UPDATE: WTO Cuts 09 Forecast, Warns Against Protectionism 
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Trade rules should be flexible but there is a risk that they are abused and spur spiraling protectionism that will crush economic growth everywhere, the World Trade Organization said in its annual report published Wednesday.

The WTO also cut its forecast for global trades in manufactured goods for the year, forecasting a 10% decline in volume from an earlier projection of a 9% drop.

Entitled "Keeping trade open in times of crisis," the Geneva-based trade arbiter's report accepted the need for "contingency measures" that allow for trade flows to be reined in at times of political and economic tension. But absent a genuine market failure, they will rarely bolster actual economic welfare, the group said.

"A seemingly attractive short-term solution of keeping production and consumption at home soon becomes a millstone around a nation's neck, the more so when trading partners retaliate in kind," WTO Director-General Pascal said introducing the report.

He noted that most governments have insisted they will keep markets open - as at the G-20 summit in London this spring - and that the WTO's monitoring exercise suggests that they are by and large acting accordingly.

"But significant risks remain," he added, while calling for a punctual completion of the Doha Round of trade talks meant at refining the current regulatory architecture governing free global trade.

Various contingency measures are allowed in trade relations that "provide governments with a political margin of maneuver and can act as a safety valve when political pressures build," the WTO said.

Such flexibility makes free-trade pacts easier to force and potentially more credible, as partners know they can use certain tools rather than engage in flagrant noncompliance, the WTO said.

But "trade policy flexibilities are not harmless" and come at a cost, the report added.

That's especially so now, when a global economic downturn can mean imports gain market share even as they decline in absolute terms.

"In a situation of global recession, there is a risk that beggar-they-neighbor trade policies are implemented at the same time by all governments," the WTO said, citing the prolonged 1930s Depression as a case in point.

Some say the 39% jump in antidumping cases initiated by WTO members in the first half of 2008 were triggered by the economic crisis, the WTO noted. The introduction of export taxes or restraints on some food commodities during last year's price spike likely exacerbated global inflation at the time, the reported added.
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