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ABSTRACT

This paper investigates the extent to which recent progress in reducing impediments and distortions
to trade has leveled the playing fied for developing country exports. It finds that the competitive
gtuation remains severely distorted by high protection rates in developed countries to domestic produc-
ersin agriculture, consumer goods and other industries. Other ingtruments to reduce competition from
developing country exports such as budget subsidies and enforcement of anti-competitive practices
were d0 identified. The key sector of concern for developing countriesis the agriculture industry which
accounts for 60 per cent of budget and price transfersin OECD countries. The paper aso emphasizes
that even if developing countries enjoyed favourable market access for their products, the unequa
competitive strength of their firms should not be overlooked during multilateral trade negotiations.



EXECUTIVE SUMMARY

The post-Uruguay Round Multilateral Trading System (MTS) has brought about major progress
towards arules-based and more relidble framework for internationa trade. However, an andyss of the
extent to which developing countries effectively enjoy aleve playing fidd for their exports to mgor
markets reveds the perdstence of mgor imperfections. The competitive Stuation remains severely
distorted by high protection granted to domestic producers in agriculture, consumer goods and other
indudtries, by mgor budget subsdiesin agriculture, various industries and services, by trendsin corpo-
rate policies and anti-competitive firm practices.

Developed countries continue to support agriculturd and industrial producers on alarge scde: in
1997 developed countries transferred an estimated US$ 470 billion to agricultural and indugtria pro-
ducersin the form of budget transfers or higher consumer prices. Developed countries could save 2.2
per cent of their GDP on subsidies every year. Thisis equivaent to amost 10 per cent of developing
countries GDP, more than half of developed countries' imports from developing countries, or 10 times
their concessiona officid development assistance (ODA) flows.

Protection, and the resulting trandfers from consumers to producers through higher prices, remains
the mgor form of support, even after full implementation of the Uruguay Round commitments, as they
account for amogt 60 per cent of the total. Consumer trandfers for industrid products (in high protection
sectors) gill exceed somewhat trandfers in the agricultura sector. There remains a large degree of
asymmetry in market access in both sectors. developing countries continue to face high trade barriers
for their most important export products on their mgjor export markets, wheress tariffs are now low or
nil for many products which most of those countries can hardly aspire to export in the foreseegble future,
While developing countries are increasingly obliged to assume reciproca obligationsin multilateral and
regiond arrangements, the opportunities provided are often only equd in theory, astheair firms do not
have equd drength to trandate such facilitiesinto actua production or exports. Opportunities require
complementary investment, financing and technology to materidize. But thusfar, internationd action and
obligatory multilatera commitments to support devel oping countries requiring such action remain scarce.

Establishing equd trading opportunities with regard toimport protection would imply action pri-
marily in the fallowing problem aress (i) pesk tariffs on indudtria and agriculturd products; (ii) evasive
implementation of the Multi- Fibre Arrangement (MFA) liberdization, which risks causng problemsiif
gringent quota protection is suddenly removed in 2005; (iii) anima and plant hedth in developing
countries and import restrictions on such products in mgor markets; (iv) increasing use of sdective
mesasures protecting producers from foreign competition®: as tariffs tend to decrease?, protection tends

! See The Post-Uruguay Round tariff environment for devel oping country exports: tariff peaks and tariff escala-
tion Joint UNCTAD/WTO study. In: TD/B/COM.1/14/Rev.1, January 2000 (available on the Internet).

% See Market access: devel opments since the Uruguay Round, implications, opportunities and challenges, in
particular for the developing countries and the least developed among them, in the context of globalization and
liberalization. Report prepared by UNCTAD and WTO for the Economic and Social Council. In; E/1998/55, May 1998.
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to shift from tariffs to anti-dumping and countervailing action, safeguards and informa market arrange-
ments.

Budget subsidies to agriculturd and industria producers of developed countries amounted to
about US$ 200 hillionin 1997. Thisis equivaent to 4 per cent of the GDP of the developing countries.
Such transfers were three times as high in the agricultura sector asin industry. The WTO Agreements
tightened essentidly the disciplines for those governmentd subsidies which are principaly applied by
developing countries, for example, indugtria export subsidies and project-specific investment subsdies,
However, they left rdaively large possibilities for continued support to producers through measures
intensvely applied by developed countries, such as agricultural export and producer subsidies, regiona
investment subsidies, public support to smal and medium-szed enterprises (SMIES) and for research
and development (R& D) and energy programmes. Government subsidies to export financing, in par-
ticular for agricultura products, and support through government procurement remain mgor distortions
to internationd trading conditions and market access.

Agriculture remains the sector of priority concern: it accounts for 60 per cent of overal budget
and price transfers. According to the OECD, totd transfersto agriculturd and livestock producers from
consumers and budgets due to agriculturd policy measures amounted to US$ 280 billion in 1997, or
1.3 per cent of the GDP of developed countries.® Export subsidies remain extremey important, along-
Sde substantia support to domestic producersin the form of direct income support, price guarantees,
credit support, including export credits, and food aid (see annex tables 1 and 2).

In this sector, developing countries have neither obtained equal opportunities for their exports to
developed countries, nor are they on an equd footing in internationd trade. They even continue to face
mgor export subsdies, to the detriment of developing their own production for domestic and foreign
markets. The Uruguay Round only initiated the agriculturd reform process, garting with a shift of the
forms of support away from the most distortionary practices. However, the Agreements hardly dimin-
ished as yet the level of protection of developed country markets nor the amount of subsidies for
developed country producers, as WTO disciplines provide mgor specid exceptionsfor agriculture. For
developing country exports, the most prejudicia exceptions include the possibility of imposing speciad
agriculturd safeguard measures againgt imports, extensive use of export subsdies (which are otherwise
prohibited in WTO for industry); and virtudly free leeway for producer subsidies. Barriers to access
to developed countries markets accumulate: extremdy high mog-favoured-nation (MFN) tariffs; limited
access possibilities under tariff quotas, anti- dumping and countervailing action againgt exports of non-
traditiona products; stringent health and sanitary regulations and sweeping import prohibitions for such
reasons, large scale subsidies for production and investment, as well as sizeable export subsidies and
marketing support. The Stuation isandogousin food processing industries which ought to condtitute a
magor gate for many developing countries to enter export oriented indudtridization.

Industrial subsidies continue to feature prominently in internationd trade and are a cornerstone

3 Agricultural Policiesin OECD Countries, Measurement of Support and Background Information. OECD, Paris,
1998, p. 9.



of structura policiesin developed countries. According to the OECD, industrial support programmes
in 1993 transferred USS$ 45 billion from public budgets to the enterprise sector, equivaent to 1 per cent
of manufacturing value added.* Consumer trangfers to indugtry in sectors of high protection are dmost
three times as high. Combined transfers exceeded an estimated US$ 190 billion in 1997. The long-term
effects of such szeable subsidies should not be underestimated, as they affect competition, trade,
investment and future technologica capacities. Deve oping countries do not have the means to compete
on that scae with developed countries to strengthen and rationaize thelr indudtries, atract new invest-
ments, finance and promote their exports or spur industrid research and technologica development.

By contrast, policy freedom for developing countries is diminishing with regard to their main
types of subsdies and other policy support preferably used by them to develop ther industries. Thus,
the new MTS rules out local content rules and export baancing requirements, while patent protection
hed to be sgnificantly extended, delaying access to foreign technologies for amuch longer period. There
may be good economic reasons for these WTO rules, but their choiceis highly sdective. Thereis now
an urgent need for re-establishing Smilar competitive conditions by subjecting the other forms of gov-
ernment support to equaly sringent discipline. In pardld, it is necessary to strengthen developing
countries capacity to pursue the same policy gods by dterndive instruments: for example, to srengthen
domestic component production and suppliers no longer by loca content rules, but rather by reinforcing
enterprise capacities and supporting the building of supplier networks.

To that effect it is also necessary to turn existing support promises by developed countries con-
tained in WTO Agreements, such as the promise to fogter technology trangfer, into firm commitments
and action. Other WTO Agreements contain smilar provisons which could help to strengthen produc-
tive, technologicd and trading capacities of developing countries. However, thusfar they remain largely
without concrete follow-up, asthey lack operationd programmes and finance for their implementation.

Even if developing countries enjoyed Smilarly favourable market access for their products as de-
veoped country firms usudly enjoy for therr own, even if levels of government subsidies and government
support were substantialy reduced, the unequa competitive strength of firms would gtill make agtriking
difference in results. Only atiny number of developing country firms have the productive, financid and
managerid cgpacity to participate in the globdization process on an equd footing or to aspire to become
internationa market leadersin their core business: Only 10 companies from four developing countries
rank among the top 200 largest industriad groups of the world (haf of them are engaged in petroleum
refinery). In the overwhdming mgority, developing country firms lack the capacities to draw equa with
ther internationd

4 Spotlight on Public Support to Industry. OECD, Paris, 1998.
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competitors. Sructurd deficienciesin domestic supply conditions and policy congraints may render this
task even more difficult.

While government protection is progressively reduced, anti-competitive enter prise practices re-
main outsde any binding multilaterd discipline. Thelr effects escgpe control of individud Governments
of smdler countries the more firms become globaized. On the other hand, the share of intra-firm trade
and production networksin internationd trade isincreasing; they provide captive markets and interna
marketing channels directing or restraining exports and imports within the corporate network. Outside,
anti-competitive firm practices for restricting market access or limiting export and price competition are
becoming more important as liberaization has removed many government trade barriers. Globaization
of corporate strategies cdls for a concomitant strengthening of cooperation between Governmentsto
enhance the effectiveness of their nationa competition rules. Stronger internationa cooperation and the
establishment of multilateral basic principles and disciplines for some mgor trade- redtrictive practices
would form possible responses to the new conditions of a“globa village’.

Further multilaterd trade negotiaions could improve sgnificantly the competitive pogtion for devel-
oping country exports on world marketsif they comprise the following ements.

(@ Inthefidd of market access.

Liberaization of peek tariffs and tariff escaation for developing countries agricultura and in-
dustrid exports, through harmonization a significantly lower levels,

Ensuring and accd erating effective implementation of the MFA liberdization by removing asze-
able proportion of quotas before 2005, by multilaterdizing bilaterd quotas among the countries
concerned, or by unifying growth rates of quotas,

Tighter disciplines on theinitiation of anti-dumping and anti-subsdy investigations and the appli-
cation of remedia measures, and

Greater support to programmes for improving plant and animd hedlth and srengthening domes-
tic ingpection capacities, combined with the remova of related import prohibitions and mutua

recognition.
(b) Inthe fidd of subsdies:

A programme and cdendar for terminating the agriculturd reform process and the full integration
of the agricultura sector into the generd WTO disciplines, induding the rules for safeguards and
subsidies,

Rapid and generd dimination of export subsdies by al countries. This should indlude lesstrans-

parent forms, including export financing in agriculture, as wel as appropriate adjustments re-
garding gpplication rules for developing countries;

A radicd reduction of the leve of investment subsidies, in order to end multilaterdly the race
of nationa competition for foreign direct invesment (FDI) locations. Some flexibility should,
Vii



however, be maintained for deve oping countries to support, within limited cailings, investments
in the context of comprehengve structurd reform, development and liberdization programmes,

A programme for a substantia reduction of agricultura support to producers over the reform
period, including the removd of support having asgnificant impact on foreign trade; and

Reopening the Agreen box{ for authorized subsidies in the context of the scheduled review of
the Subsdies Agreement with aview to renegotiaing exemptions, substantialy reducing regiond
subsidies; precluding subsidies for operative losses; redtricting SME subsidies to redly small
companies, and removing subsidy cumulation. Within such anew framework, a“green box for
developing countries’ should specify the conditions, types, time frame and extent to which these
countries may continue to gpply certain subsidies for devel opment purposes.

(c) Filling mgor gaps in the multilatera trading framework, in particular:

Liberdization of services of mgor export interest to developing countries: liberdization of the
movement of workers, tourism and professona services which can be exported by certain de-
veloping countries (such as software programming, accounting, etc.);

Strengthening multilatera cooperation regarding international competition and, eventudly, estab-
lishing multilaterd principles and some specific disciplines to match increasing globdization of
corporate strategies,

More effective soecid and differentid trestment (SDT) to provide deve oping countries with ef-
fective equd trestment and tangible results. This requires measures which go beyond mere tran
sition periods, thresholds and smilar forma exceptions and which support effective changein
production and trading conditions. Such measures are needed not only by least developed
countries (LDCs), but dso by the many other commodity- dependent and vulnerable developing
countries. To that effect, the next trade negotiations should:

Liberdize in alagting manner those products which LDCs, structurdly weak and vulnerable
countries can effectively export;

Introduce throughout the various WTO agreements measures of internationa cooperation and
support to strengthen supply capacities and capabilities of developing countries, including op-

T EER, Fe RS HHEA R T :

https://www.yunbaogao.cn/report/index/report?reportld=5 10946




