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Executive Summary
This report’s first section examines the existing financial services deregulation requirements of the
World Trade Organization (WTO), and the proposed expansion of these through the “Doha
Round” of trade talks. Just some of the WTO limitations many governments have placed on their
financial regulatory policies are:
 A “standstill” on financial regulation of sectors already committed to WTO jurisdiction, so
countries risk WTO challenges if they reregulate elements of the financial industry.
 A ban on policies that limit the size of financial institutions (aimed at dealing with the too big
to fail problem), regardless of whether such rules apply equally to domestic and foreign firms.
 Foreign firms must be allowed to offer any new financial product or services – no matter how
risky – limiting the ability of countries to keep out harmful products, such as the credit default
swaps and collateralized debt obligations that fueled the current financial crisis.
 Government aid to the financial industry cannot favor domestic over foreign companies –
even inadvertently.
When the WTO’s financial services provisions were negotiated and implemented in the 1990s,
there was a prevailing consensus that the shift towards expansive deregulation would be
permanent. This consensus has been all but swept away after the 2007-09 financial meltdown, but
the binding WTO obligations remain. Many members of Congress and legislators in other nations
now grappling with how to best reregulate the financial sector remain largely unaware that these
WTO rules require countries to maintain the very financial sector policies that led to the crisis and
could pose impediments to effective reregulation.
As this significant problem has begun to bubble to the surface – in the Stiglitz Commission report,
in a G-24 paper, and in various analysis from consumer and development organizations – WTO
defenders have tried to shut down the needed review and renegotiation of these WTO provisions.
First, they claimed that the WTO does not require deregulation, only “liberalization.” Then, faced
with the plain deregulatory language of the actual WTO provisions, they switched their defensive
argument to focus on a provision on “domestic regulation” of financial services, sometimes
(disingenuously) called the “prudential exception” or “prudential carve-out.” However, as this
paper shows, this provision offers no safe harbor for financial safety measures – in that it contains
a self-cancelling loophole. Unfortunately, similar restrictions on countries’ financial service
prudential regulation were placed by the Bush administration in nine current and three pending
trade and investment agreements – most of which additionally provide private foreign investors
with standing to challenge governments’ financial stability measures before foreign tribunals to
claim cash compensation.
We conclude with some suggested changes to the current WTO provisions, so that financial
stability proposals could be truly protected from challenge under trade and investment pacts.
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Financial Deregulation Required by Existing WTO Rules and “Doha Round” Proposals
Foreclosed homes. Lost jobs. Collapsing banks. The greatest government involvement in the economy in generations.
While these headlines dominate the news, one of the root causes of this crisis has largely been
ignored: over the last several decades, the U.S. government and corporations have pushed extreme
financial deregulation worldwide using “trade” agreements and international agencies.
The WTO oversees 17 commercial agreements and has locked in domestically and exported
internationally a model of extreme financial service deregulation. While many people still assume
our trade pacts are about traditional matters, such as tariff cuts, in fact, the WTO requires
signatory countries – including the United States – to conform their domestic policies to an
expansive non-trade deregulatory agenda.
And, contrary to claims by defenders of the WTO, there is no WTO exception that provides a
safe harbor for provisions related to “prudential” measures, i.e. those aimed at safeguarding the
stability of the financial system. The recent ruling in the “Fireman’s Fund” case under the North
American Free Trade Agreement (NAFTA) (explored in more detail below) unfortunately
demonstrated how a tribunal interpreting even NAFTA’s more meaningful financial regulatory
safeguards can impose its own interpretation of what is considered a prudential matter over a
government’s judgment.
The WTO’s General Agreement on Trade in Services (GATS) and several related texts house
particularly expansive financial services deregulation requirements. The related texts include the
GATS Annexes on Financial Services, the Second and Fifth Protocols to the GATS, the
Understanding on Commitments in Financial Services, and countries’ GATS schedules of financial
services commitments.1 Although the specific negotiations around most of these financial services
provisions occurred after Congress’ 1994 vote on the Uruguay Round negotiations that established
the WTO, the later WTO financial services package was never brought to Congress for a vote.
The binding terms of these WTO pacts are the exact opposite of the non-binding terms of various
international accords between banking, securities and insurance supervisors, which attempt
(however imperfectly) to create a global regulatory floor. Rather, the WTO financial service
rules constitute a global regulatory ceiling. The WTO includes a dispute settlement system
with foreign trade tribunals empowered to instruct the United States and other nations to
eliminate WTO-forbidden financial service regulations, with trade sanctions authorized for failure
to comply. To date, WTO tribunals have ruled against the domestic policy in question in nearly 90
percent of the cases brought before them.2 Not surprisingly, the WTO financial services agenda –
an unusually potent system of international rules – was pushed by the top financial institutions
that stood to make short-term gains from deregulation, including AIG and Citigroup.3
Despite the little-known history of the WTO financial services negotiations, some analysts and
groups are starting to take note of its requirements. The United Nations Commission of Experts
on Reforms of the International Monetary and Financial System, chaired by Nobel Prize winner
Joseph Stiglitz, has said: “The framework of financial market liberalization under the Financial
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Services Agreement of the WTO may serve to restrict the ability of governments to change the
regulatory structure in ways which support financial stability, economic growth, and the welfare of
vulnerable consumers and investors.”4 Americans for Financial Reform – the umbrella
organization for consumer and labor groups advocating U.S. reregulation – has said “existing and
prospective pacts that contain deregulatory obligations and constraints on oversight must be
renegotiated so that policymakers can implement the consensus call to address the crisis in the
manner they see fit without the threat of trade suits.”5
This growing public awareness – about trade agreement constraints on reregulation generally and
the WTO’s financial service deregulation terms specifically – has worried some who pushed that
system in the first instance and support its expansion. First, they understand the political liability
of more people understanding that the already beleaguered WTO expansion negotiations, called
the WTO “Doha Round,” includes further financial deregulation as a key agenda item. Second, to
date, the WTO financial service deregulation dictates, which went into effect for over 100 nations
in 1999 (following implementation of the final financial services terms), have largely escaped
attention, and thus calls for reform have not yet included changes to WTO rules.
As a result, those on the defensive have now begun to make misleading arguments that the WTO
rules do not require financial service deregulation. First they claimed that WTO rules do not
require deregulation, but only “liberalization” or “market access.” However, even a superficial
review of the actual texts in question shows that is patently false. Thus, the latest line of argument
is that a provision entitled “Domestic Regulation” in the GATS Annex on Financial Services
“carves out” all financial service prudential regulations from coverage by the WTO’s deregulatory
requirements. WTO defenders claim that this provision, which they sometimes (disingenuously)
call a “prudential exception” or “prudential carve-out,”6 allows WTO countries to maintain – or
implement new – policies to regulate financial services. Yet, a closer look at the actual language in
the GATS Annex’s Article 2(a) shows that the provision – which applies to all 153 WTO signatory
governments – provides no safe harbor from WTO challenge of financial stability measures:
“2. Domestic Regulation: (a) Notwithstanding any other provisions of the Agreement, a
Member shall not be prevented from taking measures for prudential reasons, including for
the protection of investors, depositors, policy holders or persons to whom a fiduciary duty
is owed by a financial service supplier, or to ensure the integrity and stability of the
financial system. Where such measures do not conform with the provisions of the
Agreement, they shall not be used as a means of avoiding the Member’s
commitments or obligations under the Agreement” [emphasis added].
As the second sentence makes clear, the provision may only be used to defend regulatory policies
if such policies do not undermine the commitments and obligations established through the other
WTO rules. This effectively eviscerates the use of the provision to protect domestic regulatory
policies that a country may have in place or may newly implement from WTO challenge. That is to
say, country A’s policy would only be challenged by country B if B thought that it was losing out
commercially – because A’s policy was undermining A’s obligations and commitments. (Indeed, a
true “carve-out” would have excluded prudential measures from WTO coverage altogether.)
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And, the constraints on WTO signatory countries’ financial service sector regulations are
expansive and onerous:7
 No limits on size: The GATS Market Access rules (contained in Article XVI(2) of the GATS
text) prohibit government policies that limit the size or total number of financial service
suppliers in covered sectors.8 This ban applies absolutely. If a country has signed up its
financial services to meet these rules – and the United States did for a broad swath of them –
then that country simply may not maintain or enact such size-limiting policies, even if they
apply equally to domestic and foreign firms. This is one of the clearest examples of how the
WTO rules implement a broad domestic deregulation agenda rather than applying only to how
trade in services may be regulated. These WTO rules ban limits on the value of service
transactions, number of service operations, or number of employees – and requirements that
services be provided by specific types of legal entity, like a branch or non-profit agency. This
GATS obligation – which binds most WTO member countries with respect to financial
services – could make it difficult to solve the “too big to fail” problem identified by such
economists as former IMF chief economist Simon Johnson.9
 No bans on risky activities: Under the above-cited market access rules, a country may not ban
a highly risky financial service in a sector (i.e. banking, insurance, or other financial services) once it
has been committed to meet GATS rules. A WTO tribunal has already established the
precedent of this rule’s strict application: the U.S. Internet gambling ban – which prohibited
both U.S. and foreign gambling companies from offering online gambling to U.S. consumers –
was found to be a “zero quota” and thus violate GATS market access requirements.10
 Top-down coverage of certain financial services: The dictate to deregulate and the limits
on reregulation are even more extreme for the 33 countries that agreed to additionally adopt
the WTO Understanding on Commitments in Financial Services.11 This text established
further deregulation obligations. While most WTO countries are only responsible for
complying with GATS constraints with respect to the financial service sectors they have
explicitly listed in their schedule of specific commitments, countries adopting the
Understanding additionally agree to so-called “top-down” commitments in certain sectors.
(Top-down means service sectors are default fully covered by all of the agreement’s obligations
and constraints unless a county specifically schedules limits to them. This is the opposite of the
“bottom-up” approach that WTO signatory countries otherwise used for binding other service
sectors to coverage of the GATS market access and national treatment rules, where only the
sectors that countries affirmatively list are bound to comply with those rules.) For the nations
that adopted the Understanding – which also include Nigeria, Sri Lanka, Turkey and most of
the developed countries – there is an absolute requirement to allow financial service providers
to establish a commercial presence (i.e. set up operations in your country) in all financial
service sectors under the privileged terms of the market access rules (for instance, the host
country may apply no limits on size unless it scheduled such an exception, which the United
States did not). These countries additionally agreed on a top-down basis to allow a significant
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list of financial services to be traded across borders – even when such cross-border service
flows pose additional regulatory concerns.12
 Standstill on new regulation: For countries that signed on to the Understanding, there is also
a freeze on new regulations in covered financial service sectors that conflict with the various
regulatory constraints otherwise established in the WTO texts. This so-called “standstill”
provision is contained in the Understanding’s Article (A), and reads: “Any conditions, limitations
and qualifications to the commitments noted below shall be limited to existing non-conforming measures.” The
effect of this provision is to lock countries into the level of deregulation they agreed to in the
1990s. There is a vast array of reregulation proposals that might run afoul of this provision,
which was drafted when most rich countries were rapidly deregulating their financial sectors.
The current crisis proves that this deregulatory push was severely misguided, as was its lock-in
through binding trade pacts like the WTO.
 No bans on new financial service products: The Understanding’s Article B(7) also obliges
the United States and the other 32 countries that adopted it to ensure that foreign financial
service suppliers are permitted “to offer in its territory any new financial service.” This is a
direct conflict with the various proposals to limit various risky investment instruments, such as
certain types of derivatives.
 Competitive deregulation of even policies that apply to domestic and foreign firms
alike: There is also an obligation in the Understanding to “endeavour to remove or to limit any
significant adverse effects on financial service suppliers of any other Member of: non-discriminatory measures that
prevent financial service suppliers from offering in the Member’s territory, in the form determined by the
Member, all the financial services permitted by the Member; non-discriminatory measures that limit the
expansion of the activities of financial service suppliers into the entire territory of the Member; measures of a
Member, when such a Member applies the same measures to the supply of both banking and securities services,
and a financial service supplier of any other Member concentrates its activities in the provision of securities
services; and other measures that, although respecting the provisions of the Agreement, affect adversely the ability
of financial service suppliers of any other Member to operate, compete or enter the Member’s market…”13
Meanwhile, all WTO members may be required to show that (among other limits) their service
sector regulations are “not more burdensome than necessary to ensure the quality of the
service,” and are “objective,” “reasonable,” and “relevant.” The obligations are contained in
the Understanding’s Articles 10 and 11 and in GATS Article VI.14 That is to say that a WTO
signatory country may challenge another’s service sector regulations as failing to meet these
criteria, and then a WTO tribunal would make the subjective decisions about the
reasonableness and relevance of the challenged countries’ laws. One aspect of the Doha
Round service sector negotiations is to adopt a new agreement on “Disciplines on Domestic
Regulation” that would amplify the existing Article VI(4) text with more specific constraints on
service sector regulation. These rules affect even those regulations that apply equally to
domestic and foreign firms. Such provisions could pose severe problems for attempts to
restore financial stability.
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To make matters worse, while the November 2008 and April 2009 G-20 Summit declarations have
called for financial reregulation on the one hand, on the other, they have simultaneously called for
completion of the WTO Doha Round15 – one plank of which is further deregulation.16 Among the
specific Doha Round proposals that would further financial services deregulation:
 WTO countries are under pressure to submit additional financial sectors to the GATS
market access rules.17
 “[I]ncreased use of the Understanding by Members as a minimum standard for
liberalization.”18 This would mean more countries would be required to allow in all new risky
financial products and services of foreign firms, and also to allow establishment of foreign
firms operations within their countries, unconstrained by size-limiting regulations, along with
all of the Understanding’s other deregulatory terms noted above.
 New global limits on regulations of the accountancy sector. If the Doha Round were
concluded, one of the texts that would be automatically implemented as part of it is new
“disciplines” to restrict non-discriminatory regulations in the accounting sector. These
disciplines, which the infamous Arthur Andersen firm helped formulate,19 will restrict
accounting regulations to what WTO tribunals judge “necessary,” putting pressure on
governments to deregulate as much as possible.
 “Standstill on certain non-discriminatory measures.”20
 “Improved ability to sell products to locals or provide services from offshore; greater
flexibility in the number and types of products which can be offered,”21 which could
undermine policies aimed at keeping toxic financial products offered elsewhere out of
domestic markets. It could also undermine measures aimed at countering financial transfers
with tax haven countries.
 Elimination of differences in regulatory structure between state, local and federal
governments.22 In countries where subfederal regulations are stronger than federal regulation,
such downward harmonization can reduce financial stability.
As a sign-on letter to President Obama in advance of the G-20 Pittsburgh Summit noted: “rather
than calling for completion of the current Doha Round agenda (as they did in November and
April), the leaders of the G-20 countries must agree to review and repair the existing WTO limits
on financial service regulation and devise a future WTO negotiating agenda that takes into
consideration the harsh lessons of the crisis.” The letter was signed by Americans for Financial
Reform and 50 other groups representing over eight million Americans.23
The trade-pact threat to financial reregulation is not merely a hypothetical problem. The Wall Street
Journal reports that the U.S. and UK governments may be lobbying against other European
countries’ proposed non-discriminatory leverage restrictions for hedge funds, with UK officials
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calling the proposal a “form of protectionism.”24 Such lobbying, and the Obama administration’s
instruction to U.S. regulators that they “should also consider the implications of [certain
regulatory] determinations for international agreements negotiated by the executive branch,” may
well be referencing the onerous WTO requirements.25
The mere existence of such an expansive, binding, radical deregulation regime is exactly contrary
to the intentions and needs of countries seeking to reregulate. Moreover, the recent wave of
controversies with respect to the WTO compatibility of U.S. climate, tobacco, food safety and
stimulus bills – where Congress was pressured to back off of public-interest reforms – shows the
harmful chilling effect that can occur when mere threats of WTO litigation are made.26 In these
cases, Wall Street and other corporate interests have been able to equate additional legislative
checks on their behavior (which may run afoul of certain non-trade provisions of the WTO) with
sparking a “trade war.” Various newspaper editorial boards have eagerly echoed this theme.
Foreign governments have jumped on the bandwagon of using impending “trade war” warnings
to attack domestic regulatory policies when this furthers their commercial interests. Clearly, the
cause of restoring economic stability and prosperity would be better served by more adequately
segregating trade and non-trade regulatory concerns, which corporate interests tend to conflate –
both out of self-interest, and unfortunately also because our current global architecture gives them
an intellectual foundation for doing so.
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The GATS Annex “Domestic Regulation” Provision Provides No Meaningful Safeguard
for Prudential Measures
The George H.W. Bush administration – in partnership with other developed country
governments – constructed the first drafts of the WTO’s GATS, including the early versions of
controversial provisions such as the “Domestic Regulation” restriction in the Annex on Financial
Services.27 These texts served as the basis for the so-called 1991 “Dunkel Draft” of the 1986-94
Uruguay Round General Agreement on Tariffs and Trade (GATT) negotiations, which ultimately
led to establishment of the WTO. (The 1991 draft was named for its author, GATT DirectorGeneral and Swiss diplomat Arthur Dunkel.)28
The Reagan and Clinton administrations also played important roles in establishing the current
WTO financial service deregulation rules. In a sense, if the Reagan administration was the land
prospector and clear-cutter for the GATS and its financial services deregulation focus, then the
Bush I administration was its architect, and the Clinton administration was its builder, buyer,
seller, real estate agent and interior decorator. (And the Bush II administration picked up where
Clinton left off.) Thus, the Bush I administration and its contemporaries can be blamed for
conceiving of such controversial WTO financial services provisions as the deregulation
requirements applying to non-discriminatory measures included in the “market access” provisions,
the self-cancelling provisions that fail to safeguard domestic prudential measures, and the extreme
deregulation required under the Understanding on Commitments in Financial Services. However,
the United States would not have been bound to these constraints without the work of Clinton
administration officials such as Timothy Geithner, Larry Summers and Robert Rubin.29
(The GATS part of these rules were finalized in 1993-95 and adopted after a major Clinton
administration-led campaign to secure congressional passage of the Uruguay Round. Most of the
specific financial services obligations were negotiated thereafter through the Fifth Protocol to the
GATS. This text is sometimes called the Financial Services Agreement (FSA). It was finalized only
in 1997 and went into effect in 1999, after the Clinton administration pressured other countries to
sign on. Stunningly, the Clinton administration signed the United States to comply with the whole
1997 package without seeking congressional approval – thus binding Congress to an array of
WTO financial service deregulation requirements not contemplated when the Uruguay Round was
approved in 1994.)
Because pre-crisis, the global trend has been towards continual financial service deregulation, to
date there has been no WTO dispute settlement case involving the GATS financial services terms.
Thus, there is a high degree of uncertainty about the meaning and effectiveness of the Annex on
Financial Services provision on domestic regulation, where the last sentence appears to cancel out
the first. The most recent scholarly explication of this “self-cancelling” problem can be found in a
paper prepared for the G-24.30 Ultimately, the decision about if and when a country would be
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permitted to defend a challenged prudential measure through use of this provision would be left
to a specific WTO tribunal applying the measure in a specific case. However, the provision’s
negotiating history, comparative law analysis, and pronouncements by academics and financial
service professionals about the provision provide some illumination. A review of these materials
reveals several conclusions:
1. There were several alternative proposals for a WTO financial services prudential
exception that would have more fully protected financial stability policies, but these
were rejected in favor of the actual WTO language. In June 1990, Felipe Jaramillo, the
Colombian diplomat in charge of the Uruguay Round services negotiations, proposed five
options for a carve-out provision that could protect countries’ financial stability measures.
Each of these options would have entailed more policy space than what the United States and
other developed country governments desired and eventually obtained in the WTO text. The
options “ranged from narrow to broad in scope. The first option provided for a prudential
carve-out limited to a qualified national treatment provision. The second option was broader,
permitting all ‘reasonable’ prudential and fiduciary measures. Option three was a variation of
option two, enumerating examples of permissible measures. Option four provided for an
unqualified right to take such measures. Option five aimed at defining as precisely as possible
the prudential actions that would be permitted, so as to reduce legal uncertainties.”31
Moreover, Malaysia and other Asian nations made a proposal at the time that “measures taken
for prudential reasons should not be subject to any dispute settlement procedure.”32 Instead,
the text that was ultimately included in the GATS only covers those prudential measures that
do not impair any GATS obligations, including market access. Again, given the expansiveness
of the WTO financial service obligations, it is hard to imagine a prudential policy that would
be clearly safeguarded by the provision.
2. While analysts disagree about how the GATS Annex provision on domestic regulation
would operate if triggered, they all agree that the provision is confusing and that a
WTO tribunal would have the final say. An extensive literature review of articles written by
academics and practitioners over more than a decade yielded almost complete unanimity
across many different political perspectives that WTO tribunals will ultimately determine what
the WTO provisions limiting financial service regulation mean and how and when the
provision specifically covering prudential measure can be used – or not.33 As noted, because
WTO tribunals issue binding rulings against U.S. and other countries’ challenged policies
(including public interest measures) in nearly 90 percent of the cases, it is a truly worrying
proposition that such tribunals will have the final say in deciding when and if countries may
maintain financial stability measures (when such policies conflict with the expansive limits on
regulation contained in the WTO texts).
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3. Many policies that countries apply for prudential reasons may not be considered
prudential by other countries or by WTO panels. The types of financial service regulations
that have been considered “prudential” range from minimum capital requirements for
depository institutions, to leverage restrictions, to various consumer protection policies, and
beyond. In the Uruguay Round debates, Mexico, India and many other developing countries’
representatives stated that infant industry protection applied to promote the development of
domestic financial sectors should be considered prudential in nature.34 Many countries’
governments consider restrictions on capital inflows and outflows – both in crisis and noncrisis times – to be prudential in nature.35 In the current re-regulation debate, there are farranging proposals for enhanced consumer protection measures, including the notion of
adopting a precautionary principle approach for new financial instruments (i.e. the burden of
proof is on the creator of a new financial product to show it is safe and useful to society and
thus should be approved by government regulators). The UK’s top financial regulator
advocated a variation on this theme, for instance.36 Indeed, economists across the political
spectrum – from the Keynesian Hyman Minsky to the former Federal Reserve economist
John Boyd, a self described “laissez faire” economist – have advocated a variety of regulatory
interventions to keep banks small and oriented towards community lending.37
How a WTO panel would rule on a challenge to such measures is unclear, but many
governments and corporations have let it be known that they favor sharp limitations on which
policies should be considered prudential.38 Indeed, some pro-GATS scholars suggest that
WTO panels should limit the definition of prudential measures to Basel II-type
requirements.39 (Basel II refers to an agreement reached by central bankers from developed
nations – under substantial industry influence – in 2004, which includes highly flawed notions
of bank capital adequacy based on banks’ own “internal risk models.”40) The opening for such
a low road approach provided by the mere presence of WTO-GATS-style “disciplines” on
domestic regulation can encourage a race to the bottom and lowest common denominator
regulation.
4. Arguments that “diplomatic restraint” will prevail are overstated. Another of the
arguments behind the claim that the WTO financial service provisions do not eliminate
countries’ prudential policy space is that, as a former U.S. regulator noted, only governments
can bring WTO cases.41 That is to say, governments would operate under some sort of
diplomatic screening process that would result in certain fights not being picked because a
government would take into consideration that an attack on another country’s prudential
regulation could later boomerang into an attack on that country’s own policies. This is a highly
debatable notion, as most recently demonstrated with Panama’s announcement that a major
plank in its effort to be removed from tax haven watch lists is to launch WTO cases against
countries that put them on such lists.42 (Panama has previously commented in WTO sessions
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that countries that place limits on the financial service transactions of countries deemed tax
havens are violating WTO rules.)43 Some countries’ whose economies are highly dependent on
tax havens have taken deep commitments under the Understanding (such as Aruba,
Liechtenstein, the Netherland Antilles and Switzerland). Such countries may be open to
arguments that they have little to lose and lots to gain from launching a WTO challenge (as
apparently Antigua was in regards to the Internet gambling case cited above).
5. The self-cancelling provision on domestic regulation was incorporated into nine recent
bilateral trade and investment pacts (and three pending pacts). In most of these,
private corporations can directly sue governments for prudential measures. The GATS’
Annex on Financial Services provision on domestic regulation provided the basis for the 2004
Model U.S. Bilateral Investment Treaty’s (BIT) provision on prudential regulation,44 which
was contained in BITs with Rwanda and Uruguay.45 Similar language was also contained in
U.S. “Free Trade Agreements” (FTAs) with Australia,46 Bahrain,47 Central America,48 Chile,49
Morocco,50 Oman,51 Singapore,52 and agreements signed by President George W. Bush but
not approved by Congress with Colombia,53 Korea,54 and Panama.55 Many of these deals allow
not only governments, but also private investors, to bring cases against prudential measures.
Under these FTA “investor-state” enforcement provisions, foreign investors can directly
demand cash compensation from governments in foreign tribunals – in addition to the pacts
being enforceable by government-to-government dispute settlement tribunals.
Several scholars have argued that such provisions are “in the short term, more likely than any
other area of international economic law to give rise to complaint and initiation of legal
action” against financial rescue measures.56 The record shows that private enforcement of
these pacts by foreign investors can have a harmful chilling effect on countries’ public interest
policies.57 The GATS Annex on Financial Services provision on domestic regulation has not
been tested under the above listed pacts. But Argentina invoked a broadly comparable
provision known as the “essential security exception” when corporations such as Enron
brought cases against its financial rescue measures under the U.S.-Argentina BIT. Yet, in 100
percent of these cases, tribunalists ruled that they, not Argentina, must be the judges of
whether the exception constituted a defense against investors’ challenges of financial stability
measures.58 Not only do these cases make clear that it is foreign tribunals, not domestic
governments, that are empowered to decide when a particular financial stability measure is
indeed prudential, but in these cases the tribunals fully or partially rejected the government’s
defense, and required the government to pay compensation nearing half a billion dollars.59
6. Even NAFTA’s broader prudential exception was deemed subject to challenge:
Fireman’s Fund case. The North American Free Trade Agreement (NAFTA) – which was
negotiated by the Bush I administration and signed by the Clinton administration – contains
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language on financial service prudential measures that is more expansive than that contained in
the WTO. In particular, the NAFTA provision does not include the self-canceling language.60
In 1993 congressional hearings on the NAFTA financial services chapter, the NAFTA
prudential exception received the unanimous support of the federal and state financial
regulators called to testify. (That NAFTA financial service hearing was much more substantive
than any hearing that was conducted on the GATS with respect to protection of U.S.
prudential measures.) As a representative from the Texas Board of Insurance testified at the
NAFTA hearing: “I believe that government regulation of financial services is a complex and
difficult process… Improvements in our regulatory systems must continue to be made.
Consequently, the ability to simply reserve existing consumer protection, financial soundness,
and solvency measures is not in my view sufficient to protect the public. I believe that State
and Federal authority to adopt new, reasonable measures must be preserved. I further believe
that the NAFTA prudential exception for financial services does this.”61
Yet in the NAFTA “Fireman’s Fund” challenge of a financial stability measure, a tribunal
ruled that even this more robust exception would not necessarily be sufficient to protect a
NAFTA signatory country’s prudential measure. The target of the challenge was a series of
measures related to Mexico’s bailout of its financial sector: Mexico deemed these “prudential”
in nature, while Fireman’s Fund claimed they constituted an indirect expropriation (among
other violations) requiring compensation under NAFTA. The tribunal cited writings by the
U.S. Treasury Department official who negotiated the NAFTA financial services chapter as
support for the conclusion that investors can challenge prudential measures as expropriations,
and that tribunals in investor-state cases can decide whether challenged measures qualify for the
prudential exception. That is to say that even under the more expansive NAFTA language the
tribunals, not the governments, get to determine whether a measure is deemed prudential.62
Notably, the “U.S. investor” in this case (Fireman’s Fund Insurance Company) was in fact a
subsidiary of a German company (Allianz) who also had a Mexican subsidiary (Allianz
Mexico). Of course, a German or Mexican investor would not have been able to bring a
NAFTA investor-state case against the Mexican government because of complications arising
from prudential measures applied to their Mexican investment. But the U.S. subsidiary did
have such standing. Thus, this case also illustrates how – under current trade agreements –
global corporate structures can be used to launch challenges against prudential measures that
would not otherwise be possible.63
7. Congress has not had meaningful input on the WTO financial services provisions. Few
in Congress are even aware that these WTO provisions limiting U.S. financial stability
measures exist, nor that over 100 countries around the world remain bound to WTO rules that
require them to maintain the polices that contributed to the current crisis and limit their ability
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to reregulate.64 And, there has been virtually no meaningful scrutiny of how and if the WTO’s
GATS Annex on Financial Services provision on domestic regulation would function.
Congress did not have a vote to approve or otherwise formally adopt the 1997 outcome of the
later round of WTO financial services negotiations. The 1994 vote on the core WTO
agreement, which was conducted under the Nixon-era Fast Track rules, provided Congress a
limited role in the formation of the agreement’s terms. At the time of the WTO vote, even
when directly challenged, few members of Congress would even admit to having read the
thousands of pages of the pact and its implementing legislation.65 In fact, there have been
more references in congressional testimony to the Annex on Financial Services provisions in
post-meltdown 2009 (when re-regulation is finally on the table) than in the entire previous
history of congressional “oversight” on the matter from 1986 to 2008.66
Instead, the prevailing Beltway conventional wisdom for over two decades (among the very
few who even knew of such matters) was that the financial services provisions of trade pacts
impacted only U.S. financial firms’ offensive interests in foreign markets, rather than the defensive
interest of sound domestic regulation. For instance, consider the inquiries of current Financial
Services Committee Chairman Barney Frank (D-Mass.), who is among the most informed
people in the entire country on financial regulation issues. In his subcommittee’s 1993
oversight hearings on the topic, the focus was on whether the financial services talks provided
sufficient overseas opportunities for U.S. firms. Whether the WTO rules could expose U.S.
financial service regulation to attack was not raised. In 2005, after the various financial crises
of the late 1990s had spotlighted certain problems, Frank raised a slightly broader range of
concerns, saying, “without the insistence on a total abolition of capital controls, I think we
have a broad consensus” on financial service provisions in trade pacts. However, the broader
question of how WTO financial services rules could undermine U.S. domestic regulation
remained off the table. Frank is not only exceptionally well-informed, but also interested in
ensuring the financial system is properly regulated. That these issues were not in his sights
suggests a broad lack of awareness of this problem, which will now need to be addressed in
the context of reregulation.67
8. The WTO limits on financial regulatory policy undermine governments’ ability to
adapt to changing circumstances through the normal democratic process. Former
Treasury official Barry Newman, who went on to work at Bear Stearns, was unusually candid
in his assessment of the benefits of NAFTA-style trade pacts. He told a 1993 congressional
hearing on NAFTA financial services provisions that: “future Mexican governments may
change, and they may not have the same attitudes of the current government. The benefit of
NAFTA is that it will lock into an internationally legally binding and enforceable agreement
the kinds of changes that the present government is seeking and that we are strongly
encouraging so that it will be very much more difficult for future governments to pull back
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from what is now being developed in the context of the NAFTA.”68 It would be difficult to
find a clearer exposition of the real dangers associated with including legally binding limits on
domestic financial service regulation in trade pacts. When the WTO financial services
provisions were negotiated and implemented, there was a prevailing consensus that the shift to
deregulation would be permanent. This consensus has been all but swept away after the 200709 financial meltdown, but the binding trade obligations remain.
9. Even WTO defenders argue that renegotiation of the GATS rules on domestic
prudential regulation of financial services would be useful. They acknowledge that
leaving the definition of acceptable prudential measures up to a WTO panel risks the
legitimacy of the entire system. Two such proponents have called for some “clarification of
the boundaries of the ‘prudential carve-out,’” and note that “it would be far better (in terms of
regulatory legitimacy) for such a clarification to arise from a negotiated understanding among
regulators than from a panel ruling (regardless of the degree of financial expertise panelists
might have).”69 Thus, both WTO critics and defenders share an interest in renegotiating this
aspect of U.S. international obligations.

Conclusion and Policy Recommendations
This report had examined the WTO’s existing financial services deregulation requirements, and
their proposed expansion through the “Doha Round” of trade talks. We also examined the history
and arguments surrounding the GATS Annex on Financial Services Article 2(a), which fails to
provide a safeguard for countries’ financial stability measures that may conflict with the WTO’s
general deregulatory requirements. We noted that very few individuals in the U.S. or globally are
aware of these WTO financial service deregulation requirements and the obstacles they could pose
to reregulation globally and at home.
We noted that language similar to this restriction has been inserted into nine current and three
pending trade and investment agreements – most of which allow private financial services
investors with standing to challenge governments’ financial stability measures for cash
compensation. Under NAFTA, a tribunal ruled that its arbitrators – rather than Mexico’s elected
government – could decide whether a domestic bailout could be deemed prudential in nature and
thus permissible. We also noted that Argentina was denied full use of a somewhat similar
“essential security” exception in cases brought by Enron and other corporations under the U.S.Argentina investment pact, and that the country’s taxpayers have been ordered to pay nearly half a
billion dollars to compensate investors for measures enacted in response to a financial meltdown.
At issue is a political question of whether countries now calling for financial reregulation intend to
actually reverse the extreme deregulation paradigm implemented by the WTO. The financial
interests closely involved in establishing the WTO deregulation regime are keen to avoid real
reform at either the national and international levels.
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The question of whether governments will commit to the real reforms needed will again come to
the forefront at the September G-20 summit in Pittsburgh. The summit Communiqué is expected
to once again simultaneously call for reregulation and the completion of the WTO Doha Round
(with its further deregulation). It is not possible to have it both ways.
Moreover, failure to remedy the existing WTO financial service deregulation requirements and
eliminate further Doha Round financial service deregulation will fuel general public ire against the
current terms of globalization generally and the WTO specifically.
As a legal matter, these problems are easy to remedy. For instance, the current WTO provisions
that fail to safeguard prudential measures must be revised to ensure that financial stability
measures are truly safeguarded from attack at the WTO. The current Article 2(a) of the GATS
Annex on Financial Services must be replaced with the following language to ensure that
prudential measures are not subject to WTO challenge:
“Domestic Regulation: Notwithstanding any other provisions of the Agreement, a Member
shall not be prevented from adopting or maintaining measures relating to financial services
it employs for prudential reasons, including for the protection of consumers, investors,
depositors, policy holders, or persons to whom a fiduciary duty is owed by a financial
services supplier, or to ensure the integrity and stability of the financial system. For greater
certainty, if a Party invokes this provision in the context of consultations or an arbitral
proceeding initiated under the Dispute Settlement Understanding, the exception shall apply
unless the Party initiating a dispute can demonstrate that the measure is not intended to
protect consumers, investors, depositors, policy holders, or persons to whom a fiduciary
duty is owed by a financial services supplier, or is not intended to ensure the integrity and
stability of the financial system.”
Such a measure would allow countries to define for themselves what prudential regulations are
required to ensure financial stability, and provide a default in favor of such measures’ sanctity,
while also providing a means for countering attempts to abuse such a designation. A similar
approach was used to amend the Essential Security exceptions of four FTAs negotiated by the
Bush administration.70 Similar revisions should be made to other U.S. trade and investment
pacts.71
There are additional steps that must be taken to ensure that financial stability measures are not
threatened by WTO rules. First, is “do no further harm”: there should not be further financial
service deregulation in any international agreement coming after the hard-learned lessons of the
crisis. Practically, this means that the demands and offers on financial services should be taken off
the Doha Round negotiating table. There should be a moratorium on financial service
commitments for countries now negotiating terms of accession to the WTO, given that the crisis
has proven the perils of the extreme deregulation model. Further, the financial service provisions
of the pending FTAs with Korea, Panama and Colombia must be renegotiated.
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Second, the existing WTO and FTA terms that limit financial reregulation should be renegotiated.
This includes elimination of the Understanding on Commitments in Financial Services. Revoking
this text would eliminate the most extreme financial deregulation rules that apply to countries like
the United States, Nigeria and most developed nations. As well, the deregulatory elements of the
GATS market access rules – namely GATS Article XVI(2) – should also be eliminated. Getting rid
of this text restores the policy space to address the “too big to fail” problem. Effectively, this
change would separate out commitments to provide market access from requirements to
simultaneously deregulate such offered sectors.
Third, the new constraints on all service sector domestic regulations now under negotiation in the
Doha Round must be jettisoned. Given the brutal lessons the current crisis has provided with
respect to the perils of extreme financial service sector deregulation – and the Enron scandal
provided with respect to energy service deregulation – the WTO GATS Working Party on
Domestic Regulation should simply be shut down and its draft agreement scrapped. There is no
excuse for having such a negotiating group, whose remit is to limit domestic regulation at the very
time WTO countries are committed to reregulating.
Also, if the Doha Round were concluded, one of the texts that would be automatically
implemented is new “disciplines” to restrict non-discriminatory regulations in the accounting
sector. These disciplines, which the infamous Arthur Andersen firm helped formulate, will restrict
accounting regulations to what WTO tribunals judge “necessary,” putting pressure on
governments to deregulate as much as possible. This text should be scrapped.
Finally, unless the changes noted above to the WTO financial service terms are implemented,
WTO signatory countries should agree to a period during which existing WTO financial services
commitments may be withdrawn without being required to negotiate terms of compensation,
according to normal WTO rules. Either the deregulatory aspects of the WTO financial service
terms must be remedied through multilateral negotiations as part of the global reregulation effort,
or countries must be allowed to safeguard their domestic reregulation efforts by withdrawing from
WTO commitments that undermine such efforts.

For More Information on WTO Service-Sector Regulatory Constraints and Which U.S.
Service Sectors Are Implicated: Please contact Public Citizen’s Global Trade Watch at 202-546-4996.
You can also visit our website TradeWatch.Org, where you will find a database detailing the U.S. WTO servicesector commitments, along with background materials describing the GATS rules and how to read the WTO
schedules, fact sheets detailing how these rules affect regulation of an array of service sectors and more.
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