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Summary

The debate about Aid for Trade is important because it firmly places questions about aid—how much, to whom, and for what
purpose—within the context of the WTO. There is a risk that Aid for Trade will distort multilateral trade negotiations and further
complicate already delicate relations between developed and developing countries. Important questions still need to be
answered before WTO members decide to go forward with this agenda. Is Aid for Trade a consolation prize for a failed Doha
Agenda? Will Aid for Trade be used to pressure developing countries to open markets more than they otherwise would? Are
donors serious about embracing Aid for Trade according to recipients’ needs? Will there be enough money? And is the WTO the

best forum to operationalize Aid for Trade?

What is Aid for Trade?

The proposal that WTO governments develop an Aid
for Trade package arose in the context of negotiations
on the Doha Agenda.! Aid for Trade was officially put
on the WTO agenda at the 6th Ministerial Conference
in Hong Kong in December 2005. The Hong Kong
mandate is “to help developing countries, particularly
least-developed countries (LDCs), to build the sup-
ply-capacity and trade-related infrastructure that they
need to assist them to implement and benefit from
WTO Agreements and more broadly to expand their
trade.”” Aid for Trade remains vaguely defined. Devel-
oped and developing countries have differing views on
what the package should encompass. Many develop-
ing countries, for example, argue that building sup-
ply-capacity and trade-related infrastructure includes
activities such as improving the productive capacity of
agriculture and manufacturing sectors, building roads
to link local, regional and international markets, and
supporting the development of small and medium en-
terprises.

Aid for Trade is also expected to assist developing
countries in trade policy reform. This includes, for ex-
ample, training trade negotiators, improving customs
procedures and ensuring countries implement laws to
comply with the Trade-Related Intellectual Property
Rights (TRIPs) Agreement. The Aid for Trade Task
Force, established in 2006 by WTO Director-General
Pascal Lamy, recommended in July the inclusion of
assistance to deal with the negative consequences (or
adjustment costs) of trade policy reform. This could
include finance for lost tariff revenues from reducing
tarifts, higher food import bills that result from the
reduction of concessional food sales on world markets
after subsidy reform, and social safety nets for people
who lose their jobs to more competitive imports.

Can Aid Fix Trade?

Assistance for trade policy reform and adjustment costs
are not directly related to building the supply-capacity
or trade-related infrastructure of developing countries
but nevertheless are important. The implementation
of WTO agreements imposes a significant financial
burden on poor countries. It costs, for example, an
estimated US$150 million per country just for the
implementation of three WTO agreements: TRIDs,
the Sanitary and Phytosanitary Standards (SPS) Agree-
ment and the Agreement on Customs Valuation.? Were
the Doha Agenda to be implemented as it stands, it
is predicted it will cost Latin America and the Carib-
bean together US$10 billion, and sub-Saharan Africa
US$1.7 billion in lost tariff revenues.*

Why Aid for Trade?

Since the Uruguay Round, which established the
WTO, was concluded in 1994, WT'O members have
increasingly accepted the need for trade-related tech-
nical assistance to help developing countries with the
implementation of WTO commitments and associated
adjustment costs. To date, however, the various initia-
tives have had limited success and insufficient funds.

A specific Decision on net-food importing develop-
ing countries (NFIDCs) was included as part of the
Uruguay Round.® The Decision provided for com-
pensation for least-developed countries (LDCs) and
NFIDCs should they be hurt by higher food prices
or reduced food aid following implementation of the
Agreement on Agriculture (AoA). The Decision was
never properly implemented. The FAO says there is:
“frustration among potential beneficiaries, over the
slow pace of implementation of the Decision. [...] it
represents a promise for assistance and is not legally
binding. Morcover, [...] the monitoring of the im-
plementation of the Decision is fraught with difficul-
ties.”®



Several other technical assistance measures have been
established to help build the trade capacities of devel-
oping and least developed countries. The most com-
prehensive is the Integrated Framework for Trade-Re-
lated Technical Assistance to the LDCs (IF), set up in
1997 to assist LDCs in identifying their trade needs.
The two objectives of the IF are (1) to mainstream
trade into national development strategies such as
the World Banks’ Poverty Reduction Strategy Papers
(PRSPs) and (2) to coordinate trade-related aid. To
date, the IF has had very limited success. The IF it-
self says the main problem lies in poor implementa-
tion at the country level. A June 2006 report from the
IF Task Force found significant shortcomings includ-
ing a lack of financial and human resources, low levels
of implementation, disjointed governance structures,
inadequate donor responses and very weak country
ownership.”

Another initiative is the Joint Integrated Technical
Assistance Programme (JITAP), which helps African
members participate in the WTO and the Internation-
al Monetary Fund’s (IMF) Trade Integration Mecha-
nism (TIM)—a policy to make it easier for countries to
access IMF funds to help with problems arising from
multilateral trade liberalization. To date, only two
countries, Bangladesh and the Dominican Republic,
have made use of the TIM.

Evaluations of existing trade-related technical assis-
tance programs have highlighted serious weaknesses
including unsystematic or incomplete needs assess-
ments; weak project management; fragmented techni-
cal assistance interventions with insufficient linkages to
broader development programs; and weak linkages to
poverty reduction.’

Despite the range of existing programs, many devel-
oping countries and particularly LDCs have not had
the help they need. Existing programs fail to address
some of the most urgent challenges facing develop-
ing countries, especially those related to development
objectives, including the need to increase productivity
in their agriculture, manufacturing and services sectors
and to increase employment.

Aid for Trade should learn from the failures of existing
initiatives. The new aid package should be designed

and implemented to expand the scope of trade-related
technical assistance and focus on the more fundamental
concerns of developing countries, including the need
to overcome supply-side constraints, to strengthen
trade-related infrastructure and to finance adjustment
costs. Traditional forms of aid are still important but
the agenda needs a ftundamental shift in focus.

Aid for Trade: the main components

At the Hong Kong Ministerial Conference, WTO
members instructed the WTO Director-General, Pas-
cal Lamy, to set up a Task Force to provide recommen-
dations on how to operationalize Aid for Trade. The
first set of recommendations was submitted to WTO
members on July 27, 2006.°

The Task Force recommended that Aid for Trade cov-
er six broad categories:

(a) Trade Policy and Regulations: which includes training
trade officials, helping governments implement trade
agreements, and complying with rules and standards.

(b) Trade Development: which includes providing sup-
port services for business, promoting finance and
investment, conducting market analysis and e-com-
merce.

(c) Trade-related Infrastructure: which includes building
roads and ports.

(d) Building Productive Capacity: improving the capacity
of'a country to produce goods and services.'’

(e) Trade-related Adjustment: which includes financial
assistance to meet adjustment costs from trade policy
reform, including balance of payment problems result-
ing from lost tariff revenues or from the erosion of
preferential market access.

(f) Other Trade-related Needs

Categories (a) and (b) cover the traditional forms of
aid, namely, trade-related technical assistance and ca-
pacity building. Categories (c¢) — (f) expand the Aid for
Trade agenda.

The Task Force recommended that Aid for Trade
build on existing trade-related assistance mechanisms,
for example the IF and the JITAP, as well as use exist-
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ing guidelines for aid delivery, in particular, the Paris
Declaration on Aid Effectiveness.'

The Task Force recommended several additional
guidelines for the implementation of Aid for Trade.
They include: (1) strengthening country ownership of
aid programs and country-based formulation of trade-
related needs and priorities; (2) strengthening the do-
nor response to trade-related needs and priorities; (3)
strengthening the bridge between country demands
and donor responses at the country, region and global
level; and, (4) strengthening monitoring and evalua-
tion.

The Task Force also recommended the establishment
of various structures to facilitate the implementation
of Aid for Trade. These include a system of data collec-
tion and analysis at the country level, national and /or
regional Aid for Trade Committees, and a global peri-
odic review of Aid for Trade by WT'O members.

The Task Force made no recommendations
about how much money is needed, where the
money should come from or how it should be
prioritized. The recommendations do not set out
any mandatory obligations or responsibilities

on the part of donor countries. Nothing in the
recommendations precludes a donor country
from giving out money in whatever way it wants
to whomever it wants. The recommendations
only highlight“good practices”in aid delivery.

It is therefore important to examine different
government positions on Aid for Trade to see how
the recommendations are likely to be interpreted
and implemented.

Can Aid Fix Trade?

What are governments

saying about Aid for Trade?

The LDCs'? say Aid for Trade should focus on enhanc-
ing “competitiveness, diversifying agricultural, indus-
trial and services capabilities, improving infrastructure
and strengthening supply-side capacity.” The LDCs
argue that the money for Aid for Trade should be ad-
ditional and that resources should not be reallocated
from other sectors such as education or health.

The African Group'? says Aid for Trade should consist
of three pillars: (1) capacity building to address supply
constraints (including building productive capacities
and infrastructure); (2) meeting trade system costs in-
cluding adjustment and implementation; and, (3) sup-
port for trade policy development and participation
in rules making. The African Group says that Aid for
Trade should primarily target supply-side constraints.
The Group also insists that the aid should not be re-
packaged from existing initiatives but should be ad-
ditional. The African Group says Aid for Trade should
not be subject to conditionalities.

The ACP Group'* says Aid for Trade must provide sup-
port for trade-related economic adjustments, techni-
cal assistance and supply-side capacity. They identify
adjustment costs as those relating to preference ero-
sion, the end of the textiles and clothing quotas, loss
of tarift revenues, rising food prices, export earnings
shortfalls and social costs (including loss of jobs).

The European Union (EU) says Aid for Trade must help
developing countries build the capacity to trade to
take advantage of market openings. In 2005, the EU
said it was “committed to providing trade-related as-
sistance to help developing countries participate in the
negotiations, implement the DDA [Doha Develop-
ment Agenda] conclusions and build up their trade
capacity.” '* These forms of assistance only cover the
traditional forms of trade-related technical assistance
and not the expanded Aid for Trade agenda. In the
period 2001-2004, the EU committed €3,3 billion for
trade-related assistance (roughly €0.8 billion per year).
The President of the European Commission (E.C.),
José Manuel Barroso, pledged at the G8 summit in
Gleneagles in 2005 to increase E.C. funding to €1 bil-
lion per year. At the Hong Kong Ministerial Confer-



ence, the EU said they were committed to increase
spending on Aid for Trade to €2 billion by 2010.

The U.S. says it spends US$1.34 billion per year on
trade-related assistance for physical infrastructure and
trade facilitation.'® The U.S. pledged in Hong Kong
to increase spending to US$2.7 billion per year, by
2010.

Japan pledged in Hong Kong US$10 billion over
three years for “trade, production and distribution in-
frastructure.” Japan is interested to help, particularly
LDC:s, build infrastructure such as roads and ports, as
well as to revamp their customs systems.'”

How much money are we talking about?'*
Funding for Aid for Trade is not yet secured. Pledges
to increase Aid for Trade were made at the Hong Kong
WTO Ministerial Conference and the G8 Summits in
Gleneagles (in 2005) and St. Petersburg (in 2006). In
Hong Kong, Japan pledged US$10 billion over three
years, the U.S. pledged $2.7 billion a year by 2010,
and the EU pledged €2 billion (US$2.6 billion) a year
by 2010." In St. Petersburg, G8 leaders said they ex-
pected spending on Aid for Trade to increase to a total
of US$4 billion.”

It is not clear what the US$4 billion refers to, since
existing pledges from the Hong Kong Ministerial
Conference already exceeded this amount. In 2002,
the WTO and OECD created a database to monitor
trade-related technical assistance. This database only
includes activities related to traditional trade-related
technical assistance—categories (a) trade policy and
regulations and (b) trade development ot Aid for Trade
in the list above. In 2004, donors spent US$2.5 bil-
lion on these two areas. The US$4 billion pledged in
St. Petersburg is most likely a new pledge based on the
figure from 2004.

Yet Aid for Trade is much broader than these two cate-
gories. In fact, the mandate of aid for trade is to “build
the supply-capacity and trade-related infrastructure.”
Since 1994, aid for economic infrastructure has fluc-
tuated between US$8-11 billion per year (except for
2004 where US$13 billion was spent, mainly for re-
construction in Afghanistan and Iraq). Aid for building
productive capacities was US$7.3 billion in 2004 and

US$6.8 billion in 2003. There is no data available for
how much, or even if, money was spent on adjustment
costs related to implementing WTO trade agreements
(which the Aid for Trade Task Force says should be
included under Aid tfor Trade). In other words, the to-
tal amount of money spent on programs that can now
be described as Aid for Trade, (excluding adjustment
costs) was US$18.5 billion in 2003 and US$22.8 bil-
lion in 2004.

WTO members have asked the WTO Director-Gen-
eral to consult with members, the World Bank, the
IME, relevant international organizations and regional
development banks to find appropriate mechanisms
to secure additional financial resources for Aid for

Trade.?!

What additional financial resources means, however,
is unclear and highly contentious among WTO mem-
bers. To a number of developing countries, particu-
larly the LDCs, the African Group and the African,
Caribbean and Pacific (ACP) Group, additional means
new money over and above the levels that have been
projected and pledged for 2010. The OECD says
prospects for additional money is unlikely. OECD
members have already made their official development
assistance (ODA) commitments until 2010.

The OECD says it is more probable that “additional”
will be interpreted either as “additional” because ODA
pledges have increased since 2005, or “additional” be-
cause an increasing share of ODA will be spent on Aid
tfor Trade (and therefore not on other aid priorities).

What Does It All Add Up To?

The concept of Aid for Trade is now firmly established
in the WTO. However, a number of questions should
be answered betore WT'O members decide to imple-
ment Aid for Trade because there is a risk that Aid
tor Trade will disrupt trade negotiations, further com-
plicating already delicate relations between North and
South.

Important questions still to be answered include: Is
Aid for Trade a consolation prize for a failed Doha
Agenda? Will Aid for Trade be used to pressure devel-
oping countries to open markets more than they oth-
erwise would? What are other potential risks of bring-
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ing Aid for Trade into the WTO? Are donors serious
about embracing the expanded Aid for Trade agenda?
Will there be enough money? Is the WTO the best
forum to operationalize Aid for Trade:?

Is Aid for Trade a consolation prize for a failed Doha Agenda?
The Doha Agenda collapsed because the framework
is unable to address fundamental development issues
that all countries struggle with, including the need to
generate sufficient, stable, well-paying jobs; to ensure
access for all to adequate and affordable food; and to
diversify sources of foreign exchange. In fact, recent
projections and research by the World Bank, the UN
and a variety of independent think tanks confirm that
the poorest countries would be the biggest losers if
the current proposals for the Doha Agenda were ad-
opted.??

Aid for Trade is a miserable consolation prize for the
losses the poorest countries are expected to sustain
from the Doha Agenda. Aid for Trade should not be
used to divert attention away from urgently needed
reform to the existing trade system. To work, Aid for
Trade must complement a reformed multilateral trad-
ing system that meets diverse and diverging interests,
and that responds to each country’s development and
employment objectives.

Will Aid forTradebe used to pressure developing countries
to open their markets more than they otherwise would?
WTO members stated in the Hong Kong Ministerial
Declaration: “Aid for Trade cannot be a substitute for
the development benefits that will result from a suc-
cessful conclusion to the Doha Development Agenda
(DDA), particularly on market access. However, it can
be a valuable complement to the DDA.” Yet many de-
veloping countries are strongly resisting the push to
open their markets under the Doha Agenda and in-
creasingly question whether the Agenda serves their
development needs.

However regretful, promises of aid are used to pres-
sure developing countries to accept greater commit-
ments in the WTO. In the agriculture negotiations,
net-food importing developing countries have been
assured that assistance will be provided in the event
of rising food import bills (which sidesteps the ques-
tion of why already poor and economically vulnerable

Can Aid Fix Trade?

countries should increase their dependence on foreign
aid through multilateral trade agreements). In the
non-agricultural market access (NAMA or industrial
tariff) negotiations, the IMF assures many developing
countries there will be suitable mechanisms to address
any balance of payment problems that may arise from
lost tarift revenues. Countries that benefit from pref-
erential market access to developed country markets
are told a solution will be found to the erosion of pref-
erences. In the trade facilitation negotiations, which
include improving customs procedures, developing
countries are assured that assistance will be available to
implement their obligations.

Aid for Trade should not be used to pressure devel-
oping countries to accept trade agreements that they
otherwise would reject. It is essential to consider how
to compensate losers, which any trade agreement will
create. But when losers are whole national economies,
and not just specific sub-sectors, aid should not be
used to distract from pushing for better trade rules in
the first place.

What are other potential consequences of bringing Aid for
Trade into the WTO? Offering aid to developing coun-
tries reduces pressure on richer countries to address
more fundamental problems in the multilateral trading
system. Introducing aid also complicates developing
countries’ negotiating strategies, as the money is so
necessary it could distract countries from insisting on
what is for them the best outcome in terms of trade
rules. There should be no link between Aid for Trade
and countries’ positions. Yet developed countries con-
sistently use their aid budgets to pressure developing
countries to move closer to developed countries’ trade
negotiating positions. Aid for Trade increases the risk
of such pressure arising.

Furthermore, the Aid for Trade Task Force consumes
time and resources from developing countries, leaving
them with less capacity to engage in the trade negotia-
tions.

Are donors serious about embracing the expanded Aid
for Trade agenda? The current pledges for Aid for
Trade and the positions of donor governments raise
concerns about whether donor governments are pre-
pared to tackle the expanded Aid for Trade agenda.



To date, donors have limited their support to tradi-
tional trade-related assistance, rather than tackling the
broader and more pressing constraints faced by devel-
oping countries, particularly strengthening productive
capacities, building trade-related infrastructure and fi-
nancing adjustment costs. The E.C. has indicated that
its pledges are to fund trade-related technical assistance
and capacity building; the U.S. has been slightly more
open, indicating it will also cover some infrastructure
costs; and Japan is even more open, saying its pledge
can be used for trade, production and distribution in-
frastructure. The World Bank puts an emphasis under
the IF to assist LDCs in the implementation of WTO
agreements.”® Yet no donor has proposed paying for
adjustment costs. All donors maintain a preference for
the traditional trade-related assistance, despite both
the mandate of Aid for Trade, development priorities
and stated positions on Aid for Trade from the recipi-
ent countries.

This mismatch of priorities between donors and recipi-
ents conflicts with the recommendation from the Aid
for Trade Task Force that there be stronger country
ownership of Aid for Trade programs, better donor re-
sponses to needs identified by recipient countries and a
stronger link between recipient country demands and
donor responses.

The LDC, African Group and ACP countries want to
increase their productive capacities, build infrastructure
and finance adjustment costs. As UNCTAD’s Least
Developed Countries Report 2006 states, “in general,
national and international policies do not adequately
address the challenge of developing productive capaci-
ties in the LDCs. There is a need for a paradigm shift
which places the development of productive capacities
at the heart of national and international policies to
promote development and poverty reduction in the
LDCs.”?** This is where donor priorities should be fo-
cused.

Unless there are binding obligations on the part of
donor countries, neither the positions of recipient
countries nor the recommendations of the Task Force,
are likely to effect any change in the status quo in aid
delivery.

If Aid for Trade spending is focused only on technical
assistance and capacity building, the money will exac-
erbate the negative effects of existing trade rules on
developing countries. The existing agreements, and
many of the proposals in the Doha Agenda, favor de-
veloped countries and marginalize the poorest coun-
tries. Aid to support the implementation of these bad
rules is contrary to the mandate of Aid for Trade and
should be rejected.

Will there be enough money? The money pledged to
date for Aid for Trade is insufficient to cover the pro-
posed agenda. The current pledges stand somewhere
between US$4-8.6 billion. Yet the estimated costs, ac-
cording to OECD calculations (and excluding adjust-
ment costs), stood at US$22.8 billion in 2004.%° The
Aid for Trade Task Force recommendations do not
propose any institutional framework to ensure, inter
alia, the “additionality” of finds or that the flow of
aid satisfies certain criteria. The Task Force must first
clarify how much money is being pledged. Second, the
Task Force must clarify which programs the Aid for
Trade money will prioritize, if the full agenda proves
too big (as looks likely).

Is the WTO the best forum to operationalize Aid for Trade?
The WTO, in close collaboration with the World Bank
and IME, is the focal point of the Aid for Trade agenda
at the international level. There has been limited con-
sultation with other agencies, such as UNCTAD, the
Food and Agriculture Organisation (FAO) or the UN
Development Programme (UNDP). At the national
level, Trade Ministries have assumed the main respon-
sibility for Aid for Trade. This puts a very trade-driven
focus to the agenda. If WI'O members are serious
about tackling weaknesses in productive capacities and
infrastructure in developing and least developed coun-
tries, it will require a much broader and more integrat-
ed approach that actively involves other stakeholders,
other national Ministries and the wider multilateral
system, including UN special agencies.

UNCTAD’s 2006 LDC Report highlights this point
calling for a new policy orientation that, “would entail
a production- and employment-oriented approach to
poverty reduction which would encompass |...]| in-
creasing social sector spending and achieving human
development targets. It would also entail a develop-

Institute for Agriculture and Trade Policy



ment-driven approach to trade rather than a trade-
driven-approach to development.”? This paradigm
shift requires other Ministries, for example, Ministries
of development, agriculture, employment, environ-
ment and industry to be more actively involved in
identifying and articulating how best to formulate and
implement the Aid for Trade agenda.

The Aid for Trade Task Force recommended that the
WTO should convene a global periodic review of Aid
for Trade. Yet the WTO lacks the necessary expertise
to assess aid delivery and effectiveness and so will not
be able to effectively evaluate Aid for Trade, at least
not without help from other agencies. To date, WTO
member governments have been reluctant, and occa-
sionally hostile, to WTO cooperation with UN agen-
cies, raising the question of whether the WTO is the
most appropriate forum to hold a periodic review of

Conclusion

The multilateral trading system is in urgent need of re-
form. The current system is ill equipped to address the
fundamental concerns facing developing countries. If
Aid for Trade is used to finance the implementation of
the existing rules, it will exacerbate existing inequali-
ties. Developing countries should think hard before
accepting aid money that serves these ends. Developed
countries should think twice before they allocate in-
creasing shares of their aid budgets to such an agenda.
If, on the other hand, governments are ready to con-
front the failures of the existing model of trade and
to refocus their objectives on achieving full employ-
ment and sustainable development, then Aid for Trade
could be an important complement to such a reform
process.

Aid for Trade activities.
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