TD/B/45/2
TD/B/COM.1/15

UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

Report of the Commission on Tradein Goods
and Services, and Commodities
on its second session

held at the Palais des Nations, Geneva,
from 17 to 21 November 1997

UNITED NATIONS



Distr.
GENERAL

TD/B/45/2
TD/B/COM.1/15
9 December 1997

Origina: ENGLISH

Report of the Commission on Tradein Goods
and Services, and Commodities
on its second session

held at the Palais des Nations, Geneva,
from 17 to 21 November 1997

GE.97-52292



CONTENTS
Chapt er Par agr aphs
Introducti ON . ... .. 1- 6

l. Di versification in commodity-dependent countries
(agenda item 3)

Ways and neans for inproving the opportunities for
t he expansi on of exports of goods and services
from devel opi ng countries (agenda item4) ............. 7 - 32

. Action by the Comm ssion and proceedi ngs of the

closing plenary ... ... 33 - 38
I, Organi zational matters ......... . .. . .. .. 39 - 43
Annexes
Annex
l. Agreed concl usions (agenda itenms 3 and 4)
. Chairperson’s summary of the informal discussions
under agenda items 3 and 4
I, Li st of panellists
V. Provi si onal agenda for the third session

of the Conm ssion

V. At t endance



| NTRODUCTI ON
1. The second session of the Conmi ssion on Trade in Goods and Services, and
Commodities was held at the Palais des Nations, Geneva, from 17 to
21 Novenber 1997. In the course of the session, the Conmi ssion held two

pl enary meetings (6th to 7th neetings) and a nunber of informal meetings.

Openi ng statenents

2. The Chairperson of the Commission at its first session congratul ated the
Chai rperson of the second session of the Comm ssion on his election, and
t hanked all del egations and the UNCTAD secretariat for their support during
the first session. The second session of the Conmi ssion could benefit from
the work carried out during the first session, as well as fromthe results of
the four Expert Meetings. Their reports should be anal ysed very careful ly and
could help the Commssion in its nmain task, nanely assisting nenber States in
the fornulation of their policies. He hoped that the topics for the Expert
Meetings in 1998 would be interesting and constitute integral parts of the
third session. The second session of the Conmi ssion should help to identify
the role that UNCTAD s Commi ssions had to play and could play, especially with
regard to the 1998 M d- Term Revi ew.

3. The Chairperson said that globalization and liberalization in the
i nternational econony were being pursued on two parallel tracks. On the one
hand, States were intensifying efforts to set rules for econonmic activities.
On the other hand, the private sector - and transnational corporations in
particular - had established their own standards regarding trade, investnent
and transfer of technology. Mre often than not, there was no interaction
bet ween these two parallel processes. The problemwas conpounded by the often
prol onged trade negotiations anong States, with the result that any consensus
reached was nostly irrelevant. Furthernore, standard-setting by the private
sector rarely considered the social inmplications. This process was further
conplicated by different economic interests anbng States, often those within
the sanme devel opnent category, such as the G7. The sane applied to
i nternational organizations, and UNCTAD was to be commended for striving to
draw attention to the social dinension of trade liberalization. |In this |ight
and with a view to inproving coherence and coordinati on anong the various
tracks of rule-setting for global economic activities, better I|ines of
conmuni cati on and understanding had to be created and utilized anong the
parties involved. UNCTAD and its Comm ssions could play a crucial role in
this respect, being the nost universal forum for an integrated approach to
trade and devel opment i ssues. The private sector’s involvenent in UNCTAD
i ntergovernmental deliberations had started and shoul d be strengthened.

4, The Deputy Secretary-CGeneral of UNCTAD wel comed participants to the
second session of the Conm ssion. He recalled that since the nid-1980s,
international trade had been growing at a brisk pace, as a result of
gl obal i zati on, the deepening of the international division of |abour and the
concom tant energence of increasingly internationalized production patterns.
Devel oping countries as a group had significantly increased their
participation in international trade flows since the 1980s, both as exporters
and inporters. Mdreover, trade anopng developing countries had al nost
quadr upl ed between the m d-1980s and the mi d-1990s. A worrying feature of the
situation, however, was the fact that the increased participation of
devel oping countries in trade and investnent flows had tended to be




concentrated in certain countries and regions, raising the alarm ng prospect
of marginalization of those countries that were structurally less able to
share in the growh of investnent and trade. They |acked basic
infrastructure, both physical and human, and were bel eaguered by lingering
forei gn debt problens.

5. | nprovenents in nmarket access were a crucial conponent of internationa
strategies ainmed at naking trade a l|ever for devel opnent. The ongoi ng
i beralization had enhanced opportunities in international trade. However,
in some sectors and products - notably those of special interest to devel oping
countries - high tariff peaks still prevailed, while remaining tariff
escal ation in comodity-based trade introduced a bias against diversification
and processing. El sewhere, non-tariff measures continued to frustrate trade
expansi on. In addition, the preference margins which had hitherto been
enj oyed by many devel opi ng countries were being eroded, and attenti on needed
to be devoted to this problem

6. The international trading scene was characterized by a process of
continuous trade negotiations at the nultilateral, regional and subregiona
levels, as well as by the rapid expansion of trade flows. 1In both trade in

goods and trade in services, several new initiatives to change the
mul tilateral framework were being pursued, be it in the context of the “built-
i n agenda” of the WIO or negotiations which were not foreseen in it. Thus,
it was likely that the international trade agenda would continue to becone
nmore | oaded and conplex. For developing countries, this posed difficult
chal | enges. At the sane tine as they were striving to tap the trading
opportunities of the new context and adapt their institutions to the
conm tnents nmade, they had to fornulate their positive agenda for ongoi ng and
future trade negotiations. This should take into consideration the issue of
the asynmmetries between countries at different |evels of developnent. The
multilateral trading reginme had to be flexible enough to accommpdate the need
for differential treatnent of different actors.



Chapter |

DI VERSI FI CATI ON | N COVMODI TY- DEPENDENT COUNTRI ES

(Agenda item 3)

WAYS AND MEANS FOR | MPROVI NG THE OPPORTUNI TI ES FOR THE
EXPANS|I ON OF EXPORTS OF GOODS AND SERVI CES FROM
DEVELOPI NG COUNTRI ES

(Agenda item 4)

7. For its consideration of agenda item 3, the Conm ssion had before it the
fol |l owi ng docunent ati on:

“Diversification in commdity-dependent countries: The role of
Governnents, enterprises and institutions - Report by the UNCTAD
secretariat” (TD B/ COM 1/12)

“Report of the Expert Meeting on Vertical Diversification in the Food
Processi ng Sect or in Devel opi ng Countries” (TD/ B/ COM 1/ 8-
TD/ B/ COM 1/ EM 2/ 3)

8. For its consideration of agenda item4, the Conm ssion had before it the
fol |l owi ng docunent ati on:

“Ways and means for inproving the opportunities for the expansion of
exports of goods and services fromdevel oping countries: Report by the
UNCTAD secretariat” (TD B/ COM 1/13)

“Report of the Expert Meeting on Strengthening the Capacity and
Expandi ng Exports of Developing Countries in the Services Sector:
Heal th Services” (TD B/ COM 1/ 7-TD/ B/ COM 1/ EM 1/ 3)

9. The Seni or Programme Manager of the Division on International Trade in
Goods and Services, and Conmodities said that globalization had opened up new
opportunities for worl dw de prosperity. From a devel opnent perspective, the
chal l enges were to speed up the integration of devel oping countries into the
world economy and to enable them to take advantage of new trading
opportunities. He enphasized that diversification was a major challenge for
commodi ty- dependent countries. Also, he noted that there were sectors in
whi ch devel oping countries had recorded dynam c export performances. The
anal ysis of selected dynam c sectors could serve to increase know edge of
obstacles to export expansion on both the market access and supply sides, and
to identify remedial policy responses. In the post-U uguay Round environnent,
devel opi ng countries had to rethink their policies in order to cope with new
multilateral conditions.

10. The speaker stressed the importance of international trade in services
for a great nunber of devel oping countries. The exanmi nation of the health
servi ces sector by the UNCTAD Expert Meeting held in June 1997 pointed to many
chal | enges and opportunities for devel opi ng econom es. Mreover, the Internet
provi ded new opportunities for the expansion of trade in goods and services.



He al so noted that uncertainty cast a shadow over the future of traditiona
preferential trade arrangenents. At the sanme tinme, however, trade preferences
for LDCs had been strengthened in many instances.

11. In conclusion, he said that trade negotiations were a formdable
chal l enge for many devel opi ng countries, and that support for those countries
was necessary in this regard.

12. The spokesman for the Latin American and Caribbean Group (Peru) said
that the Goup agreed with the evaluation contained in the docunent that the
UNCTAD secretariat had prepared on agenda item3. He referred to its fina

part - “A proactive agenda for diversification” - and endorsed the possibility
of applying it to one country in each of the devel oping regions. Mreover

sonme of its elenents should be incorporated into technical cooperation
activities. Regarding the Common Fund for Conmodities, he expressed the
Group’s disappointnment at the withdrawal of one inportant European country.

13. Turning to agenda item 4, he expressed the Goup’s concern regarding the
persi stence of narket access barriers such as tariff peaks and escal ati on, and
of non-tariff barriers, which jeopardi zed the market access of increasingly
conpetitive developing countries. The inpact of the new nultilateral
framework on industrial devel opment strategies should be exam ned,
particularly in the light of the revision of the WIO s Agreenent on Subsi dies
and Countervailing Measures. Regarding the Agreenent on Textiles and
G othing, the programme of integration did not have significance in ternms of
trade, since the commercial value of already integrated products was very | ow.
Mor eover, safeguard neasures should be used sparingly. He added that the
process of analysis in the WO of the Agreenent on Agriculture was
sati sfactory. However, it was inportant that the negotiations that would
start in 1999 take into account special and differential treatment for
devel opi ng countries, greater nmarket access for them and the inplenmentation
of the Mnisterial Decision on Measures Concerning the Possible Negative
Ef fects of the Reform Programme on Least Devel oped and on Net Food-Inporting
Countries.

14. Referring to sectors for possible further analysis, he stated that the
fisheries and wooden furniture sectors were of particular interest to the
Latin Anerican and Cari bbean region. |Its exporters were facing market access

problens as a result of the action of |obbies and of NGOs. As for services,
devel opi ng countries would put tourism air and maritine transportation and
software services on the agenda of com ng negotiations. The nodalities of
application of Article IV of the General Agreenent on Trade in Services had
al so to be exam ned. Mreover, an agreenment on safeguards in services was
necessary. Another issue in trade in services related to el ectronic comerce.

In order to fulfil their trade expansion potential, developing countries
needed access to information infrastructure. UNCTAD should deal with this
gquestion, including in its technical assistance activities. Mor eover, it

shoul d undertake a study of the link between electronic trade and intell ectual
property in collaboration with the Wrld Intellectual Property Organization

15. The representative of the United States of Anerica suggested an
amendnent to the agenda, so that the informal neeting could start right away,
wi thout the Commission listening to the official statenents nade by

representati ves of nenber States or negotiation groups. He said that nmany of
the issues raised in the formal statenents had already been raised at the
session of the Trade and Devel opment Board held | ast October. Hi s anendnent



woul d al |l ow the Conmi ssion to have sufficient time for in-depth discussions
on the issues set out in the tinetable of the Comm ssion’s session

16. The Chairperson took note of the anendnent proposed by the
representative of the United States of Anerica, but said that sone
participants from the national capitals had not had an opportunity to be
present at the session of the Trade and Devel opnent Board.

17. The representative of the United States of Anerica said that at the
i nformation session held a week before the Comm ssion’s neeting there had been
no discussion on how official statements would be treated at the present
pl enary nmeeting. Had there had been a discussion, he could have raised the
possibility of establishing a tinetable that would have allowed the Comm ssion
to nove directly into informal neetings after the opening plenary.

18. He commented on three issues that had been raised by the Senior
Programe Mnager of the Division on International Trade in Goods and
Services, and Commodities in his opening statement. First, with regard to the
post - Uruguay Round peak tariffs and tariff escalations in respect of products
of interest to devel oping countries, he said that the 40 conmodity-dependent
devel opi ng countries thenmselves could have made nuch greater efforts for
liberalization during the Uruguay Round negotiations. He suggested that in
a setting such as that of nultilateral trade negotiations, it would be
important that they indicate their willingness to nake concessions in exchange
for greater market liberalization in other countries. Second, he asked how
the secretariat had cone to the conclusion that “shock therapy” should be
resisted. He said that nany devel oping countries would need to speed up

rather than slow down, their efforts to achieve further I|iberalization and
gl obal i zati on, noting that there had been several cases which had suggested
that shock renedies were often beneficial. Third, he said that the list of
possi bl e subjects to be taken up by future expert group neetings, which had
been provided by the secretariat, was rather disappointing. The subjects
needed to be nore creative, fresh and focused.

19. The spokesman for the Asian Group and China (Sri Lanka) said that
diversification in commodity-dependent devel opi ng countries was a key factor
i n devel opnent and coul d not be nade dependent on inproved conmodity prices.
Four points were relevant. First, diversification was not an automatic
outcone but an essential aspect of economc devel opnent. Second,
diversification efforts by devel oping countries would not succeed unl ess they
wer e acconpani ed by support from devel oped countries, international financial
institutions and relevant organizations. Third, viable diversification
necessitated an inprovenent in market access conditions. Fourth, technica
assi stance was needed to facilitate diversification, but it should not be a
substitute for nore favourable nmarket access conditions, external capital and
t echnol ogy.

20. Some countries in Asia had shown that the commpdity sector could be a
basis for the diversification and structural transformation of the econony.
Their experience suggested a judicious mx of government support to the
commodity sector, coupled with active entrepreneurial involvenent through
joint ventures. It showed that appropriate trade and industrial policies were
needed in order to renmove sone of the supply-side constraints. However

possi bl e devel opnent policy choices might be linmted by new nultilatera

disciplines, and this was a matter of concern to developing countries.
Commodity dependence was a continuing problemin many devel opi ng countries,



and for them diversification was needed so as to reduce the risk of
mar gi nalization in the world econony. In this respect, new forms of
i nternational support, including new technologies for trade via electronic
means, were required in order to deal wth the npvenent away from
i nternational support for many comuodity devel opnent support neasures. Al so,
the pattern of relatively high and escalating tariffs on processed commdities
in devel oped countries acted as a significant barrier to diversification.
Future nultilateral |iberalization efforts should address and renove tariff
barriers in sectors of particular export interest to devel oping countries.
Mar ket access issues should be viewed in the w der context of devel opnent.
In this connection, it was al so necessary to further anal yse and study ways
and nmeans to enhance the utilization of existing trade preferences such as the
Ceneral i zed System of Preferences, and ways of inproving trade preferences and
rules of origin, not |east because of the trend towards greater reciprocity
and graduation of countries receiving trade preferences and because of the
proliferation of regional trading arrangenments.

21. Economic liberalization had heightened conpetition, which could be
addressed by developing countries inter alia through access to adequate
information, finance and risk nmanagenent. Al so, building efficient production
capabilities required international cooperation in order to significantly
i ncrease the flow of concessional resources to devel oping countries, reduce
the debt burden, expand research and developnent and technol ogica
cooperation, and facilitate renunerative returns and prices for devel oping
country exports.

22. Finally, the service sector had considerable potential for devel oping
countries. However, present nmarket access barriers should be addressed,
including those limting the novenent of natural persons, which could be an
i mportant node of supply in export transactions for devel oping countries. At
the same tinme, the liberalization of the services sector in devel oping
countries was conplex and required a cautious and progressive approach
allowing countries to |iberalize in accordance with their capacity and stage
of devel opnent.

23. The spokesman for the African Group (South Africa) stated, in respect
of diversification, that over 75 per cent of the workforce in Africa was
engaged in comodity production and trade. At the same time Africa's
commodity exports remained stagnant and their real value had fallen by
50 per cent. The erosion of the market share of weaker comodity exporters
in world markets was a source of concern. It showed that donestic policy
reformwas a necessary condition for successful conmmodity diversification, but
it had to be acconpani ed by a supportive international environnent. However,
conflicts could arise fromdiffering policy objectives, for exanple between
enhancing efficiency and generating enpl oynent. Hence the experiences of
different countries in dealing with conflicting policy objectives needed to
be anal ysed

24. Export diversification remained a key objective in the devel opnent of
African countries, and UNCTAD and the international community could assist in
a nunber of ways. These included the provision of assistance, on a national
or regional basis, in vertical and horizontal diversification as well as in
rel ated human capacities; creation of self-financing nechanisnms for comodity
diversification activities; and effectively addressing the weak technol ogi cal
base, market access problens and other commodity-rel ated probl ens.
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25. As regards the inprovement of export opportunities for goods and
servi ces of devel oping countries, concern was expressed about the poor and
declining performance of Africa in contrast with the positive trend in other
devel opi ng regions. Wile the share of devel oping countries in world exports
rose from24 per cent in 1990 to 27 per cent in 1995 Africa s share fell from
3 per cent in 1985 to 2 per cent in 1995. The situation was intolerable and
unaccept abl e. Furthernmore, the trend was the sanme regarding the
regi onalization of trade anong devel opi ng countries. VWi le intraregional
trade had grown in Asia and Latin America and the Cari bbean, intra-African
trade had declined at a rate of 9 per cent during the first half of the 1990s.
Al so, both the product mx and trade |links of African countries maintained the
traditional bias towards primary commodities and northern markets.

26. African countries remained comritted to further Iliberalization in
support of export growt h. However, nmarket access barriers and supply-side
constraints hanpered exploitation of export opportunities. UNCTAD shoul d
assi st developing countries in identifying these market access barriers,
including the use of new protectionist tools such as anti-dunping and
saf eguard measures, and propose ways of renoving them Simlarly, supply-side
constraints needed to be identified and ways and neans found to deal with
them The information technol ogy revolution, including the Internet, should
be used to expand and exploit trading opportunities. |In this regard, issues
of requisite infrastructure, connectivity and access to information were
i nportant for devel oping countries. UNCTAD should also continue to help
devel opi ng countries to strengthen their capacities in the services sector,
including for trading. Assi stance should also be extended to regional
integration processes, in particular the African Economic Conmmunity
established by the Abuja Treaty.

27. The spokesman for the | east devel oped countries (Bangl adesh) said that
agenda itens 3 and 4 had a direct relevance to the outcone of the High-Level
Meeting on Integrated Initiatives for Least Developed Countries’ Trade
Devel opnent, held in Geneva | ast Cctober under the auspices of the WO He
urged that the commitnments nade by the international comunity at that neeting
in respect of increased market access for LDCs' products be translated into
reality so that LDCs could derive tangible benefits fromthose conm tnments.
Wth regard to the neeting s recommendati ons to the devel oped nations, donors,
i ntergovernnmental organizations and international and regional financial
institutions for technical and financial assistance to the LDCs, he hoped that
these would be fully and effectively inplemented. |In that connection, the
LDCs sincerely appreciated the contribution nade by UNCTAD to the Hi gh-Level
Meeting, and now requested it to nmake a study anal ysing the foll owup neasures
for that meeting. Furthernore, they hoped that UNCTAD would contribute in a
meani ngful way to the next WO M ni sterial Conference.

28. The speaker listed a nunber of issues that were pertinent to the
econom ¢ devel opment of the LDCs: (i) agricultural developrent; (ii) foreign
direct investnent (FDI); (iii) debt burden; (iv) official devel opnment
assi stance (ODA); and (v) trade in services. First, as pointed out in The
Least Devel oped Countries, 1997 Report, many LDCs, including Bangl adesh, had

undertaken agricultural refornmns. One of their objectives was to export
surplus production for foreign exchange earnings, which could be reinvested
in other econonmic activities. This, however, was greatly underm ned by

commodity price volatility, tariff peaks and tariff escalations. Concerted
international action was needed in those areas. Second, as al so pointed out
in the LDC Report, foreign capital was another means of diversification.
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Bangl adesh, in comon with many other LDCs, had liberalized its FDI regine.
FDI flows to LDCs remained mniml, however. The speaker therefore invited
UNCTAD to make a study of the reasons for the LDCs’ poor performance in
attracting FDI, and to provide technical assistance to evaluate and
rationalize investnment incentive schenmes in those countries. Third, the high
| evel of debt burden of many LDCs had greatly affected their export
di versification efforts. In that connection, LDCs expected the heavily
i ndebt ed poor countries (HIPCs) initiative to be inplenmented in a nmeani ngfu

way. Fourth, sustained and predictabl e ODA was essential for strengthening
the overall capabilities of LDCs. Lastly, with regard to trade in services,
liberalization of the novenent of natural persons - a node of supply in export
transactions - woul d hel p devel opi ng countries earn foreign exchange. In that
connection, UNCTAD should explore the possibility of participating in the
ongoi ng study by the International Organization for Mgration on a possible
regime for the orderly novenent of people. Also, it should nmake a study of
the negative effects of economic needs tests on the novenent of natura

per sons.

29. The representative of Luxenbourg, speaking on behalf of the
Eur opean Uni on, suggested with regard to the preparation of the Comm ssion’s
nmeetings that an informati on session be held for the nenber States three weeks
bef ore each neeting. Had this been done, there would have been enough tine
to anal yse the outcones of the four expert group neetings, and their policy
inmplications for the future activities of the Commi ssion. The European Union
found that the week available to it had been too short for a conplete analysis
of the docunents. She said that at a |ater stage the European Uni on woul d
distribute a position paper, which she requested be brought to the attention
of the Commi ssion

30. The representative of the Dominican Republic said that the background
docunments prepared by the secretariat were of great value and were consi stent
with the mandate it had received in Mdrand. He noted that devel oping

countries would need support for the new phase of international trade
negoti ati ons due to start in 1999 as part of the “built-in agenda”

31. The Domi nican Republic considered it particularly inportant that
devel opi ng countries receive support in four areas of analysis. The first two
areas were analysis of the new non-tariff measures which had been i npl enent ed
since the end of the Uruguay Round with the aim of identifying appropriate
rules and disciplines for these nmeasures, and anal ysis of the inplications of
t he Agreenent on Subsidies and Countervailing Measures. The latter analysis
woul d be particularly relevant to devel oping countries, since the transitiona

period allowed to them was expiring and they needed to identify the neasures
they should resort to in order to mnimze possible negative inpacts due to
the inplenentation of the Agreenent. The other two areas were analysis of the
rel evance of the Wuguay Round Agreenents for the new integration agreenents,

especially those which would involve countries at different |evels of
devel opnent; and anal ysis of ways and neans of effectively applying Article IV
of the General Agreenent on Trade in Services in the new round of negotiations
on services, for the purpose of avoiding sector-by-sector negotiations and
havi ng i nstead gl obal negotiations. The latter were likely to achieve fairer
results than those achieved during the previous three years of negotiations
on services
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32. The representative of the European Comunity, responding to the
representative of Peru, said that the decision to adhere to the Common Fund
for Cormodities was a Community deci sion adopted by the Council of Mnisters
of the European Union. The European Community, a nenber of the Common Fund,
had never announced its withdrawal fromthe Fund.
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Chapter |1

ACTI ON BY THE COWMM SSI ON AND PROCEEDI NGS
OF THE CLOSI NG PLENARY

Action by the Comm ssion
33. At its 7th (closing) plenary neeting, on 21 November 1997, the

Conmi ssion adopted its draft agreed concl usions on agenda itens 3 and 4. (For
the text of the agreed conclusions, see annex |.)

34. It took note of the Chairperson’s sunmary of the informal discussions
under agenda itens 3 and 4. (For the text of the summary, see annex I1.)
35. The Commi ssion recalled that, in its informal discussions, it had

exam ned the reports of the follow ng four Expert Meetings:

1. Expert Meeting on Strengthening the Capacity and Expanding
Exports of Devel oping Countries in the Services Sector: Health
Servi ces;

2. Expert Meeting on Vertical Diversification in the Food Processing

Sector in Devel oping Countries;

3. Expert Meeting on Trade and I nvestment |npacts of Environmental
Management Standards, Particularly the 1SO 14000 Series, on
Devel opi ng Countri es;

4, Expert Meeting on Positive Measures to Pronpote Sustainable
Devel opnent, Particularly in Meeting the Objective of MEAs.

36. The Commi ssion noted the reconmendati ons adopted by the Expert Meetings
and requested the secretariat to commence work on the proposed activities
referred to it and, given the policy inplications of the reconmendati ons,
decided to transmit them to the Trade and Devel opment Board for further
consi deration and di scussion

37. The representative of the United States of Anmerica expressed concern
that the Conmi ssion was apparently asking the secretariat to begin work on the
proposed activities referred to it before the Trade and Devel opnent Board had
endor sed them

Cl osi ng st at enent

38. The representative of Luxenbourg, speaking on behalf of the
Eur opean Uni on, said that the European Union was pleased with the concl usions
adopted by the Conm ssion. However, it wanted nore information to be
avai | abl e regardi ng the functioning of the next session of the Conm ssion, and
also more time in which to study the agenda itens. It was regrettable that

the timetable of the present session had not been respected, and the European
Uni on hoped that this problemwould not recur
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Chapter 111

ORGANI ZATI ONAL MATTERS

A. Opening of the session

39. The second session of the Conmi ssion on Trade in Goods and Services, and
Commodi ti es was opened on 17 Novenber 1997 by M. Daniel Bernard, Chairperson
of the first session of the Conmi ssion.

B. Election of officers

(Agenda item 1)

40. At its 6th plenary neeting, on 17 Novenber 1997, the Conmi ssion el ected
its Bureau as follows:

Chai r per son: M . Bozorgnehr Ziaran (I'slam c Republic of Iran)
Vi ce- Chai rpersons: M. Agus Tarm dzi (I ndonesi a)

M. Federico Cuello (Dom ni can Republic)

M. Hesham Youssef (Egypt)

M. Dietrich Barth ( Ger many)

M. Peter Jenkins (United Kingdomof Geat Britain

and Northern Irel and)
Rapport eur: M. Petko Baev (Bul gari a)
C. Adoption of the agenda and organi zation of work
(Agenda item 2)

41. At the sane neeting, the Commi ssion adopted the provisional agenda

circulated in docunent TDY B/COM 1/11. Accordingly, the agenda for the second
session was as foll ows:

1. El ection of officers

2. Adoption of the agenda and organi zati on of work

3. Di versification in commodity-dependent countries

4, Ways and neans for inproving the opportunities for the expansion

of exports of goods and services from devel opi ng countries

5. Reports of the subsidiary bodies of the Comr ssion

6. Provi si onal agenda for the third session of the Conm ssion

7. O her busi ness

8. Adoption of the report of the Commission to the Trade and

Devel opnent Board



D. Provisional agenda for the third session of the Conni ssion

(Agenda item 6)

42. At its 7th (closing) plenary neeting, on 21 Novenber 1997, the
Conmi ssi on approved the draft provisional agenda for its third session. (For
the provisional agenda, see annex |V.)

E. Adoption of the report of the Comrmission to the
Trade and Devel opnent Board

(Agenda item 8)

43. At its 7th (closing) plenary neeting, on 21 Novenber 1997, the
Commi ssi on adopted the draft report on its second session (TD/B/COM 1/L.5),
subj ect to anendnents by nmenber States to the summaries of their statenents,
and aut hori zed the Rapporteur to conplete the text of the report in the |light
of the proceedings of the closing plenary.
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ANNEXES

Annex |

AGREED CONCLUSI ONS

Agenda item3 - Diversification in commpdity-dependent countries

The Commi ssion, taking into account the recomendations put forward by
experts on the food processing sector in devel oping countries in their report
(TD/ B/ COM 1/ 8), agreed on the follow ng specific recommendati ons on agenda
item 3:

A. Addressed to the international conmmunity

(i) Further trade |liberalization, inproved nmarket access and the
avoi dance of wunilateral action would provide inportant support for the
diversification efforts of commodi t y- dependent  devel oping countries.
Reductions of tariff peaks and tariff escalation facing these countries’
exports would be inportant in this regard. G ven the inportance of sanitary
and phytosanitary (SPS) neasures and technical barriers to trade (TBT)
nmeasures for the dynam ¢ commodity markets (e.g. foods), there is a need for
greater attention by developing countries to the inplications of the
notifications of new neasures in this area by WO nenbers.

(ii) International financial and technical support, including through
UNCTAD, to commodity-dependent countries in their diversification efforts
needs to be reinforced. In this respect, it is inmportant to ensure that

exi sting resources which are available for this purpose are properly utilized
and the whol e support progranme is better coordinated.

(iii) The Common Fund for Conmodities should expedite its exploration
of ways and neans to utilize the resources of its First Account.

B. Addressed to Governnents

(i) Commodi t y- dependent devel oping countries should consider the
rel ati ve advantages of regional arrangenents and regional and South-South
trade as a neans of diversification and as a stepping stone to gl obal trade.

(ii) | mprovenent of supply capacities is crucial to effective
diversification. Priority needs to be given to the establishment of a stable
macr oeconomi ¢ environment, to adequate export infrastructure and to training,
in order to enable enterprises to exploit the opportunities for
diversification. Equally inportant is the devel opnent of the processing,
mar keting and distribution capacities to ensure the successful positioning of
enterprises in market chains. Both conducive policy options and international
support neasures are inportant in this area

(iii) Clustering of enterprises and free trade zones could help in
pronoting diversification by increasing forward and backward |inkages and
| owering transaction costs. Governnments should identify ways and means to
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pronote the participation of snmall and nmedi umsize enterprises and small farns
therein, such as export credits and trade finance.

C. Addressed to UNCTAD

(i) Joi nt vent ures coul d provi de a positive i npet us to
diversification. The UNCTAD secretariat should undertake an anal ysis of the
effects on diversification of joint ventures, nmergers, franchises and simlar
arrangenents in sectors where developing countries may have conparative
advant age.

(i) UNCTAD shoul d study the extent of the rel evance of Uruguay Round
provisions in ensuring that developing countries and particularly |east
devel oped countries can take advantage of opportunities that nmay be created
in regional trading arrangenents.

(iii) UNCTAD shoul d pronote a better understanding of the inplications,
and of ways to take advantage, of the Agreement on Subsidies and
Count ervaili ng Measures.

(iv) UNCTAD, in collaboration with the International Trade Centre,
shoul d undertake feasibility studies on the positioning of enterprises of
commodi t y- dependent devel oping countries in sourcing networks and the
identification of market opportunities, including for environmentally sound
products and ni che narkets.

(v) Wthin its mandate, UNCTAD shoul d provi de technical assistance,
including training, institutional capacity-building and access to information
on the above issues, in order to operationalize these proposals in the context
of regional and gl obal trade.

(vi) In the area of technical cooperation, UNCTAD should provide
support for comodity diversification efforts in devel oping countries, in the
light of their Uruguay Round obligations, the "built-in" agenda and possible
further nmultilateral negotiations.

Agenda item4 - Ways and neans for inproving the opportunities for the
expansi on of exports of goods and services from devel opi ng
countries

The Commi ssion, taking into account the recommendations put forward by
experts on expandi ng exports of devel oping countries in the health services
sector in their report (TD/ B/COM 1/7-TD/B/COM 1/EM 1/3), agreed on the
foll owi ng specific recommendati ons on agenda item 4

A. Addressed to the international conmmunity

(i) Devel opi ng countries, particularly LDCs, require assistance in
devel oping efficient supply and export capabilities, including through the
expansi on of research and devel opnent, technol ogi cal cooperation, concessional
resource flows and reduction of their foreign debt burden

(ii) Special and differential treatnent for devel oping countries can
facilitate their integration into the nultilateral trading system In the
context of the post-Uruguay Round environment and increasing gl obalization
preferential schemes can help devel oping countries avoid marginalization.
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They shoul d be focused to provide benefits to those devel opi ng countri es which
need them nost, taking into account the need to identify criteria that
preference-giving countries may wi sh to adopt.

(iii) Those non-tariff measures which are not covered by nultilatera
trade agreenments should continue to be identified.

(iv) Future negotiations in agriculture should take into account the
i nterest of developing countries, particularly LDCs and net food-inporting
devel opi ng countri es.

(v) There is a need to continue to inplenment Article IV (lncreasing
Partici pati on of Devel oping Countries) of the General Agreenent on Trade in
Services (GATS) and to ensure an overall balance of rights and obligations for
all participants in the next round of negotiations, as foreseen in Article Xl X
(Negotiation of Specific Conmmtnents) of the GATS. Techni cal assistance
shoul d be provided to devel oping countries to help them benefit fromthe GATS
conmi t ment s.

(vi) Attention should be paid to the conpletion of the negotiations on
emergency safeguards in services, and nmking progress in developing
di sci pli nes governing donmestic regulations for qualification requirenments and
procedures, technical standards and |icensing requirenents.

(vii) El ectronic commerce should provide inportant opportunities to
devel opi ng countries in expanding their exports of both goods and services.
Therefore, their access to information infrastructure and connectivity shoul d
be facilitated.

(viii) The effective participation of developing countries in
i nternational standard-setting bodies should be facilitated and encouraged.
Addi ti onal consideration of this issue by the international conmunity is
necessary.

B. Addressed to Governnents

(i) Wthin the limts of their capacity, Covernments should strive to
ensure sustainable developnent through a stable rmacroeconomc and
institutional environment which fosters equity, with a view to renoving
suppl y-side constraints which hanper the exploitation of energing export
opportunities.

(ii) Efforts need to be nade by the preference-receiving countries to
increase the utilization of GSP schenmes, including neasures to make the
benefits of the GSP better known to exporters, and by the preference-giving
countries, where applicable, to expand its product coverage and the margin of
pref erence.

(iii) The mpst econonmically advanced developing countries should
consi der providing trade preferences to LDCs.

(iv) Devel opi ng countries should make efforts to devel op exports in
servi ces sectors where they have conpetitive advantages. Export strategies
shoul d make use of all nodes of supply, and focus inter alia on education and
training to build up a skilled workforce, and on taking full advantage of the
possibilities offered by information technol ogy and new busi ness techni ques.



- 19 -
I n devel opi ng export strategies, the close interaction between CGovernnments and

the private sector is of paranmount inportance.

(v) Governnents should foster access to information infrastructure and
shoul d avoid barriers to el ectronic conmmerce.

C. Addressed to UNCTAD

(i) UNCTAD shoul d conti nue to anal yse the ways and neans of enhancing
the utilization of the existing GSP preferences, of inproving the functioning
of such preferences and their attendant rules of origin, and of adapting the
GSP to present realities.

(ii) UNCTAD should organize, in the framework of its technica
assi stance progranmes, training senm nars and workshops to assist devel oping
countries and countries in transition to build their capacity in techniques
and ways of assessing their national interests in preparation for trade
negotiations, with a view to (a) identifying donestic as well as externa
barriers to trade in goods and services of particular export interest to these
countries; and (b) evaluating the extent of |iberalization that they nmay
of fer. These activities should be open to all interested nenbers upon
request. The special interests of LDCs should be taken into account in this
respect.

(iii) UNCTAD should study, in cooperation wth other relevant
i nternational organizations, issues arising fromelectronic conmerce and hel p
devel opi ng countries to take full advantage of its benefits.

(iv) UNCTAD, within its nandate, should assist devel oping countries in
their efforts to pronote economc cooperation and integration anong
t henmsel ves.

(v) The tourism sector in developing countries is especially
vul nerabl e to natural and man-made di sasters. UNCTAD should study the effects
on the trade and devel opnent efforts of devel oping countries in the tourism
sector, the neasures to offset any adverse effects, and ways and neans to
expedite their recovery. 1In this area, UNCTAD should indicate to the nenber
St at es possible areas for future work.

(vi) UNCTAD should undertake a study of the export potential of
devel opi ng countries in the business services sector. This is a potentia
topic for a future expert neeting.

Conveni ng of expert neetings

The Commi ssion decided, in accordance with "A Partnership for Gowh and
Devel opnent”, to convene in 1998 three expert neetings on the follow ng
t opi cs:

(a) Exam nation of the effectiveness and useful ness for conmodity-
dependent countries of new tools in commodity markets: risk
managenment and col | ateralized finance;
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(b) Strengthening the capacity for expanding the tourism sector in
devel oping countries, with particular focus on tour operators,
travel agencies and other suppliers;

(c) Strengt heni ng capacities in devel oping countries to devel op their
envi ronnent al services sector.



Annex 11

CHAI RPERSON' S SUMVARY OF THE | NFORMAL DI SCUSSI ONS
UNDER AGENDA | TEMS 3 AND 4

Agenda item3 - Diversification in commpdity-dependent countries

1. In its informal neetings, the Conmi ssion deliberated on the report
prepared by the secretariat entitled “Diversification in commdity-dependent
countries: The role of Gover nment s, enterprises and institutions”
(TD/ B/ COM 1/ 12), conmpl emented by panellists’ presentations. It al so considered
the report of the Expert Meeting on Vertical Diversification in the Food
Processing Sector (TD/COM 1/8 and TD/ B/ Com 1/ EM 2/ 3) .

2. The Comm ssion’s discussions centred on several core areas.

The international trading environnent and commpdity diversification

3. Several delegates stressed the inportance of globalization and of
international factors in diversification processes. Wth respect to the
multilateral trading system it was inportant that diversification concerns
of commodity-dependent economies were integrated into the context of the
built-in agenda of the Uruguay Round Agreements as well as into the design
of a positive agenda for possible future trade negotiations.

4, It was strongly felt that those commodity nmarkets (e.g. foods) that were
dynam c and provided export opportunities for comopdity exporters were, in
several instances, those where various types of trade barriers (escalation

peak tariffs) and sanitary and phytosanitary (SPS) neasures were rendering
mar ket access conplicated. In this connection, the inpact of internationa

standard-setting, especially in the form of SPS neasures and the Codex
Alimentarius, the Hazard Analysis Critical Control Point (HACCP) system and
| SO standards, was of particular interest to sonme delegations. While
consuners’ interest in safety, quality and health standards was appreci at ed,
a need was expressed for nore transparency in the evolution and inplenmentation
of such standards, and for broader participation by devel opi ng countries.

5. The issue of sources of international support nmeasures for conmodity
diversification was debated in sone detail. The Common Fund for Conmodities
and ot her commodity-rel ated schemes such as Stabex under the Lonmé Convention
and the Conpensatory Financing Mechanism of the IM, were specifically
nmentioned. One delegation felt that the First Account of the Conmon Fund for
Commodi ties could be a potential source of finance in this respect.

6. Di scussion also focused on the role of regional trade agreenents and
regional trade as a nodality for facilitating production and trade
diversification efforts because of, inter alia, the econom es of scale which
it generated, the simlarity of technol ogies, and the |lower transaction and
transportation costs it involved. These factors were inportant for the
di versification of exports to regional markets, which in turn could serve as
a stepping stone to global trade. Neverthel ess, sone concerns regarding
regional trade were raised in view of differences in size and economc
devel opnent status anbng participating countries. Such differences
necessitated a period of adaptation so as to enable | ess devel oped econom es
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to integrate fully into regional trade agreenents. Mreover, the issue of
supranationality was recogni zed as an inportant factor in reinforcing regiona
i ntegration.

7. Del i berations on the role of regionalismin diversification were based
on the exanple of the MERCOSUR trade agreenent. As illustrated by one of the
panel li sts, MERCOSUR had had a positive inpact on diversification, partly
because of its conbination with donestic policy refornms, and given genera
i mprovenents in the econom ¢ performance of the nenber countries. Thus, in
1996, MERCOSUR accounted for 33 per cent, 15 per cent, 55 per cent and
48 per cent respectively of the exports of Argentina, Brazil, Paraguay and
Ur uguay. Bet ween 1985 and 1996, the basket of goods exported increased
mar kedly, and there was a clear switch in exports from comuodity-based
products to products with high added val ue. However, the volatility of
exchange rates at tinmes had destabilized trade flows. It was therefore
obvious that regional trade agreenents could not substitute for sound donestic
policy, with respect both to macroecononic and nonetary decisions, and to
diversification policies.

Donestic policies

8. On the basis of the secretariat’s report, several del egates raised the
i ssue of conflicting policy objectives. In developing countries, there was
often a conflict between trade liberalization and the continued need for

government support to diversification efforts. In developed countries,
devel opnent assi stance policies sonetines conflicted with sectoral policies
regarding those countries’ agriculture or manufactures sectors. In many

econom es, noreover, there was difficulty in reconciling small and medi umsi ze
enterprise (SME) devel opnent and poverty programes with neasures designed to
support the better-perform ng segnents of the economy which were nore |iable
to result in diversification

9. The nodalities and desirable extent of state support to diversification
were al so explored. Several delegations pointed out that there was a conpl ex
bal ancing act in identifying and providing appropriate government support,
both at the national and |ocal |evels, and recognizing when it was advi sable
to di scontinue such support, w thout jeopardizing the desired diversification
processes and underm ning social objectives. Various forns of donmestic
resource nobilization for diversification (e.g. taxes and | evies earmarked for
diversification) were nentioned in this connection

The enterprise sector and devel opnents in diversification

10. Gl obal i zati on was providi ng new market opportunities, and there were
many dynam c product nmarkets within the commobdity sector. Devel oping countries
needed to expl ore market opportunities and market niches of various natures,
i ncluding for exanple ecol ogical products. At the same time, countries were
cautioned not to overestimate such niches, since it frequently happened that
conpetitors entered these markets unexpectedly, thus possibly displacing
smal | er devel oping country suppliers. There might therefore be a case for
studying shifts in global supply-and-demand balances in the course of
diversification processes.

11. Devel opnents in the enterprise sector were the key to understanding
di versification decisions. A panellist pointed out the nunmerous obstacles
facing the private sector in Uganda, which could be generalized for the
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situation in many | ow i ncome conmodity-dependent econom es. Anpong the cross-
cutting devel opnent constraints hanmpering the private sector were an
i neffective or shallow financial sector; lack of a legal and regulatory
system weak infrastructure; obsolete technol ogy, poor on- and off-farm
storage facilities, high taxation, and generally inadequate support services;
an inadequate policy framework; an inefficient and overly dom nant public

enterprise sector; m sdirected devel opnent assistance; high transaction
costs; and lack of trust in the interaction between the Governnment and the
private sector. In addition, particular constraints faced agriculture,

manuf acturing and tourism as well as the SME sector in devel oping countries,
especially the LDCs. The role of governnment in providing a climte conducive
to business activities was hence crucial.

12. Several del egations commented on the particular difficulties of new
mar ket entrants in positioning thenselves in compdity chains and
international distribution channels, as these were often controlled by |arge
transnational /i nternational enterprises. One way to overcone this obstacle was
to devel op partnerships in various forms - clusters in devel oping countries,
joint ventures, franchises and nergers - between developing country
enterprises and established international businesses. Simlarly, free trade
zones had proved to be a useful conduit for diversification in severa

devel oping countries. Governnents had sone role to play in such matching
exercises, particularly by providing a predictable regulatory environnent,

access to international capital markets, and the appropriate infrastructure.
As an exanpl e of international devel opnent assistance in such schenes, the EC
reported on its European Community | nvestnent Partners programre.

13. In a related vein, sone del egati ons suggested that enpirical research
m ght explore prospects for joint ventures, especially in areas where
devel opi ng countries m ght have conparative advantage (e.g. food processing
and the health sector). Such research mght specifically analyse the results
of enterprise-level partnerships in developing countries after a sufficiently
| ong period so as to gauge the inpact achieved.

14. Prospects for joint ventures were discussed in sone detail, supported
by a panellist’s report. The changing nature of the global econony was
i nfluencing the nature of joint venture arrangenents. Di stinctions between
local and foreign, national and multinational, private and public capital and
i nvestment were disappearing. VWhile wearlier practice had been that
multinationals tried to curb the participation and influence of |oca

partners, they currently ainmed to naxim ze the benefits they could obtain from
| ocal partners and therefore visibly increased the latter’s role in joint
ventures. Partnerships between the |ocal private sector and foreign partners
requi red clear and coherent investnent and regulatory policies, with special

enphasi s on guarantees on securing project finance repaynment.

15. An interesting devel opment was evolving with regard to finance for
commodity-related projects. Since financing efforts were often jeopardized by
considerable price fluctuations, narket-based project finance techniques,
originally developed for infrastructure funding, were being introduced in the
commodity sector, notably in mning. Nevertheless, the State had a pivotal
role to play in a period of transition from governmnent-based to private sector
devel opnent in the commpdities area. Several delegations referred to risk
managenent tools and commdity securitization mechanisms which had an
i mportant role to play, especially in the newly liberalizing markets, and
coul d supplenent diversification efforts.



Soci al _and environnental factors in diversification

16. Sone del egati ons observed that social and environnental factors were
i nfluential elenments in diversification processes and the resulting
transformati ons of economes. Patterns in the gender division of |abour often
changed, and social nobility between rural and urban sectors frequently
intensified as a result of changes in trade conmposition and flows. The
informal sector was strongly affected by diversification progranmes, and due
account needed to be taken of its requirements so as to enable this part of
society to benefit fromand contribute to devel opnent. Experience from | arge-
scale commodity devel opnment and diversification projects showed, noreover,
that mejor |local players and social groups were increasingly voicing their
interests. These groups had a right to be involved in the design of
di versification programes.

Possi bl e foll ow up

17. In concluding, it was observed that the conclusions and recomendati ons
provided as proposals in the secretariat’s report (paragraphs 61-64) could be
regarded as a conprehensive package and that attenpts could possibly be made
to inmplenment them in an integrated fashion in a nunber of devel oping
countries, albeit with due prioritization. Forms and areas of technica

assi stance and training were considered that woul d enabl e devel opi ng countries
to design and inplenent diversification policies, and to be successful in
international trade. Such assistance might relate inter alia to nodalities for
access to trade information, support in various types of trade fairs
(e.g. private label fairs) or exploration of niche markets for devel oping
country exporters to target. It was suggested that consideration be given to
redesi gni ng UNCTAD training semnars (such as the GSP workshops) so as to
better reflect the different elenents necessary in penetrating specific
mar ket s. In addition, UNCTAD was ascribed a certain “matchmaker” role

notably for LDCs, in tapping international distribution channels.

Expert Meeting on Vertical Diversification in the Food Processing Sector in
Devel opi ng Countries

18. Wth respect to the report of the Expert Meeting on Vertica
Diversification in the Food Processing Sector in Devel oping Countries, it was
generally agreed that the neeting had been a success and identified basic
el enents necessary for developing countries to succeed in their
di versification efforts. It had touched on areas inportant not only to
devel oping but also to devel oped countries, and had put forward inportant
reconmendations. Since donestic policy requirements were well covered and
wer e being addressed adequately by devel opi ng country Governments, severa
del egations felt that it was tinme to refocus on the international dinmension
of policies and neasures needed to support the diversification efforts of
devel opi ng countri es.

19. In this regard, one delegation suggested that technical assistance
programes be integrated into regi onal devel opnment programmes to ensure that
di versification programes were consistent and that avail able resources were
used optimally. Many del egations felt there was, noreover, a need to increase
exi sting international funding available for diversification efforts.
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20. A need for further trade liberalization so as to support notably
vertical diversification was identified. It was noted that conmmodity-
dependent developing countries needed to be fully aware of rights and
obligations stemming fromthe Uruguay Round Agreenments, of the consequences
associ ated with non-conpliance, and of the special and differential treatnent
accorded to | ow-i ncone devel opi ng economi es.

21. Several delegations wunderlined the nerits of “regionalisn, i.e.
pronoting exports to neighbouring markets and those of other devel oping
countries, and referred to the report’s findings and reconmendati ons whi ch had
hi ghl i ghted the advantages of South-South trade for diversification and for
advanci ng in gl obal trade.

22. The role of export infrastructure and the devel opment of processing,
marketing and distribution capacities were highlighted by a nunmber of
del egations. This required neasures such as training in information and ot her
t echnol ogi es, and credit schenmes designed especially for SMES, so as to assi st
commodi t y- dependent economi es in diversifying.

23. In the followup to the Expert Meeting, the issue of standards such as
SPS neasures, HACCP, 1SO and others, and their inpact on diversification, for
exanple in food nmarkets, were discussed. Concerns included the initial costs,
for devel oping countries, of conplying with international standards, and the
need for harmoni zation of standards and inspection institutions. In this
connection, some delegations felt that there might be a case for exploring
modalities for UNCTAD s participation in i nternational standard-setting
bodies, so as to be able to advise developing countries on the inplications.
Such activities woul d need to be coordinated with those of other internationa
agenci es.

24. Wth respect to the format of Expert Meetings, views diverged as to
whet her the topic had been cast too broadly or indeed too narrowly. Wth a
view to ensuring the continued success of Expert Meetings, one del egation
suggested that the secretariat refine the evaluation process during and after
each such neeting

Agenda item4 - Ways and neans for inproving the opportunities for the
expansi on of exports of goods and services from devel opi ng
countries

25. In its informal neetings, the Conmi ssion deliberated on the report

prepared by the secretariat entitled “Ways and means for inproving the
opportunities for the expansion of exports of goods and services from
devel opi ng countries” (TD/ B/ COM 1/ 13), conpl enent ed by panel |l ists’
presentations. It also considered the report of the Expert Meeting on
Strengthening the Capacity and Expandi ng Exports of Devel opi ng Countries in
the Services Sector: Health Services (TD/B/COM 1/7 and TD/ B/ COM 1/ EM 1/ 3).

26. The Commi ssion’ s di scussions centred on the follow ng issues: the future
of trade preferences, special and differential treatnment in favour of
devel opi ng countries, and trade in services.

The future of the GSP

27. There was a divergence of views on the inpact of trade preferences and
the GSP. On the one hand, there was wi de recognition that trade preferences
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were of continuing inportance in creating trade and contributing to the
overall devel opnent of developing countries. Devel opi ng countries have
benefited fromthe GSP, including sectors that were | argely excluded fromthe
process of global trade liberalization prior to the creation of the WIO. It
was enphasized that the original raison d étre of trade preferences in
provi di ng devel oping countries with preferred market access to their major
markets is even nore relevant in the present world of heightened gl oba
conpetition juxtaposed with continuing supply-side difficulties in devel oping
countries. Trade preferences remain a useful instrument, particularly for the
LDCs and devel opi ng countries with structurally weak econom es, in enhancing
their integration into the international trading system

28. On the other hand, it was argued that in hindsight trade preferences
have not supported international trade liberalization and expansion. The
exi stence of trade preferences contributed to restraining the extent of
participation by devel oping countries in multilateral trade negotiating rounds
such as the Tokyo Round and the Uruguay Round. Wth a limted contribution
to multilateral trade liberalization, devel oping countries reaped few benefits
fromthe resultant trade opportunities. However, it was pointed out that
many devel oping countries had participated actively in the U uguay Round
negoti ati ons and made substantial concessions in terns of tariff bindings and
ot her areas, including the acceptance of the “single undertaking”, in
expectation of taking advantage of international trading opportunities.

29. It was noted that only a few recipient devel oping countries have
significantly benefited from GSP schemes and have strongly expanded trade with
devel oped countries. It was enphasized, however, that the effective

utilization of trade preferences by devel oping countries was constrai ned by
a nunber of factors. An inportant barrier has been the | ack of awareness of
the preferences and of their effective utilization both by Governnents and by
private economic operators. A greater effort at enhancing the utilization of

GSP by econonmic operators, in particular through better information
di ssem nation and sensitization, is therefore needed. O her problens include
the limted coverage of sone GSP schenmes and stringent rules of origin

requi renents in certain sectors. However, it was also noted that to a certain
degree the rules of origin are designed to ensure that recipient countries
derive real benefits in terms of trade growh and vertical industrial
processing in recipient countries. Furthernore, progress in sinmplifying GSP
schenes is already being nmade in sone devel oped countries.

30. On inproving trade preferences, a suggestion was nade that nore advanced
and dynamically growing developing countries consider offering trade
preferences to LDCs.

31. In respect of the future of trade preferences, there was a convergence
of views that with the exception of LDCs the GSP schenes for npst devel oping
countries are likely to be phased out after a transitional period. Wthout
a narrow focus which restricts the GSP to the countries in nopst need of
support schenes (LDCs and, possibly, lower-income countries), it appears nore
than likely that only the nore advanced and conpetitive devel opi ng countries
woul d benefit fromthe preferences. However, it was recogni zed that sone of
the LDCs are becom ng competitive in international markets and a revision of
the GSP is likely to be a politically difficult task. The experience garnered
in the graduation of preference-receiving countries out of these benefits on
a sectoral or whole country basis has been very controversial. The criteria
used in determ ning graduati on have been argued and contested on the ground
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of their economc objectivity and transparency. It was suggested that
internationally recognized and objective criteria should be used, where
conpetitiveness could be one of them

32. As regard conditionalities attached to trade preferences, views
differed. It was stressed that conditionalities have al ways been attached to
the autononobus granting of trade preferences. The nature of these
conditionalities has changed over tine, reflecting changing policy
orientations in preference-giving countries regarding their general socio-
economic relations wth preference-receiving countries. Sone devel oped
countries are attaching social and environmental clauses to the granting of
GSP preferences. This was seen to be inportant in ensuring a balance in trade
and econom c devel opnent with social progress and limted environmental
damage. Conversely, it was stated that the inposition of conditionalities
inmplies that in reality there is reciprocity in the supposedly non-reciproca
trade preferences. In the sane direction, the nove towards the use of non-
econom c conditionalities was criticized.

33. It was stressed that trade preferences such as the GSP are nutually
beneficial to preference-giving and preference-receiving countries. They can
i mprove trade for both parties. As the trade of devel oping countries expands
via the use of trade preferences, their purchasing power also increases, which
can then be used inter alia to purchase inported goods from devel oped
countries.

Special and differential treatnent

34. The wider issue of special and differential treatnment for devel oping
countries, of which trade preferences is one inportant aspect, was recogni zed
in the former GATT and is now recognized in the WIO. It was nentioned that
in the past such treatnent was provided to devel oping countries to assist them
in their developnent process and to help them to integrate into the
international trading system In the present changed context, as witnessed in
the Uruguay Round negotiations, the provision of special and differentia

treatnent is a function of the negotiating strength of concerned countries and
therefore in sone cases developing countries are disadvantaged. It was
suggested that further exam nation may be required of the principle of special

and differential treatment for developing countries in the light of the
evol ving changes relating inter alia to trade preferences, energence of
regional free trade areas between devel oped and devel opi hg countries based on
reciprocity, and the interrel ati onshi ps between these free trade areas and
future multilateral trade liberalization

Trade in services

35. Trade in services is a dynam c sector, whose share in world trade now
amounts to 20 per cent. H gher growth is anticipated owing to rapid progress
in transport as well as information technol ogy; increasing consuner demand for
such services; and increasing demand fromindustries, due to outsourcing and
to the fact that services are increasingly beconming inputs to their
producti on.

36. The provisions of the General Agreenent on Trade in Services (GATS) were
expected to provide grounds for liberalization of trade in services such that
growth woul d be further enhanced. Sone del egates raised a concern, however

with respect to the progress of the sector-specific negotiations within the
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GATS framewor k which had foll owed the conpletion of the Uruguay Round. Such
a sectoral approach may have prevented devel oping countries fromstriking a
bal ance wi th devel oped countries on concessions anong different sectors in
trade in services. Wen negotiations were led by interests of major devel oped
countries, such as basic tel ecommunications, a mgjor inprovenent in market
access was achieved. The sectors of particular interest to developing
countries, on the other hand, did not achieve a satisfactory outcone.
Negoti ations on maritime transport had been suspended until the start of the
new round of services negotiations.

37. The issue of the novement of natural persons received particul ar
attention fromboth devel oped and devel opi ng countries. Sone del egates were
of the view that the concessions nade in the negotiations on nmovenment of
natural persons were very limted. They were nostly confined to the
hori zontal novenent of business people and of senior nmanagement. As this node
of supply represents a potential for substantial export earnings for
devel opi ng countries, it was suggested that UNCTAD shoul d take up anal ysis of
this issue, in cooperation with the International Organization for Mgration

The European Community, on the other hand, stated that its broad range of
options newy available to the WO nenbers in 1994-1995 under the GATS
framewor k shoul d not be underrated and that there were doubts about the extent
to which its GATS conmm tnents were being used. It also said that the movement
of natural persons faces the difficulty of the mutual recognition of diplonas
and qualifications, which is an extrenely sensitive issue. On the other hand,
it was recalled that negotiations on other sensitive issues, such as
intellectual property rights, had been carried forward.

38. Wth regard to financial services, negotiations should be concluded in
Decenmber 1997. Devel oped countries encouraged devel oping countries to meke
meani ngful concessions in this field, arguing that success in these
negoti ati ons would be a major acconplishnent for the multilateral system

39. Technol ogi cal change in tel ecomunications will have a profound inpact
on economes worldwide. It will nean that inter alia (i) the cost-distance
link in tel econmmunications will disappear; (ii) the size of businesses wll
not be as inportant to conpetitiveness as it is now, (iii) location will cease
to be as inportant as it is now, and (iv) the potential of electronic trade
has to be explored. Some industrialized countries suggested that the
devel opnent of information technol ogy causes the relative inportance of the
supply of services through the novenent of persons to wane, since devel oping
country suppliers will increasingly be able to provide services fromtheir
home countries via electronic neans of communication. Wile acknow edgi ng the
potential of new technol ogi es, devel oping countries stressed the conti nuing
i mportance of the novenent of natural persons.

40. As regards the future of the negotiations, it was suggested that an in-
depth anal ysis of GATS inpl enentation so far should be undertaken and that a
bal anced agenda for the future negotiations should be identified. For

i nstance, it nust be ensured that Article IV (Increasing Participation of
Devel opi ng Countries) be built into countries’ conmtnents, as this has not
yet been applied. This article reflects an inportant bal ance in concessions
that could be made between devel oping countries and devel oped countries.
O her issues such as those included in Article 6 (Donestic Regul ations) are
also crucial, in order to reduce inpedinents set up by donestic regul ations
to potential exports of services.
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41. In preparation for negotiations, the identification of sectors or sub-
sectors where export opportunities lie for developing countries is urgently
needed. It was suggested that such opportunities may be found in the sectors

wher e devel opi ng countries have (i) natural and geographi cal advantages; (ii)
an education and training basis to provide skilled workers; (iii)the
conpetitive advantage provided by | ower wages; and(iv) the possibility to cut
the cost of services further, wutilizing the communication and transport
technol ogy. Such sectors may include tourism telecomunications and |ong-
di stance busi ness services (e.g. accounting, conputer software). Neverthel ess,
in order to deepen the analysis, UNCTAD should help devel oping countries
identify areas of export interest and anal yse the market access barriers and
supply-side constraints in these areas. This would provide devel oping
countries with background information for the forrnulation of their negotiating
positions.

42. The process of identification of export opportunities, however, also
requires sound statistical information on trade in services in order to
eval uate market access opportunities, to conpare |liberalization conmtnents
and to assess the extent of I|iberalization reached in specific sectors and
markets. In this context, the WO infornmed the Comm ssi on about the progress
of the Inter-Agency Task Force on Services Statistics, in which UNCTAD is one
of the active participants. The objective of the Task Force is to pronote the
devel opnent of international standards, systenms and classification for
services statistics. It is expected that in June 1998 the first conplete
draft of a reference nanual on trade-in-services statistics will be avail abl e,
whi ch seeks to devel op a standardi zed conceptual framework and classifications
for trade in services. It was underlined that inportant advances had been
made in statistics related to commercial presence (foreign affiliates), while
nore effort should be nade to devel op data on the novenent of natural persons.

43. Wirk is also desired for identifying the best possible franework for the
new negotiations, such that a balanced agenda could be achieved in all
services sectors, based on the area of interests and particular needs of
devel opi ng countri es.

Expert Meeting on health services

44, In considering the report of the Expert Meeting on Strengthening the
Capacity and Expandi ng Exports of Devel oping Countries in the Services Sector:
Heal th Services, del egations expressed the view that the meeting had provided
new i nsights into trade in a major service sector, and also into capacity-
building in trade, that were relevant for other service sectors. It was
consi dered that social and ethical considerations played a paranmount role in
health services and that there were limts to the expansion of exports in the
health sector due to the peculiarities of the sector

45, Many del egations felt that barriers to the novenent of natural persons
represented a nmajor constraint on exports of services in the area of health
as well as in other areas. A suggestion was nade to wi den the categories of
persons who could nove under special occupations. Also, it was noted that
difficulties in achieving nutual recognition of qualifications, diplonms and
licensing nmade the circul ation of natural persons as services suppliers rather
difficult, and therefore nore work on these issues was necessary. Econonic
needs tests were singled out as a barrier to the expansion of trade in health
servi ces.
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46. It was underlined that the studies proposed by experts to be carried out
by UNCTAD on health services, for instance on how to achieve international
recognition of diploms, would facilitate the effective participation of
devel oping countries in future negotiations in this sector.
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Annex V

ATTENDANCE */

1. The foll owi ng States nenmbers of UNCTAD, nenbers of the Conmi ssion
were represented at the session

Al geria Luxenbour g
Argentina Madagascar
Australia Mal aysi a
Austria Mal t a

Azer bai j an Mauritius
Bahr ai n Mexi co

Bangl adesh Mor occo

Bel ar us Myanmar

Bel gi um Nepa

Bolivia Net her | ands
Brazi | Ni car agua
Bul gari a Ni geria
Canada Nor way

Chile Paki st an

Chi na Panama

Col onbi a Par aguay
Costa Rica Per u

Cote d'lvoire Phi | i ppi nes
Croatia Pol and

Cuba Por t uga
Czech Republic Qat ar

Denmar k Romani a
Dom ni can Republic Russi an Federation
Ecuador Saudi Arabia
Egypt South Africa

El Sal vador

Equat ori al Gui nea

Et hi opi a

Fi nl and

France

Cer many

Guat enal a

Hai t

Hondur as

I ndi a

I ndonesi a

Iran (Islamc
Republ i c of)

Iraq

I rel and

Italy

Japan

Jor dan

Kenya

Latvi a

Li byan Arab Janahiriya

Li t huani a

*/ For the list of participants,

Spai n

Sri Lanka

Sudan

Sweden

Swit zerl and

Syrian Arab Republic

Thai | and

Trini dad and Tobago

Tuni si a

Tur key

Uganda

United Arab Emirates

Uni ted Kingdom of Great Britain
and Northern Irel and

United Republic of Tanzania

United States of Anerica

Ur uguay

Venezuel a

Vi et Nam

Yenen

Zambi a

see TD/ B/ COM 1/ I NF. 2



2. The Econom ¢ Conmi ssion for Europe and the Econom ¢ Commi ssion for Latin
America and the Cari bbean were represented at the session. The International
Trade Centre UNCTAD/ WO was al so represented at the session.

3. The followi ng specialized agencies and related organization were
represented at the session:

Food and Agriculture Organization of the United Nations
I nternational Mnetary Fund
United Nations Industrial Devel opnent Organi zation

The Worl d Trade Organization was al so represented at the session.

4. The follow ng intergovernmental organizations were represented at the
sessi on:

Arab Labour Organi zation

Eur opean Communi ty

Latin Anerican Econom c System

League of Arab States

Organi zation of the Islam c Conference

5. The follow ng non-governnental organizations were represented at the
sessi on:

General Category:

Arab Federation for Engineering Industries
International Alliance of Wnen

I nternational Confederation of Free Trade Unions
Worl d Federation of United Nations Associations



