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1. Introduction

"Specid and differentid” (henceforth S& D) trestment coversthe set of rights and privileges
provided in the framework of the General Agreement on Tariffsand Trade (GATT) and its



successor indtitution the World Trade Organization (WTO) for its developing and lesst
developed country members, and from which the developed countries are excluded. In
essence, these rights and privileges endow these countries with a unique status by granting
them more favourable access to the markets of the developed countries while dso giving
them substantia policy discretion in their own domestic markets. Thus, S&D treatment in
the GATT/WTO context combines, in varying proportions, aright of enhanced access by
developing and least developed countries to the markets of the developed countries with the
right of developing and least developed countries to limit the access of developed countries to
their own markets.

In operationa terms, the firgt of these S& D rightsis exercised through trade preferences
granted to developing and least developed countriesin developed countries markets, while

the second right is secured by the maintenance of trade barriers at home. The second eement
of the S&D rightsis, in Some sense, broader than the use of trade barriers to protect the
domestic markets of the developing and least developed countries. It includes as well
subgtantial exemption from severa important GATT/WTO disciplinesthat gpply to

developed country members. In particular and prior to the changes agreed to during the
Uruguay Round of multilaterd trade negatiations, S& D treatment covered various additional
rights. For example, it permitted developing countries to use quantitative redtrictions for

infant industry protection and balance of payments purposes, to cregte preferentid regiond

and globd trading arrangements among themsdlves without extending such preferencesto
non-members in accordance with the most-favoured-nation (MFN) principle of GATT/WTO,
and to benefit from multilatera trade negotiation agreements, in accordance with the MFN
principle, without being obliged to observe reciprodity.

An andysis of Africas position in the WTO framework and areview of the region's current
trade patterns, features and prospects suggests that S& D treatment for developing countriesin
globa trading arrangements should be of particular rlevance to Africa It isworth noting, to
begin with, that Africa provides about a quarter of the membership of WTO, while the region
contains the largest number (compared with other developing regions) of the leest developed
countries recognized by the WTO. Any trading rule or arrangement that sets aside specific
rights and privileges for developing and least developed countriesis thus likdly to be

sgnificant for the African region.

The relevance of S&D treatment, especialy preferences, for Africa emanates primarily from
the overd| sgnificance of developed country markets for African exports. Approximately
80% of these exports find marketsin Organization of Economic Cooperation and
Deveopment (OECD) countries, and the European Union, as a unit, accounts for over 50%
of al African exports. World merchandise exports grew ragpidly, in both volume and vaue,
during the 1980—1995 period; recovering from a 1% average annud decline during 1980~
1985, world merchandise exports grew by an annud average of 12% over 1985-1990 ad
7.5% over 19901995 (WTO, 1996).

The Africaregion falled to share in this virtudly globa trade expanson; its exports declined
by an annua average rate of 8% over 19801985, recovered enough to grow at an annud
average of 5% during 1985-1990, but fell back to zero growth rate during the 1990-1995
period. Asaresult, Africas share of world merchandise exportsfell dmost twothirds from
approximately 6% in 1980 to about 2% in 1995. The dedinein Africas share of world
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merchandise exports was a dramatic 50% between 1985 and 1995. In addition, compared
with other regions, Africa hasasmdl share of tatal exports derived from manufactured
products. In 1995, the share was 28% for Africa compared with Asias 83%, Latin Americas
50% and the world average of 76%. Correspondingly, African exports contain a much larger
share of primary commodities; thiswas 64% in 1995 as againgt Asas 15%, Latin Americas
49% and the world average of 24%. Africas unusudly heavy rdiance on primary

commodity exports clearly influences the region's perspectives regarding S& D trestment for
developing countriesin the gloldl trading system.

For dl participating countries, developed, developing and least developed, there exidts,
presumably, a shared common interest in aglobd trading system thet delivers benefits at a
ressonable cost. More specificaly for developing and least devel oped countries, one of the
central concerns of trade policy for development is the terms of access of their exportsto the
markets of the developed countries. In addition, these countries ding to the right to offer
specid governmenta support to ther infant industries and to ded with their balance of
payments problems, using various trade policy measures that may have the effect of
restricting imports. These concerns raise important issues regarding the extent to which
developing and lesst developed countries need to be accorded S& D treatment in the global
trading system and whether a claim to S& D trestment could compromise the achievement of
other (and perhaps more significant) benefits.

Even when the idea that developing countries should receive S&D treatment in the globa
trading system iswiddly accepted, based partly on the understanding that the more deve oped
and richer countries should transfer income to the poorer countries and partly on the
recognition of the specid difficulties of the latter countries, two other issues for debate dso
aurface. Firg, it isnot necessarily self-evident that income transfers should be meade through
S& D trestment; other mechanisms that may be more efficient could be available. Second, it
isworth examining whether S& D trestment provides gppropriate incentives for developing
and least developed countries to pursue policies that do in fact more rationdly promote their
development.

Itisin this context that the question of whether S& D trestment for developing countries has
yielded much benefit in concrete terms becomes pertinent. This question, in turn, has severd
dimensions. Onefocuses on the actual consequences of S& D treatment for developing
countries and isaimed at determining what gains are redlizable therefrom. Another concerns
itsdf with estimating the actud costs associated with those gains, and athird dimension
examines the extent to which the redlized gains are likely to outweigh the costsincurred. In
other words, a cost-benefit andyss of S& D trestment would determine not only whether
there are accruable benefits but also whether these benefits are large enough to swamp the
cogtsinvolved. Thisandysswould, inturn, assg in answering the ultimate question: Is
dinging to S& D treatment in the best interest of the developing and least developed
countries, or could they obtain better and more durable results from the globd trading system
by giving up their daimsto S& D trestment and accepting to participate on the same basisand
subject to the same st of rules as the developed countries?

This paper focuses on many of the issues and questions raised above, and does so specificaly
from the perspectives of African countries—againg the background of the specid features of
their economies, their trade policy and development experience, and their experience within
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the globd trading system. In the process, Section 2 traces the origins and tracks the evolution
of S&D treatment for developing countriesin the GATT/WTO framework and indicates its
current status after the Uruguay Round of multilaterd trade negotiations. Sections 3 and 4
ded, respectively, with the benefits and costs of various eements of S& D treatment and
Section 5 concludes the paper.

2. Originsand evolution of " special and differential" treatment
Theguiding principles

S& D trestment of developing countriesin the globd trading system derivesits originsfrom
severd inter-related idess and pressures dating back to the early 1950s. Prominent among
these were the recognition by the devel oped country members of GATT that the trade
problems of their developing country counterparts were in certain ways fundamentaly
different from their own, the desire to kegp deve oping countries within the framework of
tracke rules established under GATT, and the prevailing intellectud climate regarding

devel opment that provided strong support for trade intervention as a legitimate and potent
instrument of development. Subsequent changesin each of these perspectives, particulaly in
the 1970s and 1980s, have weakened the gpparent consensus on the need for S& D trestment
for developing countries. As aresult, the conceptua foundations and operationd principles

of the specid trestment of developing and least developed courtriesin the GATT/WTO
framework have been subjected to sustained attack and erasion.

Animplicit assumption upon which GATT was based was thet its effective operation as a
body of rules designed to guide internationd trade relations would autometicaly lead to the
economic growth and development of al participants, developed and developing countries
dike. Thisassumption rested on the premise that GATT would provide an environment in
which the mogt efficient indugtries in developing countries would be able to expand by
finding markets dl over the world and would, therefore, enhance the achievement of the
development godls of these countries (UNCTAD, 1985)

The observed redities of the 1950s and 1960s failed to vaidate these assumptions. It became
clear that developing countries were not deriving much benefits from various GATT
multilaterd trade negotiations and that very few of these countries actudly participated in the
GATT process (Hindley, 1987; Blackhurst, Enders and Francois, 1995). A 1956 GATT
report on internationd trade provided strong confirmation of this trend by demongtrating that
adisproportionate increase in exports accrued to the developed country members of GATT.
This inturn, led GATT to gppoint agroup of experts with the mandate to examine
internationd trade trends with particular reference to the performance and prospects of
developing countries. This expert group produced the Haberler Report (GATT, 1958), which
concluded, firg, thet various domegtic palicies in the developed countries contributed
ggnificantly to the decline in the exports of developing countries and, second, thet the
developing countries were experiencing specid difficultiesin the GATT negotiating process
(Whdley, 1989; Hindley, 1987). On thefirg count, the report demonstrated that high tariffs
faced exports of developing countries on awide range of productsin which they probably
had comparative advantage. On the second count, devel oping countries were handicgpped in
negatiating reductions of those high tariffs because they were often not the principd suppliers
of many of the products.



Furthermore, a study of the barriers againg the exports of developing countries conducted
during 1960/61 by a GATT committee concluded that these countries often hed little or
nothing to offer in return for requesting developed countries to lower the tariffs on products
of particular export interest to them. Hindley (1987) suggests why developing countries had
little to offer in multilaterd trade negotiations amed a reducing tariffs. Firdt, the imports
they regard as essentid for their development, such asintermediate and capita goods, carried
zero or minimd tariff duties. Second, they needed to impose substantid tariffs on the
remaining imports, given their heavy dependence on trade taxes as sources of government
revenue in the abosence of dternative tax handles. These concernsimply that developing
countries could not effectively participate in the norma GATT negotiation process.

Their willingness and ability to participate were further constrained by ther limited leverage
in the globalized negotiating framework and the structurd festures of their economies.
Compared with the devel oped countries, the devel oping countries were economicaly smal
while their exports were typicaly concentrated on alimited number of commodities. The
|atter feeture of the typica developing country economy rendered it particularly vulnerableto
gregter terms of trade volatility and grester susceptibility to externd shocksin generd. Asa
result, the nature of their balance of payments problems could be more long term and thus
cdl for extended use of trade redtrictions. They could, of course, place greater rdiance on
exchange rate changes for restoring externa balance. But in redlity, their usudly thin foreign
exchange markets could not be relied on to sustain gppropriate exchange rate changes without
causng some potentidly large didocations in the domestic economy.

In essence, therefore, the perspective that was gpparently ascribed to the devel oping countries
during the 1950s and 1960s implies thet whilethe GATT framework could assist in
enhancing their growth and development, their economies have peculiar characteristics thet
congrain their trade prospects and these should judtify their being given specid status under
the globd trading rules and arangements embodied in GATT. In particular, the peculiar
features of their economies show up most prominently in four key aress.

Their balance of payments problemstend to be endemic and long-term and may cdl for
the use of trade restrictions.

Their trade prospects are poor because their exports are rdatively income indadtic;
gpecid access to devel oped country markets may be needed to enhance their export

prospects.

Ther growth and development could be significantly enhanced through industridization
and export diverdfication which, it was believed, could be achieved through domestic
protection.

In the absence of more viable dternative sources of government revenue, they are obliged
to rely quite heavily on trade taxes.

For these reasons, dements of specid status for developing countriesin the GATT
framework would include consderable domestic autonomy in the use of trade policy to ded
with balance of payments problems, promote indudtridization and raise government revenue.
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In addition, these dements would dso include preferentid access to developed country
markets as ameans of offsetting their poor export prospects.

Hudec (1987) argues convincingly thet the peculiar features of deve oping country economies
cited as abags for according them specia status under GATT had been recognized and
acknowledged even before GATT was edtablished. In particular, in negotiating the origind
charter d the Internationa Trade Organization (ITO), the tillborn predecessor of GATT, the
United Nations Economic and Socia Council voted an amendment to the draft resolution
requiring the negotiations to (Hudec, 1987: 9):

...take into account the specia conditions which prevail in countries whose
manufacturing indudry is ill in the initia Sages.

According to Hudec (1987: 15), not only did the negatiations acknowledge the legitimacy of
the daim "that the specid position of developing countries judtified some dispensation from
the GATT-ITO legd discipline; this principle was recognized from the very beginning of the
drafting process'. In effect, the discussion leading to the establishment of GATT explicitly
acknowledged that developing countries werea a Sgnificant disadvantage in relation to the
developed countries particularly in terms of competing in manufactured exports where
comparative advantage could be influenced by economies of scde, learning-by-doing and
other externdities. Thisrecognition aso subsequently gave birth to the concept of
generdized trade preferences in favour of deve oping countriesin developed country
markets—akey component of S&D treatment designed to enable developing countriesto
expand their manufactured exportsand, in the process, encourage indudtridization. In this
context, preferentid tariffs on imports from devel oping countries would reflect the fact thet
they are at alower level of development and establish equdity of trestment between them
and domedtic producersin developed country markets (UNCTAD, 1985).

The origins of severd key S& D components can dso be traced to the prevailing view of
development in the 1950s and 1960s. Aswill be shown below, various aspects of this view
cover the growth and overal economic management concerns of developed countries as well,
a least in the early stages.

In broad terms, this view implies that developing country economies could derive some
benefits from trade protection. The infant industry argument provides one such area of
benfit. It beginswith the proposition that comparative advantage can be enhanced or
changed through learning-by-doing, suggests that government assistance may be necessary to
overcome market imperfections that constrain appropriate invesment in the learning process,
and concludes that import protection could be a mechanism for enhancing learning. Clearly,
the market system in typica devel oping countries contains a substantid amount of
imperfections and digtortions that could make purely market directed investments sub-
optima (Stiglitz, 1996). In such crcumstances, it would be possible to improve the Stuation
by using properly managed government intervention. Because of the inherent difficulties of
using more gppropriate intervention indruments, developing countries are often obliged to

use trade protection (Rodrik, 1992). Thus, a development strategy thet embodies this view
would regard as acceptable or even desirable the use of trade policy ingruments (including
tariffs and quantitative regtrictions) to restrain imports. In addition to their use in support of
the infant industry rationale, however, trade protection can dso serve as an important source
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of government revenue and may be used to curb conspicuous luxury consumption.

This development strategy has two other dimensions that have significant implications for
trade policy. Firg, the strategy suggests that by prioritizing among imports so as to favour
imports of intermediate inputs and capital goods that are regardedas particularly criticd to
development, higher rates of productive investment can be sustained and, hence, more rapid
growth can be achieved. Second, a development strategy thet embodies an infant industry
component requires long-term commitment regardless of the occurrence of externd shocksto
which developing economies are particularly susceptible. This suggests the need to insulate
key indudtries from externd shocks. Both sectord prioritization and insulation from externd
shocks can be achieved by an appropriate use of import restriction measures.

To the extent that these arguments are vaid and the development strategy based on them
feasible, developing countries would be led to demand from the globa trading system the
right to maintain control over their own trade policy and to vary thisin waysthat assist in
promoting their indugtridization, expanding their manufactured exports and hence their

overd| economic growth and development. Thisright would nat, in fact, be fundamentdly
different from the dispensation that developed countries dso gave themsdlves in both the
GATT and the ITO charter. Hudec (1987) shows that the very large number of exceptions
provided for the benfit of producersin developed countries in these documents amountsto
an endorsement of the view that trade restrictions could be used as |l egitimate and appropriate
ingruments for facilitating development. In particular, these exceptions indluded the right to
use quantitative restrictions in agricultura imports, to use export subsidies, and to impose
discriminatory import restrictions as ameans of deding with baance of payments problems.

Not only were these rights acquired, they were actudly used quite liberally. According to
Hudec (1987: 25), as of 1 January 1954, 16 of the 20 developed country members were
restricting imports for balance of payments reasons and 9 out of the 14 developing countries
were doing likewisg'. Moreover, virtudly dl of these 25 countries (developed and
deveoping dike) were usng discriminatory quantitetive import restrictions. The mgor
difference between the developed and developing countries in this regard emanates,
goparently, from changesin their respective economic Stuations. Thus, as developed
countries gradudly pulled out of their postwar balance of payments crisis, they were better
able to refrain from resorting to the exceptions built into GATT; on the other hand, the
baance of payments Stuation of many developing countries failed to show such dramatic
improvements. This may have induced the developing countries to cling even more
tenacioudy to these exceptions.

The evolution of various eements of S& D trestment for developing countriesin the globd
trading systems has broadly reflected the mativations and origins discussed above. In
particular, the build up, and expansion processes of specific S&D provisonsin GATT that
culminated in the establishment of the generdized system of preferences (GSP) closdy
followed the intellectud support for import subgtitution indudtridization policiesthet

prevailed in many developing countries through the 1960s and 1970s. Smilarly, the fallure
of these policies, the redlities of development in the 1980s and early 1990s, and the emerging
consensus in support of outward-ariented development Strategies are associated, broadly,
with the winding down and narrowing of the scope of S&D treatment.



Pre-Uruguay Round S& D status

At the launch of the Uruguay Round of multilatera trade negotiationsin 1986, severd key
elements characterized the S& D treatment of developing countriesin the GATT framework.
Prominent among these were the right to impose quantitative import restrictions to protect
infant industries and combat baance of payments problems, exemption from the obligetion to
offer reciproca concessions as a condition for benefiting on an MNF basis from concessons
mede by developed country GATT members, digibility under the GSP to enjoy lower rates
of duty on their exports to preference-granting developed country markets, and the right of
developing countries to grant one another preferentid tariffs without extending these to other
countries on an MNF basis. Each of these provisions evolved in specific sequences over
time; the evolutionary process reflected some of the broad consderations dluded to above.

Article XVIII was the first concrete attempt by GATT to incorporate into its basic law a
magor eement of the concerns of its developing country members. Along with Article XII (
for developed country members), this provison permits members to use trade restrictions
when their foreign exchange reserves reach unacceptably low levels. The 1954/55 review of
GATT articles made anumber of significant changesto Article XVI11 that in effect specified
separate conditions under which trade restrictions could be used to protect infant industries
and to ded with balance of payments problems. Asaresult, Article XVII1 acquired three
magjor component parts. Part A permits developing countries to modify previoudy negotiated
tariff bindingsin order to assst the establishment of aparticular industry. But when this
provision is invoked, compensation is expected to be offered or, in the dternative, retdiation
may result. Part B permits the use of trade redtrictions for combating balance of payments
problems, and Part C permits developing countries to use quantitative import restrictions for
infant industry protection. Like Part A, however, the use of Part C is subject to compensation
or retdiation in the absence of anegotiated agreement.

The decision of developed countries not to ingst on full reciprocity from the developing
countries for the concessions being made to them is reflected in Article XX V111 big(3), which
indicates that the needs of developing countries to use import duties for generd economic
development and fiscd purposes should be borne in mind during tariff negotiations.

In spite of the S& D rights created for developing countriesin the GATT framework up to and
incdluding the 1954/55 review of GATT atides, their trade problems continued to generate
concern. In this context, the 1963 GATT ministerid meeting recognized the need for a
formd inditutiond framework for dealing more effectively with these problems. The
meeting aso approved a declaration accepting the objective of duty-free access for tropica
products without expecting reciprocity from developing countries. Findly, it sstup a

working party to explore the issue further.

While the study by the GATT working party concluded againgt extending tariff preferences
to developing countriesin 1965, the meeting of UNCTAD | had, in 1964, discussed the
proposa advocating free entry into the developed country markets of developing country
exports of manufacturesfor an initid period of ten years. Due partly to pressures from
outsde the GATT itsdf, the continued emphasis on the trade and devel opment problems of
the developing countries induced a further revison of the GATT in 1965 by the addition of a
new Part V.



This addition did not provide any new S&D rights for developing countries, but it did offer a
permanent form in the text of GATT for some of the existing gppeals for specid treatment.
More specificaly, Part IV adds three articles to the 35 articlesin parts | -111 of the GATT and,
asitstitle suggests, it focuses primarily on trade and development issues. Article XXXVI
recognizes the devel opment needs of developing countries and the importance to them of
improved market access. 1t concludes with a restatement of the principle of non-reciprocity.
Artice XXXVII suggests thet trade negotiations should give priority attention to products of
Specid interest to developing countries, and Articdle XXX VIII provides for joint action in
studying the export potentials of developing countries.

Pat IV waslargely adiverson, but it failed to stem the pressure for trade preferencesin
favour of developing countries. Findly, in 1968, during UNCTAD II, the principle and
objectives of a generalized and non-reciproca system of trade preferences for developing
countries received gpprova. The objectives of this initiative were to increase their export
earnings, promote their industridization and accelerate ther rates of economic growth.
These objectives were to be achieved by granting to the developing countries tariff
preferencesin the markets of developed countries without reciprocity, on al products.

The GATT provided legd backing for this agreement by its decison of 25 June 1971 to
waive the provisons of its Article | for aperiod of ten years, thusmaking it legdly possible
for its developed country membersto offer trade preferences to developing countries without
offending the MFN principle.

S& D treatment for developing countriesinthe GATT framework probably reached its peak
inthe Tokyo Round. At the launch of this round, developed country members of GATT
accepted the idea that existing S& D trestment would serve as the basis of the participation of
developing countries in the trade negotiations. The Tokyo Round produced, in 1979, a
framework agreement entitled "Differentid and More Favourable Treatment, Reciprocity and
Fuller Participation of Developing Countries, aso known as the "Enabling Clause”, which
refined or redefined some dements of S&D treatment. In particular, it provided permanent
legd cover for the continuation of various GSPs beyond the origind ten yearsindicaied in the
walver of Article| granted in 1971. It dso identified the "least developed countries’ asa
separate category of members that should be accorded even more favourable trestment than
the group of developing countries, and it specified the S& D dements of various codes agreed
toin the Tokyo Round. Findly, the Enabling Clause codified the "graduation” principle by
which developing countries w ould be expected to take on more and more of the obligations

of GATT membership astheir economies grew stronger. This has generdly been interpreted
to mean that developing countries will progressively give up various components of S&D
treatment asthey achieve higher levels of economic development (Laird and Sgpir, 1987),
dthough the Enabling Clause itsdlf contains no specification of gopropriate criteriafor
graduation.

S& D provisons contained in the Tokyo Round codes are in three categories. Onetype
congsts of offers of technica assistance meant to hep developing countries comply with the
new rules. A second category provides developing countries with rights to weeker discipline
in certain respects, and the third group provides exemptions from the new obligations based,
largdly, on the presumed limitetions of adminigtrative cagpacity of developing countries.

Thus, in the subgdies code, the prohibition of export subsidies on non-primary products was
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not gpplicable to exporters from developing countries. Similarly, both the sandards and
vauation codes either excused developing countries from using standards they consider
ingppropriate for their development needs or permitted them to sat aside particular provisions
on atrangtiond bass

Post-Uruguay Round S& D status

The next mgor event to have sgnificant implications for the evolution of S&D treatment for
developing countriesin the GATT framework was the Uruguay Round. Thisround did not
gart with an agenda to modify any S&D provision—the entire issue was not even on the
agenda. When the Uruguay Round (UR) was launched in September 1986, the launch
datement contained an explicit promise that the developing countries would be accorded

S& D trestment in the negotiations in accordance with the terms of the framework agreement
established in 1979 at the Tokyo Round. Asthe UR negoatiations proceeded, however,
sgnificant dements of S& D treatment came up for discussion and modification. Mogt of the
changesin S&D provisionsthat occurred during the UR can be traced to one indtitutiond
innovation that was adopted as a guiding principle for theround. Thisisthe "Single
Undertaking” principle, which requires that al members of GATT/WTO would be bound by
more or less the same set of rules. The acceptance of this principle automaticaly reduced the
scope of many of the existing S&D provisons. In particular, the developing countries are
cdled uponto meet virtudly the same standards on a broad range of market accessissues as
the developed countries. In other areas, S& D provisions have been reformulated essentialy
in theform of longer time periods within which developing countries should implement the
newly negotiated agreements. But for the new category of least devel oped countries quite a
few of the post-Tokyo Round S& D provisons have survived the UR changes and therefore
remainin place. Perhgps the sngle most important S& D provison to survive the UR without
modification for both developing and leest developed countriesisthe GSP. Appendix A
presents afairly comprehensive description of the changes. Thisformsthe basis of the
andysisbeow.

An important areain which the sandard of behaviour of developing countries is expected to
meaich that of developed country members of GATT/WTO relates to the use of quantitative
import retrictions and specid assistance to producers. There are ingtances, under the new
agreements, in which the pendulum appears to have swung the other way round. In other
words, in these ingtances developed country members now have greater advantage in the use
of certain otherwise prohibited instruments. For example, developed countries can use
quantitetive import regtrictions virtudly without chalenge in textiles and for sefeguard

actions Smilarly, the agreement on subsidiesintringcaly favours developed countries by
dlowing their use for basic research and development, labour training and environmental
protection that are more gppropriate for developed countries and prohibiting their use for
items such as product devel opment that could be more relevant for devel oping countries.

Prior to the UR, S&D provisons covered two key issues in the general area of market access.
Onewasthe binding of tariffs and the other was reciprocity. Both have beenmodified
sgnificantly. Tariff binding has now become mandatory for developing countries asit has
aways been for their developed counterparts. What continuesto exigt is difference in the
level of tariff binding; because there has been much greaier trade liberdization in developed
countries, ther tariffs are bound a much lower levels than those of developing countries.
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The result with respect to the second issue is less clear cut. Although the UR did not
explicitly revoke the pledge of developed countries not to expect reciprocity from the
deve oping countries, many developing (including African) countries actudly made
significant concessions during the round (for details, see Harrold, 1995).

S& D provisons regarding the use of quantitative restrictions for degling with balance of
payments problems were radicaly modified by the results of the UR. The new understanding
imposes more restrictive rules and procedures for using quantitative restrictions beginning
with the commitment to publicly announce time schedules for the removad of existing import
control measures taken for baance of payments purposes. Key dements of these new rules
and procedures include the agreement to give preference to "price-based measures’ (such as
import surcharges, import deposit, etc.) and thus avoid the use of quantitative regtrictions
unless price-based measures fail to restore the externa payments position. Where the use of
quantitative regtrictions is judtified, it must be limited in duration and regtrict importson a
non-discriminatory bass. There are two exemptions to the across-the-board rule, and both
relate to "essentid" imports, i.e., import of products that satisfy basic consumption needs and
those that help to improve the externd payments position by enhancing output and exports
such as capitd and intermediate goods.

Theright of developing countries to use export subsidies under pre UR S&D provisions has
aso been sharply curtailed. Under the new subsidies agreement, developing countries,

except those with per cgpitaincome below US$1,000, are required to eliminate export
subsidies within eight years. With respect to sectors and issues such as agriculture, services,
trade-rdlated investment measures and intellectud property protection, the remaining
elements of S&D treatment for developing countries amount to lower levels of concessons
and longer trangition periods before compliance is achieved. But, in each of these cases, least
developed countries continue to have access to the full S& D provisons

The agreements rlating to technica barriers to trade and safeguards appear to preserve the
pre UR S&D rights of developing countries. Under the former, the developing countries are
not required to use internationd Standards that are not gppropriate for their needs or which
may hinder the preservation of indigenous technology. In the laiter case, adeveloping
country's exports to a market cannot be countervailed as long as its share of tota imports of
the product is 4% or less. In addition, developing countries are exempt from safeguard
actionsif their share of totd importsis 3% or less.

It should be clear that in the post-UR era S& D trestment for the developing countries reduces
essentialy to extended trangtion periods over which the same levels and scope of obligations
asthose relating to devel oped countries would be assumed. This compares with what was, in
severd key cases, a permanent derogation of basic GATT/WTO aobligations. For the least
developed countries, however, S& D provisons pre- and post- UR are not too far apart. For
both categories of countries perhaps the single most important element of S& D treatment that

aurvived the UR reforms without any significant changeis the GSP.

3. Benefits of S& D treatment

Various S& D provisons were inserted into the GATT/WTO framework as part of the desire
to ded, in a systemic way, with severd characterigtics and deficiencies that, more or less,
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define the economies of developing countries. An gpproach to identifying and assessing the
benefits of these provisons should, presumably, link the benefits to the specid features and
deficiencies a which the provisons are targeted. Thisisthe focus of the andyssthat
follows.

Nurturing infant industries

A key edement of S&D treatment for developing countries recognized the need to nurture
ther infant industries. GATT Article X V111, Section C, enabled these countriesto take
gopropriate measures to protect infant indugtries. It is not uncommon to view
indudridization as a maor indicator of economic development; hence rapid indudridization
has been agod of economic policy in many developing countries. Active economic policy to
Speed up the development process has dso involved efforts to develop a country's
technologicd capatiilities, build up its domestic capacity to manufacture a range of products,
and promote exports.

Active palicy to dter the speed and character of indudtridization isjudtified by the existence
of specific market failures and externdities that could cause a sub-optimd share of the
economy's resources to be alocated to the indudtria sector, in the aosence of corrective
measures (Rodrick, 1992). In other words, manufacturing investment and capacity could
remain too smadl, relative to the economy's resource endowments, if the negative effects of
these market failures and externdities are not corrected by appropriate policy interventions.
The pervasivenessin developing countries of pronounced market failures, aswell assuch
phenomena as learning by-doing, economies of scale and other externdities that are
inherently tied up with modern manufacturing and service activities, provides strong support
for interventionist and non-neutrd policies, including the use of various measures to protect
and promote infant industries.

The market failures thet are likely to be of specid sgnificance in deveoping countries
emanate from various sources (Rodrik, 1992; Stiglitz, 1996). In the early stages of

deve opment, markets may be missng or not sufficiently well developed to provide good
ggnds for resource dlocation. The exigting private markets typicaly have inadequate
incentives for investing in the production and acquistion of informetion and expertise needed
to boogt the leve of technology a which the developing economy operates. In addition,
when the increasing returns and |learning-by-doing associated with modern manufacturing are
combined with shortage of capitd, the amdl firmsin the typica developing country may be
stunted. In these circumgtances, infant indudtry protection and support are important means
of ensuring that the young firms can gain the experience required to lower their cost of
production and eventualy become fully competitive. The backwardness of developing
countries (br oadly measured by ther distance from the internationa technology frontier), the
market handicaps that characterize their economies at the gtart of the devel opment process,
and the time required to establish and nurture markets and marketing inditutions, and to
acquire and build up the capacities to compete with advanced country firms, dl point in the
direction of anecessary period of infant industry protection as a preude to rapid
indudtridization and overdl economic growth.

It iswidely recognized in this context, that subsidies may play an important rolein the
deve opment programmes of developing countries. In particular, subsidies granted
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contingent upon export performance or use of domestic in preference to imported inputsin
the production process could be vauable ingruments of trade and indudtrid policy. Such
performance-based incentive systems are associated with important benefits. Stiglitz (1996:
157) argues that "government intervention through a performance based reward system ...
provides strong growth-oriented incentives ... When such a system is based on exports, it
could serve as an objective and efficient selection mechanism for the award of subsidies.
Since export markets are more likely to be competitive and firms competing in internationa
markets gain from spilloversin marketing and production know -how, afirm that succeedsin
the export market is more likely to be economicaly efficient. Thus, a performance-based
subsidy award system islikely to promote efficiency ard ensure that only industries with redl
long-term growth prospects are provided with infant industry protection and support.

The benefits to developing countries of the S& D provison for infant industry protection go
well beyond theoretical arguments. The mechanism through which locdl firms are protected
in a captive home market subject to an export performance target, enabling them to make
high prfits thet in turn finance higher rates of invesment, to learn by doing and to improve
the qudity of ther products, is one that has been aggressvely, effectively and successfully
used by the East Asan countries (Singh, 1995).  Their experience suggests that trade and
indudtria policies thet teke advantage of the S& D provison on infant industry protection
could not have been successful without the imposition of export performance sandards.

Protecting the balance of payments

GATT Artide XVIII, Section B, provided deve oping countries with the flexibility to impose
quantitative import regtrictions to protect their balance of payments. This S&D provisonisa
recognition of the specid difficulties that the devel oping countries have often had in
maintaining baance of payments equilibrium as they pursue their development gods. Given
the volatile terms of trade and the greater susceptibility to externa shocksthat characterize
many developing countries, especialy those that are heavily dependent on the export of
primary commodities, these economies may suffer from undesirable "stop-go” cydes
associated with recurring balance of payments crises. The S& D provison under discussion
enables deve oping countries to use discretionary trade and payments controls for deding
with short-term baance of payments problems and hence permits them to commit themselves
to along-term development strategy without having to change direction abruptly a the onset
of abaance of payments criss.

A development drategy that includes strong dements of infant industry protection and import
subdtitution is not necessarily or inherently prone to externd payments ingtahility or "stop-
go" policy cydes. Macroeconomic sahility and externa balance are not incompatible with
any degree of trade protection. Regardless of its trade orientation, appropriate fiscal and
exchange rate policies should enable an economy to maintain externd baance. However,
the typicaly thin foreign exchange markets of deve oping countries may impose serious
condraints on the efficacy of exchange rate palicy in deding with abrupt and large externd
imbalances. Smilaly, the other important objectives of fiscd policy often preclude its
exclusive focus on baance of payments concerns. In these circumstances, many developing
countries have found the flexibility provided by GATT Article XVII1, Section B, particularly
useful in dedling with abrupt externa imbaances.
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Macroeconomic gability (which includes externd baance) is widdy recognized asa
necessary condition for fast and sustainable economic growth. Hence, afeasible
development strategy would aim a ensuring a current account balance while smultaneoudy
achieving arate of growth that is as high as possible. The balance of payments may be
viewed, in this context, as the main congraint to fast economic growth. It can be argued (see,
for example, Singh, 1996) that when trade and industria policy instruments such as import
controls and export promotion are effective in relaxing the balance of payments condraint,
they directly promote macroeconomic stability and thus enhance the prospects for long-term
growth.

Non-r ecipr ocity

Non-reciprocity isthe S&D provison that confers on developing countries the benefits of
trade liberdization in devel oped countries without requiring them to smilarly open up their
own trade regime. The benefidary developing countries would obvioudy gain, in terms of
improved exports, from additional and enlarged access to the liberdized markets of
developed countries. The liberdization of their own trade regimes would aso bring wdfare
gainsto the developing countries but these can be associated with sgnificant fisca cods
when adeveloping country is heavily dependent on trade taxes as a source of government
revenue. AsRodrik (1992: 312) points out, "practicd and adminidirative congderations
dictate that trade taxes will be an important source of revenue for a poor country; the poorer
the economy, the higher the reliance on trade taxes'. By implication, the lower a country’s
leve of deveopment, the more significant may be the nontreciprocity S& D provison.

Trade preference schemes

The acknowledged need of developing countries for specia assstance to gain accessto the
markets of developed countries is met through the S& D provision embodied in the GSP
schemes. The GSP arrangement has often been cited as the mgor eement of S&D treatment
for developing countries in the GATT/WTO framework that produces concrete benefits
(Whdlley, 1989).

The GSP was designed with three objectivesin view: to provide generdized, non-reciprocd,
and non-discriminatory system of preferences in favour of developing countries as a means of
increasing their export earnings, promoting their indudtridization and accderating their rates

of economic growth. Assessments of GSP benefits have typically focused on the first of the
three objectives, the implicit assumption being that the achievement of thisfirg objective
would probably be associated with the attainment of the other two. Based on this
perspective, there has emerged a broad consensus that the reduction o trade barriers by
deveoped countries, through various GSP schemes, is economicaly beneficid for

deve oping countries.

In principle, the GSP can be shown to yidd benefits to devel oping countries through severd
channels. First, since the GSP impliesthe reduction or diminaion of an import duty, it can

be expected to increase the volume of exports from beneficiary countries. Second, even if the
volume of export is not Sgnificantly affected, the GSP could il boost the returnsto the
exporters from developing countries. Third, if the GSP appliesin a case in which beneficiary
countries aso enjoy comparative advantage over dl other producers, the resulting positive
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trade effects are the same as those commonly associated with non-preferentid tariff
reductions. Fourth, when GSP gpplies in the case where the beneficiary countries do not
have comparative advantage over other producers, the preferences generate trade diverson
but the developing countries till derive benefits. In particular, such benefits may feed into
more dynamic long-term effects to the extent that they enable infant industries to grow and
ultimately permit the evolution of compardtive advantage.  1n sum, any trade induced by the
GSP would generate, from the perspectives of beneficiary developing countries, a higher
return on the resources used than would ordinarily be available without preference.

Various studies (e.g., Badwin and Murray, 1977; Sgpir, 1981; Karsenty and Laird, 1986;
Langhammer and Sapir, 1987; Laird and Saair, 1987) have attempted to estimate the actua
quantitative trade benefits derived by deve oping countries from various GSP schemes. In
generd, these estimates relate potentia trade benefits to the volume of dutiable imports of
preference granting developed countries and the product coverage of each GSP scheme. The
letter varigble determinesthe level of imports digible for GSP treetment. While the levels of
GSP-digible and GSP-receiving trade provide an indication of trade benefits, a more correct
indicator is the additiond trade, emanating either from trade creation or trade diversion or
some combination of both, that results from the preferentid scheme.

The studies generdly show that the various GSP schemes have yielded benefits to the
preference-receiving countries. According to Laird and Sapir (1987), roughly 50% of
dutiable importsin OECD countries up to the early 1980s were GSP-digible; of this, only
50% actually received GSP treetment. Hence, only 26% of the dutiable imports of the
OECD countries from beneficiaries of their schemes actualy enjoyed GSP treetment. Inits
review of the first decade of GSP schemes, UNCTAD (1985) broadly confirms this genera
result for 1982. According to this source, total imports of OECD preference-giving countries
from developing countries anounted to $267 hillion, out of which only $63 hillion (or 24%)
were digible for GSP trestment and only $28.2 hillion (or 10.5%) worth of imports actudly
received preferentia treatment. A decade later, UNCTAD (1995) showsthat in 1993, total
imports of preference-giving countries from GSP beneficiaries amounted to about $439
billion, of which gpproximetely $305 hillion (or 69.5%) weredutible. But only $172 billion
(or 56.3%) were GSP-digible and, of this only $82 hillion (or 47.9%) actudly received GSP
trestment. In other words, only 27% of dl dutiable imports were granted preferentid access.

For 1983, Lard and Sgpir (1987) edtimated that up to $4.6 hillion worth of imports by OECD
countries could be atributed to various GSP schemes. While this gain was due mostly to
trade crestion, it represented only 8% of beneficiary country exports to OECD markets and
less than 4% of dutiable OECD imports. Over the 1976-1993 period, the totd vaue of
preferential imports under various OECD GSP schemes increased at an average annua
growth rate of 12.7%, from $10.4 billion to $79 billion (UNCTAD, 1995: 6).

Since the GSP schemes cover mostly manufactured products, developing countries with

wider indugtrid and more diversified manufactured exports have gained more than those
relying on exports of agriculturd products and raw materids. Hence, up to the early 1980s,
there was aremarkable concentration of GSP benefits among afew devel oping countries, the
top three (Hong Kong, South Korea, and Taiwan) accounted for as much as 45% of totd GSP
gains. The concentrated nature of GSP benefits remained largely unchanged through the

early 1990s. UNCTAD (1995) reportsthat in 1992 between 6 and 12 of the largest
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beneficiaries accounted for 71%— 80% of the preferentid imports of Japan, the United States
and the European Union. In summary, it is clear that GSP schemes provide some benefits to
preference-receiving countries. The gains o derived are rdatively smdl, how ever, when
compared with the total exports of developing countries and are heavily concentrated in afew
beneficiary countries.

Preferences and African trade

Y eats (1994) offers acomprehensive andysis of specia trade preferences and their
consequencesfor African trade. This analysis shows that as aresult of Lomé preferences, as
much as over 95% of each African country's exports enter the EU duty-free. In addition, and
as Appendix B shows, non-ail exports from six African countries (Congo, Gabon, Guines,
Niger, SierraLeone and Tanzania) face azero duty rate in the EU market; Uganda faces the
highest duty rate of 0.6%, while Togo and Zambia follow with arate of 0.5%. Non-all
exports from other African countries attract EU import duty rates ranging from 0.1% to 0.4%.

Thesereatively low preferentid tariff levels provide African countries with pre- Uruguay
Round preference tariff marginsthat are severd percentage points lower than those facing
non-preference receiving exporters of Smilar productsin the EU market (again, see Table 2).
The smallest preference tariff margins (i.e.,, lessthan 2 percentage points) apply to non-all
exports from Ethiopia, Liberia and Sudan; the highest (most 5 percentage points) gppliesto
exports from Sweziland. For the mgority of African countries, non-oil exportsenjoy
preferentid tariff margins of 2 to 4 percentage points in the EU market.

Lomé trade preferences are not without retrictions, which inherently limits their impact. In
particular, the ability of many African countriesto effectively and fully utilize the available
Lomé preferencesis diminished by cellings, quotas and other non-tariff barriers that apply
goparently independently of the preference scheme. In addition, in severd instances rigid
rules of origin have dso frustrated attempts to use the preferences.

The various preferentid trade arrangements (including Lomé) that have been designed to
benefit African trade have, on the whole, had arather disgppointing impact. They have
cearly faled to hep Africaexpand and diversfy its exports or even to maintain the region's
share of EU or world export markets. In spite of the trade preferences enjoyed by many
African countries, the region has continued to rely on afew primary commodities; it started
to lose its market share internationaly from the 1970s and over 20 years of specid trade
preferences have nat succeeded in turning thistrend around. The region certainly derives
some vaue from the preferences but when related to the experience of other regions, it seems
reasonable to suggest that trade preferences that are not associated with outward-orientation
and export-enhancing policiesin the recipient countries may be neither a necessary nor a
sufficent condiition for good export performance.

While this suggestion appears to be cons stent with Africa's aggregate performance, it is
important to note that severa African countries have derived important gains from specia
trade preferences. Mauritius derived as much as 6% of its GDP over 1990-19%4 from
trandfers linked to the price stability and guaranteed market access provided by the sugar
protocol of the Lome convention. Similarly, Botswana received annua payments averaging
24 million ECU from its export of beef to the EU under the beef and ved protocoal of the
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Lomé Convention. In the same way, Lomeé preferences have played a significant role in those
SSA countries exporting tobacco and other products covered by the protocols. In addition,
severd countries (including Mauritius, Kenya and Zimbabwe) that have succeeded in
diversfying into non-traditiona exports (such as clothing, processed fish, horticulturd

products, etc.) have achieved ggnificant gainsthat can be dosaly associated with the specia
trade preferences.

When fuly implemented, the Uruguay Round agreements will significantly reduce trade
barriers and the resulting tariff reductions will, no doubt, erode the preferentid tariff margins
currently enjoyed by many African countries. To the extent that they suffer significant
erosion of their trade preferences, they would aso incur trade losses as their competitive
positions deteriorate in the OECD markets and their exports are displaced by those from other
countries

Whileit is generaly agreed that the generdized reduction of tariff barriers resulting from the
Uruguay Round will endanger Africas preferentid tariff margins, estimates of the
corresponding loss in exports vary. For example, one set of estimates (Y eats, 1994) suggests
that complete liberdization of mos-favoured nation tariffs in the EU would generate totdl
trade losses of over $250 million in Africa; for the 30 mgjor SSA exporters, these losses
would represent as much as 2% of their current export vaues. According to this estimate, the
big loserswould be Céte d'lvaire ($57 million), and Mauritius and Kenya (with $25 million
each). These estimates thus suggest that African countries will likely experience large net
trade losses as aresult of the impending Uruguay Round tariff cutsthet virtualy diminate
ther preferentid tariff margins.

These estimates probably reflect the worst case scenario, however. Other estimates (e.g.,
Harrold, 1995) offer reasons why African trade losses resulting from the erosion of their tariff
preferences are unlikely to be very large. Preferentid tariff margins on many manufactured
products are aready quite smdl. In any case, manufactures condtitute only a small

proportion of Africastota exports. The predominant proportion of trade preferences benefit
agriculturd products and, as they apply to agriculture, Uruguay Round agreements are
unlikely to generate agreet ded of liberdization in the immediate future. Preferentid access
to EU markets will, in many cases, be safeguarded through dlocation of minimum access
quotas to qudifying African countries, a least until the expiration of LomélV. Thus,
preferentid gains derivable from the agriculturd protocols, fishing agreements and textiles
will ill be available. Based on these consderations, Uruguay Round changes are expected
toinflict atrade loss of $5.25 million on African countriesin the EU markets. Note that even
these lower estimates till indicate that African countries will suffer sgnificant trade losses as
aresult of the eroson of their Lomé trade preferences.

The estimates of trade losses resulting from the erosion of Africas Lomé preferences do not
take explicit account of the possible effect on export supply response of  recent policy

reforms and the increasing shift towards an outward oriented development strategy in many
African countries. An important factor behind Africas ineffective utilization of the market
access opportunities provided by Lomé preferencesis clearly inadequate export supply
response, especidly with respect to manufactured products. To the extent that the emerging
shift to greater outward-orientation is accompanied by more robust export response, the
potential African trade |osses associated with the region's preference erosion could be much
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larger than any of the current estimates suggests. This point has a second and equdly
important implication. Many African countries have been embarking on difficult structura
adjustment and policy changes amed ultimately e dtering incentives to favour outward
orientation and the promotion of a diversified basket of exports on the assumption that
preferentid market accessis guaranteed under the Lomé framework. Any fundamental and
adverse change in this basic assumption—whether caused by significant preference erosion
or the unraveling of the Lomé framework itself —could have disastrous consequences for
overd| policy reformin Africa

4. Costsof S& D treatment

Critique of S& D provisonsin the GATT/WTO framework comes from severd directions.
Sometimes, the critique reflects the belief that there is nothing specia about developing or
low income countries that could set them apart for any S&D treatment, particularly in the
area of trade policy. At other times, the critique is based on the ideathat trade-restricting
development Strategies impose an unnecessary cost on developing countries insteed of
assgting to peed up their development process. Whether specific S&D provisons give
developing countries an undeserved "freeride” in the globd trading system or permit them to
auffer from the salf-inflicted pain of wrong-headed palicies, various criticisms of these
provisonsimply that they are associated with certain cogts thet are borne ether by the
"bendficiary" deve oping countries themsdves and/or by the globad trading sysem asa
whole

Costs of infant industry and balance of payments protection

Focusing specificaly on S& D provisons rdating to infant industry and balance of payments
protection, Hudec (1987) considers them harmful on at least two counts;, firgt, they permit
developing countries to take "market-digtorting” measures, and second they amount to the
abandonment of any redl effort to limit or control the use of such measures by these
countries. To the extent that the use of such "market-digtorting” measures are, indeed,
counterproductive, they could impose a cost on the developing countries themsalves. This
basic criticism can be (and has been—see Whalley, 1989) taken further. The continued
judtification for the S& D provision on baance of payments protection is questioned in the
belief that, in the current economic environment, exchange rate changes supported by
gopropriate macroeconomic policies should be adequate for balance of payments
adjusments. Thus, the continued use of quantitative import control measuresto ded with
externa imbalances when more effective price-based and non-market-distorting aternatives
are available would impose a resource dlocation inefficiency cost on the economy.

Both strands of this basic criticism ignore or assume away those specid features of
deveoping and low income countries whose explicit recognition gave birth to the S&D
provisonsin thefirst place. When gppropriate markets are missing or underdevel oped for
various reasons, price-based measures are unlikdly to provide correct sgnas for efficient
resource dlocation decisons. Notions of inefficiency costs associated with ingppropriate
policiesin the context of well functioning markets with full information do not typicaly carry
over into Situations where these assumptions are patently violated.

Less fundamenta objectionsto these S& D provisons have aso been raised. Baance of
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payments jutification for quantitative import redtrictions may have a hidden sectord
protection intent. Thus, because of more stringent procedurd requirements of GATT Article
XVIII, Section C, compared with those of Section B, some developing countries gppear to
have found it relaively easier to obtain GATT "cover” for infant industry protection under
the guise of baance of payments protection. In making this suppostion, Anjaria (1987)
arguesthat in alarge mgority of developing countriesthat declared Article XVIII B
restrictions, the measures covered less than haf of import categories; moreover, if these
restrictions were truly for balance of payments purposes, they would cover al import
categories.

This argument misses an important retionae of baance of payments protection in developing
countries. Typicdly, the god isto maintain current acoount balance at arate of economic
growth thet is as high as possible. In this context, imports of cgpital and intermediate goods
aretreated as "essentid” and are thus protected from import control measures. As aresult,
quantitative import restriction measures taken for balance of payments purposes tend to cover
"non-essentiad” consumer goods primarily, not necessarily because there are any exigting
indudtries in this sector to be protected but smply because they condtitute the "discretionary”
imports thet can be curtailed without derailing the country's development programme.

The down side of non-reciprocity

The S&D provision that grants non-reciprocity rights to developing countries can, in
principle, be asociated with at least two different types of costs. Firdt, lack of reciprocity
may make it more difficult for developed countries to reduce trade barriers to exports from
developing countries. Second, absence of obligatory and binding reciprocity may preclude
the GATT/WTO from serving as an "agency of restraint” for developing countries and thus
meake it more difficult to ress the clams of loca protectionist interest groups.

The second type of cost may be particularly Sgnificant.  As Wolf (1987: 664) argues, "a
principa reason for participation in GATT negatiationsis not just to obtain improved access
abroad but to make it politicaly esser to liberdize at home'. A reciprocaly bargained
internationa agreement can, in this context, strengthen the hands of a developing country thet
wishes to resist undesirable protectionist measures championed by locd producers. It is not
necessaxily the case, however, that the non-reciprocity S&D provision removes theright of
any developing country to use the GATT/WTO inditutiond framework as an agency of
restraint, Snce the provision does not prevent deve oping countries from reducing and
binding their tariffs

Thefigt type of cost associated with non-reciprocity assumes that developed countries would
treet exports from developing countries more liberdly if amutudly reciprocd rdationship

was established (Hudec, 1987). There may be some substance to this assumption. It appears
that certain restrictions on the coverage of various GSP schemes as well as pressuresto
"graduate’ certain product groups and developing countries out of the GSP are not entirdy
unrelated to lack of reciprocity. For the mgority of developing countries, however, it does

not seem clear that their commitments to reduce trade barriers againgt exports of developed
countries play asignificant role in determining the amount of market access they can expect

in retun.
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The disadvantages of trade preferences

Criticiams of various GSP schemes focus largely on their many limitations, which preclude
the redization of the full benefits that they could generate if they had been implemented, as

originally concaived, as "generdized and nontdiscriminatory” preferentid systems. [ effect,
the costs ated with the GSP emanate largely from these limitations.

First, Sncethe GSP provisions are non-contractua and therefore subject to unilaterd
modification or withdrawa & the pleasure of preference-granting countries, they may not
provide ardiable and stable basis for investment decisons. Long gestation types of
invesments made in developing countries on the badis of incentives provided by the GSP
may be jeopardized by sudden changes and modifications to the system. Second, Wang and
Winters (1997) argue that trade preferences impose significant costs thet could ultimately
ubvert long-term development. It is suggested, in particular, thet the desire to retain the
privileges of GSP schemes open preference-receiving countries to immense pressures to
acoept various conditions impased by preference-granting countries, while the incentives
generated by GSP schemes tend to creete ingfficiencies in production and trade, divert
resources from critical sectors and encourage rent-seeking instead of productive invesment.

5. Concludingcomments

The various S& D provisons that evolved in the context of the GATT/WTO framework were
established in response to the specid problems of developing countries and againgt the
background of the prevailing views of the development process. Many of these specid
problems, especidly those emanating from underdevel oped and missing markets, imperfect
information, and economies of scae, continue to be reevant, particularly in the developing
countries of Africa The underlying philosophica view of trade policy and itsrole in the

devd opment process has undergone more dramatic changes. Common policy thrusts,
reflecting current thinking, generdly emphasize the opening of developing country

economies to world markets and dimination of anti-export biasesin domestic policies. Yet,
inthelight of sgnificant market failures that remain in many developing countries, there
continues to be an important role for trade and indudtrid policies aimed at building the

domestic capacity to manufacture arange of products, developing technologica capabilities

to support this effort, and promoting exports. Both theoretica consderations and the

practical experience of East Adan countries suggest both that government intervention is
often necessary and that a performance-based reward system can serve asan efficient subsdy
dlocaion sysem.

Viewed from this perspective, the interests of developing countries would be better served by
an andyticaly based ddiberative process in the context of which each of the various S& D
provisonsis reviewed and, where necessary, suitably reformed. A dispassionate analysis of
accumulated devel opment experience would not support the totd diminetion of the S&D
provison for infant industry protection; whet it might suggest could be atighter formulation

of the rdes and enhanced surveillance of their implementation. A preference for price-based
measures over quantitative control measures for dedling with balance of payments problems
makes sense in circumstances where foreign exchange markets can be rdied on to restore
externd baance without causing large domestic didocations. In other words, the thinness of
the typica developing country markets and the grester terms of trade volatility to which such
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countries are susceptible deserve careful consideration in reformulating an S& D provison on
the management of baance of payments that would not only be efficient but dso effective
and equiteble.

Following the concluson of the Uruguay Round, non-reciprocity in its full sense has
probably receded into the status of anon-issue. Many devel oping countries have been
engaged in the unilatera liberdization of ther trade regimes, they made some tariff
concessions during the round and have agreed to bind ther tariffs. It should be clear,
however, that reciprocity does mean that developed, developing and leest developed
countrieswill have the same tariff levels. It isnot unreasonable for developing and lesst
developed countriesto retain the discretion for the disciplined use of appropriate trade and
indudrid policies for the purposes of protecting and promating infant indudtries, dedling with
chronic balance of payments problems and deriving fiscd revenue,

In spite of the severe limitations thet rob it of its full potentid, most sudies of the GSP
scheme confirm it has yielded over time smal but sgnificant benefits, particularly to those
deve oping countries that had acquired the gppropriate supply-response capabilities.
Interestingly enough, such mgor GSP beneficiaries have nat, in fact, suffered from any of the
"cods' theoreticaly associated with the scheme. This suggests that the reform of the system
should focus specificaly on those limitations—product coverage, gradugtion criterig, rule of
origin and ssfeguards—with regard to which multilateraly negotiated changes might further
enhance the benefits derivable from the scheme.

Appendix A
Post-Uruguay Round S& D Provisions
Subject Developing Countries Least Developed
Countries
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2. Balance of payments

3. Subsidies
- export

- import substitution

4. Anti-dumping

5. TRIMs

6. Technica barriers To
Trade

7. Customs vauation

» Measures extendable
for an additiona
duration of 2 years
beyond the generd limit
of 8years

* Can re-gpply messures
more often

* No safeguard action can
betaken againg a
product originating ina
developing country if its
share of importsisless
than 3% or not more
than 9% for agroup of
developing countries.

» Smplified consultation
process applies

* Not prohibited for
LDCswith per cap.
income <$1000

* Not prohibited for 5
yearsfrom 1995

» Specid consderaion
when actionis
contemplated

» Temporary deviation
alowed for
balance of payments
protection

* Elimination of
prohibited messures
within 5 yearsfrom
1995

* Time extenson can be
requested

* Developing country
members not bound to
useinternaiona
standards

* Technicd assstanceto
be provided

 Same asfor developing
countries

« Not prohibited

« Not prohibited for 8
yearsfrom 1995

» Sameasfor developing
countries

« Sameasfor developing
countries

* Elimination of
prohibited measures
within 7 yearsfrom
1995

» Time extenson can be
requested

« Same asfor developing
countries

 Same asfor developing
countries

Least Developed
Countries

» Sameasfor developing



8. Agriculture
- Taiff reduction

- Domestic support
- Bport subsidy

9. Textilesand clothing

10. Sarvicss

11. TRIPS

12. Dispute settlement
process

implementation for a
maximum period of 5
years

* Lower leves of
reduction over longer
period

» More favourable
treatment for small
producers

» Specid condgderaions

* Technicd assstance
* Longer trangtion

period: 5years,
extendableto 10

23

countries

« No commitment required

* No commitment required
« No commitment required

* More favourable
treatment

« Same as developing
countries

« Longer trangtion
period; 10 years subject
to further extension

« Obligatory provision for
good offices,
conciliation for
mediation



Appendix B: Theincidence of OECD tariffson selected sub-Saharan African countries

OECD average European Community Japan United States
Exporting country African Preference African Preference African Preference Africen Preference

tariff margin tariff margin teriff margin teriff margin
Angola 0.2 -1.5 03 32 18 0.0 01 -004
Botswana 03 2.8 01 29 00 2.1 35 -1.1
Cameroon 04 25 01 2.8 00 0.0 21 -1.1
Centra African Republic 0.2 2.2 02 2.3 0.0 0.0 0.0 -1.1
Ched 04 2.7 0.2 29 25 0.0 16 0.0
Congo 01 1.4 00 22 00 0.0 03 -1.6
Cote d'lvoire 0.7 3.1 03 33 12 0.5 33 -2.0
Ethiopia 0.7 -1.3 01 -1.9 15 -1.3 20 04
Gabon 0.6 2.0 00 2.7 00 0.0 29 0.7
Ghana 10 22 0.1 31 23 0.0 26 -0.9
Guinea 0.6 2.3 00 29 18 -1.9 19 -1.0
Kenya 05 33 0.2 35 24 11 31 -2.3
Liberia 0.6 1.7 0.3 -19 0.0 0.3 25 -11
Madagascar 05 2.0 04 2.7 08 0.2 0.8 -1.0
Malawi 11 2.4 01 35 0.0 0.1 54 -0.6
Mdli 04 34 0.2 35 00 -1.6 31 -2.2
Mauritania 17 2.3 0.2 39 36 0.4 12 -1.6
Mauritius 13 3.1 02 34 48 11 6.4 -1.8
Niger 01 3.0 00 3.0 00 0.0 33 -16
Nigeria 27 0.9 0.1 2.6 37 0.8 5.2 0.7
Senegd 05 33 03 35 36 0.1 49 -1.2
Seraleone 05 31 00 4.0 26 0.7 23 -0.2
Sudan 01 -1.5 01 -1.9 00 0.0 0.7 -1.0
Swaziland 08 4.4 05 4.9 6.7 -3.0 35 -19
Togo 03 2.8 0.2 2.8 9.8 0.8 0.2 -2.8
Uganda 09 24 0.6 3.0 00 0.0 21 -0.3
United Republic Tanzania 0.1 2.3 0.0 25 14 -1.0 0.0 24
Zaire 0.3 21 01 24 0.0 05 13 -11
Zambia 0.3 1.7 05 29 0.0 0.6 14 -14
Zimbabwe 09 25 0.2 33 12 -1.0 40 -1.0
Notes:
1 Negative values show the average preferentid tariff margins (in points) that the African exporter has over dl other exporters of the same goods.
2 Positive vauesindicate that the exporter faces ahigher than average tariff dueto preferences other countriesreceive.

Source: Yesats (1994).
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