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                                                                 Foreword (Lamy)

This year’s World Trade Report explores the role of trade in a world characterized over the last several decades by increasing dependence among nations. This inter-dependency – what we all call globalization today – is a multi-layered and complex phenomenon involving intensive political, social and economic interaction nationally and internationally. Few would contest the benefits that globalization has brought in terms of greater prosperity for hundreds of millions, as well as greater stability among nations. But many individuals in different societies across the world have shared little or not at all in the benefits of globalization. The challenges facing national governments in managing globalization are formidable, and success in spreading prosperity more widely requires a strong common purpose.

Misgivings about the consequences of globalization have grown over the years. Increased anxiety about disruption, displacement and exclusion has become more apparent, not least from public opinion surveys. These misgivings have dominated political debate, especially when elections are imminent. Wherever such concerns are encountered, it is obvious that a failure to address them in a constructive manner will reduce the opportunities for governments to pursue policies that permit societies to benefit from globalization. Such neglect will also provoke intensified claims of injustice and unfairness that challenge the fundamental legitimacy of openness in international economic policy. We must ask ourselves what may be done in the framework of international cooperation, including through the WTO, to mitigate the negative side-effects from positive change, and to what extent governments have a responsibility to manage change domestically.

                                                   Executive Summary
International trade is integral to the process of globalization. Over many years, governments in most countries have increasingly opened their economies to international trade, whether through the multilateral trading system, increased regional cooperation or

as part of domestic reform programmes. Trade and globalization more generally have brought enormous benefits to many countries and citizens. Trade has allowed nations to benefit from specialization and economies to produce at a more efficient scale. It has raised productivity, supported the spread of knowledge and new technologies, and enriched the range of choices available to consumers. But deeper integration into the world economy has not always proved popular, nor have the benefits of trade and globalization necessarily reached all sections of society. Trade scepticism is on the rise in certain quarters, and the purpose of this year’s core topic of the World Trade Report, entitled “Trade in a Globalizing World”, is to remind ourselves of what we know about the gains from international trade and the challenges arising from higher levels of integration.

                                             Trade in a Globalizing World
Economic integration is proceeding across the world at an unprecedented pace. Globalization has brought enormous benefits for many countries and citizens. But some have been on the losing end of the process, and opposition to further integration is mounting for a multitude of reasons. Trade is just one aspect of globalization, and links with broader economic, political and technological forces are manifold and complex. Certain arguments against open trade are fuelled by a variety of factors – including a general fear of change – that have little to do with further trade opening. Governments responding to antitrade pressures stemming from anti-globalization arguments risk making poor policy choices. Trade scepticism is clearly a cause of concern, particularly at a time when WTO members are striving to complete the Doha Round. At this crucial juncture, it seems appropriate to revisit the case for trade and to ask ourselves whether the traditional arguments in favour of free trade are still valid. It is time to remind ourselves what trade can contribute, which seems to have been forgotten in some quarters, but also to be candid about who has benefited and by how much. Among the questions explored in this Report are whether countries have exploited their comparative advantage, realized economies of scale from access to larger markets, organized their industries in a more efficient manner, and benefited from the spread of technologies. The Report will explain the rationale underlying protrude arguments against the background of both well-established and newer theories about sources of trade gains. It will also examine available evidence to test various theories about these gains.

Policy-makers must address these issues if they want to allay public fears about trade and to allow nations to benefit from the considerable gains that can result from trade. Action complementary to trade opening is needed at the national level, but some policies require multilateral coordination. Moreover, policies designed to reduce trade barriers should not prevent governments from taking appropriate flanking measures. A final section of this Report will contemplate how well the WTO is equipped to defend the trade-related gains from the globalization that the WTO itself has partly helped to create, while at the same time addressing appropriately the anxieties created by trade expansion.

                                                         Conclusions

This section has examined a number of the problems that countries face in the light of today’s increased level of economic integration and the forces that both economic theory and reality suggest will continue to pose new challenges. As noted in the introduction to this final section, the approach has been selective in regard to these challenges. The problems addressed here include continued high trade costs and deficiencies in production capacity that plague low-income countries, the social or re-distributional consequences of more open trade, and the technology gap between rich and poor countries. It would be raising false hopes to say that all of these problems can be solved immediately or that policies exist to deal with all of them.

The aim of this section has been to identify what could be done both at the national and international levels in order to address some of the problems highlighted above. Most of the

solutions require national actions. Countries need to increase public investments in infrastructure and consider changes in economic policies to increase the efficient utilization of existing infrastructure or to encourage more private domestic and foreign investments into those sectors. Beyond investments in physical infrastructure, countries can also do more to address social protection and to promote more flexible labour markets.

But there is also room for international action. International organizations can assist by coordinating the enforcement of property rights and by encouraging the production of technologies more appropriate to the needs of less developed countries. In the context of the WTO, countries could use the opportunities offered by the current Doha Round to lock in reforms or changes to economic policies. Simply implementing existing WTO agreements can also help to increase access to international markets. Finally, the Aid for Trade initiative shows how the WTO can create a coherent platform for directing the international community’s resources in a targeted way to help poor countries participate more fully in the ongoing process of global economic integration. While the challenges that have been identified in this Report can seem formidable, they are not insurmountable with the appropriate domestic policy responses and with international cooperation.
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