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South-South Trade

Increasing trade and investment between developing countries by reducing trade
barrierscould bring real benefitsin terms of employment and incomes. It can also
promote improved political relationships between countries, such as India and China, and
enables countries to reduce their dependence on markets in the industrialised countries.
Since two-thirds of South-South trade isin manufactured goods, it can also promote
industrialisation, though this benefit islikely to be restricted to the larger developing
€conomies.

However, becausethere are great differencesin the size and level of development of
Third World economies, full liberalisation of South-South tradeisnot desirable. It
may not be sensible for smaller African countries, for example, to completely open their
markets to Brazilian agricultural exports or Chinese clothing. Getting the balance right
between further liberalisation and the appropriate protection of vulnerable farm sectors and
infant industries will be amajor challenge to economic policy makers. Getting it right is
also critical in order to maintain the unity of developing countries at the WTO, notably the
good relations between the G20 and the G9O.

Inthe WTO, the rich countries endlessly repeat the mantra that increasing South-South
trade isvital for development and is one of the great potential gains of the Doha
Development Round. There is some truth in this but, in the words of the parable, the rich
countries are pointing out the mote in the Third World eye while denying the beam in their
own. Focussing on barriersto South-South trade conveniently distracts attention from
Northern protectionism, which isa critical issuein world trade talks. Industrialised-
country markets are 75% of world GDP so it isabit much to argue that the one big issueis
for developing countries to trade more amongst themselves.

The South-South rhetoric from the EU also includes reference to how the more advanced
devel oping countries should offer non-reciprocal market access to less devel oped countries
—aproposal which has merit but which is also designed to strengthen the notion that the
more advanced countries should really be treated like industrialised countriesin trade talks,
and thus be expected to negotiate everything on afully reciprocal basis.

This is the context in which a number of G77 countries have launched a new round of trade
talks among themselves — see the section below for further details.

So what is the importance of South-South trade, and how does it stand at the moment?



Thefirst key point is that while there may indeed be too many barriersto South-South
trade, the picture often painted by industrialised-country trade officials of grossand
immobile protectionism is completely wrong:

- Inthe 1990s, South-South trade grew at double therate of world trade, so that it
now accounts for more than athird of developing country exports - about $650 billion.
In 2001, South-South trade accounted for 11% of global merchandise trade.

- Two-thirds of South-South trade occursin Asia, but intra-Latin America trade has been
doing very well too, growing faster than trade with countries outside the region during
the 1990s. In the Andean common market, over last 30 years, internal trade grew five
times faster than trade with outside partners.

- Chinais now Brazil's second trade partner. In the period January-July 2003, Brazil's
exports were 150% higher at $2.53bn than in the same period in 2002. China's salesto
Brazil rose 33% to $1.07bn. 35% of Brazil'strade is now with G20.

- Mercosur-SACU-Indiatrade is now worth about $4.6bn, and there are plans to increase
to thisto $10bn by 2007. India/Brazil bilateral trade reached $1.2bn in 2002, which is
still not substantial given the size of both economies, but isagood start. Mercosur is
now negotiating tariff reductions with India on 600-800 products, which will be India's
first extracontinental trade agreement and could lead to a free trade area.

- Indias exports to Chinain the first semestre of 2003 grew at over 100%, above the 96%
growth recorded in 2002. Both countries are targeting $10bn by end-2004. These
impressive growth rates are partly possibly because of the low starting point, but
nevertheless reflect very dynamic trends.

Africahas participated less in this expansion of South-South trade. Intra-African trade, for
example, accounts for less than 15% of the region’s exports. Given that African countries,
along with other developing countries, have taken stepsto liberalise trade, it is clear that
there are supply-side constraints on Africaincreasing its share of South-South trade.
Further import liberalisation will not automatically boost African exports—this needs
to belooked at on a country-by-country and sector-by-sector basis.

The growth in aggregate South-South trade is partly afunction of rapid growth in the
Chinese and Indian economies over the last two decades, but tariff reductions have played a
role:

- Over thelast 15 years, developing countries average tariffs came down from 25%
to below 15%, albeit often under the auspices of structural adjustment programmes.

- Inthe period 1992-2001, Chinas weighted average tariffs were cut from 40% to 13%.
They will be halved again over the next five years under the WTO accession agreement.



- India, contrary to the image promoted by the rich countries, has reduced applied tariffs
by 71% since 1991.

Apart from the GSTP initiative announced at UNCTAD, many developing countriesare
now discussing or negotiating bilateral or regional integration agreements, which will
futher reduce barriers to trade. These include:

- South AsiaFree Trade Area (SAFTA)

- South Africa/Brazil agreement, which could become a SACU/Mercosur agreement.

- South Africais also talking to Kenya, India, Chinaand Nigeria about bilateral
agreements.

- Mercosur is deepening links with the its associate members (Chile and Bolivia) and
with the other Andean countries.

Overall, therefore, South-South trade is accelarating at a very fast rate, and there are many
political initiatives which can take this process further.

What is GSTP?

At the UNCTAD XI conference, a group of developing countries have announced the
launch of around of South-South trade liberalisation negotations under the framework of
the Agreement on the Global System of Trade Preferences Among Developing Countries
(GSTP).

The GSTP Agreement, which dates from 1989, provides a framework for mutual
trade and economic cooper ation among developing countries, through the exchange of
mar ket access concessions. I n contrast tothe WTO, GSTP participants are not
required to extend the benefitsthey give one another to the industrialised countries. It
isnot entirely clear if benefits negotiated by some of the GSTP signatories must be
extended to all signatories— thisissue is under discussion. GSTP does, however, allow for
non-reciprocal concessions to LDC members.? GSTP is consistent with GATT rules
(Enabling clause).

The GSTP was originally an initiative of the Group of 77. It entered into force in 1989,
ratified by 41 countries, but never became an effective forum for South-South trade
liberalisation. The members, who now number 44, wish to revive the GSTP by launching a
new round of negotiations and by extending the membership to other countriesin the G77
and to China.

! Trade within the South Asiaregion is till only 5% of the region’s total trade (cf ASEAN intra-regional
trade at 35%), but this low figure is partly a product of India and Pakistan’s poor political relationship.

2 One of the found ng principlesisthat “the specia needs of the least developed countries shall be clearly
recognized and concrete preferential measuresin favour of these countries should be agreed upon; the least
developed countries will not be required to make concessions on areciprocal basis’ (G77 Website)



Existing members include most of the larger developing economies (with the exception of
China and South Africa) and half adozen LDCs.? Participation in the GSTP is also open to
regional groupings; Mercosur isamember. Trade among the 44 memberstotals nearly
two trillion dollars—or about 55% of South-South trade.*

GSTPisnot part of the WTO system and is serviced by a secretariat in UNCTAD.
Parti cipants finance operations through voluntary contributions.

In 1986, the first Round of GSTP Negotiations was launched, with the GSTP Agreement as
aprovisional legal framework. This concluded in 1988. The second round (1991-1998)
concluded with 28 countries exchanging tariff concessions. However, these have not yet
been implemented due to lack of ratification by participants. In 2000, the GSTP Committee
of Participants launched initiatives to improve the operation and administration of the
Agreement.

GSTP-negotiated market access agreementsto date are not economically significant.
The reduction of tariff barriers in developing countries has happened through unilateral
action (often under pressure from the IMF and World Bank,) and through multilateral and
regiona agreements. GSTP negotiations have suffered from the unwillingness of some
members to make concessions in the hope that they could gain benefits for free® The
effectiveness of the GSTP in future depends on the political will of the members, and
its capacity to recruit more participants.

The exact terms of the third round of talks will have to be defined (scope, negotiating
modalities etc). In the past, there has been a sectoral approach. The Chair of the GSTP

Committee of Participants has said that negotiations could begin in November and last for
two years.
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