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Historical perspectives of 

International Trade

Dr. Gagan K

Trade basically

• Hunter gatherer, Nomad

• Settlement

• Civilization

• Division of labour

• Specialisation

• Barter (initial days of trade)

• Common currency (trade in a big way)
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Quid pro quo

• Quid pro quo (this for that – law of contract)

• Contract law facilitated trade

Historical perspectives

• When did international trade start? 

• Not on October 30th 1947

• Why is this date important?
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GATT

• October 30th 1947 was the date on which 

GATT was started

Trade started with

• Adam Smith (1723 – 1790) 

– theory of absolute advantage and 

– Book - Wealth of Nations (1776)

• David Ricardo (1772 – 1823)

– Theory of comparative advantage

• Trade did not commence with World War – II 

(1939 to 1945)

• Trade has ancient origins
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Ancient origins

• Plutarch of Delphi (46 AD to 127 AD)

– Sea is for exchange

– Else man becomes savage and destitute

• Horace of Rome (65 BC to 8 bC)

– Trade disrupts domestic life

– Sea strangers come

– Bad manners corrupt, barbaric

• Plato (428 BC to 347 BC)

– Import only if that is not produced locally

– Export surplus

• Aritstotle (384 BC to 322 BC)

– Import only necessities that are not produced

– PORT should be monitored for vices / harms

• Xenophon (431 BC to 355 BC)

– Merchants cant be trusted

– They just go by profits (Kautilya says similar)
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• Cicero (Rome 106 BC to 43 BC)

– Selling at higher price without adding value is bad 

for intelligence
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Doctrine of universal economy

Proponents

• Seneca 

• Philo of Alexandria 

• Libanius

• “Trade between regions should be accepted, 
beneficial, permitted, no interference”

• “resources scattered and should be set right”

4 elements of trade

• Universal brotherhood

• Benefits from exchange

• Econ resources distributed unequally

• This unequal distribution is done by god 

deliberately to promote commerce and 

peaceful cooperation
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• St. Thomas Acquinas (1225 to 1274 AD)

• 3 useful economic activities
– Storing

– Importing

– Transport to regions where scarcity exists

• If trade is done for these three reasons, it is not a 
SIN

• Production is superior to trade. But trade in 
moderation is better

• Difference between production and trading.

• Gujarat – more of trading on stock markets, no 
production done

• Kautilya

– Trade should be regulated 

– Trader is worse than a robber

– Only does for profits

– Export on surplus goods

– Regulate 
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Protectionism versus Free Trade 

Debate

• Protectionism – we should not have trade with 
other countries. Even if we have, we should only 
limit it to exports

• Free trade – have no inhibitions. Produce as many 
things in best quality as per your capacity. Just 
export whatever you produce. Import whatever 
you cannot produce

• What if imports more than exports? Balance of 
payment issue

In favour of free trade

• Advantages of Specialization

• All-Round Prosperity

• Competitive Spirit

• Accessibility of Domestically Produced Goods 

and Services

• Greater International Cooperation (later)

• Free from Interference (bureaucracy)
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Against free trade

• Advantageous not for LDCs

• Destruction of Home Industries

• Inefficiency becomes Perpetual

• Danger of Overdependence

• Penetration of Harmful Foreign Goods

Advantages of free trade

• It increases total production, productivity and 
efficiency.

• If another country can produce a commodity 
cheaper than us,we should import from them.

• Reversely, if we can produce a commodity 
cheaper than others, they import from us.

• Countries that specialize in goods and services 
where they have the comparative advantage 
will produce more.
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Advantages of free trade

• Free trade increases people's consumption 

basket.

• It increases a country's gross domestic 

product (GDP)

• Free trade leads to increased competition and 

innovation.

• Every country gains from free trade, because it 

is mutually advantageous.

Example: 

• The United States buys goods and services 
from China, paying with US dollars.

• China uses the same money to buy goods and 
services from the USA.

• The consumption basket of both country's 
increase, benefitting both.

• If we extend this logic to the hundreds of 
countries around the world, we can see how 
everyone will benefit.
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Least Developed Countries

Free trade and the less developed world:

• Free trade is highly beneficial to the developed 
countries, but less so to the developing and 
under developed countries.

• The latter are less economically advanced, and 
hence are not able to exploit comparative 
advantage.

• The playing field is not level between developed 
and the underdeveloped world.

• Under free trade, the less developed countries 
cannot protect their infant industries.

International Trade Organisation

• World War – II (1936 to 1945)

• Axis – Germany, Japan, Italy

• Allies – UK (Churchill), US (Roosevelt), Russia 
(Stalin)

• 100 million people affected, 30 countries 
involved, triggered with Germany attacking 
poland

• World leaders wanted safeguards to insulate 
world from the recurrence of disastrous events
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Talks

• US and UK started the talks for forming an 

international trade organisation before war 

ended

• 1944 – Bretton Woods conference

• Signed a blueprint for post war economy

3 pillars

• 1. International Monetary Fund (IMF)

• 2. International bank for reconstruction and 

development (World Bank)

• 3. International Trade Organisation (ITO)
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1946 to 1948

• Multilateral conferences

• Resulted in Havana Charter on 24th March, 1948, 
draft to create ITO

• All countries asked US to first commit, then only 
they would sign

• Republican Congress did not ratify the Charter

• In 1950, President Truman said he was done and 
no more ready to fight for it

• Richard Gardners said- “ITO did not have a 
chance to die, it was simply STILLBORN”

International Trade Organisation

• Had far reaching mandate

• Elaborate organisational structure

• 106 Articles

• Employment 

• Economic development

• Restrictive business practices

• Commodity agreements

• Detailed structure

• Made as a specialised organ of UN
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ITO

• International court of justice

• Tried convincing all… ended convincing none

• London conference in 1946

– Brazil, Chile, India demanded special clauses for 

Economic development

• List of exceptions grew due to Britain and USA

• Volatile, contradictory, unsustainable

• Perfectionists versus Protectionists

ITO collapsed…

• “ITO collapsed under the weight of its own 

ambitions”

• Lessons for the future

• WTO doesn’t venture into labour and 

environment

• Something politically in the form of GATT was 

started

• GATT did not have a structure for a long time
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GATT

• General Agreement on Tariffs and Trade

• GATT tariff negotiations started as early as 1945

• Signed on 30th october, 1947

• ITO required ratification by the Congress

• GATT could be implemented by the executive 

(President of USA)

• GATT interim agreement was worked out till ITO 

came into force

GATT

• GATT contents were intended to be included 
in “commercial policy chapter IV” of Havana 
Charter

• 23 countries signed (11 were developing 
countries)

• Worked from – 1st January 1948 to April 14th, 
1994 (Marrakesh) (47 years)

• Temporary multilateral arrangement till ITO 
was formed
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Features of GATT

• GATT was miniscule

• Weak dispute settlement mechanism

• Not far reaching

• Only upto borders

• Tariff barriers used

• Applied only to Governments

Three parts of GATT

• Part I – Non discrimination

– Most favoured nation (MFN)

– Exceptions like imperial preferences, regional 
agreements

– Schedules of tariff concessions

• Part II – Substantive obligations

• Part III – Procedural aspects

– Accessions

– Amendments

– withdrawals
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Technicalities

• Protocol of provisional application (PPA) –

through this agreement, the GATT was 

brought to force from January 1st, 1948

• “grandfather rights” (pre existing legislations)

• So, if an old Indian legislation gave certain 

trade privileges to another country, that 

would be continued 

• GATT 

– multilateral treaty

– Agreement

– CONTRACTING PARTIES (all CAPS)

• GATT had 

– No member

– No organisation

– No legal personality!
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Meetings

• Initially met once or twice annually

• 1951 onwards, inter sessional committees met 

and ballots were used for voting

• 1960 – council of representatives met

• GATT secretariat was created, but role was 

limited

Geneva

• April 1947

• 7 months

• 23

• Tariffs

• Signing of GATT, 45,000 tariff concessions 

affecting $10 billion of trade
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Objectives of GATT

• Raising the standards of living

• Full employment

• Better utilisation of resources of the world

• Expansion of production and international 

trade

Principles

• Non discrimination – MFN and NT

• No quantitative restrictions, only tariff limits

• Consultations – avoid damage

• Negotiations – reduction of tariffs and trade 

barriers

• Dispute settlement – panel of trade experts
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Negotiation Rounds

1. Geneva

• April 1947

• 7 months

• Countries: 23

• Tariffs

• Signing of GATT, 45,000 tariff concessions 

affecting $10 billion of trade
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2. Annecy

• April 1949

• 5 months

• Countries: 34

• Tariffs

• Countries exchanged some 5,000 tariff 

concessions

3. Torquay

• September 1950

• 8 months

• Countries: 34

• Tariffs

• Countries exchanged some 8,700 tariff 

concessions, cutting the 1948 tariff levels by 

25%
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4. Geneva II

• January 1956

• 5 months

• Countries: 22

• Tariffs, admission of Japan

• $2.5 billion in tariff reductions

5. Dillon

• September 1960

• 11 months

• Countries: 45

• Tariffs

• Tariff concessions worth $4.9 billion of world 

trade
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6. Kennedy

• May 1964

• 37 months

• Countries: 48

• Tariffs, Anti-dumping

• Tariff concessions worth $40 billion of world 

trade

7. Tokyo

• September 1973

• 74 months

• Countries: 102

• Tariffs, non-tariff measures, "framework" 

agreements

• Tariff reductions worth more than $300 billion 

achieved
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8. Uruguay

• September 1986

• 87 months,  Countries: 123

• Tariffs, non-tariff measures, rules, services, 
intellectual property, dispute settlement, 
textiles, agriculture, creation of WTO, etc.

• creation of WTO, major reductions in tariffs 
(about 40%) and agricultural subsidies, an 
agreement to allow full access for textiles and 
clothing from developing countries, and IPR

9. Doha

• November 2001

• Countries - 159

• Tariffs, non-tariff measures, agriculture, labor 

standards, environment, competition, 

investment, transparency, patents etc.

• The round has not yet concluded. Bali Package

signed on the 7th December 2013.
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Road to WTO

• In April 1989: Meet at least once in two years 
at ministerial level

• Italian trade minister Renato Ruggeiro
suggested in February 1990 that an 
organisation had to be created

• April 1990 – Canada proposed WTO

– For GATT

– GATS 

– Full fledged organisation

• July 1990, European Union Community 

wanted a multilateral trade organisation

• US and developed countries were also 

interested

• Some nations feared supranationalism (EU 

type of authority, affects sovereignty

• No decisions made
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• In 1990 December, Brussels Draft Final Act

– WTO no mention

– US and EU had a tussle on agricultural subsidies

– Uruguay round suspended

• In April 1991, negotiations revamped

• EC, Canada, Mexico drafted joint proposal for 

ITO in November 1991

• Served as a base for the future

• December 1991 – draft agreement establishing 
the multilateral trade organisation

• Became a part of the final act “Dunkel Draft” (DG 
of GATT  - Dunkell)

• 1992 – US campaigned against this

• 1993 - most participants supported and US was 
isolated

• 1993 – Clinton govt stopped being vocal in 
opposing
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WTO created

• December 15, 1993, US agreed finally, on 
condition that it was named as WTO

• EU proposed- Multilateral Trade Organisation
(MTO)

• But it was felt as tongue twister

• Agreement establishing WTO signed in Marrakesh 
in April, 1995

• Said to be greatest ever achievement in the field 
of world trade by Gary Sampson (observer)

India and the International trade

• (there was a question about this in the previous exam 
paper)

• Foreign trade accounted for 48.8% of India's GDP in 
2015

• In 1498 Portuguese explorer Vasco da Gama landed in 
Calicut (modern day Kozhikode in Kerala) as the first 
European to ever sail to India. 

• Then British came to India for trade

• India played a pivotal role in ITO and GATT

• India liberalised its market in the year 1992

• India is a signatory to GATT and WTO


