Neglected right to create a future without poverty

An analysis of the outcome of the ministerial conference in Hong Kong

by Marita Wiggerthale

‘Modest’ deal struck in Hong Kong, this is the main media headline about the outcome of the WTO ministerial conference in Hong Kong (MC6) in December 2005. Supporters of a free trade agenda had hoped to go much further in the negotiations of a global free trade treaty in 2006. But what does the outcome of Hong Kong mean for development and the environment? Do the agreed decisions help to create the needed international framework for enabling a sustainable development in the South? This assessment will start with what is the most important precondition for a good development outcome, the process.

The fish rots from the head down

Even if the leaders of the conference – WTO general director Lamy and conference chair Tsang - congratulated themselves for the transparent, inclusive and bottom-up process, the truth is: Hong Kong continued with the flawed, exclusive and intransparent negotiation process. Basic democratic rules of accountability and good governance, such as the keeping of minutes of meetings and sufficient time to analyse text and confer with governments back in the capital, were violated. In the closing session, chairs were arranged theatre-style, with no tables or microphones or the name card of the countries. There were also no standing microphones either in the aisles. A more participation-unfriendly arrangement would be hard to imagine. Venezuela and Cuba were finally only given the right to make their reservations public because of the Vice Minister for Foreign Affairs of Venezuela, Mari Pili Hernandez having gone up quickly to the stage and speaking to the conference chair. It was the first time in WTO history that members had registered reservations to the text at the closing session.

The most serious abuse of process was arguably over the services negotiations, where the heavy-handed tactics of the Geneva-based chair of the services negotiating group were adopted by the Korean minister appointed to facilitate the discussions in Hong Kong. Despite strong resistance from developing countries the Geneva services text (Annex C) became the basis for negotiations in Hong Kong. The G-90 representing 64 countries (LDC, ACP and the African Union) tabled a submission rejecting the services text (Annex C). First the WTO secretariat did not accept the submission due to a missing cover note. Then, as the submission was formally acknowledged, the chair of the services negotiations stated that 26 countries were in favour of Annex C and 14 countries against (counting the G-90 as one country!) The G-90 protested, but the chair insisted that Annex C would remain the basis for negotiation as long as there is no other text having a consensus! It is evident that never ever any new proposal would have the support of all members. In the end the chair succeeded, although developing countries managed to make a number of amendments to moderate what had been a drastic text.
The tiny but emotionally striking heyday of Hong Kong

For the first time in the WTO, a ministerial meeting was held by ALL developing country groupings: The G-20 (21 mbs; a.o. Brazil, India, Argentina, China), the G-33 (44mbs; a.o. Indonesia, Philippines, Benin, Haiti, Kenya, Peru), the G-90 and the small economies. People who assisted their press conference on December 16 were overwhelmed. The groups recalled the pledge made at Doha in 2001 to place the interests and needs of developing countries, especially the least-developed among them, at the heart of the round. The “Alliance 110” reiterated their shared interest in the development dimension of the Round wherein agriculture is of central importance. Consequently, they stressed the role of “special products” (SP; exemptions for staple foods) and of a “special safeguard mechanism” (SSM; right to use protective tariffs) as a means of addressing food security, rural development and livelihood concerns of developing countries. It is evident that there are differences (e.g. preference erosion, tropical products) in positions existing, but the alliance vowed to intensify their dialogue. 

What the anti-development outcome of Hong Kong is about

Before analysing the different sector negotiations, it is worth noting that the overall imbalance of the negotiations codified in the July package 2004 was continued. Whereas there are a hardly any options left to reverse the push for liberalisation in the South in services (GATS) and industrial goods (NAMA), the formulas for reduction of tariffs and trade distorting support in agriculture are absolutely left open to the benefit of the EU and the USA.

Agriculture: The major positive outcome is that developing countries were able to defend the basic concepts of SPs and SSM, but there is still much space for pushing back their scope and therefore their potential benefit for development. Additionally, the tariff reduction formula can strongly undermine the expected positive outcome of these safeguard measures. An analysis of 8 products in around 70 developing countries shows that the EU and G-20 tariff reduction formula would lead to cuts in applied tariffs and import surges in 133 cases (US proposal; 167 cases). The situation of small farmers and of food security would be worsened!

As the current proposals are all part of the ministerial declaration, it is very unlikely that the needed different formula approach for developing countries and developed countries or lesser tariff cuts will become reality. The course for a “worst” case scenario in agriculture is already set! The agricultural exporting countries like the US and global players such as Nestlé and Unilever do not have any interest in reducing the liberalisation outcome. The American Farm Bureau Federation passed resolutions in January 2006 urging Congress to cut commodity programs only to the proportion that other countries reduce their tariffs (more than already proposed). So the real battle is still ahead of us!

The so much celebrated elimination of export subsidies in 2013 is a good step, but in fact already overdue for more than a decade. It has been made conditional on effective provisions with regard to food aid, export credits and state trading enterprises. So it is not yet a matter of fact, that they will be really stopped in 2013! The price developing countries paid for it – wide liberalisation in GATS and NAMA – is disproportionately high. Additionally, the agreed “substantial” cut in the first half of the implemen​tation period is in fact a weak front-loading wording. A cut of for example 50% would hardly imply cuts in applied export subsidies. Also one has to take into account that the subsidy system only changes, but dumping still continues to exist. By 2013 the EU will not need to resort much to export subsidies anymore, as internal prices will have gone down much further. The low internal prices that increase the export competitiveness of the European food industry do not cover the production costs for many farmers (internal dumping). The resulting loss of income is partly compensated by direct payments. The winner of this system is the exporting food industry, while small farmers in the South and in Europe loose out.

Industrial goods (NAMA): The major threat coming from NAMA negotiations is the de-industrialisation of their economy i.e. local industries would be destroyed, unemployment would increase because of missing protection measures against cheap imports. The so-called “Swiss formula” leading to harsh tariff reductions was strongly criticised since the beginning by many developing countries. 

The NAMA text incl. the Swiss formula was rejected in Cancún 2003, it was strongly criticised and only accepted due to an added development focussed preamble in July 2004 and it was biased again strongly against developing countries just before Hong Kong. But despite all the resistance, it found it’s way into the final declaration in Hong Kong with an even stronger language on the Swiss formula. The foreseen tariff reductions are historically totally unprecedented: Never ever were developing countries (esp. middle income countries) expected to make bigger tariff cuts than developed countries. Never ever were tariffs cuts undertaken in such a scale by developing countries.

Ha-Joon Chang, a famous scientist at the University of Cambridge, describes NAMA as the “under-estimated danger”. The adopted Swiss formula will be applied to all tariff lines, so there is no freedom to protect some key sectors while cutting tariffs in others, as would be possible with cuts in average tariffs. According to Chang the proposals by developed countries would condemn the developing countries to eternal underdevelopment and poverty! They would never ever have the chance to raise tariffs again if there is a need to.

NAMA also includes also ALL natural resources such as fisheries, forestry, gold, diamonds and primary aluminium. Increased liberalisation in the raw materials sectors could lead to increased exploitation of and trade in scarce natural resources and remove government’s ability to manage stocks sustainably. Liberalisation in fisheries could unsettle local communities which depend on local fishing to survive and further aggravate the current 70% overexploitation of global fish stocks. Some 34 million people world-wide live from fishing – most living on less than one dollar a day.

Services (GATS): The GATS agreement was accepted finally in the Uruguay Round because it allowed developing countries to define themselves the pace and the scope of liberalisation in services. The bilateral request-offer process in the GATS negotiations continued to provide this flexibility as much as this is possible given the power play in the WTO. In Hong Kong a fundamental rewriting of the structure of the GATS took place in the face of strong opposition of developing countries. The liberalisation of services now turns up to be compulsory. The Global Services Coalition hailed the agreement on services and welcomed the support of the work of “friends groups (future pluri-lateral negotiations) e.g. on education, telecommunication, energy and financial services. But the forced liberalisation in services will limit the needed regulations for maintaining basic public services to the benefit of the people.

Services are also relevant to people living in rural areas as many services are intrinsically linked to rural development. Liberalisation in these areas could impede the promotion of sustainable rural development programmes. The example of South Africa demonstrates how: In South Africa the government agreed to liberalise it’s health sector. Now they are unable to demand the delivery of health services in remote and undersupplied rural areas or to demand training for community health assistants. Also countries cannot oblige foreign service suppliers to provide a special service assistance to marginalised or vulnerable groups. The same holds true for services related to the provision of water, education, infrastructure, micro-credits, energy etc. 

Another area of concern is related to the supply of distribution services. Governments that undertake GATS commitments in distribution services (Mode 3: commercial presence) cannot prevent anymore the settlement of foreign supermarket chains in their countries. The share of supermarkets in food sales increased within the period 1990-2000 in richer Latin American countries already from 10-20% up to 60%. This development started later but is fast-paced in Asia. The share of supermarkets in urban China increased within 2 years by 50%. The increased buyer power of supermarkets weakens the bargaining position of farmers, puts pressure on producer prices and marginalises especially small farmers.

Carrots for developing countries

It is evident that developing countries would not agree on an aggressive liberalisation agenda in industrial goods and services, if developing countries felt that they had nothing to gain from the declaration. Therefore the major developed countries, aided by the Secretariat, sought to offer something for each group of developing countries, early on in the Conference. Also the “lead” of Brazil and India was essential to get everybody to assent to a bad deal, they consolidated their position as new “power brokers” between the developed and developing countries. The co-optation strategy of EU and US since the beginning of 2004 is despite all fights working in favour of their interests in the trade negotiations.

By the last day, all the groups – the G-20, G33, LDCs, cotton countries, ACP – were persuaded (or persuaded themselves) that they could accept the whole package. The persuasion aspect was important in the final hours. When the EU agreed finally to the 2013 end date of export subsidies, the G20 leaders (Brazil, China, India) went on to persuade other developing countries that the Annex C on services was harmless. India was seemingly able to dispel the concerns of the G-90 on services. But what were the carrots for each group?

G33: The ministerial declaration reinforces the basic concepts of SP and SSM although the language proposed by the G33 itself was much better.

Cotton countries: The US agreed to eliminate export subsidies in the cotton sector in 2006 (10% of total US cotton subsidies), but there was no commitment on export credits. In total the provisions do not even reach the US obligations in the cotton panel dispute and fall short of the demands of the four West African countries.

LDCs: They were offered 97% of duty and quota free access, but America is expected to continue to put obstacles in the way of textile imports, while Japan has proposed to exempt rice, fish, sugar and maize. Also there was language introduced on preference erosion in NAMA and agriculture. The disappointing “aid for trade” was mainly aimed at LDCs. The envisaged concessional loans being one element of the package will increase their indebtedness while the leading role of IMF and Worldbank means finally continued neo-liberal conditionality.

ACP: There was language introduced on “long-standing preferences” in agriculture and on preference erosion in NAMA. But experience shows that reference to preference erosion has always been just a lip-service. Interestingly there will be a conference on preference erosion organised by the WTO, but only in May, when the modalities are meant to be already finalised!

Small economies: Introduction of language on specific flexibilities for small and vulnerable economies on NAMA. There is also a specific section on concerns of small economies.

G-20: Brazil fought for an agreement on the elimination of export subsidies in 2013, but the fight to end them in 2010 was lost. India and Brazil are fine with the services text and with the NAMA language “Swiss formula with coefficients” which allows still their own proposal to come in. India’s concerted efforts also contributed to the defence of SP and SSM.

NAMA 11: This group of countries ( a.o. India, Argentina, Brazil, Egypt, Indonesia, Venezuela, Philippines, Namibia, South Africa) defending policy space in the NAMA negotiations were “consoled” with the de-linking of “special and differential treatment” in the tariff reduction formula from other “flexibilities”. The principle of “special and differential treatment” and of “less than full reciprocity” were both reaffirmed in the final declaration.

Stop the neo-liberal, corporate trade agenda

The Doha Round, launched with such a fanfare four years ago, is moving further on the liberalisation track serving the interests of multinational companies in the North and the South. The direction will be difficult to reverse, if at all. The new Quad – EU, US, India, Brazil – is determined to bring the round to their “successful” conclusion. Both India and Brazil play a key role therein. According to Walden Bello they “have become the most effective stabilisers of neo-liberal programmes, with both enjoying support of the IMF, the transnational corporate lobby, and Washington”. If they had not persuaded the other developing countries to accept this deal, there would have been possibly no deal.

The deadlines for finishing the modalities are set very tightly. By the end of April they shall be ready for agriculture and industrial goods. Taking into account the strong corporate liberalisation interests supported by many governments it is very important to keep up the pressure coming from social movements and NGOs and to fight against this neo-liberal, corporate agenda. A representative of a big food company said once “We never give up” referring to their insistence to liberalise trade in food and agriculture. Civil society needs to oppose this insistence with an equally strong “No to forced liberalisation”!

