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REVIVING THE DOHA ROUND

Jeffrey J. Schott*

In February 2003, | concluded a lecture a Stanford Univergty on prospects for trade
negotiations in the World Trade Organization (WTO) with the following somber prognoss

“If WTO negotigtors canot agree on the moddities for agriculturd negotiaions, then
officas will begin to doubt whether the Doha Round can meet the ambitious objectives set
by minigers in November 2001 across the whole range of issues Such uncertainty could
put the Cancun Miniderid in September 2003 a rik. Developing countries could well
repond to the doudy ggnds on fam reform by withholding support for garting
negotiations on the Singgpore isues (invetment, conpetition policy, trade fadlitation, and
trangparency in government procurement).  Trade officdas would then have to work hard to
prevent a further unraveling of the Doha agenda. At bedt, the pace of taks would
decderate, and they could possibly seize up.”

| often meke midakes, and | wish | had migudged devdopments in the Doha Round more
than a year ago. But, unfortunately, events played out as | predicted. The meeting of trade
minigers in Cancin in September 2003 faled. Indead of accderding the pace of the Doha
Round, the Mexican dandoff impeded the globd trade taks and made their condusion
increesingly difficult and uncertain.

As a reallt, concduding the tadks as planed by yearend 2004 is no longer feasble
Finishing thetaks a al will require Sgnificant effort.

In this short peper, | will examine why the WTO negotidions sdled a the Cancln
minigerid and wha needs to be done to revive the Doha Round. But such andyss firg
requires a discussion of why it has become so difficult to negotiate agreements in the WTO.

Why the New WTO doesnot work liketheOld GATT

When | was a US trade negotiator during the Tokyo Round, multilaterd negotiations took
place anong a handful of countries. In essence, the United States and the European
Community, joined by Jgpan, Canada, and a few other ddegations (mosly developed
countries), framed the prospective deds and brought them forward to the broader GATT
membership. Mog devdoping countries weren't involved and weren't obligated to accept
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new GATT obligations. They received concessions under the GATT's modt-favored nation
(MFN) obligation but did not have to reciprocate by opening their own markets to foreign
competition.

Developing countries essentidly were free riders on the GATT system—at least until the
Uruguay Round. Ther non-paticipation came a a cost, however, because the negotiated
results often excluded improved access to indudrid country markets for the competitive
agriculturd  and manufactured exports of deveoping countries In short, developing
countries protected their own markets, but in turn had to accept the maintenance of high
foreign trade barriers againg their most competitive exports.

Though such polides never yidded big economic rewards they were paliticaly
convenient.  Many developing countries relied on protected home makets and commodity
exports to support modest growth; some followed a drategy of export-led growth and
became plaforms for the assembly and export of light manufactures. Their success in turn
provoked a wave of new protectionism in developed markets via socdled voluntary export
retraints, antidumping and countervailing duties, and specid protection regimes like the
Multi-Fiber Arrangement.

This drategy of limited engagement in the world trading system was never productive and
became increesingly untenable over the past two decades with the globdization of economy
activity and growing competition from China Today, more countries have a gake in world
trade, more countries have undertaken subdtantive internationa trade obligations under the
Uruguay Round agreements and the new WTO. The implicaions of the new trade
organizetion perhaps were not well undersood when the WTO entered into force in 1995—
but it is now dear that the new WTO does not work likethe old GATT.

Hrd, conducting and conduding WTO accords ae much more complex than in prior
GATT rounds The WTO now has 147 member countries; membership could increese to
170 by the end of this decade if many of the current gpplicants complete their accession
negotistions Mog of the members are deveoping countries, unlike the GATT era, many
of them now have an important stake in internationd trade and therefore an important stake
in getting something out of the trade agreements. Each country needs to be able to bring
home a trophy to judtify the concessons that they make to ther trading patners so WTO
talks have to produce a big package of agreements that accommodates the diverse interests
of its large membership. However, snce the WTO d4ill operates by consensus, the task of
crefting a set of agreements that meets the demands of the large and increasingly disparate
membership has become much more difficult (as evidenced in Cancdn).?

Second, achieving a negotiated “bdance of concessons’ is further complicated by the fact
that the United States and the European Union have very little Ieft to give a the negotiating

2 The consensus ruleis still preferable to avoting scheme, but reform of the WTO’ s consensus-building
process could make WTO decision-making more efficacious and equitable (see Jeffrey Schott and Jayashree
Watal, “Decision-making in the WTO,” Policy Brief 00-02, Washington: I1E, 2000).
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table in tems of maket access, except things that are very difficult to give—i.e, the
protection in agriculture and textiles that has survived eght previous rounds of multilaterd
trade negotiations and that is of maor export interest of developing countries. To get the
United States Europe, and Jgpan to commit to dgnificant reforms in  long-standing
protection in agriculture and in some manufacturing sectors, other WTO members—
induding middle income devdoping countries--need to offer concrete reductions in ther
protection as wdl. But the developing countries object to lowering their own generdly
much higher trade bariers without increesed and more secure access to  indudrid
markets—and the United States, European Union, and Jgpan did not send a dear sgnd in
preparations for Canclin that they were willing to change ther current policies. Indeed, the
USEU compromise proposa on agriculture in August 2003 seemed to be dructured to
mantan exiging fam prograns on esch Sde of the Atlantic, and deserved the harsh
critique of the newly-formed G-20 (more on this point below).

Third, WTO ddiberations are now the subject of intense coditiond politics that was
unknown in the GATT era when the United States and European Community were the main
hegemonic powers. There are now too many active players to conduct trade talks among a
sdect few ddegations as we did during the Tokyo Round. Members now need to build
dliances by issue (the Carns Group on agriculture) or region (the Caribbean Regiond
Negotiating Machinery) or groups of deveoping countries (G20 that formed before
Cancin); the dliance building dso takes place through regiond trade initiatives thet
drengthen trade rdations among the partner countries and hep darify ther common
objectivesin WTO taks

Fourth, there is a Szedble ggp in the &bility of countries to paticipate actively in WTO
deliberations. Resource condraints are red, and many developing countries dlocate ther
representation to regiond bodies tha offer more immediate pay-offs in terms of unilaterd
trade preferences. Unfortunately, this leads to foot-dragging in the WTO for two reasons.

” Inadequate  information on  wha is going on breeds caution—and
undergandably so.  Since the WTO entered into force with its dngle underteking
requirement, developing countries need to know what they’'re committing to snce they will
not be e to be “free riders’ like in the GATT era — though exceptions are likey for the
Least Developed Countries (LDCs). Non-governmenta organizations (NGOs) have sought
to fill this ggp; their participaion is to a vaying extent pat of the solution and part of the
problem for these countries and the WTO taks.

” Attempts to preserve the vaue of ther regiond preferences (especidly from
the United States and European Union) has led some developing countries to try to delay or
block WTO reforms that would erode therr “margins of preference’ in indudtrid markets, a
large bloc of them voiced this postion in Cancln in September 2003,  Even if they succeed
in blocking the WTO process, however, their protectionist efforts will fal because they
cahnot control the granting of unilaterd trade preferences or the concluson of new free
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trade agreements (FTAS) by the mgor indudrid countries.  Those actions in turn, will
depreciate the vaue of the developing country preferencesin the OECD markets.

Trade preferences give developing countries a brief head stat on competing for investment
and export markets. Those that meld the trade preferences with domestic reforms improve
ther competitiveness and regp long-term benefits.  Those that don't find ther trade gains
trangtory and their invesment footloose.

These differences suggest that a lot needs to be done not only to address the chdlenges of
the mandate for the Doha Round, but adso to improve the functioning of the WTO itsdf.
Much of this latter task should be done gpart from negotiating rounds and over the medium
term—as the EU Commission findly redized dater its knee-jerk reactions to Canclin were
succeeded by more sober reflection on WTO inditutiond reform.

Why did the Canciin minigerial fail?

Many people have theories of cause and effect to explan why the WTO minigerid faled
last September. But the basc reason is smple  the Geneva process did not narrow
differences between countries on the parameters of the key aress of negotiation (especidly
agriculture) in the Doha Round. This problem has severa mgor components:

Firg and foremost was inadequate progress on agriculture.  The mgor trading naions—
devdoped and devdoping-needed to meke red commitments to reform of current
practices, not just revised rulemaking obligations that gill alowed nationd programs to
continue as before.  The United States put forward radica proposds in the summer of 2002
that would require it to rewrite its farm bill; the European Union was unable to do anything
until it agreed to new fam polides in the summer of 2003. By tha point, Geneva
negotistors had falled to meet thar assgned deadline to agree on “moddities’ for farm
trade taks indeed, by the Montred mini-minigerid in late July 2003 the taks were & an
impase.  Countries recognized that the draft miniderid dedaation deveoped by the WTO
Coundil chairman was untenable and would cause the Canclin meeting to be till-born.

As a rexult, minisgers in Montred turned to the big powers for a new initigtive to save
Canciin.  From the US perspective, it was a no-win Stuation: working with the European
Union probably would produce a bad ded. The two sSdes had only about 10 days to creft a
proposd, and the EU negotiators had little flexibility to deviae from ther freshly-minted
negotigting mendate.  Thus any compromise would reflect in large messure the EU
podtion. But not working with the European Union would doom Cancin. So the US
drategy, as | see it, was to ded with the Europeans and then hope that other WTO members
would push the United States back toward its origind proposds on agriculturd reform.

Unfortunatdy, US officids, among others, underestimated the backlash to the USEU
compromise proposal tabled in late August 2003, which crested misrust and provoked the
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formation of the G203 This hadtly formed dliance of developing countries (led by Brazil,
Ching, India, and South Africa) were united on ther demands but couldn't agee to a
common pogtion for ther own contributions, thus provoking the ire of US officds and
others.  Interegtingly, this did not inhibit Brazil from pushing for subgantive discussons in
Cancin, but the curtain dosed on the show shortly dfter intermisson and the negotiations
were not engaged.

The G20 was founded—and dill exiss in lage messure—to push the United States,
Europe, and Jgpan to liberdize ther baries to agriculturd trade.  That pogtion is not
antitheticd to US interests and oljectives in the Doha Round...provided that the large and
midde-income developing countries in the group dso reduce bariers to trade in ther
markets.*

Second, negotiators were uncertain about what the European Union needed to get from
other countries to endble it to follow through on hopedfor fam reforms that would go
beyond ther limited new mendate.  Initidly, the Singgpore issues seemed to be EU
priorities, though it was had to identify politicd condituencies that activdly promoted
these objectives  Jgpan dso drongly supported negotiaions on the Singapore  issues
(particularly invesment) for both subgantive and tacticd ressons. At Cancln, however,
Japanee negotiators seemed to be following defendve drategies to avoid decison points
on agriculture more than subgtantive interests in an investment accord.

While the European Union (plus Jgpan and Kores) wanted comprehendve negotiaions on
the Singgpore issues, dmost no one dse did The expected ded would probably have
involved negotigtions on a narowly drecumscribed set of transparency  obligations—but
devdoping countries were worried about opening the door to new obligaions on
invesment policies in subsequent WTO rounds—thet is in taks tha might take place 10-
150r even 20 years from now! In essence, developing countries opted to ether dday or
forego benefits from market access reforms this decade in order to reduce ther anxiety
about taks that might teke place in a decade or two.

Third, many deveoping countries miscondrued what could be done in a “Deveopment
Round” in the WTO. Some officas recognized that politicd ressance in the mgor
indudtrid countries to needed reform commitments in agriculture meant that the WTO taks
would necessxrily be extended wel pest the dated deadline of January 2005, and thus
adopted pogtions that degpened divisons indead of narrowing gaps on key market access
and rulemeking initigtives.  Others were less wdl informed—which is another problem in
the WTO—and demanded advance paymerts on trade reforms and monetary compensation
for the Doha Round to proceed—demands that sretched wel beyond the jurisdiction of the

® Developing countries were skeptical that either the US-EU proposal, or the Canctin ministerial text, would
have changed much beyond how each country’s subsidies were classified under the green, blue, and amber
boxes of the WTO Agreement on Agriculture.

* Indeed, the United States and Brazil share key objectives regarding agriculture in the WTO and should be
working together to advance their common interests.
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WTO and exceeded the competence of the minigers involved in the WTO. The fact that

this latter group of developing countries are hurt the most by setbacks to the multilaterd
trading system seemed beyond their comprehension.

How do we get the Doha Round back on track?

Soon after Cancln, | was invited by The Economist to write an article suggesting what
needed to be done to get the multilatera negotiations back on track.’ | argued that “there
was—and dill is—a good economic case for new trade “concessons’ by both developed
and devdoping oountries (though recognizing tha only the middle-income devdoping
countries, and not the least developed countries, were likely to be required to reciprocate).

Many countries have snce taken up the chdlenge | am most pleased tha my own
government has resumed a leadership role.  USTR Robert Zodlick sent a letter in January
2004 to his minigerid colleagues daifying US interests and objectives in the Doha Round
and committing to subdantid reforms in US policdes in the context of a subdantive
package of WTO accords. Since then, intensve efforts have been made by Zodlick and his
European counterpart, Pascd Lamy, to degpen the involvement of minigers in the crafting
of the “framework agreements’ which are needed to provide politica guidance to Geneva
negotigtors in aress like agriculture, nonragricultural market access, the Singgpore issues,
and development issues.

To avoid continued drift in the WTO tdks it would be highly desrable to reech a
consensus on these negotiating moddities before the summer holidays  Hopefully, WTO
negotiators can achieve what should have been done in Canclin and get the blessng of
minigters to begin work on putting flesh (and hard numbers) on these skeletd accords.

Agriculture, of course, holds the key. Developed countries need to demondrate thar
willingness to reduce both the disdute vaue of subsdies provided their famers and the
tariffs and other non-tariff barriers that protect agriculture.  Ther commitments need not be
as radicd as the reforms proposed in the initid US proposal of July 2002 but must go
beyond the US-EU joint proposd of August 2003. The G-20 formed primaily to atack
that paper, arguing correctly it would not have changed US and EU policies very much. A
framework is doable if countries undergand that concrete commitments will not be on
offer until the taks enter their find Stages—probably in 2006. The framework should
include the following dements

” Subgantid cuts in domedic subgdies for each mgor product sector from actual
subsidy dishursements over the period 2000-2002, not “bound” levels.

?7? Himination of agriculturd export subgdies induding the subsdized component of
offica export credits, by a fixed date—preferably with accelerated phase-outs for products
of export interest to developing countries.

® Jeffrey Schott, “Unlocking the benefits of world trade,” The Economist, 1 November 2003, 65-67.
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” Shap reductions in high fam taiffs with no levies above a two-digit negotiaed
cap, and mgor expandon of tariff-rate quotas—this is one of the more contentious aspects
of the negotiaions.

” Increased market access for products from the LDCs.

Such a framework would mean ending mos export subsdies soon after the completion of
the Doha Round; red reductions in domesic subsdy disbursements by the United States
and the European Union on cotton and other mgor products, deep cuts in high fam taiffs
and lager import quotes for Jgpanese and Koreen rice and meaningful, dbet less
comprenengve, reforms by middle-income developing countries of ther fam trade
regtrictions.

On non-agriculturd market access, the United States has put forward the best gpproach on
indugrid tariffs—that is get rid of them by 2015 (with some flexibility for implementation
by developing countries and technicd asssance for those countries tha currently are
heavily dependent on trade taxes for government revenue). Some entire product sectors
should be ade to acceerate this process and should be encouraged to do so.

Decisons on dl of the Singapore issues reman to be taken, though a consensus seems to be
developing to move forward exclusvely on the topic of trade fadlitation. Too bad, because
developing countries had a lot to gan from greater trangparency of government regulaions
and policies on dl four issues under review. More trangoarency would yidd important
dividends in terms of combating corruption, reducing uncertainty about rules for accessing
and competing in nationd makets and encouraging invesment.  But most developing
countries have ressted moving forward in these aress.

To be far, devdoping countries did face subdantid chdlenges in adminigering and
enforcing the Uruguay Round accords, and had legitimate concerns that violations of those
rues could provoke retdiaion blocking access to foreign makets for ther goods The
European Union seems to have demurred and WTO members will likdy reegate discusson
of invesment and competition policy to ongoing working groups and accept negotiations
only on trade facilitation issues.

Findly, WTO negotistors need to agree on how to handle the numerous proposas to
provide “specid and differentid tretment” for developing countries WTO members
explicitly committed in the Doha Declardtion to liberdize redrictions that adversdy affect
the trade of developing countries Paragrgph 16 of the Doha Dedaaion commits “to
reduce or as gppropride diminate tariffs including the reduction or dimination of tariff
pesks, high tariffs and taiff escdation, as wdl as nontaiff bariers in particular on
products of export interest to developing countries”  Moreover, WTO agreements should
afford the opportunity for developing cauntries to undertake “less then full reciprocity in
reduction commitments.”
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In my view, this dause medy reteraes sandard practice in the WTO, namdy tha
developing countries commit to market access reforms to the extent practicable given their
level of deveopment and ae accorded a longer trandtion period to implement those
reforms.  However, it has been incorrectly interpreted by some deegations to mean that
developing countries can have a “free ride’ in the market access taks. Such a view rmther
comports with politicd redities or the economic deveopment interess of the deveoping
countries themsdves Devdopment gods should be supported by flexible implementation
schedules and narrowly focused exceptions from WTO reforms—plus generous technical
and developmentd ad from nationa and internationd financia inditutions.

The Doha Round can succeed, if the priority interests of both developed and developing
countries are accommodated in the find package of agreements. The leading trading
powers need to take the lead—and they now seem to be doing so. But to get the United
Saes Europe, and Jgpan to commit to dgnificant reforms in long-gtanding protection in
agriculture and in some manufacturing sectors, other WTO  members—induding middle
income developing countries--need to offer concrete reductions in their protection as well.
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