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Trade agreements and policy space

A point of departure is that in order to promote development and poverty eradication governments in developing countries need to be able to define the best policies according to their country´s specific needs and capacities. These of course vary from country to country, depending on a number of different factors such as history, geography, poverty levels and political, economic and social structures, only to mention some.  

One of the major concerns raised by many civil society organisations as well as governments in developing countries regarding the Free Trade Agreements that the EU is negotiating under the umbrella of Global Europe, is that they will lock in policies and thus limiting this possibility of governments to define and to change their policies. The policy space available will be restricted. 
So, why will these trade agreements have this effect? The FTAs, including the trade pillar of the Association Agreements being negotiated with Latin America, include a number of issues that developing countries have opposed to negotiate within the WTO, such as public procurement, investment and competition – the so called Singapore Issues. These are now being reintroduced by the EU through bilateral FTAs. Also, the EU is pushing for more far-reaching agreements on enforcement and protection of intellectual property rights (IPRs). These are all areas emphasized by the EU in Global Europe, and are already part of the EU CARIFORUM EPA that the EU is presenting as a template.
Ten minutes do not allow for an in-debt discussion of all these issues, that are quite complex, so I will focus on one of the areas of key importance for the policy space available for developing countries - public procurement. 
Public or government procurement refers to government spending on goods and services. It can include for example building of schools, roads and dams and services such as electricity, telecommunications and transports – as well as health and food supply. In some developing countries, government procurement account for 15 to 30 percent of the GNP. This is a considerable part of a country´s economy and as such, the government’s policy on procurement can be an important development tool. For example, it can be used to direct public expenditure at locally produced goods and services, in order to promote the development of local small and medium enterprises. It may also be part of a policy to attain social objectives, such as affirmative action for gender equality or by giving preference to companies owned by previously disadvantaged groups. It can also be a way of promoting a green economy by favouring environmentally friendly goods and services. Particularly in times of financial crisis public procurement can also be a key fiscal stimulus tool. 

Government procurement is one of the few areas of state involvement not covered by any multilateral agreement. But in Global Europe the European Commission identifies government procurement as a priority area, and it is an area which is increasingly being negotiated in Free Trade Agreements. The EU sees an enormous potential in the opening up of public procurement in emerging developing countries in order to create further exporting opportunities for European companies. The draft EU negotiating mandate for the Association Agreements with the Andean Community and Central America confirms the EU´s focus on government procurement, and the EU specifically mentions the water, energy and transport sectors as areas of interest. 
The provisions on public procurement introduced through FTAs lead to a number of challenges for developing countries. 

Most importantly, the EU generally seeks market access through the progressive liberalization of procurement markets at the national, regional and in some cases local levels. In the negotiations with Central America the European Commission has confirmed that the EU is aiming for as far-reaching market access in public procurement as possible. The trade agreement between the EU and the Caribbean countries, CARIFORUM EPA, is one already existing example. Following this agreement, the Caribbean countries have to progressively liberalize their procurement markets to give market access for European companies. They have to give companies from the EU national treatment
 – meaning that governments are no longer allowed to favour local producers over foreign ones. So, despite huge differences in capacity large multinational companies have to be treated the same way as national small and medium enterprises. 
The services sector is a clear example. Services represent 77 per cent of the EU’s GDP and employment and are the cornerstone of the external trade and competitiveness agenda of the EU. The capacities of for example Central American service providers are not by far comparable to those of the EU. Faced with unequal competition too soon in their development they risk being put out of business while European companies will be the main beneficiaries. 
So, through the liberalization of procurement markets developing countries loose an important instrument for industrialization, employment and macroeconomic stability. 

Another disputed issue related to the regulations on public procurement, in the CARIFORUM EPA as well as in other FTAs, is the EU´s far reaching requirements on the rules and procedures for public procurement. The costs for developing countries to comply with these new rules by putting new systems in place are often high. Especially when it has to be done not only on a national level, but also at a regional or local level. Despite of these high costs for governments already struggling with very tight budgets, the agreements often include very few commitments on technical cooperation to strengthen their technical and institutional capacities. 

Joseph Stiglitz, former chief economist at the World Bank, and Andrew Charlton summarize the importance of government procurement for development in their book Fair Trade for All: “Government procurement policies have important economic and social roles in developing countries which could be curtailed if governments were mandated to observe national treatment principles. The level of expenditure and the attempt to direct the expenditure at local producers is a major macro economic instrument, especially during recessionary periods, to counter economic downturn. Additionally, procurement policy might be used to boost domestic industries or encourage development in specific sectors of national interest. Social objectives could also be advanced by preferences for specific groups or communities, especially those that are underrepresented in economic standing”.
 

So, the regulations on government procurement that the EU is seeking to introduce through the Association Agreements are risking to limit the future policy choices available for Latin American governments to define their own strategies for development. But not only does this have an impact on national economy and development. It is also a question of democracy. When the policy options available for governments are restricted, so is the possibility of governments to respond and deliver on the demands and needs of their citizens. Therefore, reducing policy space also means limiting the possible outcomes of national democratic processes and disempowering the government by taking away one of their most important policy making tools to balance interests and respond to societal needs
To conclude – it is clear that asymmetric development levels require special and differential treatment in the trade agreements as established in WTO in order for developing countries to have sufficient policy space to develop national policies. However, EU has not yet delivered sufficiently on Special and Differential Treatment for developing countries in FTAs.

The question is whether these kind of agreements, rather than contribute to development, become an obstacle to both development and democracy?
� EU - CARIFORUM EPA Article 129.4; see also South Centre (April 2008) Fact Sheet no 8: Competition policy in EPAs


� Joseph Stiglitz and Andrew Charlton (2005). Fair Trade for All – How trade can promote development. P. 274. 





