
Policy Options 

Improving preferences and assistance 
for the Commonwealth Caribbea n 
countries under Lom é IV 

The Mid-ter m Review of Lomé IV is in progress 
as this i s being written. Som e detailed proposal s 
concerning preferences were included in a report 
written fo r th e AC P Secretaria t t o assis t i n th e 
negotiations, and which, in a modified version , is 
to b e publishe d a s Davenport , Hewit t an d 
Koning(1995). 

Although ther e wil l probabl y b e delay s til l 
1999 or 2000 before ther e ar e significan t reduc -
tions i n interna l E U suga r prices , th e questio n 
remains as to whether falling EU domestic prices 
necessarily should imply falling guaranteed price s 
to ACP States . The Suga r Protoco l wa s intend -
ed to transfe r ren t t o sugar-producing countrie s 
and enabl e tha t industry , wit h it s major contri -
butions to employment and the trade balance, to 
survive. If those reasons remain valid, there i s no 
logical justification fo r lowering the price paid for 
ACP suga r simpl y becaus e ther e ar e reform s 
going on i n the CA P 

Special factors suc h a s the defici t o f supplie s 
for the new refining capacity i n Portugal and th e 
enlargement of the EU may justify quota increas -
es, but clearly the ACP suppliers, at a time whe n 
returns t o E U bee t farmer s ar e threatened , wil l 
have t o negotiate delicately . 

In certain Commonwealth Caribbea n coun -
tries progres s i s bein g mad e i n improvin g 
productivity i n sugar production. Thi s i s partic-
ularly tru e i n Jamaica. The mos t efficien t estat e 
factory i n Jamaica - Worth y Par k - ca n produc e 
sugar at approximately 1 3 to 14 cents per lb. The 
production cost of the least efficient, fo r exampl e 
Moneymusk, i s now som e 1 7 to 18¢ . The worl d 
price at the time of writing is between 1 2 and 13¢ 

per lb. This has been boosted by drought in some 
major growin g countrie s an d cyclica l recover y 
in North America an d Europe. But there wil l be 
upward pressure s o n th e worl d pric e fro m th e 
UR agreemen t -  abou t 8  per cent was suggested 
earlier - thoug h there may be other factors bring-
ing downward pressure , such as increased outpu t 
in Eastern Europe and the former Sovie t Union . 
The worl d pric e woul d b e strengthene d b y th e 
diversification o f Cub a -  th e world' s larges t 
exporter bu t one tha t i s generally non-competi -
tive a t worl d price s -  ou t o f suga r production . 
This will be accelerated i f some of Cuba's prefer -
ential exports to Portugal are reassigned t o AC P 
quotas. In any even t th e potentia l competitive -
ness of a sector of the Jamaican sugar industry on 
the world market within several years should no t 
be dismissed . 

The subsidie s t o Commonwealt h Caribbea n 
sugar exports associated with the special access to 
the EU market should be made more predictabl e 
through delinking the price paid from the inter -
vention price offered t o EU sugar beet farmers. In 
return the y coul d b e tie d t o (i ) agree d nationa l 
programmes fo r improvin g competitivit y i n th e 
sector wit h th e ai m o f achievin g competitive -
ness o n th e worl d marke t fo r a  substantia l 
quantity o f each country' s outpu t b y th e en d o f 
the presen t Lom é Conventio n an d (ii ) agree d 
national programme s fo r diversifyin g resource s 
out of sugar where th e soil , climatic, topograph -
ical, transpor t o r othe r facilitie s preclud e 
reaching competitiveness o n worl d markets . 

ACP banana quotas should be transferable, a t 
the leas t amon g group s o f AC P countrie s wit h 
the Caribbean as such a group. Ideally, this would 
be don e throug h a  fre e market . Fo r exampl e 
when a  hurricane , labou r problem s o r othe r 
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unpredictable even t - o r the success of diversifi -
cation int o other activitie s - reduce s the outpu t 
in on e country , i t would b e abl e t o deriv e com -
pensation throug h selling its quota entitlement s 
to other producing countries. If the dollar banana 
exporters were able to bid for thes e entitlement s 
the marke t woul d b e deepe r an d price s realise d 
higher. 

The EU Commission has made some propos-
als along these lines, but they are insufficient. Fo r 
example, transfer s o f quota s woul d hav e t o b e 
arranged at the beginning of each year except i n 
the case of a natural diaster . I t would be useful i f 
producing countrie s wer e rewarde d fo r succes s 
in diversifying ou t of bananas through being able 
to sell their current and future quot a rights at any 
time. I n th e cas e o f a  smal l grou p o f clearl y 
defined producers like the Windward Islands , the 
EU should give a single quota - whic h would b e 
consistent with the avowed EU policy of improv-
ing regional co-ordination . 

Most important radical steps need to be taken 
to prepar e th e les s competitiv e producer s -  i n 
the Commonwealt h Caribbea n tha t mean s al l 
except Beliz e an d th e mos t efficien t o f th e 
Jamaican estate s -  fo r th e en d o f th e regim e i n 
December 1992 . Discussion s abou t a  successo r 
regime ar e schedule d t o begin a t leas t a  year i n 
advance, but in the climate of trade liberalisatio n 
and reciprocity, it would be unrealistic to assume 
that th e nex t regime , i f ther e i s one , wil l giv e 
anything lik e the specia l access that th e presen t 
one offers . 

The EU has not set aside any special funds t o 
help i n diversification . Basically , onl y th e 
European Development Fund allocatio n t o each 
country fo r Lom é I V i s available . Neithe r th e 
overall amount, nor the country allocation, of the 
second tranch e o f thos e fund s (199 6 t o 2000 ) 
had ye t been decided a t the tim e of writing, bu t 
clearly th e Caribbea n banana-producin g coun -
tries have a particular need and, given the history 
of banan a productio n i n th e Caribbean , on e 
could argue , a good case for better treatment . 

An extensio n o f preference s fo r temperat e 
agricultural exports to the EU market, outside of 
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sugar and rice , would benefit existin g and poten -
tial Commonwealt h Caribbea n producer s (se e 
Davenport, Hewit t an d Koning , 1995) . 

In order to support the diversification proces s 
of the Lom é Convention th e rule s o f origi n o n 
ACP export s of manufactures t o the E U shoul d 
be relaxed. The rule s are intended t o encourag e 
upstream an d downstrea m industrialisatio n i n 
the AC P States , as well as prevent deflectio n o f 
non-ACP export s throug h th e AC P State s t o 
exploit their privileged acces s to the EU market . 
However, the y clearl y discriminat e i n favour o f 
those countrie s whic h hav e reache d a  certai n 
level o f industrialisatio n an d skill s an d s o ar e 
able to supply a sufficient proportio n of inputs to 
meet th e requirements . Easin g o f th e rule s o f 
origin coul d induc e significan t foreig n direc t 
investment, trainin g an d employment . I n addi -
tion, a n expansio n o f th e opportunitie s fo r 
cumulation unde r th e rule s o f origi n woul d b e 
valuable, while the EU should facilitate th e cum-
bersome derogation procedures . 

Some tentativ e suggestion s ar e mad e belo w 
about ho w th e service s export s an d facto r 
income receipt s o f th e developin g countrie s 
could b e strengthened b y preferences analogou s 
to th e GSP . The followin g ar e possibl e mecha -
nisms for giving preferences to the service exports 
of the developing countries : 

the tender s from developin g countries t o 
supply goods or services (e.g . construction ) 
under public procurement contract s coul d 
be granted a  disregard o f one or two per 
cent whe n i t came t o determining th e 
lowest bid i n a  public procurement tender . 
This could be done throug h independen t 
initiatives by developed countries , analo-
gous to the GSP , or, preferably, throug h a 
common approac h agree d throug h th e 
OECD, UNCTAD o r the WTO ; 

sector-specific measure s to help developin g 
country export s of off-shore service s e.g . 
provisions t o allow private o r public healt h 
insurance t o buy medical service s in th e 
developing countries , many of which ar e 



now i n a position t o supply both out - an d 
in-patient treatmen t o f comparable qualit y 
to the DMEs; 

the DME s could ente r agreements with th e 
developing countries to enable the m t o 
better plan human resourc e development i n 
such areas as medical education an d nurses ' 
training, where the developing countrie s 
already do or could supply trained personne l 
on a  temporary basi s to the DMEs . 

NAFTA-parity as an option 

Discussions o f NAFTA-parit y hav e bee n i n 
progress for some years. NAFTA-parity doe s no t 
imply equivalenc e t o NAFT A membership . I t 
has th e mor e restricte d sens e o f parit y wit h 
Mexico o n th e Unite d State s market . Th e 
recently propose d NAFTA-parit y bil l woul d 
mean parit y only for CBI export s t o the Unite d 
States of 807A apparel products, i.e. goods where 
the yar n i s formed an d wove n i n th e NAFT A 
region (together with handmade or folklore arti -
cles) and for which Mexico already has duty-fre e 
access t o th e U S market . Sinc e 807 A product s 
accounted fo r som e 8 5 pe r cen t o f Jamaica' s 
apparel exports , 4 0 pe r cen t o f export s t o th e 
United State s an d u p t o 2 5 pe r cen t o f worl d 
exports (author' s estimate s fo r 1993) , thi s i s 
clearly of considerable value to Jamaica. Indeed , 
it is largely through Jamaican diplomatic efforts , 
with the support from US apparel manufacturers , 
that the proposal has advanced so far. I t is of less 
interest to other Caribbean countries whose non-
CBI export s ar e concentrated i n sector s such a s 
leather good s o r petroleu m products , thoug h i t 
would give them additiona l incentiv e t o go into 
807A appare l production . 

NAFTA-parity, even in that restricted sense , 
would b e conditiona l o n nationa l legislatio n 
to establis h Intellectua l Propert y protectio n 
and Bilatera l Investmen t Treatie s (BITs ) wit h 
the Unite d States . The propose d U S bil l woul d 
place condi t ion s o n benefi t in g countr ie s 
including: 

UR-style TRIPs provisions but without th e 
four-year grac e period allowe d for develop-
ing countries under th e UR, i.e . ful l 
national treatmen t wit h regard t o the pro -
tection an d enforcemen t o f all intellectua l 
property rights ; 

within tw o years, conclusion o f a BIT, based 
on th e US model and both t o be implement -
ed within 1 8 months. The BI T would 
provide for national treatmen t fo r invest -
ments in other member states and treatmen t 
no worse than accorded t o a third party (i.e . 
all incentives t o attract FD I must be avail -
able). Conditions suc h as minimum expor t 
performance o r local content requirement s 
would be proscribed, so that th e exemption s 
allowed t o developing countries for balanc e 
of payments reasons under the UR agree -
ment would be excluded ; 

implementation b y the beneficiarie s o f trade 
and investmen t programme s on the princi -
ple of sustainable development , 
internationally-recognised labou r standard s 
and GATT o r WTO membership . 

These condition s presen t fe w problem s fo r 
Jamaica, whic h ha s already signed IP A and BI T 
treaties wit h th e US . Thi s i s no t th e cas e fo r 
most Caribbea n countries , an d suc h treatie s 
would imply significant change s in domestic leg-
islation an d disruptio n within certain sectors . 

The BIT requirement i s intended t o serve the 
interests o f U S companie s wh o migh t wan t t o 
invest in the Caribbean and , in doing so, increase 
the exports of services and factor income s in th e 
US balance of payments. Clearly, the gains to the 
different partie s woul d b e ver y unequal , give n 
the much greater size of the US economy than of 
any Caribbea n partner . Th e C A R I C O M 
Secretariat's stud y (1994 ) suggest s a  worryin g 
imbalance here . However , i n a  developin g 
country the shortage of investment capital is gen-
erally a  constraint . Thus , a n increase d inwar d 
flow of FDI cannot b e considered a s a cost t o be 
set against improve d acces s for exports . It would 
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make a positive contribution both to the balanc e 
of payment s and , throug h investment , t o eco -
nomic growth . 

It i s also importan t t o note tha t exemption s 
from nationa l treatmen t ca n b e negotiated . 
Jamaica obtaine d exemption s fo r civi l aviation , 
real estate , retai l banking , shipping , communi -
cations, minin g an d natura l resource s an d ca r 
rentals. Presumabl y th e mos t usua l justificatio n 
would b e infan t industry , bu t nationa l security , 
social health , th e environment , technica l edu -
cation, eve n employmen t pe r s e coul d b e 
invoked, particularl y i f th e exemption s wer e 
time-limited. A s regard s financial  services , th e 
existing NAFT A member s hav e themselve s 
heavily circumscribe d thei r commitment s t o 
national treatment . 

Finally i n th e contex t o f Ν  AFTA-parity, i t 
should b e stresse d tha t th e threa t fro m Asia n 
producers that will come with the elimination of 
MFA quota s i s a t bes t mitigated . Certainly , a 
continued presence of apparel plants in Jamaica, 
producing i n collaboration wit h US clot h man -
ufacturers an d the US retai l sector, will improv e 
the chance s o f findin g product s whic h ca n 
compete, perhap s hig h value-adde d fashio n 
goods, perhap s othe r special-interes t goods . 
Clearly, th e advantages , shared b y both Mexic o 
and th e Caribbean , o f closenes s an d lo w trans -
port costs to the US market, of the opportunitie s 
for quic k respons e t o change s i n taste s an d fo r 
filling gaps as they arise may, with the right man -
agement, b e sufficien t t o maintai n a n appare l 
sector i n Jamaic a a s wel l a s i n Mexico . Bu t i n 
order to preserve that capacity, ΝAFTA-parity i n 
the nea r futur e i s a  necessary , i f no t sufficient , 
condition. 

The future of the Lomé Convention 

Twice in the pas t two years GATT panels exam -
ining Latin American complaints over successive 
EU banana regimes have resolved that neither the 
regimes pe r s e or th e AC P trad e preference s i n 
general hav e bee n GATT-legal . Th e negativ e 
determination by the last working party led the EU 
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to seek a waiver to allow the ACP preferences t o 
continue unti l Lomé IV ends in the year 2000. 

But as well as threats from the WTO, the trade 
content o f an y ne w Lom é Conventio n wil l b e 
conditioned b y interna l factors . Thes e includ e 
the EU budget constraint an d the argument tha t 
the EU should be more selective and discrimina -
tory in its relations with the ACP States. The tw o 
factors are mutually reinforcing. Those arguing for 
more selectivity ar e in favour o f the E U restrict -
ing most o f it s special trad e arrangement s -  an d 
much o f it s ai d -  t o th e least-develope d AC P 
countries, whic h broadl y mean s Sub-Sahara n 
Africa. Thes e argument s paralle l th e recen t 
Commission proposals for targeting the GSP. GSP 
concessions woul d b e modulate d b y bot h th e 
income group of the developing country and th e 
sensitivity of the EU industry . 

In the case of the middle income ACP states , 
which includ e th e Commonwealt h Caribbea n 
countries, a much greater degree of reciprocity, i.e. 
tariff-free treatmen t of EU exports, is likely to be 
demanded. Meanwhile, aid arrangements, includ-
ing STABEX and SYSMI N an d ED F funds, may 
be mor e targete d o n th e leas t develope d AC P 
States. 

Special commodit y arrangement s ma y wel l 
not be renewed when they reach the end of their 
present termina l date . This include s th e banan a 
regime. Others may be allowed to whither on th e 
vine. A s E U interna l suga r price s approac h th e 
world level , th e valu e o f the Suga r Protoco l dis -
appears. A s E U protectio n i n ric e an d othe r 
agricultural products dwindles away, so too will the 
special tarif f treatmen t o f AC P export s los e it s 
value. 

Agricultural protection in the EU will not dis-
appear rapidly . Bu t ther e i s already tal k abou t a 
new wave of CAP refor m whic h woul d go much 
further tha n th e UR requirements . The future o f 
the CA P i s likely t o see  increasin g emphasi s o n 
farm subsidie s uncouple d fro m production , th e 
re-nationalisation of subsidies so that the member 
states hav e th e responsibilit y t o pa y beyon d a 
minimal EU level, and the reduction of the wedge 
between EU an d world prices . 



Finally there i s the growing concern tha t th e 
trade provisions of the next Lomé Convention will 
be ver y differen t for m th e thos e o f earlie r 
Conventions. This views preferential acces s as a 
second-best approach to development assistance . 
Moreover, preference s ar e inevitabl y becomin g 
less powerful instrument s as tariff barriers fall and 
NTBs are phased out. 

The long-ter m futur e o f all trade preference s 
is uncertain. They are out of step with the momen-
tum o f global liberalisation . Indeed , the y ofte n 
encourage th e emergence o f a lobby agains t any 
trade liberalisation which would erode such pref -
erences. They discourage diversification int o areas 
where the country may have or be able to develop 
a comparativ e advantage . The y penalis e coun -
tries wh o have suc h a n advantag e bu t ar e no t 
granted th e same preferentia l treatment . Wher e 
preferences work, they tend to lock countries int o 
a pattern of exports which may not be justifiable 
in terms of economic rationality. Countries hav e 
little incentiv e t o become internationall y com -
petitive a s long a s the preference i s expected t o 
continue, nor to diversify int o other export prod-
ucts. This report does not go beyond the analysis 
of the direct effects of the UR and NAFTA on pref-
erence reductions, but it is nonetheless true tha t 
the UR, in its contribution to and reinforcemen t 
of the long-term trend towards free trade on a global 
scale, and NAFTA, in the powerful sanction it gives 
to the proliferation o f regional trade agreements , 
will together hasten the demise of ad hoc product-
specific preferentia l arrangements . 

The Lomé IV Convention comes to an end in 
the yea r 2000 . Befor e tha t dat e ther e wil l b e 
detailed discussio n o f th e evolutio n o f tradin g 
relations betwee n th e AC P countrie s an d th e 
European Union . Of course i t is important tha t 
preferential acces s to the EU should not be cut off 
overnight. An y reductio n i n acces s shoul d b e 
phased in over a period of years to give maximum 
encouragement t o diversification. Thi s include s 
investment an d retrainin g workers . This repor t 
has pointe d t o th e dange r tha t thi s obviou s 
requirement has not been adequately take n int o 
account i n the new EU banana regime . 

The strengthening of CARICOM 

Despite constan t pledge s o f improve d co-ordi -
nat ion throug h CARICOM , al l to o ofte n 
individual members behave as though the organ-
isation doe s not exis t -  o r only remembe r thei r 
obligations to consult their fellow states after the 
decision ha s bee n made . Neithe r CARICO M 
not the embryonic ACS is an alternative region -
al grouping to NAFTA. Bu t CARICOM ha s an 
important rol e t o pla y i n th e co-ordinatio n o f 
policy wit h regar d t o future Lom é Convention s 
and eventua l membershi p of a wider NAFTA . 

Building up stronger intra-CARICO M trad e 
links woul d promot e diversificatio n withi n th e 
member states. In many cases, intra-CARICO M 
trade migh t suppl y th e critica l mas s neede d fo r 
the establishment of a firm or sector, both reduc-
ing regiona l import s an d possibl y initiatin g a 
broader-based export industry. One factor clearl y 
detrimental t o intra-CARICO M trad e i s th e 
current inadequac y of transport links among the 
islands. There i s also room fo r joint efforts , co -
ordinated by CARICOM, i n transport, tourism , 
telecommunications and to improve settlement s 
facilities. 

A co-ordinate d CARICO M approac h ma y 
be particularl y importan t i n detaile d negotia -
tions fo r membershi p o f a  wider NAFTA . Th e 
United State s has stated tha t i t will require new 
members t o sig n a  bilatera l investmen t treat y 
and legislat e a n adequat e intellectua l propert y 
act. Jamaic a ha s alread y me t bot h conditions . 
However, fo r other CARICO M member s join t 
negotiations woul d t o som e exten t redres s th e 
bargaining imbalance and raise the chances tha t 
these conditions were met with sensitivity to the 
particular interests of the Caribbean. The United 
States ha s actuall y expresse d a  preferenc e fo r 
negotiating wit h a  regional organisatio n rathe r 
than thirtee n individua l sovereig n states . 

The most important role for CARICOM may 
well be in negotiations for additional preference s 
in NAFT A o r negotiation s fo r entr y int o a n 
expanded pan-American trad e bloc. The United 
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States has already indicated tha t i t would rathe r 
negotiate with a single organisation than 1 3 small 
countries. An d thos e countrie s woul d greatl y 
enhance thei r bargainin g strengt h vis-à-vi s th e 
regional hegemony . CARICO M ha s t o som e 
extent established it s role as a trade negotiator i n 
trade agreements with Venezuela and Colombia . 
However, som e o f th e experienc e s o fa r i s les s 
than benign. Jamaica embarked on discussions on 
NAFTA-parity treatmen t for it s apparel export s 
to the United States with little consultation wit h 
its partners. 

NAFTA membership as an option 

There i s a clear tendency towards the division of 
the worl d int o larg e tradin g blocs . Joinin g 
NAFTA woul d giv e th e Caribbea n countrie s 
access to such a bloc. The direction of Caribbean 
trade suggests that North America i s the natura l 
partner. The North American share in Caribbean 
exports wil l likel y gro w a s manufacture s an d 
service exports expand relative to food and indus-
trial ra w materials . Withi n th e Caribbea n 
countries, eventua l membershi p o f a  pan -
American FT A i s take n fo r granted . The y 
unequivocally expressed their interest i n joining 
an expande d NAFT A a t th e Summi t o f th e 
Americas i n Miami i n December 1994 . 

Some estimate s o f th e trad e diversio n awa y 
from the Commonwealth Caribbean were report-
ed above . Th e propose d NAFTA-pari t y 
arrangement would eliminate less than half of it . 
Moreover thes e estimate s ar e base d o n th e 
current structure of North American import s and 
the export s o f it s partne r countries . Thus , the y 
ignore the development of new goods, the estab-
lishment o f ne w comparativ e advantag e i n 
existing products and changes in the structure of 
demand. Some of these developments could be of 
major significanc e t o th e Caribbea n countrie s 
under a  fre e trad e arrangemen t wit h Nor t h 
America an d othe r future NAFT A members . I n 
practice, n o NAFTA-parit y arrangement s wil l 
make allowance s for structura l change s i n trad e 
flows or potential trad e flows. 

The CB I an d CARIBCA N ar e only conces -
sional arrangements an d ar e not base d on treat y 
obligations. Lom é I V i s due t o en d i n th e yea r 
2000, an d ther e ca n b e n o confidenc e tha t th e 
unilateral trade concessions of the arrangement s 
hitherto wil l survive . Thus , ther e i s insecurit y 
about th e acces s o f Commonwealt h Caribbea n 
countr ies ' export s t o bo t h thei r dominan t 
markets. Thi s mus t resul t i n som e long - an d 
medium-term investments , whic h woul d other -
wise have gone to the Caribbean, being deterre d 
or diverted. No agreement on NAFTA-parity fo r 
some or all exports would resolve these problem s 
of insecurity . Moreover whateve r sector s can b e 
included withi n NAFTA-parit y arrangements , 
that parit y i s a  concession whic h may  b e with -
drawn i f producer s withi n existin g NAFT A 
members o r future NAFT A member s argu e tha t 
their domestic industr y i s under threat . 

It is true tha t there i s at present a  momentum 
towards th e liberalisatio n o f trad e i n good s an d 
services world-wide . Futur e multilatera l trad e 
negotiations will lead to further tarif f reductions , 
reducing th e scal e o f trad e diversio n an d th e 
tariff preferenc e margin s associate d wit h mem -
bership of trade blocs . However, i t will be man y 
decades before worl d free trad e become s a  prac-
tical reality. Indeed, the transition period for th e 
phasing ou t o f th e MF A an d mos t actio n b y 
developing countries in the UR agreement i s ten 
years. Secondly, some high tariff rates will remain 
after th e U R ha s been fully implemented . Eve n 
where tariff s ar e largel y irrelevant , protection -
ism throug h anti-dumpin g an d countervailin g 
measures, safeguard clause s and othe r unilatera l 
and power-base d rathe r tha n rule-base d actio n 
will continue . Th e difficultie s i n limitin g th e 
scope for contingent protection were seen in th e 
failure o f th e U R negotiation s t o significantl y 
trim national discretion in anti-dumping actions . 

At a  globa l level , contingen t protectionis m 
may well survive th e eliminatio n o f MFN tariff s 
and formalise d NTBs . Bu t withi n a  regiona l 
trading blo c lik e NAFTA, ther e i s a reasonabl e 
expectation tha t they will be gradually ruled out , 
or at leas t severely contained, a s the harmonisa -
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tion and , possibly , regionalisatio n o f competi -
tion law and it s implementation develops . 

The FTA of the Americas will be much mor e 
than an area defined in terms of preferential access 
for goods. It will be more an area defined i n terms 
of a  networ k o f agree d rules , mos t importantl y 
concerning th e cross-country establishmen t an d 
property rights . NAFTA membershi p woul d pu t 
the Commonwealt h Caribbea n countrie s o n a 
par wit h Mexic o an d futur e Lati n America n 
members, no t onl y wit h respec t t o export s t o 
North America , bu t als o a s fa r a s FD I i s con -
cerned. Th e implication s fo r FD I ar e th e mos t 
important single reason to go for full membership. 
In addition, NAFTA affords a  far greater security 
of access to the US market for products originat -
ing in Mexico than does the CBI for its much more 
limited range of covered products. The CBI has been 
regularly extende d i n scop e bu t i t i s a  conces -
sional scheme and can be discontinued unilaterally 
by the US, as can CARIBCAN, Canada's analo-
gous preference schem e for the Caribbean . 

The cost s o f membershi p o f a n extende d 
NAFTA will include (i ) formal and informal pre -
conditions established b y existing members; (ii ) 
the economi c impact s o f reciprocity ; an d (iii ) 
probably a  change i n th e relationshi p wit h th e 
EU. In various fora US officials hav e included as 
criteria for membership : 

a stable macroeconomic environmen t an d 
market-oriented policies ; 

commitment t o the multilatera l tradin g 
system; 

progress in achieving open trad e regime s 
and good standing i n the GATT (no w th e 
WTO); 

reciprocity as regards FTA arrangements , 
i.e. elimination o f tariffs an d NTBs over a n 
agreed period , subjec t t o rules of origin. 

Agreements would be required on : 

the openin g of government procuremen t 
and nationa l treatmen t fo r th e supply of 
services; 

a Bilatera l Investmen t Treaty (BIT) ; 

protection o f intellectual propert y right s 
(IPRs); 

special provisions dealing with natura l 
resources and natura l resource-base d 
products; 

disciplines on subsidies , state trading , trad e 
restraints justified o n balance of payment s 
grounds and th e use of foreign exchang e 
controls and restrictions ; 

adequate performanc e wit h regar d t o th e 
enhancement o f the environment ; an d 

satisfactory adherenc e t o the concept of 
workers' rights. 

This hotch-potch o f conditionality gives  th e 
impression o f bein g littl e mor e tha n a  com -
pendium o f th e politico-economi c value s o f 
successive US speec h writers . I t i s impossible t o 
evaluate th e acceptabilit y o f differen t 
Commonwealth Caribbea n countrie s o n th e 
basis of such vagu e criteria . I n practice , th e U S 
is likely to insis t on a  BIT and some institution -
alised protectio n o f IPRs . Thes e woul d b e th e 
same as required for ΝAFTA-parity. Agreement s 
to phase ou t restriction s on publi c procuremen t 
(maybe t o th e exten t tha t th e U R agreemen t 
requires i t o f th e develope d countries) , state -
trading monopolies , subsidie s an d excessiv e 
interventions i n market s ar e les s certai n bu t 
cannot be excluded. The las t of these could mean 
significant change s i n certai n countrie s wher e 
state tradin g i s still important . 

Many o f the requirement s coul d b e usefu l i n 
accelerating the privatisation and reinforcemen t 
of market mechanism s wher e the y ar e presentl y 
weak o r inoperativ e -  i n som e case s simpl y 
through providin g th e authoritie s a n alib i fo r 
unpopular actions . Many other s ar e alread y sat -
isfied o r ar e i n th e proces s of being met . Other s 
are to o imprecise , e.g . th e enhancemen t o f th e 
environment, t o be obstacles to membership , a t 
least i n thei r presen t form . 
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As regard s th e centra l requiremen t o f reci-
procity, th e presen t N A F T A agreemen t 
establishes different rate s of tariff eliminatio n fo r 
five different categorie s of goods, defined accord -
ing t o th e sensitivit y o f domesti c industries . 
These range from th e goods where trade becam e 
tariff-free o n 1  January, 199 4 to those fo r whic h 
the final  stag e o f tarif f eliminatio n wil l no t b e 
completed unti l 1  January, 2003 . Individua l 
members wer e abl e t o negotiat e specia l exclu -
sions t o allo w fo r expor t control s o r taxe s i n 
certain sectors - Canad a on logs, fish and liquor ; 
Mexico o n log s an d specifie d food s -  an d t o 
assign longer adjustment period s for phasing ou t 
tariffs i n particular sensitiv e sectors . 

A particularl y comple x se t o f rule s -  an d 
exceptions t o thos e rule s -  applie s t o trad e i n 
agricultural goods , bu t th e genera l principl e o f 
the eliminatio n o f al l tariff s an d NTB s stil l 
applies. The agreemen t recognise s specia l right s 
as regards Mexica n measure s t o restric t foreig n 
activities in the energy sector. I t may be slightl y 
more difficul t fo r newcomer s t o obtai n specia l 
treatment i n sensitiv e sector s bu t a t leas t th e 
precedent has been established . 

In the case of the opening of public procure -
ment which, as suggested earlier , i s certain t o be 
an importan t featur e o f an y ne w membershi p 
agreement, i t i s significan t tha t Mexic o wa s 
allowed mor e tim e fo r compliance , includin g 
submitting it s exclusion list , on the grounds tha t 
that country did not yet have the required struc -
tures in place . 

Implications of NAFT A membership for 
ACP participation 

Article 17 4 of the Lomé IV Convention read s as 
follows: 

1. I n view of their present development needs , 
the ACP State s shal l not b e required fo r th e 
duration o f this Convention t o assume, i n 
respect of imports of products originating i n 
the Community , obligations correspondin g 
to the commitment entere d int o by th e 
Community unde r thi s Chapter i n respec t 
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of imports of the products originating i n th e 
ACP States . 

2. (a ) I n thei r trad e with th e Community , th e 
ACP State s shall not discriminat e amon g 
the Membe r State s and shal l grant t o th e 
Community treatmen t n o les s favourabl e 
than most-favoure d -natio n treatment . 
(b) Notwithstanding specifi c provision s of 
this Convention, th e Community shal l no t 
discriminate betwee n AC P State s i n th e 
field of trade . 
(c) The most-favoured-natio n treatmen t 
referred t o in subparagraph (a ) shal l no t 
apply i n respect of trade or economic rela -
tions between AC P State s or between on e 
or more ACP State s and other developin g 
countries. 

There ar e som e ground s fo r arguin g tha t 
joining NAFT A woul d no t b e i n breac h o f th e 
Convention. First , th e phras e most-favoured -
nation treatmen t i n paragrap h 2.(a ) could , a t 
first reading, eithe r have it s original meanin g o f 
access to markets that are no less favourable tha n 
any othe r tradin g partner ; o r i t coul d hav e th e 
modern meaning enshrined in many GATT, an d 
indeed Commission, documents of treatment n o 
less favourable tha n tha t receive d b y an y othe r 
trading partner with whom one has not formed a 
GATT-consistent free-trad e are a o r custom s 
union. Afte r all , does no t th e Europea n Unio n 
claim t o giv e MF N treatmen t t o th e Unite d 
States an d Canad a whe n clearl y thei r export s 
are les s well treated tha n thos e o f the ACP , th e 
other developin g countries , EFTA , th e Easter n 
European countrie s and so on? This latte r inter -
pretation i s surely tha t whic h i s intended i n th e 
use o f th e MF N ter m i n claus e 2.(c) . Secondly , 
does no t Mexic o coun t a s a developing countr y 
with who m relations , unde r claus e 2.(c ) nee d 
not mee t MF N treatmen t rule s - usin g the ter m 
in it s modern sense ? 

It i s difficul t t o conceiv e o f a  situatio n 
whereby the Caribbean countries, on acceding to 
an extende d NAFTA , woul d actuall y los e thei r 



aid and trade advantages as members of the ACP 
group. There may be some attenuation o f their 
position as recipients of EU development assis-
tance, though not necessarily bilateral assistance 
flows. Wha t seem s quit e likel y i s tha t th e 
Caribbean countries who joined NAFTA would 
have to give equivalent tariff, i.e. tariff-free, treat -
ment to imports from the EU. The result would 
be tha t som e 6 0 pe r cen t o f Commonwealt h 
Caribbean imports would enter duty-free . 

This obviousl y woul d hav e implication s fo r 
government revenue and the structure of taxation, 
for the balance of payments and for the econom-
ic viability of domestic producers. These are major 
issues and this report cannot give them adequate 
treatment. But it may be worth pointing out that 
a tax which falls in the first instance on importers 
is not necessarily any less burdensome to house-
holds o r t o businesses , o r a  drag on economi c 
development, tha n on e base d o n income s o r 
expenditures. Secondly, the Caribbean members 
of CARICOM hav e implemente d som e radical 
liberalisation and agreed to further major liberal-
isation t o b e implemente d b y 1997-98 18. 
Eliminating tariffs on 60 per cent of imports would 
take the process a major stage further. However , 
it would not happen overnight. Some of it would 
happen anyway with multilateral tariff reductions 
through future WTO negotiations. And finally in 
this context, i t should be remembered tha t five 
years ago Mexico maintained a much higher level 
of protection tha n doe s th e Caribbea n today . 
Over fifteen years, its experience i n opening it s 
borders and integrating within the internationa l 
economy will have been more revolutionary than 
what NAFTA membership , including tariff-fre e 
access fo r E U goods , woul d impl y fo r th e 
Caribbean today. 

The balance will change even further towards 
the NAFT A optio n a s more Lati n America n 
countries join. Chile is likely to be the next new 
member. Othe r Lati n America n countrie s wil l 
follow and though, the submission of the lis t of 
eligible countrie s b y th e U S Presiden t t o 
Congress is not scheduled unti l 1997 , that dat e 
is not immutable. NAFTA is the first stage in the 

implementation o f th e Enterpris e o f th e 
Americas Initiative which has as its objective a 
free trad e are a fro m Anchorag e t o Tierr a de l 
Fuego an d hemispheri c co-operatio n i n trade , 
investment an d debt relief - al l of great impor-
tance to the small Caribbean countries. 

The Caribbea n countrie s ar e smal l 
economies. That implie s tha t the y are particu -
larly vulnerable in a world becoming increasingly 
regionalised: 

with small shares on international markets, 
they are price-takers on those markets; 

they lack bargaining muscle and so forming 
common interest groups is particularly 
important. This would apply to the use of 
contingent protection measures (anti-
dumping, safeguards etc.) where they can do 
limited damage to a large trading partner, as 
well as in bargaining in multilateral fora; 

traditional trade theory suggests they have 
more to gain from forming a customs union 
with a large country than vice-versa; 

but their enterprises have more to fear in 
terms of market share when they have to 
open their borders to foreign investment , 
say in financial services. 

If the Commonwealt h Caribbea n countrie s 
are not members of an expanded NAFTA, there 
is a  rea l dange r tha t thei r interest s wil l b e 
adversely, even if inadvertently, affected b y indi-
vidual national policies of NAFTA members as 
well as by trade and investment diversion among 
members. Take, for example, the PL480 exports 
of subsidise d ric e fro m th e Unite d State s t o 
Jamaica whic h hav e bee n ver y damagin g t o 
Guyana's rice exports. With both countries inside 
the FTA, the chances of a co-ordinated solution 
to the conflict would be much improved. This is 
also a example of a situation where strengthened 
co-operation within CARICOM could pay div-
idends. 

Finally, i f th e Commonwealt h Caribbea n 
countries do not becom e member s of NAFTA, 
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they will be denied tariff- and NTB-free access to NAFTA-parit y arrangements can be negotiated, 
the regional bloc as it expands and deepens. They an d the increasingly uncertain benefit s of ACP 
will b e subjec t t o th e insecurity  o f whateve r membership . 
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