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Introduction 

As the multilateral trade negotiations around the Doha Development Agenda (DDA) enter their fourth year, expectations about the chances of a successful conclusion of the round remain mixed.  The August 1, 2004 WTO General Council decisions – the so-called “July package” -- have been hailed by some as a historic achievement that helps put the DDA back on track after the “detour” of the WTO Ministerial in Cancun, Mexico, in September 2003.
  The negotiation frameworks – particularly the one on agriculture -- are important steps in the right direction.  The road ahead, however, remains full of obstacles.  In particular, there is mounting skepticism about the ability of the DDA to deliver on the promise of its name in a timely fashion.

The DDA

The July 2004  package gave new life to the Doha round by narrowing the issues and extending the deadlines, rather than by making substantial progress. The July agreement:
· Clarified the framework for agricultural negotiations by agreeing on the future elimination of export subsidies, and a “tiered” approach with larger cuts in higher tariffs and domestic support.
· Struck a compromise solution for the treatment of  cotton keeping the negotiations on  this commodity under the Committee on Agriculture, but establishing a subcommittee to deal with the problem “ambitiously, expeditiously, and specifically.”
· Ended the tug-of-war around the Singapore Issues, with the decision to take up only trade facilitation and not include in the current negotiations the topics of investment, competition, and transparency in government procurement .  
· Accomplished little on the non-agricultural market access (NAMA) agenda.
· Set May 2005 as a new date for submission of revised offers on services and July 2005 for concrete recommendations with respect to special and differential treatment (S&DT).
· Established the timing for the next WTO Ministerial in Hong Kong (December 13-18, 2005). 
Agriculture:  Unless there is serious movement on agriculture – the source of the largest gains to developing countries – the development potential of the negotiations will be significantly undercut.  Negotiations are proceeding along the following three pillars:  
Market access:  the framework calls for substantial improvements in market access for all products.  Tariff reductions are expected to be  made from bound rates using a tiered (“banded”) formula that will foster greater harmonization of tariff regimes with deeper cuts in higher tariffs.  In the case of sensitive products, “substantial improvement” is to be achieved through combination of tariff quota expansion and tariff cuts.  The framework, however, leaves to the next stage of the negotiations the details of the tiered formula (e.g., number of bands and type of tariff reduction in each band).  The possibility of tariff caps is left as an issue for further evaluation.  Moreover, the criteria for selection of sensitive products remain vague, with Members being allowed to designate an "appropriate" number, to be negotiated, of tariff lines as such.  S&D treatment will be available to developing members not only in terms of proportionality (i.e., lesser tariff reduction or tariff quota expansion than required from developed members) and access to a yet to be defined Special Safeguard Mechanism, but also in terms of their capacity to select an appropriate number of  “special products” based on criteria of food security, livelihood security and rural development needs.  The treatment of these “special products” will be defined in the next stage of the negotiations.  It is also noted that the issue of preference erosion will be addressed in the negotiations.
Market access is the most important aspect of the negotiations from a development perspective.   Debate over the tariff reduction formula continues, as well as on the rules for exempting “sensitive products” from formula-driven cuts.  Exempting even two percent of “sensitive” products (in terms of number of tariff lines) could cause the market access gains for developing countries to evaporate.  Unless the agreed list of exceptions that has been proposed is quite limited and the cuts in tariffs are substantial, the new opportunities provided by the round will be minimal. Moreover, agreed tariff reductions might prove inconsequential in many countries’ products because they would be applied to bound tariffs rather than actual applied rates, which in developing countries particularly are much lower. 
At this stage, however, most of the attention is being directed to a technical issue:  how best to calculate “ad valorem” equivalents in the case of specific duties.  The complexity of the issue goes beyond technical questions (e.g., the choice of the representative price of an imported product, particularly, in the presence of TRQs), encompassing also political considerations (what degree of challenge and verification will be allowed vis-à-vis the numbers produced by each Member?).  Unless rapid progress is achieved on this front, it is unlikely that the goal of completing modalities (formulas and other details required for the final deal) by the HK Ministerial will be achieved.

Domestic support:   the framework commits member countries to substantial reductions of trade-distorting support, encompassing amber and blue boxes, as well as de minimis subsidies.  This will be accomplished via a tiered formula (still to be defined) that will promote harmonization in the reductions made by developed Members (i.e., deeper cuts for higher levels of trade-distorting domestic support).  In the first year of implementation of the agreement, countries are expected to cut at least 20 per cent of the overall level of trade-distorting support based on the sum of the Final Bound Total AMS, permitted de minimis and the Blue Box capped at 5 per cent of a Member’s average total value   agricultural production during a historical period to be agreed. The capped Blue Box itself will be modified to cover additional programs. However, the new criteria contained in the framework (essentially reflecting counter-cyclical payments) coupled with additional criteria to be negotiated are to ensure that Blue Box measures are less trade-distorting than Amber Box measures. Caps on support levels for specific commodities are also to be negotiated, to control for “box-shifting.”  Green box criteria, in turn, will be revised and clarified to guarantee that their trade-distorting effects are at most minimal.  S&D treatment is explicitly mentioned with respect to de minimis programs for subsistence and resource-poor farmers in developing countries.  These programs will be exempt from reduction commitments.

Bound levels of domestic support are the basis for negotiations, and are often well above applied levels of support.  Here again unless substantial cuts in the bound levels (say, 75 per cent) are forthcoming the results will be of limited impact in terms of expanding markets for developing countries that are competitive agricultural exporters.
Export subsidies:  the framework calls for the parallel elimination of all forms of export subsidies, including all export measures with equivalent effect which are not in accordance with strengthened disciplines to be established (e.g., export credits, export credit guarantees or insurance programs, trade-distorting practices of exporting state-trading enterprises (STEs), and food aid). Though export subsidies are quantitatively the smallest component of trade distorting restrictions, the decision to eliminate them in an agreed timeframe is non-trivial.  The end-date for the elimination of all forms of export subsidies, however, remains to be negotiated.  The implementation profile is also left for future negotiations since the framework simply establishes that commitments will be implemented in annual installments.  The disciplines with respect to export credits, STEs and food aid remain quite generic at this stage, but there is already a commitment to eliminate (by a date to be agreed) export credits, export credit guarantees or insurance programs with repayment periods beyond 180 days.  Developing countries will benefit from S&DT not only in terms of longer implementation periods, but also in terms of the operations of their STEs (e.g., special consideration for maintaining their monopoly status).
The July package also confirmed that the trade-related aspects of the cotton problem  should be dealt with in the context of the negotiations on agriculture.
  It points out that this theme should be addressed “ambitiously, expeditiously, and specifically.”  In order to facilitate the prioritization of cotton in the three pillars of the negotiations, a subcommittee on cotton has been established.  This subcommittee will report periodically on progress achieved to the Special Session of the Committee on Agriculture.  At the same time, the General Council instructed the WTO Director General to consult with relevant international organizations, including the World Bank, on how best to make progress on the development assistance dimensions of this topic.

Chances of substantial progress in the short term on the trade aspects of cotton are limited since these negotiations will depend on the overall agricultural negotiations.  On the development front, a report on the consultations between the DG and international organizations was presented to the General Council in December 2004.  It emphasized the good level of cooperation among all parties involved.  There are several parallel efforts in mapping existing actions by development agencies, but the debate will soon move toward the adequacy of these efforts vis-à-vis expectations of cotton producing developing countries.  Recently the cotton-4 countries have presented a new request for the establishment of an emergency fund to support their cotton farmers in the context of their dialogue with the development community.

NAMA: The framework on non-agricultural market access (NAMA) set the stage for the pursuit of tariff cuts according to a non-linear formula and the reduction or elimination of non-tariff barriers (NTBs).   Its level of specificity, however, is low reflecting the many issues where progress in the negotiations has been limited (e.g., the specifics of the formula for tariff cuts, the participation in the sectorial initiatives, the flexibilities for developing-country participants).

The framework essentially repeats the recommendations of the Derbez text discussed in Cancun.  Many key players avoided significant engagement in the NAMA negotiations until the level of ambition in agriculture was clarified.  This delayed substantive negotiations on NAMA and led the chair of the negotiations (Mr. Stefan Johannesson,  Ambassador from Iceland to the WTO) to decide to use the Derbez Text as a fall-back proposition for the July package.  This decision generated strong reactions from developing Members (particularly African countries) in view of of their perception that the text does not provide enough flexibility to developing countries.  The compromise was the adoption of an opening paragraph in Annex B (Framework for Establishing Modalities in Market Access for Non-Agricultural Products) that explicitly states that additional negotiations will be required to reach agreement on the specifics of several elements of the framework.

On a positive note, the framework takes a comprehensive approach with respect to market access with no a priori exclusion vis-a-vis specific products, in contrast with the discussion on sensitive/special products in agriculture.  It also allows for credit being given to autonomous liberalization by developing countries provided that the relevant tariff lines have been bound in the WTO (on an MFN basis) since the conclusion of the Uruguay Round (1994).   

Major points of contention include the character of the sectorial negotiations and the degree of flexibility to be given to developing countries.  The text can be construed to imply that participation on sectorial negotiations is mandatory for all WTO members with the exception of least-developed countries (paragraphs 7 and 9 of Annex B).  Some middle-income countries (e.g., Brazil), however, would like participation on sectorial negotiations to be voluntary, reflecting their interest in maintaining "policy space" for the pursuit of industrial policies.  The framework provides S&D treatment to developing countries, allowing for longer implementation periods for tariff reductions.  In the case of LDCs, the only requirement is that they are expected to increase their level of binding commitments.  Some African countries (e.g., Kenya), however, would like to see even greater flexibility in the application of the formula for developing countries outside the LDC category, increasing the number of tariff lines that would be treated as exceptions in the tariff-cuts dictated by the formula and/or the proportion of tariff lines that could be kept as unbound.  Another area of concern -- particularly for ACP countries -- relates to the fear of preference erosion brought by MFN liberalization in industrial products.

Currently the main topics under discussion include: the definition of product coverage (should the coverage include all products not covered by the negotiations on agriculture?); the treatment of unbound tariffs (should these items be treated outside the formula?); how to convert specific duties into ad valorem tariffs; and flexibilities for developing countries (particularly with respect to sectorials) and newly acceeded countries.  The aim of the NAMA negotiations is also to reach modalities by the HK Ministerial.  Progress, however, remains slow.

Services:  Services negotiations have also been overshadowed by the focus on agriculture so far.  Only a limited number of offers (51) – counting the EU as one -- has been submitted.   A new date (May 2005) has been agreed upon for presenting revised offers.  As of late January, offers submitted encompass 71 WTO Members.  Excluding LDCs there are still more than 40 Members that have yet to submit initial offers (including countries such as the Philippines and the Republic of South Africa).  Although most of the offers remain confidential at this stage, the generalized perception is that in most cases they are characterized by a low level of ambition in terms of additional services liberalization.  

In addition to market access (and national treatment) isues, the negotiations also address rules on subsidies, government procurement, domestic regulations and emergency safeguard measures (ESM).  So far the debate on subsidies and government procurement has been quite limited.  Discussions on ESM remain characterized by a wide gulf among those that believe that such a mechanism is fundamental (the position of some East Asian developing countries) and those that dispute the feasibility of introducing this type of safeguard under the GATS.  The debate on domestic regulations has focused mainly on issues of transparency so far.

The complexity of the services negotiations – often involving/affecting Ministries that are not directly engaged in trade issues – and the mechanics (based on bilateral request/offer procedures) of the negotiations add to the difficulties faced by negotiators in advancing this agenda.  The EU has recently indicated its willingness to adopt a more flexible position in terms of its requests vis-a-vis developing countries (allowing them to choose only two sectors for liberalization among five key sectors: telecommunications, financial services, transport, construction and environmental services).  Still, unless there is a renewed engagement of capitals in pushing for progress in the services negotiations, it is difficult to envisage substantive progress on this front by the Ministerial. 

Developing countries remain particularly interested in Mode 4 (Movement of natural persons), and especially the liberalization of the US market for business personnel. However, it is unlikely that the USA will improve its offer in this area when they issue their revised offer by the May deadline.  There is significant reluctance from industrialized countries to be more forthcoming with respect to greater freedom of movement of natural persons in view of economic and political considerations (concerns about links between temporary movement and permanent migration as well as potential implications for labor markets), not to mention increased security concerns. There is, however, scope for creative thinking in this area fostering not only greater transparency and faster procedures, but also increasing opportunities for market access.  

Development:  Concrete recommendations on how best to operationalize special and differential treatment (S&DT) provisions are expected by July 2005.  These should build upon the 88 S&DT proposals presented to the Committe on Trade and Development before Cancun.  In a nutshell, these proposals can be categorized into requests for greater flexibility in terms of "policy space" for developing countries (e.g., greater freedom to pursue industrial policies and to address supply-side constraints via government interventions), preferential market access, support for institution and capacity building, and improvement in the capacity of developing countries to benefit from dispute-settlement procedures.

There is little hope that consensus will be reached in all of these proposals.  An important challenge ahead is to narrow down this body of proposals to a substantive package that could be operationalized.  One of the key difficulties in this context is that any attempt to calibrate S&DT by level of development, leading to greater “differentiation” across developing countries, is bound to face strong opposition from developing WTO Members. 

Trade Facilitation:  The July package authorized negotiations on trade facilitiation,  focusing on how to expedite the movement, release and clearance of goods, including goods in transit.
  Annex D of the General Council Decision (Modalities for Negotiations on Trade Facilitation) establishes that the focus of the negotiations should be on clarifying and improving relevant aspects of Articles V (freedom of transit), VIII (trade-related fees and formalities) and X (transparency in the regulation and administration of trade regulations) of the GATT-1994 while promoting technical assistance for capacity building in trade facilitation.  The text has many S&D treatment provisions, linking trade facilitation commitments by developing countries to implementation capacity and availablity of technical assistance.  It explicitly asks WTO Members to encourage the World Bank and other international organizations, including the IMF, OECD, UNCTAD and the WCO, to collaborate in this area.  

Substantive negotiations have started with several submissions made on Articles VIII and X by Member countries.  Most of the debate has focused on the scope of transparency requirements (with the EU, for example, adopting a broad definition of the concept, including requirements on prior consultations with regulatory authorities, while some Members – e.g., Brazil – favor a less expansive approach), the scope for S&D treatment (the “value” of longer implementation periods and the role of technical assistance), the costs of trade facilitation and the required technical assistance in the case of developing countries.

Other themes being negotiated under the DDA, include rules and TRIPS.  With respect to rules the debate is focusing on improving disciplines on anti-dumping and subsidies, as well as on WTO disciplines vis-a-vis  preferential trade agreements.  Some progress has occurred with respect to this last topic, an issue highlighted as key to the future of the multilateral trade system in the recent Sutherland Report. 
  Proposals to improve the transparency of bilateral and regional agreements are being considered, based on the idea of engaging the WTO Secretariat more directly in their review.  Progress on the clarification of the  disciplines of Article XXIV of the GATT, however, remains elusive, reflecting the simple fact that by now almost all WTO Members are actively “playing” the preferential trade agreement “game.”

TRIPS-related negotiations have focused mainly on the August 2003 decision that provides a waiver to developing countries without lack manufacturing capacity to import generic drugs produced in third countries under a compulsory license.
  This decision has been one of the main achievements of the negotiations under the DDA, but its implementation raises some thorny legal issues.  Developing countries (the African Group, in particular) would like to see this decision transformed into an amendment to the TRIPS agreement, giving it legal predictability.  The exact scope of this amendment is an issue being debated.  Moreover, the US has made clear that an eventual amendment should incorporate the WTO General Council chairman’s statement that introduced the decision (narrowing its scope to health crises and listing eleven more advanced developing countries that have pledged not to use the waiver except in emergencies).  Developing countries, however, resist this since it would entail an upgrade of the legal status of the statement in question.  

Another TRIPS-related issue concerns the debate about  the extension of the protection of geographical indications (GI) provided for in Article 23 of the TRIPS Agreement to products other than wines and spirit.  This is an initiative championed by the EU and Switzerland (with the support of a mix of developing (Guinea, India, Kenya, Madagascar, Moldova, Romania, Thailand and Turkey) and developed (Liechtenstein) countries).  It is strongly opposed by several “new world” Members (e.g., Chile) that argue that the proponents are trying to create rights that are not recognized as a theme for negotiation under the DDA.
Some Additional Considerations

On a positive note, political changes in key players have not stymied the negotiations (e.g., the new EU Trade Commissioner Peter Mandelson has hit the road running as far as the DDA goes).  Moreover, one potentially divisive dispute on aircraft subsidies (Boeing vs. Airbus) has been postponed as the US and the EU decided (on 1/11/05) to go back to bilateral diplomatic negotiations rather than pursuing the disputes in the WTO at this stage.  In the same vein, the implementation of the Agreement of Textiles and Clothing (ATC) phase-out went ahead with the elimination of remaining quotas on January 1, 2005 as agreed in the Uruguay Round.  This topic has created some friction between competitive producers (e.g., China and India) and preference-dependent producers.  We are still in the early days of the process, but so far catastrophic scenarios for countries affected by preference erosion (e.g., Bangladesh, Mauritius, Madagascar, Lesotho) have failed to materialize.

On a more somber note, the danger of new trade confrontations with respect to the banana trade regime of the EU looms over the round.  Colombia, Costa Rica, Ecuador, Guatemala, Honduras and Panama are disputing the EU proposal for “tariffication” of banana quotas.  Under the current quota system, Latin American countries can export up to 2.7 million tons of bananas per year at a tariff rate of EUR 75/ton, with exports beyond the quota subject to a EUR 680/ton tariff.  The EU intends to transform its banana import program into a tariff-only regime, applying a tariff of EUR 230/ton as of January 1, 2006.   Latin American countries vehemently argue that the new tariff should be no more than the prevailing in-quota value, since the out-of-quota tariff is in reality a prohibitive one.   ACP traditional suppliers to the EU, in turn, as beneficiaries of preferential market access, argue that a tariff of EUR 275/ton would generate the equivalent rate of protection.  This dispute merits close monitoring because it could easily spin out of control and add to the difficulties of  the DDA.
· The upcoming election of a new Director General adds further complexity to the situation.  The candidates are: Perez del Castillo (Uruguay, former Ambassador to the WTO), Cuttaree (Mauritius, current Trade Minister), Seixas Correia (Brazil, current Ambassador to the WTO) and Lamy (France, former EU Trade Commissioner).  On January 26th, they made presentations to the WTO General Council, reflecting their visions for the future of the WTO.

There is a high probability that the "election" will be framed around the North-South divide.  The main lesson of the last DG election (1999) is that this process can be quite divisive.  

Concluding Remarks

As mentioned before, Members have agreed on December 13-18, 2005 as the dates for the next ministerial meeting in Hong Kong.  If consensus on the choice of next Director General does not emerge  rapidly, it could affect the prospects of significant negotiating.  At minimum, the Ministerial would probably focus on the accession of new WTO Members (e.g., Saudi Arabia, Russia, Ukraine, and Viet Nam) and “low-hanging fruits” from the negotiations (e.g., a timetable for elimination of export subsidies and “flexible” formulas for liberalization in agriculture and NAMA with broad scope for exceptions and S&DT).  

It is important to keep in mind that a timid set of reforms and multilateral liberalization will generate small benefits, especially for the poorest countries. A Doha reform package that does not bring significant trade liberalization in agriculture may even contribute to further deterioration of the terms of trade of developing countries.  Moreover, if the DDA asks nothing of  LDCs, it will be a lost opportunity for relevant trade reforms with significant systemic implications for the WTO.  In short, it is time to sound the alarm that unless WTO members increase their commitment to an ambitious DDA outcome, this round will not deliver on the promise of its name. 
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