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THERE is a reason why I am returning to the subject of international trade and its consequences for Pakistan. I have contributed columns on this subject before but a number of developments have taken place recently that warrant another discussion in this space. It appears increasingly difficult that the countries negotiating the current WTO Doha round will be able to meet the deadline imposed by the United States’ legislative system.

The authority granted by US Congress to the country’s president to negotiate a trade deal will expire in July 2007. Under this authority, the president can present trade treaties to Congress for an up or down vote. To meet the deadline, the president must conclude a treaty under the Doha round no later than December 2006 for it to be ratified in time.

This may be a difficult timetable to follow. Given the tight schedule and the fact that there are still major differences in negotiating positions, there is some indication of loss of interest on the part of Washington in the trade talks. The recent high level changes in the Bush administration resulted in the move of Rob Portman from the position of US trade representative. He was appointed director of the office of budget management. In his place, President Bush appointed Susan C. Schwab, until recently a relatively junior functionary in the administration. These changes may come in the way of further movement on Doha round. What will happen if the Doha round collapses?

This question has two answers for Pakistan. One will depend on how the South Asia Free Trade Area (Safta), scheduled to enter the tariff-cutting phase on July 1, 2006, unfolds. If the full potential of Safta is realised, the collapse of the Doha round would not have a significant impact on Pakistan. However, if the agreement results in not much growth in intra-regional trade, Pakistan will see its prospects reduced in international markets if the Doha round yields no results.

The multilateral trading system is like a bicycle. It must be propelled forward or else it will fall, bringing down with it its hapless rider. The system was kept on a reasonably even keel by a series of negotiations called the “trade rounds” since it was launched immediately after the conclusion of the Second World War. Initially, the rounds involved rich industrial nations and the focus was on reducing the level of tariffs on trade between them. There were two principles on the basis of which much progress was made. These pertained to “reciprocity” and the “most favoured nation.”

Reciprocity meant that all concessions would involve the parties engaged in trade; if one side agreed to lower the wall of tariff against imports, it would expect reciprocity from the trading partner. The term “most favoured nation” meant the opposite of what the term seems to imply. All trading nations would have the same status; there would not be any favoured nation or nations. For instance, if the United States gave a concession to Britain, it would have to provide it to all other countries with which it traded.

For obvious reason, these two principles could not be extended to the developing world. As the tariff walls were lowered among the countries of the developed world, they were prepared to grant “non-reciprocity” to poor countries. For most of their exports, these countries would receive the same treatment as afforded to rich countries. They would, in other words, be able to enjoy the same benefits developed countries gave one another. However, in return the developing world could maintain higher tariffs against imports. During this phase of development, they were not expected to reciprocate.

Economists were prepared to develop a theoretical construct to justify this departure from the expected norm of behaviour. Under their “infant industry” argument, the developing countries were allowed to maintain a much higher wall of tariff while enjoying the benefit of easier access to the markets of rich countries. This comfort was to be available for a short period of time; once the industrial structures in the developing world matured, they were expected to be governed by the same rules of the trading game as those applied to developed states.

Two further departures were made to the rule-based system of multilateral trade, one in favour of rich nations, the other in favour of a select group of developing countries. In return for “non-reciprocity,” the developing world agreed to something called the multi-fibre arrangement, the MFA, which permitted developed countries to institute a system of quotas for textile imports from poor nations. This was the developed countries’ version of the infant industry argument but it reversed the principle under which poor countries were allowed to protect their industries. Non-reciprocity permitted developing countries to protect their infant industries; the MFA quota system allowed rich countries to protect their mature industries.

Europe, Japan and North America argued that they needed some time before they could fully open their market to developing countries exports of textiles and garments. Those were the product lines in which poor countries, because of an abundant supply of cheap labour, had a clear comparative advantage. If, for these products, the levels of tariffs were lowered to those for other industrial items, exports from poor countries would destroy the industries in rich nations. They needed some time for making adjustments. The MFA lasted for almost three decades — far beyond the original time framework. It was removed from the trading books only on January 1, 2005.

The other departure was to divide the developing world into two parts, the “least developed countries” (LDCs) and the rest. The LDCs were allowed even lower tariffs on their exports than those available to other countries. They were sometimes allowed to bypass the quota system. This created a formal structure of developing countries; the words “developing” and “least developed” acquired a formal meaning, which were embedded in international laws and treaties. If a country was “developing,” it was allowed one set of incentives in the trading system; if the country was “least developed,” it could add on several more concessions to the incentives that other parts of the developing world enjoyed.

Developing countries spent a fair amount of political capital in maintaining one category or other for themselves. Even countries such as Israel and South Korea did not want to dispense with the description of “developing.” Countries such as Bangladesh, which had done reasonably well over the last quarter century, continued to work hard in order to retain the designation of “least developed.”

It is now generally accepted that the previous round of trade negotiations produced very few benefits for the developing world, particularly for those that were least developed, or relied on labour-intensive exports, or continued to depend on agriculture for a significant proportion of their gross domestic product. In fact, several economists and analysts have argued that the distortions produced by the MFA system as well as the unwillingness on the part of the Europeans, the Japanese and the North Americans to eliminate subsidies for the agricultural sector did more harm to the developing world than the benefits provided by easier access to the markets in rich countries.

For these reasons developing countries worked hard to get rich nations to focus on their situation while negotiating the Doha round. In the meeting held at Doha in November 2001, Europe, Japan and North America agreed to bring about significant adjustments in their economic and trading systems in order to provide larger and accessible markets for the low income producers of agricultural and simple manufactures. It is with this expectation that a number of developing countries have participated vigorously in the Doha round.

Promises made at Doha notwithstanding, developed countries have moved very little in terms of dismantling the elaborate system of subsidies they have created over time for maintaining a small proportion of their populations on the farms. The protected and subsidised farming sectors in the developed world have reduced the ability of poor farmers in developing countries to produce for export. This is particularly the case for commodities such as sugar and cotton, in which developing countries have a distinct advantage.

Not only do the developed countries subsidise agriculture, they also have a number of rules and regulations concerning health standards that must be met by producers before they can enter their market in agricultural products. Some of these regulations are genuine in the sense that they aim to protect citizens against diseases that could result from contaminated or infected products. Nonetheless, some of the regulations fall under the category of non-tariff barriers. They are in place simply to protect the domestic farmers against imports from the developing world.

In a previous article (January 7, 2006), I discussed the outcome of the ministerial meeting in Hong Kong held in December 2005 to move towards the conclusion of the Doha round. However, little progress was made. And not much has been achieved since the meeting in Hong Kong. Agriculture has become the most contentious issue, largely because of the differences in the positions adopted by the Europeans and the United States.

Washington argues that the best way of helping the developing world and to keep the promise made at Doha is to slash agricultural tariffs. It has proposed to cut them down by about two-thirds while leaving a small number of “sensitive” items exempt from such reductions. The Europeans, whose farmers are used to extensive government protection and are loathe to lose them, have put on the negotiating table a proposal that would reduce tariffs by about 40 per cent, while maintaining a large list of sensitive items. An alliance of developing countries including Brazil, India and South Africa have taken a position somewhere in between these two.

The Europeans want only small changes in the “common agricultural policy” they have in place to protect their small farming community. The numbers may be small but the farmers carry a large political clout particularly in France which has indicated that it would not be prepared to accept concessions made by the European Union that violate the interests of its farmers. Under the European system, trade matters are the responsibility of Brussels. But an approach that brings about marginal changes is not acceptable to Washington and to the developing world.

As she prepares for the make-or-break meeting in Geneva later this month, Susan Schwab said that “the disheartening thing is that there are a number of countries that think that some minimalist outcome is going to be satisfactory. But that is not an outcome that will be satisfactory to the United States.” What will happen if the Doha talks fail; what will be the impact of this failure for Pakistan; could a successful Safta produce results for the country it hopes to achieve through the multilateral process? I will address these questions over the next several weeks.

