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EVERSINCE the multilateral trade negotiation were first conducted under the auspices of the General Agreement on Tariffs and Trade (GATT), the process has been variously described as a “roller-coaster”, “muddling-through” or “limping forward”. According to many analysts, the fact that the process, despite several hiccups, has not been completely derailed is an achievement.

Another fact is that while 120 regional trade agreements (RTAs) were in existence before the advent of the World Trade Organization (WTO) in 1995, another 130 RTAs have cropped up between 1995 and 2002. In other words, in order to “save” themselves from the powerful forces of globalization, the countries are welding themselves into regional groupings all over the world. Sadly, this is still a dream in South Asia.

The first question that needs to be addressed is whether globalization is likely to be helpful to developing countries. Over the past two decades, the scope and pace of technological changes have gone into overdrive and the revolution in information technology has been widespread. At the same time, the collapse of the Soviet Union gave impetus to free markets and neo-liberalism, making it easier for finance and trade to move freely across borders. Of course, the process was not smooth as the East Asia financial meltdown in 1997 shows. In this crisis, serious concerns were raised about the disruptive forces of capital flows and the overwhelming power of multilateral corporations.

There are lessons to be learnt. Financial flows are a double-edged sword and capital inflows promote growth but sudden outflows disrupt growth, jolting investor confidence. Interestingly, India and China did not suffer much because of capital account controls. The factors that mattered were not just managed capital flows but also macro-economic stability and continuity of appropriate policies, profitability of investments, facilities to repatriate profits, etc.

Issues in globalization of trade and commerce are much more contentious than those focusing on financial transactions. The 1990s registered a big boost in trade flows: world trade went up six per cent per annum and 10 per cent in developing countries.

Despite potential gains, those against globalization point to the “hypocrisy of the industrial countries who have been relentlessly pushing for the liberalization of trade but are refusing to give up their large domestic agricultural subsidies and barriers to manufactured exports from developing countries even though their own industries have been were built behind high walls of protection.

They also point out that globalization hinges heavily on the powerful technical and communications revolution in information technology. In this context, it is worth noting that out of the 40 satellites 35 belong to the US. Also, the optical fibre lines are mostly controlled by the US. Furthermore, it is pointed out, that multinational companies monopolize a large bulk of trade and hold most patents.

Based on these, one view is that globalization is reversing the development process in developing countries and is tantamount to “re-colonization” in terms of financial and technological dominance. The other view is that globalization is an advanced stage of technological development, skills enhancement, productivity growth and overall economic and social development. According to this viewpoint, the downside of globalization can be managed if the developed and developing countries improve governance and minimize potential adverse effects of globalization through social safety nets.

At this point, let us appraise the recent Hong Kong ministerial conference and start by recapitulating some of the issues and framework agreements in three broad areas before the conference began: agreement on agriculture (AoA), non-agricultural market access (NAMA) and General Agreement on Trade in Services (GATS).

According to one estimate, the US has been dumping agricultural commodities in world markets. The least developed countries lose $40 billion annually in agricultural export value because of US and EU subsidies. The AoA was negotiated during the Uruguay Round and was included in the WTO. After the failure of the fifth WTO ministerial at Cancun in 2003, the July 2004 framework stipulated that all the non-tariff barriers be converted into tariffs; all tariffs be frozen and developed countries reduce tariff by 36 per cent in six years and developing countries by 24 per cent in 10 years. Even though the OECD countries provided huge subsidies to their agricultural sectors the challenge facing the ministerial conference was how to phase out export subsidies and domestic support price programmes.

It was agreed that agricultural export subsidies would be abolished by 2013 by the US and EU. According to one estimate, export subsidies constitute less than two per cent of total support to agriculture. The more dominant $360 billion annual farm support subsidies were not addressed. However, the 50 least developed countries will get duty-free access to rich countries’ markets by 2008 on 97 per cent product categories. Subsidies on cotton would also be removed in 2006. With respect to NAMA, the preference of the rich countries was to push for accelerated opening of the developing countries’ market for manufactured goods even though the developed countries had for decades promoted their own manufacturing activities behind protection barriers and had used their colonies’ captive markets to generate huge trade surpluses in their favour.

The average tariff rates on industrial goods in developed countries were higher in the matured stage of industrialization. The obvious outcome of the process of direct competition with more advanced countries, before the developing countries acquired competitive muscles, was de-industrialization as shown by the falling share of industries in GDP during 1990-2002. For example, in Pakistan this share fell from 25 per cent to 23 per cent; in India, from 28 per cent to 27 per cent; in the Philippines from 34 per cent to 33 per cent. On the other hand, some East Asian countries were able to push up the share of their industrial output in GDP during the same period through a variety of policy interventions including tax incentives, subsidies and tariff protection.

According to UNCTAD, in a sample of 40 countries, half had registered de-industrialization during the trade liberalization process, which resulted in the shrinking of their fiscal space which, in turn, weakened their capacity to fight against poverty, joblessness, environmental degradation and social setbacks. Still, rich countries pushed developing nations to raise their “binding coverage” from less than 10 per cent to 95 per cent. The increase in the binding coverage was intended to lock the developing countries into commitments that they would not raise tariffs in future. It deprived them of their policy autonomy and the ability to protect infant industries.

In Hong Kong, it was resolved that the tariffs in developed countries would be reduced or eliminated. The developing countries were allowed to designate an “appropriate” number of tariff lines as “special products” deserving “special safeguards”. It was also agreed that the modalities for easy access to markets would be completed by April 30, 2006, and a comprehensive draft prepared by July 2006.

GATS was adopted at the Uruguay Round in 1995 and defined four modes of supply of services, covering a broad range of services pooled into 12 sectors and 160 sub-sectors. In theory, the GATS process provides options to members to select the sector for full liberalization, partial liberalization or no liberalization at all.

Liberalization of services is a very sensitive issue. In most developing countries, governments play a major role in ensuring public access to essential services such as health, education, water supply etc. According to an NGO in Pakistan, the privatization of water supply in some countries led to the disconnection of water lines and excessive water tariffs. Despite this outcome, developing countries were under pressure to submit initial offers through bilateral agreements.

The developed countries insisted on obtaining benchmarks for key sectors. At the same time, the developed countries offered little in the movement of semi-skilled workers. Before going to Hong Kong, developing countries did not favour liberalization of services. Having hastily agreed to the trade-related intellectual property rights (TRIPS) and the trade-related investment measures (TRIMS), the developing countries were reluctant to commit to any benchmarks too quickly. On the insistence of developing countries, work visas for skilled and semi-skilled workers were discussed at the ministerial conference but no positive response came from developed countries.

The conference agreed to establish a several billion dollar Global Financing Facility to help the least developing countries in the establishment of their capacity to compete in global markets.

It is difficult to judge the success or failure of the conference. The dynamics of globalization are such that multilateral trade negotiations would forge ahead even if the WTO is selective. However, by not discussing the issue of the mobility of labour across the continents globalization remains incomplete. Also, if the EU does not yield much in its protectionist position on farm subsidies, developing countries will not move on tariffs on manufactured goods.

The year 2006 is crucial for trade negotiations. The current fast-track US Trade Promotion Authority expires in June 2007. The US needs to get congressional approval of the WTO agreement well before June 2007. If the June 2007 deadline expires and there is no deal then the US Congress can amend any WTO agreement and could derail the whole WTO process for a long time to come.

