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Abstract

The rhetoric of a “development round” suggests trade liberalisation will unleash
more trade, which will lead to poverty reductiorccArding to this narrative, the role
of the WTO is to provide a multilateral framewordr ftrade liberalisation. On the
resulting level playing-field, all countries willakie the same opportunities to trade,
lifting themselves out of poverty. This paper cbafes the view that there is a simple
path which leads from trade liberalisation to péoyweeduction, and spells out the
policy implications for negotiations towards a “éé&pment round” at the WTO. The
WTO plays an important role in establishing a nhatéral framework of trade rules,
but rules always have distributional consequenémsl, a game played on a level
playing-field, between unequal players, will produsequitable outcomes. Free trade
does not equate to trade justice.
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Equitable trade and development: The WTO and beyond

Introduction: Trade and development

. International trade could help to lift hundredsnaflions of people in the developing

world out of poverty, as well as improving the hgi standards of people in the
developed world. If Africa, East Asia, South Asiadalatin America were each to
increase their share of world exports by one pé¢rc@®xfam estimates that the
resulting gains in income could lift 128 millionggde out of poverty. In Africa alone,
this increase in trade would generate $70 billmpproximately five times what the
continent receives in aid.

International trade has enabled some countriesaiettheir way out of poverty.
Indeed no country has successfully developed bhatiag itself from international
trade. But despite their efforts to integrate itite global economy, many countries -
particularly in sub-Saharan Africa - have seen Bmmefits from international trade.
Trade barriers and subsidies deny poor countrieofiportunity to trade, and when
they are given the opportunity to trade, many dbhave the capacity to respond by
producing additional goods for export.

. Particularly since the World Trade OrganisationB02 Doha Ministerial meeting
promised a “Development Round” of trade negotiatjdhere has been much debate
about how international trade can be made to wetkeh for poverty reduction and
wealth generation. The rhetoric of a “developmeatind’, promoted by the
developed world, suggests that trade liberalisatidghe dismantling of barriers to
trade - will unleash more trade, which will increabe size of the global economy,
generating resources which can be invested in esmndevelopment and poverty
reduction. The role of the WTO is to provide a nhatéral framework for trade
liberalisation. On the resulting level-playing @lelall countries will have the same
opportunities to trade, lifting themselves out oferty and towards greater wealth.

. The narrative of trade and development promotethbyrhetoric of a “development
round” is misleading in its simplicity. History she that there is no simple path
leading from trade liberalisation to increased ¢radlumes, growth and poverty
reduction. Trade liberalisation can indirectly admite to poverty reduction, but if -
in return for access to the developed world’'s markedeveloping countries have to
surrender their autonomy to adopt trade policiepr@miate to their level of

development (so-called “policy space”), then thel}f e hindered in their efforts to

take advantage of the enhanced market access wibiefalisation delivers. In

addition, without the capacity to respond to newak opportunities, enhanced
access to the developed world’s markets will belotv victory for many developing

countries, especially the poorest. A game playeddavel playing-field, between
unequal players, will produce inequitable outcomes.

. This chapter describes the system of internatitnaale and trade rules, explaining
why “free-trade” does not amount to equitable trade suggesting what needs to be
done - at the WTO, and beyond - to make trade \Wwetter for poverty reduction.

! House of Commons International Development ConemijtiSeventh Report of Session 2002-03,
Trade and development at the WTO: Issues for Cancun, p.7 (citing Oxfam’s written submission to the
Committee’s inquiry).
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International trade rules OK?

6. International trade links producers and consumeudifferent countries because they
are looking for a good deal, and because the adgtsoducing a particular good or
service vary from country to country depending ba tesources which the country
has. By enabling countries to specialise in thalpction of those goods which they
are well-placed to produce (comparative advantage(, to then trade these goods
with countries producing other goods, internatioinatle enables the more efficient
use of resources, and boosts the size of the géuoslomy.

7. The system of international trade is characterlsednassively unequal players. For
instance, sugar producers in many developing cmsnttompete with the well-
organised and influential sugar lobby in Westermolga, which has the resources to
influence the European Union’s policies on the patthn of, and trade in, sugar.
Consumers range from poor households in developmgntries, to governments
which are able to spend tens of billions of dollars military equipment. Such
inequalities of resources and power, when they eshap rules of the game for
international trade, are crucial.

8. National governments have long recognised the w@fluernational trade. Trade can
boost their countries’ economic growth by encourggspecialisation and efficient
resource use, competition, and the transfer ofniglolgy and knowledge. And, by
taxing international trade through tariffs, goveemts can raise revenue. This
introduces a familiar dilemma. Each country wodule Ito maximise its gains from
trade, enacting policies to support the growth rdustries and firms within its
borders. But if this is done in such a way as naitlitrade across borders, then the
gains which trade can bring will not be realise@ggar-thy-neighbour policies are
not a sound basis for international trade.

9. Governments seek to defend the interests thatréyesent, but are enmeshed in a
world made more interdependent by trade and othecegses of globalisation.
Countries have responded to this interdependenestaplishing rules of the game to
govern international trade. As the successor td@bereral Agreement on Tariffs and
Trade, since 1994 the WTO has been the body wehptimary responsibility for
bringing together governments to design, adminester enforce the rules of the game
for international trade.

10. All countries would prefer rules that constrain #aions of others, whilst allowing
themselves maximum room to manoeuvre, and thereioabling them to capture a
bigger share of the gains from international trade role of the WTO is to establish
universal rules - a level playing-field - and, && tWTO has moved beyond the
traditional tariff-cutting agenda, to specify whairts of trade-related practices and
policies national governments can engage in. Ewshy the WTO has assumed such
importance in discussions of international tradee WTO is not the only rule-
making body in international trade, but in bringitogether nearly 150 countries, and
with the power to enforce its rules, it is the miosportant. If the WTO'’s rules were
supportive of poverty reduction and developmens wWould be an important step on
the road to making trade more equitable and glsatdin more progressive.

11.0n the face of it, the WTO's rules are designegrmtect the interests of all and to
prevent the powerful riding roughshod over the we@ike WTO in this view
produces an international public good; rules whicster an open and predictable
system of international trade. Rules however, atwalgjave distributional
consequences. Rules shape outcomes, and outcoenehair really matter. A rules-
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based system is desirable and necessary, butat sufficient for achieving equitable
outcomes. The nature of the rules matters hugélthe rules are set by powerful
governments, then they are likely to favour theeriests that they represent. The
WTO'’s agreement on Trade-Related Intellectual PtgpRights (TRIPS) is perhaps
the starkest example of this. By enforcing the cadification of knowledge, with
little attention paid to the needs of developingitoes, the TRIPS agreement will
limit poor countries’ access to the technologyclunding seeds and medicines - which
they need if they are to feed their people, anklli¢adIV/AIDS and other diseases. To
put it simply, if trade is to be harnessed for povereduction, then the rules
governing trade must be designed with this goatiimd *

12.Currently the system of international trade is mag inequitable, with many poor
countries failing to benefit from trade liberaligat. As a result of the previous round
of WTO negotiations - the “Uruguay Round” - sub-&ain Africa actually lost out.
At the conclusion of that round, the United NatioDgvelopment Programme
reported that the Least-Developed Countries (LD@syld lose $600 million per
year, and that sub-Saharan Africa would lose $1ldrb per year as a result of the
agreement reachéd.

13.As regards the rules, whilst others are bound bynthmajor players such as the EU
and the USA have been able to carve out exceptidush exceptions, which are
contrary to the principles of the WTO, have enalilesin to continue to massively
subsidise their agricultural sectors. This has beihe detriment of developing
countries which ought to have a comparative adgenia agriculture, as well as
consumers and tax-payers in the rich world, andostrary to the WTO'’s rules.
Nevertheless, the subsidies have continued, and pretected until 2003 from legal
challenge at the WTO by a “Peace Clause” whichBbeand the USA demanded. In
total, the developed world provides nearly $350idril per year of support to its
agricultural sectors, a sum which is greater then®&ross Domestic Product of the
whole of sub-Saharan Africa.

14.As regards rule-making processes, the rich worlsl ¢@ntinued to try to set the
agenda, promoting its interests by advocating ruleiEh will constrain developing
countries and prise open their markets. At the WTfifith Ministerial meeting in
Cancun, Mexico, in September 2003, this was seest obearly in the attempt by the
EU to force developing countries to widen the agetal include the “Singapore
Issues” - rules on investment, competition, tradeilitation, and government
procurement. This was despite the fact that thevipusly-agreed condition for
moving forward with negotiations on these issuas “explicit consensus” to do so -
was so manifestly absent.

Why “free-trade” does not amount to equitable-trade

15.The rhetoric of a “development round” suggests tiegiicing the barriers to trade
(liberalisation) will increase trade, and that thsturn will increase the size of the
global economy, making more resources availableefémnomic growth and poverty
reduction. It follows from this understanding ofé@mational trade, that reducing the

2 This is what the Trade Justice Movement means kadét justice”; not free trade, but trade rules
weighted in favour of poor people and the environtne

% United Nations Development Programriieyman Development Report, 1997, p.82.
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barriers to trade is key. Rules for internatiomatie - administered and enforced by
the WTO - should encourage liberalisation. On thsulting level playing-field, all
countries will be able to prosper. Equality of opgpaity is, in this view, what
matters; free trade amounts to equitable trade.

16. Regrettably, things are not that simple. It is siaiply a case of designing trade rules
which foster sensible trade policies, which in tlead to trade, economic growth and
poverty reductioff. The view that trade liberalisation will lead tooeomic growth
and poverty reduction is based on unrealistic arakssively abstract models of its
impacts. These models focus on predicting the aggeegains from trade, with little
attention paid to the distribution of the gainsddwsses) from trade. In the absence of
mechanisms to redistribute the gains from trads, ithimportant. The World Bank
for instance, a supporter of trade liberalisatfmedicts that out of an increase in $335
billion in global income by 2015 as a result ofdealiberalisation, developing
countries would enjoy 50 percent of these gaing. #ib-Saharan Africa and South
Asia would receive minimal net gaindVithin countries too, the gains and losses
from trade will be distributed unevenly and notessarily in such a way as to reduce
poverty. This is not an argument for the status, duut it does mean that the losers
need to be helped to cope with change, particuibitheir support for liberalisation is
to be secured, as it must be in a WTO where alhtctas theoretically have the right
of veto.

17.The models which are used to support the “freeetradhrrative confuse cause and
effect in their analysis of the relationship betweeade liberalisation, economic
growth and poverty reduction. Rather than traderébsation leading to development,
the reality is that as countries get richer theydt® liberalise. Relatedly, in a sleight
of hand, models supporting trade liberalisation lemmlifferent meanings of trade
“‘openness”, conflating volumes of trade (which gyesitively correlated with
development, but which have many causes), withrdibieade policies (which are the
things which governments can control, but whichmid necessarily leatb more
trade and developmerft).

18. A careful reading of the historical evidence resdhht there is no simple relationship
between trade liberalisation and the economic drowhich is needed for poverty
reduction. Most developed countries - the UK, tf#®AUJSouth Korea and Taiwan for
instance - developed behind barriers which protedieir infant industries. Times
have changed, and protection may not be appropr@te but it would be misleading
to claim that all countries have developed througide liberalisation. For some
commentators, the developed world’s current efftrfgersuade developing countries
to liberalise now, amount to “kicking away the ladadf development®.

19.More recent history also shows clearly that libeedion does not necessarily lead to
economic growth and poverty reduction. Haiti, Malgpal, Peru and Zambia have all
embarked on programmes of rapid liberalisation, hade failed to make progress
with delivering poverty reduction. Other countriesch as China, Mauritius and

* Dani Rodrik, 2001The global governance of trade as if development really mattered. United Nations
Development Programme.

®> World Bank, 2002Global Economic Prospects, p.168.

® Dani Rodrik, 2001The global governance of trade as if development really mattered. United Nations
Development Programme, p.22.

"Ha-Joon Chang, 200Rjcking away the ladder, Anthem Press.
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Vietnam have been much more cautious with their@ggh to liberalisation, and
have been much more successful in reducing pov&rg.Africa, a continent which -
complying with the demands of the IMF, the WorldnBaand aid donors - has
engaged in widespread liberalisation over the tast decades remains mired in
poverty. There are other causes of Africa’s povertgrruption and poor governance
- but the historical evidence, from Africa and &lkere, suggests at the very least that
liberalisation is not a straightforward route tovelepment and poverty reduction. As
the Prime Minister of Ethiopia put it to the UK’'saflamentary Committee on
International Development: “Some would argue thabss-the-board and reciprocal
trade liberalisation is the right thing. The ecomoneforms in Africa over the past 20
years have been guided by such a view. The resulbelieve, can speak for
themselves?

20.The relationship between trade liberalisation, eooic growth and poverty reduction
is complex and country-specific, with the globafeets of trade liberalisation
translated into national-level impacts by domesgconomic structures and
institutions. Many roads lead to poverty reductiamd liberalisation can lead to
destinations other than poverty reduction. If tréideralisation were a reliable route
to poverty reduction, then a blanket prescriptidrirade liberalisation would make
some sense. But as the sequencing, timing andfditgeralisation matter hugely, it
would be a big mistake - as well as being profoynaihti-democratic - for the
powerful players in international trade to detereniow quickly the poorer countries
should open their markets. As liberalisation cadl® diverse outcomes, a focus on
process is not enough. Trade rules, trade pol@rnes trade are not good or bad in
themselves; they are a means to an end. Humanogereht outcomes, with poverty
reduction to the fore, must be the priofity.

21.1f countries are to translate the enhanced marget¢ss which liberalisation brings,
into positive human development outcomes, they mussibject to the proviso that
their policies don’t harm other countries - have #pace to adopt trade policies
appropriate to their level of development. Marketess through liberalisation is
important for developing countries, but it will netiffice, and must not be bought at
the expense of policy spateAppropriate trade policies, and measures to hihiéd
capacity of developing countries to respond to mbakcess opportunities, are crucial
if developing countries are to benefit from tratheifalisation.

22.To make trade work better for poverty reductiofipmas must be made at the WTO,
and beyond. The WTO, whilst managing the procesmultilateral liberalisation,
must allow developing countries sufficient spaceatiopt appropriate policies. A
game played on a level-playing field between unkplagers, where the powerful set
the rules, will not lead to equitable outcomes. Madsms must also be put in place -
within or beyond the WTO, depending on what willnwe to ensure that the losers
from liberalisation are compensated. Beyond theDMdeveloping countries must be
encouraged and assisted to consider the povertadimpof trade reform, and, if

8 Meles Zenawi, Prime Minister of the Federal Repulf Ethiopia, oral evidence to the UK
Parliament’s International Development Committe&edC in the House of Commons International
Development Committee’s Seventh Report of Sessili2-®3, Trade and development at the WTO:
Issues for Cancun, p.16.

° United Nations Development Programme, 2008king global trade work for people, Earthscan.

1% Dani Rodrik, 2001,The global governance of trade as if development really mattered. United
Nations Development Programme, p.27.

7



appropriate, to integrate trade reforms with tldEwelopment strategies; and, they
must be provided with technical assistance andagplauilding to enable them to
respond to new trading opportunities. Multilatetehde rules can provide the
opportunity for countries to trade their way outpuverty. But rules alone cannot
ensure that developing countries achieve this.

Towards a development-friendly WTO: Market access,flexible rules and
governance

23.For countries with few resources, small markets ldatid power, a multilateral rules-
based framework for international trade is highisidable. In the absence of such a
framework, they would be trampled in bilateral deat simply excluded. The WTO
provides this rules-based framework. Despite igsvél, developing countries have
seen participation in the WTO as a way of defendimgr interests. At Doha in
November 2001, the WTO’s members, agreed to beggotmations towards the
conclusion of a “development round”. Since thée, debate has revolved around just
what a “development round” means: what is the i@ighip between trade
liberalisation and development; and - given thevenedistribution of the gains and
losses from trade liberalisation - which countriegevelopment are we most
concerned to promote?

24.There are three essential elements to a “developmoemd”. First, development-
friendly agreements on specific issues includingcagure and market access for
non-agricultural goods. As an aside here, it wounlake a great deal of economic
sense for agreements to be pursued on liberalteegnovement of workers, but as
this is so politically contentious, this isn’t cently on the agenda in any meaningful
way ™ Second, progress in making the WTO's rules moreldpment-friendly, by
incorporating greater flexibility for developing watries as well as providing them
with enhanced market access. And third, improveméatthe functioning of the
WTO, including more effective participation by déy@ng countries so that they -
not Northern publics or commentators, however wea#ntioned they might be - have
the final say on whether the round has amounted‘t®velopment round”.

Market access. Agriculture and beyond

25. A development-friendly agreement on agriculturgéhis key. Agriculture is the most
distorted sector and the most important issue éeelbping countries. Three quarters
of the world’s poor live in rural areas. Agriculéurs the primary export-earner and
employment sector for developing countries, andtraspecially for the LDCs. What
applies to agriculture, applies to other sectors tteveloping countries need better
market access, and the ability to open their mark¢ta speed appropriate to their
level of development. And those countries whichl wake out from liberalisation
must be provided with transitional assistance. @liem a “development round”
agreements should only be entered into if it casHmvn that they are developmental
priorities.

26.Much of the developed world, especially the EU ahd USA, subsidises its
agriculture, stimulating production, and then duntips surplus on world markets.
Dumped food depresses prices and reduces the ivedat farmers in developing

" House of Commons International Development ConemittSixth Report of Session 2003-04,
Migration and development: How to make migration work for poverty reduction.
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countries to produce and sell their products, eittmmestically or through export to
third countries. Small farmers in many developingrdries are forced out of business
as a result of the EU’s outrageous sugar regimgorcgroducers in West Africa are
driven to the wall by the USA’s and the EU’s cotteubsidies; the Jamaican dairy
sector is devastated by the dumping of skimmed rmikvder by the EU. The
developed world also restricts access to its owrketa by the imposition of high
tariffs. Such tariffs are, scandalously, focussedhmse products such as beef, sugar
and rice which developing countries would like t® &ble to sell (so-called “tariff
peaks”), and are higher for processed goods thamafe materials, discouraging
developing countries from adding value to their ducts (so-called “tariff
escalation”).

Figure 1: World trade in agriculture, pre-liberalis ation*?
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27.Some developing countries - the net food-importihkgveloping countries and
countries which enjoy preferential access to theketa of the developed world - do
benefit from the developed world’s subsidies anatgmtionism, but overall there is
no doubt that the agricultural policies pursued thg EU, the USA and other
developed countries are disastrous for developmuoniries. And those countries that
receive preferential access are not enabled tol@gvihey are simply trapped in a
slightly-less poor state than they might otherwliige Market distortions make the
playing-field anything but level, and trap milliomsavoidable poverty.

12 Diagram from House of Commons International Depelent Committee, Seventh Report of
Session 2002-03;rade and development at the WTO: Issues for Cancun, p.26.
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28.At Doha, the WTO’s members committed themselvegstablishing “a fair and
market-oriented trading system through a progranuhdundamental reform*3
Members committed themselves to comprehensive iaigois aimed at: substantial
improvements in market access; reductions of, wiiew to phasing out, all forms of
export subsidies; and, substantial reductions aderdistorting domestic support. If
the WTO’s members honoured their Doha commitmentagyiculture, this would be
a major step towards securing a development-frienditcome for the round as a
whole. By making agriculture more responsive to kaarsignals and less trade-
distorting, such an outcome would reduce signifigatNorth-South dumping of
agricultural produce, and pave the way for incrdaSeuth-North and South-South
exports of agricultural goods.

Figure 2: World trade in agriculture, post-liberali sation*
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29.There has been some progress, but not enough.rRastmeeseeking to work together
to honour their Doha commitments, countries haveedbeir best to concede as little
as possible. Differences between countries in tbebloc - primarily French foot-
dragging - have watered down the EU’s commitmenteform. Domestic political
pressures in the USA have slowed progress tooEThand the USA seem keener to
re-define agricultural subsidies, perhaps complyiwgh the letter of WTO
agreements, but certainly not honouring their spDieadlines were missed in the

13WTO, 2001 Doha Ministerial Declaration, paras 13 and 14.

14 Diagram from House of Commons International Depelent Committee, Seventh Report of
Session 2002-03rade and development at the WTO: Issues for Cancun, p.29.
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31.
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33.

lead-up to the Cancun Ministerial of September 2@0@ no agreement was reached
at Cancun. Eventually, in July 2004, a more modgstement was reached, setting a
framework for further negotiations but not settdendlines for reform. At the current
rate of progress, the liberalisation of trade imi@gdture will not make a real
difference for at least another ten years.

If an agreement on agriculture is to be developArerdly, enabling poor countries
to trade their way out of poverty, it must previdrg dumping of agricultural produce,
and, in the meantime, it must allow developing ¢oas to protect themselves from
continued dumping. There should be a complete lbathe use of export subsidies,
and on other ways of dumping food, and countriestmat be permitted to subsidise
their agricultural sectors at the expense of deuetp countries. In addition, tariffs
should be reduced, and tariff peaks and escaltditkied. Duty and quota-free access
should be given to all LDC exports into developexirdries, and those countries
which benefit from existing market distortions etbreference holders and the net
food-importing developing countries - must be congaded and provided with
assistance during the transition. For agricultunel &r other issues, agreements
should be assessed in terms of their likely devety impacts.

One-size rules do not fit-all: Special and Differential Treatment and policy space for
development

A key demand of developing countries is that theQ\Trules should be made more
flexible, so that they can accommodate countriedifégrent levels of development.
So-called Special and Differential Treatment (SEAr)developing countries is not a
new feature of the multilateral trading system, lgveloped and developing
countries agree that it has not worked well. At ®am 2001, the WTO’s members
committed themselves to making SDT work better.

In the year following Doha, more than 80 proposalsmprove SDT were submitted
by developing countries, including proposals onfgrential market access, policy
space, the provision of financial and technicalséasce, and proposals to make SDT
mandatory and legally-binding. Progress on adoptiege proposals has been slow.
Just under a third of the proposals have been siomally agreed, but few if any of
these have any real development value.

Perhaps the most contentious issue relating to SRIEveloping countries’ demand
for their policy space to be protected. Policy gp@csovereignty; a country’s right to
pursue within its borders policies which it has s to adopt. All countries have the
right to policy space, the right to set domestigutations: for instance, to protect
infant industries, to promote rural development dadd security, or to require
outside investors to work with local firms. But & globalising world in which

domestic policies have international impacts, itynmi@ necessary to constrain
individual countries’ policy space for the intenoaial collective good; this is why
global governance, and the WTO as an institutioglabal governance, matters.

34.The key questions are: how much policy space dac{wlileveloping countries need;

how much policy space can developing countriesibengwithout one country’s use
of its policy space having an undue impact on amwthnd, how can the WTO
provide policy space and flexible rules whilst mmeéng the multilateral trading
system? These are big and important questionshichvithere are no easy answers,
but as the Harvard economist Dani Rodrik has arquerduasively, if development
really mattered, the role of the WTO would be ohenanaging the interface between
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different national systems and policy spaces, rati@n reducing such institutional
differences® And, a development-friendly WTO would certainly tnoperate by
requiring developing countries to surrender theiligy space in return for enhanced
market access. This was the putative “Singaporaetsdor agriculture” deal at
Cancun. Policy space can enable developing coantrsieespond to market access. To
remove it, just when they need it, is crazy at bbstissue areas where there is a
tension between developing countries’ demands fexilility, and developed
countries’ desire for universal rules, perhapsahswer is for the WTO not to over-
extend its regulatory reach too far behind the ewaf its members, and, for issues
where universal rules are deemed desirable, taremnkat they are flexible enough to
accommodate the needs of developing countries?

35.There is no straightforward path from trade libis&tlon - via trade policies, trade
volumes and economic growth - to poverty reducti@iven this fact, and the
importance of locally-appropriate institutions -t i@ mention the need for policies to
be locally, preferably democratically, determinedeveloping countries’ policy space
must not be unduly constrained. The WTO, focusseill laas become on the process
of trade liberalisation rather than the outcomeswudtainable development, is not an
organisation one should readily trust to deternio&r much and what sort of policy
space is needed for a country’s development.

Putting development first?: The WTO and the participation of developing countries

36.Two out of the last three WTO Ministerials - in 8kaand in Cancun - have ended in
failure. This has raised serious questions abautMy in which the WTO works and
more specifically about its ability to deliver aeieelopment round*® There is no
room in this chapter to go into detail, but as W&O is member-driven, and, at least
on paper, is a one-member one-vote organisatienkely to making the WTO more
development-friendly must surely be to enable dgyeh countries to participate
more effectively. The UK Government has done muzHurther this agenda. At
Cancun developing countries come together in vargroups - the G20, the G90 and
the G33 - found their voices, and insisted thair theices were heart. If they had
not, they may well have found themselves signatdnea bad deal.

37.Several steps need to be taken to enable developungries to participate still more
effectively. First, more effort needs to be pubimaissessing and predicting the likely
development impacts of trade agreements, and mablimg developing countries to
work out what their interests are and how theylast promoted within the WTO.
Second, developing countries need to be provideld thie resources to enable them
to participate effectively in WTO negotiations. Mapoor countries are extremely

15 Dani Rodrik, 2001,The global governance of trade as if development really mattered. United
Nations Development Programme, p.7.

¥ House of Commons International Development ConemjtEirst Report of Session 2003-Tdade
and development at the WTO: Learning the lessons of Cancun to revive a genuine devel opment round.

Y The G20 is a grouping of many of the largest devetpgountries including China, India, Brazil
and South Africa, with a focus on reducing the dmved world’s agricultural production subsidies,
and eliminating export subsidies. The G90 is a girmy of the poorest developing countries, including
existing preference holders. The G33's membersamgsted on maintaining the ability to protect their
own agricultural sectors.
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stretched in their capacities to keep up with ni@tjons. This is not helped when the
WTQO’s agenda expands and timetables are tight. #hird, developing countries
must be listened to. Getting agreement amongstagftries is no-doubt demanding,
but the participation of developing countries - stimng which is fundamental to
equitable trade negotiations - must not be saedfin pursuit of speedier agreements.
Mini-ministerials, Green Rooms and plurilateral emnents which exclude
developing countries all bring significant costs terms of reduced democracy,
transparency and accountability. Better trade-bésveen efficiency and democracy
must be found.

38.In a speech to the Fabian Society in June 2008 cRalHewitt, the Secretary of State
for Trade and Industry, stated that the Governrfwilt not accept any proposal we
believe will damage the prospects of developingntoes trading themselves out of
poverty”*® In a “development round”, this is hardly radichletter would be a
commitment to listen more carefully to developirauetries’ own determinations of
their interests. If the UK Government had taken enseriously developing countries’
opposition to the Singapore Issues before Cancod, cammunicated this to the
European Commission, then perhaps the Commissightrhave been less stubborn
in pressing - with disastrous consequences for nieeting’s outcome - for the
Singapore Issues’ inclusion. By listening more, aetping developing countries to
participate more effectively, the developed worlthado much to make the WTO

work better and be more development-friendly.

Beyond a development-friendly WTO, beyond the limg of a “development
round”

39.The WTO - its agreements on specific issues, lesruand the way it works - must be
made more development-friendly. A multilateral silased framework for
international trade is vital for developing coues; and, as rules have distributional
consequences, it is crucial that such rules arpastipe of development. But there is
a tension between the way in which the WTO operate®ugh the trading of
concessions, and the notion of a “development rouMany developing countries,
and especially the poorest, have few if any congesdo trade, and little bargaining
power. This does not mean that the developed vabrtdild be allowed to renege on
its promise of a “development round”, but it doesam that there are limits to what a
“development round” can achieve.

40.As careful analysis of the complex links betweeadér liberalisation and poverty
reduction demonstrates, even if the WTO could distala level playing-field for
international trade, and even if effective ways ppbviding flexibility within a
universal framework of rules could be found, thiswd not be sufficient to make
trade work for poverty reduction. More needs todoee, but not just at the WTO.
Indeed, well-intentioned efforts to make the WTQ paore attention to development
issues, if pushed too far, risk overloading the Wilith issues that it is ill-equipped
to deal with. Reform at the WTO is crucial, buisinot the end of the stofy.

18 patricia Hewitt, “We will act for the world’s pobrThe Guardian, 23 June 2003, p.16.

19 UNCTAD’s 2004 Report on the Least-Developed Coestri‘Linking international trade with
poverty reduction”, refers to three pillars whiale aeeded to make international trade a more éféect
mechanism of poverty reduction. One is improving ititernational trade regime, including the WTO.
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41.0ther than those who rightly call attention to pagentially harmful environmental
impacts of international trade, almost all commentabelieve that more trade is, in
aggregate, a good thing. The concern from a deweap perspective is the fact that
the gains (and the losses) from trade are dis@tbunevenly. In a WTO where each
country has a veto, if agreements are to be reathed all countries must expect to
gain from trade agreements. If we are serious aboaking trade work for
development, and securing trade agreements in guppahis, then the answer is
simple. The gains from trade should be redistritbsi that all countries gain. That is,
the losers from trade liberalisation should be med with compensation or financial
assistance to help them to cope with the changeditleralisation will bring.

42.Sugar provides a good example. The sugar market @ew stands is massively
distorted and inefficient. Tariffs, export subsgliand guaranteed prices result in
sugar being grown in Northern Europe, a region whasmparative advantage surely
does not lie in producing sugar, as well as in tgreg countries such as Barbados,
Trinidad and Jamaica where sugar is produced aieffily, but which enjoy
preferential access to the EU’'s markets. If the ketamvere liberalised, and the
distortions removed, only the efficient sugar proghg would remain in business. The
result would be not only that inefficient Europesugar producers would go out of
business, but also that inefficient developing ¢ousugar producers - those which
survived as a result of preferential access - wéadd out too. By enhancing market
access for all, liberalisation erodes the valupreferences. Efficient sugar producers
such as Brazil, South Africa and Australia wouldthe main beneficiaries. This has
led to some unholy alliances between the Africanilibaan Pacific (ACP) countries
which currently enjoy preferences and the EU; meitiroup has been in favour of
liberalisation. If all countries are to endorse ibefalisation agenda, then those
countries that will lose out - for instance thestixig preference holders - must be
guaranteed a share of the global gains from trade.

43.An important step in this direction was taken an€m, with the IMF proposing a
“contingent insurance” mechanism to help develogiogntries to cope with the costs
of adjustment to liberalisation, including the laslspreferences and reduced tariff
revenues. Given the IMF’'s track-record of arm-twmigtin pursuit of liberalisation,
and its intention to provide developing countrieshwadditional loans rather than
grants distributed from the gains from trade, t& Imight not be the best institution
to administer such a fund. Such a fund must na beveetener to persuade countries
to agree to fundamentally bad rules, but a meangefuading countries to agree to
rules which may have short-term downsides. The gdesind operation of a
compensation mechanism must involve developing tt@sn and UN institutions
such as UNDP and UNCTAD which are more trusted &yetbping countries, and
have considerable experience in linking trade amdebpment. And such a
compensation mechanism must not - as happenedgdtiren Uruguay Round - be
floated to persuade developing countries to suplimetalisation, and then quietly
dropped by the developed world. Indeed some worgdeathat such a compensation
mechanism must be integral to the WTO’s agreemamis,capable of enforcement
through its dispute settlement mechanisms, far ark >

The other two are better national development gfiege and improved international assistance for
developing production and trade capacities.

% gsheila Page, “Making Doha a better deal for panméries”, Financial Times, 27 July 2004, p.17.
On compensating developing countries which losefiarh liberalisation, see also Sheila Page and
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44.No matter whether such a compensation mechanisma administered by the WTO
or another institution, making trade and trade rAbisation supportive of poverty
reduction demands greater coherence between tih@usanternational institutions.
Different organisations have different roles andndaes, but for the international
system as a whole to promote poverty reductionewvetbping countries, they must -
without muddling their roles and over-reaching thmeandates - work together better.
It is, for instance, counter-productive for devetagmt for the IMF to insist that
developing countries liberalise their economiegdigp whilst the WTO is granting
such countries transition periods and policy spaxeprepare for liberalisation.
Further, the purpose of coherence must be to peaetelopment, and to make the
multilateral system more supportive of developirmgirdries’ nationally-determined
development strategies; not to further the agentidee developed world.

45.Beyond compensation and adjustment assistances ihea need to integrate trade
reform and policy into poor countries’ developmesttategies. The so-called
Integrated Framewofk offers some promise in this regard, but tradebeen badly
neglected in developing countries’ Poverty Reducttrategy Papers (PRSPs), and
where it does form part of their strategies iteljkuneven impacts on poverty are
barely discussed. In a review of 17 PRSPs, onlyincleded detailed analysis of the
likely impact of trade policy on poverty.Developing country governments, and the
donors and international organisations which insmstleveloping countries producing
PRSPs have a responsibility to ensure that polluyices, including trade policy
choices, are discussed widely, with poverty redunctiprioritised. And when
developing countries choose to make trade a pathef development strategies,
donors such as the UK must ensure that aid is geeovio enable developing countries
to respond to the opportunities which trade liisation can bring. These days, the
issue is not “trade or aid?”, but rather, “how @d be provided so that it enables
countries to translate opportunities to trade, iertmnomic growth and poverty
reduction?”

46.Casting off the myopia which sees the WTO as thg game in town, attention is
drawn to other institutions and rules which shapee relationship between trade and
development. First, attention must be given to rieeds of commodity-dependent
countries, which remain trapped in poverty and gtdible to fluctuating world prices,
whilst still having to service considerable levals debt. Second, bilateral and
Regional Trade Agreements must be supportive otldpment, rather than being
seen as an opportunity for the rich world to eiteclude developing countries, or to
twist their arms beyond the multilateral arena.r@hattention must be paid to the
private sector too and the private rules which sithp relationship between trade and
development. Internationally, there is a need tsuem that the imposition of
unnecessarily and unrealistically high standards$hfe export of agricultural produce,
and other requirements, do not exclude developintty exporters, replacing tariff

Peter Kleen, Special and differential treatment of developing countries in the World Trade
Organization, Paper for the Ministry of Foreign Affairs, Swed&ugust 2004.

%L The Integrated Framework for Trade-Related Techrisaistance to the Least Developed Countries
is a multi-agency, multi-donor programme that dssike LDCs to expand their participation in the
global economy, in order to enhance their econgmnisvth and contribute to their poverty reduction
strategies.

22 Overseas Development Institute and Christian 2af)3,A review of the trade and poverty content
in PRSPs and loan-related documents.
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barriers with other forms of protectionism, and tththe Corporate Social
Responsibility agenda is pursued. Domesticallydeneloping countries, the private
sector needs to be provided with a business anesiment climate in which it can
prosper, driving the economic growth which is vital poverty reduction.

Conclusions: Domestic interests and internationalepercussions

47.Trade can be a key element of progressive glot@isaBut clarity as to the nature
and purpose of progressive globalisation, and #lationship between trade and
development is essential. If meeting the intermatily-agreed Millennium
Development Goals is part of the purpose - asriglgunust be - then international
trade must be made to work better for poverty redncAt the WTO: development-
friendly agreements need to be secured, espeanllggriculture; the framework of
rules needs to be sufficiently flexible as to acomdate countries at vastly disparate
levels of development; and, all countries neede@iabled to participate effectively.
But this is only part of the story. A means of istdbuting the gains from trade, to
secure the support of the losers from liberalisatis required. And developing
countries should be encouraged to consider cayaha place of trade reform in their
national strategies for development and povertyuctdn, and assisted to take
advantage of opportunities to trade.

48.There is much at stake, for countries at all lew&isdevelopment. If trade is a
positive-sum game, then it can be a win-win gameaib players. The resources
generated by increased trade should allow countri¢ise north and south to pursue
their priorities with more speed. In the developiwgrid, tackling poverty is the
priority. The developed world has also committesklit to working towards the
Millennium Development Goals. Progress on povesdsgiuction would have major
benefits for the developed world too, going somey W@ break the link between
poverty and global insecurity. And, not insignifitly, success with multilateralism in
the trade sphere would demonstrate - not leastedJSA - that working with others
is more effective than working alone.

49.The British Government has worked hard to makeetnare supportive of poverty
reduction, with the Department for InternationalvBlepment leading the way. But
much remains to be done. The Government needstemlmore to the concerns of
developing countries, and transmit their views moreefully to the EU. It needs to
work harder to ensure that the balance of interiestse EU produces a real rather
than a rhetorical commitment to a “development fuAnd it needs to continue its
efforts to make the multilateral organisations e INTO, the IMF, the World Bank
and the United Nations - more effective playerghe fight against global poverty,
and to make them work better, and more coheretatyether.

50.Coherence matters at home too. The UK has polanesiany issues which relate to
international development and poverty reductiongration, arms exports, gender
equality, agriculture, and the environment, as wslitrade. The Government must -
for reasons of efficiency if nothing else - enstirat such policy overlaps are made
coherent rather than contradictory. It makes neee¢o subsidise UK farmers if in so
doing this undermines the effectiveness of policiedrade and development. Either
change the objectives or change the policies. 8ityjlif the welcome increases in
overseas aid are to be well-spent, they must gd ehand with a determined effort
to reform the system of international trade. It Wdooe a massive waste of resources -
taxpayers’ resources - to on the one hand provdeldping countries with aid, and

16



with the other to deny them access to trading dppdres. If they are to promote
development, aid and trade must go hand-in-hand.

51.The UK Government has demonstrated commendable goment to international

development and poverty reduction. And it has wdrkard internationally to make
trade work better for poverty reduction. But thegsure needs to be kept up. The
Government’s performance on the international siagdriven in large part by the
various domestic interests which it seeks to balatd represent. If we are to play
our part in building a more inclusive and democraiistem internationally, we must
raise our voices domestically, signalling our straupport for equitable, fair and
inclusive trade.
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