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Summary

As the international community moves towards defijn the post-2015
development framework, the critical role of trade aa key enabler of inclusive and
sustainable development remains to be fully aréited in the emerging sustainable
development goals. International trade has undergoansformative shifts in size,
structure and patterns over the past two decadesning new opportunities and
challenges. An open, transparent, predictable, usigk, non-discriminatory and
rules-based multilateral trading system remains irtegral part of an enabling
economic environment. The ninth Ministerial Confece of the World Trade
Organization (WTO), held in Bali, Indonesia, fromt@9 December 2013, resulted in
a package of declarations and other instrumentdudting the Agreement on Trade
Facilitation. In the period following the ConferendNTO needs to clearly define the
way forward so that the Doha Round can be concludét the incorporation of
development-related matters. The international itrgd system is facing
fragmentation as the prevalence of regional andirifdteral” processes increases,
challenging the centrality and credibility of theuhilateral trading system. In
considering the creation of an enabling environmeunth ongoing processes need to
be factored in and coherence among policies at tla¢ional, regional and
international levels needs to be enhanced, inclydiar supporting productive
capacities and greater participation in productocesses to achieve sustainable
growth.
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|. Introduction

1. Under the right conditions, trade is instrumérita growth and development.
Trade provides the means for small domestic market®vercome constraints,
allowing them to access larger external marketswal as the skills, technology
and capital needed to enable a better use of ptoducesources and catalyse
structural transformation. Over the past decad#grnational trade has undergone a
series of transformative shifts in size, structaral patterns. The manner in which
trade contributes to the economy too has changedrdingly. These shifts have
opened opportunities, as well as challenges, foewa path of growth towards the
post-2015 imperatives of inclusive and sustainaldeelopment.

[I. Evolutionsin international trade

Recent trends

2. Trade has yet to regain the dynamism and th&rgmwth trajectories of the
years preceding the global economic crisis. In 204frnational trade in goods and
services expanded at a modest pace of 2.2 perinerdlume terms, a rate that is
below the average growth rate recorded between 20@0D2013 and that is among
the weakest of all years since 2002 (figure® IDeveloping countries’ exports
expanded at a faster pace (3.2 per cent) than thbseveloped countries (1.6 per
cent). The existing forecast suggests that tradé exiperience accelerated growth
starting in 2014 and continue into 2015.

Figure |
Annual changesin world real GDP and exports (goods and services), 2000-2015
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Source Department of Economic and Social Affairs of tBecretariat.

1 World Economic Situation and Prospects 2QUfited Nations publication, Sales
No. E.14.11.C.2) and update as of mid-2014.
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3. Such a weak trade performance reflects continstadnant growth in import
demand in the world economy. Global output registiea sluggish growth rate of
2.2 per cent, down from 2.3 per cent in 2012. Thengh rate was particularly weak
in developed countries at 1.1 per cent; develogingntries continued to pull the
global demand by growing at a rate of 4.6 per c&tile world trade has tended to
grow roughly twice as fast as the gross domestodpct (GDP) since the 1990s, in
the past two years trade has grown at a pace gintléghat of GDP. To understand
whether this reflects structural changes in thelérdevelopment nexus or simply
cyclical development, continued attention is wateah

4. In nominal value terms, in 2014 world merchaedigxports reached

$18.8 trillion and services exports $4.7 trilliot. is clear that most developing
regions, particularly Asia, have led the post-ariglobal export recovery (figures Il

and ). Starting at a low level, the least deyedd countries exhibited a remarkably
fast expansion in their services exports duringgbgod 2008-2013.

Figure Il
Evolution of merchandise exports by region, 2008-2013 (2008 = 100)
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Source UNCTAD Stat.

L onger-term trends and emerging challenges

5. During the past decades there has been a dynexpiansion of world trade
driven by technical advances, falling trade cosss,generally open trading
environment and global value chains. The volumewafrld trade in goods and
services increased five-fold from 1990 to 2013.

6. The increased participation of developing comstin world trade has driven

this global trend: their share in world merchandéggorts climbed from 24 per cent
in 1990 to 32 per cent in 2000 and then to 45 et én 2013. Developing countries
in Asia alone have come to represent 36 per cetth@fvorld’s merchandise exports
in 2013. The increase in trade has been accompalbyedising real per capita

incomes in all parts of the world. Average annuavegth of per capita income grew

faster during the 2000s than during any previousade in most developing regions.
There is a substantial variation in trade perforoeracross countries, however,
which is heavily skewed towards a handful of ecoreanThe largest 20 exporters,
in fact, most of which are from the developed arglaf regions, represent 70 per
cent of world merchandise exports. While 75 devalgpcountries experienced an
average annual export growth rate of over 10 pat between 2000 and 2012, five
countries experienced export contraction and 60isteged persistent current
account deficits, placing them at an inherent disadage in pursuing export-led
growth.

7. The rapid expansion of developing countries’ @xp has been driven by the
growing importance of manufactured goods sincelalie 1990s, with the expansion
and deepening of trade within regional and globelue chains in the production of
goods such as electronics and motor vehicles (Ed\). Manufactured goods as a

Figure IlI
Evolution of services exports by region, 2008-2013 (2008=100)
160
135
110
85
60 T T T T T 1
2008 2009 2010 2011 2012 2013
—t—\\orld —#-—Developing economies
—i— Transition economies Developed economies
—=Developing economies, Africa —e— Developing economies, America

14-58149



A/69/179

14-58149

share of non-fuel exports averaged around 83 pet between 2000 and 2008 for
developing countries, where the degree of techrioldgintensity in products for
exports increased markedly. Much of the trade tbeturs within global value
chains is intra-industry and intraregional. The axgion of global value chains has
also been driven by the cross-border movement gitah technology and know
how. The United Nations Conference on Trade and ebmpvment (UNCTAD)
estimates that about 80 per cent of global trad®lires transnational corporations
and that one third of the total is intra-firm inoge 2

Figure IV
Developing economies exports by product category, 2000-2013
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Source UNCTAD Stat.

8. An important aspect of trade in global value iokais that countries are

required to import intermediate goods to produce a&mport processed goods or
goods for final consumption. Trade in intermediajeods accounted for about
55 per cent of world trade in 2011. Trade in globalue chains has allowed
countries to specialize in specific tasks performada certain segment of the
production network (“vertical specialization”), apieg up opportunities for “fast-

track industrialization”. While some countries havenefited, this arrangement has
also led to “thin industrialization”, where a comntspecializes in low-skill labour-

intensive activities without developing the ability upgrade. The degree of value
added varies across the value chain and certaimugtion segments — often

services such as research and development, engigeeproduct design and

marketing — add more value than others (e.g., abbetmes), suggesting that it is

important to upgrade and increase the sophistinaté endogenous productive
capacities, particularly in the services sector.

9. Dynamic growth in South-South trade, particufaititraregional trade, is in
large part a reflection of the rise in trade withlglobal value chains. South-South

2 World Investment Report 201B8nited Nations publication, Sales No. E.13.1l.pandWorld
Investment Report 201@nited Nations publication, Sales No. E.14.11.D.1
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trade accounted for 59 per cent of developing coestexports in 2013 and has
come to make up one fourth of world merchandiseoetgp(figure V). Growth in
South-South trade is driven by Asia, which makes8Gpper cent of all South-South
exports. In Asia, 50 per cent of South-South expare intra-regional and tend to be
more technology-intensive than other exports. Thiggests that the high content of
imported components in Asian exports has favourgdatindustry trade within the
region and that the region has emerged as a prmduplatform for the supply of
goods to consumer markets, mainly in developed trges

Figure V
South-South merchandise exports as a share of total group merchandise exports,
2000 and 2013
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Source UNCTAD Stat.

10. The rise in commodity prices has underpinnedgiowth in the nominal value
of world trade and improved terms of trade for mamyymmodity exporters (figure
VI1). The export earnings of oil-exporting countri@ereased by 16 per cent between
2002 and 2013 and those of exporters of non-fualemdls by 13 per cent, while
export-related earnings increased by 9 per cent ngmonajor exporters of
manufactured goods. Many undiversified commoditpaters relying on the export
of natural resources and limited markets, such hes least developed countries,
sub-Saharan Africa and, to a lesser extent, Latmefica and West Asia, remain
essentially marginalized from the mainstream of ldotrade and their export
performance continues to be vulnerable to suddecepreversals and short-term
variability. High commodity prices have accentuaté@ditional specialization
patterns and might have discouraged industriakkatWith the rise in food prices,
concern over food security has become acute, asynaamicultural commodity
exporters increasingly specialize in export cropsekchange for importing staple
food for domestic consumption. In 2012, only 4 bé ttotal 13 developing country
regions had a negative net balance in basic foadietr
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Figure VI
World priceindex of selected merchandise export groups, 1995-2013 (2005 = 100)
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11. The growth of the services economy and of tradeservices has been

instrumental for sustained growth in world trades e services sector helps
improve efficiency and competitiveness in all sestdn 2012, services represented
14 per cent of the total export of goods and sewifor developing countries and
51 per cent of their GDP. From 2000 to 2013, depiig countries’ share in world

services exports rose from 23 to 30 per cent, paldrly in construction and

computer and information services (figure VII). Siees activities are pivotal for

trade in the context of global value chains. Measlin trade in value-added terms,
services account for 45 per cent of the value ofldvanerchandise exports in 2009.
Exports in modern exportable business and inforomatand communications

technology services have outpaced other servicdges& modern sectors have
exhibited strong economies of scale and extermalitiabsorbing highly skilled

labour.
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Figure VII
Developing economies participation in world services exports by sector, 2000
and 2013
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12. Transactions involving services often requiteatt service providers and
consumers be in the same place, and thus incrdgsiegur through foreign direct
investment. UNCTAD estimates the value of all sadgsaffiliates at $35 trillion in

2013; assuming that half of that amount is attréiin¢ to services, trade through
foreign affiliates could be in the order of $17Ilton, a figure that is three times

greater than global cross-border services expdrede in services also requires the

cross-border movement of people supplying servigesexport markets. Such
movement, which is particularly important for theopision of professional and
business services, appears to be increasing, if citv@inued growth in global
remittance flows is any indication. In 2013, deyshy countries received
$404 billion in remittances and global remittansésod at $542 billior?.

13. Many countries continue to face challenges iakimg economic growth
inclusive and sustainable. The global unemploymamé remains persistently high
at around 6 per cent, with some 199.8 million peophemployed. The average
unemployment rate in developed economies in pddictnas risen sharply, to
8.5 per cent in 2013, affecting youth and those lémg-term unemployment

particularly hard (12 million). Pervasive unemplogm and suppressed wages over

the past three decades have led to a fall in tlaeesbf world labour income in world
gross output, from over 62 per cent in 1980 to B4 @ent in 201¥. The high level
of informal employment (40-50 per cent) remains iarportant concern in these
countries and poverty ratios are still high in leawcome developing countries, at
above 45 per certt.

14. The evolutions of the trade landscape depictdmbve suggest that the
efficiency gains derived from trade integrationlisiave not been translated into

3 World Bank, Migration and Development Brief No. @®ashington, D.C., 2014).

4 Trade and Development Report 20Bited Nations publication, Sales No. E.13.11.p.3

5 International Labour OrganizatiokVorld of Work Report — 2014: Developing with Jobs
(Geneva, 2014).

14-58149



A/69/179

14-58149

broad-based development through conscious poliégrtst Doing so will require
coherent and integrated policy interventions that¢ @upportive of structural
transformation, at the macroeconomic and individsedtoral levels, to build robust
and broad-based productive capacities that allowdiwersification, technological
upgrading and job creation.

Developmentsin the multilateral trading system

15. The international trading system is expected ptovide an overarching
enabling environment in which it is possible foade to play a catalytic role in
fostering sustainable development. Despite recurrsetbacks, multilateralism
remains a global public good to be supported antkelgy and continues to represent
the best guarantee for all countries, particuladynall countries, against
protectionism and discrimination. The difficultiesperienced by WTO members in
bringing the 12-year-long Doha Round negotiatioms tconclusion have underlined
the need to seek new ways to foster multilaterabsemsus in addressing trade
barriers and enhancing more open and fairer inteynal trade. The current
architecture and instruments of the internatiomatling system need careful review
to assess what adaptations are necessary in oodeleal more effectively with
rapidly evolving economic realities and developmpalicy priorities in the twenty-
first century.

Doha Round

16. The Doha Round was launched in 2001 with a dnitm@msed agenda. Its
negotiations, which are described as a “single uadténg”, give priority attention
to developing countries’ implementation difficulsie@nd to the issue of special and
differential treatment to redress the imbalancdsdeer from the previous Uruguay
Round, as well as to the two items, built into #genda, of agriculture and services,
carried over from that Round. Prolonged negotiajorecurrent setbacks and the
growing prevalence of alternative negotiating fosymsuch as regional and
plurilateral processes, were increasingly perceiasdaffecting the credibility of
multilateralism and significantly raised the stakatsthe ninth WTO Ministerial
Conference. At issue in the run-up to the Confeeenwhich was held in Bali,
Indonesia, from 3 to 6 December 2013, was therefitve search for concrete
“deliverables”, focusing on trade facilitation, andeveral agricultural and
development issues, to enable a conclusion of thieeeDoha Round.

17. Participants in the ninth Ministerial Conferenadopted the Bali Ministerial
Declaration and a set of ministerial decisions, ansthndings and declarations
known as the “Bali package”. The package includes fministerial decisions and a
declaration on agriculture in respect of: (a) thefimition of “general services”;
(b) public stockholding for food security purpos€s) an understanding on tariff-
guota administration; (d) export competition; (edtton; and (f) a ministerial
decision on the Agreement on Trade Facilitatione Tgackage also included four
ministerial decisions on development-related issuasnely: (g) preferential rules
of origin; (h) the implementation of the least dymed countries services waiver;
(i) duty-free, quota-free market access for leasvedoped countries; and (j) a
monitoring mechanism on special and differenti@atment. Because the 10 texts
were negotiated as a package, achieving a balaateebn ambition and interests
within and across the subject matters was a kemistimg block. Some topics with
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practical economic value, trade facilitation anadosecurity in particular, formed
the core of the negotiations.

Trade facilitation

18. The negotiations on trade facilitation were adhat clarifying and improving

the provisions on customs procedures in respedarbéles V (freedom of transit),

VIIl (fees and formalities) and X (publication anddministration of trade

regulations) of the General Agreement on Tariffsl dnade. At issue was improving
customs procedures so as to facilitate tradingvaids. Such an improvement is
expected to bring about gains similar to tariff uetdons, given that unduly onerous
customs procedures raise trade costs. World Bank \World Economic Forum

estimates suggest that getting countries even haly towards adopting best
practices in trade facilitation would add 4.7 peantto world GDP. The trade
facilitation indicators of the Organization for Hummic Cooperation and
Development estimate that comprehensive implemamtabf all measures in the
Agreement on Trade Facilitation would reduce tdtalde costs by 10 per cent in
advanced economies and by 13-15.5 per cent in dpued countries. Reducing
global trade costs by 1 per cent would increaseldwdde income by more than
$40 billion, most of which would accrue in develpngicountries.

19. A legally binding outcome on trade facilitatibmd been called for mainly by
major countries that were actively engaged in ek@ativities and were seeking a
meaningful outcome for their exporters and seryicaeviders (e.g., express delivery
services). While recognizing the case for traddlitation, developing countries not
adopting international best practices and lackimgtitutional capacities were
concerned over implementation costs, as the imph¢at®mn of some measures —
e.g., risk management — was found to be relativelgtly while other measures that
were heavily relied upon — e.g., the use of custdmukers, “consularization” (i.e.
authentication of export documentation by the cdasuoffice in exporting
countries) and pre-shipment inspection — were diffi to eliminate.

20. The final text of the Agreement on Trade Faailon — the first binding
multilateral agreement negotiated since the Urugkmund — is composed of
12 articles dealing with some 40 substantive custopnocedures (sect. |) and
special and differential treatment provisions foevdloping countries (sect. II).
Among the substantive provisions, legally bindinigaiplines were introduced on
some of the core customs measures, such as on @avaring, pre-arrival
processing, release of goods, post-clearance auwithorized operators and
expedited shipments. “Best endeavour” language apdcial provisions were
applied to measures of particular importance toesamecific countries, for example
on the use of single-window systems and on the ipibbn of pre-shipment
inspection and customs brokers. Most of the combeistissues, such as proposed
texts on banning consularization practices, extegdireedom of transit for the
transportation of oil and gas through pipelines éirdd infrastructure, as well as to
trucking transport, were dropped from the text.

21. It is significant that the Agreement contaimsumprecedented form of special
and differential treatment for developing countrieee which formally establishes a
linkage between countries’ implementation capacitye provision of capacity-
building support and the timing and level of commméints. Developing countries
enjoy the right to self-designate and implemenfeddnt obligations according to
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different implementation schedules and subject He transition period and the
actual availability of capacity-building opportuigs.

Least developed countries issues

22. While least developed countries had called fioly delivering on issues

specific to them at the ninth Ministerial Conferencthe outcomes in the
development pillar may be seen as relatively modestconomic or legal effect.

Duty-free, quota-free market access is an agreéerriational development target
already contained in the United Nations Millennii»eclaration, adopted in 2000,
and in the Programme of Action for the Least Depeld Countries for the Decade
2011-2020, which set the target of doubling thersha exports of least developed
countries by 2020. Only hortatory provisions wereyided on duty-free, quota-free
market access, with participants calling for expiedis improvement in duty-free,
guota-free coverage (by 2015) for those countriet had not yet extended duty-
free, quota-free market access for 97 per centaoifftlines. The outcome on

preferential rules of origin takes the form of nbimding guidelines for making

rules of origin simpler and more transparent.

The way forward

23. The outcome of the ninth Ministerial Conferenwas important first and
foremost for regenerating confidence in the muléfal trading system and paving
the way for a sober reflection on how to proceedhwinultilateral negotiations.
Because it was not a substitute for the Doha Rotmodvever, WTO members still
had to prepare a clearly defined work programmeriter to move forward on the
remaining issues of the Doha Round by the end df42Qrioritizing issues in
respect of which legally binding outcomes had ne¢ achieved at the Conference,
and all other Doha issues central to concluding feund, while also fully
exploring different negotiating approaches. It igected that the work programme
will not preclude the adoption of plurilateral oecioral approaches, which could
affect the integrity of the single undertaking. @irg discussions have pointed to
some key principles that will inform the contentedgprocess of the post-Bali work:
(a) the need for taking a balanced approach tocalitire, non-agricultural market
access and services; (b) the centrality of the bgreent dimension; and (c) the
need to focus on “doables”. Views differ on whetloemot to use the draft modality
text on agriculture and non-agricultural marketesx of 2008 as the basis of future
work, with developing countries preferring to maiimt them as a basis.

24. In this process of identifying and composingaanced package of issues for
negotiation in the context of the post-Bali worlogramme, it is important that new
trade and trade policy developments affecting iftlial negotiating areas be
considered. For instance, the economic and poliewirenment surrounding
agricultural negotiations has evolved significansiywce 2008. The increased level
and volatility of food and agricultural commodityripes have sharpened food
security and rural livelihood concerns and promptedny net-food-importing
developing countries to secure the domestic foqabsuthrough a variety of policy
interventions, such as production support, publieckholding and uninterrupted
purchases in the international markets (addressexport restrictions). The
incidence of import surges too is increasingly lgefelt. High prices and national
agricultural policy reform processes have led tsuastantial reduction in the use of
trade-distorting support, including through “boxHsimg” (a practice by which
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countries’ domestic support policies are shifteahireither the amber or blue boxes,
which contain relatively more trade-distorting dastie policies, to the green box,
which contains policies that do not distort trade d® so only minimally), and
export subsidies in traditional subsidizing couesri Tariff protection too has
declined, while the incidence of non-tariff bardds more strongly felt, particularly
for developing countries.

25. The ability to gain and benefit from market @sg depends increasingly on
compliance with trade regulatory measures suchaagay requirements and goods
standards. These non-tariff measures representliecige for exporters, importers
and policymakers. On average, it is estimated thattrade restrictiveness arising
from non-tariff measures is about twice as highhesrestrictiveness stemming from
tariffs. In agriculture, a sector of particular ionpance to many developing
countries, the average restrictiveness of nonftaniéasures is about 20 per cent,
much higher than that of the average tariff, whistabout 7 per cent. The costs of
compliance are disproportionately high for smalderd poorer countries, as high-
income countries have internal capacities to compith technical measures while
many low-income countries do not. UNCTAD has qufiedi the additional
distortionary effect on trade of a developed coystrsanitary and phytosanitary
measures to a value equivalent to 14 per cent efttital agricultural trade from
lower-income countries.

26. As regards industrial products, while there haen a significant reduction in
the tariffs applied in developing countries, as macountries seek to build
endogenous manufacturing capacities and employmi, sensitivity to tariff
reductions in the manufacturing sectors seems e hisen, particularly with regard
to key consumer products that, in many countriesitinue to benefit significantly
from protections (figure VIII). Increasingly, maradgturing exports are destined to
regional markets, pointing to the importance ofio@gl integration efforts.

Figure VIII
Tariff restrictiveness, by stage of processing
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Source UNCTAD.
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27. The composition of the post-Bali work programiadikely to be influenced
by parallel plurilateral and regional processes. Jaly 2014, 14 countries
representing 86 per cent of the global trade inimmmental goods launched
plurilateral negotiations for an environmental geaagreement. Participants argued
that liberalization in that area would promote gregrowth and sustainable
development while providing an impetus for the doson of the Doha Round. The
negotiations are open to any WTO member and theltesvill be extended, on a
most-favoured-nation basis, to all WTO members. fikgotiations would be based
on a list of 54 environmental goods identified e tcountries of the Asia-Pacific
Economic Cooperation in 2012 to reduce import fartb 5 per cent or less by the
end of 2015. These goods include wind turbines, caiality monitors and solar
panels. The aim of the first phase of the negaiiegiis to eliminate tariffs on a wide
range of environmental goods; during the secondsehaon-tariff barriers affecting
environmental products and services would be ackmks

28. Another plurilateral initiative, involving 23 WO members representing 70 per
cent of global trade in services, covers negotisiofor a trade in services
agreement. The negotiations are reported to aimoatprehensive and ambitious
services liberalization by capturing autonomous pneferential liberalization and

seeking to adopt horizontal application of natiotedatment to all sectors and
modes of supply, as well as addressing some regyldssues. The agreement is
expected to build upon the General Agreement ord&ra Services approach to
promote subsequent multilateralization and pardtign of new members. The
automatic multilateralization of the trade in see$ agreement currently being
negotiated, on the basis of the most-favoured-mapionciple, has temporarily been
postponed because there is not a critical massuppating WTO members, which

implies that the future trade in services agreemeititbe a preferential agreement
to be covered under article V of the General Agrertron Trade in Services. The
implications for development of any trade in semdcagreement provisions on
market access and rules for both participants aod-participants and for the

multilateral trading system need careful assessméurthermore, plurilateral

requests made under the Doha Round suggest thabvdeall export interests of

participants in the agreement may lie primarily lwthose not participating in the
agreement. Plurilateral discussions also contirdespite currently being on hold,
on expanding the product and country coverage efetkisting WTO Agreement on

Information Technology. The revised Agreement onv&oament Procurement

concluded in 2012 became effective in April 2014.

Systemic issues

29. While the prolonged Doha Round negotiationgdtém attract much attention,

WTO performs a multitude of non-negotiating functsothat are fundamental to the
transparency, predictability and stability of imational trade. Taken together, the
multilateral trading system as embodied in WTO @mms to serve as a unique
global public good and to enjoy legitimacy. Nondé#ss, it also faces the important
challenge of having to better adapt to the evoliragle realities and policy needs of
the twenty-first century.

30. Existing WTO rules and provisions serve as guotors against protectionism
and discrimination in international trade. In thiteamath of the global economic
crisis, a generalized surge in protectionism wascimdfieared globally but was
relatively well contained, essentially thanks taintries’ adherence to WTO norms
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and self-restraint. That important function of timailtilateral trading system needs
to be upheld, as there is always a risk that coestmay resort to measures that
restrict trade. In a recent report, WTO found thembers of the Group of 20 had
put in place 112 new measures restricting tradeindurthe period from
mid-November 2013 to mid-May 20¥Trade remedy actions account for over half
of those new restrictive measures. While the shafretrade affected by those
measures remains marginal (0.2 per cent of worldchendise imports), care is
needed, as the vast majority of measures restgdtimde that have been taken since
the global crisis (934 of 1,185) remain in placel are estimated to cover around
4.1 per cent of world merchandise imports.

31. It is widely recognized that the WTO disputétieenent mechanism functions
well, as countries continue to make recourse tdvitelve panels were established in
2013, a 10-year high after several years of consgamwth since 2008 (figure IX).

This indicates that the WTO dispute settlementeaysenjoys unaffected legitimacy
but also that there are rising tensions in traditiens. Recent disputes have
increasingly addressed measures reflecting “glawalcerns” lying at the interface
of trade and neighbouring public policy areas, sashpackaging regulations in the
tobacco industry, measures promoting renewable ggnéwind and solar power

technology), including through the domestic conteauirement, the sustainable
exploitation of natural resources (raw materialdl aare earths) and animal welfare
(treatment of seals and dolphins). At the same tiftraditional” disputes continue

to be raised under the dispute settlement mechanistuding on anti-dumping and

subsidies.

Figure IX
Number of panels established
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Source WTO.

32. The legitimacy of the multilateral trading syt is also evidenced by the fact
that it continues to attract new members and tlogechppears to be headed towards
universality. A total of 32 countries have accedsnlce 1995, bringing the number

6 WTO, “Report on G-20 trade measures” (16 June 2014
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of WTO members to 160, with Yemen being the moserg member. Seychelles is
expected to accede by the end of 2014. These desntiave embarked on
substantial policy reforms to bring their tradeireg in conformity with WTO rules.
Crafting terms of accession that are balanced amgistent with their development
needs has been a major challenge.

Accession by the least developed countriesto WTO: the case of Yemen

Yemen has agreed to a series of commitments asopars WTO
accession package. While a set of guidelines hasn badopted to
facilitate accession by the least developed coastrit did not apply to
Yemen. The accession package of Yemen illustratasitnportant reform
efforts are required of a country acceding to WT@nh market access,
Yemen has bound all tariffs to an overall averageel of 21.1 per cent,
compared with the current average applied rate df ger cent. As
regards services, Yemen has made commitments isetlice sectors
encompassing 78 subsectors, including financial andmunications
services. In banking, starting five years after emsion, international
banks are allowed to establish branches withoutitéitions. On
telecommunications, all existing market accessthtindbns are to be lifted
by 1 January 2015.

33. While the public-good nature of the multilaterrading system is not
guestioned, the system increasingly faces challenigeterms of reinforcing its
relevance and credibility. To counter those chajks) it is important that it deliver
the negotiated outcomes of the Doha Round and gthemn its architecture to better
respond to changing economic realities and globallenges. Various “twenty-first
century trade issues” have been proposed by diffecemmentators as items on the
future agenda of the multilateral trading systemr fstance, some have argued that
the increased prevalence of trade within globalugathains calls for shifting the
focus of trade liberalization approaches towardepas liberalization, addressing
the “trade-investment-services nexus” and adoptiagwhole of supply chain”
perspective, including by addressing tariff and 4tanff regulatory barriers
throughout the global value chain cluster of ad¢idéd. This argument needs to be
weighed against the fact that tariff protection eéns prevalent even in countries
integrated in global value chains, and that taaiffd industrial policy interventions
continue to be used to build productive capacity gmomote upgrading within
global value chains.

34. Others have suggested that the “WTO rule bo@ke rules and provisions
contained in WTO agreements) should be updatedetbeb reflect the increased
interaction of trade with broader public policy d®aas such interaction has
increasingly emerged as a new source of trade thsprhe priorities identified by
WTO members in the Bali package (trade facilitatiamd food security) already
reflect the changing policy focus to promote traithe global value chains and
address interaction between trade and food secubityer suggested agenda items
include the ever-closer relationship between tradiepate change and green growth
(e.g., border tax adjustment related to emissicaditrg schemes, local content
subsidies, trade-related investment measures angergment procurement for
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renewable energy). As with food prices, high enepgices have heightened the
concern over access to energy and raw materiatefable and fossil fuel subsidies
and export restrictions). Exchange rate misalignintexs increasingly been regarded
as a major defining factor of international compieéness.

35. The manner in which the Doha Round has evolvedr the past 12 years
indicates the importance of strengthening the niagiog function of WTO in the
future? In retrospect, a long agenda dealing with issuest went beyond the
built-in agenda of agriculture and services delapedgress. The appropriate level
of contribution to be made by developed and devielppcountries became a
persistent stumbling block, leading some commemsato question the continued
validity of the current architecture of special afifferential treatment and to favour
differentiation. Some institutional factors undemping the negotiations, such as
consensus-based decision-making, a large and @ivemembership, the single
undertaking principle, an outsized negotiating atgna lack of leadership and
weakened business interest, were also found toomepoomising the efficiency of
negotiations. In the long run, careful reflectienneeded on how best to strengthen
the negotiating function of the multilateral tradirsystem given the existence of
parallel plurilateral and regional negotiating pesses.

Regional trade agreements

36. The most significant challenge to the multitatetrading system is the
increased prevalence of regional trade agreeméeydsat 31 January 2014, some
583 notifications were made to WTO, of which 377revén force. Each developed
country had preferential access to an average ot@mtries in 2012, and about
60 per cent of their trade was covered by someoregi trade agreemefitBy
developing cutting-edge disciplines, so-called “meaggional trade agreements” are
also expected to set a new template for futuredgradd investment cooperation.
“Twenty-first century regional trade agreementsffali qualitatively from previous
regional trade agreements in terms of scope, coitippsand depth. They are
oriented towards a deeper and comprehensive iniegravith a strong regulatory
focus to provide a viable platform for regional walchains by ensuring a duty-free
and non-tariff barrier-free trading environmentiahgh deep regulatory integration,
to make the regulatory system more compatible amassparent. In addition to
promoting fully open markets, such agreements nosoepass a range of behind-
the-border regulatory measures, including investmeonmpetition policy, capital
movement, intellectual property rights and governim@ocurement.

37. The recent emergence of mega-regional tradeeagents has brought about a
change of quantum proportions in regional trade eagrents such as the
Trans-Pacific Partnership Agreement, the Transéitadrade and Investment

Partnership Agreement and the Regional Comprehen&iwonomic Partnership

Agreement, all of which aim to create giant economdnes covering a substantial
proportion of world trade in goods and services(tble below).

7 For instance, se&/TO, The Future of Trade: The Challenges of Cormmecg — Report of the
Panel on Defining the Future of Trade convened ByO/Mirector-General Pascal Lamy
(24 April 2013).

8 See UNCTAD/DITC/TAB/2013/2.
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Comparison of mega-regional trade agreements

Number of
Intra-group Intra-group Combined other bilateral
Share in world exports as a imports as a GDP asa agreements
Number exports (goods share of share of share of among
Agreements under negotiati of members and services) global exports global imports ~ world GDP the parties
Pacific Alliance 4 2.6 3.9 4.5 2.8 6
Regional Comprehensive Economic
Partnership Agreement 16 27.2 42.0 47.4 29.5 23
Trade in services agreement 23 64.5 72.2 64.1 67.3
Trans-Pacific Partnership Agreement 12 24.3 46.3 38.3 38.9 25
Tripartite Free Trade Agreement 26 2.0 19.0 18.8 1.6 4
Transatlantic Trade and Investment
Partnership Agreement 2 42.9 57.8 48.8 45.4 0

Source UNCTADStat and WTO.

38. Mega-regional trade agreements are qualitativéifferent from previous
regional trade agreements in size, depth and systeonsequences. By inducing
deeper liberalization and high-standard, cuttingedregulatory harmonization
covering an increasing share of world trade, theyld further affect incentives for
multilateralism, especially in market access forods, services, investment and
government procurement, and could further erode ghimacy of the multilateral
trading system, which is built on the non-discrimiion principle. Once the
Trans-Pacific Partnership Agreement, the Transéitadrade and Investment
Partnership Agreement and the Regional Comprehen&igonomic Partnership
Agreement have been concluded, most-favoured-natudies would apply only to a
few countries in the European Union and the Unigtdtes of America. This would
have significant implications for countries’ incer& to negotiate most-favoured-
nation tariff reductions at the global level. Reafolry harmonization pursued in the
context of certain mega-regional trade agreemeatddcfurther strengthen expected
commercial gains from deep regional integrationjlevlsome issues with systemic
implications, most notably domestic agriculturapport, could be negotiated only
at the multilateral level. These new trends in meggional trade agreements and
their implications for development only strengthétme need to emphasize the
primacy of the multilateral trading system with eew to achieving the post-2015
sustainable development agenda.

39. From a development perspective, these agreesmamd twenty-first century

regional trade agreements more generally mightasgmt a risk for weaker and
more vulnerable developing countries, which canpinbe left out. When they do
take part, locking in existing preferential condits under unilateral preferential
arrangements is often a key motivation in North-Boregional trade agreements.
Larger developing countries face challenges in affely securing improved

market access under regional trade agreementd)ese toften preserve high tariffs
on import-sensitive products, including dairy, sugad apparels, that attract high
levels of protection on a most-favoured-nation basi

40. In a new generation of North-South regional&raagreements, ensuring that
the content of a given agreement is adequate aadthe pace and sequence of a
member’s liberalization is right are key concerfisleveloping countries. Some new
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regulatory issues that are not covered by WTO, sashnvestment, competition,
labour and environment standards, export taxesrasttiction on raw materials and
energy, and personal data, are included, while nstniegent commitments and rules
than are imposed by WTO, on such matters as stdsdaservices, government
procurement and intellectual property rights, amgrdduced. It is therefore of
critical importance that market-opening objectives balanced with the flexibility

to design and implement measures to build esseptaductive capacities and move
up on the value ladder.

41. Trade in services has increasingly become amfgjature of regional trade
agreements, particularly those between the Northtae South. Globally, one third
of regional trade agreements have services commitsnelhe level of General
Agreement on Trade in Services and regional tragteement commitments varies
across sectors (figure X). Computer and telecomeations sectors appear to be
the most open of all the service sectors underGbhaeral Agreement and continue
to see further liberalization under regional tradgreements. Three transport
subsectors (maritime, air and auxiliary) generadlgeive a particularly low level of
General Agreement commitments among all infrastrietservices sectors but see
relatively significant improvements under regioriedde agreements. By contrast,
financial services exhibit a relatively high lewal General Agreement commitments
but see the least improvement in the regional cdnfgarticularly in banking. This
may be because the scope for preferential treatnselatrger for transport services,
for which geographical proximity or special bilaaérelationships matter, than for
financial services, for which preferential treatrhanight give rise to regulatory
arbitrage.

Figure X
Average level of General Agreement on Tradein Services and regional trade
agreement commitments for all countries
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Source UNCTAD calculation based on WTO dataset.

42. For developed countries, regional trade agre¢memmitments represent only
limited improvements from their General Agreementmenitments, although these
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countries generally register a higher level of Gahédgreement commitments than
developing countries. Virtually no commitments gpibeyond the provisions of the
General Agreement (in the sense of promoting dedjseralization or more
stringent rules) are registered in computer, tef@omnications and financial
(banking) sectors, while modest improvements arelsle in transport. In contrast,
in developing countries, regional trade agreemexgpear to have had a stronger
effect in inducing liberalization. The level of riegal trade agreement commitments
is significantly higher than General Agreement cotnments in all sectors
(figure X). This is in part due to the fact thatvééoping countries’ initial General
Agreement commitments are relatively low; that sssdme countries, especially
acceding countries, have made significant commitisieAnother explanation may
lie in the asymmetric bargaining structure of Ne8auth regional trade agreements.
A particularly high level of openness has been ecéd in all sectors by developing
countries that have concluded regional trade agesgsnwith the United States,
including in those sectors often considered sersijtsuch as postal and courier,
transport, professional and financial servicesuyifegXI).

Figure XI
Average level of General Agreement on Tradein Services and regional trade
agreement commitments for developing countries
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Note The United States preferential trade agreemesitudes Bahrain, Chile, Colombia, Costa
Rica, the Dominican Republic, El Salvador, Guatean&onduras, Jordan, Morocco,
Nicaragua, Oman, Panama, Peru, Republic of KoreaSingapore.

Source UNCTAD calculation based on WTO dataset.

43. While different liberalization approaches usedier regional trade agreements
(negative vs. positive lists) could have differeimiplications for the extent of
liberalization of the service sector, recent regioinade agreements have introduced
innovations for triggering deeper liberalizatiororfinstance, commitments may be
based on market access conditions, including thmostgnd-still requirements
(i.e. requirements that do not allow countries txrmtase the degree to which they
conform with their respective obligations) and theplication of the “ratchet
clause”, which provides for the automatic incorpgara of further liberalization
measures in the future. National treatment may pglied on a horizontal basis to
all sectors and modes. The third-party most-favduration clause that has
increasingly been incorporated in recent regionadié agreements has the objective
of ensuring, as the General Agreement on TradeerviBes most-favoured-nation
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principle does not, that a party to a regional &raggreement obtains the best
possible preferential treatment available in othgartners in such regional
agreements. Applied in North-South regional tradgeaments, this has raised
concerns that the clause could dissuade the padgn fengaging in ambitious
market-opening steps with a third party, includumgder South-South regional trade
agreements.

44. The focus of emerging twenty-first century @tal trade agreements would
shift towards regulatory harmonization to reducgedgence in national standards
affecting trade. Proposals include provisions ogutatory coherence, whereby each
member is required to have an institutional mecém@nat the national government
level to facilitate central coordination and reviesd new “covered regulatory

measures”, so as to promote convergence. This wowdhide conducting impact

assessments of a regulatory measure in the lighhefobjective and efficiency in

line with the existing practices in some countri€kis could constrain the ability of

regulatory authorities and could prove to be difficto implement in some

developing countries with weaker institutional cejpi@s and resources. It is
expected that regulatory provisions emerging froochs regulatory coherence
adopted in the framework of mega-regional tradeeagrents (e.g., the Transatlantic
Trade and Investment Partnership Agreement and Titams-Pacific Partnership

Agreement) may be more likely to be followed arouheé world, thus creating a

regulatory “race to the top”. International diséiphg of national regulatory

processes and frameworks through essentially ttibgealizing processes under
regional trade agreements has also prompted cormmern possible adverse effects
on national regulatory autonomy in essential arftastructure services.

45. Regional trade agreements often incorporatevipimns on intellectual
property rights going beyond the Agreement in Tr&tdated Aspects of Intellectual
Property Rights that affect various public policiesanging from health to
innovation. The main features of recent regionaldé& agreements is that they
expand significantly the protection of certain gpides of intellectual property
rights and enhance title holders’ rights while limg exceptions and limitations for
users of intellectual property rights. For instanseme provisions of regional trade
agreements have led to higher levels of intellelchraperty right protection, such
as: patent protection for longer than 20 years;ycigiht extension from 50 years to
70 years after the death of the creator; at leastyears of data exclusivity; rules on
national treatment without exceptions; easier ascé&s genetic resources and
acceptance of genetically modified organisms; thteresion of trademark protection
beyond visible trademarks; stronger protection #igital technologies; and the
patenting of plants and animals.

46. Regional trade agreements have also had artedfie the liberalization of
government procurement, a market representing 1petxent of GDP. Government
procurement has long served as an important inddistnd public policy instrument
to support local suppliers and small and mediunedienterprises, social inclusion
and technological development. While domestic preiee policies requiring local
content (e.g., “by national”) have historically ¢dbuted to the establishment of
some strategic industries, such policies are gdlyetmregulated under WTO for
most developing countries not party to the Agreelm@nGovernment Procurement;
moreover, such important policy flexibilities anecreasingly restricted by regional
trade agreement provisions. For instance, regitnaale agreements have effectively
increased the number of countries using AgreementGovernment Procurement-
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type rules, as those countries that are not partshé Agreement (e.g., Chile) have
agreed to comply with its rules.

47. Recent mega-regional trade agreement negatmtiave sought to address the
potentially anti-competitive effect of State-owneunterprises, which tend to receive
some preferential treatment, including preferentimlancial treatment, thereby
attracting focused attention. Some regional prawisi have sought to establish
“competitive neutrality” between State-owned and/ate companies by eliminating
such structural advantages. Many countries hawesséd the importance of State-
owned enterprises in delivering public policy gqalacluding in the energy,
telecommunications, postal and courier and finansgavices sectors. Concern over
possible limitations in regulatory autonomy havescalarisen in relation to the
increasing incorporation of an investor—State dispsettlement mechanism in
regional trade agreements. Such a mechanism is ge@onfer greater rights to
foreign investors and lead to a “regulatory chili's regulators might refrain from
taking certain regulatory actions (e.g., environta¢megulations) for fear of legal
challenge under the mechanism (e.g., telecommuitaiand energy).

48. Consolidation and expansion of South-Southaegli integration initiatives is
increasingly pursued as a viable strategy to preva platform for supporting
developing countries’ integration into regional walchains. South-South regional
trade agreements now represent two thirds of alhgegional agreements in force.
Developing countries are increasingly making use ®duth-South regional
integration to promote economies of scale, divézation and resilience. In addition
to allowing the exploitation of economies of scal8puth-South integration
initiatives serve as a development launch pad obajl integration, promote trade in
non-traditional goods and have the potential tdlitate diversification. In Africa,
efforts are directed at boosting intra-African teddly fast-tracking the establishment
of a continental, pan-African free trade agreemghé continental free trade area)
by 2017, building upon the existing tripartite iative among the East African
Community, the Common Market for Eastern and Southdrica and the Southern
African Development Community, and other regionabmomic communities. In
Asia, developing economies were actively engagedegional trade agreements in
the 2000s, particularly with other Asian countridhe Association of Southeast
Asian Nations (ASEAN) is working towards the fornwat of an ASEAN free trade
area in 2015 to support the creation of an ASEANNM@mic community in 2020.
The Regional Comprehensive Economic Partnershipldvencompass the majority
of existing regional trade agreements. In Latin Aio&, there have been major
challenges to economic integration over the ye&fforts continue to be made,
using different formats and initiatives, to findable and sustainable development
strategies through existing integration arrangemestich as the Central American
Common Market and the Southern Common Market (MEBOR), as well as
newly launched initiatives such as the Pacific &tice (Chile, Colombia, Mexico
and Peru). Regional trade agreements act as phasfdior the development of
productive capacity, regional transport, infrasture networks and the connectivity
essential for provision of infrastructure servic8sich cooperative initiatives, along
with liberalization, have proved to be essential mponents of regional
development.

49. The quantitative expansion and proliferatiom ane qualitative deepening of
regional trade agreements points to the need fhemnce between the multilateral
trading system and such agreements. It is impot@arsiecure convergence between
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the multilateral and regional processes to ensumeoptimal mixture of both
arrangements, as well as coherence among regiaonakgses, so that all of them
can, in their totality, create an environment tfedilitates sustainable development.
There is also a need for strong multilateral owgnsiand effective provisions,
including by setting minimum standards for regionedgulatory provisions.
Developmental coherence is required so that speugidl differential treatment and
the policy space available under the multilateratling system is not taken over by
regional trade agreements.

Conclusion

50. International trade and the international tnadisystem have witnessed a
significant transformation towards fragmented protiton, multi-polarization and

regionalization, with integration proceeding at fdient speeds for different
countries. Trade continues to play a major roleévelopment and should be firmly
anchored in the post-2015 development agenda aajar ranabler of inclusive and
sustainable development. When properly harnesdesl,opportunities brought by
international trade can be a powerful force foratieg jobs, enabling the efficient
use of resources, providing incentives to entrepues and, ultimately, improving

the standard of living in all countries. But it iee conditions under which trade
takes place and the coherence of trade policieb wiher complementary policies
that will catalyse positive effects. In order tottee align trade liberalization

approaches with inclusive development imperativiésis therefore necessary to
strengthen coherence in international economic cyaliaking between trade and
development policies.

51. The expected broad-based contribution of trade various post-2015

sustainable development goals will require the folation of policies that

supporting a positive relationship between traded aelated public policies,

including social, employment, financial, technoloal, health, energy, educational,
environmental and migration policies. Evolving maial policy needs and priorities
call for the creation of an enabling internatioredtvironment, a fair and open
trading environment and space for countries to anpdnt such policies, so that
trade can flourish and development dividends carsth@&ed equitably among and
within countries.

52. At the international level, multilateral cooption should be pursued and
scaled up. The work done by UNCTAD on trade andedi@wment during the past
50 years confirm the key role of trade as an engihgrowth. Reinvigorating the

multilateral trading system as a global public goedth renewed impetus,

credibility and relevance in the light of the twesfirst century development

challenges facing the poorest and most vulnerabhatds inclusive and sustainable
development is required. Coherence should alsoeb€arced between multilateral

and regional agreements, so that these arrangementiseir totality, can create an
effective enabling environment for development.
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