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DEVELOPING countries have been undertaking trade liberalisa-
tion through various modes – unilateral, bilateral, regional and
multilateral. The World Bank’s Global Economic Prospects, 2005
states that there was a 21 percentage point cut in average weight-
ed tariffs of all developing countries between 1983 and 2003, of
which unilateral or autonomous liberalisation accounted for ap-
proximately 65 percent, multilateral commitments in the Uruguay
Round for 25 percent, and the regional trade agreements (RTAs)
for about 10 percent. This shows that all the modes of trade liber-
alisation have been moving simultaneously.

With regard to regionalism and multilateralism, economists are,
however, deeply divided on whether RTAs are ‘building blocks’
or ‘stumbling blocks’ to multilateral trade liberalisation.

Larry Summers opines that any reduction in trade barriers is wel-
fare enhancing. Advocates of this school of thought view region-
alism as a building block to multilateral trade liberalisation. They
argue that it is much easier to reach consensus within a smaller
group of countries; RTAs help achieve faster liberalisation than
does the multilateral trading system. They also view that RTAs
pioneer new ideas for trade liberalisation and provide an oppor-
tunity to trade negotiators as well as other stakeholders to better
negotiate at the multilateral level. In addition, they opine that RTAs
provide a credible institutional threat to the multilateral trading
system to deliver.

As per another school of thought propounded by Jagadish Bhag-
wati, regionalism is a stumbling block to multilateral trade liberal-
isation. They opine that RTAs are inherently discriminatory. Coun-
tries outside the RTA tend to lose as there is a serious ‘trade diver-
sion’ effect due to the propensity to import from within the mem-
ber countries, which may not necessarily be the lowest cost or the
most efficient suppliers. Hence, RTAs could be welfare reducing.
The opponents also argue that there are other systemic issues: due
to their high visibility, RTAs can energise and unify protectionist
lobbies, turning them into obstacles to multilateral trade liberali-
sation and there is also a diversion of scarce negotiating capital to
negotiate RTAs.

We believe that there is no inherent conflict between these two
modes of trade liberalisation, not least because they are compli-
mentary to each other. On the balance, they are trade creating, not
merely trade diverting. However, the same may not hold true in
the case of bilateral trade agreement (BTA) – a sub-set of RTA –
between a powerful developed country and a weak developing
country due to the existence of asymmetric bargaining powers.
The examples of the imposition of several ‘World Trade Organisa-
tion-plus’ conditions by some developed countries on their devel-
oping country trading partners during recent BTA negotiations
are a testimony to this.

Given these facts, developing countries, including the countries
in South Asia, should be cautious while negotiating with their
trading partners to undertake further trade liberalisation. n

August 2005
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READERS’ FORUM

I enjoyed reading the article by
Hannah Irfan and Shandana
Gulzar Khan on anti-dumping in
the second issue. There is an
important anti-developmental
aspect to anti-dumping. As
developing countries move away
from traditional exports, their
new, non-traditional exports face
anti-dumping cases.
For small economies,
these cases present a
mor-
tal threat. For
instance, copper
used to account for
85 percent of
Chile’s exports
but they account
for just 40 percent
now. One of
Chile’s major
non-traditional
exports was
fresh salmon
with an annual
value of over US$1 billion. While
the domestic market for salmon in
Chile is economically insignifi-
cant, high anti-dumping duties
could destroy the industry. What
is interesting is the relative
absence of developing countries
seeking significant reforms in
anti-dumping. Most of the major
developing countries seeking
negotiations, such as Brazil,
India, South Africa and others,
perceive the need to balance the
vulnerability of their exporters to
the costs and risks of anti-
dumping cases abroad against
the desire of their internal anti-
dumping administrators to
maintain their existing practices.

Gary N. Horlick, Senior Partner,
International Trade Group of Wilmer
Cutler, Pickering, Hale and Dorr,
Washington DC

Congratulations for bringing out
a very informative and instructive
publication providing useful tips
to the business community in
South Asia on how to optimise
trade potentials under the World
Trade Organisation regime and

globalisation. It compares very well
with the publications
of international trade-related
institutions.

B.Raj Bhandari, Chief Consultant to
Global Traders Conference, Geneva

I had an opportunity to go through
the first two issues of Trade Insight.
Despite a long-standing govern-

ment level regional
cooperation
among South
Asian nations, it
still remains to be
one of the least
integrated regions
economically. I
believe Trade Insight
can contribute
towards a deeper
and broader econom-
ic cooperation among
South Asian Associa-
tion for Regional
Cooperation nations
by bringing complex

regional trade and economic issues
for discussion. I look forward to
seeing more articles on issues such
as quality, productivity and
competitiveness along with region-
al trade. Please do not hesitate to
make Trade Insight reader-friendly
by using more data, tables, graphs
and charts.

GB Banjara, GTZ/Private Sector
Promotion Project, Kathmandu

Trade Insight is a great initiative for
South Asia and I applaud you on
the quality and timeliness of the
publication.  

Adil Najam, Associate Professor of
International Negotiation & Diplomacy,
Tufts University, Massachusetts

Congratulations for bringing out
Trade Insight. The issues are topical,
insightful and quite
comprehensive. I wish this publica-
tion every success.

Ram Ghimire, Under Secretary, Ministry
of General Administration, HMG Nepal

Trade Insight is relevant according
to today’s need. My compliments

on publishing such a good
magazine.

Vimal Jain, Rajasthan Patrika, Jaipur

I read the first two issues of Trade
Insight with great interest and
would like to congratulate SAW-
TEE for this useful and unique
publication. The need to have a
South Asia specific trade maga-
zine was felt for quite some time
and I think Trade Insight is a
valuable step in filling this gap. I
found the style simple and lucid.
The articles were crisp and
concise. The magazine also
reflects the scale of work that
needs to be done in the South
Asian region. If trade has to play
an important role in fostering
development and in alleviating
poverty, then South Asia has to be
the focal point, as it is home to
millions of the world’s poor.

Samar Verma, Regional Policy
Advisor, Oxfam GB, New Delhi

Congratulations on bringing out
such an excellent magazine,
which provides an insight into
trade-related issues. Please pay
greater attention to the layout,
headlines and break the introduc-
tary texts of books given in the last
page into smaller paragraphs that
would make the magazine more
elegant and ready-friendly.

Ram Sharan Sedhai, Senior
Communications Officer, ActionAid
International Nepal

Thanks for sending us your
valuable publication Trade Insight.
We are very impressed by the
quality of your publication and we
wish you a good continuation!

Ricardo Melendez-Oritz, Executive
Director, International Centre for Trade
and Sustainable Development, Geneva

I would like to thank you for
sending us Trade Insight. We
found it to be a very valuable
publication.

Mariano Iossa, Food and Trade Policy
Advisor, ActionAid Internatinal,
Brussels
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A deal between China and the Euro-
pean Union (EU) on 10 June ended a
dispute between the two trading
partners since the expiry of the
Agreement on Textiles and Clothing
on 31 December 2004. The under-
standing – reached in an eleventh
hour meeting between the EU Trade
Commissioner Peter Mandelson and
China’s Commerce Minister, Bo
Xilai, in Shanghai on 10 June – im-
poses voluntary export restraints on
10 categories of Chinese textiles and
clothing (T&C) exports to Europe,
thus saving China from EU’s action
to re-impose quotas (see related article
on pages 34-35).

The deal gives European T&C
makers time to adjust to China’s
growing dominance of the global tex-
tiles  and apparel trade. The EU
dropped plans to re-

impose textile quotas and forcibly
limit China’s surging T&C exports.

The agreement has provisions
through which China is expected to
work with EU officials to manage
and limit the growth of certain tex-
tiles and apparel exports to Europe
to about 10 percent a year until the
end of 2008, tempering the rise of
some of its largest and fastest-grow-
ing exports. According to a state-
ment released by the European Com-
mission (EC), the two sides agreed
that Chinese textiles exports would
be managed to allow for “reasonable
growth” from 2005 to 2007.

 The trade disputes have pitted
China and its booming export trade
against the United States (US) and
the EU, which are now trying to cope
with the consequences of ballooning
trade deficits with China. For exam-
ple, in the first four months of 2005,
European imports of Chinese T-
shirts rose by 187 percent and of
Chinese flax yarn – used for linen –
by 56 percent from a year earlier.

 During January-April 2005, Chi-
na’s T&C imports jumped by 82 per-
cent to the 15 countries of the EU be-
fore an expansion to 25 members in
May 2004; and 78 percent to the US.
In an effort to protect some textiles
makers, the US has already moved
to reimpose quotas on some Chinese
textiles products. The EU decided on
25 May to limit imports of Chinese
T-shirts and flax yarn unless China
took action on its own to limit exports
of those two items by 10 June.

 Chinese officials had con-
demned the US and Europe for
threatening to reimpose quotas.

China revoked export tariffs on sev-
eral categories of T&C products on

30 May, in retaliation against im-
port restrictions imposed by the
US and the EU. This move came
just 10 days after it announced
that it would raise export tariffs

five-fold on 74 categories in an at-
tempt to prevent the US and the EU
from restricting imports.

The breakthrough between Chi-
na and the EU comes as a huge relief
even as disputes over other goods
like footwear continue to put a strain
on bilateral trade relations. The US
held its own abortive talks in Beijing
earlier in June.

In August, Chinese textiles exports
exceeded the new quotas to which the
EU responded by halting their sales;
and requiring renewed talks between
China and the EU (NYT, 11.6.05; TE,
27.8.05). n

China and EU

THE 148 members of the World
Trade Organisation (WTO) formal-
ly selected Frenchman Pascal Lamy
to be the organisation’s fifth Direc-
tor General (DG) to succeed Dr Su-
pachai Panitchpakdi. The General
Council (GC) took the decision by
consensus on 26 May. A former Eu-
ropean Union (EU) Trade Commis-
sioner, Mr Lamy will begin his four-
year renewable term from 1 Septem-
ber (see related article on page 30).

The GC decision brings to a close
the five-month process during
which four candidates were nomi-
nated by their respective govern-
ments. Other candidates were Car-
los Perez del Castillo of Uruguay,
Jaya Krishna Cuttaree of Mauritius
and Luiz Felipe Seixas Correa of
Brazil. Lamy stated that the comple-
tion of the Doha Round of trade talks
was his topmost priority in view of
the December Ministerial Confer-
ence in Hong Kong. At the 29 July
meeting of the GC, the WTO DG-
designate named his team of four
Deputy DGs. The deputies are Chil-
ean WTO Ambassador Alejandro
Jara, Rwandan WTO Ambassador
Valentine Sendanyoye-Rugwabiza,
Harsha Vardhana Singh of India,
and current Deputy DG, Rufus
Yerxa of the United States. Their ten-
ure commences on 1 October (BWT-
ND, 01.6.05 and 03.8.05). n

takes over as
WTO DG

reach eleventh hour deal
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THE Group of Eight (G8)
industrialised nations
have agreed on a
package of financial
help for Africa, which
ended with a deal in
which the world’s
richest countries
agreed to provide an
extra US$ 48 billion in
aid worldwide by 2010.

Under the deal, Japan
would increase its aid
budget by US$ 10 billion
over the next five years,
while Germany would use a
tax on air travel to meet its aid
targets. Britain, which chairs the
G8, admitted that the deal on
Africa was not all that campaign-
ers wanted but represented real

progress. The country
had wanted to go

further on elimi-
nating export
subsidies, which
allow rich nations
to dump excess

produce on global
markets, but was

forced to compro-
mise. The summit

merely committed

itself to setting a
credible date for

scrapping export subsidies, which
is expected to be 2010.

Aid to Africa will increase by

G8 promises aid relief 

THE end-July 2005 target
date for reaching interim
agreements in key negoti-
ating areas of the Doha
Round were not realised.
On 28 July, the Trade Ne-
gotiations Committee
(TNC) meeting followed by
a General Council (GC) meet-
ing on 29 July confirmed that a
series of last-minute intensive con-
sultations and meetings failed to
produce any major breakthrough or
‘first approximations’ in areas iden-
tified as priorities by July Package
(JP) of 2004 (see related article on page
31). These include farm trade liber-
alisation, non-agricultural market
access (NAMA), services, trade fa-
cilitation, and ‘development dimen-
sion’.

The Chairs of three key ne-
gotiating groups had previously in-
dicated that members were unable
to come to any substantive agree-

WTO members fail to arrive at
‘first approximations’

ment during the in-
tensive consulta-
tions they held pri-
or to the 27 July
meeting of the GC.

Addressing the
TNC, WTO Director

General (DG) Su-
pachai Panitchpakdi

characterised the state of
the Doha Round talks as “disap-
pointing but not disastrous”. In the
report to the GC as TNC Chair, the
DG said that progress since July
2004 has been “insufficient”. How-
ever, he did say that as a result of
the “useful work [that] has been
done to clarify options and build
understanding”, the “political
choices” that members will have to
make in areas such as agriculture
and NAMA have become clearer.
After a month long break in August,
trade talks at Geneva resumes in
September (BWTND, 03.08.05). n

US$ 25 billion, more than doubling
the flows in 2004. Britain had
feared that the G8 leaders would
backslide on commitments made by
their finance ministers at a meeting
in London in June. In the end,
however, they endorsed agreement
to write off debts owed by 18
countries to the World Bank, the
African Development Bank and the
International Monetary Fund.

The G8 comprises of Canada,
France, Germany, Japan, Italy,
Russia, the United Kingdom and
the United States. However, most
of the aid comprises of debt relief for
28 nations qualifying under
Heavily Indebted Poor Countries
Initiative, in Africa and
Latin America (IHT; 12.6.05; TG,
09.7.05). n

UNITED States (US) President
George W Bush signed the Cen-
tral America Free Trade Agree-
ment-Dominican Republic (CAF-
TA-DR) Act on 2 August. The sig-
nature concludes months of in-
tense lobbying. The Bill was
passed by a narrow 217 to 215
vote in the US House of Represen-
tatives on 28 June. The Bush Ad-
ministration sees the passage of
CAFTA-DR as a much-needed po-
litical victory in its pursuit of fur-
ther trade pacts.

CAFTA-DR consolidates and
expands existing preferential
duty free access to US markets for
Costa Rica, El Salvador, Guatema-
la, Honduras, Nicaragua and the
Dominican Republic. The agree-
ment also eliminates tariffs on
most US exports to those Central
American countries (BWTND,
02.8.05). n

CAFTA-DR
Act passed by
US Congress

TRADE WINDS
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LEAST developed countries
(LDCs) have reached a consensus
against imposition of tariff on
products of their export interest
and sought duty free access to
developed and advanced devel-
oping countries in the run up to
the Sixth World Trade Organisa-
tion (WTO) Ministerial.

Issuing the ‘Livingstone
Declaration’ at the end of the
Fourth LDC Trade Ministers
Meeting held in Livingstone,
Zambia, from 25-27 June, trade
ministers from 49 WTO member-
states representing LDCs, devel-
oping and developed countries,
joined hands to ask greater
amounts of financial and techni-
cal assistance (TA) to resource-hit
countries to help them diversify
exports and tap benefits of market
access. Developed countries,
despite making commitments,
have not been enthusiastic to
abide by the support commit-
ments as TA is not binding (see
related article on page 10).

The Declaration also calls for
unhindered temporary movement
of workforce from the LDCs.
Identifying that developed and
developing countries can absorb a
large number of semi-skilled
LDCs’ work force, the trade
ministers converged to voice for
unfettered temporary movement
of natural persons. They also
upheld the long running stand of
the past to fight for unconditional
elimination of export subsidy in
agriculture, which has largely
made agricultural market access
in developed countries a distant
dream (TKP, 08.7.05). n

ON 21 July, China’s
central bank – the Peo-
ple’s Bank of China  –
announced a revalua-
tion in its currency for
the first time in about a
decade, scrapping the
peg to the dollar in
favour of a basket of
currencies. The curren-
cy is now valued at
8.11 yuan to the US
dollar compared to the
old rate of 8.27 yuan,
effectively a 2.1 percent
revaluation.
  China’s long awaited but small re-
valuation of its currency probably
heralds the start of a series of revalu-
ations but on its own will make little
difference to the huge United States
(US) trade deficit. The US, which had
been exerting intense pressure on the
Chinese authorities to revalue the

yuan, called the revalua-
tion “encouraging’’, but it
was not clear if the 2.1 per-
cent upward move in the
yuan’s value against the
dollar, combined with the
scrapping of the tradi-

Livingstone
Declaration

READYMADE garment (RMG) man-
ufacturers of 14 least developed coun-
tries (LDCs) in the Asia-Pacific region
have urged the United States (US) for
early endorsement of a trade bill, seek-
ing duty free access for export from
these poor countries. Representatives
of leading business chambers from sev-
en Asia-Pacific LDCs held a two-day
conference in the context of the US Tar-
iff Relief Assistance for Developing
Economies Act (TRADE Act 2005) in
Dhaka from 21-22 June and adopted
the ‘Dhaka Declaration’.

The Declaration reads: “Large-
scale loss of employment and wide-
spread poverty continue to pose huge

14 LDCs urge US to
pass TRADE Act

challenges to the region. Indeed, the
situation is urgent and need urgent
attention.” The alliance of 14 Asian-
Pacific LDCs and tsunami-devastat-
ed Sri Lanka has been seeking duty
free access to the US, particulary on
RMG products following the end of
global quotas on 31 December 2005.
Four US senators have sponsored the
Bill in the US Congress, representing
the 14 Asia-Pacific LDCs and Sri Lan-
ka. The bill has not only sought duty
free access for apparel products for
these countries but has also expand-
ed preference for other items currently
prohibited under the Generalised Sys-
tem of Preferences (THT, 25.06.05). n

Chinese
revaluation

tional peg to the dollar, would be suf-
ficient to persuade the US to call off
its threatened trade sanctions against
China. US manufacturers and politi-
cians have long complained that the
Chinese authorities have held the
currency artificially low to aid its ex-
porters (AFP, 21.7.05; TG, 22.7.05). n

w
w

w
.chinadaily.com

.cn

NEWS SOURCES
AFP: Agence France Press
BWTND: Bridges Weekly Trade News Digest
NYT: The New York Times
TE: The Economist
TG: The Guardian
THT: The Himalayan Times
TKP: The Kathmandu Post
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In the broadest sense, development is about
improvement in the quality of life. The well-

being of millions of people still living in abso-
lute poverty depends in part on a wide range
of environmental resources, including access
to and use of safe drinking water and sanita-
tion. Close to two billion people in Asia lack
access to basic sanitation, and over 650 mil-
lion to safe drinking water. Every day, approx-
imately 3,900 children die of diseases world-
wide associated with water and sanitation
that are easily preventable. Almost half the
people in the developing world have one or
more diseases or infections like diarrhoea, in-
testinal helminth infections and dracunculia-
sis associated with inadequate water supply
and sanitation. This is a colossal drain of hu-
man potential.

According to the World Water Council, a
huge sum of around US$ 180 billion per year
is needed in poor countries to meet growing
demands on water and sanitation. Against
these glaring challenges, countries with nar-
row tax bases, modest aid inflows, insuffi-
cient public resources, and disparate imple-
menting capacities, have been forced to con-
sider roles for cross-national resource trans-
fers in international trade. This poses a ques-

tion. Is this option realistic and more impor-
tantly, desirable?

Opportunities for trade and investment in
environmental services have traditionally
been limited because of their public monopo-
ly and quasi-public good characteristics.
However, the sector has been undergoing sig-
nificant changes in recent years through de-
regulation, privatisation of select activities,
retrenchment of the state’s role in public pro-
visioning, and growing information technol-
ogy-enabled tradability of services. The envi-
ronmental industry has grown to over US$
550 billion in revenues in 2003, half of which
is accounted for by environmental services.
As markets in Organisation for Economic De-
velopment nations reach saturation points,
developing countries are emerging as impor-
tant destinations for the export of environmen-
tal services. The significant barriers to this
trade pertain to restrictions on the establish-
ment of commercial presence and on the move-
ment or employment of nationals of the oper-
ating company. These relate to modes 3 and 4
of services supply in General Agreement on
Trade in Services (GATS) of the World Trade
Organisation (WTO).

The main policy concern over attempts to
open up trade in capital-intensive environ-
mental services is the sweeping nature of
multi-generational commitments that coun-
tries voluntarily lock themselves into, often
without adequate national consultations. This
is most sensitive in the case of water distribu-
tion. As it comprises around 90 percent of the
brain, water is the most important molecule
for survival of human life. Issues surround-
ing its access, quality, utility and affordabili-
ty thus deserve sensitive scrutiny and restraint
in trade talks that conclude with binding com-
mitments.

So far, no country has made any GATS com-
mitment on water distribution. Much of the con-
troversy on GATS appears to be not about its
present outcomes, but its possible negotiated
shape in the future. There are, however, nu-
merous cases of unilateral privatisation of util-
ities to treat and distribute water outside of the
WTO framework. Their record is mixed.

Proponents of greater private sector involve-
ment argue that users do not pay the full cost of
the water cycle, which begins in the skies, is
stored in reservoirs and ends as waste-water.
When the true value of the environmental re-
source is not accounted, there is wastage and
resource degradation. This is the main reason
why water is not treated as a precious (and
scarce) commodity and is almost taken for grant-
ed. The prices determined by the private sector
typically approximate towards charging the

Select issues
on environmental services

Trading well-being:

Water is a vital
aspect of our lives
but the reality is
that huge sections
of populations are
bereft from it,
which requires
new approaches
to make it
available and
affordable.

Swarnim Waglè

VIEWPOINT
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true costs of supplying a service, but herein
lies a policy dilemma – how should govern-
ments permit realistic charges for water with-
out pricing out poor consumers? This requires
attachment of human-development pre-con-
ditions – subjecting private suppliers to regu-
lated prices, and setting up ceiling rates and
cross-subsidies for the poor.

Wherever this delicate balance between
commercial viability and social obligations
has faltered, companies have had to deal with
fierce public opposition, sometimes leading
to costly withdrawals. From a peak of 38
worldwide water and sewerage private
projects in 1999, the number was down to 18
in 2002. The examples include investors like
Suez quitting the American city of Atlanta
and the Philippine capital Manila, Biwater
leaving Zimbabwe, and Bechtel having to
withdraw from Bolivia’s Cochabamba mu-
nicipal system where rioting followed a 35
percent increase in water tariffs.

The type of political regime also matters
in the speed with which these schemes are
implemented. China and Vietnam – one-par-
ty states with strong governments – have al-
ready experimented with water-related
projects in major cities like Shanghai and Ho
Chi Minh City. In China, Veolia signed a 50-
year contract worth nearly US$ 250 million
in Shanghai in 2002 to treat, distribute and
collect fees for water. This subject is, howev-
er, considered too sensitive in countries with
active elective politics like India and Thai-
land, which have retracted policy measures
on water and sanitation because of popular
opposition.

 Discussions on foreign investment often
overshadow ‘alternative’ success models of
low-cost service delivery to the poor. Paki-
stan's Orangi Pilot Project (OPP), for instance,
has been working since 1980 to support peo-
ple’s efforts in upgrading a low-income in-
formal settlement with over 1 million resi-
dents in Karachi. This comprises internal de-
velopment such as latrines, lane sewers and
collector sewers at the neighbourhood level.
Contributing US$ 1.5 million, the people have
constructed hundreds of thousands of sew-
erage lines and sanitary pour-flush latrines
in 90,000 houses. The OPP model has been
replicated in 42 settlements in Karachi and
in seven cities across Pakistan with varying
degrees of success. There are similar success
stories from China on cooperative non-profit
water and sanitation delivery system, and
from India on mass sanitation drives that are
cost-effective and pro-poor.

As far as the issue of water for human con-
sumption within environmental services is

concerned, there is also a strong human rights
dimension that must be recognised as on par
with rights to basic food and adequate hous-
ing. This has been discussed in the United
Nations High Commission for Human Rights
where countries have been urged to assess
how trade policies impact human rights. Over
the years, countries have undertaken many
international human rights treaty obligations,
which need to be respected by WTO members
during their negotiations and while imple-
menting commitments to liberalise trade in
managing air, water, and waste.

Multilateral negotiations are conducted
on the basis of reciprocity, which countries
should optimise by seeking concessions in ar-
eas of export interest to them in return for con-
sidered access to environmental markets.
While there is no evidence that GATS com-
mitments automatically lead to increase in for-
eign direct investment, they could send a sig-
nal of sorts to investors. Such commitments
could also lock-in not only economic policy,
but also development-friendly measures that
countries could not retract owing to vested
pressures at a later date. The flip side, howev-
er, is that reneging on commitments may re-
sult in trade sanctions.

With coalition building around experi-
ential learning, developing countries of the
Asia-Pacific region could embed reform and
investment needs in their national anti-pov-
erty strategies that comprehensively address
water, sanitation, and public health chal-
lenges through multiple channels: public in-
vestments, stage-wise privatisation, scaling
up of participatory community-led ap-
proaches, and engagement in international
trade. A comprehensive strategy that lever-
ages all policy possibilities is the only way
countries of the Asia-Pacific region could fill
parts of the glaring gaps in access, use, and
affordability of water and sanitation. This
bottom-up approach assists countries to re-
spond strategically to requests during sec-
toral trade negotiations at the bilateral, re-
gional and multilateral levels. In fact, gov-
ernments could use negotiating positions
that are a result of broad national consulta-
tions with civil society organisations to re-
sist pressures from stronger partners. n

(Mr Waglè is Programme Specialist at United
Nations Development Programme  Regional
Centre in Colombo. This article is exerpted from
a draft section on trade in essential services
from the forthcoming ‘Regional Human
Development Report on International Trade
Policy, to be produced by the UNDP Regional
Centre in Colombo in November 2005 )
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The Doha Round of trade negotiations ini-
tiated after the Fourth World Trade Organisation

(WTO) Ministerial in Doha in 2001 has not made
progress on major issues. Therefore, the Sixth WTO
Hong Kong Ministerial in December 2005 will be a
milestone for the Doha Round, more so in the back-
drop of the failure of the Fifth WTO Ministerial in
Cancún in 2003.
  The General Council (GC) meeting of the WTO on
27-29 July confirms the delay in reaching even pre-
liminary agreement among members. In view of the
slow progress of the negotiations, WTO members
want to keep their expectation rather low than to be
disappointed by the outcomes later. This implies that
discussions on major issues will continue till the last
minute and will gear up until December. Some of the
issues may even be presented in Hong Kong itself for
important political decisions.
   Although most issues included in the Doha Round
are being discussed in the trade negotiation commit-
tees, some issues have gained more importance than
others. Agriculture, non-agricultural market access
(NAMA), services, trade faciliation and ‘development
dimension’ have received the major attention after
the adoption of July Package (JP) in 2004.

Developing countries emphasise breakthrough in
agricultural liberalisation while developed countries
want ‘progress in tandem’ in all areas. A number of
issues in agriculture still remains unresolved, includ-
ing export subsidies, market access, tariff reduction
formula, modalities for sensitive products, special
products and special safeguard measures for devel-
oping countries. Though members have agreed on
market access, agreement has remained elusive on
the method of reducing tariff on agricultural prod-
ucts. For doing so, non-ad valorem duties have to be
converted into ad valorem equivalents (AVEs). Least
developed countries (LDCs) – especially those that

The LDCs require
both unity of
purpose and
support from the
international
community to
benefit from their
integration into
the multilateral
trading system.

Fahmida Khatun

Current
HONG KONG MINISTERIAL

negotiations
and LDCs

ISSUING the ‘Livingstone Declaration’
at the end of the Fourth LDC Trade Min-
isters Meeting held in Livingstone, Zam-
bia, from 25-27 June, the LDCs called
upon the relevant WTO bodies and the
Sixth Ministerial Conference  to agree,
among others, on:

1. Binding commitment on duty free and
quota free market access for all LDC
products be granted and implemented
immediately;
2. Complete exemption for LDCs from
any reduction commitments;
6. Increased resources and an effective
delivery mechanism for trade capacity
building to address the inherent sup-
ply-side capacity;
7. Strengthening the effectiveness of the
Integrated Framework, inter alia, by a
significant resource increase, including
through other initiatives;
8. The need for “Aid for Trade” as an
additional, substantial and predictable
financial mechanism;
9. The need for all development part-
ners to effect full debt cancellation for
all LDCs;
10. The need for all development part-
ners to assist LDCs in attaining the
MDGs, by making concrete efforts to
achieve the targets on ODA;
11. The special circumstances and needs
of inter alia, post conflict, small island,
landlocked and vulnerable economies
to be taken into consideration in meet-
ing their commitments in the WTO;
12. Incorporation of provisions in the
modalities on realistic, flexible and sim-
plified rules of origin, certification and
inspection requirements and technical
and safety standards;
13. A moratorium on safeguard mea-
sures and antidumping actions against
LDCs;
14. Binding commitments on targeted
and substantive technical assistance
programmes in favour of LDCs;
17. A credible end-date for the elimina-
tion of all forms of export subsidies and
significant reduction of all forms of trade
distorting domestic support;

Livingstone
Declaration

VIEWPOINT
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are net food importers – are worried of the incidence
of the withdrawal of export subsidies in the agricul-
tural products of developed countries since this will
lead to price increase. They may also face pressure on
their balance of payments through a likely negative
impact on their export potentials due to erosion of tar-
iff preference on export of agricultural commodities
from their countries.

Discussions on NAMA lag behind agriculture.
Progress has not been made on the issue of formula
for tariff reduction, sectoral liberalisation, AVEs and
non-tariff barriers (NTBs). Although members are in
favour of a deeper cut in case of high tariffs and a
lower cut in case of low tariffs, developing countries
are asking for a lower cut compared to developed coun-
tries, and unbound tariff on certain products. Devel-
oped countries have reiterated that they would agree
to only one of these two demands. Though LDCs do
not have to commit themselves for tariff reduction, it is
expected that they will also take commitments to bind
non-bound industrial tariffs. It is quite understand-
able that LDCs cannot come out of the Doha Round
negotiations without meeting this expectation, special-
ly when some of the LDCs have already bound their
tariff rates on most of their goods.

 LDCs have to undertake preparations taking into
account the level of operative tariffs and strategic ex-
port interest. Their offensive strategy is to ensure that
items of their export interest do not get into sectoral
tariffs. If sectoral tariffs include items such as textiles,
leather and fisheries, it will erode their preferences
under the Generalised System of Preferences (GSP)
schemes.

The JP laid down that some sectors would be
opened through zero tariff if sufficient number of coun-
tries agree. Until now, there has not been enough re-
sponse in favour of this proposal. Developing coun-
tries want that the issue of sectoral tariff should be
voluntary and tariffs should not be bound. Some LDCs
fear that the facilities under GSP would be reduced
due to bound tariffs. Preference erosion is a major con-
cern for LDCs as they would be net losers. In order to
recoup such losses, LDCs demand duty free access to
developed country markets. Developed countries do
not want to commit on zero tariff access for all prod-
ucts from LDCs as they are in favour of a voluntary
approach. Industrialised nations have also suggest-
ed that developing countries such as India, Brazil and
China should also provide market access to LDCs.
However, advanced developing countries are averse
to this idea and want to discuss this at the meetings of
regional trade agreements (RTAs). LDCs are uncom-
fortable with this proposal since they do not want such
initiatives to hamper unity among the developing
world as a whole. On the other hand, LDCs are also
not too optimistic about extracting any benefit from
RTAs.

Negotiations on trade in services have also not pro-
gressed except for a few regulatory issues on tempo-

19. Establishing a Special Safeguard
Mechanism to respond to the needs
and the particular circumstance of
LDCs enabling them to adopt tem-
porary emergency measures in order
to address import surges and price
declines;
20. Full implementation of the com-
mitments made in the Marrakesh
Declaration and Ministerial Decisions
in favour of LDCs, and the Ministeri-
al Decisions on Measures concerning
the Possible Negative Effects of the
Reform Programme on LDCs and
Net-Food Importing Developing
Countries;
22. Flexibilities for LDCs to determine
the levels of binding commitments of
their tariff lines consistent with their
trade, development and financial
needs;
23. The need to urgently amend the
Agreement on Trade Related Intellec-
tual Property Rights (TRIPS) to incor-
porate the 30 August 2003 Decision
on the Implementation of paragraph
6 of the Declaration of TRIPS and Pub-
lic Health as a permanent solution to
the problems of LDCs with insuffi-
cient or no manufacturing capacity;
25. The urgent need to operationalise
the objective of coherence mandate
between the WTO and International
Financial Institutions (IMF, World
Bank), in line with the rights and flex-
ibilities that LDCs have obtained un-
der the WTO, since these are aimed at
achieving and supporting LDC devel-
opment objectives;
26. Full implementation of the Mo-
dalities for the Special Treatment for
LDCs in the Negotiations on Trade in
Services;
27. Full market access and national
treatment to LDCs in the sectors and
modes of supply of export interest to
them, including less-skilled and non
professional services providers under
Mode 4 on a temporary and contrac-
tual basis;
28. Adequate targeted technical and
financial assistance to LDCs, includ-
ing to carry out sectoral assessments
and take part in the request/offer
process in a beneficial and meaning-
ful way;
29. Increased, sustained and targeted
technical and financial assistance in
favour of LDCs, consistent with the
spirit of the Doha work programme;

VIEWPOINT
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rary movement of natural persons (TMNPs) under Gen-
eral Agreement on Trade in Services (GATS) Mode 4. Is-
sues such as economic needs test, mutual recognition,
transparency in TMNP related information and classifi-
cation of services are being discussed. LDCs have mar-
ginal participation in the offer and request process. Mode
4 under GATS is an opportunity for countries with sur-
plus labour (mostly unskilled) and high levels of unem-
ployment in their domestic economies. Most developed
countries are unwilling to open their markets for work-
ers from developing countries and LDCs. The move by
developed countries to provide temporary movement of
workers considers only skilled labour and leaves less
skilled workers out of their purview. LDCs should sub-
mit requests on Mode 4 at the earliest. Given the less
optimistic outcome in agriculture and NAMA, Mode 4
could be the only area for LDCs to offset the losses from
the Doha Round.

 The proposals on special and differential (S&D) treat-
ment for LDCs do not have much meaning, as most of the
clauses are of ‘best endeavour’ nature. Progress has been
slow due to the disagreement over specific issues as well
as cross-cutting issues such as the principles and objec-
tives of S&D treatment, and eligibility to receive it. Dis-
cussions on proposals by LDCs reveal that S&D treat-
ment were not articulated in a clear and concise manner,
and often failed to address the concerns and needs of
LDCs. Countries should consider redrafting the propos-
als to reflect their needs with the help of experts as well
as the WTO Secretariat.

Many LDCs also have interests in the negotiations on
rules, particularly in view of anti-dumping cases against
them. LDCs should articulate proposals to the effect that
anti-dumping duties are not imposed on items of their
export interest, particularly on textiles and clothing in
view of the difficulties emanating from Agreement on
Textiles and Clothing phase-out. Problems of LDCs as
regards their infant industries should be clearly articu-
lated keeping in consideration the implications of vari-
ous anti-dumping measures.

As the deadline for the completion of Doha Round of
trade negotiations is approaches, there is little chance
for LDCs to gain unless they prepare a clear and coher-
ent agenda. The LDC Trade Ministers’ meeting at Liv-
ingstone, Zambia on 25-27 June 2005 has been instru-
mental in consolidating their collective positions on var-
ious issues in the run up to the forthcoming WTO Minis-
terial. However, if history is any guide, there is little
chance that their positions would be taken into consid-
eration.

LDCs also need larger political support from the glo-
bal community, particularly the Group of Eight industri-
alised nations. Efforts should also be made to convince
developed countries at the highest level of international
fora such as the United Nations General Assembly to be
held in mid-September 2005. n

(Dr Khatun is Research Fellow at Centre for Policy Dialogue,
Dhaka)

30. Strengthening the Joint Integrated
Technical Assistance Programme for
Selected Least Developed and Other
African countries and extend it to all
LDCs;
31. Developing and applying domestic
regulation disciplines, including recog-
nition of qualifications, simplification
of administrative practices and visa
requirements, and without asking for
economic needs tests, that enhance
market access to the sectors and modes
of supply of export interest to LDCs;
32. Ensuring that the Special Modali-
ties for LDCs and Guidelines and Pro-
cedures for the negotiations in servic-
es adopted by the Council for Trade in
Services in 2001 and 2003 respectively
continue to remain the basis for the
negotiations;
33. The full implementation of the pro-
visions of Special and Differential Treat-
ment, and to make them more pre-
cise, effective and operational; and
adoption of new special and differen-
tial measures to take into account prob-
lems encountered by LDCs and ad-
dress meaningfully the special and dif-
ferential proposals of LDCs;
34. Providing LDCs adequate policy
space to engage in regional trade ar-
rangements in the pursuit of their de-
velopment goals and objectives;
35. The need for the negotiations on
systemic issues to address the princi-
ple of less than full reciprocity, asym-
metry in market access and the devel-
opment concerns of LDCs entering
into regional arrangements with de-
veloped countries under the GATT
1994 Article XXIV and GATS Article V;
36. Operationalising the flexibilities
agreed in the Modalities for Negotia-
tions on Trade Facilitation which, inter
alia, stipulates that LDC Members will
only be required to undertake com-
mitments to the extent consistent with
their individual development, financial
and trade needs or their administra-
tive and institutional capabilities;
37. Full and faithful implementation of
the Modalities for Negotiations on
Trade Facilitation that ensure adequate
financial and technical assistance and
capacity building including support for
infrastructure development of LDCs,
through coordinated and sustained
flow of funding that also address cost
implications of proposed measures af-
fecting LDCs.
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alvaging
AFTAS

‘rules of origin requirements’, ‘reve-
nue compensation mechanism’ and
‘technical assistance’ to least devel-
oped country (LDC) members. Multi-
ple rounds of negotiations have been
held, of which the ninth meeting was
in Kathmandu in July 2005. Members
have not reached consensus on all
issues except of some progress in the
‘sensitive list’. When SAFTA is en-
forced, it would encompass around
25 percent of the products in the sen-
sitive list of most of the members.

Fallacy of trade integration
Is the low coverage of liberalisation
merely an inability to negotiate or are
there deeper apprehensions among
the members on the ability of SAFTA
to facilitate regional trade?

Some pre-requisites for success-
ful regional trade integration are ex-
amined. Pitigala (2005) proposes the
hypothesis of “natural trading part-
ners”.3 A “natural trading partners”
situation is characterised by comple-
mentarities, i.e., if a country imports
what its trading partner exports, the
hypothesis of “natural trading part-
ner” is likely to hold. The situation
may, however, be influenced by trade
policies.

In this regard, countries in South
Asia can hardly be said to be “natu-
ral trading partners”. For instance,
the high percentage of intra-region-

Navin Dahal

The low level of intra-regional trade in South Asia calls for
speedier cooperation in areas such as trade facilitation,
transport, and energy if SAFTA is to work successfully.

It has been two decades since South
Asian Association for Regional Co-

operation (SAARC) was established
and a decade since the implementa-
tion of SAARC Preferential Trading
Arrangement (SAPTA).1 However, at
a mere 5 percent, the level of intra-
regional trade in South Asia is far
from satisfactory. The region is indeed
one of the least economically integrat-
ed regions in the world.2 Therefore, is
there a case for a substantial increase
in intra-regional trade in South Asia
or is the proposed South Asian Free
Trade Area (SAFTA) just a fad?

 Signed on 11 April 1993, SAPTA
was enforced on 7 December 1995.
Four rounds of negotiations have tak-
en place to deal with around 5,000
commodities in the preferential list.
However, members are in the final
stages of negotiations to convert SAP-
TA into SAFTA, which will become a
reality from 1 January 2006 and envi-
sions completing the trade liberalisa-
tion programme by 2016.

Currently, members are finalising
the ‘sensitive list’ (a schedule of prod-
ucts on which members are not re-
quired to progressively lower tariffs),

REGIONAL FOCUS
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al trade of Bhutan and Nepal is pri-
marily due to their preferential trad-
ing arrangements with India. Bhu-
tan and Nepal have around 90 and
60 percent of their total trade with
India. Hence, trade policies, rather
than fulfilling the condition of “nat-
ural trading partners”, explain the
reason for high levels of intra-region-
al trade. In the cases of Bangladesh,
India, Pakistan, and Sri Lanka, in-
tra-regional trade is around 12, 3, 3
and 13 percent of their total trade
respectively.

Furthermore, the “natural trad-
ing partner” hypothesis, based on
trade volumes approach, suggests
that members in a regional agreement
should trade disproportionately
with each other in order to be a suc-
cessful block. The bigger nations in
South Asia have very low percent-
age of their total trade in the region,
which makes the case for greater eco-
nomic integration in South Asia
weak.

It has been shown by studies that
a large volume of intra-regional trade
goes unrecorded and some studies
have shown big potential for growth
in intra-regional trade. Countries in
geographical proximity prefer to
trade with each other more than with
more distant countries. Is SAFTA
then going to bring greater econom-
ic integration in South Asia?

Trade within South Asian coun-
tries is likely to grow in the future but
not solely due to SAFTA. Bilateral
trading arrangements such as those
between Nepal and India, and India
and Sri Lanka accord more preferen-
tial access to these countries than ac-
corded by SAFTA. Moreover, com-
pared to regional trade agreements
(RTAs), it is much easier to negotiate
bilateral trade agreements. Prospects
for the success of SAFTA are also
threatened by the existance of RTAs
such as Bay of Bengal Initiative for
Multi-Sectoral Technical and Eco-
nomic Cooperation (BIMSTEC) free
trade area, of which Bangladesh,
Bhutan, India, Nepal and Sri Lanka
are also members. This RTA is more
ambitious than SAFTA. In addition
to faster and deeper liberalisation in
goods, it seeks to liberalise services
and investment too. In light of these

more progressive bilateral agreements
and RTAs, in due course of time,
SAFTA could be a low priority for
most of the countries in the region.

Hence, SAFTA is unlikely to be a
strong regional arrangement on the
basis of being only a trading agree-
ment for liberalising trade in goods
in South Asia. To be of any relevance,
regional economic integration efforts
in South Asia will also have to in-
clude measures to liberalise trade in
services, remove barriers to intra-re-
gional investments, improve trade
facilitation and enhance cooperation
in infrastructure, such as energy and
telecommunications.

Services are increasingly playing
an important role in the economies of
South Asia. The contribution of this
sector in gross domestic product of
South Asian countries is 40 percent
on average, ranging from 38 percent
in Nepal to 52 percent in Sri Lanka.
These figures are likely to increase as
economic development advances.
Coupled with liberalisation on invest-
ments, services are likely to attract
intra-regional investments. Tourism,
health, education and business ser-
vices are potential areas for such in-
vestments. It is also believed that in-
vestment liberalisation is a prerequi-
site for increased intra-regional trade
in South Asia. RTAs – which libera-
lise their investment regimes – have
seen a rationalisation of investment
portfolios of their members.

With the gradual reduction in tar-
iffs, trade facilitation is gaining rele-
vance for reducing costs of interna-
tional trade. Poor transportation fa-
cilities, differing custom procedures
and requirements and inability to
use more economical transit routes
hinder regional trade. The contigu-
ous nature of the Indian sub-conti-
nent calls for joint efforts for improv-
ing surface and sea transport facili-
ties.

South Asia has been identified as
an energy deficit region. Huge gas
reserves in Bangladesh and hydro-
power potential exists in Nepal
(which remain untapped) while a
fast industrialising India is facing
energy shortages. The International
Energy Outlook 2004 projects more
than doubling of Indian power de-

mand from 554 Billion Kilowatt
hours (BKWh) in 2001 to 1,216
BKWh in 2025.4 Development of re-
gional electricity grid and gas and
oil pipelines is also going to benefit
countries in South Asia. The geo-
graphical proximity makes cross-
country supply of telecommunica-
tions services feasible. These are
probably more attractive avenues for
regional cooperation than merely en-
hanced trade in goods.

Conclusion
Without considering other comple-
mentarities that can boost intra-re-
gional trade, SAFTA would become
an incomplete mission. If we fail to
understand the deeper apprehen-
sions of members on the potential of
SAFTA, which are reflected by their
inability to negotiate a manageable
‘sensitive list’, South Asian countries
would be wasting time and energy on
something that is not going to bear
fruit. Unless the mandate of SAFTA
is broadened to include measures to
liberalise trade in services, increase
intra-regional investments, improve
trade facilitation and enhance coop-
eration in infrastructure such as en-
ergy and telecommunications as a
‘single undertaking’, it will not help
to enhance economic cooperation in
South Asia. If these issues are not
addressed, SAFTA will remain an
incomplete vehicle for regional coop-
eration and development. n

NOTES

1 Seven countries in South Asia, viz.,
Bangladesh, Bhutan, India, the
Maldives, Nepal, Pakistan and Sri
Lanka formed SAARC on 8 December
2005.

2 Intra regional trade in the Association
of South East Asian Nations and the
European Union stands at around 20
percent and 60 percent respectively.

3 Pitigala, Nihal. 2005. ‘What does
regional trade in South Asia reveal
about future trade integration’, World
Bank Policy Research Working Paper
3497. Washington DC: The World
Bank.

4 Upadhaya, Anup Raj. 2005. ‘South
Asia Regional Energy Cooperation:
Opportunities and Challenges’, in
Economic Integration in South Asia.
Kathmandu: Nepal Rastra Bank.
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After the failure of the World
Trade Organisation (WTO)
Cancún Ministerial Confer-

ence in 2003, regional trade agree-
ments (RTAs) have regained focus. At
present, the proliferation of a “spa-
ghetti bowl” of RTAs account for 40
percent of world trade.1 The main con-
cern about RTAs is not their increase
but whether growing regionalism
and its further deepening could un-
dermine the multilateral trading sys-
tem.

Ardent advocates of regionalism
believe that it could be a ‘building
block’ to multilateralism. Supporters
maintain that RTAs enable countries
to liberalise trade and investment bar-
riers to a far greater degree than mul-
tilateral trade negotiations allow.
RTAs have gone beyond trade liber-
alisation in harmonising regulations,
adopting minimum standards for reg-
ulations, and recognising other coun-
tries’ standards and practices —
trends that enhance market access.2

While the renewed momentum for
multilateral trade liberalisation
launched at the WTO Ministerial at
Doha in 2001 could have helped re-
duce the rising incidence of regional-
ism, trade experts expressed fear that
the Cancún Ministerial fiasco would
force WTO members to place an even
greater emphasis on regional initia-
tives. For instance, the United States
(US) is redoubling efforts to sign bi-
lateral trade agreements (BTAs) and
RTAs, which are easier to negotiate
than WTO agreements. The empiri-
cal facts, to some extent, illustrate this
apprehension as between January
2004 and February 2005 alone, 43
RTAs were notified to the WTO, mak-
ing this the most prolific RTA period
in recorded history.

Under the prevailing situation,
what is the scope for South Asian
countries vis-à-vis RTAs? How
should South Asian economies make
a renewed effort to kick-start South
Asian Free Trade Area (SAFTA)?
Should they cooperate more with As-
sociation of South East Asian Na-
tions (ASEAN) and other East Asian
economies or should they deepen
trading relations with the European
Union (EU) and the US?

“SPAGHETTI BOWL” OF RTAs:

Options for

Pradeep Mehta and Pranav Kumar

The “spaghetti bowl” of regional trade agreements account for
almost 40 percent of world trade, heralding a form of liberalisation.
What are the options available to South Asia given the
unsatisfactory experience?

South Asia
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“Spaghetti bowl” of RTAs
Since 1990, the number of RTAs in
force rose from 50 to nearly 230 by
late 2004.3 There are three distinctive
features of this trend of ‘new’ region-
alism, which have been experienced
in the decades of 1980s and 1990s.
First, as the largest economy, the US
has increasingly taken recourse to the
regional approach. Secondly, the EU
has both deepened and widened its
economic integration. Finally, Asia
Pacific Economic Cooperation
(APEC) was formed in 1989 as the first
inter-governmental arrangement in
the Asia-Pacific region.

While the recent rapid growth of
RTAs began in the 1990s, the seed was
sown much earlier. Western Europe
continued its moves towards
deeper and broader regional
integration since the early
1950s. What is also signifi-
cant is the decision of the US
to explore the preferential ap-
proach to trade. Earlier, it re-
lied almost entirely on the
General Agreement on Tar-
iffs and Trade (GATT) and
the most favoured nation
(MFN) principle to define its
trade relations with other na-
tions.4 The US signed its first
BTA with Israel in 1985 and
with Canada in 1989. Later,
the US, Canada, and Mexico
formed the North American
Free Trade Association
(NAFTA) in 1994. Likewise,
the Free Trade Areas of the
Americas (FTAA) – once
formed – will be an extreme-
ly significant regional trading block,
comprising 34 developed and devel-
oping countries with a population of
750 million and a total income of near-
ly US$ 9 trillion.

The post Uruguay Round (UR) era
has also seen further widening and
deepening of the EU, which has wid-
ened integration through the Single
European Act and the Maastricht
Treaty. Under the new expansion
plan, the original EU-15 has become
EU-25. APEC was established in
1989, when the UR of trade negotia-
tion was at its peak. Started with 12
members, today the grouping has 21

members, accounting for around 2.5
billion people, a combined gross do-
mestic product (GDP) of US$ 19 tril-
lion and 47 percent of world trade.

South-South RTAs
South Asia has the lowest level of in-
tra-regional trade. In the table below,
a comparison has been made between
various southern RTAs. The shares
of ASEAN and Mercusor are high;
even the African RTAs have done rea-
sonably well in intra-regional trade.

During the 1980s, attempts at re-
gional integration were made in Lat-
in America, Africa, and Asia. During
thta period, many developing coun-
tries also adopted structural adjust-
ment and economic reform. In Latin
America, Mercusor was formed in

1991 and the Group of Three was es-
tablished in 1995. The Andean Pact
and Central American Common Mar-
ket were resurrected in 1991 and
1993. Between 1990 and 1994 alone,
26 BTAs and RTAs were signed
among Latin American countries.

The Southern African Develop-
ment Community (SADC) succeeded
the erstwhile Southern African Devel-
opment Coordination Conference.
The East African Cooperation sprang
up where the East African Commu-
nity had failed. The Middle East has
witnessed the development of the
Gulf Cooperation Council, and in

1997, Arab League members agreed
to cut trade barriers over a 10-year
period. In Asia, ASEAN developed 25
years of political cooperation into an
RTA in 1992, with the formation of
the ASEAN Free Trade Area (AFTA).

RTAs in South Asia
South Asian Association for Region-
al Cooperation (SAARC) was estab-
lished in 1985 as a political consulta-
tion entity. Almost a decade later, the
seven SAARC members initiated a
framework for regional trade integra-
tion called SAARC Preferential Trad-
ing Arrangement (SAPTA). The actu-
al exchange of preferences, however,
remained extremely limited.

The SAPTA framework provides
for periodic rounds of trade negotia-

tions for the exchange of
concessions on tariff, para-
tariff and non-tariff mea-
sures using a combination of
negotiating approaches. In
view of the modest progress
made in the initial years, the
deadline for SAFTA, which
was finally envisaged for
2001-2005, has been post-
poned to 2008 for non-least
developed country (LDC)
members, viz., India, Paki-
stan and Sri Lanka; and
2010 for LDC members, viz.,
Bangladesh, Bhutan, the
Maldives and Nepal.

In January 2004, a break-
through was achieved
when, during the Twelfth
SAARC Summit held in Is-
lamabad, an agreement on
SAFTA was signed. SAFTA

is slated to come into force from 1 Jan-
uary 2006 upon completion of formal-
ities, including ratification by all con-
tracting states and issuance of notifi-
cation by the SAARC Secretariat. This
agreement, inter alia, includes trade
facilitation measures like harmonisa-
tion of standards, reciprocal recogni-
tion of tests and accreditation of test-
ing laboratories of contracting states
and certification of products.

The signing of SAFTA marks a
movement away from the mere tink-
ering with tariffs under SAPTA. How-
ever, the commodity-by-commodity
negotiations under SAPTA are prov-

Intra-regional export shares
RTAs 1990 2001 Year in force

LATIN AMERICA

Andean Group  4.2 11.2 1988

Mercusor  8.9 20.8 1991

AFRICA

COMESA  6.3  5.2 1994

SADC  3.1 10.9 1992

UEMOA 12.1 13.5 2000

ASIA

ASEAN/AFTA 19.0 22.4 1992

SAARC  3.2  4.9 1985

Source: UNCTAD, Handbook of Statistics 2002; WTO,
International Trade Statistics 2002.
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ing to be highly laborious and time-
consuming and had hardly made any
impact on intra-regional trade, still
languishing below 5 percent of glo-
bal trade of the SAARC member
states.

Will RTAs proliferate?
There has been a proliferation of
RTAs in the last two decades and all
possible permutations and combina-
tions have been tried, except in some
pockets of East Asia involving Japan,
China and Korea. Hence, in the wake
of slow multilataral trade negotia-
tions, the fear of its proliferation is lit-
tle unwarranted.
   The slow progress of multilateral-
ism could strengthen the views of
those who see regionalism being a
‘stepping stone’ towards multilater-
al trade liberalisation, as opposed to
those who see regionalism as a ‘stum-
bling block’ to globalisation. It would
also facilitate further deepening and
widening of existing RTAs. It is be-
ing increasingly recognised that ef-
fective integration requires more than
reducing tariffs and quotas. There are
also chances of proliferation of mini
trading alliances, especially BTAs.
There is a concern among countries
that have traditionally avoided this
approach, which also want some
cushion to fall back upon should in
case the momentum of multilateral-
ism falters as is the experience of the
Doha Round talks that began in 2001
and is still ongoing.

Recent developments
In the absence of progess in trade lib-
eralisation under the aegis of the
WTO, the US has made it clear that it
would not wait but follow the path of
bilateralism and regionalism. It cur-
rently has RTAs with six countries,
is negotiating with 14 more, and is
pressing ahead to establish FTAs
throughout the western hemisphere.
After failing to prevail upon develop-
ing countries at Cancún, the US tried
to dictate the agenda of VIII Free Trade
Area of the Americas (FTAA) Minis-
terial Meeting, held at Miami during
17-21 November 2003. In order to
counter the growing influence of Bra-
zil among the members of FTAA, it
announced BTAs with some member

countries.5
The EU has, so far, resisted the

temptation to engage in bilateral free
trade deals. The European Parlia-
ment, in its resolution on the Fifth
WTO Ministerial, strongly support-
ed multilateral trade agreements as
the best mechanism for promoting
free and fair trade. It is felt that the EU
would face a number of problems in
shifting its policy toward BTAs as
opening the EU to bilateral deals
could mean being flooded with re-
quests for negotiations. Such deals are
hard to negotiate in a grouping of 25
nations like the EU, where individu-
al states might have sharply different
views regarding countries the EU
should consider for reducing trade
barriers.6

However, the EU
decided to strike a free
trade deal with Mercu-
sor. This is despite an
earlier accord to delay
such a treaty till the
completion of the Doha
Round of WTO talks,
which as per the origi-
nal schedule was sup-
posed to end in Decem-
ber 2004. The failure of
the Cancún Ministerial
put the entire round out
of gear. The EU-Merco-
sur FTA was slated to
be completed in Octo-
ber 2004 but the two
sides failed to agree on
each other’s final offers.
Among others, Mercusor was not sat-
isfied with the EU’s agricultural mar-
ket access provisions and the EU
found Mercusor’s proposals to open
its telecommunications sector and
upgrade protection of European geo-
graphical indications lacking.

East Asia – excluding Japan – has
increased its share of intra-regional
trade over the last two decades. In
2001, nearly 40 percent of exports by
East Asian economies were destined
to the same region, up from 23 per-
cent in 1980. Likewise, their depen-
dency on intra-regional trade in terms
of imports was 43.7 percent in 2001
as compared to 22.2 percent in 1980.
Intra-regional trade accounts for 62
percent in the EU and 46.3 percent in

NAFTA. Several proposals have been
mooted to form a broad FTA involv-
ing ASEAN, Japan, China and Korea
– the so-called ‘ASEAN plus 3’. These
countries want to reduce their depen-
dence on the US market and also co-
operate on security issues. In 2003,
Japan decided to join ASEAN’s Trea-
ty of Amity and Cooperation and the
commitment to create a ‘comprehen-
sive economic partnership’ between
it and ASEAN, which will include el-
ements of a FTA by 2012.

When the Fifth WTO Ministerial
collapsed in 2003, it was argued that
the inevitable consequence of not
concluding multilateral trade negoti-
ations to the satisfaction of major
trading partners is to drive them to-
wards BTAs and RTAs. South Asia –

especially India –
stands to lose because
of not being a member
of either BTA or RTA
with developed coun-
tries. However, India
has followed a twin ap-
proach over the last few
years. On the one hand,
it is actively trying to in-
fluence the WTO trade
negotiations while on
the other hand, it is in-
creasingly involved in
bilateral and regional
trade negotiations.

Prior to the Cancún
Ministerial, India
signed a framework
trade agreement with

Mercusor. This set in motion the pro-
cess that ultimately led to signing of
an FTA between India and the Latin
American trading block in March
2005. After Cancún, India signed
framework agreements for establish-
ing FTAs with Singapore and Thai-
land and also initiated a process for
signing an FTA with Egypt. Follow-
ing this is a similar agreement among
China, Japan and India to create a
broad East Asian group.

As regards other SAARC coun-
tries, they are not as active as India.
In 2004, Bangladesh and Pakistan
have developed a framework on a
proposed FTA. Pakistan had consent-
ed to Bangladesh’s request to give it
special trade preference under an

SAARC
countries should

continue to
promote

multilateralism
and

simultaneously
explore the

possibility of
engaging

themselves in
welfare enhaing

RTAs.
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FTA. Bangladesh also
sought a longer time than
Pakistan to phase out tar-
iff under FTA and imme-
diate free entry of its
products to the Pakistani
market. However, Bang-
ladesh has reiterated that
it would not have such
an agreement if Pakistan
fails to remove various
trade barriers. Besides,
Pakistan is also set to
sign an FTA with Iran.

Trade in South Asia: Why it is low?
Intra-regional trade within SAARC
countries was only 5 percent of their
total trade in 2001.7 Estimates show
that trade between India and Pakistan
is 70 percent lower than two other-
wise identical economies.8 From a
sub-regional perspective, several
studies have established that SAARC
countries can benefit enormously by
cooperating economically and pro-
moting regional trade.9

An oft-repeated argument for the
low level of intra-regional trade is the
lack of trade complementarities.
SAARC nations export labour inten-
sive products in which they have a
comparative advantage in relation to
the rest of the world. So the volume of
trade and the economic benefits from
trading these products among them-
selves are limited. A counter argu-
ment says there is no hard evidence
to endorse the argument of lack of
complementarities.

In the absence of high levels of in-
dustrialisation, services trade may
provide a better scope to find trade
complementarities among South
Asian countries. In sectors like health
and education, there is considerable
opportunity of increasing intra-
SAARC trade. Moreover, SAARC
countries are vocal in their demand
for greater liberalisation of trade in
services under mode 4 of General
Agreement on Trade in Services
(GATS). Developed countries often
raise the issue of poor mobility of la-
bour within South Asia itself. Thus,
greater mobility of labour within the
region can be a stepping stone in seek-
ing greater market access for South
Asian labour in developed nations.

Another reason for low
intra-regional trade is not
the absence of trade pref-
erences but the lack of lib-
eral trade policies. Once
the countries in the region
began to liberalise their
economies, their intra-re-
gional trade expanded
rapidly. In 1990, the share
of intra-regional trade was
only 3.2 percent, which in-
creased marginally to 5

percent in 2001.10  Various studies
show that a huge amount of informal
and unrecorded trade is taking place
between South Asian countries. It is
believed that such trade is consider-
ably higher than official trade flows.
These trade flows are taking place not
only to evade high tariffs, but also to
undertake trade that would have not
been permitted at all. Hence, taking
into account such trade flows, intra-
SAARC trade as a proportion of total
SAARC trade would be higher.

South Asia: Possible options
The new wave of regionalism has not
only resulted in signing of more
RTAs but has also led to further deep-
ening and widening of existing
RTAs. As it has touched almost all
members of the WTO, SAARC coun-
tries cannot afford to flow against the
stream. However, in the prevailing
situation, the South Asian countries
should continue with their two-track
approach, giving primacy to promot-
ing multilateralism and simulta-
neously exploring the possibility of
engaging themselves in welfare en-
hancing RTAs. At present, the level
of intra-regional trade in South Asia
is marginal, but it would be still ben-
eficial if they work for deeper inte-
gration as regionalism goes well be-
yond cooperation on trade front
alone.

A pertinent question arises,
whether South Asia should go for
RTAs with developed countries or
try to explore the possibility of form-
ing South–South RTAs, especially
with East Asian countries. One view-
point says that it would be unwise
to go for trade treaties with the US
and the EU, as these markets are rel-
atively more open and signing BTAs
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would be tantamount to giving un-
hindered market access to them. It
has been suggested that South Asian
countries should follow the ‘Look
East’ policy. India has already made
efforts in this direction, signing
framework agreements with Thai-
land and ASEAN for proposed
FTAs.n

(Mr Mehta and Mr Kumar are Secretary
General and Policy Analyst at CUTS
International, Jaipur)
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Myth
Poverty reduction in Nepal

reality?

for 53 percent of the poor. House-
holds, headed by agricultural wage
labourers, are the poorest (with a 46
percent poverty incidence) while the
second poorest group is made up of
those who live in households head-
ed by self-employed in agriculture.
Similarly, land ownership is found
to be the crucial factor determining
poverty, as 39 percent of the people
having less than 0.2 hectares of land
are poor while it is only 24 percent
for those owning more than two hect-
ares of land.

Furthermore, households with
seven or more members have the
highest poverty incidence of 41.4 per-
cent while it is only 20 percent for
those households with only four
members. The data also substantiate
the significance of literacy/educa-
tion in reducing poverty. Between
1995/96 and 2003/04, the national
income poverty incidence declined
among all rural households, except
for small and medium farmers in the
eastern hills.

However, the preliminary results
based on the NLSS 2003/04 should
be interpreted with caution. Despite
the quantitative indication of decline
in poverty, there may be several rea-
sons to believe otherwise. Along this
line of thought, several specific con-
cerns are highlighted below.

One concern relates to the repre-
sentativeness of the survey itself.
Some of the most remote districts
were left out. For instance, 96 out of
4,008 households – 8 out of 334 Pri-
mary Sampling Units (PSUs) – most-
ly in the Far-Western Development
Region, were not enumerated. Some
practical difficulties in conducting
the survey were reported. For some
rural PSUs, data entry could not be
done in the field and was done at
the nearest market or district head-
quarters resulting in discrepancies.
It should also be noted that the sur-
vey relates to a longer recall period
thereby resulting in either under-re-
porting or over-reporting of certain
income sources or consumption
items. Besides, the survey report ad-
mits difficulties being faced because
of the discrepancies in the use of met-
ric/non-metric units of measure-
ments.

Although income poverty
declined by 11 percent in Nepal
over the past decade, the latest
national poverty survey is
plagued with methodoligical
shortcomings.

Suman Sharma

According to the Nepal Living
Standards Survey (NLSS), the

headcount income poverty ratio was
42 percent in 1995/96. There were
wide variations in poverty levels
based on rural-urban division, geog-
raphy, gender, ethnicity and occupa-
tional castes. In 2000, an internal
study commissioned by the National
Planning Commission (NPC) estimat-
ed the poverty incidence at 38 percent.

The most recent poverty esti-
mates – using the NLSS 2003/04
dataset – show income poverty inci-
dence at 31 percent. Urban areas re-
corded a higher rate of decline in
poverty of 12 percentage points while
rural areas experienced a drop of 8
percentage points. This survey re-
ports a higher incidence of rural pov-
erty. There exists substantial dispar-
ity in poverty incidence across Ne-
pal’s three major agro-ecological
zones: 42 percent in the hills, fol-
lowed by 33 percent in the moun-

tains and 29 percent in the Terai.
The reasons cited by NPC for the

decline in poverty incidence are man-
ifold: remittance supported consump-
tion, increased income of agricultur-
al labour, increment in number of eco-
nomically active population, rapid
urbanisation and increase in non-
farm incomes. Furthermore, the pov-
erty gap  ratio has declined, indicat-
ing that people have moved closer to
the poverty line.

In 2003/04, the incidence of pov-
erty is closely correlated with land
ownership. For instance, small farm-
ers – operating less than one hectare
of land – represent the largest group
of rural poor households, accounting
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Another concern
relates to the con-
sumption focus of
poverty. Past nation-
al poverty lines were
expressed in terms of
consumption expen-
diture. Some studies
have reported that in
the case of household
surveys, consumption
data are more likely to
be measured accu-
rately compared to in-
come data and are
also considered to be
better indicators of liv-
ing standards. However, in the Ne-
palese context, mere focus on con-
sumption could be a problem while
considering the situation of the poor,
who are more than likely to belong
to one of the lowest income groups.
These groups of poor may have been
surviving simply through borrow-
ings or remittances. Are we con-
cerned about the borrowings that
temporarily might reflect increased
consumption but are not sustainable
over a longer term? Considering the
recent findings that one out of 11 ru-
ral male adults is working abroad,
do increased remittances automati-
cally translate into poverty reduc-
tion?

Moreover, increasing feminisa-
tion of poverty exists mainly due to
prevailing gender disparities, the on-
going armed conflict and its adverse
impact on all economic activities.
Nepalese women, on average, face a
relatively larger burden of poverty as
compared to men. This was as such
indicated by the 1995/96 NLSS, in
which female-headed households
showed a higher incidence of pover-
ty. However, this finding is not sub-
stantiated by the NLSS 2003/04,
which show that female-headed
households exhibit a lower inci-
dence of poverty (probably due to
male migration and resulting remit-
tances). The 2003/04 data further
reveal that of these households, those
with higher number of small chil-
dren and/or higher number of
household members, are poorer. This
is likely to cause an adverse impact
on women within a household.

Population dy-
namics of an econo-
my (such as, age-sex
structure, temporal
and spatial distribu-
tion, migration, la-
bour force participa-
tion, employment
pattern and house-
hold composition-
headship and eth-
nicity) do have sig-
nificant bearing on
poverty. The irony is
that the country’s
population will con-
tinue to grow further

despite the progress made in fertili-
ty decline due to the in-built momen-
tum for growth in age-sex structure.
As a consequence, despite the decline
in poverty incidence, the total num-
ber of poor will decline only at a rel-
atively lower rate.

Furthermore, the existing inter-
linkages between population
growth, poverty and environmental
degradation do have important im-
plications on poverty. High popula-
tion growth without commensurate
economic growth has led to in-
creased dependence on land. This
leads to adverse effect on the envi-
ronment, which, in turn, affects the
poor as they usually rely mostly on
marginal and fragile lands. These in-
ter-linkages lead to decreased per
capita cultivated land, large scale
deforestation contributing to fuel-
wood deficit, fodder deficit, etc. The
argument for a decline in poverty
should be accompanied by a thor-
ough poverty analysis taking due ac-
count of these concerns.

Another alarming factor that has
important implication on poverty is
rising inequality. Increasing income
concentration was seen from 1984/
85 to 1995/96 as per capita income
inequality rose during this period.
During 1995/96 – 2003/04, real per
capita expenditure (PCE) increased
by 42 percent. Furthermore, real PCE
increased for all quintile groups but
much more so for the higher quintile
groups. These trends suggest a re-
markable growth in consumption for
the wealthier population, implying
a sharp increase in inequality. Dur-

ing the same period, the Gini coeffi-
cient increased from 34.2 to 41.4. If
poverty declined at the expense of
the very poor people whose con-
sumption levels are way below the
poverty line, poverty reduction was
accompanied by rising inequality.

Nepal’s poverty is also manifest-
ed by food insecurity usually caused
by high dependence on agriculture,
inequality in land holdings, low pro-
ductivity in agriculture and low lev-
el of non-agricultural income. Food
insecurity has escalated in several
parts of the country, particularly the
hills and mountains, due to the on-
going insurgency. Food security can-
not be examined from a national per-
spective only and must be looked into
at micro-level encompassing house-
hold level and possibly intra-house-
hold level. Although the poverty line
itself is nutrition-based, the distribu-
tional aspect of food security has not
been adequately captured to reflect
the severe food insecurity situation
prevalent in several parts of the
country.

The domestic armed conflict
since 1996 has taken a heavy toll on
the economy and people. The devel-
opment spending of the government
has been diverted for meeting the se-
curity needs. A majority of the ser-
vice delivery institutions in remote
areas are hardly functioning. Vari-
ous successful initiatives like decen-
tralisation and social mobilisation
programmes are under severe threat.
The intensification of the security
threat has seriously affected the de-
velopment process.

Therefore, an ideal poverty anal-
ysis should take due consideration
of these factors to fully understand
the multi-dimensional aspects of
poverty. Instead of simply claiming
that poverty has declined based on
the head-count index alone, further
investigations are absolutely essen-
tial that should analyse, among
others, other income poverty indica-
tors, viz., depth and severity of
poverty and more importantly,
inequality. n

(Dr Sharma is Associate Professor at
Central Department of Economics,
Tribhuvan University, Kathmandu)
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Millennium Development Goal 8

A Call for Global
Cooperation
It seems that the developed countries are only concerned about ODA
giving little attention to other commitments under Goal 8.

Kamalesh Adhikari

The Millennium Development
Goals (MDGs) represent a global

cooperation between developing and
developed countries. While the first
seven goals require developing coun-
tries to create an enabling national en-
vironment, Goal 8 – Develop a Glo-
bal Partnership for Development –
identifies the responsibility that rests
with the developed countries. To-
wards fulfilling the commitments un-
der Goal 8, the United Nations reports
that many donors are on track to meet
the target of dedicating 0.7 percent of
gross national income to official de-
velopment assistance (ODA) by 2015.
Others have promised to make sub-
stantial increases in ODA over the
next 10 years. Leaders meeting at the
Group of Eight (G8) Summit in early
July agreed to increase annual aid
flows by at least US$ 50 billion by
2010, with at least half of that increase
to be directed at Africa, and to write
off the debts of 18 of the world’s poor-
est countries.

These initiatives are a welcome
move. However, the concerns are: Are
they up to the mark of the global
pledge to support poor countries at-
tain MDGs? Since donors would meet
the ODA targets by 2010 or 2015,
would these initiatives help poor
countries achieve MDGs by 2015?
Besides, without fulfilling the ODA
needs of poor countries in other re-
gions, for example South Asia, would
the world be able to tackle the Millen-
nium challenges? In addition, the
developed countries are only con-

cerned about ODA giving little atten-
tion to other commitments. An in-
creased focus on ODA is part of the
story. Of equal importance are actions
in other areas, including trade, agri-
culture, health, employment and tech-
nology transfer, which are covered by
Goal 8 targets (12-18).

Target 12: Develop an open, rules-
based, predictable, non-discriminatory
trading and financial system
One year after the adoption of MDGs,
World Trade Organisation (WTO)
members made a historic effort to
strengthen the international trading
system through the launch of Doha
Development Agenda (DDA). How-
ever, little progress has been made to
accomplish DDA; almost all dead-
lines were missed and the Cancún
Ministerial in 2003 also failed to pro-
vide a momentum to DDA.

Amidst continued deadlock on
Doha Round negotiations, members
adopted the July Package (JP) in 2004,
establishing modalities for negotia-
tions on five major issues of DDA –
agriculture, non-agricultural market
access, services, trade facilitation and
‘development dimension’. If negotia-
tions on these issues are completed
“taking into consideration the devel-
opment issues and the interests of
poorer members”, including the ‘de-
velopment dimension’, it would help
poor countries to make international
trade work for development. In this
context, ongoing negotiations under
JP and the WTO Ministerial in Hong

Kong (December 2005) provide WTO
members with an opportunity to work
on Target 12.

Target 13: Addressing the special
needs of LDCs
The least developed countries (LDCs)
face serious supply-side constraints
to benefit from international trade.
Their limited financial resources and
institutional capacity to overcome
these constraints make them uncom-
petitive and vulnerable in the global
economy. Besides, due to limited prod-
ucts and destinations to export, they
are prone to external shocks. Product
diversification, enhancement of com-
petitiveness and market access are,
therefore, crucial for the LDCs to ben-
efit from international trade. In this
respect, there is a need to help the
LDCs with meaningful and effective
technical and financial assistance.

The developed countries, as the
LDCs have been demanding, should
also make a binding commitment on
duty free and quota free market ac-
cess for all LDC products, with no re-
strictive measures introduced. Also,
since most of Generalised System of
Preferences schemes are unilateral,
there is hardly any element of predict-
ability. Hence, these schemes must be
made binding at the WTO. At the same
time, it should be ensured that the
LDCs are not subject to any type of
non-tariff barriers.

Target 14: Address the special needs
of landlocked countries
The special needs of landlocked coun-
tries have gained wider recognition
in the Brussels Declaration and the
Programme of Action for the Least
Developed Countries. The Almaty
Programme of Action – adopted in
2003 – has obliged the developed
countries to assist and support the
landlocked countries by providing
effective and meaningful technical
assistance and better market access
opportunities. Therefore, the devel-
oped countries should implement
their part of the commitment so that
landlocked countries are able to ad-
dress the challenges associated with
their landlockedness.

Besides, the ongoing trade facilita-
tion negotiations under JP establishes
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that the focus of the nego-
tiations should be, among
others, on clarifying and
improving relevant as-
pects of Article V (free-
dom of transit) of the
General Agreement on
Tariffs and Trade. There-
fore, these negotiations
should establish their
transit right at the multi-
lateral level with further
improvement and clarity.

Target 16: Develop and
implement strategies for
decent and productive
work for youth
Youth unemployment is a major prob-
lem in poor countries. If patterns of
international investment, the growth
of trade, and the cross-border move-
ment of workers do not help in creat-
ing decent, productive and secure jobs,
poor countries would be under further
pressure to meet the MDG targets.
Therefore, international policies that
affect employment should be support-
ive of growth, enterprise development
and poverty reduction. The Interna-
tional Labour Organisation’s (ILO)
Global Employment Agenda – the em-
ployment pillar of the decent work
concept – should serve as a useful
guide to develop sound and far-sight-
ed employment strategies.  In this pro-
cess, the ILO has a major role to play,
working in greater cooperation with
other international organisations, in-
cluding the international financial in-
stitutions and the WTO and national
governments.

Besides, all WTO members should
liberalise temporary movement of nat-
ural persons under Mode 4 of General
Agreement on Trade in Services (GATS)
without excluding any skill category
and sector/sub-sectors. In this context,
the ongoing services negotiations un-
der JP should ensure that administra-
tive procedures, overly burdensome
visa requirements and qualification
schemes, among others, do not impede
the movement of natural persons.

Target 17: Provide access to affordable
essential drugs in developing countries
Internationally, the concept of ‘health
for all’ has been an important factor in

making medicines
more affordable. The
2001 WHO-supported
Commission on Mac-
roeconomics and
Health argued for
large-scale financial
commitment by rich
countries to scaling up
the access of the
world’s poor to essen-
tial health services. In
this direction, some
initiatives have been
taken but more needs
to be done. For exam-
ple, multilateral insti-
tutions and pro-

grammes – such as the Global Fund to
Fight AIDS, Tuberculosis and Malar-
ia and the WHO ‘3 by 5’ strategy to
deliver antiretroviral therapy to 3 mil-
lion people by 2005 – remain under-
funded.

At the WTO level, a separate ‘Dec-
laration on TRIPS and Public Health’
states that Agreement on Trade Relat-
ed Aspects of Intellectual Property
Rights (TRIPS) does not and should
not prevent members from taking mea-
sures to protect public health. The
Declaration also underscores coun-
tries’ ability to use the TRIPS’ flexibil-
ities, including ‘compulsory licensing’
and ‘parallel importing’. However, it
did not address the problems of coun-
tries with insufficient or no manufac-
turing capacity. On 30 August 2003
through a ‘Decision’, members agreed
on legal changes to make it easier for
countries without manufacturing ca-
pacity to import cheaper generics
made under compulsory licensing.
However, countries are still not clear
whether or not such an allowance
would ensure affordable access to
medicines in the future (See related ar-
ticle on page 32-33).

Target 18: Make available the benefits
of new technologies, especially ICTs
The willingness of developed coun-
tries to facilitate access to and transfer
of technologies to developing coun-
tries is reflected in a number of inter-
national agreements. For instance,
GATS acknowledges that the in-
creased participation of developing
country members in world trade shall

be facilitated through, inter alia, access
to technology and further calls on
members to encourage foreign suppli-
ers of telecommunication services to
“assist” in the transfer of technology,
training and other activities. TRIPS
calls upon developed countries to “pro-
vide incentives to enterprises and in-
stitutions” in their territories to trans-
fer technologies to the LDCs.

Similarly, the Doha Declaration
has introduced a binding mandate
to examine the relationship between
trade and technology transfer. To
this end, ministers have established
a Working Group on Trade and
Transfer of Technology. However,
some developed countries tend to
perceive this mandate as an academ-
ic exercise and are reluctant to deep-
en the work towards the implemen-
tation of technology transfer clauses
in WTO agreements or to initiate ne-
gotiations for increasing technology
transfer flows.

Realising the role that technologies
play in growth, development and pov-
erty reduction, developed countries
should foster international partner-
ship to bring the benefits of technolo-
gies to poor countries. Otherwise, not
only the “digital divide” will widen,
poor countries would also face diffi-
culties in meeting MDG targets. In or-
der to transfer technologies to and es-
tablish partnership with the LDCs,
developed countries should follow the
“actions” that are stipulated in the
Brussels Programme of Action for the
Least Developed Countries.

Conclusion
The 2005 World Summit, to be held
from 14-16 September in New York,
is expected to bring together more
than 170 Heads of State and Govern-
ment: the largest gathering of world
leaders in history. The international
community perceives it a once-in-a-
generation opportunity to take bold
decisions in the areas of trade,
growth, development and poverty re-
duction. The developing and least
developed countries should capital-
ise on this opportunity by collective-
ly pressing for the need to bind devel-
oped countries to work on each and
every target under Goal 8. n

MDG FOCUS
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Southern developing countries ap
pear to be in a rush to enter into

bilateral trade agreements (BTAs)
with their major industrialised trad-
ing partners in the North. This is a
recent phenomenon and has gathered
momentum after the failure of the
World Trade Organisation (WTO)
Ministerial at Cancún in 2003. South
Asia is no exception to this trend.

Since the Trade and Development
Act was enforced in 2000, the United
States (US) has been aggressively pro-
moting BTAs with willing trading
partners in the South. Such BTAs are
worked out after signing a Trade and
Investment Framework Agreement
(TIFA), which is basically a prelude
that promotes negotiations to work
out the BTA. The US has signed
TIFAs with three South Asian coun-
tries, viz., Sri Lanka, Pakistan, and
Bangladesh. The negotiations for a
free trade area (FTA) are ongoing in
all these three countries at present.

Considering the TIFA based negotia-
tions in the context of Sri Lanka, it is
argued that the ‘development dimen-
sion’ in favour of the country in the
negotiations is far from clear. In the
new Generalised System of Preferenc-
es (GSP) scheme, the ‘development di-
mension’ is not straightforward from
the perspective of South Asian na-
tions.

Negotiations on the US-Sri
Lanka FTA
Southern countries embark on trade
agreements with Northern trading
partners mainly for better market ac-
cess, which Southern countries fail to
obtain via WTO negotiations. North-
South BTAs may thus be seen as a
device for side-stepping the WTO.
However, in their enthusiastic pur-
suit of market access, Southern coun-
tries most often ignore the details of
the trade arrangement from the start
and thereby undermine the cost of

market access. One reason for this is
that most often, the BTA is worked
out for a particular export commodi-
ty, which is concentrated in the part-
ner Northern country and the prod-
uct may be an item generating signif-
icant foreign exchange earnings and
employment, accounting for the live-
lihood of a large section of the labour
force. This concern tends to override
all other obligations in the process.
Secondly, export lobbies of the par-
ticular product in the Southern coun-
try, although ignorant of the details
of the BTA, can exert strong pressure
on the government, which the latter
may find difficult to resist.

In the context of the ready made
garment (RMG) industry in South
Asia, market access is crucial because
this sector accounts for the largest
export earnings in the three South
Asian countries that have already
signed TIFAs with the US. More than
50 percent of RMG exports of these

Emerging Scenario
South AsiaIN NORTH–SOUTH BTAs OF

Saman Kelegama

Developing countries that
pin high hopes on BTAs
and GSPs are unable to
reap expected benefits.
Instead, such type of
agreements lead to
outcomes that restrict their
policy space while
developed countries
extract most of the
advantages. A case study of
Sri Lanka is a pointer to
this trend.
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South Asian countries are destined
to the US market. The RMG industry
also accounts for a large number of
manufacturing employment. With the
end of the Agreement on Textiles and
Clothing and the emergence of China
as a major player in the RMG global
industry, the eagerness to gain pref-
erential market access in the US be-
came even more important for these
South Asian countries. After seeing
the US granting preferential market
access to RMG exports under African
Growth Opportunities Act, Caribbe-
an Basin Trade Partnership Act, and
through BTAs to Asian competitors
in RMG exports, there is a growing
view that an FTA with the US is es-
sential to safeguard the future of the
RMG industry.

In the case of Sri Lanka, the US
was prepared to grant duty free entry
for Sri Lankan RMG exports but it was
conditional on fulfilling the follow-
ing conditions:
(a) Fulfilling the stipulated rules of

origin (ROO) requirements, i.e.,
following the yarn forward rule
and reverse purchase of US fab-
rics to produce RMG earmarked
to the US market.

(b) Amending intellectual property
laws by dropping legislation for
compulsory licensing and paral-
lel importation of drugs and phar-
maceuticals.

(c) Amending competition policy leg-
islation by dropping the monopo-
lies and mergers clause that was
seen as a deterrent to US invest-
ment in Sri Lanka.

(d) Further opening up of the Sri Lan-
kan market by implementing sec-
ond generation reforms and de-
regulation, which included liber-
alisation of trade in services and
the capital account of the balance
of payments for trade exchanges
with the US.
Implicit in the trade negotiations

was offering political support to the
US on contemporary international
issues, viz., (a) the war in Iraq, (b) al-
low US ships engaged in military ex-
ercises in the Indian Ocean to use Sri
Lankan ports freely, and (c) support
the US position in some issues at the
WTO Cancún Ministerial.

Based on these conditionalties,

national policy makers were request-
ed to work with their US counterparts.
The following are some of the note-
worthy characteristics of the BTA:
(a) The BTA was worked out on a

template prepared by the US for
other BTAs (US-Chile BTA, US-
Singapore BTA, etc.), which had
many standards and clauses and
gave little space for Sri Lanka for
manoeuvering in negotiations.
The agreement focused on specif-
ic amendments and enforcement
measures, on which the US had a
keen interest, e.g., expanded pro-
tection on copyrights in the digi-
tal environment and plant variety
protection in line with Internation-
al Union for the Protection of New

Varieties of Plants (UPOV). It was
stated that the treaty template
would be reviewed regularly to
include higher standards and un-
addressed issues.

(b) Intellectual property rights (IPRs)
amendments were linked to in-
vestment issues and, in turn,
linked with other economic assis-
tance like more funds under Unit-
ed States Agency for Internation-
al Development.

(c) The negotiations were promoting
a ‘one size fits all’ system for say,
IPRs, and increasingly demand-
ing for harmonisation based on
US legislation without taking into
account development objectives
and in many cases, public inter-
est concerns.

(d) Tentative estimates show that the

ROO requirements of the BTA in-
creased the cost of production in
the RMG industry. Even with duty
free entry to the US market, this
increase in production costs
would not permit most Sri Lankan
RMGs to be competitive vis-a-vis
Chinese RMG industry in the US
market.1

(e) In the context of the WTO, the BTA
would make sense only if it is
‘WTO-plus’. The identification of
the ‘WTO-plus’ elements de-
manded a comprehensive analy-
sis of different rule making, devel-
opments in different layers – mul-
tilateral, regional, and bilateral –
and identifying space available in
each action level.2  This was in-
deed a tedious task.

There was tremendous resistance
to the amendments in the IPR Bill in
accordance with the above condition-
ality. Even before the Bill was present-
ed to Parliament in mid-2003, it was
challenged in the Supreme Court by
a local non-governmental organisa-
tion (NGO) claiming that it violated a
fundamental human right of the citi-
zens of Sri Lanka, i.e., having access
to cheap and affordable drugs. The
Supreme Court gave its verdict in
favour of the local NGO and thereaf-
ter the Bill had to be once again
amended to include compulsory li-
censing and parallel importation for
drugs and pharmaceuticals.3 It was a
major embarrassment for the govern-
ment, which handled the entire ne-
gotiations with the US officials in a
most non-transparent manner.

The conditionalities in this agree-
ment clearly undermined the benefits
of preferential/duty free market ac-
cess. They made public interest issues
irrelevant and thus the ‘development
dimension’ was far from clear. In fact,
it undermined the flexibilities and ex-
ceptions allowed for Sri Lanka in the
WTO agreements. The US-Sri Lanka
BTA negotiations are still ongoing
with limited progress.

GSP Scheme: A South Asian
Perspective
GSP scheme is another instance of
North-South trade channel where the
‘development dimension’ is murky

The ‘development
dimension’ that is

supposed to arise from
BTAs and GSPs is far

from clear in the
context of North-South

trade relations. The
cases of Pakistan and

Sri Lanka are testimony
to the fact that such

agreements are highly
asymetrical.
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although the primary aim of such
schemes is to accelerate development
and economic growth in developing
countries. However, developed coun-
tries increasingly use GSP as a tool
to foster a particular political agen-
da, i.e., as an instrument of foreign
policy.4 Two examples illustrate this:
(a)  The drugs regime in the GSP
scheme was increasingly used in
favour of Pakistan to combat terror-
ism sponsored by the Taliban, and
(b)   The US denied GSP schemes to
any country that did not take steps
to support its efforts to combat ter-
rorism.

Recently, consequent to a com-
plaint made by India to the WTO, the
Appellate Body (AB) of the WTO not-
ed that the drug regime in European
Commission’s (EC) current GSP did
not fulfil the conditions of transpar-
ency. The AB’s ruling showed that
the drug regime was not based on
any substantive and procedural cri-
teria. It requested the EC to make the
drug regime consistent with its obli-
gations under the General Agree-
ment on Tariffs and Trade 1994. The
drug regime has been replaced with
a new programme called ‘GSP-plus.’

The new programme requires the
ratification of 27 international con-
ventions to obtain additional tariff
preferences. These conventions in-
clude: abolition of forced labour,
maintaining universal human rights
and adhering to minimum age of ad-
mission to employment.

All Southern countries cannot
ratify all the conventions because
they do not have supporting institu-
tions. There is also ample scope to
fashion the GSP scheme to suit a par-
ticular political and economic agen-
da. This is so because the eligibility
requires two conditions to be ful-
filled: incorporation of internation-
al agreements on which condition-
ality is based, in its domestic legisla-
tion; and the effective implementa-
tion of this legislation. Countries can
have all the agreements in domestic
legislation but their implementation
is a subjective matter. Political and
other interests will always have an
influence in making such determina-
tion. For instance, if the US feels that
it requires Pakistan’s help or it wants

to reward Pakistan for its role in the
‘war against terror’, it may extend
tariff preferences even if Pakistan
fulfils only the first condition of the
eligibility criteria.5

The EU was of the view that in-
creased regional economic coopera-
tion should be in-built in the GSP
scheme. Thus, the ROO was de-
signed with this objective, which
was considered as a contributory fac-
tor to promote development. The
ROO governing RMG exports to EU
under the the GSP scheme for South
Asian countries was set at 50 per-
cent value addition based on South
Asian Association for Regional Co-
operation (SAARC) cumulation.
This was far from satisfactory for the
smaller South Asian nations that do
not possess a large domestic produc-
tion base because most of these coun-
tries depend on inputs from East
Asian economies for RMG produc-
tion and found it difficult to fulfil
SAARC cumulation. Consequently,
the GSP scheme could not be fully
utilised for preferential market ac-
cess for RMG exports.

It can be seen that the ‘develop-
ment dimension’ is promoted by ad-
herence to international conventions
and promoting ROO that the North
feels will enhance cooperation
among Southern countries, thereby
contributing to development. There
are major shortcomings in these con-
ditionalities with regard to promot-
ing development in South Asia.

Conclusion
Trade routes are being increasingly
used to address matters that are con-
sidered as ‘international standards’
by the North. In other words, North-
South BTAs are used to achieve what
Northern countries failed to achieve
via the WTO.

Basically, ‘international stan-
dards’ are now in-built to the BTAs.
The ‘development dimension’ is un-
dermined to a large extent in this
process. For example, IPR concerns
are becoming an objective rather
than a means of promoting innova-
tion, creation, and technology trans-
fer. Non-commercial considerations
of IPRs, such as, health and food se-
curity, environment, consumer inter-
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ests, etc., are undermined and there-
by public interest issues are made
costly. Once committed to these ‘in-
ternational standards’, it is very dif-
ficult to alter them even if domestic
policy warrants. Such commitments
also weaken a developing country’s
bargaining power vis-à-vis other
trading partners when formulating
new BTAs.

In the WTO, some policy space is
allowed to autonomously implement
development policies. In BTAs, this
trend is reversed with strong pres-
sure to move towards adopting
‘WTO-plus’ obligations in the same
areas where developing countries
are demanding a review. These
‘WTO-plus’ obligations threaten to
undermine the balance achieved in
many national laws and capacity of
developing countries to use flexibil-
ities existing at international level
to achieve development related
goals. n

(Dr Kelegama is Executive Director of
Institute of Policy Studies, Colombo)
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Cooperation

South-South trade increased by
200 percent in the 1990s and ac-

counts for 12 percent of total world
trade. Although a huge potential ex-
ists to enhance trade between devel-
oping countries, there are obstancles
too. First, the major export markets
of developing countries are the Or-
ganisation for Economic Coopera-
tion and Development countries.
Since the comparative advantage of
developing and developed countries
vastly differ, tremendous compli-
mentarities exist. Therefore, the first
target of developing countries at the
WTO as well as regional trade agree-
ments (RTAs) is to obtain increased
market access to industrialised na-
tions. Since the former group of
countries spend considerable time

and resources in ensuring this out-
come, they tend to ignore the poten-
tial of South-South trade cooperation.
Such complimentarities do not nec-
essarily exist among developing
countries due to similar product pro-
files and comparative advantage.
Therefore, they do not perceive ben-
efit in spending their negotiating
capital on opening each others’ mar-
kets.

Second, trade barriers in develop-
ing countries are still very high, re-
flecting their transition from the im-
port substitution industrialisation
era. While average tariffs in devel-
oped countries have fallen to 3.8 per-
cent in the post Uruguay Round (UR)
era, the corresponding figure for de-
veloping countries is 29 percent. It is

not surprising that 70 percent of all
tariffs in developing countries are on
products of other developing coun-
tries. Furthermore, those developing
countries and least developed coun-
tries (LDCs), which became members
of the WTO by virtue of their mem-
bership to the General Agreement on
Tariffs and Trade (GATT), have still
not bound a major portion of their
industrial tariffs. While it is manda-
tory for all the countries to bind 100
percent of their agricultural tariffs,
such requirement does not exist in
the case of industrial products. Tak-
ing tariff lines as a criterion, tariff
binding on industrial products is 73
percent in the case of developing
countries in the post UR era. If total
imports of the developing countries
are taken as the criterion, this figure
is 61 percent.1  Individual country
figures are even more disappointing.
Only two-third of Malaysia’s tariff
lines are bound while one-third of
tariff lines (including all agricultur-
al items) are bound in Pakistan. The
figure is 13.3 percent in the case of
Cameroon and Tanzania.2  The av-
erage binding rates – both in agri-
culture and non-agricultural prod-
ucts – are also very high in the case
of developing countries and LDCs.
Similarly, the market opening in ser-
vices sector is extremely limited. The
table below provides a brief account
of bound tariffs across various de-
veloping countries.

Another vital issue is tariff esca-
lation, which developing countries
are pursuing to ensure that most of
the value addition takes place in
their own countries. For example,
China has a zero tariff on unroasted
coffee but imposes a 53 percent tariff
for processed coffee. While develop-
ing countries argue for the removal
of tariff escalation prevalent in de-
veloped countries on the products of
their export interests, they have not
paid sufficient attention to tariff es-
calation in other developing coun-
trys, which are also WTO members.
Fortunately, the incidence of non-
tariff barriers is not widely prevalent
in developing countries as com-
pared to developed countries.

Third, initiatives taken by devel-
oping countries to increase trade

S O U T H - S O U T H

In the context of contiuned marginalisation of developing and least
developed countries from the multilateral trading system, closer
South-South cooperation needs to be considered more seriously
than before.

Ratnakar Adhikari

Country Bound tariff Bound tariff Services
on agriculutral on industrial liberalisation
products (%)  products sector (No.)

India 114 38 6 (36)

Pakistan 77.1 36.6 5 (40)

Bangladesh 200 48 2 (14)

Solomon Islands 80 37 4 (23)

Tanzania 120 120 1 (1)

Source: WTO (2005)3 and Adhikari (2004)4

on Trade

Bound agricultural and industrial tariffs and commitments on
services liberalisation by selected developing countries
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among themselves have not pro-
duced desired results. The Genera-
lised System of Trade Preferences
(GSTP) among developing countries
was established in 1989 under the
auspicious of United Nations Con-
ference on Trade and Development
(UNCTAD). Its objective was to pro-
mote and sustain mutual trade
among developing countries,
through the exchange of concessions
in accordance with
the provisions of the
agreement. In es-
sence, the GSTP was
designed to provide
for tariff preferences
on trade among its
members. Addition-
ally, it provides for
the possibility of ne-
gotiating non-tariff
preferences. So far,
44 countries have be-
come members of this
agreement. The
South Asian members of GSTP are
Bangladesh, India, Pakistan and Sri
Lanka. Considering the number of
developing countries – both mem-
bers of the WTO and non-members –
this number is considered extremely
limited, reflecting the apathy of de-
veloping countries to enter into this
kind of arrangement. Only 24 coun-
tries, including four South Asian
countries mentioned above, have ex-
changed tariff concessions so far.

Though the WTO is based on the
principle of non-discrimination (the
so-called ‘most favoured nation’
principle in the case of border trade
barriers), developing countries are
not obliged to provide reciprocal tar-
iff concessions to developed coun-
tries. It is considered legal under the
WTO’s Enabling Clause (Decision
on Differential and More Favourable
Treatment, Reciprocity and Fuller
Participation of Developing Coun-
tries, Decision of the GATT Contract-
ing Parties of 28 November 1979).

 In recent years, developing coun-
tries have exhibited a renewed sense
of urgency to enhance South-South
trade cooperation, which is a posi-
tive step. The Sao Paulo Consensus
(agreed during the Eleventh Session
of UNCTAD) provides impetus to

this process. The Consensus empha-
sises that UNCTAD should contin-
ue its support for the revitalisation
and greater utilisation of the GSTP
and other initiatives that stimulate
South-South trade (Para 97).5

 The Doha Declaration – issued on
16 June 2005 – by the Second South
Summit in Doha, Qatar (where Group
of 77 and China participated) high-
lights the need to recognise the in-

creasing importance of
South-South Trade and
Economic Cooperation
(Para 12) and welcomes
the launch of the Third
Round of the GSTP as an
important instrument to
stimulate South-South
trade. The Summit also
invited all member coun-
tries of the GSTP to con-
clude the Third Round
of GSTP by 2006 and to
encourage other mem-
bers of the Group of 77

and China to consider participating
in the GSTP (Para 28).6

Given this scenario, Southern
countries need to revitalise the pro-
cess of increased cooperation on
trade, making renewed efforts on
four main areas. First, they should
participate actively within the GSTP
mechanism and negotiate better mar-
ket access terms, not only by address-
ing the issues of tariff preferences,
but also non-tariff preferences as
mandated by the agreement.

Second, they ought to expedite the
process of forming RTAs and explore
the possibility of intra-regional trade
cooperation, first at the continental
level; then at the cross-continental
level. Ideally, the first stage of cooper-
ation should serve as the stepping-
stone for the second. For instance,
trade cooperation between South
Asian Association for Regional Co-
operation and Association of South
East Asian Nations; Southern Com-
mon Market and Andean Pact; and
Common Market for Eastern and
Southern Africa and Southern Afri-
can Development Community could
become instrumental in forming great-
er Asian, South American, and Afri-
can trade cooperation agreements.
The ultimate objective should be to
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form a trade cooperation agreement
of the developing countries under the
GSTP framework.

Third, advanced developing coun-
tries should provide trade-related
technical assistance to their LDC
counterparts. Such assistance should
help address the latter’s lack of nego-
tiating capacity and supply-side con-
straints. Training, human resource
development and technology trans-
fer are the necessary components of
such a cooperation arrangement.

Finally, developing countries
have shown remarkable unity in mul-
tilateral trade negotiations; such alli-
ance should be continued beyond the
Doha Round negotiations.7 They
should aim at promoting an open,
equitable, rule-based, predictable and
non discriminatory multilateral trad-
ing system that gives priority to the
‘development dimension’ – in line
with the Doha Declaration. n

Developing
countries have
demonstrated

remarkable
unity in

multilateral trade
negotiations,

which needs to
be sustained.
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One region that
very appositely cap-
tures both the issues
under tariff reduc-
tion is South Asia.1
The tariff profiles of
South Asian coun-
tries – except Nepal
and Sri Lanka to

some extent – are characterised by
very high bound tariff rates and low
binding coverage. Any drastic re-
duction in these tariff rates would
impose harsh adjustment costs and
not augur well for the developmen-
tal imperatives of these countries.
Similarly, South Asian exports face
a host of tariff barriers in the form of

tariff escalation and tariff peaks in de-
veloped countries. Tariff escalation,
as a tariff measure in developed coun-
ties, does not allow developing coun-
tries to graduate from exporting raw
materials to processed and finished
goods. For instance, according to an
Oxfam study, the European Commis-
sion imposes tariffs of less than 4 per-
cent on Indian yarns. However, this
tariff rate escalates to 12 percent if the
yarn is woven into garments. These
stringent tariff measures have not al-
lowed South Asian countries to gen-
erate adequate resources and hence
effectively use trade to foster devel-
opment. For instance, there are stud-
ies to show that if Bangladesh gets
duty free and quota free access to the
markets of Quad countries (US, EU,
Canada and Japan), its export reve-
nue would increase by 45 percent.
Hence, any tariff reduction modality
should take care of both the flexibili-
ty in tariff reduction and measures to
improve market access for South

to cut and
much to cut?HOW

Industrial tariffs and South Asia

Prabhash Ranjan

Negotiations on non-
agricultural market access
– which began on January
2002 – are proving to be a
major obstacle to
liberalising trade in
industrial goods.

A major objective of the ongoing
trade negotiations in the World

Trade Organisation (WTO), launched
in Doha in 2001, is to reduce both tar-
iff barriers and non-tariff barriers
(NTBs) for freer and fairer movement
of goods and services. The negotia-
tions on non-agricultural market ac-
cess (NAMA), initiated in January
2002, intend to accomplish this ob-
jective for industrial goods, especial-
ly for developing countries and least
developed countries (LDCs). Howev-
er, hitherto negotiations on NAMA
have had a bumpy journey and the
laudable destination of dismantling
tariff barriers and NTBs is still very
distant. Much hope was pinned at
the July 2005 General Council (GC)
meeting of the WTO. However, con-
trary to the expectations, the GC meet-
ing ended without arriving at any
common meeting ground between
WTO members.

The reason for this bumpy jour-
ney is the sharp divsion amongst

countries on many contentious issues
under NAMA negotiations. One such
contentious issue is tariff reduction.
Countries are poles apart on the meth-
odology and the quantum of tariff cut.

For developing countries, promi-
nently, two issues in tariff reduction
in NAMA are important. First, they
should not be asked to undertake sub-
stantial tariff reduction so as to re-
tain policy flexibility. Secondly, de-
veloped countries should reduce or
eliminate their high tariffs on exports
from developing countries. Article
XXVIII bis of the General Agreement
on Tariffs and Trade supports this as-
sertion of developing countries. The
Article states that negotiations on in-
dustrial tariffs will take into account
the special and developmental needs
of developing countries. This basic
principle is also strongly encapsulat-
ed in Paragraph 16 of the ‘Doha Dec-
laration’ to which the present round
of negotiations owes its origin and
sustenance.

RESEARCH ANALYSIS



Vol.1, No.3, 2005 • Trade Insight • 29

Asian countries.
Not all South Asian countries

would be required to undertake tariff
reduction in the ongoing trade round.
Bangladesh, the Maldives and Nepal
are exempted from undertaking tariff
reduction due to their LDC status. Sri
Lanka may also be exempted if the
present proposal of exempting coun-
tries from undertaking tariff reduc-
tion, which have less than 35 percent
of binding coverage, is accepted. For
non-agricultural goods, Sri Lanka
has a tariff binding coverage of 28.3
percent. Therefore, in South, Asia
only India and Pakistan are required
to undertake tariff reduction.

This brings us to the issue of how
tariff reduction needs to be undertak-
en. The July Package of 2004 stated
that negotiations on tariff reduction
would focus on a non-linear formula
on a line-by-line basis. Hence, the op-
tions for developing countries have
narrowed. They have to accept a non-
linear formula for undertaking line-
by-line tariff reduction. Two types of
non-linear formula are on the negoti-
ating table. One is the Swiss formula
and the other is the modified Swiss
formula, which has different ver-
sions.2 The simplest modified Swiss
formula is referred as the Girard for-
mula.3  The Caribbean group of coun-
tries has recently proposed another
version of the modified Swiss formu-
la.4

All these formulae could lead to
steep tariff reductions depending on
the value of the coefficient ‘B’. It is the
value of ‘B’, in each of these formulae
that will decide the quantum of cut.
The smaller the value of B, the steeper
would be the reduction. However, on
a relative scale, the Swiss formula will
lead to a much steeper reduction as
compared to the Girard formula or the
Caribbean formula and hence is not
appropriate for countries such as In-
dia and Pakistan that have high tar-
iff rates.

On the other hand, the Girard for-
mula is milder compared to the Swiss
formula because it uses the average
tariff rate of a country as one of the
coefficients in the formula while un-
dertaking tariff reduction. The aver-
age tariff rate of a country is a fair in-
dicator of a country’s tariff profile. Its

use in the tariff cutting exercise will
ensure a balanced outcome for all the
countries.

In April 2005, India – along with
Brazil and Argentina – proposed the
Girard formula for tariff reduction
(also called the ABI proposal), which
– contrary to expectations – drew flak
from all developed countries, as these
countries favour the Swiss formula.
A bigger blow to the ABI proposal
came from some developing countries
themselves, viz., China, the Philip-
pines and other countries from the
Asia-Pacific region. These countries
are against the Girard formula be-
cause it allegedly favours countries
with higher average tariff rates like
India and Pakistan more than other
developing countries that have low
average tariff rates. Many developing
countries like China or the Latin
American countries have low average
tariff rates.

The ABI proposal got a shot in the
arm when the Caribbean countries
made a new proposal on the lines of
the ABI proposal, just before the
Dalian (in China) mini-ministerial
meeting in July 2005. According to
this proposal, a tariff reduction exer-
cise should not only take into account
the average tariff rate of countries, as
warranted by the ABI proposal, but
also other factors such as the depen-
dence on tariff revenue, need for wid-
er policy space, a country’s adjust-
ment costs. Hence, the Caribbean pro-
posal is ‘ABI plus’. It is better than
the ABI proposal, as it takes into ac-
count a host of development related
factors. However, looking at the op-
position targeted at the ABI propos-
al, it is highly unlikely that the Carib-
bean formula will succeed.

At Dalian, Pakistan made a new
proposal where it proposed the Swiss
formula with different values of ‘B’
for developed and developing coun-
tries on the basis of their average tar-
iff rates. It has proposed ‘B’ = 6 for
developed countries and ‘B’ = 30 for
developing countries. This proposal
is not appropriate, as it advocates a
simple Swiss formula, which would
lead to steep tariff reductions.

From the perspective of develop-
ing countries – including those from
South Asia – a modified Swiss for-

mula is suitable. The Dalian mini-
ministerial had seen a shift away from
the Swiss formula. The Co-Chair of
that meeting, in his report, opined that
there were signs of convergence on a
Swiss formula with a couple of coef-
ficients for undertaking tariff reduc-
tion. This is clear pointer to a modi-
fied Swiss formula on the lines of the
ABI and the Caribbean proposal.
Hence, any attempt to revive the Swiss
formula in the coming months should
be strongly resisted.

However, it is important for India
and countries from the Caribbean re-
gion to be more specific by providing
numbers to their proposed formulae.
The argument that a structure should
be decided first and only then coun-
tries will reveal their ‘numbers card’
is untenable. As we have seen before,
how steeply a tariff reduction formu-
la will cut tariff rates depends on val-
ues of the coefficients such as the val-
ue of ‘B’. A lower value of ‘B’ in the
Girard formula can even lead to steep-
er cuts than the Swiss formula with a
higher value of ‘B’. Hence, structure
alone will not help. Countries should
provide more specific proposals in the
future in order to attract greater sup-
port for their proposals. n

(Mr Ranjan is Research Officer at Centre
for Trade and Development – an Oxfam
GB Initiative – in New Delhi)

NOTES
1 For this article only, South Asia refers to

the WTO members from the region,
viz., Bangladesh, India, the Maldives,
Nepal, Pakistan and Sri Lanka.

2 Swiss formula is given as:

  T1= B*T0/B+T0

  where, T1 is the final tariff rate, T0 is
the initial tariff rate and “B” is a
coefficient.

3 Girard formula is given as:

  T1= B*T2*T0/B*T2+T0

  where, T1 is the final tariff rate, T0 is
the initial tariff rate; T2 is the average
tariff rate, B is a coefficient.

4 Modified Swiss formula is given as:

  T1 = (B+C)*T2*T0/(B+C)*T2+T0

  where, T1 is the final tariff rate, T0 is
the initial tariff rate, T2 is the average
tariff rate, B is a coefficient, C is the
credit to be accorded to developing
countries.
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for
Challenges

WTO DG

Dikshya Thapa

concerns. It had brought a new per-
spective and a much needed boost to
the liberalisation agenda. However,
these expectations are being crushed
given the actions of developed coun-
tries henceforth.

Negotiations are tenous because
of the disparate views of members
with consensus requiring affirmation
from all member governments. Devel-
oping countries are handicapped due
to lack of financial and technical re-
sources. Hence, issues such as trade
and technology transfer, special and
differential treatment and dispute set-
tlement need to be addressed to en-
sure their increased participation in
international trade.

Frenchman Pascal Lamy was ap
pointed the fifth Director Gen
eral (DG) of the World Trade

Organisation (WTO) at a 26 May meet-
ing of the organisation’s General
Council and will assume his post
from September 1. He was able to en-
list the support of almost four-fifths
of the WTO’s 148 member delega-
tions.

During his tenure as European
Union (EU) Trade Commissioner
from 1999 to 2004, Lamy was known
for his advocacy to bring the ’Sin-
gapore issues’ (competition, trans-
parency in government procurement,
investment and trade facilitation) into
the WTO’s ambit. He also sympathis-
ed with least developed countries
(LDCs) and proposed that they be giv-
en a ”round for free”, i.e., that they
should not be asked to make any ad-
ditional commitments in the Doha
Round. Ironically, he firmly stood
behind the EU farm subsidies and
protectionist policies, turning a
blind eye to their detrimental ef-
fects on developing countries.

The WTO DG designate has de-
clared that his chief priority would
be to complete the ongoing Doha De-
velopment Agenda (DDA) to ensure
that trade openness continues to con-
tribute to development and that the
interests of developing countries are
placed at the centre of the world trad-
ing system. However, the WTO’s
rhetoric and ambitious deadlines are
hardly a novelty. Despite Lamy’s
claim, the task of facilitating agree-
ments at the Sixth WTO Ministerial
Conference in December 2005 and
propelling the Doha Round to a suc-
cessful close will be gargantuan chal-
lenges. Issues within the DDA in-
clude agriculture, non-agricultural
market access, trade facilitation, ser-
vices and ‘development dimension’.
Negotiations on the DDA were ini-
tially set to conclude by 1 January
2005. However, given the current im-
passe, ministers have now post-
poned the deadline to 31 December
2006.

The expectations of the majority
of WTO members were raised after the
‘Doha Declaration’, which focused
on developing country issues and

Agricultural liberalisation, in par-
ticular, holds paramount significance
for a large majority of developing
economies primarily dependent on it
for their livelihood. Its liberalisation
has hardly benefited poorer countries,
which have experienced import surg-
es and declines in exports. This is
owed mostly to protection in devel-
oped countries and falling prices of
agricultural goods globally. Develop-
ing countries also cannot afford the
domestic support and export subsi-
dies allowed by the Agreement on Ag-
riculture. As a result, most are unable
to reap the benefits from the multilat-
eral system.

In addition to the Doha Round, the
new WTO DG will be preoccupied
with emerging disputes, which might
have an impact on the ongoing nego-

tiations. A concern that needs im-
mediate attention is the effects of
China’s surging textile exports
following the expiry of the
Agreement on Textiles and
Clothing, creating trade ten-
sions between China and the
United States (US). Another is-

sue is the ongoing dispute between
the US and the EU over billions of dol-
lars worth of subsidies to their respec-
tive large civilian aircraft manufac-
turers. These cases, involving the in-
terests of some of the largest econo-
mies, could undermine the ongoing
Doha negotiations.

Under these circumstances, it re-
mains to be seen if the new DG will
live up to his pledge of focusing on
developing country concerns as well
as accommodating the interests of all
WTO members. This requires accom-
modation of other crucial components
of the DDA such as trade-related as-
pects of intellectual property rights,
trade and investment; trade; debt and
finance.

The Hong Kong Ministerial will
be the first test as to whether the new
WTO DG will bring forth corrective
measures sought through the Doha
Round and make the multilateral
trading system work for all its
members. n

(Ms Thapa was Programme Associate
at SAWTEE)
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The ‘July Package’ (JP), agreed
upon by World Trade Organisa-

tion (WTO) members in 2004, rescued
the stalled multilateral trade talks fol-
lowing the collapse of the Fifth Min-
isterial at Cancún in 2003. JP set July
2005 as the date for reaching broad
consensus on agriculture, non-agri-
cultural market access (NAMA), ser-
vices, trade facilitation and ‘develop-
ment dimension’.

Since the past 12 months, members
have reaffirmed their commitment to
the multilateral trading system but
have remained short of actually reach-
ing a deal in any area. It comes as no
surprise that the WTO General Coun-
cil (GC) meeting held in Geneva from
28-30 July failed to arrive at ‘first ap-
proximations’, putting the talks in im-
mediate danger but providing a
breathing space for members to chalk
out deals by the Hong Kong Ministe-
rial in December 2005. The WTO Di-
rector General Dr Supachai Panitch-
pakdi summed up the situation in the
negotiations on the Doha work pro-
gramme as “disappointing but not di-
sastrous”. The Chairs of the negotiat-
ing groups could not present ‘first ap-
proximations’ but only reported the
progress made so far.

The GC meeting was held after a
fortnight following the ‘mini ministe-
rial’ held at Dalian, China from 12-13
July, where 30 trade ministers gath-
ered to discuss issues under the Doha
Round. Previous ‘mini ministerials’ in
Nairobi in February and in Parisin
May ended without any break-
through. Declarations and proposals
issued by least developed countries
(LDCs), Group of 33 (G33) and Asia
Pacific Economic Cooperation (APEC)
also reveal the deep chasm that exists
among members.

The Paris ‘mini ministerial’ man-
aged to reach a compromise on con-
verting duties to ad valorem equivalents

but other issues remain unresolved in
the agricultural negotiations, especial-
ly on the market access provision of
the Agreement on Agriculture. The so-
called ‘middle ground’ proposal of the
Group of 20  (G20) has been used as
the starting point for negotiations
since Dalian. This proposal calls for a
banded approach to tariff reductions
with four bands for developing coun-
tries and five for developed countries.
Furthermore, each band would be sub-
jected to a linear tariff reduction ap-
proach with overall caps on high tar-
iffs differentiated between developed
and developing countries. The United
States opposed this proposal by pro-
posing a more ambitious formula.
Meanwhile, countries are not show-
ing any signs of compromising from
their respective positions.

Talks on NAMA reached an im-
passe after members still remained di-
vided over the industrial tariff reduc-
tion formula and also on the treatment
of unbound tariffs. Negotiation ses-
sions in June had witnessed support
for the Swiss formula, particularly
among the trade ministers of devel-
oped countries and groups like APEC.
Higher tariffs imply higher cuts un-
der a simple Swiss formula. Develop-
ing countries like Argentina, Brazil
and India; which had earlier pro-
posed the Girard formula, remain
convinced that the Swiss formula
does not reflect the principle of ‘less
than full reciprocity’ in reduction
commitments. They would have to
make the steepest cuts arising from
their higher industrial tariffs than
developed countries. However, after
Dalian, there was greater possibility
about further exploration of the Swiss
formula with various coefficients that
would accommodate specific con-
cerns of members. Trade ministers in
Dalian also agreed that all tariffs
should be bound. Progress on NAMA

is closely linked to progress on the
agricultural negotiations as state-
ments by countries like France that
both agricultural and industrial tar-
iffs are interlinked, attest.

Although more than 40 new mar-
ket opening offers – basically revised
versions of earlier offers following bi-
lateral negotiations – were submitted
between May and June, members re-
main divided over services negotia-
tions. Therefore, the present request-
offer process has not yielded a bal-
anced and substantive outcome. De-
veloped countries and certain newly
industrialised countries seek the
opening of sectors such as telecom-
munications, financial markets and
information technology while a key
issue for some developing countries
is lack of progress on Mode 4 (tempo-
rary movement of natural persons).

The WTO’s mandate that puts
‘development dimension’ at the
heart of the negotiations is limited to
some special and differential treat-
ment provisions. Selected participa-
tion in various ‘mini ministerials’ re-
veals exclusion and lack of transpar-
ency in the working of the WTO, in-
viting criticisms from many develop-
ing countries. Without the realisa-
tion of ‘first approximations’, the
onus now lies on members to work
intensively in the next few months
for successfully concluding of the
Hong Kong Ministerial.  n

‘July approximations’ unmet

NOTES
This is a slightly modified version of
the ‘article in lead’ published in the
July-August 2005 e-newsletter under
Progressive Regional Action and
Cooperation on Trade Phase III of
SAWTEE. The article is drawn from
articles provided by International
Centre for Trade and Sustainable
Development (www.ictsd.org) and
Third World Network
(www.twinside.org.sg), both based
in Geneva.

The failure to meet the ‘first approximations’ by July puts the onus on WTO members to intensify
negotiations in order to prevent multilateral trade talks from collapsing.

Shyamal Krishna Shrestha

TRADE CURRENT
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Prior to the establishment of the
World Trade Organisation

(WTO), multilateral trade used to be
governed by the General Agreement
on Tariffs and Trade (GATT). Found-
ed in 1948, the GATT’s mandate was
to merely deal with trade in goods.
After the Uruguay Round (UR) of
multilateral trade negotiations estab-
lished the WTO in January 1995 by
replacing the GATT, the multilater-
al trade framework extended beyond
trade in goods.

As a rules-based multilateral
trade body, the WTO also deals with
trade in services and intellectual
property rights (IPRs). Its remit ex-
pands from cross-border transac-
tions to areas – such as public
health, food security and employ-
ment –  which crucially affect domes-
tic development policies. Among
these, in recent years, the global
patent rules – as enshrined in the
Agreement on Trade Related
Aspects of Intellectual
Property Rights (TRIPS)
– have generated much
controversy. The North-
South divergence is ap-
parent – particularly in re-
lation to access to medi-
cines – during WTO ne-
gotiations and the debate
continues on how to bal-
ance the interests of both.

The Southern coun-
tries perceive that the patent
rules are set to further restrict
poor people’s access to vital life-
saving drugs by allowing compa-
nies to create a monopoly and
charge high prices whereas the
Northern countries argue that the

strengthening of IPRs is essential for
encouraging companies to invest
more in research and development
and find solutions to global health
problems by producing new or more
effective drugs.

TRIPS and Patent
TRIPS is the binding and most com-
prehensive multilateral agreement
on IPR. It sets out minimum stan-
dards of protection for each catego-
ry of IPRs, including patents. The im-
plementation of TRIPS is subject to
the “requirements” of the agreement
and the “commitments” the mem-
bers have made (during their acces-
sion to the WTO). The Agreement re-

quires member governments to har-
monise their national IPR system
with global rules.

WTO members have to provide
patent protection for any invention,
whether it is a product (such as a
medicine) or a process (such as a
method of producing the chemical
ingredients for a medicine). Such a
patent protection must be available
for inventions for at least 20 years.

TRIPS has set three criteria to
qualify for a patent – an invention
has to be new (novelty), it must be an
inventive step (non-obviousness),
and it must have industrial applica-
bility (useful). The Agreement, how-
ever, states that governments can
refuse to issue a patent for an inven-
tion if its commercial exploitation is
prohibited for reasons of public or-
der or morality. They can also ex-
clude diagnostic, therapeutic and
surgical methods, plants and ani-

mals (other than microorgan-
isms), and essentially biolog-

ical processes for the pro-
duction of plants or ani-
mals (other than non-bio-

logical and microbiological
processes).

TRIPS and Public Health
Concerns
Developing and least de-
veloped countries face crit-

ical public health problems
ranging from “production, distribu-

tion and market” to “access, quality,
cost and affordability”. Persistent
and widespread poverty, food inse-
curity and vulnerability in these
countries put further pressures on
public health. In addition, the TRIPS

TRIPS AND PUBLIC HEALTH
Concerns of  Developing and Least Developed Countries

Kamalesh Adhikari

Poor people’s access to medicines hinges upon the outcomes of the global negotiations
dealing with pharmaceutical product patents.

UNDERSTANDING WTO
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Agreement is likely to bring further
challenges with severe implications
on public health, mainly in relation
to access to medicines at cheaper and
affordable prices. It is, therefore, im-
portant that developing and least de-
veloped members understand how
TRIPS relates to public health, how
the agreement could affect the pub-
lic health situation in their countries,
and what flexibilities the agreement
provide them to address public
health concerns.

Initiatives at the WTO Level
Some initiatives have been taken at
the WTO level to address the con-
cerns of poor countries. In the main
Doha Declaration (adopted at the
fourth WTO Ministerial in Doha in
2001), WTO member governments
stressed that it is important to im-
plement and interpret TRIPS in a
way that supports public health, by
promoting both access to existing
medicines and the creation of new
medicines. They, therefore, also
adopted a separate Declaration on
TRIPS and Public Health and agreed
that TRIPS does not and should not
prevent members from taking mea-
sures to protect public health. They
underscored countries’ ability to use
the flexibilities that are built into
TRIPS, including “compulsory li-
censing” and “parallel importing”.
They also agreed to extend exemp-
tions on pharmaceutical product
patent protection for LDCs until
2016.

On the issue of providing flexi-
bility to countries that are unable to
produce copies of patented drugs do-
mestically, members, in Paragraph 6
of the Declaration, assigned further
work to the TRIPS Council to sort out
how to provide extra flexibility to
such countries.

Article 31(f) of TRIPS says prod-
ucts made under compulsory licens-
ing must be “predominantly for the
supply of the domestic market”. This
applies to countries that can manu-
facture drugs. It limits the amount
they can export when the drug is
made under compulsory licence. And
it has an impact on countries unable
to make medicines and therefore
wanting to import generics. They

would find it difficult to find coun-
tries that can supply them with drugs
made under compulsory licensing.

This problem was resolved on 30
August 2003 through a “Decision on
the Implementation of Paragraph 6”.
WTO members agreed on legal
changes to make it easier for coun-
tries to import cheaper generics
made under compulsory licensing if
they are unable to manufacture the
medicines themselves. The decision
waives exporting countries’ obliga-
tions under Article 31(f) – any mem-
ber country can export generic phar-

maceutical products made under
compulsory licences to meet the
needs of importing countries, pro-
vided certain conditions are met. The
waiver is interim, the ultimate goal
was to amend TRIPS itself within the
first half of 2004. However, this dead-
line has been missed.

In this regard, the LDCs have de-
manded that there is a need to ur-
gently amend TRIPS to incorporate
the “30th August 2003 Decision on
the Implementation of Paragraph 6
of the Declaration of TRIPS and Pub-
lic Health” as a permanent solution
to the problems of countries with in-
sufficient or no manufacturing ca-
pacity.

Patents, Drug Prices and Access
There is a growing concern in the
Southern world that the monopoly

created by patents on pharmaceuti-
cal products would increase drug
prices and thus would lead to pub-
lic health crisis in the developing and
least developed countries. However,
many others opine that since over 90
percent of the drugs on the World
Health Organisation’s (WHO) “es-
sential drugs list” are off-patent, it
would not be wise to conclude that
the patenting of pharmaceutical
products under TRIPS would result
in an increase in the price of all med-
icines and would negatively affect
the public health situation in the de-
veloping and least developed coun-
tries. But countries that are demand-
ing for fair treatment of IPRs in the
field of public health are not con-
vinced with these arguments for the
following reasons.

First, there is a greater chance of
an increment in the price of the re-
maining 10 percent of pharmaceuti-
cal products, which are not in the es-
sential drugs list. Secondly, while
drug prices for the new and existing
(known) diseases such as HIV/AIDS
are already higher, there is every
possibility that the drug prices for
the new and emerging (unknown)
diseases will be high due to patents.
Thirdly, even in the case of 90 per-
cent of drugs under the essential
drugs list, there can be an increase
in price if more effective and im-
proved drugs enter the market re-
placing the drugs under the essen-
tial drugs list.

Therefore, the global negotiations
dealing with pharmaceutical prod-
uct patents and public health at the
WTO hold importance for develop-
ing and least developed countries.
The negotiations should focus on
ensuring cheaper and affordable ac-
cess to medicines and must enable
these countries to capitalise on
TRIPS’ flexibilities. While enacting
intellectual property laws at the do-
mestic level, as required by TRIPS,
these countries need to make maxi-
mum use of TRIPS’ flexibilities (such
as compulsory license and parallel
import). However, it remains to be
seen whether or not future negotia-
tions would provide countries with
“more flexibilities” to protect public
health. n

UNDERSTANDING WTO

It is important that
developing and least
developed members

understand how TRIPS
relates to public health,

how the agreement
could affect the public
health situation in their

countries, and what
flexibilities the

agreement provide
them to address public

health concerns.
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Shyamal Krishna Shrestha

Trade disputes have surfaced since
the abolition of the Agreement on

Textiles and Clothing (ATC) on 31 De-
cember 2004. The stakes in the US$
400 billion global textiles and cloth-
ing (T&C) industry are high due to
vested interests of China, the Europe-
an Union (EU) and the United States
(US) – representing the major suppli-
ers and buyers. As far as many devel-
oping countries and least developed
countries (LDCs) are concerned, it is
evident that country competitiveness
matters in a liberalised trade regime,
as much as a level playing field.

The Multi-Fiber Arrangement
(MFA) – constituted in 1974 – enabled
developing country exporters to ac-
quire a foothold in the European and
US markets. The T&C sector compris-

es a major share in the manufactur-
ing sectors in many low-income na-
tions, where it emerged as a vital
source of export led-growth. When
the World Trade Organisation (WTO)
was formed in 1995, the ATC sought
to free the T&C sector from quotas
beginning 1 January 2005.

In the wake of the ATC expiry,
competition has intensified with ram-
ifications for international trade.
While upgrading is vital for produc-
ers to remain competitive, trade poli-
cies have also put increasing compet-
itive pressures on producers every-
where. Some developing countries
from the Caribbean Basin and Sub-
Saharan Africa have been able to
maintain their competitiveness due to
preferential (duty-free) access to the
US market while least developed
country (LDC) producers in Asia and

the Pacific region have been unable
to do so.

The Chinese onslaught
With a total share of 25 percent of T&C
exports in 2004, China’s strong per-
formance in the months after the ATC
elapsed has caused frictions with the
EU and the US. Verbal exchanges
spanned for several weeks before the
US imposed ‘safeguard’ quotas on
seven categories of Chinese textiles.
An eleventh hour agreement on 11
June imposed voluntary export re-
straints on Chinese T&C products to
the EU before the latter erected its own
trade barriers.

 US Commerce Department statis-
tics released on 1 April showed that
Chinese T&C imports into the coun-
try were 63 percent higher in the first
quarter of 2005 compared to 2004. As

Trade wars in
sectorT C&

TRADE DISPUTES
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a response, the US Committee for the
Implementation of Textile Agreements
– an interagency US government
group chaired by the Department of
Commerce – announced on 13 May
the initiation of ‘safeguard proceed-
ings’ to determine whether certain
Chinese T&C imports were disrupt-
ing the domestic market; as they in-
creased by approximately 1,240 per-
cent, 1,500 percent and 300 percent
for three categories, viz., cotton T-
shirts and blouses, cotton trousers
and cotton underwear, respectively.
In the EU, imports of Chinese pull-
overs and men’s trousers rose by more
than five times whereas imports of T-
shirts and blouses nearly doubled
although prices fell by as much as a
quarter. The EU reacted sharply to ris-
ing Chinese T&C import levels, con-
stituting 20 percent of its market by
announcing ‘an early warning sys-
tem’. This provision allows Chinese
imports of particular products to in-
crease by 10 – 100 percent before trig-
gering investigations to determine
their impact in terms of trade flows
and possible injury to the EU indus-
try. China vehemently opposed these
moves by the US and the EU, terming
them unfounded and a protectionist
garb to deter Chinese export perfor-
mance that would undermine its own
belief in free trade.

The EU and US repulse
The EU and the US have the discre-
tion to impose quotas to offset fur-
ther rise of China’s T&C imports, ac-
cording to ‘Textile Safeguards Pro-
vision’ included in China’s Protocol
of Accession to the WTO. As a con-
ciliatory move, China announced on
20 May that it would raise export
tariffs by as much as 400 percent on
74 types of textile products (but cov-
ering only one-fifth of Chinese ap-
parel exports) beginning 1 June but
later revoked the step when the EU
and the US decided to proceed with
restrictions. The EU gave China un-
til 11 June to check its export surge,
failing which it would follow the US
in imposing quotas. However, an
eleventh hour agreement in Beijing
between EU Trade Commissioner Pe-
ter Mandelson and Chinese Com-
merce Minister Bo Xilai on 10 June,

resulted in a settement. The deal lim-
its 10 categories of Chinese T&C ex-
ports to the EU to between 8 - 12.5
percent growth above a specified
base period until 2008. The EU even-
tually dropped its intention to im-
pose import restrictions against Chi-
nese textiles.

Meanwhile, the target of US criti-
cism is not only against Chinese T&C
exports per se but also at China’s ex-
change controls, which it accuses of
being used soley to the benefit of Chi-
nese exporters. China’s currency – the
yuan – has been pegged to the US
dollar at an exchange rate of 8.28 to
one since 1995. The Chinese econo-
my has witnessed rapid economic
growth, accumulation of huge foreign
exchange reserves, large foreign di-
rect investment inflows and balance
of payments surplus. At the same
time, the US dollar has depreciated
in world markets, which has also led
to depreciation of the yuan. An up-
ward revision of China’s exchange
regime had thus been long overdue.
A manifestation of its undervalued
exchange rate is that it distorts prices
and gives an artificial advantage to
national exporters at the cost of ex-
porters in the rest of the world. The
US further estimated that the yuan
has been undervalued by 27.5 per-
cent; a bill was introduced in the US
Congress on 27 May, threatening to
impose a 27.5 percent tariff on all Chi-
nese imports to the US should China
fail to change its monetary policy by
November 2005. China acknowl-
edged the need for exchange rate re-
form but has categorially stated that
any decision to intervene in its for-
eign exchange markets would not be
made under external pressure. In the
first week of July, China revauled its
currency by 2.1 percent and also
pegged it to a basket of currencies in-
stead of the US dollar. Nevertheless,
US quotas on Chinese imports remain
effective.

Casualty: Free trade
The transition to the quota free regime
in the T&C sector has been far from
smooth. Instead, events proved that
protectionism in various guises exists.

China’s failure to restrain its ex-
port surge runs countrary to its bind-

ing commitments when joining the
WTO. Both the EU and the US can
impose ‘safeguard measures’ to re-
strict the growth of Chinese T&C ex-
ports to 7.5 percent, renewable annu-
ally until 2008. The safeguard provi-
sion was primarily invoked to smooth
the transition in the post ATC era for
producers facing the ‘new competi-
tion’. This is understandable as Chi-
na is a rapidly growing economy and
already accounts for around a quar-
ter of US T&C imports and one-fifth
of EU T&C imports. Domestic textile
lobbies, strong in both the EU and the
US, would repel any Chinese action
to dominate their markets. However,
the proposed US legislation to tax all
Chinese imports unless China reval-
ues the yuan, is utterly meaningless
since the product/s under dispute are
only T&C and not other goods. The
yuan’s under-valuation by 27.5 per-
cent is subject to debate and its reval-
uation is best left for the Chinese au-
thorities to decide. In the near future,
both quotas and tariffs on Chinese
T&C products would lead to a rise in
their prices, making them expensive
to consumers in the EU and the US.
With Chinese products becoming ex-
pensive, buyers have the option of
sourcing from other emerging low-
cost and efficient suppliers. Mean-
while, the new deal between China
and the EU requires monitoring to
avoid trade disputes from resurfac-
ing.

Although the expiry of ATC lib-
eralises trade in the T&C sector, the
current trade regime is characterised
by preferential trade agreements
such as the African Growth and Op-
portunity Act (AGOA) and Caribbe-
an Basin Partnership Treaty Act
(CBPTA). The US has yet to provide
similar treatment to textile-depen-
dent LDCs in Asia and the Pacific,
which are facing the brunt of stiff
competition through factory closures
and lay-offs of workers. These coun-
tries could be well placed for growth
if provided with duty free market
access. Granting of similar prefer-
ences by the US to LDC T&C produc-
ers in Asia and the Pacific region has
become urgent required to save mil-
lions from being the victims of un-
bridled liberalisation. n

TRADE DISPUTES
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International food safety regula-
tions are emerging as a source of

friction between developed and
developing countries. These
regulations have acted as non-tariff
barriers (NTBs) for exports from
developing countries as developed
countries have used them with a
protectionist intent. In particular,
agricultural exports from develop-
ing countries are the most affected.

These are some of the issues the
book Food Safety Regulation Con-
cerns and Trade: A Developing
Country Perspective – jointly edited
by researchers Dr Rajesh Mehta
and Dr J George, affiliated to
Research and Information Systems
for Developing Countries, New
Delhi – attempts to address.

For anyone examining the
problems faced by developing
countries with regard to market
access in developed countries, the
one that would prominently feature
would be the NTBs arising in the
pretext of food safety. There are
concerns that developed countries
misuse the flexibility available
under the Agreement on the Appli-
cation of Sanitary and Phytosani-
tary (SPS) Measures by imposing
standards higher than international
norms through stringent regula-
tions on the basis of very detailed
environmental risk assessments.
The 10 chapters deal with various
facets of food safety regulation and
sanitation issues as well as some
country specific case studies.

The relevance of this book lies
not just in its overall content, but

chapter also provides an overview
of the multilateral arrangements
and India’s national policy
framework relating to food safety
regulations.

Several case studies provided
in the book help to quench readers’
thirst to learn of the implications of
the food safety regulations on
specific industries. For example,
chapter 8 on ‘Response of Poultry
Sector to SPS Measures’ would
certainly be an issue of interest to
not just the industry-related
reader, but also to others who want
to enhance their understanding of
the ramifications of food-related
regulations.

 Though the book tries to
simplify technical issues, the
shortcoming is that the book does
not go far enough in this regard. For
instance, the complex formulae
used in some of the chapters
demand further explanation and
clarification for a better under-
standing.

Altogether, 13 authors have
jointly and individually contribut-
ed to this book. The editors have
jointly authored the first and the
last chapters. The book is indis-
pensable not just for someone who
is aware of the food safety issues,
but also to the wider development
community. Last but not the least,
the book’s high standard is owed to
its excellent editing. n

(Mr Sharma, a Kathmandu-based
freelancer, writes on trade and
development issues)

Food safety regulation concerns and trade:

The developing country perspective
Several case studies provided in the book help to quench readers’ thirst to learn of the implications

of the food safety regulations on specific industries.
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also in the manner the chapters
have been structured. Though a
large part of the book is viewed in
the Indian context, it also addresses
relevant issues of concern and
interest to all developing countries.

The reader is first introduced to
the key issues relating to food
safety from a global and local
perspective. The introductory

BOOK REVIEW
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Nepal’s position for
Livingstone and Hong Kong Meetings

MDGs and trade
SAWTEE and ActionAid Interna-
tional Nepal organised the Seven-
teenth Forum on Globalisation
and WTO on 25 August 2005 on
‘The Role of Trade in Achieving
MDGs’ in Kathmandu.

The participants in the forum
stressed the importance of an
open, rules-based, predictable,
non-discriminatory trading and
financial system in helping poor
countries acheive the Millennium
Development Goals (MDGs).
Since Goal 8 (Develop a Global
Partnership for Development)
provides a room for partnership
between the developed and devel-
oping countries, the participants
opined that the developed coun-
tries should fulfill their commit-
ments they have pledged under
Goal 8.

The participants viewed that
trade can hardly contribute to
poverty reduction without back-
ward linkages. The participants
also stressed that international
trade policies should not adverse-
ly affect the poor in developing
and least developed countries.

The forum was organised
ahead of the United Nations Sum-
mit to be held from 14-16 Septem-
ber in New York. n

SAWTEE and ActionAid Internation-
al Nepal jointly organised the three-
day national seminar titled ‘Road to
Hong Kong’ from 16-18 June 2005 in
Kathmandu. At the end of the semi-
nar, government officials, civil soci-
ety actors, academicians, lawyers,
private sector representatives and
journalists issued a 37-point resolu-
tion.

The resolution was adopted with
a view to helping His Majesty’s Gov-
ernment of Nepal prepare a national
position for a Meeting of the Trade
Ministers of 31 least developed coun-
tries (LDCs) held in Livingstone,
Zambia from 25-26 June 2005 and its
negotiation strategy for the Sixth Min-
isterial Conference of the World Trade
Organisation (WTO) to be held in
Hong Kong from 13-18 December
2005.

Expressing disappointment with
the slow progress in negotiations on
issues of utmost importance to the
LDCs, the resolution calls for, among

others, the following initiatives:
• Various preferential facilities of-

fered by the developed and devel-
oping countries to the LDCs
should be bound at the WTO.

• Duty free and quota free access to
LDC products should be provided
in developed as well as develop-
ing countries and bound at the
WTO.

• All the non-tariff barriers on export
interest to the LDCs should be elim-
inated.

• The LDCs should be provided
with unconditional and need-
based technical assistance to en-
hance their competitiveness and
address their supply-side con-
straints.

• Developed countries should allow
free movement of natural persons
from LDCs in all categories
(skilled, semi-skilled and un-
skilled), without linking them with
commercial presence no later than
2007.

• Developed countries should elim-
inate overly burdensome visa re-
quirements and qualification
schemes for the movement of natu-
ral persons.

• The transit rights of landlocked
countries should be established on
a multilateral basis.

• The process of reconciliation of
Convention on Biological Diversi-
ty and Trade Related Aspects of
Intellectual Property Rights should
be expedited.

The resolution also calls for ad-
dressing the special needs of the
LDCs, in particular the landlocked
LDCs, for their effective and meaning-
ful integration into the multilateral
trading system. n

AFTER the completion of the three
year regional programme titled ‘Se-
curing Farmers’ Rights to Livelihood
in the Hindu-Kush Himalaya Region
(FRP Phase I)’ in 2004, SAWTEE to-
gether with its partners in Bang-
ladesh, India, Nepal, Pakistan and Sri
Lanka initiated the second phase of
this programme (FRP Phase II) for
another three year period. FRP Phase
II seeks to protect farmers’ rights, with
its focus on mountain areas of five
South Asian countries. The project
addresses farmers’ rights issues –
access and benefit sharing, prior in-
formed consent and farmers’ active
participation in the decision making
process – in the context of globalisa-
tion and the World Trade Organisa-
tion (WTO) regime.

Under the project, SAWTEE’s
partners in India, Nepal, Pakistan
and Sri Lanka – Consumer Unity &
Trust Society, Kolkatta; Forum for Pro-

tection of Public Interest, Kathmandu;
Sustainable Development Policy In-
stitute, Islamabad; Law & Society
Trust, Colombo – organised the Need
Assessment Workshops on Farmers’
Rights between May and August in
their respective countries.

These workshops were organised
to consult with the stakeholders, in-
cluding farmers and their groups,
government authorities, civil society
groups, and experts, and discuss the
intervention strategies that need to be
designed for the successful imple-
mentation of the project at the nation-
al level in respective countries. A wide
and in-depth discussion with the
stakeholders ultimately helped SAW-
TEE and its partners to plan their fu-
ture strategies for the implementation
of the project. Besides, the workshops
also helped to network with these
stakeholders and build alliances with
like-minded organisations. n

Workshops on Farmers’ Rights

NETWORK NEWS
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SAWTEE and Centre for Trade and
Development (CENTAD)  – an Oxfam
GB Initiative – New Delhi jointly or-
ganised the three-day regional train-
ing seminar for South Asian journal-
ists titled ‘Road to Hong Kong’ from
11-13 July 2005 in Pokhara, Nepal.
The seminar culminated in the forma-
tion of South Asian Centre of Econom-
ic Journalists (SACEJ). SACEJ is a
loose network that aims to establish
linkages between economic journal-
ists in the region.

Mr Shafqat Munir, a senior jour-
nalist from Pakistan, is the Convenor
of the network while journalists from
Bangladesh, India, Nepal and Sri
Lanka are its members.

The objectives of the training sem-
inar were two-fold:

• To take stock of issues in the con-
text of the Sixth World Trade Or-
ganisation (WTO) Ministerial to
be held in Hong Kong from 13-18
December 2005.

• To orient and build the capacity
of economic journalists in the re-
gion in the context of understand-
ing issues under the ambit of the
WTO and encourage them to help

mainstream public interest dimen-
sions in the trade negotiating pro-
cess.

The training were provided on issues
such as introduction to the multilat-
eral trading system; agriculture; non-
agricultural market access; services;
standards; trade facilitation; intellec-
tual property rights; trade and devel-
opment; and dispute settlement.

The South Asian trade experts

CONSUMER Unity & Trust Cen-
tre, Centre for International Trade,
Economics & Environment (CUTS-
CITEE), Jaipur, in association with
Friedrich Ebert Stiftung (FES), New
Delhi, organised a regional semi-
nar on ‘Economic Cooperation in
South Asia’ in Colombo from 7-9
May 2005. The main objectives of
the seminar were:

• To facilitate cross-fertilisation
of experiences and lessons

learnt on economic cooperation
(especially on trade and
investment issues) among
South Asian countries in order
to develop appropriate policy
responses.

• To discuss South Asia’s
position on global economic
issues, its relations with other
regional groupings and re-
sponse to global developments.

• To identify initiatives that could
be taken to enhance economic

Economic Cooperation in South Asia
cooperation among South
Asian countries.

• To enhance understanding of
the role that civil society can
play for greater economic
cooperation in South Asia.

Representatives from aca-
demia, businesses, governments,
inter-governmental organisations,
and civil society organisations of
South Asian countries participat-
ed in the seminar. n

South Asian Centre of Economic
Journalists formed

made presentations on these issues
to enable the media persons under-
stand their implications  on the South
Asian economies. The seminar was
instrumental in creating greater
awareness among the participants on
the need to put development at the
heart of trade negotiations.

Forty participants – including 32
economic journalists hailing from
Bangladesh, India, Nepal, Pakistan
and Sri Lanka – participated. n

NETWORK NEWS



Vol.1, No.3, 2005 • Trade Insight • 39

Linking Civil Society with Trade Negotiations
UNDER the coordination of CUTS
Centre for International Trade,
Economics & Environment (CUTS-
CITEE), Jaipur, national consulta-
tion meetings in various South
Asian capitals during the second
and third weeks of September 2005
are being organised. The meetings
are being held under ‘WTO Doha
Round & South Asia: Linking Civil
Society with Trade Negotiations’
project, being implemented in five
South Asian countries. The period
of the project is 15 months starting
on 1 January 2005 and completing
on 31 March 2006.

The first consultation meeting
will be held on 12 September in
Islamabad, in collaboration with
Pakistan Institute of Development
Economics; the second on 15

September  in Dhaka, in collabora-
tion with Bangladesh Institute of
Development Studies; the third on
17 September in New Delhi; the
fourth on 19 September in Kath-
mandu, in collaboration with
SAWTEE; and the fifth on 22
September in Colombo, in collabo-
ration with Institute of Policy
Studies. These consultation
meetings are a part of Multi-
stakeholder Consultation Process
of the project, which would help in
taking inputs from various stake-
holders on issues being negotiated
at the WTO.

During consultations, research-
ers from Bangladesh, India, Nepal,
Pakistan and Sri Lanka will
present their papers on agriculture,
non-agricultural market access,

CUTS-Africa Resource Centre or-
ganised the three-day workshop ti-
tled ‘Pre-Hong Kong LDC Civil So-
ciety Consultative Forum,’ in Liv-
ingstone, Zambia, from 23-25 June
2005. The workshop was organ-
ised in collaboration with Civil So-
ciety Trade Network of Zambia and
Organisation Development and
Community Management Trust.

The objective of the workshop
was to identify the key trade and
development issues of least devel-
oped countries (LDCs) in light of
the LDC Trade Ministers’ Meeting
that was held in June 2005 and the
Sixth World Trade Organisation
Ministerial to be held in December
2005.

The Civil Society Consultative
Forum called upon the WTO mem-
bers to conclude negotiations un-
der the July Package in a manner
that benefits the LDCs. The Forum
suggested the WTO members to be
guided by global commitments to
sustainable development and pov-
erty reduction.

The Forum also urged the LDC
Ministers to expediate national ef-
forts for sustained growth and de-
velopment, including attainment of
the Millennium Development
Goals. Calling upon the developed
countries to further work under
Goal 8 (Develop a Global Partner-
ship for Development), the Forum
asked them to address the special
needs of the LDCs, including their
debt problems. n

LDC
Civil Society Forum

SAWTEE bid farewell to its Execu-
tive Director, Mr Ratnakar Adhikari
(on left), who joined United Nations
Development Programme Regional
Centre in Colombo from 22 August
2005 as Programme Specialist. Dur-
ing his new job tenure, Mr Adhikari
would be responsible for the project
‘Industrial Diversification in Asian
Least Development Countries in the
post-Agreement on Textiles and
Clothing era’. The project countries

are Bangladesh, Cambodia, Laos and
Nepal.

Mr Adhikari was founder Gener-
al Secretary and Executive Director of
SAWTEE during 1999-2001 and
2003-2005.

Mr Navin Dahal, formerly Re-
search Director of SAWTEE, assumed
the post of Executive Director from 18
August. Mr Dahal has 12 years of
work experience in private, public
and development sectors. n

Change in SAWTEE leadership

services, trade facilitation and
‘development dimension’. These
issues have been taken for further
negotiations by July Package,
adopted by WTO members in 2004.
JP provides the basis on which the
Doha Round of trade negotiations
will progress. n

NETWORK NEWS
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Launched in December 1994 at Nagarkot, Nepal by a consortium of South Asian NGOs, South Asia Watch on
Trade, Economics & Environment (SAWTEE) is a regional network that operates through its secretariat in
Kathmandu and member institutions from five South Asian countries, namely Bangladesh, India, Nepal, Paki-
stan and Sri Lanka. Registered in Kathmandu in 1999, the overall objective of SAWTEE is to build the
capacity of concerned stakeholders in South Asia in the context of liberalisation and globalisation.
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Farmers’ Rights in the context of

Globalisation and WTO

MULTILATERAL trade negotiations under Doha Development Agenda
(DDA), which resumed after the collapse of the Fifth Ministerial of the
World Trade Organisation (WTO) in Cancún in September 2003, culmi-
nated in  the General Council meeting in July 2004 that adopted ‘July
Package’ (JP). Subsequent meetings have met with little success as far as
reaching agreements on various issues under DDA is concerned. JP has
set end July 2005 as the deadline to arrive at ‘first approximations’, i.e.,
broad consensus on five issues: agriculture, non-agricultural market ac-
cess, services, trade facilitation and development dimension. The success
of the Sixth WTO Ministerial in Hong Kong to be held from 13-18 Decem-
ber 2005 depends on successful talks among members. Developing coun-
tries, including those in South Asia, have a high stake on the successful
completion of the Ministerial.

This briefing paper analyses the issues being negotiated under JP and
other issues under DDA with a view to identifying South Asian priorities
for the Hong Kong Ministerial. It also deals with the concerns that these
countries have in relation to further negotiations on such isues and sug-
gests the governments to take a proactive and unified stance during fu-
ture negotiations. n

From Doha to Hong Kong:
Issues for South Asia

SAWTEE – in the capacity of Secretariat of Farmers’ Rights Advocacy
Network (FRANK) – has started publishing a four monthly newsletter
titled “Farmers’ Rights”. The newsletter deals with issues concerning
farmers in developing and least developed countries, South Asian coun-
tries in particular, in light of developments taking place in the globalisa-
tion and the World Trade Organisation (WTO) era.

The first issue of the newsletter was published in July 2005. The newslet-
ter covers articles dealing with “interfacing breeders’ rights with farm-
ers’ rights”, “disclosure requirement”, “access and benefit sharing” and
“prior informed consent”, particularly in the context of intellectual prop-
erty right rules and biotechnology. SAWTEE’s network institutions from
Bangladesh, India, Nepal, Pakistan and Sri Lanka have contributed coun-
try case articles that focus on legal and policy frameworks to protect
farmers’ rights in respective countries.

FRANK was launched at Cancún in September 2003 during the Fifth
Ministerial of the WTO. A group of international civil society organisa-
tions, namely SAWTEE, Gene Campaign, ActionAid International, and
Consumers International sponsored the initiative at a panel discussion
on “The TRIPS Review: A Roadmap for Protecting Farmers’ Rights”,
which was organised on 11 September 2003. n


