Comments on the World Trade Report 2010(
Bin Xu, CEIBS
Dear Mr. Lamy, Ladies and Gentlemen,

I am honoured to be here to witness the launch of the World Trade Report of 2010. This year’s report has an important theme: trade in natural resources. In what follows, I will act as a discussant to provide a few comments.

First, we know that free trade can bring gains-from-trade. In the meantime, we all recognize, I hope, that the norm of the real world is imperfect market, not perfect market. This is particularly true for markets of natural resources, which are the focus of this report. The report identifies five distinctive characteristics of natural resources, which may lead to different types of market imperfections. I think the report has taken a correct approach to start from recognizing market imperfections related to natural resources.
Second, we know that with market imperfections, the free-market outcome will be distorted. Either there will be too much activity, or there will be too little activity. As a result, there is room for government policies. We also know however that there is no guarantee that the government can do better than the market even when the market does not function well. 
In this situation, how to assess the appropriateness of a policy? It can only be assessed by examining the underlying market failure. For example, a country may have a domestic market that fails to function properly, which leads to excessive competition among domestic producers and consequently too much exporting of this resource item. In this case, an export tax becomes welfare-improving for the country. Of course, the country may have monopoly power in this resource item, thus an export tax can have a terms-of-trade effect. There can be many possible scenarios, but the point is clear: in assessing the appropriateness of a policy, it is essential to do a complete evaluation of the underlying market imperfection. This year’s report devotes a lot of space to analyzing theories and policies related to natural resources trade. I believe it is important to reiterate here the key insight of academic research on imperfect markets, i.e., in a world of imperfect markets, the proper policies are second-best, and the appropriateness of a policy should be judged by the nature of the underlying market failures.

Third, in today’s world of economic interdependence, the optimal policy for one country may not be an optimal policy for the world. Therefore, it is extremely important to have policy coordination among countries. The multilateral system of GATT/WTO is shown by history to be successful in coordinating national trade policies and there is no substitute for it. This year’s report devotes one section, Section E, to WTO rules as well as non-WTO rules that are applicable to natural resources trade. In the end of the section, we see a list of six issues the report suggests for future discussion. I think this list of issues and their ranking order is debatable, but I notice that the report says that the list is tentative. This debate aside, I think we all appreciate the message emphasized by the report, i.e., there are important issues in the area of natural resources trade that call for governments to work together to find common ground and appropriate trade-offs.
My last point is that in today’s world, countries are at different stages of development. This is a reality that we must recognize in our design of international rules governing natural resources trade. In the past, the GATT/WTO has successfully designed rules that consider the distinctive need of developing countries. Even for the same type of market imperfection, its effect in developing countries can be vastly different from its effect in developed countries. Therefore, in designing WTO rules with regard to natural resources trade, it would be appropriate, as in the past, to give special attention to developing countries.
Let me conclude by saying that as a trade scholar, I appreciate very much the great effort of WTO staff to put together this comprehensive report. I also appreciate the opportunity to give my comments here. Thank you!
( These comments were delivered by Professor Bin Xu at the launch of the World Trade Report 2010 in Shanghai on 23 July 2010.
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