Progress in the FTAA Negotiations
By Robert Spitzer

I ntroduction;

With more than 800 million people throughout the Western Hemisphere, the FTAA will
bethelarged free-radearaaintheward.  Itisan amatiousundateking inmeny ways Itwill
beasngetradeageaman for 34 differet counrieseech withitsown interestsand pettermn of

extard rdaiodhips They indudesomed theridhest countriesinthewarld and somedf the

poorest; somedf themod dfident egriauturd producasand somedf themost heavily protected.

But many of theregan' sleedarshaveidantified trade asameansto addressthe nesd for

economic gromth, and despite the drdllenges there ssamsto bethe pdlitica will to pressaheed,

Inmy presatdion I’'mgaing togveyou alitielit of higary of thenegatiations dsoussthar

drudure, prindplesand dyjedives and then get into moreddiall ontheissuesinthe negatiations

thet effedt agriauture

Origin of the FTAA Negotiations

InMiami & the Deoarber, 1994 Sumimit of the Americas the Heeds of Sateand Govermant of the
A damocradesinthe hamigphereagread to condruct aFee Trade Areadf the Amaicas or FTAA, in
which bamiesto tradeand invesment will be progressively dimineted, and to complete negatitions

for theagreamant by 2006. Theprocessof devdgaing the FTAA bagenwith prdiminary dsoussons
among the partidpating countries condudted through anumbar of warkinggroups: Then, inMarch of
198the TradeMindersaof the FTAA countries medingin San Jose CodaRica, recommendad the
inigtion of fomel negatitionsand s out the drudureand genard prindiplesand dgjedivesto guide
thenegatidions Onthebegsaof the Sen Jose Dedadion, the FTAA negatigtionswerelaunched
famdlly in April 1998 & the Ssoond Summiit of the Amaicasin Santiego, Chile

Structure of the Negotiations

Thedrudureegadished far thenegotiations in the San Jose Declaration involved the
creation of nine negatiating groups and three non-negotiating committees and groups, dl
overseen by the Trade Negotiations Committee which is made up of Vice Minigters
respongble for Trade. The nine negotiating groups are:
- Market Access

Agriculture

Services

Investment

Government Procurement

Intellectua Property Rights

CaompditionRdlicy

Sisdies Antidumping and Countavalling Duties

Digoute Satlemat



The three non-negatiating committessand groups are
Conaltative Group on Srdle Eoonomies(CGE)
Committeedf Govemmat Reresaniaives onthe Partiapetion of Civil Sodety (SOC)
Jont Govemmat-Rivate Sectar Caommittee of Expatson Bedronic Commeace

The Trade Negatidions Committee (TNC) isregponsblefor guiding thewark of dll thegroupsand
committessand for meneging the negptiating process

Principles and Objectives of the FTAA negotiations:

Atthe Summit of the Amaicasin Santiago, theleedars of the FTAA countriesdedded thet thework of
thesegroupsand committees should be quided by thefdlowing prindplesssagresd by the minigters
in San Jose:
- Decisonswill be taken by consensus,
Negotiations will be conducted in a transparent manner;
The FTAA will be consstent with WTO rules and disciplines, and should
improve upon these rules and disciplines wherever possible and appropriate;
The FTAA will be asingle undertaking ("nothing is agreed until al is agreed");
The FTAA can coexig with bilateral and sub-regiond agreements and
countries may negotiate and accept the obligations of the FTAA individudly
or as members of a sub-regiond integration group;
Spead atentionwill begventothenesdsof thesler economies

For thenegatiaions on gricuiturefour mgiar negotiating dgjedtivesweareestalishedt

To progressively diminate tariffs, and non-tariff barriers which restrict trade
between participating countries, consistent with the WTO rules on the
establishment of free trade aress.

To diminate agricultural export subsdies affecting trade in the Hemisphere.

To identify other trade-distorting practices for agricultura products and bring
them under greater discipline.

To develop measures to ensure that sanitary and phytosanitary measures are not
gpplied in amanner which would congtitute a disguised restriction to trade,

The market access objective is shared with the Negotiating Group on Market Access, and
topics such as Rules of Origin, customs procedures and Technica Barriersto Trade will

be dedlt with exclusively by that negatiating group. USDA participates actively in
developing U.S. government approaches for agriculture-related issues in these areas.

Rhythm of the Negotiations:

The rhythm of the FTAA negotiationsis set by the schedule of Minigterid mestings.
Trade Minigters have been meeting every 18 months to take stock of the progress made

by the negotiating groups and to give them guidance for their ongoing work. An
individua country has acted as the chairman of the negotiations for esch of these 18
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month periods and has been respongble for hogting the Minigterid meetings at the end of
itsterm. The chairmanship was first held by Canada, then by Argentina, then Ecuador
and now, for the rest of the negotiationsiit is a co-chairmanship between the United States
and Brazil.

The negotiations are managed by the Trade Negotiations Committee, which brings
together Vice Ministers responsible for trade every three or four months. The TNC
monitors the work of the negotiating groups and dedls with issues which require politica
level decison. The TNC aso establishes and maintains the budget for the negotiations as
well asthe cdendar of meetingsfor dl the FTAA entities.

Work on the text of the FTAA chapters and the negotiations on market access are done in
the negotiating groups which meet about every Sx weeks. Thereisadso now a Technica
Committee on Indtitutions which is working on generd issues such as the ingtitutions that
will be crested by the agreement, guidelines for the structure of the text, and
recommendations for dealing with issues which cut across severd negotiating groups.

Asthe FTAA negotiations have progressed, the focus of the work hasintengfied. The
period from September 1998 to November 1999 was dedicated to drafting an annotated
outline for the agreement and for developing severd business facilitation measures,
particularly in the area of Customs procedures, as an early harvest for the negotiations.
The period from December 1999 to April 2001 was used to develop afirgt draft of the
text, which was then made public, the first time ever that a draft trade agreement has been
made public in the middle of negotiations. The period from May 2001 through
November 2002 was devoted to refining the draft text and to establishing the rules and
procedures for the negotiation of detailed market access commitments. The revised draft
texts and the guiddines for the market access negotiations were aso made public
following the November, 2002 Quito Ministerid meeting. The schedule established for
completing the negotiationsis as follows:

February 15, 2003 - Tabling of initid market access offersfor tariffs, services,
investment and government procurement.

June 15, 2003 - Presentation of requests for improvementsin theinitia offers.
July 15- ? - Period for presenting improved offers

November 20-21, 2003 - Miami Minigerid

December 31, 2004 - Negotiations conclude.

December 31, 2005 - FTAA implementation begins.

Survey of Major Issuesin the Agriculture Negotiations:

Market Access

The framework that was established for the tariff negotiations appliesto both agricultura
and non-agricultura products. There are two essentid components. establishment of the

garting point for reductions, referred to as the base rate, and the pace at which tariffs will
be cut.



Base Rate. Inthe WTO, tariff reductions are negotiated from bound, or trade agreement,
levels. Asaresult of the Uruguay Round, dl agriculturd tariffs are now bound in the
WTO, but the commitments for developing countries are often calling bindings, that is
tariff commitmerts at aleve above the ratesthey actudly apply. However, inthe FTAA
it has been agreed that, the base rates will be those tariffs that were actudly being applied
in October 2002, not the WTO bound rates. Country groups with common externa
tariffs are dlowed to use those rates rather than their nationd tariffs, and Caricomiis
alowed to use its WTO bound rates for some agriculturd products.

Pace of Taiff Elimination. Inthe FTAA we have established four eimination
categories. Category A isimmediate eimination upon entry into force of the agreement,
category B isdimination within 5 years, category C is dimination within 10 years and
category D is eimination over a period longer than 10 years.

Current Issues. There are currently three fundamenta issues of principle outstanding in
the area of market access. These are whether products can be excluded from
liberdization, whether the principle of regiond MFN should apply and how to take into
account differencesin levels of development or Size of economies.

Exclusons. Another issue in the market access negotiations, especidly in the agricultura
sector, is the question of whether or not products can be excluded from the liberdization
process. Since the beginning, Ministers have agreed on the principle that everything is
subject to negotiation. Nevertheless, throughout the negotiations some countries have
tried to obtain agreement that tariffs have to diminated on every product while other
countries have sought the right to explicitly exclude sensitive products from

liberdization. With the tabling of initid offers, thisissue has arisen again as many
countries have refused to place some of their sengtive products into any of the four tariff
elimination categories. Since the offers are confidentia, | cannot provide any more detall
on thisissue, other than to say that, to respect the mandate that everything is subject to
negotiation, the United States put every product in one of the four categories and we will
be using our requests for improvement in offers to encourage others to do the same.

Regiona MFN and differentid treatment for smaller economies. The other two magjor
issues. Regiond MFN and how to take into account differencesin levels of development
and sze of economies are closdy related. Inthe WTO, afundamenta principleisMost
Favored Nation or MFN treatment. Thisisthe principle that any concession granted to
one partner has to be extended to al other WTO members. Inthe FTAA, some countries
would like to gpply this same concept, which they call Regiond MFN. It would mean
that if acountry agreesto put aproduct in a particular elimination category for one
country, that same treatment should be extended to dl other FTAA participants. Another
way to expressthisideais that each country should have only one tariff eimination
schedulefor dl its partners.  The main proponents of this principle are the Mercosur
countries, Canada, Costa Ricaand Chile. Inthe view of the United States, this principle
isin direct contradiction to Ministeria guidelines which provide that different trade
liberdization timetables may be negotiated and that offering more rapid tariff reductions

is one way to take into account differencesin level of development and size of

economies. The United States has actudly tabled four different initid tariff offers one
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for the Caribbean Community countries, one for other countries currently benefiting from
tariff preferences under the Caribbean Basin Initiative or CBI, one for the Andean
Community and afourth offer for dl other FTAA participants. Most other countries
have tabled only a single offer, dthough Chile did provide preferentia trestment for the
Caribbean Community countriesin itsinitid offer. Mercosur considers that the U.S.
bilatera approach puts them at a disadvantage.

Non-tariff measures. In the area of non-tariff measures, discretionary import licensing
has been clearly identified in both the Negotiating Group on Market Access and the
Negotiating Group on Agriculture as requiring additiona disciplines. Quantitative
regtrictions and import prohibitions are also addressed while Technical Barriersto Trade
and Sanitary and Phyto- Sanitary Measures are dedlt with separately. In addition, the use
of price bands has been identified as an issue in the agriculture text. The negotiating
Group on Agriculture has dso established a counter-notification procedure for non-tariff
measures, which would alow a participant to notify a measure of another country as a
barrier and require a bilateral consultation process with the results reported to al

participants.

Export Subsidies

One of the earliest agreementsin the area of agriculture is that export subsidies should be
eliminated in the hemisphere.  This agreement is built into the 1998 San Jose Miniderid
Declaration. However, there are two sub-issues on which thereis il substantia
disagreement. These are: how to respond to subsidized exports from countries outsde
the hemisphere and whether any commitments should be made on export subsidies by
FTAA participants on products exported outside the hemisphere.  With regard to the
issue of subsdized exports from non-FTAA countries, the United States has proposed
that FTAA countries be alowed to reintroduce export subsdies in the hemisphereif they
are facing competition from such trade and the importing country does not take any
action to ded with it. Many of the other FTAA participants agree that something should
be done to address this Situation, but none are willing to accept the reintroduction of
export subsidies as the gppropriate remedy. Finaly, some countries seek limitations on
FTAA country export subsidies to non-hemispheric destinations. The god of these
limitations would be to ensure that resources which had been used to provide subsidies
within the hemisphere are not redirected to markets outside the hemisphere where FTAA
participants compete. The United States views this concept astotaly outside the mandate
of the FTAA.

Other Measures That Distort Trade in Agricultural Products

Another difficult issue in the negotiaions on agriculture is the question of how to develop
disciplines on other measures that distort trade in agricultura products, especidly inthe
case of domestic support. Five policies have been identified in this area, domestic
support, export credits, food aid, monopoly rights of state trading enterprises and
differential export taxes. 1n each case, some FTAA members believe disciplines need to
be established in the FTAA while others bdieve disciplines should only be established in
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the WTO. Although countries line up differently on each of these policies, akey conflict
is between the U.S., Canada and Mexico on one side and everyone else on the issue of
domestic support. The NAFTA countries argue that it is not possible to discipline
domestic support by destination and that acceptance of FTAA disciplineswould be
tantamount to unilaterd disarmament since no disciplines would be imposed on the
European Union or other countries outside the hemisphere. Therefore, they maintain that
retrictions on domestic support can only be negotiated inthe WTO. The other countries
argue that domestic supports give northern producers an unfair advantage that hasto be
neutralized if they are to be expected to reduce market access barriersin the FTAA. The
United States supports FTAA disciplines on gate trading and differentia export taxes.

Sanitary and Phytosanitary Measures

Discussons on Sanitary and Phytosanitary Measures in the FTAA have taken atwo-
pronged approach. One dement is to establish a trangparency mechanism and the other is
to work on atext for the Agriculture chapter of the agreement.  The trangparency
mechanism includes the requirement for countries to tranamit to the FTAA the SPS
notifications they have made in the WTO. It aso includes a counter-natification
procedure which alows countries to complain about a specific measure in place in
another country and provides for a consultation process with reports to the rest of the
FTAA parties. The U.S. objectivesfor this part of the negotiation are to increase
familiarity and compliance with the WTO SPS Agreement in the hemisphere, to establish
aframework to facilitate resolution of SPS problems in the region and to encourage
cooperation among FTAA countries in order to strengthen our influence in internationa
standard setting bodies and other internationa organizations.

How to treat differencesin size of economy and levels of devel opment

From the beginning of the FTAA, one of the most contentious issues has been how to
take into account the differencesin level of development and Size of economiesin the
region. The smaler countries have pushed for up-front guarantees on issues such as
market access and limits on new obligations in many of the negatiating areas, while the
larger countries have argued that these differences should be taken into account on a case
by case basis as concerns on specific issues arise. Animportant step in dedling with this
issues was the decision taken by the TNC in September, 2001 which established
guiddinesfor addressng the differences in Sze of economies and levels of development.
This document, TNC/18, is publicly available on the FTAA web site. It provides that
measures to take account of these differences should be decided by the individua
negotiating groups on a case-by- case basis, that they should accommodate the needs of
al countries, including existing market access conditions, that they should included
trangitional measures which could be supported by technical cooperation programs and
that they could include longer periods for compliance with obligations. The FTAA
gructure includes a Consultative Group on Smdler Economies which is tasked with
monitoring this issue across the negotiations. At the Quito Minigteria an important step
was taken to address this issue with the establishment of the Hemispheric Cooperation
Program. This program is designed to help countries identify where they will need
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assstance to negotiate and implement the FTAA agreement and to match those needs
with donor organizations such as the Inter- American Development Bank, USAID, and
other organizations who can help.

Conclusion:

The FTAA is moving into the phase where red trade-offswill gart to be made. Thiswill
intensfy after revised market access offers are tabled this Fdl. 1n the agriculture area,
progress in the WTO negotiations will play an important role, but market access dedls
will increasingly become the main business of the negotiations as we gpproach end of
2004. Itispossbleto concude the FTAA ontimeif thereis political will, but there are
alot of chdlenges. Theseinclude uncertainty about the atitude of the new Brazilian
adminigtration, weskness in the economies of many of the countries in the region and the
threat to politica stability that accompanies that weakness, as well as the lack of public
support for the FTAA in many countries. Only time will tell if these chalenges can be
overcome.



Additional Reading:

Smmitry inthre Americas A RrogressRepart by Ridherd Feinberg who wasthe Senior Director for
Inter- Amaican Affarsin theNationel Seourity Gounal during thefird Qlinton Adminidration
Rublished by thelndituefor Intemationdl EconamicsinMay, 1997.

FTAA web dte www.ftaa-alca.org

Guidance and Ingtructions to the FTAA Entities— April 10, 2003
Quito Minigterid Declaration —  November 1, 2002
Second Draft FTAA Agreement —  November 1, 2002

Guiddines or Directives for the Treatment of the Differencesin the
Levesof Development and Sze of Economies - November 1, 2002

Document on Methods and Moddlities for Negotiations - October 1, 2002



