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Abstract

Global trade expanded enormously in the last few decades, but different countries have recorded different levels of success in exploiting the opportunities provided by this expansion. A major explanation for the varying success of different countries has been their recourse to active policy interventions. Drawing upon the lessons from history and experiences of different regions, the contributions at the session emphasized on the importance of policy space for developing countries and importance of supportive policies for development.  However, the trade negotiations in multilateral and regional contexts are squeezing the ability of governments of developing countries to pursue many aspects of development policy interventions that have been extensively employed by developed countries in their process of development. This session discussed the policy challenges for building productive capacities in developing countries and how to make trade rules consistent with the development policies. One of the key challenges for the WTO is to make the trade governance more relevant for the process of development of developing countries that constitute a majority of its membership. The trade rules should facilitate their ability to build competitive productive capacities and move up the value chain to enable them to exploit the opportunities created by trade liberalization and globalization.  

First Part

Moderator’s Introductory Remarks:  Dr. Nagesh Kumar, Director-General, RIS
In the last few decades, there has been an incredible expansion of world trade. However, developing countries have differed in their ability to exploit the opportunities created by trade and globalisation. For instance, the share of global exports of developing Asian nations increased from 17% to 26% between 1980 to 2004. In the same period, the share of Latin America declined slightly from 5.5% to 5.1% and the share of Africa more than halved, passing from 6% to 2.5%, with the result that some countries have been progressively marginalised.
There are many factors explaining why some developing countries have performed better than others. Indeed, the policies of trade and development adopted by countries have played an important role. For instance, African and Latin American countries had to open up their economies quickly in order to get assistance from Bretton Woods Institutions to face the financial crisis of the early ‘80s and ‘90s. But these policies did not have the expected results in term of growth and development. On the contrary, Asian countries adopted more active policy interventions. For instance, they were able to build up their capacities through infant industry protection, the gradual opening of the economy to international competition, the imposition of performance requirements on foreign direct investment (FDI), adoption of soft patent regimes to absorb knowledge generated abroad, among other policies. Developed nations of today have also exploited such policy interventions extensively in their own process of development in the past, as is now documented very well. 
The current trade negotiations, both at the multilateral and regional levels have sought to rapidly liberalize the policy regimes of developing economies further thus limiting governments’ space for pursuing development policy. Therefore, there is a need to rethink current trade and development policies for the 21st century.
Panelists

1. Mr. Faizel Ismail – Head of the South African Delegation to the WTO, Geneva
Mr Ismail addressed the question how trade rules can build productive capacity in developing countries and advance development. He addressed this question in three parts. 
The first part looked at the relation between the state and the market. The Ricardian theory of comparative advantage arguing free trade based on comparative advantage may not work if markets are imperfect and should not be interpreted in a static way, Mr. Faizel argued. In fact, basing its own growth and development strategy on its own natural comparative advantage is intuitively wrong. Countries should develop their capabilities to improve standard of living and quality of life. Therefore, trade and productive strategy should be driven by the concept of dynamic comparative advantage. Empirical studies document that developed countries used a range of state led policies and market interventions to build their technological capacity including trade policies and tariffs which have been replicated by East Asian countries from Japan to South Korea. One must recognize that too much state intervention does not work either – so a balance is required depending on the stage of development. Too much and too rapid liberalization is also not good as demonstrated by many studies. Currently we witness one of the biggest state interventions in the market since the 1930s. Aid is also important as we saw the role of the Marshall Plan to get EU economies to get into the right type of production. 
The second part of the presentation focused on trade, industrial and development policies. Trade and trade policy are very important to foster development. Through international trade, countries have access to new markets, export their productive potential, ensure competitive pressure in the domestic market, improve technological capabilities and stimulate innovation. But trade is only one part, though important, of a composite set of policies which are required to promote development. In fact, there are other elements which play a very important role: a stable macroeconomic policy, a stable and well-defined regulatory environment, strengthening education and skills that favour industrialisation, innovation and technology policy, and infrastructures.

Finally, the presentation focused on the relationship between the World Trade Organisation (WTO), the Doha Round, non-agricultural market access (NAMA) negotiations and development. The Doha Round started with the general implicit recognition that there were some imbalances in the global trade system caused by the previous rounds of negotiations and had to be addressed. A major imbalance was the limited market access and high tariff peaks for the products of interest of developing countries. Initially, the Doha Round had a strong commitment to development (paragraph 2). Despite the recognition of the so called “less than full reciprocity” formula, under which developing countries shall do less and developed countries shall do more, and the recognition that developing countries should be allowed more flexibility, as the round proceeded it was not possible to address some of the imbalances. For instance, in agriculture an incremental formula is being used while for NAMA negotiations a Swiss-type formula has been devised, which will cut down the policy space and will bring down tariff of developing countries dramatically. Moreover, the use of flexibility was further constrained. For instance, in agriculture there is a long list of flexibilities for developed countries but in NAMA it is highly circumscribed and there is an attempt to reduce the existing para 8 flexibilities further through the anti-concentration clause. As per the mandate, bound rates should be the legal basis for tariff cuts but in reality there is insistence on applied rates while ignoring the need to recognize and give credit to the unilateral market access provided by developing countries. On Sectorals the mandate was clear that this should be voluntary and in sectors of export interest to developing countries. In reality the debate shifted to the need to ensure that the larger emerging markets participated in at least two sectors of export interest to the developed countries. Therefore, the development mandate of the round was undermined by the commercial interests of developed countries.

Mr Ismail concluded by reiterating the importance of a right balance between state and markets and of supporting policies for development. He added that the Doha Round must correct the imbalances of the Uruguay Round and not exacerbate them by aggressive mercantilist market access demands of developed countries and the erosion of policy space for industrial development in developing countries.
2. Dr. Kevin Gallagher – Global Development and Environment Institute (GDAE) at the Tufts University, Medford, MA, USA
This presentation addressed the question to what extent regional agreements further constrain the policy space for developing countries. It was based on an analysis of WTO and 13 other regional agreements (US-developing countries, Europe-developing countries, South-South agreements). 
The set of trade and development policies that are generally used, like export subsidies and, infant industry protection can be justified by the economic theory as responses to market failures. However, using those instruments does not necessarily generate development. In fact, there are many examples of countries which did not benefit by using those policies. The evidence shows that some conditions facilitate the success of those policies. First of all, the adopted policy should be the most appropriate response to the market failure which is addressed, otherwise too much counter distortions are created. Moreover, countries need embedded autonomy in defining their policies: the industrial strategy should be defined by market forces and eventually through a public-private partnership. Finally, the support to a certain industry should be temporary and attributed through performance requirements. For instance, South Korean firms in the past and Chinese ones nowadays get subsidies only if they export a certain percentage of their production.
Generally, trade agreements limit the ability of countries to maintain control over various policy tools that traditionally have been used as part of a development strategy. However, within the WTO framework there is a considerable space of flexibility, though developed countries have been trying to reduce it. Instead, trade agreements between the US and developing countries further constrain the policy space. The agreements between Europe and developing countries are more similar to the WTO ones in terms of constraining the policy space, and South-South agreements allow even greater flexibility. For instance, US goods trade agreements do not allow both safeguards measures for balance of payment problems and the use on quantitative restrictions when there is a safeguard situation. Instead, both WTO and EU agreements allow the use of these measures. The same can be said for FDI, intellectual property (IP) and service agreements: WTO and European agreements allow a greater space of flexibilities than US ones. For instance, WTO and European agreements allow capital control measures in the case of an emerging crisis, while US agreements do not. Under WTO and European service agreements, protection is the rule and you negotiate the exceptions. Instead, under US service agreements, liberalisation is the rule and you negotiate the exceptions. South-South trade agreements allow a grater space for flexibility. For instance, in the agreements for goods trade there is usually a long list for industrial and agricultural sensitive products.
The proliferation of regional trade agreements has a big cost in terms of trade diversion and tariff loss. However, the evidence indicates that countries are expected to have welfare benefits.

It is interesting to note that Latin American countries have signed deep trade agreements with the US in term of constraining their policy space. However, they hold a different position at the WTO.

In conclusion, because of these agreements, nowadays developing countries have a more limited toolkit to engage in long-run development strategies. This is a difference with the situation that developed countries enjoyed in their own process of development.
3. Dr. Mehdi Shafaeddin – Institut de recherches économiques (IRENE), Université de Neuchâtel, Switzerland
Through the Doha round, developing countries should be allowed greater flexibility and policy space in order to facilitate their process of development. However, there is an evident contradiction between the development mandate of the round and the reality that has emerged during the negotiations. In fact, developed and developing nations have different concerns and expectations. The main concerns for developed countries are market access and the protection of their agriculture and some sensitive industrial sectors. On the other side, developing countries are interested in the expansion of their supply and industrialisation through a strategy of dynamic comparative advantage. However, this is not possible if trade negotiations will further reduce their policy space. 
According to Samuelson, if developing countries specialise their production where they have comparative advantage the world welfare will improve. But, if they specialise their production where developed countries have comparative advantages (concept of fair dynamic comparative advantage), wealthy nations will lose. This theory has evident implications for the world trade system, which is based on static comparative advantage: developing countries specialise in exporting raw materials and primary goods, while wealthy nations protect their agriculture and some sensitive industries.
Furthermore, developed countries sometimes do not implement what has been agreed or decided. For instance, US continued to subsidise their cotton industry (about US$ 1.5 million) even though the dispute settlement body condemned this practice. There is an imbalance of power between developed and developing countries and between the interest of countries and multinational companies.
With the Doha round, developed countries have tried to push towards a further and quick liberalisation of developing countries. However, historical and empirical evidence indicate that premature, uniform and rapid liberalisation does not benefit developing countries. Some countries that did so de-industrialised, were not able to diversify their economies, and based their production on primary commodities. Instead, wealthy nations and successful developing economies, mainly in Asia, experienced long periods of selective infant industry protection, intervention in other areas than trade, selective and gradual opening of their economies, etc.
It is important to change the rules of the international trade system. Developing countries should be allowed more flexibility according to their level of development. Moreover, special treatments should be the rule, not the exception. In this way, developing nations will be able to develop following their dynamic comparative advantage. 
WTO rules should be changed following a bottom up approach. This means that developing countries should identify their priorities before negotiating. Instead, during the Uruguay round, they went at the negotiating table without knowing what they wanted.

However, the actual circumstances do not allow a genuine reform of the international trade system.
4. Dr. Nagesh Kumar, Director-General, RIS

Most countries welcome FDI because it usually brings new technologies, entrepreneurship, organisational skills and market access. However, FDI can also have negative effects: for instance, it could crowd out national investment and could impoverish a country in the long run. 

There is a strong variation in the quality of FDI: some stimulate growth in the long run, some do not. A recent RIS study investigated the mutual relationship between FDI and growth, using a sample of 84 countries over a 20 year period. It emerged that in 12 countries FDI stimulated growth, in 11 countries growth attracted FDI, while in other countries the relation was not very pronounced. The same study explored the relationship between FDI and domestic investment. In 29 countries FDI were crowding out domestic investment (immiserising FDI), while in 23 they were crowding in domestic investment. Most of the countries where FDI stimulated national investments were in Asia, while in Africa and Latin America FDI often crowded out local investment. This happened because Asian countries were more selective in attracting FDI and also employed performance requirements on FDI such as local content requirements, export performance requirements, join venture requirements, etc. to make it work to their advantage. For instance, in the 1970s Thailand imposed local content requirements on FDI and built the base of its auto industry. Then, it also imposed other measures such as export requirements to make it more export-oriented. The results were extremely positive: nowadays Thailand is the third largest exporter of vehicles in Asia and has a very vibrant auto industry.
A strong patent law regime, as the one in the Trade Related Aspects of Intellectual Property Rights (TRIPS) Agreement, has negative consequences for developing countries. All the major developed countries benefited from a soft intellectual property law when they were technology importers. Nowadays they are in favour of a tighter patent law regime to protect their technological leadership.
The example of India is very interesting. Till the 1970s, India had a very strong patent law, inherited from the colonial times. In the 1970s, the government softened the patent law in the pharmaceutical industry and in other sectors. Since then, India has emerged as one of the world leaders in the production of cost effective generic drugs. In 2005, when the Indian Parliament was discussing ways to conform the Indian patent law to TRIPS requirements, international media appealed to the Indian Parliamenterians to exercise flexibilities to ensure continued supply of cheaper generic medicines for world’s poor. 
Second Part
In the discussion which followed the presentation a number of points were raised.

· There is a difference between the original mandate of the Doha Round and the reality which has emerged during the negotiations also because the situation has significantly changed in the last few years. Therefore, it is not surprising that countries have changed their negotiating position from 2001. The round should take into considerations this changing situation and the mandate should be modified accordingly. It was asked how the WTO is dealing with this new reality. 

Panel: Even if the situation has remarkably changed since 2001, when the round was launched, many conditions have remained unchanged and are still a priority for developing countries. In particular, the existing imbalances in the trade system which emerged from the Uruguay round are still a major concern for developing countries, and the Doha Round has not addressed them. 
The WTO should be reformed and should work under a clear mission that is still not defined. Moreover, countries should rethink the way negotiations take place. In fact, with the existing system, it is extremely complicated to find an agreement. 
The most immediate priority is to move forward on the development agenda in the Round.

· Why do Latin American countries have different position in bilateral/regional trade agreements with developed countries and within the WTO?

Panel: Several Latin American countries have signed liberalisation  agreements with the US because they want to enter in the US market before other countries with similar export profiles. In this way they will enjoy some temporary benefits until other countries come in. They also sign agreements because they fear exclusion from the US market. Moreover, those countries which have signed such agreements are often driven by the Washington Consensus. 
· There is a difference between trade theory and trade policy. The mainstream trade theory suggests that free trade is generally the optimal condition for both developed and developing countries. However, trade theory admits some exceptions in case of market failures and has elaborated concepts like the optimal tariff, subsidies, infant industry protection etc. However, the exceptions to free trade are often downplayed in the reality.
· As suggested by the Growth report published by the Growth Commission in May 2008, there is not a clear and uniform path for development. Governments should be pragmatic and constantly checking the effects of the policies they undertook. They should have an experimental approach and change direction when the adopted policy is not producing the expected results. For instance, trade liberalisation is followed because policy makers or international organisations believe is good. However, in some case trade liberalisation have negative effects, especially for developing countries.

· Which characteristics should FDI have in order to benefit emerging economies?

Panel countries should attract FDI which build production capacities, generate output and employment and stimulate domestic investment.
Conclusion

There are several imbalances in the existing international trade system, which are often detrimental for developing countries. A major problem is the limited market access for their products of interest, mainly for agricultural goods. Wealthy nations protect their agricultural sector and other sensitive industries. Moreover, the system drives countries to specialise according to their comparative advantage: therefore, most developing countries base their export strategy mainly on raw materials and primary goods, which are law added-value products. 
Another major constraint is that trade agreements strongly limit the policy space of governments. Therefore, policy makers have tied hands in defining their trade and development strategy. In particular, North-South trade agreements, and among them US-South trade agreements, reduce the freedom of action of governments, as they are more rigid in conceding special treatments, safeguard measures and other flexibilities. Yet, the evidence suggests that those measures are extremely important when some circumstances occur, especially for developing countries. Developed nations and some successful Asian economies extensively used those policies in their own process of development. However, in the last few years developed countries have tried to limit the recourse of those measures. 
When the Doha Round was launched in 2001, one of the main objectives was to address the existing imbalances and to give priority to the development of developing countries. However, as the negotiations proceeded, the development mandate of the round was undermined because of commercial interests of developed countries. Wealthy nations tried to speed up the process of liberalisation of developing countries and to limit their policy space. But the evidence suggests that a quick and generalised liberalisation often produces negative consequences for developing countries’ economies in term of growth, de-industrialisation, etc. Countries should first industrialise, diversify their economies, consolidate some sectors, and then gradually open up their markets. Trade negotiations should move in that direction in order to assist the process of growth and development of developing countries. Countries should be allowed more flexibility according to their level of development. For instance, they should be allowed to protect some immature sectors through infant industry protection and other special treatments. 
International trade rules should allow developing countries to specialise according to their dynamic comparative advantages and to diversify their economies in sectors where developed countries have comparative advantages. Therefore, trade agreements should not tie governments’ hands: while governments should not intervene too much in the market, they should be able to build up the country’s productive capacities through infant industry protection, the gradual opening of the economy to international competition, the definition of performance requirements on FDI, and be able to fine tune intellectual property protection to ensure access to technology. 
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