Preliminary analysis: Some ways in which MDGs are affected by
North-South free trade agreements (FTAs)! and the WTO

Introduction

The ability of developing countries to achieve the Millennium Development Goals (MDGs) can be
affected by a number of factors, including trade agreements. This note only looks at the effects of
trade' agreements on the ability of developing and least-developed countries (LDCs) to achieve the
MDGs.

This note mostly only considers the steps some United Nations documents recommend as those that
should be taken to achieve the MDGs and the effect of trade agreements on the ability to implement
these measures. This analysis does not independently consider what steps should be taken to achieve
MDGs and the effect of trade agreements on these other steps.

For the purposes of this preliminary analysis, the note does not trace the way in which one MDG can
affect another. For example, if people cannot afford the medicines they need, they may be unable to
work and therefore fall into greater poverty and hunger.

The note also only looks at some of the more common main provisions in these trade agreements and
does not analyse the implications of provisions still being negotiated where the outcome is unclear,
such as disciplines on domestic regulations in services at the World Trade Organization (WTO). This
preliminary level of analysis also does not consider the indirect implications of trade agreements on
MDGs. For example, tobacco control measures have been challenged under investment provisions. If
these investment provisions prevent tobacco control, more people will suffer and die from tobacco-
related diseases, such as lung cancer, which will reduce that family’s earning capacity and therefore
increase their exposure to extreme hunger and poverty.”

Each country should therefore do its own detailed analysis of the direct and indirect implications of all
of its trade and investment agreements (both existing and proposed agreements) for the MDGs and its
other development goals.

What about the positive benefits of trade liberalisation?
The table below does not consider the claimed positive benefits of trade liberalisation for developing
countries via these trade agreements, such as:

More foreign direct investment (FDI) in the developing country

Claims are often made that more FDI will flow to the developing country if it increases its intellectual
property protection. However, this has not been proven to occur.’ If developing countries want to
provide stronger intellectual property protection, they can always do this unilaterally, without binding
it in a trade agreement, as this can then be reversed if it proves to be problematic.

Claims are also made that if the developing country liberalises investment in the trade agreement, this
will bring more FDI. However, this may in fact result in FDI in sectors which the developing country
wished to preserve for its nationals but was forced to open to foreign investors in the trade agreement.
If developing countries want to liberalise investment in certain sectors, they can always do this
unilaterally, without binding it in a trade agreement, as this can then be reversed if it proves to be
problematic.

! This includes economic partnership agreements (EPAs)

? Another example of an indirect effect is financial crises (caused by financial liberalization etc) can reduce
government revenue due to falls in tax revenue. Lower government revenue means governments have less
money to spend on achieving the MDGs.

? See for example: PJ Heald, Information Economics and Policy 16 (2004) 57-65 and ‘TRIPS, Patents,
Technology Transfer, Foreign Direct Investment and the Pharmaceutical Industry in Malaysia’, Ida Madieha
Azmi and Rokiah Alavi, Journal of World Intellectual Property, Vol 4 No. 6, November 2001.



Others assert that due to the fact of the trade agreement, FDI will increase to the developing country
who signs such a trade agreement. Yet this has not been proven to occur as a result of trade
agreements. In fact ‘tariff jumping’ FDI is likely to decrease once the developing country lowers its
tariffs according to the World Bank.*

Increased exports

Developing countries who expect to increase their goods exports to the developed country due to the
developed country lowering its tariffs in the trade agreement may be disappointed with the results
because:

e developed countries often do not significantly lower their tariffs in these trade agreements as their
average tariff is already low (eg 3%) and the tariff peaks are often not lowered in these trade
agreements as they are excluded from liberalisation as sensitive products

e cven if any additional market access is obtained (eg through an FTA), this is often eroded as the
developed country party provides similar market access to other developing countries via
FTAs/WTO/preferences etc.

e rules of origin and non-tariff barriers can make it difficult to make use of any additional nominal
market access due to lower tariffs

e least developed countries etc often do not have the supply capacity to make use of even their
existing market access (for example under non-reciprocal preference programs such as Everything
But Arms), before these reciprocal trade agreements come into force, let alone any additional
market access due to these trade agreements.

e Any increase in exports by the developing country may be outweighed by a greater increase in
imports due to the developing country having to lower its tariffs in these reciprocal trade
agreements. This would worsen the balance of payments, which is already a chronic problem in
many developing countries.

Increased innovation/research/technology transfer

It is frequently claimed that increasing intellectual property (IP) protection in the developing country
will increase the developing country’s innovation/research and development/technology transfer.
However, this has not been proven to occur.” If developing countries for some reason want to provide
stronger intellectual property protection, they can always do this unilaterally, without binding it in a
trade agreement, as this can then be reversed if it proves to be problematic.

Increased aid:

Developing countries need accessible, additional funding (rather than diverted from existing
health/education etc projects) from the developed country party, that is legally bound (in an
enforceable way) to be delivered for the duration of the trade agreement and fully compensates
developing countries for losses due to the trade agreement. However, this is unlikely to be provided,
as can be seen in existing FTAs.

* Regional integration and development, M Schiff and Alan Winters, World Bank, 2003. For example this was

the case in ASEAN, Bhalla AS and Bhalla P, 1997, Regional blocs: building blocks or stumbling blocks?, New

York, St Martin’s Press and Mercosur: Regional integration and development, M Schiff and Alan Winters,

World Bank, 2003.

> See for example Commission on Intellectual Property Rights, Study Paper 1b, Intellectual Property Rights,
Technology and Economic Development: Experiences of Asian Countries, Dr Nagesh Kumar; EGA press
release: Brussels, 10 November 2005, a Call to Review the Patent System, IPH 10/11/2005; FM Scherer,
Comments in Robert Anderson and Nancy Gallini (Eds), competition policy and intellectual property rights
in the knowledge-based economy, University of Calgary Press, Alberta 1998 PJ Heald, Information
Economics and Policy 16 (2004) 57-65 and ‘TRIPS, Patents, Technology Transfer, Foreign Direct
Investment and the Pharmaceutical Industry in Malaysia’, Ida Madieha Azmi and Rokiah Alavi, Journal of
World Intellectual Property, Vol 4 No. 6, November 2001.



Benefits for manufacturing/consumers etc in the developing country from its services
liberalisation:

Some claim that if a developing country liberalises services in one of these trade agreements, its
consumers etc will enjoy more choice. However, this may not in fact occur as foreign service
providers cherry-pick the profitable sectors (such as banking and telecommunications services in
cities only) and local providers have to drop the less profitable sectors (eg in rural areas) to compete
with the foreign providers. Furthermore, this can always be obtained by unilateral services
liberalisation, without having to bind it in a trade agreement.

There are also assertions that if a developing country liberalises its services in a trade agreement, its
consumers will enjoy lower prices If this in fact occurs, (see above), this can always be obtained by
unilateral services liberalisation, without having to bind it in a trade agreement.

Increased services exports

Developing countries may be seeking services market access by reciprocally liberalising services in a
trade agreement. However, according to the United Nations Conference on Trade and Development
and the United Nations Development Programme, developing countries are unable to export services
because they:

e Have insufficient human resources and technology to meet the professional and quality standards
required

e Have insufficient financial capacity
e Cannot offer a package of services

e By comparison, developed countries have huge firms (eg 80% of the world tourism market
belongs to three companies), worldwide networks and vertical integration.

o The comparative advantage of developing countries is labour, so they may particularly want
market access in Mode 4 (movement of people), but existing trade agreements show that:

= Developed countries are not offering market access for unskilled labour and

= for skilled jobs (such as lawyers, doctors, accountants, engineers, nurses etc), developing
countries will still need:

= visas (which are not being offered by the developed countries in trade
agreements),

» recognition of their qualifications (which are also not really being offered by
developed countries in trade agreements) and

= citizenship (in some cases) of the relevant European Union (EU) country to
practice their profession in some service sectors (citizenship is also not being
offered by the EU in its FTAs).

Lower cost and/or higher quality government procurement (GP)

Developing country may be told that liberalising GP (by opening it to foreign providers and products)
in a trade agreement will enable the government to buy products at lower prices and/or higher quality.
Yet this can be achieved by liberalising government procurement unilaterally, without binding it in a
trade agreement

Increased technology transfer (TT)
TT is actually less likely due to trade agreements, including because:

o stronger IP by the developing country makes it harder to access the technology affordably,

o lower tariffs by the developing country makes it more likely the technology will be exported to
the developing country, rather than built locally with the processing technology and knowledge
transfer that involves



e services and investment liberalisation by the developing country make it more difficult to directly
require technology transfer, or require the forms of investment that make it more likely
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