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1.
INTRODUCTION


During the period 1993-1998 Kyrgyzstan was the reform leader in Central Asia, and an institutional reflection of this was the country’s WTO accession in July 1998.  Kyrgyzstan was the first of the successor states of the Soviet Union to join the WTO, and its accession was similar in speed and in nature to that of other small transition economies,
 but it stood in sharp contrast to the slow progress of the accession negotiations of Kazakhstan and Uzbekistan, which began around the same time and still have not been completed.  Tajikistan’s application, lodged in 2001, has already taken longer than the Kyrgyz negotiations.  The aim of this paper is to analyse the content and consequences of Kyrgyzstan’s WTO accession and to draw lessons for other Central Asian countries’ negotiations and identify possible consequences of their WTO membership.

Section 2 describes the basis of the WTO as a rules-based system designed for market economies.  Sections 3 and 4 analyse the benefits and costs of WTO membership and ask why membership matters.  Section 5 describes the WTO accession process. Sections 6 and 7 describe Kyrgyzstan’s successful accession negotiations and with the slower ongoing negotiations of Kazakhstan, Tajikistan and Uzbekistan.  Section 8 draws the main conclusions. 

2.
THE WTO AS A RULES-BASED SYSTEM DESIGNED FOR MARKET 
ECONOMIES

The WTO and its predecessor, the GATT, provide the basis for international trade law.
  The core elements of the WTO regime are that trade with all member states should be on equal terms (the most-favoured nation (MFN) principle) and any restrictions on trade should be transparent, normally in the form of import taxes which are no higher than the bound tariff rates that have been submitted to the WTO by each country.  There are exceptions to these general principles allowing discriminatory policies such as free trade agreements or customs unions or allowing the use of quantitative restrictions or imposition of targeted high tariffs (e.g. as antidumping duties), but the exceptions are specified in WTO trade law.  If a country contravenes the rules then a dispute resolution mechanism exists, and if the contravention is found to be genuine and is not ended then other members are permitted to remove some of the benefits they have granted to the sinning nation (e.g. by imposing retaliatory tariffs).  The system is imperfect, both in specifying the rules of the game and in the dispute settlement mechanism, but it is far better than a world trading system without the rule of law.  It is especially beneficial to small countries, which might otherwise be subject to undesirable actions by larger trading nations and have no effective recourse.

One reason for the failure to find WTO effects in differences between trade flows of members and non-members is that the major global benefit from the GATT/WTO regime of the last sixty years has been improved international governance. The GATT is explicitly a statement of acceptable and unacceptable trade practices.  For the most part, GATT signatories followed the same practices and procedures in their trade with non-signatories.

A major implication of the WTO as a rules-based system is that any applicant must agree to abide by the rules.  Accession negotiations are drawn out because existing members wish to satisfy themselves that the applicant is meeting rules about transparency and the absence of illegal restrictions on trade.  WTO members have, through a series of rounds of multilateral trade negotiations since 1947, reduced their bound tariffs. Therefore, another element of the accession negotiations is obtaining satisfaction that the bound tariff rates proposed by the applicant are not excessively high given the tariff reductions that existing members have already agreed upon.

Non-market economies have provided a challenge to the GATT/WTO system.  Favoured Eastern European states were allowed to become contracting parties to the GATT under ad hoc conditions - Poland in 1967, Romania in 1971 and Hungary in 1973 - but the former USSR and Bulgaria were barred.
  The acceptance of “good” non-market economies was a low point for the GATT, because the ad hoc arrangements were quantity- or result-oriented, rather than rule-based.
  This flaw was recognized by the early 1990s, and lay behind the insistence that new members must adhere to GATT rules, which were based on principles of individual traders’ freedom to act within transparent rules and which were only really compatible with a market-based economy.  There was, of course, a grey area because in all GATT Contracting Parties, state trading and public procurement are facts of life, but the degree mattered.  China was a crucial test case, although the progress of its application was influenced by political considerations.  When China applied for GATT membership in 1986, the Chinese economy was far from being a market economy and the trade regime was far from transparent, so bargaining over the changes required as conditions for accession to the GATT was inevitable. 
In the late 1980s and early 1990s the Uruguay Round of multilateral trade negotiations took precedence over accession negotiations.  In 1994 the Uruguay Round was successfully concluded, and among its consequences was the superseding of GATT by a new World Trade Organization. All GATT contracting parties became WTO members at the start of 1995.
  Once in place, the new organization took up outstanding and new applications for membership.  Mongolia, Kyrgyzstan, Latvia, Estonia, Georgia, Albania and Croatia all completed the formalities between 1997 and 2000 (table 1), not to mention China’s accession in 2001.
Table 1: WTO Status of Economies in Transition

	
	WTO Status

	Central & Eastern Europe
	

	Czechoslovakia
	Original GATT signatory

	Poland
	Joined GATT 1967

	Romania
	Joined GATT 1971

	Hungary
	Joined GATT 1973

	Slovenia
	Joined WTO 1995

	Bulgaria
	Joined WTO 1996

	Albania
	Joined WTO 2000

	Croatia
	Joined WTO 2000

	Macedonia FYR
	Joined WTO 2003

	Bosnia & Hercegovina
	Applied 1999

	Yugoslavia (Serbia)
	Applied 2004

	Montenegro
	Separate application 2005

	
	

	Former USSR
	

	Kyrgyz Rep
	Joined WTO 1998

	Latvia
	Joined WTO 1999

	Estonia
	Joined WTO 1999

	Georgia
	Joined WTO 2000

	Lithuania
	Joined WTO 2001

	Moldova
	Joined WTO 2001

	Armenia
	Joined WTO 2003

	The Russian Federation
	Applied 1993

	Belarus
	Applied 1993

	Ukraine
	Applied 1993

	Uzbekistan
	Applied 1994

	Kazakhstan
	Applied 1996

	Azerbaijan
	Applied 1997

	Tajikistan
	Applied 2001

	Turkmenistan
	Not applied

	
	

	Other Asia
	

	Mongolia
	Joined WTO 1997

	Cambodia
	Joined WTO 2004

	China
	Joined WTO 2001

	Viet Nam
	Joined WTO 2007

	Lao People’s Democratic Republic
	Applied 1997


Note and Source: up-to-date membership information is provided on the WTO website www.wto.org
3.
BENEFITS AND COSTS OF WTO MEMBERSHIP

The burgeoning WTO membership - and most of the non-members are in the accession queue - suggests that WTO membership is desirable and valued.  In 1947 twenty-three countries signed the General Agreement on Tariffs and Trade (GATT). In January 2007 Viet Nam became the 150th WTO member.  Yet, once inside the club, new members often seem disappointed.  Applicants have false expectations of benefits, while new members find that they have underestimated the costs of accession. The main source of false expectations is an expected immediate improvement in market access, but few new member countries experience any change in their market access.
  The main costs of accession are compliance costs, which are especially burdensome for small countries with limited bureaucratic capacity.  Many opponents of WTO accession also see a cost in the loss of trade policy autonomy, although for a small open economy the constraints imposed by WTO membership are generally in the country’s own interest. 
One problem with evaluating the WTO is the publicity surrounding events like the anti-WTO protests in Seattle or the breakdown of negotiations during the Uruguay Round and the Doha Round.  The dramatic reports hide the basic ongoing role of the WTO in providing a body of world trade law with functioning (albeit imperfectly) enforcement mechanisms.  A second problem is the widespread misconception that the WTO forces countries to adopt free trade policies.  Accession is a voluntary process, during which an applicant needs to show that its policies are consistent with WTO rules and that the levels of its maximum (bound) tariffs are not excessive; the latter is negotiable, but the former generally is not.  The process has been especially difficult for some formerly centrally planned economies because aspects of their economies remain inconsistent with the market orientation assumed by the WTO rules and policies are non-transparent.  For both Uzbekistan and Kazakhstan, unwillingness to accept WTO rules led to accession negotiations being put on hold in the second half of the 1990s.


To a significant degree the benefits from a rules-based international trading system are, as with other sets of standards, network benefits.  The more countries that observe a common set of rules, the more useful the rules are likely to be.  The network benefits of a rules-based trading system increase with the number of countries that agrees to abide by the rules, but with an additional country the added benefits accrue to others rather than to the new member itself.  Indeed, if a new member was already benefiting from MFN treatment in the markets of existing WTO members, then they would notice little or no difference, even though the systemic benefits are increased by expanding WTO coverage. 


The potential benefits from the WTO dispute resolution mechanism and a seat at the WTO negotiating table are greater now than they were during the GATT era (1947-94) when the system was biased in favour of the major trading nations, both in the coverage of trade liberalization (agriculture and textiles and clothing were largely outside the system) and in effective recourse against countries breaking GATT rules.  Most complaints from 1948 to 1994 were lodged by rich countries, but one aspiration of the shift to the more formal WTO was that the dispute resolution process should be open to all.  Similarly, the GATT rounds of multilateral trade negotiations were dominated by the United States, European Union (EU), Japan and Canada, but a feature of the Doha Round has been the much greater involvement of middle and low-income countries either individually or as the Group of 20.  A striking example of the higher profile of developing country interests and potential benefits is cotton, where Brazil’s case against the United States is the first case of a developing country successfully challenging an OECD country’s farm subsidy program in the WTO and where the challenge raised by four poor West African countries to introduce cotton into the negotiations was central in turning the Doha Round into the Doha Development Agenda (Baffes, 2005).

The WTO can provide an anchor for market-friendly reforms.
  This may be double-edged if the WTO is “blamed” for difficult reforms. Moreover, if WTO accession provides no immediate and visible benefits but coincides with an economic downturn, then it may be the subject of blame by association.  It has been argued that regional trade agreements (RTAs) can provide a more effective external anchor for policy reform than WTO accession (Ferrantino, 2006).
  However, there is no clear evidence of RTAs providing a superior anchor to WTO membership – or even of an external anchor being critical to successful reform.
  WTO accession is important because it is contractual.  Even during the negotiations phase, countries such as China, the Russian Federation or Kazakhstan have reformed their economies by passing WTO-consistent legislation during this period.  For small countries, WTO commitments were an important policy anchor or a necessary staging-post to a firmer anchor (eg. for the Baltic countries WTO accession was a necessary step towards EU accession).  The WTO can play a policy anchor role due to its contractual nature and because openness is a frequent concomitant of successful reform, but WTO membership is not a sufficient anchor, and many GATT/WTO members have slid into non-reform.

There are real costs to WTO accession, which are often ignored by economists.  It is, however, important to distinguish between pseudo-costs and real costs.  The reduced sovereignty in the area of trade policy formation is a minor consideration if WTO rules enforce best practice for a small open economy.  The shift from trade taxes as a source of government revenue is desirable under almost all imaginable conditions.
  Although existing WTO members have generally imposed stricter terms on new members’ tariff bindings than they themselves observe, setting high tariffs is not in the self-interest of small open economies.
  The real costs of WTO accession are the institutional requirements for negotiating and implementing agreements, which for small poor countries are substantial in their demands on scarce human capital, and also that some WTO codes may be inappropriate for developing countries (e.g. the implications of the Agreement on Trade-Related Aspects of Intellectual Property Rights or TRIPS for affordable access to medicines).

The conclusion is that acceding countries should try to avoid false expectations (or assigning too great significance to WTO).  The implementation costs require human capital and involve scale economies, so that the policy implication is that assistance should be provided to small poor countries.
  Finally, the core of GATT/WTO has stood the test of time, although there is a need for evolution – and the WTO has been evolving in ways that address some criticisms.

4.
WHY DOES WTO MEMBERSHIP MATTER?

WTO membership guarantees rights but also imposes obligations. Most of the transition economies have been unilaterally granted the main right of members, MFN treatment by all other members, and in many cases they face the lower Generalized System of Preferences (GSP) tariff rate.
  New members have failed to reap much in the way of immediate benefits from WTO membership, but it is hard to demonstrate that they suffered harm from accession.

WTO membership provides some protection against imposition of non-tariff barriers. During the 1990s transition economies suffered especially from anti-dumping actions, where they faced a double penalty of not having WTO protection and being treated as non-market economies.
 The latter actually seems to be the more severe handicap because “surrogate” or “analogue” countries’ costs and exchange rates can be used, somewhat arbitrarily, in the calculation of dumping margins.
  The WTO provides legal justification for special treatment of non-market economies, whether or not they are WTO members.
 Although the presence of market institutions has become an important prerequisite for admission and their extent a major negotiating point, WTO membership is still not considered sufficient evidence that a country has a market economy.
 Nevertheless, WTO membership does offer greater prospect for fairer treatment and some remedy under dispute resolution mechanisms.

WTO membership, and even the act of negotiating, signals to potential foreign investors, international financial institutions and others that a country is contemplating acceptance of WTO conditions and is committed to a market-based economy. In Central Asia, only Turkmenistan has shown no formal interest in WTO accession.
5.
THE WTO ACCESSION PROCESS AND TERMS


The first step in the accession process is the establishment of a Working Party with representation of all interested WTO members.  Once factual agreement about the applicant’s trade regime has been reached, bilateral negotiations are conducted with all Working Party members to reach consensus on accession terms.  The main issues in the bilateral negotiations are tariff bindings, the WTO-compatibility of any non-tariff barriers to trade, and the situation with respect to the General Agreement on Trade in Services (GATS) and other WTO agreements.
  Transitional periods and exemptions are possible, but the guidelines are unclear.  Once the Working Party has produced a definitive Final Report it is usually a short step to adoption of an accession protocol which can be formally ratified.


The Kyrgyz accession negotiations were fairly smooth. Kyrgyzstan bound most tariffs at ten per cent as part of commitments made during WTO accession negotiations; actual tariffs now average about half of this level.  Kyrgyzstan also signed on to most WTO codes.
  The Kyrgyz negotiations went smoothly because Kyrgyzstan was willing to sign on to existing WTO rules, and existing WTO members had no complaints about the speed and the extent of the Kyrgyz transition to a market–based economy.


This is similar to Mongolia’s accession terms some eighteen months earlier.  The two cases have strong similarity insofar as the Mongolian economy performed poorly in the aftermath of accession causing some observers to lament that the country conceded too much in the negotiations.
  Yet, as with Kyrgyzstan there was little reason to have higher bound tariffs (the new government in 1997 reduced tariffs to zero, and even when they, with a few exceptions, were raised to 5 per cent in 1999 WTO tariff bindings were not a constraint).  Mongolia met other obligations with respect to customs valuation and internal taxation, adopted the Harmonized System of classification of goods for customs clearance, and phased out export and import licensing (including controversial bans on exports of raw cashmere and scrap metal), which were also in the country’s own interests.  The negative economic aftermath was associated with a major domestic political restructuring following the Democratic Coalition’s victory in Mongolia’s mid-1996 election, as well as with the 1997 Asian Crisis and the 1998 Russian Crisis.  As with Kyrgyzstan, Mongolia was surrounded by neighbours outside the WTO, so the main benefits would emerge after China’s 2001 accession and the Russian Federation’s future accession. 

6.
KYRGYZSTAN’S EXPERIENCE WITH WTO ACCESSION
Kyrgyzstan was the first Soviet successor state to accede to WTO, and the results were closely monitored in other CIS countries.  A too great emphasis on WTO membership led to guilt by association when the Kyrgyz economy went into recession after WTO accession in July 1998, even though the recession was driven by exogenous events, in particular the August 1998 Russian Crisis and a domestic banking crisis.  Growth dipped and inflation picked up in 1998 (Appendix tables 1 and 2), and in the following years growth was near the bottom of the Central Asian range.  Trade also stagnated in this period, with exports not regaining their 1997 level until 2003 (Appendix table 3).  After the 1998 crises, the Kyrgyz economy was battered by a debt crisis as the country had to seek rescheduling of its external debt servicing in 2002, and by an exceptional drop in gold output which pushed GDP growth in 2002 to zero.
A negative interpretation of the Kyrgyz events was used by opponents of WTO membership in Kazakhstan and Azerbaijan to stall those countries’ accession negotiations.  It is, however, difficult to imagine why the Kyrgyz accession would have had any immediate economic impact.  The country’s own tariffs were already low, and were unaffected by accession.
  It had access to the major global markets on MFN or better terms, and its neighbours were not WTO members.  

Where WTO membership may have mattered in the short-run was in discouraging backsliding on reforms during the difficult post-1998 period. The country’s WTO commitments discouraged resort to temporary tariff protection (as Kazakhstan did) even though the country was free to impose barriers to imports from non-WTO members.  The WTO obligations also contributed to the decision not to introduce exchange controls, as Uzbekistan had done when it faced an economic reversal in 1996 and as Turkmenistan did in 1998, although close relations with the IMF and reliance on loans from the Bretton Woods institutions were stronger pressures against introducing such measures.  The WTO was thus one of several policy anchors which helped to deter reform reversal.
WTO accession may also have strengthened policymakers’ ability to resist a bad trade policy decision.  For Kyrgyzstan, following the major regional trade policy option, namely membership of the Eurasian Economic Community (EAEC), would involve backsliding on reforms because tariff harmonization with countries such as the Russian Federation would involve substantial increases in Kyrgyz tariffs, reduced competition and welfare loss. WTO membership provides an obstacle to Kyrgyz participation in an EAEC customs union because many tariff bindings which Kyrgyzstan agreed to upon accession to the WTO are well below any common external tariff that would be acceptable to the Russian Federation.  This restriction on Kyrgyz trade policy autonomy is a pseudo-cost of WTO membership in that it restricts the country’s ability to do something which is not in its own interest.

Having a place at the negotiating table has not benefited Kyrgyzstan much.  It did try to use its insider status to push specific complaints about Kazakhstan during the latter’s negotiations, but this had little impact.  Kyrgyzstan has also not yet felt a need to resort to the WTO dispute settlement process.

If the immediate benefits of WTO accession have been minor, the future benefits are likely to be more substantial.  As a WTO member, Kyrgyzstan’s trade with its neighbours will become subject to WTO rules and the country will benefit from protection for the weaker partner, when its bigger neighbours join the WTO.  This has already happened when China joined WTO in 2001, and is likely to happen soon with its most important contiguous trading partner, Kazakhstan.  The network benefits will accrue as more Central Asian countries join the rule-based system.

7.
CURRENT STATUS OF ACCESSION OF OTHER CENTRAL ASIAN 
COUNTRIES

Tariff rates are not a significant obstacle to WTO accession by Central Asian countries.  The Central Asian countries’ tariff schedules have, in general, been fairly liberal and without great variance, but there are exceptions. Kazakhstan has had a liberal trade policy since mid-1996, when export duties were removed and the average tariff on imports fell to 12 per cent. The average tariff fell further to below eight per cent by 2002,
 but there are recurring complaints of ad hoc impositions which make trade policy less predictable.  Uzbekistan’s July 1995 tariff schedule had an average tariff of 18 per cent, but included some high rates.
  Tajikistan also levies protective tariffs and imposes a range of export restrictions (mainly in the form of surrender requirements on foreign exchange earnings).

Uzbekistan was the second Central Asian country to apply for WTO membership, and the Working Party on the accession of Uzbekistan to the WTO was established in December 1994. This was during a period of substantial reform of Uzbekistan’s economy which had been initiated in January 1994 with a purposeful macroeconomic stabilization package. The reforms, however, began to lose momentum and were substantially undermined by the reintroduction of rigid exchange controls in October 1996.  The reform slowdown was reflected in the snail’s pace progress in the WTO accession process.  Uzbekistan submitted its Memorandum on the Foreign Trade Regime in September 1998 and replies to questions were circulated in October 1999.  The first meeting of the Working Party took place on 17 July 2002.  The October 2003 reforms, which included establishment of currency convertibility, signalled a possible change of direction which could accelerate the accession process, and the Working Party met for a second time in June 2004.  In September 2005, Uzbekistan submitted an initial offer on goods and services and began bilateral negotiations with WTO members, but the Working Party has still not reached the stage of issuing a Factual Statement (table 2).

Table 2:  WTO Status of selected Central Asian Member Countries

	
	WTO Status

	Kyrgyzstan
	Joined WTO 1998

	Uzbekistan
	Applied 1994
	Working Party has met three times 2002-5; bilateral negotiations under way.

	Kazakhstan
	Applied 1996
	Draft Working Party Report May 2005, revised September 2006

	Tajikistan
	Applied 2001
	Factual Summary April 2005, revised May 2006

	Turkmenistan
	Not Applied
	


Source: up-to-date membership information is provided on the WTO website www.wto.org
Notes on Process: after an application is lodged a Working Party is established.  After bilateral negotiations the Working Party produces an agreed Factual Summary of the applicant’s trade policies.  Following further bilateral negotiations between the applicant and WTO members concerned about particular trade policies or other barriers to trade, the Working Party draws up a Report which is the basis for formal accession.

Kazakhstan's Working Party was established in February 1996. Bilateral market access negotiations in goods and services commenced in October 1997 with 25 interested WTO members expressing interest in specific aspects of Kazakhstan's application, and are continuing based on revised offers in goods and services.  Topics under discussion in the Working Party have included agriculture, the customs system (and customs union arrangements), price controls, import licensing, industrial subsidies, sanitary and phytosanitary measures (SPS) and technical barriers to trade (TBT), transparency of the legal system and legislative reform, services (especially banking and insurance) and intellectual property rights.  The process slowed down in 1998 following the Russian Crisis and its contagion effects on Kazakhstan, but was revitalized after 2001 when Kazakhstan made several rounds of formal offers, of which those in May and June 2004, for goods and for services respectively, formed the basis for the Working Party’s Factual Summary in September 2004.  A Draft Report by the Working Party was released in May 2005, and a revised version in September 2006.  The Working Party met in November 2006, preparing the accession process to move into the final stage in 2007/8.

In May 2001, Tajikistan lodged a formal request for accession, and a Working Party was established in July 2001.  Tajikistan submitted a Memorandum on the Foreign Trade Regime, made an initial offer on goods and services in February 2004 and initiated bilateral negotiations.  The Factual Statement was circulated in April 2005 and revised in May 2006.  Thus, although the Working Party only met for the first time in March 2004 and it has not yet released a Draft Report, Tajikistan’s negotiations are already further advanced than those of Uzbekistan.

8.
CONCLUSIONS

Kyrgyzstan’s WTO accession moved quickly because incorporating the small economy into the WTO rules-based global economy posed little problem.  Kazakhstan and Uzbekistan are larger economies, but in trade terms they too are ‘small’ (in the sense of not affecting world prices), apart in the oil and cotton sectors.  The real obstacles to a successful conclusion of other Central Asian accession negotiations have been reservations about the commitment to a market-based economy.  Uzbekistan illustrates this nexus most clearly; an initial push for WTO membership in the reform period 1994-96 was followed by a period of stagnation in the negotiations between the imposition of exchange controls in October 1996 and the removal of the controls in 2003.  Kazakhstan has a more fully market-oriented economy than Uzbekistan, but since the mid-1990s the elite has been cautious about ceding discretionary economic power; this is reflected in difficulties during the WTO negotiations regarding the administration of border controls by customs, quarantine, veterinary and other agencies.  Tajikistan also retains a raft of administrative procedures in border management or trade documentation, which generate rents and create vested interests opposed to transparency.


One lesson from the Kyrgyz experience is that the country’s early WTO accession caused no harm.  Kyrgyzstan would have benefited from its neighbours’ concurrent accession, but in the absence of the other Central Asian countries’ willingness to complete WTO accession negotiations in the 1990s there was no first-mover disadvantage to Kyrgyzstan.  In Kazakhstan there is a common belief that, because of the economy’s close trade links with the Russian Federation, Kazakhstan’s WTO accession should be coordinated with that of the Russian Federation.  This was recently reiterated by Kazakhstan’s main WTO envoy, Deputy Minister for Industry and Trade Zhanar Aitzhanova, (reported in Times of Central Asia, 20 June 2007), but in the same week her Minister, Galyn Orazbakov, signed a bilateral agreement with his Ukrainian counterpart to coordinate those two countries’ accession.  There is little reason beyond political symbolism to synchronize accession dates, and there are good reasons for not delaying accession once substantive negotiations are complete (e.g. to have recourse against unfair anti-dumping measures taken by a WTO member against Kazakhstan’s exports).


The main lesson from the Kyrgyz WTO experience is that the WTO offers a rules-based system with added benefits (access to the dispute resolution mechanism and a seat at the WTO negotiating table) whose importance depends upon circumstances. The added benefits are likely to be more important to Kazakhstan, which has suffered from anti-dumping duties imposed on its steel exports, and to Uzbekistan and Tajikistan, which suffer from WTO members’ cotton policies, than they have been to Kyrgyzstan.  However, the WTO rules presuppose a market-based system, and the further an economy is from such a system, the more onerous WTO accession negotiations will be.  Uzbekistan, Kazakhstan and Tajikistan have followed a long and tortuous negotiation path from the initial application to the Working Party’s Factual Statement and Report because they are less willing to compromise the non-market and discretionary elements of their economic systems.  
The Kyrgyz WTO experience indicates the importance of coherence between trade policy and domestic policy reform.  Without domestic policy reform, WTO accession is difficult.  With WTO accession, countries have an added reform anchor.  This nexus is especially vital for landlocked countries, because the negative impact on trade costs of inadequate domestic reform and failure to recognize WTO rules reinforces the disadvantaged trade position due to geography.

REFERENCES

Arvis, Jean-François, Gael Raballand and Jean-François Marteau (2007): The Cost of being Landlocked: Logistic Costs and Supply Chain Reliability, World Bank Policy Research Working Paper 4258, Washington DC.
Bachetta, Mark, and Zdenek Drabek (2002): Effects of WTO accession on policy-making in sovereign states: Preliminary lessons from the recent experience of transition countries, WTO Working Paper DERD-2002-02, World Trade Organization, Geneva.

Baffes, John (2005): The “Cotton Problem”, The World Bank Research Observer 20(1), spring, 109-44.

Campos, Nauro (2004): What does WTO membership kindle in transition economies? An empirical investigation, Journal of Economic Integration 19, 395-415.

Eschenbach, Felix, and Bernard Hoekman (2006): Services Policies in Transition Economies: On the EU and WTO as Commitment Mechanisms, World Bank Policy Research Working Paper No.3951, Washington DC

Ferrantino, Michael (2006): “Policy Anchors: Do FTAs serve as vehicles for policy reform?” paper presented at the American Economic Association meetings in Boston in January 2006 and forthcoming in Zdenek Drabek (ed.) WTO and Economic Welfare.  

Jensen, Jesper, and David Tarr (2007): The Impact of Kazakhstan Accession to the World Trade Organization: A quantitative assessment”, World Bank Policy Research Working Paper No. 4142, Washington DC.
Langhammer, Rolf, and Matthias Lücke (1999): WTO Accession Issues, The World Economy 22(6), 837-73

Pomfret, Richard (2003): Trade and Exchange Rate Policies in Formerly Centrally Planned Economies”, The World Economy, 26(4), 585-612.

Pomfret, Richard (2005): Trade Policies in Central Asia after EU Enlargement and before Russian WTO Accession: Regionalism and integration into the world economy”, Economic Systems, 29(1), 32-58, 

Rose, Andrew (2004): Do we really know that the WTO increases Trade?, American Economic Review 94(1), 98-114) 

Subramanian, Arvind, and Shang-Jin Wei (2007): The WTO Promotes Trade, Strongly but Unevenly, Journal of International Economics 72(1), 151-75.

Tsogtbaatar, Damdin (2005): Mongolia, in Patrick Macrory, Arthur Appleton and Michael Plummer eds. The World Trade Organization: Legal, Economic and Political Analysis (Springer, New York), volume III, 249-67

Tumbarello, Patrizia (2005): Regional Integration and WTO Accession: Which is the right sequencing? An application to the CIS; IMF Working Paper 05/94, Washington DC.
Appendix Table 1: Central Asian Economies: growth in real GDP 1989-2007 (per cent)

	
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	1999; 1989=
100

	Kazakhstan
	0
	0
	-13
	-3
	-9
	-13
	-8
	1
	2
	-2
	2
	63

	Kyrgyzstan
	8
	3
	-5
	-19
	-16
	-20
	-5
	7
	10
	2
	4
	63

	Tajikistan
	-3
	-2
	-7
	-29
	-11
	-19
	-13
	-4
	2
	5
	4
	44

	Turkmenistan
	-7
	2
	-5
	-5
	-10
	-17
	-7
	-7
	-11
	5
	16
	64

	Uzbekistan
	4
	2
	-1
	-11
	-2
	-4
	-1
	2
	3
	4
	4
	94


Source: European Bank for Reconstruction and Development Transition Report Update, April 2001, 15.

	
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	Kazakhstan
	-2
	3
	10
	14
	10
	9
	9
	10
	11
	9

	Kyrgyzstan
	2
	4
	5
	5
	0
	7
	7
	0
	3
	6

	Tajikistan
	5
	4
	8
	10
	9
	10
	11
	7
	8
	9

	Turkmenistan
	7
	17
	19
	20
	16
	17
	17
	10
	9
	9

	Uzbekistan
	4
	4
	4
	4
	4
	4
	8
	7
	7
	8


Source: European Bank for Reconstruction and Development Transition Report Update, May 2007 (accessed online at http://www.ebrd.org/country/sector/econo/stats/index.htm.

Notes: 2006 = preliminary actual figures from official government sources. Data for 2007 represent EBRD projections.

Appendix Table 2:
Central Asian Economies: inflation rates (change in consumer price 

index) 1991-2007 (per cent)

	
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	Kazakhstan
	79
	1,381
	1,662
	1,892
	176
	39
	17
	8
	7

	Kyrgyzstan
	85
	855
	772
	229
	41
	31
	26
	36
	12

	Tajikistan
	112
	1,157
	2,195
	350
	609
	418
	88
	28
	43

	Turkmenistan
	103
	493
	3,102
	1,748
	1,005
	992
	84
	24
	17

	Uzbekistan
	82
	645
	534
	1,568
	305
	54
	59
	29
	18


Source: European Bank for Reconstruction and Development Transition Report Update, April 2001, 16.

	
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	Kazakhstan
	7
	8
	13
	8
	6
	6
	7
	8
	9
	8

	Kyrgyzstan
	11
	36
	19
	7
	2
	3
	4
	4
	6
	6

	Tajikistan
	43
	28
	33
	39
	12
	16
	7
	7
	9
	6

	Turkmenistan
	17
	24
	8
	12
	9
	6
	6
	11
	11
	11

	Uzbekistan
	29
	45
	50
	48
	44
	15
	9
	21
	17
	15


Source: European Bank for Reconstruction and Development Transition Report Update, May 2007, accessed online at http://www.ebrd.org/country/sector/econo/stats/index.htm
Notes: 2006 = preliminary actual figures from official government sources. Data for 2007 represent EBRD projections.

Appendix Table 3: Central Asian Economies: exports and imports, 1993-2003 (million US dollars) 

	
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Exports
	
	
	
	
	
	
	
	
	
	
	

	Kazakhstan
	1,107
	3,227
	5,256
	5,926
	6,497
	5,511
	5,598
	9,876
	9,085
	9,670
	14,875

	Kyrgyzstan
	360
	339
	483
	506
	609
	509
	454
	504
	476
	486
	622

	Tajikistan
	350
	492
	749
	772
	803
	597
	689
	770
	652
	737
	719

	Turkmenistan
	561
	1,163
	1,881
	1,693
	751
	594
	1,187
	2,505
	2,555
	2,710
	2,949

	Uzbekistan
	693
	1,991
	2,718
	2,620
	2,896
	2,310
	1,963
	2,132
	2,087
	1,558
	1,998

	Imports
	
	
	
	
	
	
	
	
	
	
	

	Kazakhstan
	1,704
	3,285
	3,807
	4,247
	4,302
	4,373
	3,686
	5,048
	6,478
	6,584
	9,377

	Kyrgyzstan
	447
	316
	392
	795
	709
	841
	611
	555
	465
	587
	888

	Tajikistan
	532
	545
	810
	668
	750
	711
	663
	671
	680
	710
	881

	Turkmenistan
	586
	904
	1,364
	1,313
	1,228
	1,007
	1,476
	1,788
	2,210
	1,819
	1,964

	Uzbekistan
	918
	2,455
	3,030
	4,854
	4,538
	2,931
	2,481
	2,067
	2,293
	2,07
	2,510


Source: International Monetary Fund, Direction of Trade Statistics.
� Slovenia joined the WTO in 1995, Bulgaria in 1996, Mongolia in 1997, Latvia and Estonia in 1999, Georgia, Albania and Croatia in 2000, Lithuania and Moldova in 2001, Armenia and FYR Macedonia in 2003, and Cambodia in 2004 (table 1).


� The WTO succeeded the GATT as an organization on 1 January 1995.  The General Agreement on Tariffs and Trade and the General Agreement on Trade in Services (GATS) contain the basic WTO rules on goods and services respectively.


� For example, GATT signatories extended MFN treatment to most non-members, even though they were not contractually obliged to do so.  The main exception before 1989 was US reluctance to grant MFN treatment to communist countries, but for the four decades before 1989 most communist countries chose to remain outside the market-based international trading system. A controversial study by Andrew Rose (2004) found that GATT signatories’ trade increased no more rapidly than that of non-members.  Rose’s results have been challenged by Arvind Subramanian and Shang-Jin Wei (2007), who respecify Rose’s gravity model and find that the WTO has increased trade by about 120%, although the impact has mainly been on countries which have participated actively in GATT/WTO trade negotiations and some sectors have not experienced an increase in trade due to the GATT/WTO.


� For more details see Richard Pomfret (2005, and 2003).


� The special protocols were difficult to enforce, because circumstances change and targets move, and non-fulfillment was difficult to punish; yet the state-trading countries were now inside the GATT family.


� Hungary, the Czech and Slovak republics (which had divorced in 1993), and Poland and Romania (who renegotiated the special protocols under which they had entered GATT in 1967 and 1971) were charter members of the WTO.  Slovenia and Bulgaria, whose GATT applications had been relatively straightforward and were far advanced, became WTO members in 1995 and 1996.


� The only major recent exception is China, which almost uniquely did gain improved market access; MFN status in the United States became contractual rather than subject to annual debate in Congress, China’s textile and clothing exports were less quota-constrained (especially after the Multifibre Arrangement ended in December 2004), and China now had some recourse against anti-dumping measures which did not satisfy WTO rules.


� The terminology may be misleading here.  A policy “anchor” focuses on the need to constrain a country so that it sticks to its reforming path, whereas the main contribution of the GATT/WTO system may have been to facilitate reforms by providing a framework of a credible guarantee of more or less stable access to the major foreign markets.


� Ferrantino’s evidence for the superiority of FTAs over WTO accession as an anchor is two-fold.  Firstly, FTAs are negotiated and implemented faster, and are more wide-ranging than WTO.  Secondly, anecdotal evidence from Mexico, China, Morocco and Ecuador is marshalled in support of his case.  This anecdotal evidence is unconvincing.  Mexico is a prime case.  Policy reform started in the mid-1980s after the Debt Crisis.  WTO accession in 1986 provided an anchor, and the NAFTA negotiations in 1991-94 reinforced the anchor, but how do we weigh the relative impact of NAFTA?  This is not to deny the existence of anecdotal evidence in support of FTAs operating as an anchor for policy reform -- and accession of Eastern European countries to the EU may provide clearer evidence of trade agreements with a large country as a policy reform anchor than the US FTAs.


� The external anchor may come from neither the WTO nor an RTA, e.g. Thailand’s successful reforms in the early 1980s were successful because of domestic political will with an IMF program used as supporting evidence of commitment.


� For poor countries with limited administrative capacity and hence limited ability to substitute other revenue sources for trade taxes, the first-best outcome would be for the international community to support capacity building.


� Acceding transition countries have been expected to offer an average bound tariff on industrial imports of 10 per cent, which is double the OECD average but well below that of many existing WTO members, e.g. India’s average bound rate of 34 per cent (Langhammer and Lücke, 1999).


� Such capacity building can be organized by RTAs on behalf of poor members seeking WTO membership (e.g. Lao People’s Democratic Republic, Cambodia and Viet Nam in ASEAN), but it can be equally – and perhaps better if there are learning effects for the capacity-builder – be provided by international organizations such as the WTO, OECD, World Bank or regional development banks, or UN agencies.


� WTO membership does, however, ensure MFN treatment as a right rather than a unilaterally granted privilege.  As a GATT/WTO member China would have avoided having to face the hurdle of annual renewal of MFN status during the 1980s and 1990s, and as a WTO member Azerbaijan would have received MFN treatment from the United States during the period when this status was blocked by the Armenian lobby.


� In a study of twenty-five transition economies during the period 1990-98, Nauro Campos (2004) found no robust relationship between WTO membership and the rate of economic growth, although he did find a positive effect of WTO membership on domestic reform; see also, Mark Bachetta and Zdenek Drabek (2002).


� Both non-WTO and non-market economies are more likely to be subject of anti-dumping actions and are more likely to be the targets of definitive anti-dumping duties (Pomfret, 2005). Granting of “market economy” status may be only loosely related to WTO accession.  When the United States granted the Ukraine “market economy” status in 2006 the decision was in anticipation of a still undefined WTO accession date, but when Viet Nam concluded its WTO accession negotiations in 2006 it still did not have “market economy” status in the United States.


� The practice dates back to differential treatment of the non-market economies which joined the GATT in the 1960s and 1970s.  A landmark case involved a 1975 antidumping action against Polish golf carts imported into the United States.  In that case the constructed values, based on Spanish prices, led to a determination that the golf carts were not being sold below fair value, but in subsequent cases exporters complained that the surrogate was chosen after the case was opened and the choice was biased towards a ruling of unfair trade.


� Article 2.7 of the Antidumping Agreement refers to the second Supplementary Provision in paragraph 1 of Article VI in Annex 1 to GATT 1994, which permits different treatment “in the case of imports from a country which has a complete or substantially complete monopoly of its trade and where all domestic prices are fixed by the State” and which was interpreted in the original Polish and Hungarian accession negotiations to permit a surrogate country methodology.  It continues to be invoked even though by the late 1990s in very few countries were all prices fixed by the state.


� The EU publishes a list of non-market economies for the purpose of antidumping and safeguard actions, and the 1999 list included Albania, Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyzstan, Moldova, Mongolia, Democratic People’s Republic of Korea, Tajikistan, Turkmenistan, Ukraine, Uzbekistan and Viet Nam.  The United States has no formal list and proceeds on a case by case basis, but seems in practice to consider the same list of countries to be non-market economies.  Kyrgyzstan and Mongolia were already WTO members in 1999.


� The service sector is analyzed by Felix Eschenbach and Bernard Hoekman (2006).


� Kyrgyzstan negotiated transition periods of up to eight years for technical compliance, although by 2007 some enforcement remained incomplete.


� The last bilateral negotiation to be completed was with Mexico.  Mexico objected to the height of the tariff on spirits, which they felt hurt tequila exports.  The Kyrgyz negotiators successfully defended their tariff binding, and Mexico accepted the Kyrgyz tariff rather than break the accession deal.


� This is the position of presidential adviser Damdin Tsogtbaatar, although Tsogtbaatar accepts that the pressure for transparency involved in meeting WTO obligations helped strengthen democracy in the country. Tsogtbaatar’s evidence for adverse economic consequences is the widening of Mongolia’s trade deficit from US$25 million in 1997 to US$156 million in 1998, but in addition to the adverse external events in East Asia, this was a counterpart to a capital account surplus due to US$300 million in aid.


� Some candidate countries are concerned about the fiscal implications of WTO accession if they are dependent on customs duties for a large share of government revenue.  In the Kyrgyz case, duties were already low, and if anything applied tariffs may have increased after 1998.


� The economic costs of a customs union are estimated by Patrizia Tumbarello (2005), and many Kyrgyz policymakers are aware of the WTO’s value as an external excuse for ignoring the Russian Federation’s pressure to formalize a customs union.


� Kazakhstan, and the other non-WTO members, levies excise and other taxes at different rates on imports than on domestic goods.  This is equivalent to an import duty although not included in measures of Kazakhstan’s average tariff.  Discontinuation of such indirect tariffs is a condition of WTO membership.


� Uzbekistan had applied duties of up to one hundred percent on automobiles to protect the UzDaewoo joint venture.


� By mid-2007, of the 25 bilateral negotiations only six needed to be finalized with Australia, Canada, United States, EU, India and Mongolia; the first three mainly involve farm subsidies while the EU is concerned about market access in banking and financial services.  Ironically in the context of the last point, a World Bank study using a general equilibrium model (Jesper Jensen and David Tarr, 2007) estimates that the main gain to Kazakhstan would come for increased foreign investment in services, which will reduce costs economy-wide. The announcement in June 2007 that the Italian bank Unicredit was purchasing ATF Bank for US$2.3 billion may signal the easing of restrictions, which the EU has pursued.


� Among the 31 landlocked developing countries the time taken to import a good is highest in Uzbekistan (139 days) and, among the 27 countries for which data were provided on the time taken to export a good, the number of days was highest in Kazakhstan and third-highest in Tajikistan.  See “Indicators to Measure the Progress in the Implementation of the Almaty Programme of Action”, document presented by the United Nations Office of the High Representative for the Least Developed Countries, Landlocked Developing Countries and Small Island Developing States at the experts meeting in Vienna, 12-13 December 2006.


� The high trade costs of landlocked countries are analyzed by Jean-François Arvis, Gael Raballand and Jean-François Marteau (2007), who report estimates that delays add 0.8 per cent per day to the cost of imports, or alternatively, that Central Asian traders are willing to pay US$370 to save a day in transit, although clearly these values are product-specific and the biggest cost may be uncertainty of delivery times which forces producers and retailers to hold high inventories.  As these authors point out, the excessive transit costs ultimately reflect failure to implement GATT Article V: “there shall be freedom of transit through the territory of each contracting party”.  Other WTO rules affecting trade facilitation are Articles VII (valuation for customs purposes), VIII (fees and formalities connected with importing and exporting), and X (publication and administration of trade regulations.  Articles V, VII and X are included in the Doha Round negotiations.
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