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JUBAIL CONFERENCE - SAUDI ARABIA: MAJOR INVESTMENT OPPORTUNITIES IN THE 21ST CENTURY

PANEL III: ECONOMY AND GLOBALIZATION
YOUR EXCELLENCIES, DISTINGUISHED GUESTS:

It is a pleasure and an honour for me to be able to participate in this important conference, and to share a podium with Minister Faquih, a leader whom I greatly respect. The City of Jubail offers an excellent location to be considering the opportunities of the new century. What better location to be considering these topics. 

Saudi Arabia has a long trading tradition that predates the founding of the Kingdom. You are a country at a major crossroads between Asia, East Africa, and the Mediterranean and Europe. You are also at a crossroads between the developed and developing worlds. You have much to offer the world and, I believe, the world has much to offer Saudi Arabia. 

Saudi Arabia is one of the oldest market economies in the world, with a trading history that goes back many centuries.  It is also one of the largest market economies still outside the WTO.  In terms of trade it is one of the world's most active - for example its trade with the European Union exceeds that of China’s.

Saudi Arabia's economy is fundamentally liberal and open to foreign traders, entrepreneurs and investors.  The most favoured nation principle has always been respected by Saudi Arabia, even appearing in a 1933 bilateral agreement with the United States.  Saudi Arabia has no foreign exchange and relatively few import restrictions.  Applied customs duties and barriers to importation and participation in the Saudi market are low.

I have a real sense that history, geography and the new policies of the Kingdom all come together in the themes of this conference.

THE INTERNATIONAL ENVIRONMENT IN THE YEAR 2000

What makes the situation in the world different today from the one we faced for half a century after the Second World War?  You might be interested to learn that much of what I will say under this heading is almost exactly what I would say to an audience in my own country, Canada.

First, the Cold War is over; the world is no longer divided into ideological camps. International relations are about the differing interests of states rather than the battle for ideological supremacy. This fact has major implications. For instance, 20 years ago, decisions about trade matters in the United States were influenced by the impact they might have on the Cold War, whereas now they are taken much more on the basis of US national economic interest. Similarly North/South differences, while still there, are no longer leveraged off Cold War politics. They relate much more to practical economic issues.

Second, we have witnessed, and continue to witness, a technological revolution that has shrunk the planet, reduced the significance of national borders, and empowered ordinary citizens and groups of citizens. In the 1970s it cost about 35 Swiss Francs to phone from Switzerland to North America for 10 minutes; as of March 1 it costs 1 Franc. The internet has itself fostered a political revolution. Groups are using it to take on larger rivals and mobilize support for various causes in ways not thought possible 10 years ago.

Third, economics are becoming truly global. One quarter of the total production of goods and services in the world are now exported. International investment in various forms is bringing new technologies and competition to all countries and industries. Borders do not stop ideas and technologies.

Fourth, the dramatic change of approach in developing countries towards their own economic development has greatly increased their importance in the system. They have largely rejected development based on import substitution in favour of encouraging the integration of their economies into the global economy on the basis of market-oriented reforms. The developed countries, which increasingly value improved access to the rapidly expanding markets of the third world, must respond positively to this historic opportunity. 

Fifth, the process of how public policy is made has become much more inclusive. Nowhere is this more evident than in the field of trade policy. A much broader range of interests is weighing in and demanding that governments take into account factors that they consider important, such as labour standards, the environment and human rights. NGOs and civil society have become partners with business and labour in advising government on the making of trade policy. In the United States where this process is mandated by law, environmental interests have brought a lawsuit alleging that their representation is inadequate.

Sixth, the issues being addressed internationally are increasingly domestic. Whether it is climate change, treatment of genetically modified organisms, or the WTO agreement on basic telecommunications, the traditional distinction between foreign policy and domestic policy is becoming increasingly blurred.

One thing, however, has not changed. Governments still exist at the national level and that is where political power is concentrated. Increasingly the issues that affect people's lives are global, but political actors are national. This misfit creates an enormous challenge, and underlines the necessity of international cooperation. No isolationist, no protectionist, no nationalist can escape from the fact that the major problems of the 21st century can not be tackled successfully in isolation at the national level. 

Clearly this challenging and interdependent world needs predictable international rules and strong institutions to enforce them.  Farsighted leaders recognize that their countries need the protection and security of a rules-based system, not the rough and tumble of a global jungle where only the most powerful survive. I would think such considerations also apply to Saudi Arabia. This is especially true if you consider the growing diversification of the economy of the Kingdom, the new investment laws, the rapid growth of non-oil exports in recent years, and your government’s commitment to pursue this course in the years to come.

WTO A GROWING AND DYNAMIC INSTITUTION

In the trade field the WTO provides such a framework of rules. Essentially the WTO is a series of agreements among its members, backed up by the most highly developed dispute settlement system yet agreed under international law. The WTO is also a dynamic institution engaging in new negotiations and constantly enlarging its membership. 

Last week Oman became the 139th member of the WTO, joining seven other countries in the Middle Eastern region as members: Bahrain, Egypt, Israel, Jordan, Kuwait, Qatar and the United Arab Emirates. Twenty-eight other countries are currently negotiating to join including, of course, Saudi Arabia. In all 12 members have joined the organization since its inception in 1995. This growth in membership is a kind of positive referendum on the value of the WTO. The WTO is well on its way to becoming a universal organization.

The dynamic nature of the WTO is also shown by the negotiations that have taken place since 1995. In 1997 members completed an agreement eliminating duties on information technology products, covering 94% of world trade in these products, or 10% of total world trade. In addition, negotiators completed the negotiations on basic telecommunications services, including commitments from 69 countries. The telecommunications deal included another first, because the regulatory principles to which participants have subscribed are in fact the first WTO provisions addressing domestic competition policy. Renato Ruggiero, the then Director-General of the WTO, has pointed out the scope and importance of these two agreements. He noted they covered over one trillion US dollars in annual international business. He added that the value of that trade exceeded the value of world trade in agriculture, textiles and automobiles combined. In December of 1997 members successfully concluded the negotiations on financial services. Earlier this year WTO members took up negotiations in agriculture and services, fulfilling the commitment to do so established in the respective Uruguay Round agreements. And despite the failure to launch a full-blown round in Seattle, the WTO has had an active and constructive year. Members are now engaged in considering how best to deal with the range of implementation problems encountered with the Uruguay Round agreements. Furthermore much informal discussion among delegations is about how to move the agenda forward by enlarging the scope of what is being negotiated, and to tackle other issues in a renewed program of work.

THE EMERGING TRADE AGENDA

More and more, trade negotiations and trade policy are about regulatory policy. The issue is very much at the heart of what is driving the Transatlantic Business Dialogue, and the topic is bound to be important in WTO negotiations. Regulatory issues are not entirely new but their importance is now of the first order. In the Tokyo Round of GATT negotiations an agreement on technical barriers to trade was negotiated to try to ensure that technical regulations and product standards would not be used as protectionist devices. But terms such as, "technical barriers to trade" or its Uruguay Round agricultural equivalent "sanitary and phyto-sanitary measures", do not really convey the idea that these trade agreements are about domestic regulatory policy. And yet those are exactly the sorts of matters that are now coming to the trade table - "mad cow" disease, hormones in meat, genetically modified organisms, and various labelling requirements. It should be noted that in making rules internationally governments are not giving up their right to regulate in the public interest. But in a growing number of cases that regulation is likely to be more effective if done on an international basis, rather than on a purely domestic one.

Competition policy is also increasingly on the trade agenda. As noted the WTO agreement on basic telecommunications includes pro-competitive regulatory commitments to ensure that the market liberalization that was agreed would actually be realised. "The enhanced initiative on deregulation and competition policy" has been a part of trade discussions between the United States and Japan. Increasingly, I believe, we will see a need for provisions in trade agreements, like the pro-competitive regulatory principles in the telecommunications deal, to strengthen trade liberalization. The European Union has taken an ambitious approach in this field. How ambitious WTO efforts in this area are, remains to be determined. But the question is how do members address it, not whether they address it.

Investment policy is also increasingly a trade issue. Business leaders know that in the real world, trade and investment are virtually inseparable. UN statistics show that the sales of foreign affiliates of multinational companies now exceed the total value of world trade in goods and services. Investment rules are prominent in major regional agreements. In recent years a major focus among OECD countries has been the effort to negotiate a multilateral agreement on investment. That effort was not successful because countries were not prepared to accept the limitations on their freedom to act that would have been needed to reach a deal. In the WTO investment is also increasingly present. The WTO incorporates investment provisions in the services area; a key part of the negotiations on telecommunications and on financial services was about how much foreign investment would be allowed in these previously restricted sectors. There are WTO provisions on trade related investment measures. Members are engaged in a work program designed to facilitate a decision on whether to enter negotiations to establish multilateral investment rules in the WTO. With new investment laws Saudi Arabia will have a keen interest in these matters.

Environment is another file that is under study in the WTO. If not handled effectively it could cause grave damage to international trade cooperation. There are many positive synergies between trade and environment that could usefully be further explored. The relationship between trade and environmental agreements such as the Climate Change Convention and the Biosafety Protocol are matters requiring more consideration and understanding. 

Electronic commerce is part of the knowledge revolution. At the May 1998 Ministerial Conference WTO Ministers declared a standstill on the imposition of customs duties on electronic transmissions and called for a comprehensive work program. While the status of this work is less clear in the aftermath of Seattle, it is definitely a subject that will receive more attention in the WTO.

This gives a flavour of many of the items on the emerging trade agenda. It is one that increasingly will involve domestic measures and politics. It gives you a sense of the challenge that lies ahead in the WTO.

SAUDI ARABIA AND THE WTO

The Kingdom of Saudi Arabia should be part of this new WTO work to plan for the future. Saudi Arabia has an important stake in the global economy and should be a member of such a leading organization. You can bring a unique contribution to the WTO. You should be part of a new constructive effort to address the development challenge and other key issues that will figure on the agenda.  

I would like to say how much I have come to admire and respect the professionalism and competence of Minister Faquih and the Saudi negotiating team. These energetic, tough and farsighted negotiators serve the Kingdom very well. 

An accession negotiation is not about mercantilism. Each WTO member and prospective member benefits from, and will benefit from, the actions it undertakes in conforming to WTO disciplines. Domestic reform has been and will remain the most powerful force for trade liberalization. The liberalization achieved must be protected by rules to ensure a stable environment in which business can prosper. The Kingdom's new approach to investment is complementary to accession. The two actions will reinforce each other making the Kingdom even more attractive to foreign partners.

The WTO system is essentially a network of contractual rules and commitments capable of being monitored and enforced multilaterally.  Its central feature is predictability and certainty in conditions and terms of trade.  It guarantees the business community that governments will maintain open and accountable trade regimes.  To this end, all WTO members are obliged to have in place legislation and enforcement mechanisms that are needed for them to implement their WTO obligations.  

Unlike the traditionally closed, formerly centrally planned economies, compliance with this essential WTO requirement will not impose a burden on Saudi Arabia.  In most cases the liberal and open practices that lie at the heart of the WTO are already there, for instance, in areas like judicial review and decision-making.  What is required, therefore, is that the existing liberal practices be codified.  What is even more important to remember is that WTO accession and the implementation of WTO related legislation and enforcement mechanisms is complementary to the domestic economic reform process on which Saudi Arabia is already embarked.  Both go hand-in-hand and both are needed to support each other.  Indeed, legislation and enforcement - and, therefore, WTO accession - are essential for underpinning the national reform process and for making it credible for the international community of importers, exporter, producers, consumers and investors.

Remarkable progress has been made in the accession negotiations over the last 18 months. 

In the bilateral market access negotiations Minister Faquih reported, at the October meeting of the Working Party in Geneva, that the Kingdom had concluded agreements with 10 countries covering a range of important partners both developed and developing. Agreements still need to be reached with certain other partners including the United States and the European Union. However, important progress has been made across the board. But a further effort is needed to close the remaining gaps. In my experience this means there will need to be flexibility shown by all those involved in the negotiations. 

The Working Party is now engaged in drafting a report of its work. This report will incorporate the commitments made by Saudi Arabia, notably how the Kingdom will make WTO disciplines effective in its territory. This work has been greatly assisted by action plans, prepared by Minister Faquih's team, which explain how this would be done. Some major members are seeking further clarification as to exactly how and when the implementation will be effected. Great interest has been expressed in the draft implementing laws and regulations being prepared by the Saudi authorities. This is normal in any accession process, and a way must be found to deal with these issues. It should not be beyond our imagination to find away to do it.

At the Working Party meeting in October, I said, as the Chairman, that it seemed possible to say that the accession of Saudi Arabia could be completed next year. But, while saying this, I made it clear that this depended on completing the bilateral market access negotiations and successfully addressing the challenges regarding the completion of legislative and enforcement work in the Kingdom to put Saudi Arabia in a position, upon accession, to assume the contractual obligations of the WTO Agreements, as well as to genuinely derive its benefits. I should note, of course, that transitional arrangements for certain WTO disciplines are the subject of negotiation in the Working Party.

I am confident that as we face the next year, these outstanding issues will be addressed. The distance to be travelled is much shorter that the long route we have already followed. With cooperation on all sides we can each our goal next year. But we must travel that remaining distance before the accession negotiations will be completed.
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