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The Effects of the GATT on Trade, 1950-94

Abstract

Using data on bilateral trade flows both before and after World War II, this paper examines the impact of the General Agreement on Tariffs and Trade on trade between its members and on the system of interwar trade blocs.  It shows that the distribution of the benefits the GATT produced was much more highly skewed than conventional wisdom assumes.  The paper also shows that the gold, Commonwealth, Reichsmark, and exchange-control blocs exerted positive and significant effects on trade after 1945.  We attribute these effects to the bargaining protocol that governed successive rounds of GATT negotiations, the signature element of the postwar trade regime.

An Exclusive Country Club:

The Effects of the GATT on Trade, 1950-94
Their ability to resolve market-failure problems is perhaps the most widely-accepted explanation of international regimes.  In this view, regimes supply information, assign liability for actions, and reduce the transactions costs that impede decentralized cooperation between states.
 The role of regimes in resolving market failures and the fact that accession to them is voluntary imply that they enhance the welfare of their member states. 
That a regime makes its member states better off does not mean, of course, that its gains will be distributed uniformly across them. As Stephen D. Krasner points out, the prospective members of any regime must agree on which of the infinitely large set of Pareto-efficient equilibria it will enforce.
  As this process admits the play of power politics, its outcome can reflect the preferences of only a small set of states.  As such, the distribution of the gains a regime generates can be biased toward a small group of its most powerful members.

Despite the importance the literature assigns to the benefits that a regime delivers, efforts to measure them have been relatively rare.  In this paper, we examine the impact of the General Agreement on Tariffs and Trade (GATT) on the trade of its members.  We also assess the impact of the GATT on world welfare more broadly, examining whether it replaced the system of interwar trade blocs not only de jure but also de facto. No previous study has addressed this issue, despite its importance for regime theory in general and for the trade regime in particular. 

Using data from the interwar and postwar periods, we show that the GATT had a large, positive, and significant impact on trade between only five of its member states: 
Britain, Canada, France, Germany, and the United States.  This finding differs markedly from the conclusions of recent path breaking studies of the GATT/WTO regime.
  We also show that the postwar system coexisted with rather than supplanted several interwar blocs: the Commonwealth, Reichsmark, gold, and exchange-control blocs continue to exert positive and significant effects on post-1945 trade.  We attribute these outcomes to the protocol that governed tariff negotiations under the auspices of the GATT.  
Immediately below, we explain the bargaining protocol that privileged trade expansion between the members of a remarkably small set of states and that helped the interwar blocs to survive.  Next, we turn to the data. We first estimate several baseline models to ensure that our findings are not due to the changes we made to the data that existing studies use.  Then, we test our hypotheses about the impact of the GATT.  We conclude with a brief discussion of the implications of our analysis for the postwar trade regime.

                                    The Rules of the Game 
Although it is clear that states create an international institution to facilitate their cooperation, it is also clear that some of its members will try to ensure that its decision-making structure conforms to the prevailing distribution of power.  This is obvious in the case of the United Nations, for example, where only the five permanent members of the Security Council can veto decisions.  The same is true of the International Monetary Fund (IMF): only the United States secured a unilateral veto on the Board of Governors, and only the five states with the largest quotas gained permanent representation on the Executive Board.
 

Whether the same process was at work in the case of the GATT, however, is less clear.  The GATT was somewhat of an accidental institution, a result of congressional antipathy to its intended umbrella organization, the International Trade Organization (ITO).
  Despite the crucial role that the GATT assumed in the reconstruction of world trade, it remained “relatively innocent of institutional provisions.”
  Indeed, it never acquired the organizational capacity that would have allowed it to resolve the market-failure problem that is often cited as its raison d’etre: the need to monitor whether states comply with the agreements they sign.  

Instead, the trade regime operated largely as a bargaining forum.  Understanding the protocol that governed the tariff bargains its members struck, therefore, is crucial to understanding the distribution of the regime’s benefits.  Under the GATT protocol, tariff bargains adhered to the principal-supplier rule.  Thus, trade barriers were reduced on the basis of concessions on particular goods exchanged between their principal suppliers—i.e., the nations that were the main source of these goods to each other’s markets.  As such, it privileged trade expansion among the major trading nations.

The small subset of signatories that the GATT’s bargaining protocol privileged included Britain, Canada, France, Germany, and the United States.  This group included the largest “natural” trading partners of the two states that dominated the creation of the GATT—that is, the principal trading partners of Britain and the United States before the Great Depression, the Smoot-Hawley tariff, and the interwar trade blocs distorted international commerce.
  It also included Canada’s top four trading partners and the three largest trading partners of France and Germany.  
More surprising than the country composition of the privileged group is the omission from it of two states that might seem to have been equally plausible candidates for membership: Japan, the second largest trading partner of the United States before 1929, and Italy.  Their export profiles help to explain their exclusion.  When Japan acceded to the GATT in 1955, more than 40 percent of its members denied it MFN treatment in order to protect their markets against a flood of textiles and other labor-intensive products in which Japan held a comparative advantage.
  Italy’s exports were also heavily weighted toward textiles, clothing, leather goods, and shoes.
  In addition, almost 25 percent of Italy’s exports in 1949 were agricultural goods (relative, e.g., to 10 percent of British and German exports).
  Thus, both countries specialized in precisely those products that privileged group members succeeded in exempting from GATT rules. 
Regime theory suggests that the adoption of the principal-supplier rule was a consequence of the distribution of power among the states that were critical to the creation of the GATT.  While it is certainly consistent with the balance of power that prevailed at the end of World War II, the evidence suggests that U.S. domestic politics played a crucial role in its adoption.  The rule was the product of a Congress wary of import competition and an Executive intent on creating solid economic foundations for the postwar peace. The distribution of power among states played a secondary role, ensuring that U.S. preferences would be embedded in the regime.  

The principal-supplier rule originated in the divergent trade policy goals that characterized the U.S. government as it began to plan for postwar reconstruction.  Roosevelt administration officials sought to destroy the interwar trade blocs and promote European and transatlantic trade.  This would help to stabilize Europe, contributing to the effort to create a western bloc strong enough to deter Soviet expansion.
  Congress, however, had less ambitious goals, resembling those it had spelled out in the 1934 Reciprocal Trade Agreements Act (RTAA).  While the RTAA authorized the president to negotiate trade agreements, it also instructed him to maximize market access abroad without jeopardizing domestic industry. Thus, it directed the president to lower tariffs only as necessary to promote exports and only in accord with the “needs of various branches of American production.”
  It also demanded “reasonable public notice” of impending trade talks, prompting the administration to identify both prospective treaty partners and the products on which it intended to offer and request concessions.
  
The RTAA also included a most-favored nation (MFN) clause, which required the signatories to a trade agreement to extend to each other any concession either might subsequently offer to a third country.
 To respect this clause and expand exports while protecting domestic industry, administration officials developed “the so-called chief-source, or ‘Principal Supplier,’ rule.”
  Harry C. Hawkins, then head of the Trade Agreements Division, suggested that the United States “grant concessions on particular products to the country that…supplied the greatest proportion of our imports” of those products.
  This would enable the administration to defend itself against complaints that “other countries were getting something for nothing.”
Thus, the United States would offer to cut a tariff on a particular good only if the country to which it was making the offer was the principal supplier of that product to the U.S. market.
  Canada, for example, supplied 96 percent of the agricultural goods and 99 percent of the fish and lumber products on which the United States cut tariffs in the 1935 U.S.-Canadian trade accord.
  In negotiations with Argentina and Uruguay, the United States reduced tariffs on coarse and medium wools only.  Had it cut the tariff on wool in general, it would have made an unreciprocated concession to Australia, which exported fine wools.
  Tariff specialization—that is, the “separating or ‘ex-ing out’ of portions of a tariff item for negotiating purposes--” served the same end.
   When the United States cut its tariff on British goods in 1939, for example, it revived a “separate classification for bone china” to restrict the exploitation of the lower rate to “the English manufacturers who were practically the sole exporters of chinaware containing calcified bone.”

Although little opposition existed within Congress to using the principal-supplier rule after the war, the prospect evoked controversy within the administration. Members of the Executive Committee on Foreign Economic Policy, a group of high-level officials brought together to centralize trade-policy planning, preferred a linear approach.
  That is, they preferred reducing tariffs equally across all product lines and trade partners to the item-by-item, country-by-country approach that the principal-supplier rule required.  In their view, the traditional approach insulated the products of powerful industries and the goods that more than one nation exported, while conforming to the letter rather than to the spirit of the MFN principle.
 
It was precisely these attributes of the traditional approach that appealed to Congress, however.
  Roosevelt proved unwilling to force the issue because it could endanger the renewal of the RTAA.
  Moreover, the principal-supplier rule was consistent with the administration’s goal of stabilizing Western Europe.  Indeed, because it targeted trade between the United States and its major postwar allies, the rule would tighten ties between the very countries the U.S. government considered key to deterring Soviet expansion. Thus, the Executive branch acceded: the United States would continue to negotiate tariff cuts after 1945 as it had between the wars.
 
                                   The Rules of the Game: Consequences


The decision to do so was not cost free, however.  It would compromise the U.S. effort to destroy the interwar system. Britain had made clear that it would not abandon imperial preferences unless the United States agreed to a linear approach.
  The British argued, as John Leddy, a State Department official at the time, recalled, that “if the imperial preference system was to be junked the scope of the action on the tariff…had to be very, very substantial, and very deep, and across the board.  No piecemeal operation like the previous bilateral trade agreements program would work.”
  Congressional constraints, however, mandated adherence to the principal-supplier rule. Thus, the United States would ultimately agree to grandfather the Commonwealth system, covering about a third of world trade, into the GATT.  Inevitably, this meant abandoning nondiscrimination more broadly: the GATT also grandfathered the colonial preferences of France, Belgium, and the Netherlands and preferential agreements between the United States and both the Philippines and Cuba.
 

The compromise on existing preference systems, as it turned out, was only one among several ways in which the principal-supplier rule impeded the destruction of the interwar system. The trade blocs that developed in the wake of the Great Depression each linked one large state and several smaller countries. As such, their destruction required sustained attention to liberalizing trade between large and small countries.  The principal-supplier approach ruled this out, however.  It also enhanced prospects for bloc survival because privileged-group members preferred to reduce tariffs on intra-industry rather than on cross-industry trade. Focusing on differentiated products biased trade expansion toward country pairs with relatively similar factor endowments.  As such, it had little effect on trade between members of the same interwar bloc, which, because it exploited differences rather than similarities in relative factor endowments, favored cross-industry trade and trade in primary products.                                            

 
That the principal-supplier rule actually governed successive rounds of tariff bargaining is clear. The 1947 Geneva round produced 123 agreements covering about 50,000 tariff items.
  They were struck “bilaterally on a product-by-product basis.”
 As such, they conformed to the Havana Charter of the ITO, which dictated that postwar trade negotiations would “be conducted on a selective product-by-product basis” to allow “the needs of individual countries and individual industries” to be taken into account.
  
The GATT subsequently sanctioned the continued use of “a selective product-by-product” approach, but it also endorsed any multilateral procedure the contracting parties could agree upon.
  Although some member states preferred a multilateral approach, tariffs continued to be cut on a bilateral item-by-item tariff basis.
   Thus, for example, a linear approach formally governed tariff bargaining in both the Kennedy and Tokyo Rounds.
  Nonetheless, their participants continued to adhere to the principal-supplier rule on most products, including those on exceptions lists.  Even the multilateral negotiations in some sectors at the Kennedy Round conformed more closely to a product-by-product than to a linear tariff-cutting process.
  When it came to the “non-sectoral, non-agricultural items that remained available for negotiation (i.e., some 70 percent of dutiable industrial trade),” its participants “reverted to the traditional process of bilateral, item-by-item tariff haggling.”
  In the Uruguay Round, participants abandoned the use of a formula, reverting instead to the traditional approach.
  Thus, successive GATT rounds consisted largely of a series of bilateral negotiations on specific products between the major trading powers that defined the privileged group.

The principal-supplier rule might seem irrelevant to the distributional effects of the GATT, given that Article 1 of the General Agreement required the extension to all members of any tariff cut.  Because group members shared relatively similar factor endowments, however, their concessions were unlikely to benefit the trade of countries with very different endowments.  Yet, precisely for this reason, it might seem to make little sense for members of the group to engage in bilateral rather than multilateral bargaining. As in the interwar era, however, the products on which tariffs were cut were defined as narrowly as possible in an effort to restrict their benefits to a single country.
 In 1948, for example, when the United States reduced its tariff on feldspar china, it simultaneously added “value brackets” to its tariff schedule, making the new rate applicable “only to plates, cups, saucers and other items valued at more than specified amounts.”  This precluded their application to the “bulk” of Japanese imports.

That very few products appear on the concessions list of more than one pair of countries also attests to efforts to privatize tariff cuts.  During the 1955-56 trade round, for example, the United States cut its tariffs on a total of 59 imports from Britain, Canada, France, and Germany. With one exception, no concession seems to have applied to a good produced by more than one of these countries. Thus, for example, the sets of products on which Britain and France received concessions from the United States are discrete.  The British products include: 

certain chemicals, certain pigments, soaps, China clay, tiles, various iron and

steel products, manufactures of brass and bronze, silver-plated ware, electric 

motors, automobiles, airplanes, office machinery, tobacco machinery, biscuits,

wafers, puddings, Scotch and Irish whiskies, mustard, cotton yarn, various linen

products, wool wearing apparel, tissue paper, coated paper, filtering paper, golf

and lawn tennis balls, leather, shoes, and certain jellies, jam, and marmalades. 
On the French list are fishing reels and parts, Angola rabbit hair yarn, velvet and tapestry carpets, razor pile ribbons, carbons and electrodes for producing electric arc lights, velvet ribbons of silk or rayon, and ornamented rayon.
  

As Bernard M Hoekman and Michel M. Kostecki observe, postwar attempts to ensure reciprocity were “quite successful.”
  One measure of the success of efforts to privatize the benefits of tariff cuts is the internalization ratio—that is, the ratio of the sum of all imports that originate in countries with which the importing country exchanged concessions to the sum of total imports on which concessions are made.  This ratio was about 90 percent for the United States in both the Dillon and Kennedy Rounds.
  Indeed, some observers believe that the “ability of judicious product selection to internalize the benefits of concessions” explains postwar trade expansion.
    
That the principal-supplier rule governed postwar tariff bargaining suggests that its benefits were unlikely to be distributed uniformly across its members.  It suggests instead that the primary, if not exclusive, beneficiaries of the GATT would be the five states that the principal-supplier rule privileged.  It also suggests that postwar regime was more likely to have coexisted with than replaced the interwar blocs. Below, we test whether the evidence is consistent with these hypotheses. 
                                          Empirical Analysis 

We begin by describing our data, making clear the ways in which they differ from those that recent studies of the GATT/WTO use.  To ensure that these differences do not account for our findings, we initially estimate the models which generate the results these studies report.  Immediately below, therefore, we examine the effects of the trade regime on its members as a whole.  Next, we disaggregate its members, estimating the effects of the GATT on trade between industrial and other countries.  The results we report below are generally consistent with the findings of the existing literature.  We then go on to test our hypotheses about the effects of the principal-supplier rule.  Readers who want to skip the preliminary empirical analysis can do so at very low cost.

Data
Our trade data come from the IMF’s Direction of Trade Statistics (DOTs). We use the U.S. consumer price index (CPI) to deflate these and convert them to constant dollars.
  For our dependent variable, we use bilateral import data, because they are generally considered to be the most accurate measure of trade.  As in Michael Tomz, Judith Goldstein, and Douglas Rivers, our data are in the form of directed-dyads—that is, there are two observations per country pair for each year: imports of country a from country b and imports of country b from country a.

Our sample consists of those dyads or country-pairs that were members of the interstate system between 1950 and 1994.  The end date is dictated by the fact that the WTO formally replaced the GATT in 1995. Because our hypotheses are specific to the structure of the GATT, we use data only through 1994. Our analysis includes system members, because data on the political variables we describe below exist only for these states.  We use the Correlates of War 2 Project (COW2) to identify system members.
  Appendix A lists the 145 countries that are in our analysis.

Finally, we define as GATT members a larger number of states than do either Andrew Rose or Arvind Subramanian and Shang Jin-Wei, because we do not restrict membership status to those states that concluded the formal accession process.
 According to Tomz, Goldstein, and Rivers, the GATT also extended “rights and obligations” to other countries and territories.
  Among them were current and former colonies of the contracting parties, as well as some countries in the process of accession.  As a result, we also code these as GATT members as long as they are system members—that is, we include former colonies as of their date of independence and states in the process of becoming GATT members.

Baseline Model

To test whether these changes might account for the findings we later report, we begin, as in Rose, Subramanian and Wei, and Tomz, Goldstein, and Rivers, by examining the impact of the postwar regime on the trade of its members as a whole.  We find, as Rose puts it, that trade “cannot be dependably linked” to GATT membership.
  Next, following Rose and Subramanian and Wei, we disaggregate GATT members. We find, as they did, that the GATT has had a positive and significant effect only on trade between industrial countries.  This is a product, inter alia, of the exclusion of agriculture from the GATT regime, the creation of special rules for labor-intensive industries such as textiles and apparel, and the import-substituting industrialization policies of LDCs. 
Thus, we begin by estimating this model:      
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The dependent variable is the (natural) log of each country’s imports from the other in each year. The right-hand side variables are the logged products of the two countries’ real GDP and of their per capita GDP (GDPPC), as well as the log of the great-circle Distance between countries i and j. Five variables relate to geography:  Land_Contiguity is a dummy variable that equals unity if the two countries share a land border and zero otherwise; Landlocked and Island indicate the number of countries in a pair that are landlocked or island countries, taking on values of 0, 1 or 2; Border takes on a value of one if the members of a country pair share a border; and Area equals the product of the land areas of the two countries in square kilometers.  Common_Language is a dummy variable that indicates whether two countries share a common language. 
A series of dummy variables measures different aspects of colonial relationships. Common_Colonizer is unity if countries i and j were former colonies of the same country after 1945 and zero otherwise. Colony equals one if either country was ever a colony of the other and zero otherwise. Cur_Col takes on a value of unity if one country remains a colony of the other and zero otherwise. RTA and Currency_Union are, respectively, dichotomous variables that take on a value of one if the two countries belong to the same regional trade agreement or share the same currency at year t and zero otherwise. GSP is a dummy variable that represents whether one country grants preferences to the other under the Generalized System of Preferences, agreements that were negotiated under the auspices of the United Nations Conference on Trade and Development (UNCTAD).  Our data on these variables comes from Rose.
  Both_GATT and One_GATT measure the effects of GATT on the trade between countries in a dyad that consists of either two of its members or one member and one nonmember, respectively. As in earlier studies, we also include year fixed effects, 
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t.  These are dummy variables for each year (except one) in the sample. They capture all unmeasured factors that are expected to exert similar effects on the trade of all countries, including, for example, the oil price shocks of the 1970s and 1980s.  

In the first and second columns of Table 1, we report the effects of estimating  

                                               [Insert Table 1 here]

model (1).  Although we include all control variables in each analysis, in the interests of clarity we report only the coefficients on the variables of interest to this paper.
  In the first column are the results obtained from an ordinary least squares (OLS) analysis which includes year fixed effects.  The second column shows the results of estimating a model that includes dyadic and year fixed effects.  Dyadic effects, as we explain in more detail below, control for unobservable characteristics of country pairs. 

As in earlier studies, the results in these two columns show that the GATT cannot be “dependably” related to its members’ trade, as both the size and significance of its 
Table 1
The Effects of the GATT on Bilateral Trade, 1950-94

	
	       (1)a
	 (2)b
	 (3) b
	(4) b

	
	
	
	
	

	Both GATT members
	     0.301*
	0.036
	0.034
	0.012

	
	    (0.033)
	(0.028)
	(0.029)
	(0.030)



	One GATT member
	     0.179*
	      -0.005
	-0.011
	0.007

	
	    (0.029)
	(0.023)
	(0.024)
	(0.024)



	Joint democracy
	
	
	   0.167*
	   0.151*

	
	
	
	(0.019)
	 (0.019)



	Alliance
	
	
	      -0.031
	-0.040

	
	
	
	(0.049)
	 (0.049)



	MID
	
	
	      -0.019
	     -0.023

	
	
	
	(0.057)
	 (0.057)



	Both GATT and industrial dyad
	
	
	
	  0.758*

(0.070)



	Observations
	278328
	278328
	267970
	267970



	R-squared
	      0.636
	      0.861
	0.860
	0.861



	*significant at 1%

Dependent variable: log of imports



aOLS with gravity-model variables and year fixed effects included but not reported

bFixed effects analysis using xtreg in STATA 9.0, with observations clustered by directed-dyad and corresponding dyadic fixed effects absorbed into the intercept; gravity model variables and year effects included in estimation but not reported. Newey-West standard errors in parentheses




effect varies across the columns.  Table 1, col. (1) shows that the GATT had a large, positive and statistically significant effect on trade:  its members traded about 35 percent more with each other than did countries in the base group  (p-value = 0.000). As Table 1, col. (2) makes clear, however, this result is not robust to the inclusion of country-pair fixed effects:  it shows that trade between GATT members is statistically indistinguishable from trade between countries in the base group.
 


We believe that including dyadic fixed effects produces a more accurate estimate of the effects of the trade regime.  Before we explain why, it is important to note that the questions addressed by OLS and fixed-effects analyses differ.  An OLS analysis asks about cross-sectional variation:  does trade vary between members of country pairs that join the GATT and those that do not?   A fixed-effects analysis addresses a time-series question:  what is the effect on trade of joining the GATT on trade between members of a country pair?  We address the second or “within” question here, because fixed-effects analyses avoid the problems that unobserved heterogeneity can create.  If dyadic effects are correlated with the included regressors and the error term, omitting them will generate biased and inconsistent parameter estimates.
  
It seems plausible that the data we use here are so correlated. The political relationship between countries, for example, is likely to affect both trade between them and their decisions about whether to join the postwar trade regime.  Thus, omitting a control for political relations risks generating inaccurate coefficient estimates.  Dyadic effects, however, control for these relations, as well as for all other unobservable characteristics of country pairs that might be correlated with variables we include in our analysis and with trade between their members.
Some studies advocate using country fixed effects, or a separate intercept for each country in a dyad, to capture a “multilateral resistance term” that reflects a country’s trade costs or its attributes as an exporter or importer.
  We use dyadic rather than country fixed effects for two reasons.
  First, country fixed effects do not control for country-pair attributes that can vary in consequential ways and that are quite difficult to measure with any accuracy. Among these are, for example, the historical relationship between two countries and their relative factor endowments.  Second, comparisons of different ways to control for heterogeneity find that virtually no difference exists between the estimates that analyses using country fixed effects and those using dyadic fixed effects produce.  The latter, however, yields more efficient estimates.
  


In Table 1, col. (3), we report the results of adding to the fixed-effects model three military-political variables: regime type, alliances, and militarized interstate disputes (MIDs).  Previous studies have shown that these variables affect bilateral trade.
  Recent studies of the GATT do not include them, however. Yet, omitting them can bias the parameter estimates. The results show that only joint democracy exerts a significant effect on bilateral trade.  When both members of a country pair become democracies, their trade increases by about 18 percent (p-value = 0.000).  Neither alliances nor militarized disputes have a significant effect on trade.
  Including these variables does not produce any notable change in the effects of the GATT: its coefficient remains statistically insignificant.
Next, as in Rose and Subramanian and Wei, we estimate the effects of the postwar regime on industrial and nonindustrial country pairs separately.  Conventional wisdom holds that that the industrial countries have been the major beneficiaries of the postwar regime, a belief that is consistent with the findings of Rose and Subramanian and Wei. To replicate their analyses, we construct a dummy variable, Industrial_Dyad, that is one if a dyad is composed of two industrial countries and zero otherwise.  Following WTO practice, we code as industrial countries these states: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom, and the United States.
  We also construct an interaction term that indicates whether both states in an industrial-country pair are GATT members—i.e., BothGATT*Industrial_Dyad.  In column four of Table 1, therefore, the (omitted) base group consists of nonindustrial country pairs that are not GATT members.
  

The results of our analysis are consistent with conventional wisdom and existing empirical analyses.
  Table 1, col. (4), shows that the GATT had a significant effect only on trade between its industrial-country members. Their trade is about 113 percent higher (p-value = 0.000) than is trade between members of the base group.  In contrast, no significant difference exists between the trade of nonindustrial country pairs in which both states are GATT members (i.e., Both_GATT)  and the trade of dyads in the base group (p-value = 0.673).
 
Thus, Table 1 shows that the changes we made to the data produce results that are generally consistent with previously reported findings about the impact of the postwar trade regime. It also makes clear that the estimated impact of the GATT is sensitive to the method of analysis used.  Analyses that include dyadic fixed effects, which we believe to be appropriate here, show that the GATT had no significant effect on trade between its members as a whole.  It did, however, exert a positive and significant impact on trade between industrial states. 

For reasons we explained above, however, we believe that the industrial-country finding understates the skew in the distribution of the GATT’s benefits, as it does not take into account the impact of the principal-supplier rule. Moreover, no existing study of the GATT considers whether the postwar regime actually succeeded in replacing the preceding system of discriminatory trade blocs.  We focus on these issues immediately below. 
Analysis

To do so, we take a somewhat different approach.  In a fixed-effects analysis, only observations which experience a change in the value of an independent variable contribute to its parameter estimate. Thus, the coefficient on industrial-country trade in Table 1, as in existing studies, estimates the impact of the GATT only in cases in which at least one member of an industrial-country pair joined the GATT after its inception.
  As such, it does not capture the effect of the GATT on trade between its industrial-country “founding” members—i.e., Australia, Belgium, Britain, Canada, France, Luxembourg, the Netherlands, New Zealand, Norway, and the United States.
  Yet, this group includes four of the five members of the “privileged” group, as well as two of the three anchor countries of the interwar blocs and many of their members.  
Moreover, because the composition of the industrial-country group, Industrial_Dyad, is time invariant, it drops out of the analysis.  Thus, the results in Table 1 do not distinguish between the impact of industrial-country status on trade and the effect of the GATT on trade between industrial countries.  Instead, the coefficient on the industrial-country variable captures both the effect on trade of the GATT and of industrial-country status relative to the base group.  
In order to obtain reliable estimates of the impact of GATT on the trade of all the industrial countries, including, in particular, the members of the privileged group and the interwar blocs, we extend our data backwards in time. We add data on dyadic interwar trade that Albrecht Ritschl and Nikolaus Wolf collected.
  Their data include information on the standard-gravity model variables for 30 countries in 1928, 1935, and 1938, including 20 of the 21 countries in our industrial country sample.  We add to these data information about joint democracy, alliances, and MIDs in each of the three interwar years.
Together, the interwar and the postwar data enable us to address the issues of primary importance to this paper.  They allow us to test whether the trade the GATT fostered was skewed toward the small subset of industrial states that the principal-supplier approach privileged, as well as to determine whether the postwar regime succeeded in destroying the system of trade blocs that preceded it.

These data do not allow us to use a standard fixed-effects approach, however, because the dummy variables for privileged-group and interwar-bloc membership and for GATT founding members remain time-invariant.
  Thus, we use a “treatment-effect” approach, following several recent studies of, e.g., the impact of currency unions on trade.
  In pure experimental settings, a treatment-effect approach would randomize individuals into control or treatment groups.  For non-experimental data, studies of labor markets have developed methods to isolate “the effect of the treatment on the treated.”
  

The Ritschl and Wolf approach that we adopt here is one such method.  To make this approach clear, we briefly describe their application of it.  Using a pooled dataset for the years 1928, 1935, and 1938, they examine whether the formation of the interwar blocs was endogenous to trade patterns that preceded the Great Depression.  To do so, they first specify the “control” groups by constructing dummy variables to indicate the interwar blocs—that is, the gold, sterling, Commonwealth, Reichsmark, and exchange-control blocs.  The gold bloc includes Belgium, France, the Netherlands, Poland, and Switzerland. In the sterling area are Australia, Britain, Denmark, Finland, Ireland, New Zealand, Norway, Portugal, and Sweden.  Five countries belong to the British Commonwealth: Britain, Iceland, Canada, Australia, and New Zealand. The Reichsmark bloc includes Austria, Bulgaria, Germany, Hungary, Romania, and Yugoslavia.  The members of the exchange-control bloc are Denmark, Finland, Italy, the Netherlands, Norway, Spain, Sweden, and Turkey, and all Reichsmark-bloc states except Bulgaria. 
Ritschl and Wolf set the values of each group dummy to unity for all years in the sample. This variable captures trade levels before currency arrangements are operative or after they expire.  Next, they specify the “treatment” by constructing a dummy variable that is unity for the 1930s, the period in which the various blocs were in effect.  They interact each group dummy variable with the dummy variable for the 1930s, which creates a structural break for the years in which the currency arrangements were in force.  It is the coefficient on this interaction term that measures the effect of the treatment—i.e., the effect of bloc formation on interwar trade.  Thus, a bloc affects trade among its members only if the estimate on this interaction term is statistically significant. 

Following the Ritschl and Wolf approach, we pool our data across the years 1928, 1935, 1938, and the years between 1950 and 1994, generating a maximum of 48 observations per directed-dyad. The dummy variables that serve as our “control” groups indicate whether the members of a country pair were: 1) members of the privileged group; 2) “founding” members – i.e., countries that joined the GATT at its inception; or 3) members of one of the five interwar blocs: the Commonwealth, Reichsmark, gold, sterling, and exchange-control blocs.
  Values on these variables are set to unity for each group for all years. They are “control” groups in the sense that they capture the time-invariant characteristics of each group. As such, they are essentially the “fixed effects” for the country pairs in each group, which Ritschl and Wolf argue allows for an unbiased estimation of the model.
 

To specify the “treatment,” we create another dummy variable that is set to unity for the years in which the GATT existed (i.e., 1950-94) (GATT years).
  To measure the “treatment effect,” or the effect of GATT membership, we interact each of the group dummy variables with the variable GATT years. A significant difference can be said to exist between trade under the GATT regime and interwar trade only if the coefficient on the relevant interaction term is statistically significant, controlling for all other standard gravity-model variables.  

With three exceptions, we do not interact the dummy variable for GATT years with either the gravity-model or standard political variables, because we have no ex ante reason to believe that the effects of these variables differed after World War II.  We do apply the structural break—the interaction term--to each of the two GDP terms, as the interwar period depressed the effects of increasing income on trade.  We also apply the structural break to the alliance term, as previous studies suggest that the impact of these coalitions varies between the interwar and postwar periods. 
In Table 2, we report the results of an analysis of bilateral trade that includes data 

                                        [Insert Table 2 here]                  

from the interwar and postwar periods.  It presents estimates for the control groups and treatment effects (GATT years).
  As before, we do not report the results of but we do control for the impact of the standard gravity model variables, as well for landlocked and 
Table 2.  The GATT and Industrial Country Trade: 1928, 1935, 1938, 1950-94
	GATT founding member dyad

	  0.042


		                 (0.112)


	GATT years*founding member

	-0.105


		 (0.117)


	Privileged group

	   -0.421**


		(0.159)


	GATT years*privileged group

	   1.365**


		(0.182)


	Exchange-control group

	  -0.233**


		 (0.070)


	GATT years*exchange-control group

	   0.233**


		 (0.073)


	Gold bloc

	                 -0.215


		                 (0.160)


	GATT Years*gold bloc

	 0.388*


		 (0.162)


	Commonwealth group

	                  1.549**


		 (0.227)


	GATT Years*commonwealth group

	  -1.040**


		 (0.234)


	Sterling bloc

	   0.385**


		 (0.096)


	GATT Years*sterling bloc

	  -0.726**


		(0.108)


	Reichsmark bloc

	   0.780**


		 (0.167)


	GATT years*Reichsmark bloc

	                 -0.061


		                 (0.180)


	Alliance

	                  0.164


		(0.139)


	GATT years*alliance

	 0.305*


		(0.142)


	GATT years

	  -7.463**


		 (1.618)


	Observations

	17390


	R-squared
	                  0.74



	


Dependent variable: log of imports. Not reported: GDP, GDPPC and their interaction terms; distance; common language; island; landlocked status; land area; border; democracy; MIDs; and decade dummies for the 60s, 70s, 80s, and 90s.  *significant at 5%; **significant at 1%.

island status and joint democracy; whether states share a border or a common language; or whether states have engaged each other in a MID.
  The base group consists of industrial-country pairs composed of states that did not belong to any of the interwar blocs and that include at least one state that joined the GATT after its inception.


As in previous studies, the table shows that trade between allies is significantly higher during the Cold War than it was between the wars (p-value = 0.032).  With respect to the variables of principal interest here, the results in Table 2 are consistent with our hypotheses about the impact of the principal-supplier rule.  They show that GATT membership exerts a positive and significant effect on the trade of only the five states that the rule privileged.
 Controlling for all the variables we noted above, trade between members of the privileged group is about three times higher after World War II than it was between the wars (p-value = 0.000).  In contrast, GATT membership exerts no significant effect on the trade of other members of the founding group relative to their pre-1945 trade (p-value = 0.366).  These results are robust to an analysis that excludes the interwar blocs, as well as to an analysis that includes the EC6.
 

Table 2 also shows that the GATT did not eliminate the interwar trade patterns that had been a large part of its raison d’etre.
  Ex ante, the effects of the Commonwealth bloc would seem most likely to endure after 1945, because, as we noted above, the GATT protected imperial preferences.  Table 2 shows, however, that trade between members of the Commonwealth decreased after World War II relative to the interwar years (p-value = 0.000). As we report below, however, their trade remained significantly higher than did trade between members of the base group under the GATT regime.  In contrast, the interwar and postwar trade of Reichsmark members is statistically indistinguishable (p-value = 0.735).
  The exchange-control and gold blocs exert positive and significant effects on trade between their members after the war (p-values = 0.001 and 0.016, respectively).  Indeed, the only trading bloc that experiences a significant net decrease in trade relative to its interwar counterpart is the sterling bloc. While its members traded about 38 percent more than did members of the base group before 1939, their trade thereafter fell by 73 percent.  Thus, the postwar trade regime incorporated rather than replaced elements of the interwar trade system.
Based on the estimates in Table 2, Table 3 reports for each treatment variable its 
                                           [Insert Table 3 here]

net effect on postwar trade relative to the base group and the corresponding significance 

level.
  It shows that trade between privileged-group members is about 94 percent higher than is the trade of the base group after World War II (p-value = 0.000).  In contrast, postwar trade between other founding-group members of GATT is about 6 percent lower than is trade between members of the base group, an insignificant difference (p-value = 0.343).  


During the same period, Commonwealth members continue to trade about 51 percent more with each other than do base-group members (p-value = 0.000).  The corresponding statistics for Reichsmark and gold bloc members are about 72 percent (p-value = 0.000) and 17 percent (p-value =0.000), respectively.  Relative to the base group, sterling-bloc members trade about 34 percent less after the war (p-value = 0.000), and trade between members of the exchange-control bloc is 0.01 percent lower under the GATT regime (p-value = 0.001).
 

That several interwar blocs continued to exert an effect on trade under the GATT is, as we argued above, related to the principal-supplier protocol.  It is also due, we 

   Table 3. Effects of GATT Membership on Industrial-Country Trade

	GATT founding members

       -6%

Privileged group

     94%*

Commonwealth bloc               

51%*

Sterling bloc                    

   -34%*

Reichsmark bloc                  

     72%*

Gold bloc                        

17%*

Exchange-control bloc                                                    
 -0.01%*



*significant at 1 percent
believe, to the nonrandom process in which states originally entered the blocs.  Some blocs were endogenous—that is, they linked states that had traded at unusually high levels with each other even before the Great Depression.  In such cases, the blocs institutionalized rather than caused high levels of trade. According to Ritschl and Wolf, this applies to the sterling, Commonwealth, and Reichsmark blocs.
  The pattern differs, however, in other cases:  the trade of gold and exchange-control bloc members was indistinguishable from that of other countries until they actually became bloc members; then, it increased significantly.
  

                                              Conclusion

Recent empirical studies of the postwar trade regime disagree about its effects, a disagreement that primarily reflects differences among the ways in which they define its members.  Studies that code only states that formally acceded to the regime as members show that the GATT/WTO did not have any significant impact on their trade. Studies that use a broader definition conclude that the postwar regime did indeed exert a significant impact on their trade.  

Here, we have examined the effects of the GATT from the perspective of the rules that governed negotiations under its auspices.  Thus, we focused on the small set of countries that the principal-supplier rule privileged.  Using both interwar and postwar data and defining members broadly, we found that the distribution of the benefits of GATT membership was severely skewed:  our results show that the postwar regime increased trade between only five of its member states.  We also show that the GATT regime replaced the interwar system de jure but not de facto: several interwar blocs continued to influence trade patterns after 1945.
 The findings we report here raise questions about the utility of international institutions.  The trade regime has been perhaps the paradigmatic example of a welfare-enhancing international institution, despite the fact that conventional wisdom has long held that its principal beneficiaries were the industrial countries. We show here that its benefits were even more narrowly concentrated and that the regime coexisted with the system it was intended to supplant.  Thus, our analysis suggests that what fueled the postwar regime was an effort to enhance the welfare of the major nations, rather than an attempt to resolve market-failure problems.  As such, it suggests that the GATT was primarily an exercise in great-power diplomacy.   

                   Appendix A.  Countries Included in Table 1 Analysis
ALGERIA 

ANGOLA 

ANTIGUA AND 

  BARBUDA 

ARGENTINA 

AUSTRALIA 

AUSTRIA 

BAHAMAS 

BAHRAIN 

BANGLADESH 

BARBADOS 

BELIZE 

BENIN 

BOLIVIA 

BOTSWANA 

BRAZIL 

BULGARIA 

BURKINA FASO 

BURMA(Myanmar)

BURUNDI
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UNITED STATES
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� An F-test for all the interaction terms (for GDP and group terms) is F(10, 17356) =  20.04 (Prob > F =  0.0000),  which shows that all the interaction terms are jointly statistically significant. An F-test for all the interwar bloc variables (main and interaction effects) is F(10,17356) = 29.80 (Prob > F =  0.0000), which indicates that the effects of the control groups and their corresponding interaction terms are jointly statistically significant.  
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