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‘In truth the history of trade relations is largely one of inequality between peoples. In our times – or at least in the times of some of us - this inequality was explained by many great theorists. Raul Prebisch is the person associated with the specific linking of trade and development and the formation of UNCTAD in the mid 1960s.”

 (Alec Erwin, Minister of Trade and Industry, South Africa)

“In Cancun the developing world stood up for an improved, more democratic and transparent multilateral system, and demanded respect for the Doha Ministerial mandate, assuming a leadership role in support of free and equitable trade. This in itself, is a valuable achievement”.

 (Celso Amorim, Foreign Minister of Brazil)

“I do not believe that it is a question of rebalancing a structurally unfair system. So far the WTO has not worked against the interest of developing countries”.

 (Pascal Lamy, European Trade Commissioner)

These statements show the very wide gap between the European Union (EU) and developing countries that led to the failure of the Ministerial meeting in Cancun. Nobody had invested more in the success of the new millennium round than the EU and it was terribly keen to make a success of it.
 The Union was relatively optimistic before Cancun believing that the preparation of the meeting had been well managed by the WTO, in contrast to Seattle, and on the thorny issue of agriculture, it had made significant progress on reforming its trade distorting practices. But the arrival of a new powerful coalition – the G-20 - into the negotiating arena turned the tables on the EU’s negotiating strategy. They were determined that the EU and the US would not get away with another Blair House.
 As the meeting ended with blitzkrieg speed the traditional North-South political discourse was stood on its head. Trade ministers from developing countries came across as the defenders of free trade leaving the rich countries talking about protectionism. How did this come about and what is the future of EU trade policy? 

The objective of this paper is to reflect on the deeper issues underlying the tit-for-tat exchanges between the EU and developing countries in order to assess the future of multilateralism. From the broad post-Cancun agenda, I will confine myself to the following issues: what drives EU trade policy? How does the EU view trade liberalisation and development? How does it envisage the future of special and differential treatment in the WTO? Is the EU still committed to multilateralism?

b) What drives EU trade policy?

The guiding principle of European external trade policy has always been its own experience of economic integration.
 Every country that has joined the Union has prospered. Ireland, the poorest country in the EU in the 1970s, got the well-earned nickname of ‘Celtic Tiger’ during the 1990s for its average annual growth rates of over nine per cent. It has become the most globalised country on earth – according the Globalisation Index of Foreign Policy magazine in Washington,
. Other poor countries that joined later have done well too. The new members from central and Eastern Europe have made monumental progress in comparison to their neighbours where poverty has actually increased.
 Success has been achieved through a policy mix of trade liberalisation intertwined with regulation and supported by generous redistribution to alleviate the domestic structural constraints in poor countries. This policy, which goes much deeper than market opening, corresponds rather well to what Dani Rodrik (2002) describes as creating a ‘high quality institutional environment’ at home that leads to economic growth. But what has worked so well at home has brought an onslaught of criticism abroad. The Union is accused of ‘hypocrisy’ and hurting the developing countries by its trade policy. 
 Is there a major divergence between the Union’s internal and external track records? 

In external action the EU emphasises its commitment to multilateralism, in particular within the framework of the United Nations.
 The Millennium Development Goals (MDG) which have been approved by the General Assembly of the United Nations, will be the yardstick for judging the Doha development round. The WTO is not part of the United Nations but all WTO members are also members of the UN. It is the universality of the United Nations that gives it legitimacy. The goals and associated targets represent the widest possible consensus in the international community on what should be done for development. 
 EU trade practice in the Doha round will be measured against these commitments.

Goal 8: Develop a Global Partnership for Development

Target 12:Develop further an open, rule-based, predictable, non-discriminatory trading and financial system

Target 13: Address the special needs of the least developed countries.

Target 14:Address the special needs of landlocked countries and Small Island developing states 

Target 15:Deal comprehensively with the debt problems of developing countries through national and international measures in order to make debt sustainable in the long term

Target 16:In co-operation with developing countries, develop and implement strategies for decent and productive work for youth

Target 17:In co-operation with pharmaceutical companies; provide access to affordable, essential drugs in developing countries

Target 18: In cooperation with the private sector, make available the benefits of new technologies, especially information and communications. 

· Trade liberalisation and development

Pascal Lamy has referred to the ‘Geneva consensus’ that the opening of trade is good for economic growth and, therefore, good for poverty reduction. While the gains from trade argument is well grounded in economic theory, the most important questions relate to the practice of trade liberalisation. As the vast majority of poor people in the world live in rural societies, the case for reform of agriculture has become a flashpoint in the WTO. 


a) liberalisation of agricultural trade 

The fundamental question is how to redress the imbalance in agriculture after five decades of agricultural protectionism? During that time the EU became a major exporter while an increasing number of developing countries became net food importers. But in the short term food production in developing countries will not increase rapidly as most have low productivity of agriculture due to a number of factors including low capital investment, inefficient techniques, the absence of scale economies as well as protection against foreign competition. Trade liberalisation alone will not solve the problems of rural poverty (DFID, 2003).

The Uruguay Round was the catalyst for the EU to start a process of restructuring agriculture away from price support to income support. In 1991, 90 per cent of the EU agricultural budget was spent on price support. Since then direct payments have grown to take 60 per cent of the budget in 1997 and it is projected to reach two thirds of the budget by 2006 with price support accounting for only about 25 per cent and the remaining 10per cent going for rural development (Swinnen, 2002). Its share of world export markets has declined in a number of sectors. (Koester and Brummer, (2003). And it has granted free market access to the products of the least developed countries. What will the Doha round achieve? 

Calls for extensive liberalisation of agriculture are based on model simulations of economists who say that liberalisation of all trade-distorting agricultural measures by the rich (OECD) countries) would increase global economic welfare by hundreds of billions of dollars per year. But what about the distribution of the benefits? In these types of model simulations most of the gains come from countries own unilateral liberalisation. Therefore, the most gains would accrue to the OECD countries themselves. And the EU would be one of the biggest beneficiaries. Unless developing countries, which have high protectionism, were prepared to liberalize their own agriculture, they would not benefit in a major way.
 If liberalisation of agriculture is confined to OECD countries then the impact on developing countries will be much lower. Consequently, if the G-20 insists on liberalisation of agriculture for the EU, while keeping its own protectionism intact, they will be the losers and the EU will be the winner.

Agricultural trade liberalisation will affect developing country groups differently. The large exporting countries such as Brazil, Argentina and South Africa will gain. But large and medium sized net food importing countries such as Egypt, Kenya, Pakistan will pay higher prices for food imports. Small island states such as Mauritius and Jamaica will also lose. The least developed countries are the most vulnerable. Most of them depend on preferential trade arrangements with the EU. The liberalization of agriculture, would have a negative effect on their food security situation. To eliminate their preferences all at once would inflict an external shock on those economies that could lead to economic chaos.

Calls for the EU to significantly reduce its domestic support come from the same groups. A United Nations University study looked at the impact of domestic support reduction using two sectors - grains and oilseeds – both of which receive a large amount of support in OECD countries (Guha-Khasnobis, 2004). The study calculated how many developing countries are net importers of those products. It concluded that a 50 per cent cut in domestic support in OECD countries would lead to welfare losses for the combined total group of developing countries and for most of the developing regions. A 50 per cent cut in support would also lead to a large decrease in farm incomes in Europe. Therefore, the most appropriate solution is for the continuation of EU reforms - shifting market price support to land-based payments, whereby farm incomes are maintained and world price distortions reduced is the appropriate solution.

Table 1: Producer Subsidy Equivalent: market price and land based components, 1987 and 2000   

	OECD region
	Year
	PSE%
	Market price
	Land based



	Australia
	1987

2000
	7.87

5.56
	42.23

24.48
	0

2.06



	Canada
	1987

2000
	35.84

19.50
	49.80

51.22
	15.36

7.63



	EU-15
	1987

2000
	45.02

38.34
	85.92

58.75
	2.74

25.42



	Japan
	1987

2000
	67.28

64.06
	90.68

91.05
	0

0



	Korea
	1987

2000
	69.47

75.26
	98.76

95.86
	0

0



	New Zealand
	1987

2000
	8.87

0.74
	26.79

54.43
	0

0



	Switzerland
	1987

2000
	72.96

71.38
	81.53

59.09
	6.06

11.27



	United States
	1987

2000
	27.01

21.94
	50.82

32.01
	26.60

7.18




Source: OECD , 2001.

To be realistic, the EU is not going to dismantle the CAP. But is moving in the right direction. In addition to moving further on reducing export subsidies of interest to developing countries, it can take additional action. Tariff escalation and the role of supermarkets are two issues that need to be tackled.

Tariff escalation has a trade bias against the development of the food processing industry in developing countries. Dependence on the export of primary commodities and the resultant instability of export earnings can only be remedied by the development of value added sectors in the developing countries themselves. The EU is now prepared to address the issue of tariff escalation. The EU has a zero tariff on imports of oilseeds but has a 13 per cent tariff on processed vegetable oils. It has an import tariff of 14 per cent on raw tobacco but 38 per cent on tobacco products. It has a tariff or 30 per cent on live animals and 43 per cent on prepared meat. A similar situation exists on imports of cocoa and chocolate.

The competition dimension of concentrated supermarket power needs to be addressed. Food retailing is becoming increasingly vertically integrated from the supermarkets back to the suppliers of raw materials. The global food industry is now dominated by retail giants like Wal Mart and Carrefour. The most internationalised is Carrefour, which is Europe’s biggest retailer with 9,000 stores in 26 countries stretching across Europe Asia and Latin America. In Brazil, Carrefour is ranked as the leading food retailer with 115 stores and 74 hypermarkets. 

Global food retailers offer discounted prices on products shipped directly from suppliers. Increasing market concentration gives supermarkets power to push the prices of primary products downward. And, as they expand their own brands, they cut out the middleman and increasingly control all the intermediate steps of food processing. The asymmetric power of global supermarkets against small agricultural producers in developing countries would be further strengthened by trade liberalisation. 

c) Non agricultural market access 

Agricultural development is a necessary but not sufficient condition for poverty reduction. When you look at the long-term historical records of economic growth across a wide range of countries, what emerges is that the real drivers of growth are in the industrial and service sectors. As a country develops, the relative importance of agriculture inclines and the relative importance of industry grows, which in turn will decline itself to be supplanted by the growing importance of the service sector. An expanding industrial and service sector creates higher value added employment and also absorbs labour released from the agricultural sector as it adopts more efficiency enhancing techniques.

India today provides a good example of the three-sector hypothesis of economic growth.: Agriculture accounts for 22 per cent of GDP, 66 per cent of the labour force and had an average annual growth rate of 2.2 per cent per annum in latter half of the 1990s. Manufacturing accounts for 17 per cent of GDP, 6 per cent of employment and had a growth rate of 6 per cent per annum. Services account for 49 per cent of GDP, 19 per cent of employment and had a growth rate of 8.6 per cent per annum. If India’s share of world trade is to grow from the present level of 0.67 per cent to 1.00 per cent by 2007, as projected by government plans, annual growth rates of exports will need to be 11.9 per cent.  This growth will require reform across the board including measures to deal with low productivity in agriculture, a sluggish manufacturing sector and a flourishing services sector.

The EU contends that tariff cutting on industrial products is still the bread and butter of the GATT/WTO. Why are tariff rates, on average, three times as high in developing countries as in industrial countries?
 The EU is pushing developing countries to take a more ambitious approach to tariff cutting. Tariff cutting, it believes, is the key to accelerating South-South trade, which currently accounts for only 40 percent of global trade. The elimination of tariffs between the members of the Union during the first ten years of its life led not only to intra-regional trade but also intra-industry trade. This allows intensified trade between countries whose economies appear more competitive than complementary. This is important for developing countries that observe the similar structure of the neighbor’s economy to their own and become discouraged about the potential for trade.

The development of infrastructure services such as transport and communications are vitally important for developing countries. Service industries, such as tourism are major earners of foreign exchange for many developing countries. But services have become the ugly duckling of the Doha round. GATS, some say, is the TRIPs of the Doha round. The issue of public services is a politically sensitive issue which rights based advocacy groups have exploited. But without the means to translate human rights – the right to health, education, and clean water into reality, the United Nations ideals of human rights and poverty reduction can only create a schizophrenic situation.

The EU obviously has a major interest in services as a major exporter of services. But the developing countries have interests too. The EU is disappointed with the offers put on the table in Geneva by the developing countries. India’s GATS offer does not even reflect the current level of openness in the Indian economy. This is ironic at a time of increasing outsourcing of service industries from the industrial countries to India and other developing countries.

The low level of GATS commitments has not been improved upon despite the fact that the EU is offering a generous opening of its own services sector, including one of the key demands of developing countries which include free movement of persons. Europe will have no choice but to open up to migrant workers more and more given the greying of its population. This will mean more money flowing to developing countries from immigrants  - probably greater than the amount of overseas development assistance. Today migra-dollars are the most significant source of foreign exchange for many Central American countries. Tomorrow migra-euros will flow to other regions of the world.

Special and Differential Treatment 

When developing countries demanded preferences at the UNCTAD conference of 1964, the EU threw the full weight of its support behind them and forced the United States to given in despite obvious misgivings. Four decades later, special and differential treatment for developing continues to be one of the most contentious issues for the trade system. The inherent tension between trade and development that was characterised by the formation of UNCTAD as a rival institution to the GATT in the 1960s still remains unresolved today. The crux of the problem has not changed since the 1960s. Developing countries believe they have been exploited by the multilateral trade rules while the EU and other industrial countries argues that developing countries have not taken advantage of the opportunities available to them and that many of their problems are home grown.

The GATT multilateral system was an attempt to write general rules for rich and poor countries that would be applied universally. The history of GATT/WTO has shown that this was impossible in practice and the two groups of countries have not functioned under the same set of non-discriminatory rules. So how can the Doha round contribute to the UN ideal of a global partnership for development based on ‘rule-based, predictable, non-discriminatory’ trade system?

Special and differential treatment was intended to compensate developing countries for the damage that their economies had suffered from the protectionism of developed countries. However, as preferences are a major contradiction of the basic principle of most-favoured-nation (MFN), they have had a corrosive effect on the rules in the GATT/WTO. When developing countries demand exemptions from the rules, they lose their moral authority to demand the rich countries to comply (Hart and Dymond, 2003). A better approach would be to uphold the rule of law and make the rich countries pay compensation for their protectionism through increased financial and technical assistance. This approach, which has been tried and tested in the EU’s policy for enlargement, has proved more successful than less rigorous implementation of rules. 

Among EU members only the Scandinavian countries reach the ideal of contributing one percent of GDP for development assistance. So there is much room for improvement. The EU has pent around 700 million euros on trade-related projects over the past five years. The amount needs to be increased and there is need for better-configured assistance and how it is put to use. Overall recent developments are positive but there is need for improvement.

Is the EU still committed to multilateralism?

In the post-Cancun climate there has been much talk about bilateralism and regionalism as an alternative to multilateralism. The EU has stated that it will not follow other countries that wish to go down the bilateral path in parallel to the WTO negotiations. To go down the bilateral route would shift the balance away from the multilateral track and thereby jeopardise the successful outcome of the Doha Round. All stakeholders in the EU form a broad consensus of support to get the Doha round back on track and to go the last mile for its ultimate success. 

The EU will remain committed to multilateralism because the effectiveness and, indeed, legitimacy of regional blocks will ultimately be judged on their relation to the global system. Are they building blocks or stumbling blocks for global trade? Do they create trade or divert trade? Do they foster the multilateral system or do they detract from it by drawing away limited resources into regional negotiations? So regional trade blocks have to be concerned with their mirror image in the multilateral system. 

That said, however, Pascal Lamy has said that the EU will give priority to developing region-to region agreements in the future. The majority of regional agreements notified to the WTO over the past two decades are in fact bilateral preferential trade agreements. The EU has used bilateral PTAs extensively in the past and relied on bilateralism in its Europe Agreements for enlargement. But the post enlargement strategy has changed to negotiating region-to-region agreements. We can see this strategy in relations between the EU-Russia and the Western CIS states, and the EU and its Southern Mediterranean neighbours. 

A similar strategy has been adopted within the framework of the Cotonou economic partnership agreements with regions within Africa such as ECOWAS, and in southern Africa SADC-COMESA. In Asia the EU plans a free trade agreement with ASEAN and is fostering a similar type of agreement with SARRC. It hopes to conclude an agreement with Mercusor by the end of this year. In summary the EU is now moving towards region-to-region agreements with groups in Europe, Middle East, North Africa, West Africa, Eastern and Southern Africa, Latin America, South Asia and South East Asia. 

Region to region agreements depends on the existence of a formalised regional entity on the other end. The new instrument for region-building, which is termed ‘regiolateralism’ by Samson, (2003), is a mechanism for simultaneous horizontal and vertical free trade areas. At the horizontal level, intra-regional free trade is fostered, while vertically, free trade is established between the region and the EU (Gavin, 2003). The advantage of this type of regiolateralism is that it avoids the spaghetti bowl problem of criss-crossing bilateral PTAs. Regiolateralism is appropriate for deep integration, which requires regulatory convergence.

Region to region agreements will foster South-South trade. This only accounts for 40 per cent of global trade but it is the fastest growing component of total trade. Intra-regional trade, where transport costs are low, will foster intra-industry trade, which is a way of moving up the value-added ladder. Tariffs are still very high in developing regions so regional liberalization will lead to trade creation. Tariff liberalisation alone is not sufficient to achieve market access. The amount of non-tariff barriers (NTBs) is far greater than tariff barriers. For developing countries that want to export tot he EU, their products will have to comply with EU standards, for example, food safety standards and product standards.

Is regiolateralism good for development? Inequality is built into EU partnerships with developing countries. The EU is a powerful trading block, and a powerful donor of assistance. EU controls market access and the flow of financial and technical assistance. This creates a system of asymmetric accountability. This could now be solved in the new contractual agreements the rights and obligations of both parties are spelled out. There should be an independent review – in the WTO perhaps. Article 24 needs to be reformed so that there is external surveillance that the political dialogue of economic partnerships agreements are turned into genuine reciprocal accountability.

Conclusions

The fundamentals of EU trade policy have not changed since Cancun. On agriculture, the EU is not going to dismantle the CAP. It will move on eliminating export subsidies on products of interest to developing countries. It will continue decoupling but it will not significantly reduce domestic support, which is non-trade distorting. Services and market access on industrial products will remain crucially important. Rule-making and market access are fundamentally intertwined. The EU is not going to abandon its long-term objectives of pursuing the Singapore issues which are major drivers of the global economy. It will pursue those goals through plurilateral agreements in the WTO as well as through its region-to region approach. The development dimension of the Doha round will not be achieved thorough extension of special and differential treatment. A more positive approach for integrating poor countries into the world economy is increased trade related technical assistance and capacity building. Region to region agreements will foster regiolateralism as a building block for more effective multilateralism.
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� The EU’s approach towards the new millennium round is discussed in depth in Gavin (2001), The European Union and Globalisation: Towards Global Democratic Governance.


� The EU-US agreement on agriculture, known as the Blair House agreement, was the dealmaker in the Uruguay Round. In practice the GATT/WTO always operated according to that kind of mechanism, whereby a bilateral deal was  first made between the principal supplier and the principal buyer and then  multilateralised to all the rest.


� This is explicitly recognised in the draft European Constitution that was negotiated in Brussels last year. “The Union’s action on the international scene shall be guided by, and designed to advance in the wider world, the principles which have inspired its own creation, development and enlargement.” (Article III-193).


� The Globalisation Index, compiled by Foreign Policy in Washington, ranks 62 countries representing 85 per cent of the world’s population and is based on economic integration, technology, political engagement, and personal contact.


� Human Development Report (2002).


� These criticisms come not only from Oxfam (2003) and other NGOs but also from the World Bank, cited in Bhagwati (2004).


� The new draft European Constitution states “ The Union shall promote multilateral solutions to common problems, in particular in the framework of the United Nations” (Article III-193).


� The Millennium Development goals, which were approved by the General Assembly in 2000, resulted from the collective conferences of the UN throughout the 1990s. See UNDP website (� HYPERLINK http://www.undp.org/mdg/goalsandindicators.htm ��www.undp.org/mdg/goalsandindicators.htm�) 


� See Alan Matthews (2000) for a discussion of those model simulations.


� See ‘Food Quality in Europe’, Gavin  (2001), for an analysis of negative effects of  the global food industry from a consumer perspective.


� At the conclusion of the Uruguay Round, the applied tariff rates for the industrial countries of the OECD region averaged 2.6% and bound tariffs averaged 3.7%. For a selection of developing countries the average applied tariff rate was 13.3% and bound tariff rates 25.2%. Among these countries the highest rates were in South Asia (India and Sri Lanka) at 30.4% and 50.8%. Rates were lower in East Asia 11.9 and 21% and in Latin America (11.7 and 32.7%) (Finger and Walters, 1998).





�  See ‘Why America need not fear outsourcing’ in the International Herald Tribune, 5 March, 2004, for a discussion of the fears about high quality service industries moving to developing countries. 





