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Understanding the Purpose of GATT: Paving
the Way for Global Trade

International trade, the exchange of goods and services across borders, is the lifeblood of the
modern global economy. But without rules and agreements, this exchange can become chaotic
and unfair. The General Agreement on Tariffs and Trade (GATT), though now superseded by the
World Trade Organization (WTO), played a pivotal role in establishing a framework for orderly
and predictable international trade. This article will explore the purpose of GATT, simplifying its
complex mechanisms and highlighting its lasting impact.

1. Reducing Trade Barriers: The Core
Objective

GATT's primary purpose was to reduce trade barriers between participating countries. These
barriers, mainly tariffs (taxes on imported goods) and non-tariff barriers (like quotas or complex
regulations), hindered the free flow of goods and services, harming both producers and
consumers. By negotiating multilateral agreements, GATT aimed to gradually lower these
barriers, making trade more efficient and beneficial for all involved.

Example: Imagine a country imposing a high tariff on imported cars. This makes foreign cars
more expensive for consumers in that country, reducing competition and potentially harming
domestic consumers who have fewer choices and higher prices. GATT aimed to reduce or
eliminate such tariffs through negotiations.
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2. Promoting Non-Discrimination: The Most-
Favored-Nation Principle

GATT enshrined the principle of most-favored-nation (MFN) treatment. This means that any
trade advantage granted to one member country must automatically be extended to all other
members. This prevents discriminatory trade practices where one country is favored over
others.

Example: If Country A negotiates a lower tariff on textiles from Country B, it must also grant the
same lower tariff to all other GATT member countries importing textiles, ensuring fair and
equitable treatment.

3. Increasing Transparency and Predictability:
Rules and Procedures

GATT established a set of rules and procedures governing international trade. This increased
transparency, making it easier for businesses to understand the rules and plan their
international activities. Predictability fostered confidence and encouraged investment in export-
oriented industries. Dispute settlement mechanisms were also incorporated to resolve
disagreements among member countries.

Example: GATT provided clear guidelines on customs procedures and sanitary regulations,
preventing arbitrary actions by individual countries that could disrupt trade. If a dispute arose
over the interpretation of these rules, a mechanism existed to resolve it through negotiations or
arbitration.

4. Fostering Economic Growth and
Development: A Win-Win Scenario
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By reducing trade barriers and promoting fair competition, GATT aimed to foster economic
growth and development globally. Increased trade leads to specialization, increased efficiency,
and access to a wider variety of goods and services, benefiting consumers and producers alike.
Developing countries, in particular, benefited from greater access to export markets and the
transfer of technology.

Example: Lower tariffs on agricultural products from developing countries allowed them to
access wealthier markets, increasing their export revenue and supporting economic
development.

5. Laying the Foundation for the WTO: A
Legacy of Success

While GATT achieved significant success in liberalizing global trade, it also had limitations. Its
dispute settlement mechanism was often slow and cumbersome, and it struggled to address
non-tariff barriers effectively. These shortcomings led to the creation of the World Trade
Organization (WTO) in 1995, which built upon GATT’s framework, strengthening its dispute
settlement mechanism and expanding its scope to encompass services and intellectual
property.

Key Takeaways: GATT was instrumental in establishing a more predictable and transparent
international trading system by lowering tariffs, promoting non-discrimination, and providing a
framework for resolving trade disputes. Though replaced by the WTO, its legacy of promoting
freer trade and economic growth remains profound.

Frequently Asked Questions:

1. What is the difference between GATT and WTO? GATT was an agreement, while the WTO is
an international organization with broader scope, stronger enforcement mechanisms, and a
wider range of covered areas (services, intellectual property, etc.).

2. Did GATT benefit all countries equally? While GATT generally promoted global economic
growth, its benefits were not always evenly distributed. Developing countries often faced
challenges in competing with more developed nations.



Gatt Purpose

4

Gatt Purpose Published at globaldatabase.ecpat.org [4]

3. What were some of the criticisms of GATT? Critics argued that GATT favored developed
countries, did not adequately address non-tariff barriers, and had a slow and ineffective dispute
settlement system.

4. Why was GATT eventually replaced by the WTO? GATT's limitations in addressing non-tariff
barriers, resolving disputes efficiently, and covering new areas like services and intellectual
property led to the need for a more robust and comprehensive organization: the WTO.

5. Is the WTO a continuation of GATT's work? Yes, the WTO can be seen as an evolution of
GATT. It builds upon the principles and achievements of GATT while addressing its shortcomings
and expanding its scope to better manage the complexities of modern global trade.
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Understanding the Purpose of GATT: Paving the
Way for Global Trade

International trade, the exchange of goods and services across borders, is the lifeblood of the modern
global economy. But without rules and agreements, this exchange can become chaotic and unfair.
The General Agreement on Tariffs and Trade (GATT), though now superseded by the World Trade
Organization (WTO), played a pivotal role in establishing a framework for orderly and predictable
international trade. This article will explore the purpose of GATT, simplifying its complex mechanisms
and highlighting its lasting impact.

1. Reducing Trade Barriers: The Core Objective

GATT's primary purpose was to reduce trade barriers between participating countries. These barriers,
mainly tariffs (taxes on imported goods) and non-tariff barriers (like quotas or complex regulations),
hindered the free flow of goods and services, harming both producers and consumers. By negotiating
multilateral agreements, GATT aimed to gradually lower these barriers, making trade more efficient
and beneficial for all involved.

Example: Imagine a country imposing a high tariff on imported cars. This makes foreign cars more
expensive for consumers in that country, reducing competition and potentially harming domestic
consumers who have fewer choices and higher prices. GATT aimed to reduce or eliminate such tariffs
through negotiations.

2. Promoting Non-Discrimination: The Most-
Favored-Nation Principle

GATT enshrined the principle of most-favored-nation (MFN) treatment. This means that any trade
advantage granted to one member country must automatically be extended to all other members.
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This prevents discriminatory trade practices where one country is favored over others.

Example: If Country A negotiates a lower tariff on textiles from Country B, it must also grant the same
lower tariff to all other GATT member countries importing textiles, ensuring fair and equitable
treatment.

3. Increasing Transparency and Predictability:
Rules and Procedures

GATT established a set of rules and procedures governing international trade. This increased
transparency, making it easier for businesses to understand the rules and plan their international
activities. Predictability fostered confidence and encouraged investment in export-oriented industries.
Dispute settlement mechanisms were also incorporated to resolve disagreements among member
countries.

Example: GATT provided clear guidelines on customs procedures and sanitary regulations, preventing
arbitrary actions by individual countries that could disrupt trade. If a dispute arose over the
interpretation of these rules, a mechanism existed to resolve it through negotiations or arbitration.

4. Fostering Economic Growth and Development:
A Win-Win Scenario

By reducing trade barriers and promoting fair competition, GATT aimed to foster economic growth
and development globally. Increased trade leads to specialization, increased efficiency, and access to
a wider variety of goods and services, benefiting consumers and producers alike. Developing
countries, in particular, benefited from greater access to export markets and the transfer of
technology.

Example: Lower tariffs on agricultural products from developing countries allowed them to access
wealthier markets, increasing their export revenue and supporting economic development.
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5. Laying the Foundation for the WTO: A Legacy
of Success

While GATT achieved significant success in liberalizing global trade, it also had limitations. Its dispute
settlement mechanism was often slow and cumbersome, and it struggled to address non-tariff
barriers effectively. These shortcomings led to the creation of the World Trade Organization (WTO) in
1995, which built upon GATT’s framework, strengthening its dispute settlement mechanism and
expanding its scope to encompass services and intellectual property.

Key Takeaways: GATT was instrumental in establishing a more predictable and transparent
international trading system by lowering tariffs, promoting non-discrimination, and providing a
framework for resolving trade disputes. Though replaced by the WTO, its legacy of promoting freer
trade and economic growth remains profound.

Frequently Asked Questions:

1. What is the difference between GATT and WTO? GATT was an agreement, while the WTO is an
international organization with broader scope, stronger enforcement mechanisms, and a wider range
of covered areas (services, intellectual property, etc.).

2. Did GATT benefit all countries equally? While GATT generally promoted global economic growth, its
benefits were not always evenly distributed. Developing countries often faced challenges in
competing with more developed nations.

3. What were some of the criticisms of GATT? Critics argued that GATT favored developed countries,
did not adequately address non-tariff barriers, and had a slow and ineffective dispute settlement
system.

4. Why was GATT eventually replaced by the WTO? GATT's limitations in addressing non-tariff
barriers, resolving disputes efficiently, and covering new areas like services and intellectual property
led to the need for a more robust and comprehensive organization: the WTO.

5. Is the WTO a continuation of GATT's work? Yes, the WTO can be seen as an evolution of GATT. It
builds upon the principles and achievements of GATT while addressing its shortcomings and
expanding its scope to better manage the complexities of modern global trade.
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