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Over 40 years ago, in his seminal work “Monetary and Financial Arrangements in a Dependent Monetary Economy”, C. Y. Thomas observed:
“It is so often taken for granted that in a dependent monetary economy expatriate banking dominates the commercial banking sector, that the importance of the absence of an indigenous banking movement is sometimes overlooked or at best underestimated”.
Given such an adverse history, the capacity of the Caribbean economy to accommodate great change surely is borne out in the existence and the vibrancy of this Caribbean Association of Indigenous Banks.

It is too soon for memoirs. But I must say that I regard the transformation of the Barbados National Bank from the small and struggling institution it once was into the institution of substance and significance it now is, as one of the most remarkable economic developments in Barbados in recent times. 

I believe also that the forging of new strategic alliances between the respective indigenous banks of the Caribbean will constitute an important element of the Single Caribbean Economy which is still worth our while to bring into existence.

I say all of that to be able to make the general point – we have to stop doubting ourselves, and stop underestimating what we are capable of achieving in the Caribbean.
The need for such a disposition is critical, given the tidal forces that are threatening to overwhelm us, and indeed the entire global economy as well.
I couch my presentation on the Caribbean’s new Economic Partnership Agreement with Europe in this general context, because the EPA is a symbol of the kind of change the Caribbean will find it impossible to resist.
The EPA is a radically different instrument of our economic relationship with Europe to that which has been in vogue for the past thirty years.

But it is also a precursor to similar types of new economic relationships that soon will be put in place with Canada, the USA, and major economic players in the global economy.

WHY THE EPA?
To understand the nature of the EPA, and the reasons why it has been called into existence it is necessary to do a comparison of its main elements with the features of the Four LOME Conventions that were in effect between 1975-2000.

The LOME Conventions were essentially trade arrangements – with an element of aid attached – whereby European nations provided their former colonies in the ACP with preferential access to their markets for goods.

The trade arrangements set out in the Conventions were preferential in the sense that Caribbean countries were allowed to enjoy duty-free access for their goods in European markets without having to confer a similar advantage on the goods sold by European nations to our region. It was a non-reciprocal arrangement.

The Four LOME Conventions were also preferential from the point of view that Europe did not extend a similar one-way duty-free arrangement to many other developing countries. Each of the conventions was therefore discriminatory.

While international trade law and rules from as far back as 1947 had been built on the foundations of the principles of non-discrimination and reciprocity, the trade arrangements embodied in the LOME Conventions were validated by special provisions in favour of developing countries in successive General Agreement on Tariffs and Trade (GATT’s).

Hence, for example, Article XXVI (8) of the 1964 GATT prescribed that developed countries were not to expect reciprocity from developing countries in their commitment to reduce trade barriers.

More famously, the Enabling Clause in the Tokyo Round (1973-1979), which coincided with negotiation of the First LOME Convention, significantly expanded the scope and legal status of the waiver of the principle of reciprocity in favour of developing countries.
Indeed, it recognized the validity of trade preferences granted by developed countries to developing under preferential Agreements, and went as far as to cite and formally recognize a category of Least Developed Countries as a group deserving specially favourable treatment on a permanent basis.

All of that was to be changed by the outcome of the Uruguay Round (1986-1994).
First, one of the results of this Round of negotiations was the acceptance of the principle that saves and except for those classed as the Least Developed, all countries should adhere to the same principles, rules and obligations so as not to distort the flow of international trade and production.

This meant that countries would be expected to basically follow the practice of non-discrimination, reciprocity and the extension of national treatment in their international trade dealings.


The broad waiver of reciprocity previously granted to developing countries was now to be replaced by the provision that, insofar as participation in free trade arrangements entailed adjustment costs, these should be addressed by the application of “flexibility without reciprocity”.
The Uruguay Round led also to the formation of the WTO, and the institution of new Dispute Resolution Mechanisms under which countries which felt that they were discriminated against by others in their international trade dealings could seek remedy, relief and even financial damages. The successful challenges to the European Union’s Banana Regime for ACP countries followed in its wake.

The new rules of International Trade ushered in as a result of the Uruguay Round allowed exceptions to the principle and practice of non-discrimination.

Under Article XXIV of the GATT, groups of countries could enter Regional Free Trade Agreements.

Under these rules, the two parties could develop schedules for the liberalization of their goods and markets, liberalizing “substantially all trade” among themselves, within a reasonable time frame.
Although there was no specific definition as to what there concepts were intended to entail, the practice in the negotiation of Regional Free Trade Agreement has been to aim at liberalizing at least 90% of the total trade in goods of the Parties concerned, within a period of about 10 years.

The Uruguay Round also brought Services, for the first time, within the ambit of International Trade Law. Under Article V of the new General Agreement on Trade and Services (GATS), Regional Free Trade Services Agreements could be constituted under which the Parties, agreed to liberalize “substantially all sectors”.
With the expiry of the LOME IV, European and ACP countries, as signatories to the WTO, found their trade arrangements had now to be governed by the requirements, and made compatible with Article XXIV of the GATT, and Article V of the GATS, as just described.

In June 2000, the Countries of the European Union and the ACP signed the Cotonou Agreement as a successor to the LOME type Conventions to cover all aspects of their relationships over the next 20 years.
On the initiative of the European Union, supported by certain African regions, the ACP Trade Conventions which applied to all countries in the ACP as a common arrangement gave way to 6 Regional Economic Partnership Agreements.

These new EPA’s were not to be limited to cover largely the trade in goods, as was the chief focus of the previous LOME Conventions. They were conceptualized to also make provision to govern the trade in services, and to establish terms of engagement between the two parties in respect of matters such as Government procurement, intellectual property, investment; e-commerce, trade facilitation and the other disciplines which, since, 1994, with varying degrees of difficulty and success have become the focus of bilateral, regional and multilateral trade and economic agreements.

In all of this, the matter that has attracted the most attention, has been the arrangement made for the disengagement from the preferential trade in goods regime which has been in existence since 1975.

It was judged to be discriminatory and non-reciprocal, was subject to challenge by other countries and hence had to be made compatible with Article XXIV of the GATT.

Until the pre-existing preferences could be terminated by negotiation, the trade relationships the Caribbean inherited from the LOME Convention had to be secured by way of a Special WTO Waiver. The waiver expired on December 31, 2007.
The negotiations of an EPA between the Caribbean and the EU therefore started and were pervaded by a built-in-schedule for the discontinuation of LOME preferences, and their replacement by new WTO compatible trade arrangements for goods beginning in 2008.

The Caribbean has, unlike other Countries and Regions, opted for a comprehensive new arrangement covering not only a new regime to govern our trade in goods with Europe, but arrangements in respect of services and other disciplines.
Why?

In respect of the new trade in goods regime under the EPA, Europe has given the Caribbean duty free, quota free access to its markets immediately and indefinitely, locking in our pre-existing trade benefits and putting them beyond challenge.

To meet the criterion of “substantially all trade”, the region has agreed to liberalize 86.9% of its imports from Europe, managed over a period of 25 years. The goods excluded either from liberalization or subject to long phase in periods are sensitive products largely in the agricultural sector, are these that have implications for Government’s revenue.

51% of the EU exports to the CARIFORM already enter duty-free, and an additional 1.8% of Cariforum’s imports will be immediately liberalized when the Agreement comes into effect. Since 61% of our imports have to be liberalized in the first 10 years, the net effect of these arrangements is that only an additional 8.3% of our imports from the EU will be liberalized over the next 10 years. Our production systems and our treasuries have been given ample time and scope to adjust.
Cariforum could have chosen not to agree to a new trade in goods regime with Europe in the hope of holding on to the pre-existing one-way duty-free trade arrangement.
However, in the prevailing circumstances, this was not a realistic option. First, other middle-income developing countries such as Mauritius and Botswana agreed to new trade in goods agreements with Europe (in  Mauritius’ case to liberalize 96% of its European imports).
It would be difficult to conceive of the circumstances under which the European Union would leave CARIFORM pre-existing trade preferences intact, while putting in place new trade regime with countries of an equivalent level of development.

It is also difficult to conceive of the circumstances under which the EU would have felt compelled to seek waiver for such trade preferences for Cariforum in the WTO.

The maintenance of LOME type trade preferences would have required the EU to seek a WTO Waiver to validate them. 
Indeed communications from the EU left no doubt that it would have no difficulty requiring Caribbean imports to Europe to be subject to the arrangements of the GSP, with  duties becoming applicable to lines of Caribbean exports, with potentially devastating consequences for the region.
In summary and in balance, the EPA’s new trade in goods regime merely locked in existing duty-free access for the Caribbean, albeit on a permanent basis, and in a manner that will be free of challenges. The new regime wills however, give European exports to the region, albeit phased in over an extended period, duty-free access which they have never before enjoyed.
Any new arrangement with Europe that limited our intended economic partnership only to a new regime for the trade in goods therefore held the prospect of conferring very negligible benefits, in net terms, on our region.
As such, only an agreement that opened new trade and economic opportunities in areas other than the trade in goods – such as services – would make an EPA meaningful, potentially beneficial, and worthwhile to the Caribbean Region.

It is against such a background that I turn attention to the provisions in the EPA in respect of Services in general and Financial Services in particular.

SERVICES

Given the current structure of CARIFORUM economics, and the strategic goals set for most of these economics, the region could not in today’s world be involved in meaningful engagement with an economic partner without seeking new market openings for its several services industries where competitive capacity already exists or can easily be put in place.

I share in the judgement that the market access commitments made in the services chapter of the EPA holds the potential to transform, in a major way, the existing Cariforum-EU relationship from one centered primarily around tourism and preferential trade in a few commodities to one featuring expanding market opportunities, and increased penetration by Caribbean service providers in the European market.
In addition, throughout all aspects of the negotiations of the EPA the best interests of the Cariforum were protected by ensuring that the burden of commitments were asymmetrically spread such that those to be assumed by the EU will be greater than those of Cariforum States. Particular and careful attention was also paid to the phasing-in of arrangements to give Cariforum Countries appropriate time and space to adjustment. These principles were especially applied in the drafting of the Services Provisions of the EPA.
In respect of services an additional element was built into the structures of the provisions. It is that in many instances, the EU’s commitment to open areas for access by Cariforum service suppliers go way beyond any commitments it has hitherto given under the GATS, its offer in the Doha Round, or any treatment it has ever given to other WTO members.
I touch on some of the more significant, of these that go beyond the liberalization of financial services per se in the belief that the market opportunities to be opened by the EPA for a wide range of services will create financing opportunities for our indigenous financial sector to support our export service providers in new markets in Europe.
Article V of the GATS prescribes that, for a Services Agreement to be WTO compatible, it should liberalize “substantially all sectors”. In the new EPA, the EU has scheduled for liberalization in favour of Cariforum suppliers more than 90% of the sectors in the W120 list used as the basis for liberalization in the WTO. These sectors range over Business Services, Communications, Distribution, Construction, Environmental, Transport, Financial, Tourism and Recreational Services.
In relation to the establishment of Commercial presence (Mode 3) the EU has liberalized almost all sectors for Cariforum firms, with only some exclusions and limitations to be applied by the new EU states.

As regards the temporary movement of natural persons, (Mode 4) the EU has granted market access to Caribbean professionals in 29 sectors for employees of Caribbean firms to be able to enter the EU to supply services once they get a contract. In addition, the EU has liberalized 11 sectors for temporary entry by Independent Professionals or self-employed persons.

Of significance is the fact that in many of these sectors, the EU has not make offers in the WTO, and has indicated that should it do so, the offer will be subject to numerical ceilings or quota.

However, in the EPA, the EU’s commitments are not limited by quota, although some are subject to economic needs test.

Provision has also been made for a Mode 4 (movement of natural persons) link to Mode 3 (commercial presence) via an automatic commitment to allow access for key personnel, graduate trainees and business services suppliers where the EU allows commercial presence. This will make it easier for Cariforum firms that establish in the EU in areas such as insurance, distribution, and in the entertainment sphere to move their personnel.

Of special significance is the fact that in the case of Cultural Industries and the Entertainment Sector, the EU has made commitments which should be of extraordinary benefit to Cariforum.

In the case of Entertainment, a sector in which the Caribbean is immediately competitive, 25 European States will liberalize the whole sub-sector.

The entertainment commitment is a first for any trade agreement of the EU. It is an important concession whose benefits must be seized by all concerned in the Caribbean. Of course, these benefits exists now only on paper.
In some instances, access to these benefits will be constrained by economic means tests.

In addition, and especially in relation to the temporary movement of persons, arrangements for the mutual recognitions of qualifications must be put in place.
FINANCIAL SERVICES
As regards the Financial Services Component of the EPA, a conditioning factor is that the Caribbean financial market is already relatively open, given that its evolution has been heavily geared to facilitating the participation of extra-regional enterprises in the local sector on balance.
Cariforum Countries have made commitments in the EPA on financial services well below the actual levels of openness of our sector that presently obtains in the region.
Improvements in Cariforum’s commitment to liberalize under the EPA relative to those the countries have made under the WTO, were generally in the insurance sector, especially reinsurance and retrocession.

In relation to banking, those Cariforum Countries which have not made many commitments and offers in the WTO to liberalize, generally under the EPA chose to match those of the rest of the Group in respect of standard banking activities such as the acceptance of deposits, lending of all types and in respect of payment and money transmission services.
As regards investment related activities, most Cariforum States exhibited a relatively conservative approach.  Only one OECS country sought foreign participation in its market by making a commitment on asset management, while 3 OECS Countries committed to providing access in relation to participation in issues of all kinds of securities. 

Barbados and the OECS also made commitments to liberalizing advisory and other auxiliary financial services, including credit reference and analysis, investment and portfolio research and advice, advice on acquisitions, corporate restructuring and strategy.

Jamaica, Trinidad and Tobago and the OECS made commitment to support the investments they are seeking in  back office operations to be facilitated by the provision and transfer of financial, information and financial date processing and related software.

Where Cariforum countries made commitments on financial services, they placed limited reservations on the mode of supplying such services, with the exception of the temporary movement of persons where few commitments were made.
For its part, the European Union has a very open financial services market. It has already made liberal commitments in the WTO. Its offer to liberalize under the EPA with Cariforum however, is even more generous.
To be specific, the EU has committed to liberalize market access for Cariforum entities for the entire banking and financial services sector, subject to certain Member States specific reservations across the four Modes by which services can be traded.

For example, in relation to Mode 3 (establishment of Commercial presence) limitations apply across the Union in relation to investment funds, and in a few countries for stock brokerage, asset management services and pensions fund management. These limitations obtain mainly in the States which have recently acceded to the EU.
On balance, the EPA provides an opportunity for Caribbean indigenous banks to develop themselves and to make a greater contribution to the regional economy through increased and more competitive product offerings, and exports to the European financial market.
In addition, the EPA’s provisions on transparency and its principles for the regulation of financial services as well as its rules on cooperation of e-commerce should not only facilitate cross border transactions, but should stimulate the development of the region’s financial industries through the adoption of best practices.
Most Caribbean financial institutions would be considered small business in the European Market. The provisions in respect of development cooperation contained in the EPA recognizes the importance of SME’s and seek to strengthen their capacities by establishing mechanisms to promote investment and joint ventures, and to facilitate their access to market information, among other things.

To make the fullest uses of these new arrangements, like other service provides, financial institutions will have to deal with accreditation and other mutual recognition of qualifications issues. The cost of entry into the EU market, and the requirement to assume a specific legal form may also prove problematic. 

However, the greatest challenge that the region may face in taking advantage of the provisions of the EPA may come not from these challenges but from the region’s tardiness in putting its own house in order in respect to its regional initiative to become a Single Economy.

Article 38 of the Revised Treaty of Chaguaramas makes provision for the removal of restrictions on Banking, Insurance and other Financial Services. It was clearly understood that the removal of such restrictions is absolutely necessary to facilitate the growth of our financial institutions, the forging of strategic alliances, and to afford enterprises in the sector the ability to acquire the critical mass without which they will have difficulty competing at home and abroad.

The specific provisions of Article 38 to support the development of the region’s financial sector were, of course, intended to be complemented by other Treaty provisions dealing with rights for establishment and labour mobility.

Specific expression was given to the spirit of the terms of Article 38 by the preparation of a Regional Financial Services Agreement.
This Agreement exists in Draft, and was intended to be signed by the end of this year, together with the new Regional Investment Code, as the first in a series of actions to move the region towards becoming a Single Economy.

It would appear that the Regional Financial Services Agreement, like so much of the proposed arrangements to convert the region into a Single Economy, is now at large, clouded by doubt, and constrained by the inertia which regrettably seems now to be overtaking our regional affairs in increasing proportions.

The EPA is no threat to the CSME.

Indeed the CSME has been crafted to allow Caribbean enterprises and economic agencies and entities faster, deeper and broaden market access from participation in the new regional economy than the region is prepared to negotiate in any bilateral agreement such as the EPA, or under WTO auspices.

However, failure to carry out regional economic and financial liberalization, as contemplated under the Revised Treaty of Chaguaramas will compromise severely the region’s capacity to take advantage of new economic partnership agreements with its major trading partners, or to fit the regional economy into the evolving global economy.

The implementation of the provisions of the EPA and the completion of the work to make Caricom a Single Market and Economy ideally are initiatives which must go hand in hand for both to be successful. 

I have glanced in the limited time allotted only at some of the salient aspects of the EPA.

It is not a perfect instrument, but it is a modern instrument of economic engagement and cooperation, which properly used should allow the region to build new, competitive enterprise.

What is striking, especially in respect to its provisions for the trade in services, is that Europe has offered the Cariforum more advantageous access to its market than it has offered any other of its trading partners in its commitments under the WTO or in any of its bilateral dealings.

It provides the Caribbean with a special window of opportunity for development of precisely that sector where our competitive advantage resides.

Future generations should not absolve us if this opportunity is missed.
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