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THROUGH THE WINDOW

Through the Window: Beacons for a Pro-Poor
World Trading System

Richard Newfarmer

~y % 7 'hile enormously beneficial for most people in developing countries,

{ “-‘,}5 globalization has bypassed many of the poorest countries and poorest
¥ ¥ people.’ Domestic policies and obstacles matter, but inequities in the
world trading system also put developing countries at a disadvantage. Three forces
have the potential to open global markets to more people: the current round of
multilateral trade negotiations, regional trade negotiations, and the prospect of new
“aid for trade” to help the poorest countries invest in infrastructure and institutions
necessary to participate more effectively in the global marketplace.

The Doha Round hangs precariously-in the balance. Even if there is an
agreement in Hong Kong (China}, a pro-poor outcome is not automatic. Results
depend critically on the details of any trade agreement. This book peers through
the mass of complexity—in agriculture, nonagricultural market access, services,
and trade facilitation—to see what really matters for poor people.

Even as multilateral negotiations continue, many developing countries are
engaged on a second front of negotiations, regional trade agreements. Some 75
countries are negotiating so-called Economic Partnership Agreements (plurilateral
fiee trade agreements) with the European Union. The United States, having just
completed a free trade agreement with Central America and the Dominican Republic
as its seventh FTA, has a half-dozen new agreements in train. Many developing
countries are following a similar path; consider Chile’s recent free trade agreement
with China.

Regional trade agreements can widen markets, deepen integration, and promote
economies of scale in regulation and investment. However, they also are inherently
discriminatory. Often the weakest countries are excluded, in effect, they pay for the
preferences received by others. So how can these new arrangements minimize the
disadvantages of preferential agreements and maximize advantages? A section of
this book sets out guideposts for evaluating the development effects of upcoming
regional negotiations.

Even with greater access to markets, many of the poorest countries may be
unable to seize the opportunities that come with more open markets, either because
of inadequate infrastructure, poorly performing trade-related institutions (such as
customs), or domestic policies that create disincentives or impediments to trade.
Stili other developing countries may need additional help in adjusting domestic,
regional, or global policy reforms to take advantage of new trade opportunities. For
these reasons, the G-8 summit in Gleneagles in July 2005 supported calls for
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:ad,d_i_t'i_o'nal “ajd for trade.” A final section of this book discusses aid for trade related
to standirds, trade facilitation, and managing any adjustment costs from the erosion
" “of preferences or from higher food prices that developing countries may experience
as a consequence of a trade deal.

This introduction, drawing on the chapters of this volume, highlights the key
decisions that will mean the difference between the success and failure of current
efforts to open markets for products of the poor. In that sense, it provides “policy
bea.cons” to assess outcomes in the three broad areas: multilateral negotiations,
regional negotiations, and aid for trade,

Realizing the development promise of the Doha Agenda

A.Do.ha Round agreement that slashed trade barriers would stimulate trade and
ralse incomes around the world, leading to a substantial reduction in global poverty.
Although any agreement is not likely to be ambitious enbugh to generate the
3290460 b.illion in annual income that full liberalization might bring to the global
economy, it could realize part of this potential and lift incomes of poor
countries—and poor people—over the long term. The opening chapters by

Anderson, Martin, and van der Mensbrugghe use quantitative methods? to assess’

where t}'w main pay-.offs are to be found in merchandise trade liberalization, with the
conclusion that agriculture is the key to the Doha Round.

A g:ticulture Is the locomotive of the development round

Agriculture is central to the development promise of this trade round. First, some 70
percent of the world’s poor live in rural areas. Second, most of the worid’s trade
protection is applied to agricultural products. Agriculture alone would produce
roughly two-thirds of the gains that could be anticipated from full liberalization of
merchapdise trade. Progress can be made in increasing access to markets, reducin
trade-distorting domestic support, and export subsidies. ’ #

Market access
Protection facing developing-country exporters in agriculture is f; i
' thher'than in manufactures in the Organisation for Economnic Co-;’];rr;?izi‘}%]&ngs
c_ountnes, and two to three times higher in developing countries, Tariff peaks apai )
products from poor countries are particularly high inrich countries, Zariff, a‘;gaIPSt
that discourages development of further processing is more. ron e am{m
agriculture than in manufactures in both rich and poor countries, Anlzi heigl))lfmced' "
duties are common in rich countries. Because they ahtomatically increase Specg?c
when commodity prices fall, specific duties throw the burden of adiy e
global prices and poor countries. Forty-six percent of agricultur, IJt SF’HGI:H OHFO
Europe contain such duties.  fenil Tines in

1£

.
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Tariff- and budget-based support to agriculture in OECD countries amounted
to $350 billion in 2004—of which some $280 billion went directly to producers
(roughly one-third from the budget and two-thirds from border measures).* Nontariff
measures—inciuding antidumping and other forms of contingent protection, sanitary
standards, and technical barriers to trade—augment formal barriers. In fact, such
measures may Iestrict trade more than border barriers (World Bank 2005). The
combined effect of al} of these forms of support is to stimulate overproduction in
high-cost rich countries and shut out potentially more competitive products from
poor countries. As Mitchell’s chapter shows, the European Union went frombeing
a net importer of sugar in the early 1980s to being a net exporter today.

The chapters by Anderson, Martin, and van der Mensbrugghe and by de Gorter
set out important benchmarks of success in overcoming the problems posed by
restrictive trade policies in agriculture. Increasing market access is by far the most
important element of success. Their chief findings are as follows:

mto have effect, This is true because WTO-agreed ceilings

{bound tariffs) are well above today’s applied rates, so negotiators will have to
agree on cuts of 70 percent or more to ensure that applied rates decline {or at least
MM

do not rise).

*  Exclusions for sensitive products have to be extremely limited. Exempting even 2
MWSWMMQ%S any deal that is
likely to emerge from Doha. Why? Because most countries rely on tariff peaks in
just a few product lines, wﬂ@w.

*  Capping all tariffs at 100 percent would help. In many countries, very high
tariifs, offer i Combination with riff rate quotas, keep out products. Establishing
binding caps can prevent or limit this effect. Steps should be taken to limit the
application of specific duties, reduce tariff escalation, and curb nontariff barriers.

* _All countries have to contribute. While agricultural protection is highest in rich

couniries, many developing countries also have high protection.® It is in the
interest of all countries—and of great interest to the world’s poor—to reduce
protection everywhere.

Domestic support
Domestic support, while less damaging to developing countries than border barriers,
greatly distorts trade in particular commaodities and for particular countries.

Sugar is illustrative, In the European Union, Japan, and the United States a
combination of quotas, tariffs, and subsidies allows domestic sugar producers to
receive mﬂwwsﬁ(@ OECD governments support sugar
producers at the rate of $6.4 billion annually—an amount nearly equal to all developing-
country exports of sugar.® Prices are so high that it has become economic to grow
sugar beets in cold climates and to convert com to high-fructose com syrup. Sugar
imports in the OECD have shrunk to next to nothing.
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Similarly, U.S. subsidies to cotton growers totaled $3.1 billion in 2003, about 1.5
times higher than U.S. foreign aid to Affica (see chapter by Baffes). These subsidies
depress world cotton prices by 10--20 percent, reducing the income of thousands of
poor farmers in West Africa, Central and South Asia, and other poor countries, In
West Africa alone, where cotton is a critical cash crop for many smail-scale e;nd
near-subsistence farmers, annual income losses for cotton growers surpass $150
million annually, -

More than 70 percent of subsidies in rich Countries are directed to large (often
c.orporate) farmers. Thm?se farmers have incomes that are higher—ofien substan-
gf;g:osjﬁfﬁ average mncormes in Europe, Japan, and, to a lesser extent, the United

. fies make the rich richer and the poor poorer. What should be done
about domestic support in agriculture? '

. Deep' cuts fn bound -Ievels of support are required to discipline actual levels
As with t'anﬂ"s, the bindings in the Uruguay Round were exceedingly generous.
and applied levels of support have usually fluctuated well below the ceih’ngs’
Therefore, cuts in excess of 70 percent are required to have positive cffects—-anci
to protect against the temptation to raise applied levels of support. At the same

time, loopholes that allow relaxation of discipli - : i
have to be closed. isciplines on trade-distorting subsidies

Export subsidies

Although export subsit.:ligs distort world trade less than border barriers and domestic

support, they are not trivial. Of the $280 billion in support to farmers, some $10-12

bxlllmn1 ttlz:ices the form of export subsidies. The WTO’s July 2004 Framework on

agnculture contained a commitment to phase them out upon suc i

of the round. At issue is the timetable, i Fessiul conchsion

*  Phasing out of export subsidies by 2010, mentioned by some G-8 leaders at
the Gleneagles summit in July 2005, would promote development,

Notffarm trade is important to growth in poor couniries
Having grown atnearly twice the rate of agricultural exports, exports of manufacture,
ow constlplte nearly 80 percent of all developing-country exports. Tariff X
manuf_acturmg in high-income countries are on average lower than in.devel oy
coul.mlnes. But the tariffs that rich countries charge developing countries ar Ogmg
twice those they charge other industrial countries, in the aggregate. Ex fta o
manufactures from industrial countries face, on average, a tariff of | pt.arcepto o C.)f
sales to other industrial countries; exporters in developing countries, b o elr
pay' anywhere from 1.2 percent (if they are from Latin America, wl’1 A
.\:Vejghs heavily) to 5.4 percent {(if they are from South Asia). Howe’v f}:e NAFTA
is not solely a North—South issue. Latin American exporters of ma:i’lfa:g: bl;rn
s, for
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example, face tariffs in South Asia that are thirteen times higher than in industrial
countries. Similarly, Sub-Saharan African exporters face tariffs in South Asia that
are nearly six times higher than the tariffs they face when exporting to industrial
countries. Tariffs that East Asian exporters pay to Latin America are three times
higher than those they face in high income countries.

Protection takes forms other than tariffs—among them quotas, specific duties,
and contingent protection measures such as antidumping duties. As with tariffs,
both rich and poor countries tend to use these measures more frequently against
lzbor-intensive products from developing countries, particularly textiles and clothing.
Average antidumping duties are seven to ten times higher than tariffs in industrial
countries, and around five times higher in developing countries (World Bank 2003).

Textiles and clothing are particularly important for developing countries. The
good news is that the quotas under the Agreement on Textiles and Clothing (ATC)
ended on January 1, 2005; the bad news is that behind those quotas remains a wall
of high tariffs. As Brenton and Hoppe point out in their chapter, the feared takeover
by China of textile and clothing exports with expiration of the ATC quatas has been
overblown. With increasing trade volumes in general, many developing countries,
including least developed countries (LDCs) such as Bangladesh, have expanded
their market share in the European Union and United States in the half-year since
the end of quotas. At the same time, exports especially of some relatively high-wage
exporting regions, such as Hong Kong {China), Taiwan (China), and Republic of
Korea have declined. Some adjustment is sure to be required, and the international
community should be ready to help those countries that experience
difficulties—a chalienge taken up in the aid-for-trade discussions.

Martin and Ivanic point to guideposts for reform of nonfarm trade:

*  The tariff ceilings chosen and the formula for cutting the highest tariffs will
determine how much new access to markets Doha will provide. As with
agriculture, exempting a large number-of tariff lines from cuts could easily
eviscerate the gains from any cutting formula adopted.

Services liberalization could raise productivity

Services are the fastest-growing component of the global economy. Even in
developing countries, services exports grew more rapidly than manufactures in the
1990s (World Bank 2001: chapter 3). More efficient backbone services—in finance,
telecommunication, domestic transportation, retail and wholesale distribution, and
professional and business services—improve the performance of the whole
cconomy through broad linkage effects. Estimates suggest that, after controlling
for other determinants of growth, countries that fully liberalized trade and investment

in finance and telecornmunications grew on average 1.5 percentage points faster
than other countries over the past decade (Mattoo and others 2001). -
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So far, however, the Doha Round has fallen far short of its potential to unlock %

access to foreign markets for services exports. While many countries have made

ambitious requests, the responding offers are said to be disappointing. This is .
despite the fact that many developing and industrial countries have an interest
both in liberalizing their own services markets and obtaining improved access to  §

the markets of their trading pariners.

Mattoo, in reviewing the lack of progress to date, suggests a set of negotiating 3

goals with which both the business and the development community could identify:
locking in the current openness of cross-border trade for a wide range of services;
eliminating barriers to foreign investment, either immediately or in a phased manner

if regulatory inadequacies need to be remedied; and allowing greater freedom of

international movement at least for intra-corporate transferees and for service
providers engaged to fulfill specific services contracts.
Three types of actions might pave the way to these goals.
First, self-selected groups of WIO members could articulate their broad
liberalization goals in model commitments and regulatory principles for
spectfic modes or sectors—along the lines of the Understanding on Financial
Services and the Telecommunications Reference Paper. Once a critical mass of
members sign up, they could extend the benefits to 2ll WTO members on a-
most-favored-nation (MFN) basis; others could join later when they felt it in
their interest to do so. An individual member’s incentive to participate in a
particular sector or mode would, of course, depend on the willingness of its
trading partners to make commitments in modes and sectors (within and outside
services) in which the member had an export interest.
Second, the international community should establish a mechanism to provide
policy advice and regulatory assistance for developing countries at their
request, helping them to identify services that they can comfortably liberalize
without fear of dislecation or macroeconomic turbulence and others that may
Tequire improvements in regulation and supervision prior to liberalization.
Third, to spur progress on labor mobility, governments in countries that
supply labor could assume responsibility for screening and selecting workers,
Jucilitating and verifving their return, and for combating illegal migration.
Jmmigration authorities in member countries would be requested to define a set
of obligations that source countries would have to fulfill to be eligible for an
allocation of terporary-presence visas; these could be limited, at least at the
outset of the program, to just a few categories of individuals, such as intra-
corporate transferees and service providers engaged to fulfill specific services
contracts.
The larger services framewark advanced by Mattoo would allow members, on
the basis of greater confidence in their regulatory frameworks and the scope for

regulatory COOPET
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ation, to respond more meaningfully to the requests for
tiberalization made by their fellow WTO members.
3
i ferential regimes
i aoreements and unilateral pre im
Reglon‘al t:;?r?geagrgeemems constitute a second front of trade negotiations for

Regiogzlv.r;aoping countries. With the expiration of the European Union’s Cotontou
many

i i ibbean, and Pacific countries (ACP), some ‘75
Agreem§ﬂt ‘Zlufll@ltrtilz:z ::31 u;i‘;:rtggng complex negotiations with the Buropean Un}xl;)ln
dewlﬂp;#iiew Econoraic Partnership Agreements. The United Smtes, me.auv;1 €
toesteble d discussions of free trade with the Andean countries, the Sout .cm
has‘opﬁrgu toms Union, and others. Developing countries, t1.:no, are ’engaged m';
Aﬁlf(z?ﬁng ;ace of negotiations: China with the ASEAN counfries, India, and Brazil;
qui

4 Chile with Republic of Keorea, to name a few examples. All in all, regional trade
an

. . ¢
agreements (RTAs) are protiferating rapidly, EVW

%ﬁy as half of all RTAs are L:ounterproductive: they divert trade and end

depriving countries of incorme. RTAs are most likely to increase national iél:or;gs[
‘;seregme if they pursue a strategy of “open regionalism” ‘(World Bank 2004). For
that reason, regional negotiators should Tollow a few basic rules.

s Negotiators in North-South plurilateral arrangements should work with

 out and
partners to ensure that intraregional obstacles 1o trade are phased. out

L ‘
L o5
that a competitive external MFN regime is in place befor_‘e trade pr{feg;::h ’
for the northern trade pariners are introduced, a suggestion elaborate

i vd Newfarmer.
o viam san ke the difference between genuine market

. ] 1 rules of origin can ma rer
ﬁzii::f;g: and 1 jr;sory ones. The Blair Commission recommended 2 lg pig:z::
| vzlue-added rule or a change in tariff head'mg for transforme_d goo s.t -
would be less burdensome if they were uniform across agreemen S
ton’s chapter). - -
. gi??soand regilations governing investment and mrellec.tual ir_'oie;?a rzg:::
i lopment context in wnich they
¢ be appropriate to the deve ; . .
mrﬁnulgatjip as Fink and Hoekman argue In their respective chapffers. -
. }(9) enings in ;ervz‘ces should be introduced with adequate regu?a_rz'on, J21
:f on an MFN basis and, where possible, encourage competition. e
?Ev?x; RTAs based on open regionalism grant prefe;encesffto tso_mteo\grmg
riminating agai minimize those efiects 1s _
: riminating against others, The best way t‘o €
j:\:m the high tariffs that creaie the discriminatory benefits offered to preferre
i -
countries. That can be done only through m}ﬂnlateral agrefhm%lts ©frican Growth
Unilateral and voluntary preferential regunes——sush?s ,e ;E\.rer)’thing e
i nion’s
rtunity Act and the European U0 :
;rifns grggrc;m—warz a prominent feature of some countries’ trade regiraes. Each has
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different rules and exemptions that have the effect of limiting market access. Asg §
Brenton shows in his chapter, the actual value of trade preferences is remarkably ¥
low for all but a few developing countries, One reason is that rich countries grant g
preferences voluntarily rather than as part of a binding multilateral negotiation; §
those preferences often come laden with restrictions, product exclusions, and ¥
administrative rules that prevent beneficiaries from taking full advantage of them,
For example, only 39 percent of potentially preferred imports into the Quad |
countries—Canada, the European Unijon, Japan, and the United States—under the &
Generalized System of Preferences (GSP) actually took advantage of preferential §

access, and usage rates are declining,
To make preferences more effective, especially for LDCs:

LDCs, with an indefinite time period.

sourced competitive inputs. A nourestrictive rule of origin, as with RTAs

tariff heading (see Brenton’s chapter).

} ) generally, would require no more than 10 percent value added or a change of §

Aid for trade

Market access is not the whole development story. Even if developing couniries
succeed in obtaining access to new markets, they will have to adopt complementary
policies—removing obstacles to private investment, improving public investment
in infrastructure, and providing education—to ensure that domestic firms respond

_ to the new opportunities and that benefits are transmitted to the poor. Said differently, '

liberal trade policies must be embedded in a coherent development strategy—they
are not a substitute for it. Aid for trade, as Nielson shows in her chapter, canplay an
important role in helping countries design complementary trade policies.

The cost of moving goods across international borders is often as important as
formal trade barriers in determining the landed cost of goods—and ultimately market
share. Every day spent in transit because of poor roads or delays in customs adds
nearly one percent to the cost of goods on average (Hummels 2001). In developing
couniries, moreover, transit costs are routinely two to four times higher than inrich
countries.

Additional aid for trade through investments in roads, ports, logistics, and
through policy advice on reforms of frade-related institutions such as customs can
play an important role. Eliminating delays in developing countries would lower
trading costs very significantly, particularly if accompanied by liberalization of
transport and telecommunications and streamlined regulations to promote domestic
competition, As Jaffee’s chapter makes clear, adapting to standards set in the high-
income countries can be costly and prevent access to markets, although the effort

to adapt usuall

Programs in the Quad countries should be expanded ta cover all exports of ' '

Restrictive rules of origin that raise the cost of taking advantage of preferences
should be replaced with a simple rule that facilitates access and use of globally 7§
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brings rewards. Multilateral efforts are under way O“tSid.T, tb;e
j:;ca—mamd in some cases finance—institutional chang_es to facilitaie
wro 1o Pt food-safety standards. Key players include the bilateral donors,

md\eyan?;n (‘;\izgsnl?ngrganizaﬁon, the regional development banks, and the World
the Wor

i i describe how the World Bank 18
mmer and Nowak in their chapter
?wk‘ chﬁz aid-for-trade efforts and how those eﬁorts: have moved awayhfr(\)vn; :1;:
mc1r'easagnditionality of the 1980s. Even with these increased efforis, no )
awid i f demand.
ly to fall short of dema -
resouéizzz: zlil::elyopment assistance for much-needed m;fie mf;astruzt:;;d, Z«:?;
) 1 liance, and support for policy reforns
with standards and comp o T or s
mediments to exports. Abundant examp
:r‘;i;": (Zirin;gil’?:;c studies undertaken as part of the Integrated Framework, 2§
described in the chapter by Newfarmer and Nowak.

s . £
, . oo i sbe WTO General Council’s decisions 0
The inclusion of trade facilitation in o share the view

i ing i ingly felicitous. Many countrt ‘
04 is appearng increasingly yiew
{;l;}t{égoms toplrc)ywer the costs of trading make .good developmet};_stzzse. 1\;112:)];,11;1% o
chapter reviews PTOETess to date in negotiatlonsbon lzradet iac:h 13 dics)?énﬁnaﬁon o
i - dine disciplines have taken a back seat 10
iscussions on binding disciplines _ : pon &>
ﬁfs?;racﬁce in institutional reforms. McLinden offers recomcndai\io?ii 3?-
make the most of the opporhunity presented by ;he I-auIr.Lch ofﬂ Iigic; 1: eno.u ok 1
igh-i 1 d make discipiines
h-income countries shoul ‘ ; b/
) fz-lzfommodare countries that have low capacity 0 _zmplement ;;i::iii ; '
i { iew the WTO negotiations as an o, -
developing countries should view an opporn S &
' j i da and accelerate the imp :
advance their domestic reform agen . e
i i lose consultations between neg
best practices. On the basis of ¢ o
Cfeneia and specialists at home, governments should secure agreement O

. . -l
practical measures that will enable their traders to compete better in reglona

d international markets. ' _ -
;nid for trade can also help in managing adjustment to a new world of incentive

A Doha Round agreement may precipitate a terms-of-trade loss for a few developmg

countries, as Hoekmar, Martin, and A. Primo Braga show in their chapter. Likewise,
0 >

i ing rich- bsidies
i ¢ Doha succeeds in reducing rich-country su
Mictell o b e ﬁD'ZS may experience terms-of-trade losses. Such

1o food production, a few countrl e
losses arz likely to be limited for several reasons. The value of preferences for

i sure
countries is actually quite small (see Brenton}, and these are eroding under pres

P . ot
from regional trade agreements and domestic adjustment1n the USand EU. Similarly,

i de.

only a few food tmporters are likely to suffer income l?sses lfron;xl t?;rrﬁl]sco:vt;a ;
i i i d to be less than ha

i ward price movement is estimated 10 oge

SZir' i;t?r?gml;pthese Sconomies experience annually as a result of no;m:ﬁa ;yc;;c:d

ﬂtfctuations in prices (see the Mitchell and Hoppe cl?apter). Scconl_i) Iizaﬁon.

importers also export other agricultural products that will benefit from libera ;
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- well spell the demise of the Doha Round. However, positive action is the antidote,
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moreover, some food importers will gain access to new markets in nonagriculturaj §
products and be able to export. Third, countries that now impose tariffs on food §
imports can lower those tariffs to offset any increase in global prices on poor §
domestic consumers, Fourth, since prices will change relatively stowly, some food § .
importers will increase domestic production in response to higher prices and
become self-sufficient or even net exporters. All these caveats notwithstanding, 8
some countries nonetheless may require help and need additional resources, and 4
that should be forthcoming., X
*  Donor countries and development institutions should make additional }
resources available to support internal and external adjustment in countries 4
that clearly stand to suffer from a Doha agreement. To be effective, these ‘§
have to be supportive of a coherent program of domestic reform to promote )
growth rather simply dedicated to maintaining unsustainable consumption 3
without resource reallocation, '

A. Primo Braga and Grainger-Jones in their chapter consider differing views on the
evolution of the WTO negotiations, including the possibility that the world trading 3
system is entering a systemic crisis. Ultimately they discount that notion, in part
because all countries have an interest in maintaining and strengthening the system. §
The expansion of global trade at nearly twice the rate of world GDP growth has
fueled an unprecedented prosperity, for which the multilateral system, by lowering 1
trade barriers and preventing endemic trade wars, can claim much of the credit. At '§
the same time, Primo Braga and Grainger-Jones also caution against complacency, 4

Complacency and unwillingness to tackle domestic forces of protection could

and now would be a good time to act in all three of the policy arenas discussed
here: doing a pro-poor Doha deal, designing trade-creating regional agreements,
and augmenting aid for trade. High-income countries could take the lead by, among
other things, moving forward with assertive new steps to open agricultural markets,
offering less restrictive rules of origin in regional accords, and providing additional |
aid for trade. Middle-income countries, with their now established interest in the
global system, could contribute through assertive new proposals in manufactures
and services. Low-income countries, which have a new interest in and responsibility
for the emerging global system, could contribute by accepting core disciplines
consistent with their development interests, crafting proposals in regional
negotiations that link domestic reforms to trade reforms, and working with donors
to use aid for trade effectively. In the event the Doha agenda were to founder, the
regional trade agenda and aid for trade effort will assume an ever greater importance
for developing countries. Here too both rich and poor countries have a responsibility

i
i

——

~ Julia Wielson.
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1on these agreements so they create trade and reinforce domestic reforms
tot;dlels:ltghan preempt them. The challenges are daunting. But the rewards are
rathe _

substantial.
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The Muitilateral Trading System: Mid-Flight
Turbulence or Systems Failure?

Carlos A. Primo Braga and Elwyn Grainger-Jones

of the World Trade Organization (WTQ), was launched in November 2001 in

Doha, Qatar. Organized around the so-called Doha Development Agenda
(DDA), it is intended to enhance the development relevance of the WTO.
Expectations for its successful conclusion remain mixed. The failure of the WTO
Ministerial in Cancun, Mexico, in September 2003 underscored the difficulties faced
by negotiators. The August 1, 2004, WTO General Council decisions, by contrast,
were hailed by many as an important achievement that helped put the DDA back on
track after the “detour” in Cancun. The agreed negotiation frameworks—particularly
on agriculture—were an important step in the right direction. As the limited progress
achieved since then suggests, however, negotiators still face major challenges in
bringing this round to a successful conclusion.!

This cyclical pattern of good and bad news on the multilateral trade system (as
exemplified by the “downs” in Seattle (1999) and Cancun (2003) and the “ups” in
Doha (2001) and Geneva (2004)) has motivated an ongoing debate about its health.?
2005 will be a critical year for the DDA. Many expect the Hong Kong Ministerial
{December 13-18, 2005) to be a harbinger of the fate of the “development” round.
Moreover, the outcome of the Doha Development Agenda—a first for the WTO—
is considered an important factor in shaping the future of the institution.

Are the WTO and the multilateral rules-based system facing a serious crisis, or
are the problems experienced so far in the DDA the usual turbulence that
characterizes complex trade negotiations? More specifically, can the multilateral
trading system deliver a “development round”? In summarizing the debate
surrounding these questions, this note presents three stylized perspectives on the
health of the multilateral trade system. The first sets out the business-as-usual
view, according to which current difficulties are nothing new and, as in previous
rounds, will be resolved when the tirme for a deal is right. The second focuses on the
lack of progress in the negotiations and argues that current circumstances conspire
against the capacity of the system to deliver an ambitious outcome, The third
paints a bleaker picture of “systemic crisis.”

The note starts with a brief historical review of the system. It goes then into an
analysis of the evolution of the DDA and the main obstacles to a successful
conclusion of the round. It concludes with an evaluation of the dangers of failure in
the negotiations. This discussion led us to conclude that clairns of a systemic crisis

. The current round of multilateral trade negotiations, the first since the founding
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may well be exaggerated, but that complacency about the health of the multi]ateral_-‘_ l

trade system is not warranted.

A bit of history

The modern multilateral trade system, with its emphasis on nondiscrimination, was §
born in 1948, when the General Agreement on Tariffs and Trade {GATT) entered 38
into force. The GATT era witnessed eight rounds of multilateral trade negotiations. ;
The last, the Urnguay Round {1986-94), culminated in the establishment of the:
World Trade Organization on January 1, 1995. The Uruguay Round led to the most
comprehensive set of multilateral trade agreements to date. It not only extended }
multilateral rules to services and trade-related aspects of intellectual property rights 3
but also brought agricultural trade back under GATT disciplines. Not surprisingly, 3
there was unfinished business. Some 30 itemns in the Uruguay Round inciuded a
“built-in agenda” for further negotiations. There also was a large unfinished agenda 2§
in agriculture, as evidenced by the desire of some WTO members (particularly the ¥
Buropean Communities, EC) to extend the scope of WTO disciplines to new thermes 3§
such as competition, investment, transparency in government procurement, and &
trade facilitation, themes that became known as the Singapore issues. The unfin- ;

ished agenda led to calls for a new round of negotiations in the late 1990s.}

The DDA was launched in Doha, Qatar, at the Fourth WTO Ministerial 1
(November 2001) amid much optimism about the ability of the multilateral systemto  §
transcend national differences. The tragic events of September 11, 2001, weighing

heavily on national capitals in the run-up to that meeting, encouraged major trading
nations to build bridges in muliilateral forums. Optimism was fueled by a sense that
the major players would not allow a repeat of the failed Seattle Ministerial. Many

developing countries, particularly Asian and African countries, agreed to launch .

negotiations on the understanding that the new round would be a “development”
round. The DDA would cover most of the core elements of the WTO—agriculture,
services, and nonagricultural market access. The decision on the Singapore issues
was left to the Fifth WTO Ministerial (Cancun) with the proviso that it would
require explicit consensus.

The early momentium was soon lost, The Doha mandate established a series of
interim deadlines on a vatiety of subjects with a view to concluding the round by
the end of 2004. All major deadlines were missed and extended, fueling cynicism
about the ability of the WTO process to deliver negotiations within the original
timetable. WTO members failed, for example, to meet the self-imposed deadline of
March 31, 2003, to agree on general terms for a deal on agriculture—an issue seen
by most as the deal breaker for the round. Members also failed to meet a similar
deadline for negotiations on manufacturing tariffs. Deadlines were extended twice
in discussions on special and differential treatment (SD'T), but members still fajled
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velopment-related issues, and on a text on modalities for negotiations on trade ":: i
facilitation, which included a decision to drop the other three Singapore issues from -

the DDA. These decisions became known as the “July package”.®

The framework for agriculture laid the foundations for reform of global agricul- #&

tural trade.” Tt called for the parallel elimination of all forms of export subsidies, as -

| well as all export measures with equivalent effect (export credits, export credit guar- 3
antees and insurance programs, trade-distorting practices of exporting state trad- -
ing enterprises, and food aid), The end date for the elimination of ail forms of export &

subsidies and the time profile for the implemensation, however, remained to be
negotiated.

The framework also committed member countries to substantial reductions of ¥

trade-distorting domestic support, encompassing the so-called Amber and Blue

boxes, as well as de minimis subsidies. In the first year of implementation of the -

agreement, countries are expected to cut at least 20 percent of the overall level of
trade-distorting support. The framework calls for substantial improvements in mar-
ket access for all preducts. Tariff reductions are expected to be made from bound
rates and expected to foster greater harmonization of tariff regimes, with deeper
cuts in higher tariffs. In the case of sensitive products, “substantial improvement”
is to be achieved through a combination of tariff-quota expansion and tariff cuts.

The framework, however, leaves to the next stage of the negotiations the details of '

the tiered formula to be applied (for example, number of bands and type of tariff
reduction in each band) and the criteria for selection of sensitive products, Market
access remains the most controversial pillar of the agricultural negotiations. Finally,
there was agreement that cotton would be deait as a priority, but in the context of
the overall agricultural negotiations rather than as a stand-alone issue.

The framework on nonagricultural market access set the stage for the pursuit
of tariff cuts according to a nonlinear formula and the reduction or elimination of
nontariff barriers. Many issues, however, remained open to debate, and some
developing-country members (particularly African countries) have been vocal in
criticizing what they perceive as the limited flexibility afforded to them. Tn the area of
services, WTO members agreed to intensify their efforts with a view to ensuring a
substantive outcome with respect to market access. A new date (May 2005) was
established for presenting new and revised offers.® Concrete recomuendations on
how Eest to make SDT provisiens more operational were also postponed to July
2005.

The July 2004 package reinvigorated the Doha Round. Negotiations over the
next 12 months, however, proceeded slowly. Limited progress was achieved in
addressing some technical questions—such as the methodology for caleulating ad
valorem equivalents for specific duties in agriculture—but, overall, the negotiating
targets often referred to as benchmarks for evaluating progress by July 2005 were

N
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e .
missed, ° reigniting doubts about the ability of WTO members to reach a timely

conclusion of the DDA.. In what follows, we 1eview different perspectives on the

prospects of the current negotiations.

Just mid-flight turbulence?

Some analysts point out that current difficulties in the negotiations resemble t-he
turbulence experienced in past negotiations. .More-over, they argue that thﬂ
appropriate corrective actions, the DDA could still delivera substantive outcome.
There are five main planks to their argument.™ _ .

First, failures and delays in trade negotiations are nothing new." Multilateral
trade rounds have always taken a long time and 9ften have I‘asted longer than
originally intended, with “failed” ministerial meetings preced.m'g an”agreement.
Indeed, the predecessor to the WTO—the GATT—was a “provisional” agreement
that Tagted until 1994 because of the failure of the United States to agree o.n‘the
establishment of the International Trade Organization (ITO) proposed in an ambitious
draft charter in the late 1940s. A ministerial meeting in Geneva, intended to launch a
new round, failed in 1982. Two years into the Uruguay Round, begun .in' 198'6,
negotiations on a mid-term review in Montreal ended m deadlock. A-m}mstenal
meeting in Brussels in 1990, in tum, was not able to bring the negotiations to a
closure, with reatment of agriculture as the main sticking point. In the WTO era, the
failed ministerial meeting at Seattle in 1999 was followed by a successful launf:h of
negotiations at the next ministerial in Doha. In this light, some argue that mghly
publicized failures such as Seatile may be necessary to shock the system into
action.

In the same vein, the fact that the original deadline for the conclusion of the
round (December 2004) was missed does not constitute in itself a major indictment
of the systern. That deadline was always more of a target to keep the pressure on
negotiations than a plausible end point. This short leash aIloweq the WTO to push
for progress in what would otherwise have been a dormant penoc!.

Second, MW@W
inevitably, negotiations will take longer than before. The duratiop of negotiations
gradually extended from one year for the first four rounds up to eight years for the
Uruguay Round (table 1). In parallel, the number of negotiating partners swelled
from 23 in 1947 to 148 in the current negotiations. Further, the breadth of the
negotiating agenda has expanded significantly. The first five rounds essentially
covered market access (focusing on tariffs). The Kennedy Round added some
nontariff measures and antidumping measures; the Tokyo Round added “plurilateral
agreements™'?; and the Uruguay Round covered all existing areas, plus rul-es,
services, intellectual property, and dispute settlement, while strengthem.ng
multilateral disciplines for trade liberalization with respect to textiles and clothing
and agriculture. The DDA covers most of the above plus so-called development
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issues (in particular, SDT), and, at least initially, 2 discussion of whether to launch f
ﬁsﬂl negotiations on the Singapore issues. These themes, in turn, are influenced by ¥

the continnous debate on the so-called implementation issues, reflecting concerns 3 -
raised by some developing countries about difficulties in implementing 3@

Uruguay Round agreements.

Third, pegotiations have already achieved some results. WTO members reached §
S and health shortly before Cancun. 3@
At the technical level, WTO members have built up their understanding of each ¥ '
others’ positions on all the main issues, as illustrated by the July package and, more k|
recently, by the agreement on how to calculate ad valorem equivalenis with respect 3
to specific duties in agriculture. Moreover, one of the controversial Singapare %
issues (trade facilitation) became one of the most dynamic areas in the negotiations; W
with a large number of proposals on the table, including joint proposals by developed
and developing countries. Less tangible but equally important is a change in ¥
negotiating dynamics: the WTO is becoming a truly world trading orgapization. §
Developing countries are increasingly assertive, leading many to argue that the
silver lining of the failure of Cancun was that developing countries found their '\

a deal on the compul30Ty licefizing issue m

voice in the negotiations.

Fourth, there is a well-established tradition for trade'negoﬁators to “talk up™ .

and exaggerate their differences until the very last minute. Negotiators often engage
in a game of “chicken” in which each tries to demonstrate its strength to the other

by standing firm on its position.'s These tactics can exaggerate the perceived gulf |

between country positions. There are numerous examples of apparently intractable
differences falling away as trade ne gotiators are replaced by government ministers
in the endgame of negotiations. For example, a deal on the Singapore issues seemed
unlikely going into the Doha Ministerial, but, in the interest of securing the launch
of the round, the European Union at the last minute moderated its proposals. For
the same reason, the United States changed its position to agree to launch
negotiations on antidumping in the DDA.

Finally, some analysts argue that even though the negotiations aze facing a
series of difficulties, the political environment since September 11 is such that
failure is not an option. According to this perspective, the “war on terror” wiil
engender strong political support from the top to achieve a prodevelopment outcome
when the time is ripe for the completion of the negotiations. 1

According to those that embrace the “business as usuval” perspective, the
problems identified above can be surmounted as long as key trading nations keep
their commitment to a liberal rules-based trade regime. There may be a need for
some adjustment with respect to the governance structure of the WTO, and countries
may need to show restraint in engaging in preferential trade agreements, but the
multilateral trade system and the DDA, while confronting many challenges, are
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xperiencing in-flight turbulence, not systemic crisis.”
e
i i d reality?
A: 2 mismatch between expectations an
The Ic)cl,»)nnnentators argue that the experience of the first fo}lr years gf the Doha
Ma:gd suggests little cause for optimism for significant trade l1be‘rah:lzat10n. DOl.]b'tS
I;gm developing countries about the benefits of multilateral liberalization, unrealistic

' expectations about the capacity of the system to deliver development outcomes,

enthusiasm from traditional demandeurs are often mentioned in tl}xs
iﬁtiiﬁselfhese concerns are well captured by Curtis and Ciuriak (2005) wI'm point
out that to launch “the Doha Round in late ZOQI, before completmg and dllgesfmg
the Uruguay Round results and China’s accession to the W’I.‘O and’ ,mtegratmn mto
the global frading systemn, might well have been a great mistake.” The following
ort that perspective:

arguglii?tts ﬂi:%,oha RourI:d wzs an unwanted child forlsome mem.b:ers ofthe WTO.
The European Union was its main champion, proposing an a.mbmous agenda t!nat
would extend the WTO’s mandate further into domestic rcgu!atlon'. Mar'ly dc'avelopmg
countries initially resisted the launch of a new-round. Their main objectlonf were
that (i) they were still struggling to implement I{r'uguay R_ound agreements; (u)‘ they
were not ready for more trade liberalization; (iii) they did not have the cgpaclty to
negotiate a new round at that point in time; and (iv) they_r were not convmcfed that
developed countries would be prepared to offer enough in the way f’f subsu‘iy and
tariffs cuts in sensitive areas to justify the costs of new neggtlathns. .It is also
worth noting that many developing countries feared that MFN liberalization would
worsen their competitive position by eroding preferences.'? o

Second, expectations were too high at the launch of negohimons. The current
negotiations aré often referred to as the “DeveIopme‘nt lvlound —a term ‘th‘at was
already being used in the late 1990s.2° The communiqué of the Doha Mm1st31:131
framed the negotiating agenda in terms of its potential benc':ﬁts fo.r develoglng
countries. The text was full of references to development, increasing technlmal
assistance, cutting agricultural subsidies in the Nqnh, ac.ldressx-ng developing-
country concerns on SDT and implementation, lowering tariff barriers on products
of interest to developing countries, providing duty- an.d quota-iree access to
products from LDCs, and addressing concerns about tl‘le impact of TRIPS omn the
capacity of developing countries to deal with health crises.

Third, some seemingly intractable issues were papered over at the ]_Doha
Ministerial only to resurface at a later date. This is not unusugl in mte.rnatxonal
negotiations. The DDA contained a number of early deadlines on issues of
importance to those resisting new negotiations—among them‘an ambmo‘us agenda
to review Uruguay Round commitments on SDT. Those deadh‘nes _oc-cupled a great
deal of negotiators’ time following the launch of the round, with limited results.

Overly high expectations and a difficult agenda were not a good start for the
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round, There was also little early progress on the core issue of agriculture, with the k-
European Union and United States seen to favor a limited reform agenda.?! In th 3
absence of many early deliverables, the European Union’s attempts to launch §
negotiations on the Singapore issues failed to garner support from most ‘3

developing countries.

Fourth, there was no consensus on what a “Development Round” meant in §
terms of new concessions granted to, or offered by, developing countries. Widely .
varying views on the role of trade policy in the development process added to the ‘3%
complexity of the negotiations. To take one example, SDT proposals related to 4§
GATT Article 28 call for greater freedom to restrict trade to protect infant industries, 3§

| This was seen as a development deliverable by some developing-country members. -
| In stark contrast, many developed (and some developing) countries argued that

greater exemptions to WTO disciplines would harm developing countries.

Underlying most SDT-related disagreements in the WTO is the concept of 3
policy space, which has become synonymous with development for some 3§
~commEntarors and some WTO negotiators.? To some extent it also has been an 3
organizing theme for those challenging what they perceive as the established trade 3
orthodoxy. Many developing-country negotiators argue that the more advanced
countries used infant-industry protection to industrialize, hence WTOQ rules should 3§

allow developing countries to do the same. Further, many argue that the North

should open their markets to products from the South and cut subsidies without ¥
asking for reciprocal market opening. In contrast, developed countries have sought ]
to explain the benefits of “policy lock-in" through the WTO, questioning the ability ¥
of interventionist trade policies to promote growth and emphasizing the costs of 3

not engaging in reciprocal bargaining in the WTO.2

Fifth, some observers have claimed that there is no clear ieadership in
negotiations from the major power blocs. Frequent comparisons are made to the
Umguay Round, where the United States was a driving force in negotiations. There
is a perception that the United States is only half-engaged in current negotiations,

devoting at least equal energy to the pursuit of new regional and bilateral trade. 3

agreements and often adopting unilateral decisions (on steel and agriculture, for
example) that called into question its commitment to the multilateral process. The
European Union, in turn, although also publicly committed to multilateralism, has
been unable to come to terms with its own agricuitural problems.? And major
developing countries (notably Brazil), while effectively pursuing an offensive tactic
in agriculture, have adopted a wait-and-see approach with respect to other themes
such as services and nonagricultural market access.

Sixth, the private sector in industrialized countries seems lukewarm about the
current round. This contrasts with the high level of engagement of business leaders
and business organizations during the Uruguay Round. One possible reason for
this lukewarm attitude is that the concept of the Development Round may have led
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pusiness to question the benefits to be gained from the negotiations. Moreover,
with the acceleration of the business cycle and increased shareholder concerns
with results, business has become more focused on the short term. In this context,
it is not surprising that protracted multilateral negotiations have a lower priority in
the allocation of resources for lobbying national governments.

All these considerations have been cited in predictions that the initial ambitions
of the DDA will not be realized, There is growing concern that the Hong Kong
Ministerial in December 2005 may not be able to deliver full-fledged modalities for
negotiations in agriculture and nonagricultural market access, If the results of the

. upcoming ministerial are not significant, it is unlikely that the round will be completed

within the lifetime of the current U.S. Trade Promotion Authority. As a consequence,
the negotiations could linger on for several additional years.”

A systemic crisis?

The previous section outlined a series of arguments that put in doubt the ability of
the DDA to deliver an ammbitious liberalization outcome. It also underscored the lack
of consensus on the meaning of a Development Round. Could these problems,
however, reflecta deeper and more profound failure of the multilateral trading systemn
associated with the WTO? There are those who believe that current problems in
negotiations are a symptom of multilateralisnt in crisis.?

First, the “global commons™ of ideas has swung from seeing trade opening as
generally a good thing to something to be feared. In particular, skeptics question
the ability of developing countries to compete in their own markets with competition
from developed countries and to take advantage of new market opportunities
because of weak supply capacity. At the same time, support from the traditional
advocates of liberal trade, such as the United States, is being undermined by growing
anxieties about the capacity of industrialized economies to compete in agriculture
(the Brazilian threat), manufacturing (the Chinese threat), and even in services (the
Indian threat).?”

Second, the “mercantilist motor” of the multilateral trading system may have
run out of fuel. The original logic of multilateral trade negotiations was that
hegotiators would trade tariff reductions. Even though theory tells us that unilateral
liberalization is generally a good thing for small economies, the political economy of
the process is such that reciprocity becomes a usefisl lever. Trade liberalization is
then presented as the pdcﬁcmcmstcmer markets. This model,
which served the multilateral trading system well in the past, is coming under
pressure for the following reasons: (i) “mercantilist” calculations are much more
complex when regulatory issues are involved; (i) much of the low-hanging fruit
was picked in previous rounds, and what protection remains is in sensitive areas
where political tisks of confronting concentrated vested interests are high (for
example, would European governments be able to claim that new market access in
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the South is adequate compensation for the feared impact on the rural econmﬂl
arising from liberalization?) and (jif) many developing countries have becomg
increasingly risk-averse in agreeing to new concessions, reflecting the perceptioy
that they got a bad deal in the Uruguay Round. In short, the incentives to “free!
ride” on the public good of the multilateral Tules-based system have increased3
weakening the appeal of engaging in reciprocal concessions.

Third, the rapid proliferation of regional and bilateral trade agreements j
undermining the core principle (nondiscrimination) of the muliilateral trade system}
Taising several concerns. Regional trade agreements—RTAs—are absorbing scarcé
time and energy from negotiators. Many of the poorest WTO members are part of
several regional and bilateral trade negotiations, distracting thern from multilateralism§
RTAs may also lock in competing and sometimes incompatible regulatory practices}
making it harder to harmonize standards in the muitilateral system at 2 later date. For;

example, some observers have expressed concerns that the imposition of TRIPs- 3§ :
plus rules on intellectual property rights will further erode flexibilities in the WTO2R

TRIPS agreement—in particular in the area of compulsory licensing.”® A related
concern is that a new generation of RTAs contains dispute-settlement provisions
that have the potential to conflict with WTQ dispute settlement. &

Fourth, slow progress in the DDA is increasing concern about whether the ]
WTO is an effective place to do business. The economically advanced countries -', -
‘may conclude that WTO does not meet their constantly evolving business needs 3
because of difficulties in negotiating and agreeing upon rigorous new standards in
the nmultilateral context, thus hastening the trend toward regionalism. As the '§
negotiating agenda extends into areas beyond tariffs, it has become more difficult -§
to develop rules that reconcile the needs of the advanced trading nations with
those of the less advanced countries. The WTO Customs Valuation agreement is a i
good example. An approach that suited the more advanced countries appears to be §
expensive and difficult for less advanced countries to implement.” Further %
differentiation in the application of WTO rules based on different implementation ';_
capacities appears to be difficult to reconcile in the face of an increasingly legalistic
approach to rulemaking. I

Moreover, some members came away from Cancun with serious doubts about
the ability to reach agreement by consensus among such a heterogencous and |
large number of countries, although no clear alternative has been presented.® !
There are therefore real challenges in making the mechanics of a truly representative -
trade negotiation work effectively.

Finally, there are those that point to 2 legitimacy crisis of the global governance
regime associated with WTO agreements. Although the trade focus of the WTQO is
percelved by many analysts as a plus, critics emphasize that unless the multilateral
trade regime is able to address other imporiant goals—such as poverty and the
environment—while promoting a fair distribution of outcomes in a transparent

m;nnefa lts POI

hese three pcrspectives‘ are,
-"g:-the future of the multilateral
- hat claims of a “sys

‘o complacency. Afte _ : e i
;:;rﬁncﬂt as time passes without substantive progress in the negotiations.

".  Renewed progress to me
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itical legitimacy will be increasingly contesied in the streets and in

arliaments around the world.”

o i emarks '
oncluding | of course, stylized summaries of the evolving debate

trading system. As already mentioned, we b_elie:ve
temiic crisis” may well be exaggerated, but this i notan mwtfatlon
r all, concerns about the DDA outcome become increasingly

i e taken to avoid the erosion of the multilateral trading system.

Actiguects 5 et the ambitious objectives of the DDA would ;.)ro.\;de at
ce boost o the multilateral trading system and make a significan
Egﬁgiizﬁie; the world economy.*2 On the other hand, a timid set of refol'ms ar;g
Jimited ruliilateral liberalization will generate H.Ot only sma.ll benefits, but it c:;ut
also feed skepticism about the capacity of the multilateral trading system to contribute
mic development. . o

e ec‘g::n WOISE, 2 fr‘;iled DDA would damage the WTO b _erodm_ its relevancei
This is not in the long-term interests of developing co.unmes, yvhlch have a rea
stake in 2 strong rules-based multilateral trading §y§tenL irrespective of. new r9arket—
access gains fromthe DDA. WTO rules lock in existing access ona m?ndfscnmmatory
basis, an increasingly valuable asset in a time of growing protectionist pressures,
political tensions, and the potential reemergence of trade b.locs. They also promote
transparency and good governance. Moreover, the WTO dls.pute-settle‘ment systerg
provides for a rules-based mechanism that allows deve}opmg countries to defen
their interests against larger and better-resourced trading partners, as the recent
sugar and cotton cases aftest. ‘ o _

As the number of WTO stakeholders grows and rc‘cnproc%ty increasingly
requires complex trade-offs between greater maert access in sensitive areas (such
as agriculture) and rules (intellectual property nght‘s), the capacity of th_e WTO to
premote nondiscriminatory trade liberalization is under stress. This I_mts an
additional premium on leadership dedicated to promote the gl'obal .pubhc good
derived from credible multilateral rules.”® Independently of the direct impact of the
DDA on developing economies, the continued use of the WTO as a forum .fo}rl
negotiations is essential to the preservation of the multilaeral tljade syster'n, wtgc
remains an important objective both for developejd aqd developing countne§ ahkei
In sum, the answer to the original question posed in tl?ls paper—can the mulnlatf:ra
trade system deliver a Development Round?—is a qualified yes, but time

is running out.
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'Ta'ble 1. Overview of GATT and WTO negotiating rounds
Round Year Number of contracting Negotiated items ——
parties/members ° ;

Total Developing
country share

(percent) ©
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2. See, for example, the series on “What's Holding Up Doha?" Finance and Development

Geneva 1947 23 48 Tariffs
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Dill 46 Tariffs petition and trade commissioner, was an early champion of the idea of a new trade round.
illon 1960-1962 42 50 Tariffs 4. The G-20 came to life on August 20, 2003, as a2 reaction to a joint U.S.-EU paper on
Kennedy 1964-1967 75 5 . . agriculture. It has since become an influential voice in the agricultural negotiations, under the
8 Tan'ffs, Som-c nontgnff leadership of Brazil. The coalition encompasses both Cairns Group countries (which favor an
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barriers, rules, services, 5. See, for example, Hoekman and Newfarmer (2003).
intellectual property 6. See WTO (2004).

7. For details see Primo Braga (2004).

8. That deadline was missed. By May 31, there were 62 initial offers (covering 86 members)
and 9 revised offers.

9. This deadline was also missed and the Chairman of the Special Session reported to the WTO
General Council in July 2005 that recommendations for a decision should be presented by the
Hong Kong Ministerial Conference.

10. Speaking at the OECD Ministerial on May 4, 2005, Dr. Supachai Panitchpakti (then WTO
Director General) identified the following items as required components for a “substantial
breakthrough™ at the ministerial: concrete modalities for agriculture and nonagricultural market
access, a critical mass of market-opening services offers, significant progress in areas such as
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Notes o Teloded ST, _ ! I.l. it is \yorth noting that f_ul.l m.erchandise liberalization (ignoring p‘ot.entia! dynamic
signat;Jriels o thecc;‘;'r;‘; e list of contracting parties/members are those countries that were gains associated with productivity increases}) cqu]d add roughly $300 blll_lon per year to
aftermath by the end of each trade round or became signatories in its immediate the global economy by 2015. Even though ggncu'ltur!: and fooq processing account for
' . H less than 10 percent of world trade, trade liberalization of agriculture and food would
&;:gcfttl_;?pesn Comn;umtl.es-, though' an ofﬁcia[ W']:O member in its own right, have been : account for 63 percent of gains (with tcxt.ii_es and clothing accountinglfor 27 pe]-cent a:nd
c. Develo inp-g])?;sc:s ° ]StaﬂlsftjCﬂl_CtJnthlty in the ratio of developed to developing countrics. other manufactures 10 percent). An ambitious Doha outcome, featuring the elimination
Karl pimg-country classifications are based on GATT/WTO practices and on Kasteng of export subsidies and significant cuts in ‘domestic support and tariffs in developed and
Tlsson, and Lindberg (2004). ' developing countries, could deliver roughly one-third ($96.1 billion) of the full-merchan-

Source: Compiled by the authors based on WTO/GATT documents. dise-liberalization scenario, with agricultural liberalization delivering roughly two-thirds
of the gains. Services liberalization, particularly for the movement of people, could
significantly expand those welfare results. See Anderson, Martin, and van der Mensbrughe
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access, services,
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rights, rules, further
work on UR items and
implementation-related
issues, development, and
trade facilitation.
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Doha Pblicies: Where are the Pay-offs?

' KymAnderson, Will Martin,
" . and Dominique van der Mensbrughhe

=he Doha Round could promote development.' But it will fall significantly
fET short ifit does not liberalize agriculture and include some effort by developing
countries as well as high-income countries, The potential gains from full
multilateral trade liberalization range from $290 to $460 billion (Anderson, Martin
and van der Mensbrugghe 2006a). According to the simulations reported here, a
Doha agreement that makes significant cuts in WTQ-agreed ceilings (bound rates)
for tariffs could bring those gains within reach.

The need for deep cuts in bound rates is especially acute in agriculture, where
protection is far higher than in manufacturing and where bound rates exceed
applied rates by especially large margins. Two measures are important for capturing
potential bepefits: (1) capping maximum tariffs and (i} resisting the temptation to
exclude a large number of products from cuts. Exempting even 2 percent of tariff
lines could eviscerate the round.

But cuts in bound rates must be more than broad and deep; they must apply
to developing as well as developed countries. The benefits to developing countries
of an ambitious Doha agreement will come as much from reform in the South as
from reform by high-income countries. For that reason, developing countries must
participate fully in the round by offering larger tariff cuts and making real reforms
rather than seeking shelter under the banner of special and differential treatment
(SDT).

This note presents results from modeling five scenarios to assess the effect of
different magnitudes and types of cuts in agriculture and nonagricultural products.
Before presenting details of these scenarios, we survey the potential gains in both
a dynamic and static sense, to provide an idea of what is possible from the right
agreement and to lay down a benchmark against which to evaluate possible
outcomes of the Doha Round, We then analyze the five scenarios to illuminate
some of the major issues that will determine the success of the Doha Round.

The range of the possible: What could full multilateral

liberalization deliver?

Full removal of protection—both domestic and at the border—on trade in goeds
would raise global real income by an estimated $287 billion in 20135, relative to 2
baseline scenario and assuming that trade reform has no impact on underlying
productivity? The gains would be higher for high-income countries in dollar terms,




