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PRODUCT STANDARDS IN AN OPEN ECONOMY: ROLE OF NATIONAL TREATMENT

Devesh Roy

University Of Maryland, MD, USA
We enhance the set of policy instruments for the correction of consumption externality (traditionally only consumption taxes have been considered) by incorporating product standards. We show that optimality requires use of both consumption tax as well as product standards. National treatment or equal level of standards is the rigid rule for the members of the World Trade Organization. We address the following questions in relation to the national treatment rule. Is national treatment an optimal rule from the perspective of a multilateral institution like the WTO and under what conditions? The answer to this question is that it depends on the environment.  In particular it depends upon the availability of consumption tax as an additional instrument and equal costs of providing the standards between the exporters and the producers in the importing country. There is however global sub-optimality in setting of standards by large countries. National treatment rule works towards reduction of the inefficiencies that result from individual choices and is consequently a logical rule in the standards related agreement under the WTO. 
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