Session 40: The new geography of trade: South-south agreements, south-south asymmetries and the WTO
Sub theme I:  The WTO and the players that influence the multilateral trading system
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Abstract


Current tensions within the WTO have a number of external and internal causes, such as the global economic and financial crises, changes in the global power balance, and the revival of the north-south conflict, which mainly emerged after the Cancún Ministerial. On the one hand, leading developing countries have been increasingly expanding their roles as process drivers in the multilateral trading system. On the other hand, differentiation within the group of developing countries is increasing. In this context, it is important to discuss the ongoing south-south trade arrangements among leading developing countries. To what extent might these eventually contribute to a more balanced and equitable process of global economic development? While such arrangements may constitute a powerful tool to level the playing field in the multilateral sphere, do they help to reduce the asymmetries among southern countries?


This session was aimed at analysing recent south-south trade arrangements with the purpose of observing some trends on key development issues, such as asymmetries, and potentially important development instruments, such as the trade in services and investments. Southern Common Market (MERCOSUR) agreements with other developing countries, as well as least-developed countries’ arrangements, were also addressed. Some of the challenges regarding the relationship between these arrangements and the multilateral trading system were also pointed out.


The panel had the following structure:


Ms Adriana Verdier (Projects Manager, ICTSD, Geneva) welcomed the panellists and participants and provided a general overview on south-south trade.


Mr Rolf Traeger (Economic Affairs Officer, UNCTAD, Geneva) provided an analysis of the increasing south-south economic relations of the least-developed countries, the questions of asymmetries and the institutional framework.


Prof. Umberto Celli (Professor of International Law, University of São Paulo, Brazil) focused his attention on the MERCOSUR within the south-south agreements, particularly in the case of services and investments.


Ms Juliana Peixoto (Coordinator, Latin American Trade Network/LATN, Argentina) presented an analysis of the management of asymmetries in both the internal and external agendas of MERCOSUR.


Finally, Mr Timothy A. Wise (Director of the Research and Policy Program, GDAE-Tufts University, USA) made some concluding remarks.
1.
Presentations by the panellists

(a)
Rolf Traeger, UNCTAD, Geneva


Mr Traeger´s presentation provided an insight into the intensifying south-south economic linkages of the least-developed countries (LDCs). During recent years, developing countries as a group became the largest market for LDCs’ exports, accounting for slightly more than half of their total exports. Consequently, over the last 15 years LDCs have considerably diversified their international economic relations, which traditionally had been heavily dependent on developed countries.


The major developing trade partners (MDTPs) at present account for three quarters of all south-south LDC trade flows and for 42 per cent of total LDC world trade. They have become large foreign investors in LDCs, so that in 2006–2008 they originated almost half of foreign direct investment (FDI) inflows into these countries.


The institutional framework for these growing south-south economic relations has been developed through a series of mechanisms, such as: bilateral fora to deal with development cooperation and economic relations; bilateral (unilateral) trade preferences; and also bilateral agreements.


The main problem is the multiple asymmetries on both sides of this relationship. Especially in terms of power, where such asymmetries are reflected in terms of bargaining power, negotiating capacity and institutional capacity, and also in terms of the agenda, essentially set by the stronger party (the large/dynamic developing countries). As a result, LCDs have not yet formulated or implemented their own agenda for south-south economic relations.


Finally, Mr Traeger presented different options to enable LDCs to cope with asymmetries. These included the formulation of a strategy for south-south economic relations and, on that basis, an agenda for negotiations with foreign southern economic agents among others, as well as the possibility of negotiating in blocs, and the adoption of special measures, such as preferential treatment.

(b)
Umberto Celli, Professor of International Law, USP, Brazil


Prof. Celli expounded on the main features of MERCOSUR within the south-south agreements, focusing his attention on two aspects: trade in services and investments. 


Although MERCOSUR has made significant progress in the establishment of a free trade zone, this is not the case for services and investments, two crucial subjects for both MERCOSUR’s internal and its external agendas. 


The Protocol of Montevideo on Trade in Services, was aimed at promoting free trade services within MERCOSUR in compliance with the conditions set out in the General Agreement on Trade in Services (GATS) for economic integration, which essentially require preferential agreements to have “substantial sectoral coverage” and to provide for the elimination of “substantially all discrimination”. 


On the one hand, the Protocol is a “negative integration contract”, i.e. primarily concerned with the elimination of discrimination without interfering with member states’ right to regulate in accordance with their legitimate policy objectives, while on the other hand, it is an integration process whose ultimate objective is to liberalize the service sector. 


The Programme of Liberalization on Trade in Services contains a mechanism based on the “positive list” approach for advancing trade liberalization through the negotiation of specific commitments on market access and national treatment, while under GATS, the “positive list” approach is the mechanism which best fits into the progressive liberalization strategy, and is therefore the most appropriate to protect developing countries' interests. It also seems the most appropriate to MERCOSUR in view of the asymmetries among its member states. 


Regarding investments, the MERCOSUR framework contains two protocols: the “Protocol of Colonia for the Reciprocal Promotion and Protection of Investments in MERCOSUR” (1994) and “the Protocol of Buenos Aires for the Promotion and Protection of Investments Originating from States non-Parties of MERCOSUR” (1995). 


Neither of these Protocols is in force, due to the lack of ratification by member states. As a result, members have separate bilateral investment treaties (BITs) with different countries. 


Since investment provisions will be part of regional trade agreements RTAs with developed countries and/or cooperation agreements with developing countries under the Enabling Clause and/or the UNCTAD Generalized System of Preferences (GSP) which will be signed by MERCOSUR in the forthcoming year, Prof. Celli asserted that MERCOSUR member states can no longer postpone the ratification of both Protocols in order to be in a better position to negotiate RTAs and south-south cooperation agreements. The greatest challenge, however, will be to negotiate agreements whose investment provisions contain a necessary balance between the need to attract, promote and protect foreign investments , and the need to preserve member states' policy space to implement industrial policies aimed at their development.

(c)
Juliana Peixoto Batista, LATN-FLACSO, Argentina


Ms Peixoto presented a further analysis of the management of asymmetries in both the internal and external agendas of MERCOSUR.


The actions in the multilateral system for reducing north-south asymmetries do not necessarily help reduce asymmetries among southern countries. 


Even though MERCOSUR tends to follow a more pro-development integration approach, favouring south-south agreements, there are still issues, such as asymmetries – which are traditionally considered part of a north-south agenda – that also emerge in south-south arrangements. 


In the case of its internal agenda, since the Treaty of Asunción (1991), MERCOSUR initially had a quite a narrow trade approach towards asymmetries among member countries. Currently, there is an increasing acceptance that the bloc needs deeper structural measures, including asymmetry reduction measures. In sum, the agenda on asymmetries has started showing changes towards the new regionalism mindset. 


With regard to the external agenda, three agreements were addressed: MERCOSUR-SACU (Southern African Customs Union), MERCOSUR-India and MERCOSUR Israel. While the MERCOSUR-India and MERCOSUR-SACU agreements are sold as part of a grand strategy to strategically influence the global trade process, they are making very slow progress, and have so far provided small stepping stones covering only small trade flows.  


In the case of the SACU Agreement, the special rights of SACU’s less developed members for the protection of infant industries have been granted, while Paraguay and Uruguay come into the picture only in the event that those rights cause them any detriment. This shows that those agreements involving MERCOSUR and developing countries (India and SACU) have very little to say about south-south asymmetries. 


The Israel Agreement is the one that focuses the most on the asymmetries among signatories, and goes beyond exhortations. It not only establishes more flexible rules of origin for Paraguay and Uruguay, but also includes an annex about technology cooperation, which calls for special attention to be paid to less-developed signatory countries and small and medium-sized enterprises (SMEs) as well. 


Ms Peixoto concluded that the management of asymmetries in trade agreements involving MERCOSUR does not follow the same pattern observed in the bloc’s internal agenda, and still does not reflect much coherence with the regional political context. It can be observed that, in its external agenda, MERCOSUR is also in the middle of two south-south agreement models: one with pompous preambles and few concrete measures, and the other – north-south biased – which does not include rhetorical speeches, but protects the smallest economies of the MERCOSUR. 

(d)
Timothy A. Wise, Director of Policy Research, GDAE, Tufts University


Mr Wise concluded the session with some remarks related to the previous presentations. He highlighted the importance of putting the issue of south-south asymmetries on the agenda. The world has changed considerably in recent years. The G20 incorporates the most important developing countries in the decision-making process, reflecting their economic and political power in the world. That is a new reality that has an impact in world trade, and the way that this reality plays out has been dramatically evident over the last ten years. For instance, developing countries have become great capital exporters, competing with European and United States multinationals in seeking investment opportunities, access and ownership of resources. 

All these facts challenge the whole idea of south-south cooperation and asymmetries. The real question is: will southern countries behave differently than their northern counterparts have in the developing world? The answer is debatable. 


Mr Wise elaborated on the case of the North American Free Trade Agreement (NAFTA). Although there is a general consensus on the breadth of FTAs, he mentioned the NAFTA as the broadest and deepest FTA that has ever existed. At the same time, he considered that NAFTA was a failure for Mexico because it did not contribute to dynamic growth in the country. So, in his view, the key aspect or challenge regarding asymmetries would be the one of really learning from the failures of the global north, identifying both the elements that have been systematically put aside in the global north FTAs, and the ones that have, in fact, been shown to be important to development, and which should be part of upcoming trade agreements. Finally, he stressed the existence of some “signs of hope”, such as the China-Chile FTA, in which Chile was granted a list of 152 exceptions in goods liberalization.

2.
Questions and comments by the audience 


The session ended with a series of questions to the panellists. The discussion during this stage revolved around the following issues, among others:

· asymmetries within MERCOSUR; 

· the status of the MERCOSUR-EU bi-regional negotiations; 

· MERCOSUR common policy regarding trade and investment;
· the status of MERCOSUR-specific initiatives, such as the International Political Science Association (IPSA) and the Protocol on Competitiveness;
· the challenges faced by MERCOSUR and the growing divergence of domestic interests among MERCOSUR state parties;
· the role of Brazil as an emerging country within MERCOSUR.
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