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Timor-Leste
Tuvalu
Vanuatu
LDC average
(all)

Share in
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population
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Share in
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GDP
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2749
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of WTO
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Obs.
1995
1995
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0.01
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0.037

Land- or
sealocked
L
L
S
L
S
L
S
S
S#
S
S

Source: UNCTAD LDC Report 2011
Notes:
* Maldives graduated at 1 Jan 2011, and here is included for comparative purposes.
** Graduation deferred until 2014.
*** accession package accepted by the members of the WTO and membership will begin one month
after ratification of the accession package by the national government.
# part of a bigger island.
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Introduction
Mia Mikic and Pedro J. Martinez Edo
After 10 years of unfruitful negotiations, the world’s main trading economies
remain far apart over a global agreement on the new international trade liberalization
concessions and rules. The Doha Round of negotiations, also known as the Doha
Development Agenda (DDA), was launched in 2001 with the aim of continuing to make
markets more accessible for all WTO members, but especially for developing countries,
since one of the Round’s fundamental objectives is to improve these countries’ trading
and development prospects. However, after four ministerial conferences and several
high-level group meetings, the Round is still at an impasse and its outcome remains
uncertain.
Under this framework, there is a particular group of developing nations that could
benefit greatly of a positive resolution of the Doha negotiations. These are the poorest,
weakest and most vulnerable countries of the international community. They were
recognized by the United Nations in 1971 as a group requiring special support from
developed nations, and classified as Least Developed Countries (LDCs).1 Each of these
countries face specific development challenges, however, they have one thing in
common: they still remain marginalized in the global economy. It is, hence, crucially
important for the LDCs to have free and easy access to international markets, since
trade, being an important driver of development, can be very helpful in conquering
poverty.
In May 2011 the Fourth United Nations Conference on the Least Developed
Countries (LDC-IV) took place in Istanbul, Turkey. The outcomes of the summit were
the Istanbul Declaration and the 10-year Istanbul Programme of Action (IPoA). In the
Declaration, Government representatives and delegates of participating countries and
agencies stated their commitment to assist LDCs in order to make at least 50 per cent
of them “graduate” from their status by 2020. Furthermore, in the Ministerial
Declaration,2 LDCs made a strong call to World Trade Organization members to work
more intensively on overcoming their differences in order to conclude Doha
successfully, as well as to timely and effectively apply the duty-free and quota-free
market access provisions for LDCs agreed in Hong Kong’s WTO Ministerial
Conference in 2005. These declarations are actually re-statements of previous
commitments that remain unfulfilled: the Millennium Development Goals (MDGs) in

1

Information on criteria and procedure on getting a status of the least developed country and on
graduation process is available at http://www.unohrlls.org/en/ldc/164/ . The Committee for
Development Policy, a subsidiary body of the UN Economic and Social Council, is – inter alia mandated to review the category of LDCs every three years and monitor their progress after graduation
from the category. The only three countries to have graduated out of the LDC category so far are
Botswana, Cape Verde and Maldives. The next triennial review will be undertaken in 2012.
2

Ministerial Declaration is available at
http://www.unohrlls.org/UserFiles/File/LDC%20Documents/LDC%20Ministerial%20Declaration%202
009%20-%20Website.pdf.
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2000 (most relevant for trade issues being the MDG-8) and also the Brussels and
Almaty Ministerial Declarations in 2001 and 2003, respectively.
Meeting the targets of the Developing a Global Partnership for Development
(MDG-8) will ensure that development is inclusive as well as rule-based at a global
level. One of the targets (8.A) of the MDG-8 clearly reflects the important role of trade
for developing countries, including LDCs, while some others (i.e., 8.B and 8.C)
advocate specifically LDCs, Landlocked Developing Countries (LLDCs) and Small
Island Developing States (SIDS), by setting goals addressing their particular
development needs. One of the solutions explicitly mentioned in the Declaration, is to
give them differential treatment, following a positive discrimination principle, in order
for them to participate and benefit from a fairer trade system. The international
community is, hence, demanding to see “a lot less statements and a lot more
deliveries,” as expressed by the Civil Society Forum at the closing of the UN LDC-IV
Conference. Since then, the Eight Ministerial Conference of the WTO was held (15-17
December 2011) and some decisions in favour of the LDCs were agreed on (see
Chapter II for more details), but otherwise the Ministers did not make any progress
towards unlocking the impasse of the DDA. Instead, the highlight of the Conference
was the accession3 of the Russian Federation, Samoa and Montenegro and the adoption
of the revised text of the Government Procurement Agreement, currently covering 42
WTO members.
But, is the conclusion of the Doha Round the only solution to the LDCs’
economic marginalization? Are there any other realistic alternatives that could fasttrack the elimination of the prevalent trade barriers to benefit LDCs? Over the past
decade, tariff levels have kept on falling despite Doha Round’s impasse, showing that
plurilateral and bilateral preferential trade agreements are delivering results while
multilateral negotiations have barely moved forward. This is raising important
questions on the net benefits of the Doha package compared with those of the
alternative arrangements.
However, as experience shows, free market access is a necessary but not
sufficient condition to trigger LDCs’ economic growth. These countries are facing
specific problems that are deterring them from developing faster, more inclusively and
sustainably, such as having poor infrastructure, lacking enough productive capacity or
lacking relevant skills and knowledge to enforce the provisions of the WTO, and other
trade arrangements and push further with economic, institutional and social reforms. In
this scenario, even a successful conclusion of the DDA would not mean much for
LDCs unless special support mechanisms are put in place. The international
community has been working with two such mechanisms: Aid for Trade (AfT) and
Enhanced Integrated Framework (EIF) for LDCs.
AfT started in 2006 and was established following the agreements of the Sixth
WTO Ministerial Conference held in Hong Kong, China in 2005. It is an instrument to

3

The accession packages were approved by the WTO members (while Vanuatu’s accession terms were
already approved at the end of October). It is expected that these countries will become members of the
WTO 30 days after they notified the WTO that they have ratified the deal. This will increase a number
of LDCs acceding to the WTO from 3 to 5 and with adding Russian Federation will improve the ratio of
members to non-members within Asia-Pacific region to 32:17.
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instruct and support governments of developing countries on using trade as a driver of
development by tackling the most common problems that deter LDC’s from effective
participation in international trade. The last joint WTO-OECD monitoring report
indicates that AfT “is playing a greater role in strengthening overall national
competitiveness”, as well as “facilitating and aiding regional integration”. There is still
a long journey ahead since AfT is still evolving, both in definitional and operational
ways; however, several indicators show that it is moving in the right direction. Despite
the global economic downturn, AfT disbursements increased 12.4% in 2009, compared
with those of 2008. Furthermore, AfT is increasingly being included in the broad
development agendas, and after the first evaluation reports, operational strategies and
national development plans are being modified to achieve higher effectiveness in the
delivery, alignment and use of AfT.
Similarly, the Enhanced Integrated Framework for LDCs was brought about in
2006 as a revised version of the multi-donor initiative established in 1997 under the
name Integrated Framework. The core partner agencies in this programme are the
International Monetary Fund (IMF), the International Trade Centre (ITC), the United
Nations Conference on Trade and Development (UNCTAD), the United Nations
Development Programme (UNDP), the World Bank and the WTO. The EIF purpose is
to create a genuine partnership among donors, core partner agencies, observer
agencies, the Executive Secretariat and the Trust Fund Manager and other
development partners who are supporting LDCs’ own drive to in order to mainstream
trade into national development strategies, set up structures needed to coordinate the
delivery of trade-related technical assistance, and build capacity to trade, which also
includes addressing critical supply-side constraints. LDCs can use the EIF as a vehicle
to coordinate donors' support and to lever more AfT resources, whereas donors can
sign up to the EIF as a vehicle to deliver on their AfT commitments.
The just concluded WTO Ministerial Conference placed high importance on
discussing trade and development linkages and trade as the “driving force of
development” was underscored in the Chairperson’s Report. With this backdrop, the
purpose of this monograph is to explore in what forms and under what conditions trade
can be an effective driver of LDCs’ development. Focusing on the 14 Least
Developed Countries located in the Asia-Pacific region,4 the study explores differences
and impacts of different approaches available to the LDCs and their partners in
improving their developmental prospects through enhanced trade. The rest of the study
is organized as follows. Chapter I reiterates some truisms about the linkages between
trade, trade liberalization and development. It also provides a statistical overview of
the Asia-Pacific LDCs’ performance in trade and investment since 2000. Chapter II
provides a discussion on the various issues related to LDCs’ enhanced market access
through the multilateral process (such as the so-called Duty-Free and Quota-Free or
DFQF package) or through the use of Generalized System of Preferences (GSP)
provided unilaterally by developed and some emerging economies. A review of the

4

Maldives graduated in January 2011; however, since the statistics used in this monograph does not go
beyond 2010, Maldives is still considered part of the LDCs group. The other 13 countries are, in
alphabetical order: Afghanistan, Bangladesh, Bhutan, Cambodia, Kiribati, Lao People’s Democratic
Republic, Myanmar, Nepal, Samoa, Solomon Islands, Timor Leste, Tuvalu and Vanuatu. Hardly any
statistical data exist for Timor Leste and thus it does not figure in statistical analysis here.
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decisions from the Eight Ministerial Conference and the links to the Istanbul
Programme of Action is made along with a review of a revised GSP schemes by China
and India to align all actions seemingly undertaken to reduce or completely eliminate
barriers to market access for the LDCs (most relevant export products). Measures of
margins of preference and issues of erosion of preference are also explored. The
severity of LDCs’ position is further uncovered through analysis of Chapter III which
investigates the impact of protectionist measures used in the aftermath of the global
economic crisis in 2008 until present time on LDCs globally and also in Asia and the
Pacific. The findings reveal that despite declared pledges of the developed countries
towards free trade, and especially about providing enhanced market access to the
LDCs, most LDCs were not spared from the protectionist measures. Moreover, leading
emerging economies also imposed measures against the LDCs’ commercial interests
raising a question of the political commitment to South-South cooperation. While no
LDC escaped unhurt by contemporary state protectionism, Asian LDCs, particularly
Bangladesh’s commercial interests have been hit very hard. Chapter IV studies
interlinkages and interactions between the reciprocal trade liberalization through the
WTO and preferential trade agreements from the perspective of the LDCs. An
econometric exercise using an extended version of ARTNeT gravity dataset is done to
determine the impact of WTO and PTA membership on the developed and developing
countries, as well as LDCs’ trade. Finally, Chapter V explores the role of AfT in
enabling LDCs to utilize the opportunities from the increased preferential market
access and integrate more effectively into the global economy.
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I. Role of trade in development and overview of Asia-Pacific LDCs’
performance in trade and investment
Mia Mikic
1. Introduction
Many argue that with continuous “gloom and doom” prospects of the global
economy, the future for any country that relies on trade must be challenging. This
challenge is particularly threatening for the LDCs as the commitments by the
international community made towards promoting the integration of this group of
countries into the global economy by giving them easy, smooth and predictable access
to markets for their goods and services have not been yet met. Thus in addition to
having to fight with enormous limitations in productive and institutional capacities of
their own, LDCs still face traditional trade obstacles imposed by importers. This
chapter recalls the important role of trade in growth and development. The reminder of
the chapter then reviews performance of Asia-Pacific LDCs in trade, own border and
behind-the-border barriers, and foreign trade investment mostly for a period starting in
2000. Since the focus of analysis is on Asia-Pacific LDCs, to simplify the presentation,
unless otherwise specified, Asia-Pacific LDCs are referred to as the “LDCs”.
2. Trade and development
A vast literature exists providing both theoretical and empirical backing for a
claim that no country has developed successfully by closing its door to international
trade, and that very few countries have achieved high growth over long periods
“without experiencing an increase in the share of foreign trade in their national
product” (Rodrik, 2002, p.9). In other words, opening the country to international trade
has been found to contribute strongly and positively to economic growth and
development. Trade supports economic growth and development by providing access
to much needed resources at affordable prices and in greater variety and quality
combinations than otherwise available. Trade generates financial resources, brings
technology and knowledge, energy and raw materials, and by extending the size of a
domestic market, allows for specialization and reduction in the unit costs of
production. For these effects of trade to transform into a higher employment, income
and level of development, appropriate trade policies accompanied with institutional,
regulatory and other reforms to open the domestic economy are necessary (see more in
ESCAP, 2009).
On the other hand, literature also finds that just more trade or more open trade
policies, will not necessarily and automatically bring about more development
(Rodrik, 2001). Thus to assure that a more intensive trade will be transmitted into
more jobs and higher income, a balanced mix of policies aiming at using all sources of
growth, international and domestic, are the key. While there is no single recipe for this
balanced mix as it would depend of characteristics of each individual country, it is
possible to say what should not be part of it. For example, Hoekman (2011) explains
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that when in the process of industrialization there is a need to support infant industries
(mostly for possible spillovers from their knowledge creation), there is no longer a
justification to do that by using trade policy, as has been practiced in a number of
countries over different periods of time. In fact, using policies against imports to
protect emerging industrial production at home weakens the positive impacts trade
might have by bringing in capital goods-cum-technology, or inputs at better price and
quality conditions, to local producers. In general, support to new (infant) industries is
much more effective if done with a focus on removing obstacles to competitiveness of
such activities (remove barriers to access to necessary public and infrastructural
services, appropriate technology adoption, adaptation and development, efficient
operation of markets, etc.).
Another policy which has lost support over time is an imposition of
deliberately low prices for agricultural products/foods in order to keep industrial
workers’ wages down and the accumulation of capital/investment up. As experienced
in countries which followed this prescription, it may lead to a disappearance of local
agricultural production, excessive rural to urban migration, distorted relative price of
arable land, and in a long run it may actually weaken the prospects for development.
Moreover, because nowadays so many countries are members of the WTO, the
policies traditionally used to promote industrialization and manufacturing export
development (aiming at controlling prices of energy, raw materials or any other inputs)
may invite actions under the WTO dispute settlement mechanism by other members
believing that their commercial interest have been hurt. Thus such policies are less
popular and infrequently used.
This is not to say that most of LDCs in Asia and the Pacific (except perhaps
from small island states) would benefit from an increase in their level of
industrialization. But instead of restricting trade and shielding domestic market from
import competition, they would be better off if adopting policies to help them integrate
into relevant layers of the regional production networks. The key policies enabling
countries to create environments in which firms could create own advantages to then
become part of these networks are those targeting non-tariff and behind the border
barriers to trade and investment, introducing the mechanisms to improve competition
in the market, transparency and stability of the regulatory regime (cf. Anukoonwattaka
and Mikic, 2011).
Trade also has an important linkage to making benefits of growth more evenly
redistributed and contributing to human development. More trade, especially trade in
services, brings about a greater standard of living in connection to more and better
education, better health care, better social services, etc. all resulting in enhanced human
development. Some new empirical research shows that a more restrictive services trade
policy environment is correlated with worse human development outcomes (Shepherd
and Pasadilla, 2011). Furthermore, trade promotes education because communication,
cross-cultural understanding, and global awareness are necessary for conducting
business across countries. The cross-cultural fertilization that accompanies trade fosters
improved human development simply by broadening people’s outlooks and exposing the
people to new products (Davies and Quinlivan, 2006).

7
Trade results not merely in an increase in the quantity of goods, but an increase
in the variety of goods consumed. To a developing country, the new types of goods
flowing into the country would include medicines, health-related equipment, and
medical training which improve the health, nutrition, and longevity of the country’s
people. Wherever there is a potential for a local production of such products and
services, efforts should be made to use policies to improve its survival but as
mentioned above, not through trade policies which often do more harm than benefit
(e.g. rent-seeking, distortive pricing, reduction in transparency, etc).
As stressed in IPoA, much of the future development in LDCs depends on their
ability to improve the productive capacity relative to their trading partners. ESCAP
(2011a) and subsequently UNCTAD (2011) provide a comprehensive empirical
analysis on the status of productive capacity in Asia-Pacific and other LDCs and put
forward, inter alia, regional (and South-South) trade as a tool of faster development of
that productive capacity. While those reports recommend strategic diversification
through the combined efforts of the State and the private sector, these need to be
supported by measures aimed at increasing productivity.
International trade and technology transfer take on greater importance for
productivity growth in developing countries. Trade can raise productivity, which also
drives growth (UNCTAD, 2007). A great deal of technological progress in LDCs takes
the form of moving local practice a little closer to best practice in advanced countries.
Trade can also promote growth by putting resources into more productive employment
(Kavoussi, 1985). According to Coe and Helpman (1995), Coe et al. (1997), Keller
(2000) and Eaton and Kortum (1999), potential determinants of total factor
productivity include measures of openness, trade orientation, and human capital.
Higher trade openness benefits total factor productivity, in fact, there is evidence
linking the growth of trade to the growth of labour productivity. Trade-induced
productivity growth might be stimulated via various channels (Greenaway, Hine and
Wright, 1999).
2.1. Trade dependence of Asia-Pacific LDCs
In general, smaller and low-income developing economies tend to be more
trade dependent than large and more developed economies, ceteris paribus. Trade
dependence is measured as a sum of exports and imports over GDP (or separately as
exports or imports over GDP) and it shows how important international transactions
are for the national economy. Table 1 presents the average values of export and import
dependence for individual economies over the period 2000-2009. Exports and imports
include both goods and services. Afghanistan, Kiribati and Tuvalu have very low level
of exports and their trade mostly consists of imports indicated in high import
dependence. On the other end of the spectrum, Maldives, Cambodia and Vanuatu have
similar values of export and import dependence as found in the dynamic trading
emerging economies in South-East Asia (e.g. Malaysia, Thailand or Viet Nam).
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Table 1. Export and import dependence of Asia-Pacific LDCs
Export/GDP Import/GDP
4.1
37.6
16.7
26.6
33.3
44.3
58.8
67.2
6.3
59.9
26.4
29.2
77.4
104.4
33.4
26.6
14.2
32.9
19.4
52.5
33.5
53.9
0.5
62.4
36.8
53.0
27.8
50.0

Afghanistan
Bangladesh
Bhutan
Cambodia
Kiribati
Lao PDR
Maldives
Myanmar
Nepal
Samoa
Solomon Islands
Tuvalu
Vanuatu
Simple average LDCs
Weighted average Asia-Pacific LDCs

21.2

31.1

Weighted average all LDCs

27.2

34.2

Source: Averages calculated based on data from World Development Indicators online.

Another indicator used to reveal integration in and dependence on international
trade is the level of imports per capita for these economies. This is done by the help of
figure 1, where the imports per capita of Asia-Pacific LDCs are compared to those of
all LDCs and the world.
Figure 1. Imports per capita of Asia-Pacific LDCs, all LDCs and the world
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Source: Own calculations based on data downloaded from the World Development Indicators
online
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The large difference between world’s and LDCs’ imports per capita may mask
the fact that LDCs spend relatively more on imports compared to their GDP than the
world, which is shown in figure 2, where import and export propensities of AsiaPacific LDCs are compared with all LDCs’ and world’s averages.
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Figure 2. Asia-Pacific LDCs are relatively more import dependent
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Figure 2 shows that, compared to the rest of the world, LDCs are more import
dependent but that their propensity to export is relatively lower. This finding is not
surprising but it needs to be taken with caveats due to some issues with measurement
(e.g. no data for all LDCs for all years). It is also important to understand how the
limitations in the supply capacity of these countries may affect their propensity to export
and import.
3. Trade and investment performance of Asia-Pacific LDCs
3.1. Merchandise trade
Since 2000 until the onset of global economic crisis in 2008, the LDCs were
able to reach almost 1/5 of one percentage point of world exports. With the sharp
collapse of world exports, they were able to cross this boundary because world exports
first slowed down in 2008 and then dropped by 23% in 2009, while the LDCs’ exports
grew at 15% in 2008 and fell only by 3.8% in 2009 (all in nominal terms).5

5

2010 and 2011 export and import data are available from the WTO Short term online indicators but
only for Bangladesh whose exports and imports recovered strongly in 2010 and 2011 after experiencing
smaller than world average fall over 2008-2009.
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Figure 3. Share of Asia-Pacific LDCs’ exports in world exports
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In analyzing the trends of exports and imports values, we separate out
Bangladesh, since it contributes about 50% of trade of all Asia-Pacific LDCs. The rest
of countries are grouped into “continental” (land-locked countries: Afghanistan,
Bhutan, Lao PDR and Nepal plus Cambodia and Myanmar) and “island” countries
(five Pacific islands plus Maldives).
There are stark differences in volumes of trade between these countries.
Bangladesh’s exports and imports amount to at least as much as the aggregate exports
and imports of the continental LDCs. On the other hand, island LDCs make up only
about 3% and up to 10% of the continental LDCs’ exports and imports (figure 4).
Looking at the dynamics of trade of individual countries, Myanmar, Cambodia,
Bangladesh, Maldives and Solomon Islands show sharp increase in value of exports at
the time of world trade boom (between 2002 and 2004 until 2008-2009). On the import
side, the growth is somewhat slower (and the difference between countries is smaller).
Other LDCs were not able to join into this trade dynamism during mid 2000s. The
countries with stagnant trade are landlocked and island economies confirming that due
to their special geographic characteristics combined with challenges arising from low
level of development, they have low capacity to benefit from global expansion, but
suffer adverse effects during recessions and crises.
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Figure 4. Exports and imports of merchandise –- 2000-2009
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It is also symptomatic of their development level that all observed LDCs
(except Myanmar) record trade deficits since year 2000. Bangladesh, of course, has the
largest deficit which is congruent to its large trade flows compared to other individual
LDCs. Its deficit grew more sharply towards the end of 2000s, hand-in-hand with an
introduction of liberalizing policies in the country. Measuring deficits relative to GDP
in 2009, other smaller LDCs come to the top of the list: Maldives 62.5%, Tuvalu
50.2%, and Timor-Leste 42.6%.
It is also interesting to see how commodity structure of trade might influence
the capacity of a country to finance its imports by its exports. Figure 5 uses data from
WTO (2011) to compare export to imports ratios for countries when grouped by their
primary export item. Only in case of fuel and/or energy exporters this ratio reaches
80% (Bhutan) or higher (Myanmar). Countries which are labeled as agriculture
exporters have the lowest import to export ratios, while in case of manufacturing
producers and exporters, the picture is mixed. On one hand Bangladesh and Cambodia,
both heavily dependent on textile and apparel are able to cover around 70% of their
imports through own exports, while Nepal, which is more oriented towards carpets
exports, manages to cover less than 30%. In case of services oriented economies
(mostly tourism exporters), exports earnings are not high enough to cover high import
bills (because of high import contents of exports).
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Figure 5. Coverage ratios of imports by exports 2000-2010 (average)
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3.2. Services trade
It has been established that services are a key determinant of overall competitiveness
and of particular significance for countries which do not have potential to develop in large
and strong industrial producers. Services are already providing high contribution to GDP
and employment (see UNCTAD 2011a) and often, availability and reliability of services
determines the costs of the overall production and trade (Goswami, Mattoo and Saez, 2011).
Factors determining national capacity to develop and export services include infrastructure,
availability of factors of production and adequate institutions. Human capital and
information technologies contribute most to the development of services like business and
professional services (often related to outsourcing) and often to other components of
openness like covering capital and labour movements. In this context, domestic regulatory
systems affecting the business environment will play a large role. With an increasing share
in GDP, employment and trade services are found to be a key factor in making development
more inclusive, as well as, socially and environmentally sustainable, given that access to
education, health and public utilities affect the extent to which different groups in society
benefit from economic growth.
There are many definitional and data related problems in measuring and tracking
properly services trade, even for high-income countries (see Sauve, Pasadilla and Mikic
(eds), 2011). Figure 6 shows trends in commercial services exports and imports. Overall
values of services trade are much smaller compared to merchandise trade. Furthermore,
the position of Bangladesh is slightly different than in merchandise trade, and only on
the imports side it maintains the largest share. The continental Asian LDCs generate
largest exports and imports of services and this is for two reasons: first, Cambodia has
experienced an increase in tourism services and contributes most to this trend in figure 6.
Second, Nepal as a land-locked country has faced an increasing bill of services imports
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due to higher transport costs. Among the island LDCs, it is Maldives that contributes the
most on both export and import side of services trade for island LDCs.
Figure 6. Export and import of commercial services
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Partially because of the incompleteness in measuring trade in services, ratios of
export of commercial services to merchandise exports, globally and in Asia-Pacific
region as a whole, have been traditionally around 25% and crossed that level only during
the recent global economic crisis (mostly because of the sharp collapse in merchandise
exports (see ESCAP 2011b). As shown in figure 7, the shares of services in merchandise
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exports and imports are even lower for Asia-Pacific LDCs and also slightly less in 2009
than in 2000. As discussed in ESCAP (2011b), this is mostly because an adverse effect
of the crisis on tourism exports of the Pacific island LDCs in 2009.
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3.3. Border barriers
This study is of course more concerned with the barriers restricting entry of
LDCs’ exports in the regional and global markets and these are discussed in a greater
detail in Chapters II and III. Here for the completeness of information relevant to trade
performance, we provide a snapshot of the level of border protection prevalent in AsiaPacific LDCs.
As expected, because no progress has been made in the Doha Development
Round negotiations, the only changes in the MFN applied rates of countries come from
their autonomous liberalizations. Such liberalization measures have not made big dent
in the world average of import tariffs (the average fell by 1 percentage point since
2000). However, for the Asia-Pacific LDCs, while the spread between their average
protection and the world is still large, the reduction in the average MFN tariff started
in 2007 had not been reversed despite the crisis and the new challenges. Since the
LDCs are on a receiving end of preferential tariffs, we are not expecting to see much
difference between their MFN applied and effectively applied tariffs and that has been
confirmed by the data pictured at the bottom of Figure 8, where the spread between
these tariff rates is very thin. As effectively applied rates should be accounting for the
reciprocally negotiated reduction in tariffs and since LDCs are members of 16 bilateral
and regional agreements, including the global GSTP, this slight difference could be
reflecting that. With respect to the world as an aggregate, it is somewhat surprising
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that the spread between MFN and preferential rates is so small given that there are
over 300 various preferential trade agreements in force globally and that many
countries also provide preferential tariffs to developing and all LDCs, including Asian
LDCs. More discussion on this issue is in Chapters II and IV.
Figure 8. Differences in MFN applied and effectively applied tariffs for the
Asia-Pacific LDCs and world
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Table 2 provides additional indicators on the extent of border protection
in LDCs based on the World Bank Trade Indicators Database. Unfortunately only
few of the LDCs from the region are covered in the database. The most complete
information is available on the levels, dispersion and coverage of MFN tariffs. Here,
the impact of the structure of tariffs as a tool in development of domestic industrial
and manufacturing base is touched upon. Tariff escalation is an accepted way of
providing a tailored protection if needed at the higher end of value addition in
domestic production by setting higher tariff on final goods than on the raw materials
and intermediate products used in the production (and assembly) of those final
goods. This approach to tariff structure is one of the steadfast components, not only
in the infant industry protection (mostly used by developing economies), but also in
the sunset industry protection used in European Union and some other developed
economies (mostly in an effort to extend the market life of labor-intensive
production in face of strong competition from emerging economies, including some
LDCs). The infant industry protection tool is used to influence the costs structure of
the final goods producers by allowing them access to primary goods and
intermediaries at low(er) cost (in short, by giving them higher effective protection
than to the suppliers of inputs). While there are numerous problems with
effectiveness of this policy, tariff escalation is still used also by the LDCs, as
demonstrated in Table 2. The highest value of the average MFN applied to final and
primary goods is found in Cambodia (7.5%), Kiribati (5.1%) and Nepal (4.3%).
Bhutan and Lao PDR both appear not to be interested in using tariff escalation for
the protection of final producers as they feature negative difference between these
two MFN rates (-11.8% in case of Bhutan and -2.6% in case of Lao PDR). As both
are very rich in energy and other raw materials and minerals, this is not surprising.
Table 2. Various indicators of level and impact of tariff protection in
Asia-Pacific LDCs
Country

Year: 2006-09 Latest

MFN Applied tariff
escalation (diff,
finished-raw) - All
Goods (%)
VALUES

RANKING

TTRI (MFN applied
tariff) - All Goods
VALUES

RANKING

Customs and Other
Import Duties (as a
percent of tax
revenues)
VALUES

RANKING

Export taxes (as a
percent of tax
revenues)
VALUES

RANKING

Afghanistan

1.78

112

..

..

51.27

87

0.01

6

Bangladesh

1.68

110

11.33

97

35.63

84

0.00

1

-11.84

2

..

..

..

..

..

..

7.46

172

9.10

92

25.24

78

4.78

28

Kiribati

5.09

159

..

..

..

..

..

..

Lao PDR

-2.62

21

..

..

13.84

65

0.63

24

Maldives

2.89

127

..

..

73.20

90

..

..

Myanmar

1.39

101

..

..

..

..

..

..

Nepal

4.25

154

16.40

121

24.12

76

0.51

22

Solomon Islands

1.50

106

..

..

..

..

..

..

Vanuatu

0.84

56

..

..

..

..

..

..

Bhutan
Cambodia

Source: World Trade Indicators online, The World Bank
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Other indicators are available only for a subset of LDCs. The Tariff Trade
Restrictiveness Index (TTRI) which calculates the equivalent uniform tariff of a
country’s tariff schedule that would keep domestic import levels constant is found for
Bangladesh, Cambodia and Nepal, all three economies relatively more involved with
manufacturing than other LDCs. It can be easily appreciated that with the values of
TTRI ranging between 9% and 16%, they are ranked relatively low.
The last two indicators look at the impact of import and export taxes on tax
revenue. One of the indicators of the level of development is the inability of a country
to raise the necessary tax revenue through indirect taxation domestically, and thus,
trade taxes (tariff and export taxes) are often used. These are perceived as distortive
policies if used for tax revenue purposes only, as they change relative prices of
tradable versus non-tradable goods. The first indicator is called Customs and Other
Import Duties and is expressed as a percent share of tax revenues.6 It is calculated as
customs and other import duties divided by total tax revenues by the central
government in a country, evaluated in local national currency and expressed as a
percentage of tax revenues. It appears that LDCs use customs duties heavily as a tax
revenue source, in Maldives almost ¾ of tax revenue comes from customs duties. This
definitely has a bearing on the prospects of further tariff reduction of these countries at
the multilateral or regional/bilateral level, as some LDCs might be reluctant in
pursuing further opening. In addition to addressing this problem by broadening tax
base where possible, assistance to reduce the impact of lost revenue should be
provided. For example, the South-Asian Free Trade Area (SAFTA) has designed a
special mechanism in an attempt to support their LDC member states to accept deeper
liberalization commitments.7
The last indicator in Table 2 shows Exports Taxes (as a percent of Tax
Revenues) which measures the value of export tax revenues as a share of total tax
government revenues. From the five countries which report data it appears that only
Cambodia collects some noticeable tax revenue by imposing export taxes. . According
to Piermartini (2004, p.20), in normal situations “the use of an export tax is unlikely to
be a first-best policy” since they “encourage inefficient production and consumption
patterns as well as inefficient resource allocation“.
3.4. Beyond-the-border barriers
Behind-the-border components of trade restrictions are increasingly becoming
more influential for trade flows and competitiveness than actual tariffs and other direct
trade restrictions, such as quantitative trade restrictions. ESCAP 2009 and 2011b

6

Customs and Other Import Duties can also be presented as a share in goods imports, thus calculated
as customs and other import duties divided by goods imports of a country evaluated in US dollars.
Since the collected duties or revenues are based on import customs, the ratio represents the implicit ad
valorem tariff of a country, except excluding certain exemptions in many developing countries.
7
Mechanism for Compensation of Revenue Loss for LDC Member States is available in Annex III of
the text of the Agreement.
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provide a comprehensive analysis of the type and extent of these barriers including the
estimate of cost from using these barriers. The barriers briefly reviewed here are still
those present in merchandise trade, but is it also important to understand the impact of
the barriers used in services trade and investment. Given that integration in the
regional and global economy proceeds faster through the production networks, where
these latter barriers play significant role, it would be important to get better
information and assessment on those barriers too.
The number of days needed to import and export is used now as one of the
most common measures of efficiency in trade. Singapore has been ranked as number
one for several consecutive years with a number of days equal to 5 (average of import
and export), and provides the benchmark to all other countries within and outside the
region. Obviously the LDCs are far from reaching that benchmark, but they have made
a tremendous progress as shown in figure 9 by reducing the average number of days to
clear import procedure from more than 55 to less than 40 in two years. Now, they are
actually performing better than the world average, but still lag behind the Asia-Pacific
developing countries. Cambodia for example has cut the number of days in half (down
to 24), however Lao PDR still needs 49 days to complete the trade procedure. This
also reflects the difference between the land-locked and other LDCs.
While the number of days to import and export has been reduced in most LDCs
quite significantly, the overall cost to trade is still high. ESCAP has developed a
comprehensive trade cost database (available from www.artnetontrade.org) accounting
for a wide range of cost components. The calculated cost (expressed in percentage as
tariff equivalents) for LDCs in trade with China is provided in figure 10 with the
benchmark of the developed country (United States and Japan) average costs for
export to the same destination. The challenge that LDCs face in international trade is
pretty much summarized by these costs. They incur in multiple of developed (as well
as other Asian developing countries) cost when exporting to China, which is the
region’s most dynamic market, as they mean to complement the lack of demand
growth in the traditional markets for Asian exporters. Obviously the Asia-Pacific
LDCs will have serious problems in reaching the Chinese market at competitive terms
and their export might be then more driven by their absolute advantage in some of the
raw materials and energy (e.g. Bhutan) or fisheries (most Pacific islands).
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Figure 9. Number of days required to import
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Figure 10. Comprehensive trade costs in exporting to China – 2007-20098
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3.5. Trends in Foreign Direct Investment
Foreign direct investment (FDI) is one of the most important sources of
development financing in Asia-Pacific, although more so for developing countries than
the LDCs.9 If the share of LDCs in Asia-Pacific trade flows was a reason for concern,
their ability to attract FDI is even more so. The share of LDCs in total FDI inflows to
Asia-Pacific improved in the aftermath of crisis from 0.67% in 2009 to 1% (or $3.6
billion) in 2010.10 However, the FDI outflows remained minimal at the level of 0.01%
of Asia-Pacific outflows. The countries attracting most of FDI are Bangladesh,
Cambodia and Myanmar (they captured 67% of all FDI inflows to LDCs in 2010).
During the pre-crisis period, net FDI inflow relative to GDP started to improve
and reached 2% in 2008, compared to 3.3% attained by all LDCs and 3% globally
(figure 11). In principle, all medium size and smaller developing countries in the region
which enjoyed sustained high economic growth also displayed higher dependence on
FDI (and even more so some resource-rich countries). Furthermore, looking at FDI
inward stock as a share in GDP, region’s LDCs also lag behind Asia-Pacific as a whole.
However, there is a stark difference between those continental LDCs and the island
ones: the continental LDCs’ FDI inwards stock never crossed 13% during the decade
2001-2010, but in the case of the island LDCs in the Pacific, the share rarely fell below
110% during the same period (compared to around 25% for LDCs globally).11 FDI
inflows were equivalent to just one tenth of the gross fixed capital formation for the
LDCs in the region in 2008 (afterwards back to more normal 6%), while for the LDCs’
globally, FDI inflows averaged 25% of the GFCF during 2001-2010.
Figure 11. Comparisons of FDI net inflows as a share in GDP for LDCs globally,
in Asia and the pacific and the world

6

In per cent of GDP

5
4
3
2
1
0
2000

2001

2002

2003

2004

Asia-Pacific LDCs

2005
All LDC

2006

2007

2008

2009

World

Source: own calculations based on data from the World Development Indicators online

9

Other sources of development include overseas development assistance, external debt and workers’
remittances.
10
Data is sourced from ESCAP (2011c) and UNCTAD (2011).
11
Data from UNCTAD (2011b).
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Traditionally, FDI inflows driven by MNCs from developed countries have
been taken as a contributing factor to enhanced productive capacity and growth as they
were linked with transfer of know-how, technology, and other skills and resources. As
more of FDI inflows to the LDCs start arriving from MNCs from other developing
countries, there could be concerns on the capacity of such FDI to raise the productive
capacity of the destination countries. Some of these FDI might be looking for a quick
income gains through exploitation of the LDCs’ preferential market access in the
developed country markets, or be in search for natural resources, rather than aiming to
develop new and high(er) value adding activities. The largest FDI inflows into LDC
from developing countries, according to UNCTAD (2011b) come from China, India
and Malaysia. For example, in 2008, 65% of the China’s FDI outflows to LDCs went
to four Asian LDCs: Myanmar ($232.5 million), Cambodia ($204.6 million),
Afghanistan ($113.9 million) and Lao PDR ($87 million).12 However, most of India’s
FDI in 2005 (last year available) went to Sudan.
The Pacific island LCDs, apart from Kiribati and Tuvalu, have also been able
to increase their FDI inflows in 2010. Minerals rich Solomon Islands and tourismoriented Samoa top the list with growth rates of 99% and 94% which amount to $238
million and $2 million, respectively. Samoa also undertook significant liberalization in
telecommunications in the region, which has attracted new FDIs. In terms of
intraregional FDI flows, the Pacific islands are mostly dependant on the developed
countries in the Asia-Pacific region, i.e. Australia, New Zealand and Japan.
FDI outflows from the LDCs remain at low levels, with several countries
posting no outward investments in 2010. Bangladesh and Cambodia accounted for
over 77% of all outward FDI flows from the LDCs in 2010, though both countries
experienced declines in flows compared to 2009. FDI outflows from Bangladesh
decreased by 47% to $15 million, whereas outflows from Cambodia decreased only by
3% to $17 million. According to the IMF (2011) most FDI from Bangladesh is
directed to India (39%), and smaller shares go to Sri Lanka and Pakistan. Cambodia
maintains close ties with ASEAN. According to IMF (2011), Thailand and Singapore
have reported receiving FDI flows from Cambodia in 2010. In addition, China has
been a major recipient in 2010.
4. Conclusion
This chapter aimed to ‘set the scene’ for the study. The purpose of a brief
description of the linkages between trade, trade policies, economic growth and
development at the opening of the chapter, was to allow the reader to get acquainted with
some of the long-standing propositions of the economics discipline related to the role of
trade in a country’s development. Because readers are able to get access to some excellent
literature survey on this topic (such as Edwards, 1993; Krueger, 1997; or Rodriguez and
Rodrik, 1999) the chapter does not provide one, and instead uses descriptive statistics to
tease out several stylized facts and issues for Asia-Pacific LDCs related to trade.

12

According to data in UNCTAD (2011b), the FDI from China in these four countries constituted the
major source of FDI: 38% in Afghanistan and Lao PDR, 25% in Cambodia, and even 82% in Myanmar.
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Globally, LDCs succeeded in contributing just over 1% to world exports in
2010. Asia-Pacific LDCs accounted for 1/5 of that, but the crisis showed that their
exports were more resilient because they grew at a higher rate than the worlds’, thus
improving Asia-Pacific LDCs’ share. However, their exports are still lower than the
world average when they are compared relative to their GDP, exposing their
productive capacity problem. Also, they are more dependent on merchandise import
than the world average, which leads to two issues: high import dependency of exports,
and a chronic and increasing trade deficit. Since trade surplus is taken as one of the
major sources of finance for development (FfD) - as fast-growing developing
economies have experienced- this means that Asia-Pacific LDCs must relay more on
other sources, like FDI or remittances, in order to sustain growth.
Asia-Pacific LDCs are not performing very well in services export despite the region
hosts countries which are among the leaders in the provision of various services (BOP in
India and the Philippines, medical tourism in Thailand, port services in Singapore, etc). Even
tourism cannot be taken as a reliable source of foreign exchange as it is affected by external
shocks. Underdevelopment of services also plays a role in keeping overall trade costs high
(and preventing LDCs from taking part in IPNs due to high service link costs).
When it comes to instrument of border protection, this chapter just looks into the
measures imposed by LDCs, since the matter of barriers faced by them is central to the
study and thus is covered by 2 chapters, chapter II looking at historical developments of
market access and providing explanations on the schemes in places to improve on
market access, and chapter III exploring contemporary changes in protection against
LDCs. In chapter IV, trade under preferential trade agreements is discussed, and chapter
V covers the issue of Aid for Trade as a tool to assist the LDCs to tap their trade
potential by improving their productive capacity and export performance.
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II.

Preferential market access issues
Mia Mikic

1. Introduction
To fully utilize trade as a key driver of economic growth, access to markets
should be free and under predictable terms. As discussed briefly in Chapter I, the link
between trade and development is not only channelled through imports supplying
necessary resources including knowledge and technology as well as final goods at
prices and varieties not possible in autarky, but also through exports in terms of
allowing exploitation of economies of scale, learning by doing as well as economic
diversification.13 Thus, export markets also need to be accessed without obstacles, also
for the simple reason of allowing exporters to capture higher prices as they would not
need to shoulder the burden of tariffs for the local consumers.14 To assist exporters
from developing countries, the international community agreed to introduce trade
preference arrangements in order to improve their development prospects.
The Generalized System of Preferences (GSP), offering trading advantages to
developing countries, conflicts (in principle) with the Most-favoured Nation (MFN)
obligation of the Article 1 of the multilateral trading rules known as GATT. However,
the system was adopted through UNCTAD and firstly made operational by a waiver
(given in 1971 for 10 years) and then permanently by the Enabling Clause (in 1979, as
one of the results of the GATT’s Tokyo Round). Along with GATT, the Enabling
Clause was incorporated into the WTO law at the end of the Uruguay Round.15 While
multilateral trading rules have not been envisaging different categories of developing
countries, for the purposes of non-reciprocal and non-discriminatory preferences under
the GSP, the Enabling Clause now provides the legal ground for differentiation among
developing countries as well as for a special preferential treatment to a category of
countries called LDCs.16 Thus, any country wishing to provide a trading advantage in
its own market to developing countries or LDCs over their competitors, is able to use
the Enabling Clause as a blanket exception to the MFN principle.

13

Traditionally, infant industry arguments have been used to connect increased production for exports
(or import substitution) and economic diversification. More recently, heterogeneous firm trade theory
would argue that lower trade costs, such as lower tariffs, will increase the extensive margin of trade, and
this is typically linked with a process of export diversification.
14
Price elasticity of demand will determine who will pay the tariff: domestic consumers, importers or the
exporters. In most cases it is share in some sense and removal of such a tariff would allow exporters to
recapture that amount increasing their profitability (see more in Chapter IV).
15
In 1999, the General Council in the WTO adopted the Decision on Waiver for Preferential Tariff
Treatment of Least-Developed Countries which allows developing country Members to offer
preferential tariff treatment for products from LDCs.
16
Except for separating out the LDCs, the Enabling Clause initially did not provide for a differential
treatment among developing countries, until 2004 when the Appellate Body ruled that nondiscriminatory preferences do not necessarily mean “identical treatment” and thus led to the current
situation where developing countries do not have equal and identical access to all trade preferences. For
legal and economic analysis of this differentiation see Grossman and Sykes (2004).
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The last four decades have witnessed the most developed countries and several
emerging economies putting in place individual GSP schemes for the LDCs and
developing countries. Appendix table provides details of these schemes for the
majority of developed countries (European Union, United States, Canada, members of
EFTA such as Norway and Switzerland, and three developed economies in Asia:
Australia, Japan and New Zealand).17 Furthermore, the features of the GSP schemes of
the three major trading nations among Asian developing countries, China, India and
the Republic of Korea are also added.
Not all of the developed economies started giving preferences when the waiver
made it possible in 1971; the European Economic Community, Japan, Norway and
New Zealand led the way and were followed by the United States and other developed
countries.18 By the beginning of Doha Development Agenda in 2001 most of the
developed countries had the generalized schemes in place with special systems for
LDCs. For example, the European Union has the Everything but Arms (EBA); the
United States the African Growth and Opportunity Act (AGOA), and other countries
have allocated portion of the GSP schemes specifically for LDCs. Table 1 provides the
summary of major features of these schemes reflecting their heterogeneity, especially
if both GSP and special LDCs schemes are explored. The preferences differ in terms
of country and product coverage, margin of preference, quantitative restrictions
(quotas), rules of origin, safeguard provisions, graduation, etc. Despite this obvious
lack of uniformity, the common feature of all schemes is their objective of providing
market access to countries that are deemed in need of expanding trade to enhance
growth prospects and reduce overall poverty.
The importance of trade was strongly recognized through the inclusion of the
so-called Goal 8 in the United Nations Millennium Declaration referring to eight
development goals to be reached by 2015. The MDG 8 calls for a global partnership
for development and proposes a number of concrete measures for improvements of
this partnership in several areas, including trade, in order to generate the resources,
opportunities and skills needed for countries to achieve other MDGs (cf. Mikic and
Ramjouè, 2009). In contrast to other MDGs, the targets of Goal 8 are not numerically
defined but imply intent of improving the global partnership for development. Despite
the lack of numerical targets, initiatives have been put in place to facilitate tracking of
the progress related to the Goal 8 trade targets.19 These have contributed to a better
understanding of the conditions under LDCs trade. The next section reviews some of
the available descriptive statistics in this regard.

17

European Union and the United States each have various schemes for different groups of developing
countries as well as for the LDCs. See Appendix table for details.
18
In fact, European Union at the time and later had a separate specials scheme dedicated to the African,
Caribbean and Pacific (ACP) countries. The scheme was oriented towards former colonies of the European
Union members and was known as Yaoundé, Lomé and, the most recently, Cotonou conventions.
19
For example, a dedicated online platform www.mdg-trade.org was established with data on
proportion of total developed country markets from developing and LDCs admitted free of duty and on
average tariffs imposed by developed countries on agricultural and categories of industrial products
such as textile and clothing. The World Trade Indicator platform of the World Bank provides data on
the market access by computing a single “uniform tariff” equivalent of all tariffs facing the given
country exports (called MA-OTRI). The same source provides data on utilization of preferences
provided by the European Union and the United States. These sources have been also used in this
chapter to gauge the overall market access for the Asia-Pacific LDCs.
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Table 1. Summary of the selected GSP schemes for the LDCs
Preferential
scheme - market

LDCs covered

Tariff lines
coverage

Canada LDCT
(2003-2014)

LDCs

European Union
EBA 2001

LDCs

United States
AGOA 20002015

38 designated
Sub-Saharan
African Countries,
including 24
LDCs

Virtually all
products / supplymanaged
agriculture eg.
poultry
All products
(7218 tariff lines)
DFQF access,
revised RoO since
2011
6000 products for
duty free
treatment

[LDBDC 1976
expired 2010]
Australia DFQF
2003
Japan GSP
Enhanced DFQF
market access
(2007-2021)

New Zealand,
Tariff treatment
for LDCs, 2001

Range of
tariffs
preferences
Duty free

Quota
Quotas on dairy,
poultry and eggs

Duty free

None

Duty free

TRQ for sugar,
tobacco, peanuts,
beef, and some dairy
products as well as
some apparel and
textiles
None

LDCs

All products

Duty free

LDCs

8859 tariff lines
or 98% - covering
99% in terms of
the import value
from the LDCs

Duty free

LDCs

99.5% of dutiable
items (3,051 tariff
lines)

Duty free

1118 tariff lines are
subject to QR, and
subject to duty rates
set at 0,20,40, 60 or
80% of MFN rates.
Country benefit is
suspended if it
exceeds 50%of
Japan’s total imports
or is over Yen 1.5
Billion
None

Source: Appendix table and WTO (2011)

2. Market access and benefits
Despite the recent dynamic growth of South-South trade globally, the AsiaPacific countries are still very much dependent on export to the developed country
markets. On average, around 70% of their merchandise exports are directed to
developed country markets, with Bangladesh, Cambodia and Samoa leading the group
with shares of 84%, 76% and 92%, respectively. It appears that the South-South
linkages for the Asia-Pacific LDCs are much stronger on the import side: on average
just above 20% of LDCs’ total imports comes from developed countries. Nevertheless,
Pacific island LDCs tend to source larger share of their merchandise imports from
developed country markets relative to the LDCs on average.
The regional orientation of the LDCs is of course greatly a reflection of the
ease of access to the markets of the trading partners. This, in turn, is affected by the
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existence of preferences, reciprocal and non-reciprocal. When it comes to reciprocal
bilateral and plurilateral trade agreements, the region’s LDCs are quite active. As
reported in chapter IV, all LDCs in the region except Timor-Leste were engaged in
“regionalism”, although not with the same results. While Pacific LDCs had each 2 or 3
agreements, shares of export to the partners in those agreements vary between 2% and
3% for Vanuatu and Solomon Islands to 64% for Samoa. While LDCs members of
ASEAN were, not unexpectedly, more involved in the “regionalism”, their agreements
did not necessarily cover much of their total exports. For example, Cambodia exports
to trading partners in its 6 agreements cover only 9% of its total exports; Lao PDR
covers 82.4% of exports through its 9 agreements, and Myanmar 88.3% through its 6
agreements (ESCAP, 2011). The partners of LDCs in these trade agreements mostly
are other developing countries and LDCs; only Pacific LDCs have trade agreements
with developed countries (Australia and New Zealand).20 Further discussion on the
impact of reciprocal preferential trade agreements is deferred for Chapter IV.
Here we continue with an examination of the market access for the LDCs. As
most of the Asian LDCs have no agreements with developed countries, the ease of
access to the markets of developed countries is a combination of removal of tariff
barriers through multilateral process (MFN base liberalization) and non-reciprocal
preferential treatments accorded individually by developed countries to developing
countries, and especially to the LDCs.
Proportion of all LDCs’ exports admitted free of duty in the developed country
markets has been increasing steadily since 1996, and in 2008 it reached over 91% for
agricultural products and 99.5% for industrial products (based on data available at
www.mdg-trade.org). Obviously there is a variation across countries and figure 1
shows how each Asia-Pacific LDCs score relative to the all LDCs average in 2008.
What is immediately apparent is that more countries from the region are doing better
than the average of all LDCs in agricultural products’ exports: a higher proportion of
Asia-Pacific LDCs’ exports gets admitted without paying duties. However, there are
few countries which are doing much worse than this average: Nepal, Bangladesh,
Cambodia, and Bhutan. Their agricultural exports get lesser preferential treatment
because a smaller share gets duty free access. In the area of industrial products exports,
the advantage of the region’s LDCs over the global average is much less, and six
countries actually have smaller share, in particular Lao PDR and Myanmar.
There are noticeable variations in the access granted free of duty to different
groups of products. Tracking the status of different export product groups for the
LDCs from Asia-Pacific region over time, as shown in Mikic and Ramjouè (2009,
p.13) points to a change in policies towards agricultural and industrial products. Before
2001, it was the agricultural products group the one that accounted for the largest share
in the duty free access, but since 2001 the industrial products group takes a larger
share, climbing from 60% in 1996 to high 90s percentage share in 2007 and 2008.
Clothing exported from LDCs gets only limited duty-free treatment, as less that 60%

20

As discussed in WTO (2011b) and later in the chapter IV of this study, the type of partners in trade
agreements might have an important impact on the beneficial value of the agreement. Agreements
between developed and a developing country have been identified with providing deeper and more
enforceable liberalizing concessions and these have been associated with further reforms necessary for
stability and growth.
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was accepted duty free in the period 1996-2007. In contrast, the product group of
textiles (intermediate products) records some increase in the share of duty-free access,
especially after 2001 but does not reach more than mid-70% share.
Figure 1. Duty free access relative to global LDCs average in 2008
Vanuatu
Industrial products

Tuvalu
Agricultureal products

Timor-Leste
Solomon Islands
Samoa
Nepal
Myanmar
Maldives
Lao PDR
Kiribati
Cambodia
Bhutan
Bangladesh
Afghanistan

0.50

0.60

0.70

0.80

0.90

1.00

1.10

Source: Calculated based on data downloaded from www.mdg-trade.org
Note: Value of 1 means the same % share of exports admitted free of duty as given to all LDCs
globally, if >1, a country has larger share of such access than all LDCs on average; if <1 a
country has smaller share.

When looking at the average tariffs payable in the developed country markets
for the products exported by the LDCs, the data shows variable results for different
product groups as well as different countries. WTO (2011, pp. 20-21) reports about a
falling trend in average tariffs despite the difference in rates over almost 15 years be
very minimal (see Table 2). Except for the textile products, Asia-Pacific LDCs’
exports face slightly higher average tariffs in the developed country markets than
LDCs on average, which does not necessarily mean that they are discriminated against
as the difference may depend more on the structure of the exports. For example, as
WTO (2011, p.20) comments, countries that export relatively more of tropical
products in the agricultural basket would face lower average tariff because of the
favourable treatment of tropical products in developed markets. The margin of
preference for agricultural products is the largest, even for the Asia-Pacific countries.
However, in export of clothing this group faced higher tariffs due to the exclusion of
these products in the United States GSP scheme available to these countries.
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Table 2. Change in average tariff payable by all LDC’s exports,
in percentage points
Category
Agricultural goods
Developing countries
LDCs globally
Asia-Pacific LDCs
Preference margin for Asia-Pacific LDCs
Textiles
Developing countries
LDCs globally
Asia-Pacific LDCs
Preference margin for Asia-Pacific LDCs
Clothing
Developing countries
LDCs globally
Asia-Pacific LDCs
Preference margin for Asia-Pacific LDCs

1996 2001 2009
10.6
3.8
6.3
4.3

9.3
3.6
3.3
6.0

7.9
1.2
3.1*
5.1*

7.4
4.6
4.4
3.0

6.7
3.9
3.0
3.7

5.2
3.2
2.6*
2.6*

11.7
8.2
8.3
3.4

11.0
7.8
7.7
3.3

8.3
6.4
6.7*
1.6*

Source: WTO (2011, table 9) for developing countries and LDCs and www.mdg-trade.org
for Asia-Pacific LDCs

Inspection of the data for individual countries among the Asia-Pacific LDCs
confirms how heterogeneous this region is. Figure 2 shows the best applicable tariffs
faced by agriculture and industrial products of individual countries in the developed
country markets in 2008 (based on www.mdg-trade.org data). For agricultural
products, the rates were very different ranging from high of over 8% in case of
Myanmar, to almost zero tariff for Kiribati’s exports. In the case of industrial products,
the highest tariff was imposed on exports from Cambodia (over 6%).
Figure 2. Preferential average tariff faced by Asia-Pacific LDCs’ exports in
developed country markets in 2008
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There are at least a couple of caveats to mention in regard to analysis based solely
on tariff data. Most conclusions that one could reach by looking only at the level and
changes in tariffs rates might suffer from incomplete analysis, due to the following:
a) Most of the border barriers faced by products of any country are the so-called
non-tariff barriers (consisting of various standards, including SPS and TBT, but
also antidumping duties, countervailing duties, or other safeguards). Thus,
analysis based only on tariff does not pick up the full effective protection.
b) Furthermore, a considerable amount of trade protection lies nowadays “behind
the border”. Arguably, these measures apply more to services and investment,
but they are also applicable in the area of goods trade, meaning that, again,
tariffs will not reflect how truly closed (or open) the markets are.
It is very difficult to collect comprehensive and reliable data on non-tariff and nonborder (or behind the border) barriers – actually there is still no uniform set of definitions
covering this area of protectionist measures (see UNCTAD 2010 for more details), and
thus a systematic temporal analysis is almost impossible. World Bank has made an
attempt to calculate an indicator called market access overall trade restrictiveness index
which includes both applied preferential tariffs and NTMs. Unfortunately this indicator is
not available for many LDCs (Table 3 lists Bangladesh, Cambodia and Nepal). The
indicator is expressed as a uniform tariff equivalent of all tariffs and non-tariff barriers
facing the given country’s exports. A comparison of the levels of these equivalents and
average applied tariffs faced by the same exporters indicates that the most damage is done
by the non-tariff barriers. The relatively successful subsequent rounds on unilateral tariff
liberalization have made non-tariff measures increasingly more important. This was also
confirmed during the most recent crisis and recovery, when the use of non-tariff measures
increased in almost all countries (see chapter III for a detailed analysis). Unfortunately
little is known about the use and impact of these barriers and more research is necessary in
order to get a clearer picture on the current level and structure of protection against exports
from the Asia-Pacific LDCs’ exports.21
There are, however, other problems associated with the tariff-based preferential
market access for LDCs. One is related to the effective use of lower or zero tariff
market access, and another is the problem of durability of such access due to eroding
margin of preference. With regard to the former, Table 3 shows the results based on
the Word Bank World Trade Indicators database of the utilization rate of preferences
in the European Union and the United States markets for the Asia-Pacific LDCs. The
utilization rate is calculated as a ratio of the actual and potential values (with actual
value being exports under the preferences in total exports). Factors affecting the
utilization rate are those constraining exports other than tariffs such as burdensome
customs and administrative procedures (for example, stringent rules of origin),
standards and other NTBs, low margin of preference reducing the exporters’ interest or
benefit–to-costs ratio of using preferences and high percentage of zero MFN tariff

21

WTO has initiated a pilot project / database with all the antidumping and technical barriers to trade
notified to the Secretariat since 2008. While many countries are still missing from the database, there is
a clear increase in both types of measures over 2009-2010. See more in an update of Asia-Pacific Trade
and Investment Report 2011 (available at www.unescap.org/tid).

32
rates. In case of exporting to the European Union, the utilization rate ranges from 5.5%
for Kiribati to 99.7% for Solomon Islands. Out of the continental LDCs, Nepal reaches
the highest rate of 90.9% and the others are at considerably lower rates. In exporting to
the United States, data exists for lesser number of countries, but for the ones for which
there is available data, the rates are equally variable as those for the European market.
Table 3. Comprehensive protection and utilization of preferences
Country

Year: 2006-09
Latest
Bangladesh
Nepal
Cambodia
Afghanistan
Bhutan
Kiribati
Lao PDR
Maldives
Myanmar
Samoa
Solomon Islands
Timor-Leste
Vanuatu

MA-OTRI (applied tariff
incl. prefs.+NTMs) - All
Goods

Preferences (EU-only)
utilization rate (%,
actual/potential value)

Preferences (US-only)
utilization rate (%,
actual/potential value)

Ranking

Value

Ranking

Value

Ranking

Value

107
117
125
..
..
..
..
..
..
..
..
..
..

23.59
28.01
43.83
..
..
..
..
..
..
..
..
..
..

113
45
98
151
147
163
80
15
..
150
6
161
152

69.31
90.79
72.71
19.65
31.57
5.46
78.35
98.79
..
24.62
99.72
9.17
17.02

80
78
95
99
107
123
..
..
..
101
120
..
1

82.93
84.25
66.47
59.81
48.56
0
..
..
..
55.7
5.29
..
100

Source: Downloaded from World Trade Indicators, the World Bank

The difficulties to comply with the stringent preferential rules of origin are
being cited as one of the most important reasons for why exporters from countries
eligible for preferences do not even try to claim them but rather export (if at all) under
the MFN regime. In case of non-ACP LDCs exports in 2001 under the Everything But
Arms initiative of the European Union, Inama (2003) and Brenton (2003) report that
preferential treatment was requested for less than 50% of exports, even though the
scheme offers duty-free access for practically all goods and is the best system on offer
for these countries. They conclude that this “…may be a strong indicator that
preferences are either very hard to use in practice, or that the extra value they could
transfer is not big enough to make it worthwhile.”
WTO (2011, pp.18-19) offers some useful data to put more light on the
problem of erosion of preferences. It calculates an indicator referred to as the “true
preference” margin, which is total duty-free access minus products receiving duty free
treatment under the MFN regime. As more and more products are imported into the
developed country’s markets under the zero MFN import tariffs, the lesser benefits
accrue to LDCs who were meant to be receiving market access under such conditions
while their competitors would still need to face tariff. According to the WTO (2011,
p.19) all LDCs globally attained just over 50% of their exports to developed country

33
markets in 2009 (up from 35% in 1996), compared to developing countries whose only
19% of exports were awarded true preferential margins.
Erosion of preferences has been voiced as a concern for different groups of
countries in the multilateral system for some time. Looking at the LDCs vis-à-vis
developing countries, the simple but telling indicator of this phenomenon is the share
of duty-free exports (without arms and oil): in 1996, 53% of the developing countries’
exports enjoyed duty free access, compared to78% of the LDCs’ exports. By 2009, the
share for developing countries climbed to 77%, while the LDCs’ share remained
almost the same (up to 80%). Milner and others (2010, pp. 38-39) identified the LDCs
that are most affected by preference erosion and a number of LDCs from the region fit
the category: Bangladesh, Cambodia, Maldives, Myanmar and Solomon Islands. The
authors conclude that these countries are exposed to preference erosion because they
do not benefit from any “preference protection” extended through special
arrangements of EPAs to the ACP countries by the European Union or AGOA to
African countries by the United States. Furthermore, most of the exposed Asian
countries export clothing or agriculture, both groups of products especially exposed to
preference erosion.
Given all of the above, despite trade preferences’ objective to improve
structure and value of the LDCs’ exports, there is widespread skepticism about
whether they, in general terms, have succeeded in achieving this goal. The problems
still prevalent in LDCs’ trade capacity, led Krueger (2011) to argue that trade
preferences have been far less effective in building a platform for inclusive and
sustainable development. She said that even in cases where exports increased due to
such preferences, it did not necessarily mean that it was sustainable over a sufficient
number of years to warrant a change in business decisions and practices. The list of the
major problems of the GSPs provided by Krueger includes: the temporary (timebound) nature, the subjection to ceilings (of export values), the requirement of
graduation after reaching certain amount of exports or GPD per capita, and also the
fact that same or similar preferences could be multilateralized or extended to other
countries causing the erosion of the value of the preferences.
The GSP or non-reciprocal preferences a la GSP, is not the only channel of
providing LDCs with the preferential market access for their exports; multilateral
trading system through the special and differential treatment (S&DT) also accords
trade concessions which are not fully symmetric (or reciprocal). The next section
comments on how the use of S&DT could complement the non-reciprocal channel.
3. Doha Round and development package
When the ninth multilateral round of negotiations was formally launched in
Doha in 2001 (after several failed attempts), it was proclaimed as the Development
Round with the objective to address (some of) the developmental concerns of the poorest
countries in the word, the LDCs. As shown in Chapter I, LDCs share some very special
economic features as far as trade issues are concerned, but they are also very different in
terms of economic and trading capabilities. The Doha Declaration specifically addressed
the concerns of the LDCs, including through the Declaration on the TRIPS Agreement
and Public Health which was adopted at the Doha Ministerial Conference and was
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extending the LDCs’ transition period in respect of pharmaceutical products until 1
January 2016.22 Though from the start of the Doha Development Round LDCs have
been targeted as the main beneficiaries, it was only at the WTO Ministerial in Hong
Kong in 2005 that a concrete proposal was shaped under the Duty-Free, Quota-Free
(DFQF) regime for LDCs. But of course, this did not help much given the recurrent
problems in negotiating the main content of the Round by the key stakeholders.
Table 4. Decisions at the MC8 relevant directly for LDCs
Decision

LDC accession

WHAT?
Main objectives of
the decision

To simplify the process
for LDC accession to the
WTO by making the
accession process more
transparent, by
accommodating all the
Special and Differential
provisions and allowing
for benchmarking of
acceding LDCs
liberalization
commitments against
those of the LDCs that
are already members of
the WTO
The Sub-Committee on
LDCs is instructed to
develop
recommendations to
further strengthen the
previous 2002 guidelines.

WHO?
Involved parties

WHEN?
Deadline for
implementation

The recommendations
by the Sub-Committee on
LDCs must be sent to the
General Council no later
than July 2012

IP-TRIPS

Service waiver

To extend the deadline
for LDCs to protect
intellectual property
rights in accordance
with TRIPS provisions

To allow WTO members
to deviate from their
most-favoured nation
obligations, allowing
members to undertake
preferential market access
commitments in favour of
LDCs

The TRIPS Council is
requested to consider an
extension of the LDCs’
transition period under
Article 66.1 of the
TRIPS Agreement.

The waiver was
developed by Members of
the Special Session of the
Council for Trade in
Services and the
preferential treatment can
be implemented by WTO
members at any time.
The preferential treatment
can be implemented
during the period the
waiver is in force. The
service waiver will be in
force for 15 years from its
adoption.

The report is due at the
Ninth Ministerial
Conference in
December 2013

Source: http://www.wto.org/english/thewto_e/minist_e/min11_e/brief_ldc_e.htm

The DFQF access for LDCs should have been granted by developed countries
from 2008 or no later than the implementation period (of the Doha agreement, which has
not been finalized) for at least 97% of products. Many developed countries, and
developing countries such as China and India, have granted duty-free access for most
tariff lines to LDCs without waiting for the conclusion of the Doha round. The
22 The Decision on Implementation-Related Issues and Concerns has a number of provisions for LDCs
including provisions relating to: the Agreement on the Application of Sanitary and Phytosanitary
Measures; Agreement on Technical Barriers to Trade; Agreement on Trade-Related Investment
Measures; Agreement on the Implementation of Article VII of GATT 1994; Agreement on Subsidies
and Countervailing Measures; and the TRIPS Agreement.
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importance of moving towards the full implementation of the DFQF decision made at
the Hong Kong Ministerial meeting at the earliest possible time deserves emphasis.
However, the impact of the DFQF should be assessed carefully. LDC imports in
developed countries only account for a very small share of the developing-country
exports (less than 1.5% of the total in 2009). In addition, due to administrative
restrictions and barriers such as the rules of origin, LDCs still find that some of their
exports are charged at MFN tariff rates. The EBA initiative acted as precedent for other
countries to follow suit. Furthermore, the GSP of the European Union excluded many
agricultural products, while the EBA does not. However, market access to the EU still
requires compliance with non-tariff measures, such as SPS, TBT and the rules of origin.
4. Conclusion
The LDCs of Asia and the Pacific have fared relatively well, especially when
compared to the LDCs from other regions: in the aggregate, Asia-Pacific LDCs receive
broader duty-free access than the other LDCs. Still, as tariffs in most areas have fallen
overall, the preferential access that LDCs had previously enjoyed has been, to some
extent, eroded.
While duty-free and quota-free access is important, attention must also be
given to non-tariff and non-border measures, which frequently restrict LDCs’ exports
in the areas of agricultural products and industrial goods. More transparency is needed
to determine the number and extent of non-tariff barriers used by developed countries
to limit imports from developing countries and LDCs.
Despite the improved market access provided by developed countries, the share
of LDCs’ exports in world exports remains flat: LDCs have made few actual gains in
world markets. This trend may be explained in part by the increasing competition that
some LDCs now face for their main exports (such as ready-made garments) by
countries such as China. In addition, the global economic crisis and recovery have
highlighted the vulnerability of economies such as Cambodia’s, which rely heavily on
a limited number of export items. Aid for Trade should assist these and other countries
to achieve greater stability through export diversification (see Chapter VI).
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III.

The global economic crisis, contemporary protectionism, and
least developed countries
Mohammad Farhad

1. Introduction
As an aftermath of the recent global economic and financial crisis, the
incidences of widespread protectionism, although manifested around the world did not
escalate to the level experienced in the 1930s. There are competing views among the
experts regarding the extent and impact of crisis-era and post-crisis protectionism,
mainly because the unconventional and ‘murky’23 nature of newly introduced trade
barriers makes them more difficult to quantify. However, both the latest reports, the
European Commission’s “Eighth Report on Potentially Trade Restrictive Measures”
(2011a) and the WTO report to the Trade Policy Review Body from the DG on traderelated developments (2011a), admitted that border closing trade restrictions in past six
months had increased significantly, particularly compared to the previous periods.
While newly industrialized and developing emerging market economies are
most often hit by the rising protectionist waves; the poorest segment of the world, the
LDCs are widely affected as well. Studies on state protectionism revealed that the
LDCs were not exempted by the crisis-era discriminatory interventions and that their
commercial interests were similarly harmed by the border closing state measures
(Evenett, ed., 2010b). These show lack of a coherent and systematic international
community approach to assistance to LDCs and expose controversial and contradictory
aid and other polices towards the development and commercial interest of developing
and least developed countries.
In particular, the confusing signaling towards LDCs has worsened during and
after the recent financial crisis. This is clearly visible by the nature and extent of the
border closing discriminatory measures hurting LDCs. World economic leaders
repeatedly pledge in different global forums to ensure their supportive policies towards
the economic development of LDCs and helping to enhance their trade capacity
through Aid-for-Trade (AfT), Enhanced Integrated Framework (EIF) and other trade
facilitation initiatives, on one hand; again implemented various trade restrictive
measures raising barriers against products from those poor countries, on the other.
While all countries have been hit, definitely on a varying scale, by the crisis-era
and post-crisis state protectionism, the harm done to LDCs was relatively larger
because of their inbuilt structural weaknesses and minimal capacity to adjust to such
external shocks. The LDCs are predominantly vulnerable to the rising state
protectionism due to their weak economic conditions, narrow export basket with high
dependence on primary commodities as exportable and limited capacity to diversify.
Any changes in the rules of the game of competition- here through imposition of state
protectionist measures- hit the manufacturing sectors of the LDCs particularly hard

23

Term first used to describe crisis-era protectionism by Baldwin and Evenett (2011)
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because of their infancy, limited backward linkage supply capacity and lack of
competitiveness in internal and external markets.
The purpose of this chapter is to analyze how the contemporary trade
protectionism has adversely modified the trade regime and hurt the commercial
interest of the LDCs, in particular those in Asia and the Pacific. Investigation of the
protectionist pressure targeted towards LDCs also provides a unique opportunity to
study the contradictory governments’ aid and commercial policies designed to address
LDCs development needs. Data on the contemporary trade protectionist measures has
been collected from Global Trade Alerts (GTA) database. The economic and trade data
are from UNCTAD statistics’ official database UNCTADSTAT, IMF World
Economic Outlook (WEO) and International Trade Centre (ITC).

BOX 1: CLASSIFICATIONS USED IN THE STUDY
Least developed countries*
In this Report the least developed countries (LDCs) refers to the group 49 countries termed by the United Nations. They are
classified according to the classification used by UNCTAD combination of geographical/structural criteria and export
specialization, as follows:
Geographical/structural classification
African LDCs and Haiti: Angola, Benin, Burkina Faso, Burundi, Central African Republic, Chad, Democratic Republic of the
Congo, Djibouti, Equatorial Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Lesotho, Liberia, Madagascar,
Malawi, Mali, Mauritania, Mozambique, Niger, Rwanda, Senegal, Sierra Leone, Somalia, Sudan, Togo, Uganda, United
Republic of Tanzania, Zambia.
Asian LDCs: Afghanistan, Bangladesh, Bhutan, Cambodia, Lao People’s Democratic Republic, Myanmar, Nepal, Yemen.
Island LDCs: Comoros, Kiribati, Maldives, Samoa, Sao Tome and Principe, Solomon Islands, Timor-Leste, Tuvalu, Vanuatu
Export specialization
Agricultural exporters: Afghanistan, Benin, Burkina Faso, Guinea-Bissau, Kiribati, Liberia, Malawi, Solomon Islands,
Somalia, Tuvalu, Uganda.
Manufactures exporters: Bangladesh, Bhutan, Cambodia, Haiti, Lesotho, Nepal.
Mineral exporters: Burundi, Central African Republic, Democratic Republic of the Congo, Guinea, Mali, Mauritania,
Mozambique, Niger, Sierra Leone, Zambia.
Mixed exporters: Lao People's Democratic Republic, Madagascar, Myanmar, Senegal, Togo.
Oil (fuel) exporters: Angola, Chad, Equatorial Guinea, Sudan, Timor-Leste, Yemen.
Services exporters: Comoros, Djibouti, Eritrea, Ethiopia, Gambia, Maldives, Rwanda, Samoa, Sao Tome and Principe, United
Republic of Tanzania, Vanuatu.
Explanation of GTA classification of different types of Protectionist Measures **
▲ ▲ ▲ Refers to the following classifications as per GTA evaluation
▲ Red

The measure has been implemented and almost certainly discriminates against foreign commercial interests.

▲ Amber

(i) The measure has been implemented and may involve discrimination against foreign commercial interests; OR
(ii) The measure has been announced or is under consideration and would (if implemented) almost certainly involve
discrimination against foreign commercial interests.

▲ Green

(i) The measure has been announced and involves liberalisation on a non-discriminatory (i.e., most
favoured nation) basis; OR
(ii) The measure has been implemented and is found (upon investigation) not to be discriminatory: OR
(iii) The measure has been implemented, involves no further discrimination, and improves the
transparency of a jurisdiction’s trade-related policies.

* Least Developed Countries Report, 2010, p.xv, UNCTAD, Geneva. Note: although Maldives
graduated on 1 January 2011, it is still included in this analysis as the country was in the LDCs group
for the significant period under investigation.
**Official Website of Global Trade Alert, available at http://www.globaltradealert.org
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2. Recent economic crisis, recovery and risk of protectionism
Global output and trade flows had started to recover from mid-2009 and
particularly world trade rebounded strongly in 2010. The global output grew by 3.6%
in 2010, while global trade recorded highest ever annual growth as world merchandise
exports in volume terms24 surged by 14.5% and world imports grew by 13.5%. Both
the sudden and steep fall during the crisis and robust recovery of world trade compared
to output were actually influenced by the worldwide global supply chains and product
compositional effects. Trade finance, which dried up severely during the first months
of the crisis and mostly rebounded later, supported by various fiscal stimulus measures
in many countries also contributed to these steep ups and downs of world trade
volume. The growth of global trade, the highest since 1950, was strong enough to
support a return to pre-crisis trade values for most economies, but unfortunately by
mid 2011 was left out of steam (WTO, 2011b).
2.1. Spread of protectionism during and after the crisis
The steep drop of global trade volume between the third quarter of 2008 and
the first quarter of 2009 spread the fear of outbreak of protectionism across the world
recalling the experiences during the Great Depressions in the 1870s and in the 1930s.
The crises in 1970s and 1980s, although not of equal impact, were also accompanied
by a rise in the use of various restrictive state measures. Though protectionist
pressures following the recent crisis played a role in trade collapse, policy makers
agreed, to some extent, that it was not due to the states beggar-thy-neighbour trade
policies (Baldwin and Evenett, 2009).
Since 1817, following David Ricardo’s famous demonstration of the ‘gains
from free trade’, numerous analyses have confirmed the positive outcomes of free
trade. However, protectionist trade policies were there and still exist, though much
liberalized as the international trade regime has been institutionalized, first through the
creation the GATT and then through the WTO. Empirical evidence showed that
economic crises actually act against trade liberalization and provoke protectionist
pressure through trade restrictive and retaliatory measures. Expectedly this was
confirmed in the last crisis episode. The crisis provoked governments to introduce new
trade restrictions in response to the collapse of international trade soon after the onset
of the economic downturn. This protectionist pressure begun to decline along with
trade recovery in 2010, but unfortunately, stalled economic recovery and uncertain
financial regime in many parts of the world in 2011 again signal rise in the state
protectionist behaviors.
From the onset of the recent crisis, the Director-General of WTO reports
regularly on trade-related developments to its Trade Policy Review Body. The latest
WTO report on new trade measures in the period from mid-October 2010 to end-April
2011, first published in June 2011 and then revised in September 2011, reveals that
“trade restrictions taken by WTO Members and Observer Governments over the past
six months have become more pronounced than in previous periods”. During this

24

This means excluding the influence of prices and exchange rates. Note that inconsistency between
world’s exports and imports growth rates arises mainly because of systemic error or difference in data
recording across countries.
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period under surveillance, most Member and Observers of the WTO implemented new
trade distorting state measures (both export and import measures) and the numbers
reveal that the declining trend in protectionism during the previous monitoring period
along with quick recovery of international trade seems weekend as the global economy
has been again affected by adverse macroeconomics in 2011. Table 1 shows that 184
new protectionist measures were inflicted during the six months under observation
compared to 222 new measures over the preceding one year. However, according to
the WTO Secretariat calculation newly imposed import restrictive measures including
trade remedy investigations, affected 0.53% of total merchandise trade, which was less
than 0.80% during the previous six months period. While trade remedy measures were
the most used discriminatory tools in previous period, border measures were initiated
in the majority of the cases, 42% among the total, in the recent observed period. Trade
remedies (36%) and export restrictions (16%) were the other two most frequently used
tools to discriminate against foreign commercial interest.
Table 1. Trade protectionist measures during and post-crisis period reported by
the WTO Secretariat
Type of
protectionist
measure

October 2008 to
October 2009

November 2009 to
mid-October 2010

Mid-October 2010
to
April 2011

Trade remedy

184

122

66

Border

105

62

78

Export

20

25

30

Other
Total

15
324

13
222

10
184

Source: WTO document WT/TPR/OV/W/5/Rev.1 of 7 September 2011 and Annex 1

Table 2. Share of world trade covered by import-restricting measures during and
post-crisis period calculated by the WTO Secretariat
(Unit: in per cent)
October 2008 to
October 2009

November 2009 to
May 2010

June 2010 to
October 2010

Mid-October 2010 to
April 2011

1.01

0.40

0.80

0.53

Source: WTO document WT/TPR/OV/W/5/Rev.1 of 7 September 2011 and Annex 1

The European Commission launched monitoring of potentially trade restrictive
measures in the aftermath of the financial and economic crisis in autumn 2008. The
Eighth monitoring report published in October 2011 articulates concerns about the
rising protectionism across G20. In a press release on the publication of the report,
European Union Commissioner Mr. Karel De Gucht expressed that, "Protectionism
poses a real threat to the economic recovery. I am concerned to see that the overall
picture has not improved and that more trade restrictive measures have been
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introduced by our trading partners. The European Union will therefore, in bilateral and
multilateral talks, continue to remind its partners to stick to their commitment to
reduce trade barriers"(European Union 2011 b).
This Report analyzes new trade measures25 from October 2010 and 1 September
2011 and finds that, “In September 2011, 424 potentially trade restrictive measures remain
in force, whereas only 76 were removed to date. In the past twelve months, 131 new
measures of potentially restrictive character were introduced, while only 40 old measures
were removed within the same period”(European Union, 2011a). The report reveals that,
though the European and global trade recovered to its pre-crisis level, compliance with the
roll-back commitment of potentially trade-restrictive measures by the G20 countries
remains insufficient and slow. At the Toronto summit in June 2010, the G20 leaders
renewed their commitment against protectionism until the end of 2013 to “refrain from
raising barriers or imposing new barriers to investment or trade in goods and services,
imposing new export restrictions or implementing World Trade Organization (WTO)inconsistent measures to stimulate exports, and commit to rectify such measures as they
arise”. The report also highlighted concerns about the new industrial policies of many G20
countries, which have fueled the rise in new protectionist measures and resisting removal
of trade restrictive measures already in place.
According to Global Trade Alert (GTA) reports, state measures taken during
the recent economic crisis that are likely to discriminate against foreign commercial
interests, provide a broader picture of crisis era protectionism. GTA maintains an
extensive and searchable database of state trade measures enforced since the first
crisis-related G20 summit in November 2008 and so far published 10 reports analyzing
trade measures taken in response to the crisis. These reports concluded that resolve
against protectionism does not stand the test of reality. The analysis of data collected
by GTA revealed that, though the last half of 2010 showed declining trend in
introducing new trade restrictive measures, resolve faltered as global economic
recovery slowed down in the first half of 2011. Between November 2008 when the
first crisis related G20 meeting took place and July 2011, 1055 state protectionist
measures implemented globally, among which 932 measures were, according to the
GTA, almost certainly discriminatory and other 123 implemented measures were
likely to have hurt foreign commercial interests. During the same period only 359
liberalizing measures implemented globally, while 318 potentially trade restrictive
measures were still remaining in the pipeline. China remains the most targeted country
by the crisis era trade protectionism, while Argentina, China, Germany, India,
Indonesia and Russian Federation were the worst offenders inflicting most harmful
measures hurting others commercial interest. According to GTA, discriminatory state
aid/ bail out measures (excluding such measures targeting the financial sectors)
followed by unfair trade defense instruments were the most frequently used types of
protectionist tools during that investigating period. Extensive use of export taxes or
restriction and export subsidy were another major source of concern.

25

The report covers 30 of the EU's main trading partners, including the G20 countries: Algeria,
Argentina, Australia, Belarus, Brazil, Canada, China, Ecuador, Egypt, Hong Kong, India, Indonesia,
Japan, Kazakhstan, Malaysia, Mexico, Nigeria, Pakistan, Paraguay, Philippines, Russia, Saudi Arabia,
South Africa, South Korea, Switzerland, Taiwan, Turkey, Ukraine, USA, and Vietnam.
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2.2. LDCs in the wake of the post-crisis protectionism
As is evident from the abovementioned, the strong growth of world trade in 2010
(the volume of world merchandise exports grew by 14.5 percent) failed to refrain
governments from imposing new trade restrictive measures. The analysis shows that the
ratio of discriminatory to liberalizing measures implemented globally since November
2008 was always positive, meaning that the number of market closing trade measures
was always greater than the number of market opening measures. This means that the
imposition of discriminatory trade measures against LDCs commercial interests
maintained almost similar pace in terms introduction of new protectionist measures from
November 2008 to the end of 2010 with the fourth quarter of 2010 being an exception to
the trend. The ratio of market closing to market opening state measures reached its peak
in second quarter of 2010, while the highest number of protectionist measures
implemented against LDCs was in the first quarter of 2010. Thus, it is clear that the case
of protectionism targeting LDCs was quite opposite of the rosy assessments of falling
protectionism globally during 2010. Figure 1 illustrates the number of harmful measures
implemented per quarter globally and against LDCs. It also reveals the ratio of market
closing to market opening state measures implemented during that period.
Figure 1. Recent trend signals restoration of state protectionism globally
as well as against LDCs

Source: Global Trade Alert, data extracted 15 on September 2011

Slowing and uneven global activity, renewed financial instability and
macroeconomic uncertainty negatively affected economic recovery in 2011, more
particularly in last quarter. This uncertainty and falling confidence about the economic
recovery coupled with unacceptably high unemployment rates in some countries
reflected in the state policy responses through imposition of additional trade restrictive
interventions. Data presented here support such hypothesis and give clear signal of
resurgence of another wave of state protectionism (figure 2). Figure 3 depicts how
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protectionism hurting LDCs again got rising momentum from the beginning of 2011 in
terms of closing borders to the trade of this poorest segment of the world.
Figure 2. Changes of protectionism, quarter-by-quarter, implemented against LDCs

Figure 3. Changes of protectionism, quarter-by-quarter, implemented globally

Source: Global Trade Alert, data extracted 15 on September 2011

3. The landscape of contemporary protectionism against LDCs
Despite asymmetric burden to LDCs from the recent protectionist actions, little
empirical research has been done so far to measure how state trade protectionist
measures affected the commercial interests of the LDCs. One review is available in
Evenett (2010a) focusing on the harm done to the LDCs by the G20 countries
protectionist interventions during the crisis. He showed that G20 countries were
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responsible for 70% of the total harmful measures implemented globally against LDCs
during the period from November 2008 to October 2010. Until then Tuvalu was the only
LDC remained unhurt by the protectionism, while Bangladesh’s commercial interests
were being targeted particularly hard. Earlier, Mikic (2009) and Evenett and
Wermelinger (2010) shortly evaluated the harm done to the LDCs in the Asia-Pacific
region, which is host of 14 out of 49 LDCs. The number of border closing measures
hurting LDCs clearly exceeded the number of border opening measures benefitting
them. Given the number and extent of crisis-era protectionist state measures targeted
towards the LDCs and the economic vulnerabilities of this group of poor countries, more
detailed analysis of the harm done to their commercial interests is very much desirable.
3.1 Crisis-era and post-crisis state protectionist measures affecting LDCs
The GTA online database (accessible and downloadable at
www.globaltradealert.org) recorded and published information on over 2000
government measures initiated worldwide since the first crisis related G20 summit in
November 2008 that might affect foreign commercial interest.26 The leaders of major
economic powers have repeatedly voiced support to the economic development of
LDCs and their better integration into the global trade regime through increased and
preferential market access. Yet evidence demonstrates that 184 state measures have
been implemented hurting at least one of the LDCs commercial interests during the
financial crisis and post crisis period (figure 4). This accounts for 17% of state
protectionist measures implemented worldwide. However, the situation appear mildly
better looking at the discriminatory measures which have been announced but are yet
to be implemented. Only 7% of the protectionist measures in the pipeline would hit at
least one LDC’s trading interest when / if implemented.
Figure 4. Comparative scenario of crisis-era and post crisis protectionism
targeting LDCs and the world

Source: Global Trade Alert, data extracted on 15 September 2011

26

This information is based on GTA database, accessed in December 2011.
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3.2 Distribution of present and future discriminatory measures affecting LDCs
There were 282 measures affecting LDCs commercial interest from November
2008 to 15 September 2011. Among those state interventions, 252 measures have been
already implemented. Figure 5 shows that more than half of the implemented
measures affecting LDCs were coded as “Red” or almost certainly discriminating
against LDCs commercial interests according to GTA evaluation. One-fifth of the total
implemented measures was coded as “Amber” or might involve discrimination against
LDCs commercial interests. The number of market-opening measures implemented
towards LDCs was less than 40% of the number of market-closing ones implemented
against LDCs.
Figure 5. Distribution of present and future measures affecting LDCs

Source: Global Trade Alert, data extracted on 15 September 2011

Among the announced but yet to be implemented measures, that might affect
the trade and commerce of the LDCs, 80% are likely to be harmful, while only 20%
would have trade liberalizing effect, if implemented. From the facts presented here, it
is quite clear that trading opportunities for the LDCs were actually reduced during the
recent financial and economic crisis and during the recovery.
3.3 Forms of discrimination used against LDCs commercial interests
An evaluation of trade protectionist measures hurting other nation’s
commercial interests initiated globally since the first G20 crisis-summit reveals
significant diversity in contemporary protectionism, quite the opposite of the tariff
dominated characteristics of 1930s protectionism (Evenett, 2011a). The trend is not
different in case of recent protectionism against the LDCs commercial interests.
However, tariff measures are found to be the most common single source of
discrimination used against LDCs in contrast to the highest use of trade defense
measures (antidumping measures, countervailing duties, and safeguard measures)
followed by bailout and state aids as the tools of contemporary protectionism globally
(figure 6). One fifth of all trade distorting measures implemented against the poorer
segment of the world by their trading partners was tariff measures.

47
Figure 6. Use of different types of beggar-thy-neighbour policy instruments
against LDCs and globally

Source: Global Trade Alert, data extracted on 15 September 2011
Notes: A beggar-thy-neighbour policy is taken to be one which has been implemented since
November 2008 and is almost certainly discriminatory (coded red) or likely to be
discriminatory (coded amber).

Although 184 trade distorting measures were implemented against the
commercial interests of LDCs, some of those measures comprised of more than one
policy instrument increasing the harmful impact. The implementations of export taxes
or restrictions are the second most common form of discrimination inflicted against
LDCs’ commercial interest. In the contemporary world where manufacturing costs
depend significantly on low cost international outsourcing and supply chain
management, discrimination can be easily practiced by taking control over raw
material sources abroad (cf. Evenett, 2009). It comes as no surprise then that 38
discriminatory measures hurting LDCs trade opportunities fall under this category,
accounting for 17% of the total protectionist measures implemented against the LDCs
trading interests. Bailouts and state aids are the next frequently used type of trade
protectionist measure inflicted against the LDCs. While separate analysis is required to
determine the impact of tariff measures, export taxes or restrictions and bailouts and
state aids on the trade of LDCs, it is worth mentioning that since November 2008,
these types of discriminatory policy instruments together accounted for half of all
harmful protectionist measures initiated against the LDCs by the governments of
their trading partners. Measures such as export subsidy, non-tariff barrier, migration
measure, trade finance, public procurement and local content requirement are other
types of trade distorting tools recurrently used against LDCs (figure 7).
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Figure 7. Top 10 types of contemporary trade distorting measures used against
LDCs commercial interests

Source: Global Trade Alert, data extracted on 15 September 2011

3.4 The ‘murkier forms’ of discrimination is also the most prevalent trade policy
instrument used against the LDCs
The use of less transparent protectionist measures during the recent global
economic downturn and its aftermath has been clearly visible in many government
trade policies designed and implemented in response to the crisis. In contrast to the
Great Depression in 1930’s when tariff measures were almost the single source of
discrimination, this time governments are using many different policy instruments, and
not always perceived as trade measures, as rightly warned by certain trade experts
early in the wake of the crisis. Imposing these types of trade restrictive measures does
not necessary involve a direct infringement of the countries WTO obligation, but
allows them to abuse their legitimate discretion to favour domestic goods, services,
firms and workers over their foreign rivals.
Evenett and Wermelinger (2010) confirmed the use of ‘murky’ protectionism
by the governments to discriminate against their foreign competitors during the recent
crisis. The case of LDCs was not an exception; different forms of beggar-thyneighbour policy instruments were used against LDCs regularly from November 2008
to September 2011.
Figure 8 portrays that 65% of all discriminatory measures initiated against
LDCs commerce throughout the crisis and recovery period were less transparent
protectionist measures, which tend to be less tightly regulated by the multilateral
trading system. These include behind-the-border non-tariff measures, competitive
devaluation, export taxes or restriction and other forms of discrimination; and exclude
tariff-related measures and non-tariff measures at-the-border. The share of such types
of protectionist measures reached its peak of almost 72% in 2009, then demonstrated
downward trend in 2010 and in the first three quarters of 2011 by occupying 66% and
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45% respectively among the total implemented measures during that period. However,
this measures account 61% of the pending (announced but not yet implemented)
discriminatory measures targeted towards LDCs; a proportion fairly consistent with
the trend in the end of 2008.
Figure 8. Changes in different types of protectionism targeted towards LDCs,
quarter-by-quarter from November 2008 to September 2011

Source: Global Trade Alert, data extracted on 15 September 2011
Notes: Tariff-related measures include tariff and trade defense measures. Non-tariff measures (at-theborder) include quotas, import bans, TBT, non tariff barriers (not otherwise specified). Non-tariff
measures (behind-the-border) include consumption subsidies, local content requirements, public
procurement, bailout/state aid measures, export subsidies, trade finance support, sanitary and phytosanitary
measures, support to state-owned trading enterprises and state-controlled companies. Others include
investment, migration, intellectual property protection and other service sector measures.

More particularly, the dominance of behind-the-border policy instruments, less
transparent compared to tariff related measures and non-tariff measures at the border,
hurting LDCs commercial interests also surfaced in Figure 8. More than one third of the
discriminatory measures harming LDCs during the period under investigation belong to
this category, which includes bailout and state aid measures, consumption subsidies, local
content requirements, public procurement, export subsidies, trade finance support, sanitary
and phytosanitary requirements, support to state-owned trading enterprises and statecontrolled companies. Harmful government measures targeted towards LDCs become
more transparent from the fourth quarter of 2010, while the share of non-tariff measures
at-the-border including quotas, import bans, TBT and non tariff barriers (not otherwise
specified) increased significantly. However, the scenario would be reversed again, if the
discriminatory measures in the pipeline were to be implemented against LDCs. Tariff
related instruments represent approximately 20% of the total protectionist tools used
against LDCs during the investigated period.
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3.5 Sector groups of LDCs most often targeted by contemporary protectionism
Analysing state protectionist measures targeted to LDCs based on economic
sectors reveals different aspect of crisis-era and post-crisis protectionism. It illustrates
whether some economic sectors of LDCs were injured more compared to others by the
recent trade distorting state measures and help to understand the nature and underlying
policy objectives of contemporary protectionism. Figure 9 shows that manufacturing
sector of LDCs, particularly machinery and equipment, was the most vulnerable sector
harmed by current state protectionism. Almost 50% of all discriminatory measures
implemented against LDCs commercial interests were targeted towards the machine
and equipment industry of those countries. The share of discriminatory measures
targeted to this particular sector among the pending measures is also very high, 40% of
all pending measures, which are likely to harm LDCs, if implemented. These patterns
coincide with the recent protectionist trend worldwide. The underlying policy
objectives of this pattern are quite clear-cut. Many countries take attempts to support
their manufacturing during the crisis. The reasons behind these initiatives were mainly
two-folds. One is to save one of the most vital sectors of economic activities of many
countries; another is to fight with spreading unemployment following the crisis.
Figure 9. Manufacturing of LDCs has been hurt more than other sectors

Source: Global Trade Alert, data extracted on 15 September 2011
Notes: Sectors are classified according to United Nations Statistics Division CPCprov
(Provisional Central Product Classification) available at
http://unstats.un.org/unsd/cr/registry/regcst.asp?Cl=9&Lg=1.
This classification is also used by the Global Trade Alert.

3.6 Countries responsible for harm done to the LDCs commercial interest
According to the latest figures, 65 jurisdictions worldwide, including European
Union-27 have imposed discriminatory measures that have harmed LDCs commercial
interests. Table 3 summarizes total number of protectionist state measures initiated and
implemented by different group of economies targeted against the poorest segment of
the world. Since recent global economic downturn, 184 state measures have already
been implemented worldwide which were harmful to the commercial interest of LDCs
and 24 such injurious measures are in the pipeline. G20 members inflicted 65% of the
total harmful measures implemented worldwide against LDCs and also responsible for
75% of pending measures likely to hurt LDCs trading interests. These depressing
outcomes manifest the failure of the group of world economic leaders to honor its anti-
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protectionist commitments expressed in consecutive crisis related G20 summits. While
G8 member countries were responsible one out of every six detrimental measures
implemented against LDCs, they were found to be accountable for almost two-third of
the pending measures that are likely to harm LDCs economic interest. European
Union-27 countries demonstrated more friendly policies toward LDCs in terms of
imposing protectionist state measures. This group of countries imposed only 14% of
the total harmful measures implemented against LDCs and responsible for only 4% of
such damaging measures yet to be implemented. Additionally, few LDCs also initiated
harmful trade measures that affect the LDCs. The group of LDCs implemented 26
harmful measures worldwide, among which 7 discriminatory measures affected
commercial interests of at least one LDC.
Table 3. Summary statistics on economies responsible for hurting LDCs
Group of countries
All Countries
(including LDCs)
G20 members
G8 members
EU27
LDCs

All
measures
affecting
LDCs

Number of
implemented
measures
affecting
LDCs

Number of
harmful
measures
initiated against
LDCs

282

252

208

186
58
31
14

164
40
30
12

137
46
26
8

Number of
harmful
measures
implemented
against LDCs

Number of
pending
measures likely
to affect LDCs

Number of
pending measures
likely to harm
LDCs

184

30

24

119
31
25
7

22
18
1
2

18
15
1
1

Source: Global Trade Alert, data extracted on 15 September 2011

Although no single country alone can be blamed for hurting LDCs commerce
through protectionist measures, eight countries were found responsible for the majority
of the restrictive policies, out of 65 jurisdictions that have implemented detrimental
trade measures to LDCs interest. As shown in table 4, India, Argentina, Russian
Federation, France, Indonesia, Spain, United Kingdom of Great Britain and Northern
Ireland and Germany together account for 58% of the total injurious measures
implemented against LDCs. Even though India outpaced China in terms of growth in
2010,27 the country singlehandedly inflicted 32 state measures during the crisis and
post crisis period that hinders the commercial interest of LDCs, which is 17% of the
worldwide total. This result is hardly matched with any notion of South-South
cooperation among the poorer segment of the world. It also sits somewhat awkwardly
with the fact that India, of all developing countries in Asia, has signed (or is
negotiating) the largest number of reciprocal bilateral preferential trade agreements
with the neighbouring LDCs, and has regional trade agreements with some others
(through APTA and ASEAN). Furthermore, both India and China expanded the
coverage of their GSP (Duty Free Quota Free) schemes for the LDCs in 2011 so
imposing barriers to exports of the same countries does not appear to be consistent.

27
IMF, World Economic Outlook (WEO), Tensions from the Two-Speed Recovery: Unemployment, Commodities,
and Capital Flows, April 2011, p.2 (It pointed that India grew by 10.4 percent in 2010, which is fully 0.1
percentage points faster than China available at http://www.imf.org/external/pubs/ft/weo/2011/01/pdf/c1.pdf)
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In addition to the 9 countries listed in Table 4, twenty other countries were
found to be guilty of implementing 5 state measures each, which were detrimental to
LDCs commercial interest.
Table 4. Countries mostly accountable for hurting the LDCs
commercial interest
Name of Country
India
Argentina
China
Russian Federation
France
Indonesia
Spain
United Kingdom of Great Britain and
Northern Ireland
Germany

Number of discriminatory measures implemented
Coded "Red"
Coded "Amber"
Total
17
15
32
13
3
16
11
5
16
9
2
11
8
3
11
8
2
10
8
1
9
8

1

9

7

1

8

Source: Global Trade Alert, data extracted on 15 September 2011 and October 2011 for China

3.7 Asian LDCs and LDCs-mixed exporters have been more targeted than other LDCs
An evaluation of contemporary protectionist measures based on geographical and
structural classification showed that Asian LDCs were affected much more than other
country groups by the government trade distorting policies during and after the recent
crisis. While on average an LDC was a target of 24 discriminatory measures implemented
during the period of observation, the average number of such measures imposed against an
Asian LDCs was 60% more. The average number of protectionist measures targeted
towards an African LDC was just above the LDC average. However, small island state
LDCs were comparatively much less affected by state discrimination. Similar trend is also
visible among the yet to be implemented measures.
Figure 10. Crisis-era protectionism has targeted Asian LDCs
much more than others

Source: Global Trade Alert, data extracted 15 on September 2011
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The most important of all channels through which the recent financial and
economic crisis has hurt LDCs is declining export earnings. World trade, in volume
terms, shrank by 14% in 2009, and the LDCs were inevitably affected by this setback
(World Bank, 2010). According to UNCTAD, LDCs exports plummeted by 27% in
2009, representing a greater slump than world and developing country exports, which
declined by 24% and 25%,respectively, on a year-on-year basis. Among the LDC
groups African LDCs experienced sharpest fall of 33%, while Asian LDCs showed
resilience registering only 7% decline in their export revenues in 2009 (figure 11).
Both declining global demand and adverse movements in commodity prices negatively
affected LDCs export earnings. Furthermore, contemporary protectionism also
contributed to worsen the difficulties created for LDCs by the global crisis.\
Figure 11. Export and import growth trends of different LDC groups based of
geographical classification during and post-crisis period
Export growth trend

Import growth trend

Source: UNCTAD, UNCTADstat database accessed on 1 October 2011
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Figure 12. Mixed exporters were most vulnerable among the exporting LDCs

Source: Global Trade Alert, data extracted 15 on September 2011

Among the LDC groups, classified based on export specialization categories,
mixed exporters were the most frequent target of trade protectionist measures during and
post-crisis period. Countries belonging to this group were hurt by an average of 35
discriminatory measures, almost 50% higher than LDC average globally. Manufacturing
LDCs were the next target group of contemporary trade protectionism among the LDCs
and an average of 31 such measures were implemented against a manufacturing exporters
LDC. Oil and Mineral exporters were the next two affected categories while LDCs among
the Agricultural and Services exporters were the least hurt among the groups.
3.8 No LDC has escaped unhurt by contemporary protectionism
While Tuvalu was the only exception among the LDCs until 2010, present data
show there is no single LDC that remained unhurt by contemporary state protectionism.
Looking at the individual LDC, substantial differences were found between the numbers
of discriminatory measures that have been implemented against an LDC’s commercial
interests during this period. While the number of times an LDC’s commercial interests
have hurt do not provide a clear picture of the total commercial value affected by such
discriminations, in earlier analyses by GTA it was revealed that there is strong correlation
between the number of protectionist measures used against an LDC and other indicators of
injury (Evenett, 2010).
A comparison with the last analysis on the magnitude of contemporary
protectionism affecting LDCs published by GTA showed that from November 2008 to
October 2010, 141 discriminatory measures were implemented globally hurting the
commercial interest of LDCs, and since then 67 fresh measures were implemented against
these poor countries. This increase in protectionism targeted towards LDCs showed that
contrary to the much hyped optimism of economic recovery and reduced state protectionism
at the end of 2010 and beginning of 2011, the protectionist policies remained a risk. This
trend also reflects the failure of world economic leaders to honour their anti-protectionist
moratorium, at least not to harm the developing and LDCs of the world.
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Table 5 represents top 20 most frequently targeted LDCs by contemporary state
protectionist measures. Bangladesh remains the most frequent target of crisis-era
protectionism among the group. For an LDC, Bangladesh has sizeable labour–intensive
manufacturing exports, which explains why was this country the most frequent target of
discrimination during the crisis period: total 88 discriminatory measures have already
been implemented and another 9 measures remain in the pipeline. While 47 jurisdictions
imposed almost certainly discriminatory measures against Bangladesh, the country’s
biggest neighbour India, and Argentina inflicted the highest number of discriminatory
measures against its trading interests, each responsible for implementing 10 state
measures. Brazil, United Kingdom, China and Russian Federation are the other
jurisdictions frequently hurting Bangladesh’s commercial interests.
Export taxes or restrictions were the type of policy instrument most frequently
used by the trading partners to discriminate against Bangladesh. As mentioned earlier,
contemporary manufacturing cost considerably depends on low cost international
outsourcing and supply chain management. Therefore discrimination can be easily
raised from taking control over raw material sources abroad. That clearly reflected in
the case of Bangladesh. Garment and apparel are the main export items of
Bangladesh’s export and generate 80% of country’s export revenue. Almost all the
raw material of these export items are imported. So imposition of export taxes or
quantity restriction in the exporting countries, without any doubt, had to adversely
affect Bangladesh’s competitiveness in international market of garments and apparel.
Tariff measures were the second most frequently used types of policy instruments: 16
tariff-related trade protectionist measures were implemented against Bangladesh.
Export subsidy, bailout and state aid measures were the third most common types of
protectionist tools used against Bangladesh.
Other three Asian LDCs with earned entry onto the “most targeted” countries
(Table 5) are Afghanistan, Myanmar and Cambodia, which again bags a question of
existence of a coherent approach of international community regarding assisting these
countries, challenged in multiple ways, in their efforts to develop and conquer the
conflict-related problems still felt in the functioning of their socio-economic systems.
4. Conclusion
Strong economic recovery and unparalleled growth of international trade flow
during 2010 helped governments to resist protectionist pressure, though failed to
refrain erection of new trade restrictive state measures throughout that period. Slowing
and uneven global activity, renewed financial instability and macroeconomic
uncertainty coupled with unacceptably high unemployment rates in some countries in
2011 reflected in state policy responses through imposition of increasing trade
restrictive interventions. This chapter reveals clear signals of resurgence of another
wave of state protectionism.
A careful interpretation of the extent of the state discriminatory measures
implemented against LDCs reveals that the commerce of the LDCs is not out of
contemporary protectionist practices and the economic difficulties created and
transferred to the LDCs by the global economic crisis were further deteriorated by the
restrictive state interventions by their trading partners. Extensive analysis of reported
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government protectionist measures initiated worldwide during the last three years
provides important features and dynamics of contemporary protectionism, which have
been considerably transformed since the wake of global economic crisis. Though, the
LDCs have been awarded increased and preferential market access to many developed
and developing countries, this study reveals that the treatment towards LDCs by crisisera and post-crisis protectionism was not an exception to other nations, and
approximately one out of every six trade restrictive policy measures implemented
globally during the period under investigation was injurious to the commercial
interests of the LDCs. Another important aspect in the area of trade regulation surfaced
through this analysis is that the number of border closing measures was much higher
than the number of border opening ones affecting the LDCs commerce, virtually
resulted in reduced trading opportunities for this economically vulnerable group of
countries.
The ‘murkier forms’ of discrimination is also the most prevalent trade policy
instruments used to discriminate against LDCs commercial interests. While ‘tariff
measures’ were most common single source of discrimination to the LDCs, contrary to
the global trend; increased use of ‘export taxes and restriction’ become a major cause
of concern for LDCs trading interests. Manufacturing sector of LDCs, particularly
machinery and equipments, was the most vulnerable to contemporary protectionism,
which quite logically reflected in the fact that the highest number of trade restrictive
interventions were targeted towards mix exporters and manufacturing exporters LDCs.
While all LDCs, on a varying scale, have been hurt by contemporary state protectionist
interventions, Asian LDCs, particularly Bangladesh’s commercial interest has been hit
very hard by other governments’ discriminatory trade policies. No single country or
group of countries responsible for inflicting harm to the LDCs commercial interests.
However, G20 members were found to be responsible for implementing two-third of
discriminatory state measures during the period under investigation, nullifying their
anti-protectionist moratorium, expressed in several international forums repeatedly.
While there are much discussion about mainstreaming the LDCs into the global
trade regime through various preferential initiatives and trade capacity building
projects, designed to lift up them out of extreme economic vulnerability; closing the
borders for the Goods and Services from this group of countries unveiled the lack of
coherence in international policies towards the LDCs,.
On the note of limitation, this study attempts to calculate the actual trade value
of the LDCs affected by contemporary protectionist state measures. It collected and
sorted the 4-digit tariff lines of LDCs targeted by trade restrictive measures from GTA
database. But that attempt was not successful because of the unavailability of bilateral
trade data between each affected LDC and every protectionist measure implementing
country at 4-digit level. Obviously, determination of commercial value of LDCs trade
affected by state protectionism could give clearer picture of the harm done to the
commercial interest of the LDCs by crisis-era and post-crisis protectionist government
interventions, and indicate future area of research.
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Table 5. LDCs most frequently hurt by contemporary protectionism
Sl

LDCs

Number of
discriminatory
(almost certainly)
measures
implemented
against that LDC

Number of
discriminatory
(may involve)
measures
implemented
against that LDC

Number of
discriminatory
measures
pending against
that LDC

Total number of
jurisdictions
imposing red
measures
against that
LDC

Trading partner implemented largest number of
discriminatory measures (almost certainly) on target LDC

Types of policy tools (red or amber) used most frequently
on target LDC

Country 1

Country 2

Country 3

Type 1

Type 2

Type 3

1

Bangladesh

58

30

9

47

India, Argentina
(10)

Brazil, UK (5)

China, Russian
Federation (4)

Export taxes or
restriction (24)

Tariff measure
(16)

Export subsidy,
Bail out/ state aid
measure(12)

2

Yemen

41

16

4

49

India (6)

Belgium,
Germany,
Indonesia, UK (4)

26 jurisdictions
implemented 3
measures each
against Yemen

Export subsidy,
Export taxes or
restriction (16)

Bail out/ state
aid measure (9)

Tariff measure (7)

3

Sudan

35

19

4

44

India (6)

Argentina (5)

Belgium, Finland,
Germany, Russian
Federation (4)

Export taxes or
restriction (18)

Export subsidy
(10)

Tariff measure (9)

4

United
Republic of
Tanzania

34

21

8

45

India (7)

Indonesia,
Russian
Federation (4)

Belgium, Finland,
Netherlands (3)

Export taxes or
restriction (17)

Export subsidy,
Bail out/ state
aid, Tariff
measure (11)

Trade finance (5)

5

Senegal

32

17

7

40

India (7)

Argentina (5)

France, Indonesia
(4)

Export subsidy
(14)

Bail out/ state aid
measure (12)

6

Ethiopia

30

15

9

44

France, India (4)

Belgium, Finland,
Germany,
Netherlands (3)

26 jurisdictions
implemented 2
measures each
against Ethiopia

Bail out/ state aid
measure (12)

Export subsidy,
Export taxes or
restriction (9)

Tariff measure (7)

7

Uganda

26

15

6

40

India, Russian
Federation (5)

Belgium,
Netherlands (3)

28 jurisdictions
implemented 2
measures each
against Uganda

Export taxes or
restriction (10)

Export subsidy,
Bail out/ state
aid measure (9)

Tariff measure (5)

8

Afghanistan

25

10

4

12

India, Kazakhstan
(5)

Russian
Federation (5)

Argentina (3)

Export taxes or
restriction (10)

Export subsidy
(9)

Bail out/ state aid
measure, Tariff
measure (5)

Republic of
Korea, South
Africa (2)

6 jurisdictions
implemented 1
measure each
against Myanmar

Export taxes or
restriction (11)

Tariff measure
(10)

Export subsidy (9)

China, France (4)

Indonesia, Spain
(3)

Export taxes or
restriction (11)

Export subsidy
(10)

Tariff measure (9)

9

Myanmar

24

17

3

12

Argentina, China,
India, Indonesia
(4)

10

Madagascar

24

15

7

37

India (5)

Export taxes or
restriction (8)
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Sl

LDCs

Number of
discriminatory
(almost certainly)
measures
implemented
against that LDC

Number of
discriminatory
(may involve)
measures
implemented
against that LDC

Number of
discriminatory
measures
pending against
that LDC

Total number
of jurisdictions
imposing red
measures
against that
LDC

Trading partner implemented largest number of
discriminatory measures (almost certainly) on target
LDC

Types of policy tools (red or amber) used most
frequently on target LDC

Country 1

Country 2

Country 3

Type 1

Type 2

Type 3

11

Cambodia

23

15

11

13

India (5)

Argentina (4)

China (3)

Export subsidy
(8)

Export taxes or
restriction (7)

12

Mozambique

22

17

8

41

India (5)

Indonesia (3)

Argentina, China,
Finland, Russian
Federation (3)

Tariff measure
(10)

Export subsidy
(8)

Export taxes or
restriction (7)

13

Zambia

22

16

4

37

Belgium,
Finland, India,
Netherlands (5)

25 jurisdictions
implemented 4
measure each
against Zambia

China, Russian
Federation (2)

Export subsidy
(9)

Bail out/ state
aid, Tariff
measure (8)

Export taxes or
restriction (5)

14

Malawi

22

11

7

37

India, Russian
Federation (4)

Belgium,
Finland, Spain
(3)

27 jurisdictions
implemented 2
measure each
against Malawi

Export taxes or
restriction,
Tariff measure
(7)

Bail out/ state
aid measure (6)

Export subsidy (5)

15

Angola

21

16

7

38

Argentina (5)

India (4)

Indonesia,
Portugal, Republic
of Korea, UK (2)

Export subsidy
(10)

Export taxes or
restriction, Tariff
measure (8)

Trade finance (5)

16

Benin

21

10

5

38

India (7)

France,
Indonesia (3)

28 jurisdictions
implemented 2
measure each
against Benin

Export subsidy,
Export taxes or
restriction (10)

Tariff measure
(6)

Trade finance (3)

17

Mali

21

9

4

38

India (5)

Argentina (4)

Belgium, France,
Spain (3)

Bail out/ state
aid, Export
subsidy (9)

Export taxes or
restriction (5)

Tariff measure,
Trade finance (3)

18

Togo

21

6

5

39

India (5)

Spain (4)

Indonesia (3)

Export subsidy
(9)

Export taxes or
restriction,
Tariff measure
(6)

Bail out/ state aid,
Public
procurement, trade
finance (3)

19

Guinea

18

10

5

38

India (4)

Belgium,
Republic of
Korea, Russian
Federation (2)

34 jurisdictions
implemented 1
measure each
against Guinea

Export subsidy
(8)

Tariff measure
(7)

Export taxes or
restriction (6)

20

Mauritania

18

8

5

13

India (4)

Argentina (3)

Russian Federation
(2)

Export subsidy
(8)

Export taxes or
restriction (6)

Trade finance (5)
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IV.

Reciprocal liberalization: Bilateral, plurilateral or
multilateral?
Pedro J. Martinez Edo

1. Introduction
A country may opt for different type of reciprocal trade liberalization leading
to either multilateral or bilateral/plurilateral negotiations. If it chooses a multilateral
approach, it will focus on the big negotiations table of the World Trade Organization
(WTO). If however it prefers to negotiate with a smaller number of partners, it will
end up having petite comité rounds with one or several chosen countries. However,
these are not either-or options, as it has been demonstrated that most countries have
chosen both approaches.
Out of the 49 regional members of ESCAP (which covers the area of Asia and
the Pacific, a focus of this study), only Mongolia has no preferential trade agreement.
According to APTIAD, in December 2011 the rest – 48 economies (plus Hong Kong,
China and Macao, China) were implementing 127 trade agreements and were
contemplating many more.28 This surge in preferential trade liberalization is compatible
with the WTO rules, which provide for the exemptions to the non-discriminatory
principle of the Most Favoured Nation (MFN) in Article XXIV of GATT (goods trade)
and Article V of GATS (services trade) in the case of reciprocal agreements mostly
between developed countries in goods and in services, or under the Enabling Clause in
the case of unilateral (non-reciprocal) preferences given to developing countries and
reciprocal agreements among developing countries themselves.
While policymakers in principle should follow the evidence-based policy
making when making decisions on approach to trade liberalization, and use evidence
from applied/ empirical and theoretical research, as well as experience and best
practice, decisions often depend on political economy and socio-economic realities.
Literature and practitioners, including negotiators and policymakers, have been
debating the criteria for making a choice between multilateral and other approaches to
liberalization since the early 1950’s, given the importance of assessing the impact of
these policy choices on trade. However, the literature yields mixed results. On the one
hand, supporters of PTAs center their main arguments on the negotiation process,
putting forward that bilateral/plurilateral negotiations are a faster (and more efficient)
way towards liberalization, due to the inherent difficulty of negotiating when the
number of parties and its diversity are too large (such as in WTO with 153 or more
members). On the other hand, supporters of multilateralism center their arguments on
the outcome of the negotiations, putting forward that even though the negotiation

28

See further details at www.unescap.org/tid/aptiad or ESCAP, 2011, chapter 8. Globally there were around
300 trade agreements in implementation in May 2011 (see more details in WTO, 2011 or
http://www.wto.org/english/tratop_e/region_e/region_e.htm. While Mongolia currently has no preferential
agreements, it does receive non-reciprocal preferential treatment by the EU under their GSP+ scheme.
Furthermore it is engaged in negotiation of accession to APTA and is considering negotiation of an FTA with
Japan.
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process might be more difficult, the resulting welfare gains are larger than the
outcome of separate PTAs. This conclusion is based on the fact that multilateral
process is more likely to include the most efficient suppliers of any given product and
therefore the possible trade diversion resulting from any preferential liberalization
would be minimized.
In this context, LDCs should be especially sensitive about the way they will
liberalize due to both their vulnerable economic structures and industries, at infant
level of development, and their weak bargaining power (due to their small economic
size). Multilateral liberalization in principle could have adverse effects for the
industries that are still at an early stage of development, since the multilateral
reduction of tariffs can expose them to the fierce international competition before they
are ready to face it protection-less (and why normally countries do not open
autonomously). However, since LDCs do not have to make many commitments on the
liberalization front within the WTO system, this is not the concern.29 Furthermore, the
multilateral trading system (MTS) under the protectorate of the WTO is not only
about trade liberalization, but also offers a dispute resolution forum that gives legal
certainty to its members. This becomes very relevant in the case of LDCs, especially
when trying to resolve disputes with a large trading partner. They become more
protected than in a similar situation under a bilateral or regional trade agreement. The
benefits of going via PTA route would arise from the opportunity to gradually
introduce tailored liberalization (through partial scope agreements). On the other
hand, drawbacks of such agreements are that they often would be shallow and not
providing write incentives for efficiency seeking reforms.
2. Irresistible attraction of PTAs
There is no denying that the number of PTAs globally and regionally has risen
exponentially since 1995. In Figure 1, the black line represents the cumulative
number of active RTAs (PTAs), and the red line the number of notified RTAs to the
WTO. Except for 2004 and 2007, when there was a statistical correction due to the
enlargement of the European Union, the past 20 years have been characterized by a
sharp increase of preferential trade agreements.30

29

See Chapter II for more details.
Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia and Slovenia
acceded in 2004. Bulgaria and Romania did it in 2007.
30
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Figure 1. Trends in growth of PTAs

Source: WTO RTA-IS (www.wto.org) consulted in December 2011.

From a perspective of the Asia-Pacific LDCs the engagement in PTAs is not
that buoyant, but it is important to note that all but one country are part of the process.
Figure 2 shows the type of bilateral and regional trade agreements the LDCs are
engaged with.31

31

A more comprehensive Asia-Pacific noodle bowl, that includes also all the developed and developing
countries in the region, can be found in http://www.unescap.org/tid/aptiad/images/country_link.jpg
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Figure 2: Asia-Pacific LDCs’ noodle bowl of trade agreements

Source: Own construction based on data from APTIAD.

Figure 2 shows all 16 reciprocal PTAs that Asia-Pacific LDCs are involved
with. The solid lines denote bilateral agreements, considering as bilateral not only
country-country agreements but also country-bloc agreements (for example Lao PDR
as part of ASEAN having agreements with Australia/New Zealand, China, India,
Japan, and Republic of Korea. The ellipses denote regional agreements with the LDC
members (APTA, ASEAN, MSG, PICTA and SAFTA).32 The only Asia-Pacific
country not involved in any of the PTAs is Timor Leste. India is the country that has
the largest number of bilateral agreements signed with LDCs, ASEAN being the
regional agreement with most bilateral connections with developed and fast-growing
developing countries, and PICTA and MSG are isolated including only Pacific island
LDCs and not being linked to the rest of the region except to Australia and new
Zealand with whom they have been negotiating PACER and PACER plus.
2.1. Trade creation, trade diversion and welfare effects a brief review
The first group of reasons accounting for the rapid increase of the number of
PTAs is economic in nature. Traditionally, the economic theory posited that tariff
reduction under the conditions of perfect competition and no externalities would
always result in welfare gains for the partner countries as a result of an intensification
of their mutual trade. However, in 1950 Jacob Viner used the terms trade creation and

32

Reference to PACER and PACER plus

64
trade diversion to isolate positive and negative welfare effects of a preferential tariff
reduction under the formation of a Customs Union (CU).33 It has become customary
to use the same terms in discussing effects of any form of a PTAs.34
PTAs usually lead to trade creation among its members, since certain goods
that were produced locally can be now purchased from a more efficient producer in a
partner country, thus lowering the market price. However, PTAs can also have trade
diverting effects. Trade diversion is described as the negative effect derived from a
shift in imports from an efficient supplier in a non-partner country to an inefficient
source in a trading partner. So, do PTAs increase welfare or not? To answer, we have
to look at the net effect they have on welfare. If there is a net trade creation effect, the
PTA will imply global welfare gains, however, if the net effect is diverting, the PTA
will cause welfare loses. Hence, the effect of PTAs even in this static and simplistic
setting is ex-ante ambiguous.
Since Viner, there has been a wide range of literature analyzing the impacts of
PTAs, including specific analysis for developing countries. Lipsey (1970) moved
from the Vinerian partial and static equilibrium analysis to a multi-country general
equilibrium framework; however, the ex-ante results remained ambiguous.
Researchers have polarized into two groups in the debate of the effects of PTAs. On
the one hand, there are those who support the idea that PTAs usually lead to a trade
creation effect under certain conditions; Summers (1991), Lipsey (1957), Frankel
(1997), Frankel and Wei (1997). The main condition that they use is that the more
similar the signatory countries are, the lesser the risk of a net trade diverting effect.
Kemp and Wan (1976) found that a customs union will be always welfare improving
if their external tariffs were set in such level that world prices for nonmembers were
not altered. However, in practice this cannot be achieved. Also, the similarity
argument was used by Krugman (1991) applying it to transport costs, pointing out that
with enough “inherent regionalism” (“natural trading partner” hypothesis), PTAs will
have beneficial effects on welfare. Later on, Baier and Bergstrand (2004) would find
support for the natural trading partner hypothesis using a general equilibrium model.
On the other hand, Bhagwati and Panagariya (1996) support the idea that the
trade diverting effect is the likeliest to dominate. Given the multilateral nature of
world trade, where countries have commercial relationships with not only the
countries they have PTAs in force, but also with the rest of the world, trade diversion
is then inevitable. What is more, if the size of the group forming the PTA is small
compared to the world’s economy, there will be almost no trade creation at all.
Moving from theoretical to more empirical literature, the effects of PTAs on
trade have been studied in a number of papers using different approaches. A branch of
the literature has analyzed specific agreements finding net trade creation effects
(Clausing, 2001 and Trefler, 2004), while others have found net trade diverting effects

34

There are nuanced differences in analysis when different forms are involved, see Baldwin and
Wyplosz, (2003) or Panagaryia (1999) for more details.
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(Romalis, 2007 and Chang and Winters, 2002).35 Another branch of the literature (the
most extensive) uses gravity models. Magee (2008) finds that the overall impact of
PTAs in trade is, though small, positive and significant and, on average, trade creation
overcomes trade diversion. On the contrary, Carrere (2006), using also panel data
finds that the trade creation generated by PTAs, “has been often at the expense of the
rest of the world”, pointing towards trade diversion.
Although there have been mixed results depending on the model specification
and estimation technique used, after undertaking a thorough literature review, Freund
and Ornelas (2010) conclude that even though theoretically it is legitimate to raise
concern about the potential trade diverting effect of PTAs, “empirically, neither
widespread trade diversion nor stalled external liberalization has materialized, while
the undermining of multilateralism has not been properly tested.” Also, this finding
is in line with Cipollina and Salvatici (2009) who used a meta-analysis approach on
more than 1,827 estimates from a sample of 85 published papers to determine the
average impact of PTAs on trade flows, finding positive and significant results.
So we know that PTAs increase trade among its members, but their welfare
effects are not completely clear in the economic literature. It has to be noted, though,
that PTAs can also generate dynamic gains among its members. First, by either the
attraction of capital inflows or greater savings generated by the increase in exports
and output, a country can see its stock of capital increased and thus improve its
productive capacity. Second, the liberalization process increases competition among
firms, causing an industrial restructuring that improves the efficiency of the surviving
firms. Both effects yield beneficial results on economic growth and consumer surplus,
respectively.
Another issue considered by the literature is related to relevance of PTAs in a
context of them really providing a market access under better terms than in normal
(that is, MFN) conditions. There are two aspects to be considered, one is about how
much trade is going on among the countries that sign agreements, and another is about
share of that trade being done under better trading terms (i.e. under concessions).
So how much trade is done among PTA members? Figure 3, shows the share
of exports under PTAs in members’ total exports to the world in 2008 (excluding the
EU internal market), and figure 4 reflects the share of the Asia-Pacific LDCs intraPTA exports in their total exports for the period of 2007-2009.
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Clausing and Trefler studied CUSFTA, Romalis studied NAFTA and Chang and Winters studied
MERCOSUR. Chang and Winters (2002) studied the impact of the formation of MERCOSUR on the
terms of trade of countries excluded from the agreement, finding significant declines in the export prices
of Brazil’s major trading partners. They estimated the US and Germany losses at around 10% of their
exports to Brazil.
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Figure 3. Share of intra-PTA exports in members’ exports to the world
(excluding the EU internal market)

Intra-PTA,
34.5

Non-PTA,
65.5

Source: own calculations using data from the World Trade Report 2011.

Comparatively, the share of the Asia-Pacific LDC’s trade under PTAs is
almost half of that of the rest of the world (18% vs. 35%), which means that their
trade is heavily biased towards the countries with which they do not have PTAs, such
as the European Union and other European countries, United States, or Canada. 36
Figure 4. Asia-Pacific LDCs’ intra-PTA exports in total exports

Intra-PTA,
17.78

Non-PTA,
82.22

Source: own calculations using data from APTIR 2011.
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It has to be noted, though, that these numbers are biased by the Bangladesh’s patterns of trade (being
heavily dependent on the European Union and the United States), since in the weighted average,
Bangladesh represents around 50% of the LDCs trade done between 2007-2009. This weighted average
masks wide heterogeneity of the share of trade with PTA partners for the Asian and the pacific LDCs:
from about 2% for Vanuatu to 83% for Lao PDR, 88% for Myanmar, and 93% for Bhutan. Except for
Bangladesh and Cambodia, Asian LDCs are much more oriented towards their PTA members than in
case on Pacific LDCs (this will probably change when Australia and New Zealand conclude
negotiating a reciprocal arrangement with those countries).
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The shares of trade of PTA members in their total trade at the global level
have increased substantially since 1990 (from 18% to 35% excluding EU-intra and
from 28% to 51% including EU-intra). This almost doubling in the share of trade
among PTA members in world trade (excluding EU-intra trade) is not surprising since
the number of PTAs in force increased by around 300% (from 70 to 300
approximately) over the same period.37 However, the key question is how much trade
is really being done under trade preferences, that is, at lower tariff rates than those
available at the MFN levels? Figure 5 shows that only 16% of world trade is done
with positive preferential margins, while 84% is done under MFN rates. As only
slightly more than ¾ of the 16% is attributed to reciprocal preferences, that would
imply a preference utilization rate of 35% (or if all 16% were base on reciprocal
preferences, this rate would be around 46%). What is more, only 1.8% of total trade
has a margin of 10 percentage points and above, and the trade-weighted preferential
margin (equivalent to the “saved duties” due to preferences)38 is only 1.1% (Carpenter
and Lendle, 2010).
Figure 5. Share of preferential trade in world exports
(Excluding the EU internal market)

Preferential
16%

Nonpreferential
84%

Source: World Trade Report 2011, WTO
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WTO RTA database: http://rtais.wto.org/UI/PublicMaintainRTAHome.aspx
“Saved duties” is being identified with the difference between the MFN duties and the preferential
duties for each product (this, margin of preference, MOP). The term “saved duties” is misnomer as it
does not automatically follow that LDCs save that amount of money. Actually, under the perfect
competition, it would be consumers in the importing countries pocketing this amount instead of their
governments’ treasury. In a more complex world, when there is a change in the tariff level (that is
lesser tariff for an import from LDCs), importers, exporters and consumers share the effect depending
on the price elasticity of their supply and demand. Hence, all three parties share the saved duties and it
is not possible to know which party benefits the most without knowing their respective elasticities.
38
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There are a few reasons that account for the low utilization of preferences:39





Half of world trade is already subject to zero MFN rates.
PTAs tend to exempt high MFN-tariff products from preferential treatment
(Damuri, 2009).
Complicated rules of origin (RoO) make the cost of compliance higher, which
reduces appeal of potential savings under preferential trade since the
preferential margins have been becoming smaller over time.
Firm characteristics are also a factor that affects the utilization of preferences.
The bigger the firms are, the higher the probability that they utilize the
preferences. Similarly, the more experienced a firm is (measured by the number
of years exporting), the more likely the utilization of preferences will be.

So does this mean that preferences don’t matter at all? They perhaps matter a
little on average, but do matter a lot to a few countries; specifically to those which
main exports are subject to high MFN tariffs. Among the Asia-Pacific LDCs, the ones
that benefit the most are Afghanistan and Nepal with a trade-weighted preferential
margin of 11.2% and 10.6% respectively, followed by Maldives, Samoa and
Bangladesh with a margin that ranges between 9.4% and 7.8%. The total “saved
duties” of the exports of the 9 Asia-Pacific LDCs enjoying the highest preferential
margins amounted to a total of US$1.67 billion in 2008.40
2.2. Battle in Seattle and the everlasting Doha
One reason that is often used to explain the increasing number of preferential
agreements is the general dissatisfaction towards the multilateral system of
negotiations. This dissatisfaction has been building up since the failure of the WTO
Ministerial Conference in Seattle in 1999 to start the proposed “Millennium Round”,
and is continuing after 10 years of unsuccessful attempts to close the “Doha
Development Agenda Round” deal. The main reasons that account for this frustration
with the multilateral system are basically low speed of negotiation, reduced likelihood
of finishing negotiations and lack of leadership/political will.
Krugman (1993) pointed that, when there are a large number of participants in
the negotiations process, the cost of non-cooperation decreases, creating rigidities in
the system and thus making bilateralism/regionalism a more appealing alternative.
Basically, Krugman suggested that it is easier to negotiate tariff reductions with one
party than with 153. If we also don’t limit the example to tariffs and add on non-tariff
and other barriers to the equation, the picture becomes clear: given the increasing
complexity of applied policies and instruments to be negotiated on, the increasing
number of parties and the already-low tariff level, the likelihood of reaching an
agreement in the multilateral system’s framework becomes lower over time.
A lack of political will and sufficient organization has also been one of the
reasons behind the failure of some negotiation rounds. Seattle 1999 is an example of a
39

World Trade Report 2011 (pp. 72-86)
See appendix table 1 based on data from Carpenter and Lendle (2010). The levels of the preferential
margins in the text refer to all preferences (reciprocal and non-reciprocal) thus the amount attributable
only to PTAs would be much less, because the trade under PTAs is less than under GSP and the level
of preferences is higher under GSP.
40
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Ministerial Conference where there was a lack of sufficient preparatory work on the
WTO side (Jawara and Kwa, 2004). A too complicated agenda and a lack of willingness
to reach an agreement by developed members impeded an agreement in Cancun in
2003. Fergusson (2008, p. 4) states that “…it was questioned whether some countries
had come to Cancun with a serious intention to negotiate. In the view of some
observers, a few countries showed no flexibility in their positions and only repeated
their demands rather than talk about trade-offs”. This lack of will was (is) derived from
a major clash between developed and developing countries on sensitive issues, specially
agriculture, textiles and services.
2.3. Political- economy related issues
We have seen that, on average, the utilization of trade preferences is rather low
to the extent that, sometimes, firms decide not to use the preferences even when they
are entitled to do so. For this reason, we have to go beyond tariffs to explain why
countries have chosen to sign so many PTAs. In addition to rising dissatisfaction with
the multilateral system, as already discussed, there are some political-economy related
issues reviewed next.
The level of trade openness has been increasing continuously over time,
following the globalization process. As shown in chapter 1, for the Asia-Pacific
LDCs, the average annual growth rate of the trade openness index measured as total
trade over GDP was 2.4% (in line with the world’s average of 2.6%) from 2000 to
2008. The increased interconnectedness and interdependency between economies has
fed back into increasing trade and investment. However at times of recessions and
crises, the high degree of interdependency resulted in synchronized downturn and
collapse of trade (like in 2008-2009) as well as spread of negative effects of any
single country’s protectionism. While the negative effects of any country’s
protectionism is best dealt with binding multilateral agreements, such as GATT
Rounds, similar result could be achieved through PTAs, provided that one signs those
with a sufficient number of trading partners and that the agreements adhere to the
similar standards. Of course, one should not forget processes which rely on voluntary
restrain or best endeavor with respect to use of protectionist policies, such as G20 or
APEC. However, the most effective have been the binding agreements supported by
the effective dispute settlement process, such as the WTO.
From a political point of view, international institutions provide a credible
commitment device for political leaders (Mansfield and Pevehouse, 2006). By using
the argument of “having their hands tied”, leaders can implement unpopular economic
reforms, like specific-sector liberalizations, at a lower political cost. This applies for
any binding agreement, including the PTAs, which are basically contracts containing
legally binding rules and enforcement mechanisms (Ethier, 2008; Kono, 2007).
Reneging on international commitments would result in a contract breach, thus
carrying adverse reputational consequences (Guzman, 2008) and even direct
punishments by partners with greater economic and/or political powers. Baccini and
Urpelainen (2011), using data on treaty negotiations and a structural break analysis,
find a relationship between PTA formation and economic reforms. According to their
findings, developing countries’ leaders use PTAs with major powers (European Union
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and United States) to promote liberal economic policies, surmounting domestic
obstacles to reform. Furthermore, apart from the gains in policy credibility, PTAs can
also provide gains in policy predictability (Fernandez and Portes, 1998) by means of
improving the investment environment and thus making the countries more attractive
to international investors.
The signing of PTAs can be influenced as well by countries’ foreign policies
in an attempt to maintain geopolitical stability. For example, a PTA could be signed
between two or more countries in order to improve or empower their international
position. As a consequence, a new agreement could be signed by other countries in
order to counteract this move aiming to maintain their current relative positions
(Gowa and Mansfield, 1993). In other words, excluded nations seek to sign PTAs as a
means of redressing the new discriminatory situation. This is what Baldwin (1993)
explained in his “domino theory of regionalism” applied to customs unions. Baldwin
and Jaimovich (2008) also study the surge in bilateral and regional agreements from
the perspective of agreements interdependence, using the concept of “contagion
effect”. By developing a new and improved model of the domino theory, they conduct
an empirical analysis based on solid theoretical foundations, finding robust evidence
that supports their hypothesis. In their own words: “FTAs are contagious, and the
degree of contagion is related to the importance of the partners’ markets”, meaning
that the bigger the countries signing an FTA are, the higher the probability to find
third countries signing their own FTAs”.
2.4. International production networks and deeper integration
The last of the reasons (but not the least) is one that has been gaining
momentum in the past years due to globalization, and more specifically, to the growth
of international production networks and intra-industry trade. Lawrence (1996), states
that, in order for international production networks to work smoothly and to support
the participation of producing countries, there is a need to harmonize certain policies
at the international level. This way, governments can facilitate business activities and
create a good investment climate across borders. This can be achieved by the so called
“deep agreements”, which are PTAs that include some provisions outside the WTO
coverage (e.g. competition policy, investment, movement of capital, labor market
regulations and human rights, among others). The WTO, in its 2011 World Trade
Report, makes an extensive and excellent analysis of the issue of “deep integration”,
which reveals the importance of non-tariff related reasons accounting for the
proliferation of PTAs.
3. What about multilateralism?
Compared with the numerous papers on PTAs, little research has been done to
assess the impacts of WTO as the guardian of the multilateral liberalization process
(Evenett, 2005). The existing literature can be classified in two groups, one that
studies country-specific accession to WTO, and another that analyses the economic
effects of WTO membership. The first group has focused mainly on the accession of
China and the Russian Federation, obviating other members that have accessed in the
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last decades. The second group owes most contributions to Andrew Rose, who in a
series of papers analyses whether WTO membership increases bilateral trade.
His early results (Rose, 2002a; 2004), where he used a standard gravity model
and pooled data, indicated that membership in WTO/GATT, by itself, had not had any
statistically significant impact on international trade. These results were criticized by
Subramanian and Wei (2007), who, after accounting for the multilateral resistance as
in Anderson and Van-Wincoop (2003), using a more solid set of dummies to isolate
the effects of WTO, FTAs and GSP, and differentiating the effects by subsamples,
found consistent evidence that WTO had done an excellent job promoting trade,
estimating the impact at around 120% of additional world trade in year 2000 alone.
However, according to the findings, the increase in trade had been uneven, being
higher when the importer was a more industrialized economy (exports from
developing countries to industrialized economies were estimated to be 150% higher
when both of them were members of the WTO/GATT). Rose (2010), although
acknowledging Subramanian and Wei (2007) and other works that criticized his
previous findings,41 contests some of the arguments used to criticize his work (only in
a descriptive way), and concludes that, in his opinion, there is still a lack of evidence
that membership in the WTO increases trade. Finally, the recent, relevant study that
has attempted to estimate the trade effect of WTO membership is Chang and Lee
(2011). The authors, using non-parametric econometric methods (pair matching,
permutation tests and a Rosenbaum sensitivity analysis), find robust evidence of large
trade-promoting effects that are consistent to several specifications, alternative WTO
indicators, and potential hidden selection bias.
Thus, there is still no unanimous view on the impact of the WTO membership
on a member’s trade. However, one could broaden the inquiry here by asking if the
sole (or main) objective of the membership in the WTO is indeed an increased level of
trade. We have to remember that the concept of MTS goes beyond tariff cuts and
market liberalization. Besides aiming at “making trade flow as freely as possible”42,
the WTO sets a rule-based system that provides legal certainty to its members. It
improves the transparency of its member countries’ trade policies through the trade
policy review mechanism, by which member countries commit to provide regular
notifications to the WTO secretariat about any changes on their respective trade
policies, and the WTO also performs regular reviews on individual members. The
MTS includes rules on many other issues related to trade: customs, environment,
intellectual property rights, investment, subsidies, government procurement and nontariff barriers, among others. It is also a dispute settlement forum where trade-related
conflicts between members can be arbitraged impartially, applying the same rules to
all the parties in a transparent framework of rules. All these are key factors in order to
ensure that business sector perform transactions without fear of sudden changes of
trade policy, which could potentially affect their participation in the international
markets. Thus, it is an instrument for equality and stability across countries.

41
42

See Tomz, Goldstein and Rivers (2007).
WTO website: http://www.wto.org/english/thewto_e/whatis_e/who_we_are_e.htm
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4. MTS and PTAs: could they be mutually supportive?
Much has been said about the relationship between the MTS and PTAs. While
some have described them as immiscible like oil and water, one would have to say it
is a bit more complex.
Article XXIV of the GATT allows the formation of PTAs for the members of
the WTO if certain conditions are met.43 According to Bhagwati (1992a), the inclusion
of article XXIV in the GATT, followed a 3-pillar rationale: first, full trade integration of
a group of countries would give the group almost a “national” status that would be in
line with the single-nation MFN obligations to other GATT members; second, the
removal of all barriers would discard more limited preferential agreements; and third,
the formation of a trading block might further the achievement of freer trade on a global
level. Although some positive intentions are recognized in the article, it has been
pointed out that the Article considers PTAs as a tolerable exception in the MTS
(Deardorff and Stern, 1994).
The effects of bilateralism/regionalism on the MTS have been studied in a
number of papers, more from a theoretical than from the empirical perspective. From
the theoretical point of view, Krishna (1998) states that PTAs lower the incentives for
any subsequent multilateral liberalization, given that producers in member countries
of the PTA may oppose multilateral reform since they would lose the advantage
provided by the preferential access. Baldwin combines his domino theory (1993)
analyzed before, with his “Juggernaut” view (2004) that initial tariff cuts create an
increased momentum for further cuts by changing the domestic political economy in
favor of exporting lobbies and against import competing lobbies. According to this,
PTAs may be a way to multilateralize free trade. Yi (1996) distinguishes between two
PTA regimes: open membership (the PTA is open to any members that might want to
join even after its creation), and unanimous membership (a third country can only join
if all the current members agree to the accession). Following this classification, the
theoretical outcome of the open membership PTAs is that they will accelerate the
movement towards global free trade, while the unanimous membership PTAs will
stop the expansion of the bloc before global free trade is reached. Finally, with regard
to trade protectionism, Bhagwati (1996) and Bhagwati and Panagariya (1996) argue
that PTA members may use measures of non-tariff protectionism against nonmembers more aggressively than against members.
The theory yields mixed conclusions about whether PTAs support or not
multilateral liberalization. However, the empirical evidence is not that ambiguous.
Regarding tariff liberalization, Limão (2006) examines MFN tariff cuts in the Uruguay
round for a range of products and compares those cuts where a preferential agreement
was in place to those where there was no preferential agreement. The results show that
MFN tariff cuts were smaller in those cases where preferential agreements were in
place, pointing towards the idea that trade preferences hamper the advance of
multilateral liberalization. Karacaovali and Limão (2008) reach similar conclusions
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One is advised to consult the full test of the Article XXIV, but the crucial language is provided here:
"...the duties and other regulations of commerce...shall not be higher or more restrictive than...prior to
the formation..." (GATT Article XXIV:5(a)(b)). The arrangement is to be concluded "within a
reasonable length of time." (GATT Article XXIV:5(c)).
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when studying the case of the EU. In the same line of work, Tovar (2010) studies the
context of the formation of the Dominican Republic-Central America-United States
Free Trade Agreement in 2004,44 finding that the participating countries were prepared
to lower MFN tariffs by less (and sometimes they even opted to raise them) in products
where they had committed to large tariff reductions in preferential deals. Lastly, with
regards to non-tariff barriers, Prusa (2011) trying to determine the validity of Bhagwati
(1996)’s argument with an empirical exercise, examines the use of antidumping (AD)
duties by PTA members, using a database with 5,000 antidumping dispute cases and
separating the trends in two periods: pre-PTA formation period and after-PTA
formation period. The results are displayed in figure 6.
Figure 6. Antidumping duties application
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Source: Based on data from Prusa (2011).

It is clear that after the signing of a PTA, countries tend to increase the use of
AD duties against non-PTA members relative to PTA-members, which indicates that
there is a “trade protection diversion” that discriminates the countries that are outside
the PTAs. These results provide empirical support to Bhagwati’s argument.
Continuing with the empirical studies review, Krishna (2011) tests the
argument that PTAs are a way to achieve deeper integration using data from the
WTO’s World Trade Report 2011, with over a hundred PTAs in force. Her findings
are that, provisions that are out of the coverage of the WTO but are covered and
deemed legally enforceable by PTAs, are not abundant. Just 4% of PTAs include
legally enforceable provisions on anti-corruption measures, 11% on environmental
regulations, 12% on labor regulations, 34% on intellectual property rights and 40% on
movements of capital. According to the author, these numbers “…permit some
skepticism on how much deeper PTAs, on average, have gone beyond the possibilities
offered by the WTO”.
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Signatory countries are, in alphabetical order: Costa Rica, Dominican Republic, El Salvador,
Guatemala, Honduras, Nicaragua and the United States.
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4.1. Preference erosion
One of the main issues of the interaction between PTAs and the MTS (and one
of the most important for LDCs), is the issue of preference erosion. When a country
receives preferential treatment under a PTA or unilateral preferential scheme,45 the
difference between the preferential tariff applied to this country and the MFN tariff, is
called preferential margin (or margin of preference, often called MOP). If a bilateral
or multilateral liberalization takes place (e.g. the signing of an FTA with other
member or the hypothetical conclusion of the Doha round or some other form of
multilateral trade liberalization), the preferential margin becomes smaller. This
negative externality suffered by original preference beneficiaries is known as
preference erosion.
Several papers have analyzed the expected impact of multilateral tariff
liberalization on the preference margins of developing countries. Amiti and Romalis
(2007) concluded that the tariff cuts predicted in the Doha round will lead to a net
increase in market access for developing countries, which will be higher if the tariff
cuts are in agricultural products. However, the picture for the LDCs that are benefiting
from higher preferential margins than the rest of developing countries is not that
optimistic. Limão and Olarreaga (2005) estimate significant losses to a number of
LDCs due to a full erosion of preferences. Among the Asia-Pacific LDCs, the greatest
losers would be Bangladesh (around US$200 million per year), followed by
Cambodia (US$26.37 million per year) and Myanmar (US$22.46 million per year).
To counteract the problem of preference erosion, a few ideas have been
brought up in the past years. Aid for Trade, which is discussed further in chapter 6, is
one of the proposed solutions. Also, Limão and Olarreaga (2005) suggest replacing
unilateral preferences by import subsidies as an alternative solution. The downside of
this alternative is that it replaces one distorting mechanism with another one (Krishna,
2011). Lawrence and Rosito (2006) propose a more complex solution that combines
delayed liberalization with a compensation mechanism. In their own words:
“Developed Countries should be granted a temporary and limited waiver from
meeting their liberalization obligations in particular product categories on condition
that the additional funds so raised are paid as compensation for preference erosion”.
4.2. Complementarity
Taking a look at the big picture and studying historical facts, there are opposed
views about to what extent PTAs have affected the timely delivery of multilateral
solutions, and vice versa. Bhagwati (2008) suggests that there is a negative correlation
between the surge of bilateral and regional deals and the slow pace of the Doha
Round. Freund (2000), however, finds that there is no correlation between the two,
since, for example, regional initiatives didn’t take off when the Uruguay round
reached an impasse between 1990 and 1994, and only accelerated after the round’s
conclusion in 1994. Finally, the WTO (2011) points out that during or immediately
45

Examples of unilateral schemes are the Everything But Arms (EBA) initiative from the EU to LDCs,
the US African Growth and Opportunity Act (AGOA) or the Canadian Least Developed countries’
tariff (LDCT), among others.
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after each wave of regionalism, there were significant advances in the GATT
negotiations, concluding that regionalism and multilateralism have advanced together.
From a more empirical perspective and using tariff data, Baldwin and Seghezza
(2010) studied the correlation between MFN and preferential tariffs for the 23 top
exporters of the WTO. They found evidence that MFN and preferential tariffs are
complements, since the preference margin is usually low or zero for products where
nations apply high tariffs. The results were also confirmed by Joshi (2010a, 2010b) who
undertook a similar study for the cases of NAFTA and the EU. These results support the
WTO position.
4.3. So where do we go from here?
Let’s try to summarize what we have discussed so far in order to draw some
conclusions about the differences and relationship between multilateral and
preferential trade liberalization.
Although there are many contradicting studies about whether these systems
increase bilateral trade flows, the most recent findings using the latest econometric
techniques show robust empirical evidence that both, membership in the WTO and
membership in a regional/bilateral trade agreement, increase trade. Some of these
studies have been conducted for developing countries as well; however there is a lack
of literature in assessing the effects on LDCs. In the next section an empirical exercise
is proposed in order to contribute to this particular research area.
The rapid increase of the number of PTAs is also due to non-economic
reasons: 1) the current impasse of multilateral negotiations and the difficulty of
reaching an agreement when many parties are involved in the negotiation process, 2)
wish to gain political and policy credibility, as well as to lower the political cost of
economic liberalization, 3) need to reduce negative externalities caused by trade
policy spillovers, 4) a domino effect due to the aim of maintaining their international
economic and political position and/or to maintain geopolitical stability in the region,
and 5) need to achieve a deeper degree of integration in order to improve the
efficiency of international production networks.
However, up to date, only 16% of world trade receives preferential treatment,
due to rather low preferential margins and other reasons (WTO, 2011). Thus, most of
world trade is still done under the MFN tariffs. Also, we have discussed that PTAs
can cause negative externalities to non-members (trade diversion, relative rise of tariff
and non-tariff protectionism) in addition to the finding that the deep integration,
claimed to be achieved through PTAs, is not so deep. On the other hand,
multilateralism also has a negative impact on preferential trade since, after a
multilateral liberalization, the preference margins are reduced, including those for
developing and LDCs.
The policy question is not which liberalization track or system one should
choose, but how to make them work coherently in order to generate larger benefits for
all. The following statement is made in the 2011 World Trade Report (p.54):
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«…there is evidence that recent regional and multilateral initiatives have
actually advanced in tandem. This adds weight to the view that they can, and do,
represent complementary aspects of an increasingly complex and sophisticated global
trade architecture – one in which bilateral, regional and multilateral agreements
coexist and cohere in a kind of “multi-speed” or “variable geometry” system. »
In this almost-poetic stanza, we find a positive picture of current international
trade relations. In reality, however, many issues have to be tackled and changes be
made, both by the WTO as well as by individual countries, in order to give coherence
to the complex current system of trading rules.
Deardorff and Stern (1994) argue that WTO (GATT in their paper) should
recognize bilateral/regional agreements as a part of the MTS and not as a tolerable
exception in the system, this way their presence will be seen as contributing to the system
rather than tearing it apart. The authors also propose that the WTO should insist on the
issue that preferential arrangements should have ways of accommodating new members
(open regionalism) and that all countries (or at least all members belonging to the MTS)
should have access to joining some trading bloc. This would prevent unanimous
membership agreements (Yi, 1996) which are the ones with potential welfare reducing
effects.
Baldwin (2006 and 2009) proposes a different approach: multilateralizing
regionalism, this is, extending the existing preferential treatment to additional parties in
a non-discriminatory way, and even merging different PTAs. The goal of this approach
is to create more inclusive frameworks that would alight the already entangled spaghetti
bowl and ultimately help to achieve a broader, less discriminatory trading system.
The last approach that has been discussed is to further liberalize trade at the
multilateral level lowering MFN tariffs. This way, as preferential margins become
smaller, the adverse effects of PTAs will have a lower impact on global trade and the
economic incentive for trade discrimination will be reduced.
5. An empirical exercise on the impacts of WTO and PTAs membership on
country’s trade
In this section, we conduct an empirical exercise using the updated dataset of
the ARTNeT gravity online tool to contribute to the existing literature that analyzes
the impact of membership in the WTO and PTAs on trade. The objective is two-fold:
first, to estimate the “handicap” of being an LDC, and second, to compare the impact
of PTAs and WTO membership on trade for LDCs versus non-LDCs.
To undertake the analysis, a gravity model of trade is used. Gravity models are a
good empirical tool to understand the determinants of bilateral trade flows. Since
Tinbergen (1962) introduced it for first time, the model has undergone many
transformations, moving from an intuitive non-theoretical formula that was an analogy to
Newton’s law of universal gravitation, to a general equilibrium model capable of
performing comparative static analysis (Anderson and van Wincoop, 2003). More
detailed explanation of the methodology is provided in the Appendix 1 to this chapter.
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The first gravity models (Tinbergen, 1962; Lineman, 1966; Aitken, 1973)
considered that trade between two economies was directly proportional to their
“economic masses” (GDPs) and inversely proportional to trade costs, most often
represented by the bilateral distance between the economies augmented by some
other cost-associated variables (for example, cultural, language and legislative
distance). Although much of trade was explainable by these models, they did not have
any theoretical foundation. Anderson (1979) was the first to lay down the theory
behind it using a constant elasticity of substitution (CES) expenditure function,
however, the model which is now generally accepted as quintessential was the one
developed in Anderson and van Wincoop (2003).
Anderson and van Wincoop used microeconomic theory as well as some
macroeconomic assumptions to derive what is considered nowadays the most standard
gravity model of trade.46 This model (AvW), takes into account the importance of
relative prices of countries i and j to the world, which are also called multilateral
resistance to trade. The multilateral resistance (MR) concept can be easily pictured as
how difficult (costly) is for a given country i to find an alternative market to j
(outward MR), and how difficult is for a given importer j to find an alternative source
of imports to those from i (inward MR). Hence, the higher the MR terms are, the more
intense the trade flows between countries i and j will be. Failing to account for the
MR terms would result in an omitted variable bias, which would make impossible to
conduct comparative statics analyses, the main purpose of our empirical exercise.
5.1 Data description47
To conduct the exercise, a dataset is built which includes bilateral exports of
67 countries for the period 1994-2009. Among the countries included, the majority is
from the Asia-Pacific region, and the rest includes Brazil, Canada, European
countries, Mexico, South Africa and the United States, due to their weight in global
trade. Also, 10 of the 14 regional LDCs are included.48 The countries included in the
dataset contribute 76% of total world trade on average over the observed period.
The data for bilateral exports is sourced from IMF’s Direction of Trade
Statistics (DOTS), August 2011 version. The observations are recorded in current
United States dollars. In the sample, 78% of the observations report positive trade
flows, 14% are reported as zero trade flows and 8% have not been reported and thus,

46

Although it is the most used, there are other gravity-like models with theoretical foundations.
Baldwin and Taglioni (2006), summarize the three most common mistakes when estimating gravity
equations, calling them “the three medal errors”. The gold medal error appears when the MR terms are
not taken into account, as we have just discussed. The silver medal error is earned by not using
unidirectional trade data (e.g. instead using the arithmetic average of two-way trade). Since the CES
expenditure function is multiplicative, the average used should be geometric. This mistake results in
significant coefficient overestimation. Finally, the bronze medal error is attributed to the use of deflated
data, since prices are important (they affect the trade costs). We believe that we have avoided earning
these medals while doing this exercise.
48
The other four LDCs from Asia-Pacific (Solomon Islands, Timor Leste, Bhutan and Kiribati) are not
included due to the lack of data. See Appendix 2 for the complete list of countries.
47
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encoded as missing.49 GDP data is from the United Nations Statistics Division, which
provides small countries’ GDP data that in the World Development Indicators (the most
frequently used source of GDP data for gravity modeling) is in some cases missing.
It has become a norm to use the CEPII gravity and distance datasets for the
following: the bilateral distance (weighted by population) and the dummies of common
border, common language and historical linkage. Since the original data coverage in the
ARTNeT tool is up to 2006, we have extended it until 2009 for our own purposes.
Finally, bilateral tariff data comes from TRAINS dataset (World Integrated Trade
Solution (WITS), The World Bank) and the LDCs, reciprocal preferential trade
agreements (PTAs) and GATT/WTO dummies have been constructed with data from
UNCTAD’s website, Asia-Pacific Trade and Investment Agreements Database
(APTIAD) and WTO’s Regional Trade Agreements Information System, respectively.50
5.2. Methodology: model and estimation technique
The model proposed is a modification of Anderson and van Wincoop (2003). It
differs from their specification in two main aspects: the time dimension and the vector of
trade costs. Since we use panel data covering 16 years and AvW used cross-section data,
we need to add a time dimension to the model. Also, our definition of trade costs is more
comprehensive, since AvW only included the common border and distance variables. For
full details on the derivation of the model are provided in Appendix 1.
ln X_ijt = C + ln GDP_it + ln GDP_jt + dist_ij + contig_ij* + comlang_ij* + hist_ij*
+ llc_i* + llc_j* + ldc_i* + ldc_j* + rta_ijt* + rta_ldc_ijt* + gatt_ijt* + gatt_ldc_ijt* +
ln tariff_jit* + d_t

(1)

where i indicates exporter country and j indicates importer country; X_ijt are the
exports from country i to country j in current United States dollars; GDP_it and
GDP_jt are the Gross Domestic Product of countries i and j respectively, in current
United States dollars; dist is the distance in kilometers between i and j, weighted by
the population; contig_ij is a dummy that takes value 1 if countries have a common
border, 0 otherwise; comlang_ij is a dummy that takes value 1 when i and j share a
common official or ethnographic language (spoken by at least 9% of the population in
both countries); hist is a dummy that reflects any historical linkages between i and j,
taking value 1 if countries are or were in a colonial relationship, if they had a common
colonizer or if they were ever part of the same country; llc_i and j are dummies that
take value 1 if i or j, respectively, are landlocked; ldc_i and j are dummies that take
value 1 if i or j, respectively, are a LDC; rta_ijt takes value 1 if countries i and j have
a reciprocal PTA in force in year t and country i is not an LDC; rta_ldc_ijt takes value

49

Since IMF’s guaranteed accuracy is at value of trade transaction of US$10,000, we consider
observations below US$5,000 as 0 reported trade, similar as in Head, Mayer and Ries (2010).
50
In the construction of the PTA dummy, Generalized System of Trade Preferences (GSTP) has not
been included due to its poor implementation by many members. In the first run of regressions, we
found that the statistical significance of the model was reduced with the inclusion of GSTP as the
PTA dummy.
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1 if i and j have a reciprocal PTA in force in year t and country i is an LDC; gatt_ijt
takes value 1 if both i and j are members of the GATT/WTO in year t and i is not an
LDC; and gatt_ldc_ijt takes value 1 if both i and j are members of the GATT/WTO in
year t and i is an LDC; tariff_jit is 1 + the average tariff applied to i by j in parts per
unit; and d_t are year dummies which will capture the world’s GDP and other
unobserved year-specific heterogeneity.
To remove the multilateral resistance terms we use two different techniques: a
first order Taylor series expansion (Baier and Bergstrand, 2007), and exporter-year
and importer-year fixed effects (Ruiz and Vilarrubia, 2006). On the one hand, the
fixed effects estimation removes all the monadic variables, including ldc_i and ldc_j
which have the coefficients of interest for one of our objectives, to assess the handicap
of being an LDC in terms of trade, however it is the most consistent with the theory,
and thus, it should yield more accurate results. It takes the next form:
ln X_ijt = C + d_it + d_jt + d_t + dist_ij + contig_ij + comlang_ij + hist_ij + rta_ijt +
rta_ldc_ijt + gatt_ijt + gatt_ldc_ijt + ln tariff_jit (2)
Following Ruiz and Vilarrubia (2006), we have included exporter-year (d_it)
and importer-year (d_jt) dummies, and since our data has a time dimension, we have
included year dummies (d_t) as well. This estimation is done using OLS, and the
results are given in column 1 of Appendix 3. 51
5.3. Results and discussion
Table 1 extracts the estimated coefficients of interest from all results presented
in Appendix 3. The results are robust across specifications as only slight changes can
be appreciated from one estimation method to another.

51

Note that the Baier and Bergstrand method uses a first order Taylor series expansion to approximate
the multilateral resistance terms. Once the approximate terms are calculated, they are subtracted to the
trade costs vector. The coefficients of the new trade cost variables (indicated with stars) are free from
the multilateral resistance bias. As it can be seen in the estimation results (appendix 3), Baier and
Bergstrand’s approximation yields coefficients very close to those of the more-theoretically-sound
fixed effects. The estimation is done using OLS (as in Baier and Bergstrand, 2007) as well as the
Heckman selection sample model and Poisson, the latter two in order to account for the presence of
zero trade observations in the data. Results can be found in columns 2, 3 and 5, respectively, of
Appendix 3.
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Table 1. Selected coefficients showing strength of linkages between membership
in WTO and PTAs for the LDCs and the rest of sample
Variables
LDC exporter
LDC importer
PTA non LDC
PTA LDC
GATT non LDC
GATT LDC
R-squared

(1)
FE
0.207***
(0.0396)
0.146
(0.287)
0.671***
(0.0912)
2.353***
(0.361)
0.846

(2)
OLS (B&B)
-0.524***
(0.112)
-0.300***
(0.0969)
0.417***
(0.0400)
0.220
(0.339)
0.596***
(0.0941)
2.765***
(0.415)
0.767

(3)
Heckman(B&B)
-0.525***
(0.112)
-0.301***
(0.0972)
0.417***
(0.0401)
0.226
(0.340)
0.593***
(0.0940)
2.784***
(0.416)
-

(4)
Poisson(B&B)
-1.290***
(0.298)
-0.661***
(0.210)
0.424***
(0.0609)
-0.389
(0.693)
0.676***
(0.150)
1.921***
(0.513)
0.867 (pseudo)

*** significant at the 1% level ; no stars means not significant at the 10% level

Coefficients in Table 1 offer answers to the questions we posed. First, regarding
the assessment of the trade handicap of the Asia-Pacific LDCs, or in other words, how
much less the LDCs trade compared to non-LDC countries, the results show that being
an Asia-Pacific LDC makes such country export around 41% less, on average, than if it
were not. Similarly, when the importing country is an LDC, the other exporter country
trades, on average, 26% less than if the importer was not an LDC.52 We have to note
that the Poisson results are almost twice as big as the OLS results (72% and 48%,
respectively), which indicates that the LDC variable is very sensitive to the treatment of
zeroes. The two coefficients are very significant in all the regressions and the signs are
negative as expected.
As we have seen in Chapter 1, LDCs are less export-dependent compared to
the world average. Our findings are consistent with this fact, since the ldc_i dummy
has a negative value, indicating that they export less than they should compared to
other countries, accounting for their specific economic, geographic and historical
characteristics. This fact points towards the need of addressing the specific challenges
they are facing, in order to tap their trade potential. Aid for Trade, further discussed in
the next chapter, is one of the proposed tools to reach that potential. On the other
hand, LDCs are more import dependent than the world average, however, according
to our model they still import less than the average given their specific characteristics.
Our findings can be explained by several factors, including much lower purchasing
power than the world’s average (almost 16 times lower)53 or a deficient soft and hard

52

The marginal effect of a dummy variable is calculated by e^(coefficient) – 1.
In 2009, the weighted average of the group‘s GDP per capita was US$553 compared to the world’s
average US$8,585 (own calculations using data from UN Statistics Division)
53
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infrastructure system necessary for trade across the borders, reflected in the average
time to import (35 days versus the world’s average of 26 days), among others.54
With regards to the comparative analysis of the impact on trade of PTAs and
WTO membership for LDCs versus non-LDCs, the estimations yield some interesting
results. The preferential trade agreement dummy (PTA) has a positive and significant
impact on trade for non-LDC countries across all the regressions. Countries that have
a PTA in force trade, on average, around 23%-52% more that those who do not have a
PTA in force. The coefficient of this variable in the fixed effects estimation is half of
that of the other regressions, revealing that there is probably some country-year
specific unobserved heterogeneity that has been captured by the exporter-year and
importer-year dummies, and that is not part of the multilateral resistance terms.
However, when the exporter is an LDC, the coefficient is not significant in any of the
regressions. This finding indicates that PTAs don’t matter much for LDCs in terms of
increasing trade. This result can seem contradictory with the stylized fact that LDCs
benefit from preferential tariffs more than other developed countries. However, it has
to be noted that the model’s PTA variable represents only reciprocal trade
agreements. Hence, this shows that LDCs are actually benefiting from unilateral GSP
schemes provided by developed countries (and some developing countries, as
discussed in Chapter 2) than from actual regional/preferential reciprocal agreements.
These agreements are, according to the results, not very effective when it comes to
trade creation. As was discussed earlier, the PTAs that LDCs typically sign are mostly
shallow and do not deliver much on liberalization front.
The WTO membership variable is also positive, significant and robust across
specifications. For LDCs, the impact is roughly 10 times higher than for non-LDCs
(950% versus 95%, respectively). LDCs that are members of the WTO trade with
other WTO members, on average, nearly 10 times more than those who are not WTO
members, while non-LDCs trade twice as much under the same conditions. The
magnitude of the coefficient for LDCs is surprisingly high compared to that of nonLDCs. This could be explained by the fact that being a member of the WTO means,
not only benefiting from S&DT of the multilateral system, but also being more
integrated in the world market (i.e. WTO membership as a seal of stable and
transparent trade and investment regime). When taking a closer look at the dataset, it
is found that the amount of observations where LDC exporters are not members of the
WTO is roughly 50%. In contrast, the amount of observations where non-LDCs
exporters are not members of the WTO is just 14%. Among this latter group, almost
all countries are oil and gas exporters (for example, Russian Federation, Islamic
Republic of Iran, Azerbaijan, Kazakhstan and Tajikistan). It is easily deduced that, for
this particular group, the WTO membership has not mattered much so far, which
explains the relatively low coefficient compared with that of LDCs. With a dataset
covering a longer time span, more observations with non-LDCs-non-WTO/GATT
members in years prior to 1994 would be included, which, together with the inclusion
of dummies to capture the effects of unilateral preferences schemes (e.g. EBA, GSP,
AGOA) would probably yield coefficients estimates with lower differences.

54

Trade weighted average for the group calculated using data from the World Bank Ease of Doing
Business (2012) and World Development Indicators databases.
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Summarizing, we have to note that the impact of PTA-membership on trade
creation is positive for non-LDCs but lower than that of the impact of WTO
membership across all regressions. Also, reciprocal PTAs do not have a significant
impact on LDCs trade, indicating that unilateral preferences provided by other trading
partners and membership in the WTO have been more effective in fostering trade.
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Appendix Table 1 – Asia-Pacific LDCs preferential trade and “saved duties”
Group World
Rank Rank
1
2
3
4
5
6
7
8
9
-

12
16
18
22
23
42
43
54
57
-

Exporter
Afghanistan
Nepal
Maldives
Samoa
Bangladesh
Cambodia
Bhutan
Lao PDR
Myanmar
Total

Total exports in
2008
(Million US$)
190
710
170
70
14,400
4,250
280
1,000
4,960
26,030

Saved duties
(Million
US$)
20
80
20
10
1,120
210
10
40
160
1,670

Source: Data extracted from Carpenter and Lendle (2010)

Trade-weighted
preferential margin
(%)
11.2
10.6
9.4
8.1
7.8
4.9
4.8
3.5
3.3
-
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Appendix 1 – Technical notes about the model
We start from the Anderson and van Wincoop (2003) model that has solid
foundations on micro and macroeconomic theory, and takes into account the
multilateral resistance terms or price indexes (Pi and Pj) which represent how hard is
for a given exporter i to find an alternative market to j, and how hard is for a given
importer j to find an alternative source of exports to i
Xij = [(GDPi * GDPj )/ GDPw] * [Tij /(Pi * Pj)] ^ (1-σ)
Pi = [Σj (θj / Tij ^ (1-σ)) Pj ^ (1-σ)]^[1/(1-σ)]
Pj = [Σi (θi / Tij ^ (1-σ)) Pi ^ (1-σ)]^[1/(1-σ)]
where Xij are bilateral exports from country i to country j, GDPw is the world’s GDP,
Tij are the trade costs and θi (θj) is the share of country i’s (j) GDP in the world. If we
linearize the model taking logs and also add a temporal dimension, we obtain the
following expression:
Ln Xijt = -ln GDPwt + ln GDPit + ln GDPjt + (1-σ) [ ln T_ijt – ln Pit – ln Pjt ] (1)
We define, then, the trade costs vector as:
T_ijt = dist_ij * e ^ (contig_ij* + comlang_ij* + hist_ij* + llc_i* + llc_j* + rta_ijt* +
rta_ldc_ijt* + gatt_ijt* + gatt_ldc_ijt* ) tariff_jit*

(2)

where:
dist is the distance in kilometers between i and j, weighted by the population
contig_ij is a dummy that takes value 1 if countries have a common border, 0
otherwise
comlang_ij is a dummy that takes value 1 when i and j share a common official or
ethnographic language (spoken by at least 9% of the population in both
countries).
hist_ij is a dummy that reflects any historical linkages between i and j, taking value 1
if countries are or were in a colonial relationship, if they had a common
colonizer or if they were ever part of the same country.
llc_i and j are dummies that take value 1 if i or j, respectively, are landlocked.
ldc_i and j are dummies that take value 1 if i or j, respectively, are an LDC
rta_ijt is a dummy that takes value 1 if countries i and j have a PTA in force AND
country i is NOT a LDC
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rta_ldc_ijt is a dummy that takes value 1 if i and j have a PTA in force AND country i
is and LDC.
gatt_ijt is a dummy that takes value 1 if both i and j are members of the GATT/WTO
AND i is NOT an LDC
gatt_ldc_ijt is a dummy that takes value 1 if both i and j are members of the
GATT/WTO AND i is and LDC.
tariff_jit is 1 + the average tariff applied to i from j in parts per unit
Since Pit and Pjt are unobservable and cannot be included as explanatory
variables, we need to remove them from the equation in order to be able to estimate
without incurring in an omitted variable bias. Thus, we use two different methods that
will, at the same time, help us to check the robustness of the model.
First, we apply country-year fixed effects, adding exporter-year (d_it) and
importer-year (d_jt) dummy variables to the equation as in Ruiz and Vilarrubia
(2006), and also adding year dummies in order to capture the world’s GDP (d_t = ln
GDPwt + …). This way we obtain an equation that can be estimated using OLS:
Ln X_ijt = C + d_it + d_jt + d_t + dist_ij + contig_ij + comlang_ij + hist_ij + rta_ijt +
rta_ldc_ijt + gatt_ijt + gatt_ldc_ijt + ln tariff_jit

(3)

Note that we have effectively removed Pit and Pjt, but we have also lost the
monadic terms exporter and importer GDPs and landlocked dummies. In this case, it
does not matter to our purpose, which is to determine the magnitude of the rta and gatt
variables, which depend on country pairs (dyadic variables). However, for the
handicap assessment we will not be able to use this specific method.
For the second estimation method, we apply a modified version of Baier and
Bergstrand (2007) to remove the multilateral resistance terms. From [1], using a first
order Taylor expansion on Pit and Pjt, and after some algebra, we obtain:
Ln X_ijt = -ln GDP_wt + ln GDP_it + ln GDP_jt + (1-σ) ln T_ijt - (1-σ) Σjt ( θjt
ln_T_ij) - (1-σ) Σit ( θit ln T_ijt ) + (1-σ) x Σit Σjt ( θit θjt ln T_ijt )
We also define:
(ln T_ijt)* = ln t_ijt - Σjt ( θjt ln T_ij ) - Σit ( θit ln T_ijt ) + Σit Σjt ( θit θjt ln T_ijt )
where the vector of trade costs T_ijt is defined by [2]. Capturing the world’s GDP and
other year-specific unobserved heterogeneity with year dummies (d_t = ln GDPwt +
…), and rearranging terms, we obtain the second equation that can also be estimated
with OLS:
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ln X_ijt = C + ln GDP_it + ln GDP_jt + dist_ij + contig_ij* + comlang_ij* + hist_ij*
+ llc_i* + llc_j* + rta_ijt* + rta_ldc_ijt* + gatt_ijt* + gatt_ldc_ijt* + ln tariff_jit* +
d_t (4)
Equation [4] is a good approximation to the theoretical model and has the
advantage of not losing the monadic variables while effectively removing the
multilateral resistance terms and being computationally less demanding. However,
coefficients from [3] are more accurate since they are derived directly from the
microeconomic theory. Both equations are estimated with OLS with robust standard
errors clustered by country-pair, allowing for intra-group correlation and correcting
for potential heteroskedasticy (which has been detected since the differences between
the standard errors of the clustered and non-clustered estimations are very significant).
We also estimate [4] using the Heckman selection sample model to take into
account the observations with zero trade. The selection equation is estimated with a
probit model as follows:
SEL = C + ln GDP_it + ln GDP_jt + dist_ij + contig_ij* + comlang_ij* + hist_ij* +
llc_i* + llc_j* + rta_ijt* + rta_ldc_ijt* + gatt_ijt* + gatt_ldc_ijt* + ln tariff_jit* +
ln_pop_it + d_t
Where SEL is a binary variable that takes value 1 if exports from i to j are
higher than zero (we treat exports below US$5,000 as zero trade as in Head, Mayer
and Ries (2010), and value 0 if exports are 0 or missing. The model is estimated in
two steps, running first the selection equation with a probit method, and then running
equation [4] for those cases with positive trade flows. According to the literature, we
add one extra variable to the selection equation, which in our case is the log of the
population of the exporter, which has an expected negative sign indicating that the
bigger the internal market is, the lower the need to export.
The estimation of the Poisson model uses also equation 4, however, in this
case the dependent variable is not log-linearized:
X_ijt = C + ln GDP_it + ln GDP_jt + dist_ij + contig_ij* + comlang_ij* + hist_ij* +
llc_i* + llc_j* + rta_ijt* + rta_ldc_ijt* + gatt_ijt* + gatt_ldc_ijt* + ln tariff_jit* + d_t
(5)
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Appendix 2 – List of countries (LDCs in bold letters)

Afghanistan
Armenia
Australia
Austria
Azerbaijan
Belgium
Bangladesh
Brazil
Brunei
Darussalam
Canada
Switzerland
China
Czech Republic
Germany
Denmark
Spain
Finland
France
United Kingdom
Georgia
Greece
Hong Kong
(China)

Hungary
Indonesia
India
Iran, Islamic
Republic of
Iceland
Italy
Japan
Kazakhstan
Kyrgyz Republic
Cambodia
Korea
Lao PDR
Sri Lanka
Luxembourg
Macau (China)
Maldives
Mexico
Mongolia
Myanmar
Malaysia
Netherlands
Norway
Nepal

New Zealand
Pakistan
Philippines
Papua New
Guinea
Poland
Portugal
RUSSIAN
Federation
Singapore
Solomon Islands
Slovak Republic
Sweden
Thailand
Tajikistan
Turkmenistan
Tonga
Turkey
United States
Uzbekistan
Viet Nam
Vanuatu
Samoa
South Africa
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Appendix 3 - Regression results for GATT/WTO membership vs PTAs comparison
VARIABLES

(1)
Fixed
effects+

(2)
OLS
B&B

(3)
Heckman
B&B

(4)
Selection
equation

(5)
Poisson
B&B

0.207***
(0.0396)
0.671***
(0.0912)
0.146
(0.287)
2.353***
(0.361)
-0.542
(0.481)

1.172***
(0.0160)
1.059***
(0.0145)
-0.827***
(0.0350)
0.462***
(0.120)
0.181
(0.102)
0.917***
(0.104)
-0.164**
(0.0677)
-0.141**
(0.0641)
-0.487***
(0.111)
-0.291***
(0.0969)
0.413***
(0.0395)
0.608***
(0.0913)
0.412
(0.332)
2.613***
(0.421)
-0.729
(0.553)

1.181***
(0.0161)
1.064***
(0.0144)
-0.832***
(0.0352)
0.462***
(0.120)
0.184
(0.102)
0.923***
(0.105)
-0.159**
(0.0680)
-0.140**
(0.0643)
-0.487***
(0.112)
-0.291***
(0.0972)
0.414***
(0.0396)
0.606***
(0.0912)
0.414
(0.333)
2.633***
(0.423)
-0.742
(0.553)

0.470***
(0.0181)
0.316***
(0.0152)
-0.129***
(0.0353)
0.396
(0.237)
0.404***
(0.102)
0.332***
(0.106)
0.0496
(0.0486)
0.0172
(0.0576)
0.201***
(0.0594)
-0.0304
(0.0874)
0.275***
(0.0540)
-0.0600
(0.0786)
0.185
(0.157)
0.714***
(0.255)
-0.375
(0.354)

0.818***
(0.0283)
0.880***
(0.0307)
-0.428***
(0.0454)
0.699***
(0.117)
0.558***
(0.106)
0.322**
(0.135)
-0.368***
(0.123)
-0.157
(0.117)
-1.018***
(0.218)
-0.663***
(0.211)
0.424***
(0.0609)
0.676***
(0.150)
-0.389
(0.693)
1.921***
(0.513)
-1.541
(1.499)

16.71***
(0.683)

-39.50***
(0.632)

-40.75***
(0.648)

-17.10***
(0.646)

-24.89***
(1.185)

47,114
0.846

47,114
0.767

52,365

52,365

52,365
0.867(pseudo)

ln_gdp_o
ln_gdp_d
ln_distw_star
contig_star
comlang_star
hist_star

-1.156***
(0.0430)
0.309**
(0.120)
0.198**
(0.0854)
0.878***
(0.0944)

landlocked_o_star
landlocked_d_star
ldc_o_star
ldc_d_star
rta_n_ldc_star
gatt_n_ldc_star
rta_ldc_o_star
gatt_ldc_o_star
ln_tar_ji_sa_star
Constant
Observations
Adjusted R-squared

Robust standard errors in parentheses clustered by country pair.
*** p<0.01, ** p<0.05, * p<0.010
+Variables are not starred but they are at the same position to facilitate comparison.
Year dummies have been used in all estimations.
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V. Aid for Trade: Why, what, and where are we?55
Bernard Hoekman
1. Introduction
While differences in view persist on the appropriate role of government
intervention, there is general agreement regarding the strong positive association
between economic development and trade expansion. The World Trade Organization
(WTO) promotes trade, and in that sense can be regarded as an institution that
promotes development. However, despite the boom in world trade that has occurred in
the last 30+ years – in part under the stewardship of the WTO (and before it the
General Agreement on Tariffs and Trade) – and the increasing participation of many
developing countries in world trade, many observers are concerned that the impact of
the WTO – and trade agreements more generally – is asymmetric: poor countries may
not be able to fully harness market opportunities because of a lack of competitiveness
and inability to deal with adjustment costs (see e.g., Oxfam, 2002; Rodrik, 2005;
Stiglitz, 2000). Even where it is agreed that specific disciplines are appropriate, the
burden of implementation costs may fall disproportionately on poorer countries (Finger
and Schuler, 2000).
One response to such concerns has been for high-income countries to provide
assistance – either through preferential access and/or financial transfers. Preferential
access can be regarded as a form of aid. Insofar as countries have preferred access to a
protected market, this will generate rents (financed by consumers) for the preferred
exporters. These are equivalent to a financial transfer. Official development assistance
– direct financial transfers – delivered through development cooperation agencies
working with recipient governments that may have trade expansion as an objective.
Historically, however, there has been very little if any connection or interaction
between development agencies and the GATT/WTO. This was by design: the GATT
(now WTO) focuses on reducing international spillovers created by national trade
policies by supporting the exchange of reciprocal commitments; development agencies
focus on supporting unilateral efforts by individual governments to raise per capita
incomes and improve human development indicators.
Since the launch of the Doha Round in 2001 there is an increasing recognition
that this historical parallelism or independence may not be desirable. Efforts to
mobilize more “Aid for Trade” – to allocate more development assistance to trade –
reflected a view in parts of the development community (developing country
governments, donors, aid agencies, development-focused NGOs) that there had been
some neglect on their side of the potential power of trade as an instrument to reduce
poverty. It also reflected a concern that more attention needed to be given to ensuring
that trade agreements “make sense” from a development perspective. The result was
greater engagement by development agencies in national trade policymaking in several
traditional donor countries (e.g., Sweden, the United Kingdom) and an increased
55
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Gamberoni and Richard Newfarmer for inputs.
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emphasis on building capacity in developing countries to define and defend trade
positions and priorities.
Conversely, the trade community (trade ministries,
negotiators) became more cognizant of the need to mobilize resources to support
implementation of negotiated trade policy-related disciplines, and deal with the
adjustment costs associated with trade reforms. More generally, starting in the early
2000s, there was increased recognition that better market access is not enough. To be
able to benefit from improved market access firms in developing countries need to be
competitive—that is, operate in a business environment that enables them to compete
with firms in other markets.
The goal of this chapter is to discuss the genesis of the AfT initiative, how it
came about, and where we are (progress to date). The chapter starts with a brief review
of the status quo ante – the approaches that were pursued pre-Doha Development
Agenda to address development concerns in the trading system (section 1). It then
discusses the emergence of AfT as a complement to the traditional focus on
(preferential) market access – using trade as a form of aid (section 2). This is followed
by a discussion of the state of play on AfT and the some of the challenges and options
for moving forward (section 3). Section 4 concludes.
2. The status quo ante
Given that the only instrument GATT/WTO members have at their disposal is
trade policy, it is not surprising that efforts to address development concerns by the
trade community have focused on the instruments they control. That is, the approach
taken by the GATT/WTO can be characterized as an effort to use “trade as aid.” There
are two dimensions to this approach. On the one hand there is the focus of the
institution on nondiscriminatory trade liberalization – which benefits all members,
including developing countries, through better access to export markets and helping to
lower own barriers to trade. On the other hand this effort to lower trade barriers on a
MFN basis is complemented with positive discrimination in favor of developing
countries through granting of preferential access to markets, as well as greater
flexibility/opt outs for developing countries for specific GATT/WTO rules.56
A large literature has emerged since then analyzing the effectiveness and
desirability of using such positive discrimination. Views differ.57 Some argue that in
principle the approach makes sense, but in practice has delivered limited benefits
because of the way it has been implemented. For example, a good case can be made
that the value of preferential access offered by developed countries was (greatly)
reduced as a result of product exclusions and restrictive administrative conditions
(rules of origin, quota limitations, etc. – see e.g., Hoekman, Martin and Primo-Braga,
2008).
Others are of the view that the use of trade preferences as a form of aid had
significant downsides, in part because it slowed down general liberalization on a
nondiscriminatory basis. A large body of research has shown that although a number of
56
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countries benefited from preference programs as a result of being granted quota rents
on traditional commodities such as sugar and bananas, this arguably worked against
their export diversification. Moreover, the plethora of preferential access programs
encouraged the proliferation of reciprocal trade agreements, further distorting world
trade flows and moving the trading system away from non-discrimination.58 The fact is
that despite preferences and special and differential treatment of developing countries,
many of the poorest WTO members saw their share of world trade stagnate or decline
between the 1970s and today.
Both sides agree that a major factor impeding the use of preferential access
programs is a lack of competitiveness and supply capacity in many of the beneficiary
countries. That suggests that using other instruments that provide direct assistance to
improve the competitiveness of firms and farmers would do more to improve trade
performance of the poorest countries. To a significant degree this insight underpinned
the move to put AfT on the agenda of the WTO and international policymaking.
3. The emergence of Aid for Trade on the policy agenda
What follows discusses some of the major forces that led to the emergence of
AfT on the international policy agenda.59 As an organizing device, the discussion
distinguishes between considerations that were particularly prominent in the trade
community and those that influenced the development community.
3.1. Trade community perspectives
From a trade community/WTO perspective, two types of concerns proved
important. The first revolved around what can be called the “Uruguay Round
hangover” – the gradual recognition on the part of many developing countries that the
results of the Round and the entry into force of the WTO entailed numerous
implementation obligations, some of which may require substantial financial and
human resources. An influential paper by Finger and Schuler (2000) highlighted that
the costs of implementation, if defined not just narrowly in terms of required legal and
regulatory changes, but in terms of what is necessary to benefit from a specific WTO
set of rules, could be high.60 However, the primary instrument used in the WTO to
address implementation problems was to grant transition periods to developing
countries. Assistance to meet the costs of implementation was a matter for
governments to request from national and international development agencies.
Relatively rapidly after the entry into force of the WTO it came to be
recognized that there was a need for coordination between such agencies and the
WTO, and that it would be beneficial to create a mechanism to assist WTO members in
obtaining assistance to address implementation challenges. This was the genesis of the
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Integrated Framework (IF) for Trade Related Technical Assistance – a result of the
1996 WTO Ministerial in Singapore. Basically a coordinating device involving the
WTO and 5 international agencies active in trade and development – the IMF, ITC,
UNCTAD, UNDP and the World Bank – the aim of the IF was to help the leastdeveloped countries (LDCs) undertake needs assessments for trade-related technical
assistance. The intention was that these needs would be addressed as part of the regular
delivery of assistance by the agencies and/or bilateral donors. Essentially an unfunded
mandate established by trade ministers, the IF achieved little in its early years. Over
time its functioning was improved as the development community began to devote
greater attention to the trade agenda. One important change was the creation in 2001 of
a dedicated trust fund to finance trade diagnostic activities and small technical
assistance projects. While this helped to cover the costs of identifying trade-related
priorities in LDCs, financing of projects and activities to address these priorities was
left to existing mechanisms for the allocation of development assistance.
A perception on the part of LDCs that the IF was primarily a mechanism for
studies as opposed to an instrument to deal with identified priorities led to calls on their
part for strengthening the mechanism and giving it substantially greater resources. A
2006 taskforce recommended that the IF be enhanced with a dedicated secretariat and a
funding mechanism for its work program (to be undertaken by the agencies and
contractors). This fund was recommended to be on the order of $200-400 million. As
of 2010 the Enhanced Integrated Framework (EIF) was fully operational, providing
assistance to national focal points in LDCs to define and identify trade priorities and
integrate these into national development and poverty reduction strategies. The IF – the
first formal effort to bring development agencies into the trade (WTO) picture – was an
initiative that came from the trade community, not the development community.61
A second factor that increased the attention given by the trade community to
aid (fiscal transfers) was the increasing difficulty in overcoming resistance to
expanding the coverage of the WTO through the DDA. The standard GATT/WTO
approach is to define a negotiating agenda that spans many areas. This helps to
mobilize more support for reforms in “sensitive” areas such as agriculture by creating
new opportunities for workers and firms that operate in other sectors (manufactures,
services, etc.). Through the reciprocity mechanism negotiators then seek to achieve
enough concessions from trading partners to induce those groups that would gain
(exporters) to balance the domestic political opposition by groups that would lose
protection.
Many smaller/poorer developing countries have little to offer in the reciprocal
negotiations game. They have no market power and cannot affect their terms of trade.
Many were also worried about the potential adjustment costs associated with global
liberalization on a MFN basis. Developing countries that benefit from extensive
preferential access to OECD markets stand to lose from nondiscriminatory trade
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liberalization. Global liberalization may also increase the prices net importers pay for
certain staples. (This can occur if production subsidies in rich countries are removed if
these subsidies suppressed world prices). For poor countries that have not diversified
their economies and that depend on preferential access to major markets, there may be
little immediate gain from multilateral trade reforms, especially if they do not
undertake reforms of their own in trade and domestic economic policy to improve their
competitiveness (Hoekman, 2002).62
Adjustment costs are an inevitable outcome of ambitious trade reform, whether
global or national. Addressing such costs, and putting in place a policy environment that
assures households that the reforms will result in new job opportunities, is therefore an
important political imperative (Bhagwati 2004; Sutherland et al. 2004; Zedillo and others
2005). Trade policy changes have important distributive consequences within and across
countries. Some countries and many individuals in all countries may experience losses as
a result of trade liberalization. In principle, aggregate gains will exceed aggregate
losses63, so that it is possible to redistribute incomes to compensate the losers while still
generating net overall benefits from the reform. In practice, however, political and
technical constraints preclude full compensation. Political constraints include equity
considerations—should those who introduced past trade-distorting policies at the cost of
society as a whole be compensated? Technical constraints include limitations on the
ability to tax and redistribute, and, more important, on the ability to identify losers and
design compensation programs in a way that does not distort the incentives to adjust
(Verdier, 2005).
Adding financial transfers/aid to the mix of instruments available to negotiators
can help address these types of concerns. The implication is to bring those who control
financial instruments into the picture. However, in the event, much of the push for
more AfT came from the development side of the house, not the trade community.
3.2. Development community perspectives
Support for integration into the world economy through liberalization of traderelated policies was a major aspect of the lending programs and activities of the IMF and
World Bank in the 1980s: In the 1990s there was a significant shift in the focus of these
institutions towards improving access to health and education, and working more closely
with governments to implement national poverty reduction strategies. A result of this
shift in focus and modus operandi was that a larger share of development assistance was
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directed towards social services and public expenditure management, with less resources
going to support infrastructure, agriculture and trade. In the early 2000s, many
developing country governments argued that more attention and resources be devoted to
stimulating economic growth. This view was supported by several major taskforce
reports. Thus, the UN Millennium Taskforce on Trade stressed that trade could do much
to help achieve the Millennium Development Goal of halving poverty by generating
higher growth rates (UN Millennium Project 2005). The same message came from the
Commission for Africa (2005).
The renewed recognition of the importance of trade for development led to an
increased focus by the development community on removing barriers in export markets
for firms and farmers in developing countries. However, the support for global
liberalization was accompanied by a strong emphasis on the need for complementary
policies and investments in low-income developing countries to improve the
competitiveness of firms and offset adjustment costs. The magnitude of the gains to
poor countries from global trade reforms depend on actions to create new jobs, raise
wages, and move producers out of subsistence agriculture. Global trade reform by
itself will not ensure these outcomes.64 Domestic supply constraints and high operating
costs are the main reason for the lack of trade growth and diversification in many of
the poorest developing countries. Without action to improve supply capacity, reduce
transport costs from remote areas, facilitate movement of goods across borders,
connect farmers to markets, etc. trade opportunities cannot be fully exploited and the
potential gains from trade will not be maximized (Prowse 2006).
The agenda is huge. Among possible complementary reforms, research in this
area identifies in particular actions to move households out of subsistence production
and to improve productivity. Given that poverty is concentrated in rural areas that
depend heavily on agriculture, trade opportunities can raise incomes but only if
products are produced for the market. This may require active intervention to help
households to make the switch—through extension services, access to credit, and
investments in infrastructure. Poor roads and ports, poorly performing customs,
weaknesses in regulatory capacity, and limited access to finance and business services
are all factors determining trade performance. They are all also areas where
development assistance can help support reform efforts of governments and enhance
the capacity to trade.
The World Bank Group regularly collects data on key trade-related regulatory
costs in both developing and high-income countries, including through the Doing
Business report and a variety of Logistics Performance Indicators. These data reveal
that red tape-related trade costs – both monetary and expressed in terms of time – are
higher in developing economies, with low income countries often having the worst
performance indicators (Table 1). The trade-impeding effect of these costs is
frequently greater than the restrictive impact of traditional border barriers such as
import tariffs.
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Table 1. Measures of domestic trade costs (averages by country group)

Logistics Performance Index (LPI) (score)
Doing Business import cost (US$)
Doing Business export cost (US$)
Trade Facilitation (score) (Wilson et al, 2005)

High
Income
3.9
813.6
774.4
6.1

Middle
income
3.0
1024.2
867.2
4.2

Low
income
2.8
1212.0
949.3
3.7

Source: Hoekman and Nicita (2011).
Notes: Higher scores and lower US$ figures are better. Doing Business monetary measures reflect the
average cost of shipping a standardized container to or from the port to warehouse.

Table 2 reports the predicted effect on trade if low-income countries were to
converge to a set of policies that would generate the observed average levels of some
of the indicators in middle-income countries (as reported in Table 1). These estimates
are based on a gravity regression—details of the methodology used can be found in
Hoekman and Nicita (2011). Their results suggest that reducing real trade costs will
have a bigger impact on trade flows than a reduction in applied tariffs to a uniform 5%
equivalent level. The predicted increases in trade volumes of low-income countries of
this convergence experiment are substantial. The largest increases in trade are
associated with actions to improve the logistics/trade facilitation scores (as measured
by the Logistics Performance Index). Improving performance on the Doing Business
indicator “trading across borders” (which measures the actual cost of getting a
standardized container from/to the port) would have an effect that is similar to what
could be obtained by reducing all applied tariffs to the 5% level.
In general terms, these results indicate that administrative and regulatory policies
are an important factor in impeding trade. This type of data collection and associated
research greatly increased the focus of governments on facilitating trade and taking
action to reduce trade costs. A key question for policymakers is of course how
performance can be increased – what needs to be done, what are the priorities? While
this requires country-specific analysis, a major dimension of facilitating trade is action to
reduce the incidence of internal tax/customs/police controls. Addressing this source of
operating cost – which increases the time needed for transport (an indirect cost) and
often requires bribes to officials – would have a high return (Wilson, Mann and Otsuki,
2005; Ikenson, 2008). Djankov, Freund and Cong (2006) conclude that each day of delay
reduces export volumes by 1% on average. For example, if Uganda reduced its factoryto-ship time from 58 days to 22 (the average for the world), exports may increase by
36%. This is equivalent to bringing Uganda 3,600 km closer to its trading partners – the
distance from Kampala to Dubai.
Table 2. Effects of convergence by low income countries to middle income average
Indicator/policy area
LPI Score
Doing Business, cost of trading
Uniform tariff equivalent for low income
countries reduced to 5%
Source: Hoekman and Nicita (2010).

Increase in Imports
15.2%
7.4%
5.7%

Increase in Exports
14.6%
4.1%
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The delays just discussed are due to administrative hurdles – customs and tax
procedures, clearance requirements and cargo inspections – often before the containers
reach the port. In addition to dealing with red tape, the trade agenda spans actions to
improve access to finance, telecommunications and power as well as transportation
infrastructure. Currently, the road transport network is so poor in much of Africa that
its diverse regions remain largely isolated from one another. Overland trade between
West Africa and South Africa is practically nonexistent. Within many countries, fertile
soil lies fallow because hauling produce to market is too expensive, time-consuming
and difficult. Much of the behind the border competitiveness agenda is services-related
and goes beyond transport. Power outages cost the median firm in Tanzania 5% of
sales. Firms try to cope by providing their own infrastructure: in Nigeria, over 90% of
firms with more than 20 employees have generators. But the marginal cost of such
power is about two and half times higher than power from the grid, and the capital cost
of a generator is equal to about 20% of the total cost of machinery and equipment.
Unreliable infrastructure can be most problematic for small firms, who are less likely
to be able to cope. Aid for Trade in all these areas can have a high payoff in terms of
supporting greater trade.
Another potential barrier to export growth and diversification is product
standards. Estimates of the investment costs for export industries of complying with
market product standards can be as high as 1% to 3% of the value of the trade flows
concerned (Maskus and Wilson, 2001). Firms in Africa report that product quality
standards rank just behind freight and transport charges as the most important factor
blocking export success (Wilson and Abiola, 2003). Case studies focusing on the costs
and benefits of health and safety standards come to similar conclusions, but also
demonstrate that the overall gains from making the associated investments can be
significant.65 This is another area where “Aid for Trade” can have a major impact on
the ability of countries to benefit from trade opportunities: by helping firms to upgrade
so as to satisfy prevailing market standards. One response to this agenda was the
creation of the Standards and Trade Development Facility (STDF) in 2004, a joint
venture between FAO, OIE, World Bank, WHO, and the WTO. The STDF aims to
assist developing countries implement and satisfy sanitary and phytosanitary measures
through projects and capacity building programs in the areas of food safety and plant
and animal health.
4. Progress and challenges in moving forward
The factors discussed above all had a role in building support for an effort to
expand AfT. The IF, JITAP, and the SDTF were three small-scale efforts to move
forward, the first two largely driven by Geneva-based agencies, the third the initiative of
the World Bank. The WTO hosted both the IF and the SDTF, and was an active
participant in JITAP (which included only the three Geneva-based trade agencies—ITC,
UNCTAD, WTO). In addition to these initiatives, increasing donor support came to be
allocated to capacity building efforts, especially for negotiations and for supporting
institutions based in Geneva (e.g., ICTSD, which publishes the very informative
65

Food Safety and Agricultural Health Standards: Challenges and Opportunities for Developing Country
Exports, Report No. 31207, World Bank, January 10, 2005.
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newsletter Bridges). Missing – especially from the perspective of developing countries –
was a substantial expansion in the magnitude of dedicated resources allocated to the
trade agenda.
Arguments for increased focus on – and resources for – the national trade agenda
in low-income countries were developed in a number of major reports and related
taskforces. These included the UN MDG taskforce on trade (UN, 2005), a follow-on
project supported by the UK Department for International Development focusing on the
global trade architecture (Zedillo and others, 2005), the Commission for Africa (2005)
report, a report commissioned by Sweden on developing countries and the WTO (Page
and Kleen, 2005), and a study by the Commonwealth Secretariat (Grynberg and Silva,
2004).
An important step towards mobilizing additional resources to bolster trade
capacity was the commitment by the G-8 heads of government in May 2005 to increase
aid to developing countries to build physical, human, and institutional capacity for
trade, and to grant additional support to build developing countries’ capacity to take
advantage of the new opportunities for trade that would result from a positive
conclusion of the Doha Round.66 At the September 2005 IMF/World Bank annual
meetings, agreement was reached on expanding the Integrated Framework by
providing it with additional resources to analyze trade needs and to ensure that these
needs are considered by governments and donors through existing development
assistance mechanisms—poverty reduction strategy papers and consultative
groups/donor roundtables (IMF and World Bank, 2005). There was also agreement to
consider extending the approach to span additional countries, and recognition of the
need to consider whether there should be a mechanism to support regional integration,
rather than just country-specific actions.
Prospects for mobilizing the needed assistance increased with the support
expressed for allocating additional aid to support trade capacity at the 2005 Hong Kong
Ministerial meeting of the WTO. That meeting called for a task force on AfT to be
established to recommend how to move forward in operationalizing this agenda. In its
report (WTO 2006), the taskforce sketched out a number of the key elements of
operationalizing a concerted effort to expand aid to strengthen trade capacity and
performance. This included mechanisms to better define priorities and to ensure that
funds and expertise be made available to address demands. The taskforce also stressed
the importance of more regular monitoring of AfT that is provided to developing
countries. Three key challenges were identified: determining trade priorities at the
national and regional level; responding to this through assistance and financing; and
effective monitoring and evaluation of both process and outcomes.
4.1. Determining trade priorities
The key challenge in operationalizing AfT is at the national level. There must
be constituencies that push for their trade agenda and work to make this a priority for
the government and the private sector. These groups should encompass both exporters
and importers, as they have common interests when it comes to the various factors that
66

See G-8 Declaration, Gleneagles, 2005, Africa text: paragraph 22 (a).
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affect the cost of trade transactions. They need to organize and have an interlocutor inor outside the government that will work to identify the priority areas for action, cost
these, and make the case that these are national priorities. Once priorities have been
identified and accepted by the government/parliament, it is necessary help ensure that
the case is made to the donor community, that projects are developed and financed, etc.
Monitoring of the follow-up process and continued engagement is important.
An effective system at the national level is by far the most important dimension
of operationalizing AfT. It is critical to solve a host of subsidiary issues related to
delivery of assistance – who (which agency, firm etc.) should do what; ensuring that
suppliers of assistance work together and complement each other; ensuring coherence
with what is done at the regional level, be it through North-South cooperation (e.g., the
Economic Partnership Agreements) or South-South cooperation (e.g., through the
regional economic communities in Africa), and so forth. The importance of this
national challenge is recognized in both the AFT taskforce report and the creation of
the Enhanced IF. The establishment of an earmarked trust fund of some $400 million
for the EIF will help finance the activities of national focal points in governments that
will raise the profile of trade interests in national fora, work with trade constituencies
to identify priorities for action, and follow up on the action plans that are agreed. The
effectiveness of the EIF to deliver the desired coordination will depend in part on
engagement with the private sector – the trade constituency in each country.
According to the OECD/WTO Partner Country Questionnaires almost all
countries receiving aid (79 of 83) have national development strategies, and more than
half (43) have “mainstreamed” trade in these strategies in the sense of having identified
trade-related priorities and action plans (OECD/WTO 2009). Another 32 developing
countries have partially mainstreamed trade activities, meaning that trade issues are
mentioned in national strategies, but there is an absence of operational targets/goals
and programs. A recent review of trade in World Bank Country Assistance Strategies
(CAS) found that AfT is now on the agenda of the majority of the Bank’s clients (65%
of CASs) (Strachan, 2009). This is translating into increased operational support to
help countries in the trade area (see World Bank, 2009).
Although much of the trade agenda at the country level will be sector- or
activity specific and revolve around enhancing competitiveness and bolstering the
“supply side,” there is also an equity dimension to the AfT agenda (Hoekman and
Prowse, 2009). Here the needs revolve around both ex ante identification of possible
vulnerable groups that may be negatively affected by liberalization – whether external
liberalization or own reforms – and design/financing of assistance, and ex post
monitoring of impacts.67
As many if not all countries are active members of regional trade agreements it
is important that the process of setting trade priorities at the national level attention
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The IMF and World Bank offer facilities to help countries finance adjustment shocks. The IMF’s
Trade Integration Mechanism (TIM) was created to provide for assistance in meeting balance of
payments needs that might arise from multilateral trade liberalization. An Exogenous Shocks Facility
was recently created by the IMF to provide policy support and financial assistance to low-income
countries facing exogenous shocks, including sudden trade-related shocks.
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also identifies regional trade priorities. Given that regional activities or projects must
be consistent with national priorities, a conscious effort to integrate the regional agenda
– including both North-South and South-South arrangements – into the national
priority setting process will often be needed. Most of the focus of development support
is at the national level; instruments to support multi-country projects and programs are
much less well developed (Hoekman and Njinkeu, 2008).
4.2. Financing the identified priority areas
The supply of AfT has been increasing over the 2002–9 period (figure 1). Aid
for Trade, according to the definition of the OECD/WTO, comprised about 23% of
total development assistance and about 33% of aid that donors and governments
allocated to particular sectors on average over that period. (This ‘sectoral allocable aid’
excludes funds for debt relief, administrative costs and budget support.) Aid for Trade
increased 60% in real terms between 2002–5 (the baseline) and 2009, with
commitments totaling some $40 billion in 2009.
AfT in each year goes largely to aid for building productive capacity and aid
for economic infrastructure, in approximately equal proportions. Low-income
countries saw their share of total AfT increase from 44% to 54%, while 59% ($4.7
billion) of the additional funds went to sub-Saharan Africa (OECD/WTO 2009). It
should be noted that the OECD definition used here is a broad measure of for trade, in
that it includes all financing of infrastructure except water and sanitation. The reason
for this is that it is very difficult to distinguish to what extent specific forms of
infrastructure support tradable, as opposed to non-tradable, activities. However, it
clearly overstates the overall magnitude of AfT. It should also be noted that the
OECD/WTO numbers exclude development assistance provided outside of the
framework of the OECD Development Assistance Committee, and thus do not cover
assistance provided by countries such as China.
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Figure 1. Aid for Trade (ODA), 2002–9 (constant 2009 $ million)

Source: OECD World bank (2009).
Note: Data are from the OECD-DAC CRS database and are based on the OECD/WTO
definition of AfT. Following Development Assistance Committee practice, ODA data exclude
non-concessional multilateral and bilateral lending. Building Productive Capacity includes
trade development activities which are identifiable in the CRS since 2007 flows. Trade-related
adjustment data are available since 2007 flows.

Middle-income countries are the largest recipient of AfT provided by bilateral
donors (including the European Commission), whereas multilateral aid agencies such
as the World Bank allocate some 80% of AfT to low-income countries. This raises the
question whether the ‘right’ countries get AfT. Gamberoni and Newfarmer (2009)
created a measure of potential demand for AfT based on ten indicators of trade
performance and trade capacity. Trade performance variables included export growth,
improvements in global market share, and increasing diversification. Trade capacity
included variables that were shown to affect trade growth controlling for other factors,
including incentives, infrastructure quality, and effectiveness of trade-related
institutions. Controlling for per capita income and the quality of the legal system as a
measure of creditworthiness, they find that countries with the greatest potential
demand—those that scored in the lower quintiles of these ten measures—on average
receive the most AfT. But they also note that the match between supply and demand is
far from exact: some countries received far less AfT than their potential demand would
otherwise indicate, based on their trade performance and capacity.
Donors provided low-income countries, including LDCs, with AfT of about
$15.6 billion in 2008. This amounted to some 40% of the total $39 billion in
concessional AfT commitments in 2008. The LDCs received about a quarter of AfT
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commitments.68 Donors provided about half of AfT commitments to middle-income
countries, mostly from bilateral sources. One generalization of importance is that
multilateral assistance (assistance through the International Development Association
and the regional development banks) on average channeled a far higher proportion of
their AfT concessional assistance to low-income countries than bilateral donors do.
Some 83% of every AfT dollar goes to low-income countries ($5.8 billion of a total of
$7.1 billion in assistance). Bilateral donors gave 30% of their AfT to low-income
countries. Lending and projects supported by the World Bank group demonstrates a
similar upward trend to AfT overall in the 2002–8 period.
Credibility and predictability of funding is critical to induce the level of
engagement that is needed to identify national trade-related priority areas for action.
Previous “best endeavor” promises to provide assistance for trade were only partly
realized, and more promises provide little assurance to low-income countries that their
concerns will be addressed. Various options have been proposed for financing AfT, of
which only the Enhanced Integrated Framework has become a reality.69 While the EIF
has funding available to support the process of identification and follow-up activities,
much (most) of the financing for trade-related projects and programs will continue to
come from and through existing mechanisms through which aid is allocated. There is
therefore no guarantee that once projects and priorities have been identified, the
financial resources needed for larger trade-related investments will be available.
This is often a major concern of proponents of AfT, but if the national-level
process works, this should not be a problem. That process should be able, in principle,
to work with the various agencies and actors that provide assistance, be it bilateral or
multilateral. Managing and controlling this process is a major challenge that requires
dedicated resources at the country/government level, but as long as this can be done,
existing instruments can deliver. In the case of the World Bank, for example, there has
been a significant increase in financing for trade projects in response to demand from
developing countries.
World Bank trade-related lending has more than tripled since 2002, rising to
some $27 billion in 2010 from about $7.2 billion in 2002 (figure 2). This is based on a
broad definition of trade-related lending, to correspond more closely with the
OECD/WTO definition, and includes the sectors of agriculture, energy and mining,
industry and trade, information and communication, and infrastructure. On the basis of
the World Bank’s own, more restrictive, classification of lending activities, in fiscal
year 2010 the World Bank provided a total of $1.8 billion in trade-related lending. This
is narrowly defined to cover only lending that is coded to the World Bank’s trade and
integration themes: export development and competitiveness; regional integration;
technology diffusion; and trade facilitation and market access. It excludes
infrastructure projects and trade finance. Based on this definition again, World Bank
lending in fiscal year 2010 represented a three-fold increase from fiscal year 2003
levels, when it amounted to $566 million.
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According to ESCAP calculations in 2009 this share increased to 30%. LDCs from Asia and the
Pacific received 8% of the total commitments or 26% of the commitments received by all LDCs.
69
See Zedillo et al. (2005), Page and Kleen (2005), Grynberg and Silva (2004) and Prowse (2006).
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Figure 2. Trends in World Bank trade lending, 2001-09

Source: World Bank

As noted previously, increasingly the trade policy and competitiveness agenda
is being pursued through regional integration and cooperation efforts. Hoekman and
Njinkeu (2008) argue that existing instruments to support regional cooperation are
inadequate, resulting in the under provision of financing and assistance for multicountry trade-related projects. Existing support mechanisms, including the EIF, center
on countries. For many developing countries, regional cooperation is an important
objective. It is also high on the agenda of the European Union and the United States,
which are increasingly negotiating reciprocal free trade agreements with developing
countries. The EU sees these agreements as instruments to encourage the formation of
economic integration arrangements among subsets of African, Caribbean, and Pacific
(ACP) countries.
Dedicated funds to support regional cooperation, covering both software
(regulatory institutions, policy changes) and hardware (infrastructure to support crosscountry flows of goods, services and people) could help to fill the gap that currently exists.
A concerted focus on identifying and financing regional projects that would help to
address the national priorities could also help overcome resistance to beneficial regional
market integration (beneficial in the sense of helping to attain the competitiveness
objective). A practical way forward would be for a proportion of donor funds for AfT to be
allocated to regional development banks, as well as to multilateral agencies for regional
projects. 70 Most regional and multilateral institutions already have trust funds through
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While proposals for earmarked funds are controversial, as earmarking can be inconsistent with aid
effectiveness (the activities for which funding is earmarked may not be a priority in individual
countries), the creation of a mechanism that earmarks an overall amount for trade does not need to imply
that countries must identify trade as a priority; it simply provides greater credibility to countries that if
they decide that trade projects are a priority, development assistance will be available.
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which such resources could be channeled. The regional agenda can in principle also be met
through existing instruments such as the EDF.71
4.3. Monitoring and evaluation of Aid for Trade
As donor commitments to increase AfT will not be implemented through a
multilateral fund or through other forms of pooling funds for this purpose, effective
monitoring of delivery of AfT and the extent to which it responds to national priorities
as defined by recipient governments is important. Effective monitoring is also
important to allow accurate assessments and evaluation of outcomes. The WTO Aid
for Trade taskforce (WTO 2006) called for multilateral monitoring of donor
“performance” – the delivery of resources to fund the priority trade projects identified
by developing countries. Concretely, it suggested the WTO organize an annual review
of AfT. Such global reviews were held in late 2007 and mid 2009, in addition to a
series of regional AfT reviews.
While aid and the aid business is not an area where the WTO has expertise, as
the world’s trade body the institution does have a clear interest in monitoring and
discussing what its high-income members have done to support trade competitiveness
of lower-income members. It therefore seems appropriate that the WTO take on this
role, working with international development agencies and bilateral donors to compile
and report data on AfT projects. Much of the required data is already collected by the
Development Assistance Committee of the OECD and reported in a joint DAC/WTO
database.
Although much emphasis has been put on the need to agree on a common
classification and monitoring of AfT flows, an OECD-WTO driven process of annual
summaries and scrutiny of aid delivery can only be of limited utility if it does not
engage national government agencies, local donor representatives and the private
sector. Data must be complemented by analysis of outcomes and assessments of
impacts. To be most useful the information on aid must be related to the priorities and
objectives that were identified by governments. Is the aid going to address those
needs? Was the aid effective in helping to attain the objectives? If not, why not? The
payoffs to such scrutiny will be at the national level, suggesting that monitoring and
evaluation needs to take place locally and feed into the process and deliberations that
inform the national prioritization processes. There is a major role here for local and
regional think tanks and research networks. The funding of such bodies should be a
priority in the allocation of AfT.
5. Conclusion
The AfT initiative was adopted remarkably rapidly by the trade and
development communities. One reason for this is that the rationale and objective is
greater trade; the aim is to maximize/leverage trade opportunities by enhancing
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For ACP countries, the Ninth European Development Fund (EDF) was to provide a total of € 20
billion through 2007. While this is intended for all types of development programs, the EDF offers a
potential vehicle to address specific trade capacity concerns.
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competitiveness. While the substance of the “AfT” agenda is certainly not a new one –
indeed, all of the areas for potential intervention have been pursued by developing
country governments and donors over many years – what is new about the recent focus
on this agenda is the recognition that these are matters that concern both the
international trade and development communities.
The implementation of the AfT initiative builds on existing mechanisms for the
delivery of assistance. By design, there is no central entity or global financial
coordination mechanism that takes the lead or is the focal point for delivering AfT.72
Instead, AfT is supplied through already existing country-based allocation mechanisms
by bilateral donors and international development agencies, supported by a combination
of smaller earmarked funds (most notably the EIF). The main objective of the EIF is to
assist LDC governments in identifying trade projects that can be considered in the
overall process of defining aid allocation priorities at the national level.
The country-centric approach is a major strength of the AfT initiative as it helps
ensure that aid targets priorities that have been identified by governments, but it has
somewhat reduced the “visibility” of the initiative. The recipient country-cum-donor
community-centric focus of the initiative arguable also reduces the potential impact of
the enterprise. Thus, there is relatively little engagement by and with the private sector,
and few mechanisms that transfer resources from middle income countries to lowincome economies (e.g., investment, knowledge). Developing such mechanisms and
greater involvement of the private sector could do much to enhance the effectiveness of
AfT in supporting trade and employment growth in low-income developing countries.
One can argue with the benefit of hindsight that a downside of the initial
response of the trade community to the need for AfT was the IF, as this instrument is
limited to the LDCs. The reason for this is that the LDC group is the only subset of
developing countries that is formally recognized in the WTO, and that this therefore
was seen as the only practical way of targeting assistance to a set of countries that
needed it the most while allowing other more advanced countries to be excluded by
donors. A result was that a number of countries that are in great need of assistance are
excluded from the EIF. The resulting gap can be filled through bilateral action to
support similar activities in non-LDCs, but the coverage of such assistance is unlikely
to be as comprehensive and coordination more difficult to achieve.
An important corollary of the emergence of the concept of AfT is that the WTO
membership has recognized that trade liberalization (market access and rules) alone is
not enough to benefit poor countries, and that promises to provide technical assistance
are an inadequate response to concerns about adjustment and implementation costs of
trade agreements. The emergence of AfT is also a signal that the development
community is according greater importance to the role that trade can play in fostering
higher growth rates in low-income countries. The AfT initiative can therefore be seen
as a move in the direction of greater international policy coherence. It appears
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In contrast to other areas that have recently been singled out as priorities for development assistance at
a global level – such as the Global Agricultural and Food Security Program (GAFSP) that was
established in 2009 with earmarked funding of $1 to $1.5 billion to scale-up agricultural assistance
targeted to the food security of low income countries – donors decided there was no need for such a
mechanism in the trade area.
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increasingly unlikely that the DDA will be brought to a successful conclusion.
Although a failure of the round would be a major setback for multilateral cooperation,
the AfT effort that was spawned by Doha is one concrete way in which the
negotiations will have contributed in a positive way to helping developing countries to
leverage available trade opportunities.
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