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Abstract

The objective of the panel was to assess the impact of the proliferation of preferential trade agreements (PTAs) on the rules-based multilateral trading system and to examine their implications upon the future evolution of the global trading system. 
The session addressed the following issues:

· 21st century regionalism and the emerging determinants of international trade policy 

· The role PTAs play in conjunction with the multilateral trading system 

· Efforts to make relevant WTO provisions more explicit and comprehensive with regard to PTAs 

· Effective ways for both governments and businesses to ensure complementary multilateral and preferential trade rules.

1. Presentations by the panellists

(a) Mr Cliff Sosnow, Member, ICC Commission on Trade and Investment Policy; Partner, Practice Group Leader, International Trade and Investment Group, Blake, Cassels & Graydon LLP, Canada

The business community has witnessed three significant trends involving PTAs over the past several decades: the increasing use of PTAs; the deepening and expansion in PTA scope; and the departure from strictly regional PTAs to those that involve distant trading partners reflecting the global trading patterns of the business community.  It was noted that PTAs appeared better equipped to provide a number of advantages required by businesses than the multilateral system in the short term. PTAs allow countries to go deeper at both the tariff and non-tariff barrier level with like-minded partners and faster than what was currently feasible in the multilateral system.  However, the point was made that PTAs do not always fully liberalize. Products that are considered sensitive and difficult to liberalize in the WTO context remained difficult to liberalize through PTAs. For example, 66 per cent of tariff lines with most-favoured nation (MFN) rates above 15 per cent had not been reduced in PTAs. 
In general, businesses recognized the negative consequences of the PTA trend, one being the inherent exclusionary bias in PTAs favouring certain competitors.  From a business perspective, the most acknowledged concerns regarding PTAs were the increased complexity created and the potential confusion caused in the international trading system. The sheer variety of rules arising from PTAs, even with similar regimes, was costly for business to understand and comply with, both in terms of time and money, and created a tangible economic loss. 
Mr Sosnow stated that the WTO needed to decide whether to use existing GATT Article XXIV rules to actively monitor, question and evaluate PTAs for deviation from WTO rules. He suggested that the WTO could advance the policy agenda for deeper multilateral liberalization by encouraging members to multilateralize PTAs and by acting as a catalyst and a forum for these endeavours. 
Mr Sosnow concluded that the WTO could exercise positive leadership in this area of PTAs by strengthening the oversight function built into GATT Article XXIV, establishing best-practices guidelines to reduce complexity and variance from the WTO agreements, and promoting multilateralization through plurilateral agreements.

(b) Dr Jan Atteslander, Member, ICC Commission on Trade and Investment Policy; Member of the Executive Board, Economiesuisse, Switzerland 
For Switzerland, trade policy is based on three pillars: multilaterals, regional trade agreements and free trade agreements. Mostly through EFTA, Switzerland is part of 24 PTAs, a relatively large number for such a small market. Switzerland is also currently in trade negotiations with China, India and Russia. This global network of Swiss PTAs reflects the changed dynamics of the world economy, including the increased importance of emerging countries and the globalization of supply chains. Over 85 per cent of global Swiss trade occurrs under PTAs. 
However, with all Swiss PTAs based on WTO rules, the complementary aspects of PTAs for the multilateral trading system are numerous. Swiss trade policy does not view PTAs as a substitute for the WTO and appreciates the limitations of PTAs.  The administrative costs to businesses with respect to differing Rules of Origin are the most apparent limitation. While large multinational enterprises have teams dedicated to the strategic use of PTA Rules of Origin, a recent survey of Swiss firms found that most small to medium-sized enterprises do not possess sufficient resources to dedicate to understanding and utilizing this complex network. 
Another limitation of PTAs is that of scope; PTAs do not change domestic erga omnes rules, such as heavy custom procedures. Dr Atesslander recommended that the WTO use GATT Article XXIV to analyse PTAs. He also called for that establishment of PTA Guidelines for best practices on rules and policy. Dr Atesslander concluded by suggesting that the multilateralization of generally accepted PTA rules into WTO rules should be considered in the long run.  

(c) Mr Knut Sørlie, Member, ICC Commission on Trade and Investment Policy; Assistant Director, International Affairs and Trade Policy, Confederation of Norwegian Enterprise, Norway

One of the world’s top 25 trading countries trade-wise, if Europe is considered as a single entity, Norway ranks 21st as an exporter of goods and 25th as a service exporter and importer. Via EFTA, Norway is part of 22 PTAs and is currently conducting negotiations with big economies like India, Russia, Indonesia and China. Given the impasse of the Doha Development Agenda (DDA) negotiations, the WTO has not provided any new market access over the last 10 or 11 years. The only market opening that has taken place was a result of unilateral liberalization or accession to the WTO.  PTAs are thus beneficial as a supplement, not a substitute, to the WTO. 
According to WTO statistics, every member participates in 13 PTAs on average. Mr Sørlie stated that PTAs are a de facto priority for companies because they produce concrete results and benefits relatively rapidly. PTAs have gone further in real trade liberalization (WTO +), not only in terms of market access but also in terms of rules, such as the EFTA agreements that restrict the use of antidumping or safeguard measures. 
Another trend witnessed is the addition of other disciplines within the PTAs, such as competition rules, government procurement, environmental rules, labour standards and investment rules. The most successful example, deep integration, is a development of the EU and the single market as well as the European Economic Area (EEA) Agreement, of which Norway is a part. This model of deep regional integration could serve as an example for other parts of the world. However, PTAs create a “spaghetti bowl” problem because of the different Rules of Origin involved. PTA negotiations can distract countries’ attention from unilateral liberalization and domestic trade/investment reforms. 
Mr Sørlie concluded by calling for a work programme to be agreed upon at the forthcoming WTO Ministerial Conference in December 2011 on the relationship between the WTO and PTAs, which would provide for greater discipline and monitoring. 

(d) Mr Stuart Harbinson, Member, ICC Commission on Trade and Investment Policy; Senior Trade Policy Advisor, Sidley Austin LLP, Switzerland

A recent WTO study concluded that about one-half of world merchandise trade takes place among PTA members. However, due to zero duty MFN rates and product exclusions in PTAs, only 16 per cent of world trade is eligible for preferential tariffs and less than two per cent is eligible to receive preferences with margins above ten per cent. Furthermore, the costs related to compliance with preferential rules, such as rules of origin, meant that the actual use of preferences is below what is eligible. 
For services, the overall picture is even less clear. A 2006 WTO study found that PTAs provided significantly more liberalization than GATS schedules. More worryingly, they were also well ahead of GATS offers in the Doha Round. Mr Harbinson addressed the new era of so-called “21st century” PTAs. This type of PTA goes beyond goods and services and contains chapters on competition, government procurement, payments and capital movements as well as “cross-cutting” issues like supply chain management, regulatory coherence, labour and environment.  Unfortunately, there is no longer any “examination” of PTAs because the 1994 Understanding on the interpretation of GATT Article XXIV has been sidelined. Instead, since 2007, a “transparency mechanism” on a provisional basis has been in place to provide for early announcements of PTA negotiations and provision for notification.  
Given these trends, businesses have either embraced or gone along with the PTA bandwagon out of pragmatism. But such pragmatism does not mean that companies operating on a global basis would not prefer a global playing field that is the same for all players. Mr Harbinson concluded by calling for a coherent, long term, dovetailed strategy for the WTO and PTAs.  However, he noted that such coherence is rarely seen at present, and that this is the cause for the current concern about the health of the multilateral trading system. Global business wants to see a healthier global trading system. Had the Doha Round been concluded, this would have provided a good trade basis for moving on to fresh challenges.

2. Questions and comments by the audience

Some of the main points raised in the questions/comments following the presentations included the following:

While for Swiss companies the existence of bilateral investment treaties is an important factor when considering where to invest, a recent study showed that is was not the case for US companies, where the main determinants are, for example, market size, infrastructure, existence of natural resources, cost of labour and human capital. 

The fact that many PTAs appear to lack coverage for certain products, such as agricultural ones, which in turn create domestic constituencies not in favour of multilateralism, was discussed. Also addressed was the question of how trade politics within each country affect overall efforts by global business to support the multilateral approach.
It was suggested that businesses could take advantage of labour markets as means to reduce costs through labour market liberalization. 

3. Conclusions
Ms Graugnard, who moderated the panel, said that the session had presented a diverse range of business perspectives on the role of the multilateral trading system in the global economic recovery and that this in turn had elicited a rich variety of questions from the audience.
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