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The World Trade Organization round of negotiations
first established at Doha! Qatar, in 2001 collapsed
in the summer of2006. To many, this was an
unimaginable failure and one of the largest obstacles
the long march toward worldwide free trade had
ever faced. But we asked three observers with less
conventional views to express their opinions on why
the Doha Round failed and what the consequences
may be. Written in August and September, their
perceptive comments and prognoses follow.
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Developing Countries and the Collapse of the Doha Round

Doha: Missed Opportunities or Narrow Escape?

Yilmaz Akyiiz

The breakdown of the Doha Round of multilateral trade talks is not sim
ply about the inability of countries to reach agreement on a particular
agenda but also a reflection of deep-seated problems in the multilateral
trading system. The disappointment of many developing countries with
the outcome of both agreements reached and promises made during
the Uruguay Round, together with the unrelenting mercantilist offen
sive of major industrial countries, is the main reason that the World
Trade Organization (WTO) negotiations have lurched from one crisis
to another, culminating in their suspension last month. It is notable
that the talks have collapsed at a time when the world economy is in
its fifth year of strong growth, unprecedented for many decades.

The negotiations have hinged primarily on two issues: agriculture
and industrial tariffs. Contrary to popular perception, the benefits
of agricultural liberalization to developing countries are likely to
be small and distributed unevenly. The reduction of subsidies in the
United States and Europe will give a boost to exports only in a hand
ful of middle-income countries, such as Argentina and Brazil. Most
others suffering from subsidized U.S. and European farm exports have
defensive interests. But for many poor countries, this condition can
also mean increased cost of food imports.

In any case the United States, the European Union, Japan, Switzer
land, and others have offered very little in the way of liberalization
of their heavily protected and subsidized agricultural markets, but
have nevertheless demanded significant concessions from developing
countries in both agricultural and industrial products. A rapid open
ing of agricultural markets in countries such as India and Indonesia
would no doubt be disastrous for poor farmers, particularly if the
United States and Europe continue with extensive farm subsidies. But
the proposed framework for the liberalization of industrial tariffs-the
so-called non-agricultural market access (NAMA)-is likely to be even
more harmful.
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Developing countries' industrial tariffs are either unbound or
bound at relatively high levels in the WTO, while their tariffs actu
ally applied are much lower because of unilateral liberalization, often
imposed by the International Monetary Fund (IMF) and the World
Bank through conditionality. The developed countries are seeking to
bind all industrial tariffs of developing countries at drastically reduced
levels on the basis of the so-called Swiss formula, in effect translat
ing unilateral liberalization into multilateral obligations. Moreover,
in many cases the newly bound tariffs would fall below the applied
rates, necessitating sharp cuts in the latter.

Compared with the historical experience of developed countries,
trade policy in developing countries today appears to be unduly
liberal. For instance, at the end of the nineteenth century, when per
capita income (measured at purchasing power parity) in the United
States was the same as in developing countries today, its industrial
tariffs averaged close to 50 percent, compared with 13.6 percent in
the least developed countries (LDCs) and 8.1 percent in other devel
oping countries today. In 1950, when the United States was already an
undisputed industrial hegemon with a per capita income of almost
three times that in developing countries today, its tariffs were higher
than those in both groups of developing countries today.

Despite the extensive liberalization of the developing countries'
industrial tariffs, developed countries have been pressing for even
greater market access. On some proposals the average bound tariff
in developing countries (excluding the LDCs) would be as low as 3
percent.

Fanaticism, according to the Spanish philos0pher George Santayana,
means redoubling your effort when you have forgotten your aim. This
time the forgotten aim is development. Even though the extravagant
benefits claimed for the Uruguay Round are belied by subsequent ex
perience, free-market dogmatists from the World Bank and elsewhere
have continued to insist that manufacturing liberalization will bring
significant gains to developing countries, but much of these resulting
from their own liberalization, not from increased access to markets
in developed countries.
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A succession of estimates, however, has shown the likely benefits to
be quite small. Even these lack credibility. The mainstream thought
experiments (based on the so-called Computable General Equilib
rium models) may be useful for instructing graduate students about
comparative statics, but not for guiding trade policy. Assuming that
liberalization will not alter the degree of utilization of resources or the
trade balance, but only result in their better allocation, sweeps aside all
the concerns of policymakers and civil society such as unemployment,
deindustrialization, erosion of skills, obsolescence of equipment,
declines in government revenues, and rising trade deficits. While it
is recognized that there may be "temporary adjustment costs," these
are never quantified and incorporated in the estimated benefits. This
is why it is almost impossible to find a mainstream model that does
not generate estimates of positive gains from liberalization.

These positions have been frantically defended despite mounting
evidence from United Nations economists and independent research
ers that imports respond much more rigorously to tariff cuts than to
exports, leading to trade deficits, particularly in poorer countries.
Since the exchange rate can rarely be relied upon to put matters right
and as external financing is in short supply, incomes and economic
growth will need to be lowered to accommodate a more liberal trade
regime. A Christian Aid study has put total income losses for sub
Saharan Africa as high as $270 billion over the past two decades.

Furthermore, several sectoral studies, including those in the main
stream tradition, suggest that the proposals for NAMA could lock
developing countries into the existing international division of labor.
With a rapid move toward free trade, developing countries would exit
from, or fail to enter, technology-intensive, high value-added sectors,
leaVing these to more advanced countries and concentrating instead
on low value-added, resource-based, and labor-intensive products.
This would be a major setback because the pace of their industrial
development would depend on how fast they can move away from
such an international division of labor. An irreversible commitment
to low tariffs on all manufactures could make reentry into such sec
tors very difficult, particularly because many other instruments of
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policy widely used in the past by industrial countries are no longer
available because of WTO rules and obligations regarding subsidies,
Trade-Related Intellectual Property (TRIP), and Trade-Related Invest
ment Measures (TRIMs).

It is not that developing countries need high tariffs for all sectors
indefinitely. But they should have the option of using tariffs on a
selective basis as and when needed for industrial upgrading while
remaining subject to multilateral disciplines. This could be done, for
instance, by setting a reasonable limit on average tariffs while leaving
the rates for individual products unbound. That would encourage gov
ernments to view tariffs as temporary instruments because they would
need to lower tariffs on some products in order to raise them elsewhere.
Such flexibility is proVided for in the case of agricultural subsidies,
extensively exploited by developed countries, where countries are left
free to allocate an agreed total as they wish. A similar arrangement is
denied to developing countries with respect to industrial tariffs be
cause mercantilist interests overwhelm development objectives.

What is likely to happen now? The suspension of the negotiations
constitutes an important success for developing countries because
there is currently very little for them on the table. WTO officials will
certainly make an attempt to restart the talks from where they left
off. The Western financial press is already making references to the
successful conclusion of the Uruguay Round after a similar suspen
sion in the early 1990s. In all likelihood the WTO officials will be
joined in their efforts by the United States and the European Union,
which will not want to lose the concessions they have so far extracted
from developing countries for the full binding coverage of industrial
tariffs and for the liberalization of several service sectors through
plurilateral negotiations.

Developing countries should resist a resumption of the negotiations
on the basis of the same framework and modalities-they simply have
too little to gain from them. The current stalemate provides an excel
lent opportunity to take stock of the whole multilateral trading system
with a view to identifying the reforms needed to support development,
and it should be taken before any resumption of negotiations.
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Global Collective Action and
the "Development Round"

William Milberg

The gains from globalization are being distributed too narrowly-both
within and across countries-and it is not clear how the WTO, whose
main focus is trade liberalization and the protection of intellectual
property under the principles of reciprocity and nondiscrimination, can
alter this pattern. A true "development round" would give developing
countries market access across goods and services and provide the policy
space for domestic demand expansion, and especially investment, in
order to encourage the dynamic of industrial development rather than
just the static gain from globally efficient resource allocation.

Mancur Olson's The Logic of Collective Action (Harvard University
Press, 1965) provides a useful framework for explaining the failure of
the Doha development round of negotiations in the WTO. Olson wrote
that "unless the number of individuals in a group is quite small ...
rationalf self-interested individuals will not act to achieve their common

or group interests" (p. 2, emphasis in original). In the case of Doha,
the potential losers in the United States from a liberalization of agri
cultural trade are a very concentrated group, and their average losses
are considerable compared to the more diffused but possibly larger
gains to American consumers and the American manufacturing and
services firms that would benefit from the proposed liberalization of
services trade and the tightening of intellectual property protection.
These manufacturing and services firms, in the Uruguay Round and
in a series of bilateral agreements signed over the past twenty years,
had already achieved considerable market access and protection for
intellectual property, so the additional gains envisioned in Doha were
not enough to stir lobbying efforts sufficient to overcome those of
the agro-industry interests.

But Olson's classic proVides a broader perspective on the issue of
the future prospects for a development round in the WTO. Global
trade is increasingly driven by global production networks involving
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the international fragmentation of production and a rise in trade in
intermediate goods and services. Many economists see this trend as
offering the possibility of efficiency gains from more refined special
ization and providing developing countries new opportunities for
gains by entering world trade in manufacturing when such countries
might have otherwise been unable to engage competitively. And, in
fact, developing countries have made large gains in their share of the
value of world trade in manufacturers over the past twenty years.
However, at the same time these countries have experienced very little
increase in their share of the world's manufacturing wage and profit
income (value added). There are exceptions to this pattern (some East
Asian newly industrialized countries that have successfully upgraded
their role in global supply chains), but throughout Latin America,
sub-Saharan Africa, and much of south Asia, the manufacturing ex
port boom has not been matched by a boom in manufacturing wages
and profits. At least two factors are driving this outcome. One is the
massive global excess capacity in many manufacturing sectors that
keeps prices soft. The other is the ability of lead firms in global sup
ply chains to control prices among competing suppliers of inputs.
These factors, in turn, have served to dampen wage demands among
workers in supplier firms.

Thus, while many developing countries have successfully shifted out
of commodity and agricultural exports to the export of manufacturers,
the prices they have been able to command for their manufactured
goods are stagnant. Mexico is a prime example, having transformed
itself over the past fifteen years into a manufacturing exports pow
erhouse but at the same time experiencing a decline in average real
wages in manufacturing.

If the gains from the current arrangement of free trade and liberal
capital markets are accruing to a relatively concentrated group, while
the losses from the arrangement are diffused and small on a per capita
basis, the neoliberal vision may be expected (following Olson's ratio
nale) to advance on the world political stage. But the logic of collective
action does not guarantee the long-term legitimacy and thus sustain
ability of institutions like the WTO. Such legitimacy would require
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that the WTO playa role in reversing globalization's unequalizing
tendencies. Is a development round of this sort possible?

Here we can benefit from the lessons of another classic writer on
the political economy of capitalism, Karl Polanyi. In The Great Trans

formation (Beacon, 1944), Polanyi shows that market forces, when
left alone, can lead to instability and injustice. Pure markets need
to be embedded in an institutional framework of regulation, social
protection, and state support in order to offset these problems and
to give the system broad social legitimacy. The current institutional
framework of free trade and liberal capital markets does not have the
legitimacy needed to be sustainable over time because it does not
provide the policy space that national governments need in order to
spur more rapid, productivity-enhancing investment and wage growth
while maintaining an adequate buffer from the constraints imposed
by the balance of payments. Agricultural protection by the developed
countries is an obvious problem. But other obstacles run through the
existing development agenda, including (1) greater rigidity on indus
trial tariffs and subsidies; (2) limits on innovators and consumers in
developing countries as a result of a proposed tightening and harmo
nizing of the regime of intellectual property regulation; (3) an effort
by transnational corporations to gain developing country market ac
cess through proposed uniform standards on antitrust policy; (4) the
increased difficulty of requiring transnational corporations to transfer
technology, generate foreign exchange, and raise labor standards, and
(5) the prying open of developing country markets to financial ser
vice providers. The WTO mandate will continue to be anathema to a
development agenda if it cannot support more flexibility in national
development policy toward industrialization, competition, intellectual
property, foreign investment, and even tariffs.

Mancur Olson wrote: "Where small groups with common in
terests are concerned, then, there is a systematic tendency for 'ex

ploitation' of the great by the smallf" (p. 29; emphasis in original).
Nations will have to overcome both the narrow Olson dilemma
(agricultural protection in the United States and the European
Union) and the broad Olson dilemma (the concentrated distribu-
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tion of globalization's gains) if the legitimacy problem of the WTOI
and its development agenda is to be resolved. I

I

I
Good-Bye, Doha; Hello, New Trade Round

Robert Wade

Most commentators agree that the collapse of the Doha Round is a bad
thing for everyone except a few special interests, notably agricultural
producers in the United States and the European Union. They paint
a post-Doha scenario of crumbling multilateral trade arrangements,
proliferating bilateral trade agreements, and trade quarrels unable to
be settled through the WTO's disputes settlement system. They also
say that developing countries are the big losers, because various aid
for-trade and trade-facilitation measures written into Doha will now
be suspended, and agricultural support in the United States, European
Union, and Japan will continue.

I am not so sure that the demise of Doha will turn out to be costly
for most developing countries or that it presages an end to trade mul
tilateralism and a slowing of world trade. Why?

I

I

Small Gains of Further Liberalization I

I

For one thing, the pessimists tend to forget that the world economy
I

has already gone a long way toward openness over the past twenty-five I
years. The question is the magnitude and distribution of the growth I
gains of further trade and investment liberalization. The World Bank I
has an official view that fully liberalized trade and foreign direct I
investment are best for all, and any move in this direction is an im- I
provement. (Even though some recent high-profile research reports I
from the Bank qualify this doctrine, it is hard-wired into operational I

Iprocedures. For example, the "Country Policy and Institutional Assess-
I

ment" formula for allocating funds from the very soft-loan facility, I
the International Development Association [IDA], secret until 2005, I

ranks countries by their adherence to the neoliberal policy agenda. It I

I

I
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gives the heaviest weight to a free trade regime.) Yet even the Bank's
projections to 2015 suggest that the growth gains of further liberaliza
tion for developing countries, starting from the current level, would
be (a) very small in aggregate (in terms of increments to GOP), and
(b) concentrated in less than a dozen developing economies. Many
developing economies would lose from full agricultural and textile
liberalization in the United States and European Union.

Often the Doha pessimists appeal to the bicycle metaphor: we must
keep moving forward (keep on liberalizing) in order not to topple over.
It is nonsense. Any biker knows that the other way to stay upright is
to put a foot down.

The Dangers of Static Comparative Advantage

In any case, the core Doha deal was a bad one. It was based on the
doubtful proposition that "liberalizing agriculture is the key to solv
ing the poverty problem in the Third World." Stripped to essentials,
the deal said, "We in the advanced countries will lower protection and
subsidies for our agriculture and textiles, and you in the developing
countries will lower protection for your industry, agriculture, and
services (so that our manufacturers, agricultural producers, bank
ers, insurance companies, and the like can get better access to your
markets)."

This is the doctrine of static comparative advantage. It says that
countries will maximize their welfare by specializing in what they are
presently most efficient at and importing the rest of the consumption
bundle. There is some truth to it, but not a lot. First, some activities,
some products, have more income-raising potential than others.
Specializing in what they are presently efficient at means that most
developing countries continue to specialize in agriculture and other
primary activities, most of which are "poor country" activities that
lock them into a low-growth trajectory (except when, as in the past
few years, world demand for commodities is strong). Good empirical
evidence suggests that (a) diversification rather than specialization
of production is the central process of economic development right
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up to per capita incomes at the lower end of the "old" Organization
for Economic Cooperation and Development (OECD) (for example,
Portugal); and (b) the rate of increase of productivity in both manu
facturing and nonmanufacturing (agriculture, services) is a function
of the rate of increase of manufacturing output. This evidence justi
fies special efforts to diversify into manufacturing, quite contrary to
static comparative advantage theory.

Second, the overall performance of the world economy over the past
twenty-five years proVides more evidence for the weakness of static
comparative advantage theory. In this period we have seen the theory
being applied in one of the biggest social science experiments of all
time. Countries around the world have liberalized markets and bought
into the notion that market liberalization is the core of development
strategy. The theory predicts substantial improvements in economic
performance subsequent to the adoption of market liberalist policies.
Have the predicted effects materialized? The short answer is, yes in
spots, no overall. After decades of market liberalization, the average
income of developing countries (the South) is still only 15-20 percent
of that of the North, measured in purchasing power parity dollars, and
at least until very recently the trend has been downward. The past few
years have seen a marked improvement in economic growth rates in
much of the developing world, but a few swallows do not a summer
make, and the improvement could be reversed when asset bubbles in
the West go into reverse.

Asia is often held up as the great success story, and China and In
dia are even presented-by those who believe in the power of night
mares-as emerging economic superpowers, rivals of the United States
and the European Union. But the average income of China and India
is still only around the average of the South. They remain poor and
technologically primitive economies with pockets of technological
and corporate excellence. Meanwhile, Latin America, sub-Saharan
Africa, much of the Middle East, and Central Asia have declined rela
tive to the North over the past two and a half decades. In 1980 Latin
America had an average income (at purchasing power parity) of 26

percent that of the United States, and by 2004, 16 percent; sub-Saharan
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Africa fell from 9 percent to 6 percent. And absolute income gaps are
widening even with respect to most of East Asia, let alone the rest of
the developing world.

This result is not exactly resounding proof that "globalization
works." It is the opposite of catch up. Such large and widening gaps
will probably be a destabilizing force in the world economy, especially
when global media bring knowledge of the gaps to every village. We
can glimpse the future in the fact that 40 percent of new residences
in the state of California are being built within"gated communities,"
the modern version of medieval fortified towns. We have a common
world interest in establishing a world trade and investment regime
that delivers very disproportionate benefits to developing countries,
especially to those that are poorer and slower growing.

Desirable Properties of a New Multilateral Framework

Such a world trade and investment regime should have sufficient
"policy space" for developing country governments to experiment
with various forms of open-economy industrial policies, including
trade protection. This is not a call for a backwards march to old-style
"import substituting industrialization," where governments granted
high protection to domestic producers without reciprocal performance
conditions. But it does imply state-sponsored efforts to diversify from
present activities and products into nearby activities and products,
partly by way of targeted import replacement. A top priority must be
to increase the density of national (or regional) economic integration
and the role of domestic demand in economic growth, and reduce
dependence on external demand (especially demand in the North).
This in turn will require changes in multilateral trade and investment
rules to give more scope for national industrial policy.

We should remember that when the United States switched from
seeing the Soviet Union as an ally to seeing it as a Cold War threat, it
sponsored a managed trade and industrial system that allowed its al
lies (especially Germany and Japan) to discriminate against American
goods, so as to rebuild and diversify their economies qUickly. It tried
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to enable them to steer growth in certain directions toward national
security ends, with great success.

Instead of a single trade and investment regime for all (free trade
or maximum openness, except for intellectual property), the focus
should be on regulating the interactions between different national
trade and investment regimes. The new arrangements have to recog
nize that the interests of consumers are not the only test of a trade
regime; consumers need to earn income, and free trade and invest
ment can undermine opportunities for earning income. Resources
released from inefficient activities are not necessarily reemployed in
more efficient activities; they may be employed in less remunerative
activities or not employed at all. The new rules should also encourage
governments--especially developed country governments-to strength
en and enforce anti-monopoly laws, as a step to reduce the present
dangerously excessive specialization in the global industrial system
and distribute industrial capacity more evenly around the world.

However, agreements coming out of the Uruguay Round, such
as TRIMs and the Subsidies and Countervailing Measures, sharply
curtailed the ability of developing country governments to pursue
growth strategies beyond market liberalization, and the Doha Round
would have curtailed it further.

The Political Economy of a New Round

So let those who "think for the world" declare victory in the Doha
Round with whatever agreement can be stitched together, and prepare
for a new multilateral trade round. If the only impact of the end of
Doha is a proliferation of preferential trade agreements, this could be
even worse for most developing countries than going forward under
Doha rules, because developing countries are even more exposed to
rich-country arm-twisting in these agreements than in the WTO (for
example, having to comply with advanced countries' intellectual
property protections even more stringent than those of the WTO's
TRIPs agreement).

Much depends on whether the Group of Twenty prominent de-
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veloping countries can forge a common position, which depends on
whether China-which has sat on its hands since joining the WTO
in 200l-joins Brazil, India, and South Africa in the leadership. The
prospect of developing countries' being exposed to "take it or leave
it" bilateral and regional trade agreements in the wake of Doha might
stiffen their resolve to get their act together.

On the other hand, forging a common position with China will
certainly be difficult, because Brazil and many other developing
countries are now more worried about import surges of manufac
tured goods from China than they are about manufactured imports
from the advanced countries. China will have to agree on ways to
spread the benefits of industrialization. One of the big questions of
the next decade is, "What scope is there for industrial policy in the
age of China?"

The G7 is hardly likely to be enthusiastic about such changes, for
northern states derive structural power from the dependence of de
veloping countries on access to their markets. On the other hand, the
European Union has a deep commitment to multilateralism and may
help to lead a new round. Not only is it the biggest exporting bloc
in the world (its major economy, Germany, is the biggest exporter in
the world), but multilateralism is written into the very genes of the
organization. Multilateralism expresses what the EU is all about: an
alliance of nation states that agree to pool sovereignty for certain
purposes and to frame corresponding "international" law, where the
shape of policy is decided by state representatives (the Council of
Ministers), but the negotiations are conducted by a secretariat (the
European Commission). The European Union has been an effective
player where it has practiced this kind of internal multilateralism, as
in the Doha and Uruguay rounds of trade negotiations, and an inef
fective player where it has not, as in much of its political and military
foreign policy where its member states have walked off on their own
into irrelevance. So the European Union can be expected to be keen
to get a new multilateral round going, and could link up with the
G20 pushing in the same direction. Much depends on whether the
European Union can link up specifically with China.
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