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		Abstract

		Trade agreements are often viewed as mechanisms that prevent each signatory from using its import market power to manipulate its terms of trade to the detriment of the other signatories. Under a fully efficient trade agreement, therefore, negotiated restrictions on the policy space must be independent of each country's market power. Under the WTO, however, negotiated tariffs are significantly correlated with the import market power of the importing country, which is a manifestation of inefficiency in trade agreements under neoclassical models of trade. We evaluate two potential causes of deviation from the first-best outcome in WTO negotiations: (i) a free-riding problem that may be caused by the WTO's nondiscrimination requirement, and (ii) asymmetric information about government preferences. Theories based on the above two causes generate starkly different predictions about the pattern of negotiated tariffs. Using WTO tariff data, we find that the pattern of negotiated tariffs is consistent with the implication of a negotiation model under asymmetric information. Finally, we use the model together with data on negotiated and applied tariffs under the WTO to predict the tariff rates that politically-motivated governments would choose in the absence of WTO commitments. 
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