agricultural sector is worth noting because of its strong defensiveness. In the mining
and energy sector, the natural gas, oil, electricity and renewable energy industries are
especially important. The mining and energy sectors are crucial for the Canadian
economy. Canada is one of the larger producers of natural gas in the world. It is a net
exporter of natural gas and the US is the major export destination (WTO, 2011a,
p.111). Furthermore, Canada is one of the larger oil producers in the world and again
the US is the main destination of these exports (WTO, 2011a, p.112).

For the manufacturing sector, the automotive industry is important. For example, it
was Canada’s second-largest manufacturing sector and the main exporting industry
in manufacturing in 2009. More than 95% of Canadian automotive products are
exported to the US. Although the automotive industry is “concentrated in Ontario,
there are about 750 parts manufacturers across Canada” (WTO, 2011a, p.118). In the
aircraft sector, Canada’s aerospace industry is important as it was “the fifth-largest in
the world with sales of Can$22.2 billion in 2009” (WTO, 2011a, p.120). Other
important industries in the manufacturing sector are the textiles and clothing as well

as the shipbuilding industries.

1 This supply management system services “the domestic market by matching supply with identified
demand” (Gifford, 2005, p.2).
96



Table 3: Canada’s merchandise exports by sector (%).

Sector 1986 | 1990 | 1995| 2000 | 2005 | 2010
1: Agricultural products 17.28 175| 16.76 | 1258 | 11.43 | 13.43
(total)

1.1: Food 866 | 854| 757| 637 6.74| 958
2: Fuels and mining 16.94 | 18.35| 15.71| 17.47 25.7 | 31.16
products (total)

2.1: Fuels 993 | 9.06| 13.14| 20.2| 2355
3: Manufactures (total) 58.76 | 57.44 | 6151 | 63.49 | 57.22 | 47.92
3.1: Iron and steel 1.61 1.61 1.16 155| 1.82
3.2: Chemicals 522 | 582| 535| 725| 854
3.2.1: Pharmaceuticals 0.2 0.32 0.44 0.97 1.47
3.3: Machinery and transport 37| 38.32| 40.28 | 32.85| 26.05
equipment

3.3.1: Office and telecom 3.58 44| 6.01| 746 379| 275
equipment

3.3.1.1: Electronic data 2.12 | 3.06 1.99 1.02| 0.78
processing and office

equipment

3.3.1.2: Telecommunications 1.29 169 | 421 204| 151
equipment

3.3.2: Integrated circuits and 1 1.25 1.25| 0.72| 047
electronic components

3.3.3: Automotive products 22.28 | 2241 | 21.93| 1855| 12.92
3.4: Textiles 044 | 054| 0.72 08| 068| 0.49
3.5: Clothing 033 0.26| 053 0.75| 0.2 0.3

As illustrated in Tables 3 to 6% Canada’s current merchandise trade profile
throughout the Uruguay Round and DDA can be described as follows. Canada’s

merchandise exports are dominated by the manufacturing sectors with a share of

12 The data of tables 3-6 and tables 8-11 on the sectoral profiles of Canada and Japan is calculated on
the basis of data of the “WTO Time Series on International Trade” (WTO, 2011b). Some data for the
year 1986 is not available on the WTO dataset, available at:
http://stat.wto.org/StatisticalProgram/WSDBStatProgramHome.aspx ?Language=E
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47.92%. The share of this sector has been even larger before and was, for example,
as high as 63.49% in 2000. The machinery and transport equipment sector (26.05%
of total exports in 2010) and the automotive products sector (12.92% of total exports
in 2010) are the more important sectors within these manufacturing exports.
However, their relative importance has been decreasing throughout the DDA
compared with their shares in the Uruguay Round. For the other sectors, 31.16% of
Canada’s exports came from the fuels and mining products sectors in 2010. This is a
strong increase compared with that in the Uruguay Round. The agricultural products
sector’s share has been decreasing slightly and accounted for 13.43% of Canadian

exports in 2010 (see Table 3).

Owing to the recent China-led global commodity boom, natural resources have
regained a more prominent profile within the composition of Canadian exports since
the early 2000s. The energy sector, and in particular the crude oil industry,
experienced significant growth (Cross, 2008, Baldwin and Macdonald, 2012, p.23).
Canada is an important net exporter of natural resource products (WTO, 2010a,
p.49). For example, Canada was the third-largest exporter of natural resources in
2008 with a total export value of 177.7 billion dollars and a share of global natural
resources exports of 5.5% (WTO, 2010a, p.208). Natural resources exports
accounted for almost 65% of goods exports in 2008 (Cross, 2008). Canada is an
important exporter of forestry products. With a share of 16.7%, it was the world’s
leading exporter of forestry products in 2008 (WTO, 2010a, p.212).

Canada’s merchandise imports are largely dominated by manufacturing with a share
of 74.7% in 2010. This share has been relatively constant throughout the Uruguay
Round and DDA. Again, the main sectors that have been of the highest importance
within the manufacturing sector throughout the Uruguay Round and DDA are the
machinery and transport equipment sector (40.01% of imports in 2010) as well as the
automotive products sector (14.80% of imports in 2010). The agricultural product
sector only accounted for 8.2% of Canadian imports in 2010 and its share had been

similarly low during the Uruguay Round (see Table 4).
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Table 4: Canada’s merchandise imports by sector (%).

Sector 1986 | 1990 | 1995| 2000 | 2005 | 2010
1: Agricultural products 7441 731 7.25| 6.24| 6.65 8.2
(total)

1.1: Food 5.77 58| 556| 491| 545| 6.95
2: Fuels and mining products 728 886| 6.75| 7.59| 11.68 13
(total)

2.1: Fuels 593 | 353 51| 895| 971
3: Manufactures (total) 76.66 | 75.38 | 80.57 | 82.01| 76.94 | 74.7
3.1: Iron and steel 1.85 211 2.15 295 | 2.66
3.2: Chemicals 6.29 7.87 8.2 9.9 |10.33
3.2.1: Pharmaceuticals 0.7 1.07 1.55 2.43 | 3.06
3.3: Machinery and transport 47.49 | 50.33 51| 44.37 | 40.01
equipment

3.3.1: Office and telecom 7.83 85| 11.77| 1243 | 856 | 8.25
equipment

3.3.1.1: Electronic data 4.2 5.18 4.92 3.75| 3.12
processing and office

equipment

3.3.1.2: Telecommunications 241 2.86 411 345| 401
equipment

3.3.2: Integrated circuits and 1.89 | 3.72 3.4 1.36 | 1.11
electronic components

3.3.3: Automotive products 19.99 | 19.87 18.9 | 17.87| 14.8
3.4: Textiles 209 | 1.89 19| 169| 133] 1.03
3.5: Clothing 1.79| 194 16| 151| 185| 207

Concerning Canada’s commercial services trade profile, the transportation and travel

sectors are important. The travel sector accounted for 23.3% of Canada’s exports in

2010, followed by the transport sector with a share of 17.29%. The importance of
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the transportation sector has been similarly high throughout the Uruguay Round and
DDA. The share of the travel sector has been decreasing constantly (see Table 5). Of
Canada’s imports of commercial services in 2010, the travel sector accounted for
32.86%, while 22.7% of Canadian imports come from the transportation sector.
These two sectors accounted for similarly high shares of Canadian imports in the
Uruguay Round (see Table 6). Telecommunications services, broadcasting services,
financial services, transport services and professional services are important
industries in the Canadian services sector. While Canada is an overall net-importer of
services, it is a net-exporter of “land transport, research and development,
communication, information technology, architectural, engineering and other
technical services” (WTO, 20114, p.8).

Table 5: Canada’s exports in commercial services by sector (%).

Sector 1986 | 1990 | 1995 | 2000 | 2005 | 2010
Transportation 22.63 | 23.02 | 20.69 19.2 | 17.88 | 17.29
Travel 37.69 | 3466 | 31.14 | 27.45 253 | 233

Other commercial services®® 39.69 | 42.33| 48.17 | 53.36 | 56.82 | 59.42

Table 6: Canada’s imports in commercial services by sector (%).

Sector 1986 | 1990 | 1995 | 2000 | 2005 | 2010
Transportation 2421 | 21.05 24.1 21.5| 2232\ 227
Travel 30.41| 39.78 | 31.11| 28.53| 27.76 | 32.86

Other commercial services! 45.38 | 39.17 44.8 | 49.97 | 49.93 | 44.44

From analysis of Canada’s merchandise trade network, the US is by far the main
export destination for its exports with a share of 74.9%. The second-most important
export destination is the EU with a share of 8.6%, followed by China (WTO, 2011c,
p.36). The US has a long history of being the primary export destination of Canadian

13 More detailed data available from the year 2000 onwards show that within the share of “other
commercial services” the business services sector is especially important (“other business services”
had a share of total exports of 26.49% in 2000, 27.9% in 2005 and 27.04% in 2010).
14 More detailed data available from the year 2000 onwards show that within the share of “other
commercial services” the business services sector is especially important (“other business services”
had a share of total imports of 22.08% in 2000, 19.2% in 2005 and 14.89% in 2010).
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products: in 1990, it already accounted for a share of 75% of Canadian exports, while
its share was 87.2% in 2001 (WTO, 2002a). The main origin of imports is the US
with a share of 50.4%, followed by the EU and China. Again, the US has been the by

far the main origin of Canadian merchandise imports in 1990 and 2001 (see Table 7).

Table 7: Canada’s merchandise trade network by main export destinations and
import origins.

Main destinations of Canadian | Main origins of Canadian
merchandise trade exports (%0o): merchandise trade imports (%0):

1990 2001 2010 1990 2001 2010

us: 75 Us:87.2 | US:74.9 US:64.6 | US:63.6 US: 50.4
EU: 8.5 EU: 45 EU: 8.6 EU: 12.7 EU: 11.2 EU: 11.9
China: 1.1 | China: 1.1 | China: 3.3 | China: 1 China: 3.7 | China: 3.3

As pointed out, Canada has a profile of being an important exporter of natural
resources. The US is the main destination of these natural resource product exports.
Canada was the main supplier of natural resources for the US with a share of 24.3%
in 2008. Overall, the value of Canada’s natural resources exports to the US in 2008
was 141.99 billion dollars (WTO, 2010a, p.217). However, this picture of the
Canadian natural resources trade network being focused heavily on the US has been
changing in recent years. This is the case, for example, in the softwood lumber
industry. While the US was the destination of more than 80% of Canadian softwood
lumber exports in 2004, this was reduced to 58.7% in 2010 (Germain, 2012, pp.8-
109). China has become a more important export destination of Canadian softwood
lumber: while it was only the destination of 1% of Canadian lumber exports in 2004,
it increased to 13.2% by 2010 (Germain, 2012, p.10).

Canada’s services trade network is largely dominated by the US as the major
destination o