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Preface

CUTS Centrefor International Trade, Economics & Environment (CUTS CITEE) had
initiated the phase-1 of collaborative project entitled, “WTO DohaRound & South Asia:
Linking Civil Society with Trade Negotiations’ (SAFIT- 1) in January 2005 with support
from Oxfam Novib, The Netherlands. The project waslaunched on the premisesthat the
outcome of the DohaRound will have significant implications on international trade and
national development, and this is more so for developing countries. Under SAFIT-I,
research analysis on five key issues of ‘ July Framework Agreement’ was undertaken.
Asan outcome of the project, abook entitled, ‘ South Asian Position in the WTO Doha
Round: In Search of a True Development Agenda’ was published, which was released
at Hong Kong, during the 6" WTO Ministerial Conference.

As per the Framework Agreement, the Doha Round of negotiations was to cometo an
end by December 2005, when the sixth Ministerial Conference of the WTO took place at
Hong Kong, China. However, given thereal palitik of negotiations, predictably the Doha
Development Agenda (DDA) could not be concluded in Hong Kong Ministerial, but it
did invite some more pertinent issues for future research and advocacy. Hence, post-
Hong K ong becomes more challenging.

In the post-Hong Kong period, much remains to be done, particularly in settling the
negotiating modalitiesin agriculture and non-agriculture market access (NAMA) and in
putting some flesh onto the bones of General Agreement on Tradein Services (GATS).
This unfinished business includes: intractable issues of the relevant liberalisation
thresholdsfor devel oped and devel oping countries; the treatment of sensitive products;
developing countries' self-designated Specia Products (SPs); the Special Safeguard
Mechanism (SSM); and disciplineson food aid.

Since agriculture has become more complex an issueit would be beneficial totakeup a
focused study on SPsand SSM. Both SPsand SSM have been major demands of South
Asian countries asthey havelarge number of small and marginal farmerswho arenot in
aposition to face competition in the international market.

INNAMA, asin agriculture, the core modalitiesremain to be negotiated within the same
time period, including the vexed questions of the number of coefficientsin the * Swiss
Formula, the meaning of ‘less than full reciprocity’ for developing countries, the
development of sectoral initiatives and the treatment of preference erosion.

In services, there seems to have been even a step backward. The new text, instead of
obliging membersto enter into plurilateral market access negotiations, simply requires
that they “shall consider such requests’. Genuine progressin the GATSwill call for an
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intensified request-offer process augmented by action within plurilateral groupswith
shared sectoral interests, leading through to multilateral commitments. Opportunities
might be taken to draw on approaches embodied in the Basi ¢ Telecommunications and
Financial Services Agreements. Besides, there might be a role for some form of
guantitative targets. None of these ideas was however advanced during Hong Kong
Ministerial.

Even in trade facilitation, there remains considerable unfinished business. While
negotiating modalities were broadly agreed prior to Hong Kong, devel oping countries
are not ready to move to legal drafting on the substantive provisions of the agreement
before further progress can be made on the issue of technical assistance and capacity
building. In addition, further clarity is needed on how commitments from devel oping
country would relate to issues such as their development needs and implementation
capacities.

Finaly, the commitment in respect to the market accessfor products of LDCsisweakened
by thefact that the obligation relates only to the 97 percent of products originating from
LDCs (defined at the tariff line level), and there is no deadline set for the call to
progressively achieve compliance with the Hong Kong obligation. The three percent
reservation would account for some 330 tariff lines and for some devel oping countries
thiscould effectively deprive them of market accessfor al their products. For example,
it would be highly restrictive on products such as textiles from Bangladesh.

At the centre of the challenge ahead is the fact that the impediments that Doha Round
negotiations experienced before the Hong Kong Ministerial still maintain the status
guo. Most critically, some parties (e.g. EU) say they will not movefurther on agriculture
until others move on services and NAMA, while others (some developing countries)
say just the opposite. Also, there are stand-offswithin sectors, for example, in services,
where developing countries' demands on Mode 4 (the movement of natural persons)
arepitted against devel oped countries’ expectations on Mode 3 (commercial presence).
However, stand-offsare not an exclusively North-South affair. In agriculture, thedemands
of some countries of Organisation for Economic Cooperation and Development (OECD)
notably the US that others (notably the EU) do more on market access are matched by
demands from some (notably the EU) that others (notably the US) do moreto discipline
food aid.

Maintaining the positive outlook, the Hong Kong Ministerial text is seemingly amove
forward over the“ July Package”, adopted at Genevain 2004 and it givesriseto alot of
core issues for further study. There is much at stake if the momentum of multilateral
liberalisation stalls: analysis reveals the risk of both major opportunities forgone and
multilateral trading framework strained systematically. Hence, charting the way ahead
will requirethat trade policy needsto be seenin abroader domestic context. Thisinturn
recogni sesthat market opening worksbest whenit isbacked up by sound macroeconomic
policies, flexible labour markets, a culture of competition and strong institutions, etc.
Facilitating through this lens, trade reform can be promoted as a necessary tool of
growth and development rather than as a concession paid to others.
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As a consequence, the Hong Kong Ministerial did offer some more crucial issues for
future research and advocacy. Hence, based on thisMinisterial Declaration, five cross-
cutting core issues have been selected for further research work under phase 11 of this
project (SAFIT-11). Research and advocacy were carried out by thefiveresearch partners
inthefive South Asian countries. The researcherstried to analyse the possible changes
that could take placein the negotiating position of acountry in thelight of Hong Kong
Ministerial Declaration which would help to further consolidate the positions of the
South Asian countries.

The five different issues that are covered in this book as five different chapters are;
Agriculture; Specia Products (SPs) and Special Safeguard Measures (SSM), Non-tariff
barriers (NTBs) on industrial products (as part of the NAMA negotiations), Services;
Operationdisation of LDC modditiesand Article 1V of GATS; Developmental implications
of duty-freeand quota-free (DFQF) market accessfor L DCs; and Preference erosion and
aid for trade. On each issue, the research has taken into consideration concerns and
perceptions of different stakeholders such as NGOs, trade bodies, industry bodies,
trade unions, WTO experts, women group, €tc.

Chapter One on Agriculture begins with the importance of agriculture and attempts to
identify the criteriafor designation of SPsfollowed by adiscussion ontheimportance of
SSM. It further elaboratesthe modalitiesliketype of SSM, elementsin the design of the
SSM, the duration of safeguard action (timelimits), transparency provision etc. Chapter
Two on Non-tariff Barriersonindustrial productsfocuse onthe elementslikeidentification,
and categorisation of NTBs; examination of notified NTBs; different approaches to
NTBs negotiations. Chapter Three discusses the broad focal elements including:
operationalisation of ArticlelV such asspecial & differentia treatment (S&DT) of GATS;
operationalisation of LDCs M odalities; disciplines on domestic regulation and building
regulatory capacity and targeted technical assistanceto LDCs.

Developmental implications of duty-free and quota-free market access (DQFMA) for
LDCsisdiscussed in Chapter Four that coverstheissueslike DQFMA from devel oped
countries perspective; DQFMA from large developing countrieslike India; exclusion of
certain products from DQFMA; Rules of Origin (RoO) and Financial and Technical
support aimed at diversification of LDC economies. Chapter Five on Preference Erosion
and Aid for Trade is based on elementsincluding: the challenges faced by preference
erosion; assessment of the problem; and using aid for trade for minimising loss as a
result of preference erosion.

Thus, the book is a well researched effort by a group of civil society organisations
(CSOs) in South Asia, to come out with asmall but vital collection on five broad issues
authored by expertsin the field of trade and WTO issues. The increasing demand for
better understanding and thelack of areadily accessible single source of information on
these five specific topics have been the motivating force for the creation of this book.
The core focus of this book is to provide state-of-the-art information on trade issues
that are of vital importance within the South Asian region. Hence, the book would
appeal to policy makers and others interested in the policy options in the South Asian
region. No doubt, thisresearch work will also be of great interest to research ingtitutions,
individualsworking on policy related issues for further research and deliberations.
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| hope that this book can be of great help in supplying ideas and concepts to bring
about policy changes at the national and international levels that can better serve the
purpose of building capacity of different stakeholdersto deal with intricaciesinvolved
in trade issues affecting developing countries and their population. All suggestions
and views are welcomefor further improvement.

| appreciate and thank all those who strove hard in bringing out thisvaluable collection.

September 2007 Bipul Chatterjee
Jaipur, India Deputy ExecutiveDirector
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Summary

Special Productsand Special Safeguar d M echanism
inWTO AgricultureNegotiation
In Search of a Common South Asian Position!

Introduction

As part of the Doha Round of negotiation by the World Trade Organisation (WTO)
Memberson agriculture it has been agreed, while final modalities and measures are yet
to be decided, that devel oping countrieswould have acategory of agricultural products
as Special Products (SPs), which would be exempted from tariff cuts (new market access
commitmentsas part of aDohadeal) and therewill also be Specia Safeguard Mechanism
(SSM), which would allow them to increase their import tariff levels when thereisan
import surge.r The objectives of these measures are to ensure food security and rural
development in developing countries, and to protect the small farmers against the
volatility of world pricesin agricultural commodities.

Article 41 of the July 2004 Framework of the Doha Round of negotiation provides
developing countries the responsibility to define SPs in order to designate certain
agricultural products based on the criteria of food security, livelihood concerns and
rural development.2 Though explicitly provided, in actual practiceit isavery complex
and tricky process having many nuances. Till date a common consensus is yet to be
developed in the Doha negotiation by the developing and developed countries for the
designation of SPsand SSM .2

The Hong Kong Ministerial also allowed developing countries to self-designate an
appropriate number of tariff lines (agricultural products) as SPs and develop SSM to
protect farmersfrom import surges.* The complexity of these issues can be gauged from

Annex A of the Hong Kong Ministerial Conference of the WTO. A list of such

complexitiesisgiven below.

e Specia Products. Some Members have considered that SPs should be fully exempt
from any new market access commitments whatsoever and have automatic accessto
the SSM. Others have argued there should be some degree of market opening for
these products, albeit reflecting more flexible treatment than for other products.

® Specia Safeguard Mechanism: Thereisno material disagreement with the view that
it should have a quantity trigger. Nor is there disagreement with the view that it
should at least be capable of addressing effectively what might be described as
import “surges’. Divergence remains over whether, or if so how, situationsthat are
lesser than “surge” are to be dealt with. There is, however, agreement that any
remedy should be of atemporary nature. There remains strong divergence however
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on whether, or if so how, a special safeguard should be “price-based” to deal
specifically with price effects.

Given this context and complexity, there is aneed to analyse the possible changes that
could take place in the negotiating stance of some South Asian countries on SPs and
SSM and to explore acommon South Asian position at the Doha Round of negotiation
on the basis of this analysis.

A Glimpseof the Sector in South Asia®

Bangladesh

The Bangladeshi economy ishighly dependent on agriculture and this sector contributes
around 31.6 percent of its gross domestic product (GDP). It provides 63.2 percent of
employment. The crop sector contributes about 72 percent of total agricultural production
and fisheries, livestock and forestry contribute about 10.33 percent, 10.11 percent and
7.33 percent, respectively. The agriculture sector as awhole contributes between 10 to
15 percent of the country’stotal export. Principal cropsarerice, jute, sugarcane, potato,
pulses, wheat, tea and tobacco.

In the of four-year period prior to the WTO Agreement on Agriculture (AoA) coming
intoforce, agricultural export increased to US$139mn from US$128mn. But during 1999-
2002 there was a significant decline in such exports. On the other hand, import of
agricultural productsincreased during this period: from US$1.25bn to 1.62bn.®

Though Bangladesh will not haveto take any tariff reduction commitments at this stage
(as per the Doha Round of negotiation), in future there may be a pressure on the LDCs

Table 1: Bangladesh’s Export and Import of Agricultural Products (in US$ mn)
Trade 1991-1994 1994-1998 1999-2002
Import

Cotton Lint 89.8 167.6 197.9
Rice 5.6 186.7 193.4
Sugar (Raw Equiv.) 18.2 40.2 66.1
Wheat + Flour, Wheat Equiv. 164.2 185.5 259.5
Dairy Products + Eggs 69.0 58.0 84.0
Fixed Vegetable Oils 137.7 293.8 391.7
Oil of Palm 37.4 70.3 109.6
Oil of Soya Beans 94.6 217.1 273.8
Oilseed Cake Meal 0.1 1.7 19.1
Oilseeds 47.8 91.1 83.9
Export

Fruit + Vegetables 5.9 11.3 12.1
Jute 75.2 82.4 69.2
Tea 39.7 35.0 16.6
Source: http://www.wider.unu.edu/research/2004-2005/2004-2005-4/papers/chand.pdf
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totake on at least sometariff reduction commitmentson a‘voluntary’ basisandto bind
their tariffs at lower levels. Thus, although Bangladesh may not be directly concerned
about SPs and SSM, it might still be in its interest to participate in this negotiation
relating to setting the criteriafor designation, identification and, treatment of SPs, setting
up of SSM, and linking SPsand SSM.

India

According to thelatest Trade Policy Review of Indiaat theWTO (heldin 2002), dueto
trade liberalisation and structural reformsthe Indian economy is growing rapidly with
real GDP growth averaging about six percent inthelast five years.

Indiaisthelargest producer in the world of milk, fruits, pulses, cashew nuts, coconuts,
cotton, sugar, sugarcane, peanuts, jute, tea and an assortment of spices, and the second
largest producer of rice and wheat, and fourth largest in coarse grains. Agriculture
sector is providing a source of livelihood/employment to about 70 percent of the rural
households and seven percent of the urban households. However, its contribution to
India' sGDPisabout 25 percent and it issteadily falling mainly because other sectorsare
growing faster than agriculture.

Trade liberalisation is taking place since 1991 and it has been gradually extended to
agriculture since 1994. The government has lifted a number of restrictions on imports
and exports of agriculture goods, simplified trade measures and reduced public
interventionsin domestic markets. Earlier Indiamaintained quantitative restrictionson
agricultural imports (and on many other non-agricultural commodities) in the form of
import prohibitions and therewas al so apolicy of import licensing or canalised imports
for roughly 43 percent of itsagricultural tariff lines (606 out of atotal of 1398). Following
a dispute at the WTO, India has removed QRs on 714 tariff lines (including non-
agricultural products) from April 2000.

According to someexperts, India’'s SPswould fall broadly in the categories of dairy and
poultry products, vegetable and fruits, spices, cereals, oil seeds and edible oils and
certain processed products. Incidentally, on many of these products Indiaisthe largest
producer in the world — the important issue is that the productivity of these products
produced in Indiais much lower than theworld average. Secondly, being avast country
with extremely diverse agro-climatic zones, Indiarequires designating alarge number of
agricultural products as SPs to protect the livelihood and food security concerns of
small and marginal farmersand agricultural workers. It has been argued that Indianeeds
more than 350 agricultural tariff linesto be protected under SPs.

Nepal

Likeother countriesof South Asia, in Nepa agricultureisthemain source of livelihood and
contributes about 40 percent of its GDP. Approximately 76 percent of the population are
employed in agriculture. The Nepal ese agriculture sector is mostly affected due to cheap
importsand asaresult, thedomestic priceof ricedeclined from US$0.30in 1999 to US$0.20
per kilogramin 2000—33 percent decreasein ayear. Thiswastruefor many other agricultura
commodities. Being a poor country, it may be good for poor consumers but most of
these poor consumers are producers of agricultural commaodities and thus, the Nepal ese
trade policy should have clear measuresfor balancing producer and consumer interests.
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Thisfall indomestic pricesof agricultural commoditiesiscorroborated by areductionin
total land used for agricultural production. According to the United Nations Food and
Agriculture Organisation (FAO), thisfall wasfrom 1,560,000 hectaresin 2000to 1,517,000
hectares in 2001. This data is compatible with the earlier data on the effect of import
surges on prices of agricultural commodities — normally, there is alag of one year to
capture the impact of import surges of agricultural commodities on overall land use
pattern in agriculture in a country. Therefore, Nepal can have an offensive interest on
SSM.

Pakistan

In Pakistan, 66 percent living in the rural area are directly or indirectly dependent on
agriculture.” It contributes 25 percent to the GDP2 Agricultural export is dominated by
cotton despite the government’s diversification efforts. Among the major agricultural
importsismilk, cream and milk food for infants, unmilled wheat, dry fruits, tea, spices,
soybean oil, palm ail, sugar and pulses. If one compares monthly importsin the years
2004 and 2005, one can find acontinuousincreasein theimport of sugar, edible oils, milk
and milk products, pulses, teaand dry fruits.

Table 2: Agricultural Growth in Pakistan (in percent) | Since 1994, Pakistan has
Year Agriculture| Major Crops | Minor Crops progress_lvely and

substantially reduced
2000-01 2.2 9.9 -3:2 agricultural  tariffs.
2001-02 -0.1 2.5 -3.7 M aximum tariff rateswere
2002-03 4.1 6.9 04 reduced from 92 percent to
2003-04 2.3 1.9 4.0 70 percent in June 1994,
2004-05 6.7 17.8 3.0 and from 70 percent to 65
2005-06 (P)| 2.5 -36 1.6 percent in June 1995, and
P Provisional. further to 30 pgrcent in
Source: Federal Bureau of Statistics June 2001. This effort

culminated in June 2002
with the establishment of four maximum import tariff bands of 25, 20, 10 and 5 percent.

Pakistan has an offensive interest in market access and demands for a substantial
overall reduction in tariffs with deeper cuts on higher tariffs through tiered formula. It
also supportsthat theissueregarding tariff escalation ontradein agricultural commodities
should be addressed. It calls for tariff capping at 100 percent for developed countries
and 150 percent for developing countries.

Pakistan, being a member of the G-33 group of WTO Members, supportsits stance on
SPsand isaso in favour of using SSM against import surges.

Sri Lanka

Agriculture contributes about 20 percent to the GDP and provides 37 percent
employment. Themajor agricultural cropsincluderice, tea, spices, rubber, coconut and
sugar. Theagricultural policy of Sri Lanka hastwo dimensions— one for the plantation
sector that includes exportable crops like tea, rubber and coconut while the other for
non-plantation crops, which are mostly linked with the livelihood and food security of
thesmall growers.
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Teacontributes 70 percent of total agriculture exports. Being asmall economy vulnerable
to natural calamities, theimport of agricultural productsvariesfromyear to year: inthe
2002 it increased by moretwo percent in valueterms.

Sri Lankahastaken avery keen interest in the debate on SPsand SSM during the Doha
Round of negotiation. It hasidentified around 600 products covering about 10 percent
of agricultural tariff lines as SPs and strongly supports this proposal at the negotiating
platform along with other devel oping countries.®

According to Ruffer (2004), depending on the GDP and the population of the country,
Sri Lanka can have SPs with about 23 percent of import value out of total agricultural
imports. The cropswhich are proposed for designation as SPsarerice, coconut, poultry,
milk, vegetables, cowpea, ground nuts, maize, red onions, chillies, tomato, capsicum,
green gram, potatoes, sorghum, black gram, ginger, soya, big onions. Paddy, coconuit,
poultry, milk and vegetabl es, according to the order of importance, have top priority in
Sri Lanka'slist of SPs.2°

The products proposed for SSM treatment arerice, coconut, vegetable oil, poultry, milk,
cowpea, red onion, cereal, maize, chillies, tomatoes, cucumber, green gram, legumes,
potatoes, black gram, soya, onion, kurakkan, fruits, cocoa, coffee, cardamom, nuts, root
crop, pepper, nutmeg, meat bovine, meat swine, and sheep meat .

A Common South Asian Position

In exploring acommon negotiating position of South Asian countrieson SPsand SSM,
one has to face two major complexities. The first is the palitics of the region and the
second is the economics of the region. Moreover, in case of other issues of agriculture
negotiations, there are differences in the negotiating positions of net food importing
countries (such as Bangladesh, Sri Lanka) and the net food exporting countries (such as
India).

Therefore, itisimperativeto devel op aset of least common denominatorsand acollective
stance, if not acommon position. While the set of least common denominators can be
derived from the various proposals put forward at the negotiating platform, acommon
position/collective stance should be based on political considerations, including the
positions/stance of a country on other issues under negotiation.

Some Negotiating Proposalson SPsand SSM

July 2004 Agriculture Text: On July 28, 2004, G-33 presented a proposal called July
Agriculture Text, demanding theimplementation of SPsand SSM.** The Group wanted
to take into consideration the food security, livelihood and rural development concerns
of the devel oping countrieswhiletaking any decision, and asked for certain measuresto
beincludedintherevised draft.> They also stressed the need that devel oping countries
should decide on their own the percentage of tariff lines to be considered as SPs.

Malaysia'sInformal Paper: Malaysiainitspaper circulated on March 23, 2006 proposed
aseries of quantitative/numerical indicatorsfor the designation of SPswith aview that
SPs have the potential to undermine the devel opment agenda of exporting developing
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Table 3: A Summary of Country Positions on SSM

Country/Country Groups Position
G-33, most developing countries Comprehensive coverage of SSM. SSMs
including India are fundamental to economic development

and should not be constrained in its use.
SSM should only be available to
developing countries and Special
Safeguard (SSG) should be abolished.

Developed and developing G-33 position too protectionist, can hurt
countries which are big South-South farm trade. SSM should be
agricultural exporters (Thailand, limited in its use and coverage. SSG

Australia, Canada), mostly Cairns | should be abolished.
Group Members (Brazil has been
quite non-committal on SSMs)

EU and G-10 Generally not much objection to SSM but
feel G-33 proposed coverage is somewhat
protectionist. Want SSG to continue

us Proposes extremely limited coverage and
usage of SSM, hints at injury test, SSM
should be abolished by the end of Doha
Round, SSG should be abolished at the
start of the Doha Round

Source: Pal, Parthapratim and Deepika Wadhwa, An Analysis of the Special Safeguard
Mechanisms in the Doha Round of Negotiations: A Proposed Price-trigger-based Safeguard
Mechanism, Working Paper No. 189, Indian Council for Research on International Economic
Relations, New Delhi: 2006

countries since the income of many poor farmers in such countries depends on the
production and export of one or two crops.® It has been pointed out that the Malaysian
proposal of numerical indicators to the staple crops (contributing to the nutritional
requirement and livelihoods) denies the basic objectives of food security, livelihoods
and rural development. It was also argued that a single set of thresholds would not be
able to capture the diverse conditions that prevail in different devel oping countries.

United Sates' Proposal: US saysthat only five agricultural products (five agricultural
tariff lines) should be designated as SPs. Products that are domestically or are close
substitutes of products produced domestically can be designated as SPs. Those products
that are exported from a country on an MFN basis and are net exported cannot be
designated as SPs.** An analysis of this proposal shows that it limits the scope of
safeguards to the extent that alternatives to any such mechanism become ineffective.
The US paper a so madethe applicability of SSM abit difficult by linking the price-based
trigger with theincrease in volumethrough amarket test. It also asksfor the application
of SSM to only those products where formula cuts have been applied.

Falconer’s Paper: On May 5, 2006 New Zealand's Ambassador to the WTO Crawford
Falconer and Chair of the Special Session of the Committee on Agricultureto the Trade
Negotiations Committeein his personal capacity produced apaper and argued to include
market access consideration into the basisfor selecting SPs.*® In this paper, wide gaps
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inthe positions of different countries on the selection of SPseither on the basis of tariff
cuts or on the basis of food security, livelihood security and rural development were
identified. Falconer stressed that WTO Members before designating SPs must first
agree onthemodalitiesfor cutsin agricultural tariffsand subsidies. The paper highlighted
that the G-33 proposal that “ at |east 20 percent tariff linesare/should be eligiblefor SPs’
would alow two (unnamed) developing countries to shield as much as 98.4 and 94
percent of thetotal value of their respective agricultural importsfrom Doha Round tariff
cuts. Thispaper was criticised by the G-33 for unfavourable assessment of market access
flexibilitiesthat they are seeking, and al so that it may allow some devel oping countriesto
shield ahigh proportion of agricultural importsfrom thetariff cuts. G-33 emphasised that
the entire notion of SPsis not based on trade-related concerns, and thus, should not be
viewed through the prism of commercial considerations.

World Bank's Paper: A paper produced by the World Bank pointed out that “raising
agricultural prices substantially through SPs would create large increase in poverty -
sufficient in some cases to undo decades of development progress — and push the
already poor into deeper poverty”.® G-33 criticised this paper its assumptions and
methodol ogy and pointed out that the paper has misinterpreted the expected operations
and impact of SPsand downplayed theimportance of the agricultural sector indeveloping
countries. G-33 said that such a paper could have adverse consequences for the Doha
Round of negotiation. This paper ignores the reality of price declines, price volatility
and predatory competition, including dumping of heavily subsidised products, which
raises the risk levels of developing countries without providing an adequate safety
mechanism or flexibility to deal with adverseimpact of trade policy changesfor vulnerable
agriculture. G-33 has urged the World Bank to substantially modify thisfundamentally
flawed paper asamatter of priority.

Pakistan's Paper: On January 19, 2007 Pakistan submitted aproposal with four specific
indicators for the designation of SPs besides the three agreed criteria of food security,
livelihood security and rural development.” The first two indicators, i.e. share of the
production of aproduct intotal agricultural production of acountry (asaproxy for rural
development) and share of consumption of a product in total food consumption in a
country (asaproxy for food security) show theréativeimportance of individua products
in agricultural production and consumption, and their degree of importance to the
agriculture base and consumption profile of a country. The third indicator, i.e. share of
domestic consumption by domestic production of aproduct (as another proxy for food
security) showsarel ationship between thelevel s of domestic consumption as compared
to domestic production and its sustainability in terms of self-sufficiency. The fourth
indicator, i.e. share of employment in aproduct in thetotal agricultural labour forceorin
total agricultural employment (as a proxy for livelihood security) indicates the
dependency ratio of the people on agriculture for their livelihood. Based on theseitis
proposed that countries according to their need should/may develop a minimum
threshold for each indicator, and based on that threshold, a product should be selected
asan SP and also by leaving policy space for any change in future.

This paper istoo far from the G-33 proposal (20 percent agricultural tariff linesto be
designated as SPs) and according to some experts, it actually supportsthe US position
of designating not morethan fiveagricultural tariff linesas SPs. It takesinto consideration
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some magjor indicators for determining SPs and ignores several sub-indicatorsasin the
G-33 proposal. As prioritised crops in South Asia, the paper says that rice has high
regional importance from the food security perspective, and rice, tomato, onion, citrus,
apple and tea have high regional importance from the livelihood security perspective.
Which regard to rural development, it categorises six products (cotton, potato, tomato,
citrus, apple, milk) as highly important because of their potential for value addition.
Based on this, it appears that Pakistan would only be able designate five crops (wheat,
rice, citrus, apple and edible ails) as SPs. All other important crops having strong
linkage with food security, livelihood security and rural development (despite having
export potential) might be excluded from thelist of SPsand would be subjected to tariff
reduction. It ignores other products of regional importance such as maize, gram,
groundnut, chilli, banana, other vegetables, hides and skin.

Conclusion

TheHong Kong Ministerial Declaration of the WTO Members has provided for the self-
designation of SPsby WTO's developing country Members on the basis of the criteria
of food security, livelihood security and rural development. Setting thresholds and
identifying aset of specificindicatorswill limit developing countries’ flexibility to choose
productsthat will be designated as SPs. For instance, identifying SPsbased onaproduct’s
contribution to national production alone will not be sufficient, asthat will not cover a
specific commaodity group. Thereare agricultural commodities, which may not beamajor
contributor to acountry’snational production but crucial to meet food security, livelihood
security and rural devel opment.

In the light of all these reasons, a common South Asian position on SPs and SSM in

agriculture needsto be devel oped, which can help these countriesto play their legitimate

part at the Doha Round of negotiation in order to:

e facethe problem of cyclical food shortagesin the region;

® provide protection to farmers and others to ensure better food security, livelihood
security and rural devel opment;

® havepricecontrol of agricultural commodities—domesticaly aswell asinternationally;
and

* develop potential for the export of agriculture and value added agricultural products
— policy spaceto become export competitive over time.

Endnotes

1 It isto be noted that SPs and SSM are different from “sensitive products’. Developed
country Members of the WTO can determine certain agricultural products as sensitive, which
will be subjected to a differential application of tariffs (as against the formula approach of
tariff cuts on other agricultural products) along with the application of tariff rate quotas.
However, there are divergent views among the devel oped country Members on the treatment
of “sensitive products’. Many developing country Members of the WTO are of theview that
the developed country Members should first determine (to be agreed by a consensus of all
WTO Members) their “sensitive products’ and then the developing country Members will
determine their SPs and SSM — this sequencing isimportant.
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WTO Memberson July 31, 2004 agreed on aFramework package to take the Doha Round of
negotiation forward. After almost ayear of stalled negotiation following the breakdown of the
talks at the Cancun Ministerial Conference, WTO Members had set the end of July 2004 as
a deadline for agreeing on a negotiating framework package. The July 31 Framework has
allowed countries to send an important political message that the Doha Round should be
taken forward towards its conclusion.

See Annex A of theHong Kong Ministerial Declaration of the WTO: Report by the Chairman
of the Specia Session of the Committee on Agricultureto the Trade Negotiations Committee.
Paragraph 7 of the Hong Kong Ministerial Declaration states that: “\We also note that there
have been some recent movements on the designation and treatment of SPs and elements of
the SSM. Devel oping country Memberswill havetheflexibility to self-designate an appropriate
number of tariff lines as SPs guided by indicators based on the criteria of food security,
livelihood security and rural development. Developing country Members will also have the
right to have recourse to a Specia Safeguard M echanism based on import quantity and price
triggers, with precisearrangementsto befurther defined. Special Productsand Specia Safeguard
Mechanism shall be an integral part of the modalities and the outcome of negotiation in
agriculture.”

As per the Doha Ministerial Declaration least developed country (LDC) Members of the
WTO are exempted from taking any commitment on tariff cuts, etc on agricultural products.
Provisionsrelating to SPsand SSM will not be applicableto them. Bangladesh and Nepal are
two LDCsin South Asia. A glimpse of their agriculture sector is provided here. Thereasonis
that in many respects the agriculture sector in developing countries in South Asia (India,
Pakistan and Sri Lanka) resemble the conditionsin Bangladesh and Nepal. At the sametime,
as part of the Doha Ministerial Declaration, these WTO Members (India, Pakistan and Sri
Lanka) will haveto undertake tariff reduction and other commitmentson tradein agriculture
products—thus, they have astrong casefor availing SPsand SSM. Thisargument is, however,
in no way an attempt to differentiate developing country Members of the WTO — such
attempts have been made on many occasions and devel oping country Members of the WTO
have resisted them in no uncertain terms.
http://www.wider.unu.edu/research/2004-2005/2004-2005-4/papers/chand.pdf

The Economic Survey of Pakistan, 2006-07

Op. Cit.

News Alert, Economic Intelligence Unit, The Ceylon Chamber of Commerce; December
2005, pp 2

Tim Ruffer, Specia Productsand Specia Safeguard Mechanism— Criteriafor the Selection of
Products, Oxford Policy Management, 2004

A group of 42 developing countries that include Antigua and Barbuda, Barbados, Belize,
Benin, Botswana, China, Cote d’'IVOIRE, Congo, Cuba, Dominican Republic, Granada,
Guiana, Haiti, Honduras, India, Indonesia, Jamaica, Kenya, Korea, Mauritius, Mongolia,
Montserrat, Mozambique, Nicaragua, Nigeria, Pakistan, Panama, The Philippines, Peru,
Saint Kitts, Saint Lucia, Saint Vincent and the Grenadines, Senegal, Sri Lanka, Suriname,
Tanzania, Trinidad and Tobago, Turkey, Uganda, Venezuela, Zambia and Zimbabwe.

G-33 Issue statement calling for better treatment of SPsand SSM in July Agricultural Text,
Geneva, July 28, 2004.

http://www.ictsd.org/weekly/06-04-05/story2.htm

JOB(06)/120, 3 May 2006, US Communication to the WTO Committee on Agriculture
Special Session

Bridges Weekly Trade News Digest, May 10, 2006, Volume 10, Number 16, http://
www.ictsd.org/weekly/10.05.06/story1.htm
http://www.tradeobservatory.org/library.cfm?refl D=89834

Pakistan Paper on “SPs: possible elements for discussion”, shared by Ahmad Mukhtar,
Commercial Secretary, Permanent Mission of Pakistan to the WTO, Geneva, Switzerland on
Forum-on-Trade@yahoogroups.com
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Negotiationson Non-Tariff Barriersunder NAMA
The Major South Asian Concerns

Introduction

Countries bring into play various means to restrict imports, primarily to benefit their
domesticindustry. Import tariff had been one such principle mode of protectionism until
the beginning of 1970’s. The main objective was not financial but economic astariff is
levied with the purpose of not increasing a nation’s revenue but to protect domestic
industries from foreign competition. However, since the inception of the GATT in 1947,
averagetariffson manufacturing importshavefallen from around 40 percent to 4.7 percent.

Meanwhile, when tariffswere being cut through successiverounds of GATT agreements,
the countries began to resort to another form of administered protection known asNon-
Tariff Barriers (NTB). They consist of all barriersto trade, other than tariffs, and have
effectssimilar to those of tariffs.

Definition and Classification

Thedefinition of NTBsremained a problem that needed to be addressed. Mgjor criteria
used to define NTBs were its trade-restricting nature and stringency. Researchers like
Baldwin (1970), Walter (1972), Mayer & Gevd (1973), and Deardorff & Stern (1997) have
provided their definitionsto NTBs.! The most general definition is credited to Walter
(1972), who definesit asany measure that distortsthe volume of trade, the composition
of the basket of goods traded between countries, or the direction in which goods are
traded.

Moreover, severa international organisationslike United Nations Conference on Trade
and Development (UNCTAD), the Organisation for Economic Co-operation and
Development (OECD), and others too have contributed to formulation of the term
“NTBs".2 The OECD (1997) chose to define NTBs as ‘ those broader measures other
than tariffs that may be used by countries, usually on a selective basis, to restrict
imports' for one of their studies.

While UNCTAD'’s Trade Analysis and Information System (TRAINS) classification
defines over 100 different types of Non-Tariff Measures (NTMs), and a much smaller
subset called “hard core measures’ that includes quantity control measures excluding
tariff quotas and enterprise specific restrictions; finance measures excluding regul ations
concerning terms of payment; and price control measures. However, this classification
excludes many internal regulatory measures that can al so discriminate against imports
such as production subsidies, tax concessions, and discriminatory government
procurement.

Thereisnolegal definition of NTBsinthe WTO Agreements. Member countriesdefine
measures, which affect trade in goods as NTBs in a manner consistent with the
Agreements. In other words, the mgjor criterion of NTBs is WTO consistency in
accordance with the provisions of relevant agreements, aswell as decisionstaken under
the Dispute Settlement Understanding.
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Classification: (UNCTAD 1994; OECD 1994)

The UNCTAD’s Coding System of Trade Control Measures (TCMCS) continuesto be
the most comprehensive international classification system available for NTBs. At its
most detailed level, the classification identified over 100 different typesof NTBsat its
most detailed level though it does not incorporate any measures applied to production
or to exports. Thisclassification comprisesof six categories/chaptersof NTBs, including
price control measures, finance measures, automatic licensing, quantity control measures,
monopolistic measures and technical measures. These chapters on NTBs begin from
chapter threeto chapter eight (See Annex 1), while chapter one and two are on tariff and
Para-tariff measures?

M easur ement and Quantification of NTBs

To address concerns rel ated to the use and impacts of NTBs, quantification of NTBsis
amust. Thetwo broad measurement methods commonly identified are NTB-specific and
indirect consideration of NTBs*

NTB-specific methods use direct information on NTBsto define their possibleimpact.
But, obtaining the completeinformation set, even at theindustry or sector level, islikely
to be difficult and would require intensive and extensive data collection work. Even if
exhaustive information were availabl e, the construction of ageneral measure of NTBs
could be tedious, as general equilibrium effects are likely to be excluded. Missing
information could introduce a downward bias on the estimates of the trade impact of
NTBs. Direct information, then, is thus an appropriate approach only when trying to
assessNTBS' impact at aquite disaggregated level, which should normally be avoided
when dealing with amore general analysis.

Neverthelessthere exist arrays of more general approachesthat are capable of addressing
some of the shortcomings of direct approach. Like the frequency-type measures based
upon inventory listings of observed NTBsthat apply to particular countries, sectors, or
categoriesof trade; price-comparison measures cal culated in terms of tariff equivalents
or pricerelatives; quantity-impact measures based upon econometric estimates of models
of trade flows; and measures of equivalent nominal rates of assistance.

General Methodsfor MeasuringNTBs

Frequency-TypeMeasures

This method is ssmply to measure the policies in terms of their numbers and trade
coverage. It record the number, form, and trade coverage of non-tariff trade policies as
determined from special, surveys, frequency of complaints by trading partners, and
government reports. The dataare derived from various official national publicationsand
information supplied by governments to the General Agreement on Tariffs and Trade
(GATT).

Price-Comparison Measures

This measure provides direct measures of the price impacts of NTBs. This approach
calculates the differential between the import price and the domestic price and the
domestic price of each commaodity at adisaggregated level and subtracts the tariff rate
on the commaodity from thisdifferential. Theresultistreated asaNTB.
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Quantity-1 mpact Measures

Jager and Lanjouw (1977) in an article ‘An Alternative Method for Quantifying
International Trade Barriers', argued that a quantity measure is preferable to a price
measure since quantity measure tries to tell us what we really want to know about the
effects of an NTB: that is, by how much it reduces trade. On the other hand, the price
measures such as tariff equivalentsfail to provide thisinformation.

NTBsin Multilateral Trade Negotiations

Despitealong history of NTBsin international trade, the special attention was given to
thisareaonly intheearly seventieswhen discussion of the NTBswasexplicitly scheduled
in the framework of Tokyo Round of the GATT negotiations. To date, eight rounds of
GATT negotiations (see Box 1) have been completed, with thefirst six concerned almost
exclusively withtariffs.

Box 1. GATT TradeRoundsand the SubjectsCovered
Year Place/lname Subjectscovered Countries
1997 Geneva Tariffs PA]
1949 Annecy Tariffs 13
1951 Torquay Tariffs 3
1956 Geneva Tariffs 2%
1960-1961 | Geneva Tariffs 2%
DillonRound
1964-1967 | Geneva Tariffsand anti-dumping measures &
Kennedy Round
1973-1979 | Geneva Tariffs, non-tariff measures, “ framework” 102
Tokyo Round agreements
1986-1994 | Geneva Tariffs, non-tariff measures, rules, services,
Uruguay Round | intellectual property, dispute settlement,
textiles, agriculture, creation of WTO, etc 123
Source: WwWw.wto.org

TheTokyoRound

The Tokyo Round lasted from 1973 to 1979, with 102 countries participating. It continued
GATT's efforts to progressively reduce tariffs. The results included an average one-
third cut in customs duties in the world’s nine major industrial markets, bringing the
average tariff on industrial products down to 4.7 percent. Nevertheless, a series of
agreements on NTBs did emerge from the negotiations, in some cases interpreting
existing GATT rules, in others breaking entirely new ground.

New or reinforced agreementscalled “ codes,” werereached onthe NTMs, whichinclude:
1) subsidies and countervailing duties; 2) government procurement; 3) technical
standards; 4) import licensing procedures; 5) customs valuation; and 6) antidumping.
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Uruguay Round

Theissuewastackled in seriously in the Uruguay Round (1986-1994) by increasing the
number of agreements dealing with NTBs, making them mandatory for all membersand
subjecting them to the WTO dispute settlement mechanism. Thus the Uruguay Round
came out with various GATT Agreement concerning sanitary and phyto-sanitary (SPS)
measures, technical barriers to trade (TBT), anti-dumping, customs valuation, pre-
shipment inspection, rules of origin (RoO), subsidies and countervailing measures and
safeguards. These agreements are extensive versions of those concluded in the Tokyo
Round of negotiations. However, the Tokyo Round agreements were plurilateral in
status, whereas the Uruguay Round agreements are multilateral, ensuring a global
coverage of the rules.

DohaMandateon NTBsunder NAMA Negotiations

While negotiating for greater market access in developed countries was taking place,
the developing and the least developed countries (LDCs) Members notified the
Negotiating Group on Market Access (NGMA) of certain NTMs that impacted their
exporters. Thusit wasat theinsistence of devel oping countriesin Dohathat NTBswere
included inthe NAMA text.

The para 16 of the Doha Ministerial Declaration provides the mandate for negotiations
on arange of subjectsincluding NTBs, and other work including issues concerning the
implementation of the present agreements. The mandate aimed to reduce or appropriately
eliminate NTBs, in particular on products of export interest of the devel oping countries.

Atthe WTO General Council meeting in July 2004, Membersreiterated theimportance of
NTBs to the NAMA negotiations in the July Framework agreement. The agreement
recognised that NTBsare an integral and equally important part of the negotiationsand
instructed participantsto intensify their work on NTBs. In particular, it encouraged all
participants to make notifications on NTBs and then to proceed with identification,
examination, categorisation and ultimately negotiationson NTBs.

Based on these lines, 32 WTO Members submitted notifications® which was compiled
by the WTO secretariat® to distill three central issuesfor discussion: whether to address
the broad range of NTMsidentified or whether to limit the focus; the appropriate WTO
Committee or negotiating group in which to address the NTBs; and the appropriate
modalities (in other words, methodol ogy) for negotiation of NTBs.

Notifications on NTBs are mostly in the areas/sectors like automobiles, chemicals,
electrical, energy, environmental goods, fish and fish products, LAB foods, forest
products, LAB generic, health and safety, REG leather, minerals, petroleum,
pharmaceuticals, phyto-sanitary and textiles. The notifications are submitted to technical
Barriers to Trade (Agreement/Committee), NGMA, SPS (Agreement/Committee),
Negotiating group on Rules and others.

The Chairman’s July 2005 report on the state-of-play of the NAMA negotiations made
ashort referenceto NTBshut it did not introduce any new ideasfor modalities. However,
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the Hong Kong Ministerial text notesthat the Negotiating Group has made progressin
the identification, categorisation and examination of notified NTBs and the Members
are developing bilateral, vertical and horizontal approaches to the NTB negotiations.
The text further stresses the need for specific negotiating proposals and encourages
participants to make such submissions as quickly as possible.

Notificationsby South Asian countries

From South Asiaonly India, Bangladesh and Pakistan have notified to the WTO regarding
the NTBsfaced by them.

Notification by India’

India has submitted notifications on NTBs along with other countries to the NGMA.
Indiain its submission has stated that restrictive standards, burdensome regulations
and proceduresin several countries have been acting asbarriersthat significantly affect
exports as also the capacity to trade. In its submission to NGMA the country pointed
out the different kinds of barriers and the trade effects of such barriers.

Table: 4a Standar dsand Related Regulationsand Procedures

Products affected by | Natureofthebarrier
thebarrier Tradeeffectsof thebarrier

Various manufactured | Restrictive standards and burdensome regulations and
products including | procedures in several countries have been acting as
marine products. barriers that significantly affect exports as also the
capacity totrade. Thereareseveral issuesinvolved which
are briefly discussed bel ow.

a) Harmonisation — Both the SPSand TBT agreements
seek harmonisation on aswide abasisas possible and for
the applied measures to conform to international
standards, guidelines or recommendations. A higher level
of protection may beintroduced or maintained if thereis
scientific justification (in case of SPS measures) or for
legitimate objectives(in caseof TBT measures). Howeve,
it has been observed that certain countries are at times
laying down norms more stringent than those specified
by relevant international bodies without any known/
justifiable scientific basisor for demonstrably legitimate
reasons and which are difficult to meet.

Similarly testing methods are specified for very high levels
of sensitivity which may not be justified or required and
due to which the cost of testing becomes
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disproportionately high and prohibitive. Sometimes, level s of
sengitivity arerai sed only because better technology or testing
equipment becomes available, and not due to any scientific
evidence that ahigher sensitivity isrequired to meet a health
concern. Moreover, the standards are revised, mostly upwards,
at regular intervals making it very difficult for developing
countries to adapt to these changing requirements.

Harmonisation of both standards and procedures applicable
within a common customs territory is necessary for
predictability.

Harmonisation with international standards and use of agreed
testing methods with scientific justification will reduce the
traderestrictiveimpact.

b) Transparency - It has often been observed that there is
absence of information and lack of transparency on the
procedural norms and regulations of various countries
regarding specifications as well as methods of sampling,
inspection and testing. New regulations are brought out and
implemented without even giving the producers in the
exporting country a chance to get familiar with these. Often
the standards are available only in the language of the
importing country or are presented in a very complicated
manner. The result is that exporters are, at times, not clear
about the specific requirements prescribed by the country of
destination, which has led to rejection at the point of import.

(c) Conformity Assessment |ssues — Several conformity

assessment issues have the effect of restricting trade, these

include:

e Excessive costs levied for testing - for small developing
country exporters these are a significant barriers;

e | ocation of testing facilitiesincluding testing being done
only at single/limited centre(s);

e |imited validity of certificates, requiring re-testing with
the attendant costs;

® Proceduresinvolving site/ factory visits by the certifying
authorities— both the time taken and costsinvolved act as
hindrances;

® Non-recognition of certificatesfrom accepted international
bodies; and

e FEasier or preferential conformity assessment for RTA
Memberswhichisdiscriminatory.
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(d) Risk-based Approach - While risk to consumers resulting
from hazard, particularly in foods, has been identified as a
significant concern at theinternational level, it hasbeen observed
that some importing countries are fixing standards without
carrying out comprehensive risk assessment work and despite
repeated requests details of the basis for the standard are not
made available.

This may at times be in contravention of Article 5 of the SPS
Agreement which requires that SPS measures should be based
on risk assessment and take into account an appropriate
assessment of the actual risk involved and if requested by the
exporting country make known details of this assessment.

(e) Safety M anagement Systems Approach - Inadditionto end
product criteria, asystemsapproach which buildsin quality and
safety throughout the food chain from primary production to
final consumptionisincreasingly being used to ensure that food
products are safe for consumption. This system allows building
in controlsin aflexible manner based on conditions applicablein
a country/industry etc.

(f) Equivalence - Equivalence agreements between Membersare
seen in the WTO as a means to address the standards related
trade problemsasthey enable pooling and utilisation of resources
more effectively, avoiding duplication of inspection and testing,
and ensuring that health and safety requirements are met
effectively without unduly restricting trade. Such agreements
would generally benefit exporters in a developing country as
financial burden aswell asrisk of rejection would be reduced.

However, it is observed, Members often do not enter into such
Agreements even after receipt of aformal request as either the
administrative burden of entering into theseishigh or they don’t
want to lose their control over imports.

(g) Rejection & Destruction of Consignments - Health
authorities in certain importing countries have recently started
destroying the contaminated/damaged consignments instead of
returning them to the exporting countries as requested by the
exporters/importers. It is necessary to involve the exporting
country in such decisions of destruction. Destruction of a
consignment | eadsto wastage of alarge amount of money assome
cases of contamination can be taken care of through reprocessing.

Also sometimestheimporting country adopts different methods
for sampling and testing and also testing for parameters/
contaminants, which arenot notified in their standards, which at
times become reasonsfor rejections.
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In certain casestheimporting country may have higher standards
than those followed by the country of export. The returned
consignments could be utilised in domestic trade/purposes.

Sometimes a product is rejected in one port and accepted in
another port of the same market.

Sometimes a product is rejected based on a national standard
by abuyer, and it is accepted after price discounts; this shows
that at times standards are used primarily to depress prices by
the buyer.

h) Other Standards related issues - Voluntary Sandards -
Imposition of voluntary international standards such as 1SO
14000 on Environmental Management Systems by buyers on
their suppliersin exporting countries has the effect of not only
restricting market accessfor at |east sometime until theindustry
upgradesitself, but also leading to high cost of implementation.

Table4b: Marketing Restrictions (L abelling Practices)

Several Products | Variousrequirementsfor marketing aproduct in different markets

prove to be cumbersome and onerous to developing country
exporters. These requirements include detailed labelling
reguirementswith extensive product/content description. Such
labelling requirements become a hindrance especialy if the
product is being exported to different countries each with
different regulations.

In severa countriesthere areregistration requirementsfor firms
before exporting, distributing and selling, with the registration
process itself being costly, time consuming and not always
granted. In the case of pharmaceutical products, import in
several countries are tacitly encouraged/alowed only from
particular countries and sources, such policies are enabled by
the regi stration mechanism which isnot transparent and favours
producers only from certain countries.
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Table 4c: Restrictive Practices Tolerated by Gover nments

Leather products | Attention has been drawn to the increasing instances of
(Potentially all campaigns carried out to create public opinion as well asto
products) force buyers to change their source of imports on grounds
other thantraderelated e.g. ethical treatment to animals. These
campaigns could have various motivations not necessarily
based on truth and certainly not based on any trade issues.

There may be two aspectsto discussing such measures. First
isthat they do not follow from any governmental action and
therefore the extent to which they could be discussed/
disciplined in WTO would need to be deliberated upon. The
second aspect is the increasing use of such methods and
potential for these to divert trade and restrict market access
especially from devel oping countrieswhich may bevulnerable
due to their own priorities thus making it important to be
discussed.

Notification by Pakistan®
Notifications put forward by Pakistan to the Negotiating group on market accessfor the
NTBsfaced by itsexportersinclude:

Table5: Pakistan’sNotification on Mar ket Accessfor theNTBs

Products affected by Natureof thebarrier
thebarrier Tradeeffectsof thebarrier
All products Preshipment inspection required by certain countriesfor

certain goods, hence shipments get delayed and importers
avoid sourcing from Pakistan. There is a need for an
Agreement on Pre-shipment Inspection

Pharmaceutica Non-transparent procedure for registration of drugs
provides undue protection to domestic pharmaceutical
firms. Foreign pharmaceutical companies/drug suppliers
denied market access. Registration procedures be made
transparent under the Agreement on Trade-related
intellectual property rights (TRIPS).

Fish & fish | Quarantine certification; food labelling and packaging
preparations; Shrimps, | regulations [description of food ingredients; indication
lobsters and crabs of nutritional claims-substantiated and specified] High
rate of inspection etc., raises the cost of export and de-
lays for countries not having preferred status through
bilateral Memorandum of Understanding (MoU).
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Market access being denied due to stringent food
sanitation law requirement. The quarantine certification,
labeling and packaging regulations should be made less
onerous and be brought at par with international
standards. Non discriminatory treatment must be meted
out to all irrespective of bilateral understandings.
Inspections need to be carried out at par with
internationally accepted standards.

Cotton Yarn and Cotton
Cloth

Market access being denied due to the SPS quarantine
certification requirement

Petroleum & products

Market access being denied due to the SPS quarantine
certification requirement.

Art silk fabrics; and art
silk garments

Thetraderestrictive requirements need to be eliminated.

Azo Dyes

Azo Dyes certification test results differ from laboratory
to laboratory. Market access being denied thus increas-
ing the costs to exporters. The certification requirement
needs to be standardised.

Electrical products

Safety test certification is not standardised thus the
market access being denied. The measures are more
stringent than internationally accepted standards and
may be altered.

Jute Yarn/Twine

The packaging conditions require fumigation of the
products by Methyl Bromide if Wood or Wooden
substances are used packing, while Methyl Bromide is
banned in many countries. Thus the packaging
requirement restricts export of Jute Yarn and Twine.

Requirement of SPS measure and certification restricts
exportsdueto extraformality, timeand cost. Jute products
are not live items. Therefore, the products should be
excluded from SPSregulations.

Moreover therequirement for specia Certificate of Origin
leadsto extraformality and cost.

Requirement of Import Licence by the importer restrict
exports due to extra formality and cost in part of the
importers. The provision of licensing for imports should
bewithdrawn.
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Extradocumentationin the port of dischargefor Customs
Valuation. This should be withdrawn to avoid hassle and
waste of time.

Pre-shipment Inspectionsalso lead to extraformality and
cost and time.

Soap, shampoo, dental
care, shaving line, skin
care, hair care, home
care, fabric care
products

Printing of retail price on the packets in local currency
and assessment of duties other than customs duty on the
basis of retail sales price (RSP) printed on the packaging
of the products. The export priceincreasesdueto labelling
requirement and thetotal duty amount payable onimports
increases. Hence, assessment must be conducted on the
basis of invoice value of the products.

Sometimes customs authority raises disputes on flimsy
grounds, labelling on the packaging of products, etc. This
causes unnecessary hassles to buyers and they get
discouraged to buy these products. It should be flexible
considering the type and the nature of products.

All toiletry products

Attestation of export document from Chamber, Commerce,
Ministry, Foreign Ministry and Embassy is required. It
causes lot of hassle, time lagging and incurring costs on
exports. It should beflexiblefor enhancing trade relations
with those countries.

Pharmaceutical finished
formulations

Requirement of manufacturing the products after being
registered often result in discontinuation of export since
investment in manufacturing is a difficult option. There
should be withdrawal of the restriction on the ban of
products that are locally manufactured.

Pharmaceutica
products

There is a need for allowing import along with local
production. Import ban measure should only be applicable
to health, security and environment ground. Requirement
of having release order and submission of many
documentsfrom the Ministry of Health for each and every
consignment imported often resultsin inadequate supply
of drugs. Products cannot be made availablein the market
due to lengthy bureaucratic procedures for releasing
goods from ports.

Limitation on number of brands/productsfor registration
for the purpose of import limitsthe scope of competition.
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Measures like the permission of imports only using the
amount received from export restrict imports.

Lengthy procedures for establishing L.C, which takes
about 3-4 months to get complete. Hence the products
cannot be shipped in time due to unavailability of LC in

time.
Juices/drinks, Pickles, Ban on imports of locally manufactured products limits
Spices, Snacks competition.

Ban on imports hence no possibility of trade. Also the
attestation feeisaround Bangladesh Taka 13,000 -14,000
(US$192-207) thusincreasing the cost.

Requirement of lab testing upon arrival of the
consignment, which takes along time. Time-consuming
and expensive and payment of extra charges

Notifications by Bangladesh

Regarding the inventory of non-tariff barriers, the authorities of Bangladesh gathered
information from Chambers, associationsand individual exporters. The NTBsfaced by
exporters are of different nature, and are categorised in the following broad areas,
including: (a) NTBssimilar to SPS measures; (b) NTBsrelated to consular formulation;
(c) NTBs related to TBT measures; (d) Quantitative restrictions including ban; (e)
Labeling requirement; (f) Rulesof Origin; and (g) Visarequirement

In addition to above NTBs, it was found that some big importers while placing import
order require compliance of several standards such as safety and health, child labour,
working hours, wages and benefits, freedom of associations, environmental compliances,
etc. which have direct impact on export.

Conclusions

TheNTBsthat acountry faces are determined by who its major trading partnersareand
the composition of exports to those markets. South Asia as aregional block has been
the significant exporters of T& C and marine products. The major export markets of
South Asian countries (except Nepal, Bhutan and Maldives) are OECD countries. Looking
at the export composition of South Asian countries technical regulations and SPS
measures seem to be the most significant NTBsfor their exporters. India, Pakistan and
Bangladesh too have highlighted NTBs arising out of these measures as major hurdles
in their submission to the WTO under NAMA negotiations. Besides, LDCs like
Bangladesh who is getting preferential market access in developed countries have
reported that Rules of Origin (RoO) are discriminatory, unreasonable and inconsi stent.
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Thefuture export expansion of South Asian countries depends upon how meaningfully
and comprehensively NTBs are addressed in the present Doha round of trade
negotiations. So far no real progress hasbeen made on NTBsunder NAMA negotiations
except vertical and horizontal proposals on NTBs by WTO member nations. However,
these negotiations are not yet sufficiently advanced to propose either the adoption or
rejection of modalitiesfor specific proposals.
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ServicesTrade Negotiationsafter WTO Hong Kong
Ministerial: The South Asian Perspective

Introduction

The service sector now constitutes about 50 percent of South Asia’'s gross domestic
product (GDP) and isthe second largest source of employment in the region. In all the
South Asian countries, viz. Bangladesh, India, Pakistan, and Sri Lanka, the growth of
the service sector has been faster than the overall GDP growth. Between 1995 and 2003,
Indiaregistered an expansion of services value added by a staggering US$108bn. The
corresponding figures for Bangladesh, Pakistan and Sri Lanka are US$9bn, US$11bn
and US$3bn respectively. The South Asian countries have al so witnessed their service
sector growing at a rate much faster than the world services output growth. During
2000-03, servicesin the South Asian region grew at an average rate of 6.7 percent per
annum as against of only 3.3 percent in the world economy. More importantly, services
trade has also become important for the countries in the region. The total value of
servicetradein 1995 was US$26bn, which increased to US$51bnin 2003, half of which
Was services exports.

Indiais by far the most prominent player in services trade amongst the South Asian
countries. In fact, during the 1990s | ndia had the highest growth of the services exports
amongst theworld economies. It has been estimated that between 1996 and 2000, India's
reveal ed comparative advantagein servicesexportsincreased by 74 percent. Itsservices
trade is also much more diversified compared to any other country in the region with
business services, including software exports, finance, communication, management
and consultancy service growing rapidly.

In general, low-skilled and semi-skilled workers dominate the labour endowment in
Bangladesh, India, Pakistan, and Sri Lanka. Consequently, the export of servicesfrom
these countriesis dominated by Mode 4, i.e. movement of natural persons. Apart from
Mode 4, Mode 1, i.e. cross-border supply isimportant for Indiabecause of rapid growth
in business process outsourcing (BPO) and Information Technology (IT) services, in
which the country hasagreat comparative advantage. Mode 2, i.e. consumption abroad
is becoming increasingly important for India. In fact, Indiais an attractive place for
temporary movement of peoplefor medical treatment (health tourism) and for academic
pursuit. India has also become an important regional destination for medical and
educational services. India, Nepal and Sri Lanka also attract alarge number of tourists
and thus have tremendous scope to export travel and tourism services.

ServicesTradein South Asia

Among the different services categories, South Asian successliesinthe sectorslikelT,
BPO, tourism, banking, construction etc., especially in the manpower based services
export. South Asian region is the second largest remittance recipient areain the world
having aremittance-GDPratio of 20 percent!. In recent years, Indiahas emerged asan
important source of ‘Call for Services' in business performance. From regional
perspective, there are shifts towards business and various deregulated infrastructure
services where private participation has increased considerably.
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The contribution of the servicestradein South Asian total tradeisincreasing over time,
more than doubling in actual amount during 1995-2003 (from US$26bn to US$51bn). In
terms of proportion, within 2000-03, services trade was on average one-fourth of the
regional total tradeflows.

Within South Asia, the growing importance of servicestradeisbasically driven by the
Indian comparative advantage in this sector. However, South Asian countries' large
labour endowment, including low-skilled, semi-skilled, high skilled categories, places
theregiona comparative advantagein exporting labour based services under the Mode
4 of GATS, i.e. temporary movement of natural persons category.

Fromthe statistical point of view, the contribution of servicestrade under Mode 4 isthe
lowest inworld tradein services. The Mode 4 category has horizontal rather than sector
specific commitments and that includeslimitationsfor 100 countries as opposed to four
countriesfor Mode 2. However, Indiaisadominant player in thisnarrow field too. Export
of professionals, especiadly healthworkersand I T professionalsfrom Indiaisasignificant
portion of the international workers in the developed countries like Canada, US and
Australia. Asasource country, Indiadominatesin three major categories of manpower
exports, specialty occupations (based on professional education, skillsand experiences),
registered nurses and entertainersin culturally unique programmes’. Another significant
portion of Indian migrantsarethelow-skilled or semi-skilled category, mgjority of whom
areworkingintheMiddle East countrieslike Saudi Arabia, Kuwait, UAE, Oman, Bahrain.
In general, mgjority of these categories of workersare employed in construction related
jobsor for domestic help.

About 1.2 million Sri Lankan workersareworking abroad of which 70 percentisemployed
inthe Middle East countries. The specialty of the Sri Lankan manpower export among
the South Asian countriesis the dominance of female migrants. In 2001, 68 percent of
the 183,888 total migrants were female workers. There are both high skilled and low
skilled migrants, but most of the female migrants are employed as housemaids, i.e. 56
percent of thetotal in 2001. Provisionsfor training programmesfor the semi-skilled and
low-skilled migrants under government initiatives are designed to promote foreign
employment and the Sri Lanka Foreign Employment Bureau works for protecting the
interest of the migrant workers.

According to the government estimates of 1999, about 3.18 million Pakistanisareworking
abroad, like other countries of the region; Middle East is the major destination for low
skilled migrants from Pakistan. On the other hand, considering the high skilled and
professional categories, Pakistan is an important source in the industrialised country
markets, and wasranked 3“in Canada.

In case of Bangladesh, the primary destination of the low and semi-skilled workersfrom
the country is Middle East, although the choice for relatively skilled workers has been
shifted to some East Asian countries like Maaysia. About 3.2 million Bangladeshi
people areworking abroad® with major occupations being construction labour, domestic
maid, engineers, health workersand nurse. Bangladesh government regul atesthe outflow
of workersthrough the Bureau of Manpower, Employment and Training, although there
worksunofficial channelsof manpower export aswell.
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Existing Barriersand Scopeof Liberalisation in the Service Sector
Immigration regulations and barriersrelated to visaand work permit procedures are one
of the major restrictions of services trade liberalisation, especially under Mode 4 of
services trade. In most of the cases, no distinction has been made between temporary
and permanent movement of workers and the process involves complicated, non-
transparent and costly steps through labour market regulations. Even sometimes,
temporary workers have to undergo atwo-permit entry procedure: onefor visaand the
other for work permit. The restrictions and regulations get more demanding for the
developing and LDCs due to their existing administrative barriers. Moreover, service
tradebarriersfor devel oping country suppliersare more binding than thosefor developed
country suppliersin each other’s market.

In terms of migration regulations, the developed countries are biased towards high
skilledworkersand it isrelatively easier to obtain visafor intra-company transfereesand
those associated with establishment of commercia presence. In general, movement of
low skilled workersisthe most restricted one. There are barriersin terms of Economic
Needs Test (ENT), which restrictsthe market driven process of free movement of natural
persons. Lack of clearly established criteria of service providers make the process
unpredictable, non-transparent and therefore create arbitrary barriers to Mode 4. In
some cases, the host country discriminates foreign service providers against domestic
service providersintermsof tax or some other requirements. Further, the servicestrade
under Mode 1 or cross border service provision faces barrier with the application of
some ‘data protection laws’ in some devel oped countries.

These barriersto servicetradeliberalisation, especially for the South Asian developing
countries and LDCs are affecting their areas of comparative advantage. In addition to
service categorisation and classification problems, commitments under Mode 4 are the
least in WTO services negotiations and after theincident of 9/11, 2001, thereisnot much
scope for considerable liberalisation in this regard.

Among the current initiatives, India proposed a GATS visa that is distinct from other
visitorsasahorizontal commitment. The country also requested elimination of all forms
of ENT, labour market test and nationality and residency requirements. The initial
communications included greater market access provisions beyond higher skilled
categories, ensuring transparency, special administrative provision e.g. GATS visa,
work permit etc.

Review of theHong Kong Ministerial Outcomes
Inthe Hong Kong Ministerial Declaration, members agreed to intensify the negotiations
on services‘ with aview to expanding the sectoral and modal coverage of commitments
and improving their quality’. In thisdocument, the service sector trade negotiationsare
placed from a development perspective for al the member countries. The Declaration
specifies special provisions for the devel oping countries and LDCs. There are several
interesting features associated with the Hong Kong Ministerial Declaration, including:
® Recognisesthat LDCs are not expected to undertake new commitmentsin services
negotiations. Thisprovisionisto protect LDCsfrom liberalising sectorswherethey
do not wish to make acommitment.
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e Commitsto developing methodsfor full and effectiveimplementation of the M odalities
for the Special Treatment for LDCsinthenegotiationson Tradein Services, i.e. LDC
Modalities, LDC which should, therefore, be an important instrument and the basis
for their participation in services negotiations.

* Proposeto devel op appropriate mechanismsfor according special priority to sectors
and modes of supply of export interest to LDCs (item 9 (@) in Annex C).

e Emphasises on assisting LDCs to enable them to identify sectors and modes of
supply that represent development priorities. The full and effectiveimplementation
of the LDC Modalities also calls for providing targeted and effective technical
assistance and capacity building for LDCs.

e States that amongst others the targeted technical assistance should be provided
through the WTO Secretariat ‘with a view to enabling developing and LDCs to
participate effectively in the trade negotiations'.

® Requests the members to develop disciplines on domestic regulation as mandated
under Article VI: 4 of the GATS before the end of the current round of negotiation

o  Makes members agree to pursue plurilateral approach to request-offer negotiations
in addition to the traditional bilateral approach to negotiations.

Issuesin the Services TradeLiberalisation

Operationalisation of ArticlelV of GATS

ArticlelV of GATS stressesthat in order to increase the participation of the devel oping
countries in world services trade there is a need to: (i) strengthen domestic services
capacity of these countries and its efficiency and competitiveness, inter alia through
access to technology on a commercia basis; (ii) improve these countries’ access to
distribution channels and information networks; and (iii) liberalise market access in
sectors and modes of supply of export interest to them. Such calls were re-emphasised
in the Doha Development Round as well asin the July Framework. In the Hong Kong
Ministerial, it was again highlighted to give particul ar attention to sectors and modes of
supply of export interest to devel oping countries.

Itis, however, important to note that alarge number of devel oping countries have been
facing difficultiesinidentifying the sectors of their specificinterestsin the negotiations
and the constraints to the expansion of their exports. Also, registering any meaningful
liberalisation commitments in the negotiations has achieved little progress. Thereisa
serious concern about the devel oping countries’ lack of capacity to evaluatethe requests
received from other member countries and the development of their own requests and
offers. With respect to formulating their own requests and offer the devel oping countries
face the major challenge to determine their national policy objectives and the
competitiveness of each sector or sub-sector. In case of the liberalisation of Mode 4
services, in the categories and skill levels of interest to devel oping countries, no real
progress has been achieved so far. Even, no progress has been achieved so far with
respect to streamlining or increasing the efficiency of processing mechanismsfor visa
and work permits.
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LDC Modalities

One of the most important devel opmentsat Hong Kong Ministerial wasthedecision to
pursue full and effective implementation of the modalitiesfor the special treatment for
LDCsintradein services. In March 2006, the LDC Group submitted a proposal to the
Council of Tradein Services(CTS) in specia session 13, aimed at creating amechanism
to accord special priority to market accessin sectorsand modes of LDC export interest.
The proposal suggeststhe creation of anew mechanism whichwould allow Membersto
provide “non-reciprocal special priority... only to LDCs,” in areas of export interest to
them. The LDC proposal generated mixed reactions. Some developing countries were
supportive of the LDC proposal, notably the African group. However, some otherswere
wary of the introduction of preferences in the context of the GATS, arguing that this
would divert their markets.

Considering sectors and/or modes of supply of specia interest of LDCs, there is a
growing importance of temporary movement of natural persons under Mode 4. The
growth of the services exports of LDCs on the whole, and of the South Asian LDCsin
particular, is concentrated in this areawith alarge pool of low and semi-skilled labour
force. However, thisarea of servicestradeisthe most restrictive one having horizontal
commitments rather than sector specific and almost in al cases exhibit the ‘ unbound’
notein the negotiationlist. With the Hong Kong Ministerial Declaration, there emerged
a hope for some negotiations towards Mode 4 liberalisation, but still there is no
development in implementation procedures.

Market Access Problems

Among the four modes of supply, the Mode 4 is the most important one for the LDCs
and the devel oping countries. However, market access under Mode 4 isthe most limited
and till there has not been much progress achieved. In principle, anumber of proposals
have been placed relating to the liberalisation of labour market, albeit the basic causes of
limitation includesthe administrative barriersrelating toimmigration policies, quotaon
visas, mutual recognition of qualificationsof theworkers. Besides, barrierslikeeconomic
needs tests or the local needs test also put constraints against the movement of |abour
inthedevel oping countriesand L DCs. Developing countrieslike Indiahavetheir growing
interest in negotiations regarding servicestrade under Mode 3 incorporating movement
of professionals.

The Service Provider Visa(SPV) proposal placed for greater market accessincorporates
short term company visits, short term visitsto fulfil contracts either as part of juridical
entities or independently, and does not cover employment based movement. However,
the emphasis of negotiation in the high skilled and at least minimally qualified persons
neglects many LDCs and developing countries’ comparative advantage. To foster the
negotiation under Mode 4 market access, it istheonly way not to lower the skill category
to make any progress. Therefore, the devel oping countries and the LDCs should prepare
for submitting proposals highlighting the sectors of their interest for consideration of
the negotiators focusing on issues like inclusion of the less skilled through contractual
service suppliers under a new sub-category, addressing definitional and classification
issues, non-uniform enforcement issues regarding SPV and to devel op arevised model
schedule to incorporate lower skill categories of service providers. At the same time,
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these countries should take into consideration the need for (and costs of) commitments
to liberalise their own markets in response to their requests to other countries.

Technical Assistance

In the Hong Kong Declaration and in GATS Agreement, special emphasis has been
given on the targeted technical assistance with a view to enabling the LDCs and
developing countries to participate effectively in the negotiations. It has been clearly
stated that amongst othersthe targeted technical assistance should be provided through
the WTO secretariat. However, there is no such initiative from the devel oped country
membersto consider the specia priority sectorsin relation to needs of theLDCsand the
developing countries. A more careful reading reveals that the development initiatives
relating to market access are either objectivesfor commitments or, procedural under the
request-offer approach. There is a lack of initiatives from the LDCs and devel oping
countriesto prepare anegotiable ground, and it is quite reasonabl e that without proper
technical assistance these countrieswill not be able to come out identifying areas most
important for negotiation. In the case of evaluating or formulating requests and offers,
thereisaneed tolook into thekind of capacity availablein the ministry and thetechnical
assistance needed in these countries.

Domestic Regulations

Article V1.4 of GATS s related to Domestic Regulation, which highlights the right of
membersto regulate and to introduce new regul ations, governing the supply of services
within their territories in order to meet national policy objectives. In Hong Kong
Ministerial, members have been asked to devel op disciplines on domestic regulation as
mandated under Article VI: 4 of the GATS before the end of the current round of
negotiation.

In June 2006, developed and developing countries submitted what a WTO official
characterised as a ‘ critical mass' of formal and informal proposals on a broad set of
issues relating to the disciplines®. All the submissions stressed the need to strike a
balance between respecting Members' right to regulate and curbing regul atory measures
that could potentially undermine market access. Oneareawherethistensionisparticularly
evident is in the sensitive debate over the so-called ‘necessity test’ for regulatory
measures. While the GATS mandate stipulates that qualification and licensing
requirements should not be “ more burdensome than necessary to ensure the quality of
aservice”, some members are concerned that such atest may constrain their ability to
introduce regulations, which seek to implement national policy objectivesthat go beyond
simply ensuring the quality of aservice.

Many LDCs as well as developing countries lack established and well functioning
regulatory and ingtitutional frameworks. Asfor policy stance, thereliescommon position
for the developing countries and L DCs as to place the need for adequate time to come
up with appropriate domestic regulation policies considering the specific economic
requirements and at the same timeto ensure necessary technical assistance for capacity
building.
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Plurilateral Negotiations

Membersinthe Hong Kong Ministerial agreed to pursueplurilateral approach to request-
offer negotiationsin addition to thetraditional bilateral approach to negotiations. Under
the plurilateral negotiations, any member or group of members may present requests or
collective requeststo other membersin any specific sector or mode of supply, identifying
their objectives for the negotiations in that sector or mode of supply.

After the Hong Kong Ministerial, plurilateral meetingstook place during March-April
2006 to discuss and negotiate the requests. Available information suggests that 22
collective requests were placed and discussed between demandeurs and ‘ demandees’,
i.e. the countriesreceiving the requests. Of these, 16 were sector specific, 3wererelated
to modes of supply (including Mode 4), and the final three were concerned about the
elimination or reduction of existing exemptionsfrom MFN treatment®. In computer and
related services, and in those on Mode 4 and cross border servicesthrough Mode 1 and
2, Indiaparticipated in the plurilateral requests. Indiareceived 15 requestsin opening up
thekey sectorslike, financial services, telecom, energy, legal, maritime, retail, education,
environment and construction. In the plurilateral meetings the plurilateral requests on
Mode 4 involved the highest number of 15 devel oping countries, and none of the LDCs
received any plurilateral requests, which is consistent with the Hong Kong Declaration
that they are not expected to undertake new commitments.

At Hong Kong, the text on services (Annex C) was vigorously opposed by many civil
society groups. Doubts and scepticisms were expressed particularly about the new
plurilateral approach of negotiations. It isbeing feared that this new approach will erode
the existing flexibilities under GATS and eventually lead to binding commitments by
developing countries.

Developing vs. Least Developed Countriesin South Asia

To what extent South Asian LDCs (Bangladesh, Maldives and Nepal) can collaborate
with their regional developing counterparts, namely India and Pakistan is an emerging
concern. Given that India has witnessed rapid growth in Modes 1 and 2, and given that
the prospect of liberalisation of Mode 4 is bleak, a shift in the emphasis in favour of
Modes 1 and 2 can greatly jeopardise the negotiating position of South Asian LDCs.

Likeother LDCs, South Asian LDCsarereluctant in undertaking negotiation initiatives
and are mere observersin the request-offer approach. Even with the enhanced possibility
of negotiations on a plurilateral basis, there has not been any attempt to consider
plurilateral negotiations with India. With the current position of India, any type of
progressin servicestradeliberdisationwill beitsspecial interest and given the‘individua’
flexibility for the developing countries, the country may shift its emphasis on Mode 4
liberalisation. Thiswill enhance Indian growth, but virtually will have no impact onthe
economies of the South Asian LDCs. Given the situations, South Asian LDCs should
try to consider Indian interest and to process joint negotiation schemes if possible.

Concluding Remarks

The need for agreater cooperation within South Asiaon Mode 4 isreasonably justified.
There is also a need to come out with a common South Asian negotiating agenda on
rules on services liberalisations. The South Asia countries should conduct studies on
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the problemsand prospects of servicestradeliberalisation, including the possibilities of
greater cooperation among themselvesin thisregard. Special emphasisshould be given
to submitting request lists and developing country specific strategies and action plans
for the movement of natural persons under Mode 4. Also, the supply-side constraints
and bottlenecks should be addressed properly with aview to develop the request lists
and the schedul es of commitments on other prioritised sectors of tradein services. The
South Asian countries should ask for technical and financia assistance in this regard.
However, targeted technical assistance should be provided through, inter alia, the
WTO Secretariat, with aview to enable LDCs and devel oping countries to participate
effectively in the negotiations.

Endnotes

1 Tradein Servicesand South Asia: An Aggressive Agenda’, by Rupa Chanda (2005) in South
Asian Yearbook of Trade and Development, Centad, New Delhi
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Mimeo, Jaipur, India.

3 “Documenting the Undocumented: Female Migrant Workersfrom Bangladesh”, by Blanchet,
T., Razzague, A. and Biswas, H. (2005). Mimeo, Academy for Educational Development and
SWISS Agency for Development Cooperation.

4  Bridges Weekly Trade News Digest, Vol. 10, Number 24, June 28, 2006
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Hong Kong Duty-free Quota-free Mar ket Access Decision:
Implications for South Asian LDCs

Introduction

The development challengesfor L DCs have been to alleviate poverty and reduceincome
inequality. The prescribed policy at the domestic facade is pro-poor broad based
development programmes and at the external front is the establishment of multilateral
trading system that addresses their development needs. LDCs' efforts, in searching for
‘development dimension’, within the multilateral trading system dates back to 1960s,
when trade rules of GATT incorporated provisions to facilitate the growth and
development of LDCs and other developing countries, by providing special rights to
protect and increase access to export markets. The provisions of the so-called special
and differential treatment (S&DT) were further broadened and expanded in the
agreements, declarations and arrangements of the WTO. Though there have been efforts
to phase out trade restrictive measuresit took along timeto bring it to reality.

Further with the objective of converting rhetoric of S& DT into reality, LDCs put forward
the proposal of duty-free and quota-free (DFQF) market access for their exportsin the
first WTO Ministerial Meeting held in Singapore in 1996. It took about a decade for
WTO Members to address the demand of LDCs, with less than 0.6 percent collective
shareinworld exports, of DFQF market access. The Ministers agreed to provide DFQF
market accessin December 2005in the Hong Kong Ministerial Conference. TheMinisterial
Declaration text states: “...building upon the commitment in the Doha Ministerial
Declaration, devel oped-country Member s, and devel oping-country Membersdeclaring
themselvesin a position to do so, agreeto implement DFQF market accessfor products
originating fromLDCs’ .

Giventhefact that Quad countries’ market (Canada, EU, Japan and US) constitutes 57.2
percent of total LDCs exports (WTO 2006) and the weighted average tariffs faced by
LDCsinthe Quad marketsare 20 percent, the Hong Kong Ministerial Declaration, at the
first glance seems impressive to address the devel opment needs of LDCs. In fact, the
Declaration is loaded with conditions and loopholes. Given the export concentration
and high dependency of most of the LDCsin afew products, the flexibility provided to
developed countriesto excludethree percent of tariff linesunder DFQF initiatives, there
might not be any additional and effective market accessfor LDCs. Interestingly, itisan
LDC-specific provision, but it talks about the export interest of other developing
countries, rather than that of LDCs.

Furthermore, it not only diluted the decision during Doha Ministerial conference, but
also opened the door to rollback the existing preferencesreceived by some of the LDCs.
Although the Declaration obliges Members to take steps to progressively achieve the
obligation of providing DFQF market accessto L DCs, because of thelack of clarity on
theterm ‘progressively’ and the missing deadlinefor achieving full obligation, thevalue
of the proposal has become dubious. Regarding DFQF market access in developing
countries, the decision urges them to provide such preferences on voluntary basis,
without any legal effect.
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Against these backgrounds, this paper aims to analyse the value and utility of the
proposal of DFQF access agreed in the Hong Kong Ministerial meeting, from the
perspectivesof South Asian LDCs, in particular Bangladesh and Nepal, and recommends
the negotiating position for these countriesin the process of defining modalities of the
initiative. This paper is structured in five sections. This paper outlines the overview of
the DFQF in the context of GATT/WTO, analyses the export structures and directions
and assesses the market access conditions in developed and developing countries,
including discussion on the system of non-reciprocal preferences enjoyed by South
Asian countries. It also highlights the trade structure of South Asian developing
countries. 0 as to assess the implications of DFQF market access preferences to these
countries. and presents the conclusion, with the recommendations.

Export Performance

The prerequisitefor the desired benefits of any non-reciprocal trade preference scheme
isthat the preference-receiving country must have exportable surplus, on the one hand,
and such scheme should cover the products that are exported, or potentially exported,
to the preference-granting country, on the other. It also requiresthat the Rules of Origin
(RoO) matchesthe existing level s of manufacturing activity inthe preference-receiving
countries and there is no unnecessary administrative hassle in the preference-granting
countries.

Product and M arket Profiles

Theeconomic reform policies, particularly focusing on trade regimewere adopted in the
mid-1980s by both Bangladesh and Nepal, with the expectation that removal or reduction
of tariffsand NTBs or reduction in transaction costs, due to procedural simplification,
would improve allocative efficiency and international competitiveness, which would
increase exports and change export composition. Theincreasing degree of opennessin
trade policy is evident from the increasing trade/GDP ratios. It is aso evident that the
liberal trade policies had paid off in the export performance. The exports recorded
satisfactory growth and increased the sharein world trade for both countries, except in
2004. The exports of Nepal declined during the period 2000-04, mainly dueto domestic
insurgency, which caused severe impact on the production process.

Bangladesh experienced a significant change in the sectoral composition of exports
during the period 1990 to 2004; the dominant primary products have been replaced by
manufacturing sector. The share of manufactured goods in the export basket increased
from 77 percent in 1990 to 92 percent in 2004. However, the share of manufacturing
sector hasdeclined intherecent past. Both the countriesare not successful indiversifying
their export structures, as carpet and readymade garments (RM Gs) constitute morethan
40 percent of total exportsin Nepal and the share of textilesand RM Gsis more than 80
percent in the total exports of Bangladesh. The export concentration indices show that
the commodity concentration of Bangladesh has increased over the period, but Nepal
has witnessed some improvement in diversifying the export base.

It is not only the product concentration that both south Asian countries, Bangladesh
and Nepal, are facing in their exports, but also the market concentration. About 80
percent of the exports of Bangladesh are destined to developed countries and the
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magnitude of market concentration has not changed over the period. Among the
developed countries, EU and US are the major markets for Bangladesh. However, the
dependency of Nepal on developed countries’ markets has decreased from 85 percentin
1990 to 43 percent in 2004. Moreover, developed countries’ markets are replaced by
India, implying no significant change in market concentration. As in the case of
Bangladesh, EU and US are the major marketsamong the devel oped countriesfor Nepal.

Table 6: Direction of Bangladesh’s Exports

Year | Developed Countries CIS Developing Countries
Total | European | Other us Japan| Others | and Total |[America| Africa | Asia
Union European | and Eastern
Countries | Canada Europe
1990 | 75.2 |35.4 1.9 32.2 39 1.9 4.6 19.7 |0.5 4.1 16.1
1995 | 83.3 [44.8 0.6 34.0 3.3 0.6 1.0 15.4 (0.7 2.3 12.4
2000 | 75.9 |40.2 0.6 33.6 1.2 0.3 0.3 9.2 |04 0.7 8.0
2004 | 78.3 |50.0 0.4 26.5 1.0 0.2 0.1 8.7 |04 0.9 7.4

Source: UNCTAD 2005.

Table 7: Direction of Nepal's Exports

Year | Developed Countries CIS Developing Countries
Total | European | Other us Japan| Others | and Total| America| Africa| Asia
Union European | and Eastern
Countries | Canada Europe
1990 | 85.0 |60.0 6.2 24.0 0.8 0.1 0.0 15.0(0.1 0.1 14.8
1995 | 89.2 |53.3 3.5 31.6 0.5 0.3 0.1 10.7 (0.5 0.1 10.2
2000 | 62.0 [22.5 1.7 33.6 3.8 0.4 0.0 36.6(0.1 0.0 36.5
2004 | 43.0 175 0.8 23.4 1.0 0.3 0.0 54.0(0.0 0.0 54.0

Source: UNCTAD 2005.

This implies that the reason for aggressive posture of the South Asian LDCs on the
proposal of DFQF market accessis because of the prevalence of high levels of product
and market concentration of exports, along with the existing and potential preference
erosion, dueto tariff reductions under various rounds of trade negotiations. The existing
market shareisalso put into risk dueto the conclusions of bilateral freetrade agreement
(FTA) by destination country with other trading partners and the abolition of Multi-
fibre Arrangement (MFA). Thus, the new arrangement for duty-free market access should
not exclude any product Bangladesh and Nepal are enjoying comparative advantages
for.

Both Bangladesh and Nepal have not been successful in diversifying their export products
and export markets, despite trade policy reforms. Exports of afew productsin selected
markets have been the deep-seated characteristics of these countries. But, theimportance
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of developed country’s market is quite stark in Bangladesh thanin Nepal. Interms of the
exportable products to devel oped countries, 0.5 percent of thetariff lines, at HS 6 digit
level, cover more than 80 percent of the export value for both the countries, in most of
the countries. The calculated values of RCA?! show that both Bangladesh and Nepal
have comparative advantages in limited product categories. It means that preferential
market access scheme should be crafted in such amanner that it does not bar preferential
market accessin products of their comparative advantages. The next section discusses
the existing generalised system of preference under which Nepal and Bangladesh are
getting preferential market access.

Overview of EU, US, Japan and Canada GSP Schemes

In 1968, the UNCTAD recommended the creation of a* Generalised System of Preferences’
(GSP) under which industrialised countrieswoul d grant trade preferencesto al developing
countries. The overall objectives of the GSP scheme in favour of developing countries
were: toincreasetheir export earnings; to promotetheir industrialisation, and to accel erate
their economic growth rates. There are currently 13 national GSP schemes but the US
and EU GSP schemes are the most important of all.

Currently, the EU extends preferential market accessto 146 devel oping countriesunder
its GSP scheme, which was first implemented in 1971 and was subsequently revised a
number of times. The most recent revised scheme was adopted in June 2005 and came
into effect on January 01, 2006 and will bein place until December 31, 2008.

At present there are three types of arrangements under the EU GSP scheme:

e Under the General Arrangement, duty free access is given to 3300 non-sensitive
productswhilefor 3900 sensitive products, thereisaduty reduction of 3.5 percentage
points from the MFN rate and 30 percent from the specific duties. For textile and
textilearticles, a20 percent tariff reduction from MFN ratesisgranted. All beneficiary
countriesincluding Indiaand Pakistan enjoy benefitsunder the Genera Arrangement.

e Under the GSP-plus scheme, 14 countriesincluding Sri Lankaare given DFQF access
tothe EU inturn for signing onto international conventions governing standardsin
human and labour rights, environmental protection, fight against drugs, and good
governance. Sri Lanka is the only South Asian country enjoying benefits of the
GSP-plusscheme.

e Under theEverything But Arms (EBA) initiative, EU grantsL DCs DFQF accesstoits
market. Both Bangladesh and Nepal are EBA beneficiaries with DFQF access for
9800 productsto the EU market.

USGSPschemewasfirstimplemented in 1976 under the Trade Act of 1974. Sincethenit
hasbeeninoperationinitialy for two 10-year periodsand thereafter it hasbeen renewed
every oneor two yearswith the most recent renewal in 2002. The US GSP distinguishes
between two categories of countries. Among 127 recipient countries, 40 countries are
considered |east developed beneficiary countries and enjoy two advantages over other
beneficiaries: amuch wider range of products that are eligible for GSP treatment and
they arenot subject to the” competitive-need” limitations (UNCTAD 2003). Productsfor
preferential treatment are defined at the 8-digit level of the Harmonised Tariff Schedule
of the United States (HTSUS). The products eligible for GSP treatment include most
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dutiable manufactures and semi-manufactures, aswell as selected agricultural, fishery
and primary industria products. But most importantly, the scheme excludes most textiles
items, watches, footwear, handbags, luggage, flat goods, work gloves, leather articles
and any article determined to beimport sensitive.

Japan originally established its GSP on August 01, 1971 and, since then, four decennial
GSP schemeshave been established. Thereare 155 beneficiariesof Japan’sGSP, including
140 devel oping countries and 15 territories. Of these, 108 are GSP beneficiariesand 47
areLDCs. To obtain GSP treatment, a country must: (i) be adevel oping economy; and
(i) inthe case of aterritory, haveitsowntariff and trade system. To obtain LDC treatment,
acountry must be designated as an LDC by the UN.

The Japanese GSP scheme includes: a general preferential regime; and a special
preferential regime. Under the former, preferential tariffs are applied to imports of
designated itemsfrom designated GSP beneficiaries. Under thelatter, duty-free treatment
is granted to imports of designated items from LDCs. However, for agriculture and
specific manufactured products, there are special provisions.

In case of Japan instead of wide country coverage of the GSP, the product coverageis
narrow. Japan’s Tariff Schedules consists of 9272 Items at the 9-digit level, including
2017 agricultural-fishery items (HS Chapters 1-24) and 7255 industrial-mining items (HS
Chapters25-97). Of the 2017 agricultural-fishery items, MFN duty-freeand MFN dutiable
itemsaccount for 379 and 1638, respectively. Of the 7255 industria-mining items, 2823 are
MFN duty-freeand 4432 are MFN dutiableitems. Of the 1638 MFN dutiable agricultural-
fishery items, 1299items, i.e. 80 percent are excluded from the GSP scheme. GSP-covered
itemsinthePositive List totd only 339, i.e. 20 percent. Primary examplesincludemaize seed,
frozen octopus, burdock, truffles, Matsutake mushroom and vegetable juices.

Currently, Canada provides non-reciprocal tariff preferencesto developing countries,
under the Generalised Preferential Tariff (GPT), the Least Developed Country Tariff
(LDCT) and under the Caribbean-Canada Trade Agreement known as‘ CARIBCAN'.
Theevolution of Canada stariff preferencesin favour of devel oping countrieswitnessed
anumber of special measuresintroduced for LDCs. In 1983, LDCswere granted azero
rate on GPT-covered products, with exception of clothing, footwear, certain labour-
intensiveindustrial productsaswell assomeagricultural products. In order tobedligible
for GPT rates and LDCT duty-free access, products from beneficiary countries must
meet origin criteriaand comply with the rule of direct consignment prescribed by Canada.
The origin of the goods must be supported by the prescribed documentary evidences
and goods must satisfy the requirement of certification and direct shipment.

Austraia first extended unilateral trade preferences to developing countries in 1976,
under the Australian System of Tariff Preferences. Austraia snon-reciprocal preferential
tariff schemes can be grouped into four categories: developing country preferences,
special rates for specific countries, Forum Island Country (FIC) preferences and
preferences applicable mainly to LDCs. Following a decision announced by Prime
Minister John Howard, at an AsiaPacific Economic Cooperation (APEC) summit meeting
on October 25, 2002, the Australian Government amended the Customs Tariff to provide
DFQF accessto the Australian market for the LDCs.
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Market AccessConditionsin Quad Countries

All these non-reciprocal preferences, along with MFN duty-free market access, have
resulted in lowered import tariffs for LDC exports. In agriculture sector, imports of
substantially all productsfrom the LDCs enter duty-free in Quad countries. In Canada,
almost al importsfrom L DCsenter duty-free; 98.9 percent under MFN duty-freeand 1.1
percent under preferential regimes. In terms of tariff lines, Canada provides duty-free
access to 93 percent of tariff lines, but LDCs trade only with the products of about 14
percent tariff lines. In EU, all importsfrom L DCs have entered without any duty in 2003
and 97.1 percent tariff linesattach zero tariffsfor LDCs. In Japan, more than 93 percent
of LDC exports have entered MFN duty free and the remaining seven percent isdivided
roughly equally between duty free preferential accessand MFN dutiable trade with no
preference. However, only about half of the tariff lines attach duty freefor LDCsinthe
Japanese market. In US, out of 99.9 percent of thetotal importsfrom L DCs, which enter
duty-free, 81.5 percent is MFN duty-free and 18.4 percent is preferential duty-free. In
terms of tariff lines, US provide duty-free accessto 21.2 percent under MFN and 63.6
percent under the preferential regime.

Non-reciprocal Preferential Market Accessby Developing Countries

As noted the importance of developing countries for export market is increasing for
Nepal. Its sharein total exports has increased from 15 percent in 1990 to 54 percent in
2004. But, the share of developing countries has decreased for Bangladesh. Therefore,
preferential market access, intheform of DFQF market accessin the devel oping countries,
iscrucia for Nepal and would play asignificant rolein export expansion. Some of the
developing countries provide preferential market access to products originating from
LDCs. However, the depth and the coverage of these preference schemes are often
limited. Among the preferential schemes, theimportance of non-reciprocal preferential
market access schemesand the Global System of Trade Preferences (GSTP) haslimited
utility for Nepal and Bangladesh, but preferential market access granted on a bilateral
basis by India bears a significant importance for Nepal. The bilateral trade agreement
between Nepal and India provides duty-free market access of Nepal ese productsin the
Indian market, albeit with some conditions. China has also announced in September
2005 to grant duty-free treatment to certain productsfrom 39 LDCs.

Non-Tariff Measures

Broadly speaking, non-tariff measures (NTMs) are understood as a measure not being
tariff. Based on the notification, WTO (WTO 2006a) compiles NTMs adopted by the
WTO members. Sincethe notified measuresare not specific to LDCs, it doesnot assess
the extent to which the measures affect the market access opportunities of LDCs. But, it
givesanideato identify the NTMs on products of export interest to LDCs. It indicates
that SPS measuresare the most frequently cited NTMsfaced by LDC exports, in particular
for their agricultural exports (e.g. fruits and vegetables), fish and fish products, wood
and wood products, etc. The Rules of Origin (RoO) associated with preference schemes
represent the mgjor NTMs of concern to a number of LDCs for their non-agricultural
exports (mainly clothing). Theother typesof NTMs, which are of concernto LDCsare
technical barrierstotrade (TBT), customsand administrative measuresand traderemedies
(anti-dumping measures). Since 1995, out of nearly 6,200 SPSnatifications, 26 notifications
have explicitly identified one or more LDCsasbeing potential ly affected by the proposed
measure, or by including emergency measures.
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As has been noted before, the RoO associated with some non-reciprocal preference
schemesrepresent amajor concern, mainly for non-agricultural exportsfrom LDCs. As
far as the Bangladesh and Nepal are concerned, the reported specific case of NTMsis
limited, but, as pointed out above, there exist NTMsin the products of export interest of
these countries and one cannot undermine the potential use of NTMs. It isinteresting
to note that Bangladesh and Nepal face NTMs, mostly on non-agriculture products.
Exportable products of Bangladesh, subject to NTMs, are jute yarn and jute products,
toiletry products, pharmaceutical products, and juices, jam jelly, pickles, spicesand lead
acid batteries. Similarly, Nepal faces anti-dumping measures on zinc oxide and acrylic
fibresin Indian markets. In addition, Nepal ese products also face para-tariffs and SPS
measuresin the Indian markets.

I mpact on other Developing Countries

During the Hong Kong Ministerial conference, two South Asian countries, namely,
Pakistan and Sri Lanka, had objected to the proposal of providing DFQF market access
for all productsoriginating in LDCs, arguing that they competein international market
with LDCs in the same products. The declaration states that, while taking steps to
achieve compliance with the decisions, memberswould takeinto account theimpact on
other developing countries at similar levels of development. This section analyses how
other South Asian countries, namely, Pakistan and Sri Lanka, might be affected by
providing DFQF market accessto Nepal and Bangladesh.

The magnitude of exports of Pakistan and Sri Lanka shows that exports account 30.3
percent and 64.7 percent of the total domestic output. It has increased substantially
over the period. Pakistan's exports grew at an average of 11 percent during the period
2000- 04, compared to 0.8 percent during 1995-2000 and 6.1 percent during 1990-1995.
However, the export growth of Sri Lankaisnot remarkable compared to those of Pakistan's.
Itsaverage growth rateswere 15.1 percent, 6.4 percent and 1.9 percent during 1990-1995,
1995-2000 and 2000-2004, respectively.

The direction of export trade shows that developed countries’ markets still count as a
critical export market for both Pakistan and Sri Lanka. The share of developed countries
in the exports has been declining over the period and stands at 53 percent and 66
percent for Pakistan and Sri Lanka, respectively. However, the export to US has been
increasing whereas the share of other developed countries has dropped. The major
exports of Pakistan include textiles, clothing, rice, leather and carpets, among others.
However, unlike Bangladesh and Nepal, Pakistan is exporting fabricsrather than ready-
made garments, which constitute lessthan 15 percent of total exports. Sri Lanka smajor
exports constitute tea, precious and semi-precious stones and ready made garments,
among others. Although ready made garment isone of the mgjor exportsof Sri Lanka, its
dependency onitisnot ashigh asthat of Bangladesh and Nepal. Moreover, Sri Lanka's
exports are mostly concentrating on inner garments, coats and jersey. The share of
men'’s shirts and trouser, which are the major export items of Nepal, isquitelow.

The above discussion indicates that, despite the fact that devel oped countries’ markets
areimportant for Pakistan and Sri Lankato expand their exports, but itsimportance has
been declining over the period. With regard to export composition, textiles and RMG
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have asignificant sharein thetotal exports of these countries, but, if we go deep inside
the export composition at the tariff line level, we find low resemblance of exportable
productswith Bangladesh and Nepal . Given the existing tariff ratesin devel oped countries
inRMG, these countries may lose some of the market sharein some of the RM G products,
if DFQF market accessisprovided to L DCs, including Bangladesh and Nepal.

Conclusion

The Hong Kong Decision on DFQF market access for LDCs has both commercia and
diplomatic values for Bangladesh and Nepal. Quad countries’ markets (Canada, EU,
Japan and US) constitute about four-fifths for Bangladesh and two-fifths for Nepal
(WTO 2006) exportsand about 20 percent of exportsof L DCsface customsduties, along
with tariff peaks, in asubstantial number of products. It is natural to expect significant
trade expansion of these countries after itsimplementation.

In principle, DFQF initiatives might not bring the desired effects on South Asian LDCs,
if their interest isnot properly reflected inthedesign. In particular, inthelight of the past
experiencewith several preferentia trade arrangements, like GSP, DFQFF treatment should
be bound, covering all products and incorporate the RoO requirements, matched with
theindustrial capacity of LDCs. Unless such conditions are met, the variousinitiatives
currently undertaken would constitute no more than a modest improvement of the
current market accessthat LDCsare already granted under the existing GSP schemes or
other preferential arrangements.

Furthermore, despite thefact that devel oped countries’ marketsareimportant for Pakistan
and Sri Lankato expand their exports, however, their importance has been declining over
the period. These countries are competing on the same product categoriesin devel oped
countries’ markets. However, if we go deep inside the export composition at the tariff
linelevel, theintensity of competition gets reduced

The conclusion that can be drawn from the above discussion isthat, first, the exports of
Bangladesh and Nepal are highly concentrated in few tariff linesin bilateral marketsand
thus, the flexibility provided to developed countries to exclude three percent of tariff
lines, under DFQF initiativesmay excludevirtually all exportable productsof LDCs.

Second, mere granting duty-free market access to the exports originating in the LDCs
does not ensure that LDCs are effectively utilising the preferences. It should be
supplemented by the measures that address structural problems of the LDCs, such as
RoO exclusion from the preference scheme, including competitive tests and safeguard
measures and administrative procedures.

Third, developing countries have been emerging as major markets for South Asian
LDCs and, thus, preferential access in these markets would go a long way in export
expansion of these countries.

Fourth, the export composition of South Asian LDCs and other developing countries
resembl e at the product categories, but at the more disaggregated level, such similarity
tends to shrink.
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Inthelight of the above caveats and the past experience with several preferential trade
arrangements, one has reason to doubt the efficacy of the Hong Kong Declaration on
the DFQT market access meaningful and effective market access for LDCs. If we go
along with the existing escape routes and ambiguities, it would not constitute anything
more than the current market access that LDCs are already granted and, at the worst, it
may run the risk of rolling back existing preferences. Thus, it has been argued that the
decision needs to be further corroborated with the following interpretations and
explanations:

a

If thefull flexibility isprovided to devel oped countriesto designate/excludethe tariff
lines from the proposed scheme of DFQF market access, there is every possibility
that the scheme would cover the productsthat are enjoying duty-free market access
under the existing non-reciprocal preferential schemes. Therefore, in order to have
incremental value of the scheme, the flexibility provided to developed countriesto
exclude from DFQF market access should be interpreted as three percent of the
existing non-zero tariff linesand should a so be capped by the volume of imports (for
example, not exceeding 10 percent of importsat tariff lines). The provision of Tariff
Rate Quota (TRQ) could be worked out for the excluded products and a timeline
should also be defined to integrate the excluded list of tariff linesinto the scheme.
Asthelandscape of market access has been changing over the period and devel oping
countries are major markets for South Asian LDCs, therefore, devel oping country
should also provide DFQF market access, but, taking into account the problems
they might faceintheinitial stage, they should commit DFQF accessfor at least half
of thetariff lines, comprising of half of the export value of South Asian LDCs.
LDCs should be allowed to designate specific percentage of tariff lines, e.g., 0.5
percent in the case of developed countries and 0.1 percent in the case of devel oping
countries, not to be included in the exclusion lists. Immunity should be provided to
these products from the ‘impact test’ on other developing countries.

TheRoO for preferential market access should incorporate the stage of devel opment
for theLDCsand be harmonised for all preference-granting countries. The provisions
of the Canadian GSP scheme could be astarting point. A product originating in any
of the LDCs or any of the regional trading partners should be considered as a
product originating in the exporting LDC.

On the other area of the negotiation under the Doha Round, particularly in Aid for
Trade and Trade Facilitation, special consideration should be given to the waysto
improve supply capacity, aswell asto reduce the administrative costsin the exports
to preference-granting countries.

Endnotes

1

Refer Pandey, Poshragj Dr., “Hong Kong Duty Free Quota Free Market Access Decision:
Implications for South Asian LDCs” pp 10-12, for the detailed analysis of RCA value
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PreferenceErosion and Aid for Trade:
A South Asian Perspective

Introduction

Erosion of trade preferences is an important issue in the on-going negotiations on
multilateral trade deal under the Doha Round. Tariff reductions under agriculture and
non-agricultural market access (NAMA) negotiations are expected to lead to lowering
of most-favoured nation (MFN) tariffs, which isexpected to adversely affect countries
benefiting from various preferential agreements. Reflecting this concern, the Hong
Kong Ministerial Declaration made explicit referenceto preference erosion, recognising
it as an issue that needed to be addressed. However, the debate over this issue has
become a highly divisive one amongst developing countries in the WTO — between
those who are beneficiaries of preferential agreements, namely L DCs and those who
have less preferential market access and how best to deal with problem.

Box 2: What is meant by preference erosion?

Preference erosion refers to a decline in the competitive advantage that preferential
beneficiaries enjoy in markets abroad as a result of loss of preferential trade
treatment. This can happen when preference granting countries:

e eliminate preferences;

e expand the number of preference beneficiaries; and

e |ower their MFN tariff rates without proportionately lowering preferential tariffs.

Preference erosion isnot anew concern. In fact, it hasbeen in practice for decadesasa
result of unilateral, regional and multilateral effortstoliberalisetrade. Every timethereis
amultilateral effort to reduce MFN tariffs, beneficiary countriesof preferential agreements
express concern over the possible adverseimpact of the preferential marginsthey enjoy.
Earlier, it was not a particular problem because preferential schemes such as the GSP
offered tariff reductions but not duty free and quota free (DFQF) access. However,
subsequent initiatives such asthe European Union’s (EU’s) Everything but Arms (EBA)
and the US African Growth and Opportunity Act (AGOA) and Caribbean Basin I nitiative
(CBI) offered DFQF accessto amost al products, which meansthat any reductioninthe
MFN ratewould lead to an erosion of preferential margins.

Countries now giving DFQF access to essentially all LDCsinclude Canada, EU, New
Zedland, Norway, and Switzerland, while Japan offers duty free access to about 63
percent on itsimports. The US offers special accessto some LDC exportsfrom African
and Caribbean countries. For some countries with high concentration of exports, and
which enjoy preferential access, the gainsfrom preferencesarevery large and thusface
larger losses in case of erosion of preferences. A number of proposals have been
submitted to date to address the issue of preference erosion but there is no consensus
on a solution to the problem.
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This paper provides an overview of various generalised system of preference (GSP)
schemes and identifies countries and sectorsin South Asia, which would be vulnerable
to preference erosionin the context of trade liberalisation under the DohaRound. Further,
it discusses possible options available — both trade and non-trade related measures
including Aid for Trade (A4T), to mitigate adverse effects of preference erosion and
suggest away forward to deal with the problem.

Overview of EU and USGSP Schemes

In 1968, the United Nations Conference on Trade and Development (UNCTAD)
recommended the creation of a GSP under which industrialised countries would grant
trade preferences to all developing countries. The objectives of the GSP scheme in
favour of developing countries were to increase their export earnings; promote their
industrialisation; and accelerate their economic growth rates. There are currently 13
national GSP schemes but those of the US and the EU are the most important of dl.

Currently, EU extends preferential market accessto 178 devel oping countries under its
GSP scheme, which was first implemented in 1971 and was subsequently revised a
number of times. The most recent revised scheme was adopted in June 2005 and came
into effect on January 01, 2006 and will bein place until December 31, 2008.

At present, there are three types of arrangements under the EU GSP scheme:

e Under the General Arrangement, duty free access is given to 3300 non-sensitive
productswhilefor 3900 sensitive products, thereisaduty reduction of 3.5 percentage
points from the MFN rate and 30 percent from the specific duties. All beneficiary
countries including India and Pakistan enjoy benefits under this.

e Under the GSP-plus scheme, 14 countries are given DFQF accessto the EU inturn
for signing ontointernational conventions governing standardsin human and labour
rights, environmental protection, fight against drugs, and good governance. Sri
Lankaisthe only South Asian country enjoying benefits of the GSP-plus scheme.

e Under the EBA initiative, EU grants LDCs DFQF access to its market. Both
Bangladesh and Nepal are EBA beneficiarieswith DFQF accessfor 9800 productsto
the EU market.

US-GSP schemewasfirst implemented in 1976 under the Trade Act of 1974. Sincethen
it has been in operation initialy for two 10-year periods and thereafter it has been
renewed every one or two years with the most recent renewal in 2002.Under the US
scheme 139 countries are eligible for GSP benefits of which 98 are devel oping countries
and 41 areLDCs. Approximately 4,600 articlesaredligiblefor duty-freetreatment, andin
1997, LDCsbecamedligiblefor an additiond 1,783 articles. However, theschemeexcludes
most textilesitems, watches, footwear, handbags, luggage, flat goods, work gloves, leather
articlesand any article determined to beimport sensitive.

Vulner ability of Countriesand Sectorsin South Asia

Charts 1 and 2 show the vulnerability of countriesin South Asiato preference erosion
in the EU and US, respectively with countries in the second quadrant being highly
vulnerablewhile countriesin thethird quadrant being theleast vulnerable to preference
erosion. It means all the countries in the South Asian region are likely to experience
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preference erosion in the EU to some degree, while some countriesarelikely to be more
affected than the others given their higher utilisation and utility levels such as Nepd, but
Sri Lankawill not be affected much, asit has not been able to effectively use preferences
extended by the EU and has been mostly exporting under MFN rates.

Box 3: Indicators to Determine Vulnerability to Preference Erosion

1) Product coverage gives an idea of eligibility of products for preferences. The
higher the value, the more generous the preferences may appear but a higher
coverage rate does not necessarily mean that preferences are being actually
used.

2) Utilisation rate gives an idea of how much of the preferences that are extended
are actually used. A high utilisation rate means that a preference is valuable to
the beneficiary country and thus the country is vulnerable to preference erosion
and vice versa.

3) Utility rate gives an idea of how much of the goods are imported under preferential
rates compared to MFN dutiable rates. A high utility rate means that a large part
of the import enjoys a preferential rate while a low utility rate means that a small
part of the import pays the preferential rate.

Beneficiary countries with high coverage, utility and utilisation rates may be expected
to face higher risk from preference erosion as they export under the preferential
scheme and enjoy preferential tariffs.

Chart 1: Vulnernability to Preference Erosionin EU
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Source: Compiled from data provided by UNCTAD

In the case of the US GSP scheme, almost none of the South Asian countriesare highly
vulnerable to preference as they face low utilisation and utility rates in the US market
and arein thelow vulnerability quadrant. Thisisdueto low product coverage under the
US GSP scheme. Indiamay berelative more susceptible to preference erosion compared
to other countriesin the region but on the whole it is not.
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Chart 2: Vulnernability to Preference Erosion in US
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Tables 8 and 9 show sectorsin South Asia, which are highly vulnerable to preference
erosion in the EU and US, respectively. While there appears to be a number of export
sectorsvulnerableto preference erosionin the EU, many of these sectorsdo not account

for morethan five percent of
thetotd exportsexceptinthe Tablg 8: Sectors Vulnerable to Preference
case of products, including: Erosion*under the EU GSP Scheme, 2004
inIndia (textile and textile Description BG IN NP PK SL
articles, precmus_stones, 1 Liveanimals & products X X X
base metals, machinery & | 5 vegetable products X X X
electrical appliances); in | 3 Fatsandoils X X X X X
Nepal, (textiles and textile | 4 Prepared foodstuffs, beverages, etc. X
articles); in Pakistan (textile | 5 Mineral products X
and textile articles); and in | 6  Chemical products X X X
Sri Lanka (plastics and | 7 Plastics &rubber X X X X X
bbes procioussonesand | 8 s adsseteeex
vegetable products). In the 10 Pulp of wood, paper, books, etc.
paseof theL_JS, afew sectors 11 Textile & textile articles X X X
inSouthAsaarevulnerable | 15 Footwear, headgear, umbrellasete. X X X X X
to preference erosion and | 13 Articles of stone, cement, etc. X X X X X
even fewer sectors are of | 14 Precious stones, etc X X X X
export importance such as | 15 Base metals & products X X X X
precious stones, base | 16 Machinery & electrical equipment X X
metals, machinery and | 17 Transportequipment X X X X
electrical equipment in E gfﬁgi:agfﬁlﬁ:‘ﬂgﬁtmmems X X X X X
India and pla_stlcs and 20 Miscellaneous manufact. articles X X X X
rubber and precious stone 21 Worksof art, etc
Sri Lankaarelikely toface
preference erosion in the Note: * Utilisation and utility rates over §0 percent
us X sectors vulnerable to preference erosion

X sectors vulnerable to preference erosion and account for 5 percent

or more of total exports
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Table 9: Sectors Vulnerable to Preference
Erosion* under the US GSP Scheme, 2004

Description BG IN NP PK SL

Live animals & products

Vegetable products X
Fats and oils

Prepared foodstuffs, beverages, etc.
Mineral products

Chemical products X X
Plastics & rubber X
Hides and skins, leather, etc.

Wood & articles of wood X X X X X
Pulp of wood, paper, books, etc.
Textile & textile articles

12 Footwear, headgear, umbrellas, etc.

13 Articles of stone, cement, etc. X
14 Precious stones, etc X
15 Base metals & products

16 Machinery & electrical equipment

17 Transport equipment X
18 Optical & precision instruments

19 Arms and ammunition

20 Miscellaneous manufact. articles X
21 Works of art, etc

RBO@©@®NouswNR
> X
X< X X

> =< X X X X

X< X X X X X X
>

< X< X X X X

X X X X X X

Note: * Utilisation and utility rates over 60 percent

X sectors vulnerable to preference erosion

X sectors vulnerable to preference erosion and account for 5 percent
or more of total exports

In sum, reduction in tariff rates by US under the Doha Round is unlikely to lead to a
significant erosion of preferences for South Asia. Thisis dueto low coverage rates of
products of export interest to South Asiaunder the US GSP scheme, in particular textiles
and textile articleswhich account for asubstantial share of most South Asian countries

total exportstothe US. Nevertheless, there are sectors, which arevulnerableto preference
erosion in the US, but they do not account for a significant share of total exports.
Therefore, tariff reductions by the USwould most likely toresult in gainsfor South Asia
in the form of lower tariffs for major exports thus leading to greater competitiveness,
especially inthe case export of textileand textile articles.

Compared to the US, the EU scheme is more generous in providing market access to
countries in the region, with a higher coverage rate. Thisis also reflected in the EU’s
utility rate—with moreimportsinto the EU enjoying preferential rates compared to the
US. Though the US schemerecordsahigher utilisation rate than that of the EU, it hasa
low coverage rate, which meansthat South Asian countries are making the most out of
thelimited preferencesthey receive. Theregionislikely to be more exposed to preference
erosioninthe EU thaninthe US, with Nepal likely to suffer the most and Sri Lanka, the
least. Inthe caseof Sri Lanka, only afew sectors of export importance are vulnerableto
erosion of preference and they account for about one-third of the total exports.

44 [ South Asian Positions in the WTO Doha Round CUTS}:{

International



M easuresto Deal with Preference Erosion

In principle, two broad approaches have been suggested to address the loss from
preference erosion in multilateral discussions: one to be dealt within the WTO or a
‘trade solution’; and the other outside the WTO or an ‘aid solution’.

Trade Solutions

The short-term objective of trade solutionsisto partly compensate for immediate losses
stemming from preference erosion, while the long-term objective would be to prepare
preferential beneficiaries to survive without depending on preferences. Potential trade
based solutionsinclude: 1) measuresto increase preference utilisation; and 2) extending
the product coverage.

Measuresto increase preference utilisation - Thereare anumber of factors, which lead
tolower the utilisation rates, but most studiesidentify rulesof origin (RoO) as one of the
main reasons. One means of dealing with preference erosion would be to increase
preference utilisation by relaxing restrictive RoO, which are used in preferential trade
agreementsin order to ensure that thereis minimum level of domestic value additionin
the product exported and to promote backward linkages in the economy. Restrictive
RoO are a binding constraint on the utilisation of the EU GSP scheme vis-a-vis South
Asia, especially inthe case of Bangladesh and Sri Lanka. Their major export sector i.e.
textile and textile articles are unable to meet the RoO criteriastipulated in the EU GSP
scheme. The advantage of relaxing RoO to deal with preference erosionisthat it ensures
greater market access while tariffs are in place and provides afoothold in the markets
prior totariff reduction.

Extending the product coverage- Negative consegquences of preference erosion could
be partially addressed by extending product coverage of the preferential schemesthrough
efforts to provide DFQF market access to products of intereststo LDCs. There are a
number of ‘sensitive’ products of interest to LDCs such as garments and agricultural
productsthat till attract relatively hightariffsand currently are partially or not covered
by preference schemes. Thus, an obvioustrade sol ution to preference erosion would be
to extend preferential treatment to such products. Providing duty free access to all
productsfrom the LDCsessentially meansduty free accessto the US (and Japan). There
isstill great scopeto extend duty freetreatment in the US where about 27 percent of the
tariff linesin the case of Bangladesh and Nepal do not receive any preferential treatment
under the US GSP scheme. But the prospects of extending of product coverage by the
US under its GSP schemeis unlikely given that these sectors are considered sensitive,
as demonstrated by the reluctance of both the US and Japan to give DFQF market
accessto al exports of LDCs at the Hong Kong Ministerial meeting. In the case of the
EU, the scope to extend duty free preferences in order to compensate for preference
erosionisvery limited asalmost all exportsfrom L DCsincluding Bangladesh and Nepal
(99 percent) already receive duty freetreatment under the EBA initiative.

Compensating preference erosion through preferences in other markets - Part of a
solution to preference erosion from MFN liberalisation could also be addressed by
obtaining preferential treatment in emerging markets such asthrough South-South trade.
Inthe case of Bangladesh, thisisnot promising with over 80 percent of exports directed
to the devel oped countries and to alesser degreein the case of Sri Lanka (70 percent).
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Inthe caseof India, Nepal and Pakistan, asubstantial of portion of their exports goesto
countries other than the devel oped, so there seemsto be apossibility of addressing the
problem by entering into preferential agreementswith other countries or strengthening
existing ones. But in the case of Nepal, most of its exports are destined to India with
which it already has a free trade agreement (FTA). Hence, there appears to be limited
scope to address preference erosion in this regard. In the case of India and Pakistan,
both East Asia and the Middle East are important export markets of their own so
preference erosion could be partly dealt by entering into preferential trade arrangements
(PTAs) with countries in these regions. The possibility of addressing the problem
within the region remains doubtful even with region moving to a FTA given the past
track record.

Multilateral trade concessions designed to protect preference dependent countries -
This can involve delaying the liberalisation of sensitive sectors and accelerating
liberalisation on goods that developing countries have a comparative advantage.
However, countries, which are non-beneficiary of preferential agreements, areunlikely
to support such a move. Moreover, it would entail a substantial welfare loss from a
global perspective. But considering the negotiating positions that have been taken by
LDCs, one cannot entirely dismissthis option.

Non-trade Solution: Aid for Trade

Anaid solutionisconsidered to be abetter approach to addressthe problem of preference
erosion as it does not further distort trade and ensures that trade is liberalised by
bringing down tariffs. In 2005, A4T became part of theinternational discourseand was
officially put onthe WTO agendaat the 6th Ministerial Conferencein Hong Kong. The
Hong Kong Declaration states that ‘...Aid for Trade should aim to help developing
countries, particularly LDCsto build supply capacity and trade-related infrastructure
that they need to assist themto implement and benefit from WTO agreementsand more
broadly to expand their trade...” Following the Ministerial, atask force was established
to recommend how to operationalise A4T whilethe WTO Director-General was asked to
consult the appropriate financing mechanisms. In showing their support for A4T, the
EU, Japan and the US announced increases in resources for A4T prior to, at and after
Hong Kong.

Box 4: Six Categories of AAT

The AAT Task Force in its report submitted on July 27, 2006 covers six broad

categories:

1) Trade policy and regulations — to help countries negotiate, reform and prepare
for closer integration in multilateral trading system.

2) Trade development — to help enterprises engage in trade, reinforce business
support structures and develop the business climate.

3) Infrastructure covers trade related infrastructure such as transport,
communications, and energy.

4) Building productive capacity — to improve the capacity of a country to produce
goods and services.

5) Trade related adjustment which includes financial assistance to meet
adjustment costs from trade policy reform, including balance of payment
problems resulting from lost tariff revenues, erosion of preferences.

6) Other trade related needs.

46 / South Asian Positions in the WTO Doha Round CUTS}:{

International



Since 2001, donors have significantly scaled up their efforts towards trade-related
technical assistance (TRTA) and capacity building for devel oping countries. Volume of
trade related commitments for ‘trade policy and regulations’ and ‘ trade development’
rose by 50 percent between 2001 and 2004 to reach US$3bn. Despite the substantial
increases, only afraction of total aid goesinto TRTA. In 2004, about 4.4 percent of total
worldwide aid budget was devoted to trade-capacity building, with ‘infrastructure’
accounting for a 25 percent share. In the case of South Asia, assistance for trade policy
and regulation and trade development has falen while assistance for infrastructure has
increased overtime. If theregion is expected to participate effectively it is necessary that
there should be more assistance available not only to support existing categories of trade
related assistance but also to support the broader A4T agenda, which includes building
productive capacity and trade, related adjustment.

AA4T or TRTA is currently being delivered though a variety of mechanisms. Some of
whichinclude:

Bilateral donor programmes;

Multilateral/multi donor funded programmes;

e |ndividua international organisation and agency programmes; and

e Regional organisations and regiond financia institutions.

In terms of the existing mechanisms, however the Integrated Framework (1F) figures
prominently in discussions as avehicle to deliver A4T.

The IF was set up in 1996 to ensure effective participation of LDCs in world trading
system. Currently, six multilateral institutionsare participating in thisframework together
with 12 bilateral donors. Morethan 40 LDCshave applied for assistance under the IF but
it has had limited success to date. |F suffers from a number of shortcomings which
include: weak in-country capacity and ownership; lack of implementation; insufficient
and uncertain financing; and variable donor response to priorities identified. These
shortcomings have to be addressed before it can play an effective role in delivering
A4T. Inthelight of theabove problems, the | - task force recommended: increased, predictable
and additional funding; strengthening country ownership, effective follow up and
implementation, greater and effective coordination amongst stakeholders and improving
itsmanagement.

Another initiative is the IMF's Trade Integration Mechanism (TIM), which was
established in 2004 to assist developing countries facing balance of payment (BoP)
problems due to multilateral trade liberalisation such as loss of trade preferences,
elimination of textilequotas. TIM isnot aspecial facility providing new resourcesunder
specia terms, but apolicy designed to increase the predictability of resourcesthat are
availableunder existing IMF lending facilities. TIM fundsaredisbursed only intheform
of loans, with repayment conditions depending on the arrangement acountry comes up.
So far three countries have made use of this mechanism — Bangladesh, Dominican
Republican and Madagascar. It is doubtful whether TIM would be auseful mechanism
to deal with the problem of preference erosion.

Although some have suggested setting up of a new dedicated fund, there is emerging
consensus that A4T initiative needs to be built on already existing mechanisms.
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M oreover, these mechanisms need to be reformed in order to improvetheir poor record
in relation to the delivery and effectiveness of A4T by applying the aid effectiveness
principles of the 2005 Paris Declaration. But thereis considerabl e skepticism surrounding
AA4T due to a number of questions relating to: additionality (whether A4T would
supplement current aid for devel opment or repackage and divert fundsfrom existing aid
commitments); adequacy (whether there will be enough money to meet the full agenda
of A4T); predictability (whether the promi ses made would be met; ownership, whether
AA4T will reflect the needs of developing countries and not the priorities of donors);
coherence (whether donors would be able to coordinate their efforts within a broad
national development strategy); and conditionality (whether aid would be linked or
made conditional upon developing countries' positionsin multilateral negotiations).

A Way Forward

A pragmatic and realistic approach to address preference erosion would be based on
someform of trade and aid based approachesto the problem. Trade measuresarelikely
to address preference erosion in the short term by providing afoothold in the preference
granting countries’ market before MFN liberalisation iscomplete. Ongoing discussions
on the losses from preference erosion should lead to efforts on the part of preference-
giving countriesto improve utilisation of the schemes by way of relaxing RoO criteria,
extending coverage of existing preferences to products of export interest to developing
countries while preference dependent countries should negotiate preferences in other
markets and protect preferences already extended to them.

Given that preferenceswill continueto erode as countries around the world continue to
reducetheir levelsof protection and conclude trade agreements, which has proliferated
over therecent yearsand islikely to accel erate with the current impasse with multilateral
trade negotiations, measures need to be taken to improve productivity and lowering
transaction costs in order to improve the competitiveness of exports from developing
countries. This could be encouraged by A4T. Building supply capacities and thereby
improving competitiveness ultimately remains the only long-term solution to the
challenge of overcoming preference erosion

Moreover it has been argued that solutionsto preference erosion undertaken within the
trading system may pose a significant opportunity cost from a global perspective as
they lead to additional discrimination and would reducethe overall benefitsfrom anew
Round. And this is not likely to be agreeable to countries, which are currently non-
beneficiaries of preference schemes. However, to date the success of varioustrade related
assistance has been mixed. For A4T to be effective, it is necessary to learn from existing
initiatives and address them.
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1. Introduction

1.1 Importanceof Special Products

According to WTO, agricultural products are the tradable commaodities but in the
developing and L DCs, they are the main source of people’slivelihood and food security.
In developing countries, around 1.5 billion people depend upon agriculture sector and
around 1.3 billion peoplework in this sector. Agreement on Agriculture (AoA) asksfor
reduction in the subsidies, which provides a system of level playing field on one hand.
The developed countries had maintained high tariff on the import from developing
countriesthat denied market accessto the products of export interest for the devel oping
countries, ontheothers. This, inturn, opened up the agriculture sector of the developing
countriesto the cheaper imports and made their market vulnerable.

During the negotiation on AoA, the developing countries made various arguments,
asking for such policies that protect their economies from the sudden import surges.
One of the recommendations by the developing countries was made in the form of
Development Box, which meansall devel oping countries should be ableto use apositive
list approach to declarewhich agricultural productsor sector they would liketo discipline
under AOA provisions. It aso proposed the creation of a SPscategory (under conditions
to be negotiated) and an SSM i.e. contingent onthelevel of liberalisationfor developing
countries. Themainimportance of SPsisthe dependence of small and vulnerablefarmers
on these productsfor their subsistence. Infact, SPsare not only the source of livelihood
for the developing countries, but are also the source of consumption along with their
contribution in the national economy.

1.2WTO recognition and Status

Theideaof SPsproposed by devel oping countries coincided with the concept of SSM.
Developing countries have asked for certain instruments to designate SPs. How these
instrumentswill be applied remain unresolved till August 01, 2004, 2004 General Council
Meeting/Decision (W/T/L/597). Under the WTO negotiationson AoA, the Article 41 of
July Framework provides developing countries with the possibility to define SPs to
designate certain agricultural products based on the criteria of food security, livelihood
concerns and rural development. But in actual practice, it is very complex and tricky
process having so many pros and cons. It could not be the answer for both devel oped
and developing countries against the tariff and subsidies reduction and import surges.
However, the criteriaitself can be away to analyse the situation and then define them
according to the needs. Devel oped countries however have argued that their should be
some conditionslikelimited number of tariff lines, which should be allowed to designate
as SPs. There has not been common consensus built up in the WTO negotiations by the
developing and devel oped countries for the designation of SPs, rather it was proposed
that countries should define them according to their needs and requirements. However,
among devel oping countries, no one has yet submitted the list of SPs except afew that
have identified tariff lines to be designated as SPs, which can be discussed in detail in
the following sections.

1.3Why theneed for a South Asian Common Paosition
Liberalisation of trade has given rise to the creation of ingtitutional regionalism, as a
result of which South Asian Preferential Trade Agreement (SAPTA) and South Asian
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Free Trade Agreement (SAFTA) were signed. The geography, politics, ecology and
socio-economic variability of South Asia has made the region not only a resourceful
areabut also provides amarket to the cheap export of the industrialised economies. On
account of globalisation, South Asian countriesliberalised their economieseither through
structural adjustment programmes or unilaterally. After tradeliberalisation, South Asian
countries do not have common position in the early rounds of WTO trade negotiations.
After the Uruguay Round of trade negotiations, most South Asian countries have made
agreements and established regional groups to have a common position for assuring
bargaining strength on international economic issues. The main idea behind the South
Asian common position on the designation of SPsisto come up with a wide-ranging
policy/position because the agriculture products are val ue added to the GDP, and which
ensure food security. Besidethis, the food production system and climatic conditions of
all the South Asian countries are more or less similar. National polices of the South
Asian countries in dealing with agriculturei.e. price control, food storage, export and
import policies etc., are more or less of similar type due to similar cropping pattern,
climatic conditionsand livelihood requirement of the people. Pertaining to have acommon
position on SPs, the developing and LDCs of South Asia have vital common interests
on the basis of which they can better negotiate at the WTO meetings. Moreover, South
Asian countries can reinforce their stances and position by building negotiating groups
through regional and bilateral agreements.

To haveacommon position isnot atroubl e-free approach, because South Asian countries
do havealack of interest or faceimpedimentsin different aspectsaswell. The principal
oneisthat there arethree different levels of countriesin South Asiaon the basisof their
economy and agricultural needs. Indiaisthelargest exporter and producersof agricultural
productsand isconsidered asadevel oped country in theregion. Pakistan and Sri Lanka
being the producer and exporter of certain products and Sri Lanka as the net food
importing country are the developing ones. Nepal, Bangladesh, Bhutan and Maldives
arethe LDCsand can have their own agricultural interests.

1.4 Objectiveof thestudy

Doha Development Agenda (DDA) came up with certain significant implications on
internationd tradeand national deve opment, which areof greeter interest moreand beneficia
for developing countries. It was expected that developmental concerns of DDA focusing
on the livelihood interests and poverty reduction could take any eminence during Hong
Kong Ministeria conference. But the Hong Kong Ministerial conference could not result
into expected outcome. However, there are till some loopholesin the negotiating stances
of the member countries. From agricultural point of view, the decision on SPsand SSM from
the perspective of developing countries is one of the major issues among dl. The Hong
Kong Minigteria allowed devel oping countriesto self designate an appropriate number of
tariff linesas SPsand develop SSM to protect farmersfrom surge of imports. In order to
cover that gap and to spotlight the outcomes of Hong Kong Ministerial conference, a
few issueshave been identified by Consumer Unity & Trust Society (CUTS) Internationd,
aJaipur based research and advocacy organisation. In thisregard, aregional initiative
was undertaken to conduct research and advocacy on SPs and SSM.
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The main objectives of this research study are to:

e analyse the possible change that could take place in the negotiating stance of the
individual countriesin South Asiaon SPsand SSM; and

e secure and consolidate acommon South Asian position on the basis of thisanalysis.

2. Bangladesh

2.11mportanceof Agriculture

Likeall other South Asian countries, agriculture sector isthe main source of livelihood
for therural communities of Bangladesh. Ultimately the economy of Bangladesh depends
on agriculture sector, which contributes around 31.6 percent of the total GDP. In
Bangladesh, about 84 percent of thetotal populationliveinrural areas, and are associated
with agricultural activities. The agriculture sector of Bangladesh provides 63.2 percent
of the total national employment. The agriculture sector, which comprises of crops,
forest, fisheries and livestock, is the single largest contributor to the income and
employment generation and a vital element in the country’s challenge to achieve self-
sufficiency in food production, rural poverty reduction and foster sustainable
development?. The crop sector contributes about 72 percent of the total production;
however, fisheries, livestock and forestry contribute about 10.33, 10.11 and 7.33 percent
respectively.

Agriculture sector also contributes in the export and constituted 10.4 percent of the
total export of the country in 1997-98. The principal crops of Bangladesh arerice, jute,
sugarcane, potato, pulses, wheat, tea and tobacco. Bangladesh is the biggest jute
producing country in the region but its staple food isrice with the annual production of
around 20.3 million tonnes in 1996-97, covering 75 percent of the cropped area. The
other important food crop of Bangladesh is wheat. Both rice and wheat contribute
around 76 percent of the value added in agriculture. Due to climatic condition and
topography of the country, rural communities of Bangladesh have small agricultural
landholdings. However, the opportunities of modern agricultural technol ogiesare coming
up in the country through cooperatives.

In order to meet the food requirement or in other words to ensure food security, the
Government of Bangladesh has made policy changes to increase the grain production,
which has resulted into the substantial increasein food production. And within the past
few years Bangladesh has reached self-sufficiency initsmain cereals, includingrice. In
fact, rice production increased from 11.7 million metric tonnesin 1974 to 23.1 million
tonnes in 2000, an average annual increase of 3.6 percent. Wheat production climbed
from 0.11 million metric tonnesin 1974 to 1.8 million metric tonnesin 2000. But till this
increasein the production remainsinadequate to meet the need of increasing population
to reduce poverty.

The major exportable commaodities of Bangladesh includes raw jute and jute products,
fish, shrimps and tea while the importing commaodities are edible oil, coconut oil, oil
seed, raw cotton, sugar, spices, milk and milk products. Imports of edible oil and oilseeds
have surged, while rice imports have been declining. The country receives about one
million tonnes of wheat in food aid?:
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2.2Trade& Agriculture

2.2.1 Import and Export

Agriculture export increased to US$139mn from US$128mn four yearsbefore WTO, but
after the implementation of AoA in the period of 1999-2002 there was a significant
declinein the exports of Bangladesh resulting in theincreasein trade deficit of about 38
percent. However, the imports of Bangladesh also increased in the same period from
US$1.248bn to US$1.623bn*. As mentioned above those major imports of Bangladesh
includewheat, vegetable ails, cotton, oil seed, pulses, onion, ginger and rice. Details of
agricultural imports and exports can be seen in Annexure 1.

With thetrade liberalisation came significant increasein theimport of these commodities
and theimport of ricereached to US$186.7mn from US$5.6mn in the beginning years of
WTO. Theimport of cotton increased to US$197.9mn in the year 1999-2002, whilethe
import of soybean and wheat remain the highest, i.e. US$274mn and US$260mn
respectively showing asurgein theimport of wheat (Table 1.1).

Table 1.2 shows there was surge in imports in 1995 of about US$913mn and in
conseguence, the average value of imports in 1995-98 was 78 percent higher than in
1990-94 but was 98 percent higher than the extrapol ated trend value. Annexure 2 shows
changes in import bills and their components for all major food products. Increased
volumes explain most of the rises in import bills in the case of three main products,
namely vegetable ails, rice and oilseeds*.

Table1.1: ChangeintheMajor Export and Import of Bangladesh,
1991-2002 (in US$mn) per year
Trade 1991-1994 1994-1998 1999-2002
Import
Cotton Lint 89.8 167.6 197.9
Rice 5.6 186.7 193.4
Sugar (Raw Equiv.) 18.2 40.2 66.1
Wheat + Flour, Wheat Equiv.) | 164.2 1855 259.5
Dairy Products + Eggs 69.0 58.0 84.5
Fixed Vegetable Oils 137.7 293.8 391.7
Qil of Palm 374 70.3 109.6
Qil of SoyaBeans 94.6 2171 2738
Oilseed CakeMed 0.1 17 191
Oilseeds 47.8 91.1 83.9
Export
Fruit +Vegetables 59 11.3 121
Jute 75.2 82.4 69.2
Tea 39.7 35.0 16.6
Source: http://www.wider.unu.edu/research/2004/2005/2004-2005-4/paper s/chand. pdf
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Table1.2: Food Tradein 1990-1994 and 1995-1998

(averageannual value, in USSmn, and per centage change)
Period Imports Exports Net imports
1990-94 actud (a) 519 10 50
1995-98 actua (b) ar7 8 999
1995-98 extrapolated (c)* 493 3 490
(b)-(a)? 427 (78%) -2 (-19%) 429 (80%)
(b)-(c)? 483(98%) 5(147%) 479 (98%)
Source: Computed from FAOSTAT data. Food excludes fishery products.

In relation to the imports, the export (Table 1.1) of jute was highest amongst fruit,
vegetables and tea but overall with the passage of time there was decline in the total
export of jute per year. The export of fruit and vegetable showed a constant increase
over the years. Data given in the Table 1.3 (FAOSTAT) also showed the same results
that there was fluctuation in the export of Bangladesh but overall there was a sharp
decline. Jute and teaal one account for over 80 percent of all agricultural exports, most of
the remainder being composed of five products or product groups: fruit and vegetables,
tobacco leaves, various crude organic materials, hides and skins and live animals. Jute
being the major export of Bangladesh has problems in market access to the major
importing markets due to tariff and NTBsfor being not covered under AoAS.

Table1.3: Agricultural Tradein 1990-94 and 1995-98
(averageannual value, in USSmn, and per centage change)

Period Imports Exports Net imports
Incl. jute | Exd.jute

1990-94 actual (a) 134 5 546

1995-98 actual (b) 1250 134 57 1116

1995-98 extrapolated (c)* | 646 &b 1 561

(b)- (8?2 570(84%) 0(0%) -2(-3%) 570(105%)

(b)-(c)? 604 (93%) 49 (58%) 11(27%) | 554(99%)

1 Extrapolated value based on 1985-94 trend.

2 Numbers in parentheses are percentage changes over (a) and (c) respectively.

Source: Computed from FAOSTAT data. Agriculture excludes fishery and forestry products.

2.2.2 Tariff on agricultural products

Sinceindependence, Bangladesh'strade policy has experienced several phasesand has
evolved from an inward oriented economy towards open export oriented and liberalised
economy. Trade reforms were undertaken as part of the conditionality imposed under
stabilisation and structural adjustment policies promoted by the IMF and the World
Bank. During the 1970s, Bangladesh followed an import substituting industrial policy,
which was an inward looking strategy characterised by high degree of regulation and
control over exports, imports and investment. While in 1980s, there was beginning of
shift towards export-oriented industrial policies. Inthe First Phase of tradeliberalisation
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(1982-1986) New Industrial Policy (NIP) were made and in the Second Phase of trade
liberalisation (1987-1991) government has worked on Revised Industrial Policy (RIP)
resulting into changing the base of the import control system in January 1985 from the
“PoditiveList” toashorter “Negative List” and export sector wasprovided withincentives
through export performance benefit (XPB) and Duty Drawback Schemes (DDS) on
imported inputs.

Butin 1990s, the Third Phase of tradeliberalisation (1992 onwards) the economic reforms
gained momentum and trade policy reform has been integral part of the comprehensive
economic reform. Successive governments pursued export-led growth strategy and
volume of foreign direct investment (FDI) gradually increased. This was a decade of
transition from aid dependence to trade orientation, and enhanced integration of local
economy with the global economy, and steps were taken to:

reduce the number of items under quantitative restrictions (QRS);

rationalisetariff structure;

simplify thetariff structure and reduce thelevel of tariff dispersion; and

freeall agricultural commodities of QRsexcept three HS.

In the Uruguay Round, Bangladesh offered ceiling tariff bindings of 200 percent ad
valoremon all products covered by the AoA, with the exception of 30 lines for which
the bound rate was 50 percent. And all “other duties or charges’ were bound at 30
percent on all these products, so that the overall bound rates were 230 percent on most
products and 80 percent on the 30 tariff lines (Annexure 3 & 4).

In July 1999, trade-related QRs remained on imports for three products. eggs, except
hatching eggs (HS 0407.00), tendu leaves (biri leaves) (HS 1404.901), and all goods
including lard stearin but excluding non-edibletallow and RBD pam stearin (HS 1503.001).
In 2000 and onward, government carried forward the reformsinitiated earlier inamore
productive way. The Import Policy Order (2003-06) describes the objectives of trade
policy, i.e. to keep pace with globalisation and the gradual development of free market
economy under the WTO rules and facilitate imports of technology for widespread
expansion of use of modern technology.

2.3 Policies& Import Surges

Under AoA, Bangladesh has not made any commitment in Uruguay Round in reducing
subsidies under domestic support, due to the reason that all the support given to the
farmersinthe areaof research, extension and infrastructurewhich are non trade distorting
and comes under green box®. The total Aggregate Measure of Support (AMS) interms
of input subsidies, i.e. seeds and irrigation from the base year of 1986-87 till 1995-96,
there was an increase of about 2 percent and 1.5 percent in relation to the value of
agricultural production while there was a decrease of 2 percent in fertiliser subsidies
(Annexure5). Whilein termsof product specific subsidiesAMS, support price schemes
existed for rice and wheat only. Estimates showed that AM Slevelswere very small and
typically negative (because support priceswerelower than import parity prices). Insum,
these estimates show that total AMS for Bangladesh is very small, amounting to less
than 3.5 percent of thevalue of agricultural output. Thereis, therefore, need to revisethe
national polices within the framework of AoA and thus provide subsidies and price
supports to safeguard the interest of small farmers/producers.
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Landholdingsin South Asian countriesarethe bases of theincome generation/household
earnings or main source of livelihood for the rural farmers. Similarly, in Bangladesh
people have small landholding to depend on. According to the report on Census of
Agriculture 1996, out of thetotal farm holdings of 19.96 million acres, the small holdings
(0.05 - 2.49 acres) account for 79.87 percent against 70.34 percent in 1983-84. Medium
holdings (2.50 - 7. 49 acres) stand for 17.52 percent against 24.72 percent in 1983-84.
Large holdings (7.5 acres and above) account for 2.52 percent against 4.94 percent in
1983-84. Dueto the small farm holdings, the farmersdo not generally use modern farm
implements and technol ogy.

Theinadequate subsidy is another reason for the farmers to face the problem of cheap
import surge from the neighbouring countries. Although the government has in the
recent years adopted the policy to increase the subsidy and assistance to agriculture
sector, the amount of subsidy and assistance is insufficient for the growth of thisvital
sector (the government increased subsidy and assistance to agriculture sector from
Taka 300 crore (US$44.9mn) in 2003-04 to Taka 600 crore (US$89.8mn) in 2004-05 and
Taka 1200 crore (US$179.8mn) in 2005-06).

Therura farmershaving small landhol dings and inadequate subsidies could not compete
at international market; rather they arefinding it difficult to get market accessfor their
agricultural products and facing the challenge of cheap import surge. At domestic level,
the main reasons are the un-organised market system and price control system/policy
due to which the grassroots producers are not getting due prices of their produce.

The domestic polices are aso related to the international policies. Under AoA, the
tariffication process can have affects either positive or negative on the domestic prices
in addition to the government pricing policy. However, the applied tariff remained not
effective enough in influencing the domestic prices, not only dueto unpaid duty imports
from the devel oping countries, which has affected the domestic prices but also due to
cheap quality domestic produce.

As the imports to Bangladesh are not recorded, the country has not paid any duty;
hence thereisno compliance with the WTO custom val uation provision on agricultural
products. Besides, due to water in the bound rates and applied rates, Bangladesh can
protect its boarder through reduction in tariff bindings on different products. In that
event a distinction would need to be made between “sensitive” and other products,
based on in-depth analysis of theimportance of individual commaoditiesfor the economy
and itsfarming sector.

2.4 Position on Special Productsand Special Safeguard M echanism

Bangladesh has no access to Special Agricultural Safeguards (SSGs) and so has no
experience with these or with general WTO safeguards. As an LDC, Bangladesh is
exempted from tariff reductions on agriculture products (ref: Hong Kong Declaration).
Following this chain of thought, if Bangladesh is completely excluded from reduction
commitmentsinthe AoA, it may be argued that negotiations on SPsand SSM will not be
of the country’s concern (Ruffer, 20037).
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However, it isimportant to keep in mind that in the coming years, there is going to be
pressure on the LDCsto take on at |east some commitments on a‘voluntary’ basis and
to bind their tariffs. In this way, although Bangladesh may not be directly concerned
about ‘ SPs’ asyet, it might till bein the country’sinterest to participatein the negotiations
relating to setting the criteriafor: designation of SPs; identification of SPs; treatment of
SPs; setting up of SSM; and linking SPs and SSM.

In Bangladesh, agricultureisthe most significant sector of the economy. It isthe major
source of livelihood to almost 80 percent of the population, and approximately two
thirds of the labour force is employed in agriculture. Currently, agriculture (crops,
livestock, fisheriesand forestry) accountsfor onethird of GDP and agricultural products
constitute 32 percent of the total value of exports (FAO Country Case Study?).

Moreover, food security® is of paramount importance to Bangladesh. In order to ensure
food security, Bangladesh must own the ability to support and protect local production,
as well as have the opportunity available to export to other countries so that farmers’
income increases. In this way, once again the implications of any agreements on SPs,
Sensitive Products, and SSM will be crucial to Bangladesh in thelong run.

Asyet, Nepal isnot amember of the WTO, but enjoys observer status. Again, being an
LDC that has not yet acceded, its concerns should relate primarily to accession and
support of developing countriesrather than devel oped countries. However, LDC members
of the WTO (including Bangladesh) have indeed taken a cohesive stance in the
negotiations concerning SPs and SSM, by supporting the G-33 proposal®. Thisis
reflected in the Joint Communication from the G-33, African, Caribbean and Pacific
(ACP) Group, and LDC'son SPsand SSM circulated on May 10, 2006, (see Annexure 6).

3.India

3.1Importanceof Agriculturet

According to the trade policy review of India, due to trade liberalisation and structural
reformsthe economy of Indiaisgrowing very vigoroudly with real GDP growth averaging
some six percent annually with the target of higher real GDP growth between seven
percent to nine percent as compared to 5.4 percent in year 2001-02. Indian economy is
liberal enough with the view of strong linkages between trade and economic growth.
The government has reduced tariff and QRs on imports as well as reduced export
restrictions. The Indian Government is planning to make further reduction in tariffs,
structural reformsand reformsin tariff and other tax with ensured protection. Moreover,
with the customs tariff accounting for some 30 percent of net government tax revenue,
further reform of thetariff may depend on major tax reform.

During thetrade policy review of 2002, the applied tariff which averaged some 32 percent
in 2001, remained relatively high and in the trade negotiations | ndia has taken additional
bindingsontariff lines, and the tariff lineswhich are bound increasesfrom 67 percent to
72 percent, while the average bound rate was about 50.6 percent higher than the applied
MFN rate, provided the space for applied rates to be increased on certain agricultural
products.
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Policy inthe agriculture sector has been guided by domestic supply and self-sufficiency
considerations. Thus, the sector is shielded through import and exports controls,
including tariffs, state trading, export and import restrictions. The result of this policy
has been asubstantial increasein stocksto unsustainablelevels and the costs associated
with maintaining these stocks. For price and distribution control, India has Public
Distribution System (PDS), through which certain staple commodities are procured and
distributed on subsidised rates, ensuring thefood security of low incomefamilies. Also,
it works through price controls maintained for staple foods to ensure remunerative
pricesfor farmers. The staple productsinclude wheat, rice, sugar and edible ails. Indian
agriculture? is complex and vast venture to take on any policy decision. Not only in
South Asiabut intheworld Indiais playing aleading rolefor being the largest producer
of milk, fruits, pulses, cashew nuts, coconuts and tea, the second largest producer of
rice and wheat, and fourth largest in coarse grains. India is also one of the largest
producers of cotton, sugar, sugarcane, peanuts, jute, tea and an assortment of spices.
Agriculture sector in India is providing the source of livelihood/employment to 70
percent of the rural and seven percent of the urban households. Indian agriculture
consists of many sub sectors, i.e. grain crops, commercia crops, plantation sector,
horticulture, forestry and livestock etc.

According to the Economic Survey 2005-06, therewerefluctuationsinthe growth ratein
agriculture sector. Under the 10" Plan, the agricultural growth remained 10 percent
according to the provisional estimatesin year 2003 04, while showing a growth rate of
2.3 percent in year 2005-06. It is estimated that the growth on coarse grains, pulses,
oilseeds, cotton, rice, sugarcane etc., will be marginally increased. While horticulture,
floriculture, fishery, poultry and animal husbandry, which accounts for 30 percent of
productionin agriculture and allied sectors, are expected to achieve agrowth rate of six
percent. Production of commercial cropslike, jute, tea, coffee, oilseedsand sugarcaneis
also expected to increase, although by alower rate. Consequently, overall value added
inthe primary sector isexpected to increase by three percent in 2005-06.

Table1.4: Annual Average Growth Rate (at constant pricepercent)

Frve Tear Plan Orverall GOP growih rale Agrcaliure & Alled Secions
Sewenth Plan |1525-1980) B0 17

Anmeal Flan (1930-52) 14 13

Eighth Plan (168257 1 & ¥

Pnth (=l 155 - 000 5] a9

Tenih: Plan (3002.07

SN L} o'

200304 [: ] 100

T0E-0500 75

IO05-06{A a1

P Froemional, o Ouck ewbmales, & fdbvarce esBmales
Mot | Gaowth rabes priod 10 2000 Dased on 1EEAE prices asd i 2800-01 oewvids Dagsd o iew e RS
Bt 1HFE-AN0 phcea

Boawrs ; TED

Source: economic survey India 2005-06 (http://indiabudget.nic.in)

In the year 2004-05, grain stock of India grew by 204.6 million tonnes and estimated
about 105 million tonnes of Kharif crop in 2005-06, and expected to riseto 208.5 million
tonnes in the fiscal year ending in March 2006. Along with food grain production,
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India's total rice production was about 85.3 million tonnes in 2004-05 and expected
about 73.8 million tonnesin 2005-06, whilethe cotton production for the 2005-06 marketing
year isnow seen at 18.4 million bales, compared with aprevious forecast of 17 million
bales. In commercial crops, the production of sugarcane showed higher production as
compared to other crops, i.e. 232.3 million tonnesin the year 2004-05 and expected about
257.7 million tonesin year 2005-06, followed by oil seeds, cotton and jute respectively.

In horticultural, crops including — fruits, vegetables, spices, floriculture and coconut —
the production of 164 million tonnes recorded in the year 2004-05 and the sector
contributed about 28 percent of GDP from agriculture agai nst the target of 8-9 percent.
Horticulture sector not only contributes towards the economic growth but also acts as
the source of food security and livelihood for the communities. The importance of
horticulture includes. improving the productivity of land; generating employment;
improving economic conditions of the farmers and entrepreneurs; enhancing exports;
and above all, providing nutritional security to the people®3,

n plantation sector, India is the largest producer and consumer of tea in the world,
accounting for 27 percent of the world production and 13 percent of world trade. India
contributes around four percent in theworld production of coffee andiswell known for
its Robusta and Arabica coffee. In 2004-05, thetotal production of coffee wasrecorded
as 2.75 lakh tonnes, which was 2.81 lakh tonnes in 2005-06. Rubber is produced in 16
different states of Indiaover an areaof 5.7 lakh hectares, contributing to the livelihood
of the rural communities of small landholdings. The production of rubber in 2005-06
recorded around 780 million tonnes, which islessthan the required consumption of 799
million tonnes.

Indiaisthe biggest producer of milk intheworld. InIndia, thedairy sector is somewhat
in the hands of cooperatives involving millions of women and men. Dairy products
showed asignificant increaseinimportsof 371 percent during 2001 and 2004, whilethe
production during 2004-05 remained 90.7 million tonnes with 232 gm/day per capita
availability. This not only shows that dairy sector is providing employment but also
fulfilling the nutritional requirement.

3.2Tradesand Agriculture

As mentioned above due to the complex agricultural system, Indiain order to protect
and support its farmers in the era of trade liberalisation, which has caused changesin
the world prices, has initiated reforms in many policies from import substitution to
outward orientation. The farmers have been supported by the price support programme,
government procurement and input subsidies resulting in the net taxation of the
agricultural sector, whilethe non-agricultural sector received protection. The extent of
total taxation of the sector was estimated to 29 percent of the value of agricultural
production during 1971-85, 18 percent during 1986-91, but only nine percent during
1992-95%-

Tradeliberalisationin Indiain 1991 wasinitiated with tariff reductions, elimination of
guotas and economic reforms. Liberalisation was extended to agriculturein 1994, when
the government lifted a number of restrictions from imports and exports, simplified
trade measures and reduced public interventions in domestic markets. During April
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2005-February 2006, the total Indian exports were about US$88bn and imports were
around US$126bn.

3.2.1 Exports and I mports

India’'s basmati exports in 2005 touched an all-time high of 1,120,000 tonnes, up 45
percent. In value terms, exports rose to US$596mn compared with the previous year’'s
figureof US$432mn. The non-basmeti rice exportsroseto 3,640,000 tonnesfrom 2,601,000
tonnes. Invaueterms, it was US$880mn from US$483.8mn*. Inthe Table 1.5 there are
around more than 30 agricultural commaodities/products of exportableimportance/worth/
significance, contributing around 14 percent of agricultural export in national exportin
year 2001.

Agricultural policy of India has different plans, although the data mentioned above
comes under the 8" Plan, but can be useful as base for having an idea of export and its
contribution to the total national export. The total agricultural export recorded around
Rs 16254.29 crores (US$3.65bn). The major exportable products are rice, whest, tea,
coffee, spices, tobacco etc.

According to Food and Agriculture Organisation (FAO) study® in order to negotiate
AO0A for better market access for India's exportable agricultural products, thereis need
to identify the commoditiesthrough abetter analyses of agricultural exports during the
period of 1990-1998. Different ohservationswere made: theriseand fall in different years
inthe export of several commoditiesisdueto theriseand fall intheworld prices of those
commodities and also because of countries position in trade negotiations.

However, both theannexure 7 & 8 showsthat among cereal s, rice exportswereimpressive.
Market accesstermsfor rice sincethe UR remain difficult in many importing countries-
an indication of the prospects for Indian rice exportsif further reforms are made in the
new round of trade negotiations. Fresh fruits, processed fruits and vegetables are also
contributed significantly in the agricultural export (Annexure8).

In order to face the challenges of food security, India has made many changes and
reformsinitspoliciesrelated to imports of different agricultural commodities. Table 1.5
shows the import of pulses, cereals, sugar, spices, vegetable oil and tea.
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Table1.5: Import of Agricultural ProductsValue: (Rsincrore)

Commodity April 99 - April 2000- April 2001-
Mar ch 2000 March2001 (P) October 2001 (P)
Quantity | Vdue Quantity | Vaue Quantity | Vaue
1 2 3 4 5 6 7
Pulses 250.77 |354.69 348.47 |493.79 1165.04 | 1685.37
Wheat 1365.97 |774.35 4.22 2.87 135 0.84
Rice 34.99 29.95 13.20 17.79 0.06 0.06
Other Cereals 205.20 |114.07 30.38 15.61 3.85 2.00
Cereal Preparation 1436 |43.14 20.27 48.90 25.21 56.83
Milk & Cream 18.89 107.31 137 7.66 0.70 5.14
Cashew Nuts 256.00 |1198.26 | 249.09 |962.14 7.88 18.88
Fruits & Nuts - 590.84 - 803.99 - 353.40
Excluding Cashew Nuts
Spices 65.08 [294.10 50.75 249.60 36.90 232.27
Sugar 1181.18 {1110.80 | 30.61 31.36 26.53 3243
Oil Seeds - 15.42 - 7.89 - 0.98
Vegetable OilsFixed 4195.64 |8046.05 | 3974.64 |5932.76 | 2776.24 | 3985.01
(Edible)
Vegetable& Animal fats| 1.35 10.07 2.04 13.74 9.30 22.39
Cotton (Raw & Waste) | 237.40 [1253.93 | 212.07 |1183.15 | 236.72 | 1329.49
Jute (Raw) 137.40 [139.31 73.37 82.57 33.56 38.90
Tea 5.06 25.61 6.40 41.49 6.22 35.98
Wood & Wood - 1958.83 | - 2135.05 | - 1511.58
Products
Total Agricultura 16066.73 12030.36 9311.55
Imports
Total National 215528.53| 2 26773.47 141989.68
Imports
% Share of 7.45 531 6.56
Agricultural Importin

@ : Other Oilseeds.
@@: Oilseeds

Commerce, Kolkata.

# . Commodity not reported

P: Provisional Source: - Director General of Commercial Intelligence & Statistics, Ministry of

http: //www.agricul ture-industr y-india.convindia-agro-statistics/import-agricul tur al -products.html

Table 1.6 shows trends in imports (value, volume and price) for selected major food
products. Themost striking experience has been with vegetable oils, importsof whichin
1995-98 were nine times higher in value than that in 1990-94. Imports of fruits and
vegetables have also increased significantly in the post-1994 period, and for pulsesthe
increase has been more modest.
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Table1.6: Importsand Import Unit Valuesof M ajor Food Products,
1990-94 and 1995-98 (annual aver age)
Actual value Trend value' | Percentagechange
1990-94|1995-98| 1995-98 (b/a) (b/c)
Product Unit @ ) (o d ()
Vegetable millionUS$ | 141 1280 -182 2 2
ails, 000 tonnes | 305 2129 -429 2 2
Total US$/tonne | 477 610 518 28 18
Pamoail millionUS$ | 9 A -39 2 2
000 tonnes | 249 1609 -137 2 2
US$/tonne | 406 5% 439 a7 »H
Other oils millionUS$ | 42 39 -143 2 2
000 tonnes | 56 520 -291 2 2
US$/tonne | 74 647 864 -14 -25
Fruit & millionUS$ | 39 669 513 K1l
Vegetables | 000 tonnes | 819 1145 318 0 2
US$/tonne | 49 586 560 18 5
Pulses millionUS$ | 188 325 188 3 3
000 tonnes | 570 ypan 535 7 PA]
US$/tonne | 329 m 315 A 4
Cereds millionUS$ | 80 29 A 163 2
000 tonnes | 388 1288 434 232 166
US$/tonne | 268 21 265 21 -20
Sugar millionUS$ | 147 A 218 -36 -57
000 tonnes | 389 335 162 -14 107
US$/tonne | 310 345 420 u -18
Dairy millionUS$ | 9 6 -2 -38 2
Products 000 tonnes | 33 2 -122 -16 2
US$/tonne | 306 183 329 -38 43
Source: Computed from FAOSTAT data.

3.2.2 Tariff on Agricultural Products

Like complex agriculture system, the trade policy regime of India had been also highly
complex until early 1990. The protective measures included tariff barriers, non-tariff
Quota Restrictions (QRs) and outright prohibition of imports. The import and export
(EXIM) policy in effect from 1992 to 1997 significantly reduced trade restrictions and
liberalised the import of capital goods and raw materials. The 1991 economic reforms
also made a break from the earlier approach by replacing the positive-list approach of
listing licencefreeitemson the open general licence (OGL) with anegativelist approach.
However, QRs, including import-licensing requirement, were maintained on anumber of
products on balance of payments (BoP) grounds. Theseitemswerelisted in the negative
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list of importsinIndia’sofficial EXIM policy. Althoughin 1991 reformsfirst did away
with import licensing on virtually all intermediate and capital goods, consumer goods,
which accounted for nearly 30 percent of thetariff linesthat remained subject to import
licensing (WTO 1996). The government’sview wasthat | ndian exports were subject to
supply constraints, and thus unresponsive to price changes resulting from altering the
exchangerate. Essential importsweresimilarly considered price-indlastic. But “luxury”
imports were not. Given that the import basket would contain some of both, it was
argued that the targeted QR system was the most efficient way of managing large
volumes of luxury imports. In this respect, the QR regime operated successfully to
discourageimportsof anumber of products such asmeat, fish, cereal's, malt and starches,
cocoa, chocolate, nuts, fruit juices, wine beer spiritsand Vinegar'” (Annexure 9).

Inthe Uruguay Round, Indiabound 81 percent of all agricultural tariffsat two levels: 34
percent of thetariff linesat 150 percent and 47 percent at 100 percent. Four percent of the
tariff lines were bound at 350 percent and another 15 percent at less than 100 percent,
including zero bound rates on 11 lines. The zero bindings for commodities like rice,
maize, millet, plums, fresh grapes and dried skimmed milk were committedin earlier GATT
rounds®- The simple average of the roughly 600 tariff lineswas 116 percent. All tariffs
were ad valorem, i.e. there were no specific tariffs.

Indiad so maintained QRsin theform of import prohibitions, import licensing or canalised
importsfor roughly 43 percent of theagricultural tariff lines (606 out of atotal of 1 398).
For 262 of these products, the restrictions were based on security, religious and
environmental considerations, whilethe BoP exception under GATT ArticleXVIII B was
invoked for the others.

Therewere no other market access commitments (e.g. tariff rate quotas), since Indiahad
opted for ceiling bindings rather than tariffication. Consequently, India cannot avail
itself of the special safeguard provisions of the AcA.

Apart from the QRs maintained on BoP grounds (discussed below), India has had no
particular probleminliving up toitstariff commitments. Inlarge part, thiswas because
of the series of trade policy reformsthat wereinitiated unilaterally in 1994 (aspart of the
processbegunin 1991). For example, import controlson sugar and cotton werelifted in
1994, and theimport of palmolein was permitted under OGL, with 65 percent import duty.
Subsequently, in 1995, almost all edible oils (except coconut oil) were put under OGL,
with animport duty of 30 percent. The duty on edible oilswas reduced further in 1998.
Imports of butter oil and skimmed milk powder were exempted from canalisation and
licensing requirements.

Oneindicator of the ease or the difficulty of living with the new trade regimeisthe gap
between applied and bound tariff rates. Asin many other devel oping countries, applied
ratesare considerably lower than the bound rates, averaging roughly 26 percentin 1997/
98, compared with the average bound rate of 116 percent. According to one analysis,
current applied MFN tariffs!® for as many as 556 (83 percent) of the 673 agricultural tariff
lines at the 6-digit HS level arelower than the bound rates by at |east 50 percent (Table
1.7). For example, the bound ratefor wheat is 100 percent, but flour millsare permitted to
import wheat duty-free subject to licence. Similarly, pulses with a bound rate of 100
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percent, pay ho duty and face no QRs. Import duties for most edible oils are bound at
300 percent, but applied rates have been in the range of 15-30 percent in recent years.

Tablel.7: Applied MFN Tariffs: Distribution Accordingtothe
Differencewith Bound Rates

Appliedrate(reativetobound rate) No. of tariff linest Per cent of total
75% lower or more 01 59.6
50-74% lower 1% 230
25-49% lower 2 43
10-25% lower 30 58
Upto 10% lower 4 6.1
Above bound rate 8 12
Total 673 100

1 At the 6-digit HS level.

Source: A. Gulati, R. Mehta and S. Narayanan, “ From Marrakesh to Seattle: Indian
Agriculture in a Globalising World” , Economic and Political Weekly, 34(41).

Nevertheless, not al experiences have been that smooth. First, in someinstances, though
they were few, applied rates have exceeded bound rates. Second, Indiawas stuck with
zero tariff bindings for some products, resulting from previous rounds, as noted above.
Apart from the fact that the bindings are very low (zero), they pertain to sensitive food
products. India has been negotiating with WTO members to raise these bindings to
levelscomparableto other products. Third, considerabl e difficultieshave been faced in
theWTO on theissue of QRs maintained on BoP grounds, asdescribed in the paragraphs,
whichfollow?.

Indiahad initially announced atimetable of nine yearsto eliminate the QRs, but it ran
into objections from a number of WTO members. Following negotiations, it agreed to
phase them out by 2003. The proposal was accepted by all countries except US, which
filed adispute against India. The WTO Dispute Settlement Body (DSB) ruled against
Indiain September 1999. Indiabegan lifting the QRs unilaterally, pending conclusion of
negotiationswith US. In December 1999, Indiareached an agreement on atimelimit for
lifting the remai ning QRS, which was determined after 18 monthsfrom the date of adoption
of the Report of the DSB, i.e. April 2001. Inthe meantime, in the budget presented to the
Parliament in February 2000, the Indian Government reiterated its intention to remove
QRson 714 tariff lines (including non-agricultural products) from April 2000.

It was feared by many that the abolition of QRs would lead to a surge in imports,
although most analysts believed that the impact would be minimal because domestic
priceswere generally lower than the world market pricesfor most agricultural products.
Certainly, thereisno evidenceto date of any impact. However, India’ s experience with
tradeliberalisation has on the whol e not been negative. Most trade policy reform measures
wereinitiated unilaterally as part of an economy-wide reform processthat beganin 1991,
before the Uruguay Round disciplines applied. With applied rates considerably below
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the bound rates, there is ample margin for lowering the bound rates, if that becomes
necessary as aresult of new multilateral negotiations.

3.2.3 Domestic Support & Export Competition

Besides all other support measures, India in the Uruguay Round made a detailed
submission on support measures during 1995-96 under the green box subsidies, which
accounted US$2196mn, and of the total support, 71 percent was given on single item-
public stockholding for food security purposes. India's product-specific AMS for the
base period (1986-88) was negative to the tune of Rs 244 hillion (US$5.5bn), or about 22
percent of thetotal value of agricultural production. Support was negativefor all crops
except tobacco and sugarcane. For 1995-96 a so, the sum of product-specific AMSwas
negative, equivalent to 30 percent of the value of agricultural production?. India has
not given any submission on direct export subsidies on agricultural products for base
period; neither has notified any export controls and taxes. There were some limitations
on the export of certain agricultural products but in 1995 the limitation wereremovedin
order to freeing agricultural products of export restrictions.

3.3 Policiesand import Surges

India' strade led growth strategy has bypassed agriculture — the main source of poverty
alleviation. Simulations show that roughly 100 million people could be lifted out of
poverty with liberalisation in the devel oped countriesin agriculture. India s exportsare
likely to increase by 13 percent if trade distorting domestic support is reduced. At the
sametime, agriculture isthe most vulnerable sector in India. In total, India contributes
21.8 percent of global paddy production, but yield per hectarein 2002 was|essthan that
in neighbouring Bangladesh and Myanmar. Agricultural investment fell from 2.2 percent
in1990sto 1.7 percent in 2004-05. Turnaround in publicinvestment in agriculture reached
itshighest levelsin 2004-05 since the early 1990s.

Earlier, protectivemeasuresincluded tariff barriers, non-tariff QRsand outright prohibition
of imports was completely liberalised by 2002. Averagetariffstoday isat 12.5 percent
with paratariffs one of the lowest in the region, i.e. about four percent Countervailing
Duties (CVD). India has bound 69.8 percent of its tariff lines, whereas prior to the
Uruguay Round, only six percent of the tariff lines were bound. Tariffs were reduced
autonomously but bound because of Uruguay Round. As aresult of Uruguay Round,
Indiaremoved QRson agricultural products maintained on BoP grounds and bound all
itstariff linesin agriculture. Indiahad bound itstariffsat 100 percent for primary products,
150 percent for processed products and 300 percent for edible oils. Product-specific
support has been negativewhile subsidies on agricultural inputs, such aspower, irrigation,
fertilizersetc., remained below the permissibleleve of 10 percent of thevaueof agricultural
output.

Developing countries need not reduce tariffs unless “substantial” and “effective”
reduction in trade distorting subsidies by developed countriesisensured. The Blue Box
and Green Box are explicitly clarified to ensure that subsidies given under them are
indeed none or minimally trade or production distorting. Low or no tariff reduction for
developing countriesin“ SPs” is meant to safeguard “food security, livelihood security
and rural development needs’. G-33 (mainly LDCs) and Indianow arejointly working on
criteriafor SPs.
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Table1.8: Import Surges
Product Group Import Import Decline Limited Low Staple
surges surges in scopeof | income and| food
above10% | accompanied | welfare | diversfication | resource |items
with on account poor
decline in of farmers
domestic geographical | account for
production conditions | more than
25% of the
production
Livestock Yes Yes Yes
Milk Yes
concentrate
Cheese Yes
Wheat Yes Yes Yes
Rice Yes Yes
Barley Yes Yes Yes Yes
sorghum Yes Yes Yes Yes

As mentioned in previous section India imports have been increasing as tariffs are
lowered. Between 1996-97 and 2003-04, agricultura imports have goneup by 270 percent
by volume and 300 percent in valueterms, and devel oped countries have started investing
in the Indian market for their interest of agric business, affecting the livelihood of the
rural communities.

According to news some crops could be designated as SPs, because the livelihood,
employment and food security of the rural farmersare directly linked with these crops.
Thesecropsarei.e. cotton, edible oil (coconut, soyabean, mustard, palm, safflower and
sunflower), spices, coffee, pepper, tea and dairy. Due to the diverse agro ecological
zones and rich biodiversity, Indiais growing 260 crops every year besides medicinal
plants, herbs and shrubs. Asagricultureislinked with the livelihood of the rural people
of India, the 260 cropsare the source of income and food security for the people depended
onit. According to econometric analysisIndia’'s SPswould fall broadly in the categories
of dairy and poultry products, vegetable and fruits, spices, cereals, oil seedsand edible
oils and certain processed products. Imports of these products have grown by almost
216 percent between 1995 and 2004. Some of the SPs are precisely the products grown
mainly inthosefour states, which are witnessing the continued spate of farmer suicides.

A vast country like Indiawith extremely diverse agro-climatic regions, even 100 SPsmay
prove inadequate to protect the livelihood and food security concerns of small and
marginal farmers and agricultural workers, Indianeeds more than 350 tariff linesto be
protected under SPs in order to ensure that the farming community does not take to
mass suicides.

Asdiscussed earlier two that landhol dings are al so an important factor in the livelihood
dependence of alarge farming population in Bangladesh, similarly in India, cropslike
cotton, rice, sugarcane etc., are of commercial importance and are also the source of
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livelihood for the vulnerable small farmers/producers, who own small piecesof landin
various states of India. Moreover, the crops grown on these landholdings are the staple
food of that areafulfilling the nutritional requirement and ensuring food security of the
concerned farmers. Main crops grown by small farmers on small landhol dingsare cotton,
coconut, sunflower, safflower, soyabean and species for which the farmers’ needs
protection from either case, i.e. domestic support or import surges.

Almost 50 percent of the average size of farm holdings in cotton is less than four
hectare. During 1990-2005, theimport of cotton lint increased at acompound growth rate
of over 75 percent. Thiswas despite the customs duty being increased from zeroto five
percent in the year 2000. Since 1995, international prices have exhibited a downward
trend, declining by more than 55 percent between 1996 and 2003. A study indicatesthat
during 1994-2005, cotton lint had international priceinstability index of 15.47. Thiswas
transmitted to domestic price volatility, which had an instability index of 13.7.

Similarly, around 50 percent of thefarm holdingsin oilseeds arelessthan 4-hectare size.
As discussed in the previous section (Trade in India) India has now emerged as the
world’s biggest importer of edible oils. This had severe implications for millions of
farmerslanguishing in the harsh environs of the dry land regions. Cheaper imports have
however not only taken away that advantage but al so destroyed millions of livelihoods.
Compared to the import of 1.02 million tonnes of edible oils in 1997-98, the imports
multiplied to 2.98 million tonnes. In 1999-2000, Indiaimported five million tonnes of
edible oil thereby emerging as one of the biggest importer of edible ails. In 2005, the
import bill soared to US$3.2bn.

Coconut isthe main oilseed grown in Kerala, with 3.5 million small and marginal farm
househol ds dependent on this crop for their livelihood. The price of coconut oil follows
the pricetrends of substitutes such as soyabean oil, mustard oil, palm oil, safflower and
sunflower oil. Sharp declinesin international prices of edible oils and depressed unit
value of imports have not only adversely impacted coconut oil producers, but also
producers of coconut. Also, loss of domestic market share of coconut oil directly led to
reduction in demand for coconut.

In Maharashtra, the area under soyabean covers 50 percent of total areaunder oilseeds,
an increase by more than 10 times during 1990-91 and 2004-05, showing the marked
preference of the farmers for this crop. However, expectation of steady income from
soyabean cultivation has not materialised due to decline in import unit value.

Indiaisthelargest producer of spicesintheworld. The estimated production of various
spicesin India during 2003-04 was 3.75 million tonnes and covered some 2.6 million
hectares. Given the fact that the average size of more than 95 percent of the holdingsin
Indiais less than half a hectare, the production of spices is conducted at subsistence
level and determinesthelivelihood of at least 5 million farmersand 25 million population.

Ananalysisreveaed that during 1997-98 and 2002-03 co-€fficient of variationin prices
for pepper was as high as 50 percent. Also, cropswith high export intensity experienced
wider fluctuationsin pricesthan other crops. In real terms, the price of coffee recorded
afall tothetune of 59 percent, tea41 percent and peppers 69 percent during 1997-98 and
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2002-03. Thefall intheprice of primary productswas associated with asignificant drop
in productivity of tea, coffee and pepper. As far as trend in imports of spices are
concerned, these increased by 542 percent during 1995 and 2004. The increase was 48
percent during 2001 and 2004.

3.4 Position on Special Productsand Special Safeguard M echanism

Considering Development Dimension, i.e. SPs and SSM in agriculture in trade
negotiations, commitmentsin agriculture should be proportionately lower than those of
the developed countries and that special and differential treatment (S&DT) should be
integral to all aspects of the negotiations. Paragraph 8 flexibilities (a) applying lessthan
formula cuts up to 10 percent of tariff linesor; (b) keeping as unbound or not applying
formulacutsfor up to five percent of tariff lines.

Indiahas played animportant rolein almost all negotiating areas. Indiaisakey member
inthe G-20and G-33, G-6 on NAMA,, Friendsof the Chair on Services, and other codlitions.
Because of defensiveand offensiveinterestsinthe WTO, key challengefor the negotiators
liesin identifying and reconciling the diverse range of interests of the stakeholders.

India has not yet officially disclosed that which products could be designated as SPs
but according an article published on September 25, 2006 on “ Restricting SPsand SSM
in The WTO DohaRound will wipe out Indian Farmers’ by Our world isnot for sale?,
that India has faced agrarian crisis and more than 100,000 farmers have committed
suicides and around 40 percent of the 650 million farmers are giving up agriculture
profession. There are so many reasons behind 90 percent of the farmers who have
committed suicides, and their livelihood depends on the production of cash crops,
which are of trade importance and WTO interest.

Indian position on SPsand SSM is based on the need to safeguard small farmerswhose
livelihood isbased on farm hol dings, besi des being the source of economic gains. More
thantwo third of theIndia slabour force, i.e. 650 million peopleareemployedin agriculture
sector. The majority of the landholdings are farmed at subsistence level —the average
sizeof landholdingsisabout 1.4 haper farmer. Mainly farming familieslive bel ow poverty
line and therate of illiteracy ishigh. Indiahas 25 agro-climatic zones, and on the bases
of the crop diversity on these agro-climatic zonesit isdifficult to prepare certain criteria
to designate the SPs and define a consolidate negotiation position.

The tariff reductions/tariff cuts on a number of agricultural products where the new
applied tariff are lower than the existing applied tariff, istermed as SPs. Based on the
livelihood concerns, black tea, wheat, maize, milk products, cream, crude and refined
oils, spices, ginger, cane sugar, rice, sugar and coconut are designated as SPs. Out of
these, edible oils and oil seeds, dairy and dairy products are chosen as SPs, as these
products provide huge employment opportunities. The remaining products are the SPs
assmall farmersontheir small landholdings grow them, impacting on thelivelihood and
food security concerns of the vulnerable rural farmers.
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4. Nepal

4.1 1mportanceof Agriculture

Like other countries of South Asia, agriculture is the main source of livelihood for
farmersin Nepal and contributes about 40 percent to the GDP. Around 76 percent of the
peopleare employed in agriculture out of which 91 percent arewomen. Riceisthe staple
food for the people of Nepal and around 50 percent of the total production of riceis
consumed domestically and the remaining is sold in the market. Besides, Nepal isalso
importing ricefrom Indiathat caused animport surge, wheretheimport quantity increased
from 24,511 metric tonnesin 1999 to 195,000 tonnesin 2000 (FAO).

4.2 Tradeand Agriculture

The trade in Nepa was initially being regulated by licence requirement, QRS, quota,
price administration and high tariff onimports. But with tradeliberalisationin mid 1980s,
there occursreform programmein Nepal dealing withtrade, fiscal and industrial sectors,
followed by structural adjustment programme. The reform process covered the fiscal,
financial, external and manufacturing sectors and dealt with the changesinthetax rates
and slabs, withdrawal of subsidies on food, fertiliser, irrigation and public operations,
elimination of import licence and quotas, rationalisation of tariff structure, reductionin
averagelevel of tariffsetc.

Post-reformsthe averagerate of protection hasdeclined from nearly 111percentin 1989
to 22 percent in 1993 and to 14 percent in 2002. Most tariff ratesnow fall at 5-25 percent
while morethan 70 percent of therates exceeded 25 percent in 19902,

4.2.1 Export and | mport

The external trade of Nepal rose up from Nepalese Rupees 81.3 billion (US$120mn)
during 19942004 to Nepal ese Rupees 190.2 billion (US$2.8bn). During the sametime
period theimportsrose up to Nepal ese Rupees 136.3 billion (US$2bn) while the export
increased to Nepalese Rupees 53.9 billions (US$796mn) and thetrade deficit hasincreased
by 79 percent. Whilethetotal share of agriculture productsisabout 25.8 percent and 19
percent in total export and imports of the country. The major agriculture produceincludes
paddy, maize, wheat, barley, millet, sugarcane, oils seeds, tobacco, potatoes, jute, milk,
fruits, vegetables, meat, egg and fish. The exportable commoadities of Nepal are pulses,
vegetables ghee, jute products, hide and skins, wheat, lentils, cardamom and sugar. The
export of Nepal is restricted to a few countries, i.e. EU for sugar while for other
commodities the market of developing countries. Nepal's import includes, oil seeds,
tobacco, rice and wheat.

The food item in Nepal constitutes about 59 percent share in the consumption, out of
this 24 percent is contributed by rice, wheat and maize. However, the share of agriculture
intotal household incomeis48 percent and for rural household it is55 percent. Theland
holdings are very small (average 0.8 hectare). Dueto lack of modern technol ogy, small
landhol dings, labour intensive agriculture and low intensity farm inputs, the agricultural
productivity of Nepal is very low. Agricultural output has grown at an average of 2.2
percent during thelast fiveyears, lower than 2.3 percent of population growth, implying
negative per capita growth.
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4.2.2 Tariff on Agricultural Products

Nepal has bound its tariff on agricultural goods at an average 42 percent. While the
minimum tariff bindings arefive percent and maximum 200 percent, with 70 percent of
tariff lines at below 40 percent. Thereisno tariff rate quotain Nepal neitherisAMS.

4.3 Policiesand | mport Surges®

Being an LDC Nepal isexempted from tariff reduction on agricultural products. But the
agriculture sector of Nepal isalso affected dueto cheap imports. This can be explained
with the research study on import surges by Action aid International, describing the
effects of surges on farmers and price volatility of rice in the market. There were two
important reasons for the import surges of ricein Nepal from India:

e Duty free market accessto India under the Nepal India Treaty

e De-stocking of food grainsi.e. rice by Food Corporation of India (FCI)

The Indian rice has captured the Nepalese market because of low cost of production,
support price given to the Indian farmersand the decreased price of ricefrom US$0.30in
1999 to US$0.20in 2000. Besides, the protection provided by thetotal fee of 9.5 percent
(eight percent agriculture development fee and 1.5 percent local devel opment fee) was
very low.

Table 1.9: Rice Imports as Share of Domestic Production and Consumption

Year 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002

Imports as 015 |154 | 175 | 336 [177 [ 292 | 129 | 046 | 1.60 | 7.34 | 1.69 | 0.72
shareof
production

Shareof 0.17 |1.70 | 202 | 3.79 [240 | 373 | 142 | 055 | 1.81 | 864 | 1.92 | 0.79
Imports in
consumption

Source: FAOSTAT

Imported rice from Indiausually captured the markets of the boarder villages and also
the markets of Kathmandu (Table 1.10). Thismarket access provided to theforeign low
priced rice has affected the domestic prices and significant variations can be observed
between theretail price of coarseand medium varietiesof Indianrice. The averageretail
price at the national level in Nepal has severely affected the prices in the Nepalese
districts bordering India. The comparison of the prices can be seen in detail in the
Table1.11.
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Table1.10: Proportion of Imported Rice Sold in the RespectiveL ocal M arkets
(asof July 2005)

Market share | Number of Respondents (Figures in parenthesis represent % age share)
of imported ricel Kathmandu | Biratnagar Bhairahawa | Birgunj Nepalgunj
0-20 % 0(0) 5(35.71) 0(0) 0(0) 6 (46.15)
20-40 % 5(62.5) 5 (35.71) 0(0) 6 (50) 5 (38.46)
40-60 % 2(25) 4 (2857) 4(22.22) 6 (50) 2(15.39)
60-80 % 1(12.5) 0 (0) 12(66.66) | 0(0) 0(0)

80-100 % 0(0) 0(0) 2(11.11) 0(0) 0(0)

Total 8 (100) 14 (100) 18 (100) 12 (100) 13(100)

Source: Survey Data

Table1.11: Retail Pricesof Coar seand Medium Ricein Select
NepaleseDistrictsBordering India
DISTRICT RETAIL PRICE OF COARSERICE | RETAIL PRICEOFMEDIUM RICE
1999/ {2000/ | 2001/ | 2002/ | 2003/ | 1999/ | 2000/ | 2001/ | 2002/ | 2003/
00 01 02 03 04 00 01 02 03 04
Nepal average |20.51|17.97 | 17.07 | 17.2 | 17.88 | 24.07 | 22.23 | 21.03 | 21.78| 23.48
Average at border |16.94 {13.99 21.57 | 19.65

Of which
Banke 18.48|13.73 | 11.11 | 13.41| 14.17 | 17.13 | 22.57 | 16.39 | 15.50| 16.93

Chitwan [16.56 |14.55 | 13.23 | 14.11 | 13.82 | 21.10 | 20.05 | 16.88 | 18.85| 19.63
Kailali 15.79 |14.36 | 15.36 | 13.95 | 14.36 | 20.04 | 19.88 | 20.25 | 21.36| 22.05
Parsa 17.25|13.52 | 13.68 | 15.36 | 16.11 | 22.21 | 16.58 | 18.20 | 19.70| 17.36
Rupandehi {16.55 (14.31 | 13.14 | 14.10 | 14.80 | 26.83 | 20.88 | 17.04 | 16.12| 16.68

Morang 17.03|13.49 | 13.21 | 14.57 | 14.65 | 22.11 | 17.95 | 16.67 | 17.08| 19.02
% change Nepal -12.4 -7.6

average

% changeat -17.4 -89

Nepal border

Source: Ministry of Agriculture and Cooperatives

However, the extent to which imports can be attributed for fall in prices needs further
investigation as data shows that prices were also faling in Indian towns bordering
Nepal exactly at the same time. As data demonstrates a slight decline in production in
Nepal in the two years following the surge; the FAO suggests a fall from 1,560,000
hectaresin 2000 to 1,517,000 hectaresin 2001. Government data also corresponds and
suggests a 2.76 percent negative growth in 2001-02. Whilst correlation coefficients
suggest that the declines do not provide strong evidence of any substantial negative
impact due to import surges, qualitative evidence from stakeholders shows that the
production was being hit. Stakehol dersviewed that * competition’ in the domestic market
from Indian importswasthe most important factor in determining production decisions
and influencing prices leading to a substantial reduction in farmers’ income.
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Other local and national issues, which havearolein declining farmers' returnsin Nepal
between 1999 and 2002 are rising input costs such as chemical fertiliser and labour
costs. Theseincreased costs had squeezed the incomes of farmers (they spend up to 80
percent of their cash outlay oninputs). Any impact from import surges, therefore, needs
to be considered within the broader context.

4.4 Position on Special Productsand Special Safeguard M echanism

During 1995-2003, Nepal had faced the incidence of import surgesin rice, wheat and
maize. The duration of the surge remained for oneyear inrice, four yearsin Wheat and
around two yearsin Maize. Nepal, therefore, can have an offensive stancein SSM due
to low bound tariff. Since Nepal as an LDC not required to make any reduction
commitment, is not bound to designate SPs, but can adopt the option of duty and QRs
asremedy against theautomatically activated world pricesof agriculture productsthrough
value and price based trigger mechanism.

5. Pakistan

5.11mportanceof Agriculture

Agricultureis of prime importance in generating economic growth in Pakistan, as the
majority of thepopulation, i.e. 65.9 percent livingintherural area, isdirectly or indirectly
linked with this sector and their livelihood depends upon agriculture.® It employs
around 44.8 percent workforce and contributes 25 percent to the GDP%* The total
geographical area of Pakistan is about 79.6 million hectares, and out of this about 27
percent areaisunder cultivation. Of thetotal cultivated area, theirrigated areaaccounts
for 80 percent.?

Agriculture feeds whole rural and urban population and due to its importance as a
source of foreign exchange earner, planners and policy makers always try to have
authentic data/statistics of the agricultural crops as per area and production. There are
two cropping seasons in Pakistan, i.e. Kharif and Rabi, and there are about 12 major
crops such as wheat, cotton, rice, sugarcane, and maize etc. Currently, the minor crops
like pulses, onions, potatoes, chilies and tomatoes have al so gai ned economic importance
and are also a contributing factor in economic growth?®. This list of approved crop
calendar is given in the annex Il. The importance of agriculture can be seen in three
ways®.

e |t providesfood for consumers and fibre for domestic industry.

® |tisasourceof foreign exchange.

e |tprovidesraw material for industrial growth.

5.2 Agricultureand Trade

Food Security: Food is the basic need of life and the Article 38 of Constitution of
Pakistan makes the state responsible to provide basic necessities of life such as food,
clothing, housing, education and medical relief. In principle, food security has three
main components, i.e. food availability (physical access to food), economic access to
food and effective food utilisation or absorption. There are certain other factors under
these three broad categories of food security, which are playing significant role in
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making a confined analysis of SPs. These factors include poverty, income generating
opportunity, production, consumption, utilisation, imports, exports, expenditures,
economic growth etc.

However, Pakistan is still far behind in its efforts to achieve self-sufficiency in food
production. Dueto reduction of subsidiesand tariff on main food item, aswell ascheap
import of essential food items, the agriculture sector of Pakistan hasbecome morefragile
to the international polices as well as for the agricultural produce to compete at the
international market.

Table1.12: Potential Indicator sof Food security, L ivelihood and
Rural Development

Food Security Sharein Food Expenditure
Sharein calorieintake
Production minus consumption
Import as % of consumption
Regional Importance
Livelihoods Sharein crop of poor

Share of total crop production
Areaunder crop %

Regional Importance

Rural Development Share of Agriculture Value added
Share of World Export

Potential for Value addition

Source: Guidelines to facilitate the selection of Special Products and the implementation of the
Special Safeguard Mechanism in Pakistan, by Sohail Jhangir Malik

Whilediscussing the caloricintake, if werelateit to the data of the Centrefor Research
on Poverty Reduction and Income Distribution (CRPRID)/Planning Commission, it is
observed that about 1/3 of the household or 24 percent people in the country areliving
below thefood poverty line, showing that their nutritional requirementsare not fulfilled.
Table 1.12 shows that poverty in rural Pakistan was about 39 percent in 2001, which
decreased to 28 percent in 2005 as compared to poverty in urban areas, i.e. 15 percent,
showing food insecurity at household level, while the average calorie availability per
capitaisestimated around 2328.

Table1.13: Poverty Indicatorsin 2001 and 2004-05

Fasdocurt Porpnrly G Severity ol Pawerty
i i3 il [ i iz
Fakrwian E'ﬂ .-tﬂ I'E 4 1 ri 148
Lirhisf el 1880 455 287 135 234
Reral =M i A1) A8 54 244 i1
Powerty Lira vyt s "
[F= per ol squevaisnd par o fea el

Souros  CHPHIL  Planreng Commission

74 / South Asian Positions in the WTO Doha Round CUTS}X{

International



Food security also depends on the availability of food. And this can be better assessed
by food availability per capita, with the condition that if there is substantial equitable
distribution among the household. According to the official poverty line, i.e. Pakistani
Rupees 878.64 (US$14.5), if we compare with the cal oricintake, which isaround 2328
calories per day per capita and with the per adult monthly consumption expenditure
share of food, i.e. Pakistani Rupees 332 (US$5.5) for poor, it isobviousthat an average
household comprising of 4-5 persons, cannot get enough calories. However, Table 1.14
showsthat thereis significant increase in theintake of milk, meat, egg and edibleail, if
we compare with the base year of 1949-50, showing that the livestock sector (products)
has potential to beincluded/designated as SPs, as per consumption requirement. Besides,
thereisneed to find out the reasons asto why theintake of pulsesand cereals could not
come up to the mark. One explanation could be the reduction in subsidies as well as,
price trigger and buying capacity of the consumers.

Table1.14: Food Availability (per capita)
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According to the latest figures, the percentage of per adult equivalent monthly
consumption expenditure share (Annexure 10) of food remainshighest, i.e. 49.5 Pakistan
Integrated Household Survey (PIHS 2000-01) and 49.1 Pakistan Social and Living
Standards Measurement (PSLM 2004-05) as compared to services and commodity groups
to the growth rate which was observed 12 percent among the poorest and 19 percent
among the richest.*

Livelihood: Agriculture sector being the backbone of the country’s economy continues
to be the single largest sector for the economic growth and reducing food insecurity.
After the services sector, agriculture contributes about 47.7 in GDP (Annexure 11). As
per target, average agricultural growth rate of 4.5 percent, during the year 2005-06, the
agricultural growth rate was very weak, i.e. 2.5 percent. Due to poor showing of major
crops and forestry and weaker performance of minor crops and fishery, the livestock
becomes asignificant player. Major crops as mentioned above, which account for 35.2
percent of the value added in agriculture, showed a decrease of 3.6 percent, dueto the
adverse environmental and management factors. The production of two main crops
cotton and sugarcane crop remain low. Growth of theminor crops also showed adecrease
from 1.6 percent ascompared tolast year, i.e. three percent. However, the performance of
the livestock, the single largest sector has been impressive as this sector grew by eight
percent on the wake of substantial increase in the population of species, milk etc.

1t
CUTS South Asian Positions in the WTO Doha Round / 75

International



Table1.15: Agricultural Growth (percent)

Year Agriculture | Major Crops | Minor Crops
2000-01 2.2 Regy 3.2
200102 0.1 25 37
200203 41 6.9 04
200304 2.3 18 a0
2004-05 6.7 17.8 30
200506 (P) 25 36 16

F= Provisional, Sowrce: Federal Bureau of Statistics

Major copslike wheat, rice, cotton and sugarcane account for 90.1 percent of the value
added in the major crops, which account for 35.2 percent of the value added in overall
agriculture. The four major crops, i.e. wheat, rice cotton and sugar cane on average
contribute 31.7 percent to the value added agriculture, whereas livestock alone
contributes 50 percent to agriculture, which is much more than the combined contribution
of major and minor cropsi.e. 47.5 percent®.

Cotton isaso grown at alarge scale in the rura areas of Punjab and Sindh provinces
providing livelihood opportunities to the rural farmers and labours in the industry.
Wheat is one of the most important crops of Pakistan and is the staple food as well. It
contributes about 3 percent to the GDP of Pakistan and 13.7 percent to the value added
in the agriculture. The target area for the production of wheat crop was set at 8415
thousands hectares, and production size was around 21.7 million tonnes, showing the
dependence of the population and revenue generation.

Asmentioned above, thelivestock sector has contributed towardsincrease of agricultural
role in GDP. Livestock sector also plays significant role in the rural economy and
contributes about 50 percent to the value added agriculture. The livelihood of around
30-35 millions peopleisdependent on this sector, which contributes about 11 percent to
GDP of Pakistan. Within livestock sector, milk isthe most important commodity, and the
total value of milk produced is higher than the value of two major crops of wheat and
cotton. According to the Trade Policy 2006-07, a public private partnership (PPP) in
dairy sector development, in the name of Dairy Pakistan worth Pakistani Rupees 3.6
billion (US$59.5mn) has been launched. It aimsto set up 1200 model dairy farms and
establish 2950 farmsfor raising livestock. Thisproject is meant to enhancerura incomes.
The production of dairy productsis now exempt from salestax. In addition, thedairy and
livestock equipments are exempt from custom duty and salestax. Also, the custom duty
on the packaging material of dairy products has been reduced to five percent. Thiswill
help promote dairy sector inrural area®.

Among the minor crops, oil seed crops cover a large percentage, which includes
cottonseed, rape seed/mustard, sunflower and canola etc. The total availability of the
edibles dilsin 2004-05 was 2.764 million tonnes. L ocal production stood at 0.857 million
tonneswhich accountsfor 31 percent of total availability whilethe remaining 60 percent
was made available through imports. During 2005-06, local production of edibleoil was
provisionally estimated at 0.809 million tonnes. During the same period 1.269 million
tonnes of edible oil wasimported and 0.216 million tonnes edible oil wasrecovered from
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imported oil seeds. Thetotal availability of edibleoil from all sourcesamounted to 2.294
million tonnes during 2005-06 (provisional estimates).

In order to protect the domestic producers/farmers, Government of Pakistan has decided
to sell pulsesthrough the Utility Stores Corporation (USC) at lessthan the market price
from June 6, 2006. The prices of gram pulse arefixed at Pakistan Rupees 30/kg; masoor
dal at Rupees 31/kg, moong dal at Pakistan Rupees 53/kg; and mash dal at Pakistani
Rupees 58/kg. To encourage private sector toimport pul ses, the government will provide
subsidy to importers so that pulses are imported and supplied in large quantity in the
market. The government is determined to enhance the supply of pulses in the market
and keep their prices stable. Subsidy onimportsand sale of dal through utility storewill
cost Pakistani Rupees 2.5 billion (US$41.2mn) to the government. The common man will
continue to get sugar at Pakistan Rupees 27.5/kg from the USC. The government is
supplying 33,000 tonnes sugar to USC every month at a much cheaper rate than the
market3. But this could not be possible on the basis of below mentioned facts®.

Some facts

] I:wr:. Pakistars consumes sm kI|IIFrﬂ'I'|'i|'\'|'|'!.I|'H.u'~| inavear

o The mnual consumption of maseor i 55,000 mene onmes while te peoduction ol
erasdr im 000 was 26000 ines.

¢  The sverage vsype of maash s 30,000 omnes where ihe production was 200000 tonmes
in ke wear 200:8-05,

®  TOO000 sonnes of grams is consumed every vear m the country, In 2004-05 @phe
burndred thousand sonnes of grams were produced which dropped fo five lundred thirty
seven thousandfonmes in the yoear 200506 due tolack of rainfalls,

# Une humsdned fwenty Dive thousamd metne tonnes of moong s reguerad annusily whele
the produce in 2004-05 was one hundred thirty thousand ipancs.

e The irend of pulses production shows. that odher than & panticular vear the produciion of
gum arel Mg g always mare than the coamirys need and are exporied o other
counirics,

¢ Hul the prodis: bon of massh and masoor ane declining year by yoar asad (her impons ane
mEnEising

Similarly, a price support system for wheat and sugarcane also in operation in the
country but the support prices given are not enough so that farmers could get relief in
equitable terms, and could grow the crops without the fear of price instability. In the
annual budget, the share of agriculture in the national economic is decreasing, if we
compare thiswith the last year, thereisan increase of 2.5 percent in the year 2005-06.
Although adlight growth isexperienced in the livestock sector, very lessfocusisplaced
in the budget on agriculture sector, so that it could develop niche in the national and
international markets. Some of the subsidies are given only for theimport of tractor and
agricultural machinery, which will be only useful for large landholders/large farmers,
ignoring theintensive labour of the small farmersfor their livelihood.

Landholding: Thisis aso one of the factors that can affect the livelihood and rural
development of the marginalised. Table 1.16 shows that most people have landholding
size between 5-10 ha. In 1990s, asshown in Table 1.17 the distribution of farmsand farm
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Table1.16: Farm SizeDistribution in Pakistan
NUMBER AND AREA OF FARMS BY SIZE OF FARM-2000

size of Farm Farms Farms Area AvE. size of
(Hectares) Number Yo Hectares Ye| Farm Area
{Hectares)
Pakistan
All Fanmns 6620224 20437554
Covernment Farms 170 a0772
Private Farms 6620054 100 20406732 100 3l
Under 0.5 1290098 19 362544 2 0.3
0.5 to under 1.0 1099330 17 B21245 4 1.0
1.0 to wunder 2.0 1425370 22 1981277 10 2.5
2.0 to under 3.0 966411 15 2256772 11 5.0
3.0to under 5.0 ROOTSS 13 3442507 17 7.5
5.0to under 10.0 SR0200 o] 3891228 19 12.5
10,0 to under 20.0 4 3324310 16 25.0
20,0 to under 40.0 1 1955330 10 5000
40.0 to under 60.0 * GESOTO 3 100.0
60.0 and abowve - 1682491 & 150.0

Table1.17: Distribution of Farmsand FarmsAreaby Tenure

Farm Farm numbser (%) J-';1|'|'n area ()
size (ha)
Owner | Ovamner- Tenant Cramer | Owner- Tenant
tenant tenant

0.5 a0 1.0 9.0 HE 2 10

2.0 75 7.5 17.5 75 7 B
2.=10 59 18 23 59 18.5 22.6
10, =20 | 63 24 13 62 25 13
20.=60 |72 21 7 72 21 T
= i) 79 16 4 H] & 3

source: Pakistan Census of Agriculture, 1990

Table1.18: Number and Areaof Private Far msBy Tenure, 2000

Farms Farms Area
Tenure Numherl Yo Hecmresl Ya
Pakistan
Owner cultivator 5134504 T& 14961275 73
Orwmer-cum-tenant 558991 B 2963441 15
Tenant 826562 14 24582061 12
Total 6620057 10 20406777 100

area by tenure, the ratio of ownership of the small landholders and large landholdersis
moreor lessequal, i.e. 88 and 81 respectively. The number of ownership of landholding
sizeislessthan five hais highest among all, showing the size of people depended on
land for subsistence agriculture. Theland utlisationindex isgivenin Annexure 12. Inthe
year 2000 the number and area of private farms by tenureremain highesti.e. 78 percent
asowner cultivator.
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In Agricultural Census of Pakistan, nearly 86 percent of the total private farmsin the
country havelessthan five hectares and make up only 44 percent of thetotal farm area.
Theremaining 14 percent are large farms, which make up 56 percent of our total farm
area. Mounting population pressure, rapid urbanisation and expansion of industry on
farmlandsis resulting in fragmentation of land. Asaresult, small farms are becoming
evensmaller.

Rural Development: To reduce poverty and empower therural poor, during 2004-05 and
2005-06, state hasmadeinvestment inirrigation and land reclamation. Rural devel opment,
rural electrification, food subsidies (although reduced) and food support programmes
have been introduced. Thisin turn has contributed towards the income generation and
increase in consumption level of the poor, leading towards positive impact on growth
and reducing food insecurity to some extent (Annexure 13). Pakistan’s cultivated area
has remained almost constant for the last 25 years (about 25 percent of the country’s
land areais under cultivation) and it seemsto have exhausted its capacity to meet the
food requirements of an increasing population. In order to gain maximum production
from almost a fixed cropped area, there is a major thrust on the use of external inputs
mainly fertilisers and pesticides. The result is manifold increase in the usage of these
inputs and decrease in natural immunity among crops against major insects/pests/
herbs. The increased use of fertiliser and pesticides by farmers is accompanied by a
reduction in the percentage share of public investment in agriculture sector over the
years. Agriculture sector also got neglected in the annual devel opment plans(ADP). Its
sharein these plans has decreased from 2.89 percent in 1992-93t0 0.59 percent in 2002-
03. All this has happened at a time when the world’s magjor trading forces are on each
other’s throat over agricultural subsidies®.

5.2.1 Import and Export

Following acomparatively open trade regime, Pakistan’stotal trade volume (import as
well export) increased significantly from US$18.8bn in 2000-01 to US$33bn in 2005-06.
Resultantly, itstrade-to-GDP ratio hasincreased from nearly 26 percent to estimate 34
percent during this period. Pakistan's exports continue to be dominated by cotton
textiles and apparel, despite government diversification efforts. Major importsinclude
petroleum and petroleum products, edible oil, wheat, chemicals, fertiliser, capital goods,
industrial raw materials, and consumer products. External imbal ance has |eft Pakistan
with a growing foreign debt burden. It is estimated that Pakistan’s trade imbalance
would touch to a record US$12bn mainly due to increase in prices of petroleum and
petroleum products and al so due to theimport surgein consumer goods and food items.

Among the major agricultural imports of Pakistan are milk, cream and milk food for
infants, wheat unmilled, dry fruits, tea, spices, soybean oil, palm oil, sugar and pulses.
Thedetails of theimport both in term of value and volume are given in Annexure 14a—
14d and Annexure Excel, that theimport if we comparethe monthly importsin year 2005
with that of year 2004 or the import as a whole there has been constant increase in the
imports of sugar, edible oils, milk and milk products, pulses, teaand dry fruits.

5.2.2 Tariff on Agricultural Products
Tariff barriers in Pakistan are gradually being removed. Since 1994, Pakistan has
progressively and substantially reduced tariffs. Pakistan uses the Harmonised System
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to classify and describe goods: customs duties are levied on ad-valorem basis, and
maximum tariff rateswere reduced from 92 percent to 70 percent in June 1994, and from
70 percent to 65 percent in June 1995, and were further reduced to 30 percent in June
2001. Thiseffort culminated in June 2002 with the establishment of four maximum import
tariff bands of 25 percent, 20 percent, 10 percent, and 5 percent. Generally, Pakistan's
applied tariffs are below WTO-bound commitments, and the weighted average applied
tariff iscurrently 16 percent, down from 56 percent in 1994. Thetariff on most consumer
goods was reduced to 25 percent, for most intermediate goods to 10 percent, and for
most raw materialsto five percent®” (USTR, 2006).

Pakistan has an aggressive interest in market access and demands for a substantial
overall reduction in tariffs with deeper cuts on higher tariffs through tiered formula. It
also supportsthat theissuetariff escalation should be addressed. Asthe S& DT, Pakistan
supports the concept of SPs and SSM for devel oping countries. It also calls for tariff
capping at 100 percent for devel oped countriesand 150 percent for devel oping countries.

5.3 Paliciesand Import Surges

In 2005-06, the imports targeted to grow up by 43.2 percent, and in thistarget the food
importsgrew by 35.9 percent and from US$990.7 to US$1346.7mn. Theincreaseinimport
of food items is due to import surge in wheat, sugar and pulses. This together has
contributed 93 percent to the rise in imported food®. Besides other sectors/services,
food sector is also one of the recipients of FDI of about US$52.7mn.

The surgesin theimport of commodities mentioned in theimport and export section of
Pakistan canbeseenin Table 1.19, 1.20 & 1.21. The surge has occurred during the mid-
1990s in sugar resulting into reduction in the domestic production of the sugarcane.
Similarly, the surgein the import of milk and milk products occurred during the same
period, while the surge in the import of edible oil has covered the major portion of
Pakistan’simport bill.

Table1.19: Import Surges—EdibleOils
Year Production* Imports 5year average Price of
(000 tones) | (million US$) | import (million Us$)| vegetable gheelkg**

1990-91 375 402 382 20.93
1991-92 430 403 416 25.85
1992-93 407 584 444 30.26
1993-94 382 487 452 33.18
1994-95 465 998 575 43.93
1995-96 520 845 663 46.50
1996-97 585 613 705 47.27
1997-98 585 771 742 49.65
1998-99 613 866 819 63.43
1999-00 583 413 702 61.13
2000-01 443 326 598 56.92
2001-02 467 391 553 59.01
2002-03 473 586 516 60.80
2003-04 736 658 475 63.51
*Source: Agriculture Statistic of Pakistan** Economic Survey of Pakistan 2004-05
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Table1.20: Import Surges—Milk and Milk Products

Year Production* Imports of Milk & 5year average Price per liter
(000 tonnes) Milk Production import of fresh milk**
(million US $) (million US $)
1990-91 15 63 38 7.71
1991-92 16 51 41 8.82
1992-93 17 31 41 9.90
1993-94 18 21 44 11.07
1994-95 19 18 37 12.18
1995-96 23 31 30 13.67
1996-97 24 17 24 15.12
1997-98 24 22 22 16.27
1998-99 25 30 24 17.71
1999-00 26 23 25 17.91
2000-01 26 12 21 18.23
2001-02 27 8 19 17.92
2002-03 28 13 17 18.35
2003-04 29 12 14 19.21

*Source: Agriculture Statistic of Pakistan** Economic Survey of Pakistan

Table1.21: Import Surges— Sugar

Year Production* Imports Syear average | Priceper kg
(000tonnes) | (million US$) import
199091 30 100 %5 11.26
1991-92 339 37 70 1162
1992-93 330 21 4 1229
1993-HA 44 15 &b 1291
1994-95 471 2 a7 1374
1995-96 452 2 15 16.76
199697 420 23 57 21.26
199798 531 e 62 1954
199899 561 3 60 1909
1999-00 463 15 62 2111
2000-01 436 248 112 2711
2001-02 480 24 69) 2287
2002-03 520 3 15¢) 20.77
2003-04 54 3 15¢) 1901

*Source: Agriculture Statistic of Pakistan** Economic Survey of Pakistan
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Government of Pakistan hasrecently initiated aliberal import policy framework inwhich
importsare allowed against all modes of payment and private sector importers may enter
into commodity exchange arrangementswith suppliers abroad, subject to the procedure
notified. Owingtothisliberal import policy, Pakistanisobserving aconsistent growthin
exports, albeitit hasvery little reasonsto celebrate, asimportsare also growing at much
faster pace and the country islanding in an increased trade deficit. Importsweretargeted
togrow by 4.25 percent for thefiscal year 2005-06 —rising from US$14.4bn to US$20.7bn.
Importsare up by 43.2 percent in thefirst nine months (July-March) of the current fiscal
year —dready rising to US$20.69bn till March 2006.

Anunprecedentedrisein ail priceisamajor factor contributing towardshighimport bill.
However, non-oil imports, partly the consumer goods (owing to a boom in consumer
financing) and food items do have an important sharein increased import bill (Fig 1.1).
Aswe have observed that role of agricultureisshrinking in GDP coupled with governance
issues, it hasled to a situation where the supply of essential food commodities such as
sugar, wheat, and pul ses could not be met in domestic market and resultantly government
hasto rely on duty freeimport of those commodities.

Figurel.1: Percent Contributionto Additional Import Bill (July-Mar 05-06)
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Private Sector | nvestment®

Agriculture is mostly a private sector activity. It benefits from public investment in
supporting infrastructure and services. The growth of private investment will depend
on knowledge base of the farmers about new technologies and equipments and
institutional mechanism to support such investment. The most important thingsfor the
farmersto understand is how investment in particular input and technology will enable
them to raise their productivity and incomes. The knowledge and the farmers will be
improved through training and demonstration plots. Thelatest production technol ogies
will be transferred to the farmers through the agricultural extension system, electronic
and print media. Thefarmerswill invest inland improvement, orchards, livestock, dairy,
fisheries, etc. The availability of agriculture credit is being enhanced to enable farmers
to make the required investment. The agriculture credit requirement during the MTDF
has been estimated at Rs 1,665 hillion, out of which Rs 1,215 billion will befor production
and Rs450 hillion for development purposes. Thetota privatefixed investment including
farmers self-financing is estimated at Rs 868.3 hillion for the next five years. An
Agribusiness Development project will be undertaken to promote private sector agro-
enterprises development throughout the whole value chain. It will include creation of
enabling policy/institutional environment, restructuring and strengthening of ingtitutions
to facilitate development of agribusiness, provision of appropriate support for
agribusiness, capacity building and enhanced coordination.

In the commodity producing sector (CPS) in 2005-06, the growth of value addition was
about 4.3 percent, which was very less as compared to 2004-05 of about 9.2 percent.
Whilethe agriculture sector grew by 2.5 percent that waslessthan thetarget. The major
cropsin agriculture showed 3.6 percent decrease in the growth as compared to the last
year. The livestock with the growth of about 2.5 percent covered this gap, and major
growth ininvestment of about 15.3 percent by private sector was observed in agriculture
sector. During the year 2005-06, public sector investments increased by 24.9 percent
whilethe private sector investment grew by 31.6 percent. Dueto public sector investment,
the private sector hastaken interest in massive investment in public sector devel opment
programme, including infrastructure devel opment, based on (PPP) growth. Anallocation
of Pakistan Rupees 50.5 billion (US&831mn) has been made in the public Sector
Devel opment Programm2 during the Medium Term Development Framework (MTDF) to
promote the development of agriculture and livestock sectors.

Table1.23: Structureof Saving and I nvestment (asper cent of GDP)
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5.3 Position on Special Productsand Special Safeguard M echanism

Pakistan is one of the founder members of the WTO. Pakistan Government actively
participated in the WTO processes to materialise the plans outlined in the Doha
Development Agenda (DDA). Cancun Ministerial Meeting that was held in 2003 was
initially perceived to be amid term review of DohaWork Programme (DWP). However,
differences between developed and developing economies were so strong, especially
on agricultural issuesthat Cancun proved inconclusive. It wasduring Cancun Ministerial
when Pakistan became a member of a group of developing countries led by Indiaand
Brazil (G-20) and raised voicefor afair deal on agriculture. After aseriesof bilateral and
plurilateral meetings (commonly known as mini-ministerial), WTO membersagreed on
still another framework (July Framework) within DWP to rescue the collapsing Doha
Round of negotiationsin July 2004.

Asfar as negotiations on agriculture are concerned, market access to highly protected
markets of EU and huge subsidies provided by US has remained the major concernsfor
most developing countries. Pakistan does not have the resources to match Northern
subsidies. In fact, subsidies on cotton provided by US directly affect Pakistan’s export
of cotton. In order to safeguard her export interests, Pakistan supports elimination of all
forms of export subsidies on agricultural products. Pakistan also demands substantial
reduction in domestic support and substantial improvement in market access asmandated
under the DDA. Pakistan, as part of G-20 has proposed an aggressive formula for
reduction in overall domestic support of developed countries to substantially reduce
their domestic and export subsidies. At the sametime, G-20 proposesthe retention of 10
percent de-minimus support provision available to devel oping countriesfor supporting
their development goals, poverty reduction strategies, food security and livelihood
concerns. During the Hong Kong Ministerial (2005), Pakistan also joined the club of
agricultural exporting countries, known as Cairns Group inthe WTO.

Pakistan is also a member of G-33 and supports G-33's defensive stance for “SPs’, in
order to use SSM against dumping and import surges. Pakistan’s specific stancesagainst
each pillar of agreement on agriculture during and after the Hong Kong Ministerial
Meeting are provided in following sub section.

Pakistan has an aggressive interest in market access and demands for a substantial
overall reduction in tariffs with deeper cuts on higher tariffs through tiered formula. It
also supports that the issue of tariff escalation should be addressed. As an S&DT, it
supports the concept of SPs and SSM for devel oping countries. It also calls for tariff
capping at 100 percent for devel oped countriesand 150 percent for devel oping countries.

Roshan (2006) has discussed the issue of SPs and has identified five minor cropsin
three provinces, i.e. Punjab, Sindh and NWFP, to observe the factual significance in
particular geographical region. These crops include gram, tobacco, chilies, dates and
banana. To propose these five crops as SPs, many stakeholders were interviewed with
specific focus on the subsistence farmers.

Accordingto this study, gram hasashare of morethan 65 percent in areaand production,
and 87 percent of the area cultivated for gram isin Punjab, and five districts of Punjab
provide 96 percent of Punjab’stotal production, which is 84 percent of Pakistan’'stotal
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production. Being arainfed crop, thelivelihood and food security of the people depends
upon gram crop, as due to aridity of land the farmers cannot go for another crop.
Besides, gram crop also is a source of fodder for the livestock. It isargued that in case
of cheap import of gram, the local inhabitant of the vast areawould have no choice.

However, during the year 2006, gramisgrown at an areaof 1064 (000 hectare), and the
production isabout 527 (000 tonnes) Annexure 15, 16 & 17. According to Federal Seed
Certification Department, gram crop has marketing problem as there is no demand,
ultimately private sector has made declinein their procurement programme of gram seed
from 902 milliontonnes (2002-03) to 488 million tonnesin 2003-04° as mentioned in Table
24. On the other hand, the support prices announced by the government are lower than
the prices offered by the middlemen and open market, forcing the farmersto sell their
produce at low rate. Support price set by the Economic Coordination Committee per 40
kg are Pakistan Rupees 750 (US& 12) for gram, while the market price offered by the
brokersto thefarmersin the current season are Pakistan Rupees 1000 (US$16.5).

Table1.24: Procurement and Distribution of Gram Seed
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Second important crop is tobacco, which is grown mainly in North Western Frontier
Province (NWFP) and Punjab. It contributes annually around Pakistan Rupees 22bn
(US$366mn) to the public exchequer as central excise duty and sales tax, and about
Pakistan Rupees 400 million (US$6.6mn) as foreign exchange earning for export.
According to the above mentioned Annexure 16 & 17, tobacco is grown at an area of
about 57, 000 hectare and the production isabout 120, 000 tonnesin the year 2006. Due
to geographical characteristics, district Swabi of NWFP, has a share of more than one-
fourth of the total area cultivated for tobacco, which is 43 percent.

Chilies are grown on 5900.4 hectare with atotal production of about 12100.9 tonnes,
mostly growninthe Mirpurkhasdistrict of Sindh Province, covering about 53.7 percent
area and 54.76 percent of the total chilies production in Pakistan. About 70 percent of
thechilly growersare subsistencefarmersand are afraid of the cheap importsfrom India.
Among thefruit cropsare dates and banana, being grown on an area of about 8800.7 and
3300.6 hectare respectively, with the annual production of about 5,27, 000 and 16000.2
tonnes respectively. Both fruits are the source of earning in Khairpur and Hyderabad
areasfor the small growers/farmers. Dates are grown on an areaof 31 percent with more
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than 46 percent production. Out of 1.5 million people, 85 percent of population of Khairpur
district isdepended on agriculturewhile 55 percent isdirectly involved in date cultivation.
Both fruit cropsare perishable but are of export potential.*> Dueto lack of farm to market
road, insufficient SPS measures, improper packaging and grading, farmersare unableto
get good returns for their produce.

Table1.25: Ranking of Special Productson Combined Food Security,
Livelihood and Rural Development Criteria
Products Product Score | HScode | Boundrates | Applied Rates
Wheat 2 1001 150 10
Rice (Milled 2 1006 100 10
Equivalent)
CitrusFruit 16 0805 100 )
Apple 15 0808 100 )
EdibleQil 14 1507-1515 100 Rs. 9050 per MT
to Rs.18000 per MT
Tomato 14 0702 100 10
Milk (excluding 14 0401 100 )
Butter)
Cotton (raw) 13 5201 5 5
Sugar 13 1701 150 10
Onion 13 0703 100 10
Tea 12 0902 150 10
Potato n 0701 100 10
Beef 9 0201-0202 100 5
Mutton 9 (02073 100 5
Poultry 8 0207 100 2
Source: Guidelines to facilitate the selection of Special Products and the implementation of the
Special Safeguard Mechanism in Pakistan, by Sohail Jehangir Malik

Constraints

There should be a specific data collection keeping into consideration the livelihood and
food security dependence of the poor farming communities. There are some other minor
crops available in the Pakistan i.e. both cultivated and uncultivated fruits, vegetables
etc., on which data at national level is not available, but the food security is dependent
on them, even during drought or snow. These crops do not provide for export share,
which is one of the trade related indicator, but is of cultural and socio-economic
significance as well as nutritional preference for the farming communities of specific
geographical region. There are many companion plants, fodder crops, cash crops, grain
crops, fruit and vegetable, herbs and shrubs, which all are interconnected, and for the
decision about certain products to be SPs cannot be successful, until an in-depth
scientific research and analysisis done.
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Thereisanother criterion for the selection of SPsi.e. onthebasisof HS Code, pertaining
to above mentioned concerns. The choice of level of HS Code should be according to
the agricultural diversity of the countries. Selection at 4-digit level can bebeneficial for
developing countries having diverse agricultural base, as it can provide legroom to
protect more subheadings by selecting one product. For SPs, it would be required to
cover rice at 6-digits level. Wide criticism paved the way for the option of a 4-digit
proposal intherevised draft. The 4-digit HSlevel, though broader than 6-digits, still has
sub-sub division of products that do not suit the genuine requirements of developing
countries*

6. Sri Lanka

6.11mportanceof Agriculture®

Agriculture contributes about 20.1 percent in the GDP of Sri Lanka and provides 37
percent employment. However, therel ativeimportance of the agriculture sector continued
to declinefrom 22.4 percent in 1996 to 19.8 percent in 2002. Themajor agricultural crops
of Sri Lankainclude: paddy, tea, rubber, coconut and sugar. Theagricultural policy of Sri
Lankahastwo dimensions: one for plantation sectors that include exportable crop like
tea, rubber and coconut; while the second includes non plantation crops, but linked
with thelivelihood and food security of the small growers. The sectoral composition of
agricultural sector is given in the Annexure 18. The value added in the Agriculture
sector increased by 2.5 percent in 2002 compared with a3.4 percent declinein 2001. As
shown in annexure 19, the sector was sustained by paddy production, minor export
crops and fisheries sub sector, while other sub sectors declined or grew marginally
during the period under review. The other export cropsinclude spices, un-manufactured
tobacco, arecanut, cashew kernels, essential oilsand foliage and cut flowers. Thetotal
earning in agriculture sector during the year 2004 recorded 31 percent to over Sri Lankan
Rupees 16 hillion (US$145mn), much morethan thetotd export earningsfrom rubber and
coconut in 2002. Cinnamon is the most important crop in this sector. Sri Lankaisthe
world’slargest producer and exporter of cinnamon, accounting for nearly two thirds of
the global output. Both the sectors are protected from imports by Government through
domestic support intheform of credit, subsidised inputslike seed, fertiliser, andirrigation
system.

Livestock is also an important sector of agriculture comprising dairy and poultry sub-
sectors. Dairy sector of Sri Lanka covers 42 percent of the national milk requirement
through domestic production of milk, however the buffalo milk production is used for
the processing of curd. The poultry industry has made significant progress in recent
years due to the active participation of the private sector. National poultry meat
production increased that could be partly attributed to greater demand resulting from
the revival of the tourist industry, uninterrupted power supply and the incentives
provided by the government. Agriculture provides 33.1 percent employment in year
2002, and is the second big sector after services in the provision of employment
opportunities (Annexure 20)
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6.2 Agricultureand Trade

Teacontributes 70 percent to thetotal agricultural products exports, and of the total tea
export, bulk form constitutes 64 percent followed by packed (29 percent) and therestin
high value added i .e. tea bags, blended tea, instant and green tea. The major importing
countries of teaare Russia, UAE, Syria, Iraq, Turkey, Iran, Jordan, Saudi Arabia, EU and
Egypt. Thedirection of trading export and importsaregivenin Annexure 21 & 22.

6.2.1 Imports and Exports

Theimport in Sri Lankahad varied from year 1999 to year 2002, and rose up about 2.2
percent in USdollarstermsin 2002. The surcharge onimport duties also reduced from 40
percent to 20 percent in year 2002 resulting into the importation of consumer goods.
Under custom duty, Government of Sri Lanka has planned to have a two-band tariff
structure in order to give protection to thelocal industries on uniform basis. The Tariff
bands and product categories and specific duties are given in Table 1.26 and 1.27,
showing zero duty crude oil and wheat, 5-10 percent on milk and infant milk products
while 25 percent on vegetables. The complete lists of specific dutiesthat areinforceis
provided in Annexure 23 The product categoriesand tariff bandsthat become applicable
from 01.01.2004 are provided in Annexure 24.

Table1.26: TheTariff Bands& Product Categories
Applied from 01.01.2003 to 31.12.2003

AdVolarem Tariff Bands| Products

Zero duty Crudeoil, pharmaceuticals, yarn, sewing thread, fabrics,
pearls, wheat;

2% On previously exempt items other than above zero duty
items

5% Machinery, infant milk powder

10% Intermediate goods, milk powder

25% Finished products, Vegetabl e (frozen)

Source: Department of Fiscal policy and Economic Affairs, Ministry of Finance.

Table1.27: Specific Dutiesof Major Agricultural Imports

HsNumber Product Rate

070190 Potatoes Rs. 20.00/ kg
0703.10.01 Red onion Rs.5.00/kg
0703.10.02 Bigonion Rs. 8.00/kg
0713.31.01 Greengram Rs. 5.00/ kg
0713.39.02 Cowpea Rs. 5.00/ kg
0713.39.03 T/dhal Rs. 5.00/ kg
0904.20.01 Chilies Rs. 30.00/ kg
1006 Rice Rs.9.00/kg
170111 Sugar Rs.4.50/kg

Source: Department of Fiscal policy and Economic Affairs, Ministry of Finance.
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6.2.2 Tariff on Agricultural Products

In1978, Sri Lankaliberalised its economy, asaresult most of the control measureswere
converted into high tariffs. In 1989, the tariff structure was converted into the new
harmonised Commodity Description Coding System (HS Code), involving 7500 tariff
linesincluding around 2500 national subheadingsat the 8-digit level. And athree band
tariff system of 10, 20 and 35 was adopted for imports. Besides, there are certain products,
which arein the government’slist of exemption, on which no import duties are levied
and arelinked with thelivelihood of the people. (Annexure 25 and 26)

Asthemarket accessisliberal in Sri Lanka, restriction onimportsfrom security, health,
environment and SPS perspective areimposed, and these regul ationsarerun by different
statuary bodies. These laws and regulations arefor the protection of human, animal and
plant health. The Department of Imports and Exports hasaformal procedureinissuing
licences where conditions are imposed on import licences in respect of origin of the
product for non-economic reasons. Similarly, the conditions are laid down on import
procedures for importation of restricted and prohibited items due to SPS requirements.
(Annexure 27). Government of Sri Lankain order to promote/encourage val ue addition,
export promation and devel opment, has put in effect fiscal levies (cess) and royalty fee
on export.

The support government is providing is in the field of research, extension and
infrastructure development under green box measures. In agriculture sector, it was
mentioned that government is also providing support in term of input subsidies i.e.
fertiliser, seed etc., and the subsidy amounted to roughly Sri Lankan Rupees 1.5 billion
(US$13.6mn) per annum in recent years. Irrigation subsidies have been estimated to be
roughly Sri Lankan Rupees 12.5 billion (US$114mn) in recent years, or about three
percent of the total value added in the paddy sector. In the Uruguay Round, Sri Lanka
did not report outlays on “trade-distorting” support measures as captured by the AMS,
and thus committed itself to limiting the support to 10 percent of the value of production
under the de minimis rule. It also did not report outlays on developmental measures
(S&DT), but has the right to claim this exemption for such measures in the future if
necessary.

6.3 Policiesand Import Surges®

As mentioned in previous section that compared to other developing countries, the
market accessis quite liberal in Sri Lanka though the tariff reduction on importsisin
process and needsto be smooth. Dueto trade liberalisation there are fervent chances of
import surge on commoditiesrelated to livelihood and food security of therural people.
According to the study conducted by FAO, there are certain products, regarding which
Sri Lankawill befacing the problem of import surges, i.e. paddy, wheat, chilies, onions,
maize and sugar.

In Sri Lanka, the role of private sector in the marketing of agricultural commoditiesis
very notable. In order to fulfill the market requirement of wheat the importers and the
private companies are heavily involved in the import and value addition of wheat,
making the market price very low as compared to rice/paddy. Thisin turn affects the
production of rice, aswell as causesimbalancein the price of wheat flour. Paddy isone
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of the largest crops, occupying the large land area, with the contribution of about 15
percent to the GDP. Almost 70 percent of the farmers engaged in paddy cultivation are
small landholders of about one hectare. For their food security they are dependent on
themilling paddy, i.e. rice, main source of caloricintakein diet. Asmentioned earlier that
in order to protect the farmers and development in agriculture sector, government has
introduced programmeto increase paddy production to the self-sufficiency level. These
programmes not only include the support to farmers but also some restriction on rice
import through trade liberalisation, which would have adverse impacts on poverty. At
the moment, the country is 90 percent self-sufficient in rice, and imports have dropped
to lessthan 10 percent. As Sri Lankan agriculture has been liberal enough, and has no
commitments pertaining to domestic support and export subsidies, ultimately having no
commitment under AoA, and if in future there is need of further tariffication or
subsidiation, then country may request under the S&DT.

Besides paddy, chilies, onion, maize and horticultural crops could be designated as
Specia Products, as the people involved in the production can lose their livelihood
earnings and interest in growing these commodities if cheap import as a result of
liberalisation could capturethelocal market.

Food security and livelihood: Itisobviousfrom Table 1.20 that food importsareincreasing
significantly from 1985, i.e. US$300 to doublein 1998 and was about US$180mnin 1995-
98, showing that food accountsfor almost 90 percent of agricultural importswhilefood
products amount to less than 20 percent of agricultural exports. With the increase in
food export after 1994, food imports consequently increased, with increase in net food
import. Thus, the average annual value of net food importsin 1995-98 was 38 percent
(US$122mn) higher thanin 1990-94 (Annexure 28). However, measured against therising
trend, theincreasewasonly 12 percenti.e. US$46mn (FAO). Asismentionedin previous
sectionsthat dueto liberalisation of already liberal agriculture sector of Sri Lanka, and
duetothe elimination of NTBsand reductionin applied tariff at 35 percent, the chances
of import surges has increased and has affected the livelihood of the rural people.
Farmers stopped cultivating hence reduction in the area cultivated and production
occurred. Besides, thelevel of competition of Sri Lankawasvery weak in the supply of
food products as compared to India (Table 1. 28). Theissue of weak competitivenessis
of important concerns from South Asian perspective, aswell asin SAPTA or SAFTA,
fromfood security and rural livelihood point of view.

Table1.28: Relative Cost of Production of Chillies, Onionsand
Potatoesin Sri Lankaand India (Rsper kg)

Crop SriLanka India
Chillies 720 200
Onions 98 25
Potatoes 250 23

Source: Department of Agriculture, Government of Sri Lanka
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In the previous section, the agriculture products discussed are of two major importance
i.e. food security and livelihood. These include paddy, wheat, chilies, onion, potatoes
and sugar. The production and import of all the productsareinterlinked and also directly
connected with the farmer’slivelihood. Sri Lankaisnet food importing country and has
been importing wheat and onions in huge quantities every year. The import surge of
such crops can affect the food security and livelihood in two broad ways:

e By theimport of low priced wheat, the dependence of rural and urban peopleonrice
isreduced, causing threat to the domestic production and consumption of rice and
food security.

® |nSri Lanka, onionswereimported from India; in 1998 when the ban wasimposed by
Indiaon export of onions, it led to adevastating situation in the market. The prices
of onions hiked and the local production was decreased due to import surges,
affecting thefood security and livelihood of the farmers, producers and consumers.

* Theimportsof vegetablesfrom other countries have affected the employment of the
rural peopleinvolved in the production, cultivation and marketing of the imported
crop/vegetables, especially onionsand potatoes, which in turn resultedin declinein
the area of cultivation.

Theliberalisation of trade and tariffication onimports of agricultural products can affect
the economy, livelihood and food security, but to which extent is difficult to analyse.

Agriculture sector of Sri Lankaisliberalised dueto the structural adjustment programmes
and economic reforms of the World Bank and IMF, and after joining the WTO and
adopting its AoA. While negotiating, Sri Lanka has taken very keen interest on the
debate on how to addressthe | egitimate concerns of developing countries, such asrural
development and food security. To deal with the issue of rural development and food
security at country level in order to alleviate poverty, Sri Lanka has recognised to work
on the domestic policies to cover the gap of inadequate production and resource
constraints. This is meant to have high agriculture productivity and food security to
secure the livelihood concerns of the rural economy.

During the Seattle Ministerial Conference, keeping in view theflexibilitiesunder AoA,
Sri Lanka along with the other developing countries proposed the idea of developing
box to focus on measures that would enhance food security, and safeguard the
livelihoods of rural communities.

The proposa aimed at responding to Sri Lanka's need to: (a) protect and enhance the
food production capacity, particularly in key staples; (b) safeguard employment
opportunitiesfor therura poor; and (c) protect small/marginal farmersfrom‘ an ondaught
of cheap imports. Among the key elements of the proposal werethat basic food security
crops, which are the main sources of livelihood for low-income and resource-poor
farmers’, should be exempted from reduction commitments under AoA. Moreover,
developing countries, which are at or below the de minimislevel of permitted domestic
support, should be allowed to maintain ‘ appropriate’ tariff bindingson their food security
crops, by maintaining the current bound rates or raising them if current bindings do not
provide effective protection, and should include an * appropri ate safeguard mechanism'’

to respond to import surges of food security crops. Sri Lankahastaken certain negotiating
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positions in the area of market access, domestic support and export competition in the
ongoing negotiations, keeping in view the multifaceted nature of the agriculture sector.

According to the above-mentioned facts about Sri Lanka's agriculture, experts have
made strategies to provide maximum protection to the agriculture sector through
safeguards, and have taken some decision to negotiate. They have proposed aformula
to cut tariff by weighted average 15 percent as proposed by the WTO and isapplying a
maximum tariff of 50 percent or zero cut on SPs. During Uruguay Round, Sri Lankahas
bound most of itstariff at 50 percent. A 30 percent tariff cut will beimposed for products
at the other end and a12 percent tariff cut for the remaining products. At the Hong Kong
Ministerial, tariff bands were proposed to reduce tariffs. Sri Lanka and most of the
developing countries have to comply with aweighted averagetariff cut of 15 percent, a
low level band. SPs are determined by three criteria: food security, rural development
and livelihood improvement. Under this classification, 20 percent of our tariff linescould
be designated as SPs*.

In the view of above mentioned data and reasons, rice, potatoes, B-onion, red onions,
fresh milk, green gram and coconuts are designated as SPs on the basi s of food security
and livelihood concerns, with the focus on strategies to control import surges either
through bilateral agreementsor regional agreementsi.e. SAPTA and SAFTA, or through
Free Trade Agreements (FTAS) with the exporting countries. Sri Lanka has already
completed astudy and hasidentified around 600 products covering about 10 percent of
agricultural tariff lines and would strongly support this proposal at WTO along with
other developing countries®™.

Dueto tariff reduction/cut Sri Lankaisfacing many problems, for example, the cereal
production including green gram. Kurakkan and maize has been declining during the
past years and due to import surge if sogam have been wiped out from local farmlands,
resulting into thetotal collapse of economy intherural areas. According to statisticsthe
cultivated extent of other field crops (including all crops mentioned above) in Sri Lanka
has declined by 37.5 percent from 320,000 hain 1995 to 200,000 hain 2001.

Thefurther reduction in agricultural tariff in Sri Lankawould have devastating effect on
the employment and food security in the long run. However, government has made
some recommendationsin term of ad valoremduty. The ad valorem tariff isreduced to
40 percent from 50 percent, for rice, chilies, brown onion, potatoes, maize, green gram,
cowpea, groundnut and red onion. For these items, guaranteed producer prices were
announced for 1998. These products can have contingency protection if designated as
SPs under the safeguard provision of the AoA since bound tariffsare already relatively
low and any further reduction would most likely render the domestic sectors more
vulnerableto external shocks.

Sri Lanka did not submit AMS levels in the Uruguay Round and consequently its
support for agriculture may not exceed the de minimislevel of 10 percent. Thereisneed
for reexamining the status of the AMS—i.e. whether current flexibility inthe AoA rules
isadequate. If it provesnot to be so, Sri Lankashould negotiate for additional flexibility
to provide price and non-price support to farmers. Sri Lankaalso needsto raisetheissue
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of technical and financial assistance in future negotiations, since current provisionsin
this respect in the various WTO Agreements have yet to be implemented effectively.

6.4 Position on SPsand SSM in Sri Lanka®*

Sequencein identifying SPs

Initially, all cropsthat arecultivated in all the nine provinceswere considered. Theinitia
section also included the livestock sector. Poultry, diary milk, egg production, pork and
mutton and beef production wereincluded under this. The selection process of the SPs
isasfollows:

Figure1.2: Selection Process of SPs

Livestock products

Selected crop and livestock productsas SP

SPwithHSC SPwithHSC SPwithHSC SPwithHSC

Cropl Cropn

The second layer of the chart demonstrates the selected crops and livestock products
that will be designated as SPs. A set of criteria was used for this selection. Once the
crops and livestock products are selected as SP commodities at the second level, the
tariff line products at 6-digits HS codes under each of the crops/livestock products are
designated as SPs.

Criteria of Selecting SPs
P indicator

The SPindicators should reveal the relative contribution of any specific product to the

following three issues:

¢ Rural development through agricultural production and contributing GDP;

e | ivelihoods of rural population through income and employment generation; and

e Food security through supplying as much calorie, protein and fat requirements as
possible

A set of indicators was used to assess the product contribution to these three issues.
The indicators are grouped into four broad categories, which reflect the three main
issues. Forward linkages of productswere also assessed in qualitative terms. There are
11 quantitative indicators and 2 qualitatively assessed indicatorsin the four categories.
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Indicator sused in identifying special products

Economic development and livelihood security
e |ndicators: Value of production in product n in a province as a percentage of the

provincia agricultural GDP. Total labour used in product nin agiven district asa
percentage of agricultura productioninthat district to assess employment generation.
Value of backward linkages attributed to product nin agiven district asapercentage
of the provincial agricultural GDP

National and regional level food security
e |ndicators. Quantum of production of product nin adistrict as a percentage of the

total national requirement of that product as reported in the food balance sheset
Contribution of caloriesfrom product nto total calorierequirement inagivendistrict
Contribution of protein from product nto total protein requirementinagivendistrict
Contribution of fat from product n to total fat requirement in agiven district
Contribution of caloriesfrom product n to total national calorie requirement
Contribution of protein from product n to total national protein requirement
Contribution of fat from product n to total national fat requirement

Sustainability of production system
¢ |ndicators percentage of product n that isimported to meet the total local demand

e Qualitative assessment of product n in terms of maintaining an environmentally
sustainable production system

Forward linkages — rural development
® |ndicators. Protein of the productsin value added industries

Valuation of indicators

1 Value of production of product n in a province as a percentage of the provincial
agricultural GDP (GDP contributor)

2 Totd labour used in product n in a given district as a percentage of agricultural
population in that district (Employment generation)

3. Vaueof backward linkages attributed to product n asapercentage of the provincial
agricultural GDP (Backward linkages)

4. Quantum of production of product nin adistrict as a percentage of total national
requirement of that product in the food balance sheet (Food supply contribution)

5. Contribution of caloriesfrom product ntototal calorierequirementinagivendistrict
(Digtrict level calorierequirement)

6. Contribution of calories from product n to total protein requirement in a given
district (District level protein requirement)

7. Contribution of calories from product n to total fat requirement in agiven district

(Digtrict level fat requirement)

Contribution of caloriesfrom product nto total national calorie requirement

Contribution of protein from product n to total national protein requirement

10. Contribution of fat from product n to total national fat requirement

11. Percentage of product n that is imported to meet the local demand (import
dependency)

© ™
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12. Qualitative assessment of product n in terms of maintaining environmentally
sustainable production (environmental impact)
13. Qualitative assessment of value addition potential of products

| dentified SPsfor Sri Lanka

Above stated are the 11 quantitative indicators and 2 qualitative indicators to support
the selection of SPs. Using these indicators, a screening criteria matrix (SC matrix) is
developed to make arational and justified selection of SPs out of the crops/products
that were evaluated.

The percentage figures of the 11 quantitative indicators are then summed up over a
provinceto computeaProvincial score per indicators, and secondly over the number of
districts per province, and then obtained the provincial average of the score for each
crop.

Next, a critical point or a cutoff score is selected to identify the products having the
score more than the cutoff score, for the products to be selected as SPs. The purpose of
computing the provincial level scoresisto include the sub-national level concerns of
rural development, livelihood security and food security into the SPs selection criteria.
Therefore the cutoff point isbased on the provincial level scorerather than the national
level total score. The minimum score of eight percent is considered as the cutoff point.
Thisminimum eight percent meansif acrop hasan average score of eight percent in any
one of the nine provinces that particular crop is important enough to be considered as
aSPk

According to Ruffer (2004), depending on the GDP and the population of the country,
Sri Lanka can have SPs with about 23 percent of import value out of total agricultural
imports. In Sri Lanka case, eight percent cutoff score yield a group of SPs, which
contributeto 17 percent of total agricultural imports. Thereforeeight percentisajustifiable
cutoff score. The crops which are nominated as SPsin Sri Lanka are: paddy, coconut,
poultry, milk, vegetables, cowpea, ground nuts, maize, red onions, chilies, tomato,
capsicum, green gram, potatoes, sorghum, black gram, ginger, soya, big onions. However,
paddy, coconut, poultry, milk and vegetable have thetop priority inthe SPslist according
to the order of importance.

Designating SPsat HScodel evel
There are severa products with specific HS codes under the product categories that

were designated as SP. On the basis of the selected SP product categories, specific SP
commoditiesat 6-digit HS code level have been selected.

SPsin each product categoriesin the HS nomenclature are as follow:

Product category Designated HS coded product as SP
Rice 5
Coconut 8
Vegetableoil 6
Poultry 6
Milk 8
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Vegetable (for SSM)
Red onion

Nuts including ground nut
Cered

Maize

Chilies

Tomato

Cucumbers
Greengram
Legumes

Potatoes

Black gram

Soya

B-onion

WRPANRPNRPNNAWRR

At HS code 6-digit level, 61 products have been designated as SPs. This is about 10
percent of thetotal agricultural tariff lines. Thethree-year average import value of total
SPsfor the period 2001-03is 17 percent out of thetotal agricultural import value.

FactorsConsidered in Selecting Productsfor SSM
The AoA providesthe WTO membersthat have tariffied non- tariff measures (NTMs)

accesstoaSSM. As Sri Lankadid not tariffy, instead of offering ceiling bindingsthere
is no access to this provision. Instead Sri Lankais now availing herself to have SSM
whererational selection of commoditiesand SSM are necessary. Accessto SSM enables
Sri Lankato impose ameasure either an additional duty above the bound levelsor QRs
for certain identified products in case of imports surging beyond a certain volume or
price of the product falling below athreshold level (Pricetrigger).

Thefollowing factors are considered in selecting productsto beidentified for SSM:

1 SSM areproposed only for importable commoditiesin Sri Lanka. Thethree criteria
adopted in selecting SPs are the basis used in nominating products for SSM too. In
addition, import surgesand low CIF pricesare also considered in selecting products
for SSM.

2. Theapplication of SSM treatment will commenceif either thevolumetrigger or price
trigger indicatesthat the imports of aparticular product is coming into the country at
morethan athresholdlevel. Itisnecessary toidentify which trigger ismoreappropriate
for aparticular product.

3. Given due considerations to the above factors, the following rules are adopted in
proposing a particular trigger mechanism to be applied to a specific group of
commodities:

4. Volumetrigger —thiswill be applied to productswith:

e | ocal prices lower than international prices so that such products are locally
competitive, but imports of high volume even at a higher price may harm the
industry;

e Seasona nature of harvest so that the product is adequately available at the
harvesting seasons and any further importswill lead to depressed pricesfor the
producers; and
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¢ Highfood security concernswhere even with lower priceimportsareallowed to
some extent so that food security concerns are not hampered. If the volumeis
above a certain threshold level, which could harm the industry, then volume
trigger is used to invoke any appropriate SSM, most probably a QR.

5. Pricetrigger —thiswill be applied to products with:

e |nternational priceslower than or closeto thelocal prices so that local industry
cannot compete and at the sametimelocal industry will be severely hurt if cheap
importsareflowing; and

e High fluctuating prices so that even asmall quantity can come into the country
at avery low price.

6. Application of trigger levels for both volume and price triggers need to be worked
out at the implementation stages. It could be the reference trigger level asitisor a
formulausing the reference trigger levelsthat will be used asthe effective trigger.

7. The product €eligibility is again based on the analysis conducted in the report for
selecting SPs. In addition, the commodities having import surgesand effectively low
CIF pricesare also considered for SSM treatment.

8 TheHSleve a which the SSM would be applied is another practicd issue need to be
addressed. Theimport volumeand va uefigures arerecorded and could be monitored at the
HScode6digitleve. Therefore6-digit HScodeleve isused for commodity identification.

9. Thetype of SSM proposed for identified products are: (a) increasing applied tariff
levels; or (b) quantitative restrictions are considered when imposing a SSM for a
particular product.

10. The productswith the above characteristics are proposed for appropriate SSM. The
time limits of the applied SSM would be one year in most cases. If the measure is
invoked for seasonal consideration, then it will last for the season.

Designating Products Subject to SSM
Out of 261 productsthat are proposed for SSM, about 90 will have volumetrigger asthe

trigger mechanism and the balance 170 will have the price trigger. Within each product
group, some products will have volume trigger and others will have price trigger
depending on the product characteristics and the current tariff structure.

SSM Productsand SSM Treatments

Mainly two types of treatments are proposed as SSM namely, increasing applied tariff
and applying QRs. At this stage, only thetreatment isidentified by type and thelevel of
treatment will befinalised at theimplementation stage.

The products proposed for SSM treatment are: rice, coconut, vegetableoil, poultry, milk,
all vegetables, cowpea, red onion, cereal, maize, chilies, tomatoes, cucumber, green
gram, legumes, potatoes, black gram, soya, big onion, kurakkan, fruits, cocoa, coffee,
cardamom, nuts, root crop, pepper, nutmeg, meat bovine, meat swine, meat sheep.

Out of atotal number of 261 HS code products proposed for SSM treatments, 235
products will be proposed for tariff increase as the SSM treatment. The balance 26
products will have QRs as the treatment. The level of tariff increase and the level of
volumerestrictionswill be determined at the implementation stage of the proposal.
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6.5 South Asian Common Position

6.5.1 Special Products

The debate on SPsfirst started from Doha Declaration as Non Trade Concerns (NTCs)
and S& DT provisionsof AcA. The paragraph 13 of DohaDeclaration ask membersfor
substantial improvementsin market accessand for S& DT for devel oping countries, that
SDT shdll beanintegral part of all elements of negotiations and shall be embodied inthe
schedules of concessions and in the rules and commitments to be negotiated. A group
of developing countries, the G-33 isfighting for special treatment as“ SPs” (defined as
products related to food security, rural development and rural livelihood concerns) and
for aSSM (to be used when thereis an import surge) for devel oping countries.

The July Framework 2003 stated that S& DT for devel oping membersis“anintegral part
of the WTO agreements’, and also explains that developing countries are exempted
from being required to reducetariff and domestic support. The Framework also asksfor
areview of al the special treatment provisionsof DohaRound, with theview to strengthen
them and make them more precise, effective and operational.

The Article 41 of July Framework states that developing countries would be able to
“designate an appropriate number of products as SPs, based on criteriaof food security,
livelihood security and rural development needs. It also stated that a SSM would be
established for use by the developing countries’.

Theideaof SPsproposed by devel oping countries, especialy by G-33 countries, which
have also supported the concept of SSM, and ask for certain instruments. How these
instrumentswill be applied remains unresolved in the General Council Meeting/Decision
(W/T/L/597). Inthe Harbinson draft, these products were firstly termed as Strategic
Products, and devel oping countrieswere allowed to designate certain number of products
at 6-digit HSlevel as Strategic Products, with the smaller tariff reductionin SPs. Later on,
in the revised draft and Cancun and Derbis drafts, these products were named as SPs
with the selection at 6-digit or 4-digit level and flexibility of lower reduction rate and
exemption from Tariff Rate Quotas (TRQ) commitments.

Par agraph 7 of theHong Kong Ministerial Declaration states, “ .... We al so note that
there have been some recent movements on the designation and treatment of Special
Products and elements of the Special Safeguard Mechanism. Developing country
Members will have the flexibility to self-designate an appropriate number of tariff
lines as Special Products guided by indicators based on the criteria of food security,
livelihood security and rural development. [..] Special Products and the Special
Safeguard Mechanism shall be an integral part of the modalities and the outcome of
negotiations in agriculture.”

As mentioned above, the Article 41 of July Framework provides developing countries
with the possibility to define SPsto designate certain agricultural products based onthe
criteriaof food security, livelihood concernsand rural development. Butin actual practice,
itisvery complex and tricky process having so many prosand cons. It could not bethe
answer for both developed and developing countries against the tariff and subsidies
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reduction and import surges. However, the criteria itself can be a way to analyse the
situation and then define them according to the needs.

For the identification of the products to designate as SPs, a study by International
Gender and Trade Network (IGTN)# suggests some criteria, i.e. those products should
be designated as SPs having socioeconomic importance and trade growth as per
country’s economic value of the product to the total GDP with economicimplications at
regional level. Those products should a so be considered as SPsthat have some cultural,
nutritional and preferential acceptance by the communities whose livelihood and food
security are linked with those products, and also the identification of the agricultural
substitute products (L usia, 2004)%.

Furthermore, there should be identification of stakeholders, who can take part in
consultation with the state and hel p in identifying the productsto be consi dered important
for them. These must include farming communities, producers, consumers, industry
peopl e, middlemen, market people and policy makers. The most important among all of
them are the farmers and the poor, who can be identified on the basis of their income
level, their access to economic and productive resources and geographical regions
within the country, keeping in view poverty level in the country.

6.5.2 South Asian Context

In conceptualising a negotiating stance for SPs and SSM in the South Asian context,
there are advantages and disadvantages. There are two main limitations in assuming a
common position by the South Asian nations at the WTO negotiating table: first, the
politics of the region; and second, the economics of the region.

Inthe past, regional politicshave madeit difficult to reach economic agreementswithin
the region (Pakistan hasyet not granted MFN statusto Indiaon anumber of products).
However, since the 10" SAARC summit and the agreement to establish SAFTA, some
ice has started melting.

The second factor isthe differencein economic size of South Asian countries: thereare
three developing countries (India, Pakistan, and Sri Lanka) and two acceded LDCs
(Bangladesh, Nepal, Bhutan, and Madives). Nepal and Bhutan areyet to become members
of theWTO, however, they do possess observer status. Even within these classifications,
there are major gaps with India being the economic giant in the region, and Sri Lanka
having a much smaller economy. Thisleadsto problemsin prioritisation of issues and
hencein devel oping acohesive stance. For example, each country hasitsown concerns.

the devel oping countrieswish to improve market access, which may exacerbate LDCs'

concerns on issues such as preference erosion. Moreover, in terms of agriculture, there
isawidedifferenceinthe negotiating positions of Net Food Importing Countriesversus
the Net Food Exporting Countries of South Asia.

Therefore, it isimperative that aLeast Common Factor be determined and acollective
stance be taken on it. But in order for advancement on the issues of SPs and SSM, it
would be morerealistic to assumethat the devel oping countriestook alead to negotiating
on SPsand SSM. For now, L DCs can not take a comprehensive view from the starting
premise that very soon they too would become developing countries and thus what
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may not be of immediate interest to them now, may become critically important in the
near future. This view has been so far supported by Bangladesh*, since it does not
haveto make any protection reduction commitments, the exercise of identifying SPsfor
the country is actually redundant. While for Sri Lanka as net food importing country,
India as the largest producer and exporter of the region and Pakistan both as importer
and exporter, thereis need to have an overall understanding of the agriculture system as
well astrade.

6.5.3 Negotiations on SPsand SSM

e OnJuly 28, 2004, G-33 presented aproposal in July Agriculture Text, demanding the
implementation of SPsand SSM.*® They wanted to takeinto consideration the food
security, livelihood and rural development concerns of the developing countries
whiletaking any decision, and asked for the following measuresto beincludedinthe
revised drafts! that devel oping countries should decide on their own the percentage
of tariff linesto be considered as SPs:

SPs must be a stand alone provision;

There must be no tariff reduction commitment for all SPs;

There must be no new tariff reduction quota commitment on all SPs; and

Products considered as SPs must also have access to SSM.

Under Article5 of the AoA, aprovision of Special Safeguard (SSG) isalready givento
the countries. But the devel oping countries have demanded the establishment of SSM,
on the basisthat by reducing their bound tariff these countrieswill no be ableto protect
themselves against the agricultural market instability and will make them vulnerableto
the import surges and cheap imports. In SSG, the options are limited to only those
member countries that have already started tariffication and converting non- tariff
measuresinto tariffsat the end of Uruguay Round. Whilethe SSM makesthe countries
ableto impose an additional duty above their bound tariff levelsfor certain productsin
the case of import surges beyond a certain volume and price trigger.

The SSM can be better modified, oncethe SPsareidentified. Oncethe SPsarevery well
identified at the national level and the significance of the particular agricultural products
has been determined on the basis of food and livelihood security and rural development
concerns, it would be difficult to argue that such products may not be protected by the
SSM?®2, SSM can also be used for those products, which are not necessarily SPsin the
importing countries but are highly subsidised in the country of their origini.e. fruits,
vegetables, dairy products, sugar and poultry parts etc®. In this scenario, developing
countries have asked for the following modalitiesin SSM:

Safeguard measures should be automatically triggered;

It should be availableto all agricultural products;

Both price and volume triggered safeguard should be considered;

Both additional and quantitative restrictions should be considered as response
measures;

*  The mechanism should be simple, effective and easy to implement.

In addition to the above-mentioned modalities, one proposal® on implementing the
SSM on the basis of contingency levy is offered. It has devised three approaches to
implement certain market access provision of July Framework, including:
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* |mplementing the SPs provision on the basis of an aggregate deviations from the
generd tariff cut formula;

¢ |mplementing the sensitive products provision on the basis on an additional pro-
rated TRQ commitment for non-compliance with generd tariff cut formula; and

® The maximum contingency levy (MCL) could be applied, over and above other
legitimate levies, when certaintrigger™ conditions are met. This negotiated maximum
contingency levy (expressed in valueterms, i.e. national currency or the equivalent
of USdollar would be the total allowance that amember would have at its disposal
on grounds of the SSM provision. When the cumulative value of extra tariffs (on
account of the SSM) reachesthat maximum contingency levy, no extratariffswould
be possible on subsequent shipments during the marketing year in question.

Table.1.29 istaken from Dr Sohail Jehangir Malik;s paper on “ Guidelinesto facilitate
the Selection of Special Products and Implementation of the Special Safeguard
Mechanism in Pakistan” in which he has discussed with a hypothetical example that
how the SSM based on aM CL canwork in practice. And in order toimplement the SSM
through this MCL that amember would have at its disposal to apply when either price
and/or volumetriggersare met.

6.5.4 Malaysian Informal Paper on Special Products®

Malaysiain its paper circulated on March 23, 2006 proposed a series of quantitative/

numerical indicatorsfor the designation of SPswith the view that SPs have the potential

to undermine the development agenda of exporting developing countries since the

income of many poor farmersin such countries depends on the production and export of

one or two crops and proposed that:

e Those products, which contribute in bulk to the world trade, should not be treated
as SPs and proposed a threshold figure of 75 percent.

e Establishment of percentage thresholds for each of four other indicators, above
which products would be eligible for SP status™ .
SPs should be staples produced domestically.
Tariff cuts on SPs should be a to-be-negotiated percentage lower than those on
other products.

e SPs with bound tariffs below 20 percent should be exempt from reduction
commitments altogether.

®  SPs, whichdready have TRQ commitments, would facelower expansion requirements
than other products.

e Maximum tariff that devel oping countries could apply on SPs should be higher than
the tariff cap for other products.

The paper was assessed and pointed out that Malaysian proposal of numerical indicators
to the staple crops (contributing to the nutritional requirement and livelihoods) denies
the basic objectives of food security, livelihoods and rural development. It was also
argued that Malaysid's criteriawere impractical, since asingle set of thresholdswould
not be ableto capture the diverse conditionsthat prevail in different devel oping countries.
Mauritius said that under Malaysia's approach, African countries would be unable to
designate any SPs, since their crops would fail to qualify. It was aso the exporters
(exporting countries) aretrying to get gainsfrom the overall tariff cuts; so the exporting
farmers should not be compared with the subsistence farmers.
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6.5.5 Thailand's' Paper on Special Products®

Thailand has proposed following indicators for the selection and treatment of SPs:

® Products exported by developing countries hat cumulatively constitutes more than
50 percent of world export of that shall not be designated as SP;

® Product imported from developing countries that cumulatively constitutes more

than 50 percent of the importing country’stotal import of such product shall not be
designated as SPs;
Thenumber of SPtariff linesshall belimited and specified at least at HS-8 digit level;
SPs should constitute greater than {a percent} of domestic consumption of the
product is met through domestic production. Or greater than {b percent} of
agricultural GDP,

e The product contributes at least { ¢ percent} of the total nutritional value (dietary
and caloric requirement) of the population;

e For the treatment minimum tariff cuts of {d percent} of the normal tariff reduction
formulashall be applied to all SPs. For those TRQ productsto be designated as SPs
they shall be subject to quota expansion. SPs shall be eligible for tariff cap higher
than that of normal products by { e percent} .

6.5.6 US Proposal®

TheUSinitsproposal on SPs saysthat only five farm products should be designated as
SPs. Products that are domestically or are close substitutes of products produced
domestically cab be designated as SPs. Those productsthat are exported from acountry
on an MFN basis and is net exported cannot be designated as SPs. Regarding the
treatment, SPtariff linesshall be subject to { x percent} of the general tariff cut, where{x
percent} islessdemanding than thetariff cut required for sensitive products. Therewill
be no in-quota duties for TRQ.

The use of SSM takes place only when imports rise by 30 percent or more in either
volume or price. The SSM shall only be availableto alimited number of productsat the
detailed tariff linelevel. Eligibility for the SSM shall belimited to:

e [Xx] percent of tariff lines at the detailed duty level that take the full tariff cut as
specified by the genera tariff reduction formula for developing countries which
result in new bound tariffs below current applied tariffs; and

® productsthat are produced domestically or are close substitutes of products produced
domestically.

The SSM shall be based onimport quantity and price-based triggers. If the price-based
trigger is met, amarket test will be used to ensure that the imports arerising, beforethe
SSM remedy isapplied. If thevolume-based trigger ismet, amarket test will be used to
ensure that domestic prices arefalling, before the SSM remedy isapplied.

The analysis of the paper showsthat itslimits the scope of safeguardsto the extent that
alternative to any such mechanism become useless. The US paper also made the
applicability of the SSM bit difficult by linking the price based trigger with theincrease
in volume through a market test. And asks for the application of SSM to only those
products where formula cuts have been applied. At the same time, condition of 130
percent volume threshold make some economiesvery vulnerable asin smaller economies
even a small increase can devastate the whole local production base, the important is
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the case of Kenya, where through ActionAid International (AAI) study, it has been
proved that although there was only 20 percent increase in imports' volume, it has
severe negative impacts on local production. The farmers returns have decreased
exponentially, employment hasdecreased from 43000 in 1990 to 7500in 2004. Similarly,
closure of socia services manipulated the problemsin the area.

6.5.7 Falconer Paper on Special Products®
On May 5, 2006 Chair Ambassador Crawford Falconer, provided a proposal to include
market access consideration into the basis for selecting SPs. In the paper, wide gaps
were identified in the positions of different countries on the selection of SPs either on
the basis of tariff cuts or on the basis of food security, livelihood security and rural
development. The major ones i.e. number of SPs and their treatment, were not even
resolved in Hong Kong Ministerial, which results into the grouping of the member
countries, especialy the farm exporter seeking for extensive market access and G-33
asking for wide SPscoverage. Fal con further stressed those members before designating
SPsmust first agree on the modalitiesfor tariff and subsidiescuts. It was al so mentioned
in the paper that the G-33 proposal of “at least 20 percent tariff lines are/should be
eligiblefor SPs’ would allow two unnamed devel oping countriesto shield as much as
98.4 and 94 percent of thetotal value of their respective farm importsfrom Doha Round
Tariff. Three optionsto resolve the SPsissue were discussed in the reference paper by
Fa coner:
* Tomakealower percentage of tariff lineseligiblefor SPsdesignation;
* Torequiretheir tariff treatment to be “ more permissive of trade; and
e “Particular Members’ declare in advance that they would either not designate any
SPs, or that they would utilise them “to alesser extent than what might be generally
agreed

Thereference paper was criticised by the G-33 that the chair for unfavourabl e assessment

of the market access flexibilities they are seeking, and about the approach that it will

allow developing countriesto shield an inappropriately high proportions of farmimports

from the full force of tariff cuts. G-33 emphasised that the entire notion of SPsis not

based on trade-related concerns, and thus should not be viewed through the prism of

commercial considerations. The members come up with thefollowing points:

® |ndonesia argued that the need of the developing countries should not be held
hostage to the exporting interests of the few. It was seconded by Cuba, India,
Honduras, Peru, Philippines, Venezuelaand the African Groups;

e Chile, CostaRica, Malaysiaand Thailand said that G-33 proposal would endanger
south-south trade; and

e (-33asked Falconer to revise hisreference paper.

The agriculture chair acknowledged some of the group’s concerns in his reference
paper, saying G-33 delegates also took issue with Falconer’s assertion that they had
demonstrated “little readiness’ to consider treating SPs* in anything other than afirmly
import-limiting manner”. They faulted hisreference paper for failing to mention that their
proposal would cut tariffs on one quarter of SPs by five percent, and those on another
quarter by up to 10 percent, though the rest would be completely exempt from tariff
reduction.
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6.5.8 World Bank’s Paper on Special Products (SPs) as Anti Development

G-33 has a so criticised the World Bank’s Paper on its assumptions and methodol ogy

that the paper has misinterpreted the operations and impact of SPs and denied the

importance of the agricultural structure of the developing countries. The paper by

World Bank pointed out that “that raising agricultural prices substantially through

SPswould create large increases in poverty, sufficient in some cases to undo decades

of development progress and push the already poor deeper into poverty”. G-33 warned

that such a misleading paper could have adverse consequences for the Doha Round

negotiations of the WTO. Further to this, the ambiguitiesin the paper include:

¢ With the slight change in the revised paper still the objective of the instruments of
the SPs has not been understood by the author;

® The paper discussed that in order to reduce poverty successfully, the SPsflexibilities
should also be seen carefully, on which G-33 pointed out that the product coverage
inthe study wasvery narrow, its scope was confined to only four countries, and that
the situations, which were sought to be simulated, were completely arbitrary;

® The paper also ignores the reality of price declines, price volatility and predatory
competition, including dumping of heavily subsidised products, which raises the
risk levels of devel oping countrieswithout providing an adequate safety mechanism
or flexibility to deal with the adverse impacts of trade policy changes for their
vulnerable agricultural sectors.

The G-33 hasrepeatedly explained that theaim of SPsisnot to raise pricesof qualifying
productsover an extended period of time. Rather, SPsareaflexibility intended to enable
developing countriesto address externally generated shocksthat could disrupt incomes
and food security, particularly for low income and resource poor agricultural
producers. Besides, G-33 has urged the World Bank to substantially modify this
fundamentally flawed paper asamatter of priority.

6.5.9 Pakistan’s Paper on SPs (Annexure —29)

On January 19, 2007, Pakistan submitted a proposal with four specific criteria on the

designation of SPs besides the three options of food, security, rural development and

livelihood security. But it isnot perceptible whether the paper proposing the sub-criteria

will beworkableat national or multilateral level. Thefour specific criteriaare:

1 share of the production of a product in total agricultural production (rural
development;

2. share of consumption of a product in total apparent food consumption (food
security);

3. share of domestic consumption by domestic production of aproduct (food security);
and

4. share of employment of the product in the total agricultural labour force or in total
agricultural employment (livelihood security).

According to the paper, thefirst two indicators show the relativeimportance of individual
product in total national agricultural production and consumption, and their degree of
importance to the agriculture base and consumption profile of the country. While the
third indicatorsfocusing food security showsthe relation between thelevel s of domestic
consumption as compared to the domestic production and its sustainability in terms of
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self-sufficiency. While the last indicator, indicates the dependency ration of the people
on agriculturefor their livelihood. Based on these, it is proposed that countries should/
may devel op aminimum threshold for each indicator according to their need, and based
on threshold, including selecting a product leaving policy space of any change.

There are two speculationswhile using SPs criteriamentioned in the proposal, and one
isvery important if wetalk about the common South Asian position. Thetwo proposals
are;

a. invarious countries, there are certain cases in which the locally produced crop or
product is displaced by theimported substitute which is not producein that specific
country i.e. powder milk displacing raw milk, local ghee by vegetable ail; and

b. indicatorsare based on the national dataand works at national level but it could not
reflect the regional importance of products within the country.

Based on the criteria of food security, rural development and livelihood with its sub
indicatorslikewheat, rice, citrus, apple and edible cilsareinthelist to betreated as SPs,
while crops of strong export potential like milk, raw cotton, sugar and poultry products
and onions can be removed from the list. Since Pakistan's bound tariffs are rather high
on these products (100 percent or more), the current applied rates of the current customs
duty on these products are not likely to be affected if the G-20 formula cuts (maximum
cut in tariff) of 40 percent is applied. In fact, even after the application of cutsin duty
there would be enough gaps between the applied rates and the new bound rates (duty
can not be raised beyond the agreed level) in case Pakistan feel s the need to raise those
rates.

While deciding the numbersif tariff linesthat may be designated as SPs, it is proposed
that the member countries may agree upon a benchmark score so that any products
scoring above benchmark is automatically qualified for designation as SPs. Moreover,
there should be aperiodical review (x years) wherethe ranking index isreviewed based
in the latest data and inclusion/exclusion of certain products, if any, is notified.

For the treatment, the paper says that most of the developing countries want very few
linesto be designates as SPswith larger deviation. While very few countrieswould like
to designate many SPs, they should avail lesser deviation. Members may decide any
point to be availed from this relationship or the points can be fixed aswell.

6.5.10 G-33 Ministerial Press Statement: Davos, January 26, 2007

G-33 Ministers while evaluating the developments on Doha Round negotiations in
Davos accentuate the need to secure the modalities for SPs and the SSM, which are
designed to effectively address the food security, livelihood security and rural
development needs of the devel oping countries. At the sametime, it asked for ensuring
predictability and transparency and recalled that the Group’s comprehensive and
constructive contributions on modalities, with full legal drafts, on SPsand SSM arefully
consistent with, and respect the integrity of the Doha and Hong Kong Ministerial
Declarations, and the General Council Decision of August 01, 2004, 2004. Ministers
particularly noted that the G-33 proposals embody within them deeply considered
solutions to the heterogeneous interests of WTO Members. Studies show that thereis
no close relationship between agricultural imports and applied tariff rates. Moreover,

106 / South Asian Positions in the WTO Doha Round CUTS}:{

International



low tariffs do not causeimportsto risswhenincomelevelsarevery low. Onthecontrary,
the main drivers of agricultural imports in developing countries areincome levels and
variationsin domestic harvests, not tariff levels. Inthiscontext, G-33 underscored that
developing countries need time and policy space to improve their poor farmers
productivity and incomes, and to curtail therisk of dislocation from agriculture, including
unmanageabl e agricultural trade liberalisation.

6.5.11 Critique on the Pakistan’s Paper

Government Officer’s View: (Geneva Mission)

At present, thereisno solid proposal on table except the extreme positions of G-33 (205
tariff lines) and the US (five products). Pakistan being the G-33 member genuinely feels
that there should be some balancing proposal in order to have some progress on this
issue. The proposal gives liberty to choose as many SPs as a country deserves to
nominate under the selection system, which gives ranking of SPs based on the scores
under each of the indicators. Members may agree on a benchmark score; therefore all
products scoring more than the benchmark would be éligible for designation as SPs. It
may be noted that asfar as our defensive interests are concerned, and since bound rates
for agricultural productsin Pakistan arerather high (average 101 percent), itisnot likely
that our applied rateswould betouched after applying the current G-20 formula. However,
on the other hand, Pakistan has offensive interests as in future and expecting surplus
production in several agricultural products such as milk and horticultural products
(citrusfruit, potato, tomato ad onion etc). Besides, this government does not want that
because of excessive application of SPs by other countries, Pakistan have difficulty in
finding export markets.

The positive aspect/effect of the proposal isthat, it resultsin anincrease of exportsand
improves the lives of poor farmers. Pakistan has the potential of exports in many
horticulture products, if the other countries block Pakistani exportsthrough designation
of SPs.It would be counter productive for Pakistan, and through this proposal, we have
tried to minimise this blockade in our proposal in the selection and treatment parts.

e SPsmechanism can betermed asan ‘ added tariff protection’ instrument which could
be helpful in providing protection to products, and which are crucia to food security
and livelihood concerns of developing countries, provided that the Doha Round
resultant tariff reduction commitments eat into the inbuilt safety net provided for the
present tariff structures of the devel oping country. In other words, it isthe difference
between the applied rates and the bound ratesin devel oping countries. In Pakistan's
case, asistrue in the case of many other developing countries, even if Pakistan take
on very ambitious cuts on its agricultural tariffs, they would not be bound at less
than 50 percent to 60 percent. Therefore, the question is: how can this negatively
impact our existing policy space?

* Furthermore, asregardsthe perceived threat from other devel oping country exports
to the livelihood of our farmersis concerned: do not we have enough water in our
applied and bound ratesto tackle this? Secondly, how many timesinthelast 10 years
have Pakistan actually used the 100 percent tariff ceiling for providing protection to
the farmers? If the threat is so real, then why do we still have applied tariff of zero
percent on wheat, cotton, sugar, rice, milk, meat? As a matter of ‘rea’ fact, it was
always our domestic needs either to check inflation or provide cheaper food or input

3
9.},.{;10:.§ South Asian Positions in the WTO Doha Round / 107



for our industry e.g. cotton for our textileindustry, which prompted reductionsfrom
bound rates. There is not asingle example of an agriculture product where we ever
had to lower the tariffs because of WTO commitments.

e Another fact is the linkage of SPs with SSM. In fact, SSM, even as a stand-alone
mechanism, hypothetically speaking, would be enough to guard against unfair
competition and dumping of subsidised agri products into developing country
markets.

e |f Pakistan go for excessive protection or an ‘over kill’, it would be completely
ignoring its offensive interest, aswe did in the past. Recent studies by the Ministry
of Agriculture shows that even on a conservative side, we could achieve export
target of agriculture products to the tune of US$5.25bn to US$6.5bn over a6to 7
year period, as aresult of the conclusion of the Doha Round.

® |tisasoworth underlining the fact that, so far Pakistan has only been able to make
reasonable exports of one agriculture product, i.e.’ rice’. One of the reasonsis that
Pakistan has aspecial zero rate for basmati in EU. During 2005 when Pakistan was
ableto negotiate agood deal and get EU to bind its duty rates on basmati at zero, the
exportsreal ly took off. Other prominent sectorswherewe can see significant potential
are: horticulture, livestock, fisheriesand other primary commodities. If weareableto
get agood deal in the negotiations and get devel oped aswell as devel oping countries
to cut their tariffs and subsidies, there is no reason why we cannot achieve the same
kind of resultsaswedidinrice.

® Regarding taking sides with US or G-33 or any other country or group, as an ex-
negotiator for Pakistan can betermed that our only considerationis* national interest’,
nothing more and nothing less. When Pakistan joined the G-20 before the Cancun
Ministerial, both EU and US were 'not happy’ with its decision. n fact, they
even exerted pressure on countries, as a result of which some of them left the
Group. Westood firmin our belief and in fact are one of the most active members of
the G-20. Similarly, when we joined the G-33, it had a particular purpose, i.e. we
believedin the SPaand SSM to beatool for guarding against dumping of subsidised
agri products and safeguarding livelihood concerns of our farmers, but when we
realised that some countries in Group-33 have hijacked it for the purposes of
completely closing South-South trade and for their own ' overtly defensive’ designs,
welowered our support for the Group. Whilst, being aleader of G-77 and solidarity
with LDCsand devel oping countrieslooks* beautiful’ on paper, it must not beallowed
to be at the cost of the 'beauty’ of our own country.

e | astly, with reference to the Devel opment Box, thereis need to consider revisiting
that concept vis-a-vis the time when Pakistan proposed it. Things
have moved forward in terms of negotiations. The Development Box was a pre-
Doha concept and was created for granting more flexibility for developing
countries. As already elaborated above, Pakistan does not want to block South-
Southtrade. Finaly, | would liketo statethat my commentsabovearewith aview to
contribute to the debate so as to have a well considered negotiating strategy. Our
mission at Genevahasawaysbeento try to follow what our stakeholdersasawhole
havewanted. If, it isfelt that in the long run, having an export-led strategy isnot in
our interest, then of course, we should revisit or revert to our old policies and keep
ourselveswithin tariff walls.
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Civil Saciety's Views!

Thecriticshowever believethat the paper on SPshy Pakistan istoo far from those of G-
33 (20 percent tariff lines) and actually supports US position of five products. Paper
takes in the main indicators only and ignores sub-indicators as per the G-33 proposal.
The paper ignores other products of regional importance such asmaize, gram, groundnut,
chilly, banana, other vegetables, hides & skin, etc. Among the prioritised crops, the
paper saysthat only rice has high regional importance from the food security perspective
and rice, tomato, onion, citrus, apple and tea have high regional importance from the
livelihoods perspective. Asregardsrural development, the paper categorisessix products
(cotton, potato, tomato, citrus, apple, milk) ashighly important because of their potential
for value addition. Based on this criterion, it appears that Pakistan would only be able
designatefive crops(wheat, rice, citrus, apple and edible dils) as SPs. All other important
cropswith strong export potential might be excluded from the list of SPsand would be
subject to sharp tariff reduction. The critics also doubt that reductions would actually
go beyond the current applied tariffsin Pakistan.

Thedesignation of SPsisinfact one of the crucial development instrumentsin tradefor
developing countries and for Pakistani farmers. It isthe basic trade safety net that will
go along way in providing a country legitimate time and policy space to adjust to the
multilateral trading framework. The SPspaper by Pakistan provideslittle hopeto Pakistani
farmers and development in the country. Already, Chinese products are threatening
many local sensitive agricultural products in the market and Pakistan's proposdl, if
accepted, will give free hand to rest of the countries, i.e. India to stop our farmers
growing anything except the designated crops as SPs.

Seemingly, Pakistan isattempting to bridge the gap between the G-33 stance and that of
the US, but the critics believe that the proposals are quite away from those of G-33 as
well as development needs of the poor countries. As mentioned earlier that expected
USEU dedl islikely to put pressure on G-33 for acompromise and G-33 member countries
need more unity at the moment to resist these pressures. Pakistan should rather show
solidarity with G-33 and tackle the pressuresfrom US using the pressures of G-33 and G-
20. Pakistan should be cautious, as any limiting criteria or exclusion of products as
proposed by Thailand and Malaysia could dilute this privilege, while many countries
may not be able to designate even a single product based on the criteria proposed by
Pakistan.

Pakistan’s stance that the excessive application of SPs could hurt Pakistan in finding
export markets also seemsirrelevant as SPsare not forever and already we have only 11
export products at the moment of which more than 80 percent goes to developed
countries’ markets. We are rather losing market in developing countriesi.e. of mango
and citrus fruits because of high cost of production, inadequate storage facilities and
faulty trade facilitations. Similarly, as the food import is aready on increase, many
farmersareleaving their innate profession and hence, there areless chancesthat Pakistan
will start growing huge surplusesin near future. Pakistan’sforemost interests therefore
must be defensive.

As compared to designating products on the basis of data, concessions on percentage
basisisfinewith all poor countries as most of these countries, including Pakistan lack
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proper data. Concessions on percentage basis also gives us the option to assess the
impact of trade flowsand in caseswhere short-term import surges cause seriousingtability
in prices, devel oping countrieswould have theflexibility to shift thelines categorised as
SPs. The proposal of limiting SPsto afew lineswas not in any way endorsed in Hong
Kong Ministerial rather it was a percentage. Developing countries were granted the
privilege of self-designating an appropriate percentage of agricultural products with
flexibility to avoid strict reduction commitments based on the criteria of food security,
livelihood security and rural development needs.

6.5.12 Indian’s Critique on Paper®?

Indian Trade Minister, Kamal Nath showed optimism that a turn around in the Doha
trade negotiations could be brought soon (WTD, 1/24/07). The Trade Minister —akey
participant in G-20 devel oping countries coalition said that New Delhi was prepared to
discussindicatorsfor SPsand SSM based onthe 2004 Hong Kong Ministerial Declaration.
Heinsisted that US should bring down its domestic subsidiesfrom US22%bn to US$15bn
with clear disciplines for product-specific caps in the most trade distorting aggregate
measurement of support and counter-cyclical payments. Thelatest US offeristo capits
trade-distorting domestic supportsat US$17bn, while Brazil would prefer to seeaUS$12bn
to US$13bn cap. On SPs, India insists on flexibilities for products of importance to
developing countries—many of which are subsidised by major exporters. Itiswrong to
demand that items such as sugar, corn, rice and soya and cotton be accorded normal
treatment by non-subsidisers like India. He said indicators for SPs can be discussed
over the next two or three months on the basis of progress made on trade distorting
domestic support and export competition. Mr. Nath said developing countries should
not be asked to spell out what they will offer without first knowing what industrialised
countries are proposing.

6.5.13 Comments on Paper from I nternational Organization®

Pakistan has circulated an informal paper suggesting options for dealing with SPs.
However, itsideas have not found favour with at |east some other delegations. Pakistan's
paper identifies possible ways for members to reassure trading partners that the SPs
they choose would indeed reflect legitimate concerns about food security, livelihood
security, and rural development. Pakistanisamember of both theimport-sensitive G-33
and the export-oriented Cairns Group countries (as are Indonesia and the Philippines).
The paper, which does not purport to represent the views of either group, departs from
many of the established positions of the G-33. Pakistan contemplates the option of an
overal ‘cap’ (intermsof atotal percentage of tariff lines) onflexibilitiesfor both special
and sensitive products. Both developed and developing countries will be allowed to
make gentler tariff cutsto some* sensitive products’ in exchangefor creating new import
guotas. The paper noted, however, that no single number islikely to satisfy all developing
countries. Pakistan floatsthe idea of excluding SPsfrom eligibility for the SSM, which
has been designed to help developing countries protect farmers from import surges by
temporarily raising tariffs beyond bound ceiling levels.

One G-33 delegate, it said that it was “very good of Pakistan” to try to see how a
compromise could be reached on SPs. However, the negotiator said that the paper’s
suggestions might “further complicate what's [already] a complex issue in the
negotiations’ by, for instance, requiring members to agree on indicators. “This is
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something that can be hel pful at the national level, but | think it will very much complicate
the negotiations. | think it's not very convenient at the multilateral level”.

6.6 Conclusion and Recommendation

6.6.1 Global Gains*
Beforewelook at theimplicationsfrom the proposed SP/SSM regime, let usfirst takea
look at what arethe gainsthat arelikely to beif the Doha Development Round succeeds.

Projections of global gains from full trade liberalisation dropped from US$832bn to
US$287bn, while the devel oping countries’ sharefell from US$539bn to just US$90bn.
Before the 2003 Cancun Ministerial, World Bank had projected the gains at more than
US$500bn for the devel oping countries.

After Hong Kong Ministerial 2005, the projections showed a“likely Dohascenario” of
just US$16bn, out of a global total of US$96bn. Adjusting for Special and Sensitive
Productsin agriculture, devel oping country gains cometo just US$6.7bn out of atotal
of US$38.4bn. In other words, US$6.7bn isthetotal welfare gainthat isexpected froma
successful Doha Round. Thisgain isfor 110 devel oping countries. For India, it means
nothing since India’s annual budget for the Rural Development Ministry is higher than
the total gains the entire developing world is being promised. The International Food
Policy Research Institute, Washington DC, too estimatesthe gainsin agriculturefor the
devel oping world between the range of US$8-20bn. These arethe statistical figures, but
when trandlated into human cost it will mean millions of livelihoodslost. Already, studies
have shown that amajority of the devel oping countries have turned into net importer of
food thereby pushing of several millions of farmers out of agriculture.

6.6.2 Preferential Trade Relations

Theexperienceof Sri Lankainthisfieldislimited to tradewithin theregion. Withinthe
SAPTA, preferential trade can be agreed upon between the participating countries. The
classification of developing countries (India, Pakistan and Sri Lanka) and LDCs
(Bangladesh, Bhutan, Nepal and Maldives) within SAPTA has caused certainimbalances
in trade. Some of the specific experiences of Sri Lanka relate to the increase in duty
levied on betel leaves by Pakistan onimportsfrom Sri Lankaby asmuch as 265 percent
from the Sri Lanka Rupees 88 per kg charged earlier At the same time, Bangladesh
benefited from apreferential rate (i.e. areduction of 14 percent) inthe market of Pakistan
to the detriment of Sri Lanka. Another exampleisthe preferential duty-free accessto
sesame seeds from Sri Lankain US, apreference that is not accorded to Vietnam. Tea
exports to Pakistan too declined gradually over the years due to competition from
Kenyaand India.

In the light of this situation, it is evident that strategies need to be drawn up for the
development of amore secure food production strategy in the medium term. Sri Lanka
does receive special consideration in this respect from its trading partners in regional
trading arrangements and some bilateral ones, such as SAPTA and the Indo-Sri Lanka
FTA. These agricultural commaodities have been classified under the “sensitive list”,
which essentially means that they are not subject to further trade concessions. But
without much MFN tariff protection, Sri Lankafacesproblemsinitsmultilateral trade.
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Sri Lanka has agreed to cut tariffs for agricultural imports to 50 percent single line
without considering strategic products we have to protect. It was not done by other
developing countries. For exampl e, Indiaenforces 300 percent tariff on some products.
Their tariff line is not a straight line and there are peaks. Therefore, negotiations in
agricultural products, Sri Lanka have a disadvantage. Other countries have a massive
advantage because the 15 percent weighted average tariff cut is applied to most of the
developing countries, such asIndiacan still apply acomparatively high tariff to protect
their products.

India provides at least MFN treatment to all WTO Members. It has been a strong
advocate of multilateral, rather than regional, trade initiatives and is party to a few
regional trading agreements (RTAS). Efforts are neverthel ess being made to strengthen
regional agreementsto which it is party, such as SAARC and the Bangkok Agreement.
Under SAPTA, the members of the SAARC have completed three rounds of trade
negotiationsand expected to completethe SAPTA in 2002. In addition, Indiamaintains
bilateral trade agreements with several of its neighbours, including Bangladesh and
Nepal, FTA with Sri Lanka, in effect since March 01, 2000. Indiagrants duty-free access
for over 1,000 tariff linesand a50 percent margin of preferencefor the rest of thetariff,
except for a negative list. Negotiations to conclude bilateral trade agreements with
several other trading partners are presently under way® .

Table1.30: Comparison of Yield for Selected Commodities(kg/ha)
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Pakistan and Sri Lanka have signed an FTA, which is operational since June 2005 in
order to give preferential market access to each other’s products by granting tariff
concessions. Sri Lanka enjoys duty free market access for 206 products to Pakistani
market including tea, rubber and coconut, while Pakistan has duty free access for 102
products including oranges, basmati rice and engineering goods. However, there are
still sometariff lines, which are not entitled under tariff concessions onimport.

SAFTA

SAARC Preferential Trade Agreement (SAPTA) of 1993 paved theway for aSAFTA. It
took 13 years to transform SAPTA into SAFTA that came into force in the member
countries in South Asiafrom July 01, 2006. So far, the quantum of trade deals among
SAARC countriesremained limited to around 4.5 percent of thetotal trade flowsworth
around US$135bn dollars per annum. As against that, inter-country trade deals among
countriesin the EU accounts for 55 percent of total trade.

The SAFTA Agreement will be implemented through the following instruments to
enhanceintra-regiona trade:

Trade Liberalisation Programme

Rulesof Origin

Ingtitutional Arrangements

Consultations and Dispute Settlement Procedures

Safeguard Measures

Any other instrument that may be agreed upon

o, wWwPNPE

Under SAFTA, Pakistan being a developing country would have to reduce its existing
tariff ratesto 20 percent within atimeframe of two years. The subsequent tariff reduction
by Pakistan from 20 percent or below to 0-5 percent shall be done within asecond time
frame of fiveyears, beginning from 2009 (third year from the date of coming into force of
the Agreement). Following the ratification of the agreement, Pakistan had notified the
first tranche of tariff reductions effective from July 01 on all itemsexcept 1183 itemsthat
areindicated in the sensitive list. The tariff reductions have also been allowed on 773
items, which areimportablefrom India. Besides, member countries have shown agreement
on four areas, which include finalisation of sensitivelist, which would be 20 percent of
their total tariff lines, compensation for the LDCs, rules of originand technical assistance”.

It is hoped that SAFTA would augment intra regional trade. However, lot needs to be
doneto achievethisobjective; increased political will to materialisetradeliberalisation
is the prime prerequisite, especially number of items on sensitive lists needs to be
reduced. Similarly, Indiaand Pakistan would have to be moreflexibleif they want to see
SAFTA flourishing in the region.

Thereisanimportant issue of granting“MFN” treatment to India. Pakistanis of theview
that granting MFN status to India is not linked with SAFTA whereas the Indian
government has challenged Islamabad’s decision of not granting it the MFN status and
wants to convene aministerial council meeting to resolve its trade related issues with
Pakistan.
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6.6.2 Recommendation

The proposal from Pakistan will certainly undermine the gain aready achieved by
developing countries on the selection of SPs. The Hong Kong Ministerial has already
provided for the self-designation of SPsbased onthe criteriaof food security, livelihood
security and rural development. Setting thresholds and identifying a set of specific
indicatorswill limit developing countries’ flexibility to choose which products will be
declared as SPs. For instance, identifying the list of SPs based on the products’
contribution to national production alonewill not besufficient. It will not cover commodity
groups that, although not major contributors to national production, are crucial to
meeting the food security, livelihood security and rural development objectives of
vulnerable communities. The matter of SPsisalready acomplex issueinthe negotiations
and the Pakistan's suggestions might further complicate it, for instance, requiring
membersto agree on indicators.

On the other hand, policy makers and friends from Genevamission, Ministry of Food,
Agriculture and Livestock (MINFAL) and Trade Development Authority of Pakistan
(TDAP) have also confirmed that “knowingly” they are proposing this. According to
them, because of Pakistan’s offensive interests, they do not want the other countriesto
apply SPsextensively as Pakistan iseyeing export marketsin the South aswell. They do
have point provided Pakistan produces competitive and surplus agricultural production
in future (And that they are not doing this under any external pressure/s).

Theissue of Sensitive Products and TRQs, which are protection instruments, stemmed
as an exception in July Framework. The Developing Countries on the learning curve
realised that be it initial tariff levels or subsidy spending, these give some room inter
alia, for bargaining informed position. In that context, many countries were at
disadvantage in UR, as they aready reduced tariffs and subsidies under Structural
Adjustment Programme. So, besides domestic ‘policy space’ a‘negotiating space’ is
also needed, as negotiations are to continue, and members shall watch closely their
trade and food security interests. Neverthel ess, Pakistan needsto berational in selecting,
interms of numbersand products, SPsby counterbal ancing the tactical move, on part of
developed world

® The paper really goeswith 15 products as SPsand not 5 or 15 tariff lines, and if 15
products have been identified, looking at the chaptersfrom tariff schedules, it could
be numbered that how many tariff lines been covered under 15 products. (G-33is
calling for 20 percent tariff lines to be identified as SPs but 15 products may be
covering around 17 percent tariff lines). In this scenario, it could be another chance
for Pakistan to lead the WTO members by helping to end the impasse in the
negotiations. However; if paper takeonly 5 or say 15 tariff linesas SPs, (US proposa
called for fivetariff lines maximum to beidentified as SPs), then the civil society’s
worriesreally matter and in national interest we should extend our full cooperationto
them. In this case, Pakistan mission should have to revisit the proposal and look
whether the products identified really safeguard the national interest. Civil society
thinksthat thelist isincomplete from Pakistan’s perspective.

e Actuadly, TimRuffer (2002) in his paper first identified the productslisted in Pakistan
paper, and later by Dr Sohail Jehangir Malik in hispaper on SPsin 2005, albeit thelist
did not changed much in Pakistan’s proposal. Therefore, products important at the
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provincial level or at adistrict level have dwaysbeenignored. List cannot be complete

without the inclusion of products having Gl importance such as chilies (Badin,

Thatta), tobacco (Swabi, Mardan) gram (Bhakkar, Layyah), groundnut (Potohar) and
many more. As mentioned in the pervious chapter on Pakistan, a study conducted
by ActionAid Pakistan on the SPs that may be helpful to revise the list but it's not
conclusiveat all.

It is suggested that Pakistan mission should look into the Sri Lankan paper and may
follow their approach while selecting SPs. Sri Lankahasidentified —like Pakistan—
only 20 products but the number of tariff linesin aggregate stands 18 percent of the
total agricultural tariff lines. The products include cereals, livestock products,

vegetables including potatoes, oil crops including coconut, and legumes. (http://

www.ictsd.org/dlogue/2007-01-21/SPPresent19thJan. pdf)

- One of the queries from Pakistan’s list of productsiswhy cotton islow in ranking
although it makes a lot towards the livelihoods, rural development and indirectly
towardsfood security. Mangoesare not included inthelist, anditismoresurprising,
especially when cotton does not come high and rice, milk and citrusin thelist!

In SPs, theimportant thing would be the treatment. And Will Martin, the World Bank
Economist, has proposed that the lesser the number of SPs better would be the
treatment. If Pakistan has suggested similar treatment for SPsin its paper, then this
would be 180 degree distraction from G-33 proposal.

It is better devel oping countries surrender the SP option if it isonly to be used as
protection mechanism against devel oped countries’ exports because Countervailing
Measures serve the purpose should imported products are subsidised.

With the request to review the option two that ‘export products from developing
countrieswould be exempted from SP designation’, referring to the Indian Policy of
Periodic De-stoking of its Food Reserves. In 2002, India announced a new export/
import policy, whichincluded lifting of the quantitative export restrictionsand lowering
of the minimum export pricefor certain typesof ricein order to reduce public stocks.
Thisledto anincrease of Indian rice exportsfrom around two millionto five million
tonnesin 2002 and 3.5 million tonnesin 2003. This policy change contributed to an
import surge, (Nepal & Bangladesh paid huge price) in many countriesin Africa, and
in Cameroon aone, Indian rice imports rose from 7,900 metric tonnes in 2001 to
60,300 metric tonnesin 2002.

If Pakistan submitsthis paper asformal proposal to WTO, therewould be Resistance

from some devel oping countries having bound their tariffs|low compared to Pakistan
during Uruguay Round such asKenya. Therefore, this paper may serve the Pakistan
national interest (dueto high water in applied and bound even after cuts) but may not

fix the needs of all developing countries.

Option five given in paper ‘ devel oping countries may use either Sensitive Products
or SPs or both may be applicable but to alimited number of products without any
overlapping’, although last sentence in this paragraph clear some confusion but
does this mean that treatment of Sensitive and Special Products would be similar?
Another query related to option five is that it seems there is convergence on
designating 4-5 percent tariff lines as Sensitive Products (which means USwould be
ableto designate 44-55 products as Sensitive Products), then why it isunlikely that
developing countrieswill usethis option of Sensitive Products. It seemsbetter if we
go by number.
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Another caveat ‘ products designated as SPswould not benefit from SSM’, whichis
contrary to some of the previous understandings

One of the submissionsis on exports—i.e. prosperity linkage. Recent UNDP report
statesthat increase in exports does not mean that it would reduce poverty. However,
it has been proved through various researches, increase in imports, especialy in
agriculture products has rai sed unemployment and food insecurity.

Theforum also questioned the MINFAL and Ministry of Commercethat ‘ why Pakistan
joined Cairns Group’ and why it is sharing its paper only with it where most of the
members stood against the whole concept of SPs. It would be good if somebody could
elaborate on why Pakistan has not yet shared its proposal/paper with G-33 that really
championed the SPsissue. One advantage, if this paper issubmitted as Formal Proposal
to WTO, there might be less resistance from Thailand on SPs and Malaysia may
strengthen G-33 by joining the group.

Inthelight of al these reasons, acommon position can help the South Asian countries
to play part to:

facethe problem of faminewith intheregion;

to have price control of agricultural commoditiesregionally and internationally;

to devel op potential for the export of agri and value added agricultural products; and
to provide the protection to the farming communities to ensure food security and
provide the livelihood to keep a balance in the domestic support, export subsidies
and trade barrier by the developed countries.
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9  “Food security isprimarily anindividual or household affair. A universally accepted definition

isthat “Food security existswhen all people, at all times, have physical and economic access
to sufficient, safe and nutritiousfood to meet their dietary needs and food preferencesfor an
active and healthy life'.” Thisincorporates the requirements both of adequate supplies and
of guaranteed access. Changesto government policy oninternational trade, whether decided
nationally (e.g. as structural adjustment) or multilaterally (through the WTO) will affect
individual food security if they influence either supply or the certainty of access...

...WTO rules can affect government actions that support food security in two ways:
directly by introducing change to the policies (of both domestic and foreign governments)
that impact on entitlements (e.g. by altering food prices); indirectly by making moreor less
feasible some of the paliciesthat are considered desirableto promote or protect entitlements.
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Therulesmost likely to have such effects are those on: tariffs - which could affect the price
of imported food (with differential effectson consumersand producers) and al so government
revenue (which would impact on many policies); domestic subsidies - which could alter the
feasibility of policies to enhance labour entitlements (e.g. input credits or market
development); export subsidies- which could affect the feasibility of transfer and safety net
policiesthat useimported food, since cutswill tend to increase  commercial’ import prices
and may reduce the availability of food aid”. (FAO Discussion Paper: http://www.fao.org/
trade/docs/DiscussionPaper4.htm)

The G-33 currently consists of 44 developing countries: Antigua & Barbuda, Barbados,
Belize,

enin, Botswana, China, Céted ivoaire, Congo, Cuba, the Dominican Republic, El Salvador,
Grenada,

Guatemala, Guyana, Haiti, Honduras, India, Indonesia, Jamaica, Kenya, Korea, Madagascar,
Mauritius, Mongolia, Mozambique, Nicaragua, Nigeria, Pakistan, Panama, the Philippines,
Peru,

Saint Kitts & Nevis, Saint Lucia, Saint Vincent & the Grenadines, Senegal, Sri Lanka,
Suriname,

Tanzania, Trinidad & Tobago, Turkey, Uganda, Venezuela, Zambia and Zimbabwe.
http://www.wto.org/english/tratop_e/tpr_e/tp195_e.htm
http://203.122.59.38/economy/agriculture.aspx

Economic Survey of India, 2005-06

Pursell, G, (1996). Some Aspectsof the Liberalisation of South Asian Agricultural Policies:
How canthe WTO Help?, in B. Blarel, G. Pursell and A. Valdés (eds.), Implications of the
Uruguay Round for South Asia: The Case of Agriculture, Proceedings of aWorld Bank/FAO
Workshop, Allied Publishers, New Delhi, 1999
http://203.122.59.38/economy/agriculture.aspx

http://www.fao.org/DOCREP/003/X 8731E/x8731e07.htm#TopOf Page

Dr Veena Jhaand SwapnaNair, “Indiaand the WTO”, paper presented at the international
conference on South Asiain WTO jointly organizsed by Institute of Policy Studies and
Friedrich Ebert Stiftung, May 18-19, 2006, Colombo.

Asregards major imported commodities, tariffson rice and dried skimmed milk were bound
at zero in 1947 under the Geneva Protocol; maize and millets in 1951 under the Torquay
Protocol; and sorghum in 1962 in the Dillon Round

These are called ‘ basic custom duty’ in India and exclude special duty

The restrictions on security, religious and environmental considerations have not been
questioned.

For current notification (1995-96), India expressed support levels in US dollar terms, as
against the Indian rupeesin base period

http://www.ourworldisnotforsal e.org/showarticle.asp?search=1630

Ministry of Industry, commerce and supplies, HMG/N. 2004. - Nepal Trade and
Competitiveness study. Kathmandu: MOICS

Qasim, (2006). The impact of agri import surges in developing countries. Actionaid
International, April 2006

The Economic Survey, 2006-07, pp.

The Economic Survey, 2006-07, pp.

The Economic Survey, 2006-07, pp.
http://www.statpak.gov.pk/depts/fbs/statistics/agriculture_statistics/
agriculture_statistics.html

http://ww.pakboi.gov.pk/Industry _Data/agriculture.html

The Economic Survey of Pakistan, pp

Economic Survey of Pakistan 2006, (chapter 2, Agriculture; pp 11)

Economic Survey of Pakistan 2006

www.finance.gov.pk/budget/2006_07/salient_feature.
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www.finance.gov.pk/budget/2006_07/
http://www.thenetwork.org.pk/cr%20pul ses/cr%20pul se.htm
http://www.sdpi.org/SDPI_in_the press/articles 2006/articles may 06.html (this page is
not opening because of some error in website)
http://www.ustr.gov/assets/Document_Library/Reports_Publications/2006/
2006_NTE_Report/asset_upload_file797_9198.pdf

Economic survey of Pakistan, 2006
http://www.mopd.gov.pk/mtdf/18-Agriculture/18-Agriculture (http://www.pakistan.gov.pk/
mini stries/planninganddevel opment-mini stry/mtdf/18-Agricul ture/18-Agriculture.pdf)

6 (http://www.pakistanseeds.gov.pk/Distribution.asp)

Roshan 2006

Six Ways for devel oping countries to negotiate their demandsin the 5th WTO ministerial
http://www.wto.org/english/tratop_e/tpr_e/g128 e.doc

FAO (http://www.fao.org/DOCREP/003/X8731E/x8731el4.htm
http://www.lankaeverything.com/vinews/technol ogy/20060717013852.php

News Alert, Economic Intelligence Unit, The Ceylon Chamber of Commerce; December
2005, pp 2

This part is extracted from the draft research paper by Dr Aruna Herath on “Special
Productsand Special Safeguard Mechanismin Sri Lanka”.

MariaPiaHernandez. Paper on Incorporating Gender Considerationsfor the Designation of
Specia Productsin WTO Agriculture Negotiations. March 2005.

Bernal, Lusia. Paper on Guidelines for approaching the designation of Special Productsin
Developing Countries. 2004.

Telephone interview with M. A. Razzague, Assistant Professor' (Dept of Economics)
University of Dhaka

A group of 42 developing countries that include Antigua and Barbuda, Barbados, Belize,
Benin, Botswana, China, Coted' Ivorie, Congo, Cuba, Dominican Republic, Granada, Guiana,
Haiti, Honduras, India, Indonesia, Jamaica, Kenya, Korea, Mauritius, Mongolia, Montserrat,
Mozambique, Nicaragua, Nigeria, Pakistan, Panama, The Philippines, Peru, Saint Kitts,
Saint Lucia, Saint Vincent and the Grenadines, Senegal, Srilanka, Suriname, Tanzania, Trinidad
and Tobago, Turkey, Uganda, Venezuela, Zambiaand Zimbabwe.

G33 Issue statement calling for better treatment of SP and SSM in July Agricultural Text,
Geneva, 28 july 2004.

Bernal, Luisa. Paper on Guidelinesfor Approaching the Designation of Special Productsin
Developing Countries. 2004.

FAO (2003). Analysis on Trends in imports.

drafted by Panos Konandreas, FAO Geneva Office,

Trigger conditions:

a Pricetriggered: an additional duty not exceeding any positive difference between thec.i.f
import price of a shipment expressed in terms of the domestic currency of the importing
developing country concerned, on the other hand, a corresponding import reference price
representing the highest and three lowest price of the products concerned over arecent three
year period excluding the three highest and threelowest monthly averages. In the absence of
relevant averageimport price datafor aparticular product, theimport reference price ay be
constructed on the basis of published representative export price quotations, provided that
details of the prices and methodol ogy employed are notified in advanceto the committee on
Agriculture.

b. Volume — triggered: An additional duty of not more than 30 percent ad valorem to be
imposable in any year on any quantity of imports in excess of 125 percent of the average
volume of imports in the immediately preceding three year period. This additional duty
shall not be applied beyond the end of the year in which it has been imposed.
http://www.ictsd.org/weekly/06-04-05/story2.htm
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Indicators are the proportion of domestic consumption of a product accounted for by
domestic production, the product’s sharein the country’sagricultural GDP, itssharein farm
sector employment, and its contribution to the total nutritional value (dietary and calorific
requirement) of the population

Job (06)/135, 2 May 2006, Committee on Agriculture, Special Session

JOB(06)/120, 3 May 2006, Committee on Agriculture Special Session; United States
Communication on Special Agricultural, Safeguard (SSG) and the Special Safeguard
Mechanism (SSM), Article 5 of the Agreement on Agriculture

“Bridges Weekly Trade News Digest, May 10, 2006. Volume 10, Number 16, http://
www.ictsd.org/weekly/10.05.06/story1.htm).
http://www.ejad.org.pk/articles/article-12.htm

Washington Trade daily volume 16, number 19 Thursday, January 25, 2007, trade reports
international group

BRIDGES Weekly Trade News Digest - Vol. 11, Number 3 January 31, 2007
http://www.ourworldisnotforsal e.org/showarticle.asp?search=1630
http://203.122.59.38/economy/agriculture.aspx
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1.Introduction

Countries bring into play various means to restrict imports, primarily to benefit their
domesticindustry. Import tariff had been one such principle mode of protectionism until
thebeginning of 1970s. The main objective of protectionism policy wasnot financia but
economic, astariff waslevied with the purpose of not increasing anation’srevenue but
to protect domestic industriesfrom foreign competition. However, slowly but gradually
with successiverounds of General Agreement on Tariffsand Trade (GATT) negotiations
and unilateral trade liberalisation by many developing countries, there has been alarge
drop in the average tariff on manufactured goods. Since the inception of the GATT in
1947, averagetariffs on manufacturing imports have fallen from around 40 percent to 4.7
percent.

In spite of thisdrastic reduction in tariffs, Member countries under the Uruguay Round
committed themselvesto further lowering of tariffs. Thusduring the past three decades,
tariffs have undergone continuous reduction. However, at the same time, while tariffs
were being cut, bound by successive rounds of GATT agreements, Member countries
began to resort to another form of administered protection known as Non-Tariff Barriers
(NTBs). The NTBs consist of al barriers to trade, other than tariffs, emanating from
plethora of government laws, regulations, policies or practices, which either protect
domestic productsfrom foreign competition or artificially stimulate exports of particular
domestic products. These NTBs have effects similar to those of tariffs. In practice, the
NTBs increase domestic prices and impede trade to protect selected producers at the
expense of domestic consumers.

Till date, eight rounds of GATT negotiations have been completed with the first six
focused exclusively on tariffs. The seventh round, known as the Tokyo Round, marked
thefirst timefor aGATT agreement on NTBs, as agreements were reached on an anti-
dumping code. In several ways, the Tokyo Round prepared the ground work for the
subsequent Uruguay Round during which agreementson many NTBsissuesliketechnical
barriers to trade (TBT), sanitary and phyto-sanitary (SPS) measures, anti-dumping,
safeguards etc., were signed by GATT/WTO member nations.

The Doha Round of trade negotiations, which was launched in November 2001, first
under the aegis of World Trade Organisation (WTQO), decided to further liberalise trade
in manufacturing goods by reducing tariffsand NTBs.

2. Definition, Classification and M easur ement Problems

The definition of NTBs remained a problem that needs to be addressed. Major criteria
used to define NTBs were its trade-restricting nature and stringency. Researchers like
Baldwin (1970), Walter (1972), Mayer & Gevd (1973), and Deardorff & Stern (1997) have
provided their respective definitionsto NTBs.! However, the most general definitionis
credited to Walter (1972), who defines it as “any measure that distorts the volume of
trade, the composition of the basket of goodstraded between countries, or the direction
in which goods are traded”.
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While defining NTBs Baldwin (1970) focuses on ameasure’ s effect on acountry’sreal
income and saysthat “ any measure (public or private) other than atariff which leadsto
internationally traded goods or services being reallocated in such a way that global
potential real incomeisreduced”.

Hillman (1991) definesaNTB as“any decision or government practice, apart from the
imposition of atariff, which directly impedesthe entry of importsinto acountry and/or
discriminates against imports, i.e. a measure that is not applied equally to domestic
producers or distributors’.

According to Deardorff and Stern (1997), NTBshavethefollowing stylised characterigtics,
namely: reduction in quantity of imports; increase in the price of imports; change in
elasticity of demand for imports; and variability and uncertainty in their implementation.
While the authors’ definitional analysis is mostly theoretical, they propose a
classification system, which has, at its core, price (other than tariffs) and quantity
border measures.

Moreover, severa international organisationslike United Nations Conference on Trade
and Development (UNCTAD), the Organisation for Economic Co-operation and
Development (OECD), The Pacific Economic Cooperation Council (PECC) and GATT/
WTO contributed to formulation of theterm“NTBs’.2 The OECD (1997) choseto define
NTBs as “those broader measures other than tariffs that may be used by countries,
usually on asdlective basis, to restrict imports” for one of their studies’. PECC (1995)
study, on the other hand, described NTBs as “any non-tariff instrument that interferes
with trade, thereby distorting domestic production”.

UNCTAD’s Trade Analysis and Information System (TRAINS) classification defines
over 100 different types of Non-Tariff Measures (NTMs), and a much smaller subset
called “hard core measures’ that includes quantity control measures excluding tariff
guotas and enterprise specific restrictions; finance measures excluding regulations
concerning terms of payment; and price control measures. However, this classification
excludes many internal regulatory measures that can al so discriminate against imports
such as production subsidies, tax concessions, and discriminatory government
procurement.

The Association of South East Asian Nations' (ASEAN's) working definitionon NTBs
closaly reflectsthose of the UNCTAD classification. However, there are some noteworthy
omissions in ASEAN's definition, like some finance and price control measures are
excluded, asaredl quantity control and internal policy measures. The absence of internal
measures, including those that explicitly discriminate against importsis also a serious
omission.

Thereisnolegal definition of NTBsinthe WTO Agreements. Member countriesdefine
measures, which affect trade in goods as NTBs in a manner consistent with the
Agreements. In other words, the mgjor criterion of NTBs is WTO consistency in
accordance with the provisions of relevant agreements, aswell as decisionstaken under
the Dispute Settlement Understanding (DSU).
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A careful review of these definitionsaswell as study of NTBsper seallowed authorsto
proposethefollowing definition: “NTBsare measures, other than tariffs, that areclosely
associated with state (administrative) activity and influence prices, quantity, structure
and/or direction of international flows of goods and services as well as resources used
to produce these goods and services'.

2.1Non-Tariff Measures(NTMs) versusNon-Tariff Barriers(NTBs)

Most countries hold different views on what constitutes a legitimate NTM. While for
many, both NTBs and NTMs are mere synonymous terms, while for others, these two
arequitedifferent. Despitethefact that some NTMsmay be perceived to be NTBs, even
if there has been no legal judgement to that effect, the potential areas of disagreement
arewide.

In the OECD report®, NTMs are defined as policy measures that have the effect of
limiting trade, with noimplied judgment on thelegitimacy or otherwise of these measures.
In other words, while an economic definition of NTMsisadopted, NTBsare defined as
instrumentsthat arein violation of WTO law. At the sametime, thereisno presumption
regarding the legitimacy of NTMsthat have not been subject to challenge at the WTO.
Therearemany caseswhere NTMsarealleged trade barriersor NTBs. Thisterminology
differsfrom that adopted in much of the economics literature, wheretheterm NTBsis
appliedtoal NTMs.

In the economic literature, both the terms are used interchangeably, and the distinction
is quite vague. The raison d’ étre for using the term ‘measure’ instead of ‘barrier’ is
primarily due to the reality of afew cases where policies that stimulate the volume of
trade rather than retard trade, such as exports subsidies, cannot be held as a barrier. A
barrier means prevention of something, which is trade here. But exports subsidies or
agricultural production subsidies do not prevent trade, and hence cannot be a barrier.
Thustheinterpretation keegps many internal regulatory measuresout of theNTBsbundle.

Hence, NTBs cannot be perceived as a synonym for NTMs, but rather as a subset of
NTMs. All the more, though all NTBsare NTMs, all NTMs need not be NTBs. NTMs
can include measuresthat promote exports, which are not “barriers’ totradeat all. This
more neutral sounding termisalso preferred by governmentsto describe measures used
to monitor imports for legitimate purposes. Further, for example, if quotas are non-
binding, then it isdifficult to characterisethem as“barriers’.

2.2 Classification: (UNCTAD 1994; OECD 1994)

The UNCTAD’s Coding System of Trade Control Measures (TCMCS) continuesto be
the most comprehensive international classification system available for NTBs. At its
most detailed level, the classification identified over 100 different typesof NTBsthough
it does not incorporate any measures applied to production or to exports. This
classification comprises of six categories/chapters of NTBs, including: price control
measures; finance measures; automatic licensing; quantity control measures;
monopolistic measures; and technical measures. These classification categories on
NTBsbegin from Chapter 3to Chapter 8 (See Annexure 1), while Chapter 1 and 2 areon
tariff and Para-tariff measures.*
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(i) Price Control Measures (Chapter 3): Measures intended to control the prices of
imported articlesfor the reasons, including: (i) to sustain domestic prices of certain
products when theimport priceisinferior to the sustained price; (ii) to establish the
domestic price of certain products because of price fluctuations in the domestic
market or price instability in the foreign market; and (iii) to counteract the damage
caused by the application of unfair practicesin foreign trade.

Most of these measures affect the cost of importsto avariable degree calculated on
the basis of existing difference between two prices for the same product compared
for control purposes. The measuresinitially adopted can be administrative fixing of
pricesand voluntary restriction of the minimum pricelevel of exportsor investigation
of prices to subsequently arrive at one of the following adjustment mechanisms:
suspension of import licences; application of variable charges; antidumping messures,
or countervailing duties.

e Adminigtrativepricefixing of import prices. By administrative pricefixing, the
authorities of theimporting country take into account the domestic prices of the
producer or consumer; establish floor and ceiling price limits; or revert to
determined international market values. Various terms are used, depending on
the country or sector, to denominate the different administrative price fixing
methods, such asofficial prices, minimum import pricesor basicimport prices.

* Voluntary export pricerestraint: A restraint arrangement in which the exporter
agrees to keep the price of his goods above a certain level.

® Variablecharges: Variablechargesbring themarket pricesof imported agricultura
and food products close to those of corresponding domestic products, in
advance, for agiven period of time, and for apre-established price. These prices
are known as reference prices, threshold prices or trigger prices. Primary
commodities may be charged per total weight, while charges on processed
foodstuffs can be levied in proportion to the primary product contents in the
final product. In the case of the European Union (EU), the charges applied to
primary productsassuch are called variableleviesand those as part of aprocessed
product, variable components.

(i) Finance M easures (Chapter 4): Measures that regulate access to and the cost of
foreign exchange for imports and define the terms of payment. They may increase
theimport cost in afashion similar to tariff measures.

e Advancepayment requirements: Advance payment of the value of theimport
transaction a/or related imported taxes, which is required at the moment of the
application for, or the issuance of, theimport licence.

e Advanceimport deposits. Obligation to deposit apercentage of thevalue of the
import transaction for a given time period in advance of the imports, with no
allowance for interest to be accrued on the deposit.

e Cash margin requirement: Obligation to deposit thetotal amount corresponding
tothetransaction value, or aspecified part of it, inacommercial bank, beforethe
opening of aletter of credit; payment be required in foreign currency.

® Advancepayment of customsduties: Advance payment of thetotal or apart of
customs duties, with no allowance for interest to be accrued.
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¢ Refundabledepositsfor sensitive product categories: Thedeposit refundsare
charges, which arerefunded when the used productsor its containers arereturned
to acollection system.

® Regulations concerning terms of payment for imports: Special regulations
regarding the terms of payment of imports and the obtaining and use of credit
(foreign or domestic) to financeimports.

e Trandfer ddays, queuing: Minimum permitted delaysbetweenthedate of delivery
of goodsand that of final settlement of theimport transaction (usually 90, 180 or
360 days for consumer goods and industrial inputs and two to five years for
capital goods). Queuing takes place when the prescribed delays cannot be
observed because of foreign exchange shortage, and transactions are settled
successively after alonger waiting period.

(i) Automatic Licensing M easur es(Chapter 5): Fregly granted approva of applications
for importsor monitoring of import trendsfor specified products, sometimesthrough
inscription in aregister. They may be applied to signal concern over import surges
and to persuade trading partnersto reduce export growth. They may also be applied
for environmental purposes. Sometimes they are a precursor to import restraints.

(iv) Quantity Control Measures(Chapter 6): Measuresintended to restrain the quantity
of imports of any particular good, from all sources or from specified sources of
supply, through restrictivelicensing, fixing of predetermined quotas or prohibitions.

(V) Monopolistic M easures(Chapter 7): Measuresthat create amonopolistic situation
by giving exclusiverightsto one economic operator or alimited group of operators
for socidl, fiscal or economic reasons.

e Singlechannd for imports: All importsor importsof selected commoditieshave
to be channelled through state-owned agencies or state-controlled enterprises.
Sometimesthe private sector may also be granted exclusive import rights.

e Compulsory national services. Government-sanctioned exclusive rights of
national insurance and shipping companieson all or aspecified share of imports.

(vi) Technical Measures (Chapter 8): Measures referring to product characteristics
such as quality, safety or dimensions, including the applicable administrative
provisions, terminology, symbols, testing and test methods, packaging, marking
and labelling requirements as they apply to a product.

® Technical regulations: Regulationsthat provide technical requirements, either
directly or by referring to or incorporating the content of a standard, technical
specification or code of practice, in order to: protect human life or health or to
protect animal life or health (sanitary regulation); protect plant health (phyto-
sanitary regulation); protect the environment and protect wildlife; ensure human
safety; ensure national security; and prevent deceptive practices.

The regulation may be supplemented by technical guidance that outlines some
means of compliance with the requirements of the regulation, including
administrative provisionsfor customs clearance, such as prior registration of the
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importer or obligation to present a certificate issued by relevant governmental
servicesinthe country of origin of the goods. In certain cases, aprior recognition
of the exporter or certificate issuing service by the importing country is also
required.

e Product characteristics requirements: Technical specifications prescribing
technical requirementsto be fulfilled by aproduct.

e Marking requirements: Measures defining the information for transport and
customs that the packaging of goods should carry country of origin, weight,
specia symbols for dangerous substances, etc.

e | abelling requirements. Measures regulating the kind and size of printing on
packages and label s and defining theinformation that may or should be provided
to the consumer.

e Packaging requirements. Measures regulating the mode in which goods must
be or cannot be packed, in conformity with the importing country handling
equipment or for other reasons, and defining the packaging materialsto be used.

® Tegting, inspection and quar antinerequirements: Compulsory testing of product
samples by adesignated |aboratory intheimporting country, inspection of goods
by health authorities prior to release from customs or aquarantine requirement in
respect of live animals and plants.

® Pre-shipment ingpection: Compulsory quality, quantity and price control of goods
prior to shipment from the exporting country, effected by an inspecting agency
mandated by the authorities of theimporting country. Price control isintended to
avoid under invoicing and over invoicing, so that customs duties are not evaded
or foreign exchangeis not being drained.

e Special customs for malities: Formalities which are not clearly related to the
administration of any measure applied by the given importing country such as
the obligation to submit more detailed product information than normally required
on the basis of a customs declaration, the requirement to use specific points of
entry, etc

2.3 Measurement and Quantification of NTBs

To address concerns rel ated to the use and impacts of NTBs, quantification of NTBsis
amust. And to quantify the particular occurrence of an NTB, it isvery much necessary
tolook at the specific details of the implementation of that NTB. For instance, aquota
usually permits an announced quantity of imports of a certain type, so that an analysis
of the quota should begin with direct information pertaining to that quantity. Thus the
two broad measurement methods commonly identified are NTB-specific and indirect
consideration of NTBs.®

NTB-specific methods use direct information on NTBsto define their possibleimpact.
But, obtaining the completeinformation set, even at theindustry or sector level, islikely
to be difficult and would require intensive and extensive data collection work. Even if
exhaustive information were availabl e, the construction of ageneral measure of NTBs
could betedious, asgeneral equilibrium effectsarelikely to be excluded. Besides, missing
information could introduce a downward bias on the estimates of the trade impact of
NTBs. Direct information, then, is thus an appropriate approach only when trying to
assessNTBS' impact at aquite disaggregated level, which should normally be avoided
when dealing with amore general analysis.
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Thereare grave shortcomingsto thisdirect approach, especially when searchisintended
towards a broad measure of NTBs in general and not just specific. First, the direct
approach captures only those NTBs that have been identified. If acountry or industry
makes use of aparticular form of NTB that theinvestigator does not takeinto account or
include in the analysis, then trade may appear much freer than it actually is. Second,
even for those NTBs that are included, it is extremely difficult to process the diverse
directinformation that isavailable on each NTB inaway that will be comparable across
NTBsand thus permit them to be added up to obtain atotal measure of tradeinterference.
Third, if more than one NTB is present in a given industry, it is conceivable that the
presence of one reduces the effects of another whereby an analysis of each of them
separately may lead to an overstatement of their total effects. Moreover, in evaluating
overall levels of protection by NTBs, general equilibrium effects are bound to matter,
such as the effects of barriers in one sector on trade in other, and the effects of al on
exchange rates. Thus even though direct information about NTBs is likely to be the
most accurate available, it does not necessarily provide a good starting point for a
genera analysis.

Neverthelessthere exist arrays of more general approachesthat are capable of addressing
some of these shortcomings, including: the frequency-type measures based upon
inventory listings of observed NTBs that apply to particular countries, sectors, or
categoriesof trade; price-comparison measures cal culated in terms of tariff equivalents
or pricerelatives; quantity-impact measures based upon econometric estimates of models
of trade flows; and measures of equivalent nominal rates of assistance.

2.3.1 General Methodsfor Measuring NTBs

Frequency-TypeMeasures

This method is ssimply to measure the policies in terms of their numbers and trade
coverage. It recordsthe number, form, and trade coverage of non-tariff trade policiesas
determined from special surveys, frequency of complaints by trading partners, and
government reports. The data are derived from various official publications and
information supplied by governmentsto the GATT.

Since many national governmentsand other international organisationslike International
Monetary Fund (IMF) and GATT, besidesthe World Bank and UNCTAD maintainlists
of non-tariff policies affecting current trade flows, the trade coverage approach hasthe
advantage of being relatively easy to implement.

The major advantage of this measure is that it is useful in directing attention to the
frequency of occurrence of various types of NTBs. However it hasits own limitations
like, first, failureto distinguish among different types of non-tariff policiesor formsof a
particular policy in the degree to which they affect import prices and quantities and
other variables of interest. Second is the sensitivity of frequency-type measuresto the
degree of country and product-line dis-aggregation used by the investigator, and for
these and other reasons, most governments do not accept frequency-type indices as
meaningful measures of non-tariff policies. Moreover, it isunableto quantify the effect
on price and quantity.

3
CUTS South Asian Positions in the WTO Doha Round / 129

International



Table2.1: Major Categoriesof Non-tariff Measuresand Related Policies

Table2.1a: QuantitativeRestrictionsand Similar SpecificLimitations

1 Import quotas Restrictions on quantity and/or value of
imports of specific commoditiesfor some
given time period; administered globally,
selectively, or bilaterally.

2 Export limitations Same as above but with reference to exports.

3 Licensing Some system of licensing isrequired to
administer the foregoing restrictions.
Licensing may be discretionary and also
used for statistical purposes.

4 Voluntary export Restrictions imposed by importing country
restraints but administered by exporting country;
administered multilaterally and bilaterally;
requires system of licensing; essentially
similar to an orderly marketing arrangement.

5. Exchange and other Restrictions on receipts and/or payments of
financial controls foreign exchange designed to control
international trade and/ or capital
movements; will generally require some
system of licensing; may involve multiple
exchangeratesfor different kinds of
transactions.

6. Prohibitions May be selective with respect to
commodities and countries of origin/
destination; includes embargoes; may carry
legal sanctions.

7. Domestic content and Requires that an industry use a certain
mixing requirements proportion of domestically produced
components and/or materials and labour in
producing fina products.

8 Discriminatory bilateral Preferential trading arrangementsthat may
agreements be selective by commaodity and country;
includes preferential sourcing arrangements.

9. Counter trade Arrangementsinvolving barter, counter
purchases of goods, and payments in kind.
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Table2.1b: Non-tariff Char gesand Related Policies Affecting | mports

1 Variablelevies

Based on atarget domestic price of imports, a
levy is imposed so that the price of imports
reaches the target price whatever the cost of
imports.

2 Advance deposit
requirement

Some proportion of the value of imports must
be deposited in advance of the payment, with
no allowance for any interest accrued on the
deposit.

3 Antidumping duties

Imposition of a special import duty when the
price of importsis alleged to lie below some
measure of the costs of production of foreign
firms; minimum foreign prices may be
established to “trigger” antidumping
investigations and actions.

4, Countervailing duties

Imposition of a special import duty to
counteract an alleged foreign government
subsidy to exports; normally required that
domestic injury be shown.

5. Border tax adjustments

Whenindirect (e.g., slesor value added) taxes
arelevied on the destination principle, imports
will be subject to such taxes but exports will

be exempt; the effects on trade will be neutral

except in casesin which the adjustments more
than compensate for the taxes imposed or
exempted, or when the size of the tax differs
across commodities.

Table2.1c: Government Participationin Trade, Restrictive Practices,and More
General Government Policies

1 Subsidies and other aids

Direct and indirect subsidies to export and
import competing industries, including tax
benefits, credit concessions, and bilateral tied
aid programs.

2 Government
procurement policies

Preferences given to domestic over foreign
firmsin bidding on public-procurement con-
tracts, including explicit cost differentialsand
informal procedures favouring procurement
from domesticfirms.

cuTs™
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3 State trading, Government actions that may result in trade
government monopolies, distortions, including government-sanctioned,
and exclusive franchises discriminatory international transport agree-

ments.

4 Government industrial Government actions designed to aid particu-
policy and regional lar firms, industrial sectors, and regionsto ad-
development measures just to changes in market conditions

5. Government financed Government actions designed to correct mar-
research and ket distortions and aid private firms; includes
development and other policiesrelating to intellectual property (pat-
technology policies ents, copyrights, and trademarks) and tech-

nological spill over from government pro-
grams, such as defence and public health.

6. National systems of Personal and corporate income taxation,
taxation and social unemployment insurance, social security, and
insurance related policies that may have an impact on

trade.

7. Macroeconomic policies Monetary/fiscal, balance-of-payments, and
exchange rate actions that have an impact on
national output, foreign trade, and capital
movements.

8 Competition policies Antitrust and related policies (e.g., intellectual
property regulations) designed to foster or
restrict competition and which may have an
impact on foreign trade and investment.

9. Foreign investment Screening and monitoring of inward and/or

policies outward foreign direct investment, including
performance requirements affecting production
and trade.

10. | Foreign corruption Policies designed to prohibit or restrict bribes
policies and related practices in connection with for-

eign trade and investment.

11 | Immigrationpolicies General or selective policiesdesigned to limit

or encourageinternational movement of labour
and which have an impact on foreign trade
and investment.
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Table2.1d: CustomsProceduresand Administr ative Practices

1 Customs valuation procedures | Use of specially constructed measures
of price rather than theinvoice or
transactions price for the purpose of

levying tariffs.
2 Customs classification Use of national methods of customs
procedures classification rather than an

internationally harmoni sed method for
the purpose of levying tariffs.

3 Customs clearance procedures | Documentation, inspection and related
practicesthat may impedetrade.

Table2.1e: Technical Barriersto Trade(TBT)

1 Health and sanitary regulations | Technical regulations designed for
and quality standards. domestic objectives but which may
discriminate against imports.

2 Safety and industrial standards | See above
and regulations

3 Packaging and labelling See above
regulations, including
trademarks

4 Advertising and media See above
regulations

Source: Adapted from Deardorff and Stern (1985, pp. 13-14).

Price-Comparison Measures

Thismeasure providesdirect calcul ation of the priceimpactsof NTBs. In principle, this
approach helps calculate the differential between the import price and the domestic
price and the domestic price of each commodity at a disaggregated level and subtracts
thetariff rate on the commodity from thisdifferential. Theresult istreated asan NTB.

The main advantage of thismeasureisthat it is easy to estimate and it provides aquick
understanding of the situation. However, this approach has its own limitations too.
First, the method makesit possible to quantify the effect of aset of NTBs present inthe
market but seldom makesit possibleto identify precisely what those NTBs are. Second,
formulasthat measurethe NTBsin animplicit way, asapercentage price wedge between
imports and domestic prices, are valid only under the assumption that imported goods
areperfect substitutes. Themain limitation of themethod liesinitspractical difficulties.
For large-scale studies, available data are often too aggregated to reflect differencesin
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the quality of imported goods. Plus, whileit isfairly easy to obtain information on the
price paid by theimportersof agood, it might become difficult to obtai n the corresponding
price prevailing in the domestic market, especially at afairly disaggregated level. This
becomes even more difficult if datacollection had to be donefor alarge set of countries.

Quantity-1 mpact Measures

Jager and Lanjouw (1977) in an article “ An Alternative Method for Quantifying
International Trade Barriers’, argued that a quantity measure is preferable to a price
measure since quantity measure tries to tell us what we really want to know about the
effects of an NTB: that is, by how much it reduces trade, whereas the price measures
such astariff equivalentsfail to provide thisinformation.

Unfortunately, there does not seem to be any way of getting such adirect measure of the
guantity effects of an NTB, which is analogousto the price impact. While the quantity
that isimported under the NTB is observable, thereisusually no other quantity against
whichto compareit with. 1t might bevery difficult to obtain appropriate datato compute
the exact quantity impact of an NTB, itisgenerally believed that it iseasier to come by
than information on prices.

3.NTBsin Multilateral Trade Negotiations

Despitealong history of NTBsin international trade, the special attention wasgivento
thisareaonly inthe early 1970swhen discussion of the NTBswas explicitly scheduled
in the framework of Tokyo Round of the GATT negotiations. To date, eight rounds of
GATT negotiations (see Table 2.2) have been completed, with the first six concerned
almost exclusively with tariffs. The understanding of importance of the NTBs has
appeared along side the gradual reduction of tariff barriers and, hence the expected
growthinimportance of theNTBs. These barriersarelesstransparent, moreflexible, and

Table2.2: GATT TradeRoundsand the SubjectsCovered
Year Place/lname Subjectscovered Countries
19497 Geneva Tariffs 23
1949 Annecy Tariffs 13
1951 Torquay Tariffs 3
1956 Geneva Tariffs 2%
1960-1961 | Geneva Tariffs 2%
Dillon Round
1964-1967 | Geneva Tariffs and anti-dumping measures &
Kennedy Round
1973-1979 | Geneva Tariffs, non-tariff measures, “ framework” 102
Tokyo Round agreements
1986-199%4 | Geneva Tariffs, non-tariff measures, rules, services,
Uruguay Round | intellectual property, dispute settlement,
textiles, agriculture, creation of WTO, etc 123
Source: WwWw.wto.org
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extremely variable. According to the UNCTAD classification, there are approximately
100 different codes representing various NTMs (OECD, 1997). These characteristics
made the NTBsimportant substitutes for country’stariff regime.

3.1 TheTokyoRound

The Tokyo Round lasted from 1973 to 1979, with 102 countries participating in it. It
continued GATT'seffortsto progressively reducetariffs. Theresultsincluded an average
one-third cut in customsdutiesin theworld’s nine major industrial markets, bringing the
averagetariff onindustrial products down to 4.7 percent. However, it failed to cometo
terms with the fundamental problems affecting farm trade and also stopped short of
providing a modified agreement on “safeguards’ (emergency import measures).
Nevertheless, a series of agreements on NTBs did emerge from the negotiations, in
some casesinterpreting existing GATT rules; in others, breaking entirely new ground. In
most cases, only areatively small number of (mainly industrialised) GATT member
subscribed to these agreements and arrangements. Thus the ‘Tokyo Round, was a
comprehensive effort to reduce trade obstacl es stemming from tariffsand NTMs

New or reinforced agreements called “ codes,” were reached onthefollowing NTMs: 1)
subsidiesand countervailing duties; 2) government procurement; 3) technical standards;
4) import licensing procedures; 5) customsval uation; and 6) antidumping. The code on
subsidies and countervailing duties prohibits direct export subsidies, except under
certain situationsin agriculture. Thiscodeisnoteworthy inextending GAT T sprohibition
of export subsidiesto trade in raw materials. Because nearly all governments subsidise
domestic producers to some extent, the code established the criteria to distinguish
between adomestic and an export subsidy. Domestic subsidies that treat domestic and
export activitiesidentically are generally allowed.

Countervailing duties, which aretariffsto offset asubsidy received by aforeign exporter,
are prohibited unless the subsidised goods are shown to be causing (or threatening)
“material” injury to adomestic producer. This code also allowsacountry to seek redress
for cases in which another country’s subsidised exports displace its exports in third-
country markets.

The code on government procurement statesthat, for qualifying non-military purchases,
governments (including government-controlled entities) must treat foreign and domestic
producers alike. In addition to resolving disputes, the code establishes procedures for
opening and awarding bids. The code on technical standards attempts to ensure that
technical regulations and product standards such as labelling, safety, pollution and
quality requirements do not create unnecessary obstaclesto trade. Albeit the code does
not specify standards, it establishes rules for setting standards and resolving disputes.

The code on import licensing procedures, similar to the code on technical standards, is
not spelled out in detail. Generally speaking, governments stated their commitment to
simplify the proceduresthat importers must follow in order to obtain licences. Reducing
delaysinlicensing and paperwork aretwo areas of special interest. The code on customs
valuation established a uniform system of rules to determine the customs value for
imported goods. This code uses transaction prices to determine value and is designed
to preclude the use of arbitrary valuesthat increase the protective effect of atariff rate.
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Finally, the anti-dumping code prescribes rules for anti-dumping investigations, the
imposition of anti-dumping duties and settling disputes. The standards for determining
injury areclarified. Thiscode obligatesdevel oped countriesto treat devel oping countries
preferentially.

3.2Uruguay Round

Theissuewastackled in seriously in the Uruguay Round (1986-1994) by increasing the
number of agreements dealing with NTBs, making them mandatory for all membersand
subjecting them to the WTO dispute settlement mechanism. Thus the Uruguay Round
cameout with various GATT Agreement concerning SPS measures, TBT, anti-dumping,
customs valuation, pre-shipment inspection, rules of origin (RoO), subsidies and
countervailing measures and safeguards. These agreements are extensive versions of
those concluded in the Tokyo Round of negotiations. However, the Tokyo Round
agreements were plurilateral in status, whereas the Uruguay Round agreements were
multilateral —ensuring aglobal coverage of therules.

4. Doha Mandate on NTBsunder NAMA Negotiations

It was at the insistence of developing countries in Doha that NTBs be included in the
non-agricultural market access (NAMA) text — both to address the use of non-transparent
NTBs in developed countries and to counterbalance the effects of reducing their own
tariffs.

The para 16 of the Doha Ministerial Declaration provides the mandate for negotiations
on arange of subjectsincluding NTBs, and other work including issues concerning the
implementation of the present agreements. The mandate to the negotiation aimed to
“reduce or appropriately eliminate NTBs, in particular on products of export interest of
the developing countries’. The negotiation will take into account the special and
differential needs and interests of developing and least-developed countries (LDCs),
and recognise that these countries do not need to match or reciprocate in full tariff-
reduction commitments by other participants.

Atthe WTO General Council meeting in July 2004, Membersreiterated theimportance of
NTBstothe NAMA negotiationsinthe Annex B “Framework for Establishing Modalities
inMarket Accessfor Non-Agricultural Products’ of the Chairman’s statement, commonly
referred to asthe“ July Framework” . The agreement reads asfollows:

“\We recognise that NTBs are an integral and equally important part of these
negotiations and instruct participants to intensify their work on NTBs. In
particular, we encourage all participants to make notifications on NTBs by 31
October 2004 and to proceed with identification, examination, categorization
and ultimately negotiations on NTBs. We take note that the modalities for
addressing NTBs in these negotiations could include request/offer, horizontal,
or vertical approaches; and should fully take into account the principle of
special and differential treatment for developing and least-developed country
participants’ .
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The Chairman of the NGMA has conducted two notification exercises. Memberswere
invited to notify the NAMA group of NTBs that hindered their exports in various
markets. Members continued to submit notifications and developed countries were
encouraged to do so to ensure that there was a balanced set of interests on the table
when real negotiations begin. In all, 32 WTO Members submitted notifications, 19 of
which were developing countries. So far only three African countries (Egypt, Kenya,
and Senegal), and one L DC (Bangladesh) have submitted notifications on the NTBs.6

Following the two notification exercises, the WTO Secretariat provided compilations of
the proposal's submitted regarding NTBs/ . The compilation, dated October 29, 2004,
consolidated 26 submissions from Members and distilled three central issues for
discussion: whether to address the broad range of non-tariff measures identified or
whether to limit the focus; the appropriate WTO Committee or negotiating group in
whichto addressthe NTBs; and the appropriate modalities (in other words, methodol ogy)
for negotiation of NTBs.

The Chairman’s July 2005 report on the state-of-play of the NAMA negotiations made
ashort referenceto NTBs. It did not introduce any new ideasfor modalities, and indicated
that while progress had been made in discussions on NTBs, real negotiations were not
likely to start until after the 6™ Ministerial Conferencein Hong K ong, December 13-18,
2005. The Hong Kong Ministerial incorporates the view thus:

“\\e note that the Negotiating Group has made progress in the identification,
categorisation and examination of notified NTBs. We also take note that
Members are developing bilateral, vertical and horizontal approaches to the
NTB negotiations, and that some of the NTBs are being addressed in other fora
including other Negotiating Groups. We recognise the need for specific
negotiating proposals and encourage participants to make such submissions
as quickly as possible’.

The declaration also recognises the fact that much needs to be done to establish
modalities and to conclude the negotiations. The Member countries agreed to intensify
work onall outstanding issuesto fulfill the Dohaobjectives, in particular. Membersal so
agreed to establish modalities by April 30, 2006 and to submit comprehensive draft
Schedul es based on these modalities by July 31, 2006.

5. Categorisingthe NTBs

The idea of categorising NTBs emerged as a pre-requisite to the establishment of
modalities. The WTO Members needsto first identify the barriers, including what isto
be negotiated, and only then can decide on where and how to approach them (modalities).
Initscompilation of proposals submitted by Memberson NTBs, the Secretariat identified
four categoriesof NTBs.

NTBsin Category 1 are those that are covered by an existing WTO Agreement and do
not have a specific separate negotiating mandate. Many of the non-tariff measures
notified relates to regulatory measures taken by Members that fall under the scope of
the Agreement on TBT. The TBT Agreement isastanding Agreement of the WTO and
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not part of the Doha Round of negotiations. Other NTBs of this category include those
covered by the Agreement on Import Licensing Procedures, the Agreement on RoO and
the Agreement on the Application of SPS measures.

NTBsin Category 2 are those that are covered by a specific WTO Agreement and are
also the subject of aspecific separate negotiating mandate. Some of the NTBsidentified
relate to rules on the dumping of products and retaliatory measures. These NTBswould
be covered by the Agreements on Anti-Dumping, and on Subsidies and Countervailing
Measures (SCM), which are currently being discussed within the context of the Doha-
mandated negotiations on Rules. Negotiations of this category of NTBs are less
contentious since they are the subjects of a double mandate (for instance, both as part
of the Rules negotiations, and asNTBsin the NAMA negotiations). The mainissuein
this category is whether to address them in their respective negotiating groups, and
how to do so. Work is already underway in these areas in the Negotiating Group on
Rules.

NTBsin Category 3 aredefined asbarriersthat are not specifically covered in an existing
WTO Agreement, but that are related to aspects of the Doha Work Programme. Several
barriersidentified by Membersin this category that are related to customs procedures,
which are being discussed in the negotiations to develop rules on Trade Facilitation

(TF).

NTBsin Category 4 are classified as barriers that are not covered in a specific WTO
Agreement, and are not the subject of a separate negotiating mandate. Some of these
measures include tariff classifications, quotas, export taxes, ‘ buy national’ campaigns,
fiscal incentives, and tax and duty exemptions. Although partially covered by or linked
to specific provisions of the GATT 1994, these NTBs do not fall under the scope of a
specific WTO Agreement, nor are they the subject of a separate negotiating mandate.
This however raises issues like whether they are closely enough related to the
negotiations to be negotiable and in which WTO Committee or negotiating group they
should be discussed. Thelanguage of the Doha Declaration however appearstoindicate
that the mandate coversall NTBs, irrespective of their classification and whether they
relate to an existing WTO Agreement or is subject of a separate negotiating mandate.

6. L egal Effect to Commitmentson NTBs

Themeans of giving legal effect to commitments concerning NTBs could be organised
into four groups (as given by the latest submission TN/MA/S/20): Multilateral
Agreements; Individual Members' Commitments; Plurilateral Agreements; and Others.

The WTO obligations concerning NTBs that are under Multilateral Agreements are
binding onal Members. GATT 1994 itself setsout many obligationsconcerning NTBS,
most of which apply intermsof the nature of the NTBs. Many of these obligations have
been further elaborated and supplemented by other multilateral WTO agreements, such
asthose on particular aspects of import proceduresin the Agreement on |mplementation
of ArticleVII (Customs Val uation), Agreement on Pre-shipment I ngpection, Agreement
on RoO and the Agreement on Import Licensing Procedures; those on trade remedies:
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the Agreement on Implementation of ArticleV1 (Anti-dumping), Agreement on Subsidies
and Countervailing Measures and the Agreement on Safeguards; and one oninvestment
measures: the Agreement on Trade-Related | nvestment Measures (TRIMS).

Certain WTO obligations concerning NTBsin particular sectors are given legal effect
through plurilateral agreements. These agreements create obligationsthat bind Members
that have accepted those agreements. However, these agreements do not create
obligations or rights for Members that have not accepted them. There are now two
plurilateral agreementsin the WTO: the Agreement on Trade in Civil Aircraft; and the
Agreement on Government Procurement.

Certain WTO obligations concerning NTBs are given legal effect through the
commitments by individua Members. These commitmentsare binding on those Members
that are making the commitment and create rights for all other Members. This applies
irrespective of whether they result from multilateral, sectoral or bilateral negotiations.

Among the others, the Information Technology Agreement or “ITA”, formally named
the Ministerial Declaration on Trade in Information Technology Products, was a
declaration madein 1996 by the Ministers of 14 Members and onethen-acceding Member.
Its product coverage is limited. Its provisions on tariff reductions were given effect
throughindividual Members' commitments, brought into force by meansof certifications
of modificationsto the participants goods Schedules. These createrightsfor all WTO
Members. However, the ITA created obligationsfor participating Membersonly, likea
plurilateral agreement.

7. Progressin NTBsNegotiations

The Doha Declaration does not instruct Members to begin discussions on NTBs by
categorising them, although it has been useful exercise to assess and describe the
notifications submitted. The notification exercises however have been perceived as
extremely difficult and complex for many, especially smaller, developing countries,
resulting that many of the countries have not notified the problematic NTBs for their
industry. The overall picture of notifications is thus not representative of developing
country concerns. Following the exerciseson notification and classification, only seven
Members have submitted proposals (only one of the seven proposals emanated from a
developing country (Chile)) to the non-agricultural market access(NGMA) on possible
modalities for addressing NTBsin the next stage of negotiations.

A common theme among the proposal s has been separating the NTBs negotiationsinto
three different fora: ongoing WTO Committee work (i.e.,the TBT Committee); other
negotiating groups (i.e., negotiating groups on Trade Facilitation and Rules); and the
NAMA negotiating group. Several proposals support a horizontal approach to
negotiations, which would have Members discuss severa selected NTBs across all
sectors. Some Members on the other hand strongly advocated a vertical approach,
which would focus discussion on NTBs of interest to particular industries.
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This suggestion however have been problematic for some devel oping countriesthat do
not want to establish any formal link between avertical approach in NTBs negotiations
and the possibility of sectoral initiatives in tariff formula negotiations. Members that
supported a vertical approach to modalities favoured the use of plurilateral group
discussions, with the results to be applied on a most-favoured-nation (MFN) basis. In
other way a small group of interested countries would decide to address NTBs in a
particular sector, and then apply the benefits of these new rulesto all Members (although
those not party to the discussions would not be bound by the rules). Some Members
have proposed that NTBs covered in the existing agreements should be addressed
through dispute settlement as a “compliance” issue, and not through negotiations on
the argument that the NTBs faced by exporters in practice sometimes occur because
Membersare not appropriately implementing their commitments.

Members suggestions for modalities are summarised in Table 2.3 as outlined in the

various proposals.

Table2.3: Members Suggestionsfor Modalities
Category of NTBs ApproachestoModalities Country
Proposal

Category 1. Agree- To be discussed and clarified within Chile, Canada,
ment-specific NTBSs, therelevant Committees, keeping EC Japan, New
falling outside the Doha | NGMA informed for transparency Zealand, US
negotiating mandate
(i.e. TBT,AIL) To be discussed on a reguest-offer Chile, US

basiswithin the NGMA, to be applied

on an MFN basis.

Dispute settlement, wherethe NTB is | New Zealand,

related to issues of non-compliance us
Category 2: NTBs New rules and commitmentsto be Chile, Canada,
related to an existing discussed in the relevant negotiating | European
WTO Agreement, also groups (i.e., Rules) using multilateral, | Communities,
subject to a negotiating | plurilateral or bilateral (request/offer) | Korea, New
mandate approaches. Zedland, US
Category 3: NTBsnot | New rulesand commitmentsrelatingto Chile, Canada,
related to an existing customs procedures to be discussed | European
WTO Agreement, but in the Trade Facilitation negotiations, | Communities,
related to the Doha using multilateral, plurilateral or Korea, New
negotiations bilateral (request/offer) approaches. Zedand, US
Category 4: NTBs Vertical/Sectoral (i.e., automobiles; Korea, Japan,
related to unclear wood products; electronics; textiles), | New Zealand,
provisions of the GATT, | using plurilateral or bilateral ap- us
falingintoNGMA proaches
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Horizontal (acrossall Canada, Chile, EC, New

sectors), using multilateral Zedaland, Japan, US
approaches
Class-based (i.e., quotas, EC, New Zedland

export taxes, buy national
campaign), horizontally
and/or vertically, using
multilateral, plurilateral or
bilateral approaches.

It isarguably sensibleto treat NTBs in Category 2 (those pertaining to an Agreement
with a specific negotiating mandate) and Category 3 (those relating to another area of
the DohaDeclaration) inthe relevant negotiating group. Many of the NTBsnotified that
fall into these categories pertain to clarifications and improvements to non-transparent
customs procedures and anti-dumping provisions, wherework is currently taking place
inthe Negotiating Groups on Trade Facilitation and Rules, respectively. However, itis
important that these groups regularly report back to the NGMA, because smaller
developing countries do not have the capacity to follow negotiations spread over a
large number of different negotiating bodies.

Some of the NTMsthat have been notified and fall into Category 1 (those pertaining to an
existing Agreement without a specific negotiating mandate) and Category 4 (those not
pertaining to any Agreement) areadarming from an environmenta perspective. For instance,
theUS hasnotified apalicy that promotesfuel efficiency, distinguishing between vehicles
based on enginesize. Japan hasnatified thenew REACH legidationinthe EU asproblematic,
which covers registration and authorisation for chemicals. China has notified severa EU
directivesthat promoteenergy efficient policiesfor household appliances, air conditioning
units and heating, while India has identified “measures used to implement International
Organisation for Standardisation’s1SO 14000 and | SO 8000 standards—on environmental
management system” as being problematic for its exporters. Thailand has notified
requirements to label fish and seafood containing more than one percent of genetically
modified organisms, and to label tunaasbeing ‘ dolphin-friendly’.®

It is essential that these natifications relating to environmental standards do not call
into question the legitimacy or legality of those measures. An appropriate solution
cannot liein diluting existing environmental standards, or rolling back Members' abilities
to adopt new legislation in the pursuit of legitimate policy objectives. Thecurrent WTO
legal framework, framed by existing rulesand jurisprudence, isaready sufficiently strict
to prohibit the adoption of meaningless or superficial environmental, health, or safety
standards. At the sametime, however, negotiators must acknowledge that a number of
environmental non-tariff measures have been notified by developing countries as
problematic and that these must be addressed. From a development perspective, and
recalling the objectives of the Doha Development Agenda (DDA), the disconnect
between legitimate standards and regulations of developed countries and the lack of
capacity of devel oping country exportersto meet them, cannot beignored. Thisrequires
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focusing on the specific needs of devel oping country exporters (rather than of developed
countries) and moving away from the mistaken idea that those non-tariff measures
notifiedinthe NAMA processareautomatically illegal or illegitimate.

The Chairman’sreport to the General Council in July 2005 indicated that negotiationson
sectoral agreements would be ongoing informally, and encouraged “substantive
reporting in the multilateral setting”® to ensure transparency. It is essential that WTO
Members and stakeholders insist on a transparent negotiating process that will ensure
that sufficient information isavailable to assessthe environmental trendsthat arelikely
to result from proposed liberalisation in sensitive sectors such as forestry and fish
products, chemicals and raw materials. Negative environmental impacts could be
particularly significant in these areasfor countriesthat do not have established structures
of environmental governance.

Inthe NAMA negotiating groups meeting, three pointswere made onthe NTBs: firstly,
capacity building is needed for LDCs to meet legitimate standards applied by some
Members; second, flexibility in the deadline for the submission of NTB proposals is
needed to alow LDCs identify their NTBs for appropriate action in the NAMA
negotiations; and third, LDCs need to seek assistance for the WTO Secretariat for the
purpose of identifying possible NTBs.

Thereport of the NGMA Chairman also stated that NTBs negotiations would likely to
begin in earnest in 2006. While on the one hand thisindicates that NTBs have, for the
moment, taken abackseat in the negotiations, thisreprieve may give devel oping countries
extra time to consult with their domestic industry to identify current barriers and to
clarify areas where they have offensive interests. NTBs were included by developing
countries in the Doha Declaration to ensure a balanced outcome in the NAMA
negotiations. In order achieve this objective, it is essential that developed countries
ought not to be allowed to use their well-coordinated industry and negotiating influence
to hijack the discussions solely for their own benefit.

Of equal importance, it must be noted that these discussions on NTBs are not and
should not be transformed into negotiations that call into question legitimate public
policy measures at the domestic level. While all standards and regulations may constitute
non-tariff measures, not all should be considered asillegitimate barriers. Negotiators
need to be creativein tailoring waysto address developing countries’ concernsrelating
to NTBs whereby they might be able to collide with legitimate public policy interests,
such as public health, safety and environmental protection. So far, no concrete options
have been tabled that would assist developing country exportersin meeting devel oped
country standards.

8. Notificationsby South Asian countries

Till February 2006, countries like Japan, Korea, US, Argentina, Croatia, Cuba, Egypt,
India, Mexico Singapore, Taiwan, Bulgaria, Norway, Venezuela, Hong Kong and some
others have made notificationsto the WTO on NTBs!. The notifications are mostly in
the areas/sectors like automobiles, chemicals, electrical, energy, environmental goods,
fish and fish products, LAB foods, forest products, LAB generic, health and safety, REG
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leather, minerals, petroleum, pharmaceuticals, phyto-sanitary and textiles. The
notificationsare submitted to TBT (Agreement/Committee), NGMA, SPS (Agreement/
Committee), Negotiating group on Rulesand others. Table 3 showsthe NTBson different
issue/sector includes.

Table2.4: NTBson Different | ssues/Sectors

Major NTBs Countries-
Submitted
notification
Automobiles
Investment: Restriction on foreign investment in automobile Japan, Korea, US
parts

Unduly strict testing due to strict standards for imported
automobiles

Restriction on manipulation of investmentsin automobile
production

Unique testing and certification procedure and diverse standards
and regulations

Chemicals

Registration of plant protection products required. Registration US, Argentina,

of al active substances (and formulated products) of plant Croatia, Cuba, Egypt,
protection products must be renewed in order for them to be Japan Korea, Mexico,
marketed in their territory Singapore

Inrelation of fertilisersthere is anti-dumping measures, rules of
origin requirements, quality of standards

Restrictive and expensive procedures relating to the registration
(registration of new and existing chemicalsin theregulation for
protection of health, safety and the environment), certification
(e.g. sanitary certification procedure for food containers made
form polyethylene and polypropylene are too costly) for
evaluation, authorisation and restriction of chemicals(e.g. nickel
product)

Control of import of some chemicals on strategic purposes
Restriction on use of certain substances like azocol ourants for
textilesand |leathers

Risk assessment requires material to be registered, assessed and
approved by type and amount. Manufactures incurring high costs

Labelling requirementsto allow verification of whether dry
cleaningisreally necessary
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Ban on imports of textiles and clothing that contains certain dye
Excessive/irrelevant requirement of documentation

Refusal by importing countries authorities to accept
manufacturer’s self certification of conformanceto foreign
product standard.

Adherenceto packaging requirements

Extensivelicensing procedure

Specific programme proposed for chemical increases cost

Lack of transparency in administrative measuresincluding
regulatory and product registration procedure

Electrical

Onerous safety requirements and quality and quantity control
requirementsfor range of goodsincluding electronic goodsand
lead acid accumulators

Excessive strict safety standard certificate

Croatia, Korea

Energy

Standard establishing minimum levels of thermal efficiency of
imported water heater, Minimum requirements for information to
be public on the thermal efficiency values of such appliances

Safety requirements in relation to imported water heaters
Draft official standard relating to energy efficiency of three-phase
squirrel-cage AC induction motors

Vehicletaxes-for motorcycles-based on engine displacement
providing acompetitive advantage to vehicleswith smaller engine
sizes

Vehicletaxes-for automobiles-based on engine displacement
providing acompetitive advantage to vehicleswith smaller engine
sizes

Argentina, US

Environmental goods

Many members maintain unique testing and certification
procedures and diverse standards and regulations (including
labelling)

Many members maintain unique testing and certification
procedures and diverse standards and regulations (including
labelling)

us
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Fish and fish products

In relation to anchovies, squid and prawns. Sanitary barrier. The Argentina, Egypt,
Regulations of aMember establish tolerances and maximum Korea, Norway,
contents of heavy metals (lead, cadmium and mercury) incertain | Venezuela
fisheries products. In relation to anchovies, Argentinian anchoita
(Engraulis anchoita) considered to be different to the Member’s
own locally produced Anchovy (Engraulis encrasicolus) and
different levels of tolerance are established. In the case of squid
and prawns, although the CODEX considers that there is no
possible damage, the Member established tol erances and maxium
content.

Labelling restrictionsinclude attaching acard, which includesthe
following information: production method and areafished from.
This requires devel oped technological systemsthat developing
countries cannot afford.

Prohibition of special vehicles such asalivefish carrier because
of high gasemissionsfrom vehicles

Restrictive and non-transparent rules of origin

National attestation and health certificates required for products
or packaging made from wood, with respect also to fish and fish
products

Norway LED Fish and fish products “Restrictions on trade”

Taxation on imported fish and fish products to promote local
economic development

Governmental aids to the fisheries sector Rules NG Norway
REG Fish and fish products Unfair use of anti-dumping
measures on imported products in relation to fish and fish
products

Certification required regarding the use of Turtle Excluder
Devices, as acondition for exporting shrimp. In 2002 it was
found that TEDs were not being used properly and Venezuelan
vesselswere decertified. An embargo entered into forcein
February 2003 preventing exports to our principal export
market.

Domestic regulations relating to tunafishing and the protection
of marine mammals. Delay in afavourableruling has prevented
exports to main export market since 2001

ArgentinaLAB Food Embargo on exports of edible gelatin from
Argentina
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Food

Embargo on exports of edible gelatin from Argentina
Chicken meat required to be free of disease

Different food hygienic and labelling requirementsamong
Members increases costs

Different food hygienic and labelling requirements among
Members increases costs

Requirement for mandatory labelling in aspecific language on
imported products

Complicated labelling and certification procedurestime
consuming and costly

Argentina,
Dominican Republic,
Hong Kong,

Korea, Taiwan

Footwear

Ecolabelling of footwear based on recognized environmental
management schemesinitially notified, although challengelistedin
November 2005 Secretariat compilation only mentions|abelling
of footwear in agenera way.

Argentina

Forest products

Furniture product require certified wood certificate

Export ban and restrictions

Export taxesand levies

Export bans and restrictions, export duties NGMA

Many members maintain unique testing and certification
procedures and diverse standards and regulations (including
labelling)

Use of prescriptive rather than performance-based standards
discriminating agai nst wood productsin building codes and

generaly

And other products. Overly presecriptive standards focused on
design rather than performance characteristics.

Many members maintain unique testing and certification
procedures and diverse standards and regulations (including
labelling)

EC REG Generic Export taxes (initial notification explicitly
mentions forestry and minerals as two key sectors)

Egypt, Japan, Korea,
us
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Generic

Several products.” Applying special requirements concerning Egypt, Hong Kong,
regulations and standardsincluding packaging, marketing and India, Norway,
|abelling requirements Singapore

Strict sanitary and control measures within the framework of
environmental protection regulations, leading to increasing
packaging, marking and |abelling specifications. Additionally,
specific requirementsrel ating to packaging, marketing and
labelling

Specific standards concerning the level of radiation inimported
commodities

“Several products.” Applying special requirements concerning
regulations and standardsincluding packaging, marketing and
|abelling requirements

Imposing environment standards and measures...with the
“pretext” of ensuring environmental protection

Prohibiting imports of some goods for environmental purposes

Adoption of arbitrary requirements or non-international
standards by some

Members have resulted in different standards and technical
regulations among Members. This raises the compliance cost

Especialy in relation to food. Some importing countries are
fixing standards without carrying out comprehensive risk
assessment work

Especialy in relation to food, especialy marine
products...However, certain countriesare building in
prescriptions in the production process.

Equivalence agreements. Members often do not enter into such
agreements even after receipt of aformal request, or ignore
certain aspects.

“Under the guise of Socia Accountability”, SA8000, which
deals primarily with working conditions, the imports of various
products can be restricted on alleged violation of ‘voluntary
requirements

Imposition of voluntary international standards by buyers on
their suppliers, under 1SO14000 (on environmental management
systems) challenged asrestricting market access and increasing
costs
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Restrictive and prescriptive standards and burdensome
regulationsincluding norms more stringent than those specified
by relevant international bodies without any known/justifiable
scientific basis or for demonstrably |egitimate reasons and which
aredifficult to meet

For several products. Various requirements for marketing a
product in different markets prove to be cumbersome and
onerous to developing country exporters. These requirements
include detailed labelling requirementswith extensive product /
content description. Also includes registration requirements,
including in relation to pharmaceutical products

National requirementsfor labelling of products
National testing and certification requirements.

Comprehensive certification systems. Registration requirements.
National standards and regul ations more restrictive than
international ones TBT and

Industrial products, ‘adherence to safety requirements’,
recommendsreview at TBT triennial review

In relation to machinery. Extensive and costly certification
process, refusal to accept manufacturer’s self-certification

Inrelation to machinery. Adherenceto labelling requirements.

Health and safety

L abelling of medicines containing penicillinsor streptomycins or
derivatives thereof, for human consumption

Safety specifications and testing methods for imports of new
tyres Complicated certification procedures for medicines B
Long, complex and very demanding proceduresfor registering
new products. Clinical examinations required in the country/
market for granting new product registration.

Conformity assessment procedures for electro-medical
apparatus expensive

Overly strict testing sensitivities for residues of the antibiotic
chloramphenicol (sometimes found in exports from Asia of
shrimp, crab and crayfish)

Use of ‘non-validated’, non-international testing methodsin
certain countriesto detect cholera bacterium, causing export
samples to fail test

Some countries have specified limitsfor the bacterium Vibrio
parahaemolyticusin fish products which are to be cooked before
consumption, without providing risk evaluation reports

Argentina, Bulgaria,
Cuba, India,
Taiwan, US,
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Travel cost are required to meet the safety standards of the
European Union and the individual standards of each EU
Member’s relevant authority

L eather

Compliance with animal health requirementsin relation to exports | Taiwan,
of the leather of reptiles Egypt, India

Exportsface excessivemarking, |abelling and packaging
requirements

Exportsface excessivemarking, |abelling and packaging
requirements

Campaigns carried out to create public opinion aswell asto force
buyers to change their source of imports’ on non-trade-related
grounds, e.g. ethical treatment to animals. “ These campaigns
could have various motivations

not necessarily based on truth”

Minerals

Quantitative restrictions Egypt, Japan

Exportsface excessivemarking, |abelling and packaging
requirements

Export quantity restrictions and their unstransparent quota
allocations

Petroleum

Restriction on foreign investment Japan

Pharmaceuticals

Extensive and costly licensing procedures Singapore,
Federal government regulations are often implemented at local Taiwan
provincia levels

“ Adherenceto labelling requirement”

Non-acceptance by importing country authorities of
manufacturer’s self certification

Inrelation to drugs: Complicated labelling and certification
procedures time consuming and costly
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Phytosanitary Cuba

The sanitary authorities of the importing county require
certification that the industrially processed jute is from a pest-
free crop, but does not certification by the producer or exporter.

Textiles

Export restrictions on textile raw materials (cotton) Mexico

Only India, Bangladesh and Pakistan from South Asia have notified to the WTO (TN/
MA/WI/25 on March 28, 2003) on the NTBsfaced by these countries.

8.1 Natification on NTBshy India

Indiahas submitted notifications on NTBsa ong with other countriesto the NGMA. In
its submission, India has stated that restrictive standards, burdensome regulations and
procedures in several countries have been acting as barriers that significantly affect
exportsasalso the capacity to trade. Severa issuesareinvolved with the NTBs: some of
the measures, clubbed together, affect individual consignments, while some like those
involving costs put additional burden on exports. Some measures are discussed below.

a) Boththe SPSand TBT agreements seek harmonisation on aswide abasisaspossible
and for the applied measures to conform to international standards, guidelines or
recommendations. A higher level of protection may beintroduced or maintained if there
isascientific justification (in case of SPSmeasures) or for legitimate objectives (in case
of TBT measures). However, it has been observed that certain countries are at times
laying down norms more stringent than those specified by relevant international bodies
without any known/justifiable scientific basis or for demonstrably legitimate reasons,
and which aredifficult to meet.

b) Testing methods specified for very high levels of sensitivity sometimes may not be
justified or required and due to it cost of testing becomes disproportionately high and
prohibitive. Sometimes, levels of sensitivity are raised only because better technology
or testing equipment is available, and not due to any scientific evidence that a higher
sensitivity is required to meet a health concern. Moreover, the standards are revised,
mostly upwards, at regular intervalsmaking it very difficult for developing countriesto
adapt to these changing requirements. An instance of the use of testing methods for
high levels of sensitivity isthetesting in marine products for chloramphenicol by High
Performance Liquid Chromatograph Mass Spectroscopy (HPLC M S). M Shas sensitivity
at levelsof 0.2 ppb whereasthe AOACL specifiestest by HPL C, which has sensitivity to
alevel of 10 ppb. The additional equipment meansincurring expenditure of around Rs
1.5 crores (US$0.3mn) per equipment with this cost increase being proportionately
reflected in each test carried out. Some of the countries are using test methods, which
neither arethose accepted internationally, nor arethose validated. An exampleistheuse
of non-validated test method by acountry for testing vibrio cholerae, whichisfelt to be
the cause of failure of samples in that country. Harmonisation of both standards and
procedures applicablewithin acommon customsterritory isnecessary for predictability.
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M oe importantly, harmonisation with international standards and use of agreed testing
methods with scientific justification will reduce thetraderestrictiveimpact.

¢) It has often been observed that thereis absence of information and lack of transparency
on the procedural norms and regulations of various countries regarding specifications
aswell asmethods of sampling, inspection and testing. New regulations are brought out
and implemented without even giving the producers in the exporting country a chance
to get familiar with these. Often the standards are available only in the language of the
importing country or are presented inavery complicated manner (Several countrieslay
down their specification in their national language with no official English version and
for trandating these, either facilitiesin the exporting country are not easily available or
these are very costly. As aresult, the exporters are often not clear about the specific
requirements prescribed by the country of destination, which hasled to rejection at the
point of import.

d) Some countries have standards (e.g. for Hessian bags), which are not technically
achievableand the detail srelating to the standards are not availablein English. Similarly,
requirements on using certain specified packing materialswithout providing any reason
or justification for the same acts as atrade barrier.

€) Several conformity assessment issues have the effect of restricting trade, including:
excessive costs levied against testing for small developing country exporters; location
of testing facilitiesincluding testing being done only at single/limited centre(s); limited
validity of certificates, requiring re-testing with the attendant costs; proceduresinvolving
siteffactory visits by the certifying authorities — both the time taken and costsinvolved
act as hindrances; non-recognition of certificates from accepted international bodies;
and easier or preferential conformity assessment for regional trade agreement (RTA)
Memberswhich isdiscriminatory. For example, tyre markingisan expensive proposition,
and in some countriesit costsacompany around US$20,000 for thefirst application and
approval. Thecertificateisvalid for oneyear and US$1100 hasto be paid for every year
for getting the certificate revalidated. In addition, for the factory visit of inspectors,
US$600 per day has to be paid which is inclusive of transportation charges, hotel
charges, tickets, etc.

f) Whilerisk to consumersresulting from hazard, particularly in foods, hasbeenidentified
as a significant concern at the international level, as it has been observed that some
importing countries are fixing standards without carrying out comprehensive risk
assessment work and despite repeated requests, details of the basisfor the standard are
not madeavailable. Thismay at timesbein contravention of Article5 of the SPS Agreement
which requires that SPS measures should be based on risk assessment and should take
into account an appropriate assessment of the actual risk involved and if requested by
the exporting country makes known details of this assessment.

In the case of marine products where consignments are being rejected due to presence
of certain microorganisms such as Vibrio parahaemolyticus a ‘nil’ limit has been laid
down. Vibrio parahaemolyticusis a habitant of the marine environment of the tropical
waters and there is every chance for the presence of this organism in raw fish and
fishery products. However, they are generally destroyed during chilling/freezing or by
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heating at 60 °C. Besides, the organism is not considered as a potential hazard in raw
frozen products, which are to be cooked before consumption. Some countries are
specifying limitsfor Vibrio parahaemolyticus only for ready-to-eat cooked products or
seaf ood for raw consumption and at level sranging from 1,000 to 10,000 per gram which
may be acceptable. However, despite the above, some countrieshave specified limitsfor
\ibrio parahaemolyticusin products, which are to be cooked before consumption and
these also at levelsaslow as 100 per gram. Risk eval uation reports have not been made
available in such cases.

) In addition to end product criteria, a systems approach, which helps build in quality
and safety throughout the food chain —from primary production to final consumption—
isincreasingly being used to ensure that food products are safe for consumption. Such
a ' safety management systems' approach is being insisted upon by many countriesfor
allowing import of products such as marine products. This system allows building in
controlsin aflexible manner based on conditions applicable in a country/industry etc.
However, certain countries are developing prescriptions in the production process.
Process standards based on conditions and production systems prevalent intheimporting
country are not rel evant for the devel oping countriesfor achieving the required product
standard. It is internationally accepted that alternate equivalent measures should be
permitted if these standards meet the requirements of theimporting country in the use of
the final product. In the case of seafood units, some assessment teams, which have
comefor inspection, insist on flake ice machines being installed in the processing units
whereas the same purpose can be served by crushing block ice in a hygienic manner.
Insistence on such practices involves not only excessive costs but is also unjustifiable
interms of end-product safety criteria.

h) Equivalence agreements between Members are seen in the WTO as the means to
address the standards related to trade problems as they enable pooling and utilisation
of resources more effectively; avoiding duplication of inspection and testing; and
ensuring that health and safety requirementsare met effectively without unduly restricting
trade. Such agreements would generally benefit exporters in a developing country, as
financial burden aswell asrisk of rejection would be reduced. However, it is observed
that Members often do not enter into such Agreements even after receipt of aformal
request as either the administrative burden of entering into theseishigh or they don not
want to lose their control over imports. Some countries use regulatory standards to
address demand supply conditions. Further, at timesit is seen that important components
such as provision for re-testing and appeal in case of rejections are not addressed in
such Agreements, as these are not considered to be in the interest of the importing
country. It is also arequirement of TBT that alternate equivalent measures should be
permitted if these meet the requirements of the importing country. A similar provision
existsin SPS.

i) Health authoritiesin certain importing countries have recently started destroying the
contaminated/damaged consignments instead of returning them to the exporting
countries as requested by the exporters/importers. The decision regarding destruction
of aconsignment is often not acorrect decision and isalso not justified. It is necessary
to involve the exporting country in such decisions of destruction for various reasons.
The consignments found contaminated in theimporting country may need to be brought
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back to enable the competent authority to re-test them and ascertain whether the
consignmentswere contaminated or not as certified. And whether importing the country
examines the contaminated assignment to ascertain the cause and takes immediate
corrective measures to control/eliminate its recurrence. Destruction of a consignment
leads to wastage of alarge amount of money as some cases of contamination can be
taken care of through reprocessing.

j) Sometimes the importing country adopts different methods for sampling and testing
and also testing for parameters/contaminants, which are not notified in their standards,
which at times become reasons for rejections. In certain cases, the importing country
may have higher standards than those followed by the country of export. The returned
consignments could be utilised in domestic trade/purposes. It may be pointed out that
acountry can fix standards lower than, say Codex.

k) Sometimes aproduct isrejected in one port and accepted in another port of the same
market. Sometimes aproduct isrejected based on anational standard by abuyer, and it
is accepted after price discounts. This shows that the buyer uses, at times, standards
primarily to depressthe prices.

[) It may also be noted that Codex has brought out a guideline for the exchange of
information between countries on rejection of imported foods wherein the standard
providesfor destruction of the consignment, retesting of the consignment, re-export of
the consignment to countries which state in advance that they are prepared to accept
the consignment knowing that it has been refused entry elsewhere.

m) Imposition of voluntary international standards such as|SO 14000 on Environmental
Management Systems by buyers on their suppliersin exporting countries hasthe effect
of not only restricting market access at least for some time until the industry upgrades
itself, but also leading to high cost of implementation. The standard on Social
Accountability, SA 8000 isarecently announced international standard for management
systems primarily dealing with working conditions. Under the guise of Social
Accountability, theimports of various products can berestricted on alleged violation of
any of the above ‘voluntary requirements’.

n) Imposition of high levels of port fees and taxes significantly add to the cost of
exports. Similarly, feesfor authentication of export documents by the Consulates of the
importing countries add to the cost. The necessity for imposition of the fees and taxes
as well as the need to have consular authentication procedures must be linked to the
administrative necessity for the same.

0) Customs proceduresincluding valuation rulesin certain countries have been identified
to be acting astrade barriers. Some of these include discriminatory val uation methods;
appropriateness of the units of measurement for certain productslikeyarn, classification
differences between the exporting and importing country systems and confiscation of
the export cargos for minor transgressions.

p) Customs duty is calculated only on cost of Cut, Make and Trim (CMT) if thetextile
goods are made out of domestic fabrics whereas duty is levied on full cost of the
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product if it ismadein other devel oping countries. Such typesof discriminatory valuation
rules prevent realisation of export potential.

) In some countries, the quotafor yarnisexpressed in Square Metre Equivaent (SME),
but yarn is basically exported in kgs. Since the conversion factor is not on a scientific
basis, it creates hurdles for yarn exports.

r) In some countries, customsclearanceisdeliberately delayed to increase thetransaction
cost and thus reduce competition to like domestic products.

s) Various requirements for marketing a product in different markets prove to be
cumbersome and onerous to devel oping country exporters. Theseregquirementsinclude
detailed labelling requirementswith extensive product/content description. Such labelling
requirements become ahindrance especialy if the product isbeing exported to different
countries each with different regulations.

t) In several countries, there are registration requirements for firms before exporting,
distributing and selling, with the regi stration processitself being costly, time consuming
and not always granted. In the case of pharmaceutical products, import in several
countries are tacitly encouraged/allowed only from particular countries and sources,
such policies are enabled by the registration mechanism which is not transparent and
favoursproducersonly from certain countrieseven for applying. Somebuyer requirements
like comprehensive product liability insurance also restrict the export and marketing
ability of developing country exporters.

u) Therestrictions on port of import, i.e. allowing imports of particular goods or goods
from a particular country only through designated ports have been imposed by some
Members. This increases the transit time and transaction cost in clearance of
consignments. Whilein some cases it is demonstrably for administrative reasons with
the facilities required for clearance of the goods being available only at the designated
port, in some of the other cases the underlying reason for imposing such restriction is
more to restrict trade than on account of any administrative necessity.

v) Non preferential rules of origin have often been cited in the context of exports of
textile products, asan NTB. Theissuesinvolve non-recognition of certain processesas
origin conferring in addition to discriminatory and unilateral changesto therules. Such
ruleswhich are established/changed to favour importsfrom particular originsarebarriers
to trade and also discourage value addition taking place in the traditional region of
production. In somecases, they adversaly impact on the quotautilisation of somecountries.

w) Insome countries, making fabricsfromwaool, dyeing, printing and finishing operations
arenot recognised as origin conferring. Similarly, for made-up articles made of cotton or
cotton blends, the origin is now being determined on the basis of where the constituent
fabric is formed, thereby ignoring all operations such as dyeing, printing, finishing,
designing, cutting, sewing, embroidery etc., which is contrary to the prevailing
manufacturing or processing practices. It is recognised that clarification of the rules
relating to RTAs is a subject of negotiation under a specific provision of the Doha
Ministerial Declaration.
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X) Itisrecognised that clarification of therulesrelating to RTAsisasubject of negotiation
under a specific provision of the Doha Ministerial Declaration. Nonetheless, certain
non-tariff provisions included in some RTAs are significant barriers to trade of non-
Members dueto their trade diverting and trade restricting impact. Their sanction under
WTO provisions may a so be questionable. Use of preferential rulesof origin (RoO) like
the diagonal cumulation between RTA Members and non-Members allows preferential
access to products of the benefiting non-Members to the RTA. While permissible
preferencesto RTA membersare not questioned, it must be ensured that all non-Members
are treated alike. Certain valuation practices adopted by some RTA Members for the
purpose of assessment of customs duty are also not in conformity with the Agreement
on Implementation of Article VII of GATT 1994. For example, in some RTAS, duty is
charged on imported fabrics only on the basis of value additionto thefabricinthe CMT
when the fabric originates from any of the RTA Member countries. On the other hand,
duty is charged on the basis of the value of the fabrics plus the value added when
fabrics originate from non-RTA Member countries. This puts the goods of non-RTA
Members at a disadvantage vis-a-vis similar goods of RTA Members; and inclusion of
provisionsrelating to preferential conformity assessment for technical regulations and
standards. These provisionstend to give RTA Members substantial time and procedural
advantages. It is observed that the time taken for inspection and testing as well as
establishing equivalence of standards under RTAs is much faster than the procedure
applicable to non-Members of the RTA, who follow the much more extended route
taking a much longer time diverting trade to Members of the RTA during this period.

y) Attention has been drawn to the increasing instances of campaigns carried out to
create public opinion as well as to force buyers to change their source of imports on
grounds other than trade related e.g. ethical treatment to animals. These campaigns
could have various motivations not necessarily based on truth and certainly not based
on any tradeissues. There may be two aspects to discussing such measures. First, they
do not follow from any governmental action and therefore the extent to which they
could be discussed/disciplined in WTO woul d need to be deliberated upon. The second
aspect isthe increasing use of such methods and potential for these measures to divert
trade and restrict market access especially from developing countries which may be
vulnerable due to their own priorities, thus making it important to be discussed.

8.2 Noatification by Pakistan
Notifications put forward by Pakistan to the Negotiating Group on market accessfor the
NTBs faced by its exporters are discussed below.

Due to the pre-shipment inspection required by certain countries for certain goods,
shipments get delayed and importers avoid sourcing from Pakistan. Non-transparent
procedurefor registration of drugs provides undue protection to domestic pharmaceutical
firmsin many countries and the foreign pharmaceutical companies and drug suppliers
are denied market access. The registration procedures as laid down by the Agreement
on Trade-related Intellectual Property Rights (TRIPs) needs to be made transparent.

Quarantine certification, food labelling and packaging regulations (description of food
ingredients, and indication of nutritional claims-substantiated and specified]), high rate
of inspection etc., raise the cost of export and delays the shipment of consignmentsfor
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the countries not having preferred status through bilateral Memorandum of
Understanding (M oU). The quarantine certification, labelling and packaging regulations
should be made |ess onerous and be brought at par with international standards. Non-
discriminatory treatment is meted out to all irrespective of bilateral understandings.

The food sanitation law requirements are al so too stringent and need to be brought at
par with internationally accepted standards. The Inspections also heed to be carried out
at par with internationally accepted standards. For products like cotton yarn and cotton
cloth, petroleum & petroleum products and other SPS measures, there is quarantine
certification requirement. Market access of the product from the country is also being
denied.

This trade restrictive requirements needs to be eliminated for products like art silk
fabricsand art silk garments. The Azo Dyes certification test results differ from laboratory
to laboratory and this leads to denia of market access and also increases costs to
exporters. Safety test certifications are not standardised. The measures are often more
stringent than internationally accepted standards and may be altered. The certification
requirement needs to be standardised also for electrical products.

8.3 Natificationsby Bangladesh

Regarding the inventory of NTBs, the Bangladesh authorities gathered information
from chambers, associationsand individual exporters. The NTBsfaced by exportersare
of different nature, and are categorised in the following broad areas:

(a) NTBssimilar to SPS measures; (b) NTBsrelated to consular formulation; (c) NTBs
related to TBT measures; (d) quantitative restrictions including ban; (e) labelling
requirement; (f) Rules of Origin (RoO); and (g) visarequirement

In addition to above NTBs, it was found that some big importers while placing import
order require compliance of several standards such as safety and health, child labour,
working hours, wages and benefits, freedom of associations, environmental compliances,
etc., which have direct impact on export. The packaging conditions require fumigation
of the products by Methyl Bromide if wood or wooden substances are used in packing,
while Methyl Bromide is banned in many countries. The requirement of SPS measure
and certification are cumbersome. Thereisal so restriction on exportsdueto extraformality,
time and cost. The jute products are not live items, therefore, the products need to be
excluded from SPSregulations.

Thereisrequirement for special Certificate of Originin jute yarn/twine, which requires
extraformality and cost. Thisrestricts exports due to extraformality and cost in part of
theimporters. Amendments by the shipper and/or the carrier company can be accepted
instead of penalising.

Thereisalso requirement of Import Licence by theimporter. The provision of licensing
for imports needsto bewithdrawn. Extradocumentation isrequired in the port of discharge
for customs val uation, which should be withdrawn to avoid hassle and waste of time.
The pre-shipment I nspections|ead to extraformality and cost and time.
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There are also problems like the printing of retail price on the packetsinlocal currency
and assessment of duties other than customs duty on the basis of retail sales price
(RSP) printed on the packaging of the products. The export price increases due to
labelling requirement and the total duty amount payable on imports increases. Hence,
assessment needs to be conducted on the basis of invoice value of the products.
Sometimes customs authority raises disputes on flimsy grounds, such as labelling on
the packaging of products, etc. This causes unnecessary hassles to buyers and they
get discouraged to buy these products. The custom procedures, therefore, should be
flexible considering the type and the nature of products.

Thereisalso requirement of attestation of export documentsfrom various agencieslike
Chamber, Commerce, Ministry, Foreign Ministry and Embassy. It causesalot of hassle,
time lagging and incurring costs on exports. Consular formalities and documentation
needs to be flexible for enhancing trade relations with those countries.

There has been a discontinuation of export since investment in manufacturing is a
difficult option. There should be withdrawal of the restriction on ban of products that
are locally manufactured. In addition, imports should be allowed along with local
production. Import ban measure should only be applicable to health, security and
environment ground. For pharmaceutical products, thereislimitation of number of brands/
productsfor registration for the purpose of import. Thislimitsthe scope of competition.
There is aso permission of imports only using the amount received from export. All
these measuresrestrict imports. For pharmaceutical products, thereisban onimports of
locally manufactured products, which limits competition. Thereisal so ban onimports of
juices, drinks, jam, jelly, pickles, spicesand snacksetc. The attestation fee rangesfrom
Bangladesh Taka 13,000-14,000 (US$193-208). It increasesthe cost. Therequirements of
laboratory testing upon arrival of the consignment are time-consuming and expensive,
and ask for payment of extracharges.

Requirement for rel ease order and submission of many documentsfrom the Ministry of
Health for each and every consignment imported make the process lengthy and time
consuming. Asaresult, products cannot be made available in the market due to lengthy
bureaucratic procedures for releasing goods from ports. Releasing the product on the
receipt of theimport permission given by the relevant authority makesit cumbersome.
The procedures for establishing LC are very lengthy and take about 3-4 months to
establish an L C. Products cannot be shipped in time dueto unavailability of LC intime.

9. Composition of M anufacturing Exportsfrom South Asan Countries

9.1 Bangladesh

Bangladesh’sexportstradeisfeatured by the dominance of afew export commaoditiesin
afew markets. Nonethel ess, exports of anumber of products and export in anumber of
marketsfrom Bangladesh hasincreased over theyears. The export basket of Bangladesh
has also undergone an overhaul, as the significance of raw jute and jute product as a
major export itemsfrom the country has decreased over the years (from 51.4 percent in
1971-72to 3.4 percent in 2004-05 for jute products and from 38.5 percent in 1972-73 to

3
9.},.{;10:.§ South Asian Positions in the WTO Doha Round / 157



Figure 2.1 Exportsfrom Bangladesh during 2004-05
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1.03 percent in 2004-05 for raw jute). The major exports of Bangladesh during 2004-05
include woven garments (38.86 percent), followed by knitwear (35.43 percent), frozen
foods (4.43 percent), jute goods (3.94 percent), leather (2.31 percent), chemical products
(2.52 percent) and raw jute (1.03 percent). The readymade garment sector comprising of
the woven garments and knitwear products almost comprise of 75 percent of the total
export from Bangladesh.

The major trading partners of Bangladesh include: US, EU countries, China, India,
Pakistan, Japan, South Korea, Canada, Australia, Malaysia, Hong Kong, Taiwan,
Thailand, Indonesia, Saudi Arabiaand UAE. In 2004-05, USimportsa most 27.95 percent
of Bangladesh exports, followed by EU. The major countriesin EU include: Germany
(15.61 percent), UK (10.91 percent), France (7.23 percent), Italy (4.27 percent), Spain
(3.81 percent), and Belgium (3.79 percent). The other countries include Canada (3.87
percent), Netherlands (3.38 percent), and India (1.66 percent).

Figure2.2: Export Market of Bngladesh
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9.1.1 Readymade Garments (RMG) (Woven & Knitwear Products)

Thewoven and knitwear products among the Bangladesh’sreadymade garment (RMG)
exportsarethe major exportsof Bangladesh. The country isone of thetop five readymade
garment exportersin theworld with the annual export of over US$7.50bn. RMG isalso
the fastest growing industry in Bangladesh, contributing to more than 76 percent of the
export earning.

Woven garmentsarethelargest export item of Bangladesh. The share of woven garments
inthetotal export basket hasincreased significantly from amere 1.10 percent (1981-82)
t0 38.78 percent (2005-06). K nitwear productsarethe second largest export of Bangladesh,
with its share in the total export basket has increased significantly from a mere 7.64
percent (1991-92) to 36.26 percent (2005-06). EU isthe magjor export market followed by
the US. Thisis possible because of Bangladesh is complying with EU’srules of origin
(RoO) norm of 75 percent value addition in the exporting country. After the adaptation
of the guidelines for application of the scheme for the generalised tariff preference by
EC, Knitwear exports from Bangladesh to EU rose significantly. The two-stage
transformation required of RoO in 1999 boosted market penetration in EU further and
contributed agrowth of 101.19 percent since 2000-02.

9.1.2 Frozen Foods

Frozen foods are the second largest export sector in Bangladesh contributing for almost
five percent of total export from Bangladesh. Shrimp and prawns are the major export
itemsof the country. Shrimpsal one accountsfor 90 percent of the export income among
thefish and fish products. The EU, US and Japan are the major importers of frozen foods
from Bangladesh accounting for more than 95 percent of the total fish exports. The EU
aloneaccountsfor 52 percent of thetotal export market of Bangladesh. The other major
countriesthat import shrimpsfrom Bangladesh include Belgium, Netherlands, Germany,
France and Italy. The rest are exported to countries in the Southeast Asia and Middle
East.

Though there is a huge potential of export from Bangladesh the country is facing two
major problem in exporting: @) the per acre yield of shrimp is low compared to other
countries exporting the same; b) the quality of the product has often come under question
dueto the large-scal e presence of Nitrofuran, an antibiotic used by the shrimp farmers
in the export consignments.

9.1.3 Jute Products

Bangladesh is the second largest jute and jute good producing country in the world
after India. Juteisthethird largest export product of Bangladesh and almost 90 percent
of the jute and jute products are exported from the country. The government of
Bangladesh through the Jute Diversification Promaotion Centre (JDPC) hasinitiated to
promote production of eco-friendly jute and jute productsin the country to take advantage
of the vast export market. Juteitems export include jute bags, decorativeitemsetc. The
main export market of the product includesUSand EU.

9.1.4 Leather and Leather Products
Almost 95 percent of the leather products from Bangladesh are marketed abroad.
Bangladesh has a domestic supply of good quality raw material, as hides and skinsare
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aby-product of largelivestock industry. The exports arein theform of crushed |eather,
finished leather, leather garments and footwear. Footwear isthe most important export
item in terms of value addition. Most |eather and leather goods goes to EU (Germany,
Italy, France, Netherlands, Spain), Russia, Brazil, Japan, China, Singapore and Taiwan.
Bangladesh sharein theworld's |eather market is almost two percent.

The export of finished leather products from Bangladesh contributes to a significant
amount of foreign exchange earning in the country. The growth of the export market for
Bangladeshi leather has grown at an average of 10-15 percent per annum. The average
yearly exportsaccountsfor US$225mn. Theleather includes|eather garments, whichis
exported mainly tothe USmarket inasmall quantity. Footwear ismoreimportant interms
of value addition and is the fastest growing sector for leather products. Presently,
Bangladesh produces between 2-3 percent of the world’s leather market.

9.2India

Indiaisthe largest economy in South Asia and one of the fastest growing devel oping
economies in the world. International trade has become an important contributor to
India'sgrowth astrade flows accountsfor almost 30 percent of the GDPin 2004-05 and
isexpected toincrease morein coming years. Out of this, manufactured products account
for over 70 percent of total exports from India and it include textiles and readymade
garments, gems and jewellry, engineering goods, transport equipments, machinery,
chemical products, |eather products, handicrafts etc. India’'s major trading partners are
US, UK, Germany, Switzerland, Belgium and some Asian countries like Hong Kong,
China, Singapore, Malaysia, UAE €tc.

While US continues to be the single largest trading partner of India, Chinaemerged as
the second major trading partner in 2005-06 and the share of combined China-Hong
Kong at 9.4 percent was closeto that of US. Theimpressive growthin tradewith China
was contributed by ores, slag, ash, iron and steel and organic chemicals on the export
side, and by electrical machinery, other machinery and organic chemicalsontheimport
side. UAE isthe next mgjor trading partner, and isimportant both in terms of importsand
exports; and another important country, whose share has been increasing steadily, is
Singapore with which Indiahasrecently signed aComprehensive Economic Cooperation
Agreement (CECA). Inthe case of India-Singaporetrade, precious stones, metals, mineral
fud, ail, ships and boats and other machinery have been the major contributors in
exports, while other machinery, electrical machinery, organic chemicals, books,
newspapers and manuscript, and aircraft & spacecraft in imports.

Composition of merchandisetrade

India'sexport is broad-based with good performancein most of the sectors. Manufactured
exports, with ashare of 73.7 percent in total merchandise exports, continued to grow at
21 percent. The most notabl e feature was the 91 percent growth in exports of petroleum
products, with aperceptibleincreaseinitssharein total exports. It reflected not only the
rise in Petroleum, Oil and Lubricants (POL) prices, but also India's enhanced refining
capacity devel oped with asupportivetariff structure. Exportsof primary products grew
by 29.4 percent with rapid growth in exports of ores & minerals, induced by strong
international demand and higher prices. Within manufacturing, high performers were:
engineering goods (mainly manufactures of metals, machinery and instruments, transport
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equipment and primary, semi-finished iron & steel and non-ferrous metals); gems and
jewellery; and chemicasand rel ated products (including basic chemical's, pharmaceutica's
and cosmetics, plastics and linoleum, rubber, glass and other products and residual
chemicals and allied products). Despite the new opportunities that opened up with the
phasing out of textiles quotas, textiles exports showed adisappointing negative growth.

9.3 Nepal

Foreigntradein Nepal has been characterised mainly by import of manufactured products
and export of agricultural raw materias. The structure of the export has undergone a
change in the present years, shifting the focus slightly towards manufactured goods as
well. Export of manufactured products includes woollen carpets, garments, textiles,
leather products, paper and cement, steel utensils, cigarettes, beverages and sugar.
Nepal’s export basket isrestricted to afew exportable products, with exports concentrated
on afew destination countries. Mgjor trading partners of Nepal for export include India
and thefour Quad countries- US, EU (Germany, UK, France, Italy and others), Japan and
Canada.

The top five manufactured exportable product of Nepal in terms of earning of foreign
exchange, contribution to employment generation includes readymade garments, wool len
carpets, pashmina products, leather and |leather products, handicrafts. Whilein terms of
total percentage sharethe commoditiesin 2004-05 are readymade garments (35.6 percent),
woollen carpets (33.7 percent), woollen and pashmina goods (8.3 percent), handicrafts
(2.7 percent), silver wear and jewel lery (1.9 percent)

9.4 Pakistan

Pakistan exportsare highly concentrated within afew items. M gjority of the exportsare
inthetextile and garment sector. The major export items of Pakistan includetextile and
garments, leather and leather products (e.g. Footwear), sports goods, wool raw/carpet
and surgical instruments. Textile and clothing (T& C) has the significant share in the
overall trade basket.

Table2.5: Major Exportsfrom Pakistan
Major export from Pakistan

Item Per centage Shar e (Ason 2004-05)
Textile& Garment 62.02

Leather & Leather Products 0648

Sports Goods 0213

Wool Raw/Carpets 0193

Surgical Instruments 0L27

Others 26.17

Source: Export promotion Bureau, Pakistan
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Textileand gar ments

Major textileand garment productsof Pakistan include cotton clothes, knitwear, readymade
garments, towels and textiles made-ups and bed ware. The products are exported to US,
UK, Germany, Hong Kong, Italy, China, Spain, and other countries. This sector isthe
backbone of Pakistan's economy and export earning from this sector contributes to
about 68 percent of thetotal exportsearnings of the country in 2003-04. The share of the
productslike cotton cloth, knitwear (hosiery), readymade garments, towels, and textiles
made-ups has increased in the export basket of Pakistan. However, the export share of
textileitemslike yarn, synthetic textiles and tents and canvas has declined.

L eather and leather products

Export of leather and |leather productsincludesitemsliketanned |eather, leather garments
and footwear. Tanned leather contributed 32.4 percent; leather garments 56.1 percent
and |eather footwear 11.5 percent in the group of leather & leather products. The major
export market of these products include countries like US, UAE, Afghanistan, UK,
France Germany, Hong Kong, Italy, South Africa South Korea and others. Export of
tanned leather increased by 20.6 percent in 2004-05. The export of leather fetched
US$304mnin 2004-05 as against US$252mn of 2003-04. Quantity of export asoincreased
by 14.86 percent from 16.05 million square metresto 18.44 million square metres. Export
of leather garments, footwear and other products also registered a significant increase
of export in 2004-05 in comparison to 2003-04.

Sportsgoods

Sports goods are the third important export product from Pakistan. However, overall
export of the products had declined in 2004-05. Sports goods are exported to countries
like US, UAE, Afghanistan, UK, Germany, Hong Kong, Italy, China, Spain and others.

9.5Sri Lanka

The population of Sri Lankaremainsthe smallest in South Asia (excluding Maldives),
which amountsto nearly 19.5 million people. Originally arural economy liketherest of
South Asia, a definite shift towards a more industrialised economy is now visible. In
2004, 19.9 percent of the GDPwasin agriculture, 26.3 percent inindustry and animpressive
53.8% was contributed by the service sector. The major exporting industries became
food processing, textile and apparel, Gems, diamonds, petroleum products etc. Major
import commoditiesincluded textiles, mineral products, petroleum, foodstuffs, machinery
and equipment.
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Table2.6: Composition of Exports(in Sri Lankan rupeesmillion): 1997 -2002
Commodity 1997 | 1998| 1999 2000 | 2001 | 2002*
Tea 42151 | 49867 | 43231 | 52516 | 60,776 | 62264
Rubber 4638 | 2808 2303 2179 2121 | 2523
Major Coconutproducts | 5133 | 3924 | 6375 6,266 4098 | 4483
(a) Copra 01 458 631 587 612 M
(b) Coconut Oil 193 19 247 249 193 226
(c) Desicated Coconut 4270 2975| 5005 | 4951 284 | 2791
(d) Fresh Nuts 209 22 402 478 459 52
Garments 125113 | 148920 | 103,301 | 213,653 | 215622 | 219,293
Preciousand Semi -
precious Stones 13428 7345 9070 | 12918 | 13567 | 2864
Other DomesticExports | 80,693 | 90,302 | 151,300 | 114,777 |118374 | 131,136
Total DomesticExports | 271,156 | 303,166 | 315580 | 402,309 |414,558 | 448,353
Re- exports 3023| 2684| 3231 | 10424 7627 | 3787
Total 274178 | 305,850 | 318810 | 12,733 | 422,186 | 452,140
Source - www.statistics.gov.lk

10. Sectoral NTBsFaced by South Asian Countries

10.1 NTBs Faced by Textiles & Clothing I ndustries

The T&C sector in India has witnessed a relatively high incidence of trade defence
action. Thisincludes back-to-back anti-dumping action. Some of therestraining countries
took frequent recourse to the anti-dumping and countervailing measures in respect of
India’'s T&C products, notwithstanding the fact that their exports were already
circumscribed by quota limits. In many cases, investigations were subsequently
terminated. Neverthel ess, damageto trade did occur dueto the chilling effect caused by
the initiation of such investigations.

Instances of domestic export consignments facing NTBs in the US market are on the
rise, astextile exportsto the US grow in volumes. Therestrictionsare mainly intheform
of shipments being subjected to rigorous labelling and marking requirements, security
parameters and document verification at US ports and issues relating to compliance
with labour and environmental norms.

Severa instances of clampdown on export consignments in the US have been brought
to the India Government’s notice, most of which have resulted in delay in shipments.
Moreover, following the clampdown on Chinese exports, it is widely expected that
Indian exports could also be targeted through non-tariff measures, mainly at the behest
of the US textile industry’s demands to curb imports.™ The main forms of restrictions
that have been raised, with respect to some Indian shipmentsinthe US, areintheform
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of normsviolating US child labour poalicies, sanitary measuresin the Indian suppliers
workplace, suspected use of azo-dyes and security checks of consignments.

Indian exporters, who have clocked a25 percent average growth in 2005, second only to
China, aredready facing ‘ spot audits' from bigger US buyers such asWal-Mart and JC
Penney. The audits being conducted by the US buyerson their Indian suppliers, aimsat
checking instances of child labour and ensure that labour standards at workplace are of
stipulated norms.

According to industry sources, these checks are over and above the mandatory social
audits conducted annually by the bigger retailers on their supplier base in India and
other countries such as Pakistan and Bangladesh.

The clampdown on Indian suppliers by the US and the EU can happen only through the
NTBsroute, unlikein case of Chinawhere shipmentsare being restricted by the US and
the EU through provisions in China’s accession agreement to the WTO. While China
has already been subjected to ‘ safeguard quotas’ in the US market, exporters could see
more of such NTBsbeing imposed as | ndian exportsto these markets grow in volumes.

Some other forms of NTBs faced by theindustry, i.e. custom procedures and valuation
rulesare subjective. Dutiesare cal culated on cost of cuts, make and trimming for domestic
producers, while custom duty islevied onfull cost of product, resulting in discrimination.
M easuring standards are not harmonised. For example, yarn is measured in square metre
equivalent, whileit isgenerally exported in kilograms. Some countries, particularly for
fabrics made of wool, do not consider dyeing, printing and finishing operations as
origin conferring, contrary to prevailing manufacturing practices.

Moreover, dueto easein application, anti-dumping measures have becomethefavourite
toolsfor protectionist interests. For example, T& C importsfrom relatively competitive
countrieslike China, India, Pakistan and Turkey have been routinely subjected to anti-
dumping investigationsin the past. Bed linen has been one of the most targeted products
by the EU, with exports from Indiaand Pakistan already carrying the brunt.*?

Over thepast few years, India stextile exportsto the EU have been facing anti-dumping
investigations of the European Commission (EC). In recent times, three textile product
categories, namely: (i) Unbleached Cotton Fabrics (UCF); (ii) Cotton Type Bed-liner;
and (iii) Polyester Texturised Filament Yarn (PTFY) originating from India have been
subjected to anti-dumping action by the EC. India’s exportsto the EU of certain textile
products are already under quantitative restrictions under the Indo-EU bilateral textile
agreement. As aresult of various initiatives taken either through intensive diplomatic
effortsor legal course of action to defend the cases, the Unbleached Cotton Fabrics-111
anti-dumping case of the EC was turned down.

In the cotton type bed-linen anti-dumping case, Government of Indiadecided to contest
the EC’s action and initiated the process as a prelude to raising this issue under the
Dispute Settlement Mechanism of the WTO. Initsruling, the Appellate Body held that
the antidumping dutiesthat were levied by the EU on cotton-type bed linen coming from
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Indiawereillegal as they were inconsistent with the provisions of WTO law. Hence,
these duties need to be removed (see Box 2.1).

Box 2.1: Antidumping Disputebetween Indiaand EU on Bed Linen

Indiaand the EU wereinvolved in ahard and long legal battleinthe WTO onthe
imposition of antidumping duties by the EU on cotton-type bed linen (aparticular
type of textile product) that was exported by Indiato the EU. The EU alleged that
Indiawas dumping (selling bel ow the normal price) bed lineninthe EU; that there
was material injury to domestic industry in the EU; and that there was a causal
link between the dumping of bed linen by Indiaand material injury to thedomestic
industry. India challenged the imposition of such antidumping duties by the EU
onitsexport of cotton-type bed linen with the Dispute Settlement Body (DSB) of
the WTO.

Thedispute at the WTO wasfinally decided in favour of Indiain 2001 wherethe
Appellate Body held that the antidumping duties that were levied by the EU on
cotton-type bed linen coming from Indiawereillegal asthey were inconsistent
with the provisions of WTO law. Hence, these duties need to be removed. But by
thetimetheverdict was delivered the exports of bed linen had fallen considerably
—from US$127mn in 1998 to US$91mn in 2001. The Indian company ‘ Anglo-
French Textiles', one of those affected by the EU action, saw itsrevenuefall by
more than 60 percent in the three years in which the duties were imposed.®®
Although the WTO ruled in favour of Indiain 2001, the EU merely altered the
terms of the complaint and reapplied the duties.

Likewise, the EC had initiated two parallel investigations, namely, anti-dumping
proceedings and anti-subsidy, concerning import of PTFY originating, among others,
from India. The complainant has since withdrawn the case. Turkey aso had initiated
anti-dumping investigations on import of Polyester Texturised Yarn (PTY) from India,
Republic of Korea, Thailand and Chinese Taiwan.

In the case of Pakistan, the Cotton and Allied Textile Industries of the European
Commission — Euro cotton — lodged a complaint in November 2002, about the alleged
dumping of bed linen resulting in ‘material injury’ to local industry, and demanded
initiation of an anti-dumping proceeding. After necessary investigations, the EU imposed
an anti-dumping duty of 13.1 percent on Pakistani bed linen in effect since March 5,
2004. According to Ahmed (2005), one reason for the declinein Pakistan’ s export under
HS 63 to the EU market has been the continued imposition of anti-dumping duties on
bed linen. It isestimated that theimposition of 13.1 percent anti-dumping duty by the EC
on bed linen importswould cause Pakistan an annual oss of US$250-300mn. Recently,
there have been some discussions on reducing the anti-dumping duty from 13.1 percent
to 8.5 percent. However, no decision seemsto have been made so far.
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The Board of Tariff and Trade (BOTT), South Africa, had received complaints against
large quantity of importsfrom Indiaand a so received requestsfor initiating anti-dumping
and anti-subsidy proceedings against the following two items being exported from
India: firstly, printed and dyed bed linen; and secondly, acrylic fibre blankets. Although
BOTT hasnot initiated any anti-dumping and anti subsidy proceedings against imports
of printed and dyed bed linen, in case of acrylic fibre blankets definitive anti-dumping
duties have been imposed by the South African authorities

Imposition of regulatory and standards-related barriers on T&C products has been
limited, but the future looks uncertain. Some examples of regulatory and standards
related barrierson Indian T& C products, including:** (a) recall of Indian-made ghagras
(skirts) onthe ground of non-conformity to flammability standards; (b) targeting Indian
rayon scarves on the ground of non-conformity to flammability standards; (c) ban on
import of goods (textiles and leather) treated with azo-dyes and pentachlorophenol.
The latter was aso the case with Nepalese woollen carpets in the German market,
witnessed mainly inthefirst half of the 1990s.

10.2 NTBsFaced by Exportersof MarineProducts'®

The second important sector which has been subject to severe NTBsismarine products.
Since South Asian countries are significant exporters of marine products to many
developed countries, the testing requirements for all marine products are of very high
level and sensitivity.

10.2.1 Lack of Harmonisation

Both the SPS and TBT agreements seek harmonisation on as wide a basis as possible
and for the applied measures to conform to international standards, guidelines or
recommendations. However, it has been observed that certain countries are at times
laying down norms more stringent than those specified by relevant international bodies
without any known/justifiable scientific basis or for demonstrably legitimate reasons
and which aredifficult to meet.

Similarly testing methods are specified for very high levels of sensitivity!® which may
not be justified or required and due to which the cost of testing becomes
disproportionately high and prohibitive. Sometimes, level s of sensitivity areraised only
because better technology or testing equipment becomes available, and not due to any
scientific evidencethat ahigher sensitivity isrequired to meet ahealth concern. Moreover,
the standards are revised, mostly upwards, at regular intervals making it very difficult
for developing countries to adapt to these changing requirements.

Certain countries are using test methods, which are neither accepted internationally, nor
arethesevalidated. An exampleisthe use of non-validated test method by acountry for
testing vibrio choleraewhichisfelt to bethe cause of failure of samplesin that country.

10.2.2 Lack of Transparency

Thereis absence of information and lack of transparency on the procedural norms and
regulations of various countriesregarding specificationsaswell as methods of sampling,
inspection and testing. New Regulations are brought out and implemented without
even giving the producers in the exporting country achance to get familiar with these.
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Often the standards are available only in the language of the importing country or are
presented in avery complicated manner. The result is that exporters are, at times, not
clear about the specific requirements prescribed by the country of destination, which
has |ed to rejection at the point of import.

10.2.3 Conformity Assessment | ssues

Severa conformity assessment issues have the effect of restricting trade, including:

e EXxcessive costs levied for testing for small developing country exporters are a
significant barriers;

e | ocation of testing facilities including testing being done only at single/limited
centre(s);
Limited validity of certificates, requiring re-testing with the attendant costs;
Proceduresinvolving site/factory visits by the certifying authorities— both thetime
taken and costs involved act as hindrances;
Non-recognition of certificates from accepted international bodies; and
Easier or preferentia conformity assessment for RTA Memberswhichisdiscriminatory.

10.2.4 Risk-based Approach

Whilerisk to consumersresulting from hazard, particularly in foods, has been identified
asasignificant concern at theinternational level, it hasbeen observed that someimporting
countries are fixing standards without carrying out comprehensive risk assessment
work and despite repeated requests details of the basis for the standard are not made
available. Thismay at timesbein contravention of Article5 of the SPS Agreement which
requires that SPS measures should be based on risk assessment and take into account
an appropriate assessment of the actual risk involved and if requested by the exporting
country make known details of this assessment.

In the case of marine products where consignments are being rejected due to presence
of certain micro-organisms such as Vibrio parahaemolyticusa‘nil’ limit has been laid
down. Vibrio parahaemolyticusis a habitant of the marine environment of the tropical
waters and there is every chance for the presence of this organism in raw fish and
fishery products. However, they are generally destroyed during chilling/freezing or by
heating at 60 °C. Besides, the organismis not considered as a potential hazard in raw
frozen products which are to be cooked before consumption. Some countries are
specifying limitsfor Vibrio parahaemolyticus only for ready-to-eat cooked products or
seafood for raw consumption and at level sranging from 1000 to 10000 per gram which
may be acceptable. However, some countries have specified limits for Vibrio
parahaemolyticus in products which are to be cooked before consumption and these
also at levels as low as 100 per gram. Risk evaluation reports have not been made
availablein such cases.

10.2.5 Safety Management Systems Approach

In addition to end product criteria, a systems approach which builds in quality and
safety throughout the food chain from primary production to final consumption is
increasingly being used to ensure that food products are safe for consumption. Such a
‘safety management system’ approach is being insisted upon by many countries for
allowing import of marine products. Thissystem allowsbuilding in controlsin aflexible
manner based on conditions applicable in a country/industry etc.
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However, certain countries are building in prescriptions for the production process.
Process standards based on conditions and production systems prevalent intheimporting
country are not rel evant for the devel oping countriesfor achieving the required product
standard. It is internationally accepted that alternate equivalent measures should be
permitted if these meet the requirements of theimporting country in the use of thefinal
product. It also may bein contravention of Article 2.8 of TBT and definition of technical
regulationsin Annex |.

In the case of seafood units some assessment teams which have come for inspection
insist on flake ice machines being installed in the processing units whereas the same
purpose can be served by crushing block ice in a hygienic manner. Insistence on such
practices involves not only excessive costs but is also unjustifiable in terms of end-
product safety criteria.

10.2.6 Equivalence

Equival ence agreements between Membersare seeninthe WTO asthe meansto address
the standardsrelated trade problems, asthey enable pooling and utilisation of resources
more effectively, avoiding duplication of inspection and testing, and ensuring that
health and safety requirements are met effectively without unduly restricting trade.
Such agreementswould generally benefit exportersin adevel oping country asfinancial
burden aswell asrisk of rejection would be reduced. However, it isobserved, Members
often do not enter into such Agreements even after receipt of aformal request as either
the administrative burden of entering into theseis high or they do not want to lose their
control over imports. Some countries use regulatory standards to address demand
supply conditions. Further, at timesit is seen that important components such asprovision
for re-testing and appeal in case of rejections are not addressed in such Agreements as
these are not considered to be in the interest of the importing country. It is also a
requirement of TBT under Article 2.7 that aternate equivalent measures should be
permitted if these meet the requirements of the importing country. A similar provision
existsin Article4 of SPS.

10.2.7 Rejection & Destruction of Consignments
Health Authorities in certain importing countries have recently started destroying the
contaminated/damaged consignments instead of returning them to the exporting
countries as requested by the exporters/importers. The decision regarding destruction
of aconsignment is often not acorrect decision and isalso not justified. It is necessary
to involve the exporting country in such decisions of destruction for the following
reasons:

(i) The consignments found contaminated in the importing country may need to be
brought back to enable the competent authority to re-test them and ascertain
whether the consignments were contaminated or not as certified. And if
contaminated examine the cause and takeimmediate corrective measuresto control/
eliminateitsrecurrence.

(i) Destruction of a consignment leads to wastage of a large amount of money as
some cases of contamination can be taken care of through reprocessing.

(iii) Sometimestheimporting country adoptsdifferent methodsfor sampling and testing
and also testing for parameters/contaminants, which are not notified in their
standards, which at times become reasons for rejections.

168 / South Asian Positions in the WTO Doha Round CUTS}:{

International



(iv) In certain cases the importing country may have higher standards than those
followed by the country of export. The returned consignments could be utilised in
domestic trade/purposes. It may be pointed out that a country can fix standards
lower than, say Codex.

(v) Sometimes a product is rejected in one port and accepted in another port of the
samemarket.

(vi) Sometimes aproduct isrejected based on anational standard by abuyer, and itis
accepted after price discounts; this showsthat at times standards are used primarily
to depress prices by the buyer.

h) Imposition of voluntary international standards such as|1SO 14000 on Environmental
Management Systems by buyers on their suppliersin exporting countries hasthe effect
of not only restricting market access for at least sometime until the industry upgrades
itself, but also leading to high cost of implementation. The standard on Social
Accountability, SA 8000 isarecently announced international standard for management
systems primarily dealing with working conditions. Under the guise of Social
Accountability, theimports of various products can berestricted on alleged violation of
any of the above ‘voluntary requirements’.

11. Conclusions

TheNTBsthat acountry faces are determined by who its major trading partnersareand
the composition of exports to those markets. South Asia as aregional block has been
the significant exporters of T& C and marine products. The major export markets of
South Asian countries (except Nepal, Bhutan and Maldives) are OECD countries. Looking
at the export composition of South Asian countries technical regulations and sanitary
and phyto-sanitary measures seem to be the most significant NTBsfor their exporters.
India, Pakistan and Bangladesh too have highlighted NTBsarising out of these measures
asmajor hurdlesin their submission to the WTO under NAMA negotiations. Besides,
LDCslike Bangladesh who is getting preferential market accessin devel oped countries
have reported that RoO are discriminatory, unreasonable and inconsistent.

While TBTsarethe primary reported barrier for T& C sector, SPS measuresis the most
frequently reported barrier for in case of marine product exports from South Asia. In
T&C, labelling requirements by importing countries are emerge as being the most
significant NTBsin terms of the volume of exports affected. Asregards SPS measures,
South Asian countries do recognise that risk to consumersisan important concern at an
international level, but they claim that certain countries tend to establish onerous
standardswithout first conducting comprehensiverisk assessment work. These measures
include chemical residue limits, disease freedom, and specified product treatment,
amongst others. While SPS measures may serve legitimate purposes, the notifying
countries report extra formalities, time, and costliness that restrict or inhibit exports.
Obtaining SPS approvals also reportedly involves tedious and substantial
documentation and bureaucratic procedures.

Thefuture export expansion of South Asian countries depends upon how meaningfully
and comprehensively Non Tariff Barriers are addressed in the present Doha round of
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trade negotaitions. So far no real progress has been made on NTBs under NAMA
negotiations except vertical and horizontal proposals on NTBs by WTO member
nations.However, these negotiations are not yet sufficiently advanced to propose either
the adoption or rejection of modalities for specific proposals.

Annexurel
Table2.7UNCTAD Coding System of Trade Control M easures
1000 TARIFFMEASURES
1100 Statutory Custom Duties
1200 MFN Duties
1300 GATT Ceiling Duties
1400 Tariff QuotaDuties
1410 Low Duties
1420 High Duties
1500 Seasonal Duties
1510 Low Duties
1520 High Duties
1600 Temporary Reduced Duties
1700 Temporary Increased Duties
1710 Retaliatory Duties
1720 Urgency and Safeguard Duties
1900 Preferential Duties Under Trade Agreements
1910 Interregional Agreements
1920 Regional and Sub-Regional Agreements
1930 Bilateral Agreements
2000 PARA-TARIFFMEASURES
2100 Customs Surcharges
2200 Additional Taxesand Charges
2210 Tax On Foreign Exchange Transactions
2220 Stamp Tax
2230 Import Licence Fee
240 Consular Invoice Fee
250 Statistical Tax
260 Tax on Transport Facilities
210 Taxes and Charges For Sensitive Product Categories
290 Additional ChargesNES
2300 Internal Taxesand Charges L evied On Imports
2310 General SalesTaxes
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2320 Excise Taxes

2370 Taxes and Chargesfor Sensitive Product Categories
230 Internal Taxesand ChargesLevied on ImportsNES
2400 Decreed Customs Valuation

2900 Para-Tariff MeasuresNES

3000 PRICECONTROL MEASURES

3100 Administrative Pricing

3110 Minimum Import Prices

3190 Administrative Pricing NES

3200 Voluntary Export Price Restraint

3300 Variable Charges

3310 VariableLevies

3320 Variable Components

3330 Compensatory Elements

3340 Flexible Import Fees

3390 Variable ChargesNES

3400 Antidumping Measures

3410 Antidumping Investigations

3420 Antidumping Duties

3430 Price Undertakings

3500 Countervailing Measures

3510 Countervailing Investigations

3520 Countervailing Duties

3530 Price Undertakings

3000 Price Control MeasuresNES

4000 FINANCEMEASURES

4100 Advance Payment Requirements

4110 Advance Import Deposit

420 Cash Margin Requirement

4130 Advance Payment Of Customs Duties

4170 Refundable Deposits For Sensitive Product Categories
4190 Advance Payment RequirementsNES

4200 Multiple Exchange Rates

4300 Restrictive Officia Foreign Exchange Allocation
4310 Prohibition Of Foreign Exchange Allocation

4320 Bank Authorisation

4390 Restrictive Officia Foreign Exchange Allocation NES
4500 Regulations Concerning Terms Of Payment For Imports
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5000
5100

6000
6100
6110
6120
6130
6131
6132
6140
6141
6142
6143
6150
6151
6152
6160
6170

Transfer Delays, Queuing

Finance MeasuresNES
AUTOMATICLICENSINGMEASURES
Automatic Licence

Import Monitoring

Retrospective Surveillance

Prior Surveillance

Prior Surveillance For Sensitive Product Categories
Surrender Requirement

Automatic Licensing MeasuresNES

QUANTITY CONTROL MEASURES
Non-Automatic Licensing

Licence With No Specific Ex-Ante Criteria

Licence For Selected Purchasers

Licence For Specified Use

Linked With Export Trade

For Purposes Other Than Exports

LicenceLinked With Local Production

Purchase Of Local Goods

Local Content Requirement

Barter Or Counter Trade

LicenceLinked With Non-Officia Foreign Exchange
External Foreign Exchange

Importers’ Own Foreign Exchange

Licence Combined With Or Replaced By Special Import Authorisation
Prior Authorisation For Sensitive Product Categories
Licence For Political Reasons

Non-Automatic Licensing NES

Quotas

Global Quotas

Unallocated

Allocated To Exporting Countries

Bilateral Quotas

Seasonal Quotas

QuotasLinked With Export Performance

Quotas Linked With Purchase Of Local Goods
Quotas for Sensitive Product Categories
Quotasfor Political Reasons
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6290 QuotasNES

6300 Prohibitions

6310 Total Prohibition

6320 Suspension of Issuance Of Licences

6330 Seasonal Prohibition

6340 Temporary Prohibition

6350 Import Diversification

6370 Prohibition for Sensitive Product Categories

6380 Prohibition for Political Reasons (Embargo)

6390 ProhibitionsNES

6600 Export Restraint Arrangements

6610 Voluntary Export Restraint Arrangements

6620 Orderly Marketing Arrangements

6630 Multifibre arrangement (MFA)

6631 Quota Agreement

6632 Consultation Agreement

6633 Administrative Co-Operation Agreement

6640 Export Restraint Arrangements on Textiles Outside MFA

6641 Quota Agreement

6642 Consultation Agreement

6643 Administrative Co-Operation Agreement

6690 Export Restraint ArrangementsNES

6710 Selective Approval of Importers

6700 Enterprise-Specific Restrictions

6720 Enterprise-Specific Quota

6790 Enterprise-Specific RestrictionsNES

6900 Quantity Control MeasuresNES

7000 MONOPOLISTICMEASURES

7100 Single Channel For Imports

7110 State Trading Administration

7120 Sole Importing Agency

7170 Single Channel For Sensitive Product Categories

7200 Compulsory National Services

7210 Compulsory National Insurance

7220 Compulsory National Transport

7900 Monopolistic Measures NES

8000 TECHNICAL MEASURES

8100 Technical Regulations

8110 Product Characteristics Requirements
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8120 Marking Requirements
8130 L abelling Requirements
8140 Packaging Requirements
8150 Testing, Inspection and Quarantine Requirements
8160 Information Requirements
8170 Requirement Relativeto Transit
8180 Requirement to Pass Through Specified Customs
8190 Technical RegulationsNES
8200 Pre-Shipment Inspection
8300 Special Customs Formalities
8400 Return Obligation
8000 Technical MeasuresNES
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1.Introduction

The service sector now constitutes about 50 percent of South Asia’'s gross domestic
product (GDP) and isthe second largest source of employment in the region. In all the
South Asian countries, for whichinformationisavailable, viz. Bangladesh, India, Pakistan,
and Sri Lanka, the growth of the service sector has been faster than the overall GDP
growth. Between 1995 and 2003, Indiaregistered an expansion of servicesvalue added
by a staggering US$ 108 hillion. The corresponding figures for Bangladesh, Pakistan
and Sri Lankaare US$9billion, US$ 11 billion and US$ 3 billion respectively. The South
Asian countries have also witnessed their service sector growing at a rate much faster
than the world services output growth. During 2000-03, services in the South Asian
region grew at an averagerate of 6.7 percent per annum asagainst of only 3.3 percentin
theworld economy. Moreimportantly, servicestrade has al so becomeimportant for the
countriesintheregion. Thetota value of servicetradein 1995 wasUS$ 26 billion, which
increased to US$ 51 billionin 2003, half of which was services exports.

Remittances sent by nationals working abroad are the significant source of foreign
exchange earnings in South Asian countries, implying the importance of |abour-based
servicesexports. Currently, the remittances-GDP ratio for Bangladesh isestimated to be
about six percent, while the comparable figures for India, Pakistan, and Sri Lanka are
about three, five, and eight percent respectively. It needs to be mentioned here that a
significant proportion of remittances sent to these countries is channelled through the
informal mechanism e.g. hundi (aninformal money or valuetransfer system) and thusis
not included in the official record. Theinclusion of remittances sent through theinformal
channel would further have significantly amplified the importance of remittancesin
GDP, asthereisagenera perception that informal sources could comprise 25-50 percent
of al money sent by the people working abroad.

Indiais by far the most prominent player in services trade amongst the South Asian
countries. In fact, during the 1990s | ndia had the highest growth of the services exports
amongst theworld economies. It has been estimated that between 1996 and 2000, India's
reveal ed comparative advantagein services exportsincreased by 74 percent. Itsservices
trade is also much more diversified compared to any other country in the region with
business services, including software exports, finance, communication, management
and consultancy services growing rapidly.

In general, low-skilled and semi-skilled workers dominate the labour endowment in
Bangladesh, India, Pakistan, and Sri Lanka. Consequently, the export of servicesfrom
these countries is dominated by Mode 4 exports, i.e. movement of natural persons.
Currently, morethan threemillion Bangladeshis, 20 million Indians, three million Pakistanis
and 1.2 million Sri Lankansareworking abroad. If one goesbeyond the broad feature of
relatively less skill composition of this migrant workers' pool, it becomes evident that
Indiaisanimportant exporter of skilled manpower. While Sri Lankaused to beasource
of professionals and skilled workers, in relatively recent times the composition of its
migrant labour force has changed.

Apart from Mode 4, Mode 1, i.e. cross-border supply isimportant for | ndia because of
rapid growth in business process outsourcing (BPO) and Information Technology (I T)
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services, in which the country has a great comparative advantage. Mode 2, i.e.
consumption abroad is becoming increasingly important for India. In fact, Indiais an
attractive placefor temporary movement of peoplefor medical treatment (health tourism)
and for academic pursuit. According to one estimate, five countries in Asia, namely,
India, Thailand, Malaysia, Jordan, and Singapore, attract 1.3 million medical tourists,
and medical travel spending is growing very rapidly (UNCTAD, 2004). Given the low
cost and quality of medical services, Indiaislikely to gainfurther from this sector. India
has a so become animportant regional destination for medical and educational services.
India, Nepal and Sri Lankaalso attract alarge number of touristsand thus havetremendous
scope to export travel and tourism services.

Indian firms are al'so becoming source of foreign direct investment (FDI) flows, and
services now constitutes about 45 percent of total FDI flowsfrom India(Chanda, 2005).
A US$2bn investment proposal in Bangladesh from aleading Indian industrial groupis
being negotiated while some Indian companies have already set up overseas subsidiaries
e.g. the establishment of the Apollo Hospital in Dhaka. It goes without saying that in
software, health, and education rel ated servicesthereisavery big potential for commercial
presence by Indian firms.

The upshot of the aforementioned discussion points to the fact that, apart from India,
the scope of services export for other South Asian countriesis largely concentrated in
Mode 4. On the other hand, India has an interest in all modes of servicestrade, and its
exporting opportunities also appear to bewell diversified across devel oped, devel oping,
and regional markets.

Against this backdrop it can be mentioned that there is significant scope for the South
Asian countries for taking common position in the case of services, especially with
respect to the Mode 4. As has been mentioned before, all these South Asian countries
have large endowment of low and semi-skilled labour, and the remittance incomesfrom
the low and semi skilled labour have significant sharesin their national incomes.

2. ServicesTradein South Asia

Going by therecent global trend, the South Asian region comprising Bangladesh, India,
Pakistan, Sri Lankaand Nepal have by now experienced asignificant shiftinthe structure
of economy towards dominance of the services sector (from the traditional sectors of
agriculture and industry) in national production and employment. Table 3.1 suggests
that, with the exception of Nepal, the contribution of the services sector to GDPisabove
50 percent inindividual South Asian countrieswith the sector gaining further prominence.
Moreover, with the dominance of India, South Asiadoes not lag behind the significant
growth of world servicestrade over trade in merchandise commaodities.
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Table3.1: Sectoral Composition of GDP: South Asian Countries

Countries Services Industry Agriculture

1990 | 2000 | 2004 | 1990 | 2000 | 2004 | 1990 | 2000 | 2004
Bangladesh 48 51 2 2 | 247 2z 0| 243 2
India 41 | 489 2 B | 271 2z 3 2 2
Nepal 2 - 37 16 - 23 2 - ]
Pekistan 49 | 489 53 5 | 249 5 % | 262 2
Sri Lanka 48 | 521 % % | 273 2z % | 206 18
South Asia 43 | 492 2 2l | 267 2z 3| 242 2
Source: World Bank (2006) and Chanda (2005)

For the period 2000-04, the growth rate of South Asian services sector (7.5 percent)
outperformed the other sectoral growth rateswithin the region and against a2.3 percent
world average rate of growth of services output.

Among the different services categories, South Asian successliesin the sectorslikelT,
BPO, tourism, banking, construction etc., especialy in the manpower based services
export. South Asian region is the second largest remittance recipient areain the world
having aremittance-GDP ratio of 20 percent (Chanda, 2005). In recent years, Indiahas
emerged as an important source of ‘Call for Services' in business performance. From
regional perspective, there are shifts towards business and various deregulated
infrastructure services where private participation has increased considerably.

There are numerous trade barriers against the service sector, which, if removed, would
haveresulted in hugewelfare gainsfor all countries, especially in sub-sectorswithinthe
servicestradewherethereexist comparatively morerestrictions, like Mode4, liberalisation
is supposed to bring in the highest possible gain. For example, Winters (2003) found
that if developed countriesincrease their quotas by three percent of their labour force,
then therewould be gains of US$150bn from theliberalisation of labour mobility alone.
Furthermore, liberalising the FDI inflowsin services sector would result in significant
gains for the South Asian countries as well.

The contribution of the servicestradein South Asian total tradeisincreasing over time,
morethan doubling in actual amount during 1995-2003 (from US$26bn to US$51bn). In
terms of proportion, within 2000-03, services trade was on average one-fourth of the
regional total tradeflows (Chanda, 2005). Considering individual country performance,
asreflected in Table 3.2, thereisan increasing contribution of servicesin country’stotal
trade, and for India, Sri Lanka and Nepal, the figures are quite impressive. Workers
remittances are gaining importance overtimefor all economies of theregion, especially
for thelow-income countries, reflecting the significance of 1abour-based services exports
(Table3.3). Asan additional feature of servicetrade of theregion, thereisacompositiona
shift in Indian services trade from travel and transport based to more business related
serviceslikelT, ‘ Call for Services and various professional services (UNCTAD, 2005).
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Table3.2: Significanceof Servicesin Total Trade (% of country’stotal trade)

Country 2000 2001 | 2002 2003 | 2004
Bangladesh | Servicesexports 1 1 12 13 12
Servicesimports 17 16 15 15 16
India Servicesexports 2 2 2 2 2
Servicesimports % 2 2 27 Y]
Pakistan Servicesexports 1 1 2 2 17
Servicesimports 19 19 18 2 24
SriLanka Servicesexports 15 2 2 2 -
Servicesimports y.0] 3] 2 2 -
Nepal Servicesexports 0 3] 3 £3) -
Servicesimports 1 13 14 14 -

Source: UNCTAD (2005)

Table3.3: Importance of Worker sRemittances (% of GDP)

Country 2000 2001 2002 2003 | 2004
Bangladesh 42 45 6 6.1 6.8
India 26 23 27 29 30
Pekistan 15 20 50 48 40
Sri Lanka 90 90 90 100 -
Nepal 20 20 1o 130 -

Source: UNCTAD (2005) and Chanda (2005)

In general, all the four modes of services trade negotiations are important for India.
Within South Asia, the growing importance of servicestradeisbasically driven by the
Indian comparative advantage in this sector. For example, according to the revealed
comparative advantage ratio, the South Asian stand is basically driven by the Indian
performance. Furthermore, during the last decade, the growth rate of Indian services
trade was the highest among all other countries: an average annual growth rate of 17.3
percent during 1990s, compared to 15.8 percent in China, 8 percent in Taiwan and the
world average being 5.6 percent. Between 1997/98 and 2001-02, this was 23 percent
(Chanda, 2005).

South Asian countries' large labour endowment, including low-skilled, semi-skilled,
high skilled categories, placesthe regional comparative advantage in exporting labour
based services under the Mode 4 of WTO's General Agreements on Trade in Services
(GATYS), i.e. temporary movement of natural persons category. Some country specific
features are presented in this study.

Fromthe statistical point of view, the contribution of servicestrade under Mode4 isthe
lowest inworld tradein services. The Mode 4 category has horizontal rather than sector
specific commitments and that includeslimitationsfor 100 countries as opposed to four
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countriesfor Mode 2. However, Indiaisadominant player in thisnarrow field too. Export
of professionals, especiadly healthworkersand I T professionalsfrom Indiaisasignificant
portion of the international workers in the developed countries like Canada, US and
Australia. For example, in US, aquarter of thetotal professional immigrantsare Indians
whilein the context of Canada, Indiahasbeen ranked as 2™ (Chanda, 2005). Asasource
country, India dominates in three major categories of manpower exports, specialty
occupations (based on professional education, skillsand experiences), registered nurses
and entertainers in culturally unique programmes (CUTS, 2004). Another significant
portion of Indian migrantsarethelow-skilled or semi-skilled category, mgjority of whom
areworkingintheMiddle East countries, like Saudi Arabia, Kuwait, UAE, Oman, Bahrain
and others, dated from oil-driven boom. In general, majority of these categories of
workers are employed in construction related jobs or for domestic help. On thewhole,
morethan 20 million Indian migrantsareliving abroad who generate US$400bn worth of
output annually an equivalent of 80 percent of Indian GDP (India Today, 2002).

Indian export of IT professionals has been driven by the IT boom in the US market
during early 1990swith a shortage of skilled labour force. Gradually, there hasbeen an
increased demand for Indian IT professionalsin markets like Japan, Germany, Austria
and Singapore. In terms of theinstitutional arrangements, Indian government policy is
supportiveto the high skill categories of manpower exports and they are not required to
get any emigration clearance. At present, thereisacommon trend among the professional
migrants from India to developed countries, especialy US, in seeking entrance to the
permanent labour market.

About 1.2 million Sri Lankan workersareworking abroad of which 70 percentisemployed
inthe Middle East countries (CUTS, 2004). The specialty of the Sri Lankan manpower
export among the South Asian countriesisthe dominance of femalemigrants. In 2001, 68
percent of the 183,888 total migrants were femal e workers. There are both high skilled
and low skilled migrants, but most of the female migrants are employed as housemaids,
i.e. 56 percent of thetotal in 2001 (Chanda, 2005). Provisionsfor training programmesfor
the semi-skilled and low-skilled migrants under government initiatives are designed to
promoteforeign employment and the Sri Lanka Foreign Employment Bureau worksfor
protecting the interest of the migrant workers.

According to the government estimates of 1999, about 3.18 million Pakistanisareworking
abroad, like other countries of the region; Middle East is the major destination for low
skilled migrants from Pakistan. On the other hand, considering the high skilled and
professional categories, Pakistan is an important source in the industrialised country
markets, and wasranked 3“in Canada.

In case of Bangladesh, the primary destination of the low and semi-skilled workersfrom
the country is Middle East, although the choice for relatively skilled workers has been
shifted to some East Asian countries like Malaysia. Going beyond the underestimated
official statistics, about 3.2 million Bangladeshi people areworking abroad (Blanchet et
al 2005) with major occupations being construction labour, domestic maid, engineers,
health workers and nurse. Bangladesh government regulates the outflow of workers
through the Bureau of Manpower, Employment and Training, although their works
unofficial channelsof manpower export aswell.
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Among the South Asian countries, India dominates almost all the modes of services
trade with its more matured service sector in comparison to other regional partners. At
present, there isagrowing importance of servicestrade under Mode 1, or cross-border
supply of serviceswith the country’swell performing IT sector. Indiais considered as
themost competitivein providing BPO servicesintermsof volume of servicesdelivered
and firm level capabilities. The annual growth rate of this sector in Indiais 50 to 60
percent and forecasts indicate that this will continue to increase Indian share of the
globa BPO from 2 percent in 2003 t0 4.8 percent in 2008 (Chanda, 2005). Considering the
other modes of servicestrade, Indiaisin a position to be benefited from liberalisation
process. Education and health services under Mode 2 or, consumption abroad criteriais
made attractive through better service quality and cost effectiveness. Further, both in
the case of FDI inflow and outflow in services sector, Indiais|eading the South Asian
region and at the same time making aglobal stand.

3. Development Elementsin WTO’sGATS

Thereareimportant devel opment elementsin GATS. Under GATS, the WTO Members
are free to choose the sectors, modes of supply and regulatory conditions in which
market opening commitments are made. Furthermore, GATS allowsitsmember countries
inintegrating the multilaterd trading system (MTYS) at their own pace and in accordance
withtheir nationa prioritiesand objectives. Because of suchfeaturesof GATS, the Agreement
isoften described asthe most “ development-friendly” of al Uruguay Round agreements.

A number of GATS' provisions place special focus on the specific needs and problems
faced by developing countriesin servicestrade. For example, inthe GATS' Preambleit
is highlighted that the devel oping countries may have particular needsto regulate their
services markets in line with their national policy objectives. Furthermore, Article IV
underscores the need for devising practical mechanismswith the aim of enhancing the
participation of the developing countriesin world trade in services. More specificaly,
thisarticlecallsfor improved access of the devel oping countriestoinformation networks
and distribution channelsin order to achieve that aim.

In an analogous manner, Article X1X, which laysthefoundation of the modaitiesguiding
the ongoing multilateral negotiations on services states: “there shall be appropriate
flexibility for individual developing country members, and especially least devel oped
countries, to open fewer sectors, liberalise fewer types of transactions, extend market
access in line with their development situation and attach conditions aimed at
strengthening their domestic services capacity and competitiveness’ . Finally, GATS
calls on developed countries to lift restrictions from sectors and modes of supply of
export interest to developing countries.

4. ServicesTradeL iberalisation and Poverty Alleviation

It hasbeen argued that liberalisation in the service sector, especially allowing temporary
movement of natural persons, can have avital rolein the aleviation of poverty. It has
been estimated that liberalising the movement of natural persons, i.e., by introducing a
temporary visa system in rich countries permitting movement of labour up to three
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percent of the total labour force, would increase world incomes by nearly US$160bn
(Wintersand Walmsley, 2002). However, regarding the liberali sati on of the movement of
natural persons little progress has been achieved so far in the WTO negotiations. The
agreements so far achieved in the WTO negotiations—and in variousregional talkslike
theNorth American Free Trade Agreement (NAFTA) and the EU’ sagreementswith East
European countries—mostly concerned with relatively highly skilled workers (M cCulloch,
et. al. 2001). Infact, McCulloch, et. al (2001) arguethat when skilled personnel leavea
developing country for a developed one, typically their incomes get increased
significantly. Thiscontributesto raising the national income of the devel oping country,
but its poverty implicationisnot so clear. Since skilled workerswereinitially non-poor,
it does not entail direct contribution to poverty aleviation. But, if the higher incomes of
these skilled workers|ead to greater remittancesin the devel oping country, there could
be a positive effect. Furthermore, working abroad may facilitate individualsto acquire
greater skills and these benefits would be doubled if they eventually returned home.

Onthecontrary, liberalising the movement of low-and medium-skilled workersfrom the
developing countriesto the developed oneisafar more secure route to general income
growth and poverty aleviation in the developing countries. As because, developed
countriesare poorly endowed with low-and medium skilled people, theincomeincrease
for these peopleislikely to be proportionately larger and by moving, they also reduce
the over-supply of labour at home. Moreover, far more workers would potentially be
affected at the less skilled than at the highly skilled end of the spectrum. Thus, it is
argued that developing countries should concentrate their negotiating efforts on the
free movement of natural persons.

5. ServicesTrade: Existing Barriersand Scopeof Liberalisation
Immigration regulations and barriersrelated to visaand work permit procedures are one
of the major restrictions of services trade liberalisation, especially under Mode 4 of
services trade. In most of the cases, no distinction has been made between temporary
and permanent movement of workers and the process involves complicated, non-
transparent and costly steps through labour market regulations. Even sometimes,
temporary workers have to undergo atwo-permit entry procedure: onefor visaand the
other for work permit. The restrictions and regulations get more demanding for the
developing and LDCs due to their existing administrative barriers. Moreover, service
tradebarriersfor devel oping country suppliersare more binding than thosefor developed
country suppliersin each other’s market.

In terms of migration regulations, the developed countries are biased towards high
skilledworkersand it isrelatively easier to obtain visafor intra-company transfereesand
those associated with establishment of commercia presence. In general, movement of
low skilled workersisthe most restricted one. There are barriersin terms of Economic
Needs Test, which restricts the market driven process of free movement of natural
persons. Lack of clearly established criteria of service providers make the process
unpredictable, non-transparent and therefore create arbitrary barriersto Mode 4.

The evaluation process of quality and skills of workersin the developing countriesand
LDCsisconsiderably underscored. Domestic constraintslikelack of uniformity intraining
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and standards within the country upgraded the recognition requirements for the
developing and LDCs. To assess qualification and skills, some countries apply Mutual
Recognition Agreements (MRAS), which is mostly used for certified and licensed
professional swho aready haveinternationally established standards. Thereare different
testing procedureslike United StatesMedical Licensing Examination (USMLE) for medical
professional s and Commission on Graduates of Foreign Nursing Schools (CGFNS) for
nursing inthe developed countrieslike US prior to providing licencefor job toforeigners.

In some cases, the host country discriminates Foreign Service providers against domestic
service providersin termsof tax or some other requirements. At present, US has higher
tax requirement for foreignersfor their servicestrade. Further, the servicestrade under
Mode 1 or cross border service provision faces barrier with the application of some
‘data protection laws' in some developed countries.

The above-stated reasons act as barriers to service trade liberalisation, especialy for
the South Asian developing countries and LDCs affecting their areas of comparative
advantage. |n addition to service categorisation and classification problems, commitments
under Mode 4 aretheleast in WTO services negotiations and after theincident of 9/11,
2001, thereis not much scopefor considerable liberalisation in thisregard.

Among the current initiatives, India proposed a GATS visa that is distinct from other
visitorsasahorizontal commitment. The country also requested elimination of all forms
of economic needstest, labour market test and nationality and residency requirements.
The initial communications included greater market access provisions beyond higher
skilled categories, ensuring transparency, specia administrative provision e.g. GATS
visa, work permit etc. However, thereis much | eft to be donein terms of country specific
negotiation strategies and capacity building for negotiations to foster South Asian
services trade.

6. Review of theHong Kong Ministerial Outcomes

The issue of trade in services is often termed as the least controversial among WTO
negotiations. However, because of a sluggish progress achieved in servicestalks even
after the mandated renewed negotiations beginning from 2000, in the July Framework
memberswereurged to make* high quality of offers’, with aview to ensuring ‘ substantive
outcome’ particularly in sectors and modes of supply of export interest to developing
countries, with special attention to be given to LDCs. Members were also supposed to
‘aimto achieve’ progressively higher levels of liberalisation with no prior exclusion of
any service sector or mode of supply and to give special attention to sectors and modes
of supply of export interest to devel oping countries. Members also fixed anew date of
May 2005 to table revised offers.

Inthe Hong Kong Ministerial Declaration, Members agreed to intensify the negotiations
on services‘ with aview to expanding the sectoral and modal coverage of commitments
and improving their quality’ (paragraph 27). In this document, the service sector trade
negotiations are placed from a devel opment perspective for all the member countries.
The Declaration specifies special provisions for the developing and LDCs.
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Annex C of the Hong Kong Ministerial Declaration provides the guideline for future
negotiationswith specified objectivesto facilitate servicestrade liberalisation under the
four modes of negotiation. There are several interesting features associated with the
Hong Kong Ministerial Declaration, including:

The Hong Kong Declaration, for the first time, explicitly recognised that LDCsare
not expected to undertake new commitments in services negotiations (paragraph
26). This provision isto protect LDCs from liberalising sectors where they do not
wish to makeacommitment.

Membersa so committed to devel oping methodsfor full and effectiveimplementation
of the Modalitiesfor the Special Treatment for LDCsinthenegotiationson Tradein
Services, i.e. LDC Modalities(paragraph 25 anditem 3in Annex C). LDC Modalities
should therefore be an important instrument and the basis for their participation in
services negotiations.

Members are supposed to develop appropriate mechanisms for according special
priority to sectors and modes of supply of export interest to LDCs (item 9 (@) in
Annex C). Although thisprovisionisamerereaffirmation of what isalready provided
forinthe LDC modalities, it reflectsmembers’ commitment to resolveit before July
31, 2006. It may be noted that the concept of special priority intradein serviceshas
not been tested or operationalised. Unlike trade in goods, where under the legal
cover of enabling clause devel oped country members can provide preferential market
accessto LDCs, there has not been any such mechanismin servicestrade. TheLDC
Modalities, reaffirmed by the Hong Kong Declaration, provided the LDCs an
opportunity to work out a framework so that they receive specia preference in
market access of their services and service suppliers.

The Declaration has emphasised on assisting developing countries and LDCs to
enable them to identify sectors and modes of supply that represent development
priorities. Thefull and effectiveimplementation of the LDC Modalitiesalso callsfor
providing targeted and effective technical assistance and capacity building for LDCs.
It has been clearly stated that amongst others the targeted technical assistance
should be provided through the WTO Secretariat ‘ with aview to enabling devel oping
and LDCsto participate effectively inthetrade negotiations’ (item 10in Annex C).
Another important inclusion in the Declaration was the reference to give particular
attention to sectors and modes of supply of export interest to developing countries
(paragraph 27). The Declaration also urged members for new and improved
commitments on the categories of Contractual Services Suppliers, Independent
Professionals and Others, de-linked from commercial presence, to reflect inter alia,
removal or substantial reduction of economic needstests (item 1(d) in Annex C).
The Declaration reiteratesthe scope of appropriateflexibility for individua developing
countries as provided for in Article XI1X of the GATS. This implies a special
consideration that the LDCs can make, to take into account the individua interests
of the developing countries while designing negotiation strategies.

Members have been asked to devel op disciplines on domestic regul ation as mandated
under Article VI: 4 of the GATS before the end of the current round of negotiation
and therewas a call on membersto devel op text for adoption.

Members in the Hong Kong Ministerial agreed to pursue plurilateral approach to
request-offer negotiations in addition to the traditional bilateral approach to
negotiations. Plurilateral requests will be addressed directly from the demands to
other membersto whom these are made. The WTO Secretariat isnot systematically

3
CUTS South Asian Positions in the WTO Doha Round / 187

International



informed of such requests or their content. Exchangesin those meetings are strictly
private, unless otherwise provided for by participants. As stipulated in the Hong
Kong Ministerial Declaration, memberswill organise such meetingswith aview to
facilitating the participation of all members, taking into account the limited capacity
of developing countries and small delegations.

Additionally, commitments have been set to reduce the most-favoured nation (MFN)
exemption list and to set duration for the remaining ones. There has been a call for
setting timelines and mandates on rule-making regarding emergency saf eguard measures,
government procurement and balance of payment considerations and developing a
working definition of subsidies in services for enhancing necessary exchange of
information on multilatera basis.

7. Issues in the Services Trade Liberalisation: The South Asian
Per spectives

Given the features discussed above, the focus of the present study is on the
developmental elements in services negotiations from the perspectives of the South
Asian countries’ interest. Here some issues of specific interest are presented to fulfil
this objective.

7.1Operationalisation of ArticlelV (Special & Differential Treatment) of GATS

As has been mentioned before, there are a number of general flexibilitiesin the GATS

(OECD, 2006). Theseflexibilitiesincludethefollowings:

i) membersmay exclude an entire sector or parts of asector from their commitments;

i) members are free to define the sector as they wish —and may refer to a list
developed for the GATS negotiations, or the United Nations Central Product
Classification to which the GATS list refers, or may usetheir own definitions;

iif) membersmay al so exclude some modes of supply, or apply specia conditions to
particular modes of supply across all sectorsin their schedules;

iv) membersmay placelimitsonthe market accessthey offer provided they listthemin
their schedules;

v) membersmay discriminate against foreign providersin favour of nationals provided
that they list any such measures in their schedules;

vi) membersmay discriminate among foreign suppliersif they haveaMFN exemption
for the relevant service or are party to aregiona trade agreement notified under
ArticleV;

vii) members may commit to providing less access than they currently providein their
market; and

viii) membersmay commit to liberalising at achosen future date, rather thanimmediately.

ArticlelV of GATS stressesthat in order to increase the participation of the devel oping
countries in world services trade there is a need to: (i) strengthen domestic services
capacity of these countries and its efficiency and competitiveness, inter alia through
access to technology on a commercia basis; (ii) improve these countries’ access to
distribution channels and information networks; and (iii) liberalise market access in
sectors and modes of supply of export interest to them. Such calls were re-emphasised
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in the Doha Development Round as well as in the July framework. In the Hong Kong
Ministerial, it was again highlighted to give particul ar attention to sectors and modes of
supply of export interest to devel oping countries.

Itis, however, important to note that alarge number of developing countries have been
facing difficultiesinidentifying the sectors of their specificinterestsin the negotiations
and the constraints to the expansion of their exports. Also, registering any meaningful
liberalisation commitments in the negotiations has achieved little progress. Thereisa
serious concern about the devel oping countries’ lack of capacity to evaluatethe requests
received from other member countries and the development of their own requests and
offers. With respect to formulating their own requests and offer the devel oping countries
face the major challenge to determine their national policy objectives and the
competitiveness of each sector or sub-sector. In case of the liberalisation of Mode 4
services, in the categories and skill levels of interest to devel oping countries, no real
progress has been achieved so far. Even, no progress has been achieved so far with
respect to streamlining or increasing the efficiency of processing mechanismsfor visa
and work permits.

7.2LDC Modalities

Thereareanumber of reasonswhy L DCs should receive special priority inthe services

tradeliberalisation. These are asfollows (South Centre, 2006):

e For LDCs, servicescontinueto play akey rolein the eradication of poverty because
of their social, cultural, and welfare-enhancing functions.

e Theservicessector playsacrucia rolein human development in theform of essential
services.

e The pre-requisites for a strong services sector such as basic infrastructure,
telecommunications, banking and financial services, entrepreneurial, and technical
skills, administrative and institutional capacities, are still under-developed in most
of LDCs.

e Expecting LDCsto competein international tradein serviceson MFN basis (equal
footing) withtherest of the WTO Membership, as provided for inthe GATS, excludes
them from the benefits that this trade presents.

LDCsremain net-importersof services.

L DCshave comparative advantagesin provision of servicesthrough the movement
of their natural servicessuppliers(Mode4) inall skill levels. Typically, these services
suppliers send remittancesto their countries of origin. For LDCs, remittances have
proved to be amajor, and relatively stable, source of capital inflows.

e Specid priority market accessfor LDCsisacritical first stepinensuring their beneficia
participation in the international services economy.

One of the most important devel opmentsat Hong Kong Ministerial wasthedecision to
pursue full and effective implementation of the modalitiesfor the special treatment for
LDCsintradein services. It means devel oping methods for effectiveimplementation of
the LDC Modalities, including assisting LDCs to enable them to identify sectors and
modes of supply that represent development priorities. The Hong Kong Declaration set
out specific timeline for developing appropriate mechanisms regarding this, but there
has not been any attempt made yet to meet the deadline of July 31, 2006.
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In Annex C: 9 (a) of the Hong Kong Ministerial Declaration, it hasbeen clearly written
that members ‘shall’ develop mechanisms for according ‘ specia priority’ to ‘sectors
and modes of supply of interest to LDCs'. And as of 11(€), there has been set abinding
timeline of July 31, 2006 for membersto complete the requirements. Providing effective
access of LDCs' services and services suppliers in the developed country markets,
strengthening their domestic services capacity, efficiency and competitivenessthrough
access to services technology on a commercial basis, providing information on
‘registration, recognition and obtaining of professional qualifications' —all these were
committed inthe GATSarticleV and followed up in LDC Modalitiesand Hong Kong
Ministerial Declarationsfor implementation purposes.

In comparison to the goods market provisions for Specia and Differential Treatment
(S&DT) for LDCs, thereis no such arrangement made under GAT S negotiations asthe
achievements and documentations regarding the services trade focus on the devel oped
countries having developing countries under special considerations, and LDCs
exempted. According to the GATS document, the rules and commitments made will be
applicablefor all the membersasawhole onan MFN basis. Theimplementation of LDC
Modalities with S& DT provisions like goods market was one of the commitments of
Hong Kong Declaration. Box 1 summarisesthe mandatesfor according especial priority
for theLDCs.

Box 3.1: Summary of Mandatesfor According Special Priority

GATSArticlelV:3 provides specia priority for LDCs
Paragraph 6, LDC M odalities requires Members to provide effective market
access

e Paragraph 7, LDC Modalities requires Members to develop appropriate
mechanismswith aview to achieving full implementation of GATS ArticlelV:3

e Paragraph47,HongKongMinigerial Declaration calson Memberstoimplement
the LDC Modalities and give priority to sectors and modes of interest to LDCs

e Paragraph 3, Annex C, Hong Kong Declaration calls for full and effective
implementation of theLDC Modalities

e Paragraph 9(a), Annex C Hong K ong Declar ation requiresMembersto devel op
appropriate mechanisms for according special priority in sectors and modes of
interest in accordancewith Article |V:3 and paragraph 7 of the LDC modalities

e Paragraph 9 (b), Annex C, Hong Kong Declaration calls for undertaking
commitmentsin sectorsand modes of supply of interest to beidentified by LDCs

e Paragraph 11 (e), Annex C, Hong Kong Declaration provides a deadline for
implementation of 9(a) of 31 July 2006

Source: South Centre (2006)

In March 2006, the LDC Group submitted aproposal to the Council of Tradein Services
(CTS) in special session 13, aimed at creating amechanism to accord special priority to
market access in sectors and modes of LDC export interest. The proposal contended
that there were no provisions under existing rules that would allow countriesto accord
‘special priority’ to LDCswithout having to extendit to all Membersin order to comply
withtheWTO'score MFN treatment obligation prohibiting discrimination among trading
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partners. It argued that the Hong K ong mandateinstructs Membersto makethispossible.
Tothisend, it proposed the creation of a new mechanism which would allow Members
to provide“ non-reciprocal specid priority... only to LDCs,” inareas of export interest to
them. LDCs are particularly keen for instance on obtaining specific commitments
providing Mode 4 quotasin favour of LDCs (South Centre, 2006).

The LDC proposal generated mixed reactions. Various concerns were raised, i.e. the
legal form that such amechanism would take, whether an amendment of the GATSwas
necessary, or the proposal had to be binding, inconsistency with the MFN principle;
what special priority meansin practice; whether bilateral approaches cannot solve the
problem; and whether reporting to the CTS on unilateral processes would not suffice.
Some devel oping countries were supportive of the LDC proposal, notably the African
group. However, some otherswerewary of theintroduction of preferencesin the context
of the GATS, arguing that thiswould divert their markets. On the basis of these questions,
LDCs made responses at various sessions of the CTS. In the meeting, however, it
became clear that devel oped countrieswould not support the proposal. They would not
support a permanent legal exception to the MFN principle of the GATS. They argued
that MFN issacrosanct and as such, cannot be contravened (ICTSD, 2006a). Devel oped
countries also argued that implementation of the proposal would be burdensome, asiit
would require atwo-track regulatory regimefor its administration. The Quad, headed by
the European Communities, presented acounter proposal by way of room document. In
essence, it was proposed that each member would submit areport indicating how their
offers take LDC interests into account, and these reports would then be circulated to
LDCsfor comment, and a dedicated session of the CTS-SS would collectively assess
them (South Centre, 2006).

Considering sectors and/or modes of supply of specia interest of LDCs, there is a
growing importance of temporary movement of natural persons under Mode 4. The
growth of the services exports of LDCs on the whole, and of the South Asian LDCsin
particular, is concentrated in this areawith alarge pool of low and semi-skilled labour
force. Workers remittance is a significant portion of GDP of these countries and its
upward trend helps reducing their dependence on foreign aid. However, this area of
services trade is the most restrictive one having horizontal commitments rather than
sector specific and amost in al cases exhibit the ‘unbound’ notein the negotiation list.
Aswith the progress madein Hong Kong Ministerial Declaration, there was ahopefor
some negotiations towards Maode 4 liberalisation, but still there is no development in
implementation procedureswhilethetimeline set isamost reached.

There is not much difference in terms of commitments made by the developed and
developing countries so far regarding modes of supply. However, most of the developing
countries havetheir commitmentsin the Modes 1 and 3, while alesser extent for Mode
2. Further, there arise distinctionsin terms of the number of commitments made by the
Uruguay Round Members and the Members joined afterwards: it has been observed
that new Members undertook broader commitments.

Onthewhoale, the LDC policy stance should focus on negotiationsrelating to the  non-
reciprocal’ Mode 4 liberalisation, separation of temporary from permanent movements
of natural persons, and to go for plurilateral negotiations with the devel oping countries
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to place the request for multiple entry GATS visa. Further, there should be requests for
provisionsto bring uniformity in definition of service personnel and toincrease coverage.

7.3Market AccessProblems

It has been explored in many studiesthat of the four modes of supply, the Mode 4 isthe
most important onefor the devel oping countriesand the LDCs. However, market access
under Mode 4 isthe most limited and till there has not been much progress achieved.
In principle, there have been placed anumber of proposalsrelating to the liberalisation
of labour market, albeit the basic causes of limitation includesthe administrative barriers
relating to immigration policies, quotaon visas, mutual recognition of qualifications of
theworkers. Besides, barrierslike economic needs tests or the local needs test also put
constraints against the movement of labour in the developing countries and LDCs.
Developing countries like India have their growing interest in negotiations regarding
services trade under Mode 3 incorporating movement of professionals.

It is noteworthy that unlike the goods market, where increased market accessis used to
mean increased tariff cut, market accessin the services sector is much complicated and
requires specia consideration. Therefore, the progressin terms of negotiation process,
rather than specified ‘ substances’ cannot be underscored.

The Service Provider Visa(SPV) proposal placed for greater market accessincorporates
short term company visits, short term visitsto fulfil contracts either as part of juridical
entities or independently, and does not cover employment based movement. Further,
the emphasis of negotiation inthe high skilled and at least minimally qualified persons
neglects many of LDC's and developing countries’ comparative advantage. To foster
the negotiation under Mode 4 market access, it is the only way not to lower the skill
category to make any progress. Therefore, developing countries and LDCs should
prepare for submitting proposals highlighting the sectors of their interest for
consideration of the negotiators focusing on issues like inclusion of the less skilled
through contractual service suppliersunder anew sub-category, addressing definitional
and classification issues, non-uniform enforcement issuesregarding SPV and to develop
arevised model schedule to incorporate lower skill categories of service providers. At
the sametime, devel oping countries and L DCs should take into consideration the need
for (and costs of) commitments to liberalise their own markets in response to their
requests to other countries. The LDCs may seek for the special provisions under LDC
Modalities, intermsof ‘ non-reciprocal treatment’.

7.4 Technical Assistance

In the Hong Kong Declaration and in GATS Agreement, special emphasis has been
given on thetargeted technical assistance with aview to enabling devel oping countries
and LDCs to participate effectively in the negotiations. The full and effective
implementation of the LDC Modalities also calls for providing targeted and effective
technical assistance and capacity building for LDCs. It has been clearly stated that
amongst others the targeted technical assistance should be provided through the WTO
secretariat. However, thereisno such initiative from the devel oped country membersto
consider the special priority sectorsin relation to needs of the LDCs and the devel oping
countries. A more careful reading reveals that the development initiatives relating to
market access are either objectives for commitments or, procedural under the request-
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offer approach. Thereisalack of developing country and LDC initiativesto prepare a
negotiable ground and it is quite reasonable that without proper technical assistance
many of the developing countries and LDCs will not be able to come out identifying
areas most important for negotiation for them within such ashort timeframe. Inthe case
of evauating or formulating requests and offers, thereisaneed to ook into the kind of
capacity available in the ministry and the technical assistance needed.

It isrecognised from the outcome of negotiations on tel ecommuni cationsthat technical
assistance benefits countries to come up with specific negotiation schedules. For the
developing countries, and especially the LDCs, there lies much importance of the
proposed direct technical assistance programme for negotiations by five
intergovernmental agenciesincorporating WTO Secretariat itself, UNCTAD, International
Trade Centre (ITC), the World Bank and I nternational Telecommunication Union (ITU).

The complicationsrelating servicestrade negotiations call for developing countriesand
LDCs to know ways to deal with intricate matters associated with specific details of
variousprovisions. Itisalsoimportant for policy makersto be ableto assessthe potential
implicationsarising out of certain provisions. Furthermore, taking effective participation
in services trade may require enacting the necessary domestic regulationsin place. All
these will require technical assistance to LDCs and developing countries, and their
effective utilisation.

7.5 Domestic Regulations

Domestic regulation has itsimportance in protecting national policy objectiveswith a
reservation of not to be applied as ameans for undue trade restrictions. Regulation can
protect consumers through ensuring quality and appropriateness of services in the
midst of a wide range of providers under progressive services trade liberalisation.
Regulatory measures can be applied to limit anti-competitive practices that may arise
from market penetration by dominant foreign firms. There is arising concern about
repatriation of profits, which may result in serious balance of payments crisisfor many
LDCsand developing countries. Therefore, these governments can regul ate this capital
outflow by imposing restrictions, likeinvesting inthelocal securitiesmarket, asameasure
against potential balance of payments shocks. The measures of domestic regulation
should aim at ensuring a healthy environment for capital inflowsin terms of attracting
FDI and aso offer a friendly mechanism incorporating domestic and foreign services
providers.

Article V1.4 of GATS s related to Domestic Regulation, which highlights the right of
Membersto regulate and tointroduce new regulations, governing the supply of services
withintheir territoriesin order to meet national policy objectives. Alsointhe preamble of
GATS, given the existing asymmetries with respect to the degree of development of
services regulations in different countries, the particular need of developing countries
to exercisethisright hasbeen recognised. Paragraph 7 of the DohaMinisterial Declaration
reaffirms the right to regulate and introduce new regulations governing the supply of
services. In Hong Kong Ministerial, Members have been asked to develop disciplines
on domestic regulation as mandated under Article VI: 4 of the GATS before the end of
the current round of negotiation in December 2006 and therewas acall on Membersto
develop text for adoption. However, in presence of confusions among the developing
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countries (let alonethe L DCs) about the appropriateness of development friendly, or set
back strategies, and the need for capacity building in thislineto come up with asuitable
policy framework, thetimelinethat was set was unrealistic.

In June 2006, developed and developing countries submitted what a WTO official
characterised as a ‘ critical mass' of formal and informal proposals on a broad set of
issuesrelating to thedisciplines (ICTSD, 2006a). All the submissions stressed the need
to strike abal ance between respecting Members' right to regulate and curbing regulatory
measures that could potentially undermine market access. One areawhere thistension
is particularly evident isin the sensitive debate over the so-called ‘ necessity test’ for
regulatory measures. Whilethe GATS mandate stipul atesthat qualification and licensing
requirements should not be “ more burdensome than necessary to ensure the quality of
aservice’, some Members are concerned that such atest may constrain their ability to
introduce regulations, which seek to implement national policy objectivesthat go beyond
simply ensuring the quality of aservice.

Many LDCs as well as developing countries lack established and well functioning
regulatory and ingtitutional frameworks. Asfor policy stance, thereliescommon position
for the developing countries and the LDCs as to place the need for adequate time to
come up with appropriate domestic regul ation policies considering the specific economic
requirements and at the sametimeto ensure necessary technical assistance for capacity
building in this line. There should also be considerations regarding ensuring adequate
regulatory flexibility for LDCs as well as developing countries and possible future
disciplines to promote developing countries' and LDCs' export capacities and
opportunities.

The provisionsfor domestic regulation in GATS article VI: 4 apply horizontally for all
sectors. Sector specific priorities, e.g. telecommunications, are the potential ones for
future consideration. Additionally, the provisions under article VI: 1, 2 or 3 generate
some overlapping with market access and national treatment articles, and therefore may
result in disciplines creating legal uncertainty. The quantitative maximum set to limit
market access and the qualitative minimum under domestic regul ation provisions should
be distinguished clearly to avoid such confusions.

According to GATS document (Article X1X), the devel oping countries are all owed with
appropriate flexibility in an individual country basis for negotiation. Thisimplies that
the LDCs should consider the country specific interests of the developing countries to
take proper policy stance. Finaly, disciplinesin WTO Members' domestic regulation
should facilitate Mode 4 commitments, ensuring that technical standardsand licensing
procedureswere not unnecessarily burdensome, and establishing effective mechanisms
to recogniseforeign qualifications.

7.6 Plurilateral Negotiations

MembersintheHong Kong Ministerial agreed to pursueplurilateral approach to request-
offer negotiations in addition to the traditional bilateral approach to negotiations.
Plurilateral requestswill be addressed directly from the demandeursto other membersto
whom these are made. Under the plurilateral negotiations, any Member or group of
Members may present requests or collective requests to other Membersin any specific
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sector or mode of supply, identifying their objectivesfor the negotiationsin that sector
or mode of supply. Moreover, plurilateral negotiations should be organised with aview
to facilitating the participation of all Members, taking into account the limited capacity
of Developing Countries and smaller delegations to participate in such negotiations.

After the Hong Kong Ministerial, plurilateral meetingstook place during March-April
2006 to discuss and negotiate the requests. Available information suggests that 22
collective requests were placed and discussed between demandeurs and ‘ demandees’,
i.e. the countriesreceiving the requests. Of these, 16 were sector specific, 3wererelated
to modes of supply (including Mode 4), and the final three were concerned about the
elimination or reduction of existing exemptionsfrom MFN treatment (ICTSD, 2006a).
Amongst the devel oped countries, Japan participated in 13 requests, while EU and US
joined in 12. Hong Kong, from the devel oping world, showed the strongest offensive
interest in servicestrade participating in 11 requestsfollowed by Mexico (10), Singapore
(9), and Chile (8). In computer and related services, and in those on Mode 4 and cross
border services through Modes 1 and 2, India participated in the plurilateral requests.
Indiareceived 15 requestsin opening up the key sectorslike, financial services, telecom,
energy, legal, maritime, retail, education, environment and construction. In the plurilateral
meetingstheplurilateral requestson Mode4 involved the highest number of 15 developing
countries, and none of the LDCsreceived any plurilateral requests, which is consistent
withtheHong Kong Declaration that they are not expected to undertake new commitments.

At Hong Kong, the text on services (Annex C) was vigorously opposed by many civil
society groups. Doubts and scepticisms were expressed particularly about the new
plurilateral approach of negotiations. It isbeing feared that this new approach will erode
the existing flexibilities under GATS and eventually lead to binding commitments by
developing countries. Another concern was related to opening up of essential services
such as water, energy, €etc.

Given that LDCs are not expected to undertake new commitments, potentially making
their request unattractive to demandees, there lies a scope for the LDCs whether they
can join with other developing countries in making plurilateral request. LDCs should
take into account the individual interests of the countries in this respect, and should
serioudly consider the provision of the Hong K ong Declaration that devel oping countries
have‘individual’ flexibilities, besidesflexibilities enjoyed asagroup, in negotiations.

7.7 Benchmarking of Commitments’

In the post Hong Kong situation, oneimportant issue is whether demanduerswill have
to undertake the samelevel of liberalisation commitments asthey arerequesting. While
the services negotiation modalities as agreed in Hong Kong do recognise the need for
the appropriate flexibility for individual developing countries (asintheoriginal GATS
text), it needs to be assessed how the balance is struck between developed and
developing countries with special reference to the South Asian developing countries.

Given the slow progress in GATS negotiations, EU proposed benchmarking of
commitmentssimilar to the formulaapproach for merchandisetradeliberalisation. The
proposal includes provision for differentiated level s of commitmentsfor the devel oped,
developing and LDCs, where the former have to undertake greater liberalisation
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commitments. There should be benchmarks set for reducing the number of horizontal
commitments, economic needs test, percentage of foreign equity participation etc.
However, these provisionsmay go against GAT S principlesthat allow for sector specific
and country specificflexibilities.

7.8 Developingvs. L east Developed Countriesin South Asia

To what extent South Asian LDCs (Bangladesh, Maldives and Nepal) can collaborate
with their regional developing counterparts, namely India and Pakistan is an emerging
concern. Given that India has witnessed rapid growth in Modes 1 and 2, and given that
the prospect of liberalisation of Mode 4 is bleak, a shift in the emphasis in favour of
Modes 1 and 2 can greatly jeopardise the negotiating position of South Asian LDCs.

Likeother LDCs, South Asian LDCsarereluctant in undertaking negotiation initiatives
and are mere observersin the request-offer approach. Even with the enhanced possibility
of negotiations on a plurilateral basis, there has not been any attempt to consider
plurilateral negotiations with India. With the current position of India, any type of
progressin servicestradeliberaisationwill beitsspecial interest and given the‘individua’
flexibility of the developing countries. This may enhance Indian growth, but virtually
may have no impact on the economies of the South Asian LDCs. Given the situations,
South Asian LDCsshould try to consider Indian interest and to processjoint negotiation
schemesif possible.

8. Concluding Remarks

The need for agreater cooperation within South Asiaon Mode4 isreasonably justified.
There is also a need to come out with a common South Asian negotiating agenda on
rules on services liberalisations. The South Asian countries should conduct studies on
the problemsand prospects of servicestradeliberalisation, including the possibilities of
greater cooperation among themselvesin thisregard. Special emphasisshould be given
to submitting request lists and developing country specific strategies and action plans
for the movement of natural persons under Mode 4. Also, the supply-side constraints
and bottlenecks should be addressed properly with aview to develop the request lists
and the schedules of commitments on other prioritised sectors of trade in services.
South Asian countries should ask for technical and financia assistance in this regard.
However, targeted technical assistance should be provided through, inter alia, the
WTO Secretariat, with aview to enable devel oping countries' and LDCsto participate
effectively in the negotiations. There is al'so a need to tag Aid for Trade (A4T) with
Services. Such assistance should be provided on, inter alia, compiling and analysing
statistical dataon tradein services, ng interestsin and gainsfrom servicestrade,
building regulatory capacity, particularly on those services sectorswhere liberalisation
is being undertaken by the LDCs and the developing countries. GATS transparency
rules, which ssimply require publication or public availability of measures, are not adequate
to meet procedural problems.
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1.Introduction

The devel opment challengesfor least devel oped countries (LDCs) havebeento dleviate
poverty and reduce incomeinequality. The prescribed policy at the domestic facadeis
pro-poor broad based development programmes and at the external front is the
establishment of multilateral trading system that addresses their development needs.
LDCs efforts, in searching for ‘ development dimension’, withinthe multilateral trading
system, dates back to 1960s, when trade rules of GATT incorporated provisions to
facilitate the growth and development of LDCs and other developing countries, by
providing special rightsto protect and increase accessto export markets (Walley 1999).
The provisions of the so-called special and differential treatment (S& DT) were further
broadened and expanded in the agreements, declarations and arrangements of the WTO,
albeit of the best endeavour nature. Notable examples of tailored-agreements for
developing countriesincludethe1994 Decision on Measuresin Favour of LDCsand the
Decision on Measures Concerning the Possible Negative Effects of the Reform Programme
on Least Developed and Net Food Importing Devel oping Countries.

The Uruguay Round alsoincluded the requirement to phase out trade-restrictive measures
against key products of export interest to many developing countries. In addition to
LDCs' specific agreements, many WTO agreementsinclude provisionsfor S& DT and
tariff reductions, pursuant to the implementation of the Uruguay Round commitments
that favour LDCsmarket access. Walley, analysing the provisionsof S& DT inthe WTO
agreements, succinctly concludesthat a‘ veritable smorgasbord of special and differential
measure were sprinkled throughout the Uruguay Round decisions’ (Walley 1999). Such
provisionswerenot hel pful in expanding LDCS' exportsand deepening their integration
into theworld markets and, thus, LDCsand other devel oping countrieswere questioning
the enforceability of S& DT provisions. Hence, the utility and val ue of these provisions
and asking for concrete and enforceable provisions that could contribute to their
development process.

With the objective of converting rhetoric of S&DT into reality, LDCs put forward the
proposal of duty-free and quota-free market access for their exportsin the first WTO
Ministerid Meetingin 1996, heldin Singapore. The 1996 Singapore Ministeria Declaration
re-launched the idea of special trade preferences for LDCs, by agreeing to a plan of
actioninfavour of LDCs, including provisionsfor taking positive measures, for example,
duty-free access on an autonomous basis, aimed at improving the overall capacity to
respond to the opportunities offered by the trading system (UNCTAD 2001). During the
preparation for the third WTO Ministerial Conferencein Seattlein 1999, the European
Union (EU) made a proposal to enter into a commitment to ensure duty free market
accessfor essentially all productsexported by LDCs. Inthe same proposal, the EU also
requested most advanced devel oping countries to contribute as well.

It took about a decade for WTO Members to address the demand of LDCs, with less
than 0.6 percent collective sharein world exports, of duty-free and quota-free (DFQF)
market access. The Ministers agreed to provide DFQF market accessin December 2005
in the Hong Kong Ministerial Conference. The Ministerial Declaration text states:
*...building upon the commitment in the DohaMinisterial Declaration, devel oped-country
Members, and devel oping-country Members declaring themselves in a position to do
S0, agree to implement DFQF market access for products originating from LDCs, as
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provided for in Annex F to thisdocument’ (WTO 2005 para47). Therelevant section of
Annex F provides ‘We agree that devel oped-country Members shall, and devel oping-
country Members declaring themselves in a position to do so should: (i) provide duty-
freeand quota-free market access, on alasting basis, for all productsoriginating fromall
LDCs, by 2008, or no later than the start of theimplementation period, in amanner that
ensures stability, security and predictability; (ii) Membersfacing difficultiesat thistime
to provide market access, as set out above, shall provide duty-free and quota-free
market accessfor at least 97 percent of the products originating from LDCs, defined at
thetariff linelevel, by 2008, or no later than the start of the implementation period... In
addition, these Members shall take stepsto progressively achieve compliance with the
obligations set out above, taking into account theimpact on other devel oping countries
at similar levels of development, and, as appropriate, by incrementally building on the
initial list of covered products; and (iii) devel oping-country Members shall be permitted
to phasein their commitmentsand shall enjoy appropriateflexibility in coverage’ (WTO
2005, Annex F).

Giventhefact that Quad countries’ market (Canada, EU, Japan and US) constitutes 57.2
percent of total LDCs exports (WTO 2006) and the weighted average tariffs faced by
LDCsinthe Quad marketsare 20 percent, the Hong Kong Ministeria Declaration, at the
first glance seems impressive to address the devel opment needs of LDCs. In fact, the
Declaration is loaded with conditions and loopholes. Given the export concentration
and high dependency of most of the LDCs in few products, the flexibility provided to
developed countriesto excludethree percent of tariff linesunder DFQF initiatives, there
might not be any additional and effective market accessfor LDCs. Interestingly, itisan
LDC-specific provision, but it talks about the export interest of other developing
countries, rather than that of LDCs. Furthermore, it not only diluted the decision during
DohaMinisterial conference, but also opened thedoor to rollback the existing preferences
received by some of the LDCs. Although the Declaration obliges Membersto take steps
to progressively achieve the obligation of providing DFQF market access to LDCs,
because of the lack of clarity on the term ‘progressively’ and the missing deadline for
achieving full obligation, the value of the proposal has become dubious. Regarding
DFQF market access in devel oping countries, the decision urges them to provide such
preferences on voluntary basis, without any legal effect.

Against these backgrounds, the objective of this paper is to analyse the value and
utility of the proposal of DFQF access agreed in the Hong Kong Ministerial meeting,
from the perspectives of South Asian LDCs, in particular Bangladesh and Nepal, and
recommend the negotiating position for these countries in the process of defining
modalitiesof theinitiative.

This paper is structured in five sections. While Section | outlines the overview of the
DFQF in the context of GATT/WTO, Section Il analyses the export structures and
directions. Section |1l assesses the market access conditions in developed and
developing countries, including discussion on the system of non-reciprocal preferences
enjoyed by South Asian countries. Section IV highlights the trade structure of South
Asian developing countries, so as to assess the implications of DFQF market access
preferences to these countries. Section V presents the conclusion with the
recommendations.
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2. Export Performance

The prerequisitefor the desired benefits of any non-reciprocal trade preference scheme
isthat the preference-receiving country must have exportable surplus, on the one hand,
and such scheme should cover the products that are exported, or potentially exported,
to the preference-granting country, on the other. It also requiresthat the Rules of Origin
(RoO) match the existing levels of manufacturing activity in the preference-receiving
countries and there is no unnecessary administrative hassle in the preference-granting
countries. This section briefly presents the exports performance, exports composition,
direction of exports and identifies potentially exportable products, using Revealed
Comparative Advantage (RCA) Index of Bangladesh and India.

2.1 Product and Market Profiles

Theeconomic reform policies, particularly focusing on trade regimewere adopted in the
mid-1980s by both Bangladesh and Nepal, with the expectation that removal or reduction
of tariffsand non-tariff barriers (NTBS) or reduction in transaction costs, dueto procedural
simplification, would improve all ocative efficiency and international competitiveness,
which would increase exports and change export composition. Theincreasing degree of
openness in trade policy is evident from the increasing trade/ GDP ratios (Table 4.1).
Table4.1 also showsthat theliberal trade policies had paid off in the export performance.
The exports recorded satisfactory growth and increased the share in world trade for
both countries, except in 2004. The exportsdeclined for Nepal during the period 2000-04,
mainly due to domestic insurgency and its impact on the production process.

Table 4.1: Export Performance

Country | Trade /GDP Ratio Export Growth Rates Share in World Exports
(in percent) (average annual (in percent)
percentage)
1990 | 2000 | 2004 | 1980-90(1990-00| 2000-04| 1990 |2000 2004
Bangladesh | 17.6 |31.5 | 35.7 | 7.8 15.7 7.4 0.0478(0.0994 | 0933
Nepal 24.7 |43.2 |39.2 |8.1 10.7 -0.2 0.0058{0.0125 | 0.0084

Source: UNCTAD, Handbook of Satistics (various issues) and World Bank,
World Development Indicators (various issues).

Table 4.2: Commodity Composition of Exports (in percent)

Country Share of Primary Products Share of Manufactured Goods
1990 2000 2003 1990 2000 2003

Bangladesh 22.5 8.9 7.7 775 91.1 92.3

Nepal 16.7 33.3 6.0 83.3 66.7 74.0

Source: UNCTAD, Handbook of Satistics (various issues).

Bangladesh experienced a significant change in the sectoral composition of exports
during the period 1990 to 2004; the dominant primary products have been replaced by
manufacturing sector. The share of manufactured goods in the export basket increased
from 77 percent in 1990 to 92 percent. However, the share of manufacturing sector has
declined in the recent past (Table 4.2). Both the countries are not successful in
diversifying their export structures, as carpet and readymade garments constitute more
than 40 percent of total exportsin Nepal and the share of textilesand readymade garments
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ismorethan 80 percent in thetotal exportsof Bangladesh. Theexport concentration indices
show that the commaodity concentration of Bangladesh has increased over the period, but
Nepal haswitnessed someimprovement in diversifying the export base (Table 4.3).

Table 4.3: Export Diversification Index
Country|1993 2003
No. of Diversi- | Concen-| No. of Diversi- | Concen-

Commodities| -fication | -tration | Commodities| -fication | -tration

Exported Index* Index* | Exported Index* Index*
Bangladesh63 0.518 0.276 104 0.695 0.309
Nepal 35 0.470 0.551 96 0.475 0.160

*The Diversification Index, which ranges from 0 to 1, reveals the extent of the differences
between the structure of the country’s trade and world average. An index value closer to 1
indicates a bigger difference from the world average.

**Concentration Index measures the degree of market concentration and ranges from 0 to 1
(maximum concentration).

Source: UNCTAD 2005.

It is not only the product concentration that both south Asian countries, Bangladesh
and Nepal, are facing in their exports, but also the market concentration. About 80
percent of the exports of Bangladesh are destined to developed countries and the

Table 4.4: Direction of Bangladesh’s Exports

Year | Developed Countries CIS Developing Countries
Total | European | Other us Japan| Others | and Total |[America| Africa | Asia
Union European | and Eastern
Countries | Canada Europe
1990 | 75.2 [35.4 1.9 32.2 3.9 1.9 4.6 19.7 (0.5 4.1 16.1
1995 | 83.3 [44.8 0.6 34.0 3.3 0.6 1.0 15.4 (0.7 2.3 12.4
2000 | 75.9 |40.2 0.6 33.6 1.2 0.3 0.3 9.2 |04 0.7 8.0
2004 | 78.3 |50.0 0.4 26.5 1.0 0.2 0.1 8.7 |04 0.9 7.4

Source: UNCTAD 2005.

Table 4.5: Direction of Nepal’s Exports

Year | Developed Countries CIS Developing Countries
Total | European| Other us Japan| Others | and Total| America| Africa| Asia
Union European | and Eastern
Countries | Canada Europe
1990 | 85.0 |60.0 6.2 24.0 0.8 0.1 0.0 15.0(0.1 0.1 14.8
1995 | 89.2 |53.3 35 316 0.5 0.3 0.1 10.7 (0.5 0.1 10.2
2000 | 62.0 [22.5 1.7 33.6 3.8 0.4 0.0 36.6(0.1 0.0 36.5
2004 | 43.0 [17.5 0.8 23.4 1.0 0.3 0.0 54.0(0.0 0.0 54.0

Source: UNCTAD 2005.
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magnitude of market concentration has not changed over the period. Among the
developed countries, EU and US are the major markets for Bangladesh. However, the
dependency of Nepal on developed countries’ markets has decreased from 85 percentin
1990 to 43 percent in 2004. Moreover, developed countries’ markets are replaced by
India, implying no significant change in market concentration. As in the case of
Bangladesh, EU and US arethe major markets among the devel oped countriesfor Nepal
(Tables4.4and 4.5).

The combined effects of market and commodity concentrationsimply that Bangladesh
and Nepal are exporting few productsin few markets. Bangladesh has exported under
98, 239, 265 and 452 tariff lines, at 6-digit HSlevel, to Australia, Canada, Japan and the
US, respectively, in 2003. In terms of the percentage of tariff lines, three percent tariff
lines congtitute almost 100 percent in all marketsand 0.5 percent tariff lines, at 6-digit HS
level, comprise of more than 70 percent in Canada, Japan and the US marketsand it is
morethan 90 percent in Australia. With regard to the trade with EU members, the export
structure of Bangladesh is also concentrated in a few products. Table 4.6 shows that
three percent of the tariff lines cover 100 percent of the exports to six countries, more
than 99 percent in seven countries and more than 98 percent in one country. Infact, 0.5
percent of thetariff lines contain more than four-fifths of the exports of Bangladeshin all
EU member countries.

Table 4.6: Distribution of Bangladesh’'s Exports to Developed
Country Markets at HS 6-digit Level, 2003

Products|Australia| Canada | Japan | Unit Member Countries of the European Union
Covered ed Austria | Belgium | Denmark| Finland | France
States
3% 100.00 |99.51 |99.16 | 98.88 |100.00 | 99.80 |100.00 |100.00 |99.45
1% 98.55 89.76 |90.49 | 87.80 |97.13 | 95.69 |98.15 100.00 | 94.48
0.5% 95.14 77.47 |79.80 | 72.17 |87.22 | 90.35 |93.52 97.52 |88.37
0.2% |89.52 52.22 |58.36 | 46.57 |67.28 | 74.57 |82.21 88.56 |73.65
0.1% |86.21 36.64 |43.17 | 30.29 |52.54 |61.13 |63.69 74.90 |56.26
No of |98 239 265 452 93 209 125 49 286
tariff
lines

The commodity composition of bilateral trade of Nepal with the developed country
partner is more concentrated than that of Bangladesh. The product composition of
exports shows that Nepal exportsin all the countries of observation except Japan, US,
France, Italy and UK under lessthan 100 tariff heading at 6-digit HS level. In terms of
tariff lines, three percent of thetariff linesinclude 100 percent of the exportsin Australia
and Canadaand it ismorethan 99 percent in Japan and US. Just 0.5 percent of the tariff
lines comprises of more than 90 percent in Australia and Canada and more than 80
percent in Japan and US. The hilateral export trade flows with the members of the
European Community showsthat three percent of thetariff linesinclude 100 percent of
the exports of Nepal. It also showsthat 0.5 percent of thetariff lines contain 100 percent
exportsin five EU membersand for therest of the countriesthe shareis morethan four-
fifthsof bilateral trade (Table4.7).
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Table 4.6 (Contd...)

Products Member Countries of the European Union

Product [Member Countries of the European Union
Covered|Germ | Greece| Ireland |Italy | Nether|Portu | Spain | Sweden | United

any lands | gal kingdom
3% 99.45 [ 100.00 | 100.00 (99.71|99.72 |100.00| 99.88 |99.80 98.87
1% 94.82 |99.60 |97.81 94.61|94.82 |100.00| 95.60 |94.73 92.56
0.5% 87.79 |91.35 |91.22 87.40|87.32 [96.91 | 88.70 |86.59 83.75
0.2% 70.95 | 74.82 | 78.00 [71.72]69.23 |81.24 | 72.22 {68.70 66.93
0.1% 50.26 |60.09 |61.83 |53.26(48.55 |67.41 | 52.36 |51.67 50.66
No of 310 64 96 239 |236 49 185 192 390
tariff
lines
Source: WITS.

Table 4.7: Distribution of Nepal’s Exports to Developed Country Markets
at HS 6-digit Level, 2003
Products|Aust- Cana | Japan| Unit- | Member Countries of the European Union
covered |ralia | -da ed Aust- | Belgi- | Denm-| Finland|France
States | -ria -um -ark

3% 100.00 | 100.00] 99.91 | 99.28 | 100.00| 100.00 | 100.00| 100.00 |100.00
1% 99.80 | 98.53 | 92.78 [92.32 |100.00| 100.00 | 100.00| 100.00 |96.05
0.5% 94.23 | 92.51 | 84.12 {81.28 |99.31 | 99.84 | 96.64 | 100.00 |84.41
0.2% 81.99 | 76.67 | 67.91 [59.58 |97.01 | 97.19 | 74.90 | 98.29 |59.53
0.1% 73.23 | 69.96 | 52.86 [43.96 | 70.17 | 94.06 | 56.55 | 87.54 |40.06
No of 55 87 161 272 31 32 34 14 105
tariff-
-lines
Table 4.7 (Contd...)
Product [Member Countries of the European Union
Covered|Germ | Greece| Ireland |Italy |Nether|Portu | Spain | Sweden | United

any lands | gal kingdom
3% 100.00] 100.00 | 100.00 {100.00/100.00| 100.00| 100.00(100.00 100.00
1% 100.00] 100.00 | 100.00 [96.32 (99.70 | 100.00| 97.80 |100.00 94.75
0.5% 100.00{ 100.00 | 100.00 (82.13 (91.97 |100.00| 89.86 |99.01 84.17
0.2% 84.04 | 84.04 |84.55 |55.97 |75.16 |99.84 | 68.17 |85.07 65.21
0.1% 65.19 | 65.19 57.77 |38.15 |62.75 |98.13 | 46.11 | 73.35 52.67
No of 26 26 23 108 |58 16 81 31 143
tariff
lines
Source: WITS.
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The above discussion impliesthat the reason for aggressive posture of the South Asian
LDCs on the proposa of DFQF market access is because of the prevalence of high
levels of product and market concentration of exports, along with the existing and
potential preference erosion, due to tariff reductions under various rounds of trade
negotiations. The existing market share is also put into risk due to the conclusions of
bilateral free trade agreement (FTA) by destination country with other trading partners
and the abalition of Multi-fibre Arrangement (MFA). Thus, the new arrangement for
duty-free market access should not exclude any product Bangladesh and Nepal is
enjoying comparative advantages for.

2.2 Revealed Compar ativeAdvantage

The previous section showed that Bangladesh and Nepal are facing high product and
market concentration in their exports. Thus, for any preferential regimeto be beneficial
and valued should include products in which these countries have strong comparative
advantages. Exclusion of any products of comparative advantage from the preferential
regimewould substantially reduce the benefits of such preferential scheme. Thissection
attemptsto identify the products of comparative advantage for Bangladesh and Nepal.

The concept of RCA goes back to the work of Bela Balasssa (Balassa 1965, 1977 and
1986), which pertains to the relative performance of individual countriesin particular
commodities. On the assumption that the commodity pattern of trade reflects inter-
country differences in relative costs, as well as in non-price factors, this ‘reveas’ the
comparative advantage of the trading partner. Therefore, any structural changes,
improved world demand and trade specialisation, arereflected in the movements of the
value of RCA. Though alarge number of alternative RCA indices have been proposed
in the literature, many of them are not consistent, producing very different ranking of
RCA, with the same sample of data (Balance, Forstner and Murray 1987). Therefore, itis
important to use RCA indicesthat have a sound theoretical background. Vollrath (1991)
investigated the theoretical underpinning of 10 RCA indices and recommended the
following ones:

RCAIj=Xij / Xj / X iw/ Xw

The numerator represents the percentage share of agiven sector in national exports— X
are exportsof sector i from country j. The denominator representsthe percentage share
of agiven sector in world exports.

The RCA index, thus, containsacomparison of national export structure (the numerator)
with theworld export structure (the denominator). Where RCA isabove one, the country
issaidto be specialised in that sector and reveal scomparative advantagein that product;
and vice versawhere RCA isbelow one. When the RCA equalsonefor agiven sector in
agiven country, the percentage share of that sector isidentical with the world average.

The advantage of using comparative advantage index is that it considers the intrinsic
advantage of aparticular export commaodity and is consistent with the changeinrelative
factor endowment and productivity (Batra and Khan 2005). However, the source of
export success is not equivalent to the prevalence of comparative advantage. Exports
can result dueto comparative advantages, aswell asdistortionsin export markets, such
as open subsidies or other incentives, e.g. undervalued exchange rate (Siggel 2003),
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along with transaction and transport costs. Observed trade flowswould be quite different,
if they were‘freetrade’.

The calculated values of RCA for Bangladesh and Nepal are presented in Tables 8 and
9, respectively, for the years 1990, 2000 and 2003, at SITC 3-digit level. Both thetables
present products with RCA values greater than 0.5 in any year of the observation. The
RCA values for Bangladesh show that there has not been any structura shift in the
composition of the products of comparative advantages in a significant way. In 2003,
the value of RCA index is greater than 1 only for 21 products at SITC 3-digit level,
indicating that Bangladesh has comparative advantages in very limited products
categories, namely, fish, tea, raw jute, fertiliser, leather products, pottery, textiles and
garments. However, thevalue of RCA showsthat theintensity of comparative advantages
has been moving from fish and jute products to textile and garmentsin the recent past.

Table4.8: Revealed Compar ativel ndex of Bangladesh 1990, 2000 and 2003

Product Codea | Description 1990 2000 2003
t SITC 3digit
04 Fish, fresh (live or dead),

chilled or frozen 11862 | 1.0514 1.2109
035 Fish, dried, salted or in

brine; smoked fish 71094 | 50107 20872
036 Crustaceans and molluscs,

fresh, chilled, frozen etc. 280443 | 21.3299 | 20.24%4
(037) Vegetablesfresh, chilled,

frozen/preserved 10725 | 00186 | 05872
074 Teaand mate 116.7565| 6.7054 | 6.2422
21 Tobacco, un-manufactured,

tobacco refuse 07209 | 03629 0.6846
264 Jute & other textile bast

fibres, nes, raw/processed 334.9688| 356832 | 280941
265 Vegetabletextilefibresand

waste of such fibres 00634 | 00193 0.8413
21 Crude animal materials,

n.es. 10650 | 0.1922 02571
34 Petroleum products, refined 05157 | 00923 | 01949
52 Inorganic chemical

elements, oxides & halogen

salts 00004 | 0.7902 0.2621
562 Fertilisers, manufactured 22777 | 35127 49108
585 Other artificial resinsand

plastic materials 00000 |07945 | 01926
611 Leather 41.3414 | 84776 114553
634 Veneers, plywood,

improved or reconstituted

wood 0.0000 | 0.6004 0.2279
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651 Textileyarn 37632 | 22189 | 30946
652 Cotton fabrics, woven 08415 | 19916 14450
64 Textilefabrics, woven other

than cotton/man-madefibre 400055 | 88437 7.3831
657 Special textilefabricsand

related products 17360 | 26478 | 1.2891
653 Made-up articles, wholly/

chiefly of textilematerials 284082 | 102601 | 14.8672
629 Floor coverings, etc. 06274 | 02443 | 01131
666 Pottery 08781 | 24156 | 1.3838
723 Civil engineering &

contractors plant and parts 02226 | 13459 | 00941
736 Machinetoolsfor working

metal or metal parts 05481 | 00405 | 01929
785 Motorcycles, motor

scooters, invalid carriages 00003 | 06327 | 02521
842 Outer garments, men'’s, of

textilefabrics 229359 | 402318 | 37.1490
&3 Outer garments, women's,

of textilefabrics 11.3416 | 202877 | 17.1814
&4 Under garmentsof textile

fabrics 57.7550 | 734859 | 813675
845 Outer garments and other

articles, knitted 36725 | 130633 | 16.7817
846 Under garments, knitted or

crocheted 6.1049 | 230001 | 274119
847 Clothing accessories of

textilefabrics 08753 | 13898 | 3082
848 Articleof apparel &

clothing accessories 00007 | 32928 | 12648
&1 Footwear 00572 | 09677 11044
834 Optical goods, n.es. 00000 | 10314 | 06809
82 Printed matter 00318 | 00066 | 05486
A Animals, live, n.es,

including zoo-animals 08950 | 00000 | 04018
Source: Author’s calculation based on WITS and UNCTAD. Handbook of Statistics. (Various
issues).
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Table4.9: Revealed Compar ativel ndex of Nepal 1990, 2000 and 2003

Product Code Product
at SITC 3digit | Descriptions 1990 2000 2003
001 Liveanimalschiefly for food 179805 | 12922 | 0.0000
023 Butter 30.7353 | 1.7869 | 22330
042 Rice 00000 | 08650 | 1.0400
045 Ceredsun-milled ( no whesat,

rice, barley or maize) 25077 | 03525 | 04709
046 Meal and flour of wheat and

flour of medin 07370 | 33675 | 44987
048 Cereal preparation and

preparations of flour of fruits

or veg. 11113 | 35580 | 3453
(057 Vegetablesfresh, chilled,

frozen/ prepared roots, tubers | 142391 | 58076 | 58189
058 Fruit, preserved, and fruit

preparations 00007 | 17984 | 18019
061 Sugar and honey 01563 | 56339 | 56448
062 Sugar confectionery and other

sugar preparations 0.7043 | 14488 | 14516
074 Teaand mate 2889 | 166690 | 208768
075 Spices 177.1305| 414135 | 553252
081 Feed stuff for animals

(notincluded un-milled cereals) | 65390 | 49891 | 4.8599
091 Margarine and shortening 00000 | 115367 | 154122
098 Edible products and

preparations n.e.s. 00307 | 34704 | 29338
12 Tobacco manufactured 12692 | 00023 | 00025
21 Hides and skins (except fur

skins), raw 01706 | 23372 | 26344
22 Oil seeds and oleaginous fruit,

wholeor broken 30055 | .0151 0.0145
223 Oils seeds and oleaginous fruit,

wholeor broken 252951 | 28739 | 383A4
24 Jute & other textilefibres, nes,

raw/processed 2433313| 00259 | 0.0347
25 Vegetabletextilefibresand

waste of such fibres 00419 | 10045 | 13419
29 Old clothing and other old

textilearticles; rags 00000 | 05727 | O.7651
273 Stone, sand and gravel 00616 | 182332 | 182686
278 Other crude minerals 21929 | 01337 | 01462
22 Weaste and scrap metal of iron .

or steel 01056 | 01892 | 0.7583
22 Crudevegetablematerials, n.es.| 13700 | 24709 | 22853
11 Animal oilsand fats 05615 | 00000 | 0.0000
424 Other fixed vegetableails, fluid
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or solid, crude 62251 | 90062 66173
431 Animal & vegetableoilsand

fats, processed & waxes 125435 | 1562396 1118164
52 Inorganic chemical elements,

oxides & halogen salts 00000 |05862 06578
52 Dyeing & tanning extracts;

synthetic tanning materials 252670 | 84340  11.2672
1 Medicinal and pharmaceutical

products 13439 | 01637 01229
553 perfumery, cosmetics and toil et

preparations 0.7516 | 114473 99735
54 Soap, cleansing and polishing

preparations 00006 |34527 30443
611 Leather 374527 | 3903 37607
621 Materialsof rubber (e.g.,

pastes, plates, sheets, etc.) 00000 |08530 07326
634 Veneers, plywood, improved or

reconstituted wood 01580 |24157 25305
641 Paper and paperboard 00037 |08135 08630
642 Paper and paperboard, cut to

size or shape 00296 |15/3 14731
6ol Textileyarn 01363 |102865 105086
653 Fabrics, woven of man-made

fibres 02757 | 27180 29090
64 Textilefabrics, woven, other

than cotton/man-made fibre 22716 | 48948 56588
655 Knitted or crocheted fabrics 00007 |24366 21483
656 Tulle, lace, embroidery, ribbons,

& other small wares 00649 | 08582 09673
657 Specid textilefabricsand

related products 00828 12839 13721
658 Made-up articles, wholly/

chiefly of textile materials 14159 | 58294 5275
659 Floor coverings, etc. 3115960 420361 451261
674 Universals plates and sheets,

of iron or steel 00000 |51727 50020
677 Iron/steel wire, whether /not

coated, but not insulated 00000 |17072 17105
678 Tubes, pipes and fittings

of iron or steel 00000 |14342 15147
632 Copper 00000 |44422 50443
636 Zinc 00000 |[53577 61350
637 Tin 00000 |[5458 72923
693 Wire productsand fencing grills| 00014 | 8782 87993
6% Cutlery 02401 | 09947 08859
697 Household equipment of base

metal, n.es. 18364 |56/52 46524
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831 Travel goods, handbags,

briefcases, purses, sheaths 05433 | 10603 | 0849
(7Y Outer garments, men’s, of textile

fabrics 448315 | 105414 | 111487
843 Outer garments, women's of

textilefabrics 211484 | 153502 | 14.7959
8 Under garmentsof textilefabricg 268675 | 292676 | 39.6742
845 Outer garments and other

articles, knitted 08830 | 40034 | 36011
846 Under garments, knitted or

crocheted 00014 | 70919 | 68425
a7 Clothing accessories of textile

fabrics 02693 | 199782 | 200170
348 Art of apparel & clothing

accessories, no textile 00122 | 25042 | 22999
&l Footwear 00227 | 05849 | 05336
393 Articlesof materialsdescribed

indivision 58 00415 | 24328 | 26661
8% Works of art, collectors pieces

& antiques 14282 | 44754 | 41638
397 jewellery, goldsmiths and other

art. of preciousm. 20837 | 17588 | 15860
399 Other miscellaneous

manufactured articles 07714 | 11001 | 09018
971 Gold, non-monetary 228940 | 00000 | 0.0000
Source: Author’s calculation based on WITS and UNCTAD. Handbook of Statistics. (Various
issues).

The calculated values of the RCA for Nepal show that the structure of comparative
advantage of Nepal is more diversified than that of Bangladesh. The value of the RCA
index hasincreased from 24 to 53 during the period 1990 to 2000 and remained stable
during 2000 and 2003. In 2003, the RCA value isthe highest for animal and vegetable
oils, followed by spices, carpets, garments, tea and mate. Other products with RCA
value greater than 1 includes vegetable, fruits, food preparations, margarine, leather,
hides and skins, stone and sands, perfumery, cosmetics and toilet preparations, among
others. Theinter-temporal analysisof RCA value showsthat the comparative advantages
of Nepal in jute and jute products, live animals, spices, cereals and leather products
have been declining over the period, whereas they have increased for textiles and
garments and fruits and fruit preparations.

The above analysis shows that both Bangladesh and Nepal have not been successful in
diversifying their export products and export markets, despite trade policy reforms.
Exports of few products in selected markets have been the deep-seated characteristics
of these countries. But, the importance of developed country’s market is quite stark in
Bangladesh than in Nepal . In terms of the exportable products to developed countries,
0.5 percent of thetariff lines, at HS6 digit level, cover morethan 80 percent of the export
value for both the countries, in most of the countries. The calculated values of RCA
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show that both Bangladesh and Nepal have comparative advantagesin limited product
categories. It meansthat preferential market access scheme should be crafted in such a
manner that it does not bar preferential market accessin products of their comparative
advantages. The next section discusses the existing generalised system of preference
under which Nepal and Bangladesh are getting preferential market access.

3. Existing Non-reciprocal Preference Scheme: Generalised System

of Preference (GSP)

Resolution 21(ii) at UNCTAD 1, in 1968, called for the establishment of a*‘ generalised,
non-reciprocal, non-discriminatory system of preferences in favour of the devel oping
countries, including special measures in favour of the least advanced among the
developing countries'. It further stated that such preferences had three objectives: to
increase the export earnings of developing countries; to promotetheir industrialisation;
and to accelerate their rates of economic growth. Under the GSP schemes of preference-
giving counties, selected products originating in developing countries are granted
reduced, or zero, tariff rates over the most-favoured-nation (MFN) rates. The LDCs
receive S& DT for awider coverage of products and deeper tariff cuts.

Tariff discrimination violatesthe MFN obligationsof GATT Articlel and, thus, thelegal
way out for such preferential tariff schemes had been GATT waiver. Initially, GATT
approved awaiver for 10 yearsin 1971, in order to authorise the GSP scheme. Beforethe
expiry of thewaiver, it adopted adecision on‘ Differentia and M ore Favourable Treatment,
Reciprocity and Fuller Participation of Developing Countries’, on November 28, 1979
(265/203), known as Enabling Clause, which created a permanent waiver to the MFN
clauseto alow developed countriesto grant preferential tariff treatment to LDCs. The
UNCTAD reports that there are currently 13 national GSP schemes notified to the
UNCTAD secretariat by Australia, Belarus, Bulgaria, Canada, Estonia, EU, Japan, New
Zealand, Norway, the Russian Federation, Switzerland, Turkey and US.

From atheoretical and practical point of view, the question of value and utility of trade
preferences has traditionally been the subject of debate. Since preferential trading
arrangements have discriminatory properties and their trade and global welfare effects
have always been considered “ second best”, or sub-optimal. But, if preferenceisaccorded
toasmall country or agroup of countriesthat collectively are small which do not affect
the world price, such preference receiving country experiences expansion in output,
growth in exports and ‘terms of trade’ benefits. All the growth in trade due to GSP
reflects ‘trade creation’ the other countries that export to preference-granting country
suffer no harmin this case.

However, if preference is granted to a large country or a group of countries that
collectively islarge, the export growth in the preference-receiving country reflectsboth
‘trade creation’ and ‘trade diversion’ and resultsin ‘terms of trade’ loss to exporting
countriesthat do not qualify for preferential treatment (Grossman and Sykes 2005). By
improving market access, it stimulates diversification towardsabroader range of exports
and fosters export-driven economic devel opment. On the other hand, it has been argued
that preference may encourage an inefficient allocation of resources, by fostering
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specialisation in sectors where the preference-receiving country does not have a
comparative advantage. Similarly, the RoO may a so requirethat inputsare sourced from
higher cost suppliers. In the long run, preferences may create disincentive for trade
liberalisation (Low et a. 2005). Despite the debate at thetheoretical level, theempirical
studies show that trade preferences do serveto promote trade volume and export earnings
in the preference-receiving countries.

The GSP system wasborn out of thetheory of ‘ export pessimism’, and L DCsconcentrating
on primary productsmay not be ableto expand their exports, asglobal economy expands.
Thus, the theory behind GSP was that it would reduce the reliance of developing
countries on exports of primary products and promoteindustrialisation. Accordingly, it
was understood that manufactured goodswould be the main beneficiaries of preferences
and that agricultural products would be treated less favourably. Beyond these features
built into the conception of the system, political factors, such asideological inclination
of therecipient country madeway toit. Moreover, in order to be politically viable, it has
substantial limitations as to product coverage and beneficiaries, and should be
accompanied by safeguards to address politically unacceptable increases in imports.
No mechanism existed for co-ordinating the evolution of national schemes on such
matters and, thus, each preference-giving country devel oped its own GSP scheme, with
different contents and implementing mechanisms (Grossman and Sykes 2005). Over the
period, it has become acondition-attached preference system devel oped asan instrument
toreward, with greater preferences, countriesthat adhereto various policy prescriptions
of preference-giving countries or punish, by withdrawing preference, to those who
disagree. Thefollowing section reviewsthe GSP schemes applicableto LDCs of South
Asia

3.1GSPin Developed Countries

3.11GSPinUS

The GSP of the USwasfirst enacted inthe Trade Act of 1974 and made effectivein 1976.
The US GSP provides preferential duty-free entry to numerous products imported into
us from over 100 designated beneficiary countries and territories. It was authorised
through 2006 and will then expire unless renewed by an act of the Congress. For an
import to qualify for duty-freetreatment under the GSP, it must meet the following three
requirements: (a) it must be from adesignated beneficiary country; (b) it must beeligible
for GSPtreatment; and (c) it must meet the GSP RoO.

Regarding the designation of beneficiary countries, all the developed countries are
ingligible. It also denies beneficiary status to eight other categories of nations. (a)
‘communist’ countries (with exceptions); (b) countriesthat are partiesto an ‘ arrangement’
whichwithholds* suppliesof vital commodity resourcesfrom international trade’ (aimed
at Organisation of the Petroleum Exporting Countries (OPEC); (€) countriesthat injure
the US commerce by according preferencesto other devel oped countries; (d) countries
that expropriate the property of UScitizens, including intellectual property, without just
compensation; (€) countriesthat fail to enforce binding arbitral awardsin favour of US
citizens: (f) countriesthat aid or abet terrorism or fail to take‘ stepsto support the efforts
of US to combat terrorism’; (g) countries that have not taken steps ‘to afford
internationally recognised worker rights; and (h) countries that fail to fulfill their
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‘commitments to eliminate the worst forms of child labour’. The law provides that the
President canwaivethelast five exclusionsinthe‘ national economicinterest’ (UNCTAD
2003, Grossman and Sykes 2005). It means the President has the discretion to confer
beneficiary status on any eligible nation.

The US GSP distinguishes between two categories of countries. Among 127 recipient
countries, 40 countries are considered |east devel oped beneficiary countries and enjoy
two advantages over other beneficiaries: amuch wider range of productsthat areeligible
for GSP treatment and they are not subject to the “competitive-need” limitations
(UNCTAD 2003).

Products for preferential treatment are defined at the 8-digit level of the Harmonised
Tariff Schedule of the United States (HTSUS). The productseligiblefor GSP treatment
include most dutiable manufactures and semi-manufactures, as well as selected
agricultural, fishery and primary industrial products. Certain articlesare prohibited from
receiving GSP treatment. These include most textiles, watches, footwear, handbags,
luggage, flat goods, work gloves and other leather wearing apparel. In addition, any
other articledetermined to be“import-sensitive” cannot be made digible. Inthisregard,
the GSP law specifically cites steel, glass and electronic articles. No quantity of an
agricultural product subject to atariff-rate quota that exceeds the in-quota quantity is
eligiblefor duty-freetreatment.

The Rulesof Origin contain two requirements, one related to shipment and the other one
to value addition. The shipment condition requires that an article must be shipped
directly from the beneficiary country to USwithout passing through theterritory of any
other country, or, if shipped through the territory of another country, the merchandise
must not have entered the commerce of that country en route to the US. On value-
addition, it requires that the sum of the cost or value of materials produced in the
beneficiary country plusthe direct costs of processing must equal at least 35 percent of
theva ueof finished goods. The sameruleisalso applicablefor regional cumulationand
import of raw material from GSP-eligible countries’ imported material s can be counted
towards the value-added requirement only if they are “ substantially transformed” into
new and different constituent materials of which theeligiblearticleiscomposed. Simply
combining or packaging operations or mere dilution with water or mere dilution with
another substance that does not materially alter the characteristics of the articleis not
eligiblefor preferences.

The granting of duty-free access to eligible products is subject to “competitive need
limits’. When imports of aproduct from asingle beneficiary exceed acertain monetary
threshold (currently US$115mn), or 50 percent of all USimportsof thearticlein acaendar
year, itisautomatically removed from thelist of eligible products, unlessthe President
executesa‘'waiver’ (Grossman and Sykes2005). However, all competitivelimitationsare
automatically waived for the GSP beneficiaries, which aredesignated asLDCs.

3.1.2GSPinEU

The scheme of GSPin EU hasevolved over the period. Thefirst European Community
Generalised System of Preferences scheme spanned an initial phase of 10 years (1971-
1981) and was, subsequently, renewed for asecond decade (1981-1991). On January 01,
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1995, after the conclusion of the Uruguay Round, the Community adopted the GSP
Scheme for the 1995-2004 period. The EU’snew GSP schemefor 2006-2008 cameinto
force on January 01, 2006 and will bein place until December 31, 2008. The new regime
hasthree schemes, i.e., the general regime, GSP plus and special arrangement for LDCs
(EBA). Currently, 146 countriesand 25 territories, including all the LDCs, benefit from
GSP scheme of the EU (European Union quoted in Yu and Jensen. 2005).

General Arrangement

The new scheme hasincreased product coverage from 6900 to about 7200. The newly
included 300 productsare mostly agricultural and fishery products. All the productsare
classified under two categories. sensitive and non-sensitive. Non-sensitive products,
which are about half of GSP product coverage, enter the EU free of duty. For sensitive
products, except for textile and clothing products, the duty isreduced by 3.5 percentage
points. For textileand clothing products, therewill be 20-percent reductioninthe MFN
tariffs. Specific duties applicable to sensitive productswill be reduced by 30 percent of
the MFN rate and, where tariffs on sensitive products are composed of ad valoremand
specific duty, the 3.5 percentage point reduction will apply to the ad valorem duty only
and thefull amount of the specific duty will still be due. When thead valorempreferential
rate reaches one percent or less or specific duty values of euro two, or less, it is
automatically reduced to zero.

Special I ncentive Arrangement (GSP Plus)

The GSP-plus arrangement is geared towards vulnerable countries and aimed at
promoting complianceto, and respect for, core human rightsand internationally agreed
labour standards, as well as environmental standards and governance principles. In
principle, the GSP-plus arrangement is double-conditioned: one is the ‘test of
vulnerability’ and other isthewillingness of the recipient countriesto adopt sustainable
development and good governance policies prescribed by the EU.

A country isdeemed to be ‘vulnerable’ when it meetsthetriple criteriaof low or middle
income, export concentration and lack of competitiveness. Firstly, the country should
not have been classified as a high-income country in the previous three consecutive
years, according to the World Bank definition. Secondly, thefive-largest sections of the
GSP-covered importsto EU from the country must represent morethan 75 percent inthe
value of thetotal GSP covered importsfrom the country. Thirdly, GSP covered imports
from the country in question must represent less than one percent of the total EU
importsfrom all beneficiary countries under the GSP.

Only vulnerable countries that ratify and implement international conventions in the
areas of human rights, labour environment and good governance are eligible to receive
GSP plusbenefits. Firstly, the country should haveratified and effectively implemented
16 international conventions concerning core human and labour rightst. Secondly, the
country should have ratified and effectively implemented at least seven out of 11
conventions regarding the environment and governance principle and commit itself to
ratifying and effectively implementing, by December 31, 2008, those conventionsthat it
has not yet ratified or effectively implemented.?
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The GSP-plus arrangement allows beneficiary countries to enjoy duty-free treatment
when exporting 7200 GSP-covered productsto the EU, regardless of whether the products
are classified as sensitive or non-sensitive. Exception is made for those agricultural
productsthat are subject to both ad valorem and specific duty; in this case the zero rate
only applies to the ad valorem component. Thus, the total duty payable equals the
specific duty. The special incentive does not apply to those sections of products for
which tariff preferences have been withdrawn, on the basis of graduation.

Special Arrangement for LDCs- Everything But Arms (EBA)

Asapart of the initiative to further improve market access for LDCs, the EU adopted
Everything But Arms(EBA) schemefor LDCsin 2001, under the GSP. Themajor feature
of EBA are: firgt, it offers the LDCs a higher degree of market access for virtually all
products; second, the EBA equally grants all LDCs duty and quota-free access to the
EU market; and, third, it hasno timelimit. The excluded product under the EBA isarms
(product of HS Chapter 93). Initidly, it had identified three products as sensitive products,
which are subject to specia treatment: banana, rice and sugar. However, reduction of
tariffs on banana commenced on January 01, 2002 and zero duty started to apply from
January 01, 2006. Inthe caseof sugar, the progressive reduction began on July 01, 2006,
and a zero tariff will apply as of July 01, 2009. Reduction of tariffs on rice started on
September 01, 2006, so that tariffswill be entirely eliminated on September 01, 2009. In
order to compensate the delays in market opening, the scheme has offered real market
accessthrough global tariff quotaat zero duty for rice and sugar subject to a 15-percent
increase each year and, eventually reaching 6,696 and 197, 325 tonnes, respectively, for
riceand sugar in 2009.

The EU GSP scheme aso includes two types of graduation mechanisms: () country
graduation, and (b) product-specific graduation. As regards country graduation, two
criteriahaveto be met, before abeneficiary country isexcluded from the GSP treatment
entirely. First, the country must have been classified by the World Bank as a high
income country during three consecutive years. Second, the value of imports for the
five-largest sections of its GSP-covered imports to EU must represent less than 75
percent of the total GSP-covered imports of the country to EU. As regards product-
specific graduation, acountry will be excluded from the preferential treatment in respect
of products, if the average value of GSP-covered imports of the products at the section
level from the country exceeds 15 percent of thevalue of EU’stotal GSP-covered imports
of the same products, from all beneficiary countries over three consecutive years.
However, textiles and clothing products are subject to more stringent rules. The lower
threshold level of 12.5 percent, instead of 15 percent appliesto textiles and clothing.

The EU GSP also provides the provisions for temporary withdrawal and safeguard
clauses. EU may withdraw the preference, if the reci pient country violatesthe convention,
or does not incorporate the provision of theratified convention, or if such legislationis
not effectively implemented, export goods made by prison labour, indulge in unfair
trading practices, including fraud or systematic failure, in complying with the Rules of
Origin, or does not effectively control the export of thetransit drugs, among others. As
regards safeguard measures, it has different provisions for non-agriculture products
and agriculture products, subject to the Common Agriculture Policy (CAP). Inthe case
of non-agriculture products, a product must be imported ‘on terms which cause, or
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threaten to cause, serious difficulties to EU producers of like or directly competing
products’. In the case of agriculture products, imports of products must ‘cause, or
threaten to cause, seriousdisturbance to community market, in particular, to one or more
of the outermost regions, or these market’s regulatory mechanism’. For clothing and
apparel products, if theimports of particular productsincrease by 20 percent in quantity,
or 12.5 percent in value terms, from a country, the GSP preference shall be removed
under general arrangements or GSP-Plus regime. Those LDCs whose share of imports
does not exceed eight percent are exempted from safeguard measures.

3.1.3GSPin Japan

Japan originally established its GSP on August 01, 1971 and, since then, four decennial
GSP schemes have been established: thefirst onefrom August 1971 to March 1981, the
onesecond from April 1981 to March 1991; thethird onefrom April 1991 to March 2001,
and the fourth, and current, scheme from April 2001 to March 2011. Therelevant legal
authority for current GSP scheme is the Temporary Tariff Measures Law and the
Implementing Regulations of thisLaw.

The Japanese GSP scheme includes: a general preferential regime; and a special
preferential regime. Under the former, preferential tariffs are applied to imports of
designated itemsfrom designated GSP beneficiaries. Under thelatter, duty-free treatment
is granted to imports of designated items from LDCs. However, for agriculture and
specific manufactured products, there are special provisions.

Agricultural-sector GSP Scheme: In the agricultural and fishery sectors, GSP is, in
principle, not granted given the weak competitiveness of domestic industries. Some
GSP-covered itemsare, however, enumerated ina“ Positive List” . Safeguards, however,
enable the government to suspend preferential treatment for items on the Positive List,
under certain conditions.

Industrial-sector GSP Scheme: In the industrial-mining sector, GSP preferences are
generally granted. However, some sensitive items are excluded through an Exceptions
List. GSP-covered itemsinclude ceiling items and ceiling-freeitems. Theformer enjoy
GSP treatment up to ceiling quantities or values. The latter qualify for GSP benefits
without acelling. However, anincreaseinimportsof thelatter may trigger GSP-Suspension,
under an Escape Clause.

Duty-free Schemefor LDCs: Imports of GSP-covered itemsfrom LDCsqualify for duty-
freetreatment. In addition, the current decennial GSP schemeintroduced duty-freeitems
exclusively for LDC.

The Coverage of the GSP

There are 155 beneficiaries of Japan’s GSP, including 140 devel oping countries and 15
territories. Of these, 108 are GSP beneficiariesand 47 are LDCs. To obtain GSPtreatment,
acountry must: (i) be adeveloping economy; and (ii) in the case of aterritory, haveits
own tariff and trade system. To obtain LDC treatment, a country must be designated as
anLDC by the UN.
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In contrast with the wide country coverage of the GSP, the product coverage is narrow.
Japan’s Tariff Schedules consists of 9272 Items at the 9-digit level, including 2017
agricultural-fishery items (HS Chapters 1-24) and 7255 industrial-mining items (HS
Chapters25-97). Of the 2017 agricultural-fishery items, MFN duty-freeand MFN dutiable
itemsaccount for 379 and 1638, respectively. Of the 7255 industrial-mining items, 2823
are MFN duty-free and 4432 are MFN dutiable items. Of the 1638 MFN dutiable
agricultural-fishery items, 1299 items, i.e. 80 percent areexcluded from the GSP scheme.
GSP-covereditemsinthe Positive List total only 339, i.e. 20 percent. Primary examples
include mai ze seed, frozen octopus, burdock, truffles, Matsutake mushroom and vegetable
juices. Theitemsinthe Positive List are either duty-free or havetariffslower than MFN
duty rates. LDC-specific duty-free itemsin the agricultural-fishery sector account for
157 items, at HS 9-digit level, including black tea, edible Brassica, shallots, lettuce,
carrots, turnips, cucumbers, beans and celery. However, GSP coverage in agriculture
sector isdiluted by the application of safeguard measures. If imports of a GSP-covered
item increase due to preferential treatment and cause, or threaten to cause, injury to a
domestic industry producing alike or directly competitive item, preferential treatment
may be suspended and an MFN tariff applied.

In theindustrial-mining sector, of the 4432 MFN dutiableitems, at the HS 9-digit level,
3285 items, or 74 percent, are covered by GSP. The remaining, GSP-excluded, items
consist of 113 itemsin the ExceptionsList and 1034 L DC-specific duty-freeitems. The
ExceptionsList includes ultra-sensitiveitems such assalt, petroleum ail, fur skin, leather
items, tropical tree plywood and footwear. L DC-specific duty-free itemsinclude most
apparel, some leather itemsand footwear.

Of GSP-dligibleindustrial-mining items, sensitive goods are covered by aceiling regime.
Under this regime, GSP treatment is accorded to 1264 HS 9-digit tariff lines up to the
ceiling quantities or values, but imports in excess of the ceiling are subject to MFN
tariffs. In-ceiling GSP duty ratesvary fromitemtoitem, i.e,, (i) duty-free; (ii) 20 percent of
MFEN tariff; (iii) 40 percent of MFN tariff; (iv) 60 percent of MFN tariff; and (v) 80 percent
of MFN tariff. Two kinds of ceiling regimes exist: aper-country ceiling and aper-item
ceiling. Under the per-country ceiling, if imports of an item from one GSP beneficiary
exceed 20 percent of the annual ceiling value, GSP treatment for the concerned item is
suspended. Under the per-item ceiling, if imports of an item exceed the annua total
ceiling value or quantity, GSPis suspended for theitem from all GSP beneficiaries. The
ceiling regime does not apply, in principle, to importsfrom L DCs. Of the GSP-covered
items, the remaining non-ceiling itemsare ceiling-free and duty-free. These ceiling-free
itemsaccount for 2021 itemsat HS 9-digit level. They are, however, potentially subject to
safeguards. In the case of LDCs, 1034 LDC-specific duty-free items are covered by
safeguards. Duty-free imports from LDCs may have MFN tariffs imposed under the
Escape clause, if importsincrease.

GSP-covered itemsfrom specific GSP beneficiariesmay be excluded from GSPtreatment,
under the “ country-specific competitiveness-focused GSP-exclusion”, effective since
fiscal year 2003. This mechanism does not apply to LDCs. Two yardsticks are used to
determine ahighly competitiveitem’simpact on the domestic industry. Oneiswhether
import values of aconcerned item from a GSP beneficiary to Japan exceed 50 percent of
the total value of importsto Japan in two consecutive calendar years. The other oneis
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whether the import values of the item amount to one billion yen (US$8.5mn) in two
consecutive calendar years. The yardsticks are not absolute, however. GSP-exclusionis
left to the discretion of the government. If, in the view of the government, thereis no
need for GSP-exclusion, in light of the amount of domestic output and other various
impacts on a domestic industry, the concerned item may remain covered by the GSP
scheme, despite meeting the yardsticks.

Rulesof Origin

The GSP origin criteria consist of the “wholly produced goods’ criterion and the
“substantial transformation” criterion. For preferential treatment eligibility, Japanese
materials are considered originating in a preference-receiving country. In the case of a
finished product produced from Japanese or the preference-receiving country’smaterials
and any other countries’ materials, the country of origin isdetermined according to the
substantial transformation criteria. Two different value-added tests are used for
determination of substantial transformation: (a) 55 percent val ue-added test for products
assembl ed of partsincluding those within the sametariff heading; (b) 60 percent value-
added test for products assembled of different tariff heading parts; and () a mixed test
of processing operations and value-added is used for a number of products. This test
appearsinthreedifferent forms: (i) atest requiring manufacturefrom different tariff heading
materiasand lessthan 40 percent import content (i.e. morethan 60 percent val ue-added) for
certainfood preparations (1806, 2004, 2005, 2008, etc.); (i) atest requiring manufacturefrom
different tariff heading materialsand lessthan 50 percent import content; and (iii) atest
requiring manufacture from the same tariff heading materials and less than 50 percent
import content for cut worked containersand glassware (ex. 7010, ex. 7013).

3.1.4 GSPin Canada

Currently, Canada provides non-reciprocal tariff preferencesto developing countries,
under the Generalised Preferential Tariff (GPT), the Least Developed Country Tariff
(LDCT) and under the Caribbean-Canada Trade Agreement known as‘ CARIBCAN'.
Theevolution of Canada stariff preferencesin favour of devel oping countrieswitnessed
anumber of special measuresintroduced for LDCs. In 1983, LDCswere granted azero
rate on GPT-covered products, with exception of clothing, footwear, certain labour-
intensive industrial products as well as some agricultural products. It also extended
product coverage for LDCs and the GPT tariffs were lowered to two-thirds of the
corresponding MFN rates during the 1990s. In 2000, further 570 tariff lineswere added to
theduty-freelist for LDCs, bringing the share of duty-freelinesfor LDCsto 90 percent.
From January 01, 2003, all remaining tariff and quotarestrictionson importsfrom LDCs
(with the exception of supply-managed agricultural products and Myanmar) were
removed. Theinitiativeincluded textilesand clothing and amodification of the Rules of
Origin (Lippodit and Kowalski, 2005).

Inorder to beeligiblefor GPT ratesand LDCT duty-free access, productsfrom beneficiary
countries must meet origin criteria and comply with the rule of direct consignment
prescribed by Canada. The origin of the goods must be supported by the prescribed
documentary evidences. Canada has been adopting more generous RoO for LDCsthan
for other developing countries. In 1980, Canada adopted RoO criteria that required a
minimum of 40 percent of local value added in the LDC preference recipient country,
compared to 60 percent required for other GPT countries. It further relaxed the RoO,
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allowing up to hdf of 40 percent minimum val ue added originatesfrom another devel oping
countriesin 2000 (UNCTAD 2001). The 2003 L DC initiativeincluded amodification of
the RoO for textilesand clothing (T& C) products. To be digible under the new RoO, the
cloth hasto be cut and sewn or fabric woven from yarn produced in the eligible country.
The new cumulation system allowsinputsfrom all beneficiary countries provided that a
minimum of 25 percent of value added originatesfrom the exporting LDC country. For
goods other than textilesand apparel, the existing pre-2003 RoO for the LDCT remained
inforce.

To beedligiblefor the LDCT or GPT, in addition to the RoO requirements, goods must
satisfy the requirement of certification and direct shipment. Direct shipment requires, in
essence, that goods are either shipped directly from an eligible country or trans-shipped
through an intermediate country provided that the goods remained under customs
transit control in the intermediate country and did not undergo additional processing,
trade, consumption or storage exceeding 6 monthsin theintermediate country (UNCTAD,
2000).

3.1.5GSPin Australia

Austraia first extended unilateral trade preferences to developing countries in 1976,
under the Australian System of Tariff Preferences. Austraia snon-reciprocal preferential
tariff schemes can be grouped into four categories: developing country preferences,
special rates for specific countries, Forum Island Country (FIC) preferences and
preferences applicable mainly to LDCs. Following a decision announced by Prime
Minister John Howard, at an Asia-Pacific Economic Cooperation (APEC) summit meeting
on October 25, 2002, the Australian Government amended the Customs Tariff to provide
DFQF accessto the Australian market for the LDCs.

The Australian Rules of Origin specify that products must either be wholly obtained in
abeneficiary country or must be substantially transformed in the beneficiary country.
Substantial transformation, essentially, requires that the last process of manufactureis
performed in the country claiming origin and that a minimum level of value-added is
attained (generally 50 percent of thetotal factory cost, interms of material's, labour and
overheads). The LDC preferential arrangement allow materials from all developing
countries, FICs and Australia to count as local content, but the non-LDC developing
country portion is limited to no more than 25 percent of the total factory cost of the
goods (Lippoldt 2006).

3.2Market AccessConditionsin Quad Countries

All these non-reciprocal preferences, along with MFN duty-free market access, have
resulted in lowered import tariffs for LDC exports. In agriculture sector, imports of
substantially all productsfrom the LDCs enter duty-freein Quad countries. In Canada,
almost al importsfrom L DCsenter duty-free; 98.9 percent under MFN duty-freeand 1.1
percent under preferential regimes. In terms of tariff lines, Canada provides duty-free
access to 93 percent of tariff lines, but LDCs trade only with the products of about 14
percent tariff lines. In EU, all importsfrom L DCs have entered without any duty in 2003
and 97.1 percent tariff linesattach zero tariffsfor LDCs. In Japan, more than 93 percent
of LDC exports have entered MFN duty free and the remaining seven percent isdivided
roughly equally between duty free preferential accessand MFN dutiable trade with no
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Table 4.10: Duty-Free Market Access of LDCs, 2003

Mar Cate- | Agriculture Non-Agriculture

ket -gory | Imports No. of national Imports No. of national tariff
tariff lines lines
Value|% Numb|Perc |With | Value |% Numb|Perce | With
in er ent trade |in er nt trade
Milli % Mill- %

on ion
US$ Uss$

Canada | All
tariff
lines | 35.6 |100.0| 1372 |100.0|14.1 |703.4 (100.0|7125 [100.0 | 10.0
MFEN
duty-
free
access| 35.2 |98.9 [ 551 |40.2 |9.4 366.1 [52.0 |3710 [52.1 |3.9
Duty-
free
prefer
-ence | 0.4 1.1 724 |52.8 | 4.7 337.3 |48.0 |3415 (479 |6.1

EU-15 | All
tariff
lines | 1560.5100.0| 2115 |100.0|23.9 | 121438 [100.0|8289 |100.0 | 32.9

MFN

duty-
free
access | 870.8 [55.8 | 402 [19.0 |7.6 5115.7|42.1 |1774 [21.4 | 7.3
Duty-
free
prefe-
-rence| 565.3 [36.2 | 1652 [78.1 [15.3 |7017.9/57.8 |6414 |77.4 |25.6

Japan | All
tariff
lines | 175.9 |100.0| 1858 |100.0|59.7 |1387.0{100.0|7438 [100.0 | 8.8
MFEN
duty-
free
access | 163.7 (93.1 | 461 (24.8 [3.4 818.4 |59.0 |2888 [38.8 |3.4
Duty-
free
prefe
-rence| 6.8 3.9 460 |(24.8 |[1.5 449.4 [32.4 |4141 |55.7 |4.7

us All
tariff
lines | 350.4 |100.0| 1808 |100.0|10.1 |9691.8(100.0 |8688 [100.0 | 27.8
MFEN
duty-
free
access | 285.6 (81.5 | 384 (21.2 (4.4 413.4 (4.3 2836 |32.6 |26.7
Duty-
free
prefe
-rence| 64.6 |18.4 | 1149 (63.6 |5.5 5006.6/51.7 |4215 [48.5 | 3.6

Source: Low et.al. 2005, 2006.
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preference. However, only about half of the tariff lines attach duty freefor LDCsinthe
Japanese market. In US, out of 99.9 percent of thetotal importsfrom L DCs, which enter
duty-free, 81.5 percent is MFN duty-free and 18.4 percent is preferential duty-free. In
terms of tariff lines, US provides duty-free accessto 21.2 percent under MFN and 63.6
per- cent under the preferential regime (Table4.10).

The country-specific situation of duty-free market access in non-agriculture products
resembl es the agriculture products. In Canada, all the tariff lines applicable to LDCs
have zero tariffsand all imports from LDCs carry zero tariffs. In the EU markets, 98.8
percent tariff lines attach zero tariff for LDCsand 99.9 percent of the exports of LDCs
enter duty-free. Japan leviestariffs only in about nine percent of theimportsfrom LDCs
and zero tariff appliesto 94.5 percent of tariff linesfor LDCs. Compared to other Quad
countries, the market access situation for LDCsislessfavourablein the USmarket. The
US provides duty-free access only to 81.1 percent tariff lines and imposestariffson 44
percent of theimportsfrom LDCs.

The tariffs faced by LDCs in the selected developed countries are presented in Table
4.11t04.13.

Table 4.11: Tariff Faced by LDCs in Selected Developed Country Markets: All Products

Export Duty averages Number of peaks

Markets Simple Weighted | Dutiable Inter National
Simple | Weighted| -national

Australia 1.7 1.4 10.3 6.8 202 559

Canada 1.6 0.5 12.9 14.0 341 544

Japan 0.9 0.9 10.2 7.5 103 412

New Zealand | 0.0 0.0 . . . .

Norway 0.1 0.1 3.5 3.8 12 183

us 1.9 1.2 10.5 11.0 187 733

EU 0.0 0.0 3.1 2.7 . 17

Source: WTO 2006.

Table 4.12: Tariff Faced by LDCs in Selected Developed
country Markets: Agriculture Products

Export Duty average Number of peaks

Markets Simple Weighted | Dutiable Inter- National
Simple |Weighted | national

Australia 0.0 0.0 . . . .

Canada 0.4 0.8 16.0 12.3 5 11

Japan 5.8 5.6 11.8 9.7 100 299

New Zeadland | 0.0 0.0 . . . .

Norway 1.0 1.2 3.6 3.8 12 181

us 1.9 2.3 14.2 9.5 24 60

EU 0.0 0.0 7.7 7.7 . 1

Source: WTO 2006.
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Table 4.13: Tariff Faced by LDCs in Selected Developed Country Markets:
Non-Agriculture Products

Export Duty average Number of peaks

Markets Simple Weighted | Dutiable Inter- National
Simple |Weighted| national

Australia 2.0 1.4 10.3 6.8 202 559

Canada 1.8 0.5 12.8 14.2 336 533

Japan 0.2 0.3 6.2 4.7 3 113

New Zealand 0.0 0.0 . . .

Norway 0.0 0.0 0.6 0.6 . 2

us 1.9 1.1 10.1 11.1 163 673

EU 0.0 0.0 2.8 2.6 . 16

Source: UNCTAD 2003.

Table 4.14 showsthe coverage, the utilisation rate and the utility of the GSP schemesfor
LDCsin 2001. Lessthan two-thirds of the potential trade of LDCswas covered by the
GSP scheme and, out of this only about two-thirds actually enters into Quad markets
under tariff preferences. It meansabout 42 percent of the exports of LDCsgot preferentia
market access. It isinteresting to note that, despite 99.4 percent coverage of the EU GSP,
its utilisation and utility is less than half of the potential trade. It means that mere

Table 4.14: Quad’s GSP: Utilisation for LDCs, 2001 (in percentage )

Country Coverage* Utilisation** Utility***
Canada 12.1 70.2 8.5

EU 99.4 46.9 46.7
Japan 52.7 57.4 30.3

us 44.1 95.8 42.2

Quad Total 63.4 67.3 42.7

Source: UNCTAD 2003.

* Product coverage is defined as the ratio between imports that are covered by a preferential trade
arrangement and dutiable imports from the beneficiary countries.

** Utilisation rate is defined as the ratio between imports actually receiving preference and
covered imports. If utilisation rates are low, there might be the stringency and/or complexity of
Rules of Origin and ancillary reguirements.

** *Utility rate is defined as the ratio between imports actually receiving preference and all
dutiable imports, whether they are covered by the GSP or not. A low level of this ratio means that
a large part of dutiable imports pay the MFN tariffs.

providing GSP to LDCs is not sufficient to increase trade of LDCs, such preferences
should be complemented by other supportive measures.

The preference utilisation situation for Bangladesh and Nepal ispresented in Table 4.15,
which showsthat utility ratesdiffer acrossexportersand markets. The potential coverage
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Table4.15: Quad'sGSP: Utilisation for Bangladesh and Nepal 2001
Preference-giving Bangladesh Nepal
Countries
Canada Potential cover rate 103 454

Utilisationrate 74.2 T4
Utility rate 7.7 3H1
BJ Potential cover rate 1000 1000
Utilisation rate 50.8 713
Utility rate 50.8 713
Japan Potential cover rate 64.5 0.7
Utilisationrate 76.6 80.1
Utility rate 494 799
us Potential cover rate 19 47
Utilisation rate 690 N7
Utility rate 13 42
Total Quad Potential cover rate 57.3 44.9
Utilisationrate 51.6 74.1
Utility rate 29.5 333
Source: WTO 2003.

is higher for Bangladesh, i.e. at 57.3 percent, but the utilisation rate is higher for
Nepal .However, thetotal value of the preference schemes stands at about one-third for
both the countries. The coverageisthe highestin EU, at cent percent, but the utilisation
rateisthe highest in Canadian marketsfor both Bangladesh and Nepal . Inthe US market,
the coverageisquitelow, asaresult of which utility rateisalso high, despite higher rate
of utilisation.

The analysis of existing non-reciprocal preference schemes of developed countries, its
coverage and utilisation and utility rates shows that these schemes do not have the
desired impacts on expanding exports of South Asian LDCs. It also indicates that the
issueat handisnot only tariffsbut also NTBs, like RoO, and administrative procedures
have hampered market access in these countries. South Asian LDCs are also facing
tariff peaks.

3.3Non-reciprocal Preferential Market Accessby Developing Countries

As noted in Section 1, the importance of developing countries for export market is
increasing for Nepal. Itsshareintota exportshasincreased from 15 percentin 1990to 54
percent in 2004. But, the share of developing countries has decreased for Bangladesh.
Therefore, preferential market access, intheform of DFQF market accessinthedeveloping
countries, is crucial for Nepal and would play a significant role in export expansion.
Some of the developing countries provide preferential market access to products
originating from L DCs. However, the depth and the coverage of these preference schemes
are often limited. Among the preferential schemes, the importance of non-reciprocal
preferential market access schemesand the Global System of Trade Preferences (GSTP)
haslimited utility for Nepal and Bangladesh, but preferential market access granted on
abilateral basis by India bears a significant importance for Nepal. The bilateral trade
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agreement between Nepal and India provides duty-free market access of Nepalese
productsin the Indian market, albeit with some conditions. Chinahasalso announced in
September 2005 to grant duty-free treatment to certain productsfrom 39 LDCs.

Since preferential access offered by developing countriesto LDCsislimited in terms of
its depth and coverage, the market access conditions facing LDC exports in these
marketsare determined primarily by MFN rates. Thelevel of preferential margin enjoyed
by LDCsispresented in Table4.16, which containsthe simple MFN average, theweighted
MFN average, using trade from all partners, and the weighted MFN average, using
actual importsfrom LDCs, respectively. It showsthat theweighted MFN average values
for al developing countries, except Singapore, are below the simple average. While
taking the trade-weighted import tariffs, Brazil, Chinaand Indonesia provide significant

Table 4.16: MFN Tariff Profile of Developing Country Markets, 2003
Member Simple Average Trade-weighted average Margin of
All partners LDC partners preference
only for LDCs
Brazil 14.6 11.2 2.0 9.2
China 15.9 14.2 6.5 7.7
Taipei, Chinese 7.8 3.7 6.3 -2.6
India 31.9 24.5 27.3 -2.8
Indonesia 6.9 4.3 0.6 3.7
Korea, Rep. of 12.4 8.9 5.1 3.8
Malaysia 7.3 4.2 2.0 2.2
Mexico 17.9 15.6 15.6 0.0
Singapore 0.0 0.0 0.0 0.0
South Africa 5.8 4.5 3.7 0.8
Source: WTO 2006.

margin of preferenceto LDCs, thetariffsimposed on LDC importsishigher in Taipei and
India. Itindicatesthat L DCsare discriminated vis-a-visother devel oped and devel oping
countries, because of the preferential trading arrangementsthat exclude LDCs.

Table 4.17 presents the data for the latest available year on the status of duty-free
imports into developing country markets. Overall, 72.2 percent of LDC exports enter
developing country markets duty-free. The data also show that, based on 2003 data,
93.3 percent of China' simportsfrom LDCsenter duty-free. Other markets, which allow
a high percentage of duty-free LDC exports, include Chinese Taipel (96.5 percent),
Malaysia (98.5 percent), Brazil (80.9 percent) and Indonesia (87 percent).
Hong Kong, Chinaand Singapore allow 100 percent duty-free, but that is because their
average tariff is zero, in any case. Among the top 10 devel oping country destinations,
Indiaand the Republic of Koreaonly allow asmall portion of LDC exports, 3.8 percent
and 2.7 percent, respectively, entering their markets duty-free.
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Table 4.17: Duty-Free Status for LDCs in Selected Developing Country Markets

Name Year Dutiable Duty-Free

(in thousand (in thousand Duty-free

US$) Us$) (per cent)
China 2003 417,682 5,850,508 3
India 2001 1,273,956 49,962 3.8
Korea, Rep. of 2003 876,225 24,597 2.7
Chinese Taipei 2002 30,158 841,483 96.5
Singapore 2001 12 736,851 100.0
Malaysia 2001 6,517 437,371 98.5
Brazil 2001 55,789 236,931 80.9
Hong Kong, China | 2003 275,920 100.0
Indonesia 2001 34,267 229,787 87.0
Source:  WTO 2006.

3.4 Non-Tariff Measures

The above section highlightsthe landscape of the market accessfor productsoriginating
from LDCsand arguesthat, despite favourable tariff conditionsin most of the markets,
the utilisation of preference by LDCsislow. This section briefly discussesthe NTMs
faced by LDC exports.

Broadly, non-tariff measures (NTMs) are understood asameasure not being tariff. It has
been argued that such a definition does not serve the purpose of anaysis, particularly
thequantitative one (e.g., Baldwin 1970, Laird and VVossenar 1991, Lloyd 1996, Deardorff
and Stern 1997). Based on theinventory of the measures notified by GATT Contracting
parties, GATT has classified some 800 measuresin five broad categories: (i) government
participation in trade; (ii) customs and administrative entry procedures; (iii) standards
involving imports and domestic goods; (iv) specific limitations on imports and exports
(quantitative restrictions and the like); and (V) restraints on imports and exports by the
price mechanism (WTO 20064). Baldwin defines non-tariff measures as any measure
that causesdistortionsin internationally traded goods. L1oyd, adopting the ‘ principle of
one price’, also defines NTBsin terms of distortions, but measures by the differences
between the domestic and theworld prices. Deardorff and Stern (1997) defineinterms
of the character and impact of the measures. Their definition includes any measuresthat
reduce quantity of imports, or increase the price of imports, or change the slope of the
import demand curve.

Most of the studieson NTMsreport that that there has been ageneral declineinthe use
of quantitativeinstruments combined with anincreased incidence of technical standards
(UNCTAD 2005). But, the incidence of NTMs in developed countries rather than in
some developing country regions and in terms of product category,has been a much
higher in agricultural productsrelative to manufacturing products (Bacchetta and Bora
(2001). Customs and administrative procedures and technical barriersto trade werethe
main NTMsfaced by devel oping country exportersin devel oped country markets (OECD

2005).
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Based on the notification, WTO (WTO 2006a) compiles NTMs adopted by the WTO
members. Since the notified measures are not specific to LDCs, it does not assess the
extent to which the measures affect the market access opportunities of LDCs. But, it
givesanideato identify the NTMs on products of export interest to LDCs. It indicates
that SPS measuresare the most frequently cited NTMsfaced by LDC exports, in particular
for their agricultural exports (e.g. fruits and vegetables), fish and fish products, wood
and wood products, etc. The RoO associated with preference schemes represent the
major NTMsof concernto anumber of LDCsfor their non-agricultural exports(mainly
clothing). Theother typesof NTMs, which are of concernto LDCsaretechnical barriers
totrade (TBT), customs and administrative measures and trade remedies (anti-dumping
measures). Since 1995, out of nearly 6,200 SPS natifications, 26 notifications have
explicitly identified one or more LDCs as being potentially affected by the proposed
measure, or by including emergency measures.

As has been noted before, the RoO associated with some non-reciprocal preference
schemes represent amajor concern, mainly for non-agricultural exportsfromLDCs.

Althoughitisthe prerogative of preference-granting countriesto design their respective
RoO criteria, its criteria have restrictive effects on the market accessfor LDCs. On the
one hand, the magnitude of value addition is high and the Rules of Origin criteriavary
with the preference-granting country and the scheme within the same country, on the
other. For example, the EC's EBA and the Cotonou Agreement require various ranges of
percentages (50-80 percent) of value addition on ex-works basis for some products
(including profit and general expenses). In the case of the US' African Growth and
Opportunity Act (AGOA), al non-textile products need a 35-percent value addition, on
the basis of the direct costs of processing (excluding profit and general expenses).
Canada'sMarket AccessInitiative (MALI) for LDCsrequiresa40-percent value addition
on the basis of ex-factory price (including profit and general expenses).

Asfar asthe Bangladesh and Nepal are concerned, the reported specific case of NTMs
islimited, but, as pointed out above, there exist NTMsin the products of export interest
of these countries and one can not undermine the potential use of NTMs. Table 4.18
presentsthe notification of NTMsdirected to Bangladesh and Nepal. Itisinteresting to
note that Bangladesh and Nepal face NTMs, mostly on non-agriculture products.
Exportable products of Bangladesh, subject to NTMs, are jute yarn and jute products,
toiletry products, pharmaceutical products, juices, jam jelly, pickles, spicesand lead acid
batteries. Similarly, Nepal faces anti-dumping measures on zinc oxideand acrylic fibres
in Indian markets. In addition, Nepa ese products al so face para-tariffsand SPS measures
inthe Indian markets.
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Table 4.18: NTMs Faced by Bangladesh and Nepal
Country Country Products affected Types of measures
applying
measur es
Bangladesh Not identified Jute yarn/twine TBT (packaging
requirement, labelling
requirement, etc.), SPS,
customs and
administrative procedures,
import licensing
requirement
Not identified Toiletry products Consular formalities and
documentation
Not identified Pharmaceutical Registration
finished formulations/ and procedural
products problems
Not identified Juices, drinks, jam,
jelly, pickles, spices,
shacks Attestation
fees and testing
requirement
EU Garments Rules of Origin (EBA)
Brazil Sacks and bags of jute,
knitted or crocheted Anti-dumping measure
India Lead acid batteries Anti-dumping measure
Nepal India Zinc oxide, acrylic fibres | Anti-dumping measure
Source: WTO 2006a.

4. Impact on other Developing Countries

During the Hong Kong Ministerial conference, two South Asian countries, namely,
Pakistan and Sri Lanka, had objected to the proposal of providing DFQF market access
for all productsoriginating in LDCs, arguing that they competein international market
with LDCs in the same products. The declaration states that, while taking steps to
achieve compliance with the decisions, memberswould takeinto account theimpact on
other developing countries at similar levels of development. This section analyses how
other South Asian countries, namely, Pakistan and Sri Lanka, might be affected by
providing DFQF market accessto Nepal and Bangladesh.

The magnitude of exports of Pakistan and Sri Lanka shows that exports account 30.3
percent and 64.7 percent of the total domestic output. It has increased substantially
over the period. Pakistan's exports grew at an average of 11 percent during the period
2000- 04, compared to 0.8 percent during 1995-2000 and 6.1 percent during 1990-1995.
However, the export growth of Sri Lankaisnot remarkable compared to those of Pakistan's.
Itsaverage growth rateswere 15.1 percent, 6.4 percent and 1.9 percent during 1990-1995,
1995-2000 and 2000-2004, respectively.
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Table 4.19: Export Growth: Pakistan and Sri Lanka
Export/
Country | Export Growth GDP
ratio
1990-95| 1995-00 | 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2003
Pakistan 6.1 0.8 2.3 7.3 20.4 14.0 30.3
Sri Lanka | 15.4 6.4 -11.3 -2.4 9.1 12.3 64.7
Source: UNCTAD Handbook of Statistics (various issues).

The direction of export trade shows that developed countries’ markets still count as a
critical export market for both Pakistan and Sri Lanka. The share of developed countries
in the exports has been declining over the period and stands at 53 percent and 66
percent for Pakistan and Sri Lanka, respectively. However, the export to US has been
increasing whereas the share of other developed countries has dropped.

The products with more than one percent share in the total exportsfor Pakistan and Sri
Lanka are presented in Tables 4.19 and 4.20, respectively, which show that the export
composition of Pakistan and Sri Lankaisnot well diversified. Table 4.19 showsthat the
major exports of Pakistan include textiles, clothing, rice, leather and carpets, among
others. However, unlike Bangladesh and Nepal, Pakistan isexporting fabricsrather than
ready made garments, which constitute lessthan 15 percent of total exports. Sri Lanka's
major exports constitute tea, precious and semi-precious stones and ready made
garments, among others. Although ready made garment is one of themajor exportsof Sri
Lanka, its dependency on it isnot as high as that of Bangladesh and Nepal. Moreover,
Sri Lanka's exports are mostly concentrating on inner garments, coats and jersey. The
share of men’sshirtsand trouser, which are the major export items of Nepal isquitelow.

Table 4.20: Direction of Exports: Pakistan and Sri Lanka

Country |Year | Developed Countries Devel Countries
Europe| US and |[Japan | Others| Total | oping in

Canada Countries| Transition
Pakistan | 1990 | 38.3 14.1 8.2 1.4 62.0 | 32.9 2.7
2000 | 28.6 27.3 2.6 1.6 60.1 | 39.2 0.5
2004 | 28.6 22.1 1.1 1.1 53.0 | 45.9 0.6
Sri Lanka [ 1990 | 27.8 27.4 5.4 1.8 62.4 | 30.5 3.1
2000 | 29.0 41.5 4.2 2.2 76.8 | 17.9 2.0
2004 |29.8 32.2 2.9 1.7 66.7 | 22.1 3.3

Source: UNCTAD Handbook of Statistics (various issues).

The above discussion indicates that, despite the fact that devel oped countries’ markets
areimportant for Pakistan and Sri Lankato expand their exports, but itsimportance has
been declining over the period. With regard to export composition, textiles and ready
made garments have asignificant sharein thetotal exportsof these countries, but, if we
go deep insidethe export composition, at thetariff linelevel, wefind low resemblance of
exportable products with Bangladesh and Nepal. Given the existing tariff rates in
developed countries in ready made garments, these countries may lose some of the
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market share in some of the ready made garment products, if DFQF market accessis
provided to LDCs, including Bangladesh and Nepal. A study by Raihan et. a (2006),
using GTAP database and the CGE model also concludesthat the DFQF market access
could have negative impacts on the export performance of other developing countries,
but the losses appear to be very small, compared with the gains of the LDCs. However,
one needs to assess the state of technology, productivity level and the linkages of the
garment sector with the economy in South Asian countriesin order to reach the concrete
conclusions on the impact of DFQF proposal.

Table 4.21: Pakistan’s Major Export, 2005
Rank | HS Code | Product description Share in
percent
630231 Bed linen of cotton 6.36
100630 Semi-milled or wholly milled rice,
whether or not polished or glazed 4.99
3 520512 Single cotton yarn measuring less than
714.29 decitex but not less than 232.56 decitex 4.31
4 630260 Toilet linen and kitchen linen of terry fabrics 3.55
5 610510 Mens or boys shirts of cotton 3.29
6 520819 Other woven fabric of cotton 2.93
7 620342 Trousers, bib and brace overals, breaches
and shorts of cotton 2.38
8 271019 Other fuel ail 2.30
420310 Leather articles of apparel 2.19
10 521051 Plain weave fabrics of cotton 1.88
11 570110 Carpet and other textile floor coverings of
wool or fine animal hair 1.84
12 890510 Dredgers 1.81
13 521213 Dyed woven fabric of cotton 1.63
14 520522 Cotton yarn measuring less than 714.29
decitex but not less than 232.56 decitex 1.57
15 950662 Inflatable balls for sports 1.38
16 630210 Bed linen, knitted or crocheted 1.34
17 940490 Other mattresses 1.28
18 611490 Garments made up of other textile materials 1.28
19 610590 Men's or boy’s shirts of other textile materials 1.27
20 901890 Other medical instruments and appliances 1.12
21 630710 Floor cloths, dishcloths, dusters and similar
cleaning cloths 1.11
22 610910 Cotton Y-shirts, singlets and other vests 1.07
23 521021 Plain weave fabrics of cotton 0.99
24 540774 Printed woven fabrics of synthetic filament yarn 0.94
25 420329 Others gloves, mitten and mitts 0.79
Source: WITS.
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Table 4.22: Sri Lanka's Major Export, 2005
Rank | HS Code | Product description Share in
per cent

1 090240 Other black tea (fermented) and other partly

fermented tea 8.204
2 090230 Black tea (fermented) and partly fermented tea,

in immediate packings of a content not exceeding 3 kg 4.933
3 621210 Brassieres 3.019
4 620342 Of cotton 2.578
5 610910 Of cotton 2.479
6 620462 Of cotton 2.395
7 620469 Of other textile materials 2.368
8 880330 Other parts of aeroplanes or helicopters 2.216
9 620520 Of cotton 2.165
10 401290 Other 1.858
11 710391 Rubies, sapphires and emeralds 1.732
12 740319 Other 1.344
13 611020 Of cotton 1.341
14 610510 Of cotton 1.334
15 710239 Other 1.329
16 620630 Of cotton 1.207
17 611610 Impregnated, coated or covered with plastics or rubber 1.194
18 620343 Of synthetic fibres 1.131
19 610990 Of other textile materials 1.103
20 620690 Of other textile materials 1.098
21 620333 Of synthetic fibres 1.080
22 401519 Other 1.020
23 620433 Of synthetic fibres 1.019
24 620463 Of synthetic fibres 0.990
25 620640 Of manmade fibres 0.972
Source: WITS.

5. Summary and Conclusions

The Hong Kong Decision on DFQF market access for LDCs has both commercia and
diplomatic values for Bangladesh and Nepal. Quad countries’ markets (Canada, EU,
Japan and US) constitute about four-fifths for Bangladesh and two-fifths for Nepal
(WTO 2006) exportsand about 20 percent of exportsof L DCsface customsduties, along
with tariff peaks, in asubstantial number of products. It is natural to expect significant
trade expansion of these countries after itsimplementation. On the diplomatic front, it
honoursthe UN Millennium Declaration. An official indicator of thegod eight of the UN
Millennium Development Goals (MDGs) isachieving DFQF market accessfor LDCs
into devel oped country marketsand, primafacie, itisamovement in theright direction
to addressthe devel opment needs of LDCs. But, the Declaration isloaded with conditions
and loopholes and one is forced to suspect the intention of the preference-giving
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countries. What kind of |everage would the devel oped countries haveto exclude products
under the veil of three percent exclusion? How would such exclusions change the
landscape of real market access situations for LDCs? Why do the decisions talk about
the export interests of other devel oping countries, rather than those of LDCs, in LDC-
specific decisions? What are the modalities of progressivity in achieving DFQF market
access? These are a few unanswered, but crucial, questions that determine the utility
and value of the decision. The following section attempts to answer these questions.

In principle, DFQF initiatives might not bring the desired effects on South Asian LDCs,
if their interest isnot properly reflected inthedesign. In particular, inthelight of the past
experiencewith several preferentia trade arrangements, like GSP, DFQFF treatment should
be bound, covering all products and incorporate the RoO requirements, matched with
theindustrial capacity of LDCs. Unless such conditions are met, the variousinitiatives
currently undertaken would constitute no more than a modest improvement of the
current market accessthat LDCsare already granted under the existing GSP schemes or
other preferential arrangements.

The existing trade relation and the situation of the market access shows that South
Asian countries are facing product and geographical concentrations. The product
concentration at individual markets shows that 0.5 percent of the tariff lines, at HS 6-
digit level, constitutes more than four-fifths of the exports of Bangladesh and Nepal in
Austraia, Germany, and UK. In Japan and US, the magnitudeis about three-fourthsfor
Bangladesh and more than four-fifths for Nepal. The landscape of the export markets,
particularly for Nepal, has been changing. Therefore, preferential market access in
developing countries bears significant importance.

Developed countries and selected developing countries grant reduced, or zero, tariff
rates over the MFN rates on sel ected products originating in LDCs under the GSP. But,
these schemes have their own definition of country eligibility, product coverage, RoO
and safeguard mechanisms. As aresult, the magnitude of the products entering duty
freeinto devel oped countriesisdifferent and the utilisation of such schemeisquitelow.
The prime suspectsfor low utilisation of preference are the exclusion of the product of
export interest of LDCs, such as T& C restrictive RoO, lack of security of the market
access, cumbersome administrative procedures and the supply capabilities of LDCs.

Despite the fact that developed countries’ markets are important for Pakistan and Sri
Lankato expand their exports, however, their importance has been declining over the
period. These countries are competing on the same product categories in developed
countries markets. However, if we go deep inside the export composition at the tariff
linelevel, theintensity of competition gets reduced.

Some of the caveats from the above discussion are discussed below.

First, the exports of Bangladesh and Nepal are highly concentrated in few tariff linesin
bilateral markets and thus, the flexibility provided to developed countries to exclude
three percent of tariff lines, under DFQF initiativesmay excludevirtually all exportable
products of LDCs.
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Second, mere granting duty-free market access to the exports originating in the LDCs
does not ensure that LDCs are effectively utilising the preferences. It should be
supplemented by the measures that address structural problems of the LDCs, such as
RoO exclusion from the preference scheme, including competitive tests and safeguard
measures and administrative procedures.

Third, developing countries have been emerging as major markets for South Asian
LDCs and, thus, preferential access in these markets would go a long way in export
expansion of these countries.

Fourth, the export composition of South Asian LDCs and other developing countries
resembl e at the product categories, but at the more disaggregated level, such similarity
tends to shrink.

Inthelight of the above caveats and the past experience with several preferential trade
arrangements, one has reason to doubt the efficacy of the Hong Kong Decisions on the
DFQT market access meaningful and effective market accessfor LDCs. If wego along
with the existing escape routes and ambiguities, it would not constitute anything more
than the current market accessthat LDCs are aready granted and, at the worst, it may
run the risk of rolling back existing preferences. Thus, it has been argued that the
decision needs to be further corroborated with the following interpretations and
explanations:

a If thefull flexibility is provided to developed countries to designate/exclude
thetariff linesfrom the proposed scheme of DFQF market access, thereisevery
possibility that the scheme would cover the products that are enjoying duty-
free market access under the existing non-reciprocal preferential schemes.
Therefore, in order to have incremental value of the scheme, the flexibility
provided to devel oped countries to exclude from DFQF market access should
be interpreted as three percent of the existing non-zero tariff lines and should
also be capped by the volume of imports (for exampl e, not exceeding 10 percent
of imports at tariff lines). The provision of Tariff Rate Quota (TRQ) could be
worked out for the excluded products and atimeline should also be defined to
integrate the excluded list of tariff linesinto the scheme.

b. As the landscape of market access has been changing over the period and
developing countries are major markets for South Asian LDCs, therefore,
developing country should also provide DFQF market access, but, taking into
account the problems they might face in theinitial stage, they should commit
DFQF accessfor at |east half of thetariff lines, comprising of half of the export
value of South Asian LDCs.

c. LDCsshould be allowed to designate specific percentage of tariff lines, e.g.,
0.5 percent in the case of developed countries and 0.1 percent in the case of
developing countries, not to beincluded intheexclusionlists. Immunity should
be provided to these products from the ‘impact test’ on other developing
countries.

d. The RoO for preferential market access should incorporate the stage of
development for the LDCs and be harmonised for all preference-granting
countries. The provisions of the Canadian GSP scheme could be a starting
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point. A product originating in any of the LDCs or any of the regional trading
partners should be considered as a product originating in the exporting LDC.

e. Ontheother areaof the negotiation under the Doha Round, particularly inaid
for trade and trade facilitation, specia consideration should be given to the
waysto improve supply capacity, aswell asto reduce the administrative costs
in the exports to preference-granting countries.
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1.Introduction

Erosion of trade preferencesisacentral issuein the on-going effortsto negotiate further
multilateral tradeliberalisationinthe DohaRound:. Tariff reductions under agriculture
and non-agricultural market access (NAMA) are expected to lead to lowering of most-
favoured nation (MFN) tariffs*. The reduction of MFN tariffsis expected to adversely
affect countries, which are beneficiaries of preferential agreements. Reflecting this
concern, the text of the Hong Kong Ministerial Declaration made explicit referenceto
preference erosion, recognising it as an issue that needs to be addressed in the Doha
Round?.

The debate over the value of trade preferences has become a highly divisive issue
among developing countries — between the beneficiaries and non-beneficiaries of
preference schemes. Whilst some countries are increasingly concerned about the
discrimination they face in the Quad markets* as a result of better access granted to
other (preferred) countries®, least developed countries (LDCs) and countries in the
Africa, Caribbean and Pacific (ACP) group, who are beneficiaries of preferential treatment
worry that general, M FN-based liberalisation of tradewould erodethe value of preferentia
access that they currently enjoy, thereby exposing them to greater competition from
more cost efficient suppliers. In fact, the latter group has little to gain from additional
market access at the global level, as they already enjoy duty and quota free access
(DFQF) to alarge number of products in most of the Quad countries.

For nearly 30 years, preferences schemes have been used as instruments by the
industrialised countries to enhance market access, encourage export driven economic
development or asapolitically convenient form of aid to devel oping countries. Devel oping
countries enjoy preferential access to these markets under a variety of non-reciprocal
trade preference schemes, namely the Generalised System of Preference (GSP), which
was established in 1968 under the auspices of United Nations Conference on Trade and
Development (UNCTAD). In addition to national GSP schemes, EU grants special
preferencesto ACP members (the Cotonou Partnership Agreement — CPA, successor to
the Lome IV Convention) and it has a separate programme for LDCs referred to as
Everything But Arms(EBA) initiative. The US maintains several regional schemessuch
as the Caribbean Basin Initiative (CBI) for the Caribbean and the Africa Growth and
Opportunity Act (AGOA) extended to Sub-Saharan African (SSA) countries. Interms of
product coverage, EU’'SEBA isthe most comprehensive, extending DFQF accessto all
productsfollowed by AGOA, which potentially coversall but one percent of exports of
African LDCs, and the GSP scheme. These schemes while being ‘non-reciprocal’ in
terms of granting of tariff preferences are tied up with non-trade related issues such as
labour standards, environment, and governance and as such are not strictly speaking
non-reciprocal in nature. Market access preferences have had beneficial effects on
investment, job creation and poverty reduction through trade, but they can also have
perverse consequences, and suffer from a number of shortcomings and are often
underutilised. Nevertheless, preferential schemes are perceived valuable enough for
recipient countries to raise the issue of preference erosion as a cause of concern.

Preferenceerosionisnot anew concern®. In fact, erosion of preferences has been going
on for decades as aresult of unilateral and multilateral reformsin preference granting
countries and pursuit of regional trade agreements (RTAS), which have proliferated
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recently. Every timetherehhasbeen amultilatera effort to reduce MFN tariffs, beneficiary
countries of trade preferences have expressed concern over the possible impact MFN
reduction would have over the preferential marginsgranted. For example, Brazil proposed
at the Tokyo Round that certain tariff lines which are given preferences should be
exempted from MFN tariff cutsand the GSP schemeto beimproved (L ow, Piermatini and
Richtering, 2005). It was not aparticular problem before because the GSP programmes
offered preferential access but not DFQF access. However subsegquent programmes
suchasEBA and AGOA offered DFQF accessto amost all products, which meant that
any reduction in the MFN rates would lead to erosion of preferential margins (Braga,
Hoekman, Martin, 2006). Countriesnow giving duty free and quotafreeaccessfor al or
essentially all LDCsinclude Canada, EU, New Zealand, Norway, and Switzerland Japan
offer free access to about 63 percent of their imports. The US offers special accessto
someLDCs' exportsto most African and Caribbean countries. For some countrieswith
high concentration of exportsin heavily protected commoditiesthe gainsfrom preferences
arevery largeand thusfacelarger losseswith erosion of preferences. Given the ongoing
negotiations for the reduction of MFN tariffs under Doha Round, the benefits enjoyed
under these various schemes (despite their limited use) are likely to be reduced.

So far, anumber of proposals have been submitted to deal with the issue of preference
erosion in the negotiations of agriculture and NAMA undertaken. The G-90 composed
of the LDCsand ACP group has called for further strengthening of existing preference
schemes, compensatory mechanismsincluding measuresto promote exports, providing
technical and financial assistance for improving infrastructure, productivity and
diversification of exports. However, there is no consensus on possible solutions to the
problem. Neverthel ess, thereisgrowing support for * Aid for Trade' (A4T), asameansof
supporting developing countries to improve their capacity to expand trade as well as
address adjustment costsrelated to trade liberalisation.” A4T gained much prominence
at the Hong Kong Ministerial in 2005 and was placed in the Declaration as a possible
means of addressing the problem of preference erosion.

The purpose of this study is four-fold. First, it identifies non-reciprocal preference
programmes of the major developed countries and assessestheir importance to countries
in South Asia.® Second, it attemptsto identify countries in South Asia, which will be
vulnerable to preference erosion as a result of trade liberalisation in the context of a
successful Doha Round, including sectors/products that are most likely to be affected.
There are several GSP schemes in the world but those of US and EU are the most
important ones and therefore the study would be limited to these two schemes®. Third,
it summarisestheresults of various simulation exercisesin which theimpact of partial/
full erosion of preferences is estimated, highlighting the likely effects on South Asia.
Fourth, it discusses possible optionsavailabl e, both trade and non-trade rel ated measures,
to addressthe adverse effects of preference erosion. The paper would focuson * Aid for
Trade' mechanism as a non-trade relate measure in dealing with preference erosion as
compensatory trade solutionsto preference erosion aretemporary in nature—i.e. unless
tradeliberalisation is permanently withheld, whichisnot apractical and efficient means
of addressing the problem.
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2. An Overview of Generalised System of Preferences

In 1968, the UNCTAD recommended the creation of a*“ Generalised System of Tariff
Preferences’ (GSP) under which industrialised countrieswould grant trade preferences
to all the developing countries. The “enabling clause” passed in 1971 authorised
developed countriesto establish individual GSP schemes, which exempted them from
the MFN principle of the WTO (formerly GATT). The overall objectives of the GSP
schemeinfavour of devel oping countrieswere: 1) to increasetheir export earnings; 2) to
promotetheir industrialisation; and 3) to accel erate their rates of economic growth. The
three basic guiding principles of GSPwere:

o Generality - acommon schemeto be applied by all preference giving countriesto all
developing countries

o Non-discrimination - all developing countries to be covered and treated equally
under the scheme

o Non-reciprocity - beneficiaries do not have to make corresponding concessions in
exchange for preferences granted™.

Tothisendindustrialised countries have been offering devel oping countries preferential
access to their markets through lower tariffs compared to the MFN tariffs. There are
currently 13 national GSP schemes notified to the UNCTAD secretariat. The countries
that grant GSP preferencesinclude; Australia, Belarus, Bulgaria, Canada, Estonia, EU,
Japan, New Zealand, Norway, the Russian Federation, Switzerland, Turkey and US.
Table5.1 presentsalist of GSP grantor countries and beneficiariesin South Asia.

Table5.1: GSP National Schemesand South Asia

Preference-Giving Countries
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Bangladesh LDC x x x| X X X X X X | X| x| X
Bhutan LDC x Xx X X X X X | X X | X|X| x| X
India X | X X X! X X X | X X| X
Maldives LDC| x | x| x | X X X X X | X| X X X
Nepal LDC X | X X X X X | X X X/ X X| X
Pakistan X | X X X X | X| X X X X
Sri Lanka X | X X X! X X X | X X| X

Source: UNCTAD website

2.1EU-GSP Scheme

Through its GSP the EU extends preferential access to its markets to all developing
countries- atotal of 178 countriesat present. The EU GSP schemeisthe most generous
of all developed country GSP schemes (EC, 2006). It wasthe first to implement a GSP
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scheme, which wasinitially implemented for aperiod of 10 yearsfrom 1971t0 1981. A
second 10-year term wasimplemented from 1981 to 1991, and extended until the conclusion
of the Uruguay Round in 1994. During this period annual reviews of the scheme were
conducted with changes being made to product and country coverage, quotas, ceilings
and the depth of tariff cuts. The structure of the scheme was substantially altered in
1995 and third term reflected the results of the Uruguay Round. The scheme was made
simpler and more predictable, with quantitative restrictions (QRs) being replaced by
tariffs, theintroduction of agraduation mechanism and “incentive clauses’, thevalidity
of schemes being extended for three/four yearswithin a10-year period and all products
being covered by asingle regulation.

The most recent scheme, adopted in June 2005 through Council Regulation (EC) No.
980/2005, wasimplemented on January 01, 2006. It isdesigned to bemoresimpl e, stable
and transparent. The objectives of the scheme are: to maximise the benefitsto the most
disadvantaged countries (small economies, land-locked countries, small island states
and low income countries) and provide aclearer graduation mechanism. The new scheme
ismadefairer by focusing preferential accesson countriesthat have alower share of EU
imports, while graduati on takes place when agroup of productsin agiven sector froma
beneficiary country exceed 15 percent of total importsto the EU from GSP countries. In
the case of textilesand clothing (T& C), the graduation threshold was set at 12.5 percent.
Assuch, textile exportsfrom Indiacontinueto beineligible for GSP benefitsas directed
under the previous GSP regulations, while clothing exports are eligible for preferential
access under the new revisions. Under the new scheme, about 80 percent of China's
exports will graduate from the scheme and this will be potentialy advantageous for
other devel oping countrieswith smaller production capacities, including thosein South
Asia

The types of beneficiary access arrangements provided by the EU GSP scheme have

been reduced from five!! to three. At present they are asfollows:

e Under the General Arrangement, duty free access is given to al non-sensitive
products (about 3300 products) whilefor sensitive products (3900 products), there
isaduty reduction of 3.5 percentage pointsfromthe MFN rate and 30 percent from
the specific duties. For textile and textile articles, 20 percent tariff reduction from
MFN rates is granted. All beneficiary countries including India and Pakistan'?
receive preferential access under the General Arrangement.

e The ‘Specia Incentive’” Arrangement for Sustainable Development and Good
Governance (or in short “ GSP-plus’) provides additional benefitsfor countriesthat
have implemented or in the process of implementing a number of international
conventions on good governance and sustainable development. Sri Lanka is the
only South Asian country enjoying the benefits of the GSP+ arrangement, which
ensures duty free access to 7200 products to the EU market, instead of a tariff
reduction under the Generd Arrangement™®. In addition to Sri Lanka, the Commission
has granted GSP+ status to 14 other countries.

e The specia arrangement for LDCs, also known as the “Everything But Arms’
(EBA) initiative, grantsLDCs" DFQF" accessto the EU’smarket with the exception
of rice, bananas and sugar, which were given longer implementation periods. Both
Bangladesh and Nepal are EBA beneficiaries since 2001 and are eligible to DFQF
access for 9800 productsto the EU market.
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Fundamental to any GSP scheme areits Rules of Origin (RoO) and the EC hasits own
RoO for countries receiving preferential market access. RoO ensures that preferences
are not granted to a country ineligible for preferential access and that beneficiary
countries are not used asintermediaries by non-eligible countriesto gain accessto the
EU market. Thethree main conditionsrequired under the Article 81 of the EC GSP RoO
arethat the exported products: 1) must originate in the beneficiary country; 2) must be
transported directly to the EC from the beneficiary country; and 3) be accompanied by
proof of their originating status.

In order to satisfy the first condition, the product must meet one of two criteria— the
goods must be either ‘wholly obtained’ in the country or ‘sufficiently worked or
processed’. Thecriteriarequired to satisfy the‘ sufficiently worked or processed’ clause
may be met in one of three ways, or a combination of two of the three clauses: 1) the
change of heading criterion; a) different heading under 4 digit HSlevel; 2) thevalue ad
valorem) criterion; and 3) the specific process criterion.

TheEC alowsfor ‘bi-lateral cumulation” (also known as‘ donor country content’) and
‘regional cumulation’ which allow beneficiary country’s to use inputs from the EU,
Norway, Switzerland or any of the designated regiona groupings to meet the RoO
criteria. ‘Bi-lateral cumulation’ is only valid with the required documentation while
‘regional cumulation’ isintended to promote regional cooperation. Regional cumulation
is permitted among members of the Andean Group, Association of Southeast Asian
Nations (ASEAN), Central American Common Market and South Asian Association for
Regional Cooperation (SAARC).

The EC a so alowsderogation from the GSPrulesto LDCsfor aspecified period of time
under valid circumstances. Both Nepal and Bangladesh have been granted derogation
for alimited period of timeby the EU inthepast, i.e. derogation to conversion requirements
for accessing the EU-GSP and regional cumulation. Currently, EU isin the process of
reforming itsRoO,** which governsthe GSP digibility. The objectiveisto simplify and
relax these rules to provide better access to devel oping countries.

2.2US-GSP scheme

The US GSP is designed to promote economic growth in the developing world by
providing eligible beneficiary countrieswith preferential DFQF entry of eligible products.
Under the authorisation of the Trade Act of 1974, the GSP programmewasinstituted on
January 01, 1976. Sincethen it hasbeenin operationinitialy for two 10-year periodsand
thereafter has been renewed every one or two years. The US scheme has consecutively
been renewed without any amendments, with the most recent renewal in 2002 under the
Trade Act of 2002 whereby President Bush signed legislation re-authorising the
programme up to December 2006.

Under the US scheme, 139 countries are eligible for GSP benefits of which 98 are
developing countries and 41 are LDCs. *®* Approximately 4,600 articles are eligible for
duty-free treatment from all GSP beneficiaries. In 1997, an additional 1,783 articles
originating in LDCs became available for GSP benefits. Thiswas seen as asignificant
improvement in the US scheme as it resulted in an increase in product coverage for
LDCsfrom lessthan two percent in 1996 to over 60 percent in 1997 . Product coverage
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of goodsfrom beneficiary countries other than LDCsalso expanded from 41.2 percent to
54.9 percent during this period.

Productsligible under the US GSP schemeinclude most dutiable manufactures, semi-
manufactures and sel ected agricultural, fishery and primary industrial products. Notable
products excluded from GSP schemeinclude most textil es, watches, footwear, handbags,
luggage, flat goods, work gloves, other |leather apparel and any article determined to be
import sensitive such as steel, glass and €l ectronic equipment®’.

Eligibility for duty-free treatment under the scheme is based on the provision that the
countries: 1) do not exceed the Competitive NeedsLimit (CNL); 2) have not yet achieved
graduate statuswith respect to the product; 3) imports meet the val ue-added requirements;
4) have fully completed the rel evant documentation; and 5) imports comply with other
custom requirements

The CNL providesaceiling on GSP benefitsfor each eligible product and country. This
isintended to prevent the extension of preferential treatment to countriesthat are already
competitivein the production of that product. Developing countries will automatically
loseits GSP eligihbility on aproduct if the CNL isexceeded when the country’sexports:
1) account for more than 50 percent of thetotal value of USimportsfor that product; or
2) exceed a certain dollar value which stood at US$120mn in 2005. Under specia
circumstancesthe CNL can bewaived. Thislimit isautomatically waived in the case of
LDCsedligiblefor GSP benefits.

Under the graduation mechanism of the US scheme, a country would lose its GSP
benefits when it is determined as sufficiently developed or competitive, and therefore
no longer requires GSP benefitsasawhol e or with respect to one or more products. The
conditions considered for the graduation of a country are: the country’s level of
development; its competitiveness in the particular product; its practices relating to
trade, investment and worker rights and the overall economic interests of the USsuch as
theeffect of continued GSP treatment on rel evant US producers, workersand consumers.

For an articleto be GSP ligible under the US scheme, the beneficiary country also has
to comply with the RoO requirements. These requirements state that the product must
have 35 percent of value-added |ocal content, i.e. imported materials can also be counted
towards the 35 percent value added requirement only if they are “substantially
transformed” into new and different constituent material swhich are then used to produce
the eligible product. The product must also be directly shipped to the US from the
beneficiary country. US Customs has the authority in determining whether a product
meetsthe GSP RoO requirements.

For GSP member countriesthat are members of regional associations, the US GSP scheme
allows specia provisions such that the association will be considered as one country
for the purpose of GSP RoO. Assaciationsthat are currently eligibleto benefit fromthis
specia provisions are: the Andean Group, ASEAN except Brunel and Singapore, the
Caribbean Community and Common Market (CARICOM); the Southern African
Development Community (SADC); West African Economic and Monetary Union
(WAEMU). South Asian Association for Regional Cooperation (SAARC) hasnot been
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recognised for cumulation purpose under the US GSP scheme. Along with the GSP
scheme, US also extends non-reciprocal preferential treatment under the AGOA, the
Caribbean Basin Initiative (CBI), and the Andean Trade Preference Act (ATPA) for
countriesin Sub Saharan Africa, Caribbean and Latin America.

The US GSP scheme expired on December 31, 2006 but unlike other years, there is
considerable debate regarding renewal of the schemethistime around largely duetothe
current impasse in the multilateral trade talks and concerns regarding the inclusion of
certain advanced devel oping countries such as India and Brazil in the scheme (Jones,
2006). Currently, the office of the United States Trade Representative (USTR) isreviewing
whether to limit, suspend or withdraw the eligibility of 13 major GSPbeneficiaries®. Itis
also reviewing whether the current waivers to automatic CNL should be withdrawn.
Several options appear available vis-a-vis the treatment of the GSP scheme. The US
could allow the programme to expire after December 31, 2006, scrap GSPin favour of
reciprocal bilateral and regiona trade agreements, renew the GSPfor LDCsonly, renew the
exigting programmewithout magjor amendmentsor extend the programmeinamodified form.

3. Importance of EU and USGSP Schemeto South Asia

The South Asian region is highly dependent on Quad markets which account for
substantial share of their exports to the world though the dependence is much lessin
the case of India. Of the Quad countries, EU and US are the most important marketsfor
exports from South Asiaas seen in Table 2. In fact, EU and US together account for a
substantial proportion of the export market of the region —as much as 84 percent in the
case of Bangladesh though much lessfor the other countries. In the case of Bangladesh,
India, and Pakistan, EU isthe largest single export market of these countrieswhileitis
the second most important market after USinthe case of Sri Lanka. For Nepal thesingle
most important market isIndia (not shown in thetable), followed by the EU.

Table 5.2: South Asia’s Exports to the World and Quad
Country Total % % to % to % to % to

exports to US EU Japan Canada | Quad
Bangladesh 5,796,910 25.63 58.38 1.02 3.51 88.54
India 79,846,398 | 16.51 20.85 2.51 0.22 40.09
Nepal 658,942 23.70 19.19 1.15 1.72 45.75
Pakistan 13,379,015| 23.34 29.33 1.20 1.33 55.19
Sri Lanka 5,485,135 34.03 31.59 2.82 1.31 69.76
Source: TradeMap Database

Asit can be seen from Tables 5.3 and 5.4, exports to US and EU from South Asiaare
highly concentrated in one or two sectors. Textile articlesalone account for asubstantial
share of exports from the region to the US, as much as 80 percent or more of the total
exports of Bangladesh, Pakistan and Sri Lanka. India’ sexportsto USismorediversified
but nonethel esstwo sectors, textilesand precious stonestogether account for 50 percent
of total exportsto US. A similar picture appearsin the case of EU, with aconcentration
inone or two sectorsaccounting for asubstantial proportion of exportsfrom theregion.
Asin US, textile articles are the single most important export sector to EU from South
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Asia. Textileexportsfrom Bangladesh, Nepal, and Pakistan account for over 70 percent
of total exportsto EU. In the case of Indiaand Sri Lanka precious stones, chemicals,
base metal's, machinery and mechanical appliances, plastics contribute amodest share
tototal exportsto the EU apart fromtextilearticles.

Table 5.3: Total Imports into the US (as percentage of total imports), 2004
Section| Description BG IN NP PK S
| Live animals & products 7.3 2.53 N/A 0.1 0.9
I Vegetable products 0.02 3.69 0.13 1.05 1.3
1 Fats and oils 0 0.61 N/A 0 0
v Prepared foodstuffs, beverages etc 0.23 0.93 N/A 0.42 0.1
\% Mineral products 0.01 1.87 N/A 0.01 0.08
VI Chemical products 0.38 6.99 0.06 0.02 0.55
VI Plastics & rubber 0.32 1.84 0.21 0.13 7.41
VI Hides and skins, leather, etc. 0.08 1.72 0.49 3.01 0.27
I1X Wood & articles of wood 0.02 0.28 0.13 0.03 0.21
X Pulp of wood, paper, books, etc. 0 0.29 0.6 0.05 0.02
X1 Textile & textile articles 86.43 25.73| 93.42 88.89 81.69
X1 Footwear, headgear, umbrellas etc. 4.74 0.86 0.42 0.12 0.98
X1 Articles of stone, cement, etc. 0.15 2.23 0.02 0.39 0.77
XV Precious stones, etc 0 27.8 1.76 0.55 2.75
XV Base metals & products 0.01 9.61 0.32 0.88 0.09
XVI Machinery & electrical equipment 0.02 6.56 0.36 0.19 1.37
XVII Transport equipment 0 2.12 N/A 0.06 0.05
XVIIl | Optical & precision instruments 0.01 1.03 0.06 1.15 0.05
XIX Arms and ammunition 0.24 0.02 0.01 0.19 0
XX Miscellaneous manufacturing

articles 0 2.4 0.25 2.68 0.9
XXl Works of art etc 0.03 0.13 1.19 0.08 0.01

Total 100 100 100 100 100

US$ (*000) 2461683| 16301330(155277|3070428({2075071
Source: Compiled from data provided by UNCTAD

Chart5.1: Market accesstotheUS (by tariff lines)
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Chart 5.2 Market accesstothe EU (by tariff lines)
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Table 5.4: Total Imports into the EU (as percentage of total imports), 2004
Section| Description BG IN NP PK S
| Live animals & products 3.65 2.23 0.06 1.43 1.9
I Vegetable products 0.28 4.66 0.43 2.51 6.31
1 Fats and oils 0 0.93 0 0 0.01
v Prepared foodstuffs, beverages etc| 0.33 0.91 5.05 3.43 2.79
\% Mineral products 0 4.27 0.01 0.18 0.2
VI Chemical products 0.26 8.9 0.42 0.19 0.36
VI Plastics & rubber 0.13 2.15 0.03 2.19 11.37
VI Hides and skins, leather etc. 1.37 5.2 2.54 8.85 0.83
I1X Wood & articles of wood 0.05 0.34 0.32 0.02 0.5
X Pulp of wood, paper, books, etc 0.02 0.47 3.22 0.06 0.76
X1 Textile & textile articles 91.42 28.04| 80.49| 71.47 52.33
X1 Footwear, headgear, umbrellas etc 1.45 4.41 1.23 1.2 1.21
X1 Articles of stone, cement, etc. 0.4 1.82 0.24 0.19 1.12
XV Precious stones, etc 0 10.79 25 0.39 11.88
XV Base metals & products 0.06 9.08 0.91 1.19 0.65
XVI Machinery & electrical equipment| 0.07 8.78 1.48 0.9 3.73
XVII |Transport equipment 0.41 3.8 0.01 0.15 1.15
XVIIl |Optical & precision instruments 0.02 0.76 0.29 1.45 0.52
XIX  |Arms and ammunition N/A 0.02 0 0.01 N/A
XX Miscellaneous manufacturing

articles 0.07 2.45 0.5 4.17 2.37
XX1  [Works of art, etc 0 0.01 0.29 0.01 0.01
Total [100 100 100 100 100

US$ (*000) 5251502 | 19030157| 1189893989537 | 1694239
Source: Compiled from data provided by UNCTAD
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Charts5.1 and 5.2 show the types of market access granted to the five main South Asian
countries by US and EU respectively. In the case of Bangladesh and Nepal, nearly 30
percent of thetotal tariff linesin USare MFN duty freewhilethefigureismuch lower at
10 percent for India, Pakistan and Sri Lanka. All five countriesof theregion also receive
duty free access to the US market under the GSP scheme, with India, Pakistan and Sri
Lanka each receiving roughly about 32 percent of the tariff lines as duty free. The
number of lines allocated as duty free under the GSP scheme is about 41 percent of the
total tariff lines in the case of Bangladesh and Nepal. Overall, Bangladesh and Nepal
have duty free access to the US market for 70 percent of tariff lines under both MFN
conditions and GSP scheme while only 40 percent of the tariff lines have duty free
treatment in the case of India, Pakistan and Sri Lanka, with the remainder not receiving
any preferential treatment and subjected to MFN tariff rates.

Inthe EU, ahigher number of tariff linesare accorded duty freefor both Bangladesh and
Nepal under itsEBA initiative duetotheir LDC status (over 70 percent of thetariff lines).
Under the GSP scheme, India, Pakistan and Sri Lanka each receive about six percent of
the total tariff lines as duty free while roughly about 60 percent of the tariff linesgain
duty preferences (non-zero). A further 15-20 percent of thetariff linesreceive MFN duty
freetreatment in the EU whileequal number of tariff linesdoesnot receive any preferential
treatment. In total, 99 percent of the tariff lines in the EU are duty free in the case of
Bangladesh and Nepal due to zero duties while the figure for India, Pakistan and Sri
Lankais about 20 percent.

Tables5.5 and 5.6 show the distribution of concessions offered by the USand EU under
the GSP schemes to the 5 South Asian countries. The number of tariff lines under the
GSPEU schemeishigher than inthe case of the US, both for LDCsand non-LDCs of the
region. The LDCs get more concessions than the non-LDCs under both schemes. Sri
Lankaqualifiesfor moretariff line concessionsunder the EU duetoitseligibility for the
GSP-plus scheme. While al of the preferences under the EU scheme are granted duty
free accessto LDCs, alarge proportion of preferences extended to India and Pakistan
areunder preferential rates, including products of relevance to these countries (mineral
products, textile articles, base metals, machinery and mechanical appliancesinthe case
of Indiaand for Pakistan, leather products and textile articles).

Table 5.5: Distribution of Products Offered Concessions by the US, 2004
Section| Description BG NP IN PK SL
| Live animals & products 186 186 42 42 42
1 Vegetable products 343 343 208 208 209
11 Fats and oils 48 48 20 20 20
v Prepared foodstuffs, beverages etc. 395 395 227 227 227
\% Mineral products 19 19 15 15 15
VI Chemical products 1163 1163 756 756 756
VII Plastics & rubber 281 281 252 252 252
VII Hides and skins, leather, etc. 137 137 107 107 107
X Wood & articles of wood 69 69 60 60 60
X Pulp of wood, paper, books, etc. 0 0 0 0 0
X1 Textile & textile articles 64 64 64 64 64
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X1 Footwear, headgear, umbrellas etc. 27 27 27 27 27
X1 Articles of stone, cement, etc. 168 168 121 121 121
X1V Precious stones, etc 57 57 55 55 55
XV Base metals & products 439 439 393 393 393
XVI Machinery & electrical equipment 643 643 569 569 569
XVII Transport equipment 117 117 77 77 77
XVIII Optical & precision instruments 230 230 194 194 194
XIX Arms and ammunition 12 12 10 10 10
XX Miscellaneous manufacturing articles 137 137 124 124 124
XXI Works of art, etc 0 0 0 0 0

Total 4535 4535 3321 3321 3322

Source: Calculated from the Market Access Map Data Base

Table 5.6: Distribution of Products Offered Concessions by EU (at 2 HS Level) 2004

Sec. Description BD| NP IN PK S
Duty| Duty | Pref. | Duty | Pref. | Duty | Duty | Pref.
Free Fee rate free rate | free | free | rate

| Live animals & products| 1124| 1124 595 0 595 0 33| 569
Il Vegetable products 798| 798 366 2 366 2 | 602 28
11 Fats and oils 119 119 113 0 111 0 109 2
v Prepared foodstuffs,

beverages etc 1165 1174 866 0 866 0 696 214
Vv Mineral products 63 63 0 61 0 61 61 0
VI Chemical products 1685 1685 | 1498 131 | 1498 131 | 1645 0
VIl Plastics & rubber 629| 629 558 71 558 71| 629 0
VIl Hides and skins, leather,

etc. 126| 126 91 22 91 22| 113 0
I1X Wood & articles of wood] 111| 111 111 0 111 0| 111 0
X Pulp of wood, paper,

books, etc. 0 0 0 0 0 0 0 0
X1 Textile & textile articles| 1610| 1610 | 1603 0 | 1603 0 [ 1603 0
X1l | Footwear, headgear,

umbrellas etc. 145 145 123 22 123 22 145 0
X111 | Articles of stone,

cement, etc. 279 279 229 50 229 50 | 279 0
XIV | Precious stones, etc 18 18 0 18 0 18 18 0
XV | Base metals & products 688 688 313 311 313 | 311 | 644 0
XVI | Machinery & electrical

equipment 1526| 1526 | 1526 0 | 1526 0 | 1526 0
XVII| Transport equipment 269| 269 187 82 187 82 | 269 0
XVIII| Optical & precision

instruments 308| 308 202 106 202 | 106 | 308 0
X1X | Arms and ammunition 0 0 0 0 0 0 0 0
XX | Miscellaneous

manufacturing articles 191 191 114 77 114 77 | 191 0
XXI1 | Works of art, etc 0 0 0 0 0 0 0 0

Total 10854| 10863 | 8495 953 | 8493 | 953 (8982 | 813

Source: Calculated from the Market Access Map Data Base
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4. Vulnerability to Preference Erosion

The importance of preferences for beneficiary countries and their vulnerability to
preference erosion will depend on their dependence on preferences and the value of the
preferences they receive. Palicy literature has tended to use descriptive indicators to
assess the impact of preferences’®. These indicators are discussed below:

1) Preference marginsisgiven by the difference between the MFN tariff applied to a
certain product and preferential tariff enjoyed by acountry. Thelarger the preference
margin, the greater the value of preference, and thus greater the vulnerability to
preference erosion. However, even asmall preference margin could be valuable to
an export sector in acompetitive market, whichisfierceandis characterised by small
profit margins (EU, 2003).

2 Product coverage is given by the ratio between the value of imports eligible for
preferencesand val ue of dutiableimports. Thisindicator givesanideaof thedigibility
of products for preferences. A high coverage rate means that a larger part of the
imports receive preferential treatment. However, a high coverage rate does not
necessarily mean that the preferences extended are actually being used. Preferences
are granted subject to meeting anumber of requirementslaid out by aschemewhich
beneficiary countriesmay not be ableto comply. Utilisation rate depends on security
of access under the scheme, coverage of products, RoO criteria, capacity to supply
goods, understanding/awareness of preferences, and non-trade related conditions
(seeBox 5.1). Even when preferential schemes may appear to be providing awide
coverage of products, the actual utilisation of these preferences may be less than
100 percent. A clearer indication of the effectiveness of trade preferencesis given
by the utilisation rate.

3 Utilisationrateisgiven by theratio between the value of importsreceiving preferentia
treatment and value of importseligiblefor preferences. Thisindicator givesanidea
of how much of the preferencesthat are extended are actually used. The higher the
utilisation rate, the more valuabl e trade preferences and larger the likely loss from
preference erosion.

4) Utility rateisgiven by theratio between the value of importsreceiving preferences
and the value of dutiableimports. Thisindicator gives an idea of how much of the
goods areimported under preferential rates compared to MFN dutiablerates. A high
utility rate means that a substantial share of imports enjoys the preferential rate
whilealow utility rate meansthat goods are mostly imported under MFN rate.

What can be said isthat beneficiary countries, which record both low utility and utilisation
rates are less vulnerable to preference erosion since most of their trade takes place
outside the preferential scheme and under MFN conditions. On the other hand,
beneficiaries with high utility and utilisation rates are more vulnerable to preference
erosion asthey export under the preferential scheme at preferential tariff rates.
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Box 5.1: FactorsAffecting theUtilisation of Unilateral Trade Preferences

a) Lack of security of access: Over the years there have been several changes
madeto the GSP scheme by including and excluding products/countriesthrough
graduation or revision of the schemes. Under certain schemes, quantitative limits
inpreferentia treatment have been applied limiting the predictability of obtaining
preferences. These have brought about an element of uncertainty due to the
unilateral and autonomous nature of the schemes. An exception to this is the
EBA scheme of EU, which extends duty-quota free treatment for an unlimited
period of time and is not be subjected to periodic renewals. Nonetheless, the
scheme is still subjected to various limitations of the GSP scheme such as its
unilateral character, provision on temporary withdrawal of preferences,
strengthened safeguard measures and RoO.

b) Insufficient coverage: Although comprehensive, product coverage under some
schemes has been limited due to the exclusion of certain products of intereststo
beneficiary countries, which has reduced their usefulness. For example, T&C
productsin the case of US and Canada (up to 2003) and some agricultural/fishery
productsin the case of Japan are not covered under their respective GSP schemes.

c) Excessivestringent rulesof origin: It has been one of the main reasonsfor the
low utilisation rate of preferences. RoO requirements usually do not reflect the
manufacturing capacity and industrial development of beneficiary countries.
Moreover, documentary evidence requirements exacerbate the cost and
difficultiesin meeting the RoO and underminethe utilisation of preferences. RoO
requirements when associated with low preferential margins might discourage
exportersfrom utilising preferences because the cost of complianceto qualify for
preference could exceed the value of the preferential margin.

d) Lack of under standing/awar enessof thepr efer encesavailableand conditions:
One of themain reasonsfor low utilisation has been dueto lack of knowledge of
preferential advantages available under the preferential arrangements on the
part of exporters. Often exporters and trade officials are also unaware of the
conditions which are attached to these arrangements and the lack of knowledge
could be costly interms of unnecessary payment of MFN duties, rejected exports,
origin verification, unnecessary testing, spoilage, legal fees and forgone
opportunities.

€) Lack of capacity to supply: Thishasbeen one of themain reasonsfor thelimited
export performance and utilisation of preferences.

f) Non-traderelated conditionalities: In the case of the GSP scheme of the US,
certain non-trade rel ated conditionalitieslinked to eligibility hasexisted sinceits
inception. The EU too maintainssimilar conditionalitiesunder the EBA and GSP-
plus schemes.

Source: UNCTAD 2001
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5. PreferenceMarginsintheUSand EU

On average, LDCs receive a higher margin of preference compared to non-LDC from
Quad countries. Thisistruefor LDC beneficiariesin South Asiain the case of the EU
GSP scheme, with both Bangladesh and Nepal receiving ahigher preference marginthan
their neighbours (Table 5.7). However, there is no significant difference between the
preference margins granted to LDCs and to devel oping countries in the region by US.
Thismay because all GSP beneficiaries, regardless of their status (LDCsor non-LDCs)
get duty free access to products under the US scheme. As LDCs, these countries get
more product coverage under the US scheme compared to non-L DCsinstead of higher
preferential margin. Under EU scheme, LDCs receive duty free access to aimost all
products giving them a competitive edge over others, equivalent to the MFN tariff,
while developing countries receive both duty free and preferential treatment and thus
enjoy amodest margin of preference.

Under the current negotiations high tariffs are likely to be subjected to deeper cuts
under agricultureand NAMA with the adoption of anon-linear method (Swiss Formula),
and as such erosion of preferences is likely to be of concern to GSP beneficiaries
including those in South Asia. It is likely to be of concern for sectors that currently
enjoy large preference marginsdueto high MFN applied tariffssuchas T& C, which are
subjected to high tariffs/tariff peaks® (Charts 5.3 and 5.4). The datarevealsthat LDCs
including Bangladesh and Nepal enjoy higher margins of preference compared to
developing countries and the fear of loss from preference erosion seemsjustifiable.

Table 5.7. MFN and Preferential Tariffs for South Asian countries

EU us

Beneficiary MFN Preferentia MFN Preferential
Country Applied rate Rate applied rate rate
Bangladesh 112 0 154 0

India 82 8.4 135 0

Nepal 11.6 0 15.7 0

Pakistan 105 88 154 0

Sri Lanka 9.4 8.8 14.7 0

Notes. Country preferential rates may be higher than the MFN rates as preferential rates
include products receiving only preferential treatment while the country MFN rates include
products, which also enjoy MFN duty free treatment. Thus, the MFN rates may be biased
down-wards. If the MFN duty freerates are taken into the cal cul ation of preferentia rates, the
preferential rates would be lower than the figures stated above.

Source: UNCTAD
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Chart 5.3USAverageM FN tariff ratesby HS section
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5.1 Coverage/utilisation/utility ratesintheUS

In 2004, US imported goods worth approximately US$24bn from South Asiabut only
US$3bn were spent on imports under the GSP scheme, with India simports accounting
for the largest share from the region, as shown by Chart 5.5.
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Chart 5.5Main beneficiariesof the US-GSP scheme
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Table 5.8: US GSP Imports and Utilisation for South Asia, 2004

Value of Imports (US$000

Preference Covered | Receiving | Potential | Utilizsa- | Utility
Beneficiary Total | Dutiable by the pref. | Coverage tion Rate

Scheme | Treatment Rate Rate %

% %

Bangladesh| 2461683 | 2238659 22822 17541 1.02 76.86 0.78
India 16301330 | 8999437 | 3730780 3463655 41.46 92.84 | 38.49
Pakistan 3073729 | 2847415 | 115881 103660 4.07 89.45 3.64
Nepal 155277 117550 4989 3353 4.24 67.21 2.85
Sri Lanka | 2075071| 1843501 | 141780 126349 7.69 89.12 6.85
South Asia | 24067090 |16046562 | 4016252 3714558 25.03 92.49 23.15

Source: UNCTAD

Asit can be seen from Table 5.8, coverage rate under the US schemeisvery low with
only 25 percent of total exports from South Asiareceiving preferences. However, this
value concealstherelative higher coveragerate of India (41 percent), whichisaresult of
the diverse export base of the country. The figure for the rest of the countries in the
region is below 10 percent or aslow as one percent in the case of Bangladesh. Thisis
dueto thefact that under the US GSP scheme, important export sectors such astextiles
& textile articles are excluded from preferential treatment dueto their sensitive nature.
Some of these sectorsarethe most important exportsfrom South Asiato the US. Coverage
rates have been fairly low in South Asiaover the years, with some improvement in the
coverage ratein the case of India?*.
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Despite the low coverage rate, utilisation rate is above 90 percent for the region as a
wholeindicating that thelittle preferencesreceived are being well utilised. Inthe case of
Bangladesh, utilisation rateisashigh as 76 percent despitealow coveragerate. Similarly,
other countries record high utilisation rates. With the exception of Nepal, utilisation of
preferences in al other South Asian countries has shown an increase since 20012,
However, the utlisation rate might not be such a good indicator to measure the
effectiveness of the US scheme due to the fact that sectors of interest to South Asiaare
excluded. A better measure in the case of USwould be the utility rate.

Not surprisingly, the utility rate for South Asiais low as 23 percent due to the low
coverage of products under the US GSP scheme. A low utility rate means that most of
the products exported to US are not being exported under preferential rates. Thus, inthe
case of South Asia about 77 percent of the exports are dutiable — that is, they do not
receive preferential treatment. Utility rateshave beenlow and stablefor all South Asian
countriesexcept India, which hasarelatively higher rate compared to other countriesin
theregion and has managed to export alarger share of exportsunder preferential treatment
(duty free) since 2000%. But India's utility rateisstill low at below 40 percent.

5.1.1 Countriesvulnerableto preference erosion in the US

Chart 5.6 showsthe vulnerability of countriesin South Asiato preferenceerosionin US,
with countries in the top-right hand quadrant being highly vulnerable to preference
erosion while countriesin the bottom-left hand quadrant being the least vulnerable. As
it can be seen from the chart, aimost none of the South Asian countries are highly
vulnerable to preference because they face low utilisation and utility rates in the US
market. Thisisaresult of low product coverage under the US GSP scheme. Indiamay be
relative more susceptible to preference erosion compared to other countries in the
region but on the whole is not with less than 50 percent of the products imported from
Indiato USreceiving preferential treatment.

Chart 5.6: Vulnerability to Preference Erosion in the US (Country-wise)
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Table 5.9: US Coverage Rates (sector-wise, 2004)

Section Description BG IN NP PK SL
| Live animals & products 50 38.9 - 11 100
Il Vegetable products 100 57.8 100 17.8 91.8
11 Fats and oils 100 2.5 - 12.8 100
v Prepared foodstuffs, beverages, etc. 100 54.5 - 97.8 96.8
\% Mineral products - 7.6 - 100 -
Vi Chemical products 100 0 100 100 100
Vil Plastics & rubber 100 87.1 100 69.6 99.9
VIII Hides and skins, leather, etc. 44.1 16.3 3.8 4.9 12.8
I1X Wood & articles of wood 99.6 90.4 95.6 97.6 99.6
X Pulp of wood, paper, books, etc. - - - - -
X1 Textile & textile articles 0.1 2.8 0.7 1.2 0.5
X1 Footwear, headgear, umbrellas, etc. 0.1 1.1 0.5 23 11
X111 Articles of stone, cement, etc. 100 95.6 100 99.7 72
XV Precious stones, etc 100 100 100 100 99.9
XV Base metals & products 100 95.6 100 85.2 100
XVI Machinery & electrical equipment 100 89.8 100 91.9 100
XVII Transport equipment 100 99.8 - 98.7 100
XVIIl | Optical & precision instruments 100 92.8 100 96.8 97.4
XX Arms and ammunition 97.6 93.5 - 100
XXl Works of art, etc 0 - - - -

Total Coverage 1.02 |41.46 4.244 4.07 7.69
Source: Data compiled from UNCTAD

5.1.2 Sectorsvulnerableto preference erosion in the US

Although coverage rates are amongst the lowest in Bangladesh with only one percent
of itsexports potentially receiving preferencesin the US market, coverageratesare quite
high for some sectors, asit can be seen from Table 5.9. However, it isimportant to note
that sectors receiving the highest coverage (100 percent) are not the most important
export sectors of Bangladesh. These sectors account for about one percent of total
exports from Bangladesh to the USin 2004. On the other hand, the coverage rates for
Bangladesh’s main exporting sectors, textiles and textile articles and footwear, are less
than one percent while live animals & products records a higher but a low rate of 50
percent.

These sectors together accounted for 98 percent of total exports of Bangladesh to the
US. While these exports record high utilisation rates, they have low utility rates dueto
their low coverage rates and as such are less vulnerable to preference erosion. Thus,
they are not shown in Table 5.10, which illustrates sectorsin South Asiathat are highly
vulnerableto preference erosioninthe US. Sectorsin Bangladesh, which arelikely to be
most affected by erosion of preference — that is, those with high utilisation and utility
rates - only account for only one percent of Bangladesh’stotal exportstothe US. Thus,
erosion of preference due to tariff reduction by US is expected to be insignificant and
unlikely to beamajor issuefor Bangladesh. Rather, reduction of tariffsby the US market
under NAMA negotiations (particularly for clothing) isof importance to Bangladesh as
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Table 5.10: Sectors Vulnerable to Preference Erosion* under US GSP scheme, 2004
Section| Description BG IN NP PK S
| Live animals & products X
Il Vegetable products X X
11 Fats and oils X X
v Prepared foodstuffs, beverages, etc. X X X
Vv Mineral products X

\| Chemical products X X X X
VI Plastics & rubber X X
VIII Hides and skins, leather, etc.

1X Wood & articles of wood X X X X X
X Pulp of wood, paper, books, etc.

X1 Textile & textile articles

X1 Footwear, headgear, umbrellas, etc.

X111 Articles of stone, cement, etc. X X X X X
XV Precious stones, etc X X X X X
XV Base metals & products X X X X
XVI Machinery & electrical equipment X X X
XVII Transport equipment X X X

XVIIl | Optical & precision instruments X X
X1X Arms and ammunition X X

XX Miscellaneous manufacturing articles X X X X
XXl Works of art, etc

Note: * Utilisation and utility rates over 60 percent

X sectors vulnerable to preference erosion

X sectors vulnerable to preference erosion and account for 5 percent or more of total exports
Source: Compiled from Table A3 and A4.

it would reduce theimport duty levied on Bangladesh’s clothing in the US market and
enhance its competitiveness vis-a-vis Caribbean and Sub-Saharan countries which
currently enjoy duty free access, thanksto US under AGOA and CBI.

India' smain exportsto USinclude precious stones, textile & textile articles, base metals,
chemical product and machinery & electrical equipment which together accounted for
70 percent of India’stotal exportsto the USin 2004. Exports of precious stones, base
metals and machinery & electrical equipment record high coverage rates under the US
GSP scheme—that is, over 90 percent. However, textile & textilearticles, which account
for 26 percent of total exportstothe US, have alow coveragerate of only 2.8 percent. In
comparison to its South Asian counterparts, India is the only country that does not
receive any preferencesfor chemical products. Thisisasaresult of theremoval of GSP
benefitsby the USin 1992 for agricultural chemicals and pharmaceuticals on grounds of
inadequate intellectual property rights (IPRs) protection®.

As it can be seen from Table 5.10, precious stones, base metals and machinery and
electrical equipment face ahigh degree of vulnerability asaresult of tariff reductionsby
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the US as these sectors enjoy high utility rates of over 60 percent. These three export
sectors account for 40 percent of India's total exportsto the USin 2004. Despite high
utilisation rates, the utility rate for textile and textile articles, India’s second largest
export sector to the US, is only 2 percent and as such not vulnerable to preference
erosion and not shown in Table 5.10. Chemical products are exported to the US under
thenormal MFN tariff rates and therefore are unlikely to be adversely affected by tariff
reductions. On the contrary, these two sectors stand to gain from tariff reductions by
the US. In comparison to other South Asian countries, India usesthe US GSP scheme
more than the other countries in the region. This could be because India exports a
diverse range of products compared to other countries in the region other than textile
andtextilearticles.

Nepal exportsfewer itemsto USin comparison to other South Asian countries. Itsmain
exporting sector, textiles and textile articles alone accounts for 93 percent of its total
exports but is barely covered by the US scheme — the sector has a coverage rate of 0.7
percent. Nepal receives 100 percent coverage for the export of precious stones, its
second highest exporting item to US but it only accountsfor two percent of thecountry’s
total export share. The export share of other sectorsthat receive 100 percent coverage
rate accounts for the remaining five percent of total exports of Nepal to US.

Exports of base metals, chemicals and vegetable products are sectors, which are most
likely to be vulnerableto tariff reductions asthe utility rates are above 93 percent, with
equally high utilisation rates. However, these exports only account for 0.5 percent of
Nepal’sexportsto US. Textile & textilearticlesin comparisonisunlikely to experience
erosion in preferences asthe main exporting sector does not enjoy preferential accessto
theUS. Therefore, textile and textile articles do not appear inthe Table 5.10 of vulnerable
sectors to preference erosion.

Pakistan’s main exporting sectors consist of textiles and textile articles (which alone
account for 89 percent of total exportsto US), hides and skins and other miscellaneous
manufacturing articles — record low coverage rates of between one to nine percent.
Sectors, which receive more than 90 percent coverage, however account for only three
percent of Pakistan’s total exportsto the US in 2004. Its main exporting sector hardly
benefitsfrom preferential treatment and as such isnot presented in Table 5.10. Products,
which are most vulnerable to preference erosion, are those sectors, which constitute
only asmall share of total exportsfrom Pakistan (three percent).

Inthecaseof Sri Lanka, textilesand textilearticles, which account for 81 percent of total
exportsto the US, have acoveragerate of only 0.5 percent. On the other hand, plastics
and rubber and precious stones have coverage rates of aimost 100 percent but have an
export share of seven and three percent, respectively. Asit can be seen from Table 10,
textiles and textile articles are least vulnerable to preference erosion due low utility/
utilisation rates. However, exports of plasticsand rubber and precious stonearelikely to
faceerosionin preferencesasthey record high utility/utilisation rates of over 90 percent.
Thesetwo sectorstogether account for 10 percent of total exportsfrom Sri Lankato the
USin 2004. Other sectorsthat have high utilisation and utility ratesare also showninthe
table but they account for about six percent of total exports of Sri Lanka.
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5.2 Coverage, utilisation and utility ratesof South Asiaunder EU GSP scheme

In 2004, EU market received imports from South Asiaworth some US$30bn of which
US$14bn of importsentered EU under preferential rates. The main beneficiariesin South
Asia under the EU GSP scheme, in terms of imports receiving preferential treatment
were: India, accounting for asizable share of 57 percent followed by Bangladesh, Pakistan,
Sri Lankaand Nepal, reflecting the relative import shares of these countriesin the EU
(Chart 5.7). Incidentally, Indiais the second largest beneficiary of GSP after China®®
while Bangladesh ranks eighth amongst thelist of GSP beneficiaries.

Chart 5.7: Main beneficiariesof theEU-GSP scheme
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Source: Compiled from data provided by UNCTAD

Table 5.11: EU GSP Imports and Utilisation for South Asia, 2004
Value of Imports (US$00Q

Preference Covered | Receiving | Potential | Utilisa- | Utility
Beneficiary Total | Dutiable by the pref. | Coverage tion Rate

Scheme | Treatment Rate Rate %

% %

Bangladesh| 5251502 | 5194794 | 5174295 3124727 99.6 60.4 60.2
India 19030157 {13629831 | 9973295 8089568 73.2 81.1 59.4
Pakistan 3989537 | 3787447 | 2528310 2208095 66.8 87.3 58.3
Nepal 118989 | 111460 | 105203 88500 94.4 84.1 79.4
Sri Lanka 1694239 | 1312556 | 1281969 540124 97.7 42.1 41.2
South Asia | 30084424 |24036088 [19063072 | 14051014 79.3 73.7 58.4
Source: UNCTAD

Asit can be seen from Table 5.12, coverage offered under the EU GSP schemeis quite
extensivefor importsfrom South Asia, with almost 80 percent of dutiableimportstothe
EU digiblefor preferential treatment in 2004. Under the GSP scheme, Bangladesh, Nepal
and Sri Lankareport ahigher coveragerate of 90 percent and above, largely dueto their
designation asL DCsinthe case of Bangladesh and Nepal. Sri Lankahasahigh coverage
duetoitseligibility under the Special Schemefor the Protection of Labour Rights. High
but lower coverage rates are recorded in the case of both Indiaand Pakistan. Coverage
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rates haveremained stablefor all of the countriesover time? . Utilisation rateisalso high
for the region (over 70 percent) and the rate has improved over time % but thereis
considerable variation across the countries, with higher utilisation rates reported in
India, Pakistan and Nepal (over 80 percent) but less than 50 percent in the case of Sri
Lanka. Theratefor Bangladesh isabout 60 percent. Although the utilisation rateishigh,
utility rateissomewhat lower for theregion—that is, about 60 percent. Here again there
isconsiderabl e variation— 80 percent of Nepal ese goods areimported under preferential
duties to the EU while 60 percent of the Sri Lankan imports pay higher MFN duties.
Overdll the utility rate hasincreased for the region and as such more goods areimported
at apreferential rate than before?®.

5.2.1 Countriesvulnerableto preference erosion in the EU

Chart 8 shows the vulnerability of countriesin the region to preference erosion in the
EU. It shows that all the countries in the region are likely to experience preference
erosion to some degree. Some are likely to be more affected than the others given their
higher utilisation and utility levelssuch as Nepal, while Sri Lankawill not be affected as
much, since it has not been able to effectively use the preferences extended by the EU
and has been mostly exporting under MFN rates.

Chart 5.8: Vulner ability to PreferenceErosion in the EU (country-wise)
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Table 5.12: EU Coverage Rates (sector-wise, 2004)

Sect.| Description BD IN NP PK SL
| Live animals & products 100.0 94.7 100.0 100.0 18.9
Il Vegetable products 92.0 76.0 92.9 65.2 95.2
11 Fats and oils 100.0 97.8 100.0 100.0 | 100.0
v Prepared foodstuffs, beverages, etc. 67.2 85.5 1.8 36.5 99.0
\% Mineral products 100.0 63.9 100.0 0.3 | 100.0
\| Chemical products 99.2 30.6 100.0 74.6 98.7
VIl Plastics & rubber 87.8 95.0 100.0 99.9 99.8
VIIlI | Hides and skins, leather, etc. 98.0 0.0 86.5 0.0 99.6
I1X Wood & articles of wood 100.0 99.5 100.0 100.0 | 100.0
X Pulp of wood, paper, books, etc.
X1 Textile & textile articles 99.8 72.1 100.0 71.8 99.5
X1 Footwear, headgear, umbrellas, etc. 100.0 99.9 100.0 100.0 99.6
XIIl | Articles of stone, cement, etc. 100.0 99.9 100.0 99.2 | 100.0
XIV | Precious stones, etc 100.0 |100.0 100.0 100.0 | 100.0
XV Base metals & products 99.5 99.3 99.6 99.7 99.6
XVI | Machinery & electrical equipment 98.8 99.0 100.0 99.4 97.5
XVII| Transport equipment 99.6 99.9 100.0 98.6 99.8
XVIII| Optical & precision instruments 100.0 99.2 100.0 99.9 | 100.0
XIX | Arms and ammunition
XX Miscellaneous manufacturing articles | 100.0 99.7 100.0 100.0 0.0
XXI | Works of art, etc . . . .
Total 99.6 73.2 94.4 67.75 97.7
Source: UNCTAD

Table 5.12: Sectors (HS Sections 1-21) Vulnerable to Preference Erosion*
under EU GSP scheme

Section| Description BG IN NP PK SL
| Live animals & products X X X

Il Vegetable products X X X
11 Fats and oils X X X X X
v Prepared foodstuffs, beverages, etc. X

\% Mineral products X

\| Chemical products X X X
VIl Plastics & rubber X X X X X
VIII Hides and skins, leather, etc. X X X
I1X Wood & articles of wood X X X X
X Pulp of wood, paper, books, etc.

X1 Textile & textile articles X X X

X1 Footwear, headgear, umbrellas, etc. X X X X X
X111 Articles of stone, cement, etc. X X X X X
XV Precious stones, etc X X X X
XV Base metals & products X X X X
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XVI Machinery & electrical equipment X X

XVII Transport equipment X X X X
XVIIl | Optical & precision instruments X X X X X
XX Arms and ammunition

XX Miscellaneous manufacturing articles X X X X
XXl Works of art, etc

Note: * Utilisation and utility rates over 60 percent

X sectors vulnerable to preference erosion

X sectors vulnerable to preference erosion and account for five percent or more of total exports
Source: Compiled from Tables Al and A2

5.2.2 Sectorsvulnerableto preference erosion in the EU

At the sectoral level, the coverage of exports from Bangladesh is high - well above 90
percent, except in the case of prepared foodstuff, as it can be seen from Table 5.11.
Textile and textile articles, which account for over 90 percent of total exports from
Bangladesh to EU have a coverage rate of 99 percent. But this sector records low
utilisation and utility rates of lessthan 60 percent and therefore does not appear in Table
5.12 which shows sectors vulnerable to preference erosion inthe EU. Thisisdueto the
fact that Bangladesh is unable to meet the stipulated rules of origin criterion of the EU
GSP scheme, which involvestwo processing stages (so-called ‘ doubl e transformation’).
This involves weaving/knitting of the fabric and the making up of the clothing to be
undertaken in the éligible country?. Currently, Bangladesh does not produce fabrics, at
least in sufficient amounts required by the clothing industry and depends on imported
fabrics. Nevertheless, this sector islikely to experience some degree of preferenceerosion
withmultilateral tariff reductions.® Other sectors, which arelikely to be highly vulnerable
to preference erosion, arelisted in the Table 5.13 but they account for about only seven
percent of total exportsfrom Bangladesh.

Inthe caseof India, overall coveragerateisabove 70 percent, with most sectors having
a rate of above 90 percent but with few sectors recording low coverage rates. These
sectorsinclude chemicals, some textiles and textile articles, hides and skins, which are
not eligiblefor tariff preferences, asthey have graduated from the scheme by surpassing
the 15 percent market sharecriteria(12.5 percent inthe case of textileand textilearticles)®.
Main export sectorsto the EU include textile and textile articles, precious stones, base
metals, machinery and mechanical appliances, which account for 65 percent of total
exportsto the EU. Other than chemicals, these sectors have high utilisation and utility
rates, making them highly vulnerableto preference erosion. Precious stones, which are
the main exports from Indiaaccounting for more than 10 percent of total exportsto the
EU have high utilisation and utility rates of over 80 percent making the sector highly
vulnerable preference erosion. As it can be seen from the Table 5.13, several other
sectorsin Indiaare also likely to be subjected to preference erosion to agreat extent.

Like Bangladesh, Nepal has a high coverage rate and coverage is very high across
sectors except in the case of prepared foodstuffs, which hasavery low coverage rate of
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less than two percent (due to the limited coverage of sugars and sugar confectionery
which has not been liberalised under the EU scheme). Textilesand textilearticles, which
account for 80 percent of EU’simportsfrom Nepal record acoveragerate of 100 percent
aswell ashigh utilisation and utility rates of over 80 percent®. These high ratesin the
case of Nepa may be explained by the EU granting derogation from the GSP rules of
origin for anumber of textileand clothing itemssince 1997.% Thus, textilesand textile
articlesarelikely to bevulnerableto preferenceerosioninthe EU. Asit can beseenfrom
the Table 5.13, other sectors too benefit from the EU GSP scheme except prepared
foodstuffs — but this sector accounts for only five percent of the total imports. On the
whole, anumber of sectorsin Nepal are highly vulnerableto preference erosionin EU.

The overal coverage rate of Pakistan's imports under the scheme is the lowest in the
region largely dueto hides and skins, and mineral products not being eligible for tariff
concessions under the EU GSP. But sector wise coverage is quite high (beyond 90
percent) in most sectors. Textile and textile articles, which account for 71 percent of
exports to the EU have high utilisation and utility rates under the EU GSP scheme,
making the sector highly vulnerableto preference erosion. Withtheremoval of duty free
access for textile and textile articles exports from Pakistan to EU under the new GSP
schemein 2006, the sector would be less vulnerabl e to preference erosion than before.
In fact tariff reductions would make these products more competitive vis-a-vis other
competing countries which receive duty free access to the EU.

While Sri Lankahasahigh coveragerate (almost 99 percent) and recordsahigh coverage
rate across sectors other than live animals and products, it hasavery low utilisation and
utility rate—in fact, the lowest in the region and as such the country islikely to beleast
affected by preference erosion compared to other countriesintheregion. Thisislargely
due to textiles and textile articles, which account for half of exportsto the EU, have a
very high coveragerate, but record very low utilisation and utility rates. This sector is
not vulnerable to preference erosion and such does not appear in the Table 5.13. Like
Bangladesh, Sri Lanka has been unable to better utilise preferences extended to the
sector due to lack of backward linkages in the country and has to rely on imported
fabrics. Thismakesit impossibleto meet the RoO criteriaset to qualify for preferences
under EU GSP scheme* . More recent data from the EU Commission shows that there
has not been asignificant improvement in the utilisation rate of the sector following the
GSP-plus scheme despite duty free treatment access to the EU, indicating that rules of
origin remains a constraining factor. Nevertheless, other important sectors such as
plastics and rubber; precious stones; and vegetable products, which together account
for 30 percent of Sri Lanka'sexportsto the EU record higher utilisation and utility rates,
making them vulnerable to preference erosion in the EU. Most other sectors are also
likely to be adversely affected dueto their high utilisation and utility rates but they only
account for about eight percent of Sri Lanka stotal exportsto the EU.

5.3 Preferenceerosion in USand EU

Reductionintariff ratesby the USisunlikely to lead to asignificant erosion of preferences
for South Asia. Thisisdueto low coverage rates of products of export interest to South
Asiaunder the US GSP scheme, in particular for textilesand textile articleswhich account
for more than 80 percent of almost al of the South Asian countries' total exports.
Nevertheless, there are sectors, which are vulnerable to preference erosion but they do
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not account for asignificant share of these countries’ exports other than in the case of
India (precious stones, base metals, machinery and el ectrical equipment) and Sri Lanka
(plastics and rubber, and precious stones). On the whole, the losses from preference
erosioninthe USfor South Asiaarelikely to bevery small. Infact, tariff reductions by
US on the whole are most likely to result in gains for South Asiain the form of lower
tariffsfor its major exportsitemsthusleading to greater competitiveness, especialy in
the caseexport of textileand textilearticles. For example, tariff reductionsunder NAMA
will have positive implications for South Asian countries in US and increase their
competitive edge vis-a-vis Caribbean and SSA countries which currently enjoy duty
freefor textilesand textile articlesto the US market under CBI and AGOA

Compared to the US, the EU scheme is more generous in providing market access to
countries in the region, with a higher coverage rate recorded in the EU (75 percent)
versus alow coverage rate under the US scheme (25 percent). Thisisaso reflected in
the utility rates of thetwo schemes, with moreimportsinto the EU enjoying preferential
rates (duty free or otherwise) compared to the US. Though the US scheme records a
higher utilisation rate than that of the EU, it has alow coverage rate, which means that
countries are making the most out of the limited preferencesthey receive. Theregionis
likely to be more exposed to preferenceerosionin EU thanin US, tariff reductionsby EU
isexpected to have diverseimplicationsfor the South Asian countrieswith Nepal likely
to suffer the most and Sri Lanka, the least dueto variationsin the utilisation and utility
ratesin sectors of export importance to these countries. Inthe caseof Sri Lanka, only a
few sectors of export importance (vegetabl e products, plastics and rubber, and precious
stones) are susceptible to erosion of preference and they account for about one-third of
thetotal exports. Bangladesh islikely to experience some degree of preference erosion
though its main export sector, textiles and textile articles are unable to fully utilise the
preferences it currently receives due to stringent rules of origin under the EU GSP
scheme. Inthe case of India, Nepal and Pakistan, thetextile and textile articles sector is
vulnerableto preference erosion in the EU despite some of these exportsfrom both India
and Pakistan do not qualify for GSP treatment anymore, having graduated from the
scheme. In addition, precious stones, which are Indid's largest export sector to the EU
together with major export sectors, base metal s and machinery and el ectrical equipment
arelikely to experience preference erosion.

MFN reduction will also have negative implications for preference margins currently
enjoyed by countriesin theregion that are beneficiaries of various bilateral and regional
trading arrangements other than the GSP schemes. Whether South Asian countries
would lose from MFN tariff reductions depend on the extent to which arrangements
provide product coverage and whether these preferences are utilised. If these preferential
arrangements are not utilised by beneficiary countries, which could be dueto avariety
of reasons, then loses from preference erosion are not likely to be great. It is quite
possible that the beneficiary country could gain better market access from MFN tariff
reductions, if a particular sector of importance to the country is not benefiting under
these trade arrangements such as in the case of textiles and textile articles which is
excluded under the US GSP scheme. So far, the discussion has been on identifying
countries and sectorsin South Asiathat are vulnerableto preference erosionin US and
EU. Thenext section would | ook at the estimated | osses from preference erosion, which
has been drawn from existing empirical studies on theissue.
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5.4. Empirical evidence of the estimated loss due to preference erosion

Numerous studies have analysed the effects of preference erosion. Most use either
genera equilibrium (CGE) modelsor work in partia equilibrium. So called CGE models
estimate the welfare and production effects of trade liberalisation. Such models contain
anetwork of linkages between industries and countries and take into account the effects
of a change in one part of the economic system on other parts. Losses in a country’s
export sector may thus be compensated by gains in other sectors of the domestic
economy or in other countries/regions. Partial equilibrium studiesare easier to undertake
but they ignore such linkages. While CGE studies show the overall impact of trade
liberalisation, partial equilibrium studies focus on the negative effects of preference
erosion.

Subramanian (2003) using apartial equilibrium framework examined the overall impact
on the exports of LDCs of preference erosion caused by a 40 percent reduction in the
preferencemarginin the Quad countries (Canada, EU, Japan and US). The study concludes
that the potential loss at the aggregate level is very small, amounting to less than two
percent of exports and thislossislikely to be spread over time with MFN reductions
phased-out. Only two countries are estimated to face losses exceeding 10 percent of
exports (Malawi and Mauritiania). I n the case of Bangladesh, thisamounted to an export
revenuelossof 4.4 percent, whilethefiguresfor the Maldivesand Nepal were3.7 and 2.5
percent, respectively. Only afew countrieswill facelossesthat are significant, especialy
if their exports consist of products, which enjoy deep preferences. But even then the
magnitudeswill besmall invaluetermsandin relation to their exports. Thetotal value of
lost export revenue would be around U S$530mn, with Bangladesh accounting for about
two-fifths alone of the losses (US$222.4mn). Nepal was estimated to lose US$17.8mn
and MaldivesUS$2.8mn.

This study was complemented by Alexandraki and Lankes (2004) who extended the
analysisto middle income countries and covered three productsi.e. sugar, bananas and
textiles. Their study suggests that the impact of preferencesisyet again small (0.5-1.2
percent reduction of total exports of the middle income countries) In the case of India,
Pakistan and Sri Lanka, the estimated |oss was about 0.6 percent of total exports. They
argued that losses could be significant for small island economies due to their high
dependence on a narrow set of products (for which protection and preference margins
arethe highest) and high export dependence on the Quad markets. As such the problem
isalso commodity specific (sugar, bananasand to alesser extent apparel exports). Policy
implication of this is that support could be targeted by products and countries that
depend on them.

It isimportant to note that these figures tend to overestimate the value of preferences
dueto the underlying assumptions madei.e. complete utilisation of preferences (whereas
inreality they tend to be underutilised as discussed in the preceding sections), constant
world prices, full appropriation of preference rentsby exporters, disregard of gainsfrom
multilateral liberalisation, export supply elasticity of oneand constant. Thus, thelosses
could be even less if these are taken into account®.

Morerecently, Low, Piermartini and Richtering of the WTO (2005) estimated the degree
of preference erosion affecting all devel oping countriesasaresult of aMFN tariff cut on
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non-agricultural productsin the Quad countries and found that the risks of preference
loss are lower, if preference margins were adjusted to take into account of competition
from other preference receivers. Developing countries would enjoy a net gain of US$
2bn, intermsof thevalue of adjusted preference marginsif the Quad plus Australiawere
to reducethe MFN tariffs on non-agricultural productsusing a“ Swiss Formula’ witha
coefficient of 10. However, there are significant losers and gainers under this scenario.
In the case of India, Pakistan, and Sri Lanka, they are estimated to gain US$94.8mn,
US$3.3mn and 5US$6.7mn, respectively. LDCswould suffer anet loss of US$170mn
under the same liberalisation scenario, but in this case only two LDCs— Nepal and the
Maldivesgain (US$3.8mn and US$1.6mn, respectively). Themajor losersfrom preference
erosion include Bangladesh (US$61.6mn) amongst others. A significant part of the
preference erosion in the most affected countries comes from clothing. Other sectors of
someintereststo some of the affected countriesincludetextiles, fish and fish products,
leather and leather products, el ectrical machinery and wood and wood products.

Applying avery similar methodol ogy to estimate preference erosion in agriculture, Low,
Piermartini and Richtering (2006) found that contrary to expectations devel oping countries
as agroup benefits from a MFN cut by US$266.6mn, of which the LDCs account for
US$10.4mn. Underlying these numbers are total losses amounting to US$208.8mn
(US$3.8mnfor LDCs) and total gainsof US$475.4mn (US$10.4mnfor LDCs). Unlikein
NAMA, therisk of preference erosionin agricultureisfar more concentrated in terms of
particular products and countries. India and Nepal gain by about US$2mn, while
Bangladesh, Pakistan and Sri Lanka experience some |osses amounting to US$0.1mn,
US$2.7mn, and US$0.1mn respectively. Much of theimpact occursin the EU market and
the most affected products include bananas, sugar and beverages and spirits.

Rahman and Shadat (2005) examined the effect of tariff reductions under NAMA on
Bangladesh’sexportsto EU and US. In EU, they found that Bangladesh will suffer from
preference erosion —the magnitude depending on the formulaand coefficients applied.
On the other hand, Bangladesh is expected to gain in the US market as aresult of tariff
reduction under NAMA as preferential treatment received by Bangladesh in the US
marketisminimal.

In addition to partial equilibrium analysis, theissue has been examined using computable
general equilibrium (CGE) techniques. In general, CGE analysistendsto provide lower
estimates of the preference erosion effect than partial equilibrium analysis. For example,
Francois, Hoekman and Manchin (2005) estimate that EU liberalisation would lead to an
income loss of US$460mn for African LDCs; the figure drops to US$110mn when the
experiment isextended to include OECD wideliberalisation. According to their estimates,
full preference erosion would lead to aloss for African and Asian L DCs amounting to
US$110.5mn and US$87.4mn, respectively while other low income countrieswould gain
tentimesas much (US$2050.5mn).

It is not strictly possible to compare across the different studies due to different
underlying assumptions and methodol ogies used focusing on different countries/regions.
Nevertheless, the overall picture emerging from these studiesindicate that vast majority
of developing countries have much more to gain from multilateral liberalisation than
they lose from preference erosion. Moreover, preference erosion islikely to affect only
alimited number of countriesand thelossesarelikely to befairly small in the aggregate.
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Nevertheless, asmall number of countrieswill be adversely affected. These tend to be
small and/or poor countries often heavily dependent on a market, which has been
heavily distorted. In the case of South Asia, almost al empirical studies indicate that
Bangladesh stands to |ose most from preference erosion while the estimates of lossfor
other countriesareis mixed —either thelosses are small or some countries stand to gain
from preference erosion!

6. Measuresto Deal with Preference Erosion

In designing measures to deal preference erosion, it is important to understand the
nature of the problem. What can be said isthat preference erosionislikely to be permanent
feature—that is, not reversible. Shocksfrom preference erosion can also be anticipated
before hand. They are also likely to be spread out over time due to phased out nature of
tariff reductions (Subramanian 2003). Asitisclear from theempirical analysison preference
erosion, the problemisheavily concentrated in few products and preference beneficiaries.
Thisimplies that that assistance to help countries face erosion of preference could be
closely targeted (Alexandraki and Lankes 2004).

While the problem of preference erosion has been officially recognised in agricultural
and NAMA negotiations at the WTO, there is no consensus on possible solutions to
the problem (WTO 20063, 2006b). So far, the progress on thisissue has been slow at the
multilateral level, with several proposals submitted by membersthat aremost likely to be
affected by preference erosion. Generally speaking, two broad approaches can be
identified from the proposal sthat have been suggested to addressthe loss of preference
erosion. Oneisto be dealt within the WTO, or a‘trade solution’; and the other outside
the WTO, an ‘aid solution’ (Braga, Hoekman, Martin, 2006). Each solution has its
advantages and disadvantages. The debate on how best to deal with the problem of
preference erosion will be an important aspect of the trade negotiations in the Doha
Round. Though countriesremain divided on how best to deal with situation, thereisan
overall interest in finding a satisfactory solution to the problem, not only to ensure
equitable trade round but also to avoid blocking by potential losers from preference
erosion, as the WTO operates by consensus. Although the Doha negotiations have
been suspended since July 2006 due to other difficulties, the question on how to deal
with preference erosion could well stand in the way of a successful completion of the
Round at sometimein the future.

6.1 Trade solutions

The short-term objective of such measuresis partly to compensate for immediate | osses
stemming from preference erosion, while the long-term objective would be to prepare
these countries to survive without depending on preferences. However, a drawback of
trade measures is that they ensure preferences are maintained, which encourages
beneficiariesto further specialisein activitiesin which they may never be competitive
without the preferences and this would discourage industrial diversification, thereby
increasing adjustment costs when preferences are eroded. At the sametime, it must be
appreciated that providing temporary access has the advantage of helping vulnerable
sectors get afoothold in the markets before MFN liberalisation is complete.
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Potential trade based solutions include:

Measures to increase preference utilisation

Measures to extend product coverage of preferential schemes
Measures to extend preferencesin other markets

Measures to protect existing preferences

Thefollowing section would examine each of these measuresin turn.

6.1.1 Increase utilisation of preferences

Utilisation rates for South Asia under the US GSP scheme have been high on average
compared to the low rates recorded under EU scheme. South Asia as a whole has a
utilisation rate of over 90 percent under the US scheme compared to lower rate of 74
percent under the EU scheme, with both Bangladesh and Sri Lankarecording very low
rates of 60 and 42 percent, respectively. Thus, utilisation of preferences seems to be
more of a problem in the case of the EU scheme than the US scheme.

There are number of factors which affect the utilisation of preferences. Theseinclude:

e lack of security of access due to unilateral and autonomous nature of the schemes;

e insufficient product coverage due to exclusion of certain products of interests to
beneficiary countries;

o lack of understanding/awareness of the preferences availableand conditions attached;

e lack of capacity to supply;

e non-trade related conditionalities such as those relating to labour, environment,
good governance; and

e Redtrictiveand high RoO.

Most studiesidentify RoO as one of the main reasons for the low utilisation rates. RoO
isusedin preferential trade agreementsin order to ensurethat thereis minimum level of
domestic value addition in the product exported and to promote backward linkagesin
the economy. They also hel p ensure that the products exported under preference schemes
are not merely transshipped from non-eligible countries through eligible countrieswith
little or no value addition done. While RoO is meant to promote domestic valuation,
strict rules can impose significant costs on exporters and reduce the usefulness of
schemes and sometimes render them useless. In fact, studies have shown that thereis
an inverse relationship between the restrictiveness of RoO in preference schemes and
utilisation rates of preferences. According to a study by Anson and Bacchetta on the
T&C sector in LDCs, based on qualitative information on RoO they found that higher
utilisation rateswererecorded in cases of lower local content requirement, less complex
rules and more liberal cumulation regime — both in terms of country coverage and type
of cumulation.

Restrictive RoO isabinding constraint on the utilisation of the EU GSP scheme in the
case of South Asia, especially in the case of Bangladesh and Sri Lanka and the major
export sector in these countries—textile and textile articles. The sector in both countries
isunableto meet the RoO criteriastipulated under the EU GSP scheme, which involves
two processing stages to be undertaken in the country (what is called double
transformation) dueto lack of backward linkagesin these countries. Thisproblemiswell
documented?®.
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Both EU and US have recogni sed the difficultiesfaced by firms particularly from LDCs
and have provided time limited derogation from the general rule. In fact, EU isin the
process of reforming its RoO criteriawith the objectiveto simplify and relax theserules
to provide better access to developing countries with a movement towards a single
criterion based on value addition likein the case of the US GSP scheme. The advantage
of relaxing RoO to deal with preference erosion isthat it ensures greater market access
whiletariffsarein place and provides afoothold in the markets prior to tariff reduction.
A successful example of theimpact of reformsof an existing preferential arrangement on
utilisation ratesis Canada (L ow, Piermartini and Richtering, 2005).

On January 01, 2003 Canada added 903 tariff linesto thelist of duty freeitemsfor the
LDCS and introduced new rules of origin requirements. The reforms had a significant
impact on the utilisation rates of Bangladesh and itstextile and clothing sector. In 2002,
Bangladesh’s utilisation rates of Canadian preferences were very low, with the highest
utilisation rate of 45.1 percent and with an utilisation rate of zero for 17 tariff headings
(out of 40 tariff headings). Following the reforms, only six out of 40 sectors had an
utilisation rate of below 40 percent. Bangladesh also had significantly diversified its
exports across the 40 headings. More generally, the reforms had afavourable effect on
textileand clothing exportsfromall L DCsand increased the number of countriesexporting
to the Canada.

Other means of improving the utilisation of preferences include increasing the
predictability of preferential trade arrangements. The current autonomous character and
limited duration of unilateral preferences create uncertaintiesthat are exacerbated by built-
indigibility reviewsof both product and beneficiary countries, which underminethe capacity
of beneficiariesto better utilisethe GSP scheme. Thisisespecidly trueinthecase of theUS
GSPscheme, whichisrevised every twoyears. EU'sEBA initiativefor LDCshasimproved
the duration of preferences by granting them for an indefinite period.

A closdly linkedissueisthelack of harmonisation of requirementsin various preferential
schemes, which impose an unnecessary administrative burden and high transaction
costson exporterswho have to deal with different sets of rules and conditions depending
on the export market, which could lead to lower utilisation of preferences™ .

6.1.2 Extend product coverage and scope of non-reciprocal preferences

Negative consequences of preference erosion could be partially addressed through
efforts to provide DFQF market access to products of interests to LDCs. There are
number of ‘sensitive’ products of interest to LDCs such as garments and agricultural
productsthat still attract relatively high tariffsand currently are partially or wholly not
covered by preference schemes. Thus, an obvious trade solution to preference erosion
would be to extend preferential treatment to such products.

Most L DCsarenow granted preferential market accessto amost all developed countries.
Countriesnow giving DFQF accessto all or essentially al LDC exportsinclude Canada,
EU, New Zedand, Norway and Switzerland (Page, 2005). Japan offers free access to
about 63 percent of their exports. EU grants DFQF market access to L DCs under the
EBA initiativesince 2001. Sri Lanka, whichisanon-LDC, also has DFQF market access
to the EU since 2005 under the GSP-plusinitiative.
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Providing duty free accessfor all products from the LDCs essentially means duty free
access to US and Japan — one of the few developed countriesthat is yet to allow such
preferential accessto major products of export interest to LDCs. The USaready extends
duty free accessto itsmarket to L DCsin Africaand the Caribbean under the AGOA and
CBI though similar treatment isyet to be extended to Asian LDCs.

Asit can be seen from Chart 5.1, there is still great scope to extend duty free treatment
inthe USwhere about 27 percent of thetariff linesin the case of Bangladesh and Nepal
do not receiveany preferential treatment under the US GSP scheme®. The prospects of
extending of product coverage by US (and Japan) under the GSP scheme to include
these tariff linesis highly unlikely given that these sectors are considered sensitive, as
demonstrated the reluctance of US and Japan to give DFQF market accessto LDCs at
the Hong Kong Ministeria. In fact, a Bill known as the Tariff Relief Assistance for
Developing Economies Act of 2005 (or Trade Act of 2005) was proposed in February
2005 under which benefitswould be extended to 14 Asian LDCsand Sri Lankaunder the
AGOA. Theproposal asoincludesextending duty-free accessto textilesand clothing. But
due to strong opposition from the US textile industry associations, the Bill was dropped.

In the case of the EU, the scope to extend duty free preferencesin order to compensate
for preference erosionisvery limited asalmost al imports (99 percent) from Bangladesh
and Nepal aready receive duty freetreatment under the EBA initiative (see Chart 5.2)*.

Besides extending the product coverage under existing preference schemes, there are
possibilities of extending the scope of preferences beyond trade in good to services.
Although there are various preference schemes, which cover goods, no substantial
offers have been offered in the service sector so far. Negotiations in service sectors
where LDCs have a comparative advantage have not made much progress. There is
growing agreement that services and in particular the temporary moment of persons
(Mode 4) might have far larger positive effects on developing countries than trade in
goods. For example, it has been estimated that liberalisation of just three percent of the
labour market in the OECD countries would lead to gains to a tune of US$150bn to
developing countries and LDCs.

6.1.3 Compensate preference erosion through preferencesin other markets

Another solution to the preference erosion problem is to obtain preferential access to
other markets. A rough indicator of the possible scope for South Asia to seek trade
solutionsto preference erosion in markets other than the Quad isgivenin Table5.2. As
it can be seen in the case of Bangladesh, this option is not promising with over 80
percent of exportsdirected to the Quad countries and to alesser degreein the case of Sri
Lanka (70 percent). In case of India, Nepal and Pakistan asubstantial of portion of their
exportsgoesto countries other than the Quad countries, so there seemsto beapossibility
of addressing the problem by entering into preferential agreementswith other countries
or strengthening existing ones. But in the case of Nepal, most of itsexports are destined
toIndiawithwhichit already hasaFTA; so there appearsto be limited scopeto address
preference erosion in thisregard. In case of Indiaand Pakistan, both have entered into
preferential agreements with other countries, which are major export markets. The
possibility of addressing the problem within the region remains doubtful even with
South Asia moving to a FTA under SAFTA. Intra-regional trade in the region has
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remained low (six percent of total trade of the region) over the years despite attemptsto
promoteregional trade under SAPTA so it remainsto be seen whether the movement of
theregion to afreetrade areawill provide market accessto one another’s exports.

6.1.4 Multilateral trade concessions designed to protect preference dependent countries
This can involve delaying the liberalisation of sensitive sectors while targeting
liberalisation on sectors that developing countries have a comparative advantage. The
ideaof delaying liberalisation isto givevul nerable sectorsmoretimeto adjust to preference
erosion. One extreme trade solution to the problem of preference erosion isto abandon
MFN liberalisation. While this would take care of the concerns about losses, it would
seriously undermine the goal of the Doha Round to apply deepest cuts to the highest
tariffs and those of particular interest to developing country exports. Thisis hardly a
realistic option ascountries, which are non-beneficiary of non-preferentia agreementsare
unlikely to support such amove. Moreover, it would entail asubstantial welfarelossfrom
aglobal perspective® . But considering the negotiating positionsthat have been taken by
the ACP and LDC groups and others, one cannot entirely dismiss this option (Low,
Piermartini, Richtering, 2006). In both Agricultural and NAAM Negotiating Groups, there
have been proposals submitted for alonger implementation period for productsvulnerable
to preference erosion, anideato which many countries seem at least open to consideration.
Inthe case of Bangladesh and Nepal, anindicativelist of productsvulnerableto preference
erosionin EU and USisgiven in the annex for which this option could be applied.

However, some countriesare opposed to any trade measuresto respond to the preference
problem, asthiswould be at the expense of their own accessto major markets. There has
also been some discussion of whether special consideration should be givento countries,
which are not beneficiaries of preferencesbut may be most affected asaresult of atrade
solution, such asalonger implementati on period for tariff reduction on the key products.
A proposa was presented by Sri Lanka suggesting immediate access to preferential
regimes for such affected countries. Support for this proposal was mixed but some
countries have signalled their possible support for special consideration for these
countries through shorter implementation periods.

A pragmatic solution to the problem would address the issue of preference erosion
while adhering to the overall purpose of trade round i.e. to liberalise trade by bringing
downtradebarriers. Thisoptionisprovided by Aidfor Trade (A4T). A4T isconsidered
as a better approach to deal with preference erosion than any of the trade measures as
it benefits countriesthat are vulnerable to preference erosion but does not distort trade,
which is detrimental to non-beneficiary countries. In fact, there seems to be general
support for targeted A4T to address the underlying challenges faced by preference
receiving countries - the diversification of exports and mitigation of adjustment/
restructuring costs (WTO, 2006b).

6.2 Non-trade Solution - Aid for trade (A4T)

If the latest trade round is to succeed in meeting the development dimension of the
Doha Round, it will have to consider not only trade measures that are currently under
discussion but also to provide assistance so that developing countries could address
preference erosion aswell astake advantage of new opportunities offered with increased
market access. Their capacity to produce goods and transport them to markets must be
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improved, inadequateinfrastructure must beimproved and weak ingtitutional and human
capacitiesmust be addressed before they can fully make use of new trade opportunities.
AA4T isaterm, which coversall these activity.

A4T isnot anew concept. Currently, thereare number of initiativesthat aim to help countries
better make use of trade opportunitiesand deal with adjustment costsrel ated to participation
inthemultilaterd trading system. But it wasin 2005 that A4T becamepart of theinternationa
discourse (ILEAP and JEICP, 2006). International policy marking events throughout the
year gave high priority to the integration of developing countries into the global trading
systemto promote economic growth and reduce poverty* . Further it became obviousthat
support for supply-side improvements was a hecessary to achieve this.

Sincethe Uruguay Round concluded in 1994, WTO membershaveincreasingly accepted
the need for trade-related technical assistance (TRTA) to help developing countries
with the implementation of WTO commitments and their associated costs (I nstitute for
Agricultureand Trade Policy, 2006). However, various measuresthat wereinitiated have
had limited successto date.? The 2001 WTO DohaMinisterial Declaration recognised
TRTA and capacity building as a “core element of the development dimension of the
multilateral trading system” and set out numerous commitmentsin that area.

But A4T wasofficially put onthe WTO agendaonly at the 6th Ministerial Conferencein
Hong Kong in December 2005. A4T initiativeisenshrined in paragraph 57 of theWTO
Hong Kong Declaration which statesthat * ... Aid for Trade should aimto hel p developing
countries, particularly LDCs to build supply capacity and trade-related infrastructure
that they need to assist them to implement and benefit from WTO agreementsand more
broadly to expand their trade...” .** There was aso ageneral consensusthat A4T should
complement rather than act as a substitute to ongoing Doha Round of trade talks.

Following the Ministerial Conference a Task Force on A4T was established to
recommend how to operationalise A4T and the first set of recommendations was
submitted on July 27, 2006.* At the sametime, the WTO Director-General was asked to
consult on the question of the adequacy of financing for aid for trade.

In showing their support for A4T, EU, Japan and US al announced huge increases in
resources for A4T prior to, and at Hong Kong. At Hong Kong Ministerial, Japan
announced US$10bn over three years. The EU pledged to increaseits annua spending
on A4T two billion Euros (US$2.6bn) by 2010 up from current level of 300 million Euros
(US$404mn). The US announced adoubling of annual A4T to US$2.7bn by 2010 from
US$1.3bnin 2005 pending asuccessful conclusion of anew trade round. Subsequently, in
St Petershurg, G-8 leaders said they expect that spending on A4T to increase to US$4bn.

AFT has recently been advanced due to a number of reasons. First, developing and
LDCs have not been able to take full advantage of benefits from multilateral trade
liberalisation because of supply side constraints. A4T isseen asanecessary complement
to market access by removing ‘ behind the border’ barriersto trade. Second, A4T isseen
as an instrument to ‘buy’ progress in the current multilateral trade negotiations and
ensurethat the Round resultsin Pareto improvementsfor all developing countries. A4T
is seen as a necessary condition for progressin the WTO’s bargaining process, which
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is characterised by both single undertaking and consensus. A4T is to be directed to
countriesthat would be net losers from the Doha Round and woul d have an incentive to
block its progress. Third, A4T addresses the concerns of developing countries, which are
likely to experience preference erosion, increasesin food prices, suffer from tariff revenue
shortfalls, and other costs associated with trade liberdisation. Fourth, A4T isseen asa
mechanism of redistribution of gainsfrom the DohaRound, whichislikely to beimbaanced.

6.2.1 What isA4T?
There are various definitions as to what constitutes A4T — some are narrower than
others. The Task Forceinitsreport covered six broad categoriesinitsdefinition of A4T:

1) Trade policy and regulations: It covers support to help countries effectively
participatein multilaterd trade negotiations, andysisand implementation of multilateral
trade agreements, mainstreaming trade policy and technical standards, tradefacilitation,
support to regiona trade arrangements and human resources in trade.

2) Tradedevelopment: It coversbusinessdevel opment and activitiesaimed at improving
the business climate, access to trade finance and trade promotion in the productive
sectors (agriculture, forestry, fishing, industry, mining, tourism, services), including
at ingtitutional and enterprise level.

3) Infrastructure: It covers trade related infrastructure such as transport,
communications, and energy.

4) Building productive capacity: It aims at improving the capacity of a country to
produce goods and services

5) Traderelated adjustment: It envisages assistance to meet adjustment costs from
trade policy reform, including balance of payment problemsresulting from lost tariff
revenues, erosion of preferences, etc

6) Other trade related needs

Categories 1-2 follow the definitions in the Joint WTO/OECD Database and cover
traditional formsof aidi.e. TRTA and capacity building while categories 3-6 broaden the
AA4T agenda. The Task Force states that existing projects and programmes should be
considered as A4T if these activities have been identified as trade rel ated devel opment
prioritiesin the recipient country’s national development strategy.

The objectives of the A4T as spelled out by the Task Force report are:

e To enable developing countries, particularly LDCs to use trade more effectively to
promote growth, devel opment and poverty reduction and to achieve their devel opment
objectives, including the MDGs;

e To help developing countries, particularly LDCs, to build supply-side capacity and

trade-related infrastructurein order to facilitate their accessto markets and to export

more;

To help facilitate, implement, and adjust to trade reform and liberalisation;

To assist regional integration;

To assist smooth integration into the world trading system; and

To assist in implementation of trade agreements.

Initsreport, the Task Force states that A4T should be guided by the Paris Declaration
on Aid Effectiveness®. The main recommendations of the A4T Task Force Report are
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summarised in Box 2. They represent acomprehensive attempt to addressweaknessesand
gapsintheassistance, including therecipient (‘demand’) side of A4T, the donor response,
and the‘bridge’ between ‘demand’ and ‘response’ (IMF and World Bank, 2006).

6.2.2 Trendsin A4T to South Asia

Thissection usesthe WTO/OECD Trade Capacity Building Database (TCBDB) to provide
an overview of commitments towards TRTA and capacity building as well as
infrastructure made by bilateral donorsand multilateral agenciesbetween 2001 and 2004
to South Asia. The database provides data on trade-rel ated ai d under the three categories
(WTO/OECD, 2005): 1) Trade policy and regulations; 2) Trade development; and 3)
Infrastructure, as defined above.

Since 2001, donorshave significantly scaled upitseffortsin TRTA and capacity building to
developing countries to help them participate more effectively in international trade and
integrate into the world trading system. Volume of trade related commitmentsfor thefirst
two categories rose by 50 percent between 2001 and 2004 to reach US$3bn. Despite the
substantial increase, only afraction of total aid goesinto trade related assistance. In 2004,
about 4.4 percent of total worldwide aid budget was devoted to trade-capacity building,
withinfrastructure accounting for a25 percent share (WTO/OECD, 2005). Thesefiguresdo
not take into account of recent announcements of contributions from EU, US and Japan.

Trade Policy and Regulation: Assistance for trade policy and regulations amounted to
USD811mnin 2004 fdling from US$934mn recorded in 2003 but thefigurewasstill much
higher than 2000/01 levels (Chart 5.9). Thedrop waslargely dueto programme cycles of
some of the main donors, namely of the EU which accounts for 40 percent of total
commitmentsto trade policy and regulations. In 2004, aid to trade policy and regulations
increased to America, but decreased to Africaand Asia (including South Asia) and for
global programmes such as the Integrated Framework, etc. South Asia accounted for
less than three percent of total assistance for trade policy and regulations, which
amounted to about US$22mn in 2004. South Asia'ssharein thiscategory hasfallen over
timefrom 3.67 percent recorded in 2000to 2.74 percent in 2004. In terms of composition
of assistance to trade policy and regulation to South Asia, the largest category,
accounting for half of assistance wasfor trade mainstreaming, followed by assistanceto
technical standards (20 percent) and trade facilitation (14 percent), as shown in Chart
5.10. The largest recipients in region of this category of assistance were India and
Bangladesh for the period 2001-04 (Chart 5.11).

Trade Development: Assistance for trade development activities increased slightly in
2004 to reach US$2.2bn, consolidating theriserecorded in 2003 (Chart 5.9). Ananalysis
of assistancein 2004 shows a dlight increase for Africaand Europe and a decrease for
Americaand global programmes. Assistanceto Asiawas stablein 2004 but declined in
the case of South Asiato US$39mn. South Asianow accountsfor lessthan two percent
of assistanceto trade development activities, down from three percent recorded in 2000.
About 45 percent of assistance for trade development in the region went towards trade
finance, whiletrade promotion wasthe second largest category accounting for 24 percent
(Chart 10). About 16 percent of the assistancewasfor business support. Largest recipients
of trade devel opment assi stance within South Asiawere India, Pakistan, and Bangladesh
during 2001-2004 (Chart 11).
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Box 5.2: Main Recommendations of the Aid for Trade Task Force

The Report of the Task Force establishesthat A4T should be guided by the Paris Declaration
of Aid Effectiveness, applicableto all partiesinvolved (donors, agencies and beneficiaries).
The specific recommendations from the Task Forceinclude:

Strengthenlng the demand side
Implement the recommendation for an enhanced Integrated Framework
Explore the necessity of establishing asimilar but separately funded, in-country process
for non-LDCs"“ International Devel opment Assistance (IDA) —only” countries, if such a
mechanism do not already exist or can beimproved upon
Urging agencies, donors and governmentsin other devel oping countriesto work together
to establish similar process if they do not already exist. These processes should be
modelled to the specific circumstances and needs of the country concerned, building on
what aready exists where possible and appropriate
Urging donors and agencies, together with regional banksand organisation, to step up their
effortsto identify regional, sub-regional and cross-border needs, including thoserel ated to
regional integration.

Strengthening donor response
Donors and agencies should:
Integrate trade and growth issues more effectively in their air programming
Further strengthen their trade expertise both in the field and in capitals
Use needs assessment process (where available) and their results as a basis for their
programming
Move towards a programme/sector/budget approach, if country owned, if mainstreamed in
national development strategies and if robust system of financia accountability isin place

Strengthening the bridge between Needs and Donor Response

Country level
Recipient countries should mainstream trade into national strategies such as PRSPs, for-
mulate trade strategies, and propose priority trade projects for donor financing
Thedivision of responsibility for funding and implementing A4T projectsand programmes
should be addressed through country based processes such as PRSPs or Consultative
Groups, if necessary complemented with a partner conference focusing specifically on
trade related support.
Regional level
Explore the merits of establishing a Regional A4T Committee, comprising sub-regional
and regional organisations and financial institutions, to oversee theimplementation of the
sub-regional and regional dimensions of A4T to report on needs, responses and impacts
and to oversee monitoring and evaluation

Global level
Strengthen the collection and analysis of data on trade policies and their impact, the
facilitation of knowledge sharing and the development of guidelines. Funding for such
activities needs to be secured.

Strengthenlng Monitoring and Evaluation
A global periodic review of A4T should be convened by amonitoring body inthe WTO,
based on reports from several different sources, to be published if feasible on the WTO
web page.
Donors should report funds dedicated for A4T, how they intend to meet their announced
A4T, the A4T categories covered and their progressin mainstreaming tradeinto their aid
programming.

Source: IMF and World Bank, 2006
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Infrastructure: Assistancefor infrastructureincreased substantially in 2004 to US$14bn,
and Asia remained by far the largest recipient region due to the number of populous
countriesin theregion. All regionsincluding South Asiarecorded an increasein 2004,
South Asia accounted for about 12 percent of total commitmentsto infrastructure, which
amounted to US$1.8bnin 2004 (Chart 5.9). South Asd sshareinthiscategory hasincreased
from 9.52 percent in 2000. About 54 percent of assistance to infrastructure to the region
went into transport and storage while 44 percent was accounted by energy (Chart 5.10).
The sharefor communication wasrédatively small. India, Bangladesh and Sri Lankawere
the largest recipients of assistance for infrastructure in the region (Chart 5.11).

Chart 5.9: Digtribution of TRRA/CB and infrastructureby
region and category, USD mn
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Chart5.10

Assistancetotradepolicy and regulations, tradedevelopment,
and infrastructurefrom 2001 to 2004, USD mn
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Chart5.11
Distribution of TRRA/CB and infrastructurein South Asia
by category from 2001 to 2004, USD mn
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Overdl, assistance to South Asia for the categories, trade policy and regulation and
trade devel opment hasfallen while assistance for infrastructure hasincreased overtime.
If the region is expected to participate effectively, it is necessary that there should be
more aid availablefor thesetwo categoriesto build their capacity to trade but al so more
funds should be made available to meet adjustment costsarising from tradeliberalisation.

6.2.3 Mechanismsfor AAT

A4T iscurrently being delivered though avariety of mechanisms. Some of whichinclude:
Source: WTO/OECD Trade Capacity Building Database (TCBDB)

o Bilateral donor programmes

e Multilateral/multi donor funded programmes

¢ Individual international organisation and agency programmes

e Regional organisations and regional financia institutions

In terms of the existing mechanisms, the Integrated Framework (IF) and the Trade
Integration M echanisms (T1M) figure prominently in discussionsregarding mechanisms
to deliver A4T, with TIM to address adjustment costs including those arising from
preference erosion. There seem to be an emerging consensus that A4T should be
delivered using existing development institutions and mechanisms. In fact, the Task
Force report recommends that A4T should build on existing trade related mechanisms
such asthe I Fthough it stops short of recommending which specific mechanism should
lead the way. It also suggests that |F-like processes should be established for non-
LDCs so that their needs can be identified and targeted by A4T.

The IF emerged from the 1996 WTO Singapore Ministerial Conference, as part of the
Action Planfor LDCsto boost their participation intheworld trading system. Currently,
six multilateral institutions are participating in this framework - the World Bank, the
International Monetary Fund (IMF), the World Trade Organisation (WTO), the
International Trade Centre (ITC), the United Nations Conference on Trade and
Development (UNCTAD) and the United Nations Development Programme (UNDP) —
together with 12 bilateral donors (including Canada, EU, Japan and US). The objectives
of thelF are: 1) to mainstream trade into poverty reduction strategies of LDCs; and 2) to
assist inthe coordinated delivery of TRTA in response to needsidentified by LDCs. More
than 40 LDCs have applied for assistance under the IF —each at different stages of the IF
process. Overall the funding has been modest and asof May 31, 2005 the | F Trust Fund had
total pledges amounting to US$ 30.1mn. However, the I F has had limited successto date
and its shortcomings are well documented (IMF & World Bank, 2005). IF suffersfrom a
number of shortcomings which include: weak in-country capacity and ownership; lack of
systematic follow up at the country level leading to implementation delays; insufficient
and uncertain financing; and variable donor response to priorities identified. These
needs have to be addressed before |F can play an effectiverolein relation to A4T.

In light of the above problems, the IF Task Force which was set up at the WTO in
October 2005 recommended: increased, additional and predictable funding on amuilti-
year basis; strengthening the IF in-country process though mainstreaming trade into
national development plans and poverty reduction strategies, more effective follow up
and implementation of programmes identified, and greater and effective coordination
amongst the stakeholders; improve the decision making and management of the IF to
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ensure effective and timely delivery of increased financial resources and progammes
(WTOd, 2006). Animportant point to bear in mind isthat A4T will requirealot of money
(especially to improve infrastructure), but donors are unlikely to give up control over
these budgets to a multilateral fund. Though there has been an increasing movement
towards pooling of resources, itisrelatively small compared to overall aid budgets. In
2004, multilateral TRTA/CB fundssuch asthe | F attracted only US$34mn or two percent
of total TRTA/CB spending, suggesting that there is tendency amongst donors to
design and managetheir own A4T programmes. Itislikely that donorswill continueto
beinvolvedindelivering A4T alongside existing multilateral mechanismssuch asthe

Another existing initiative that has been proposed to deal specifically with adjustment
costsisthe IMF s Trade I ntegration Mechanism (TIM), which was established in 2004
to assist developing countries facing balance of payment problems due to multilateral
trade liberalisation such as loss of trade preferences, elimination of textile quotas, etc.
TIM isnot aspecial facility providing new resources under special terms, but a policy
designed to increase the predictability of resources that are available under existing
IMF lending facilities (IMF 2005). TIM funds are disbursed only in the form of loans,
with repayment conditions such astime and rate of interest depending on the arrangement
acountry comes up with IMF- aconcessiona rateis extended to low-income countries
while middle-income countries pay market rates.

Moreover, it requires applicants to undertake additional structural adjustment. So far
three countries have made use of this mechanism — Bangladesh, Dominican Republican
and M adagascar. Bangladesh obtai ned assi stance equivalent to US$78.03mn under the
arrangement to help cope with balance of payments problems stemming from the
elimination of Multi-Fibre Arrangement (MFA). TIM has been criticised on grounds of
increasing debt burden of countriesand difficultiesin utilising thefacility. And borrowing
to finance adjustment is not considered feasible when there is a permanent change in
the country’s external environment, as in the case of preference erosion. It is doubtful
whether TIM would be auseful mechanism to deal with the preference erosion giventhe
past experience of asimilar facility —the Compensatory Financing Facility (CFF), which
was established in 1960s to assist economies facing hardships due to fluctuating world
commodity prices but remained virtually unused due to countries being reluctant to get
into debt and inflexibility of thefacility (Brettonwoods Project, 2004).

There have also been suggestions to establish a new stand-alone, grant based
compensation fund to address preference erosion. London-based ODI proposed the
setting up of a new stand-alone fund (* preference erosion fund’) within the WTO to
deal with preference erosion. Its funding would be allocated to countries based on the
estimated loss of preferences and would be financed through contributions from
developed countries determined by a range of criteria while commitments would be
legally irrevocable. The fund would provide recipient countries with non-repayable
support to makeinvestment in human/physical infrastructure and in productive capacity
to allow alternative production. It is suggested that the fund would dispose of around
US$500mn per year for about 10 years. Similarly, the Commonwealth Secretariat has
suggested a Special Fund for Diversification (SFD) to benefit preference dependent
countries whereby fundswould be allocated for private sector development including
start up capital for small and medium scal e enterprises, restructuring or rehabilitating
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non-traditional sectors, infrastructure investments, technical assistance and socia safety
networks. The fund isto be administered within the World Bank and a proportion of the
financing would bein theform of agrant based on existing World Bank digibility criteria.

While the creation of anew fund would have the benefit of directly channelling funds
for affected countries, thereby creating obligations on the part of donors, its operational
effectiveness would be questionable. Development of institutional experience and in-
country presence to manage and implement programmesarelikely to be dlow and costly.
Thereisalsoaconcernthat if A4T isthought asacompensation for preference erosion,
and assistance will befocused on countries, which aremost likely to suffer from preference
erosion rather than those countries that need assistance the most*. This suggests that
funding for adjustment costs should be provided as a part of a broader A4T effort.
Moreover, there is unwillingness among the major donors and international financial
ingtitutions such as the World Bank and the IMF to create a multilateral fund to address
adjustment issues but rather adesire to work and improve existing arrangementsin place.

A number of bilateral donors and multilateral agencies have recently reviewed their
TRTA and capacity building programmes. According to areport released by the OECD
(2006), most donors reported that direct effects of these assistance programmes on export
(growth) volumes have been rather difficult to substantiate. In cases where such an
assessment was possible, theimpact varies considerably. A number of ‘ trade devel opment’
programmes have been assessed to improve the enabling environment for trade or has
contributed to export diversification. Half of the reviewed evaluations noted that trade
related assistance has increased the recipient countries’ understanding of the importance
of trade for growth and poverty reduction, raised awareness and knowledge regarding
trade policy matters and strengthened national dialogue on these issues.

Nonethel ess, evaluations of existing TRTA programmes have highlighted anumber of
serious weaknesses including: unsystematic or incomplete needs assessments, weak
project management and project governance structures, fragmented trade-related
stancewith insufficient linksto broader devel opment assistance programmes, weak
linkages to poverty reduction, insufficient donor coordination, inadeguate internal
communications and donor expertise on trade-related matters. Evaluations al so found
the need for afavourable domestic business environment and political will to usetrade
as an engine for development which determined the effectiveness of trade related
assistance, amongst other factors such as adequate governance, market access and
international competitiveness. The Report recommends applying aid effectiveness
principles of the 2005 Paris Declaration to further improve the effectiveness and the
impact of trade-rel ated assistance, which isalso reflected in the AAT Task Force Report.

Despitetherange of existing programmes, many devel oping countries, including LDCs
have not received the assistance required. Existing programmesfail to address some of
the urgent challenges facing developing countries. Hence, A4T should learn from the
failuresof existing initiativesand it should beimplemented to expand the scope of TRTA
and address the concerns of developing countries including the need to overcome
supply side constraints, strengthen trade-related infrastructure and deal with adjustment
costs. However, there is skepticism surrounding A4T due questions relating to
additionality, adequacy, predictability, coherence, ownership, coherence and
conditionality of aid promised (seebox 5.3).
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Box 5.3: Skepticism Surrounding A4T

Additionality: A4T should supplement current aid for development but not rename
or divert resources from existing aid commitments. It is not clear the status of the
pledges made so far. Although WTO membershave asked the WTO Director General
to consult with members, the World Bank, the IMF, relevant international organisations
and regional devel opment banksto find appropriate mechanismsto secure additional
financial resourcesfor A4T, what additional resources meansisunclear —whether it
isadditional to what has already been pledged or additional because more pledges
have been made since 2005 for A4T. OECD says prospects of additional money are
unlikely given that OECD members have already made their official development
assistance commitments until 2010.

Adequacy: Related to the question of additionality, isthat of adequacy i.e. whether
there will be enough money to meet the full agenda of A4T. The money pledged to
datefor A4T isinsufficient to cover the proposed agenda. The current pledges stand
somewhere around US$8.6bn a year but the estimated costs according OECD
calculations (excluding adjustment costs) stood at US$22.8bn ayear. Giventhat AAT
spending has so far focused only on technical assistance and capacity building,
there might not be enough funds to deal with other itemsin the agenda of A4T i.e.
adjustment costs.

Predictability: There is no guarantee that the pledges would be delivered. A4T
representsat most ‘ best endeavour’ promisesto provide assistance and such promises
made in the past have not materialised i.e. compensation for preference erosion,
higher food import costs and implementation costswas promised in previous rounds
but the delivery on these promises fell short of what was expected due to alack of
enforceable mechanism. Although the WTO has enforcement mechanisms that
apply to its agreements, enforcement has not extended to promises of assistance,
which are part of these agreements. For A4T to be credible there is a need for
monitoring capacity to ensure that the funds are delivered as promised. Moreover,
WTO may not be the best forum to operationalise A4T given it lacks necessary
expertise to assess aid delivery and its effectiveness.

Owner ship: Best practicesin aid delivery show that donors must respond to reci pient
country’s development needs. However, the past record on country ownership of
trade related assistance has been mixed. In fact, current priorities of donorsin trade
related assistance do not reflect the needs of developing countries. Thereisaclear
mismatch between priorities between donors and the recipient countries and thisis
not likely to change in the future despite the recommendation from the A4T that
there should be stronger country ownership, better donor responses to needs of
recipient countries and astronger link between reci pient country demands and donor
responses. To date, donors have limited their support to traditiona trade related
assistance rather than tackle the broader and more pressing constraints faced by
developing countries, particularly strengthening productive capacities, building trade
related infrastructure as well as financing adjustment costs. So far no donor has
proposed paying for adjustment costs. All donors maintain a preference for the
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traditional trade related assistance despite both the mandate of A4T and stated
positions on A4T from recipient countries. The LDCs, the African Group and ACP
countrieswant to increase their productive capacities, build infrastructure and finance
adjustment costs. Unlessthere are binding obligations on the part of donor countries,
neither the positions of recipient countries nor the recommendations of the taskforce
arelikely to effect any changein the statusquo in aid delivery.

Coherence: Related to the question of country ownership isthe need for coherence.
Not only must aid for trade be linked with broader devel opment programme, but also
its effectiveness is dependent on the ability of donors to coordinate their efforts
within a broad national development strategy.

Conditionality: The expansion of A4T should not be linked or made conditional
upon developing countries positions in multilateral negotiations. Nevertheless,
developed countries have consistently used their aid budgetsto pressure developing
countries to move close to developed countries trade negotiation positions. A4T
increases the risk of such pressure arising.

7.Way Forward

In the Doha Round, the negotiations seek to reduce/eliminate MFN tariffsand non-tariff
barriers (NTBs), with deeper cuts on tariff peaks and comprehensive product coverage
without priori exclusions. However, these goals would reduce the value of preferences
that developing countries currently enjoy, especially in sectors where the MFN tariffs
are high. Currently, South Asian countries are beneficiaries of the EU and the US GSP
schemes, which provide non-reciprocal preferential access to South Asia’s important
export markets—both the EU and the US. Under both schemes, L DCsreceive generous
market access than non-LDCs from the region — duty free access under the EBA
arrangement in the case of the EU and more product coverage under US GSP scheme.
Understandably LDCs including Bangladesh and Nepal are concerned that tariff
reductions under agriculture and NAMA negotiations would lead to the erosion of
preferences that they currently enjoy.

Although South Asian countries have market accessto US under the GSP scheme, their
main export to US, e.g. textile and textile articles are not covered under the scheme. Due
to low product coverage, South Asiais not highly vulnerable to preference erosion in
US except for few sectors but these do not account for asignificant share of exportsto
the US. Countries and sectorsin South Asiaare more vulnerable to preference erosion
in EU, as the EU scheme provides wider coverage of products and more goods are
exported under the scheme at preferential rates. Nonethel ess, vulnerability to preference
erosionin EU would vary for the South Asian region, with Nepal being highly vulnerable
while Sri Lanka being the least vulnerable within the region. Even in the case of Sri
Lanka, few sectors of importance arelikely to be vulnerableto preferenceerosionin EU.

While the empirical evidence indicates that in the aggregate the costs are likely to be
modest, for some countries the costs could be significant. What can be said isthat there
will belossesto al countriesthat are currently beneficiaries of preferences, which may
be small for some and would be offset by benefits of liberalisation in asuccessful Doha
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Round. But this might not be true for all countries. For example, all empirical studies
show that Bangladesh stand to lose from preference erosion

While the problem of preference erosion has been officially recognised, there is no
consensus on possible solutions to the problem, which include trade and non-trade
measures. A way forward to address preference erosion woul d be to adopt acombination
of trade and aid based measures. Trade measures attemptsto address preference erosion
in the short-term by providing afoothold in the preference granting countries’ market
before MFN liberalisationiscomplete. A number of trade measures have been suggested,
some of which include measuresto increase the utilisation of schemes, extend product
coverage of schemes, access other markets and protect the preferences currently
benefiting the beneficiary countries.

On-going discussions on the losses from preference erosion should lead to efforts on
the part of preference-giving countriesto improve the utilisation of the schemes by way
of relaxing RoO extending coverage of existing preferencesto products of export interest
to devel oping countries such asin textile and textile articleswhile preference dependent
countries should try to negotiate preferencesin other emerging markets and ensure that
preferences extended to them are maintained as much as possible through a longer
implementation period for tariff reductions of sectorsvulnerableto preference erosion.
The EU hasaready proposed arelaxation of rules, whichislikely to help beneficiaries
make better use of the scheme, for example textile and textile articles in the case of
Bangladesh and Sri Lanka, which arethe main exportsto the EU. The RoO doesnot seem
to be a constraint in the case of the US scheme. The possibility of extending product
coverageto LDCsislimited with most of the products enjoying DFQF accesstothe EU
while textile and textile articles, which is the main the export of South Asia denied
preferential access under the US GSP schemeand islikely to remain excluded from the
scheme.

The prospects of obtaining preferential accessin other marketsfor South Asiaislimited
as most of the exports are directed to EU and US and/or already enjoy preferential
access in other markets. In agricultural and NAMA negotiations, there have been
discussions on alonger implementation period for products, which will be vulnerable
for preference erosion — a proposal to which some countries are open but there is no
consensus on this issue so far. Such a measure would provide vulnerable countries
moretimeto adjust to adverse effects of preference erosion. However, none of thetrade
solutions offer alasting solution to the problem. It isin the nature of multilateral trade
liberalisation that asMFN tariffsarereduced, preferential accesswill bereduced. Thisis
an on-going and continuous phenomenon. Despite the current impasse with multilateral
trade negotiations, preferences will erode as countries around the world continue to
undertake unilateral policy changes, sign new trade agreements or deepen existing
ones. Thus, measures need to be taken to improve the competitiveness of exports by
addressing supply-side capacity constraints of developing countries.

For nearly 30 years, market access preferences have been granted to promote economic
growth through export growth and diversification through non-reciprocal schemeslike
the GSP. However, many of the beneficiary countries have not managed to diversify and
expand exports even with preferences they receive because they simply lack the
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necessary domestic supply capacity to capitalise on the preferential market access. A4T
is areflection of the emerging consensus on the need to provide assistance to address
domestic supply side constraints aswell as adjustment costs such as preference erosion
in order for countries to benefit from current efforts at trade liberalisation under the
Doha Round.

Inthelong-term, building supply side capacities and thereby improving competitiveness
of export sectorsremainsthe only lasting solution to the challenge of preference erosion.
However, the success of various capacity building and trade related assistance to date
has been mixed in this regard. For A4T to be effective and serve its purpose, it is
necessary to learn from existing initiatives and address these shortcomings. It is also
important that the current expansion of A4T should be additional, adequate, predictable,
recipient driven, coherent and free from conditions.
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APPENDICES

Table Al: EU Utilisation Rates (sector-wise, 2004)

Section| Description BG IN NP PL S
| Live animals & products 64.8 84.2 82.5 89.6
1 Vegetable products 99.5 49 97.5 36.2 83.5
11 Fats and oils 85.7 95.3 100 80 85.9
v Prepared foodstuffs, beverages, etc. 54.9 84.3 98.1 88 25.7
\% Mineral products 62.2 100 100
VI Chemical products 90.9 80.3 85 66.4 85.8
VII Plastics & rubber 78.3 83.7 72.7 94 77.9
VI Hides and skins, leather, etc. 90.6 87.9 89.3
X Wood & articles of wood 82.4 83 88.9 41.7 87.1
X Pulp of wood, paper, books, etc.
X1 Textile & textile articles 59 85.4 84.4 89.5 27.8
X1 Footwear, headgear, umbrellas etc. 81.3 89.2 88.7 92.4 75.6
X1 Articles of stone, cement, etc. 96.9 72.4 89 84.5 81.6
X1V Precious stones, etc 31.7 88.7 66.4 95.1 77.3
XV Base metals & products 37 83.7 80.3 79.2 86.1
XVI Machinery & electrical equipment 0.8 64.1 97.6 38.9 57.5
XVII |Transport equipment 97.6 81.9 64.8 82.3
XVIIl |Optical & precision instruments 82.8 60.8 81.1 62.1 78.3
XIX  |Arms and ammunition
XX Miscellaneous manufacturing articles 55.9 82.7 78.1 80.3 85.5
XXI Works of art, etc

Total 60.4 81.1 84.1 87.3 42.1
Source: Data compiled from UNCTAD
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Table A2: EU Utility Rates (sector-wise, 2004)
Sect. | Description BG IN NP PL S
| Live animals & products 64.8 79.7 82.5 17
I Vegetable products 91.5 37.2 90.6 23.6 79.5
1 Fats and oils 85.7 93.3 100 80 85.9
v Prepared foodstuffs, beverages etc. 36.9 72.1 1.8 32.1 25.5
\% Mineral products 39.8 100 0.3
VI Chemical products 90.1 24.6 85 49.6 84.7
VI Plastics & rubber 68.7 79.5 72.7 94 77.7
VI Hides and skins, leather, etc. 88.7 76 88.9
IX Wood & articles of wood 82.4 82.6 88.9 41.7 87.1
X Pulp of wood, paper, books, etc.
X1 Textile & textile articles 58.8 61.5 84.4 64.3 27.6
X1 Footwear, headgear, umbrellas, etc. 81.3 89 88.7 92.3 75.2
X1 Articles of stone, cement, etc. 96.9 72.3 89 83.8 81.6
XV Precious stones, etc 31.7 88.7 66.4 95.1 77.3
XV Base metals & products 36.8 83.1 79.9 79 85.8
XVI Machinery & electrical equipment 0.7 63.5 97.6 38.7 56
XVII | Transport equipment 97.2 81.9 63.9 82.1
XVIIl | Optical & precision instruments 82.8 60.3 81.1 62 78.3
XIX | Arms and ammunition
XX Miscellaneous manufacturing articles 55.9 82.5 78.1 80.3 85.5
XX1 | Works of art, etc 60.2 59.4 79.4 58.3 41.2
Source: Data compiled from UNCTAD
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Table A3: US Utilisation Rates (sector-wise, 2004)

Sect. |Description BD IN NP PK S
| Live animals & products 100 96.9 82.8 100
1 Vegetable products 36.5 94.4 |93.5 97 91.4
11 Fats and oils 100 85.5 100 100
v Prepared foodstuffs, beverages, etc. 95.8 96.9 99.6 95.2
\% Mineral products . 99.1 100 .
VI Chemical products 71.2 . 193.8 79.6 99.3
ViII Plastics & rubber 48.8 93.9 21 72.8 90.1
VI Hides and skins, leather, etc. 86.2 89 |96.4 91.7 97.3
X Wood & articles of wood 98 94.2 |90.4 97.1 94
X Pulp of wood, paper, books, etc. . . . . .
X1 Textile & textile articles 97.7 86.2 | 77.6 78.2 75.9
X1 Footwear, headgear, umbrellas, etc. 93.8 93.3 |[33.3 89.7 88.8
X1 Articles of stone, cement, etc. 93 96.7 90 97.7 96
X1V Precious stones, etc 100 99.1 |[73.5 99.6 95.9
XV Base metals & products 41 94.7 |96.9 93.6 72.5
XVI Machinery & electrical equipment 0 77.8 8.7 84.1 67.9
XVII |Transport equipment 86 89.1 94.8 41.8
XVIIl |Optical & precision instruments 29.2 325 |[31.8 96.9 90.2
XIX  |Arms and ammunition 85.8 . 90.4
XX Miscellaneous manufacturing articles 98.4 93.8 [92.5 73.2 92.8
XXI Works of art, etc . . . . .

Total 76.9 92.8 |67.2 89.5 89.1
Source; Data compiled from UNCTAD
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Table A4: US Utility Rates (sector-wise, 2004)

Sec. Description BD IN NP PK S
| Live animals & products 50 37.7 9.1 100
Il Vegetable products 36.5 54.6 93.5 17.3 83.9
11 Fats and oils 100 2.1 12.8 100
v Prepared foodstuffs, beverages, etc. 95.8 52.9 97.4 92.1
Vv Mineral products . 7.6 100 .
\Y| Chemical products 71.2 0 93.8 79.6 99.3
VI Plastics & rubber 48.8 81.7 21 50.7 90
VIII Hides and skins, leather, etc. 38 14.5 96.4 4.5 12.5
1X Wood & articles of wood 97.6 85.2 90.4 94.8 93.6
X Pulp of wood, paper, books, etc. . . . . .
X1 Textile & textile articles 0.1 2.4 77.6 1 0.4
X1 Footwear, headgear, umbrellas, etc. 0.1 1 33.3 20.6 9.8
X111 Articles of stone, cement, etc. 93 92.4 90 97.4 69.1
XV Precious stones, etc 100 99.1 73.5 99.6 95.8
XV Base metals & products 41 90.5 96.9 79.8 72.5
XVI Machinery & electrical equipment 0 69.8 8.7 77.3 67.9
XVII Transport equipment 86 88.9 93.6 41.8
XVIIl  |[Optical & precision instruments 29.2 30.1 31.8 93.8 87.9
XX Arms and ammunition 80.3 . 90.4
XX Miscellaneous manufacturing articles 96 62.1 92.5 6.8 74.4
XXI Works of art, etc . . . . .

Total 0.8 38.5 67.2 3.6 6.9
Source: Data compiled from UNCTAD
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Table A5: Products likely to be affected by preference erosion in the US
HS Product Description BG IN NP PK SL
chapter
03 Fish & crustacean, mollusc &
other
aguatic invertebrate X X
06 Live tree & other plant; bulb, root; cut
flowers etc X
08 Edible fruit and nuts; peel of citrus fruit
or melons. X
09 Coffee, tea, mati and spices. X X
12 Qil seed, oleagi fruits; miscell grain,
seed, fruit etc X
13 Lac; gums, resins & other vegetable
saps & extracts. X X
16 Prep of meat, fish or crustaceans,
molluscs etc X
17 Prep of meat, fish or crustaceans,
molluscs etc X X
19 Preparation of cereal, flour,
starch/milk; pastry cooks' prod X
21 Miscellaneous edible preparations. X
25 Salt; sulphur; earth & stone; plastering
mat; lime & cem X
38 Miscellaneous chemical products. X
39 Plastics and articles thereof. X X
40 Rubber and articles thereof. X X
41 Raw hides and skins (other than fur skins)
and leather. X
44 Wood and articles of wood; wood charcoal X
68 Art of stone, plaster, cement, asbestos,
mica/sim mat X X
69 Ceramic products. X X
70 Glass and glassware. X
71 Natural/cultured pearls, precious
stones & metals, coin etc X X X
73 Articles of iron or steel. X
74 Copper and articles thereof. X
76 Aluminium and articles thereof. X
79 Zinc and articles thereof. X
82 Tool, implement, cutlery, spoon
& fork, of base mtl etc X X
83 Miscellaneous articles of base metal. X
84 Nuclear reactors, boilers, mchy & mech
appliance; parts X
85 Electrical machinery equip parts thereof;
sound recorder etc X
86 Railw/tramw locom, rolling-stock & parts
thereof; etc X
87 Vehicles o/t raillw/tramw roll-stock, pts
& accessories X
90 Optical, photo, cine, meas, checking,
precision, etc X
93 Arms and ammunition; parts and
accessories thereof. X
95 Toys, games & sports requisites; parts
& access thereof X
96 Miscellaneous manufactured articles. X X
Source: Data compiled from UNCTAD
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Table A6: Products likely to be affected by preference erosion in the EU

HS Description BG IN NP PK SL
chapt.
3 Fish & crustacean, mollusc & other
aguatic invertebrate X X X
6 Live tree & other plant; bulb, root;
cut flowers etc X X
7 Edible vegetables and certain roots
and tubers. X X
8 Edible fruit and nuts; peel of citrus
fruit or melons. X X
9 Coffee, tea, mati and spices.
15 Animal/veg fats & oils & their
cleavage products; etc
18 Cocoa and cocoa preparations.
19 Prep. of cereal, flour, starch/milk;
pastry cooks' prod X
20 Prep of vegetable, fruit, nuts or
other parts of plants
21 Miscellaneous edible preparations. X X
22 Beverages, spirits and vinegar. X
24 Tobacco and manufactured tobacco
substitutes X
25 Salt; sulphur; earth & stone;
plastering mat; lime & cem X
28 Inorgn chem; compds of prec mtl,
radioact elements etc X
33 Essential oils & resinoids; perf, cosmetic/
toilet prep X
38 Miscellaneous chemical products. X
39 Plastics and articles thereof. X X
40 Rubber and articles thereof. X
41 Raw hides and skins (other than furskins)
and leather. X
42 Articles of leather; saddlery/harness;
travel goods etc X
46 Manufactures of straw, esparto/other
plaiting mat; etc X
53 Other vegetable textile fibres; paper
yarn & woven fab X
57 Carpets and other textile floor
coverings. X
61 Art of apparel & clothing access
knitted or crocheted. X X X X
62 Art of apparel & clothing access, not
knitted/crocheted X X X
63 Other made up textile articles; sets;
worn clothing etc X X X X
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64 Footwear, gaiters and the like; parts of

such articles. X X X
68 Art of stone, plaster, cement, asbestos,

mica/sim mat
69 Ceramic products. X
70 Glass and glassware. X
71 Natural/cultured pearls, prec stones &

metals, coin etc X X
72 Iron and steel. X
73 Articles of iron or steel. X X
74 Copper and articles thereof. X
76 Aluminum and articles thereof. X
82 Tool, implement, cutlery, spoon & fork,

of base mtl etc X X
83 Miscellaneous articles of base metal.
84 Nuclear reactors, boilers, mchy & mech

appliance; parts X
87 Vehicles o/t railw/tramw roll-stock, pts

& accessories X X
90 Optical, photo, cine, meas, checking,

precision, etc X
92 Musical instruments; parts and access of

such articles X
94 Furniture; bedding, mattress, matt support,

cushion etc X X
95 Toys, games & sports requisites; parts &

access thereof X X X
96 Miscellaneous manufactured articles. X X
Notes: Products mentioned in the list have high utilitisation/utility rates (above 60) and preferential
import value of exceeding USD5 million a year
Source: Compiled from data provided by the UNCTAD
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Endnotes

10
11

12

Preference erosion refers to a decline in the competitive advantage that exporters enjoy in
foreign markets as aresult of alossin preferential trade treatment. This can occur when: 1)
export partners eliminate preferences; 2) expand the number of preference beneficiaries; or 3)
lower their most-favoured nation (MFN) tariff without lowering preferential tariffs
proportionately (Alexandraki and Lankes, 2004).

Following multilateral trade negotiations, cuts are applied to bound import duties but not
directly to applied tariffs. A Most favoured-nation (MFN) applied duty is reduced only if
the bound rate, which has been cut is set lower than the applied duty. In turn, preferential
rates which are applied rates set lower than the MFN rate would be cut but less than the
MFN applied rates because they not affected until the bound rates come close below the
preferential rates. This means preferential margins are reduced or eroded when tariffsare cut
at the multilateral level (Bouet, Fontagne, Jean, 2005).

Article 20 of the 2005 Hong Kong Ministerial Declaration states: “... we recognise the
challenges that may be faced by non-reciprocal preference beneficiary Members as a
consequence of the MFN liberalisation that will result from these negotiations. We instruct
the Negotiating Group to intensify work on the assessment of the scope of the problem with
aview to finding possible solutions.”

Quad includes US, EU, Japan and Canada

Graduation of some countries/products hasreduced the value of preferencesfor somedeveloping
countriesand as such these countries are devoting more attention to market access negotiations
at the WTO than to the issue of preference erosion.

A more recent example of significant preference erosion was the ending of the MFA on
January 01, 2005, which opened the textile and garment sector to greater competition as
quantitative restrictions on exports were phased-out.

It isnow widely accepted that tariffs arejust part of the overall set of factors constraining the
expansion of exports from developing countries. Supply-side constraints have been one of
the main reasons which have restricted the ability of developing countries to benefit from
tradeliberalisation.

The study would limit itself to Bangladesh, India, Nepal, Pakistan and Sri Lanka.

The EU GSP isthe most widely used of all developed country GSP schemes. The volume of
imports to the EU from developing countries under the GSP scheme is greater than the
combined volume of imports under the US, Canadian and Japanese GSP schemes. After the
EU, the US scheme is the most widely used one.

However, these principles have not been observed from the beginning.

The Genera Scheme, Special Schemefor the protection of labour rights (only two beneficiaries
Moldova and Sri Lanka), Special Scheme for the protection of the environment (no
beneficiaries), Specia Schemeto combat drug production and trafficking (all Central American
countries belonging to the Andean Community and Pakistan), and the Specia Scheme for
LDCs - “Everything but Arms” (allows duty-free and quota-free access to all products but
arms from the world’s 50 poorest countries).

The special scheme to combat drug production and trafficking (of which Pakistan was a
beneficiary) wasremoved with the most recent revision dueto the lack of objectivecriteriain
selecting beneficiary countriesin amanner compatible with WTO rules. Pakistan, whichwas
a beneficiary of this special scheme, did not qualify for the GSP+ scheme as its share was
more than one percent of EU’stotal imports. Only athreshold of minimum two percent could
have qualified Pakistan for the Scheme. Like India, textiles from Pakistan did not receive
preferential treatment and was graduated from the scheme as it was considered to have
achieved sufficient competitivenessin its exports (Fakhar, 2005).
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13

14

15

16

17

18

19

20
21

22

23
24

25

26

27

28

29

The implementation date of the scheme was accelerated to April 2005 so that countries
severely affected by the tsunami, such as Sri Lanka and Thailand, could reap benefits of the
scheme sooner.

On March 2005, the European Commission adopted a Communication (COM, 2005) 100
final) which outlinesthe broad direction of futurereformsof rulesof origin. The Communication
indicatesasimplification of origin criteriaand cumulation rules and formalities and controls.

Some devel oping countries and L DCs have been removed from GSP schemein the past dueto
country practice petitions on concerns such as worker rights and intellectual property.

However, a closer examination of the extended list of products indicates that it mostly
benefited one country and one product: Angolaand petroleum.

Products are removed from the GSP scheme under three circumstances. Firstly, products may
be removed in response to petitions submitted by interested parties; secondly, by designation
of new products; and thirdly, by the re-designation of specific articles as GSP eligible and
denying re-designation to certain devel oping countries.

Theseinclude: Argentina, Brazil, Croatia, India, Indonesia, Kazakhstan, Philippines, Romania,
Russia, South Africa, Thailand, Turkey, and Venezuela.

These indicators at most provide a partial analysis of the value of preferences (Hoekman,
Martinand Braga, 2006). To get abroader view one hasto also takeinto account other factors
such as costs related to documentary requirements and rules of origin, other limitations and
constraintswhich are part of the preferential scheme, distribution of rentsfrom the preferences,
etc.

International tariff peaks are defined as those exceeding 15 percent of the applied rate.

The coverageratefor Indiain 2000 was 35 percent and thisfigured increased to 41 percent by
2004. .

Countriessuch asPakistan, Sri Lankaand Indiahave performed well. Indiashowed asignificant
improvement inits utilisation rate, which increased from just 55 percent in 2000 to 93 percent
in 2004 indicating that India has fully capitalised on the preferences extended. Nepal on the
other hand experienced adeclinein its utilisation rate over the same period, from 88 percent
recorded in 2000 down 67 percent by 2004.

Indiahad a utility rate of below 20 percent in 2000.

However, this has not hindered Indian export of chemical productsto the US, which in 2004
was seven percent of the total exports to the US.

Indiaislikely to become the largest recipient of the EU GSP scheme with the graduation of
more than 80 percent of Chinese imports into the EU under the new scheme.

The overage rates for most of the South Asian countries remained stable between 2000 and
2004, except in the case of Pakistan, which experienced asignificant risein itsrate from 54
percent in 2000 to 67 percent in 2004.

The utilisation rate for South Asia has improved from 63 percent in 2000 to 74 percent in
2004. All countries saw an increase in their utilisation rates during this period.

The utility rate for region also improved during 2000-04, reflecting the improvements in
utilisation rate during this period. The utility rate in 2000 for South Asia was 49 percent in
2000, which increased to 58 percent by 2004.

Manufacturing process for knitwear tends to be more conducive to double transformation
than for woven clothing, as reflected by the different utilisation rates. Articles of clothing,
knitted/crocheted fabrics (HS61) records ahigher utilisation rate of 81 percent while articles
of clothing, not knitted/crocheted (HS62) has an utilisation rate at 24 percent. Many
devel oping countriesincluding Bangladesh and Sri Lankamanufacture clothing but very few
also produce woven fabrics, which are very capital intensive. Only certain devel oping counties
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(China, India, Pakistan) have competitivetextileindustriesto provide such backward linkages
(EU, 2006)

30 Onthewhole, erosion of preferencesislikely to have amixed effect on thetextile and textile
articles sector given the different utilisation rates within the sectors. See above footnote.

31 Textile and textile articles and hides and leather account for 7.9 and 5.2 percent of total
exports, respectively.

32 Some of the important products within the sector include carpets and other textile floor
coverings (HS57), articles of apparel and clothing accessories, knitted/crocheted (HS 61) and
articles of apparel and clothing accessories, not knitted/crocheted (HS 62)

33 Thederogation allows Nepal to export these items after only one stage processing operation
from materials originating from any of the acceptable regional groupings. Derogation was
granted to the Nepal on the basis of the country’slimited industrial capacity, which prevents
goods exported by the country obtaining the originating status under normal conditions.

34 Sri Lankais currently lobbying the EU to bring down the contents requirements in order to
better utilise the preferences extend under the GSP-plus scheme. Sri Lanka wants the value
addition criteria brought down to 35 per cent from the current rate of 50 per cent as the
country lacks a domestic fabric base to meet the required criteria.

35 For example, including compliance costs in the case of high tariff categories like clothing
reduce the size of the potential loss from erosion (in Bangladesh) or the potential lossesturn
into potential gains (in Madagascar).

36 ActionAid (2005), Weeraratne (2005), EC (2006)

37 However, further harmonization across schemes is unlikely to take place anytime in the
future.

38 Inthecase of India, Pakistan and Sri Lanka about 60 percent of thetariff lines do not receive
any preferential accessin the US.

39 Inthecaseof India, Pakistan and Sri Lanka, about 14-17 percent of thetotal tariff linesdo not
receive any preferential treatment from the EU.

40 A moreefficient trade optionisconsidered by Limao and Olarreaga. They show that shifting
from trade preferences to a system of equivalent import subsidies in the OECD countries
might encourage additional tariff liberalisation and reduce distortions created by preferential
trade.

41 InFebruary 2005, G-7 Ministers called on the World Bank and the IMF to devel op proposal's
for additional assistance to countries to ease adjustment costs to trade liberalisation and to
increasetheir capacity to take advantage of more open markets. Subsequently in July 2005 at
the G-8 Summit at Gleneagles, there was an agreement to increase assistance to developing
countries to building physical, human and institutional capacity to trade and it was closely
associated with a successful conclusion of the Doha Round.

42 For example, the specific decision on net-food importing developing countries (NFIDCs)
which was included as part of the Uruguay Round provided compensation for LDCs and
NFIDCs should they be hurt by higher food prices or reduced food aid following
implementation of the Agreement on Agriculture (AoA). But the implementation was slow
and it represented a promise of assistance, which was not binding. Plus monitoring of the
decision was fraught with difficulties.

43 There are somethat argue that A4T should not be on the WTO agendawhen itsmission isto
deal with trade rules and not the delivery of aid. Others argue that the WTO hasa‘ coherence
mandate’ and monitoring capacity and therefore is an excellent forum to deal with A4T
(ILEAP and JEICP, 2006).
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44 The Task Force consists of 13 members, representing key negotiating groups and Members
with interest in A4T and they include: Barbados, Brazil, Canada, China, Colombia, the EU,
Japan, India, Thailand, the US and coordinators of the ACP, African and the LDC groups. It
is chaired by WTO Ambassador Mia Horn af Rantzien of Sweden

45 This include principles such as country ownership, mutual accountability, aligning aid to
national development strategies, effective donor coordination, harmonisation of donor
procedures, use of programme-based aid modalities, managing for result, transparency, and
predictable and multi-year commitments.

46 For example, textile and textile articles sector in the case of Bangladesh and Sri Lankahas not
been able to make use of the preferences extended under the EU GSP scheme due to supply
side constraints such as lack of backwardslinkagesin theindustry. While this sector may not
beasvulnerableto preference erosioninthe EU asIndiaand Pakistan, thereisaneed for trade
assistance for the sector in Bangladesh and Sri Lanka to address the supply constraints to
exports.
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Annexurel

WORLD TRADE WTIMIN(OS)/DEC
ORGANIZATION (05-6248)

MINISTERIAL CONFERENCE

Sixth Session

HongKong, 13- 18 December 2005

DohaWork Programme
Ministerial Declaration

Adopted on 18 December 2005

1 We reaffirm the Declarations and Decisions we adopted at Doha, as well as the
Decision adopted by the General Council on August 01, 2004, and our full commitment
to give effect to them. We renew our resolve to complete the Doha Work Programme
fully and to conclude the negotiations launched at Doha successfully in 2006.

2. Weemphasizethe central importance of the development dimensionin every aspect
of the Doha Work Programme and recommit ourselves to making it a meaningful
reality, in terms both of the results of the negotiations on market access and rule-
making and of the specific development-related issues set out below.

3. In pursuance of these objectives, we agree as follows:

Agriculture
negotiations

4. We reaffirm our commitment to the mandate on

agriculture as set out in paragraph 13 of the Doha
Ministerial Declaration and to the Framework
adopted by the General Council on August 01, 2004.
We take note of the report by the Chairman of the
Special Session on hisown responsibility (TN/AG/
21, containedin Annex A). Wewelcomethe progress
made by the Specia Session of the Committee on
Agriculture since 2004 and recorded therein.

On domestic support, there will be three bands for
reductions in Final Bound Total AMS and in the
overall cut intrade-distorting domestic support, with
higher linear cuts in higher bands. In both cases,
the Member with the highest level of permitted
support will be in the top band, the two Members
with the second and third highest levels of support
will be in the middle band and al other Members,
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including all devel oping country Members, will be
inthe bottom band. Inaddition, developed country
Membersinthelower bandswith high relativelevels
of Final Bound Total AM Swill make an additional
effort in AMS reduction. We also note that there
has been some convergence concerning the
reductionsin Final Bound Total AMS, the overall
cut in trade-distorting domestic support and in both
product-specific and non product-specific de
minimis limits. Disciplines will be developed to
achieve effective cutsin trade-distorting domestic
support consistent with the Framework. The overall
reduction in trade-distorting domestic support will
still need to be made even if the sum of the
reductionsin Final Bound Total AMS, de minimis
and Blue Box payments would otherwise be less
than that overall reduction. Developing country
Memberswith no AM S commitmentswill beexempt
from reductionsin de minimisand the overall cutin
trade-distorting domestic support. Green Box
criteriawill bereviewed in linewith paragraph 16 of
the Framework, inter alia, to ensure that
programmes of developing country Members that
cause not more than minimal trade-distortion are
effectively covered.

6. We agree to ensure the parallel elimination of all
forms of export subsidies and disciplines on all
export measures with equivalent effect to be
completed by theend of 2013. Thiswill beachieved
inaprogressiveand parallel manner, to be specified
inthemodalities, so that asubstantial partisrealized
by the end of the first half of the implementation
period. We note emerging convergence on some
elements of disciplines with respect to export
credits, export credit guarantees or insurance
programmes with repayment periods of 180 days
and below. We agree that such programmes should
be salf-financing, refl ecting market consistency, and
that the period should be of a sufficiently short
duration so as not to effectively circumvent real
commercially-oriented discipline. As a means of
ensuring that trade-distorting practicesof STEsare
eliminated, disciplines relating to exporting STEs
will extend to the future use of monopoly powers so
that such powers cannot be exercised in any way
that would circumvent thedirect disciplineson STEs
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. On market access, we note the progress made on

on export subsidies, government financing and the
underwriting of losses. Onfood aid, wereconfirm
our commitment to maintain an adequatelevel and
to take into account the interests of food aid
recipient countries. To this end, a“safe box” for
bonafide food aid will be provided to ensure that
thereisno unintended impediment to dealing with
emergency situations. Beyond that, wewill ensure
elimination of commercia displacement. To this
end, we will agree effective disciplines on in-kind
food aid, monetization and re-exports so that there
can be no loop-hole for continuing export
subsidization. The disciplines on export credits,
export credit guarantees or insurance programmes,
exporting state trading enterprises and food aid
will be completed by 30 April 2006 as part of the
modalities, including appropriate provision in
favour of least-devel oped and net food-importing
developing countries as provided for in paragraph
4 of the Marrakesh Decision. The date above for
the elimination of all forms of export subsidies,
together with the agreed progressivity and
parallelism, will be confirmed only upon the
completion of themodalities. Devel oping country
Members will continue to benefit from the
provisions of Article 9.4 of the Agreement on
Agriculture for five years after the end-date for
elimination of all forms of export subsidies.

ad valorem equivalents. We adopt four bands for
structuring tariff cuts, recognizing that we need
now to agree on therelevant threshol ds—including
those applicablefor devel oping country Members.
We recognize the need to agree on treatment of
sensitive products, taking into account all the
elements involved. We also note that there have
been some recent movements on the designation
and treatment of Special Products and elements of
the Special Safeguard Mechanism. Developing
country Members will have the flexibility to self-
designate an appropriate number of tariff lines as
Specia Products guided by indicators based on
the criteriaof food security, livelihood security and
rural development. Developing country Members
will also havetheright to haverecourseto a Special
Safeguard Mechanism based on import quantity
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10.

and pricetriggers, with precise arrangementsto be
further defined. Special Products and the Special
Safeguard Mechanism shall be anintegral part of
the modalities and the outcome of negotiationsin
agriculture.

On other elements of special and differential
treatment, we notein particular the consensus that
exists in the Framework on several issues in all
three pillars of domestic support, export
competition and market access and that some
progress has been made on other special and
differential trestment issues.

We reaffirm that nothing we have agreed here
compromisesthe agreement already reflected inthe
Framework on other issues including tropical
products and products of particular importance to
the diversification of production from the growing
of illicit narcotic crops, long-standing preferences
and preference erosion.

However, we recognise that much remains to be
done in order to establish modalities and to
concludethe negotiations. Therefore, we agreeto
intensify work on all outstanding issues to fulfil
the Dohaobjectives, in particular, we are resol ved
to establish modalities no later than April 30, 2006
and to submit comprehensive draft Schedules
based on these modalities no later than July 31,
2006.

Cotton

. We recall the mandate given by the Membersin

the Decision adopted by the General Council on
August 01, 2004 to address cotton ambitiously,
expeditioudy and specifically, withinthe agriculture
negotiations in relation to all trade-distorting
policies affecting the sector in all three pillars of
market access, domestic support and export
competition, as specified in the Dohatext and the
July 2004 Framework text. Wenotethework aready
undertaken in the Sub-Committee on Cotton and
the proposals made with regard to this matter.
Without prejudiceto Members' current WTO rights
and obligations, including those flowing from
actionstaken by the Dispute Settlement Body, we
reaffirm our commitment to ensure having an
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. With regard to the devel opment assistance aspects

explicit decision on cotton within the agriculture
negotiations and through the Sub-Committee on
Cotton ambitiously, expeditiously and specifically
asfollows:

All forms of export subsidies for cotton will be
eliminated by developed countriesin 2006.
Onmarket access, devel oped countrieswill giveduty
and quotafree accessfor cotton exportsfrom least-
developed countries (LDCs) from the
commencement of theimplementation period.
Members agree that the objective is that, as an
outcome for the negotiations, trade distorting
domestic subsidies for cotton production be
reduced more ambitiously than under whatever
general formula is agreed and that it should be
implemented over a shorter period of time than
generally applicable. We commit ourselvesto give
priority in the negotiationsto reach such an outcome.

of cotton, wewelcomethe Consultative Framework
process initiated by the Director-General to
implement the decisions on these aspects pursuant
to paragraph 1.b of the Decision adopted by the
Genera Council on 1 August 2004. Wetake note of
his Periodic Reports and the positive evolution of
development assistance noted therein. We urge
the Director-General to further intensify his
consultative efforts with bilateral donors and with
multilateral and regional ingtitutions, with emphasis
onimproved coherence, coordination and enhanced
implementation and to explore the possibility of
establishing through such institutions amechanism
to deal with income declines in the cotton sector
until theend of subsidies. Noting theimportance of
achieving enhanced efficiency and competitiveness
in the cotton producing process, we urge the
development community to further scale up its
cotton-specific assistance and to support the efforts
of the Director-General. In this context, we urge
Members to promote and support South-South
cooperation, including transfer of technology. We
welcome the domestic reform efforts by African
cotton producers aimed at enhancing productivity
and efficiency, and encourage them to deepen this
process. We reaffirm the complementarity of the
trade policy and development assistance aspects
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of cotton. Weinvitethe Director-General tofurnish
a third Periodic Report to our next Session with
updates, at appropriate intervalsin the meantime, to
the General Council, while keeping the Sub-
Committee on Cotton fully informed of progress.
Finally, as regards follow up and monitoring, we
request the Director-General to set up an appropriate
follow-up and monitoring mechanism.

NAMA negotiations

13

14.

15.

16.

We reaffirm our commitment to the mandate for
negotiations on market access for non-agricultural
products as set out in paragraph 16 of the Doha
Ministerial Declaration. We also reaffirm all the
elements of the NAMA Framework adopted by the
Genera Council on 1 August 2004. Wetake note of
thereport by the Chairman of the Negotiating Group
on Market Access on his own responsibility (TN/
MA/16, contained in Annex B). We welcome the
progress made by the Negotiating Group on Market
Access since 2004 and recorded therein.

We adopt a Swiss Formulawith coefficientsat levels
which shall inter alia:

Reduce or as appropriate eliminatetariffs, including
the reduction or elimination of tariff peaks, high
tariffsand tariff escalation, in particular on products
of export interest to developing countries, and
Take fully into account the special needs and
interests of devel oping countries, including through
lessthan full reciprocity in reduction commitments.
We instruct the Negotiating Group to finalise its
structure and details as soon as possible.

Weregffirm theimportance of specia and differential
treatment and lessthan full reciprocity inreduction
commitments, including paragraph 8 of the NAMA
Framework, asintegral partsof the modalities. We
instruct the Negotiating Group to finaliseitsdetails
as soon as possible.

In furtherance of paragraph 7 of the NAMA
Framework, we recognise that Members are
pursuing sectoral initiatives. Tothisend, weinstruct
the Negotiating Group to review proposals with a
view to identifying those which could garner
sufficient participationto berealised. Participation
should be on a non-mandatory basis.
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17.

19,

2L

2.

For the purpose of the second indent of paragraph
5 of the NAMA Framework, we adopt a non-linear
mark-up approach to establish base rates for
commencing tariff reductions. We instruct the
Negotiating Group to finalise its detail s as soon as
possible.

. We take note of the progress made to convert non

ad valorem duties to ad valorem equivalents on
the basis of an agreed methodol ogy as containedin
JOB(05)/166/Rev.1.

Wetake note of thelevel of common understanding
reached on theissue of product coverage and direct
the Negotiating Group to resolve differenceson the
limited issues that remain as quickly as possible.

. As a supplement to paragraph 16 of the NAMA

Framework, we recognise the challenges that may
be faced by non-reciprocal preference beneficiary
Membersasaconsequence of theMFN liberalisation
that will result from these negotiations. Weinstruct
the Negotiating Group to intensify work on the
assessment of the scope of the problem with aview
to finding possible solutions.

We note the concerns raised by small, vulnerable
economies, and instruct the Negotiating Group to
establish ways to provide flexibilities for these
Memberswithout creating a sub-category of WTO
Members.

We note that the Negotiating Group has made
progress in the identification, categorization and
examination of notified NTBs. We a so take note
that Membersare devel oping bilateral, vertical and
horizontal approachesto the NTB negotiations, and
that some of the NTBs are being addressed in other
fora including other Negotiating Groups. We
recognize the need for specific negotiating
proposals and encourage partici pants to make such
submissions as quickly as possible.

. However, werecogni sethat much remainsto bedone

in order to establish modalities and to conclude the
negotiations. Therefore, we agreeto intensify work
on all outstanding issues to fulfil the Doha
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objectives, in particular, we are resolved to establish
modalitiesno later than April 30, 2006 and to submit
comprehensive draft Schedules based on these
modalitiesno later than July 31, 2006.

Balance between
Agriculture and NAMA

24. We recognise that it is important to advance the

development objectives of this Round through
enhanced market accessfor devel oping countriesin
both Agriculture and NAMA. To that end, we
instruct our negotiators to ensure that there is a
comparably high level of ambition in market access
for Agricultureand NAMA. Thisambitionisto be
achieved in a balanced and proportionate manner
consistent with the principle of special and
differential treatment.

Services negotiations

25. The negotiations on trade in services shall proceed

. Weurgeall Membersto participate actively inthese

. We are determined to intensify the negotiations in

to their conclusion with a view to promoting the
economic growth of all trading partners and the
development of developing and |east-devel oped
countries, and with due respect for the right of
Membersto regulate. Inthisregard, we recall and
reaffirm the objectives and principles stipulated in
the GATS, the Doha Ministerial Declaration, the
Guidelines and Procedures for the Negotiations on
Tradein Services adopted by the Specia Session of
the Council for Tradein Serviceson March 28, 2001
andtheModalitiesfor the Specia Treatment for Least-
Developed Country Membersin the Negotiations on
Tradein Servicesadopted on September 03, 2003, as
well asAnnex C of theDecis on adopted by the Genera
Council on August 01, 2004.

negotiations towards achieving a progressively
higher level of liberalisation of tradein services, with
appropriate flexibility for individual developing
countriesasprovidedfor in Article X1X of the GATS.
Negotiations shall have regard to the size of
economies of individual Members, both overall and
in individual sectors. We recognise the particular
economic stuation of LDCs, including thedifficulties
they face, and acknowledge that they are not
expected to undertake new commitments.

accordance with the above principles and the
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Objectives, Approaches and Timelines set out in
Annex Cto thisdocument with aview to expanding
the sectoral and modal coverage of commitments
and improving their quality. Inthisregard, particular
attention will be given to sectors and modes of
supply of export interest to devel oping countries.

Rules negotiations

28

We recall the mandatesin paragraphs 28 and 29 of
the Doha Ministerial Declaration and reaffirm our
commitment to the negotiations on rules, aswe set
forthin Annex D to this document.

TRIPS negotiations

2.

We take note of the report of the Chairman of the
Specia Session of the Council for TRIPs setting out
the progress in the negotiations on the
establishment of amultilateral system of notification
and registration of geographical indications for
winesand spirits, asmandated in Article 23.4 of the
TRIPs Agreement and paragraph 18 of the Doha
Ministerial Declaration, contained in document TN/
IP/14, and agree to intensify these negotiations in
order to completethem within the overall time-frame
for the conclusion of the negotiations that were
foreseeninthe DohaMinisterial Declaration.

Environment
negotiations

3L

. Wereaffirm the mandate in paragraph 31 of the Doha

Ministerial Declaration aimed at enhancing the
mutual supportiveness of trade and environment
and wel comethe significant work undertaken in the
Committee on Trade and Environment (CTE) in
Specia Session. Weinstruct Membersto intensify
the negotiations, without prejudging their outcome,
on all parts of paragraph 31 to fulfil the mandate.

We recognise the progress in the work under
paragraph 31(i) based on Members' submissions
on therelationship between existing WTO rulesand
specific trade obligations set out in multilateral
environmental agreements (MEAS). We further
recognize the work undertaken under paragraph
31(ii) towards devel oping effective procedures for
regular information exchange between MEA
Secretariats and therelevant WTO committees, and
criteriafor the granting of observer status.

. We recognise that recently more work has been

carried out under paragraph 31(iii) through numerous
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submissions by Members and discussions in the
CTE in Special Session, including technical
discussions, which were also held in informal
information exchange sessionswithout prejudiceto
Members' positions. We instruct Members to
complete the work expeditiously under paragraph
31ii).

Trade Facilitation
negotiations

33. We recall and reaffirm the mandate and modalities

for negotiations on Trade Facilitation contained in
Annex D of the Decision adopted by the General
Council on August 01, 2004. We note with
appreciation the report of the Negotiating Group,
attached in Annex E to this document, and the
comments made by our delegations on that report
as reflected in document TN/TF/M/11. We endorse
the recommendations contained in paragraphs 3, 4,
5, 6 and 7 of thereport.

DSU negotiations

34. We take note of the progress made in the Dispute

Settlement Understanding negotiations as reflected
inthereport by the Chairman of the Special Session
of the Dispute Settlement Body to the Trade
Negotiations Committee (TNC) and direct the Specia
Session to continue to work towards a rapid
conclusion of the negotiations.

LD treatment

3b5. We reaffirm that provisions for special and

. We take note of the work done on the Agreement-

differential (S&D) treatment are an integral part of
the WTO Agreements. Werenew our determination
to fulfil the mandate contained in paragraph 44 of
the DohaMinisterial Declaration and inthe Decision
adopted by the General Council on August 01, 2004,
that all S& D treatment provisions be reviewed with
aview to strengthening them and making them more
precise, effective and operational .

specific proposals, especially the five LDC
proposals. We agree to adopt the decisions
contained in Annex F to this document. However,
we also recognisethat substantial work still remains
to be done. We commit ourselves to address the
development interests and concerns of developing
countries, especialy the LDCs, in the multilateral
trading system, and we recommit ourselves to
complete the task we set ourselves at Doha. We
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accordingly instruct the Committee on Trade and
Development in Special Session to expeditiously
complete the review of all the outstanding
Agreement-specific proposals and report to the
Genera Council, with clear recommendationsfor a
decision, by December 2006.

37. We are concerned at the lack of progress on the
Category |11 proposals that had been referred to
other WTO bodies and negotiating groups. We
instruct these bodiesto expeditiously completethe
consideration of these proposals and report
periodically to the General Council, with the
objective of ensuring that clear recommendations
for a decision are made no later than December
2006. We also instruct the Special Session to
continueto coordinateits effortswith these bodies,
so asto ensurethat thiswork iscompleted on time.

38. Wefurther instruct the Special Session, withinthe
parameters of the Doha mandate, to resume work
on all other outstanding issues, including on the
cross-cutting issues, the monitoring mechanism,
and the incorporation of S&D treatment into the
architecture of WTO rules, and report on aregular
basisto the General Council.

Implementation

39. Wereiteratetheinstruction in the Decision adopted
by the General Council on August 01, 2004 to the
TNC, negotiating bodies and other WTO bodies
concerned to redouble their efforts to find
appropriate solutions as a priority to outstanding
implementation-rel ated i ssues. Wetake note of the
work undertaken by the Director-Genera in his
consultative process on all outstanding
implementation issues under paragraph 12(b) of
the Doha Ministerial Declaration, including on
issuesrelated to the extension of the protection of
geographical indicationsprovided for in Article 23
of the TRIPs Agreement to products other than
wines and spirits and those related to the
relationship between the TRIPs Agreement and the
Convention on Biological Diversity. We request
the Director-General, without prejudice to the
positions of Members, to intensify hisconsultative
process on all outstanding implementation issues
under paragraph 12(b), if need be by appointing
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Chairpersons of concerned WTO bodies as his
Friends and/or by holding dedicated consultations.
The Director-General shall report to each
regular meeting of the TNC and the General
Council. The Council shall review progress and
take any appropriate action no later than 31 July
2006.

TRIPS & Public Health

40.

Weregffirmtheimportanceweattach tothe General
Council Decision of August 30, 2003 on the
Implementation of Paragraph 6 of the Doha
Declaration on the TRIPs Agreement and Public
Health, and to an amendment to the TRIPs
Agreement replacing itsprovisions. Inthisregard,
we welcome the work that has taken place in the
Council for TRIPsand the Decision of the General
Council of 6 December 2005 on an Amendment of
the TRIPS Agreement.

Small Economies

41

We reaffirm our commitment to the Work
Programme on Small Economiesand urge Members
to adopt specific measures that would facilitate
thefuller integration of small, vulnerable economies
into the multilateral trading system, without
creating a sub-category of WTO Members. We
take note of the report of the Committee on Trade
and Development in Dedicated Session on the
Work Programme on Small Economies to the
Genera Council and agreeto therecommendations
on future work. We instruct the Committee on
Trade and Development, under the overall
responsibility of the General Council, to continue
thework in the Dedicated Session and to monitor
progress of the small economies’ proposalsin the
negotiating and other bodies, with the aim of
providing responses to the trade-rel ated issues of
small economies as soon as possible but no later
than December 31, 2006. Weinstruct the General
Council to report on progress and action taken,
together with any further recommendations as
appropriate, to our next Session.

Trade, Debt & Finance

. We take note of the report transmitted by the

General Council on the work undertaken and
progress made in the examination of the
relationship between trade, debt and finance and
on the consideration of any possible
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recommendations on steps that might be taken
within the mandate and competence of the WTO
asprovided in paragraph 36 of the DohaMinisteria
Declaration and agree that, building on the work
carried out to date, thiswork shall continue on the
basisof the Dohamandate. Weinstruct the General
Council to report further to our next Session.

Trade & Transfer of
Technology

43. We take note of the report transmitted by the
General Council on the work undertaken and
progress madein the examination of therelationship
between trade and transfer of technology and on
the consideration of any possible recommendations
on steps that might be taken within the mandate of
the WTO to increase flows of technology to
developing countries. Recognizing the relevance
of the relationship between trade and transfer of
technology to the development dimension of the
Doha Work Programme and building on the work
carried out to date, we agree that this work shall
continue on the basis of the mandate contained in
paragraph 37 of the DohaMinisterial Declaration.
Weinstruct the General Council to report further to
our next Session.

Doha paragraph 19

44. Wetake note of thework undertaken by the Council
for TRIPs pursuant to paragraph 19 of the Doha
Ministerial Declaration and agree that this work
shall continue on the basis of paragraph 19 of the
DohaMinisterial Declaration and the progressmade
inthe Council for TRIPsto date. The General Council
shall report on its work in this regard to our next
Session.

TRIPs non-violation and
situation complaints

45. We take note of the work done by the Council for
Trade-Related Aspects of Intellectual Property
Rights pursuant to paragraph 11.1 of the Doha
Decision on Implementation-Related |ssues and
Concerns and paragraph 1.h of the Decision
adopted by the General Council on August 01, 2004,
and direct it to continueits examination of the scope
and modalitiesfor complaints of thetypesprovided
for under subparagraphs 1(b) and 1(c) of Article
XXI111 of GATT 1994 and make recommendationsto
our next Session. Itisagreed that, inthe meantime,
Members will not initiate such complaints under
the TRIPs Agreement.
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E-commerce

46.

Wetake note of thereportsfrom the General Council
and subsidiary bodies on the Work Programme on
Electronic Commerce, and that the examination of
issues under the Work Programme is not yet
complete. We agree to reinvigorate that work,
including the development-related i ssues under the
Work Programme and discussions on the trade
treatment, inter alia, of electronically delivered
software. We agree to maintain the current
ingtitutional arrangementsfor the Work Programme.
Wedeclarethat Memberswill maintain their current
practice of not imposing customs duties on
electronic transmissions until our next Session.

LDCs

47.

We reaffirm our commitment to effectively and
meaningfully integrate L DCs into the multilateral
trading system and shall continue to implement the
WTO Work Programme for LDCs adopted in
February 2002. We acknowl edge the seriousness of
the concerns and interests of the LDCs in the
negotiations as expressed in the Livingstone
Declaration, adopted by their Ministersin June 2005.
We take note that issues of interest to LDCs are
being addressed in all areas of negotiations and we
welcome the progress made since the Doha
Ministerial Declaration asreflected inthe Decision
adopted by the General Council on August 01, 2004.
Building upon the commitment in the Doha
Ministerial Declaration, developed-country
Members, and developing-country Members
declaring themselves in a position to do so, agree
to implement duty-free and quota-free market access
for products originating from LDCsas provided for
in Annex F to this document. Furthermore, in
accordance with our commitment in the Doha
Ministerial Declaration, Members shall take
additional measures to provide effective market
access, both at the border and otherwise, including
simplified and transparent rules of origin so as to
facilitate exports from LDCs. In the services
negotiations, Members shall implement the LDC
modalitiesand give priority to the sectorsand modes
of supply of export interest to LDCs, particularly
with regard to movement of service providersunder
Mode 4. We agree to facilitate and accelerate
negotiations with acceding LDCs based on the
accession guidelines adopted by the General
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Council in December 2002. We commit to continue
giving our attention and priority to concluding the
ongoing accession proceedings as rapidly as
possible. We welcome the Decision by the TRIPs
Council to extend thetransition period under Article
66.1 of the TRIPs Agreement. We reaffirm our
commitment to enhance effective trade-related
technical assistance and capacity buildingto LDCs
on a priority basis in helping to overcome their
limited human and institutional trade-related
capacity to enable L DCs to maximise the benefits
resulting from the Doha Development Agenda
(DDA).

Integrated Framework

48. We continueto attach high priority to the effective

. In this regard, we are encouraged by the

. We agree that the Task Force, in line with its

implementation of the Integrated Framework (1F)
and reiterate our endorsement of the IF asaviable
instrument for LDCs' trade development, building
on its principles of country ownership and
partnership. We highlight the importance of
contributing to reducing their supply side
constraints. We reaffirm our commitment made at
Doha, and recognise the urgent need to make the
IF moreeffectiveand timely in addressing thetrade-
related development needs of LDCs.

endorsement by the Development Committee of the
World Bank and International Monetary Fund (IMF)
at itsautumn 2005 meeting of an enhanced IF. We
welcome the establishment of a Task Force by the
Integrated Framework Working Group asendorsed
by the IF Steering Committee (IFSC) aswell asan
agreement on the three elements which together
constitute an enhanced IF. The Task Force,
composed of donor and L DC members, will provide
recommendationsto the IFSC by April 2006. The
enhanced IF shall enter into force no later than
December 03, 2006.

Mandate and based on the three elements agreed

to, shall provide recommendations on how the

implementation of the IF can be improved, inter

alia, by considering ways to:

1 provide increased, predictable, and additional
funding on a multi-year basis;
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2 strengthen the I F in-country, including through
mainstreaming tradeinto national devel opment
plans and poverty reduction strategies, more
effective follow-up to diagnostic trade
integration studies and implementation of
action matrices; and achieving greater and more
effective coordination amongst donors and I F
stakeholders, including beneficiaries;

3. improve the IF decision-making and
management structure to ensure an effective
and timely delivery of the increased financial
resources and programmes.

51. We welcome the increased commitment already
expressed by some Membersin the run-up to, and
during, this Session. We urge other development
partnersto significantly increasetheir contribution
totheIF Trust Fund. We aso urgethe six IF core
agencies to continue to cooperate closely in the
implementation of the IF, to increase their
investmentsin thisinitiative and to intensify their
assistance in trade-related infrastructure, private
sector development and ingtitution building to help
LDCsexpand and diversify their export base.

Technical Cooperation 52. We note with appreciation the substantial increase
in trade-related technical assistance since our
Fourth Session, which reflects the enhanced
commitment of Membersto addressthe increased
demand for technical assistance, through both
bilateral and multilateral programmes. We notethe
progress madein the current approach to planning
and implementation of WTO'’s programmes, as
embodied in the Technical Assistanceand Training
Plans adopted by Members, as well as the
improved quality of those programmes. We note
that a strategic review of WTQO’s technical
assistance is to be carried out by Members, and
expect that in future planning and implementation
of training and technical assistance, the
conclusions and recommendations of the review
will be taken into account, as appropriate.

53. Wereaffirm the priorities established in paragraph
38 of the Doha Ministerial Declaration for the
delivery of technical assistance and urge the
Director-General to ensure that programmesfocus
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accordingly on the needs of beneficiary countries
and reflect the priorities and mandates adopted by
Members. We endorse the application of
appropriate needs assessment mechanisms and
support the efforts to enhance ownership by
beneficiaries, in order to ensure the sustainability
of trade-related capacity building. We invite the
Director-General to reinforce the partnershipsand
coordination with other agencies and regional
bodies in the design and implementation of
technical assistance programmes, so that all
dimensions of trade-related capacity building are
addressed, in a manner coherent with the
programmes of other providers. In particular, we
encourage all Members to cooperate with the
International Trade Centre, which complements
WTO work by providing a platform for business
to interact with trade negotiators, and practical
advice for small and medium-sized enterprises
(SMEs) to benefit from the multilateral trading
system. Inthisconnection, we notetherole of the
Joint Integrated Technical Assistance Programme
(JTAP) in building the capacity of participating
countries.

. In order to continue progress in the effective and

timely delivery of trade-related capacity building,
in line with the priority Members attach to it, the
relevant structures of the Secretariat should be
strengthened and its resources enhanced. We
reaffirm our commitment to ensure secure and
adequate levels of funding for trade-related
capacity building, including in the Doha
Development Agenda Global Trust Fund, to
conclude the Doha Work Programme and
implement itsresults.

Commodity | ssues

. We recognise the dependence of several

developing and least-devel oped countries on the
export of commoditiesand the problemsthey face
because of the adverse impact of the long-term
declineand sharp fluctuation in the prices of these
commodities. Wetake note of thework undertaken
in the Committee on Trade and Development on
commodity issues, and instruct the Committee,
within its mandate, to intensify its work in
cooperation with other relevant international
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organisations and report regularly to the General
Council with possible recommendations. We agree
that the particular trade-related concerns of
developing and least-devel oped countries related to
commodities shall also be addressed in the course of
theagricultureand NAMA negotiations. Wefurther
acknowledge that these countries may need support
and technical assistance to overcome the particular
problemsthey face, and urge Members and relevant
international organisations to consider favourably
requests by these countries for support and
assistance.

Coherence

56. We welcome the Director-General’s actions to

strengthen the WTQO'’ s cooperation with the IMF and
the World Bank in the context of the WTO’s
Marrakesh mandate on Coherence, and invitehim to
continueto work closely with the General Council in
this area. We value the General Council meetings
that are held with the participation of the heads of
the IMF and the World Bank to advance our
Coherence mandate. We agree to continue building
on that experience and expand the debate on
international trade and development policymaking
and inter-agency cooperation with the participation
of relevant UN agencies. Inthat regard, we notethe
discussions taking place in the Working Group on
Trade, Debt and Finance on, inter alia, the issue of
Coherence, and look forward to any possible
recommendations it may make on steps that might
be taken within the mandate and competence of the
WTO on thisissue.

Aid for Trade

. We welcome the discussions of Finance and

Development Ministersin variousfora, including the
Devel opment Committee of the World Bank and IMF,
that have taken placethisyear on expanding Aid for
Trade. Aidfor Trade should aimto help devel oping
countries, particularly L DCs, to build the supply-side
capacity and trade-related infrastructure that they
need to assist them to implement and benefit from
WTO Agreements and more broadly to expand their
trade. Aid for Trade cannot be a substitute for the
devel opment benefitsthat will result from asuccessful
conclusiontothe DDA, particularly on market access.
However, it can be a valuable complement to the
DDA. Weinvitethe Director-General to createatask
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force that shall provide recommendations on how
to operationalise Aid for Trade. The Task Force
will provide recommendations to the General
Council by July 2006 on how Aid for Trade might
contribute most effectively to the development
dimension of theDDA. Wealsoinvitethe Director-
General to consult with Members as well as with
the IMF and World Bank, relevant international
organisations and the regional development banks
with aview to reporting to the General Council on
appropriate mechanisms to secure additional
financial resources for Aid for Trade, where
appropriate through grants and concessional loans.

Recently-acceded
Members

58. We recognise the special situation of recently-
acceded Memberswho have undertaken extensive
market access commitmentsat thetime of accession.
This situation will be taken into account in the
negotiations.

Accessions

59. We reaffirm our strong commitment to making the
WTO truly global in scope and membership. We
welcome those new Memberswho have compl eted
their accession processes since our last Session,
namely Nepal, Cambodiaand Saudi Arabia. Wenote
with satisfaction that Tonga has completed its
accession negotiations to the WTO. These
accessions further strengthen the rules-based
multilateral trading system. We continueto attach
priority to the 29 ongoing accessions with aview
to concluding them as rapidly and smoothly as
possible. We stress the importance of facilitating
and accelerating the accession negotiations of
least-developed countries, taking due account of
the guidelines on LDC accession adopted by the
General Council in December 2002.
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Annex A
Agriculture

Report by the Chairman of the Special Session of the
Committeeon Agriculturetothe TNC

The present report has been prepared on my own responsibility. | have donesoin
response to the direction of Members as expressed at the informal Special Session
of the Committee on Agriculture on November 11, 2005. At that meeting, following
the informal Heads of Delegation meeting the preceding day, Members made it
crystal clear that they sought from me at this point an objective factual summary of
wherethe negotiations have reached at thistime. It was clear from that meeting that
Members did not expect or desire anything that purported to be more than that. In
particular, it wasclear that, following the decision at the Heads of Delegation meeting
that full modalities will not be achieved at Hong Kong, Members did not want
anything that suggested implicit or explicit agreement whereit did not exist.

Thisis not, of course, the kind of paper that | would have chosen or preferred to
have prepared at thispoint. Ideally, my task should have been to work with Members
to generate adraft text of modalities. But thistext reflectsthereality of the present
situation. There will be — because there must be if we are to conclude these
negotiations—such adraft text in the future. 1 1ook at thisnow asatask postponed,
but the precise timing of thisisin the hands of Members.

Asfor thispaper, itisprecisely what it isdescribed to be. Nomore, holess. Itisthe
Chairman’sreport and, assuch, it goesfrom metothe TNC. Itisnot anything more
than my personal report — in particular, it is not in any sense an agreed text of
Members. It does not, therefore, in any way prejudge or prejudice the positions of
Members on any matter within it or outside of it. And, it certainly does not bind
Membersin any way. It should go without saying that the agreed basis of our work
is, and shall remain, the Doha Mandate itself and the Framework in the Decision
adopted by the General Council on August 01, 2004.

Asto the character of the paper, | have endeavoured to reflect what | discerned as
the wishes of Memberswhen they directed meto preparethis paper. | havetriedto
capture as clearly as | can such conditional progress and convergence as has
developed inthe post-July 2004 period. Indoing so, | have not tried to brush under
the carpet divergences that remain, and the paper tries to be just as clear on those
points. Of coursg, it is a summary report. As such, it cannot — and does not —
recapitulate each and every detail on each and every issue. But | took from Members
comments that they would prefer apaper which could ‘orient’ further discussion.

In that regard, | hope that anyone reading this paper would be able to get a pretty
clear ideaof what it isthat remainsto bedone. Members madeit clear that it was not
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my task as Chair to prescribe what isto be done next in a programmatic way. My
task wasto register where we are now, but | confessto having done so with an eye
to genuinely clarifying where key convergences exist or key divergences remain,
rather than obscuring or overcomplicating matters.

My own sense, when | review this myself, isthe compelling urgency of seizing the
moment and driving the process to a conclusion as rapidly as possible. We have
made — particularly since August of this year — genuine and material progress.
Indeed, it has come at arelatively rapid pace. Itisalso clear to methat it has been
the product of a genuinely negotiating process. In other words, it has been a case
of making proposalsand counterproposals. That iswhy the matters covered inthis
report have an essentially conditional character. As| seeit, the redlity is that we
haveyet to find that last bridge to agreement that we need to secure modalities. But
it would be agraveerror, in my view, to imagine that we can take much timeto find
that bridge. AsChair, | am convinced that we must maintain momentum. Youdon't
closedivergencesby taking time off to have acup of tea. If you do so, youwill find
that everyone has moved backwards in the meantime. That, it seems to me, isa
profound risk to our process. | would liketo believethat thisreport at least underlines
to usthat thereisindeed something real and important still within our grasp and we
ought not to risk losing it. Our over-riding challenge and responsibility isto meet
the devel opment objective of the Doha Development Agenda. To meet thischallenge
and achieve this goal, we must act decisively and with real urgency.

Thefuturelife of thispaper, if any, isamatter entirely in the handsof TNC Members
todecide. This, as| seeit, isthe proper safeguard of theintegrity of what has come
to be described as a “ bottom-up” process.

DOMESTIC SUPPORT

8 There has been very considerable potential convergence, albeit on a manifestly

conditional basis.

Overall Cut

Thereisaworking hypothesisof three bandsfor overall cutsby developed countries.
Thereisastrongly convergent working hypothesisthat the thresholdsfor the three
bands be US$ billion 0-10; 10-60; >60. On thisbasis, the European Communities
would be in the top band, the United States and Japan in the second band, and all
other developed countries at least in the third band. For developing countries,
thereisaview that either devel oping countriesare assigned to therelevant integrated
band (the bottom) or that there is a separate band for them.!

Based on post-July 2005 proposals, there has been an undeniably significant
convergence on therange of cuts. Of course, thishasbeen conditional. But subject
to that feature, a great deal of progress has been made since the bare bones of the
July 2004 Framework. Thefollowing matrix providesasnapshot:
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Bands Thresholds(US$hillion) Cuts

1 010 31%-70%
2 10-60 53%-75%
3 >60 70%-80%

DeMinimis

On product-specific de minimis and non-product-specific de minimis, there is a
zone of engagement for cuts between 50 percent and 80 percent for developed
countries.

As regards developing countries, there are still divergences to be bridged. In
addition to the exemption specifically provided for inthe Framework, thereisaview
that, for al developing countries, there should be no cut in de minimis at all.
Alternatively, at least for those with no AMS, there should be no cut and, in any
case, any cut for those with an AM S should be lessthan 2/3 of the cut for devel oped
countries.

Blue Box

9

There is important and significant convergence on moving beyond (i.e. further
constraining) Blue Box programme payments envisaged inthe July 2004 Framework.
However, thetechnique for achieving thisremainsto be determined. One proposal
isto shrink the current 5 percent ceiling to 2.5 percent.2 Another proposal rejects
thisinfavour of additional criteriadisciplining the so-called “new” Blue Box only.
Others favour acombination of both, including additional disciplines on the“old”
BlueBox.

AMS

There isaworking hypothesis of three bands for devel oped countries.
Thereisclose (but not full) convergence on the thresholds for those bands. There
appears to be convergence that the top tier should be US$25bn and above. There
issomeremaining divergence over the ceiling for the bottom band: between US$12
bn and 15bn.

There has been an undeniably significant convergence on the range of cuts. Of
course, this has been conditional. But, that understood, a great deal of progress
has been made since the bare bones of the July 2004 Framework. The following
matrix® provides a snapshot:

Bands Thresholds (US$billion) Cuts

1 0-12/15 37-60%
2 12/15-25 60-70%
3 >25 70-83%

Thereis therefore working hypothesis agreement that the European Communities
should beinthetop tier, and the USin the second tier. However, while the basisfor
Japan’s placement as between these two tiers has been narrowed, it remains to be
finally resolved.
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- For developed countries in the bottom band, with arelatively high level of AMS
relative to total value of agriculture production, there is emerging consensus that
their band-related reduction should be complemented with an additional effort.

- What is needed now is a further step to bridge the remaining gap in positions —
particularly as regards the United States and the European Communities, it being
understood that this is not a matter to be resolved in isolation from the other
elementsin thispillar and beyond.

- Onthe base period for product-specific caps, certain proposals (such as for 1995-
2000 and 1999-2001) are on the table. This needs to be resolved appropriately,
including the manner in which special and differential treatment should be applied.

Green Box

10. The review and clarification commitment has not resulted in any discernible
convergence on operational outcomes. Thereis, on the oneside, afirm rejection of
anything that is seen as departing from the existing disciplineswhilethereis, onthe
other, an enduring sense that more could be done to review the Green Box without
undermining ongoing reform. Beyond that thereis, however, sometangible openness
to finding appropriate ways to ensure that the Green Box is more “development
friendly” i.e. better tailored to meet the realities of developing country agriculture
but in away that respects the fundamental requirement of at most minimal trade
distortion.

EXPORT COMPETITION

End Date

11. Whileconcreteproposast have been made on theissue of an end date for elimination
of all forms of export subsidies, there is at this stage no convergence. There are
suggestionsfor the principle of front-loading or accel erated elimination for specific
products, including particularly cotton.

Export Credits

12. Convergence has been achieved on anumber of elementsof disciplineswith respect
to export credits, export credit guarantee or insurance programmes with repayment
periods of 180 daysand below. However, anumber of critical issuesremain.®

Exporting State Trading Enterprises

13. There hasbeen material convergence on rulesto address trade-distorting practices
identified inthe July 2004 Framework text, although there are still major differences
regarding the scope of practicesto be covered by the new disciplines. Fundamentally
opposing positions remain, however, on the issue of the future use of monopoly
powers. There have been concrete drafting proposals on such matters asdefinition
of entities and practices to be addressed as well as transparency. But there has
been no genuine convergence in such areas.

Food Aid
14. Thereisconsensus among Membersthat the WTO shall not stand in the way of the
provision of genuinefood aid. Thereisalso consensusthat what isto be eliminated
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iscommercial displacement. There have been detailed and intensive discussions,
some of which have even been text-based, but not to a point where a consolidated
draft text could be developed. This has been precluded by Members clinging to
fundamentally disparate conceptual premises. There are proposals that in the
disciplines a distinction should be made between at least two types of food aid:
emergency food aid and food aid to address other situations. However, thereis not
yet a common understanding where emergency food aid ends and other food aid
begins, reflecting concerns that this distinction should not become a means to
create aloopholein disciplines. A fundamental sticking point iswhether, exceptin
exceptional, genuine emergency situations, Membersshould (albeit gradually) move
towardsuntied, in-cash food aid only, as some Members propose but other Members
strongly oppose.®

Foecial and Differential Treatment

15. Framework provisionsfor specia and differential treatment, including with respect
to the monopoly status of state trading enterprises in developing countries and an
extended lifetimefor Article 9.4, have been uncontroversial, but detailsremainto be
established.

Foecial Circumstances

16. Work on the criteria and consultation procedures to govern any ad hoc temporary
financing arrangements relating to exports to devel oping countries in exceptional
circumstances is not much developed.

MARKET ACCESS

Tiered Formula

- We have progressed on ad valorem equivalents.” This has successfully created a
basisfor allocating itemsinto bands for the tiered formula.

- We have aworking hypothesis of four bands for structuring tariff cuts.

- Therehasbeen very considerable convergence on adopting alinear-based approach
for cuts within those bands. Members have, of course, by no means formally
abandoned positions that are even more divergent.2 We need now to narrow the
extent of divergence that remains. Thiswill include whether or not to include any
“pivot” in any band.

- Members have made strong efforts to promote convergence on the size of actual
cuts to be undertaken within those bands. But, even though genuine efforts have
been made to move from formal positions (which of courseremain), major gapsare
yet to be bridged. Somewhat greater convergence has been achieved as regards
thethresholdsfor the bands. Substantial movement isclearly essential to progress.®

- Some Members continue to reject completely the concept of a tariff cap. Others
have proposed™ a cap between 75-100 percent.

Sensitive Products
- Members have been prepared to make concrete - albeit conditional - proposals on
the number of sensitive products. But, in asituation where proposals extend from
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aslittle as one percent to as much as 15 percent of tariff lines, further bridging this
differenceis essential to progress.

The fundamental divergence over the basic approach to treatment of sensitive
products needs to be resolved.'! Beyond that, there needs to be convergence on
the consequential extent of liberalisation for such products.

Foecial and Differential Treatment

Just as for developed countries, there is a working hypothesis of four bands for
developing countries. There is no disagreement on lesser cuts within the bands. A
certain body of opinion is open to considering cuts of two-thirds of the amount of
the cuts for developed countries as a plausible zone in which to search more
intensively for convergence.? But significant disagreement on that remains, and
divergenceis, if anything, somewhat more marked on the connected i ssue of higher
thresholds for developing countries.®®

Some Members continueto reject completely the concept of atariff cap for developing
countries. Others have proposed™ a cap at 150 percent.

For sensitive products, there is no disagreement that there should be greater
flexibility for devel oping countries, but the extent of thisneedsto befurther defined.®

Soecial Products

Regarding designation of special products, there has been a clear divergence
between those Members which consider that, prior to establishment of schedules,
a list of non-exhaustive and illustrative criteria-based indicators should be
established and those Members which are looking for alist which would act as a
filter or screen for the selection of such products. Latterly, it has been proposed
(but not yet discussed with Membersas awhol €) that adevel oping country Member
should have the right to designate at least 20 per cent of its agricultural tariff lines
as Specia Products, and be further entitled to designate an SP where, for that
product, an AM S has been notified and exports have taken place. Thisissue needs
to be resolved as part of modalities so that there is assurance of the basis upon
which Members may designate special products.

Some moves toward convergence on treatment of Special Products have been
made recently. Some Members had considered that specia products should befully
exempt from any new market access commitmentswhatsoever and have automatic
access to the SSM. Others had argued there should be some degree of market
opening for these products, albeit reflecting more flexible treatment than for other
products. In the presence of this fundamental divergence, it had clearly been
impossible to undertake any definition of what such flexibility would be. Genuine
convergence is obviously urgently needed. There is now a new proposal for a
tripartite categorization of Special Productsinvolving limited tariff cutsfor at least
aproportion of such productswhich remainsto be fully discussed. It remainsto be
seen whether this discussion can help move us forward.

SpeC|aI Safeguard Mechanism

There is agreement that there would be a special safeguard mechanism and that it
should betailored to the particular circumstances and needs of devel oping countries.
There is no materia disagreement with the view that it should have a quantity
trigger. Nor isthere disagreement with theview that it should at |east be capabl e of
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addressing effectively what might be described as import “surges’. Divergence
remains over whether, or if so how, situationsthat are lesser than “surge” areto be
dealt with. Thereis, however, agreement that any remedy should be of atemporary
nature. There remains strong divergence however on whether, or if so how, a
special safeguard should be “ price-based” to deal specifically with price effects.

- Thereis some discernible openness, abeit at varying levels, to at least consider
coverage of products that are likely to undergo significant liberalisation effects,
and/or are already bound at low levels and/or are special products. Beyond that,
however, there remains a fundamental divergence between those considering all
products should be eligible for such a mechanism and those opposing such a
blanket approach.

Other Elements

17. There has been no further material convergence on the matters covered by
paragraphs 35 and 37 of the July 2004 Framework text. The same may be said for
paragraph 36 on tariff escalation, albeit that thereis full agreement on the need for
this to be done, and a genuine recognition of the particular importance of this for
commodities exporters. Certain concrete proposals have been made on paragraph
38 (SSG) and met with opposition from some Members.

18. Concrete proposal s have been made and discussed on how to implement paragraph
43 of the July 2004 Framework on tropical and diversification products. But there
remains divergence over the precise interpretation of this section of the July
Framework® and no common approach has been established.

19. Theimportance of long-standing preferences pursuant to paragraph 44 of the July
2004 Framework is fully recognised and concrete proposals regarding preference
erosion have been made and discussed.'” There seems not to be inherent difficulty
with arolefor capacity building. However, whilethereis some degree of support for
e.g. longer implementation periodsfor at |east certain productsin order to facilitate
adjustment, thereisfar from convergence on eventhis. Someargueit isnot sufficient
or certainly not in all cases, while othersthat it is not warranted at al.

LEAST-DEVELOPED COUNTRIES

20. There is no questioning of the terms of paragraph 45 of the July Framework
agreement, which exemptsleast-devel oped countriesfrom any reduction requirement.
The stipulation that “developed Members, and developing country Membersin a
position to do so, should provide duty-free and quota-free market access for
products originating from least-devel oped countries’ isnot at this point concretely
operational for all Members. At thisstage, severa Membershave made undertakings.
Proposals for this to be bound remain on the table.*®
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COTTON

21. While there is genuine recognition of the problem to be addressed and concrete
proposals have been made, Members remain at this point short of concrete and
specific achievement that woul d be needed to meet the July Framework directionto
address this matter ambitiously, expeditiously and specifically. There is no
disagreement with theview that al formsof export subsidiesareto be eliminated for
cotton although the timing and speed remainsto be specified. Proposalsto eliminate
them immediately or from day one of theimplementation period are not at this point
shared by all Members. Inthe case of trade distorting support, proponents seek full
elimination with “front-loaded” implementation.’® Thereisaview that the extent to
which this can occur, and its timing, can only be determined in the context of an
overall agreement.

Another view isthat there could be at least substantial and front-loaded reduction
on cotton specifically from day one of implementation, with the major implementation
achieved within twelve months, and the remainder to be completed within aperiod
shorter than the overall implementation period for agriculture.

RECENTLY-ACCEDEDMEMBERS
22. Concrete proposals have been made and discussed, but no specific flexibility
provisions have commanded consensus.

MONITORING AND SURVEILLANCE

23. A proposal has been made but thereis no material advance at this point.

OTHERISSUES

24. Onparagraph 49 (sectora initiatives, differential export taxes, Gls) certain positions
and proposals have been tabled and/or referred to. They are issues that remain of
interest but not agreed.

25. At this point, proposals on paragraph 50 have not advanced materially.

26. Inthe case of small and vulnerable economies, a concrete proposal has been made
recently. It has not yet been subject to consultation.

27. Thereisopennessto the particular concerns of commodity-dependent developing
and least-developed countries facing long-term decline and/or sharp fluctuations
inprices. Thereis, at thispoint (where, overall, precisemodalitiesare still pending),
support for the view that such modalities should eventually be capable of addressing
effectively key areasfor them.?
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Annex B
Market Accessfor Non-Agricultural Products

Report by the Chairman of the Negotiating Group on Mar ket
Accesstothe TNC

Introduction

A Chairman’s commentary of the state of play of the NAMA negotiations was
prepared in July 2005 and circulated in document JOB(05)/147 and Add.1 (hereinafter
referred to as the “Chairman’s commentary”). The current report, made on my
responsibility, reflects the state of play of the NAMA negotiations at thisjuncture
of the Doha Development Agenda, and supplements that commentary.

With an eye on the forthcoming Ministerial, Section B of this report attempts to
highlight those areas of convergence and divergence on the elements of Annex B
of Decision adopted by the General Council on August 01, 2004, (hereinafter referred
toasthe“NAMA framework™), and to provide some guidance asto what may bea
possible future course of action with respect to some of the elements. Section C of
the report provides some final remarks about possible action by Ministersat Hong
Kong.

In preparing thisreport, use has been made of documents provided by Members (as
listedin TN/MA/S/16/Rev.2) aswell asthe discussionsin the open-ended sessions
of the Group, plurilateral meetingsand bilateral contacts, aslong asthey werenotin
the nature of confessionals.

. summary of thestateof play

Full modalities must have detail ed |language and, where required, final numberson
all elements of the NAMA framework. Such an agreement should also contain a
detailed work plan concerning the process after the establishment of full modalities
for the purpose of the submission, verification and annexation of Doha Schedules
toalegal instrument. While acknowledging that progress has been made since the
adoption of the NAMA framework, the establishment of full modalitiesis, at present,
a difficult prospect given the lack of agreement on a number of elements in the
NAMA framework including the formula, paragraph 8 flexibilities and unbound
tariffs.

Regarding the structure of this section, generally Members recognise that theissues
identified in the preceding paragraph arethe three elements of the NAMA framework
on which solutions are required as a matter of priority, and that there is a need to
address them in an interlinked fashion. So, this report will commence with these
three subjects before moving on to the other elements of the NAMA framework in
the order in which they are presented therein.
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Formula (par agraph 4 of theNAM A framework)

6. On the non-linear formula, there has been movement since the adoption of the
NAMA framework. There is a more common understanding of the shape of the
formulathat Members are willing to adopt in these negotiations. In fact, Members
have been focusing on a Swiss Formula. During the past few months, much time
and effort has been spent examining the impact of such a formula from both a
defensive and offensive angle. In terms of the specifics of that formula, there are
basically two variations on thetable: aformulawith alimited number of negotiated
coefficients and aformula where the value of each country’s coefficient would be
based essentially on the tariff average of bound rates of that Member, resulting in
multiple coefficients.

7. Inorder to move beyond adebate on the merits of thetwo options (andin recognition
of thefact that what mattersinthefinal analysisisthelevel of the coefficient) more
recently Members have engaged in a discussion of numbers. Such a debate has
been particularly helpful, especialy asit demonstrated in a quantifiable manner to
what extent the benchmarks established in paragraph 16 of the Doha Ministerial
Declaration would be achieved. Whileit isevident that one of the characteristics of
such a formulais to address tariff peaks, tariff escalation and high tariffs (as it
brings down high tariffs more than low tariffs), one benchmark which has been the
subject of differences of opinion has been that of “less than full reciprocity in
reduction commitments’ and how it should bemeasured. Somedeveloping Members
are of the view that this means | ess than average percentage cutsi.e. as translated
through a higher coefficient in the formula, than those undertaken by developed
country Members. However, the latter have indicated that there are other
measurements of lessthan full reciprocity in reduction commitmentsincluding the
fina ratesafter theformulacut whichintheir marketswould belessthanin developing
country markets. Also, intheir view, such ameasurement of lessthan full reciprocity
in reduction commitments has to take into account not only the additional effort
made by theminall areasbut a so of paragraph 8 flexibilitiesand thefact that severa
developing Members and the LDCswould be exempt from formulacuts.

8. Other objectivesput forward by devel oped Members and some devel oping Members
as being part of the Doha NAMA mandate are: harmonization of tariffs between
Members; cutsinto applied rates; and improvement of South-South trade. However,
these obj ectives have been challenged by other developing Memberswho believe
that, on the contrary, they are not part of that mandate.

9. During the informal discussions, many Members engaged in an exchange on the
basis of an approach with two coefficients. In the context of such debates, the
coefficientswhich were mentioned for developed Membersfell generally withinthe
range of 5t0 10, and for devel oping Memberswithin therange of 15 to 30, although
some devel oping Members did propose lower coefficientsfor developed Members
and higher coefficientsfor developing Members. Inaddition, adevel oping country
coefficient of 10 was also put forward by some developed Members. However,
whilethisdiscussion of numbersisapositive devel opment, the inescapablereality
isthat the range of coefficientsiswide and reflects the divergence that existsasto
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Members' expectati onsregarding the contributionsthat their trading partners should
bemaking.

Flexibilitiesfor developing M ember ssubject toaformula(par agraph 8 of theNAMA

framework

10. A central issue concerning the paragraph 8 flexibilities has been the question of
linkage or non-linkage between these flexibilities and the coefficient inthe formula.
A view was expressed that the flexibilities currently provided for in paragraph 8 are
equivalent to 4-5 additional pointsto the coefficient in the formula, and asaresult
therewas need to takethisaspect into account in the devel oping country coefficient.
In response, the argument has been made by many devel oping Membersthat those
flexibilitiesare astand alone provision asreflected in the language of that provision,
and should not be linked to the coefficient.

Otherwise, thiswould amount to re-opening the NAMA framework. Some of those
Members have also expressed the view that the numbers currently within square
brackets are the minimum required for their sensitivetariff lines, and have expressed
concern about the conditions attached to the use of such flexibilities, such as the
capping of the import value. In response, the point has been made by developed
Members that they are not seeking to remove the flexibilities under paragraph 8,
and therefore are not re-opening the NAMA framework. They further point out that
the numbers in paragraph 8 are within square brackets precisely to reflect the fact
that they are not fixed and may need to be adjusted downwards depending on the
level of the coefficient.

In addition, the need for more transparency and predictability with regard to the
tariff lineswhich would be covered by paragraph 8 flexibilities has been raised by
some of these Members. Some developing Members have also advanced the idea
that there should be the option for those developing Members not wanting to use
paragraph 8 flexibilitiesto have recourseto ahigher coefficientintheformulain the
interest of having a balanced outcome.

Unbound Tariff Lines(paragraph 5, indent two of theNAM A framewor k)

11. There has been progress on the discussion of unbound tariff lines. There is an
understanding that full bindings would be a desirable objective of the NAMA
negotiations, and a growing sense that unbound tariff lines should be subject to
formulacuts provided thereisapragmatic solution for those lineswith low applied
rates. However, some Members have stressed that their unbound tariff lines with
high applied rates are also sensitive and due consideration should be given to
those lines. There now appears to be a willingness among several Members to
move forward on the basis of anon-linear mark-up approach to establish baserates,
and in the case of some of these Members, provided that such an approach yields
an equitable result.

A non-linear mark-up approach envisages the addition of a certain number of
percentage pointsto the applied rate of the unbound tariff linein order to establish
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the base rate on which theformulaisto be applied. Therearetwo variations of such
an approach. In one case, a constant number of percentage points are added to the
applied rate in order to establish the base rate. The other variation consists of
having adifferent number of percentage points depending onthelevel of the applied
rate. In other words, the lower the applied rate the higher the mark-up and the higher
the applied rate, thelower the mark-up. Thereisalso one proposal onthetableof a
target average approach where an average is established through the use of a
formula, with the unbound tariff lines expected to have final bindings around that
average.

12. On apractical leve, in their discussions on unbound tariff lines, Members have
been referring mostly to the constant mark-up methodology to establish baserates.
Inthe context of such discussions, the number for the mark-up hasranged from 5to
30 percentage points. Once again the gap between the two figures is wide, but
Members have displayed willingnessto beflexible.

Other elementsof theformula (paragraph 5 of the NAMA framework)

13. Concerning product coverage (indent 1), Members have made good progress to
establish alist of non-agricultural products as reflected in document JOB(05)/226/
Rev.2. Themainissueiswhether the outcome of this exercise should be an agreed
list or guidelines. It would appear that several Membersarein favour of the former
outcome, however, some have expressed their preference for the latter. In any
event, there are only alimited number of items (17) on which differencesexist and
Members should try and resolve these differences as quickly as possible.

14. On ad valorem equivalents (indent 5), agreement was reached to convert non ad
valoremdutiesto ad val orem equival ents on the basis of the methodol ogy contained
in JOB(05)/166/Rev.1 and to bind them in ad valoremterms. To date, four Members
have submitted their preliminary AVE calculations, but there are many more due.
Those Memberswould need to submit thisinformation as quickly as possible so as
to allow sufficient timefor the multilateral verification process.

15. Thesubject of how credit isto be given for autonomousliberalization (indent 4) by

developing countries provided that the tariff lines are bound on an MFN basisin
the WTO since the conclusion of the Uruguay Round has not been discussed in
detail since the adoption of the NAMA framework. However, thisissue may be
more usefully taken up oncethereisaclearer picture of theformula.

16. All the other elements of the formula such as tariff cuts commencing from bound
rates after full implementation of current commitments (indent 2), the base year
(indent 3), the nomenclature (indent 6) and reference period for import data (indent
7) have not been discussed any further since July 2004, asthey were acceptable to
Membersascurrently reflectedinthe NAMA framework.
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Other flexibilitiesfor developing M embers

Memberswith low binding coverage (paragraph 6 of the NAMA framework)

17. A submission by a group of developing Members, covered under paragraph 6
provisions, was madein June 2005. The paper proposed that Membersfalling under
this paragraph should be encouraged to substantially increasetheir binding coverage,
and bind tariff lines at alevel consistent with their individual development, trade,
fiscal and strategic needs. A preliminary discussion of this proposal revealed that
there were concerns about this proposal re-opening this paragraph by seeking to
enhance the flexibilities contained therein. Further discussion of this proposal is
required. However, it appearsthat the issue of concern to some of the paragraph 6
Members is not related so much to the full binding coverage, but rather to the
average level at which these Members would be required to bind their tariffs.

Flexibilitiesfor L DCs(paragraph 9 of the NAMA framework)

18. There appears to be a common understanding that LDCs will be the judge of the
extent and level of the bindings that they make. At the same time, Members have
indicated that this substantial increase of the binding commitmentswhich LDCsare
expected to undertake should be done with agood faith effort. Inthisregard, some
yardsticksfor thiseffort were mentioned including the coverage and level of bindings
made in the Uruguay Round by other LDCs as well as the more recently acceded
LDCs

Small, vulnerable economies

19. A paper was submitted recently by agroup of Members which proposesinter alia
lesser and linear cutsto Membersidentified by acriterion using trade share. While
some developing and developed Members were sympathetic to the situation of
such Members, concerns were expressed with respect to the threshold used to
establish eligibility, and also the treatment envisaged. Other developing Members
expressed serious reservations about this proposal which in their view appeared to
be creating a new category of developing Members, and to be further diluting the
ambition of the NAMA negotiations. The sponsors of this proposal stressed that the
small, vulnerable economies had characteristics which warranted special treatment.

20. Thisisanissueonwhichthereisaseriousdivergence of opinion among developing
Members. Thissubject will need to be debated further. Discussionsmay befacilitated
through additional statistical analysis.

Sectorals(paragraph 7 of theNAMA framework)

21. It appearsthat good progressis being made on the sectoral tariff component of the
NAMA negotiations. Work which is taking place in an informal Member-driven
process has focused on inter alia identification of sectors, product coverage,
participation, end rates and adequate provisions of flexibilities for developing
countries. Besidesthe sectorals based on acritical mass approach identified in the
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Chairman’scommentary —bicycles, chemicals, el ectronicg/electrical equipment, fish,
footwear, forest products, gems and jewellery, pharmaceuticals and medical
equipment, raw materials and sporting goods — | understand that work is ongoing
on other sectors namely apparel, auto/auto parts and textiles.

22. While this component of the NAMA negotiations is recognised in the NAMA
framework to be akey element to delivering on the obj ectives of paragraph 16 of the
Doha NAMA mandate, some developing Members have questioned the rationale
of engaging in sectoral negotiations before having the formula finalized. Many
have also re-iterated their view that sectoralsare voluntary in nature. The point has
also been made by other devel oping Membersthat sectorals harm smaller developing
Members due to an erosion of their preferences. However, the proponents of such
initiatives have argued that sectorals are another key element of the NAMA
negotiations and an important modality for delivering on the elimination of duties
as mandated in paragraph 16 of the DohaMinisterial Declaration. In addition, they
have pointed out that some of the sectoralswereinitiated by devel oping Members.
Moreover, such initiatives require substantive work and were time-consuming to
prepare. Concerning preference erosion, this was a cross-cutting issue.

23. Memberswill need to begin considering time-linesfor the finalization of suchwork,
and the submission of the outcomes which will be applied on an MFN basis.

Market Accessfor L DCs(paragraph 10 of theNAMA framework)

24. In the discussions on this subject, it was noted that the Committee on Trade and
Development in Special Session is examining the question of duty-free and quota-
free access for non-agricultural products originating from LDCs. Consequently,
thereisrecognition by Membersthat the discussionsin that Committee would most
probably have animpact on thiselement of the NAMA framework, and would need
to befactored in at the appropriate time.

Newly Acceded M ember s(par agraph 11 of theNAM A framework)

25. Membersrecogni ze the extensive market access commitments made by the NAMs
at the time of their accession. From the discussions held on this subject, it was
clarified that those NAMswhich are devel oping Members have accessto paragraph
8 flexihilities. As special provisions for tariff reductions for the NAMs, some
Members are willing to consider longer implementation periods than those to be
provided to developing Members. Other proposals such as ahigher coefficient and
“grace periods’ for the NAMs were aso put forward, but a number of Members
have objected to theseideas. There has al so been asubmission by four low-income
economiesin transition who have requested to be exempt from formulacutsinlight
of their substantive contributions at the time of their WTO accession and the
current difficult state of their economies. While some Members showed sympathy
for the situation of these Members, they expressed the view that other solutions
may be more appropriate. Some devel oping Members al so expressed concern about
this proposal creating a differentiation between Members. Further discussion is
required on these issues.
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NTBs(paragraph 14 of theNAM A framework)

26. Since adoption of the July 2004 framework, Members have been focusing their
attention on non-tariff barriersin recognition of thefact that they areanintegral and
equally important part of the NAMA negotiations. Some Members claim that they
congtitute a greater barrier to their exports than tariffs. The Group has spent a
considerable amount of time identifying, categorising and examining the notified
NTBs. Membersareusing bilateral, vertical and horizontal approachestothe NTB
negotiations. For example, many Members are raising issues bilaterally with their
trading partners. Vertical initiatives are ongoing on automobiles, el ectronic products
and wood products.

There have been some proposals of a horizontal nature concerning export taxes,
export restrictions and remanufactured products. On export taxes, some Members
have expressed the view that such measuresfall outside the mandate of the NAMA
negotiations. Some Members have also raised in other Negotiating Groups some of
the NTBsthey had notified initialy in the context of the NAMA negotiations. For
example, a number of trade facilitation measures are now being examined in the
Negotiating Group on Trade Facilitation. Some other Membershave alsoindicated
their intention to bring issuesto the regular WTO Committees.

NTBs currently proposed for negotiation in the NAMA Group are contained in
document JOB(05)/85/Rev.3.

27. Some proposals have been made of aprocedural naturein order to expeditetheNTB
work, including asuggestion to hold dedicated NTB sessions. Further consideration
will need to be given to thisand other proposals. Memberswill also need to begin
considering some time-lines for the submission of specific negotiating proposals
and NTB outcomes.

Appropriate Studiesand Capacity Building M easur es (par agr aph 15 of theNAMA
framework)

28. There has been no discussion as such on this element as it is an ongoing and
integral part of the negotiating process. Several papers have been prepared by the
Secretariat during the course of the negotiations and capacity building activitiesby
the Secretariat have increased considerably since the launch of the Doha
Development Agenda. Such activitieswill need to continuetaking into account the
evolution of the negotiations.

Non-r eciprocal preferences(par agraph 16 of the NAMA framework)

29. Inresponseto callsby some Membersfor abetter idea of the scope of the problem,
the ACP Group circulated anindicativelist of products (170 HS 6-digit tariff lines)
vulnerable to preference erosion in the EC and US markets as identified through a
vulnerability index. Simulations were also submitted by the African Group. Some
developing Members expressed concern that the tariff lines listed covered the
majority of their exports, or covered critical exportsto those markets and were also
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precisely thelineson which they sought MFN cuts. Asaresult, for these Members,
it was impossible to entertain any solution which related to less than full formula
cuts or longer staging. In this regard, concern was expressed by them that non-
trade solutions were not being examined. For the proponents of the issue, atrade
solution was hecessary asthiswasatrade problem. According to them, their proposal
would not undermine trade liberalization because they were seeking to manage
such liberalisation on alimited number of products.

This subject ishighly divisive precisely because the interests of the two groups of
developing Members are in direct conflict. Additionally, it isacross-cutting issue
which makesit even more sensitive. While, the af orementioned list of productshas
been hel pful in providing asense of the scope of the problem and may help Members
to engage in amore focused discussion, it is clear that pragmatism will need to be
shown by all concerned.

Environmental Goods(paragraph 17 of theNAM A framework)

3L

Since the adoption of the July framework in 2004, limited discussions have been
held on this subject in the Group. However, it is noted that much work under
paragraph 31(iii) of the Doha Ministerial Declaration has been undertaken by the
Committee on Trade and Environment in Special Session. There would need to be
close coordination between the two negotiating groups and a stock taking of the
work undertaken in that Committee would be required at the appropriatetime by the
NAMA Negotiating Group.

Other dementsof theNAMA framework

32

Ontheother elements of the NAMA framework, such as supplementary modalities
(paragraph 12), elimination of low duties (paragraph 13) and tariff revenue
dependency (paragraph 16) the Group has not had a substantive debate. This has
in part to do with the nature of the issue or because more information is required
from the proponents. Regarding supplementary modalities, such modalities will
become more relevant once the formula has been finalised. On elimination of low
duties, thisissue may be more suitable to consider once there is a better sense of
thelikely outcome of the NAMA negotiations. On tariff revenue dependency, more
clarity isrequired from the proponents on the nature and scope of the problem.

C. Finalremarks
3.

Asmay be observed from the above report, Members are far away from achieving
full modalities. Thisis highly troubling. It will take a major effort by al if the
objective of concludingthe NAMA negotiations by theend of 2006 isto berealised.

To this end, | would highlight as a critical objective for Hong Kong a common
understanding on the formula, paragraph 8 flexibilities and unbound tariffs. Itis
crucial that Ministersmove decisively on these elements so that the overall outcome
isacceptableto al. Thiswill give the necessary impetusto try and fulfil at adate
soon thereafter the objective of full modalities for the NAMA negotiations.
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Specifically, Ministers should:

Obtain agreement on the final structure of the formula and narrow the range of
numbers.

Resolvetheir basic differencesover paragraph 8 flexihilities.

Clarify whether the constant mark-up approachistheway forward, and if so, narrow
the range of numbers.
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AnnexC

Services

Obj ectives

1 Inordertoachieveaprogressively higher level of liberalization of tradein services,
with appropriate flexibility for individual developing country Members, we agree
that Members should be guided, to the maximum extent possible, by the following
objectivesin making their new and improved commitments:

Mode 1
(i) commitments at existing levels of market access on a non-discriminatory basis
across sectors of interest to Members
(i) removal of existing requirements of commercial presence

(b) Mode 2
(i) commitments at existing levels of market access on a non-discriminatory basis
across sectors of interest to Members
(i) commitmentson mode 2 where commitmentson mode 1 exist

() Mode3
(i) commitmentson enhanced levels of foreign equity participation
(i) removal or substantial reduction of economic needs tests
(iif) commitments allowing greater flexibility on thetypesof legal entity permitted

(d) Mode4

(i) new or improved commitments on the categories of Contractual Services
Suppliers, Independent Professionals and Others, de-linked from commercial
presence, to reflect inter dlia

- remova or substantial reduction of economic needs tests

- indication of prescribed duration of stay and possibility of renewal, if any

(i) new or improved commitments on the categories of Intra-corporate Transferees
and BusinessVisitors, to reflect inter alia:

- remova or substantial reduction of economic needs tests

- indication of prescribed duration of stay and possibility of renewal, if any

(& MFN Exemptions
(i) removal or substantial reduction of exemptionsfrom most-favoured-nation (MFN)
treatment
(i) clarification of remaining MFN exemptionsin terms of scope of application and
duration
(f) Scheduling of Commitments
(i) ensuring clarity, certainty, comparability and coherence in the scheduling and
classification of commitments through adherence to, inter alia, the Scheduling
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Guidelines pursuant to the Decision of the Council for Tradein Services adopted
onMarch 23, 2001

(ii) ensuring that scheduling of any remaining economic needs tests adheres to the
Scheduling Guidelines pursuant to the Decision of the Council for Trade in
Services adopted on March 23, 2001.

2. Asareferencefor the request-offer negotiations, the sectoral and modal objectives
asidentified by Members may be considered.?

3. Members shall pursue full and effective implementation of the Modalities for the
Specia Treatment for Least-Developed Country Membersin the Negotiations on
Tradein Services (LDC Modalities) adopted by the Special Session of the Council
for Trade in Services on September 03, 2003, with a view to the beneficial and
meaningful integration of LDCsinto the multilateral trading system.

4. Members must intensify their efforts to conclude the negotiations on rule-making
under GATSArticles X, X111, and XV in accordance with their respective mandates
andtimelines:

(& Members should engage in more focused discussions in connection with the
technical and procedural questions relating to the operation and application of
any possible emergency safeguard measures in services.

(b) On government procurement, Members should engage in more focused
discussions and in this context put greater emphasis on proposals by Members,
inaccordancewith Article X111 of the GATS.

(c) On subsidies, Members should intensify their efforts to expedite and fulfil the
information exchange required for the purpose of such negotiations, and should
engage in more focused discussions on proposals by Members, including the
development of a possible working definition of subsidiesin services.

5. Membersshall devel op disciplines on domestic regul ation pursuant to the mandate
under Article VI:4 of the GATS beforethe end of the current round of negotiations.
We call upon Members to develop text for adoption. In so doing, Members shall
consider proposals and the illustrative list of possible elements for Article VI1:4
disciplines.?

Approaches
6. Pursuant to the principles and objectives above, we agree to intensify and expedite

the request-offer negotiations, which shall remain the main method of negotiation,
with aview to securing substantial commitments.

7. In addition to bilateral negotiations, we agree that the request-offer negotiations
should also be pursued on aplurilateral basis in accordance with the principles of
the GATS and the Guidelines and Procedures for the Negotiations on Trade in
Services. The results of such negotiations shall be extended on an MFN basis.
These negotiations would be organised in the following manner:

(@ Any Member or group of Members may present requests or collective requests
to other Members in any specific sector or mode of supply, identifying their
objectives for the negotiations in that sector or mode of supply.

(b) Members to whom such requests have been made shall consider such requests
inaccordancewith paragraphs 2 and 4 of Article X1X of the GATS and paragraph
11 of the Guidelines and Procedures for the Negotiations on Trade in Services.
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(c) Plurilateral negotiations should be organised with a view to facilitating the
participation of all Members, taking into account the limited capacity of
developing countries and smaller del egationsto participatein such negotiations.

8. Due consideration shall be given to proposals on trade-related concerns of small
economies.

9. Members, in the course of negotiations, shall develop methods for the full and
effectiveimplementation of the LDC Modalities, including expeditiously:

(& Developing appropriate mechanisms for according special priority including to
sectorsand modes of supply of interest to LDCsin accordancewith ArticleV:3
of the GATS and paragraph 7 of the LDC Modalities.

(b) Undertaking commitments, to the extent possible, in such sectors and modes of
supply identified, or to be identified, by LDCs that represent priority in their
development policies in accordance with paragraphs 6 and 9 of the LDC
Modalities.

(c) Assisting LDCs to enable them to identify sectors and modes of supply that
represent devel opment priorities.

(d) Providing targeted and effective technical assistance and capacity building for
LDCsin accordancewiththe LDC Modalities, particularly paragraphs8 and 12.

(e) Developing areporting mechanismtofacilitatethereview requirement in paragraph
13 of theLDC Modalities.

10. Targeted technical assistance should be provided through, inter alia, the WTO
Secretariat, with a view to enabling developing and least-devel oped countries to
participate effectively in the negotiations. In particular and in accordance with
paragraph 51 on Technical Cooperation of this Declaration, targeted technical
assi stance should be givento all devel oping countriesallowing themto fully engage
in the negotiation. In addition, such assistance should be provided on, inter alia,
compiling and analysing statistical data on trade in services, assessing interestsin
and gains from services trade, building regulatory capacity, particularly on those
services sectors where liberalisation is being undertaken by developing countries.

Timelines
11. Recognising that an effectivetimelineis necessary in order to achieve asuccessful
conclusion of the negotiations, we agree that the negotiations shall adhere to the
following dates:
(@ Any outstanding initial offers shall be submitted as soon as possible.
(b) Groups of Members presenting plurilateral requests to other Members should
submit such requests by February 28, 2006 or as soon as possible thereafter.
(c) A second round of revised offers shall be submitted by July 31, 2006.
(d) Final draft schedules of commitmentsshall be submitted by October 31, 2006.
(e) Members shall strive to complete the requirements in 9(a) before the date in
11(c).

Review of Progress

12. The Specia Session of the Council for Tradein Servicesshall review progressinthe
negotiations and monitor the implementation of the Objectives, Approaches and
Timelines set out in this Annex.
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We:

1

Annex D

Rules

Anti-Dumping and Subsidiesand Countervailing M easur esincluding Fisheries
Subsidies

acknowl edge that the achievement of substantial results on all aspects of the Rules
mandate, in the form of amendmentsto the Anti-Dumping (AD) and Subsidies and
Countervailing Measures (SCM) Agreements, isimportant to the development of
the rules-based multilateral trading system and to the overall balance of resultsin
the DDA;

aimto achieve in the negotiations on Rules further improvements, in particular, to
thetransparency, predictability and clarity of the relevant disciplines, to the benefit
of al Members, including in particular developing and |east-developed Members.
In this respect, the devel opment dimension of the negotiations must be addressed
as an integral part of any outcome;

call on Participants, in considering possible clarifications and improvementsin the
area of anti-dumping, to take into account, inter alia, (a) the need to avoid the
unwarranted use of anti-dumping measures, while preserving the basic concepts,
principlesand effectiveness of theinstrument and its objectiveswhere such measures
are warranted; and (b) the desirability of limiting the costs and complexity of
proceedings for interested parties and the investigating authorities alike, while
strengthening the due process, transparency and predictability of such proceedings
and measures;

consider that negotiations on anti-dumping should, as appropriate, clarify and
improve the rules regarding, inter alia, (a) determinations of dumping, injury and
causation, and the application of measures; (b) procedures governing theinitiation,
conduct and completion of antidumping investigations, including with a view to
strengthening due process and enhancing transparency; and (c) the level, scope
and duration of measures, including duty assessment, interim and new shipper
reviews, sunset, and anti-circumvention proceedings;

recognise that negotiations on anti-dumping have intensified and deepened, that
Participants are showing a high level of constructive engagement, and that the
process of rigorous discussion of the issues based on specific textual proposalsfor
amendment to the AD Agreement has been productive and is a necessary step in
achieving the substantial results to which Ministers are committed;

344 / South Asian Positions in the WTO Doha Round CUTS}:{

International



10.

notethat, in the negotiations on anti-dumping, the Negotiating Group on Rules has
been discussing in detail proposals on such issues as determinations of injury/
causation, thelesser duty rule, publicinterest, transparency and due process, interim
reviews, sunset, duty assessment, circumvention, the use of factsavailable, limited
examination and all othersrates, dispute settlement, the definition of dumped imports,
affiliated parties, product under consideration, and theinitiation and compl etion of
investigations, and that this process of discussing proposals before the Group or
yet to be submitted will continue after Hong Kong;

note, in respect of subsidies and countervailing measures, that while proposals for
amendments to the SCM Agreement have been submitted on a number of issues,
including the definition of a subsidy, specificity, prohibited subsidies, serious
prejudice, export credits and guarantees, and the allocation of benefit, thereis a
need to deepen the analysis on the basis of specific textual proposals in order to
ensure a balanced outcome in all areas of the Group’s mandate;

notethedesirability of applying to both anti-dumping and countervailing measures
any clarifications and improvements which are relevant and appropriate to both
instruments;

recall our commitment at Doha to enhancing the mutual supportiveness of trade
and environment, note that there is broad agreement that the Group should
strengthen disciplines on subsidies in the fisheries sector, including through the
prohibition of certain forms of fisheries subsidies that contribute to overcapacity
and over-fishing, and call on Participants promptly to undertake further detailed
work to, inter alia, establish the nature and extent of those disciplines, including
transparency and enforceability. Appropriate and effective special and differential
treatment for developing and |east-devel oped Members should be an integral part
of the fisheries subsidies negotiations, taking into account the importance of this
sector to development priorities, poverty reduction, and livelihood and food security
concerns;

direct the Group to intensify and accelerate the negotiating process in all areas of
itsmandate, on the basis of detailed textual proposals before the Group or yet to be
submitted, and complete the process of analysing proposals by Participants on the
AD and SCM Agreements as soon as possible;

mandate the Chairman to prepare, early enough to assure atimely outcome within
the context of the 2006 end date for the Doha Development Agenda and taking
account of progressin other areas of the negotiations, consolidated texts of the AD
and SCM Agreementsthat shall bethe basisfor thefinal stage of the negotiations.

I1. Regional Trade Agreements

1

We welcome the progress in negotiations to clarify and improve the WTO's
disciplinesand procedures on regional trade agreements (RTAS). Such agreements,
which can foster trade liberalisation and promote development, have become an
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important element in the trade policies of virtually all Members. Transparency of
RTAsisthus of systemicinterest asare disciplinesthat ensure the complementarity
of RTAswiththe WTO.

2. We commend the progress in defining the elements of atransparency mechanism
for RTAs, aimed, in particular, at improving existing WTO proceduresfor gathering
factual information on RTAs, without prejudice to the rights and obligations of
Members. We instruct the Negotiating Group on Rules to intensify its efforts to
resolve outstanding issues, with a view to a provisional decision on RTA
transparency by April 30, 2006.

3. We aso note with appreciation the work of the Negotiating Group on Rules on
WTO's disciplines governing RTAS, including inter alia on the “substantially all
thetrade” requirement, thelength of RTA transition periodsand RTA developmental
aspects. We instruct the Group to intensify negotiations, based on text proposals
as soon as possible after the Sixth Ministerial Conference, so as to arrive at
appropriate outcomes by end 2006.
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Annex E

TradeFacilitation

Report by theNegotiating Group on TradeFacilitationtothe TNC

1 Since its establishment on October 12, 2004, the Negotiating Group on Trade
Facilitation met eleven times to carry out work under the mandate contained in
Annex D of the Decision adopted by the General Council on August 01, 2004. The
negotiations are benefiting from the fact that the mandate allows for the central
development dimension of the Doha negotiationsto be addressed directly through
thewidely acknowledged benefits of tradefacilitation reformsfor al WTO Members,
the enhancement of trade facilitation capacity in developing countries and LDCs,
and provisionson special and differential treatment (S& DT) that provideflexibility.
Based on the Group’s Work Plan (TN/TF/1), Members contributed to the agreed
agenda of the Group, tabling 60 written submissions sponsored by more than 100
delegations. Members appreciate the transparent and inclusive manner in which
the negotiations are being conducted.

2. Good progress has been made in all areas covered by the mandate, through both
verbal and written contributionsby Members. A considerable part of the Negotiating
Group’'s meetings has been spent on addressing the negotiating objective of
improving and clarifying relevant aspectsof GATT ArticlesV, VIl and X, onwhich
about 40 written submissions?* have been tabled by Members representing the full
spectrum of the WTO’s Membership. Through discussions on these submissions
and related questions and answers (JOB(05)/222), Members have advanced their
understanding of the measuresin question and areworking towards common ground
on many aspects of this part of the negotiating mandate. Many of these submissions
also covered the negotiating objective of enhancing technical assistance and support
for capacity building on tradefacilitation, aswell asthe practical application of the
principleof S&DT. The Group a so discussed other val uable submissions dedi cated
to these issues.®® Advances have also been made on the objective of arriving at
provisions for effective cooperation between customs or any other appropriate
authorities on trade facilitation and customs compliance issues, where two written
proposals have been discussed.? Members have a so made valuable contributions
on theidentification of trade facilitation needsand priorities, devel opment aspects,
cost implications and inter-agency cooperation.?”

3. Vauableinput has been provided by anumber of Membersin the form of national
experience papers® describing national trade facilitation reform processes. In
appreciation of the value to developing countries and LDCs of this aspect of the
negotiations, the Negotiating Group recommends that Members be encouraged to
continuethisinformation sharing exercise.
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4. Building on the progress made in the negotiations so far, and with a view to
developing a set of multilateral commitments on all elements of the mandate, the
Negotiating Group recommendsthat it continue to intensify its negotiations on the
basis of Members' proposals, as reflected currently in document TN/TF/W/43/
Rev.4, and any new proposals to be presented. Without prejudice to individual
Member’s positions on individual proposals, a list of (1) proposed measures to
improveand clarify GATT ArticlesV, V11 and X; (I1) proposed provisionsfor effective
cooperation between customsand other authorities on trade facilitation and customs
compliance; and, (I11) cross-cutting submissions; is provided below to facilitate
further negotiations. In carrying out this work and in tabling further proposals,
Members should be mindful of the overall deadline for finishing the negotiations
and the resulting need to move into focussed drafting mode early enough after the
Sixth Ministerial Conference so asto allow for atimely conclusion of text-based
negotiations on all aspects of the mandate.

5. Work needs to continue and broaden on the process of identifying individual
Member’stradefacilitation needsand priorities, and the cost implications of possible
measures. The Negotiating Group recommends that relevant international
organisations beinvited to continue to assist Membersin this process, recognising
the important contributions being made by them aready, and be encouraged to
continue and intensify their work more generally in support of the negotiations.

6. Inlight of the vital importance of technical assistance and capacity building to
allow developing countries and LDCs to fully participate in and benefit from the
negotiations, the Negotiating Group recommends that the commitmentsin Annex
D’smandatein thisareabereaffirmed, reinforced and made operational in atimely
manner.

To bring the negotiations to a successful conclusion, special attention needs to be
paid to support for technical assistance and capacity building that will allow
developing counties and L DCsto participate effectively in the negotiations, and to
technical assistance and capacity building to implement the results of the
negotiations that is precise, effective and operational, and reflects the trade
facilitation needs and priorities of developing countries and LDCs. Recogniding
the valuable assistance already being provided in this area, the Negotiating Group
recommends that Members, in particular developed ones, continue to intensify
their support in acomprehensive manner and on along-term and sustainable basis,
backed by secure funding.

7. TheNegotiating Group a so recommendsthat it deepen and intensify itsnegotiations
ontheissueof S& DT, withaview toarriving at S& DT provisionsthat are precise,
effective and operational and that allow for necessary flexibility inimplementing the
results of the negotiations. Reaffirming thelinkages among the elements of Annex
D, the Negotiating Group recommendsthat further negotiationson S& DT build on
input presented by Membersin the context of measuresrelatedto GATT ArticlesV,
VIl and X and in their proposals of a cross-cutting nature on S&DT.
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I.  Proposed Measurestoimproveand clarify GATT articlesV, VIII and X
A. Publication and Availability of Information
e Publication of Trade Regulations
*  Publication of Penalty Provisions
* Internet Publication
(@ of elementsset outin Article X of GATT 1994
(b) of specified information setting forth procedural sequence and other
requirements for importing goods
* Notification of Trade Regulations
e Establishment of Enquiry Points/SNFP/Information Centres
e Other Measuresto Enhance the Availability of Information

B. TimePeriodsBetween Publication and | mplementation
» Interval between Publication and Entry into Force

C. Conaultation and Commentson New and Amended Rules
e Prior Consultation and Commenting on New and Amended Rules
» Information on Policy Objectives Sought

D. AdvanceRulings
»  Provision of Advance Rulings

E Appeal Procedures
* Right of Appeal
» Release of Goodsin Event of Appeal

F  Other Measuresto Enhancelmpartiality and Non-Discrimination

» Uniform Administration of Trade Regulations

* Maintenance and Reinforcement of Integrity and Ethical Conduct Among
Officids
(@ Establishment of a Code of Conduct
(b) Computerised System to Reduce/Eliminate Discretion
(c) System of Penalties
(d) Technical Assistanceto Create/Build up Capacitiesto Prevent and Control

Customs Offences

(e) Appointment of Staff for Education and Training
(f) Coordination and Control Mechanisms

G. Fessand ChargesConnected with I mportation and Exportation

»  General Disciplines on Fees and Charges Imposed on or in Connection with
Importation and Exportation
(@ Specific Parametersfor Fees/Charges
(b) Publication/Notification of Fees/Charges
(c) Prohibition of Collection of Unpublished Fees and Charges
(d) Periodic Review of Fees/Charges
(e) Automated Payment

» Reduction/Minimisation of the Number and Diversity of Fees/Charges
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H. FormalitiesConnected with Importation and Exportation

Disciplines on Formalities/Procedures and Data/Documentation Requirements
Connected with Importation and Exportation

(@ Non-discrimination

(b) Periodic Review of Formalitiesand Requirements

(©) Reduction/Limitation of Formalities and Documentation Requirements
(d) Useof International Standards

(& Uniform Customs Code

(f) Acceptance of Commercially Available Information and of Copies

(9) Automation

(h) Single Window/One-time Submission

(i) Elimination of Pre-Shipment Inspection

() Phasing out Mandatory Use of Customs Brokers

I. Consularization

Prohibition of Consular Transaction Requirement

Border Agency Cooperation

Coordination of Activitiesand Requirement of all Border Agencies

K. Reeaseand Clearanceof Goods

Expedited/Simplified Release and Clearance of Goods

(@ Pre-arrivd Clearance

(b) Expedited Proceduresfor Express Shipments

(©) Risk Management /Analysis, Authorized Traders

(d) Post-Clearance Audit

(e) Separating Release from Clearance Procedures

(f) Other Measuresto Simplify Customs Release and Clearance
Establishment and Publication of Average Release and Clearance Times

L. Tariff Classfication

Objective Criteriafor Tariff Classification

M. MattersReated to Goods Transit

Strengthened Non-discrimination

Disciplines on Fees and Charges

(@ Publication of Fees and Charges and Prohibition of Unpublished ones
(b) Periodic Review of Feesand Charges

(©) Moreeffective Disciplineson Chargesfor Transit

(d) Periodic Exchange Between Neighbouring Authorities
Disciplineson Transit Formalities and Documentation Requirements
(@ Periodic Review

(b) Reduction/Simplification

(¢) Harmonisation/Standardisation

(d) Promotion of Regional Transit Arrangements

(e Simplifiedand Preferential Clearancefor Certain Goods

(f) Limitation of Inspectionsand Controls

(9 Seding
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(h)  Cooperation and Coordination on Document Requirements
0] Monitoring
)] Bonded Transport Regime/Guarantees

» Improved Coordination and Cooperation

(@ Amongst Authorities

(b) Between Authorities and the Private Sector
» Operationalisationand Clarification of Terms

II. PROPOSED PROVISIONSFOR EFFECTIVE COOPERATION BETWEEN
CUSTOMSAND OTHER AUTHORITIESON TRADE FACILITATIONAND
CUSTOMSCOMPLIANCE
e Multilateral Mechanism for the Exchange and Handling of Information

[ll. CROSS-CUTTING SUBMISSIONS
1. Needsand Priorities|dentification
»  General tool to assessneedsand prioritiesand current levelsof tradefacilitation
» Takeresult of assessment as one basis for establishing trade facilitation rules,
arranging S&D treatment and providing technical assistance and capacity
building support

2. Technical Assistanceand Capacity Building
» Technica Assistance and Capacity Building in the Course of the Negotiations
- ldentification of Needsand Priorities
- Compilation of Needsand Priorities of Individual Members
- Support for Clarification and Educative Process Including Training

e Technical Assistance and Capacity Building Beyond the Negotiations Phase
- Implementation of the Outcome
- Coordination Mechanismsfor Implementing Needsand Prioritiesaswell as
Commitments

3. Multiple-Areas
* Identification of Trade Facilitation Needsand Priorities of Members
* Cost Assessment
» Inter-Agency Cooperation
e Linksand Inter-relationship between the Elements of Annex D
» Inventory of Trade Facilitation Measures
»  Assessment of the Current Situation
e Timing and Sequencing of Measures
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Annex F

Special and Differential Treatment

L DC Agreement-specific Proposals
23) Understandingin Respect of Waiversof Obligationsunder the GATT 1994

(i) We agree that requests for waivers by least-developed country Members under
Article X of the WTO Agreement and the Understanding in respect of Waivers of
Obligationsunder the GATT 1994 shall be given positive consideration and adecision
taken within 60 days.

(i) When considering requests for waivers by other Members exclusively in favour of
|east-devel oped country Members, we agreethat adecision shall be taken within 60
days, or in exceptional circumstances as expeditiously as possible thereafter, without
prejudice to the rights of other Members.

36) Decision on M easuresin Favour of L east-Developed Countries

We agree that devel oped-country Members shall, and devel oping-country Members
declaring themselvesin a position to do so should:

(@ (i) Provide duty-free and quota-free market access on a lasting basis, for all
products originating from all LDCs by 2008 or no later than the start of the
implementation period in a manner that ensures stability, security and
predictability.

(i) Members facing difficulties at this time to provide market access as set out
above shall provide duty-free and quota-free market accessfor at least 97 per
cent of products originating from LDCs, defined at the tariff line level, by
2008 or no later than the start of theimplementation period. Inaddition, these
Members shall take steps to progressively achieve compliance with the
obligations set out above, taking into account the impact on other developing
countries at similar levels of development, and, as appropriate, by
incrementally building ontheinitial list of covered products.

(iii) Developing-country Members shall be permitted to phase in their
commitmentsand shall enjoy appropriateflexibility in coverage.
(b)  Ensurethat preferential rules of origin applicableto importsfrom LDCsare
transparent and simple, and contribute to facilitating market access.

Members shall notify the implementation of the schemes adopted under this decision
every year to the Committee on Trade and Development. The Committeeon Trade and
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Development shall annually review the steps taken to provide duty-free and quota-free
market access to the LDCs and report to the General Council for appropriate action.

We urge al donors and relevant international institutions to increase financial and
technical support aimed at the diversification of LDC economies, while providing
additional financial and technical assistance through appropriate delivery mechanisms
to meet their implementation obligations, including fulfilling SPSand TBT requirements,
and to assist them in managing their adjustment processes, including those necessary
to facetheresultsof MFN multilateral trade liberalisation.

38) Decision on M easuresin Favour of L east-Developed Countries

Itisreaffirmed that | east-devel oped country Memberswill only berequired to undertake
commitmentsand concessionsto the extent consistent with their individual devel opment,
financial or trade needs, or their administrative and institutional capacities.

Within the context of coherence arrangements with other international institutions, we
urge donors, multilateral agencies and international financial institutionsto coordinate
their work to ensure that L DCsare not subjected to conditionalities on loans, grantsand
official development assistance that are inconsistent with their rights and obligations
under the WTO Agreements.

84) Agreement on Trade-Rédated | nvestment M easures

LDCsshall be allowed to maintain on atemporary basis existing measuresthat deviate
fromtheir obligationsunder the TRIMs Agreement. For thispurpose, LDCsshall notify
the Council for Trade in Goods (CTG) of such measures within two years, starting 30
days after the date of thisdeclaration. LDCswill be allowed to maintain these existing
measures until the end of a new transition period, lasting seven years. This transition
period may be extended by the CTG under the existing procedures set out inthe TRIMs
Agreement, taking into account the individual financial, trade, and development needs
of the Member in question.

LDCsshall aso beallowed tointroduce new measuresthat deviate fromtheir obligations
under the TRIMs Agreement. These new TRIMs shall be notified to the CTG no later
than six months after their adoption. The CTG shall give positive consideration to such
notifications, taking into account theindividual financial, trade, and development needs
of the Member in question. The duration of these measures will not exceed five years,
renewable subject to review and decision by the CTG.

Any measuresincompatible with the TRIM s Agreement and adopted under thisdecision
shall be phased out by year 2020.

88) Decision on M easuresin Favour of L east-Developed CountriesParagraph 1
Least-developed country Members, whilst reaffirming their commitment to the

fundamental principles of the WTO and relevant provisions of GATT 1994, and while
complying with the general rules set out in the aforesaid instruments, will only be
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required to undertake commitments and concessionsto the extent consistent with their
individual development, financial and trade needs, and their administrative and
institutional capabilities. Should aleast-devel oped country Member find thatitisnotin
aposition to comply with aspecific obligation or commitment on these grounds, it shall
bring the matter to the attention of the General Council for examination and appropriate
action.

We agree that the implementation by LDCs of their obligations or commitments will
require further technical and financial support directly related to the nature and scope of
such obligations or commitments, and direct the WTO to coordinate its efforts with
donors and relevant agencies to significantly increase aid for trade-related technical
assistance and capacity building.

Endnotes

1  Onthe proposed basis that cut remains to be determined for those developing countries
with an AMS. In any case, there is a view (not shared by all) that cuts for developing
countries should be less than 2/3 of the cut for developed countries.

2 Theexact extent of the flexibility to be provided pursuant to paragraph 15 of the July 2004
Framework remainsto be agreed.

3 Of course, this needsto be viewed asillustrative rather than overly literally, if for no other
reason than that these are conditional figures. For instance, whilethe European Communities
hasindicated it could be prepared to go asfar as 70% in the top tier, they makeit clear that
thisis acceptable only if the United States will go to 60% in the second tier. The United
States for its part, however, has only indicated preparedness to go to that 60% if the
European Communitiesis prepared to go as high as 83% - which it has not indicated it is
prepared to do.

4 OneMember hasproposed theyear 2010 for “export subsidies’, with accelerated elimination
for “specific’ products. Another group of Members have proposed a period “no longer
than five years’ for all forms of export subsidies, with “direct” export subsidies subject to
front-loading within that period.

5 Thisincludes, but is not limited to: exemptions, if any, to the 180 day rule; whether the
disciplines should allow for pure cover only or also permit direct financing; the appropriate
period for programmes to fully recover their costs and losses through the premia levied
from the exporters (principle of self-financing - there needs to be convergence between
position which range from one year to fifteen years); the disciplines regarding specia
circumstances; and the question of special and differential treatment, including whether, as
some Members argue, devel oping countries should be allowed longer repayment terms for
export creditsextended by them to other devel oping countriesand the specifics of differentia
treatment in favour of |east-devel oped and net food-importing devel oping countries.

6  This fundamental divergence has effectively precluded convergence on such matters as
what disciplines, if any, should be established with respect to monetization of food aid or
the question of the provision of food aid in fully grant form only. The importance of
operationally effective transparency requirements is generally acknowledged, but details
have still to be devel oped, particularly thoserelating to therole of the WTQO in this context.
Further work is required to clarify the role of recipient countries and relevant international
organizations or other entitiesin triggering or providing food aid.
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7  Themethod for calculating the AVESfor the sugar linesis still to be established.

8 Atoneend of the spectrum, asit were, a“harmonisation” formulawithin the bands; at the
other end “flexibility” within the formula

9  Thematrix below isanillustrative tablethat portraysthe extent of divergencesthat remain,
even on the basis of post-August 2005 proposals. This does not entirely cover al the
subtleties of those proposalsto utilisea*“ pivot” (although most arein fact within the ranges
tabulated), but is intended to convey a snapshot of the status of average cuts proposed

post-August.
Thresholds Range of cuts (%)
Band 1 0% - 20/30% 20-65
Band 2 20/30% - 40/60% 30-75
Band 3 40/60% - 60/90% 35-85
Band 4 >60/90% 42-90

10 Asan element in certain conditional proposals on overall market access, tabled post-July
2005.

11 Some see this as being tariff quota based and expressed as a percentage of domestic
consumption, with proposals of up to 10 percent. Others propose pro rata expansion on an
existing trade basis, including taking account of current imports. Some also propose no new
TRQs, with sensitivity in such cases to be provided through other means, e.g. differentia
phasing. Thereis also aproposal for a“dliding scal€” approach.

12 Inthispillar, as well as in the other two, there is general convergence on the point that
developing countries will have entitlement to longer implementation periods, albeit that
concrete precision remainsto be determined.

13 Thematrix below isanillustrative table that portraysthe extent of divergencesthat remain,
just on the basis of post-August 2005 proposals.

Thresholds Range of cuts (%)

Band 1 0% - 20/50% 15-25*
Band 2 20/50% - 40/100% 20-30*
Band 3 40/100% - 60/150% 25-35*
Band 4 >60-150% 30-40*

* Thereis also a proposal that cuts for developing countries should be “dlightly lesser”
than the upper tariff cuts for developed countries shown in the preceding table (i.e.:
“slightly lesser” than 65, 75, 85 and 90 percent).

14 Asan element in certain conditional proposals on overall market access, tabled post-July
2005.

15 Whiletheeventual zone of convergencefor devel oped countries undoubtedly has abearing
in this area, it has been proposed by a group of Members that the principles of sensitive
products generally and for TRQs specifically should be different for devel oping countries.
Another group of Members has proposed, in the post-August period, an entitlement for
developing countries of at least 50% more than the maximum number of lines used by any
developed Member. This would (based on developed country proposals) amount to a
potential variation between 1.5 percent and 22.5 percent of tariff lines. Thislatter group has
also proposed that products relating to long-standing preferences shall be designated as
sensitive and that any TRQ expansion should not be “at the detriment of existing ACP
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quotas’. This particular view has been, however, strongly opposed by other Members
which take the firm position that tropical and diversification products should not at all be
designated as sensitive products.

It is argued by some Membersthat thisisto beinterpreted as meaning full duty- and tariff
quota-free access, but by others as less than that.

Note 15 above refers.

It is also proposed that this should be accompanied by simple and transparent rules of
origin and other measures to address non-tariff barriers.

Concrete proposals have been made, with a three-step approach: 80% on day one, an
additional 10% after 12 months and the last 10% a year later.

A Member hasindicated that it is prepared to implement all its commitments from day one
and, in any case, to autonomously ensure that its commitments on eliminating the most
trade-distorting domestic support, eliminating all forms of export subsidies and providing
mfn duty- and quota-free access for cotton will take place from 2006.

This would appear to include in particular such a matter as tariff escalation, where it
discouragesthe devel opment of processing industriesin the commodity producing countries.
Theideaof areview and clarification of what the current statusis of GATT 1994 provisions
relating to the stabilisation of prices through the adoption of supply management systems
by producing countries, and the use of export taxes and restrictions under such systemsis
aso onthetable. Proponentswould seek something more than this such as more concrete
undertakings in the area of non-tariff measures and actual revision of existing provisions.
Thereis, at this point, no consensus in these latter areas, but an appreciation at least of the
underlying issues at stake.

As attached to the Report by the Chairman to the Trade Negotiations Committee on
28 November 2005, contained in document TN/S/23. Thisattachment hasno legal standing.

Asattached to the Report of the Chairman of the Working Party on Domestic Regulation to
the Special Session of the Council for Tradein Serviceson 15 November 2005, containedin
document JOB(05)/280.

TN/THW/6-W/15, W/17-W/26, \W/28, W/30-W32, W/34-36, W/38-W/40, W/42, W/44-W/
49, W/53, W/55, W/58, W/60-W/62, W/64-W/67, W/69, W/70.

TN/TFH/WI/33, W/41, W/56, W/63, W/73 and W/74.

TN/TF/W/57 and W/68.

TN/TF/WI/29, W/33, W/41, W/62 and W/63.

TN/THW/48, W/50, W/53, W/55, W/58, W/60, W/61, W/65, W/69 and W/75.
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Annexure?

WORLD TRADE WT/AFT/L

27 duly 2006

ORGANIZATION (06-3617)

Aid for Trade Task Force

Recommendationsof TheTask Force
on Aid For Trade

MANDATE

The Hong Kong Ministerial Declaration invited the WTO Director-General to create a
Task Force to provide recommendations“ on how to operationalise Aid for Trade” and
“on how Aid for Trade might contribute most effectively to the devel opment dimension
of the DDA". It states that “Aid for Trade should aim to help developing countries,
particularly LDCs, to build the supply-side capacity and trade-related infrastructure
that they need to assist them to implement and benefit from WTO Agreementsand more
broadly to expand their trade. Aid for Trade cannot be a substitutefor the devel opment
benefitsthat will result from asuccessful conclusiontothe DDA, particularly on market
access.”

RATIONALE

Aidfor Trade isabout assisting devel oping countries to increase exports of goods and
services, to integrateinto the multilateral trading system, and to benefit from liberalized
tradeand increased market access. Effective Aid for Tradewill enhance growth prospects
and reduce poverty in developing countries, as well as complement multilateral trade
reforms and distribute the global benefits more equitably across and within devel oping
countries.

FINANCING

Additional, predictabl e, sustainable and effective financing isfundamental for fulfilling
the Aid-for-Trade mandate. The effectiveness of the following recommendations for
operationalising Aid for Trade requires substantial additional targeted resources for
trade-related programmes and projects as pledged at the WTO’'sHong Kong Ministerial
Conference, and against the background of the broader international commitment at the
UN’s Monterrey Conference and the G-8 Summitsin Gleneagles and St. Petersburg to
significantly scale up development assistance by 2010. The Task Force urges the
Director-General to seek confirmation from donors and agenciesthat funds are readily
availablefor theimplementation of the Aid-for-Tradeinitiative aspart of hismandateto
consult on “ appropriate mechanismsto secure additional financial resourcesfor Aidfor
Trade”.* In order to measure additionality and the adequacy of funding available to
meet the Aid-for-Trade needs of devel oping countries, including those associated with
a successful completion of the DDA, an account of what is being done today needsto
be established as part of that process. The Task Force urges donors and agencies to
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provide the necessary information in order to makeit possiblefor the Director-General
to fulfil hismandate.

SCOPE

The scope of Aid for Trade should be defined in away that is both broad enough to
reflect the diverse trade needs identified by countries, and clear enough to establish a
border between Aid for Trade and other development assistance of which it is a part.
Projects and programmes should be considered as Aid for Tradeif these activitieshave
beenidentified astrade-related development prioritiesin the recipient country’s national
development strategies. In this regard, it should be pointed out that while the PRSPs?
reflect national development prioritiesfor some countries, other development strategies
areequally important and will need Aid-for-Trade financing. At the sametime, clear and
agreed benchmarksare necessary for reliable global monitoring of Aid-for-Trade efforts
to assure accurate accounting and to assess additionality. The following categories,
building upon the definitions used in the Joint WTO/OECD Database, have been
identified:

(a) Trade policy and regulations, including:
Training of trade officials, analysis of proposals and positions and their impact,
support for national stakehol dersto articulate commercial interest and identify trade-
offs, disputeissues, institutional and technical support to facilitateimplementation
of trade agreements and to adapt to and comply with rules and standards.

(b) Trade development, including:
Investment promotion, analysis and institutional support for trade in services,
business support services and institutions, public-private sector networking, e-
commerce, trade finance, trade promotion, market analysis and development.

(c) Trade-related infrastructure, including:
Physical infrastructure

(d) Building productive capacity

(e) Trade-related adjustment, including:
Supporting devel oping countriesto put in place accompanying measuresthat assist
them to benefit from liberalized trade.

(f) Other trade-related needs
Reporting on categories (@) and (b) should follow the definitionsin the Joint WTO/
OECD Database. The activitiesthat fall outside of the current Joint WTO/OECD
Trade Capacity Building Database definition, i.e. category (c), (d) (e) and (f) should
bereported as Aid for Trade when these activities have been explicitly identified as
trade-related priorities in the recipient country’s national development strategies,
such as the PRSP,
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CHALLENGES/GAPS
Sincethe start of the DDA in 2001, donors have stepped up their commitmentson trade-
related assistance. More developing countries are also integrating trade into their
development strategies. But major challenges remain. These can include:
® | ow attention to trade as atool of development in recipient countries and in donor
agencies.
Insufficient trade mainstreaming in national development strategies and PRSPs.
Lack of private-sector involvement in identifying trade needs.
Limited absorptive capacity in recipient countries.
Inadequate linking mechanismsand lack of predictability in donor responseto trade
prioritiesidentified at the national and regional levels.
Lack of coordination and coherencein donors' trade-related response.
Slow, duplicative and bureaucratic processes in the assessment and delivery of
trade assi stance, including burdensome parallel structureswithin recipient countries.
e | ack of dataon, and analysisof, trade polices and their impact on development, lack
of easily-availableinformation on existing Aid-for-Tradeinstruments.
® |neffective monitoring of trade-related country policiesand donor activities; absence
of rigorous, independent project and programme eval uation and impact assessment.
e | imited support for regional, sub-regional and cross-border trade-related programmes
and projects.
Inadequate support to address the adjustment costs of trade liberalisation.
Insufficient resources for infrastructure and productive capacity building.
Uneven country coverage.

OPERATIONALIZINGAID FORTRADE

F.1 Objectives

* To enable developing countries, particularly LDCs, to use trade more effectively to
promote growth, development and poverty reduction and to achieve their
development objectives, including the Millennium Development Goals (MDGS).

* To help developing countries, particularly LDCs, to build supply-side capacity and

trade-related infrastructurein order to facilitate their accessto marketsand to export

more.

To help facilitate, implement, and adjust to trade reform and liberalisation.

To assist regional integration.

To assist smooth integration into the world trading system

To assist in implementation of trade agreements.

F.2 Guidingprinciples
Aid for Trade should be guided by the Paris Declaration on Aid Effectiveness,
applicabletoal partiesinvolved (donors, agencies and beneficiaries), including key
principles such as country ownership, mutual accountability, aligning aid to national
development strategies, effective donor coordination, harmonisation of donor
procedures, use of programme-based aid modalities, managing for result,
transparency, and predictable and multi-year commitments, which should be built
into all programming. Aid for Trade should berendered inacoherent manner taking

1<}
E.EHE..§ South Asian Positions in the WTO Doha Round / 359



full account, inter alia, of the gender perspectiveand of theoverall goal of sustainable
development. Administrative costs associated with the delivery of Aid for Trade
should be minimised to ensure that the resources go to the actual implementation of
identified priority projectsand programmes. The competence and skillsof the human
resourcesavailable at national and regional levelsshould be used in an optimal way.

F.3 Strengtheningthe* demand side”

A commitment to country ownership and country-driven approaches — as well as a
commitment of governmentsto fully mainstream trade into their devel opment strategies
— is key to the effectiveness of Aid for Trade. In some countries, the processes for
mainstreaming trade into national devel opment strategies, for formulating trade strategies,
and for proposing priority trade projects for donor financing, need to be strengthened
through technical assistance and capacity building to help developing countries put in
place effective and sustainable trade policy frameworks and processes. Where
consultative mechanisms already exist, they can be used — or improved upon. Value-
chain analysis could be one valuable tool to identify trade needs.

The Enhanced Integrated Framework (IF) for LDCs. The purpose of the IF is to
strengthen the LDCs' trade capacity, including the ability to identify their trade needs
and to propose priorities to be supported by development partners. The
recommendations on an enhanced | F, as agreed by the Integrated Framework Steering
Committee (IFSC), will be an essential foundation for strengthening the demand-side of
Aidfor Tradein LDCs.

Non-LDCs. Many other developing countries also need support to mainstream trade
into national strategies, to establish broad-based consultation processes involving the
private sector, civil society organizations and rel evant government agenciesto formulate
trade strategies, to devel op action matrices, and to formulate priority project proposals.

Regional needs. Some of the constraintsfacing devel oping countriesare regional, sub-
regional or cross-border in nature. These needs should be identified and properly
addressed. Regional organisations, including regional banks, regional integration
organi sationsand regional economic communities, may play arolein assisting countries
to identify such needs.

Recommendations:

¢ |mplement the recommendationsfor an enhanced I ntegrated Framework.

e Establish effective national coordination, involving all relevant stakeholders,
including the private sector, with aview to identifying the strengths and weaknesses
of economies as awhole, and the particular challenges facing the trade sector.

e Explore the necessity of establishing a similar, but separately funded, in-country-
processfor non-LDCs*International Development Assistance (IDA)-only” countries,
if such mechanisms do not aready exist or can be improved upon.

e Urge agencies, donors and governments in other developing countries to work
together to establish similar processesif they do not already exist. These processes
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should be modelled to the specific circumstances and needs of the country concerned,
building on what already exists where possible and appropriate.

¢ Urge donors and agencies, together with regional banks and organisations, to step
up their effortsto identify regional, sub-regional and cross-border needs, including
those related to regional integration.

e Establish asystem of data collection and analysis at country level.

F.4 Strengthening donor “response”

Donor policies. Donors should give more attention to trade issues in their aid
programming and strengthen their trade expertise both in thefield and at headquarters.
There is a need for improved coordination of staff working across sectors and for
greater trade mainstreaming in aid agencies’ programmes.

Donor coordination. Greater donor and agency coordination and harmonization of
procedures — at both the local and global level —iscritical. Trade-related programmes
and projects should be more coherent, both in terms of operations and policy.

Donor response. In alocating resourcesfor Aid for Trade, donors and agencies should
be guided by priority projects and programmes identified by devel oping countries, as
well as by their potential merit in relation to the objectives for Aid for Trade. These
priorities should be mirrored by donor and agency support. Each agency would need to
determine how to deploy or reorient its financial and technical assistance to support
either capacity building or accompanying measures related to trade liberalisation.

Recommendations:

Donors and agencies should:

* integrate trade and growth issues more effectively in their aid programming;

e further strengthen their trade expertise both in the field and in capitals;

® use needs assessment processes (where available), and their results, as a basis for
their programming;

® move towards a programme/sector/budget approach, if country owned, if
mainstreamed in national devel opment strategiesand if arobust system of financial
accountability isin place;

o maketargeted fundsavailablefor building infrastructure and removing supply-side
constraints — over and above capacity building and technical assistance — perhaps
as co-financing with multilateral development banks; and

e consider channelling Aid-for-Trade Funds multilaterally, when appropriate.

F.5 Strengthening thebridge between “ demand” and “response”

F51 Countryleve

Matching. Strengthened in-country structures, with improved linksto donor financing,
are needed to help movefrom trade-rel ated diagnosticsto implementation, and to maximize
accessto multilateral and bilateral resources. Thetask of matching demand for Aid-for-
Trade projectswith response could be addressed by strengthening national coordination
through a“National Aid-for- Trade Committeg”’, which would include recipient countries,

1<}
CUTS South Asian Positions in the WTO Doha Round / 361

International



donors, and other relevant stakeholders, such asthe private sector, under the leadership
of relevant ministries. Thiscommittee should complement — not replace—existing PRSPs
and other coordination mechanisms. If needed, this process could be supported by
agencies that could serve as a clearing house.

Mainstreaming trade. Effectiveness in implementing Aid for Trade will depend on
many actorsworking together in acoherent way. It will involve, for example, the World
Bank, the IMF, regional development banks, UN agencies and donors at the national as
well astheinternational level, and trade, agriculture, development and finance ministries
at the national level. It isthe responsibility of donors, agencies and recipients to do
their part in reforming how those entities integrate trade into devel opment and national
strategies.

South-South cooperation. Technical cooperation among developing countries is a
valuable tool to deliver effective results because of their common experience and
understanding of the challenges they face. The valuable technical expertise of the
South could be used to implement projects through triangular schemes of cooperation.

Private sector. Asactorsinthefield, private enterprisesarewell placed toidentify trade-
related problems and bottlenecks. Anincreased dial ogue between the public sector and
private entrepreneurs would improve effectiveness in assessing Aid-for-Trade needs,
in diagnostics, and in implementation, as well as in evaluating effectiveness in
implementation.

Recommendations:

® Recipient countries should mainstream trade into national strategies, such as PRSPs,
formulate trade strategies, and propose priority trade projects for donor financing.

e Thedivision of responsibility for funding and implementing Aid-for-Trade projects
and programmes should be addressed through country-based processes such as
PRSPs or Consulltative Groups, if necessary complemented with apartner conference
focusing specifically on trade-related support, convened once countries have
integrated trade into their national strategies.

* A Nationa Aid-for-Trade Committee could be established, where necessary, to ensure
trade mainstreaming in national development strategies, determine country needs,
set priorities, assist in matching “demand” and “response”, and help in evaluation.
Tasks could include identifying co-financing or leveraging funds from other larger
funds, as well as assessing adjustment needs and brokering financing for such
programmes. Recipient countries could request agenciesto perform acoordinating
role.

e Partners should commit to contributing to the implementation of trade strategiesand
identified priority projects and programmes. The resulting plan should incorporatea
results-based management framework resting on — and reinforcing — mutual
accountability. Indicators of progress should be agreed.

* Promote the involvement of local, regional and private-sector actors, as well as
South-South cooperation through triangular schemes.
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F.5.2 Regional level

Many countries require cross-border infrastructure and regional policy cooperation to
trade moreeffectively. Theability to identify cross-border and regional needs should be
strengthened at the country, regional and multilateral level. Once needs have been
identified, donors and agencies must improve their ability to respond. In particular,
assistance in formulating and financing accompanying measures could help to make
regional integration an effective building block for the multilateral trading system. At
the forthcoming September Devel opment Committee Meeting, strengthening support
for regional, sub-regional and cross-border needs will be discussed.

Recommendations:

e Strengthen the following functionsin relation to regional, sub-regional and cross-

border issues:

diagnosis of needs;

costing of projects;

preparation of project proposals; and

the coordination of donor response, including brokering and co-financing of needs

that at present are difficult to finance through country-based processes, (e.g., cross-

border infrastructure and policy-integration projects).

® Assign responsibility for these functions. In doing so, priority should be given to
improving and strengthening existing mechanisms, including those at the multilateral
andregional level, before considering anew mechanism. Inexploring themost efficient
solution, the conclusions from the discussions at the forthcoming Devel opment
Committee should be taken into account. Any solution should involve all relevant
stakeholdersand give priority to existing regional integration programmesthat lack
funding.

e Explorethe meritsof establishing aRegiona Aid-for-Trade Committee, comprising
sub-regional and regional organisations and financial institutions, to oversee the
implementation of the sub-regional and regiona dimensions of Aid for Trade, to
report on needs, responses and impacts, and to oversee monitoring and evaluation.

F.5.3Global level
A number of tasksin relation to Aid for Trade are best performed at the global level.
Theseinclude:

Data collection. Lack of empirical datahas madeit difficult to examinetherelationship
between policiesrelated to trade and devel opment performance. Better dataand statistics
are aprecondition for better understanding the process of globalization and itsimpact,
and for determining prioritiesfor development cooperation.

Knowledge creation and sharing. Dissemination of Aid-for-Trade evaluation results,
development of best practices and guidelines, and facilitation of information sharing,
involving all relevant actors, needsto beimproved at the global level, in order to assure
efficient use of Aid-for-Tradefunds.

Channelling donor funding. Some donors might wish to direct Aid-for Trade funds
through multilateral channel's, which would allow them to support Aid for Trade without
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having to build their own institutional capacity in thisareaand without getting involved
at country level. Thiscould include providing support for processes similar to the IF for
non-LDC IDA-only countries.

Matching. While a clearing-house function should in most cases be performed at the
country and the regional level, sessions dedicated to specific themes and groups of
countriescould be periodically organized to provide aplatform for donorsand devel oping
countries to discuss specific gaps which may occur in the implementation of Aid for
Trade. One important function could be to connect outstanding Trade-Related
Assistance (TRA) needs to donors willing to contribute to their fulfilment.

Recommendations:

e Strengthen the following functionsin relation to global issues:

e thecollection and analysisof dataon trade policiesand their impact, thefacilitation
of knowledge sharing, and the devel opment of guidelines. Funding for such activities
needs to be secured;

- provision of information on existing Aid-for-Trade instruments and expertise;
and

- matching and brokering unfunded TRA-needs and available donor funding for
such projects and programmes.

® Assign responsihility for these functions. In doing so, priority should be given to
improving and strengthening existing mechanisms before considering the
establishment of anew clearing house at the global level.

F.6 Strengthening monitoring and evaluation

Monitoring and evaluating progress is essential in building confidence that increased
Aidfor Tradewill bedelivered and effectively used. It will also providestrongincentives
to both donors and recipients to advance the Aid-for-Trade agenda. It is important to
emphasize the need for concrete and visible results on the ground. All the providers of
Aid for Trade and the recipient countries have the responsibility to report on progress
and results.

Monitoring. In recipient countries, monitoring should cover trade mainstreaming in
national strategies, such as PRSPs, theidentification of priority needs, donor responses,
progressinimplementing trade-related projectsand programmesaswell astheimpact of
these efforts. Donors who have made commitmentsto Aid for Trade should report on
the content of such commitmentsaswell ason how they planto meet thetargetsfor Aid
for Trade that they have announced.

Evaluation. Rigorous Aid-for-Trade programme evaluation is particularly important
because projected significant increasesin Aid for Trade may stretch the delivery capacity
of donorsand the absorptive capacity of recipients. In-depth country-impact evaluations
of Aid-for-Trade programmes should be undertaken to build knowledge and facilitate a
results-based approach to delivery. Evaluation of in-country processes should focus,
inter alia, on progressin mainstreaming tradein national development plans. Evaluations
should adopt a results-based approach in order to ensure effectiveness of Aid-for-
Trade programmes in relation to the objectives.
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Recommendations:

e A global periodic review of Aidfor Trade should be convened by amonitoring body
in the WTO, based on reports from several different sources, to be published if
feasible on the WTO web page:

e fromthecountry level;

- from donors;

- fromtheregional level;

- fromrelevant multilateral agencies; and
- fromthe private sector.

* Mechanismsto facilitate reporting to the global monitoring body should be enhanced,
including the possibility of a notification processfor WTO Members.

* The global periodic reviews should be followed by an annua debate on Aid for
Trade convened in the WTO General Council to give political guidance on Aid for
Trade.

e Recipient countries should report on the trade mai nstreaming in national development
strategies, such as the PRSPs, the formulation of trade strategies, Aid-for-Trade
needs, donor responses, and implementation and impact. Theprimary responsibility
for reporting to the global monitoring body would lie with the National Aid-for-
Trade Committee.

e Donorsshould report on funds dedicated for Aid for Trade, how they intend to meset
their announced Aid-for-Trade targets, the Aid-for-Trade categories covered, and
their progressin mainstreaming tradeinto their aid programming.

e Multilateral and regional actors should be encouraged to report regularly on their
Aid-for-Trade activities, progress and impact. When appropriate these actors —
including the OECD/DAC — should be asked to assist in providing input and in the
organisation of the periodic Aid-for-Tradereview inthe WTO.

® The private-sector should be provided an opportunity to report on their Aid for
Trade contributions.

® An assessment of Aid for Trade — either as a donor or as a recipient — should be
included inthe WTO Trade Policy Reviews.

e Evauation of country-needsidentification, trade mainstreaming in national strategies
and PRSPs, donor response and impact on theground in relation to stated objectives,
should be promoted and funded.

* Thescope of the Joint WTO/OECD Database should bereviewed in light of the Task
Force' sdefinition of Aidfor Trade. It should also be updated based on more accurate
identification of needs (and the responses) by both providers and recipients of Aid
for Trade.

HOW AID FORTRADECAN CONTRIBUTETO THEDEVELOPMENT DIMENSION OF
THEDOHA-ROUND

Aid for Trade is important in its own right. It should assist developing countries to
benefit from increased trade opportunities multilaterally (both from previous rounds
and from the anticipated resultsof the DDA), regionally, bilaterally and unilaterally. The
Task Forcetherefore recommendsthat Aid for Trade must be operationalised as soon as
possible. At the sametime, the Task Force affirmsthat Aid for Trade is a complement,
not a substitute, for a successful Doha Round. Increasing trade opportunities for
developing countries, in particular the |east-devel oped among them, remains the most
important contribution that the WTO can maketo development. A successful conclusion
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of the Round will increase the need for assistance to implement new agreements (e.g.,
Trade Facilitation), to ease adjustment costs, and to make use of new market access.
Aid for Trade is a complement to the Doha Round, but it is not conditional upon its
success.

NEXT STEPS
These recommendations are directed to many different actors. The Task Force suggests
the following next steps:

urges Membersto expeditiously implement the recommendations of the Task Force.
urges the Director-General to use these recommendations in pursuing his mandate
to consult on “ appropriate mechanisms to secure additional financial resources for
Aid for Trade” so that the joint mandate in Paragraph 57 of the Hong Kong
Declaration can beimplemented in aholistic manner.

invites the Director-General to communicate these recommendations to relevant
agencies and organisations and to urge Ministers at the upcoming Development
Committee Meseting in Singapore to give consideration to these recommendations
and to encourage the Bank and the Fund to ensure adequate follow-up and to report
on theresults at the 2007 Annual meeting.

invites the Director-General to continue, under his coherence mandate, a dialogue
on how recommendationstargeted at the agencies could beimplemented, including
whereresponsibility for implementation should lie.

invitesthe Director-Genera to establish an ad hoc consultative group to take forward
the practical follow-up of these recommendations.

invites the Director-General to begin examining how to implement the
recommendationsregarding WTO monitoring of Aid for Trade.

invitesthe Director-General to convene, at an appropriate time, aninitial review of
Aid for Trade, with the participation of all relevant stakehol ders.

suggests, after the completion of the DDA, that the Secretariat conduct an assessment
of associated Aid-for-Trade needsin developing countries, particularly those most
affected, including L DCs, and of how Aid for Trade can contribute to the devel opment
dimension of the DDA.

Annexes:

Paris Declaration on Aid Effectiveness

Joint WTO/OECD Trade Capacity Building Database
Paragraph 57 of the Hong Kong Ministerial Declaration
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ANNEX 1
ParisDeclar ation on Aid Effectiveness

Ownership , Harmonisation , Alignment, Resultsand M utual
Accountability

|. Statement of Resolve

1 We, Ministers of developed and developing countries responsible for promoting
devel opment and Heads of multilateral and bilateral devel opment ingtitutions, meeting
in Paris on 2 March 2005, resolve to take far-reaching and monitorable actions to
reform the ways we deliver and manage aid as we ook ahead to the UN five-year
review of the Millennium Declaration and the Millennium Development Goals(MDGs)
later this year. Asin Monterrey, we recognise that while the volumes of aid and
other devel opment resourcesmust increaseto achieve these goals, aid effectiveness
must increase significantly aswell to support partner country effortsto strengthen
governanceand improve devel opment performance. Thiswill beall themoreimportant
if existing and new bilateral and multilateral initiatives lead to significant further
increasesin aid.

2. AtthisHigh-Level Forumon Aid Effectiveness, wefollowed up on the Declaration
adopted at the High-L evel Forum on Harmonisation in Rome (February 2003) and
the core principles put forward at the Marrakech Roundtable on Managing for
Development Results (February 2004) because we believe they will increase the
impact aid has in reducing poverty and inequality, increasing growth, building
capacity and accel erating achievement of the MDGs.

Scaleup for moreeffectiveaid
3. Wereaffirm thecommitments made at Rometo harmoniseand align aid delivery. We
are encouraged that many donorsand partner countriesare making aid effectiveness

a high priority, and we reaffirm our commitment to accelerate progress in

implementation, especialy inthefollowing areas::

i.. Strengthening partner countries’ national devel opment strategiesand associated
operational frameworks (e.g., planning, budget, and performance assessment
frameworks).

ii. Increasing alignment of aid with partner countries’ priorities, systems and
procedures and helping to strengthen their capacities.

iii. Enhancing donors' and partner countries’ respective accountability to their
citizens and parliaments for their development policies, strategies and
performance.

iv. Eliminating duplication of efforts and rationalising donor activities to make
them as cost-effective as possible.

v. Reforming and simplifying donor policies and procedures to encourage
collaborative behaviour and progressive alignment with partner countries
priorities, systems and procedures.
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vi. Defining measuresand standards of performance and accountability of partner
country systems in public financial management, procurement, fiduciary
safeguards and environmental assessments, in linewith broadly accepted good
practices and their quick and widespread application.

We commit ourselvesto taking concrete and effective action to addressthe remaining

challenges, including:

i.  Weaknesses in partner countries institutional capacities to develop and
implement results-driven national development strategies.

ii. Failureto providemore predictable and multi-year commitmentson aid flowsto
committed partner countries.

ii. Insufficient delegation of authority to donors' field staff, and inadequate
attention to incentives for effective development partnerships between donors
and partner countries.

iv. Insufficientintegration of global programmesand initiativesinto partner countries
broader development agendas, including in critical areas such asHIV/AIDS.

v. Corruption and lack of transparency, which erode public support, impede
effective resource mobilisation and allocation and divert resources away from
activities that are vital for poverty reduction and sustainable economic
development. Where corruption exists, it inhibits donorsfrom relying on partner
country systems.

We acknowledge that enhancing the effectiveness of aid isfeasible and necessary
acrossall aid modalities. I n determining the most effective modalitiesof aid delivery,
we will be guided by development strategies and priorities established by partner
countries. Individually and collectively, wewill choose and design appropriate and
complementary modalities so asto maximisetheir combined effectiveness.

In following up the Declaration, we will intensify our efforts to provide and use
development assistance, including the increased flows as promised at Monterrey,
inwaysthat rationalise the often excessive fragmentation of donor activities at the
country and sector levels.

Adapt and apply todiffering country stuations

7.

Enhancing the effectiveness of aid is also necessary in challenging and complex
situations, such as the tsunami disaster that struck countries of the Indian Ocean
rim on 26 December 2004. In such situations, worldwide humanitarian and
development assistance must be harmonised within the growth and poverty
reduction agendas of partner countries. In fragile states, aswe support state-building
and delivery of basic services, we will ensure that the principles of harmonisation,
alignment and managing for results are adapted to environments of weak governance
and capacity. Overall, wewill giveincreased attention to such complex situationsas
wework toward greater aid effectiveness.

Specify indicator s, timetableand tar gets
8 We accept that the reforms suggested in this Declaration will require continued

high-level political support, peer pressure and coordinated actions at the global,
regional and country levels. We commit to accelerate the pace of change by
implementing, in a spirit of mutual accountability, the Partnership Commitments
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presented in Section |1 and to measure progress against 12 specific indicators that
we have agreed today and that are set out in Section 111 of this Declaration.

9. Asafurther spur to progress, we will set targets for the year 2010. These targets,
which will involve action by both donors and partner countries, are designed to
track and encourage progress at the global level among the countries and agencies
that have agreed to this Declaration. They are not intended to prejudge or substitute
for any targets that individual partner countries may wish to set. We have agreed
today to set five preliminary targets against indicators as shown in Section I11. We
agreeto review these preliminary targets and to adopt targets against theremaining
indicatorsasshownin Section |11 beforethe UNGA Summit in September 2005; and
we ask the partnership of donors and partner countries hosted by the DAC to
preparefor thisurgently®. Meanwhile, we welcome initiatives by partner countries
and donorsto establish their own targets for improved aid effectiveness within the
framework of the agreed Partnership Commitmentsand Indicators of Progress. For
example, a number of partner countries have presented action plans, and a large
number of donors have announced important new commitments. We invite all
participants who wish to provide information on such initiatives to submit it by
April 04, 2005 for subsequent publication.

Monitor and evaluateimplementation

10. Becausedemonstrating real progressat country level iscritical, under theleadership
of the partner country we will periodically assess, qualitatively as well as
guantitatively, our mutual progress at country level in implementing agreed
commitments on aid effectiveness. In doing so, we will make use of appropriate
country level mechanisms.

11. Attheinternational level, wecall onthe partnership of donorsand partner countries
hosted by the DAC to broaden partner country participation and, by the end of
2005, to propose arrangements for the medium term monitoring of the commitments
in this Declaration. In the meantime, we ask the partnership to co-ordinate the
international monitoring of the Indicators of Progress included in Section I11; to
refine targets as necessary; to provide appropriate guidance to establish baselines;
and to enable consistent aggregation of information across a range of countriesto
be summed upinaperiodic report. Wewill also use existing peer review mechanisms
and regional reviewsto support progressin thisagenda. Wewill, in addition, explore
independent cross-country monitoring and evaluation processes — which should
be applied without imposing additional burdens on partners — to provide a more
comprehensive understanding of how increased aid effectiveness contributes to
meeting devel opment objectives.

12. Consistent with the focus on implementation, we plan to meet again in 2008 in a
developing country and conduct two rounds of monitoring before then to review
progressinimplementing this Declaration.

[1. Partnership Commitments

Deveopedinaspirit of mutual accountability, these Partnership Commitments are based
on the lessons of experience. We recognise that commitments need to beinterpreted in
the light of the specific situation of each partner country.
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OWNERSHIP

Partner countriesexer ciseeffectiveleader ship over their development
policies, and strategiesand co-or dinate development actions

14. Partner countriescommit to:

e Exerciseleadershipin developing and implementing their national devel opment
strategies* through broad consultative processes.

* Trandatethese national devel opment strategiesinto prioritised results-oriented
operational programmes as expressed in medium-term expenditure frameworks
and annual budgets (Indicator 1).

e Take the lead in co-ordinating aid at all levels in conjunction with other
development resources in dialogue with donors and encouraging the
participation of civil society and the private sector.

15. Donorscommit to:
e Respect partner country leadership and help strengthen their capacity to
exerciseit.

ALIGNMENT
Donorsbasetheir overall support on partner countries national
development strategies, institutionsand procedur es

Donorsalignwith partners' strategies

16. Donorscommit to:

e Basetheir overall support— country strategies, policy dial oguesand devel opment
Co-Operation programmes — on partners nationa development strategies and
periodic reviewsof progressinimplementing these strategies® (I ndicator 3).

e Draw conditions, whenever possible, from a partner’s national development
strategy or its annual review of progress in implementing this strategy. Other
conditionswould beincluded only when a sound justification exists and would
be undertaken transparently and in close consultation with other donors and
stakeholders.

e Link funding to a single framework of conditions and/or a manageable set of
indicators derived from the national devel opment strategy. This does not mean
that all donors haveidentical conditions, but that each donor’s conditions should
bederived from acommon streamlined framework aimed at achieving lasting results.

Donorsusestrengthened country systems

17. Using a country’s own institutions and systems, where these provide assurance
that aid will be used for agreed purposes, increases aid effectiveness by
strengthening the partner country’s sustainable capacity to develop, implement
and account for its policies to its citizens and parliament. Country systems and
procedures typically include, but are not restricted to, national arrangements and
procedures for public financial management, accounting, auditing, procurement,
results frameworks and monitoring.
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18. Diagnostic reviews are an important — and growing — source of information to
governments and donors on the state of country systems in partner countries.
Partner countries and donors have ashared interest in being ableto monitor progress
over time in improving country systems. They are assisted by performance
assessment frameworks, and an associated set of reform measures, that build on the
information set out in diagnostic reviews and related analytical work.

19. Partner countriesand donor sjointly commit to:

* Work together to establish mutually agreed frameworks that provide reliable
assessments of performance, transparency and accountability of country
systems(Indicator 2).

® |ntegrate diagnostic reviews and performance assessment frameworks within
country-led strategies for capacity devel opment.

20. Partner countriescommit to:

e Carry out diagnostic reviews that provide reliable assessments of country
systems and procedures.

®  Onthebasisof such diagnostic reviews, undertakereformsthat may be necessary
to ensure that national systems, ingtitutions and procedures for managing aid and
other devel opment resources are effective, accountable and transparent.

e Undertakereforms, such as public management reform, that may be necessary
to launch and fuel sustainable capacity development processes.

21. Donorscommitto:

e Use country systems and procedures to the maximum extent possible. Where
use of country systems is not feasible, establish additional safeguards and
measures in ways that strengthen rather than undermine country systems and
procedures (I ndicator 5).

* Avoid, to the maximum extent possible, creating dedicated structures for day-
to-day management and implementation of aid-financed projects and
programmes (I ndicator 6).

®  Adopt harmonised performance assessment frameworks for country systems
so as to avoid presenting partner countries with an excessive number of
potentially conflicting targets.

Partner countriesstrengthen development capacity with support from donors

22. The capacity to plan, manage, implement, and account for results of policies and
programmes, iscritical for achieving devel opment objectives— from analysisand
dialogue through implementation, monitoring and eval uation. Capacity development
is the responsibility of partner countries with donors playing a support role. It
needs not only to be based on sound technical analysis, but also to be responsive
to the broader social, political and economic environment, including the need to
strengthen human resources.

23. Partner countriescommitto:
® |ntegrate specific capacity strengthening objectives in national development
strategies and pursue their implementation through country-led capacity
development strategies where needed.
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24. Donorscommitto:
e Align their analytic and financial support with partners’ capacity development
objectives and strategies, make effective use of existing capacitiesand harmonise
support for capacity development accordingly (Indicator 4).

Strengthen publicfinancial management capacity

25. Partner countriescommitto:
¢ |ntensify effortsto mobilise domestic resources, strengthen fiscal sustainability,
and create an enabling environment for public and private investments.
Publish timely, transparent and reliabl e reporting on budget execution.
Takeleadership of the public financial management reform process.

26. Donorscommit to:
® Providereliableindicative commitments of aid over amulti-year framework and
disburse aid in atimely and predictable fashion according to agreed schedules
(Indicator 7).
¢ Rdy to the maximum extent possible on transparent partner government budget
and accounting mechanisms (I ndicator 5).

27. Partner countriesand donor sjointly commit to:
e |mplement harmonised diagnostic reviews and performance assessment
frameworksin public financial management.

Strengthen national procurement systems

28. Partner countriesand donor sjointly commit to:
e Use mutually agreed standards and processes® to carry out diagnostics,
devel op sustainabl e reforms and monitor implementation.
e Commit sufficient resources to support and sustain medium and long-term
procurement reforms and capacity development.
e Share feedback at the country level on recommended approaches so they can
beimproved over time.

29. Partner countriescommit to takeleadership andimplement the procurement reform
process.

30. Donorscommit to:
® Progressively rely on partner country systemsfor procurement when the country
hasimplemented mutually agreed standards and processes (I ndicator 5).
e Adopt harmonised approaches when national systems do not meet mutually
agreed levels of performance or donors do not use them.

Untieaid: getting better valuefor money

3L Untying aid generally increases aid effectiveness by reducing transaction costs for
partner countries and improving country ownership and alignment. DAC Donorswill
continue to make progress on untying as encouraged by the 2001 DAC
Recommendation on Untying Official Development Assistance to the Least
Developed Countries (I ndicator 8).
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HARMONISATION
Donors actionsaremor ehar monised, transpar ent and collectively effective

Donor simplement common arrangementsand smplify procedur es

32. Donorscommitto:

e |mplement the donor action plans that they have developed as part of the
follow-up tothe RomeHigh- Level Forum.

* Implement, wherefeasible, common arrangementsat country level for planning,
funding (e.g. joint financia arrangements), disbursement, monitoring, evaluating
and reporting to government on donor activities and aid flows. Increased use
of programme-based aid modalities can contributeto thiseffort (I ndicator 9).

e Work together to reduce the number of separate, duplicative, missions to the
field and diagnostic reviews (Indicator 10); and promotejoint training to share
lessons learnt and build acommunity of practice.

Complementarity: moreeffectivedivision of labour

33. Excessive fragmentation of aid at global, country or sector level impairs aid
effectiveness. A pragmatic approach to the division of labour and burden sharing
increases complementarity and can reduce transaction costs.

34. Partner countriescommit to:
® Provideclear viewson donors' comparative advantage and on how to achieve
donor complementarity at country or sector level.

35. Donor scommit to:

e Make full use of their respective comparative advantage at sector or country
level by delegating, where appropriate, authority tolead donorsfor the execution
of programmes, activities and tasks.

e Work together to harmonise separate procedures.

I ncentivesfor collabor ativebehaviour

36. Donorsand partner countriesjointly commit to:
e Reform procedures and strengthen incentives—including for recruitment,
appraisal and training — for management and staff to work towards
harmonisation, alignment and results.

Ddlivering effectiveaid in fragile states’

37. The long-term vision for international engagement in fragile states is to build
legitimate, effective and resilient state and other country institutions. While the
guiding principles of effective aid apply equally to fragile states, they need to be
adapted to environments of weak ownership and capacity and to immediate needs
for basic servicedelivery.

3B. Partner countriescommit to:
e Make progress towards building institutions and establishing governance
structuresthat deliver effective governance, public safety, security, and equitable
access to basic social servicesfor their citizens.
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e Engagein dialogue with donors on devel oping simple planning tools, such as
the transitional results matrix, where national development strategies are not
yetin place.

e Encourage broad participation of a range of national actors in setting
development priorities.

39. Donorscommit to:

e Harmonisetheir activities. Harmonisationisall themore crucial in the absence
of strong government leadership. It should focus on upstream analysis, joint
assessments, joint strategies, co-ordination of political engagement; and
practical initiatives such as the establishment of joint donor offices.

*  Aligntothe maximum extent possible behind central government-led strategies
or, if that isnot possible, donors should make maximum use of country, regional,
sector or non-government systems.

* Avoid activitiesthat undermine national institution building, such asbypassing
national budget processes or setting high salaries for local staff.

e Use an appropriate mix of aid instruments, including support for recurrent
financing, particularly for countriesin promising but high-risk transitions.

Promoting ahar monised appr oach to environmental assessments

40 Donors have achieved considerable progress in harmonisation around
environmental impact assessment (EIA) including rel evant health and social issues
at the project level. This progress needs to be deepened, including on addressing
implications of global environmental issues such as climate change, desertification
and loss of biodiversity.

41. Donorsand partner countriesjointly commit to:

e  Strengthen the application of El Asand deepen common proceduresfor projects,
including consultations with stakeholders; and develop and apply common
approachesfor “ strategic environmental assessment” at the sector and national
levels.

e Continue to develop the specialised technical and policy capacity necessary
for environmental analysisand for enforcement of legislation.

42. Similar harmonisation efforts are also needed on other cross-cutting issues, such
asgender equality and other thematic i ssuesincluding those financed by dedicated
funds.

MANAGING FORRESULTS
Managing resour cesand improving decision-making for results

43. Managing for results means managing and implementing aid in away that focuses
on the desired results and uses information to improve decision-making.

44. Partner countriescommit to:
e Strengthen the linkages between national development strategies and annual
and multi-annual budget processes.
e Endeavour to establish results-oriented reporting and assessment frameworks
that monitor progress against key dimensions of the national and sector
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development strategies; and that these frameworks should track a manageable
number of indicatorsfor which dataare cost-effectively available (Indicator 11).

45. Donorscommitto:

® Link country programming and resourcesto resultsand dignthem with effective
partner country performance assessment frameworks, refrai ning from requesting
theintroduction of performanceindicatorsthat are not consistent with partners
national development strategies.

*  Work with partner countries to rely, as far as possible, on partner countries
results-oriented reporting and monitoring frameworks.

e Harmonisetheir monitoring and reporting requirements, and, until they canrely
more extensively on partner countries’ statistical, monitoring and evaluation
systems, with partner countriesto the maximum extent possible on joint formats
for periodic reporting.

46. Partner countriesand donor sjointly commit to:
e \Work together in a participatory approach to strengthen country capacities
and demand for results based management.

MUTUAL ACCOUNTABILITY

Donor sand partner sareaccountablefor development results

47. A major priority for partner countries and donorsisto enhance mutual accountability
and transparency in the use of development resources. This a so helps strengthen
public support for national policies and development assistance.

48. Partner countriescommit to:
e Strengthen as appropriate the parliamentary role in national development
strategies and/or budgets.
* Reinforce participatory approaches by systematically involving abroad range
of development partners when formulating and assessing progress in
implementing national devel opment strategies.

49. Donorscommitto:
® Providetimely, transparent and comprehensive information on aid flows so as
to enable partner authorities to present comprehensive budget reports to their
legislatures and citizens.

50. Partner countriesand donor scommit to:
e Jointly assess through existing and increasingly objective country level
mechanisms mutual progress in implementing agreed commitments on aid
effectiveness, including the Partnership Commitments. (I ndicator 12).
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[11. Indicatorsof Progress

Tobemeasur ed nationally and monitored inter nationally

OWNERSHIP

TARGET FOR 2010

1 | Partnershave operational

devel opment strategies— Number
of countries with national
development strategies (including
PRSs) that have clear strategic
prioritieslinked to a medium-term
expenditure framework and
reflected in annual budgets.

At least 75% of partner countries
have operational development
strategies.

ALIGNMENT

TARGETSFOR 2010

2 | Reliablecountry systems—
Number of partner countries that
have procurement and public
financial management systemsthat
either (a) adhereto broadly
accepted good practices or (b)
have areform programmein place
to achievethese.

(@) Public financial management —
Half of partner countries move up at
least one measure (i.e., 0.5 points) on
the PFM/ CPIA (Country Policy and
Institutional Assessment) scale of
performance.

(b) Procurement — One-third of
partner countries move up at least
one measure (i.e., fromDtoC,CtoB
or B to A) on the four-point scale used
to assess performance for this
indicator.

3 | Aidflowsarealigned on national
priorities— Percent of aid flowsto
the government sector that is
reported on partners’ national
budgets.

Halvethe gap — halve the
proportion of aid flows to government
sector not reported on government’s
budget(s) (with at least 85% reported
on budget).

4 | Srengthen capacity by co-
ordinated support — Percent of
donor capacity-development
support provided through
coordinated programmes
consistent with partners’ national
development strategies.

50% of technical co-operation flows
areimplemented through co-ordinated
programmes consistent with national
development strategies.

PERCENT OF DONORS

Scor e*

Target

5+

All donor s use partner countries
PFM systems.
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5a | Useof country publicfinancial 3.5t0 | 90% of donors use partner countries
management systems — Percent of 45 PFM systems

donors and of aid flows that use
public financial management
systems in partner countries,
which either (a) adhere to broadly
accepted good practices or (b) have
areform programmein placeto

achievethese,
PERCENT OF AID FLOWS
Scor e* Target
5+ A two-thirdsreduction in the % of
aid to the public sector not using
partner countries’ PFM systems
3.5to | A onethird reduction inthe % of aid
45 to the public sector not using partner
countries PFM systems
PERCENT OF DONORS
Scor e* Target
A All donor s use partner countries
procurement systems.
5b | Use of country procurement B 90% of donor s use partner countries
systems — Percent of donors and of procurement systems

aid flows that use partner country
procurement systems which either
(a) adhere to broadly accepted good
practices or (b) have areform
programmein placeto achieve
these.

PERCENT OF AID FLOWS

Scor e* Target

A A two-thirdsreduction in the % of
aid to the public sector not using
partner countries’ procurement
systems.

B A one-third reduction in the % of aid
to the public sector not using partners
countries’ procurement systems.

B
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6 | Strengthen capacity by avoiding Reduce by two-thirdsthe stock of parallel
paralld implementation project implementation units (PIUS).
structures — Number of parallel
project implementation units
(PIUs) per country.

7 | Aidismorepredictable—Percent | Halve the gap — halve the proportion of aid not
of aid disbursementsreleased disbursed within the fiscal year for which it was
according to agreed schedulesin scheduled.
annual or multi-year frameworks.

8 | Aidisuntied—Percnet of bilateral | Continued progress over time.
aid that is untied.

HARMONISATION TARGETSFOR 2010

9 | Use of common arrangementsor | 66% of aid flows are provided in the context of
procedures — Percent of aid programme-based approaches.
provided as programme-based
approaches

10 | Encourage shared analysis— (a) 40% of donor missionsto the filed are joint.
Percent of (a) field missions and/
or (b) country analytic work, (b) 66% of country analytical work isjoint.
including diagnostic reviewsthat
arejoint.

MANAGING FORRESULTS TARGET FOR 2010

11 | Results-oriented frameworks— | Reducethegap by one-third —Reducethe
Number of countr@wnth proportion of countries without transparent
transparent and monitorable .

and monitorable performance assessment
performance assessment f ksb hird
frameworks to assess progress rameworks by one-third.
against (a) the national
development strategies and (b)
sector programmes.]
MUTUAL ACCOUNTABILITY TARGET FOR 2010
12 | Mutual accountability — Number

of partner countries that
undertake mutual assessments of
progressinimplementing agreed
commitments on aid effectiveness
including thosein this
Declaration.

All partner countrieshave mutual
assessment reviews in place.
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Important Note: Inaccordancewith paragraph 9 of the Declaration, the partnership of
donors and partner countries hosted by the DAC (Working Party on Aid Effectiveness)
comprising OECD/DAC members, partner countries and multilateral institutions, met
twice, on 30-31 May 2005 and on 7-8 July 2005 to adopt, and review where appropriate,
the targets for the twelve Indicators of Progress. At these meetings an agreement was
reached on the targets presented under Section |11 of the present Declaration. This
agreement is subject to reservations by one donor on (a) the methodol ogy for ng
the quality of locally-managed procurement systems (relating to targets 2b and 5b) and
(b) the acceptable quality of public financial management reform programmes (relating
totarget 5a.ii). Further discussions are underway to addresstheseissues. Thetargets,
including the reservation, have been notified to the Chairs of the High-level Plenary
Meeting of the 59" General Assembly of the United Nationsin aletter of 9 September
2005 by Mr. Richard Manning, Chair of the OECD Devel opment Assistance Committee
(DAC).

*Noteon Indicator 5: Scoresfor Indicator 5 are determined by the methodol ogy used to
measure quality of procurement and public financial management systems under Indicator
2 above.

APPENDIX A:
Methodological Noteson thel ndicator sof Progress

The Indicators of Progress provides a framework in which to make operationa the
responsibilities and accountabilities that are framed in the Paris Declaration on Aid
Effectiveness. This framework draws selectively from the Partnership Commitments
presented in Section I of this Declaration.

Purpose— Thelndicators of Progressprovide aframework inwhich to make operational
the responsibilities and accountabilitiesthat are framed in the Paris Declaration on Aid
Effectiveness. They measure principally collectivebehaviour at thecountry level.

Country level vs. global level — Theindicatorsareto be measur ed at thecountry level
in close collaboration between partner countries and donors. Values of country level
indicators can then be statistically aggregated at the regional or global level. This
global aggregation would be done both for the country panel mentioned below, for
purposes of statistical comparability, and more broadly for al partner countries for
whichrelevant dataare available.

Donor / Partner country performance — The indicators of progress also provide a
benchmark againgt which individual donor agenciesor partner countriescan measure
their performance at the country, regional, or global level. In measuring individual
donor performance, the indicators should be applied with flexibility in the recognition
that donors have different institutional mandates.

Targets — The targets are set at the globa level. Progress against these targetsisto be
measured by aggregating data measured at the country level. In addition to global targets,
partner countries and donors in a given country might agree on country-level targets.
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Baseline— A baselinewill be established for 2005 in apanel of self-selected countries.
The partnership of donors and partner countries hosted by the DAC (Working Party on
Aid Effectiveness) is asked to establish this panel.

Definitionsand criteria— The partnership of donors and partner countries hosted by
the DAC (Working Party on Aid Effectiveness) isasked to provide specific guidance on
definitions, scope of application, criteria and methodol ogies to assure that results can
be aggregated across countries and across time.

Note on Indicator 9 — Programme based approaches are defined in Volume 2 of
Harmonising Donor Practicesfor Effective Aid Delivery (OECD, 2005) inBox 3.1asa
way of engaging in development cooperation based on the principles of co-ordinated
support for alocally owned programme of devel opment, such asanational devel opment
strategy, a sector programme, a thematic programme or a programme of a specific
organisation. Programme based approaches share the following features: (a) leadership
by the host country or organisation; (b) asingle comprehensive programme and budget
framework; (c) aformalised processfor donor co-ordination and harmonisation of donor
proceduresfor reporting, budgeting, financial management and procurement; (d) Efforts
toincreasethe use of local systemsfor programme design and implementation, financial
management, monitoring and eval uation. For the purpose of indicator 9 performancewill
be measured separately across the aid modalities that contribute to programme- based
approaches.

APPENDI X B:
List of Participating Countriesand Organisations

Participating Countries
Albania Austrdia Austria
Bangladesh Belgium Benin
Balivia Botswana [Brazil]*
BurkinaFaso Burundi Cambodia
Cameroon Canada China
CongoD.R. Czech Republic Denmark
Dominican Republic Egypt Ethiopia
European Commission Hiji Finland
France Gambia, The Germany
Ghana Greece Guatemala
Guinea Honduras Iceland
Indonesia Ireland Italy
Jamaica Japan Jordan
Kenya Korea Kuwait
Kyrgyz Republic LaoPDR Luxembourg
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M adagascar Malawi Malaysia

Mdi Mauritania Mexico
Mongolia Morocco Mozambique
Nepal Netherlands New Zealand
Nicaragua Niger Norway
Pakistan PapuaNew Guinea Philippines
Poland Portugal Romania
Russian Federation Rwanda Saudi Arabia
Senega Serbia and Montenegro Slovak Republic
Solomon Islands South Africa Spain

SriLanka Sweden Switzerland
Tajikistan Tanzania Thailand
Timor-Leste Tunisia Turkey

Uganda United Kingdom United Statesof America
Vanuatu Vietnam Yemen

Zambia

* Tobeconfirmed.

More countriesthan listed here have endorsed the Paris Declaration. For afull and up to
date list please consult www.oecd.org/dac/eff ectiveness/parisdecl aration/members.

Participating Or ganisations

African Development Bank

Arab Bank for Economic Development in
Africa

Asian Development Bank

Commonwealth Secretariat

Consultative Group to Assist the Poorest
(CGAP)

Council of Europe Development Bank
(CEB)

Economic Commission for Africa(ECA)

Education for All Fast Track Initiative
(EFA-FTI)

European Bank for Reconstruction and
Development (EBRD)

European Investment Bank (EIB)

Global Fund to Fight Aids, Tuberculosis
and Malaria

G24

Inter-American Devel opment Bank

International Fund for Agricultural
Development (IFAD)

International Monetary Fund (IMF)

International Organisation of the
Francophonie

Islamic Devel opment Bank

Millennium Campaign

New Partnership for Africa’s Development
(NEPAD)

Nordic Development Fund
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Organisation for Economic Co-operation
and Development (OECD)

Organisation of Eastern Caribbean States
(OECS)

OPEC Fund for International Develop-
ment

Pacific | slands Forum Secretariat

United Nations Development Group
(UNDG)

World Bank

Civil Society Organisations

AfricaHumanitarian Action

AFRODAD

Bill and Méelinda Gates Foundations

Canadian Council for Internationa
Cooperation (CCIC)

Comité Catholiquecontrela
Faim et pour le Dével oppement
(CCFD)

Coopération Internationale pour le
Développement et laSolidarité (CIDSE)

Comision Econdmica(Nicaragua)

ENDA TiersMonde

International Cooperation (JANIC)

EURODAD International Union for Conservation of
Nature and Natural Resources (IUCN)
Japan NGO Center for Redlity of Aid Network

TanzaniaSocial and Economic Trust

(TASOET)

UK Aid Network
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Annex 2

Joint WTO/OECD Trade Capacity Building Database®

The Trade Capacity Building Database (TCBDB) has been established by the WTO
jointly with the OECD to provide information on trade-rel ated technical assistance and
capacity building projects. It covers national as well as regional projects. It isan on-
going activity and the 2005 Joint WTO/OECD Report on Trade-Related Technical
Assistance and Capacity Building was circulated in December 2005. At present, the
period of coverageis 2001 to 2004 and partial 2005 and beyond. Datais reported from
bilateral donorsand multilateral/regional Agencies.

Trade-related Technical Assistanceand Capacity Building Categories

1. TradePolicy and Regulations
Dispute Settlement
CustomsValuation
Technical Barriersto Trade
Sanitary and Phytosanitary Measures
Trade Mainstreaming in PRSPs/devel opment plans
Trade-Related Intellectual Property Rights
Agriculture
Services
Tariff Negotiations- Non-Agricultural Market Access
Rules
Trade and Environment
Trade and Investment
Trade and Competition
Trade Facilitation
Transparency and Government Procurement
Accession
Tariff Reforms
Trade-Related Training Education
Negotiation Training
Regional Trade Agreements (RTAS)

Tradeand Development

Trade Promotion Strategy Design and |mplementation
Market Analysis and Devel opment

Business Support Services and Institutions
Public-Private Sector Networking

E-commerce

Trade Finance

Infrastructure
Infrastructure— datafrom the OECD Creditor Reporting System
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Annex 3

Par agr aph 57 of theHong Kong Ministerial Declar ation
(WT/MIN(05)/DEC)

“We welcome the discussions of Finance and Development Ministersin various fora,
including the Development Committee of the World Bank and IMF, that have taken
placethisyear on expanding Aidfor Trade. Aidfor Trade should aimto help developing
countries, particularly LDCs, to build the supply-side capacity and trade-related
infrastructure that they need to assist them to implement and benefit from WTO
Agreementsand more broadly to expand their trade. Aid for Trade cannot beasubstitute
for the devel opment benefits that will result from a successful conclusion to the DDA,
particularly on market access. However, it can be avaluable complement to the DDA.
Weinvitethe Director-General to create atask forcethat shall provide recommendations
on how to operationalize Aid for Trade. The Task Force will provide recommendations
tothe General Council by July 2006 on how Aid for Trademight contribute most effectively
to the development dimension of the DDA. We aso invite the Director-Genera to
consult with Members aswell as with the IMF and World Bank, relevant international
organisations and the regional development banks with a view to reporting to the
General Council on appropriate mechanismsto secure additional financial resourcesfor
Aid for Trade, where appropriate through grants and concessional loans.”

Endnotes

1 InHongKong, Japan announced devel opment assi stance spending on trade, production and
distribution infrastructure of $10 billion over three years, the US announced Aid-for-Trade
grants of $2.7 billion ayear by 2010, and the EU and its member States announced trade-
related development assistance spending of «2 billion per year by 2010.

2 Poverty Reduction Strategy Papers (PRSPs) describe the macroeconomic, structural and
social policiesand programmes that alow income country will pursue over several yearsto
promote broad-based growth and reduce poverty, aswell asexternal financing needsand the
associated sources of financing. They are country-led, country-written documents prepared
by governmentsthrough a participatory processinvolving domestic stakeholders and external
development partners, including the World Bank and the IMF.

3 In accordance with paragraph 9 of the Declaration, the partnership of donors and partner
countries hosted by the DAC (Working Party on Aid Effectiveness) comprising OECD/
DAC members, partner countries and multilateral institutions, met twice, on 30-31 May
2005 and on 7-8 July 2005 to adopt, and review where appropriate, thetargetsfor thetwelve
Indicators of Progress. At these meetings an agreement was reached on the targets presented
under Section 111 of the present Declaration. Thisagreement is subject to reservationsby one
donor on (a) the methodology for assessing the quality of locally-managed procurement
systems (relating to targets 2b) and 5b) and (b) the acceptable quality of public financial
management reform programmes (relating to target 5a.ii). Further discussions are underway
to address these issues. The targets, including the reservation, have been notified to the
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Chairs of the High-level Plenary Meeting of the 59th General Assembly of the United
Nations in a letter of 9 September 2005 by Mr. Richard Manning, Chair of the OECD
Development Assistance Committee (DAC).

4  Theterm‘national development strategies’ includespoverty reduction and similar overarching
strategies aswell as sector and thematic strategies.

5 Thisincludesfor examplethe Annual Progress Review of the Poverty Reduction Strategies
(APR).

6  Such as the processes developed by the joint OECD-DAC — World Bank Round Table on
Strengthening Procurement Capacitiesin Developing Countries.

7  Thefollowing section draws on the draft Principles for Good International Engagement in
Fragile States, which emerged from the Senior Level Forum on Development Effectivenessin
Fragile States (London, January 2005).

8  http://tcbdb.wto.org
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