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INTRODUCTION

As George Santayana said, “Those who ignore the mistakes of the past are condemned to
repeat them.” The Doha Development Round of WTO trade negotiations is no exception. As trade
policy increasingly demands a place in the agenda of this Administration, consideration of the
record seems ever more timely. This essay examines three key aspects of U.S. trade strategy in the
Round from the perspective of emerging economies as well as the viewpoint of U.S. negotiators,
for insights regarding missteps on strategy and tactics. Reform of agriculture policy, the central
concern of developing countries in the Round, and market access abroad for industrial goods, a
primary goal for the United States, are the issues on which U.S. trade policy has been tested.

The essay also examines the WTO’s choice of format for negotiations as a misstep in the context of
dramatic changes in the distribution of power in the global economy. Underlying these issues are
three questions: (1) how adroit have the United States and the WTO been in adapting to the new
negotiating environment; (2) how strong was the U.S. political commitment to agriculture reform,
the centerpiece of a ‘development round’; and (3) how has the pursuit of market access for
industrial goods reflected long-term U.S. interests? These questions raise a basic challenge to the
President, Congress and to all stakeholders in U.S. trade policy regarding the development of a
trade strategy that is linked to U.S. economic strengths.

Of course, the benefit of hindsight contributes substantially to identifying miscalculations. It is not
implied here that policy-makers were oblivious to the changing negotiating environment. No doubt,
some of the considerations highlighted here were weighed in the balance. Rather, the modest
suggestion is that in some cases, the weight of important factors may have been underestimated,
while valuable guidance provided by a long-term strategy linking trade policy to U.S.
competitiveness was missing.

The recalibrations offered may be of some use as the Round is completed, and for the future
strategy and tactics of U.S. trade policy.

STATEMENT OF THE ISSUES

1. The U.S. commitment to a development round in the current global trade talks without
serious domestic dialogue about such a policy and development of related negotiating
positions, especially regarding long-term reform of agriculture policy, has created
expectations and misunderstandings at the very foundation of the difficulties in
reaching agreement on central issues.

2. The enlarged membership of the WTO and the diffusion of economic power in the
global economy has made it more important than ever that the ‘homework’ required to
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narrow differences on key issues and to build up the foundations for political agreement
be conducted among as broad a base of nations as possible.

3. The failure of the United States and the European Union to recognize significant
changes in the WTO negotiating environment from that of the Uruguay Round led
them to make what former USTR and former Secretary of Agriculture Clayton Yeutter
has called a “self-serving and premature” proposal on agricultural reform — placing in
bright lights the missing commitment to ‘development’ and significantly complicating
the road to consensus on the basic issue in the Round.

4. On market access for industrial products, the United States missed opportunities to
build on the successes of past sectoral agreements and to coordinate trade policy with
U.S. competitiveness.

U.S. COMMITMENT TO A DEVELOPMENT ROUND

The U.S. commitment to a development round in the current global trade talks without
serious domestic dialogue about such a policy and development of related negotiating
positions, especially regarding long-term structural reform of agriculture policy, has created
expectations and misunderstandings at the very foundation of the difficulties in reaching
agreement on central issues.

In November 2001, two months after 9/11, at a meeting of the trade ministers of the 147 countries
of the World Trade Organization (WTO) in Doha, Qatar, the United States Trade Representative
Bob Zoellick and the EU Trade Commissioner Pascal Lamy played leadership roles in launching a
new round of global trade talks. That launch was intended in part to demonstrate that the world
could continue conducting its business at a time when such reassurance was needed. The WTO
ministers declared that this would be the “development round,” indicating a new dedication by
industrialized nations to use trade to create growth and jobs in less developed countries.

Lack of Clarity on “Development”

Unfortunately, clarity among WTO members on what a ‘development round’ meant was totally
lacking. For developing countries who were pushing such an agenda, it meant, as WTO Chief
Economist Patrick Low put it, “....restitution to make the WTO more fair, either through
exemptions from, or dilution of, trade liberalization obligations for them, or tightening obligations
on developed countries who had been remiss in paying attention to developing country needs.” But
for the industrial countries, Low adds, a development round was “...about giving developing
countries an opportunity to trade more and develop accordingly. So that was never resolved and
nobody even discussed it.”!

Of course it would not have been an easy discussion to have, since, as Low notes, developed
countries have some ‘skeletons in their closet’ such as textiles and apparel as well as agricultural
products—products closely related to development that have, for the most part, been kept off limits
to developing country exports for decades by industrial countries. Argentina’s former Minister of

1 Low, who served as Chief of Staff to WTO Director General Michael Moore at the Doha launch, says, “It
[Doha Round] got labeled ‘development agenda’ at the last minute because it occurred to somebody [widely
thought to be Mike Moore] that Doha development agenda was alliterative, sounded nice and then the label
stuck.”
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Trade and Industry, Alberto Dumont, who now serves as its WTO Ambassador, calls that lack of
discussion an “institutional failure”:

“To some extent that [lack of clarity on development objectives] is our fault. You don’t start a
negotiation without knowing clearly what the objectives are of that negotiation...We never even had
a serious discussion, not even between developing countries, on what our expectations are in terms
of development...I think we have failed collectively as an institution.”

Dumont adds, “...there were expectations that strong adjustment would come on agriculture and
this would spur production and competitiveness in developing countries and more participation in
global trade and more employment.” But so far, those expectations have not been realized.

Ambitious Goals for Agriculture without U.S. Commitment

The goals for agriculture were announced in the Doha Declaration:

“We commit ourselves to comprehensive negotiations aimed at:

substantial improvements in market access;

reductions, with a view to phase out, all forms of export subsidies;

substantial reductions in trade-distorting domestic support.

We agree that special and differential [“S&D’] treatment for developing countries shall be
an integral part of all elements of the negotiation so as to...enable developing countries to
effectively take account of their development needs, including food security and rural
development.”

-

Thus far, these four commitments have produced meaningful progress only on export subsidies.

1. The United States, for example, uses tariffs and quotas and price support programs to block
market access for most foreign cotton and sugar, and the EU does the same on poultry and
dairy. Developing countries are competitive on price and quality for sales of these products,
but U.S. and EU domestic producers and their legislative representatives won’t allow it. At
the same time, developing countries have higher average tariffs on farm goods and they
insist reduction of their tariffs will only follow reduction of subsidies in industrial
countries. U.S. farm interests won’t support reductions of those subsidies until they can see
increases in market access for their exports.

2. The EU has relied heavily on export subsidies to dispose of the surpluses created by
domestic subsidies under the Common Agricultural Policy (CAP). To compete with EU
export subsidies, the U.S. has offered U.S. farmers better than commercial terms on export
credits. International pressure against EU export subsidies from the U.S. and developing
countries had been building in years prior to the launch of the Doha Round. The EU saw
the handwriting on the wall: after initial resistance in the Round until it could “get paid” for
its concession, according to Jean Luc Demarty, EU Commissioner for Agriculture, the EU
agreed in 2005 to terminate its export subsidies by 2013. In response, the U.S. agreed to
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4.

put its export credits on a fully commercial basis in parallel to EU termination. These steps
represent the primary accomplishment on agriculture in the Round to date.

Domestic farm supports in the EU—far larger than in any other country—and in the U.S.
and Japan, depress world market prices and undercut competition by farmers in many
developing countries. The EU and Japan began a process of domestic subsidy reform in the
1990’s in anticipation of mandated reforms in the next WTO trade round. Thus their
subsidies are on a reform path.

In the U.S., domestic supports have in many respects outlived their original purposes,
which included helping small family farmers cope with natural disasters like the Dust Bowl
of the 1930’s and the fluctuating prices inherent in farming which challenge capital-short
smaller enterprises. As a result, farm subsidies were reduced in the 1996 ‘Freedom to
Farm’ Act. But Congress restored those subsidies in 2002, when federal budget surpluses
“stretched as far as the eye could see” as then House Agriculture Committee Chairman and
former cotton farmer Charles Stenholm (D-Tex) put it. That restoration of subsidies was
maintained, by and large, in the 2008 farm bill.

Thus the United States has become the last defender of domestic farm supports, occupying
an isolated position on agriculture and is perceived by developing countries as the main
obstacle to the principal reform they seek. Whether those developing countries are net food
exporters, like Brazil and Argentina, or determined to shield subsistence farmers at home
from imports, like India, they agree that U.S. domestic subsidies prevent competition in
third world countries or threaten subsistence farmers in their own countries.

Moreover, as Amb. Dumont points out, speaking in 2009 with the benefit of 8 years of
Doha Round experience, there is no U.S. commitment to long-term reform of agriculture
policy:

“There is something missing in the approach the US is following: there is no political
desire or decision at this stage that agricultural reform in the US is going to be
structural reform and that they [the US] are prepared to lock in this exercise within
the parameters of the WTO. That is an enormous difference from the way the EU
and we [Cairns and G20] perceive the negotiation within the WTO. And that
difference itself is also widely perceived.”

S&D is the established recognition by industrialized nations that the substantial lag in
development in the vast majority of WTO members means they should have lesser
obligations to reduce farm (and industrial) tariffs and longer periods to phase-in such cuts.
But the S&D commitment in the Doha Mandate goes beyond that recognition: S&D “...
shall be an integral part of all elements of the negotiation.” Defining and implementing this
commitment to giving development an integral place in every aspect of the talks has been
the crux of the struggle to achieve consensus in the Round.
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Unchanged U.S. Mercantilism

Everyone understood, of course, that the Doha goals would be subject to extensive negotiation to
spell out their precise dimensions. But the mindset of one former senior U.S. Department of
Agriculture official, Jim Grueff, second in command in Doha for USDA and U.S. team leader in
the Uruguay Round on SPS [sanitary and phyto-sanitary standards], the key food safety issue,
suggests neither the White House nor USTR created or communicated new policy to reflect the
development orientation of the Round:

“We never thought of it as a development agenda. It was a negotiation; we’d have to give
up some things and achieve some things. But the part where it was called the Doha
development agenda and the development objectives, that really didn’t hit our radar screen
as agriculture negotiators for the United States.”

Grueff heard contrary opinions from other WTO members, but for him the die was cast:

“And that [‘development’ round] came up in Geneva again and again; countless times did
we hear the U.S. or developed countries were not honoring the development agenda or
development goals. Well, for us, to put it very bluntly there were no development goals. I
mean the only development goals were in the very traditional sense of, if you do a good
trade agreement, all countries will benefit because markets will open and trade will flow
and all countries will prosper as a result. And in that sense it would be good for developing
countries.”

In his view, development goals did not change in any way U.S. ‘traditional mercantilism’:

“...If a senior official at State or USTR says, ‘We’re going to do something about
development’, it’s hard to say ‘no’ to that. So I can see how themes at high, sort of
superficial, levels developed. How could this be going on at the same time as we have our
traditional mercantilist approach to pursuing U.S. interests? But that’s in fact what
happened. It [development] never factored into our thinking. We saw this in USDA very
clearly as a continuation of the Uruguay Round....and then you’re aware people are talking
about, ‘This is a development agenda, this is a development round.’ But it didn’t affect our
work, our thinking, in any specific way that mattered to us at all.”

No Change in Obama Administration

This perspective is not simply an historical artifact or a one-off view. In October 2009, South
Africa’s Ambassador to the WTO, Faisel Ismail, upon reviewing Grueff’s comments, said, “That
is totally in accord with” South Africa’s perception of U.S. policy. Then he expressed
disappointment with the similar ‘rhetoric’ he hears from the current USTR, although he is hopeful
this does not yet reflect the President’s thinking:

“Unfortunately, the current USTR has continued with the same rhetoric. I don’t think the



Foob ForR THOUGHT ON TRADE, DEVELOPMENT AND U.S. COMPETITIVENSSS

current thinking of the Obama administration has yet permeated through the system. There are
certain norms and concepts that GATT negotiators over the decades have practiced and that is a
culture of mercantilism. We use our economic and political power to push for what we want and
we see what we can get. So that mercantilist attitude has not changed. We 've seen that time and
time again.

“I believe the new administration would do well to reflect on this. I know that the thinking of the
Obama administration must be different. Because as soon as you consider the impact of trade
policy on social forces-- and of course you have to start in your own country--you see that we live
in one world and we have to think about this globally, particularly if you are a very big economy.
Because whatever you do at home has a big impact around the world. So you have to think about
how the opening of markets impacts on the lives of people, whether workers in factories or on
farms.

“So I think we may have a lot in common with the Obama Administration. Unfortunately, we
have not yet been able to engage with people who have started some new thinking because it
hasn’t started permeating through the institutions [of the U.S. government].”

Of course it remains to be seen whether Amb. Ismail’s confidence that the Obama administration
will come to a similar view is well placed, particularly with double-digit unemployment and
controversial subjects such as health care and global warming on the domestic agenda.
Nonetheless, Ismail’s reminder of the broader view of development that, in certain respects, was
the spark that created the Doha Round in the wake of 9/11, bears repeating:

“So I look forward to the opportunity when we [U.S. and developing countries] can begin to
engage. [ don’t see development in a narrow way. It does not mean that development concerns are
only about poverty in developing countries. I think it is about how the world economy can work in
a way that is more sustainable and which addresses the key underlying challenges that face
humanity, and how we build the global institutions which are sensitive to those challenges
wherever they may arise in developing or developed countries.

“9/11 showed us this is a very integrated world. Whatever you do in one part impacts on the other
in ways we find are greatly shocking. So there is no way out for any of us but to work within one
reality. It is one partnership, not one of them against us. It is how we forge a common destiny for
humanity.”

As to the potential of the Doha Round itself, he adds:

“I've been working on the Doha Round since its inception. I don’t think this concept of
development has been seriously engaged in by the US administrations. So I honestly believe there
is an opportunity now for this. I sense there is some disarray in trade policy in US now. But I
hope when something begins to emerge out of this, I hope there is a beginning of a genuine effort
to reach out. I think there are many countries where [the U.S.] will find—and my country is one—
a willing partner and very collaborative approach to deal with the challenges.”
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US Plays Old Tune on Domestic Farm Subsidies

Like their counterparts at USDA, Doha agriculture negotiators at the Office of the U.S. Trade
Representative approached the talks with the same mercantile mindset as in prior Rounds. One
striking example is the proposal conceived in 2003 by the deputy USTR agriculture negotiator,
Jason Hafmeister—that one of the largest U.S. domestic farm subsidy programs, countercyclical
payments or “CCP”, should not be included among those subsidies (‘amber box’) facing the
largest reductions under WTO disciplines, but instead should be considered ‘blue box’ and
therefore subject to lesser cuts. This effectively postpones reform of a program that, although not
the most distortive of trade, nonetheless has large and profound adverse effects on developing
country farmers.

Because CCP is ‘decoupled’ from production of crops (although not from prices), CCP does not
distort trade as much as subsidies which are tied to production. The EU supported this U.S.
position in significant part because its own partially ‘decoupled’ subsidies were also classified as
‘blue box’ in the last minute (‘Blair House’) bilateral deal between the U.S. and the EU to facilitate
conclusion of the Uruguay Round. Of course any position shared by the U.S. and the EU is a
highly potent force in the WTO and the argument for ‘blue box’ classification of CCP is not
without some logic. Of course, the U.S. farming community considers CCP sacrosanct, like any
other domestic subsidy, so ‘blue box’ treatment for CCP was also heartily endorsed by the key
constituency at home.

But U.S. pursuit of this point led developing countries to demand in return more room to shield
their farmers from subsidized products. They wanted flexibility to designate certain “special (farm)
products” either as exempt from tariff reductions or subject to lesser cuts because these products
were sensitive to international competition. As India’s Commerce Minister Kamal Nath said many
times in the negotiations, the reason India and other developing countries need ‘special products’ is
U.S. insistence on the blue box for CCP.

This CCP-special products issue was the central point of confrontation leading up to
Cancun in 2003 between the U.S. and the EU on one side and the Group of 20 (“G20”)
developing nations organized by Brazil and India, primarily to seek reduction of farm
subsidies.? This conflict prevented agreement on agriculture and, without such agreement,
the G20 and many other WTO members basically refused to move in the two other major
parts of the talks, industrial goods (known as non-agricultural manufactured goods or
“NAMA”, a name that underscores the central role of agriculture) and services.

Congress and Farm Groups Share Old Approach

In addition to the lack of new policy at USTR and USDA, conversations with key Congressional
staff and leaders of agriculture trade associations indicate that there was little dialogue about
development as a part of the Round. For example, Stephanie Mercier, chief economist for the
Senate Agriculture Committee, said, candidly and tellingly,

2 The members of G20 are Argentina, Bolivia, Brazil, Chile, China, Colombia, Cuba, Ecuador, El
Salvador, Egypt, Guatemala, India, Indonesia, Mexico, Nigeria, Pakistan, Paraguay, Peru,

Philippines, South Africa, Tanzania, Thailand, Uruguay, Venezuela, Zimbabwe. Brazil, India, China and
South Africa are the leaders of the Group.
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“The first time I heard a European refer to the Round they used the term DDA [Doha Development
Agenda]. It took me a while to figure it out. Most Americans talk simply about the Doha Round.
They recognize it is part of an agenda, but it is not talked about publicly. There are some folks
around here [in Congress] who think it was a mistake to characterize it that way; they fear the
developing countries would feel they had no need to contribute whatsoever. [ have no problem that
the least developed should not contribute.”

Conversations with the heads of major agriculture associations such as the American Farm Bureau,
the American Soybean Association and the USA Rice Federation also reflect that the ‘traditional
mercantilist approach’ governs their thinking about the Round in the absence of any policy
leadership encouraging them to consider the longer term, including what safety nets the
government might consider for farmers in a post-Doha Round world.

A senior Rice Federation official said, for example, “The big picture for us is what are we going to
get because we know we’re going to have to give something up...You have to be mindful of what
you get for what you give up. You are getting closer to the bone when you give up stuff. If there is
not a real payment [i.e. increased market access for U.S. exporters], then that’s a problem.”

‘Substantial’ and ‘Development’ are not Empty Words

In the absence of a more clear understanding about ‘development,’ the goals for agriculture agreed
upon in the DDA remained subject to many interpretations and widely varying expectations. As
Grueff put it:

“We didn’t agree on what ‘substantial reduction of trade-distorting support’ meant. What that
meant to the U.S. was different than to others. Probably this was the foremost issue along with
‘substantial improvements in market access.” To USDA, we were thinking this would mean that all
countries would be willing to give us more ‘market access’—that they had some political
consensus back home that they would really open markets to a range of products that would be of
interest. That was not the case when we got into the negotiations. The prevailing example for me
would be India, which by no means had made any decision that they would allow that to happen
and other countries, like Indonesia. But we had seen these words: there was a commitment we
would have to do something on domestic subsidies and then these countries would step up on
market access. So we thought later on they were not doing what they had committed to and vice
versa.”

Former USTR and Agriculture Secretary Clayton Yeutter, who led U.S. negotiations for much of
the Uruguay Round, said to me,

“Developed countries should never have concluded that this would be a negotiation like any
other negotiation. When the word “development” is added, you know it is going to mean
something to somebody. If one wanted a regular negotiation with no fundamental change
from the Uruguay Round or earlier rounds, then that word should not have been used.”
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THE WTO APPROACH TO NEGOTIATIONS

The enlarged membership of the WTO and the diffusion of economic power in the global
economy made it more important than ever that the ‘homework’ required to narrow
differences on key issues and to build up the foundations for political agreement be
conducted among as broad a base of nations as possible.

Too Many Ministerials?

Frequent gatherings convened by the WTO of 4, 5, 6 or 7 trade ministers from the largest
economies, including the U.S., the EU, Brazil, India, China, Japan, and Australia, “....where the
groundwork has not been prepared to generate an outcome, was kind of doomed from the start”
according to Crawford Falconer, former New Zealand Ambassador to the WTO and chair of the
Agriculture Negotiating Committee.

Falconer believes there was a ‘denial of complexity’ by repeatedly convening mini-ministerial
meetings whose agenda was, effectively, ‘Let’s crack the tariff number’ or ‘Let’s crack the OTDS
[overall trade-distorting support] number.’

“Sending 4, 5 or 6 trade ministers on a regular basis into a gladiatorial contest with each other
where it’s ‘Ding, Round One...” doesn’t work. You don’t find creative solutions among ministers
stuck together for two hours...not when you haven’t even scoped out what your problems
are...You have to go through a bottom up process which is [exhausting] and it takes time but there
isn’t any other way to do it.”

In his view,

“The only way you can do these things is you start to build up a consensus gradually around texts
with options which narrow and which go through permutations and combinations. You get people
to develop trust with each other and buy into a process where they are not excluded and where their
views have to be contested. It is collective so everybody, at every step of the process, to the extent
they show any flexibility—or being obliged to show any flexibility—are doing it knowing
everybody else is in the room. Therefore anything they can do is done knowing they can get
reciprocity out of anybody else they need to play the game with.”

To those in WTO leadership who say globalization has politicized so many decisions about trade
that they can now only be made by ministers, Falconer replies,

“I believe in the concept, but it’s a question of the how’. Of course it’s political; it’s not a matter of
officials living in clinical isolation from their political masters. But the question is technique: a
handful of ministers on their own in a [negotiating] contest with each other is no way to run a
railroad. You exercise political buy-in and you require political decisions, but the only way that
really works is if officials, under political guidance, do the bloody homework they need to do so
you have the ministers involved at the moment at which they have to make the last remaining
political decisions...”

10
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Bottom Up Vs. Top Down

This iterative and painstaking process, in Falconer’s view, helped him work through his
Committee, in considerable detail, a July 2007 text that allowed development in the following
months of the ‘collateral’ for decisions by the ministers:

“By July, 2008, we were closer to what we should have done years earlier...you were able to say
effectively, ‘This time it looks like the key issues for decision [by ministers] are the following’ on
one piece of paper. We have the collateral for that now. We’ve worked out [at the senior official
level] what the underlying relationship is between the OTDS [overall trade distorting subsidies]
number and the demands from other countries on SSM [special safeguard mechanism]. We’ve
worked out the price ranges for what the EU is going to do on market access in terms of what the
U.S. has to do on market support and what the knock-on consequences are on special products. In
other words, we’ve now determined much more closely what the real negotiating linkages are
based on having road-tested it rather than having guessed it.” (emphasis added)

Ambassador Dumont emphatically agrees:

“You only call ministerials when things are ripe. I sense that in these last times, we have tried to
call ministerials to force things out. Obviously sometimes that works and sometimes it does not.
But when it doesn’t work, the sense of frustration is very big and very important. And to pick up
the pieces after a missed ministerial is much more difficult today when there are 150 ministers, than
20 years ago when only 25 ministers would come. So if you have a series of failed ministerials,
that does not augur well for your future work.”

The Director-General’s Perspective

Like most people who run large organizations, Pascal Lamy, who became WTO Director General
in September, 2005, preferred to deal with the people who can make decisions, i.e. Ministers of
Trade rather than country Ambassadors in Geneva. He was impatient with the time sometimes
required, particularly in agriculture, by senior officials from capitals to work through the technical
details of difficult issues. While Falconer had a talent for finding ways to couch the difficult issues
in technical, as opposed to political terms, that talent sometimes left more ‘decision points’
remaining in a text than would facilitate prompt resolution.

These differences in approach led to a less-than-smooth working relationship between Lamy and
Falconer. One well-informed WTO observer said: “It was a power struggle: Falconer felt Lamy
was trying to tell him what to do; “You’re not doing it right or fast enough.” At the same time,
Lamy shared information with Falconer about the positions of key parties that might help Falconer
move his Committee toward consensus.

A Vote for Bottom Up From USDA and Belated Support From the Director General

11
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Joe Glauber, a former chief agriculture negotiator and chief economist at USDA who worked
closely with Falconer, gives him high marks for running the kind of process Glauber agrees is
needed:

“Falconer won’t talk about his able leadership. He was a very good chair. He spent a lot of time
with disparate groups, hearing what their concerns were, so that when we [the U.S.] came in to
him and said, “We really need this, this and this,” wink, wink, wink, he would say, ‘Hold on. I
understand that but there’s a lot of people doing this as well. He was able to spend a lot of time
educating you on how difficult it would be to get various points of view through....The reason you
didn’t have lots of people bolting [from meetings of the Agriculture Committee] and having press
conferences decrying the process was people felt their voice was at least being heard by the
Chairman.”

The leadership of the WTO is now, in the ninth year of the Round, belatedly making an effort to
bring senior officials together frequently and for sustained periods to develop the foundations and
detailed tradeoffs that make possible ultimate political decisions by ministers on the few remaining
issues.

These techniques need to become institutionalized so they are part and parcel of a predictable and
more reliable WTO process. They are required by the exploding membership of the WTO, up by
50% from the mid-1980’s, and by the dramatically dispersed distribution of economic power that
globalization and trade themselves have made possible.

Agriculture isn’t Everything, But We’re Using An Old Process for a New Situation

At the same time, Dumont notes that not all sectors are as complex as agriculture:

“Falconer speaks from an agriculture perspective which is very peculiar, so he is transferring [his
viewpoint] to other areas, and I am not sure that works. I am a respecter of what Falconer achieved
in agriculture, it was a great success. He is very good at finding ways to construct mechanisms to
talk about difficult issues and keep them in a technical context, such as, ‘Here are three ways out;
which to you makes more sense?’ ”

But Dumont also acknowledges the importance of building broad consensus:

“All that took a long time and it was bottom up. But that might not be a process you would need
for other areas. And yet, if you have not developed an alternative that has been agreed and tested by
everybody, it is difficult to move away from a bottom up process that involves everybody,
guarantees transparency and everybody understands what it is about.”

In the end, it is difficult to argue with his conclusion that the techniques of the past are no longer
adequate:

“...We are using an old mechanism for a political situation with high participation and high
involvement and you haven’t developed procedures that the membership as a whole has agreed for
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dealing with these new situations. So that is another shortcoming of ours. We should have thought
about this when we were starting to prepare the negotiations. What was coming after the Uruguay
Round was very different from what we had done.”

THE MISCALCULATION BEFORE CANCUN

The failure of the United States and the European Union to recognize significant changes in
the WTO negotiating environment from the dynamics of the Uruguay Round led them to
make what former USTR and former Secretary of Agriculture Clayton Yeutter has called a
“self-serving and premature” proposal on agricultural reform that placed in bright lights
the missing commitment to ‘development’ and complicated significantly the road to
consensus on the basic issue in the Round.

The Cancun Proposal

Two years into the Round, in preparation for the 2003 Cancun ministerial, the U.S. and the EU, at
the request of 30 key countries, came up with a proposal to break the stalemate on agriculture. But
the proposal enraged the others because it effectively traded major concessions between the two
giants on export and domestic farm subsidies and exclusion of their ‘sensitive products’ (e.g.
poultry, dairy, sugar and cotton) from tariff reduction. And, in the case of developing countries
who are “significant net food exporters” (e.g. Brazil and Argentina), the proposal called for
narrowing the ‘special and differential’ treatment reserved for less developed nations. While a case
can be made for this adjustment, the suggestion of S&D phase-out for some alongside the rest of
‘the deal’ was likely to be inflammatory.

Reactions From India, Brazil and South Africa

The reactions of the WTO ambassadors of Brazil, India and South Africa help place the U.S.-EU
proposal in context.

India’s WTO Ambassador Ujal Singh Bhatia put it this way:

“The US and the EU assumed that in the Doha Round it would be business as usual as in earlier
rounds in the GATT era. This particular bit of accommodating each other’s interests in subsidies
and market access-balancing for each other, if you look at it in the historical context of the Doha

Round, was a huge turning point because it showed that developed countries had no intention to

look beyond their narrow interests in terms of protecting their own sensitivities while at the same
time not making any substantial gesture toward the development aspects of the Mandate. And so
that document [the U.S.-EU proposal] was a major watershed in the Round.”

Brazil’s Paulo Mesquita (Deputy Chief of Mission) said:

“We had the impression the Americans had stepped back on export subsidies language; that the
Americans had given the Europeans a way out on sensitive products. And at the same time the
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Americans were demanding more market access [from net food exporters] which incensed the
developing countries.”

In a broader context, he continued,

“You have this crucial growing pain of moving from an organization dominated by two countries
who did most of the deal but also were the ones who took most of the responsibility, into another
organization which wants the others to make concessions and undertake obligations. And those
others are not Norway, which is so connected to the U.S. and EU by several links that it has to go
along and look for accommodation here and there. These [new] ‘others’ are big enough that they
cannot be pushed and at the same time they are small enough that their interests are complicated.”

South Africa’s Ambassador Ismail says that unfortunately some of the understanding in the Doha
mandate that:

“...the outcomes will be more reflective of general interest and we would not resort to inequities of
the past...began to be lost as we got to the Cancun meeting.”

In his view, while “....protectionist forces [in agriculture] in the EU were still strong and the EU
was not ready to commit [to reform] in practice...the U.S., at the time [of the Doha Declaration],
was keen to test their own constituents’ readiness to reform agriculture. But then the U.S. created a
new farm bill [2002] that raised the level of support of agriculture. So the U.S. commitment on
agriculture was very ambivalent.”

Ismail describes how this led to formation of the G20:

“So we then saw the U.S. and the EU coming together and, seeing they [couldn’t] quite do what
they agreed to do, they jointly reduced ambition to make significant reforms to make space

for developing countries to participate. That was how we read it. Since these two players are so
powerful in the system, many developing countries thought that if they have their way in

the system again, then all is lost because they will revert back to maintaining their own interests as
their approach to a rule-based system. So we created the G20, not as an attempt to create a political
force to assert its own political authority or vision. G20 simply wanted to create a countervailing
negotiating power so that we could create a better [bargaining] capacity and so we could get a better
deal. Coming from the trade union movement, [ understood that [technique] and we had learned it
from the U.S. and the EU.”

The G20 has become a solidarity-type institutional base for the insistence of its members on a
much more development-oriented deal on agriculture than the United States and the EU suggested.
The G20’s sustainability has been amply tested by the widely diverging interests of some of its
members: Brazil is a major farm crop exporter while India’s first concern is to protect its
subsistence farmers from imports. But the issue of U.S. domestic farm subsidies has been the glue
that has held the coalition together. Although, as some suggest, the G20 or something like it might
have been organized eventually in any case, the underlying miscalculation of the pre-Cancun
proposal reflects a theme: U.S. policy-makers have been slow or reluctant to develop new policies
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appropriate to the new global economic order and the Doha commitment to development.

SECTORALS AND COMPETITIVE STRATEGY ON INDUSTRIAL
PRODUCTS

On market access for industrial products, the United States missed opportunities to build
on the successes of past sectoral agreements and to coordinate trade policy with U.S.
competitiveness.

Perhaps the most successful GATT/WTO trade liberalization achievements have been the post—
Uruguay Round sectoral agreements in telecommunications, financial services and information
technology. The February, 1997 Basic Telecommunications agreement was signed by 69 countries
including all the OECD industrialized countries and 40 developing countries, both large and small,
from all regions of the world. The nations making commitments constituted more than 90% of
global telecom revenue. The agreement covered a wide range of telecom services and not only
cross-border supply of telecommunications, but also establishment of foreign firms or commercial
presence in foreign countries, including “...the ability to own and operate independent telecom
network infrastructure.” To be sure, the success was one not only of multilateralism but also of the
information technology economy. Nonetheless, this was a dramatic illustration of extensive trade
liberalization in key ‘imput’ industries that could be accomplished in a relatively short period of
time by large groups of countries within the WTO.

WTO Chief Economist Low, also a veteran of the Uruguay Round, noted that the ‘stars were
aligned’ for telecom and banking sectorals because developing countries were “...desperate to
signal they were ready to be players” in the global economy. So, “they wanted to put in decent
offers on telecom while Belgium and Ireland, for example, were dragging their feet.” Both a
national telecom network and a national banking system, ‘producer services’ used as inputs by
manufacturers and other business sectors, are touchstones of readiness for international investment.
Low, working for the WTO services division at the time, travelled to many member countries to
assist with potential participation in the telecom agreement. He recalls, “This was one of the finest
hours for the WTO, a time when we actually engineered trade liberalization.” These sectorals were
also different from other WTO agreements since only those Members who wished to participate
would be party to them, provided that a “critical mass’ of the global market, defined as a percentage
of global production, agreed to sign up. Thus, as Low noted, the market determined who would
participate and those thinking of joining had to make a determination on whether it was a deal
worth doing.

Similarly, the Information Technology Agreement (ITA), first signed at the WTO Singapore
Ministerial in December, 1996, became effective in April, 1997 when the 40 countries joining
accounted for more than 90% (the agreed ‘critical mass’) of global IT trade. Coverage included
semiconductors and other essential components for telecom and computer end products. Since the
goods in question are key inputs for the manufacture of many other products, zero tariffs were
attractive for larger and smaller economies alike. The ITA has grown to over 70 countries and now
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covers 97% of world IT trade. Developing countries are given extended periods to reduce their
tariffs down to zero under the Agreement.

Not surprisingly, sectorals seemed to many in the U.S. business community to be a promising way
to achieve dramatic new market access more rapidly and more decisively than ordinary GATT/
WTO agreements. Thus the National Association of Manufacturers (NAM) was an early
proponent of including sectorals in the Doha Round. Unfortunately, USTR was not of the same
view.

Miscalculation on Initial U.S. Offer

At the early stages of the Non-Agriculture Market Access (NAMA) talks, in November, 2002, the
United States put forward an ambitious proposal to reduce substantially a//tariffs on industrial
goods in five years and eliminate them entirely in 10 years. NAM suggested USTR include in the
proposal a call for sectoral agreements according to Frank Vargo, V.P. of NAM for International
Affairs. But Vargo says the idea was rejected on the grounds that it would dilute the U.S. tariff
proposal:

“We had a difficult time actually getting sectorals into the negotiations. USTR was
originally not that amused with sectorals....because they thought that if we have sectorals
that will kind of muddy the waters. USTR said, ‘Let’s really go for broke with a very
aggressive formula. Get everybody down to 8% applied rates...and then we’ll phase them
out and get everybody down to zero.” ”

This exclusion of sectorals from the initial offer came back to haunt USTR when the ambition of
the initial U.S. offer was never realized, in part because USTR underestimated the opposition of
developing countries to the reductions the U.S. proposed. When private industry later concluded
that NAMA tariff cuts would include so many exceptions for developing countries that sectorals
became the only real hope, USTR belatedly adopted the case for sectorals and sought to unwind the
major U.S. concession at the 2005 Hong Kong Ministerial that sectorals should be ‘non-
mandatory.’

A milestone in the creation of those exceptions to tariff cuts is the July 2004 ‘Framework
Agreement’ adopted by the Members to rebuild the confidence of developing countries in the Doha
Round enterprise after the Cancun debacle. While the Framework encouraged further consideration
of a formula approach to tariff reduction, the Framework also endorsed ‘flexibilities’ for
developing countries such as applying less than formula cuts to a certain percentage of tariff lines.
Developing countries wanted these ‘flexibilities’ to shield still maturing industries in developing
countries from international competition. The scope of such flexibilities has bedeviled the Doha
talks ever since.

At the same time the Framework ‘recognized’ that a ‘sectoral tariff component’ to eliminate tariffs

or harmonize them is ‘another key element’ to tariff liberalization. The Framework added that
‘participation by all participants’ will be ‘important’ to achieving the effect of tariff
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elimination. It also called for continued discussions to define product coverage, participation and
‘adequate provisions of flexibility for developing-country participants.’

Reduction of NAMA Tariff Cuts Leads to U.S. Insistence on Sectorals

One year later at the Hong Kong Ministerial in July, 2005, the Swiss formula for tariff reduction of
industrial products was adopted. That formula reduces the highest tariffs the most while lower
tariffs are cut less dramatically. The ‘coefficient’ in the formula sets a ceiling for the new tariffs: an
agreed coefficient of ‘30’ would mean no new tariff above 30% after application of the formula. To
achieve that result, all tariffs above 30% would be reduced by at least 50% and all tariffs below
30% would be reduced by less than 50%.

It was also agreed at Hong Kong there would be a ‘higher coefficient,” i.e. lower tariff reduction,
for developing countries than for industrialized nations, with the precise numbers left for later
negotiations.

During the balance of the Doha Round, the so-called NAMA 11,3 coordinated by South Africa, and
the GROUP OF 33, led by Indonesia, has sought a higher coefficient in the range of 30-35, or 25
points higher than the industrial country number, as a reflection of the Doha mandate’s call for

“less than full reciprocity by developing countries.” The U.S. and the EU have insisted,
unsuccessfully, on a coefficient in the range of 20-22 for the developing countries.

When talks on NAMA and agriculture negotiating modalities seemed hopelessly stymied, in June
0f 2007, the U.S., the EU, Brazil and India (G-4) met in Potsdam in the hopes of resolving
differences—perhaps through cross-sectoral bargaining. The sticking point proved to be Brazil’s
unwillingness to provide a NAMA coefficient closer to 20 rather than the 30 it said it needed in the
face of rapidly growing Chinese imports of autos, auto parts, shoes and textiles. The U.S. and the
EU said they could not reduce farm subsidies or farm tariffs below previous offers without a
NAMA coefficient under 25 from developing countries. India fully backed Brazil in part because it
too saw lower tariffs on industrial goods as benefitting China as much as, if not more than, the
U.S. and the EU.

As the outlook for a lower NAMA coefficient became more uncertain, the U.S. demanded
sectorals in ever stronger terms. Those demands were undercut, however, by two other parts of the
2005 Hong Kong ministerial agreement.

The ‘Cost’ of the DFQF Exclusion and the NAMA Link to Agriculture

The outcome at Hong Kong reflected a general consensus that more should be done for the least-
developed countries. Agreement was reached on a Duty-Free Quota-Free (“DFQF”) initiative to
allow imports from the least developed countries unfettered access to industrial country markets
without tariff or quota obstacles. But the United States won the right for industrial countries to
exclude 3% of such imports from DFQF treatment for domestic political economy reasons, i.e. to
keep in place tariffs, albeit small ones, on price-sensitive items such as shoes and some textile and

3 Argentina, Venezuela, Brazil, Egypt, India, Indonesia, Namibia, Philippines, South Africa and Tunisia

17



CENTER FOR THE STUDY OF THE PRESIDENCY AND CONGRESS

apparel items whose manufacturers continue to have political clout in Washington. U.S. insistence
on that 3% exclusion—and the related price paid on sectorals—reflect a failure to connect trade
policy to long-term strategy for manufacturing in the United States. Like all WTO concessions,
there was a “price’ associated with the 3% exclusion. Pascal Lamy, then EU Commissioner for
Trade, and David O’Sullivan, EU Director General for Trade recall the

‘payment’ for the 3% exclusion was the “huge concession” the U.S. made in the Hong Kong
Ministerial Declaration where “participation [in sectorals] should be on a non-mandatory
basis.”

As one WTO staff member intensely familiar with the NAMA negotiations said:

“Agreeing to non-mandatory sectorals at the Hong Kong ministerial was the first mistake if
the U.S. had no intention of giving up on sectorals.”

Adding further to the leverage behind the developing country position on NAMA is the provision
sought and won by the developing countries at Hong Kong that there should be “a comparably
high level of ambition in market access for agriculture and non-agricultural market access.”
This gave the force of WTO agreement to the developing country argument that, as part and parcel
of the Doha development mandate, concessions in NAMA by developing countries will depend on
concessions by industrialized countries in agriculture. Thus the U.S. and EU quest for lower
NAMA coefficients and fewer ‘flexibilities,” as well as the sectorals, would now be countered by
developing country insistence, with the support of WTO endorsement, on bigger cuts of U.S. and
EU farm subsidies and tariffs as the price for their own concessions in NAMA. Indeed Grant
Aldonas, former Under Secretary of Commerce for International Affairs, who was one of the key
U.S. negotiators on NAMA, said about the Ag-NAMA link:

“The point, which may elude Frank [Vargo]...is that we have considerably less room to bargain for
what he would want in the way of NAMA, particularly with respect to sectorals, than we did at the
outset of the round due to this evolution on the ag side. The developing world is much less willing
to ‘buy’ the limited offer we have given them on ag by agreeing to significant movement in other
areas at this point.”

Developing Country and NAM Perspectives on NAMA and Sectorals

The comments of South Africa’s WTO Ambassador on increasing industrial country pressure on
NAMA shed light on the perspective from the other side of the table:

“...in the post-Cancun period, the US and the EU began to drive a harder bargain on NAMA tariffs
as their own capacity to reform agriculture was reduced because of industry pressure. They began
to put pressure on the developing countries to increase their ambition in NAMA beyond what we
believed was agreed in Doha. The focus [in Doha] was on agriculture. We agreed to do something
on NAMA but that was secondary.

“But what we saw emerging was a distinctly different attitude of the developed countries on
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agriculture and NAMA. They wanted agriculture to be a weak and soft formula, a methodology
that didn’t reduce tariffs radically in developed countries. And in industrial tariffs, they wanted the
sharpest math, the most potent instrument we have, the Swiss formula, to reduce the highest tariffs
most quickly. And of course it is those high tariffs you use to help industry develop.”

“And of course in developed countries average industrial tariffs are 2% but in developing countries
average bound tariffs are over 30%. Applied tariffs are much lower but there are some sensitive
sectors [shielded by high tariffs].”

“So we felt threatened by this move on NAMA by the EU and the US. It was totally
disproportionate to what they were prepared to do on agriculture so it was an unfair
bargain in the making. There was a continual process of reducing the commitment they made in
Doha.”

“So when we got to the Hong Kong ministerial we took the initiative to bring together a number of
countries and we created the NAMA 11.”

Amb. Dumont suggests the Swiss formula made sectorals a harder pill to swallow:

“Having agreed to [Swiss formula] coefficients and flexibilities that are quite tight, to have now a
Round also based on sectorals, I don’t see that developing unless sectorals are very limited and all
can more or less adjust to general parameters. So [there would be] different options within the
sectorals with zero tariffs more an exception than the law. This requires a lot of creative thinking
and it is not clear the [current] atmosphere would be conducive to that.”

Of course NAM’s Vargo saw the evolution of the NAMA coefficient talks quite differently:

“Every time Stephenson (Chair of NAMA Negotiating Committee) did a text, NAMA 11 and
others would start making outrageous demands for coefficients of 30, 35...and the text would move
a little bit more on their side. And I think the US and the EU were more concerned about their
agricultural side that they didn’t really put up a huge fight...you kind of accreted to death. Just
move a little bit and that’s okay. And next time, you move a little bit more. But after a number of
moves, you look back and say, “Whoa, we really moved by a big distance.’

“...Now when the NAM started off we wanted a 50% reduction of applied rates. Okay, and then a
couple of years later we said, well, all right, 25%....[and later] 20%.” But we kind of gulped and
said, ‘Well, we’re augmenting this with sectorals. There might be enough balance there.” But then it
(the coefficient) continued to move...”

The Shifting U.S. Position on Sectorals

After the July 2007 Potsdam failure, the effort to resolve Doha Round issues at a ministerial level
had more or less run out of steam. For the next 12 months, Crawford Falconer and NAMA
Committee Chair Don Stephenson would seek to tease a consensus out of meetings of senior
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officials on a more bottom-up basis. (During this period, Falconer resisted Lamy’s suggestions to
reassemble the ministers until he could work out differences in the agriculture draft agreement
among senior officials who understood the essential details. This tug of war on negotiating
techniques hampered the relationship between Lamy and Falconer).

Stephenson suggested coefficients of 19-23 for developing countries but with exclusions for
significant percentages of products from tariff cuts and even larger exclusions for special
sensitivities of the South Africa Customs Union, the Mercosur group and for members such as
China and Taiwan whose recent WTO accession included major tariff reductions. The U.S.
pushed back with insistence on sectoral deals on chemicals, electrical equipment and
industrial machinery that included China, India and Brazil. That prompted reminders
from developing countries of the ‘non-mandatory’ language the U.S. had accepted in the
Hong Kong agreement.

When Lamy ultimately reassembled the ministers in July 2008, in the continued absence of
progress after four days of talks, he offered a Chairman’s draft outline (July 25, 2008) with a new
wrinkle on sectorals: the outline recognized the voluntary nature of sectorals, but it said countries
should agree to “participate in negotiating the terms of at least two sectorals likely to
achieve critical mass and any participant in a final sectoral will be allowed to increase its
coefficient in the NAMA tariff-cutting formula commensurate with the level of its participation in
sectorals.”

Opponents said the link meant that sectorals had become less than voluntary. China did not want to
commit to negotiations on sectorals when it was not clear it would actually participate in them.
China also objected to the “critical mass’ provision since that would be difficult to reach without
China’s participation in the U.S. priority sectors of chemicals, industrial machinery and electrical
equipment. India also pressed for special treatment of developing countries in sectorals so that they
would not have to reduce their tariffs to zero.

EU Trade Commissioner O’Sullivan said he was ‘very surprised’ when the U.S. insisted, as
reflected in Lamy’s outline, that Brazil, India and China ‘sign a blank check’ by
committing to participate in deals that had not yet been negotiated. He said the EU itself
would not have been willing to make such a commitment.

Moreover, the link between participating in sectorals and higher NAMA coefficients was opposed
by countries who would end up ‘paying’ for the sectorals by agreeing to higher tariffs through
higher coefficients in countries to whom they might export, but with whom they had no interest in
a sectoral agreement.

In a last ditch effort to ‘save the Round’ before the end of 2008 and the change of Administrations
in Washington, Lamy convened several more Geneva meetings of senior officials in November and
December with the hope they might make possible one more ministerial to conclude modalities. On
sectorals, Vargo described the U.S. position and NAM’s role in it:
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“In December 2008, Peter Allgeier (Deputy USTR and Ambassador to the WTO) and the US
negotiating team really dug in and said [regarding a possible Ministerial meeting], ‘Only if we get
Brazil, China and India to agree to negotiate sectorals. Otherwise, there just is nothing there and
manufactured goods are 60% of our exported goods and services and this is it, we just cannot go
forward.” And part of the reason was that we are chewing on their (USTR) ankles, saying that the
NAM is not going to support this if there’s nothing there.”

Brazil and China said they could agree to commit to negotiating the terms of sectorals with a view
to making them “viable,” i.e. a weaker standard than the U.S. version that sectoral initiatives should
include a ‘critical mass’ of countries, thus requiring China’s participation. But the U.S. found the
“viable” offer unacceptable.

Then, in an effort to deflect pressure on China to participate, the U.S. proposed that all members of
the G-7 (China, Brazil, India, Australia, Japan, the U.S. and the EU) participate in a sectoral on
chemicals and one other sector of interest to U.S. exporters from a list: industrial machinery,
medical equipment/pharmaceuticals, forest products or electronics/electrical goods.

But China, India and Brazil remained unwilling to do any more than commit to participate in
negotiations on sectorals, not to sign on to them. This lack of progress meant no Ministerial was
held and, in a December 17, 2008, press conference announcing failure, Lamy said a lack of
political will of key countries prevented bridging the final gaps. This was particularly true, he
added, of sectorals for industrial goods as well as a special safeguard mechanism for agriculture.

Reflections on US Negotiating Techniques For and the Merits of Sectorals

While EU comments on the U.S. approach to sectorals and their merits deserve a jaundiced eye,
since 27 EU members would find it difficult to agree on sectors for tariff elimination, O’Sullivan
suggests the United States stumbled in this area:

“There is a slight tendency on the U.S. side to forget how we got to where we are today,
including many things that the U.S. wanted out of this that it got: CCP in the blue box,
product specific caps, only doing 97% in DFQF—and it paid a price for that. It paid a price
for CCP in the blue box [special products]. It paid a price for 97% on DFQF [non-
mandatory sectorals]. It is very important people remember the history of the negotiation
and it was not all one-way traffic. It is seen by some people as a bit unfair to turn around
now and say; ‘Well now this is a big problem for us because sectorals are not working.””

As to the merits of sectorals, O’Sullivan points to underlying questions:

“Why should it be assumed that folks will give up something in sectorals they would not
concede under a formula?”

He knows some in the US say the formula approach didn’t mobilize U.S. public opinion,
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particularly the business sector, but sectorals will do so. But, in the absence of agreement between
the U.S. and developing countries on sectors of common interest, “Sectorals are not a magical
word that takes you out of the central question of the Round, namely a balancing of interests.
Textiles would be of immense interest to developing countries and to the EU as well.” Of course
textiles are untouchable because of domestic U.S. politics and because there is no U.S. strategic
thinking on manufacturing.

O’Sullivan says chemicals often constitute 3,000 tariff lines and most countries have a total of
9-10,000 lines so chemicals are roughly 30% of their total tariff schedules. “So a zero-for-zero
agreement on chemicals is like taking the formula down 5 or 6 points and, since many won’t agree
to that in a formula, why would they in a sectoral?”’

While this may be a good negotiator’s effort to raise questions about a technique not well suited to
his EU client, he suggests significant open questions about sectorals.

Continued Lack of Strategic Thinking in 2010?

The lack of strategic thinking about NAMA and U.S. industries continues to appear in Obama
Administration efforts to clarify what the U.S. will get for what it gives up in the Round. In early
October 2009, as part of bilateral Doha Round talks between Brazil and the United States intended
to clarify market access for the U.S., the U.S. put some 3,000 products on the table for
consideration by Brazil. Roberto Azevedo, Brazil’s ambassador to the WTO, according to Amb.
Dumont, said to the U.S., in essence:

“First you already have zero [tariffs on some products] through our obligations to our Mercosur
Agreement partners (Argentina, Uruguay, Chile). Second, you don’t export many of these
products at all. Third, the first exporter now is China and we have done some calculations and the
first winner [after Doha Round tariff reductions] is going to be China.”

Ambassador Dumont adds,

“I could also argue the U.S. is lacking clarity in its objectives. Because it is my perception. totally
personally, it is not clear what are the strategic interests of the U.S. or on what products it is
competitive. Indians and Brazilians say that questions the U.S. asks [about what ‘flexibilities’
Brazil and India will invoke to shield ‘special products’ from tariff cuts] do not reflect even the
reality of U.S. performance. What they reflect is expectations from the private sector at best. Are
these put on the table [just] for others to deal with? This is not a way these exercises are going to
progress.

“So I sense that a serious debate has not yet taken place in the U.S. about where the U.S. is
truly competitive and how can the U.S. still develop itself in terms of trade in a fashion that
would allow the U.S. to run a trade scenario that is compatible with our other objectives of
policy.”
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This happens to sound quite similar to remarks by President Obama at the November 2, 2009
meeting of his Economic Recovery Advisory Board meeting: “There has to be more effective
coordination between trade policies and policies to promote manufacturing in the United
States...If we don’t do more to export, we are not going to succeed in global competition.” He also
said that the U.S. needs a new model of economic growth that promotes export-driven growth and
manufacturing growth that will lead to the creation of jobs that pay high wages and ensure good
living standards for a broad middle class.

Conclusion on Sectorals

The United States began the Round with an ambitious NAMA proposal intended to give the talks a
push toward a significant outcome. But the U.S. manufacturing industry asked USTR to include
sectorals as a way to expand market access based on the experience of past sectoral successes.
Inclusion of sectorals on inputs to production of other products in that initial proposal would have
given the issue a visibility, currency and credibility that it never achieved in subsequent years.

On the contrary, the U.S. bargained away the space eventually created for sectorals in the 2004
framework by agreeing at the 2005 Hong Kong Ministerial that sectorals should be ‘non-
mandatory’ as part of an ill-considered non-strategic trade-off for continued protection for U.S.
industries whose domestic political clout has obscured U.S. thinking about the long-term future of
manufacturing in the U.S. economy.

It became increasingly clear in the subsequent years of bargaining on NAMA coefficients under
the Swiss formula, with related exceptions and flexibilities, that the increase in market access likely
to be achieved was a far cry from the ambition of the opening U.S. proposal. Thus, not
surprisingly, U.S. industry returned to its initial desire for sectoral agreements, with the focus now
on Brazil, India and China. The U.S. not only tried to undo its concession on ‘non-
mandatory’ sectorals but upped the ante to make them compulsory, sight unseen, for the
three largest emerging economies. Lamy tried unsuccessfully to help the U.S. through a link
between participation in sectorals and higher coefficients. And the explicit connection between
agriculture and NAMA, in part a result of the Cancun debacle, meant no NAMA concessions
without larger reductions of U.S. farm subsidies and EU farm tariffs.

Keeping in mind that hindsight is often ‘20/20,” U.S. negotiators overestimated their ability to
persuade developing countries to cut NAMA tariffs and underestimated the need for a fallback
position such as sectorals. They paid too much on ‘non-mandatory sectorals’ to protect older U.S.
industries. When the damage became apparent, they overbid for blank checks on sectorals not yet
negotiated. The absence of strategic long-term goals for U.S. manufacturing led to improvised and
ineffective negotiating tactics.
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CONCLUSIONS

U.S. trade policy in GATT/WTO trade negotiations since the formation of the GATT in 1947,
broadly speaking, has been an amalgam of enlightened leadership toward global trade liberalization
within agreed rules of the road, mercantile pursuit of U.S. export interests, and accommodation of
the domestic political economy through protection from imports. The reduction of tariffs on
manufactured goods, primarily if not exclusively among industrialized countries, was the major
accomplishment of GATT Rounds for the first three decades of the GATT system. In the early
1960’s textile and apparel imports from Japan threatened U.S. industry and the U.S. negotiated
bilateral quota arrangements with Japan in response, which grew through imitation by other groups
of countries into a global Arrangement on Trade in Textiles and Apparel. That agreement largely
foreclosed, for several decades, a well-worn path toward industrialization for developing countries.
The Uruguay Round achieved a ten-year phase out of that Arrangement opening important new
opportunities for many of those countries, especially for China, as it turned out.

The Trade Expansion Act of 1962 established U.S. adjustment assistance programs for retraining
for new jobs, retooling for new production and revitalizing communities. But the resources
committed have been modest and the results have been accordingly limited. So, American workers
and companies understandably have no confidence that their government takes responsibility for
the inevitable dislocations caused by otherwise advantageous trade liberalization policies adopted
for the benefit of the greatest number. This has played a major part in the current climate of fear and
misunderstanding about trade that darkens the outlook for creation of strategic trade policy.

The United States and the EU kept agriculture outside GATT/WTO negotiations until very small
steps on farm trade were taken in the Uruguay Round which served to whet the appetite of
developing countries for long-term structural reforms. The call in that Round’s Agreement on
Agriculture for review of farm policies in five years, starting in the year 2000, further strengthened
that appetite.

By 2001, China had completed a 14 year long process of joining the WTO, including larger
upfront tariff reductions and over 3,000 regulatory changes—more than any country acceding to
the WTO had ever made. It was no surprise China would come to the next round of global trade
talks disinclined to liberalize its trade any further. Annual economic growth in Brazil and India,
while not matching the double digit levels achieved by China, was not far behind while other
emerging nations in Asia and Latin America were entering periods of sustained and significant
growth. The Internet and the cell phone helped expand participation in the global economy faster
and more broadly than any prior development. And global satellite transmission of visual images
gave a whole new meaning to ‘rising expectations.’

These dramatic changes in the global economy, many of them coming after 1995, and the belief of
many developing countries that the Uruguay Round had imposed a raft of new obligations without
a proportionate set of benefits, meant the context for a new trade round was unlike any previously
conducted. The developing countries also came to the table with a long list (over 150) of
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‘implementation’ items regarding outcomes of the Uruguay Round they wanted to address and/or
redress.

The setting for the 2001 ministerial in Qatar was intended to send a message that the WTO wanted
to do more to integrate regions such as the Middle East into the global economy. The tragic events
of 9/11 made such integration more essential than ever before. The goals announced in the Doha
Declaration for agriculture and industrial goods were accordingly sweeping and ambitious.

But in the United States the economic case for a development round either in agriculture or in
manufactured goods had never been discussed let alone made credible. There has never been a
candid and much-needed discussion on the shape of U.S. farm policy in a post-subsidy world,
including a safety net for farmers. There has been no effort to connect a strategy for the
competitiveness of U.S. industries to U.S. trade policy. Recent reform of trade adjustment
assistance has dabbled at the edges rather than gotten down to basics.

Trade policy innovations in recent years, such as ‘triple track’ trade diplomacy at multilateral,
regional and bilateral levels, were an addition of new routes to the same goals rather than any
change in goals or direction. The last successful effort to persuade Congress to renew trade
promotion authority in 2002 was premised on keeping up with other nations, particularly the EU,
rather than rethinking previous policy.

Once the Doha Round began, the lack of policy adjustment to changing circumstances became
apparent. The disastrous U.S.-EU proposal on agriculture prior to Cancun effectively notified the
emerging and less developed countries that these two “leaders” had not yet adjusted their approach
to reform of farm policy—the single most important development issue—to reflect the much larger
role of developing countries in the world economy. The key emerging nations put aside important
farm policy differences to “prevent the US and the EU from repeating their performance in prior
trade rounds,” namely looking out for each other’s farm policy interests at the expense of
developing countries. The resulting ‘solidarity’ among developing countries has become the theme
of the Doha Round in a way quite different from what was intended by the ‘Doha Development
Declaration.’

Similarly, U.S. negotiators on industrial goods did not take adequate account of the resistance they
would encounter from developing countries as they sought dramatic tariff reductions, when tariffs
have been used for generations as a means to industrialization. It makes good sense for the world’s
leader of trade liberalization to start the bidding at an ambitious level. But the perfect cannot be the
enemy of the good, such as sectoral agreements, particularly when the good has a proven track
record.

Strong opening positions have many uses. After sectorals received significant WTO Member
encouragement in the 2004 Framework, the U.S. negotiators traded away any strength in that
position in 2005, agreeing that sectorals would be ‘non-mandatory,” for protection from /east-
developing country exports. These exports pertained to product areas which had little to do with
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U.S. long-term competitive advantage; their value was exaggerated in the context of U.S. trade
politics due to an absent long-term trade policy strategy. Not surprisingly, belated efforts to undo
the terms of that concession on sectorals have fallen on deaf ears, particularly when we are asking
other countries to sign blank checks by agreeing to participate in sectoral agreements that have not
yet been negotiated.

Apart from these negotiating tactics, some of our NAMA negotiating partners have raised
thoughtful questions about whether the United States has had a “serious debate” about the
industrial sectors and products on which we have a competitive advantage, let alone whether we
can hope to accomplish more in sectorals than we can under a formula.

With a new Administration always comes new hopes. President Obama recognized in talking to his
Economic Recovery Advisory Board at the end of 2009 the need for strategic thinking that links
our trade policy to our comparative advantages. That means obtaining access to markets abroad for
what we do best; and the price for that market access has always been, and will always be, access
to our own market for what others do best. It is a short step from the implications of the
President’s comment, to recognizing that our government and the private sector, which is the
primary direct beneficiary of trade liberalization, must make a new and profound commitment to
help those dislocated by increased imports, both in factories and on farms. As the President has
also noted, the policies of government that help many, produce a responsibility to help the few
harmed by those policies.

The President also recognizes the long-term, strategic benefits of opening our market: the creation
of middle classes abroad who produce the goods we welcome; the creation of jobs at home to
produce what those middle classes buy; and the development of economies and stabilization of
governments around the world. The wisdom of this long-term strategy won’t be widely recognized
or supported by Congress, the business community, working families and farm families without
strong, visible, and sustained leadership at the highest level. And long-term strategic thinking about
U.S. trade policy and trade negotiations won’t happen until Presidential capital has been utilized to
help produce that recognition and support.

The word in Washington is that the President asked his U.S. Trade Representative to ‘make trade
popular.” But this can only be done in the context of the strategic planning the President has already
suggested we need. And only the President can create the political space needed to make that
planning possible. We don’t have that space now and we need it badly, not only for trade policy,
but for the success of our national enterprise and the global economy.

K ckockock skok sk ok
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