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Keith Rockwell

Hello and welcome WTO Forum.  Today's question:  policy space.  What does it entail?  And is it a necessary component of any agreement that may emerge from the Doha negotiations that are ongoing?


We're very fortunate to have with us today two distinguished experts on issues of trade and development:  Professor Alan Winters of the University of Sussex and Ricardo Melendez-Ortiz, the co-founder and Chief Executive of the International Centre for Trade and Sustainable Development here in Geneva.


Gentlemen, welcome.


Alan, policy space.  What is it?  And is it necessary?

Professor Alan Winters

Well, policy space is the argument that countries should have fewer constraints, fewer rules on the policies that they can pursue.  Now since we don't know precisely what engenders development it's certainly something that one ought to discuss.  On the other hand, one clearly can't have a world with no constraints on policy at all, because we're living in a system.  I want to argue that the World Trade Organization does constrain developing countries' policies in fairly sensible ways, on the whole, and that since it's a system we have probably got round about the right mix.


Now the purpose of trade rules is really twofold.  First, my policy is potentially Ricardo's problem.  We're interlinked and the system exists to try and cure some of those spillovers.  Remember the most dynamic part of world trade is between developing countries now, so one developing countries' policy will impinge on the export prospects of another.


The other purpose of rules is to help guide policy, so that there's some suggestion about what might be useful policies and some stability to make it difficult to change policy day by day.  Now that's not intended to be patronizing.  All governments have constitutions and procedures for slowing down the rate at which policy can change.


Now policy space is about policy.  So what is it that people want space to do?  Some arguments are that they should have the ability to vary tariff rates, but in fact the evidence that increasing tariffs gives you viable industries is very small indeed.  And tariffs are open to a great deal of lobbying from political interests.  And in fact developing countries have a lot of flexibility in WTO already about tariffs, typically bound tariffs are a good deal higher than applied tariffs;  you have the right to renegotiate tariffs;  and in the Doha Round we're asking very little of developing countries.  Now similarly with subsidies.  People would like to subsidize some industries, but there's not very much evidence that helps, and it's open to huge amounts of political pressure.


Even when we have rules they're enforced by challenge from other trading powers.  So if you've introduced a policy which doesn't upset anybody else, then indeed even if it's not precisely within the set of rules, it actually is going to be acceptable.  So I would argue that the WTO already allows plenty of space.  There are some constraints but it's about right.  And that the focus on policy space actually hasn't been very helpful.  It removes the tension from doing the right sort of policies, and it tends to lead the Round into areas that are basically unfruitful.
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Ricardo, do you share that view?

Ricardo Melendez-Ortiz

Well generally I think that we agree with Alan on what policy space is.  Policy space refers really to governments' ability to act.  So it's about really governments' degrees of freedom with respect to the policy tools that they have at their disposal, whatever they think is adequate to address the policy objectives that they have.


It can have sort of de facto limits, but it can also have de jure limits.  De jure limits is really what we are concerned about here when we talk about a trade agreement.  And in that context policy space is probably as old as the notion of Westphalian states, it's probably as old as the first trade agreement between any two countries.  It's about conceding on sovereignty with respect to again design of policy.


In the context of the multilateral trade system it was always their efforts in Havana to create the International Trade Organization, it was actually the US Congress, on arguments on policy space, that didn't then allow the creation of that organization.  And it's actually the derogation of agriculture, for instance, or the Multilateral Fibre Agreement, which allowed developed country importers of textiles to maintain certain restrictions and do what they needed to do with respect to their cotton mills and the textile industry without adjusting to competitive conditions, and that's all about policy space.  So policy space is not new.  The question then is whether it's helpful or not in negotiations.  And this is probably where I disagree with Alan.


I think that it has been helpful in getting us to focus negotiations on what they should be about.  Basically trade agreements are not really only for trade for the sake of trade, they're really for broader public policy objectives.  And in a way by focussing on policy space, then we get to managing this compromise that Alan talked about, between those degrees of freedom that you allow countries to take in a way that countries then can respond to those policy objectives that are bigger than trade in itself.

Keith Rockwell

Is the political dimension here important in this discussion, Alan?

Professor Alan Winters

Oh, absolutely.  The politics are clearly very important and, as Ricardo pointed out, one of the secrets of the GATT was that it leant with the wind a little when the politics were overwhelming.  But his examples of the MFA and the waiver on agriculture are both examples where policy space actually was abused rather than used.  And I think that illustrates very precisely why one doesn't want to be in a situation where anything goes.  So there's certainly room for a bit of space, there certainly needs to be a little bit of negotiation, but there need to be quite firm limits.

Ricardo Melendez-Ortiz

Again, I think I couldn't disagree on that.  The question is really when it gets abused.


In the context of the current negotiations you could argue, for instance, the sum of the discussions that have to do with maintaining certain levels of internal support on agriculture again have to go with governments' abuse of the notion of the policy spaces they need to pursue their own local domestic industries, but damaging by doing so industry or production in other countries, as well as opportunities that particularly developing countries that may be competitive may then have in international markets.
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Do you agree with that?

Professor Alan Winters

I think I do agree.  But I think again I would argue that there's a strong role for constraints and sort of sand in the process precisely because in these areas governments come under very intense pressure from the strong interest groups.  It is not the case that governments rationally choose the policies always that maximize the welfare of the poor, or their populations in general.  And therefore the rules in a sense help them to feel their way towards resistance under the pressure.

Ricardo Melendez-Ortiz

Again, I think that it's impossible to argue with Alan on that.  But there is another dimension to the policy space discussion which has to do with then the effect that rules have on development.  And in the same way in which governments may not always choose the best rules that can be applied in order to attain their development objectives, sometimes multilateral rules or international rules get in the way of governments then pursuing those policy objectives.  And they do it in a way that may be then burdensome and biased against the capabilities particularly that small countries may have.

Professor Alan Winters

I think that's correct.  But I think it then begs the question about what are the sets of rules where the multilateral system is overly constraining?  And I guess that's the point at which you and I would disagree, Ricardo.  We would both put some things in one pot and some things in the other pot, but the big middle range I might put in a different place from you.

Ricardo Melendez-Ortiz

Well again generally the whole question of negotiating trade agreements through reciprocal bargaining is about negotiating how much you concede on your sovereign space for policy.  The wisdom, I think, of the leadership that created the WTO, or the GATT system, rather, back in 50 years ago, 60 years ago, was to set up rules that emphasized the non-discriminatory nature of the policies that could be then used by governments.


Here the question of abuse doesn't have to do with using discriminatory policies or not.  Or is it rather of abuse of policy space?  Or is it rather a question of using what the system allows?  A case in point is tariff negotiations.  We negotiate in the WTO on bound tariffs, which is a recognition of the need for policy space.  Very different from applied tariffs.


And then, again, the use of this space within the tariff negotiations or agreements, is something that would be legitimate in pursuit of, again, domestic policy objectives.  But there are rules that may constrain unduly countries in their development.  A case in point is that we're … in the Uruguay Round with respect to intellectual property standards.

It's also the case, disputed as it is, with some of the TRIMs provisions, that again may hamper the way in which certain garments at a certain level of development and in a certain juncture, may need to use policies that others have used in the past.
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Alan Winters, final thoughts.

Professor Alan Winters

Final thoughts.


I think that policy space is something we should debate.  We should remember that my space is potentially Ricardo's barrier.


Governments need some systems and some support against their lobbies and the rules of the system, the collectivity of countries, generally helps that process quite constructively.


I think we should name names when arrangements are wrong, like the TRIPS Agreement.  I think that is something which should be liberalized.  We should not dress it up as a generalized statement where there is insufficient scope.


Let's focus, and in the other cases, lets stick to these core rules, which in general have proved to be very robust.
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Ricardo Melendez, you have the last word.

Ricardo Melendez-Ortiz

Well, when signing trade agreements, governments voluntarily bind their own hands.  They limit their policy space in exchange for other benefits that they deem is worth the price.  The question, again, is how do we then assess the rules and the concessions that are made in the trade agreements.


My concern personally is with respect to how institutional arrangements really deliver for the least advantaged.  And this is what I suggest we use to assess then those rules.  When rules, for instance, relate to policy space, it is obvious that policy space is a double-edged sword.  It can be used in the benefit of a country or it can be used against again the policy objectives of this country.  But by and large rules should be enabling and not disabling of the pursuit of the broader public policy objectives that countries have.

Keith Rockwell

Two different perspectives on the question of policy space.  I'd like to thank both of our guests:  Alan Winters and Ricardo Melendez.  Gentlemen, many thanks.  And thanks to you for watching WTO Forum.

__________

