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GENEVA: An informal meeting of the
regular WTO Agriculture Committee on
16 September saw a continued difference
of views among members on how to pro-
ceed with the post-Bali work on agricul-
ture.

According to trade officials, there
was a difference among members
broadly on two issues:

� whether the post-Bali work could
go ahead anyway in the absence of an
agreement on trade facilitation; and

� which committee should handle
the work on a permanent solution on
public stockholding for food security
purposes in developing countries (apart
from the regular Agriculture Committee,
the other relevant body is the Agricul-
ture Committee in Special Session).
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The Agriculture Committee meeting
came on the heels of an informal meet-
ing of heads of delegation (HOD) that
took place on 15 September, at which
there appeared to be a continued im-
passe with regard to the food security
issue and the adoption of the Protocol of
Amendment that would bring to legal
effect the Trade Facilitation Agreement
(TFA).

At the informal HOD meeting, ac-
cording to those present, Indian Ambas-
sador to the WTO Anjali Prasad reiter-
ated India’s remarks at the WTO Gen-
eral Council on 25 July, namely that there
must be a postponement of the adoption
of the Protocol of Amendment on the
TFA until a permanent solution is found
on the issue of public stockholding for
food security purposes.

India told the HOD meeting that it
was looking for an accelerated process
as well as a dedicated mechanism to dis-
cuss and develop the permanent solution
on food security and to conclude this by
the end of the year, adding that there
were already some proposals by the G33
grouping on the table, including one that
was tabled in July.

The suggestion that a discussion on
a permanent solution should be part of
the overa2ll agriculture discussion was

unacceptable, and it was also against the
mandate in paragraph 1.11 of the Bali
Ministerial Declaration, the Indian envoy
is reported as having made clear.

The argument that discussions on a
permanent solution cannot begin in the
absence of complete information and up-
to-date notifications was also not sup-
ported by the Bali Ministerial mandate,
which had not laid down any conditions
for the discussions to begin. In any event,
India had filed its notifications up to
2010-11 and would continue to fulfil its
commitments.

India had offered constructive sug-
gestions to arrive at an outcome on food
security. Whenever the WTO member-
ship engaged seriously and with com-
mitment as on the TFA, they had been
able to resolve issues in a matter of
months or even weeks, Prasad is re-
ported to have reminded the HOD. The
same should be possible on the food se-
curity issue too.

In its interactions with a cross-sec-
tion of WTO members, India had dis-
cerned a fair amount of understanding
and appreciation of India’s concerns on
this issue, as well as a desire on the part
of the members to resolve the issue. In-
dia also rejected the view that the public
stockholding issue was of interest only
to India. It was of relevance to a number
of developing countries that have simi-
lar programmes in place and may soon
find the limits on support a constraint
on their farm support and food aid
programmes, Prasad is reported to have
told the informal HOD meeting.

India had heard of attempts being
made to spread the apprehension that it
would dump its accumulated grain
stocks in other developing-country mar-
kets. This had no basis in fact, and it was
far from helpful to spread such stories if
the membership was to make some
progress.

According to participants, India also
took issue with the suggestion that the
work programme on the remaining
Doha issues was being held hostage to
the trade facilitation-food security issue,
saying that these remaining Doha issues
were on a separate track.

2 WTO members differ on post-Bali
work on agriculture

5 Battle hots up to curb “vulture funds”

6 UN General Assembly adopts SDG
outcome

7 Global economy still in the doldrums,
says UNCTAD

11 Taming modern monopolies

11 Global summit urged to focus on
trillion-dollar corruption

ANALYSIS
13 WTO upside down: Trade facilitation

vs agriculture
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India continued to believe that the
multilateral trading system was in the
best interest of developing countries, es-
pecially the poorest and most
marginalized among them. The system
must work for all and not just a select
few and for that, timely correction of any
imbalance or anomalies in the system or
its rules was critical. If the system failed
to function in a fair and just manner, then
the most vulnerable sections of the
world’s population would be left behind,
India is reported to have said.

According to a report in the Wash-
ington Trade Daily (WTD), US Ambassa-
dor to the WTO Michael Punke pro-
claimed at the informal HOD meeting
that Washington would not “renegoti-
ate” the Bali agreements in order to break
the impasse, but was willing to engage
with India and other members on find-
ing a “clarification” to the food security
issue.

Switzerland, Japan, the European
Union, Australia, Norway and Canada
along with Chile, South Korea, Mexico,
Singapore and Hong Kong-China sup-
ported the United States.

The WTD also cited a South Ameri-
can trade official present as saying that a
permanent solution to food security was
essential at this juncture.

According to the WTD, Brazil said
while it was important to adopt the Pro-
tocol of Amendment without delay for
the smooth implementation of the TFA,
it was also important to address other
issues. Argentina said there had been
some improvements in the negotiations
since July and that solutions could be
found for all issues by December.

According to the WTD report,
Kenya, on behalf of the African, Carib-
bean and Pacific (ACP) group, called on
members to find a credible solution for
agriculture and development issues with
regard to the least developed countries
(LDCs) in addition to the Protocol of
Amendment on the TFA.

Bangladesh called for other issues of
importance to the LDCs, such as duty-
free, quota-free market access for LDC
products and the services waiver for the
LDCs, to be addressed, while Benin
spoke of the unresolved issue of cotton,
according to the WTD report.

The 15 September informal HOD
meeting was the first one since the sum-
mer break and followed from a meeting
that was held on 31 July.

The WTO missed the 31 July dead-
line for the adoption of the Protocol of
Amendment that would have inserted
the TFA into Annex 1A of the WTO

Agreement.
A meeting of the General Council

was held on 25 July to discuss the TFA
but was suspended in the evening on
account of lack of consensus on the Pro-
tocol of Amendment. In their interven-
tions at that meeting, many developing
countries voiced concern about the lack,
in their view, of forward movement on
issues of importance to them in the con-
text of the Bali package.

India had made a strong statement
at that meeting wherein it said that it was
of the view that the TFA must be imple-
mented only as part of a single under-
taking including the permanent solution
on food security.

India had received support from
Bolivia, Cuba and Venezuela, who  said
that they would have difficulty joining a
consensus on the Protocol while no
progress had been made on the areas of
interest to developing countries.

Just a couple of hours or so before
the 31 July midnight deadline was to
pass, an informal HOD meeting was con-
vened by WTO Director-General Roberto
Azevedo, and this immediately reverted
to an informal meeting of the Trade Ne-
gotiations Committee (TNC). Briefing
members on the state of play since the
suspension of the General Council on 25
July, the D-G, in his capacity as TNC
Chair, reported that at present “there is
no workable solution on the table” and
that he did not have any indication that
one would be forthcoming.
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In his statement at the HOD meet-
ing on 15 September, Azevedo said that
when members met on 31 July he had
asked them to use the summer to reflect
– to take the time to think deeply about
how they could move forward in all ar-
eas of work. “Specifically: how we can
continue to advance the implementation
of the Bali decisions, and how we can
advance our efforts on the post-Bali work
programme.”

He said these were the issues that
needed to be tackled, but argued that
clearly “a vital aspect of our conversa-
tions on taking the Bali package forward
will be how we can implement the Trade
Facilitation Agreement.”

The D-G said that there seemed to
be a clear interplay between concerns
relating to the negotiations on public
stockholding for food security purposes
and the adoption of the Protocol of
Amendment on the TFA.

“However, we know that strict par-

allelism is not possible,” he claimed,
maintaining that one negotiation was
concluded in the Bali package and the
other was launched by the Bali package.

“That is the plain fact of the matter
– indeed all of the Bali decisions have
their own very specific timetables which
advance at different paces. Nonetheless
we must find a way of providing com-
fort for those with outstanding concerns
on food security. And, at the same time,
we must find a way of achieving the full
implementation of all the other Bali de-
cisions, including the Trade Facilitation
Agreement,” he said.

Azevedo however said that from his
conversations over the summer, it
seemed that the solution was still far
from evident.

The D-G also said “we must begin a
period of intensive and comprehensive
consultations, starting now – with the in-
tention of making rapid progress,” add-
ing that there would be a meeting of the
Trade Negotiations Committee on 6 Oc-
tober.

In his own personal assessment,
based on what members had said to him,
he was of the view that “we are in a very
precarious position. And at present I am
not sure that the scale of the risk is fully
appreciated by all.”

In its statement at the informal HOD
meeting on 15 September, the European
Union said that Bali was a landmark suc-
cess for the WTO and that it was an im-
portant step in a process of transition that
started at the previous Ministerial Con-
ference, and during which “we signifi-
cantly developed the way we approach
multilateral negotiations in order to
reach results.”

The developments of the last few
weeks demonstrated once again the re-
maining difficulties of achieving success
in multilateral trade negotiations, said
the EU. “Some may say that we’ve been
here before; we have missed other dead-
lines before. I would clearly disagree. We
are facing a profound challenge with sev-
eral very unique characteristics,” the EU
representative added, citing two of these
characteristics.

First, the inability to implement in
July what was agreed in Bali hit the or-
ganization at a crucial moment when it
was recovering part of its much-needed
credibility. Second, the differences that
emerged this time were not linked to
ongoing negotiations whose outcome
was not yet clear; they were rather tar-
get agreements already reached and
commitments already made.

According to the EU, putting in
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question agreements reached collectively
was profoundly different from not be-
ing able to reach new agreements.

Referring in particular to the con-
cerns raised in relation to public stock-
holding and relevant deadlines, the EU
said that food security was an important
issue for all members and public stock-
holding may play a role in this context.
It said that in Bali “we recognized this
and we agreed on an open-ended solu-
tion that as we said already in previous
occasions – in our interpretation – will
be valid until we find a permanent one.”

The EU further said: “We therefore
need clarity now on what exactly are the
concerns that were raised specifically by
one member:

“(1) If a confirmation of the open-
ended nature of the interim solution is
needed, then I think this can most prob-
ably be achieved. We are certainly ready
to look at ways to clarify aspects of the
Bali package, as long as we respect the
substance of our Ministers’ decisions;

“(2) If some members were to expect
that a permanent solution should be-
come a condition to adopt the [trade fa-
cilitation] Protocol, then we are reopen-
ing what Ministers agreed in Bali. This
cannot be an option, and agreeing on
completely unrealistic deadlines cannot
be one either.

“(3) But, for our part, we are ready
to move the food security discussion for-
ward and to accelerate work and reflec-
tions on a permanent solution. We be-
lieve that collectively we can certainly
actively explore realistic ways to accel-
erate the negotiations on this issue and
others.”

The EU further said that in order to
move forward in a realistic way, “we
need a clear understanding that the TF
Protocol will be adopted, without links
and conditions that go clearly beyond
Bali. Unless this is addressed, we are
concerned that many WTO members will
not be able to engage in meaningful sub-
stantive negotiations on the post-Bali
work programme or on any other issue,
including public stockholding.”

The EU told the informal HOD
meeting it was convinced that the orga-
nization simply could not realistically
renegotiate Bali, could not move on post-
Bali without clearly and unambiguously
upholding Bali, and there could not be
business as usual.
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Meanwhile, at the informal Agricul-
ture Committee meeting on 16 Septem-
ber, trade officials said, several countries

                           (continued on page 6)
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by Martin Khor

External debt is rearing its ugly head
again. Many developing countries are
facing reduced export earnings and for-
eign reserves.

No country would like to have to
seek the help of the International Mon-
etary Fund (IMF) to avoid default. That
could lead to years of austerity and high
unemployment, and at the end of it, the
debt stock might even get worse. Low
growth, recession, and social and politi-
cal turmoil are probable. This has been
experienced by many African and Latin
American countries in the past, and by
several European countries presently.

When no solution is found, some
countries then restructure their debts.
Since there is no international system for
an orderly debt workout, the country
would have to take its own initiative. The
results are usually messy, as it faces a loss
of market reputation and the creditors’
anger. But the country swallows the pill
rather than have more turmoil at home.
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Such was the experience of Argen-
tina, whose public debt reached 166% of
GDP in 2002.  After many years of de-
cline and political instability, Argentina
defaulted in 2001. Argentina then ar-
ranged for two debt swaps in 2005 and
2010, thus restructuring its debt with 93%
of its creditors, who agreed to receive
about a third of the original debt value.

But 7% of creditors, known as “hold-
outs”, did not agree to the restructuring.
A few influential hedge funds (compris-
ing only 1% of creditors) which had
bought some of the debt very cheaply on
the secondary market sought a court or-
der in New York (where the original
loans had been contracted)  to be paid in
full.

There are several such funds, now
popularly termed “vulture funds”, that
specialize in buying distressed debt at
low prices (say, 10% of the original loan
value) and then insisting through the
courts on being paid in full with inter-
est. Like vultures, they circle overhead
and swoop to make a meal of the dead

or dying bodies. Only in this case the
‘bodies’ are countries and they are asked
to squeeze their shrivelled economies
further to pay the vulture funds.

The US judiciary, after a long pro-
cess that went to the Supreme Court,
decided a few months ago that the hold-
out hedge funds that took up the case
concerning the Argentine debt should
indeed be paid in full and with interest.

Further, it decreed that the 93% of
creditors who had already agreed to be
paid at a big discount are now not al-
lowed to be paid, unless the vulture
funds are paid in full at the same time.
The New York judge used the principle
of pari passu (that all creditors should be
treated the same) in reaching the deci-
sion.

Argentina had already arranged
with a bank in New York to pay out in-
terest to the 93% a few weeks ago, but
the bank refused to do so, due to the
court order.

The vulture funds want their pound
of flesh. The main fund, NML Capital,
would make an estimated 1,600% profit.

Argentina’s President Cristina
Kirchner refused to bow to these funds.
If she did, the country might have to also
repay all the creditors the full value,
which is $120 billion, and that is impos-
sible to do.

This incredible turn of events has
caused outrage among many public in-
terest groups and anger among develop-
ing countries’ governments. The South
Summit of the G77 developing-country
grouping in May in Bolivia criticized the
vulture funds and called for a proper
global debt restructuring mechanism.

Finance ministries of developed
countries have been concerned as well
as many are also affected. Greece went
through debt restructuring, in which pri-
vate creditors agreed to take a loss, a few
years ago.

Accepting the US court decision as
the new template would make it quite
impossible for any country to restructure
its debts, since the now emboldened vul-
ture funds would pounce and block it.

Influential Financial Times commen-

tator Martin Wolf has supported Argen-
tina in its battle with the vulture funds,
even saying that it is unfair to the real
vultures to name the holdouts as such
since at least the real vultures perform a
valuable task!

At the end of August, the Swiss-
based International Capital Market As-
sociation, a group of bankers and inves-
tors, issued new standards aimed at re-
ducing the ability of holdout investors
to undermine debt restructuring.
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On 9 September, the G77 succeeded
in promoting a resolution at the United
Nations General Assembly which recog-
nized that a state’s efforts to restructure
debt should not be impeded by hedge
funds that seek to profit from distressed
debt.

The General Assembly, by a vote of
124 in favour, 11 against and 41 absten-
tions, also decided to set up a multilat-
eral legal framework for sovereign debt
restructuring by the end of its 69th ses-
sion (around September 2015), to in-
crease the stability of the international
financial system.

An international debt restructuring
mechanism will be a systemic solution,
since countries with debt crises can have
recourse to an international court or sys-
tem and need not do a messy debt re-
structuring on its own.

There will now be an uphill battle
to get the resolution implemented, since
the United States, Germany and the
United Kingdom (all key countries in
global finance) were among those which
objected.

Another resolution, initiated by Ar-
gentina, is now being considered by the
UN Human Rights Council, aimed at
setting up legal frameworks to curtail
vulture funds’ activities and for sover-
eign debt restructuring.

One good thing is that the UN,
which is a universal body in which de-
veloping countries have a greater say in
decision-making, is now at the centre of
the debt discussion.

The negotiations ahead will be
tough but well worth it since prevent-
ing and managing a debt crisis is now a
priority for a growing number of coun-
tries.  ����������������������������������������������������

Martin Khor is Executive Director of the South
Centre, an intergovernmental policy think-tank of
developing countries, and former Director of the
Third World Network. This article first appeared
in The Star (Malaysia) (15 September 2014).
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Eurozone crisis could spill over into
developing world

The industrial countries’ economic woes
may end up also hurting the developing
world, economists caution.

by Thalif Deen

NEW YORK: When the global economy
was hit by a severe recession in 2008-09,
the negative fallout impacted heavily on
the world’s developing nations, hindering
the United Nations’ key development
goals, including plans to halve extreme
poverty and hunger worldwide by 2015.

The current sovereign debt crisis,
spreading mostly across the eurozone
(EZ) and threatening the economies of
several Western nations, including
Portugal, Ireland, Greece and possibly
Spain and Italy, will sooner or later
undermine the developing world, warn
economic analysts and academics.

Shrinking markets and potential cuts in
development aid, which followed the
2008 crisis, could repeat themselves.

Mauro Guillen, director of the Lauder
Institute at the Wharton School of
Business at the University of Pennsylva-
nia, told Inter Press Service (IPS) the EZ
crisis would affect developing countries in
several ways.

First, he pointed out, the EZ is a huge
market, so anybody exporting manufac-
tured goods or commodities would suffer.

“The EZ is also a big investor. If Euro-
pean companies feel less confident, they
could delay investments,” he said.

And, finally, a structural/existential crisis
in the EZ would provoke turmoil in global
financial markets, which would hurt
developing countries as well, said
Guillen, a management professor and an
international expert on global economic
affairs.

The current crisis, according to econo-
mists, is focused not on consumer debt
but on government debt.

The most drastic measure would be to
force countries such as Portugal and
Greece to voluntarily leave the EZ to
avoid a major calamity to the common
European currency, the euro. The euro is
used by over 332 million people in 17 of
the 27 member countries of the European
Union (EU).

With the exception of Germany, most
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by Bhumika Muchhala

NEW YORK: The United Nations Gen-
eral Assembly on 10 September adopted
the sustainable development goals
(SDGs) outcome document.

The General Assembly resolution
was in line with developing countries’
request that the report of the Open Work-
ing Group (OWG) on SDGs shall be the
main basis for integrating sustainable de-
velopment goals into the post-2015 de-
velopment agenda.

Meanwhile, the General Assembly
recognizes that other inputs will also be
considered in the intergovernmental ne-
gotiation process at the 69th session of
the General Assembly that was con-
vened on 16 September.

In the resolution A/RES/68/309
distributed on 12 September, titled “Re-
port of the Open Working Group on Sus-
tainable Development Goals established
pursuant to General Assembly resolu-
tion 66/288,” the origins of the SDGs are
recalled, i.e., the outcome document of
the 2012 Rio+20 conference on sustain-
able development, in which heads of
state and government resolved to estab-
lish an inclusive and transparent inter-
governmental process on sustainable de-
velopment goals open to all stakehold-
ers, with a view to developing global
sustainable development goals to be
agreed by the General Assembly.

In a letter to the President of the
General Assembly (PGA), the develop-
ing-country Group of 77 urged that the
General Assembly ensure three key
things:

(1) To ensure that the report of the
OWG shall be the basis for integrating
SDGs into the post-2015 development
agenda;

(2) To assure that any further dis-
cussions on the integration of SDGs into
the post-2015 development agenda are a
part of intergovernmental negotiations
during the 69th session of the General
Assembly and are based on the report of
the OWG; and

(3) To not reopen or renegotiate the
OWG outcome document, and thereby
to fully preserve the outcome of the

OWG’s transparent and inclusive inter-
governmental process.

Developing countries are particu-
larly concerned that other processes that
are not open and subject to fair intergov-
ernmental dialogue could take prece-
dence over the OWG outcome, which
was the result of challenging discussions
among member states from March 2013
to July 2014.

During the PGA stockholding ses-
sion, developed-country delegations
called for reducing the number of goals
and targets, through a “streamlined”
approach. Countries like the United

States were, unsurprisingly, not in
favour of the language in Goal 17 on
means of implementation, which in-
cludes structural issues such as interna-
tional trade rules and reforming the in-
ternational financial system.

However, the political momentum
was clearly not with the objecting coun-
tries. The G77 were cohesive and united
in their view that the OWG outcome is
the basis for negotiations moving for-
ward.

The G77 chair and some other key
countries cautioned against placing the
desire for an easily communicable
agenda ahead of the substantive and
meaningful work that needs to get done
to achieve actual socioeconomic devel-
opment and to reduce global/
local inequalities.

The G77 specifically mentioned that
the OWG document contains construc-
tive guidance for the SDGs, and that all
reservations on the text must be com-
piled into and clearly referenced in an
official document. (SUNS7877)��������������

including the US, the EU, Japan and
Australia voiced objection to India’s op-
position to accepting the Protocol of
Amendment on the TFA by the 31 July
deadline until a permanent solution is
found on the issue of public stockhold-
ing for food security purposes.

According to trade officials, Austra-
lia asked for an explanation for the dif-
ference between the G33 group’s 17 July
proposal, which called for a permanent
solution on public stockholding to be
agreed by 2017, as was agreed at Bali,
and the position of the G33 member that
was blocking the TFA and calling for
both the permanent solution and the
TFA to be concluded by the end of 2014.

According to trade officials, India
said that it would explain the G33 pro-
posal when members start negotiating a
permanent solution on public stockhold-
ing for food security purposes. India also
said that it was not going to repeat what
it had said at the 15 September informal
HOD meeting.

Some members also said that they
were unclear about what the problem
with the Bali decision on public stock-
holding for food security purposes was.
According to trade officials, they said
that if the problem arose because of a lack
of clarity about the duration of the

present interim decision, then they
would be happy to confirm that it will
remain in place until a permanent solu-
tion is found. However, negotiating the
content of the permanent solution would
take more time than the rest of 2014, they
added.

According to trade officials, India
said that it had seen hundreds of brack-
ets (placed within negotiating texts to
indicate areas of disagreement) fall
within weeks (in an apparent reference
to the TFA negotiations), hence it could
be done by December.

According to trade officials, the dis-
cussion on which body should handle
the talks on the permanent solution on
public stockholding also proved incon-
clusive, with a number of legal and pro-
cedural arguments being put forward,
particularly for treating the talks as a
negotiation in the Agriculture
Committee’s “special sessions”.

According to trade officials, the
Chair of the Agriculture Committee,
Miriam Beatriz Chaves of Argentina,
said that the link between trade facilita-
tion and public stockholding could only
be settled in a broader body such as the
Trade Negotiations Committee.

The Chair said that she would recon-
vene this meeting later to discuss the
appropriate forum for handling the per-
manent solution on public stockholding
for food security purposes. (SUNS7876)�

                        (continued from page 4)
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by Kanaga Raja

GENEVA: The world economy has not
yet escaped the growth doldrums in
which it has been marooned for the past
four years, and there is a growing dan-
ger that this state of affairs is becoming
accepted as the “new normal”, the
United Nations Conference on Trade and
Development (UNCTAD) has said.

In the 2014 edition of its flagship
annual Trade and Development Report
(TDR), released on 10 September,
UNCTAD said that the world economy
has seen a modest improvement in
growth in 2014, although it will remain
significantly below its pre-crisis highs.

Its growth rate of around 2.3% in
2012 and 2013 is projected to rise to 2.5-
3% in 2014, UNCTAD said, attributing
this mild increase essentially to growth
in developed countries, which acceler-
ated from 1.3% in 2013 to around 1.8%
in 2014.

Developing countries as a whole, the
TDR said, are likely to repeat their per-
formance of the previous years, growing
at between 4.5% and 5%, while in the
transition economies growth is forecast
to further decelerate to around 1%, from
an already weak performance in 2013.

[Since the UNCTAD secretariat
wrote and published the report, both the
International Monetary Fund (IMF) and
the Organization for Economic Coopera-
tion and Development (OECD) have re-
vised downwards their earlier growth
projections. The OECD, in an update to
its May forecasts, said that the outlook
had darkened for 2014 and 2015 for al-
most all the world’s large economies,
partly as a result of one-off hits to growth
early this year and partly stemming from
geopolitical risks. Economic growth
could prove to be even more disappoint-
ing in 2014 and 2015, the OECD further
said, given an array of geopolitical risks
and the possibility of major shifts in fi-
nancial flows and sharp exchange-rate
movements as investors prepare for a
tightening of US monetary policy that is
expected next year. – SUNS]

A moderate acceleration of growth

is expected in developed countries as a
result of a slight pick-up in the European
Union, since the performance of Japan
and the United States is not expected to
improve in 2014.

In Europe, said UNCTAD, tentative
easing of fiscal austerity and a more ac-
commodating monetary policy stance,
including by the European Central Bank
(ECB), has shifted the direction of do-
mestic demand from negative to positive
territory.

The United States economy is con-
tinuing its moderate recovery from the
Great Recession through a reliance on
domestic private demand. Fiscal auster-
ity has been a drag on economic growth
since 2011, albeit with a slight easing of
the negative impact in 2014. Unemploy-
ment is continuing to fall thanks to job
creation in the corporate sector. How-
ever, average real wages remain stag-
nant. Continued liquidity expansion, al-
though much less aggressive than in pre-
vious years, along with asset price ap-
preciations, has helped to support the
recovery of domestic borrowing and con-
sumption.

Growth in Japan has also been rely-
ing on domestic demand. Private con-
sumption and investment have benefited
from the expansionary monetary and fis-
cal policies of the “Abenomics” plan.
There was an increase in public spend-
ing, mainly for reconstruction, following
natural catastrophes in 2011, and a
stimulus package propelled the Japanese
economy to higher growth in 2012-13. As
the effects of those measures dissipate
and the rise in the consumer tax rate in
April 2014 begins to discourage house-
hold spending in the medium term, a
new stimulus package may be needed to
help maintain growth targets for gross
domestic product (GDP) and domestic
prices.

Despite some differences in their
policy stances, all developed regions are
expected to grow at a similar rate of
around 1.5-2% in 2014, said UNCTAD.

A progressive relaxation of fiscal

austerity in the EU and the United States,
and the tapering off of very expansion-
ary monetary policies in the US, have led
some observers to believe that these
economies are reaching a “new normal”,
and that they have managed to avert
most systemic risks. However, said
UNCTAD, in the new situation, growth
is likely to be slower than before the cri-
sis, since investment rates remain rela-
tively low and several countries still have
a long way to go before unemployment
rates fall and over-indebtedness, in both
the public and private sectors, is ad-
dressed.
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The main developing regions look
set to repeat much the same growth per-
formance as in 2012-13. Asia is set to re-
main the most dynamic region, with an
estimated growth rate of around 5.5%.

Among the largest economies,
China should maintain its lead with a
growth rate of close to 7.5% in 2014,
based on domestic demand, including an
increasing role of private and public con-
sumption.

Growth in India has recovered
slightly from the significant deceleration
of the two previous years, led by higher
consumption and net exports, but at
around 5.5% it is substantially lower than
before the crisis.

Most countries in South-East Asia,
including Indonesia, Malaysia, the Phil-
ippines and Vietnam, are expected to
continue to grow at around or above 5%,
driven by private consumption and fixed
investment, but with little or no contri-
bution from net exports. The main ex-
ception is Thailand, where political cri-
sis has caused the economy to stagnate.

According to the report, economic
performance is more contrasted in West
Asia: several countries have been di-
rectly or indirectly affected by war, the
Gulf countries are expected to maintain
growth rates of 4-5%, and Turkey, which
has been exposed to financial instability,
may not be able to sustain a fairly rapid
growth trajectory that is driven by do-
mestic credit expansion.

Growth in Africa also shows wide
contrasts: it remains weak in North Af-
rica, with marginal improvements in
Egypt and Tunisia but a continued fall
in Libya, due to armed conflict and dis-
ruptions in oil production.

Growth has also remained subdued
in South Africa, at around 2%, owing to
a weakening of domestic demand and
strikes in the mining sector.
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By contrast, several large sub-Sa-
haran economies (including Angola,
Cote d’Ivoire, the Democratic Republic
of the Congo, Ethiopia, Mozambique,
Nigeria and Tanzania) posted high
growth rates, which is likely to result in
6% growth in the subregion in 2014.

The transition economies are set for
a continued economic slowdown in 2014.
Slow growth in the European transition
economies is mainly attributable to stag-
nating consumption and investment in
the Russian Federation since mid-2013,
as financial instability has led to in-
creased capital outflows.

On the other hand, Central Asian
transition economies, most of which are
oil or mineral exporters, were able to
maintain fairly high growth rates, as a
result of historically high terms of trade.

Following a strong rebound in 2010,
economic growth in Latin America and
the Caribbean has experienced a continu-
ous slowdown, and is projected to be
about 2% in 2014. This weak perfor-
mance mainly reflects slow growth in the
three main economies, Argentina, Bra-
zil and Mexico, where domestic demand
(their main driver of growth after the
global crisis) has lost momentum.

External financial shocks in mid-
2013 and early 2014 also affected those
economies, leading to a tightening of
macroeconomic policy. However, well-
capitalized banking systems, low exter-
nal and fiscal deficits, external debts at
historical lows and sufficient levels of
international reserves have prevented
these shocks from developing into finan-
cial crises.

Generally speaking, said UNCTAD,
developing countries have managed to
recover from the Great Recession faster
than developed countries. Many of them
have benefited from high commodity
prices, especially those whose govern-
ments were able to capture a significant
share of natural resources rents and use
the additional revenues for supporting
domestic spending.

Other countries, despite being ex-
posed to the vagaries of international fi-
nance, were able to tackle the conse-
quences of the global financial crisis by
supporting domestic demand with
countercyclical policies.

However, the report cautioned,
there are limits to what can be achieved
by both countercyclical policies and
gains from the terms of trade, and new
sources of dynamism will need to be
found.

In addition to demand-side policies

that may include redistribution policies,
several countries need to improve their
domestic investment and conduct indus-
trial policies aimed at an expansion of
their productive capacity and competi-
tiveness so as to respond to rising de-
mand without excessive pressure on
domestic prices or trade balances.

Developing countries will also have
to face the challenge of persistent insta-
bility of the international financial sys-
tem. This should involve prudential
macroeconomic and regulatory policies,
mainly applied at the domestic level, but
also better regulation at the global level.

“In this respect, it is evident that,
despite the generally favourable trends
in recent years, the present framework
for sovereign debt restructuring is inap-
propriate,” said UNCTAD, adding that
this is well illustrated by the legal ob-
stacles currently faced by Argentina in
the normal servicing of its restructured
sovereign debt.

“Argentina’s experience shows that
this framework not only discourages
new debt restructuring, but that it may
even jeopardize successful past
restructurings. Establishing a multilat-
eral structure for dealing with sovereign
debt restructuring that would take into
consideration general interests, and not
just the private ones – a proposal made
by UNCTAD two decades ago – appears
more pertinent and urgent than ever.”
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The TDR further found that six years
after the onset of the global financial cri-
sis, international trade remains
lacklustre.

Merchandise trade grew slightly
above 2% in volume in 2012-13 (and was
even slower if measured in current dol-
lars), which is below the growth of glo-
bal output. Trade in services increased
somewhat faster, at around 5.5% in 2013
at current prices.

International trade in goods has re-
mained subdued. Following its post-cri-
sis rebound in 2010, it slowed down to
around 2% in 2012 and 2013, said
UNCTAD, adding that this trend is ex-
pected to continue into 2014.

All regions have experienced a de-
celeration in their volume of trade in
varying degrees, the greatest slowdown
being in the developed countries, the
transition economies and Latin America.

Slow output growth is the main rea-
son for virtually stagnant trade, espe-
cially in goods. Subdued international

trade, in turn, is likely to hamper global
economic growth in the long run, to the
extent that the lower incidence of scale
economies and specialization gains
holds back the productivity frontier, said
the report.

Given the insufficiency of global
demand, it is anyway unlikely that in-
ternational trade alone will be able to
kickstart economic growth. Whatever the
desirability of facilitating trade flows by
modernizing customs procedures or fur-
ther lowering tariffs, these would not, by
themselves, be able to significantly
change the situation, since they do not
address the immediate main constraints
on trade. International trade has not de-
celerated or come to a virtual standstill
because of higher trade barriers or sup-
ply-side difficulties; its slow growth is
the result of weak global demand.

In this context, said UNCTAD, a lop-
sided emphasis on the cost of trade,
prompting efforts to spur exports
through wage reductions and an “inter-
nal devaluation”, would be self-defeat-
ing and counterproductive, especially if
such a strategy is pursued by several
trade partners simultaneously.

The way to expand trade globally is
through a robust domestic-demand-led
output recovery, not the other way
round. Moreover, if an individual coun-
try or group of countries were to try an
exit from the crisis through net exports,
this strategy would create a fallacy of
composition if followed by many trad-
ing partners. A wider revival of eco-
nomic growth and trade could conceiv-
ably follow from surging demand in a
number of systemically important econo-
mies.

However, demand must also be geo-
graphically distributed in a way that is
consistent with the reduction of global
imbalances. This requires that surplus
countries take the lead in expanding do-
mestic demand, so as to enable an expan-
sionary adjustment, in contrast with the
recessionary bias of balance-of-payments
adjustments, which, typically, place the
entire burden on deficit countries.
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To many observers, said UNCTAD,
the improvement, albeit small, of the
growth performance of some of the ma-
jor economies in 2013 came as a pleasant
surprise. That momentum is expected to
continue through 2014.

“Overall, there is likely to be some
improvement in global growth perfor-
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mance in 2014. At an initial glance, this
would appear to be a welcome trend, but
a deeper look at the nature of this growth
revival raises concerns,” the report cau-
tioned, saying that its analysis suggests
that the recent growth in a number of
important economies may not be based
on sound policies.

“Thus, even if the current pace is
maintained for some time, vulnerability
to financial shocks persists, due to a re-
peat of the policy failings that led to the
2008 global crisis.”

In most developed economies, there
was a sharp turnaround of fiscal policy
in 2010, with the apparent withdrawal
of fiscal stimuli, but which was effec-
tively a contraction of government
spending.

However, this may not be the ideal
measure, since it assumes that zero
growth of government spending is a neu-
tral stance. In fact, after extraordinary
measures, such as a fiscal stimulus, are
removed, a truly neutral stance would
be to return to a “normal” growth path
of real spending, which can be estimated
in the form of a long-term trend.

The report said that the most pro-
nounced cases of fiscal austerity have
been in the peripheral countries of the
euro area. The negligible size of the Eu-
ropean budget and the reluctance of the
ECB to assume the role of lender of last
resort affected the degree and timing of
fiscal adjustments in these countries.

Due to such institutional flaws, na-
tional governments had to absorb the
costs of the crisis, in many cases leaving
them little alternative but to subse-
quently squeeze public spending. By the
last quarter of 2013, real government
spending on goods and services in
Greece, Ireland, Italy, Portugal, Slovakia
and Spain was below the level of 2010,
showing shortfalls in the range of
roughly 1% to 2.5% of GDP over this
period (2010 Q2-2013 Q4).

Several developed economies out-
side the euro area followed a similar
path, prompted by the threat that fiscal
deficits, whatever their cause, may be
viewed as a sign of economic “indisci-
pline” and result in credit downgrades.

On the whole, governments in de-
veloped countries adopted contrac-
tionary fiscal stances from mid-2010 to
the end of 2013, compared with the long-
term trend. Only Japan and France main-
tained the trend growth of spending over
this period.

In the aftermath of the financial cri-
sis it is normal to expect subdued spend-

ing by households, affected by a fall in
asset values and heavy debt burdens.
This narrows the options for
policymakers in attempting to revive
aggregate demand. But if public sector
demand is also suppressed, the only re-
maining alternatives are net export re-
covery or a revival of “animal spirits”
that trigger a push in private investment,
said the report.

Over the years, UNCTAD said, its
Trade and Development Reports and other
studies have argued that relying on an
export-led recovery cannot be a solution
for all countries at the same time. Yet, in
the current circumstances of minimal
global coordination, aggregation issues
are not a primary concern of
policymakers; each country, individu-
ally, expects to become a winner.
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The report also said that a growing
body of research has shed light on the
global implications of worsening income
and wealth distribution on growth and
stability. Based on this, it would seem
that the tendency towards declining
wage shares may not require an export
boost to generate faster growth every-
where; as long as global imbalances are
allowed to rise, a declining wage share
can coexist with rising domestic demand
in a number of economies where credit
expansion can compensate for lower
household incomes.

According to UNCTAD, this is con-
firmed by developments in the 1990s and
2000s, which were decades of fairly
strong global growth in which wage
shares consistently declined. It is the
combination of these patterns which
brought about the large macro-financial
imbalances and the subsequent collapse
in the form of the global financial crisis.

Some authors stress a more direct
causal link between wage compression
and the formation of credit bubbles: as
the relative erosion of labour incomes
creates insufficient real demand, capital
is mostly diverted towards financial op-
erations, which generate asset bubbles
and volatility. This in turn becomes the
source of temporary real economic ex-
pansion.

The growing financialization of de-
veloped countries and “subordinate”
financialization in developing countries
can be explained in these terms, said the
report. As a result, economies become
more prone to crises, which adversely
affect employment and productive ac-

tivities, and also lead to greater concen-
trations of wealth and income. The re-
sulting drag on GDP growth is amelio-
rated only by unsustainable episodes of
debt-driven consumption booms.

According to the report, it seems
clear that the synchronized fiscal contrac-
tion and slow growth of labour income
across many developed countries will
likely lead to either of two outcomes: a
protracted slowdown (secular stagna-
tion), or a temporary growth spurt
driven by an unsustainable expansion of
demand through greater indebtedness in
a few major economies.

The latter situation characterized the
pre-crisis years, and, to a lesser degree,
it has been repeated in the recent past.
Moreover, it has been exacerbated by the
creation of liquidity by central banks,
with a direct impact on asset markets
across the world.

Elements of this situation appear to
be most prominent in Australia, Canada,
the United Kingdom and the United
States. In these economies the mecha-
nisms at work have strong commonali-
ties: the expansion of liquidity has gen-
erated record highs in stock markets and
rapid price increases in real estate mar-
kets, particularly in the United Kingdom
and, to some extent, in Canada.

“As a result, households are con-
tinuing to experience a positive shock on
the asset side of their balance sheets and
feel more encouraged to reduce their sav-
ings. If previous cycles are any guide,
household lending capacity (total in-
come minus total expenditure, including
investment) may even turn negative, so
that the additional spending will be fully
financed by debt. The process can go on
for as long as asset prices keep rising and
liquidity is made available for the pur-
chase of assets.”

Many developing and emerging
economies continued to support domes-
tic demand after 2010, even as developed
countries’ policy stances shifted towards
fiscal tightening. In the context of a glo-
bal economy that was struggling to re-
cover from the financial crisis, such sup-
port helped to maintain their pace of
growth, which turned out to be signifi-
cantly higher than that of developed
economies despite a recent deceleration.
To the extent that these countries as a
group are becoming increasingly impor-
tant in global trade, their performance
contributed to global demand as well,
providing growth opportunities for their
trading partners.

UNCTAD said that it has often in-
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sisted on the need for surplus countries
to narrow their external balances by
boosting domestic demand and increas-
ing their imports at a faster pace than
their exports, instead of forcing deficit
countries to adjust and to rely on the
compression of labour costs in the hope
that this will lead to an export-led recov-
ery. Net import demand from surplus
countries would not necessarily make
them more vulnerable, particularly if
their contribution succeeds in generat-
ing new sources of income in deficit
countries, thereby eventually lifting glo-
bal demand.

The vulnerabilities of developing
and emerging economies have been
heightened by weaknesses in the inter-
national financial architecture. It was
hoped that the global financial crisis
would give rise to sufficient political
motivation and intellectual strength to
address these weaknesses in a more de-
termined manner.

But efforts in this direction, such as
those promoted by the United Nations
Commission of Experts of the President
of the United Nations General Assem-
bly (2009), have been stymied by pres-
sures from global financial interests seek-
ing new investment opportunities, par-
ticularly in emerging markets.

The report also said that the evi-
dence confirms that many developing
and transition economies have been sub-
ject to considerable cyclical fluctuations
of capital flows, before and after the cri-
sis. These flows have in turn influenced
speculative behaviour, reflected in the
rises and falls of stock market indices.

It further said that policymakers
should be aware of possible negative
shocks originating from international
trade, particularly in countries that rely
on exports of only a few primary com-
modities or low-skill, labour-intensive
manufactures. It argued that proactive
industrial policies need to aim at diver-
sification and upgrading of exports. In-
deed, diversification of their productive
and export activities remains a pending
task for many transition and developing
economies.

The review of economic policies pro-
posed suggests that there is need for cau-
tion in interpreting current develop-
ments. Contrary to the views of some
observers, there is no convincing evi-
dence that the world economy is in fact
beginning a sustained recovery. The be-
lief that growth in developed economies
has finally picked up is overly optimis-
tic; it only serves to claim success for pro-

market reforms and to support argu-
ments for a withdrawal of the precau-
tionary measures and stimuli that still
remain.

“This could have grave repercus-
sions,” said UNCTAD. For example, the
recommendation that developing coun-
tries should pursue fiscal and labour
market adjustments similar to those pur-
sued in developed countries is of particu-
lar concern. Developing countries could
instead consider strengthening incomes
policies that still have considerable pos-
sibilities to deliver, and could also intro-
duce more effective precautionary mea-
sures to mitigate the effects of global
financialization and enhance policies
aimed at diversifying their economies.
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Examining some alternative policy
scenarios for the global economy,
UNCTAD said that in the realm of
policymaking, what the model simula-
tions underscore is the need to ensure
policy consistency and macroeconomic
coherence.

Policy consistency refers to prevent-
ing policy instruments from operating at
cross purposes. Current inconsistencies
in the configuration of fiscal and mon-
etary policies of many economies after
2010 have been colourfully described as
“driving the economic car with one foot
on the brake and one foot on the pedal”.

Instead, said UNCTAD, monetary
expansion should be accompanied by fis-
cal expansion to prevent liquidity being
hoarded or channelled to speculative
uses; employment promotion
programmes should be accompanied by
income distribution policies so that ag-
gregate demand is sustained by rising
household incomes rather than debt; and
policies targeting inflation should be ac-
companied by policies that address the

causes of inflation, which in turn draws
attention to incentives to domestic pro-
duction and demand.

Pro-growth and rebalancing policies
need to ensure macroeconomic coher-
ence by addressing primarily the root
problems that impede a solid and sus-
tained global recovery. Until very re-
cently, and even now in many developed
economies, policymakers have seemed
to be excessively concerned with fight-
ing the threat of inflation and have been
ignoring the reality of deflation.

If the main problems of the post-cri-
sis period have to do with insufficient
aggregate demand and financial instabil-
ity, the appropriate policy response
should be not to inject more liquidity per
se, but to encourage credit flows that
generate productive activity, while
boosting aggregate demand and design-
ing income policies to make use of such
credit flows in a sustainable manner, said
UNCTAD.

It also said that in the absence of a
truly globally inclusive financial archi-
tecture, unfettered global financial mar-
kets without adequate regulatory control
can be pernicious, as the 2008 financial
crisis has amply demonstrated.

The continuing inadequacy of insti-
tutions and mechanisms for interna-
tional coordination of policy actions af-
fects the rules of the game in fundamen-
tal ways, forcing policymakers to adopt
strategies that may appear to be conve-
nient for the moment but which are ef-
fectively self-defeating in the medium
term.

“It is essential to continue with ef-
forts to devise a more effective set of glo-
bally inclusive institutions to regulate
markets, help correct unsustainable im-
balances when they emerge, and better
pursue the aims of global development
and convergence,” the report stressed.
(SUNS7875)��������������������������������������������
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Analysts at the OECD, the Paris-based
research agency, have just shared a grim
prediction: If current trends “prevail,” all
developed nations will show by 2060
“the same level of inequality as currently
experienced by the United States.”

If we let those current trends con-
tinue, that conclusion sounds about
right. But why on earth should we let
those trends continue? The trends that
have made our world so unequal reflect
simple political decisions, not some in-
evitable unfolding of globalization. We
can make different decisions.

Take privatization. Over the past
four decades, governments around the
world have chosen to sell a broad array
of public services. These privatizations
have increased the concentration of
wealth. Carlos Slim, one of the world’s
three richest men, obtained much of his
$75 billion fortune by snapping up
Telmex, Mexico’s formerly government-
owned phone company.

But privatizers today are increas-
ingly facing as much resistance as oppor-
tunity. In many countries, John and Jane
Q. Public are beginning to reject the
privatization mantra. The privatizers, it
turns out, have a problem with their
pitch. “Privatization,” as the Guardian’s
Seumas Milne puts it, “isn’t working.”

Privatizers promise greater effi-
ciency and cheaper prices. Most people
have experienced the opposite, notes
University of Glasgow economist An-
drew Cumbers, and this perverse real-
ity is spurring a growing global push “to
take back utility sectors into public own-
ership.”

But not just any public ownership.
Instead of the old over-centralized state
entities “far removed” from ordinary
citizens, privatization’s critics are look-
ing at “new forms of public ownership,”
Cumbers says. These models “encourage
broader engagement and participation in
economic life by the wider public.”

Denmark, for instance, is nurturing
innovative “public-public” partnerships.
In 2001, one of these partnerships built
what then rated as the world’s largest
wind farm. The partners: Copenhagen
Energy, the municipally owned local
utility of Denmark’s largest city, and a
cooperative run by the over 10,000 local
residents who had purchased shares in
it.

A similar cooperative-local govern-
ment utility model, observes Cumbers,
has helped the Danish island of Samsoe
“become one of the first places in the
world to become 100 percent efficient in
renewable energy.”

Good moves. But in our new Infor-
mation Age we need to do more than
undo the privatization of the traditional
“natural monopolies” in sectors like elec-
tricity, water and public transportation.
We need to turn our online monopolies
into public utilities.

Corporate giants like Google,
Facebook and Amazon, argues analyst
Richard Eskow, profit off publicly
funded technologies like the Internet but
operate “without regard for the public
interest.” And they don’t even pay their
own full tax share.

“Each of these Big Tech corporations
has the ability to filter – and alter – our
very perceptions of the world around
us,” relates Eskow.
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Over a century ago, Americans saw
similar abuses in the new technologies
of their day. The country was transform-
ing at breakneck speed back then, from
a rural to urban society. The nation’s

newly overstuffed cities, big and small
alike, needed to move and warm and
light ever-denser populations.

Private corporations rushed in with
new technologies to deliver these ser-
vices, and municipalities in the early
1900s showered franchises with hun-
dreds of millions of dollars for gas and
telephone lines, street railways and elec-
tricity.

In some cities, companies bid hon-
estly against each other to win these lu-
crative franchises. In most, honesty
would not be among the bidding crite-
ria. Private utility companies passed
politicians kickbacks. Politicians passed
utilities monopoly pricing power – and
signed franchise agreements that locked
down exorbitant phone and gas and light
rates for years to come.

“In no other way,” historian Otis
Pease would later note, “can wealth be
obtained so easily.”

Public anger at the holders of this
wealth would, in city after city, turn
many of these fabulously lucrative, pri-
vately provided services into public utili-
ties. America, in the process, would be-
come significantly more equal.

We could do the same today.��������

Sam Pizzigati is a columnist with the OtherWords
syndication service (otherwords.org), through
which this article was distributed under a Cre-
ative Commons licence. An associate fellow with
the Washington-based Institute for Policy Stud-
ies, he edits the inequality weekly Too Much. His
latest book is The Rich Don’t Always Win: The
Forgotten Triumph over Plutocracy that Created
the American Middle Class.
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by Carey L. Biron

WASHINGTON: New analysis suggests
that developing countries are losing a
trillion dollars or more each year to tax
evasion and corruption facilitated by lax
laws in Western countries, raising pres-
sure on global leaders to agree to broad
new reforms at an international summit
later this year.

These massive losses could be lead-
ing to as many as 3.6 million deaths a
year, according to the ONE Campaign,
an advocacy group that focuses on pov-
erty alleviation in Africa.

Recovering just part of this money

in sub-Saharan Africa, the organization
says, could allow for the education of 10
million more children a year or provide
some 165 million additional vaccines.

“Whenever corruption is allowed to
thrive, it inhibits private investment, re-
duces economic growth, increases the
cost of doing business, and can lead to
political instability. But in developing
countries, corruption is a killer,” a report
on the findings, released on 3 Septem-
ber, states.

“When governments are deprived of
their own resources to invest in health
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care, food security or essential infrastruc-
ture, it costs lives, and the biggest toll is
on children.”

The new analysis focuses on a spec-
trum of money laundering, bribery and
tax evasion by criminals as well as gov-
ernment officials.

The lost money is not development
aid but rather undeclared or siphoned-
off business earnings – immense tax
avoidance resulting in a decreased base
from which governments can fund es-
sential services.

International trade offers a key point
of manipulation, the report says, with the
extractive industries particularly vulner-
able. In Africa alone, exports of natural
resources grew by a factor of five in the
decade leading up to 2012, offering clear
prospects for growth alongside lucrative
opportunities for corruption on a mass
scale.

“Between 2002 and 2011 we saw an
exponential increase in illicit financial
flows across the globe,” Joseph Kraus, a
transparency expert at the ONE Cam-
paign, told Inter Press Service (IPS).

“Yet while we’re all familiar with
corruption in developing countries, it
takes two to tango – that money often
ends up in the financial centres of the
Global North. Those banks, lawyers and
accountants are all essentially facilitators
of that corruption, so in order to get at
the root of this issue we need to go after
the problems there.”

Advocates including the ONE Cam-
paign are currently stepping up pressure
on industrialized countries to institute a
series of across-the-board transparency
measures.

Some are aimed at corruption in de-
veloping countries, such as strengthen-
ing disclosure laws impacting on the ex-
tractives industry and bolstering “open
data” standards to allow citizens in-
creased oversight over their govern-
ments’ dealings.

Several other reforms would need to
be carried out by developed countries,
particularly those housing major finan-
cial centres such as the United States and
United Kingdom. These would include
new standards requiring governments to
automatically exchange tax information,
to mandate the publication of full infor-
mation on corporate ownership, and to
force multinational corporations to re-
port on their earnings on a country-by-
country basis.

In certain circles, such demands
have been percolating for years. But cur-
rent circumstances could offer unusual
opportunity for such changes.

“In the last two years we’ve seen an
acceleration of this agenda,” Kraus says.
“Eighteen months ago, no one was talk-

ing about phantom firms or anonymous
shell companies. But these issues have
gained a lot of momentum in a short
period of time, and there is real oppor-
tunity coming up.”
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This new energy has been motivated
particularly by concerns in advanced
economies over shrinking government
budgets in the aftermath of the global
economic downturn. Yet developing
countries arguably stand to benefit the
most from substantive reforms, provided
they’re structured accordingly.

Advocates of such changes are now
looking ahead to a summit, on 15-16
November in Australia, of the members
of the Group of 20 (G20) world’s largest
advanced and emerging economies as
well as two major meetings of finance
ministers in the run-up to that event.

The G20 represent about two-thirds
of the world’s population, 85% of global
gross domestic product and over 75% of
global trade. The members of the G20 are
Argentina, Australia, Brazil, Canada,
China, France, Germany, India, Indone-
sia, Italy, Japan, Republic of Korea,
Mexico, Russia, Saudi Arabia, South Af-
rica, Turkey, the United Kingdom, the
United States and the European Union.

The G20 has taken on a primary role
in issues of global financial stability and,
more recently, in pushing the automatic
exchange of tax information between
governments. A new global standard on
such exchange could be approved by the
G20 ministers in November, among
other actions.

“For too long, G20 countries have
turned a blind eye to massive financial
outflows from developing countries
which are channelled through offshore
bank accounts and secret companies,”
according to John Githongo, an anti-cor-
ruption campaigner in Kenya. “Introduc-
ing smart policies could help end this
trillion-dollar scandal and reap massive
benefits for our people at virtually no
cost. The G20 should make those changes
now.”

In fact, many G20 countries have
instituted some of these reforms on their
own. The UK government, for instance,
has taken unilateral action on publiciz-
ing information on corporate ownership,
while the United States was the first to
pass strong transparency requirements
for multinational extractives companies.

While such piecemeal national leg-
islation can spur other countries to ac-
tion, many feel only a comprehensive
approach would have a chance at hav-
ing a substantial impact. Further, many
governments have pledged to act on

these issues but have yet to actually fol-
low through.

“Illicit financial flows are a perfect
example of a transnational problem, in
that you have two legal regimes in which
loopholes are being exploited,” Josh
Simmons, a policy counsel at Global Fi-
nancial Integrity, a Washington watch-
dog group that supplied data for the new
ONE Campaign report, told IPS.

“So when an international coopera-
tive body is able to identify these loop-
holes, they can get member countries to
move in sync to address the situation.
But if only one country tries to do so,
businesses would probably just move
elsewhere.”

Others are looking even more
broadly than the G20. A paper released
in August by researchers with the Cen-
ter for Global Development, a think-tank
here, calls for the inclusion of anti-tax-
evasion aims in the new global develop-
ment goals currently being negotiated
under the United Nations.

Indeed, even while there could be
real movement at the G20 on several of
these issues this year, the work on the
other end of this equation – in develop-
ing countries – remains onerous.

“We need to get developing coun-
tries’ tax systems up to speed, strengthen
their financial intelligence units and get
their anti-laundering laws up to code.
And that is proceeding, but much more
under the radar given its complexity,”
Simmons says.

“Still, that’s where people are actu-
ally bearing the brunt of this problem.
Tax avoidance in the United States con-
tributes to the national debt, but in de-
veloping countries it’s literally causing
people to go hungry.” (IPS)��������������������

�����������������
���
���������������������+ �����"

������������������
���
�������+ ����������������

�����������������
�����������
���� 
�������������� �������
��������������������#
����

&�
�
��"

For subscription details,
please contact:

Third World Network/
Red del Tercer Mundo,

Av 18 De Julio 2095/301
Montevideo 11200, Uruguay

Fax (5982) 419222
Email: redtm@chasque.apc.org



�	�������	�
����	
	���������������������������������

  Analysis

�������	
��
�
������
�����	�	���	�����
���	�������

6�����������
�������� ��������������	����������������������������������
��
�����������������
���
�����

���������������
����� �� ����������������������������������� ����� �������������������������"

by D. Ravi Kanth

“A ripe pear ready to be plucked” at the World Trade Organi-
zation (WTO) cannot be picked because of India. The ripe pear
is the 21st-century version of the “Open Door Policy” embody-
ing the new Trade Facilitation Agreement (TFA). The United
States and its partners in the industrialized world have in-
vested considerable negotiating capital in the TFA since 1996.
Their new trade narrative of global value chains (GVCs) as
being vehicles for enhanced market access for industrial goods
and services in developing countries will hinge on how rap-
idly the TFA is implemented.

But India has come in their way because it first wants re-
form of archaic rules in the WTO’s Agreement on Agriculture
(AoA) before the adoption of the trade facilitation (TF) proto-
col to commence implementation of the TFA by July 2015. The
standoff between India and the US over agriculture has cre-
ated an impasse for the time being.

It symbolizes, in some ways, the battle between the un-
finished reform in the rules and disciplines on trade in agri-
culture, and attempts to foist a new trade agenda through the
comprehensive TFA. It exposes the outright opposition from
the US to reforming the Uruguay Round (UR) disciplines in
agriculture which accommodate decades of trade-distorting
policies and practices by the rich countries. [The UR of nego-
tiations of the General Agreement on Tariffs and Trade (GATT)
was conducted during 1986-93; its outcome was finalized and
signed in 1994 and came into force on 1 January 1995 under
the new WTO.]

The UR disciplines brought agriculture into the multilat-
eral trading system negotiations. The AoA which incorporated
the UR rules is a special arrangement worked out neatly be-
tween the European Union and the US. The two largest farm
subsidizers wrapped up the AoA in what is called the 1993
Blair House Agreement after they resolved their differences
on export subsidies and what they gave as domestic support.
They sheltered their billion-dollar domestic subsidy
programmes under income support/income insurance/in-
come loss compensation programmes, in the supposedly non-
distorting Green Box subsidies, which were exempted under
WTO rules from reduction. (In the WTO, what is given as a
producer subsidy is considered as distorting and is required
to be reduced or eliminated while what is given as income
support is considered non-distorting and is not required to be
reduced.)
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The EU, the US and other industrialized countries offered
what are called outright trade-distorting support (producer
subsidies) through the Amber Box, and production-limiting

payments in the Blue Box. The US also provides what are called
counter-cyclical payments to support its farmers when prices
drop below a targeted price in the so-called New Blue Box
(which was agreed in the Doha Round negotiations but the
disciplines on which are not finalized). In addition, the two
trade majors continue to provide export subsidies and export
credits (which are prohibited under the Agreement on Subsi-
dies and Countervailing Measures) to their farmers who would
dump their products. It is little wonder that the cotton glut
created by the US and the dairy and butter mountains by the
EU have had enormous adverse effects on other farm export-
ing countries. The UR understanding also enabled them to con-
tinue to use tariff barriers such as opaque customs duties, high
tariffs and tariff peaks for farm products. The EU and the US
also created a special due restraint (“peace clause”) in the UR
agreement to safeguard their trade-distorting farm
programmes for 10 years from any legal disputes arising from
subsidies and countervailing measure violations that apply to
industrial products.

The developing and the poorest countries, including In-
dia, were, however, mere bystanders in the UR negotiations
on agriculture. They were silent participants in setting the new
rules for bringing agriculture into the trading system. Also,
the developing countries did not provide large-scale subsidy
payments like the US, the EU, Japan, Canada, Switzerland and
Norway did. Developing countries such as India, Indonesia,
Kenya and Nigeria, for example, did not list any Amber Box
or Blue Box subsidy entitlements in their UR commitments.
These countries with massive populations that were still de-
pendent on agriculture could only provide what is called de
minimis support up to a minuscule 10% of the value of pro-
duction of a particular crop.

In the 1994 AoA, the provision for “public stockholding
for food security purposes” in developing countries [such as
India’s stocks for release through the public distribution sys-
tem (PDS)] was included in the Green Box, which is exempt
from reduction commitments, but it was treated as a subsidy
and had to be included in assessment of the aggregate mea-
surement of support (AMS), which, if it crossed 10% of the
total value of production, had to be reduced.

The crucial Footnote 3 in the AoA which covers public
stockholding programmes says the stocks for food security
purposes are those “acquired and released at administrative
prices, provided that the difference between the acquisition
price and the external reference price (ERP) is accounted for
in the AMS”. The ERP “shall be based on the years 1986 to
1988 and shall generally be the actual price used for determin-
ing payment rates” for the calculation of the AMS. It remains
a puzzle as to why this rule was incorporated for public stock-
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holding programmes for food security in developing coun-
tries that are otherwise covered in the Green Box. Was it a
surreptitious design then to force commitments on develop-
ing countries in the future, which India and other developing
countries agreed to without being aware of the implications?
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The calculation of de minimis support is based on a set of
parameters in which the ERP prevailing in 1986-88 plays a
crucial role. This effectively determines whether a country is
within its overall limit or has breached the WTO disciplines
on trade-distorting subsidies. Thus, while India’s current mini-
mum support prices are only slightly higher than the current
market prices, as far as the WTO is concerned they appear
much higher because of the AoA requirement that adminis-
tered prices at which the government buys must be compared
not to the current prices but to the average international prices
in 1986-88. The ERP for rice or wheat is about one-sixth of the
current market prices. The ERP of rice notified by India to the
WTO is Rs3.52 per kg while the minimum support price was
Rs19.65 per kg in 2012, resulting in a whopping subsidy of
Rs16.13 per kg under the strange provisions of the UR agree-
ment.

India’s PDS has expanded substantially over the years
with an increase in the population and on account of the sus-
tained inflation in prices. The National Food Security
Programme could expand it further. But all this is in jeopardy
because of the archaic UR rules. In 2005, when the peace clause
applicable to EU and US disputes came to an end, the WTO
Appellate Body ruled against the cotton subsidies provided
by the US and sugar subsidies by the EU. It found that the
subsidies, including some of the Green Box support measures,
provided by these two champions of global free trade lead to
distortions in the global farm trade.

The UR rules framed by the leading subsidizers of the
world cry out for reform but they cannot be touched because
the real elephant in the room does not want to change them.
Moreover, after the AoA came into force, the big subsidizers
of the UR cleverly resorted to what is called box-shifting by
moving their payments from the most-trade-distorting Am-
ber Box and minimally-trade-distorting Blue Box to the Green
Box over the last 10 years to avoid any legal challenges. “The
WTO’s ‘Green Box’, which is meant to hold non-trade-distort-
ing subsidies, is now home to about $120 billion of the $130
billion in nutrition programmes and farm supports,” says
Timothy Wise, an academic at the Global Development and
Environment Institute at Tufts University in the US. “This
dwarfs India’s commitments,” he argues in his 2013 article,
“Why WTO needs a Hypocrisy Clause”.

But much water has flown into Lake Leman on the banks
of the WTO since the launch of the Doha Round in 2001 to
reform the UR rules. With agriculture as its driving force, the
Doha Development Agenda (DDA) covers several other is-
sues for further reform. The DDA includes the implementa-
tion issues arising from the UR agreements, reduction of tar-
iffs on industrial goods, removal of barriers to movement of
natural persons, substantial changes in anti-dumping rules,
environment, and the four controversial “Singapore issues”
of investment, competition policy, government procurement

and trade facilitation.
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Two chairs of the Doha agriculture negotiating body –
Tim Groser and Crawford Falconer from New Zealand – had,
through painstaking efforts in 2004-08, created a solid frame-
work as part of the negotiations. The December 2008 draft
modalities for agriculture provided clear landing zones for a
progressive reduction of trade-distorting domestic subsidies
as well as phase-out of export subsidies and credits, differen-
tiated commitments for reducing farm tariffs (including an
architecture for tariff rate quotas and sensitive products), im-
provements in special and differential flexibilities for special
products, special safeguard mechanisms for enabling devel-
oping countries to head off unforeseen surges in imports and
so on.

Based on sustained negotiations, the author of the Decem-
ber 2008 modalities, Falconer, corrected the historic error in
the UR rules with regard to public stockholding programmes.
Falconer offered a clean text implying that there are no differ-
ences among members on these programmes. The December
2008 modalities proposed: “Acquisition of stocks of foodstuffs
by developing country members with the objective of support-
ing low-income or resource-poor producers shall not be re-
quired to be accounted for in the AMS.”

Further, “the acquisition of foodstuffs at subsidized prices
when procured generally from low-income or resource-poor
producers in developing countries with the objective of fight-
ing hunger and rural poverty, as well as the provision of food-
stuffs at subsidized prices with the objective of meeting food
requirements of urban and rural poor in developing countries
on a regular basis at reasonable prices shall be considered to
be in conformity with the provisions of this paragraph. This is
understood to mean, inter alia, that where such programmes
referred to in this footnote and paragraph 4 above, including
those in relation to lowering prices to more reasonable levels,
involve also the arrangements referred to in footnote 5 to para-
graph 4, there is no requirement for the difference between the ac-
quisition price and the external reference price to be accounted for in
the AMS” (“Annex B: Public Stockholding Programmes for
Food Security Purposes”, December 2008 revised draft mo-
dalities, emphasis added).

In short, in the December 2008 modalities there is low-
hanging fruit on public stockholding programmes for food
security that could have been easily harvested to allow the
developing countries to continue with their programmes with-
out interruption. But the US opposed the modalities on the
ground that they undermined market access by providing
special loopholes and flexibilities for developing countries.
Washington then put a padlock on agriculture reform based
on the 2008 modalities.
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If this is how things have evolved in agriculture, different
standards are used when it comes to the controversial issue of
trade facilitation. After fierce opposition from developing
countries, the subject of TF was dropped from the Doha agenda
at the WTO’s Cancun ministerial meeting in 2003. But the US
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and the EU and their allies in this area were able to bring TF
back to the DDA in the July 2004 Framework Agreement by
promising substantial technical and financial assistance for
implementation of comprehensive reforms of customs provi-
sions and administration.

The Colorado Group under the leadership of the US forced
members at the WTO to address wholesale changes in three
Articles of GATT regarding TF, covering freedom of transit
(Article V), fees and formalities connected with importation
and exportation (Article VIII) and publication and adminis-
tration of trade regulations (Article X). The underlying objec-
tive of these changes was to expedite movement of goods for
pharmaceutical companies and courier services, release and
clear goods without hurdles, including goods in transit, cre-
ate smooth transit movement of goods through the territory
of other members, harmonize border procedures (formalities
and charges), effect prompt publication of trade laws and regu-
lations, and put in place uniform, impartial and reasonable
administration. The ultimate goal is to reduce trading costs
and facilitate trade for exporters, which in turn results in im-
port facilitation in the destination market. Effectively, the TF
deal is a comprehensive market access agreement.

Even though there were some 800 square brackets (im-
plying no agreement among members) in the TF draft in 2011,
a clean text and agreement was hammered out within two
years. But during the same period (2011-13), developing coun-
tries were denied correction of an archaic rule in the AoA
which, if done, would have addressed the issue of public stock-
holding programmes not enjoying exemption. India, which is
an active member of the G33 farm coalition, demanded that
either the ERP be updated to reflect current global prices or
the current minimum support price be deflated to bring it to
the 1986-88 levels.

Herein lies the rub: the much-needed reform, including
on the public stockholding programmes for food security,
based on the December 2008 draft modalities was jettisoned,
while a brand new agreement on TF involving comprehen-
sive changes was worked out on a war footing. That shows
the play of power politics and plutocracy in the supposedly
member-driven organization that is the WTO.
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Indeed, there was a sea change in the negotiations between
the eighth and ninth ministerial meetings of the WTO in 2011
and December 2013 (the latter held in Bali, Indonesia). Effec-
tively, the trade majors led by the US succeeded in imposing a
new dynamic between these two ministerial meetings wherein
the principle of reciprocity – which is the hallmark of mercan-
tile trade negotiations based on give and take – was effectively
buried. While the developing countries were forced to accept
the TF agreement, the industrialized countries chose to un-
dertake no commitments for nine decisions in the Bali pack-
age covering issues in agriculture and development, includ-
ing the public stockholding programmes for food security.

At Bali, the developing and poor countries secured only
“best-endeavour outcomes” from the industrialized countries
– i.e., promises to do their best – in their areas of interest. In
agriculture, the Bali best-endeavour results include general
services (such as land rehabilitation, soil conservation and re-

source management, drought management and flood control),
an understanding on tariff rate quota administration, export
competition, and a weak programme to address the phase-
out of cotton subsidies. The developmental outcomes cover
non-binding outcomes on preferential rules of origin for the
export of industrial goods by the poorest countries,
operationalization of a waiver on preferential treatment to
services suppliers in the least developed countries (LDCs),
duty-free and quota-free market access for LDCs, and a moni-
toring mechanism for special and differential treatment
flexibilities.

The run-up to the Bali meeting as well as proceedings at
the conference brought to the fore the use of divide-and-rule
practices to ensure that the developing and poorest countries
were prevented from adopting common positions on issues
such as TF, public stockholding programmes for food secu-
rity, cotton, and duty-free and quota-free market access.

The new Director-General of the WTO, Roberto Carvalho
de Azevedo, played his part by creating a peculiar environ-
ment of scare-mongering and fear-psychosis among members
to ensure success at the Bali meeting. Azevedo brought about
a common understanding between the coordinators of the
African Group, the Africa, Caribbean and Pacific (ACP) group
and the LDCs with the US and the EU over the TF text, par-
ticularly Section II which concerned special and differential
treatment flexibilities.

With the developing countries being neatly divided, each
country was left to its own to fight the battle at Bali. So India
remained without much support from developing and least
developed countries on the issue of public stockholding
programmes for food security, an issue that actually concerns
over a dozen countries in the South. The Manmohan Singh
government and its commerce minister, Anand Sharma, were
also responsible for not adopting a coherent strategy before
the Bali meeting. During a visit to Washington in July 2013,
Sharma had readily agreed to a TF deal without securing a
measureable reciprocal concession for public stockholding
programmes. The minister assiduously followed a policy of
not crossing swords with the US although India was likely to
face serious constraints on its new National Food Security
Programme. Sharma wanted his negotiators in Geneva not to
ruffle any feathers with the US during the critical phase of
negotiations.

At Bali, Sharma panicked when he found that there were
only a few countries, led by South Africa, that were willing to
support India on the food security issue. China, which would
have been the biggest beneficiary of India’s proposal on pub-
lic stockholding programmes, was not willing to support In-
dia. Unlike his predecessor Kamal Nath, who would have
stood firm in the face of intense opposition from the US as
was the case in the 2008 informal ministerial meeting, Sharma
was only negotiating with the WTO Director-General who was
conveying the US positions.

After an exchange of initial proposals, there was a face-
to-face negotiation between the US, India, the Indonesian chair
of the conference, and the WTO Director-General. During that
meeting, the US Trade Representative accepted the language
proposed by India that “in the interim, until a permanent so-
lution is found”, members would refrain from challenging the
public stockholding programmes for traditional staple food
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crops. The interim period would last for four years till 2017 by
when the WTO members are supposed to finalize a perma-
nent solution.

In return, the US managed to insert strong language that
stocks procured under public stockholding programmes “do
not distort trade or adversely affect the food security of other
Members”. Washington also ensured that there would be no
explicit protection from the disciplines in the Agreement on
Subsidies and Countervailing Measures, unlike the protection
that was in the UR peace clause that the US and the EU en-
joyed during 1995-2004.

Without securing a cast-iron guarantee on public stock-
holding programmes and by signing an agreement that was
riddled with intrusive and difficult conditions, Sharma yet
meekly agreed to give up India’s opposition to several con-
tentious provisions in the TF text.
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That the Bali package is imbalanced and asymmetrical
with no legally binding outcomes in agriculture and develop-
ment pillars which are essential for developing countries, is
written into the declaration. That it is also tilted in favour of
the TFA with binding disciplines comes out as clearly as day
and night. Indeed, work on the implementation of the TFA,
particularly the TF protocol, progressed at a brisk pace at the

WTO after the Bali meeting while the issues in agriculture and
development in the package, including on food security, took
a backseat.

Against this backdrop, India’s course correction involv-
ing the demand for a permanent solution on support for pub-
lic stockholding programmes before the adoption of the TF
protocol has come as a rude shock to the US and other indus-
trialized countries. New Delhi’s demand, though not in line
with what it had agreed to at the Bali meeting, has put paid to
a grand design of hidden plans that the trade majors, includ-
ing China, were wanting to embark on after the summer break
in Geneva.

India is right to press for a permanent peace clause on the
extent of support for its public stockholding programmes now
as it would at least provide some parity in exchange for un-
dertaking costly commitments on trade facilitation. By not join-
ing the consensus on the adoption of the TF protocol, India
retained its crucial negotiating leverage for the time being. It
has also delayed the implementation of a grand strategy of
the trade majors to pursue new agreements such as on market
access for industrial goods, investment, environmental goods,
services, logistics, and ultimately GVCs.��������������������������������

D. Ravi Kanth (dravi_kanth@hotmail.com) is a journalist based in Geneva
who writes on developments at the WTO and other multilateral institutions.
This article is reproduced from Economic & Political Weekly (Vol. XLIX,
No. 36, September 6, 2014, www.epw.in).
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