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PART I: Summary of the workshop 

Welcome and introduction to the workshop by the Chairman of the International Trade 
Committee  

Introductory statement by Mr Supachai Panitchpakdi, Secretary-General of the United Nations 
Conference on Trade and Development, UNCTAD  

Mr Panitchpakdi framed the session by explaining that UNCTAD is preparing for its 13th Conference in 
Doha this April. The World Investment Forum will also be taking place soon and may have a higher 
status than the UNCTAD Conference. These meetings will have dedicated sessions on Least Developed 
Countries (LDCs). Mr Panitchpakdi noted that the number of LDCs has increased and stated that a larger 
focus should be placed on the graduation process of LDCs.  

He indicated that the graduation process should be reformed. Development is a multifaceted issue 
requiring a multifaceted approach. Trade should not be the only concern as there are many other issues 
to deal with. He also raised the issue that while the WTO exists for trade there is no equivalent body for 
finance.  

Mr Panitchpakdi added that when considering how to revive global trade and investment, it can be 
observed that trade has recovered but investment has not. Notably, there is underinvestment in Africa. 
Investment is needed for sustainability. Today, South-South covers more than South-North trade, 
demonstrating the importance of the economies of the South. 

Mr Panitchpakdi asserted that he believes that it is necessary to finish the Doha Development Round of 
the WTO. In order to do this trust should be built up. The aim of the round should be to double LDC 
market share from 1 per cent to 2 per cent. The rule of origin issues should also be simplified. Other core 
issues that should be dealt with include: the international network of production; the need to deal with 
trade and climate change; and the proliferation of PTAs.  

Finally Mr Panitchpakdi stated that dealings with ACPs on EPAs is supposed to nurture and strengthen 
African integration. But, too many economic groupings are not working. He also noted that too much 
focus has been put on tariff reduction for the developing countries in the EPA. 

 
Panel 1:  An assessment of the 2012 Communication "Trade, growth and development: 
tailoring trade and investment policy for those most in need" and the EU development-oriented 
trade policies in general 

Speaker 1: Peter Thompson, Director DG Trade, European Commission 

Mr Thompson acknowledged that the Communication on Trade and Development was a joint 
endeavour. It was also an attempt to adapt EU trade and development policy to the global economy. 
Global supply chains are growing in importance. In 2007 South-South Trade increased and overtook 
North-South trade. He noted that developing countries have higher trade barriers that industrialised 
countries. Another interesting trend is that LDCs are trading more, but the increase in LDC exports is 
driven by oil. Most of the major gains from trade have been realised by emerging economies not LDCs. 
In this context, the EU has the most open market to developing countries.  

Mr Thompson noted that the EU’s bilateral relations, including the EPAs with ACPs, are WTO 
compatible. He stated that the EU cannot want regional integration more than the countries 
themselves. A sum total of 10.5 bn Euro has been spent on Aid for Trade. He also asserted that openness 
is necessary for development and while trade is important, other elements also come into play, for 
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example good governance. The EU cannot treat all developing countries equally and aid and market 
access should be given to those lagging behind. The EU member states should continue aid for trade 
with a bigger emphasis on trade. Better synergies should be built between openness and trade. He 
stated that long term growth requires long term investment and in this regard, more emphasis should 
be put on sustainable investment and fair, ethical, organic trade.  

On the topic of multilateral trade and the Doha Development Agenda Mr Thompson outlined three 
focus areas: (1) trade facilitation and LDC development, (2) the ‘everything but arms’ initiative, and that 
(3) the WTO should deal with new issues such as energy security. 

 

Speaker 2:  Kenneth Heydon, former Deputy Director for Trade, OECD 

Mr Heydon outlined the case for open markets and globalisation. He argued that openness and 
globalisation contribute toward innovation and that they also increase competition, create economies 
of scale and give rise to a spill over effect of skills development. Therefore, countries that cut themselves 
off from trade do not benefit. 

Heydon suggested four factors to determine success:  

1. Avoid the pitfalls of developing countries departing from markets 

If one accepts that opening markets is good. Gains from most favoured nation (MFN) will outstrip 
preferences. Flexibility for developing countries thus becomes an important factor, but should be 
implemented with care. Gradual market opening can impede market liberalisation. Policies that seek to 
impede or delay market opening reduce the opportunities to reap the gains from own-liberalisation, 
while at the same time leading to a two-tier trading system to the extent that developing countries opt 
out of liberalisation initiatives.  

2. A holistic approach is necessary.  

The policy environment should be broadened. There are as many policy instruments as development 
goals. Trade reform will only work in a broad policy environment that allows labour and capital to move 
from declining to expanding areas of activity and dynamic gains from trade will be stronger when 
backed by sound policies dealing with competition, education and the regulation of labour and 
financial markets. 

3. Developing country access to the Dispute Settlement Mechanism (DSM) should be improved.  

Developing countries are marginal in the DSM. This is demonstrated by the fact that six developing 
countries make up 60 per cent of developing country use of the DSM.  

4. It is necessary to deal with conflicting policies 

This applies to EU trade policy directly and indirectly. A scope exists for more consistent aid for trade 
from member states. 

 

Speaker 3: Prof. Robert Wade, Department of Development, London School of Economics 

Prof. Wade argued that although there exists a belief that developing countries should give priority to 
liberalisation, the link between trade liberalization and growth is controversial and inconclusive. 
Empirical evidence questions whether trade liberalisation is an engine of development. This is 
demonstrated by the fact that of the 80 episodes of growth acceleration studied none were preceded 
by liberalization. Prof. Wade argues that the growth must have been caused by other mechanisms.  
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Prof. Wade also pointed out that there is a difference between trade liberalization and trade 
management. China’s rise as the workshop of the world benefits Latin consumers as they can now 
access cheaper imports. But, subtle forms of trade protection should be used in Brazil to minimize the 
negative effects on development. Consumption alone is not good for raising living standards.  

With regard to the EU categorization of emerging markets and LDCs, Prof. Wade argued that there is a 
consequence of making this distinction in the context of WTO. It divides the G77 and the future 
mandate of UNCTAD. At present, the G77 looks to be at its weakest. This weakness has resulted in the 
fact that the North is in a position where it can have a greater influence over UNCTAD to emasculate it. 
UNCTAD is an important source of second opinions and yet, Mr Wade argues, it is being pushed to deal 
with marginal issues. This is because the IMF and the World Bank do not want competition for their 
ideas. 

Discussion: 

Q: Should countries go on protecting and managing forever?  

A: Prof. Wade stated that as state capacity increases, other instruments can be used. All developing 
countries should aim to reduce their dependence on exports to the North and foreign capital inflows. 
Developing countries have grown faster since the crisis. However, they are still heavily dependent on 
trade and investment from the North.  

Q: The EU has good intentions, but is it paternalistic? Where are the EU interests? Perhaps they should 
aim for a more business-like partnership with the ACP? 

A: Mr Thompson stated that the EU tries not to project a paternal approach. He outlined two core EU 
interests: 1. emerging markets will compete with EU if they are on an equal footing. 2. There is a strong 
interest in seeing LDCs develop. The EU favours a partnership approach and aims to go beyond the 
unilateral approaches.  

Q: Is there a need to rebalance the WTO to answer the needs of development and investment? 

A: It was stated that now is the time when multilateralism is most needed. Also, the policy of developing 
country differentiation should be handled with care. The developing countries are trying to fix their 
own future with the help of UNCTAD.  

Q: If UNCTAD is threatened to be marginalised does this mean that the WTO could also be 
marginalised?  

A: Prof. Wade stated that there is a paradox in global governance. The G20 is undermining the 
multilateral system as it is able to bypass the representational system. It is also creating a divide in the 
G77. Mr Heydon argued that if the WTO experiences marginalisation then more attention should be 
focussed on dispute settlement, but this could become a problem area if trade rules are not advanced. 
Mr Thompson argued that if the G77 is divided it is not because of the EU.  
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Panel 2: Specific aspects of the EC Trade and Development Communication: a critical approach 

a) The EU development strategy at a crossroad: finding working synergies between 
international trade and poverty reduction 

Speaker: Stephen Karingi, United Nations Economic Commission for Africa  

Mr Karingi began his presentation with an introduction on ‘thinking about trade and poverty reduction’ 
where he briefly outlined relevant developmental studies. He then introduced Africa’s diversification 
imperative stating that export diversification is necessary for poverty reduction. Mr Karingi then 
asserted that the developmental state is necessary. This is a state that actively makes development its 
top priority. Development strategy can be used to diversify and steer the economy through 
comparative advantage. He went on to speak about trade policy for pro-poor growth in Africa. Pro-poor 
trade policy sees the agricultural sector as a priority for poverty alleviation. It also focusses on ‘getting 
the fundamentals right’ with regard to economic infrastructure.   

With regard to the role of the EU, Mr Karingi warned that it is necessary to be sensitive when thinking 
about how to implement growth, and reduce poverty and inequality. The framework of the MDGs 
(MDG8 in particular) represents a way of reconciling the EU’s Aid for Trade policy with its engagement in 
multilateral negotiations in a genuinely developmental approach to trade. 

Mr Karingi ended his session with seven conclusions or recommendations: 

1. Export diversification is essential to create pro-poor growth for Africa’s growing population;  
2. A development state is required to facilitate structural change; 

3. Trade policy should be sensitive to the imperative of agricultural productivity growth for poverty 
reduction; 

4. While developing industries in the extractive sector, African governments should work to better 
utilise their natural resource endowments for development ends; 

5. Expanding avenues of South-South cooperation, notably intra-African trade through the 
proposed continental free trade area, can help African industries to realise economies of scale 
and develop international competitiveness; 

6. Getting the fundamentals right is still imperative, especially in those areas in which Africa has 
substantial deficits, particularly infrastructure; 

7. The European Union should reconcile development and trade policies by actively working 
towards the achievement of all MDGs, including pursing the global partnership for development 
as espoused by MDG 8. 

b) Trade and development policies in a post-Doha development agenda scenario: winners 
and losers.  Which role for developing countries in a rapidly changing world trading 
system?  

Speaker: Stephen Woolcock on behalf Patrick Messerlin, IEP & GEM de SciencesPo, Paris 

Mr Messerlin’s paper made two general points. The first is the comatose state of the Doha Development 
Agenda. The second was the assessment of the current EU PTA Programme.  

Mr Messerlin’s paper noted that the stalled proceedings at the WTO give rise to winners and losers. The 
noteworthy losers from a ‘comatose Doha’ are those countries who are unable to take trade initiatives 
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and those that are too fragile to negotiate with powerful countries. Small countries suffer as they are 
unable to negotiate with big economies on a level footing. On the other hand the winners from stalled 
WTO negotiations are former developing countries that have been ‘clever’. This list includes countries 
such as South Korea which has been able to capitalize on signing PTAs. These PTAs open 70% of World 
GDP to Korean firms. Mr Messerlin questions whether this could lead to limited liberalization with a 
fiscal crunch in ACP countries through EPAs. In this sense EPAs may not provide a solid base for 
development.  

According to Messerlin, an EU development-friendly trade policy should combine ambition and 
feasibility. In this way it should draw on the Treaty of Rome and its early implementation as a source of 
inspiration. The Treaty of Rome was agreed among very heterogeneous EU regions (GDP gap = 1 to 5, 
roughly EU-Egypt). It was also very ambitious and involved implementation in phases. 

Messerlin’s Proposals for EU development-friendly PTAs has three components. First, PTAs should focus 
on core issues (20 in current EU PTAs) and give up unsustainable issues (32 in current EU PTAs). Second, 
they should develop economically sound criteria for progressivity while taking into account the size of 
the EU partner. Finally, they should rely as much as possible on best negotiating technologies such as 
negative lists, reviews and mutual recognition.  

c) What is needed beyond "Aid for trade" and other policies supporting a better insertion of 
developing countries in international trade to secure lasting development? 

Speaker: Sanoussi Bilal, European Centre for Development Policy Management, Maastricht 

Mr Bilal stated that special care must be taken to consider a much broader agenda for Aid for Trade. He 
noted that 60% of Aid for Trade goes to lower income countries. In this regard, the EU has a leading role 
to play.  

Mr Bilal outlined a variety of regional challenges that the EU should consider including: the national-
regional nexus; coordination and complementarity; implementation issues; ownership and 
prioritisation; capacity constraints; donor coordination; and the multiplication of regional programmes 
and EPAs. 

There are also four sectoral challenges that should be considered: bridging sectors (e.g. Aid for Trade 
with agriculture and rural development or food security); involvement and ownership from private 
sector; access to finance; and the multiplication of fora (national, regional, continental, international and 
by sector).  

On the topic of financing Aid for Trade, Mr Bilal has observed post-crisis cut-backs. As a result, 
developing countries are looking for alternative sources of finance. He noted that more can be done to 
leverage aid. He also noted that developing countries should mobilize their own capacity.  

In conclusion Mr Bilal outlined five focus areas: 

1. Effectiveness and monitoring 
2. Involve private sector (leverage and impact) 

3. Connect to emerging players through South-South Cooperation 

4. Address broader policy objectives and ensure coherence for: industrial policy; policy space; 
sustainability; inclusiveness; equity; and synergy  

5. Strengthen developing country ownership and coordination of Aid for Trade 
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Discussion: 

Q: Should developing countries be developing industries that are extractive? 

A: UNECA has outlined the development objectives of mining. There is also an action plan for 
implementation. This aims to create value-add for natural resources in association with the African 
mineral development centre. The ECA-ADB partnership will ensure implementation. For more 
information visit: africaminingvision.org 

Q: Surely many of these issue areas have not changed in the last 30 years? 

A: Bilal responded that there was not much discussion on aid for trade before 2005. It is now much 
higher up on the agenda. Aid for trade also goes beyond market access and at-the-border issues.  

Q: What about the possibility of a continental FTA in Africa? How would this function with the EPA? 

A: If the EU wants to create a big market space in Africa it would be best to hold back on EPAs until the 
2014 tripartite alliance. In 2017 it is hoped that a continental FTA will be agreed upon in Africa. This 
could make it easier for the EU to engage with Africa. It was also noted that although it was a great 
initiative, it may not come about by 2017. 

Closure of the workshop by the Chairman of the International Trade Committee 

 

 



Policy Department DG External Policies 

 20

PART II: Trade and Development: Some Implications for EU Trade Policy 
Ken Heydon 

 

 

Abstract 

International trade is an important engine of growth. But external impediments to trade and 
domestic supply-side constraints mean that the potential of trade is not always realised, especially for 
the, still marginalised, least developed countries. In recognition of these impediments, the WTO 
system seeks to help developing countries through special and differential treatment, aid for trade 
and access to dispute settlement. Policy lessons drawn from experience in the WTO suggest that care 
is needed in seeking “policy space” if the benefits of own-liberalisation are not to be sacrificed but 
that the benefits of openness will only be fully realised within the framework of sound domestic 
policies – macro, micro, social and institutional - backed by international cooperation to open 
markets and strengthen rules on a multilateral basis. The question arising for EU policy is the extent to 
which, despite all good intentions, EU pursuit of DC development through trade is self-limiting 
insofar as it (a) creates a policy framework that discourages developing countries from benefitting 
fully from their own liberalisation; (b) hinders regional cooperation among developing countries 
through the conclusion of bilateral accords with individual DCs; and (c) coexists with EU commercial 
practices that, in the absence of multilateral liberalisation, impede rather than facilitate DC access to 
the European market. 
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Executive Summary 

Trade liberalisation and the strengthening of trade rules, help stimulate innovation and hence 
growth. There are five channels: the increased competition resulting from market opening; the 
transfer of skills and technology embodied in trade; the opportunities through economies of scale to 
better recoup R&D investments over a larger quantity of sales; the encouragement of the global 
fragmentation of production processes; and the protection of intellectual property rights. 

The weight of empirical evidence thus suggests that greater openness is an important element 
explaining growth performance and that market opening has been a central feature of successful 
development. No country has developed successfully by closing itself from the rest of the world. 

What is less clear is the ability of trade openness to reduce poverty and income inequality within 
countries. The ability of poor women and men to participate in the gains from trade depends on 
several factors, including: i) how much of the trade-induced growth occurs in sectors where a large 
number of the poor are economically active; ii) how much of that growth translates into job creation 
and wage increase; iii) how much growth trickles down to other sectors that can absorb excess 
labour; and, iv) how well the poor are equipped (in terms of human, economic and financial assets) to 
take advantage of the new job opportunities resulting from trade. The impact of trade and trade 
liberalisation will thus differ among sections of the community -- there will be winners and losers  -- 
and drawing benefits from greater market openness will depend on policy settings going well 
beyond trade. 

Moreover, notwithstanding the importance of the potential gains from market opening, many 
developing countries remain largely marginalised from world trade. In the ten years 2000-2010, the 
least developed countries increased their share of both merchandise exports and imports but the 
scale of their involvement remains miniscule. 

The marginalisation of many developing countries is in part the result of direct trade impediments, 
reflecting the fact that developing country exports to the OECD economies face higher tariffs than do 
exports from other OECD countries and that advanced economies’ product standards, though often 
associated with legitimate concerns about the environment or public health, can nevertheless 
represent a major impediment to developing country exports.  

Beyond these direct trade effects are trade-related considerations of even greater consequence. The 
fundamental structural weaknesses of low-income countries are the main explanation why they are 
unable to fully benefit from access to world markets. These weaknesses stem from low levels of 
human capital, poor governance and institutions, lack of an incentive structure and the high cost of 
doing business, coupled with infrastructure – and for some geographical – bottlenecks. 

In recognition of the potential gains from trade, not least from the reduction of one’s own barriers, 
but also of the constraints on developing countries’ realisation of these gains, this paper suggests a 
number of policy implications. 

Policy Space. While the flexibilities offered by special and differential treatment can help developing 
countries cope with the structural adjustment associated with trade liberalisation, such provisions 
need to be handled with care. Concern about preference erosion acts as a brake on multilateral 
liberalisation, while undue reliance on preferences risks locking countries into patterns of production 
that do not necessarily correspond to their underlying comparative advantage. Industrial policy, 
including infant-industry support, risks creating vested interests from the rents of protection, making 
it extremely difficult to phase out support. Moreover, policies that seek to impede or delay market 
opening reduce the opportunities to reap the gains from own-liberalisation, while at the same time 
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leading to a two-tier trading system to the extent that developing countries opt out of liberalisation 
initiatives.  

Complementary policies. While the case for directly targeted industrial policy is, at best, contentious, 
there are nevertheless ways in which comparative advantage can be fostered through economy-wide 
policy settings. Trade reform will only work in a broad policy environment that allows labour and 
capital to move from declining to expanding areas of activity and dynamic gains from trade will be 
stronger when backed by sound policies dealing with competition, education and the regulation of 
labour and financial markets. As pointed out in the EC Communication, there is evidence that the 
ability to graduate from LDC status is due in large measure to good macroeconomic management 
and governance as well as to progressive trade opening and integration into the world economy. 

The need for multiple policies applies particularly to four acute problems facing many poor and 
vulnerable developing countries. Reduced reliance on tariffs for revenue calls for fiscal reform and a 
widening of the tax base. Reduced reliance on trade preferences calls for broad-based economic 
reform that encourages the diversification of production and exports. Maintaining stable production 
for exports calls for institution building and the rule of law. And deficiencies in human capital need to 
be met by sustained programmes of training and education in order to foster a better match between 
the skill base and labour market needs. 

Regional and bilateral cooperation. Preferential trade agreements, including amongst developing 
countries, can foster reform mentality and regional cooperation but, because of the attendant risk of 
trade diversion, such initiatives will always be second best to multilateral liberalisation. And genuine 
complementarity between PTAs and the multilateral system will only be achieved if the multilateral 
system is itself strong, bringing down MFN tariffs and so reducing the risk of trade diversion.  

Coalition building among developing countries can also be decisive in strengthening the capacities 
and bargaining position of developing countries. A careful distinction needs to be drawn, however, 
between winning the argument and serving one’s own best interests. The “success” of the African 
Group at Cancun in having investment, competition and government procurement excluded from 
the DDA is a case in point. 

International cooperation. International effort – including commensurate effort by the emerging 
economies - will be particularly important in: facilitating WTO membership of the 30 developing 
countries still on the waiting list; bringing greater multilateral discipline and transparency to 
government procurement practices; fostering developing country engagement in WTO dispute 
settlement; improving the targeting of special and differential treatment to those countries most in 
need; strengthening rules on the tying of aid; improving the effectiveness of aid for trade and its 
synergies with private sector investment; and, above all, through a successfully concluded DDA 
strengthening the rules of trade, checking the risk of green protectionism  and improving market 
access on a multilateral basis so that the promise of the gains from trade can be fully realised. 

Drawing on the last Trade Policy Review of the European Union, while also reflecting on some of the 
policy conclusions outlined above and the description of EU trade policy reform contained in the EC 
Communication, following are a number of questions that warrant consideration in the framework of 
EU trade policy. 

First, on EU policies directly bearing on trade and development: 

Does scope exist for more consistent application of member States’ aid for trade strategies? 

Is there evidence that the new rules of origin, and in particular the new opportunities for regional and 
trans-regional cumulation have affected utilisation rates of EU unilateral preferences? 
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Is analysis available, for example from the Commission, of the beneficial effects on developing country EPA 
partners of regulatory harmonisation, or of the potentially negative effects of trade diversion associated 
with EPA preferences? 

And, secondly, in terms of indirect effects on trade and development of specific aspects of EU 
commercial policy, what is the risk of unintended consequences?  Are EU trade and development 
policies being compromised by persisting dispersion in the EU’s MFN tariff, by EU anti-dumping 
action, EU regulatory practices or by the European public procurement regime, or proposed changes 
to that regime? Is the EU giving with one hand and taking away with the other? 

Undoubtedly internal tensions exist and were trade policy to be captured by the pursuit of green 
protectionism these tensions would become even more acute. 

In summary, what is the risk, despite all good intentions, that EU pursuit of DC development through 
trade is self-limiting insofar as it: (a) creates a policy framework that discourages developing countries 
from benefitting fully from their own liberalisation; (b) hinders regional cooperation among 
developing countries through the conclusion of bilateral accords with individual DCs; and (c) coexists 
with EU commercial practices that impede rather than facilitate DC access to the European market.  
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Introduction 

The aim of this paper is to set out a balanced case for outward-oriented policies of economic 
development while providing a broad framework within which to consider the trade and 
development policies of the European Union. 

Trade has been an engine of growth for many countries. But within countries there are always 
winners and losers from market opening. Growth does not necessarily translate into poverty 
reduction. And while the emerging economies have become major players in international trade and 
investment, the least developed countries remain largely marginalised. This paper examines why the 
potential of trade is not always realised and the steps needed for potential to be seized. 

Section 1 looks at the linkages between trade, innovation and growth and at the empirical evidence 
of the benefits of openness, before consideration in Section 2 of the impediments to the gains from 
trade, whether directly or indirectly linked to trade, and with a particular focus on the constraints 
facing the least developed countries.  Section 3 examines the way in which the WTO system 
addresses the needs of developing countries: through the evolving provisions of special and 
differential treatment (SDT); through aid for trade (AFT); and through the dispute settlement 
mechanism. Section 4 looks briefly at the way in which preferential trade agreements deal with SDT 
and AFT. In light of the preceding analysis, section 5 draws some broad policy lessons while section 6, 
in concluding, poses a number of questions arsing from the latest Trade Policy Review of the 
European Union. 

1. TRADE AND GROWTH 

1.1 Trade, Innovation and Growth: How the Linkages Work In Principle 

If we think of a continuum – trade, innovation, growth - then while the link between innovation and growth is 
fairly well understood, the link from trade to innovation (and hence to growth) is less so. Indeed, Joseph 
Schumpeter even suggested that greater competition by eroding profits actually reduces a company’s 
ability to innovate (Schumpeter). There are, nevertheless, good analytical grounds for saying that trade 

liberalisation, not least one’s own liberalisation, and the strengthening of trade rules, help stimulate 
innovation. There are five channels (OECD 2007,2). 

Increased Competition. Robert Solow has helped resolve the Schumpeter puzzle by pointing out that 
there are two components to productivity growth: technical change and efficiency change (Ten Raa 
2006). The Schumpeterian argument pertains more to the technical change (and capital) component 
of productivity improvement, while the neo-Classical case for increased competition pertains more to 
the efficiency change (and labour) component. Moreover, the rents needed to fund technical change 
and which Schumpeter suggested call for monopoly power can equally come from the effective 
protection of intellectual property rights. The OECD publication, Economic Policy Reforms: Going for 
Growth 2007 (OECD 2007,1), finds that stronger competition has particularly powerful effects on 
productivity in countries far away from the technological frontier, reflecting stronger incentives to 
adopt new technologies.  

As illustrations of this point, a more competitive environment, triggered by market opening, was 
instrumental in raising productivity and performance in two very different environments: in the South 
African motor vehicle industry and in the production of textiles and clothing in Bangladesh. In the 
case of South Africa, reform occurred as part of the shift, in the 1990s, away from import-substitution 
industrialisation and resulted in an industry that was able to expand both in the domestic and export 
markets. The transformation in Bangladesh occurred as part of the adaptation to the phase out of the 
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Multi-Fibre Arrangement when, again, a more competitive international environment offered a 
strong incentive to innovate and raise productivity and served as a catalyst for reform (OECD 2005). 

Technology Transfer. Trade, particularly when accompanied by foreign direct investment, is likely to 
promote the transfer of skills and of innovation. A case in point would be the import of retail banking 
services through the commercial presence of a foreign bank together with the transfer of key 
personnel. The Kenyan cut flower industry is another example of an industry that has gained from 
imported technology, in this case embodied in investment from Holland. And analysis of trade policy 
in India has demonstrated the dynamic gains from trade via the foreign technology embodied in 
imported intermediate inputs (Goldberg et al 2009). 

Beyond this direct transfer of technology embodied in trade, there is also an indirect contribution as 
trade serves to lower prices and hence the cost of accessing such embodied technologies. 

Economies of scale. Companies producing for both the domestic and foreign markets are better able 
to recoup R&D investments over a larger quantity of sales than if selling only for the domestic market. 
As a case in point, the textile and clothing sector of Sri Lanka has ventured into India in order to reap 
the advantages of a larger market potential.  

Globalisation of value chains. Trade and trade reform can help foster growth by encouraging the 
global fragmentation of production processes. They do so in a number of ways: by promoting 
harmonisation around international technical standards to which firms in fragmented value chains 
must conform; by addressing the danger that restrictive rules of origin (designed to ensure that only 
imports from partners in bilateral or regional Preferential Trade Agreements (PTAs) have preferential 
access) will disadvantage low-cost suppliers within the chain; and by encouraging trade facilitation, 
enabling suppliers to respond quickly to developments further down the value chain. 

Examples abound of the global fragmentation of production. One such case is that of IBM which now 
sources its components, globally, from three distinct locations: in China, India and Hungary. 

Intellectual property rights. Some trade economists, not entirely without reason, have questioned 
whether intellectual property rights (IPRs) really are a trade issue and whether this is appropriate 
business for the WTO – not least because IPR protection involves an income transfer from poor to rich 
countries; but also because bringing in IPRs makes it harder to resist arguments for also bringing in 
other trade-related topics like core labour standards. But thanks to the Uruguay Round and to the 
TRIPS agreement, this is now rather an academic argument. And there are counter arguments – 
concerned essentially with the notion of market failure; without limits on imitation, the private 
returns on innovation may be lower than the public returns, and the supply of innovation 
correspondingly reduced. 

Recent analysis shows the positive link between IPR protection and increased transfers to developing 
countries of technology-intensive goods, services and capital, with a 1% change in patent protection 
in developing countries increasing the stock of inward FDI by 1.6%. Even more importantly, the 
research shows a strong positive link between patent protection and innovation in developing 
countries (Lippoldt and Park 2007). 

1.2 Trade, Growth and Poverty Reduction: What Past Evidence Suggests 

How well do these five channels work in practice in generating growth through trade? The weight of 
empirical evidence to date suggests that greater openness is an important element explaining 
growth performance and that market opening has been a central feature of successful development. 
No country has developed successfully by closing itself from the rest of the world and very few 
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countries have grown over long periods of time without experiencing a large expansion of their 
trade1. As expressed in the European Commission Communication of 27 January 2012, Trade, Growth 
and Development (henceforth the EC Communication), effective trade policy is critical in boosting 
growth and can be a powerful engine for development. 

There is thus evidence that economic growth is accompanied (and facilitated) by increasing imports 
and exports which, in turn, points to the strong presumption that openness to trade generally leads 
to welfare gains. (Rodriguez and Rodrik 1999; Winters 2004). A literature review conducted by the 
OECD finds that there is robust evidence that open economies are richer overall and more productive 
than closed economies and that the studies that most convincingly establish this link find that an 
increase in the share of trade in GDP of one percentage point raises the income level by between 
0.9% and 3% (Nordas et al 2006).  Irwin (2002) concludes that despite shortcomings in method and 
measurement, cross-country studies of growth suggest that economies with more open trade 
policies tend to perform better than those with more restrictive trade policies. He cites historical 
experience from South Korea, which liberalised its trade policies in the 1960s, Chile, which liberalised 
in the 1970s, and India, which liberalised in the 1990s.  

What is less clear is the ability of trade openness to reduce poverty and income inequality within 
countries. Economic theory tells us that trade should contribute directly to reduced poverty in 
developing countries through the process whereby trade increases the returns to the most abundant 
factor of production, which in developing countries tends to be low-skilled labour2. And it has been 
claimed that the Doha Round has the potential to lift 100 million people out of poverty (see Ismail 
2006, page 63). In fact, empirical studies are not unanimous on this issue (OECD 2009). 

Some studies find an increase in inequality: the World Bank (2005) finds that during the 1990s 
countries with rapid economic growth and trade liberalisation achieved absolute poverty reduction 
but experienced increased inequality; UNDP (2005) finds that uneven distribution of the costs and 
benefits of trade liberalisation across and within countries has led to an uneven pattern of 
integration; and Kremer and Maskin (2007) conclude that increased trade has tended to benefit elites 
in both rich and poor countries, thus increasing income inequalities. 

Other studies are more nuanced. Turner, Nguyen and Bird (2008) find the relationship between trade 
and poverty to be extremely complex and case-specific, making systematic empirical analyses rather 
difficult in practice. A study of liberalisation in India, finds that industries located in states with pro-
employer labour market institutions grew more quickly than those with a pro-worker environment 
(Aghion, Burgess, Redding and Zilibotti 2006). The nature of tariff cuts is important; one recent study 
finds that a fall in input tariffs raises demand and hence income at import-using firms relative to those 
that only source locally (Amiti and Davis 2008). Another recent study finds that trade liberalisation is 
associated with increases in inequality in countries well endowed with highly skilled workers and 
capital or with workers that have very low education levels, while it is associated with decreases in 
inequality in countries that are well endowed with primary-educated labour. However, relative 
endowments in capital are the key determinant, so that trade liberalisation is accompanied by 
reduced income inequality in, capital-poor, low-income countries (De Melo, Gourdon and Maystre 
2006).  

                                                               
1 See also ‘The Growth Report: Strategies for Sustained Growth and Inclusive Development’ from the Commission on Growth 
and Development (2008) for further evidence on the importance of trade openness and successful integration into the 
world economy in the 13 countries selected for their fast growth rate over long periods of time.  
2 The Stolper-Samuelson theorum suggests that an increase in trade through the removal of import barriers will raise the 
real return of the factor used relatively intensively in the production of exports. For further discussion see OECD (2000), page 
37, and Samuelson (1951), page 710. 
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Finally, there are studies finding that trade has a beneficial effect on poverty reduction but that trade 
may not be the overriding factor. An IMF study (Billmeier and Nannicini 2007), which finds that trade 
openness reduces income inequality in developing countries, concludes that income inequality has 
risen in most countries over the past two decades due to technological progress which increases the 
wages of the skilled relative to the wages of the unskilled. Cling (2006) also concludes, on the basis of 
a comprehensive literature review, that trade is not the main factor determining the evolution of 
poverty and inequality within countries. 

It might be tentatively concluded that the ability of poor women and men to participate in the gains 
from trade depends on several factors, including: i) how much of the trade-induced growth occurs in 
sectors where a large number of the poor are economically active; ii) how much of that growth 
translates into job creation and wage increase; iii) how much growth trickles down to other sectors 
that can absorb excess labour; and, iv) how well the poor are equipped (in terms of human, economic 
and financial assets) to take advantage of the new job opportunities resulting from trade (Winters et 
al 2004).  

The impact of trade and trade liberalisation will thus differ among sections of the community -- there 
will be winners and losers  -- and drawing benefits from greater market openness will depend on 
policy settings going well beyond trade. We will elaborate on this point later. 

2. LOOKING AHEAD: REALISING DEVELOPING COUNTRY GAINS FROM 
TRADE 

Before looking at the impediments to developing countries’ realisation of the gains from trade, it is 
worth recalling the potential scale of those gains in the framework of the stalled Doha Development 
Agenda (DDA) (Heydon 2006). 

It is estimated that there is potential for a 75% cut in agricultural tariffs and subsidies to raise 
developing country incomes by some $23 billion, with GDP rising by some 0.3% in Sub-Saharan 
Africa, South Asia and Latin America. The World Bank estimates that fully one half of developing 
country gains would come from their own liberalisation. These estimates are realistic to the extent 
that they take account of the situation of net food importing countries, the impact of preference 
erosion, and the fact that cuts in bound tariffs would not translate into corresponding cuts in (lower) 
applied rates (Anderson and Martin 2006). 

Of an estimated $97 billion gain from improved non-agricultural market access (NAMA), there is 
potential for some $68 billion to go to developing countries. Fully unrestricted access to all the 
(former) Quad countries (the United States, EU, Japan and Canada) would produce substantial 
potential benefits for Sub-Saharan Africa, leading to a 14% increase in non-oil exports and boosting 
real income by about one percent. Again developing country gains are bigger if they commit to 
deeper cuts in their own tariffs (Kowalski 2006 and Kowalski 2012). The reason for this is linked to the 
fact that own-liberalisation yields particular rewards because of the fact that a tax (tariff) on imports is 
a tax on exports – directly by raising the cost of imported inputs, as we have just seen, and indirectly 
by reducing resistance to wage increases (and therefore costs) in protected industries. The relevance 
to developing countries arises because DC tariffs are generally higher than those of the advanced 
industrialised economies (ICs)  (11.1% in low and middle income DCs, 13.2% in LDCs, compared with 
3.8% in ICs). 

On some counts, the gains from services liberalisation could be five times those from goods 
liberalisation, given high behind-the-border barriers and the fact that services represent the biggest 
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area of economic activity in all country groupings, including low-income countries. Developing 
countries have the potential to be amongst the major gainers, as exporters of services in areas such as 
ports and shipping, construction, audio visual, health and computer-related activities (Nielson and 
Taglioni 2004). But it is as services importers that developing countries – particularly the least 
developed - may have the greatest opportunities for potential gain, given the high cost of services 
barriers to downstream users (Dihel 2005). 

Finally, in an area that goes directly to the question of developing country infrastructure deficiencies, 
it is estimated that developing countries would capture some two thirds of the potential gains from a 
DDA agreement on trade facilitation. Moreover, if trade facilitation reforms were restricted to OECD 
countries, the resulting trade diversion would cause a 3% income drop in developing countries 
(Walkenhorst and Yasui 2003). 

Notwithstanding the importance of these potential gains, as well as the actual gains realised by the 
emerging economies, it must be recognised that – as stressed in the EC Communication - many 
developing countries remain largely marginalised from world trade. In the ten years 2000-2010, the 
least developed countries increased their share of both merchandise exports and imports but the 
scale of their involvement remains miniscule: the export share increased from 0.56% to 1.08%, while 
the import share rose from 0.65% to 1.13%3. The LDC share of world commercial service exports is 
even more modest, rising from 0.41% to 0.51% in the last ten years. Interestingly, the least developed 
countries’ area of highest engagement is in the import of commercial services, which rose from 0.89% 
to 1.58% from 2000 to 2010. Given the opportunities for technology and skills transfer in such 
imports, some encouragement may be taken from these figures, though, again, the scale of LDC 
involvement is still very modest. 

What impediments will need to be overcome for developing countries to realise the potential of the 
gains from trade and for the least developed countries, in particular, to become more integrated into 
the world trading system?  

Consideration will be given first to impediments linked to trade and trade policy before looking at 
impediments that are only indirectly trade-related. 

Trade Impediments 

The trading system presents us with the anomaly that developing country exports to the OECD 
economies face higher tariffs than do exports from other OECD countries.  As a result of the Uruguay 
Round of trade negotiations (1986-1994), tariff reductions offered by OECD countries on imports from 
their non-OECD partners (30 %) were lower than those granted to other OECD countries (45%). As a 
result, the mean trade-weighted average tariff in OECD countries on imports from other OECD 
countries stands at 3%, as opposed to 4.8% on imports from non-OECD countries. Bangladesh is 
charged the same amount of tariffs (around $300 m) on its two and a half billion dollars of exports to 
the United States as France, whose exports are worth some $30 billion. This of course is the other side 
of the coin to the big potential gains, if only they can be realised. 

Non-tariff measures, often represent an even greater constraint for many developing countries – 
witness the effects of US domestic cotton subsidies on the competitive opportunities of the C-4 
cotton producers in sub-Saharan Africa – Benin, Burkina Faso, Chad and Mali. The complexity of the 
advanced economies’ product standards represents a particular challenge for many developed 
countries. Such standards are often associated with legitimate developed country concerns about the 

                                                               
3 WTO, International Trade Statistics 2011, available at www.wto.org/statistics. 
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environment or public health, but they can nevertheless represent a major impediment to 
developing country exports.  

Looking ahead, for the foreseeable future trade policy will be conducted under global conditions 
particularly challenging to growth and stability, as countries face the fiscal consolidation needed in 
the aftermath of the global financial crisis, the need to deal with problems of sovereign debt, the 
constraints on growth occasioned by policies to counter climate warming, the budgetary burden 
imposed by ageing populations, and the uncertainties inherent in persisting global imbalances. 
Feeding the appetite of countries such as China and India for US, EU and Japanese financial assets 
through large export surpluses seems sure to provoke protective responses in deficit countries. Trade 
liberalisation cannot move forward when current account imbalances are large and growing. 

The danger in these circumstances is that protectionist policies in the advanced industrialised 
economies – particularly in the form of non-tariff barriers - are likely to be rationalised on the basis 
that DC trade partners are, allegedly, gaining an unfair competitive advantage through non-
compliance with accepted international norms relating, in particular, to core labour standards and 
the environment. However, although there are clearly abuses in both of these areas there is no 
evidence of a race-to-the-bottom. Rather to the contrary, compliance with international standards is 
seen to rise as countries become more prosperous. Nor is it clear that trade policy has a role in 
seeking to enforce such compliance. 

For the poorest developing countries, two areas of vulnerability arise from their very under 
development. First, a number of developing countries are vulnerable to the effects of multilateral 
liberalisation in eroding preferences granted to them, for example under the Generalised System of 
Preferences or under national initiatives such as the EU’s Everything But Arms or the United States’ 
African Growth and Opportunities Act. This vulnerability can act as an impediment to multilateral 
liberalisation as developing countries seek to preserve their margin of preference over, higher, MFN 
rates. Secondly, vulnerability arises when developing countries contemplating trade liberalisation 
face the prospect of revenue loss as the income from import tariffs is reduced. This budgetary 
consideration acts as an impediment to developing countries reducing their own trade barriers. 

Trade-related Impediments 

In addition to challenges stemming directly from trade and trade policy, developing countries also 
face a number of impediments that are only indirectly trade-related.  

Of the vast international market for government purchases of goods and services, much is effectively 
closed to external competition because it is commissioned by national government agencies and 
reserved for local companies. Developing countries should not cheer too loudly at the “success” at 
the Cancun WTO ministerial meeting in 2003 when government procurement was excluded from the 
Doha Development Agenda. 

Many developing countries are unable to match developed country financing, including through 
export credit arrangements. This vulnerability was acutely felt during the 2008-2009 financial crisis 
when the cost of trade financing rose dramatically. 

Though Official Development Assistance (ODA) is a major development tool, the ability of developing 
countries to benefit fully is constrained by the widespread practice of tying the disbursement of aid 
to contractors and suppliers from the donor country.  

Finally, and most importantly, there are the supply-side constraints that prevent developing countries 
from fully realising the potential gains from trade. Despite persisting external impediments to trade, 
the fundamental structural weaknesses of low-income countries are the main explanation why they 
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are unable to fully exploit and benefit from their access to world markets. These weaknesses stem 
from low levels of human capital, poor governance and institutions, lack of an incentive structure and 
the high cost of doing business, coupled with infrastructure – and for some geographical – 
bottlenecks. These weaknesses are underscored by the inability of low-income countries to benefit 
fully from duty- or quota-free market access under a range of OECD countries’ preferential 
arrangements (although restrictive rules of origin are also a hindering factor). In other words, 
developing countries’ poor performance is the consequence of their ‘underdevelopment.’ (UNCTAD 
2004).  

Using gravity modelling, Francois and Manchin (2007) conclude that export performance, and the 
propensity to take part in the trading system at all, depends on institutional quality and access to well 
developed transport and communications infrastructure. A separate gravity modelling exercise by 
Bora, Bouet and Roy (2007) reaches a similar conclusion. Individual country corroboration abounds, 
whether of the hydro-electric power station in Sierra Leone which took 30 years to build or the fact 
that 9 % of potential industrial output in India is lost to power cuts (The Economist, 13 December 
2008). Recent analysis based on a wide sample of developing countries finds that electricity supply 
appears to be the main constraint on trade expansion and that the constraint is less related to 
availability than to reliability. In contrast, transportation problems constrain trade performance more 
through the availability of infrastructure than through the quality (Hallaert et al 2011). In this respect, 
it has been suggested (OECD 2011) that the increase in exports to non-African partners – while 
welcome in itself - is exacerbating the concentration of private and public funds in development 
corridors serving extractive industries at the expense of transport links serving intra-African trade in 
food commodities and manufacturing. 

Over ten years ago, UNCTAD found that in Africa, total freight costs represented more than 10% of 
imported value, as compared to an average of 8.8% for all developing countries and 5.2% for 
developed countries. (UNCTAD 1999). The situation does not appear to have changed for the better. 
A recent study by TradeMark East Africa finds that transport costs are between 60% and 70% higher 
within the East African Community than within the European Union (Tanzania Daily News, 28 
February 2011). There may also be an important regional dimension to infrastructure deficiencies – 
for example, Kenya’s infrastructure is a constraint on Uganda’s growth given the need to import and 
export through Mombasa (DFID 2008). 

In addition, the process of building internationally competitive economies takes time, particularly in 
low-income countries that are still disproportionately burdened with rigidities that hinder the transfer 
of resources from one sector to another, and that increase both the cost and pace of adjustments. 
Limited access to financial services, monopolistic distributional structures, as well as barriers to entry 
and exit of firms all hamper the expansion of new sectors and prolong the time that resources such as 
labour and capital lie idle.  As the OECD trade and structural adjustment project stressed (OECD 2005), 
the benefits of a liberal trade regime will only be fully realised in an economy with (a) appropriate 
macroeconomic policies, efficient labour markets and regulatory provisions which facilitate mobility 
of workers and the entry and exit of firms, and (b) an education system which enables skills to match 
evolving needs. Bolaky and Freund (2004) find that while trade liberalisation tends to be positively 
linked to growth, it is associated with declining living standards in economies that heavily regulate 
new entry or impose high costs on exiting or downsizing. And Panagariya (2008) describes how a 
variety of domestic policy-imposed constraints have barred India from exploiting its huge 
comparative advantage in unskilled-labour-intensive manufactures. In short, as stressed by the EC 
Communication, for the benefits of trade to be realised, developing country partners must undertake 
domestic reforms. 



Trade and investment for development 

 33

3. DEALING WITH TRADE AND DEVELOPMENT IN THE WTO 

In recognition of the particular challenges facing developing countries, the GATT/WTO system has 
developed specific provisions to address these challenges and to promote developing country 
interests. Attention here will focus on provisions dealing with special and differential treatment, aid 
for trade and dispute settlement. 

3.1 Special and Differential Treatment 

The Evolution of Special and Differential Treatment 

Special and Differential Treatment (SDT) dates back, at least, to when Alexander Hamilton (1791) 
devised the Infant Industry argument. More recently, developing countries have received special and 
differential treatment from a range of sources (OECD 2006): 

Article XVIII of GATT 1947 gave developing countries the right to protect infant industries and to use 
trade restrictions for balance of payments purposes; 

Part IV of GATT 1964 recognised the special needs of developing countries in the trading system and 
exempted them from making reciprocal concessions; and 

The 1979 framework agreement, commonly known as the Enabling Clause, which as well as providing 
legal cover for the Generalised System of Preferences (GSP) and SDT under the Tokyo Round Codes, 
explicitly stated that industrial countries did not expect to receive reciprocal commitments from 
developing countries that were inconsistent with their individual development, financial and trade 
needs. 

The Uruguay Round heralded a fundamental shift of emphasis in the approach to special and 
differential treatment. The 1994 Marrakech Agreement establishing the World Trade Organisation 
and the Annexes to that Agreement and the associated Ministerial Decisions, Declarations and 
Understandings are a “Single Undertaking” to which all WTO Members subscribe. Thus, non-
reciprocity in trade negotiations under Part IV no longer applies, as every WTO Member has to submit 
schedules of bindings in goods and in services. 

What caused this shift? In part, it was the dissatisfaction of the advanced economies with the free-
rider elements of SDT. But the key factor was the realisation on the part of developing countries that 
seeking to stand apart from trade liberalisation had been counterproductive. It had led to a two-
tiered trading system in which benefits were often denied to developing countries. In the area of 
tariffs, the extension of benefits on an MFN basis was carried out by the major trading nations for 
those items on which tariff reductions had been negotiated among themselves during the various 
negotiating rounds. As developing countries did not participate in the negotiations on tariff 
reductions, but rather requested concessions on a preferential but non-reciprocal basis, there were as 
a result few bound tariff reductions on items of interest to them. In particular, the problem of tariff 
escalation on the processed items of developing country raw material exports remained intact after 
the various rounds of negotiations. Likewise in the rules area, certain developed contracting parties 
maintained that the benefit of the application of the various criteria for determining injury under the 
Subsidies Code could only be applied as between signatories. 

Perhaps even more importantly, the pursuit of non-reciprocity led developing countries to forgo the 
benefits they could derive from reducing their own impediments to trade. 
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But what we have seen is a change of emphasis, it is not a complete levelling where all WTO Members 
are treated identically. This is clearly apparent in the way trade and development has been treated in 
the Doha Development Agenda (DDA). 

SDT and the Doha Development Agenda 

As a result of the shift that took place in the Uruguay Round, SDT is now regarded, within the WTO, as 
having five components: provisions aimed at increasing developing countries’ trade opportunities; 
provisions calling on WTO Members to safeguard the interests of developing countries; flexibility of 
commitments; transitional time periods; and technical assistance. 

Within the DDA, these 5 elements have been pursued on two tracks: as part of the issue-by-issue 
negotiations, and as a generic topic within the Committee on Trade and Development in Special 
Session.  

On the basis of principles agreed at the 2005 Hong Kong WTO ministerial meeting, how have these 
five elements played out under the DDA negotiations, issue by issue (Heydon, 2006)? 

In the area of Trade-related Aspects of Intellectual Property Rights (TRIPS), an accord of great 
symbolic significance was reached, on the eve of the ministerial, that the TRIPS agreement would be 
amended to allow countries – essentially developing countries - with insufficient pharmaceutical 
manufacturing capacity to import generic versions of drugs still under patent.  

In Agriculture, a successfully completed DDA would see different liberalisation thresholds for 
developed and developing countries, with DCs able to self-designate Special Products for reduced 
liberalisation commitments. Developing countries would also have recourse to a Special Safeguard 
Mechanism based on import quantity and price triggers. Special provisions would apply to cotton, 
with faster and deeper reductions in trade-distorting domestic subsidies than those achieved 
through the general schedules for domestic farm subsidies. 

In non-agricultural market access (NAMA), it has been agreed that developed countries would expect 
reciprocity, as foreshadowed above, but “less than full reciprocity” from developing countries, 
through different coefficients under the Swiss formula (whereby higher tariffs are cut by more than 
lower tariffs). 

In Services, it is often remarked that there is built-in SDT through the principle of positive listing – ie, 
countries only have to schedule sectors which they wish to liberalise and are free to place limitations 
on their offers. Beyond this, however, Members of the Special Session of the Council for Trade in 
Services have recently agreed on a waiver under Article II of the GATS (providing MFN treatment) 
enabling Members to provide preferential treatment to services and service suppliers of LDCs without 
according the same treatment to all other Members (TN/S/37 of 29 November 2011). The waiver, 
which was approved at the December 2011 WTO Ministerial Meeting, is granted in recognition of the 
special economic situation of the least developed countries and as part of a positive effort towards 
facilitating their increased participation in trade in services. As we have seen, the least developed 
countries presently account for some 0.5% of world exports of services. 

This agreement stands in contrast with the failure to move forward on preferential treatment of LDCs 
in the goods area. Though it was agreed at the Hong Kong ministerial (2005) that developed 
countries and developing countries declaring themselves able to do so would grant duty free and 
quota free access to the exports of LDCs, the issue is unresolved pending agreement on the 
application of the provision that this would apply to only 97% of tariff lines of LDC exports. 



Trade and investment for development 

 35

In Trade Facilitation, it has been agreed that developing country commitments would depend upon 
agreement being reached on the scale and nature of technical assistance and capacity building 
needed to help developing countries reform their customs services. 

In addition to the pursuit of SDT as part of the negotiation of core issues, special and differential 
treatment has also been addressed as a generic subject in the DDA, with a view to strengthening SDT 
provisions and making them “more precise, effective and operational”. The discussion, based on 88 
proposals received from developing countries, has made little progress and suffered a major setback 
with the failed WTO ministerial meeting at Cancun in 2003. Meanwhile, negotiations on updating 
WTO rules that accord special and differential treatment  to developing countries remain deadlocked, 
mirroring the Doha Round talks overall. 

Several developing countries have complained that existing SDT rules, are neither mandatory nor 
enforceable. They argue that deepening them to explicitly grant poor countries more freedom to 
pursue developmental policies would make SDT more effective at actually promoting development. 

The best way to make SDT more effective and operational would be to target it more precisely to 
countries in need, on the basis of commonly agreed, objective criteria for eligibility and, as suggested 
in the EC Communication, for graduation. But this raises the question of differentiating among 
developing countries and – beyond the well-defined LDC category - is extremely sensitive. An 
alternative approach would be to focus on the modalities for SDT provisions in such a way that 
countries would not have pre-determined eligibility but would become eligible, or not, as the 
modalities were applied (see Meyer and Lunenborg 2012).  

3.2 Aid for Trade 

The provision of aid for trade (AFT) under which assistance is being given to address the supply-side 
constraints facing developing countries is also being addressed in parallel with the DDA, in 
recognition that strengthening WTO rules is not enough. 

There is ample scope for aid for trade to help developing countries realise more fully the potential 
gains from trade and, as identified in the Commission Staff Working Paper, to improve the capacity of 
developing countries to define their trade-related priorities. 

Identifying export opportunities. There is evidence that high-income countries diversify their exports 
among active product lines (at the intensive margin) while low- and middle-income countries 
diversify by the addition of new product lines (at the extensive margin). Technical assistance enabling 
developing countries to concentrate their export diversification among fewer products could yield 
significant returns (Cadot et al 2007). Other, complementary, analysis (focussed on preferences but 
with application to aid for trade) finds that assistance needs to be designed to be consistent with 
international trade in fragmented tasks, as opposed to complete products (Collier and Venables 
2007). And OECD analysis finds that firms improve their productivity through specialising in a narrow 
set of core activities while sourcing a broad range of inputs from other firms locally and abroad, 
resulting in a sharp rise in trade in intermediate inputs (Nordas et al 2006). 

By identifying export opportunities, aid for trade can also help address a particular trade-related 
adjustment strains facing low-income countries, already mentioned: preference erosion arising from 
reductions in MFN tariff. Carefully targeted development assistance can help identify opportunities 
for export diversification to ameliorate the effects of preference erosion, bearing in mind that for only 
a handful of countries, mainly in Sub-Saharan Africa, will the loss from preference erosion not be 
offset by the broader gains from MFN trade liberalisation (Lippoldt and Kowalski 2005).  
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Strengthening engagement in the WTO. Aid for trade has an important role to play in helping 
developing countries to profit from the opportunities of WTO membership, whether through 
assistance with respect to accession, implementation of WTO commitments or participation in 
dispute settlement. 

Developing human capital. As noted earlier (De Melo et al 2006), trade liberalisation is associated with 
decreases in inequality in countries that are well endowed with primary-educated labour. DFID  
(2008) point out, importantly, that there are two dimensions to educational costs: direct, such as 
outlays on school equipment and books, and indirect, in the form of the opportunity costs of the 
wages lost from remaining in education. Aid for trade has a role in addressing both these elements. 
Although basic education is widely considered to be critical for reducing poverty, there is emerging 
evidence that secondary and higher education are more significant in raising long-term growth rates 
given their role in the creation and application of new knowledge and technologies (DFID 2008). 

Developing physical productive capacity: Aid for trade has a role to play in developing productive 
capacities by helping foster capital accumulation and technological progress and so reducing the 
barriers between domestic and export sectors commonly found in low-income countries (UNCTAD 
2006). Clark, Dollar and Micco (2004) estimate that a relative decrease in the inefficiencies associated 
with maritime transport from the 25th to 75th percentiles would lead to an increase in bilateral trade 
of around 25%.  

Strengthening the regulatory environment. Conforming with developed country regulatory standards, 
such as those relating to sanitary and phyto-sanitary conditions, can represent a major challenge for 
poor developing countries. As an illustration of how modest aid for trade investments can yield major 
rewards in this respect, WTO Director General Pascal Lamy has pointed to Kenya’s cut flower sector. 
While pesticide residues once kept Kenyan flowers out of US and EU markets, a 5 million euro grant 
from the EU helped Kenyan industry phase out the pesticides and emerge as one of the world’s 
leading exporters. (See also OECD Development Centre 2006  and IMF 2002 for further examples of 
how modest aid for trade investments can yield major rewards.)  

Strengthening the domestic policy environment. Aid for trade can also help in realising the gains from 
trade by fostering a holistic policy environment in which sound macro, fiscal, labour market, 
environmental and competition policies facilitate the movement of labour and capital from declining 
to expanding areas of activity and encourage the growth of private sector investment (see, for 
example, WTO/OECD 2009 p19). 

 As part of a holistic approach to policy formulation, aid for trade can help in the pursuit of alternative 
sources of government income to compensate for reduced tariff revenue. A key objective here is to 
avoid trade liberalisation being held hostage to concerns about revenue loss. This point is underlined 
by recent research indicating that for countries highly dependent on aid, the revenue generated by 
tariffs is illusory in that it is offset by a reduction in the real value of the aid (Venables and Collier 
2008).  

Making AFT effective is complicated, however, by the absence of agreement on its scope and 
purpose; there is no internationally agreed definition of supply-side constraints; the respective roles 
of AFT and of general economic development policies are blurred; it is not agreed whether AFT 
should cover compensation for trade-related adjustment costs; and market failure, often invoked as a 
trigger for AFT, is hard to distinguish from government failure (OECD 2006 page 242). 

Beyond this, and more fundamentally, effective action on AFT is handicapped by two major 
constraints. First, though funding has increased, it has not matched expectations. Moreover, it is 
recognised that aid flows while extremely important are unlikely on their own to be sufficient to meet 
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the full costs of low-income countries’ economic development. Significant private sector investment 
– rightly stressed by the Commission Staff Working Paper - is also required to develop infrastructure 
to the standards and expectations of businesses (WTO/OECD 2009). However, in what is something of 
a Catch 22 situation, private investors are unlikely to become involved in financing transport or 
energy infrastructure in the absence of increased volumes of traffic. It is this observation that may 
help explain why a relatively modest share of aid for trade (22%) goes to the LDCs. And second, aid 
for trade will not be fully effective in the absence of reduced market access barriers via a successfully 
completed DDA.  

3.3 Developing Countries and WTO Dispute Settlement 

On acceding to the WTO in December 2011, Russia identified access to WTO dispute settlement as 
one of the principal benefits of membership. Moreover, given lack of progress in the DDA, and a 
corresponding increase in litigation rather than legislation, dispute settlement can be expected to 
become an even more important feature of WTO activity, yet one in which developing countries are 
not fully engaged.  

Developing countries have increased their share of initiated consultations under the WTO Dispute 
Settlement Understanding (DSU) from 25% in the first five years of the system’s existence to 60% in 
the following five years (2001-2005). Moreover, there is evidence that the establishment in 2001 of 
the Advisory Centre on WTO Law (ACWL), which subsidises the litigation costs of the governments of 
poor countries, has led to the increased empowerment of developing countries in using the DSU 
(Bown 2009). And the data on dispute settlement reveal a significant number of South-South cases, 
evidence that firms and governments in developing countries recognise the need to improve access 
to markets of the advanced economies but also to those of other developing countries. 

However, despite the growth in DC engagement in the DSU, only six developing countries account 
for 60% of activity. The vast majority of developing countries are absent from the process. To date the 
only LDC to initiate consultations is Bangladesh (Nottage 2008).  

A principal reason for limited developing country participation in dispute settlement is the inability of 
developing countries, in many cases, to actually identify the trade barrier that could be the subject of 
a dispute. This constraint on developing countries is linked to the fact that under its mandate the 
ACWL cannot be proactively engaged in information gathering (Bown). Improved information on 
potentially enforceable WTO commitments that trading partners are violating would help identify 
potential DSU cases that developing countries could pursue. 

Two other reasons are frequently invoked in explaining the limited participation of developing 
countries in dispute settlement: cost and the retaliatory nature of the DSU. Though they warrant 
consideration, each of these elements is less constraining than commonly believed. 

Costs can indeed be very high; legal fees for a panel can reach $10 million. But the cost constraint for 
WTO lawyers is not as great as it was due to the emergence of the ACWL. Though of course there are 
other costs for developing country officials not addressed by the ACWL, such as the preparation of 
material domestically and the services of government officials assisting the WTO lawyers in Geneva, 

It is also true that a key characteristic of WTO dispute settlement is that non-compliance is met with 
retaliation and many developing countries, with small market power, have limited retaliatory clout. 
Developing countries’ vulnerability may also mean that were they to retaliate the costs would be 
greater for them than for the targeted country. The African Group has thus observed that one of the 
‘major problems’ African WTO Members face in using WTO dispute settlement is that ‘the means 
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provided for the enforcement of findings and recommendations (trade retaliation) are skewed 
against and disadvantage African Members’ (TN/DS/W/15). 

However, despite this expressed concern of principle, the practice of WTO dispute settlement suggests 
that retaliation has not been a major issue. GATT and WTO dispute settlement practice demonstrates 
high rates of compliance with adverse rulings even when small developing countries are 
complainants. This suggests that governments comply for a range of reasons, including community 
costs, of which the fear of retaliation is often not a necessary element. Historically, the majority of 
disputes brought by developing countries have resulted in compliance (Nottage 2010). 

This is not to say, however, that in future lack of retaliatory clout could not be a constraint on a 
developing country’s engagement in dispute settlement, particularly when acting in isolation from a 
large co-complainant. Ecuador chose not to use the right of retaliation it was granted in EC-Bananas III 
(Ecuador) (Article 22.6 – EC) in part because the United States had also been granted the right to 
retaliate. It is worth looking therefore at various suggestions that have been made to address ‘the 
problem’ of retaliatory power. Four are worthy of mention (UN 2005, Subramanian and Watal 2000): 

Mexico has suggested that developing countries could auction off their retaliatory rights. Though 
novel this would be administratively complex. An alternative is that developing countries request the 
right to cross-retaliate through the suspension of obligations in the TRIPS Agreement and the GATS. 
Article 22.3 of the DSU permits cross-retaliation and the right was granted to Ecuador in EC-Bananas 
III. The problem with both these options, however, is that they do not address the fact that because 
retaliation involves the imposition of higher trade barriers (or withdrawing obligations), it is against 
the interests of the country doing the retaliation, and the trading community more generally. A 
widely discussed third option is thus the imposition of fines against the non-complying party. Though 
this would have the potential to create a more robust legal system, more attractive to developing 
countries and their businesses, if the fines were to be spread over taxpayers generally they would not 
necessarily provide much incentive to comply. A fourth option therefore would be to oblige the non-
complying party to offer additional market access as compensation. While the most trade-friendly 
solution, this approach would risk domestic backlash in the non-complying country as it would 
presumably need to be granted on an MFN basis to all WTO Members. It nevertheless deserves 
serious consideration. 

It should be noted, however, that even if all of the above constraints were removed, it is unlikely that 
there would be a sudden surge in developing country engagement in dispute settlement. This is 
because many developing countries and least developed countries access markets in developed 
countries through preferential schemes that do not create rights enforceable in WTO dispute 
settlement proceedings (Nottage 2008). When developed countries provide preferential market 
access to developing countries they have tended not to bind that treatment in their WTO schedules. 
Unless bound in a WTO schedule, this preferential treatment is not part of enforceable WTO law4. It is 
an open question, however, whether DCs would be well served by making such treatment legally 
enforceable if this simply served to lock them in to arrangements that may not reflect their 
underlying comparative advantage. 

                                                               
4 There is a proposal under the Doha Development Agenda for Members to grant DFQF treatment to LDCs in a manner that 
would be bound and legally enforceable, though the specific modalities have not been agreed to. See Hong Kong 
Ministerial Declaration WT/MIN/(05)/DEC paragraph 47 and Annex F paragraph 36. 
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4. GOING BEYOND THE WTO: SDT AND AFT IN PREFERENTIAL 
AGREEMENTS 

The WTO is not the only game in town as far as special and differential treatment is concerned. 
Preferential agreements, particularly those between developing countries, often go beyond the WTO 
in the way they tackle asymmetric integration (Heydon 2008). 

A number of South-South agreements have managed to employ non-economic criteria in 
determining eligibility for asymmetric obligations. This stands in stark contrast with the WTO where 
there is not even a definition of “developing country” and makes possible the provision of 
differentiated liberalisation commitments. For example, MERCOSUR allows Paraguay and Uruguay 
one additional year to undertake market opening.  

Some agreements provide less developed members with advantageous rules of origin. They do this 
by lowering the threshold for the local value added requirement in order for goods to qualify for 
originating status; such a provision applies, for example, in the Southern African Development 
Community (SADC).  

And a number of agreements provide financial support mechanisms to help countries cope with 
trade-related adjustment. For example, members of the South Asian Free Trade Area (SAFTA) are 
negotiating modalities for a fund that would compensate LDC members for the loss of customs 
revenue consequent upon trade liberalisation.  

Opportunities also arise for the provision of aid for trade within the framework of bilateral trade 
agreements, now the focus of trade diplomacy given slow progress under the DDA. There is evidence 
of this channel being used on a North-South basis, for example in the context of the EU’s EPAs (see 
Heydon and Woolcock 2009). It has nevertheless been argued, though this needs more study, that 
the goal of implementing AFT through programmes of regional cooperation is being frustrated by 
the conclusion of bilateral trade agreements which are serving to weaken regional coherence among 
developing countries. 5 

Aid for trade is also channelled within South-South bilateral agreements. Intra-developing country 
agreements may offer particular advantages in that they seem to have advanced further than has 
been possible within the WTO in addressing the sensitive issue of differentiation, hence allowing aid 
for trade to be directed to those most in need. The Common Market for Eastern and Southern Africa 
(COMESA) has, for example, created a cooperative mechanism providing assistance for the 
development of infrastructure in countries designated within the grouping as least developed  
(Heydon 2008). 

5. DRAWING SOME POLICY CONCLUSIONS 

Notwithstanding the diversity of “developing countries”, a number policy lessons for trade and 
development can be suggested which have broad relevance though their detailed application would 
need to be tailored to the circumstances of individual countries. 

                                                               
5 The EC Communication notes that in some instances it may be necessary to move forward on a bilateral basis as an 
intermediary step towards the longer-term objective of region-to-region agreements. It has been suggested (Woolcock 
2012, page 71) that the failure of region-to-region policy reflects the unwillingness of the EU’s partners to move towards 
regional integration as defined by the EU. A criticism that has been made of EPAs is that the requirement to grant MFN 



Policy Department DG External Policies 

 40

5.1 Policy Space: To Be Handled With Care 

A first policy conclusion that might be drawn is that while the flexibilities and policy space offered by 
special and differential treatment can help developing countries cope with the structural adjustment 
associated with trade liberalisation, such provisions need to be handled with care. Even where 
international rules, such as those of the WTO, reduce policy space this does not necessarily mean that 
there is a net cost to developing countries (Page 2007).  

The Commission Staff Working Paper [of 27 January] observes that the EU GSP scheme is seen as a 
valid trade instrument that has been generally successful in promoting EU imports from developing 
countries. At the same time, however, the EC Communication rightly points to the experience of a 
number of South and Central American countries who have undertaken structural reform as part of 
agreements with the EU rather than relying on unilateral trade preferences. Undue reliance on 
preferences risks locking countries into patterns of production that do not necessarily correspond to 
their underlying comparative advantage. Concern about preference erosion also acts as a brake on 
multilateral trade liberalisation, recalling that for all but a handful of countries the gains from 
widespread MFN market opening will more than offset the welfare losses arising from preference 
erosion (Lippoldt and Kowalski 2005)6. 

Flexibilities allowing for gradual market opening also need careful application. This is nowhere more 
evident than in the pursuit of infant industry industrialisation. The information needs of governments 
in seeking to identify industries with the potential to become internationally competitive after initial 
nurturing are considerable and have become more so with the advent of the global supply chain and 
the deeper integration of trade, investment and technological change. Industrial policy also risks 
creating vested interests from the rents of protection, making it extremely difficult to phase out 
support. Rodrik (2009) thus concludes that the case against targeted industrial policy does not 
address the central premise of the need for government support but rather rests on practical 
difficulties of implementation. 

There is, however, more to it than this. It is not just a question of difficulties of implementation. The 
use of policy space to discourage imports – such as the tax on imported cars recently introduced by 
Brazil – risks challenge and retaliation. Moreover, policies that seek to impede or delay market 
opening reduce the opportunities to reap the gains from own-liberalisation, while at the same time 
leading to a two-tier trading system to the extent that developing countries opt out of liberalisation 
initiatives. This danger has been amply demonstrated by the course of tariff reform in the GATT/WTO. 
In short, trade reform should focus not only on export promotion but also on the role of imports. 

It will of course be argued that all now-advanced economies have gone through periods of infant 
industry support. The track record, however, is at best mixed. In some cases, as with motor vehicle 
production in Japan and heavy engineering in Korea, the industries would arguably have been better 
off without targeting (for the case for support see for example Chang in Lin and Chang 2009). And in 
other cases where government intervention has supposedly been a decisive factor, market forces are 
seen to have played a more important role. For example, in recent research a strong rebuttal has been 

                                                                                                                                                                                                        

treatment to EU entities may inhibit future trade agreements among developing countries (see African Development Bank 
et al 2011, page 56). 
6 As pointed out by the Commission Staff Working Paper, loss from preference erosion is also relatively small because 
preference margins are rather modest and preferences underused. 
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made of the claims, including from Dani Rodrik  that Taiwan’s experience supports government 
intervention and that growth came before trade opening7. 

A recent review of the empirical literature has thus concluded that policies based on infant-industry 
arguments have rarely elicited welfare gains (Harrison and Rodriguez-Clare 2010). The directional flow 
through which factor endowments drive comparative advantage, which in turn drives trade, does not 
seem to work in reverse. Targeting industries is inefficient in the long run because it is inconsistent 
with this causal flow. Trying to impact factor endowments, such as labour, through trade policy is 
thus counter-productive (Stone et al 2011). 

The provision of financial support for developing countries, including through aid for trade, is a 
necessary feature of the trading system, but this too needs to be handled with care if the pursuit of 
liberalisation and reform is not to be held hostage to the provision of technical and financial 
assistance. The negotiation of trade facilitation reform in the DDA and the necessary upgrading of 
developing country customs services, is a case in point. 

Finally, it needs to be acknowledged that there can be a rather special pursuit of policy space in the 
framework of trade negotiations. Developing countries have done their arithmetic and are fully aware 
that they will gain more in, say, NAMA the more they reduce their own barriers. But they are also 
aware that their share of the gains will be greater to the extent that they hold back on their own 
liberalisation (Kowalski 2006). The political equation in developing countries may place a premium on 
their relative share of gains even if this means that their absolute gains are lower. This is a political 
choice, but it needs to be recognised that in economic terms it is a sub-optimal choice. 

5.2 Complementary Policies: Influencing Comparative Advantage 

A second broad policy conclusion that can be drawn is that while the case for directly targeted 
industrial policy is, at best, contentious, there are nevertheless ways in which comparative advantage 
can be fostered through economy-wide policy settings. 

There is thus evidence that countries with well-developed financial institutions export more in sectors 
that rely relatively highly on external financing (Manova 2008) and that flexible labour market policies 
promote exports in industries characterised by high volatility in demand (Cunat and Melitz 2007). The 
development of human capital is a key factor in the expansion of countries’ shares in exports of 
human capital and technology-intensive products, with secondary education playing a particularly 
important role (Kowalski 2011). It is thus not surprising that length of schooling is one of the most 
important variables explaining the industry pattern of trade flows (with an explanatory power twice 
that of the distance variable). 

Though OECD countries continue to hold the lion’s share of capital and skilled labour stocks, both 
capital and skilled labour have been growing faster in the emerging economies (EE) than among the 
OECD countries for the past 15 years; 11% and 4% per annum, for EE and OECD respectively, for 
capital stocks and 5% and 3%, respectively, for skilled labour stocks (Stone et al). It is this relative 
growth in factor endowments that helps explain the fact the emerging economies have gradually 
expanded exports of technology and human-capital intensive products and that countries such as 

                                                               
7 While Rodrik rightly points out that Taiwan’s outward-oriented reforms of 1958-1960, including the removal of quantitative 
restrictions on imported inputs, exchange rate devaluation and opening up of inwards fdi, were followed by a decline in 
overall exports, this overlooks the fact that exports of manufactures – the principal target of the reforms – surged and that 
this surge was followed in turn by an acceleration in GDP growth (Panagariya 2012).  
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China have experienced an increase in their revealed comparative advantage8 in skill-intensive 
exports (Kowalski and Bottini 2011).  

Another way of looking at the case for policies to complement trade reform is in terms of the 
Tinbergen (1956) principle that at the national level, multiple goals will need multiple policies. This 
goes well beyond the notion of “flanking” and rather involves the pursuit of multidimensional public 
policy (Cicowiez and Concini 2008). Trade reform will only work in a broad policy environment that 
allows labour and capital to move from declining to expanding areas of activity (OECD 2005) and 
dynamic gains from trade will be stronger when backed by sound policies dealing with competition, 
education and the regulation of labour and financial markets (Stone and Shepherd 2011). As pointed 
out in the EC Communication, the success of Cape Verde in graduating from LDC status was due in 
large measure to good macroeconomic management and governance as well as to progressive trade 
opening and integration into the world economy. 

The need for multiple policies applies particularly to four acute problems facing many poor and 
vulnerable developing countries. Reduced reliance on tariffs for revenue calls for fiscal reform and a 
widening of the tax base. Reduced reliance on trade preferences calls for broad-based economic 
reform that encourages the diversification of production and exports. Maintaining stable production 
for exports calls for institution building and the rule of law (while democracy may not be a pre-
requisite for the introduction of reform, witness Chile, reform is more likely to be sustained in a stable 
and open environment). And deficiencies in human capital need to be met by sustained programmes 
of training and education in order to foster a better match between the skill base and labour market 
needs (see Dihel et al 2012). 

5.3 Regional and Bilateral Cooperation 

The first two sets of policy implications have focussed, deliberately, on the domestic policy setting. 
This is not to say however that there is not scope for cooperation at the regional or bilateral level. 

Preferential trade agreements, including amongst developing countries, can foster reform mentality 
and regional cooperation but, because of the attendant risk of trade diversion, such initiatives will 
always be second best to multilateral liberalisation. Bilateral deals can help accelerate the pace of 
domestic reform and opening, as was the case with Mexico in NAFTA and as can be expected from 
the regulatory harmonisation or approximation inherent in the EU’s Economic Partnership 
Agreements. But genuine complementarity between PTAs and the multilateral system will only be 
achieved if the multilateral system is itself strong, bringing down MFN tariffs and so reducing the risk 
of trade diversion (Heydon and Woolcock page 211).  

Coalition building among developing countries can also be decisive in strengthening the capacities 
and bargaining position of developing countries. A careful distinction needs to be drawn, however, 
between winning the argument and serving one’s own best interests. The “success” of the Africa 
Group at Cancun in having investment, competition and government procurement excluded from 
the DDA could not have been achieved without concerted effort, but whether it represented a clear 
benefit to developing countries is open to question. Developing countries stand to be the major 
beneficiaries of stronger multilateral rules for investment and competition policy, and of multilateral 
disciplines on government procurement– going beyond the 42-member plurilateral GPA. 

                                                               
8 Revealed comparative advantage measures the extent to which the weight (or concentration) of a given product in a 
country’s exports is higher than the weight (concentration) of this product in world exports. For more detail see Kowalski 
and Bottini. 
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5.4 International Cooperation 

The final conclusion that might be drawn is that though the domestic policy setting is crucial, 
domestic reform needs to be accompanied by international cooperation. Some things cannot be 
done by countries acting independently. International effort – including commensurate effort by the 
emerging economies - will be particularly important in: facilitating WTO membership of the 30 
developing countries still on the waiting list; bringing greater multilateral discipline and transparency 
to government procurement practices, building on the renegotiated GPA and hastening the 
admission of China to the plurilateral agreement; fostering developing country engagement in WTO 
dispute settlement by encouraging public-private partnerships within developing countries to 
identify and act upon breaches of WTO commitments; improving the targeting of special and 
differential treatment to those countries most in need; strengthening rules on the tying of aid; 
improving the effectiveness of aid for trade and its synergies with private sector investment; and, 
above all, through a successfully concluded DDA strengthening the rules of trade, checking the risk of 
green protectionism  and improving market access on a multilateral basis so that the promise of the 
gains from trade can be fully realised. Whether pursuit of DDA closure should continue on the basis of 
a single undertaking or rather involve some unbundling, as the EC Communication seems to imply, 
on the basis of negotiations where feasible, remains an open question. 

6. SOME QUESTIONS ARISING FOR EU TRADE POLICY 

The EU Communication on Trade, Growth and Development contains many elements that have the 
potential to help foster economic development in developing countries: reform of the GSP to ensure 
preferences benefit those countries most in need; better targeted aid for trade; the pursuit of 
comprehensive FTAs via EPA negotiations, with the option for developing countries to open partially 
and gradually; but with an absolute priority for multilateral trade negotiations 

Reflecting some of the policy conclusions above and drawing on the last Trade Policy Review of the 
European Union, following are a number of questions arising in the framework of EU trade policy (for 
context and background see Annex 1). 

First, on EU policies directly bearing on trade and development: 

Does scope exist for more consistent application of member States’ aid for trade strategies?9 

Is there evidence that the new rules of origin, and in particular the new opportunities for regional and 
trans-regional cumulation10 have affected utilisation rates of EU unilateral preferences? 

Is analysis available, for example from the Commission, of the beneficial effects on developing country EPA 
partners of regulatory harmonisation, or of the potentially negative effects of trade diversion associated 
with EPA preferences? 

And, secondly, in terms of indirect effects on trade and development of specific aspects of EU 
commercial practice, what is the risk of unintended consequences?  Are EU trade and development 
objectives and policies being compromised by persisting dispersion in the EU’s MFN tariff, by EU anti-
dumping action, EU regulatory practices or by the European public procurement regime, or proposed 

                                                               
9 Questions have been raised about the effectiveness of EU development policy given that member states continue to 
pursue their own development policies in parallel with those of the EU, and given a concern, post-Lisbon Treaty, that EU 
development policy could become subservient to short-term foreign or security policy issues (Woolcock 2012). 
10 There has been criticism that the absence of opportunities for cumulation across African LDCs has inhibited the creation of 
regional value chains (see African Development Bank et al 2011). 
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changes to that regime? Is the EU giving with one hand and taking away with the other? 
Undoubtedly internal tensions exist and were trade policy to be captured by the pursuit of green 
protectionism these tensions would become even more acute. 

In conclusion, what is the risk, despite all good intentions, that EU pursuit of DC development 
through trade is self-limiting insofar as it: (a) creates a policy framework that discourages developing 
countries from benefitting fully from their own liberalisation; (b) hinders regional cooperation among 
developing countries through the negotiation of bilateral accords with individual DCs and (c) coexists 
with EU commercial practices that impede rather than facilitate DC access to the European market? 
These questions all warrant closer attention. 
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Annex 

Summary of Trade and Development-Related Aspects of the 2011 Trade Policy Review of the 
European Union:  

Annotated Extracts from the Report by the Secretariat (WT/TPR/S/248) of 1 June 2011. 

Aid for Trade 

‘The EU and its member States are among the leading providers of aid for trade.  In October 2007, the 
Council adopted an aid-for-trade strategy, which aims to support developing countries "to better 
integrate into the rules-based world trading system and to use trade more effectively in promoting 
the overarching objective of eradicating poverty". Africa was the top recipient of EU aid for trade in 
2008, with approximately €4.6 billion of the total, followed by Asia with around €2.2 billion, Europe 
(€1.3 billion), the Americas (€0.7 billion), and Oceania (less than €0.01 billion); the remainder 
corresponds to the category "developing countries unspecified".  Aid for trade for ACP countries 
increased to €3 billion in 2008. 

The EU refined its collection of information relating to the implementation of its aid-for-trade strategy 
in 2009, and requested its field offices to provide information on several aid-for-trade subjects. Based 
on this information, the Commission concluded that trade issues are a common element of EU 
donors' policy dialogue with partner countries.  It also found that, while many member States have 
some experience with joint needs assessment, strategy formulation, programmes, or delivery, these 
approaches could be applied more consistently.’ 

Comment: Does scope still exist for more consistent application? 

Unilateral preferences 

‘The EU's GSP consists of three arrangements:  standard GSP, which provides tariff preferences to 
eligible developing countries; GSP+, which offers additional tariff reductions to "vulnerable" countries 
that implement international standards in the fields of human rights, core labour standards, 
sustainable development, and good governance; and Everything But Arms (EBA), which grants duty- 
and quota-free access for products from least developed countries (LDCs). The EU eliminated tariff 
quotas on imports of rice and sugar under EBA in late 2009.  Importers of EBA sugar must purchase at 
a price not lower than 90% of the EU reference price until September 2012. 

Regulation No 732/2008 introduces several technical changes.  The most significant is the withdrawal 
and restoration of preferences based on updated statistics:  preferential treatment is withdrawn for a 
product group from a beneficiary country if, during the previous three years, the beneficiary country's 
exports of that product group into the EU exceed 15% of total EU imports of the same product group 
from GSP beneficiary countries.  For textiles and clothing, the threshold is 12.5%.  For the period 2009-
11, preferences were withdrawn for footwear and other products under HS Section XII from Viet Nam, 
and restored for: Algeria (minerals); India (jewellery, pearls, precious metals, and stones); Indonesia 
(wood and articles of wood);  Russia (chemical products and base metals);  South Africa (transport 
equipment);  and Thailand (transport equipment). 

In October 2010, 15 WTO Members qualified for GSP+ preferences. EBA preferences are available for 
the 49 LDCs recognized by the United Nations. 

The overall importance of GSP in total EU imports is low.  For example, in 2008 some 86% of total EU 
imports entered under MFN, compared with around 5% under standard GSP, GSP+, and EBA. 
However, GSP preferences are important in particular sectors and countries.  Imports under GSP 
accounted for almost 29% of total EU imports of footwear in 2008, 28% of animal and vegetable fats, 
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23% of live animals, and 21% of raw hides.  Of the 49 EBA beneficiaries in 2008, 7 exported more than 
75% of their exports to the EU under EBA zero duties.  For two GSP+ beneficiaries, more than half of 
their exports to the EU entered under GSP+.  Three countries exported more than half of their total 
exports to the EU under the standard GSP. 

In 2009, the latest year for which data are available, utilization rates were 53% for standard GSP, 86% 
for GSP+, and 69% for EBA.  According to the EU, these utilization rates are "negatively affected by the 
availability for many beneficiary countries of alternative preferential arrangements such as free-trade 
agreements or autonomous trade preferences". 

New GSP rules of origin have applied since January 2011 (Chapter III(1)(iii)).   According to the 
Commission, this regulation "relaxes and simplifies rules and procedures for developing countries 
wishing to access the EU's preferential trade arrangements, while ensuring the necessary controls are 
in place to prevent fraud".  A study conducted by the Commission in 2007 concluded that the 
perceived complexity and restrictiveness of the rules of origin that existed prior to the introduction of 
the revised rules partly explained the low use of certain GSP preferences, particularly for products of 
interest to the least developed countries. 

In the context of its previous Review, the European Union indicated that it would consider extending 
the revised rules of origin for GSP to other arrangements, depending on the level of development of 
the countries involved, and "once the rules are adopted and tested within the GSP scheme"’. 

Comment: Is there evidence that the new rules of origin have affected utilisation rates? 

Reciprocal Preferences 

‘The EU's trading arrangements with ACP countries are covered by EPAs in seven ACP country 
configurations:  CARIFORUM, Pacific, Central Africa, West Africa, Southern African Community, Eastern 
African Community, and Eastern and Southern Africa.  Since January 2008, the EU has granted duty- 
and quota-free access to all ACP countries that have at least initialled an EPA. EU imports of sugar 
under EPAs are subject to a transitional safeguard mechanism until 2015.  The CARIFORUM region has 
concluded a so-called "comprehensive EPA" covering trade in goods and services, investment, and 
trade-related issues like innovation and intellectual property.  The other regions have concluded 
negotiations for "interim EPAs" covering trade in goods while negotiations for comprehensive EPAs 
continue.  The EU and Papua New Guinea have signed and ratified an interim EPA.  Other interim 
EPAs were initialled or signed with Botswana, Burundi, Cameroon, Comoros, Côte d'Ivoire, Fiji, Ghana, 
Kenya, Lesotho, Madagascar, Mauritius, Mozambique, Namibia, Rwanda, Seychelles, Swaziland, 
Tanzania, Uganda, Zambia, and Zimbabwe.  Since 2000, a bilateral Trade, Development and 
Cooperation Agreement has been in force between the EU and South Africa.’ 

Comment: Is analysis available, for example from the Commission, of the beneficial effects on developing 
country EPA partners of regulatory harmonisation, or of the potentially negative effects of trade diversion 
associated with EPA preferences? 

Tariffs 

‘The structure of the EU's MFN tariff remains complex, and around 9% of tariff lines have peak rates of 
more than 15%.’ 

Comment: Given lack of progress in the Doha Round, what steps might be expected to reduce tariff 
dispersion? 

Anti Dumping Action 
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‘Both the number of anti-dumping measures in force and the rate at which these are adopted have 
decreased since 2008.  Nonetheless, with 125 measures in force in early 2011, the EU remains an 
important user of anti-dumping measures.  Almost 45% of these measures are applied to a single 
WTO Member (China).’ 

Comment: To what extent does anti-dumping action detract from EU efforts to promote DC development 
through trade? 

Technical regulations and standards 

‘During the last Review of the EU, some Members stated that the EU's regulatory practices, and its 
technical regulations and conformity assessment procedures had become increasingly important in 
determining access to the EU market, sometimes creating, in their view, unnecessary obstacles to 
trade. In response, the EU indicated that its regulations pursue legitimate objectives, are subject to a 
thorough impact assessment, are developed according to a transparent process allowing ample 
opportunity for interested parties from other WTO Members to participate and make their views 
known, and are largely based on relevant international standards.  While recognizing that the number 
of regulatory requirements in some areas had increased, the EU noted that this reflects scientific 
progress and the identification of new risks.  In addition, the EU indicated that it provides technical 
assistance to assist developing countries in meeting regulatory requirements.’ 

Comment: Were similar observations made about obstacles to trade in the course of, or subsequent to, the 
latest TPR? 

Government Procurement 

‘In 2010, the Commission issued a Communication announcing a future review of its public 
procurement regime. The Commission finds that as the interaction between EU rules and national 
rules can be complex, there is a need for simplification of procedures. It seems that the levels of 
participation by firms from other member States in procurement procedures remain low compared to 
the import penetration in the private sector, indicating a potential for more cross-border trade.  The 
Commission has announced its intention to prepare a legislative proposal by the end of 2012, with a 
view to simplifying and updating the European rules to make the award of contracts more flexible 
and to enable public contracts to be put to better use in support of other policies.’ 

Comment: What progress is being made in the preparation of the legislative proposal? 
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PART III: The Case for Freer trade is not proven 
Robert H. Wade 

 

1. INTRODUCTION 

There is nothing that economists agree about more than the virtues of free or almost-free trade.11 
Nicholas Stern, former chief economist at the World Bank, declared in 2008, “95 percent of the 
arguments for protection are rubbish, and the other 5 percent don’t work in practice.” 12 Jagdish 
Bhagwati, a distinguished trade economist, claimed that belief in the superiority of the free or near-free 
trade strategy over the "import substitution" strategy is all but universal among economists, "insofar as 
any kind of consensus can ever be found in our tribe." 13 A survey of economists' opinions elicited 
responses to twenty-seven propositions about the economy from about 1,000 economists in five 
industrialized countries, in terms of "generally agree," "agree with provisos," and "generally disagree." Of 
the twenty-seven, "tariffs and import controls lower economic welfare" elicited the most agreement. 
Fifty-seven percent of the whole sample--including 79 percent of the American economists (though 
only 27 percent of the French economists)--“generally agreed” with it. 14  

The free trade consensus has justified the World Bank's emphasis on trade liberalization as not just one 
policy reform among many but as the queen of reforms. Its Structural Adjustment Loans over the 1980s 
and 1990s carried more trade liberalization conditions than those in any other policy domain. 15  
Moreover, the Bank’s Country Policy and Institutional Assessment (CPIA) formula – by which it scores 
each of its developing country members each year on more than a dozen dimensions of policy and 
institutions – requires a country to have a virtually completely free trade regime in order to get the top 
score for “trade policy”. The same neoliberal thrust is expressed in the other economic components of 
the formula; under “labor market institutions”, for example, a country gets the top score only if it is free 
of trade union “rigidities” like collective bargaining.  

To see how these ideas shape country policy today, take the case of Mongolia. The government that 
took power as communism ended in 1991 swung to the noncommunist extreme and embarked on fast, 
unstrategic economic liberalization. It was hailed as a star pupil of the Washington Consensus. But the 
industrial sector collapsed, urban unemployment soared,  people retreated into pastoralism, pastoral 
yields collapsed, and social indicators fell (having been  high relative to per capita income in the bad old 
communist days). 16  

However, the government did want to retain one primitive industrial policy: a tax on the export of 
unprocessed wool (an instrument the English government had used to develop the wool industry in 
competition with already-established competitors on the Continent in the fifteenth century). The Asia 
                                                               
11 I thank Fadi Hassan, Diana Weinhold, Brian Hindley, Razeen Sally, and Manfred Bienefeld for helpful discussions.  
12 Seminar at London School of Economics, April 30, 2008.  
13 Jagdish Bhagwati, "Rethinking Trade Strategy," in Development Strategies Reconsidered, ed. J. Lewis and V. Kallab (New 
Brunswick, N.J.: Transaction Books), 93. In “The free trade consensus lives on” (Financial Times, October 10, 2007), Bhagwati 
reiterated the point: “Turn to the leading U.S. newspapers these days and you will read the … ‘loss of faith’ in free trade by 
economists…. The truth of the matter is that free trade is alive and well among economists.”  
14 Bruno Frey, W. Pommerehne, F. Schneider, and G. Gilbert, "Consensus and Dissensus among Economists: An Empirical 
Inquiry," American Economic Review 74 (1984): 986-994.  
15 World Bank, "Strengthening Trade Policy Reform" (Washington, D.C.: World Bank, November 13, 1989).  
16 Erik Reinert, “Globalisation in the periphery as a Morgenthau Plan: the underdevelopment of Mongolia in the 1990s,” in 
Globalization, Economic Development and Inequality: An Alternative Perspective, ed. Erik Reinert (Cheltenham, U.K.:  Edward 
Elgar, 2004).  
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Development Bank offered the government a big loan (roughly $200 million)--on condition that the 
government drop the export tax. The government obliged, removed the export tax, and Mongolia’s 
wool came to be processed in China and Italy. Good for China and Italy, bad for Mongolia--which 
continued to struggle with high unemployment, overpopulation in the pastoral economy, and a large 
current account deficit. Mongolia’s experience illustrates that the alternative to an “inefficient” industrial 
sector, measured in world market prices, may be not an “efficient” one, but none.  

Fast forward to 2002, when a German Development Bank mission arrived in Ulan Bator to help with the 
country’s World Trade Organization (WTO) accession. The mission discussed Mongolia’s situation with 
the World Bank country director and floated the idea of restoring an export tax on unprocessed wool. 
The World Bank country director put his foot down, declaring, “That would be going backwards. We 
don’t want the government to intervene in the economy. We want the government to stick to free 
trade.” 17 In the Mongolia story, we see the Asian Development Bank, the World Bank, and the 
postcommunist Mongolian government giving a high priority to free trade policy, as if there were no 
sensible alternative.  

The idea that trade has almost magical developmental effects is frequently reiterated from authoritative 
positions in the international development community, as in World Bank president Paul Wolfowitz’s 
declaration that, “It is trade that will allow poor countries to generate growth…. It is trade that has 
helped 400 million Chinese escape poverty in the past 20 years and the same can happen elsewhere.” 
Fudging the important distinction between “trade policy” and “trade quantities and values,” such 
statements assume that freer trade policy reliably generates more trade and that more trade reliably 
improves indicators of economic development.  

In the same vein, most commentators in the West agree that the early 2007 collapse of the WTO’s Doha 
Round trade negotiations--aimed at intensifying the Uruguay Round’s multilateral liberalization of trade 
and investment (while retaining tough protection of intellectual property )--was a bad thing for 
everyone except some special interest groups. They paint a post-Doha scenario of crumbling 
multilateral trade arrangements, proliferating bilateral or regional trade agreements (“stumbling blocks” 
rather than “building blocks”), and trade quarrels seemingly immune to the WTO’s Dispute Settlement 
Mechanism. They also say that developing countries are the big losers, because various aid-for-trade 
and trade facilitation measures written into Doha will be suspended while agricultural support in the 
United States, the European Union, and Japan will continue, making it more difficult for developing 
countries both to sustain their own agricultures in the face of cheap food imports and to export 
agricultural products to the developed countries’ markets--thus assuming that they should specialize 
more in agriculture, their “comparative advantage.”  

The Financial Times rebuked Japan in 2009 for attempting to hang on to a large manufacturing sector, 
on grounds that manufacturing is no longer in Japan’s comparative advantage. “[I]t no longer makes 
sense to deploy [the] ability [of companies like Sony, Canon and Panasonic] in Japan. Instead they need 
to complete the shift of their manufacturing offshore, whether it is outsourced or kept in house”. At 
home Japanese companies should concentrate on research, and on “telling others what to make”. The 
Financial Times avoided the obvious question: will concentrating on research and telling others what to 
make provide sufficient employment, and sufficient exports with which to import the now outsourced 
manufactured goods? 18   

The larger normative vision is of a “globalized” world where “the market” – the institution of “efficiency”, 
“freedom”, “democracy, and of “ordinary people versus elites” – has maximum scope, both in terms of a 
                                                               
17 From a participant who requested anonymity.  
18 Financial Times, “The malady of manufacturing”, 25 May, 2009. 
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global free trade zone and in terms of a global unified production zone; conversely, where national 
borders have little economic significance, except perhaps to restrain labor migration. As Martin Wolf of 
The Financial Times says, “It cannot make sense to fragment the world economy more than it already is 
but rather to make the world economy work as if it were the United States”--that is, with national 
borders having no more economic significance than the borders between U.S. states.19   The normative 
vision is articulated in the global policy paradigm known as the “Washington Consensus” about what is 
good for developing countries, It prescribes as its central thrusts, privatization of state enterprises, 
liberalization of markets, and macroeconomic stability.20   

Yet one need look no further than the Latin America–China comparison to see that something is amiss 
with the free trade consensus and the larger Washington Consensus. Twenty years ago, Latin America 
was the champion liberalizer, while China not only retained high barriers to trade and foreign 
investment and capital flows but also allowed its government to continue to steer the economy, 
including through state-owned banks. Latin America was expected to ascend to the First World while 
China would languish in the Third World. Twenty years on, however, China is the great success story; it is 
now a major world economic power, and many fewer of its people are living in poverty. Latin America, 
meanwhile, experienced an export boom, from $100 billion in 1981 to $750 billion in 2007; but the 
export boom was driven by rising demand for commodities with low value added per capita more than 
by rising industrial investment. Latin America’s growth now depends heavily on China’s; the industrial 
sector has been eroded (most of Brazil’s Carnevale costumes are now made in China, and Brazil’s steel 
exporters have lost out to Chinese steel exporters in third markets, who make steel from Brazilian iron 
ore); and its poverty headcount (number of people living on less than $2-a-day) soared from 140 million 
in 1980 to 210 million in 2005. Between 2007 and 2011 the East Asian region increased GDP by some 
60%, compared to Brazil’s 16%  and developed countries’  3%.  

An equally telling piece of evidence comes from the comparison of Latin America’s productivity growth 
in 1960-75, the period of “bad” import-substituting industrialization (with planning, trade and capital 
protection, subsidies to new industries), and in 1990-2005, the period of “good” Washington Consensus 
policies. Labor productivity under import-substituting industrialization policies grew twice as fast as in 
the Washington Consensus period. Virtually all the faster rate of growth in the earlier period was due to 
structural change, as labor moved from sectors of lower productivity (most of agriculture) to those of 
higher productivity (much of manufacturing). This structural shift almost stopped during the 
Washington Consensus era.21  

This essay argues that both theoretical developments and new empirical evidence call for a rethinking 
of the free trade consensus. Indeed, it shows that the consensus does not now hold among the subset 
of economists working directly on trade and trade policy. 22  Economists-in-general, political leaders, 
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business leaders, and concerned citizens should pay attention to the shifting ground of theory and 
evidence, taking a questioning approach to the claim that trade liberalization is a necessary condition 
for economic progress and even more so to the claim that it is an almost sufficient condition for 
economic progress. Movement towards freer trade has very different effects depending on whether it 
occurs when production is relatively immobile between countries, as in the world economy of 1945-
1980, or when production is not only mobile but organized into flexible global production networks, as 
in the world economy of 1980 to the present. The effects in the latter case are more ambiguous, more 
win-lose and less win-win. Yet this distinction is rarely made in the debate.   

2. GIVENS  

To clear the ground, we can take the following propositions as given.  

Some trade is better than no trade (but no one champions autarky, not even North Korea).  

Trade can expand markets, lower costs, intensify competition, disseminate knowledge of tastes and 
technology, and raise productivity.  

Countries that have sustained fast growth have generally experienced a rising share of trade in GDP.  

In these cases, the broad direction of change in trade barriers has been downward.  

Very high average tariffs (say 40 percent +) and large variations in effective tariffs between one sector 
and another reflecting not national strategy but inertia or interest-group pressures constitute a “bad” 
trade regime. As between this bad regime and free trade, free trade wins hands down.  

But this last is a phony choice. The policy question generally is, “Should the government now give high 
priority to further and across-the-board trade liberalization?” as distinct from all the other things that 
compete for the government’s attention. Part of the answer should rest on the answer to the question, 
“Is trade liberalization reliably associated with subsequent higher growth, lower poverty and lower 
inequality?”  

3. FREE TRADE THEORY 

If the residents of London and Manchester both gain by trading, why not equally the residents of 
England and Portugal? What difference does a national border make? If two autarchic economies start 
trading with each other, both will gain as each moves to specialize in its “comparative advantage.” 
Therefore, according to free trade theory, trade is good and more trade is better. If an economy 
currently has tariffs or restrictions on imports, it can almost always gain (improve efficiency) by lowering 
or removing them, regardless of starting level, even if other countries maintain protection. In the words 
of a Financial Times editorial, “The case for trade liberalisation is simple: it is not wise to throw rocks into 
your own harbours. Liberalisation has run aground [in the Doha Round of trade negotiations] because 
its defenders have failed to make that simple argument.”23  

The core proposition of this popular theory is that fully employed resources will be utilized more 
efficiently in the absence of barriers to trade.24 It assumes that fuller exposure to international 
competition does not cause higher unemployment, so the efficiency gains from lifting trade barriers are 
not measured against the various kinds of costs associated with higher unemployment. Where, as is 
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common in developing countries, the economy’s main problem is failure to fully utilize its resources 
rather than failure to direct them into the most efficient uses, this assumption is problematic.  

Put more generally, the core proposition is that trade between countries is fully voluntary, in the sense 
that the parties mutually consent to it in the expectation that their own welfare will be improved. The 
possibility that one party loses but feels it has no choice – as has been said to be the case for some 
countries entering “free trade agreements” and joining the World Trade Organization – is ruled out by 
assumption (which in a sophisticated version might be that if groups internal to a country lose by trade 
liberalization the national gains will be sufficient for  the groups potentially to be compensated).  

Evidence for Free Trade  

An impressive amount of evidence seems to support the free trade argument. Since the late 1960s, a 
dozen major studies have examined the impact of trade regimes on economic growth, income 
distribution, poverty, and other development indicators.25 These studies confirm that free or almost-free 
trade produces the best economic results (with some small exceptions), and that countries with freer, 
less distorted trade regimes have better development performance than countries with less open, more 
distorted ones. In the words of one such study, “The best evidence available shows…the current wave 
of globalization, which started around 1980, has actually promoted economic equality and reduced 
poverty.”26  

The implications of this finding go well beyond trade policy. Import tariffs and import controls are only a 
subset of the ways in which governments try to alter the composition of economic activity. The 
neoclassical mainstream says that most such interventions are a mistake--not just one mistake among 
many, but a mistake so big as to constitute one of the main reasons for the slow progress of most 
developing countries. As a cause of poor development performance, bad government intervention 
dwarfs other domestic factors such as location,  lack of natural resources and "inherent" market failures 
(those not caused by government ), and also external factors such as falling terms of trade, volatility in 
exchange rates between the major currencies, and rich country trade regimes rigged against exports 
from developing countries. 27  

The free market argument is derived from classical liberalism, which sees “the state” as artificial and “the 
market” as natural, and the two in fundamental tension. The proposition that real-world states are even 
more imperfect than real-world markets has not been subject to testing in any direct way, but the many 
studies of trade policy do constitute the most systematic testing of propositions derived from it. 
Through their support for free (or always freer) trade, they also support the meta-belief that imperfect 
markets are generally better than imperfect states, and therefore that states should withdraw from 
directly influencing resource allocation in directly productive activities. And so these studies of trade 
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regimes also support the allergy in neoclassical economics toward anything called “industrial policy,” 
which involves the state protecting or giving preferential resources to certain sectors, such as infant 
industry protection.28 They affirm the core neoliberal belief, succinctly expressed by Garry Kasperov, 
“The free market is what works – and having the state help it is usually a contradiction in terms”.29 

4. NEW TRADE THEORIES 

4.1 New Trade Theory 

However, the foundational ideas of free trade advocates -- the line of theory associated with Smith-
Ricardo-Heckscher-Ohlin-Samuelson--deal with the static efficiency gains from trade, as in the 
reallocation of existing resources due to the switch from no-trade to trade, causing a one-time increase 
in the level of GDP per capita. This is quite separate from the proposition that a rise in the trade-to-GDP 
ratio causes higher growth rates (faster expansion of available resources), and also from the separate 
proposition that trade policy liberalization (cutting tariffs and nontariff barriers) causes higher growth 
rates.  

Also, the foundational ideas assume that: (1) international trade is inter-industry trade (English cloth in 
exchange for Portuguese wine, for example); (2) firms are “homogeneous” (hence the unit is a 
“representative” producer); (3) the free international market will “automatically” shunt every national 
economy into its comparative advantage specialization by the same “invisible hand” mechanism that 
operates in the domestic economy; (4) countries have no spatial structure between them or within 
them--no clustering or agglomeration; (5) diminishing returns to economic activities prevail over 
increasing returns; (6) production factors (capital, labor) are mobile within countries but immobile 
between them; and (7) the real exchange rate adjusts to maintain overall balance between imports and 
exports.  On this wobbly pyramid of assumptions and factoids economists’ confidence in free trade is 
substantially based.  

In the mid- to late 1980s, “the deep slumber of a decided opinion” (to use J. S. Mill’s phrase) suddenly 
stirred to life. A number of younger economists--including Paul Krugman, Elhanan Helpman, Gene 
Grossman, and Paul Romer--tried to develop theory capable of explaining two glaring facts not 
explainable by standard theory:  

(a) very large spatial disparities in income and wealth persist over decades and centuries, even within 
well-functioning market economies (northern and southern Italy, for example), and still more between 
countries at different levels of development that are engaged in international trade; and  

(b) most trade is of the kind that earlier trade theory conveniently assumed away: intra-industry trade 
(Italian shoes to India, Indian shoes to Italy).30  

The resulting stream of literature came to be known as “new trade theory.” It incorporated more 
“realistic” assumptions, such as imperfect competition, increasing returns to scale;  and it allowed for 
different products (grain, apparel, machine tools) having different intensities of these characteristics 
and so having different potential for further growth and diversification.  
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4.2 New "new" trade theory 

New trade theory retained the earlier assumption of no differences between firms--the assumption of a 
“representative” firm for each product category. By the early 2000s, however, large-scale data on firm-
level participation in international trade became available, making it clear that differences among firms 
matter for understanding international trade. Most firms, even in traded-goods sectors such as 
manufacturing, agriculture, and mining, do not export: in the United States in 2000, only 15 percent of 
firms in these sectors exported. Also, among exporting firms, exports are highly concentrated: the top 
10 percent of U.S. exporting firms account for 96 percent of aggregate U.S. exports. These stylized facts 
about firm differences prompted a new wave of literature--known, clunkily, as “new new trade theory”--
that was developed by Marc Melitz, Stephen Redding, Richard Baldwin, and others.31 

Pinelopi Goldberg and Nina Pavcnik spell out the significance of the new data. “In recent years, it has 
become increasingly apparent that trade is more than the flow of goods between countries as 
traditionally modeled in international trade theory. Trade represents exchange between firms that are 
located in different countries…. Accordingly, questions, such as what types of firms produce what 
goods and for which markets, which firms export and which ones produce for the domestic market, 
what are the characteristics of workers employed by different types of firms, etc., are becoming more 
prominent in the literature”.32   Richard Baldwin and Frederic Robert-Nicoud present a model of trade 
with heterogeneous firms, which concludes that a rise in a country’s trade “openness” (a fall in the 
transaction costs of trade, including tariffs and quantitative restrictions) may have growth-depressing 
effects as well as growth-enhancing effects, and the balance of the two effects is ambiguous.33   

The policy implications of this theoretical upheaval have hardly begun to be developed, but it is clear 
that they seriously complicate the old verities.  Still, even those who have done most to develop the 
new theories--and to show theoretical mechanisms by which countries might gain from managed 
trade--tend to row back toward free trade as the best practical policy, as in Paul Krugman’s dictum, 
“Free trade rules are best for a world whose politics are as imperfect as its markets."34 They justify the 
retreat to free trade by reference to the danger that more strategic policy would be “hijacked” by special 
interests. Yet they make no analysis of this claim, in contrast to the sophistication they bring to the 
arguments against free trade. As for the operational economists in organizations such as the World 
Bank, they don’t pay much attention to the new theory. They have strong career incentives to prescribe 
with certainty--“I know what country X should do even before I get out of the airplane”--and they can be 
more certain if they believe in a single broad policy package for all countries, whether Mongolia, Sri 
Lanka, or Brazil. The commitment of operational economists to this orthodoxy limits the diffusion of the 
new ideas, because the World Bank has a strong “cowbell” effect, a disproportionate weight in shaping 
others’ beliefs about what is true or not true.  

4.3 Theories of Increasing Returns, Multiple Equilibria, and Spatial Structure  

The most profound challenge to the theory of comparative advantage comes from beyond the new and 
newer trade theories--from a broader, less trade-specific economics of “multiple equilibria” and spatial 
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structure, which sometimes goes under the name of “new economic geography.”35 Ralph Gomery, 
William Baumol, Paul Krugman, Anthony Venables, Dani Rodrik, and Anthony Thirlwall are leading 
thinkers in this stream.36  

The empirical starting point for this approach is the finding that the location of a given industry in one 
country or another is often not a matter of comparative advantage but of accident and path-
dependence. There is no reason of comparative advantage to explain why Switzerland has long 
dominated the watch industry, why Taiwan dominated the production of laptops (but not their 
branding), why Pakistan specializes in soccer balls and Bangladesh specializes in hats rather than the 
other way around, or why Liechtenstein’s big companies specialize in, respectively, power tools, 
microwave meals, and false teeth.37 It turns out that industries have different “retainability” scores, in the 
sense that some industries, once established, are sheltered from the blast of full competition and can 
earn “super-normal” returns, because would-be competitors find it difficult to break in.  

The new stream of theory shows how, in a world of increasing returns (rather than constant or 
diminishing, as in standard models), the existing market equilibrium may not be optimal. The existing 
allocation of industries across countries is (a) fragile and (b) not necessarily “globally” optimal (globally 
in the sense of better than any feasible alternative, not in the geographical sense). But the market lacks 
a mechanism for getting to a global optimum. The theory suggests that trade liberalization would not 
necessarily shunt the economy into a more desirable position than it could have reached with more 
activist trade and industrial policy, contrary to Ricardian trade theory. The theory of comparative 
advantage, being concerned with how an economy can best exploit its present stock of resources, can 
hardly tackle the trade-off between acting today to maximize short-term efficiency and acting today to 
accelerate the economy’s shift of tomorrow’s comparative advantage into higher value-added, higher 
return products. 38  

One of the key analytical mechanisms is the link from spatial proximity to productivity, a link which is 
often characterized by increasing returns (“proximity promotes productivity”). Denser spatial 
configurations of economic activity—more firms and more skilled people in the same space --promote 
productivity more than looser ones, up to some point of diminishing returns due to congestion and 
other costs. This kind of market “externality” underlies the importance of clustered networks of 
supporting industries for the growth of any one industry, as in Silicon Valley and the east coast of China.  

The networks can also operate across a national space. For example, U.S. military procurement is a giant 
industrial policy protecting whole chains of high-tech supplier industries across  the United States 
under the justification of “national security,” which allows the U.S. government to give protection to 
firms producing in the United States while demanding that other countries give up protecting their 
own.39 The U.S. government paid for 50–70 percent of total R&D expenditures in the United States from 
the 1950s to the mid-1990s, mostly under cover of the defense umbrella. But the opposite tendencies 
are also in evidence. As Boeing switches component suppliers to China, U.S.-based component 
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suppliers stop producing in the United States; U.S. supply networks fragment, causing knock-on costs to 
other industries; and Chinese firms buy U.S. component-making technology, the better to supply 
companies such as Boeing from China and to develop aircraft manufacturing in China.  

5. INDUSTRIAL POLICY AND INTER-STATE COMPETITION 

The “new economic geography” suggests a new rationale for “infant industry protection,” a long-but-
grudgingly accepted partial exception to the prescription of free trade. In conventional trade theory, 
the infant industry exception is presumed to apply--if at all--only to newly-industrializing countries 
trying to lay down basic industries. But multiple equilibria theory suggests that the continuous 
technological evolution of the world economy means that parts of many industries are “infants” at any 
one time, even in the most technologically advanced economies. The task of governments, even in 
advanced economies, is to capture “high retainability” industries for their jurisdiction, using trade and 
other industrial policy instruments--even at the cost of short-term inefficiency. The new thinking 
suggests how strategic industrial policy (including trade as well as technology, infrastructure and 
education policies) can help in securing the economy’s place in higher-potential industries with higher 
“retainability” scores. But as a general rule, the intervention should be temporary so that the market 
eventually supports the better equilibrium unaided. Of course, all governments--not just that of the 
United States--try to disguise what they are doing, so as to get others to do what they say: “we must all 
embrace free trade.” The strategy could be called “optimal obfuscation.”  

In these terms we can make sense of the observed intense rivalry between nations as they jockey for 
industrial advantage--a far cry from the harmonious world of comparative advantage theory (whose 
assumption of mutual  rather than conflicting interests is one of its strongest selling points for the 
international development community). Developed nations are silently implementing mercantilist 
industrial policy not mainly with trade instruments such as tariffs, but with more subtle, less noticeable 
behind-the-border instruments such as anti-dumping legislation, anti-trust, rules of origin, health 
standards, and especially government procurement; and, as suggested earlier, they often invoke 
national security to justify support that cannot be concealed. This inter-nation rivalry helps to explain 
why the business school myth of multinational corporations as free-floating, cosmopolitan entities 
owing allegiance to nowhere is just that--a myth. State support tends to be geared toward high-tech 
firms regarded as “nationals” of the same state: the United States channels its support more toward 
American firms than to foreign firms operating within its borders, as do the other two centers, Europe 
and Japan-China.  

In these terms we can also make sense of the Doha trade talks agenda, which was shaped by U.S. and 
EU governments with one eye on “holding back” developing countries from advancing into industrial 
and service areas now dominated by the developed countries.40 For the theory shows that productivity 
growth in the less-productive trading partners of an advanced country is not necessarily in the interests 
of the bulk of the citizens of the latter.  None other than the celebrated Paul Samuelson recently 
developed an argument along these lines, showing that as China, for example, catches up in the 
production of goods that had been produced in the United States (whether through outsourcing or 
through domestic innovation), U.S. export prices fall, worsening the U.S. terms of trade. The United 
States still benefits from trade, relative to “no trade,” but less so than before. 41  

                                                               
40 Robert Wade, “Goodbye Doha, hello new trade round,” Challenge, November-December 2006, 14-19.  
41 Paul Samuelson, “Where Ricardo and Mill rebut and confirm arguments of mainstream economists supporting 
globalization,” Journal of Economic Perspectives 18 (2004).  
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All this new thinking remains within the tradition of trade theory insofar as it assumes away 
unemployment, foreign direct investment, speculative financial flows across borders, financial 
instability, systematic mispricing of foreign exchange, and persistent trade deficits and trade surpluses. 
When these noticeable facts are factored in, the case for strategic industrial and trade policy--for not 
letting some markets work freely--becomes stronger. The objective of strategic policy is to enable 
resources to be combined and employed in a national economy when those resources would not be 
employed--or employed less productively -- if the economy were fully exposed to efficiency criteria 
derived from world market prices, especially when those prices are jerked around like a yo-yo by 
essentially speculative financial flows. However, the assistance must be delivered in such a way that 
learning-by-doing takes place, so that after a time the strategic policy support can be redirected to 
other resource combinations.42 

6. EVIDENCE  

 In short, new and newer trade theory no longer supports the old truth about free trade or always freer 
trade being, with only partial exceptions, best in theory. The standard argument has been further 
undermined by evidence of (a) serious defects in the major studies referred to earlier which purport to 
find that freer trade is generally better in the real world, (b)  structural changes during development, (c) 
relative losses to poorer people and rising inequality in developing countries following trade openness, 
and (d) trade protection in the fast-growth phase of successful  pre– and post–Second World War 
industrializers.  

Constraints on space prevent more than a bald summary. It turns out that the impressive evidence in 
support of giving a high priority to further trade liberalization is not impressive when the methods, data, 
and conclusions are subject to unbiased scrutiny. For example, following a large-scale review of the 
existing literature on the relationships between trade liberalization, growth, inequality, and poverty, a 
set of economists concludes that “the results are weak”.  43 Another review says that “the evidence on 
the causal link between trade openness and growth has been controversial and inconclusive to date”.44  

An independent panel of economists tasked with evaluating World Bank research on development 
policies said of the big Bank-sponsored cross-country studies allegedly showing that free market 
policies are best:  

“We see a serious failure in the checks and balances within the system that has led the Bank to 
repeatedly trumpet these early empirical results without recognizing their fragile and tentative 
nature… . [O]nce the evidence is chosen selectively without supporting argument, and empirical 
skepticism selectively suspended, the credibility and utility of the Bank’s research is threatened.” 45 

The point is underlined by the finding that spells of accelerated (national) growth often occur 
spontaneously, without preceding “reforms,” or only marginal ones, whether in trade or anything else. 
One study identified more than eighty episodes since 1950 in which a country’s growth rate increased 

                                                               
42 Robert Wade, Governing the Market, Princeton University Press, 2004. 
43 Jennifer Mbabzi, Oliver Morissey, and Chris Milner, “The fragility of empirical links between inequality, trade liberalization, 
growth and poverty,” in Perspectives on Growth and Poverty, ed. Rolph van der Hoeven and Anthony Shorrocks Tokyo: United 
Nations University Press, 2003), at 113.   
44 Goldberg and Pavcnik, 2007, 41. 
45 Banerjee, Abhijit, Angus Deaton, Nora Lustig, and Ken Rogoff, “An evaluation of World Bank research, 1998-2005,” World 
Bank, 2006, 53-56, at www.tinyurl.com/yck7wc. 
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by at least 2 percentage points for at least seven years--almost all of them without preceding 
liberalization or opening. 46 

Again, the evidence suggests that the dominant process in development is not increasing specialization 
in line with comparative advantage (rising Gini coefficient of sectoral shares in production ), but 
diversification of production and employment.47 Not just the familiar diversification from agriculture to 
manufacturing and on to services, but also diversification within manufacturing. As poor countries get 
richer, sectoral production and employment within manufacturing become more diversified among 
sectors. Diversification dominates specialization right up to a per capita level at the lower end of the 
“old” OECD countries (such as Portugal in the early 1990s)--above which, specialization dominates 
diversification. And as suggested by the Gomery-Baumol-Krugman-Venables work, the pattern of 
diversification in each country seems to have a large element of arbitrariness or randomness, in the 
sense that it reflects “self-discovery” of export opportunities and cost structures by a small number of 
entrepreneurs whom others then copy.  

This evidence confirms the intuition that a central process of development is mastery over an 
expanding range of activities, rather than specialization in “what one does best today.” Since 
diversification is central, the question becomes whether “the market” can be relied on to promote 
diversification--learning to master an expanding range of activities--sufficient to sustain catch-up 
growth; and if not, what the state can do to accelerate the process. The market may encourage 
diversification into “nearby” products (those with similar inputs) but with much the same value- added. 
Diversification to more distant products with increasing returns and higher income elasticity of 
demand, and higher potential for further diversification (from radios to steel, in the Korean case) may 
well require a push from the state. This kind of state push into products distant from present ones 
(requiring the supply of new private and public inputs) might be called “leading the market.” State help 
for diversification to products in between “nearby” and “distant” might be called  “following the 
market”--helping to support private entrepreneurs to do (some of) what they would want to do 
anyway.48  

As for the effects of trade liberalization on inequality, a survey of the evidence reports that the large 
majority of developing countries have experienced contemporaneous increases in trade openness and 
in income inequality over the past three decades, contrary to the expectations of traditional trade 
theory.  While acknowledging that the causality is unclear the survey concludes, “it seems fair to say that 
the evidence has provided little support for the conventional wisdom that trade openness in 
developing countries would favor the less fortunate (at least in relative terms).” 49  

Finally, the historical evidence from development trajectories gives little support for the proposition 
that trade liberalization reliably generates higher economic growth and lower poverty. Almost all the 
now developed countries used substantial trade protection during their rapid development stage.  

                                                               
46 R. Hausmann, L. Pritchett, and D. Rodrik, “Growth accelerations,” Journal of Economic Growth 10 (2005): 303-329; Charles 
Sabel, “Bootstrapping development: rethinking the role of public intervention in promoting growth,” Columbia University 
Law School, November 2005.  
47 J. Imbs and R. Wacziarg, “Stages of diversification,” American Economic Review 93, no. 1 (March 2003): 63-86, discussed in 
Dani Rodrik, “Industrial policy for the twenty-first century,” in One Economics, Many Recipes,  Princeton University Press, 2008. 
See also Jane Jacobs, Cities and the Wealth of Nations (New York: Viking, 1984).  
48 Robert Wade, “Industrial policy in East Asia: Does it lead or follow the market?” in Manufacturing Miracles: Paths of 
Industrialization in Latin America and East Asia, ed. Gary Gereffi and Donald Wyman (Princeton, N.J.: Princeton University 
Press, 1990).  
49 Goldberg and Pavcink, 2007, p.77.  
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The newly industrialized East Asian countries (Japan, Taiwan, South Korea) managed their trade as part 
of a larger industrial policy for the best part of forty years, such that industries to be nurtured to 
international competitiveness initially received substantial protection that was conditional on 
performance--especially on movement toward international prices and quality standards. As they 
became internationally competitive, protection was scaled back--as it was also scaled back if they 
continued not to be competitive. Hence, at any one time, the East Asian countries showed fairly high 
dispersion of effective protection rates across industrial sectors, quite contrary to the “low dispersion” 
prescription of neoclassical trade policy.50 Of course, some of the supported industries “failed,” in the 
sense of not becoming internationally competitive. But as Thomas Watson, the founder of IBM, is 
reputed to have said, “If you want to be more successful, double your failure rate.”  

The East Asian countries provide concrete examples of how protection can be combined with 
competition, of how “inward orientation” can be combined with “export orientation.” It takes 
fundamentalist liberal faith to argue that these countries, which have demonstrated the fastest 
development in history (recent China aside), would have done even better had they practiced free 
market economics.51 As for China, it maintained average tariffs of more than 30 percent for decades up 
to the mid-1990s, when it was already growing and diversifying very fast. Recall the contrast between 
China and Latin America made earlier.  

7. THREATS FROM CHINA’S RISE  

Most of the literature on trade theory and trade policy fails to make the distinction mentioned earlier, 
between trade when production is relatively immobile and when production is mobile. The former was 
the case in 1945-1980, which could be called the “trade globalization” era, ending with the conclusion 
of the Tokyo Round in 1979. The latter was the case in 1980-2000, which could be called the 
“production globalization” era, when the Uruguay Round was negotiated, NAFTA (North America Free 
Trade Agreement) was negotiated, and the World Trade Organization was formed. The period since 
2000 has seen an intensification of production mobility and a skewing of production towards China. The 
onset of “China-centric globalization” -- the third era of post-Second World War globalization -- was 
signaled by the US Congress granting “permanent normal trading relations” status to China in 2000 and 
by China’s admission to the WTO in 2001. 52  

The effects of trade liberalization when production is very mobile are much more ambiguous than 
when production is relatively immobile, at least in the country from where production is moving. Here 
standard trade theory’s assumption of mutual gains – and hence that all trade is voluntary exchange -- 
is especially problematic. The ability of China’s manufacturing agglomerations to produce a wide range 
of manufactured goods at 50 percent of the cost of other producers, or less, poses the acute question of 
how manufacturing can flourish elsewhere. (Chinese door makers are even able to ship doors from 
China to landlocked Mali in West Africa and outcompete local carpenters.) Increased specialization in 
(diminishing returns) commodities and raw materials is bad news for the people of Africa and Latin 
America, and bad news for the prospects of a wider global diffusion of the material benefits of growth. It 
is a recipe for specialization in poverty, except for those lucky enough to produce commodities with 

                                                               
50 Robert Wade, “Managing trade,” Comparative Politics 25, no. 2 (1993); Wade, Governing the Market, 2004, chap. 5; Alice 
Amsden, Asia’s Next Giant (Oxford: Oxford University Press, 1989); Ha-Joon Chang, Kicking Away the Ladder (London: Anthem 
Press, 2002).  
51 See Albert Fishlow, Catherine Gwin, Stephan Haggard, Dani Rodrik, Robert Wade, Miracle or Design? Lessons from the East 
Asian Experience (Washington, D.C.: Overseas Development Council, 1994).  
52 Thomas Palley, “The economic and geo-political implications of China-centric globalization”, New America Foundation, 
February 2012, Washington DC.  
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high income elasticity of demand (such as fish from Iceland). Yet both “export-oriented 
industrialization” and “domestic demand-led, middle-class-led industrialization” have been rendered 
problematic for developing countries around the world by   China’s undervalued exchange rate, wage 
suppression, investment subsidies and almost infinite labor supply. Getting the “proximity-productivity” 
dynamic to work in these economies has to involve some kinds of protection, even though not only the 
West but now also China will insist otherwise. 

The US, too, has experienced ambiguous effects from the rise of China.53 Its trade deficit soared from 
nothing in 1980 to over 4% of GDP over the 2000s, two fifths of which was with China. The other side of 
the trade deficits was an erosion of US manufacturing capability, the erosion of manufacturing’s 
productivity-stimulating effects on non-manufacturing, the loss of over 2 million relatively high wage 
manufacturing jobs, and the loss of capacities to provision the military.  The trade deficits have to be 
financed, and China has helped to sustain them by buying large holdings of US financial assets, giving 
the government another lever of influence in China-US relations. Moreover, the reconfiguration of East 
Asian  production networks – with East Asian firms producing components for final goods made in 
China and then exported to the US and Europe, instead of East Asian firms selling directly to the US and 
Europe – increases US supply vulnerability and amplifies China’s geo-political pre-eminence in East Asia.  
China-centric globalization is also weakening US-Europe economic relations and strengthening China-
Europe relations. As of 2011 China has been using some of its overflowing foreign exchange reserves to 
buy European government debt, earning thanks from the governments of heavily indebted countries; 
but its aim is to support the value of the euro, the currency of its biggest single market, lest euro 
depreciation or break-up make Chinese products less competitive there.   

8. CONCLUSION 

“Does trade liberalization contribute to economic progress?” The best short answer is: “it depends”. My 
main point is that the substantial “yes” consensus among economists is challenged  by recent 
theoretical and empirical research. No one argues that a strongly inward-oriented trade regime--with 
high, uniform and unconditional import protection plus export taxes--is better than a liberal trade 
regime. The point is that trade liberalization has been oversold, and does not deserve the priority it has 
received in the international development community.54  

The policy implications of this argument--at both national and multilateral levels--are anything but 
straightforward. Within broad limits, beyond which everyone would agree that a policy is crazy, there is 
no one-policy-fits-all for strategic trade policy akin to the universal free trade policy of neoclassical 
economics. Like other powerful policy instruments, trade protection can be used well and it can be used 
badly. The fact that it has often been used badly does not mean that it cannot be used well, and the 
gains from using it well are high compared to possible substitute instruments, such as targeted 
subsidies, which tend to be more difficult for developing country states to implement. Sensible policy 
prescription starts from this pragmatic state of mind.  

The next step is to discard the neoclassical distinction between “inward oriented” trade regimes and 
“outward oriented” ones, or at least to qualify it to recognize that a given trade regime--such as Japan’s 
in 1950-1980, South Korea’s in 1955-1990--can be both, in the sense of including policy-based 
incentives for both import substitution and export promotion but in different sectors at any one time.  

                                                               
53 Palley, op.cit. 
54 See further, UNDP, Making Global Trade Work for People, Earthscan, 2003; Amit Bhaduri, “Toward the optimum degree of 
openness,” in Putting Development First, ed. Kevin Gallagher (London: Zed, 2005).  
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Then one has to recognize that import substitution is the mother of most (not all) new exports, for the 
good reason that learning to produce for the domestic market--given that the demand already exists--is 
easier than producing for export sales. Further, import substitution policies do not necessarily give rise 
to cozy monopolies. Protection and competition can go together, even though, historically, protection 
has often been designed in such a way that it does cut competition, whether intentionally or not. 
Protection can coexist not only with domestic competition, but also with (buffered) international 
competition. For example, governments can use the price and quality gap between domestic and 
internationally-available versions of the same product to calibrate protection--as in, “you have two years 
to bring your price and quality to within X percent of the imported price, and you can get access to 
several kinds of publicly-supported facilities in order to do so; but after Y years we will phase out the 
protection.”55  

One has to see trade policy as a subset of a larger strategic development policy designed to build on 
increasing returns and the proximity-productivity mechanism, rather than seeing trade policy as the 
queen and industrial policy as a subset. As suggested earlier, both new theory and new evidence 
suggest that a low and uniform level of trade restrictions and tariffs is neither a necessary nor a 
sufficient condition for a successful growth strategy. On the other hand, rising trade/GDP and foreign 
investment/GDP are indeed likely outcomes of a successful growth strategy, and if these ratios are 
prevented from rising--perhaps by advanced countries’ rigging their trade regimes against 
sophisticated exports from developing countries--the strategy may not remain successful.  

For neoclassical economists brought up to believe the classic liberal postulate of “natural” markets vs. 
“artificial” government, this line of argument is upsetting. For others, the challenge is to develop 
guidelines for strategic trade policy which correspond with empirical evidence, which have some 
foundation in theoretical mechanisms, and which are not wide open to hijacking by vested interests. 
Then they have to translate these guidelines into revisions of WTO treaties, World Bank prescriptions, 
U.S. and EU preferential trade agreements, and the like.   

We should give up on the ambition of reaching another Big Global Trade and Investment Deal that all 
must sign. Progress is more likely to be made by asking, “What are the ten key challenges that ‘the 
world’ must act on in the next ten years, and what changes should be made to the multilateral (and 
bilateral/regional) trade regime to address them?” 

One of those challenges is to integrate trade policy with macroeconomic policy, especially exchange 
rate policy. Fluctuations in exchange rates driven by speculative capital flows can nullify the best trade 
policy. Somehow the world must establish a “governed market” for foreign exchange, with managed 
exchange rates and regulations on capital inflows and outflows.  

The experience of the eurozone suggests that monetary union involving developed and developing 
countries should be steered clear of. Countries of the eurozone running large current account deficits 
have only two broad options: one is to comply with the demands of creditors that their governments 
inflict savage austerity on the population; the second is to exit from the eurozone, adopt a devalued 
national currency, and use a variety of industrial policies, including trade controls, to boost investment, 
boost exports, and replace some imports with domestic production. Insofar as governments adopt the 
latter, they will not only cause crises in creditor-debtor relationships far beyond their immediate 
creditors,  they will also challenge the basic premise of the post-Second World War international 
economic order, that movement should always be towards freer trade and freer investment. The sheer 
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number and political weight of western losers from both the euro crisis and the rise of China may 
provide growing support for revising that premise.   
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PART IV: The EU development strategy at a crossroad: finding working 
synergies between international trade and poverty reduction 
Stephen Karingi and Malcolm Spence56 

 

 

 

Abstract 

Despite the rich heritage of economic thought on the benefits of international trade African economies 
remain both marginalised in international markets and blighted by widespread poverty. This paper 
surveys the vast literature on the impact of trade on growth, inequality and marginal households. It 
outlines a number of the challenges facing Africa in benefiting from international trade, namely the 
mismatch been the structure of African economies and the ongoing jobs crisis. The notion of the 
development state put forth in UNECA and AUC (2011) provides the institutional framework in which a 
development–centred approach to trade can flourish through complimentary synergies between the 
state and market. Industrial policy should endeavour to safeguard the poor in the first instance, and 
where possible work toward ensuring that they are not isolated from the benefits of international trade. 
Thereafter the provision of essential public goods, especially physical infrastructure, should be 
combined with a proactive emulation of more advanced economies and encouragement of indigenous 
activities. Expanding South-South trade, notably through the proposed continental free trade area, is 
another avenue of building economies of scale and international competitiveness. The paper concludes 
with reference to the role of the European Union in a development-centred approach to trade.  

                                                               
56 Corresponding author: Stephen Karingi, Director, Regional Integration, Infrastructure and Trade Division, Economic 
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Executive Summary 

Despite the rich heritage of economic thought on the benefits of international trade African economies 
remain both marginalised in international markets and blighted by widespread poverty. Successive 
epochs of state-led development and liberalisation have failed to redress either prerogative. Africa’s 
improved institutional capacity raises the prospect of the state and market working together as 
complementary drivers of economic development capable of employing a development-centred 
approach to trade to contribute toward poverty reduction. Significant challenges remain, however, not 
least with respect to the structure of African economies and exports in the face of an ongoing jobs crisis 
and large marginalised rural communities. This paper argues that traditional dichotomies between state 
and market and comparative advantage denying or conforming activities are misleading. Trade and 
industrial policy should endeavour to safeguard the poor in the first instance, and where possible work 
toward ensuring that they are not isolated from the benefits international trade has to offer. The 
provision of essential public goods in the shape of physical infrastructure, macro economic stability and 
a sound business environment should provide a basic platform from which competitive firms can spurt. 
Thereafter, trade policy should pursue structural transformation through a combination of market 
leading and market following interventions. Establishing developmental partnerships through 
enhanced South-South cooperation and intra-African trade, and with Africa’s largest trading partner the 
European Union, are integral to ensuring Africa’s developmental objectives are safeguarded.  

The key policy recommendations put forth are as follows: 

Export diversification is essential to create pro-poor growth for Africa’s growing population;  

A development state is required to facilitate that structural change; 

Trade policy should be sensitive to the imperative of agricultural productivity growth for poverty 
reduction; 

While developing industries out with the extractive sector, African governments should work to better 
utilise their natural resource endowments for development ends; 

Expanding avenues of South-South cooperation, notably intra-African trade through the proposed 
continental free trade area, can help African industries to realise economies of scale and develop 
international competitiveness; 

Getting the fundamentals right is still imperative, especially in those areas in which Africa has 
substantial deficits, particularly infrastructure; 

The European Union should reconcile development and trade policies by actively working towards the 
achievement of all MDGs, including pursing the global partnership for development as espoused by 
MDG 8. 
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Introduction  

“Trade can make everyone better off” 

One of the Ten Principles of Economics, from the world’s best selling economics textbook, Gregory 
Mankiw’s Principles of Economics 

Trade has played a central role in the transformation of societies across the globe. In the latter half of 
the 21st Century a massive expansion of international trade coincided with the lifting of countless 
millions from poverty in what has been described as the ‘East Asian Miracle.’ The role of the state in this 
transformation remains contentious, with one account emphasising ‘getting the fundamentals right’ 
(World Bank, 1993) while another points to ‘getting the prices right’ (Amsden, 2001). Meanwhile, Africa 
remains the most impoverished region on the planet, with 52.5 percent of sub-Saharan Africans living 
on $1.25 a day in 2008 (estimated figure from IFAD, 2010). The coincidence of such widespread poverty 
with a continued marginal role in global trade – Africa’s share of world trade was 3.2 per cent in 2010 
relative to 14.8 per cent of global population – alerts the continent’s policy makers to the prospect of 
employing trade as a tool for poverty reduction. This study surveys the literature with a view to 
informing policy makers of the central issues they face in this endeavour. Given the aforementioned 
debate surrounding the retrospective analysis of the East Asian Miracle, it is perhaps unsurprising that 
transposing prescriptions to a markedly different region in a markedly different era is far from straight 
forward. Whether the state should be passive or interventionist is one issue, the form any such 
intervention should take is another (denying or conforming to comparative advantage is one fault line). 
Analysis begins by examining the theoretical links between international trade and poverty reduction 
via its effect on economic growth, income distribution and marginal households. Thereafter the case for 
export diversification provides a back drop to the appropriate institutional framework and policy 
interventions. While there is merit in the ‘getting the fundamentals right’ mantra, poverty reduction 
requires sensitivity to existing comparative advantage activities (agriculture and extractive industries in 
particular) and a combination of market leading and market following interventions from a market 
friendly developmental state.  It concludes with a remark upon the role the EU can play in engendering 
pro-poor trade reform in Africa.57 

                                                               
57 Given the expertise of the authors, the analysis takes an unashamedly Afro-centric approach. 
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1. INTERNATIONAL TRADE, GROWTH AND INEQUALITY  

Cicowiez and Conconi (2008) apply Bourguignon’s (2004) notion of the poverty-growth-inequality 
triangle to illustrate the channels through which openness to international trade can impinge upon 
poverty through its affect on growth and equity (see Figure 1).  

 

Figure 1: Poverty, Growth, Inequality and Trade 

 

Source: Cicowiez and Conconi (2008) 

The growth enhancing attributes of trade have a long and distinguished ancestry in economic theory. In 
his seminal work, Adam Smith underlined the importance of trade as a vent for surplus production and 
a means of widening the market, thereby improving the division of labour and factor productivity 
through economies of scale. Specialization in goods which can be produced at a lower relative cost than 
that abroad generates mutual welfare gains through the expansion of consumption possibilities. 
Ricardo emphasizes technological capabilities as the origin of these comparative advantages, whereas 
the Heckscher-Ohlin framework appeals to differences in factor endowments across nations. 
Subsequent economic theory augments these static gains with dynamic gains which continually shift 
the production possibility frontier outwards. Kenneth Arrow (1962), for example, pointed to ‘learning by 
doing’ as a dynamic benefit of specialization. Moreover, scale economies can attract increased 
investment and engender faster rates of productivity growth, and greater foreign exchange permits the 
import of technological know-how and the transfer of ideas. Such ideas of dynamic gains from trade 
form the basis of modern trade theory (Helpman and Krugman, 1985) and “new” growth theory 
(Grossman and Helpman, 1991) and as such constitute an important causal link between exports and 
growth.  

Empirically the evidence seemingly confirms the theoretical claims of a positive trade-growth 
relationship, but the results are not without their detractors. Sachs and Warner (1995a), Edwards (1998) 
and Dollar and Kraay (2002) are amongst those cross-country in which the relationship holds, with 
results from the later shown in figure 2, which reveals that in the 1980s and 1990 globalizers (defined in 
terms of openness and a progressive reduction in tariff barriers) have grown faster than non-globalizers, 
and that that rate of growth has accelerated over the four decades in question.  
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Figure 2:  Real per-captia GDP growth in Rich Countries, ‘globalizers’ and ‘non-gloablizers’   

 
Source: Sachs and Warner (1995a)  

Harrison and Hanson (1999) and Srinivasan and Bhagwati (1999) draw attention to several contentious 
aspects in this research, with the former emphasizing inappropriate measures of trade openness and 
the later focusing on the challenges of modelling the relationships involved. Winters et al. (2004) add 
that for countries that engage in little or no trade with the outside world it is difficult to measure the 
impact of trade and causality in itself is very difficult to establish. Rodriguez and Rodrik (1999) fear that 
the empirical challenges are so pervasive that the search for a strong negative relationship between 
trade barriers and economic growth is “futile”. Despite these objections, there is no evidence of any 
negative relationship between trade openness, and even Rodrik (2001) concedes the no economy has 
ever developed by turning its back on trade. 

While the economic theory is unequivocal in hypothesising a positive relationship between openness 
and income growth, it is less so with respect to income volatility. Openness to international market 
forces implies an increased susceptibility to international shocks, as the record contraction of 
international trade in 2009 demonstrated. Greater specialization according to comparative advantages 
may also increase exposure to shocks in terms-of-trade. Guillaumont et al. (1999) show how terms-of-
trade instability negatively affects growth in Africa through its influence on investment and the real 
exchange rate. Conversely, greater openness may transform some non-tradeables into tradeables and 
diversify exports and with it risk, and ultimately the empirical relationship between openness and 
output is not clearly understood. Razin and Rose (1992) find no correlation in their 138 country sample 
from 1950-1988, mainly because shocks may be common across a number of countries.  

The theoretical starting point on the link between openness and income distribution is Simon Kuznets’ 
(1955) seminal work which hypothesised an inverse relationship between growth and income equality 
in the early stages of development as gains typically accrue to a narrow elite, before greater 
dissemination occurs as industrialisation accelerates. If this thesis holds, trade engendered growth may 
in fact exacerbate poverty for some of Africa’s poorest countries. Empirical evidence on the Kuznets 
curve is mixed, however. One study found the inverted U shape in 10 per cent of countries sampled, an 
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ordinary U in another 10 per cent, and no statistically significant relationship in the remaining 80 per 
cent (Deininger and Squire, 1998). On the relationship between trade and inequality, greater openness 
in East Asia coincided with a reduction in inequality, in contrast to the Latin American experience. The 
aforementioned Dollar and Kraay (2002) study finds that income growth of the lowest quintile in an 
economy is consistent with that experienced with the economy overall, and the authors are unable to 
discern any significant deviations from this emanating from expanding trade volumes. White and 
Anderson’s (2001) results are even more pro-poor – openness raises income in lower income quintiles 
faster than in the top quintile however evidence suggests that countries with abundant natural 
resources, such as land, tend to experience an increase in income inequality following trade 
liberalisation (Bourguignon and Morrison, 1990; Fischer, 2000). Ultimately consensus as to a definite 
relationship is lacking (Bensidoun et al., 2005, provide a succinct survey of the array of conflicting 
results). 

2. INTERNATIONAL TRADE AND POVERTY REDUCTION  

The preceding analysis refers to the long run, macro economic effects of openness, and as a result offers 
little insight as to the impact of trade on marginal households. Over a series of papers Alan Winters and 
colleagues have developed a conceptual framework for the analysis of trade liberalisation’s impact on 
individuals and households living in poverty which is suitable for this purpose (Winters, 2000a, 2000b, 
2000c, 2000d; McCulloch et al., 2001). They adopt Singh et al.’s (1986) notion of the farm household as 
the analytic entity through which to assess the transmission of price changes through three principal 
channels – enterprise, distribution and government (Figure 3). The farm household engages in both 
production and consumption with household welfare a function of income and the prices of all goods 
and services that the household faces. Thus, the effect of a price change on household welfare depends 
on whether the household is a net supplier or net demander of the good or service in question, and its 
responsiveness to price changes as they occur.  

The enterprise channel refers directly to employment, wage and profit effects. The conventional 
theoretical starting point is the Stolper-Samuelson theorem derived from the Hecksher-Ohlin model of 
comparative advantage. For Heckscher-Ohlin, comparative advantage falls in those sectors in which 
there is relative abundance of the factor used most intensively in production. Increasing openness to 
trade will allow greater specialization according to this comparative advantage and, as Stolper-
Samuelson maintain, will increase demand for the factor used most intensively in production, forcing its 
price upward. In the African context, this theory implies that comparative advantage resides in 
(unskilled) labour 

Figure 3: The Analytical Scheme  

 
Source: Winters (2000d) 
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intensive activities and that the price of that factor (the real wage rate) will rise from a trade expansion 
in goods which intensively use unskilled labour. If African economies and rural households can succeed 
in exploiting comparative advantage, low-skilled workers in rural areas (the majority group among the 
poor) will benefit through the predicted production, contributing toward the alleviation of poverty.58 

Adjusting to trade reform is not a costless enterprise, however. Theories of comparative advantage 
make the assumption of mobile factor markets yet the costs of adjusting to trade reform are contingent 
upon the responsiveness of these markets. If factors are not mobile, gains from specialization may not 
be realized. The enclave economy problem, in which infrastructures, systems and know-how are specific 
to a narrow range of industries, makes it particularly difficult for African economies to respond 
effectively. Fosu and Mold (2008) have observed that capital has not been responsive to trade 
liberalisation in Africa in the past, impeding the ability of export sectors to expand in the wake of 
liberalisation. If labour markets are similarly unresponsive, any resultant transitional unemployment will 
likely increase poverty, and it is expected to be higher in countries with high rural populations as 
employment opportunities are fewer (Polaski, 2006). Other sources of adjustment reside in the prospect 
of idle capital or labour, re-training costs, personal psychological costs and rent seeking (Fernandez de 
Cordoba et al., 2006). Indeed, Hertel and Reimer (2004) extensive survey concluded that the 
effectiveness of labour markets and their integration into the rest of the economy were the foremost 
determinants of the pro-poor impact of reform. 

The distribution channel concerns the interplay of trade reform with the distribution of good or services 
from the border to the household, including domestic taxation and transit costs. If transport costs are 
prohibitively high (as in many African economies) price changes at the border may have little 
consequence for rural households. Limited access to land, technologies and market information 
coupled with a lack of bargaining power often render price changes inadequate to induce the 
responses necessary to capitalize on reform, while pervasive barriers to entry and isolation from the 
networks involved in globalised production and trading system impede effective production responses. 
For example, a study of the distributional and nutritional impact of devaluation in Rwanda during the 
1990s found that changes in relative prices at the border had little effect on the predominately rural 
low-income households because of their isolation from the cash economy (Minot, 1998). The 
remoteness of Zambia’s rural populations also made it exceptionally difficult for them to gain from 
liberalisation (Alwang, Seigel and Jorgensen, 1996).  

The government channel concerns revenue mobilization, social expenditure and redistributive policies. 
A neo-classical prescription of trade liberalisation has many fiscal consequences, summarised in table 1. 
The common presumption is that trade liberalisation entails a loss of tax revenues as a result of reduced 
tariffs, which leads to a social expenditures squeeze and a subsequent increase in poverty. Some 
replacement tax measures such as VAT and excise taxes may also increase poverty and inequality. Since 
poor households have a higher marginal propensity to consume compared to high income households, 
these reforms tend to fall more heavily on the former, especially if the costs of adjustment have not 
been factored in or accounted for through appropriate social cushions. The ability to replace lost 

                                                               

58 An alternative view of labour markets in developing countries is that labour is available in perfectly elastic supply. In this 
case, the adjustment will take place in terms of employment, since the wage will be fixed exogenously by what the factor 
can earn elsewhere which is assumed to be unaffected by trade policy shocks. This view can be illustrated by reference to 
the famous “reserve army of labour” model propounded by Arthur Lewis (1954). In the Lewis model, the formal sector can 
draw effectively infinite amounts of labour from the informal sector or subsistence agriculture at the subsistence wage. This 
transfer can reduce poverty only when the formal wage is greater than the subsistence wage through, for example, an 
enforced minimum wage. In reality, neither of the polar extremes (of wholly fixed or wholly flexible labour supplies) is likely 
to be precise, requiring practical assessments of the effects of trade reform to take stock of the elasticity of labour supply.  
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revenues appears to be proportionate to the level of development: one panel analysis of 111 countries 
over 25 years found that low income countries typically replace only one third of lost tariff revenues 
(Baunguard and Keen, 2005). 

Table 1: How trade reform is expected to affect revenues  

Items in the trade reform package Impact on revenues  

Replace Non-Tariff Barriers with tariffs Positive 

Eliminate tariff exemptions and subsidies Positive 

Reduce Tariff dispersions Ambiguous/Positive 

Eliminate state trading monopolies Ambiguous/Positive 

Reducing high average tariffs Ambiguous 

Reducing medium or low average tariffs Negative 

Lower maximum tariffs Ambiguous 

Eliminate export taxes Ambiguous/Negative 

Initial exchange rate depreciation Ambiguous/Positive  

Source: ATPC (2004) 

The impact of trade liberalisation on government is more multi-facetted than a simple monotonic 
reduction in tariff revenues, however. Some authors like Rodrik (1997) have argued that increased 
openness reduces government’s abilities to raise revenues because mobile factors can no longer be 
taxed so readily. This may particularly hold for deep services liberalisation, include the movement of 
natural persons (mode 4). Furthermore, as trade liberalisation makes it easier to serve national markets 
from locations abroad, thereby levelling the playing field for (resource and efficiency-seeking) FDI 
across host countries, firms’ decisions as to where to invest are more likely to be affected by tax 
considerations in the future. Eliminating trade-related subsidies and tariff exemptions can have positive 
fiscal effects, as can reducing tariff dispersions, however. If the volume of imports increases tariff 
revenue may increase, especially if liberalisation induces exchange rate depreciation.  

While Kanji and Barrientos (2002) commend the framework of McCulloch et al. (2001) they maintain that 
analyzing poverty through economic responses (income/consumption) alone fails to appropriately 
capture the multi-dimensional nature of poverty now favoured by academics and policy makers alike. 
They propose an approach which accounts for the capabilities, well being and vulnerability of the poor 
and argue that farm households in Sub-Saharan Africa are particularly ill-placed to respond effectively 
to trade liberalization. Limited access to land, technologies and market information coupled with a lack 
of bargaining power render price changes inadequate to induce the responses necessary to capitalize 
on liberalization, while pervasive barriers to entry and isolation from the networks involved in 
globalised production and trading system impede effective production responses.  

Gender bias observed in many sub-Saharan African markets mean trade reform affects men and women 
differently. With respect to the labour market greater competition will encourage the efficient allocation 
of labour. Since gender discrimination and resulting wage differentials are economically costly, it 
follows that increased openness could lead to a narrowing of gender wage gap. An alternative view 
suggests that export oriented firms will compete in the globalized world using the wage differential as a 
competitive tool. The constant innovation required in a more integrated and competitive world 
economy leads to a premium on skills. Therefore, the bargaining power of skilled workers will rise while 
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that of low-skilled workers may not, especially if women are not educated or trained to the same level as 
their males counterparts, or included in the decision making process (Elbeshbishi, 2009). As a result, the 
gender wage gap could widen in developing countries where the average man has a higher level of 
education and market skill than does the average woman. Furthermore, in Sub-Saharan Africa women 
tend to oversee the food security of the farm household, whereas men take control of cash crops, 
meaning the gender effect of trade reform is sector specific (see Whitehead, 2001; and Fontana, 2002).  

Changes in fortunes for women in the labour market are also associated with second order effects. 
Increased labour market participation and wages may allow women to pay for more medical services 
for themselves and their children (Denman, 2006; Grown, 2006) as women who have more control over 
household income spend more on children’s education, family health and nutrition (Thomas, Contreras 
and Frankenberg, 1997; Hoddinott and Haddad, 1995). Some women might even receive health 
insurance coverage through their employment in the formal labour market (Grown, 2006). Moreover, 
Amin (2006) argued that new jobs for women in the industrial sector may allow marriage and child-
bearing to be delayed. However, women are also likely to experience more stress and work-related 
accidents, particularly in presence of poor working conditions. As Elson (1999) put forward, because 
women may continue to shoulder the greatest portion of work in the household and child care despite 
their jobs, there is likely to be a double burden with longer working hours. Increased female labour 
participation is often associated with increased male enrolment in secondary and tertiary education too, 
widening skills gaps.  

Integrating into the global economy in a manner which protects poor countries and households is a 
process which must be managed carefully. African experience of Structural Adjustment Programmes 
has cautioned against attempting simultaneous wholesale reform in favour of a sequenced approach. 
Policy is now concerned with ensuring that the necessary conditions are in place, and thereafter 
undertaking integrating cautiously with respect to the depth and timing of reform, while ensuring 
complimentary measures are in place. UNCTAD (2004) emphasise the role of productive capacities and 
the requirement of complimentary infrastructure and skills-base for liberalisation to be a success. 
Flexible labour markets, effective regulatory structures and adequate R&D support to firms, as well as 
complementary fiscal and exchange rate policies are among other most oft cited compliments. Such 
holistic reform poses a challenge for developing country policy makers: “what they have to do in order 
to make trade liberalisation a success is basically all the other reforms that would make them a success 
regardless of whether they undertake trade liberalisation in the first place or not” (Rodrik, 2006; p.8).  

By way of conclusion, is it important to recognise that while poverty is by no means independent of 
trade reform, trade is not a panacea. UNCTAD (2004) argue that research to date has been too focussed 
on a development-centred approach to trade, rather than a trade centred approach to development. 
The reasoning is that an exclusive focus on trade to achieve developmental objectives is ineffective, but 
rather national development strategies should have a trade component. Indeed, it is the very features of 
effective national development strategies – building better institutions, developing infrastructure and 
human capital, and engendering innovation and structural change – that can lead trade policy to be 
most effective in reducing poverty.  

3. TRADE POLICY IN ECONOMIC PERSPECTIVE: AFRICA’S 
DIVERSIFICATION IMPERATIVE   

Perhaps the most pertinent of critiques of the literature on the benefits of openness is the observation 
than openness to trade is an outcome rather than a policy variable, so any intimated positive 
relationship between openness and trade and poverty reduction is of little prescriptive benefit to policy 
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makers. With respect to trade, the levers available to policy makers broadly fall into two interrelated 
categories: those pertaining to barriers to trade and those pertaining to economic activities, broadly 
synonymous with trade liberalisation and industrial policy respectively. In the neoclassical framework, 
trade barriers and interventionist industrial policy are undesirable distortions resulting in welfare losses 
and economic rents, but there are a number of theoretical interjections which question such reasoning 
in this in a developing country context. 

Lipsey and Lancaster’s (1956) theory of the second best showed that where more than one distortion is 
present, the removal of a single distortion (a trade tax, for example) will not necessarily improve 
economic efficiency and welfare. What is more, the fathers of development economics emphasized the 
greater potential of industrialized production for integration into the wider economy through backward 
and forward linkages and spillover effects (Hirshman, 1958; Rosenstein-Rodan, 1943). Firstly, Springer 
and Prebish (Singer, 1950; Prebish, 1950) hypothesized that primary product exporters will face ever 
deteriorating terms of trade in the long run given the lesser income elasticity of demand for such 
commodities relative to manufactures. Secondly, agricultural activities are subject to Malthusian 
diminishing returns whereas others have thus far evaded such a fate, and even offer increasing returns 
to scale (as per the new economic geography of Krugman, 1991), impeding neo-classical convergence. 
In the third instance variety and quality ladders models conceive the process of development as one in 
which firms are required to continuously upgrade their production to more advanced products 
(Akamatsu, 1962; Grossman and Helpman, 1991). Lastly, there is a host of research surrounding what 
has become known as a ‘resource curse’ emerging from excessive dependence on natural resources. 
Features of the resource curse include vulnerability to price shocks (Gelb, 1988; Sachs and Warner, 
1995b), dutch disease, an increased risk of corruption (Gylfason 2001), authoritarianism (Diamond, 2008; 
Ross, 2001) and conflict (Collier and Hoeffler, 2000). This translates into a significantly slower growth 
(Auty 2001) for resource rich countries, to the extent that adding a commodity dependence dummy 
variable to the aforementioned Dollar and Kray study reduces the magnitude of the apparent growth 
effect of their openness variable at least by half (Birdsall and Hamoudi, 2002). Furthermore, there is also 
an enclave effect associated with economic concentration of this in which capital (human and physical) 
is tailored toward narrow purposes impeding its transferability to other sectors and hindering the 
diversification process. This is particularly concerning from a poverty perspective given the importance 
of adjustability in the face of trade reform for pro-poor outcomes described above.   

The contention that the type of economic activities undertaken is important  for development are 
empirically manifest as Nicholas Kaldor’s (1967) growth laws emphasising the centrality of 
manufacturing to output and productivity growth. New evidence suggests that many African countries 
are currently engaged in export activities incommensurate with their level of development and hence 
associated with significant opportunity costs. An outcome based measure of export sophistication 
(EXPY) in which goods are weighted according to the income of the countries that export them is 
plotted against GDP in Figure 4. The main contribution of the Hausmann, Hwang and Rodrik (2007) 
study which proposed this measure is that future growth is significantly influenced by current export 
sophistication. Countries above the line such as Liberia, Madagascar or Egypt can be thought of as 
exporting products that are ‘richer’ than they are, and as such can expect higher growth in the future. 
Nations such as Malawi, Ethiopia and Mali, which are below the line and therefore exporting products of 
lesser sophistication than those on similar incomes, will grow more slowly unless they can move into 
exporting more sophisticated goods. In short, you become what you export.  

Africa is amongst the fastest growing regions in the world, but the character of that growth raises a 
number of other reasons suggestive of why diversification may be required. Firstly, more than one third 
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of growth between 2002 and 2007 was driven by resources and agricultural sectors (see figure 5), which 
are extremely susceptible to volatile and uncertain climatic conditions and commodity price changes.  

Secondly, growth has not translated into meaningful job creation or poverty reduction. Unemployment 
remains high, with estimated at 9.8 per cent in 2010 for North Africa and 7.9 per cent for the rest of 
Africa. These figures understate the severity of the jobs crisis, however: youth unemployment in North 
Africa in 2010 was 23.6 per cent, with the unemployment rate for women twice that for men 
(15 per cent versus 7.8 per cent – ILO, 2011). With the employment channel so important for poverty 
reduction, is it perhaps unsurprising that that growth is less poverty reducing in Africa (particularly Sub-
Saharan Africa) than other regions of the world (see table 2).  

Figure 4: Income level of Exports (EXPY) vs. GDP per capita, 2007 
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Source: Spence and Karingi (2011)  

Thirdly, the rapid growth of the labour force presents new challenges to ensure that future growth is 
more labour intensive that than experienced recently. In Madagascar, the new entrants to the labour 
force in 2005 are estimated as 286,200 and their number will increase to 473,400 per annum by 2035, at 
which time the additional labour force will begin to decline (Gore, 2010). This rapid population growth, 
equating to an annual sub-Saharan African labour force growth rate of 2.7 percent, may reverse recent 
gains in poverty reduction if not accompanied by diversification. Fourthly, labour productivity has been 
increasing, but its current rate of growth is insufficient to close the gap on other developing regions and 
is driven by growth within existing industries rather than structural change (see table 3). Growth has 
been input driven and TFP remains low, as Kaldor’s laws would predict given the small share of 
manufacturing in Africa’s economies (the share of manufacturing value added in African economies was 
10.5% in 2008: UNCTAD, 2011). 
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Figure 5: Growth in Africa by sector, 2002-2007  

 

100%=$235 billion in 2005 dollars. The total is the sum of 15 countries for which data were available, and that 
together account for 80 percent of Africa’s GDP: Algeria, Angola, Cameroon Egypt, Ethiopia, Kenya, Libya, Morocco, 
Nigeria, Senegal, South Africa, Sudan, Tanzania, Tunisia, Zimbabwe.  

Source: McKinsey Global Institute (2010) 

Table 2: Growth and Inequality Elasticities of Poverty by Region 

Source: Fosu (2011). Measurements refer to the poverty defined by the $1.25 a day in 2005 PPP line over the period 
2001-9 

 Growth Inequality 

East Asia and Pacific -2.5 3.4 

Eastern Europe and Central Asia -4.0 6.4 

Latin America and Caribbean -3.1 5.1 

Middle East and North Africa -3.2 4.9 

South Asia -2.0 2.5 

Sub-Saharan Africa -1.5 1.7 

Africa  -1.7 2 



Trade and investment for development 

 79

Table 3: Labour Productivity Growth Decomposed   

Component due to  Labour productivity 
growth 

“within” “structural” 

Latin America 1.35% 2.24% -0.88% 

Africa 0.86% 2.13% -1.27% 

Asia 3.87% 3.31% 0.57% 

High Income  1.46% 1.54% -0.09% 

Source: McMillan and Rodrik (2011)  

This leads to a compelling case for the diversification of Africa’s economies. The remainder of the paper 
discusses the institutional framework, the policy framework and the policy instruments that can be 
employed toward this end.  

4. THE DEVELOPMENTAL STATE  

More than two hundred years since Adam Smith’s eulogising of ‘the invisible hand’ economists are still 
at pains to find the right mix between market and state (an affair which is not exclusively economic, of 
course). In the African context, a period of state-led development gave way to the Structural 
Adjustment Programmes of the 1980s and 1990s, the principles of which have been tempered rather 
than replaced in recent years (Rodrik’s description of the ‘Augmented Washington Consensus’ a case in 
point: Rodrik, 2001). As mentioned at the outset, the East Asian Miracle has been (mis)appropriated to 
justify a model of both greater and lesser state involvement. In the perspective of the World Bank the 
Asian tigers got the fundamentals right, and succeeded because the state was less interventionist than 
elsewhere (World Bank, 2003). In the neo-classical tradition, market failure is always preferable to 
government meddling as the state is both wasteful, and incapable of collecting and processing the 
information required to correct market failures (Chang, 2006). 

The dichotomy of state versus market implicit in such reasoning is misleading and damaging. Rather, an 
effective trade policy requires that the state and market by viewed as complimentary institutions, and 
even the World Bank now acknowledges the need for ‘committed, credible and capable government,’ a 
‘facilitating state’ (World Bank, 2008). With a new institutional approach emphasising the centrality of 
effective institutions to growth and poverty reduction, this is particularly relevant to ensuring the poor 
benefit form trade reform. Indeed, poverty itself can be conceived as a lack of access to markets 
(markets for education, labour, health etc.) borne of market failure, and is discussed above, these market 
failures spread to the ability of factor markets to respond to trade reform, information externalities 
impeding innovation and the marginalisation of rural populations from market institutions which 
would allow them to gain. Also, trade in Africa is considerably constrained by a lack of public goods, 
notably infrastructure and those pertaining to human capital development, and can be expected to 
benefit from interventions in these areas which explicitly encompass a trade dimension. Lastly, the 
infant industry argument, conceived by Alexander Hamilton and developed Friedrich List, has received 
renewed impetus following the work of Ha-Joon Chang (2002; 2007) and Erik Reinert (2007). They 
maintain that all major industrialized countries adopted protectionist policies to develop the industrial 
sector and protect it from the unfettered competition of international market, a privilege currently 
denied of developing countries through global liberalisation agendas backed by the WTO. The 
decimation of some of Africa’s apparel industries in the wake of the expiry of the Mulit-Fibre Agreement 
in 2005 is a potent indicator of the potential consequences of opening up to more competitive rivals. Of 
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course, these arguments are not withstanding the shift in economic thought on the appropriate state-
market mix in the wake of the global economic crisis, itself the result of a colossal market failure.  

What emerges from this literature is the concept of the developmental state. UNECA and AUC (2011) 
adopt Bagchi’s (2000) definition of a developmental state as “a state that puts economic development 
as the top priory of government policy, and is able to design effective instruments to promote such a 
goal. The instruments should include the forging of new formal institutions, the weaving of formal and 
informal networks of collaboration amongst its citizens and officials and the utilisation of new 
opportunities for trade and profitable production.” Note that in this conceptualisation trade in only 
relevant in the sense that it is an instrument to promote the greater goal of economic development, 
and is therefore consistent with UNCTAD’s advocated development-centred approach to trade. A 
coherent developmentalist coalition which gives priority to the restructure of the economy, “the truly 
successful ones understand that they need the market to maintain efficiency, motivate the people over 
the long term and serve as a check on institutionalised corruption” (Johnson, 1987). A developmental 
state engages in economic planning and coordinates activities required for stimulating and expanding 
the latent potential of its greatest resource: its citizens. 59 

5. TRADE POLICIES FOR PRO-POOR GROWTH IN AFRICA 

Thus far we have argued that economic diversification is essential to ensuring that the poor benefit 
from trade in Africa, and that the developmental state provides an appropriate institutional framework. 
Before we consider the policy interventions recommended, it is necessary to articulate a theory of 
change which outlines the mechanisms and processes through which structural change occurs, and 
hence the types of interventions required. Ideally, the government should provide all complementary 
inputs to all potential activities, but resource constraints and ex ante informational problems as to what 
these interventions should look like render such a course of action impossible, and selectivity becomes 
inevitable (the ‘industrial policy as predicament’ argument: Hausmann and Rodrik, 2006). A familiar fault 
line emerges around whether policy should conform to comparative advantage or defy it.60  We have 
argued above that conforming to a comparative advantage in the ‘wrong’ activities may lock poor 
households into agricultural careers characterised by vulnerability to shocks, low productivity growth 
and few spillovers and may necessitate a more interventionist policy to upgrade factor endowments 
and by extension comparative advantage. However, ‘new structural economics’ (Lin, 2010) upholds that 
the best means of upgrading endowment structures is to conform to comparative advantage as it is in 
these industries in which firms can be internationally competitive, gain larger market shares and create 
economic surpluses, the reinvestment of which leads to endowment upgrading. By following signals 
from countries with similar endowment structures in the recent past, developing countries can identify 
industries with dynamic prospects and seek to remove barriers to their flourishing (Hausmann’s 
‘jumping monkey’ approach has different foundations but its prescriptions are similar, but rather than 
looking to what those immediately above have been doing to make them more successful, the jumping 
monkey approach suggests attempting to diversify into activities which others like you are doing but 
you are not as a means of developing a range of capabilities associated with more sophisticated 

                                                               
59 UNECA and AUC (2011) go on to outline five pillars around which African economies should create development states: 
purposeful leadership and a developmentalist coalition, transformative institutions, focused industrial policy, investment in 
research and enhanced social policy.  
60 See Lin and Chang (2009) for a riveting debate on this issue: “Should Industrial Policy in Developing countries Confrom to 
Comparative Advantage or Defy it?”  
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goods).61 Counter arguments maintain that identifying existing comparative advantage activities and 
making ex-ante judgements exceed the capacity of the state. Furthermore, the neo-classical 
interpretation of adjustment under-estimates the costs meaning that while jumping rungs on the 
technological ladder (leapfrogging) may involve substantial learning costs (through state subsidisation, 
as was the case for four decades of Japanese and Korean car production, for example), this may be less 
costly in the long-run, particularly if such production is ‘better’ for development in the sense that it 
contains more benefits for the wider economy (Lin and Chang, 2009). 

Some pertinent issues are missing from this debate. Firstly, each approach is neutral to the particular 
sensitivities of the poor and hence risks categorisation as a trade-centred approach to development, 
rather than the development-centred approach to trade we have thus far called for. Of course, the 
development-centred approach to trade opens the prospect that development and trade policy may be 
in conflict. In rural areas with few opportunities for gainful employment interventions may be better 
placed to concentrate upon economic activities which generate the biggest gain for the poor, or 
minimise the risks to them. We have argued that diversification is required for sustainable inclusive 
growth in the long run, but the vulnerabilities of poor and marginal households underline that policy 
must take account of the short-run risks they face. With the agricultural sector so crucial for Africa’s 
poor, efforts to improve agricultural productivity should be paramount irrespective of the trade policy 
under consideration (recall that agricultural productivity growth is key driver of structural change: 
Kuznets, 1968; Mellor, 1976; Adelman, 1984). In addition, despite the myriad problems associated with 
extractive industries described above, no-one is advocating that they be abandoned as a source of 
foreign exchange and capital accumulation. On the contrary, recent initiatives, cumulating in the Africa 
Mining Vision, articulate how these resources can be better put to developmental ends.  

Secondly, comparative advantage has traditionally been defined according to national determinants, 
but new research incorporating heterogeneous firms emphasises firm level productivity and their 
competitive advantages. The observation that some firm exports and other do not, regardless of the 
factor endowments concerned, is not well explained by new or old trade theories.62 ). Easterly and 
Reshef (2010) show that African exports are dominated by a few ‘Big Hits’ (horticulture in Ethiopia, 
coffee in Rwanda) and broadly follow a power law – the top ranked exports are vastly larger than lower 
ranked exports. Freund and Pierola (forthcoming) go further and show that for their sample of 30 
developing countries, exports between 2004 and 2009 were dominated by a few a large ‘export 
superstars’: on average the top 1 per cent of firm-product observations account for 65 percent of 
exports (See figure 6).63   

                                                               
61 The ‘jumping monkey’ approach explained in full: “Think of a product as a tree and the set of all products as a forest. A 
country is composed of a collection of firms, i.e., of monkeys that live on different trees and exploit those products. The 
process of growth implies moving from a poorer part of the forest, where trees have little fruit, to better parts of the forest. 
This implies that monkeys would have to jump distances, that is, redeploy (human, physical, and institutional) capital toward 
goods that are different from those currently under production. Traditional growth theory assumes there is always a tree 
within reach; hence, the structure of this forest is unimportant. However, if this forest is heterogeneous, with some dense 
areas and other more-deserted ones, and if monkeys can jump only limited distances, then monkeys may be unable to 
move through the forest. If this is the case, the structure of this space and a country’s orientation within it become of great 
importance to the development of countries.” (Hildago et al., 2007). 
62 See WTO (2008) for a survey of the empirical literature and a description of the explanatory model put forth by Melitz 
(2003). 
63 This distribution of firm size, in which a few large forms account for a disproportionate share of trade, conforms to Zipf’s 
Law hypothesising the emergence of such a distribution in many physical and social phenomenon.  
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Figure 6: Power Laws in Export Patterns  

 

Source: Easterly and Reshef (2010) and Freund and Pierola (2011)  

What are the consequences of these phenomena? In the first instance the benefits of more trade are 
less likely to be poverty reducing if they are concentrated with a few firms (Giovanni and Levchenko, 
2009). In addition, the ‘industrial policy as predicament’ argument becomes more pointed if a 
developing country is not blessed with a range of winners from which to pick. Both Lin’s ‘new structural 
economics’ and Hausmann’s ‘jumping monkeys’ approach are outward looking in that the best 
activities to pursue are identified by looking too past or present comparators at the expense of an 
inward looking approach that presents the (albeit small) prospect of indigenous innovations providing 
the basis for technological leapfrogging. But just as Africa’s economies should be sensitive to the 
particular needs of the poorest, sensitivity to firm characteristics is required to push the technological 
frontier, especially as it is probable that the technological innovations emerging from the sectors are 
less advanced than the frontier industries. Indigenous innovation may also be required  if Africa is too 
undertake a greener developmental path than those which have industrialised before it. It follows the 
choice between comparative advantage denying versus conforming activities as mutually exclusive 
policy choices is misleading and is better characterised as the choice of an appropriate mix. In practise a 
combination of polices designed to lead the market (through emulating comparators or otherwise) and 
those designed to follow the market should be pursued. 

Thirdly, comparative advantage is determined by relative production costs, that is domestic production 
costs relative to the production costs of trading partners, hence is endogenous to the trading relations 
of the country concerned. Of course the logic of comparative advantage is that unexploited cost 
differentials are sub-optimal. However, bi-lateral trading relations are dictated by a myriad of political 
and social factors meaning that trading relationships are rarely motivated by the ‘gains from trade’ 
thesis alone.  The Cold War, colonial ties, donor relations and regional dynamics have influenced the 
trading relations of Africa’s economies in the past (consider the assumptions of the gravity model, for 
example). Much has been made of Africa’s recent trade rebalancing (UNECA, AfDB, OECD and UNDP, 
2011; UNCTAD, 2010; IMF, 2011) and efforts to continue or accelerate this trend may serve Africa’s 
diversification agenda well. Given engagement with emerging partners has been characterised by less 
conditionality vis-à-vis the controversial Economic Partnerships Agreements currently under 
negotiation between ACP countries and the EU, for example, there are compelling reasons for 
continuing this rebalancing (although the dumping of low quality and potentially hazardous goods 
from other developing countries is a pertinent concern). South-South trade in general and intra-African 
trade in particular was more resilient through the recent global crisis than trade with Africa’s traditional 
trading partners. With the Euro-zone facing ongoing economic uncertainty and the need for substantial 
rebalancing of the United States current account, sustained demand from traditional partners is by no 
means guaranteed, and the diversification of Africa’s external relations can insulate it further from 
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future contagion (although as the spread of the ‘global’ economic crisis showed all to well, world 
markets are now so integrated that problems which may have been geographically contained in the 
past are now truly global). In addition, Africa’s trade with Southern partners is more sophisticated than 
that with traditional partners. The IMF (2011) reports that while exports to BICs (Brazil-India-China) are 
concentrated in fuels, those to the next-five largest trading partners (Indonesia, Malaysia, Saudi Arabi, 
Thailand and the UAE) contain more agricultural and manufactured goods. With respect to intr-African 
trade, recent UNECA research finds that for the vast majority of African economies, the sophistication of 
exports, as captured by the EXPY measurement introduced earlier, is far higher for their intra-African 
trade than for trade with external partners (see Table X). 

Under such an assessment, through the rebalancing of trade relationship Africa can trade more goods 
in which it has a ‘better’ comparative advantage and provide an avenue for developing a manufacturing 
base and escaping enclave economies. Engaging in free trade with neighbours at a similar level of 
development allows industries to capture economies of scale as they serve Africa’s burgeoning 
domestic markets, overcome the high costs of trading to benefit from geographical proximity, develop 
the know-how and networks required for trading and the appropriate agglomeration economies in 
accompanying services, all the while maintaining a degree of protection from more competitive 
regions. The recent decision of African Heads of State (at the 18th African Union Summit in January 2012) 
to implement a continental FTA is therefore a welcome development. UNECA’s computable general 
equilibrium modelling of a continental FTA estimates the impact of the removal of all internal tariffs on 
goods by 2017 and finds that the share of intra-African trade would increase to 15.4 per cent of total 
trade by 2022 (from around 11 per cent today: UNECA, forthcoming).64 As expected, trade in industrial 
goods outstrips that in agricultural products indicating that the expansion of intra-African trade though 
the continental FTA can be a driver of structural transformation.  

The case for accelerated intra-African trade is not founded on tariff reform alone. Rather, the barriers to 
regional trade are broadly representative of those facing trade in general. Here, there is a compelling 
case for getting the fundamentals right. Africa’s recent growth has benefited tremendously from 
improved institutions and macroeconomic management. Significant improvements have also been 
made with respect to the business environment, according to the World Bank’s Doing Business Report 
2012 (World Bank, 2011). A record number of economies in Sub-Saharan Africa implemented regulatory 
reforms making it easier to do business between June 2010 and May 2011. Morocco is the most 
improved in the world concerning business regulations, with four other African countries in the top 
eight of having the most improved ease of doing business (Sao Tome and Principe, Cape Verde, Sierra 
Leone and Burundi). However, despite these improvements, 36 of the 50 included African countries 
rank in the lowest third of the ease of doing business ranking (World Bank, 2011a). Similarly, The World 
Economic Forum has highlighted progress with respect to border administration (Africa on average 
now outperforms Latin American and ASEAN countries in their aggregated measure). While there is still 
room for improvement, African nations are singled out for particular praise for almost universal 
improvement in the burden of customs procedures category (WEF, 2009). 

                                                               
64 These estimations were computed using, MIRAGE (Modeling International Relationships in Applied General Equilibrium), a 
multi-country and multi-sector Computable General Equilibrium (CGE) model. (see Decreux and Valin, 2007, for a full 
description of the model). CGE analysis is not without its limitations (see Ben Hammouda and Osakwe, 2006, for a critical 
analysis) , the most pressing of which is the scant African coverage in the MacMap database, meaning that while the 
direction of vectors revealed are indicative of the impact of reform,  their magnitude should be cautiously interpreted.  
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Table 4: Comparison of EXPY for World Exports with EXPY for African Exports for African 
Economie 
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Infrastructure development still lags behind other regions and remains a key policy priority.  Without 
adequate infrastructure firms are unable to expand beyond the immediate market and capture 
economies of scale, and rural communities are left isolated from markets. For Freund and Rocha (2010) 
delays owing to transit are far more detrimental to exporters than those attributable to documentation 
or customs delays.  The length of paved roads as per cent of total roads in Africa is about five times less 
than that of high income OECD countries (and nearly two-thirds of the OECD level in North Africa 
meaning that transport costs are 63 per cent higher in African countries compared with the average in 
developed countries. They are estimated at 14 per cent of the value exported in the first group of 
countries, against 8.6 per cent in the second. One study showed that raising transport costs by 10 per 
cent reduced trade volumes by more than 20 per cent, with infrastructure typically accounting for more 
than 40 per cent of transport costs (60 per cent for landlocked countries: Limao and Venebles, 2010). 
Cheaper international transit is also associated with extensive expansion (Dennis and Shepard, 2007; 
Persson, 2010) and can be a significant driver of export sophistication, suggestive of a possible virtuous 
circle between trade facilitation, regional integration and export sophistication (Spence and Karingi, 
2011). 

Electricity infrastructure matters too: almost half of African respondents believed electricity to be a 
major constraint in Balchin and Edwards (2008) survey. In Kenya, for example, the median firm saw sales 
reduced by 6 per cent due to power failures, a loss associated with a 6 per cent reduction in total factor 
productivity (Eifert et al., 2005). 

Lastly, redoubled efforts are required to address the multiple barriers to ensuring the poor benefit from 
trade discussed above. In Africa the non-convertibility of currencies and burdensome visa requirements 
inhibit the ability of those living close to the border to engage in cross-border trade. In the meantime, 
expanding mobile telephony usage has enabled farmers access to hitherto unavailable market 
information, better integrating them with the local and global market place.  
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6. THE ROLE OF EUROPEAN UNION   

In assessing the role of the state in economic transformation UNECA and AUC (2011) emphasise capable 
leadership and state autonomy in formulating development policy. This is not to say that international 
partners cannot play a role, however. The European Union’s position as Africa’s largest trading partner 
and largest Aid for Trade donor singles it out as a key partner.  

Figure 7 

 

Source: Authors Calculations from OECD data 

As the Aid for Trade initiative enters its seventh year more evidence is emerging as to its impact. Recent 
research has shown that the relatively small amounts of aid targeted at trade policy and regulatory 
reforms have had a disproportionate impact with respect to reducing trade costs (Busse, Hoekstra and 
Koeniger, 2011), increasing trade flows (Helble, Mann and Wilson, 2009) and CAN contributed to 
poverty reduction (Páez, 2011), whereas Karingi and Leyaro (2009) suggest that infrastructure and 
building productive capacities are more potent in reducing trade costs in Africa while also contributing 
to export diversification. Africa receives more AfT from the EU anywhere else, and the EU gives more AfT 
to Africa than to any other region – see Figures 7 and 8 As part of its mandate as an international 
organization charged with monitoring and evaluating of the Aid for Trade Initiative, UNECA has 
compiled evidence from African Case Stories submitted to the WTO’s Third Global Review of Aid for 
Trade in July 2011 (UNECA, 2011). The European Union is represented in Malawi’s case story on the 
European Commission’s support to the “Business Environment Strengthening Technical Assistance 
Project”, Nigeria’s Task force on Trade Facilitation”, SADC’s customs modernization, supported by the 
European Development Fund, and the “West African Quality Programme”,  among others.  
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Figure 8 

Source: Authors Calculations from OECD data 

Moving forward, more effort needs to be channelled toward ensuring Aid for Trade is allocated to 
where it is needed most. Karingi and Fabbroni (2009) describe massive disparities in total and per 
capital Aid for Trade flows, and maintain that supply is lagging behind demand, with economic 
infrastructure in landlocked countries particularly under-funded. Indeed, the European Commission has 
acknowledged that the current level of funding to LDCs at only 22% of total Aid for Trade is concerning 
(European Commission, 2012). Figure 9 shows that European members states have steadily increased 
the proportion ODA to help build trade capacity in Africa, that targeted by MDG indicator 8.9, while EU 
institutions have a historically high level of support to trade which should be maintained and 
reapportioned to areas of highest need.  More rigorous and consistent evaluation of the impact of Aid 
for Trade programmes, mainstreaming the direct effects on the poor and the consequences for Africa’s 
diversification imperative, should contribute toward this end (UNECA, 2011; Cadot et al., 2011). 

Moving onto multilateral negotiations, the main two initiatives are the Economic Partnership 
Agreements (EPAs) and the Doha Development Agenda (DDA), both currently under negotiation. With 
respect to EPAs, African regions face a challenge to conclude negotiations prior to withdrawal of the 
Market Access Regulation in January 2014 given the number of contentious issues outstanding. These 
include the 3rd Party MFN Clause, the role of export taxes and the definition and threshold of 
Substantially All Trade. Forecasts raise genuine concerns regarding the prospect of de-industrialisation, 
trade diversion and revenue shortfalls, all potential threats to the developmental outcomes and 
enhanced regional integration sought by the Cotonou Agreement (see ATPC, 2005). 

Similar concerns regarding the developmental credentials of the DDA have doubtless contributed to its 
ongoing impasse. In a forthcoming publication, UNECA scrutinises the poverty impacts of the DDA 
through the lens of the MDGs. The DDA presents a unique opportunity for integrating African 
economies into the global economy, and they can make substantial gains through provisions on cotton 
subsidies, trade facilitation, technical barriers to trade, trade in services and technology transfer. None 
the less, a number of potential downfalls persist. The preceding analysis underlines the necessity of 
special and differential treatment capable of providing protection to Africa’s nascent industries and 
further measures are required to protect Africa’s poor from increased food prices, the costs of 
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Figure 9 

 

Source: Authors Calculations from OECD data 

adjustment and erosion of existing preferences. Given the implications of TRIPS on the availability of 
essential medicines, Africa’s poor will be sensitive to the proposed strengthening of intellectual 
property rights without appropriate dispensations. The welfare enhancing effects of a concluded DDA 
are also narrowed considerably by exceptions for special and sensitive products. Lastly, the 
burdensome WTO accession process is a further area prohibiting African economies gaining from the 
potential gains of WTO membership. 

It follows that there is a pertinent need for the European Union to adopt a coherent policy framework 
with respect to its engagement with Africa on issues of development, trade, and trade and 
development (OECD, 2011). MDG 8 provides a convenient framework for reconciling these trade and 
development objectives. While the European Union has been a global leader though provision of duty-
free market-access for LDC imports and its contribution to the Aid for Trade initiative there is further 
scope to match these commitments in multilateral forums through the fresh and credible approaches 
to the DDA sought at the most recent Ministerial Conference in Geneva, December 2011. As the 
deadline for the MDGs fast approaches, the European Union is urged to continue to work toward their 
attainment and engage actively with the United Nations and other partners as the international 
community seeks to learn for the successes and failures of the MDGs and work toward a post-MDG 
agenda for development.  

7. CONCLUSIONS AND RECOMMENDATIONS  

Despite the rich heritage of economic thought on the benefits of international trade African economies 
remain both marginalised in international markets and blighted by widespread poverty. Successive 
epochs of state-led development and liberalisation have failed to redress either prerogative. Africa’s 
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improved institutional capacity raises the prospect of the state and market working together as 
complementary drivers of economic development capable of employing a development-centred 
approach to trade to contribute toward poverty reduction. Significant challenges remain, however, not 
least with respect to the structure of African economies and exports in the face of an ongoing jobs crisis 
and large marginalised rural communities. This paper has argued that traditional dichotomies between 
state and market and comparative advantage denying or conforming activities are misleading. Trade 
and industrial policy should endeavour to safeguard the poor in the first instance, and where possible 
work toward ensuring that they are not isolated the benefits international trade has to offer. The 
provision of essential public goods in the shape of physical infrastructure, macro economic stability and 
a sound business environment should provide a basic platform from which competitive firms can spurt. 
Thereafter, trade policy should pursue structural transformation through a combination of market 
leading and market following interventions. Establishing developmental partnerships through 
enhanced South-South cooperation and intra-African trade, and with Africa’s largest trading partner the 
European Union, are integral to ensuring Africa’s developmental objectives are safeguarded.  

In summary, the key policy recommendations put forth are as follows: 

 Export diversification is essential to create pro-poor growth for Africa’s growing population;  

 A development state is required to facilitate that structural change; 

 Trade policy should be sensitive to the imperative of agricultural productivity growth for poverty 
reduction; 

 While developing industries out with the extractive sector, African governments should work to 
better utilise their natural resource endowments for development ends; 

 Expanding avenues of South-South cooperation, notably intra-African trade through the 
proposed continental free trade area, can help African industries to realise economies of scale 
and develop international competitiveness; 

 Getting the fundamentals right is still imperative, especially in those areas in which Africa has 
substantial deficits, particularly infrastructure; 

 The European Union should reconcile development and trade policies by actively working 
towards the achievement of all MDGs, including pursing the global partnership for development 
as espoused by MDG 8. 
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PART V: An EU development-friendly trade policy under a “Comatose Doha” 
Patrick A. Messerlin65 

 

Executive summary 

The paper examines four aspects of the world trade under a Comatose Doha that could last for some 
time. 

First, it examines the situation of the developing countries in the near future.  All the developing 
countries which would freeze their liberalization process will loose.  The small developing countries 
turning to preferential trade agreements (PTAs) will face much more difficult negotiations with the large 
(developed or developing) countries.  Large developing countries will not be necessarily in a better 
situation, as illustrated by China which will have hard time to find partners willing to conclude PTAs 
with it.  Only a few former developing countries (Korea, Chile, Taiwan) have already found alternatives 
to a Comatose Doha by concluding PTAs with the large economies.  For instance, Korea has secured to 
its firms access to 77 percent of the world markets. 

Second, the ongoing EU EPAs will also suffer from a Comatose Doha.  The intrinsic flaws which are 
making the EPAs with the ACP countries costly to the ACPs will be amplified by the absence of a Doha 
Round.  The EPAs with Asia (India) and Latin America (Brazil) do not target partners helpful to the debt-
ridden, growth starving EU.  These partners are too small (and will not be large enough before the 
2030s), have deep-rooted protectionist instincts and are far to be the best regulated countries in the 
world – all features that make them unable to boost EU growth.  The partners that the EU should target 
are the US, Japan and Taiwan, the only large enough, open enough and well regulated enough 
economies to boost fast enough EU growth. 

Third, a EU development-friendly trade policy should take the Treaty of Rome as a model.  The Treaty 
was very ambitious.  It coped with the wide differences of income among the EU regions by 
fragmenting its huge liberalization programme in a carefully designed sequencing of phases.  A 
sequencing of phases based on focus, progressivity and best negotiating techniques is key for making 
future EU PTAs development-friendly.  In this context, the paper develops three themes: 

 focus is ensured by defining the core content of a development-friendly PTA; 

 progressivity is ensured by making the sequence of implementation conditional on some 
partner’s objective and economically sound features, such as threshold of its GDP per capita 
and/or its size. 

 some negotiating techniques have proven to be much better than others in terms of favoring 
growth and diversification. 

Finally, at the WTO level, reform is not a credible option.  Rather the WTO should exploit its capacities to 
be a quiet forum of discussions for addressing some promising trade issues (trade facilitation, binding 
commitments negotiated in other for a, etc.) and for building coalitions of convergent interests looking 
for a better multilateral regime in trade, climate, water, fisheries, etc. 

 

                                                               
65  Professor of economics, Sciences Po Paris and Director, Groupe d’Economie Mondiale at Sciences Po.  I would like to thank 
Steve Woolcock for very useful comments.  Paper forthcoming in European Parliament, Directorate-General for External 
Policies, Policy Department. 
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Introduction 

At the December 2011 Geneva WTO Ministerial, the Doha Round was declared in a “comatose” stage.  
There is very little hope that the situation could change before mid-2013 at the earliest (this time 
horizon refers to a fully operating new US Administration, be Obama II or a Republican President).  
However, it should be stressed that such a date is highly hypothetical.  It assumes that the US Executive 
is in the driving seat in trade matters.  This is not the case:  the US Constitution gives to the Congress the 
final word in trade matters, as witnessed with the lengthy and chaotic ratifications of the preferential 
trade agreements (PTAs) during the last four years.  In addition, the last (2012) State of the Union speech 
was so much focused on manufacturing in a country where more than 70 percent of the GDP is 
generated by services and on subsidies of all kinds that it does not raise high hopes on a rapid shift of an 
Obama II Administration towards a strong US support to a successful conclusion of the Doha Round. 

These perspectives call for a review of the EU trade policy and of its development dimension.  Such a 
review should take into account a critical factor.  The EU share in the world GDP during the next two 
decades – a rough indicator of the EU political influence –will be cut by half during the next twenty 
years [Buiter and Rahbari 2011], falling from 25 percent in 2011 to 13 percent by 2030 (the US will follow 
roughly the same course).  Of course, such “guess-estimates” should be taken with great care.  But errors 
are on the speed of the evolution, not on its trend.  As a result, the key message of these guess-
estimates is that claiming that the EU is the largest world economy is a message which is not credible 
anymore among the EU partners.  Re-designing EU policies – including trade and development policies 
– should integrate this decisive factor. 

The paper is organized in four sections.  Section 1 describes the consequences of a Comatose Doha for 
the emerging and developing countries.  It suggests that most of the developing countries will loose 
from such a situation, and that the rare exceptions are fragile.  Section 2 looks at the EU Economic 
Partnership Agreements (EPAs) with the African, Caribbean and Pacific countries (ACPs) and at those 
with the neighboring and other (Latin American and Asian) countries.  It shows that the Comatose Doha 
will magnify the intrinsic costs of the EPAs for the ACPs, and that the current EU PTA approach with the 
other countries is based on the wrong choice of partners.  In particular, it misses the three key countries 
– US, Japan and Taiwan – with which the debt-ridden, growth hungry EU should conclude PTAs as soon 
as possible.  Section 3 examines what could be the main components of an EU development-oriented 
PTA policy.  As the Comatose Doha may last some time, this section is particularly developed.  A 
concluding section presents brief remarks on the WTO. 

SECTION 1.  DEVELOPING COUNTRIES UNDER A “COMATOSE DOHA”:  
MOSTLY LOSERS 

A Comatose Doha leaves PTAs as the only negotiating instrument left to open a domestic economy to 
foreign competitors for the time being.  Past experience does not show PTAs as a very efficient 
instrument.  Between mid-1980s and mid-2000s, PTAs have delivered a very small share of tariff cuts, 
roughly 10 percent of total tariff cuts [Martin and Ng 2004].  The largest share of tariff cuts has been 
provided by unilateral liberalization (65 percent) followed by multilateral liberalization (25 percent).  
That said, a Comatose Doha is likely to have a different impact on the small and large developing and 
emerging economies. 

The case of the small developing economies 

A vast majority of the developing countries are small economies.  This feature makes them 
particularly fragile in a world where PTAs are the only trade liberalization instrument left. 
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A first group of developing countries will not have the energy to review their trade policy in order to 
adjust it to a Comatose Doha.  They will decide not to open negotiations on PTAs or to negotiate 
deliberately “shallow” PTAs.  Most of the existing PTAs could be classified as shallow in the sense that 
they have not opened the signatories’ key economic sectors that would have deserved the most to be 
exposed to foreign competition.  According to the 2011 WTO Trade Report [WTO Secretariat 2012], 
two-thirds of the “peak tariffs” (defined as tariffs higher than 15 percent) which have been left 
untouched by unilateral or multilateral liberalizations have escaped PTA-related cuts. 

As these highly protected and often key sectors do not benefit from external competitive pressures to 
improve their efficiency, they continue to impose high costs on consumers – as a rule of thumb, 
economic analysis shows that doubling a tariff multiplies by four (the square of the tariff increase) the 
existing welfare costs.  The powerful vested interests entrenched in these highly protected sectors 
make very difficult for the governments of the country in question to launch and to fully implement a 
domestic pro-growth reform agenda.  The reform process takes then the “go-and-stop” pace so often 
observed in the past in Africa or Latin America.  Such an irresolute trajectory has its own cost:  it gives 
to the people the conviction that it is the reforms – not the absence of reforms decisive enough – 
which don’t do any good. 

The rest of the small developing countries will decide to turn to “deep” PTAs.  As today most PTAs are 
bilateral agreements, the negotiating dynamics favor clearly the large negotiating partner – be an 
industrial country or an emerging country – for several reasons.  First, the PTA agenda is generally set 
up by the large partner, as illustrated by the PTAs with India as a hub or by the EU PTAs which include 
topics of no or little relevance to the developing countries at their current stage of development (see 
the discussion of section 3). 

Second, by nature, a PTA agenda has a more limited range of potential trade-offs since there are only 
two negotiating countries (compared to 156 countries in the WTO forum).  For instance, if country A 
has interests in goods 1, 2 and 3, and country B in goods 1, 2 and 4, an agreement between A and B 
may be reached on goods 1 and 2 (if one country is an importer and the other one a potential 
exporter in one good, and vice-versa for the other good).  But, an agreement between A and B is less 
likely in goods 3 and 4, and finding trade-offs involving these two goods is likely to require the 
presence of one or more countries at the negotiation table. 

Last but not least, there is no possibility in a bilateral agreement for the small negotiating partner to 
build a coalition with other small countries in order to raise its negotiating leverage with respect to 
the larger partner.  That said, it could be rightly argued that the coalitions among the small countries 
in the WTO may have shown their muscles, but that it has been, paradoxically, essentially at the 
detriment of their members. 

Coalitions of the small countries at the WTO have shown their muscles to the extent that they have 
succeeded to extract deep and wide exceptions to trade liberalization from the developed and 
emerging economies in the Doha negotiations.  In short, they have been “negative” coalitions trying 
to reject new disciplines (good or bad for development) rather than to build new disciplines which 
could be pro-development.  Table 1 illustrates this point by presenting the major negative coalitions 
in the Doha Round.  Altogether, these negative coalitions include roughly 84 to 90 Members which 
are totally or very substantially exempted from the possible results of a revived Doha Round.  In short, 
the Doha negotiations have fully involved only 40 Members or so, half of them being developing and 
emerging economies (out of a total WTO membership amounting to 127 Members, the EU being one 
Member).  As these 40 Members represent more than 80 percent of world trade and GDP, these 
negative coalitions can be seen – ironically – as having deeply weakened the Single Undertaking 
constraint, a sort of gift of the small countries to the large WTO Members. 
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Table 1.  The Negative Coalitions in The Doha Round 

Agriculture NAMA
Least-Developed Countries (LDC) 32 32
Small and Vulnerable Economies (SVE) [a] 38 37
New Recently Acceded Members (N-RAM) 10 10
Other groupings with wide exceptions [b] 4 11
Total 84 90
All WTO Members [c] 127 127
Core negotiating countries [d] 43 37

Negotiations in

 
Notes:  [a]  excluding N-RAM and other groupings.  SVE are developing WTO Members that, in the period 1999-
2004, had an average share of (i) world merchandise trade of no more than 0.16 percent, (ii) world trade in 
NAMA of no more than 0.1 percent, and (iii) world trade in agricultural products of no more than 0.4 percent.  
[b]  Countries with Low Binding Coverage in NAMA and Net Food Importing Countries in agriculture.  [c]  
Counting the EC as one WTO Member.  [d]  The WTO Members not pertaining to a negative coalition. 

Source:  Messerlin 2012a.  WTO NAMA and Agriculture Chair texts, TN/MA/W/103/Rev.3, TN/AG/W/$/Rev.4, 6 
December 2008. 

 

Paradoxically, these negative coalitions have been mostly detrimental to their own members from a 
development perspective.  They have imposed self-inflicted high damages on the “opting out” 
countries since they substantially reduce potential trade not only between them and the rest of the 
world but also among themselves.  This feature helps to understand that these negative coalitions 
could have often been manipulated by the large countries to the extent that they offer a large 
reservoir of small allies to these large countries.  In the early years of the Doha Round, the “Round for 
free” that the EU “offered” to the LDCs was first and foremost a way for the EU efforts to reduce 
pressures on its farm liberalization:  it was highly unhelpful for helping the LDCs to improve the 
efficiency of their economies.  In the later years of the Doha Round, China and India have replaced the 
EU in getting these many allies by overtaking the G33 coalition, for instance. 

The large developing and emerging economies 

Large emerging and developing countries are not necessarily in a much better shape.  They don’t 
have more options than the small developing countries:  status quo or shallow PTAs vs. deeper PTAs.  
Argentina and, to a lesser extent, Brazil seem to bend towards the status quo or even maybe to 
backslide into shallower PTAs (including Mercosur) while India seems to have a lot of difficulties to 
simply take action. 

As illustrated by Table 2, the emerging and developing G20 Members (excluding China) have PTAs 
with the mammoth economies (China, EU, Japan, US).  But, they have not been very active among 
themselves – a sign that they have been busy to protect their sectors under the competitive pressures 
from their peers. 

At the other side of the spectrum, China – the archetypical successful emerging economy – is not in 
an easy situation under the Comatose Doha, when compared to the three other mammoth 
economies (EU, Japan, US) [Messerlin 2012b]. 

China has only one, relatively old and so far unsuccessful, option:  talks on the China-Japan-Korea 
agreement (CJK) are ongoing since 1999. 

the TPP is not an option open to China because it includes provisions on labor or state-owned 
enterprises (among others) that China cannot sign. 
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Table 2.  PTAs among the G20 members 

G20 Share (%) of EU27 USA China Japan PTAs of Emerging/developing

Members [a] world GDP countries with other G20 Members

Mammoth economies

EU27 26.6 ‐‐‐ Transatlantic JEU

USA 23.9 Transatlantic ‐‐‐ TPP

China 9.6 ‐‐‐ CKJ

Japan 9.0 JEU TPP CKJ ‐‐‐

Emerging and developing G20 members

Brazil 3.4 ongoing Argentina, India

India 2.8 ongoing concluded concluded Argentina, Brazil, Indonesia, Korea

Russia 2.4

Mexico 1.7 concluded concluded concluded Argentina, Brazil, Korea

Turkey 1.2 concluded

Indonesia 1.2 [c] concluded concluded India, Korea

Saudi Arabia 0.7 [d] ongoing

Taiwan [b] 0.7 concluded [e]

Argentina 0.6 ongoing Brazil

South Africa 0.6 concluded India 

Industrial G20 members

Canada 2.6 ongoing concluded ongoing

Korea 1.7 concluded concluded initial step CKJ

Australia 1.5 concluded ongoing ongoing  
Source:  WTO website, Database on the PTAs. 
 

 the “High Level Economic and Trade Dialogue” (HED) between China and the EU is a fuzzy 
forum that offers no serious perspectives to China.66  Its current EU motto – “accepting tough 
Chinese competition while pushing China to trade fairly” – suffers from two major flaws:  not 
accepting the Chinese competition is not an option for the EU except at astronomical costs, and 
there is no definition of what could be “fair” trade. 

That said, one should expect that China to get out of this uncomfortable situation.  It could try to do 
so by re-launching the CJK or by launching a set of bilateral agreements in East Asia for counter-
balancing the TPP.  Alternatively, it could launch a bold initiative in the WTO, the best forum to diffuse 
the fears about strong Chinese competition on the widest range of trading partners.  Last but not 
least, more options could be made available by China’s trading partners.  This is the case with the 
prospect (still unclear) of a China-Korea PTA agreed by both countries in early January 2012. 

Emerging dynamics? 

The global picture arising from the above observations suggests a developing world rather frozen 
under a Comatose Doha.  However, there are a small group of former-emerging countries which have 
adopted a trade policy resilient to a Comatose Doha:  Chile, Korea, Singapore (all of them generally 
still classified as developing countries in the WTO forum) and more recently Taiwan. 

Korea is the best and largest illustration of this group.  Since the mid-2000s, it has followed a PTA 
policy targeting as partners large, relatively open and well regulated economies.  In 2010, only 12 
PTAs give to Korean firms free access to 77 percent of the world GDP.  The two PTAs that Korea has 
just offered to China and Turkey in January-February 2012 would add 10 percent of the world GDP, 

                                                               
66  Moreover, the HED involves only the Commission on the EU side, not the ultimate decision-makers – the Council (EUMS) 
and the Parliament which are unlikely to witness passively the trade dialogue with China. 
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meaning that Korean firms will enjoy a level of market access close to what the Doha Round would 
have delivered (if one takes into account all the exceptions extracted by developing countries during 
the Doha negotiations).  Although there are political considerations behind Korea’s PTA policy (the 
Korea-China PTA was offered less than two weeks after the death of the North Korean dictator Kim Il 
Jong) the main driver of the Korea’s PTA policy is economic. 

Turkey is a good illustration of an opposite approach (Turkey’s economy is two-third of Korea’s 
economy).  Its PTA approach was fundamentally political.  Turkey has seen PTAs mostly as a foreign 
policy instrument for (re)establishing its regional influence – a view that mimics the EU PTA approach.  
If one excludes the customs union with the EU, Turkey has signed 18 PTAs, all of them with Middle-
East or Central Asian neighbors often former parts of the Ottoman Empire.  Such an approach has 
shown severe limits.  The markets opened by these PTAs to Turkish firms are small:  the GDP of all the 
Turkey’s PTA partners represent roughly 6 percent of the world GDP – less than one-tenth of what 
Korea’s PTAs give to the Korean firms.  Turkey’s partners are economies highly protected and badly 
regulated, hence not promising in terms of growth prospects.  Last but not least, the political benefits 
of these PTAs are challenged by the Arab revolutions which have overturned the regimes with which 
Turkey has signed PTAs. 

SECTION 2.  A COMATOSE DOHA AND THE EU EPAS 

Since 2006, the EU has launched negotiations on “Economic Partnership Agreements” (EPAs) with a 
wide range of countries.  There are two very different groups of EPAs:  those with the African, Caribbean 
and Pacific countries (ACPs) and those with the Latin American and Asian countries negotiated in the 
follow up of the “Global Europe” initiative.  There is a third group of EPAs, those with the neighbor 
countries (Eastern Europe and South Mediterranean countries).  If this last group of PTAs has a specific 
political dimension, it raises economic issues that are not far from those raised by the Latin American-
Asian countries. 

The EPAs with the ACPs:  A Comatose Doha increases their costs for the ACPs 

Despite all the good intentions, the EPAs with the ACPs have intrinsic flaws which are very detrimental 
to ACP development.  In a nutshell, these EPAs are doomed to generate a “biased liberalization, fiscal 
crunch” outcome in the ACPs for the following reasons. 

Far to liberalize the ACPs in a pro-development way, the EPAs will systematically amplify the already 
high distortions existing in the ACP economies – hence keeping these economies in their current 
problems – for two mutually re-enforcing reasons: 

 the ACP sectors which are highly protected will continue to be fully protected vis-à-vis the EU 
and non-EU producers.  This is because thee EPAs allow the ACPs to keep their current tariffs on 
imports from the EU for roughly 20 per cent of their tariff lines.  This percentage is high enough 
to allow to protect almost all the existing ACP domestic productions.  As they will remain 
protected with respect to the EU and to the rest of the world, ACP producers will have no 
incentive to improve their production, cut their costs and/or decrease their prices.  ACPs 
domestic labor and capital will be induced to stay in these currently protected sectors or to go 
to these sectors.  ACP consumers will have no reason to support the EPA process. 

 Meanwhile, the other ACP sectors will be subjected to full competition from EU competitors 
because the EPAs require the ACPs to eliminate their current tariffs on EU imports for the 
remaining roughly 80 per cent tariff lines.  EU firms will make very hard for potential ACP 
producers to enter these markets, all the more because ACPs domestic labor and capital will 
avoid as much as possible these relatively competitive sectors which are likely not to provide 
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the same wages or capital returns that the ACP highly protected markets.  Such a situation will 
entail severe long term economic costs for the ACPs:  elimination of the existing domestic 
producers (if any) possibly combined high prices that the EU firms could charge in the ACP 
markets protected by (high) tariffs on imports from non-EC origin.  In short, ACP consumers will 
pay rents (possibly as high as the high ACP tariffs on non-EU products) to EU firms, and will feel 
exploited by the EU firms, another reason for the ACP consumers not to support the EPAs. 

In short, the EPAs are structurally unable to support ACPs domestic pro-growth reform agendas.  In 
particular, they will make it very difficult for ACP countries to reach what is probably their most 
cherished development goal:  economic diversification in terms of productions. 

“Fiscal crunch” should be expected from eliminating ACP tariffs on imports from the EU on 80 per cent 
of tariff lines, with huge adverse implications for many ACP government budgets.  The EU says that it is 
ready to provide compensations.  But it has no permanent binding obligation to do so, and the current 
EU economic crisis makes this promise less certain.  More importantly, in economic policy, correcting an 
initial mistake by an off-setting policy gives more uncertain and costly results than eliminating the initial 
mistake.  From a political perspective, EU aid granted in these conditions may lead to a serious 
deterioration of the long term political relations between the EU and the ACP. 

A successful Doha Round could have softened the negative aspects of the EPAs.  It would have induced 
the ACPs to decrease erga omnes the protection of the most protected sectors, reducing by the same 
token the relative distortions (between the 20 percent protected sectors and the 80 percent non 
protected sectors) generated by the EPAs.  It might even have been possible for the ACPs to try to 
negotiate a new “waiver” from the non-EU WTO Members in order to keep low or moderate tariffs on 
the 80 percent tariff lines set to be liberalized under the EPAs.  In such a case, the Doha Round could 
have helped the ACPs to progress towards a more uniform protection (a more similar level of protection 
for all the products).  As shown below (section 3) uniform low or moderate protection is a good way to 
introduce pro-development liberalization because it ensures that capital, labor and land go to the most 
efficient activities, not to the most protected ones. 

The ongoing EU negotiations with Asia and Latin America 

A Comatose Doha will also magnify the intrinsic flaws in the current EU PTA plan (which was designed 
before the crisis) for three reasons that have been largely ignored by the economic literature of the last 
seventy years – simply because there was no failure of GATT-WTO Rounds as serious as this one is. 

Size does matter 

First, a WTO Round is an efficient way of negotiating market access because it does not require paying 
attention to the economic size of the partners since all of them will be part of the final deal.  This is not 
the case in case of PTAs.  Negotiating PTAs with all the ACPs has almost no chance to have a substantial 
impact on EU growth simply because these countries are too small to influence EU prices (except 
maybe for a few commodities).  Very few countries in the world have the economic size (in terms of 
productions and demands, hence exports and imports) capable to have a wide-ranging and notable 
influence on EU relative costs and prices, hence on EU consumers’ welfare. 

As of today, if one leaves aside the EPAs with the ACPs, the EU has concluded or is negotiating 32 PTAs 
with countries which represent only 17 percent of the world GDP.  In short, these PTAs do not expand 
very much the size of the markets open to EU firms’ operations, compared to the 77 percent open by 
the Korea’s PTAs (see above).  
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Why such a disappointing result?  The current EU PTA plan has made the wrong choice of partners.  
Since 2006, the EU is trying to conclude PTAs with large developing partners (Argentina, Brazil, India, 
Russia).  But, these countries have three serious drawbacks: 

 they will become truly large (compared to the EU economies) economies only in the 2030s at 
the earliest, 

 they have still deep-rooted protectionist instincts, and 

 they are far to be the best regulated countries in the world. 

The EU choice of partners was driven by the hope to get big preferences to EU firms in these markets.  
Such a hope can only lead to disillusions because, as soon as the EU PTA partners will realize the huge 
rents that strong preferences would grant to EU firms, they will conclude PTAs with other countries, 
hence erode EU preferences and leave EU firms with severe adjustments problems. 

A much more beneficial PTA policy for a debt-ridden, growth-hungry EU would be to negotiate and 
conclude as soon as possible PTAs with the US, Japan and Taiwan [Messerlin 2012b].  If the Comatose 
Doha is not revived, China will necessarily be added to this list. 

Predicting growth 

Second, a WTO Round is an efficient way of negotiating market access because it does not require a 
given country to predict which partner will have the fastest growth in the future.  If all the WTO 
Members agree on non-discriminatory market access commitments, firms from a given country will find 
out the fastest growing markets as and when required. 

The situation is quite different when PTAs are the only instrument left for undertaking trade 
liberalization.  In this case, every country has “to bet” on which partners will have the fastest growth for 
the foreseeable future, hence will be worth negotiating and signing a PTA.  By nature, such bets are very 
uncertain, if only because there is always the possibility that things could suddenly go wrong, even in 
the most promising countries. 

So far, very little attention has been paid to this source of Rounds efficiency because previous economic 
crises were much more limited than the current one.  But, this source is particularly crucial to the debt-
ridden, growth hungry EU.  The major developing countries with which the EU is currently negotiating 
(Argentina, Brazil, India and Russia) are not expected to be the stars in terms of growth for the two next 
decades [Buiter and Rahbari 2011].  Rather, they are expected to have average growth performances 
compared to the rest of the world, in sharp contrast with Emerging Asia and Africa which are expected 
to have higher than average world growth.  And, the deep hesitations of these four mentioned 
countries in terms of their own trade policy and structural (regulatory) domestic reforms (a critical 
component of market access in services) are unlikely to boost their growth.  For all these reasons, the 
current EU PTAs plan is unlikely to deliver the boost in terms of growth that is so much needed by the 
debt ridden EU.  

The costs of negotiating sequentially 

The last reason is that PTAs are negotiated “sequentially” (or by successive waves).  Such a sequential 
process creates inevitably backward-looking and forward-looking discriminations.  For instance, the EU 
may discriminate (voluntarily or not) among its PTA partners by granting to a new partner (say Japan) 
more (or less) concessions than to a previous partner (Korea) which has deep economic relations with 
Japan.  And similarly the EU may be discriminated against by its PTA partners.  Discrimination works also 
in a forward-looking manner.  For instance, the EU may grant to a partner with whom it is negotiating 
(say Taiwan) more (or less) concessions than to a future partner (China) which has deep economic 
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relations with Taiwan.  Such discriminations are likely to be costly for all the countries involved (even an 
apparent beneficiary may ultimately loose because of the combined losses of its two partners).  The 
higher the number of PTAs negotiated, the more numerous (and possibly larger) such distortions will 
be. 

SECTION 3.  DEFINING A DEVELOPMENT-FRIENDLY EU TRADE POLICY 

Section 2 strongly suggests that, despite all the good intentions, the existing EU trade policy is largely 
unfriendly to development concerns, in some cases for intrinsic flaws (for instance, the EPAs with the 
ACPs) in other cases for circumstantial reasons (for instance, the way GATT negotiations have shaped 
the GSP).  That said, it is fair to add that the EU is not an exception in this matter:  the same conclusion 
could be drawn for most of the trade policies in the world. 

This conclusion should not come as a surprise.  The logics of trade and development policies are 
intrinsically at odd when trade policy is driven by a mercantilist rationale, as it is the case when 
countries negotiate trade agreements, be in the WTO or in PTAs.  Trade policy buttresses well support 
development policy only in the particular context of unilateral liberalizations, when a country decides to 
open its markets to foreign competitors in a conscious and deliberate support to its own development.  
Examples of such unilateral liberalizations are not frequent, but they are not rare, and more importantly 
some of them have played a crucial role in the world economic development:  Britain in the early 1800s 
(it initiated the current wave of globalization among developed countries), France in the 1860s, Hong 
Kong and Singapore in the 1950s, China in the 1980s (it initiated the current wave of globalization 
among developing countries), certain Central EUMS (particularly Czechoslovakia and Estonia) in the 
very early 1990s, Georgia in 2006.  Last but not least, the above described PTA policies followed by 
Korea, Chile or Singapore may be less dramatic, but they all conceive trade policy first and foremost as a 
contributor to domestic pro-growth reform agendas, not as a stand-alone policy. 

This section tries to cope with this intrinsic conflict of logic between “mercantilist” trade and 
development.  As stressed by the January 2012 Commission’s Communication on Trade, Growth and 
Development, two key problems should be addressed.  First is the need to take better into account the 
“differentiation among developing countries” which has greatly increased during the two last decades 
and to focus on the poorest.  Second is the question of how to handle the many topics which have 
been, or could be seen as components of a development-related trade policy.  Some of those 
components should easily gather a wide consensus:  trade facilitation, foreign direct investment (FDI), 
services for instance.  But other components – social and environmental regulations, intellectual 
property rights (IPRs), competition policy, the EPAs with the ACPs, the GSPs, to quote a few of them – 
deserve a careful analysis.  Trade policy is a powerful instrument which can easily turn “good intentions 
into hell” (to paraphrase a French say).  Badly conceived trade measures can be very detrimental to 
development, as best illustrated by the EPAs. 

The section is organized in four steps: 

 it argues that the Treaty of Rome offers an interesting model defining differentiation by a 
careful progressivity in the implementation of its provisions; 

 it presents a screening exercise allowing to trim the range of topics included in the current EU 
PTAs in order to keep only those really related to growth and development; 

 it suggests simple progressivity criteria for defining the best sequencing of liberalization phases 
from a development perspective; 
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 it presents a few techniques of trade negotiations which are shown as pro-development, hence 
should be used systematically by the EU trade policy. 

The Treaty of Rome:  a model for a EU development-friendly trade policy 

Looking at the Treaty of Rome as a source of inspiration for defining a development-friendly trade 
policy in the 2010s may look awkward at a first glance.  But, the key aim of the Treaty (which, after all, 
established a PTA) was the growth and development of the EU Member States (Article 2), and freer 
trade among them was seen as the major contributor to this objective (it makes six out of the eleven 
measures to be taken listed in Article 3).  All these features seem very attractive for a development-
friendly PTA. 

Moreover, the Treaty drafters were very well aware that the Treaty was establishing a PTA between very 
heterogeneous European regions [Milward 1992].  In the mid-1960s, the GDP per capita of the richest 
EU region (Hamburg, Germany) was roughly five times the GDP per capita of the poorest region (Molise, 
Italy) [Office Statistique des Communautés Européennes 1968-1969].  This gap is of the same order of 
magnitude than the current differences of GDP per capita between the EU on the one hand and Egypt, 
Angola or Sri Lanka on the other hand. 

This well recognized development gap within Europe did not stop the Treaty drafters to design what is 
probably the most encompassing trade treaty of the last seventy years with the lowest number of 
exceptions.  In other words, they did not define “differentiation” as requiring a set of many different 
measures depending the partners.  In particular, the drafters were extremely careful not to introduce 
any kind of “Special and Differentiated Treatment” trade provision which would exempt some EUMS 
from disciplines imposed on the others.  Instead, they set up a much more appropriate (non-trade) 
instrument, namely a regional policy. 

What the Treaty drafters decided was to carefully “fragment” this gigantic liberalization program into a 
manageable sequencing of progressive and self-reinforcing phases: 

 a first phase defined in a very precise way, focusing entirely on the elimination of industrial 
tariffs and remaining quotas (roughly the 1960s); 

 a phase still well defined around concepts in the Treaty, in particular “equivalent effect”, but 
requiring sharper interpretations and more precise schedules of implementation as and when 
necessary; 

 a very rough framework agreement in agriculture that was filled up only in the mid-1960s with 
great difficulties, and indeed with severe economic mistakes in the long term; 

 even vaguer framework agreements in investment, labor movement and services which have 
had to be re-interpreted, developed and implemented after the mid-1970s.  Covering services 
in a PTA drafted in the late 1950s was an amazing novelty (indeed, it was fortunate that some 
initial Treaty provisions in services were not enforced too rapidly because they were 
economically unsound). 

In short, differentiation was based on the expectations that, at given and pre-determined points in time, 
all the EUMS would be capable to deliver a relatively well defined set of targeted results.  Such 
expectations relied on the conviction that the growth and development generated during any given 
phase thanks to the appropriate trade liberalization measures will serve as a robust basis for further 
progress in the following phases.  In short, the Treaty was both growth-focused and growth-driven. 

This approach has had a huge advantage in legal and economic terms.  The central concept of 
“equivalent effect” has allowed to keep the “reference” measures to a strict minimum (duties and 
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quantitative restrictions on imports and exports).  This feature is key because it allows to bring down 
any new measure suggested by endlessly creative policy-makers (as those mentioned by the 
Communication) to these very few legal references, ensuring the highest level of consistency of the EU 
legal regime and avoiding the risk of an inconsistent proliferation of policies based on differentiation 
among trading partners. 

A very ambitious Treaty fragmented in a sequencing of implementing phases seems an attractive 
model for what could be an EU development-friendly trade policy embedded in PTA legal texts.  In fact, 
one may wonder why such an approach has not been more used for the accession process of the less 
developed EUMS in the 1990s and 2000s.  It would have spared many shocks and disappointments. 

The basic structure of the existing EU PTAs:  core provisions and unsustainable periphery 

The progressive approach of the Treaty does not imply that the content of the EU PTAs should be a 
copy of the content of the Treaty of Rome.  A better sense of the content to be expected from future EU 
PTAs is provided by a look at the content of the existing EU PTAs.  Table 3 lists the 52 “chapters” (policy 
topics or areas) covered by the PTAs negotiated by the EU until 2009 [Horn, Mavroidis and Sapir 
(hereafter HMS) 2009]. 

Table 3 uses the HMS methodology, but presents the results in grades.  For every EU PTA, a grade of 0.5 
is granted if the PTA chapter contains some “obligations”, even with no legally binding commitment.  
An additional grade of 0.5 is granted when the chapter in question defines legally binding 
commitments for the obligations.  Table 3 provides the simple averages of all these grades by chapter 
and by region for the 14 EU PTAs.  It also specifies if the chapter has a WTO counterpart (WTO-C) or if it 
deals with topics which go beyond the current WTO mandate (WTO-X for WTO extra).67 

Table 3 reveals a clear distinction among the 52 chapters.  There are only 20 chapters (left block of Table 
3) which shows enough positive grades to be considered as “legitimate” provisions to be expected in 
any EU PTA with non-European developing countries (Mediterranean EU neighbors, ACPs and other 
countries).  Interestingly, the grade for financial assistance does not exceed 0.5, in sharp contrast with all 
the other chapters on the left block.  This feature suggests a very asymmetrical balance of obligations 
between the EU and its partners. 

The other 30 chapters (right block of Table 3) have too few and/or too low (if any) average grades to be 
considered as “natural” components of a PTA with non-European developing countries.  Most of these 
chapters have been added to PTAs in this “omnibus” approach so frequent in trade treaties:  a 
negotiating party (de facto the EU) adds topics to a treaty under negotiations in order to signal some 
offensive interests (coming from some specific, sometimes very narrow EU vested interests) even if 
these topics are loosely related to trade issues at stake and even if no meaningful commitment is made. 

 

                                                               
67  Instead of the term WTO, HMS uses the expression “WTO plus” in the first case.  This expression is appropriate when the 
PTA goes further than WTO obligation (for instance in case of further tariff reductions).  But it is not when the PTA softens 
WTO rules (for instance in the case of antidumping regulations).  



Trade and investment for development 

 107

Table 3.  core provisions and unsustainable periphery 

Chapters
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The core provisions The unsustainable periphery

21 Anti‐corruption X

Income independent 22 Consumer protection  X 0.3 0.2 0.4 0.1 0.2

1 Industrial tariffs & equivalents C 1.0 1.0 1.0 1.0 1.0 1.0 23 Data protection  X 0.3 0.3 0.3 1.0 0.7

2 Agricultural tariffs & equivalents C 1.0 1.0 1.0 1.0 1.0 1.0 24 Labour market regulations  X 0.1 0.1 1.0 0.3

3 Export taxes & equivalents C 25 Agriculture  X 0.4 0.4 0.4 0.5 0.3

4 Customs administration  C 1.0 1.0 1.0 1.0 1.0 0.8 26 Approximation of legislation  X 0.4 0.3 0.5 0.5

5 Antidumping, Safeguard C 1.0 1.0 1.0 1.0 0.8 0.8 27 Audiovisual  X 0.4 0.3 0.4 0.2 0.3

6 Countervailing measures  C 1.0 1.0 1.0 1.0 0.8 0.8 28 Civil protection  X 0.1

7 Trade in services agreement  C 0.3 0.2 1.0 0.7 29 Innovation policies  X 0.5 0.2

8 Trade‐related investment measures C 30 Cultural cooperation  X 0.5 0.4 0.4 0.5 0.3

9 Investment  X 0.7 0.7 0.8 0.5 1.0 0.8 31 Economic policy dialogue  X 0.3 0.2 0.4 0.2

10 Movement of capital  X 0.9 0.9 0.8 1.0 1.0 1.0 32 Education and training  X 0.4 0.3 0.4 0.4 0.2

33 Energy  X 0.5 0.5 0.4 0.5 0.5 0.5

34 Health  X 0.1 0.1 0.3

Income dependent 35 Human rights  X 0.4 0.5 0.4 0.5 0.5 0.5

11 Sanitary & phytosanitary measures  C 0.4 0.4 0.3 0.2 1.0 0.6 36 Illegal immigration  X 0.3 0.3 0.8 0.2

12 Technical barriers to trade C 0.7 0.7 0.6 0.5 1.0 0.8 37 Illicit drugs  X 0.4 0.4 0.4 0.5 0.2

13 Public procurement C 0.7 0.7 0.9 0.4 1.0 0.8 38 Industrial cooperation  X 0.4 0.4 0.4 0.5 0.3

14 Trade‐related intellectual property C 1.0 1.0 1.0 1.0 1.0 1.0 39 Information society  X 0.3 0.3 0.4 0.1 0.3

15 Intellectual Property Rights X 0.9 0.9 0.9 1.0 1.0 0.8 40 Mining  X 0.1 0.1 0.3

41 Money laundering  X 0.4 0.4 0.4 0.5 0.3

42 Nuclear safety  X 0.1 0.1 0.3

Size dependent 43 Political dialogue X 0.4 0.4 0.4 0.5 0.3

16 State trading enterprises C 0.9 0.9 1.0 1.0 1.0 0.7 44 Public administration  X 0.2 0.2 0.1 0.3

17 State aid  C 0.9 0.9 1.0 1.0 1.0 0.7 45 Regional cooperation  X 0.4 0.4 0.4 0.5 0.5 0.3

18 Competition policy  X 1.0 1.0 1.0 1.0 1.0 1.0 46 Research and technology  X 0.5 0.4 0.4 0.4 0.5 0.5

19 Environmental laws  X 0.5 0.5 0.4 0.5 1.0 0.7 47 Small and medium enterprise  X 0.3 0.2 0.4 0.3

20 Financial assistance  X 0.5 0.5 0.4 0.5 0.5 0.5 48 Social matters  X 0.7 0.7 0.8 0.8 0.5 0.5

49 Statistics  X 0.4 0.4 0.4 0.4 0.3

50 Taxation  X 0.1 0.1 0.4

51 Terrorism  X 0.2 0.2 0.3 0.1

52 Visa and asylum  X 0.1 0.2 0.4 0.1  
Source:  Horn, Mavroidis and Sapir, 2009.  All-EEA:  All PTAs except EEA.  NEU:  European EU neighbors (Turkey, 
Macedonia, Croatia and Albania).  NM:  Mediterranean EU neighbours (Tunisia, Israel, Morocco, Jordan and 
Egypt).  ACP: South Africa and Cariforum.  Others: Chile and Mexico. 

Such an omnibus approach seems condemned in the future for several reasons: 

 the pro-growth and trade dimensions of these chapters are remote;  indeed, the fact that the EU 
PTA with the Cariforum Countries often shows the highest grades in a substantial number of 
these chapters raises serious questions on the rationale (or reality) of the EPA approach towards 
the ACP countries;68 

 these chapters show disappointing results not only in legal terms, but also in concrete results;  
for instance, the presence of chapters on human rights, money laundering and political 
dialogue with the Mediterranean neighbours in treaties signed with dictatorial and highly 
corrupted regimes is an embarrassing situation for the EU; 

 these chapters have been a source of permanent and often high resentment against the EU 
from EU partners which have been felt pressured to include these chapters in the PTA text if 
they wanted the rest of the text; 

 last but not least, the declining EU share in world GDP in the two next decades and its 
corresponding declining negotiating leverage will make the EU partners increasingly reluctant 
to accept such a deal. 

                                                               
68  There are conflicting reports on the implementation of the EU-Cariforum EPA which raises serious doubts on the 
existence of the whole EPA. 
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As a result, it seems reasonable for the EU to exclude these chapters from the future EU PTAs, and to use 
specific negotiations and treaties for dealing with these issues. 

Defining progressivity:  the two most obvious criteria 

What could be a few simple criteria to be used for organizing the 20 core chapters in an economically 
sound sequence of progressive implementation phases?  It goes beyond this paper to provide a long 
list of such criteria.  Indeed, it seems reasonable to keep this list as short as possible, for the same reason 
that multiplying tools or concepts have adverse and unexpected consequences due to their 
interactions. 

These criteria should reflect the three objectives to be delivered by a development-friendly trade policy: 

 buttressing the best allocation of resources in the EU partner in order to maximize its growth;  in 
particular, the PTA should contribute to minimize the domestic distortions that the EU partner 
may try to keep, favoring unduly some of its domestic activities at the detriment of others 
activities potentially more profitable. 

 boosting the amount of global resources that the EU partner could attract, in particular 
investment flows (labor and land are generally less pressing issues for EU partners), 

 allowing the partner’s government to take the necessary actions when the partner’s domestic 
markets deserve to be better regulated without the fear of counter-measures from the EU (for 
instance anti-subsidy or countervailing measures). 

The first goal favors anti-distortionary policies in the partner (and in the EU), the second one 
expansionist policies of the global resources available to the partner (and to the EU), the last one the 
desire to protect a well-defined “economically sound policy space” for the EU partner.69 

Clearly, these three goals do not have the same weight whether the EU partner is a very poor country, a 
low-middle income country or an emerging economy.  The two first goals are highly dominant when 
the partner is poor.  In other words, a first criterion for defining the progressivity of the implementation 
of a PTA is the level of the partner’s income, for instance, its GDP per capita.  It is essential that the PTA 
imposes the enforcement of concessions at a time when the partner is capable to deliver the expected 
outcomes. 

Another simple criterion to consider is the partner’s size:  the same PTA provision may not have the 
same impact on the EU economy whether the EU partner is a small or a large economy.  A PTA with a 
small partner may thus be laxer in terms of progressivity than a PTA with a large partner.  While the GDP 
per capita criterion focuses mostly on the partner’s development, the size criterion focuses more on the 
EU’s interests. 

Table 3 utilizes these two simple criteria for dividing the left block of 20 chapters into three broad 
groups, hence sketching a progressive implementation of the same PTA content. 

 

 

                                                               
69  This paper uses the term “policy space” which is generally highly correlated with the freedom for the developing 
countries to keep protectionist barriers, a narrow interpretation that makes very rarely sense.  By contrast, it may happen 
that some markets will produce too much or too little and that some consumers will consume too much or too little.  In 
these cases, governments have to weight the costs and the benefits of acting on the production and/or consumption levels 
by taxing or subsidizing.  Note that what is at stake is domestic productions and consumptions, not imports and exports 
(hence the guideline on using trade measures only in case of trade problems is respected). 
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Income independent chapters 

A limited number of chapters are so crucial that they should be considered as to be delivered 
independently from the level of the partner’s income during the very first phase(s).  For instance, tariff 
cuts should be granted by the EU partner, whether it is poor or rich, small or large;  and implementing 
these tariff cuts should start as quickly as possible and make as much progress as possible as soon as 
possible.  The same could be said for instruments of conditional protection, the elimination of a few 
basic distortions in investment (such as content requirement) and the beginning of opening services 
markets (see below for details). 

All the provisions related to these chapters have a heavy focus on tariffs and other key border trade 
barriers.  This is in sharp contrast with the Commission’s Communication laxer approach on such 
instruments which relies on the wide-spread view that a lot of tariff liberalization has already been 
done.  This laxer approach underestimates the fact that peak tariffs have escaped such liberalization 
[WTO Secretariat 2012] and that the remaining peak tariffs protecting domestic goods are those which 
have the highest impact on the competitiveness of the economy in question and on the welfare costs of 
its consumers. 

Income dependent chapters 

A wider range of chapters requires a certain level of income in the EU partner in order to become 
“trustable deliverables”.  For such chapters, the scope of the EU partner’s concessions and the schedule 
of implementation should be defined conditionally to the fact that the EU partner should have reached 
a certain threshold of GDP per capita to be agreed when negotiating the PTA.  For instance, provisions 
requiring the introduction of certain technical or environmental norms in the EU partner’s legislation 
should take into account whether the country could deliver them without harming its agricultural or 
industrial growth, and in particular, its export potentials. 

This conditionality has two benefits, one for each negotiating partner.  On the one hand, it gives to the 
EU partner a list of “credible, hence trustable” concessions from the partner as and when the partner’s 
growth strategy is successful.  On the other hand, it allows the EU to define its own concessions as and 
when the successful partner will deliver, hence allowing the EU not to put excessive – therefore 
unproductive for its own reputation – pressures during the PTA negotiations.  This sequence of balance 
of concessions is robust to the extent that a criterion, such as the GDP per capita, is so general that it is 
unlikely to be distorted for escaping much narrower concessions.  For instance, the risks that a country 
will stop its GDP growth just for not implementing technical and environmental norms in some sectors 
are negligible. 

Size dependent chapters 

Finally, some chapters may be considered as dependent on the partner’s size.  This implies that the 
position of these chapters in the sequencing of phases may be different whether a country is small or 
large.  For instance, a competition policy in an open and small developing country will bring little (if any) 
net benefits to the country in question.  Hence, it could be postponed to the latest stages of 
implementation with little harm to the EU and to its partner.  By contrast, a competition policy may be 
considered as an important factor in a large developing country, even if this economy is relatively open. 

Using the best negotiating techniques 

A credible sequencing was not the only reason of success of the Treaty of Rome.  The drafters also relied 
heavily on the best negotiating techniques from a development perspective for the first phases of the 
sequencing dealing with trade in goods (these phases were the only ones really well defined by the 
Treaty).  For the parts of the Treaty that were developed at a later stage of the EU history (technical 
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norms or services liberalization for instance) the EU has had to create these best techniques, and its own 
implementation has been recently improved by other countries (Australia in particular).  As a result, the 
EU future PTAs have a wide range of best negotiating techniques from a development perspective 
available for all the 20 chapters. 

Table 4 presents the best negotiating techniques in the context of the 20 core chapters of a PTA typical 
text.  What follows explains why these techniques can be seen as pro-development, hence should be 
pillars in any EU PTA with developing countries. 

 

Table 4.  Combining sequencing and best negotiating techniques 

# Chapters Objectives Negative lists Exceptions Reviews Remarks

First phase(s)

1‐4
Import and export taxes and 

equivalents, Customs administration

elimination, ideally for all 

products

minimal, possibly with the 

use of an Article 115 

(Treaty of Rome) 

procedure

minimal, no permanent 

exceptions

in industry, systematic and 

on a year basis; in 

agriculture, more distant 

and should take into 

account poorest farmers' 

income

promote uniform liberalization of the EU partner in order to 

eliminate as much as possible distortions among sectors 

and in order to fight corruption; promote the adoption of a 

farm policy with some income support from the start in 

order to deliver a smooth adjustment process of the 

small/poor farmers

5‐6
Conditional protection (antidumping, 

countervailing, safeguard)

at least, stick to WTO 

standards; ideally tend to 

intra‐EU standards

possible, with the use of 

an Article 115 (Treaty of 

Rome) procedure

minimal

frequency depending the 

intensity of the use of 

these instruments

minimize the anti‐competitive effects of AD and safeguard; 

do not threaten by CVDs an economically sound policy 

space of the EU partner

7 Trade in services

focus on the most crucial 

sectors for developing 

countries

probably substantial 

during these phases

probably substantial 

during these first phases
every 2‐3 years

focus on trade facilitation and infrastructure services of 

prime interest for the partner, with efforts to start the use 

of mutual evaluation of domestic regulations leading to 

unconditional mutual recognition

8‐10
Investment, TRIMs and movement of 

capital

eliminate the most costly 

TRIM‐related distortions 

(local content 

requirements)

probably substantial 

during these phases

probably substantial 

during these first phases
every 2‐3 years focus on making easy investments inflows and outflows

Second phase(s)  These second phases mostly aim to improve services liberalization, to develop disciplines on investment, norms, public procurement

7 Trade in services
focus on the most crucial 

sectors for the partners

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

widen the scope of services liberalization and the use of 

mutual evaluation leading to unconditional mutual 

recognition

8‐10
Investment, TRIMs and movement of 

capital

eliminate all TRIMs, 

improve investment 

disciplines

shorten the negative lists 

of the previous phases

State‐firm dispute 

settlement
every 3‐4 years focus on making easy investments inflows and outflows

11‐12 Norms (SPS and TBT)

favor international (not‐

EU) norms, unconditional 

mutual recognition

probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

13 Public procurement introduce WTO standards
probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

first steps to open public procurement markets (beyond 

World Bank regulations)

14‐15 IPRs issues keep WTO key standards
probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

19 Environmental laws 
first works on mutual 

evaluation in these matters

probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

Third phase(s)  These third phases witness the development of all the dimensions specified by the PTA

7 Trade in services

focus on the most crucial 

sectors for developing 

countries

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

widen the scope of services liberalization and the use of 

mutual evaluation/unconditional mutual recognition

8‐10 Investment, movement of capital
cover the State‐frim 

dispute settlement

shorten the negative lists 

of the previous phases
every 3‐4 years

target a "single" competitive capital market between the EU 

and the partner

11‐12 Norms (SPS and TBT)

wident the use of 

unconditional mutual 

recognition

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

13 Public procurement
compatibility with 

competition laws

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years improve open public procurement markets

14‐15 IPRs issues

include WTO+ standards 

which could be beneficial 

for the partner's growth

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

16‐18
Competition policy, state aid and state 

trading enterprises

designed to be beneficial 

for the partner's growth
limited limited every 3‐4 years

improve a competitive functioning of goods, services, 

capital and land markets

19 Environmental laws 
designed to be beneficial 

for the partner's growth

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

Over the whole implementation period  Timing to be specified.

20 Financial assistance

possibly to be linked 

(partly) to some specific 

targets with EU binding 

commitments

probably substantial probably substantial every 3‐4 years increases the global resources made available to the partner
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Uniform tariffs 

Development depends greatly on whether the developing economy allocates as efficiently as possible 
the available factors of production (labor, capital and land) among all the possible productive activities.  
Contrary to what is often believed, this goal is not achieved by eliminating a vast number of tariffs while 
keeping intact a limited number of peak tariffs for protecting key domestic productions (see above on 
the EPAs with the ACPs).  Indeed, the “low hanging fruits” approach of trade diplomats is likely to have a 
negative impact on the resources allocation of a country because it magnifies the distortions among 
sectors, hence in the resources allocation process. 

Rather, the EU partner should ideally be induced to adopt the same moderate tariff over the whole 
range of products (an “uniform” tariff).  Under such an uniform tariff, businesses will invest not in the 
most protected sectors but in the sectors which have the best perspectives in the international 
competition (“comparative advantages”).  This policy has been used for the first time by Chile, and it 
was instrumental in reducing Chile’s dependency on copper exports and in diversifying Chile’s exports. 

Diversification which is a clear sign of development when it is within the limits of comparative 
advantages is favored by an uniform tariff which has a huge additional benefit:  it is one of the best anti-
corruption instruments.  This is because wide differences among the tariffs of a country offer vast 
opportunities to generate rents, hence to fuel bribes.  A recent illustration of this tight relation is the 
2006 reform in Georgia which introduced very low (hence almost uniform by definition) tariffs on 
industrial goods.  This reform prevents the notoriously corrupted Georgian Customs to extract bribes 
from the trade operators.  With similar reforms in other domains, Georgia was able to reduce drastically 
the level of corruption in the country – to a level better than in some EUMS in 2010 [Messerlin et al. 
2011, World Bank 2012]. 

In particular, this first principle should be a crucial pillar of a EU development-friendly trade policy vis-à-
vis the Arab countries.  The tariff structures of most Arab countries are very complex, and they have 
been an essential source of financial funds of the Arab dictatorial regimes.  There is no reason that the 
same causes would not generate the same results in the future.  When negotiating PTAs with the Arab 
countries, the EU should thus be bold enough to table the following sequencing within the first phase: 

 a first sub-phase focusing on tariff cuts for the most protected products, even if that means to 
keep moderate (possibly at a cost of very limited preferences for the EU) tariffs on the rest of 
products; 

 a second sub-phase cutting all the remaining tariffs at the same speed. 

Interestingly, such a process would induce the EU partner to reduce its high tariffs also vis-à-vis the rest 
of the world because, if it does not, it will grant too high preferential margins to EU firms. 

Negative lists 

There are two ways to make concessions in goods and in services.  First is to make a “positive” list of the 
goods or tariffs to be liberalized:  only the goods and services listed are to be liberalized.  The second is 
to make a “negative” list of the goods and services that will not be liberalized, with all the goods and 
services not listed in the negative lists being considered as liberalized.  The negative list approach 
emerges as the best technique. 

In the case of goods, the difference between the two approaches does not seem so big at a first glance 
because all the products are listed in a supposedly harmonized schedule of products (the so-called 
HS6).  As the harmonization has de facto many limits (hence, the PTA provisions trying to tighten up the 
level of harmonization) it is much more certain to know which goods will remain with a tariff with a 
negative list approach than with a positive list approach.  Moreover, long negative lists have the merit 
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to reveal quickly “shallow” PTAs.  It is useful to note that the intra-EU liberalization has been based on 
one of the ever shortest negative lists, with only two exceptions (green coffee and bananas, the latter 
exception having spoiled the EU trade policy for almost sixty years). 

The benefit of negative lists is much greater in services because there is no exhaustive list of services.  
Positive lists require from the services providers a deep knowledge of the services which have not been 
liberalized but remain crucial for taking advantage of the liberalization measures.  This requirement is 
particularly costly for newcomers (less certain to fully decipher the positive lists) hence weakens 
considerably the pro-competitive effect of the liberalization measures.  Last but not least, the 
informational bias of positive lists plays in favor of large firms – generally those of the larger PTA 
partner.  It is useful to note that, for its internal liberalization in services, the EU has started with a 
positive list approach before shifting in 2006 to a largely negative list approach with the “Services 
Directive”. 

Finally, the use of negative lists can also play a key role for fragmenting the vast difficulties generally 
met on the norms issues – be in industrial goods (TBT) or in agricultural goods (SPS).  A negative list 
approach allows to focus on the norms problems in the few goods or services which are the key exports 
of the EU partner.  What really matters is to define the conditions at which the EU norms and its 
partner’s norms could be considered as equivalent – to the point of triggering a process of mutual 
recognition – in the few key products by the partner.  The negative list of norms considered as non-
equivalent could thus be broad although it should be careful not to include goods which could become 
quickly important exports of the EU partner (the diversification process) or, at least, to get a review 
clause allowing  quick adjustments of the negative lists (see below, the review process). 

Such a negative list approach (combined with the GDP per capita criterion) will also protect the partner 
against the EU tendency to impose EU norms on the partner for producing goods for its domestic 
consumption and for exports to non-EU markets.70  

Reviews and exceptions 

Negative lists are even more powerful when they are complemented by a review mechanism (the 
commitment to come back to the table of negotiations for addressing the problems frozen in the 
negative lists) with pre-determined deadlines.  Deadlines could be defined by a number of years, but 
they could also be defined in more progressive way for the partner – reaching a threshold of GDP per 
capita or, in even some cases, a threshold more specifically (narrowly) defined (for instance, the share of 
poor farmers).   

Reviews have the advantage to put the pressure on those sectors which have been powerful enough to 
have escaped the general move towards progressive liberalization during the previous phases of 
liberalization.  They force those sectors to justify why they should again be exempted from the 
liberalization process.  Acceptable exceptions for a given phase may not be acceptable for the next 
ones. 

Of course, the combination of negative lists and reviews do not exclude exceptions granted for a long 
time or even permanently.  But, at least, these exceptions should be clearly stated.  This feature leaves 
open the perspective of starting completely new negotiations (in the framework of a new treaty) when 
the economic and political context behind these exceptions has changed substantially enough. 

                                                               
70  Of course, goods exported to the EU should abide by the EU norms, whether the partner is poor or not, except if the 
partner’s norms are evaluated as equivalent to the EU norms (see below mutual evaluation and recognition). 
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Once combined, negative lists, reviews and exceptions offer an integrated framework allowing a 
progressivity well adapted to the two PTA partners. 

Mutual recognition and mutual evaluation 

There are two main forms of the “mutual recognition” principle stated by the 1979 Cassis de Dijon ruling 
of the European Court of Justice.  Mutual recognition can be conditional, that is, depends upon a core of 
common principles.  This has been the traditional approach of the EU.  It has shown its limits:  many 
forces (from political pressures to anti-competitive business pressures) induce to expand the core 
conditions to the point that mutual recognition is becoming increasingly closer to harmonization, with 
all the constraints that harmonization imposes on the competitive process, including a growing feeling 
that no country really trusts its partner.  But mutual recognition can alternatively be unconditional:  the 
two signatories feel that they trust each other enough that they could recognize unconditionally the 
partner’s regulations.  This is the approach that the EU has adopted with the Services Directive.  
Generally, unconditional mutual recognition is subjected to a mutual evaluation of the regulations in 
question by the two negotiating partners. 

Unconditional mutual recognition combined with mutual evaluation is by far the best negotiating 
technique for all the topics intensive in regulations (that is, norms in goods or market regulations in 
services).  From an economic perspective, it allows the consumers of both partners to enjoy the widest 
varieties of products (varieties can be due to different regulations).  From a political perspective, it 
develops trust among partners.  From a management perspective of the highly complex regulatory 
issues, it offers the simplest solution. 

Concluding remarks 

The paper has focused on a situation characterized by a long Comatose Doha, and it has tried to 
develop economically sound PTA policies in such a context.  It is crucial to stress that the need for sound 
PTA policies is even stronger in the case of a Comatose Doha.  Development-unfriendly trade policies 
(by the EU and by other large countries) will become much more rapidly more costly because new 
distortions will quickly pile up and amplify older ones.  One of the benefits of the successive GATT/WTO 
Rounds is that they have been able to “erase” some of the mistakes done between Rounds (even if it 
was sometimes very slow as in the textile and clothing sectors). 

If the coma lasts long in Geneva, what could be done at the WTO level, especially from the developing 
countries perspectives?  What follows suggests three available options. 

First of all, the WTO has always been a very difficult place to reform, and reforming it after such a failure 
seems mission impossible.  Reforms have always been difficult because the WTO is one of the most 
democratic world institution where every “vote” counts.  Of course, the rule of the powerful exists as 
everywhere in the world.  But, this rule has had – and will have – a strong limit:  if well organized, small 
countries will always find a “friendly champion” among the largest countries, and there are plenty of 
candidates, be one of the industrial countries or one of the so-called BRICs (a very heterogeneous 
group).  The Cancun Ministerial showed how it was easy to defeat the EU-US “duopoly”.  Decades to 
come will witness an “oligopoly” of at least six to seven large countries.  Competition among them will 
be fierce.  Getting a consensus on reforms with such a “competitive” situation among the largest 
powers looks almost impossible. 

Second, there is progress to be made on some issues in a WTO handicapped by no negotiations on 
market access.  These issues require the WTO to be above all a forum of quiet negotiations (no spot 
lights, as it was the case before the early 1990s).  What follows provides a few illustrations: 
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 trade facilitation is a topic where technical issues discussed in Geneva could lead to de facto 
liberalization measures (involving services). 

 the WTO may also witness some discussions on multilateralizing and “binding” commitments 
agreed in other fora.  For instance, it could be the place where the EU could bring all its PTAs 
and try to solve the above mentioned distortions which would have been generated by 
negotiating sequentially liberalization. 

 the WTO could also be prepared to smooth nascent conflicts by discussing them on time.  For 
instance, aid granted by developed countries will be increasingly confronted to aid provided by 
some emerging economies under quite different conditionalities.  As a result, frictions on 
“unfair” aid competition are likely to emerge in the future.  In this context, the best way to 
increase international aid from donors, to prevent frictions on unfair aid competition and – last 
but not least – to make aid more beneficial for recipients is to evaluate aid programs.  The WTO 
is probably not the place to make such evaluations.  But, it could be an useful forum to show the 
need for such evaluations, and possibly to provide some guidelines on how to do them 
properly. 

 and, of course, the WTO will remain one of the best places to monitor protectionist pressures, 
and the only place to solve trade-related disputes. 

Last but not least, the trade regime is not the only one to suffer from a lack of multilateralism.  
Negotiations on climate, water and fisheries are in a worse situation.  There is now a notable literature 
(in climate) and an emerging literature (in water) [Messerlin 2011 and 2012c] which strongly suggest 
that: 

 the WTO principles of non-discrimination are critical for a good world regime in climate and 
water; 

 the WTO rules should be amended to accommodate many (not all) specific needs of the climate 
and water community.  For instance, WTO rules on subsidies should be revisited for better fit a 
world economy where concerns such as climate change and water supply may require 
subsidies.  Unsuitable disciplines can only lead to trade conflicts, as already observed on 
biofuels, photovoltaic cells and fossil fuels.  Guidelines defining “codes of good conduct” when 
granting green or water subsidies would help to prevent such conflicts. 

In all these three areas, the WTO could be a pivotal place to invite all the other “communities” (climate 
community, water community, fish community) to come and to discuss together initiatives to bring 
back a multilateral approach in all these issues.  Creating such broader coalitions among communities 
may well succeed where each individual community would fail. 
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1. INTRODUCTION 

It is now well accepted that trade can play an important role in development strategies. But if there is 
recognition that trade liberalisation can be associated with economic growth, there is also an emerging 
consensus on the fact that other factors matter to determine the relationship between trade policies 
and the growth trajectory of a country. Most notably, these include the macroeconomic environment 
and institutional setting (e.g. see Winters, 2004; Rodrik, 2007 and 2008; and Wacziarg and Welch, 2008). 
Adjustment policies and domestic reforms are also key ingredients to the pattern of growth associated 
with trade and its associated distribution of welfare . In other words, to lead to equitable, inclusive and 
sustainable growth, trade policy reforms must be associated with a domestic agenda of policy-related, 
productive, infrastructure and institutional transformation and adjustments, which should include 
appropriate social and environmental measures. 

The aid for trade (AfT) agenda, launched at the Hong Kong Ministerial Conference of the World Trade 
Organization (WTO) in December 2005, is part of the international community recognition that tailor-
made development assistance is also required to accompany endeavours, through the multilateral 
trading system and other trade initiatives, to help developing countries reap some of the potential 
benefits associated with trade reforms.    

While the ideas behind AfT were not necessarily based on new thinking, the significance of the initiative 
was that it represented a general recognition and agreement from WTO members that in order to take 
advantage of improved market access, developing countries needed increased aid resources for 
investments in infrastructure, trade facilitation to overcome non-tariff barriers, improved trade policy, 
and boosting productivity in key export and related sectors. Arguably these areas had been somewhat 
neglected during previous years when donors prioritised education and health services, as reflected in 
the Millennium Development Declaration and related goals. 

A great deal of work was done in the years immediately following the Hong Kong Conference, both in 
developing the concept and in fulfilling commitments to scale up AfT. With regard to the framework, 
efforts were made firstly to reach an agreed understanding of ‘aid for trade’, in terms of clear definitions 
and also within the context of the OECD’s DAC statistical framework so that AfT commitments and flows 
could be better measured and monitored. In terms of substantive progress, the statistics show a 
significant scaling-up in the levels of Official Development Assistance (ODA, i.e. grants and concessional 
loans) going to AfT-related activities and sectors since 2005. Flows have shown a continual increase in 
the years since Hong Kong, reaching nearly US$40bn in 2009 (albeit with a slowing pace of increase in 
the most recent years).  
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The AfT agenda emerged not long after the Paris Declaration on Aid Effectiveness, which defined a set 
of principles for improving aid, including increased ownership and transparency, and a better 
coordination and division of responsibilities amongst donors. As such, AfT could be seen as an 
important ‘test case’ for donors – including the EU and its member states, with their multiplicity of 
donor institutions, instruments, procedures and aid regulations – to demonstrate the credibility of their 
commitments to the Paris Declaration and subsequent Accra Agenda for Action, by confronting 
challenges in the planning, coordination and delivery of their aid programmes. It has also given an 
opportunity for developing countries to make progress on fulfilling their own goals with respect to aid 
effectiveness – most notably in taking greater responsibility for the design, management, oversight, 
implementation and monitoring of aid projects. In this context, a great deal of emphasis has been given 
to improving not just the quantity of AfT, but also its quality. 

Without seeking to be comprehensive, this paper reviews some of the major recent trends and 
challenges related to aid for trade. Section 2 acknowledges the increased effort made by the 
international community and notably the EU to provide trade-related assistance. Section 3 stresses the 
key regional dimension of AfT, while outlining some of the major challenges that have impaired AfT 
efforts, both from a donor perspective, and in particular the EU, and from developing regions. Section 4 
illustrates some of these problems looking at the joint EU and West Africa attempt to develop a 
coherent AfT support programme in the context of their free trade negotiations. Another important 
challenge is the difficulty of integrating cross-sector dimensions in the AfT agenda. Looking at the key 
sector of agriculture, Section 5 reflects on the challenges of bridging different development 
communities. Finally, Section 6 considers the huge gap between trade-related needs and financial 
flows, and looks beyond aid at innovative sources of financing, while Section 7 draws the discussion to a 
close, reflecting on some of the challenges in enhancing AfT towards a more effective development 
agenda.     

2. INCREASED AFT EFFORT 

AfT commitments have increased over the last years, reaching about US$ 40bn in 2009, from an average 
of around US$ 25bn for 2002-2005, according to the most recent OECD DAC statistics, as shown in 
Figure 1. This compares with total net official development assistance of US$ 119.6 billion in the same 
year, (subject to caveats regarding the data discussed below – see Box 1).71 Given the time lag that exists 
between AfT commitments and their effective disbursement, and taking into account absorption 
capacity constraints, the effective AfT flows in 2009 have been of US$ 29bn, having increased by 40% 
since 2006. The bulk of AfT goes to economic infrastructure and building productive capacity, 
accounting respectively for 51% and 45% of commitments in 2009. Within the latter category, support 
to the agricultural and financial sector has increased considerably in recent years, in response to the 
food and financial crises respectively.  

In 2009, approximately half of total AfT flows were provided in the form of grants, the other as 
concessional loans. This division differs across AfT categories, donors and recipient countries. To 
illustrate, concessional loans represent 8% of funding in the category ‘Trade Policy and Regulations’ and 
as much as 62% of ‘Trade-Related Infrastructure’. USAID provided all its Aid for Trade in grants, while 
78% of Japan’s AfT was provided in concessional loans.   

                                                               
71 OECD DAC data from:  
http://www.oecd.org/document/0,3746,en_2649_34447_44981579_1_1_1_1,00.html 
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As illustrated in Figure 2, AfT to poorer countries, and in particular least developed countries (LDCs), has 
steadily increased since 2006, and account for nearly 60% of all AfT in 2009. LDCs receive relatively more 
grants than MICs, accounting in 2009 for about two thirds of the AfT committed to them, compared to 
about half in grants, half in concessional loan for overall AfT. This probably also reflects LDCs lower 
capital productivity and ability to repay.  

African and Asian countries are the main recipients of AfT, totalling about 80% of all AfT commitments 
in 2009 (41% and 38% respectively), as shown in Figure 3. They have ten countries each in the list of top 
20 recipients, with Vietnam, India, Afghanistan and Nigeria in the lead positions.  

Overall, a picture emerges of AfT being an area of support that is increasingly considered as important 
for developing countries and donors.  

Figure 1. Aid for trade by category 

Commitments 2002/05-2009, US$ billion (2009 constant) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: OECD/WTO (2011) http:dx.doi.org/10.1787/888932446075 
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Figure 2. Aid for trade by income group  

Commitments, 2002/05-2009, US$ million (2009 constant) 

 

Source: Adapted from OECD/WTO (2011) http:dx.doi.org/10.1787/888932446132 

Notes: Low income countries (LIC) are composed of least-developed countries (LDCs) and other LIC; middle 
income countries are divided between lower and upper MIC (LMIC and UMIC)  

Figure 3. AfT by region in 2009  

Commitments, US$ billion (2009 constant) 

 

 

 

 

 

 

 

 

Source: Adapted from OECD/WTO (2011) http:dx.doi.org/10.1787/888932446151 

The main provider of AfT is the European Union (EU) - member states and institutions, which account 
for more than a third of global AfT, followed by the World Bank, Japan, the US, the African Development 
Bank and Korea. Figure 4 provides an overview. The EU is committed to delivering AfT for developing 
countries and regions. The joint EU Aid for Trade Strategy of 2007 includes both commitments on 
increased levels of AfT funding and on improving its effectiveness. This has been reaffirmed in the 
European Commission (EC) Communication on Trade, Growth and Development of 27 January 2012.  

One of the stated aims of the EC is to better target EU AfT, notably by (i) better differentiating its AfT 
support, focusing on LDCs, which accounted for only 22% of EU AfT in 2009, and targeting small private 
sector and rural operators; (ii) improving the complementarity between AfT and broader development 
policies (including sector-wide and thematic programmes as well as budget support); (iii) improving AfT 
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at the regional level with specific programmes, notably on trade facilitation and ‘connectivity’;  (iv) 
improving support for human rights, labour rights and social protection, as well as skills development 
and education for more vulnerable populations; and v) enhancing the effectiveness of AfT as well as the 
cooperation with emerging players. 

Such objectives are laudable, and in that sense the EC Communication should be welcome. The 
challenge however will remain in the translation of such objectives into concrete actions. The 2007 joint 
EU Aid for Trade Strategy already indicated the need to enhance the pro-poor focus of AfT, improve the 
coordination of AfT among the EU member states and the EU institutions, and improve the quality and 
effectiveness of AfT, for which results have been mixed, at best. These are not concerns necessarily 
specific to AfT assistance, but apply across the board to ODA. As stated in the EC Communication on 
Increasing the impact of EU Development Policy: an Agenda for Change: “Fragmentation and 
proliferation of aid is still widespread and even increasing, despite considerable recent efforts to 
coordinate and harmonise donor activities” (EC 2011a, p.10).  

Cooperation at the EU level is key, as EU member states account for close to 70% of the amount of AfT 
committed by the EU. So, while the EU has stepped up its effort in terms of volume, as illustrated in 
Figure 5, greater effectiveness could be achieved through better internal EU coordination.  

Figure 4.  AfT Flows to All Developing Countries by Donor  

Commitments, 2002/04-2009, US$ billion (2009 constant) 

 

Source: OECD DAC database 
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Figure 5: EU Aid for Trade  

Commitments, 2000/04-2009, € billion (2009 constant) 

 

 

 

 

 

 

 

 

 

 

 

Source: OECD CRS Database, Doha Development Database, Monterrey Questionnaire 2011, EU; as reported in EC 
(2011b, Table 3) 

Overall, the importance of AfT has been growing on the international agenda. Nonetheless, data have 
to be taken with caution and should be mainly taken as indicative, because of several methodological 
practical reporting constraints, as discussed in Box 1. They also hide significant disparities, in terms of 
types and modalities of support, as well as sector and geographical differences. As the AfT agenda and 
volume of aid gain importance, one of the challenges is thus to better tailor such support to the broad 
range of specific trade-related needs identified. 

Box 1. Reporting AfT: Methodological and practical challenges 

When looking at AfT data, it is important to bear in mind some of the methodological and practical 
limitations of such accounting exercise. Since the inception work of the WTO Task Force on Aid for 
Trade and the political endorsement of the AfT initiative in Hong Kong in 2005, considerable effort has 
been dedicated by donors to better identify, account for and report on their aid for trade effort. As a 
result, part of the increase of AfT commitments and flows reported by donors may be due to a better 
tagging of their official development assistance (ODA) to trade-related projects, rather than only 
effective higher spending. Increased transparency and better reporting should thus not be mixed up 
with increased spending effort. It is thus fair to assume that this factor may lead to an overestimation of 
the effective increase in AfT since 2005.  

An additional problem is the broad definition adopted for AfT, which makes it difficult to clearly identify 
the frontier between what is characterised as AfT and other ODA. The interpretation differs among 
donors, and so does their reporting to the OECD. The WTO and the OECD have developed international 
guidelines for the classification of AfT, but countries classify themselves in their reporting, and so 
interpretation matters.  

Besides, the methodology for reporting has changed in 2007, from the Doha Trade Capacity Building 
Database to the OECD aid activities database, the Creditor Reporting System (CRS). While the change is 
welcome, as it better integrates AfT reporting into the general ODA reporting system and makes it 
regular by OECD members, the definitions of AfT categories has been modified, making AfT categories’ 
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comparison with pre-2007 data difficult.  

It is also worth noting that the OECD data cover OECD donors only and are based on reporting by those 
donors themselves. Non-OECD countries, such as Gulf countries, China and India for instance, are not 
reported. OECD reporting on AfT thus underestimates the total volume of assistance available, to which 
South-South cooperation on AfT categories should be added. In addition, donors reporting may not 
match what recipients consider as AfT. Recipient countries often adopt a more narrow definition of AfT 
than the OECD one and have different approaches to track AfT flows, if at all.  

Nevertheless, these reporting considerations should not hide the fact that there has been a rising trend 
in the overall availability of AfT in recent years, which is in line with donors’ statements and policies to 
scale up their commitments to support AfT. 

3. REGIONAL DIMENSION 

By definition, AfT programmes have some cross-border dimensions, directly or indirectly, since they 
relate to international trade. Yet, the regional or cross-border dimension of AfT has somewhat been less 
prominent. This can be partly explained by the fact that donors traditionally focus their development 
cooperation at the country level, and even in the case of regional or cross-border projects, their aid is 
programmed and channelled through partner countries. 

Nonetheless, bilateral and multilateral development partners have been engaged in support to regional 
and cross-country initiatives, with recent trends suggesting a scaling up of AfT efforts at the regional 
and global level, from an average of US$ 3.5bn per year for the period 2002-2005 to some US$ 7bn in 
2009, representing about 18% of the overall AfT in 2009 (OECD/WTO, 2011). Figure 6 shows that AfT 
being delivered at a regional level is most prominent in Africa, where it has more than quadrupled in 
terms of overall resources available – and tripled as a share of total AfT delivered - just in the three years 
from 2007 to 2009, to reach around 10%. In contrast, AfT to Asia, at an overall comparable level to Africa 
(see Figure 3), is at almost 99% delivered at national level, the regional dimension being quite marginal. 
This suggests that in spite of recent improvements, more efforts are required to strengthen the regional 
focus of AfT, to complement national programmes. 

Figure 6.  Regional AfT by continent  

Commitments, 2002/05-2009, US$ billion (2009 constant) 

Source: OECD DAC database  
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Multilateral partners, primarily the World Bank and regional development banks - not least the African 
Development Bank - have been supporting a more regional approach to AfT, in terms of the amount of 
support but also the strategic coherence between national and regional levels. Several bilateral donors 
have also been actively engaged in supporting regional initiatives, such as the US and Japan. But it is 
the EU that has perhaps the most comprehensive and ambitious approach to regional AfT, notably 
towards the African, Caribbean and Pacific (ACP) group of countries and regions, and in particular Sub-
Sahara Africa. In 2009, trade-related assistance72 by the EU institutions and EU member states dedicated 
to regional programmes in the ACP amounted to nearly € 0.9bn, i.e. a quarter of all EU TRA programmes 
for the ACP (EC, 2011b). Such emphasis on the regional dimension should come as no surprise. The EU is 
somewhat the embodiment of the idea of regional integration, both in terms of its own political and 
economic aspirations. It is also a point of reference to many integration processes around the world, 
and in particular in Africa. Support to regional integration thus features highly in the international 
agenda of the EU institutions and of the EU member states, particularly former colonial powers such as 
France, Germany and the UK.  

Although the EU’s support to regional integration has made significant in-roads in Africa and has 
proved relevant to the needs of regional groupings and countries, working regionally has also proved 
to be challenging. The first set of problems encountered relates to the specific characteristics of African 
regional integration. Overlapping membership between regional economic communities in Africa 
results in a complex web of weak and duplicating mandates and conflicting programmes, often leading 
to difficulties in pursuing coordinated and coherent policy formulation. It often leads to costly 
competition for power and financial resources, inconsistencies in policy formulation and 
implementation, unnecessary duplications of functions and efforts, fragmentation of markets and 
restrictions in the growth potential of regions, which consequently reduce the ability of regions to 
pursue coherent and effective integration programmes.   

Additionally, regional programmes often lack well-defined policy objectives that are sufficiently aligned 
with national priorities, therefore resulting in low levels of transposition of regional commitments at the 
national level and insufficient national/ regional coordination. This is in part due to the fact that some 
countries do not always give a high priority to regional integration as a policy objective due to other 
pressing needs identified at national level. It may also relate to poor coordination among Ministries that 
can undermine the ability of Ministries of Trade to muster the required support and resources to 
implement regional integration measures.  Furthermore, limited overall capacity of regional economic 
communities reduce their ability to demonstrate clear and strong leadership, to develop bankable 
projects and to implement commitments (Mackie et al., 2010).  

A second, related set of problems concerns the EU’s approach to regional integration. So far, despite 
some encouraging efforts in aligning its own regional cooperation strategy to the African regions’ own 
priorities, there seems to be a lack of complementarity between the EU’s strategy and its member 
states’ individual country cooperation strategy. Furthermore, despite the relevance of regional projects 
and increased support to provide institutional strengthening, there seem to be insufficient links 
between regional priorities and national activities. Regional and national projects have often been 
conducted on two independent tracks. Monitoring by the European Commission and African regions as 
well as implementation of regional projects have often proved slow and complex (European Court of 
Auditors, 2009).  

                                                               
72 Trade-related assistance comprises the following categories of AfT: ‘trade policy and regulation’, ‘trade development’ and 
‘other trade-related needs’, while the wider AfT agenda also include ‘trade-related infrastructure’, ‘building productive 
capacity’ and ‘trade-related adjustment’. See for instance EC (2011b, Box1).  
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Thirdly, there are difficulties in working through the guiding principles of the Paris Declaration on Aid 
Effectiveness and Accra Agenda for Action at the regional level. Indeed, in many cases ownership of 
regional strategies remains insufficient although regional programmes are jointly defined. Regional 
economic communities often find it difficult to drive regional initiatives, in part due to weak institutional 
and technical capacity, but also because they lack sufficient political legitimacy and mandate to do so. 
Alignment with the EU’s strategies also proves challenging in areas where priority projects are not 
clearly defined and where bankable projects are not available. Finally, despite a number of laudable 
initiatives, donors’ coordination, including among Europeans (Commission and EU member states) has 
often proved difficult, with the exception of support to infrastructure corridors (EC, 2011b; Mackie et al., 
2009).  

Many of these problems are not specific to the EU regional intervention on AfT. It is illustrative however 
of the challenges faced by many bilateral and multilateral partners when engaging more systematically 
on regional AfT programmes. Regional integration involves overcoming particular challenges, such as 
the need to ensure that member countries own and support regional programmes and implement 
them systematically, in a coherent and complementary manner to their domestic agenda. While 
funding for regional integration has focussed mainly on infrastructure and capacity building, insufficient 
attention is paid to policy reform within countries to help them achieve the regional dimension of their 
development objectives and support their regional priorities. Regions are characterised by 
heterogeneous levels of development. AfT programmes could better integrate national and regional 
dimensions, taking into account member countries’ disparities, notably in terms of capacities, hard as 
well as soft infrastructures73, and economic and social conditions. In this respect, the coherence and 
coordination between national and regional AfT programmes should become a higher priority in the 
agenda of donors as well as developing countries and regions. Similarly, strategies combining both 
hard and soft programmes should be more systematically promoted. The case of the North-South 
Corridor in Eastern and Southern Africa is in that respect a very interesting and ambitious attempt to do 
so (see Box 2).  

An additional challenge is to find a balance between, on the one hand, a broad AfT-related set of needs 
for regional development, combining regional coherence and national ownership, with, on the other 
hand, a more narrowly focused AfT agenda which can then be effectively articulated and managed from 
a regional perspective. To do so, priorities must be clearly identified, time frames adopted and 
operational plans articulated, taking into account other regional programmes and national priority 
actions.  

To this end, regional organisations should be encouraged to develop pragmatic AfT strategies, with 
concrete action plans. The AfT strategy of COMESA is an interesting illustrative example. Its strategy is 
framed as a regional response to the growing attention to AfT at the multilateral and national level. It 
aims to outline the COMESA region’s own priorities and goals for AfT as well as to demonstrate to 
donors the value placed by the COMESA region on attracting increased AfT and using it effectively. In 
particular, it seeks to improve coordination between the national and regional level in COMESA, such as 
in the strategy’s emphasis on trade corridors, which is a prominent feature of the Tripartite initiative, as 
discussed in Box 2. The COMESA AfT strategy is also conceived as an internal document to inform and 
guide the more general work of the COMESA Secretariat on regional integration and increase 
collaboration between divisions, with AfT recognised within the organisation as a cross-cutting issue 

                                                               
73 ‘Soft’ infrastructure refers to the regulatory, business and institutional environment (such as financial systems, standards, 
harmonization in policies, commercial services and skills), as opposed to ‘hard’ infrastructure, which refers to physical 
networks such as transport or energy.  
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that touches upon the work of all. Some of the main regional AfT programmes in COMESA are outlined 
in Table 1.  

It is worth noting that AfT is in fact instrumental for many of COMESA’s key programmes, an issue 
probably not sufficiently highlighted in COMESA itself. Hence, in making a broad assessment of the 
usefulness and progress of the COMESA AfT strategy, it is important to look at various regional (and 
national) instruments, programmes and initiatives being undertaken in the region, in terms of their 
contribution to the progress and achievements made (or gaps that remain) in fulfilling these overall 
objectives of the strategy. A coherent approach to regional AfT should promote a move away from a 
‘shopping list’ of AfT projects that have a regional dimension, in favour of more strategic orientations 
that promote both horizontal coherence across different regional frameworks and sectors, and vertical 
coherence between regional and national levels. A regional AfT strategy such as that of COMESA is thus 
intended to help coordination at various levels – at the regional level (e.g. between COMESA-level 
programmes), between the COMESA Secretariat and COMESA member countries, and with donors. 
Another key added value of a regional AfT strategy can lie in a regionally-endorsed commitment to a 
particular approach to AfT and a limited set of specific, achievable goals. Ultimately, the merit of a 
regional approach to AfT relies on the member countries of the region to implement their regional 
commitments to such an approach and for donors to follow through in a coherent manner. 
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Box 2 The North South Corridor: a comprehensive approach to infrastructure development 

The North South Corridor (NSC) is a pilot Aid for Trade programme launched in the context of the 
Tripartite Framework between the Common Market for Eastern and Southern Africa (COMESA), the East 
African Community (EAC) and the Southern African Development Community (SADC). The aim is to 
reduce costs of cross-border trade by improving the state of physical infrastructure (roads, railway, 
energy) and the regulatory environment along the corridor. As such, it represents a comprehensive, 
novel way to promote trade and development.  

The NSC links Dar es Salaam in Tanzania via the Copper belt region of southern DRC and northern 
Zambia to the ports of Southern Africa, covering eight countries: Tanzania, DRC, Zambia, Malawi, 
Botswana, Zimbabwe, Mozambique and South Africa. While the NSC concept therefore covers transport 
infrastructure along routes between these countries, the NSC was also envisaged to address trade 
facilitation measures at the various borders and other impediments to trade within an interlinked 
holistic approach. 

In April 2009, the Tripartite region organised an international conference on the NSC at which donors 
and international finance institutions pledged US$1.2 billion for NSC projects. This included 
development partners such as the UK (DfID), the EU, Japan (JICA), the US (USAID) and the World Bank. 
Funds are channelled through both national and regional programmes of bilateral and multilateral 
development partners. For the infrastructure component of the NSC, the Tripartite set up a specific 
catalytic grant fund in May 2010, which is so far sourced by €67 million from DfID. This Tripartite Trust 
Account is managed by the Development Bank of South Africa (DBSA) and serves to leverage funds 
from commercial and quasi-commercial sources.  

Since the launch of the initiative, significant progress has been made in reducing transport costs along 
the corridor. A database presenting the conditions of the NSC roads has been created and the data is 
presented online as a GIS (Geographic Information System) map for all interested stakeholders. Based 
on the initial roads assessment and prioritisation, NSC roads which cover 8,599 km in total have been 
upgraded, are in design or are at planning stages, with financing assured. The Chirundu one stop border 
post between Zambia and Zimbabwe has been completed which reduced crossing time from 3-5 days 
to same day clearance, while efforts to develop more one-stop border posts are ongoing. Another 
example is the web-based Non Trade Barriers Reporting, Monitoring and Elimination Mechanism that 
has been set up. 

While still a work in progress, the NSC approach is considered by stakeholders to be a successful pilot 
Aid for Trade initiative so far, which deserves replication. Challenges are nevertheless identified, 
particularly due to the fact that the NSC is regional while many decisions and actions related to the NSC 
are to be taken at the national level. This brings challenges of coordination, information sharing and 
incompatible procedures. Amongst the challenges are also weak technical capacities in member states 
and REC Secretariats, leading to delays in project design and implementation. 

Sources:  TradeMark Southern Africa. 2011. North-South Corridor Roads. TMSA Case Study Series
  TradeMark Southern Africa. 2011. Chirundu Border Post. TMSA Case Study Series 
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Table 1: Indicative AfT (-related) Regional Programmes in COMESA 

AfT category COMESA examples 

Trade policy and 
regulations  

Consolidation of the COMESA Free Trade Agreement; 

Implementation of the COMESA Customs Union Roadmap;  

Support the ongoing Tripartite process towards a Grand Free Trade Area; 

Introduction of the Simplified Trade Regime to assist small scale cross border 
traders by simplifying the process of clearing goods; 

Streamlining customs procedures and vehicle control system  

Introduction of the Automated System for Customs Data (ASYCUDA) in 15 ESA 
countries; 

Regional Strategic Framework on the simplification of the procedures of starting 
business, company licensing and on transparency  

Building trade negotiating capacities in ESA countries; 

Trade-related 
infrastructure  

Improving the state of infrastructure;  

Support to the creation of One Stop Border Posts;  

Eastern Africa Power Pool 

COMESA Infrastructure Fund 

Building productive 
capacity and trade 
development  

Activities of the Alliance for Commodity Trade in ESA (ACTESA) to link small 
holder farmers to national, regional and international markets; 

Improve capacities to meet SPS standards;  

Development and implementation of regional value chains, e.g. the regional 
strategy on cotton-to-clothing and the leather industry strategy;  

Establishment of the COMESA Business Council and the Federation of 
Associations of women in Business in Eastern and Southern Africa (FEMCOM); 

Trade Adjustment Assisting countries to address adjustment costs though the COMESA Adjustment 
Facility;  

Other trade-related 
needs  

Improve and harmonise production of statistical data and improved capacities of 
national and regional statistical bureaus;  

Enhancing public procurement systems reforms and capacity building to 
support the regional procurement market. 

Source: ECDPM (2012). 
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4. EPA SUPPORT AS A CASE OF REGIONAL AFT 

Another interesting case of a regional AfT approach is the EU commitment to provide AfT support to 
West Africa to accompany the implementation of a free trade agreement they are currently negotiating.     

In the context of the negotiation of an Economic Partnership Agreement (EPA) between West Africa and 
the EU, West Africa, like other ACP countries and regions engaged in such negotiations, has long called 
for enhanced developed assistance from the EU to help implement an EPA and address the related 
adjustment and reform costs. The EU has expressed its commitment to do so, but called for a needs 
assessment and structured framework for requests from the region. To this end the Economic 
Community Of West African States (ECOWAS) and the West African Economic and Monetary Union 
(WAEMU - UEMOA) jointly developed a comprehensive framework for their EPA-related needs for AfT, 
the EPA Development Programme (EPADP), described in Box 3.  The EPA has broad ambitions, in terms 
of trade and trade-related commitments and the reform agenda at domestic and regional levels. To 
take full advantage of the EPA, general capacity constraints in terms of institutions, production and 
infrastructure need to be addressed. As a result, the EPADP framework can cover a large chunk, if not 
most of the AfT needs of the region. It is important to note that, beyond resource mobilisation, the 
EPADP could also be instrumental in improving aid for trade effectiveness by contributing to a more 
coherent and coordinated approach to addressing the trade-related needs of the region (see ECDPM, 
2010a and 2010b).  

Box 3 The West Africa EPADP  

The EPADP is a rolling five-year programme formulated through a participatory approach led by the 
ECOWAS and UEMOA Commissions. It covers 5 ‘axes’ that are further broken down into 28 
‘components’: 

Axis 1: Diversification and increase of production capacities;  

Axis 2: Intra-regional trade development and facilitation of access to international markets;   

Axis 3: Improvement and reinforcement of trade related infrastructure;  

Axis 4: Making the necessary adjustments and taking into account other trade related needs;  

Axis 5: Support to the implementation and monitoring-evaluation of the EPA by the West Africa region. 

Needs are further specified at the project level in National and Regional Operational Plans (NOPs/ROP), 
with a total cost initially estimated at €9.54bn, more recently re-evaluated to €15bn. The EU’s 
commitment to support this programme has been articulated in the Council Conclusions of 10 May 
201074. The EU highlights the availability of at least €6.5bn from the EU for EPADP-related activities over 
the next five years, while total Aid for Trade (AfT) from all donors is conservatively estimated by the EU 
to exceed US$12bn over the same period. The Council calls on the EPADP and its EU response to be 
replicated in other ACP regions. In Central Africa, a similar process has just been launched. In this light, 
the EPADP process is a litmus test, which can provide useful lessons for other regions. Similarly, lessons 
learned in other regions regarding aid effectiveness issues can serve West Africa. 

The EPADP could serve several purposes, not least in terms of increasing the coherence of AfT at the 
regional level and with other programmes, as well as among donors (see Dalleau and Seters, 2011). 

                                                               
74 Council of the European Union (2010), Council Conclusions: EPA Development Programme (PAPED), 10 May 2010. 

http://ec.europa.eu/development/icenter/files/europa_only/st09634.en10.pdf  
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First, the EPADP could serve as a stocktaking framework aimed at identifying EPADP-related activities to 
determine the trade-related needs deriving from the EPA and beyond, and the funding available for 
those activities from EU institutions and Member States. In this respect, the EPADP could be a critical 
framework to pinpoint funding gaps in sectors and/or countries in need. This inventory effort is a 
necessary first step towards the operationalization of the EPADP, including, in conformity with the 
EPADP’s own ambitions, some joint monitoring efforts by West Africa and the EU. This would de facto 
require effective monitoring of AfT at both the regional and national level in West Africa. 

Beyond stocktaking and monitoring, the EPADP inherently has the potential to act as a coordination 
tool for more effective trade-related support to the region. Going further, the EPADP could be exploited 
by EU and other donors to enhance joint programming, with donors, including EU institutions, EU 
member states and/or other development partners, able to jointly programme and align their support 
to the EPADP at both the regional and the national level. As such, the EPADP could guide ‘who 
intervenes where’ and thus improve the Division of Labour. This would require a dialogue between 
recipients and donors on the EPADP to go beyond the mere exchange of information on overlaps and 
gaps, to jointly correcting those irregularities and helping donors build on comparative advantages. 
This would also avoid the emergence of AfT ‘orphans’ (i.e. those countries and/or sectors whose AfT 
needs might be potentially neglected), match the allocation of funds between EPADP axes to the 
demand, and ensure that collective efforts are aligned to the Aid for Trade needs of the region. Finally, 
the EPADP could lead to joint delivery, or co-financing, potentially through specific joint 
projects/programmes, the creation of a multi-donor funded implementation agency with regional and 
national offices set up to implement EPADP related activities, or by ensuring the successful 
implementation of a regionally-owned fund, such as the EPA Regional Fund (FORAPE) as envisioned by 
the region.  

The EPADP could thus contribute to the delivery of more effective AfT to West Africa and better donor 
coordination along the principles of the Paris Declaration on aid effectiveness. To make it work, 
however, both West African actors and their financial partners need to change the way they work.  

Given the plurality of regional integration and development frameworks at both national and regional 
levels, stakeholders on both sides have the shared responsibility to ensure that the EPADP does not lead 
to another level of duplication in an already complex network of initiatives.  The EPADP sits alongside 
other important regional integration frameworks in West Africa, most notably the Regional Economic 
Programme of the UEMOA, the Community Development Programme of ECOWAS, Aid for Trade 
initiatives, as well as sectoral programmes (such as in agriculture and the industrial sector). Ensuring 
that each of these frameworks has a distinctive role, and that all initiatives are coherent with one 
another is essential. Among those frameworks, the ECOWAS AfT Strategy, as well as the region’s 
Community Development Programme (CDP) that are currently being developed deserve some specific 
attention. The ways these two programmes will ultimately be designed and implemented will have 
important implications for the operationalisation of the EPADP. The AfT Strategy as conceived by the 
region will define broad strategic orientations, which implies that the more detailed and lower-level 
EPADP could contribute to the realisation of the AfT Strategy, provided that coherence is ensured. The 
Community Development Programme, with its broader focus to contribute to the realisation of the 
region’s Vision 2020, could encompass the EPADP in a holistic approach to ensure coherence between 
all frameworks in and beyond trade.  

Beyond such horizontal coherence between the EPADP and other regional frameworks, vertical 
coherence between the national and the regional level needs to be given careful consideration. 
Coherence should also be ensured between the various sectoral strategies and programmes. Overall, 
the EPADP needs to be considered a piece in a puzzle, rather than an autonomous self-sufficient 
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framework. To be meaningful, the coherence of the EPADP with regional initiatives must be considered 
in a dynamic way both over time and in its implementation, and take a holistic and evolving approach 
to meet the region’s Aid for Trade needs.  

On the West Africa side, this would require avoiding the frequent competition between the various 
spheres of responsibilities at the regional level, and between regional and national entities. In practice, 
there is an obvious need to rationalize institutional mechanisms for coordination at both the regional 
and national levels. At the national level, coordination through general and thematic government 
donor consultative groups as well as Enhanced Integrated Framework structures is critical to ensure 
EPADP and more broadly AfT support are well integrated.  

On the EU side, support to the region in ensuring a coherent approach to the EPADP and broader AfT 
objectives at the regional and national level may also prove critical, particularly to ensure the region has 
the capacities to match its ambitions. Provided West African regional and national actors bring EPA-
related needs to the fore when agreeing donor strategies and interventions, the EU and other donors 
could effectively provide technical and financial assistance. As such, the EPADP provides a perfect 
opportunity for the EU to demonstrate it can deliver on its commitments to strengthen aid coordination 
as reflected in the European Consensus on Development and the EU Code of Conduct on 
Complementarity and Division of Labour. Rather than taking decisions unilaterally as remains common 
practice, EU member states and institutions could act collectively to support the region more 
effectively. 

It is only if both parties address these issues and decide to go beyond ‘business as usual’ that the 
EPADP, and more generally the AfT strategic framework, might eventually successfully deliver on the 
high expectations it has raised, not only in West Africa and the EU, but also in other regions which may 
now be tempted to follow this example. This will require moving beyond the paperwork and building 
on the political momentum of the partnership with the EU to promote pragmatic and concrete 
approaches to implement common AfT objectives as identified in the EPADP. However, in the absence 
of political leadership and commitment on both the West Africa and the EU sides to adapt their 
operational mechanisms, it is unlikely that strategic frameworks for AfT such as the EPADP will have 
much impact. 

5. AGRICULTURE  

While 75% of the world’s poor continue to depend on agriculture, most governments do too little to 
stimulate agricultural growth, while aid to agriculture has been reduced to a fraction of what it was in 
the 1980s. Recently however, in particular in the context of rising food prices, awareness is growing that 
in developing countries agriculture has often been overlooked as a catalyst for direct poverty reduction, 
food security and development. Globalising trade and investment are creating new opportunities, such 
as the development of international agricultural chains, as well as challenges.  

Agricultural commodities have traditionally played a key role in developing countries’ trade. While 
agriculture remains essential to many developing economies, in particular in Africa, in terms of its 
contribution to GDP and employment, changing market conditions and preference erosion call for new 
strategies. Furthermore, globalisation, regional integration dynamics and new bilateral trade 
agreements, notably with developed economies such as the EU, require developing economies to 
adjust to trade liberalisation. Depending on the country and product specific circumstances, responses 
to these challenges may include attempts to move up the value chain, diversification within or outside 
the agricultural sector as well as developing new export markets. For all of this, well-targeted 
government policies as well as donor support is crucial.  
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Aid for Trade initiatives should thus play an important role in the agriculture sector to assist developing 
countries in addressing supply-side constraints and adjusting their economies to the new market 
challenges. To date this has partly been the case although many challenges remain. 

In terms of efforts to strengthen productive capacity in the agricultural sector, AfT commitments have 
more than doubled, from an average of US$ 4.2bn for the 2002-2005 period to US$ 8.6bn in 2009, as 
illustrated in Figure 7. The food crisis has certainly contributed to increasing the international attention 
to the agricultural sector (see Figure 8).   

A number of issues have made AfT to agriculture challenging. First, problems faced by the agriculture 
sector are often not specific to agriculture but part of broader development challenges linked to trade 
matters, common to other sectors. These include multiple capacity constraints, infrastructure deficit, 
institutional weaknesses, adjustment costs, etc. So, many AfT initiatives relevant to agriculture may not 
be labelled as such, since not directly or solely targeted at the agriculture sector. As a key sector to the 
economy of many developing countries, it is nonetheless obvious that agriculture deserves specific 
attention.  

Challenges relate also to the difficulties of extending AfT support through governments to what needs 
to be private-sector-based productions and trade-adjustment processes; the importance of ensuring 
that production and trade adjustments are ‘market led’; the importance of getting to grips with the role 
to be played by the private sector, more specifically the question of under what circumstances and in 
what form public aid can be deployed in support of private-sector-led restructuring initiatives to 
achieve economic diversification, structural economic transformation and employment creation; the 
particular problems faced in extending production and trade-adjustment support to smallholder 
farmers; the need for rapid and flexible support to production and trade adjustments in food and 
agricultural sectors; the need for infrastructures and training to comply with quality standards; and the 
need for dedicated financial instruments of support to production and trade adjustments. Perhaps 
more fundamentally, the key challenge is to tailor AfT support that contributes to both trade and 
agricultural strategies for development. Where does aid for local farming and agriculture stop, and aid 
for trade in agriculture start? And how do development policies address these two dimensions in a 
coherent manner?   

Until recently, the AfT community has remained disjointed from the agriculture and rural development 
(ARD) community, making exchanges of experiences, learning and synergies across sectors suboptimal. 
Fortunately, a number of recent initiatives have been made to improve coordination and effectiveness 
across sectors between AfT and ADR.75 Some of the main challenges in effectively bridging these two 
communities have included, inter alia:  

                                                               
75 For a review of initiatives, see notably the Third Global Review of aid for Trade at the WTO in July 2011 

(http://www.wto.org/english/tratop_e/devel_e/a4t_e/global_review11_e.htm and OCDE/WTO, 2011). See 
also preceding discussions at the Annual General Assembly of the Global Donor Platform on Rural Development (GDPRD) in 
Rome in January 2010, and at the WTO Thematic Workshop on AfT and Agriculture held back-to-back the 14th Session of the 
WTO Committee on Trade and Development on Aid for Trade in March 2010.  
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Figure 7. Building Productive Capacity Commitments  

2002/05-2009, US$ billion (2009 constant) 

Source: OECD/WTO (2011) http:dx.doi.org/10.1787/888932446303 

 

Figure 8. Aid for trade to Africa: responses to food and financial crises 
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(i) an implicit competition between these two communities, which have different entry points and 
background to the agricultural development agenda; 

(ii) country access to finance under sectoral processes which are not interlinked; 

(iii) gaps in communication across sectors (both within governments of beneficiary countries and 
within donors’ agencies) and between donor agencies at country and headquarter levels; 

(iv) parallel and at times competing international policy arenas (e.g. WTO, CAADP, EIF, Committee 
on Food Security, High Level Task Force on Food Security) with insufficient inter-linkages (on 
food security, agricultural development, trade and regional integration).  

Perhaps more fundamentally, the logic of intervention of the AfT and the ARD communities seems to 
differ. The AfT rationale has often been to provide support to a trade-policy driven agenda, thus 
emphasizing the need for agricultural policy to adapt to trade policy processes and needs. In contrast, 
the ARD standpoint has been to focus first on agricultural policies, where trade should merely be seen 
as one of the policy tools for the development of the agricultural sector. Interestingly, the two 
approaches should not be competing but perceived as complementary and reinforcing. In 
consideration of the food crises, the weak performance of commercial agriculture in many developing 
countries (most notably due to market distortions, productivity lags, lack of processing facilities and 
infrastructure deficits), the long term appreciation in the prices of food commodities combined with 
high short term volatility, and the increase of imports of agricultural food products to a continent like 
Africa, would suggest a need to better link and adapt trade policy processes to agriculture.  

In this context, efforts to bridge AfT and ARD considerations should focus on substantive issues related 
to content matters – such as coherent agriculture and trade policies, coherent planning of trade 
priorities under different ministries/sectors – as well as on process issues related to aid effectiveness – 
such as coordination of aid and investment priorities, complementarity of policy processes. Improved 
coordination, coherence and complementarity between the AfT and ADR agenda could lead to more 
effective policies and aid. Policy frameworks and initiatives related to food security (e.g. the Committee 
on Food Security, the High Level Task Force on Food Security, etc.), as well as regional integration 
processes offer good opportunities to further the linkages between agriculture and AfT, building on the 
fact that trade is the means for rural producers to build on the economic potential of their production 
and thus generate revenues, gradually moving from national to regional to international markets. In 
Africa, the Comprehensive Africa Agricultural Development Programme (CAADP), as part of the New 
Partnership for Africa's Development (NEPAD), is a setting that could facilitate such linkages. To do so 
effectively, CAADP activities would need to move beyond a process approach to address concrete 
implementation challenges.  

In practice, a more coherent agenda for AfT in agriculture should include, in terms of content, inter alia:  

 increased support to agricultural regional markets integration, that most see as a precondition to 
improve not only food security but also international competitiveness;  

 support to strengthen productive capacities through modernisation to enhance competitiveness 

 support for value addition in agricultural production (including through value chain approach);  

 upgrading of infrastructure, with special attention to agricultural trade corridors;  

 support for compliance and verification capacities to meet SPS and private standards;  

 support for match-making exercises between buyers/sellers, with focus also on family farming 
(since AfT should reach out/benefit also family farming);  
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 investment tools for private sector development;  

 support for public-private partnerships; 

 specifically targeted support to small farmers to enable them to access value chains and participate 
in trade; this includes strengthening of farmers organizations and their ability to address trade and 
trade-related issues;  

 improved aid delivery mechanisms to enhance effectiveness and timeliness, including to address 
shocks; here too, particular attention should be given to direct private sector support.  

In terms of the process, various issues should be addressed to better link AfT and ARD concerns, such as:   

 promote agriculture in AfT initiatives and support the development of national and regional policy 
frameworks that coherently address trade and agriculture concerns; this should also include the 
harmonisation of donor policies to effectively support such development strategies  

 support farmers organisations and leadership, in particular to build their capacity for addressing 
trade related issues and “bridging” AfT and ARD;  

 support intersectoral coordination (for instance through mixed working groups), both at national 
and regional  level, including through the structures of the Enhanced Integrated Framework (EIF) 
and CAADP; 

 strengthen the role of regional blocks in supporting their member states in  bridging AfT and ARD, 
as well as improving the coherence of trade & agriculture policies and processes;  

 support sharing of lessons/knowledge between policy makers and farmers from developed 
countries and developing partner countries, for rural diversification and agricultural trade (for 
instance based on experiences such as EU Rural Development Program).  

Only if the various policy and aid communities concerned build synergies and understanding can the 
potential for AfT for agricultural development be unleashed.  

6. INNOVATIVE SOURCES OF FINANCING 

The needs identified for interventions along the main aid for trade categories are enormous. It is clear 
that current flows of AfT are insufficient. Donors do not have the means to increase AfT so as to meet 
expectations, even more-so in the international context of prolonged economic and financial crises. So, 
besides the renewed commitments by donors to increase the quantity and improve the quality of their 
AfT, there is a need to look beyond traditional aid flows at other, new sources of finance to complement 
or even in some instances replace aid resources.  

Among all the different areas where innovation in financing for development may be possible, perhaps 
the most promising area is in the combination of AfT with international capital – that is, private 
resources seeking to exploit profitable opportunities created by, or contributing to, economic growth 
and development.  

In practice, there may be difficulties and potential contradictions in the extent to which donors can or 
should provide direct support to individual investors or private sector businesses, due to a need to 
avoid conflicts of interest or ‘picking winners’, or to ensure that AfT is designed to maximise private 
sector ‘crowding in’ rather than ‘crowding out’. At the same time there are important opportunities with 
AfT to develop innovative mechanisms and models that have the potential, for example, to use aid to 
agitate for concrete reforms to the trade and investment environment or to improve efficiency over 
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traditional aid models by creating better linkages between aid investments and private-sector oriented 
results.  

In this context there is ever-increasing reference to ‘leverage’ to describe how aid resources can be used 
to multiply the total pool of resources available for the purposes of development (or for a specific 
development project). Another similar term is ‘catalytic aid’, which can be defined as aid which is 
growth enhancing through ‘crowding in’ other flows and/or bringing about a wider positive 
transformation in economies or societies in which it is applied (Rogerson, 2011). In this regard, an area 
with enormous potential is how AfT might be used to leverage the vast amount of private resources 
that might be used for financing private sector development. This could be through a variety of 
instruments ranging from ‘development partnerships’ between aid agencies and companies, to 
projects based on a public private partnership approach, to various ways of combining public and 
private capital for use in investing in AfT-related areas.  

To take infrastructure as an example, the scale of the infrastructure gap in Sub-Saharan Africa was 
estimated to require almost US$ 93bn a year in 2008 (Foster and Briceño-Garmendia 2010). By sharing 
the costs of investments among various actors, private sector capital may provide an important 
financial support to the efforts made by both African governments and their financial and technical 
partners to close part of Africa’s infrastructure financing gap. The current level of private flows to the 
infrastructure sector in SSA remains however relatively small at around US$ 12bn in 2009, suggesting 
therefore some untapped potential and windows of opportunities (OECD, 2011).  

As reflected in the outcome document of the High Level Forum on Aid Effectiveness in Busan76, vast 
amounts of international private capital could therefore be unlocked as a source of finance and 
investment in developing countries. Given the range of different types of investment flows – each with 
different fundamental characteristics responding to different types of investment opportunity, with a 
different set of institutions or corporate structures that mediate them, and different policy implications 
– it is important to distinguish therefore between foreign direct investment, portfolio investment, 
capital markets, private equity, sovereign funds, and so on. Special attention should also be given to 
various other forms of development cooperation involving private sector actors towards the 
mobilisation and combination of private and public capital, such as sponsoring and co-financing, multi-
stakeholder dialogues and public-private partnerships77. It may also be important to make a distinction 
between external sources of finance and domestic or regional ones: the difficulty here is that many 
forms of investment capital flows are impossible to assign with a particular ‘nationality’. One practical 
implication is that many of the policy measures aimed at increasing intra-regional investment are 
identical to those aimed at promoting investment more generally. Moving beyond the different forms 
and sub-forms of private capital flows, there are a myriad of modalities, mechanisms and associated 
policy initiatives through which developing countries might seek to attract or better exploit them. 
Fundamentally, there is a need to strengthen and deepen the financial systems of developing countries, 
as well as providing a stable investment environment.  

Where the ‘innovative’ element in current thinking reveals itself most is in an apparent willingness to 
move largely beyond traditional conceptions of the different sources of development finance working 
largely in isolation from each other, to how they might be combined to greater effect. One example 
already mentioned above is the potential of ‘future flow securitisation’: issuing bonds on capital 
                                                               
76 Busan Partnership for Effective Development Cooperation, Fourth High Level Forum on Aid Effectiveness, Busan, Republic 
of Korea,  29  November – 1 December 2011. 
www.aideffectiveness.org/busanhlf4/images/stories/hlf4/OUTCOME_DOCUMENT_-_FINAL_EN.pdf 
77 A good classification of different types of cooperation involving the private sector is for instance provided in the BMZ 
strategy paper on this topic: see BMZ (2011). 
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markets that are backed by future foreign exchange earnings from remittances. Although this idea has 
yet to become a reality, the International Finance Facility for Immunisation (IFFIm) is one example from 
the health sector that demonstrates the potential of this approach (Ketkar and Ratha, 2009). 

Although it might be difficult to properly account for the mix of public and private financing related to 
AfT, the OECD has already made some efforts to better define and identify these non-aid development 
flows, under the category of ‘Other Official Flows’ (OOF). These include mainly non-concessional loans 
from bilateral and multilateral donors, i.e. loans with a grant element of less than 25%, which thus fall 
outside the strict criteria for defining aid (ODA).  

Trade-related OOF have already become a significant source of development finance, as illustrated in 
Figure 9. In 2009, they reached US$ 50.5bn, amounting to 55% of the total financial flows to trade-
related projects.  

Figure 9. AfT and trade-related other official flows (OOF) commitments 

2002/05-2009, US$ billion (2009 constant) 

 

 

 

 

 

 

 

 

 

 

 

Source: Adapted from OECD-WTO (2011).  
http:dx.doi.org/10.1787/888932446075 and http://dx.doi.org/10.1787/888932446113 

Alongside ODA and OOF from OECD members, a great deal of attention has to be paid to the 
phenomenon of new, non-OECD ‘emerging players’ such as China, India and Brazil operating in 
developing countries, including Africa, along lines that are different from the traditional aid model. In 
this context, it is also important to consider how instruments and programmes of traditional donors 
might be designed to work together with the activities of such countries for the best results. 

Moving away from existing measures of development finance however, greater emphasis must be 
placed on potential new sources such as innovative global taxation mechanisms – for example financial 
transaction taxes or airline ticket solidarity taxes – that are ring-fenced to development objectives, 
although in the current political environment it seems unlikely that such taxes could be agreed on a 
global level.78 Diaspora communities also constitute another important current and future initial source 
of development financing. Ketkar and Ratha (2009) suggest for instance that sub-Saharan African 

                                                               
78 Since 2006, a select number of countries have introduced an airline ticket tax to scale up access to treatment for HIV/AIDS, 
malaria and tuberculosis through UNITAID. See www.unitaid.eu 



Trade and investment for development 

 137

countries could gain US$1bn-3bn simply by reducing the cost of sending remittances, with a further 
estimated minimum US$22bn gain achievable through separate innovative mechanisms that exploit 
either the wealth of this group (such as through so-called ‘diaspora bonds’) or by capitalising on the 
existence of the reliable financial flow itself (e.g. through securitisation of future remittance and other 
foreign exchange earnings). 79  

Another potential source of development financing is from developing countries themselves through 
‘domestic resource mobilisation’ (OECD et al., 2010; Byiers and Dalleau, 2011). In recent years taxation 
systems have been strengthened and revenue receipts have improved in many countries, while 
research suggests that potential exists for increasing this further with the resolution of international 
capital flight and tax avoidance issues. While domestic credit creation is perhaps best seen as an 
outcome of development and economic growth rather than an initial source of financing, it is fair to say 
that vastly improved access to banking and other financial services (especially in rural areas) also 
contributes to growth and development, as well as being a result of it.  

Yet, to unleash the potential of new forms of trade-related financing, it is important take account of 
developing country capacity constraints, particularly to strategise and manage innovative sources of 
financing alongside traditional sources. The question for traditional donors is thus how best to target 
their AfT support in order to further boost the potential of combining aid with private sector finance. In 
this endeavour, one of the challenges relates to how donors and developing countries can align 
interests, reduce information asymmetries, and promote a fair distribution of risk between government 
and the private sector. This should be done taking account of the prominence of market failures in 
many developing economies, as well as the political economy and rent seeking behaviours of public 
and private actors. 

7. KEY CHALLENGES AND WAY FORWARD 

Aid for trade has become an established and increasing part of the development support agenda. Not 
only the quantity of aid dedicated to trade-related activities has increased, to reach US$ 40bn in 2009, 
but its quality and impact seems also to have progressed (e.g. OECD/WTO, 2011; Busse et al., 2011; 
Cadot and Newfarmer, 2011; and Delpeuch and Messerlin, 2011).  

Nonetheless, considerable shortcomings and challenges remain to deliver AfT effectively.  

Since the launch of the AfT initiative in 2005, considerable time and energy has been spent by donors 
on the definition of AfT and its additionality as compared to other ODA flows. As a consequence, there 
has arguably been a disproportionate focus on improving donor monitoring of AfT spending in order to 
demonstrate the achievement of quantitative commitments (compared to other goals such as 
improving its effectiveness) rather than on ensuring its effectiveness. While such transparency is 
certainly beneficial, this can make the AfT initiative sometimes seem to be no more than an ‘accounting 
exercise’. In the same vein, developing countries and regions have tended to focus efforts on attempts 
to secure additional donor financing commitments, often by presenting ‘shopping lists’ of projects, 
rather than a strategic reflection of their goals with respect to AfT. It has therefore proved challenging 
for donors and developing countries to move beyond and seize the opportunities provided by this 
initiative. 

At the regional level, it is a particular challenge for donors and recipients alike to define needs and 
approaches in such a way that they are coherent with and complementary to initiatives undertaken at 

                                                               

 



Policy Department DG External Policies 

 138

the national level, in conformity with the subsidiarity principle. There is often a lack of clarity on the role 
and added value of regional approaches to AfT, which leads to (vertical) incoherencies and duplication 
of efforts. Efforts to better define and promote a regional approach should thus be encouraged. While 
developing regional entities have a lead role to play in this respect, donors support, notably in terms of 
more AfT programmes with a responsive regional dimension, will be needed. Recent confidential 
reports suggesting that the EU could reduce its regional programme – notably the regional envelops 
available under the forthcoming 12th European Development Fund – are most worrying and represent 
a serious step back.  

For developing countries and regions specifically, while progress has been made, efforts also need to be 
stepped up to strengthen the integration of (aid for) trade concerns within general and sectoral 
strategies and policies at both the national and regional level. This is particularly relevant as trade and 
thus AfT are cross-sectoral in nature and require the involvement and cooperation of stakeholders 
working in a broad range of sectors (infrastructure, agriculture, industry, finance, regional integration, 
etc). Only then can horizontal policy coherence be assured. The agricultural sector is a case in point, 
with AfT, food security and agriculture and rural development communities and policies not yet 
seriously integrated.  

For donors specifically, stepping up harmonisation and coordination remains a key challenge. Only very 
modest progress has been made in this area, including among collective entities such as the EU. 
Regardless of harmonisation and Division of Labour commitments, it remains common practice that 
donors act unilaterally: this can be ascribed to factors that are both technical and political in nature. 
While technical constraints can include differences in procedures, programming cycles and delivery 
mechanisms, there are also questions over – regardless of commitments made – donors’ genuine 
political will to harmonise and act jointly. The dispersion of regional donor offices across different 
countries is an additional factor that complicates regional donor coordination. 

For donors and developing countries and regions alike, implementation of AfT interventions in the 
context of holistic regional approaches remains challenging. Lack of capacity, insufficient national 
ownership, lack of leadership and strategic vision, poor coordination and a severe implementation 
deficit have plagued efforts towards regional approaches to AfT.  

AfT has so far been quite aid-centric and donor-centric in a number of ways. The process has often been 
driven by a donor-recipient dynamic: recipients have been encouraged by donors to draw up strategies 
for donors to respond. Donors have been occupied with scaling up amounts and improving 
coordination, coherence and complementarity. While the focus is on aid effectiveness, its translation 
into concrete action and new mechanisms remains most challenging in practice.  

In AfT, and in the development assistance debate in general, aid cannot suffice to address huge (trade-
related) development needs. There is a to look beyond aid and aid effectiveness, with increasing 
emphasis on using aid more as a catalyst to leverage private sector finance. Innovative financing should 
continue to play an increasing role in this context while careful attention should continue to be 
dedicated to better understand the implications of adopting such approaches and how to reap 
maximum benefits for development. This implies a greater interaction with and involvement by the 
private sector, at domestic and international levels. 

For AfT to unleash its full potential, it should also be better anchored in domestic and regional 
development strategies and programmes. In particular, it should not serve donors’ agenda and their 
predominant consensus on development (such as the ‘Washington consensus’ and its derivatives, 
including formatted approaches to ever deeper and comprehensive FTAs), but allow for 
experimentation and better responsiveness to domestic specificities. Sufficient flexibility should for 
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instance be granted to allow for the pursuit pro-active industrial policies tailored-made to the specific 
needs and conditions of the respective domestic and regional economies (e.g. Darlan and Ssenkubuge, 
2009; and Haque, 2007). And greater attention and effort should be given to the institutional 
dimensions, which are key determinant to development (see for instance De, 2010; and Levchenko, 
2011), and hence the effectiveness of any AfT programme. If Dani Rodrik is right, and that there is 
indeed one economics but many recipes (Rodrik, 2008) - and there are many reasons to believe he is 
(see also Lin, 2012), then AfT should become more innovative and integrated to respond to the various 
aspirations of developing countries and regions. 
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PART VII: PowerPoint presentations 

1. STEPHEN KARINGI PRESENTATION 

‘The EU development strategy at a 
crossroad: finding working synergies 

between international trade and poverty 
reduction’

Stephen N. Karingi
Director, Regional Integration, Infrastructure and Trade Division

United Nations Economic Commission for Africa 

 

 

 

 

Finding Working Synergies Between 
International Trade and Poverty Reduction

52.5 per cent of sub-Saharan Africans living on 
$1.25 or less a day in 2008

Africa’s Share of world trade: 3.2 per cent (it has 
14.8 per cent of global population)

Is there a link, after all “Trade can make everyone 
better off”?
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Structure of the Presentation

1. Thinking about trade and poverty reduction

2. Trade policy and economic perspective: 
Africa’s diversification imperative 

3. The developmental state

4. Trade policy for pro-poor growth in Africa

5. The role of the European Union 

6. Conclusions and Recommendations 

 

 

 

 

Thinking about Trade and Poverty 
Reduction

Source: Cicowiez and Conconi (2008)
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Thinking about Trade and Poverty 
Reduction

Source: Dollar and Kraay (2002) 
 

 

 

 

Thinking about Trade and Poverty 
Reduction

Trade and inequality:

-Mixed evidence on the Kuznets Curve 

-Greater openness in East Asia coincided with a reduction in 
inequality, and an increase in inequality in Latin America

-Dollar and Kraay (2002): income growth of the lowest quintile in
an economy is consistent with that experienced with the economy 
overall

-Anderson (2001): openness raises income in lower income quintiles 
faster than in the top quintile 

-Bourguignon and Morrison (1990); Fischer, (2000): relationship 
depends on the endowment structure – abundant natural resources 
may lead to greater inequality. 
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Trade Policy in Economic Perspective: 
Africa’s diversification imperative  

What the theory says: 

•Theory of Second Best (Lipsey and Lancaster)

•Long-run diminishing terms of trade (Singer-
Prebisch hypothesis) 

•Infant Industry Argument (List, Chang)

•Some activities better for development than 
others (Kaldor; Rosenstein-Rodan; Hausmann, 
Hwang and Rodrik)

•The resource curse (Collier )
 

 

 

 

Trade Policy in Economic Perspective: 
Africa’s diversification imperative  

Why African economies need greater 
diversification for poverty reduction:

-Current concentration in the ‘wrong’ activities 
(low EXPY)

-High unemployment

-High forecast population growth and 
urbanization 

-Current high growth driven by inputs and prices, 
with productivity growth currently insufficient for 
catch up.  
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Regional Diversification Trends 

Source: Authors Calculations  

 

 

 

Normalized Hirschman Index, 2009

Source: Authors Calculations  
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Trade Policy in Economic Perspective: 
Africa’s diversification imperative  

Why African economies need greater diversification for poverty 
reduction:

-Current concentration in the ‘wrong’ activities (low EXPY)

-High unemployment

-High forecast population growth and urbanization 

-Current high growth driven by inputs and prices, with productivity 
growth currently insufficient for catch up. 
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Trade Policy in Economic Perspective: 
Africa’s diversification imperative  

Labour 
productivity 

growth

Component due to

“within” “structural”

Latin America 1.35% 2.24% -0.88%

Africa 0.86% 2.13% -1.27%

Asia 3.87% 3.31% 0.57%

High Income 1.46% 1.54% -0.09%

Source: McMillan and Rodrik (2011) 

 

 

 

 

The Developmental State
1990s: was the East Asian Miracle a result of getting the prices
wrong (through state intervention in the market) or getting the 
fundamentals right (through the state stepping back)? 

Now: the World Bank acknowledges the need for ‘facilitating state’

UNECA and AUC (2011) calls for:

“a state that puts economic development as the top priory of 
government policy, and is able to design effective instruments to 
promote such a goal. The instruments should include the forging of 
new formal institutions, the weaving of formal and informal 
networks of collaboration amongst its citizens and officials and the 
utilisation of new opportunities for trade and profitable 
production.”
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Trade policies for pro-poor growth in 
Africa 

Hausmann and Rodrik (2006): government cannot provide all 
complimentary inputs to all potential activities so selectivity 
becomes inevitable.

Lin and Chang (2009): debate whether policy should conform to or
deny comparative advantage (sounds dangerously like a trade-
centered approach to development!) 

Agricultural sector crucial for poverty alleviation (and structural 
transformation) so trade policy for pro-poor growth should 
prioritize it.  

The factor laws observed in exports also mean there may be few 
winners from which to pick, and a mix of market leading and 
market following policies is likely required. 

 

 

 

 

Trade policies for pro-poor growth in 
Africa 

Source: Freund and Pierola (2011) 
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Trade policies for pro-poor growth in 
Africa 

Moving away from commodity dependent exports may require 
moving away from commodity dependent export relationships.

Trade with BRICS is still concentrated in unprocessed goods, but
that to other emerging economies contain more manufactures, and 
intra-African trade is significantly more sophisticated than that with
external partners. 

The proposed CFTA therefore suggestive of possibilities for 
diversification through achieving economies of scale and deepening 
trade in more sophisticated goods. 

None-the-less, there is still a lot of ‘getting the fundamentals’ right 
to be done, especially in the realm of economic infrastructure. 

 

 

 

 

The role of the European Union

Source: Authors calculations from OECD data
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The role of the European Union

Source: Authors calculations from OECD data

 

 

 

 

The Role of the EU
In multi-lateral negotiations there are tremendous opportunities for 
developing countries, but the developmental dimensions of EPAs 
and WTO negotiations remain their most contentious aspects.

The level of reciprocity in the former, and special differential
treatment in the latter, are essential for pro-poor outcomes in 
Africa. Without adequate protection, many African economies are 
vulnerable to deindustrialization, increased food prices and 
preference erosion. 

The framework of the MDGs (MDG8 in particular) represents a 
way of reconciling the EU’s AfT policy with its engagement in 
multilateral negotiations in a  genuinely developmental approach to 
trade. 
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Conclusions and Recommendations
1. Export diversification is essential to create pro-poor growth for 

Africa’s growing population; 

2. A development state is required to facilitate that structural 
change;

3. Trade policy should be sensitive to the imperative of agricultural 
productivity growth for poverty reduction;

4. While developing industries out with the extractive sector, 
African governments should work to better utilise their natural 
resource endowments for development ends;

 

 

 

 

Conclusions and Recommendations
5. Expanding avenues of South-South cooperation, notably intra-

African trade through the proposed continental free trade area, 
can help African industries to realise economies of scale and 
develop international competitiveness;

6. Getting the fundamentals right is still imperative, especially in 
those areas in which Africa has substantial deficits, particularly 
infrastructure;

7. The European Union should reconcile development and trade 
policies by actively working towards the achievement of all 
MDGs, including pursing the global partnership for 
development as espoused by MDG 8.
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0. Two fundamental pre‐conditions

 The necessary change of mind of the EU
 Estimated EU share of world GDP:  25 percent in 2011, 13 percent in 2030.

 The motto “The EU is the largest world market” is already over in the mind of the 
rest of the world.

 This requires a dramatic change in the way the EU approaches international 
negotiations.

 Changes of mind are already emerging at the EU Member States level.

 Trade should be handled as a tool for domestic growth:
 debt‐ridden Europe needs an urgent quest of growth.

 growth requires that EUMS adopt domestic pro‐growth reform agendas.

 opening to foreign competitors is not a substitute to such agendas:  it is the best 
way to buttress and boost them.

 “Comatose Doha” leaves preferential trade agreements (PTAs) as the only tool 
available for opening to foreign competition.  

Groupe d'Economie Mondiale 
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1. The situation of the developing countries 
under a “Comatose Doha”

 True losers: DCs which will not take trade initiatives: 
from (many?) small DCs to Argentina, Brazil, India, etc.

 DCs which are in the “corner” (a fragile situation):
 small countries negotiating PTAs with large partners, hence 

under (much) less favorable conditions than in the WTO,

 China (see Table 2 of the paper):  no US, no EU, difficult options 
with East‐Asia, world‐wide fear of its economic dynamism.

 (Former) DCs which have been clever:
 Korea:  only 12 PTAs have opened 77 percent of the world GDP 

to Korean firms.

 Compare to the EU current PTA policy:  32 PTAs have opened 
only 17 percent of the world GDP to EU firms.

Groupe d'Economie Mondiale 
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2. Assessing the current EU PTA programme

 EU EPAs with the ACPs
 An intrinsic flaw beyond repair:  if implemented, EPAs are a recipe for “no trade 

liberalization combined with fiscal crunch” for the ACPs.

 The absence of a Doha agreement magnifies this flaw.

 Conclusion:  high political costs for the EU which does not appear as a good 
anchor.

 EU EPAs with Latin America & Asia (Mercosur, India): not useful for a 
debt‐ridden, growth‐starving EU because the EU partners have three 
negative features:
 Currently too small to boost EU growth (Brazil, India = ~11‐13 percent EU GDP),

 Large (but not so large) only in the 2030s,

 Follow uncertain trade policies and are domestically badly regulated.

 Why such a choice?  The illusory (costly) attraction preferences .

 Conclusion:  the appropriate options for the EU are:  Japan, Taiwan and the US.

Groupe d'Economie Mondiale 
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3. Defining an EU development‐friendly trade 
policy

 Combining ambition and feasibility:  the Treaty of Rome and its early 
implementation as a source of inspiration.
 Among very heterogeneous EU regions (GDP gap = 1 to 5, roughly EU‐Egypt).

 The Treaty:  the most ambitious treaty with almost no exception.

 The “feasibility key”:  progressive implementation in  phases.

 Proposals for EU development‐friendly PTAs in three steps:
 Focus on core issues (20 in current EU PTAs) and give up unsustainable issues (32 

in current EU PTAs).  See Table 3 of the paper.

 Develop economically sound criteria for progressivity (fixed deadlines don’t work)

 adopt thresholds of GDP per capita for shifting from one phase to the next one;

 take into account the size of the EU partner.

 Rely as much as possible on best negotiating technologies (see Table 4)

 Negative lists:  tariffs, services, SPS, TBT, etc.;

 Reviews (art. 115 TOR) and exceptions:  create pressures for domestic dynamics;

 Mutual recognition:  unconditional based on mutual evaluation.

Groupe d'Economie Mondiale 
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Annex:  Table 2
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G20 Share (%) of EU27 USA China Japan PTAs of Emerging/developing

Members [a] world GDP countries with other G20 Members

Mammoth economies

EU27 26.6 ‐‐‐ Transatlantic JEU

USA 23.9 Transatlantic ‐‐‐ TPP

China 9.6 ‐‐‐ CKJ

Japan 9.0 JEU TPP CKJ ‐‐‐

Emerging and developing G20 members

Brazil 3.4 ongoing Argentina, India

India 2.8 ongoing concluded concluded Argentina, Brazil, Indonesia, Korea

Russia 2.4

Mexico 1.7 concluded concluded concluded Argentina, Brazil, Korea

Turkey 1.2 concluded

Indonesia 1.2 [c] concluded concluded India, Korea

Saudi Arabia 0.7 [d] ongoing

Taiwan [b] 0.7 concluded [e]

Argentina 0.6 ongoing Brazil

South Africa 0.6 concluded India 

Industrial G20 members

Canada 2.6 ongoing concluded ongoing

Korea 1.7 concluded concluded initial step CKJ

Australia 1.5 concluded ongoing ongoing
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Annex:  Table 3

Groupe d'Economie Mondiale 
http://gem.sciences-po.fr

Chapters
WTO: C 

or X

A
ll 
P
T
A
s

A
ll 
‐ 
E
EA

N
E
U

N
M

A
C
P

O
th
er
s Chapters

WTO: C 

or X

A
ll 
P
T
A
s

A
ll 
‐ 
E
EA

N
E
U

N
M

A
C
P

O
th
er
s

The core provisions The unsustainable periphery

21 Anti‐corruption X

Income independent 22 Consumer protection  X 0.3 0.2 0.4 0.1 0.2

1 Industrial tariffs & equivalents C 1.0 1.0 1.0 1.0 1.0 1.0 23 Data protection  X 0.3 0.3 0.3 1.0 0.7

2 Agricultural tariffs & equivalents C 1.0 1.0 1.0 1.0 1.0 1.0 24 Labour market regulations  X 0.1 0.1 1.0 0.3

3 Export taxes & equivalents C 25 Agriculture  X 0.4 0.4 0.4 0.5 0.3

4 Customs administration  C 1.0 1.0 1.0 1.0 1.0 0.8 26 Approximation of legislation  X 0.4 0.3 0.5 0.5

5 Antidumping, Safeguard C 1.0 1.0 1.0 1.0 0.8 0.8 27 Audiovisual  X 0.4 0.3 0.4 0.2 0.3

6 Countervailing measures  C 1.0 1.0 1.0 1.0 0.8 0.8 28 Civil protection  X 0.1

7 Trade in services agreement  C 0.3 0.2 1.0 0.7 29 Innovation policies  X 0.5 0.2

8 Trade‐related investment measures C 30 Cultural cooperation  X 0.5 0.4 0.4 0.5 0.3

9 Investment  X 0.7 0.7 0.8 0.5 1.0 0.8 31 Economic policy dialogue  X 0.3 0.2 0.4 0.2

10 Movement of capital  X 0.9 0.9 0.8 1.0 1.0 1.0 32 Education and training  X 0.4 0.3 0.4 0.4 0.2

33 Energy  X 0.5 0.5 0.4 0.5 0.5 0.5

34 Health  X 0.1 0.1 0.3

Income dependent 35 Human rights  X 0.4 0.5 0.4 0.5 0.5 0.5

11 Sanitary & phytosanitary measures  C 0.4 0.4 0.3 0.2 1.0 0.6 36 Illegal immigration  X 0.3 0.3 0.8 0.2

12 Technical barriers to trade C 0.7 0.7 0.6 0.5 1.0 0.8 37 Illicit drugs  X 0.4 0.4 0.4 0.5 0.2

13 Public procurement C 0.7 0.7 0.9 0.4 1.0 0.8 38 Industrial cooperation  X 0.4 0.4 0.4 0.5 0.3

14 Trade‐related intellectual property C 1.0 1.0 1.0 1.0 1.0 1.0 39 Information society  X 0.3 0.3 0.4 0.1 0.3

15 Intellectual Property Rights X 0.9 0.9 0.9 1.0 1.0 0.8 40 Mining  X 0.1 0.1 0.3

41 Money laundering  X 0.4 0.4 0.4 0.5 0.3

42 Nuclear safety  X 0.1 0.1 0.3

Size dependent 43 Political dialogue X 0.4 0.4 0.4 0.5 0.3

16 State trading enterprises C 0.9 0.9 1.0 1.0 1.0 0.7 44 Public administration  X 0.2 0.2 0.1 0.3

17 State aid  C 0.9 0.9 1.0 1.0 1.0 0.7 45 Regional cooperation  X 0.4 0.4 0.4 0.5 0.5 0.3

18 Competition policy  X 1.0 1.0 1.0 1.0 1.0 1.0 46 Research and technology  X 0.5 0.4 0.4 0.4 0.5 0.5

19 Environmental laws  X 0.5 0.5 0.4 0.5 1.0 0.7 47 Small and medium enterprise  X 0.3 0.2 0.4 0.3

20 Financial assistance  X 0.5 0.5 0.4 0.5 0.5 0.5 48 Social matters  X 0.7 0.7 0.8 0.8 0.5 0.5

49 Statistics  X 0.4 0.4 0.4 0.4 0.3

50 Taxation  X 0.1 0.1 0.4

51 Terrorism  X 0.2 0.2 0.3 0.1

52 Visa and asylum  X 0.1 0.2 0.4 0.1
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# Chapters Objectives Negative lists Exceptions Reviews Remarks

First phase(s)

1‐4
Import and export taxes and 

equivalents, Customs administration

elimination, ideally for all 

products

minimal, possibly with the 

use of an Article 115 

(Treaty of Rome) 

procedure

minimal, no permanent 

exceptions

in industry, systematic and 

on a year basis; in 

agriculture, more distant 

and should take into 

account poorest farmers' 

income

promote uniform liberalization of the EU partner in order to 

eliminate as much as possible distortions among sectors 

and in order to fight corruption; promote the adoption of a 

farm policy with some income support from the start in 

order to deliver a smooth adjustment process of the 

small/poor farmers

5‐6
Conditional protection (antidumping, 

countervailing, safeguard)

at least, stick to WTO 

standards; ideally tend to 

intra‐EU standards

possible, with the use of 

an Article 115 (Treaty of 

Rome) procedure

minimal

frequency depending the 

intensity of the use of 

these instruments

minimize the anti‐competitive effects of AD and safeguard; 

do not threaten by CVDs an economically sound policy 

space of the EU partner

7 Trade in services

focus on the most crucial 

sectors for developing 

countries

probably substantial 

during these phases

probably substantial 

during these first phases
every 2‐3 years

focus on trade facilitation and infrastructure services of 

prime interest for the partner, with efforts to start the use 

of mutual evaluation of domestic regulations leading to 

unconditional mutual recognition

8‐10
Investment, TRIMs and movement of 

capital

eliminate the most costly 

TRIM‐related distortions 

(local content 

requirements)

probably substantial 

during these phases

probably substantial 

during these first phases
every 2‐3 years focus on making easy investments inflows and outflows

Second phase(s)  These second phases mostly aim to improve services liberalization, to develop disciplines on investment, norms, public procurement

7 Trade in services
focus on the most crucial 

sectors for the partners

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

widen the scope of services liberalization and the use of 

mutual evaluation leading to unconditional mutual 

recognition

8‐10
Investment, TRIMs and movement of 

capital

eliminate all TRIMs, 

improve investment 

disciplines

shorten the negative lists 

of the previous phases

State‐firm dispute 

settlement
every 3‐4 years focus on making easy investments inflows and outflows

11‐12 Norms (SPS and TBT)

favor international (not‐

EU) norms, unconditional 

mutual recognition

probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

13 Public procurement introduce WTO standards
probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

first steps to open public procurement markets (beyond 

World Bank regulations)

14‐15 IPRs issues keep WTO key standards
probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

19 Environmental laws 
first works on mutual 

evaluation in these matters

probably substantial 

during these phases

probably substantial 

during these phases
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

Third phase(s)  These third phases witness the development of all the dimensions specified by the PTA

7 Trade in services

focus on the most crucial 

sectors for developing 

countries

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

widen the scope of services liberalization and the use of 

mutual evaluation/unconditional mutual recognition

8‐10 Investment, movement of capital
cover the State‐frim 

dispute settlement

shorten the negative lists 

of the previous phases
every 3‐4 years

target a "single" competitive capital market between the EU 

and the partner

11‐12 Norms (SPS and TBT)

wident the use of 

unconditional mutual 

recognition

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

13 Public procurement
compatibility with 

competition laws

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years improve open public procurement markets

14‐15 IPRs issues

include WTO+ standards 

which could be beneficial 

for the partner's growth

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

16‐18
Competition policy, state aid and state 

trading enterprises

designed to be beneficial 

for the partner's growth
limited limited every 3‐4 years

improve a competitive functioning of goods, services, 

capital and land markets

19 Environmental laws 
designed to be beneficial 

for the partner's growth

shorten the negative lists 

of the previous phases

shorten the lists of the non‐

permanent exceptions
every 3‐4 years

minimize the negative impact on the partner's growth of too 

stringent EU regulations

Over the whole implementation period  Timing to be specified.

20 Financial assistance

possibly to be linked 

(partly) to some specific 

targets with EU binding 

commitments

probably substantial probably substantial every 3‐4 years increases the global resources made available to the partner
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Aid for trade 
and beyond
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• Important role played by trade in 
development 

• Trade can lead to different growth trajectories

• Importance of adjustment policies and 
domestic agenda/reforms

• Need aid for trade-related:                        
(1) policies and regulation                         
(2) adjustments                                        
(3) building productive capacity                         
(4) infrastructures

• Aid effectiveness principles

Aid for Trade logic

Page 2
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Increasing Aid for Trade…

Page 3

 

 

 

 

With increasing focus on poor 
countries…

Page 4
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And Africa and Asia…

Page 5

 

 

 

 

Over 1/3 of overall AfT provided 
by the EU

Page 6
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• Better targeted AfT

• On LDCs (only 22% of EU AfT in 2009) and 
‘countries most in need’

• Improving complementatory between AfT and 
broader development policies

• Targeting small and rural operators

• Improving AfT at regional level

• Better support HRs, labour rights and social 
protection, sustainable development

• Enhanced effectiveness, cooperation within 
EU and with emerging players

EC Trade, Growth and 
Development Communication

Page 7

 

 

 

 

• Increasing attention to regional level

• International and regional banks key role 
(WB, AfDB, ADB)

• Bilateral donors: the EU (France, Germany, 
UK); the US; Japan…

Regional dimension of AfT
(= 18% of tot AfT in 2009)

Page 8
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• National – regional nexus

• Coordination and complementarity

• Implementation issues

• Ownership and prioritisation

• Capacity constraints

• Donors coordination

• Focus on policies and infrastructure / TF

• Multiplication of regional programmes + EPAs

Regional challenges

Page 9

 

 

 

 

• Bridging sectors: 

e.g. AfT with Agriculture and rural 
development / food security

• Involvement / ownership from private sector

• Access to finance

• Multiplication of fora: national, regional, 
continental, international and by sector 

Sectoral challenges

Page 10
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Eg. Productive capacity

Page 11

 

 

 

 

• Go beyond aid: private capital

• Leverage aid to mutiple pool of resources

• New sources and instruments: 

blending (grants and loans), private-public 
partnership

FDI, portfolio investment, capital markets, 
private equity, sovereign funds

• Domestic resources mobilisation

• Emerging players 

 Capacity challenge !!!

Innovative sources of financing

Page 12
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AfT and other official flows (OOF)

Page 13

 

 

 

 

• Effectiveness & monitoring:                    
show results and learn lessons (e.g. OECD/WTO)

• Involve private sector: leverage & impact

• Connect to emerging players: 
South-South Cooperation

• Address broader policy objectives & ensure 
bridging/coherence:                                     
- industrial policy, policy space,                     
- sustainability, inclusiveness and equity       
= build synergy and complementary 

• Strenghten ownership and coordination 

• …

Way forward
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