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This year’s World Trade Report focuses on the analysis of the global trade in natural resources and the implications of trade policy as it applies to natural resources sectors. It represents, so far, the most extensive discussion on the issues of trade theory and policy as related to natural resources. 
What is special about natural resources? The authors of the Report innovatively identify five common characteristics for natural resources (Collier and Venables have another similar classification):
(1) Uneven geographical distribution  
(2) Exhaustibility
(3) The presence of externalities
(4) Dominance of resources within national economies
(5) Volatility.
 This is an ambitious attempt as the authors (seem to) intend to incorporate related economic and trade theories (existing and not yet existing) under these five shared characteristics and develop non-standard arguments for trade policy and for the design of international rules. It also implies that the Report would like to have natural resources, for example, export restrictions on natural resources to reduce over exploration, treated differently from manufactured, say voluntary export restraint to reduce over production. This approach has helped identify some of the new issues that traditional theories have not been able to deal with adequately as well as the departures from standard theories.
The Report has covered the major policy issues under debate from a theoretical perspective, such as unequal geographic distribution of resources and gains from open trade, the exhaustion of natural resources and the environmental impact. 
Moving from theories to policy instruments, the Report has provided a taxonomy of key measures employed in resource sectors such as export taxes, production quotas, import tariffs, consumption taxes, and information on their current use. Standard economic analysis is applied to evaluate the effects of these policy tools on welfare. In addressing the effects of various policy instruments, the principles of free trade such as open market access, non-discrimination and reciprocity have been maintained as major benchmarks for evaluation.

How should international rules be set to govern the trade in natural resources? It is an area to which the WTO has paid little attention. The Report discusses how trade in natural resources fit within the legal framework of the WTO.A number of challenges such as the regulation of export policy, the treatment of subsidies, the facilitation of trade, and the coherence of WTO rules and other international agreements have been identified for future WTO work.

The Report concludes that governments should work together to ensure sound resource management, equity and mutual gain.
The Report is dealing with multiple objectives: to achieve efficient allocation of resources through free market/trade, to slow down the depletion of natural resources and to protect the environment. 
In the Heckscher--Ohlin model it argues that a country with abundant supply of natural resources will export such commodity and import the good that is scarce in supply. If the country is to follow this principle, it and its trading partner will all be better off. Here the “better off” means their materialistic wellbeing will improve, but not slow down the pace of depletion of natural resources, nor the higher air quality. It implies that the free trade principle is not able to take care of the contemporary issues of exhaustion [of natural resources] and environmental protection at the same time 
Another puzzle is many resource-rich countries that have followed the Heckscher-Ohlin model or the theory of comparative advantage have never become rich. The Report points out that the debate on this has matured in recent years. The current state of understanding is to acknowledge both the advantage of market openness and the responsibility of government in fostering development. Specifically, if a resource-rich country is to reap the full benefits of free trade it needs to have other determinants of comparative advantage – such as infrastructure, schooling and institutional quality in place. The Report has also used the Dutch Disease proposition, though a bit awkward, to explain why some resource-abundant countries still remain poor. I would like to add one perspective to this poverty issue. It is free trade can not simultaneously attain the goal of efficient allocation of resources and income equality.
Now, let’s take a look at the supply and demand model with non-renewable resources. In the Heckscher-Ohlin world, the supply of natural resources is abundant and market players are driven by maximum benefits. When demand for a natural resource rises, initially, its price will only moderately increase to reflect the marginal cost of exploration. When it comes to the problem of externalities, the proposed solution is a type of Pigovian tax or Coase’s property rights assignment. However, when the supply of natural resources is near depletion, the market will respond to increased demand with an even higher price. This will provide incentive for suppliers to explore more, but not much of an increased supply could be provided. In this case, the nightmare of pollution seems to be over because there are not many resources left for production. But how to solve the problem of exhaustion? 
One argument in the Report is that higher prices will force consumers as well as suppliers of resources to develop new technologies and or shift to alternatives and substitutes. This is the first-best solution as we could continue to rely on the functioning of a competitive market. But can free markets cope with depleting non-renewable resources and lead to this outcome? It is not certain to this day. If not, government intervention is inevitable or can not be prevented. This intervention may take the form of production/consumption taxes, production quotas, subsidies to develop alternatives, redefinition of property rights or regional and multilateral arrangements. Consequently, market distortion is inevitable. In an autarky state, these social optimal policies could only distort the domestic market. When it comes to international trade, the action taken by one country may have negative economic effects on the interests of other countries as described in detail in the Report. 
Here we are in a dilemma of conflicting objectives. We have multiple objectives: efficiency, stopping depletion and protecting the environment (not to mention the equity objective), but only one tool - market mechanism. The single goal of the free market is not attainable. In the theory of general equilibrium, we all know the only case that the goal of Pareto efficiency and equality can be simultaneously achieved is under the assumption that individuals are envy-free. The case of global trade in natural resources is more complex than this textbook presentation of the general equilibrium as we have more target variables. It seems that the free market side of the story is over-emphasized in the Report while the complexities are not given enough attention. A sound compromise among the major objectives may be a way out of the dilemma. Therefore, the Report points out that global cooperation within the framework of the World Trade Organization on these issues is desirable. But should natural resources be dealt with in a centralized way or decentralized way? This is the question of subsidiarity not discussed in the Report.
In contrast to the general concerns about import restrictions, much attention in the Report is given to the effects of export restrictions on natural resources. Increasing fiscal revenue, environmental protection, the conservation of exhaustible resources and guaranteeing resources for future generations are often declared for the purpose of export restrictions. The Report has carried out detailed economic analysis on the various negative effects of export restrictions. These include lower volume of trade, beggar-thy-neighbour effects, dual pricing, and so on. However, the Report recognizes that the extraction and use of resources, such as fossil fuels, have a negative effect not only on the producing country, but also on the global environment. It suggests an agreement among nations to increase taxes uniformly beyond a nationally determined level is necessary to provide an efficient allocation of the resources over time.
The issue of export restrictions on natural resources needs more careful studies to bring the practices in various countries in line with the WTO principles, though difficult and complex. Simple application of existing WTO rules will only complicate the issue. For example, a competitive global market for oil will accelerate the depletion of such non-renewable resources and reduce the economic income of oil suppliers. There are also cases that some countries refuse to sell their water to other countries in order to protect their water reserves. Another but not directly related question is, for environmental considerations, some countries may impose carbon emissions tax on imported products. Such practice will also reduce the volume of trade, increase the cost of foreign producers and may have effects of discrimination. Also what about export restrictions on technology? It shows that we need a more systematic and comprehensive approach to the problem of export restriction on resources.
A minor point to mention about the Report is that several of the five shared characteristics are not unique to natural resources. For example, there is also an uneven geographical distribution of technical know-how and manufacturing capacities across regions within a country and across countries. This may also induce owners to exercise monopoly power and restrict access to supply. Another case is externalities. Market failure associated with manufacturing activities may be just as serious as natural resources (the lumber mill example in the textbook).

In primitive ages, human beings were uncivilized. They extracted everything they needed for survival from nature, picking up fruit from the trees, catching fish from water and hunting wildlife. Suddenly, they found that these resources were running out. Then they learned farming. Human beings started to get on to a sustainable path of development. We can draw an analogy between uncivilized human beings and today’s production mode. In order to produce we extract from the earth the resources we need. Now we are faced with the problem of depletion. Tensions start to rise. Until we learned how to grow the needed resources like farming, production would remain uncivilized and we are not entering into a sustainable path of development.
( These comments were delivered by Professor Lin Guijun at the launch of the World Trade Report 2010 in Shanghai on 23 July 2010. 





