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Executive Summary

There will still be a long process of further nulti ateral negotiations, regional
integration and national policy reforns until progressive |iberalization ad
growi ng reciprocity in North-South trade relations |eave no further scope fo
commercially meani ngful urilateral trade preferences, in particular in favour of
LDCs. Benefits fromtrade preferences continue to be concentrated on relatively
few beneficiary countries. A strengthening and reorientation of technich
cooperation may serve to focus greater attention on enabling LDCs to make better
use of GSP preferences, whle adapting technical cooperation in the case of nore
advanced devel oping countries to their changi ng needs. Many preference-givig
countries have inproved treir GSP schemes and other trade preferences in various
ways since the conclusion of the Uruguay Round, in particular for LDCs. |nprtant
areas for further inprovenent, including special measures for LDCs, are product
coverage, preferences margins, rules of origin and the stability and
predictability of schemes. New major policy initiatives to further increase the
pronmotional inpact of the schenes, adapt preferences to the new tradig
envi ronment and provide for greater uniformty in design and application coul
comprise enhancing burden sharing, the development-friendly operation ©
preferential schemes, an alternative approach to graduation, GSP and othe
preferences in new areas, greater alignnent of LDC preferences, harnonization of
preferential rules of origin, and, nore generally, the search for a new concept
of S&D treatnent for devel oping countries.
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I NTRODUCT! ON

1. At the tinme of its acceptance at UNCTAD Il in 1968, the Ceneralized System
of Preferences (GSP) was a mmjor breakthrough in international trade policy. Now,
30 years later, the principle of unilaterally accorded preferential treatnent
seens to be at a crossroads in a world economc setting which has greatly changed.
Progressive liberalization of trade and investnent is leading to nmore reciprocity
in North-South economc relations.

2. There are now 15 GSP schenes in operationt offered by 29 preference-giving
countries, including the 15 nmenber countries of the European Union. Ot her non-
reci procal trade preferences are granted by the European Union to African,

Cari bbean and Pacific (ACP) countries, by the United States and Canada to
countries in the Cari bbean and Central America, by the United States to Andean
countries, and by Australia and New Zealand to Pacific island countries.

3. The value of the GSP as an instrunent for the expansion of the trade of
devel opi ng countries was recogni zed once again at UNCTAD | X. The Conference
invited preference-giving countries to continue to inprove and renew their GSP
schenmes 1 n keeping with the Uruguay Round trading systemand with the objective of
i ntegrating devel opi ng countries, especially | east devel oped countries (LDCs),
into the international trading system In particular, it was enphasized that ways
and means should be found to ensure nore effective utilization of GSP schenes,
especially by LDCs.

Chapter |

THE GSP AND OTHER NON- REClI PROCAL TRADE PREFERENCES | N THE POST- URUGUAY ROUND
TRADI NG ENVI RONVENT

4, The GSP and other unilateral trade preferences are facing a new trading

envi ronment which is pervaded by the processes of |iberalization and gl obalization
as well as by vibrant regionalism Liberalization is progressing in the world
econony as the result of various rounds of nultilateral trade negotiations,
especially the recent Uruguay Round, and unilateral nmeasures at national |evels.
Consequent to the Uruguay Round, bound duty-free treatnent will cover al nost 40
per cent of inports by the United States, 38 per cent of inports by the European
Union and 71 per cent of inports by Japan. Further l|iberalization will arise from
the inplementation of the Information Technol ogy Agreenent. Moreover, future
multilateral trade negotiations will give a further inpetus to the renoval of

mar ket access barriers. In addition, a rapidly increasing nunber of trade
arrangenents aimto |liberalize trade anong participating countries, both devel oped
and devel oping, on a reciprocal basis. There is also a growing differentiation
anong devel oping countries in terns of econom c growth and devel opnment,
particularly between LDCs and other countries with structurally weak econom es
such as | andl ocked and small island countries as conpared with other devel oping
countries. All these changes in the trading environnent have inplications for
non-reci procal trade preferences

A. Inplications of liberalization and gl obali zation

5. The inpl ementati on of the Uruguay Round Agreenents as well as unilatera
cuts in MFN tariffs on the part of preference-giving countries have eroded, and
continue to erode, preferential margins enjoyed by the beneficiaries of the GSP
and ot her non-reciprocal trade preference schenes. As regards the GSP
estimati ons have been nade for the nmarkets of the three | argest preference-
giving entities/countries (i.e. the European Union, Japan and the United
States), which account for over 80 per cent of preferential inports. These
estimations indicate that, in conparing the pre- and post-Uruguay Round
situations, there is an average loss in preferential margins for all GSP-
receiving inmports from non-LDC beneficiaries of about 2.9 percentage points (1.4
for LDCs) in the European Union, 2.6 percentage points (4.1 for LDCs) in Japan
and 2.8 percentage points (2.7 for LDCs) in the United States? Australia and
New Zeal and are phasing out their GSP benefits for npost devel oping countries in
the context of their progressive trade |liberalization programes, |eaving LDCs
as essentially the only GSP beneficiaries. Some enpirical work suggests that



TD/ B/ COM 1/ 20

Page 4

whil e the inpact of erosion on trade flows may after all be small, it could be
significant for certain countries.?

6. It is difficult to assess whether new trade generated as a result of the
Uruguay Round Agreenents and unilateral |iberalization neasures will actually

outwei gh losses in preferential trade arising fromthe erosion of preference
margins. The outcone depends, in large part, on the extent to which
liberalization has occurred in sectors or products which are not covered by sone
or all GSP schenes and for which devel opi ng countries have export supply
capabilities. The nunmber of such sectors may prove to be relatively limted, in
particular for LDCs.

7. Despite the progress nmade in the |iberalization of international trade,
significant tariff barriers in the formof peak tariffs (defined as tariffs in
excess of 12 per cent) will continue to affect inportant segnents of

agricultural and industrial products of export interest to devel oping countries
even after all Uruguay Round concessions are fully inplenmented. Thus, nore than
one tenth of the tariffs of Canada, the European Union, Japan and the United
States will continue to exceed 12 per cent ad valoremrates. Peak tariffs
affect such sectors as agricultural staples; fruit, vegetables and fish;
processed, and especially canned, food; textiles and clothing; footwear, |eather
and | eat her goods; autonobiles and other transport equi pnent; and el ectronics.
In agriculture, the tariffication of quotas and other non-tariff neasures has

i ntroduced new peak tariffs, often at prohibitive |levels. Mdreover, tariff

escal ati on by stages of production continues in such sectors as netals, textiles
and clothing, |eather and rubber products and, to some extent, wood products and
furniture. Trade in textiles and clothing remains severely restricted pending
the inplenentation of the WO Agreement on Textiles and Clothing. Significant
scope remmins for an expansion of the GSP and other trade preferences.

8. Furthernore, the process of globalization offers new opportunities for
preferential trade. G obalization is driven by corporate policies which base
deci si ons about where to | ocate production operations on a systenmatic conparison
of production conditions in different countries. Production on a global scale
allows for the conbination of production factors and inputs froma w de variety
of sources so as to produce an output that is optimal in ternms of cost, quality
and suitability for different markets. G obalization inplies a nove beyond nere
i nterdependence to the m xi ng and bl endi ng of national econonm es, and can serve
as a major vehicle for devel oping countries to participate nmore fully in

i nternational production and trade. As enterprises ook to all countries to
gai n advantages in production, devel oping countries can be integrated into new
energi ng gl obal or regional val ue-added chains in conpliance with each country's
best ability to produce. The GSP and other trade preferences as well as
sinplified and harnoni zed rules of origin can support such processes of
integration into corporate production and technol ogy networks.

B. Inplications of growing reciprocity in North-South trade rel ations

9. The GSP and other unilateral trade preferences are increasingly being
applied in a world econom c setting which is experiencing an expansion in

reci procal trade arrangenents at interregional, regional and bilateral I|evels,
and in the formof |arge economc integration groupings. NAFTA is the main
example of a free trade area formed by devel oped and devel opi ng countries. The
Canada- Chil e Free Trade Agreement is another case in point. APEC may al so
evolve into a free trade area, as nmay be the case with the proposed Free Trade
Area for the Anmericas (FTAA), which is intended to conprise the whole of the
Western hem sphere. The African Gowth and Opportunity Act, proposed by the
United States Adm nistration, envisages the devel opnent of a plan to enter into
one or nore free trade agreenments wi th sub-Saharan African countries in order to
establish a United States-sub-Saharan Africa Free Trade Area.

10. The European Union is engaged in a process of w dening and deepening

i ntegration with devel oping countries around the Mediterranean basin, and is
currently concludi ng Associ ati on Agreenents with sone of themw th the objective
of introducing progressively free trade at bilateral |evels. Mbreover, the

Eur opean Union and its Mediterranean partner countries have pledged to put in
place a free trade area for the region as a whole by the year 2010. Sinilarly,
the European Union intends to nmove beyond existing agreements with MERCOSUR and
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Mexi co and eventually achieve free trade in its relations with these countries.
Furthernore, preferential trade relations on a reciprocal basis are being

negoti ated between the European Union and South Africa. Likew se, the "Europe
Agr eenent s concl uded by the European Union with Baltic States and economies in
transition in Central and Eastern Europe are reciprocal arrangenments. The
possibility of full menbership in the European Union is also under consideration
for some of the countries in Central and Eastern Europe, the Baltic countries
and Cyprus and Malta. At the same time, regional reciprocal agreenents anong
devel opi ng countries have gai ned new noment um

11. The trend towards greater reciprocity in North-South trade relations has

al so becone apparent in the context of the preparations for the negotiation of a
foll ow-up agreement to the Lomé Convention, which expires in February 2000. In
the view of the European Commission, "it will not be possible to enhance the EU-
ACP econom ¢ partnership w thout abandoning the traditional approach to trade -
centred on a system of unilateral preferences - in favour of a nore bal anced
approach characterized by a genui ne partnership and taking account of the
parties' nmutual interests".?

12. The European Conm ssion has proposed guidelines for negotiations in line
with this basic policy approach.® The negotiation of a framework agreement with
the ACP countries would be foll owed by the negotiation of a nunber of
differentiated econom c partnership agreenments, mainly with regi onal subgroups
engaged in a process of integration. Under these partnership agreenents, free
trade areas woul d be established progressively, starting in 2006. Current Lomé
preferences woul d be maintained up to 2005. Thereafter, non-LDC ACP countries
that do not wish to enter into reciprocal agreenments with the European Union
woul d "fall back"” into the GSP

13. The First Sunmt of ACP Heads of State and Governnent in Novenmber 1997 at
Libreville called upon the European Union to nmintain non-reciprocal trade
preferences and the preferential commdity protocols, albeit wthin the
framework of a conprehensive trade devel opnment programe which ACP countries
commtted thenselves to undertake® They requested the European Union to assi st
themin their drive to tackle supply-side constraints. The policy directives of
Libreville were reiterated in the "Negotiating Guidelines for ACP-EU Cooperation
Beyond Lomeé V', which were adopted by the ACP Council of Mnisters nmeeting in
Bar bados in May 1998.

14. In a | onger-term perspective, the GSP and other unilateral trade
preferences will lose their relevance for beneficiary devel opi ng countries as
and when these countries enter into reciprocal trade arrangenents with
preference-giving devel oped tradi ng partners. Such trade arrangenments will
ultimately offer devel opi ng menmber countries relatively nore favourable and, in
many cases, conpletely free access to the markets of devel oped country partners.

15. Thus, the FTAA woul d effectively supersede all unilateral preferences
granted to the devel oping countries in the Western hem sphere by the United
States under the GSP, the Caribbean Basin Initiative (CBI) and the Andean Trade
Preference Act (ATPA), and by Canada under the GSP and the Canadi an Trade,

I nvestment and I ndustrial Cooperation Programme (CARIBCAN). The inplementation
of APEC woul d supersede all unilateral preferences, including the GSP, of the
Uni ted States, Canada, Japan, Australia and New Zeal and for devel opi ng country
menbers of APEC around the Pacific Rm and in fact for all beneficiary
countries if the process of APEC |iberalization were to proceed, as sone have
suggested, on an MFN basis. Moreover, the realization of a United States-sub-
Saharan Africa Free Trade Area would replace the GSP of the United States for a
| arge part of Africa. Furthernore, unilateral trade preferences are being, or
wi Il be, displaced by the Euro-Mediterranean Associ atlon Agreements and

reci procal successor arrangenents to the Lomé Convention. Agreenents entered
into by the European Union with MERCOSUR, Mexico and South Africa will nmake the
GSP obsolete in its trade relations with these countries. The Europe Agreenents
have al ready replaced the GSP in trade relations with Central and Eastern

Eur opean econom es.

16. Moreover, reciprocal successor agreements to Lomé have to take account of
the adverse inplications which preferential treatnent offered by ACP countries
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to the products of the European Union m ght have for unilateral trade
preferences enjoyed by these countries under the GSP and CBI schemes of the
United States. Eligibility under these schemes would be affected if the
preferential treatment offered to the European Union has, or is likely to have,
a significant adverse effect on United States commerce. The ACP countries
concerned may then need to negotiate conpensatory market access conditions for
the United States to maintain the GSP and CBlI benefits. In the sane vein,
"reverse preference conditionality" applies under Lomé. Devel oping countries in
the Cari bbean region that join the proposed FTAA and, hence, offer the United
States and ot her FTAA nenbers reciprocity in nutual trade are obliged by the
Lonmé Convention to open their markets to products fromthe European Union to the
same extent.

C. LDCs and other structurally weak econonies as beneficiaries

17. Most LDCs and other structurally weak devel opi ng countries have difficulty
in offering full reciprocity in trade agreenents wth nore devel oped countries
i ke the menbers of NAFTA, or the proposed post-Long arrangements. Their infant
i ndustrial sectors are unlikely to survive a broad-based opening to strong
foreign conpetitors within relatively short transition periods. Moreover, the
new generation of regional integration arrangenents increasingly extends to the
liberalization of trade in services and investnent, conpetition |law and the
pursuance of other econom c, nonetary and political objectives. On the other
hand, smaller countries that find thensel ves outside reci procal arrangenents
face a considerably increased conpetitive advantage on the part of nenber
countries, including devel oped countries, in the markets covered by these
arrangenents. Trade and investnent diversions are likely to result for
out si ders.

18. Under the post-Lomé arrangenents as proposed by the European Conmi ssion,
LDCs bel onging to regi onal subgroups wi th which agreenents will be concl uded
woul d, in principle, be expected to accept reciprocity in trade relations with
the European Union. However, the European Conmm ssion recogni zes that this would
requi re considerabl e adjustnent efforts by these LDCs, and extra help would need
to be provided in the formof flanking neasures such as transition ald,

macr oeconom ¢ assi stance or sectoral assistance. Mreover, there is an

i ndi cation that the European Commi ssion is considering the possibility of |onger
transition periods for LDCs and other structurally weak and vul nerabl e econom es
in establishing free trade areas, and a nore |imted product coverage of free
trade agreenents for these countries, |eaving sonme scope for non-reciproca

trade preferences.

19. For LDCs not belonging to a regional subgroup involved in negotiations
with the European Union, the ACP framework agreenent would |lay down the ternms of
mar ket access on the basis of the current “acquis” and the Council of Europe
conclusions of 2 June 1997 in favour of LDCs, which envisages for the nedium
termthe provision of duty-free access for essentially all products fromthese
countries.” It should be understood that such arrangenents would apply to al
LDCs (ACP or otherwi se) resulting in a harnonization of non-reciprocal LDC
preferences offered by the European Union.

20. The problem of small countries outside regional trade agreenents is also
illustrated by the case of the Caribbean island countries and the potentially
adverse inplications which NAFTA nmight have on their trade and economc

devel opnment. The United States CGovernnment is conscious of the predicanent of
these countries which claimto be seriously affected by trade and i nvestnent

di versi ons due to NAFTA, in particular in the textiles and clothing sectors, but
feel that they lack sufficient economic strength to engage in reciproca
relations with this integration grouping. The United States Governnment has

t herefore proposed to grant these countries "NAFTA parity” on a non-reciproca
basis within the framework of the CBI

D. Qut | ook

21. There will still be a long-term process of further nultilatera
negoti ati ons, regional integration and national policy refornms before

|i beralization has been inplenented in the world econonyon a scale that no

| onger | eaves any scope for commercially meaningful unilateral trade preferences
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for products of export interest to devel oping countries. Miltilateral and
regi onal negoti ati ons have proved to be protracted undertakings, and the
deadl ines set for the establishnent of free trade areas with devel oped and
devel opi ng country partici pants are often political declarations of goodwl|
rather than realistic targets.

22. It islikely to take a long time to remove all nmarket access barriers in
the Western hem sphere under the unbrella of the FTAA, to inplenent free trade
bet ween t he European Union and various sub-regions of ACP countries, to open
mar kets conpletely within the franework of APEC and to put in place a Euro-

Medi terranean free trade area. Conplex debates anong parties over the bal ancing
of benefits and costs will be followed by extensive reviews in the WO where
third countries mght challenge the conpatibility of certain trade arrangenments
with GATT provisions. For many devel oping countries, in particular LDCs,
negotiations to establish free trade areas and other reciprocal trade
arrangenents may be difficult to conduct, as such negotiations often require
speci al i zed know edge, including famliarity with the regulatory framewrk and
trade |l egislation of partner countries, especially when the negotiating agenda
reaches beyond nere trade liberalization to enconpass other conplex areas such
as intellectual property rights provisions, conpetition |aws or rules of origin

23. For some time to conme, peak tariffs and tariff escalation will continue to
be levied on an inportant number of agricultural and industrial products of
export interest to developing countries and will exert a strong di ssuasive

effect on trade in these products in the absence of trade preferences. The
processes of liberalization and growing reciprocity in international trade
shoul d therefore not be taken as an argunent in favour of repealing GSP
progranmes and ot her unilateral preferential arrangenents prematurely. Rather,
a positive approach would be to reaffirmthe inportant role of the GSP and ot her
non-reci procal trade preferences as tools for devel opnent by strengthening their
provi si ons wherever these preferences continue to apply, in particular in favour
of LDCs. In the case of reciprocal trade arrangenents, unilateral preferences,
and the further inprovenent of such preferences, can help beneficiaries outside
free trade areas to regain sone of the conpetitive advantage |lost to those that
are nenbers. Moreover, it has yet to be denonstrated that reciproca

preferences will lead to a better utilization of preferences. Unless
asymmetrical and ancillary neasures are put in place to address supply
constraints and other factors that previously linmted the utilization of

unil aterally granted preferences, the bal ance of the benefits to be gained from
the new reci procal arrangenents could, in fact, be negative. Again, the
expansi on of product coverage under free trade arrangenents may not be exploited
by the devel opi ng country partners and may not, therefore, outweigh the
potEntiaI cost of a conprehensive and relatively rapid opening of their donestic
mar ket s.

24.  Arealistic view suggests that for many devel oping countries the
difficulties of elimnating tariffs at the same rate as nmjor devel oped country
trading partners will persist for sone tine to cone. The notion of ful

reciprocity covering substantially all trade appears premature at present in
many cases. The process of buil ding broad-based international conpetitiveness
is long and conplicated for a great nunber of devel opi ng econom es and, to no
smal | extent, is influenced by external factors over which individual countries
have no control

Chapter 11
TRADE UNDER THE GSP AND OTHER NON- REClI PROCAL PREFERENCES: RECENT TRENDS

25. In 1996, dutiable inports by preference-giving countries from GSP
beneficiaries amounted to sonme $357 billion, of which inports of about $184
billion (52 per cent) were products covered under GSP schenes. [Inports worth
around $103 billion actually benefited from GSP treatnent (56 per cent of GSP-
covered products). In 1976, two decades earlier, dutiable inmports from GSP
beneficiaries had anobunted to about $52 billion, of which some $24 billion (46
per cent) were products eligible for GSP. |Inports of about $11 billion actually
received GSP treatnment in 1976 (45 per cent of GSP-covered products) (annex
table 1)8° Inports fromLDCs which received GSP treatnent have been relatively
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small in value terms, ampunting to $1.6 billion in 1996, up from $145 million in
1976 (annex table 2). They represented mnute shares of GSP inports of major
preference-giving countries (1.6 per cent in 1996 and 1.3 per cent in 1976).

26. The European Union, Japan and the United States continue to account for
the bulk of GSP inports, with the European Union being by far the |argest

market. Its inports that received GSP treatnment amounted to $70 billion in 1995
and $62.5 billion in 1996 (annex table 1).

27. The concentration of the bulk of GSP benefits in a few beneficiary

devel opi ng countries has remai ned a prom nent feature (annex table 3). In the

case of the United States, the 10 | argest beneficiaries accounted for 85 per
cent of preferential GSP inports in 1996. The picture is simlar for the

Eur opean Uni on and Japan. The 10 | argest suppliers comranded shares of 79 per
cent and 86 per cent respectively in 1996. The |arge GSP suppliers have
predom nantly been maj or exporting countries in Asia and sone inportant
exporters in Latin Anerica.

28. The concentration of GSP benefits in a few supplying countries is even
nmore pronounced for LDC beneficiaries (annex table 4). 1In 1996, the shares of
the five |argest LDC suppliers in GSP inports from LDC beneficiaries anounted to
slightly nore than 90 per cent in the markets of the United States and Japan and
to 97 per cent in the market of the European Union. Bangladesh was a major
supplier anong LDC beneficiaries, ranking in top position in the United States
and the European Union in 1996. A few African LDCs are anong the five |argest
LDC suppliers under the GSP schemes of the United States and Japan.

29. Imports (at the HS 6-digit |level) which benefited fromthe GSP are
relatively diversified in the case of GSP inports from non-LDC beneficiaries,

al though there is scope for further inprovenent. 1In 1996, the 25 npbst inportant
GSP products inported by the United States, Japan and the European Union from
non-LDC beneficiary countries accounted for shares of 36 per cent, 38 per cent
and 23 per cent respectively of their total GSP inports fromthese
beneficiaries. Japan has a relatively high proportion of food products anong
its top 25 products (ten in 1996) as conpared to the European Union (five in
1996) and the United States (one in 1996) (annex table 5).

30. By contrast, inports which benefited fromthe GSP have in the case of LDCs
been highly concentrated in a few products (annex table 6). The five nost

i mportant products inported by the United States, the European Union and Japan
from LDCs under the GSP represented shares of 62 per cent, 64 per cent and 81
per cent respectively of their overall GSP inmports fromLDCs in 1996. The mgjor
Items have been food products, including fish and crustaceans (particularly in
the case of Japan), clothing (in particular in the European Union) and raw sugar
(in the case of the United States). Sugar inmports by the United States under
the GSP originated in only two countries, i.e. Myzanbique and Mal awi, while GSP
i mports of dried or frozen octopus by Japan were supplied by three countries,
i.e. Mauritania, and the Ganbia, as well as Kiribati, which is not a LDC. In
the case of Mauritania, its supplies of octopus were practically the only
exports under the GSP to the Japanese market.

31. The utilization rate, i.e. the ratio between inports that have actually
received GSP treatment under a schene and inports covered by the schene, is a
nmeasure of how effectively beneficiaries have been able to take advantage of a
GSP schenme. Under the schenmes of the United States and the European Union
beneficiaries other than LDCs had utilization rates of about 60 per cent in
1996, while the rate has been distinctly |lower for Japan, anounting to some 40
per cent in the same year. The utilization rate for agricultural products was
| ower than for industrial products under the schenme of the United States in
1996, while in the case of the other two schenes the utilization rates for
agriculture were distinctly higher in the sanme year, anounting to about 80 per
cent for the European Union and well over 90 per cent for Japan. The
utilization rate for the industrial sector was relatively |ow for Japan (35 per
cent)(annex table 7). The follow ng individual sectors have been anong those
with utilization rates of |ess than 50 per cent in 1996: beverages and tobacco;
energy and mneral products; clothing; consumer electronics; watches and cl ocks
(Eur opean Union); dairy products; sugar, chocol ate and cocoa preparations;
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| eat her and | eather products; textiles; clothing; and footwear (Japan); fruit
and veget abl es; canned and prepared neat and fish (United States).

32. For LDCs, the utilization rate was about 70 per cent in 1996in the cases
of Japan and the United States, but slightly I ess than 50 per cent for the

Eur opean Uni on (annex table 8). Mreover, utilization rates for the
agricultural sector were high for the United States (93 per cent) and Japan

(al nrost 100 per cent), but low in conmparison for the European Union (48 per
cent). In the industrial sector, both Japan and the European Uni on had
relatively low utilization rates in 1996 (about 45 per cent in both cases),
whil e the rate was sonewhat higher for the United States (56 per cent) in the
sane year (annex table 8). The follow ng individual sectors have been anong
those with utilization rates of 50 per cent or less in 1996: dairy products;
vegetable oils and fats; beverages and tobacco; clothing; consuner el ectronics;
met al products (European Union); fruit and vegetables; clothing;, metal products
(Japan); beverages and tobacco; consuner electronics, netal products; wood and
paper (United States).

33. The exami nation of GSP performance raises essentially three issues.

First, the continuing concentration of GSP benefits on relatively few major
exporting devel opi ng countries casts doubt on the effectiveness of graduation
measures as a neans to pronpote an equitable distribution of benefits anong
beneficiaries. Secondly, low utilization rates suggest that a fair anmount of
GSP trading opportunities have yet to be seized by beneficiaries. Thirdly, the
concentration of GSP benefits on very few LDCs (if preferential inports from
LDCs are considered separately) is a matter for particular concern. It

i ndi cates that nost LDCs hardly benefit fromthe GSP, if at all

34. Under the Lomé Convention, the ACP countries on the whole have not been
successful in penetrating the market of the European Union despite being at the
apex of the pyram d of European preferences. Thus, over the 20-year period from
1976 to 1996, the share of inmports from ACP countries in total inports of the
Eur opean Uni on declined substantially, from®6.7 per cent to some 3 per cent. As
in the case of the GSP, ACP exports have been concentrated in a relatively smal
number of beneficiary countries. Sonme 13 out of over 70 ACP countries account
for nore than 70 per cent of all ACP exports to the European Union. Only a few
countries like Fiji, Jamica, Mauritius and Zi nbhabwe have diversified into non-
tradi tional exports like textiles, clothing, processed fish and horticultura
products as, for instance, fresh cut flowers. Exports of nmanufactures account
for nore than half of the exports in the cases of Mauritius and Lesotho only,
with textiles and clothing representing the bulk of their sales of manufactured
products. In particular, the heavy reliance of Caribbean countries on trade
under the commdity protocols, especially with regard to exports of bananas, has
wor ked agai nst a diversification of production for export.

35. The concentration of trade benefits on a few beneficiary countries and a
particul ar range of their export products is also a feature of other non-

reci procal trade preferences. Thus, the Dom nican Republic is by far the nmgjor
beneficiary under CBlI (in particular for exports of sugar, |eather footwear
uppers, higher-priced cigars, nmedical and surgical instruments), Janmaica and
Guyana under CARI BCAN (exports of rock |obsters and other sea crawfish, |ighting
fixtures), Colonbia under ATPA (exports of flower products), and Fiji under the
South Pacific Regional Trade and Econom c Cooperation Agreenent (SPARTECA)
(exports of garnents).
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Chapter 111

| MPROVI NG THE UTI LI ZATI ON OF TRADE PREFERENCES AND FURTHER EXPANDI NG
THEM | N PARTI CULAR I N FAVOUR OF LDCs

A. Pronpting utilization

36. | nadequate utilization of existing GSP benefits may be traced back to
various difficulties. Some of these can, to a |arge extent, be addressed by the
beneficiary countries thenselves, while others are beyond their control.
Difficulties which beneficiaries can address are, in particular, insufficient
know edge of GSP schenes on the part of exporters, inadequacies of manageria
and institutional capabilities in using the GSP and followi ng GSP procedures
and, nore specifically, the high transaction costs which result from such

i nadequaci es and wor k agai nst enhanced utilization. These problemnms are
particularly pronounced in the case of LDC beneficiaries. GSP schenes,
associated rules of origin and docunentary requirenments are conplex, and GSP
schenmes vary consi derably anmong one another with regard to product coverage and
ot her substantive and operational features. NMoreover, GSP schenmes are subject
to change. It can be a tedious task to ascertain whether a certain product is
covered, in particular where qualifications apply, such as marketing tinmetables
and seasonal variations in the agricultural sector or ceilings and conpetitive
need limtations, and, in addition, to ensure that the export product wll
actually be granted GSP treatnment by the inporting donor country. Insufficient
export supply capability can be a further problemwhich is nore fundanmental in
nat ure.

37. A few maj or devel oping countries put in place efficient support services
to help their exporters nmake use of GSP preferences when the expansion of GSP
exports becane an inportant objective of national trade policies. Their
experience may provide sone gui dance for other beneficiaries that have been |ess
successful in exploiting GSP benefits. Governnent authorities such as the Trade
Devel opnment Board of Singapore or the Philippines Custonms Bureau have actively
facilitated GSP export operations. They furnished advisory services including
the identification of GSP tradi ng opportunities, nonitored changes in GSP
schenmes, and kept records of GSP textile exports subject to quotas. Sone al so
establi shed "one-stop” procedures so that exporters had to deal with one
authority only.

38. Measures of beneficiary countries may be supported by conpl ementary
efforts of inporters and governments in preference-giving countries to enhance
GSP utilization. Thus, the provision of GSP benefits may, where appropriate, be
acconpani ed by industrial cooperation arrangements between inporters and
devel opi ng country producers with a view to strengthening and diversifying the
supply capabilities of the latter. For instance, in the context of the

Cari bbean Basin Special Access Programme for Textiles of the United States,
covering outward processing operations in Caribbean countries, technical

assi stance and know how have been provided by United States manufacturers to
their Caribbean subcontractors. Simlar assistance at the enterprise |evel has
been furnished by European manufacturers in the framework of outward processing
arrangenents of the European Union, in particular to the benefit of
subcontractors in devel oping countries in the Mediterranean region and in
Eastern European countries. Governnents of preference-giving countries nmay help
by increasing the capacity of beneficiary countries to step up the utilization
of trade preferences through bilateral assistance which strengthens export
supply capabilities. The experience gained with industrial rehabilitation
progranmmes in the context of the MEDA and PHARE initiatives of the European
Union to the benefit of Mediterranean and Eastern European countries could
provi de val uabl e guidance in this regard. Furthernore, donor countries nay
consi der providing incentives in support of investments in preference-receivVving
countries by producers fromthe donor countries in sectors that benefit fromthe
GSP.
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39. Mor eover, the technical cooperation activities of internationa

organi zations can help to enhance GSP utilization. UNCTAD |IX reconmrended t hat
UNCTAD shoul d focus its technical cooperation, inter alia, on contributing to a
better utilization of preferences through inproved fam liarization with the GSP
and other preferential trading arrangenents. A strengthening and reorientation
of technical cooperation my serve to place greater enphasis on enabling LDCs
and other structurally weak econom es to make better use of GSP preferences,
whi | e adapting technical cooperation in the case of nore advanced devel opi ng
countries to their changi ng needs.

40. The enhancenment of GSP utilization by LDCs may be pursued through
techni cal cooperation activities which increase awareness of existing GSP
benefits, strengthen human resources and institutional capacities to conply with
GSP procedures and help to reduce transaction costs. To this end, direct

assi stance in the form of advisory services and national workshops on individual
schemes or particular technical aspects relating to the GSP and ot her market
access conditions could be strengthened considerably. Furthernore, the
arrangi ng of national round tables in such countries m ght be envisaged for an
exchange of experiences with experts and enterprises from successful devel opi ng
countries that have effectively been able to benefit fromthe GSP to foster

their devel opnment. Inporting enterprises in preference-giving countries my
al so be associated with technical cooperation activities to draw on, and benefit
from their practical experience in purchasing from LDCs under the GSP. 1In the

l onger run, nutual TCDC-type arrangenents for the inplementation of training
activities mght also be envisaged.

41. The nodalities of technical cooperation for nore advanced devel opi ng
countries may be shifted increasingly to neasures of support which enhance the
human resource capacities of these countries to carry out national workshops,
information activities and training of their exporters at the national basis
thenmsel ves, not only with regard to GSP, but also, and increasingly so, in areas
of other trade |l aws regul ati ng access to devel oped country nmarkets. Such a
decentral i zed approach to technical cooperation would involve the preparation of
i nformation and training materials for dissem nation to devel oping country
institutes capable of providing informtion services and training courses to

| ocal producers and exporters. Technical cooperation along these |ines would
reach a much | arger proportion of producers and exporters and al so be nore cost-
effective. UNCTAD technical cooperation would ensure control on a continuous
basis of the quality of training materials and activities delivered by nationa

i nstitutions.

42. Strengt hening of information and training services could have vari ous
maj or conponents: (i) continuous updating and di ssem nation of information on
GSP and other trade |l aws through the provision of tutorial materials on CD ROWVs,
di skettes or other appropriate nedia; (ii) placing of information on GSP schenes
on the Internet; (iil) preparation of training packages for each of the GSP
schenes; (iv) establishnment of a network of cooperating training institutions in
devel opi ng countries (e.g. chanbers of comrerce, export pronotion institutes,
academc institutions); and (v) assistance with tralining of trainers and
adapt ati ons of the training packages to national conditions, where required.

43. Finally, supporting neasures could aimto: (i) increase financial
resources from donor countries and UNDP for UNCTAD technical cooperation
activities that enhance GSP utilization, (ii) reinforce cooperation between
preference-giving countries and the UNCTAD secretariat in collecting GSP
information; and, nmore generally, (iii) strengthen the technical cooperation
activities of international organizations aimed at expandi ng the export supply
capabilities of beneficiaries, in particular LDCs and other structurally weak
econoni es.

44. The UNCTAD Techni cal Cooperation Progranme on the GSP and Ot her Trade Laws
has already started to inplenment sone of the activities suggested above. An
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updat ed series of handbooks on GSP schemes and ot her national trade laws is
expected to be conpleted during the current year. Furthernmore, work is in
progress on a conputerized tutorial of the GSP schene of the European Union to
be nade available on the Internet, CD-ROM and di skettes. Progressively, al

ot her GSP schenes will be nmade available in the same ways. Moreover, subject to
financial contributions fromdonors, the Technical Cooperation Programe is

pl anning to incorporate trade data on GSP utilization at tariff line level into
TRAINS. This innovation will allow GSP focal points to assess the performance
of their respective countries with regard to GSP utilization and, in particular,
pi npoi nt specific export products that have not benefited satisfactorily from
GSP preferences. Renedial action may then be identified in close consultation
with the exporters and producers concerned.

B. Expandi ng benefits

1. Recent inprovenents
45. Many preference-giving countries have anended their GSP schenes in
vari ous ways since the conclusion of the Uuguay Round, in part to adapt themto
the results of the Round. In particular, newinitiatives have been taken to
enhance trade preferences for LDCs.

(a) | nprovenents for all beneficiaries
46. A nunber of GSP schemes have significantly expanded their product coverage
for all beneficiary countries. |In sone cases good progress has been made in

expandi ng the coverage of agricultural products and processed food. Moreover, a
few GSP schenmes have renpved quotas and ceilings on GSP benefits generally or
for a range of products. The European Union, in the course of inplenmentating a
fundanental |y new GSP schene, has replaced such restrictions by a "nodul ati on”
of GSP preferences according to the 1nmport sensitivity of production sectors.

47. A few GSP schenmes have |l owered their preferential rates to mtigate the

i npact of declining MFN rates on GSP benefits. Under the GSP schene of Japan, a
greater nunmber of GSP tariff reductions have been introducedon agricultura
products, including all tropical and fishery products, to naintain the
preferential margin following the MFN tariff cuts of the Uruguay Round. Under
the scheme of Canada, new GSP rates have been set bel ow the new MFN rates.

Al toget her sone 3520 adj ustnments have been made.

48. Nearly all schemes have designhated new countries as GSP beneficiaries.
Schenes have added in particular nenber countries of the Conmonweal th of

I ndependent States as well as South Africa to their lists of GSP beneficiaries.
A few GSP schenes, including those of the European Union and Switzerl and, have

i nproved their rules of origin by the introduction of donor-country content

provi sions. Some schenmes have also elimnated the need to provide the FormA
certificate of origin, thus easing docunentation requirenents. A nunber of
preference-giving countries have been making efforts to put their GSP schemes on
a longer-term basis to enhance stability and predictability.

(b) Initiatives for LDCs

49. Preference-giving countries have nade efforts to inprove trade preferences
for LDCs both within and outside the framework of the GSP

(i) GSP_inprovenents

50. Besides the fact that LDCs benefited from general expansions in GSP
product coverage, sonme GSP schenmes, including those of the United States, Norway
and Switzerland, introduced extensions in product coverage especially in favour
of LDCs. As a rule, LDCs are now being granted duty-free market access for
products covered under the existing GSP schenes. Canada is currently exploring
an extension of duty-free product coverage for LDCs.
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51. The product coverage of the GSP schene of the United States has been
expanded in favour of LDCs through the addition of nearly 1800 agricultural and
i ndustrial articles in 1997. In the agricultural sector, the extension covers
al nrost all food, including processed food and fishery products. The addition of
agricultural products creates substantial incentives for new exports from
beneficiary LDCs to the United States market. The inpact of the extension of
product coverage on the expansion of industrial exports is likely to be |ess
pronounced, as nost inport-sensitive industrial products remain excluded and the
supply capabilities of LDCs are still fairly weak for many other manufactured
articles. According to indications provided by the United States Governnent,
the new LDC concessions cover additional inports from sub-Saharan LDCs that were
val ued at US$2.5 billion in 1996.

52. A nunber of preference-giving countries have relaxed stringent GSP rul es
of origin in favour of LDCs through derogations and the sinplification of
certification requirenments. The European Council has announced that the
Community will, as an imredi ate nmeasure to i nprove LDC market access, pronote
regi onal cumul ation facilities for the benefit of LDCs, and respond positively
to their requests for derogations fromthe applicable rules of origin. 1In this
context, the European Union has introduced a derogation in favour of some Asian
LDCs fromits "double junp" provision that, in the manufacture of certain
clothing articles, two processing steps must be taken in the exporting country
for it to benefit from GSP treatnent. Owing to this derogation, these Asian
LDCs may in the manufacture of certain clothing itens now use woven fabric and
yarn inported froma country belonging to ASEAN (except Myanmar), the South

Asi an Associ ation for Regi onal Cooperation (SAARC) or the Lomé Convention. In
the same vein, Japan has relaxed its GSP rules of origin requirenents as

i mported fabrics may now be used in the production of certain clothing articles
(classified in HS chapter 62). However, exports that benefit fromthese

rel axations of rules of origin by the European Union and Japan are subject to
quantitative limtations.

53. The European Council al so suggested as an additional measure for the
medium termthat the rules of origin should be adapted to stinulate the

devel opnment of existing industries and the creation of new industries in LDCs.
However, it was stressed that adaptations should not enable third countries to
draw undue advantage from cunul ation facilities and sinplified rules. Moreover,
t he European Conm ssion has enphasi zed that country graduati ons should not have
undesirabl e effects on the advantages accruing to beneficiary countries, in
particular LDCs, under the regional curmul ation mechanism Provision would
therefore be made for maintaining these advant ages where they represented a

| ong-held right. Accordingly, production inputs supplied by GSP-excl uded
countries to regional group nmenbers will continue to benefit from GSP cunul ati on
provi si ons.

54. The United States and Canada have elim nated the requirement of the
Certificate of Origin FormA, thereby reducing the transaction costs for
exporters. Canada is considering a further liberalization of its rules of
origin requirenents and is at present in the process of consultating with the
public and busi ness comrunities on these inprovenents.

(ii) Oher trade preferences

55. The European Uni on has inproved preferential market access for many
sensitive products under the Lomé Convention in favour of ACP countries, which
conprise 39 LDCs. In addition, the European Union has extended the favourable
treatnment of ACP countries under the Lomé Convention to LDCs that are not
signatories of this Convention, i.e. essentially LDCs in the Asian region.

Products subject to quotas are, however, excluded fromthis extension.

Moreover, the Council of Europe, in its conclusions of 2 June 1997, invited the
Eur opean Conmi ssion to prepare specific proposals for additional measures to be
taken on an autononous basis over the mediumtermto inprove market access for
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LDCs. Such proposals should include the provision of duty-free access for
essentially all products fromLDCs. However, at the sanme tinme, the Counci
suggested that the Commi ssion should al so devel op an appropriate nmechanismto
defend sensitive sectors agai nst sudden unbal anced di srupti ons.

56. Moreover, the African G owth and Opportunity Act, proposed by the United
States Administration in the context of Its new trade and i nvestnent policy

t owar ds sub- Saharan Africa, envisages granting to eligible sub-Saharan

devel opi ng countries, under certain conditions, duty-free market access for any
non-inmport-sensitive products. These GSP benefits would remain in force until
31 May 2007. The African Growh and Opportunity Act would also introduce

regi onal cumnul ati on and donor-country content provisions for eligible devel oping
countries in sub-Saharan Africa. The GSP scheme of the United States does not
all ow for donor-country content nor does it apply curmulation with regard to the
sub- Sahar an regi on.

(iii) Initiatives by devel oping countries

57. Devel opi ng countries thenselves are also increasingly taking initiatives
to accord preferential market access unilaterally to LDCs. Wthin the franmework
of the G obal System of Trade Preferences anong Devel opi ng Countries (GSTP),
many of its nmenbers grant sonme special access conditions to LDCs that
participate in the arrangenment. However, in spite of sone expression of
interest, to date only a few LDCs form part of the GSTP

58. At the High-level Meeting on Integrated Initiatives for Least Devel oped
Countries’ Trade Devel opment, held in October 1997, several devel oping countries
announced that they were ready to introduce a GSP for LDCs or extend further
speci al concessions in favour of LDCs within the framework of the GSTP. Such
announcements were made by Egypt, the Republic of Korea, Ml aysia, Singapore and
Thailand. Chile and Indonesia are al so exam ning the possibilities of
establ i shing special concessions for LDCs. Moreover, Mrocco will introduce
duty-free treatnment for a range of products for the benefit of African LDCs.
India and South Africa are considering special neasures in favour of LDCs within
their respective regional integration groupings. The details of the various
concessi ons such as product coverage or preference margins still have to be
comruni cated by the preference-giving devel oping countries. Turkey has

i ntroduced sel ective concessions according duty-free entry for some 556 products
(on a 12-digit basis) in favour of LDCs until such time as it takes over the GSP
scheme of the European Union. According to the Turkish Governnent, inports of

t hose products amounted to around $600 million in 1996.
2. Scope for strengthening benefits
59. VWil e recent inprovenents in GSP schenes and ot her trade preferences have

been encouraging, there is scope for further enhancing the pronotional inpact of
preferences. Preference-giving countries are invited to exam ne their
possibilities of strengthening the trade benefits which they grant on an

aut ononous basi s.

(a) Product coverage, preference margins and tariff quotas

60. Under nost GSP schenes, a greater number of products (at the HS 8-digit

I evel) remain excluded from coverage but are subject to MFN duties of 5 per cent
or nore, which offers scope for comercially nmeani ngful preference margins.

They conprise many products of export interest to devel opi ng countries, although
excl uded products vary anmong schemes. They include, in particular, non-tropica
agricultural products, but also tropical agricultural items and, in the case of
sonme schenes, natural -resource-based products. A few schenmes |argely exclude
certain inport-sensitive manufactured products, including textiles, clothing,

| eat her and footwear. In 1996, inports of excluded products subject to duty of
at least 5 per cent from non-LDC beneficiaries by the United States, Japan, the
Eur opean Uni on and Canada anpunted to $18.3 billion, $9.6 billion, $5.8 billion
and $2.9 billion, respectively (annex table 9) (for LDCs see section f bel ow).
Many of the agricultural and Industrial products that are excluded under GSP
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schenmes but are of export interest for devel oping countries will continue to be
subject to peak tariffs even after the inplenentation of the Uruguay Round
tariff reductions. The tariffication of non-tariff barriers in tenperate-zone
agricultural products, and some innately tropical products, now allows their
strai ghtforward incorporation into the GSP. A further extension of product
coverage is an important avenue for expandi ng GSP benefits.

61. Where products that are subject to peak tariffs are covered by GSP
schenmes, in many cases the preferences that are granted fail to reduce the
tariffs significantly. As a result, there may be no decisive conmpetitive
advant ages for GSP beneficiaries, while the transaction cost of conplying with
GSP requirements may be high. Preference margins may therefore be 1 nmproved
where peak tariffs persist on goods of export interest to devel oping countries.
In the agricultural sector, anple scope exists for significant tariff cuts and
the establishnent of preference margins that are commrercially neani ngful where
the tariffication process has led to high, frequently prohibitive, tariffs, in
particular for major agricultural food and other products.

62. Furthernore, exports seeking GSP treatnment may have to be accommopdat ed
together with MFN i nports within tariff quotas on many agricultural products
that have been subject to tariffication. There are also a few such quotas on
sone import-sensitive industrial products. For exanple, Japan grants its GSP
reduction for travel and |eather goods and footwear only within the limts of
tariff quotas which are usually rapidly exhausted soon after the opening of the
gquotas. Rempving tariff quota limtations for GSP inports, i.e. allow ng GSP
beneficiaries to enjoy GSP rates or in-quota rates wi thout quota limtations,
woul d consi derably expand GSP benefits, in particular in the agricultura
sector.

(b) Graduation

63. GSP preference-giving countries increasingly apply graduati on neasures to
beneficiary countries that are no | onger considered to be in need of

preferential treatment. A widening range of products of export interest to
devel opi ng countries are affected by product-country graduati ons whi ch w thdraw
GSP cover from a beneficiary country with regard to specific products or

sectors. They include products of particular export I1nterest to many devel oping
countries: mneral products, chemicals, fertilizers, plastics and rubber

| eather and | eather articles, footwear, textiles and clothing, wood, jewellery
and precious netals, steel products, consumer electronics, paper, glass and
ceram ¢ products, vehicles and transport equi pnent, optical instrunents, clocks
and nusical instrunents. In addition, full country graduations are increasingly
applied to term nate GSP cover altogether for economcally nore advanced
devel opi ng countries. LDCs are not affected by graduation policies, but a few

| ow-i ncone devel oping countries with | arge supply capabilities have becone mgjor
targets of product graduations. Graduation carries an elenment of uncertainty
whi ch di scourages | ong-term planning and often investnment on the part of
exporters and inporters, in particular as these policies are based on criteria
that can differ wi dely between GSP schenes.

64. Pref erence-giving countries could pronote a nore equitable distribution of
benefits if graduation nmeasures were acconpanied by efforts to stabilize, if not
to increase, the total value of GSP schenes through expandi ng coverage and
reduci ng GSP rates for the renmai ning beneficiaries. The total value may be
measured in ternms of custonms revenue forgone and the anmount of trade that
received GSP treatment. Furthernore, the application of graduation on the basis
of criteria that are nore transparent and objective in their requirements woul d
help to reduce adverse inpacts on the effectiveness of the GSP as a devel opnent

i nstrument.

(c) Non-trade-related conditionalities

65. A nunber of preference-giving countries |ink GSP benefits nore and nore to
compliance with social, humanitarian or other conditions that are not related to
trade. These conditions are applied to LDCs in the sane way as to other
beneficiaries. The range of practices and circunstances which can trigger the
wi t hdrawal of benefits Is rather wi de.!® Sone preference-giving countries have
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established a Iink between social or environmental conditions and GSP benefits
by granting additional special incentives if beneficiary countries conply with
these conditions. The additional incentives require a formal application by
beneficiaries. The special GSP preferences for devel oping countries in sub-
Saharan Africa under the proposed African Growth and Opportunity Act of the
United States would be granted only to those countries that have established, or
are maki ng continual progress towards establishing, a market-based econony.

66. The wi de-rangi ng non-trade-related conditionalities applied by major
schemes curtail GSP benefits, apart fromintroducing el ements of uncertainty and
reciprocity into the GSP. Preference-receiving countries have characterized
these conditionalities as inappropriate when attached to what, in effect, is a
trade assistance programe that traditionally requires no reciprocal action by
beneficiaries. The greatest possible restraint in the use of non-trade-rel ated
conditionalities would help to preserve GSP benefits in line with the original
multilaterally agreed principles of UNCTAD Conference resolution 21(11).

(d) Rules of origin

67. Restrictive rules of origin continue to limt GSP benefits considerably.
In particular, restrictive rules may work against the further integration of
production in preference-receiving countries in the international val ue-added
chain. Few preference-giving countries offer full and gl obal cunul ation that
extends to suppliers fromall beneficiary countries, nor is the all owance of
donor-country content a standard feature of all schenes. Expanding the
opportunities for full and global curmulation woul d serve to encourage trade
anong these countries by enabling conplenmentarities in production capabilities
to be exploited and greater advantage to be taken of internationa

speci alization. At the sane tine, the adoption of donor-country content
provi si ons woul d encourage trade and industrial cooperation between enterprises
I n preference-giving and preference-receiving countries.

(e) Stability and predictability

68. The uncertainty that stenms frominsufficient stability and predictability
of many GSP schemes mlitates against |ong-term planning by inporters and
exporters who m ght hesitate to engage in the cost of |aunching a new product on
the market of the preference-giving country and investing in new plant and

equi prrent. The lack of certainty that particular products will remain within a
specific scheme can conpound the uncertainty as to how long the schenme itself
w ll continue to exist. Achieving greater stability and predictability would be

inportant for attaining the investnent and industrialization objectives of the
schenmes and enhancing the utilization of the GSP.

(f) Speci al neasures for LDCs

69. Where GSP schenmes grant the same product coverage for LDC and non-LDC
beneficiaries, LDCs are also faced with the exclusion of many non-tropical and
tropical agricultural products, natural -resource-based products and certain

i mport-sensitive manufactured articles. The exclusion of inport-sensitive
manuf actures is particularly damagi ng for LDCs as nost of them have little
conpetitive supply capabilities in other industrial sectors. In 1996, inports
of textiles and clothing subject to duties of 5 per cent or nore fromLDCs into
the United States anpbunted to $1.3 billion. In many excluded sectors, inports
of products subject to duties of at least 5 per cent from LDCs are under major
GSP schenmes snall, and often negligible, in value, pointing to a |ack of
conpetitive supply capabilities. GSP coverage would pronote price
conmpetitiveness and facilitate further diversification into these sectors (annex
tabl e 10, which does not yet, however, reflect the inprovenents introduced in
1997 by the United States and the European Union). Recent inprovenents in
product coverage under sonme schenes that have extended coverage in the
agricultural sector, in particular, my be carried further. Preference-giving
countries may consider their possibilities of granting duty-free access to al
products wi thout restriction in order to address effectively the problem of

mar gi nal i zati on and pronote greater integration of LDCs into the Internationa
trading system Furthernore, LDCs have on many occasi ons expressed the w sh
that saf eguard neasures should not be applied against their exports.
Preference-giving countries, for their part, have pointed to the |inkage between
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provi ding the wi dest possible GSP product coverage for LDCs and retaining the
possibility of applying safeguards in unforeseen circunstances.

70. Stringent and conplex rules of origin carry considerable econom c risks
for LDCs as experience shows that many of these countries have difficulty in
managi ng such rules correctly and effectively. The further relaxation of the
conpl ex adm ni strative procedures in favour of LDCS, together with the flexible
adm ni stration of docunentary and shipnent requirements, especially the
abolition of the direct consignnment rule, would help themto enhance their
utilization of GSP benefits. Myreover, adapting origin requirenents to the
production capabilities of LDCs is essential to enhance GSP benefits for these
countries. Thus, "double jump"” or even "triple jump" requirenents to establish
the origin of garment exports seriously constrain such exports fromthose LDCs
whi ch have no adequate supply capabilities for production inputs such as yarn or
fabric. Where GSP certificates of origin are issued incorrectly, inporters in
preference-giving countries beconme technically liable for unpaid inport duties,
and will have recourse to the exporters who bear the responsibility for the
invalid certificates. Recent cases have denonstrated that such a recourse can

i nvol ve sizeabl e suns of noney, apart fromthe risk of |osing overseas custoners
with potentially disastrous consequences for the industry concerned.

71. Preference-giving countries, for their part, have clained that the
potential to provide w der product coverage and avoid safeguard action in the
case of LDCs depends on rules of origin which ensure that benefiting products
have effectively originated in LDCs.

Chapter 1V
BUI LDI NG CONSENSUS ON NEW POLI CY | NI TI ATI VES

72. Aut ononmous i nprovenents at national |evels may be conpl enented by a
consensus anong preference-giving countries on new policy approaches which aim
at further enhancing the pronotional inpact of trade preferences, adapting
preferences to the new tradi ng environnment and providing for greater uniformty
I n design and application.

A. Enhanci ng burden sharing

73. Those preference schenes which offer relatively nore favourabl e market
access conditions have a proportionately greater propensity to induce
preferential inports than schemes which by conparison are | ess generous. Hence,
preference-giving countries with schenmes that are conparatively nore generous
are likely to bear a relatively greater "burden"” in ternms of inports and inport
penetration. Preferential inports could be distributed nore equally anong donor
countries through continued efforts on the part of conparatively nore
restrictive preferential schenes to inprove their preferential narket access
conditions, 1 n particular product coverage and preferential margins, with a view
to "catching up" with other donors. A nobre equal distribution of preferenti al

i mports could also reduce the risk of exposure of individual preference-giving
countries to unbal anced increases of inports under their preference schenes.

Mor eover, burden sharing anmong donor countries would facilitate the extension of
speci al concessions in favour of LDCs by devel opi ng countries and economes in
transition. Consultations anpong preference-giving countries nmay serve to
pronote burden sharing. It is notable that in the GSP debate, liberalization is
perceived as a "burden" while the econom c benefits of liberalization, including
uni l ateral market-openi ng neasures, are enphasized in nunerous international
institutions and forunms such as the WO and t he | M.

B. Devel opnent -friendly operation of preferential schenes

74. The range of trade policy neasures used as tools to protect donmestic

mar kets i s apparently wi dening, and increasingly incorporates measures other
than the traditional tariff instruments such as anti-dunping duties and sanitary
and phytosanitary regul ations. Moreover, the recent Asian financial crisis
coul d strengthen protectionist tendencies in major markets if devaluations in
Asi an countries trigger increased inflows of cheap products fromthese
econom es. Against this backdrop, there is a risk that graduation neasures,
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non-economni ¢ conditions and rules of origin associated with trade preference
schenmes may increasingly be applied with a protectionist intent.

75. A devel opnent-friendly inplementation of preferential schenmes which avoids
protectioni st features would hel p beneficiary countries to exploit the ful
potential of existing preferences, and inject greater security into the planning
of exports and investments at the enterprise level. To adjust to surges in

i mports as and when they occur, preference-giving countries can only have
recourse to safeguard actions in line with the relevant WIO provi si ons which, by
their very nature, are tenporary expedients. Such renedial neasures would
require proof of a causal relationship between inports and injury, or threat
thereof, to local industry.

C. Li beralization and graduation: an alternative approach

76. The GSP, like other unilateral trade preferences, represents a nove, even
if limted and unbal anced, towards freer trade and the w deni ng of opportunities
for the exploitation of conparative advantage. Accordingly, graduation m ght be
consi dered as a measure that involves a roll-back of liberalization. Rather
than applying graduation, a nore appropriate approach in a liberalizing
multilateral trading system would appear to be to freeze GSP rates until they
are matched by reduced MFN rates at which point in time the GSP woul d no | onger
apply. Where product graduations had been envi saged, GSP rates woul d be frozen
for the products in question, while all GSP rates would be frozen at their
current levels in cases where the intention was to graduate a country as a
whol e. Preference margi ns woul d decrease in keeping with the progress of
liberalization on an MFN basis. Beneficiary countries that were being phased
out fromthe GSP would no | onger benefit from extensions in GSP product coverage
that m ght occur during the transition period.

D. GSP_and ot her preferences in _new areas

77. Sonme preference-receiving countries have indicated their interest in
pursui ng further the concept of enlarging the scope of GSP to enbrace trade in
services and investnment, in line with the extension of the nultilateral trading
systemto such new areas, the progress of globalization and |iberalization, and
the increasing i nportance of the services sector for devel oping countries
econom es and investnent. These new areas might, in their view, offer a
substantial and interesting potential for revitalizing the GSP and adjusting it
to new econonic realities.

78. A nunber of preference-giving countries have expressed strong doubts that
the GSP could be applied to the areas in question. Barriers to trade in
services, for instance, take the form of regulations rather than neasurable
tariffs or other quantifiable parameters. It would therefore be difficult to
identify a set of preferences that could be given automatically to devel oping
country exporters. Mre study is required if concrete and practicabl e proposals
are to be drawn up, including studies of preferential neasures within regional
agreenents in such areas as trade in services and sanitary and phytosanitary
regul ati ons.

E. G eater alignnent of LDC preferences

79. GSP schemes and other unilateral trade preference schenes of devel oped
countries present a rather fragnented picture due to major differences with
regard to product coverage, preference margins, the criteria on which they base
maj or policies (e.g. graduation, non-econon c conditionalities, safeguard-type
measures), and the design and application of rules of origin. The resulting
conpl exity places heavy demands on weak institutional and managerial capacities
of LDCs and their exporters. To reduce transaction costs and enhance the
utilization of trade preferences by LDCs, preference-giving devel oped countries
mght aimto give all LDCs simlar preferential treatnent and equa
opportunities in their markets. Likew se, devel oping countries that are

pl anning to introduce special preferences for LDCs m ght decide to align their
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preferences as far as possible through mutual consultations on key issues such
as the stability and predictability of their schenmes, the scope of product
coverage, preference margins, rules of origin, and safeguard measures.

Mor eover, as suggested in the WIO Action Plan for LDCs, donor countries could
study the feasibility of binding preferential tariff rates for LDCs.

F. Har noni zation of preferential rules of origin

80. There is a growing array of different sets of preferential rules of origin
wor | dwi de. Besides the origin rules of GSP schenmes and other unilateral trade
preferences, a great number of contractual sets attached to reciprocal trade
arrangenents are applied. For instance, the United States and Canada have each
about six different sets, while the European Union has nore than 14 in
operation. Conpliance with these rules by exporters is becom ng increasingly
conpl ex, entailing high transaction costs. Problens are aggravated by the fact
that the interpretations and applications of these rules often |ack transparency
and predictability. |In the European Union, efforts are currently being nade to
adopt gradually a single set of preferential rules of origin for all the EU s
reci procal trade arrangenents. Simlarly, NAFTA-inspired preferential rules of
OLigin are expected to be adopted in the negotiations for the establishnment of
the FTAA.

81. The WIO Agreenent on Rules of Origin has put in place a work progranme
with the objective of harnonizing non-preferential origin rules, and work under
this Agreement is already advancing. A Comon Declaration Wth Regard To
Preferential Rules of Origin is attached to the Agreenent, but only sets out a
few basic technical and procedural guidelines for the application of
preferential rules. The harnonization of such rules has not been attenpted, nor
does the Common Decl aration address the crucial issue as to whether and to what
extent preferential rules of origin my be used as an instrument to pursue trade
policy objectives. |In practice, such use is w despread, in no small part for
protectioni st purposes, but also for the advancenent of |egitimte devel opnent
obj ectives. Major exanples of "devel opnent-friendly" use are cunul ation
provisions in support of the integration of nore devel oping countries into

I nternational production and trade or nore favourabl e donestic content
provisions for LDCs.

82. In the case of contractual preferential rules of origin, considerable
political resistance to harnonization can be expected, as such rules are the
outconme of intensive negotiations that reflect the vested interests of domestic
i ndustries. G obally harnmonized rules could hardly accommdate all the
particul ar trade and econom c interests of partners to numerous different
bilateral, regional and interregional trade arrangenments in a fashion that would
satisfy every interest group concerned. The harnonization of GSP rul es of
origin offers a sonmewhat different perspective. These rules, which are set

uni laterally, are associated with a trade policy instrument based on objectives
that are common to all preference-giving countries. There is a broad consensus
that the harnoni zation of GSP rules of origin would enhance their sinplicity and
transparency and strengthen the effectiveness of the GSP. The UNCTAD

I ntergovernnental Group of Experts on Rules of Origin, which net in 1995 in
Ceneva, requested the UNCTAD secretariat to propose a harnoni zed set of GSP
rules of origin to menber States for their consideration and adoption, once the
WIO Technical Committee on Rules of Origin had achieved its objectives! The
conclusion of the work of the WIO Technical Committee would offer the
opportunity to reconsider the issue wthin UNCTAD.

G Special and differential (S&D) treatnent for devel oping countries: need
for a new concept

83. The GSP and other unilateral trade preferences constitute a particul ar
case of S&D treatnment extended by devel oped to devel opi ng countries.
Accommodati ng current devel opnents in the area of unilateral trade preferences
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within the framework of nmultilateral rules on S& treatnent is becom ng an
increasingly difficult and conpl ex task. The Enabling Cl ause does not all ow
preferential treatnment on a selective basis, while free trade areas are required
to inplenment full reciprocity, covering substantially all trade anong
participants (Article XXIV of GATT). Increasing recourse to GATT wai vers does
not offer a solution that is practicable in the I onger run.

84. Thus, the changing international trading environnent calls for new, nore
differentiated and fl exi bl e approaches towards S&D treatnent that woul d support
the gradual integration of devel oping countries into the world econony in |iIne
wi th individual devel opnent, financial and trade needs, and admi nistrative and
institutional capabilities. Mre flexible provisions could, for instance,

aut hori ze asymetrical free trade areas which would not require full
reciprocity, thereby pronoting the integration of LDCs and other structurally
weak econonmies into the expanding web of regional and interregional trade
arrangenents as inportant vehicles to salvage them from marginalization. Such
provisions would facilitate the conclusion of differentiated post-Lomé
arrangenents with a tailor-made nmi x of non-reciprocal and reciprocal concessions
that respond to particul ar devel opnment needs. Mre flexible provisions could
al so provide a |l egal base for unilateral trade preferences offered by devel oped
countries to regional sub-groups of devel oping countries, such as speci al
preferences of that kind in favour of sub-Saharan African econom es. A new
round of multilateral trade negotiations, which has been suggested by sone,
woul d of fer an opportunity to search for, and agree on, new concepts.

ENDNOTES

1. Australia, Belarus, Bulgaria, Canada, Czech Republic, European Union,
Hungary, Japan, New Zeal and, Norway, Pol and, Russi an Federation, Sl ovaki a,
Swi tzerl and, United States.

2. For a detailed analysis, see "Policy options and proposals for the
revitalization of the GSP', report by the UNCTAD secretariat (TD/ B/ SCP/ 13) and
table 2 in Addendum 1.

3. See, for instance, S. Page and M Davenport, "Effects of the GATT Uruguay
Round on devel opi ng countries", Overseas Devel opnent Institute, m neo, 1994.
According to this study, preference erosion wuld have reduced exports of
devel opi ng countries by 0.1 per cent, of ACP countries by 1.5 per cent and of
LDCs by 1.7 per cent in 1991. However, certain countries appeared to suffer
consi derably higher |evels of export contraction, e.g. Ethiopia (5.9 per

cent), Malawi (5.3 per cent), Guyana (4.8 per cent), Mzanbi que (4.6 per

cent), and Janmica (3.2 per cent).

4, See "Q@uidelines for the negotiation of new cooperation agreenments with the
African, Caribbean and Pacific (ACP) countries”, Comunication from tk
Conmi ssion to the Council and the European Parlianent, Brussels, Decenmber 1997.

5. See European Comm ssion, "Conmm ssion Comrunication to the Council
reconmendati on for a Council decision authorizing the Comm ssion to negotiate a
devel opnent partnership agreenment with the ACP countries”, Brussels, 28 January
1998.

6. See "The Libreville Declaration adopted by the First Summit of ACP Heads of
State and CGovernnent”, Libreville, Gabon, 7 Novenmber 1997 (ACP/28/051/97 FINAL).

7. See also chapter 111, section B,1,(b),(ii).
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8. The tables are contained in a separate statistical annex
TD/ B/ COM 1/ 20/ Add. 1.
9. Data for 1996 and 1995 are those of Canada, the European Union (including

Austria, Finland, Sweden), Japan, Norway, Switzerland, the United States and
Pol and. Data for 1976 cover the same preference-giving countries, with the
exception of Poland and the addition of Australia, New Zeal and and Hungary.
The avail abl e data account for nost of the GSP inports.

10. They include, in particular, violation of internationally recognized

| abour rights; the practice of child | abour; shortcom ngs in custons control
on exports or transit of drugs; failure to conply with international
conventions on noney |aundering; inadequate protection of intellectual
property rights; application of unreasonabl e export practices such as

subsi di zation; or application of trade distorting investment practices.

11. See "Report of the Intergovernnental G oup of Experts on Rules of Origin”
(TD/ B/ SCP/ 14 - TD/ B/ SCP/ AC. 1/ 3), 1995.



