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Abstract

In the last ten years, there has been a sea change in trade and related policies in emerging
markets. This results from autonomous reforms undertaken in conjunction with macro-
economic stabilization programmes. Many non-tariff measures have been eliminated and
tariffs, now the principal trade instrument, have been rationalized and reduced. Considerable
increases in security of market access result from increased membership of the GATT/WTO
system, which itself underwent important changes as a result of the Uruguay Round, further
developed in the first Ministerial Meeting of the WTO in Singapore in December 1996. The
systemic changes and the expansion of WTO membership to the transition and other
economies mark a dramatic change in international economic relations.
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The New Liberalism: Trade Policy Developments in Emerging Markets
Zdenek Drabek and Sam Laird, World Trade Organization
L. Introduction

The last decade has seen some extraordinary changes in emerging markets. While the
fall of the Berlin Wall and the changes in Central and Eastern Europe are among the more
spectacular, many profound changes have also been taking place elsewhere. We are referring
to improved macro-economic management and, in particular, to extensive trade liberalization
throughout the emerging markets.

Up to the 1980s, many emerging markets were characterized by heavy state-ownership
and intervention; in a number of respects the transition economies were only the extreme case,
although the absence of entrepreneurial skills, the reach of state planning and the degree of
autarchy represent particular weaknesses. In many developing economies, populism led to
over-expansive macro-economic policies, relying on deficit financing and generalized controls,
which took little account of basic economic equilibria. Strict monetary discipline was rejected.
It was said that exchange rate devaluation could not draw forth net gains because of
institutional rigidities and the long-term decline in commodity prices, and would have
adverse effects on inflation and living standards. Yet, when the economic situation
deteriorated, governments were in the end forced to resort to price realignments, devaluation,
exchange controls and import restrictions.

In trade policy, the name of the game at that time was protection and import
substitution industrialization (ISI), which were thought to be essential to create jobs and
stability. Infant industry and infant economy arguments were also used to justify shutting out
foreign trade by means of exchange controls, multiple exchange rates, quantitative import
restrictions or prohibitions, high tariffs, subsidies and tax breaks. Export restrictions or taxes
were and to a degree still are used to channel raw materials to domestic processing industries.
But this myriad of interventionist policies often worked at cross-purposes. A nationalist
approach was adopted to foreign investment, with legal and constitutional obstacles placed in
the way of foreign participation in the development of natural resources, financial and other
services. While the resulting anti-export bias in industrialization and the implicit taxation of
the agricultural sector were obvious, what also happened was that industry failed to keep in
touch with markets, fell behind in adopting new technologies and lost any sense of fiscal
responsibility.

While the forces driving reform are varied, they have several elements in common, and
these stretch across developing and transition economies. Perhaps the over-arching factor was
the failure of past policies to produce any discernable growth in the 1980s, sometimes called
the lost decade in development. Incomes per capita were declining in many of these countries.
Social programs such as education and health were threatened as budgetary resources became
increasingly scarce. Open or hidden unemployment began to reach politically dangerous
levels. Common to virtually all of these countries was the serious deterioration in the balance
of payments, reflected in the stifling level of external debt and large current account
imbalances. The recession in industrial countries at the start of the 1980s had a severe flow-on
effect in the developing world, not the least through the adoption of non-tariff barriers to trade
such as, in particular, anti-dumping policies, export restraint agreements, and aggressive
unilateralism - all features of what was called the "new protectionism".
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In the mid-1980s, the picture of emerging markets was not encouraging. We have
noted that their own trade policies left much to be desired. But they also faced problems in the
developed country markets: their key exports faced high tariffs, in escalating layers which
inhibited the development of processing industries in the developing world; non-tariff
barriers faced their exports of chemicals, iron and steel, other basic manufactures, textiles and
clothing and electronic goods; agricultural trade was highly distorted with quotas, surcharges,
variable levies, subsidies and state-trading; regional agreements seemed designed to close off
market opportunities to countries which were not members of the club; trade in services was
outside the system. The transition economies faced particularly high barriers, even more than
other emerging markets.

The problems in the developing world manifest themselves in different ways, apart
from falling incomes and the absence of growth. In a number of cases there were serious
balance of payments crises (Indonesia, Mexico, Nigeria); in Latin America there was acute
hyper-inflation (Argentina, Bolivia, Peru). There was growing disillusion with the failure of
past policies, or at least a recognition that the ISI model had run its course. In many transition
economies, there was a coincidence of pressures for economic and political change. However,
in emerging markets generally there was also a recognition of the achievements of the fast
growing economies in East Asia, which were either open (Singapore, Hong Kong) or had
begun reforms much earlier (Korea, Chinese Taipei), albeit with different emphases in key
elements.

Thus, the conditions for change were present, and new economic programmes, many
proposed or supported by the International Monetary Fund and the World Bank, were
adopted. In some cases, these were seized on by technocrats in the developing countries,
anxious to implement what they had learned in their own studies in U.S. universities. This
was particularly true of a number of Ministers and Vice-Ministers in Latin America, but was
also the case in some East Asian countries. "Chile con Chicago" is perhaps the best known, and
extreme, example, where the University of Chicago virtually adopted the Catholic University
of Santiago as a training ground for future Chilean economists. What these technocrats began
in the 1980s has largely changed the face of the economic policy environment of the emerging
markets in this last decade.

In this paper, we identify the policy changes that have been taking place in the
emerging economies since the late 1980's. We call these changes "the new liberalism", and they
are described in the following section II. The discussion in section III is concentrated on the
relationship between the emerging countries and the World Trade Organization (WTO). We
also look at the implications of the Uruguay Round for the emerging markets and review the
issues discussed by trade ministers at their first Ministerial Meeting in Singapore in December
1996. The impact of trade liberalization on trade of emerging economies is analyzed in Section
IV. We conclude with a brief discussion of challenges arising from the applications of many
emerging economies for accession to the WTO.

II. The New Liberalism

The Link with Macroeconomic Policies. Before discussing the trade reforms, per se, it is important
to make clear that trade reforms must be closely coordinated with macro-economic
stabilization programmes. Without macroeconomic stability, trade reforms are bound to fail,
and trade and macro-economic reforms are mutually self-supporting. Macro-economic
instability usually has serious consequences for a country's balance of payments and trade.



_3-

Domestic imbalances translate into current account imbalances, and then foreigners are often
blamed for unfair trade practices and the like. The greatest risk of slippage in trade policy
occurs where there is a lack of fiscal and monetary discipline, and the real exchange rate is
allowed to appreciate sharply, i.e., nominal exchange rates are not allowed to compensate fully
for the differentials in inflation between the home and foreign markets. By contrast, the key to
long-term, low-inflation growth is productivity gains, which come from the adoption of new
technologies and getting the prices right, a formula where open trade and investment plays a
central role (WTO 1996). This is perhaps even more imperative for the transition economies
which have been isolated too long from world market forces.

It has, therefore, been interesting to observe that many reforming countries have
approached liberalization of their economies with a firm commitment to contain inflationary
pressures. While fiscal and monetary orthodoxy has been the pillar of the stabilization
programs, other elements of the program often varied. Exchange rates have generally been
unified and, while they have sometimes been fixed initially as an anchor to help control
inflation, this has usually been followed by free or managed floats designed to ensure that the
real effective exchange rate was stable and that exports were competitive (e.g., Poland and
Hungary). Some countries have maintained fixed exchange rates in nominal terms over a long
period of time (e.g., Czech Republic). Other countries even resorted to "currency boards" (e.g.,
Argentina, Estonia). Fiscal stringency has been sometimes combined with heterodox price and
income controls, but such controls have not been an essential element in successful market-
oriented programmes. Exchange controls on the current account have been widely eliminated
but many countries have also dramatically reduced controls on the capital account.!

In many of the transition economies, there has been a tendency to experience dramatic
inflation - sometimes hyperinflation - once their economies have been opened up and policies
liberalized (Drabek et al., 1994). This partly reflected the sharp disequilibrium and
"inflationary pressures" which these countries inherited from central planning and which were
released once prices were liberalized and markets deregulated. The rate of aggregate savings
has also dropped as consumer spending accelerated after years of shortages, governments
experienced difficulties to keep budgets under control and corporate savings have been under
pressure as a result of growing bankruptcies and market competition. Many countries in
transition have been experiencing instability in their exchange rate regimes partly because of
domestic inflation and partly because of exchange rate policies that could not be sustained for
other reasons (e.g., Bulgaria, Ukraine and several other CIS countries). In some countries, the
widespread use of export restraints to the convertible currency area has reduced the supply of
foreign exchange (e.g., Russia). In consequence, exchange rates were sometimes undervalued,
and imports were more expensive than they would be otherwise. This derives from the
demand for foreign exchange as residents seek a means of safeguarding their savings in a
situation of high inflation, large fiscal deficits and negative real interest rates. Some countries,
including Russia, have even employed import subsidy programmes which has made the
balance-of-payments situation even more difficult. This is a complicated policy environment
which has been very harmful to trade and growth, and has not made it any easier to bring
inflation under control. Once again, macro-economic stability is the key to currency
convertibility and to eliminate exchange controls. This needs to be supported by enterprise
and price reforms of which trade reforms are an integral part. Such complex reforms are very

‘For details on exchange controls, see IMF, Exchange Arrangements and Exchange Restrictions (annual). Macroeconomic
reforms as a background to trade policy changes are discussed in various WTO/GATT Trade Policy Reviews. On transition
economies, see also World Bank (1996), Michalopoulos and Tarr (1995 and 1996), Leidy and Ibrahim (1996) and IMF (1996).
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difficult in the transition economies since they have already suffered a terms of trade shock at
least as important as that experienced by oil-importing countries in 1974.2 Nevertheless, the
lessons we have learned is that the countries which have reformed more quickly have tended
to bounce back faster too.

Radical Trade Policy Reforms. What has happened to trade policy in the last decade was just as
remarkable as the macro-economic reforms, perhaps even more so, given the philosophical
starting point of so many countries.? Greater market orientation has become the rule in trade
policy, and there have also been important steps towards the deregulation of domestic
markets. This is true in emerging markets as it is in the industrialised countries; the
differences being mainly of degree. The broad thrust of the reforms has been to reduce the
distortions in the allocation of resources within the domestic economies, i.e., to level the
playing field between different industries and allow resources to flow where they are more
productive.

As part of the unilateral trade policy reforms adopted by emerging markets, the emphasis
has been increasingly shifted from non-tariff measures to tariffs which maintain a clearer
linkage with international price movements. This should ensure that domestic industries are
not cut off from foreign competition, and that the incentives to keep pace with market changes
are maintained. Moreover, tariff schedules have been often rationalized. First, average tariffs
have been reduced to moderate levels in many countries, with countries in transition and Latin
American countries taking the lead among emerging markets as we can see from Table 1.
(One exception to these reductions results from the tariffication of agricultural non-tariff
measures, but this must be seen as a step towards the rationalization of protection in the
sector). Second, the dispersion or range of tariffs have been reduced. Third, there has been
considerable rationalization of tariff structures, some countries moving to moderate uniform
tariff levels, while others have only three or four bands of rates. Fourth, many tariff
exemptions have been eliminated; these were often special deals for certain industries.

INSERT TABLE 1: Summary of Tariff Regimes of Selected Developing and Transition
Countries

It is interesting to note that, despite reduced average tariffs, tariff revenue collections
have risen; this is because of the combined effects of higher import demand as non-tariff
measures are eliminated, fewer tariff exemptions are allowed, and there is less incentive to
smuggling. The improved tariff revenue collections have been also possible due to greater
efficiency in customs administration.

At the same time, many non-tariff barriers have been widely abandoned as
improvements were made to tariff policy. The scope of non-tariff import restrictions, often
justified for balance of payments reasons, has been severely reduced (e.g. Laird (1995) and
WTO (1990-96). The elimination of these quotas has, therefore, shifted the emphasis to
measures which allow world prices to be transmitted into the domestic economies, as noted

2For further details see World Bank (1996). The report provides a good review of most of the points argued in this paragraph.

*Good examples of fairly dramatic shifts in economic policies are, for example, the Philippines, Zimbabwe, Columbia and
Bolivia but also many others.
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above. This is true for virtually all countries in transition but also for many other developing
countries. Even though there have been some slippages in several emerging economies, the
merits of shifting trade policy from non-tariff to tariff measures is well understood in most
countries.

While the policy changes have been quite remarkable, trade regimes in developing
countries still remain subject to a number of restrictions. The principal non-tariff interventions
still applied include: in agriculture import licensing systems (mostly linked to the application
of tariff quotas under the Uruguay Round current and minimum access commitments),
variable levy systems, production and export subsidies. Other existing non-tariff measures
include: export/import quotas related to trade in textiles and clothing; local content and
export balancing requirements, mostly in relation to automotive assembly; export subsidies to
develop non-traditional manufactures, sometimes administered as investment tax breaks or
subsidized finance, but direct subsidies are being cut back for budgetary reasons;* export
restrictions, e.g., on foodstuffs and on raw materials to guarantee low-priced supplies for
domestic consumers or processing industries; and state-trading operations.> However, many
of these measures are being cut back or phased out as part of the commitments undertaken in
the Uruguay Round, as discussed later, while state-trading operations are becoming less
important because of privatization programmes.

Other measures which may be maintained under WTO rules now consist mainly of
technical barriers to trade such as technical standards, sanitary and phitosanitary controls, etc.,
prohibitions on the import of pornography and prohibitions on or restricted licences for the
movement of arms and munitions for national security reasons. Some measures are applied in
connection with international conventions on the environment or in support of United Nations
resolutions. It is important that all these measures be not used as a new form of
perfectionism.®

More recently, developing countries have begun to adopt other WTO-consistent
measures that are more typical for the trade arsenal of the United States and Europe, namely
anti-dumping measures. These are said to be taken to counter the unfair trade practices of
other countries, and their adoption has sometimes been seen as the price to pay to sell trade
reform packages to domestic industry. However, concerns have been expressed about the
legitimacy of some of these actions, including the conduct of the investigations”; and there is
an argument that anti-dumping, originally intended to support competition by attacking
predatory price cutting, is instead being used by oligopolistic industries such as iron and steel

“This is not to downplay the great importance of an export push in developing a supply response, which has been so important,
for example, in East Asia (World Bank, 1993). But in focusing on liberalization, we would emphasize the role of import
liberalization, trade facilitation, reduced bureaucracy and realistic real exchange rates in reducing the anti-export bias of earlier
regimes.

*For a more detailed discussion, see WTO (1996).

*WTO/GATT Trade Policy Reviews have remarked on increased reliance on technical barriers to trade as other trade
restrictions are removed. While some reflect an updating of earlier legislation and regulations and improved enforcement, it is
possible that these non-tariff measures may have been introduced for protective purposes in some cases.

"For example, the United States has taken up bilaterally its concerns about certain Mexican anti-dumping cases, while several
Brazilian cases have been the subject of formal consultations in the WTO. Some developed countries have also had their
procedures challenged in the WTO/GATT.
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and chemicals to shut out competition. Nevertheless, as other non-tariff restrictions to trade
have fallen, these measures have often become the first line of defence against rising imports in
particular sectors under pressure. As former colleagues of ours have described it: "Unfair
trade cases are where the action is, because they cover all the action" (Finger and Murray,
1990)

In the transition countries, the measures affecting trade remain relatively restrictive in
the Commonwealth of Independent States (CIS). The remaining restrictive measures include
export restraints, in the form of direct controls, taxes or licences on energy, raw material and
foods, extensive state-trading and foreign exchange surrender requirements (e.g.,
Michalopoulos and Tarr, 1995). While there is also a marked absence of explicit import
restraints, we have recently seen some pressures for protection for domestic industries, mainly
through increased tariffs (Latvia, Lithuania, Russia). Similar policy reversals occurred in other
transition economics where the domestic protection was provided through the introduction of
new non-tariff barriers (such as health standards in Slovakia) and import surcharges (Poland,
Hungary, Slovakia - although all three countries have scheduled elimination dates for these
measures). The principal concern in the CIS up to now has been to keep goods at home to
ensure supplies and keep domestic prices low to soften the impact of price liberalization. In
addition, the imposition of import surcharges has been also linked to balance of payments
difficulties as was the case in the three Central European countries. Thus, the pace of trade
reform has been closely linked to domestic market reforms and to the macroeconomic stability
in these countries (Drabek, 1996).

Regionalism. Another facet of the new trading environment is the growth of regional trading
agreements or regional integration agreements (WTO 1995). Economists have had a healthy
scepticism of these arrangements, and there have been plenty of practical examples to confirm
that scepticism.® Some of the worst cases were in Latin America in the 1960s, when these were
often regional extensions of the basic import substitution strategy. Based on production-
sharing arrangements, gerrymandered tariffs and special payments arrangements, these were
designed to divert trade from third countries to regional partners and had little hope of
exploiting economies of scale (de Melo and Dhar, 1992, Langhammer and Hiemenz, 1991).

But time moves on. In the last 10 years regional agreements involving emerging
markets have acquired a new lease of life, as localised extensions of the unilateral trade
reforms that have been taking place.® In some cases, trade has grown rapidly, including with
third countries. One of the best examples of this is the vibrant MERCOSUR agreement
between Argentina, Brazil, Paraguay and Uruguay, now one of the world's most dynamic
trading areas.’® The negotiations now under way to create a Free Trade Area for the Americas

*See, for example, the papers by Foroutan, Nogués and Quintanilla and Brada in de Melo and Panagariya (1992).
°For a most recent review, see WTO (1995).

Some scepticism has been expressed by Primo Braga et al., (1994), who are concerned about remaining protection and
possible reversals. However, under unilateral and MERCOSUR reforms average tariffs have declined from some 22 per cent in
the early 1990s to 12.2 per cent in 1995. Certainly, there is still a pronounced tariff escalation which provides higher effective
protection for capital and consumer good production than is evident from nominal rates. Moreover, most non-tariff barriers have
disappeared, the main exception being in the automotive sector where local content plans and export balancing requirements will
continue until 2000 when they have to be eliminated under the WTO TRIMs Agreement. Under pressure from an overvalued
real exchange rate, Brazil introduced some tariff increases in 1995 within WTO bound rates, while safeguard actions are
scheduled to be eliminated.
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will overtake the various overlapping agreements in the Americas, lending further credibility
to the existing reforms. The Asian-Pacific model, APEC, is somewhat different, with plans to
move towards a more "open regionalism", in which negotiated benefits may be available to all
trading partners. Discussions are now also taking place in the CIS with a view of establishing
a common market among member countries. One can only hope that this will be based on
outward orientation, modern Latin-style or the Asian-Pacific open regionalism, and not take
the route of creating an inward-oriented approach designed to guarantee markets for Russian
goods in client states, as we understand has been discussed. That model is a short-cut to a
mercantilist disaster, old Latin-style. The transition countries in Central and Eastern Europe,
in contrast, have already concluded their regional agreement - the Central European Free
Trade Area (CEFTA), which has elements of a good regional arrangement. The Agreement
seeks to establish a free trade area in the region by the beginning of the next millennium
together with opening of their market to other countries.

The last ten years has also seen the extension of trade agreements between the
European Union and partners in the Mediterranean and in Central and Eastern Europe. These
include a complex network of FTAs, a customs union with Turkey as well as schemes for
preferential access to the EU market. However, it is notable that all of these schemes
essentially exclude agriculture and maintain restrictions on other "sensitive" goods on which
many of these countries depend. Nevertheless, these arrangements are important in
transferring benefits through trade to such countries, helping to reduce or eliminate the
existing discrimination against imports from Central and European countries, in particular.
This is obviously important for economic reasons as well as supporting political change.

One question that sometimes comes up in connection with the new agreements is
whether it is preferable to move in the direction of a free trade area or a customs union.
Economists tend to have a preference for customs unions with a common external tariff. The
reason for this position is that FTAs require rules of origin to ensure that goods from third
countries, passing through another member of the FTA before arriving at the final market for
consumption meet minimum processing requirements to benefit from duty-free entry. Such
rules of origin can be complex and provide the excuse to block trade, operating in effect as a
non-tariff barrier (Krueger, 1993). On the other hand, FTAs have the virtues that they can
allow fast-moving reformers to proceed at their own pace without agreement from regional
partners. Perhaps the solution is to start with an FTA and move towards a customs union
under a progressive harmonization of external barriers.!

Clearly, there are a number of worries about the renewed enthusiasm for regional
agreements, and it is hoped that the new Committee on Regional Trade Agreements in the
WTO will provide for greater scrutiny of these arrangements than the earlier working party
system, where conformity with GATT rules (Article XXIV) was explicitly acknowledged in
only six out of 69 cases that were submitted to the GATT Council from working parties. In the
rest of the cases, there was disagreement in the working parties, and there was no
pronouncement either way on the conformity of the agreements with Article XXIV.

Other Policy Measures. Moving away from strict trade policy, some aspects of the reform
packages that we have been discussing contain a number of other elements relevant for trade.

“The customs union between the Czech Republic and Slovakia that has been established following the breakup of the former
Czechoslovakia is a case in point. The union has been under considerable strains due to different pace and scope of economic
reforms in both parts of the union.
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First, in the area of fiscal reforms there is a serious trend towards the simplification of tax
structures and tax administration (of which the customs tariff is a part). Such reforms include
the shift towards the use of value added taxes, which are more neutral in their impact on
production and trade and are, to a degree, self-policing, helping to reduce tax evasion. Second,
an important element is the reform of the state, which has many aspects: these include
debureaucratization, cutting down on formalities in trade, investment and for business in
general. Privatization of state-owned enterprises is central to this process, helping to reduce
fiscal deficits by radical surgery on inefficient state-run companies, reducing foreign debt,
including sometimes highly complex operations such as debt-equity swaps, and simply
improving efficiency. A greater opening to foreign direct investment is part of this process, a
big change from the past when FDI was seen as some kind of capitalist conspiracy; some of
this opening has entailed extensive constitutional reform to allow foreign participation in
banking, insurance, transport and other services as well as the exploitation of petroleum and
other natural resources.

In a number of developing countries attention has also been turned to improving the
competitive and regulatory framework. As the state gets out of production and private
monopolies or oligopolies take over from the state, there is a different role, reduced but very
important, for the state as a regulator. Examples are the supervisory functions in banking and
telecommunications. However, there is another role too, that of promoting competition,
through the control of restrictive business practices (anti-trust actions) to ensure that society as
a whole benefits from the trade reforms. To illustrate, when Argentina carried out its trade
reforms in the early 1990s this was seen as contributing to the control of inflation. However, it
was found that tariff cuts were not being passed on to consumers and user industries because
distribution networks were capturing the economic rents from their stranglehold on the
system. This needed strong anti-trust legislation and vigorous enforcement. This story has
repeated itself in other countries such as the Czech Republic, Slovakia, Poland, Hungary and
other transition economies.

The new liberalization and the corresponding resurgence in trade has also highlighted
another weakness in emerging markets, namely the physical and legal infrastructure for trade.
Port, airport, road and rail facilities have been run down and need substantial upgrading to
reduce the costs of doing business. In the countries in transition, the government must think
about the ways in which infrastructure has to be - literally - re-routed. For example, roads to
the West must be built to accommodate the needs of foreign trade which has been dramatically
reoriented from the East to the West. In the past, however, all roads led to the East! Some
improvements are taking place as these facilities are privatized, but there is a crying need for
new capital in these areas. A related aspect is that in many countries, not just economies in
transition, there is a major need for legal reforms, covering constitutional and legal texts as
well as the administration of justice. Again by way of example, the countries in transition are
said in need of changing some 20,000 pieces of legislation in order to ensure conformity with
the legal systems of the European Union.12 In our work, we have found numerous instances of
conflict between laws, regulations and administrative practice. Who you know often seems to
matter more than what you know. Clearly, this must reduce the attractiveness of emerging
markets for investment, and we are pleased to say that there is recognition of the problem and
serious efforts to overhaul the system in many places.

“See van Brabant (1996), who is quoting Meinecke.
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Sustainability of Reforms. What makes it certain that these new reforms will have any more
success than earlier episodes of liberalization? Many of the episodes of trade reform that
occurred before the 1980s failed because they lacked co-ordination in the application of
different policies. As we have noted above, most governments now understand that complex
problems require complex reforms based on a basket of policy measures. The failures to do so
stimulated extensive research in the past on the timing and sequencing of reforms, which has
improved our understanding of the successful policy mix. Until recently, for example, it had
been widely accepted that macro-economic stabilization must precede trade reforms
(Papageorgiou et al., 1991 and Thomas and Nash, 1991). But there are important recent
examples which suggest that it is desirable to initiate trade reforms, to complement and give
credibility to the macro-economic reforms (Little et al., 1995). There is also substantial
agreement on the content of the reforms and on the importance of fiscal and monetary
orthodoxy.

The second additional reason for hope about the irreversibility of reforms stems from
the change of context. Many countries are now members of the extended GATT/WTO rules-
based system. This locks in their reforms in a more transparent and stable trading
environment. While there are some countries which are exceptions to the general observations
about reforms and even within reforming countries there have been some shifts of policy, this
does not weaken the overall finding that there has been a major systemic change in global
economic relations.

But there is, we believe, also a third reason. All the radical changes in policies we have
described above have been possible in most emerging economies because the governments
had the political will and support of the population. No economic reform can last or have any
chance of success unless the principal goals are shared by the majority of the population and
governments' policies are successful. We are encouraged to observe that the reforms have so
far had the support, at least in the more successful emerging economies. It is, of course,
evident that the reverse also holds there - political support is likely to disappear if reforms
were to fail to deliver the "goods".

III.  Emerging Markets and the World Trade Organization
(a) The Uruguay Round

The major change in the attitude of developing countries to the international trading
system came about with the Uruguay Round of Multilateral Trade Negotiations. The GATT
had sometimes been seen as a rich man's club, where developing countries were marginalized.
In the Uruguay Round, there was certainly pressure on developing countries to assume more
GATT obligations. But there was also a realization among many developing countries that
making substantive contributions was the only way to be taken seriously and to obtain
reciprocal benefits.

Expansion of Membership. The serious approach by the developing countries was consistent
with the re-orientation in their own policies that we have just discussed and their increasing
involvement in world trade and investment. Since the launching of the Uruguay Round,
more than 60 developing countries have unilaterally lowered their trade barriers. Some 25 or
so joined the GATT since the start of those negotiations and there are now some 30 countries
seeking WTO membership. The big increase in membership during the round was from Latin



-10 -

American countries, a number of which took the view that the adoption of binding
commitments in the GATT system was a way of locking in their own reforms and ensuring
against possible policy reversals by future governments of their own countries (Laird, 1995).

In the Round, as is now well known, there were detailed market access negotiations,
the existing GATT rules were extensively revised, the rules were also extended into a number
of new areas and there were important institutional changes. Moreover, with very few
exceptions, under the provision of the Single Undertaking all the rules became applicable to all
members (except for the Agreements on Government Procurement, Civil Aircraft, Bovine Meat
and Dairy), although sometimes over different implementation periods. Previously,
membership in the various GATT Round agreements or "codes" was optional, providing for a
different level of rights and obligations for participants. Thus, only participants in given codes
could invoke the provisions against other participants.

Market Access. The market access negotiations are expected to lead to a substantial increase in
trade and economic welfare, estimated by WTO economists at as much as US$500 billion a
year within the ten-year implementation period, taking account of dynamic effects, scale
economies and increased competition; this estimate is based on liberalization only in the area
of goods, excluding any gains that might result from the liberalization in the area of services
(GATT, 1993 and 1994). It is based on the tariff-cutting exercise in all goods sectors, as well as
on negotiated reductions in export subsidies and domestic support in agriculture and on the
phasing out of the Multifibre Agreement, affecting trade in textiles and clothing.

In the area of tariffs, the industrialised countries reduced their tariffs on industrial
goods from an average of 6.3 per cent to 3.9 per cent (Table 2A); behind this overall average
there were more substantial cuts on metals, machinery, chemicals and on tropical and a
number of other natural resource-based products. The Round has also resulted in a reduction
in tariff escalation (GATT, 1993, and Safadi and Laird, 1996). The reduction in tariffs on
industrial imports from developing countries was somewhat smaller (Table 2B). However,
this was entirely due to tariff peaks on textiles, clothing and fish products and their relatively
large share in total imports of developed countries from developing countries.

Developing countries also made substantial tariff commitments. The share of bound
items has been increased from very low ratios up to 40 per cent in Sub-Saharan Africa and to
100 per cent in Latin America (Table 3). Their post-Uruguay Round bound average rates range
from 13 per cent in the case of Central and Eastern European members to around 20 per cent in
East Asia and Sub-Saharan Africa, 33 per cent in Latin America and some 50 per cent in the
cases of North African and South Asian countries. According to Finger et al. (1996), the so-
called "applied tariff rates", that is the actual rates levied by developing countries are much
lower than the "bound rates" even though they were not significantly reduced after the
Round.?® Dramatic steps have been taken particularly by countries in transition. Some of the
transition economies now have one of the lowest tariff levels in the world (e.g., the Czech
Republic and Slovakia). However, in most emerging markets the bound rates are above
currently applied average rates, and this leaves a degree of insecurity in their trade regimes.
The lowest such differential is among Central and European countries which largely bound
their tariffs at applied rates (hence the resort to import surcharges, rather than tariff increases,
in response to recent BOP difficulties).

“However, it may be useful to remind the reader that tariffs have been significantly reduced unilaterally before or in the
course of the negotiations.
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INSERT TABLE 2: Tariff Reductions of Developed Countries by Industrial Product Group

Sensitive Sectors. In textiles and clothing the phase-out of the Agreement on Textiles and
Clothing (which replaced the Multi-fibre Arrangement, MFA) entails the progressive
expansion of the volume of imports by predetermined amounts over ten years. Some
developed countries have adopted an "accelerated removal of import restrictions" from
selected developing countries. Without going into details, in agriculture, the industrial
countries agreed to eliminate or "tariffy" existing non-tariff measures and reduce the average
rate by 36 per cent over six years from the 1986-88 base (24 per cent over ten years for
developing countries); a few exempt goods are covered by an expanding minimum access
guarantee. With certain exemptions, domestic support measures are being reduced by 20 per
cent from a 1986-88 base over the implementation period, and a 36 per cent cut in outlays on
export subsidies by developed countries (14 per cent by developing countries) relative the base
level in 1986-90 (and a guarantee of a 21 per cent reduction in the volume of subsidised
exports). There are also more clearly defined rules for the use of allowable support measures,
which will tend to increase the use of measures de-linked to production.

INSERT TABLE 3: Uruguay Round Concessions Given by Importing Country Group, All
Merchandise Trade

Perhaps more important than the specific commitments in agriculture and textiles and
clothing is the fact that the Agreement on Agriculture and the Agreement on Textiles and
Clothing also represent a systemic change; these two sectors were by and large outside the
rules of the GATT for most of its 50 years. Moreover, the Agreement allow for an autonomous
and discriminatory elimination of import restrictions on textiles and clothing. We emphasize the
words autonomous and discrimination because such actions are not generally allowed by
member countries in the WTO except in special circumstances such as in the case of textiles
and clothing.

Gains for emerging markets. Apart from the systemic improvements, emerging markets
substantially improved the terms of access for their exports, particularly where they were
subject to MEN tariffs (Table 4). In the post-Uruguay Round era, MFN tariffs facing these
countries will range from as low as 1.8 per cent for Sub-Saharan Africa (which generally gets
even better tariff treatment) to 5.9 for Eastern European and 7.1 per cent for other transition
economies in Europe ("Rest of Europe"). For the transition economies, which mostly received
the MEN or a worse treatment, the Uruguay Round should, therefore, bring about important
gains in market access. However, some developing countries were concerned that the MFN
tariff reductions also eroded the preference margin from which they benefited in developed
country markets, e.g., under the Generalised System of Preferences (GSP) or for African,
Caribbean and Pacific (ACP) countries in the European Communities under the Lomé
Convention. However, the concern is not supported by empirical evidence. It has been
estimated that, even under the narrowest assumptions, the GSP countries gain over US$6
billion because the reduction of the rates that they currently face outweighs the erosion of
preferences; this gain dominates the results for developing countries as a whole (GATT, 1994).
It has also been estimated on a similar basis that static losses across all sectors to ACP
countries as a whole would be no more than US$0.5 billion and US$33 million for least
developed countries. On the other hand, these quite small amounts should be more than
compensated by the dynamic income gains arising from the overall trade liberalization (Safadi
and Laird, 1996). Unfortunately, the provisions made in the Agreement to liberalize their
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textile and clothing markets through autonomous and discriminatory actions have so far been
taken up only by a handful of countries.

INSERT TABLE 4: Uruguay Round MEFN Tariff Reductions on Exports by Selecting
Exporting Country Group, All Merchandise Trade

Other "New" Areas. In the area of rules, other changes included the elimination of voluntary
export restrictions, tightening rules on anti-dumping and countervailing measures, technical
standards, sanitary and phytosanitary rules, and the introduction of rules on trade-related
intellectual property rights (TRIPS) and trade-related investment measures (TRIMS). Under
the TRIMS Agreement, local content and export performance requirements, extensively
applied in the automotive sector, should now be eliminated by developed countries and will
have to be eliminated by the year 2000 for developing countries (2002 for least developed
countries). Another new area, one of the distinguishing features of the WITO compared to the
GATT, is the establishment of the General Agreement on Trade in Services, extending
multilateral rules to the services sector, while initiating a gradual process of liberalization in
sector-specific negotiations.

Dispute Settlement. In institutional matters, there were two major changes. One of these was
the establishment of an integrated dispute settlement mechanism. There is now greater
automaticity attached to the right to have a trade dispute heard by a panel, to have the
eventual findings adopted, and to have a right of retaliation in the event of non-compliance
with panel findings. In the past, one party could delay a dispute being heard and block the
adoption of the findings, especially if they were unfavourable. There is now also an appeal
procedure. So far the dispute settlement mechanism has been very active, with increasing
numbers of emerging countries resorting to the mechanism to resolve trade disputes, mostly
with developed countries. By the end of 1996, after two years of operation under the new
system, the number of disputes that had been already adjudicated in the WTO was 64, of
which 17 cases had been requested by developing countries.

Last but not least was the establishment of the World Trade Organization itself. This
was the long-overdue third pillar of the post-war trading system alongside the International
Monetary Fund and the World Bank, which had functioned with an interim administration
since the International Trade Organization was blocked the United States Congress in the early
1950s. Operationally, this has not meant a big change, but the new organization provides the
legal umbrella for the various legal instruments of the GATT, the GATS and other agreements
of the Uruguay Round.

“See the discussion of "sensitive sectors" above.
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(b) The WTO Ministerial meeting in Singapore, December 1996

The first Ministerial level meeting of the World Trade Organization was held in
Singapore in December 1996. The main business was a review of the implementation of the
commitments and decisions under the WTO Agreement, to review ongoing negotiations,
examine developments in world trade and "address the challenges of an evolving world
economy." Special attention was paid to a review of the sectoral services negotiations, that is
negotiations of financial services, telecommunications and shipping which were left to be
completed after the Round. Much interest and even controversy was generated by the
discussions on the possible extensions of the WTO work programme for the period after
Singapore.

The novel, and arguably the most positively tangible result of the Singapore meeting
was the agreement of the European Union and other 13 WTO member countries to the
expansion of world trade in information technology products. These countries account for
well over 80 per cent of world trade in these products. In order to increase the country
coverage of this agreement, the signatories have invited other WTO member countries to join
the agreement. The deal will eliminate all tariffs on computers and other high-technology
products by year 2000. Accordingly to some estimates, the agreement covers a sector with
almost US$ 600 billion in annual turnover. At the meeting, the Ministers took note of the
agreement as well as the addition of some 400 pharmaceutical products to their list of duty-
free items, which have been added to the "package" of new liberalization measures.

Much of the WTO work programme for the years ahead is already contained in the so-
called "built-in" agenda of the WTO Agreements. For example, in the Uruguay Round
Agreement on Agriculture, it was envisaged that new agricultural negotiations would begin
within five years. Other agreements have less precise review provisions, and as yet there are
no plans for further negotiations in industrial goods.

Discussions also took place at Singapore on issues which cut across different areas in
the WTO as well as on matters not covered by the built-in agenda or even those that go
beyond what has already been agreed. The more controversial proposals were intended to
carry the WTO forward into "new areas", although very few can really be called new. These
included investment, competition policy, labour standards (the so-called "social clause"),
government procurement and rules of the WTO in the context of the global economy.

With regard to investment, the Uruguay Round Agreement already contains a number
of WTO provisions in the TRIMS agreement and in the ongoing negotiations of services, where
establishment -ie. foreign direct investment- is perhaps the major mode of supply.
Investment rules, which have been subject to a great deal of work in OECD in the context of its
proposed Multilateral Agreement on Investment (MAI), are, therefore, not new and would be
in keeping with the more liberal economic policies that are now applied. Indeed, a number of
developing countries have indicated their intention to participate in the MAI, which is to be
open to non-OECD members. Nevertheless, in the context of the WTO a number of
developing countries, particularly in Asia were hesitant about starting a work programme on
foreign direct investment, arguing that priority should be given to completing the existing
agenda and that investment rules could impinge on their sovereignty. In the end, Ministers
agreed to establish a working group "to examine the relation between trade and investment"
(WTO Singapore Ministerial Declaration). However, there are no immediate plans for
negotiations at present time. Ministers have also encouraged a close co-operation with
"UNCTAD and other appropriate intergovernmental fora."
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These changes reflect a rising awareness in most countries - perhaps stronger in some
than in others- that there is a need for a global and balanced framework to establish
multilateral rules on foreign direct investment (FDI). As WTO (1996) has recently pointed out,
the need for such a framework comes from strong economic, institutional and international
policy arguments. Thus, empirical evidence suggests that FDI and international trade are
generally complementary. International trade and FDI should not be, therefore, treated
separately even on the policy level. On the institutional level, countries have generally
understood that purely unilateral measures are not sufficient to give the desired stimulus to
FDI flows. As a result, the countries have pushed for international agreements for protection
and promotion of investment. This has lead to the proliferation of various bilateral, regional,
plurilateral and multilateral agreements and to the need to ensure a better coherence in rule-
making, to avoid compartmentalization of international efforts for better policy frameworks
and to eliminate the present discrimination against non-participating countries.

In the area of competition policy, the basic idea in the longer term might be to establish
a code of behaviour covering anti-trust questions, although, and we emphasize that this is a
personal opinion, a case could be also made for extending the competition policy to the anti-
dumping laws.15 This extension is also linked to recent proposal that the WTO rules need to
be re-examined in order to update them in the light of most recent trends in globalization of
the world economy. This could be also seen as a back door to the re-examination of the anti-
dumping rules and is opposed by the more ardent users. At the Singapore meeting, Ministers
also agreed to establish a working group to study issues "relating to the interaction between
trade and competition policy, including anti-competitive practices in order to identify any
trade obstacles that may merit further consideration in the WTO framework." Again, there are
no plans for negotiations at this stage.

The proposals on government procurement were essentially to make the existing
processes of government procurement more transparent to WTO members states, while in the
longer term agreement might be sought on the same levels of access carried by the existing
plurilateral Agreement on Government Procurement. A general Agreement on Government
Procurement would require more transparent rules under agreed processes for public
procurement. There was also a view that such an agreement would help to overcome
corruption in the award of public contracts. However, the idea of comprehensive, obligatory
membership does not yet have general support, again despite the fact that in most countries
budget constraints have forced governments to adopt more competitive procurement
practices. Ministers have so far agreed to establish a working group "to conduct a study on
transparency...and... to develop elements for inclusion in an appropriate agreement."

The question of labour standards was the most controversial issue. Many developing
countries are convinced that behind the idealistic tone of proposals to set labour standards
lurked some old-fashioned protectionism. Moreover, even those who are sympathetic to
workers' rights in developing countries were unsure whether linking these to WTO rules was
appropriate. There was even a concern that imposing higher labour standards could put
young workers on the streets and expose them to moral harm. In the end, Ministers, affirming
their commitment to the observance of internationally recognized core labour standards, said

*Within the European Communities, the European Economic Area and in the Agreement between Australia and New Zealand
on Closer Economic Relations, anti-dumping provisions have been replaced by competition policy as the guide to resolving any
questions of unfair trade practices in intra-area trade.
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that the International Labour Organization (ILO) was the competent body to set and deal with
these standards. Pari passu, they expressed concern that these standards should not be used
for protectionist purposes.

Among other new matters agreed in Singapore was a Plan of Action for the least
developed countries (LLDCs). Details have yet to be spelled out, but a meeting was due to be
organized with UNCTAD and the International Trade Centre in early 1997, with the
participation of other agencies and the LLDCs to assist those countries in enhancing their
trading opportunities. Another new element was a direction for the WTO Council for Trade in
Goods to undertake "exploratory and analytical work... on the simplification of trade
procedures." The Ministers also took note of the agreement by some Members on a
Declaration on Trade in Information Technology Products leading to MFN tariff elimination in
information technology products as well as the addition of some 400 pharmaceutical products
to their list of duty-free items.

(c) Accession

Apart from the new agenda, the greatest challenge facing the international trading
system today is the integration of new members (Kim, 1996). By the end of 1996, the
membership of the WTO rose to 127 members, of which the latest was Bulgaria (on
1 December 1996). A further 28 countries were currently engaged in accession negotiations.
These include major economies such as China and Chinese Taipei, the Russian Federation,
Ukraine, Saudi Arabia and Vietnam, all major players on the international scene. However,
most CIS countries are now applicants, and there are also requests from countries, large and
small, in all other regions. In Africa, Algeria and Sudan are applicants; Panama's accession in
November 1996 completed the Latin American membership; in Europe, the Baltics and
Yugoslavia are in the line-up; and there are also requests from several countries in the Middle
East, the Pacific and Asia. The inclusion of these countries will increase the span of the
international trade law to some one and a half billion new producers and consumers. Virtually
all of these countries are "emerging economies".

These countries represent a wide range of interests but they are all looking to the WTO
to underpin their own liberalization efforts and to counter discrimination so that they can
compete more effectively in the international market place. On achieving membership they
will be guaranteed access to the trade concessions negotiated in eight rounds of trade
negotiations over 50 years, including reduced tariffs and non-tariff barriers to their exports.
They will receive the benefits of the rule of international trade law in the application of
permissible measures, such as anti-dumping or safeguards. Moreover, they will have access to
the new, strengthened dispute settlement mechanism to enforce their rights. Finally, they will
be able to participate in the process of development of the rules and their interpretation as well
as in future negotiations. In other words, they will help to shape the WTO system in the
future, so that, for example, membership by China and Russia could potentially have systemic
implications.

Of course, the new members will also have to take on the wide range of obligations of
all WTO members. They will be obliged to "bind" their tariffs, that is, guarantee the maximum
levels of tariff treatment to other WTO members. They will be obliged to eliminate most non-
tariff barriers to trade and observe agreed disciplines on the use of subsidies, anti-dumping,
customs valuation and import licensing procedures, as well as in the use of trade-related
investment measures and the protection of intellectual property rights. Most members will
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also expect that there will be current account convertibility (consistent with Article VIII of the
IMF), which is necessary for the free payment of traded goods and services.

Each accession is unique, with its own working party, and open-ended examination,
covering each and every aspect of the WTO agreement, a process which would normally be
expected to last 2-3 years, but this could be achieved in as little as one year for clean cases,
while the Chinese accession has already taken some 10 years. The precise terms of entry are
specifically negotiated for each new member, without any pre-defined formula. However, the
experience of recent accessions shows that the terms of membership have become more
demanding in the last ten years. For example, it has now become normal to expect that all
tariff items will be bound, most likely in the 20-30 per cent range. The matters covered include
the transparency of the trade regime, tariff and non-tariff measures, the system of customs
valuation, policies affecting agriculture, industry and the services sectors, state-trading (where
appropriate), price controls, export policies, the foreign exchange regime and the legal and
administrative framework for trade. In general, developing countries may expect to benefit
from various transition arrangements allowed under different WTO agreements, although this
cannot be taken for granted; this is indeed one of the sticking points in the Chinese accession
negotiations.

Thus, membership of the WTO will confer benefits on the new members, particularly
through the elimination of discrimination and uncertainty resulting from the temporary nature
of trade concessions granted to them by their partners. This problem has been faced in the
past, particularly by the transition economies. In turn, they will "pay" for membership by
providing to other members the treatment comparable to that which they receive. All told,
these "concessions" made by acceding countries will help their own reform process, first,
through the adoption of economically more rational policies and, second, by helping reform-
minded governments resist protectionist and anti-reform pressures at home. The new trading
environment stemming from concessions given and received should also make the economies
of the new members more attractive hosts for foreign investment. This should bring the
attendant technologies which are required to modernize production and facilitate the
integration of these countries in the global market place.

IV. The Impact of Trade Liberalization on Trade - GDP Ratios.

The dramatic changes in trade policy in emerging economies have made a significant
impact on the degree with which the emerging economies are being integrated into the world
economy. The market openings around the world have created considerable opportunities for
these countries to expand trade and to stimulate the growth of their economies. Trade
liberalization has also done much to improve the competitiveness and as a result, the growth
of trade has often been much faster than the growth of domestic output. In other words, trade
has performed another important function - that of an engine of domestic growth.

In order to demonstrate the importance of trade liberalization for emerging economies
we assess the role of trade in quantitative terms, using the share of trade in GDP as an
indicator of "trade openness".’e We are aware that the ratio is not foolproof for the purpose at
hand since the ratio may be adversely affected by various valuation problems. In order to

*We are using the term "trade openness" in the text interchangedly with "trade intensity" but we mean by both terms only one
thing - the trade-GDP ratio.
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allow for this, we have applied a consistent time series of GDP, trade in goods and services in
constant prices as well as a consistent price deflator. The ratios are also sensitive to changes in
GDP and trade which do not originate in changes in trade policy. For example, exports are
crucially determined by foreign demand. On the other hand, GDP and imports tend to contract
simultaneously.

The computations have been based on data obtained from the World Development
Indicators published by the World Bank.’” The tables define GDP in market prices and the
price deflator in terms of constant 1987 US dollar prices. This means that our indices have
been "cleaned" of price biases due to inflation but retain the shortcoming of being subject to
fluctuations in the exchange rate between the US dollar and other currencies. The shortcoming
is particularly apparent in the case of countries that are invoicing trade in US dollar such oil-
producing countries. Trade is defined for our purposes as exports and imports of goods and
services. In comparison to many other similar studies, our indices tend to be much higher since
other studies often take only exports (or imports) of goods excluding services.

We have computed the ratios for a large number of countries excluding the countries in
transition. Unfortunately, the data exclude these countries primarily because of serious
methodological problems in national income accounts of these countries and hence in
computing GDP figures. The results of our detailed computations are reported in the
Appendix. A summary table based on these detailed computations is presented below. It
reports average trade intensity ratios by individual continents - South Asia, South East Asia,
Africa, which is divided into " open economies" and "closed economies", Latin America and
Central America including Mexico. We have not followed the same procedure for the other
continents since, as it turned out, the indices "moved naturally" along the borders of these
continents. For example, Latin America shows an increase in the indices consistently across all
countries.

INSERT TABLE 5 : Trade Intensity Ratios by Continents, 1980 - 1995.

The story emerging from Table 5 is quite interesting. The first important observation
we can make is that the trade intensity ratios vary considerably among countries. This is, of
course, not surprising since the ratios are affected not only by trade policies but also by the size
of countries concerned and by other factors. The most trade-intensive nations are,
unsurprisingly, in South East Asia whose average trade-intensity ratio was 90 percent in 1995.
In other words, the trade dependence of the region as defined here exceeded on average that
of other continents by at least a factor of two! In comparison to South Asia, for example, its
trade dependence was almost four times as large in mid-1990's.

Perhaps somewhat surprisingly, Africa's trade intensity has been also relatively large.
In 1980, total trade in goods and services accounted for more than 64 percent of GDP, making
the continent the most "trade-dependent" area. This reflected the strong orientation of African
economies towards exports of natural resource-based commodities and its relatively small
production base making African countries greatly dependent on imports.

“"World Development Indicators: CD-Rom; Washington, D.C.: World Bank, 1997.
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The changes in the trade intensity ratios have been profound over the last 15 years or
so. The most spectacular increase took place again in South East Asia - the ratio almost
doubled between 1980 and 1995. Both South America and Central America (including Mexico),
two regions where major trade policy reforms began mainly in the mid-1980's, also
demonstrate a significant increase in trade intensity following their trade reforms. In contrast,
Africa and South Asia have shown virtually no increase over time but the reforms are
relatively recent and not yet reflected in the trade/GDP ratios.

These changes may obviously have a number of different origins as noted above.
However, the correlation between trade liberalization of, say, Latin America and the increase
in trade intensity is striking. In fact, these aggregate figures provide a quite a consistent
picture, one of an important impact of trade liberalization on growth of trade and thus on
welfare of countries. Nevertheless, a closer inspection of the Appendix table, which provides
more detailed breakdown by individual continents, suggest that there are also some "outliers"
to our general conclusion. These include countries like Nigeria, which shows a dramatic
decline in the ratio but for which we suspect some statistical problems such as the effect of
exchange rate changes also noted above. The figures for Uganda are also surprising but
incomplete; a more up-to-date time series might lead to conclusions more in line with the
experience elsewhere.

V. Conclusions

In reviewing the world trading environment in the last decade we have painted a
positive picture of developments, and we hope that we have provided justification for our
optimism. Of course, the pace of change has been very fast, and the social costs of rapid
adjustment have sometimes led to a questioning of value of change, particularly in transition
economies; inevitably, there have been some policy reversals in a number of countries.

But a positive view of developments is justified on the ground that the "mew
liberalism" involves unilateral reforms that are undertaken in conjunction with wider macro-
economic stabilization programmes, with revitalized regional integration arrangements and,
ultimately, with expanded membership of the international trading system, which has itself
been undergoing deep changes. The governments which have applied for WTO membership
have taken an important and very serious policy step which will permanently change their
economies. It will mark the maturity of the reform process begun in the last decade in almost
all emerging economies. The changes in these economies together with the changes within the
WTO system have permanently changed the international trading environment and the
framework of international economic relations.

In more specific terms, emerging economies will benefit from their membership in the
WTO because of the expected expansion in trade and trading opportunities as a result of the
Uruguay Round. Any negative effects are expected to be substantially overtaken by the
general increase in trade. The phasing out of textile and clothing restraints, and the first steps
towards liberalization in agriculture and services should be of particular advantage for
developing countries, although food-importing countries may experience an initial, small
deterioration in their terms of trade. Developing countries and transition economies, members
of the WTO, should also benefit from the considerable strengthening of the protection of rights
under the enhanced rules-based system. Furthermore, it is important to remember that these
countries will also gain from liberalizing their trade regimes. On the one hand, their more
liberal policies will lead to direct and indirect welfare gains. On the other hand, their
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commitments made in the Uruguay Round or in their WTO accession will help prevent or at
least contain the risk of possible future trade policy reversals.

Given the extent of change that has taken place, we expect the period ahead to focus on
consolidation of the reforms we have described (including implementation of the Uruguay
Round commitments), rather than further rapid change. Some policies will have to be further
refined at the national level to increase the speed of the supply-side response so that the
welfare gains from the new liberalism can be felt by a wider section of the communities in
emerging economies. Otherwise there is a danger of loosing fragile public support for the
changes. Thus, we perceive a need in many emerging markets to build on the reforms already
undertaken and to strengthen the institutional and legal framework for trade and the national
and international levels. The consequent increase in security of access and operating
conditions in these markets should assist in attracting investment to provide the motor for
future development. However, these countries also need improved access to developed
country markets. Both elements should be re-enforced by the decisions of the Singapore
Ministerial in building on the Uruguay Round results.
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Table1
Summary of Tariff Régimes of Selected Developing and Transition Countries

Country Average tariff (per cent)?
Previous rate reported Year Latest rate reported Year

Europe/Middle East
Czech Republic 8.0 1995
Hungary® 13 1989 11 1991
Israel
Poland 18.3 1989 9.3be 1995
Romania 17.8 1992
Slovakia 8.0 1995
Turkeyd 9.5 1993
Asia/Pacific
Bangladesh®* 42 1991/92 28 1993/94
Indiae 128 1990/91 42 1995-96
Indonesia 27 1985 20 1994
Korea 24 1984 9 1995
Malaysia 14 1993
Pakistan 77 1988 50 1995
Philippines 414 1980 25.6 1992
Sri Lanka 20 1995
Thailand 44 1991 23.1 1995
Africa
Cameroon 188 1994
Cote d'Ivoire 22 1995
Egypt 47.5¢ 1986 422 1992
Ghana 30 1983 171 1991
Kenya 417 1988 33.6 1992
Mauritius 29 1994
Morocco 255 1991 235 1994
Nigeria 35.28 1989 36.4 1991
Senegal 123 1994
South Africa 220 1988 20.6M 1992
Tunisia 325 1987 33.2 1994
Uganda 17.1 1994/95
Zambia 13.6 1996
Zimbabwe 172 1994
Latin America
Argentina 30 1989 122 1992
Bolivia 20 1990 10 1992
Brazil 51 1988 12.5 1996
Chile 20 1985 11 1992
Colombia 31 1987 115 1996
Costa Rica 427 1986 10.7 1994
Dominican Republic 178 1995
El Salvador 22 1989 10.1 1995
Mexico 22,6 1986 125 1993
Peru 70 1988 163 1993
Paraguay 9.1 1995
Uruguay! 101 1978 125 1996
Venezuela 35 1988 12 1996

Notes:

a Simple average, all products including agriculture, unless otherwise specified.

b Source: Market Access database, European Commission:

c Trade-weighted average figure used.

dTurkey - began a process of tariff reduction in December 1983, at which time weighted average tariffs were reduced from nearly 40
per cent to 22 per cent.
e Source: IBRD Country Economic Memorandum, India.
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Ghana - including special import taxes applied to certain products.
Nigeria - industrial sector average used for 1989 figure.

0 ™

South Africa - manufacturing sector average used for 1992 figure.

-

Uruguay - average is an estimate, based on average MERCOSUR CET. At 1992 TPR average was 21.5 per cent.

Source:Prepared by staff of the WTO Trade Policies Review Division from GATT/WTO, Trade Policy Reviews, 1989-96, on
individual countries; Market Access database, European Commission; IBRD, Country Economic Memorandum, India.
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Table 2. Tariff Reductions of Developed Countries by Industrial Product Group

(Billions of US dollars and percentages)

A. Imports from all sources

(excluding petroleum)

Import value Average tariff
Product category from all sources
Pre- Post- Reduction
All industrial products (exc. petroleum) 736.9 6.3 3.9 38
Textiles and clothing 66.4 155 121 22
Metals 69.4 3.7 1.5 59
Mineral products, precious stones and metals 729 23 1.1 52
Electric machinery 86.0 6.6 3.5 47
Leather, rubber, footwear & travel goods 31.7 8.9 7.3 18
Wood, pulp, paper & furniture 40.6 3.5 1.1 69
Fish & fish products 185 6.1 4.5 26
Non-electric machinery 118.1 4.8 2.0 58
Chemicals & photographic supplies 61.0 6.7 3.9 42
Transport equipment 96.3 7.5 5.8 23
Manufactured articles n.e.s. 76.1 55 24 56
Developing economies products 465.8 7.6 5.0 34
Industrial tropical products 32.8 42 2.3 45
Natural resource-based products 80.2 3.2 2.1 34
B. Imports from developing economies
Product category Import value Average tariff
from
developing
economies
Pre- Post- Reduction
All industrial products (exc. petroleum) 169.7 6.8 45 34
Textiles and clothing 33.2 14.6 11.5 21
Metals 244 2.7 0.9 67
Mineral products, precious stones and metals 222 2.7 0.8 70
Electric machinery 19.2 6.3 3.5 44
Leather, rubber, footwear & travel goods 12.2 8.1 6.6 19
Wood, pulp, paper & furniture 115 4.6 1.7 63
Fish & fish products 10.6 6.5 3.4 48
Non-electric machinery 9.8 4.7 1.9 60
Chemicals & photographic supplies 8.2 7.2 4.0 44
Transport equipment 7.6 3.8 31 18




Manufactured articles n.e.s.
Developing economies products
Industrial tropical products

Natural resource-based products
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10.9
122.8
14.4

33.4

6.5

8.0

4.2

4.0

3.4

5.6

1.8

2.6

48

30

57

35

Source: GATT (1993)
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Table 3: Uruguay Round Concessions Given by Importing Country Group, All Merchandise Trade

Share of imports bound (per cent) Average import weighted tariffs
Region

Pre-UR Post-UR Above Pre-UR Post UR Tariff Post -UR

applied rates | applied applied reduction bound rate

East Asia 159 773 221 16.8 11.9 9.4 21.0
Eastern 55.1 96.0 27.0 8.0 6.7 24 13.3
Europe
High Income 80.2 88.5 19.3 48 2.6 3.2 3.7
countries
Latin 49.7 100.0 88.3 123 11.7 24 32.7
America
North Africa 0.0 67.9 46.0 249 24.8 6.9 48.7
Rest of 35.6 45.1 3.2 30.3 26.3 6.5 33.3
Europe
South Asia 11.3 52.2 15.1 34.6 30.4 16.5 50.8
Sub-Saharan 26.8 40.1 173 9.0 9.0 5.8 194
Africa
World 73.1 874 21.8 6.5 43 3.9 6.5

Note: Importer Groups refer only to Uruguay Round Participants.
Source: Finger, Reincke and Ingco (1996).

Table 4: Uruguay Round MFN Tariff Reductions on Exports by Selected Exporting Country Group, All Merchandise Trade

Average levels weighted by exports to the World (excluding FTA trade)
Region

Share of Pre-UR applied | Post UR applied | Tariff reduction | Post-UR bound

Exports affected rate
Central Asia 12.8 2.6 21 31 3.5
East Asia & Pacific 35.7 6.3 4.6 3.7 7.8
Eastern Europe 55.8 8.3 59 3.3 7.3
High Income Countries 35.6 6.9 45 3.9 6.5
Latin America 21.8 55 3.8 3.5 74
Middle East 6.7 3.8 2.2 4.2 48
North Africa 19.3 3.6 2.7 3.0 3.9
Rest of Europe 67.1 94 7.1 3.0 8.9
Sub-Saharan Africa 17.5 2.7 1.8 3.4 3.2
South Asia 46.6 72 5.6 29 71
World 33.4 6.5 44 3.8 6.5

Note: This table uses World Bank definitions of regional groups. It is not restricted to Uruguay Round participants.
Source: Finger, Reincke and Ingco (1996).
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Table 5: Trade Intensity! Ratios by Region, 1980-1995
(In percentages)

1980 | 1985 1990 1991 1992 1993 1994 1995

South Asia 20.0 18.4 18.9 18.6 18.3 19.6 19.9 21.6

South East Asia 51.2 43.0 63.6 64.2 69.0 73.6 82.5 90.0

Africa 64.3 53.9 52.2 52.0 53.6 55.4 54.8 56.1

South America 241 222 26.1 28.1 30.4 326 33.7 36.4
Central America

and Mexico 37.2 322 45.6 48.6 53.2 53.6 57.1 57.6

1Defined as trade-GDP ratios. For more details, see the text.




Appendix Table
Trade Intensity Ratios by Countries, 1980-1995
(In percent, constant prices)

I. South Asia
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Country 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 [ 1988 | 1989 ([ 1990 | 1991 | 1992 | 1993 | 1994 | 1995
Bangladesh 26.6 244( 238 224 226| 244| 220 237 258 264( 347 299 299| 31.0( 299 39.0
India 15.6 153 143| 144 150 151 154 152 154 152 152 145| 154| 167 175 19.2
Pakistan 40.1 339( 31.5| 341| 325| 319| 33.0 342( 311 320 292| 30.6| 346| 367 338 32.2
Sri Lanka 784 726 741| 70.7| 687 665 663 727 786 877 937 977 - - - -
Total 20.0 189| 18.0| 181 184| 185| 187 189 188 189| 191| 18.6( 183| 19.6| 199 21.6
II. South East Asia

Country 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 [ 1988 | 1989 ([ 1990 | 1991 | 1992 | 1993 | 1994 | 1995
China 26.4 30.0( 273 267 288| 335| 302 271 282 29.0( 278| 294 31.1| 326( 341 33.0
Hong Kong 168.6 174.8| 167.5| 176.7| 188.5| 199.2( 205.3| 234.8| 270.1| 286.3| 304.3| 337.5| 379.6| 401.9| 4255 457.3
Indonesia 59.8 569 54.6| 49.7| 459| 438| 452 46.4( 40.0 40.7] 409 444| 465 450 467 49.3
Korea, Rep. of 62.3 645 633]| 655 659| 617 67.6 73.0( 74.0 73.01 727 771 791| 814 895 98.7
Malaysia 101.2 971 1029| 106.9( 109.0| 104.8( 106.9| 113.6| 1229 137.3( 150.3| 165.5| 158.3| 168.3| 189.1| 210.3
Philippines 51.2 50.8( 47.7| 471| 472 43.0| 474 529( 58.0 617 636 642 69.0| 73.6( 825 90.0
Total 58.6 609 582| 583 594| 59.0( 60.1 634 665 68.8| 705| 754 782| 80.1| 844 88.5
II. Africa

Country 1980 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995
A. Good Performers

Cameroon 36.4 444 36.7| 37.7| 469| 470( 371 373 393 49.7| 488| 482 516 488| 517 49.0
Gabon 80.1 927 878 937 962| 96.7| 915 81.6 779 86.6( 883| 820| 884| 885 104.6| 1043
Kenya 67.9 554 498| 437 47.0| 447| 473 478 482 50.6| 535| 514 513| 681]| 647 745
Malawi 78.3 65.5 59.7 58.9 60.1 66.1 55.4 54.3 58.8 61.7 62.7 67.5 70.1 57.2 65.6 60.6
Mali 38.0 36.6( 351| 409| 494| 648| 514 488 504 46.6| 512 522| 533 519| 476 51.3
Mauritius 107.0 93.61 899| 909 923| 944( 1094| 127.1| 1379| 135.0| 138.3| 134.3| 130.5( 133.2] 133.8( 128.1
Morocco 494 514| 487| 473 472 463| 458 514| 532 519| 582| 554 61.0| 647 59.7 66.7
South Africa 59.9 59.0 54.0 50.4 53.1 52.7 51.0 50.2 55.3 55.6 55.3 56.4 59.6 62.6 65.4 66.8
Swaziland 141.1| 1509 144.5] 140.3| 122.6( 123.2] 128.1| 150.0| 153.0( 169.2( 163.6| 167.7| 164.3| 167.8| 149.7| 148.3
Tunisia 84.3 869 853| 806 79.6| 704| 723 70.6( 84.0 90.2( 899| 835| 853| 87.0( 903 90.4
Zambia 101.1 81.6| 820| 737 703| 742| 791 752 69.1 63.7| 59.1| 559 581 765| 791 84.6
Zimbabwe 58.5 60.5 59.8 55.7|1 48.6 56.8 61.7 58.3 55.3 58.6 59.1 61.3 65.1 61.1 61.2 64.7
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B. Slow

Performers

Algeria 364| 39.0| 375| 378| 37.0| 366| 316| 274 284| 303| 298| 276| 282| 277| 281| 278
Benin 1149| 1151| 849| 651 672| 759| 670| 67.8| 46| 463| 473| 497| 514| 503| 425 -
Burkina Faso 463| 485| 411| 343 347| 371| 436| 416| 364| 315| 397| 388| 354| 372| 319 353
Burundi 333 330| 39.2| 391| 395 357| 350| 355| 344| 301| 314 323| 327| 39.2| 421| 409
Central Africa 744| 705| 578| e16| 577| 57.7| 557| 525| 484| 476| 478| 415| 402| 388[ 398 0.0
Chad 672| 548| 391| 579 e03| 67| 717 737| €83| 651| 671| 639| 582| 521 00 0.0
Congo 1061 1221| 1282 107.1| 1020| 100.6| 924 80.4| 846| 850| 858| 861| 91.8| 91.6| 100.6| 1094
Coéte d'Tvoire 690 666 634 593 637| e1.6| 540 631| 608| 653 690| 668| 666 621 649 711
Egypt 760| 755| 598| 576 609| 590| 524| 468| 527| 543| 568| 579| 583| 564 525 528
Gambia 217.7| 190.3| 166.0| 144.7| 108.1| 105.6| 1059 1052| 119.9| 136.6| 141.6| 1363| 134.0| 127.0| 108.4| 1327
Guinea-Bissau | 852 60.8| 714| 702| 71.9| 66.7| 672| 574| 638 664| 661| 652| 6le| 451| 501| 486
Lesotho 159.8| 165.2| 167.5| 1742 1647| 155.7| 142.9| 148.0| 160.2| 1463| 1305| 1383| 133.3| 1345| 121.9| 1223
Madagascar 724| 547| 529 451 433| 43.6| 372 372| 330| 344 417| 420| 41.8| 449| 472| 474
Mauritania 951 113.0| 1253 128.8| 128.1| 130.2| 1278 115.8| 1089| 1009| 1032| 966| 91.4| 859| 723| 78.0
Nigeria 116.0| 128.9| 1040 949 878| 80.0| 651| 533| 500| 51.0( 51.8| 531| 53.0| 520( 451| 455
Senegal 556 595| 582| 571| 629 542| 571| 555| 543| 542| 605| 60.8| 582| 547| 527 506
Sierra Leone 749| 478| 335| 390 396| 445| 528| 440| 359| 466| 513| 535| 554| 506| 427 408
Togo 823 772| 819| 715 710| 733| 905| 921| 915| 738| 726| 700| €55| 543| 43.0| 454
Uganda 232 236 241| 246| 263| 265| 249| 236 213| 214| 190 223| 276 - - -
Total 643| 650 579 547 552| 53.9| 498| 473| 499| 511| 522| 520| 53.6| 554 548 561
IV: Latin America

Country 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995
Argentina 200 206| 160| 152 150| 164| 152| 154 163| 167| 188| 198 236| 242| 266| 285
Bolivia 313 370| 296| 317 281| 334| 362| 365 339| 387| 412 403| 407| 428| 446| 455
Brazil 153 163| 149| 152 160| 155| 148| 157 169| 174| 184| 197| 202| 229| 240 267
Chile 664| 668| 585| 562 580| 531| 548| 577 602| 659| 681| 696 742| 752 769| 829
Colombia 312 295| 303| 282 278 279| 296| 299 297| 297 323| 336 394| 452| 465| 479
Ecuador 592| 546| 551| 483| 484| 509| 515| 543 531 538| 541| 582 594| 597| 620| 643
Paraguay 573| 528| 502| 438| 483| 427| 580| 613 709| 47| 887| 964 951| 1233| 133.2| 1343
Peru 295 303 321| 297 275| 265| 248| 237 237| 256| 251| 282| 308| 298| 316[ 352
Uruguay 391 397| 386| 416 932 399| 435| 409 429| 449| 481| 509 551| 393| 631| 613
Venezuela 459 474| 508| 352 46.0| 441| 438| 437 469| 435| 431| 475| 497| 507| 489 502
Total 241 251| 233| 212 225 222| 21.7| 224 239| 243| 261| 281 304| 326| 337| 364
V: Central America Including Mexico

Country 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 [ 1992 | 1993 | 1994 | 1995
Costa Rica 611 558| 531| 549 565| 565| 593| 67.4| 670| 743| 782| 783| 867| 924 924 942
El Salvador 542 511 441| 506| 491 475| 440| 451 425| 414| 534| 535| 566| 651| 694 707
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Honduras 59.2 54.6| 458| 46.8| 486 482 495 479 473 469 463| 460 46.8| 454| 458 48.1
Mexico 35.2 375 307 285| 305 306]| 302 329 385 413 443| 475| 521 521| 557 55.9
Total 37.2 38.7| 319| 302 321| 322| 319 34.7| 397 425| 456 48.6| 532| 53.6| 571 57.6
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