UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

G 24

INTERGOVERNMENTAL
GROUP OF TWENTY-FOUR

G-24 Discussion Paper Series

Aid for Trade: Cool Aid or Kool-Aid?

Sam Laird

No. 48, November 2007

UNITED NATIONS







UNITED NATIONS CONFERENCE INTERGOVERNMENTAL
ON TRADE AND DEVELOPMENT GROUP OF TWENTY-FOUR

G-24 Discussion Paper Series

Resear ch papersfor the Intergover nmental Group of Twenty-Four
on International Monetary Affairs and Development

UNITED NATIONS
New York and Geneva, November 2007



Note

Symbols of United Nations documents are composed
of capital letters combined with figures. Mention of
such asymbol indicatesareferenceto aUnited Nations
document.

The views expressed in this Series are those of the
authors and do not necessarily reflect the views of
the UNCTAD secretariat. The designations employed
and the presentation of the material do not imply the
expression of any opinion whatsoever on the part of
the Secretariat of the United Nations concerning the
legal status of any country, territory, city or area, or
of itsauthorities, or concerning the delimitation of its
frontiers or boundaries.

Material in this publication may be freely quoted;
acknowledgement, however, is requested (including
reference to the document number). It would be appre-
ciated if a copy of the publication containing the
guotation were sent to the Publications Assistant,
Division on Globalization and Development Strategies,
UNCTAD, Palais des Nations, CH-1211 Geneva 10.

UNITED NATIONS PUBLICATION

UNCTAD/GDS/MDPB/G24/2007/6

Copyright © United Nations, 2007
All rights reserved



Aid for Trade: Cool Aid or Kool-Aid?

PREFACE

The G-24 Discussion Paper Series is a collection of research papers prepared
under the UNCTAD Project of Technical Support to the Intergovernmental Group of
Twenty-Four on International Monetary Affairs and Development (G-24). The G-24
was established in 1971 with a view to increasing the analytical capacity and the
negotiating strength of the developing countries in discussions and negotiations in the
international financial institutions. The G-24 is the only formal developing-country
grouping within the IMF and the World Bank. Its meetings are open to all developing
countries.

The G-24 Project, which isadministered by UNCTAD’sDivision on Globalization
and Development Strategies, aims at enhancing the understanding of policy makersin
developing countries of the complex issuesin the international monetary and financial
system, and at raising awareness outside developing countries of the need to introduce
adevelopment dimension into the discussion of international financial and institutional
reform.

Theresearch papers are discussed among experts and policy makers at the meetings
of the G-24 Technical Group, and provide inputs to the meetings of the G-24 Ministers
and Deputiesin their preparations for negotiations and discussions in the framework of
theIMF sInternational Monetary and Financial Committee (formerly Interim Committee)
and the Joint IMF/IBRD Development Committee, as well asin other forums.

The Project of Technical Support to the G-24 receives generous financial support
from the International Development Research Centre of Canada and contributionsfrom
the countries participating in the meetings of the G-24.
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Abstract

Aid for Trade has been postul ated as a complement to trade reforms, including within the context
of WTO negotiations, helping developing countries to implement commitments, in coping with
adjustment to policy shocks, or generating supply-side capacities. Aid for trade is also seen as
making a useful contribution to achieving the MDGs, in particular under Goal 8. In the recent
WTO context, aid for trade may be seen as hel ping to overcome devel oping countries’ concerns
about the cost of implementation as well as some past negative experiences of trade reforms, so
that any new conditionalities would be viewed with some trepidation.

A sharp stepping up of funds seems to be needed, according to OECD, but a key question is
whether these will indeed be new funds, as promised at recent G8 meetings, or simply a
redistribution of existing funds? The question also arises whether aid for trade only refers to
ODA or also toloans, special and differential treatment and technical assistance. The possibility
of new conditionalities is of some concern to the devel oping countries, and some authors have
said that aid for trade should not be subject to the usual macroeconomic or political conditionality.
Thereis general agreement on the need for aid effectiveness and some indications of therelative
importance of support for trade-related infrastructure. Most organizations have taken a fairly
wide view of the kinds of activity that would be covered by aid for trade, but OECD seemsto be
opposed to the use of ODA to help countries cope with the major macroeconomic and
microeconomic adjustments associated with trade reforms, which it considers should continue
to be supported by World Bank-1MF activities. Anumber of donorsfavour general budget support,
allowing the developing countries to determine their own needs and priorities, but an aid for
trade programme may tie them to much more specific projects. Some have argued that the private
sector should not only be consulted on what might be covered but even be direct beneficiaries.
While LDCs would undoubtedly benefit, many of the world’'s poor are in other low-income
countriesthat may expect to haveto rely to an increasing extent on assistance targeted to specific
projects favouring the poor or other particular interests of donors.

As to how aid for trade would be administered, the proposal for a stand-alone Global Trade
Facility has garnered only limited support. An option might be the establishment of consolidated
mechanism for funding, regrouping existing, separate funding mechanisms to provide a
coordinated response to country-specific needs and requests for aid for trade. Certainly, thereis
a need for better coordination of donor activities, and, despite its hesitant start and limited
resources, the IF model —if not the I F itself with itslimited resources — now seemsto be regarded
as a suitable framework with respect to governance structure, involvement of relevant agencies
and management of funds. On political oversight, WTO, which has limited experience of
development assistance, has already established a monitoring and annual review mechanism.

Finally, aid for trade is not an integral part of the current WTO negotiations. However, in the
light of experiences in implementing the results of the Uruguay Round and unilateral trade
reform programmes, countries that may suffer further adjustment shocks from negotiations need
to be assured of support from the international community. It would be unfortunate if the WTO
were to repeat the process at the end of the Uruguay Round of agreeing on deal without any
attempt to assess either the costs of implementation in advance or how it will be paid for.
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AID FOR TRADE: COOL AID OR KOOL-AID?

Sam Laird™™*

1. Introduction

“Aid for Trade", a catch-all term describing
various supports for trade reforms has entered cen-
tre stage in the behind-the-scenes negotiations to
finalize the World Trade Organization (WTO) trade
negotiations. Delays, scaling back of expectations,
lack of substance on specia and differential treat-
ment, disappointment on implementation of the
Uruguay Round agreement, unfulfilled promiseson
cotton and duty-free, quota-free treatment for the
Least Devel oped Countries (LDCs), and particularly
the mounting empirical evidence on welfare losses
in many LDCs from likely Doha packages point to-
wardsthe potentially critical rolean Aid for Trade deal
might play in effortsto revitalize the Doha process.

This paper critically examines the issues at
hand. First, what is the promise of Aid for Trade?
Generally, the benefitsof an Aid for Trade programme

can be categorized first as assistance to help devel-
oping countries generate supply-side responses, as,
for example, tariff removal on agricultural products
in the developed world might not trigger a strong
export response given large shares of small-scale
farming and a genera lack of infrastructure. Fur-
thermore, devel oped countriesareincreasingly tight-
ening borders through the application of (sanitary
and phytosanitary) standards, which poor countries
are often unableto comply with, evenif only for the
thin web of legal and technical know-how. Second,
assistance may be provided for micro trade adjust-
ment assistance, designed to help developing coun-
tries cope with undesirable outcomes in particular
industries due to the reallocation effects of trade
liberalization. Macro adjustment assistance could
include compensation for preference erosion and
lost tariff-revenue, where the latter can play a sub-
stantial role in small developing countries budget-
ary plans. To some extent, therefore, the debate

*  Kool-Aid is a flavoured drink associated with the mass suicide of cult followers of Jim Jones of the People's Temple in
Guyanain 1978 by imbibing a similar drink laced with cyanide. The expression has come to mean “Whatever they tell you,

don't believe too strongly”.

**  Thiswork was carried out under the UNCTAD Project of Technical Assistance to the Intergovernmental Group of Twenty-
Four on International Monetary Affairs and Devel opment with the aid of agrant from the I nternational Devel opment Research
Centre of Canada. The author is grateful for comments from those attending the XXV. G-24 Technical Group Mesting, held
in Geneva on 24 September 2007, at which apreliminary version of the paper was discussed. However, the views expressed
are those of the author and do not necessarily represent the views of any organization or institute with which he is associated.
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presentsareversal of the adage “trade, not aid”, rec-
ognising that thereis aneed for assistance to enable
developing countries to expand and diversify their
trade in a manner that deepens the development
impact. Put another way: in this view, aid can help
develop trade, so that eventually trade can replace
aid.

However, despite agenera agreement that these
are important issues for al developing countries,
there is no agreement on the relative importance of
what isessentially (hard and soft) infrastructure de-
vel opment assistance and the management of adverse
shocks. Equally important, no agreements exist on
organization, collection and disbursement of funds.
Who would be eligible, what activities would be
covered, and how donor activities would be coordi-
nated are only some of the many unanswered
guestions. Moreover, World Bank and the Interna-
tional Monetary Fund (IMF) haveindicated that they
are willing to help, suggesting that borrowing, with
its attendant specialised advice, may also be seen as
aform of assistance or “aid for trade”, if not “aid”
in the narrower sense of official development assist-
ance (ODA). Critics have pointed out that increases
in developing countries’ liabilitiesto gain accessto
funds originally designed to aid trade reform adjust-
ment would be tantamount to pulling the rug out from
underneath. Furthermore, some see arisk that such
borrowing could further limit development policy
space through loan conditionalities. In addition, if
funds are approved on a case-by-case basis, nego-
tiations over trade reform “gains” would essentially
stretchinto theindefinitefuture. Inevitably, the ques-
tion also arises asto what extent aid for trade would
bein addition to existing aid commitmentsor merely
are-direction of existing funding towards trade and
related activities, which may be a lower develop-
ment priority in some countries. Given thislong list
of unanswered questions, and some bad experiences
of recent trade reforms, developing countries have
looked with some suspicion at the proposal's, regard-
ing aid for trade more as Kool-Aid, rather than cool
aid!

The paper is structured as follows. Section 2
delves deeper into definitions of Aid for Trade and
discussesitsrole and place within multilateral insti-
tutions during recent years. Section 3 examines the
need for aid for trade. Section 4 reviewsrecent devel-
opment in WTO negotiations, followed in section 5
by a discussion of private sector issues. The paper
closes with conclusions.

2. What is“Aid for Trade’?

a. Definition

Much has been written about aid for trade in
recent years by the international organizations, but
there is still some confusion about what is covered
and it may be useful in the first instance to clarify
the kinds of needs that are being discussed without
entering into the more controversial issues about
whether these needs should be met by external as-
sistance, and, if so, by whom and how. In a recent
paper for the IMF Executive Board, a World Bank-
IMF staff paper (World Bank and IMF, 2007)
commentsthat donorseach usetheir own definitions,
and that infrastructure may be used for trade and for
other purposes.

In 22006 paper to the Development Commit-
tee, the World Bank (2006a) suggested that an “all
encompassing definition (intermsof objectives), for
example, would cover:

e trade and regulations;
* trade development activities;

* support to address supply-side constraints (in-
frastructure);

e support for micro-economic adjustment (worker
training, social safety nets, targeted subsidies);

e support for amacroeconomic adjustment (pref-
erence erosion, fiscal revenuelosses, impact of
changesin the prices);

e commodity price stabilisation.”

The Organisation for Economic Co-operation
and Development (OECD), which has historically
been the most important coordinator of official de-
velopment assistance through its Development
Assistance Committee (DAC) and has been work-
ing with the WTO since early 2006 on adatabase on
trade-related aid activities, takesthe view that trade-
related technical assistance and capacity building,
together with trade-related infrastructure are clearly
covered by the definition of aid for trade (OECD,
2006). Within the category of trade-related infra-
structure, OECD includes transport and storage,
communications, and energy, even though somein-
frastructure projects are not used exclusively for
trade. In the monitoring system, building produc-
tive capacities is also included as a separate item,
covering sectoral support for: banking and financial
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Table 1
BREAKDOWN OF CONCESSIONAL AID FOR TRADE
(USS$ hillion at 2004 constant prices and exchange rates)

Trade related commitments for: 2001 2002 2003 2004 2005
Trade policy and regulations 0.9 0.8 1.0 0.8 0.9
Infrastructure 9.8 9.4 9.7 13.7 12.1
Productive capacity building 9.3 7.4 9.2 9.6 9.5
Structural adjustment 4.8 5.9 6.4 52 35
Total aid for trade 24.9 235 26.3 29.3 26.0
Memo item:

Aid for trade/sector allocable ODA (per cent) 46.0 42.1 40.9 40.8 36.5

Source: OECD, 2007.

Note: Sector allocable ODA includes general budget support and excludes food aid and other commodity assistance, debt
relief, humanitarian aid, administrative costs, support to NGOs, refugees in donor countries, and imputed student costs.

services; business and other services; agriculture,
forestry and fishing; industry and mining; and tour-
ism. However, OECD notes that there is some
disagreement on the extent to which aid for trade
should cover building productive capacity. It iseven
more categorical that aid for trade should not cover
adjustment related expenditure such as social safety
nets, balance of payments support, or compensation
for the potential costs of multilateral liberalization,
such aspreference erosion or reduction in government
revenue— categorieswhich it [abel sas macroeconomic
and microeconomic adjustments. It simply notesthat
the international financia institutions, such as the
World Bank and the IMF have been supporting de-
veloping countries’ adjustment efforts arising from
a host of factors, including trade reforms, and will
continueto do so. It should also be noted that OECD
includes only concessional lending, thus excluding
much trade-related lending by the international fi-
nancial institutions (IFls) and regional development
banks, thus understating the trade-related lending of
these ingtitutions (World Bank and IMF, op. cit.).
On the other hand, the World Bank also uses a nar-
rower definition of concessional lending, excluding
all investmentsthat improvethe productivity of trad-
able sectors, counting only that portion of a project
that focuses on trade (idem).

A breakdown of concessional aid, as defined
by OECD, showing that it totals around 40 per cent
of all ODA isshown intable 1.

Intermsof instruments, the World Bank (2006a)
notes that aid from trade can be delivered through
the: technical assistance and capacity building (in-
cluding support from trade diagnostics); project
financing; and policy lending (including support for
adjustment, loss of tariff revenue, reduced exports
resulting from preference erosion, or institutional
reform). Thus, the Bank clearly considers that aid
for trade might be delivered through both grants as
well as concessional and non-concessional loans.

Finally, Nielson (2005), a World Bank staff
member, notes that countries suffering adjustment
shocksfrom tradeliberalization, including the Doha
round, need to be assured of transition support from
the international community. She saysthat first step
isidentifying the countries affected, and goes on to
point out the Bank and the IMF plan to assess the
nature and magnitude of adjustment needs of coun-
tries that present a prima facie case that they face
significant adjustment shocks. She says that the
group is likely to include, for example, countries
negatively affected by the end of the textile quotas
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and by preference erosion, net food importing coun-
tries, and countries undertaking major programmes
of trade reform. Among the factors that would need
to be taken into account are: the possibility of off-
setting lost tariff revenue through customs reform
and more efficient collection of tariffs; the extent to
which existing preferences were used; the extent of
liberalization undertaken by trading partnerson prod-
ucts subject to preferences; and the characteristics
of affected industries and groups. While thislist is
useful, it isnot necessarily comprehensive, and might
usefully have included the need for balance of pay-
ments support, asit iscommon in atrade reform for
imports to increase quickly while it takes time to
develop an export response. Indeed, this has been
the main rationale for structural adjustment lending
in the past.

b. Perspective on Aid for Trade

Theissue of aid for trade has come to the sur-
faceasamajor issueinthe current WTO negotiations
for a number of reasons. First, a number of studies
have indicated that the proposals that currently on
the tablein the WTO negotiations may have anega-
tive impact on a number of developing countries.
Taken together with new information about the costs
of implementing the Uruguay Round Agreement, as
well as a series of studies highlighting the negative
effect of sometradereformsof thelast 10to 15 years
in a number of developing countries, especialy in
Africa, these new estimates of the impact of further
trade reforms under the WTO have caused some
trepidation amongst devel oping countries (seelater).
Second, developing countries have also expressed
concern about the implementation of the Uruguay
Round Agreement, claiming that promises of gains
to developing countries have not been fulfilled.
Third, while in the past developing countries were
able to benefit from special and differential treat-
ment that allowed them considerable flexibility in
applying WTO rules, this flexibility seems to be
being reduced, and developed countries now seem
to regard special and differential treatment merely
as a transitional device to allow developing coun-
triestimeto apply the samerulesasdevel oped WTO
members.

In this context then, many WTO Membersfeel
that providing some form of support to the devel op-
ing countries could help overcome their fears about

the possible negative impact of the current negotia-
tions. Thiswas one of the preoccupationsin February
2005 G-8 Finance Ministers called on the World
Bank and the IMF to develop proposals for addi-
tional assistance to countries to ease adjustment to
trade liberalization and to increase the capacity to
take advantage of more open markets. Within the
WTO, the issue came to a head at the Ministeria
Meeting in Hong Kong, China, in 2005, when it was
decided to establish atask force to look at the issue
of aid for trade, as discussed later.

c. Linkagetothe MDGsand Financing for
Development

The United Nations Millennium Declaration of
2000 highlighted the importance of the “open, equi-
table, rule-based, predictable and non-discriminatory
multilateral trading and financial system” for meet-
ing the objectives on development and poverty
eradication, and expressed concern “about the ob-
stacles developing countries face in mobilizing the
resources needed to finance their sustained devel-
opment.” Among other points, the declaration also
undertook to address the specia needs of the LDCs,
including through duty- and quota-free access for
essentially all their exports, and aso to deal compre-
hensively and effectively with the debt problems of
thelow- and middle-income countries. These concerns
and other development concerns were encapsul ated
in the Millennium Development Goal 8, namely to
“Develop a Global Partnership for Development”.

Subsequently, the Monterrey Consensus adopted
at the International Conference on Financing for
Development in March 2002 built on the Millen-
nium Declaration and explicitly laid out a new
framework of mutual obligations and mutual ac-
countability between developed and developing
countries. Whileall parties agreed on theimportance
of the “ownership” of developing countries of their
national development strategies, and urged the gov-
ernments of developing countries to redouble their
efforts to increase the resources spent on develop-
ment and ensure that they are used effectively, the
High-Level Panel on Financing for Development,
convened by the UN Secretary-General under the
chairmanship of the former President of Mexico,
Ernesto Zedillo, concluded in its report that even
assuming devel oping countries adopted sound poli-
cies and maximized the use of domestic resources,
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an additional $50 billion ayear in aid would likely
be needed, as a minimum, in order to meet the Mil-
lennium Development Goals (MDGs), (United
Nations, General Assembly document A/55/1000).
The Monterrey Consensus covered the main areas
of Financing for Development, namely:

* Mobilizing domesticfinancial resourcesfor de-
velopment.

e Mobilizing international resources for devel-
opment: foreign direct investment and other
private flows.

e International Trade asan enginefor development.

* Increasing international financial and techni-
cal cooperation for devel opment.

e Externa Debt.

e Addressing systemic issues: enhancing the co-
herence and consistency of the international
monetary, financial and trading systemsin sup-
port of development.

Thus, the issues of trade, aid, financing for de-
velopment and debt relief wereall seen by the United
Nations as inter-linked elements of the same pro-
gramme to tackle the issues of development and
poverty reduction, and the Doha Ministerial Decla-
ration of November 2001 was welcomed by the
Secretary-General of the United Nations as contrib-
uting to Goal 8 of the Millennium Devel opment
Goals (United Nations, 2003).

Later, the United Nations Millennium Project
Task Force on Trade (2005) made a case for amul-
tilateral trading system that was more supportive of
economic growth and poverty aleviation in devel-
oping countries, and, to this end, put forward a set
of goals to be accomplished by the ongoing Doha
Round aswell aslonger term objectivesfor the trad-
ing system. The report went on to note that the
multilateral system was unbalanced against the in-
terests of devel oping countries, and suggested greater
opening of markets by developed countries as one
step to address this imbalance. The Task Force rec-
ommended the use of official development assistance
to support poor countries“in generating the sources
of revenue needed to compensate for lossesincurred
asaresult of lowering import duties, in building the
human and physical infrastructure they need to ben-
efit from increased market opportunities, and in

adjusting to erosions of existing trade preferences
stemming from multilateral negotiations.”

Moreover, the report said that if trade were to
contribute to economic growth, expanded trade, and
poverty reduction, it must be coordinated with other
policies at both the national and international lev-
els. “At the national level, policy coherence means
the adoption of sound complementary policies by
national governments to manage liberalization, as
well as ensuring that trade policymaking is appro-
priately informed by expertise across a range of
policy areas. At the international level, coherence
calls for a significant ramping up of ‘aid for trade’
by the devel opment community (to negotiate, assess,
and implement WTO agreements and to design and
implement adjustment policies) and for a clear and
realistic view of the WTO'srole in technical assist-
ance. Thisassistancefor increasingly deeper capacity
building must be additional to, and not at the ex-
pense of, development aid. Trade liberalization
requiresinternational negotiations and international
assistance, but its benefits and challenges remain.”

Formally, the Task Force recommended that a
temporary aid for trade fund “commensurate with
the size of thetask, or significantly ramped-up con-
tributionsthrough such existing channelssuch asthe
Integrated Framework” be set up to support coun-
triesin addressing adjustment costs associated with
theimplementation of a“ Dohareform agenda.” The
Task Force report specifically recommended that
such funding should be additional to current aid
flows, and “could be financed out of the tariff rev-
enuethat is presently collected by OECD and higher
income devel oping countries on importsthat will be
subject to Dohareduction commitments’. A priority
task for the development and trade communities
would betheidentification of new and existing chan-
nels through which this additional funding could
most efficiently be made available for relevant, tar-
geted projectsin developing countries.

In summary, the United Nations Millennium
Project Task Force on Trade highlighted the need
for additional aid for trade capacity building, to build
human and physical infrastructure, to address ad-
justment costs, to offset tariff revenue losses, and to
offset the erosion of preferences, and it suggested
that new channelswould be needed for this purpose.
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d. Linkageto theIntegrated Framework

The Integrated Framework for Trade-related
Technical Assistance (IF) may also be seen in the
context of aid for trade. The |F brings together the
IMF, the International Trade Centre (ITC), the United
Nations Conference on Trade and Development
(UNCTAD), the United Nations Development Pro-
gramme (UNDP), the World Bank and the WTO as
well asbilateral donorsto assist the |east-devel oped
countries (LDCs). It has two aobjectives:. integrating
trade into national development plans as poverty
reduction strategies; and to assist in the co-ordinated
delivery of trade-related technical assistance re-
sponses to needsidentified by the LDCs. Inthefirst
stage, a diagnostic trade integration study specifies
the main elements of the policy framework for na-
tional trade integration, and an action matrix maps
out the delivery of trade-related assistance, while
identifying trade-related investment needs.

Experiencewith thelF has highlighted anumber
of problems: weak in-country capacity, lack of sys-
tematic follow-up at the country level, insufficient
and uncertain financing, and variable donor re-
sponsesto prioritiesidentified in the diagnostic trade
integration study. Recent enhancements, adopted by
the Steering Committee on the recommendation of
aTask Forceon 1 May 2007, areintended to address
some of these problems. These include: increased
resources, strengthened in-country structures, strength-
ened governance, improved links to donor process,
multi-year programmes of technical assistance and
capacity building. Theseimprovements suggest that
the enhanced | F should be able to address most aid
for trade needs of the beneficiary countries, but much
depends on a willingness on donors to make funds
available.

Degspitethe problems, the | F has produced some
positiveresultsfor beneficiary countries, and isnow
being seen as a potential model for the delivery of
aid for trade. Some of the key elements of the IF are
also regarded as important to include in any new
initiative on aid for trade: in-country ownership,
donor coordination, and mainstreaming trade into
national devel opment strategies. The World Bank and
the IMF had recommended an extension of the pro-
grammeto other low-income countries, but thiswas
strongly opposed by the LDCs, which fear a dilu-
tion of resources available to them, and, in the end,
this proposal was not recommended. However, it was

felt that a similar mechanism could be of value in
addressing their needs.

e. Linkageto special and differential
treatment and the current WTO
negotiations

To some extent, the issue of aid for trade has
arisen because developing countries have lost the
flexibilities available as special and differential
(S&D) treatment under the General Agreement on
Tariffs and Trade (GATT) system and that have di-
minished under theWTO. Moreover, analyses of the
current WTO negotiations suggest that, despite ex-
tensive discussionson S& D treatment, new concrete
actions seem unlikely to emerge, new commitments
arelikely to berequired of developing countries, and
estimates suggest that devel oping countrieswill have
to face anumber of adjustmentsin their economies as
aresult of termsof trade, preference and revenuelosses.

This situation is symptomatic of an ongoing
internal conflict in dealing with developing coun-
tries within the multilateral trading system, with
non-discrimination asacore principle. Thisismani-
fest inthefact that the rules have had to be modified
several times over the years to handle devel opment
issues. The original GATT was not conceived as a
development institution, but as part of the Interna-
tional Trade Organisation (ITO) to be established
under the Havana Charter of 1947. After the failure
to have the ITO ratified, it became necessary to in-
troduce special provisionsto deal with development
issues by amending the GATT, such asArticle XVIII
on Balance of Payments, Article XX V111 bisthat pro-
vided flexibility in tariff negotiations for developing
countriesto assist their economic devel opment. Part
IV of the GATT (1964) recognised the special needs
of developing countries in the trading system, but
much of the language was in “best endeavours’
terms. The Enabling Clause (1979) provided legal
cover for the Generalized System of Preferences
(GSP), for regional arrangements among develop-
ing countries, and for special treatment in favour of
the least-devel oped countries.

Asaresult of these modificationsto the GATT
rules, there was little pressure on the developing
countries prior to the Uruguay Round to make bur-
densome commitments, but this changed in the
Uruguay Round. Partly under pressure from the
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developed countries, partly because of their own re-
forms, and partly asaresult of somedisillusionment
about the value of S&D, developing countries par-
ticipated actively in the Uruguay Round, making
some important concessions on market opening and
accepting a wide range of obligations. While they
did not haveto cut tariffsto the same extent as devel-
oped countries and were given longer to implement
their commitments, the value of the preferencesthey
received was reduced and they had to accept all WTO
Agreements under what was known as a “Single
Undertaking.” In recognition of special difficulties
in implementation of some of the agreements and
associated adjustment costs, some new S& D provi-
sionswereintroduced, targeted at the | east-devel oped
countries (LDCs), the net food importing develop-
ing countries (NFIDCs), and Annex VII Countries
(defined as those with a per capitaincome less than
$1,000). In various agreements, provisions were
added that devel oping countries had to take special
account of the needs of developing countriesin the
application of the particular agreement — although,
asnoted, many such provisionstook theform of “ best
endeavours’, rather than firm legal commitments.

Nevertheless, the Uruguay Round represented
astep towards asingle-tier system of rights and ob-
ligations. S& D treatment started to be seen more as
a transitional set of measures to allow developing
countriesto take on the same level of obligations as
the developed countries. And, asisdiscussed bel ow,
the cost and administrative difficultiesinimplement-
ing these commitmentswere greater than anticipated,
while many of the promised gains did not materialize
(Laird, Safadi and Turinni, 2005). Finally, estimates
in a number of studies at UNCTAD and the World
Bank showed aremaining biasin protection against
developing country exports, with higher tariffs and
more non-tariff barriers (NTBs) facing their key
products. (The same point was made by the UN Mil-
lennium Project Task Force on Trade, op. cit.).

The package of decisions at the WTO Ministe-
rial Conferencein Dohaat the end of 2005 appeared
to address these issues, in particular the main Min-
isterial Declaration that seeks “to place the needs
and interests[of the devel oping countries] at the heart
of the[WTO] Work Programme ...” Positive efforts
were to be made “to ensure that developing coun-
tries, and especially theleast-devel oped among them,
secure ashare in the growth of world trade commen-
suratewith the needs of their economic development”.
Indeed, the declaration contains many referencesto

taking account of the needs and interest of the de-
veloping countries, and their need for technical
assistance to allow for their full participation in the
work programme. There was a so to be an examina
tion of theprovisionsrelating to specia and differential
(S&D) treatment for developing countries “with a
view to strengthening them and making them more
precise, effective and operational .”

Whileit is difficult at this stage to discuss the
outcome of the current negotiations, the general
shape of the deal is now clear. Various studies esti-
mate that the global welfare gains amounts to less
than 0.5 per cent of GDP (Viborny, 2007; Laird and
Fernandez de Corddba, 2006). The analysis behind
these various estimates suggests that the use of ap-
proaches being used in agriculture may well exclude
deep cutsininterventionin areas of interest to devel-
oping countries, while in non-agricultural products
developing countries will be required to make the
greater reductionsin tariffs. The analysestend to be
pessimistic about the likelihood of any significant
liberalization in the area of services, where previous
estimates project global gains in excess of $300 bil-
lion, much accruing to the developing countries,
mainly associated with liberalization under Mode 4
(Winters et al., 2003). Despite the modest overall
gains, which would be shared by the developing
countries as a group, it is expected that in the short
term therewould be wide variationsin the estimated
impact of the proposals across countries and across
sectors. For example, Ferndndez de Corddba and
Vanzetti (2006) show potential employment losses
of more than 30 per cent in some developing coun-
try sectors, while Viborny (op. cit.) suggestswelfare
losses for sub-Saharan Africa (other than South Af-
rica) unless 100 per cent duty-free, quota-free access
for LDCsis allowed.

Various quantitative studies show several po-
tential losses to sub-sets of developing countries,
notably L DCs, sub-Saharan Africa (excluding South
Africa) and ACP countries (which are, to some de-
gree, overlapping sets). Theseresultsfrom: terms of
tradelosses, asfood prices are expected to rise (stud-
ies cited in Viborny, 2007; Fernandez de Cérdoba,
2006), losses of preferences (Alexandraki and
Lankes, 2004; Lippoldt and Kowalski, 2005; Low
et al. 2005 and 2006), and loss of tariff revenues
(Ferndndez de Cordoba, 2006; Elborgh-Woytek et
al., 2006; Kowalski, 2005). While none of these stud-
ies show up largelosses overall, they note that there
is considerable variation that could cause problems
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in someinstances. In hisstudy for OECD, K owal ski
(op. cit.) argues that the “mixed evidence calls for
an assessment in advance of which countries may
be particularly vulnerableto tariff cuts agreed in the
Ministerial Statement on Doha Devel opment Agenda
(DDA) negotiations. Also, revenue concerns should
beincluded in any special and differential treatment
provisions to help disadvantaged developing coun-
tries adjust to the changes, whether in the form of
extended implementation periods or coordinated fi-
nancial assistance to help them overcome financial,
technical or capacity constraints.”

Most of these analyses have been well publi-
cised for some time, and the concerns being raised
by devel opment economistsin variousinternational
institutionsmay have been afactor when, at the Hong
Kong Ministerial Declaration of 18 December 2005,
Ministers reaffirmed that provisions for special and
differential (S&D) treatment were an integral part
of the WTO Agreements and renewed their deter-
mination to fulfil the mandate contained in the Doha
Ministerial Declaration aswell asthe later Decision
of theWTO'sGeneral Council on 1 August 2004 (the
so-called “ July package”) that all S& D treatment pro-
visions be reviewed with a view to strengthening
them and making them more precise, effective and
operational. The Ministers also adopted a limited
packagefor LDCs (Annex F of the Hong Kong Dec-
laration), including the adoption of five specific
proposalsfor LDCs, aswell as proposals on TRIPS
and public health, the extension of the TRIPS tran-
sition period for LDCs, and an enhanced integrated
framework (IF). Developed countries (and those
developing countries that considered themselves
able) accepted a commitment to grant duty-free,
quota-free (DFQF) treatment of imports from all
LDCsthat extends DFQF treatment to all LDCsfor
at least 97 per cent of products by 2008 — or “no
later than the start of the implementation period” —
which in fact puts off the implementation until the
conclusion of the negotiations. On services, it was
decided that the LDCs would not be expected to
undertake new commitments, paralleling the draft
text on non-agricultural market access (NAMA),
while there was a “best endeavours’ agreement to
give priority to the sectors and modes of supply of
exportinterest to LDCs, particularly in Mode 4 (tem-
porary movement of labour).

Nevertheless, thefulfilment of the devel opment
promise of the Doha negotiations seemsto be rather
modest, with some mixed improvements in market

access, while S& D treatment does not seem asif it
will stave off some potentially acute adjustmentsin
some sectors in some developing countries. Much
of the discussion of S&D has resulted in compart-
mentalizing the issue and shunting discussion off
to specialised committees where little has been
achieved. Nor has there been much progressin at-
tempting to operationalize the provisions by turning
them into binding legal language. In the end, a
number of developing countries will face some dif-
ficult adjustment as a result of the current WTO
negotiations, despite the modest overal result and
the accumulation of words on S&D treatment.

In concluding the discussion of S& D treatment,
it should be noted that the idea of helping develop-
ing countries cope with these kinds of economic
adjustments has not typically been part of the think-
ing within the GATT or the WTO. In an analysis of
the various provisions on S&D treatment in 2001,
theWTO Secretariat identified some 145 provisions
spread across the different Multilateral Agreements
on Tradein Goods; the General Agreement on Trade
in Services, theAgreement on Trade-Rel ated A spects
of Intellectual Property; the Understanding on Rules
and Procedures Governing the Settlement of Disputes;
and variousMinisterial Decisions (WTO, 2001). The
Secretariat laid out the following six-fold typology
for S& D treatment: (i) provisions aimed at increas-
ing trade opportunities; (ii) provisions under which
WTO Members should safeguard the interests of
developing country Members, (iii) flexibility of com-
mitments, of action, and use of policy instruments;
(iv) transitional time periods; (v) technical assist-
ance; and (vi) provisionsrelating to least-devel oped
country Members. Of these, the only provision that
specifically involves funding is that on technical
assistance, but inthe WTO this has been confined to
assisting developing countries to meet their legal
obligations, for example, by advising them on how
to draft the legal instruments to put their commit-
ments into force in their countries.

The UN Millennium Project Task Forceon Trade
made a direct link between these adjustment issues,
S& D treatment and mandatory commitments on
technical and financial assistance. It said “whileitis
clear that developing countries benefit from freer
trade, it is equally clear that their capacity to do so
is different from that of developed countries. Devel-
oping countries generally have amore limited ability
to take advantage of new opportunities and to bear
adjustment costs. Special and differential treatment
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makes sense and should be made more effective and
operational.” The Task Force did not argue for per-
manent deviations from rules on traditional trade
policies, suggesting that the factors which guided
S& D treatment should include: “the extent to which
the rules are related to trade (market access), the
extent to which they are in line with broader devel-
opment priorities, the costs of implementation, and
the relative costs to others of non-implementation.”
The Task Force then went on to argue that assess-
ments of costs and benefitswould vary by issue and
the level of development of the country concerned,
concluding; “Where the costs are high and the trade
and devel opment benefits minimal, theissue should
not be included in the WTO. Where the costs are
high and development benefits only a longer term
priority, thereisastrong casefor extensive—but not
eternal—flexibility. Where devel opment benefitsare
greater or more immediate, a model that calibrates
commitments with assistance and gives greater
flexibility to countries to determine appropriate im-
plementation periods is appropriate. Where WTO
rules promise real and short-term trade and devel-
opment benefits, concrete technical and financial
assistance should be assured—say, through manda-
tory commitments subject to review and linked to
implementation requirements of devel oping countries.”

3. Theneed for Aid for Trade

a. Developing countries experiences with
trade reforms

The developing countries have been express-
ing their concerns about trade policy changes
following adverse experiencesin unilateral reforms,
mostly under Bank/Fund programmes, aswell asthe
high costs of implementation of the WTO Agree-
ment. Whilethere have been useful gainsin anumber
of countries, there have al so been some serious nega-
tive effects, especially in Africa. And, whilelessons
have been learned, there is still much that can go
wrong.

Typically, reform programmes supported by the
World Bank and the IMF have followed a standard
pattern of eliminating non-tariff barriers, followed
by rationalisation and progressive reduction of tar-
iffsto moderate or low levels. But, case studies show
that “despite years of experience with reform pro-

grammes, there is no recipe for monotonically
increasing levelsof welfare; reformsaretool s/instru-
ments, and serious mistakes are still being made with
regard to timing, sequencing, implementation and
inclusion of all relevant essential elements’ (Laird
and Fernandez de Cordoba, 2006). These case stud-
ies — which show reduced rates of growth and
important negative effects on unemployment after
reforms, often continuing for a number of years —
suggest that little account seems to have been taken
of adjustment costs in the design of liberalization
programmes, other than to provide balance-of-
payments support as countries undertake reforms,
while waiting for a supply response that did not al-
ways develop, and there was little use of proactive
support policiesto overcome market failuresor kick-
start a supply response, for example, using industrial
policiessuch asthe promotion of cluster groups, etc.,
that were akey part of policiesin successful econo-
mieslikelreland, the Republic of Koreaand Singapore.
These findings suggest a need for caution in asking
countriesto embark on ambitiousreform programmes,
since reform-minded governments could risk being
replaced by others that take a more protectionist
stance, which would result in reforms being stalled,
if not reversed.

Obtaining an improved export and growth per-
formance as a result of trade reforms has proved
elusive. For example, as the World Bank (2006b)
recently noted, while tariff and non-tariff barriers
have been reduced, “... export performance ... has
been highly varied. While most regions diversified
their exports, Africalargely failed to do so, and com-
petitiveness eroded for many African countries,
which contributed to their increased marginalization
in global trade. Thus, despite the efficiency gains
from trade, Bank support has not been sufficient to
help place many of its poorest clients on a path to-
ward sustained growth.” In its own evaluation of
some 15 yearsof trade-rel ated lending, the Independ-
ent Evaluation Group (1EG) of the World Bank (op.
cit.) found that the Bank had underestimated the
complexity of complementary reformsin theinvest-
ment climate, paid inadequate attention to external
factors, and gave insufficient attention to analysing
the poverty-distributional outcomes. “While eco-
nomic growth often improved after liberalization, it
could not always be attributed to an improved ex-
port supply response, but rather to more general
efficiency gains brought about by removing trade-
related distortions.” Among thekey findings, the [EG
recommended that the Bank be more systematic
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about assessing (ex ante) possible trade-related
poverty-distributional outcomes in both economic
and sector work and in lending operations.

Thisrecent research on trade reforms has some
important implications for the kinds of support that
might be offered under the aid for tradeinitiative, in
particular, raising concerns about the kind of condi-
tions that might be attached to such support. It
highlights that there is no easy one-size-fits-all ap-
proach, and the need to take account of initial
conditions in individual countries. As noted, the
World Bank has emphasized the need for ex ante
evaluations of the poverty impact of lending pro-
grammes. It has also suggested the need for a more
systematic programme of research on micro-level
adjustment to trade policies, looking at firms, house-
holds, and individuals. It has suggested the need for
greater sharing of country experiences, as well as
the need to revisit the balance between the global
and country agendas and to strengthen operational
links on trade issues.

After nearly a decade of running down its
trade-related activities, since 2001 the Bank has re-
appraised its trade activities and intensified their
focus on the global trading system and on the use of
trade-related research, advocacy, capacity building,
and mainstreaming of trade in Bank operations. On
the lending side, attention has shifted to trade facili-
tation (both physical infrastructure and institutions).
This shift in Bank trade-related activities demon-
strates an important shift away from the narrower
vision that had been characterised as the “ Washing-
ton consensus.” Again, thisis a pointer to take into
account in the design of aid for trade support pro-
grammes.

b. Costs of adjustment

A number of studies of adjustment costs were
recently reviewed by Fernandez de Coérdoba et al.
(2006). Whilethevarious studiestake different views
of the nature of adjustment costs, and use different
methodol ogies, many have concluded that the gains
from trade liberalization are often less than the ad-
justment costs, particularly in the presence of rigid
labour markets. The difference in treatment of so-
cial and private adjustment costs helps to explain
some of the variations in the findings of some em-
pirical studies.

An important issue raised in the literature is
that adjustment occurs not just due to changes in
trade policy at home as well as abroad. It may also
be caused by awide range of factors, such as tech-
nological change, changesin demand/tastes, changes
in national law, weather/natural phenomenaand po-
litical (in)stability, or as a result of international
agreements, including trade agreements. Thereisno
agreement in the literature as to whether it is feasi-
ble or desirable to try to separate the causes of
adjustment costs: the key is to put in place policies
and institutions that facilitate structural adjustment,
whatever the source. The emphasisin various studies
on labour market issues (structural unemployment),
rather than other factors of production, highlights
themajor socia concern of tradereforms, and clearly
needs to be addressed with social safety nets and
programmes for re-insertion into the labour force if
workers are to be persuaded of the long-term ben-
efits from the reforms. One implication of the main
body of studiesis that the phasing-in of liberaliza-
tion is strongly recommended.

c. Costs of implementation of commitments

There has been no attempt at thistimeto try to
estimate what it might cost to implement the kind of
programme now taking shape in the course of the
WTO negotiations, even on the most limited basis
of legal and procedural changes that might derive
from fulfilling new legal commitments. However, a
limited study was carried out by Finger and Schuler
(1999) of the costs of meeting the Uruguay Round
obligations in the areas of import licensing proce-
dures, customs valuation, technical, sanitary and
phytosanitary standards (SPS), and intellectual prop-
erty law. AsFinger and Schuler point out, implementing
such reforms are investment decisions in that im-
plementation required the purchase of equipment,
training people, establishing systems of checks and
balances, etc.

As an illustration of the amount of money in-
volved, Finger and Schuler showed that, to gain
acceptance for its meat, vegetables and fruits in
industrial country markets, Argentina spent over
$80 million to achieve higher levelsof plant and ani-
mal sanitation. Hungary spent over $40 million to
upgrade thelevel of sanitation of its slaughterhouses
alone. Mexico spent over $30 million to upgrade in-
tellectual property laws and enforcement. As Finger
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and Schuler argue, “thosefigures, for just three of the
six Uruguay Round Agreements that involve restruc-
turing of domestic regulations, cometo $130 million”
which they state is more than the annual develop-
ment budget for seven of the twelveleast devel oped
countries for which they were able to identify that
part of the budget.

Whileit isindisputable that many LDC institu-
tionsare weak, and would benefit from strengthening
and reform, the question arises whether spending
scarce resources on these items is the highest devel -
opment priority, especially in countries with a high
incidence of disease and many other basic needs.
But, unlike previous rounds of trade negotiations
which allowed participants to opt out of certain
agreements, the Uruguay Round eliminated this op-
tion with its “ Single Undertaking” committing all
membersto all part of the agreement. As Finger and
Schuler point out, the WTO obligationsreflect little
awareness of development problems and little ap-
preciation of the capacities of the LDCsto carry out
the functions that SPS, customs valuation, intellec-
tual property, etc. regulations address. Moreover,
because of their limited capacity to participateinthe
Uruguay Round negotiations, the WTO process has
generated no sense of “ownership” among the de-
veloping countries of the reforms to which they
became committed.

d. Addressing supply-side and institutional
constraints

For LDCs and many other developing coun-
triesthat are beneficiaries of special preferencessuch
asthose available under the Cotonou Agreement, the
Caribbean Basin Initiative, the African Growth and
Opportunity Act (AGOA), and so on, thetrade issue
is not market access, but that of building supply ca-
pacities and being able to compete on world markets.
There is considerable evidence from UNCTAD’s
various Least Developed Countries Reports about
weaknessesin production capacities, which arealso
applicablein many other devel oping countries—see,
for example, the UNCTAD LDC reports for 2004
and 2006.

Of the various factors that make up the weak-
nesses on the supply-side, a number of studies
highlight transport infrastructures as particularly
important role at the early stage of the export sector

development (Fugazza, 2004; Lim&o and Venables,
2001). Fugazza comments that “African countries
could do much to lift their supply capacity by in-
vesting intransport infrastructure” and notesthat “the
fact that this sort of investment has not occurredin a
significant manner in the last two decades could
explain the very low upward mobility of African
countries in export performance’.

Among other constraints commented on by
Fugazza (2004) isthe high cost of capital. Typically,
in many developing countries, interest rates are in
the order of 2030 per cent, amajor burden for small
and medium-size enterprises that do not have ac-
cessto international financial markets. To overcome
this obstacle, a number of countries have imple-
mented various schemesto reducethe costs of capital
to small and medium-size enterprises. These range
from large operations such as Brazil’s Banco
Nacional de Desenvolvimiento (BNDES) to Bang-
ladesh’s Grameen Bank and other micro-financing
schemes. Various Ex-Im banks have also played a
role in export finance and insurance.

Aidfor trade could well be directed specifically
at some of these supply-side issues. For example, do-
nors have tended to neglect large-scale infrastructure
projects in recent years, but the evidence suggests
that thisisan areawhere they need to re-direct their
attention, especially sincethereturnstend to belong-
term, reducing the likelihood of attracting private
capital. In the same way, a coordinated approach —
by donors, the IFIs and regiona banks — could do
much to tackle the issue of the high-cost of finance
by supporting local development banksto fill in the
weaknesses in private sector financing at the early
stages of development.

Foreign direct investment (FDI) can aso help
overcome weaknesses in domestic capital markets,
but perhaps more important isthat FDI can bring in
new technol ogies and increase productivity, contrib-
uting positively to export performance, as has been
argued in a number of UNCTAD’s World Invest-
ment Reports.t Theavailability of financeand of FDI
may also becrucial in order to achieve and maintain
competitiveness by using best practice techniques
and technology, for example, having flexible and
efficient production lines, as well as training work-
ers and middle and upper managers.

The ability to attract FDI is often influenced
by factors such as political stability, the availability
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of an educated labour force, a stable and reliable
legal framework for business, and other governance
factors. It is often argued that these factors are more
important than specific fiscal investment incentives
in attracting FDI (or stimulating domestic investment
for that matter). Investment in education, al so stressed
in the World Economic Forum (WEF) (2006), has
been crucial in the success of East Asian countries
and Eastern European countries.

Studies that emphasize the role of incentives
refer to the broad institutional and policy framework
(see, for example, Easterly, 2001), rather than spe-
cificfiscal incentives, such astax breaks, whoserole
has been downplayed by various international or-
ganisations such as the United Nations Industrial
Development Organization (UNIDO) and the World
Bank, although they may have been afactor intheini-
tial phase of attracting FDI in anumber of countries.

Of course, the specific factors that need to be
addressed in any individual country canvary widely,
and solutions need to be tailored to each country’s
own needs. Some of these issues are for govern-
ments, while others need attention from the private
sector itself. Many issues may be best tackled within
the context of apublic-private partnership, with busi-
ness and government working together to achieve
sustainable devel opment.

e. Building export competitiveness

The World Bank identified the failure to pro-
duce an export supply response in reforming
countries as a key weakness, consequently giving
competitiveness high priority in the context of aid
for trade in a recent paper for the Executive Direc-
tors of the Fund (World Bank and IMF, 2007). The
emphasis on competitivenessisnot new to the Bank,
having been the subject of its concerns for many
years (see, for instance, Harberger, 1988; Keesing
and Singer, 1990).

Being internationally competitive refers to the
ability of acountry or firmto offer its products abroad
at a price below or near the price asked by rivals
abroad — necessarily without risking its survival
through ruinous competition. Thus, revenues have
to cover costs and provide amark-up (or profit) that
can be distributed to shareholders or, alternatively,
can beretained in order to finance futureinvestments.

Improving competitiveness implies reducing unit
costs relative to competitors in foreign markets,
which can be achieved through a variety of means.

First, productivity increases lower unit costs.
If a hundred workers produce two hundred units of
output instead of one hundred, and do so at un-
changed wages (and other variable costs), costs per
unit decrease by 50 per cent. From the supply-side
productivity increases can be fostered through im-
plementation of policies such as building quality
institutions, improving transport and market infra-
structure, providing healthcare, higher education and
training and supporting technology diffusion, inno-
vation and business sophistication. These ideas
underlie the position of the WEFs Competitiveness
Report which states that “... we understand national
competitiveness as the set of factors, policies and
institutions that determine the level of productivity
of a country. Raising productivity — meaning better
use of available factors and resources — is the driv-
ing force behind the rates of return on investment,
which in turn determine the aggregate growth rates
of an economy” (WEF, 2006).

However, generating (export) growth through
indirect market-oriented supply-side policiesand in-
stitution building does not stand out asadevel opment
successstory —in sharp contrast to export-led growth
of developing countries with managed exchange
rates. A competitive real exchange rate directly de-
creases the relative price of a country’s exports in
markets abroad, and allows still uncompetitive in-
dustries to gain market shares and develop brands.
Exports, in turn, are relatively high productivity
goods, and arise in the share of such traded goods
in output increases overall productivity. A managed
real exchange rate increases exports, generates
productivity growth and thus facilitates positive
feedback to competitiveness. The fundamental in-
sight goes back to Verdoorn (1949) and Kaldor
(1978), who discussed the strong positive relation-
ship between manufacturing output growth and
productivity. Frenkel and Taylor (2006) analyse the
relationship in an open economy setting, and Frenkel
(2007) elaborates on monetary policy issues associ-
ated with exchange rate targeting. The importance
of getting the real exchange rate right has also been
stressed by Harberger (1988), Thomas and Nash
(1990). Laird and Messerlin (2003) show that for a
sample of Asian and L atin American countriesaone
percentage point decreaseinthe REER index led to a
0.46 percentage point increasein theindex of exports.
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Obvioudly, an exchange rate policy is deter-
mined by national monetary authorities and as such
is subject neither to multilateral trade agreements
nor to a potential deal on aid for trade. However, a
variety of direct measures, targeted by aid for trade,
can be seen as complementary to an exchange rate
policy. Examples are the establishment of export
processing zones or industrial parksaswell as cluster
group formation. Export subsidies and State-trading
enterprises (STE) can further improve a country’s
competitiveness.

The World Bank has as well emphasized the
importance of the import regime as a factor in ex-
port performance, e.g. inrelation to trade procedures
or duty drawbacks. However, the issue is much
broader in that there is a general link between im-
port and export regimes, first propounded in 1932
by Abba Lerner who showed that import taxes also
worked through the economy to implicitly tax ex-
ports (the so-called Lerner Equivalence theorem).
Thisis one of the central ideas behind reform pro-
grammesthat emphasi ze the elimination of non-tariff
barriers and reduction of tariff rates. However, as
we have seen, liberalizing import regimes does not
produce an immediate response in terms of overall
economic growth or in export performance, as dis-
cussed previously.

The beneficial effects of reforms need time to
manifest and there often are negative effectsin the
short to medium term that require resourcesto man-
age. Unfortunately, some of the reform packages
seem to have underestimated the length of time and
overestimated the capacity of developing economies
to adjust, as in Africa, while other packages have
included conditionsthat have exacerbated the situa-
tion, for example, in the Asian crisis of 1997-98.

4. Developmentsin theWTO
a. TheHong Kong Ministerial Declaration

In response to the concerns of the developing
countries about the costs of implementation and
possible negative impact of the current WTO nego-
tiations, WTO Members at the Hong Kong Ministe-
rial Conference of the WTO in December 2005
invited the WTO Director-General “to create a task
forcethat shall provide recommendations on how to
operationalize Aidfor Trade” and to make recommen-

dations on how Aid for Trade might contribute most
effectively to the devel opment dimension of the cur-
rent WTO negotiations. The Director-General was
also invited to consult with Membersaswell aswith
the IMF and World Bank, relevant international or-
ganisations and the regional development banks on
“appropriate mechanismsto secure additional finan-
cial resources for Aid for Trade, where appropriate
through grants and concessional loans.” The Hong
Kong Declaration (paragraph 57) also stated that
“Aidfor Trade should aim to help devel oping coun-
tries, particularly LDCs, to build the supply-side
capacity and trade-related infrastructure that they
need to assist them to implement and benefit from
WTO Agreements and more broadly to expand their
trade. Aid for Trade cannot be a substitute for the
development benefitsthat will result from asuccess-
ful conclusion to the DDA, particularly on market
access. However, it can be a valuable complement
to the DDA.”

In arelated decision, the WTO Ministers in
Hong Kong, China, welcomed the establishment of
aTask Force by the Integrated Framework (1F) Work-
ing Group, endorsed by the IF Steering Committee
(IFSC), to make recommendations for an enhanced
IF (finally adopted on 1 May 2007), including: how
to provide increased, predictable, and additional
funding on amulti-year basis; how to strengthen the
I Fin-country, including through mainstreaming trade
into national development plans and poverty reduc-
tion strategies; more effectivefollow-up to diagnostic
trade integration studies and implementation of action
matrices, and achieving greater and more effective
coordination amongst donors and I F stakeholders, in-
cluding beneficiaries; and how to improve the IF
decision-making and management structure to en-
sure effective and timely delivery of the increased
financial resources and programmes.

Following the WTO meeting in Hong Kong,
China, theWTO Secretariat prepared aconcept note
onAid for Trade, which also linked the enhanced | F
toaid for trade (WTO, 20064d). The paper noted that
“by the end of the Round, there will need to be evi-
dence that ‘secure’, ‘additional’ and ‘predictable
Aid-for-Trade is being provided.” The paper ex-
pected that “appropriate mechanisms to guarantee
this” would be expected to emerge from a consulta-
tive process. It also noted that “at a minimum,
developing countriesand LDCswill expect evidence
that substantial fresh money is being made avail-
able. They expect Aid-for-Trade to go well beyond
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the scope of the IF, and help them to cover the costs
of implementing WTO Agreements, macroeconomic
adjustment, training and institution-building, and
supply-side capacity and infrastructure.” The paper
also commented that statements made by donors at
the Hong Kong meeting suggested that they were
supportive of these expectations,? and that it seemed
that “the amount of new money they are prepared to
commit to Aid-for-Trade is potentially much larger
than for the IF.” The paper singled out trade facilita-
tion as an area where aid for trade could make an
important contribution.

The paper pointed out that both the IMF/World
Bank Development Committee and the OECD De-
velopment Assistance Committee (DAC) favoured
theimprovement of existing mechanismsrather than
the creation of new ones to handle aid for trade.

Asfar asthe WTO’s own role was concerned,
the WTO paper suggested that thiswas one of advo-
cacy, encouraging agencies and donors to increase
the resources for aid for trade on favourable terms.
It also said it would encourage trade ministries in
developing countries and LDCs to work domesti-
cally for trade to receive a higher profile in the
process of attracting and allocating ODA at the na-
tional level. It acknowledged that it would need to
work withmultilateral, regional and bilateral donors
under the coherence mandate to increase flows of
technical and financial assistance to trade through
existing channels.

The WTO aso proposed to work with OECD
on data on bilateral aid for trade flows as well as
asking the World Bank, the IMF and regional devel-
opment banksfor dataon their aid for trade activities.

b. Submissions by WTO Members and
international agencies

As well as the various financia institutions, a
number of other international delegationsand WTO
Members responded to the Concept Note and pro-
vided inputsto the Task Force. Theseareal available
on the WTO website under two document series:
WT/AFT/* and WT/COMTD/AFT/*.

TheWTO Secretariat has also produced acom-
pilation of contributions from intergovernmental

organizations (other than OECD) to the Task Force
(WTO, 2006c). Thisincludes:

* Anoverview of the current scope and content
of the aid for trade programmes of the various
institutions.

* Anassessment of outstanding, important trade-
related needs that are not currently being met.

* The extent to which trade, as a vehicle to pro-
mote growth, devel opment and poverty reduc-
tion, has been adequately addressed in coun-
tries’ development plansand poverty reduction
strategies.

* How trade-related needs and priorities should
be identified.

* The adequacy of the existing system of deliv-
ery mechanisms for aid for trade, and what
options might exist to address any gaps.

* The need to strengthen monitoring and eval ua-
tion, and how this should be done.

* The role of the private sector in identifying
needs and implementing responses.

* How aid for trade should reinforce the princi-
ples of aid effectiveness of coherence.

The responses to these questions are taken up
in the report of the Task Force (below).

A useful comparison table of the various rec-
ommendations, proposalsand viewson aid for trade
by a number of WTO Members, international Or-
ganizations, NGOs and individual authors has also
been compiled by the International Centrefor Trade
and Sustainable Development (ICTSD, 2006). A
number of groupsthat are major beneficiaries of aid
for trade made substantive contributions, for exam-
ple, Benin on behalf of the African Group (WTO,
2006d), Zambia on behalf of the LDCs (WTO,
2006€e) and Mauritius on behalf of the African, Car-
ibbean and Pacific Group of States (ACP Group)
(WTO, 2006f). The major devel oped country donors
do not appear to have made any written contribu-
tion on the general issue, although the European
Union (EV) did make a submission on engaging the
private sector on aid for trade.

Asdiscussed earlier in the paper, the IFIs tend
to take afairly wide view of the needs that might be
covered by aid for trade, and they also view their
lending activities as covered by the definition, not
merely official development assistance. They aso
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consider that there is no need for any new body to
administer aid for trade, thereby opposing the
proposal by Stiglitz and Charlton (2006) for astand-
alone Global Trade Facility. In their submissions to
the aid for trade Task Force, the African Develop-
ment Bank and the LDC Group seemed to support
the establishment of a special trade funding facility.
However, thiswas not supported by other developing
countries. The ACP group, however, suggested that
the current IF model was agood framework with re-
spect to governance structure, involvement of relevant
agencies and management of funds. Alternatively, it
suggested that it might be possible to consolidate
existing multilateral TCB trust funds, modelled on
that of the Global Environment Facility. UNCTAD
said that, if the global facility were not to be estab-
lished, then an option might be the establishment of
consolidated mechanism funding —asort of umbrella
facility of aid for trade funding mechanisms, which
would regroup existing, separate funding mechanisms
to provide acoordinated response to country-specific
needs and requestsfor aid for trade. Thiswould func-
tion like adoor conference, but on less of an ad hoc
basis than the current mechanism. UNCTAD sug-
gested that it would be desirable to have a clear
division of labour between the funding agenciesand
mechanisms on the one hand, and implementing
agencies, on the other.

OECD would exclude aid for trade from cover-
ing macroeconomic or microeconomic adjustments,
such as socia safety nets, balance of payments sup-
port for compensation for potential costs from
multilateral liberalization, such as preference ero-
sion or areduction in government revenue (OECD,
2006). It would appear that OECD is arguing that
these kinds of adjustments should not be on the aid
for trade agenda, but not that they are undeserving
of support, and it notes that the World Bank and the
IMF have been supporting developing countries
adjustment efforts arising from a host of factors, in-
cluding trade reforms, and will continueto do so. In
seeking to exclude these broader kinds of adjust-
ments from the aid for trade agenda, OECD seems
to be divided from the large majority of other agen-
cies and WTO Members that made submissions to
the aid for trade Task Force perhaps reflecting its
own historical concern with ODA, rather than as-
sistance in the broader sense.

The mgjority of submissions emphasized the
need for “additionality”. TheACP Group, and Oxfam
argued that aid for trade support should be prima-

rily in the form of grants. The Inter-American De-
velopment Bank also suggested that the resources
should be predictable, long-term and grant-based
money. Oxfam also added that aid for trade should
be free of economic conditions.

Most submissions emphasized the importance
of country ownership and suggested that needs
assessment should be country-driven. Several sub-
missions stressed the need for a diagnostic study to
determinethe needsand prioritiesof individua coun-
tries.

Themajority of submissionssuggested the need
for amonitoring mechanism on the delivery and ef-
fectiveness of aid from trade. Several submissions
suggested that such a mechanism should be housed
withintheWTO. However, the African Development
Bank suggested the need to establish a monitoring
body, consisting of the WTO, multilateral develop-
ment banks, NGOs, and civil society, similar to the
Africa Partnership Forum.

A number of submissions referred to arolefor
the private sector. For example, the submissions re-
ferred to: the need for public-private partnerships;
the need for the private sector to have arole in de-
termining the development needs of the country,
including private sector projects as potential benefi-
ciaries, for example, in the context of enterprise
development; the need to focus on private sector
development by facilitating the improvement of the
business environment for exporters; apotential role
for the private sector in providing expertise and fi-
nancing, coordinating with other donors. Thus, the
private sector was seen both as a beneficiary of aid
for trade as well as a contributor in public-private
partnerships.

c. TheWTO Task Forceon Aid for Trade

The Task Force, chaired by the Ambassador of
Sweden, Ms. MiaHorn af Rantzien, reported back to
the WTO in July 2006, setting out adetailed course of
action for Aid for Trade, with guidelines on funding,
identifying recipients priorities, needs assessment
and monitoring (WTO, 2006b). This report was
adopted by the WTO General Council in October 2006.
The Task Force did not recommend anew agency to
administer Aid for Trade, but stressed the need for a
better coordination mechanism at the national, regional
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and multilateral levels. The WTO Director-General
has also stressed the WTO’s role in “promoting co-
herence” through monitoring aid for trade.

The Task Force considered that aid for trade
was about “ assisting devel oping countriesto increase
exports of goods and services, to integrate into the
multilateral trading system, and to benefit from lib-
eralized trade and increased market access.” The
Task Force believed that effectiveaid for tradewould
“enhance growth prospects and reduce poverty in de-
veloping countries, as well as complement multilat-
eral trade reforms and distribute the global benefits
more equitably across and within developing coun-
tries.”

The Task Force also set the general framework
for the discussion by making it clear at the beginning
of itsreport that “additional, predictable, sustainable
and effective financing is fundamental for fulfilling
theAid-for-Trade mandate”. And it also recalled that
“substantial additional targeted resources for trade-
related programmes and projects’ had been pledged
at the WTO's Hong Kong Ministerial Conference
“and against the background of the broader interna-
tional commitment at the United Nations Conference
in Monterrey and the G8 Summitsin Gleneaglesand
St. Petersburg to significantly scale up development
assistance by 2010.” Importantly, the Task Force
considered that, in order to measure “additionality”
and the adequacy of funding available, it would be
necessary to take stock of what is being done today,
and this led to the specific proposal to review the
scope of the Joint WTO/OECD Databasein thelight
of the Task Force's definition, and to update the in-
formation on the basis of needs and responses by
both providers and recipients of aid for trade. This
would a so beimportant for amonitoring and eval u-
ating mechanism that the Task Force considersto be
essential in building confidence that increased aid
for trade will be delivered and effectively used. It
also notes that all the providers of aid for trade and
the recipient countries have the responsibility to re-
port on progress and results.

Concerning the scope of aid for trade, the Task
Force said that it should be defined in away that is
“both broad enough to reflect the diverse trade needs
identified by countries, and clear enough to estab-
lish a border between Aid for Trade and other
development assistance of whichitisapart.” It went
ontolist thefollowing categories, based on the Joint
WTO/OECD Database:

* Trade policy and regulations, including the
training of trade officials, analysis of propos-
als and positions and their impact, support for
national stakeholders to articulate commercial
interest and identify trade-offs, dispute issues,
institutional and technical support to facilitate
implementation of trade agreements and to
adapt to and comply with rules and standards.

* Trade development, including investment pro-
motion, analysis and institutional support for
tradein services, business support servicesand
institutions, public-private sector networking,
e-commerce, trade finance, trade promotion,
market analysis and devel opment.

* Trade-related infrastructure.
 Building productive capacity.
* Trade-related adjustment.

* Other trade-related needs.

Thisisavery broad definition that could likely
cover all potential trade and trade-related needs,
which, given the inclusion of the category “other
trade-related needs’, hardly establishes a border
between aid for trade and other development assist-
ance, as was the stated intention of the Task Force.

Two other parts of the report by the Task Force
deserve mentioning. The first is alist of what the
Task Force considered to be the major challenges
remaining in integrating trade into development
strategies. These include:

* Low attentionto trade asatool of development
in recipient countries and in donor agencies.

* Insufficient trade mainstreaming in national de-
velopment strategies and Poverty Reduction
Strategy Papers ( PRSPs).

e Lack of private-sector involvement in identi-
fying trade needs.

* Limited absorptive capacity in recipient coun-
tries.

* |nadequate linking mechanismsand lack of pre-

dictability in donor response to trade priorities
identified at the national and regional levels.

¢ | ack of coordination and coherencein donors
trade-related responses.

e Slow, duplicative and bureaucratic processes
in the assessment and delivery of trade assist-
ance, including burdensome parallel structures
within recipient countries.
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* Lack of dataon, and analysis of, trade policies
and their impact on devel opment, lack of easily-
available information on existing Aid-for-Trade
instruments.

* |neffective monitoring of trade-related coun-
try policies and donor activities; absence of
rigorous, independent project and programme
evaluation and impact assessment.

e Limited support for regional, sub-regional and
cross-border trade-related programmes and
projects.

* Inadequate support to address the adjustment
costs of trade liberalization.

e Insufficient resourcesfor infrastructureand pro-
ductive capacity building.

 Uneven country coverage.

The second element worth reporting iswhat the
Task Force considers to be the objectives of aid for
trade. These are:

* To enable developing countries, particularly
LDCs, to usetrade more effectively to promote
growth, development and poverty reduction,
and to achieve their development objectives,
including the Millennium Development Goals
(MDGs).

* Tohelp developing countries, particularly LDCs,
to build supply-side capacity and trade-related
infrastructure in order to facilitate their access
to markets and to export more.

* Tohelpfacilitate, implement, and adjust to trade
reform and liberalization.

* To assist regional integration.

* Toassist smoothintegration into theworld trad-
ing system.

e Toassstinimplementation of trade agreements.

The report goes on to say that aid for trade
should be guided by the Paris declaration on aid ef-
fectiveness, applicable to donors, agencies and
beneficiaries, including key principles such as coun-
try ownership, mutual accountability, aligning aid
to national development strategies, effective donor
coordination, harmonization of donor procedures,
use of programme-based aid modalities, managing
for results, transparency, and predictable, multi-year
commitments. The report states that there is a need
to strengthen the demand side, through a commit-
ment to country ownership and country-driven

approaches, such asin setting priorities. It statesthat
donors should give more attention to trade issuesin
the aid programming and strengthened their trade
expertisebothinthefield and at headquarters. It also
makes the point that greater donor and agency coor-
dination and harmonization of proceduresarecritical.
It suggests the need to better match the demand and
response sides of the aid equation, for example
through a “National Aid-for- Trade Committee”,
which would include recipient countries, donors, and
other relevant stakeholders, such asthe private sec-
tor, under the leadership of relevant ministries. He
report emphasizes the need for greater coordination
between donors and the main international agencies
delivering aid for trade. It also suggests that techni-
cal cooperation among developing countries is a
valuable tool to deliver effective results because of
their common experience and understanding of the
challenges they face. These points are extensively
elaborated in the report and included in an exten-
sivelist of specific recommendations.

In relation to the WTO negotiations, the Task
Force considered that aid for trade was a comple-
ment to, not a substitute for, the Doha Round, but
was not conditional upon its success. It noted that
aid for trade was important in its own right, and
should assist developing countries to benefit from
increased trade opportunities multilaterally (both
from previous rounds and from the anticipated re-
sults of the current WTO negotiations), regionally,
bilaterally and unilaterally. The Task Force there-
fore recommended that aid for trade should be
operationalized as soon as possible. It argued that
increasing trade opportunities for developing coun-
tries, in particular the LDCs, remained the most
important contribution that the WTO could make to
development, but it al so noted that a successful con-
clusion of the negotiations would increase the need
for assistance to implement new agreements (e.g.,
Trade Facilitation), to ease adjustment costs, and to
make use of new market access.

Finally, the Task Force urged WTO Members
to implement its recommendations expeditiously. It
suggested akey role for the WTO Director-General
in following up on the recommendations of the Task
Force, including by pursuing his mandate to consult
on “appropriate mechanisms to secure additional
financial resources for Aid for Trade” so that the
mandatein the Hong Kong Declaration could beim-
plemented in a holistic manner. Among these rec-
ommendations for follow-up, it suggested that he
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should establish an ad hoc consultative group to take
forward the practical follow-up of these recommen-
dations, and invited him to convene an initial re-
view of Aid for Trade, with the participation of all
relevant stakeholders. It also suggested that theWTO
Secretariat conduct an assessment of associated Aid-
for-Trade needsin devel oping countries, particularly
those most affected, including LDCs, and of how
aid for trade could contribute to the development
dimension of the Doha negotiations.

d. Follow-up actionson Task Force
recommendations

A general review of Aid for Tradeis scheduled
for November 2007, preceded by three regional re-
views covering Latin America, Asiaand Africa, that
began in September 2007.

At the WTO General Council meeting in De-
cember 2006, the Director-General said that the pro-
posal from monitoring and evaluation at threelevels:
global monitoring carried out by the OECD-DAC;
donor monitoring, in the form of self-evaluations;
and in country assessments, done by the recipients.
He suggested that these inputs should be addressed
in periodic reviews in the Committee on Trade and
Development (CTD), in order to give all members
an opportunity to discuss the findings and express
their views, with the aim of bringing the findings
together in an annual report on aid for trade.

At thefirst session of the CTD on aid for trade,
the chairman said that the CTD could play a key
role in moving from the policy discussion phase to
the implementation phase. To launch the process,
the OECD-DAC Secretariat had asked to giveapre-
liminary global perspective on ODA flows related
to trade, trying its existing Creditor Reporting Sys-
tem (CRS). The CTD was also planning to invite
multilateral and bilateral agencies to share the re-
sults of their own self-evaluations.

Also at the first session of the CTD on aid and
trade, arepresentative of the OECD made a presen-
tation, saying that, using the current CRS categories,
statistics show that of the period 2002 to 2005 com-
mitments to trade devel opment assistance with just
over $2 billion, productive capacity building assist-
ance of arole $9 billion, infrastructure or work
$11 billion and general budget support averaged

$5 billion. Hea so observed that commitmentswhich
had been made since the Monterrey Financing for
Development Conference in 2002 called for an ad-
ditional $50 billion of ODA from 2004 to 2010. This
included the doubling of aid for Africafrom $25 to
$50 billion. He noted that these commitments had
been reaffirmed by a meeting of the G8 develop-
ment ministersin Berlin and included the Hong Kong
Aid for Trade pledges and the Gleneagles commit-
ments. He also noted that theinternational community
was still undertaking a big debt relief effort which
explained the slight projected increasesin ODA for
2007 and 2008. However, for the years 2009 and
2010, there would need to be a very sharp scaling
up of aid if the objectives that had been fixed so far
were to be met. This had to be seen in the light of a
fall in ODA of 5 per cent in 2006. Excluding debt
relief, ODA had fallen by 1.8 per cent. A substantial
annual increase in ODA was needed. Finally, he
noted that Aid for Trade, using the definition in the
Task Force report, amounted to 26 per cent of total
ODA. Forty-one per cent of ODA was spent in so-
cial and administrative infrastructure, including
education, health and governance. He observed that
these categorieswere not irrelevant toAid for Trade,
since any country which wanted to diversify its
economy and its exportswould haveto pay attention
to itshuman resources base. This should not beignored
when carrying out the Aid for Trade monitoring.

The CTD also held an aid for trade meeting in
April 2007 to provide information on trade finance
for developing countries. Senior representatives of
the Asian Development Bank, the European Bank
for Reconstruction and Development, the Inter-
American Development Bank and the IFC made
presentations. It was stated that the international fi-
nancial institutions (IFIs) were running a global
network of Trade Finance Facilitation Programmes
(TFFP) that were acknowledged to fit well with the
aid for trade initiative. The TFFPs did not require
further administrative structures, they were demand-
driven, with demand outweighing supply; donor
funding also existed, but needed to be topped up to
boost the supply of trade finance; TFFPs provide
“global coverage’ to small and medium-size enter-
prises (SMEs) and small banks from all around the
world, without regional exclusion; the leverage of
such programmesis very high on trade flows ($4 of
trade“produced” for $1 dollar of guarantee); TFFPs
benefit small private sector playerswhich would not
have a chance to trade without these programmes,
finally, technical assistance wasalso provided by all
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IFls (at donor cost) since the ultimate objective was
to allow developing countries to handle their own
trade financing.

5. Private sector issues

As noted earlier, the role of the private sector
was raised by the WTO Secretariat in its survey of
activities by international organizations. The re-
spondentsgenerally said that it wasimportant to take
account of the views of the private sector in design-
ing aid for trade programmes. The WTO/UNCTAD
International Trade Centre (ITC), for example, said
that: “Most of the benefits of development derive
directly from the activities of the private sector, in-
cluding the largest and the very smallest enterprises
and local non-profit agencies. The private sector
should havean equal, if not even apre-eminent role,
in determining the devel opment needs of a country.
... For reasons of sustainability also, private inter-
estsmust beinvoked sinceit isthey which principally
drive the development process, with or without do-
nor support.”

This centrality of the private sector was also
highlighted by Brewster and Njinkeu (2007), who
noted that there had been little success in creating
an environment conducive to private sector devel-
opment in developing countries and LDCs. They
noted that the cost of doing business in these coun-
tries was still high due to inadequate physical
infrastructure or poor access to credit, investment
capital and banking services. In these countries, the
overwhelming majority of private business units
were micro, small or medium-sized enterprises, co-
existing with aformal sector. These enterpriseswere
often too small to achieve not all division of |abour
and internal specialisation in their business opera-
tions. Brewster and Njinkeu said that ground-based
resources were not traditionally used for financing
capital investment for the private sector. They sug-
gested that it would be more likely that aid for trade
grant resources could be used as seed money to at-
tract the participation of commercial banks in
economic activities, for example, by softening the
terms and conditions for accessing resources that
might otherwise be available only on commercial
terms. Their assessment of this need seems to con-
tradict the statements made by the regional banks at
the meeting of the WTO CTD (above) on the avail-

ability of trade finance, but it is consistent with the
findingsof Laird and Ferndndez de Cérdoba (2006).

UNCTAD saw the private sector as both aben-
eficiary of aid for trade as well as a contributor in
public-private partnerships, and, it said, enterprise
development should accordingly be a key compo-
nent of aid for trade. In this, it emphasized trade
facilitation, where the private sector, as the main
direct beneficiary, could act as a partner of the gov-
ernment agency in the design and implementing of
solutionsto simplification. “ The trading community
and the providers of trade support services can
improve their commercial practices and thereby
contribute to lower transaction costs and times. ...
The private sector has shown initiative in relevant,
if infrequent, cases where their contribution, both
financia and inkind, has hel ped to devel op advanced
systems and train government officials in the use
of modern trade-monitoring management tech-
niques.”

As mentioned earlier, the EU also made a sub-
mission on how to engage the private sector on aid
for trade. It said that the private sector could try to
add additional value by creating innovative business
solutions for specific trade constraints in develop-
ing countries and thus transferring technology and
know how. The private sector could also help by
identifying constraints to trade development, hav-
ing first-hand knowledge about the constraintsfacing
trade development. It suggested that the role of the
private sector could take different forms such as an
advisory role, participation in the management of
activities for trade and private sector development,
the development of action plans, or more directly
creating public private partnerships to supply spe-
cific services or to deliver goods and servicesto the
government or other companies. A very important
topic that could be addressed in this context would
be the involvement of the private sector in develop-
ing regulations and operational support for backbone
support services (financial services, transport services,
customsand port functioning, utilities). Specifically,
the following actions could be considered:

* Governments should include the private sector
in their trade policy processes and actively in-
volve them in trade diagnostics work, design,
implementation and monitoring of Aid-for-Trade
actions. Where the appropriate institutional
mechanismsare lacking, they should be created,
building on what is already there.
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* Private sector organizations, such as chambers
of commerce and branch organizations, in de-
veloping countries should be supported, for
instance through training, studies, seminars, to
enable the private sector to participate in the
trade policy process and the development and
implementation of Aid-for-Trade plans.

* Donors should use donor groups on private sec-
tor development to promote and coordinate
support for trade.

* Public Private Partnerships should be consid-
ered as adelivery mechanism for TRA.

* At the global and regional level, associations
of the private sector should be involved in the
Aid-for-Trade debate, for instance through in-
viting them to events on Aid for Trade. They
could then encourage their members to play a
more active role in developing countries, in-
cluding through providing know-how, training
and advice.

In asubmission to the Task Force, Zambia, on
behalf of the LDC Group, also made a submission
concerning the role of the private sector in aid for
trade (WTO, 2006k). Zambia argued that Value
Chain Analysis was one of the tools that could be
used to effectively pin point the needs and gaps on
which aid for trade projects could focus so as to de-
liver maximum value for the least possible cost in
LDCs and other developing countries. It suggested
that Value Chain Analysis could help:

* To increase the competitiveness of the private
sector and expansion of exports.

» Enhance productivity and value addition.

* |dentify, cost and propose measures needed to
minimize impediments and improve the envi-
ronment for both public and privateinvestment.

* Promote better understanding of the character-
isticsand inefficiencies of specific value chain.

 Strengthen linkages along the primary-to-finished
goods supply chain.

* |dentify new market opportunities and meas-
ures of ensuring sustainability.

* |dentify interventions concerning policy, insti-
tutional and administrative reforms as well as
physical infrastructure needs with the greatest
impact on efficiency along the value chains.

The use of value chain analysis in relation to
aid for trade was also suggested by Brewster and
Njinkeu (op. cit.) and Wilskaand von Bonsdorff (2006).

Clearly there are a number of issues related to
aid for trade that can usefully be addressed as a co-
operative effort by government and business. Such
partnership efforts can be used to identify problems
and possible solutions, and such public/private sec-
tors partnerships seem to have been important in a
number of countries, such as Ireland, Mauritius and
Singapore.

6. Conclusions

Thereisnow widespread acceptance of the need
for aid for trade which could make a useful contri-
bution to achieving the MDGs, in particular under
Goal 8. Thisderivesin part of therolethat trade can
play in economic development, aswell asthe grow-
ing appreciation that this is not an autonomous
process, but needs a pro-active support, and that,
badly managed, trade reforms can cause consider-
able damage.

However, the discussionsthat havetaken place
on aid for tradein the last few years have thrown up
anumber of questions that need aresponse to allow
the international community to move on the issue.
The key questions seem to be the following (from
the WTO Secretariat’s Concept Paper of January
2006). How much new money is to be made avail-
able (without cutting into other official development
assistance)?What isthe nature of the money —grants
or loans? And, what policy conditionality is likely
to be attached to its disbursement? To these ques-
tions might be added: What will be covered by aid
for trade? Who will be eligible? How will the aid be
administered? Who will overseeaid for trade activi-
ties? And, finally, what is the link, if any, with the
WTO negotiations?

As far as new funding is concerned, this was
promised at recent G8 meetings and was confirmed
most recently in the G8 Trade Declaration at
Heiligendamm in 2007, which stated: “Building up
onthe G8 Summitsin Gleneaglesand St. Petersburg
and the recommendations of theWTO task force on
Aidfor Trade we urge all donorsto improve quality
and quantity of the means available by 2010 and



Aid for Trade: Cool Aid or Kool-Aid? 21

encourage partner countries to include the AfT
agenda in their poverty reduction and national de-
velopment strategies.”

World Bank papers seems somewhat sceptical
of the feasibility of attracting additional funds for
aid from trade, as, in practice, aid allocation deci-
sions by donors is likely to be done in the general
context, and increasing aid for trade is likely to re-
guire sometrade-offs. Asnoted by the representative
of the OECD at the recent meeting of the WTO'’s
CTD, there have been slight projected increases in
ODA for 2007 and 2008 whiletheinternational com-
munity was continuing to make an effort on debt
relief, but for 2009 and 2010, there would need to
be a very sharp scaling up of aid if the objectives
that had been fixed so far were to be met.

On the nature of the assistance, most of those
engaged in the debate— and certainly the IFIs—seem
to think that the concept refers to both grants and
loans. (ThelFI papersrefer to “concessional” loans,
but in World Bank and IMF, 2007, it is noted that
this would exclude much of the trade-related lend-
ing by the World Bank and regional development
banks). However, in so far as the main monitoring
exerciseisconcerned, whereby OECD-DAC ispro-
viding data to the WTO, this only refers to grants
and lending with a high grant component (such is
International Development Association, IDA, lend-
ing). On the other hand, the questions also arises
whether other forms of assistance — in kind, rather
than cash — should be considered as aid for trade for
example, technical assistance provided from the
regular budgets of theinternational organizations or
assistance by means such as opening markets (in-
cluding through preferences), withdrawal of domestic
support and export subsidies in areas of export in-
terest to developing countries, and other forms of
specia and differential treatment.

With respect to what conditions might be attached
to such aid, a question of considerable importance
is the extent to which new conditions would be at-
tached. Will there be conditionality as well as
“additionality”? Stiglitz suggests that aid for trade
should not be subject to the usual macroeconomic
or political conditionality. And, as discussed in the
paper, the idea that aid for trade would come with
strings attached raises some concerns among devel-
oping countries, some of which have had unfortunate
experiences with reforms under Bank-Fund lending
programmes.

The next question is what kind of activities
would be covered by aid for trade. Most interna-
tional organizations and NGOs seem to take afairly
wide view of the issue, but OECD seems to be op-
posed to at least narrowly defined ODA to help
countries cope with the major macroeconomic and
microeconomic adjustments associated with trade
reforms, although it sees the World Bank and the
IMF continuing their supporting rolefor these kinds
of adjustment. The IMF and the OECD tend to be
dismissive of the importance of preference and tar-
iff revenue losses, including calculations by the
World Bank and UNCTAD, but they acknowledge
that these losses could cause problems in some in-
stances. There have also been a number of studies
on the effectiveness of supports for some types of
activities, such as trade-related physical infrastruc-
ture, especially in sub-Saharan Africa, and other
forms of trade facilitation. ITC, UNIDO, the LDC
Group and others also perceive arolefor the private
sector in identifying the nature of the constraints to
building supply capacities and export competitive-
ness, and access by SMEsto financial services have
been identified asamarket failurein many develop-
ing countries. At least part of the hand-wringing
seems to be an ethical issue relating to what burden
should be borne by the country affected (govern-
ment, citizens, private sector, etc.) and where there
is a mora obligation to help. However, while this
might seem alien to someinternational organizations,
the notion of compensation between states for cer-
tain trade policy changesisan integral part of WTO
law in relation to the withdrawal of tariff conces-
sions, inregional trade agreements (RTAS), etc., and
may be awarded in dispute settlement (Page, 2007).
Compensatory mechanisms are also well known in
some systems, for example, in European agricultural
policy. Bhagwati has also argued that developing
countries need aid for trade for import adjustment
programmes, as assistance to offset tariff revenue
losses and as a “buy out” to offset their opposition
to most-favoured-nation (MFN) tariff reductions
because of potential preference losses (Bhagwati,
2005).

A closely related issue is the extent to which
aid for trade would be targeted to specific projects
or provided as general budget support. By its na-
ture, one might expect that aid for trade would be
targeted at specific, trade-related projects. But are
such projects alwaysthe devel oping countries’ high-
est priority? For example, if a developing country
had an incidence of 30 per cent of AIDS, asis the
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casein someAfrican countries, then spending money
on health programmes might be seen asahigher pri-
ority than spending money, for example, on an
improved customsvaluation systemin order to com-
ply withWTO obligations. A number of donorshave
tended to favour general budget support, allowing
the developing countries to determine their own
needs and priorities, but an aid for trade programme
may tie them to much more specific projects.

Asto which countries would be eligible to re-
ceive aid for trade, it is clear that donors now
consider LDCs to be the major countries deserving
of aid for trade, and aid budgets now reflect thisfact.
Today, this means that other low-income countries
are receiving proportionately less aid than before.
Yet many of these countries have a very high pro-
portion of theworld's poor. If present trends continue,
however, these countries may expect to haveto rely
to an increasing extent on other forms of assistance,
especially assistance targeted to specific projects fa-
vouring the poor or other particular interests of donors.

The question also arises how aid for trade will
be administered? Stiglitz has suggested a stand-alone
Global Trade Facility — not as a stand-alone fund,
but asaspecial facility, like the Global Environment
Facility — but this seems to have garnered only lim-
ited support. As noted in the paper, UNCTAD has
proposed that, if aglobal facility were not to be es-
tablished, an option might be the establishment of
consolidated mechanism for funding, regrouping
existing, separate funding mechanismsto provide a
coordinated response to country-specific needs and
requests for aid for trade. The IMF, which estab-
lished its Trade Integration Mechanism (TIM) partly
to anticipate adjustment problems, and the World
Bank consider that existing mechanism are adequate
to meet foreseeabl e needs, a position which has been
criticized by the LDCs, and others. The Task Force
did not recommend any specific mechanism, but was
critical of existing mechanisms.

Certainly, there is a need for better coordina-
tion of donor activities, and, despiteits hesitant start
and limited resources, the |F model —for al itsfaults
—seemsto beregarded as asuitable framework with
respect to governance structure, involvement of rel-
evant agencies and management of funds. One
advantage of the IF is that it places considerable
emphasis on integrating trade-related lending into
wider Poverty Reduction Strategy Programmes. This
may be oneway of ensuring that aid for tradeisgiven

appropriate treatment in terms of each beneficiary
country’s own development priorities, also ensur-
ing ownership of the programme. However, the
LDCs have successfully opposed the extension of
the IF to other low-income countries, so it seems
that a parallel structure, identical or very similar to
the IF — perhaps even with identical membership —
would be needed to deal with countries other than
the LDCs. Thismay be an advantage since, as Stiglitz
points out, the IF itself has extremely limited re-
sources, that do not come close to meeting the needs
that have been identified in the various analyses of
situations that would merit aid for trade.

It would seem that, at the political level, over-
sight of aid for trade has de facto already been
devolved to the WTO, which has established amoni-
toring and annual review mechanism, going beyond
the advocacy rolewhich it suggested in its own sub-
mission to the Task Force, and despite the proposals
of the African Development Bank that a monitoring
mechanism be established similar to the African
Partnership Forum, as noted earlier. The Director-
General has also suggested that the Trade Policy
Review Mechanism be used to scrutinise the suc-
cessof aid for trade programmes. However, theWTO
has relatively limited experience of aid for trade in
the wider sense, being mainly concerned with tech-
nical assistance related to implementation of WTO
legal obligations. On the other hand, the WTO Sec-
retariat has been providing logistical support for the
IF, and if the IF or a similar mechanism were to be
used asthe main means of administering aid for trade,
then it would be difficult to argue against a simi-
larly limited supporting role. At the same time, this
does not, nor could not, require other agencies to
abrogate their responsibilities for their own activi-
ties and to carry out their own evaluations.

Finally, what is or should be the link, if any,
between aid for trade and the WTO negotiations? It
has been argued that aid for trade should play acom-
plementary roleto trade reforms and to a successful
conclusion of the Doha negotiations, and it should
not become a substitute for these. Certainly, at
present, aid for trade is not an integral part of the
WTO negotiations (e.g., through the Single Under-
taking), although there is some recognition of the
need for technical assistance for implementing the
results of the negotiations, and it seems unneces-
sary and undesirable to wait till the completion of
the negotiations to think through how thiswould be
operationalized. However, inthe WTO context, there
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isno general linkage between the overall economic
impact of the negotiations and aid for trade, despite
the unfortunate experiences of tradereformsin some
developing countries. Yet, as Nielson (op. cit.) from
the World Bank argued, countries suffering adjust-
ment shocks from trade liberalization, including the
Doha round, need to be assured of transition sup-
port from theinternational community. In thissense,
the WTO seemsto be set on repeating the process at
the end of the Uruguay Round of agreeing on a deal
without any attempt to assess either the costs of im-
plementation in advance or how it will be paid for.
Kool-Aid, anyone?

Notes

1 However, it has also been argued in UNCTAD’s Trade
and Devel opment Reportsand itsAfrica Report that there
isaneed to look beyond the rate of growth of exportsin
assessing the development impact of FDI, and it isim-
portant to establish a strong regulatory framework.

2 According to the WTO paper, Japan announced spend-
ing on trade, production and distribution infrastructure
of $10 billion over three years, the United States an-
nounced Aid-for-Trade grants of $2.7 billion a year by
2010, and the European Union and its member states
announced trade-related spending of 2 billion per year
(up by 600 million) by 2010. Calculations on which G-7
Finance Ministers based their statement of support in
early-December 2005 involved doubling Aid-for-Trade
by 2010 to $12 hillion a year, with an additional $2 bil-
lion ayear for “trade policy, regul ation and devel opment”
(policy formulation, implementing trade agreements,
export promotion, and standards) and an additional
$4 billion ayear for supply-side capacity and infrastruc-
ture. The separate component of adjustment assistance
is tied more directly to the results of the Doha Round
than other forms of Aid-for-Trade —whether the amount
needed will exceed the resources available through ex-
isting programmes, notably the IMF's Trade I ntegration
Mechanism, will have to be assessed at a later stage.
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