NEGOTIATING AND IMPLEMENTING TRADE AGREEMENTS WITH GP DIMENSION: ISSUES AND CHALLENGES FROM A CARICOM PERSPECTIVE

The Caribbean Community (CARICOM) economies face a number of challenges in negotiating GPAs as part and parcel of international trade agreements, including: 

· Sufficient financial resources to participate in the negotiations, 

· Availability of technical expertise,
· Inaccessibility, and in some cases, non-existence of GP statistics and other relevant supporting information.
Then there is always a possibility of a result similar to that which has occurred in the FTAA negotiations, where after having expended substantial human, financial and technical resources, the negotiations have – from all indication – permanently stalled. 

However, one of the biggest challenge by far is related to market access commitments. 
As is well known and understood, in smaller, vulnerable economies like the CARICOM States public sector procurement is the single largest national discretionary expenditure, and therefore one of the most significant means of socio-economic development.  The public sector is also generally the largest national employer.  

Therefore, when smaller economies accord with agreements which oblige them to open their markets without due consideration that many of the industries are underdeveloped, constrained by size, and therefore missing the benefit of economies of scale –which is generally reflected in the end product or service price – it is clear that the larger more advanced, advantaged – and usually foreign – supplier will win the procurement contract.  Years of experience of CARICOM countries will so attest.   Left solely to market forces, as a result, there is a huge risk that local businesses will become defunct and entire industries rapidly wane, to the detriment of national development.  In larger more developed economies, it is relatively easier to apply the comparative advantage principle and for governments to assist displaced providers to switch to a different line of business.  However, for CARICOM economies, there is generally no other line of business, for a number of reasons – not the least of which is the often crippling cost of capital which would be necessary to facilitate getting into a new line of business.  Further, with the best will and intention, due to very scarce resources, governments usually cannot assist displaced providers.  The end result is unfavourable - social dislocation – increased poverty, crime, and increased instabilities.  

Now it is true that developed and larger developing countries agree that some developing economies will need special treatment in order to trade on a level playing field with other countries.  But the paradox is that none of these countries seems willing to go beyond the general effort and into the substantial elements of what is required.  There is this view of CARICOM as a set or group of “gimme gimme” countries who are not willing to give in order to gain.  CARICOM countries submit that this is categorically false.  What is requested of these countries cannot be achieved in one “fell swoop” nor can it be achieved with the type of S&D measures that have been contemplated to date.

But having said that, I personally am a strong advocate of GPAs primarily because of the good practices that they promote.  I am, however, very cognizant of the need to take a holistic view of the operating environment and very much seized of the fact that you CANNOT – as theory often does – attempt to isolate GP policies and activities as if they were to take place in a vacuum.  The reality is that government policies must support each other in order to achieve forward movement.  The alternative is one policy pulling to the right, the other to the left – causing stagnation at best, and retardation at worst.
That CARICOM’s smaller vulnerable economies are not sufficiently developed or large enough to compete very effectively in the open market is easily verified through an historical review of contacts awarded under rules of multilateral funding agencies in the CARICOM region, even with eligibility of suppliers being constrained by membership in the Banks.  A smaller developing economy has the possibility of becoming developed at some future stage.  However, it can never be large and will never have economies of scale comparable with its larger competition.  So, for the quadruple-disadvantaged CARICOM countries, the picture is striking – comparatively small size, individually water locked, low levels of development, extremely high physical and economic vulnerability levels.

Consequently, the principle of ‘equal’ opportunity becomes an unimplementable ideal due to the practical reality that these economies are very much at a comparative disadvantage.  Market access means nothing if effective advantage cannot be taken of it. 

And so CARICOM governments, like many others before them, have taken the decision to use what is readily accessible to them to drive national development.  And we all know that procurement is one of the most powerful tools in this regard. It is important to note that in larger and more developed countries e.g., the U.S., the total value of procurement reserved for social programmes is probably greater than all of the CARICOM regional GP market.  So, the question arises -  is this really the optimal choice for CARICOM?  The right answer is extremely difficult to find and I have personally come to the conclusion that there is no absolute right or wrong.  It’s a matter of finding the right combination of what works together with building sufficient flexibility in that combination, because what works today may not work tomorrow.

So the real issue is a basic but vastly significant one.  

(a) Does the government choose to pay a premium or higher cost to acquire domestic goods and services with the expectation of national economic welfare gains through industry development and growth, increased employment – and the domino effects involved there – OR

(b) Does the government choose to pay a lesser purchase price for foreign goods and services with the expectation that savings are re-invested in other developmental objectives, and thereby producing national welfare gains? 
Other developing countries, like Chile – for example, have opted for the latter approach and seem to be doing well.  CARICOM remains somewhere in the middle of the 2 approaches, but there is good reason for that.  For example, CARICOM countries experience a phenomenon called Tropical Hurricane Season.  Should the latter approach be taken, i.e., paying lesser price for foreign goods and services hoping that whatever saving realized can be put into re-tooling industries and making suppliers more competitive, improving infrastructure, education, health – all the niceties that come with increased development – there would be a rude awakening in August – September – October.  Almost every year without fail, there are very heavy rains, floods, hurricanes – and this severely cripples CARICOM economies.  Resources are focused into re-building houses, commercial infrastructure, export crops, etc.  Accumulating savings from exercising the latter approach at (b) above, becomes a nice “dream.”  That is not the practical reality of the CARICOM countries.  This cannot be over-emphasized.  It doesn’t have to rain – it only has to look like rain and the land starts to slide, rivers overflow, all manner of homes and businesses and important crops get washed away.  Let Grenada tell you.  Let Jamaica tell you.  Let Haiti tell you.  Let the Bahamas tell you.  This is the reality of the operating environment of our countries.  This brings to mind a comment that was made yesterday, when it was proposed that governments who want to help special groups to grow and develop are better off subsidizing these groups directly rather than using the procurement system to do it, because the latter costs more in the long term.  I have to say that I agree 100% - in principle.  BUT, CARIOM is a group of heavily indebted countries with extremely scarce resources.  And very frankly put, there is simply not sufficient money to do it that way.
And so, CARICOM countries because of our unique circumstance have tended towards the former approach – because that way you are sure that there is indeed some measure domestic benefit to be derived.  

It’s a real quandary because there is an acute appreciation of the fact that this approach is neither feasible nor sustainable in the long term.  The short-term benefits are immediate, but you feel the effects later on.  But if we don’t somehow try to forward plan to pull out of this cycle, we will forever be on the wheel going round and round, while development passes us by.

Our negotiating and trade partners are far from ignorant.  They know all of this very well.  They are also well aware that every one of them has used GP policy to further their own domestic development in the past, present and may continue to do so in future.  The US e.g., can afford to disregard its buy national act.  This is so ingrained as a culture, that even in other countries consumers are beginning to feel that if the product doesn’t say “made in the USA” then it is sub-standard.  The legislation has done its job.   The US now has a different agenda, to find new avenues for their suppliers who are looking for new market opportunities and to expand existing ones.  And if we are honest with ourselves, if we were in their shoes, we would feel the same way and be doing the very same thing.  It’s a matter of what is optimal at a particular point in time.  So, what to do? There is one win-win possibility.

If CARICOM would recognize and accept that this short term strategy is not sustainable for the long term in respect of fostering development, and if larger developing and developed country trading partners would recognize and accept that liberalization of CARICOM GP markets is a gradual thing that must be accompanied by substantive technical assistance and cooperation measures – small business development tools, product diversification assistance, human resource training, business re-engineering, re-tooling, sharing best practices, exchange of experts, joint implementation of projects and programmes to improve competitiveness especially in the area of services – then and only then would all sides derive mutual sustainable benefit as a direct result.  And even though negotiators like policy makers generally understand the broad policy perspective and may be able to see the wisdom that the result of such a mutual compromise – in time – would be more global employment, less poverty and crime, less disease, less illegal immigrants crossing borders, etc., the success of a proposal requiring the very companies that will be competing against you to help you to compete successfully against them is tenuous, at best! 

With time and opportunity, CARICOM States can develop in areas where size is not a critical constraint, e.g., provision of intellectual and other services. The pivotal factor is the approach, which requires, in addition to rules and disciplines on procurement activities, an acceptance of the fact that playing field is not level, and cannot be made level through an edict of equal application of rules and procedures, and a willingness on the part of our trading partners to really assist our disadvantaged economies.  This is not about $.  It’s about much more than that.  What is needed is access to new technologies, business strategies, best practices, training, skills improvement, etc.  

There is a lot of good in a GPA, and I personally hope to see the time when CARICOM derives its multiplicity of benefits.  But until all parties begin to take account of the issues that have been outlined, smaller economies like ours will increasingly lose sight of the vast benefits of a transparent and widely competitive government procurement system, because we’re using all of our resources simply fighting to survive. 

Perhaps if we keep saying it often enough and loudly enough, someday the message will be heard and acted upon.  In the meanwhile, in the indomitable spirit of the Caribbean, we remain optimistic.

___________________________
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