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INTRODUCTION

The IBSA (India, Brazil and South Africa) came into being in
middle of 2003 with the meeting of the heads of Governments of
thethree countries on the sidelines of the Evian Summit. A meeting
of the foreign ministers of the three countries at Brasiliain early
June of 2003 quickly followed this.

After Cancun ministerial of WTO in September 2003, the need to
build a coalition of large, industrialized and increasingly
sophisticated emerging economies was felt with greater urgency.
The primary reasons for this, both political and economic, can
roughly be summarized thus:

- Need for building sustainable alliances for multilateral trade
negotiations in the WTO.

- Increasing convergence on issues like trade in services,
agriculture, non-tariff barriers (NTBS) to trade and intellectual
property rights (IPR).

- Needtodevelop alternative sources of technology and increase
business-to-business contacts.

- Coming together as a pressure group to enhance energy
security.

It was felt then and even now that the IBSA dialogue has the
potential to emerge as a platform that can build a sustainable
alliance to protect the interests of large emerging economies in
Asia, Africaand South America. The urge to involve the largest
emerging country, China, in the process came somewhat |ater
and with good reasons, as has been argued later. Indeed the
distancing of Chinathat has become apparent in recent times, as
we will argue subsequently, is also not surprising and is to an
extent because of the same reasons which prevented it from being
part of the original grouping.
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But to get back to the need or relevance of the IBSA dialogue, it
increasingly became apparent that the devel oping country grouping
G-15, formed in 1989, was not an effective bargaining group
representing the third world. The reason has been the diversity
among its members, which made coordinated action extremely
difficult. In contrast, afar more viable option was the formation of
IBSA with hopefully Chinajoining in later, asit wasfelt that there
was strong convergence among the four countries on many
economic issues (compared to thelarge diversity of political issues).
It was hoped that the IBSAC could serve asthe role model for the
third world community at large by building asustainable dialogue
on major policy issues on the lines of the present G-8, build
busi ness-to-business contacts and collaborate on technology. This
potential supremacy of IBSAC (India, Brazil, South Africa and
China) over the G-15 needs a closer scrutiny.

This current paper will however focus on the role of IBSAC asa
bargaining coalition in WTO. The paper contends that given the
goals of its constituents and their weaknesses this coalition will
work best when the goals are modest. It also argues that China
cannot be expected to adopt acommon stand with IBSA for along
period of time and will go its own way sooner rather than later.
Before we classify the constituents by their goals/ objectives and
weaknesses, wefirst take alook why aconsolidated IBSAC looks
So attractive.

The IBSAC asemerging powers

Few observers doubt that the coming years will observe a shiftin
the balance of economic power, whether it be measured in terms
of sharein global trade or domestic GDP. The tables that follow
show how this balance of economic power whether seen in terms
of sharein global trade or global output will be altered. Table 1.1
clearly showsthat the share of total global tradefor IBSAC (barring
South Africa) would rise, while the relative importance of the EU
and the US is expected to decline.
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Table 1.1: Global Trade Scenario of select countries (2003)

Country Total Trade# | Current Tradeas | Expected Share
(billion USD) | % of World Trade| in 2015

India 157 0.9 13

China 715 4.4 6.2

Brazil 131 0.8 11
SouthAfrica| 66 0.4 0.3

EU 2180 13.6 10.7

us 2170 13.5 13.2

Source: various WTO-UNCTAD Documents
# - Total Trade (Exports and Imports) for goods and services.

Tables 1.2 and 1.3 indicate how the IBSAC economies increase
their relative importance in the world astheir sharein world GDP
go up. Impressive growth rates are predicted especially for China
and India by several studies and future projections.

Table 1.2: GDP Scenario of Select countries (constant prices,
year 2000)

Country GDP | AverageAnnual | Current Share | Expected Share
(2003) | expected GDP | inWorld GDP | inWorld GDP
Growth (2003) (2015)
(2004-2015)
(billion USD)
India 600.6 6.1% 1.64% 2.3%
China 1370 6.5% 4.02% 5.8%
Brazil 510 4.0% 1.51% 1.6%
SouthAfrical 160 3.5% 0.47% 0.5%
EU 9796 2.0% 28.81% 25.5%
us 10652 2.3% 31.32% 29.0%

Source: WDI and Goldman-Sachs (2003)

The point could be further stressed with Table 1.3, which shows
that the contribution of IBSAC in the world economy looks even
more impressive when adjusted for real consumption and
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investment. Indeed China’s economy in PPPterms comes closer to
the samefor the entire EU combined. Indiatoo has emerged asthe
fourth largest economy, after USA, Chinaand EU. It will be very
difficult for othersto ignore this critical mass.

Table 1.3: GDP - Purchasing Power Parity Scenario

Country GDPin 2003 | AverageAnnual | GDP as% Expected
(billion USD) | expected GDP | of World GDP | Share
Growth (Current) inWorld
(2004-2015) GDP
(2015)
(Percent)
India 2660 6.1 5.5% 7.7%
China 6000 6.5 12.5% 18%
Brazil 1340 4.0 2.8% 3.1%
South Africa 412 35 0.9% 0.9%
EU 9500 2.0 19.7% 17.8%
usS 10000 2.3 20.8% 19.3%

Source: World Bank Documents

Thefactorsthat combineto makethe | BSAC countriesthe primary
drivers of global growth are the following:

- High rates of economic growth especially in Chinaand India

as these countries mature into industrial economies

- Large investment into higher education (especially in China
and India) in previous decades bear fruit to create ahuge critical
mass of highly developed human resources

- Demographic shift in IBSA (not China however) towards a
relatively more ‘young’ society, whilethe opposite happensin
the EU, US and Japan.

IBSAC as a Source of Demand

Oneimportant factor that lendsany coalition somestrengthinWTO
negotiations is the present and future attractiveness of their
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domestic markets. Concessions offered are dependent on the value
of concessionsobtained. Inthisregard IBSAC performsquitewell.

Where capital goods and services are concerned, high rates of
economic growth, especially in India and China, are expected to
drivedemand for infrastructure goods and services. Indiaand China
(and along with Brazil to alesser extent) are expected to become
the primary consumers of many capital goods industries based in
the EU, US and Japan. The importance of IBSAC as markets has
increased quite substantially over the last decade. Equally
importantly, as the economies that constitute IBSAC turn
increasingly service-oriented, they also become an important
market for services, an area where developed countries have an
advantage.

In thefield of consumer goods and services, it is expected that an
increasingly young population, exposed to global influences, would
drive consumption patterns in IBSAC countries. Coupled with
reduction in tariffs across the world, this will result in IBSAC
countries becoming major marketsfor global brandsand consumer
goods. The higher aspiration levels of the young will accelerate
this trend, while an increasingly older US, EU and Japan will
become relatively less attractive and saturated markets.t

However asthe developed countrieslook at IBSAC asalarge and
increasing source of demand, they are also mindful of the fact that
the latter are fast climbing the technology ladder and as a host of
high technology sectors especially services, they are in direct
competition with the most advanced devel oped countries. Thishas
led to the current surge in outsourcing in both manufacturing and
services. A large educated pool of labor ensures that businesses
look at IBSAC as centers of global production in a number of
sectors. Relatively cheaper skilled human resources in IBSAC
countries make them centers of global excellencein many areas of

! There are around 803 million people below 40 years of age in IBSAC as compared to
192 Million people in EU, US and Japan in the same category.
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technology intensive production process. As communication
technology has improved, such trends have been reinforced. It is
now accepted that IBSAC countries have started to make the
transition from being low cost manufacturing and service bases
into more sophisticated, knowledge and technol ogy |ed economies.
A key factor that makes this possible is the fast spread of tertiary
education.?

Disadvantages vis-a-vis the Developed Countries

While on paper the IBSAC looks impressive as a group, the ties
that bind them together are not as strong as those binding the EU
and NAFTA. Firstly, ascompared to IBSA C the high-income highly
industrialized countries are largely into intra-industry trade and
thus trade mainly among themselves. Simply put, the OECD
member countries are broadly the largest markets and suppliers
for each other’s products. Thus asagroup it isto be expected (for
example) that the EU and the US would be closer to one another
(evenif mutual differencespersist). Thisisnot yet truefor IBSAC
and indeed members of the IBSAC on occasion have seen each
other more asrivals/ competitors, battling for the same markets.
Thusthere is a possibility of breaking the coalition by promising
any of the partners asop in the form of an FTA.

Before proceeding further, it would not be out of place to look at
each of the constituent economies of IBSAC to see where their
strengths and weaknesses lie before examining what kind of a
coalition may be formed and what would be the coherence of this
formation when it comes to WTO negotiations.

Individual Profile of IBSAC Constituents

The IBSAC economies can be broadly classified into two groups.
Thefirst group consists of Brazil and South Africawhilethe second

2 Indeed there are 338 million college-educated persons below the age of 40in IBSAC as
compared to the corresponding figure of 127 million in G-7.
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group is formed by India and China. The reasons behind this
classification will be made clearer after looking at the countries

separately.
Brazil

Table 1.4 gives some details about Brazil’s macroeconomic
performance in recent times. While the statistics reveal modest
performance on the GDP front, they have to beread in the light of
Brazilian experience prior to 1994 when hyperinflation (not
necessarily accompanied by growth) was the norm. As with most
Latin American countries especially in the 1980s, Brazil
experienced high inflation combined with low growth in this
decade. The plan that ultimately succeeded (after several plans
had failed) in curbing this high rate of inflation was the ‘Real’
plan, which had as one of its components the opening up of the
Brazilian economy including reformsin the capital account. This
wasinstrumental in keeping inflation down by alowing for imports
that could compete with domestic production and thus put a
downward pressure on prices. The undesirable outcome was the
high interest rate regime that had to be maintained so asto sustain
the value of the Real vis-a-visthe dollar.

Table 1.4: Select M acroeconomic Indicators of the Brazilian
Economy

Select Variables 2000 | 2002 | 2003
GDP per capita growth (annual %) 3 1 -1
GDP per capita, PPP (constant 2000 international $) | 7366 | 7480 | 7360
GDP per capita (constant 2000 US$) 3538 | 3560 | 3510
Inflation, consumer prices (annual %) 7 8 15
Agriculture, value added (% of GDP) 7 6 6
Industry, value added (% of GDP) 28 21 19
Services, etc., value added (% of GDP) 65 74 75
Exports of goods and services (% of GDP) 11 15 17
Imports of goods and services (% of GDP) 12 13 13

Source: World Development Indicators (various issues)
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As compared to the 1980s, rate of inflation has been extremely
modest and external orientation increased asthe export-GDP ratio
has gone up from 7.8 percent in 1994-95 to over 15 percent in
2004-05. A significant proportion of thisincrease is explained by
arisein high technology exports, which moved from 4.75 percent
in 1994-95 to 19 percent in 2001. But since real interest rates
remained high, and this in effect discouraged investment away
from investing in manufacturing into financial assets.

Of the four IBSAC economies, Brazil’s economic situation is
arguably the most vulnerable to external shocks, which given
capital account convertibility remains susceptible to adverse
sentiments even when the policy makers follow sound policies.
This was evidenced both during the Russian meltdown (1998) as
well asthe Argentinean crisis (2002) when international investors
become wary of investing money in al emerging markets. The
other concern of ballooning debt given high interest rates has not
aggravated to the extent feared (external debt actually fell from $
241.5 billion in 1999 to $ 201 hillion in 2004 even as nominal
GDP rose from $ 532 billion to $ 572 billion in the same period).
Brazil isforced to run up afavourable current account balance to
service its debts, the surplus being US $ 10.42 billion in 2005.

South Africa

Select macroeconomic variables on South Africa are provided in
Table 1.5. Itisgenerally agreed that South Africahas managed its
post-apartheid economic upheaval squite well, by combining goals
of redistribution (given the economic disparity between the two
communities) as well as economic stabilisation in a sceptical
international environment. The strategy used to bring order iscalled
Growth, Employment and Redistribution (GEAR), which was
implemented from 1996 onwards with the following components:

- Reducing the budget deficit

- Easing the debt burden

- Improving the collection of taxes
- Privatising state assets
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- Eliminating government dis-saving

- Increasing government investment on infrastructure

- Reducing the household and corporate tax rates

- Reducing government consumption expenditure as a
percentage of GDP.

Table 1.5: Select Macroeconomic Indicators of the South
African Economy

Select Variables 2000 | 2002 | 2003
GDP per capita growth (annual %) 1 2 1
GDP per capita, PPP (constant 2000 international $) | 9434 | 9750 | 9774
GDP per capita (constant 2000 US$) 2910 | 3002 | 3026
Inflation, consumer prices (annual %) 5 9 6
Agriculture, value added (% of GDP) 3 4 4
Industry, value added (% of GDP) 31 32 31
Services, etc., value added (% of GDP) 66 64 65
Exports of goods and services (% of GDP) 29 34 28
Imports of goods and services (% of GDP) 26 30 26

Source: World Development Indicators (various issues)

Unlike Brazil, South Africahad never experienced hyper-inflation
and thus stabilisation of pricesviadeviceslike maintaining afixed
exchange rate which may call for high-interest rate policies was
never followed. Budget deficits and public debt have declined and
inflation is also much lower than the same during mid-nineties.
Real interest rates have also declined after peaking in 1998. The
rand has al so started to strengthen vis-&-visthedollar. On the other
hand, the problem of unemployment is acute; with the current rate
around 30 percent (some estimates suggest it is higher than 40
percent). Inequality too is very high with a GINI coefficient of
59.3, where the lowest 20 percent of the popul ation gets 2.9 percent
of all incomewhile the highest 20 percent receives 64.8 percent of
the income. The current account balance too is negative at US $
9.6 billion in 2005.
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India

The macroeconomic variables on India are provided in Table 1.6.
Unlike the above economies and like that of the Chinese economy,
which will be described later, Indiais not presently occupied with
the problem of economic stability; it is economic growth that is of
paramount importance. India has grown faster than either South
Africaor Brazil (Chinaof course has experienced higher economic
growth). Thiseconomic growth isand hasbeen export-led since 1991.
Whileinflation worries and rising unemployment have been matters
of concern for policy-makers, India has never been confronted with
either hyper-inflation (like Brazil) or of unemployment rates of over
30 percent (like South Africa). India's per capitaGDPislowest among
the IBSAC economies but income-distribution as measured by the
GINI coefficient (32.5 percent) is the best among IBSAC members
with the richest 20 percent of the population receiving 4.9 times the
income of the poorest 20 percent. While India faces a BOT deficit
(US $ 13.19 hillion in 2005), it enjoys a comfortable foreign
exchange position on account of the investments made by foreign
ingtitutional investors, private transfers (remittances) as well as
Foreign Direct Investment (FDI) intheform of acquisitionsof Indian
companies by overseas investors. This lends stability to the rupee
without India having to take recourse to high interest rates.

Table 1.6; Select Macroeconomic Indicators of the Indian
Economy (current prices)

Select Variables 2000 2003 2004
Real GDP growth (%) 3.9 8.6 6.9
Nomina GDP (US $ billion) 457.3 | 560 691.2
Per capita GDP (US $) 450 540 620
Inflation rate (%) 3.8 3.2 5.3
Share of agriculture (%) 24.6 22.8 21.1
Share of industry (%) 26.6 26.4 27.1
Share of services (%) 48.8 50.7 51.7
Share of exportsin GDP (%) 13.9 14.9 19.1
Share of importsin GDP (%) 14.6 164 225

Source: World Development Indicators (various issues)
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China

The macroeconomic variableson Chinaareprovidedin Table 1.7.
Like Indiaand unlike Brazil and South Africa, Chinais an export-
led growth economy. Asthetable reveals, its economic growth is
the highest of all the economies. Likewise India, inflation rate is
onthelower sideand it hasacomfortable BOP position with current
account balance in 2005 being US $ 129 billion. Thus interest
rates do not have to be raised to maintain stability of exchange
rate. Indeed, China is actually charged of keeping its exchange
rateartificially low. Income Inequality in Chinaislower than both
Brazil and South Africa but higher than India with a GINI
coefficient of 44.7 percent. Therichest 20 percent of the population
receive 10.7 times the income of the poorest 20 percent of the
population.

Table 1.7: Select Macroeconomic Indicators of the Chinese
Economy

Select Variables 2000 2003 2004
Real GDP growth (%) 8.4 10.0 10.1
Nomina GDP (US $ trillion) 12 1.6 1.9

Per capita GDP (US $) 930 1270 1500
Inflation rate (%) 21 2.6 6.9

Share of agriculture (%) 14.8 12.6 13.1
Share of industry (%) 49.3 46.0 46.2
Share of services (%) 35.9 41.5 40.7
Share of exportsin GDP (%) 23.3 29.6 30.4
Share of importsin GDP (%) 20.9 27.4 31.4

Source: World Development Indicators (various issues)

ThePriorities of IBSAC Countries—A Digoint Set?

On a casual inspection of the tables, the division of IBSAC into
two groups - ahigh growth but low-income group and alow-growth
but high-income group seems natural. Thefirst would comprise of
China and India while the latter would comprise of Brazil and
South Africa.
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However, as this paper will argue that a grouping of India, South
Africa as well as Brazil, i.e. IBSA is more stable and coherent
than IBSAC (which would include China). In spite of similarities
with China, Indiain the medium term will go with South Africa
and Brazil rather than with China.

Thereasonsare not far to seek. Of all the four economies, Chinais
by far the largest and most competitive economy. It hastheleast to
fear fromtotal freetrade scenario. Indeed, employment and growth
dependscritically on the opening up of devel oped country markets.
At the same time the products that it exports are also produced by
other low cost economies.

Thisisfar lesstruefor IBSA. For Indiathe opening up of devel oped
country markets may be welcome as this would boost exports and
thereby employment and growth. But a reciprocal opening up of
the domestic market especially in agriculture is fraught with the
risk asIndiaisnot as cost-competitivein several agricultural items.
Thus a surge of imports in this sector could cause distress to a
large number of farmers putting their livelihoods at risk. Thisis
because the percentage of the labour force employed in agriculture
isjust short of 70 percent as opposed to its contribution to GDP,
which is now close to 20 percent. Thus India' s interest in special
and differential treatment (SDT) aswell aslessthan full reciprocity
(LTFR) in NAMA stems from both its strengths as well as
weaknesses.

This is true for Brazil and South Africa as well. For Brazil,
enhanced exporting opportunities mean a more favourable BOP
position. This being the case Brazil can follow a less restive
monetary policy to keep its currency, the Real, stable at a lower
rate of interest. This would mean that the Real plan would be in
place (and Brazil’ s decade |l ong experience with economic stability
would continue) while lower interest rates would encourage
investment with positive implications for income growth and
employment. Given Brazil’s competitive edge in agriculture this
isobviously one area where Brazil would like trade talks to make
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progress. Itisalso oneareawhereIndiafeelsvulnerable. However
if the IBSAC or IBSA incorporates SDT, then India’'s concerns as
well as Brazil's interests can be taken care of. In the same vein
LTFR treatment in NAMA can ensure that India and Brazil are
able to expand exports where they are able and resist a surge of
imports in sectors that may be considered strategic or politically
sensitive.

South Africa’s interests too can be said to be for LTFR treatment
when it comes to NAMA. While increased export opportunities
are welcome, given the resource-intensiveness of South African
exports, itsimpact on employment islimited unless agricultureis
opened for trade. Here increased market access in developed
countries along with SDT enablesit to form a coalition with both
India and Brazil. As neither Brazil nor South Africais low wage
economiesthey will not be export-driven economiesin the medium
term. Ceteris Paribusexportslead to abetter BOP situation, which
allow for liberal monetary policy, thereby encouraging investment
viaalower interest policy. Likethe casein India, policymakersin
South Africa fear total and complete openness because they fear
its adverse implications on the economy through a worsening of
BOP and the same on the exchange rate. The concern is on its
impact oninflation in particular and economic stability in general.
Thus in spite of the obvious structural differences of Brazil and
South Africa with the Indian economy, a coalition with India on
these grounds appears stable.

China on the other hand does not fear trade openness except for
sectors like automobiles, which is protected for strategic reasons.
What it fears is the cutting off or curtailment of markets for its
industrial products, which would certainly mean the tapering off
of economic growth and employment, as this sector constitutes
the largest sector of its economy. In comparison with IBSA
economies, services constitute the largest sector of their economy.
Thus|BSA’sdependence on external marketsisthat much limited;
and they would be that much | ess susceptible to devel oped country
pressure. Even when services constitute a major export item (as
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IT and IT enabled services does for India), the nature of thisisin
the form of outsourced services that increases corporate incomes
unlike the export of items like textiles and apparel that would eat
into domestic industry’s market share and profits. Here apowerful
and coherent voice against protectionism would come from the
developed countries corporate sector itself (HT, March 21 2006).

Thusthis paper will argue that IBSA as opposed to IBSAC isafar
more coherent group when it comes to WTO negotiations as its
interests coincide given the agenda that seeks to free trade
asymmetrically with the developed countries having to concede
more on market access than developing countries and LDCs will
have to.

This monograph is organized along the following line. The
following chapter deals with the trade profile of the IBSAC
countries. Thisis followed by a discussion on the evolution of a
developing country alliance at the WTO negotiations. The genesis
of IBSAC and the phenomenon of growing regionalism are
analysed then. The possible emergence of IBSAC asanegotiating
coalition at the WTO forums is discussed next. The chapter is
followed by an analysis on the potential role of agrouping called
IBSAC-plus in WTO negotiations. Finally the monograph
concludes by summing up the findings.
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INDIA, BRAZIL, SOUTH AFRICA AND
CHINA: A TRADE PROFILE

I ntroduction

Thevoice of the IBSAC countries, beit jointly or unilaterally, has
been more audible in the WTO negotiating forums over the last
couple of years, the major motive behind which isto enhancetheir
current level of global market share. Since early nineties, thetrade
openness of all IBSAC countries, wheretotal tradeis expressed as
a percentage of their GDP, has increased considerably. However,
as seen from Figures 2.1 — 2.4 in the following, the penetration
levelsof theindividual IBSAC countriesin the world market over
the last decade have differed considerably.

Looking at the experience of the IBSAC countries in case of
merchandise exports from Figure 2.1, it is observed that while
Brazil's global market share had declined during late nineties,
the same has shown an increasing tend over the last couple of
years. South Africa witnessed a similar decline in its global
market share in late nineties, which was reversed marginally
only during 2004. India has experienced a moderate export
growth over the years, reflected in a marginal increase in its
global market share; while the same of China has increased
tremendously during the same period. On the average, the annual
global merchandise export of Brazil, China, India and South
Africa has increased by 8.80, 17.91, 12.15 and 6.78 percent
respectively over 1994-2003.
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Figure2.1: Trendsin Global Market Sharefor Export of Goods
—IBSAC
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The merchandise import scenario for the IBSAC countries could
be seen from Figure 2.2. A picture similar to the export trends
emerges here aswell. While the market share of Brazil fluctuated
during the entire period and declined marginally in recent years,
South Africais showing anincreasing trend for the last two years.
India’'s global import share on the other hand has grown in a
consistent manner over the period. However, itisonce again China,
who has more than doubled its global sharein thisregard aswell.
On the average, the annual global merchandise import of Brazil,
China, Indiaand South Africahasincreased by 7.82, 17.96, 14.32
and 10.81 percent respectively over 1994-2003.
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Figure2.2: Trendsin Global Market Sharefor Import of Goods
—IBSAC
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Looking at the market share of IBSAC countriesin service export
from Figure 2.3, we can see that while the relevant figures for
Brazil and South Africa have increased to some extent, the same
for Chinaand Indiahaveincreased considerably. Infact, the change
is more pronounced in case of India. On the average, the annual
global service export of Brazil, China, Indiaand South Africa has
increased by 10.54, 14.61, 21.87 and 9.90 percent respectively
over 1994-2003.
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Figure 2.3: Trends in Global Market Share for Export of
Services—IBSAC
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Figure 2.4: Trends in Global Market Share for Import of
Services—IBSAC
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It is observed from the import scenario for trade in services
presented in Figure 2.4 that the market share of Brazil and South
Africa has slightly declined over the period under consideration.
On the other hand, China and India have more than doubled their
market share, implying gradual opening up of their respective
domestic markets. On the average, the annual global serviceimport
of Brazil, China, India and South Africa has increased by 6.05,
17.56, 18.58 and 7.46 percent respectively over 1994-2003.
Interestingly, among the IBSAC countries, while the export and
import growth rate of merchandisetradeishighest in case of China,
the same is highest in case of Indiafor services trade.

The Trade Direction

A negotiating alliance of countries could be greatly cemented if
backed by a trade bloc among partners. A trade bloc is however
easier to form among natural trade partners. In the following, we
look at the trade direction of the IBSAC countries, by focusing on
the trade among themselves, among the members of the newly
formed bargaining coalition G-20 and the same involving Quad
countries (Canada, the EU, Japan and the US). Looking at the
multilateral negotiating scenario in the recent period it has been
observed that the question of liberalization of agricultural subsidies
has emerged as the biggest stumbling bloc for successful
completion of the Doha round. The Quad countries are the major
violators in this regard, with high values of Producer Support
Estimates (PSE) prevailing in their domestic agricultural sector
(WTO annual report, 2003). It can be argued that a falling
importance of the Quad countriesin their trade basket would allow
the IBSAC countries to negotiate more effectively with them for
obtaining higher access in these developed country markets. On
the other hand, a high value of intra-G-20 or intra-IBSAC trade
would strengthen the tie between them further. In order to
understand the attractiveness of the Chinese market for other three
IBSAC partners, weincludethe share of Hong Kong for their intra-
IBSAC trade as well, since a considerable proportion of Hong
Kong's trade ultimately finds its way to China. In Tables 2.1 —
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2.4, we present the trade direction of the IBSAC countries with
major global players.

Table 2.1 shows the trade direction of Brazil. It is observed that
while the importance of EU (25) and US in the export basket is
quite high, the shares of Canada and Japan are much lower in that
comparison. A similar picture is observed in case of imports. The
Quad countries asawhole still account for around fifty percent of
trade, both in case of exportsand imports. Theimportance of intra-
G-20 trade has increased over the years, mainly owing to the
presence of China and several Latin American countries present
in the latter bloc. Likewise the increase in intra-IBSAC trade can
also be explained by the increasing trade with China. The
importance of China, India and South Africa is increasing in
Brazil’s trade basket.

Table2.1: TheEvolving M erchandise Trade Dir ection of Br azil

(Percentage)
Trade partners Export Import
1996 | 2000 | 2004 | 1996 | 2000 | 2004
Canada 1.06 1.02 1.26 2.44 2.02 1.48
China, PR 2.33 1.96 5.72 2.21 2.29 6.20
EU (25) 27.63 | 27.62 | 2544 | 26.77 | 25.77 | 24.28
Hong Kong, China| 0.91 0.86 0.81 0.64 0.67 0.57
India 0.39 0.39 0.69 0.35 0.50 0.90
Japan 6.38 4.47 291 5.14 5.28 4.60
South Africa 0.62* | 0.55 1.09 0.78* | 0.42 0.43
USA 1950 | 2451 | 21.39 | 22.27 | 23.16 | 18.27
Quad 5457 | 57.62 | 51.00 | 56.62 | 56.23 | 48.63
Intra-G-20 26.11 | 2519 | 27.87 | 23.86 | 24.38 | 29.35
Intra-IBSACH# 4.25 3.76 8.31 3.98 3.87 8.10

Source: Calculated from WITS Data
* - South African Customs Union
# - Including Hong Kong, China
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Likethe case of Brazil, it is observed from Table 2.2 that EU (25)
and US aretill quiteimportant factorsin the trade basket of PRC.
Likethe case of Brazil, the proportion of exportsto Quad countries
is still more than fifty percent, but the same for imports has gone
down significantly over the last decade. A very moderate increase
isnoticed in case of China'sintra-G-20 and intra-IBSAC trade. It
isfurther observed that India simportancein the export and import
basket hasgone up in recent years. While Brazil’ssharein China's
import basket has increased in recent years, it seems there exists
enough scope to enhance Sino-South African trade.

Table 2.2: The Evolving Merchandise Trade Direction of
People’'s Republic of China (PRC)

(Percentage)
Trade partners Export Import
1996 | 2000 | 2005 | 1996 | 2000 | 2005
Brazil 051 | 049 | 063 | 1.07 | 0.72 | 151
Canada 107 | 127 | 153 | 1.85 | 167 | 1.14
EU (25) 13.87 | 16.37 | 18.76 | 14.49 | 13.86| 11.15
India 045 | 063 | 1.17 | 052 | 0.60 | 1.48
Japan 2045 | 16.72 | 11.02 | 21.02 | 1844 | 1521
South Africa 0.46* | 041 | 050 | 0.48* | 046 | 0.52
USA 1768 | 20.93 | 2142 | 1164 | 994 | 7.39
Quad 53.07 | 55.29 | 52.73 | 49.00 | 43.91 | 34.89
Intra-G-20 550 | 639 | 749 | 6.68 | 819 | 11.03
IntrarIBSAC 141 | 152 | 231 | 207 | 178 | 352

Source: Calculated from WITS Data
* - South African Customs Union

Table 2.3 shows the trade direction of India. EU (25) and US are
still the single largest trading partners, although the trade share of
PRC is fast increasing. The importance of Quad countries in the
trade basket has declined over the years, especialy in case of
imports. Although trade with Brazil still remains at a low level,
the same with South Africahas somewhat increased over theyears.
The growing intra-G-20 trade shows the growing importance of
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developing countries in its trade basket. Intra-IBSAC trade has
also increased, but the major proportion of theincrement could be
explained by its trade with Hong Kong, China and PRC.

Table2.3: TheEvolving M erchandise Trade Direction of India

(Percentage)
Trade partners Export Import
1996 | 2000 | 2004 | 1996 | 2000 | 2004
Brazil 040 | 051 | 082 | 039 | 029 | 0.71
Canada 105 | 147 | 1.02 | 080 | 0.79 | 0.70
China, PR 184 | 187 | 664 | 193 | 297 | 6.20
EU (25) 26.51 | 2398 | 21.54 | 26.89 | 21.06 | 17.15
Hong Kong, China|5.56 | 593 | 455 | 0.82 | 169 | 157
Japan 599 | 403 | 251 | 559 | 365 | 2.88
South Africa 096* | 0.70 | 1.19 | 0.84* | 2.02 | 1.98
USA 1960 | 2090 | 1651 | 9.24 | 597 | 6.26
Quad 53.16 | 50.37 | 41.58 | 42.52 | 31.47 | 26.99
Intra-G-20 896 | 880 | 14.70 | 10.35| 9.26 | 13.30
IntrasIBSAC # 876 | 9.00 | 13.20 | 398 | 6.97 | 10.46

Source: Calculated from WITS Data
* - South African Customs Union
# - Including Hong Kong, China

Table 2.4 shows the trade direction of South Africa over the last
decade. It is observed that the importance of EU (25) in South
Africa’'s trade, especially in imports is quite consistent.
Furthermore, it is observed that the importance of Japan and US
has increased in South Africa’'s export basket over the years.
Overall, trade with Quad is more than fifty percent both in case of
exportsand imports. However, the trade with devel oping countries
isalso ontheriseasintra-G-20 trade aswell asintra-IBSAC trade
has increased over the years. Like the case of India, a major
proportion of intra-IBSAC trade, especially inimports, isexplained
by its trade with PRC.
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Table2.4: The Evolving M erchandise Trade Direction of South
Africa

(Percentage)
Trade partners Export Import
1996 | 2000 | 2005 | 1996 | 2000 | 2005
Brazil 1.18 067 | 0.68 | 098 | 1.10 | 2.38
Canada 0.78 073 | 0.75 | 084 | 093 | 0.70
China, PR 0.80 111 | 291 | 215 | 3.72 | 899
EU (25) 35.37 | 28.74| 36.01 | 44.42 | 40.35| 38.09
Hong Kong, China | 2.60 108 | 1.25 | 1.62 | 1.04 | 0.70
India 1.05 123 | 249 | 097 | 095 | 2.00
Japan 8.62 448 | 1096 | 781 | 7.96 | 6.75
USA 9.62 798 | 1041 | 1295| 11.90 | 7.90
Quad 54,39 | 41.93| 58.13 | 66.02 | 61.14 | 53.44
Intra-G-20 1186 | 796 | 1320 | 7.79 | 10.32 | 19.31
Intras|BSAC # 5.63 409 | 733 | 571 | 6.80 | 14.08

Source: Calculated from WITS Data
# - Including Hong Kong, China

Composition of Trade

In order to understand the feasibility of IBSAC as an effective
bargaining coalition, we next focus on their trade compoasition, in
order to check the similarity in trade patterns. In Tables 2.5 and
2.6, we look at the changing composition of merchandise and
service export and import figures of the IBSAC countries for two
years— 1990 and 2003. It is observed from Table 2.5 that only in
case of Brazil the importance of food export still remains very
high. For all other economies, the importance of the same is
declining. Agricultural raw materials export is at alow level for
all four IBSAC countries. In case of fuel export, interestingly, while
the share of Chinainitsoverall export basket goesdown, the same
for all other three countries goes up, the change being quite marked
for South Africa. For South Africa, the export of ores and metals
has increased particularly. The share of manufacturing is almost
the same in case of Brazil for the two years quoted here, and the



Debashis Chakraborty & Dipankar Sengupta

changefor Indiaisaso limited. However, thereisamarked increase
inthe share of manufacturing exportsfor South Africa, while China
has increased its share to ninety two percent over the last decade.
Clearly thewillingnessto boost the export of manufacturing sector
will be a major element of commonality among the negotiating
stances of the IBSAC countries.

Table 2.5: A Comparison of the Structure of Merchandise
Export and Import - IBSAC?

(Percentage)
Export
Country Food Agricultural | Fuels Ores Manu-
raw and factures

materials metals
1990 2003| 1990 2003 | 1990| 2003 | 1990 | 2003| 1990| 2003
Brazil 28 |29 |3 4 2 5 14 |8 52 |52

China* 1 |4 - - 6 3 - - 80 |92
India 16 (11 |4 1 3 6 5 4 71|77
SouthAfrical 7 10 |3 6 10 |9 19 |36 |58

Import

Country [1990| 2003| 1990| 2003 | 1990 2003 | 1990 | 2003 | 1990| 2003
Brazil 9 7 3 2 27 16 5 3 56 72
China* - - 4 7 - - 84 82

5 2
India 3 6 4 3 27 |32 |8 4 51 |54
SouthAfrica| 8 5 2 1 1 12 |1 2 75 |70

Source: World Development Indicators and WITS

* - For China's export and import, we show the 1992 and 2003
figures. Whileit'sagricultural raw materials and ores and metals
export jointly accounted for 3.69 and 1.15 percent during 1992
and 2003 respectively; the corresponding figuresfor importswere
7.16 and 8.27 percent in that order.

3 The World Development Indicator does not provide a comparable data on Peoples
Republic of China. Therefore the figure presented here has been calculated from
WITS data.
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Looking at the merchandise import figures from the lower panel
of the table, we can see that manufacturing again constitutes a
major proportion of the merchandiseimport basket of all theIBSAC
countries. Therefore it seemsthat, like exports, the countries will
have amajor interest in ensuring NAMA reform at a pace, which
suits their development interest best. The importance of fuel
imports comes next. Interestingly although the figure is highest
for India, South Africa has registered a sharp rise in that category.
The importance of fuel import has increased in case of China as
well. The fact that South Africa is the only net energy exporter
country among IBSAC members, can significantly enhance the
intra-IBSAC trade volume in that category as well as the
cohesiveness of the negotiating alliance.

The composition of the service export and import of the IBSAC
countries is shown by Table 2.6. In the export basket of all four
countries, the importance of insurance and financial services is
lowest, and theimportance of Transport serviceismoderate (lowest
in case of India). Interestingly, while the importance of travel
serviceshasgonedownin case of Brazil and India, it hasincreased
in caseof Chinaand South Africa. Infact, travel service constitutes
thelion’s share of South Africa’s export basket in recent years. On
the other hand, the importance of ITES and other commercial
services has increased in case of Brazil and India, while it has
gone down in case of Chinaand South Africa. In case of imports,
itisobserved that like exports, contribution of travel services, ITES
and other commercial servicesis relatively higher than the same
for other two sub-sectors, although the contribution of travel
servicesisincreasing for all countries. However, asin the case of
exports, theimportance of insurance and financial servicesimport
isstill lowest, although agrowing trend isnoticed in case of Brazil
and China. Perhaps that commonality can be utilized in future
negotiating forums.
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Table 2.6: A Comparison of the Structure of Services Export
and Import - IBSAC

(Percentage)
Export
Country | Transport Travel Insurance Computer,
and infor mation,
Financial communication
Services and other
commercial
services
1990 | 2003 | 1990 | 2003 | 1990 | 2003 | 1990 | 2003
Brazil 364 | 192 | 373 | 258 | 3.1 5.1 23.2 | 49.9
China 47.1 | 170 | 302 | 375 | 3.9 1.0 18.7 | 14.4
India 20.8 | 109 | 338 | 125 | 2.7 15 427 | 75.1
SouthAfrica 21.6 | 19.7 | 558 | 66.6 | 10.8 | 5.0 119 | 87
Import
Country |1990 | 2003 | 1990 | 2003 | 1990 | 2003 | 1990 | 2003
Brazil 444 | 248 | 224 | 156 | 2.7 9.0 30.5 | 50.7
China 789 | 332 | 114 | 277 | 23 8.7 7.4 30.3
India 575 | 341 | 6.6 132 | 58 3.7 30.1 | 48.9
SouthAfrice 40.2 | 46.0 | 315 | 334 | 116 | 88 16.7 | 11.8

Source: World Development Indicators

The success of atrade bloc depends on the pre bloc internal trade
trends, i.e., the natural inclination of the members to trade with
each other. Although the major focus of the paper ison the potential
of IBSAC asanegotiating coalition and not asatrade bloc, a brief
note on the trade potential of the four countries from an Indian
perspectivewill not beirrelevant here. It has been observed by the
RGICS study (2005) that the trade potential between the IBSA
countriesisquite high. It hasfurther been noted that extending the
cooperation to thefield of tradein services and investment would
be quite beneficial for IBSA countries (RIS, 2006). Similarly
looking at the potential of the Sino-Indian FTA, Sagib and
Chakraborty (2005) had concluded that there exists a high trade
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potential for the proposed bloc. Perhaps the potential would be
realized at a faster rate once the tariff reform in the post bloc
formation period is introduced.

A Note on Tariff Profile of IBSAC countries

The analysis of trade is however incomplete without looking at
the tariff structure of a country. Annex 2.1 summarizes a cross-
country overview of tariff reform of IBSAC countries and select
WTO membersover the last fifteen years. It isobserved that while
in case of Brazil, China and South Africa the tariff barriers, both
in terms of the simple average and weighted average tariff have
significantly gone down, the extent of the same has been moderate
for India. As discussed in later parts of the paper, this puts India
surely in adefensive position at theWTO negotiationson NAMA.
Furthermore, the high proportion of international peaksin the tariff
schedule is another problem areafor the country. Moreover, it has
been noted by various studies from time to time that Indiais one
of the countries with highest applied tariff ratesin the world and
severa trade barriers (Das, 2003), with considerable degree of
tariff escalation for various sectors. It isobserved from Annex 2.2
that while the extent of tariff escalation, both in developed and
developing countries, is a major area of concern; India is
particularly in a weak spot on this issue as compared to other
IBSAC members. To stressthe points further, Annex 2.3 provides
the sectoral applied and bound tariff rates. The tariff water, i.e.,
gap between the two rates is maximum for India in most of the
cases, and hencethe pressure on it in subsequent negotiating forums
would be obvious. Thethreetablestaken together make the danger
clear for Indiain no uncertain terms. Clearly while it stands to
gain from the multilateral tariff reform in general and the reform
in case of food products, textileitems and metal productsin Brazil
and food products and textilein South Africain particular; domestic
tariff reform is not going to be an easy exercise. India has aready
entered into trouble over thetariff reform under Indo-ASEAN FTA,
asitsoffer was not enough to please the South-East Asian countries
(BS, June 20 2006).
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Stated alternatively, the state of events implies introduction of a
substantial reform on India’s part for successfully launching
IBSAC, either as a trade bloc or as a bargaining coalition at
multilateral level. It can still partially protect its market by
following a ‘negative list’ approach within the group, i.e., by
mutually agreeing to exclude certain number of sectorsfrom tariff
reduction commitments. However, even in that case, the greater
the number of sectors India attempts to exclude from IBSAC
negotiation, the higher has to be the concession being offered in
theincluded sectors, which again may not be an easy exercise. For
instance, opening the domestic agricultural sector would beamajor
challenge; asBrazil and South Africawill be particularly interested
in ensuring greater access in agricultural products, given their
membership in Cairns group. On the other hand, China will be
particularly interested in increasing access in the Indian market
for industrial products. However, asunderstood from India’ srecent
decision to keep agriculture and textile out from the reduction
commitments under Indo-ASEAN FTA (HT, April 11 2006), itis
not likely to compromise with domestic compul sionson both fronts.
Therefore arriving at an IBSAC trading bloc might not be an easy
exercise.
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THEWTO NEGOTIATIONS TOWARDSA
DEVELOPING-COUNTRY ALLIANCE:
PAST, PRESENT AND THE FUTURE

I ntroduction

Before going into the current state of WTO negotiations and the
role played by developing country coalitions, a brief note on the
devel oping country collaborations during the pre-Uruguay Round
(UR) period and the early days of WTO (or the lack of it) would
not beirrelevant here. Since most of the devel oping countrieswere
motivated by the perceived advantages of import-substitution led
growth theory since late fifties, the excitement over reduction of
tariffsamong them was understandably missing. Thisexplainstheir
lower participation level during the early GATT rounds. Instead
of the GATT forums, they preferred discussions on trade and
development issues at UNCTAD through developing country
groupings like G-77, where India and Brazil were quite active
(Draper and Sally, 2006). However, the bid of developed countries
to bring agriculture, TRIPS and services under GATT during the
UR brought devel oping countries out of their reverie, and Indiain
late eightiestried to oppose the inclusion of servicesunder GATT
in association with Brazil and Egypt (Chisti, 1991: 103). This
initiative led to formation of adevel oping country alliance named
G-10 along with seven other members with similar mindset.
However, the success of the group waslimited and anew group of
20 developing countries (G-20) emerged in the following period.
Interestingly, in order to form negotiating coalition with devel oped
countries, this newly formed group tried to collaborate with G-9.4

41BSAC countries were not part of the G-20 formed during Uruguay Round, although
several members of that group like Indonesia, Pakistan and Thailand later joined the new
G-20 formed in 2003.
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Nevertheless G-20 also failed to gain any major concession
(Blinova et al, 2006: 4). India was also part of the developing
country grouping G-15, established in 1989. The success of G-15
was, however, also limited.

Since the UR period coincided with the adoption of export led
growth strategy by many developing countries since late eighties
and early nineties, the benefits of eliminating tariff and non-tariff
barriers (NTBs) present in developed country export markets
subsequently became apart of the negotiating strategy of theformer
group. Nonetheless, the concept of collective bargaining was not
very popular during thefirst few Ministerial meetings of theWTO,
perhaps because the devel oping countrieswere still inthe learning
stage. In the following we discuss the stream of events during the
first few years of WTO from a developing country perspective.

Singapore Ministerial (1996)

Thefirst Ministerial meeting of WTO washeld at Singapore shortly
after its inception and since several UR issues were yet to be
implemented, the event was relatively less stormy. However, the
decision on Singapore Issues (transparency in government
procurement, trade facilitation, competition policy and trade and
investment) undertaken inthisMinisterial later emerged asamuch
debated issue. The Information Technology Agreement (ITA) also
signed in Singapore, which talked about tariff elimination on trade
in information technology productsin an MFN basis, remained a
relatively low-key incident. Although at the Ministerial, labour
standard related concerns and impact of regional trade
arrangements (RTASs) wasraised, the devel oping countries did not
play apro-activerole, perhaps owing to thefact that the Ministerial
declaration promised to safeguard their development needs:

“.. we recall that the WTO Agreement embodies provisions
conferring differential and more favourable treatment for
developing countries.. We acknowledge the fact that developing
country Members have undertaken significant new commitments,
both substantive and procedural, and we recognize the range
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and complexity of the efforts that they are making to comply
with them. In order to assist them in these efforts, including
those with respect to notification and legislative requirements,
we will improve the availability of technical assistance under
the agreed guidelines.” (paragraph 13).

Indiaand several other devel oping countriesformed anegotiating
collaboration before the Ministerial, named Like Minded Group
(LMG). The negotiated agenda of the group included highlighting
the high cost of the UR commitments and the unrealized promises.

Geneva Ministerial (1998)

The second Ministerial meeting of WTO, which coincided with
the fiftieth anniversary of GATT, witnessed the signing of the
Global E-Commerce Agreement, and discussion over several
implementation issues. The developing countries again played a
broadly submissive role, perhaps because they hoped that the
unfulfilled promises made during UR would soon be fulfilled, as
the Ministerial declaration expressed concern over the
marginalization of LDCsand small economiesandimplicitly raised
the possibility of launching of a new round in future:

“Werecall that the Marrakesh Agreement Establishing theWorld
Trade Organization states that the WTO ... may also providea
forum for further negotiations among its Members concerning
their multilateral trade relations, and a framework for the
implementation of the results of such negotiations, as may be
decided by the Ministerial Conference.” (paragraph 9).

However, inthefollowing period, the devel oping countries started
slowly becoming more pro-active at the multilateral negotiations.
This happened owing to several reasons, including frustration
over the slow pace of multilateral negotiation, persistence of tariff
and non-tariff barriers in the developed country markets both in
case of goods and services, rise in the number of WTO disputes
involving developed countries as complainants, concern over
public health, the perceived threat over potential incorporation
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of labour and environmental standard under the wings of WTO
etc.® The devel oping countriesincreasingly felt that the additional
market access granted to the developed countries by agreeing to
include agriculture, TRIPS and services under WTO has not been
commensurate with what they received in return (Debroy, 2005).
On the other hand, defeat in a number of cases at the Dispute
Settlement Body (DSB) involving developed countries as
complainant forced developing countries to open up several key
sectors, which they wanted to do in a slow manner.® This was
perceived by the devel oping countries as a breach of the Special
and Differential Treatment (SDT) they were supposed to receive,
and active negotiation at the WTO forums wasrightly identified
as a way out.” India maintained a close association with G-15
during this period on SDT provisions (Gibbs, 1998).

Seattle Ministerial (1999)

Before Seattle Ministerial, a number of developing country
coalitions emerged in the WTO forum (Narlikar, 2003). First a
group named ‘ Friends of the Development Box’ cameinto being
which talked about freeing trade in agriculture. No IBSAC
country was part of it. Second, another group called * Friends of
Geographical Indications’ emerged with India as a key member
country.® The negotiating agenda of the group becomes obvious
from its name. Third, a negotiating group on services involving

5 For a discussion on the factors behind India’s move towards proactive approach, see
Chakraborty and Sengupta (2005).

6 See Chaisse and Chakraborty (2006) for a detailed account of the WTO cases involving
India.

7 Before the Seattle Ministerial, India submitted a total of twenty-four preparatory notes
to the General Council of WTO, explaining its position and demanding modifications in
various WTO agreements. The Indian submissions included proposals on unilateral trade
measures taken by several members, technology transfer, misuse of subsidy and
countervailing measures, ensuring the working of the agreements on textile and clothing
in the interest of developing countries and TRIMS.

8 India’'s membership in this group was only too natural as it got involved in the famous
basmati debate with a US firm at that time.



IBSAC (India, Brazil, South Africa, China)

Brazil, India and other devel oping countries, namely G-24, was
formed. The group stressed the need for retaining flexibilities
for the developing country members so as to respond to their
domestic economic need.

The Seattle Ministerial was expected to formally launch a new
round of negotiations in accordance with the Geneva declaration
(known as millennium round at that time).® However, instead of
addressing the unfulfilled UR promises at Seattle, as expected by
developing countries, the developed countries tried to focus on
Singapore Issues (Sl), labour and environmental standards etc. in
the discussion. As a result, for the first time a weak developing
country solidarity was noticed among the members, ultimately
leading to the failure of the Ministerial. Although jubilant over
the outcome, India accepted that devel oping countries also failed
to gain from the process: “.. we cannot gloat over it because we
have pinned our hopes on institutions and implementation. India
took aleading role in deciding those issues, in formulating those
issues, but, at the Conference, we could not achieve anything. So,
from this point of view, it is an opportunity lost.”*° The stream of
eventsled Indiato demand that another Ministerial meeting should
be convened only after arriving at a broad consensus among
members on major issues, and inclusion of any new trade issue
should be put in the discussion agenda only after realization of the
UR level of market access.™

9 WTO released a note before the Ministerial on 28 June 1999, which fueled this view.

19 |ndia and the WTO, Vol. 1, No. 11-12, 1999, pp. 4-5 (Excerpts from the Commerce &
Industry Minister Murasoli Maran’'s reply to the short-duration discussion on the Seattle
meet in the Rajya Sabha on 9 December 1999).

1 Before Doha, India broadly raised concerns covering broadly three areas - (a) issues
pertaining to non-realisation of anticipated benefits (e.g. Agreement on Textiles and
Clothing and Agreement on Agriculture), (b) inequities and imbalances in some of the
agreements like TRIPs, Subsidies and countervailing measures, Anti-dumping etc, (c)
non-operational and Non-binding nature of SDT. India and the WTO, Vol. 3, No. 6-7,
2001, pp. 3-9.
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Doha Ministerial (2001)

TRIPS and concern over public health could have been a major
bridge-maker for developing countries at Doha. In mid-2001 the
conflict between theright of the patent-holder (usually adevel oped
country company) and the public health policy of a developing
country emerged as a major trade issue when on the face of HIV/
AIDS epidemic, South Africa decided to import a generic (and of
course much cheaper) version of the patented medicinefrom Cipla,
an Indian firm, through The Medicines and Related Substances
Control Amendment Act. However, South Africa had to terminate
this process, faced with objections from a number of developed
countries.> Much perturbed with the stream of events, the African
countries raised the issue at the WTO. This led Indiato submit a
joint proposa on ‘TRIPs and Public Health’ to WTO before the
Doha Ministerial in association with 46 other developing
countries.®* The proposal demanded that the WTO should ensure
that the TRIPs Agreement does not infringe upon the sovereign
right of the membersto formulate their own public health policies
and adopt measures for providing aff ordable access to medicines.

Although the devel oping countries obtained several opportunities
to come closer through various forums before the Doha
Ministerial,'* any strong negotiating alliance among them was
still not forthcoming. The groups formed before Seattle
Ministerial was still active, and India as a part of the LMG
presented its views on variousissues before Doha (ICTSD, 2001)

2 The concern over access to affordable medicines was shared by other international
forums as well. “The World Health Assembly’s (WHA) annua meeting in May 2001
devoted substantial attention to the lack of access to essential drugs... A special session
of the UN General Assembly on HIV/AIDS in June 2001 addressed the role of global
trade policy in affecting the availability of low cost generic drugs and national
manufacturing capacities.” Dasgupta (2003), pp. 33-34.

13 India’s Communication to WTO with African and other developing countries dated 29
June 2001 (IP/C/W/296). Brazil and South Africa were among the partner countries.

1 For instance, a few days ahead of Doha Ministerial, India presented its views on key
issuesin an informal meet of WTO Trade Ministers held in Mexico City. ‘ Indiareaffirms
position on WTO issues at Mexico meet’, India and the WTO, Vol. 3, No. 9, 2001.
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in Geneva. The issues highlighted by LMG included SDT in
TRIPsand public health provisions, exclusion of Singaporeissues
and labour standards from the negotiation agenda at Doha etc.
On the relationship between trade and environment, the group
was skeptical about the EU agenda and therefore was not at all
willing to go forward in a hurry.

At Doha, although the stage was set for a major devel oped-
developing country battle, it never happened owing to the
absence of a strong negotiating collusion among developing
countries. The developed countries were keen to launch a new
round at the Ministerial, with the support extended by several
developing countries in this regard. In addition, developing
countries like Chile and Costa Rica wanted inclusion of Sl in
the agenda for discussion. India opposed both the issues
claiming that before launching of a new round, the promise on
realization of the UR commitments must be fulfilled (Singh,
2001), but managed to gain little in the absence of active support
from other developing countries. Finally, India accepted the
joint Ministerial declaration after developed countries agreed
to respond to its concerns (due importance to implementation
issues; inclusion of aseparate declaration on TRIPS and Public
Health; discussion on market accessissuesin agriculture, with
focus on SDT for developing countries; acknowledgement of
the importance of ensuring free movement of natural persons
in servicetrade etc.) in the Doha Development Agenda (DDA).
Needless to add, in the absence of a concerted effort, the
developing countries failed to stretch the level of gain further.
For instance although the then Minister of Commerce of India
noted that, ‘ In sum, the Dohamandate will not in any way harm
us, on the contrary, we have substantial gains', the extent of
the gains has been debated (Anant, 2003).%°

15 India and the WTO, Val. 3, No. 10-11, 2001, pp. 1-2 (Statement by Mr. Murasoli
Maran, Minister for Commerce and Industry — in the Rajya Sabha on 21/11/2001 and in
Lok Sabha on 21/11/2001 — Regarding the Fourth Ministerial Conference of the WTO).
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The Road from Doha to Cancun

Theeventsat Dohastressed the fact that how adevel oping country
could influence the negotiating agenda of the WTO provideditis
ableto act strategically. Perhaps the lesson was not missed by the
developing countries altogether, as several issueswere frustrating
them in the post-Doha period (e.g. - increasing instances of anti-
dumping cases, back-loading of import quotas in textile and
garment productsetc.). Since 2002 the liberalization of agricultural
trade, primarily in the EU market, cameto the forefront asamajor
concern for devel oping countries. Responding to this concern, the
EU in late 2002 offered tariff cuts on agricultural products by 36
percent as part of WTO negotiation,® but the proposal wastermed
asinadequate by various quarters.t” Based on the member country
submissions between March and December 2002, a draft on the
modalities of agricultural negotiations was prepared by Stuart
Harbinson, the Chairperson of Agricultural Negotiations on
18 December 2002. The Harbinson Draft, intended to look for
compromises that are necessary to reach afinal agreement during
the transitory phase, was reviewed during January-March 2003,
but failed to generate enthusiasm among members.

In June 2003, EU again promised revision of the ongoing farm
support policy by de-linking bulk of direct payments with
production.t® Although the proposal did not necessarily reduce

16 However, the move was not an open-ended one. “The cuts in subsidies and tariff are
conditional on similar cuts from other developed countries, particularly the US. The US,
Canada, Japan, Australia and the 15 EU members would also cut export subsidies by 45%
and domestic subsidies as part of the deal.”, http://news.bbc.co.uk, 16 December, 2002.

17 Critics pointed out that although certain reduction commitments were made in export
subsidies for wheat, oilseeds, olive oil and tobacco; diary products and sugar industries
were completely bypassed. In March 2003, US also expressed dissatisfaction over the EU
offer, which lacked any proper time-bound commitment in reduction of export subsidies.

18 The new proposal involved merging of most of the old premiums paid under the CAP
into a ‘single farm payment’ independent from production and linked to compliance with
environmental, food safety and animal welfare standards. The single farm payment was
supposed to enter into force in 2005, although member states were allowed to apply for a
transitional period until 2007. However Naik and Singh (2003) pointed that, “ ...the changes
will allow most subsidiesto be shifted to the‘ green box’ under the Agreement of Agriculture,
hence considered to be non-trade distorting or minimally trade-distorting.”, p. 59.
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subsidy spending asawhole, it paved astarting point of discussion
inthe upcoming Cancun Ministerial.** Most of the WTO members
cautiously praised this de-coupling proposal, while countries like
Australiawere openly skeptical over its effectiveness.? However,
a drift among EU members over this issue was soon noticed.?
Initiation of a new discussion within EU clearly meant delaying
of the new plan, which particularly disappointed developing
countries and the LDCs. US trade representative Robert Zoellick
also pointed out in a press conference that the success of Cancun
Ministerial was dependent on EU’s ability to reform CAP
successfully.22 Cairns Group, which consisted of several developing
countries with substantial export interest in agricultural products,
also expressed similar concern.

India remained a part of the LMG even in the post-Doha period
and the major demands of the group in 2002 for the upcoming
Cancun Ministeria included carrying out of consultations in a
transparent and open-ended manner, preparing draft Ministerial
declaration on the basis of consensus etc. LMG also demanded
that any new draft on specific issues should be circulated to all
Members well in advance so as to provide them sufficient timeto
consider the circulations.

1% However EU maintained that the negotiation would be successfully completed
only if US and other countries also place their own farm programs on the negotiating
table, “referring to the legislation signed last year that boosted U.S. crop and dairy
subsidy payments by $57.1 billion US from the previous farm bill.”
www.producer.com, July 8, 2003.

2TheAustralian Minister for Agriculture, Fisheriesand Forestry noted that, “ After weeks
of debate and with a mountain of evidence that the CAP needs to change, EU ministers
have adopted what can best be called a marginal and mediocre change.”, _http://
www.affa.gov.au/ministers/truss/rel eases/03/03179wt.html, 27 June 2003.

21 |t was observed that while Sweden, U.K., Denmark, Netherlands and Germany werein
favour of the reforms; France, Spain and Ireland were not very enthusiastic about it.
http://deltafarmpress.com/ar/farming_eu_subsidy_reform_2/, Jun 27, 2003.

2% we' vegot to bring European and Japanese levels (of subsidies) down. The European
cap onwhat’s called the amber box domestic subsidiesthat distort productionis, depending
on exchange rates, about $65 billion, and oursis $19.1 billion so we' ve got to bring that
down and harmonize it.” April 30, 2003.
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Before Cancun, the EU and the US jointly tabled a proposal on
agriculture, which, however, focused rather more on non-
agricultural market access (NAMA) issues. Several developing
countries, led by IBSAC (India, Brazil, South Africa and China)
promptly submitted an alternate plan to WTO demanding
immediate removal of export and production subsidies on
agriculture in developed countries.? This proposal marked the
creation of the G-20 developing country grouping at the WTO.

Cancun Ministerial (2003)

The Cancun Ministerial was supposed to be amid-term stocktaking
of the overall progress of the DDA, with discussion on four
unresolved issues, namely — agricultural liberalization, treatment
of Sl, public health concerns under TRIPS and ensuring SDT to
developing countries, among other topics. However, agriculture
overshadowed al other issues. The EU-US came out with ajoint
draft declaration at the Ministerial, with little promise on lowering
agricultural subsidy level within their territories by a specific
deadline. Developing countries, led by Brazil and India, rejected
the proposition unanimously. The situation set the stage for
consolidation of the developing country negotiating alliance, G-
20, with IBSAC countries as prominent members. No compromise
was reached as, while developing countries considered the
Ministerial Draft text (‘ Derbez Draft’, Document No. (JOB (03)/
156/Rev. 2, dated 13 September 2003) to be another version of the
EU-US draft and stressed on taking the G-20 draft as the basis of
negotiation instead, the EU and US were critical on the Derbez
Draft’s provisions on domestic support. The distancing of both
groups in effect stalled the negotiation process.

Indiawas unhappy with Derbez Draft on three points. First, it felt
that the draft did not acknowledge the developing country
perspective on domestic support in agriculture adequately by asking

2 For the detailed proposal, see India and the WTO, Vol. 5, No. 8, August 2003, pp.
5-7.
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the devel oped countriesto phase them out in atime-bound manner.
Second, while the DDA noted that the negotiations on modalities
involving SI would be initiated only after explicit consensus is
reached among the members on that front, the Derbez Draft on its
own opened the issue. Third, despite being fully aware of the
distorting effect of cotton subsidy given to farmers in developed
countries on their developing counterparts; the draft simply
promised advisory supports to the affected economies for crop
diversification, instead of asking theviolatorsto lower their subsidy
level in the first place. The conflict of interest put a deadlock in
the multilateral negotiation process, athough the newly formed
G-20 kept their discussions on.?

The dissatisfaction among developing countries on agricultural
subsidy reform was instrumental in the formation of another
negotiating forum soon, namely G-33, with the objective to ensure
food security, livelihood security and rural development concerns
of the devel oping countries. Designation of * Specia Products’ (SPs)
and the ‘Special Safeguard Mechanism’ (SSM) was also one of
the major negotiating agenda of this group. Although China and
India were key members of this newly formed group, Brazil and
South Africa did not join. The reason perhaps is that while G-20
was somewhat offensive in nature, G-33 has been defensive in
nature. Hence, the negotiating agenda of the latter was not in line
with the export interest of Brazil and South Africa, who are active
members of the Cairns Group, with prime interest in opening of
agricultural markets.

The July 2004 Discussion at Geneva

The deadlock in the multilateral negotiation was broken in July
2004, when five interested parties (FIPS), namely — Australia,
Brazil, EU, India and US, came forward to participate in a two

2 “On the occasion of the Ministerial Meeting of the G-20 held in Brasilia, on December
11th and 12th, 2003, the Group had the opportunity to meet with Commissioner Lamy to
discussthe present status of the Doha Round and how to move forward in the negotiations
on agriculture.” India and the WTO, Vol. 5, No. 12, 2003.
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week long discussion at Geneva. Brazil and India represented the
interest of developing countries. The FIPSfinally agreed on adraft
announcement (‘July 2004 Draft’, WT/L/579, dated 2 August
2004), which was much comprehensive as compared to the Derbez
Draft in addressing the devel oping country concerns on agricultural
subsidy reform. However, while the members agreed to continue
discussions on modalities, no specific solution was reached. For
instance, in areas like NAMA, it was mentioned explicitly that
reaching a decision has not yet been achieved: “Additional
negotiations are required to reach agreement on the specifics of
some of these elements (para 1, Annex B).” The draft promised to
keep the developing country concerns in mind, and much to the
satisfaction of the African countries (who had representation in
both G-20 and G-33), responded to their concern on cotton:

“The General Council .. wishes to stress the
complementarity between the trade and development
aspects... Members should work on related issues of
development multilaterally with theinternational financial
institutions, continue their bilateral programmes, and all
devel oped countries are urged to participate. In thisregard,
the General Council instructs the Director General to
consult with the relevant international organizations,
including the Bretton Woods Institutions, the Food and
Agriculture Organization and the International Trade
Centreto direct effectively existing programmes and any
additional resources towards development of the
economies where cotton has vital importance (para 1b).”

India and other devel oping countries, through the G-20 and G-33
bargaining coalitions, continued to keep the pressure on the
developed countries for agricultural subsidy reform in 2005. For
instance, the G-20 Ministerial meet declaration (New Delhi, 18-
19" March, 2005) noted the need to, “.. observe necessary
sequencing of issues identified in the “ July Framework” so as to
ensure progressin each of thethree pillars..” .2 The document al so

% ‘G-20 Ministerial Declaration’, available at http://www.commerce.nic.in/wto_sub/
0920/min_decln.htm
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highlighted the slow pace of cotton subsidy reduction and
continuation of tariff escalation in developed countries, apart from
stressing the need to ensure SDT for developing countries for
preserving food security, rural development and livelihood
concerns within their territories. Similarly the G-33 Ministerial
Meeting, (Jakarta, 11-12 June, 2005) talked about the need to
finalizethe guiding principlefor negotiation at the upcoming Hong
Kong Ministerial (December 2005) and al so the need to guarantee
Specia Products (SPs) and the Special Safeguard Mechanism
(SSM) to developing countries. The ministers decided to
collaborate with other devel oping country groupings for ensuring
the latter objective:

“Ministers emphasized that asthisis a Development round, the
objective of the group is to attain an ambitious development
outcome, which would support developing countries’
development needs. Inthiscontext, Ministersstressed their desire
to enhance cooperation with other devel oping country groupings
such astheAfrican Group, ACP, LDCs, and the G20in achieving
these objectives.” %

Hong Kong Ministerial (2005) and beyond

While the Hong Kong Ministerial was not a failure like Seattle
or Cancun and witnessed a closer functioning of the developing
countries, the tangible success has been limited. The members
agreed on the guidelines on trade in services, and on eliminating
all forms of export subsidies by developed countries by the end
of 2013, with the substantial part of it being eliminated by the
middle of the implementation period, i.e., 2010. This came as a
response to the joint demand by G-20 and G-33, asking for a
road map and modalities to remove trade subsidies in three to
six months before the Ministerial (HT, December 15 2005). In
addition, in agriculture, a major developing country group,

26 G-33 Ministerial Declaration’, available at http://www.mission-indonesia.org/modul es/
article.php?ang=en& articleid=277& preview=1
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namely G-110, was formed at Hong Kong.?” Another new
developing country grouping on NAMA, namely — NAMA-11
(with Brazil, Indiaand South Africa as members) wasformed in
this occasion, which negotiated for rapid liberalization of market
accessinindustrial productsin developed country markets. While
the discussions held at Hong Kong resulted in a much more
acceptable Ministerial Declaration (WT/MIN(05)/W/3/Rev.2,
dated 18 December 2005) as compared to the Derbez Draft
circulated at Cancun, the bottom line is that the reduction in
domestic subsidization in agriculture and obtaining desired
market access in Mode 4 of services trade in the developed
country marketsstill remains afunction of the future negotiating
skill of the developing countries.

One reason why the devel oping countries were very composed at
Hong Kong was the fact that on December 6 2005 the General
Council approved to change TRIPS provisions relating to patents
and public health (WTO, December 6 2005). The provision will
formally be a part of TRIPS agreement, when two-third of the
members ratify it by 1 December 2007. Once implemented, this
would mark the first amendment of a core WTO agreement.
Devel oping countrieswere demanding this changefor along time
and hence they heartily welcomed this decision. Similar success
is likely to follow if developing countries continue on a joint
negotiating agenda.

However, thefuture solidarity of devel oping-country negotiating
forums could be questioned as it became clear in Hong Kong
that there is no incentive for countries to graduate out of LDC
status. On the contrary, there is a perverse incentive for some to
moveto LDC status and obtain some concessionsfrom devel oped
countries, as Pakistan attempted to, during Hong Kong ministerial

27 “There was also a coming together of two devel oping country groupings, the G 20 and
the G 90 - to form the G 110 - united not in what they wanted to get out of the negotiations
but in their resolve not to be used against each other by the EU and the US”. UK House
of Commons Report, April 2006.
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(Debroy, 2006).28 Pakistan on its part argued that the provision
of preference to LDCs is a magjor concern for the developing
countries at the margin and pointed out that the developed
countries are more concerned with the blame game rather than
delivering meaningful market access to their developing
counterparts.®

The Hong Kong declaration decided that the deadline for
establishment of modalities for Agriculture and NAMA would be
30 April 2006 and comprehensive draft schedules have to be
submitted by members by 31 July 2006. However, the negotiations
on market access progressed slowly during early 2006, and UStrade
reprehensive Rob Portman threatened in early 2006 that the USmight
abandon WTO if other countries do not show more willingness to
open their markets (HT, February 2006). In the subsequent period,
Pascal Lamy, the Secretary General of WTO, during his visit to
Indiaduring early April tried to persuade Indiato adopt a ‘flexible
position’ in market accessissues (mostly NAMA), arguing until and
unless developing countries like Brazil and India agree to offer
something it isdifficult to arrive at adea (HT, April 6-7 2006). As
the April 30 deadline approached, it became increasingly clear that
reaching an agreement by the deadline would be near impossibility.
Although a number of countries held severa bilatera discussions
during that time (e.g. the one between EU and Japan), no specific
agreement emerged out of them. India maintained that unless the
practice of sidelining developing countries in WTO talks is not
stopped, the scenario is not likely to improve (HT, April 26 2006).
Although for a brief while it was thought that the new deadline to
finish the discussion on modalities would be shifted by two months
to June 30 2006, soon such hopes were abandoned.

Thediscussion went on, with the EU submitting adetailed proposal
onsubsidies(HT, May 30 2006), but the progress of the negotiation

2 Pakistan is a member of both G-20 and G-33 developing country groups. It has also
recently become a member of Cairns Group.

2 Pakistan's official documents, available at http://www.wto-pakistan.org/newsl.htm
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still remained limited. For instance, the US refused to bring down
its subsidies (especially in agriculture) further, claiming that their
offer made during October 2005 was yet to get matching response
from other developed countries (HT, May 31 2006). This kind of
blame game (the outcome of which is delayed reform) continued
in the subsequent period as well.

In line with the G-20 and G-33 agenda, India maintained that the
livelihood security of the country would not be negotiated (HT,
June 29 2006). However, the progress of the negotiation was
serioudly challenged, when thetrade ministers of G-6 met in Geneva
during the last week of July where Brazil and India were to push
the G-20 agenda and ask the US to undertake real reform
commitments (HT, July 22 2006). Unfortunately, no progresswas
made at the discussion, following which the trade talks had to be
suspended (HT, July 26 2006a). The USwarned that if no positive
outcome is reached by next six to eight months, liberalization of
world trade would stop for several years (HT, July 26 2006b).
Although the EU acknowledged India's concernsin this period, it
asked India to be more lenient for headway in negotiations (HT,
July 28 2006). To make things worse, US recently threatened to
withdraw the preferential trade benefitsto 13 devel oping countries
under GSP by ordering a review whether to ‘limit, suspend or
withdraw’ it. While several G-20 members came under this list
(including Brazil, India and South Africa), surprisingly Chinahas
been excluded from it (HT, August 9 2006).* Needlessto add, in
such avolatile‘divideand rule’ scenario the developing countries
must negotiate jointly in order to extract tangible market access
benefits from their developed counterparts. In the subsequent
period, to arrive at a compromise solution, international bodies
like |FPRI have recommended that the devel oped countries should
commit a development package for the least devel oped countries
(LDCs). However, the developed countries are yet to show
inclinations to comply with such options (FE, October 17 2006).

% The 13 countries are Argentina, Brazil, Croatia, India, Indonesia, Kazakhstan,
Philippines, Romania, Russia, South Africa, Thailand, Turkey and Venezuela.
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It has been argued that while India has been able to generate a
wide support base to fulfill its objectives through groups like G-
110in short run, it is very difficult to do so in long run (Debroy,
2005). In other words, drafting anegotiating agendasuiting all the
devel oping countries and the L DCs on agriculture, manufacturing
and services would be very difficult, while doing the same by a
smaller group of developing countries at a comparable level of
development is much easier. Draper and Sally (2006) noted that
the 20-odd prominent devel oping countries, mostly G-20 and G-
33 members, arefit to play that role. IBSAC, aproposed negotiating
aliance between India, Brazil, South Africaand China could also
turn out to be one such option, which could be further cemented
through a formal trade bloc as well. In the following part of the
paper, we analyze the possibilities of the emergence of IBSAC as
amajor developing country bargaining coalition.
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Y

IBSAC AND THE GROWING
REGIONALISM:
A RESPONSE TO SLOW PACE OF
MULTILATERAL NEGOTIATION?

RTAsin theWorld

The WTO agreement includes Article XXIV, which lays down
guidelinesfor countrieswilling to be engaged in preferential trade
relationships among themselves. While two or more countries
can enter into such a Preferential Trade Agreement (PTA), they
must ensure that no excluded country faces some new trade
restriction in that process. Apart from trade in merchandise
products, similar option is available to countriesin case of trade
in services as well through Article V of trade in services.
Moreover, through a provision named ‘ enabling clause’, the all-
devel oping-country trade blocs are provided *flexibilities' in the
coverage of sectors under the PTA, the period to phase out the
intra-bloc barriers etc. (World Bank, 2000). It is observed from
Figure 4.1 that the number of RTAs has actually gone up in the
post-WTO formation period, perhaps owing to the urge among
WTO membersto secure an assured market for their exportsgiven
the slow pace of multilateral liberalization. However there could
also be security-related, infrastructure collaboration related and
other similar reasons to go for such RTAs. The willingness to
join RTAs has been alike for both the developed and the
developing countries.®

31 “As of June 2002, only four WTO Members - Japan; Hong Kong, China; Macau,
China; and Mongolia - were not party to a regiona trade agreement”. WTO Annual
Report (2003), p. 37.
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Figure 4.1: RTAs notified to GATT/WTO by their entry into
force
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It has been observed that by 2001, the number of RTAs notified to
the WTO crossed the number of WTO member countries itself,
indicating the popularity of this provision.®> The increasing trade-
inwardness of various blocs, as seen from Annex 4.1, is worth
noting inthisregard. In genera whiletheintra-bloc tradeinvolving
developed countriesis quite high, the same among all developing
country-blocs remained at a low level. India is member of two
blocs shown in thetable (Bangkok Agreement and SAARC) and it
is observed that in both cases increase in trade-inwardness has
been moderate. Apart from trade-inwardness, the complexities
relating to rules of origin (ROQ) and other problems originating
from multiple bloc membership are among other concern areas
(World Bank, 2000; Bhagwati, 2002).

%2 In July 2000, 172 RTAs were in force, while other 68 RTAs were under negotiation
(WTO Committee on RTAs, 2000). “Eighteen RTAs were notified to the WTO in 2003,
increasing the total number of notified agreementsin forceto 193.” WTO Annual Report
(2004), p. 68. On the other hand, Saudi Arabia became the 149" member of WTO on 11
December 2005.
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Themost seriouscriticism against the RTAsisthefact that allowing
selective reform may lead to trade diversion. Whilein some cases
the extent of trade creation might be higher than thetrade diversion
generated inthe process, the possibility of the reverse phenomenon
cannot always be ruled out. The basic objective of establishing
WTO in 1995 wasto raise standards of living and income, ensuring
full employment, expanding production and trade and optimal use
of theworld'sresources. Now tradediversion, i.e., the replacement
of themost efficient global supplier by asupplier located in one of
the member countries of the new bloc goes against this very
principle. Notwithstanding thistheoretical perspective, the current
scenario signifies that a particular WTO member may generally
find RTA participation beneficial for its exports in the short run.

The existing trade policy literature has noted evidence of trade
diversioninblocslike EU (Ghoneiml, 2003); NAFTA (Yang, 1998;
Burfisher et al, 2001; Fukao et al, 2002) and MERCOSUR
(Chudnovsky, Lopez and Porta, 1996; Yeats, 1998; Bohara et al,
2001). Apart from direct trade diversion, the indirect outcome of
RTA formation is the high possibility of substitution of
multilateralism by bilateralism.®® Usually the larger the extent of
trade diversion away from the bloc in question, the lower is the
possibility that its members would engage actively in multilateral
forumsto liberalize global trade further (Krishna, 1998; Foroutan,
1998). However, not all the blocs are equally protectionist. For
instance, APEC follows a nondiscriminatory liberalization
principle, by offering the same tariff preferences to both APEC
membersaswell asnon-APEC partners (Leeand Shin, 2005). The
extension of EU (15) to EU (25) in 2004 and the ongoing
negotiationson Free Trade Areaof the Americas (FTAA) indicates
that the trade-inwardness of these blocsislikely to increase further
in the coming future. The existing blocs and the upcoming ones
will have considerable impact on the future negotiating pattern at

3 “Evenif the conditionswere applied without exception they would not preclude harmful
RIAs: Wholly GATT compatible RIAs can be predominantly trade diverting, excluded
countries can suffer terms-of-trade declines, and institutions can arise that make liberal
policies less likely.” World Bank (2000), p. 109.
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theWTO, since devel oping countries engaged in RTA-relationship
with the EU / US may not be asvocal against them asthe excluded
developing countries at the multilateral forums. The need to cement
the IBSAC partnership through a forma RTA comes from this
perspective. In the following we look into the RTAs / RTA
negotiations involving the IBSAC countries.

India’s outlook toward RTAs*

India’s outlook towards RTAS has evolved significantly over the
last decade. Although India entered into Panchsheel Agreement
with Chinain 1954 and later joined Bangkok Agreement (involving
Asian neighbours) in mid-seventies and Tripartite Agreement
(involving Egypt and Yugoslavia) long back; it kept relying on
multilateral tradeliberalization for obtaining greater market access
upto late nineties (Chakraborty, 2003). Since mid-ninetiesit started
considering the option of joining atrade bloc asatool for enhancing
exports. It first tried to obtain membership of APEC at that time
(Dossand Cabalu, 2000), but APEC members decided to impose a
ten-year moratorium on new memberships at their meeting in
Vancouver in 1997 (Woo, 2005), denying India the opportunity.
Given thefact that most of its major trade-partners were members
of multipleblocs, Indiaslowly became aware of thetrade-distorting
effect of RTAs and started raising the issue at the WTO forums,
mainly on ROO and SPS-TBT concerns:

“It issuggested that the value addition norms of PROsfor RTAS
between developed countries should not be less stringent than
the value addition norm provided under GSP scheme operated
by any of the devel oped country, which isamember of the FTA.
This would ensure similar market access conditions for goods
of GSP beneficiary developing countries vis-a-vis goods of
developed country RTA members. .. putting the provisions for
harmonisation of rules of recognition for SPS/TBT measures
between the RTA Members on a fast track procedure or a
simplified procedure, acts as barriers to exports for non-RTA

34 The section draws arguments from an earlier analysis by Nag and Chakraborty (2006).
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Members. Such fast track procedures are not followed for the
non-RTA membersand, therefore, their goods are denied market
access till such time as the normal and time taking procedure
for non-members are complied with.” %

India sdissatisfaction over themultilateral tradereform since Doha
Ministerial (2001) reached a peak in June 2003, when it lost a
case at WTO DSB on ROOs (DS 243) against the US. From then
on, it started negotiating with several WTO members, spread over
Asia, Africaand Latin Americafor preferential trade arrangements
(Baru, 2003). Its current involvement in RTAs as well as the
ongoing negotiations is summarized in Annex 4.2. The Indo- Sri
Lanka FTA and SAFTA, upgraded from SAPTA, are already
operational; phasing out of customs tariffs with Thailand has
recently started and the Comprehensive Economic Cooperation
Agreement (CECA) with Singapore has recently been signed.
Negotiationsare on for Indo-ASEAN FTA, Indo-GCC FTA, Indo-
MERCOSUR PTA, Indo-Chile PTA and BIMST-EC FTA.
Furthermore, joint study groups (JSG) on the feasibility of FTAs
with China, Japan, Malaysia and South Korea are functioning at
different levels of maturity. A Trade and Economic Framework
Agreement between Indiaand Australia has been signed in March
2006. On July 28 2006, the Indian Cabinet cleared a proposal for
a framework agreement aimed at promoting expansion of trade
and providing a mechanism to negotiate a Comprehensive Free
Trade Agreement (CFTA) with SACU, within a reasonable time.
The possibility of entering into preferential arrangements with
Bangladesh, Egypt and Israel has also been aired on various
occasionsin the past.

However, the benefits from this regionalism drive of Indiaand the
process of partner selection are currently being debated at home.
While it is argued by some quarters that the country is going to
gain most through multilateral liberalization (Agarwal, 2004),
others feel that instead of going to Asia or Africa, FTA with the

% See India's Communication dated 6 June 2003 (Document No. TN/RL/W/114).
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US would be a better option (Lawrence and Chadha, 2004). This
argument is conflicting to the analysis that India's global trade
potential is the highest in the Asia-Pacific region, followed by
Western Europe and North America (Batra, 2004). Studies also
point out that FTAsin goodsand servicesinvolving Japan, ASEAN,
China, Indiaand Korea (JACIK) would be quite beneficial for the
members (Kumar, 2005). However, it is argued that a number of
recent bilateral agreements are actually redundant and have been
signed without proper impact analysis and the ROO consequences
(IE, October 23 2004), leading to unnecessary overlaps. For
instance, while the urge to go for Indo-Lanka FTA perhaps comes
from low penetration of SAFTA, initiation of recent discussions
with Malaysia questions the seriousness about the Indo-ASEAN
FTA. In addition, Thailand has got engaged in three PTA
negotiations with India (Indo-Thai FTA, Indo-ASEAN FTA and
BIMST-EC). Furthermore, multiple RTAs imply growing
complexitiesin ROOs. It is aleged that the ROOs in the existing
Indo-Lanka FTA failed to tackle the question of value-addition
properly and asaconsequence, several primary and manufacturing
producers in India have suffered (Choudhury, 2006). It is hence
not surprising that India has already experienced problems on
determination of ROOs with ASEAN and Thailand (FE, June 11
2005; Mehtaand Narayanan, 2005) during the negotiation on FTA.

Despite these concerns, India’'s RTA drive is likely to continue.
Not that the country isunaware of the adverseimpact of the RTAS,
on the other hand it is quite sensitive on that front (HT, November
6, 2006). India’'s RTA drive can be explained as a direct response
of it to the slow pace of multilateral liberalization, as observed
from the recent statement of the Commerce Minister: “ The Uruguay
Round took eight yearsto negotiate. The Doha Round has already
taken four. When the WTO process reaches its final culmination,
perhapsinthe next fifteen yearsor so, regional FTAswould become
redundant. But that is a long way off.”% Given this state of
negotiation, Indiais all set to use the RTA provision to meet its

3 Press Release, Ministry of Commerce, December 17 2004.
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objective. For instance although India failed to obtain APEC
membership in 1997, since 2003 it started to negotiate RTA
partnership with several APEC members(e.g. - ASEAN members,
Australia, Singapore, Thailand). It hasfurther been observed from
the statements made by the Commerce Minister at formal meetings
that till the WTO negotiations on the unresolved issues are
completed, India would keep its RTA option as a bargaining
coalition open:

“It is a recognized fact that progressive liberalization in the
bilateral and regional spheres builds the necessary confidence
in our domestic industries and makes them globally
competitive... RTAs consolidate peace and regional security,
and also confer greater bargaining power in multilateral
negotiations by tying in partner countries through regional
commitments.”¥

On the political front also, the developing country coalitions are
likely to be supported by Indiain the coming future. For instance,
the National Common Minimum Programme, the guiding principle
for the current Government, has promised to maintain the stance
adopted at Doha through the G-20 coalition:

“In keeping with the stance adopted .. at Doha, the.. government
will fully protect the national interest, particularly of farmers, in
all WTO negotiations. Commitments made earlier will be
adhered to, even as efforts are mounted to ensure that all
agreementsreflect our concernsfully particularly in the area of
intellectual property and agriculture... government will use the
flexibility afforded in existing WTO agreementsto fully protect
Indian agriculture and industry... will play a proactive role in
strengthening the emerging solidarity of developing countries
in the shape of G-20 in the WTO.”

37 Press Release, Ministry of Commerce, August 13, 2004, Speech of the Minister in a
Meeting at the Indo-American Chamber of Commerce.
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Theinclinationislikely to continuein coming future, with acloser
focuson Asia, asreflected from arecent statement of the Minister
of Commerce, Government of India:

“Our Prime Minister .. foresees the rise of a mgjor free trade
area in Asia covering all major Asian economies, including
China, Japan and South Korea and possibly extending to
Australia and New Zealand. This Pan-Asian Free Trade Area
could bethethird pole of theworld economy after the European
Union and North Atlantic Free Trade Area.”*®

In this light emergence of IBSAC as an RTA and bargaining
coalition seems broadly in line with India’'s trade policy.
Nonetheless, such a move has to bypass the existing skepticism
on the actual benefits of India's RTA strategy to the domestic
industry. For instance, it is believed that the additional market
access obtained by India through tariff concessions in the Indo-
Singapore CECA would belimited, asthe latter appliestariff rates
on only four commaodity lines of the beveragesindustry, in which
India does not possess export competitiveness. On the other hand,
several NTBs (orders and licence measures for considerations of
public safety, health, environment etc.) on Singapore’ simport are
unlikely to be removed very soon (Mehta and Narayanan, 2005).
Before entering into IBSAC, the country has to convince its
domestic industry on the actual gains of such move.

In particular, removing the aversion of the domestic industry
towards opening the domestic market to Chinese products can
especially beamajor problem (HT, June 26 2006); although it has
been highlighted that Indian industry would actually gain from
further reduction of domestic tariffsin the coming yearsin terms
of efficiency (Virmani et al, 2004). During recent times, various
segments of the domestic industry have often expressed concern
over the growing number of FTAS, adoption and implementation

% Press Release, Ministry of Commerce, Government of India, “Signing of Trade and
Economic Framework between India and Australia’, March 6, 2006, available at http://
www.commerce.nic.in/mar06_rel ease.htm#h10
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of different ROO norms and their consequences on domestic
players (FICCI, June 2005). The creation of a FTA cell in the
Ministry of Commerceand | ndustry to deal with the adverseimpact,
if any, of FTAs on specific sectors and also, to obtain suggestions
for amendments to the agreements for inclusion or exclusion of
items of concern to domestic industry in early 2005 was clearly a
move to acknowledge industry’s grievance.® It seems that the
domestic industry have conveyed their concern to the government
in a more convincing manner, since India recently announced to
keep ‘sensitive’ areaslike agriculture and textile products out from
the purview of the ongoing FTA negotiations (HT, April 11 2006).
Surely thisis going to create problems for successful completion
of the ongoing FTA negotiations (e.g. — ASEAN) in the Asian
region, given the export basket of the potential partners.
Understandably, ASEAN decided to suspend FTA talkswith India
owing to the fact that India's so-called exclusion list account for
around 30 percent of Southeast Asia’'s exports to India (FE, July
26 2006). Although the negotiations have restarted, the concern
areas till remain.

The same prablem can be experienced in trade relationship with
IBSAC partners as well. Furthermore, given the fact that several
ASEAN members are part of the G-20 network, it arguably putsa
pressure on the coalition’s future cohesion. The debate over the
role of IBSA before the recent IBSA summit in Brazil was not
helpful inthisregard (Gupta, 2006). Interestingly, after the break-
up of the July 2006 meeting at Geneva, India aired the idea of
entering into preferential trade relationship with the EU, Japan
and the US, for higher market access in those destinations (HT,
July 26 2006). This step would actually be welcomed by a major
section of the domesticindustry.* Although the USmoveto ‘ check’

3 Press Release, Ministry of Commerce, “Kamal Nath constitutes FTA cell to deal with
industry grievances’, January 7, 2005.

40 The authors have observed during their field survey for a project (Huchet and Ruet,
2006) that many exporters question the rationale behind the recent FTA spree of India,
involving African, Asian and Latin American countries, and instead advocate in favour
of FTAswith the EU and the US.
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the extension of GSP treatment to Brazil, India and South Africa
would surely affect that possibility, the recent Indo-EU discussion
on a “broad-based bilateral trade and investment agreement”,
involving investment, trade facilitation, transparency in regulatory
frameworks, aswell astheinvestment-rel ated movement of natural
personsisawelcome step for India. The objective of the Indo-EU
discussion has been to eliminate import duties on 90 per cent of
tariff lines and trade volumes within seven years of entering into
force (Varadarajan, October 14, 2006).

The concern expressed by the domestic industry in India is
understandable from the Revealed Comparative Advantage (RCA)
trendsin select product groups presented in Annex 4.3 and Annex
4.4 Thedatafor theanalysisistaken from the International Trade
Statistics Yearbook. Itisobserved from Annex 4.3 that whilefor a
number of items, RCA for India’'s exports are on the rise over the
years, it isshowing adeclining trend for anumber of commodities
aswell. The comparison of their RCA’swith Brazil and South Africa
indicates that India’s advantage in any product group is not time-
invariant and the firms exporting in these two destinations need to
work constantly for retaining their price competitiveness. An analysis
of India’s imports from Annex 4.4 also generates a similar
conclusion. A comparison between the RCA trends of China and
India generates similar prediction (Sagib and Chakraborty, 2005).

Brazil, China and South Africa’s RTA Strategy: A Brief
Overview

Brazil

Brazil is currently engaged in a number of FTAs and is also
involved in anumber of negotiations, abrief summery of whichis
provided in the following:

41 RCA for acommodity group ‘i’ could be defined as the share of a country’s export of
product ‘i’ in the country’s total export divided by the share of world's export of product
‘i”in total world exports, i.e., by theformula- RCA = (X, /X)) / (W,/W,). Here X, and X,
are the export of commodity group ‘i’ of acountry and its total export respectively in a
particular year. Similarly W, and W, represent the export of commodity group ‘i’ of and
the total export of the world in that order.
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1. Southern Common Market (MERCOSUR) — with Argentina,
Paraguay and Uruguay

2. PTA with Bolivia, Chile, and Peru (which are also associate

members of MERCOSUR)

PTA with Colombia, Ecuador and Venezuela

4. MERCOSUR has concluded framework agreementswith India,

Mexico and South Africa

Currently negotiating a PTA with the EU

Currently participatesin the Free Trade Area of the Americas

initiative (involving 34 countries)

7. Part of Latin American Economic Integration (LAIA) and
involved in anumber of bilateral preferential agreementswith
other LAIA members —Argentina, Bolivia, Chile, Colombia,
Ecuador, Mexico, Paraguay, Peru, Uruguay and Venezuela

w

oo

It has been observed that over the last decade, Brazil adopted a
defensive position on industrial goods and services to gain
concessions on agriculture at multilateral negotiations.
Regionally, MERCOSUR has been quite protectionist since the
financial crises in Mexico in 1994, leading to rollback of
liberalization in several sectors, including the automotive industry
and sub-sectors of agriculture (Draper and Sally, 2006). This
ultimately led to inefficiencies in domestic sectors (Yeats, 1998;
Chudnovsky et al, 1996). It has been observed that MERCOSUR
now rejects special treatment for LDCs, citing the principles of
symmetry and reciprocity, and does not prefer any “WTO plus’
commitments — especially in course of the Free Trade Area of
the Americas (FTAA) negotiation (Vaz, 2003). Moreover it has
been observed that Brazil’s enthusiasm over FTAA has been
limited (Fishlow, 2004). Theinterest expressed by Brazil towards
entering into developing-country-RTAs is good for IBSAC.
Furthermore, it is observed that MERCOSUR as a negotiating
coalition is no longer a strong entity (Narlikar, 2003), which
perhaps makes Brazil's participation in IBSAC forum at future
multilateral negotiations more certain.
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China

Chinais arelatively new player in terms of regional integration
exercise, asit was not amember of WTO before 2001. However,
the negotiating experience during its accession process provided
it ample scope of learning the ‘tricks of trade’ and shortly after
accessionit decided to go for RTAs. At present, various preferential
agreements of China are in place with Hong Kong, Macao,
Australia, and New Zeaand. Furthermore RTAswith South Africa,
Chile, India, and the Gulf Cooperation Council (GCC) are at
different stages of negotiations and discussions (Antkiewicz and
Whalley, 2004). The ChinaASEAN FTA islikely to be in place
by 2010 (2015 for the new ASEAN members). The Sino-ASEAN
FTA includes provisions on investment and infrastructure
development as well, as a narrow traditional PTA between China
and ASEAN does not make much economic sense for both parties
involved (Drydsale, 2002). Also there is a possibility that a pan-
east Asian FTA, namely “ASEAN Plus Three” (China, Japan and
South K orea) would beformed in future, with Chinaplaying akey
role in its formation (DPL, 2002). It is believed that China's
extensive RTA strategy is going to play a major role in coming
future (Mallon and Whalley, 2004).

It is observed that the agreements involving China differ sharply
in form and substance, and involve commitments to ongoing
negotiation and cooperation on awide range of issues. The major
underlying objective behind China's going for RTAs is to obtain
wider acceptance of “market-economy status’, given the high
volume of anti-dumping actions it faces globally. More than 35
countries, including Singapore, Malaysia, Thailand and other
ASEAN countries, New Zealand, Australia, Brazil and South Africa
now provide market economy statusto China(ChinaDaily, 2005).
China decided to go for FTA negotiations with South Africa only
after thelatter recognized its market economy status (ChinaDaily,
2004). This makes sense for partners like ASEAN, who are likely
to gain substantially from China's liberalizations (Saygili and
Wong, 2005). Nonethel ess, problem remainsfor IBSAC formation
in the sense that India is yet to recognize China as a market
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economy, and given the number of AD cases the former facesin
India, that possibility is a distant future.*?

South Africa
South Africais currently involved in the following RTAs and
ongoing negotiations:

1. Southern African Development Community (SADC), which
consists of Angola, Botswana, the Democratic Republic of the
Congo, Lesotho, Malawi, Mauritius, Mozambique, Namibia,
Seychelles, Swaziland, Tanzania, Zambia and Zimbabwe.

2. South African Customs Union (SACU), where other members
are Botswana, the Kingdom of Lesotho, Namibia and the
Kingdom of Swaziland.

3. A seriesof bilateral trade arrangements, including the Trade,

Development, and Cooperation Agreement (TDCA) with the

European Union initiated in October 1999, the goal of which

isto providefor asymmetrical trade liberalization between the

two parties to form a free-trade area by 2012. The agreement
will continue to be implemented provisionally until its
ratification by all member states of the EU.*

A bilateral trade agreement with Zimbabwe.

The country grants non-reciprocal preferential treatment to

Malawi, and to alist of products from Mozambique.

SACU iscurrently negotiating for a FTA with MERCOSUR.

7. SACU is currently negotiating for a FTA with the European
Free Trade Association (EFTA).

oA

o

The major driving motive for South Africato go for SADC and
SACU has perhaps been two-fold, on one hand it wanted to obtain
market accessfor its manufacturing export in the regional market,
and decided to create a South Africa-centric group on the other.

42 See the Annual Report of the Directorate of Anti-Dumping and Allied Duties, 2004-
05, Ministry of Commerce, Government of India for details.

4 As at January 2003, the Agreement had been ratified by Denmark, Finland, Germany,
Ireland, Netherlands, and Sweden. WTO Trade Policy Review, SACU, WTO (2003).
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It has been pragmatic in its dealing on FTAs, while in case of
EU- South Africa FTA, EU markets were opened first, and to
approximately 95 percent of South African exports versus South
Africaopening 85 percent in return; for SADC negotiations South
Africa opened first and more comprehensively, with other
members of the bloc backloading their liberalization schedules
(Draper and Sally, 2006). This clearly gave South Africa the
popularity in the region that it was seeking. The move to go for
Europe-centric FTA is a response to boost export in its natural
direction. On the other hand, looking at the possible benefits of
US-SACU FTA, Clark and Whalley (2004) concluded that the
FTA might end up lowering the trade barriers present in South
Africa. This actually might enable the country to subsequently
go for FTA with other countries as well as to adopt a pro-active
negotiating strategy at WTO.

Entering into a Trade Facilitation Agreement (TFA)?

The importance of Trade Facilitation among the IBSA countries
is extremely important as the procedural hassles followed at the
border significantly increases the cost of trading both for
governments and business. This is particularly important when
trade volumes are still small (asis presently the case with IBSA,
although the same with China is on the rise) as the per unit
transaction costs become almost prohibitive. Given the fact that
FTA negotiation would take along time, entering into TFA would
significantly contribute in enhancing the trade volume. Although
Brazil, India and South Africa are currently not significantly
linked in amajor global supply chain through vertical integration,
it might happen in the auto market in coming years.** The
advantages of entering into a TFA over FTA are that the IBSAC
countries need not enter into major commitments right now as
seen from Table 4.1.

% The recent Tata ventures on producing economy cars are a case in point.
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Table 4.1: Type of Integration and Compliance Requirement

Type of Integration NolInternal | Common | Free United
Tariff / External | Trade Economic
Quota Tariff Movements| Policies

Trade Facilitation

Agreement (TFA)

Free TradeArea (FTA) | X

Customs Union (CU) | X X

Common Market (CM) | X X X

Economic Union (EU) | X X X X

Modified on the basis of Daniel Gustavo Manzella (2004)

In spite of major trade reform since early nineties, the
administrative procedures associated with trade are still very
complex - in order to export one needs to obtain 258 signatures
and make 118 copies of the same information, keypunching of
which takes 22 hours. The Indian exporters and importers has
toincur various costsrel ated to obtaining various codes, licenses
and refunds, revalidation of export/import licenses, getting
customs and port clearances etc. While some corrective
measures have been taken during the last decade to reduce
transaction costs, there is enough room for improvement to bring
India up to the global standardsin this area as seen from Table
4.2. The custom/port problems are most significant for leather,
textiles, chemicals and engineering goods, while gems and
jewellery hardly faces any problems (EXIM Bank, 2002). Thus
increased trade facilitation for goods from Brazil, China and
South Africathrough a TFA would have significant implications
for intra-IBSAC trade.
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Table 4.2: Cargo dwelling timein India

Transaction L ocation Norm

Air Freight Delhi Airport

Export 2.5 days Lessthan 12 hours
Import 15 days Lessthan 12 hours
Containerized Sea Freight | Mumbai

Ship Waiting Time 3-5days Less than 6 hours
Export Dwell Time 3-5days Less than 18 hours
Import Dwell Time 7-14 days Less than 24 hours

Source: Roy (2004)

The problem is however not only with the Indian procedures; the
Indian exporters stand to gain alot from the possible TF reformsin
other three countries as well. However, status of Trade Facilitation
in Chinaand South Africaisconsiderably superior to Indiaand Brazil,
as observed from Tables 4.3 and 4.4. In the context of Brazil, the
procedural hassles factors are particularly damaging for trade as
high real interest costs means that inventory and warehousing costs
necessitated by long delays also tend to add to the cost. The
proportion of exports physically checked in Brazil is abnormally
high (27%in 2002) and isgenerally considered as non-synchronised
in nature. In this scenario, IBSAC countries, especialy Brazil and
India, have much to offer among themselves. The possible intra-
IBSAC offerson TF can be outlined in Annex 4.1.

Table 4.3: Port Transit Times Compared (days)

Typeof Trade | Brazil | China | India | Malaysia
Imports:

Average 13.8 7.5 10.4 34
Longest 324 12.2 21.6 74
Exports:

Average 8.4 55 51 2.6
Longest 16.9 8.1 9.3 51

Source: Correa (2004)
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Table 4.4: Customs Clearance Times Compared (days)

Typeof Trade | Brazil | China | India | Bangladesh
Daysto clear customs— Imports

Average 14.0 7.9 7.1 11.7
Longest 32.0 125 12.8 23.2
Daysto clear customs — Exports

Average 8.7 5.4 5.4 8.8

Longest 16.8 8.0 8.0 14.0

Source: Correa (2004)

However, the IBSAC countries have so far been very cautiousin
their approach. While governments are generally criticised for
promising more than what they can deliver, for Brazil and India
the problem appearsto be the other way round. Chaturvedi (2006)
has pointed out that India’s participation in the Negotiating Group
for Trade Facilitation (NGTF) has not been “substantive” but
has been “reactive.” Indeed one can go further to say that the
submissionsreflect adefensive mindset that on substantiveissues
does not favour transparency, but seems to safeguard
“sovereignty” of working parties. For example India has opined
that single window for submission of imports or exports
documentation seemsto be difficult toimplement! Similarly India
has also submitted that the collection of unpublicized fees and
charges should not be prohibited regardless of the potential
opacity of aregime that permits this and the subsequent abuse
this allows (Chaturvedi, 2006).

For Indiathe divergence between actions, where it has been quite
dynamic (although admittedly much remainsto be done) seemsto
be dictated by a feeling that while TF is desirable, it is best
implemented at a pace suited to India’s state of development?®.
For Brazil, the fear is that a surge of imports through accel erated

4 Bhagabati (2004) and the comments of Jayanta Roy (ClI) in the same session were also
in the same vein.
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TF may sink the Real Plan and undermine the macroeconomic
stability that Brazil has been experiencing presently explains its
inactivity on Trade Facilitation issues.

However, the possibility of the proposed FTA in partly linked with
the success of the TFA in short run. The current framework of TF
in both India and Brazil is particularly skewed against garments
and textiles as well as engineering goods where there is
considerable scope for intra-IBSAC trade. Thisis accentuated by
the fact that these transaction costs are asymmetrically biased
against small/marginal imports/exports asthe current state of trade
between IBSAC is (except for items like precious stones etc.)
Various studies (e.g. - Huchet and Ruet, 2006) have indicated that
Indian businessislooking at economieslikeBrazil and South Africa
toinvest. If thisleadsto ade-localised factory system with different
stages of the operations located in various IBSAC locations, the
importance of TF increases further.

Scope of enhancing South-South FDI under IBSAC: A
Note

In line with the growing number of RTAS, several international
investment agreements (I1As) are also coming into existence. The
proposed IBSAC RTA can also be supplemented by a similar
investment arrangement among the member countries. South-
South FDI now accounts for one third of all FDI going to
developing countries, and is increasing over time (Battat and
Aykut, 2005). There exist enough scope for enhancing intra-
IBSAC FDI flowsthrough an investment agreement. For instance,
the recent period haswitnessed anincreasein FDI inflow inIndia
from China. Kumar (2006) has observed a significant two-way
Indo-South African FDI flow, but noted that FDI flow between
India and Brazil still remains under-exploited. It has also been
observed that the FDI outflow from the IBSAC countries is
generally increasing over time, barring the exception of South
Africa in the recent years. The current scenario is shown with
the help of Table 4.1.
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Table 4.5: FDI Outflows from IBSAC Countries

(Billions of dollars)

Countries | FDI Outflows FDI Outward Stock
(Annual Aver age)
1980 | 1990|1995 | 2000 | 1980 | 1990 | 1995 | 2000 | 2003
-89 | -94 |-99 | -03
Brazil 0.2 06 (13 |07 385 | 41.0 | 445 |51.9 |54.6
China 04 |24 |22 |30 |00 |25 |158|258 |37.0
India 00 |00 |01 1.0 {00 |00 |03 |19 |51
South
Africa 02 |07 |19 |-0.6 |57 | 15.0 | 23.3 |32.3 |24.2
Developing
countries 5.7 28.1 |64.9 | 59.6 | 60.2 | 128.6| 308.6| 793.3|858.7
World 933 | 2348 | 6031 | 779.3 | 5596 | 17582| 2897.6| 5983.3| 8196.9

Source: UNCTAD (2004)

China is already part of a number of South-South Bilateral

Investment Treaties (BITs), which however may not be a good
option for the IBSAC countries. The possibility of arriving at an
IBSAC Double Taxation Treaty (DTT), whichisfavoured by many
developing countries, ismorelikely.* Indiaand Chinahave aready
entered into the largest number of DTTs with other developing
countries so asto improvethe climatefor FDI flows. Kumar (2006)

concluded that for promoting intra-IBSA FDI an IBSA Investment
Agreement must be signed with the objective of avoiding double
taxation and enhancing scopes for cooperation between the
investment promotion agencies of the member countries. The best
outcome would however be formation of a Preferential Free Trade
and Investment Agreements (PTIAs) among IBSAC countries. It
can be particularly important for India, asits FDI outflow isquite
likely to cross its FDI inflow in coming future (HT, October 25,
2006). In addition, the large market size of Brazil, Chinaand India
would also provide sufficient incentive to the investors from the
other members to come to a partner market and invest.

4 Thefirst DDT was signed in 1956 between India and Sierra Leone (UNCTAD, 2004).
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Apart from direct investment options in member countries, there
exists considerable scope for extending the institutional finance
framework to the firmslocated within the IBSAC countries for a
more efficient mobilization of private capital for investment
elsewhere. Ingtitutions like the Development Bank of Southern
Africa (DBSA) can play a significant role in this regard. For
instance, Chinese and Indian entities in 2005 decided to submit
joint bidsfor anumber of international oil projectslike Yadavaran
gasfieldin Iran, Sudan Greater Nile Oil Project, Al-Furat in Syria
etc. (Rediff, December 6, 2005). The associ ation continued in 2006
aswell, with China and India planning to make ajoint $2 billion
bid for oil fieldsin Kazakhstan (China Daily, June 11 2006). One
or more financia institutions located in IBSAC countries can be
involved for backing the bids made by firmswith their headquarters
in IBSAC countries in future by incorporating appropriate
provisionsin an IBSAC Investment Treaty.
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THE POSSIBLE EMERGENCE OF IBSAC AS
A NEGOTIATING COALITION AT WTO:
AN ANALYSIS OF CONCERNSAND
COMMONALITIES

I ntroduction

Following a joint negotiating agenda is possible for the IBSAC
countries on two counts. On one hand, they can collaborate at the
multilateral negotiation on an offensive strategy, e.g. —on obtaining
a higher level of market access in the developed country markets
for their key export products, based on competitiveness of the
particular product in question. On the other hand, they can
collaborate on adefensive strategy, the goal being the need to ensure
a slower opening up of certain sectors of their domestic markets.
The core argument in this case would be the developing country
status of the IBSAC members SDT. In this chapter, we look into
the current level of collaboration between the four countries and
alsotry to analyzethefuture degree of collaboration between them.

The IBSAC countries are currently part of the G-20 network of
devel oping countries, although the Chinese participation has been
less intense than the other three. China especially played a quiet
role at the Hong Kong Ministerial (Debroy, 2006). Given the
importance of the EU and the US market in their export basket, it
isonly too natural that the IBSAC countries can jointly negotiate
over removal of the barriers on export items of particular interest
in thesetwo destinations. The G-20 network isal ready confronting
the EU and the US in case of agricultural subsidies. The meeting
of the G-20 Commerce Ministersin New Delhi (2005) focused on
ensuring enhanced market accessfor agricultural productsthrough
multilateral and regional negotiations and strengthening the SDT
for devel oping countries. Formation of IBSAC FTA might lock-in
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the development cooperation of these countries, who are already
part of the G-20 framework.

However, doubts have been raised on the future cohesiveness
of G-20 itself (Ranjan, 2005b). Forming a ‘negative’ alliance
against EU-US agricultural policy had been an easier exercise,
but sustaining it through * positive’ steps in other spheres, that
is, through joint bargaining (under which some ‘offer’ or
commitments must be made at times) would be difficult, until
and unless the members have something to offer in trade among
themselves. Joint negotiation suits Brazil, who in association
with Australiahas played akey rolein Cairns Group. Extending
the same level of cooperation on NAMA through G-20 would
be atough exercise owing to the varying industrial structure of
the members. IBSAC ison a solid ground in that comparison,
asthe members, given the proximity in their development level,
might arrive at amutually acceptable position on NAMA much
easily, and should negotiate jointly with developed countries
in future multilateral forums. However, doing so in services
would be difficult for the IBSAC members dueto the difference
intheir service export structure. On the defensive front, perhaps
they will all agree to slow down reform of domestic financial
services.

However, it has been noted at times that Chinaisleast interested
to get deeper into developing country solidarity and its primary
goal isto ensure increased market access for key productsin its
export basket (Draper and Sally, 2006). Asamatter of fact during
its negotiation with devel oped countriesfor accessionin nineties,
Chinarepeatedly announced that it isnot part of the G-77 network
of developing countries (Jacobson and Oksenberg, 1993: 99).
Thusits primary negotiating agendaisto ensure market-economy
statusfor itself to get rid of anti-dumping nightmare without going
into direct tussle with the US, who reserve the right to classify
China as a non-market economy upto 2020 plus the right to
impose saf eguard measuresto restrict therapid increasein import
of a particular product from China (Panitchpakdi and Clifford,
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2002: 71, 196). Thus in the field of agriculture, NAMA and
servicesitislikely to collaborate with IBSA only upto the point
that suitsitsinterest. In all probability it will not go further for
the sake of protecting the negotiating bloc. India already has
expressed concern over ChinasWTO tactics at times (HT, July
24 2006). Panitchpakdi and Clifford (2002) earlier predicted that
Chinaisnot likely to join formal blocs.

“Chinaisunlikely tojoin any formal blocs, such asthe so-called
Like-Minded countries, aninformal grouping that includesIndia
and Brazil and the most important representative of developing
countries' at theWTO. But it will help to balance the dominance
of what is known as Quad, a grouping that includes the US,
Japan, the European Union and Canada. However, China'srole
anditsintentionswill only betruly tested during anew round of
trade negotiations.” (Panitchpakdi and Clifford, 2002: 192).

Perhapsin linewith their prediction, despitejoining the devel oping-
country-blocs, China has always remained at the periphery, not at
their cores. Possibly the coming negotiation trends would revea
its seriousness in doing so.

In contrast, the chances of South Africawilling to play an active
roleat NAMA and services negotiation through IBSAC are much
higher, given the fact that it's export interest is not in line with
African Group G-90. Given thefact that it's other negotiating forum
Cairns Group focus only on agriculture, (around 10 percent of its
export basket), IBSAC could provideit aviable option to enhance
market access in other sectors.

The Current Level of Cooperation between IBSAC at
Multilateral Negotiations

In Tables 5.1 — 5.3, we look at the commonality between the
negotiating stances adopted by the IBSAC countries from an
Indian standpoint. We club the year-wise negotiating
collaborations under twelve broad categories, namely —
agriculture, competition policy, dispute settlement, environment,
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general council, investment, NAMA, WTO rules, services,
TRIPS, trade facilitation and finally trade and development. The
figures provided in the rows denote the number of submissions
made by India to the WTO at various points of time. While the
first figure in the parenthesis denotes India's overall number of
joint submissions with all WTO members, the second figure
denotes the same with a particular IBSAC partner in question. It
isobserved that in the recent years, especially since 2003, India’'s
joint submissions got more intensive with the presence of IBSAC
partners. Thisis indeed a good sign as bargaining coalitions of
partnerswith similar interests could serve asacrucial instrument
of effective trade diplomacy (Narlikar, 2003). It is observed that
in case of competition policy and environment India has so far
not collaborated with any countries so far, which might emerge
as major areas of future IBSAC collaboration once negotiation
in these areas intensify.

Table 5.1 shows India’s joint submissions with Brazil, where
India’s collaboration has been most intense as compared to the
other two IBSAC countries. It is observed that the two countries
are yet to collaborate in the area of trade facilitation. Overall the
level of cooperationislow except in the case of servicesand TRIPS.
In 2005, the two countries have made a number of joint
submissions, in the areas of dispute settlement, NAMA, services,
TRIPS and trade and development. In early 2006, the countries
have collaborated once on WTO rules. While the collaboration in
TRIPS and services are likely to continue and the samein the area
of NAMA and agriculturearelikely to get intensified, Indiawould
gainalot by collaborating with Brazil in the areaof tradefacilitation
in the future.
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Table 5.1: An Analysis of India’s submissions at WTO with
Brazil*

(Number of submissions)
Category 1997| 1998| 1999| 2000| 2001 | 2002| 2003| 2004, 2005|2006 | Total
Agriculture | 7 7 (0 |4 |6 1 (6 |2 (0 |O 33
() {6 (20)|(19)| () |(4/1)|(21) (972)
Competition | 1 3 0 1 0 2 0 0 0 0 7
Policy () {6 Q) Q) )
Dispute 0 o |0 |0 |O 4 1 1 |2 |0 8
Settlement (3/0)| (/0)| (1/1)| (2/2) (7/3)
Environment | 2 2 0 3 0 0 1 0 3 0 11
() [0 Q) Q) Q) Q)
General 0 4 129 |1 |7 1 |8 1 |0 |0 51
Council ) [(QO)|(-) [(BY)| (VO)|(7/1)|(1/0) (23/2)
Investment | 1 1 |4 |1 1 4 |0 (0 |0 |O 12
() [6 16 16 [() [@O) Q)
NAMA 0 o |0 |0 |O 1 (4 |0 (1 |0 6
9 (19 (111) (211)
WTORules | 0 o |0 |0 |O 2 |5 |0 |2 2 1
() 6 () WD)
Services 3 1 0 2 1 1 5 5 7 0 25

(OIRIO) (VD|(W0O)| (1) |(3/0)](4/3)|(6/1) (15/5)

TRIPS o o [2 |7 Ja Ja 2 12 ]2 Jo |2
O @@ @)y W) @2 (13/7)

Trade o o o Jo o o Jo o 1 [3 Ja
Facilitation 1/0)|(1/0) | (2/0)

Trade o o o Jo o [3 Jo o [1 Jo Ja
and (2/0) (1/1) (3/1)

Development

Source: Constructed by authors’ from official documents

Table 5.2 shows India’s joint submissions with China, which has
been moderate over theyears. Indiaand Chinahas not collaborated
so far in the field of dispute settlement, NAMA, WTO rules and
trade and development. So far the collaboration has been broadly
agriculture, general council and TRIPS centric. While the two

47 Submissions under service trade include informal submissionsto WTO as well.
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countries had collaborated on agriculture, general council and
TRIPS during 2004, in 2005 they did not collaborate on any of the
twelvefields provided here. However, in 2006, they have submitted
ajoint proposa to WTO on trade facilitation. Clearly there is
enough scope for enhancing the collaboration level in core areas
like NAMA on one hand, and the institutional areas like dispute
settlement on the other. Currently in both areas the submissions
by Chinaand India are somewhat conflicting.

Table 5.2: An Analysis of India’s submissions at WTO with
China, PR

(Number of submissions)
Category 1997| 1998| 1999| 2000| 2001| 2002 2003|2004|2005| 2006 | Total
Agriculture |7 7 0 4 6 1 6 2 0 0 33
() |06 (20)[(V0)| (-) |(4D)|(2/2) (913)
Competition | 1 3 0 1 0 2 0 0 0 0 7
Policy () () () ) )
Dispute 0 o |0 |0 |O 4 1 1 |2 |0 8
Settlement (3/0)| (1/0)|(/0)|(2/0) (7/0)
Environment | 2 2 |0 (3 |0 0 1 |0 (3 |0 11
CHIC () 0 (0) 0
General 0 4 129 |1 |7 1 |8 1 |0 |0 51
Council () [(QI0)|(-) [(B10)| (L/O)| (7/5)|(1/1) (23/6)
Investment | 1 1 |4 |1 1 4 |0 |0 |0 |O 12
OINICHICIIOI ORI )
NAMA 0 o |0 |0 |O 1 |4 |0 |1 |O 6
(0) |(2/0) (1/9) (2/0)
WTO Rules | 0 o |0 |0 |O 2 (5 |0 (2 |2 1
() () (-) [(10)|(1/0)
Services 3 1 0 2 1 1 5 5 7 0 25

() 16 (LO)[(1/0)| (-) |(3/3)[(4/2)|(6/0) (15/5)

TRIPS 0 o |2 |7 |4 4 |1 |1 |2 |O 21
(-) |(2/0)[(4/0)| (3/1)[ (1/0)|(1/0 |(2/0) (13/1)

Trade 0 o |0 |0 |O o (0 |0 (1 |3 4
Facilitation (1/0)| (/1) | (2/11)

Trade and 0 o |0 |0 |O 3 (0 |0 (1 |o 4
Development (2/0) (1/0) (3/0)

Source: Constructed by authors' from official documents
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India's collaboration level with South Africa is shown with the
help of Table5.3. It isobserved that there is enough scope for the
two countries to come closer. The two countries have already
collaborated in case of agriculture, TRIPS and trade and
development. Clearly they can come closer intermsof certain areas
in trade in services and NAMA in coming future.

Table 5.3: An Analysis of India’s submissions at WTO with
South Africa

(Number of submissions)
Category 1997 | 1998| 1999|2000 2001| 2002| 2003| 2004{2005(2006 | Total
Agriculture |7 7 0 4 6 1 6 2 0 0 33
() () (20)[(1V0)| (-) |(4/D)|(21) (9/2)
Competition | 1 3 0 1 0 2 0 0 0 0 7
Policy () |06 () () ()
Dispute 0 o |0 |0 |O 4 1 1 (2 |0 8
Settlement (3/0)| (1/0)| (1/0)|(2/0) (7/0)
Environment | 2 2 0 3 0 0 1 0 3 0 11
() () () () (0) ()
General 0 4 129 |1 |7 1 |8 1 [0 |O 51
Council () [(9/0)|(-) [(BI0)| (1/O)|(7/0)| (1/0) (23/0)
Investment |1 1 4 1 1 4 0 0 0 0 12
() O 6 () [ WO ()
NAMA 0 o |0 |0 |O 1 |4 |0 (1 |O 6
(9) |(1/0) (1/9) (2/0)
WTORules |0 o |0 |0 |O 2 |5 |0 |2 |2 11
() () () |(10)|(1/0)
Services 3 1 0 2 1 1 5 5 7 0 25

() 16 (1/0)[(1/0)| (-) | (3/0)| (4/0)|(6/0) (15/0)

TRIPS 0 0 2 7 4 4 1 1 2 0 21
(-) |(2/0)[(4/1)| (3/0)| (1/0)| (1/0)|(2/0) (13/1)

Trade 0 o (0 |0 |O o |0 |0 (1 |3 4
Facilitation (2/0)|(1/0) | (2/0)

Trade and 0 o (0 |0 |O 3 |0 |0 (1 |o 4
Development (2/0) (1/7) (3/1)

Source: Constructed by authors' from official documents
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Apart from the fields where offensive stands are possible, thereis
aneed tolook at the potential areas of collaboration with adefensive
position. We take the views expressed in the country observations
in USTR (2006) report as a suitable proxy of the view of rest of
world on the level of protectionism in IBSAC markets. The
comparative analysisissummarizedin Table5.4. It could beargued
that the commonalities in the areas where the IBSAC members
wouldliketo open up their domestic market slowly would represent
fields of potential collaboration. It isseen from thetablethat there
exist several areas(e.g. - regulating foreign investment and opening
domestic service sectors) where the IBSAC countries can
collaborate on defensive strategies.

Table 5.4: A Comparison of the Trade Policies of IBSAC
Countriesimpeding Market Access of US

Brazil China India South Africa
¢ Customs o Tariff treatment | « Failureto notify | * Presence of
related NTMs | of certain certaintechnical | NTMs
« Various tax categories regulations to * Use of anti-
policies ¢ Useof anti- WTO dumping
¢ SPS standards| dumping measures | * Failureto notify | « Need to
e Enforcement | ¢ Lack of certain SPS strengthen
of IPR transparency in regulations to geographical
e Barrierin standards and SPS | WTO indications
several key measures * IPR  Barrierin
servicesectors | ¢ IPR enforcement certain key
* Restriction on| enforcement * Restrictionsin | service sectors
foreign « Barrierin certain key * Equity transfer
investment in several key service | service sectors provisions
several sectors | sectors » Use of anti-
« Prohibition of dumping
foreign investment | « Stringent
in certain sectors restrictions
involving foreign
investment in
certain key
sectors

Source: Constructed by authors’ from USTR (2006)
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Looking into the Negotiating Stances of the IBSAC
Countries

In the following, we briefly analyze the negotiating stances of the
IBSAC countries at the WTO negotiations as reflected from their
joint submissions. We focus here on certain key areas, namely
agriculture, NAMA, services, TRIPS and dispute settlement.

Agriculture

The perspective on agricultural negotiation at WTO has already
been discussed in chapter three. In the pre Cancun days, India
has made a number of individual submissions, asit was not part
of any negotiating coalition on agriculture at that time. During
mid 2003, the developing country grouping G-20, with IBSAC
partnersasapart of it, wasformed which made ajoint submission.
The proposal of the group focused on the need to intensify work
to translate the Doha objective into reform modalities so as to
reduce all trade-distorting domestic support measures, reduction
[ capping of Green box direct paymentsfor developed countries,
use of a blended formula approach for tariff reduction in
developed countries etc.® Keeping the food security needs of
the devel oping countriesin mind the proposal called for extension
of SDT treatment for them, including lower tariff reductionsand
longer implementation periods, establishment of SPs, maintaining
de minimis at the existing levels for developing countries etc.
The proposal further called for elimination of article 6.5
(provision relating to domestic support) of the Agreement on
Agriculture. In subsequent period, the agenda was further
promoted through the later G-20 submission, which discussed
some shortcomings of the Blended formulaapproach put forward
by the EC and the US and noted that the method would lead to
lowest tariff reduction for highest tariffs.® In other words, given

48 See developing country joint submission (Document No. JOB(03)/162/Rev.1, Dated
29 August 2003).

49 See G-20 proposal (Document No. TN/AG/GEN/9, Dated 7 May 2004).
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the current scenario as seen from Annex 2.1, it will hurt the
developing country interest more.

In the subsequent period, the G-33 proposal (involving China
and India) insisted that the concept of SPs and SSM has to be
included as an integral part of SDT.* The coalition demanded
that devel oping countries must be able to decide themselveswhich
products they consider as SP, on a stand-alone basis and for the
products coming under this category, there must be no tariff
reduction commitment. It further demanded that SSM should be
established for use by developing countries, and SP must also
have access to SSM. The proposal claimed that an important
element in the market access pillar that can affect the effectiveness
of SDT is the tariff reduction formula. Understandably Brazil
and South Africa, the Cairns group members were not part of
this proposal.

The concerns over agricultural subsidy reform were also aired in
the G-20 ministers meeting held at Brazil during September 9-10,
2006. It can be said that the decision at Hong Kong Ministerial
(2005) to eliminate all forms of export subsidies by end 2013,
with asubstantial part being realized by the end of the first half of
the implementation period, is a major success of the developing
countries.

There is however aneed to look at the practical achievements of
the negotiating coalition. Although the developing countriestried
to negotiate for the ‘appropriate’ number of products as SP, the
July text (2004) and Hong Kong Ministerial (2005) has
acknowledged the need for the membersto designate * appropriate’
number of sensitive tariff lines aswell. Clearly the SP benefit for
developing countries could be nullified, at least partly, if the
developed countries declare a number of these SP as * sensitive'
itemsfor them (Chand, 2005). Also the methodol ogy of determining

50 See G-33 proposa (Document No. JOB(04)/65, Dated 1 June 2004).
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sensitive products (‘certain’ percent of tariff lines), negotiations
in domestic support (‘historical period’, ‘exceptionally large’
percentage of trade-distorting support in the Blue Box etc.) are
quite open-ended (Chakraborty, 2004). It should be mentioned here
that despite the constant engagement in discussions, after mid-
2004 G-20 (IBSAC being part of it) members have not submitted
aformal joint proposal on agriculture till date.>

However, the real culprit behind agricultural trade distortion is
not the export subsidies, but actually the domestic subsidies.®
Although the Hong Kong Ministerial (2005) declaration tried to
adopt a definitive approach for reduction of domestic support, the
IBSAC countries need to ensure the event through constant
negotiations in coming future:

“On domestic support, there will be three bands for reductions
in Final Bound Total AMS and in the overall cut in trade-
distorting domestic support, with higher linear cuts in higher
bands. In both cases, the Member with the highest level of
permitted support will be in the top band, the two Members
with the second and third highest levels of support will beinthe
middle band and all other Members, including all developing
country Members, will be in the bottom band. In addition,
developed country Membersinthelower bandswith highrelative
levelsof Final Bound Total AMSwill make an additional effort
inAMSreduction.”

The developing countries have stated many times that without
rectifying the problem of domestic subsidies, the problem of
market distortion cannot be solved and therefore detailed

51 To be fair to G 20 or IBSAC, it is not expected that the problem of freeing trade in
agriculture would be solved in three years, which is being discussed for the last fifty
years at GATT/WTO forums. For instance, the Haberler Committee (1958), which was
set up to address complaints from the developing countries that their interests were not
adequately protected, also focused on these problems.

52 “For the OECD countries, the $90 billion in domestic support to producers represents
13.5 percent of the value of their agricultural output at market prices.” Anderson et a
(2006), p. 8.
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discussion on market access before that is meaningless. This
further reinforces the need to focus on domestic subsidy issue
next. The developed and developing countries are yet to agree
on the market access modalities, i.e., to decide on a mutually
agreeable a tariff-cutting formula. The Hong Kong Ministerial
(2005) declaration noted, “.. we recognize that much remainsto
be done in order to establish modalities and to conclude the
negotiations.” IBSAC countries have already looked into the tariff
reform formula issue through G-20 submissions. In future, in
linewith their demand for SDT, they arelikely to demand atariff-
cutting formula, which will result alower reduction in their tariff
rate as compared to the same for the developed countries. Also
arriving at a common list of products for the SSM and SP list
might be difficult, given the dissimilarity inthe agricultural trade
basket at a disaggregated level, but lending support to each others
list can be one viable option of enhancing the bond. However,
the precondition for that isthe lists do not become conflicting to
each others' export interest.

NAMA

Before going into the details of the NAMA discussion and the
level of IBSAC collaboration in that field, a brief comment on
their current tariff binding scenario will not be irrelevant here.
The devel oped countries want the devel oping countriesto increase
their tariff bindings up to 100 percent over a period of time. It is
observed from Figure 5.1 that while the tariff binding for Brazil
and China has already reached 100 percent; South Africa is not
behind either in any significant manner. Clearly Indiaisin aweak
spot on that issue, with atariff binding of 73.8 percent. Therefore,
forming ajoint collaborating approach by all IBSAC membersin
that sphere might not be easy, although issue-based coalitions are
easier to form on that front.
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Figure5.1: A Cross-Country Review of Tariff Binding Scenario
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Prior to the DohaMinisterial, the discussion on NAMA centered
on the adoption of alinear formula for introducing tariff reform
in member countries. The DDA promised to protect the interest
of the developing countries by ensuring less than full reciprocity
(LTFR) to them, i.e., through lower tariff cuts as compared to
the same undertaken by their developed counterparts.
Subsequently, the discussion shifted on determination of the
coefficient of the tariff-cutting formula, by which the extent of
tariff reduction would take place. The EU and the US submissions
in the following period asked for stronger commitments from
developing countries, which was not welcomed by India and
others. Indiaemphasi zed that two different coefficients hasto be
used for the developed and the developing countries for the
purpose of tariff reduction.® It also collaborated with several
non-IBSAC partners focusing on the need for extending SDT to

53 See India's submission (Document No. TN/MA/W/10/Add.3, Dated 10 April 2003).
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developing countries on this ground.> In line with the ongoing
discussions, before Cancun Ministerial, Pierre Louis Girard, the
NAMA Chair, proposed the following non-linear formula for
negotiations, which was however not enthusiastically received
by all quarters:

‘= (Bx1, )x1,
: (th2)+t0

In the formula, t, is the final bound rate, t, is the average of the
baserates, t isthe baserate and ‘B’ is acoefficient. Thisformula
addressed the special need of developing countries, by
incorporating each country’s tariff average in the formula. India
wasin broad agreement with the Girard formula.®® It was observed
that if alarger coefficient isused both for devel oping and devel oped
countries, thetariff rates of devel oped countrieswill not be reduced
and hence the presence of tariff peak and tariff escalation will not
be solved. On the other hand, if a smaller coefficient is used for
both groups, thetariff rates of developing countrieswill come down
significantly and will hamper their devel opmental needs (Ranjan,
2006). So the developing countries stressed on the need to have
two different coefficients, asmall onefor developed countriesand
a large one for developing countries. Since Cancun Ministerial
the NAMA discussion centered on the coefficientsto beused in a
non-linear formula for tariff reduction. The following formula
proposed by Chinaearlier cameto forefront for discussion during
this period:®

54 See India's submission (Document No. TN/MA/W/31, Dated 25 March 2003).

% “India cautions WTO members of backlash if reforms are forced — Farmers’ interests
the key concern”, Speech of Mr. Arun Shourie, Minister of Communication, IT and
Disinvestment, Mini Ministerial at Montreal (28-30 July 2003), India and the WTO, Vol.
5, No. 6-7, p. 4.

5% See China's submission (Document No. TN/MA/W/20, Dated 24 December 2002).
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- (ta+(B><P))><tO
b (ta+P2)+t0

In the formula, t, is the simple average of the base rates, P is a
peak factor defined as the ratio of the tariff rate over the average
rate (t/ t,) and B is an adjusting coefficient for the year of
implementation (B=1 for 2015 or B=3 for 2010). Clearly givenits
advanced level of tariff reform, Chinawanted to get some mileage
out of future reforms. India on the other hand, proposed a simple
linear cut on the individual bound tariff lines of each Member,
with a higher percentage cut for developed countries than for
developing countries, asking for reduction in any tariff in excess
of three times the national average tariff, over the linear cut.

Subsequently the proposal by the EU and the US asking for almost
similar coefficients for developed and developing countries
indicated potentia violation of the LTFR proposition and India
decided to cooperate with other devel oping countriesin thisregard.
In 2005, Argentina, Brazil and India(ABI) reaffirmed their support
to the Girard formula.® The other proposals in the submission
included flexibilities for developing countries by excluding a
certain percentage of tariff linesfrom tariff cuts, presence of tariff
peaks, tariff escalations and the need to ensure participation in the
sectoral initiatives to reduce or eliminate tariff only on a non-
mandatory basis. However, developed countries felt that the ABI
proposal would not lead to substantial cutsin developing countries
tariff rates (ASSOCHAM, 2005).

At the Hong Kong Ministerial, the concern over the negotiation
on modalities brought several devel oping countriestogether toform
a core group on NAMA, which was successful in retaining the
flexibilities for them (Paragraph 15 of Hong Kong Declaration).
The members finally agreed to have a modified ‘ Swiss formula
for cutting tariff rates (paragraph 14 of the declaration), which
creates apossibility of having two different coefficients, one each

57 See the ABI proposal (Document No. TN/MA/W/54, Dated April 15 2005).
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for developed and developing countries or more than two
coefficients (Ranjan, 2006). It has also been decided that the
flexibilities to the tariff reduction formula will be a stand-alone
provision, i.e., developed countrieswould not link them with higher
reform commitments. Further, it was decided that the adopted
coefficients ‘shall’ take fully into account the special needs of
developing countries, including less than full reciprocity (LTFR)
in reduction commitments and reduce the tariff peaks and tariff
escalation. However, in return, the developing countries would
have to bind their unbound tariff now. All IBSAC countries stand
to gain by collaborating on reduction of the tariff peaks in
developed countries, which isin line with India's interest as well
(RIS, 2003b).

On the question of tariff bindings, the July 2004 text stated that
for unbound tariff lines, the basis for tariff reductions shall be
twicethe MFN applied ratein the base year. However, devel oping
countries like India objected to this proposal by pointing that this
will result in a very low bound rate for them and suggested that
the bound rate, instead of the applied rate, should be taken as the
reference point. The Hong Kong Declaration talked about adoption
of a non-linear mark-up approach to establish base rates for
presently unbound tariff lines. It further stated that these marked-
up bound tariff rates would be subject to tariff reductions in the
subsequent period. Now a low mark-up would lower developing
country tariff considerably (Ranjan, 2006). Pakistan's proposal in
thisregard called for anon-linear mark-up of at least 30 per cent.*
The ABI (2005) proposal on the other hand talked about reducing
unbound tariffs through a formula, not applied on the unbound
tariffson aline-by-line basi s, which would provide someflexibility
to developing countries. However, EU has been totally averse to
this approach (ASSOCHAM, 2005). It is not clear so far whether
Brazil, China or South Africawould like to collaborate with India
in this front.

%8 See Pakistan's proposal (Document No. TN/MA/W/60, Dated 21 July 2005).
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Apart fromthe negotiation of tariff reduction modalities, the sectoral
approach, involving cutting or elimination of tariffson certain sectors
independent of the tariff cutting formulathat is followed for other
sectors (paragraph 16 of DDA), is another important area.®®
Devel oped countriesextensively favour thisoption, whiledevel oping
countries are not too keen on it. The US is very interested for
discussing sectoral coverage issues on several manufacturing
industries, while the EU particularly focus on textile and clothing
items (ASSOCHAM, 2005). Indiabelievesthat the sectoral approach
should be voluntary in nature and should be taken up only after the
issue of tariff reduction formulais settled. It also believes that the
‘ zero-to-zero' approach proposed by someof the devel oped countries
is aviolation of the LTFR principle.®® However, according to the
Hong Kong Declaration the participation in sectorals will not be
mandatory for member countries. The IBSAC countries can still
collaborate in this front if they want increased market access for
their strategic exports like textiles and garments.

Collaboration on market accessbarriersand NTBsin NAMA would
perhaps be easier for the IBSAC countries. The Hong Kong
declaration has welcomed proposals from members on this front.
Use of anti-dumping in the developed country markets on
developing country exports has increased considerably in recent
years. Textile and garment products have especially suffered on
this count. Chinaand Indiahas collaborated in thisregard at times
owing to the similarity in their export pattern. Their joint
submission talked about the problemswith investigations prompted
by motivated complaints from industry associations, continuance
of back-to-back investigations, extending over long periods (five
years for one product) etc. The submission pointed that
protectionism becomes obvious from the fact that in majority of

% The NGMA in 2003 proposed seven sectors with considerable export interest of
developing countries for discussion under this track, namely - Electronics and electrical
goods; fish and fish products; footwear; leather goods; motor vehicles — parts and
components; stones, gems and precious metals; textile and clothing (Ranjan, 2005).

0 See India's submission (Document No. TN/MA/W/10, Dated 22 October 2002).
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the cases, the investigations or measures adopted proved to be
unjustified. In this background, the proposal asked for
implementation of a grace period of two years by developed
countries during which no anti-dumping investigations on textile
and clothing importsfrom devel oping countrieswould be allowed.®
AlsoBrazil, Chinaand Indiacollaborated in 2003 to protest agai nst
the slow reform of MFA quotain the devel oped countries and the
decision to have no carry forward in the post MFA period from
2005 January onwards.®> However, South Africa has so far not
collaborated with Indiain this regard.

Services

Giventheimportance of Mode4in India s servicetrade, one major
objective of the country has always been to ensureincreased market
accessinthat areaat the service negotiations. It has been observed
that Brazil and Chinahas collaborated with Indiain these areason
several occasions. However, South Africaisyet to collaborate with
Indiain this front.

After thefailure of Seattle Ministeria, Indiaactively started looking
for pro-active strategies to boost service exports. A number of G-
24 members stayed with it in this issue. In 2000, in association
with Brazil and other developing countries India submitted a
proposal to WTO where it asked for appropriate flexibility for
them for opening fewer sectors, liberalizing fewer types of
transactions, progressively extending market access in line with
their development situation. The proposal wanted liberalization
of trade in services to focus on sectors and modes of supply of
export interest to devel oping countries.®® The sectoral interest also
started playing a key role in overall policy objective, as in

61 Joint submission of developing countries (Document No. WT/GC/W/502, Dated 14
July 2003).

62 Joint submission of developing countries (Document No. WT/GC/W/503, Dated 14
July 2003).

83 Joint submission of developing countries (Document No. S/ICSS/W/13, Dated 24
November 2000).
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association with China subsequently it submitted a proposal for
opening up trade in Maritime Transport Services.%

The collaboration with China and the G-24 countries on
liberalization of Mode 4 was intensified shortly afterwards when
India submitted a proposal before Cancun stressing the welfare
gains from freer movement of natural persons to both developed
and devel oping countries.® Pointing to the limited commitments
made by many countriesin this category, the proposal talked about
the need to de-link movement of natural personsfrom commercial
presence. It also identified the major problems for Mode 4 export
to be the administrative procedures, failing to separate the
temporary movement of service suppliers from permanent
immigration; lack of transparency and due process regarding the
granting of entry visasor permits; following varioustedious criteria
like Economic Needs Tests (ENT), Local Market Tests and
Management Needs Tests; and the lack of recognition of
professional / equivalent qualifications and licensing requirements
etc. Chinaand Indiafurther strengthened their negotiating positions
ontradein servicesin alater submission, wherethey raised various
issues regarding future reform.®

The liberalization of Mode 4 issue was raised by Brazil, China
and Indianext in 2004, when the countries expressed dissatisfaction
over the level of commitment expressed by developed countries:

“After analysing the initial offers presented by developed
Members, in our assessment, most of these offers do not show
any real improvement to the existing commitmentsin Mode 4.
Some Members have not introduced any improvement to the
existing commitments; others have only introduced some minor

64 Joint submission of developing countries (Document No. TN/S/W/11, Dated 3 March
2003).

8 Joint submission of developing countries (Document No. TN/S/W/14 (Dated 3 July
2003).

8 Joint submission of developing countries (Document No. TN/S/W/16, Dated 25 July
2003).
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changes aimed at clarifying and only in afew cases expanding
the scope of commitments. Basically commitments continue to
be limited to categories of personnel related to commercial
presence despite the expressed interest of developing Members
for commitments in categories de-linked from commercial
presence aswell.”®”

The three countries after the July discussion made another joint
submission, where they termed the lack of transparency as one of
the impediments to Mode 4 trade and asked for enhancing the
transparency level of regulatory procedures, if required, by
introducing newer elementsin GATS regulations.®® A submission
with Brazil around that time talked about facilitation of movement
of natural persons supplying services in tourism and recognition
of their qualifications, and elimination of anti-competitive practices
and unfair competition, requirementsfor commercial establishment
or presence, and nationality or residency requirement.®® The joint
proposal with Brazil in 2005 again highlighted the need to de-link
Mode 4 from commercial presence and highlighted the conditions
of market access in various categories like business visitors,
contractual service suppliers, independent professionals etc.™

TheHong Kong Ministerial declaration has come out with a set of
well-thought objectives as guiding principlesfor members on each
mode of service trade for ensuring a progressively higher level of
liberalization of trade in services, with appropriate flexibility for
individual developing country Members as provided for in
Article XIX of the GATS. It also expected all Member countries
to participate actively in the subsequent negotiations. To achieve

57 Joint submission of developing countries (Document No. TN/S/W/19 (Dated 31 March
2004).

8 Joint submission of developing countries (Document No. JOB(04)/142 (Dated 29
September 2004).

8 Joint submission of developing countries (Document No. TN/S/W/23 (Dated 29
September 2004).

7 Joint submission of developing countries (Document No. TN/S/W/31, Dated 18 February
2005).
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this goal, it has been suggested that the request-offer approach
should also be pursued on aplurilateral basis. It hasbeen suggested
earlier that Indiastand to gain by following a GAT S-plus approach
with select trade partners (Banerjee, 2006). IBSAC in the future
negotiations can continue on that track.

A brief sectoral perspectivewill not beirrelevant here. Commenting
on India sdefensive posture on GATS as compared to that of China,
Draper and Sally (2006) pointed that the latter’s commitments are
strong compared to that of India. This may appear strange given
the observed strength and growth of India' s service sector. However
itisprecisely thesize of India's service sector and the employment
it generates that makes the government wary of a potential
disruption of this sector that a drastic liberalisation on this front
may bring. What cannot be denied however, that an un-nuanced
posture or strategy in this regard can do India great damage or at
least deprive it of substantial benefits.

It may be recalled that the unorganised sector in Indiais large
and its sources of finance are uncertain and is available at high
rates of interest. This scenario is reflected in Brazil. Given
traditional banking practicesthe conventional banking sector does
not lend to the informal sector. The Brazilian Central Bank has
estimated that of the 16 million enterprises that exist, 80% do
not have aformal Memorandum of Understanding, 46% do not
follow traditional accounting practices and 85% do not have
access to conventional banking credit. Thus the potential for
micro credit is therefore enormous and growing as indicated by
the fact that the proportion of the work force without formal
employment registration has grown from 38% to 51% in the
period 1991 to 2004.

However there exists aformal private sector bank, Unibanco that
offersmicrocredit. Indeed thetotal portfolio of the 171 institutions
which advance micro-credit to 230,000 active clients is
approximately $ 60 million. But Unibanco with aclientiele of 17
million is probably the largest financial institution with micro-
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credit abilities that can invest in India especially in the rural and
informal sectors (Moura and Serpa, 2005).

On the other hand, India has management institutions like the
Institute of Rural Management at Anand in Gujarat that specialise
intraining peoplein managerial skillsfor theagricultural and allied
sectors. But the regulatory regime has long inhibited the full
potential of thesetalents. Even with economic liberalisation taking
place, the institutions that aim at micro-credit have found it very
difficult to raise resources. Thus the players in the Indian system
have generally been small and established conventional banks are
in general reluctant to enter this field as operating in this sphere
requires a business model that is very different from the one that
they currently follow.™

The potential for Unibanco in this market given its scales of
operation in Brazil and the benefit that can accrue to the informal
sector then isobvious. However, entering the I ndian banking sector
for aforeign entity isfar more difficult than entering the Brazilian
banking sector (although heretoo prior authorisationisrequired.).
Without a sophisticated entity, which has considerable financial
strength, the informal sector has to take recourse to usurious rates
of interests charged by moneylenders or remain credit-constrained.
The secondary benefits of having a sophisticated player arguing
on their behalf for the removal of laws and regulations that
constrain their activity or put them too great disadvantage also
does not accrue to them.” Here we see that efforts to protect the
domestic banking sector have led to the denial of credit to a sector
not currently served by existing players.”

" Interview with Shubhankar Sengupta, Chief Operating Officer, Uttaran Finance,
Kolkata

2 For an account of the regulatory regime under which the informal sector worksin India
see, Shah and Mandava (2005).

" Thisagainisareflection of the effects an over-valued currency in the days of dirigisme.
That practice hindered South-South trade.
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Clearly there is scope of letting the entry of foreign players who
may cater to niches not currently served by Indian actors. This state
of affairsmay not lead to aunified position on Financial Servicesin
Service Negotiationsin the near future but an arrangement limited
to IBSAC may lead to developments that make such an eventuality
possible even as IBSAC reap benefits from a liberalised trade in
servicesregimein finance within the confines of the grouping. Such
an arrangement precludes the possibility of destabilising surgesin
service imports but has the potential to do a lot by making credit
available to agents hitherto not served by the formal credit market.

In the case of Air Transport, India has made no firm commitments
in this sector. In a round about way, this affects IBSAC trade,
particularly Brazil’sexport to India. Brazil hasacommanding niche
inthe 50-70 seater passenger jet market through Embraer. If India's
Air Transport sector is liberalised, it is likely that Air Transport
companies will have to cater to al types of markets and niches
depending on the flow of tropic. It isonly natural Embraer aircraft
will fulfill one of these nichesand will become an important single-
ticket item capable of earning hundreds of million dollars from
the Indian market alone. Again the challenge is to discover an
innovative strategy viawhich the Brazilians may be accommodated
while keeping optionsopen inthisareaat theWTO. Thisof course
may not lead to a common negotiating position at the WTO but
clashes may be avoided as Brazilian interests are accommodated.

TRIPS

OnTRIPS, the major negotiating agendaof Indiahasbeento ensure
sufficient policy space for the public health policies of the
developing countries; to protect the biodiversity in their territory
through Convention on Biodiversity (CBD); protection of
traditional knowledge base (TK) and recognition to the
Geographical Indications (Gl). Before Seattle Ministerial for the
first time India collaborated with developing countries through
the* Friends of the Geographical Indications' group, and continued
on that track by collaborating with the African Group and Brazil
on public health policies before the Doha Ministerial. The 2001
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submission demanded that nothing in the TRIPS Agreement should
prevent Membersfrom adopting measuresto protect public health,
and it should offer the broadest flexibility to the members in
determining the grounds for using compulsory licences for use at
home and for supplying in the foreign markets.” The flexibility
should also be present in implementation of other provisions like
paralel imports.

The collaboration between the devel oping countries continued in
the post-Doha period as India along with Brazil and China
submitted aproposal onthe paragraph 6 of the DDA.” The proposal
talked about the importance of transfer of technology to all
developing countries (without any exception), which is critical
for improving manufacturing capacities of their pharmaceutical
sector, for ensuring sustainable access to affordable medicines.
Pointing that absence of economies of scale might make domestic
production of aparticular product non-viable or too costly at times,
the proposal called for recognition of the right of WTO Members
to authorize third parties to make, sell and export patented public
health-related products without the consent of the patent holder to
address public health needs in another country.

Subsequently, in association with Brazil and other developing
countries, India submitted a proposal on non-violation and
nullification or impairment of benefits to developing countries
under the TRIPS agreement.” The proposal pointed that application
of non-violation and situation complaints is unnecessary owing to
several reasons. The submission pointed out that TRIPS Agreement,
unlike other WTO agreements, is a sui-generis agreement, which
is, not designed to protect market access or the balance of tariff

74 Joint submission of developing countries (Document No. |P/C/W/296, Dated 29 June
2001).

5 Joint submission of developing countries (Document No. |P/C/W/355, Dated 24 June
2002).

76 Joint submission of devel oping countries (Document No. |P/C/W/385, Dated 30 October
2002).
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concessions but rather to establish minimum standards of IPR
protection. Therefore, curtailing that right undermines market
access. Therefore any non-violation and situation complaints are
unnecessary to protect any balance of rights and obligations
inherent in the TRIPS Agreement, as these are reflected in the
Agreement’s principal obligationsand flexihilities. It also pointed
out the systemic concerns that are raised through application of
non-violation and situation complaints. This led the developing
countries to propose that the, ‘ TRIPS Council recommend to the
5" Ministerial Conferencethat the violations of the typeidentified
in Article XXI111:1(b) and (c) of the GATT 1994 be determined
inapplicable to the TRIPS Agreement.’

Before Cancun, Brazil and Indiacametogether on therelationship
in TRIPSand CBD, asking for disclosure of the source and country
of origin of the biological resource and of the TK used in any
particular invention; evidence of prior informed consent through
approval of authorities under the relevant national regime and
evidence of fair and equitable benefit sharing under the relevant
national regime to be the precondition for acquiring patent rights
through necessary amendments in TRIPS.”” The submission also
mentioned the need for equity and protection against
mi sappropriation; consequencesto be addressed under patent law;
the limitations of relying only on databases and the limitations of
national laws or contracts. The submission pointed out that:

“ Amendmentsto the TRIPS Agreement to include an obligation
to disclose the origin of genetic resources and associated
traditional knowledge and to provide evidence of PIC and fair
and equitable benefit sharing are imperative to implement the
TRIPS Agreement and the CBD in a mutually supportive and
complementary way. This obligation would ensuretransparency
asregardsthe origin of biological materialsthat are used in the
patent claim, as well as make the CBD provisions on the PIC
and fair and equitable benefit sharing more effective.”

77 Joint submission of developing countries (Document No. |P/C/W/403, Dated 24 June
2003).
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After Cancun, the collaboration between Brazil and Indiaon CBD
continued and ajoint submission in early 2004 on bio-piracy talked
about the need to determine adoption of appropriate measures
within the TRIPS framework to prevent misappropriation and to
support the objectives and implementation of the CBD.” The
proposal broadly reaffirmed the points made in the 2003 proposal
earlier.

In early 2005, India and Brazil, along with other developing
countries submitted aproposal on the relationship between TRIPS
and CBD. The proposal discussed the need to ensure disclosure of
evidence of benefit-sharing arising out of the utilization of genetic
resources and / or TK in inventions, claiming that it ‘is aimed at
not only ensuring that thereisbenefit-sharing per sebut that sharing
of benefitsisdone on afair and equitable manner among the parties
(the source and country of origin and / or local / indigenous
community).” The submission talked about the global problem of
bio-piracy and stressed the need to establish an international
framework of protection. It also dealt with the evidence to be
furnished by the patent applicant. The proposal further suggested
that if a patent-holder failsto provide evidence of benefit sharing,
the legal procedure should include revocation of the patent and
imposition of criminal and / or administrative sanctions.

Brazil and Indiajointly submitted another proposal on CBD and
protection of TK in 2005. The proposal pointed the need to accept
WTO asacompetent organization on mattersrelating to bio-piracy
and the issuance of patents with respect to inventions that have
relied upon and / or used biological resources and / or associated
TK.®The proposal called for establishment of clear internationally

8 Joint submission of developing countries (Document No. |P/C/W/420, Dated 2 March
2004).

7 Joint submission of developing countries (Document No. | P/C/W/442, Dated 18 March
2005).

80 Joint submission of developing countries (Document No. | P/C/W/443, Dated 18 March
2005).



IBSAC (India, Brazil, South Africa, China)

agreed rules on disclosure, prior informed consent and benefit-
sharing, and a mandatory, global disclosure requirement in this
regard. The proposal stressed that contractual arrangements or
similar mechanisms in national laws can only suffice to achieve
the objective only if they are obligatory and enforceable across
borders and explored options about the provisions required for
preventing erroneously granted patents. Given the success of the
developing countries in modifying the public health provisions
(2005), itislikely that the IBSAC collaboration in the other areas
of TRIPS would continue in coming future.

I nstitutional issues — Reforming the Dispute Settlement Body
Since 1999, India became a regular at the DSB, either as a
complainant or as a respondent. The close participation at DS
forums made it aware of the loopholes of the DS mechanism and
it started to negotiate on that front from 2002 onwards. The
negotiating agendaof India, in association with several developing
countries upto 2003 has been to highlight the need to protect
developing country interests through amendment in the dispute
settlement understanding (DSU); inadequate defense by devel oping
countries due to high legal costs; lack of proper mechanism to
ensure implementation of DSB rulings during reasonable period
and inappropriateness of ‘retaliation’ measures in ensuring that;
blocking participation of NGOs in the DS process and the move
by devel oped countriesto change the structure of DSB; protesting
authoritative interpretation by Panels and Appellate Bodies (AB)
and finally to introduce transparency in DSB Proceedings.®

From 2004 onwards Brazil and India along with other WTO
members submitted three proposals to WTO. Interestingly,
developed countries like Canada and New Zealand also became
partners in that process. The first submission focused on
sequencing, remand and the procedures for removal of
authorization for suspension of concessions or other obligations.®

81 See Chaisse and Chakraborty (2006) for details.

82 Joint submission of WTO Members (Document No. JOB(04)/52, Dated 19 May 2004.
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The second submission involved the role of third partiesin future
disputesand the consequential changesto theworking procedures.®
The last submission has been a modification to the second
submission.® While China and South Africaare yet to collaborate
with Brazil and Indiainthisfront, thiscould be amajor component
of IBSAC'sjoint negotiating agendain the coming future. Although
China has participated in the DS negotiations, its proposal that no
developed country should be entitled to initiate more than two
cases per year against a developing country member has not been
widely received (Perumal, 2005).

Special and Differential Treatment

The devel oping countries have negotiated on obtaining SDT from
their developed counterparts with respect to several WTO
agreements so far. Before the Hong Kong Ministerial, Brazil,
India and South Africa with other developing countries (part of
G-20) jointly made a submission on trade and devel opment asking
for an early conclusion of the current round of Doha negotiations,
consistent with the DDA % Notably, China was not part of this
submission. The submission talked about the importance of
agriculture and the absence of an actionable reform plan coming
from the EU. It also demanded the LTFR flexibilities in case of
NAMA negotiations, pointing to the extent of tariff protectionism
in developed countries. It termed anti-dumping agreement,
TRIMS and TRIPS to be imbalanced in favour of developed
countries and asked for their revision. Interestingly, in case of
trade in services, the submission adopted a persuasive approach,
trying to convince the devel oped countries about the benefits of
cooperation:

8 Joint submission of WTO Members (Document No. JOB(05)/19, Dated 22 February
2005).

84 Joint submission of WTO Members (Document No. JOB(05)/19/Rev1, Dated 17 March
2006).

8 Joint submission of Developing countries (Document No. WT/COMTD/W/145, Dated
1 December 2005).
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“.. one study reveals that an increase in developed countries
guotas on theinward movement of temporary workers equivalent
to 3 per cent of their work forces would generate an estimated
increase in world welfare of over $150 billion per annum. To
date however devel oped countries have been reluctant to make
any significant commitmentsin the WTO on mode 4 relaxation
of restrictions on temporary entry. We urge devel oped countries
to seizeyet another opportunity to unlock the potential toincrease
global growth and the welfare of all countries.”

Potential Areas of Increased Collaboration?

Trade Facilitation

Given the fact that Members have agreed to discuss trade
facilitation (TF) under WTO now, it is going to be amajor area
of negotiation in the coming period. IBSAC countries stand to
gainalot from jointly negotiating in thisarea. Indiaafter Cancun
Ministerial submitted aproposal with Chinaand other developing
countries on trade facilitation, which expressed disapproval
against any attempt to seek an early harvest on thisareain advance
of progress on core issues in Doha Work Programme. It also
wanted the negotiation to address the points regarding cost of
compliance, justification of any binding rules subject to the DSU,
commitment for provision of technical and financial assistance
to meet the cost of compliance etc. raised by devel oping countries
and LDCs earlier.?® India and China with other developing
countries have submitted another proposal of TF in early 2006,
which focused on three issues - (i) the arrangement of
commitments for developing Members; (ii) the provision of
technical assistance and capacity building support; and (iii) the
applicability of the dispute settlement mechanism.®

8 Joint submission of Developing countries (Document No. WT/GC/W/522 (Dated 12
December 2003).

87 Joint submission of Devel oping countries (Document No. TN/TF/W/82, Dated 31 March
2006)
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I nvestment

The devel oped countries are much more persuasive on investment
issues today, and on that front IBSAC can have a negotiating
coalition, although South Africa might not be too keen on that
front. Indiaand Chinahasalready submitted ajoint proposal earlier
focusing on variousissueslike Investors and Home Governments
obligations, general principles, restrictive business practices,
technology transfer, balance of payments, ownership and control,
consumer protection and environmental protection, disclosureand
accounting etc.®

Anti-Dumping

Finally, the use of anti-dumping, both globally as well as by
the IBSAC members, has increased considerably in the recent
years. For that matter, instances of intra-IBSAC dumping
investigations are not uncommon (e.g. —dumping investigations
by India on Chinese imports). In Table 5.5, the initiations of
anti-dumping investigations by IBSAC members aswell asthe
initiations against them are summarized. While China is the
biggest victim of the process, the other three countries also
suffer considerably from misuse of this provision. The problem
for Chinaislikely to continue for some more time owing to its
non-market economy status. Therefore, adoption of a joint
negotiating strategy should not be a difficult task. However,
given the steady rise in the initiations by India, it will face
demands from other partners to cut the use of anti-dumping
procedure, especially on their exports.

8 Joint submission of Developing countries (Document No. WT/WGTI/W/152, Dated
19 November 2002).
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Table5.5: Comparison of Anti-Dumping Casesfaced / initiated
by IBSAC countries

Period India Brazil South Africa China
A B A B A B A B

1 January 1995 -

31 December 1995 5 3 5 3 18 - - 16

1 January 1996 -

31 December 1996| 20 10 17 10 30 6 - 39

1 January 1997 -

31 December 1997 | 13 7 11 5 23 4 - 31

1January 1998 -

31 December 1998 | 33 12 17 5 41 5 - 25

1 January 1999 -

30 June 1999 40 6 1 8 7 2 - 16

1 July 1999 -

30 June 2000 27 11 17 7 11 3 - 30

1 July 2000 -

30 June 2001 37 - 10 - 20 - - -

1 July 2001-

30 June 2002 76 12 16 13 2 11| 0 46

1 July 2002 -

30 June 2003 67 12 9 3 5 5 17 42

1 July 2003 -

30 June 2004 37 14 8 3 10 2 22 59

Source: WTO Annual Reports (various issues)
A —Initiations of anti-dumping actions by a country
B — Initiations of anti-dumping investigations against a country

What Next?

While the analysis so far points out the potential areas of
collaboration for the IBSAC members, the actual cohesiveness of
the negotiating bloc at the multilateral forum will be afunction of
the reciprocal market access provided to each other. Currently,
Brazil, Chinaand Indiaare not too willing to open their agricultural
sectors, and Indiain particular is called most protective among the
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IBSAC countries for not making substantial commitments on
several service sectors (Draper and Sally, 2006). Theintra-IBSAC
tension might rise over agricultural liberalization in coming future,
as noted by Jank (2005):

“Thetruth is that everyone is somehow responsible for market
accessfailures, and if the G-20 becomes an obstructionist force,
all theliberalizing ambitions of Dohacan gotowaste. Itisupto
Brazil, for example, to accept a comprehensive opening of its
own domestic agricultural markets, aslong asthereiscompatible
reciprocity from all major players. It isimportant to remember
that the large food markets of the future are in Asia and that,
therefore, Brazil cannot be extremely complacent with the
protectionist positionsof its G-20 partnersin agricultural market
access.”
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VI

THE ROLE OF IBSAC-PLUS:
STRENGTHENING THE
NEGOTIATING BOND?

Whilethere existsafair level of similarity in the export pattern of
the IBSAC countries, it has been observed earlier that the current
level of intra-bloc trade for a four members are approximately
around 10 percent. Clearly the current level of intra-lBSAC trade
isvery low. The attractiveness of the proposed IBSAC trade bloc
could further be extended by including their tow markets (i.e.,
countries which are involved in various preferential agreements
with Brazil, China and South Africa), i.e., by making one IBSAC
member ahub for exporting products coming from IBSAC partners
to its other FTA partners. Given the fact that the partners of the
four countries are at different stages of development, formation of
adirect FTA involving al the IBSAC partners might not be possible.
However, thetow memberscan still enjoy an extended membership
of IBSAC through an ‘IBSAC-plus' trade facilitation agreement
(TFA), which does not involve any commitment otherwise as seen
from Table 4.1, earlier.

Theformation of ‘*IBSAC-plus would further strengthen the bond
between a number of developing countries. A couple of the tow
market countries are already present in the G-20 and G-33 group
(and G-110 as well), where Indiais one of the leading members.
Given the importance of agricultural exports in their domestic
economies, IBSAC-plusislikely to maintain cooperation in case
of agricultural negotiations at multilateral level.

In Annex 6.1, we provide a comparative analysis of the trade
direction of Indiato the IBSAC tow markets for two years, 1996-
97 and 2004-05. The purpose of the analysisisto check whether
increased market accessfor Indian exportsto these marketswould
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cumulate the natural advantages. It is observed that while the
overall shareof theoverall tow marketsin India sexports (including
Brazil, China and South Africa) in 1996-97 was 33.86 percent, it
has increased to 41.96 percent during 2004-05. However, if we
remove India-centric blocs like GCC from the analysis, then the
extent of increment looks much modest. If wefurther removeBrazil,
Chinaand South Africafrom theanalysis, thefiguresare much lower
and actually show adeclineinthe export share. A similar scenariois
observed in case of importsaswell. It isobserved that the increase
in export share of South-East Asia, Africa and Latin Americain
India’s export basket could be fully explained by the rise in the
share of China, South Africa and Brazil in India's export basket
respectively. Therefore, whileformation of IBSAC-pluswould add
to consolidation of the negotiating stances of devel oping countries,
perhaps gains in terms of actual trade expansion in short run will
remain limited. One positive aspect is that the increased import
from the tow markets is not likely to cause a mgjor threat to the
domestic industriesin India (RGICS, 2005).

Several points should be highlighted in this context. First, India's
trade isrelocating increasingly towards East and South-East Asia
inrecent years, whiletheimportance of African and Latin American
market, as of now, isnot very high for its exports. Most of the tow
markets of Brazil and South Africa being LDCs, they maintain a
higher tariff rate on their imports. Increased accessin them therefore
might lead to increased trade for India in the dynamic sense. On
the other hand, the tow markets of China are mostly similar with
India and hence no specia advantage is likely to emerge on that
front. However, it has to be borne in mind that, India’s cost
advantage is predominantly for products catering the upper niche
of the market (clothing, footwear etc.), and therefore, the scope of
successin these LDCs and devel oping country markets should be
subject to closer scrutiny. Second, due to language barrier, scope
of expanding services export in Latin American countries would
be limited. Third, a number of Latin American countries are
member of CAIRNS group (Argentina, Bolivia, Chile, Colombia,
Paraguay and Uruguay), and historically have been vocal on
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agricultural trade liberalization. Therefore, by collaborating with
the tow markets India might gain in short run, but in the long run
it hasto put agriculture on the negotiation table. Finally, given the
fact that the service export profile of the tow market is markedly
different from India, arriving at ajoint negotiating strategy would
be quite difficult and therefore, the negotiating gains might also
be limited.®

The situation could however considerably change from a trade
point of view if Brazil and South Africa ultimately become a part
of FTAA and EU-SACU FTA respectively. In that case some key
Indian exports can reach the EU and US market through the
respective IBSAC partners after some value addition. However,
the FTA involving EU and South Africa would be concluded in
2012 and offers no immediate benefit for Indian exports. The
United States has al so begun FTA negotiationswith thefive SACU
countries only in June 2003. On the other hand, the FTAA
(extending NAFTA to 31 other countries) has aready run into
trouble and the completion deadline of its negotiations (January
1, 2005) has been missed. Given this fact, the trade benefits are
not likely to follow soon. On the other hand, from a negotiating
point of view, by entering into FTA with the EU or the US, the
IBSAC members would perhaps have to adopt a more lenient
approach towards their developed country partners.

8 |t should be mentioned that some of the tow market countries are therein G 20 and
G 24.
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VI

INLIEU OF CONCLUSION

Does the strength of IBSAC or IBSA as coalition that can hang
together at the WTO Negotiations depend on its potential strength
as atrade bloc? When it comes to trade between Brazil, China,
India and South Africait is China’s trade with the others that is
generally significant (although Indo-South Africa trade is also
significant). But clearly, this grouping (while possessing
impressive trade potential) does not have the potential to become
a trading bloc like the EU and thus wield similar power at the
WTO negotiations. Here the kinds of concessionsthat haveto be
given so asto makeit vibrant are precisely the kind of concessions
India would find difficult to provide. When it comes to tariff
reforms, India's applied levels are the highest and hence it is
Indiathat hasto give the maximum concessions. This, especially
in the field of agriculture, where Brazil and South Africa have
special interests, is difficult to make. In any case, even if these
concessions are made and IBSAC fructifies into a successful
trading bloc, when it comesto therest of theworld it will still be
the QUAD that will dominatetradefor all the IBSAC economies.
Thus the possibility of the QUAD (or, the EU and the US as a
major constituent of it) offering significant concessions to any
one or more members of the IBSAC to break the coalition holds
a high chance of success. The country to break rank is likely to
be one who is the most dependent on export for growth and
employment. Thisislikely to be the Peoples Republic of China.
The US decision in August 2006 of excluding PRC from the
review of the GSP (while IBSA was in the list) is a noteworthy
event in thisregard.

The above analysis does not mean that joining IBSAC would not
provide any benefitsto China. On the contrary, with the aid of the
liberalized framework, it islikely to expand its export sharein the
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IBSA market at amuch faster rate than other countries. However,
domestic concernsin IBSA countriesmight not necessarily provide
it the desired level of market access. Indiais a case in point. On
the other hand, the EU and the US jointly account for a much
larger market for China, ascompared to both G-20 aswell asIBSA.
China is simply not ready to sacrifice a sure market just for
developing country solidarity. However it has recently announced
that for the success of the trade talk, the devel oped countries must
make substantial concessions (HT, August 30 2006).

Genesisof IBSA asacoherent and effective negotiating group has
never depended on its potential as a trading bloc to begin with.
Indeed its genesis can be seen as fructification of Indialearning to
negotiate by trading. From a negotiator who would initially adopt
a rigid maximalist position and then capitulate entirely, to one
which became silent when important decisions were taken before
evolving into an economy who realized the power of coalitionsif
one was flexible enough while negotiating, India has come along
way. Thisflexibility, combined with the knowledge of how to use
theWTO rule-setting regime, hasled Indiainto the IBSA coalition,
which asagroup isfar more coherent than the G-20 and is able to
give leadership to the developing countries’ interest at the WTO
in afar more effective manner.

At the same time IBSA members have also been busy on an
aternative route, which involves the creation and expansion of
RTAsasan insurance against thefailure of multilateralism. India’s
effortsin thisregard, unlike Chinaand South Africa, haveruninto
problems on several occasions precisely for the reasons why
IBSAC cannot take off as a trade bloc. India remains a reluctant
liberalizer when it comesto tariff reforms. However given thefact
that political difficulties of tariff reforms cannot be wished away
in Brazil and South Africa either, the following points arguably
emerge from the discussions:

1. Given the differences of interest in agriculture as well as the
conseguent political compulsions, the group will negotiate
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through G 20 in that area, where the pressure to reform ison
the developed countries.

2. IBSA, theorigina grouping will insist on LTFR whenit comes
to NAMA asit isin line with their internal difficulties with
tariff cutsin specific sectors as opposed to their demands that
developed countries grant increased market access. Occasional
collaboration with other interested countries like Argentina
(e.g. —the ABI proposal) will be welcomed. As evident from
the ongoing negotiations, China given its low cost economy
and tariff commitmentsalready undertaken, isunlikely to show
much sympathy to LTFR.

3. Despite dissonance with South Africa on services (especially
mode 4) and increased compatibility with Chinaon thisissue,
the fluid state of negotiation under GATSwill ensure that this
unity with Chinawill amount to much or the dissonance with
South Africawill do much damageto IBSA.

4. The effectiveness of IBSA’s position on TRIPS and the
enormous potential gain to these countries either by way of
protection from the consequences of a pandemiclike AIDS or
safeguards against bio-piracy lends this coalition great
coherence and legitimacy. For instance, the level of India's
collaboration with Brazil on issues like CBD is already quite
intense.

ItisIBSA thereforethat promisesto continue as a coherent and
effective WTO negotiating partner, with China joining hands
only transiently when for a brief period of time its interests
may have coincided with IBSA. IBSA’s continuing effectiveness
isof course aresult of its modest actual agenda at the WTO (as
opposed to its ambitious agenda stated in Brasiliain June 2003)
as well as the realization by India that WTO offers an arena
where flexibility combined with the knowledge of the ‘rules of
the game’ can lead to an outcome where the legal structure that
orders international commerce cannot be framed without the
views of the developing and less developed countries being
taken into consideration.
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The above analysis does not imply that China's collaboration
with IBSA will remain extremely limited. It might join the boat
from time to time on some issues, but that will solely depend
on its perceived gains from that move. Protecting developing
country interestsis currently not, and neither islikely to emerge
as a major driving force behind China's trade policy-making
exercises in coming future.

Giventheindividual difficultiesof the IBSA economies, the agenda
for thisbloc at the WTO must remain modest. Economiesor groups
whose share in world trade is modest cannot hope to dramatically
change the international framework on which international
commerce is based. The saving grace for IBSAC is perhaps that
developed countries are not united either. It has been observed
when in July 2006; the US blamed the lack of flexibility shown by
France for collapse of the trade talks (HT, July 26 2006b).

It is observed the IBSA or IBSAC coalition can increase its
effectiveness as negotiating group if their tow countries are added
to it, but the trade consequences are not likely to be very high in
the short run. This realization has lent IBSA credibility, which
will not be affected when inevitably China parts way with this
grouping asit was wise enough not to invite Chinaeither formally
or informally into this grouping.
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ANNEXES

Annex 2.1: Tariff Reformsof IBSAC Countriesand Select
WTO Members®

Countries All Products Primary M anufacturing

products products
A B C D A B A B

Australia

1991 131 9.1 303 14 3.2 1.6 143 103

2004 5.1 3.8 5.9 2.9 14 0.7 5.6 4.4

Brazil

1989 422 319 922 05 379 188 | 425 379

2004 132 8.0 380 0.0 9.1 2.0 136 10.2

Canada

1989 8.6 6.0 146 34 5.1 2.5 9.9 6.7

2003 39 0.9 6.5 3.6 1.9 0.4 4.2 1.0

China

1992 410 322 776 00 354 139 | 423 365

2004 9.8 6.0 16.0 0.0 100 5.6 9.7 6.0

EU (15)

1989 4.1 3.8 3.9 18.2 | 8.7 2.7 2.7 4.4

2003 1.4 1.3 1.9 10.6 | 2.2 0.9 1.2 1.4

India

1990 79.0 496 970 0.9 69.1 254 | 80.2 69.9

2004 283 280 924 0.0 30.0 369 | 279 253

Japan

1989 5.6 3.0 9.1 3.3 8.3 3.3 4.7 2.7

2004 29 24 8.1 2.8 5.3 39 24 1.6

South Africa

1988 115 120 323 188 | 4.8 3.6 11.8 123

2001 9.4 5.6 325 22 7.5 3.9 9.5 5.8

us

1989 5.6 3.8 8.0 12.7 | 3.7 2.0 6.0 4.1

2004 3.2 1.8 4.0 6.8 2.7 11 3.3 1.9

Source: World Development I ndicators (2005)

% A — Simple Mean Tariff, B — Weighted Mean Tariff, C — Share of Tariff Lines with
International Peaks, D — Share of Tariff Lines with Specific Tariffs.
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Annex 2.2: Tariff Escalation by 2-digit I SIC Industry
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Annex 2.3: Average MFN Applied and Bound Tariffs —

Profile of IBSAC Countries
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Annex 4.1: Merchandise Exportswithin Bloc (% of total
bloc exports)

Blocs | 1970 | 1980 | 1990 | 1995 | 1999 | 2000 | 2001 | 2002
High-income and low- and middle-income countries

APEC 578 | 579 | 683 | 71.8 | 71.8 | 73.1 | 72.6 | 73.3
CEFTA 129 | 148 | 99 146 | 121 | 122 | 124 | 12.2
EU 59.5 | 60.8 | 65.9 | 624 | 629 | 61.6 | 60.8 | 60.6
NAFTA 36.0 | 336 | 414 | 46.2 | 54.6 | 55.7 | 555 | 56.7
Latin America and the Caribbean

ACS 9.6 8.7 8.4 8.5 5.6 6.4 6.5 7.1
Andean Groug 1.8 3.8 4.1 12.0 | 8.8 7.9 103 | 95
CACM 261 | 244 | 153 | 21.8 | 136 | 148 | 155 | 111

CARICOM 4.2 53 8.1 121 | 169 | 147 | 140 | 125

Central

American
Groupof four| 20.1 | 18.1 | 13.7 | 22.2 | 146 | 151 | 148 | 12.8
LAIA 9.9 13.7 | 108 | 17.1 | 12.7 | 128 | 128 | 11.1

MERCOSUR | 9.4 11.6 | 8.9 203 | 206 | 20.8 | 17.2 | 116
Africa

Cross-border
initiative 9.3 8.8 10.3 | 119 | 121 | 10.6 | 10.0 | 10.2

ECOWAS 29 101 | 7.9 9.0 104 | 95 9.6 10.6

Indian Ocean
Commission | 8.4 3.9 4.1 6.0 4.8 4.2 55 5.3

SADC 8.0 2.0 4.8 8.7 119 | 119 | 10.2 | 9.3

UEMOA |65 |96 | 13.0] 10.3| 13.1|13.1| 14.3| 12.3
Middle East and Asia

ASEAN 22.9|18.7| 19.8| 254 | 22.4| 239 | 23.3| 23.7

Bangkok
Agreement | 2.7 | 3.7 |37 |50 |51 |51 |55 |56

EAEG 28.9| 35.6| 39.7| 47.9| 43.8| 46.6 | 46.6 | 48.2

SAARC 32 |48 |32 |44 |40 |41 |43 |42

Source: World Development Indicators (2005)
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Annex 4.2: India’s Involvement in RTAs—A Summery

FreeTrade
Agreements/
Preferential Trade
Agreements/ Regional
TradeAgreements/
Ongoing Negotiations

Member countries

Status

South Asia

India-Bangladesh Trade
Agreement

India, Bangladesh

Signed in 1980 and
renewed from time to
time. Valid up to 30
October 2001,
negotiations are on

Indo-Nepal Trade and | India, Nepal Signed in 2002. However
Transit Treaty preferential arrangement
was in force earlier, which
was renewed in 1997.
Agreement on SAARC | Bangladesh, Bhutan, Signed on April 11, 1993;
Preferential Trading India, Maldives, Nepal, | later moved toward
Arrangement (SAPTA) | Pakistan and Sri Lanka | SAFTA
Free Trade Agreement | India, Bhutan Arrangement since 1947,
on Trade and but the formal agreement
Commerce was signed in 1972
Indo-Sri Lanka Free India, Sri Lanka The agreement was signed
Trade Agreement in 1999 and came into
force since January 2000.

The discussions on a
CECA iscurrently in

(SAFTA)

Pakistan and Sri Lanka

progress
Agreement on South | Bangladesh, Bhutan, The decision was reached
Asian Free TradeArea | India, Maldives, Nepal, | in 2004 and SAFTA came

into force in January 2006

West Asia

India-Afghanistan
Preferential Trade

India, Afghanistan

Signed on May 2003

Economic Cooperation

Qatar, Kuwait

Agreement
India-GCC Framework | India, UAE, Bahrain, Signed on August 25,
Agreement on Saudi Arabia, Oman, 2004, will explore the

possibility of establishing
an FTA




Debashis Chakraborty & Dipankar Sengupta

FreeTrade
Agreements/
Preferential Trade
Agreements/ Regional
TradeAgreements/
Ongoing Negotiations

Member countries

Satus

East and South-East Asia and Australia

India-Mongolia India, Mongolia Signed on September 1996
Agreement on Trade

and Economic

Cooperation

India-Thailand India, Thailand Signed on October 9, 2003
Framework Agreement and later amended on 30
for Free Trade Area August 2004

Framework Agreement | India, Brunei Signed on October 8, 2003

for Comprehensive
Economic Cooperation
between India and
ASEAN Nations

Darussalam, Cambodia,
Indonesia, Lao PDR,
Malaysia, Myanmar,
Philippines, Singapore,
Thailand, Vietnam

India-Singapore

India, Singapore

Signed on June 29, 2005

Comprehensive

Economic Cooperation

Agreement

Negotiations with India, China PR A Joint Study Group (JSG)
China PR set up in 2003, has

recommended creation of
an RTA

Negotiations with
Republic of Korea

India, Republic of
Korea

The JSG submitted its
report on January 15, 2006
recommending formation
of aCECA

Negotiations with India, Japan JSG started functioning in

Japan June 2005 for considering
the feasibility of abilateral
Economic Partnership
Agreement

Negotiations with India, Malaysia JSG isworking to analyze

Malaysia

the feasibility of a bilateral
CECA
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FreeTrade
Agreements/
Preferential Trade
Agreements/ Regional
TradeAgreements/
Ongoing Negotiations

Member countries

Satus

Cross-Region Negotiati

ons

Bangkok Agreement | Although anumber of | Signed on 31 July 1975.
countriesinitially Currently the third round
participated, the of negotiationisin
Philippines, Thailand progress since October
and LAO PDR could 2001
not finally participate.

Presently operational
between five countries:
Bangladesh, China,
India, Republic of
Koreaand Sri Lanka

Framework Agreement | Bangladesh, India, Signed on February 8,

on BIMST Economic | Myanmar, Sri Lanka 2004

Cooperation FTA and Thailand were
origina members. Later
Bhutan and Nepal
joined the group

Africa Africa Africa

South African Customs| Botswana, Lesotho, In 2002, a Joint Working

Union Namibia, South Africa, | Group (JWG) was set up
Swaziland and India to prepare a Draft

Framework Agreement

with aprovision for a
PTA. On July 28 2006,
the Indian Cabinet cleared
aproposal for a
framework agreement
aimed at promoting
expansion of trade and
providing a mechanism to
negotiate a
Comprehensive Free
Trade Agreement (CFTA),
within areasonable time.
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FreeTrade
Agreements/
Preferential Trade
Agreements/ Regional
TradeAgreements/
Ongoing Negotiations

Member countries

Status

Latin America

Latin America

Latin America

PTA with Brazil, Argentina, A framework agreement
MERCOSUR Uruguay, Paraguay and | has aready been signed on
India 17 June 2003.
PTA with Chile Chile and India The PTA has been signed
on 8 March 2006.

Compiled by authorsfrom various official documents
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Annex 4.3 - Comparison of the RCA of Indian Exports
with IBSA Imports

SITC India Brazil South Africa
Code | 1994 | 1998 | 2002 | 1994 | 1998 | 2002 | 1994 | 2000 | 2002
041 0.02 | - 0.27 - 504 | 7.28 | - - -
081 - 3.65 | 1.62 - - - 0.001| 1.36 | 1.45
287 165 | - 216 | 0.004| 1.31 | 1.89 | 0.001| 3.60 | 4.23
334 0.79 | 0.16 | 1.88 | 0.001| 2.19 | 1.98 | - 0.29 | 0.53

514 132 | 096 | 0.93 | 0.003| 2.34 | 255 | 0.001| 1.07 | 1.13
541 156 | 1.60 | 0.13 | 0.002| 1.48 | 1.48 | 0.001| 13.83| 1.07
583 0.23 | 0.16 | 0.01 | 0.001| 0.99 | 1.21 | 0.001| 0.93 | 0.99

591 151 | 296 | 322 | - 0.02 | 335 | - - -
625 196 | 1.29 | 144 | - - - 0.001| 1.32 | 1.32
651 592 | 685 | 6.36 | 0.001| 0.01 | 1.29 | - - -
653 195 | 203 | 3.09 | - - - 0.001| 1.56 | 1.50
667 17.67| 20.03| 15.73| - - - 0.002| 1.87 | 2.16
682 - - 115 | 0.001| 1.13 | 1.07 | - - -

684 0.68 | 0.36 | 0.72 | 0.001| 0.93 | 0.75 | - - -
699 7.73 | 0.87 | 0.73 | 0.001| 0.79 | O.71 | - - -
778 022 | 0.32 | 0.34 | 0.001| 1.20 | 1.05 | 0.001| 0.80 | 0.80
784 038 | 0.27 | 0.31 | 0.001| 11.6 | 1.16 | 0.001| 0.54 | 0.65
893 0.86 | - 0.45 | 0.001| 0.78 | 0.74 | 0.001| 0.62 | 0.75
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Annex 4.4 - Comparison of the RCA of Indian Imports
with IBSA Exports

SITC India Brazil South Africa

Code | 1994 | 1998 | 2002 | 1994 | 1998 | 2002 | 1994 | 2000 | 2002
057 194 | 173 | 1.15 | 0.001| 102 | 1.23 | 0.003| 5.60 | 4.53
251 169 | 166 | 160 | 0.13 | 653 | 6.12 | 0.10 | 580 | 3.32
287 |0.78 | 143 | 1.97 | 0.002|2.18 | 1.80 | 0.01 | 8.20 | 7.05
322 | 501 |490 |4.00 | - - - 0.01 | 20.60| 20.26
334 | 468 |381 |116 | 0.001|040 | 0.77 | - 202 | 1.31
335 |248 | 630 | 471 - - - - 3.12 | 3.13
423 | - 748 | 575 | 001 | 6.99 | 861 | - 172 | 1.27
511 |6.10 | 367 | 216 | - - - 001 | 7.11 | 6.38
522 757 | 854 | 553 | - - - 0.001| 2.37 | 2.62
562 7.34 | 578 | 2.00 - - - - 0.44 | 0.43
583 | 114 | 082 | 056 | 0.001| 0.60 | 0.54 | - 0.87 | 0.92
598 |0.82 | 112 | 0.76 | - - - 0.001| 1.24 | 0.96
641 056 [0.73 | 052 | 0001|122 | 102 | 0.001| 1.13 | 0.99
651 0.83 | - 0.95 - - - - - -

674 1.60 | 1.12 | 095 | 0.002| 1.39 | 1.21 | 0.001| 1.97 | 15.61
728 |0.77 | 077 | 0.78 | - - - - 0.63 | 0.52
749 | 117 | 122 | 090 | 0.001|0.64 | 0.67 | - - -

764 |0.39 | 040 | 1.05 | - 0.18 | 0.71 | - 0.25 | 0.19
778 | 0.47 | 046 | 050 | 0.001|047 | 036 | - - -

792 | 179 | 027 | 1.00 | - 123 | 241 | - - -
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Annex 4.5: Description of the SITC Product codes

041
057
081
251
287
322
334
335
423
511
514
541
562
583
591
598
625
641
651
653
667
674
682
684
699
728
749
764
778
784
792
893

Wheat and meslin, unmilled

Fruit and nuts, fresh, dried

Feeding stuff for animals (not including unmilled cereals)

Pulp and waste paper

Ores and concentrates of base metals, nes

Coal, lignite and peat

Petroleum products, refined

Residual petroleum products, nes and related materials

Fixed vegetable oils, soft, crude, refined and purified
Hydrocarbons, nes and derivatives

Nitrogen-function compounds

Medicinal and pharmaceutical products

Fertilizers, manufactured

Polymerization and copolymerization products

Pesticides, disinfectants

Miscellaneous chemical products, nes

Rubber tires, tire cases, inner and flaps, for wheels of all kinds
Paper and paperboard

Textileyarn

Fabrics, woven, of man-made fibres (not narrow or special fabrics)
Pearl, precious and semi-precious stones, unworked or worked
Universals, plates and sheets, of iron and steel

Copper

Aluminum

Manufactures of base metal, nes

Other machinery, equipment, for specialized industries, parts nes
Non-electric parts and accessories of machinery, nes
Telecommuni cation equipment, nes; parts and accessories, nes
Electrical machinery and apparatus, nes

Motor Vehicles parts and accessories, nes

Aircraft and associated equipment, and parts thereof, nes
Articles, nes of plastic products



Debashis Chakraborty & Dipankar Sengupta

Annex 4.6: The Potential intra-IBSAC Offerson TF
(Indian Per spective)

Proposals based on Article X

Advance Rulings

India has set up the Authority for Advance Ruling by the Finance
Act (1999). The scheme of advance ruling has become fully
operational from 4th February 2004. The ruling by the Authority
can be on classification, valuation and applicability of duty
exemption in respect of export, import, production and
manufacture. Despite this positive move, the scope of advance
ruling has been limited. Here Brazilian and South African firms
are actually at an advantage. Only foreign firms which want to
invest in India through joint ventures or wholly owned subsidiaries,
or Indians who are getting into joint ventures with foreign firms
can ask for advanceruling, such a provision isnot made available
to a solely-Indian owned company. This can be extended to Indian
firmsimporting from Brazil and South Africa for those cases that
involve import of goods from these countries and the respective
tow countries.

Use of Electronic Media

The Central Board of Excise and Customs (CBEC), the Directorate
General of Foreign Trade (DGFT) and the Reserve Bank of India
are using the electronic media very widely for dissemination of
information, though thereisroom for improvement. Some positive
suggestionsinclude the use of online training modules for private
stakeholders, guidelines for best practices on the website and
interfaces for information at the regional Port/Airport level. For
IBSA trade this information should be made available in
Portuguese and Spanish as well. The cost of such a tranglation
would at best run into a few lakhs.

Enquiry Point
Asof now thereisno officially designated inquiry point for traders.
India should immediately start work on creating such a single
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window enquiry point that is online (this feeds into the use of
electronic media). Such a single window system will go a long
way in reducing information costs of trade in India. As in the
previous case this should be made available in Portuguese and
Spanish as well. The cost of such a venture would again at best
run into a few lakhs.

Consultative Mechanism

The Kelkar Committee Report recognised the acute need for a
consultative mechanism, and thus recommended, ‘ An institutional
mechanism, namely Sanding Committee on Procedures chaired
by Chairman CBEC and including trade and industry
representatives, should be established to identify and resolve the
problem areas in present procedures and evolve new procedures
on a need basis'. While the Government has accepted the
recommendations of the Kelkar Committee Report, itisyet tofully
implement many recommendations made by it. For IBSA trade at
least an ad hoc committee can be set up.

Appeals

India has an excellent institutional mechanism dealing with
appeal s protesting the decision of authorities dealing with customs
and related assessment problems. The mechanism allows appeal s
at variouslevelsup to the highest of Supreme Court. Theright to
make such appeals is enshrined legally under the aegis of the
CustomsAct of 1962. However, it must be kept in mind that the
transaction costs (including the cost ‘time’ element) in legal
disputes in India are substantial and are often beyond small to
medium players. Initiative should be taken to evolve some sort
of mechanism whereby most minor disputesin terms of valuation
and assessment are dealt with expeditiously. Here again an ad
hoc tribunal may be set up to try cases dealing with IBSA trade
with the provisio that its rulings need not form precedents for
future rulings when the Institutional Mechanism is formalised
and finally set up.
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Proposals Based on Article VI

Article VIII of the GATT requires contracting parties to impose
fees and chargesin relation to import and export in a manner that
itislimited to the cost of service provided. It also requires parties
to recognise the need for reducing the number and diversity of
fees and charges and the incidence and complexity of import and
export formalities. Article V111 also provides anillustrative list of
thetypes of feesand charges, formalities and requirementsrelating
to consular transactions, statistical services, analysis and
inspection, and licensing which are imposed by governmental
authorities beyond Customs.

Levy of Feesand Charges

While most fees and charges imposed by authoritiesin India are
indeed nominal and based on the cost of actual services provided,
thereare some anomalies, i.e., some feesand charges are based on
the value of goods (i.e., ad valorem). It is important that such
anomalies are removed from the system.

Provisions to Reduce Documentation Requirements
Indiahastaken asignificant step towards reducing documentation
requirements through the harmoni sation of the customs code. Since
February 2003, classification codes at the eight-digit level used
by the CBEC (for purposes of tariff), the DGFT (for purposes of
determining importability/exportability) and DGCI&S (for
statistical purposes) have been unified to evolve a Combined
Nomenclature based on the HS classification.

Standard Processing Times

The CBEC has set basic guidelines on standard processing times.
However, it must be kept in mind that such guidelines serve only
as an intention on the part of CBEC. India has severa customs
stationsand theleve of infrastructure varies considerably between
them. In order for India to fully implement such guidelines,
substantial investment will have to be made in various fronts,
including the provision of physical infrastructure and training for
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personnel. Itisobviousthat Indiawill require help on such capacity
building activity. Thisis also true for Brazl. Thereislittle India
can offer at this specific time to help IBSA countries on this count
although bulk items like slag and ores will form part of trade.

The Use of International Standards

Inorder to fully meet International Standards as set by the Revised
Kyoto Convention, Indiawill need to implement several reforms
in the area of customs administration. Such reforms will involve
the following:

- Upgrading the existing EDI system to move towards a totally
paperless mechanism for declaration. It should also create
mechanism to incorporate the latest technology for online
payment of duty. Another major feature should be aninterface
that allowsinterconnectivity of the EDI to all portsand airports,
not stand-alone system as are now in place.

- Incorporating the best practices of risk management and
assessment systemsin the customs administration, as envisaged
by the Kelkar Committee recommendations.

- Movetowards and universal Green Channel system.
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Annex 6.1: An Analysisof Trade Scenario between India,
the Potential Partnersand IBSAC tow markets

Countries Export Import

1996-97 2004-05 1996-97 2004-05

Share | Rank | Share |Rank | Share |Rank | Share | Rank

West Asia
Afghanistan | 0.0679 | 78 0.1958 | 61 0.0078(100 | 0.0424| 67
Bahrain 0.1875| 55 0.1868 |62 0.3393| 37 0.1030| 52
Kuwait 0.4623 | 37 0.5056 | 37 2.4253| 12 0.2721| 38
Oman 0.3495 | 43 0.3203| 46 0.0309| 79 0.0182| 90
Qatar 0.0953 | 68 0.2519|54 0.3140( 39 0.5864 | 27
Saudi Arabia| 1.7245 | 16 1.7124| 14 4.6500| 6 1.1580| 19
United Arab
Emirates 4.4100 | 6 8.8638|2 3.3929(8 4.1833| 4
Total 7.2970 120366 1.1602 6.3634
South Asia
Bangladesh | 2.5962| 10 1.9947| 12 0.1590| 50 0.0543| 64
Bhutan 0.0657 | 81 0.1050| 78 0.0863| 60 0.0650| 62
Maldives 0.0310| 97 0.528 |98 0.0004| 130 | 0.0005| 157
Nepal 0.4951| 33 0.9226| 25 0.1637| 49 0.3168| 35
Pakistan 0.4697 | 36 0.6323| 34 0.0924| 58 0.0849| 56
Sri Lanka 1.4264| 20 1.6827| 15 0.1095| 57 0.3338| 34
Total 5.0841 5.8653 0.6113 0.8553
East And South-East Asia
Australia 1.1513| 24 0.8570| 26 3.3660| 9 3.2817| 8
Brunei
Darussalam | 0.0180| 108 | 0.0061| 160 | 0.0001| 142 | 0.0005| 159
Cambodia | 0.0047| 141 | 0.0212| 125 | - - 0.0002| 167
China, PR | 1.8369| 14 6.6363| 3 1.9342| 17 6.2002| 2
Indonesia 1.7683| 15 1.6086| 17 1.5257| 19 2.3234| 12
Japan 5.9933| 3 2.5072| 10 5.5899| 4 2.8780| 10
Lao People’'s
Democratic
Republic 0.0011| 184 | 0.0031|166 | - - 0.0000| 183
Malaysia 1.5869| 17 1.2952| 19 2.8194| 11 2.0577| 13
Mongolia 0.0021| 168 | 0.0017|176 | 0.0001|136 | 0.0002| 171




IBSAC (India, Brazil, South Africa, China)

Countries Export Import
1996-97 2004-05 1996-97 2004-05

Share | Rank | Share |[Rank | Share |Rank | Share | Rank
Myanmar 0.1350 | 61 0.1362 |69 0.4528 |34 0.3651 | 30
Philippines | 0.5487 | 31 0.4906 |38 0.0420 (72 0.1666 | 43
Republic of
Korea 15491 | 18 1.2367 |20 2.2580|14 3.1412| 9
Singapore | 2.9204 | 8 4.7491 |4 2.1494 |16 2.3675| 11
Thailand 1.3358| 21 1.0921|23 0.5039 |32 0.7636 | 23
Vietnam 0.3528 | 42 0.6604 |32 0.0043 (105 | 0.0743| 59
Total 19.2044 21.3015 20.6458 23.6202
Africa
Botswana 0.0020 | 170 | 0.0091|148 |- - 0.0004 | 163
Mauritius 0.4820 | 34 0.3085 |47 0.0102 |92 0.0065 | 113
Namibia 0.0028 | 161 | 0.0085|152 |0.0001|{140 | - 185
South Africa | 0.9447 | 26 1.1919 |22 0.8204 |25 1.9812| 15
Swaziland | 0.0086 | 130 | 0.0276 115 | 0.0182|84 0.0028 | 127
Total 1.4401 1.5456 0.8489 1.9909
Latin America
Argentina | 0.1753| 57 0.2245|56 0.5144|30 0.4762 | 29
Brazil 0.3959 | 41 0.8179|28 0.3900( 35 0.7115 | 25
Chile 0.1974 | 53 0.1312| 71 0.2495|43 0.3149 | 37
Paraguay 0.0186| 107 | 0.0142|135 | 0.0004|129 | 0.0025| 129
Uruguay 0.0480 | 93 0.0297 | 111 0.0038|106 | 0.0036 | 122
Total 0.8352 1.2175 1.1581 1.5087
Overall 33.8608 41.9665 34.4243 34.3385

Constructed from India’s Trade Data
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IBSAC (INDIA, BrRAZIL, SouTH AFRICA, CHINA):

A Potential Developing Country Coalition
in WTO Negotiations

Summary

The Doha Round of WTO trade negotiation is currently witnessing a deadlock,
owing to the divergence of opinions between the devel oped and devel oping countries
on future reform modalities. The deadlinesfor conclusion of the negotiation, as set
by the WTO a&fter the Hong Kong Ministerial (2005), have already been missed.
While the blame game between the developed and developing countries is on, it
cannot be denied that the absence of multilateral trade reformishurting theinterests
of the developing countries more as compared to their developed counterparts.
Therefore, it isimperative that the devel oping countries with similar trade interest
come closer and jointly negotiate with developed countries in order to extract
maximum benefits.

Developing country negotiating blocsat the multilateral tradeforumsisnot something
new. However, with the rising market share of the developing countries in world
trade, both in case of merchandise products and services trade, their presencein the
negotiating forumismore noteworthy vis-a-visthe same observed during the Uruguay
Round. The recent devel oping country blocs with sectoral focus like G-20 and G-33
onagriculture, NAMA-11 onindustrial productsand G-24 on services could be quoted
inthis context. However, it has been argued that drafting a negotiating agendawhich
will be suited to alarge number of devel oping countriesand the LDCs on agriculture,
manufacturing and servicesisquite difficult, while doing the same by asmaller group
of developing countries at acomparable level of development is much easier. India,
Brazil, South Africaand China(IBSAC), thefour leading devel oping countries, could
form one such group.

The current paper analyzes the ongoing collaborations between the IBSAC countries
on variousissues and looksinto the possibility of the formation of aformal IBSAC
bargaining coalition in the coming future. It further considers the possibility of
strengthening the bond between the IBSAC countries through formation of a Free
Trade Area (FTA) or by entering into a Trade Facilitation Agreement (TFA). It
concludesthat whilethe IBSA collaboration seemsmorelikely, the participation of
Chinain thisproposed initiativeis expected to be limited and i ssue-based, depending
on its perceived gains from that move. Protecting developing country interestsis
currently not, and neither islikely to emergeasamajor driving force behind China's
trade policy-making exercisesin coming future.
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