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PREFACE

This Annual Report for the period from November 2003 to October 2004 is submitted to the
Trade Policy Review Body (TPRB) in accordance with Section G of the Decision on the Trade Policy

Review Mechanism (TPRM), Annex 3 of the Marrakesh Agreement Establishing the WTO, which
states:

An annual overview of developments in the international trading environment which
are having an impact on the multilateral trading system shall also be undertaken by
the TPRB. The overview is to be assisted by an annual report by the
Director-General setting out major activities of the WTO and highlighting significant
policy issues affecting the trading system.
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REMARKS BY THE DIRECTOR-GENERAL

1. I am pleased to put before you today my Annual Overview of Developments in the
International Trading Environment in 2004. | should also like to welcome our two discussants,
Ambassador Glenne and Professor Baldwin. | am sure that they are going to help us generate a good
discussion.

2. Since | prepared my Overview, the prospects for the global economy have slightly dimmed.
The IMF, for example, has revised downward its forecast for world economic growth in 2005 from
4.3 per cent to "not below 4 per cent". This revision is due mainly to higher oil prices and significant
financial imbalances in the world economy. Markets, and economies, appear to be dealing well with
the oil-price situation. Financial imbalances, which are at least partly policy related, are nevertheless
a cause for some worry. They may carry the seeds of protectionist action. A resort to such action
would not address the imbalances, and could in fact make the adjustment process more difficult.
Certainly it would also make our task in the DDA more troublesome.

3. The WTO has much to contribute by way of improving the global economic prospects.
Success in advancing the negotiations would serve to bolster confidence in the multilateral trading
system and could help improve the outlook for the world economy. All Members would benefit from
that, but it is most necessary for developing countries, especially the poorest and weakest among
them.

4. The Doha Development Agenda holds the opportunity for all Members to strengthen their
economies and to help improve the international trade environment. With the DDA we can move
towards ensuring the full participation of all Members, especially developing countries, in the benefits
of our system. As we prepare for the Ministerial Meeting in Hong Kong, China, one year from now,
we must make progress in our work. Success in the DDA should result in large annual welfare gains,
much of which would accrue to developing countries and help to alleviate poverty. We cannot afford
to miss this opportunity.

5. This year's Overview highlights several key areas that are of great interest to all Members,
and which are now the subject of work and negotiations under the DDA. They naturally include
agriculture which, despite its small and diminishing share in various economies' GDP, receives a
disproportionate amount of special treatment in the form of protection and subsidies, making it the
most distorted sector of many Members' economies, with major repercussions on the markets for
agricultural products throughout the world.

6. Many of the other major problems in international trade are also signalled in the Overview.
In the area of market access, notwithstanding the major achievements made in past rounds, there
remain serious impediments to trade, competition and thus economic efficiency. The Overview points
to the problems of tariff peaks and tariff escalation as being of particular concern for development and
industrialization in developing countries, since they tend to be concentrated in agriculture, food
products, textiles and clothing and other manufactures in which developing countries have
comparative advantage. On the other hand, in many developing countries high tariffs increase the
cost of doing business and, not incidentally, raise the prices of exports, when exports are often a key
to growth prospects.

7. As regards textiles and clothing, the expiry of the Agreement on Textiles and Clothing on
31 December marks the end to more than 40 years of discriminatory quota restrictions. While the
abolition of these restrictions will bring considerable welfare and efficiency gains for the global
economy, there is understandable anxiety on the part of some countries about the associated
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short-term adjustment costs. That being said, it is important to stress that the restructuring of
domestic industry is a necessary part of the process of reform and liberalization.

8. The use of contingency measures, particularly anti-dumping actions, is also a key area of
interest to Members, prompting them to place the matter on the DDA. It is good news that the use of
these measures has declined in the recent past. Nevertheless, their use is significant and we need to
monitor the situation closely.

9, In services, market-access conditions are of major interest to Members. The services sector
accounts for a large and growing share of global GDP. Services have also been among the fastest
growing segments of world trade. Progressive liberalization of trade in services is a core objective of
the ongoing services negotiations. It is expected that the gains from liberalizing services will be
substantially greater than those from liberalizing trade in goods.

10. The proliferation of regional trade agreements (RTASs) is a significant challenge to the
multilateral trading system. Already they have fundamentally changed the world trade landscape.
Between January and August 2004 alone, 21 new RTAs were notified to the WTO, increasing the
total number of notified agreements in force to over 200. With around 30 agreements awaiting entry
into force and another 60 in the negotiations/proposal stage, there could be close to 300 such
agreements by 2005. When fully in line with WTO provisions, RTAs can complement multilateral
efforts to liberalize world trade and deepen economic relationships among partners. However, by
discriminating against third countries and creating a complex network of trade regimes, such
agreements also pose a systemic risk to the global trading system that merits closer scrutiny.
Multilateral liberalization in line with the DDA would help to neutralize the potentially adverse
diversionary effects of RTAs on international trade and investment.

11. All of this is not meant to imply that Members should not open up their markets further in the
context of domestic reforms. Historically, unilateral liberalization, which is usually linked to a
broader programme of domestic reform, has accounted for most of the reductions in border protection.
Members need not await the outcome of the DDA. As some Members have shown, unilateral
liberalization can also be in their national interest. Indeed, with the proliferation of RTAs, unilateral
trade reform is more important than ever because low tariff and non-tariff barriers to trade minimize
the risks of trade and investment diversion.

12. Success in the DDA will be an arduous and challenging process, not just for Members, but
also for the Secretariat in its efforts to provide Members with the support services that are essential for
the eventual success of the new negotiations. This support includes technical assistance and training
for officials of developing countries. We have a programme for this that I believe closely reflects the
priorities that Members established in Doha.

13. I look forward to a constructive and fruitful dialogue today.
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1. INTRODUCTION

1. Trade and foreign direct investment (FDI) have continued to support growth in the world
economy; indeed, according to the IMF, growth in real global GDP is expected to be roughly 5% in
2004, its strongest pace for some time. In particular, for the OECD group of countries, both imports
and exports of goods and services grew at an annual rate of around 9% (in real terms) during the
second quarter of 2004°. Trade has also grown rapidly in most developing countries. The
United States and China have accounted for almost half of the increase in world trade and growth
during the past year or so.® FDI declined in 2003 (the latest year for which data are available) but that
to developing countries as a whole rose by 9%, most notably in Africa and Asia. China is now the
leading destination for FDI, followed by France and the United States.

2. Strong growth in the United States and China, and their resulting demand for imports has
provided a stimulus to export-led growth among their trading partners during the past few years.
However, growth in Japan (until very recently) and the euro-zone has still been relatively slow,
thereby contributing to global economic imbalances, including in international trade and capital flows.
China, whose GDP grew by 9.7% annually in the second quarter of 2004* and which is now the fourth
largest trader®, has emerged as a major engine of growth in the world economy, accounting for a large
share of the increase in international trade.

3. In September 2004, in its World Economic Outlook (WEO), the IMF raised its 2004
projections to 5% and forecasts strong growth for the next two years in developed and developing
countries. The current recovery, which appears to be broad-based and robust, is seen by the IMF as
the result of much improved macroeconomic policies during the past few years.® While the
breakthrough in WTO negotiations achieved at the end of July 2004 should be a source of added
optimism for the economic recovery and long-term growth, several developments impart a degree of
downside risk to the global economic outlook.

4. The recent surge in oil prices remains a risk, although the anti-inflation credibility of central
banks is such that this "is likely to prove less consequential to economic growth and inflation than in
the 1970s".” These breached US$50 a barrel in late September, an increase of nearly US$15 since the
end of June and more than US$25 since the start of 2002. According to the International Energy
Agency (IEA) and OECD, a sustained US$10 increase in the oil price reduces real GDP growth in
OECD countries by 0.4 percentage points in the first and second years of higher prices.® The
corresponding GDP losses in Asia and poor highly indebted countries, respectively, would be 0.8 and
1.6 percentage points; the loss of GDP in Sub-Saharan Africa would be more than 3 percentage
points. The rise in energy prices could also contribute to inflationary pressures at a time when some

L IMF, 2004, World Economic Outlook, September, Chapter 1, p. 1.

2 OECD Statistics. Available online at: http://www.oecd.org/dataoecd/55/27/18628014.pdf.

® The Economist, "The Dragon and the Eagle", 30 September 2004.

* http://www.stats.gov.cn/english/statisticaldata/monthlydata/t20031110_402177688.htm.

>WTO, 2004, World Trade Report.

® IMF, 2004, World Economic Outlook September, Chapter 1, p. 6.

” Alan Greenspan, "Oil", Remarks to the National Italian American Foundation, Washington, D.C.,
15 October 2004. Greater central bank credibility in controlling inflation is not the only factor that makes the
trade-off between growth and the inflationary effects of increased oil prices less painful. In particular, the oil
intensity of production has fallen markedly since the 1970s. Furthermore, an increasingly integrated global
economy has fostered increased competition, which reduced the producers' scope for raising prices.

® International Energy Agency, 2004, "Analysis of the Impact of High Oil Prices on the Global
Economy", May.
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central banks have already started to tighten monetary policy and raise interest rates in order to
contain such pressures.®

5. An additional concern is that the effects of the monetary and fiscal policy stimuli in the
United States on domestic demand may be waning. In the United States, the main engine of global
growth during the past few years, the cyclically-adjusted budget has gone from a 1.1% surplus in
2001 to a forecast 3.2% deficit this year'?, personal saving fell to 0.9% of disposable personal income
in August 2004 and consequently consumers remain heavily indebted. The outcome has been
increasingly large structural trade and current account deficits; related bilateral trade imbalances
could give rise to protectionist sentiment and constitute an irritant to international trade relations.”> As
a consequence of the "twin deficits” in the budget and current account, the United States economy
may be becoming more vulnerable to internal or external shock. Such shocks include: sharp
increases in oil prices; lower prices of assets such as housing; or a change in sentiment on the part of
East Asian countries, especially Japan and China, making them reluctant to recycle their saving
surpluses to the United States to finance its large "twin deficits”, thus creating the potential for
associated destabilising reversals in international capital flows. (In 2003, China, Japan and other
countries in East Asia financed over half of the United States' current account deficit."®) A slowdown
in the United States could have adverse global repercussions.

6. There is also the question of a Chinese "soft landing™.** This is generally believed to involve
growth slowing to 7-8%, substantially less than the annual rate of 9-11% experienced during the past
few years. Even a soft landing could cause some discomfort to China's trading partners. This is
especially true in Japan and several other economies in East Asia, whose economic recoveries have
depended heavily on exports to China as well as to the United States; a harder landing would be even
worse. Needless to say, a slowdown in growth in China and the United States, the two largest oil
consumers, would relieve demand pressure on oil prices (as well as other raw materials) and possibly
help contain upward pressure on interest rates.

7. The economic boom in China has played a major role in the economic recovery of Japan,
whose exports to China last year accounted for two-thirds of its total export growth and one-quarter of
its real GDP growth. If the increase in capital spending by exporters is also taken into account, China
accounted for between one-third and one-half of Japan's GDP growth.” With the export-led recovery
helping to solve Japan's structural problems, annualized real GDP growth of 4.2% in the second

® According to the IEA, inflation would rise by half a percentage point in OECD countries and the
unemployment by 0.1 of a percentage point.

19 pata from the U.S. Congressional Budget Office. Available online at: http://www.cbo.gov/showdoc.
cfm?index=5802&sequence=2.

Y http://www.bea.gov/bea/newsrel/pinewsrelease.htm, 6 October 2004.

12 Interestingly, the Council of Economic Advisers (2004, p. 257), in last year's Economic Report of the
President, maintains that "bilateral deficits, such as the U.S. trade deficit with China, reveal nothing about
underlying economic forces in either country”. It goes on to add that "[W]hile trade barriers are a cause for
concern, there is no economic sense in which a bilateral deficit is either good or bad. It would be an
extraordinary coincidence if all countries had balanced trade with each of their partners. One of the benefits of
the international financial system is that it frees countries from these bilateral constraints; bilateral deficits and
surpluses are a natural consequence of a trading world composed of many countries".

3 IMF, 2004, World Economic Outlook September, Chapter 1, p. 6.

“ Whereas China's overall trade position is close to balance, its investment boom has attracted large net
inflows of FDI, particularly to export-oriented manufacturing industries. With a fixed exchange rate in relation
to the U.S. dollar, the resulting accumulation of foreign reserves has caused rapid growth in the money supply
and bank lending, thereby contributing to increased inflation, for example, the CPI index increased by 5.3%
annually in August 2004,

13 The Economist, "The Sun eventually rises”, 30 September 2004.
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quarter of 2004 has raised hopes that a sustained recovery is under way following more than a decade
of rather disappointing economic performance. However, if domestic demand in Japan (as well as
some other East Asian countries) is not sufficiently strong, it will remain vulnerable to economic
downturns abroad, especially in the United States and China.

8. The euro-zone also remains heavily dependent on external demand. This is especially true in
the zone's largest economy, Germany, where growth in consumer demand continues to be sluggish so
that the recovery is largely export-led.

9. A further cause for concern is the state of public finances in the six major industrialized
economies (United States, Japan, Germany, United Kingdom, France and Italy™®), where structural
fiscal deficits and high levels of government debt (as a proportion of GDP) could be exacerbated over
the longer term by mounting public expenditures associated with their aging populations. Several
large developing countries (such as India) are also experiencing difficult fiscal situations."’

10. Another possible element of downside risk in the IMF's current forecast of world economic
growth is the state of the financial systems in some countries, especially in Asia. Much progress has
been made in Asian countries, including those hardest hit by the Asian financial crisis, to strengthen
their banking systems (with many now achieving capital-adequacy ratios well above the 8% required
by the Bank for International Settlement), although still more needs to be done. In addition, their
central banks have amassed some US$2 trillion in low-yielding foreign exchange reserves as a
cushion against financial instability. However, the fact that authorities in some of these countries feel
the need to prevent their currencies from rising and to maintain their current account surpluses and
thereby accumulate such a high level of foreign reserves suggests that they may not yet be sufficiently
confident about the ability of their financial systems to withstand sudden reversals in foreign capital
flows.

2. TARIFFS

11. As a result of successive rounds of multilateral trade negotiations under the auspices of the
General Agreement on Tariffs and Trade (GATT) and its successor, the World Trade Organization
(WTO), tariffs on imported industrial goods have declined substantially. Indeed, once commitments
made under the Uruguay Round (UR), are fully implemented, the overall import-weighted MFN tariff
average on such products in industrialized countries will have fallen to less than 4%. This seemingly
low current level of tariff protection may give the impression that tariffs are no longer a major barrier
to international trade, especially as far as industrial products in industrialized countries are
concerned, and are not, therefore, a major issue in the DDA."® However, even in industrialized
countries, the existence of tariff "peaks" in certain sectors, notably textiles and clothing as well as
agriculture, suggest that the associated domestic dead-weight and net welfare losses caused by tariff
protection could be high. Such losses and costs to consumers are also likely to be high in developing
countries, where overall tariff protection tends to be greater than in industrialized countries, thereby
constituting not only an impediment to trade between industrialized and developing countries (North-
South trade), but also to trade among developing countries (South-South trade). Additional
unsatisfactory features of tariffs include the lack of tariff bindings together with considerable gaps
between applied and bound rates, largely in developing countries, the use of opaque specific (as
opposed to ad valorem) rates and tariff quotas, and tariff escalation.

18 IMF, 2004, World Economic Outlook, September, Chapter 1, p. 14, Table 1.4.

Y IMF, 2004, World Economic Outlook, September, Chapter 1, pp. 35 and 38.

18 Tariffs are not only a barrier to imports, but are also an implicit "charge" on exports to the extent that
exports comprise imported inputs on which duties are levied.
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12. Particular attention is focused on the so-called "Quad" group of major traders (namely Canada
the European Communities (EC), Japan and the United States) as these Members' tariffs can have
serious repercussions for their trading partners, especially developing and least developed countries
(LDCs). This is also perhaps true, albeit to a lesser extent, of tariffs applied by four major developing
countries, notably Brazil, China, India, and South Africa.’* The use of tariffs by the Quad and these
four developing countries to impede access to their markets can lead to welfare losses on a global
scale as well as domestically, not least because they tend to hamper developing countries' efforts to
achieve export-led growth.?® These WTO Members also warrant special attention because they play a
leading role in the current negotiations.

13. Some simple summary indicators capturing the level and structure of tariffs in the Quad are
reported in Table 1 for 1995, prior to the implementation of the UR tariff cuts (or 1996, if data for
1995 were not available), and for the latest available year.* They are also reported under full
implementation of the UR (and the ITA); the latter indicators are of interest because they provide a
benchmark for the current WTO negotiations on tariffs. The same indicators for China, India, Brazil
and South Africa are found in Table 2, insofar as data were available. Tariff indicators for those other
Members with a Trade Policy Review in 2003/2004, namely Belize, Benin, Burkina Faso, Jamaica,
the Republic of Korea, Mali, Norway, Rwanda, Singapore, Sri Lanka and Switzerland are found in
Table Annex 1.

Table 1
Structure of MFN tariffs in the ""Quad"
Per cent)

United States® European Communities Japanb Canada

1096 2002 FB.S| 1905 2004 FB®| Eyes Evos FB.S| 1005 2002 F.BI

Bound tariffh
1. Bound tariff lines (% of all

tariff lines) 1000 1000' 1000 . 1000 1000 | 989 989 989 . . 997
2. Simple average bound rate . . 4.6 . 6.5 6.3 10.3 6.4 6.4 . . 8.4

Agricultural products

(HS01-24) . . 8.1 . 16.7 16.3 . 16.8 16.8 . " 231

Industrial products (HS25-97) . . 4.0 . 3.7 3.6 . 3.9 3.9 . . 5.8

WTO agricultural products . . 8.3 . 16.6 16.3 . 184 18.4 . . 24.4

WTO non-agricultural

products . . 4.0 . 41 4.0 . 3.7 3.7 . . 5.7

Textiles and clothing . . 9.0 . 8.0 8.0 9.8 6.7 6.7 . . 12.2
3. Tariff quotas (% of all tariff

lines) . " 1.9 . 33 33 1.6 1.6 1.6 . . 2.2
4. Duty free tariff lines (% of all

tariff lines) . . 37.6 . 26.8 28.0 . 40.9 40.9 . . 29.7
5. Non-ad valorem tariffs (% of

all tariff lines) . . 10.8 . 9.9 10.1 . 6.3 6.3 . . 51

6. Non-ad valorem tariffs with
no AVEs (% of all tariff lines) . . 0.2 . 2.7 3.5 . 1.5 1.5 . . 0.2

Table 1 (cont'd)

9 Since acceding to the WTO in 2001, China has overtaken Canada to become the world's fourth
largest trader.

? There is a theoretical possibility that export growth might reduce economic welfare if such growth
leads to a deterioration in the exporting country's terms of trade that is sufficiently strong to more than offset the
primary gain from growth, a phenomenon known as "immiserizing" growth, which is rarely observed in practice
(see Bhagwati, Jagdish, 1958, "Immiserizing Growth: A Geometrical Note", Review of Economic Studies 25,
pp. 201-205).

2l The methodology used to construct these tariff indicators is outlined in Daly, Michael, and
Hiroaki Kuwahara, 1998, "The Impact of the Uruguay Round on Tariff and Non-Tariff Trade Barriers in the
Quad", The World Economy 21(1), pp. 207-234.
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United States” European Communities Japanb Canada
1996 2002 FB.S| 1995° 2004 FB®| Fyos Fvos FBS 1995° 2002 FBI
7. Nuisance bound rates (% of all
tariff lines) 6.7 6.8 6.4 1.0 1.0 11
Applied tariff
8. Simple average applied rate 6.4 5.1 n.a. 10.2 6.5 n.a. 9.0 6.3 na. 13.2 6.8 na.
Agricultural products
(HS01-24) 10.0 9.5 na. 237 16.6 na. 16.1 na. 28.6 212 na.
Industrial products (HS25-97) 5.7 4.2 n.a. 6.6 3.7 n.a. 3.8 na. 105 4.2 na.
WTO agricultural products 10.3 9.8 n.a. 245 16.5 n.a. 17.7 na. 30.3 21.7 na.
WTO non-agricultural
products 5.7 4.2 n.a. 6.9 4.1 na. 3.7 na. 10.4 4.2 na.
Textiles and clothing 115 9.7 n.a. 10.4 8.0 na. 8.7 6.7 na. 18.4 9.9 na.
9. Domestic tariff "peaks" (% of
all tariff Iines)k 4.0 5.3 n.a. 4.0 5.8 n.a. 6.4 na. 14 1.6 na.
10. International tariff "peaks" (%
of all tariff Iines)I 8.9 6.3 n.a. 11.0 8.6 n.a. 7.4 na. 17.0 9.8 n.a.
11. QOverall standard deviation of
tariff rates 134 13.2 n.a. 16.5 115 na. 40.8 23.2 n.a. 30.0 24.4 n.a.
12. Coefficient of variation of
tariff rates 2.1 2.4 n.a. 1.6 1.8 n.a. 3.7 na. 2.3 3.6 na.
13. Tariff quotas (% of all tariff
lines) 1.9 1.9 n.a. 3.3 33 na. 1.6 1.6 na. 2.2 2.2 na.
14. Duty free tariff lines (% of all
tariff lines) 18.2 31.2 n.a. 9.4 26.9 n.a. 349 41.6 na. 18.2 49.0 na.
15. Non-ad valorem tariffs (% of
all tariff lines) 14.1 12.1 n.a. 10.2 9.9 n.a. 7.1 6.6 n.a. 7.4 39 n.a.
16. Non-ad valorem tariffs with
no AVEs (% of all tariff lines) 31 0.0 n.a. 2.0 2.7 n.a. 14 na. 5.8 0.5 na.
17. Nuisance applied rates (% of
all tariff Iines)J 8.9 12.6 n.a. 1.0 6.8 na. 11 n.a. 1.2 2.2 n.a.

. Not available.

F.B. Final bound.

n.a. Not applicable.

a The United States levies its ad valorem duties on the basis of the “f.0.b." (“free on board") price, thereby excluding the costs of insurance and
freight. By contrast, most other WTO Members, including the EC, Japan and Canada, levy ad valorem import duties on the “c.i.f." price, which
includes these costs. As the c.i.f. price exceeds the f.0.b. price by the amount of insurance and freight costs, a tariff levied on the f.0.b. price affords
less protection than one levied at the same rate on the c.i.f. price.

b Based on fiscal years.

c Based on 1998 tariff schedule.

d Pre-Uruguay Round tariff.

e Based on 1999 tariff schedule.

f Based on FY 2004 tariff schedule.

g Based on 2000 tariff schedule.

h Calculations are only based on bound tariffs.

i Two lines, applying to crude petroleum, are not bound.

j Nuisance rates are those greater than zero, but less than or equal to 2%.

k Domestic tariff peaks are defined as those exceeding three times the overall simple average applied rate (indicator 8).

| International tariff peaks are defined as those exceeding 15%.

Note: All calculations exclude "in-quota" rates. Ad valorem equivalents (AVESs) of non-ad valorem duties are used insofar as they are
available. Where AVEs are not available, the ad valorem tariff component is used for compound and alternate rates.

Source: WTO Secretariat calculations, based on data provided by the Members.
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Table 2
Structure of MFN tariffs in selected developing countries
(Per cent)
China Brazil India South Africa
1996 2002 FB2 2000 2004 F,B_b 1997/98 2001/02 FB.C 1997 2002 F_B,d
Bound tariff®
1. Bound tariff lines (% of all tariff lines)®| M- 1000 1000 |1000 1000 1000 | 670 733 733 | 963 9.2 963
2. Simple average bound rate . 12.4 9.9 . . 30.2 . . 50.6 . . 20.9
Agricultural products (HS01-24) . 17.9 145 . " 35.8 . . 1157 . " 46.8
Industrial products (HS25-97) . 114 9.1 . . 295 . . 377 . . 181
WTO agricultural products " 18.2 15.2 . . 35.3 . . 1147 . . 435
WTO non-agricultural products . 115 9.0 . . 29.6 . . 36.2 . . 18.1
Textiles and clothing . 17.6 115 . . 34.7 . . 29.9 . " 26.8
3. Tariff quotas (% of all tariff lines) . 0.8 0.8 . . 0.0 . . . . . 3.9
4. Duty free tariff lines (% of all tariff . 4.3 7.6 . . 0.7 . . 0.3 . . 10.2
lines)
5. Non-ad valorem tariffs (% of all tariff . 0.0 0.0 . . 0.0 . . 6.4 . . 0.0
lines)
6. Non-ad valorem tariffs with no AVEs . 0.0 0.0 . . 0.0 . . 6.4 . " 0.0
(% of all tariff lines)
7. Nuisance bound rates (% of all tariff . 1.9 2.4 . . 0.0 . . 0.0 . . 0.0
Iines)f
Applied tariff
8. Simple average applied rate 23.6 12.3 n.a. 13.7 104 n.a. 35.3 323 n.a. 15.0 114 na.
Agricultural products (HS01-24) 354 18.0 n.a. 12.9 10.4 n.a. 338 417 n.a. 113 115 na.
Industrial products (HS25-97) 21.7 113 n.a. 13.8 104 n.a. 35.6 30.8 n.a. 154 114 na.
WTO agricultural products 3338 18.2 n.a. 12.6 10.2 n.a. 35.2 40.7 n.a. 9.4 9.6 na.
WTO non-agricultural products 221 11.3 na. 13.8 10.5 n.a. 354 31.0 n.a. 15.7 11.6 n.a.
Textiles and clothing 328 175 n.a. 20.3 17.2 n.a. 43.7 313 n.a. 35.1 244 na.
9. Domestic tariff "peaks" (% of all tariff 11 1.8 na. 0.0 0.6 n.a. 0.2 1.3 n.a. 4.0 3.9 na.
Iines)g
10. International tariff “peaks" (% of all 55.2 17.2 n.a. 41.3 26.8 n.a. 90.5 96.8 n.a. 394 349 n.a.
tariff Iines)h
11. Overall standard deviation of tariff rates| 17.4 9.1 n.a. 6.7 7.0 n.a. 145 13.0 n.a. 17.8 12.6 n.a.
12. Coefficient of variation of tariff rates 0.7 0.7 n.a. 0.5 0.7 na. 0.4 0.4 na. 1.2 11 n.a.
13. Tariff quotas (% of all tariff lines) . 0.8 n.a. 0.0 0.0 n.a. . . n.a. 42 38 na.
14. Duty free tariff lines (% of all tariff 1.9 4.8 na. 15 10.4 n.a. 1.4 11 n.a. 424 434 n.a.
lines)
15. Non-ad valorem tariffs (% of all tariff 0.0 0.7 na. 0.0 0.0 n.a. 0.2 5.3 n.a. 25.6 25 na.
lines)
16. Non-ad valorem tariffs with no AVEs 0.0 0.7 na. 0.0 0.0 n.a. 0.2 53 n.a. 25.6 25.0 na.
(% of all tariff lines)
17. Nuisance applied rates (% of all tariff 1.0 1.9 na. 0.8 15.1 n.a. 0.0 0.0 n.a. 0.2 0.0 n.a.
lines)
" Not available.
n.a. Not applicable.
* Negligible.
F.B. Final bound.
a Based on 2002 tariff schedule.
b Based on 2004 tariff schedule.
c Based on 2001/02 tariff schedule. Averages do not include lines where different parts of the HS six-digit line were bound at
different rates.
d Based on 2001 tariff schedule.
e Calculations are only based on bound tariff lines. Including fully bound and partially bound rates.
f Nuisance rates are those greater than zero, but less than or equal to 2%.
g Domestic tariff peaks are defined as those exceeding three times the overall simple average applied rate (indicator 8).
h International tariff peaks are defined as those exceeding 15%.
Note: Excluding in-quota rates. Calculations exclude specific rates and include the ad valorem part for compound and alternate rates.

Source: WTO Secretariat calculations, based on data provided by Members.
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Bound MFN tariffs

14. Tariff bindings are a key element of trade liberalization as they reduce the uncertainty
concerning Members' trade regimes. In addition to achieving higher levels of bindings on industrial
products, all Members bound virtually all their tariff lines on agricultural items as a result of the WTO
Agreement on Agriculture. The Quad have bound close to 100% of all their tariff lines. Full
implementation of UR commitments will result in relatively low simple average bound rates for
industrial products in developed countries, although wide differences exist across products. While the
simple average of bound MFN rates under the UR will be in the range of 4.6% in the United States to
8.4% in Canada, the average for agricultural products is two to five times higher than that for
industrial products. As regards industrial products, bound rates are among the highest for textiles and
clothing, with the post-UR average ranging from 6.7% in Japan to 12.2% in Canada. Whereas Brazil,
China, and South Africa have also bound most, if not all, of their tariff lines, India has bound less than
three quarters. Final average bound rates (once the UR commitments are fully implemented) range
from nearly 10% in China to over 50% in India.

Applied MFN tariffs

15. Applied MFN tariffs in the Quad are generally at, or close to, bound rates. The average for all
products in 2002 ranged from 5.1% in the United States to 6.8% in Canada; the average for the Quad
was 6.2%. However, these low average applied tariff levels disguise the fact that agricultural
products and textiles and clothing, respectively, are subject to much higher average rates of 16.4%
and 8.6%. These applied (as well as bound) MFN averages tend to underestimate the overall level of
tariff protection. In particular, they do not include certain specific duties for which ad valorem
equivalents (AVES) are not available; such duties tend to conceal tariff "peaks”. In the EC and Japan,
for example, AVEs were not available for 2.7% and 1.5% of tariff lines subject to non-ad valorem
duties (Table 1).

16. Tariffs tend to be much higher in developing countries; for example, the average applied
MFN tariff rate for China (2002) was 12.3%, albeit roughly half the level in 1996 (Table 2). By the
time its commitments are fully implemented, China's average bound rate will be 9.9%, which means
that applied rates will need to be brought down to at most this level. The average applied MFN tariff
rates in Brazil (2004) and South Africa (2002), respectively, were 10.4% and 11.4%. By contrast, the
average in India (2001/02) was 32.3%, one of the highest among developing countries.”? Whereas in
entering China and India, imports of agricultural products face tariffs that are on average considerably
higher than those applied to non-agricultural products, in Brazil and South Africa, agricultural
products are subject to roughly the same or even lower tariffs than those applied to non-agricultural
products. China, Brazil and South Africa, unlike India, also levy relatively high tariffs on textiles,
clothing and footwear.

17. One possibly important reason for such high applied MFN tariff rates in India and some other
developing-country Members is the fact that tariffs are also a major source of tax revenue. It follows
that tariff reform can have important revenue implications in such countries and reductions in average
applied tariffs depend heavily on tax reforms aimed at reducing reliance on border taxes for
revenues.”® However, the possible fall in the revenues resulting from across-the-board cuts in applied
tariff rates can be mitigated by the elimination of exemptions and other concessions in Members'
tariffs; moreover, to the extent that broad cuts in applied tariffs are reflected in lower domestic prices

22 The simple average MFN rates do not include any exemptions or concessions that are also offered on
an MFN basis and may significantly lower the effective tariff rate.

2 WTO negotiations concerning cuts in tariffs involve bound MFN rates only; such cuts would affect
tariff revenues only insofar as they lead to reductions in applied rates.
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for imported products, the amount of revenue collected (from the tariff and internal indirect taxes)
could rise insofar as demand for such products is sufficiently responsive. Financial support (from
institutions such as the IMF or World Bank) might perhaps help developing countries to manage any
loss of tax revenues arising from cuts in applied tariffs. A broad-based VAT would, in most cases, be
a far less distorting source of tax revenue than tariffs, provided the administrative obstacles to such a
tax can be overcome.

18. Applied MFN tariffs are often well below bound rates in developing countries, including
India, Brazil and South Africa (but not China), thus providing considerable scope for applied tariffs to
be raised and thereby imparting a degree of unpredictability to the tariff. This gap is the result of two
factors: the negotiation of ceiling bindings and unilateral reductions in applied tariffs.

19. So-called "nuisance" tariffs (whose applied rates exceed zero, but are no more than 29%)
involve as many as 12.6% of all tariff lines in the United States and 6.8% in the EC, but only 1.1% in
Japan. In Brazil, they cover 15.1% of all tariff lines. By contrast, in China, such tariffs cover only
1.9% of all tariff lines and are negligible in India and South Africa.

Tariff dispersion and "*peaks™

20. Efficiency losses associated with tariffs depend not just on average applied MFN levels, but
also on the dispersion in rates across products. For any given average tariff, the greater the dispersion
in rates, the greater the likelihood that consumers' and producers' decisions are distorted by the tariff
structure. Among the Quad, applied MFN tariff rates three or more times the national average
(domestic "peaks™) continue to protect certain sectors from imports. These "peaks” cover from 1.6%
of tariff lines in Canada to between 5.3% and 6.4% in the United States, the EC, and Japan. By and
large, tariff "peaks" are concentrated in agriculture and food products, partly due to "tariffication”, as
well as textiles and clothing, which tend to be labour intensive (Chart 1). Many of these products are
of major export interest to developing countries; indeed, LDCs' exports are disproportionately
affected by tariff "peaks" in the Quad.”® Appropriately, the problem of tariff "peaks" features
prominently in the DDA. In most developing (and least developed) countries, domestic tariff "peaks"
tend to be less pervasive, largely due to these countries' higher overall levels of tariff protection. In
China, for example, such "peaks" cover only 1.8% of tariff lines. In South Africa, the proportion is
3.9%, while they are negligible in India (1.3%) and Brazil (0.6%). Although "peaks" in these
countries do arise in agriculture and food products as well as textiles and clothing, they are less
pronounced than in the Quad (Chart 2).

 There is no agreed WTO definition of "nuisance" tariffs.

% The value of Quad imports subject to international tariff “peaks" (that is, rates exceeding 15%) was
nearly US$93 billion in 1999, roughly 60% of which originated in developing countries. This represents about
5% of developing countries' total exports to the Quad. LDCs exports to the Quad subject to "peaks" accounted
for 15% to 30% of LDC's total exports to the United States, EC and Canada. Up to US$22 billion of tariff
revenue may be collected by Quad Members on those imports subject to such "peaks"”; half of this amount is
contributed by developing country exporters, and LDC exporters may pay up to US$200 million in tariff
revenue notwithstanding their tariff preferences (See Francis Ng and Marcelo Olarreaga, 2002, "Tariff Peaks
and Preferences" in B. Hoekman, A. Mattoo and P. English (editors), Development, Trade and WTO (The World
Bank)). This situation may well have changed somewhat owing to unilateral preferences accorded by the
United States and the EC, respectively, under AGOA and EBA.
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Chart 1
Simple average MFN tariff rates for the ""Quad™, by HS Section
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Chart 2

Simple average MFN tariff rates for selected developing countries, by HS section
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21. In general, a movement towards lower and more uniform tariffs in developed and developing
Members alike would tend to improve resource allocation and thereby raise economic welfare.”® High
and disparate tariffs foster inefficiency by penalizing efficient activities, including exports; by
promoting a high-cost economy, they impair the competitiveness of exporters. Border taxes levied on
imports are, in effect, shifted onto exports. Reducing tariff dispersion will tend to reduce these
adverse effects.

22, It is estimated that if Quad Members were to accord LDCs duty-free access for products
subject to tariff "peaks", LDCs' exports to these major markets would rise by between 30-60%, or by
as much as US$2.5 billion; the latter is equivalent to an 11% increase in LDCs' total exports.?’ Part
of this increase in LDCs' exports would be at the expense of other developing countries.

Non-ad valorem tariff rates

23. Tariff "peaks" are often concealed by non-ad valorem rates®, an important feature of the
Quad Members' tariff schedules.” This is particularly true for agricultural products, especially in the
United States and the EC, where specific rates account for 12.1% and 9.9% of tariff lines,
respectively, and will remain so even once the UR is fully implemented.*®* This is partly the
consequence of the "tariffication” of agricultural NTBs, which were largely converted into specific or
mixed® duties, rather than into pure ad valorem tariffs, and often combined with quotas. Non-ad
valorem rates are also an important feature of the tariffs of India and especially South Africa, although
in the latter they are expected to disappear once the UR is fully implemented. By contrast, the tariffs
of China and Brazil appear to be relatively transparent in this regard, with only 0.7% of all tariff lines
subject to non-ad valorem rates in China and none in Brazil.

24. Specific duties also tend to distort domestic production patterns more than ad valorem tariffs
do, providing disparate levels of assistance for similar goods by taxing imports of cheaper products
more heavily; this encourages domestic firms to produce cheaper goods that have higher protection
from imports. To the extent that developing countries are exporters of relatively cheap products
falling within the same national tariff line, such duties tend to impose a heavier burden on their
exports; specific duties thus tend to afford higher levels of tariff protection (in ad valorem terms)
against imports from developing countries than from industrialized countries. Specific duties may also
be more regressive than ad valorem duties because they impose a heavier burden on cheaper products
within the same tariff line. Furthermore, as ad valorem equivalents (AVESs) are inversely related to
import prices, specific duties progressively cushion domestic producers against competition from
lower-priced imports, thereby counteracting cuts in specific rates. Consequently, they counteract the
relative price effects of exchange rate changes on countries' trade balances. The use of specific duties

% Strictly speaking, a uniform, non-zero nominal tariff minimizes the net welfare cost of such
protection only if import demand elasticities are uniform across commodities and cross-price effects are
negligible. Tariff uniformity may be desirable on administrative simplicity and political grounds, however.
Chile and Mongolia provide examples of Members with low and quasi-uniform tariffs.

" Hoekman, Bernard, Francis Ng and Marcelo Olarreaga, 2002 "Reducing Agriculture Tariffs Versus
Domestic Support: What's More Important to Developing Countries?", CEPR Discussion Paper No. 3576.

8 The simple average of ad valorem equivalents (AVESs) for specific duties is 2% to 20 times the
simple average of ad valorem duties in the Quad.

% Norway and particularly Switzerland also rely heavily on specific duties; indeed, all Switzerland's
duties are specific.

% To the extent that specific rates do conceal tariff "peaks" and estimates of their AVEs are not
available, as in the EC, Japan, Canada, China, India and South Africa, the indicators of both the levels of tariff
protection and the dispersion in rates are underestimated.

1 Mixed (or alternative) tariff rates ensure a minimum (or maximum) level of protection through a
choice between an ad valorem rate and a specific rate, e.g. 15% or US$5 per kilo, whichever is more (or less).
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can lead to an increase in real tariff protection as the prices of traded goods decline (and to a fall in
real protection as prices increase). Interestingly, Members have agreed in the framework of
negotiations concerning non-agricultural market access that duties on non-agricultural products shall
be "bound in ad valorem terms".

Tariff quotas

25. In consequence of the UR, and especially the "tariffication" of agricultural NTBs, tariff rate
guotas as a proportion of all tariffs increased considerably in the United States, Japan and Canada;
they were already significant in the EC prior to the UR. Thus, tariff quotas will account for between
1.6% of tariff lines in Japan to 3.3% in the EC, once UR commitments are fully implemented. By
contrast, the tariffs of China and Brazil contains few, if any, tariff quotas. "Out-of-quota" rates (and
even "in-quota” rates) in the Quad, often entail potentially prohibitive tariff "peaks". Tariff rate quotas
were designed to take into account "current access"” prior to the "tariffication" process and necessary
to administer minimum access requirements under the UR. However, they have left considerable
scope for discretion in the allocation of “in-quota” volumes, thereby retaining a number of the

drawbacks associated with previous quantitative restrictions, reducing the benefits of “tariffication".*

Tariff escalation

26. A non-uniform tariff is often used to provide an “escalating™ degree of tariff protection to
encourage downstream processing. This may be attempted by levying relatively low duties on raw
materials with progressively higher tariffs applied to more processed goods. The outcome is that the
level of effective protection increases as goods undergo further processing.®* Indeed, what may be
mild escalation in nominal tariff terms can provide very high effective (net) assistance to downstream
activities. Tariff escalation (often reflecting tariff "peaks") is a feature of industrial-product tariffs in
the Quad (Table 3). Such escalation is present in the same sectors that are affected by "peaks", most
notably textiles and clothing, food, beverages and tobacco, and non-metallic mineral products. Tariff
escalation is also a feature of the tariffs of China, Brazil, South Africa and, to a lesser extent, India,
especially in the case of textiles and clothing (Table 4). Not only is tariff escalation a potential
impediment to the efficient allocation of resources in the importing country, it also constitutes an
obstacle to local processing of domestically-produced primary products as well as of semi-finished
goods in the exporting country; consequently, it can impede the industrialization of developing
countries and LDCs seeking to export products with higher value-added, if not mitigated by the GSP
or other preferences.*

% Information regarding tariff rate quota (TRQ) "utilization rates" and "administration" systems may be
found in WTO documents TN/AG/S/2, TN/AG/S/5, TN/AG/S/6 and TN/AG/S/9.

* The effective rate of protection (ERP) measures the protection provided by the entire structure of
tariffs, taking into account those levied on inputs as well as those on final products. It is defined as ERP = (Vp—
Vw)/Vw, Where Vp is the value-added in the given sector at domestic prices, which includes tariffs, and Vyy is
value added at world prices. If the nominal tariff on the final product is t, the share of each imported input i in
the total value of the final product is a;, and the nominal tariff on each imported input is t;, then the effective rate
of protection can be written as: ERP = (t - Zait;)/(1 - 2&;). Thus, if t=10%, t; = 5% for all inputs and 2a; = 0.6,
the ERP is nearly 20%. For a full discussion of this concept, see Corden, W.M., 1971, The Theory of
Protection, London: Oxford University Press.

* In principle, LDCs will not face any tariff escalation once they are granted "duty-free and quota-free
access" to the markets of developed countries, provided they can comply with associated preferential rules of
origin.
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Table 3
Tariff escalation in the *"Quad'* by 2-digit ISIC industry
(Per cent)
United States EC15 Japan Canada
2002 2004 2004/05 2002
Food beverages and tobacco First stage of processing 3.1 14.6 12.6 10.2
Semi-processed 7.4 19.2 214 6.8
Fully processed 12.4 19.3 20.2 34.1
Textiles and leather First stage of processing 2.9 0.8 24.3 11
Semi-processed 9.1 6.2 6.5 6.9
Fully processed 10.0 9.2 114 135
Wood and furniture First stage of processing 0.1 0.0 0.0 0.0
Semi-processed 21 3.1 4.3 2.1
Fully processed 2.2 2.1 2.1 5.1
Paper, printing and publishing First stage of processing 0.0 0.0 0.0 0.0
Semi-processed 0.5 0.9 0.3 0.4
Fully processed 0.6 0.0 0.0 1.0
Chemicals First stage of processing 1.9 15 24 15
Semi-processed 4.3 4.7 2.8 3.0
Fully processed 3.9 39 2.0 4.8
Non-metallic mineral products First stage of processing 0.0 0.0 0.0 0.0
Semi-processed 2.1 2.9 15 0.7
Fully processed 5.6 41 11 3.8
Basic metal First stage of processing 0.4 0.0 0.4 0.0
Semi-processed 1.7 13 0.8 0.9
Fully processed 25 0.0 3.0 3.7
Fabricated metal products and machinery ~ Semi-processed 2.7 1.6 15 15
Fully processed 2.2 25 0.3 2.6
Other First stage of processing 1.6 1.2 0.2 1.2
Semi-processed 0.4 0.0 0.0 0.0
Fully processed 3.6 2.7 25 48
Total industry First stage of processing 23 8.6 10.3 3.9
Semi-processed 4.7 4.8 4.7 3.9
Fully processed 55 7.0 7.2 8.9
Overall escalation First stage of processing 3.8 8.4 7.4 4.8
Semi-processed 4.7 4.8 4.7 3.9
Fully processed 55 7.0 7.2 8.9

Note: For countries with non-ad valorem rates AVEs have been used as available. In case of unavailability, the ad valorem part is used
for compound and alternate rates. Excluding in-quota rates.
Source: WTO Secretariat calculations, based on data provided by Members.
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Table 4
Tariff escalation in China, Brazil, India and South Africa, by 2-digit ISIC industry
(Per cent)
China Brazil India South Africa
2002 2004 2001/02 2002
Food beverages and tobacco First stage of processing 15.3 8.1 36.3 10.7
Semi-processed 28.1 11.2 36.6 10.3
Fully processed 215 135 48.2 15.4
Textiles and leather First stage of processing 13.0 8.3 259 5.0
Semi-processed 15.1 15.6 28.4 22.1
Fully processed 204 19.1 34.2 324
Wood and furniture First stage of processing 0.0 2.0 125 0.0
Semi-processed 5.7 7.3 31.1 6.2
Fully processed 11.8 14.7 34.8 155
Paper, printing and publishing First stage of processing 0.0 3.6 7.1 0.0
Semi-processed 8.4 12.1 34.7 5.9
Fully processed 115 11.9 29.4 7.7
Chemicals First stage of processing 7.1 6.8 25.8 3.7
Semi-processed 7.2 6.3 33.6 35
Fully processed 10.7 6.6 335 7.9
Non-metallic mineral products First stage of processing 2.3 6.0 33.0 0.0
Semi-processed 10.7 7.3 34.1 49
Fully processed 15.1 11.1 34.1 7.1
Basic metal First stage of processing 2.8 24 23.8 0.0
Semi-processed 53 9.6 33.0 3.2
Fully processed 13.1 16.0 35.0 2.9
Fabricated metal products and Semi-processed 6.8 13.7 19.0 1.7
machinery
Fully processed 11.2 13.0 29.1 5.2
Other First stage of processing 14.5 8.6 35.0 25
Semi-processed 8.9 12.0 35.0 4.3
Fully processed 17.1 17.3 334 7.3
Total industry First stage of processing 11.3 7.2 28.1 55
Semi-processed 9.7 85 32.3 12.9
Fully processed 14.0 12.5 33.0 11.2
Overall escalation First stage of processing 11.2 6.7 29.4 4.7
Semi-processed 9.7 85 32.3 12.9
Fully processed 14.0 125 33.0 11.2
Note: Calculations exclude specific rates and include the ad valorem part for compound and alternate rates. Excluding in-quota rates.
Source: WTO Secretariat calculations, based on data provided by the Members.
GSP and similar preferences for developing and least developed countries
217. Applied tariff rates may be lower than MFN rates owing to non-reciprocal preferences

granted to developing countries under the Generalized System of Preferences (GSP) and
supplementary preferences for LDCs. Such preferences are prominent forms of special and
differential (S&D) treatment aimed at increasing the export opportunities of developing and least
developed countries.

28. Under the GSP, developed countries discriminate in favour of qualifying developing ones by
granting them non-reciprocal tariff reductions below MFN rates for certain products. For example,
average GSP rates are 3.7% in the United States, 4.5% in the EC, 5.1% in Japan and 5.4% in Canada
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(Table 5), 1.2 to 2 percentage points lower than the corresponding average applied MFN rates.
Recent Trade Policy Reviews of other major providers of GSP preferences show that the differentials
between MFN and GSP rates are considerably smaller for "sensitive sectors”, such as agriculture and
textiles and clothing, both of which are frequently excluded from GSP and other unilateral preferences
(see also section (4) below).

29. This exception to MFN treatment under the GATT was authorized through a ten-year waiver
in 1971 and given permanent legal status in 1979 through the "Enabling Clause™ of the Tokyo Round
agreements. Such preferences are perceived to enhance the ability of developing countries' exporters
to compete in developed countries' markets. More than 30 years after the GATT first authorised the
GSP as a "temporary™ measure, it appears to remain popular among developing countries as an
important instrument for ensuring "special and differential treatment” within the multilateral trading
system through improved access to developed countries' markets without reciprocal liberalization.
Recently, the "Quad" and other industrialized countries have passed legislation providing improved, if
not duty-free, access for LDCs for almost all products. More specifically, the U.S. enacted the
African Growth Opportunities Act (AGOA) in May 2000 and the EC enacted the Everything But
Arms (EBA) scheme in March 2001.>> New Zealand (as of 1 July 2001), Norway (as of 2002) and
Australia (as of 1 July 2003), have also granted LDCs duty-free access to their markets for all
products.

Table 5
MFN and developing country preferential tariffs
(Per cent)
MFN Gsp? LDC®
United States 2002 5.2 3.7 2.7
WTO agricultural products 10.4 8.4 6.2
Textiles and clothing 9.7 9.4 9.4
European Communities 2004° 6.5 45 1.7
WTO agricultural products 16.5 145 9.0
Textiles and clothing 8.0 7.2 0.0
Japan 2004/05 6.3 5.1 31
WTO agricultural products 17.7 16.7 15.3
Textiles and clothing 6.7 5.0 0.0
Canada 2002 6.8 5.4 41
WTO agricultural products 21.7 20.8 18.2
Textiles and clothing 9.9 8.9 7.1
Australia 2001/02° 43 3.9 18
WTO agricultural products 13 1.0 0.0
Textiles and clothing 12.3 12.3 8.6
New Zealand 2002 4.1 35 0.0
WTO agricultural products 2.1 1.6 0.0
Textiles and clothing 9.5 9.0 0.0
Czech Republic 2001 6.1 5.1
WTO agricultural products 134 13.2
Textiles and clothing 6.6 6.2

Table 5 (cont'd)

% Under AGOA, 38 African countries currently qualify for preferential treatment; in order to qualify
for AGOA, the country must already be eligible for GSP treatment. AGOA extends GSP for eligible sub-
Saharan African countries until 1 September 2008. Awvailable online at: http://www.agoa.gov/ [6 August 2003].
The EBA grants duty free and quota free access for all products from LDCs except arms and munitions and
three agricultural products (bananas, rice and sugar); tariffs and quotas on the three agricultural products will be
liberalized gradually (tariffs will be removed in 2006 for bananas and 2009 for rice and sugar).
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MFN Gsp*? Lbc?
Slovak Republic 2001 6.1 5.2 4.6
WTO agricultural products 13.2 13.0 13.0
Textiles and clothing 6.7 6.2 5.9
Norway 2004 7.2 5.5 0.0
WTO agricultural products 38.2 31.2 0.0
Textiles and clothing 3.4 11 0.0
Switzerland 2004 9.3 8.1 5.1
WTO agricultural products 36.2 34.2 24.1
Textiles and clothing 5.6 2.8 0.0
Not available.
a Generalized System of Preferences.
b Least developed countries Preferences.
c Data for EC's GSP and LDC are based on the 2002 tariff.
d Canada has provided duty- and quota-free access to imports of textiles and clothing products from LDCs as of 1 January 2003.
e As of 1 July 2003, Australia has removed all tariffs on LDCs.
Note: AVEs have been used as available. In case of unavailability, the ad valorem part is used for compound and alternate rates.

Source: WTO Secretariat calculations, based on data provided by Members.

30. However, as Table 5 and numerous empirical studies have shown, interests in developed
countries often curtail the benefits of the GSP so that the scheme is not as advantageous to developing
countries as it appears; the broad conclusion of these studies is that GSP has at best yielded only a
"modest"” increase in imports from beneficiary countries, with some of those gains due to trade
diversion rather than trade creation.*® Even in the cases of more recent supplementary initiatives,
such as the AGOA and the EBA, some analyses suggest that market access will be only slightly
improved for the countries concerned.*’

31. There are several possible reasons for this outcome. First, such preferences are seldom
generalized; they frequently exclude precisely those products (e.g. textiles and clothing) in which
developing countries have comparative advantage, and moreover, where their exports tend to face
tariff "peaks"” in major markets. This is evident from preferential tariff rates for LDCs provided by the
Quad and other countries in textiles and clothing and agriculture (Table 5). Further, they can be
unilaterally revoked or modified at any time by the Member according such concessions, thereby
leading to uncertainty. In particular, a developing country may be "graduated™ out of a preference for
a product just as it begins to achieve significant success in an export market, thereby discouraging
efforts to expand exports.®® Moreover, conditions may be attached to these preferences in order to
obtain concessions from developing countries; these concessions may be in non-trade areas.*® Even

% See, for example, studies cited in Ozden and Reinhardt, 2003, “The Perversity of Preferences: GSP
and Developing Country Trade Policies 1976-2000", World Bank Working Paper No. 2955, January.

%" See, for example, Mattoo, Aaditya, Devesh Roy and Arvind Subramaniam, 2002, "African Growth
and Opportunity Act and its Rules of Origin: Generosity Undermined?", World Bank Research Working Paper
No. 2908, October; and Brenton, Paul, 2003, "Integrating the Least-developed Countries into the World
Trading System: The Current Impact of EU Preferences under Everything But Arms", World Bank Policy
Research Working Paper No. 3018, April.

% For example, since the GSP scheme of the United States was introduced in 1976, 36 of the
154 eligible countries have graduated.

* In some instances, the EC explicitly links its granting of preferences in addition to those provided by
the GSP to beneficiary countries' adherence to labour and environmental standards (see for example,
WTO, 2004 Trade Policy Review — European Communities (WT/TPR/S/136)). Likewise, U.S. trade laws allow
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when eligibility is not a problem, full use of the GSP system and other recent initiatives is hampered
by the complexity of the system and technical incapacity of developing countries' exporters. In
particular, certain "rules of origin" must be satisfied by exporting countries; these rules usually
involve a minimum amount of value added, which can be a deterrent to small countries with limited
technological capacity.”> Also, rules of origin often require beneficiaries to use inputs produced in the
country granting the preference, with potential adverse effects on their exporters' competitiveness.**
In addition, it would appear that Members according GSP preferences disproportionately substitute
non-tariff barriers for tariffs where sensitive GSP-eligible products are concerned.*? Last, developing
countries' exports are often impeded by supply-side constraints, including lack of trade finance
(possibly owing to market failure) and poor infrastructure.

32. Perhaps a more fundamental aspect of the GSP and similar preferences is the fact that there is
some evidence that such nonreciprocal preferences may have the effect of delaying trade
liberalization by recipients; indeed, developing countries removed from GSP tend to adopt more
liberal trade policies than those remaining eligible.** The reason is that with trade barriers reflecting
the Government's balancing of political support from import-competing and export sectors, the non-
reciprocity feature of the GSP shifts the balance in favour of the import-competing sectors in
developing countries; it does this by reducing one of the main incentives that developing countries'
export industries have to oppose protectionist trade policies at home instead of securing the export
sectors' support for more liberal trade policies. Further, given that GSP preferences tend to be
devalued by negotiated multilateral reductions in MFN rates, they can provide the wrong signal to
exporters in developing countries regarding their long-term comparative advantage and might even
deter developing countries from agreeing to multilateral reductions in MFN rates. The new "GSP-
plus” non-reciprocal preferences such as the EBA and AGOA may also create a systemic risk by
excluding some countries that are already recipients of preferences under a different GSP
arrangement; the resulting complex set of preferential trading arrangements arbitrarily exclude
certain countries and reduce predictability and stability in the multilateral trading system.** This

the President to use GSP to promote labour standards and intellectual property rights; this has been extended to
the AGOA Act.

“* In Europe, for example, the estimated cost of collecting, managing and storing the information
needed for origin verification and administration is about 3% of product prices. Moreover, the EC's preferential
rules of origin tend to be more restrictive for products (such as beverages, tobacco, textiles, clothing and
footwear) with high preferential margins. See WTO, 2004 Trade Policy Review — European Communities
(WT/TPR/S/136), pp. 50-51.

1 Such sourcing may not be the cheapest available, thus raising the production costs of exporters and
affording protection to preference-granting producers of the inputs.

%2 Clark, Don P. and Simonetta Zarilla, 1992, "Non-Tariff Measures and Industrial Nation Imports of
GSP-Covered Products”, Southern Economic Journal 59, October, pp. 284-293.

% Ozden and Reinhardt, 2003, “The Perversity of Preferences: GSP and Developing Country Trade
Policies 1976-2000", World Bank Working Paper 2955, January.

* In addition to countries such as Guyana and Kenya, other major "losers" from such trading
arrangements are the large, poor, developing countries such as India, Pakistan and Indonesia (see Page S. and A.
Hewitt, 2002, "The New European Trade Preferences: Does 'Everything but Arms' (EBA) Help the Poor?",
Development Policy Review, 20(1), pp. 1-13). However, Pakistan was granted special EC and other preferences
and debt relief and has how been added to the list of countries who receive additional "super GSP" preferences
as part of the war on drugs; Indonesia, as a member of OPEC also receives its own preferences. With regard to
additional preferences granted under the EC's GSP scheme as part of the war on drugs, the WTO Panel in
EC-Tariff Preferences recently found that the EC measure is inconsistent with Article 1.1 of GATT 1994
because it failed to demonstrate that the measure is justified under the Enabling Clause or Article XX(6) of
GATT 1994. The ruling was partially overturned by the Appellate Body in April 2004 (WTO document,
WT/DS246/ABIR, 7 April 2004).
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raises the question of what measures, if any, might be taken to help developing countries adjust to the
erosion of the tariff preferences they currently enjoy.*

33. Developing countries might be better served by their becoming more fully engaged as WTO
Members, with full obligations and rights under the WTO agreements, than by special GSP-style tariff
preferences. Certain more temporary and targeted forms of special and differential (S&D) treatment
might be appropriate, where these are designed: to address constraints on developing countries'
institutional capacity to implement existing, or new, WTO Agreements; their different developmental
priorities; or where additional time and possible assistance might be required to allow the appropriate
sequencing of, and adjustment time for, various macroeconomic and structural reforms (including
trade liberalization).

Bilateral and regional preferences

34. The proliferation of bilateral and regional agreements since the WTO was established in 1995
has eroded the scope of application of MFN tariffs, with the outcome that for a number of Members
MFN tariffs tend to be the exception rather than the rule (see also Section 7 on Regional Trade
Agreements). This means that the preferences accorded by these Members to developing and least
developed Members are not as generous as they appear.

3. AGRICULTURE - THE MOST DISTORTED SECTOR

35. Agriculture plays a relatively important role in developing countries' economies, accounting
for just over one quarter of their GDP and about half of their employment; by contrast, agriculture in
OECD countries accounts for only around 2% of GDP and 7.3% (in 2001) of employment. With
nearly three quarters of the world's poor concentrated in rural areas, mainly in developing countries,
and depending heavily on agriculture for their livelihoods, trade liberalization in agriculture is crucial
to the alleviation of poverty. In agriculture, the conversion of quantitative restrictions into tariffs
("tariffication™) and the curtailment of subsidies were among the major achievements of the UR;
tariffication of NTBs, in particular, paved the way for future reductions in agricultural tariffs.*
Nonetheless, both tariffs and domestic support for agriculture are still relatively high, especially in
many OECD countries. In the Quad, for example, applied MFN tariffs on agricultural products
average more than four times those on non-agricultural products, thus impinging on the opportunities
of developing and other countries to benefit from trade in such products. Total support to agriculture
by OECD countries is close to US$1 billion per day, more than six times all development assistance.
Much of this support is linked to production; this encourages higher output resulting in large
surpluses, especially in several OECD countries where such support is most generous. Support linked
to production in combination with export subsidies tends to lower world prices of agricultural
products and leads to the displacement of developing countries’ products, not just from subsidizing

** According to the IMF, in most LDCs the welfare losses associated with preference erosion are likely
to be relatively modest — less than 2% of LDCs' aggregate exports; hence, the countries most affected by the
adverse effects of such erosion could be "comfortably” compensated through increased assistance. Such
assistance would be especially important for those LDCs that are currently most heavily dependent on such
preferences (see "Communication from the IMF: Financing of Losses from Preference Erosion", WTO
document WT/TF/COH/14, 14 February 2003).

“ The Uruguay Round Agreement of 1994 resulted in agricultural policies being subjected to
multilateral rules and disciplines for the first time. The Uruguay Round Agreement on Agriculture (URAA),
replaced non-tariff import barriers by bound tariffs, opened previously closed markets, curbed export subsidies;
categorized domestic programmes on the basis of their potential to distort trade, and disciplined the most trade-
distorting forms of support. Agriculture was also affected by other agreements, notably SPS and TBT, whose
aim was to forestall the use of such measures for purposes of protection.
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countries' markets but also from their own and third markets, to the detriment of poor farmers in
developing and least developed countries. In general, agriculture remains the most protected,
subsidized, and thus distorted, sector of many Members' economies, with far-reaching social and
economic repercussions not just domestically but globally. Estimates by the World Bank and IMF
suggest that the benefits from dismantling all border measures and eliminating subsidies affecting
agriculture would be very large for industrialized and developing countries alike.*’

36. Agricultural support programmes are partly justified by those Members using them as being
necessary to address non-trade concerns, notably income support for agricultural households,
preservation of the environment and food security. While the view that such non-trade concerns are
legitimate domestic objectives is widely shared among WTO Members, some attach more importance
to these concerns than others. The debate, therefore, has been more about the magnitudes of total
support to agriculture together with the appropriateness and effectiveness of various measures aimed
at achieving these multiple objectives.

37. Clearly, domestic agricultural policies and international trade are closely intertwined, with
protective border measures often necessary for the maintenance of domestic support programmes. In
particular, a domestic support programme that holds the domestic price above the world level requires
accompanying import restrictions, such as tariffs; the higher the domestic support price, the higher
the accompanying tariff or its equivalent. Further, to the extent that domestic support programmes
generate a surplus, export subsidies may be deemed necessary to help dispose of the surplus.

38. Total support to agriculture by OECD countries, as measured by the total support estimate
(TSE), was US$350 billion in 2003*, roughly the same amount as sub-Saharan Africa's annual GDP.
The EC, Japan and the United States collectively account for approximately four fifths of such
support (although as a percentage of the value of gross farm receipts, support is highest in
Switzerland, Norway, the Republic of Korea, Iceland and Japan, respectively). Total support was the
equivalent of 1.2% of GDP in the OECD area, compared to an annual average of 2.3% in the peak
1986-88 period. Agriculture's contribution to GDP in the OECD area is currently about 2%. In
Japan, the Republic of Korea, Norway, and Switzerland, total support to agriculture is close to, or
even exceeds, the sector's contribution to GDP.

39. Nearly three quarters of total support is provided to farmers. Such support, as measured by
the producer support estimate (PSE), represented 32% of total farm receipts in 2003, slightly up from
31% in 2002 (but down from 37% in 1986-88). This small increase in overall OECD support was
due, inter alia, to a rise in budgetary payments based on either overall farm income in the
United States and Canada, or area/animal numbers in many European countries, particularly those in
central Europe acceding to the EC on 1 May 2004. The PSEs for Japan, the EC, Canada and the
United States were 58%, 37%, 21% and 18%, respectively. Thus, for every 100 yen a Japanese
farmer earned in 2003, 58 yen were the result of transfers associated with agricultural support
measures. Among OECD countries, support levels in 2003 were the lowest in New Zealand (2%) and
Australia (4%).* Rice, sugar and milk are the most supported commodities, with transfers to

" Estimates of the benefits top US$350 billion for the world (World Bank, 2004, Global Economic
Prospects, p. 105). According to the IMF, the static global welfare gains from removing agricultural support
tariffs and subsidies would be US$128 billion annually; the dynamic gains (from higher investment and faster
productivity growth) may well be several times larger (IMF, 2002, World Economic Outlook, Washington, D.C,
p. 85).

“OECD, 2004, "OECD Agricultural Policies 2004: At a Glance", AGR/ICA/APM(2004)2, 19 April,
Paris.

* While government support in Australia and New Zealand is low, these countries have relatively strict
SPS regulations, thought necessary to ensure that their reputation as reliable exporters of high quality
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producers close to, or exceeding, half of gross receipts. The prices received by OECD farmers in
2003, were on average 31% above world prices (compared with 56% in the mid-1980s), thereby
shielding farmers in many countries from world market signals. At the same time, the prices paid by
OECD consumers in 2003 were on average 38% higher than world prices. Whereas domestic prices
paid by consumers were, on average, the same as those at the border in Australia, they were 9%
higher in the United States, 47% higher in the EC, and more than double in Japan, the Republic of
Korea, Norway and Switzerland. Overall, consumers in OECD countries were implicitly taxed at a
rate of 24% as a result of market price support (MPS) policies.

40. Output-based support (market price support and output payments) and input subsidies remain
the dominant forms of producer support in most OECD countries, together accounting for more than
76% of support to producers in 2003 (Table 6), compared to 91% in 1986-88. These measures are the
most distorting forms of assistance as far as production and trade are concerned, contributing to over-
production in the OECD area to the detriment of both those OECD Members where support is
relatively low and of developing countries.® Such measures are also relatively ineffective in
transferring income to farmers or in achieving environmental objectives. By contrast, there is only a
very modest use of policies targeted at specific objectives and beneficiaries.

Table 6
Composition of Producer Support Estimate by measure, 2003
(Percentage share in PSE)

Measure United States Eu ropean Japan Canada OECD
Communities

1986-88 2003 1986-88 2003 1986-88 2003 1986-88 2003 1986-88 2003
Market Price 47 38 86 57 90 90 49 48 77 62
Support
Payments based on 7 8 5 3 3 3 17 5 5 4
output
Payments based on 27 5 3 27 0 0 17 6 7 16
area planted/animal
numbers
Payments based on 0 13 0 1 0 0 0 17 0 4
historical
entitlements
Payments based on 16 19 5 8 4 4 16 6 8 9
input use
Payments based on 2 5 1 4 3 3 0 0 1 3
input constraints
Payments based on 2 6 0 0 0 0 0 14 1 2
overall farm
income

Source: OECD, PSE/CSE database 2004.

agricultural products is not jeopardized by pests and diseases, but which nonetheless tend to impede imports of
such products.

% Under the WTO Agriculture Agreement, domestic support measures that are considered to distort
production and trade (with some exceptions) fall into the "amber" box which is defined in Article 6 of the
Agreement as all domestic support other than that in the "blue” and "green" boxes. The "blue"” box, the "amber
box with conditions” contains payments under product-limiting programmes to limit production to reduce
distortion by, for example, placing limits on production. "Green™ box subsidies are those that do not distort
production or involve minimal distortion. Whereas in the United States and Japan "amber" box subsidies
accounted for somewhat less than one quarter of total domestic support in 1998 (the latest year for which such
data are available), such subsidies accounted for more than half of total support in the EC and Canada.
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41. In 2003, OECD countries introduced a number of policy changes. The United States
implemented the 2002 Farm Act, providing new forms of payment to producers for the purpose of
stabilizing farm incomes. In the EC, agreement was reached on the 2003 reform of the Common
Agricultural Policy, involving a significant further step in the direction of decoupling support from
production decisions, to be implemented from 2004 onwards. At the same time, the Czech Republic,
Hungary, Poland and Slovakia continued to prepare for accession to the EC which took place in
May 2004, including through changes to producer payments, spending on infrastructure, and
development of food safety systems. In Japan and the Republic of Korea (in the case of rice) and
Norway (dairy products), efforts were made to improve the efficiency of domestic markets behind
significant border protection. A decision was also reached in Switzerland on the new agricultural
package that will be implemented over the period 2004-07, continuing the long-term shift away from
the most trade-distorting measures. Canada implemented its Agricultural Policy Framework, aimed at
stabilizing farm incomes, and made emergency payments to compensate for losses related to BSE.
Emergency payments, related to drought, were also provided in Australia.

42. Government intervention in agriculture is also extensive in many developing countries;
whereas tariffs on agricultural products are often just as high in developing as in OECD countries, if
not higher, subsidies tend to be used rather less, owing to their budgetary cost.>

43. Farm support programmes have multiple domestic objectives, including: income support for
agricultural households; preservation of the environment, notably traditional rural life and amenities;
food security; and food safety.”> The last three of these objectives involve matters where markets
alone may fail to achieve a socially desirable outcome due to the existence of "externalities" or
"public goods".>® Accordingly, one can distinguish between two broad types of agricultural policies;
those intended to redistribute income and those aimed more at addressing market failure. In this
regard, there would appear to be a serious mismatch between these objectives and the policy measures
designed to achieve them, thus casting doubt on the appropriateness and effectiveness of such
measures.

44, In particular, policy measures linked to production and consumption are relatively inefficient
instruments for delivering income support to rural households. According to OECD**, estimates of
income transfer efficiency, no policy measure linked to agricultural activity succeeds in delivering
more than half of the monetary transfers from consumers and taxpayers as additional income to farm
households. The proportion is one quarter or less in the cases of market-price support and deficiency
payments and less than one fifth for input subsidies. Notwithstanding this, roughly two thirds of
agricultural support in OECD countries involves measures that keep product prices above levels that
would otherwise prevail. An intrinsic feature of measures based on agricultural activity is that they
cannot be targeted at relatively poor households. In the case of open-ended price support, the size of

%1 Some developing countries, including India, are heavy users of subsidies, notably those for inputs
such as fertilizer, power and water.

%2 OECD, 2002, "Agricultural Policies in OECD Countries: A Positive Reform Agenda”, 6 November
2002 (COM/AGR/TD/WP(2002)19/FINAL).

% An externality arises where a decision by one agent, whether a producer or consumer, has side-
effects that impinge on others. For example, farms may produce excessive pesticide residues (negative
externalities) as well as crops; they may also produce environmental as well as aesthetic benefits (positive
externalities). In these cases, the market determined output may be too much because of unpaid external costs
or too little owing to uncompensated external benefits. Public goods (or services), such as clean air or an
attractive countryside, are those for which the use by one agent does not diminish the amount available to
others. A public good may be a joint-output, and therefore an externality, of private production. As in the case
of positive externalities, the market tends to result in too little public goods.

* OECD, 2002, “"Farm household income issues in OECD Countries: a synthesis report",
(AGR/CA/APM(2002)FINAL), Paris.
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the transfer is directly proportional to the level of production. Consequently, the bulk of the support
that does reach farmers goes to the larger farms, many of whom already have higher incomes. It is
not surprising, therefore, that under the CAP, 70% of support (that is, market-price support plus
payments to producers) is allocated to the largest 25% of the EC's farms®; in the United States,
Canada and Japan, the corresponding amounts of support allocated to the largest 25% of farms are
89%, 75% and 68%, respectively. In contrast to the above measures, direct income payments are
much more efficient in delivering income support, especially if they are de-coupled from agricultural
activity; such payments can also be targeted more easily at those households felt to be most in need
of assistance. If the current production-based support measures were replaced by direct income
payments, efficiency costs could be halved without reducing the incomes of farm households®®; the
savings would be even greater if support were targeted at lower income farm households through the
income tax system or social security programmes. The more a policy measure pays to domestic
farmers without affecting their production decisions, the greater the share of income retained by farm
households and the smaller the impact on production and trade.

45, Governments also justify assistance for agriculture on the grounds that market-oriented
agriculture would fail to take due account of externalities, particularly protection of the environment,
a concern explicitly mentioned in the Preamble of the WTO Agreement on Agriculture. In their view,
a certain level of domestic support and border protection is necessary to maintain agricultural
production, especially in areas with low agricultural potential, and thus ensure provision of
environmental externalities. This presumably reflects their belief that there is a very close
relationship between agricultural production and the provision of positive externalities, including
those associated with public goods. In fact, there is very little evidence on the extent of the
externalities generated by agriculture, which makes it very difficult to measure the full benefits of
government-support measures and thus to ensure that these benefits are not outweighed by their costs.
Hence, it is also difficult to compare the effectiveness of different support measures in achieving their
objectives.

46. The externalities generated by agriculture are not exclusively positive; there may also be
some significant negative externalities, directly linked to production. Thus, protection and domestic
support policies may encourage environmentally harmful agricultural practices, such as intensive
farming, including high use of fertilizers and pesticides. The outcome is resource degradation and
environmental stress, such as adverse effects on ground water, the soil and biodiversity. Further, by
depressing incomes and exacerbating poverty in developing countries, such policies make it more
difficult for farmers in these countries to move towards more environmentally sustainable practices.

47. Governments may also be concerned by the possible failure of market forces to ensure food
security. However, as noted, in most OECD countries domestic food prices are already considerably
higher than world prices (roughly one third higher in the EC and more than double in Iceland, Japan,
the Republic of Korea, Norway and Switzerland). The burden of higher domestic food prices is borne
disproportionately by low-income consumers, for whom food constitutes a relatively large share of
total household expenditure. With most support linked directly to output and inputs and a high share
of agricultural support thus going to larger farms, the outcome is significant transfers from low-
income consumers to high-income farmers. Further, heavy reliance on domestic production exposes
countries to the risk of domestic crop failure and the outbreak of livestock disease as well as to
interruptions in the supply of key inputs (such as fuel) that are essential for food production. The

> Farms are classified according to the size of their gross sales (for more details, see OECD, 2002, "A
Synthesis of Emprical Studies of SPS Regulations and a Proposal for Future Work™, 27 August 2002
(COM/AGR/ITD/WP(2002)72), Paris.

% OECD, 2002, "Agricultural Policies in OECD Countries; A Positive Reform Agenda”,
6 November 2002 (COM/AGR/TD/WP(2002)19/FINAL).
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effects of supply shocks can be mitigated more effectively by a combination of domestic production,
maintenance of domestic production capacity, stockholding and access to a wide range of foreign
suppliers.

48. More careful design and better targeting of agricultural policies would enable Governments to
pursue their multiple objectives in a more cost-effective manner with minimal disruption to
international markets for agricultural products. The DDA presents Members with the opportunity to
achieve such reforms multilaterally, thereby benefiting industrialized and developing countries alike.
According to the IMF, removal of agricultural support (tariffs and subsidies) as part of a
comprehensive effort to lower trade barriers would raise global economic welfare by US$128 billion
annually, the bulk of which appears to be due to the removal of tariffs. While nearly US$98 billion of
this welfare gain would accrue to industrial countries, through more efficient production and lower
food prices for many consumers, the benefits to developing countries would also be substantial, at
some US$30 billion.>” These benefits are particularly large for food-exporting regions, including sub-
Saharan Africa, where many of the world's poorest live.

49. Despite the large overall gains from liberalization of agriculture, some developing countries
may gain very little, or even be harmed, by liberalization of commodity markets. For example, there
is some evidence that the long-run benefits of liberalization in the cocoa market, where changes have
been most pronounced, accrue largely to consumers in developed countries at the expense of the
exporting countries (owing to loss of implicit or explicit export taxes) and farmers in non-liberalizing
countries — farmers in liberalized African markets are broadly neither better nor worse off.”
Countries that are significant food importers may also be harmed by such liberalization. Therefore,
not only should trade liberalization be accompanied by complementary policies, it may, in the case of
some countries, require support from international agencies to redress unfavourable effects.

50. While agriculture is of great immediate importance to developing countries, pronounced
declines in many commaodity prices during the past decade have meant that, by and large, agricultural
exporters face declining terms of trade, which can reduce the beneficial impact of growth on
economic welfare in an open economy. If, as expected, this downward trend continues over the long
term, developing countries will have to export increasing volumes of such products in exchange for
the same value of manufactured goods and services. Consequently, developing countries need to look
beyond agriculture in the current negotiations. Furthermore, for developing countries to benefit from
lower protection of agriculture (and other sectors), they also need to overcome a wide range of supply
constraints on their exports, including lack of finance and poor infrastructure; developed countries'
barriers to market access may in cases pale in comparison with such supply constraints in developing
and especially least developed countries.

> According to a recent study, a 50% cut in tariffs would have a much greater positive effect on the
exports and welfare of developing countries than a 50% cut in domestic support (Hoekman, Bernard, Francis Ng
and Marcello Olarreaga, 2002, "Reducing Agriculture Tariffs Versus Domestic Support: What's More
Important to Developing Countries?", CEPR Discussion Paper No. 3576.

%8 Whereas producer prices have tended to rise as a share of f.0.b. prices as intermediation costs and tax
have declined, the downward shift in the aggregate supply curve in conjunction with inelastic demand results in
lower world prices. Farmers thus get a larger share of a lower price (see Christopher Gilberts and
Panos Varangis, 2003, "Globalization and International Commodity Trade with Specific Reference to the West
African Cocoa Producers" in R.E. Baldwin and L.A. Winters (Editors), Challenges to Globalization, NBER).
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4, TEXTILES AND CLOTHING: PREPARATIONS FOR THE END OF QUOTAS
Introduction

51. The expiry of the Agreement on Textiles and Clothing (ATC) at the end of 2004 will result in
great benefits to efficient producers and consumers of such products. The approaching deadline for
removal of quotas on the remaining 49% of items has given rise to a debate on whether countries
(both importing and exporting) have made the necessary adjustments for a post-ATC regime. The
question becomes particularly pertinent when one considers that the remaining quotas are also likely
to relate to products considered most sensitive by the restricting countries. The removal of these
remaining restrictions is thus likely to cause disruption, including possibly a surge in imports, that
may lead to temporary restrictions, such as safeguards and contingency measures, and cause
considerable disruption in current market shares and welfare gains and losses for exporters and
importers.

52. The use of quotas and tariffs to regulate international trade in textiles and clothing for some
four decades has led to various distortions in the market including: substantial "quota rents” for
producers in developing countries, which they now stand to lose as a result of liberalization®®; "quota
jumping" as producers who filled their quotas moved to countries with, as well as without, available
guotas, thus creating textiles and clothing industries in third countries; and preferential agreements
that accord producers in certain countries added advantages over countries not party to similar
agreements. The nearing of the deadline has also led to calls by some, including producers in
developing and least developed countries, to postpone the integration by another two or three years to
allow them more time to adjust. This call was by private sector groupings in several developing and
developed Members. Such a call was neither made nor proposed within the WTO, where it would not
have achieved consensus.® This section examines some of the adjustment costs and gains that are
likely to be made as a result of the imminent liberalization of textiles and clothing.

Welfare implications of the end of quotas

53. Given the high degree of distortion in the market for textiles and clothing, it is difficult to
evaluate the impact of quota liberalization on future patterns of production and exports. Nevertheless,
some attempts have been made to quantify the potential comparative advantages for various
Members.®* These estimates vary depending on the assumptions of the model (e.g. partial or general
equilibrium) and the tariff equivalents used. However, the majority of estimates suggest that the
overall welfare impact of a removal of quotas will be positive and will result in consumer welfare
gains. Nevertheless, consumer gains in the major importing markets will be mitigated by adjustment
costs resulting from changes in production patterns. In particular, as quotas protecting producers in
the major importers are removed, there will be adjustment costs associated with the shifting of labour
and capital out of textiles and clothing and, eventually, into their sectors of comparative advantages.

54. Some studies have also focused on regional or individual country efficiency and welfare
implications. Francois, Glisman and Spinanger (2000), for example, look at the implications for the

*® The distribution of quotas, which was left up to the exporting countries often takes place on the basis
of past export performance and may not necessarily be allocated to the most efficient producers. The quota rent
from the higher prices associated with the restricted market also mainly accrue to producers in exporting
countries.

% Some Members have followed up the matter at the WTO.

81 A literature review of these studies is provided for example in OECD, 2003, "Liberalizing Trade in
Textiles and Clothing: A Survey of Quantitative Studies”, OECD Trade Directorate, Working Party of the
Trade Committee (TD/TC/WP(2004)23/FINAL), 13 August 2004.
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EC.%? They find that the EC would make welfare gains of €25.3 billion a year of which 97% would be
from the removal of quotas and the rest from a reduction in tariffs. The main textiles and clothing
producers in the southern part of the EC would experience a larger share of the welfare cost but
consumer gains would compensate for these costs. The United States would also benefit by up to
US$12 billion annually®® and up to over US$7 billion.**

55. The experience for exporting countries is likely to be mixed. China's producers especially
have become increasingly competitive, with their share rising in key markets from 13.8% in 2001 to
17.5% in 2003 in the United States, and from 8.1% and 9.8%, in the EC. However, it needs to be
noted that during the most recent three years for which figures are available, China's combined
exports of textiles and clothing as a share of total merchandise exports has been decreasing. China's
clothing sector is seen as having great potential, and estimates of increased exports, in real terms,
range from almost 250% to 330% over a ten year period following accession to the WTO®; and
200% for textiles and clothing exports by 2020.°® However, these estimates concerning China's
impact on the global textiles and clothing sector should be seen in the broader context of China's
emergence as a major engine of growth in the world economy, where it accounts for a large share of
the increase in international trade. China's major competitors (such as India) benefit initially when the
removal of quotas are delayed but the adjustment in terms of employment moving out of the textiles
and clothing sector into other manufacturing sectors such as electronics eventually occurs when China
is fully integrated. The International Textiles and Clothing Bureau, an alliance of 24 major
developing country (or territory) exporters of textiles and clothing, has also expressed concern about
reference by the EC to labour rights and sustainable development, especially with regard to bilateral
trade agreements.®’

56. Efforts have been made in the importing (principally industrialized) countries to adjust to
changes over the past few decades in the textiles and clothing market.®® This includes investment in
new technology in textiles with the result that the industry has become more capital intensive and
labour productivity has improved.” In the clothing sector, manufacturers have reorganized

82 Francois, J. F., H.H. Glismann and D. Spinanger, 2000, “The Cost of EC Protection in Textiles and
Clothing", Kiel Institute of World Economics, Working Paper No. 997, August.

% De Melo J. and D. Tarr, 1990 "Welfare Costs of U.S. Quotas in Textiles, Steel and Autos", Review of
Economics and Statistics, 72: pp. 489-497.

% Reinert, K.A., 1993, "Textile and Apparel Protection in the United States: A General Equilibrium
Analysis", World Economy 16: pp. 359-376.

® Janchovichina, Martin and Fukase, 2000 "Assessing the Implications of Merchandise Trade
Liberalization in China's Accession to the WTQ", the World Bank, June.

% Walmsley, Terrie, L. and Thomas W. Hertel, 2000, "China's Accession to the WTO: Timing is
Everything", Centre for Global Trade Analysis, Purdue University, September.

%" For example, the summary conclusions from the Conference organized by the European Commission
on "The Future of the Textile and Clothing Industry in an Enlarged Europe" in March 2003, calls for clauses
guaranteeing the respect of fundamental labour rights to be included in all EC trade agreements and for
reinforcing GSP preferences by making preferences conditional upon the respect of basic labour rights; the
ITCB also reacted to an European Commission discussion paper entitled "The Non-Trade Impacts of Trade
Policy—asking questions, seeking sustainable development"”, which seemed to suggest that trade liberalization
would result in a shift in production from developed to developing countries, leading to higher levels of water
and air pollution and may also correlate with negative social developments (ITCB, 2001, "Integrating
Sustainability Concerns into Trade Policy: Developing Countries alarmed at EU ideas", Press Release, 25 April.
Available online at: http://ww.itcb.org/Documents/ITCB-MI12.pdf, [29 June 2004]).

% In the United States, for example, employment in textiles and clothing fell by 50% between 1995 and
2003.

% |_evinsohn and Petropoulos (2001) for example point out that in the United States the two industries
have responded in very different ways. While textiles has responded by substantial capitalization and
investment in newer technology, the apparel industry has moved much of the lower skilled parts of the industry,
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production processes to take advantage of their geographical proximity to markets. The
reorganization in the United States has led to improvements in productivity, substantially greater in
textiles than in clothing (almost 70% compared to 26%), during the period 1972-1992.”
Nevertheless, it is widely expected that employment in the sector, which has been in a continuous
decline since the early 1980s is likely to fall further as textiles and clothing industries adjust to more
competitive imports. Although there are no similar empirical studies yet available, statements by
several developing countries and international financial institutions indicate that there are on-going
adjustments in several of these countries in a range of areas.

57. Manufacturers in both industrial and higher-labour-cost developing countries are also outward
processing to lower cost countries.”” Producers in the EC, for example, have taken advantage of
lower costs of production as well as of preferential trade under the euro-Mediterranean agreements to
develop outward processing.”” In the United States there has been a large increase in trade with
Mexico and the Caribbean Basin Countries, part of which is attributed to "production sharing"
agreements to encourage outsourcing.”® The importance of proximity to markets and the consequent
development of regional relationships may dampen, to some extent, the import increases expected
from countries such as China and India into the EC and North America. Such relocation activities
have also taken place among the developing countries, especially from the higher cost east Asian and
some African economies to lower cost countries in Africa that have increasingly opened up to FDI
(Box 1.doc). The south-south relocation from higher-cost East Asian economies is principally to
other economies within Asia. The relocation to Africa, under AGOA, while minimal in terms of
global trade flows, resulted in dramatic export growth in recent years to the United States.

58. The United States, among the Quad, has imposed safeguards to protect the local industry from
a surge in imports of specific textiles and clothing products. While the safeguards have provided
some protection to producers of the specific products concerned, there have also been recent calls by
industry groups in various countries to postpone altogether the phase-out of all remaining quotas until
31 December 2007. The "Istanbul Declaration”, signed thus far by about 100 private-sector trade
groups in 50 industrialized, developing and least developed countries, has requested that the WTO
convene an emergency session to discuss such an extension.

including through outsourcing encouraged by "production sharing" provisions in U.S. law, out of the United
States (Levinsohn, J. and Petropoulos, 2001, "Creative Destruction or Just Plain Destruction? The U.S. Textile
and Apparel Industries since 1972", NBER Working Paper No. 8348). Similar reorganization in the textiles and
clothing industries appears to have taken place in the EC (Stengg, W., 2001, The Textile and Clothing Industry
in the EU—A Survey, Enterprise Papers, No. 2, European Commission).

" The conclusion reached by Levinsohn and Petropoulos contrasts with earlier studies such as Cline
(1989) who concluded that textiles and apparel protection had been relatively ineffective in promoting
adjustment.

™ IMF and World Bank, 2002, Market Access for Developing Country Exports—Selected Issues,
27 September.  Countries in south east Asia such as Malaysia are also increasingly opening factories in
countries with lower labour costs, such as China and Cambodia. In contrast, the same Malaysian company cited
closed a factory it had set up in Bangladesh because of infrastructure problems ("China Puts Southeast Asian
Factories in a Competitive Pinch", Wall Street Journal, 7 October 2003).

"2 Stengg, W., 2001, The Textile and Clothing Industry in the EU—A Survey, Enterprise Papers, No. 2,
European Commission; and Nordas, H. K., 2004, "The Global Textile and Clothing Industry Post the
Agreement on Textiles and Clothing", WTO Discussion Paper, No. 5.

" Levinsohn and Petropoulos note that while imports under Section 807 (goods essentially re-imported
after their components were first exported and assembled abroad with duty paid only on the value added)
accounted for 5% of U.S. apparel and textile imports in 1987, ten years later their share was about a fifth of
textile and clothing imports to the United States (see Levinsohn, J. and Petropoulos, 2001, "Creative Destruction
or Just Plain Destruction? The U.S. Textile and Apparel Industries since 1972", NBER Working Paper
No. 8348 p. 7).
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59. In July 2004, Mauritius formally requested the Director-General to convene an emergency
meeting of the Council for Trade in Goods (CTG) to "examine the unintended consequences of the
abolition of quotas on LDCs and other vulnerable economies and to explore ways to protect least-
developed countries and other vulnerable economies from the loss of trade and employment
opportunities upon which their fragile economies depend”. Similar requests were also addressed to
the Director-General by Bangladesh and Nepal. On the basis of these requests, the Director-General
convened informal consultations on the issues raised in the letters with a range of the membership on
3 August 2004. At the informal consultations, over which the Director-General presided, the proposal
to convene an emergency meeting of the CTG to consider post-ATC adjustment issues was supported
by the representatives of Bangladesh, Dominican Republic, Turkey, Sri Lanka and Nepal. Although
there was broad support for and understanding expressed by participating delegations of adjustment
challenges, there were also divergent reactions and opposition to convening an emergency session for
a variety of reasons. Under the circumstances, the Director-General concluded, and delegations
understood, that it would not be possible to proceed with an emergency session of the CTG.
Participating delegations agreed with the conclusion by the Director-General that the relevant
concerns and priorities raised by Members could be addressed, preferably, within the already
scheduled session of the CTG on 1 October 2004. Post-ATC adjustment-related issues are now being
considered by Members in the CTG.

60. The removal of quotas serve to highlight the relatively high tariffs maintained by countries,
including many developing, which also distort trade in textiles and clothing. Amongst the large
developing countries shown in Table 2, for example, India maintains the highest average tariffs on
textiles and clothing, some 31% in 2001/02, compared with 17.5% in China in 2002, 24.4% in South
Africa in 2002 and 17.2% in Brazil in 2004. Tariffs on textiles and clothing are also higher in the
Quad than overall MFN average rates. Table 1 shows that the average simple average MFN tariff on
textiles and clothing range from 6.7% in Japan (FY2004) to 9.9% in Canada (2002); in comparison,
the overall MFN average rate ranges from 5.1% in the United States to 6.8% in Canada. Depending
on the country, a significant percentage of tariff lines in the textiles and clothing sector, moreover,
carry non ad valorem rates (either specific, compound or alternate rates); as these tend to conceal
relatively high ad valorem equivalents, their inclusion in the tariff analysis would likely raise the
average tariff further. Among the Quad countries, for example, non-ad valorem tariffs make up 7.9%
and 10.1% of the textiles and clothing tariffs in the United States and Japan, respectively; the share of
non-ad valorem lines is much lower in Canada (1.2%) and the EC (0.2%). Among the developing
countries, whose tariff is presented in Table 2, a relatively high share of tariff lines in textiles and
clothing are subject to non ad valorem rates in South Africa (75.5%) and India (32.7%).”* A
reduction in these tariffs, especially those maintained by the large developing countries, may be
beneficial for south-south trade and may improve market access for the least developed countries. By
contrast, exporters in competing countries with preferential (quota free) access to export markets are
likely to see negative results as they lose their preferences (section below).

™ In most cases, either ad valorem equivalent rates have been used where available (mostly for the
Quad countries), or the ad valorem part of the tariff line in the case of alternate rates; in the case of alternate
rates, the use of just the ad valorem part of the tariff line may underestimate the tariff.
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Box 1: South-south cooperation through investment

In addition to increasing trade between developing countries, there is also increasingly evidence of
investment flows between developing countries. As the higher-income developing countries, notably in
east and south-east Asia find that their labour costs are too high to compete with other exporters of like
products, they have sought to invest in countries with lower input costs. Many of these low input cost
countries are found in Africa and there is some evidence to show that FDI into some African countries,
notably those that have reformed their economies over the last decade or so, has increased substantially.

An example of such successful FDI based development is Mauritius, which through relatively liberal FDI
policies, incentives through export processing zones and preferential market access to major export markets
has successfully developed a textiles and clothing sector. Mauritius in turn is now facing rising production
(especially labour) costs and is increasingly delocalizing low-cost and low value added activities to
neighbouring countries, such as Madagascar and Mozambique, to overcome these disadvantages (WTO,
2001; IMF, 2003). The export of certain low value added textiles and clothing products from Mauritius to
Madagascar in recent years for example has increased substantially. The textiles sector in Mauritius is thus
increasingly being transformed into a capital intensive, high skills based industry (IMF, 2003).

Several other countries in Africa have also lowered barriers to investment and pursued sound
macroeconomic policies, attracting FDI. Some have also provided tax and other incentives to investors.
The result has been increased investment by higher income developing countries in Africa and Asia,
especially in labour intensive sectors such as textiles and clothing (Basu and Srinivasan, 2002).

In addition to incentives and cheap, productive labour, preferential access to major export markets appears
also to have played a major role in directing such investment. For countries such as Botswana, Namibia,
Lesotho and Swaziland, for example, membership of the Southern African Customs Union (SACU), the
Southern African Development Community (SADC) and the Common Market for Eastern and Southern
Africa (COMESA) gives preferential access to a much larger market. Sub-Saharan African countries also
have preferential access to major industrialized country markets through preferences such as the
Generalized System of Preferences, the AGOA, the Lomé Convention and the EBA (provided they meet
the rules of origin requirements). The reduction and eventual removal of preferences as MFN tariff rates
(and quotas in the case of textiles and clothing) come down may therefore have adverse effects on such
FDI flows.

Source: Basu, Anupam and Krishna Srinivasan, 2002, "Foreign Direct Investment in Africa—Some Case
Studies”, IMF Working Paper WP/02/61, March; IMF, 2003, Mauritius: 2003 Article 1V
Consultation — Staff Report; and WTO, 2001, Trade Policy Review — Mauritius 2001.

61. Among the main conclusions of a meeting on textiles and clothing organized by the European
Commission was the suggestion that preferential access should be maintained or even enhanced for
LDCs to ensure current market access.”” Removal of quotas and the conclusion of regional and
bilateral preferential agreements including with countries not classified as least developed, will result
in an erosion of preferences. A related concern, therefore, is the adjustment required of LDCs, many
of which have built up a textiles and clothing sector on the basis of guaranteed access through quotas
and lower (or no) duties in export markets. The quota regime, by guaranteeing access to certain
markets, allowed countries to develop their textiles and clothing sectors in a distorted market. LDCs
and countries involved in preferential trade agreements with the major importers, moreover, had
access to export markets on a preferential basis.

62. In addition to quota-free access, a number of countries provide preferential tariff treatment,
for example, under the Generalized System of Preferences (GSP). In most cases, however, GSP
programmes do not appear to provide greatly improved market access for textiles and clothing, often
regarded as sensitive products and therefore not eligible for GSP preferences; the Quad, for example,
provides improved market access for developing countries ranging between 0.3 percentage points for

" Online information available at: http://trade-info.cec.eu.int/textiles/prog_en.pdf, [10 July 2003].
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the United States to 1.7 percentage points for Japan (Table 5). Tariffs on imports of textiles and
clothing from LDCs are significantly lower, with many countries providing them duty-free access
(Australia, Canada, the EC, Japan, New Zealand, Norway, Switzerland); some Members, notably the
EC and the United States, also have regional and issue-specific agreements, such as the EBA and
AGOA, that provide improved access for some developing and least developed economies.

63. In addition to excluding sensitive sectors, several programmes also place rules of origin or
sourcing requirements on eligible imports: for example, the United States' AGOA and CBTPA grant
preferences to imports of textiles and clothing using U.S.-made textiles or yarn’®; similarly for U.S.
partners to the Central American Free Trade Agreement (CAFTA), Costa Rica, El Salvador,
Guatemala, Honduras, Nicaragua and most recently the Dominican Republic. It is estimated that the
latter will expand two-way trade in textiles and clothing between the United States and its partners, in
great part due to the sourcing of U.S. inputs.

64. It is not clear how the textiles and clothing sector in LDCs will adjust to the new
environment. Recent literature on this issue seems to confirm that as ATC barriers are removed,
current preferences received by countries involved in free-trade areas or preferential agreements will
be eroded and have a negative impact on their textiles and clothing exports. Ozden and Sharma
(2004), for example, find that beneficiaries of the Caribbean Basin Initiative (CBI), with quota and
duty free access to the U.S. market, could receive higher prices (on average by 24%) in categories that
have not yet been integrated into the GATT.” Anecdotal evidence from other major LDC exporters
such as Bangladesh, suggest similar concerns about the impact of the phase-out of quotas on
exports.”® Moreover, a comparative advantage in low-cost, labour-intensive assembly work does not
necessarily result in increased exports, as these also require the very logistical and infrastructural
facilities that remain inadequate in many developing and especially least developed countries. The
potential erosion of these price advantages or rents with the full integration of textiles and clothing
into the GATT suggests that countries cannot continue to rely on preferences and must plan their trade
policies accordingly.

65. The removal of quotas, while providing better market access for Members of the WTO, will
also disadvantage countries that remain outside the WTO as at 1 January 2005. These countries will
remain subject to unilateral quotas and tariffs after 2005. The fear is that the textiles and clothing
sector in a country such as Viet Nam, which competes with large exporters, such as China, would not
be able to sustain exports when quotas on WTO Members, including China, are removed. Viet Nam
has reached an agreement with the United States on quantitative restrictions from May 2003 to
December 2004, extendable for additional one year periods for as long as Viet Nam is not a Member
of the WTO.”

"® The nature of the rules of origin may be partly a reason why LDCs especially have tended to make
relatively little use of such agreements (Mattoo, Aaditya, Devesh Roy and Arvind Subramaniam, 2002, "Africa
Growth and Opportunity Act and its Rules of Origin: Generosity Undermined?” World Bank Research
Working Paper, No. 2908, October; Brenton, Paul, 2003, "Integrating the Least-developed Countries into the
World Trading System: The Current Impact of EU Preferences under Everything But Arms", World Bank
Policy Research Working Paper, No. 3018, April; and Brenton, Paul and Takako Ikezuki, 2004, "The Initial and
Potential Impact of Preferential Access to the U.S. Market under the Africa Growth and Opportunity Act",
World Bank Research Working Paper, No. 3262, April).

" Ozden, Caglar and Gunjan Sharma, 2004, "Price Effects of Preferential Market Access: The
Caribbean Basic Initiative and the Apparel Sector", World Bank Working Paper 3244, February.

"8 "End to Garment Quotas is Cloaking Bangladesh in Worries about the Future", Wall Street Journal,
20 November 2003; "China Puts Southeast Asian Factories in a Competitive Pinch", Wall Street Journal,
7 October 2003.

" WTO, 2004 (forthcoming), Trade Policy Review — United States, p. 122.
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5. CONTINGENCY MEASURES
Anti-dumping

66. The number of anti-dumping initiations by WTO Members rose between 1995 and 2001 but
has since fallen, from 366 in 2001 to 310 in 2002 and further to 231 in 2003 (Chart 3). In the first half
of 2004, 101 initiations were reported. In 2003 the initiations were mainly in the areas of chemicals
and base metals; these two sectors have consistently been the most affected since 1995. Base Metals
remained the most affected in the first half of 2004, followed by chemicals and plastics (Chart 4).
The largest number of initiations since 1995 have been reported by India (383), followed by the
United States (350), and the EC (287); in 2003, the most anti-dumping cases were initiated by
India (46), the United States (37) and China (22), while in the first half of 2004, the United States
reported the most initiations (21), followed by Turkey and the EC (13 each) and China (11). The
initiations have been mainly targeted at China (386) and the EC and member states (386).

Chart 3
Anti-dumping: initiations of investigations and measures taken, 1995 to end-June 2004
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67. Approximately 60% of cases initiated result in measures being taken by Members. The
number of new measures imposed peaked in 2000 (235 measures) before falling to 166 in the
following year. It has since then risen to 212 and 221 measures in 2002 and 2003, respectively. In
the first half of 2004, Members reported taking 56 measures. In 2003, the Members who notified the
largest number of measures were India (53), China (33), Turkey (28), Thailand (20) and
Argentina (19). In the first half of 2004, the EC, India, and the US reported the largest number of
measure taken (six each), followed by Canada (5) and Australia, China, Peru and Turkey (four each).
Overall, since 1995 India (279), the United States (211), the EC (193) and Argentina (139) have
reported the largest number of anti-dumping measures. Those that have most frequently been targeted
by the anti-dumping measures include: China (272), the EC and member states (213) and the
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Republic of Korea (110). At the end of 2003, a total of 1,388 anti-dumping measures were in force,
compared to 1,285 at the end of 2002. As of 30 June 2004, the number of anti-dumping measures in
force was 1,345.

Chart 4
Anti-dumping initiations by sector, 1995 to end-June 2004
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Source : WTO Secretariat.

Countervailing and safeguard measures

68. Countervailing measures tend to be used less frequently by Members than anti-dumping
measures. During the period 1995-2003, 168 initiations were reported by Members (compared to
2,436 for anti-dumping). The number of initiations fell between 2001 and 2002 from 27 to nine, but
rose in 2003 to 15 — there were six initiations in the first half of 2004. In contrast to anti-dumping
measures, around 35% of which have been taken by developed country Members, around 75% of
countervailing measures have been taken by developed Members. The main initiators overall since
1995 have been the United States (69) and the EC (42); in 2003 the United States (four) and Australia
(three) initiated the largest number of cases, while in the first half of 2004, the US and Canada each
initiated three cases. The sectors that have been most affected since 1995 include base metals
(71 initiations), followed by prepared foods, beverages and spirits and tobacco (23), and plastics (17).

69. Almost 60% of investigations (104) since 1995 have resulted in countervailing measures
being taken by Members. As for investigations, the United States (44) and the EC (21) have reported
the largest number of countervailing measures; this was also the case for 2003 with the EC and the
United States reporting three and two measures, respectively. In the first half of 2004, 4 measures
were imposed, one each by the EC, Costa Rica, the United States, and Venezuela. Since 1995 over
half (54) of the measures taken affected base metals.

70. The use of safeguards, although minor compared to anti-dumping and even countervailing
measures, continues to be active. In 2003, Members notified 17 safeguard initiations, a decline from
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the 34 initiations in 2002 but higher than the 13 initiations notified in 2001.% The number of
definitive safeguard measures notified decreased to 13 in 2003, from 15 in 2002. Members had
notified only eight definitive safeguard measures in 2001. In 2004, as of 1 November, Members had
notified nine initiations and six definitive measures. The main users since 1995 have been India
(eight measures imposed) followed by the United States (six) and Chile, the Czech Republic, and the
Philippines (five each). Most safeguard initiations occur with regard to agricultural/food products,
chemicals, and base metals.

6. SERVICES
Overview

71. Services account for an increasingly large share of world GDP. Their share in industrialized
countries' GDP is around 70%, compared to some 50% in developing countries.®> Three regions, the
EC (15), North America and East Asia account for almost 80% of world trade in services.* However,
developing countries' share of trade in services has been growing over the last decade, with an
apparent comparative advantage in services in which labour is a major input, such as tourism.
Nevertheless, increasingly, some are becoming suppliers of services that use high-skilled labour,
notably communications and information technology. While developing countries are increasingly
liberalizing their domestic economies, including the liberalization and regulation of related services
such as transport, electricity, telecommunications, they are also seeking increased market access to
promote their activities in communications and information technology related services.

72. The remainder of this section focuses on the four modes of international trade in services as
defined under the GATS: Modes 1 and 3 (cross border supply and commercial presence), which are
the two largest modes of supply (accounting for over three quarters of total trade in services); Mode 2
(consumption abroad); and Mode 4 (temporary movement of natural persons). Mode 4, despite
accounting for a negligible share of total services trade, has been the source of much recent
discussion, particularly on the part of developing countries seeking increased market access under the
GATS for this mode of supply.

Modes 1, 2 and 3

73. Although calculations of world trade in services are imprecise, it is estimated that Mode 1
(cross border supply) accounts for around 28% of total trade in services.*®* Commitments under
Mode 1 vary under the GATS, with 32% and 40% of developing and transition economies making full
commitments with regard to market access and national treatment respectively, while the shares for
developed economies are lower at 26%; the highest share of full commitments appear to have been
made by acceding economies (over 50%). Partial commitments are higher for industrial economies
45% for both market access and national treatment compared to 32% and 25% for developing and
transition economies.*

74. Members appear to have scheduled the least number of limitations under Mode 2
(consumption abroad). Around half of all market access and national treatment commitments under
this Mode are without limitation, significantly higher than for Mode 3, the largest mode of delivery of
services (see below). There also appears to be little difference between the level of full commitments

8 \WTO Secretariat.

8 Data from the WTO's Economic Research and Statistics Division.

8 \WTO International Trade Statistics, 2004 (forthcoming), Table A8 and Table A9, Geneva.
8 Data from the WTO's Economic Research and Statistics Division.

8 WTO document S/C/W/99, 3 March 1999.



WT/TPR/OV/10
Page 37

made by developed and developing country Members under Mode 2. Partial commitments were made
in 40% (for market access) and 38% (national treatment) of cases. An estimated 14% of international
trade in services is conducted through this Mode.

75. Mode 3 (commercial presence) is the largest of the four Modes of delivery, accounting for
around 56% of total services trade, but nevertheless is subject to a significantly higher number of
limitations than Modes 1 and 2. Mode 3 is, however, subject to more bindings (full and partial) than
Mode 1. Amongst developed Members, 11% and 19% made full commitments with respect to market
access and national treatment, compared to 18% and 37%, respectively for developing and transition
economies. Partial commitments are made by 88% and 80% of developed economies for market
access and national treatment; the corresponding figures are 78% and 56%, respectively, for
developing and transition economies. In general, it appears that limitations are particularly frequent
in infrastructure-related sectors such as telecommunication services, financial services and transport
services. These are sectors that until relatively recently tended to be dominated by large incumbent
public-sector companies; recent Trade Policy Reviews, however, show that these sectors have
undergone major reform and liberalization both in developed and developing economies and the
GATS schedules may in fact be more restrictive than the actual practice. The types of limitations
include market access restrictions on the number of suppliers (e.g. in banking and
telecommunications) and foreign investment limitations, and national treatment limitations such as
nationality, residence, authorization, and tax restrictions.®®

Mode 4: Temporary movement of natural persons

76. Very few commitments have been made by Members on the movement of natural persons
(Mode 4). Mode 4 accounts for barely 1% of trade in services.® This, in addition to the current
restrictiveness of barriers and other regulations, would suggest that liberalization in this Mode of
delivery would lead to considerable growth in trade in services through the temporary movement of
natural persons. This is also a Mode of delivery that is important for a number of developing and
least developed countries, many of which remain highly dependent on workers' remittances for
foreign exchange earnings.” Many developing countries are also a source of relatively low cost and
high skilled labour which is increasingly being sought out by companies through "outsourcing"
(Box 2). These countries are therefore increasingly looking for further liberalization and market
access for their nationals.

77. Current GATS commitments in Mode 4 are significantly more restrictive than for the other
three Modes. For example, no industrialized country has scheduled a "no limitations" entry for its
Mode 4 commitments and only 1% of market access commitments by developing countries are fully
liberal.2 Schedules also appear to be skewed in favour of higher rather than lower skilled labour with
many countries specifying quotas and/or economics needs tests.®* Exceptions to national treatment

% WTO document S/C/W/99, 3 March 1999.

% The estimates by the WTO's Economic Research and Statistics Division are based on compensation
of foreign employees as shown in the balance of payments (obtained from balance-of-payments statistics from
the IMF and Foreign Affiliates Trade Statistics from the OECD).

8 According to research undertaken by the World Bank, remittances by workers in 2001 were
estimated at around US$72.3 billion (World Bank, 2003, Global Development Finance, 2003, pp. 157-8).

% In contrast it is estimated that in Mode 2, one out of every two entries is based on full commitments
(WTO Secretariat, 2002, "GATS, Mode 4 and the Pattern of Commitments: Background Information™ prepared
for the Joint WTO-World Bank Symposium on the Movement of Natural Persons (Mode 4) Under the GATS,
WTO, Geneva, 11-12 April).

8 Only around 17% of horizontal entries include low skilled persons (“business sellers" and "other")
(WTO Secretariat, 2002). Some countries do have specific quotas for unskilled labour, for example seasonal
labour and preference for labour from certain traditional sources.
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include residency requirements and non-eligibility for subsidies in addition to restrictions on foreign
ownership of real estate. Also, the movement of intra-corporate transferees higher up in the hierarchy
is given preference, thus linking market access to Mode 3 (commercial presence).”® For many
developing countries which are not large foreign investors, this type of access is not as interesting or
feasible. Instead, they look to liberalization of the movement of natural persons not necessarily linked
to Mode 3.

Box 2: Business process outsourcing

Business process outsourcing (BPO) services, or outsourcing, have been described as one of the most
rapidly expanding business services. In India, for example, it is estimated that IT enabled services such as
outsourcing expanded by 65% in 2003. Precise figures are not available on trade in BPO services but it is
estimated that a number of developing countries, including India, Israel, Dominica and Brazil have
experienced growth of over 20% per year since the mid 1990s and other developing countries such as
Mauritius, Nicaragua, Barbados and China have also seen rapid growth in this sector (Mattoo and Wunsch
2004). While India is often cited as the main provider of such services, outsourcing to other developing
countries especially given regional proximity and language advantages, has also picked up rapidly;
companies in the EC, for example, find language, technical and cost advantages in outsourcing to countries
in Central Europe. According to the OECD, the main factors driving outsourcing include cost and
efficiency advantages, as well as the increased specialization of companies and external sourcing of
increasingly technically sophisticated supplies of goods and services (OECD, 2000). Indeed, evidence
from research on the impact of such outsourcing on IT hardware suggests that the benefits to consumers
were considerable, contributing to a decline by 10-30% of IT hardware prices during the 1990s. A decline
in prices and increased productivity make a contribution to overall GDP growth and therefore the
generation of further employment in the economy (Mann, 2003).

The growth of outsourcing activities has created considerable controversy, especially with regard to its
impact on employment in the industrialized counties. In the United States, for example, a proposal was
made in the Senate to ban outsourcing of some types of federal government work; other suggestions
include regulation and tax measures to try to reduce outsourcing activities. There is inadequate evidence,
however, on the number of jobs lost through such outsourcing activities. In fact, recent research suggests
that employment in occupations deemed vulnerable to outsourcing appears to have been stable or
recovering in recent years. Employment in the United States has been affected more by rising productivity
rather than outsourcing activities. The United States also remains a major exporter of services and the
ability of U.S. firms to improve productivity further will most likely yield even stronger job demand in the
United States for workers with IT proficiency and skills (Mann, 2003).

Calls for a ban or regulation of outsourcing activities have also created concerns in the major suppliers of
such services, most notably developing countries. They argue that such bans are intended to deny
developing countries the benefits of their comparative advantage in BPO services.

Source: Mann, Cathering, L. (2003), "Globalization of IT Services and White Collar Jobs: The Next Wave
of Productivity Growth", International Economics Policy Briefs, Institute for International
Economics, December; Mattoo, A. M. and S. Wunsch, "Pre-empting Protectionism: The WTO
and Outsourcing”, World Bank Policy Research Working Paper No. 3237, March; OECD [STI].

78. It is not only countries that have comparative advantage in Mode 4 that are keen to ease
restrictions to trade in services through this Mode. While they seek greater openness in the temporary
movement of service providers unrelated to commercial presence abroad, multinational corporations
are seeking an easing of restrictions to intra-corporate movement of personnel. Judging from the

% As at April 2002 for example, an overview of horizontal GATS commitments showed that some 280
out of 400 entries scheduled relate to executives, managers and specialists of which around 170 explicitly refer
to intra-corporate transferees (WTO Secretariat, 2002).
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modal structure of current commitments, Mode 4 seems to be as sensitive an issue for developing, as
for developed, countries.

79. Obtaining further commitments from Members, developed and developing, in Mode 4 is
constrained by several barriers. These fall mainly into domestic regulations, often not related to trade
policy, including immigration policy, quotas on foreign providers, either explicit or implicit, the
recognition (or non-recognition) of qualifications, and distinctions between the treatment of domestic
and foreign workers and between temporary and permanent immigrants (for example with respect to
taxes or access to social security).” Among the Quad countries, which have the largest potential
markets for delivery of services through Mode 4, GATS schedules do contain commitments
permitting the temporary movement of labour under certain circumstances. For example, the
United States in its GATS Schedule permits the entry of intra-corporate transferees (defined as
managers, executives and specialists) without the need for an economic needs test, up to three years,
extendable by up to two additional years. The EC permits access for temporary movement of persons
without requiring compliance with an economic needs test provided that the juridical person has
obtained a service contract for a period not exceeding three months through an open tendering
procedure, for a period of not more than three months in any 12-month period (24 months for
The Netherlands) or the duration of the contract, whichever is less.** Canada permits entry for a
maximum period of 90 days or the duration of the contract, whichever is less, once during a 12-month
period for business visitors, and up to three years for natural persons of other Members that have been
employed by juridical persons of that Member for a period of not less than one year.*® Japan permits
entry by a natural person employed by a juridical person of a Member (other than Japan) for a period
of not less than one year immediately preceding the date of application for entry, for up to five years
for certain activities.”

80. Several of these schedules have been improved in the initial conditional offers presented
during the current round of services trade negotiations. Improvements generally include an increase
in the period-of-stay for business visitors and for Managers and Specialists, although these offers
constitute only the first step in a multi-stage process of submission of offers.

81. Services trade through contract based workers (i.e. those who move temporarily to fulfil a
service contract as opposed to intra-corporate transfers) may be more desirable for both the host and
origin countries. For the host country, such movements are likely to be of a shorter time duration than
intra-corporate transfers, with important implications for immigration and social security and health
policies, whereas for the source country, short-term contracts are likely to result in gains through
remittances but may not result in "brain drain”. It has also been suggested that it may be easier to
liberalize access through such short-term contractual services rather than on longer term employment
based movement.”

82. A few countries already provide such a distinction in their GATS schedules and new offers.
The EC for example, distinguishes between independent professionals who are permitted to stay for a

%! See for example, Chaudhuri, S., A. Mattoo and R. Self (2004), "Moving People to Deliver Services:
How Can the WTO Help?" World Bank Policy Research Working Paper No. 3238, March.

%2 The activities covered are: legal services; accounting services; taxation advisory services;
architectural services, urban planning and landscape architectural services; engineering services, integrated
engineering services; computer and related services; and research and development services (WTO documents
GATS/SC/31, 15 April 1994 and GATS/SC/Suppl.2, 28 July 1995).

% WTO documents GATS/SC/16, 15 April 1994 and GATS/SC/16/Suppl.2, 28 July 1995.

* WTO document GATS/SC/46, 15 April 1994.

% Chaudhuri, S., A. Mattoo and R. Self, 2004, "Moving People to Deliver Services: How Can the
WTO Help?", World Bank Policy Research Working Paper, No. 3238, March.
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maximum period of six months (previously three months in its GATS Schedule) and those employed
by firms based abroad. Canada permits such professionals to stay for an initial period of one year to
complete their contracts with the possibility of extensions. Other countries such as India which has an
interest in obtaining further market access for professionals, have also suggested that a special
category of visa, a "GATS Visa" could be considered. The GATS visa would be issued more rapidly
than other categories of visas, be time limited, cover independent service suppliers and intra corporate
transferees and be backed up by a bond, with the possibility of using sanctions in cases of abuse.

7. REGIONAL TRADE AGREEMENTS

83. The number of regional trade agreements (RTAs) has continued to rise in 2004 making
preferential, discriminatory trade relations an ever more established and perhaps irreversible feature of
the international trading system. The rush to forge RTAs over the last decade, appears to have gained
further pace in the wake of the impasse experienced at Cancin on the DDA. Between January and
August 2004 alone, 21 RTAs were notified to the WTO, increasing the total number of notified
preferential agreements in force to 206%; in addition to these, around 30 agreements were signed
between 2003 and 2004 and awaiting entry into force, and approximately 60 RTAs are in the
negotiations/proposal stage. The intensification of RTA activities has been recorded across all world's
regions even though it has been more pronounced in the Western Hemisphere and Asia-Pacific. The
most notable developments of this latest phase of RTA proliferation include the expansion in the
number of cross regional RTAs, of developed-developing country RTAs and the emergence of
agreements among developing countries.

84. In Europe, 2004 was a year of both RTA expansion and consolidation. The accession to the
EC of ten new members on 1 May expanded the European internal market to 28 countries”,
encompassing 450 million citizens and accounting for roughly 18% of world trade. The EC
enlargement also consolidated the extensive network on intra-European RTAs built over the years by
considerably reducing the number of existing agreements.”® This process of expansion and
consolidation is due to continue in the coming years as countries are added to the list of candidates for
EC accession.”® In South Eastern Europe, the EC has been negotiating a Stabilization and Association
Agreement (SAA) with Albania and has concluded the feasibility study for an SAA with Bosnia and
Herzegovina.'® At the sub-regional level, a network of bilateral FTAs being developed under the
auspices of the Stability Pact has been concluded and is progressively being implemented.’” A
similar process is under way between the EC and countries in North Africa and the Middle East,

% This number totals notifications made under GATT Article XXIV, GATS Article V, and the
Enabling Clause as well as accessions to existing RTAs; for a complete list of RTAs notified to the
GATT/WTO see http://www.wto.org/english/tratop_e/region_e/region_e.htm

°" The EC plus three EFTA member states.

% The accession of Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,
the Slovak Republic, and Slovenia terminates the bilateral agreements between the new members and the EC,
whilst it repeals the trade-related aspects of all existing agreements among the new members as well as those
between the latter and third parties with which the EC already has preferential agreements.

% Croatia received candidate status in June 2004, thus joining Bulgaria, Romania and Turkey.

% Two such agreements have been concluded to date with the Former Yugoslav Republic of
Macedonia (FYROM) and Croatia respectively. Members of the European Free-Trade Association (EFTA) are
pursuing a similar set of negotiations.

191 The Stability Pact process involves Albania, Bosnia and Herzegovina, Bulgaria, Croatia, FYROM,
Romania, and Serbia and Montenegro. A Memorandum of Understanding on trade facilitation and liberalization
in 2001 commits these countries to conclude a network of bilateral FTAs among themselves. At a later stage,
Moldova became associated with this process.
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which aims to the establishment of a Euro-Mediterranean Free Trade Area by 2010'%% the grid of
EC's bilateral agreements has almost been completed, thus replacing first generation, non-reciprocal
co-operation agreements between the EC and these countries.®?

85. Negotiations on the FTA between the EC and the countries of the Gulf Co-operation Council
(GCC) are in progress, with offers having been exchanged on both goods and services trade. EC
negotiations for an FTA with MERCOSUR have intensified with improved offers on services,
government procurement, investment and goods (including agriculture) being exchanged. In South
East Asia, further discussions have been held on the "Trans-regional EC-ASEAN Trade Initiative”
(TREATI), which aims at the expansion of trade and investment flows between the two regions,
though no FTA appears to be yet on the agenda. The EFTA States, however, having concluded an
FTA with Singapore in 2003 have been exploring the possibility of FTA negotiations with Thailand
and with the Republic of Korea. With respect to EC relations with the ACP (African, Caribbean and
Pacific) countries, negotiations on Economic Partnership Agreements (EPAs)'®* were officially
opened in 2004 with Eastern and Southern Africa (ESA), the Caribbean Forum of ACP States
(CARIFORUM) and with the Southern African Development Community (SADC). EPAs
negotiations with the Pacific ACP States are scheduled to be launched in 2004.'%®

86. In the Western Hemisphere, the United States has lived up to its ambitious preferential trade
agenda announced in 2003 by signing FTAs with Australia, Morocco and, as part of the Dominican
Republic — Central American Free Trade Agreement (DR-CAFTA), with Costa Rica, the Dominican
Republic, El Salvador, Guatemala, Honduras, and Nicaragua; it has concluded negotiations with
Bahrain'®; it has advanced negotiations with the South African Customs Union (SACU); opened
negotiations with three members of the Andean Community (Colombia, Ecuador and Peru) and with

Panama; and announced its intention to open FTA negotiations with Thailand.

87. RTA developments in Latin America suggest increasing efforts towards consolidation and
deepening of the network of RTAs among South and Central American countries. MERCOSUR
members have been working towards the objective of a fully fledged customs union'®, and have
concluded a framework agreement with three members of the Andean Community, which aims to the
gradual establishment of an FTA.'® Recently, Mexico has signalled its intention to apply for
associate membership in MERCOSUR.*® Latin American countries have also been very active in
FTA negotiations with partners further afield. Mexico has concluded negotiations with Japan; Chile
with the Republic of Korea; Panama is negotiating with Singapore; MERCOSUR with India, and a

192 The Mediterranean partners are Algeria, Egypt, Israel, Jordan, Lebanon, Morocco, Palestinian
Authority, Syria, Tunisia and Turkey. Cyprus and Malta were partners to the process before acceding to the EC.

1% The Association Agreement between the EC and Egypt entered into force on 1 June 2004, while
negotiations with Syria are in progress.

104 EPAs are reciprocal FTAs supposed to replace the existing Cotonou Agreement between the EC and
the 77 ACP countries.

15 EPA negotiations with Central Africa (CEMAC) and West Africa (ECOWAS) were opened in
October 2003.

1% The FTA with Bahrain and Morocco fall under the Middle East Free Trade Initiative proposed by
President G. W. Bush in May 2003, which foresees a plan of graduated steps to expand and deepen economic
ties between the United States and Middle Eastern nations through Trade and Investment Framework
Agreements (TIFAS), Bilateral Investment Treaties (BITs), and comprehensive Free Trade Agreements (FTAS).

17 MERCOSUR has focused on the elimination of the exceptions to the common external tariff, the
entry into force of the Protocol of Montevideo on Trade in Services, and the entry into force of the Protocol of
Olivos for the Settlement of Disputes.

1% These are Colombia, Ecuador and Venezuela. Free-trade with Bolivia and Peru is regulated under
the agreements concluded between MERCOSUR and Bolivia and Peru, respectively.

199 Bolivia, Chile and Peru are already associate members of MERCOSUR.
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MERCOSUR-China FTA is being considered. At the continental level, negotiations for the Free
Trade Area of the Americas (FTAA) are ongoing; however, it appears that not much progress has
been made since the last Ministerial Meeting (the eighth) in Miami in November 2003.'*°

88. The debate over RTAs in the Asia-Pacific further intensified in 2004. Singapore has signed
an FTA with Jordan, has launched negotiations with the Republic of Korea and with Panama, and is
considering negotiations with Bahrain, Egypt and Sri Lanka.'*! Japan has agreed an FTA with
Mexico, and it has launched negotiations with the Republic of Korea, Malaysia, the Philippines and
Thailand in order to strengthen its ties with ASEAN countries: in parallel, a working group is
studying the feasibility of an FTA between Japan and ASEAN as a whole. The Republic of Korea,
besides its negotiations with Japan and Singapore and the agreement concluded with Chile, has been
holding joint-study talks with ASEAN on plans for an FTA. Thailand has opened negotiations with
New Zealand, signed an FTA with Australia, and is considering FTAs with the EFTA States and with
the United States. As for China, negotiations on the FTA with ASEAN are in progress, while
feasibility studies are being undertaken on FTAs with Australia and New Zealand. Further, in July, it
signed a framework agreement on economic cooperation with the countries of the GCC. At the
broader regional level, ASEAN, China, Japan and the Republic of Korea are discussing plans for an
East Asian Community as a new framework for regional cooperation. Australia and New Zealand's
participation in the ASEAN leaders' summit in November may involve discussions on a possible FTA
with ASEAN.

89. In South Asia, India has been the main focus of RTA activities. With its SAARC
counterparts'*?, it has signed the South Asian Free Trade Agreement (SAFTA), designed to revamp
the SAPTA, and a Framework Agreement under the name BIMST-EC (Bangladesh, India, Myanmar,
Sri Lanka, Thailand — Economic Co-operation); it is also engaged in FTA negotiations with ASEAN
and Thailand, having signed Framework Agreements with both, and is negotiating a Comprehensive
Economic Cooperation Agreement (CECA) with Singapore. India has also signed a partial scope
agreement with MERCOSUR, as a preliminary step to an FTA. Further FTA negotiations are in the
pipeline.

90. Developments in the global RTA landscape in 2004 reaffirm the resilience of preferential
trade relations as a major force in international trade. In the wake of uncertainty of the multilateral
trade negotiations under the DDA, RTAs are being embraced by many WTO Members as trade policy
instruments and, in the best of cases, as complementary to the multilateral trading system.*** While
the promotion of free trade at a preferential level may exert leverage for openness and competitive
liberalization in international trade relations, thus benefiting the multilateral process, this strategy
carries certain inherent risks. More significantly, proliferation of RTAs and the development of
complex networks of preferential trade are altering global trade patterns and undermining
transparency and predictability in international trade relations, pillars of the WTO system. This has
implications for all third parties to RTAs through, inter alia, trade and investment diversion,
diminished attention to the multilateral system, and the creation of vested interests in FTA partners
which will resist dilution of preferential margins at the multilateral level.

110 paragraph 7 of the Ministerial Declaration envisages countries taking different levels of
commitments, which may result in a multi-layered FTAA regime of economic integration among the
34 countries.

11 singapore has ongoing negotiations with Canada, India, Mexico, and P3 (Trilateral FTA comprising
Chile and New Zealand).

112 South Asian Association for Regional Co-operation (SAARC) comprising Bangladesh, Bhutan,
India, Maldives, Nepal, Pakistan and Sri Lanka.

3 For some WTO Members, preferential trade represents over 90% of their total trade.
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91. Notwithstanding these risks, WTO Members are allowed to participate in regional initiatives,
albeit subject to a number of criteria and procedures.”™® The Committee on Regional Trade
Agreements (CRTA), the body entrusted with verifying the compliance of RTAs with the relevant
WTO provisions, continued its examination of RTAs in 2004 However, the CRTA made no
further progress on its mandate of consistency assessment, due to long-standing institutional, political
and legal difficulties. Since the establishment of the WTO, Members have been unable to reach
consensus on the format, and the substance, of the reports on any of the examinations entrusted to the
CRTA.

92. The negotiations on RTA rules launched at the Fourth Ministerial Conference in Doha aim at
clarifying and improving the relevant disciplines and procedures under existing WTO provisions with
a view to resolve the impasse of the CRTA, exercise better control of RTA dynamics, and minimize
the risks related to the proliferation of RTAs. These negotiations, which are taking place within the
Negotiating Group on Rules, had progressed meaningfully on transparency issues by the time of the
Cancin Ministerial. The resumption of negotiations in 2004 has furthered the Group's work on
transparency to the point that one of the procedural improvements considered by the Group (to ask the
Secretariat to prepare factual presentations of RTAs under examination) has been forwarded to the
CRTA for testing, on a preliminary and voluntary basis. The Group has also enlarged the scope of its
negotiations to include systemic issues, which may suggest increasing concern by Members about the
possible effects of RTAs on third parties and on the multilateral trading system as a whole.

8. DISPUTE SETTLEMENT

93. The Dispute Settlement Mechanism, set up in 1995, is often cited as one of the major
achievements of the multilateral rules-based system. The number of cases brought before the dispute
settlement mechanism has continued to increase. Between 1 January 1995 and 22 October 2004,
317 cases had been filed with the Dispute Settlement Body (DSB), of which 129 have resulted in
panels covering 159 disputes. The majority of cases™® are brought to the DSB by the industrialized
countries, 204 as complainant and 191 as respondents. Developing countries have brought 136 cases
as complainant and 122 cases as respondents. The main areas of complaint™’ have been:
GATT 1994 (230 requests of which 89 are on national treatment, 80 on MFN treatment and 71 on
quantitative restrictions)*'®, subsidies (57), agriculture (52) and anti-dumping (54).

94. The LDCs have, in general, not used the dispute settlement mechanism although some have
participated as third parties in disputes''®; in addition, Bangladesh was the first LDC to request
consultations under the mechanism in January 2004.*° Assistance is being provided to LDCs that do

wish to use the mechanism, notably through the Advisory Centre on WTO Law (ACWL). The

114 Contained in GATT Atrticle XXIV, for agreements covering trade in goods, and in GATS Article V,
for agreements in the area of trade in services. The 1979 Decision of the GATT Council on Differential and
More Favourable Treatment (Enabling Clause) governs the conclusion of preferential arrangements among
developing countries (trade in goods only).

15 As of July 2004, the CRTA had a total of 158 agreements under examination.

116 Based on 314 cases (as at 17 September 2004).

17 Based on 315 cases (as at 30 September 2004).

118 There is some double counting as some of the cases brought under Article 111 of the GATT 1994 are
also brought under Article I.

119 | east developed countries that have participated in disputes as third parties include Bangladesh,
Benin, Chad, Madagascar, Malawi, Senegal and Tanzania.

120 Bangladesh requested consultations with India on 28 January 2004 regarding the latter's imposition
of anti-dumping duties on imports of lead acid batteries from Bangladesh (WTO document, WT/DS306/1,
2 February 2004); in February 2004, the EC requested to join these consultations (WTO document
WT/DS306/2, 16 February 2004).



WT/TPR/OV/10
Page 44

ACWL was formed in October 2001 to help developing, and especially LDC Members, to make more
effective use of the WTO's dispute settlement mechanism; all countries designated by the
United Nations as least developed that are Members of the WTO are entitled to its services. It charges
modest fees. Since July 2001, the Centre has provided legal advice to LDCs on a number of issues,
including the implications of paragraph 6 of the Doha Ministerial Declaration on the TRIPS
Agreement and Public Health; the WTO consistency of certain subsidies; the viability of initiating a
dispute under Article VI of the GATT 1994; and the viability of resort to Article XVIII of the GATT
1994.

95. Among the main users of the WTO dispute settlement mechanism, the EC, the United States,
Canada and Japan have been the largest. Up to 17 September 2004, the United States brought
78 complaints and was respondent in 83; the EC and its member states brought 64 complaints and
were respondent in 63; Canada was involved in 26 cases as complainant and 12 as respondent; and
Japan was complainant in 11 cases and respondent in 13. A significant number of cases (55 or 17%)
have occurred between the two largest users, the United States and the EC. Among the developing
countries, the largest users continue to be Brazil (22 cases as complainant and 12 as respondent), India
(16 cases as complainant and 16 as respondent), and Argentina (9 and 15 cases, respectively, as
complainant and respondent).

96. Panel reports had been circulated (up to 22 October 2004) in 90 cases of which 59 were
appealed. Of these 90 cases, 30 were initiated by developing countries, 57 by industrialized countries
and three by a combination of both. With regard to the two largest traders, the EC initiated 17 cases
as sole complainant and seven jointly with others; the United States initiated 15 cases as sole
complainant and seven jointly. The United States and the EC were also the largest respondents with
regard to cases for which panel reports have been circulated: 34 and 16 cases, respectively.
Developing countries were respondents in 26 cases for which panel reports have been circulated.

97. Of the cases that go through WTO dispute settlement procedures, a large number tend to be
resolved through bilateral consultations between the Members. For those cases that go beyond
consultations to formal panels it appears that most go to the appeal stage. In cases where Members
have failed to agree through consultations on implementation of the DSB's recommendations and
rulings, recourse to the dispute settlement procedures under Article 21.5 of the Dispute Settlement
Understanding (DSU) has been sought. Members have, in general, implemented the
recommendations and rulings made by panels and by the Appellate Body in the "reasonable period of
time" determined under Article 21.3 of the DSU. However, in a few cases under the Compliance
Review Procedure of the DSU, compliance by Members has been contested and has resulted in
authorization by the DSB to suspend concessions and obligations against the non-complying Member.
The cases that have resulted in such an authorization since the formation of the WTO are:

- EC ban on meat and meat products (complaints by the United States and Canada);
- EC banana regime (complaints by the United States and Ecuador);

- Brazil export financing for aircraft (complaint by Canada);

- United States Foreign Sales Corporations (FSCs) (complaint by the EC);

- Canada export credits and loan guarantees for aircraft (complaint by Brazil); and

- United States 1916 Anti-Dumping Act (complaint by the EC).
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98. The United States and Ecuador decided not to retaliate, because of a change in the EC banana
import regime. In the case of the United States 1916 Anti-Dumping Act, an arbitration decision was
circulated on 24 February 2004 although the EC has not as yet requested authorization to suspend
concessions and obligations.** In the case of the FSC dispute, the EC suspended concessions and
obligations on 1 March 2004 on a number of products imported from the United States. Such
countermeasures consist of an additional customs duty of 5% to be enforced on 1 March 2004,
followed by an automatic, monthly increase by 1% up to a ceiling of 17% to be reached on
1 March 2005 if the United States had failed to comply with the ruling by then.*??

21 WTO document WT/DS136/ARB, 24 February 2004. The United States notified the Secretariat that
it was working continuously with the United States Congress to enact legislation and would confer with the EC
and Japan to reach a mutually satisfactory resolution of the matter (WTO document, WT/DS/136/14/Add.26,
7 May 2004). In a subsequent notification, the United States notified the Secretariat that it had urged the U.S.
House of Representatives to support legislation to repeal the 1916 Act at the earliest opportunity (WTO
document WT/DS136/14/Add.28, 9 July 2004).

122 European Commission Press Release 1P/04/282, "US Foreign Sales Corporations (FSC): EU starts
countermeasures on U.S. products”, Brussels 1 March 2004, [Online]. Available at: http://Europe.eu.int/rapid/
pressReleasesAction.do?reference=1P/04/282&format=HT..., [1 June 2004].
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Table Annex 1
Structure of MFN tariffs in least-developed countries reviewed in 2003/04

(Per cent)
Benin Burkina Faso Mali Rwanda
2003 URA | 2008 UR?* | 2003 UR?* | 2003 URS?
Bound tariff’
1. Bound tariff lines (% of all tariff lines) 40.4 404 40.9 40.9 421 421 100.0 100.0
2. Simple average bound rate 29.5 43.1 29.6 89.1
Agricultural products (HS01-24) 60.1 95.1 57.5 76.2
Industrial products (HS25-97) 14.6 18.4 16.9 91.3
WTO agricultural products 61.5 97.6 58.8 74.8
WTO non-agricultural products 11.9 13.7 14.4 914
Textiles and clothing 16.8 16.8 16.8 71.9
3. Tariff quotas (% of all tariff lines) 0.0 0.0 0.0 0.0
4. Duty free tariff lines (% of all tariff lines) 1.3 1.2 1.2 0.8
5. Non-ad valorem tariffs (% of all tariff 0.0 0.0 0.0 0.0
lines)
6. Non-ad valorem tariffs with no AVEs 0.0 0.0 0.0 0.0
(% of all tariff lines)
7. Nuisance bound rates (% of all tariff 0.0 0.0 0.0 0.0
Iines)C
Applied tariff
8.  Simple average applied rate 14.6 n.a. 14.6 n.a. 14.6 n.a. 18.0 n.a.
Agricultural products (HS01-24) 17.7 n.a. 17.6 n.a. 175 n.a. 14.2 n.a.
Industrial products (HS25-97) 14.1 n.a. 14.1 n.a. 14.1 n.a. 18.6 n.a.
WTO agricultural products 16.9 n.a. 16.8 n.a. 16.7 n.a. 13.2 n.a.
WTO non-agricultural products 14.2 n.a. 14.3 n.a. 14.2 n.a. 18.8 n.a.
Textiles and clothing 19.9 n.a. 19.8 n.a. 19.8 n.a. 20.7 n.a.
9. Domestic tariff "peaks" (% of all tariff 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a.
Iines)d
10. International tariff "peaks" (% of all tariff | 41.1 n.a. 41.3 n.a. 41.2 n.a. 39.3 n.a.
lines)®
11.  Overall standard deviation of tariff rates 6.9 n.a. 6.9 n.a. 6.9 n.a. 10.6 n.a.
12.  Coefficient of variation of tariff rates 0.5 n.a. 0.5 n.a. 0.5 n.a. 0.6 n.a.
13.  Tariff quotas (% of all tariff lines) 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a.
14.  Duty free tariff lines (% of all tariff lines) 0.0 n.a. 0.0 n.a. 0.0 n.a. 4.9 n.a.
15.  Non-ad valorem tariffs (% of all tariff 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a.
lines)
16.  Non-ad valorem tariffs with no AVEs 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a.
(% of all tariff lines)
17.  Nuisance applied rates (% of all tariff 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a.
lines)®
. Not available.
n.a. Not applicable.
* Negligible.
a Based on 2003 tariff schedule.
b Calculations are only based on bound tariff lines.
c Nuisance rates are those greater than zero, but less than or equal to 2%.
d Domestic tariff peaks are defined as those exceeding three times the overall simple average applied rate (indicator 8).
e International tariff peaks are defined as those exceeding 15%.
Note: MFN tariff calculations are based on effectively applied rates (including taxes) for Benin, Burkina Faso and Mali.
Source: WTO Secretariat calculations, based on data provided by the Members.
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Annex 1 (cont'd)
Structure of MFN tariffs in selected countries reviewed in 2003/04
(Per cent)
Switzerland Norway Belize Jamaica
2000 2004 F.BF | 2000 2004 F.B?| 2004 F.B. 2004 F.B.
L
Bound tariff
1. Bound tariff lines (% of all tariff lines) 99.0 100.0 100.0 {100.0 100.0 100.0 | 97.1 97.1 | 100.0 100.0
2. Simple average bound rate 12.4 12.0 12.0 | 275 29.5 29.5 | 60.1 60.1 53.2 53.2
Agricultural products (HS01-24) 47.3 475 475 (130.8 1282 128.2 |101.9 1019 91.5 91.5
Industrial products (HS25-97) 2.9 24 2.4 4.6 4.2 42 | 52,6 526 | 444 44.4
WTO agricultural products 48.9 49.4 494 |154.1 1502 150.2 |101.8 1018 97.4 97.4
WTO non-agricultural products 29 2.3 2.3 41 3.6 3.6 | 51.8 51.8 43.7 43.7
Textiles and clothing 7.6 5.6 56 | 10.6 8.6 8.6 | 57.0 57.0 49.7 49.7
3. Tariff quotas (% of all tariff lines) 35 34 34 . 0.4 0.4 0.0 0.0 0.0 0.0
4. Duty free tariff lines (% of all tariff 15.2 16.4 16.4 | 419 43.8 43.8 0.0 0.0 0.6 0.6
lines)
5. Non-ad valorem tariffs (% of all tariff 82.8 83.7 83.7 | 154 153 153 0.0 0.0 0.0" 0.0"
lines)
6. Non-ad valorem tariffs with no AVEs 5.0 55 55| 15.4 6.4 64| 00 0.0 0.0" 0.0"
(% of all tariff lines)
7. Nuisance bound rates (% of all tariff 36.5 384 384 2.3 3.0 3.0 0.0 0.0 0.0 0.0
Iines)C
Applied tariff
8.  Simple average applied rate 8.9 9.3 n.a. 8.1 7.2 na | 11.3 n.a. 8.6 n.a.
Agricultural products (HS01-24) 33.1 34.8 na. | 336 33.7 na | 205 n.a. 20.6 n.a.
Industrial products (HS25-97) 24 23 n.a. 2.4 0.8 n.a. 9.4 n.a. 6 n.a
WTO agricultural products 34.3 36.2 na. | 387 38.2 na. | 17.9 n.a. 18.1 n.a.
WTO non-agricultural products 2.3 2.2 n.a. 23 0.9 na. | 10.0 n.a. 6.7 n.a.
Textiles and clothing 6.2 5.6 n.a. 8.1 3.4 na | 11.6 n.a. 8.7 n.a.
9. Domestic tariff "peaks" (% of all tariff 6.3 5.9 n.a. 4.6 5.0 n.a. 7.8 n.a. 6.4 n.a.
Iines)d
10. International tariff "peaks" (% of all 8.8 8.6 n.a. 8.7 5.7 na | 27.2 n.a. 285 n.a.
tariff Iines)e
11.  Overall standard deviation (SD) of tariff | 33.1 425 na | 339 441 na | 114 n.a. 12.4 n.a.
rates
12.  Coefficient of variation (CV) of tariff 3.7 4.6 n.a. 4.2 6.2 n.a. 1.0 n.a. 1.4 n.a.
rates
13.  Tariff quotas (% of all tariff lines) 35 3.4 n.a. . 0.4 n.a. 0.0 n.a. 0.0 n.a.
14.  Duty free tariff lines (% of all tariff 17.2 17.7 na. | 655 83.9 n.a. 9.6 n.a. 60.5 n.a.
lines)
15.  Non-ad valorem tariffs (% of all tariff 82.8 82.3 na. | 11.9 10.4 n.a. 0.7 n.a. 0.0 n.a.
lines)
16.  Non-ad valorem tariffs with no AVEs 5.0 52 n.a. 2.9 2.3 n.a. 0.7 n.a. 0.0 n.a.
(% of all tariff lines)
17.  Nuisance applied rates (% of all tariff 39.1 39.0 n.a. 29 1.2 n.a. 0.0 n.a. 0.0 n.a.
lines)*
. Not available.
n.a. Not applicable.
* Negligible.
F.B. Final bound.
a Bound on 2004 tariff schedule.
b Calculations are only based on bound tariff lines.
c Nuisance rates are those greater than zero, but less than or equal to 2%.
d Domestic tariff peaks are defined as those exceeding three times the overall simple average applied rate (indicator 8).
e International tariff peaks are defined as those exceeding 15%.
Note: Excluding in-quota rates. Calculations exclude specific rates and include the ad valorem part for compound and alternate rates.
Source: WTO Secretariat calculations, based on data provided by the Members.
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Annex 1 (cont'd)
Structure of MFN tariffs in selected countries reviewed in 2003/04

(Per cent)
Korea, Rep. of Sri Lanka Singapore
1996 2004 FB2 1998 2003 FBP 1999 2003 FBS
Bound tariff
1. Bound tariff lines (% of all tariff lines)® 91.0 915 915 | 367 ~ 366 | 705 706 706
2. Simple average bound rate 27.6 17.2 17.0 . . 31.2 9.7 7.5 6.9
Agricultural products (HS01-24) 724 61.1 61.1 . . 495 16.8 11.0 9.6
Industrial products (HS25-97) 20.0 10.0 9.7 . . 19.7 7.9 6.5 6.2
WTO agricultural products 71.3 61.1 61.1 . . 49.8 17.7 11.1 9.5
WTO non-agricultural products 19.8 9.7 9.5 . . 19.9 7.8 7.3 6.3
Textiles and clothing 28.5 18.5 18.5 . . 12.5 14.8 10.9 9.9
3. Tariff quotas (% of all tariff lines) 1.7 17 1.8 . . 0.0 0.0 0.0 0.0
4. Duty free tariff lines (% of all tariff lines) 2.0 14.2 14.4 . . 0.5 14.9 18.5 22.6
5. Non-ad valorem tariffs (% of all tariff lines) 0.5 1.0 1.0 . . 1.8 13 13 13
6. Non-ad valorem tariffs with no AVEs (% of 0.5 1.0 1.0 . . 1.8 1.3 1.3 1.3
all tariff lines)
7. Nuisance bound rates (% of all tariff lines)® 0.6 2.1 21 - - 0.0 01 3.7 0.0"
Applied tariff
8. Simple average applied rate 14.4 12.8 n.a. 11.8 9.8 n.a. 0.0 0.0 n.a.
Agricultural products (HS01-24) 51.8 479 n.a. 27.0 21 n.a. 0.0 0.0 n.a.
Industrial products (HS25-97) 7.7 6.6 n.a. 9.4 7.9 n.a. 0.0 0.0 n.a.
WTO agricultural products 56.2 52.2 n.a. 27.6 21.3 n.a. 0.0 0.0 n.a.
WTO non-agricultural products 7.7 6.7 n.a. 115 8.0 n.a. 0.0 0.0 n.a.
Textiles and clothing 7.8 9.8 n.a. 6.9 5.2 n.a. 0.0 0.0 n.a.
9. Domefstic tariff "peaks" (% of all tariff 24 25 n.a. 0.3 0.3 n.a. 0.0 0.0 n.a.
lines)
10. International tariff "peaks" (% of all tariff 8.7 8.9 n.a. 26.5 21.9 n.a. 0.0 0.0 n.a.
Iines‘.)g
11. Overall standard deviation of tariff rates 57.5 52.0 n.a. 14.2 12.4 n.a. 0.0 0.0 n.a.
12. Coefficient of variation of tariff rates 4.0 4.1 n.a. 1.2 1.3 n.a. 0.0 0.0 n.a.
13. Tariff quotas (% of all tariff lines) 17 1.7 n.a. 0.0 0.0 n.a. 0.0 0.0 n.a.
14. Duty free tariff lines (% of all tariff lines) 2.0 13.3 n.a. 19.8 10.0 n.a. 99.9 99.9 n.a.
15. Non-ad valorem tariffs (% of all tariff lines) 0.5 0.6 n.a. 0.6 12 n.a. 0.1 0.1 n.a.
16. Non-ad valorem tariffs with no AVEs (% of 0.5 0.6 n.a. 0.6 1.2 n.a. 0.1 0.1 n.a.
all tariff lines)
17. Nuisance applied rates (% of all tariff lines)° 2.7 2.7 n.a. 0.0 271 n.a. 0.0 00 na
. Not available.
n.a. Not applicable.
* Negligible.
F.B. Final bound.
a Based on 2004 tariff schedule.
b Based on 2001 tariff schedule.
c Based on 2003 tariff schedule.
d Calculations are only based on bound tariff lines. Including fully bound and partially bound rates.
e Nuisance rates are those greater than zero, but less than or equal to 2%.
f Domestic tariff peaks are defined as those exceeding three times the overall simple average applied rate (indicator 8).
g International tariff peaks are defined as those exceeding 15%.
Note: Excluding in-quota rates. Calculations exclude specific rates and include the ad valorem part for compound and alternate rates.

Final bound calculations are only based on bound tariff lines.

Source: WTO Secretariat calculations, based on data provided by the Members.
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Table Annex 2
Tariff escalation by 2-digit ISIC industry
(Per cent)
Food Paper Non- Fabricated
Country/ Stage of ' Textiles & Wood & -aper, . metallic Base metal Total
v a beverages . printing & Chemicals - Other .
ear process leather  furniture o mineral metal products & industry
& tobacco publishing .
products machinery
North America
United States 1 31 29 0.1 0.0 19 0.0 0.4 n.a. 1.6 23
2002 2 7.4 9.1 21 0.5 4.3 2.1 17 2.7 0.4 4.7
3 12.4 10.0 2.2 0.6 3.9 5.6 25 2.2 3.6 55
Canada 1 7.9 1.0 0.0 0.0 15 0.0 0.0 n.a. 1.2 39
2002 2 6.8 7.0 2.1 0.4 29 0.7 0.9 1.3 0.0 39
3 34.3 135 5.2 1.0 4.7 3.8 3.0 2.6 4.8 8.9
Mexico 1 22.2 12.7 13.0 4.8 125 8.0 10.1 n.a. 14.2 15.1
2001 2 27.1 17.9 18.6 13.3 11.3 17.7 12.9 13.7 13.0 13.2
3 345 314 21.9 14.9 135 18.3 23.0 15.4 20.8 18.5
Latin America
Argentina 1 9.5 11.4 5.0 6.6 9.2 9.0 5.2 n.a. 11.6 9.3
2000 2 14.1 18.8 9.9 14.6 10.1 10.3 13.2 16.7 14.2 12.0
3 16.5 224 17.9 15.2 12.1 14.2 19.0 14.1 20.4 15.0
Belize 1 224 5.4 7.0 5.0 7.3 5.0 5.6 n.a. 26.4 14.8
2001 2 16.5 5.0 12.4 49 55 6.0 44 5.0 5.0 5.8
3 19.5 17.3 17.4 11.8 10.3 10.9 5.0 9.7 14.5 12.7
Brazil 1 8.1 8.3 2.0 3.6 6.8 6.0 2.4 n.a. 8.6 7.2
2004 2 11.2 15.6 73 12.1 6.3 7.3 9.6 13.7 12.0 8.5
3 135 19.1 14.7 11.9 6.6 111 16.0 13.0 17.3 125
Chile 1 6.0 6.0 6.0 6.0 6.0' 6.0 6.0 n.a. 6.0 6.0
2003 2 8.2 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.1
3 5.9 6.0 6.0 5.7 6.0 6.0 6.0 5.7 6.0 5.9
Costa Rica 1 10.2 29 6.6 17 25 6.0 19 n.a. 8.4 6.2
2000 2 12.7 85 8.2 3.8 2.2 3.1 3.0 25 3.0 4.3
3 19.8 12.9 12.8 8.9 6.1 8.2 1.0 4.2 9.5 8.2
Dominican 1 13.0 18 3.0 3.0 2.8 20.0 3.0 n.a. 8.2 73
Rep.
2002 2 14.0 2.0 4.7 3.1 3.9 51 6.1 9.0 2.8 44
3 171 17.3 14.9 125 9.0 11.1 14.0 7.2 16.4 10.8
Guatemala 1 9.8 19 0.0 0.0 2.8 5.0 0.0 n.a. 8.8 5.6
2001 2 10.4 14.3 7.0 34 13 2.3 2.0 1.7 13 5.1
3 12.9 18.9 12,5 7.7 6.4 7.2 0.0 4.0 9.4 8.1
Guyana 1 23.3 5.4 7.0 5.0 7.0 5.0 5.6 n.a. 26.4 15.2
2002 2 16.7 5.1 9.7 4.9 5.8 5.9 5.6 5.0 5.0 6.1
3 25.6 17.3 14.3 114 111 10.8 5.0 10.2 15.4 13.8
Honduras 1 10.2 1,7 0.0 0.0 19 5.0 0.0 n.a. 8.2 5.6
2002 2 10.8 10.3 73 49 14 2.3 19 1.7 13 4.4
3 12.4 13.2 12.5 7.4 5.7 7.1 0.0 3.6 9.3 7.0
Haiti 1 2.6 4.5 0.0 0.0 0.0 15.0 0.0 na. 8.7 2.3
2002 2 4.7 53 0.0 0.5 0.7 14 1.3 0.8 0.0 2.0
3 6.5 5.2 6.1 15 3.4 5.2 0.0 1.7 4.2 33
Jamaica 1 23.3 0.5 3.0 0.0 4.0 5.0 11 n.a. 16.1 12.4
2004 2 11.0 0.0 6.6 0.0 15 17 14 0.0 0.0 15
3 19.2 16.6 13.0 10.2 9.1 8.2 0.0 5.9 12.1 10.5
Venezuela 1 14.2 10.9 5.0 6.3 8.0 10.0 2.8 n.a. 10.9 10.4
2002 2 17.7 175 12.1 12.3 7.4 9.3 111 85 15.0 10.9
3 18.7 19.2 16.6 15.1 10.9 14.7 15.0 11.0 15.6 13.4
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Non- Fabricated
Country/ Stage of b Food, Textiles & Wood & l_:’aper, & Chemical metallic Base metal oth Total
Year rocessa everages leather  furniture prmt_lng emicals mineral metal products & ther industry
p & tobacco publishing -
products machinery
Western Europe
European 1 14.6 0.8 0.0 0.0 15 0.0 0.0 n.a. 1.2 8.6
Communities 2 19.2 6.2 31 0.9 4.7 2.9 13 1.6 0.0 4.8
15
2004 3 19.3 9.5 21 0.0 3.9 4.1 0.0 25 2.7 7.0
Norway 1 16.5 0.0 0.0 0.0 0.0 0.0 0.0 n.a. 0.1 8.0
2004 2 20.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 11
3 49.8 6.3 0.0 0.0 0.2 0.0 0.0 0.0 0.0 85
Switzerland 1 7.8 3.9 51 16 0.8 0.1 0.4 n.a. 0.4 4.3
2004 2 37.9 5.1 3.0 7.8 0.9 2.7 1.8 1.3 4.5 45
3 43.1 5.6 2.4 4.3 2.2 2.6 1.9 11 2.2 9.7
Eastern
Europe
Bulgaria 1 11.8 3.1 0.0 0.0 4.5 0.0 0.0 n.a. 2.3 7.8
2003 2 22.7 12.7 5.0 8.9 7.3 9.7 4.8 7.8 0.6 8.8
3 27.4 19.7 13.8 9.4 9.2 13.4 0.0 6.7 8.0 135
Czech 1 0.9 0.2 0.6 0.0 1.9 0.0 0.3 n.a. 0.4 0.9
Republic
2001 2 17.6 4.6 2.7 7.6 3.8 8.2 3.8 4.7 8.7 4.9
3 16.3 8.4 5.6 6.4 4.0 6.5 2.6 4.0 4.8 7.4
Slovak 1 0.8 0.2 0.5 0.0 19 0.0 0.3 n.a. 0.4 0.8
Republic
2001 2 14.4 4.6 2.7 7.1 3.7 8.3 3.8 3.9 8.7 4.7
3 16.2 8.5 5.6 5.8 3.9 6.5 2.6 4.0 4.8 7.4
Slovenia 1 4.3 1.8 1.2 0.4 3.9 0.0 0.1 n.a. 6.2 35
2001 2 16.2 9.6 4.6 8.7 7.7 5.4 6.9 6.8 10.0 8.3
3 20.0 16.4 14.2 13.6 8.8 9.9 5.0 9.9 135 13.1
Middle East
Bahrain 1 4.8 9.5 7.0 5.0 6.4 10.0 5.0 n.a. 8.9 6.2
2000 2 2.8 10.0 52 5.2 5.3 5.1 5.0 5.0 5.0 6.2
3 114 8.7 8.8 7.3 7.0 71 5.0 9.3 7.8 9.0
East Asia
Brunei 1 0.0 0.3 12.0 0.0 0.0 0.0 0.0 n.a. 1.2 0.3
Darussalam 2 0.0 0.1 19.4 0.0 0.1 0.0 0.0 0.0 0.0 0.4
2000 3 0.0 15 3.6 0.0 2.8 0.9 0.0 8.8 2.7 5.2
China 1 15.3 125 1.2 0.0 7.1 0.0 2.8 n.a. 14.8 11.3
2002 2 28.1 15.1 5.7 8.4 7.2 10.7 5.3 6.9 8.9 9.7
3 215 20.4 117 115 10.8 15.1 13.0 11.2 16.9 14.0
Hong Kong, 1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 n.a. 0.0 0.0
China
2002 2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Indonesia 1 3.7 55 2.0 2.6 4.1 0.0 29 n.a. 7.4 4.0
2002 2 4.7 8.3 1.7 48 5.2 3.9 7.3 5.0 5.0 6.1
3 13.0 12.2 9.6 4.4 7.1 6.4 10.0 6.6 10.4 8.6
Japan 1 12.6 24.3 0.0 0.0 24 0.0 0.4 n.a. 0.2 10.3
2004/05 2 21.4 6.5 4.3 0.3 2.8 15 0.8 15 0.0 4.7
3 20.2 11.4 2.1 0.0 2.0 1.1 3.0 0.3 2.5 7.2
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Non- Fabricated
Country/ Stage of b Food, Textiles & Wood & l_:’aper, & Chemical metallic Base metal oth Total
Year rocess® EVErages —|oather furniture prmt_lng emicals mineral metal products & ther industry
P & tobacco publishing .
products machinery
Korea, Rep. 1 60.0 5.2 4.4 0.1 6.6 5.0 1.7 n.a. 5.9 27.9
of
2004 2 93.6 8.8 6.1 0.9 6.4 7.3 3.1 6.7 0.0 9.2
3 34.4 11.4 5.3 0.6 71 7.9 8.0 6.0 6.8 10.1
Malaysia 1 1.4 0.3 12.0 0.0 7.6 0.0 0.3 n.a. 0.0 3.0
2001 2 5.3 13.4 2.2 6.4 71 22.0 9.3 3.3 7.5 7.7
3 45 17.0 134 15.0 75 19.9 18.8 16.9 11.2 13.6
Singapore 1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 n.a. 0.0 0.0
2003 2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Thailand 1 17.3 3.7 1.0 1.0 8.8 1.0 1.0 n.a. 10.2 9.6
2003 2 24.6 15.7 10.3 11.8 49 14.7 7.3 12.3 17.5 9.5
3 29.6 28.5 20.8 20.6 14.8 18.6 20.0 12.7 16.8 18.1
South Asia
Bangladesh 1 19.0 16.2 6.0 0.0 11.9 25.0 5.7 n.a. 25.1 14.2
2000 2 24.8 26.5 16.0 25.5 16.2 29.7 19.2 27.1 25.0 20.7
3 29.5 36.3 30.2 28.1 24.4 25.2 25.0 18.5 323 24.1
India 1 36.4 25.1 17.0 71 25.4 35.0 23.8 n.a. 35.0 28.1
2001/02 2 36.6 28.5 311 34.7 33.6 34.1 33.0 21.7 35.0 32.3
3 48.3 34.2 34.8 29.4 33.2 34.1 35.0 29.2 335 33.0
Maldives 1 16.6 18.9 15.0 25.0 21.3 25.0 21.3 n.a. 25.0 19.7
2002 2 145 17.6 15.0 115 14.8 19.5 21.2 22.5 10.0 16.8
3 18.9 24.7 20.7 19.8 23.4 24.2 20.0 24.0 21.7 23.2
Pakistan 1 12.1 10.1 8.0 6.1 13.2 5.0 14.7 n.a. 14.7 11.8
2001 2 19.2 23.7 19.1 24.0 13.9 23.8 15.4 21.7 25.0 175
3 29.9 29.2 28.4 235 21.1 25.6 30.0 21.2 22.0 23.6
Sri Lanka 1 16.2 4.1 6.8 2.0 2.9 0.0 2.0 n.a. 8.0 8.3
2003 2 18.7 1.1 4.1 10.1 41 8.0 5.0 6.2 13.8 4.4
3 26.3 10.6 235 12.9 10.5 17.9 2.0 8.7 13.9 12.1
Oceania
Australia 1 0.3 0.1 2.0 0.0 17 0.0 0.3 n.a. 0.3 0.7
2001/02 2 0.4 9.8 3.9 3.9 17 1.9 3.0 2.1 4.2 4.1
3 2.2 145 3.9 3.4 3.4 4.0 0.0 3.4 3.0 5.1
New Zealand 1 05 2.2 0.0 0.0 0.9 0.0 0.0 n.a. 1.2 0.8
2002 2 2.6 2.8 3.1 52 1.2 0.5 2.3 1.2 4.9 2.2
3 3.0 14.8 4.9 4.1 3.3 3.7 5.0 3.8 3.9 5.6
Africa
Benin 1 15.6 9.0 7.5 75 8.9 75 7.5 n.a. 10.3 11.3
2003P 2 17.3 18.7 12.0 9.9 8.7 19.4 11.9 20.8 11.3 12.6
3 19.5 21.6 20.4 16.4 14.6 18.9 22.5 13.4 20.0 16.2
Burkina Faso 1 15.4 9.0 7.5 75 9.0 75 7.5 n.a. 10.3 11.3
2003P 2 17.4 18.3 125 10.1 8.6 19.4 12.3 20.8 11.3 125
3 19.6 21.6 20.2 16.7 15.0 19.0 225 133 20.8 16.3
Burundi 1 34.7 13.8 13.3 10.0 10.3 40.0 10.0 n.a. 40.0 215
2003 2 35.3 33.3 12.0 10.7 10.5 10.3 16.6 10.0 10.0 18.4
3 36.2 37.6 36.2 25.8 25.9 27.9 40.0 19.2 31.3 26.1
Gabon 1 23.1 11.6 22.0 10.0 9.8 30.0 10.0 n.a. 233 16.2
2000 2 22.8 18.1 29.7 11.0 10.6 21.6 14.4 9.2 75 14.6
3 25.8 27.9 27.4 18.2 17.0 22.8 30.0 15.9 27.0 20.2
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Non- Fabricated
Country/ Stage of b Food, Textiles & Wood & l_?a[_)er, & Chemical metallic Base metal oth Total
Year rocess® EVEra0Es |eather  furniture printing emicals  mineral metal products & ther industry
p & tobacco publishing -
products machinery
Gambia 1 15.5 14.4 10.0 18.0 9.0 18.0 44 n.a. 18.0 13.2
2003 2 16.1 13.0 10.2 16.6 8.9 10.5 12.1 8.8 18.0 11.3
3 16.8 17.7 18.0 12.7 12.7 14.2 18.0 111 17.4 13.6
Ghana® 1 15.8 15.1 16.0 12.2 10.2 150 156 na. 213 14.4
2000 2 18.8 16.6 19.6 19.3 10.8 11.3 11.0 11.7 20.0 13.1
3 23.8 29.9 24.6 16.9 22.5 14.6 20.0 7.6 18.4 155
Madagascarb 1 24.0 7.0 5.0 5.0 7.0 30.0 5.0 n.a. 211 14.4
2000 2 18.3 22.2 14.7 9.5 5.6 8.4 8.4 13.3 7.0 11.9
3 23.8 28.4 20.5 22.5 17.8 18.5 30.0 13.7 24.7 19.0
Mali 1 15.4 9.0 7.5 7.5 8.7 7.5 75 n.a. 10.3 11.2
2003b 2 17.1 18.5 11.9 10.3 8.6 19.4 12.0 20.8 11.3 12.5
19.3 216 20.2 16.6 14.8 19.0 22.5 13.3 20.7 16.2
Mauritania 1 16.2 2.6 0.0 0.0 2.7 20.0 55 n.a. 10.6 8.3
2001 2 10.9 12.6 9.3 6.9 4.6 9.7 8.3 7.5 5.0 8.0
3 14.5 18.3 175 11.7 115 14.8 20.0 9.0 18.1 12.3
Mauritius 1 10.5 6.3 0.0 0.0 2.0 0.0 0.0 n.a. 16.7 6.4
2001 2 18.9 0.8 1.8 0.0 3.8 59 12.3 0.0 75 55
3 29.4 64.7 54.7 434 32.2 29.5 80.0 17.6 33.8 30.4
Morocco 1 39.0 9.6 31.0 215 17.0 25.0 20.7 n.a. 31.9 26.8
2002 2 47.9 375 35.0 45.3 28.1 31.8 24.5 27.8 45.0 325
3 62.0 46.4 47.2 419 30.7 38.2 44.2 20.9 35.1 34.3
Mozambique 1 22.3 3.8 2.5 7.5 3.4 7.5 25 n.a. 13.8 11.3
2000 2 17.7 214 7.5 10.3 3.8 7.3 5.6 7.5 231 9.5
3 29.9 274 214 18.3 15.2 115 30.0 10.7 259 16.6
Nigerb 1 15.3 9.0 7.5 7.5 8.9 7.5 75 n.a. 10.3 11.3
2002 2 17.1 18.5 11.9 10.3 8.6 19.4 12.0 20.8 11.3 12.5
3 19.4 216 20.2 16.6 14.9 19.0 22.5 13.3 20.7 16.3
Rwanda 1 10.3 8.0 133 12.9 12.2 15.0 5.0 n.a. 10.6 10.4
2003 2 11.6 15.0 14.7 10.5 10.4 16.7 14.1 18.3 15.0 12.7
3 225 28.2 26.6 238 20.4 25.6 30.0 21.9 27.4 234
Senegal® 1 15.7 9.0 7.5 75 8.9 75 7.5 na. 101 115
2002 2 16.9 19.1 12.5 10.0 8.6 19.4 12.1 20.8 113 12.6
3 19.4 21.7 20.2 16.6 14.9 19.0 225 133 20.0 16.2
South Africa 1 10.8 4.7 0.0 0.0 35 0.0 0.0 n.a. 25 55
2002 2 10.3 22.0 6.2 5.8 3.3 4.9 3.2 2.4 4.3 12.9
3 155 323 15.6 7.7 7.7 7.1 0.0 5.2 7.2 11.2
Zambia 1 19.3 14.6 21.0 5.0 6.5 25.0 2.8 n.a. 18.1 13.7
2002 2 19.1 14.0 22.8 10.0 6.0 13.1 7.1 18.3 12.5 8.8
3 20.7 241 233 18.1 15.8 14.3 15.0 12.7 20.0 16.5
n.a. Not applicable.
a 1 = First stage of processing; 2 = Semi-processed; 3 = Fully processed.
b Including taxes.
Note: For countries with non-ad valorem rates AVEs have been used as available. In case of unavailability, the ad valorem part is used

for compound and alternate rates.

Source: WTO Secretariat calculations, based on data provided by the Members.
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1. INTRODUCTORY REMARKS BY THE CHAIRPERSON
1. The Chairperson, Ambassador H.E. Mrs. Puangrat Asavapsit (Thailand), welcomed Members

of the Trade Policy Review Body and the Director-General to the Annual Overview of Developments
in the International Trading Environment, mandated under the Uruguay Round Agreement. She noted
that this was an occasion for Members to give their views on current issues in the trading
environment. The Review had been assisted by the Report by the Director-General, issued as
document WT/TPR/OV/10. It was a comprehensive look at the state of the multilateral system,
giving particular attention to several key areas, such as agriculture, market access, textiles and
clothing, and regional trade agreements. She invited the Director-General to present his report.

2. The introductory remarks of the Director-General are reproduced in Part A.
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2. STATEMENTS BY THE DISCUSSANTS

3. The first discussant (H.E. Mr. Eirik Glenne, Norway) referred to Annex 3 to the Marrakesh
Agreement as the legal basis for this meeting. The Report presented a good overview of recent
developments in the international trading environment. The world's trade patterns were undergoing
great changes, which was due partly to strictly trade-based developments and partly to other factors.
This raised a number of questions on the subject of this discussion. The view that trade was not an
end in itself, but a tool for achieving other policy goals, was well established in the WTO. However,
while trade liberalization was a win-win undertaking for all participants, the necessary reallocation of
resources was a difficult process. A discussion of this process could provide a possibility for
Members to better grasp the interplay and the various costs involved.

4. The rise in oil prices and strong exchange rate fluctuations were two recent developments that
had had an impact on trade flows. The question was whether and how Members should look into the
nexus between these developments and trade flows. The increasing number of preferential trade
agreements represented a new trend. There was a long list of arguments on their advantages and
drawbacks, and the question arose as to whether Members should not set aside some time to discuss
such trade-related trends.

5. The Secretariat's Report provided ample information on the most important trade-related
developments in the past year and was a useful reference paper for the major trade policy instruments
of WTO Members. It also gave Members the possibility to learn more about the way in which the
individual trade policy instruments actually worked.

6. The second discussant (Prof. Richard Baldwin, Graduate Institute of International Studies,
Geneva) noted that the Secretariat had provided a concise and comprehensive overview of the current
state of the multilateral trading system. However, the Report could have been more analytical. As a
truly worldwide body, the WTO could present a unique perspective, including an even-handed
analysis of future developments.

7. Trade policy issues were becoming more complex; as tariff barriers came down, other
barriers were becoming more important many of which were not yet fully understood. Many
examples illustrated the importance of an unbiased analysis, which could save time and reduce
unnecessary conflict. The first was the area of trade facilitation, which was a classic example of the
role of important and complex barriers. There had been many studies by various organizations, but
each had its own particular perspective and biases. The second example was the role of rules of origin
in the emerging network of regional trade agreements. This especially was a problem where
production was being fragmented between many countries. Rules of origin had very complex
economics, and the WTO Secretariat was uniquely placed to carry out an analysis of this issue.
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3. STATEMENTS BY MEMBERS

8. The representative of Chile commended the quality of the Report, the format of this
discussion, and the two interventions from the discussants. However, the timing of the meeting could
have been better. He suggested that Members considered opening this discussion to the press or
transmitting it by webcam for future meetings. He added that it would be useful to present the
Director-General's Report together with the World Trade Report or even to fully merge the two
publications.

9. He wondered whether the information contained in the section on non-ad valorem tariff rates
also covered the impact of tariff rate quotas, and noted that specific duties, covered in paragraph 24 of
the Report, were generally more detrimental to developing countries. It was very useful that the
Report had revealed the gap between bound and applied rates, which showed the vast scope for the
current negotiations. On agriculture, he noted that most subsidies went to richer farmers and asked
whether the Members' various objectives could not be net with less discriminatory means. Regarding
anti-dumping measures, the number of measures in place was only a limited indicator of their impact
on trade flows, unless the numbers were trade-weighted. Furthermore, the simple initiation of
anti-dumping investigations could have a negative impact on trade, and the impact on the exporting
country should also be taken into account. He noted that the number of safeguard measures was
increasing, which could have a wider impact than anti-dumping measures.

10. Referring to the Report's section on business process outsourcing, he believed that "off-
shoring" would be a preferable expression, as outsourcing could also apply to the domestic market. It
should also be highlighted that off-shoring had been beneficial to some industrial countries such as
Ireland. On RTAs, he stated that a trade-weighted view would have been preferable to a simple
account of the number of agreements in place. Moreover, it would have been interesting to see how
investment and services were covered in such agreements. Future reports should provide more
analysis of the role of rules of origin and why RTAs were steadily increasing. He disagreed with the
Report's statement that there had been no progress on the CRTA's mandate on consistency
assessment, and noted that a consistency check should be left to the Dispute Settlement Body.
Referring to the increasing numbers of disputes before the WTO, he wondered whether this was due
to a deterioration of trade policies, an increased volume of international trade, less tolerance against
breaches, or better dispute settlement. Better and more timely compliance with dispute settlement
rulings was needed.

11. The representative of the United States recalled the progress that been achieved in the
negotiations in 2004. The DDA was the single most effective lever available to Members in
collectively sustaining global economic growth and development, and the United States continued to
be ambitious and aggressive in its approach to the DDA. He underlined the role of the United States
as an engine of global growth, as highlighted by the Secretariat's Report, and believed that too much
importance was given to its so-called twin deficits. The Report also recognized China as an important
force in the world trading system, and the United States looked forward to China's leadership in
achieving ambitious results in the DDA. The global economy was facing a number of risks, including
excessive reliance on export-led growth in a number of countries and negative oil market
developments.

12. The United States supported an ambitious and balanced agriculture package covering all three
pillars. However, Members should not lose sight of the importance of reducing barriers to agricultural
trade among developing countries. Ambitious agricultural reform in all three pillars with meaningful
commitments by developing countries could create additional incentives for the trade and investment
needed to sustain forward economic momentum. The July framework provided ample scope to
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address sensitivities and to facilitate adjustment. In the services sector, the rapidly growing number of
commitments made by developing countries was encouraging, but was not an accurate measure for
the degree of openness. While the Report provided a detailed assessment for Mode 4 supply, other
modes of supply would have benefited from a similarly detailed coverage.

13. The multilateral system remained at the heart of the United States' trade policy. However,
RTAs consistent with WTO disciplines could effectively and positively complement the goals of the
multilateral system. The United States appreciated the difficulties the Secretariat must have had in
compiling the statistics on trade remedies and noted that the information on new measures imposed
might be a more meaningful measure of activity than initiations. Regarding dispute settlement, the
rising number of disputes were a sign that the WTO system was credible, effective, and clearly
enabling countries to resolve their trade policy differences. The end of quantitative restrictions under
the Agreement on Textiles and Clothing as of 2005 marked a milestone, showing how Members could
make and fulfil ambitious commitments despite obvious sensitivities.

14. The representative of Japan recalled the steadfast recovery of the world economy in 2004,
with an estimated growth rate of 5%. This, together with the July package should be a source of
optimism for long-term growth. However, some risk factors, such as the recent surge in oil prices,
still remained. In order to achieve a successful conclusion of the current round, all Members should
share the responsibilities of redoubling efforts in every area of the DDA. The broadening and
deepening of RTAs had been one of the most important trends in recent years. RTAs should
complement the multilateral trade system. With a view to ensuring transparency in RTAs, Members
should intensify their discussion in the CRTA and rules negotiations.

15. With regard to the integration of developing countries in the world economy, Japan believed
that the liberalization of trade in services would have a positive impact on developing countries'
growth and hoped that many developing countries would undertake more commitments in Mode 3.
The expansion of South-South trade was another factor in the successful integration of developing
countries. In 2004, Japan expanded the coverage of duty-free and quota-free treatment for imports
from LDCs, including all textile and clothing products.

16. With regard to agriculture, the representative noted that his government was preparing a new
Basic Plan for Food, Agriculture and Rural Areas. Japan hoped that every Member's agricultural
reforms would be further accelerated. Turning to dispute settlement, he noted that the WTQO's
mechanism for the settlement of disputes was one of the major achievements of the multilateral rules-
based system. Japan strongly supported the settlement of trade disputes based upon the rules and
therefore believed that all Members should do their utmost to maintain the integrity of this
mechanism. He expressed his hope for a successful Hong Kong Ministerial Conference in 2005.

17. The representative of Canada referred to his country's recent market access initiative for
LDCs, which unfortunately was not mentioned in the Report. This initiative extended duty-free and
guota-free access to imports from LDCs, with the exception of certain over-quota, supply-managed
agricultural products, which included dairy and poultry products and eggs. It was one of the most far-
reaching LDC preference schemes of any developed country, partly because of its realistic and liberal
rules of origin, which allowed for cumulation from all developing countries. This initiative had had a
notable effect. In 2003 Canada's total imports from LDCs rose by 77% over their 2002 level.

18. The representative noted the Report failed to mention the progress made by a number of
Members in the implementation of the WTO Decision on TRIPS and Public Health. Canada was
among the first countries to take steps to implement the Decision; its new regime for compulsory
licensing of patented pharmaceutical products should come into effect in early 2005.
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19. The representative of Malaysia noted that a successful conclusion of the DDA would bring
greater opportunities to economies around the world, especially to developing countries. He referred
to the particular contribution of the United States and China to the growth in world trade and was
hopeful that China would continue to assume an important role in the development of world trade and
the multilateral trading system. For developing countries, the international trade area remained
fraught with challenges. Tariff peaks and escalation continued to limit market access of many
products of export interest to developing countries. Agriculture was a very important sector for
Malaysia as for other developing countries. However, exports of agricultural products were faced
with unfair competition in terms of export subsidies, domestic support, and high tariffs. Malaysia
looked forward to these distortions being addressed in the DDA negotiations.

20. The multilateral trading system was increasingly facing challenges from free-trade
agreements, many of them bilateral. Malaysia was a latecomer in the field of FTAs, but it hoped that
the potential negative effects of this method of trade liberalization would be outweighed by the
benefits.

21. The representative of Thailand highlighted the Report's finding that agriculture remained the
most protected and distorted sector. In this context, it would be useful if future reports could illustrate
the impact of different policy instruments on agricultural trade. More careful design and better
targeting of agricultural policies would enable governments to pursue their multiple objectives in a
more cost-effective manner with minimal disruption to international agricultural markets. With
regard to tariffs, the Report revealed that tariff peaks of the Quad countries were often concealed by
non-ad valorem tariffs, showing that the tariff structure of developed countries was not as simple as it
looked. In that regard, it would be useful to extend the study to developed countries that relied
heavily on specific duties. With regard to developing countries, the representative noted that using
only four countries as a case study would not reflect the full picture.

22. The expiry of quantitative restrictions under the Agreement on Textiles and Clothing was an
important milestone in the development of international trade relations. Consumers of these products
and developing country producers should stand to gain from this liberalization. Nevertheless, the
removal of the quotas might lead to considerable market disruption. Thailand agreed that appropriate
means and assistance should be available to help developing countries adjust efficiently to the new
environment.

23. With regard to services, the representative noted that the level of market opening in Mode 4
remained extremely low and called upon Members to take steps to upgrade their specific
commitments regarding this Mode. The movement of short-term contractual service providers would
not necessarily result in a brain drain, but rather encourage brain circulation. She noted the upward
trend in the number of disputes going to the appeal level. Thus, it was desirable to increase the
number of Appellate Body members in order to respond to a demand for expedited recourse to dispute
settlement. There was a need to clarify and improve the DSU, and Members should redouble their
efforts to finalize the DSU negotiations in a timely manner.

24. The representative of the Republic of Korea endorsed the view that a change of rules was
necessary for improving the dispute settlement mechanism. For three to four decades, Korea had
achieved relatively rapid economic growth through the promotion of exports and imports. Following
the financial crisis, Korea had put great emphasis on the strengthening of its financial sector and the
liberalization of its investment regime. Both measures had contributed to sustained economic growth.

25. A new experience for Korea was the negotiation of free-trade agreements. The entry into
force of its first agreement, with Chile, had led to an impressive growth of bilateral trade despite the
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limited coverage of the agreement. This agreement had been followed by bilateral negotiations with
Singapore and Japan, as well as on an Asian free-trade area. While Korea had started late in
negotiating free-trade agreements, it had suddenly become very active so as not to be left behind.
Korea hoped that the conclusion of free-trade agreements would contribute to the overall
liberalization and expansion of trade. In that context, the representative noted that APEC leaders had
recently endorsed guidelines for achieving high-standard agreements, which could provide a useful
input to the current negotiations.

26. Rapid structural adjustment had taken place in Korea's agriculture sector, as demonstrated by
the strong fall of the share of farmers in the workforce. Korea was committed to the reform of its
agriculture sector, but the negotiations should take account of the need for a smooth implementation
of the reform programme.

217. The representative of Kenya noted that the issues of non-tariff barriers and the WTO Decision
on TRIPS and Public Health deserved larger coverage in the Report. With regard to the Overview's
section on applied tariffs, he noted that financial institutions, such as the IMF, could assist developing
countries in addressing the problem of revenue loss that might occur during the liberalization process.
As the countries affected by this problem were already highly indebted, the representative wondered
whether incurring additional debts to implement WTO commitments would be the right solution.
This issue, as well as the role of tariffs as instrument of development, deserved more analysis.

28. Regarding the gap between applied and bound rates in developing countries, some Members
had been obliged by the World Bank or the IMF to go beyond their commitments. Preferences were a
prominent form of special and differential treatment and a good instrument of industrialization,
despite the rather negative picture painted by the Report. One reason for the less than full utilization
of certain preference schemes was that some countries had options between different schemes and
usually looked for the least restrictive programme. The impression that preference-receiving
countries were delaying trade liberalization was incorrect. Rather, Members should strive to integrate
preferences into the GATT rules.

29. Regional trade agreements had a vital role in integrating developing countries into the
multilateral trading system. The entry into force of COMESA, for example, had shown that regional
integration arrangements were boosting trade. Thus, it was important to see how to use regional
trading arrangements as building blocks for the multilateral trading system.

30. The representative of Turkey was pleased to observe that the world economy was recovering
from a slower pace of growth. However, the various downside risks should urge Members to
complete the DDA negotiations on time. He noted that the high level of tariff protection also present
in developing countries was not only an impediment to North-South trade, but also to trade between
developing countries. Members should fulfil the Doha mandate by agreeing on significant tariff
reductions and addressing tariff escalation.

31. Significant liberalization in agriculture was crucial for the global economic development.
The removal of the remaining quantitative restrictions on textiles and clothing was likely to cause
disruptions, including a possible surge in imports that was likely to lead to temporary restrictions.
Like many developing countries, Turkey had serious concerns about the future of its textile and
clothing sector and hoped to find a reasonable solution. With regard to RTAs, Turkey sincerely
believed that although RTAs could contribute to greater liberalization, their increasing number had
the potential to pose a serious risk to the multilateral system. Thus, Members should give priority to
multilateral negotiations.
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32. The representative of Jamaica noted that the sustainability and breadth of the current
economic recovery was an issue of primary interest to his delegation. With regard to sustainability,
he referred to the downside risks mentioned in the Report, which were widely recognized. A point of
concern was that two countries, the United States and China, had accounted for almost half of the
increase in world trade and growth in the past year. Jamaica welcomed rapid growth of trade in many
developing countries, and looked forward to a broadening of the current recovery to encompass all
regions and groups of developing countries. The July package should have a salutary effect on global
economic trends.

33. Annex 1 to the Overview showed that Jamaica had a very liberal applied tariff schedule, with
60.5% of all tariff lines being duty free. While there were differences between applied and bound
rates, this did not necessarily mean that Jamaica's trade regime was unpredictable. Rather,
unpredictability could arise from the use of trade defence measures. The representative noted that
preferences were part of the WTQO's existing structure of rules and that many countries that benefited
from preferences contended that they were beneficial. It was not surprising that countries not
benefiting from the GSP tended to adopt more liberal trade policies, as competitiveness was probably
higher among those developing countries that had graduated from the GSP and overcome supply-side
constraints.

34. Likewise, the views expressed on RTAs in the Report were too negative. Jamaica believed
that regional and multilateral liberalization could go hand in hand and even reinforce each other.
Thus, Members should focus on ensuring that the two approaches were complementary. Furthermore,
the representative noted that the role of exchange rate movements should have been dealt with more
in depth. The World Trade Report and the Annual Overview could be usefully integrated, which
might be to the benefit of both.

35. The representative of China noted that the year 2004 had witnessed various ups and downs in
the multilateral trade system. The WTO had generally shown its strength and relevance in a rapidly
changing global economic environment. China was pleased with the good performance of the world
economy, but the difficulties and problems faced by developing country Members should not be
neglected. Thus, it was important to ensure that the ongoing recovery continued and became more
stable, robust, and balanced in the coming years. The existing downside risks should be tackled by
Members through structural domestic reforms. The developed countries and international institutions
had a major role to play in helping developing members to overcome developing countries'
difficulties.

36. Tariffs on agricultural products were much higher than those on non-agricultural products,
especially in the major developed Members. Trade- and production- distorting support to agriculture
also remained extremely high. Thus, it was necessary to push forward the negotiations in agriculture.
The representative expressed the hope that substantial progress would be achieved in the negotiations
on non-agricultural market access by the Ministerial Conference in Hong Kong, China, so as to pave
the way for an early and successful conclusion of the Round.

37. China had serious concerns about the frequent abuse of anti-dumping measures by major
developed Members, as it had long been one of the main victims of these measures. With regard to
textiles and clothing, the Report failed to reflect the importance of the termination date of the
Agreement on Textiles and Clothing on 1 January 2005. Likewise, the Report did not contain an
analysis of the impact on the trading environment of non-tariff measures such as SPS and TBT, an
issue of great concern to many developing countries.
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38. The representative of Paraguay pointed to the upcoming Trade Policy Review of his country
in 2005, and hoped that this exercise would also come up with conclusions and recommendations for
his country's trade policy. Paraguay shared the optimistic tone of the Report, despite the downward
risks mentioned by the Director-General in his statement. The WTO, as a rules-based system, was
managing to make trade more predictable. However, while there had been considerable growth of
trade, there were some countries, including Paraguay, where the figures were not that encouraging.

39. RTAs had not been particularly beneficial for most developing countries as they tended to
favour industrialized or larger developing countries. Smaller economies also derived little benefit
from the GSP; and they were usually the last to be consulted but the first to be affected by decisions
adopted in WTO. Paragraph 35 of the Doha Ministerial Declaration pointed to the particular
problems of small economies, and it was time for the international community and the WTO to take
note of these and work to remedy this situation. The fact that Paraguay was not mentioned a single
time in the Report showed the little importance of small economies to the international community.
Paraguay hoped that considerable progress would be made on the issue of small economies in 2005.

40. The representative of India agreed with the Director-General on the need to avoid
protectionist responses in domestic restructuring policies; the phase-out of the Agreement on Textiles
and Clothing was an important example. In India, the textiles and garment industry had been
undergoing a major transformation, including tough reforms in the system of tariff duties.
International trade in textiles and clothing would soon settle down to a new equilibrium, but it was
important that this sector was not subjected to any new form of protectionism. With regard to trade in
services, he noted that trade liberalization brought with it potentially greater benefits than for trade in
goods. However, progress in this sector had been the most muted in the current negotiations and
Members needed to cover ground for a balanced outcome of the DDA

41. With regard to the Overview's tariff analysis, he disagreed with the view that developing
countries needed to do more to bring down their tariffs. Rather, it was important to understand the
impact of measures and policies in key countries on the development prospects of poor countries.
This included trade-distorting support to agriculture in a number of developed countries, tariff peaks
and non-tariff barriers, and the restrictive provisions in the rules of origin of a number of GSP
schemes.

42. The representative of Hong Kong, China commended the Secretariat on a well-executed
Report, but noted a number of imbalances such as the omission of TRIPS and non-tariff barriers. The
Report provided a good basis for reflection on the objectives for the Ministerial Conference in Hong
Kong. Given the downside risks in the current international economic environment, a successful
conclusion of the DDA would boost international economic confidence and help alleviate poverty in
poorer countries. Although there were considerable overall gains to be obtained through trade
liberalization, possible unfavourable short-term effects in some developing countries highlighted the
importance of coherence and cooperation with other international agencies.

43. The representative agreed with the observation that the impact of anti-dumping measures
remained high, despite the drop in their number. It was a worrying trend that the proliferation of anti-
dumping actions seemed to have spread not only among the traditional users, but also among new
users, particularly from developing countries. Hong Kong, China also believed that many rules on
anti-dumping had not taken into account that manufacturing processes were now conducted across
borders, and urged Members to make the best efforts to improve and update the anti-dumping
disciplines in the Rules negotiations.
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44, Understanding of the impact of RTAs remained sketchy and patchy. Rules of origin, for
example, merited further study. Complex rules of origin resulted in both trade and investment
diversion. As there was a collective interest in addressing the systemic implications of RTAs to the
multilateral trading system, Members should work towards enhancing RTA transparency and
addressing systemic issues in the Rules Negotiating Group.

45, The representative of Australia welcomed the report which provided some useful material on
developments and trends in the international trading environment. However, two of the footnotes
contained misleading inferences about aspects of Australia's trade policy and practices. As agriculture
was the most heavily distorted sector in the world trading system, it was regrettable that only a
relatively small part of the Report was dedicated to this subject. The current negotiations on
agriculture should go deeper and further than in the Uruguay Round. Members should be able to
emulate the NAMA framework and convert all non-ad valorem tariffs and bind them in ad valorem
terms. The NAMA mandate also gave Members the opportunity to address the issues of tariff peaks
and tariff escalation.

46. With regard to development, Australia strongly endorsed the Report's view on the important
role that the World Bank, IMF and other institutions could play in managing the transition to freer
markets. Expanded market access through the Doha Round would not in itself enable Africa to
improve its export performance. Developing countries first needed help to take greater advantage of
the trade concessions already available. Progress on internal governance would also help to promote
growth. On services, the delegate noted that the negotiations on Mode 4 involved a number of
complex issues that would require close cooperation between trade and labour market officials as the
Round progressed. Liberalization and improved commitments across the other modes of supply
would also be important for the success of the services negotiations.

47, The Report's section on RTAs demonstrated that, in the best of cases, these could be
complementary to the multilateral trading system. Thus, Members had a responsibility to ensure that
the rules were sufficiently clear to be able to judge those "best cases”. Without strong and clear
disciplines applied to all FTAs, the integrity of the multilateral trading system could be eroded.
Progress made since Cancun on issues such as transparency was insufficient, and Members had to
ensure that other important systemic issues were addressed, such as clarification of the meaning of
"substantially all trade".

48. The representative of the European Communities noted that the Report brought together a
number of details and data. However, as these were already available in other WTO publications,
more analytical work could be included. With regard to developments in 2004, two very important
points were the enlargement of the EU in May and the WTO package adopted in July. The European
Communities would continue to work for an ambitious outcome on all areas of the DDA and was
looking forward to more progress being made towards the Hong Kong, China Ministerial Meeting.

49, The representative of Colombia emphasized that a broad understanding of special and
differential treatment and development would go beyond a simple discussion of preferences and
implied true market openness for export products from developing countries. In particular, more
openness for tropical products was a desirable outcome of the current negotiations; a more ambitious
outcome was needed than in the previous Round, particularly to encourage substitution of illicit crops.

50. The representative of Ecuador, referring to the Report's section on non-reciprocal preferences,
noted that preferences could not substitute basic principles of the multilateral trading system such as
the MFN rule. Preferences were not only an issue between granters and beneficiaries, but might
discriminate against third parties, which were often developing countries with equal or sometimes
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greater needs than the beneficiaries. It was important also to bear in mind that conditions, defined by
the preference-giving country, were often attached to the preferences.

51. The Chairperson, on behalf of the Director-General, thanked Members and the two
discussants for their interventions. She noted that the use of discussants in the Overview meeting had
been a successful innovation. She was encouraged by some Members' call for more and deeper
analysis, but stated that this year's report was already considerably more advanced in that respect than
those issued a few years earlier. The request for more analysis would be taken seriously in the
preparation of the next Director-General's Overview.
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