©1999 Intenaional Monetay Fund

Trading System

new, multilateral trade Round will be laumed

at the Ministeral Conference of théNorld Trade
Organizdion (WTO) in Seé#le in December 1999,
five years after the corlasion of the Uuguay Round
negotiations. In a dmate of slaver trade gowth

in 1998 and 1999and amid some signs of tensions

developing in intendional trade elaions, an ambi

tious Round wuld contibute to the estoetion of

maiket confdence help to ceae moe competitve

global makets br goods, sewvices, and tetinolagy,

and einforce the noltilateral trading system.
Sustaining and enhancing thength of world trade is
essential to a balanced and sustairezdvery in the
world econony.

Trends inTrade and Plicies

World trade in @ods and seices epanded i
over 55 pecent in nominal US. dollar tems betveen
1990 and 1998yom $4,300 billion to $6,700 billion.
Trade wlume gowth (6.7 pecent a ar) has con
tinued to outpace signiantly the gowth of real
GDP (dout 3 pecent a yar).Thus,the openness of
national economies has contied to incease:the
ratio of global tade in @ods and seices to
GDP rose fom 19 pecent in 1990 to 23 peent in
1998; Ppr developing counties the sameatio now
stands & well over 30 pecent. Deeloping and
newly industialized economies ka adieved the
fastest gpansion of tade in the 1990s {fure 5.1),
with an arerage anmal incease of wer 10 pecent;
their shae in world trade inceased fom 23 pecent to
27 pecent.The shae of industial counties,although
dedining somaevha (to 68 pecent in 1998 fom
72 percent in 1990)s still predominantwhile tha
of the tmansition counies emained constantta
around 4 pecent.World trade gowth in wolume and
value slaved shaply in 1998 as aeasult of the col
lapse of demand ir\sia, the boader slavdown in
global economic gpwth, and d@ressed commodity
prices.

Changps in the gagraphic and poduct composition
of trade eflect to a lage ectent poligy trends dung
the 1990s. &r example the deeloping county re-
gions &peliencing the astest gowth in trade—Asia
and theWesten Hemisphezg (Fgure 5.2)—ae also

the ones thahave implemented the most substantial
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Figure5.1. Exportsof Goods
(U.S dollar value; 1990 = 100)

Developing and newly industrialized economies have experienced
the fastest growth of trade in the 1990s.
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1The category of developing countriesin this figure excludes the
least developed countries.
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Figure5.2. Developing Countriesand Countries
in Transition: Average Annual Growth

of Exports, 1988-98
(U.S dollar value; percent)

Asiaand the Western Hemisphere are the devel oping country regions
that have experienced the fastest growth of trade in the 1990s.
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trade eforms?! At the same timeboth deeloped and
developing counties engged in egional goupings
have experienced an in@ased egional oiientaion of

trade This is tue for example of membes of the
European Union (EU)he Noth American FeeTrade
Agreement (MFTA), the Common Mdet of the
South (MERCOSUR)and theAssocidion of South
EastAsian Ndions (ASEAN) (Bble 5.1). Trade in
sewices has mwn slightly faster than ade in g@ods.
Trade in manfactues has contimed its long-tan his

torical trend of gowing faster than &de in gricul-

tural and mining ppducts poth inalue and in glume
ters (Rgure 5.3).The slaver gowth of trade in ari-

cultural products can beefaed in pat to the estic-

tiveness of the ade egimes tha apply in this sectar
World prices of taded gricultural and mining pod-

ucts hae lagged behind those of mafactues,caus

ing tems of tade lossesof counties, patticulany the
least deeloped that specializ in them.

Policy Trends

Considegble progress has been made in the 1990s
in liberalizing trade policiesTrade estictions hae
been educedand in most secterquantitéive restic-
tions (quotaslicensing etc) have nav been eplaced
by price-based meases sub as taiffs; trade in te-
tiles and tothing remains the most siggint sectaal
exception, but even hee quantitdve restictions ae
scheduled to beemoved entiely by Jaruary 1, 2005,
once the Unguay Round esults in this aa ae fully
implementedTrade poliy reform has gtended inside
national boders, to takle maket and polig distor
tions tha limit competition betwen domestic anai-
eign supplies. And although the speed andpde of
implementéon vary from one egion to anothera ma
jority of counties ae nav engaged in rward-look-
ing, outward-oriented trade polig reform programs.

Trade polig reform has been the outcome of a mix
of unilateral, regional, and nultilateral initiatives, in
varying measws acoss counies and egions.
Broadly speakingthe industial counties hae relied
mainly on the nultilateral process under th&TO and
on regional integration initiatives to gneete a positie
dynamic in fwvor of moe libeml trade while unilaeral
trade eform has been a efture pimaily in
developing newly industialized, and tansition ece
nomiesWhile multilateral and unilgeral trade libeal-
ization have eneanlly complemented ehc other
doubts hae been aised &out whether egional trade

IThis is as measad ly changs in oerall ratings under the
IMF’s index of trade estictivenesswhere available, or by reduc
tions in aerage taiff rates. The inde of trade estictiveness is
made up of meases elaing to both the peasiveness of nontéf
bariers and gerage taiff protection. See RobekL. Shaer and oth
ers, Trade Libealization in IMF-Suppoted Piograms(Washington:
IMF, 1998).
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Table 5.1. Intr aregional Export Shares,1990-98

1990 1991 1992 1993 1994 1995 1996 1997 1998
NAFTA 41.4 42.2 43.7 45.8 48.0 46.2 47.6 49.1 51.0
EU 59.0 58.7 59.5 56.2 56.8 63.5 62.8 62.1 625
MERCOSUR 8.9 11.1 14.0 18.5 19.2 20.3 22.7 248 2438
ASEAN 18.7 19.3 19.1 20.0 22.7 23.0 229 221 206
Andean Commnity 3.8 5.8 7.8 9.8 10.5 11.8 10.4 10.0 10.0

Souces:IMF, Direction ofTrade Stéstics (DOT's); and EURSTAT.

agreements (RAs) foster tade libealization on a
Most Favored Ndion (MFN) basis. Maintaining the
momentum of the oitilateral trade genda,and cuts
in extemal taiffs by RTAs & least m&hing ary in-
creases inagional preferences,are necessgrto en
sure tha intraregional trade peferences do not be
come the nan in intendional trade elaions and a&
steadiy reduced

Unilateral Liberalization

In the mid- to l&e-1980s and elr 1990s unilateral
liberalization reflected a major shift intdtudes in de
veloping newly industialized and tansition econo
mies avay from inward-looking policies of impdr
substitution thta had edier chamacteized their
policymaking To a lage etent, the dang was
caused B recagnition of the economic inB€iencies
and anti-&port bias vhich those policies had @r
duced Unilateral trade eform has gneally been po-
portional to the initial dgree of estictivenesswith
the transition being mostvdent in Ldin America and
cental and easter Eulope followed by southeast
Asia. Some pogress in the same diction has been
made in soutlAsia andAfrica, albeit to a lesser de
gree Mary of the eforms, paticulady in Latin
America, easten Euiope andAfrica, have been im
plemented in the conteof programs suppdaed Ly the
IMF and theWorld Bank?2

Central and SouthAmeilican countres have imple
mented substantiaéforms on a unileeral basiswith
trade libealization having become a symbol of eco
nomic pogress. Chile pioneed reforms in the lée
1970s,and tade libealization took hold moe bioadly
from the mid-1980swith eaty reformers, sud as in
Mexico and Bolvia, followed in the I&e 1980s and
eaty 1990s ly the majoity of other Ldin American
and Caibbean countes. The initial focus vas on the
eliminaion of nontaiff bariers (NTBs),which cov-
ered up to 100 peent of taiff lines in cental
American counties and 60 peent in SoutiAmerican
countiies in the mid-1980sand which have been e
duced to less than 10 pent of taiff lines in most

2See in paticular, Shaer and othes, Trade Libealization in
IMF-Suppoted Piograms
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countiies tod®. This was supplementedytsubstantial
reductions in taffs,3 which have been educed fom

an unwveighted serage of moe than 50 peent in
South and Cerdéif America to the ange of 10-15 per
cent4 as well as a signitant eduction in taff dis-

persion. Havever, in the 1990s dr mary of these
countiies,unilateral liberalization has gven way to re-

gional initiatives,and in most cases the paceafbrm

has slaved

Central and eastar Euiopean counies (CEECS)
and the Baltic countes have talen decisie st@s to
reverse quasi-autéaic policies gplied in the conte
of centally planned systems. Ding the 1990sguar
titative restictions on industal products hae been
virtually eliminaed and aerage (unweighted) taiffs
have been educed often to belo 10 pecent.As in
Latin America, the unilderal process subsequewntl
gave way to regionally oriented libealization, with the
CEECs signing &re tade greements with the EU (the
Europe Agreements) and among themss\(Cental
European ee Trade Agreement (CEFA)). The i
moval of quantitéive restictions under the Eope
Agreements &s etended to all otherading pamers,
while the magin of preference betwen taiffs levied
on EU poducts,and most manmfactued poducts
from outside the egion, is small. Ne&ertheless,in
some sensite aeas sulk as tatiles and griculture,
the phasing-out of pferences hasleaty provided an
incentve to bilaeral trade betwen the CEECs and the
EU, raising concerts in thid countres &out possike
trade dversion.

The trade eform piocess in southeast and eAsia
is being conducted in a m®gadual way, pattly be
cause it has been undeaywfor much longer than in
most otheregions. Rebrms in the 1990s la focused
essentialf on reducing taiffs, with reductions of
about one-half in Indonesialorea, and Malasia,
from aound 20 perent in 1990 to less than 10 pent
currently. While gradualism écilitated reforms, it also
allowed a substantial dese of discetion in imple
mentdion. Little progress has been made in Kitg

STariff data for Latin America ae diawn from Crisis and Refrm
in Latin Ameiica, World Bank,1998.

4mpressvely, Peru reduced eerage taiffs from 110 pezent to 15
percent in tw yeais (1990-92)and Colombia fom 34 pecent to
12 pecent in one gar (1990-91).
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Figure5.3. World Merchandise and Services Exports
(U.S dollar value; 1990 = 100)

Trade in services and manufactures has continued to grow faster than
tradein agricultural and mining products in the 1990s.
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Source: World Trade Organization.
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NTBs, so tha when the ihancial cisis bioke seeral
important sectas in these cours contimed to be
shelteed from intenaional competition,hampeing
their adjustment &brts. This was paticulary evident
in the high leel of protection accaded to griculture,
and to a lessex&ent heay industies,in seseral coun
tries, and moe bwoadly throughout the egion in re-
strictions on breign irnvestment in By sectos sut as
banking andihance In the wake of the cisis, govem-
ments in may casese&alized tha trade-distating bar
riers had plged a ole in the vulnebility of their
economies to dentums and took sfis to emove
them.

Trade policies in soutAsia hare become merout
ward-oriented but progress in educing taiffs has
been slav. Recent angkis indicdes th& some coun
tries, sudh as BangladestRakistan,and Sr Lanka,
have atieved a leel of eliminaion of quantitéive re-
strictions and libealization of NTBs which is nav
compasble to thda of southeasAsia. Owrall, how-
ever, reforms hee hare not been as dpeas in south
eastAsia, and considable scope e@mains to educe
tariffs further Bangladesh (21 peent),India (35 per
cent),and Rikistan (24 paent) still hae arerage, un-
weighted taiffs tha are among the wid’'s highest.
Furthemore, the pocess of tide eform has lost mo
mentum in the past bvyeass.

Trade eforms inAfrica began some/hat later than
elsavhere, but have acceleated since the ebr 1990s,
patticulady in the contgt of Fund-suppded stuc-
tural adjustment mgrams. While in ésolute tems
trade egimes inAfrica remain moe restictive than
those of the otheegions,significant piogress is being
adhieved In 1990,more than 75 peent of African
counties had tade egimes dassifed as“restictive”
under the IMF tade estictiveness inde with a com
bination of high taiffs and &tensve NTBs. No
African county was dassifed as“open” under this
index. By the mid-1990sthe shae of restictive trade
regimes had beereduced to less than hadind 20 per
cent had meed into theé'open” category. By end-1998
the popottion of restictive trade egimes haddllen to
28 pecent,and tade egimes dassifed as‘open” had
risen to almost 40 peent. Rebrms hae focused on
removing the peviously farreading panopf of
NTBs. Pogress vas also made on t#s, which nov
average about 20 pecent—still dout twice the zer-
age ofAfrica’s main competitarin Lain America, the
CEECs,andAsia. The median taff of all Fund mem
bers is 12.5 parent.

Few industial countiies hase impoved maket ac
cess on a unikeral basis probadly because &de pol
icy typically is formulated on lgalistic, quid pio quo
principles ether than on economic considieons
which recaynize the maeits of unilaeral liberalizetion.
Australia and Nev Zealand ag the ony counties to
have engged in signifcant unilderal trade libealiza-
tion. Canada has tak some st&s to libealize its ayri-
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cultural and serices secta, and Switedand has e
moved many of its NTBs,prompted ly the cedion of
the Euppean Single M&et and Switedand’s conse
quent need to maintain competiness vis-a-vis
European Union ifms. Boadly speaking however,
trade eform in these coungs has been then by re-
gional initiatives and ¥ the nultilateral liberalizetion
process.The ldter has 6cused pdiculady on ad
vanced sectar patticulady telecomnunicdions and
information tedinolagy. Agriculture remains hight
restictive and implementesn of the Uuguay Round
Agreement oextiles has been he#y badkloaded

Regional Initiatives

The 1990s wre maked ly a substantialx@ansion
in the scope andumber of egional tade @greements.
By 1999 there were moe than 100 RAs in force and
othess ae under ngotiation. Nealy all counties par
ticipate in & least one greement. Oftensud agree
ments ae aimed awider geopolitical objecties,sud
as stengthening political glations or secuty with
neighboimg countres. Their impact on wrld trade is
a comple& issue On the one handome RAs have
provided paverful motivation for stiuctural reforms in
member counies (for example the EU and RFTA),
and some hae offered a meansof countres to talke
their first stgps tavard the boader pocess of intgra-
tion into the vorld econony (for instanceVietnams
experience withASEAN). In mary cases,progress
made in elimindng intraregional bariers to tade has
facilitated access not onlfor membes kut also br
third countres. In some &as,sud as tehnical regu-
lations and standds, regional poocesses he
adhieved faster and dgeer libealization than has been
possilte a the nultilateral level. At the same timecer
tain aspects ofegionalism cause conagrpaticulady
when taiff preferences & ganted to egional mem
bers; wher compla rules of oigin have been im
posed to s&fuad regional preferences (fequenty
the case in sensig sectos sud as automobiles and
textiles); and vhhere the accession of wanembes has
led to inceases in téfifs by existing membes. In ad
dition, powerful regional goupings mg discouege
smaller member counés from adopting mar libeial
trade policies unilerally.

Regional integgration has the gpaest beneéfs when it
is outward-oriented i.e., based on nondisonination
and tanspaeng/, and is complementarto liberaliza
tion on a Most Bvored Ndion basis.This is the case
for the Asian-Racific Economic Coopetion (APEC)
agreement,whose member have committed them
selwes to etending aw trade libealizaion they agree
among themsebés on an MFN basis. In some other r
gional goupingssud asASEAN, membes have been
careful to reduce peferential and MFN taffs concur
rently, so tha mawgins of peference or regional sup
pliers hare remained constant andlaively limited. In
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genenl, there seems to be aamving avareness of the
important impact RAs can hae on the mltilateral
trading systemalthough nuch remains to be done to
translde good intentions intoeality and to madk sue
tha regionalism complements uftilateralism.

The EU has been the main actor in thegionaliza
tion process,jntemally by removing numeious bari-
ers to the fee ciculaion of goods,sewices,peisons,
and caital under the Single Mket, and extemally by
developing its netwrk of Free Trade Agreements
(FTAS). As a esult of thesegieementsthe EU nav
trades duty- and quotaele with its immedieg neigh
bors on most prducts,with the notéle exception of
agriculture. This indudes centl and easter Euio-
pean countes in the conte of Europe Agreements,
and neighbang countres in the Meditaanean basin
under the so-called EovMediteraneanAgreements.
It also has greements with Soutl\frica, Mexico,
Chile, MERCOSUR,and Canada. It coopes with
the United Stees in educing NTBs to bileral trade
under thelTransalantic Economic Brtnership. Fnally,
it is negotiating with the Atlantic, Caibbean, and
Pacific Counties (ACP) on a successor to the Lomé
Corwvention.

TheUnited Stéeshas also been aeé in developing
regional economic and @de ties within théVesten
Hemisphee. Building on the 1989 bitaral FTA with
Canada,NAFTA enteed into brce in 1994 ,with a
view to removing trade bariers betveen the United
Staes,Canadaand M«ico by 2003. Duty-fee tea-
ment has aad/ been abieved on mawn products.
The United Sties has also been sporiagrthe ecent
agreement on the edion of aFreeTradeArea of the
Ameicas (FTAA), gatheling 34 counties in a hemi
spheic FTA by 2005. In SouthAmerica, Argentina,
Brazil, Paraguay, and Unugugy estdlished MERCO
SURIn 1991,an FRA that evolved into a paral cus
toms union in 1995with a Common Exteral Tariff
(CET) corering 85 pecent of tade A full customs
union is to be deeloped ly 2000. Since the edion of
MERCOSUR a rumber of sulagional FTAs have de
veloped to link all Soutlhmerican counties. For ex-
ample Bolivia and Chile & nav tied to MERCOSUR
membes by an FA, although thg do not paticipate
in the CET MERCOSUR member ae also dis
cussing the mspects dr an FRA with the Andean
Comnunity, which itself vows to orm a common
maiket by 2005. Chile has signeth 1998,an FTA
with Canada.

Since 1993ASEANcounties hae been wrking to-
gether with the vier of reducing taiffs on inta-
ASEAN trade to betwen 2o and 5 pearent and elim
inating all remaining NTBs. Memberayreed in 1998
to acceleste taiff reductions and to egte a egion-
wide “fr ee irvestment’area. Twenty-one economies of
Asia and the &cific are associged within theAPEC
forum, although the beni$ of all liberlization initia-
tives ae to be gpected on an MFN basis. genal in-
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tegration is also deeloping in soutlAsia, with the e
cent signaure of an FA between India and $tanka.

RTAs have feaured inceasingy strongly in trade
liberalization in Africa during the 1990s. In @st and
cental Africa, counties in both monetarzones ag
seeking to estdish doser intgration with fellow
membes while opening up to theest of the wrld.
Thus in theWest African Economic and Monetar
Union, member countes hae reduced gtemal taiffs
and etended bilteral preferences in pparation for
the esthlishment of a common xéemal taiff in
Jaruary 2000.Various goupings hae poliferated in
southen and easterAfrica, sometimes with werdap-
ping membeships,and conlicting rules and adminis
trative piocedues> Overapping Egional goupings
may increase confusion and untanty, and the com
plexity of doing husiness dr foreign irvestos. This
males it #en moe impotant tha reductions in eter-
nal taiffs ale piority actions br all the RAs.

The Multilateral Trading System

The nultilateral agenda in the 1990sag dominted
by the contusion of the Unguay Round negotiations
in 1994 and P the esthlishment of theNTO as sue
cessor to the G on Aruaty 1,1995.TheWTO has
brought pemanence to a singthened set of uitilat-
eral rules Pbr trade and nw oversees anxdensve legal
framavork applying to tade in @ods,sewrices, and
the potection of intellectual mpety. The nev dispute
settlement mdtanism,previously subject to eto by
ary member under the GA, is nov binding and
more automéc. The pactice of binding taffs and
locking in trade policies undeWWTO rules has in
creased the edibility and lasting lcaacter of ece
nomic polig reforms, by guaanteeing thiathey will
not be eversed & some l¢er dde. Tariffs hasze been
substantialf reduced and the intgration of the te-
tiles and tothing and the gricultural sector under the
disciplines of th&VTO represent signi€ant pogress.

Since the @aion of theWTO, the momentum of
trade libealization has been maintained with amber
of additional sectoal agreements. Impadant libeal-
ization of trade in basic telecommicaions sevices
and in fnancial sevices has been hieved and under
the Information Tedhnolagy Agreement,tarffs have

5The Coss-Boder Initigive (CBI), a loose assodian of coun
tries committed toaform in patnership with the IMEFWorld Bank,
African Development Bankand the EU has been encoaging a
fast pace of common tirreductions and otual tade peferences.
The Common Mdet for Easten and Souther Africa
(COMESA)—the lagest RTA in geographic tems with 21 member
from Eg/pt to Namibia—plans to ediish a free tade aea in
October 2000 and a commoxtenal taiff by 2004.The Souther
African Development Commnity (SADC)—which indudes South
Africa and may southen African membes of COMESA—has
been conducting getiations to stara free tade aea in 2000put
does not hee an genda br extemal libemlization.
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been eliminged by 40WTO membes accountingdr
92 pecent of tade in the prducts cwered

Maintaining the Momentum of Liber alization

Since the onset of thegent cises,the gowth of
world trade has slwed substantiayf from 10 pecent
in 1997 to 34 percent in 1998While the gowth of
world trade is &pected to pik up as the health of the
global econom improves, it is also essential toelg
up the pace of ade libealization in oder to help &
store confdence in the &tding commnity and ofer
nenv maiket oppotunities br all countres. In the past
two years, some potectionist eactions,geneally in
the form of selectie taiff increases (often péy mo-
tivated by fiscal concans),have been@coded in sub
crisis-sticken goups of countes as L&n Amelica
(Argentina,Bolivia, EcuadorMexico, andVenezuela),
the tansition economies (Kazakhstahjthuania,
Russia,Slovakia, Tajikistan, and Ukaine), and Asia
(Thailand and the Philippine%)Overall, however,
these eactions hee remained limited and ka not
caused major digption in global tade fows.
Govemments of the lge impoting counties gener
ally resisted potectionist demandsxcept for some
increase in antidumping acify and the deelopment
of a dear potectionist p#tem in the steel sectdr
Compaed to the situ#on prevailing a decadegm, the
resolution of tade tensions isatilitated ty the «is-
tence of vell-estdlished diannels of comromicdions
at the egional level, and the opetion of an enbrce-
able dispute settlement systefrtiae rultilateral level.
Nevertheless,the «istence of lage extemal imbat
ances among the majomatling ndions of the world
poses a lear thea of increased mtectionist pes
sures. This dangr seems most acute in the United
Staes,especial if the piospectve slavdown in ece
nomic gowth were to be mae potracted than eris-
aged d present; the dargg in this case wuld seem to
be one of pessue for increased contingnt piotection
(antidumping or counteailing actions).

The containment of ptectionist pessues is not a
sufficient objectve in a contet where doubts wer the
faimess of the global ading system ar lising, no-
tably among deeloping counties.The momentumdr
trade libealization needs to beevived and the up
coming nultilateral talks povide an &cellent oppor
tunity for it. However, full participation in the talks
can be ensed ony if frustrtions linked to the imple
mentaion of the Uuguay Round age adiressedThis
concens in paticular the maintenance of highvids

6See Ba 1.3,“Are There Dangrs of Inceased Ritection?”of
the May 1999Wbrld Economic Outlook

7Steel is a highl cyclical and politicaly sensitve industy, and
the ecent cisis has racerb&ed poblems of &cess cpacity A
number of major prduces have responded Y taking estictive ac
tions gainst impots, paticulady through antidumping
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of protection in aeas of inteest to deeloping coun
tries, paticulaly agriculture, textiles and tothing,

footwear and some consumeingds. Gven tha the
recovery of emeging maket economies geends
largely on a pi&kup of &ports, which in tum depends
significanty on open ma&ets in these ducts,
progress in these aas vould be gnearlly beneitial.

Progress vould also einforce the caseof liberal trade
policies in deeloping countes. In this egard, only a
compehensie set of mltilateral trade negotiations
can gnegrte the kinds of &de-of that will help de
veloping including the least deeloped counties to
feel tha they are full paticipants in the ngotiations.

Current Issues and the Ne@ Round

Topics Covered by the Round
The “Built-In Agenda” and OtherTraditional Issues

Agreement vas alead/ readed fve yeas go, at the
condusion of the Uauguay Round that further WTO
negotiations would stat, no later than aruary 1, 2000,
to cary forward the multilateral liberalizaion of trade
in agriculture and tade in serices.These epresent the
core elements of theWTO’s so-called “built-in
agendd. It includes also theaview of aspects of aum-
ber of ley WTO agreementssud as theAgreements on
Trade-Relged Aspects of Intellectual Bpety Rights
(TRIPs) and onTrade-Relged Investment Meases
(TRIMs), and the Dispute Settlement Unsianding
(DSU), which could also lead to ftiver impovements
in these azast

Since 1995proposals heae been made to ddther
subjects to the lisof negotiation. They include indus
trial taiiffs and NTBstrade and imestmenttrade and
competition polig, govemment pocurementtrade &
cilitation, and electonic commece The peparatory
process thais curently under vay in theWTO aims
to consolidée the poposalsand deive from them a
consensus document to beegented dr adoption &
the WTO Ministeial Conference in Sede in
DecemberThis would constitute the mantafor the
newv Round and Pr other aspects of the futumork
program of theWTO. Thete is alead/ widespead
suppot for setting a tayet perod of three yeass for
completing a n& Round reflecting the dese to aoid
another mathon nejotiation; it took seen years to
condude the Uuguay Round

Much will depend on pogress ahieved in theser
vices ngotiations. The potential is considable.
Trade in serices alone akad/ accounts dr about

8The Agreement onTRIMs adiresses meases linked to mer
chandise tde suh as local-contentequirements,export perfor-
mance equirmentsand cetain foreign exchang restictions.The
DSU sets outules and pycedues Pr the settlement of disputes
anising undeWTO agreements.
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one-ifth of world trade or $1,300 billion. Sesices ae
count Pr ebout 60 pecent of world output,averaging
some two-thirds in high-income couri's and one-
third in low-income counies. Despite the sledown
of the last tw yeass, trade in serices has gwn & an
average rate of 7 pecent a yar since the lginning of
the decadsslightly exceeding the gwth of mechan
dise tade The fow of foreign dilect investment (FDI)
in services has gpwn even faster than ass-boder
trade The paticipation of developing counties in
creased in theecentWTO Agreement onfTrade in
Sewvices (GA'S) ngotiations on basic teleconumi-
cations andihancial sevices,and the libealization of
sewvices makets entails major berief for all patici-
pants both deeloped and desloping Opening to ér-
eign competition and psence is the sate of major
productiity gains,by creding incentves Pr restiuc-
turing ineficient actvities and #racting flresh breign
capital. The @ins flom increased seices tade spead
beyond the sesices sector to beriethe entie econ
omy, as sevices constitute impeéant inputs in the or
duction of gods.

Preparations for the sevices ngotiations tha will
be launbed & Sedtle ae undervay. The main écus
of the ngotiations will be the impovement of access
conditions—theAgreement speaks dfachieving a
progressvely higher level of libemlizaion” This
means impoving the quality of gisting commitments
(through the emoval of limitations nav contained in
membes’ schedules) and idading nev sectos. The
basis br negotiations will be the slsedules ngotiated
in the Uugugy Round plus the faher commitments
which harze been undésken in subsequent getia-
tions and in the accession ofmenembes. There will
clealy be inteest in &tending commitments in a
number of secta whete relaively few commitments
were made in the Wiguay Round:distribution, con
struction, educdion, and health seices ae among
theseas is matime transpot, on which thee is a spe
cific agreement toesume the rgotiations suspended
in 1996. Futher libealization in basic telecommmi-
caions andihancial sevices is alsopected

The nev sewices ngotiations will also ceer a
number of systemic issueslaing to the GA'S. An
Annex to the GA'S piovides br the eview and ene
gotiation of curent xemptions fom MFN treament.
There is also a commitment to considetemding the
coverage of theAgreement in the air anspot sectoy
wher & present the igga bulk of the industy is ex-
plicitly excluded It is also tear tha the onging ne
gotiations on emageng sakguad measugs, subsi
dies, and gvemment pocurement of seices, on
which the Agreement contains no disciplines @e-
sent,will be contirued in the n& Round with im-
proved dances of binging them to conasion.

Agriculture is the other &y ara of the hilt-in
agenda.Through the Ungugy RoundAgreementagri-
culture became subject to stgthened and opser
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tionally more efective multilateral rules, and thus to
disciplines the sector had dmily escped Dr 50 years.
Reliance on pce suppas for domestic prduction and
exports were cutailed in fvor of less distdionaty
forms of suppdrsud as diect income-supporpay-
ments to &mers. Agriculture-speciic NTBs sut as
import quotas,variable levies, and mininum impot
prices ae nawv outlaved while sanitay and plytosani
tary measues ae to be pplied ony to the atent nee
essay to potect health and ust be based on scientif
principles. Havever, despite signitant taiff cuts wer-
all, tariffication of NTBs hasesultedin mary casesin
prohibitive duty etes. In a nomber of ley product aeas,
market access imprements seem to Y@ been limited
to the opening of mininm access oppmities under
tanff rate quotas. Marover, agricultural taiff systems
have remained compleand opaque

It would be desable for the nev Round to set am
bitious objecties in @riculture, which remains hight
restictive; for exkample in OECD counties the dec
tive subsig has been estined to aerage 1.5 pecent
of GDP Liberalization of agriculture would be a sig
nificant bendaf to the industial counties, through
more eficient resouce allocgion, reduced diect hud-
get costs,and enhanced consumeelfare. It would
also entail ged beneits to deeloping and least de
veloped countes, mary of which hare a compattive
advantage in ayriculture. Curently, their economic de
velopment is hamped ky high maket access bseers
in agriculture droad as well as ly contirued high le-
els of potection and subsidieAccess conditionsof
agricultural products should be easesb as to mak
them moe compaable to those pplying to other
goods.Taiiff peaks could be ctailed average taiffs
lowered, tanff escaléion reduced and taiff systems
simplified and made mer tanspaent. Tarnff rate
quota adminisation could be stamlined so thait
does not impedelilling tariff rate quotas. Marover,
trade-distating domestic suppts, which remain &r
in excess of subsidiesvailable to other industes,
could be educed and aricultural export subsidies
eliminaed While food seclty is a leitimate con
cem, it could be adressed thlough inceased tide
rather than subsidiegreferential teament to select
groups of poduces, or restictions on tade®

The libemlization of agriculture is paticularly sig
nificant for the &port potential and pospects of the
least deeloped couniesl0 as is the opeation of e-
isting trade peference systems andegeal issues e
lated to accessof their poducts in industal countsy
maikets. As noted aove, the tade perdrmance of

9For example the deeguldaion of agricultural impoits in
Indonesiajmplemented as ptof the IMF ppgram, has impoved
the food situgion.

10This would also aply to mary other poor counigs, for exam-
ple, those cwered by the HIPC initidive thd are not ¢assifed as
“least-developed”by the United N&ons.
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these countes has lgged behind the @wth of world
trade with adverse implicaions for their deelopment
and gowth perbrmance Policies with espect to gri-
cultural liberalization and maket access will be itr-
cal complements to theinm domestic polig ervi-
ronment in eforts to better intgrate these counts
into the global &ding system. Initidves likely to be
discussed in the contieof the nev trade pund indude
calls for acoss-the-boat, bound duty-free accessof
their export products in industal county markets.
Discussion of sut an initidive would coincide with
the engotiation of the EUS wide angng Lomé sys
tem of teade peferenceswhich will expire in 2000.
Ther is gowing recaynition thd multilateral tariff
negotiations on indusial productsshould be parnof the
newv Round The recent &ilure to cary sectoal liberal-
ization further forward in theWTO, through enhanced
tanff cuts on inbrmaion tedinology products (so-
called “ITA II"), and & the wgional level (APECS
“Early Voluntay Liberaliztion” scheme), shov the
limits of the sectal gpproad. Both initidives ae to be
caried over to the n& Round where trade-ofs be
tween secta can be used to helgmeete liberliza
tion. Various poposals hae been submitted sarf most
of them in &vor of compehensie taiff negotiations
covering all industral products.The objecties indude
substantial taff cuts, the eduction or elimingon of
tanff peaks and t#if escaléion, and the rpansion of
the scope of té#f bindings. Poposals hee also been
forwarded to simpliyWWTO membes’ taiiff structures,
and to cowert specifc duties to ad alorem duties.
There is also a mposal to accar neyotiating “credit”
for autonomous &de libealizion initiatives. Most
farreating of all is a ppposal to eliminge taiffs on
all industial products (“zro-for-zero” approad).11
The tading system wuld benef from improve-
ments iNWTO rules on the use of antidumping duties
and dispute settlemenith respect to antidumping
in the curent contgt of trade tensions the intes
tional trade commnity needs stmg and erdrcedle
multilateral trade wles which render theeasot to pro-
tectionism moe difficult. CurentWTO rules povide

govemments with the means to impose antidumping

duties vell before thee is aly estdlished poof of
dumping and ae theefore pione to potectionist
abusel2 New WTO rules on competition polc(see
belav) would piovide a ¢ear way of dosing of this
loophole With respect to dispute settlemealthough

11Apart from ayriculture and other sensig sectos sut as te-

tiles and tothing, footwear and tanspot equipmentwhich con
tinue to cary higherthan-aerage taiffs, the elimindion of taiffs
on industial products should not impose axcessve kurden on in
dustial counties. Average bound indusial tariffs in the “Quad”
counties (the EY CanadaJapan,and the United Stes) ae cur
rently belov 4 pecent.

12yse of antidumping actions has ieased ine@cent yas. The
main tades ae still the main userbut developing counies—as a
group—ae rapidly closing the gp.
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the curent system under th&/TO is a major im
provement,it has also pved to be slugish and inef
ficient. This has made it paculady costly for devel-
oping counties—especiayl the least deeloped
among them—to pécipate in dispute settlementhe

review of theWTO dispute settlement system should

aim & improving the implement#on of rulings to en
sure a better péicipation of the deeloping and par
ticulady the least deeloped counties.

“New Issues”

In addition to the ilt-in agenda, the Setile
Conference will tale sto& of progress on wrk man
daed by the WTO’s 1996 and 1998 Ministet
ConferencesThis indudes the issues ofade and in
vestmentirade and competitiomnd govemment po-
curement. Issues shcas tade &cilitation, electonic
commece, and tade and the eironment will also be
addressed in Setle.

Since the inteuption of OECD ngotiations on a
Multilateral Agreement on estment (MAI), some
counties hae pushed dr neotiations on aWTO-
based inestment coddouilding on the angtical work
undetaken in the WTO Working Group on the
Reldionship betveen Trade and Imestment and the
Agreement offrade-Relged Investment Meases,the
firstWTO Agreement containingites on the gament
of FDI (albeit not fuly implemented gt). Hovever,
mary developing counties hae sheovn dear opposi
tion to these mposalsand hae beeneluctant gen to
extend the manda of theWTO Working Group to
avoid being dawn into unvaranted ngotiations. The
future of theWorking Group, as well as possile im-
provements to theAgreement on Trade-Relted
Investment Meases, will be major issues of the up
coming talks.The pid development of FDI bws,
patticularly to developing countes,has ceaed a need
for moe compehensie wles in this domain. Major in
vestos ae seeking geaer stéility and tanspaengy in
host counties’ policies,and in their dosencethe rum-
ber of disputes linkd to irvestment conditions (in par
ticular investment incenies) has tended to irease
Cleaty, bilateral investment tedies leae scope dr
discimination and couny-specifc provisions.

The dallenges poseddr regulaory authoities by
globalizaion also unddie discussions on thelion-
ship betveentrade and competitionNhile the ele-
vant WTO Working Group has highlighted the com
plementaity between tade libealization and antitust
enforcement,Membes do not gree on the needf
worldwide competition ules a this stge.l3 In this
contet, the Round will hae to decide on the contin
ued «istence of th&VTO Working Group, with little

13S0 far, two-thirds of WTO membeship do not een hae com
petition regulaion, although seeral membes dery tha regulaing
in this domain is necessar
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prospect br negotiations in the near futer In the -
sence of a mitilateral consensus on competition is
suespilateral coopestion in dealing with anticompet
itive practices is desloping slavly and caefully.

The WTO paticipates in the interaional efort to
improve global gvemance l§ seeking to daw up
rules ontranspaeng in government pocurement
Some WTO membes ae working towvard having
anagreementead, for adoption aSeditle, but thee is
a possibility thawork on transpaeng issues will still
be required in the cowse of the ngotiations.Although
enhanced &mspaeng/ would, in itself, help to im-
prove the cost-déctiveness of mrcurement decisions
and maket accessdr trading patners, the absence of
multilateral rules on eert forms of discimination
against breign supplies and supplgwill remain one
of the major gps in the mltilateral trading system un
less greement can also beated on takling this as
pect in the conta of future neyotiations14

TheWTO needs to accelate itsaccession mcessf
it is to become a ity universal oganizdion. Since its
credion in 1995,membeship has inarased ¥ seven
counties!® to a total of 135Thirty candidées ae cur
rently negotiating accessiofé The star of a nev Round
adds ugeng to the pocesssince it is desable tha as
mary of the world’s trading ndéions as possib patici-
pae in the ngotiations. TheWTO accession prcess is
technically comple, placing paticular stains on least
developed counyr gpplicants.Also, political factors,
varying demands onpglicants,hard bagaining stete-
gies,and in some cases slémplement#ion of reforms
by the gplicants themsebs hae inceased the length
of negotiations. The fastest accessions usyallake
three to bur yeass, yet accession getiations for China
have been dagging on Pr 13 yeas. This is paticulardy
unfortunae gven the apidly growing weight of China
in world output (12 perent in 1998second lagest after
the United Sties) and wrld exports (3.1 pecent,ninth
in the ank of world exporters). It is to be hoped tha
agreement can beeadied & the Setlle Conkrence to
streamline the accessiongmesswithout compomis
ing on its basicequirements.’

14A plurilateral WTO Agreement adresses these issuesitb
amongst a limitedrgup of counties, consisting of the main indus
trialized counties, plus some leading geloping counties.

15The nev membes ae Bulgara, Ecuadoy Estonia,the Kyrgyz
Reputic, Latvia, Mongolia, and Rinama.

16The main gplicants,in tems of impotance in verld trade
are China, Russia, Taiwan Povince of China,and SaudiArabia.
There ae also a nmber of tansition economiesncluding most of
the counties of the érmer US.S.R.,some Balkan courigs (Albania,
Crodia, and Macedonia) and sorAsian counties (Cambodia, aos,
andVietnam). Other pplicants intude some least deloped coun
tries (for example Nepal), as vell asAlgeria and Léanon.

17There ae seeral proposals in this dection. They include the
introduction of a &st-tad procedue for the least deeloped coun
tries, arangements to allv applicants to pdicipate in the ne
Round and hee their vievs talen into account in aas of special in
terest to themand geaer responsieness of Memberto gplicants
that shav clear willingness ér comppmise
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