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Background

The services negotiations in the WTO are ‘on track’ in terms of the process of working to deadlines and the coverage of issues specified for further discussion in the existing text of the General Agreement on Trade in Services (GATS).  However, a critical indicator of the extent of participation will be clear after the deadline of March 31 for the tabling of offers.  The expectation is that maybe 20 to 30 WTO members will meet the deadline but that only a few of these will be developing countries.  This paper considers various aspects of the interests of developing countries in the negotiations and comments on strategies which might be used to extend their participation.  

Negotiations on trade in services started in 2000, as specified in the GATS, for the purpose of achieving a higher level of liberalistion.
  The text of the Doha Ministerial statement contains on services:

The negotiations on trade in services shall be conducted with a view to promoting the economic growth of all trading partners and the development of developing and least-developed countries. We recognize the work already undertaken in the negotiations, initiated in January 2000 under Article XIX of the General Agreement on Trade in Services, and the large number of proposals submitted by members on a wide range of sectors and several horizontal issues, as well as on movement of natural persons. We reaffirm the Guidelines and Procedures for the Negotiations adopted by the Council for Trade in Services on 28 March 2001 as the basis for continuing the negotiations, with a view to achieving the objectives of the General Agreement on Trade in Services, as stipulated in the Preamble, Article IV and Article XIX of that Agreement. Participants shall submit initial requests for specific commitments by 30 June 2002 and initial offers by 31 March 2003.

Services negotiations will continue on a parallel track and at some later point proposals accumulated through the offer and request process and through the work of the Council on Trade in Services will be reviewed for consideration as part of the ‘single undertaking’ in the WTO.  One difficulty in making an assessment of progress towards services’ contribution to the final outcome will be the tendency to ‘backload’ proposals.  Progress in services might be held hostage to progress in agriculture, that is, developing countries may resist making offers on services until the outcome in agriculture becomes more clear.  Some developing countries may seek to extract ‘concessions’ through various special and differential treatment provisions.  Further comment is offered below on this tactic of ‘holding back’ in the services negotiations.

Bottlenecks in the negotiations are more likely to emerge in discussion of GATS rules, especially safeguards.  The best strategy for all Members is to focus in the negotiations on elements which are ‘doable’ and those elements, it is argued below, relate to market access.

Another challenge to the multilateral negotiations is the surge of interest in bilateral or small group negotiations.  The agreements established in the latest period of interest tend to focus on services issues.  The question of whether this route to reform helps or hinders the main game in the WTO is discussed further below.

Gains from policy reform in the service sector are reviewed, and implications for development strategy in services are identified, in the following sections.  Some challenges in implementation are then noted and the main implications for the WTO agenda of developing countries are reviewed.

Gains from reform

“What’s in it for us” is a common question among developing countries about the services negotiations.  The response to this question draws on assessments of a) the extent and nature of the impediments to services trade and investment now in place, b) the diversity in the service sector and the scope for international competitiveness in the provision of services by developing countries, and c) the value of mobilising domestic business interests to support a reform program.  

Recent research has revealed the extent of impediments to trade and investment in services.  Findlay and McGuire (2003) summarise this material as follows:

· There are significant impediments to trade in services, particularly in telecommunications, banking and transport as well as some of the professional services.  High levels of impediments in these fields are likely to have significant effects on other goods and services exporters.  A service sector reform programme which ignores the highly protected sectors could even reduce the efficiency of the allocation of resources;

· In policy applying to the services sector, there is usually significant discrimination against foreign suppliers, which is observed at levels higher than expected in banking and in maritime and distribution services;

· The relative importance of barriers to establishment and operation vary between sectors, with establishment barriers being regarded as more important in the professions;

· In general, impediments to international services transactions tend to fall as income rises, except in some professional service activities.  Thus developing economies, even if they wish to focus on various cross border activities, also face some important domestic policy challenges to reduce the burdens that are now carried by those exportable sectors.

The majority of the source of the gains from reform are those related to domestic reform, as a consequence of access to services at lower prices.  Not only the changes in relative prices but also increments to the capacity of the service sector and the quality of its output are important.  For example, developing countries stand to make substantial gains from removing the bottlenecks in the infrastructure sector, by facilitating public-private partnerships with foreign investors.  In the logistics sector, foreign competitors add to its capacity and provide access to the ‘soft’ technology associated with new ways of organising businesses, both manufacturers and retailers (Luo and Findlay, 2002).  In financial services, foreign participation strengthens the banking systems by the introduction of new risk management technology.

Business interests in all other sectors value improvements in service quality.  Their capacity to operate in world markets is supported by the development of a service sector whose participants are themselves at the global frontier.  Back office data processing, customer service centres or diagnostic health services, both areas in which developing countries have export ambitions, depend on access to high quality telecommunications and financial services (the latter to facilitate payments).  The tourist sector depends on access to world quality transport and accommodation service suppliers.  The integration of the agriculture sector within economies and between economies depends on access to transport services, and the gains of market integration for producers in isolated areas are especially important (Limao and Venables, 2001).  

Modelling results

These measures of impediments discussed above have also been used in modelling work on the impact of policy reform.  Not surprisingly, the modelling results suggest the main gainers from reform are the developing countries.

Dee and Hanslow (2000) report results in which the world as a whole is projected to be better off by more than US$260 billion annually as a result of eliminating all post-Uruguay Round trade restrictions. About US$130 billion would come from liberalising services trade, US$50 billion would come from agricultural liberalisation, and US$80 billion from liberalisation of manufactures. These are the projected gains in real income about 10 years after the liberalisation has occurred and the associated resource adjustments have taken place.

For some economies — the European Union, the United States, Canada, Singapore and Taiwan — the contribution of multilateral services trade liberalisation is projected in this modelling work to be negative. There are a number of reasons that contribute to this result, but generally, after the restrictions on FDI in foreign economies are removed, the owners of foreign capital already established in those economies receive a lower return.

Dee and Hanslow also projected the benefits of partially liberalising services trade. The results show that the greatest global benefits will come from liberalising non-discriminatory or market access restrictions rather than discriminatory or national treatment restrictions. They found that removing all restrictions on establishment would yield a larger total benefit than removing all restrictions on ongoing operations.  The results also show that it is difficult to find an outcome where at least some economies gain and none lose from partial liberalisation, when reform involves removing only one class of restriction  — market access, national treatment, establishment or ongoing operations. The best strategy for liberalisation, according to these results, is to achieve reductions in all types of restrictions simultaneously.

Dee Hanslow and Phamduc (2000) look at the question of which sectors can gain from multilateral services trade liberalisation. A service sector may not lose from liberalisation because there are competing forces at work.
· Not all services trade barriers discriminate against foreign services suppliers, so a service sector could expand because of new entry by domestic services suppliers.

· Some services trade barriers restrict inward FDI, so a service sector could expand because of new foreign entry.

· Some services barriers discriminate against foreign services delivered cross-border, so a service sector could contract in the face of additional import competition.

· Services trade liberalisation may benefit downstream using industries, and a service sector may lose out in the competition for domestic resources (eg labour).

Verikios and Zhang (2001) analyse the sectoral impacts of removing all restrictions on trade in financial and communication services. They found that the total gain in world income from liberalising both sectors is US$48 billion. About US$24 billion of this would come from liberalising communications services with most of the gains coming from removing non-discriminatory restrictions. US$24 billion is likely to accrue to financial services, with almost all the gains coming from removing restrictions that discriminate against foreign firms. However, the gains in most regions are the highest when all restrictions are removed. The benefits from liberalising trade in these two sectors are distributed to almost all regions. The largest gains accrue to high-barrier developing regions while smaller gains accrue to low-barrier developed regions. The modelling indicates that developing regions have strong incentives to extend their liberalisation commitments to liberalise in these sectors. The modelling also indicates that commercial presence of foreign firms via FDI is an important mode of delivering telecommunications and financial services.
Other studies show that liberalisation of services trade generates overall welfare gains under all modelling assumptions (Findlay and McGuire, 2003). While the measures of restrictions on trade in services in these studies are less sophisticated than those of Dee and Hanslow, the studies generally indicate that economies with significant restrictions gain the most in terms of percentage changes in real GDP from liberalising trade in services (OECD 2000a and 2000b). Thus, the major benefits from liberalisation accrue to developing economies because their restrictions on services are higher than are those of developed economies.

Market access interests

The main focus in service sector reform is domestic regulatory arrangements and the challenge is therefore to stimulate the reform process at home.  The opportunities provided by a round of international negotiations can be used to support this process.  Mattoo (2002) observes that many developing countries are in a situation where their ability to implement reform is constrained by domestic opposition and in that environment, multilateral negotiations can be useful.

Developing countries have a number of market access interests.  An earlier expectation was that there were prospects of a deal based on the exchange of access to labour markets in developed economies for greater commercial presence by foreign service providers in developing countries (Mattoo, 2002).  Whether this inter-modal reciprocity is remains attractive is discussed again below.

But the movement of labour is not the only interest of developing economies.  The service sector is not just one activity, but a set of activities with a wide range of technologies and factor intensities in place.  The same processes of shifts in comparative advantage apply in services as they do in goods.  As economies develop and lose their competitiveness in some sectors, new opportunities are created for the next round of suppliers.  

Given the nature of the provision of services, and the importance of direct interaction with customers, there is scope to offer highly differentiated services in world markets.  Developing countries can, for example, offer a range of personal services in competition with those already provided by developed economies.

Examples abound therefore of areas in which developing economies might be competitive suppliers of services.  The possibility of the gains from improved market access as well as those from domestic reform for other tradable sectors can be used to mobilise wide ranging business sector support for a reform program.  

This perspective also suggests that it is not productive in the WTO process to build a strategy based on the proposition of ‘let’s not liberalise too much’.  There is scope in the GATS to find the basis for that strategy.  But if that position is taken, then offers by trading partners will be small.  Significant opportunities will be lost for both domestic reform, in association with better market access in other markets (the latter stimulated by a wider range of offers for policy change at home).  

Participation in the negotiating will be relatively intense in the use of resources of which developing countries have relatively scarce endowments.  They face significant challenges in defining their main targets, specifying the commitments to be made, including with respect to their scope.  A strategy which economises on these scare resources will be attractive, and most likely such a strategy will be a relatively simple one.  Options for building a strategy for international commitments are discussed in the next section.

Designing international commitments

It is often observed that ‘trade policy starts at home’.  In other words, the first step is to specify a development plan, which includes the priorities for policy reform.  The design of a strategy for international commitments then follows from that plan.  If this sequence is not followed, experience elsewhere suggests that it will be difficult for developing countries to resist the specific request by trading partners.  If they allow their own policy changes to be driven solely by those requests, then policy development will tend to be haphazard and partial.  As a result, there is a risk that a large part of the gains may be captured by foreign participants and it is more likely that they will be confronted by serious issues in implementation.  As a result of these effects, the reputation of the whole process of reform linked to liberalisation will suffer and the reform process will tend to stall.

A further challenge lies in the specification of commitments.  One source of this problem is that the GATS categories of service activities do not always match business models.  Luo and Findlay (2002) discuss this matter with respect to logistics services.  Similar concerns arise in energy services.  It is useful to have in place some model sets of commitments to illustrate how to match policy changes with business models.  Failure to achieve the appropriate coverage may leave some bottlenecks in place at which point rents can be collected, by either local or foreign firms.  

Even more important is the matter of the scope of the work.  As already noted, the impediments are related to policy which operates behind the border, including domestic regulation.  A wide range of policy measures can affect the scope for both local and foreign entry.
  Their effects are complex and the reforms are demanding, requiring for example the creation in some cases of new institutions (eg with respect to competition policy in general or prudential regulation of financial institutions).

This discussion of the challenges of the design of the domestic reform agenda and its links to a strategy of international commitments, highlights the value of information and analysis of policy.  It also has implications for the design of capacity building programs and of the scope of the international negotiations, including the role of small group agreements.

There is value in compiling information on the nature and extent of impediments.  A considerable amount of research has been completed on this matter and some its key results were reviewed above (Findlay and McGuire, 2003).  The country coverage of that work is currently incomplete.  As Findlay and Warren (2000) explain, there is value in this information.  It helps establish policy priorites (eg in a ‘tops down approach’, reduce the most significant impediments first), provides a benchmark against which to assess the progress of reform and helps measure the extent of gains from reform, all of which helps support political coalitions in favour of reform.  However, the methodologies for measuring impediments remain at early stages of development and it is valuable to supplement that research with a series of business consultations.  Business can also be encouraged to establish coalitions and forums in which these consultations might be conducted (many countries host an active coalition of service industries, for example).

Establishing the links with the domestic development agenda is the main challenge in building an international strategy.  This challenge should be the focus of cooperation on capacity building.  While the specification and implementation of a strategy in the WTO ultimately requires substantial knowledge and understanding of the provision of the GATS and of negotiating tactics, the first step is, as always, strategic rather than tactical.  This point is illustrated in the design of request-offer strategies in services (OECD, 2002b)

There can also be a virtuous cycle between liberalisation and the capacity to manage a reform program.  Capacity building should reduce the costs of and the time taken to reach a higher level of participation in the world economy.  Sharing experiences of the design and management of the reform process, as just suggested, is an element of capacity building.  The costs, and the time taken to reap the full benefits of reform, can be reduced by services liberalisation itself, through the greater capacity of the education, transport, energy, telecommunications and financial sectors.  The services of these sectors help reduce costs of adjustment elsewhere in the economy.

Previous research on the commitments made in the GATS compared to actual policy has found that considerable gaps exist (Fink, Mattoo and Rathindran, 2001, Findlay, Lee, Sidorenko and Pangestu, 2002). Policy is generally bound are a more restrictive level than actual policy. 

The GATS provides a forum in which to undertake market access negotiations based on reciprocity and in that context, Fink, Mattoo and Rathindran observe that the gap between actual and bound policy provides a scope for improving commitments without significant changes in national policy.  They comment that using the GATS can lend credibility to current policy and that ‘in principle a clear GATS commitment not to restrict entry could add significantly to the contestability of markets’.  They argue that the credibility of current commitments can be increased by ‘purging’ the schedules of language such as “licenses may be granted” and of references to approval to enter being contingent on ill-defined criteria. 

In terms of strategy in international negotiation, the implication of these research results and of the points made so far is that the ‘main game’ is to bind domestic policy. There are substantial gains from removing the gap between actual and bound policy.  Designing and making those commitments does not cost much in terms of the resources consumed in the negotiating process.  Other aspects of the negotiations, including those on rules (some examples are provided below), according to this perspective, have a lower priority.  Some economies may still wish to use the negotiating process for the purposes that Mattoo (2002) presents, that is, to help overcome domestic resistance to change in areas which have been difficult so far to reform unilaterally. 

Small group preferential agreements

There has also been in the last few years a new surge of interest in preferential small group agreements on trade.  Many of these have a significant focus on service sector commitments.  It might be expected that a smaller group could deal with some of the difficult issues in services negotiations more easily than a large group.  However this outcome need not apply.  There is instead a risk of the proliferation of solutions to regulatory problems which later are much harder to integrate (see Findlay, Stephenson and Prieto (2002) for a discussion of the contribution of RTAs in services).  

Furthermore, the interest in preferential groupings could be driven by private business interests seeking to establish a first mover advantage in foreign markets.  The problem is that the first mover in these circumstances may not be a world class supplier, and given the nature of competition in the service sector, that supplier may lock in its position and continue to retard the growth of competitiveness of other tradeable goods providers (Mattoo and Fink, 2002).  

The assessment by the OECD (2002c) of coverage of RTAs in services is that

· RTAs covering services show a broadly common approach among themselves and with the GATS to the progressive opening of services markets, but that in some areas including quantitative restrictions and domestic regulation the disciplines of the GATS go further than those found in a number of RTAs

· RTAs tend to use relatively liberal rules of origin based on the presence of substantial business operations, which implies that, for outputs from suppliers operating in this mode, arrangements negotiated in a preferential fashion might actually be applied in a non-preferential manner

· Both positive and negative list approaches have been used in RTAs, but that governments, particularly those adopting a negative list approach, have subsequently extended regional preferences on an MFN basis under the GATS

· RTAs have made little progresss on the ‘rule-making interface’ between domestic regulation and trade in services and that progress on domestic regulation in RTAs has been ‘slow and generally disappointing’

· RTAs have also not made much progress on other rule making issues which were left unfinished in the GATS and nor have they made much progress on sectors which were also difficult to deal with at the multilateral level.

The OECD concludes that “in some sectors, the political economy of multilateral bargaining, with its attendant gains in critical mass, may help overcome the resistance to liberalisation arising in the narrower or asymmetrical confines of regional compacts”

Some commentators observe that commitments made in a preferential agreement are very difficult to actually implement in a preferential manner.  This may be the case for some types of regulation, as noted above, but in others it is easy to see how a preferential position could be sustained.  For example, many impediments to trade and investment in services take a form similar to quantitative limits.  Clearly those instruments can be managed in a preferential manner. 

In summary, there are substantial risks in the preferential route to reform.  If that route is taken, the initiators face the risks just outlined.  Emerging in the work on these issues is a suggestion is that any commitments should include a commitment to multilateralise those commitments.  A commitment to multilateralisation should be made part of new rules in the GATS (and the GATT) on regional arrangements.  

Reaction to the growth of RTAs might also be “subversive”.  This reaction includes broadening the agenda to include consideration of sets of issues for which small group discussion is efficient.  These could include issues that do require explicit cooperation between trading partners: examples include matters of the recognition of standards or the treatment of income for taxation purposes.  As discussion proceeds on these matters, the results could be separated from the traditional components of a preferential agreements: there is a suggestion for example of establishing trade and investment facilitation agreements which cover these issues but which would not trigger the requirements of Article V of the GATS on regional trading arrangements.  The issue remains however of how to ensure these agreements are genuinely liberalising, and a common suggestion for a test for that purpose focuses on the terms of accession of new members (Drysdale, Elek and Soesastro, 1998).

Other issues in the WTO negotiations

It was argued above that the main target for developing economies in the current round of negotiations relates to market access, but in particular to the terms of access to their own markets.  Commitments to access in markets in other economies help support the domestic political processes, but offers of such access are more likely to be forthcoming when developing economies themselves offer commitments to bind their own policy.  Some of the challenges in the implementation of this core aspect of strategy in making international commitments have already been noted.

There are however a number of other issues to consider in the GATS negotiations.  These issues can be grouped into a number of categories, namely those which are now mature (and therefore not likely to be stumbling blocks in the current negotiations), those which remain at the early stages of consideration and those which remain challenges for the longer term. 

The mature items include transparency of regulation and autonomous liberalisation.  Those at the early stages of consideration include government procurement, competition policy and other aspects of the treatment of domestic regulation.  Those that remain challenges include safeguards.  Also on the table is the treatment of labour movement and investment in the service sector.  The following paragraphs offer further comments on some of these topics.  Preferential small group arrangements have already been discussed and will not be reconsidered.

Consistent with the principles used here to define a strategy for international commitments, the suggestion is that the work in the current Round should focus on issues which can be resolved in the time frame available. Items listed above as mature, and perhaps some that are now at the early stages of development, are the priority.  The question is whether those that are now challenges can be set aside for another and later Round.

Transparency in domestic regulation is now a mature topic. Improving the transparency of regulation is the subject of many suggestions (Yi, 2002).  More difficult is the issue of the manner in which trading partners might become involved in the consideration of new regulation at an early stage.  At this time in the negotiations, the former is more valuable.  The management of the intrusion of foreign interests in domestic policy making processes is a topic likely to require longer term attention.  The latter assessment also applies to other aspects of domestic regulation, including the specification of whether a motive for regulation is legitimate and whether the instrument adopted is more burdensome than necessary.  Issues remain about recognition of standards.  These sorts of regulatory issues might better be handled in work on regional trade and investment facilitation agreements, as outlined above.

Autonomous liberalisation is another mature topic.  Some WTO members have sought in the negotiations to achieve ‘credit’ for policy change since the Uruguay Round, that is, to be not required to make further changes.  The first observation is that this approach to the negotiations conflicts with the suggestion made earlier of avoiding a strategy of refusing to liberalise too much.  But also the policy changes made in the domestic economy have little significance in a negotiating context unless they are bound.  Recently the Services Council in the WTO has considered this matter and has adopted a set of principles for consideration of such claims.  The principles include a reference to the extent to which these policy changes have been or will be bound (“whether the measure in question has already been scheduled and, if not, whether the liberalizing Member is willing to do so”).

Competition policy issues are also triggered in many cases of services sector reform.  The removal of an existing set of regulations creates new sets of competition policy issues, for example.  Rather than establishing a new set of competition policy institutions, it is likely to be more efficient to focus on areas where there are evidently violations of competition policy principles.  Price fixing and cartel behaviour could be some examples.  

International cooperation may be valuable in some cases.  Findlay, Lee, Sidorenko and Pangestu (2002) present a situation in which a competition authority permits two service providers to merge without a substantial reduction in competition in a market in its jurisdiction.  But in a smaller foreign market, the consequence could be a reduction in the number of suppliers.  The smaller market might re-examine its entry policy, but at its size, and in spite of its GATS commitments, further credible entry (at least, within the existing technology) may be unlikely.  Depending on the behaviour of the incumbents, prices may rise.  There is a number of steps and qualifications in the sequence leading to this conclusion, but it does illustrate the possibility that the extent of market power of incumbents in one market need not be independent of policy choices applying to others.  A forum for discussion of these linkages would be valuable.  

Fink, Mattoo and Rathindran (2001) offer interesting suggestions relevant to this circumstance:  they argue a) for an end to the exemption from national competitive law of collusive agreements that affect only foreign markets and b) for the right for foreign consumers to take action in the courts of countries whose citizens own companies that abuse their market power.  These procedures could also be added to the GATS provisions, they suggest.  

Fink, Mattoo and Rathindran also commend the scope to develop pro-competitive regulation in the GATS through adoption of the Basic Telecommunications Reference Paper which has, in many cases, stimulated domestic regulatory reform.  The Paper’s principles refer to all the anti-competitive issues likely to arise in this sector.  But they also cite examples where those who have apparently adopted the Reference Paper have not actually met all its commitments.  Their concern is that in these cases the multilateral approach has created an ‘illusion of reform’.  Moving closer to a common practice on the application of regulatory principles is another contribution of international cooperation.

Safeguards remains a contentious issue and could be a ‘deal breaker’ in the negotiations.  The EU, for example, is vehemently opposed to the application of safeguards.  Many developing countries require a commitment on safeguards in order to accept the requests for liberalisation from their trading partners.  There is also some discussion that it is not possible to implement a safeguards regime in the service sector (Sauve, 2002).  If safeguards are to be made available, their application will have to be made subject to effective disciplines on their use.  Sauve (2002) reviews some options, some of which focus on the main sectors in which the situations leading to demands for safeguards might arise (mainly in financial services).

The movement of natural persons is a substantial interest of many developing countries.
  As noted above, including this mode of supply could have been the basis for reciprocity within the services negotiations.  Recent modelling results also stress the scale of benefits of the reform of this sector (Winters, Walmsley,Wang and Grynberg, 2002). 

Wide ranging reform in the movement of people was always going to be constrained by the challenges it posed for migration policy.  However, there remained a range of types of workers which might have been covered in negotiations.  Developing countries would be expected to have interests in the low to middle range of skills and there is some overlap of interest in this group of people within developed countries.  Business in the EU has stressed its interest in the treatment of not just executives, already well covered in the Uruguay Round outcome, but also service contractors.  This overlap suggests that at least some agreement could emerge on a wider coverage of this mode of supply.  On the other hand, since the events of September 11, 2001, many economies are now much more concerned about the management of movement of people (workers and customers) and less inclined to liberalise mobility.  It may therefore be even more difficult now to reach a consensus on methods to facilitate the movement of people even in these categories and the scope for this issue to become a key part of any final agreement on services is now much reduced.

A significant impediment to movement of people between labour markets is the application of economic needs tests (ENTs).  These tests are similar to safeguards provisions but applied in advance of making a commitment – they are designed to check for anticipations of market ‘disruptions’ and have been called ‘super-safeguards’.  These tests are also listed as market access issues in the GATS, so the first preference is to negotiate their removal.  One side benefit of a more extensive discussion of safeguards in services could be support for the removal of the ENTs.

Investment is also on the table in this Doha round of negotiations. The 2001 Doha declaration does not launch negotiations immediately. It says “negotiations will take place after the Fifth Session of the Ministerial Conference [in Cancun in Mexico in September 2003] on the basis of a decision to be taken, by explicit consensus, at that session on modalities of negotiations” [i.e. how the negotiations are to be conducted].  Of course, there is already substantial coverage of investment in the GATS.  There are questions of whether the investment negotiations in goods should be treated separately from that in services.  Some suggestions include a new all-encompassing investment agreement, leaving GATS to cover the other three modes of supply.  On the other hand, there is also another concern that unravelling the GATS in this manner risks backsliding on existing commitments.  The expectation is that if negotiations on investment do proceed in the WTO, they will proceed on parallel tracks and that the final agreement will share with the GATS the adoption of a positive list approach.  Meanwhile, in the GATS negotiations, for reasons already explained, it pays developing countries to close the gap between commitments and actual policy.

Conclusion

There is considerable value in developing countries being active participants in the services negotiations.  Market access is the ‘main game’ but with a focus on binding domestic policy.  The process of making offers in that respect will also help stimulate offers by trading partners and the market access opportunities associated with those trading partner offers which help sustain the political forces in favour of policy change at home.  Given the extent of reform in many sectors, a plausible first step in this strategy is to shift all bindings in the service sector to existing policy.  

Clearly most of the issues in the respect to bindings in the GATS will relate to establishment and to the movement of natural persons.  In that case, it may also be worthwhile to offer to move to a negative list on the first two modes of supply, that is, to assume these modes of supply are open unless otherwise notified.
  

In terms of the other modes of supply, it is now likely to be difficult to make movement of natural persons a point of common interest in the membership and therefore a ‘deal-maker’.  There may be a link between investment-related commitments in services and those in goods, but at this stage it is preferable to maintain parallel tracks.  The investment negotiations on goods meanwhile can build on the experience of those in services. 

One of the most difficult issues will be the treatment of safeguards.  While the consideration of this issue is not as mature as that of others, there is a risk that safeguards will be the ‘deal breaker’.  It is worthwhile to maintain a substantial dialogue on this issue.

On other rules issues, such as competition and domestic regulation, it is worthwhile to take ‘a light touch’ in the WTO.  The energy now evident in small group negotiations could be diverted to consideration of these sets of issues.

The capacity building agenda remains important but the priorities are strategic rather than tactical, including the capacity to build an international strategy from a domestic development agenda.

Preferential access arrangements negotiated among small groups should be on the table in the WTO process.  The small groups should expect to multilateralise those commitments according to a schedule agreed in this round of negotiations.  To delay that outcome will tax the competitiveness of other tradable sectors in the economy.
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