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Economic Partnership Agreements—An Instrument of Development

The African, Caribbean and Pacific (ACP) countries and the European Community (EC) have agreed that the Economic Partnership Agreements (EPAs) to be negotiated should serve the objective, as is also established in the current Cotonou Agreement, of sustainable development; that, consistent with that objective, they should be "centered on reducing and eventually eradicating poverty, and the gradual integration of ACP countries into the world economy." In the EC's EPA Directives, it is recognized that EPAs should be above all "an instrument for development."

In the joint report adopted at the Second ACP-EU Joint Ministerial Meeting on the EPAs (October 2, 2003), it was agreed furthermore that the overall principles and objectives of the Cotonou Agreement should be augmented by the specific objectives to promote sustained growth; increase the production and supply capacity of the ACP countries, foster their structural transformation and diversification; and support regional integration.  

The Caribbean Regional Machinery (CRNM, Rev 2, 2004) has prepared for discussion in the Caribbean Forum (CARIFORUM) "Caribbean Guidelines for Phase II Negotiations."  They cover the EPA negotiating issues comprehensively, and this paper is restricted to selected development dimension issues that may deserve further attention.  The first issue is the apparent separation of the free trade regime from the development dimension, and hence the need for the trade policy dimension itself to be so conceived as to deliver development in the near future.  The second is that while there is a large consensus on development policies and measures, the architecture of their integration into the EPA needs to be constructed in a manner that makes them actionable—not merely general pledges of support.  And the third is that the approach to investment, a critical link in the trade-development relationship, through "an investment agreement," as proposed in the CRNM Guidelines, needs to be supported by arrangements directly aimed at augmenting the supply of EC investment.

Approaches to Linking Trade Policy and Development in Trade Agreements

The so-called "development dimension" of trade agreements had previously been raised in the context of the negotiations that resulted in the Cotonou Agreement, and in the Doha World Trade Organization (WTO) Multilateral Trade Negotiations (MTNs).  The EU also concluded free trade agreements with several developing country partners (e.g.,  North African countries, South Africa, Mexico, Chile) that are variously described as association, partnership, trade, development and cooperation agreements.  Nevertheless, some ambiguity remains as to how, by what means, EPAs with ACP regions, ostensibly "WTO-compatible trading arrangements", could function as instruments of development.  How could the "development dimension" of EPAs be expressed in such agreements?

In the Cotonou Agreement, this took the form of including separate chapters on "Developmental Strategies" and on "Financial Cooperation."  Under Developmental Strategies, an agreed central objective of poverty reduction and a general framework for development strategies were set out.  The latter recognized the role of and support for the private sector, macroeconomic growth and stabilization, institutional reform, and tourism.  The EC pledged its support for these development strategies in broad general terms, typically expressed as "cooperation will support the efforts of ACP countries to…”.  There is no direct connection between the trade policy provisions of the treaty and the production of goods and services.  Under Financial Cooperation, an attempt was made at rationalization of the existing European Development Fund (EDF) instruments, including the creation of a revolving Investment Facility (IF).  However, mechanisms of accountability and genuine partnership with the ACP that might help to ensure a more direct connection to production and trade are absent.  In the free trade agreements with other developing country partners mentioned above, the development dimension similarly takes the form of "pledges of support," usually for economic and governance policy reforms.

In the current Doha "Development Round" of WTO MTNs, the development dimension centers on special and differential treatment, flexibility in respect of the TRIPS, the liberalization of trade and elimination of subsidies in agricultural products, tightening anti-dumping rules, and the provision of technical assistance for capacity building (Malhotra, 2002; Verbiest, 2002).  This approach is thus even less directly focused on delivering development than is the Cotonou Agreement in which, as mentioned above, there are substantial commitments to development strategies, finance and technical assistance.

Other proposals have been made to ensure that the MTNs deliver development by subjecting them to ex ante measurable tests.  These have not, however, been officially adopted or widely used.  A similar kind of idea has arisen in the context of the present EPA negotiations, for which purpose "impact studies" are being undertaken with the support of the EC.  Proponents of empirical approaches have advocated the use of a "computable general equilibrium model" (Hertel, 1997; Stiglitz, 2004) to simulate the impact on growth of different trade liberalization options.  The model permits a choice to be made, in terms of the depth, scope and phasing of liberalization, that would optimize the development effect (on exports, imports, income, employment).  However, its practical shortcomings render it of limited use for negotiating purposes.  A number of untenable assumptions must be made to conform to the theoretical demands of the model, in particular the assumptions of full employment of resources, perfect competition, perfect information available to all actors, the absence of risk, and efficiently functioning markets.  The implicit expectation in these models that the supply-side will take care of itself without the need for targeted interventions is unrealistic.

In the present EPA proposals, the EC expects the trade policy framework of the agreement to deliver development; "by establishing a stable predictable and transparent framework for economic and trade relations between the ACP countries and the EU.  EPAs are intended to mobilize economic operators at local, national, regional and international levels and to promote local activity and attract regional and international investments.  By removing border measures to trade between the parties, as well as other factors causing market segmentation, they will enlarge the markets of ACP countries, which will allow for economies of scale, will improve the level of specialization, will increase competitiveness of ACP states and will help attract investment.  This, in turn, will lead to an increase in trade flows to the region, with the Community and with the rest of the world, thereby promoting the sustainable economic and social development of ACP countries" (EC, 2002).

This is an impressive chain of assumptions, effects and outcomes.  However, the EC does recognize that while EPAs will set a trade policy framework, this will have "to be complemented by development policies in areas such as regional integration, macroeconomic and social policies, environmental policies, good governance (e.g., administrative and legal reforms), supply-side measures (e.g., private sector support, infrastructure, education, health), fiscal reform and assistance in trade-related areas, such as customs administration, investment, competition policies and standards" (EC, 2002).

This statement represents, on the part of the EC a considerable advance, in principle, on the commitments undertaken in the Cotonou Agreement.  It points to opportunities that are open to ACP countries for linking the trade policy framework of EPAs to development.  Previously, trade policy had assumed that once a liberal economic framework had been put in place and good macroeconomic and governance conditions adopted, development would spontaneously occur.  Now, here we have an explicit recognition on the part of the EC that supply-side measures, including sectoral programs, have to be explicitly addressed, a commitment on their part to support well-designed programs to that end, prepared by the ACP regions themselves, and a readiness to assist in the tasks of domestic policy and governance reform.  It thus seems that the EC's perspective on and approach to the development dimension of EPAs is, in principle, consonant with that of the ACP.  But it places heavy demands on the developing countries themselves to design their own economic integration and development programs and put in place the complementary policy and governance reforms that are needed if development is to be sustainable.

Nevertheless, a dichotomy remains between trade policy and development policy.  In the context of Caribbean countries, the mere liberalization of market access, even when complemented by supply-side policy and governance reform, cannot be expected to stimulate the production of goods and services.  It is impractical, however, to try to treat development, in the comprehensive and country-specific manner it requires, in the framework of a multilateral trade policy-based agreement.  The alternative is to ensure that a concern for development permeates all aspects of the EPA.  It should not be something that is separate and distinct from the trade policy-related aspects of the agreement.  Thus, for example, market access and trade-related measures and modalities should be made to serve as much as a tool of development, as sectoral and infrastructure development, investment, and the political and economic environment.

Negotiating the Trade and Development Link

There is ample evidence that, in the context of the typical developing country, the mere access to markets rarely leads to increased and more diversified production and exports.  For ACP countries, this has been the experience under the Lomé/Cotonou Agreements.  In the Caribbean, it has equally been the experience with the US Caribbean Basin Initiative (CBI), and the Caribbean Canada Trade Agreement (CARIBCAN).  As a recent study prepared for the World Bank states "there still remains a conspicuous and chronic gap between available market access and the capacity to meet production targets in terms of quantity, quality, standards, delivery time, etc., as well as to diversify the product mix.  In a sense, the focus on market access issues has run ahead of the capacity to take advantage of the opportunities generated by this effort.  Therefore, in seeking to develop a regional strategy for the future, emphasis should be placed on addressing the supply-side constraints underlying the gap.  What is required is a production oriented strategy" (Harris, 2004).  This gap has elsewhere been described as a failure to "occupy the space created by market access," requiring, in consequence, negotiators to link "opening markets to a development plan to effectively occupy those markets" (Redrado, 2004).

Five pathways have been identified in this paper to bridge this gap in the framework of an EPA.  First, market access requests by CARICOM—including such other trade-related measures and modalities as special and differential treatment, rules of origin, sanitary and phytosanitary measures, technical barriers to trade, intellectual property rights—should be targeted to the requirements of a new generation of exports.  Second, market access concessions to the EC should be linked to CARICOM content as import complementaries.  Third, the EPA should incorporate provisions for strengthening the interface between trade and development.  Fourth, the EPA should incorporate actionable commitments to support a CARICOM Regional Development Strategy.  And fifth, the investment policy proposals should provide for the renegotiations of Investment Facility of the Cotonou Agreement so as to make it a regional, genuine partnership arrangement.

1.  Promoting a New Generation of Exports

The first task is to determine, with the active involvement of the Private Sector, the specific new export opportunities open to CARICOM countries, especially in the areas of services and cultural products, in the various European markets, and to link to them requests for market access and trade-related modalities, such as special and differential treatment, sanitary and phytosanitary measures, rules of origin, technical barriers to trade, and intellectual property rights.  These exportable products and services would be those that could be developed or increased in the near future, without major, comprehensive economic reform and infrastructure upgrading.  Requests for market access in these areas could be collated with those made by the EC as a means of the evaluating reciprocity.

The EC has already made detailed market access requests for some 30 service industries in 12 sectors in individual CARIFORUM countries, and under Modes of particular interest to them (CRNM, 2003).  CARIFORUM countries had previously been requested to provide inventories of market access measures applied by them.  CARIFORUM should make a similar request to the EC.

There should be exportable potential in such services as banking, insurance, asset management offshore financial services, wholesale and retain trade, travel agencies, print media and broadcasting, legal services, and advertising.  Cultural services and goods (music, song, dance, film and video, CDs, painting and handicraft, jewelry, packaged and processed Caribbean foods) also have a good potential for increased exports.  Primary commodity-based exportables would include: processed agri-food and fisheries products, alcoholic and other beverages, fruits and flowers, petroleum products, wood products, textiles and apparel, and leather products.  Detailed information and greater transparency should be requested from the EC in respect of all EC countries as a basis for negotiating market access and reciprocity.

Special and Differential Treatment

In promoting this new generation of exports, CARIFORUM should examine, with the active involvement of the Private Sector, the kinds of new product-specific special and differential treatment (SDT) that are required, and need firm obligations, as distinct from discretionary endeavors.

The Trade Agreement Package completed by the WTO (July 1, 2004) paves the way for this to be done.  It is there recognized that SDT for developing countries will be an integral part of all elements of the forthcoming WTO negotiations.

While interest in SDT has focused mostly on its application to Special Products, based on criteria of food security, livelihood security and rural development needs, the liberalization of trade by the developed countries is recognized for the tropical agricultural exports of developing countries and for products of particular importance to the diversification of production.  Likewise, the importance of preferences (and the issue of their erosion) is "fully recognized."  In CARIFORUM, Haiti, as a least-developed country, is in an advantageous position as access to all SDT provisions is assured, while it is not required to undertake reduction commitments.

Sanitary and Phytosanitary Measures

CARIFORUM countries, like other ACP partners, are especially vulnerable to the application of sanitary and phytosanitary (SPS) measures to their food and feed exports, especially given the potential of these products in promoting their development.  The Cotonou Agreement (Article 48) re-affirmed the Parties' commitment to the Agreement on the Application of SPS Measures, annexed to the WTO Agreement, taking account of their respective levels of development.  Furthermore, the Parties undertook to reinforce coordination, consultation and information as regards notification and application of proposed SPS measures, in accordance with the WTO SPS Agreement, whenever these measures might affect the interests of either Party.

The WTO SPS Agreement includes (Article 10) provisions relating to SDT in respect of SPS measures.  They state that "where the appropriate level of SPS protection allows scope for the phased introduction of new SPS measures, longer time-frames for compliance should be accorded on products of interest to developing country Members so as to maintain opportunities for their exports."  And that "with a view to ensuring that developing country Members are able to comply with the provisions of this Agreement, the Committee is enabled to grant to such countries, upon request, specified time-limited exceptions in whole or in part from the obligations under this Agreement, taking into account their financial, trade and development needs."

New developments in the European Union in respect of its food laws (Regulation 882/2004 on Official Food and Feed Controls) threaten to erect stringent and pervasive barriers to the export of food and feed product from ACP countries.  According to a study prepared for the EC on the impact of the new regulations on ACP countries, third countries would now have to produce and retain more documented records of their control systems, their management and day-to-day operations and "greater emphasis is also likely to be placed on formal accreditation of laboratories and control systems by independent, internationally recognized bodies."  According to the study, the new requirements ‘will not cause significant additional problems for third countries in respect of technical requirements already arising from existing EU food safety legislation, but that this is not to suggest "that such problems do not currently exist, but that this Regulation will not itself exacerbate, nor add to, any such problems to any significant degree."  The recommendations put forward in the EC study to assist ACP countries focus virtually entirely on various forms of capacity building.  These are, at best, a longer-term approach to the problem.

Given the potential of EU food and feed legislation for erecting even more impenetrable barriers to the export of CARIFORUM foods and feed products, the issue would have to be vigorously pursued in the framework of the EPA negotiations, and its importance underlined as a development-related aspect of the Agreement.

In these negotiations, the Cotonou and WTO provisions should be invoked in respect of the adequacy of the consultative and coordination process, participation of the affected Parties, particularly in the risk assessment procedures, and the application and strengthening of the WTO provisions in respect of SDT as it relates to SPS measures, so as to make them firmer and less discretionary.

Rules of Origin

Rules of origin can be designed to promote or hinder development and thus also should be an important aspect of the development dimension in the EPA negotiations.  The Cotonou Agreement (Article 37(7)) provided for a review of the rules of origin in the EPA negotiations with a view to improving market access for the ACP countries.

On the whole, the current rules are far too complex for effective operation.  Given that EPAs are intended to pave the way for the integration of ACP countries into the world economy, the stance could be taken that the cumulation principle, currently limited to the ACP-wide group and the EC, should be extended to the world as a whole.  A case could likewise be made that a substantial liberalization of the rules is also desirable in that context, and could itself be a dynamic means of broadening access to the EC and other world markets.  In addition, it could justifiably be proposed that, given the very different economic structures, prospects and interests of the ACP regions, rules of origin need to be customized according to region and product, rather than harmonized across the ACP group and across all product categories.

Technical Barriers to Trade (Standardization and Certification)

Technical barriers, like SPS measures and rules of origin, can be a significant constraint on the development of ACP exports, while being justified on the grounds of proper standards and quality.  The Cotonou Agreement reaffirmed the Parties’ commitment to the WTO Agreement on Technical Barriers to Trade.  While agreeing to cooperate more fully in this field so as to remove unnecessary technical barriers and to reduce the difference between them in these areas so as to facilitate trade, the Parties aimed to cooperate in standardization and certification with the intention of promoting compatible systems between them.   CARIFORUM could approach this issue in the negotiations by identifying for remedial action those instances in which technical barriers have been unnecessary, inappropriate, unfair, restrictive or discriminatory; and those areas in which mutual recognition of CARIFORUM standards is sought.

Furthermore, the WTO Agreement on Technical Barriers to Trade provided for SDT of developing country Members through a variety of means.  While the Cotonou Agreement reaffirmed the Parties’ commitment to this WTO Agreement, in the context of the EPA negotiations, CARIFORUM could seek to give specific content to the WTO’s general provisions, and to provide for firmer, less discretionary commitments.  The general provisions included, for example:

· recognition that developing countries adopt certain technical regulations, standards or conformity assessment procedures aimed at processing indigenous technology and providing methods and processes compatible with their development needs;

· developing countries should not be expected to use international standards as a basis for their technical regulations in standards, including test methods, which are not appropriate to their development, financial and trade needs;

· facilitation of active and representative participation of relevant bodies in all Member countries;

· the grant of specified, time-limited exceptions in whole or in part from WTO obligations;

· periodic examination of SDT as it applies to technical barriers to trade.

Intellectual Property Rights

Intellectual Property Rights (IPR) policy and legislation can facilitate or hinder the development of new and expanded exports from CARIFORUM countries.  The region has a substantial potential for the production and export of intellectual and biological products, protected by appropriate legislation (patents, trademarks, copyrights, breeders rights, etc.).  Exportable products include, for example, ornamental designs (clothing, footwear, jewelry, etc.), indigenous cultural products (music, song, dance, painting, carving, audio, video and motion pictures, broadcasting, folklore, traditional knowledge, national heritage, etc.), signs and symbols, geographical indications, plant varieties.

Under the Cotonou Agreement (Article 46), the Parties’ committed themselves inter alia to the full implementation of the WTO Trade Related Intellectual Property Rights (TRIPS) Agreement; the implementation of the Convention on Biological Diversity; and recognized the need to accede to all relevant international conventions on intellectual, industrial and commercial property.  The Parties also provided for "the conclusion of agreements aimed at protecting trademarks and geographical indications for products of particular interest of either Party."

The WTO TRIPS Agreement requires Members to provide a minimum standard of intellectual property protection through national legislation, and a legal infrastructure to monitor and enforce the law.  Two basic principles are National Treatment (NT) and Most-Favored-Nation Treatment (MFNT).  NT requires each WTO Member to accord to the nationals of other Members, treatment no less favorable than it accords to its own nationals with regard to the protection of intellectual property.  MFNT requires that any advantage, favor, privilege or immunity granted by a Member to the nationals of any country be accorded immediately and unconditionally to the nationals of all other Members.

Both of these commitments may well have pre-empted pro-development policies of ACP countries in respect of intellectual property.  At their present stage of development, appropriate affirmative policies in favor of nationals could be an incentive to innovation and inventiveness in ACP countries.  And, in a period in which regional integration is being promoted as a major development strategy, MFN treatment for IPR that does not accord preference to the Regional Community, probably is not in the best interest of the development of ACP regions.

The WTO TRIPS Agreement does not include a set of SDT provision for developing countries, but provides for a delay of four years in the application of the Agreement (except for the Articles on NT and MFNT) for these countries. For least developed countries, the delay allowed is ten years, and it is also provided that developed country Members shall provide incentives to enterprises and institutions in their territories for the purpose of promoting and encouraging technological transfers to these countries. 

While it is unlikely that ACP countries could go back on their WTO TRIPS commitments, CARIFORUM could invoke the Cotonou provision on ‘the conclusion of agreements aimed at protecting trademarks and geographical indications (Article 46 (4))’ to negotiate in the framework of the EPA a separate Protocol on IPR that would include its particular interests, such as in respect of Caribbean cultural practices and products, including expression of folklore, other traditional knowledge and Caribbean heritage, plant varieties that can be accorded IPR protection, and procedures and support for identification of other plant varieties to be so treated; geographical indications; and specific commitments that would operationalize and extend the TRIPS Article (66(27)) on developed countries providing incentives to enterprises and institutions in their territories for the purpose of promoting and encouraging technological transfers.

2.  Import Complementarities as a  Development Policy
On the basis of an analysis of market access requests made by the EC, the possible areas of production and import complementarity linked to those demands should be determined, as well as the measures by which they may be realized.  For example, in many areas of interest to the EC such as banking and finance, business services, including information technology; maritime, air and road transport; telecommunications; construction and engineering, wholesale and retail trade, there are possibilities for linking liberalized market access to the production of complementary imports, which may themselves become future exportables.

One way of establishing this may be to provide in the EPA for offers of liberalized market access to be activated progressively, not merely in terms of time, but with the attainment of import complementarity, defined by the degree of "CARIFORUM content"—in effect, specific "rules of origin" for imports from the EC, as distinct from the present rules of origin for ACP exports to the EC.  Thus, there would be differential origin treatment for CARIFORUM imports from the EC and CARIFORUM exports to the EC.  This concept of import origin treatment should, in principle, be consistent with WTO's "special and differential treatment" approach to the development dimension of trade policy.

3.  Interfacing Between Trade and Development
The interface, as used here, refers to the frontier between trade and development.  It is the terrain that most directly opens the way to use the opportunities created by the liberalization of market access. It includes, but extends the EC's focus on improving competitiveness, capacity building and upgrading as the means of ensuring the development dimension of the EPA process.

Competitiveness improvement provides basically for software assistance, such as for the adoption of sound macroeconomic policies, policy reform to lower the cost of infrastructural services, training and technical assistance, and enterprise upgrading support.  The trade development interface should be amplified to include hardware assistance for the development of:

-  information and communication technology

-  air, maritime and road transportation

-  human resources, including the education system as a whole

-  public sector and private sector institutions

All these frontier areas require substantial renovation and development if growth is to be accelerated through trade liberalization. They (in addition to competitiveness improvement) should be recognized in the EPA as priority areas of intervention in future EC Regional Indicative Programs.  CARIFORUM, like other ACP regions, should propose programs for these trade development interface areas as part of more comprehensive, integrated Regional Development Strategies (RDS).

4.  Linking Development Strategy to Trade Policy
Ideally, a regional trade policy should be a derivative of a regional development strategy.  CARIFORUM is entering the EPA negotiations with the EC as a regional economic bloc in which regional integration figures as a primary tool of development, and is actually so recognized by the EC.

CARIFORUM/CARICOM does not currently have a Regional Development Strategy (RDS).  A wake-up call on the urgent need for CARICOM to develop such a strategy was given in an earlier report prepared by the CRNM (CRNM, 2002).  Its absence inhibits the derivation of an international trade policy that is in harmony with and advances such a strategy, the rationalization of priorities, and the formulation of a regional benefits distribution policy.  Reaching agreement on and implementing an RDS would require a significant advancement of CARICOM's juridical mandate to permit it to exercise the kind of Community authority that is needed for this purpose.  Such an advance to a more mature regionalism, although approved in principle in the Rosehall Declaration (2003), may not materialize for some time to come.  Nevertheless, there is considerable room for progress to be made on this front through the existing intergovernmental cooperation mechanisms.

At present, the EC supports both national and regional programs under the EDF.  They are prepared for five-year periods.  In the case of national programs, individual countries are informed of their provisional indicative allocations of programmable resources, and of the focal sectors (trade and development, regional integration and cooperation, support to macroeconomic policies with an explicit link to poverty reduction strategy in social areas (health and education), transport, food security and sustainable rural development strategies, institutional capacity building, good governance and the rule of law) from which each country is expected to select one (and a non-focal sector) in order to maximize the impact of EC assistance.  For purposes of preparing the country’s national indicative program (NIP), a Country Strategy Paper is elaborated by the government for discussion and agreement with the EC authorities.  Typically, a NIP would include the national policy agenda, an assessment of the political, economic and social sectors; an evaluation of past and ongoing cooperation; the EC response strategy; and the indicative work program.  Regional Indicative Programs (RIP) follow a more or less similar methodology and are concluded with the Regional Economic Communities.

The resources available from the EC under the national and regional programs are a tiny fraction of the total investments of ACP countries and regions.  Nevertheless, their processing and subsequent reviews, monitoring and evaluation consume a vastly disproportionate amount of the time and staff resources of the government agencies involved.  There is also no assurance that projects proposed would be approved by the EC authorities.  From Lomé 1 (4th EDF) there have been unresolved complaints by ACP countries about the cumbersome and slow machinery, and the exclusive procedures of the EC, now to be further exacerbated by the accession of several new Member States.

There is no ready-made solution for this long-standing problem, but it clearly needs to be an important aspect of the development dimension of the EPA negotiations.  Preferably, reform of the EDF arrangements should be tackled in the context of the ACP as a whole.  ECOWAS should initiate procedures on this and other matters requiring a common ACP negotiating position, since its EPA negotiation schedule is the most advanced.  Otherwise, CARIFORUM should consider taking this initiative.

Phase 1 of the EPA negotiations agreed only on the basic principles and objectives of the agreement, essentially re-affirming the provisions of the Cotonou Agreement.  It recorded, however, a comprehensive identification of "Areas of Convergence and Divergence," including those relating to the EDF and the trade-related modalities referred to earlier (ACP, 2003).  Conclusions were reached on "next steps" and these could be invoked to deal with substantive issues of common concern to the ACP arising in the negotiations, of which one could be reform of the EDF.  The next-steps mechanisms include:  (a) an all-ACP-EC Technical Monitoring Committee (TMC), the main purpose of which is to ensure a full flow of information and to promote dialogue between different ACP regional groupings on the one hand, and between them and the EC, on the other; and (b) the Joint ACP-EC Ministerial Trade Committee, charged with ensuring mutual understanding on horizontal issues of interest to all Parties, and making recommendations, as it deems appropriate, to ensure coherence of the negotiations.  It would then seem appropriate for the process to begin with the ACP side of the TMC meeting to determine their positions on specific common issues, followed by negotiations in the all-ACP-EC TMC.

Among the issues concerned with the EDFs involvement with ACP national and regional development that could be addressed through the TMC are the adequacy of the EDF resources (taking account also of the expansion of the EU) if these resources are to make an effective contribution to more coherent regional development strategies, including the trade development interface areas; determination before the conclusion of EPAs of the country/regional allocations and the intervention areas, including assistance for the development of a RDS; joint management of the EDF program by representative bodies including ACP participation in decision-making; rationalizing the EU machinery and procedures (e.g., the authority of the EC in respect of Community development assistance, rationalizing the use of European languages in ACP relations, periodicity and flexibility of reviews, trigger mechanisms); rationalization, avoidance of duplication, and greater use of synergies with other multilateral institutions in respect of similar programming requirements, such as national development strategies, country economic analysis, country support strategies; incentive mechanisms for EDF performance, as a complement to ACP country performance-based programming, including the application of performance criteria.

5.  Investment
Ultimately, investment is the most critical element in linking trade policy to development, without which, notwithstanding the progressive attainment of a favorable economic and governance environment, development will not materialize.  In the context of small, vulnerable economies like those of the Caribbean, long-term, risk capital at international market related interest rates is in very short supply.  The kind of terms and conditions on which capital is currently available effectively eliminates what would otherwise be feasible development projects, especially in the categories of small-and medium-size enterprises.  The investment policy proposals under consideration, in particular the proposed EC-CARIFORUM Investment Agreement, should be complemented by more direct means for augmenting the supply of EC investment resources.

The Cotonou Agreement made a promising start in rationalizing EDF resources and instruments, and creating a new Investment Facility, managed by the European Investment Bank (EIB).  The latter was endowed with resources from the 9th EDF amounting to Euro 2.2 billion.  The IF is constructed to function as a revolving fund with the returns accruing from its operations flowing back to the facility.  In addition, the EIB is to continue to use its own resources, to the extent of Euro 1.7 billion over the period 2000 to 2005, for investments in ACP countries.

The IF got off to a slow start.  The Cotonou Agreement was concluded in June 2000 and the IF did not begin operations until 2003.  It has so far committed only Euro 140 million to four country projects and four regional venture capital funds, all in Africa (EIB, 2004).  The combined resources available to the ACP from the IF and the EIB amount to an average per country of about Euro 10 million a year, if fully committed and disbursed.  For the IF, the annual average per country is Euro 6 million.  The first question then that needs to be asked, in view of the small size of these resources, is whether the EDF’s endowment to the IF of Euro 2.2 billion is the way to make the most of these investible resources.  Could there be ways of using this capital so as to leverage the investible resources several times over the endowment, such as through an ACP-EU Investment Corporation? (Brewster, 2003).

Setting aside such a far-reaching approach for present purposes, it is by now evident that neither the EIB nor the IF have been the most dynamic of institutions, pro-actively seeking development projects in ACP countries.  This is hardly surprising given its remote operations from Luxembourg, and its Eurocentric decision-making processes and management.  The fact that the IF is now embarking on the opening of regional sub-offices in Dakar, Nairobi and Pretoria is at least a partial recognition of its shortcomings.

It is thus proposed that a negotiating text for a new broad-based CARIFORUM-EC Investment Facility should be prepared as a core CARIFORUM negotiating position for the EPA.  Its features should include the following:

-
The IF (and possibly the EIB resources as well) should be regionalized, with an CARIFORUM-EC Investment Facility located in the Caribbean:  One means of doing this without creating new institutions is for the EIB to outsource its Caribbean operations and extend credit lines to a special Facility set up in the Caribbean Development Bank;

-
The Board of Directors, as well as the management of any such Facility, should include nationals of both the EC and CARIFORUM;

-
Improved modalities of operation.  In this context, consideration should be given to the proposals of the Commonwealth Group on Lowering The Threshold.  These proposals, which have been presented to Commonwealth Finance Ministers, aim at accelerating the flow of private capital to small-and medium-size enterprises in small vulnerable economies;

-
A Trade Adjustment window to finance, under appropriate terms (grant/concessionary elements), the short-to medium-term cost of the transition to a liberalized trading regime, including its budgetary cost, should be incorporated into any new CARIFORUM-EC Investment Facility, and endowed with additional resources for this purpose.

-
Given the synergies generated by the functions of the Center for the Development of Enterprise, PROINVEST, and the Technical Centre for Agricultural and Rural Cooperation (CTA), these facilities also should be regionalized and incorporated into a new CARIFORUM-EC Investment Facility.

BIBLIOGRAPHY

ACP. ACP-EU Negotiations of Economic Partnership Agreements: Areas of Convergence and Divergence.  Brussels, 2003.

ACP. ACP-EC EPA Negotiations.  Report on the all-ACP-EC Phase of EPA Negotiations.  Brussels, October 2003.

Blanco, M. and Zabludovsky, J. Free Trade Area of the Americas: The Scope of Negotiations.  IDB/INTAL, Washington, DC, 2003.

Brewster, H. A Proposal for an ACP-EU Development Bank/Investment Corporation in the Context of Negotiations for and ACP/EU Economic Partnership Agreement.  Kingston, 2003.

Brewster, H., Abugattas, L., Dolan, T., Stewart, T. and Watson, N. Needs Assessment of the CARICOM Single Market and Economy.  CARICOM, Georgetown, 2002.

Caribbean Regional Negotiating Machinery. Suggestions for the Scope and Content of a Caribbean-European Community Economic Partnership Agreement.  Bridgetown, 2004.

---.  EU Services Trade Liberalization Requests to CARICOM States.  Bridgetown, 2003.

---.  Caribbean Guidelines for Phase II EPA Negotiations.  Bridgetown, 2004.

---.  Improving Competitiveness for Caribbean Development.  Kingston, 2002.

CARICOM.  Revised Treaty of Chaguaramas.  Georgetown, 2002.

ENOVA/IBF. Diagnostic Impact Study of the New European Regulation < Feed and Food > and Recommendations, Brussels, 2004.

European Commission.  Partnership Agreement Between the Members of the African, Caribbean and Pacific Group of States of the One Part, and the European Community and its Member States, of the other Part.  Brussels, 2000.

---.  The 9th European Development Fund, Brussels, 2004.

---.  Recommendations for a Council Decision Authorizing the Commission to Negotiate Economic Partnership Agreements with the ACP Countries and Regions.  Brussels, 2002.

European Investment Bank.  Investment Facility, Annual Report, 2003.  Luxembourg, 2004.

Harris, D.  A Regional Assistance Strategy for the Caribbean:  Problems, Possibilities, and Prospects.  World Bank, Washington, D.C.  2004.

Hertel, T.  Global Trade Analysis:  Modeling and Applications.  Cambridge University Press, 1997.

Hilary, J., ed.  A Genuine Development Agenda for the Doha Round of WTO Negotiations.  Save the Children, London, 2002.

Hughes, A. and Brewster, H.  Lowering the Threshold.  Commonwealth Secretariat, London, 2002.

ICTSD.  Special and Differential Treatment.  Doha Round, Briefing Series, Geneva, August, 2003.

Lodge, J. "Launch of CARIFORUM-EC Negotiations of an Economic Partnership Agreement."  Trade Negotiations Insights.  International Centre for Trade and Sustainable Development, Geneva, 2004.

Malhotra, K.  “Doha, Is It Really a Development Round?”  Trade, Environment and Development.  Carnegie Endowment for International Peace, New York, 2002.

Michalopoulos, C.  The Role of Special and Differential Treatment for Developing Countries in GATT and the World Trade Organization, World Bank, Washington, D.C.  2000.

Redrado, M. and Lacuaza, H.  A New Approach to Trade Development in Latin America.  IDB/INTAL, Washington, D.C.  2004.

Stiglitz, J.  An Agenda for the Development Round of Trade Negotiations in the Aftermath of Cancun.  Commonwealth Secretariat, London, 2004.

Ullrich, H.  Comparing EU Free Trade Agreements.  European Centre for Development Policy Management, Maastricht, 2004.

Verbiest, J.P., Liang, J. and Sumulong, L. The Doha Round:  A Development Perspective.  Asian Development Bank, Manila, 2002.

Wieczorek-Zeul, H.  Trade and Development: Making the Development Round a Reality in Cancun.  Bundesministerium für Wirschaftliche Zusammenarbeit und Entwicklung, UNCTAD, 2003.

WTO, Special and Differential Treatment, Developing Countries and the WTO.  Geneva, 2004.

---.  Agreement on Technical Barriers to Trade.  Geneva, 1999.

---.  Agreement in the Application of Sanitary and Phytosanitary Measures.  Geneva, 1999.

Washington, D.C.

September 14, 2004

APPENDIX A

Report of LTT
 Working Party 

Washington DC, June 2003.

The Working Party was set up by the "brainstorming" roundtable meeting organized by the Commonwealth Secretariat in London on 31 January 2003.
  That meeting agreed that there was sufficient positive interest in the LTT proposals to warrant "closer practical scrutiny."  The Working Party was to include representatives of EIB, IFC/WB, Caribbean Development Bank (CDB), ANZ Bank, a Caribbean commercial bank to be identified and the LTT consultants.  It was to report to the roundtable meeting through the Secretariat by the end of June 2003.

The Working Party met in Washington DC on 18-20 June.  By invitation of Havelock Brewster the meetings were held at the offices of the Inter-American Development Bank, where Mr. Brewster is Alternate ED for the Caribbean constituency.  Participants were Andreas Antoniou of Commonwealth Secretariat, Flavia Palanza and Stephen McCarthy of EIB, Anthony Maughn of CDB, Bob Lyon of ANZ Bank and the LTT consultants Havelock Brewster and Anthony Hughes.  IFC was invited but unable to attend.  The chair was taken at various times by Messrs Antoniou, Brewster and Hughes, and Mr. Hughes acted as rapporteur for the meetings.

The meeting identified the issues on which consensus was needed for progress to be made, and concentrated on developing a basis on which the institutions represented could collaborate along the lines advocated by LTT.  The outcome of the discussions is set out in the following text "Enhanced financing facility for small and medium enterprises in small and vulnerable economies."  This text was agreed by all participants as the basis on which they expect their institutions to be able to collaborate.

The outcome of the meeting will be taken forward internally in EIB, CDB and ANZ Bank.  It will be used by CDB and Commonwealth Secretariat in further discussions with one or more commercial banks in the Caribbean, and by Commonwealth Secretariat in discussions with financial institutions in Africa who have expressed interest in the LTT proposals but could not be represented at the Working Party.  IFC will be informed of the outcome of the Working Party process.

Subject to the necessary internal approvals being obtained and inter-institutional agreements being concluded over the next six months, it is expected that the first projects to benefit from financing arrangements developed under the facility may be identified by the end of the year, and some observable impact in one or more small vulnerable economies may be apparent about a year from now.  The Commonwealth Secretariat will be kept informed and will report accordingly to Commonwealth finance ministers.

Enhanced financing facility (the facility) for small and medium-sized enterprises (SMEs) in small and vulnerable economies

A. Objective: facilitate an increase in the volume and sustainability of SME-scale private direct investment in commercial production of traded goods and services in small and vulnerable economies.

Strategy: reduce the risk-related cost of long-term outside capital by collaboration among international financial institutions (IFIs), regional development banks (RDBs) and domestic commercial banks (DCBs)

B. Design features:

1. Facility to be governed by contractual agreements between participating IFIs/RDBs and DCBs, providing for lines of credit, loan guarantees, deposits or other forms of financial and risk-mitigating support for long-term financing by DCBs to qualifying SMEs.

2. IFI/RDB support to be designed on a country-by-country and case-by-case basis to reduce or eliminate foreign exchange risk (e.g., by denominating support under the facility partly or wholly in domestic currency), to share credit risk (e.g., by partial guarantee of a DCB long-term credit) and to enable DCBs to extend the maturities of their SME financing to meet project investment needs.

3. Terms and conditions of IFI/RDB support to be international market-related, and to take continuing account of the need for the capital and operating costs of end-user SMEs to be competitive in their product markets.

4. Use of appropriate external assistance in project planning, preparation and management, to the extent considered necessary by the DCB, to be a condition of SME access to the facility.

5. Assistance under the facility to be available in principle to qualifying SMEs in small and vulnerable economies approved for operation of the facility at the discretion of the IFI/RDB concerned and subject to no objection by the relevant national authorities, this to be ascertained by the IFI/RDB concerned.

6. Participation in the facility within a small and vulnerable economy to be available to DCBs in good standing with the relevant banking regulatory authorities, active in all major centers of population and accepted by the relevant IFI/RDB.

7. Participating DCBs to commit to project selection, appraisal and monitoring procedures to the satisfaction of the IFI/RDB; to certification that in their professional judgment access to the facility will be both necessary and sufficient for commercial viability of the investment; to passing on to end-user SMEs the benefit of access to the facility in the cost of long-term financing; and to the provision to end-user SMEs from DCBs' non-facility funds of all normal banking services, including (but not limited to) short-term and trade credit and guarantees, at best available rates.

8. In-country marketing and management of the facility, and the provision of information about the facility that may reasonably be required by national central banks or banking regulatory authorities, to be undertaken by participating DCBs.

9. SME eligibility criteria to be agreed with the IFI/RDB providing support and implemented by DCBs, but to include existing and new domestic and foreign-owned SMEs, ability to verify the application of long-term financing provided under the facility to capital investment in production of traded goods and services, and the use of external assistance in project preparation (see 4, above).

10. Arrangements for monitoring and reporting on performance to form part of the agreement between IFI/RDB and DCB, and between DCB and the end-user SME. Commonwealth Secretariat to be kept informed of general progress and significant developments.

11. About one year after the first IFI/RDB facility agreement with one or more DCBs comes into operation, the Commonwealth Secretariat, in consultation with participating institutions, to review the implementation of the facility and report to Commonwealth finance ministers.

C. Supportive actions by national authorities

1. Facilitating investment by nationals resident overseas. For many small and vulnerable economies a potentially valuable source of investment capital and commercial expertise lies in the large number of their nationals who reside overseas—commonly referred to as the diaspora. The importance of remittances from the diaspora in supporting household consumption and welfare and the construction of dwellings and places of worship is well established. So far in most small economies there has been relatively little private direct investment by the diaspora. National authorities should be encouraged and assisted by IFI/RDBs and DCBs to attract financial and human capital investment "back home" by members of their diaspora, some of whom can be expected to have investible savings and a commercially valuable combination of local and overseas knowledge. Direct investment opportunities can be marketed to diaspora communities, returning investors with capital and business know-how can be assisted by DCBs using the facility described above, and portfolio investment schemes to collect diaspora savings and provide risk-spreading longer-term capital to established SMEs can be created by properly supervised DCBs and mutual funds.

2. Provision of advisory services. The design of the facility highlights the need to ensure that projects are planned, designed and operated with adequate skill, technical and commercial information and management know-how. Governments, aid donors and IFIs/RDBs have collaborated to set up agencies providing such assistance in many small and vulnerable economies. The use of such services, usually available at nominal cost, can be made a condition of SME access to the facility if the DCB concerned sees fit, and the expectation is that it will often do so. National authorities and their development partners will need to make sure that such agencies are adequately funded and staffed, and readily accessible to potential users of the facility.

3. Maintenance of an environment conducive to investment. The facility can only be effective if the other components of the necessary environment are in place and functioning. These requirements have been widely canvassed, by the LTT study two years ago among many others, and are well known to investors and national authorities. No financial facility can take the place of competent government, sound policies, the rule of law and reasonable macro-economic stability. But if those are present, the facility offers the possibility of significantly enhancing the feasibility of private direct investment in small and vulnerable economies.

LTT Working Party

Washington D.C.

18-20 June 2003

*	Executive Director for the Caribbean, Inter-American Development Bank, Washington, D.C.; Senior Associate, Caribbean Regional Negotiating Machinery; Honorary Professor of Economics, University of the West Indies.  The views expressed in this paper are personal to the author and should not be attributed to any of the institutions to which he is affiliated.


�	LTT is the report Lowering the Threshold by Anthony Hughes and Havelock Brewster, on reducing the cost and risk of private direct investment in least developed, small and vulnerable economies.  The report was commissioned by the Commonwealth Secretariat, London in mid-2001, presented to the Commonwealth Finance Ministers’ Meeting in September 2002 and published in November 2002.


� 	A detailed report of that meeting was issued to all participants in February 2003. Copies of the meeting report and the LTT report are available from the Commonwealth Secretariat.
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