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Executive summary

This guide is designed to help policy makers, trade officials and researchers conduct
needs assessment studies on trade and human development under the Aid for Trade
(AfT) initiative conceived at the 2005 World Trade Organization (WTO) Ministerial
Conference in Hong Kong.

The AfT initiative is one of the most important development-related outcomes in
recent years. The declaration in Hong Kong stated that AfT should help developing
countries build supply-side capacity and trade-related infrastructure to help them ben-
efit from trade agreements and, more broadly, to enhance the contribution of trade to
development. The AfT initiative recognizes that existing trade negotiations need to be
complemented by stronger domestic policy and international cooperation. Least De-
veloped Countries (LDCs) already receive assistance under the Integrated Framework
for Trade Related Technical Assistance to LDCs, and this guide can be used to inform
and update the Diagnostic Trade Integration Studies under the Integrated Framework.
As with LDCs, many developing and middle-income countries also continue to face
problems with productive capacity: they generally have access to other markets but
cannot produce in sufficient quality or quantity. This can be because infrastructure
is weak, markets are isolated or distant, and bureaucracy is onerous or international
rules too complex. According to estimates of the Organisation for Economic Coopera-
tion and Development (OECD), Official Development Assistance (ODA) commitments
in the aid categories associated with the definition of AfT accounted for $21 billion on
average between 2002 and 2005. Assuming that donors meet commitments to scale up
aid up to $130 billion in 2010, ODA in the categories most closely associated with AfT
could increase by $8.5 billion.

The trade needs assessment reports resulting from using this guide are intended
to make trade and development policies more integrated with each other and thus
conducive to human development. The needs assessments will result in concrete and
actionable recommendations aimed at mainstreaming trade in national development
strategies. The regional dimension, however, remains crucial. Maximizing coordina-
tion between regional economic communities and individual member countries will
help ensure agreement on which projects are ready for support and what their imple-
mentation time-frame should be. Typically, an AfT needs assessment contains chapters
on the macroeconomic and business environment; trade and investment policy; trade
facilitation; and various sectors of the economy and the analysis of the impact of spe-
cific trade measures on human development. The guide does not suggest trade policy
advice or provide regional and country analysis, but presents tools and methods for
looking at trade policies from a human development point of view. Finally, the AfT
needs assessments should not make AfT conditional on trade liberalization. Rather, the
primary intention is to use AfT for the development of trade, using whatever means
are appropriate.
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Trade and human development

Poverty is traditionally defined as a lack of income or ability to consume. Yet, the
human development approach goes beyond income and consumption. Human devel-
opment is about expanding the ability of people to make choices that improve their
lives. Whilst consumption and income are important, human development has been
defined as 'human flourishing in its fullest sense — in matters public and private, eco-
nomic and social, and political and spiritual’ — and, according to Nobel prize-winner
Amartya Sen, as “a process of enlarging people’s choices and freedom.” Since women
have the most to gain from human development, gender must form an intimate part
of the needs assessments and should not be included just as a subheading or stand-
alone section. The Millennium Development Goals (MDGs), of which 3 and 5 deal with
gender equity and maternal health, are necessarily linked with the concept of human
development and trade. Even if the MDGs do not necessarily reflect all aspects of hu-
man development, they comprise the most comprehensive set of human development
goals and targets so far adopted.

The gains from trade are numerous, and extend beyond the immediate commercial
benefits. Trade and investment can contribute to human development by helping to
raise productivity, employment and economic growth. Trade and investment can also
increase the variety and quality of goods available to consumers, and help lower the
likelihood of political conflicts between countries. Yet, the links between human de-
velopment and trade are complex and not always easy to discern. They depend partly
on country-specific circumstances. To what extent does poverty exist, and what type?
What kind of trade reform is involved? What kind of natural endowments does the
country have? Many developing countries suffer from widespread rural poverty, al-
though some do not; many are members of the WTO, although not all; most countries
are involved in regional trade agreements; and several are rich in natural resources,
while some have none. These variations between countries underline the requirement
for the needs assessment exercises to be nationally-owned and driven.

Trade and underlying trade policies are redistributive in their nature, meaning that
they impact different population groups in different ways. Therefore, trade liberaliza-
tion may imply a net welfare transfer from one economic sector or group to another.
Policy changes and trade agreements are, nonetheless, only one of the factors be-
hind a country’s trade performance and their implementation might be not sufficient
to boost trade, exports and growth. Trade policy should be addressed together with
other aspects of industrial policy and the macroeconomic setting. Country-specific fac-
tor endowments, the business climate and comparative advantages can be at least as
important in the current global trading environment.

Despite the variations between countries and the challenges of linking trade policy
and human development, it is possible to identify a number of standard links between
human development and trade. The economic growth that may come with trade ex-
pansion is likely to enhance the rate of human development but not if it is accompa-
nied by environmental degradation, poorer health care and weakened security. The
relationships between trade, economic growth and human development are not au-
tomatic, and indeed it is possible to experience economic growth (accompanied by
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a significant level of trade) without any impact on human development. This guide
looks at trade and human development from multiple perspectives, including gender
and environmental considerations. This entails the identification of existing patterns
in the economy, market opportunities to increase people’s well-being, and the risks
arising from globalization that people should be prepared to face.

Successfully using trade to maximize the rate of human development depends
on the coherence of national and international policies. Government policy, includ-
ing trade policy, has a crucial role to play. This guide is not a blueprint and does not
cover the relationship between trade and human development in a comprehensive or
exhaustive manner. Rather, it aims to enable countries to systematically analyse their
capacity constraints, identify their needs in the current international trading context
and express them in a document embodying a credible and actionable programme
that enables them to benefit fully from AfT.

Trade needs assessments

The most important goal of the needs assessment studies is to identify a set of policy
recommendations and technical assistance needs aimed at improving the contribution of
trade to human development and poverty reduction. This set of recommendations should:

help overcome the identified constraints;

meet the costs of adjusting to current or anticipated trade agreements;
tackle institutional and infrastructure capacity limitations;

suggest action plans to remove bottlenecks and seize opportunities.

In order to derive these recommendations, the needs assessment studies should ana-
lyse the existing and potential impact of trade on human development. The use of par-
ticipation techniques and public consultations has had an increasingly beneficial impact
on policy-making. Participation brings political, legal and social benefits and can reduce
the risks of strong opposition and unrest. Trade policy is no different. The analysis should
include the perspectives of key stakeholders in government, the private sector, academia
and civil society. Thus, the main objectives of the analysis are the following:

e review current investment and trade policies and their linkages with economic
growth and human development;
assess the country’s business environment and investment climate;

e analyse selected existing (ex-post) trade policies and agreements — bilateral,
regional, and WTO — and those under negotiation (ex ante) for economic
growth, employment, equity and poverty, policy space and public sector capac-
ity implications;

e review economic and export performance as well as any specific constraints
that the country’s exports face in international markets;

e analyse key economic sectors for expansion of output, productivity, exports,
employment and sustainability;

e consider the impact of the above on poverty, inequality, social exclusion and
regional disparities, as well as on policies to address these and related develop-
ment challenges.

Aid for Trade and Human Development
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This is not a checklist but provides an indication as to the content of the needs
assessment exercises. Each country needs assessment will differ depending on its spe-
cific circumstances. The guide also proposes that the AfT study establishes a matrix of
specific policy recommendations and institutional reforms, outlining ways in which
trade might contribute more to economic growth, human development and poverty
reduction.

The second chapter briefly describes how trade can be mainstreamed into govern-
ment policies. The third chapter describes the link between trade and human develop-
ment from a theoretical perspective, examining the relationship between trade and
such factors as gender, environment and poverty. The bulk of this guide, beginning
with chapter four, offers practical guidance on undertaking AfT needs assessments.
Concepts such as trade mainstreaming and ownership should be central in any ap-
proach to this exercise.

While the human development perspective should be reflected throughout the
AfT study, practical and operational recommendations should be established on a sec-
tor-by-sector basis. Quantitative and qualitative tools and methods to address these
issues are presented in chapter 8 (sector assessments — including SWOT, value chain
analysis) and 9 (trade policy impact assessment — HDIA, PSIA, CGE, the gravity model).

Aid for Trade and Human Development




1. INTRODUCTION AND OVERVIEW

1.1 Background and objectives

This guide is designed to help policy mak-
ers, trade officials and researchers con-
duct needs assessment studies on trade
and human development under the Aid
for Trade (AfT) initiative conceived at
the sixth WTO Ministerial Conference in
Hong Kong in 2005. The concept of hu-
man development is central to this trade
initiative. The needs assessment reports
resulting from the guide are intended
to better integrate trade and develop-
ment policies and help improve govern-
ment planning. The needs assessments
will result in a policy action matrix pre-
senting concrete and actionable recom-
mendations based on the analysis, which
are aimed at mainstreaming trade in na-
tional development strategies. These rec-
ommendations should help coordinate
policy domestically and internationally,
towards the larger goal of poverty reduc-
tion and human development.

The guide first establishes the ration-
ale behind the needs assessments and in-
troduces the AfT initiative. A dedicated
chapter explains the logic connecting
trade with human development. The rec-
ommended structure of the study follows,
with suggestions as to the organization of
the needs assessments. Outlines of the sub-
stantive chapters are then presented. Typi-
cally, an AfT needs assessment will contain
chapters on the macroeconomic and busi-
ness environment; trade and investment
policy; trade facilitation; and various sec-
tors of the economy or the analysis of the
impact of specific trade measures on hu-
man development. This list is not definitive
and can be adapted as required.

" UNDP (2003).

The aims of human development are
reflected in the Millennium Develop-
ment Goals (MDGs), which among other
things aim to eradicate extreme poverty
and hunger, improve access to educa-
tion and health, empower women and
ensure environmental sustainability. The
specific, quantifiable goals expressed in
the MDGs correspond with the aims of
human development. For example, gen-
der inequality is an obstacle to human
development because in many societies
women work more than men, earn less,
go to school less and find it more difficult
to gain credit, knowledge, information
and wealth." Improving women's capabil-
ities and choices is thus inextricable from
development. This guide, therefore, is a
tool that aims to contribute to countries’
efforts to better use trade and trade-re-
lated assistance towards the achievement
of the MDGs, principally the achievement
of MDG 1 (‘Eradication of extreme pov-
erty and hunger’) and MDG 8 (‘Develop
a global partnership for development’).
It also aims to contribute to other MDGs
such as the promotion of gender equal-
ity, improved health and education, and
environmental sustainability.

1.2 Aid for Trade

The Aid for Trade initiative is one of the
most important development-related
outcomes of the sixth World Trade Or-
ganisation Ministerial Conference in
Hong Kong in 2005. The Ministerial Dec-
laration agreed in paragraph 57 that AfT
should aim to help developing countries
build supply-side capacity and trade-re-
lated infrastructure to help them benefit
from WTO trade agreements and, more

Aid for Trade and Human Development

INTRODUCTION AND OVERVIEW

1.

15



INTRODUCTION AND OVERVIEW

1.

16

broadly, to enhance the contribution of
trade to development.?

The task force established after the
Hong Kong Ministerial Conference rec-
ommended that the initiative should
cover six broad categories:

e trade policy and regulations, in-
cluding training trade officials,
helping governments implement
trade agreements and complying
with rules and standards;

e trade development, including
providing support services for
business, promoting finance and
investment, conducting market
analysis and e-commerce;

e trade-related infrastructure, which
includes building roads and ports;

e building new productive capacity,
and improving existing capacity
to produce goods and services in
various sectors of the economy;

e trade related adjustment, which
includes financial assistance to
meet adjustment costs from trade
policy reform, including balance
of payment problems resulting
from lost tariff revenues or from
the erosion of preferential market
access;

e other trade-related needs not cov-
ered under the above categories.

The task force further recommended
that AfT should build on existing trade-
related assistance mechanisms as well as
use existing guidelines for aid delivery, in
particular the Paris Principles on Aid Ef-
fectiveness.? In addition to emphasizing
a need for strengthening the monitor-
ing and evaluation of AfT flows at glo-
bal, regional and country levels, the Task
Force also recommended strengthening
country ownership of aid programmes,

and country-based formulation of trade-
related needs and priorities. It also rec-
ommended strengthening the donor re-
sponse to these trade-related needs and
priorities.

The task force made no proposals
about financial resources needed, where
the money should come from or how it
should be prioritized. The recommenda-
tions do not set out any mandatory ob-
ligations or responsibilities on the part
of donor countries. However, according
to OECD estimates, Official Develop-
ment Assistance (ODA) commitments in
the aid categories more closely associ-
ated with the Task Force’s definition of
AfT accounted for nearly $21 billion on
average between 2002 and 2005 ($11.2
billion to build economic infrastructure,
$9 billion to promote productive capaci-
ties and $0.6 billion for increasing the
understanding and implementation of
trade policy and regulations). In 2005,
this amount represented around a third
of total sector allocable ODA. Assuming
that donor commitments to scaling-up
aid up to $130 billion in 2010 are met,
ODA in the categories most closely as-
sociated with AfT could increase by $8.5
billion.

Accordingly, the task force placed the
onus on countries that aspired to benefit
from AfT to determine their trade-relat-
ed needs and priorities in a demand-driv-
en fashion and within the overall context
of national development or poverty re-
duction strategies. For countries whose
trade-related needs and priorities have
not been identified, a first step could be
for the government to conduct appropri-
ate national needs assessments, involv-
ing consultations with all relevant stake-
holders, and taking into account current

2 http://www.wto.org/english/thewto_e/minist_e/min05_e/final_text_e.htm#aid_for_trade.

United Nations (2005).
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trade policies and agreements and their
poverty reduction and human develop-
ment implications.

It has been recognized that some
countries require technical and financial
assistance to support this process leading
to an action plan — a set of policy recom-
mendations, priority technical assistance
needs, specific projects to overcome the
identified constraints as well as adjust-
ment measures related to current trade
agreements — that will constitute the
basis for negotiating AfT funding sup-
port from development partners.

The eligibility criteria for AfT initia-
tives and funding are usually that the
country should be a developing country
or Least Developed Country (LDC). Econ-
omies in transition, which are not for-
mally classified as developing countries,
will also benefit. It is expected that AfT
activities in all countries will focus on the
harmonization of free trade agreements
(FTAs), WTO accession or membership,
capacity-building and trade facilitation.
Given that AfT is a demand-driven pro-
gramme that responds to the needs of
recipient countries, it is expected that
trade-related assistance will also con-
tinue to concentrate on diversification
of exports, trade-related infrastructure,
trade policy and regulations and building
productive capacity.

1.3 The need for a guide

This guide has been developed in light of
the general recognition that trade can in-
crease the rate of economic growth, which
in turn has the potential to raise the level
of human development. However, the link
between trade and human development
is not always clear and requires analysis.
The guide aims to help meet this ana-
lytical challenge. The second chapter de-
scribes how trade could be mainstreamed

into government policies. The third chap-
ter describes the link between trade and
human development from a theoretical
perspective, while chapter four onwards
offers practical guidance for undertaking
AfT needs assessments.

Successfully using trade to maximize
the rate of human development depends
on the coherence of national and inter-
national policies. This guide aims to help
improve government and international
policies. With appropriate government
policies, increased growth can lead to
poverty reduction, a more equitable dis-
tribution of income and improved social
services. But the relationships between
trade, economic growth and human de-
velopment are not automatic, and in-
deed it is possible to experience econom-
ic growth (accompanied by a significant
level of trade) without any impact on hu-
man development.

The guide is not a blueprint and does
not cover the relationship between trade
and human development in a compre-
hensive or exhaustive manner. Rather, it
aims to enable countries to systematically
analyse their capacity constraints, identi-
fy their needs in the current internation-
al trading context and express them in a
document embodying a credible and ac-
tionable programme that enables them
to benefit fully from AfT.

1.4 Purpose of Aid for Trade
needs assessment studies

The most important goal of the needs
assessment studies is to identify a set of
policy recommendations and technical
assistance needs aimed at improving the
contribution of trade to human develop-
ment and poverty reduction. This set of
recommendations should:

e help overcome the identified con-

straints;
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e meet the costs of adjusting to cur-
rent or anticipated trade agree-
ments;

e tackle institutional and infrastruc-
ture capacity limitations;

e suggest action plans to remove bot-
tlenecks and seize opportunities.

In order to derive these recommenda-
tions, the needs assessment studies should
analyse the existing and potential impact
of trade on human development and vice
versa, with the aim of mainstreaming
trade and human development within the
development process. Key objectives are
to reduce poverty, narrow inequality and
promote gender equity. Where appropri-
ate, the analysis should make use of dis-
aggregated data by sex, age, location or
ethnicity.

This supporting analysis should in-
clude the perspectives of key stakehold-
ers in government, the private sector,
academia and civil society. The main ob-
jectives of the analysis are to:

e review current investment and
trade policies and their linkages
with economic growth and hu-
man development;

e assess the country’s business envi-
ronment and investment climate;

e analyse selected existing (ex post)
trade policies and agreements
— bilateral, regional, and WTO
— and those under negotiation
(ex ante) for economic growth,
employment, equity and poverty,
policy space and public sector ca-
pacity implications;

e review economic and export per-
formance as well as any specific
constraints that the country’s ex-
ports face in international markets;
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e analyse key economic sectors for
expansion of output, productivity,
exports, employment and sustain-
ability.

This is not a checklist but provides an
indication of the content of the needs as-
sessment exercises. Each country needs
assessment will differ depending on spe-
cific circumstances. The guide also pro-
poses establishing a matrix of specific
policy recommendations and institution-
al reforms that outlines ways in which
trade might contribute more to econom-
ic growth, human development and pov-
erty reduction.

The AfT needs assessments should
not be considered in national isolation.
They should aim to maximize coordina-
tion between regional economic commu-
nities and individual member countries
to ensure agreement on which bankable
projects are ready for support, including
their implementation time-frame. By em-
phasizing the regional dimension, trans-
border infrastructure, customs, commu-
nications, and regulatory reforms will
be optimized to play the central role of
helping to consolidate regional markets,
integrate landlocked countries, realize
economies of scale and spur competitive-
ness.

Ultimately, an approach that goes
beyond national borders will enable the
production of multi-year costed pro-
grammes for AfT projects and activities
with a proposed financing framework
that captures different sources of finance,
and which covers cross-border projects.
Such multi-year programmes will be key
to anchoring trade in the long-term de-
velopment strategies of each sub-region.



2. TRADE MAINSTREAMING

In many countries, trade is not fully incor-
porated into national development poli-
cies. Mainstreaming trade into develop-
ment policies can help harness the bene-
fits of trade, mitigate its possible negative
impacts and improve the rate of develop-
ment. The AfT needs assessment should
help to mainstream trade into integrated
national development strategies.

International trade, alongside appro-
priate domestic policies, can raise house-
hold incomes and reduce the price of dai-
ly consumption items. Countries can use
export revenue to access a wider range
of goods and services, as well as to gain
technologies and knowledge needed to
increase the productivity and competi-
tiveness of local enterprises. Trade also
stimulates entrepreneurship, creates jobs
and promotes learning. Finally, interna-
tional trade attracts foreign direct in-
vestment, which in turn can provide new
opportunities for employment, produc-
tion and exports. On the other hand, the
transition towards a new trade regime
can be painful, especially for the poor
and most vulnerable groups. The loss of
jobs in selected sectors, temporary reduc-
tion in government spending due to re-

Box 2.1 Policy space

duced tax revenues, and increasing food
prices for some product groups are some
of the examples of possible short- term
trade-related negative shocks that some
countries have experienced.

Given that the relationship be-
tween trade and improved incomes is
not automatic, and that it needs to be
managed, it is extremely important to
make trade compatible with national
development strategies. For trade and
investment to raise household incomes
and reduce poverty they need to be in-
tegrated into a national poverty-reduc-
tion strategy. This requires raising the
profile of trade within the context of
development, and improving coordina-
tion between public policies, sequenc-
ing policies in the right order, mobiliz-
ing a range of stakeholders from gov-
ernment agencies to donors and the
private sector and upgrading capacities.
Trade mainstreaming is so important
that it could be worthy of a separate
chapter or section within the AfT needs
assessments. Trade mainstreaming is in-
evitably interconnected with the con-
cepts of national ownership and policy
space (see Box 2.1).

The concept of policy space achieved prominence in the early 2000s, partly as a
response to the UNCTAD Xl and Xll conferences. It can be defined as the ability of
governments to adopt and promote policies adapted to their country’s develop-
ment needs. The concept was developed partly in response to shortcomings in the
Washington Consensus, a set of economic guidelines promoted during the 1980s
and 1990s, which urged standard policies on most developing countries: budgetary
restraint, current- and capital-account liberalization, privatization and deregulation.
The idea of policy space has particular relevance for trade policy, where some com-
mentators charge that the international trading environment has limited the ability
of countries to pursue trade policies that suit their development requirements.
Governments thus require policy space to pursue human development goals.
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Critics of the Washington Consensus and others argue that there is no one-size-fits-
all blueprint for economic development.* A number of development options are
available, including in the areas of investment, fiscal and trade policy. Some of these
options can help promote productive capacity, which is seen as increasingly impor-
tant for poverty reduction and economic growth.** If countries are being asked to
liberalize trade, albeit should not impede their ability to develop products to sell in
foreign markets. Proponents of the infant-industry argument suggest that unless
developing countries have room within which to promote certain industries over
a number of years, they may remain stuck with low value-adding activities. Policy
space can thereby help industries to move up the value chain.

Nevertheless, when maintaining policy space, developing countries need to carefully
assess how it impacts their trade policy options. For example, a regional commitment
to reducing trade barriers (which usually involves a restriction on the ability to alter
tariff levels and other trade-related policies) may increase trade flows and inward
investment. These countries must assess whether the gains from regional liberali-
zation outweigh the benefits of maintaining the trade barriers. Most economists
would favour the former course of action, although some may prefer the latter to
protect an industry with a view to establishing a future comparative advantage.***

Malaysia has historically placed a high value on maintaining policy space by, for example,
resisting advice from the International Monetary Fund not to impose capital controls to
stem capital flight in the late 1990s. It also reneged on a commitment under the ASEAN
Free Trade Agreement to lower tariffs on automobiles. The aim was to protect its do-
mestic carmaker, Proton. Kuala Lumpur believed that it could establish an international-
ly competitive car industry by changing tariff policy as it saw fit. Whether this strategy
to maintain space was successful is another question. In contrast, Slovakia‘s car industry
has achieved considerable success using a more open strategy. In 2007, national per
capita car production at three mostly export-orientated plants — Volkswagen, Peugeot
Citroen and Kia — was the highest in the world. However, this is partly also due to the
country’s proximity to Europe and membership in the European Union.

* Gay (2007); Gore (2000); Fine, Lapavitsas and Pincus (2003); Rodrik (2002).
** UNCTAD (2005).
*** Chang (2002).

2.1 Trade mainstreaming and
national ownership

The process of trade mainstreaming must
be based on national ownership and politi-
cal commitment. Basing analysis and rec-
ommendations on actual conditions in the
country rather than on a general template
helps achieve the appropriate level of spe-
cificity. In part, this means ensuring that
the country needs assessments are owned
by national policy makers and stakehold-
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ers, who can identify important features
of the economic and human development
environment.

National ownership also makes it
more likely that recommendations will be
carried out. If policy makers and national
researchers drive the process — rather
than measures being imposed from out-
side — they may be more willing to see
them through to their conclusions. The
objective of the AfT needs assessments



may also partly be to develop the capac-
ity of national researchers, which means
that they should be able to update the
needs assessment studies and to conduct
new ones in future. In some cases, the de-
velopment of AfT studies may in part be
a learning process.

Practical experience has shown that

national ownership can be fostered

through:*

e strong political support;

early involvement of stakeholders;

broad-based participation;

positive incentives;

a common understanding of ob-

jectives;

e measurable objectives and out-
comes.

International agencies can play an
important role. They can help guide
national researchers through the proc-
ess and compare the national needs as-
sessments with others in the region and
around the world. Comparisons help dis-
cern overarching themes without giving
the appearance of blueprints. They can
help improve international policy coor-
dination. Unusual comparisons can often
produce surprising results. Finally, devel-
opment partners within a country can

help foster national ownership by play-
ing a coordinating role and by respond-
ing to the needs of government.

Experience has shown that trade can
be institutionalized by incorporating it
into government policy and national
laws. A notable example of trade main-
streaming in action was Japan’s power-
ful Ministry of Economy, Trade and In-
dustry, formerly known as the Ministry
of International Trade and Industry. The
Ministry implemented and coordinat-
ed much of Japan’s post-war economic
strategy. Its role covered trade policy
in the very broadest sense, and helped
generate rapid growth in Japan until
the 1980s.

As shown in Box 2.2, in most low-in-
come countries a key national development
strategy statement where trade objectives
should be mainstreamed is the Poverty Re-
duction Strategy Paper (PRSP). Trade can
also be integrated in other policy and or-
ganizational areas, including government
ministries and departments, inter-agency
coordination, foreign policy, investment
policy, public-private initiatives, environ-
mental policies, dialogue with donors, and
international alliances with like-minded
countries at forums such as the WTO.

Box 2.2 Development as an entry point for trade mainstreaming

As indicated by Sok (2006), there has been a separation between ‘trade and de-
velopment cultures’ until recently. Trade has been narrowly focused on trade po-
licy, legal reforms and WTO accession, missing out on opportunities for increasing
trade by capitalizing on existing development programs and financing. To address
this shortcoming, linkages between trade and development have to be made more
visible. Development initiatives to reduce poverty through broad-based and equi-
table economic growth, as well as financing measures such as loans, credits and
guarantees for macroeconomic adjustment, could be better integrated and refo-
cused to promote trade. The two cultures of trade and development also need to
be reconciled through better coordination and a coherent framework such as PRSP
as well as the incorporation of a trade component into development programmes

4 United Nations (2005).
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and projects. These development projects can provide entry points for the mains-
treaming of trade, for example, infrastructure projects connecting productive rural
farming areas to agricultural markets or offering landlocked countries an outlet
to the sea through transit corridors. Thus, the objectives of trade mainstreaming
should include the following:

policies and programmes to bring together trade, development and finance
communities (Sok 2006);

advocacy on sound trade policy and incorporation of trade issues in sector
activities (Tsikata 2006);

accession to WTO.

The experience of the World Bank and the Department for International Development
(DFID-UK) with integrating gender and environment in their development work could
be applied to the mainstreaming of trade through the following actions (Tsikata 2006):

participatory institutional sector strategy involving all the key stakeholders
(government, donors, private sector, civil society);

conceptual framework for integration of trade into operational strategy;
development of diagnostic tools;

identification of dedicated staff to mainstream trade at the operational level;
establishment of formal links with related sectors, e.g., trade, development
and finance (Sok 2006);

monitoring of mainstreaming against benchmarks;

identification of skills mix, gaps and strategy for the medium term.

Examples of trade-related activities by region include:

Europe and Central Asia: support for WTO accession, a more favourable ex-
port tariff structure, trade and transport facilitation, diagnostic work;

East Asia: initiatives to enhance competitiveness;

Latin America, the Caribbean, Middle East and North Africa: needs assessments
to identify trade policy and technical assistance needs, export development;
Sub-Saharan Africa: trade facilitation, e.g., integrating sanitary and phy-
tosanitary standards into policy, national strategies and projects, and trade
needs assessments.

Sources: http://www.tradeforum.org/news/fullstory.php/aid/1089. http://www.worldbank.org/ieg/
trade/docs/trade_evaluation.pdf; http://www.mcc.gov.

2.2 Levels of trade
mainstreaming

Key to the success of trade mainstream-
ing initiatives is maintaining cohesion
and coordination among the different
groups in the public and private sectors,
labour, other civil society organizations
as well as development partners. This
can be achieved by creating coordinating
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mechanisms composed of representatives
of the major stakeholder groups. They
will promote broad-based consultations
between the business, labour and other
non-governmental organizations, and
relevant government agencies to formu-
late trade strategies, action plans and
project proposals using diagnostic tools
such as SWOT and value chain analysis to
identify needs.



Trade can be mainstreamed at the poli-
ay, institutional and donor-govern-
ment levels:®

Policy. Mainstreaming trade at the
policy level means integrating trade
with national development strate-
gies and PRSPs, as suggested above,
and with sectoral policies. In order to
understand how trade will affect the
poor in a particular country, a com-
prehensive review of the economy
needs to be undertaken at sectoral
level or at sub-sectoral level, for ex-
ample covering specific commodities
and manufacturing.

Institutions. Lessons from earlier ex-
perience show that trade-related aid
works best if a suitable institutional
set-up is achieved beforehand. Some
time should be devoted to determine
what particular set-up will work in the
specific country concerned. An AfT
dedicated national focal point may be
set up, usually in the Ministry of Trade.
Any existing interdepartmental com-
mittees (e.g. Trade Facilitation Com-
mittee) should also be used in order
to avoid duplication and ensure sim-
plicity. Apart from government stake-
holders, other institutions that should
be involved include academia, think
tanks, business associations, trade
unions, standard and quality control
agencies, investment promotion agen-
cies and export promotion boards.

5 United Nations (2005).

Government-donor dialogue. The main-
streaming of trade will be better achieved
if, during dialogue between government
and donors, trade-related issues are rou-
tinely made central to discussions. Trade
should be on the agenda for consultative
group and roundtable meetings as an in-
tegral part of all development-related dia-
logue rather than in an ad hoc manner.

Good examples on how to imple-
ment trade mainstreaming can be tak-
en from the experiences collected in
trade facilitation.® Trade mainstreaming
and trade facilitation are inextricably
linked, since trade facilitation compris-
es a range of ‘behind-the-border’ issues
that require the involvement of sev-
eral government institutions and other
stakeholders. The coordination of these
institutions and stakeholders is particu-
larly important. Trade facilitation itself
will need to be mainstreamed, so that
policy makers, institutions, government
and donors come to see trade not as an
isolated issue, but as something which
should underlie a number of their ac-
tivities. A practical and effective main-
streaming initiative is to establish a
National Trade Facilitation Committee
(NTFC). The Committee (see Box 2.3)
should be responsible for a range of
trade-related topics, such as reforming
trade and investment policy, removing
bottlenecks, addressing infrastructural
weaknesses and developing human re-
sources capacity.

¢ Trade facilitation is defined by the WTO and OECD as the simplification and harmonization of international trade procedures, including
the activities, practices and formalities involved in collecting, presenting, communicating and processing data and other information

required for the movement of goods in international trade.
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Box 2.3 National Trade Facilitation Committee

The main purpose of the National Trade Facilitation Committee (NTFC) is to create a
sustainable and transparent consultative mechanism to serve as an inter-institutional
national forum where all interested parties in the nation’s international trade (no-
tably from both the public and private sectors), work together to identify their res-
pective trade facilitation problems and priorities. Given the considerable importance
of non-tariff barriers to trade imposed by restrictions on international and transit
transport, the participation of transport authorities (for example the Transport Mi-
nistry), transport operators and freight forwarders is essential. Some countries have
decided to create national trade and transport facilitation committees to ensure
intersectoral cooperation. The scope and objectives of the NTFC include:

improving the effectiveness of national trade facilitation;

establishing and maintaining a genuine partnership with all relevant stake-
holders;

identifying and prioritizing national trade facilitation related problems, and
suggesting measures to overcome them;

assisting the government in formulating and implementing a national trade
facilitation policy;

enabling an active participation in regional and international trade facilita-
tion forums;

providing a national forum for information collection and dissemination, and
knowledge sharing on trade facilitation issues (national, regional and inter-
national);

facilitating awareness-raising of issues related to trade facilitation;
increasing the priority of trade facilitation within the government.

Some lessons from national trade facilitation bodies can be found at http://www.unctad.org/en/docs/
sdtetlb20051_en.pdf.

Aid for Trade and Human Development



3. TRADE AND HUMAN DEVELOPMENT

3.1 Human development and its
relation to economic growth

Poverty is traditionally defined as a lack
of income or ability to consume. But the
human development approach goes be-
yond what it sees as a limited definition
of income and consumption. The human
development approach makes people
the ends rather than the means of de-
velopment, so that increased income and
consumption are valuable only insofar
as they improve people’s lives. Human
development is two-sided. It involves
forming people’s capabilities through
improved health, knowledge and skills.
It also involves using these capabilities
to achieve what is valued. The approach
also places more emphasis on the quality
and distribution of growth than conven-
tional measures like GDP. The underlin-
ing objective of human development is
to enable people to enjoy long, healthy
and creative lives.

The UNDP has published a Human
Development Index annually since 1990,
using three indicators — education,
longevity and income — as proxies for
knowledge, a long and healthy life and
standard of living.” A score is calculated
for each indicator and an overall index
value assigned to each country, ena-
bling international comparison. The re-
lationship between the three indicators
is multifaceted. More money tends to
give people more choices. Living long-
er suggests good health, which in turn
indicates a higher quality of life. A de-
cent level of education also contributes
to personal fulfilment. Countries with

high incomes do not always achieve
widespread education or good health
(although they tend to). Similarly, edu-
cation and health often, but do not al-
ways, lead to wealth creation. Each in-
dicator links with others and must be
addressed in its own right.

Higherincome is one of the three vari-
ables which can improve human develop-
ment. Economic growth can create jobs
and boost government revenues, part of
which can in turn be diverted into fur-
ther investment in health and education.
But there is nothing inevitable about the
relationship between economic growth
and human development. A Common-
wealth Secretariat/Overseas Develop-
ment Institute handbook on trade nego-
tiating strategies suggests, ‘...for growth
to be effective in reducing poverty it has
to be managed. Few of the poorest coun-
tries can achieve the levels of growth
that are sufficient by themselves to have
a significant impact on poverty. In such
contexts, growth and redistributive strat-
egies become key channels for achieving
poverty reduction objectives’.®

Increased trade and economic growth
can improve human development. But
human development is not just valuable
as an end in itself. The direction of cau-
sality can run the other way — from hu-
man development to increased economic
growth and trade. This is particularly rel-
evant in countries where human devel-
opment is seen as a ‘soft’ concern, which
should receive a lower priority than the
‘hard’ concern of wealth creation. In real-
ity, the two are linked.

7 See UNDP Human Development Report (any year) for the method of calculation of the HDI.

8 Stevens and Philips (2007).
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Many successful countries invested
strongly in human development policies
at an early stage. Singapore, which devel-
oped using an export promotion strategy,
provided universal health care and educa-
tion, reasoning that a healthy and con-
tented workforce would be more produc-
tive. The Republic of Korea placed high
priority on tertiary education and linked
university research with industry, much of
which was export-oriented. Korea had the
world’s highest rate of university enrol-
ment in 2004 and tertiary enrolments in
technical areas were over twice the OECD
ratio. These strong human development
policies were necessarily state provided. In
the fast-growing Asian economies, over-
all public investment grew rapidly in the
1980s and 1990s. In the Republic of Korea,
the public investment to GDP ratio grew
by 14 percent between the 1970s and the
1980s, and by an additional 14 percent
between the 1980s and the 1990s. During
the same period, Thailand’s ratio grew by
16 percent and 14 percent respectively,
and in Malaysia the ratio rose by 60 per-
cent.’ This public investment also included
spending on infrastructure and research
and development.

An emphasis on gender, education,
health, environmental sustainability and
poverty reduction can help improve eco-
nomic growth for a number of reasons:

e In the words of David Landes, “In
general, the best clue to a nation’s
growth and development potential is
the status and role of women”."® Gen-
der issues cut across all areas. If more
women participate in the workforce,
the pool of available labour is big-
ger. But gender policy can contribute
to economic growth in more specific
ways. Improved female literacy can

® UNDP (2005): 52 and table 10: p53, cited in Malhotra (2008): 2
0 Landes (1999).
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increase knowledge and productiv-
ity among women; lower population
growth (and raise GDP per capita,
as long as economic growth remains
constant or higher); lower infant
mortality; lower school dropout rates;
and improve nutrition.

Increasing the rates of primary, sec-
ondary and tertiary enrolment can
increase the availability of skilled la-
bour and human capital. A skilled en-
gineer, for example, may add more
value than a shopkeeper. Increased
levels of university education have
the potential to improve domestic in-
novation.

Better schooling helps spread entre-
preneurship. If a shoemaker can read,
he might be able to read about new
production techniques and move into
new areas.

Credit brings new people into the pro-
ductive economy. Enabling a farmer
to borrow money to buy a second or
third cow may allow him to sell the
surplus milk.

People who live longer and are
healthier tend to work longer and can
build up new skills and knowledge.
Someone in the advanced stage of
AIDS may be unable to contribute to
the productive economy. The econo-
mies of several African countries have
suffered heavily through this source
of depletion in human resources.
Reduced income differentials can im-
prove social harmony. Political and
social stability provide a basis for eco-
nomic growth.

In the era of climate change, it is in-
creasingly recognized that environ-
mental well-being has intrinsic bene-
fits. Many poor developing countries
have suffered disproportionately
from extreme weather because they



do not have the capacity or budget
to mitigate its impact. Floods in coast-
al areas have destroyed crops and
caused widespread human and infra-
structural damage, as has drought in
sub-Saharan Africa.

e In recent years, economists have
placed increased emphasis on the
role of technology and productivity
growth. Although a number of coun-
tries, mostly in East Asia, developed
to a certain level using high savings
and investment rates, the interna-
tional opening of markets means that
developing countries must increas-
ingly compete on grounds of efficien-
cy rather than production volume.
This means that developing countries

must place increasing emphasis on

domestic research, development and

innovation, each of which requires an
educated workforce.

The MDGs are necessarily linked
with the concept of human develop-
ment and provide an already well-
established monitoring mechanism."
Even if they do not necessarily reflect
all the aspects of human development,
they comprise the most comprehensive
set of human development goals and
targets yet adopted. Box 3.1 and Table
3.1 highlight MDG goals targets and in-
dicators that are expressly linked with
trade. Annex 1 provides a detailed de-
scription of all the MDGs with targets
and indicators.

Box 3.1 Millennium Development Goals and their links with trade

Goal 1: Eradicate Extreme Hunger and Poverty

Goal 2: Achieve Universal Primary Education

Goal 3: Promote Gender Equality and Empower Women

Goal 4: Reduce Child Mortality

[» Goal 5: Improve Maternal Mortality

nnnnnnnnnnnnnnn
nnnnnn

E Goal 6: Combat HIVIAIDS, Malaria and Other Diseases

(N Goal 7: Ensure Environmental Sustainability

8
qm] Goal 8: Develop a Global Partnership for Development

lllll
rrrrrr
nnnnnnnnnn

MDG 8 expressively indicates trade-related targets, namely:
e target 8.A: Develop further an open, rule-based, predictable, non-discrimina-
tory trading and financial system. Includes a commitment to good governance,

" The eight MDGs — which range from halving extreme poverty to providing universal primary education, all by the target date of
2015 — form a blueprint agreed to by all the world’s countries and leading development institutions (see Annex 1).
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development and poverty reduction — both nationally and internationally;

target 8.B: Address the special needs of LDCs. Includes: tariff and quota-free
access for LDCs' exports; enhanced programme of debt relief for heavily
indebted poor countries (HIPC) and cancellation of official bilateral debt;
and more generous ODA for countries committed to poverty reduction;

target 8.C: Address the special needs of landlocked developing countries and
small island developing States (through the Programme of Action for the Sus-

tainable Development of Small Island Developing States and the outcome.

Progress towards these targets is measured vis-a- vis the following set of indicators:
e (8.6) proportion of total developed country imports (by value and excluding
arms) from developing countries and LDCs, admitted free of duty;
e (8.7) average tariffs imposed by developed countries on agricultural products
and textiles and clothing from developing countries;
e (8.8) agricultural support estimate for OECD countries as a percentage of

their gross domestic product;

e (8.9) proportion of ODA provided to help build trade capacity.

3.2 Trade and human
development: theory and
framework

As discussed earlier, the links between
human development and trade are not
automatic, and they are complex and
not always easy to discern. They depend
partly on country-specific circumstances.
To what extent does poverty exist, and
what type? What kind of trade reform
is involved, and at what stage of trade
reform is the country at? What kind of
natural endowments does the country
have? Many developing countries suffer
from widespread rural poverty, although
some do not; many are members of the
WTO, although not all; most countries
are involved in regional trade agree-
ments; and several are rich in natural
resources, while some have none. These
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variations between countries underline
the requirement for the needs assess-
ment exercises to be nationally-owned
and driven.

Despite the theoretical challenges of
linking trade policy and human develop-
ment, it is possible to present a basic pro-
cedure for analysing the human develop-
ment impact of trade, based on commo-
nalities among countries. As suggested
above, by definition the increase in eco-
nomic growth that often comes with
trade liberalization (see table 3.1) is likely
to enhance the rate of human develop-
ment. However, if economic growth is
accompanied by environmental degrada-
tion, poorer health care, less leisure time,
lowered security or other concerns, then
it may have a negative impact on human
development.



Table 3.1 Selected mechanisms through which international
trade can have economic growth effects

Source of growth

Associated aspect of trade

1. Static and dynamic efficiency gains
arising from specialization according to
current comparative advantage

Openness
Exposure to international trade com-
petition

2. Increased capacity utilization

Increased import capacity

3. Increased investment

Economies of scale through selling to
domestic and external markets
Reduced costs of capital goods through
imports

Reduced costs of wage goods through
imports

4. Increased technology acquisition and
learning

O

Buyer-seller links

Machinery and equipment imports em-
bodying foreign technology

Exports that have great potential for
learning through technology transfer

5. Structural change

Composition of exports and imports
Product and market diversification

6. Releasing the balance-of-payments
constraint on economic growth

OooooO|oo

O

Export growth

Import substitution

Reduced income elasticity of imports
Increased elasticity of export growth
with respect to growth of world income
Reduction of non-essential imports

Source: UNCTAD 2004.

In addition to income, a number of
transmission channels can be identified,
including employment, prices, taxes and
transfers, and the access to goods, serv-
ices and assets. In turn, four pillars of
human development can be seen to be

2 UNDP Colombo Regional Centre (2008 - draft).

related to trade: productivity, equality,
sustainability and empowerment.' Table
3.2 summarizes links between trade and
these key pillars of human development
and relates them to the MDGs.
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Table 3.2 Relationship between trade, MDGs and the pillars of
human development

Pillar of hu-
man develop-
ment

Related MDGs

Relationship with trade

Productivity

1,2,3,4,56

Increased productivity (achieved partly through
better education and health care) enhances hu-
man capabilities, allowing people to benefit from
trade. It also raises the economic growth rate.
MDGs 1-6 all relate to improvements in health,
gender, education and incomes, each of which can
enhance productivity.

Equality

1,2,3

Enhanced equality can help ensure that all groups
benefit sufficiently from trade policy changes. A
more equitable income distribution may render
trade policy changes more sustainable. Trade pol-
icy should aim to help eradicate extreme poverty
and hunger, as well as improve education and
gender balance.

Sustainability

Sustainability means preserving developmental
achievements. Trade-related changes must ensure
that resources are not used in a way that depletes
them or prevents future generations from improv-
ing their welfare. It is not just MDG7 that relates
to sustainability. MDGs 1-6 each contribute to the
long-term success of trade-related changes.

Empowerment

1,2,3,5 8

This refers to the ability of people to influence
the processes and events that affect their lives.
If changes to trade policy cause a worsening of
working conditions or result in more menial la-
bour, they can reduce empowerment. Conversely,
if trade policy changes increase incomes or im-
prove working conditions they can give people
greater control over their own lives. Most of the
MDGs contribute to empowerment. The creation
of a global partnership for development, MDGS, is
intended partly to institutionalize empowerment
as a development issue.

Source: Adapted from Resource Book for Human Development Impact Assessment of Trade
Policy, draft, UNDP Regional Service Centre, Colombo, 2008.

The AfT study can look at human de-
velopment from multiple perspectives.
The first entails the identification of exist-
ing patterns in the economy and the rela-
tive opportunities to increase well-being,
as well as the increased risks from globali-
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zation. In doing so, the study should fo-
cus on opportunities and threats that are
explained by stronger interactions with
international markets. While the human
development perspective should be re-
flected throughout the AfT study, prac-



tical and operational recommendations
should be grounded sector by sector. Sec-
ondly, the opportunity of conducting a
policy impact assessment, rather than a
generic policy review, should be consid-
ered (e.g. WTO accession, Trade-Related
Aspects of Intellectual Property Rights
[TRIPs], or regional trade agreements).
This chapter offers an overall framework,
while more specific tools are described
in chapters 8 (sector assessments) and 9
(trade policy impact assessment).

Trade and underlying policies are re-
distributive in their nature, meaning that
they impact different population groups
in different ways. Therefore, trade liber-
alization may imply a net welfare trans-
fer from one economic sector or group
to another. A protected sector (e.g. car
production), including its firms and
workers, may lose from a tariff reduc-
tion while other enterprises and work-
ers employed in an export-driven sector
(e.g. textile, electronics, apparel) may
gain from an increased access to foreign
markets. Changes in the country’s trade
volumes and its relationship with inter-
nal economic growth and inequality may
explain how economic variables influ-
ence people’s lives. It must be acknowl-
edged that, while trade gains usually
are consolidated only after five or more
years, the negative impact on losers is
often immediate. Therefore, the analysis
should differentiate between short-term
and long-term effects. Trade liberaliza-
tion, as previously discussed, may force
households to adopt coping strategies
to mitigate the effects of job loss and in-
creased vulnerability. Coping strategies
take the form of arrangements between
individuals (e.g. family support) and com-
munities (self-help groups), when sav-
ings, job or health insurance are absent.
Without state support, these strategies

> OECD (2007).

(e.g. consumption loans, selling of assets)
may translate in a net reduction of liv-
ing standards, while producing changes
in inequality and gender equality. Long-
term coping mechanisms include moving
into the shadow economy and labour mi-
gration. According to the OECD Employ-
ment Outlook, ‘The impacts of globaliza-
tion on labour markets are manageable,
but international economic integration
increases the urgency of enacting pro-
growth and pro-employment policies,
which also ensure that political support
for open trade and investment will not
be eroded by excessively high level of
insecurity or inequality’.”® An effective
and adequate welfare system must be
in place to reduce insecurity and provide
opportunities for the newly unemployed
to get back into the labour market.

Policy changes and trade agree-
ments are nonetheless only two of the
factors behind a country’s trade per-
formance. Their implementation might
be not sufficient to boost trade, exports
and growth. Country-specific factor en-
dowments and comparative advantages
(such as a relatively cheap and highly
educated workforce and availability of
land) are even more important in the
current global trade environment. En-
terprises will also find themselves in al-
ready established international markets
which have specific rules and dominant
players. The current trade architecture
and protectionist policies in most de-
veloped countries in sectors of particu-
lar interest to developing countries are
regarded as a significant obstacle for
developing export productive capacity
in emerging economies. Starting from
these basic notions, the inter-linkages
between human development and trade
can be mapped using a step-by-step
process as outlined in Figure 3.1.
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Figure 3.1 Trade and human development
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In summary, the analysis should in-

clude:
[ ]

immediate redistribution effects
of trade liberalization with special
attention to vulnerable groups
(e.g. farmers, informal sector,
gender inequalities);

estimated impacts of liberaliza-
tion on trade volumes, economic
structure and inequality (e.g.
wages and factor productivity);
expected risks of potential trade
shocks and their impact on the
economy (e.g. food and energy
prices).

Among other factors, the following
impacts of trade are relevant for an AfT
analysis:

impact on access to services:
changes in type and quality of
service (and goods) available;
impact on health and education:
changes in well-being, physical
capabilities, changes in access to
and/or quality of learning;

impact on lifestyle and culture:
changes in the ways in which in-
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N\

Economic growth
and inequality

e

Country specific factor
endowments (e.g.
geography, institutions)

dividuals and families organize
themselves, including changes in
gender roles;

impact on income and inequality;
impact on household expenditure
patterns, including consumer bas-
ket;

impact on food security;

impact on the environment.

The changes in trade patterns are
transmitted to households through the
following three main channels: prices,
production and social expenditures.

Prices. Changes in prices modify
the prices at which households
and individuals sell and buy prod-
ucts. A case in point is the adverse
effect of declining agricultural
commodity prices (e.g. coffee, cot-
ton) on small-scale farmers. Many
households have been forced to
sell assets and cut down essential
expenditures (e.g. food and chil-
dren’s school fees) due to price
changes. Box 3.2 provides further
details.



Box 3.2 Price channel: International and national prices

Even if trade policies are liberalized and tariffs do not impose substantial increases
on consumption prices, the price that households find in the marked (retail price)
may be different from the border price. Usually, lack of competition, poor transport
infrastructure and underdeveloped retail channels are responsible for considerable
increases in final consumer prices.

Border price

Taxes, regulation, distribution, procurement

Wholesale price

Distribution, taxes, regulation

Retail price

Technology, random shocks

For the purposes of the AfT needs assessment, each stage in the process can be
analysed to determine the impact of a change in price on the household, and an
attempt made to determine whether transmission mechanisms are working. The
transmission from the wholesale price to the retail price may not operate effectively
if there are problems with distribution, taxes, regulation or cooperatives. This pro-
cess may be done anecdotally, for a representative good, or, if possible, for all likely
goods in a proposed trade liberalization to establish to what extent the price effects
of the proposed or actual liberalization pass through to the household.

Source: Adapted from McCulloch et al (2001).

e Employment and productive ca- ernment revenues, which in turn
pacity. Trade liberalization and may influence social expendi-
increased trade volumes likely tures. The main impact is expect-
change incentives for individuals ed due to a reduction of tariff
and enterprises and have an im- and excise revenues.
pact on wages (employees) and
profits (entrepreneurs). They may Box 3.3 poses and answers a series of

increase or decrease overall and questions related to the previously iden-
wage inequalities and the size of  tified transmission channels. It highlights
the shadow economy. how transmission channels may influ-

e Government revenues and so- ence the impact of trade liberalization,
cial expenditures. Trade policy and the related outcome that can be ob-
changes have short-term and  tained in the attempt to reduce poverty
long-term direct impacts on gov-  and social exclusion.
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Box 3.3 Trade, trade policy and poverty: What are the links?

Will the effects of changed border prices be passed through to the rest of the economy?
Trade policy and shocks operate primarily via prices. If price changes are not trans-
mitted, for instance when governments continue to fix the internal prices of goods
which they have ostensibly liberalized internationally, the most direct effects on
poverty (positive or negative) will be nullified.

Is reform likely to destroy effective markets or create them and will it allow poor
consumers to obtain new goods?

Perhaps the most direct effect of trade reform on poverty is via the prices of goods/
services in which poor households have large net positions. The largest price shocks
occur when either the initial or final price is finite and the other infinite (i.e. when
there is no market). A shock that completely undermines an important market —
e.g. for a cash crop or a form of labour — is likely to have major poverty implications.
Similarly, bringing new opportunities, goods or services to the poor can greatly en-
hance welfare.

Is it likely to affect different household members differently?

Within a household, claims on particular goods and endowments of particular assets
(labour) are typically unevenly distributed. This raises the possibility that poverty
impacts are concentrated on particular members, usually females and children, who
may lose personally even when the household in aggregate gains.

Will its spillovers be concentrated on areas / activities of relevance to the poor?
Sectors of an economy are interlinked and, if substitutability is high, a shock will be rea-
dily transmitted from one to another. Frequently, the diffusion will be so broad that it
has little effect on any particular locality or sector, but sometimes — e.g., where services
are traded only very locally — the transmission is narrow but deep. Then it is necessary
to ask whether the second round effects have serious poverty implications. Agricultural
stimuli can confer strong benefits on local economies via benign spillovers.

What factors are used intensively in the most affected sectors? What is their elasticity
of supply, and why?

Changes in the prices of goods affect the functional distribution of income according
to factor intensities. Predicting either the price effects or the factor intensities of affec-
ted sectors can be complex, as was seen with the Latin American reforms of the 1980s
and 1990s. In addition, if factor supplies show some elasticity, part of a trade shock will
show up as changes in employment rather than in factor prices. In the limit, a perfectly
elastically supplied factor will experience only employment effects. This is most per-
tinent for labour markets. If the prevailing wage is determined by subsistence levels,
switching people from one activity to another has no perceptible effect on poverty. If,
on the other hand, the trade-affected sector pays higher wages (because, say, it has an
institutionally enforced minimum wage), increases in activity will tend to reduce po-
verty and declines increase it. The formal/informal divide is important in this respect.
In all this, it is important to remember the difference between the functional and the
personal distribution of income. Falling unskilled wages generate poverty only to the
extent that the poor depend disproportionately on such wages.

Will the reform actually affect government revenue strongly?
One’s immediate reaction is that cutting tariffs will reduce government revenue.
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While in the limit this clearly true — zero tariffs entail zero revenue — many trade
reforms actually have small or even positive revenue effects, especially if they convert
non-trade barriers into tariffs, remove exemptions and get tariff rates down to le-
vels that significantly reduce smuggling. Even where revenue falls, it is not inevi-
table that expenditure on the poor will decline. That, ultimately, is a policy decision.

Will it lead to discontinuous switches in activities? If so, will the new activities be
riskier than the old ones?

If a trade liberalization merely changes the weights of a given set of outputs in total
economic activity, it will most likely reduce risk: foreign markets are likely to be less
variable than domestic ones, and even if they are not, risk spreading is likely to reduce
overall risk. If, however, trade reform leads to more or less complete changes in activi-
ties, there is a possibility that risk increases if the new activity is riskier than the old one.

Does the reform depend upon or affect the ability of poor people to take risks?
The very poor are likely to be seriously risk averse. As the consequences of even small
negative shocks are so serious for them, they will tend not to welcome a change that
raises mean income and increases their chances of higher incomes if at the same time
it also increases their chances of lower incomes. This might make them unwilling to
adjust to seize opportunities that are beneficial in mean income terms and hence
leave them only with the negative elements of a reform package. Similarly, if a reform
makes it more difficult for the poor to continue their traditional insulation strategies,
it may increase their vulnerability to poverty even if it increases mean incomes.

If the reform is broad and systemic, will any growth it stimulates be particularly
unequalizing?

Economic growth is the key to sustained poverty reduction. Only if it is very unequa-
lizing, will growth increase absolute poverty. One possible concern is if liberalization
strongly increases exports of minerals or plantation crops at the expense of other
more labour intensive goods. Even here, however, while the initial impact of such a
shock may hurt the poor, if it induces long-lived increases in economic activity, the
demands for non-traded goods and services is likely eventually to trickle down into
income growth for the poor. In such cases, however, there is a strong case for spee-
ding up the redistribution through more direct measures such as social programmes.

Will the reform imply major shocks for particular localities?

Large shocks can create qualitatively different responses from smaller ones — for
example, markets can seize up or disappear altogether. Thus, if a reform implies very
large shocks for particular localities, mitigation in terms of phasing or, better, com-
pensatory-complimentary policy could be called for. There is a trade-off, however,
for typically larger shocks will reflect bigger shortfalls between current and poten-
tial performance and hence larger long-run gains from reform.

Will transitional unemployment be concentrated on the poor?

The non-poor will typically have assets that carry them through periods of adjustment.
This might be unfortunate for them, but it is not poverty strictly defined. The poor, on
the other hand, have few assets, so even relatively short periods of transition could in-
duce descent into deep poverty. If the transition impinges on the poor, there is a strong
case for using some of the long-run benefits of a reform to ease their adjustment strains.

Source: Winters (2000).
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3.3 Trade, gender and human
development

Gender should be central to any analy-
sis of trade and its dynamics. Any gender
analysis starts from the acknowledgment
that policies have different impacts on
men and women (and boys and girls) and
influence their economic and social be-
haviours (and opportunities) differently.

One of the examples often cited in
the literature is the employment of young
women in export-oriented textile compa-
nies in Asia. The experience shows that
the expansion of export industries may
generate new employment opportunities
for women. Nonetheless, while economic
opportunities allow for greater freedom
and economic independence, additional
burdens may fall on women and mothers.
The question of gender and trade has a
multiple interface with economic and so-
cial dimensions, because of women'’s con-
temporary roles as economic agents and
caretakers. The situation is further compli-
cated by cultural norms, and the lack of
support services that are available in west-
ern economies. The sequencing of trade
liberalization decisions should take into
account their impact on gender equity.

The identification of gender barriers
should also be central to AfT needs assess-
ments. The main question is if and how a
change in the current trade patterns influ-
ences the situation of men and women
and contributes to gender equality. Gender
equity can be defined by ‘recognizing that
men and women often have different needs
and priorities, face different constraints,
have different aspirations and contribute to

'“ DFID (2002).

development in different ways'." The open-
ing of an economy to international trade
often implies adverse short-term negative
shocks or adjustments, and given women'’s
vulnerability that is exacerbated by existing
inequalities, the negative effects of trade
liberalization are likely to be felt more by
women than men. Shuttle trade, for ex-
ample, has helped women escape from
unemployment and poverty, but it has also
increased vulnerability and economic risks.™

Gender inequality, if interpreted through
its economic dimension, can be described
by looking at differences in:'®
e employment opportunities (partici-
pation rate in all sectors and occu-
pations);
e returns from labor (wage equality);
e conditions of work and quality of
employment;
® access to basic services (such as
health and education);
e access to resources (such as land,
credit and business services);
e empowerment (participation in
decision-making);
e distribution of income inside and out-
side the household (or poverty levels).

Taking this into account, the AfT study
should first briefly summarize the coun-
try positioning towards gender equal-
ity through the use of secondary data,
including two key indices, the Gender
Related Development Index and Gen-
der Empowerment Measure."”” Box 3.4
highlights other dimensions that should
be taken into account throughout the
analysis (i.e., employment opportunities,
market pressures and access barriers) to
substantiate research findings.®

s Shuttle trade refers to the activity in which individual entrepreneurs buy goods abroad and import them for resale in street markets
or small shops. Often the goods are imported without full declaration in order to avoid import duties.

6 UN Inter-Agency Network on Women and Gender Equality (2004).

7 The HDI has been reworked to highlight gender issues and those two separate but strongly linked indices have been developed (see

UNDP 2007/2008 Human Development Report).

'® An example of a gender analysis of trade policies is the report China’s Accession to WTO: Challenges for Women in the Industrial Sector
produced by UNDP, UNIFEM, China International Centre for Economic and Technical Exchange, and the National Development Reform Commission.
The Women'’s Edge Coalition has tested a Trade Impact Review (TIR) framework to study benefits and drawbacks of trade agreements.
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Box 3.4 Measuring the impact of trade on gender

Gender statistics should be collected around the following three dimensions:

1. Impacts on employment opportunities

disaggregation of national and sector employment statistics by sex;
gender analysis of export sectors: percentage of women employed and

foreign direct investments: percentage of women employed and growth of

percentage of women employed in the informal sector and new entry in the

[
[ ]
growth rate of women employment;
[
women employment;
[ ]
formal sector;
e number of women involved in petty trading;
[ ]

changes in the previous data after trade liberalization or forecast about those
changes;

2. Impacts determined by market changes on gender discrimination and wage diffe-

rentials

e gender wage and productivity differentials;

e gender wage discrimination in the export sector, comparison with other sectors;

e gender wage discrimination in foreign direct investment (FDI), comparison
with other employers (state, private sector);

e percentage of female professional & technical workers;

e percentage of business women (i.e. women entrepreneurs, CEO, depending
on available statistics);

e women's underemployment;

e stability of women’s employment;

e percentage of women employed as shuttle traders;

e gender discrimination in the workplace (source: employment surveys);

e changesin the previous data after trade liberalization or forecast about those

changes;

3. Impacts on barriers to access resources and services by women

implementation of the labor legislation in regards to women'’s rights (e.g.

[}
maternity leave);

e access to social security, health and education;

e access to financial services including microfinance;

e availability of child care services and related costs (e.g., free of charge by the
state) in relation with available resources;

e dynamics of fertility of employed women.

Gender should also be integral to any
sectoral analysis. Many developing coun-
tries are dominated by agricultural pro-
duction. Low agricultural productivity can
cause poverty and restrict export competi-
tiveness. Since gender inequalities may

contribute to continued challenges in
raising agricultural productivity, gender
analysis of the agricultural sector is fun-
damental. In most developing countries,
women play a crucial — and often un-
derestimated — role in agriculture. Dis-
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cussions should include specific ways of
enabling women to better contribute
to, and benefit from, increases in agri-
cultural exports. It will be important to
discuss how increased agricultural ex-
ports will affect domestic food security.

An analysis of low productivity and its
causes may include a discussion of the ex-
isting use of tools and technologies. For
example, women often have less access
than men to modern technologies in ag-
riculture, with important implications for
economic growth and export opportuni-
ties. A study in Burkina Faso showed that
shifting existing resources between men'’s
and women'’s plots within the same house-
hold could increase agricultural output
by 10 to 20 percent.” A study in Kenya
concluded that giving women farmers the
same level of agricultural inputs and edu-
cation as men could increase their yields
by more than 20 percent.?

Such analysis can also help reveal the
impact of low skills and knowledge on
agricultural productivity. Improved train-
ing is vital in easing shortages of skilled
labour in both rural and urban areas,
although both women and men must
have the basic education to allow them
to benefit from upskilling. Girls generally
lag behind boys in primary and second-
ary education, while tertiary education is
also often gender-biased.

Land ownership is also likely to af-
fect productivity. Land is the most im-
portant asset for households and a key
input for production and as collateral
for financial and credit services. How-
ever, in many countries, women are less
likely than men to own or control assets,
and therefore have limited opportuni-
ties to effectively participate in econom-
ic activities. Ensuring women's property

' Udry, Hoddinott, Alderman and Haddad (1995).
2 Saito, Mekonnen, and Spurling (1994).
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and inheritance rights is a crucial step
in empowering women and improving
productivity.

The dimensions of human develop-
ment are often interlinked. Box 3.5 high-
lights a possible strategy — fair trade —
for linking sustainable trade with gender
empowerment. Furthermore, it is impor-
tant to consider trade and environment
from the dimension of gender. In many
developing countries, women play a key
role in the production of environmental-
ly friendly goods and services such as or-
ganic agricultural products and medicinal
herbs and plants. International markets
provide opportunities for such products:
fair trade labels often work with wom-
en’s associations to market their products
in Europe and the United States.

3.4 Trade and environment

Trade has an undeniable impact on the
environment. The production and ex-
change of goods and services can deplete
natural resources and produce waste and
emissions. Linkages between trade and
environment have been recognized at all
levels, including formal multilateral nego-
tiations. This recognition dates back to the
Marrakesh Agreement establishing the
WTO, and is now reflected in the works of
the WTO Committee on Trade and Envi-
ronment. As shown in OECD (2006) an in-
tegrated approach to poverty, trade and
environment is crucial for the following
reasons:

e environmental degradation hits
the poorest the hardest, since
poor people depend for survival
on a wide range of natural re-
sources;

e environmental commons (such as
grazing lands, waters and forests)



Box 3.5 Fair trade initiative

Economic benefits

Social benefits

Environmental benefits

High quality produc-
tion processes may at-
tract and be preferred
by some global buyers
Individual  suppliers
may be able to com-
mand higher prices by
directly accessing pre-
mium niche markets

Individual suppliers
may be able to nego-
tiate fixed prices and
be less affected by glo-

bal commodity price
fluctuations
Suppliers may deve-

lop longer term, more
stable partnerships with
buyers

Improved overall wor-
king conditions

Lower absenteeism and
employee turnover
Improved productivity.
Greater equity for,
and consideration of,
the specific needs of
female employees
May enable indigenous
crafts and production
methods to gain wider
market access

Suppliers may de-
velop longer term,
more stable par-

tnerships with buyers

Provides opportuni-
ties to raise awareness
and change practices
to minimize the en-

vironmental damage
caused by production
processes

Improved, more carefully
considered, production
processes may reduce
the use, for example, of
pesticides, through at-
tention to worker health
and safety

May provide an easy
link to other stan-
dards such as organic
production standards,
which inherently re-
duce environmental
damage

Economic disadvantages

Social disadvantages

Environmental
disadvantages

Could create depen-
dence on small niche
markets.

Could prompt buyers
to go elsewhere as
part of a ‘race to the
bottom’.

e Creates

‘islands  of
wealth’ with limited
benefits for the wider
community

Does not account for
loss of equivalent trade
in ‘buying’ countries
Does nothing to reduce
the social and cultural
impacts of consume-
rism as a whole

Does not account for
externalities such as
carbon dioxide emis-
sions from air trans-
portation of goods

Does nothing to re-
duce the environmen-
tal impacts of consu-
merism as a whole

Source: UN Inter-Agency Network on Women and Gender Equality (2004).

contribute significantly to the in-

come of poor people but are vul-

nerable to unsustainable use;

the poor (particularly women and °
children) are heavily affected by

health problems

such as lack of safe water and san-

environmental

itation, indoor air pollution and
exposure to chemicals and vector-
borne diseases;

the majority of the rural and urban
poor live in ecologically fragile ar-
eas or environments with high ex-
posure to environmental hazards;
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e women are often more vulner-
able than men to environmental
degradation and resource scar-
city. They typically have weaker
and more insecure rights to the
resources they manage (especially
land), and spend longer hours on
collection of water, firewood, etc;

e ignoring the environmental sus-
tainability of growth may lead to
short-run economic gains for some,
but risk undermining long-term
growth and poverty reduction;

e involving poor people themselves,
and building on their views and
knowledge, is key to ensuring
good governance of environmen-
tal resources as their access to nat-
ural resources are crucial to the
fulfilment of basic human rights
such as food, housing and health.

Trade and development policy tradi-
tionally revolve around economic and so-
cial issues, but ideas about development
are increasingly driven by environmental
concerns. MDG 7 involves a commitment
to the goal of environmental sustainabil-
ity. In the 1990s, environmental impact
assessments of new investments, produc-
tion facilities and trade agreements grew
considerably to provide adequate infor-
mation for decision-making both in pri-
vate and public organizations. Interna-
tional organizations, governments, NGOs
as well as think tanks and academia were
involved in defining the framework. Sev-
eral approaches were applied in practice
and in some countries they were codified
by law. The European Union has enacted
a few directives to define the obligation
of conducting environment assessments,
while similar rules have been applied in
other OECD countries. For example, the
Directive on Strategic Environmental As-
sessment?' requires that ‘environmental

21 European Directive 2001/42/EC.
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assessment shall be carried out for all
plans and programmes, which are pre-
pared for agriculture, forestry, fisheries,
energy, industry, transport, waste man-
agement, water management, telecom-
munications, tourism, town and country
planning or land use’. Though trade is
not expressly mentioned, it should be
clear that trade policies and agreements
can influence the priorities and objec-
tives of the plans and programmes for
the sectors listed above.

Evaluating the impact of trade on
the environment remains challeng-
ing. It can appear that the expansion
of trade improves social and economic
well-being, while it may bring negative
consequences for the environment. For
example, the intensification of agricul-
ture and the shift towards monoculture
may bring immediate advantages to ex-
porting farmers, but it often also brings
negative impacts on biodiversity and the
environment in the medium and long
term, which can then result in degrada-
tion of agricultural land.

Possible trade policy impacts on the envi-
ronment may include:

e stress transmissions to the environ-
ment: harmful effects of export
incentives (e.g., agriculture subsi-
dies) on land degradation and ru-
ral livelihood; magnified pressure
on land, water resources and eco-
systems in export processing zones;

e potential benefits: adoption of
green technologies due to in-
creased trade in environmental
goods and services; improved ac-
cess to modern technologies; new
market opportunities to certified
products and increased efficiency
in the use of scarce resources due
to free competition.



The AfT study should first look at the
ratification and implementation of multi-
lateral environmental trade agreements
(e.g., Convention on International Trade
in Endangered Species of Wild Fauna and
Flora [CITES], and the Convention on Biodi-
versity), while reviewing the overall trade
policy framework. The inclusion of more
stringent environmental requirements is
at the centre of the international debate,
since health and environment standards
may restrict the access to OECD markets
and expose developing countries to in-
creased vulnerability (i.e., external regula-
tory changes). The suspicion is that health
and environmental requirements are a cov-
er for protectionist policies. The solution
lies with enhanced cooperation between
importers, exporters and standard setting
organizations. At the time of writing, ne-
gotiations were far from completed.

The option of including environmen-
tal elements into trade agreements (e.g.,
North American Free Trade Agreement)
should be considered while drafting AfT
recommendations. Enhanced cooperation
on trade and environment offers addi-
tional support for the cause of sustainable
development. Environment-related meas-
ures, if properly incorporated into trade
agreements, could help level the playing
field, allowing for increased competition
and better allocation of scarce resourc-
es. The AfT action matrix should include
measures designed to minimize negative
environmental impacts and magnify op-
portunities for sustainable development.

The methods used for analysing link-
ages between trade and environment

are often built around a few well-de-
fined steps that are used for both the ex
ante analysis of trade agreements or the
expansion of a sector or industry (see ex-
amples in box 3.6):

e preliminary screening to set the
priorities of the analysis by, for
example, identification of sectors
mainly to be influenced by intro-
duced trade measures;

e identification of (and consulta-
tion with) relevant stakeholders;

e assessment of likely environmen-
tal impacts of introduced actions
or measures for most sensitive sec-
tors and identification of the sig-
nificance of those impacts;

e production of relevant policy rec-
ommendations.

The European Commission’s (EC) Sustain-
ability Impact Assessment (SIA) method,
or the more widely used Strategic Envi-
ronmental Assessment (SEA), can be used
to assess the impacts of trade on all as-
pects of sustainable development.

The EC developed a sophisticated
tool known as Trade SIA to monitor these
impacts. Methods to some extent over-
lap and the choice should be context-
specific. Box 3.7 provides further details
on these assessment tools. The AfT study
should identify gaps in the country’s in-
stitutional framework, with regard to its
capacity to assess trade-related impacts
on environmental sustainability. It should
examine the existence of appropriate co-
ordination bodies and the allocation of
human resources.
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Box 3.6 The potential of Strategic Environmental Assessment in
relation to oil and gas investments

Sakhalin Island, Russia: A variety of operators hold a number of blocks around Sakha-
lin Island. The cumulative impacts of these oil and gas infrastructure projects have not
been assessed together, resulting in multiple pipeline systems and no clear picture of
the combined impact of the component parts of these projects. The progress of the
individual investments is being harmed by the absence of a strategic assessment.

Baku-Tbilisi-Ceyhan (BTC) pipeline: No formal SEA has been undertaken for the propo-
sals for the BTC pipeline or the wider Caspian Sea oil and gas developments, meaning
that a whole range of alternatives for, and the cumulative impacts of, the different
components of the project have never been assessed. Even the Environmental and
Social Impact Assessment conducted for BTC was split into three separate sections,
limiting the options for consideration.

Norwegian management of the Barents Sea: The Norwegian government recognized
the importance of protecting the Barents Sea ecosystem and other marine areas and
is developing integrated management plans for its coastal and marine areas, starting
in 2002 with the Barents Sea. The plan will address the impacts of fishing, aquaculture,
oil operations and shipping. It will attempt to ensure that the accumulated effect on
the ecosystem does not exceed the tolerance of the ecosystem.

UK Offshore Oil and Gas Industry: The former Department of Trade and Industry (DTI)
was the principal regulator of the offshore oil and gas industry in the UK. It used SEA
proactively to strike a balance between promoting economic development of the UK's
offshore oil and gas resources and effective environmental protection. In 1999, the
DTI began a sequence of sectoral SEAs of the implications of further licensing of the
UK Continental Shelf (UKCS) for oil and gas exploration and production (before the
EU SEA Directive came into effect in 2004). See www.offshore-sea.org.uk.

Source: OECD (2006)

Box 3.7 Additional resources on environmental impact assessment

Resources on trade and environment Source EC References
Trade SIA is a process undertaken during a Handbook for Trade
trade negotiation which seeks to identify Sustainability Impact
the potential economic, social and environ- Assessment, European
mental impacts of a trade agreement. A Commission, External
Trade SIA has two main purposes: Trade, March 2006

http://trade.ec.europa.
eu/doclib/docs/2006/
march/tradoc_127974.
pdf.

e to integrate sustainability into trade pol-
icy by informing negotiators of the pos-
sible social, environmental and econom-
ic consequences of a trade agreement;

e to make information on the potential
impacts available to all actors (NGOs,
aid donors, parliaments, business etc.).

Aid for Trade and Human Development



Integrated Assessment of Trade-Related Poli-
cies

Integrated assessment of Trade-Related Policies
uses a range of impact assessment tools to eva-
luate the environmental, social and economic
impacts of trade liberalization and trade-rela-
ted policies at the national level, providing this
information to policy and decision makers with
information necessary for informed decision-
making.

UNEP

UNEP dedicated web-
site,
www.unep.ch/etb/
areas/IntTraRelPol.php.
Training Resource Ma-
nual

Integrated Assessment
(with focus on trade-
related policies), UNEP
2001.
www.unep.ch/etb/pu-
blications/intAssess-
ment/refmaniaFinal.
pdf.

Integrated Assessment
and Planning for Sus-
tainable Development,
Guidelines for Pilot
Projects, UNEP, March
2004,
www.unep.ch/etb/
events/Events2005/
midTermReview/IAP-
GuidePilPro.pdf.

OECD Guideline for Strategic Environmental
Assessment

Drawing on practical experience and esta-
blished ‘good practices’, the guideline points
to ways to support the application of SEA for
‘integrating environmental considerations into
policies, plans and programmes and evaluating
their inter linkages with economic and social
considerations’. In view of the great diversity
of circumstances across different countries, it
seeks to provide a commonly agreed upon and
shared model with the flexibility to develop ap-
propriate applications of SEA to a diversity of
needs. It is presented in the context of a rapi-
dly emerging framework of international and
national legislation on SEA in both developed
and developing countries.

OECD

OECD (2006) Applying
Strategic Environmen-
tal Assessment: Good
Practice Guidance for
Development Co-Ope-
ration
www.oecd.org/da-
taoecd/4/
21/37353858.pdf.
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4. AID FOR TRADE NEEDS ASSESSMENT:
STRUCTURE AND PROCESS

The AfT needs assessments should be na-
tionally owned, orientated toward human
development and capable of producing
useful recommendations which contrib-
ute to improving the links between trade
and human development. It is important,
therefore, that the outline and process
adopted are appropriate for the task at
hand.

4.1 Structure of the Aid for
Trade needs assessments:
Outline of chapters

As already indicated, the structure of the
AfT needs assessment presented below
is not a blueprint and the content and
the order of the chapters can be adapt-
ed according to country-specific circum-
stances. The important point is that the
analysis in each chapter should result in a
list of recommendations to be presented
at the end of the report in the form of
an action matrix. The possible content of
the chapters is discussed in chapters 5-9
of this guide. The suggested chapters for
the AfT needs assessment are as follows:

(1) Introduction

This chapter lays out the areas of cover-
age, presents a short country background
and establishes key analytical questions
to be tackled.

(2) Macroeconomic and business envi-
ronment

Here, relevant features of the macroeco-
nomic environment can be highlighted,
particularly those which relate to pov-
erty and human development. Macr-
oeconomic analysis should be presented
only insofar as it supports the analysis
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and recommendations on trade and hu-
man development. The business environ-
ment section should provide a picture of
the country’s overall competitiveness and
identify the main barriers and obstacles.

(3) Trade and investment policy

This chapter should review trade and
investment policies and explain country
specific dynamics of trade and invest-
ment flows. It should discuss policies and
institutions, trade agreements and mar-
ket access. Examples of needs identified
should address such issues as WTO acces-
sion, trade negotiations strategy and re-
forming trade-related legislation.

(4) Trade facilitation

This chapter should be treated separately
from trade policy because the challenges
of trade increasingly concern issues such
as customs procedures, transportation
costs, red tape and other behind-the
border barriers to trade. In this chapter,
the purpose of the assessment is to iden-
tify the underlying causes of inefficiency,
poor service delivery and high cost re-
lated to the movement of goods, so that
systemic problems, not just symptoms,
are addressed.

(5) Sectoral analysis

It is suggested that several important sec-
tors that have a potential to address the
needs of the poor via trade should be cho-
sen for a deeper analysis. The dedicated
section should give a general overview
of the sectors identified to highlight eco-
nomic opportunities (or risks) which have
a high potential for human development.
If necessary, expected impacts on the envi-
ronment should be considered.



(6) Trade policy impact assessment

The assessment of a country’s trade pol-
icy may require a separate chapter to
present a formal and structured impact
analysis. In particular, it should focus on
priority trade policies and measures that
are expected to affect the population
and especially the poor.

(7) Conclusions and action matrix

This chapter should summarize the dis-
cussion and draw out implications from
the analysis. It should also present the

recommendations resulting from pre-
vious chapters. The recommendations
might take the form of an action matrix
(see table 10.1). A second table should
highlight the need for donor assistance
(see table 10.2). Before presenting the
action matrix, the AfT study should map
donor AfT commitments, underlining the
eventual need for donor coordination.
Conclusions should highlight capacity
gaps and propose domestic actions and
technical assistance projects that are re-
quired to overcome those weaknesses.

Box 4.1 Research tips: Specificity of recommendations

The intended outcome of the AfT needs assessment study is a list of specific, actio-
nable recommendations aimed at improving the links between human development,
trade and economic growth. The analysis in the needs assessments is not an end in
itself, but should support and explain these recommendations.

The recommendations should be as specific as possible without being so detailed as to
result in micro-management. For example, it is not enough to recommend that fiscal and
trade policies should be ‘appropriate’. What may be required is a discussion of what kinds
fiscal or trade policy (or both) can help industrial products become more competitive. The
figure below illustrates some of the ways in which this proposal could be further specified.
Are tax incentives appropriate? If so, what kind? Should they apply in all geographical and
product areas? Do they meet WTO requirements? Recommendations should still take into
account which institutions will carry them out and how they will do so.

e General

policies
|
| | | '
Cut public
Tax investment Others...

Incentives?

in industry ;
com\::;ic:)ility ‘
Specttic
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The difficulty of making useful recommendations lies in striking the correct balance
between the general and the specific. Recommendations should be general enough
that they achieve useful and wide-ranging change, but specific enough that they make
sense in the particular environment of the country concerned. Below are examples of
policy recommendations which achieve the right balance:

e “Update current customs-related legislation, in particular the outdated 1974
Import of Goods (Control) Act, to address gaps and bring it into line with
modern trade practices.”

e “Remove the ability of the Ministry of Finance to grant discretionary im-
port duty exemptions (in excess of 1 billion annually). This will help stabilize
government finances and enable trade policy to be orientated more toward
human development.”

Each of these policy recommendations should be further clarified and expanded du-
ring the analysis. A policy recommendation is not as useful as it could be if it is not
realistic and does not take into account human realities such as internal politics and
institutional arrangements. And a policy or set of policies that works in one country
may not work in another. Generic policy rules which do not take account of the speci-
fic national context, such as culture and institutional arrangements, are less valuable

than they otherwise might be.

4.2 Research design and work
plan

A clear work plan should be developed
for all stages on which the preparation
of the AfT study can be divided (see ta-
ble 4.1). The work plan should be fea-
sible and realistic, and correspond with
the local context. The work plan will
need as well to be periodically revised
and updated taking into account the
possibility of unexpected events. In addi-
tion, the timing of the AfT study should,
when possible, be coordinated with
the national poverty reduction strate-
gies agenda to properly present AfT’s
recommendations in planning sessions.
To avoid delays and mission creep (i.e.,
expanding the objectives of the mission
beyond its original purpose), the objec-
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tives and deliverables should be clearly
defined from the beginning.

In the first phase of the needs assess-
ment exercise, the context for the study
needs to be established. This involves
gaining an increased understanding of
the need for an AfT needs assessment,
recruiting a team leader, and forming/
recruiting the team of authors, selecting
an advisory board and identifying a peer
review group. During this stage, efforts
should be devoted to awareness-building.
It may be helpful to hold information
workshops with relevant stakeholders, in-
cluding government, civil society and the
private sector. Establishing the project’s
legitimacy and building support at this
stage will help later on with analysis and
the enactment of recommendations.



Table 4.1 Work plan for Aid for Trade needs assessment

Stage Actions or
deliverable

Responsible Resources | Deadline
person or party | required

Phase 1: Preparation

1. Establishing the con-
text

2. Drafting terms of refer-
ence

3. Selection of team of
authors

Phase 2: Production

1. Desk survey

2. Background studies

and data collection

3. Consultation rounds for
strengthening national
ownership and foster-
ing a participatory ap-
proach

. Report compilation

. Report validation (in-
ternal and external
peer review)

Ul

Phase 3: Dissemination

and follow up

1. Launch and dissemina-
tion

2. Follow-up strategy im-
plementation

Preliminary consultations should be
carried out to lay the groundwork for the
needs assessment and to delineate the
scope of the exercise. They should involve,
among other issues, establishing clear ob-
jectives and taking stock of past and on-
going work including implementation of
the national development plan or poverty
reduction strategy and any previous trade
assessment studies. This stock-taking exer-
cise is critical to avoid duplication of pre-
vious work and to ensure coherence and
coordination with previous and ongoing
activities.

Contacts should be made with key
stakeholders in government, the private
sector and civil society to obtain their per-

spectives and insights. Draft terms of refer-
ence (ToR) for the team leader and team
members should be prepared in consulta-
tion with the government and key stake-
holders, and cleared by the government
agency responsible for trade policy.

In this preparation phase, the research
design and the selection of methods is
particularly important. A trade needs as-
sessment may turn out to be a long and
complex exercise. Nonetheless, it can be
designed in different ways and tailored to
objectives, time and resources available.
Some of the tools described in this guide
require primary data collection, including
ad hoc surveys, while others are based on
interviews and secondary data collection.
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Some others refer to econometric model-
ling. It is impossible to provide exact esti-
mates of the time required for the whole
exercise, but from three to nine months
should be a baseline. It is advisable to
conduct an introductory workshop/train-

ing to present the human development
approach towards trade analysis. Annex
5 presents a draft agenda for a similar
event. Below, a structure for the AfT
study is presented that can be adapted
to context-specific needs.

Box 4.2 Research tips: A practical guide to data and policy analysis

1. Define the problem

e The problem should be framed in terms of deficit and excess.
e There should be a description rather than a diagnosis of the causes.
e The definition should not include an implicit solution (it must be evaluated

empirically).
. Assemble the evidence

N

e Information is factual data that has meaning; evidence is the presentation of
this information in a manner that influences existing beliefs.

w

. Construct the alternatives

e Address the problem starting with the benchmark, the alternative that assumes
all present trends continue undisturbed.

e Each alternative must address not only the basic intervention strategy, but
also must introduce the agencies that will implement the strategy and various

methods of financing.

e Do not assume that alternative policy options are mutually exclusive.

H

. Select the criteria

e Evaluative criteria are used to judge the best outcomes.
e Criteria should be sorted into values that are to be maximized, those that are
constraints and those where more is better.

1921

. Project the outcomes

e Determine as far as possible the benefits and costs of the policy options.
e Identify unanticipated consequences.
e Indicate the values and the dimensions of the indicator to assess the outcomes.

. Confront the trade-offs

[¢)]

e As trade-offs occur at the margin, ask if ‘spending an extra X dollars for an
extra unit of service Y will lead to an extra Z units of good outcome’.

e Measure trade-offs across outcomes rather than alternatives.

e Compare benchmarks with other alternatives.

7. Decide

e Select the best alternatives given the analysis.

00

. Tell your story

e After many redefinitions of the problem, re-conceptualizations of the alter-
natives, etc., tell the story to the defined target group.

Source: UNDP (2007).

When a draft version of the needs as-
sessment study is ready some time will be
needed for editing and consulting with
the main stakeholders. It may be helpful to
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establish a website on which useful docu-
ments will be available, and where drafts
can be uploaded. If possible a regional
comparative report should be produced



and presented along with the national
needs assessments. Cross-country com-
parison enables particular features to be
isolated, such as links between trade and
poverty in the particular region, as well as
identify areas of possible collaboration.

The dissemination and follow-up
phase is key for achieving the objectives
of the AfT study and therefore it should
be planned well in advance. Depending
on circumstances a media plan could be
prepared to guide the promotion of key
messages to the general public and the
target audience.

The involvement of stakeholders from
the conceptualization phase of the AfT

study should facilitate the report’s un-
derstanding, promote its utilization and
possibly open the way for follow-up
strategies. Nonetheless, the AfT needs
assessment is only the first step for
building a country’s strategic approach
towards trade. The longer-term follow-
up strategy should concentrate on advo-
cacy and outreach initiatives (e.g., web-
sites or information databases), as well
as on promotion and coordination func-
tions. The follow-up strategy may in-
clude the provision of specific trainings,
or the organization of public workshops
and debates. Finally, the team should be
prepared to handle issues which are par-
ticularly sensitive for policy makers and
the public.

BOX 4.3 Publication tips: How to design a publication

Ensure relevance

Nationallregional ownership through a process that draws on national/regional
actors and capabilities throughout the preparation, yielding a product firmly
grounded in the country’s past and existing development plans.

Build consensus
Participatory and inclusive preparation that gathers together diverse actors as
active partners. These include government, non-governmental, academic and
non-academic players, both men and women, different ethnic groups, and so on.

Generate respect
Independence of analysis through objective assessments based on reliable analy-
sis and data. Reports are not consensus documents; they are independent publi-
cations in which the authors take ultimate responsibility for the points of view.

Promote human development strategies
Quality of analysis that centres on people and makes global, regional and local
connections. It uses quantitative and qualitative data to support policy argu-
ments, and to measure and monitor human advances.

Maximize impact
Flexibility and creativity in presentation through attractive visuals, fluid lan-
guage and a creative style that will engage the interest of the target audience.

Make the report’s voice heard
Sustained follow up that generates awareness and dialogue, and influences na-
tional development actions.

Source: http://hdr.undp.org/en/nhdr/monitoring/impacts.
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4.3 Participation and consulta-
tion with stakeholders

The use of participation techniques and
public consultations has increasingly
helped with all kinds of policymaking.
There is a widespread recognition that
participation brings political, legal and
social benefits and reduces the risks of
strong opposition and unrest. Invest-
ments in participation, even if costly,
have usually been effective and efficient.
Trade is no different from any other
aspect of policy. Consultations can be
grouped by the following typologies:

e consultation between government
agencies (i.e. line ministries, spe-
cialized agencies like customs etc.);

e informal consultation with the
representatives of interest groups
(e.g. trade unions, associations of

entrepreneurs), civil society and
representatives from the popula-
tion mostly affected;

e formal and extensive public con-
sultations, including opinion polls
and consultative referendums.

Several methods have been devel-
oped to ensure proper and inclusive as-
sessments of public policies. Box 4.4 pro-
vides a list with the most used tools for
involving stakeholders in a policy impact
analysis. It is important not to forget that
donors count as stakeholders, even if
donors may be funding AfT analysis and
outcomes. Donors often conduct their
own important research into the nation-
al development situation and can bring
important analytical and policy insights.
Their continued involvement is impor-
tant in ensuring that projects remain vi-
able over the long term.

Box 4.4 Tools for involving stakeholders in trade policy impact

analysis

Name of Tool

Main Use

Relevance

1.Stakeholder Analysis

Simple process of iden-
tifying the major stakeholder
groups, determining their im-
portance, influence and capa-
cities.

Used at an initial stage
(such as agenda setting/
topic identification) so
that interests, capabilities
and those who are ex-
cluded can be factored in.

2. Institutional Analysis

Assessing constraints within
institutions, rules and power
relations that can undermine
policy effectiveness.

Can be done at an initial
stage and to shape the
policy selection. Also ap-
plicable as part of process
of assessing effectiveness
of policy implementation.

naires (surveys)

3. Household Question-

Collecting information on dai-
ly experiences and conditions
at a micro-level based on pre-
determined questions and res-
ponse categories.

Especially useful during
the stage of monitoring
and evaluation. Also ap-
plicable for measuring dis-
tribution of well-being to
help frame arguments at
the agenda-setting stage.
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4. Participatory Research
and Development Tools
(numerous techniques
exist; some are listed
below)

Means of consulting the poor
directly and in an interac-
tive way, to deepen unders-
tanding of characteristics
of poverty and convey the
priorities of the poor. These
tools can help to generate
effective participation and
ownership.

4.1 Venn Diagrams

A way of visualizing institu-
tions, people/groups, places,
their interrelations and im-
portance within a dynamic
system.

4.2 Key Informant
Interview

Structured interviews with
some amount of flexibi-
lity (open-ended) to gather
firsthand information.

4.3 Seasonal Calendar

A means of mapping changes
in people’s activities during
different seasons by highli-
ghting any periods of in-
creased risks and vulnerability.

4.4 SWOT Analysis
(Strengths; Weaknesses;
Opportunities; Threats)

A process of analysing
strengths and weaknesses of
a programme, policy or pro-
cess, and identifying oppor-
tunities and threats.

4.5 Focus Group
Discussion

Allows open group discus-
sion of particular topic or is-
sues based on a moderated
pre-determined  interview
structure.

4.6 Wealth Ranking
Exercise

A means of identifying
people’s perceptions of indi-
cators of wealth (assets, re-
sources) and well-being.

4.7 Transect Walks

Stakeholders walking
through a project area or af-
fected area to observe local
realities including things that
are not mentioned up front.

Flexibility in the sequen-
cing of different partici-
patory tools for different
purposes is encouraged.
Useful in helping to:

a) generate data for ini-
tial stages of setting the
agenda and identifying
policy alternatives;

b) analyse data during
the examination of po-
licy options;

¢) frame indicators of
well-being and impact
for Monitoring & Eva-
luation

Source: UNDP (2008, forthcoming).
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The identification of the ‘right’ stake-
holders and of their roles and responsi-
bilities (see Box 4.5) is essential. When
the exercise involves trade and invest-
ment policies the main parties are the
following (titles and names may vary be-
tween countries):

e Government and governmental
organizations
Line ministries: Ministry of Trade,
Ministry of Industry, Ministry of Econ-
omy / Finance, Ministry of Agricul-
ture and Ministry of Foreign Affairs
Specialized agencies: Customs
Agency, Export Credit Agencies,
Investment Promotion Agencies,
National Statistical Office, Central
Bank, National and Regional De-
velopment Banks and Authorities,
Antitrust Agencies
Special committees: Trade facili-
tation committee, Aid for Trade
committee

e Business and trade unions

Business: national business as-
sociation, sectoral business asso-
ciations, small and medium en-
terprises business associations, as-
sociations of artisans and traders,
chambers of commerce, export
associations, representative entre-
preneurs

Trade unions: confederation of
trade unions, main trade unions,
women workers association, asso-
ciation/cooperatives of workers
Donors

Bilateral and multilateral agen-
cies

Civil society

Non-governmental organizations
(NGOs), including environmental
NGOs, associations of NGOs, wom-
en and sub-population groups’
associations, independent think
tanks, universities, national and
local media.

Box 4.5 Roles and responsibilities for stakeholder engagement

Think tanks and research institutes

e Gathering evidence by conducting research, analysing data or providing direct
advice and recommendations to policy makers and other decision makers

e Serving as established sources of evidence-based information

e Authoring position papers on topics related to policy

Professional associations

e Offering expert knowledge on specific topics

e Carrying out advocacy on legal and regulatory framework issues (especially
laws and policies affecting their activities)

e Promoting dialogue between corporate sector and policy makers on issues
of concern to association members

Advocacy bodies and other promotional groups

e Campaigning for policy alternatives and dissemination

e Strengthening local capacity for collecting and disseminating data, and
generating research and policy options

e Promoting pro-democracy and rights issues through awareness-building
initiatives, mass campaigns and other ‘voice’ mechanisms
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Foundations and other philanthropic bodies

e Commissioning research on the impacts of policy reforms on the poor

e Providing financial support to other civil society organizations

e Creating policy briefs to promote relevant knowledge among policy makers
and others regarding reforms

e Sponsoring forums for policy dialogue

Trade unions and workers cooperatives

e Providing expert knowledge on specific topics
e Forming alliances, mobilizing members to speak out and challenging positions
of more influential groups

Medialjournalist societies

e Disseminating information about policy options

e Challenging policies in the public domain in order to provide a key monitoring
function

e Collecting firsthand data from communities, publicizing opinions and
disseminating information in debates around policies

Community-based organizations

e Bringing grass-roots evidence or experiential knowledge into the process

e Monitoring processes and outcomes

e Using participatory methods of assembling citizens’ voices and gather-
ing information, such as action research; community profiles; community
household level questionnaires and community resource mapping

e Engaging faith-based organizations

e Bringing grass-roots evidence (e.g., seasonal fluctuations of pricing in locally
grown commodities, average acreage of small landholders, proportion of
earnings used for school fees versus total household income) or experiential
knowledge into the process

e Promoting awareness and action through involvement in social service de-
livery and policy implementation

Cross-national policy dialogue groups

e Bringing advocacy role to the selection of topics and identifying and lobby-
ing for appropriate policy options, access to and dissemination of results
and the monitoring outcomes

e Creating the space for dialogue between different policy makers, donors
and other civil society stakeholders on poverty and policy considerations

e Policy briefs to promote policy-related knowledge among policy makers
and others regarding reforms

e Bringing disparate groups together around common issues (e.g., women'’s
movements)

e Analysing policies and budgets based on support for poverty reduction

Source: UNDP (2008, forthcoming).
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5. MACROECONOMIC AND BUSINESS

ENVIRONMENT

The experience of a number of countries
shows that an important link exists be-
tween macroeconomic policy and trade
competitiveness. It is important for an
assessment guide to establish these basic
links, paying particular attention to areas
such as the exchange rate, levels of re-
serves, and monetary and fiscal policy.

One of the most important lessons
from developing countries in recent years
is how the management of the exchange
rate, as in China, Korea and Taiwan, leads
to currency stability and, in turn, export
promotion.? This is in opposition to the
belief that currency devaluation and ex-
change-rate liberalization are the routes
to export competitiveness. The ill effects
of volatility associated with a free-float-
ing currency may outweigh any benefits
to exporters. A number of governments
have used the exchange rate to support a
strategic trade policy, reducing the value
of the domestic currency in order to in-
duce export growth, and allowing it to
strengthen during times of actual or po-
tential overheating.

Evidence from recent years has also
supported the view that holding high lev-
els of reserves is a rational precautionary
measure. The Asian countries that built
up significant dollar reserves during the
1990s and into the 2000s appear to have
done so partly out of a desire to retain
self-reliance and a reluctance to submit
to the conditions of IMF lending. Finally,
monetary and fiscal policy space should
be retained, allowing central banks to
set lower interest rates, where appropri-

22 Malhotra (2008): 35-40.
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ate, in order to stimulate capital invest-
ment, and allowing governments to com-
mit the public investment necessary for a
high rate of human development, which
in turn will help create the conditions for
higher economic growth.

The needs assessment should involve a
brief description of macroeconomic envi-
ronment to set the background for the sub-
sequent analysis. The analysis in this chapter
should be supplemented by a description of
the business environment, which is essential
to establish the framework within which
trade and exports take place. Data collec-
tion and verification should be the first
stage of the AfT assessment.

5.1 Macroeconomic environment

It should be noted that macroeconomic
analysis is unlikely to be the main area in
which the AfT needs assessment will add
value. A large number of macroeconomic
reports are usually available, including re-
ports by international agencies and anal-
yses developed by regional development
banks, which often have a comparative
advantage in macroeconomic analysis.
The macroeconomic environment chap-
ter of the AfT guide should therefore
take the form of establishing the context
for subsequent discussion. The general
macroeconomic environment should pro-
vide summary information on:

GDP: growth, per capita, composition;
balance of payments;

fiscal and monetary policy;
domestic and external debt;



inflation trends;
e employmentin main sectors, unem-

ployment and underemployment;
e migration flows and remittances;
e the shadow economy;

poverty and inequality.

The AfT diagnostic should also look at:

e trends in the real and effective ex-
change rate versus major trading
partners (the real exchange rate
takes the effects of inflation into
account; the effective exchange
rate is weighted by the value of
trade with major trading partners);

e the possibility of ‘Dutch disease’
and analysis of its potential im-
pact.? Rapid liberalization of the
exchange rate regime can height-
en the risk of Dutch disease. Sig-
nificant aid inflows can also cause
currency appreciation, and donors
considering increased spending
under AfT will need to take this
possibility into account;

e the impact of trade liberalization
at the global and regional level on
macroeconomic aggregates such
as the balance of payments, the
real and nominal exchange rates
and the government budget.

Where possible, data should be bro-
ken down by gender and disaggregated

accordingly (e.g., urban and rural) to re-
flect poverty distribution. A brief over-
view of social expenditures (e.g., educa-
tion, health and social assistance spend-
ing as a percentage of GDP) should also
be provided to set the baseline for hu-
man development interventions.

Particular attention should be paid
to indicators reflecting per capita in-
come, trade and integration perform-
ance vis-a-vis those of benchmark coun-
tries, including a snapshot of export and
imports, foreign direct investment (FDI),
composition of employment, depend-
ence on agriculture, role of remittances
and the share of the shadow economy.
Documents which may be of particular
help here are the IMF Article IV report,
the WTO Trade Policy Review and eco-
nomic reports from the regional devel-
opment banks.

The macroeconomic section should be
integrated with the description of busi-
ness environment to avoid redundancy.
One way to introduce a systemic analysis
is the Political Economic Social and Tech-
nological (PEST, see box 5.1) analysis. It
examines a country’s political, economic,
social and technological landscape, and is
a useful tool for organizing the country
background information needed for the
AfT study.

2 Dutch disease is named after the case of the Netherlands in the 1970s when increased oil exports caused the currency to appreciate,
rendering other Dutch exports less competitive. It can be a common phenomenon in developing countries, where a sudden increase
in the export of a commodity can cause a currency-related decline in competitiveness for other domestic exports.
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Box 5.1 PEST analysis

PEST analysis, which examines a country’s political, economic, social and technological
landscape, is a useful guide for analysing a country’s business environment. The analy-
sis attempts to identify potential risks and emerging business opportunities.

POLITICAL ECONOMIC
e Tax policy e Economic growth
e Labour laws e Exchange rates
e Business regulations (compe- o Interest rates
tition, standards, safety) e [nflation rate
e Environmental regulations e Income distribution
e Trade restrictions e Savings, debt and credit availability
e Tariffs
e Political stability
SOCIAL TECHNOLOGICAL
e Health consciousness e Research and development activity
e Population growth rate e Innovation
e Age distribution e Automation
e Career attitudes e Technology incentives
e Emphasis on safety e Rate of technological change
e Safety and health regulations

Source: Kotler and Armstrong (1996); Kotler (1997); Armstrong (2006).

5.2 Business environment and
investment climate

The presence of a stable business en-
vironment helps sustainable economic
growth. It is crucial for governments to
create an enabling business environment
that allows firms to flourish and expand.

Governance has important implications
for doing business. Poor governance can
lead to a host of challenges ranging from
inadequate policy planning to bad gov-
ernment procurement, budgetary misal-
location to misuse of donor funds. Possi-
ble governance indicators are presented
in Box 5.2.

Box 5.2 World Bank - Worldwide Governance Indicators

The World Bank’s annually produces aggregate indicators on six dimensions of gov-
ernance (Worldwide Governance Indicators Project).

1. Voice and Accountability

Measures the extent to which a country’s citizens are able to participate in selecting their
government, as well as freedom of expression, freedom of associations, and free media
2. Political Stability and Absence of Violence

Measures perceptions of the likelihood that the government will be destabilized or over
thrown by unconstitutional or violent means, including domestic violence and terrorism
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3. Government Effectiveness

Measures the quality of public services, the quality of the civil service and the degree
of its independence from political pressures, the quality of policy formulation and
implementation, and the credibility of the government’s commitment to such policies
4. Regulatory Quality

Measures the ability of the government to formulate and implement sound policies
and regulations that permit sector development

5. Rule of Law

The extent to which agents have confidence in and abide by the rules of society, and
in particular the quality of contract enforcement, the police, and the courts, as well as
the likelihood of crime and violence

6. Control of Corruption

Measures the extent to which public power is exercised for private gain, including
both petty and grand forms of corruption, as well as “capture” of the state by elites

and private interests

Source: World Bank (www.govindicators.org).

5.2.1 Judicial system and regulatory
framework

A quick review of the judicial system and
the level of corruption could be provided,
when it is perceived as one of the impedi-
ments for growth. Slow court proceedings
and backlog of court cases represent costs
for the whole economic system. Untrained
judges and the lack of well-functioning
arbitration courts is a threat to economic
development. A weak judicial system is
always connected with widespread cor-
ruption practices. In addition, the weak
enforcement of product standards and
patent regulations has an important and
specific impact on exports and invest-
ments since it may preclude the access to
developed markets and harm the flow of
FDI. In addition, the authors should check
if the poor have easy and affordable ac-
cess to property and legal rights.

In order for poor entrepreneurs to
grow, it is necessary that they have the
legal tools that allow them, among other
things:

e to be responsible for their obliga-
tions through the clear establish-
ment of their rights on enterprise
assets;

e to be subjected to clear and pre-
dictable rules. These include the
amounts to be paid, as well as
the procedures for discussing and
resolving conflicts derived from
such obligations;

e to protect their trading names
and the trademarks of their prod-
ucts and services;

e to import and to export;

e to advertise without the fear of
being detected;

e to obtain credit from the financial
system.?*

One goal of the AfT diagnostic is to
identify problems with the business envi-
ronment and recommend remedial meas-
ures. These measures may include simpli-
fying business registration procedures,
reforming land titling procedures and
reducing red tape involved in customs

24 Commission on Legal Empowerment of the Poor (2006). More information on the initiative can be found at http://www.undp.org/

legalempowerment.
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procedures and FDI. Needs assessments
have shown that administrative barriers
and other constraints on businesses have
contributed to weak economic growth,
unemployment, lost opportunities, low
export penetration and low local and
foreign investment in strategic sectors.
The World Bank’s Doing Business survey
annually assesses the business environ-
ment in 178 countries.?

The AfT study should look first at the
legal and organizational framework.
A checklist of available laws should be

prepared (see Box 5.3) and eventual leg-
islative gaps (e.g., insufficient antitrust
legislation) should be highlighted. The
quality (e.g., high, medium, low) of the
legislation should be broadly assessed. In
most countries this information is read-
ily available. If not, background studies
(e.g., administrative and regulatory cost
surveys) may be commissioned. It is im-
portant to note that Box 5.3 is not pre-
scriptive and that the authors of the AfT
study should decide for themselves the
outline of the regulatory framework as
well as their assessment of it.

Box 5.3 Checklist of policies and laws

Companies law (incorporation procedure, minimum capital requirements)
Property laws (access to land, accurate record keeping, transparency, fees)

Bankruptcy law

Foreign exchange control (restrictions on repatriation of funds, foreign inflows)

aooag

Labour regulations (worker safety regulations, industrial accident insurance,

industrial relations)

Accounting standards (corporate governance)
Trade laws (import and export taxes, tariffs, permits, commodity classification)

Investment laws

aoaoao

Social welfare and labour laws (health insurance, unemployment insurance,

pension, hiring, firing)
Consumer protection and safety laws

aa

Electronic commerce regulations (e-commerce, electronic customs declarations,

electronic signature)
Competition law (antitrust)

Intellectual property rights laws (patents, trademarks, TRIPS)
Dispute settlement mechanisms (arbitration and mediation)
Environmental standards (prescribed by law)

5.2.2 Administrative barriers

The AfT study should outline the various
types of barriers in the business environ-
ment and policies and institutions re-
sponsible for creating the enabling con-
ditions for enterprise growth, including
small and medium enterprises (SMEs).
Administrative barriers are usually dis-

% http://www.doingbusiness.org.
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proportionately bigger for small entre-
preneurs. Capacity gaps should also be
identified.

The analysis should focus on costs and
time requirements and should be present-
ed around the following themes:

e Business licensing and registra-

tion: general approvals, permits



and licenses required for business
registration at all level of govern-
ment. If special requirements are
established for some sectors and
are relevant, they should be con-
sidered;

e land and property registration:
land allocation, building permits,
utility provision, rent provisions;

e Business operations: labour ob-
ligations, social taxes, import/
export procedures, foreign ex-
change procedures, labour rela-
tions, product certification and
government inspections.

The AfT study should look at how pro-
cedures are streamlined and identify the
most pressing needs for improvements.
For example, could several separate steps
be reduced to one or two steps, such as
sending duplicates of a new business li-
cense or a new business name to the
tax authorities and business registry in-
stead of having separate forms for each
step? A related constraint on businesses
is taxes and cumbersome tax filing pro-
cedures. The key issue is whether taxes
can be reduced and the tax filing process
rationalized without compromising the
government’s development objectives.
Company law, bankruptcy law and com-
petition policy should also make it easy
for businesses to operate.

5.2.3 Trade-related infrastructure

The presence and quality of infrastruc-
ture networks make an important con-
tribution to the business environment.
The poorest countries, in particular, face
problems in taking advantage of new
trading opportunities because of infra-
structure-related supply-side constraints.
It is estimated that Africa alone requires

$52.2 billion in public and private invest-
ment in order to overcome the worst in-
frastructural bottlenecks.? The analysis
should include an evaluation of the fol-
lowing infrastructure and an assessment
of costs of fruition:

e telecommunications, including tel-
ephone services and the Internet;

e electricity, water, sewage;

e Transportation (including vehi-
cles)—road and rail coverage; sea
and/or dry ports with container
terminals; airports.

The existence of appropriate built
structures that assure the smooth move-
ment of goods should be assessed as well,
including:

e availability of modern warehous-
ing with refrigerated storage fa-
cilities for perishable goods;

e |aboratories to perform tests on
agricultural, pharmaceutical and
manufactured goods;

e well-run customs border posts at
border towns to facilitate cross-
border trade and transit transport.

5.2.4 Business services

Business services are professional services
that are consumed by other businesses.
These services include legal, engineering,
marketing, accounting, logistics, infor-
mation technology, and craft training.
An assessment should be carried out to
evaluate the capacity of existing service
providers and identify gaps and bring to
the attention of the authorities and de-
velopment partners.

Other elements that should be exam-
ined in terms of boosting their capacity
to provide services to businesses are busi-
ness and trade associations, chambers of

% 'Achieving the Millennium Development Goals in Africa, Recommendations of the MDG Africa Steering Group’, June 2008, cited in

Malhotra (2008): 9.
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commerce, transporters, shipping agents,
freight forwarders, clearing agents, ac-
counting, marketing and law firms, la-
bour organizations, employer associa-
tions, export processing zones or special
economic zones, and SME development
agencies or business incubators that fos-
ter entrepreneurship and research.?”

5.2.5 Financial services and trade
finance

In a study by the World Bank, access to
finance was identified as the second
leading cause of slow business growth in
the world, after taxes and regulations.?
In particular, many SMEs have difficulty

Box 5.4 Kenya’s K-REP Bank

accessing loans due to conditions such as
collateral requirements and high interest
rates. In the last three decades, microfi-
nance institutions have emerged to fill
the gap, offering small loans to individu-
als and groups that do not have collater-
al. Microfinance can be a step on the lad-
der towards full commercial bank loans
(see box 5.4).

The AfT assessment should look at
access and availability of credit, real in-
terest rates, and functioning of the leas-
ing and insurance markets. Particular at-
tention should be paid to trade finance.
Financial sector development indicators
should be used when available.

Half of Kenya’s 32 million population lives on less than a dollar a day. Many interven-
tions have attempted to break the poverty cycle, but microfinance has been among
the most effective. K-REP Bank is one of the most successful microfinance institutions
in the country, operating on a commercially viable basis by providing banking and
financial services to low-income people.

K-REP, which started operations in 1999, offers services including micro-credit facili-
ties, individual loans, wholesale loans to micro-finance providers, deposit facilities,
letters of credit and bank guarantees. The micro-credit loans are based on the Bangla-
deshi Grameen Bank group-lending model, and can be categorized into three levels.
Ideally, a group would start at Level 1 (juhudi), progress to Level 2 (chikola) and finally
end up at Level 3 (kati kati). Beyond Level 3, an individual is deemed ready for normal
commercial bank loans.

The bank has experienced a number of successes:

e In 2005, K-REP disbursed loans to 69,000 poor clients throughout Kenya. The small
businesses they sustain employ people, produce goods and services and pay taxes.

e In 2005, K-REP loaned $34 million to poor people and held savings of $15
million.

e This was an almost fourfold increase in six years.

e The recipients would otherwise not have had access to either credit or savings
facilities.

27 According to Wignaraja and O’'Neil (1999), local export-oriented SMEs can be developed by establishing an export development fund

to finance overseas marketing initiatives of SMEs; streamline bureaucratic procedures restricting SMEs; make available coordinated
business development services; develop a supplier linkage program to cultivate marketing relationships with foreign buyers; increase
access to credit; create a strong alliance of SME associations to lobby for SME support; and provide consulting services to SMEs.

28 Batra, Kaufmann and Stone (2003).
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The group-lending model has significant development impacts because it en-
ables poor people to achieve together what they cannot achieve individually.
When savings and lending groups are formed, friendships develop, resulting
in mutual assistance.

K-REP's total equity increased almost 70 percent to $10.9 million in 2005.

As with microfinance institutions in other countries, key constraints primarily
concerned market information and information asymmetries:

K-REP was initially unaware of client needs regarding loan size, term, fre-

[ ]
guency of repayment, and collateral possibilities.

e The bank did not have full market information on average credit histories,
cash flow cycles and asset bases.

[}

Knowledge and skills were lacking among ordinary people, including finan-
cial literacy.

A number of strategies were undertaken:

After significant research, K-REP started providing a diverse range of prod-
ucts suitably priced at different points for different needs (from group loans
to consumer lending).

The bank customized training for its end-users.

It also leveraged the strengths of the poor. Through client input and interac-
tion, K-REP has adopted more flexible innovations such as flexible loan size
and increased frequency of group meetings.

Other national microfinance institutions have started to replicate the K-REP Bank
model, and Kenyan microfinance has grown to such an extent that a bill went be-
fore Parliament to regulate the industry. The model is extending to other financial
services such as insurance, mortgages and money transfers. The signs are that the
model can be replicated in Sub-Saharan Africa and beyond.

Source: Adapted from the Growing Inclusive Markets initiative, http://www.growinginclu-
sivemarkets.org.

5.2.6 Competitiveness

The business climate section should con-
clude with a grounded statement of the
competitiveness of the economy. This
could be a comparison of several coun-
tries in the region or beyond. The Global

2 http://www.gcr.weforum.org.

Competitiveness Report, published by
the World Economic Forum, produces an
indicative world ranking in competitive-
ness based on the three pillars: the mac-
roeconomic environment, the quality of
public institutions, and technology.?

Aid for Trade and Human Development

5. MACROECONOMIC AND BUSINESS ENVIRONMENT

61



6. TRADE AND INVESTMENT POLICIES

62

6. TRADE AND INVESTMENT POLICIES

The AfT studies should allow govern-
ments to develop a national trade policy
that actively promotes value-adding in
domestic economic sectors. For countries
with an orientation toward agricultural
production, this may mean increasing the
level of processing and moving toward a
higher manufacturing component, in-
cluding manufacturers with linkages to
the agricultural sector. For economies
with a bigger industrial sector, the em-
phasis should similarly be toward higher
productivity, while the same applies to
the services sector in all countries, par-
ticularly services exports. All countries
should aim to not just prioritize their
static or short-term areas of comparative
advantage, but move toward areas of dy-
namic comparative advantage based on
the prospects for long-term growth and
industrialization. Moreover, recent evi-
dence suggests that in the early stages,
successful development relies on diversi-
fication rather than specialization.® This
suggests that the AfT studies should aim
at the promotion of a number of sectors
and industries rather than putting all the
eggs in one basket.

Strategic trade and industrial policy
relies on preserving the policy space for
infant industry export promotion. As
pointed out in Malhotra (2008) and else-
where, almost every successfully indus-
trializing country passed through an in-
fant industry stage.> However, a number
of caveats should be observed. Distinct
and credible timelines must be imposed
for the ending of protection in order to
avoid the entrenchment of uncompeti-
tive export industries. Tariff require-

30 Rodrik (2007); Imbs and Wacziarg (2003).
3'Malhotra (2008: 14).
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ments will differ depending on the level
of labour or technological intensity. The
timing of tariff reductions relative to a
country’s level of industrial development
is also important and, depending on their
availability, capital goods may receive
lower tariffs than the consumer goods
which are available in-country. Finally,
tariffs alone are unlikely to be successful
in promoting infant industries, and gov-
ernment must seek to address coordina-
tion failures, information externalities,
domestic competition policy and export
promotion. The final two features are
aimed at avoiding complacency amongst
industry, while the first two take advan-
tage of the government’s unique posi-
tion with respect to the availability of
information and its ability to put in place
policies to link various companies in an
appropriate manner, and where the mar-
ket fails to do so.

In order to provide background and con-
text on the trade environment, the needs
assessment should present an overview of
existing trends in trade flows and the origin
and destination of these flows. The report
should develop the following themes:

e analysis of the economic openness
and trends in imports, exports,
investments, including interna-
tional comparisons with the trade
performance of similar countries
and best performers;

e review of trade and investments
policies and institutions;

e identification of a country’s glo-
bal and regional comparative ad-
vantages;



e identification of potential new
exports and investment opportu-
nities and barriers and obstacles
that may prevent the realization
of these opportunities.

A country in which trade rules are clear,
predictable and transparent, and business
institutions are robust may have a greater
chance of increasing trade and investment
flows. However, this is subject to the pro-
visos mentioned above. For some coun-
tries, particularly those whose industries
are predominantly at the lower end of the
value-adding ladder, the gains from clar-
ity, predictability, transparency and robust-
ness of institutions may be outweighed by
the advantages of a strategic trade policy
that promotes promising industries over
the long term. In addition, many develop-
ing countries suffer from time-consuming
customs regulations, complex investment
approval procedures, and land and prop-
erty registration. The assessment may wish
to examine the causes of these constraints
and propose workable solutions through
reforms and technical assistance. The re-
view of trade and investment policy should
focus both on the analysis of trade flows
and on the description of the policy and in-
stitutional framework. The following sec-
tions discuss how selected trade policy is-
sues including the membership in regional
economic integration arrangements, free
trade areas and the WTO might be han-
dled in the AfT analysis.

6.1 Trade flows and economic
openness

Whilst increased openness does not nec-
essarily lead to higher economic growth
or human development, it can do so when
accompanied by the appropriate domes-
tic policies and institutional set-up. It will
be important to examine openness in the
AfT needs assessments, not least with a
view to determining economic vulner-

ability. There is no formal consensus on
how to measure economic openness.
Some popular measures offer good pros-
pects for benchmarking. The most obvi-
ous indicator is trade flows (i.e., exports
plus imports per given year as a percent-
age of GDP). Other more complex tech-
niques use real exchange rates and ad
hoc indexes. The goal for the AfT study,
however, is to understand the overall po-
sition of the economy in international
trade and its vulnerability to external
shocks channelled through international
markets. The vulnerability assessment
should look at the exposure to risks on
one side and to the capacity to cope, on
the other. The analysis should specifically
take into account the geographic posi-
tion and the dimension of the country
assessed. Possible dependency traps (e.g.,
export concentration on a few raw mate-
rials) should be also discussed.

Data on trade flows can be presented
and explained both historically and sec-
torally. Comparisons with similar coun-
tries and best performers will further
substantiate the analysis. If the AfT study
does not include a dedicated section on
investment, figures on FDI flows need to
be provided.

Trade flows show how trade has im-
pacted economic growth and competi-
tiveness (e.g., by promoting diversifica-
tion and moving production into higher
value added sectors). The analysis should
describe with tables and charts the dy-
namics of exports and imports (the level
of imports over a period of 5-10 years,
both in volume and as a percentage of
GDP); distribution by sector, geographi-
cal patterns and benchmarking with oth-
er similar countries.

Export/import dynamics of products
that are strongly linked with human de-
velopment should be highlighted. In par-
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ticular, export/import dynamics of key
and labour intensive sectors should be
discussed. The driving forces that explain
trade flows should be identified (e.g.,
availability of natural resources, a cheap
and educated workforce). The consist-
ency of trade patterns should be checked
against priority sectors and established
comparative advantages. The analysis
should also review economic and social
dimensions related with trade (using the
human development lens). This includes:

* evolution of trade patterns, e.g.,
movement from labour intensive
exports industries to medium - high
technology manufacturing indus-
tries, diversification of exports;

* employment in the export sector,
showing employment and wage
dynamics, number of enterprises,
employment over 20+ years disag-
gregated by gender and other so-
cial groups when relevant;

* export performance of different
type of enterprises (e.g., SMEs
against state enterprises and FDIs);

* assess the linkages between FDlIs
and export performance and
the typology of local supply net-
works;

* participation of the poor and vul-
nerable groups with case studies
(e.g. small exporting farmers).

6.2 Trade policy and institutions
6.2.1 Trade policy

This part of the AFT study should analyse
the country’s trade policy regime, includ-
ing trade interventions and incentive
arrangements. In-country capacity bot-
tlenecks on this subject should be given
special consideration. Box 6.1 provides an
introductory checklist for assessing politi-
cal decision-making and policies, devel-
oped by the OECD.

Box 6.1 OECD checklist for regulatory decision-making

1. Is the problem correctly defined?

The problem to be solved should be precisely stated, giving evidence of its nature and mag-
nitude, and explaining why it has arisen (identifying the incentives of affected entities).

2. Is government action justified?

Government intervention should be based on explicit evidence that government ac-
tion is justified, given the nature of the problem, the likely benefits and costs of action
(based on a realistic assessment of government effectiveness), and alternative mecha-
nisms for addressing the problem.

3. Is regulation the best form of government action?

Regulators should carry out, early in the regulatory process, an informed comparison
of a variety of regulatory and non-regulatory policy instruments, considering relevant
issues such as costs, benefits, distributional effects and administrative requirements.
4. Is there a legal basis for regulation?

Regulatory processes should be structured so that all regulatory decisions rigorously
respect the ‘rule of law’; that is, responsibility should be explicit for ensuring that all
regulations are authorized by higher level regulations and consistent with treaty ob-
ligations, and comply with relevant legal principles such as certainty, proportionality
and applicable procedural requirements.

5. What is the appropriate level (or levels) of government for this action?

Regulators should choose the most appropriate level of government to take action,
or if multiple levels are involved, should design effective systems of coordination
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between levels of government.

6. Do the benefits of regulation justify the costs?

Regulators should estimate the total expected costs and benefits of each regulatory
proposal and of feasible alternatives, and should make the estimates available in ac-
cessible format to decision makers. The costs of government action should be justified
by its benefits before action is taken.

7. Is the distribution of effects across society transparent?

To the extent that distributive and equity values are affected by government inter-
vention, regulators should make transparent the distribution of regulatory costs and
benefits across social groups.

8. Is the regulation clear, consistent, comprehensible and accessible to users?
Regulators should assess whether rules will be understood by likely users, and to that end
should take steps to ensure that the text and structure of rules are as clear as possible.

9. Have all interested parties had the opportunity to present their views?
Regulations should be developed in an open and transparent fashion, with appropri-
ate procedures for effective and timely input from interested parties such as affected
businesses and trade unions, other interest groups or other levels of government.

10. How will compliance be achieved?

Regulators should assess the incentives and institutions through which the regulation
will take effect, and should design responsive implementation strategies that make

the best use of them.

Source: http://www.oecd.org/LongAbstract/0,3425,en_2649_34141_35220215_1_1_1_1,00.html

The review of a country trade policy
framework should describe the tariff/
guota system and the range of pro-active
trade policies (i.e., all other government
interventions and subsides). The following
issues should be presented and assessed:

e the trade regime in terms of tar-
iffs: tariff dispersion, tariff peaks
and effective rate of protection;

e non-tariff barriers (i.e., quotas, ex-
port and import licences, export tax-
es and export bans, red tape, etc.);

e other active government inter-
ventions in the area of trade, in-
cluding state trading enterprises,
countervailing measures, anti-
dumping duties, and safeguards;

e pro-active trade policies, including
export processing zones, trade pro-
motion institutions and consultative
arrangements with the private sec-
tor and civil society organizations;

e role of tariffs and other duties in
respect to government revenues.
The effect of trade liberalization
on government revenues could
be estimated. The authors should
report if social expenditures de-
crease following the eventual re-
duction of government revenues.

The authors should also be able to
evaluate the policy framework against
that of other countries. The World Bank
produces a wide set of indicators for
benchmarking the level of trade liber-
alization around the world. The World
Trade Indicators (WTI) database is organ-
ized around five thematic areas, including
trade policies and trade outcomes.? If up-
dated data are available for the country
under assessment, they could be used to
substantiate the analysis (see box 6.2).

32 The effective rate of protection measures the total effect of a country tariff structure on the value added per unit.

3 http://go.worldbank.org/3Q2ER38J50.
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Box 6.2 World Trade Indicators

The World Trade Indicators (WTI) database measures trade performance, policies and insti-
tutions. The purpose of this World Bank initiative is to benchmark progress in these areas
while highlighting data gaps. The database includes about 300 indicators grouped in five
thematic areas: trade policy, external environment, institutional environment, trade facilita-
tion, trade outcome. A snapshot of regional and world averages is provided below.

Trade Policy | External Institutional | Trade Trade
Environment | Environment | Facilitation Outcome
Trade Res- Market Ease of Doing | Logistic Real growth
trictiveness Access-TRI Business - Performance | in total trade
Indices (TRI) (applied tariff | rank (out of Index (overall) | (%)
(MFN applied | incl. prefs.) - | 178)
tariff) - All All Goods**
Goods*
2006-07 latest | 2006-07 latest | 2006-07 latest | 2006-07 latest | 2006-07 latest
East Asia- Pacific 4.89 3.88 86.15 2.58 8.63
Europe and Cen- 5.09 3.15 79.44 2.53 9.41
tral Asia
World 7.47 4.06 89.50 2.74 7.74
Latin America and | 8.15 3.44 91.57 2.57 7.49
Caribbean
Sub-Saharan Africa | 11.83 5.38 135.80 2.35 6.37
Middle East and 12.61 2.40 113.20 2.42 7.01
North Africa
South Asia 13.02 7.30 106.60 2.30 10.82
Notes:

* Trade Restrictiveness Indices (MFN applied tariff) - All Goods -This index summarizes
the impact of each country’s non-discriminatory trade policies on its aggregate im-
ports. It is the uniform equivalent tariff that would maintain the country’s aggregate
import volume at its current level (given heterogeneous tariffs). It captures the trade
distortions that each country’s MFN tariffs impose on its import bundle using esti-
mated elasticities to calculate the impact of a tariff schedule on a country’s imports.
These measures are based on actual or current trade patterns and thus do not capture
restrictions facing new or potential trade. They also do not take into account domestic
subsidies or export taxes. Expressed as a tariff rate.

** Market Access - Trade Restrictiveness Indices (applied tariff incl. prefs.) - All
Goods - This index summarizes the impact of other countries’ trade policies on each
country’s exports, including preferential rates. It is a uniform equivalent tariff that
would maintain a country’s aggregate export volume at its current level (given he-
terogeneous tariffs). It captures the trade distortions that the rest of the world tariff
policies impose on the export bundle of each country using estimated elasticities
to calculate the impact of a trading partner’s tariff schedule on a country’s exports.
These measures are based on actual or current trade patterns and thus do not cap-
ture restrictions facing new or potential trade. Expressed as a tariff rate.

Source: World Bank (2008) and http://go.worldbank.org/3Q2ER38J50.
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6.2.2 Institutional Framework

In reviewing the country’s trade institu-
tions, the AfT study should outline the re-
lationship between institutions and coor-
dination mechanisms, in relation to trade
policy formulation and the management
of trade promotion programmes. Insti-
tutional coordination is highly impor-
tant, and importers and exporters often
find they have to deal with a prohibitive
number of bureaucratic requirements
(see box 6.3). This section should iden-
tify capacity gaps and eventual needs for
technical assistance. A brief description
of trade functions and responsibilities of
the most important institutions should
be provided.

The institutional mapping should pro-
vide a detailed assessment of specialized

agencies, which often have a key role in
promoting and facilitating trade and in-
vestments. These include:

customs agencies;

export credit agencies;
investment promotion agencies;
special economic zones (SEZs).

Dedicated paragraphs should look at
the trade facilitation committee or the
AfT committee, if any. Other specialized
agencies that have important roles in
trade should be considered, if relevant
to the country, including the National
Statistical Office (collection of trade sta-
tistics), the Central Bank (exchange rate
regulations) and National and Develop-
ment Banks and Funds (management of
trade promotion programmes, dedicated
credit lines).

Box 6.3 Streamlining export procedures in the Dominican Republic

By the late 1990s, export procedures in the Dominican Republic were badly in need
of reorganization. Exporting firms had to go through more than 10 different agen-
cies, a process that involved the same number of different forms and procedures.
Obtaining the permissions required to export took more than 45 days.

In response, the Single Window Integrated System for International Trade or SI-
VUCEX (Sistema Integrado de Ventanilla Unica de Comercio Exterior) was signed
by Presidential Decree in July 1998. SIVUCEX is a digital platform with web access
designed to simplify and speed up export processes, improving the efficiency and
security of transactions. Export firms register, fill out a single form, pay one fee and
receive government authorization online.

SIVUCEX, which cost $1.25 million, has led to significant time and cost improvements
in license and permit transactions, as shown in the following table:

Before SIVUCEX After SIVUCEX
Details Cycle-time Cycle-Time
Export license 71 days Eliminated
Special permits 2.35 hours Eliminated
Temporary importation 43 days 10 minutes
Ordinary permits 1.4 days Eliminated
Cost $150 $20
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A number of challenges remain, including engaging more Dominican export firms
as users, yet the success of the system demonstrates the value of collaborative inter-
action between agents. With strong advocacy by export firms and trade organiza-
tions, the project was led by government and the Dominican Republic Center for
Exports and Investments (CEI-RD). Through a well-orchestrated team effort, CEI-RD
built a horizontal, cooperative relationship among participating institutions, includ-
ing government agencies and private sector organizations. Getting to this point,
however, took time: almost seven years elapsed between the signing of the Presi-
dential Decree in 1998 and the system’s launch in 2005. At that point, SIVUCEX was
implemented in just a 12-month period.

CEI-RD decided to complement the implementation of the single window for online
export-related transactions by setting up a governmental portal, the Dominican Ex-
porter’s Web Site, for export firms to access information content, statistics, forms and
advice. This portal, supported by online services administered by CEI-RD, has added
value to the former initiative, taking advantage of information and communication
technologies in a fresh, business-oriented governmental response to export needs.
The enabling advantages of these technologies could be extended to offer informa-
tion content and statistics required for the decision-making needs of exporting firms.

Source: UNECE and UN/CEFACT.

6.2.3 Trade agreements and market
access

The AfT assessment should provide a com-
prehensive overview of existing trade
agreements. If negotiations are under-
way (e.g., WTO accession) a separate sec-
tion may present negotiation objectives,
current negotiation strategies and possi-
ble outcomes. Trade agreements can be
grouped as follows:

e WTO or WTO accession (see sec-
tion 6.2.4);
regional agreements;

e bilateral agreements, especially FTAs.

The analysis should pay special atten-
tion to the in-country capacity to deal
with these issues. It should focus on the
following:

e status of negotiations, implemen-
tation and compliance with mul-
tilateral, regional and bilateral
trade agreements and preferential
schemes;

e benefits and costs of involvement
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in several (overlapping) regional
trade agreements;

e the underutilization of preferences;

e other market access constraints in
export markets, such as standards
(covered in the next chapter of the
guide), technical barriers to trade,
tariff peaks and tariff escalation;

e recommendations to strengthen
preferential agreements with oth-
er countries and to reinforce the
use of existing arrangements;

e recommendations to meet the
adjustment cost of implementing
current (ex post) and anticipated
(ex ante) trade agreements.

In recent years, the number of FTAs has
increased dramatically. The European Un-
ion and the United States are particularly
active players in the design of such agree-
ments. Countries that are in the process of
signing should evaluate them cautiously.
Evidence from a number of regions shows
that the overlapping nature of many re-
gional and bilateral agreements, together
with trade diversion and complexity, un-
dermine the potential gains from liber-



alization that are intended to accompany
such agreements. In addition, the pro-
ponents of such agreements have often

pushed for the kind of ‘WTO-plus’ require-
ments which many developing countries
have argued against in multilateral forums.

Box 6.4 Assessing free trade agreements

Assessing FTAs will require looking at the following potential impacts:

1.

How might the proposed FTA affect the quantity of imports and exports? An FTA
aims to provide domestic businesses with a wider opportunity for export, and benefit
consumers in the form of lower prices and more choice. An FTA is also more attractive
to foreign investors from within and outside the region.

The direction and composition of trade. Which countries and products will gain or
lose as a result of the FTA? Trade diversion may occur if an FTA is implemented in a
situation where a country is not a member of the WTO. If certain products lose, tran-
sitional arrangements may need to be put in place to cushion the impact of industry

The fiscal situation. Will tariff reduction reduce government revenues, perhaps requir-
ing tax increases elsewhere? Again, if these tax increases are on basic items, they may

How will the overall trading changes affect consumption and production (GDP)? An
increase in net exports will, by definition, result in an increase in GDP.

Will the trade agreement influence the amount, composition and source of FDI? It is
possible that an FTA will lead to more regional inward FDI. However, an FTA may also
make the region more attractive as an investment destination for other international
companies. Will the increased trade and investment result in spillover effects and the
capacity for local firms to learn new techniques or to gain new technologies?
Sectoral changes. Which sectors will lose or gain? As above, these sectors should be

Tariff preference erosion. AfT provides the possibility for compensation of losses due
to preference erosion, whether this takes the form of aid to restore competitiveness,
or balance of payments support in the event of a collapse in exports.

Human development and poverty. Will the agreement have redistributive impact?
Who will be the losers and the winners? Are mitigation measures in place to cope

2.
changes on the poor.
3.
affect the poor disproportionately.
4.
5.
6.
analysed for their impact on the poor.
7.
8.
with negative impacts?
9.

Political implications. Will the trade agreement lead to enhanced international coop-
eration? Will there be any domestic political impact?

Chapter 9 provides descriptions of
quantitative and qualitative tools that can
be used to address human development
in an analysis of trade agreements. The
principle of the trade assessment in this
guide is indeed the identification of the
channels between trade and human de-
velopment and the assessment of oppor-
tunities and risks for vulnerable groups.
The analysis (ex ante) should be able to

draft alternative scenarios and propose
different policy options.

The effectiveness of trade policy can
also be assessed by looking at the access
guaranteed for national products into
major markets. This issue is fundamental
for developing countries. Many countries
enjoy preferential treatment in a number
of markets (i.e. Generalised System of
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Preferences®) and improved relations
with the EU, including potential trade
agreements and economic partnership
arrangements.

6.2.4 WTO accession (where appli-
cable)

A total of 28 countries are currently in
the process of accession to the WTO (see
box 6.5). (One, Vanuatu, has finalized its
working party report but not submitted
it to the General Council.) Of the acced-
ing countries, 12 are LDCs, and as such
should be subject to the accelerated ac-
cession procedure adopted by the Gen-
eral Council in 2002. This decision was
partly a response to Vanuatu's difficulties
during negotiations and its inability to
take advantage of special and differen-
tial treatment. The decision recommends

that ‘WTO members shall exercise re-
straint in seeking concessions and com-
mitments on trade in goods and services
from acceding LDGs, taking into account
the levels of concessions and commit-
ments undertaken by existing WTO LDCs’
members’'.?® It allows acceding LDCs to
take advantage of special and differen-
tial treatment, streamlines the accession
process and improves access to technical
assistance and capacity-building. In prac-
tice, members have not always taken the
decision into account; Lao PDR is one of
those that have.

For all countries that are in the proc-
ess of WTO accession, the needs assess-
ment may wish to discuss how the ben-
efits from WTO accession can be maxi-
mized, and adjustment measures identi-
fied and financed.

Box 6.5 Summary of current WTO accessions

Country Applied Latest wor- | Goods Offer | Services Of- | Draft Wor-

king Party | (latest) fer (latest) | king Party
Report *

Afghanistan | Nov 04

Algeria Jun 87 Jan 08 Nov 07 Nov 07 Jun 06

Andorra Jul 97 Oct 99

Azerbaijan |Jun 97 May 08 Feb 08 Mar 07

Bahamas May 01

Belarus Sep 93 May 05 May 06 Sep 06 Jun 07 (FS)

Bhutan Sep 99 Jan 08 Nov 07 Nov 07 Dec 07

Bosnia and | May 99 Nov 07 Feb 07 Feb 07 Oct 07 (FS)

Herzegovina

Comoros Feb-07

Equatorial | Feb-07

Guinea

Ethiopia Jan 03 May 08

3 UNCTAD manages a database on the Generalised System of Preferences schemes at http:/www.unctad.org/Templates/Page.

asp?intitemID=1418&lang=1.
*Document WT/L/508.
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Iran Jul 96

Iraq Sep 04 Apr 08

Kazakhstan |Jan 96 Nov 06 May 04 Jun 04 Sep 06

Lao People's | Jul 97 Nov 07 Oct 07 (FS)

Democratic

Republic

Lebanese Jan 99 May 07 Jun 04 Jun 04 Mar 07

Republic

Liberia, Jun 07

Republic of

Libyan Arab | Jun 04

Jamahiriya

Montenegro | Dec 04 Feb 08 Jun-08 Jun 06 Feb 08

Russian Jun 93 Mar 06 Feb 01 Jun 02 Oct 04

Federation

Samoa Apr 98 Mar 02 Feb 06 Nov 06

Sao Tome Jan 05

and Principe

Serbia Dec 04 May 08 Oct 07 Nov 07 Apr 08

Seychelles | May 95 Feb 97 Jun 97

Sudan Oct 94 Mar 04 Oct 06 Oct 06 Sep 04 (FS)

Tajikistan May 01 Oct 06 Jun 06 Jun 06 May 06 (FS)

Uzbekistan |Dec 94 Oct 05

Vanuatu Jul 95 Oct 99 Nov 99 Nov 99 Accession
Package Oct
01

Yemen Apr 00 Nov 07 Jun 07 Jun07 Aug 07 (FS)

* Most recent Factual Summary (FS), draft Working Party Report or Elements of draft Work-

ing Party Report.
Source: www.wto.org (updated July 2008).

Examples of issues to be addressed around
WTO accession include the following:

e the main requirements for acces-
sion (e.qg., tariff bindings, domestic
support for agriculture, implemen-
tation of trade-related regulatory
agreements), the major constraints
to meeting these requirements

and the likely impact of the Doha
Development Agenda;

an overall strategy for using the
WTO accession process to support
the country’s economic develop-
ment programme;

lessons from similar countries that
have acceded in recent years, espe-
cially with regard to equity, public
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sector capability and policy space
(such as Cambodia, Cape Verde,
China, Estonia, Kyrgyzstan, Nepal,
Tonga, Ukraine and Vietnam);

e review of policies and regulations
affected by WTO obligations (e.g.,
those governing subsidies, stand-
ards, intellectual property, state
trading enterprises, import licens-
ing, trade remedies, customs),
suggested priorities for the coun-
try's legislative action plan, and
technical assistance needed to im-
plement these reforms.

It is important to emphasize again
that the issues of poverty and human de-
velopment need to be taken into account
throughout the analysis of trade policy.
For example, researchers need to explain
what would be the impact of WTO ac-
cession on micro-, small- and medium
enterprises or small farmers. The analysis
can then go beyond the identification of
these potential ‘losers’ to an analysis of
possible solutions (e.g., free training for
fired workers) and mitigation measures.

6.3 Investment policies and
foreign direct investment

Investment, including FDI, can provide
both economic and human development
benefits. An immediate benefit includes
employment, which can have a direct hu-
man development impact in the form of
improved working conditions and great-
er life choices. Foreign investors may also
bring with them improved working prac-
tices, better technologies and a wider
range of imported products, all of which
can enhance the ability of people to live
fulfilling lives. FDI may also bring with it
worsened labour practices. The needs as-
sessments, together with a heightened

focus on human development, can help
focus on ensuring that countries benefit
fully from FDI.

Further economic benefits include ex-
port development and integration into
global supply chains, the stimulation
of local demand for goods and services
through supplier linkages, and the trans-
fer of managerial and technical skills to
the host country. These benefits can spur
development and reduce poverty. How-
ever, these outcomes will only be real-
ized and evenly distributed if a country
has a sound investment climate and a
business-friendly environment. The un-
derlying policies must be clear, predicable
and transparent, and offer private inves-
tors incentives such as non-discriminatory
treatment and protection. To the extent
that FDI improves economic growth, it
can also improve human development,
since greater wealth can raise the capa-
bilities and choices of the poor. Invest-
ment policy must also take into account
the country’s strategic trade policy, as
discussed at the start of section 6. Invit-
ing direct competitors into a country to
compete with industries that are at an
early stage of development can often
conflict with the achievement of a long-
term dynamic comparative advantage
in particular areas. It is suggested that
governments take a strategic approach
to the liberalization of the investment
environment, evaluating which kind of
investment to target.

The purpose of conducting an invest-
ment policy analysis is to identify the in-
centives a country offers to investors and
evaluate their effectiveness in attracting
investors to the priority sectors as de-
fined by the government.*® Such a review
covers the following areas: the trends of

3%6See the OECD and UNCTAD Investment Policy Review approaches at http:/www.unctad.org/Templates/Page.
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inward and outward FDI, the investment
policy framework, and the strategic per-
spective and long-term outlook.

(1) Investment trends: Investment trends
show how FDI has made a difference
(e.g., promoted diversification, moved
production into higher value-added sec-
tors, increased international competitive-
ness, undermined domestic manufactur-
ers, led to deindustrialization).

e FDI inflows — driving forces (e.g.,
the level of inflows over a period
of 5-10 years, distribution by sector,
comparison with similar regional
countries, how FDI is consistent
with priority sectors, sources of FDI);

e FDI outflows — driving forces (e.g.,
high wage costs, relocation of low-
end operations to lower wage
countries; core competencies de-
veloped to meet international
standards e.g., in tourism, financial
services, domestic savings);

e evolution of FDI (e.g., movement
from labour intensive, low-wage
low-tech industries to value-added
high-wage, high-tech industries,
as in the case of the garment in-
dustry moving from assembly of
low-cost garments under licence to
export of own-brand name goods
to high-value niche markets, with
new supply capabilities developed
in marketing, product design and
research and development, result-
ing in higher wages and improved
living standards for workers, farm-
ers and other local suppliers);

e employmentin foreign firms (e.g.,
showing how employment in-
creased, with a table showing the
number of enterprises, employ-
ment over 20+ years);
export performance of FDI;

e local supply linkages (e.g., the
spin-off effects and multiplier ef-

fects from FDI creating demand
for goods and services such as
consultancy, water, electricity,
transport, technical inputs);

e skills transfer (e.g., FDI provid-
ing managerial skills, on-the-job
training, making a statement
about availability or shortage of
domestic training opportunities
such as vocational training and
tertiary education).

(2) Policy and operational framework for
FDI: The investment policy framework
identifies reforms favourable to a more
attractive investment environment, and
best practices. Factors taken into consid-
eration include:

e Openness to FDI — is the country
open to FDI or selective? What are
the selection criteria, are there pri-
ority or reserved sectors, is there a
clear investment policy with clear
definitions of the respective roles
of government and business? Are
there activities reserved only for
the state, e.g., natural monopolies
like fixed-line telecommunications
and water? Is there a need for
regulatory reform (e.g., govern-
ment formalities and paperwork,
anti-corruption laws) to promote
private investment?

e Specific standards of treatment
and protection - identified on the
basis of the current investment law
and bilateral investment treaties
o national treatment — investors

treated as if they were nationals
or they are given a guarantee of
fair and equitable treatment;

o non-discrimination — Most Fa-
voured Nation treatment ex-
tended to investors

o funds repatriation — existence
or absence of exchange controls
and free repatriation of returns
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such as profits, fees, royalties;

o expropriation - guarantees
against expropriation, that it
will only take place for pub-
lic purposes with due process,
prompt and fair compensation;

o international arbitration - ju-
dicial hearing offered locally,
or international arbitration,
membership with Internation-
al Centre for Settlement of In-
vestment Disputes (ICSID);

o double taxation treaties — the
number of treaties (present,
under negotiation, awaiting
ratification), countries involved,
exceptional provisions with a
particular country(ies), etc.

e Investment incentives — provide
background, i.e., history on the
use of incentives and how incen-
tives have influenced investment
flows, areas where incentives
have failed to achieve desired
outcomes; and provide a descrip-
tion of incentives, including the
range of incentives on offer, table
of investment incentives by sec-
tor; a list of priority sectors and
discussion of the successes or chal-
lenges met in each sector.

(3) Strategic perspective: The strategic
perspective offers a review of the coun-
try’'s investment strategy. A broader vi-
sion of foreign investment can be pro-
vided with the reasons why the imple-
mentation of current or older strategies
on investments has or has not met expec-
tations (e.g., bottlenecks limiting invest-
ment or weak institutions). The strategy
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should identify the most promising sec-
tors for investors and for the economy in
the long run.

It is important to review the potential
role of FDI and, in particular, identify its
positive contributions in the areas of:

o Skills and human resource de-
velopment. This includes de-
mand-driven training, academ-
ic and technical education to
accelerate skills development;

o Enhanced competition. Dereg-
ulation and liberalization can
increase competition in indus-
tries such as telecommunica-
tions, improving services and
lowering costs;

o Creation of greater regional
links. This includes regional co-
operation / integration, such
as agreements for better ac-
cess to regional markets;

o Promotion of global supply
linkages with local SME sup-
pliers.

If impacts are negative, they should
be analysed with the objective of provid-
ing recommendations. The most common
negative consequences of FDI relates to
possible monopolistic behaviour (due to
market protection, tax privileges and in-
centives), technological gaps in respect to
local firms, undesired competition with
fledgling local industries, as well as the
impact on the environment. The experi-
ence from East Asia and the Pacific sug-
gests that measures which produced link-
ages between FDI and the local economy
were most successful.



7. TRADE FACILITATION AND STANDARDS

Trade facilitation, the simplification and
harmonization of trade procedures, aims
to enhance the flow of trade across the
border, and includes measures that con-
tribute to this goal behind the border.
Standards in international trade refer to
safeguards put in place by governments to
protect their citizens from dangerous and
unsafe products, including manufactured
and agricultural goods. Trade facilitation
practices and standards can become bar-
riers to trade both unintentionally and
intentionally. Traders usually want a non-
discriminatory system that is predictable
and transparent so that their products
can enter markets with as few barriers as
possible. Trade facilitation is extremely
important for micro enterprises and SMEs
for whom barriers are much more difficult
to overcome than for bigger firms.

7.1 Trade facilitation

The purpose of the AfT assessment is to
identify the underlying causes of ineffi-
ciency, poor service delivery and high costs
related to the movement of traded goods
so that systemic problems, not only symp-
toms, are addressed in a comprehensive,
enduring manner.?’” The efficient move-
ment of goods across national frontiers,
both in terms of duration and cost, depends
on many factors. It is prudent to examine
not only the capacity and competency of
the service providers directly involved in
handling traded goods, but also aspects of
the local business environment that impact
international trade, including customs, the
department of trade, trade and business
associations, and financial and other trade-

related services. A prerequisite for effec-
tive trade facilitation is a good business
environment. There is thus some overlap
between this section and chapter 5. The
assessment covers a range of suggested
issues for review, not all of which may be
relevant to a country’s peculiar situation.
The issues covered include skills, working
practices and standards of professional-
ism, corruption, coordination, equipment
and infrastructure and their impact on
the performance of various organizations.
The findings of the assessment may sug-
gest that a government needs to simplify
its customs procedures, introduce profes-
sional standards and provide training or
upgrade trade-related infrastructure or a
combination of these and other measures.
Interventions and their associated costs
will vary according to the local needs of
each country. Hence, it is necessary to be as
specific as possible when reviewing a coun-
try's trade facilitation arrangements and to
identify the areas requiring reform, capac-
ity-building, technical assistance and staff
training. It is suggested that the analysis of
trade facilitation should focus on key issues
and actors, including enterprises (export-
ers and importers), government, business
services, and infrastructure services. These
four areas will be discussed below, listing
specific features that would be useful to
examine in an assessment study.

Country benchmarking can be used to
highlight the country’s relative perform-
ance. For example, the World Bank pro-
duces the composite Logistics Perform-
ance Index (LPI) that summarizes seven
areas of performance.?®

37 Adapted from World Bank/John Raven (2005), at http://www.gfptt.org/uploadedFiles/a1c39bce-4c9c-4706-aa71-d73bd0a4f193.doc).

3 ywww.worldbank.org/Ipi. The seven areas are (1) efficiency and effectiveness of the clearance process by customs and other border control agencies;
(2) quality of transport and information technology infrastructure for logistics; (3) ease and affordability of arranging shipments; (4) competence
in the local logistics industry (for example, transport operators and customs brokers); (5) ability to track and trace shipments; (6) domestic logistics
costs (for example, costs of local transportation, terminal handling and warehousing); and (7) timeliness of shipments in reaching destination.
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7.1.1 Enterprises (exporters and
importers)

Exporters

- Determine the volume of business;
profile of exporters and types of prod-
ucts handled annually; relations (and
level of satisfaction) with customs,
forwarders, freight -carriers; com-
mercial banks in terms of efficiency
and cost of services provided, docu-
mentary credits, bureaucratic delays,
exchange controls, export taxes and
other requirements.

Importers

- Determine the volume of business,
profile of importers, and types of
products handled annually; the effi-
ciency and cost of services provided by
customs, freight forwarders/transport-
ers; the main ports of entry and exit,
border checkpoints to promptly clear
and deliver goods to customers; access
to financing and payment for goods,
use of documentary credits; bureau-
cratic obstacles such as exchange con-
trols, security requirements.

7.1.2 Government

Ministry of trade (trade facilitation de-

partment)

- Determine the role and structure
of the department and other statu-
tory bodies that have clearly defined
competencies and responsibilities
in trade facilitation (e.g., trade fa-
cilitation agency, trade facilitation
department); consider the level of
interdepartmental coordination and
highlight the constraints (financial,
skills, equipment, etc.); if these de-
partments directly manage relation-
ships with enterprises, indicate work-
ing hours and availability; number
and value of export and import dec-
larations, transit operations; average
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release times for goods; use of elec-
tronic declarations; contribution of
customs duties and taxes to govern-
ment revenue; recommend how the
customs department could perform
its work more effectively.

Examine the trade facilitation depart-
ment’s role, including its ability to sim-
plify and streamline customs clearance
and other external trade formalities;
address constraints on payment sys-
tems and increase access to letters of
credit and other documentary credits;
promote greater regional integration
and participate in regional trade facili-
tation initiatives (see box 7.1 below);
promote the efficiency of postal, cou-
rier and other delivery and container-
ized transport services on behalf of
traders; increase awareness among
traders of the benefits, opportuni-
ties and the options available of elec-
tronic commerce; advise exporters on
the product standard requirements
of export markets, especially when a
domestic national standards organiza-
tion does not exist.

Customs

Highlight the constraints (financial,
skills, equipment, corruption, etc.),
working hours and availability of cus-
toms agents outside working hours;
number and value of export and im-
port declarations, transit operations;
average release times for goods; use
of electronic declarations; contribu-
tion of customs duties and taxes to
government revenue; recommend
how the department could perform
its work more effectively.

Identify the number and type of dis-
putes and challenges that customs
deals with annually, involving valua-
tion, classification, compliance, and
temporary importation; determine
whether there is a trade committee
that meets regularly to resolve dif-



ferences, seek relief and facilitate
dialogue between customs and gov-
ernment on the one hand and the us-
ers, including traders, brokers, ships’
agents, transporters and other inter-
ested parties on the other.

Pre-shipment inspection agency (if appli-
cable)

Find out the time it takes to issue a
report; identify the goods excluded
from PSI and the minimum value;
proportion of consignments physi-
cally inspected and criteria for inspec-
tions; how inspections are paid for.

Exchange control/central bank (if appli-
cable)

Determine the purpose of exchange
controls and how they are applied;
the role of customs in applying ex-
change controls; availability of docu-
mented exchange control regulations
to the public; resolution of exchange
control infringements; impact of dis-
putes on the movement of goods.

7.1.3 Business service providers

Chamber of commerce

Ascertain the size of its membership
and whether it is a statutory or a vol-
untary organization; its role in pro-
moting the interests of its members,
such as offering advice to traders on
national and foreign customs require-
ments, foreign standards, payment
systems and transport facilities.

Determine whether the chamber
has specialist committees that han-
dle issues such as customs, payment
systems, transport, communications,
e-commerce and trade facilitation;
whether the chamber conducts cours-

es in any of these areas; whether it
issues certificates of origin by ensur-
ing that it verifies the products being
certified.

Establish whether the chamber col-
laborates with United Nations bod-
ies such as UNCTAD, WTO, ITC, the
International Chamber of Commerce,
foreign chambers, regional organi-
zations, national business organiza-
tions; the areas of cooperation, such
as best practices, technical assistance,
information sharing.

Forwarder/agent/broker/multimodal
transport operator

Find out the volume of business han-
dled annually in terms of exports and
imports; document their operational
efficiency at ports, airports, road fron-
tiers, rail frontiers and inland contain-
er depots, e.g., cost and efficiency, re-
lease times for shipments, movement
of cargo across borders; difficulties
with exchange controls, access to doc-
umentary credits and to commercial
information to facilitate transactions;
use of electronic communication to
exchange information (manifests,
waybills) and standard transport docu-
ments;* dispute settlement processes
and the nature of the disputes.

Commercial Banks

Determine the importance of docu-
mentary credits in facilitating trade on
the basis of their number and value
annually; whether SMEs face difficul-
ties accessing these credits; how docu-
ments are transmitted between banks,
by postal or express delivery services or
electronic means, and the reliability of
transport and communication services
and any related bottlenecks.

3¥These are internationally recognized documents that facilitate the transactions of freight forwarders, including forwarder’s certificate

of receipt, forwarder’s certificate of transport, warehouse receipts, negotiable and non-negotiable multimodal bills of lading, shipper’s
declaration for the transport of dangerous goods, shipper’s intermodal weight certificate, and forwarding instructions issued by
International Federation of Freight Forwarder Associations
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Trainers and other service providers

Assess the capacity of existing tech-
nical and vocational institutions to
train and provide the skilled person-
nel needed in the trade facilitation
industry, such as customs officers,
clearing agents, brokers, laboratory
technicians at national standards or-
ganizations and related skill sets; de-
termine training capacity constraints
and whether there are any gaps or
shortfalls that need to be addressed
and in what areas and the numbers
required. Examples of training areas
could include logistics (cargo routing
and door-to-door services for cost,
promptness and reliability), risk man-
agement (loss and damage), finance
and payment methods, and national
laws, rules and procedures of customs
and other statutory bodies and those
of the main trading partner countries.

7.1.4 Infrastructure services

Shipping line and ships’ agents

Ascertain the volume of cargo handled
in terms of the number of contain-
ers; the main countries of origin and
destination; services offered (door-to-
door); physical or electronic transmis-
sion of manifest information; delays or
problems encountered, such as cargo
loss or damage, heightened security,
phytosanitary controls, customs, port,
deficiencies in infrastructure; electron-
ic filing of customs declarations; and
participation in a trade committee in-
volving customs and other parties.

Ports

In addition to the issues concerning
shipping line and ships’ agents, deter-
mine the capacity constraints of the
ports, such as the adequacy of equip-
ment, staffing and infrastructure to
handle the movement of goods; port
congestion and delays caused by cus-
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toms, late arrival of manifests, banking
requirements, exchange controls, avail-
ability of connecting and multimodal
transport, pre-shipment inspection and
late collection of consignments.
Evaluate ports operations, for exam-
ple, whether clear procedures and
guidelines are conveyed to port users
to facilitate movement of goods and
vehicles; use of computers and elec-
tronic data sharing; cooperation with
customs and security; responsibility
for sanitary and phytosanitary checks;
procedures for goods clearance, re-
view of declarations and physical in-
spection of consignments and any re-
sulting disputes (classification, value,
illegal imports).

Air cargo carriers

Determine the volume of business
handled annually; provision of door-
to-door services; methods used and
experiences in exchanging manifests,
waybills and other documentation;
difficulties with customs, exchange
control, inspection, security, ground
handling; whether advantages of the
speed and security of airfreight to
traders over other forms of transpor-
tation for high value, low weight car-
goes are offset by bureaucratic delays
and capacity constraints.

Airports

Determine the annual volume of
business handled; the length of time
for the movement of cargo between
unloading and handing over to an
agent or carrier; staffing levels at the
customs office and warehouse; pay
conditions and overtime rates; work-
ing relations between customs, immi-
gration and other agencies; responsi-
bility for phytosanitary and security
controls; well-publicized information
available on customs formalities;
software used for customs declara-



tions and clearance; electronic com-
munication between customs and
traders/agents/carriers; proportion of
consignments physically inspected;
procedural difficulties and resolution
mechanisms; theft and loss of goods
in airport custody.

Road carriers

Ascertain the provision of door-to-
door services, temporary importation,
efficiency, cost and security standards
of the main ports of entry and exit,

release times of vehicles by customs,
efficiency and cost of container ter-
minals; experience with the authori-
ties of transit countries such immigra-
tion, phytosanitary standards, vehicle
requirements; automation and com-
munication systems used in transport
functions; timely receipt of new cus-
toms regulations and other official
information, access to information on
foreign countries; availability, quality,
cost and constraints of available com-
munication methods.

Box 7.1 Agreements and conventions on international transport

Physical and non-physical obstacles to international traffic flows continue to hinder
economic development. Inadequate transport infrastructure and regulations are es-
pecially damaging to landlocked developing countries that face comparatively high
costs of trading across borders. A number of obstacles to international transport have
been addressed by various UN agreements and conventions. A critical mass of such le-
gal instruments needs to be adopted and implemented by developing countries, espe-
cially in landlocked and remote locations, in order to reap potential benefits of trade.

For instance, the Project Working Group on Transport and Border Crossing has con-
tinued to recommend since 1999 that all countries participating in the United Na-
tions Special Programme for the Economies of Central Asia (SPECA)* should adopt
16 key legal instruments administered by UNECE. These instruments aim to harmo-
nize the framework for international transport in the following areas: infrastruc-
ture (parameters and routes of rail, road and combined transport networks), road
transport regulations (two basic conventions and two supplementary agreements
on road traffic, one agreement on work conditions of international truck drivers),
border-crossing facilitation (conventions on the harmonization of border controls,
contract for the international carriage by road (CMR), international transport of
goods by road (TIR) and three customs conventions on temporary import rules) and
transport of dangerous and perishable cargoes (ADR and ATP agreements). The ac-
cession to a number of the recommended agreements and conventions by SPECA
countries since late 1990s could improve considerably their trade performance, pro-
viding that these legal instruments be properly implemented.”

7. TRADE FACILITATION AND STANDARDS

* For more information on the legal instruments pertaining to international transport and the state
of accession, see ECE-ESCAP (2008) and http://www.unece.org/trans/main/speca/docs/13th_docu-
ment04.pdf

“The following countries participate in the SPECA programme: Afghanistan, Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistan, Turkme-
nistan and Uzbekistan. Details concerning activities of the SPECA project working groups on international transport and trade can be
accessed at http://www.unece.org/trans/main/speca/speca.html and http://www.unece.org/speca/trade.html.
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Rail transporters ness carried by road vehicles, con-

Identify the volume and type of freight tainer trucks and trailers and roll-on
handled annually and distances trav- roll-off vehicles; the proportion of
elled; services offered, e.g., refrigerat- temporary imports per year; time in-
ed facilities, wagon or container loads; terval from arrival to departure; pay
cost of rail transport relative to road, conditions and overtime rates of cus-
air and marine transport; farmers and toms officers; the number of customs
traders served by rail services; physical clearance procedures and whether
or electronic transmission of manifest they are handled at one central point
information and filing of customs dec- or are broken up into several sepa-
larations; the capacity, quality of roll- rate steps; other procedures such as
ing stock, including wagons for cargo verification of roadworthiness of ve-
and passengers, railroads, signalling hicles, weight limits, driving licence,
and control equipment, infrastructure passport and visas; use of computers
to handle road haulage and intermo- and their applications; reliability of
dal transport (terminals, warehous- power supply; procedural difficulties;
ing, ramps, moving and lifting equip- theft and loss.

ment); diesel or diesel-electric locomo-
tives, payloads and compatibility of  Express delivery operators

rail gauges with transit states; cross - Find out the annual volume of busi-
border issues and other administra- ness handled with respect to exports
tive, technical and logistical challenges and imports, the average length of
faced by operators such as procedures time to process documents and clear
regarding security, phytosanitary con- goods through customs, identify
trols and customs; and participation in causes of delays and inefficiencies,
a trade committee involving customs lack of competition, administrative
and other parties. requirements such as licensing, varia-
ble levies and fees; causes of disputes
Border crossing points (rail and road) (classification, value, loss, damage,
- Ascertain the annual volume of busi- security).

Box 7.2 Southern African Development Community Transit
Management System

The Southern African Development Community (SADC), formed as a full-fledged
development community in 1992, comprises 14 member states: Angola, Botswana,
DR Congo, Lesotho, Madagascar, Malawi, Mauritius, Mozambique, Namibia, South
Africa, Swaziland, United Republic of Tanzania, Zambia and Zimbabwe. Headquar-
ters are in Gaborone, Botswana.

As the SADC strives to improve economic development and play a bigger role in global
markets, it is attempting to improve the movement of goods through member states,
seven of which are landlocked. Delays at border crossings and the fulfilment of differ-
ent regulations can be particularly costly.

The aim of the SADC Transit Management System is to achieve fast, cost effective and
safe transportation in the region, mostly by road. The System mirrors the international
TIR and ATA carnet systems, operating on the basis of extraterritorial recognition of
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declarations and Customs guarantee bonds in the country of commencement. Now in
operation, its full implementation can reduce transit clearance time from two days to
just under an hour.

The project took three years to be put in place. Following stakeholder workshops, a
10-month pilot project was undertaken on the north-south corridor linking Durban
in South Africa to Blantyre in Malawi and Lumbubashi in the Democratic Republic of
Congo. The aims were to learn lessons, identify obstacles and ensure commitment by
member states. The pilot project focused on testing five areas: legal framework, ob-
ligation of key stakeholders, procedures, communications and infrastructure. Budget
contributions by SADC member states were supported by funding from the UK De-
partment for International Development and Regional Trade Facilitation Programme
as well as EU technical and financial support though Customs support programs.

The pilot demonstrated a number of benefits, including the provision of adequate
security to Customs authorities; reduction of cost of raising transit guarantee; elimi-
nation of delays and inconvenience at entry, transit and destination Customs offices;
release of large sums of money previously tied up as collateral; increase in efficiency
in inter-state transport between member states; reduced freight charges; reduced fi-
nancing charges; improved collection of duties and taxes; and increased trade be-
tween member states.

In addition, the pilot revealed the following strengths and weaknesses:

e Legal Framework: agreement between Customs administrations is important, as
is a financial system for managing claims limited to legal provisions requiring
national recognition of extra-territorial bonds and transfer of claims payments.

e Customs Transit Procedures: Customs systems can be improved, as evidenced by
the introduction of SAD 500 and work undertaken by the hub for corridors.

e Bond Management: primary responsibility for managing bonds given to princi-
pal surety, making this individual responsible for all dealings with Customes.

e Mandatory or optional?: it is a cardinal requirement for SADC that the system
remain a matter of choice, as member states want to see the benefits before it
becomes mandatory.

e Dispute Settlement: specific provisions for cooperation between Customs adminis-
trations and sureties; provides for arbitration in the event of protracted disputes.

Under the pilot scheme it was learnt that an inclusive approach helped ensure buy-in
and ownership by all stakeholders; consultation with key stakeholders makes imple-
mentation easier; and that capacity building is a critical factor in success. The chal-
lenge now is to align national legislation and train stakeholders.

Source: UNECE and UN/CEFACT

7.2 Standards their goods to world markets. However,
the presence of strict international prod-
Trade liberalization has created opportu-  uct standards for agricultural and manu-

nities for developing countries to export  factured goods has made it difficult for

4“Twww.sadc.int/index/browse/page/52.
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these countries to take full advantage
of export markets. Meeting interna-
tional standards can be challenging due
to a shortage of human and financial
resources, lack of active participation in
international standard setting bodies as
well as weaknesses in their infrastruc-
ture. Exporters of agricultural and indus-
trial products face barriers to trade in the
form of technical regulations, and sani-
tary and phytosanitary (SPS) standards.
Sanitary measures are standards that
apply to food safety and the prevention
of food-borne pests and diseases from
entering a country, while phytosanitary
measures refer to the prevention of
plant-borne pests and diseases. Technical
regulations cover product specifications
such as quality, safety and production
processes and methods involving agricul-
tural and industrial products.

Standards in target markets, for ex-
ample the European Union or the United
States, can become what are known as
technical barriers to trade (TBT), restrict-
ing the entry of imports from developing
countries. SPS and TBTs are sometimes
imposed for legitimate reasons, because
the goods from the country of origin do
not comply with the product and safety
standards of the destination country
market. For example, Mattel, a US-based
toy company, had to recall its goods from
retail stores in 2007 because its Chinese
supplier(s) had not complied with US
product standards prohibiting the use
of certain toxic materials, such as lead
paint.*? Other well-publicized examples
are temporary bans that were imposed
by Japan and the EU countries on import-
ed beef from the United Kingdom due to
health concerns about meat affected by
outbreaks of foot-and-mouth disease.*

“2Fairclough (2007).

In other cases, SPS and TBTs could
be arbitrarily invoked by a country as
a protectionist measure to limit com-
petition. For a brief period in the ear-
ly 1980s, Japanese video cassette re-
corders (VCRs) imported into France,
instead of entering through France’s
major port cities, had to pass through
Poitiers, a small, remote town with a
poorly equipped and under-staffed cus-
toms office. Ostensibly, the VCRs were
inspected to ensure that the instruc-
tion manuals were in French. The ef-
fect of this customs arrangement was
an increase in price and a limit in the
number of Japanese VCRs sold in France
to 3,000 units per month, a quantity far
below the size of the French VCR mar-
ket.** The use of international stand-
ards endorsed by international agen-
cies such as those of the United Nations
help create transparency and predict-
ability, thereby facilitating trade and
avoiding the arbitrary use of SPS and
TBTs such as the Poitiers case. In this
regard, the WTO has introduced two
agreements to facilitate trade through
international product standards, the
Agreement on Technical Barriers to
Trade (TBT) and the Agreement on the
Application of Sanitary and Phytosani-
tary Measures (SPS).

Therefore, conformity with the
norms and standards of international
trade forms an important part of a coun-
try’s export strategy. A successful export
strategy requires goods that meet inter-
nationally recognized standards for ag-
ricultural and industrial products. This is
achieved by establishing a standard qual-
ity control process which includes certifi-
cation and quality assurance procedures
for product safety and hygiene.

4 Other examples of the use of standards to restrict developing country imports: fish and fish products (water control, vermin control,
maintenance practices, cholera), horticultural products (toxins), meat and poultry (abattoir and factory standards), and processed food

products (processing facilities not being approved).
4 Jovanovic (1997) .
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There are over 50 organizations that
develop and promote international
standards for use in international trade,
of which only seven are recognized by
the WTO'’s TBT and SPS Agreements (see
table 7.1). The activities performed to
ensure product specifications meet in-
ternational standards include sampling,
testing and inspection; evaluation, verifi-
cation and assurance of conformity; and
registration, accreditation and approval.

These standard-setting organizations
offer certain benefits to their member

states, including participation in deter-
mining standards and technical assist-
ance. Despite the availability of these
services, a number of developing coun-
tries have not been able to benefit fully
from membership. The challenges for
these countries are inadequate partici-
pation in setting international standards
due to financial and technical constraints;
lack of involvement of the domestic in-
dustry in formulating technical standards
due to lack of awareness; and the lack
of capacity to implement standardization
activities.

Table 7.1 International standard-setting organizations

Name of Areas of standardization
organization
Codex Food quality and safety (food, codes of hygienic or | SPS
Alimentarius technological practice, food additives, veterinary
Commission (CAC) | drugs, pesticide residues in foodstuffs). [www.
codexalimentarius.net]
Office International | Control of animal diseases; trade in animals and SPS
des Epizooties or | animal products. [www.iec.ch]
World Organisation
for Animal Health
(OIE)
International Phytosanitary measures and prevention of plant SPS
Plant Protection diseases. [www.itu.int]
Convention (IPPQ)
International All products and systems not falling within the TBT
Organisation for competence of IEC and ITU. [www.iso.org]
Standardisation
(ISO)
International Electrotechnical standards (electronics, magnetics, | TBT
Electrotechnical electromagnetics, electro-acoustics, telecommuni-
Commission (IEC) | cations, energy production and distribution).
International Telecommunications (telecommunication networks | TBT
Telecommunication | and services, development of communication tech-
Union (ITU) nology).
International Legal metrology and measuring instruments (ac- | TBT
Organisation of curacy classes, error limits, units of measurement,
Legal Metrology environmental conditions for operation, require-
(OIML) ments for scales and other indicating devices).
[www.oiml.org]
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Other ISSO whose standards and regulations are not mandatory for
compliance with WTO Agreements but still widely observed

World Health
Organisation

International standards for food, biological, phar-
maceutical and similar products, diagnostic proce-
(WHO) dures. [www.who.int]

International
Plant Protection
Convention (IPPC)

Control measures against introduction of pests of
plants and plant products. [www.ippc.int]

International
Accreditation
Forum (IAF)

Conformity assessment standards for management
systems, products, services and personnel, e.g., ISO
9000 quality management systems, ISO 4000 envi-
ronmental management systems. [www.iaf.nul]

oratory Accredita- | www.ilac.org
tion Cooperation
(ILAQC)

International Lab- | Laboratory accreditation practices and procedures.

Source: ITC (2004)

Standard setting and certifying or-
ganizations widely used in the private
sector include the International Organi-
sation for Standardisation with its ISO
9001 and ISO 14001 management and
environmental certification; United Lab-
oratories’ UL logo to certify building
materials and industrial equipment for
the US market; and the CE mark to cer-
tify conformity with product directives
of the European Union market. Certified
exporters with products bearing these
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markings can gain them access to inter-
national markets.

The number and percentage of in-
dustries that have obtained an ISO cer-
tification is often used as a measure of
the preparedness of a market for export-
ing to advanced economies. The analysis
should also mention the availability and
the costs of certification services in the
economy. The distribution of valid ISO
9001 per sector is also relevant.



8. SECTORAL ANALYSIS

One of the main objectives of the AfT
needs assessment is to identify busi-
ness opportunities and initiatives with
trade potential as a means to address
the needs of the poor. These emerging
economic activities should present gov-
ernments with opportunities for export
development, SME linkages to global
supply chains, job creation and improve-

ments in the standard of living. For the
AfT studies, a sectoral analysis is con-
sidered the most useful form of assess-
ment. Figure 8.1 provides a template for
the selection of sectors and presents the
chain of impacts behind the application
of a sectoral approach. Later on, this
section looks at sectoral analysis and its
implications for human development.

Figure 8.1 Trade liberalization and sectoral analysis

( Proposed trade liberalization
( Sectors most likely affected

!

Identify goods which experienced (or are
expected to experience) relevant market

changes by determining factors:
)_’ ges by g

- World price and demand/supply
- Domestic price and demand/supply
- Tariff (or equivalent) changes

- List main inputs and outputs used/produced

) . in screened sectors

- Identify products likely to experience a large
price change

For each sector, determine the framework:
- Location of firms

( Main characteristics of firms and workers ) =P _ Number and profile of employees

!

- Skill, age and gender of workers
- Likely poverty levels of workers

If effects are adverse, put in place mitigation
measures to help poor

( Extent of poverty among those affected ) =P Consider alternative ways of achieving reform

Source: McCulloch et al. (2001).

Once economic opportunities have
been identified, the task of product and
market development can begin. This in-
volves identifying the business opportuni-
ties with potential for trade and human de-
velopment within three broad sectors: ag-
riculture and natural resources, manufac-
turing, and services (see table 8.1 for some
examples). The ITC has developed a set of
tools, a ‘trade map’, to better describe the
structure and evolution of international

4|TC at http://www.trademap.org.

Even if those affected are not the poorest,
consider distributional impact of reforms

markets with a country perspective. The
map helps to identify sectoral winners and
losers by confronting national sectoral per-
formances with their global counterparts.
It was developed with the objectives of
revealing comparative and competitive
advantage, identifying the potential for
market or product diversification and de-
signing trade development plans. It may
be a useful tool for identifying sectors to
be analyzed in the AfT report.%
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Table 8.1 Examples of sectors and products with export potential

Agriculture and Natural Manufactures Services
Resources
Aluminium Automobiles and automo- Construction
Coal and lignite tive parts Financial services
Copper Cement
Cotton Construction materials
Crude oil Machinery
Fish Processed food
Grains*® Textiles
Gold
Lead
Natural gas
Nickel
Tin
Wool
Zinc

A fairly detailed sectoral analysis
should be conducted for each sector
identified as suggested in the following
sectoral study guidelines. The choice of a
specific sector should be justified in light
of the objectives of the AfT study.

8.1 Sectoral analysis guidelines

For each sector identified, the priorities with
relevant stakeholders should be discussed,
and the most recent data on the sector
be obtained without duplicating previous
work. A three-step approach is proposed:

1. Preparation, data collection and
consultations
e collect available materials and
previous sector research (desk re-
view);
e identify data requirements;
e identify key players and informa-
tion owners;
e engage stakeholders and collect
primary information; if possible set
up a sector specific advisory group.

2. Sector assessment

e assess the sector’s size, and its
supply and demand structure and
dynamics;

e diagnose the sector performance
against success factors (e.g., ex-
port share in world market);

e assess the adequacy of available
factor endowments (i.e., capital,
qualified labour force and access
to land or other natural resources)
and actions required to improve
competitiveness;

e analyse the early response from
enterprises to trade liberalization
(e.g., mergers, technology acquisi-
tion, facilitation of joint ventures);

e assess the capacity of sector-spe-
cific government departments
and other supporting institutions
to provide technical support and
business services.

3. Identification of alternatives and
recommendations
e examine ways in which produc-
tivity and profitability can be im-

4 Grains include barley, maize, millet, oats, rye, sorghum, wheat and mixed grains.
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proved, including an assessment
of ways to improve linkages with
other sectors of the economy;

e identify market opportunities and
products with high export potential;

e outline concrete interventions that
public authorities should undertake
to facilitate the sector’s growth
(e.g., specific trainings, investment
in infrastructures, establishment of
certification centres, etc.);

e evaluate feasibility and effective-
ness of identified market oppor-
tunities and public interventions;

e discuss the assessment’s findings
and the identified options with
relevant stakeholders;

e prioritize between identified op-
tions and outline possible areas of
donor assistance (e.g., market infor-
mation, development of business
linkages, fair trade pilot projects).

In addition to the above, the AfT study
should assess the economy’s supply capa-
bilities with a view to (1) identifying and
addressing supply constraints and (2) de-
veloping a market/product development
strategy, taking the following into account:

e value-added production, i.e., the
opportunity of moving up the
value chain (e.g., processed fruits,
jams, juices);

e infrastructures (utilities, roads, drain-
age and irrigation, storage facilities,
multimodal transport services);

e international trends relevant for
the sector (e.g., input/output
price fluctuations, product speci-
fications, quality standards and
most used technology, etc.);

e business strategies (diversifica-
tion, horizontal integration, verti-
cal integration, market share [uni-
form product], price skimming
[product adaptation], alliances,
industry leader and standards, etc.

The economy’s supply capabilities
analysis can be enriched by undertaking
a SWOT analysis, value chain and cluster
analyses (sector-specific clusters), apply-
ing project appraisal tools and conduct-
ing an environmental impact assessment.
Annex 2 provides a more comprehensive
list of analytical techniques used to assess
competitiveness, while the SWOT, value
chain and cluster analyses techniques are
briefly described in this chapter.’

8.1.1 SWOT analysis

The SWOT method® is a simple and very
popular strategic planning tool used to
measure the strengths, weaknesses, op-
portunities and threats of a given strat-
egy, business venture or economic activ-
ity. Flexibility and immediacy being the
main advantages of this method, a SWOT
analysis can be used to frame the AfT sec-
tor analysis. SWOT requires the specifica-
tion of the item under assessment and
the objective(s) of the analysis. The proc-
ess entails then the identification of the
internal and external factors that are fa-
vourable and unfavourable to achieving
the objective(s). Box 8.1 provides an ex-
ample of a SWOT analysis for the tourism
sector in Vanuatu, which was part of the
Diagnostic Trade Integration Study under
the Integrated Framework for Trade Re-
lated Technical Assistance to Least Devel-
oped Countries.

47 A possible alternative sector assessment method — SHAPE — has been developed by ITC. SHAPE offers a complete support package
for the development of sector trade strategy and implementation plans. (ITC 2006).
“More information and links on http:/en.wikipedia.org/wiki/SWOT_analysis.
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Box 8.1: SWOT analysis of tourism sector in Vanuatu

STRENGTHS

WEAKNESSES

e A good range of locally owned
options for accommodation

e A relatively good mix of
accommodation types

e Taxi transport is readily available

e Public transport available in main
island

e Integration of domestic and
international air services

e Excellent cultural and
environmental resources

Expensive relative to the quality received
Some of the plant is in need of
renovation and refitting

Quality is often poor

Limited Internet access

Levels of staff training need
improvement

Poor inter-island air services

Quality of transport equipment is
limited

Improved training needed for some
tour guides

OPPORTUNITIES

THREATS

e New potential niche markets

e Development potential for web-
portal marketing

e New training resources coming on
stream

e Outer islands open up new
opportunities

e The water-borne sector offers
opportunities

e Opportunities to develop
innovative experiences

e Growingdesire for new experiences

Regional competitors offer better
value for money

Costs of doing business are relatively
high

Competitors offer a wider range

Fuel costs remain a long-term concern
General lack of interest from potential
investors

Weather and ocean conditions limit
water transport

Problems of sustainable resource use
Land ownership is problematic

Source: Integrated Framework (2008).

While the SWOT analysis should nec-
essarily be connected with the sector’s
potentialities for economic growth and
trade, it should help to identify available
options to enhance human development
and eventual needs for mitigation meas-
ures. SWOT should be used as an input to
generate a set of possible strategies for
human development, by asking and an-
swering the following questions:

how can strengths be used?
e how can weakness be addressed?
e how can opportunities be exploit-
ed?
e how can threats be mitigated?
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8.1.2 Value chain analysis

A value chain describes a chain of activi-
ties that are required to bring a product
or service from its conception to the con-
sumer, from design, production and mar-
keting to disposal and recycling (see figure
8.2). At each point of activity in the chain,
the product gains some value. The value
chain approach analyzes the firms — sup-
pliers, producers, processors and buyers
— and the relationships among them.
It analyzes the factors influencing their
performance, including access to and the
requirements of end markets; the legal,
regulatory and policy environment; verti-



cal and horizontal coordination between
firms and the level and quality of business
support services. Value chain analysis is in-
creasingly used to identify competitive ad-
vantages and develop business strategies
to increase, for example, export sales.*
This tool helps address competitiveness is-
sues that determine export performance;
identify market opportunities; develop
business support programmes; and devise
strategies on employment, skills develop-
ment and diversification.>®

Figure 8.2 The value chain

The global value chain is made up of
individual value chains of upstream and
downstream suppliers distributed among
several countries, with each country per-
forming certain activities and contribut-
ing value to the final product. Countries
with industries that add value to the glo-
bal value chain through production, dis-
tribution and marketing generally earn
higher returns and create more employ-
ment compared with countries that only
supply raw materials.*

Organizational Infrastructure

Management, finance, planning, control systems and organizational culture

Human Resource Management
Recruiting, hiring, development and compensation

Technology Development
Information processing, research and development

Procurement
Sourcing, negotiating with suppliers, purchasing inputs, e.qg., supplies and equipment

Source: Adapted from Porter (1985).

Typically, the analysis of a value chain
involves graphically mapping the links in
the value creation process, benchmark-
ing with competing countries, identify-
ing constraints and export opportunities
for creating added value and raising ef-
ficiency in each link. The process is best

ers (i.e., producers, buyers, processors ex-
porters, distributors and other intermedi-
aries) who are knowledgeable about the
elements of their own industry’s value
chain (see example in Figure 8.3 illustrat-
ing the upstream and downstream seg-
ments of the apparel value chain).>?

done by involving all the key stakehold-

“Value is a benefit to the consumer that is determined by several factors, among them international buyer requirements (quality,
volume, delivery, traceability, etc.), market conditions (market access, standards and regulations) and consumer preferences. Value
added is the difference between the FOB price and the cost of intermediate inputs (World Bank 2007).

%0 Other advantages of value chain analysis include identification of performance gaps (e.g., improve inventory turnover, quality);
identification of cost-cutting opportunities (e.g., outsource to a low-cost supplier); product enhancement (e.g., add new product
features); development of new products; and the creation of value, higher profits, employment and satisfied customers.

1See ITC (2003). For example, the newly industrializing countries in East Asia used an export-led growth strategy, backed by signi-
ficant investment in economic and social infrastructure, starting out with low-wage export-oriented assembly operations under
license and then making a transition to exporting higher value goods (see Mosk).

2For more information on value chain analysis, see Schmitz (2005), World Bank (2007) and Kaplinsky and Morris (2000).
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Figure 8.3 The apparel value chain
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Source: Gereffi and Memedovic (2003).

The objective of the value chain
analysis is to develop a successful export
strategy that meets the requirements of
potential customers such as international
distributors, supermarket chains, multi-
national grain or mineral buyers and so
forth. Exporters of a particular industry
supply parts or components of products
in a global value chain which are assem-
bled either in-country or abroad. There
are many possibilities available for coun-
tries to engage in global value chains as
long as they possess advantages such as
an attractive business environment, po-
litical stability, labour productivity, low
operating costs, a strategic location,
good infrastructure, raw materials and
new markets.

An alternative framework for analys-
ing the value chain has been developed
by USAID’s Microenterprise Development
Office, which provides a detailed look
at the value chain framework through a

dedicated free online training module.>?
8.1.3 Cluster analysis

A cluster is a collection of related busi-
nesses built around a product, service or
raw material or centred in a particular
geographic location. Business clusters
are considered a more efficient way of
organizing interconnected industries be-
cause of their contribution to increased
productivity, innovation and competi-
tiveness.

Cluster analysis is a framework that
uses a multisectoral approach to ana-
lyse local industries with the objective of
identifying business linkages and other
cluster characteristics,> mapping the in-
terrelated industries and executing a
plan to market and attract investors to
enter and develop the cluster. Emphasis
is on identifying forward and backward
linkages and opportunities for vertical

53 http://www.microlinks.org/ev_en.php?ID=13712_201&ID2=DO_TOPIC.
54 Cluster characteristics include competing firms, business-to-business relationships and availability of input suppliers.
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and horizontal integration of related in-
dustries either in a given geographic lo-
cation or around a specific product with
all of the primary and support activi-
ties, infrastructure and ancillary services
required to make the cluster work effi-
ciently and effectively.>®

Many countries have developed busi-
ness clusters, particularly in university
towns, port cities or along transport cor-
ridors, to take advantage of a pool of
skilled workers, engineering and R&D
capabilities, infrastructure, resources and
the like. Examples of clusters are Silicon
Valley, the home of the ICT industry in the
United States, the US automobile indus-
try in Detroit, information outsourcing in
Bangalore (India), the fashion industry of
Paris (France) and the automotive supply
industry of Slovenia.*®

8.2 Sector assessments and
human development

In line with the general objective of
the AfT assessment, the sectoral analy-
sis should identify linkages with human
development by looking for new oppor-
tunities that will spring from increased
trade flows and the sector’s economic
expansion. Traditionally, most direct link-
ages are related with employment op-
portunities and changing working con-
ditions. This guide proposes a human
development approach that should look
at these linkages innovatively with the

objective of identifying specific pro-poor
measures.

One example is the Growing Inclusive
Markets initiative, which defines inclusive
business models as those that ‘include
the poor on the demand side as clients
and customers, and on the supply side as
employees, producers and business own-
ers at various points in the value chain.
They build bridges between business and
the poor for mutual benefit. The benefits
from inclusive business models go beyond
immediate profits and higher incomes.
For business, they include driving innova-
tions, building markets and strengthen-
ing supply chains. And for the poor, they
include higher productivity, sustainable
earnings and greater empowerment’.”’
An example is A to Z Textile Mills of Tan-
zania, a private company which in 2003
became the sole African producer of
long-lasting insecticide bed nets in Af-
rica. The nets, using a new technology
invented by Sumitomo Chemical Com-
pany of Japan, are a significant improve-
ment over traditional nets, because they
kill mosquitoes on contact for five years
without re-treatment, while resisting rips
and tears. Subsidies from aid organiza-
tions have helped spread provision of
the nets. Practical tools generated by the
Growing Inclusive Markets initiative are
presented in Box 8.2. The strategy matrix,
particularly, could be adapted by sector
to identify pro-poor export strategies.

5 For more information on business clusters, see Porter (1990) Krugman (1991) and Dermastia (2006).
%6See the cluster initiatives of the Competitive Institute http://www.competitiveness.org/cid/cilist.

57UNDP (2008).
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Box 8.2 Growing Inclusive Markets initiative: selected tools
Heat Map Methodology

Market heat maps helps to illustrate how much the poor participate in markets.
They show access to goods and services in selected sectors and countries, and they
show how the goods and services are provided. The maps provide information on
the nature and composition of markets pertinent to human development by:

e revealing unmet demand for the poor as consumers and unrealized opportu-
nities as producers;

e assessing market inclusiveness to shed light on market inclusiveness along
spatial dimensions (e.g., geographic regions, urban versus rural, etc.);

e clarifying the supply structure and the relative market shares of different
suppliers (e.g., multinational corporations, micro- small- and medium-sized
enterprises) or any other relevant criterion.

An example is provided in the figure below, which shows the share of adults living
on more and less than $2 a day with access to a mobile phone, 2006 (in percentages)
in South Africa

Percentage of adult population living on less Percentage of adult population living on
than $2 a day with access to cell phone more than $2 a day with access to cell phone
SOUTH AFRICA SOUTH AFRICA

Administrative Boundaries Level | - Provinces | Administrative Boundaries Level 1 - Provinoes
Populated Places IIMBARWE FPopulated Places TIMBABWE

| 0-20

Strategy Matrix

The strategy matrix is constructed to help formulate solutions for specific cases. It
can help analysts and policy makers to identify solutions by matching strategies with
constraints. To get from broad strategies to focused solutions one must not only
identify each local constraint, but also understand its dynamics in the market. To this
end, five core strategies were identified: adapting products and processes (e.g., us-
ing wireless technology to avoid the constraint posed by the absence of land lines),
investing to remove market constraints (e.g., conducting market research, training
and incorporating financing into product or service offers), leveraging the strengths
of the poor (e.g., hiring poor people as distributors or retailers in their communities,
co-developing products and services with them), combining resources and capabili-
ties with other organizations (e.g., building a coalition of banks or microfinance in-
stitutions to establish a rating agency or a credit bureau) and engaging in policy dia-
logue with government (e.g., promoting advocacy networks on development and
social inclusion with key decision makers as members).

The matrix below relates the five broad constraints to the five core strategies (figure
below).
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STRATEGIES

Combine
resources and
capabilities
with others

Invest in
removing
market
constraints

[T

in policy
dialogue with
government

Adapt
products and
processes

Leverage
the strengths
of the poor

Leverage Ensure Engage Combine
Market technology private value the poor as complementary
information individuals capabilities

[ ELT
individually

Leverage Do market

information and research Involve the Acquire mar-

communications . poor in market ket information

technology 3 Bhuite research Leverage

infrastructure : existing logistics

Regulatory Apply sector- Improve Train the poor W networks
environment specific solutions supplier to be trainers Impart
Ensure performance Build local knowledge

environmental logistics networks Promote
sustainability

Raise training in
awareness Establish needed skills
and train local service Make sales,
consumers providers provide services
) S Facilitate

Physical Design _Build finan- ~ Co-create access to finan-
infrastructure business cial products innovations with @ cial products
processes or services the poor and services

Capture
the intangible
benefits
Adjust to Engage
the cash flows communities:
Knowledge of the poor build on —.
d imbli isti i ather mar-
Al Simplify Leverage z:utswh:rgk:oclal ket information
requirements social value Fill gaps
Avoid adverse in market infra-
incentives structure
. Leverage Self-regulate
Make Use grants informal contract Build knowl-
_ Access ron%err:gg;iale ~ Finance enfor:cement edge and skills
to financial with reduced mechanisms Increase
services Provide cost or patient Expand access to finan-

to groups capital risk sharing gﬁlljr;rec:sltégtss

[ ELT
through
demonstration
effects

CONSTRAINTS

Pool resources

[ ELT
collectively

Source: Adapted from UNDP (2008) and www.growinginclusivemarkets.org.

The AfT study could follow the frame-  nomic analysis. Two main factors deter-
work presented in Chapter 3 of thisguide  mine the outcomes in those four areas:
by looking at productivity, equity, sus-  prices and production, the latter being
tainability and empowerment (see figure  the most important because it promotes
8.4) to complement the standard eco- employment.

Figure 8.4 Sector assessment and human development

BUSINESS MITIGATION PRO-POOR

OPPORTUNITIES MEASURES SECTORAL
for THE POOR STRATEGIES
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Productivity

The access to new goods and services (e.g.
Internet, reliable electricity sources, new
agro-processing technologies), or to already
commercial available products at lower
prices, improves the productivity of both in-
dividuals and enterprises. There is obviously
a virtue cycle between productivity, profits,
exports, employment, wages and human
development. Access to new services can in-
deed be guaranteed by higher wages that
are linked with increased productivity.

The AfT study should look first at
productivity statistics (e.g., output per
worker). The research should provide his-
torical trends and estimate (or evaluate)
the dynamics linked with trade openness.
An example is the sector re-organization
or privatization measures that were
adopted to compete in world markets.
The study should also show if productiv-
ity growth is transmitted to wages and
prices or if it is kept by monopolists or
rent-seekers. The study should also com-
pare and explain productivity statistics
disaggregated by type of ownership (i.e.,
private sector, state-owned enterprises
and FDI), and company size.

A deprived worker will not be ready
to adapt to new technologies or to in-
crease his or her productivity. Workers,
to be productive, need to feel secure
and able to have permanent access to
basic services such as health. To assess
workers’ prevailing conditions, the au-
thors could look at health (e.g., malnu-
trition, life expectancy, rates of disease)
and education workforce statistics
(e.g., literacy rates, enrolment rates,
years of schooling completed). This set
of data provides useful insights about
the scope and alternatives for increas-
ing productivity through, for example,
vocational training.

8 UNDP (1996).
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Equity

Increased opportunities for exports and
the access to new markets should boost
entrepreneurship and employment. The
study should assess the sectors’ characteris-
tics in terms of equity, wage inequality be-
ing the first variable. However, the work-
ing environment should also be discussed
with regards to equity, keeping in mind the
different needs that gender or age groups
may bring. The application of relevant leg-
islation and code of conducts (national and
international) should be reviewed. The dis-
aggregation of data by location (e.g., dis-
advantaged regions, gender and ethnicity
(when relevant) will be also required.

Equity should be analysed in terms of
market access. If this is relevant for the
selected sector, barriers (e.g., access to
finance or export licenses) for identified
groups (e.g., small farmers) should be
identified. The potential application of
inclusive business models should be dis-
cussed in this section as well.

Sustainability

Sustainable development or sustaina-
bility are dynamic concepts that are strictly
connected with human development. The
Human Development Report’s definition
of human development includes the ‘pro-
tection of the life opportunities of future
generations...".*® This recognition should
be embedded in the sector analysis. Par-
ticularly, sustainability must be assessed
against emerging threats towards the en-
vironment and cultural resources. The AfT
study should identify the most important
stress mechanisms, for example, the ex-
cessive use of water in cotton plantations
or the location of new industry clusters in
natural protected areas.

If there are pressing environmental
concerns related with the development



of a certain sector, they must be properly
highlighted in the AfT study. If available,
Strategic Environmental Assessments or
other type of environmental sustainabil-
ity assessments should be reviewed. If a
country strategy document envisages the
creation of a new cluster or special eco-
nomic zone, the AfT study should exam-
ine the extent to which these new devel-
opments will follow an environmentally
friendly approach.

Empowerment

Empowerment refers to the ability of peo-
ple to influence the processes and events
that affect their lives and their participa-
tion in society. Work is one of the main
mechanisms through which a person
achieves personal empowerment and
self-esteem. The sector assessment should
look at the contribution of the selected
sector towards employment creation and
new business opportunities for entrepre-
neurs. It should then evaluate the degree
to which the expected gains from trade
would benefit the poor. Income is indeed
the easiest variable to measure; however,
a qualitative assessment should comple-
ment this analysis looking at the dimen-
sions that are often hided by a purely eco-
nomic review, considering those dimen-
sions as the quality and security of jobs.

For newly created jobs, data collec-
tion will be required in order to estimate
prospects and trends, changes in wages
and benefits (sector average and minimum
wage, percentage of sectoral wage against
national wage, sector comparison), new
business opportunities (newly registered
enterprises, size and location of new regis-
tered enterprises), etc. Qualitative surveys
can be conducted in selected samples to
assess the quality and security of the new
jobs. Similarly, the vulnerabilities of new
enterprises should be assessed. Moreover,
it is also important to identify the profile
of workers and micro and small entrepre-

neurs and their (current and expected)
share and contribution to the economy.

To summarize, the objective of this
section should be the identification of
the most promising linkages between
trade and human development. The ap-
proach should be proactive, identifying
opportunities to strengthen human de-
velopment and to guarantee that the
poor and most vulnerable groups take a
fair share of the benefits generated from
trade. The AfT study, before drawing fi-
nal recommendations, should assess past
performances and its potential through:

e contribution to employment crea-
tion (productivity, empowerment);

e contribution to  productivity
growth (productivity);

e contribution to workers’ incomes
and poverty reduction (productiv-
ity, empowerment);

e contribution to reducing (or increas-
ing) regional disparities (equity)

e working conditions (equity and
empowerment);

e gender equality in the workplace
(equity);

e discrimination against vulnerable
groups such as minorities, people
with HIV and others (equity);

e application of inclusive business
models (equity and empower-
ment);

e application of environmental
standards (sustainability).

The recommendations should identify:

* ways and means to maximize
business opportunities for the
poor;

* mitigation measures needed to
cope with trade related adjust-
ments;

* pro-poor and inclusive export
growth strategies for the sector
identified.
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9. TRADE POLICIES: AN IMPACT ASSESSMENT

Many models and methods have been
developed to study the impact of pub-
lic policies on the economy and welfare.
This chapter explains how these methods
can be linked within the AfT framework.
It does not pretend to provide a compre-
hensive overview of the relevant litera-
ture. It focuses on the following tools:

e Human Development Impact As-
sessment (HDIA)

e Poverty and Social Impact Assess-
ment (PSIA)

e Quantitative methods for trade
analysis

e Strategic Environmental Assess-
ments (SEA) and Trade Sustainabil-
ity Impact assessments (Trade-SIA)

While SEA and Trade-SIA have been dis-
cussed in chapter 3, the other assessment
tools are discussed below.

9.1 Human Development Impact
Assessment (HDIA)

The UNDP Regional Centre in Colombo de-
veloped a simple method to address the
linkages between trade and human devel-
opment. The theoretical framework that
underpins this tool is explained in Chapter 3.
This method, Human Development Impact
Assessment (HDIA), can be described by dis-
cussing 10 key questions grouped in 4 sec-
tions (1) trade policy change and expected
effects, (2) transmission channels and ex-
pected trade related outcomes, (3) HDIA im-
plementation considerations and constraints
and (4) post-assessment considerations.

9.1.1 Trade policy change and
expected effects

(1) Which trade policies are being analysed?

Aid for Trade and Human Development

The first step is to determine the
scope of the trade policy change that
requires analysis. The likely main poli-
cies include those resulting from WTO
accession, implementation of a WTO
agreement or a regional trade agree-
ment. The assessment can take place
before (ex ante assessment), during
(policy monitoring through midterm
evaluation and adjustment) or after
the trade policy change (ex post evalu-
ation).

(2) What are the expected effects or

changes?
Usually, the expected effects of trade
policies include an increase in trade
flows as a result of a reduction in trade
barriers. There may be an increase in
incoming investment. Access to im-
ported technology may decline due to
the enforcement of intellectual prop-
erty legislation. Other changes may in-
clude a decline in tariff revenue, an in-
crease in other taxes in compensation
for this decline in revenue. Protection-
ist trade policies also aim at protect-
ing internal markets and infant indus-
tries from the world’s competition,
decreasing internal prices (e.g., export
bans after the food crisis) or increasing
a country’s policy space.

(3) Which groups are most likely to be af-

fected and how?
Increased trade is usually held to in-
crease net incomes. Yet, economic
restructuring due to new trading ar-
rangements, even if it creates an ag-
gregate improvement, may make
some groups worse off, particularly in
the short run. The AFT needs assess-
ment exercises should pay special at-
tention to the impact on vulnerable



groups. The analysis here should start
with the identification of those who
lose out due to the change to trade
policy. To determine effects on spe-
cific groups, researchers may use sec-
ondary literature and existing surveys
or conduct specific assessments.

9.1.2 Transmission channels and

expected trade-related outcomes

(4) How are the impacts likely to be chan-
nelled?

Trade policy changes can affect hu-
man development through prices,
employment and production. Chang-
es in trade policy can also lead to dif-
ferent government revenues from
tariffs and therefore could affect
redistributive policies of the govern-
ment.

changes quickly and effectively. Own-
ership is important, since it will help
these institutions to see the changes
through to their conclusion and re-
duce the amount of time spent on in-
ternal disputes.

(7) What are the measures of human de-
velopment being assessed?

The choice of components can be
determined through a participatory
process with stakeholders, as well as
consultation with experts in the field.
Measures include poverty alleviation,
employment generation, income
growth, access to goods and services
providing basic needs (such as health
care and education), gender impacts,
impacts on children (including the
impact on caring labour), food and
health security, environmental sus-
tainability and community provision

(5) What will be the impact on the insti-
tutional, legal and regulatory environ-
ment? 9.1.3 HDIA implementation
Changes to the institutional, legal considerations and constraints
and regulatory environment can
have significant impacts on human (8) What are the data and knowledge
development in the areas of health constraints?

(e.g., social capital).

and safety, food security and environ-
mental regulation. They can also gen-
erate significant compliance costs.
Case studies and review of similar
changes in other countries should be
reviewed. One of the central issues
here concerns the costs incurred by
the government to implement these
changes.

(6) Which institutions will affect the out-
comes?

It is important to identify the institu-
tions that will affect the implementa-
tion of the policy change. These may
include governmental, non-profit
and private organizations. Early in-
volvement of these stakeholders will
help ensure that they implement the

Before an assessment may be under-
taken it will be helpful to have an in-
ventory of the data available, includ-
ing public data at the national and
international levels, data from gov-
ernmental, non-governmental and
private institutions, and information
from interviews, surveys and partici-
patory meetings. The next step is to
identify crucial missing data and de-
termine whether these data can be
collected before or as part of the as-
sessment phase.

Knowledge constraints refer to
information concerning the causal re-
lationships in economy and society; it
can also refer to broad structural infor-
mation in the economy, such as mar-
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ket structures, norms of household be-
haviour and cultural norms that could
affect evaluations of human develop-
ment or responses to policy. As with
data constraints, it will be useful to
identify the most crucial gaps and to
assess how these can be overcome.

Some of the major post-assessment con-
siderations are the following:

(9) What will be the impact on policy

space?
It is first worth assessing what con-
straints will be exerted on policy
space, and whether these constraints
are worth the resulting benefits. It
will be important to assess how any
limitations on policy space will im-
pact on the ability of governments to
achieve development goals.

(10) What monitoring and mitigation

measures will be needed?
Monitoring mechanisms are essential
to review trade policies. Monitoring
is used to gather data and knowledge
more generally about the imple-
mentation and impacts of the policy
changes. Frameworks for monitoring
should be implemented as soon as
possible before and during the imple-
mentation of the policy. This informa-
tion can be used to alter the policy im-
plementation, to mitigate its impacts
and to reform the policy if it needs
to be changed. The identification of a
proper and participatory monitoring
framework is key for policies whose
impact is only forecasted.

The HDIA is intended to assess and
determine the human development out-
comes of a trade policy change or reform.
The exercise is based on the participation
of relevant stakeholders affected by the

5 UNDP (2008, forthcoming), World Bank (2003), World Bank (2004).
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chosen policy that is considered as giv-
en. Moreover, HDIA aims to identify the
measures or alternative policy options
that may positively affect human de-
velopment and to address the expected
negative impacts with mitigation meas-
ures. The results of the assessment can
be used in ongoing trade negotiations
(if relevant) as an additional instrument
to defend policy space and obtain better
conditions or grace periods.

An example of trade policies that
could be assessed is the Agreement on
Trade Related Aspects of Intellectual
Property Rights (TRIPS) or the phasing-out
of the Multi Fibre Agreement (MFA). The
choice of the trade policy to be assessed
should match the country priorities and
be linked with the AfT. The scope of the
analysis can be limited to selected sectors
and in this case it can complement the
sectoral analysis described in chapter 8.

9.2 Poverty and Social Impact
Assessment (PSIA)

The Poverty and Social Impact Assessment
(PSIA) framework aims at measuring the
distributional impacts of policy reforms,
with the focus on the poor and vulnerable
groups. While focusing on distributional
impacts, the method covers the issues of
sustainability, risks and social impacts.
PSIAs are expected to improve policy mak-
ing by explicating assumptions about the
linkages between a policy change and
how those are distributed per population
groups. The key elements of the PSIA pro-
cess can be summarized as follows:>

e Asking the right questions

Increasing understanding of underly-
ing problems that a planned reform in-
tends to address. Carrying out problem
diagnosis or another scoping exercise to



map chain of cause and effect from pol-
icy objectives to constraints, choices and
impacts. Making assumptions about out-
comes and impacts.

e Identifying stakeholders

Identifying people, groups and organiza-
tions that have an important part in the
reform (whether as initiators of change,
those who are in a position to influence
outcomes, or those who may be positive-
ly or negatively affected by the reforms).

e Understanding transmission channels
Identifying the channels through which
impacts from a policy reform may occur,
namely on employment, prices, access to
goods and services, assets, and transfers
and taxes. Acknowledging where there
are different channels, some transmit-
ting positive impacts and others negative
on different groups.

e Assessing institutions

Identifying institutional opportunities
and constraints likely to affect the for-
mulation and implementation of policy
reforms, considering institutional rules
and practices, organizational structures,
authorization procedures, and so on.

e Gathering data and information

Drawing on existing knowledge and anal-
ysis (survey data, poverty assessment data,
etc.) and similar experiences in other plac-
es. Conducting research using a mixture
of methods depending on nature of topic,
levels of capacity and availability of data.

e Analysing impacts

Analyzing and making assumptions about
distributional impacts by taking into con-
sideration long- and short-term impacts,
direct or indirect impacts, geographic
impacts, effects on institutions on which
persons rely (e.g., social programmes and
welfare systems) and impacts on different
socio-economic, gender and age groups.

e Contemplating enhancement and
compensation measures

Considering alternative designs to ad-
verse effects revealed by analysis; con-
sidering mechanisms to respond to those
adverse effects that cannot be avoided;
and considering delay or suspension of
reforms, especially if benefits are far
fewer than the costs to compensate or
mitigate their effects.

e Assessing risks

Analysing those risks that could prevent
a policy reform from delivering the in-
tended outcomes for poverty reduction
(e.g., political risks, institutional risks,
acts of nature).

e Monitoring and evaluating impacts
Tracking poverty and social impacts dur-
ing the introduction of the reform and
conducting evaluation to inform policy
adjustments.

e Fostering policy debate and feeding
back into policy choices

Sharing experience and information on

policy to wider stakeholder groups, en-

suring that results are discussed as part of

policy dialogue processes.

PSIAs utilize a mix of economic and social
analytical tools, including:

* Social Impact Assessment (SIA):
costs and benefits analysis and
distributional effects among dif-
ferent stakeholders over time;

* Participatory Poverty Assessments
(PPA): direct consultation and
field observation, using primarily
qualitative techniques (e.g., fo-
cus groups, semi-structured inter-
views);

* The Social Capital Assessment tool
(SOCAT): measure of social capital
(institutions and networks, and
their underlying norms and val-
ues) at different levels.
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9.3 Quantitative methods for
trade analysis

In recent decades, the quantitative analy-
sis of public policy and trade policy has
grown in volume and quality. AfT stud-
ies may, where possible, use quantitative
methods to predict economic changes
and to estimate policy outcomes. Two
key challenges are the reliability of data
and the interpretation of the results.
Complex econometric techniques are ap-
propriate only if data quality can be as-
sured, if sample sizes are big enough, and
if assumptions are not so unrealistic that
they limit the applicability of the model.
In some developing countries, data can
be so patchy and unreliable that, at best,
quantitative work using official data
serves as an additional piece of evidence
rather than providing conclusive answers.
One of the key tasks of an AFT study may
be to assess the quality of data, including
which series or databases are reliable and
unreliable, and perhaps to recommend
improvements. It will remain important
to complement data with carefully ar-
gued qualitative analysis.

The concept of human development
lends itself to non-mathematical meth-
ods and can be less data-driven. An at-
tempt is being made to assess the subjec-
tive, sometimes unquantifiable aspects
of human existence: ‘freedom’ and ‘hu-
man flourishing in its fullest sense’. These
features cannot always be represented
solely by quantitative data. Anecdotes,
surveys and examples can play a central
role in the AfT studies.

The main issue is therefore how to
integrate economic modelling usefully
in any evaluation of the impact of trade
on human development or of human
development on trade. Many quantita-

©WTO (2005)
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tive techniques provide estimates of eco-
nomic indicators such as income, factor
prices and wages, but rarely move on to
the other dimensions of human develop-
ment. The results of economic model-
ling often need to be augmented with
a human development perspective. This
section does not aim to explain how to
use economic and econometric analytical
tools, but highlights some existing instru-
ments and sources for further reading.

Models can be used both to simulate
the effect of changes in trade policies (ex
ante analysis) and to use time series to
explain the effects of past trade policies
(ex post analysis). However while eco-
nomic models provide important infor-
mation for policy makers, their capacity
for interpreting the future is limited. The
three main classes of quantitative tools
are partial equilibrium models, comput-
able general equilibrium models (CGE)
and gravity models.®

9.3.1 Partial equilibrium models

Partial equilibrium models are used to
deepen the analysis on singular sectors or
markets, assuming that the reviewed im-
pacts on the overall economy are modest
or null. Therefore, the partial equilibrium
model fits better with policies that have a
clear and limited sector impact (e.g., reduc-
tion of a single tariff or quota) and where
it is estimated that the policy change will
affect only the identified sector or market.
The advantages are the possibility of com-
puting and incorporating more variables
and resources and offering a more precise
measure of a policy impact.

Several partial equilibrium models
are used in the assessment of trade poli-
cies, including the Agricultural Trade
Policy Simulation Model (ATPSM) devel-



oped by UNCTAD; the Static World Pol- World Integrated Trade Solutions (WITS)
icy Simulation Model (SWOPSIM) of the software.®" Further examples and refer-

US Department of Agriculture; and the  ences can be found in box 9.2.
SMART model which is linked with the

Box 9.2 Partial equilibrium models (selected examples and
references)

The GSIM model:

GSIMv2: A non-linear, 35-region spreadsheet version of the GSIM model augment-
ed to include sector-level employment effects and price undertakings, in addition
to trade taxes and subsidies and domestic production subsidies. There is also a short
background paper.

GSIMv1: The original GSIMv1 (Global SIMulation model) that was developed for the
World Bank’s WITS package for tariff and trade analysis, along with a short back-
ground technical paper from Francois and Hall (2002). This is a global, multi-region,
partial-equilibrium model. For teaching, start with the GSIM4x4 version of GSIMv1,
and not GSIMv2

Perfect substitutes trade model: A simple illustration of a partial equilibrium perfect-
substitutes model from Francois and Hall, Chapter 5 in Applied Methods for Trade Pol-
icy Analysis: A Handbook, J.F. Francois and K.A. Reinert, Cambridge University Press,
1997-1998.

Imperfect substitutes trade model: A simple illustration of a partial equilibrium single
importer Armington model, from Francois and Hall, Chapter 5 in Applied Methods for
Trade Policy Analysis: A Handbook, J.F. Francois and K.A. Reinert, Cambridge Univer-
sity Press, 1997-1998.

Anti-Dumping, etc.: The USITC's set of COMPAS models (including some documenta-
tion on the spreadsheet). These are used (or have been and sometimes are, depend-
ing on the political relevance of economics for any given fair trade investigation) for
antidumping and countervailing duty investigations, for assessment of injury.

SWOPSIM: From chapter 8 in Applied Methods for Trade Policy Analysis: A Handbook,
J.F. Francois and K.A. Reinert, Cambridge University Press, 1997-1998. This is a multi-
sector partial equilibrium model. A more current commercial version, known as VOR-
SIM, is also available.

Source: www.idide.org/handbook/Models/Index.htm

9.3.2 Computable General
Equilibrium models

Computable General Equilibrium (CGE)
models attempt to recreate the function-
ing of the economy in a format that is
able to account for all the inter-linkages

STWTO (2005)

between sectors, economic actors (e.g.,
households, firms) and the international
markets. Therefore, the precondition for
running a CGE model is a complete and
representative picture of an economy.
The model itself is made of simultaneous
equations that use the data in the Social
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Accounting Matrix (SAM) to estimate sce-
narios. CGE models are mainly used to as-
sess the impact of a multilateral or region-
al trade agreement on aggregate output
and on various economic sub-sectors.

A CGE model should be able to explain
the linkages between economic factors
and markets, recognizing that changes in
one market have implications for others.
Linkages occur through consumers and
producer behaviour. For example, a more
than proportional reduction in a tariff on
motorcycles than on cars will increase the
demand for cars, due to lower prices, rela-
tive to the cost of its main substitutes (in
this case, motorcycles) with a net benefit
for the consumer. The lower price of cars
may reduce the returns for car assembly
firms and cause some producers to leave
the market. Factors of production (labour
and capital) employed in car production
may be re-employed in sectors with high-
er economic returns, such as the beverage
sector. The internal demand for cars will
then be covered by imports. Gains from
trade arise as factors of production move
to more productive sectors. Note, howev-
er, that the assumption of factor mobility
is unrealistic, and workers may not easily
be able to find new jobs in different areas
due to the difficulty in retraining or geo-
graphical or linguistic barriers. The anal-
ysis should also assess the impact on the
workers that become unemployed due to
the closure of the car assembly plant and
find a new job in the beverage sector (the
sector with the higher returns).

The CGE model can provide aggregat-
ed figures for the overall economy and
can test different policy options (e.g., dif-
ferent timing of tariff reductions). It can
be an important instrument for planning
trade policy options. Yet, as with several
econometric approaches, it must be used

62 Brewster (2003).
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with care. Some commentators have
even specifically argued against using it:

The data needed are generally be-
yond what is available and reliable
in developing countries. More prob-
lematic are the unrealistic assump-
tions that must be made to conform
to the theoretical demands of the
model, in particular the assumptions
of full employment of resources, per-
fect competition, perfect information
available to all actors, the absence
of risk, and efficiently functioning
markets. Most crippling of all is the
expectation that the supply-side will
take care of itself without the need
for targeted interventions.®?

Whether the CGE approach is used will
depend on the resources available to the
researcher, the quality of data, the appro-
priateness of the technique to the situa-
tion at hand and the possibilities for com-
plementing it with other forms of analysis.

9.3.3 Gravity models

Gravity models describe bilateral trade
flows. The assumption, which is common
to other similar applications, is that trade
flows between two countries are posi-
tively related to their economic size and
inversely related to trade costs, distance
being commonly used to measure such
trade costs. Other variables such us price
levels, language, tariffs, contiguity, and
colonial history are often included in the
model to capture trade costs. The refer-
ence to gravity recalls the rules behind
the force of attraction or repulsion be-
tween two bodies described by Newton.

Gravity models have been widely used
to assess preferential trade agreements,
bilateral trade agreements and monetary



Box 9.3 An example from Georgia (results of CGE and gravity
modelling)

The quantitative analysis of tariff dismantling impacts estimated with a CGE model
shows both negative and positive effects for Georgia. The negative effects are the
limited reduction in government revenues and the inconsequential losses in tariff rev-
enues resulting from a total abolition of custom duties on goods originating from the
EU representing roughly around 0.03 percent of the GDP. On the positive side, FTA
should result in an increase of foreign investments and lower internal prices which in
turn should boost the domestic demand, consequently improving living standards and
business competitiveness due to reduced intermediary goods prices.

The CGE model also showed clearly that the effect of substitution of locally produced
goods with imported goods should be very weak (not to say inexistent) at a macro-
economic level and even at a sectoral level. This underlines that a trade liberalization
policy resulting from the FTA should not directly hamper local production. Another
positive factor for the local production is that the goods produced locally are gener-
ally different from imported goods.

Gravity model

The following table shows the positive impact of trade liberalization on the remu-
neration of factors of production in the agricultural and services sectors, and a slight
decrease of the same remuneration in the industrial sector. The decrease of factors’ in-
come in the manufacturing industry is the result of substitution from local to imported
goods. In the agricultural sector, income should remain unchanged in the short run
and increase in the long run.

The table below shows the impact of trade liberalization on sectoral factors’ income
(difference in percentage compared with the baseline scenario).

Scenario | 2007 2008 2009 2010 2011 2012

Sector VAR 1 0.00% | 0.09% | 0.08% | 0.07% | 0.06% | 0.05%

Agriculture VAR 1 0.00% | -0.20% | -0.18% | -0.17% | -0.16% | -0.14%

Other VAR 1 0.00% | -0.03% | -0.05% | -0.06% | -0.07% | -0.08%
industries

Manufactu- VAR 1 0.00% | 0.15% | 0.16% | 0.18% | 0.19% | 0.20%
ring industries

Source: UNDP Georgia (2007).

unions. The model has a high explanato-  ed, its theoretical justification is still an
ry power in analysing bilateral trade and  object of dispute. Gravity models are still
in highlighting key explanatory variables  criticized for the lack of theoretical foun-
behind trade flows. However, even if the  dations and the degree of subjectivity in

model has been successfully implement-  data interpretation.
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10. FINAL REMARKS, ACTION MATRIX AND
LAUNCHING THE STUDY

Aid for Trade is one of the most impor-
tant development initiatives launched in
recent years. Carried out effectively on a
national basis, it can help increase trade
flows and make trade more supportive of
development. As the Guide has shown,
trade has the potential to raise economic
growth and to improve people’s lives. But
trade can help achieve human develop-
ment-related goals only if managed cor-
rectly. Increased trade and trade liberali-
zation will not automatically improve hu-
man development, and require targeted
institutional and policy changes aimed
specifically at empowering people and
improving capabilities and choices. Strate-
gic trade policy, including export promo-
tion via infant industry protection, has an
important role to play, subject to lessons
learned from recent experience and re-
search. This is not to suggest that coun-
tries can opt out of globalization, but that
globalization should be successfully man-
aged using selective and strategic integra-
tion policies which maximize the opportu-
nities whilst minimizing the risks.

This guide has aimed to present a sys-
tematic way of assessing needs under the
AfT programme. With regard to LDCs, the
guide can be seen as relating strongly to
the Integrated Framework for Trade Relat-
ed Technical Assistance to LDCs, and as such
can be used to update Diagnostic Trade In-
tegration Studies. Without offering a blue-
print, the intention has been to outline a
process which looked at the relevant areas
of the economy and human development,
while maintaining and improving the con-
tribution of trade to human development.
This process can be adapted to the country
or situation concerned.

Aid for Trade and Human Development

Concepts such as trade mainstreaming
and ownership should be central to any
approach to the trading environment. En-
hanced trade facilitation, for example, is
impossible without the institutional mecha-
nisms to achieve it, such as an NTFC. Trade
reforms and outside interventions, such as
the AfT itself, will be less successful if they
are not owned by national policy makers
and other stakeholders. Enhanced owner-
ship and mainstreaming will also make it
easier for trade to be perceived holistically
and integrated into social policy. Likewise,
the idea of policy space has become increas-
ingly popular in recent years, and it is more
than just a buzzword. If policy makers are to
achieve useful human development-related
goals, they will need the flexibility to enact
policies that relate specifically to the nation-
al situation. Some of these policies will not
yet be known, so it is important to retain an
element of openness in trade agreements
and trade-related policy changes.

The core chapters of the needs assess-
ment include those on the macroeconomic
and business environment, trade and in-
vestment policy, and trade facilitation and
standards. In addition, it is suggested that
a number of important economic sectors
are analysed for their actual and potential
contribution to trade and human develop-
ment. As suggested in the guide, the main
contribution of the needs assessments will
not be primary macroeconomic research,
although details of the macroeconomic
context will need to be discussed to the
extent that they support the subsequent
analysis. The chapters on business envi-
ronment, trade and investment policy and
trade facilitation are likely to be areas in
which the needs assessment exercises can



add particular value, and thus are likely to
involve more original research. Finally, the
sections on assessing the impact of human
development are intended to systematical-
ly look at the links between human devel-
opment and trade, and can be adapted to
the country or context concerned. Human
development should be mainstreamed
into the whole needs assessment exercise.

A further theme that should be embed-
ded in the AfT studies is the identification of
capacity gaps and of possible solutions, in-
cluding donor interventions. The Integrated

Framework can be taken as an example for
designing donor coordination mechanisms,
even for countries that are not eligible for In-
tegrated Framework funding.®® The AfT study
should be considered complete only with the
compilation of an action matrix summarizing
and prioritizing actions and recommenda-
tions derived in the course of the AfT assess-
ment. This matrix should be clearly matched
with trade-related technical assistance/trade
capacity-building projects and programmes
that are currently being undertaken in the
country. The possible structure of an action
matrix is presented in table 10.1.

Table 10.1 Structure of an action matrix

Action Action Target indicator | Timeline for Agencies | Required | Required
no. recom- and desired completion of | involved | resources | donor
mended | outcome action support

1. Thematic area

1.1

1.2

Conclusions should highlight capac-
ity gaps and propose measures that are
required to overcome these weaknesses.
Before presenting the action matrix, or in
a separate chapter, the AfT study should
map recent and ongoing donor projects
as well as commitments, and indicate the
eventual need for increased cooperation

among donors. As table 10.2 shows, it is
advisable briefly to summarize the existing
projects in which each donor is involved
and to identify project status and dura-
tion, classification, partner agencies in-
volved and resources involved, including a
budget. Further budget details should be
outlined separately.

Table 10.2 Donor intervention (Aid for Trade)

Donor | Project

Project status | Classification per
title and timeline | OECD/WTO AfT Guide | & partners

Agencies involved | Resources

Donor 1| Project 1

Project 2

It is important that the AfT study is
well presented to the public and dis-
cussed by policy makers and decision-
makers. Ideally, the AfT needs assessment
should provide a useful background for
political decisions on trade policies. The

debate on the report’s recommendations
and their subsequent adoption are criti-
cal to the success of the needs assessment
process, so the launch of the follow-up
strategy is a key factor in determining
the success of the exercise.

8 More information, a manual and examples can be found at the official website of the Integrated Framework (www.integratedframework.
org). For more information on trade-related support provided by UN agencies, please see the UN Inter-Agency Resource Guide on Trade

Capacity Building published by UNIDO ( details from www.unido.org/resourceguide). The Resource Guide provides a clear and comprehensive
description of the wide range of trade-related support services offered by organizations in the UN System.
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ANNEX 1 Millennium

Official list of MDG indicators

Development Goals

Effective 15 January 2008%

Millennium Development Goals (MDGs)

Goals and Targets
(from the Millennium Declaration)

Indicators for monitoring progress

Goal 1: Eradicate extreme poverty and hunger

Target 1.A: Halve, between 1990
and 2015, the proportion of people
whose income is less than one dollar
a day

1.1 Proportion of population below $1 (PPP)
per day

1.2 Poverty gap ratio

1.3 Share of poorest quintile in national con-
sumption

Target 1.B: Achieve full and produc-
tive employment and decent work
for all, including women and young
people

1.4 Growth rate of GDP per person employed

1.5 Employment-to-population ratio

1.6 Proportion of employed people living below
$1 (PPP) per day

1.7 Proportion of own-account and contributing
family workers in total employment

Target 1.C: Halve, between 1990 and
2015, the proportion of
people who suffer from hunger

1.8 Prevalence of underweight children under
five years of age

1.9 Proportion of population below minimum
level of dietary energy consumption

Goal 2: Achieve universal primary education

Target 2.A: Ensure that, by 2015,
children everywhere, boys and girls
alike, will be able to complete a full
course of primary schooling

2.1 Net enrolment ratio in primary education

2.2 Proportion of pupils starting grade 1 who
reach last grade of primary

2.3 Literacy rate of 15-24 year-olds, women and
men

Goal 3: Promote gender equality and

empower women

Target 3.A: Eliminate gender dispar-
ity in primary and secondary educa-
tion, preferably by 2005, and in all
levels of education no later than
2015

3.1 Ratios of girls to boys in primary, secondary
and tertiary education

3.2 Share of women in wage employment in
the non-agricultural sector

3.3 Proportion of seats held by women in na-
tional parliament

Goal 4: Reduce child mortality

Target 4.A: Reduce by two-thirds,
between 1990 and 2015, the under-
five mortality rate

4.1 Under-five mortality rate
4.2 Infant mortality rate
4.3 Proportion of 1 year-old children immu-

nised against measles

% The revised list reflects the addition of four new targets approved by the UN General Assembly after the World Summit in 2005. These are

productive employment (Target 1.B), universal access to reproductive health services (Target 5.B), universal access to HIV/AIDS treatment (Target

6.B), and reducing biodiversity loss (Target 7.B). Some other indicators have been revised to better reflect pertinence and data availability. In
order to avoid reusing the previous numbers assigned to the targets and indicators, all targets and indicators have been renumbered.
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Goal 5: Improve maternal health

Target 5.A: Reduce by three quarters,
between 1990 and 2015, the mater-
nal mortality ratio

5.1 Maternal mortality ratio
5.2 Proportion of births attended by skilled
health personnel

Target 5.B: Achieve, by 2015, univer-
sal access to reproductive health

5.3 Contraceptive prevalence rate

5.4 Adolescent birth rate

5.5 Antenatal care coverage (at least one vi-
sit and at least four visits)

5.6 Unmet need for family planning

Goal 6: Combat HIV/AIDS, malaria and other diseases

Target 6.A: Have halted by 2015 and
begun to reverse the spread of HIV/
AIDS

6.1 HIV prevalence among population aged
15-24 years

6.2 Condom use at last high-risk sex

6.3 Proportion of population aged 15-24 years
with comprehensive correct knowledge of
HIV/AIDS

6.4 Ratio of school attendance of orphans to
school attendance of non-orphans aged
10-14 years

Target 6.B: Achieve, by 2010, univer-
sal access to treatment for HIV/AIDS
for all those who need it

6.5 Proportion of population with advanced
HIV infection with access to antiretroviral
drugs

Target 6.C: Have halted by 2015 and
begun to reverse the incidence of
malaria and other major diseases

6.6 Incidence and death rates associated
with malaria

6.7 Proportion of children under 5 sleeping
under insecticide-treated bednets

6.8 Proportion of children under 5 with
fever who are treated with appropriate
anti-malarial drugs

6.9 Incidence, prevalence and death rates
associated with tuberculosis

6.10 Proportion of tuberculosis cases detec-
ted and cured under directly observed
treatment short course

Goal 7: Ensure environmental sustainability

Target 7.A: Integrate the principles
of sustainable development into
country policies and programmes
and reverse the loss of environmen-
tal resources

Target 7.B: Reduce biodiversity loss,
achieving, by 2010, a significant re-
duction in the rate of loss

7.1 Proportion of land area covered by forest

7.2 CO2 emissions, total, per capita and per
$1 GDP (PPP)

7.3 Consumption of ozone-depleting substances

7.4 Proportion of fish stocks within safe bio-
logical limits

7.5 Proportion of total water resources used

7.6 Proportion of terrestrial and marine
areas protected

7.7 Proportion of species threatened with
extinction
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Target 7.C: Halve, by 2015, the pro-
portion of people without sustaina-
ble access to safe drinking water and
basic sanitation

7.8 Proportion of population using an improved
drinking water source

7.9 Proportion of population using an improved
sanitation facility

Target 7.D: By 2020, to have achieved
asignificant improvement in the lives
of at least 100 million slum dwellers

7.10 Proportion of urban population living
in slums

Goal 8: Develop a global partnership for development

Target 8.A: Develop further an open,
rule-based, predictable, non-discrim-
inatory trading and financial system

Includes a commitment to good gov-
ernance, development and poverty
reduction — both nationally and in-
ternationally

Target 8.B: Address the special needs
of the least developed countries

Includes: tariff and quota free access
for the least developed countries’
exports; enhanced programme of
debt relief for heavily indebted poor
countries (HIPC) and cancellation of
official bilateral debt; and more gen-
erous ODA for countries committed
to poverty reduction

Target 8.C: Address the special needs
of landlocked developing countries
and small island developing States
(through the Programme of Action for
the Sustainable Development of Small
Island Developing States and the out-
come of the twenty-second special ses-
sion of the General Assembly)

Target 8.D: Deal comprehensively
with the debt problems of develop-
ing countries through national and
international measures in order to
make debt sustainable in the long
term

Some of the indicators listed below are
monitored separately for the least devel-
oped countries (LDCs), Africa, landlocked
developing countries and small island de-
veloping States.

Official development assistance (ODA)

8.1 Net ODA, total and to the least devel-
oped countries, as percentage of OECD/
DAC donors’ gross national income

8.2 Proportion of total bilateral, sector-allo-
cable ODA of OECD/DAC donors to basic
social services (basic education, primary
health care, nutrition, safe water and
sanitation)

8.3 Proportion of bilateral official develop-
ment assistance of OECD/DAC donors
that is untied

8.4 ODA received in landlocked developing
countries as a proportion of their gross
national incomes

8.5 ODA received in small island developing
States as a proportion of their gross na-
tional incomes

Market access

8.6 Proportion of total developed country
imports (by value and excluding arms)
from developing countries and least
developed countries, admitted free of
duty

8.7 Average tariffs imposed by developed
countries on agricultural products and
textiles and clothing from developing
countries

8.8 Agricultural support estimate for OECD
countries as a percentage of their gross
domestic product

8.9 Proportion of ODA provided to help build
trade capacity
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Debt sustainability

8.10 Total number of countries that have
reached their HIPC decision points and
number that have reached their HIPC
completion points (cumulative)

8.11 Debt relief committed under HIPC and
MDRI Initiatives

8.12 Debt service as a percentage of exports
of goods and services

Target 8.E: In cooperation with phar-
maceutical companies, provide ac-
cess to affordable essential drugs in
developing countries

8.13 Proportion of population with access to
affordable essential drugs on a sustain-
able basis

Target 8.F: In cooperation with the
private sector, make available the ben-
efits of new technologies, especially
information and communications

8.14 Telephone lines per 100 population
8.15 Cellular subscribers per 100 population
8.16 Internet users per 100 population

The Millennium Development Goals and targets come from the Millennium Declaration,
signed by 189 countries in September 2000 (http://www.un.org/millennium/declaration/
ares552e.htm) and from further agreement by member states at the 2005 World Sum-
mit (Resolution adopted by the General Assembly - A/RES/60/1, http://www.un.org/Docs/
journal/asp/ws.asp?m=A/RES/60/1). The goals and targets are interrelated and should be
seen as a whole. They represent a partnership between the developed countries and the
developing countries “to create an environment — at the national and global levels alike
—which is conducive to development and the elimination of poverty”.

Source: United Nations at http:/mdgs.un.org/unsd/mdg/Host.aspx?Content=Indicators/OfficialList.

htm.
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ANNEX 2 Competitiveness assessment methods

Strategic
tool

Brief description

References

SWOT
analysis

The SWOT analysis is a very popular tool
since it requires limited quantitative/sta-
tistical data input, is relatively easy to un-
derstand and deploy, and lends itself well
to participatory approaches. SWOT analysis
involves analysing both internal and exter-
nal factors. The SWOT approach involves
organizing key data and information about
four main categories: strengths, weakness-
es, opportunities and threats

http://en.wikipedia.
org/wiki/SWOT_analy-
sis;  http://www.busi-
nessballs.com/swota-
nalysisfreetemplate.
Htm.

Problem
analysis

Problem analysis is a framework used to
identify core issues to be addressed in the
strategic planning process. ‘Problem’ in this
context does not necessarily indicate weak-
nesses or concerns but can equally refer
to opportunities and challenges. Problem
analysis is most commonly used to analyse
qualitative information about the local
economy that has been collected through
participatory processes.

http://www.com-
minit.com/planning-
models/pmodels/
planningmodels-126.
html; http://www.odi.
org.uk/Rapid/Tools/
Toolkits/Policy_Impact/
Index.html.

Competitive
advantage
analysis

The competitive advantage analysis looks
at how competitive is an economy and at
how it is performing relative to compet-
ing economies. ‘Competitive advantage’
is an umbrella term based on the assess-
ment of the potential to create sources
of advantage (low cost, high innovation
or differentiation) The most popular
frameworks were developed by Michael
Porter, including his diamond framework
of national competitiveness and the re-
lated five forces of firm rivalry, bargaining
power of suppliers and customers, threat
of new entrants, and substitute products.
The diamond framework examines fac-
tors that determine the competitiveness
and can be influenced by government:

1. factor conditions: the avail-
ability of inputs such as skilled Ia-
bour, infrastructure, and capital.

2. demand conditions: the level
and sophistication of local demand.
3. business/sector structure, strategy, and ri-
valry: the degree of competition.

4. related and supporting industries: the
availability and degree of linkages between
core and supporting activities.

Competitive Advantage
of Nations, by Michael
Porter (New York: The
Free Press,1990). http:/
www.rbda.gov.au/lit-
erature_review/litera-
ture_review.pdf.
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Scenario
planning

Scenario planning highlights major forces
that may shape the future and provides
insight on how these forces may interact;
it does not attempt to predict one specific
outlook. The sources of changes consid-
ered can be relatively predictable (trends
in local demographics) or unpredictable
(global economic conditions). In scenario
planning, a scenario describes a plausi-
ble future that can incorporate a range of
qualitative and quantitative information.
Scenario planning frameworks are used,
sometimes in combination, the main being:
1. Qualitative scenario planning. In this
setting, a facilitated group-based proc-
ess typically involves policy makers, plan-
ners and internal and external experts.
The main steps include determining which
macroeconomic forces exist and how they
might interact to change the external
environment. Scenarios are then created and
analysedfortheirimplicationsontheeconomy.
2. Quantitative scenario planning (scenar-
io forecasting). A technique traditionally
used mainly for spatial planning, quanti-
tative scenario plans use economic fore-
casting techniques to analyse how dif-
ferent macroeconomic scenarios might
shape the structure and performance of
the economy.

“Plotting Your Sce-
narios”, by Jay Ogilvy

and Peter Schwartz
(December 2004,
Global Business Net-

work Web site) at:
http://www.gbn.com/
ArticleDisplayServ-
let.srv? aid=34550;
http://scenariothink-
ing.org/wiki/index.
php/ Main_Page.
Developing and Apply-
ing a Participative Stra-
tegic Planning Tool, by
Frans Berkhout and Ju-
lia Hertin (March 2002,

Greener Manage-
ment International);
Regional Economic

Modeling: ASystematic
Approach to Economic
Forecasting and Policy
Analysis, by George |.
Treyz (1993, Kluwer
Academic Publishers).

Importance
strength
analysis
(locational
comparative
advantage)

A derivation of the locational comparative
advantage framework that involves a ma-
trix assessment of the relative importance
of individual location factors for each sector
against the relative competitiveness of the
local economy in those factors (Blair, 1995,
p. 157). Most useful for analysing the com-
petitiveness of individual sectors, especially
to identify and prioritize.

Local Economic Devel-
opment: Analysis and
Practice, by J. P. Blair
(1995, Sage Publica-
tions).

Systemic
competitive-
ness

Examines a range of factors that determine
the evolution of economic systems at various
territorial levels. It uses four levels of analy-
sis to measure the current state of the local
economy and develop a strategic plan (GT2):
- meta-level: Local actors’ capacity to co-
operate and trust / degree to which
they can agree upon shared objectives
- macro-level: Financial (budget-
ary) capacity and management
- meso-level: Existence of local economic
support (incubators, business assistance,etc.)
- micro-level: Linkages between firms/stake-
holders in the local economy (clusters)

“Systemic Competitive-
ness Revisited: Conclu-
sions from Technical
Assistance in  Private
Sector Development”,
(http://www.mes-
opartner.com/eng-
lisch/epubl.html)
"Systemic Competitive-
ness. New Governance
Patterns for Industrial
Development”, by K. Es-
ser, W. Hildebrand, & J.
Meyer-Stamer (German
Development Institute)
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Multisector
quantitative
analysis
(MSQA)

Framework which combines qualitative (ex-
pert opinion surveys) and quantitative tech-
niques to identify opportunities for growth
in the local/regional economy. Most relevant
for identifying sectoral or cluster opportu-
nities in a local/regional economy; involves
expert surveys and then categorical scoring
of regional sectors according to a set of per-
formance criteria. Each sector is ranked as
strong, average, or weak in each criterion,
based in part on input-output tables, expert
interviews, and other data sources. Criteria
are then weighted to derive overall results.

Regional Economic De-
velopment—Analysis
and Planning Strategy,
by R. J. Stimson, R. R.
Stough, &. B. H. Rob-
erts ( 2002, Springer)

Regional
competitive-
ness per-
formance
cube

Measures regional competitiveness in
a dynamic way by looking at three di-
mensions: (1) leadership (strong vs.
weak), (2) institutions (effective vs. in-
effective), and (3) resource endow-
ments and market fit (good versus poor).
New technique that has not been used yet
as part of a city strategy process; provides
a broad framework for assessing territorial
(rather than sectoral) competitiveness.

“Leadership and In-
stitutional Factors in
Endogenous Regional
Development,” Inves-
tigationes Regional-
es, R.J. Stimson, R. R.
Stough, & M. Salazar
(2005). 7: 23-52. Brief
overview http://www.
ersa.org/ersaconfs/
ersa04/PDF/697.pdf.

Balanced
business
scorecard
(Norton and
Kaplan)

Business planning and monitoring frame-
work that focuses on ensuring that strate-
gies are balanced around four perspectives:
(1) financial performance, (2) customers
(service), (3) business processes (efficiency),
and (4) learning and growth. Monitors per-
formance across a balanced set of indicators
(the specific categories can be redefined to
meet the specific needs of LED); Currently
used in San Fernando for assessing govern-
ance and institutional quality as part of the
International Solidarity for Asia’s (ISA) Pub-
lic Governance Scorecard (PGS) programme.

http://www.balanced-
scorecard.biz/Intro-
duction BSC.html;
http://www.centre-
for-egovernment.
com/balscore.htm;
http://www.au-
ditscotland.gov.uk/
index/99ms_01.asp.

Core compe-
tencies/
white spaces
(Hamel and
Prahalad
model)

A framework that involves identifying the
core competitive strengths of the region,
and identifying ‘white spaces’ (or unex-
ploited areas of potential) for the region.
Designed originally for firm-level strategy,
but can be adapted for sector or regional
strategies; most appropriate for identifying
and prioritizing sectoral opportunities.

http://www.cipher-
sys.com/hofhelp/
Hamel% 20Pra-
halt/hamel-praha-
ladhelp file.htm;
Competing for the Fu-
ture by G. Hamal and
D. K. Prahalad (1994,
Harvard Business
School Press)

Sources: Assessing Competitiveness. Guide to Strategic Frameworks. LED Resource Guide
www.citiesalliance.org.
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ANNEX 3 International trade resources

UN COMTRADE

FAOSTAT - TradeSTAT

The United Nation Statistical Division
(UNSD) Commodity Trade (COMTRADE)
Data Base that contains Exports and Im-
ports by Commodity and Partner Country.
Values are recorded in US dollars along
with a variety of quantity measures. The
Data Base includes information for over
130 countries, some of which have been
reporting these types of statistics to the
United Nations since 1962.The data are
recorded according to six internationally
recognized trade and tariff classifications.
(comtrade.un.org)

UNCTAD-TRAINS

TRAINS (Trade Analysis and Information Sys-
tem) provides online access to indicators of
Trade Control Measures (tariff, para-tariff
and non-tariff measures), as well as imports
by suppliers at each Harmonized System
6-digit level for over 150 countries. It also
provides country notes of trade regimes for
some 40 developing countries, describing
market access conditions according to the
UNCTAD Coding System of Trade Control
Measures. (http:/www.unctad.org/Tem-
plates/Page.asp?intitemID=1907&lang=1)

Commodity Price Statistics on-line

Commodity Price Statistics provide
monthly free-market prices and price in-
dexes starting in January 1960 for select-
ed commodities that concern commodi-
ty-dependant countries. Price indexes are
provided for commodity groups (includ-
ing food, tropical beverages, vegetable
oilseeds and oils, agricultural raw materi-
als, minerals, ores and metals), and for all
groups in current dollars and SDRs.
(http://www.unctad.org/Templates/
Page.asp?intltemID=1889&lang=1)
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FAOSTAT consists of an integrated core
database and satellite databases feeding
and supporting it. The ‘FAOSTAT family’
is organized in modules around a core
database that brings together and inte-
grates the data contained in thematic da-
tabases. These cover areas such as agri-
cultural production, consumption, trade,
prices and resources. The TradeSTAT da-
tabase contains import and export datas-
et for agriculture products. The database
is complemented by a World Agricultural
Trade Flow (WATF) map and the World
Agricultural Trade Matrix (WATM).

(http:/faostat.fao.org/site/342/default.aspx)

The IMF Direction of Trade
Statistics (the DOT)

Direction of Trade Statistics provides critical
data on the value of merchandise exports
and imports between each country and all
its trading partners. It reports total bilateral
and multilateral exports and imports aggre-
gated at national or regional group level.
(http://www.imfstatistics.org/DOT/)

The International Trade Centre
(ITC) Trade Map

Trade Map, www.trademap.org, is an
online database on trade flows in goods
and services and tariff measures. This
portal operates in a web-based interac-
tive environment. The pages list values,
guantities, trends, market share, and
unit values, both in graphic and tabular
format. It covers trade flows over the
last five years for over 220 countries and
territories, 41 country groups and 5,300
products defined at the 2, 4 or 6-digit lev-
el of the Harmonized System (HS revision
1) and at the tariff line level, represent-



ing about 95 percent of world trade.
(http://www.trademap.org).

Market Access Map

Market Access Map, www.macmap.org,
is a web portal containing information on
market access measures applied by over 170
importing countries to the products export-
ed by more than 200 countries and territo-
ries. It provides information on ad valorem
and specific tariffs, ad valorem equivalents
(AVEs) of specific tariffs, tariff quotas, anti-
dumping duties and other trade remedies,
and certificates and rules of origin.
(www.macmap.org).

Product Map

Product Map, www.p-maps.org, is a web
portal presenting business information and
intelligence for the 72 largest sectors. It in-
cludes market studies, trade data, price in-
dicators (such as the Market News Service),
links to other sources of information and
over 20,000 companies and organizations.
(Www.p-maps.org).

Investment Map
Investment Map, www.investmentmap.

org, is an interactive tool that combines
statistics on foreign direct investment
(FDI), international trade and market ac-
cess into a single portal, Investment Map
allows analyses by country, partner and
industry. It also includes information
on the location, sales, employment and
parent company for more than 70,000
foreign affiliates located in developing
countries and economies in transition.
(www.investmentmap.org).

The World Bank

The World Integrated Trade Solution

The World Integrated Trade Solution
(WITS) is a software developed by the
World Bank, in close collaboration with the
United Nations Conference on Trade and
Development (UNCTAD). WITS gives access

to the major trade and tariffs data compi-
lations: the COMTRADE database main-
tained by the UNSD; the TRAINS main-
tained by the UNCTAD; and the IDB and
CTS databases maintained by the WTO.
WITS is a data consultation and extraction
software with simulation capabilities. WITS
is a free software. However, access to data-
bases themselves can have a fee or be lim-
ited depending on your status.
(http://wits.worldbank.org/witsweb/).

The World Trade Indicators

The World Trade Indicators (WTI) database
measures trade performance, policies and
institutions. The purpose of this initiative
is to benchmark progress in these areas
while highlighting data gaps. The WTI it-
self is a comprehensive database made of
about 300 indicators grouped in five the-
matic areas: Trade Policy, External Envi-
ronment, Institutional Environment Trade
Facilitation Trade Outcome.
(http://go.worldbank.org/3Q2ER38J50).

The WTO IDB-CTS Internet
Analysis Facility (IAF)

The IAF allows you to access the IDB and
CTS online, select markets and products
and compile reports for browsing on-line.
The World Trade Organization (WTO) In-
tegrated Data Base (IDB) that contain Im-
ports by Commodity and Partner Coun-
try and MFN Applied Tariffs for over 80
countries at the most detailed commodity
level of the national tariffs; and, the Con-
solidated Tariff Schedule Data Base (CTS)
that contains WTO Bound Tariffs, Initial
Negotiating Rights (INR) and other indi-
cators. The CTS is the official source for
bound tariffs which are the concessions
made by countries during a negotiation
(e.g., the Uruguay Round of Multilateral
Trade Negotiations). The data are record-
ed according to two internationally rec-
ognized trade and tariff classifications.

(http://iaf.wto.org/English/Welcome.asp).
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ANNEX 4 Preparing an Aid for Trade needs
assessment concept note

The following outline presents the layout
for an Aid for Trade needs assessment
concept note. The last section includes an
example of a needs assessment’s index of
contents.

I. Background

Explain the purpose of the study and de-
fine the Aid for Trade analysis. Provide
a brief description of the country back-
ground, including a justification for the
exercise.

Il. Intended outcome

Describe the AfT needs assessment’s ex-
pected outcome. The analysis should pro-
duce an action matrix with detailed rec-

ommendations for policy actions aimed
at improving human development.

lll. Approach

Briefly describe the AfT approach and
stages. Indicate that the study should in-
volve key stakeholders in government,
the private sector and civil society, with
particular emphasis on areas experienc-
ing particular poverty or low level of hu-
man development.

IV. Commitments and timetable
Identify responsibilities, deliverables, re-
sources and deadlines for each action.
Develop a strategy for each phase.

Aid for Trade and Human Development



V. Proposed outline of study (indica-
tive example)

Prepare a short narrative for each chap-
ter, describing the expected content (ex-
ample provided).

1.

2.

Country background (macroeconomic
and business environment):

a) macroeconomic snapshot;

b) monetary, fiscal policies and ex-
change rates;

¢) poverty and inequality;

d) competitiveness and business envi-
ronment.

Trade and investment policy:
a) trade flows and country comparative

advantages;

b) trade policies and institutional map;
) trade agreements review;

d) investment policy: the contribution
of foreign investments.

. Trade facilitation:

a) behind-the-border barriers to trade;
an assessment: the cost of exporting
to b) the European Union.

Human development analysis of sen-
sitive sectors:

a) agriculture;

b) garment and textile.

. Conclusions and recommendations:

a) Aid for Trade donor database;
b) action matrix.

Aid for Trade and Human Development
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ANNEX 5 Running a trade and human
development introductory workshop

Purpose

To train researchers (team of authors) in
conducting trade impact studies and needs
assessments that integrate macroeconom-
ics with human development and to launch
the Aid for Trade Agenda in the country.

Goals

e To launch the Aid for Trade agen-
da in the country

e To train researchers on the link
between trade and human devel-
opment

e To train researchers on relevant
research and analysis methods

e To finalize the study concept note
and work plan

e To promote a participative ap-
proach

Target audience

Selected researchers, team of authors,
sponsoring organization staff, interested
government officials and other stakehold-
ers. Depending on the number of partici-
pants and the team’s own capacity, the
presence of professional facilitators and
external experts should be considered.

Proposed duration

Two days

Note: While the training is structured
for two days, the different components
of the training could be reduced or ex-
panded based on the interests and skills
of participants.

Proposed Agenda

The sample agenda is divided into two
days and is based on the pilot workshops
conducted for Central Asia in 2007. The
first day will provide an introductory
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overview of trade and human develop-
ment and Aid for Trade, its goals and how
is it linked to the policy cycle and other
development concepts (e.g., MDGs). It
will also provide space for discussion on
objectives and priorities. While the first
day should be open to stakeholders, rep-
resentatives of the civil society and policy
makers, the second day should focus on
the AfT core team. It will focus on the ac-
tual AfT needs assessment substance and
work plan by reviewing available tools
and lessons learned. The discussion should
include the presentation of the methods
and experiences already collected from
similar attempts in other countries.

First day (core team and stake-
holders)

Session 1 — Workshop introduction

09:30-10:00 Opening remarks, review of
workshop goals, agenda

10:00-10:30 Introduction of participants
(ice-breaker)

Session 2 — Trade and human develop-
ment overview

10:30-11:30 Overview of the global

Aid for Trade agenda

What does AfT mean?

What is the AfT global agenda and

trends?

What is trade mainstreaming?

How trade objectives can be included in

national development strategies?

11:30-12:00 Coffee break

12:00-13:15 Trade and human development:
the concept and the practice



What is human development?

What are the MDGs?

What are the linkages between trade
and human development?

What are the main concepts and ele-
ments used in the human development
approach towards trade?

Is trade growth and liberalization pro-poor?

Note: This sub-section focuses on the
human development approach towards
trade. Pertinent issues include transmis-
sion channels, vulnerability, gender, eq-
uity, knowledge and technological ad-
vancement, health and education, pover-
ty reduction and environment concerns.
The framework described in this guide
can be presented. Short presentations
should be followed by question time, dis-
cussions or group work.

13:15-14:30 Lunch break
14:30-15:30 Participatory approach

What is the role of stakeholders and civil
society organizations in policy making?
How can stakeholders and civil society or-
ganizations contribute to policy making?
How can participation can be facilitated?
What are the tools for guaranteeing pro-
ductive participation?

Note: This sub-section focuses on par-
ticipatory tools and techniques. The ap-
proach will be inclusive of stakehold-
ers who might be marginalized, such as
women, labor groups and farmers.

Session 3 — AfT objectives and priorities

15:30-16:00 Presentation of the draft
outline of the AfT needs as-
sessment

Focus: background and justification, ob-
jectives and priorities

16:30-16:45 Coffee break

16:45-18:00 Facilitated discussion on AfT
objectives and priorities

Focus: fine-tuning and identification of
objectives and priorities

Second Day (core team)
Session 4 — Tools, resources and methods

09:00-10:00 Macroeconomic and busi-
ness environment

10:00-11:30 Trade agreements, market ac-
cess and institutional mapping

11:30-12:00 Coffee break

12:00-13:00 Sectoral assessments

13:00-14:00 Lunch break

14:00-15:00Trade and human develop-
ment policy impact assess-
ments

Note: The facilitatorl/international ex-
perts will discuss with the AfT core team
the options available for each chapter of
the study to review priorities, data con-
straints and applicable tools. It should
include the presentation of country case
studies to show when and how certain
tools were used, and the benefits and
challenges of their application. Refer-
ences will be made to the respective tools
covered in the AfT Guide to highlight
their main features and lessons learned.
There should be particular focus on hu-
man development and how the concept
should be analysed and operationalized
in the AfT needs assessment.

Session 4 - Planning and conducting the
studies

15:00-16:00 Team organization and
work plan
16:00-16:30 Next steps and closing
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ANNEX 6 Checklist:
Aid for Trade needs assessment

MACROECONOMIC AND BUSINESS
ENVIRONMENT

Data collection (general)

O

O

Are the objectives for collecting data
clearly defined?

Have adequate budgetary, human re-
sources and time been allocated to the
process?

Does the AfT team have relevant sta-
tistical expertise?

Has the team considered drawing on
the experience of other countries?
Has the team accounted for potential
biases in data collection/enumeration?
If doing comparisons over time or
benchmarking over countries, has the
data comparability been assured?
Does the country have a recent census
or household surveys?

Has the county (if WTO member) had a
recent WTO Trade Policy Review?
Does the country have recent IMF mis-
sions reports?

Data Analysis and interpretation (general)

O

O

Has the team used a mix of qualitative
and quantitative methods?

Does the team include people with ex-
perience in gender and environmental
issues and data?

Do data and analysis highlight issues
affecting economically, politically and
socially excluded groups?

Where the availability of reliable data
makes it possible, are data disaggrega-
ted by gender and other parameters
of exclusion?

Is it possible to spatially compare these
disaggregated statistics? Has this been
done?

Is it possible to temporally compare
the disaggregated statistics? Has this
been done?
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O

Has the need for more disaggrgated
data and research been recognized?

Macroeconomic environment

O

Has the team presented the general
macroeconomic environment using
summarized data on GDP balance
of payments, debt, inflation, capital
flows, poverty and inequality?

Has the team presented a summary of
the country’s fiscal and monetary po-
licy?

Has the team presented a summary
of the country’s social policy expendi-
tures?

Have the trends in the real and effec-
tive exchange rate versus major tra-
ding partners been addressed in the
analysis?

Has data on the shadow economy
been analysed?

Has the impact of trade liberaliza-
tion at the global and regional level
on macroeconomic aggregates been
considered in the analysis?

Have the links between macroecono-
mic policies and variables and human
development been considered?

Has the use of distinctive methods like
PEST been considered for the presen-
tation of the analysis?

Business environment

O

Has the team described the overall
country governance by using interna-
tional indicators and benchmarking?
Has a checklist for relevant (business
environment) policies and laws been
drafted?

Has the team outlined the various
types of administrative barriers for the
business environment?

Has the team outlined policies and ins-
titutions responsible for creating the



enabling conditions for enterprise
growth, including small and medium
enterprises (SMEs)?

Has the team analysed the availability
and costs of trade-related infrastruc-
ture, business services, financial ser-
vices and trade finance?

Has the overall competitiveness of the
country been assessed using indica-
tors and benchmarked against other
countries in the region and best per-
formers?

Has the team used participatory tech-
niques to interview stakeholders, en-
trepreneurs and government agen-
cies’ officials?

TRADE AND INVESTMENT POLICY

Trade flows

O

Have trade flows and terms of trade
been analysed with a historical
prospective?

Have the main driving forces behind
trade flows been identified and
explained?
Aredatausedfortrendsandprojection
involving different scenarios?

Has the country overall performance
in trade been compared with similar
countries and best performers?

Has the team identified the country
comparative advantages?

Has the team identified the country
key export sectors? Has the decision
been justified?

Has the export performance of
different type of enterprises been
justified?

Has the employment dynamic in the
export sector been analysed?

Where the availability of reliable
data makes it possible, are data
disaggregated by gender and other
parameters of exclusion?

Have key issues of concern for human
development  been preliminary
identified (e.g.,, food imports,

vulnerability to external prices)?

Has the participation of the poor and
vulnerable groups in the export sector
been assessed with case studies (e.qg.,
small exporting farmers)?

Has the team  drafted key
recommendations?

Trade policies and institutions

O

O

Have the system of tariffs and quotas
been described?

Has the team identified the country
trade strategy? Is the strategy adequate?
Has the overall consistency of the
trade policy been assessed?

Have the country institutions that
deal with trade being mapped?

Has the quality of coordination
between trade institutions been ad-
dressed?

Have capacity gaps in key trade ins-
titutions been mapped? Have techni-
cal assistance needs been identified
along with capacity gaps?

Have key trade agreements (FTAs,
WTO accession, EU agreements) and
memberships in trade international
organizations been mapped?

Are key trade negotiations been un-
dergoing? What is the country nego-
tiation strategy? Is it adequate to the
country needs?

Has the country access to market is-
sue been considered while analysing
trade agreements?

Have the in-country capacity in
dealing with specific trade agree-
ments been assed?

Have selected trade agreements (ex
ante, ex post) been selected for a dee-
per impact assessments?

Has the team drafted key recommen-
dations?

Investment policies and foreign direct in-
vestments

O

Have investment flows been analysed
with a historical prospective?
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O Have driving forces behind investment
flows been identified and explained?

O Has the team identified the main FDIs
recipient sectors?

O Has the country overall performance
in attracting investments been as-
sessed and benchmarked? Has the
country openness towards FDI been
assessed and benchmarked?

O Has the employment dynamic in the
foreign enterprises been analysed?

O Has the export performance of foreign
enterprises been analysed and justi-
fied?

0O Where the availability of reliable data
makes it possible, are data disaggre-
gated by gender and other parame-
ters of exclusion?

O Has the operational and incentive fra-
mework for FDI been addressed? Is it
adequate and effective?

O Has the team reviewed the country
long term investment strategy? Is it
adequate and realistic?

O Have the local supply linkages and
skill transfers been considered in the
analysis? If obstacles were reported in
these areas, has the team identified
constraints and opportunities?

O Hasthe team considered the existence
of FDI's negative impacts?

O Have the linkages between FDIs and
export been highlighted?

O Has the team drafted key recommen-
dations?

TRADE FACILITATION AND STANDARDS

ANNEX 6 CHECKLIST: AID FOR TRADE NEEDS ASSESSMENT

Trade facilitation

O Has the country trade facilitation stra-
tegy been identified? Is it adequate
and realistic?

O Has a profile for each trade facilita-
tion actor (exporters/importers, go-
vernment, business service providers,
infrastructure services) been drafted?

O Does a trade facilitation committee
operate in the country? Is it effective?

] 26 Aid for Trade and Human Development

If not present, has the possibility of es-
tablishing a committee been tested?
Has relevant data about trade pro-
cedures, costs of business services and
costs of infrastructures services been
collected?

Have the quantity and quality of data
been assessed? Has the option of
conducting ad hoc surveys been consi-
dered?

Has the cost of doing export being
tested for selected products?

Has the quality of business and infras-
tructure services offered to exporters
and importers been evaluated?

Have the underlying causes of ineffi-
ciency, poor service delivery and high
costs related to the movement of
traded goods been identified?

Have behind-the-border trade bar-
riers been identified?

Has the team identified how diffe-
rent actors are influenced by trade
barriers (e.g., small farmers, state en-
terprises, FDIs)?

Has the team interviewed the stake-
holders, entrepreneurs and govern-
ment agency officials? Have participa-
tory techniques been used? Have the
interviewed been able to comment
on the report?

Have capacity gaps been mapped?
Have technical assistance needs been
identified along with capacity gaps?
Have links between human develop-
ment and different economic growth
scenarios been explored?

Has data been used to analyse human
development implications for trade
facilitation?

Have donor trade facilitation projects
been inventoried?

Has the team drafted key recommen-
dations?

Standards
O Has the team identified if informa-

tion about certification and interna-



tional standards is widely available
and understood in the country by the
business community and government
officials?

Has the national system of certifica-
tion been compared with internatio-
nal standards? Is it adequately deve-
loped?

Do the country’s major export pro-
ducers respect relevant international
standards?

Has the country faced market access
restrictions due to the lack of applica-
tion of international standards?

Do enterprises have easy and affor-
dable access to internationally reco-
gnized certification services?

Has the team identified the number
and percentage of industries that
have obtained an ISO certification?
Have these numbers benchmarks, and
discrepancies from regional averages,
been explained?

Has donor support to certification
been identified?

Has the team drafted key recommen-
dations?

SECTORAL ANALYSIS

Sector analysis

O

Has the team identified promising
economic sectors for producing de-
tailed assessment? Is the decision sup-
ported by data and analysis?

Is the sector identification linked with
human development opportunities
or concerns? Have the linkages been
made explicit?

Has the team collected sector specific
data and verified its quality?

Where the availability of reliable data
is possible, are data disaggregated by
gender and other parameters of ex-
clusion?

Has the team identified the tools
to be used for the sector competi-
tiveness analysis (e.g., SWOT, Value

Chain Analysis)?

Have the sector's size, potential
growth, actual and potential demand
(local and international markets)
been identified?

Have the sector’s prospected export
opportunities been analysed and fo-
recasted?

Has the team identified — within the
chosen sectors — goods which expe-
rienced (or are expected to) relevant
market changes by trade liberalization?
Has the analysis described the main
characteristics/profiles of firms and
workers?

Have concrete interventions that pu-
blic authorities should undertake to
facilitate the sector’s growth been out-
lined?

Has the team prioritized areas where
donor intervention may be called
upon (e.g., market information, deve-
lopment of business linkages)?

Has the team drafted key recommen-
dations?

Human development analysis

O

Has the sector assessment identified
the linkages with human develop-
ment by looking at new opportunities
that could arise from increased trade
flows and the sector’s economic ex-
pansion?

Has the sector assessment identified
the linkages with human develop-
ment by looking at the main trans-
mission channels (prices and produc-
tion)?

Has the profile of the poor and vulne-
rable households in the selected sec-
tor been presented?

Has a human development approach
been adopted while looking at the
economic dimension?

Have specific pro-poor measures been
identified?

Has the presence of inclusive business
models been identified? If not pre-
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sent, have inclusive business models
been proposed to involve the poor?

- Productivity -
O Has the AfT study explained sector

productivity statistics? In presence of
increased productivity have wages
benefited?

Has the team looked at job conditions
and workers profiles? Do workers feel
secure in their employment? Does the
wage or profit grant decent living
standards (such permanent access to
health services)?

- Equity -
O Has the study assessed the sector’s cha-

racteristics in terms of equity? Has been
data collected on wage inequality?
Has the application of national and
international labour standards been
assessed?

Do different sector players, especially
micro entrepreneurs, have compa-
rable access to services and licenses,
including finance?

Has the gender dimension been analysed
in terms of opportunities and equity?

- Sustainability -
O Have emerging threats towards the

environment and cultural resources
been assessed?

Has the team assessed whether natio-
nal and international environmental
standards are applied in the sector?
Has the team considered the imple-
mentation of a strategic environment
assessment over the possible sector’s
expansion?

- Empowerment -
O Has the study analysed the dimen-

sions of employment creation and
new business opportunities?

O Have prospects, trends, and changes

in wages been identified?
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O

Has the team evaluated the quality
and sustainability of newly created
jobs?

TRADE POLICIES: AN IMPACT
ASSESSMENT

O

Has the team identified a key trade

policy for a complete impact assess-

ment?

Have been time and human and fi-

nancial resources dedicated to the

conduction of the assessment?

Has the team identified the method

or set of methods that best adapt to

the specific context?

Are the methods selected applicable

with available data?

Do selected methods provide a ba-

lanced approach between quantita-

tive and qualitative analysis?

Are the methods selected in line with

the human development approach?

Do they provide insights for a human

development centered analysis?

Do the methods selected describe the

mechanisms behind the transmission

channels between trade and human

development?

Has the team deployed a participato-

ry approach in collecting and valida-

ting information?

Among others factors, are the following

aspects considered in the analysis?

e impact on access to services

e impact on health and education

e impact on lifestyle and culture

e impact on income and inequality

e impact on household budget and
expenditure patterns

e impact on food security

e impact on environment

Has the team drafted key recommen-

dations on the basis of the needs as-

sessment?

Has the team identified capacity gaps

and areas for donors’ intervention?
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