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I am very pleased and thankful to participate in this important conference which brings to the table topics of great pertinence at this definitive moment for the future of international cooperation. 

The true willingness of pertinent leaders to confront collectively the scourges of poverty and conflict in our world will be crucially tested in what remains of 2005. When the sequence of the July G-8 Summit, the September UN Millennium Review Summit and the December WTO Ministerial Meeting is completed, we should know whether leaders will continue to gamble on a strategy of business as usual or at last will embark on a bolder strategy – harder in the short term but more promising over the long haul -- for the pursuit of international prosperity, peace and security. 
The agenda to pursue such a strategy comprises many and complex issues, some of which are being explored at this meeting. In compliance with the time available I wish to focus on just one of those issues, but one which I, as I am sure many of you also, consider to be of great importance from both the development and security perspectives: upholding an open, equitable, rules based, predictable and nondiscriminatory multilateral trading system. 

In fact, what I want to do is to present, albeit in a very concise manner, an overview of the Trade for Development Report that a task force in which I served as co-coordinator produced for the United Nations Millennium Project. We delivered this report last January to the Project coordinators and since then it has been available on the web; but its printed edition is becoming available as of today, on the occasion of this ABCDE Conference.

As is common in this kind of endeavor either because of respectable differences of opinion or to protect the institutions with which authors are professionally affiliated, our publication contains some conventional disclaimers. I can assure you, however, that most members of our task force do endorse what I wish to submit to you this morning.

Our work was driven by a concrete question: What is the multilateral trading system that would best support, first, the attainment of the Millennium Development Goals by 2015 and afterwards the continuation of the fight against poverty until it is effectively eradicated? 
In answering this question, we start by arguing, as have many before us, that trade openness can be a powerful driver of economic growth, which in turn is indispensable to reduce poverty. We grant, however, that trade alone is not a silver bullet for achieving development. There is no way around the other institutional and policy conditions that must also be met to attain development. In moving toward freer trade, adjustment costs also need to be taken into account. In particular, measures to safeguard the poorer individuals who could possibly be negatively affected by more open markets are essential for successful trade liberalization. But, I maintain, trade openness, if not sufficient alone, is certainly necessary to boost economic growth and defeat poverty.

It is for this reason that our task force thought it important to take very seriously the commitment adopted at the Doha ministerial for making the new Round a truly development undertaking. For this commitment to be fulfilled it was, and continues to be, imperative to identify and address effectively in the Round’s negotiations the core development priorities for the multilateral trading system.

The biggest and most costly aberration of the trading system is to be found in agriculture. The dimensions of such an aberration are well known but it is worth repeating a few of them here.

 Farm producers in rich countries receive farmgate prices that are almost one-third higher than world prices; moreover, half of the value of their production at the farm gate—or roughly three-quarters of the value added—is still derived from transfers. Yet, OECD farmers get only a small portion of all the money poured into agriculture— only 25–30 cents of every dollar or euro of support go to OECD farmers’ incomes. The remaining 70–75 cents end up in the pockets of land renters and suppliers of other farm inputs or is wasted through inappropriate (subsidy-based) choices of crops. Furthermore, the smallest 25 percent of European farms receive less than 4 percent of total European support (the same as in the U.S.), whereas the largest 25 percent of European farms receive 70 percent (80 percent in the U.S.) of the total. The fact that existing farm support disproportionately benefits large farmers should be communicated more clearly to the general public in rich countries who endorse farm policies out of a desire to assist small family farms. Moreover, current OECD farm policies have largely failed in practice to protect the rural environment because they result in intensive use of fertilizers and encourage production methods that pollute. 
Because of OECD agricultural protection, resources are transferred from poorer OECD households to richer ones in the amount of $250 billion per year. Consumers in those countries pay for that protection through higher taxes and higher food prices. It’s their choice, but it must be stressed that by doing so they also impose a heavy burden on other agricultural producers, particularly in developing countries. 

In addition to severely limiting access to their own markets, rich countries’ farm policies generate large price volatility in world markets. While OECD farmers are sheltered from almost all possible risks because of price support and other subsidies, developing country markets bear the burden of amplified price volatility, forcing farmers from developing countries to follow OECD subsidized prices for the products concerned. These same policies induce developing countries’ farmers to over-invest in OECD least-subsidized products, such as coffee and cocoa, leading to excessive supply and depressed prices for these crops. Absent protection in developed countries, greater diversification in developing countries would be feasible.
Lastly, OECD policies provoke a perverse mimicking effect. Many governments of developing countries use OECD policies as a rationale for sheltering their own farmers from the depressed prices and amplified market volatility caused by trade-distorting OECD policies and in the process damage farm producers from other developing countries. These policies impose additional costs on poor countries. Contrary to widespread belief, closed OECD markets are not solely a problem for major agricultural exporting countries such as Argentina, Brazil, or Thailand; they also affect many of the poorest developing countries, which are often dependent on a very small set of commodities, many of them subsidized and protected by OECD countries, such as sugar, cotton, and rice.

Although not as severe as in farm products, trade barriers in nonagricultural products continue to be significant and particularly detrimental to developing countries. For example, developing countries’ exports to developed countries face tariffs that are, on average, four times higher than those imposed on the exports of other developed countries. Developing countries’ exports suffer from tariff peaks and tariff escalation imposed by rich countries on goods of great export potential.

Moreover, hard-won gains in market access in agricultural and nonagricultural products can be eroded when other policies re-create trade barriers or generate transaction costs and trigger uncertainty regarding the conditions of that access. Contingent protection, including antidumping, antisubsidies, and safeguards can all prevent developing countries from taking advantage of negotiated market access. 
In the last decade, there has been an explosion in the total number of antidumping investigations initiated by WTO Member countries, both developed and developing; however, the targeted countries are predominantly developing countries, especially small ones, regardless of who is the initiator.  In fact, per dollar of imports, developing countries are six times more likely to be targeted by industrial countries and three times more likely by other developing countries. The observed bias against developing countries underscores the importance and urgency of disciplining the use of antidumping, as well as antisubsidy and safeguard actions which are also becoming a very serious problem.
While trade in goods—and particularly agriculture—commands most attention on the Doha Agenda, the potential gains from successful services liberalization may be much larger—by up to a factor of five by some estimates. Beyond the numbers, services are fundamental for development, in terms of both the efficiency and growth potential of the economy as a whole, as well as access to basic services to improve the lives of the poor. 

Multilateral liberalization in services is attractive for three reasons. First, unilateral liberalization has not been spread equally across all services and modes of supply. Significant barriers remain, particularly in areas of great interest to developing countries, such as the movement of natural persons to supply services under mode 4. Second, given that domestic politics and vested interests can make reforms difficult to sustain, GATS negotiations offer the scope to lock in policy reforms by offsetting pressures for protection with pressure from those who gain from increased exports. Third, in the mercantilist world of trade negotiations, preparedness by developing countries to lock in services reforms in GATS commitments can generate leverage to push for the necessary technical and financial assistance to implement regulatory reform or for commitments from trading partners across other parts of the WTO agenda. Done right, services negotiations offer developing countries an opportunity to act in their own economic interest and get paid for it.
The Doha Development Agenda was supposed to tackle these and other important issues with the aim of fixing the trading system’s existing imbalance against the interests of developing countries. But this sense of purpose seems to have been short lived. For starters, some issues of questionable interest for developing countries were included in the Doha Agenda itself. And since its launch, the story of the Doha negotiations more frequently than not has been one of missed deadlines and mounting frustration. 

The story is too well-known to be repeated here in detail. Suffice to recall the failure at the Cancun WTO ministerial, a misstep that took almost a year to be fixed, and then only partially, with the Work Programme framework agreed on August 1, 2004. Our report warned that the framework, while necessary to prevent the collapse of the Round, was far from sufficient to sustain it and that the real work remained to be done. Unfortunately, progress in the negotiations following the August framework again became painfully slow. For example, it very nearly took a new crisis in the talks and then the muscle of an informal ministerial meeting (in Paris in early May) to solve a technical issue over which, in principle, there should not have been significant disagreement –that of conversion of non- ad valorem tariffs into Ad Valorem Equivalents.  
To be fair, all parties have contributed to the parsimony and disappointment of the negotiations. 

Certainly, developing countries have not been ambitious reformers at the Doha Round. It would be very unfortunate if the defensive position exhibited by developing countries so far were to prevail through the end of the Round, considering that in most cases the biggest gains from trade liberalization come from a country’s own trade liberalization.  Tariff reductions primarily benefit the country undertaking them. The costs of protection are paid for by the domestic economy—by its households, which pay more for the goods and services they consume, and by its firms, which pay more for the protected goods they use (consume) as inputs. Protection creates a bias against exports by raising the costs of inputs; that is, protection on imports reduces the competitiveness of exports. It distorts the allocation of resources in the domestic economy, encouraging investment in the most protected sectors—not the most potentially efficient ones. In sum, protection creates an unfriendly environment for implementing development and poverty reduction strategies. 
Liberalization works in the converse direction, and while estimates of welfare gains vary according to the assumptions used, there is general consensus that these gains are significant and that developing countries could capture the largest gains relative to their GDP. Further, tariff reductions promise real gains not only to the liberalizing countries themselves, but also to other developing countries. Nearly all analyses of the benefits of removing restraints to trade show that most of the gains to developing countries—some 60–80 percent— result from trade reforms in developing countries themselves. Trade among developing countries is growing faster than developed-developing country trade and now constitutes 25 percent of the total trade. Liberalization by the more advanced developing countries is not only in their own interest, but would benefit the poorest developing countries as well.
Fears about preference erosion have become a powerful argument in some quarters against ambitious and MFN liberalization in the Doha Round. But is this correct? Have preferences conferred significant benefits, and what are the consequences of eroding them?

As we argued in our report, the truth is that rich countries have used preferences to divide developing countries and promote narrower regional, sectoral, and political objectives, often establishing complicated regulations effectively excluding exports from otherwise eligible countries.  The poorest countries have seldom received more than limited benefits from preferences, partly due to the shortcomings of the schemes and in part because preferences are only an opportunity to achieve market access—they do not address the multiple supply-side constraints that limit the participation of the poorest countries in world trade. Any benefits are also often at the expense of other developing countries, and are smaller than would be the case with either direct transfers or multilateral liberalization. Ultimately, the price of defending preferences is continuing protection in rich countries. Given this fact, MFN liberalization—plus appropriate compensation for those countries that may suffer adjustment problems—is likely to be a better path.
The pursuit of so-called Special and Differential Treatment (SDT) has been another factor that has inhibited the liberalizing impetus of developing countries in this and previous rounds. Our report suggests that there is indeed a case for SDT, but hardly one to exempt countries from obligations in the trading system. 

Having no obligations equals not only having no ability to prosecute negotiating interests effectively across the agenda, it also means having no ability to use the trading system to promote domestic reform and increase national welfare. The right balance entails an approach that requires developing countries to participate in liberalization in a way that is both commensurate with their current level of development and likely to serve their long-term development interests.
Developing countries are absolutely correct for being aggravated by rich countries’ persistent protectionism, but are very wrong so ardently to stick to their own. It’s downright self-inflicting pain. In the case of developing countries, the idea that opening one’s own markets is a concession leads to an almost perverse consequence. According to such a wrongheaded notion, the poorer a country is, the less, if any concessions it should make. It so happens, however, that the less open a country is, the more likely it is to remain a poor country.  

Recognizing that developing countries have displayed too much defensiveness during the Doha talks, I do believe, nonetheless, that the biggest responsibility for its failure so far lies with the biggest developed players: the EU, the US and Japan.  These have failed to honor the core commitments established in the Doha Declaration. Developing countries were told that the only way to solve satisfactorily their pending issues was to launch the new Round. And by far the pending issue that looms largest is agricultural protectionism in rich countries. As long as this problem is not addressed seriously by the multilateral trading system, it will be harder, if not indeed impossible, to make progress on the other important questions that pertain to it. It is clear that the pertinent players have resisted serious agricultural reform to the utmost extent possible. I am aware that those countries’ trade officials would claim otherwise, but any careful analysis of what they have brought to the negotiating table, and even this only after much wrangling, will show how little and how slowly they want real reform to occur. Rich countries cannot have it both ways: on the one hand, telling developing countries that this is the development Round, and at the same time being unwilling to change the way they deal with their agricultural sectors -- to the detriment of the people not only in the developing countries, but also in their own.
Admittedly, a good part of the Doha Round’s troubles stem from the very same mercantilist logic of reciprocal liberalization that for almost sixty years has driven the evolution of the multilateral trading system and the concurrent and impressive expansion of international trade. This logic has determined the lens through which politicians have become accustomed to view trade negotiations. They do not begin by acknowledging that unilateral liberalization is good in and of itself, rather, they generally assume that opening one’s markets is a necessary evil in order to get access to others’ markets, and therefore they will invariably expect their trade negotiators to minimize their country’s concessions while maximizing others’ concessions. No wonder given the developed countries’ reluctance to come forward with effective agricultural reform, that developing countries are being extremely cautious about their own liberalization proposals.

At this point, the question is whether the mercantilist approach to trade liberalization, so effective in the past, can continue driving the construction of the global public good of open markets.
The answer is barely, if one considers the large and diverse membership of the WTO, the veto power that for practical purposes every member holds and the consequences of the single-undertaking procedure.

But in the absence of a strong supranational authority that would mandate trade liberalization for all, the mercantilist approach still seems to be the only game in town. To be successful, however, the mercantilist approach must be pulled from its own traps by those countries that have gained the most from trade and are bound to win even more if trade liberalization deepens further. The Quad countries have a special responsibility, the greatest perhaps falling this time on Europe which, on balance, is the biggest and most stubborn farm protectionist of all.

Without a special effort to tackle the agricultural question resolutely, the WTO will be drawn headfirst by its members into another failure at the Hong Kong WTO meeting. And afterwards, who knows… 

A real development round is still achievable but will require large amounts of enlightened, albeit self-interested, leadership on the part of the major players in both developed and developing countries. But frankly speaking, providing this kind of leadership is not within the realm of trade negotiators’ capacities. Political leadership must be generated at a higher level, above even the ministerial level.  It must be generated at the head of government level, as part of a coherent policy approach in order to meet the development challenge. The upcoming Summits offer a last opportunity to seek a major political consensus on this crucial matter.
We believe that a successful conclusion to the Doha Round negotiations is unlikely unless the pertinent leaders agree on a grand vision of the multilateral trading system for the future. And we submit that such a grand vision ideally should contain the following elements:
· The most useful WTO would be one focused solely on trade and relieved of other global economic governance tasks, which could be better accomplished by other international instruments or entities. 
· Duty-free and quota-free access for all exports from the poorest countries should be extended by all developed countries no later than January 1, 2006.
· In a conveniently distant long term (2025) the multilateral trading system must deliver the total removal of barriers to all merchandise trade, a substantial and extensive liberalization of trade in services, and universal enforcement of the principles of reciprocity and nondiscrimination in a way that supports attainment of the Millennium Development Goals. This target is ambitious but not impossible, with political will and appropriate support for adjustment. 
· Developed countries should bind all tariffs on nonagricultural merchandise at zero by 2015. A mid-term target could be for no tariff higher than 5 percent by 2010. Ideally, developing countries should all be at zero tariffs by 2025. The poorest countries should also aim to bind all tariffs at a uniform and moderate rate. 
· By 2015, no bound farm tariff should exceed 5 percent for OECD countries, 10 percent for developing countries, and 15 percent for the poorest countries. All non-tariff barriers, including tariff-rate quotas, should be removed by 2010.

· As soon as possible and no later than 2010, all export subsidies should be abolished, with comparable disciplines on similar instruments.

· Domestic support must be made both less trade-distorting and subject to an overall significantly lower limit. All countries should decouple all support payments to farmers by 2010.  Also by 2010 all countries should cap all domestic support measures at 10 percent of the value of agricultural production and at 5 percent by 2015. The Green Box of minimally trade-distorting subsidies should be maintained for the poorest countries—with marginal additions such as support for diversification, transportation subsidies for farm products, and public assistance for establishing farm cooperatives, or institutions promoting marketing and quality control. 
· The liberalization of mode 4 of the GATS (temporary movement of labor to provide services) should be adopted as a high-priority item on the international agenda, considering its potential benefits for both developing and developed countries as well as the need to manage in a more orderly fashion the mounting migration pressures in the world. Developing countries’ liberalization to foreign direct investment must be gradually followed by developed country liberalization to foreign labor. 
· The traditional approach to special and differential treatment must be revised away from the present counterproductive system of exemptions from obligations and complex webs of discriminatory preferences. A trading system limited to agreements that are in the trade and development interests of all Members to implement under the framework of binding multilateral trade rules should be accompanied by special and differential treatment that affords appropriately long and flexible conditions to adjust to trade liberalization as well as real and substantial aid for trade. Poor countries must be supported in generating the sources of revenue needed to compensate for losses incurred as a result of lowering import duties, building the human and physical infrastructure they need to benefit from increased market opportunities, and adjusting to erosions of existing trade preferences that stem from multilateral negotiations.
· Greatly increased international technical and financial support for reform and adjustment by developing countries is needed to ensure achievement of the trade liberalization targets. A temporary “aid for trade fund” commensurate with the size of the task, or significantly ramped-up contributions through existing channels is needed to support countries in addressing adjustment costs associated with the implementation of a Doha reform agenda. 
Dear colleagues:

Some people might think that the economic and social benefits of increased trade are not worth the short-term political cost which usually is incurred when markets are further opened to foreign competition. The skeptics should then be invited to consider the benefits of trade for peace and security. They should be told of Immanuel Kant’s assertion in his 1795 work, Perpetual Peace, that “The Spirit of Commerce sooner than later takes hold of every people, and it cannot exist side by side with war...” 
Moreover, the skeptics should be reminded that Kant has been proven right by history. My Yale colleague Bruce Russett and his co-authors have used modern statistical techniques to analyze international experiences over a period of more than a century, up to the early 1990s and have indeed confirmed that trade does increase the prospects for peace. They find that economic interdependence significantly reduces the likelihood that two states will be in conflict, and that it is not only bilateral trade that makes conflict less probable—openness in general has a substantial pacifying effect. They show that the more autarkic countries have usually been the ones to pose the biggest threats to peace, and that if economic interdependence declines the prospects for conflict rise. They also warn that a two-way causality might exist, conveying that conflict damages trade but also that trade helps to prevent conflict. Further, they observe that trade between large states and small states tends to advance peace, meaning that countries that are trading partners do not need to be of comparable size to coexist without conflict.

Let’s hope that these considerations along with the value that trade holds for development do come into play during the crucial deliberations and decisions of the months to come. 

Thank you very much.

