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Résumé

L’'aide au commerce, présentée comme un nouvel detdéveloppement prometteur, vise a soutenir
l'intégration commerciale des pays en développenientanque néanmoins a cette aide, pour asseoir
son efficacité et respecter les engagements padisigles donateurs, une dimension stratégique. D’un
point de vue théorique, cette étude présente fératites catégories d’aide au commerce et analyse
les relations entre IDE, aide au commerce et d@pelment. Elle propose également une typologie des
besoins liés au commerce pour un panel de payslefguider les bailleurs de fonds dans la définitio
de leurs stratégies d'offre. Cette typologie meteant des disparités aux niveaux national et negjo
ainsi qu’une faible intégration régionale. Les hesdiés au commerce, particulierement forts pesr |
régions de I'Afrique de I'Ouest et de I'Afrique d&st, sont importants dans le secteur des
infrastructures. Cet article souligne égalememhportance d’affiner la formulation des demandes
réelles du cété des bénéficiaires, de structurafré’ des bailleurs en fonction de leurs propres
compétences et d'approfondir la coordination efge différentes parties prenantes, dont acteurs
publics et acteurs privés. Enfin, une libéralisatfdus poussée des échanges ne suffira pas, a elle
seule, & enclencher une croissance forte et a @ela répartition géographique et sectorielle des
IDE. Des facteurs comme la stabilité politique,n/gonnement des entreprises, linfrastructure
matérielle, les institutions et le capital humaontségalement des dimensions fondamentales. En
particulier, une cohérence entre politiques comrakss, sectorielles, macroéconomiques et fiscales
est impérative, pour chaque pays et chaque régas également entre pays industrialisés et PED.

Abstract

Aid for trade is intended to support the integnatimf developing countries into the world trading
system. Although this form of aid is being haileslaapromising new development tool, it lacks the
strategic dimension that it needs if it is to bdytreffective and fulfil donors’ policy commitments
From a theoretical perspective, this paper presbetsarious aid-for-trade categories and analtrses
linkages between foreign direct investment, aidtfade and development. It also presents a typology
of trade-related needs for a panel of countriesetve as a guide for donors in formulating ther a
supply strategies. This typology reveals a numbbeligparities between countries and regions, as wel
as a low level of regional integration. Trade-retaheeds are particularly significant in West Adric
and East Africa, and substantial in the infrastiteetsector. This paper also stresses the imporizince
refining the formulation of actual demand by beciafies, structuring the aid supply in accordance
with donors’ specific areas of expertise and enimancoordination among the various stakeholders,
both public and private. Lastly, further trade fdlesation will not by itself suffice to generatemg
growth and improve the geographical and sectorstidution of foreign direct investment. Factors
such as political stability, the business climateysical infrastructure, institutions and humanitzdp
also play a fundamental role. Of particular impoce is the coherence of trade, sectoral,
macroeconomic and tax policies, not only within feaountry and region but also between
industrialised and developing countries.



Introduction

Since 23 July 2008, the World Trade OrganisationTQ)/ has had 153 member countries,
accounting for over 97% of world trade. The WTO@mages its members to adopt common rules in
order to minimise the risk of trade wars. In theaa} countries derive mutual benefits from such
reforms; thus, the more countries reform their dradlicies, the greater the benefits are suppased t
be. Building a trade system that encompasses ti@ityaf the world’s countries is therefore a neatt
for international co-operation, and donors havendgrest in helping countries join in. However, the
gains are not distributed equally across countragession to the WTO is costly and many
participants still carry very little weight in WT@egotiations (Mendoza and Bakadur, 2002). Despite
tariff preference systems and professed market ingerrade liberalisation has not brought the
expected results. The least developed countriesCé)Dare falling further behind in terms of
competitiveness; some developing countries (DCs)maaking no progress on integration into the
global market; and despite the efforts of theirgrownents, inflows of foreign direct investment (DI
are not about to arrive.

Recognition of this situation has initiated fargk@mg changes in the formulation of aid
policies. Within the category of official developntessistance (ODA), aid for trade (AfT), which was
officially endorsed at the 6th ministerial confezerin Hong Kong in December 2005, is increasingly
pointed to as a promising new development toads &n essential component of global ODA (21% in
2006, or about $22 billion), having the same staag health aid, food aid and educational aid.aly m
be described as funding in support of efforts (iwide variety of areas) to build the trade capaoity
DCs, particularly the LDCs. Apart from the activiby multilateral institutions and trust funds, most
AfT programmes are designed by bilateral donorsidw of the importance of AfT, as well as donor
policy statements concerning an increase in suttamd the need to fulfil their obligations undee th
Paris Declaration, donors will need to develop Affategies.

This paper presents a method for guiding donodefiming such strategies but also developing
country governments for helping them to manager tHevelopment policies. Throughout, special
attention is given to FDI in order to gain a deepederstanding of the linkages between trade, FDI
and development. In addition, the paper presentgpalogy aimed at identifying the needs of
beneficiary countries in order to set geographécal sectoral priorities. The suggestion of a sfiate
approach could benefit both to donors and partoentries, and it would allow to be in line with the
Paris Declaration on Aid Effectiveness of 2005.eed, country ownership, and the partnership
between countries for instance are key factorsctelarate progress on aid effectiveness. This has
been again recalled in the 2008 Accra Agenda faioAc First, this typology would help donors to
improve project selection within their respectiughcing capacities, and to be in line with benafic
countries’priorities. That would strengthen co-oated actions between donors and the developing
countries. Second, it would give some information developing country governments on their
priorities to incite them to take stronger leadgrsii their own development policies.

The first part of the paper presents AfT as a foolincreasing trade, and hence for fostering
development. Next, analysis of the current situnatieveals the absence of an AfT strategy that links
trade with development. The paper concludes byindiogl some thoughts on such a strategy for the
attention of AfT donors.



1. From “trade, not aid” to “aid for trade”

The lessons of history and advances in economigs heought radical changes in trade co-
operation policies. The “trade, not aid” principgenow out of date. Mere trade preferences are not
enough: not only do such systems need to be reftiirhbet at the same time, each country must
expand its productive capacity, comply with alldearegulations, factor in the trade policies of the
countries already present on the global marketedindnate infrastructure-related trade barriersvds
considerations such as these that first gave oigeT, which is supposed to help DCs become better
integrated into the international trading system.

1.1. Building productive capacity

1.1.1. Market opening: the theoretical benefits and the reality

In theory, trade encourages economies of scaled-tl@reby productivity gains, technology
diffusion and investment — as well as improvingeimives for development (Fontagné and Guérin,
1997; Frankel and Romer, 1999; Rodriguez and Rpdt@00; Sachs and Warner, 1995). The
formation of regional trade blocs also promotesagindby generating economies of scale. Moreover, it
encourages countries to achieve macroeconomic ogevee, with a view to creating a favourable
environment for international competition. It pro@® macroeconomic stability by encouraging
control of inflation, trade deficits and exchangges. Consequently, it is conducive to reform of
legislative and regulatory frameworks, and the ltegpimprovement in the quality of institutions or
governance should theoretically have a signifidampact on growth rategHall and Jones, 1999;
Acemogluet al, 2000; Easterly and Levine, 2003; Rodzikal, 2004)

According to these theoretical considerations, cedythe tariff barriers applied to DCs should
enable them to become better integrated into thieadjimarket. Their average level of trade integrati
and their dependence on the outside world may bgigd by the share of exports in their GDP.
According to this indicator, all developing regidrexcept East Africa are markedly more open and
more dependent on the outside world than are theD&ountries (Figure 1).

! Trade preferences do stand in need of improvemsnth as harmonisation, broader product covetagey transaction
costs and revised rules of origin. The erosionuzhspreferences has made them less important, lewand this paper
therefore focuses on AfT.

2 The following regions are studied here: North &di West Africa, Central Africa, East Africa, Soetth Africa, the

Association of South-East Asian Nations (ASEAN) dhel Caribbean (see Appendix 3). These are themsghat have
signed free trade agreements with the Europeanrimiavill do so in the near future.



Figure 1: Trade characteristics of regions (averagef 2002, 2003 and 2004 data, % of GDP)
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Where development co-operation policies are comeckrnhe European Union, Japan, the
United States and Canada have signed a numbereférential agreements with DCs. As such
preferential access favours economic developmedt teede, it should enhance exporting DCs’
competitive advantage and thus help to raise trewth rates. The formation of regional blocs and
the establishment of rules of origin should alszlitate intra-regional trade and stability.

And yet, although all the right conditions for teadpening seem to exist, economic takeoff has
not followed. To be sure, exports have increaseazbsolute terms, allowing some countries to make a
success of trade. Over the 1960-2004 period, exjranin sub-Saharan Africa rose from $5.7 billion to
$144 billion, and those from North Africa and thedille East jumped from $2.9 billion to $177
billion. As a share of the world market, howeverh<aharan Africa’s trade has been declining ever
since the 1960s (Figure 2). From 4.5% of world érad1960, it had fallen to 1.5% in 2004. For North
Africa and the Middle East, the trend is also doards, despite the increase recorded at the time of
the oil shocks.

Figure 2: Share of sub-Saharan Africa and Middle Eat/North Africa in exports to rest of world
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Moreover, economic opening has not brought anyidersble improvement in the sectoral
breakdown of value added. The average for theegions listed above is 28% of GDP for agriculture
and 44% for services. By way of comparison, in@eCD countries agriculture accounts for less than
2% of GDP and services for 72%. Lastly, export gtohas only in a few cases been accompanied by
sustained poverty reductidn

Thus, if trade is to contribute to poverty redustim DCs, trade integration should be an
accompaniment to national development rather the@ versa: a development-oriented approach to
trade will be more effective than a trade-orientggproach to development. The DCs, and more
especially the LDCs, need aid in order to builddortion capacitiésthat will promote national
development. According to UNCTAD, the fundamentéiat govern the development of productive
capacity — capital accumulation, technological pesg and structural change — have to this poim bee
extremely weak in most LDCs.

1.1.2. Low foreign direct investment despite strong incentives

Like investment in general, FDI is a growth factaifecting both overall demand and production
capacity. Opening up more quickly to FDI not only encougapital inflows but also increases
export market opportunities. Wilson and Cacho (30@% econometric analysis and case stfides
examine the relationship between FDI, trade ardetralated policy. Generally speaking, policied tha
tend to liberalise trade flows can help to increBB¢ and hence development, and conversely. In the
OECD countries, customs duty and price supports imfliyence the geographical distribution of FDI.
Such investment may also serve as a means of agoai circumventing customs duty. Another
possibility is for enterprises from one countryitwest in another country to take advantage of the
latter's tariff preferences with respect to a thtduntry. Participation in a regional free trade
agreement or customs union can open up investnpgairtunities.

DCs are making ever greater efforts to attract jmdit from FDI (UNCTAD, 2004, 2008,
2006, 2007, 200Db). As of end-2003, there were over 2,200 bilateralestment agreements
involving a total of 176 countries. The number déteral, regional or inter-regional trade agreetaen
that directly or indirectly affect investment isalincreasing. In addition, most countries do hop st
establishing a national legal framework designedreimove barriers to FDI, but also conclude
international investment agreements at variousldefl®@lateral, regional and multilateral) in order
make themselves more attractive to foreign investdhe datashow, however, that FDI flows are
primarily directed towards the developed countries.

3 See Cling (2006) for a detailed review of theréitere on this subject.

* Production capacities may be defined as “the prthki resources, entrepreneurial capabilities amdlyction linkages
which together determine the capacity of a coutdryproduce goods and services and enable it to gmavdevelop”
(UNCTAD, 200€).

® According to the OECD definition, FDI is an activivhereby an investor resident in one country @egua lasting
interest in an entity resident in another countvigh substantial influence over its managementsThay involve creating
an entirely new company (greenfield investment) roore often, changing the ownership status of exjsénterprises
through mergers and acquisitions. Some other tghdmancial transactions between related comparigmrticularly
reinvestment of the earnings of the investmentrprite, or other capital transfers — are also @efias FDI.

® Countries studied: Ghana, Mozambique, Tunisialdganda.

7 According to the UNCTAD database. Annual flows ex@ressed in millions of current dollars. The UNKIYreport on
FDI (2005) states that the trends observed in tefrfisws are compatible with those in terms ofcé®



Despite a 26.5% jump in FDI flows in 2006, Africathe continent that attracts the least FDI
(3.3% of global inward FDI and less than 10% of anev FDI to the DCs), far behind Asia, where
inward investment has skyrocketed since the 198€s Figure 3). Africa also has the lowest score in
terms of FDI flows per capita ($33.3 per capit®005), far below the average for the DCs ($61 per
capita). By way of comparison, annual FDI flows mapita amount to $572.6 in the developed
countries and $119.4 in the transition economiesthErmore, in contrast to Asia, only a small
fraction of FDI in African countries originates Africa (3% of the stock of FDI, as compared to 30%
in Asia).

Although Africa receives a very small share of gloBDI flows, it has recorded considerable
progress in volume terms. Annual FDI flows to A#&imcreased by a factor of 24 from 1970 to 2005,
with a particularly sharp increase since the 1988sa percentage of GDP, inward FDI flows in 2005
accounted for 2.1% of world GDP and 3.2% of GDRfirica.

Figure 3: Inward FDI flows
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In a context where the bulk of world trade is cortédd by multinational firms, FDI is a means
of becoming integrated into the globalisation pescet facilitates domestic employment and business
creation while at the same time generating exparemue. It also offers the benefits of technology
transfer: foreign investors bring with them innavatproduction processes, efficient organisational
methods and know-how that will gradually spreadtighout the country and boost its productivity.
The recipient country thus gets the benefit of mécdl progress without having to finance it. Thisoa
gives the recipient country access to new markgiass, considerable gains are expected in terms of
technology transfer, infrastructure developmeniemdiification of the industrial fabric, market asse
and promotion of private investment. Moreover, Fbimore stable than other forms of capital inflow
because it entails long-term involvement in thépieat country’s economy. FDI, which by its very
nature is long-term private investment, could helpeduce dependence on official aid.

From this standpoint, it would be particularly debie for AfT to contribute towards creating
an attractive environment for FI

8 According to the OECD (2002), the developed cdestcould use ODA to support investment project®liring both
public and private capital.



1.2. Integration into the world trading system

The process of accession to the WTO representbstasuial entry cost for DCs seeking to
participate in international trade, and this cestli the higher because other partners on theagjlob
scene have already imposed their rules. Consideggacity for trade policy analysis is heeded, not
only for accession but also for monitoring the rtegimns on a daily basis and implementing their
outcomes. The formation of regional blocs also iegufavourable regulation, in order to build
regional production capacity as well as to forniaaltes, which are necessary for taking the floor at
the WTO. Lastly, compliance with norms and stanslacdnstitutes a considerable barrier to the
integration of DCs in international trade. In th€TAxomenclature, development projects that seek to
facilitate integration into the global trading st are classified in thétrade policy and
regulations” category.

Furthermore, DCs face a number of short-term cassing from liberalisation. Aid projects
addressing these costs are classified irffttaele-related adjustment” category.

1.2.1. Trade policy and regulations

Developing countries have inadequate capacity fadet policy analysis. They are poorly
informed as to the economic and social impactsrade agreements. In addition to this structural
problem, knowledge accumulation in this field isreered by a high rate of turnover among officials,
who leave for better-paid posts (WTO, 2005). Goreents often turn to international consultants for
assistance in determining their strategic intergsuch agreements. The studies conducted by these
firms are costly and generally unsuited to the llmzantext. As a logical consequence of their poor
understanding of trade issues, DCs do not regadi tas a development tool. Their reluctance to give
commitments leads them to conclude trade agreemesistedly, and the agreements are not
necessarily suitable for them. This need for aieltcapacity building was mentioned explicitly in
the declaration that opened the Doha Round in 2001.

Analytical capacity building programmes should ut# efforts to teach DCs to form alliances
(for example, through common analytical tools) aacencourage them to make use of the dispute
settlement body.

Where mastery of trade policy and regulations isceoned, compliance with sanitary and
phytosanitary standards is regarded as the maistreamt on DCs’ participation in international tead
The proliferation of such standards is due to tiwease in global wealth and the reduction of ftarif
barriers, which leads countries to erect non-tédffriers. A number of studies have been conducted
assess the losses arising from these norms anthstisn the figures vary from sector to sector,tbat
amounts involved are considerable. FDI could helmganies to acquire the capacity to meet market
standards in OECD countries. Wilson and Cacho (Rd@wever, consider that investment may be
affected by these standards.

1.2.2. Trade-related adjustment

Talking about the long-term gains from liberalisatiamounts to asking how liberalisation
would improve resource allocation. However, advarnineeconomic analysis and the lessons of history



have shown the limitations of such reasoning. Eousts are in agreement about neither the global
gains from liberalisation nor the distribution bkse gains, as they take different views depenaling
the liberalisation scenarios considered and theeflind assumptions made (assumptions concerning
production factors, such as the mobility of land &bour, assumptions used to model services, etc.)
At all events, these gains, if any, are small (lds 1% of world GDP) (see the following works
from, respectively, the World Bank, CEPII and thari@gie Endowment: Andersat al, 2005;
Fontagné and Decreux, 2006; Polaski, 2006). Momeasen if it were proved that such gains are
obtained, they do not necessarily lead to signitigeoverty reduction and their size will depenctios
situation of each country (output structure, leMetievelopment etc.).

While there is disagreement on the overall impdidiberalisation on DCs, there is no doubt
that trade liberalisation entails short-term adjestt costs for these countries. Stolper and Sawmels
(1941) have shown that trade growth can have aidemrable impact on income distribution; low-
skilled workers, for example, have a great dealose. The costs of trade liberalisation and the
obstacles to liberalisation that would be profieafur all are better understood today, and theréosee
more clearly identified (Stiglitz and Charlton, Z)0These costs were acknowledged in September
2003 in a letter co-signed by the president of Werld Bank, the managing director of the
International Monetary Fund (IMF) and the direcg@meral of the WTO. Liberalisation entails
adjustment costs for both the private sector (elgour markets) and the public sector (loss of tax
revenue). The costs of labour market reallocati@nparticularly high in DCs having a large labour
force. These costs are summarised in Table 1.

Table 1: Adjustment costs connected with trade libmlisation

Opportunity cost of unemployed labour

Obsolescence of skills and country-specific formgualification
Labour Decline in wages and salaries

Costs of re-qualification

Private sector Personal costs (e.g. mental suffering)

Other costs (e.g. rent-seeking behaviour)

Opportunity cost of under-employed or idle capital

Capital Costs of obsolete capital (capital destruction)

Transition costs of transferring capital from onetivaty to
another

Change in the tax base

Social protection expenditures (e.g. unemploymengfits)

Public sector | Erosion of advantages stemming from preferentialdrtreatment

Efforts to maintain macroeconomic stability

Costs of implementing trade reform

Concerns unrelated to trade: food security, supfmortural areas, environmentg
concerns
Source:Fernandez de Cordoled al. (2005).

Fernandez de Cordoled al. (2005) provide a bibliography of the literature measurement of
adjustment costs. Most of the works listed conedaton a few specific adjustments, using models
developed specifically for this purpds&he reason is that general or partial equilibrimodels do not

® Models dealing specifically with the labour marlkstimate these losses at 12% of the gains defiven liberalisation
over the five years following implementation of thhade agreement (Magee, 1972), and the duratiamemployment
may be as much as 31 weeks (Bale, 1976).



capture these short-term adjustment costs; ratheh models yield long-term results. Moreover, they
are static, providing only a snapshot of the econtwefore and after the tariff shock; they are thus
incapable of capturing intermediate effects on ougnd employment. More specifically, they do not
estimate the duration of unemployment and do neagd model the labour market, or lack the data
needed to do so. Lastly, few of these studies axarttie adjustment costs of liberalisation in DCs.
Many of them arex postdescriptive studies.

At the macroeconomic level, some countries are ampeing erosion of trade preferentes
The consequences of this vary with countries’ maooaomic situation, and more particularly with
their ability to make budget transfers (and hendé their debt/GDP ratios), labour market rigiditie
or exchange rate regime. Taken as a whole, thestiire indicates that the problem of preference
erosion varies very widely from one country or sedb the next (Lippoldt and Kowalski, 2005;
Alexandraki and Lankes, 208

In sum, liberalisation will necessarily entail noegligible adjustment costs for DCs. AfT
designed to facilitate such adjustments is classifn the “trade-related adjustment” category.

1.3. Infrastructure-related constraints on trade

For many years, the volume and distribution ofrimé¢ional trade were explained by reference to
policy obstacles alone. In reality, however, thestcof trade is a determining factor (Limao and
Venables, 2001). About half of world trade takeacpl between countries located less than 3 000
kilometres from one another. For some DCs, transmsts can be several times higher than those of
developed countries, because they are locatedefdritm relevant import and export markets, because
their infrastructure is inadequate or because #ieylandlocked and their neighbours have inadequate
infrastructure. According to some estimates, lackkal countries face transport costs 50% higher than
those of comparable economies that have a seaemasthe doubling of transport costs reduces trade
flows by approximately half.

Apart from high freight costs (which are still hegghwhen oil prices surge and the US dollar is
strong), the unpredictability of the time requiriedt transport (due to unreliable transport senjices
engenders substantial costs. This unpredictalidigven more of a problem for landlocked countries.
According to Arviset al. (2007), a country without an outlet to the sed halve less trade and slower
growth than a maritime country, mainly as a restithese transport uncertainties. It is estimaled &
delay of one day in delivery of goods is equivalemtaverage to a decline of over 1% in trade, @nto
additional distance of 70 km between trade partnEine impact is such delay is greater for DCs,
which generally trade in perishable products (Meli2003). In practice, the price impact of
unpredictability depends on the nature of the gand on the size of the supplier country (a large
country will be able to influence world prices, whia small country will not). There are other

10 Gradual liberalisation of markets via the reductirf customs duty rates with respect to the reshefworld (most-
favoured-nation rate of duty) has a direct imparcttee level of preferential margins.

™ The international financial institutions have masisms to finance the cost to DCs of preferencsi@no For example,
in April 2004 the IMF adopted a trade integratioeaianism that is available to countries subjectedriforeseeable
pressures on their balance of payments, such aertiséon of tariff preferences. The costs of adiestt could also be
borne by the IMF's Growth and Poverty Reductioniligq GPRF) or the Extended Financing Facility (BF

10



obstacles to transport — corruption, excessivelagigu, inefficiency of the private sector and so-o
but they are less important than the unreliabditg unpredictability of transport services.

Access to world markets thus depends as well, mgeled primarily, on physical constraints such
as the availability of trade corridors and transpsystems. This is the issue of trade-related
infrastructure. According to the model developeddjgnkovet al. (2006), cutting the factory-to-ship
transport time from 48 days to 10 would increade Saharan Africa’s exports by 10%. At the global
level, improvements in port efficiency and custamgimes, as well as rationalised and/or harmonised
regulatory policy, can be highly beneficial fordea International coordination is essential in orde
avoid under-investment in transport infrastructdé@vances in port efficiency, regulatory systemd an
international transport infrastructure bring a tiekly greater increase in exports than in imports
(Wilsonet al, 2004).

The AfT categorytrade-related infrastructure” covers all activities relating to goods transport,
communications and energy.

1.4. The AfT nomenclature

To deal with these trade barriers, the Task Forcedid for Tradé? appointed by the WTO to
“operationalise” AfT proposed a broad definitiontbfs form of aid in July 2006 (see Appendix 1),
comprising:

« The AfT categories that cover traditional formsad, including technical assistance and trade
capacity building, aretrade policy and regulations and trade development In the
commitments given by WTO members after the 2005gH¢ong conference, AfT was limited
to these two categories. Similarly, they are théy dwo categories covered by the joint
WTO/OECD Trade Capacity Building Database (TCBB)B created for the obligatory
monitoring of WTO members’ AfT contributions.

¢ Recognition of four other categories is in progrdsade-related infrastructure, building
productive capacity, trade-related adjustmentandother trade-related needs

12 At the December 2005 interministerial conferenteHong Kong, the WTO set up a Task Force on AidTade to
produce reports and recommendations on the posiblgguration of an effective AfT mechanism, witview to making
such aid operational. The membership of the Taskd=was announced on 8 February 2006: BarbadogijlBEanada,
China, Colombia, the European Union, India, Jafdmajland, the United States and the coordinatoth@fACP Group,
the African Group and the LDC Group. The Task Farcehaired by the Permanent Representative of Suéal the
WTO, Ambassador Mia Horn af Rantzien, in her peascapacity.

13 http://tcbdb.wto.org, http://oecd.org/dac/trade.

11



2. The lack of an AfT strategy
2.1. Analysis of aid for trade at global level

2.1.1. A confused tangle of AfT programmes

Many different contributors are involved in providi AfT. Bilateral and multilateral donors
finance projects, as well as contributing to triustds used to conduct joint projects. Appendixssli
the specific contributions of certain AfT donorsr@idering the number of parties involved, the WTO
member countries recognised in the Doha Declardtian there was an urgent need for effective
coordination of the actions of multilateral andabéral donors, and for more assured, predictable
financing of AfT.

More specifically, to help LDCs incorporate tradstes in their national development plans
and poverty reduction strategy papers, an Integrdteamework of Trade-Related Technical
Assistance for LDCs was created in 1997, in theeagfikhe action plan for the LDCs. This framework
is used to provide trade-related technical asgistan accordance with the needs identified by the
countries themselves (LDCs only). The Integrateair@work comprises six multilateral institutions
(World Bank, IMF, UNCTAD, WTO, UNDP, Internationafade Centre) and 17 contributtrs

2.1.2. Analysisof aid for trade in 2006

The joint WTO/OECD report on trade capacity buiglfv TO/OECD, 2006) is an analysis of
the TCBDB database, which tracks AfT activitiegslturrently based on the three main categories of
AfT: trade policy and regulations, trade developtand infrastructure. Their joint contribution to
total AfT rose gradually from $11 billion in 2004 $18 billion in 2004, falling back to $15.5 bilfian
current dollars in 2005. On average, the breakdamong these categories is as follows: 6% for trade
policy and regulations, 13% for trade developmamdl 81% for infrastructure. It should be noted,
however, that this breakdown by funding amountsvides no indication as to the relative
effectiveness of the categories; for example, tirasscommitted to infrastructure projects are vastly
greater than those provided for training in traggatiation, but do not necessarily signify greater
efficiency.

Contributions are increasingly provided by bilatedonors, which made 69% of total
contributions in 2005, primarily for trade develogm (64%) and infrastructure (72%) (see Appendix
2). Only the “trade policy and regulations” categ@® primarily multilateral. Lastly, the trust fusd
have been growing steadily since 2001.

Africa is the main beneficiary region, receivingeethird of total contributions. Allocations to
Africa are rising, mainly directed to sub-Saharafricd. Asia receives large contributions for
infrastructure (50% of the total).

14 Belgium, Canada, Denmark, Finland, France, Ireldtady, Japan, Netherlands, Norway, Sweden, Switnd, United
Kingdom, United States, World Bank, European Corsinis UNDP.
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Figure 4: The three main AfT categories, by continet (millions of constant 2004 US$)
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As can be seen in Figure 5, the lower middle-incacpentries (LMICs) are the largest
beneficiaries (49% of total contributions in 2006lowever, the LDCs receive many contributions
through regional programmes and trust funds.

Figure 5: The three main AfT categories, by benefiary countries group (millions of
constant 2004 US$)
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Source:WTO/OECD (2006).

Note:

LDCs: Least developed countries. The 50 countrgssgehated by the United Nations as least developdtie basis of
levels of income, economic diversification and abdevelopment.

OLICs: Other low-income countries. This categorynpoises all countries not classed as LDCs but lgaginss national
income per capita of less than $825 in 2004 (WBHdk Atlas basis).

LMICs: Lower middle-income countries. All countribaving gross national income per capita betwe@t $&d $3,255
in 2004.

UMICs: Upper middle-income countries. All countriggving gross national income per capita betwee?583and
$10,065 in 2004.

It is difficult to identify strategic factors atajpal level. The amounts fluctuate from year to year
and from one country to another. Despite the psmmeade at the international level with the TCBDB,
coordination among donors is still weak. The aidvited by multilateral and bilateral donors is
rendered less effective by a general lack of gratplanning. Donors’ actions remain relatively
uncoordinated operations undertaken as the opptytarises. As for the Integrated Framework, it
proved inadequate, leading to the launch of an aaokd Integrated Framework” in 2007.
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2.2. The need for donors to define a strategy

The absence of a strategic framework for the gngntif AfT is probably due to the risks that
such programmes entail for donors. Solignac Lecd@@81) identifies various risk factors associated
with AfT programmes:

- Negative discriminatiort donors may be reluctant to undertake capacitlglimgj in areas where they
perceive the beneficiaries’ interests as being raopntto their own (e.g. creating or strengthening
capacity to contest anti-dumping measures takesthsr countries).

- Positive discrimination: donors may prefer to generate benefits for thein economies or firms
rather than undertake operations that would prigmaegnefit receiving countries.

- Tied aid: most of the profits go to suppliers of capitabde and technical assistance. Many donor-
sponsored activities are presented — and in sosesaightly so — as development aid, but often the
bulk of the budget, which can be large, is pockégdonor-country suppliers, NGOs and consultants,
with no real guarantee that they are the mostiefficsuppliers or that the project itself really
addresses a development priority. In practice, a@ll takes the form of projects that include a
considerable amount of technical assistance frend¢mor country.

Nevertheless, donors are now obliged to developraaegy, because AfT, now officially a
component of ODA, must adhere to the goals sethfamt the Paris Declaration: ownership,
harmonisation, alignment, results and mutual resibdity. The reports on trade published in 2005 by
UNCTAD and the UK's Commission for Africa and thenclusions of the G8 Gleneagles summit all
mention the need for increased support for trageadty building. Many policy statements have been
issued to announce an increase in AfT: the Europdsion confirmed the importance of AfT by
announcing that its aid would increase to €2 hilleoyear by 2010; the United States has promised to
double its annual funding to $2.7 billion by 20E%d Japan has announced it will contribute $10
billion over three years.

In June 2007, at the G8 Heiligendamm summit, tserabled heads of state also recommended
that this increased aid be directed towards crgatifavourable environment for FDI, and this cals h
been echoed by UNCTAD and the OECD. The searchffective methods of increasing FDI in DCs
is expected to a key issue at the 12th sessidmeoftcra Conference in April 2008. In view of dlig,
it has become indispensable to develop a strafegmcework as a guide for the allocation of AfT
resources.

3. Outline of a strategic approach to aid for trade
3.1. Strategic framework

Donors should set their AfT priorities according to

- the AfT needs of beneficiary countries. These nesddd be identified through a typology
such as the one presented in the next sub-secliois. should improve partnerships

5 The WTO and OECD have jointly drafted a questidmnt study existing strategies in this respect provide strategic
guidelines for the formulation of such a stratefgganework.
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between donors and developing countries, whatrisidered as a key factor to progress on
aid effectiveness (in the Declaration of Paris @2 as well as in the Accra Agenda for
Action in 2008°).

- the activities of other donors and the comparatvantages of each donor. These
advantages stem from the specific features of ekeior: funding allocated, expertise,
priority area of operations, etc.;

- a comparison between the needs of beneficiariestemndxisting or potential supply of aid.
This would make it possible to draw up strategarfeworks classifying the operations of
each donor by mode of aid delivery (AfT categoriegerating procedures etc.) and by
country or region. A higher dialogue on developmgalicies has to be engage to select
appropriated aid programs. This would allow to rggthen country ownership over
development which is one of the weaknesses unedriim Accra. Also, this could help to
reduce the fragmentation of aid by improving thenptementarity of donors’efforts and the
division of labour among donors, including allooatiof resources within sectors, within
countries and across countries (Accra, 2008).

3.2. Typology of current and future AfT needs

To develop a strategy on the supply side, it ig®tsal to pinpoint the specific demand of each
country in terms of aid for trade, but this is eassaid than done. Consider the example of the
Integrated Framework, which was supposed to césgréthe AfT needs of LDCs, and on this basis to
provide a tool to make the AfT of the various danonore effective. The IF has met with great
difficulties and has not succeeded in this goalwésess the fact that trade is still insufficigntl
integrated into national development plans.

This paper therefore undertakes to develop a tygyodd the trade needs of certain countries. It
is a new typology, and is in keeping with curresgaarch aimed at identifying countries’ trade-eslat
needs. In particular, the International Trade Geistrconducting research on indicators that wilert
the trade needs of all countries, which will makedssible to develop typologies for multiple study
areas. For our present purposes, the “study asdeted consists of the countries to which the Agen
Francaise de Développement provides AfT, and thelbgy itself draws on existing indicators that
seemed particularly relevant to the AFD’s practices

3.2.1. Method

To pinpoint individual countries’ trade-related deg we selected a number of indicators
relating to the categories used in the AfT nomenota This tool has certain statistical limitatipns
however, owing to problems of data availability amdiability. Thus, the typology presented here
cannot by itself serve as the foundation for an Affategy, but it does allow us to identify prim#
for action.

16 See the official website of the Accra Agenda: #tpww.accrahlf.net/.
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a. Choice of study area
Owing to data availability constraints, this typgjocovers 50 countriésbelonging to the
Priority Solidarity Zone of French development quematiort®. Its results can be analysed at either the
country or the regional level (see Appendix 3). Tegions considered here are the economic regions
concerned by free trade agreements with the Europé@on: North African countries via the
Barcelona process; for other African countries,rdgions concerned by the negotiations on Economic
Partnership Agreements; and the ASEAN and Caribbegions.

The aim of the typology is to establish a rankifghe trade-related needs of these countries in
order of importance. This ranking is constructelélyan the basis of this panel of countries; thies
not mean that the best-integrated countries appgean this list (hence those that require the la@bt
do not need AfT, but they take lower priority imrtes of aid allocation.

b. Scoring method
For each variable selected, countries receive saafrd, 2, 3 or 4; a score of 1 is assigned to

countries most in need of AfT in regard to the &ble considered, and a score of 4 to those least in
need. The panel of countries is thus divided intartiles based on their scores for each vartable

c. Choice of variables

It is no easy matter to establish indicators sunat each clearly reflects one category of the
AfT nomenclature, since these categories stradatienton themes. It is thus simpler and more to the
point to consider the three main objectives of ABee Table 2)support for trade-oriented
production (which covers the AfT categories “trade developrheand “building productive
capacity”), support for integration into the world trading system (covering “trade policy and
regulations” and “trade-related adjustment”) astdengthening trade-related infrastructure. We
focused on these three objectives, since if DCdatmcome integrated into international tradey the
must produce, must have access to the world markétmust be able to transport their goods and
services. Our analysis thus considers the five roaiegories of Af° from this point of view.

7 Algeria, Angola, Benin, Burkina Faso, Burundi, G@odia, Cameroon, Cape Verde, Central African Repulithad,
Comoros, Congo Rep. (Brazzaville), Cote d’'lvoiregniibcratic Republic of Congo, Dominican Republic,u&grial
Guinea, Eritrea, Ethiopia, Gabon, Gambia, Ghanain€ Guinea-Bissau, Haiti, Kenya, Laos, Lebanoibetia,
Madagascar, Mali, Morocco, Mauritania, Mozambigidamibia, Niger, Nigeria, Rwanda, Sao Tome and Hrac
Senegal, Sierra Leone, South Africa, Sudan, Sundranzania, Togo, Tunisia, Uganda, Viet Nam, YenZémbabwe.

18 The Priority Solidarity Zone is a list of counsidor which the French government considers thaA@@n have a
particularly useful impact on the development afitutions, society and the economy. The governrdesw up this list in
1998.

¥ The interval between the maximum and minimum \&lfethe variable (for our sample of countriesiisded into four
equal parts.

2 The category “other trade-related needs” is exal das this category has been only sketchily desdrand has no
specific objective.
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Table 2: Indicators selected for the various AfT ofectives and categories

Category in the AfT
nomenclature

AfT objective

Indicators selected

Trade development

Building productive
capacity

Support for trade-oriente
production

o}

trade balance

population growth

export concentration index

time required to start a business

Trade policy and
regulations

Trade-related adjustmen

Support for integration
into the world trading
system

evaluation of the need for training in trade
negotiations

share of intra-regional trade

geographical diversification of imports
geographical diversification of exports
share of customs revenue in government
revenue

Trade-related
infrastructure

Strengthening trade-
related infrastructure

time required for export

* cost of exporting

The variables used, whether qualitative or quantégin the latter case, we use the average of
the last three available years, namely 2002, 20@B2904), were selected with an eye to statistical
availability.

< Support for trade-oriented production
Several variables were selected for the analysssipport for trade-oriented production:

- Thetrade balanceis the difference between exports and importsonfdg and services (as a
percentage of GDP). We assign a score of 1 to degntith a poor trade balance, as this attestiseo
difficulty they experience in producing and expogtienough to pay for the imports they need. This
score indicates a need to build productive or fregapacity, and implies a tendency to indebtedness
that is incompatible with development. The coustiiethe sample all run a trade deficit except Bout
Africa (which exports minerals) and the oil-prochgicountries (Nigeria, Angola, Céte d'lvoire,
Algeria, Gabon, Congo).

Figure 6: Trade balance of the countries in the pasl (% of GDP)

17



40 -

"I H!ll]ll]lllll]l]ll]lllﬂl"""‘“”mm“""'u'l’u

20"

2

,60,

_80,

= ) Q= 858 a8s s 5880 o 5

S L PR N R L R R R b S T
FplfE 05295 gREnt ot 2R cR50585 a3E0ss 0P BR0
Safs Goge; C3gSEaR U o§ Op FpF0iracod pe=ely
58 5¢ £ 3 ¢ N g4 %% 8 8
& 3 &

Source:WDI.
Note: The regions are represented by colours: blue fatiNafrica, green for Central Africa, red for Wesfrica, yellow

for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tlieher” category (in
white).

- The population growth indicator used is the estimated population growate from 2006 to
205G It reflects future needs in terms of local supply score of 1 is assigned to countries
experiencing explosive population growth (notablgliMand Niger). In South Africa, in contrast, the
population is projected to shrink, as its upwaeadr has been reversed by the HIV/AIDS epidemic.

Figure 7: Estimated rate of population growth, 200660
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Source:FAO.
Note: The regions are represented by colours: blue fatiNafrica, green for Central Africa, red for Wesfrica, yellow

for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tli¢her” category (in
white).

2L The formula used is (pop 2050 — pop 2006) / pdps2Wheregpopis the number of inhabitants (census data for 2006
FAO forecasts for 2050).
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- The export concentration indexindicates the diversification of the products exed?. An index
close to 1 (which will be scored 1) indicates tegports are very highly concentrated, i.e. thatonl
one or a few products are exported. A value clas® f{which will be scored 4) indicates more
diversified trade.

The results are quite varied across the panel witces. Cambodia and South Africa receive the best
scores, whereas the exports of many African coemtire based on a rather low number of products.
This index reveals countries’ dependence on certarkets, and in particular highlights the case of
the oil-producing countries (Angola, Guinea, Galidigeria etc.).

Figure 8: Export concentration index
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Note: The regions are represented by colours: blue fathNafrica, green for Central Africa, red for Westrica, yellow
for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tl¢her” category (in
white).

- The time required to start a busines®® indicates the extent of the bureaucratic condsain
that can affect activities related to the countryiternational trade (production, processing, teig
etc.). A score of 1 is assigned to those countriesre the most time is required to start a busiress

2 |t is calculated on the same basis as the Hetfindaschmann index, according to the following rfurla:

SHEE

=1

n

1-+fl/n

where H = index value for the country; * value of exports of produit i, and n = numberpodduct groups (from the
Standard International Trade Classification, reris3, at the three-digit level).

% The time required to start a business is recoidathys. This figure, provided by incorporation jass, indicates the
median time required to carry out the whole procedwhich is considered to be completed once thapemy has
received all the documents involved, such as éeatds or tax registration. If a part of the pragedcan be accomplished
more quickly at an additional cost, then the quitkmethod is chosen. The time that the entrepresgemds collecting
information is not counted. It is assumed thatehtepreneur knows all the rules at the outsetkaoevs in what order the
various steps must be carried out, but has ndtaetany contacts with government officials.
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over half the countries in the panel, it takes lbss two months to deal with these administrative
formalities; for the others, a good deal more tisieequired — up to 694 days in Suriname and 233
days in Guinea-Bissau.

Figure 9: Time required to start a business (days)
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Source:World Bank,Doing Business 2006.
Note: The regions are represented by colours: blue fathNafrica, green for Central Africa, red for Westrica, yellow

for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tlmther” category (in
white).

< Support for integration into the world trading system

Where support for integration into the world traglisystem is concerned, the following
variables are studied:

- Theneed for training in trade negotiationswas evaluated on the basis of the experience of
four experts from the UN Economic Commission foriéd. They were asked to rank the countries on
the list by their level of need for further knowgdin the field of trade negotiations and regulaio
assigning a score of 1 to those in greatest neg@acore of 4 to those least in need. The cogntifie
sub-Saharan Africa are particularly in need ofniirag in trade negotiations.
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Figure 10: Need for training in trade negotiations(scored on a scale from 1 to 4)
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Source:UN Economic Commission for Africa.

Note: The regions are represented by colours: blue fathNafrica, green for Central Africa, red for Westrica, yellow
for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in thither” category (in
white).

- To evaluate regional integration, several indicetmay be used: the share of intra-regional
trade and indicators of the geographical diveratfan of trade partners.

- The share of intra-regional trade in a country’s total external trade (exports plmportsf* is
calculated on the basis of the regions selétt&buntries whose regional exports account for @nly
small share of total exports receive a score dfidmibia, Zimbabwe and Burkina Faso seem to be
actively involved in regional trade. On the whdiewever, the countries covered in this study ate no
strongly oriented towards such trade.

24 The formula is as follows: regional (exports + ortg) / total (exports + imports).
% see Appendix 3, “Economic regions used in the lypg'.
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Figure 11: Share of intra-regional trade in total rade (%)
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Note: The regions are represented by colours: blue fathNafrica, green for Central Africa, red for Westrica, yellow
for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tlieher” category (in
white).

- The twoindicators of geographical diversificationshow each country’s trade with its three main
trading partners as a percentage of its total tir@éparate indicators are calculated for imports an
exports. The higher the percentage, the more depenide country is on the economic (and political)
situation of a few partners (this is true for imgoas well as exports). For the countries studeze,h
these indicators of geographical diversificatiom fietween 30% and 90%, with a mean of 43% for
imports and 55% for exports. This means that tlvesmtries have more import partners than export
partners. Ghana and Kenya are found to be the geasfraphically diversified when both imports and
exports are considered. Countries whose trade shitilgsgeographical diversification include Sao
Tome and Principe, undoubtedly because this isstand state; countries with abundant natural
resources, such as Sierra Leone and Gabon; andriesuwhose neighbours have more developed
economies, such as Namibia (close to South Africa).
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Figure 12: Geographical diversification (as % of inports)
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Figure 13: Geographical diversification (as % of egorts)
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white).

- Theshare of customs revenue in government revenug the share estimated by the World

Bank, taking account of all receipts in local cagg. The score of 1 is assigned to countries wtigse
share is high, as these countries will need subiatasid to meet the costs of adjustment to the
liberalisation process. These costs will be all tigher for countries whose exports show little
diversification. Some countries are extremely dejean on customs revenue: it accounts for over 50%
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of the GDP of Gambia, Niger and the Comoros, armeds 30% of GDP in many West African and
East African countries.

Figure 14: Share of customs revenue in governmengvenue (% of GDP)
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for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tli¢her” category (in
white).

KD

«  Strengthening trade-related infrastructure

Where infrastructure needs are concerned, two hlagsavere selectedhe time required for
export (in days), from the outset of the procedure tocisnpletior?®, and thecost of exporting
(importing involves roughly the same time and casexporting). For countries such as Rwanda,
Burundi and Zimbabwe, which face both high costs atong period of time for exporting, the lack of
appropriate infrastructure for goods transporiesidy a major obstacle to trade development.

% |t is assumed that neither the exporter nor theoimer wastes time and that each party endeavouearty out each
remaining step without delay. If a procedure carabeomplished more quickly at an additional cds, quickest legal
procedure was chosen. Waiting time between steps {éhile the cargo is being unloaded) is includéde cost of
exporting comprises all expenses incurred in cagyiut the procedures needed to export or impoetrmediate goods,
including administrative costs, customs clearamosts associated with technical orders, terminalice and handling
charges, and domestic transport. It does not, hervéwlude tariffs or local business tax.
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Figure 15: Time required for exporting (days)
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Source:World Bank,Doing Business 2006.

Note: The regions are represented by colours: blue fathNafrica, green for Central Africa, red for Westrica, yellow
for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tlieher” category (in
white).

Figure 16: Cost of exporting (US$/container)
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Source:World Bank,Doing Business 2006.

Note: The regions are represented by colours: blue fathNafrica, green for Central Africa, red for Westrica, yellow
for East Africa, violet for Southern Africa and gifor ASEAN. All other countries are grouped in tl¢her” category (in
white).
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3.2.2. Regional disparitiesin AfT needs

a. Overall results

Figures 17 and 18 encapsulate all of the resultse&ch country, the scores are reported for edich A
objective: “Support for trade-oriented productiofitrengthening trade-related infrastructure” and
“Support for integration into international tradeThe values for each country were calculated by
taking the average of the scores for the variablesach category. Remember that a score of 1 is
assigned to the countries most in need of AfT asdaae of 4 to those least in need.

Figure 17: Countries’ needs in terms of support foitrade-oriented production and strengthening
trade-related infrastructure

—o— Senegal —e— Gambia —@— Cape Verde —@—Guinea —e—Ghana
—@— Burkina Faso —&— Cote d'lvoire o— Mali —@— Nigeria Togo
Benin Morocco —>¢—Algeria —¥—Tunisia Lebanon
Gabon —&— Central Af. Rep. Cameroon —4&—Sao Tome and P. Madagascar
Kenya Uganda Eritrea Ethiopia Rwanda
4 @ ® . X
3,5 * (o) .
g 3 ‘—.
2
S 2,5
?
g 2
£
kel 1,5 &
O o
[}
5 1 o
®
£ 0,51
1] 0,5 1 1,5 2 2,5 3 3,5 4
Support for trade-oriented production

Source:Authors’ calculations.
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Figure 18: Countries’ needs in terms of support fotrade-oriented production and support for
integration into international trade
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Detailed results by country are presented in AppeAdHere, we will examine more closely
the AfT needs of each region.

b. Results by region

For the region-by-region analysis, we opted fohi@é-dimensional graphical representation.
The need for support for trade-oriented produci®mepresented on the x-axis, and trade-related
infrastructure needs on the y-axis. The size ofltiis is proportional to countries’ need for suppor
integration into international markets: the largee dot, the greater the need for training in trade
negotiations or for help in diversifying their econies, becoming integrated into the regional market
or absorbing the costs of adjustment to liberdtsat

The region ofWest Africa is made up of countries with highly varied neeitiss also the
region containing the largest number of countrdexording to Figure 19, some of them need special
attention, particularly Burkina Faso and Mali. Tiagid growth of Burkina Faso’s population means
that its future needs will be considerable, andtitme required for export from the country is tomdy.
Mali displays the same characteristics. In addjtidhiali's export system shows very little
diversification. Unless proper tax reforms are utalen, the country could suffer from substantial
adjustment costs, given the high proportion of aunst tax revenue in total government revenue. Benin
will also face high adjustment costs. Sierra Le¢mat presented here owing to lack of data) is a
priority country in terms of aid for trade: its phaction system is strongly geared towards diamarnt a
gold mining, its need for training in trade matteyonsiderable, as is the cost of exporting, igsd
imports come from a poorly diversified set of traggtners.
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Figure 19: AfT needs of West African countries
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Note: The size of the dots is proportional to countrieséd for support for their integration into globzdrkets.

Apart from Kenya, which stands out for its goodresa(although it is not well integrated at the

regional level), the countries &ast Africa are in very similar situations and deserve rathigh
priority (very few countries have a score abovei.8ach category). As we saw in Figure 1, thihés
region least integrated into international tradaghwow exports, value added in industry and sewic

accounting for a low share of GDP, while agricidturalue added accounts for a large share. Some of
the scores — particularly those relating to thepprtion of customs revenue in government revenue,
the need for training in trade and infrastructusastraints — are somewhat alarming. From Figure 20,
it can be seen that Burundi, Eritrea, Sudan andri@evavill also need considerable AfT.

Figure 20: AfT needs of East African countries
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Notes:The size of the dots is proportional to countrigséd for support for their integration into globzdrkets.

Uganda and Madagascar are combineateaBwanda and Sudan.
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Central Africa seems to be less in need of AfT than are Westafand East Africa, except
where infrastructure is concerned. The countrigsiciered all lack capacity for integration into \dor
trade. This illustrates the low level of diversifiion of this region, whose trade is primarily ceated
with oil (see the export concentration index). Néweless, the countries of this region display very
different needs.

Sao Tome and Principe seems to be the countryrélgqaires the most aid, as it receives the
lowest scores. Gabon has a low level of integraitioregional trade, little import diversificatiome
high trade costs. The Central African Republic setdining in trade policy. Its trade is relatively
undiversified, and it scores poorly on the “timgueed for export” indicator. Lastly, Cameroon istn
well integrated at regional level.

Although Chad is not shown in the figure due tklatdata, it is a priority for AfT allocation
in this region: its highly concentrated productgystem, poor infrastructure and need for trainimg i
trade matters are all the more worrying in view if rapid population growth. Similarly, the
Democratic Republic of Congo has poor infrastruet@nd substantial training needs, and the
considerable length of time required to start d@rmss is not favourable to trade (see Appendix 4).

Figure 21: AfT needs of Central African countries
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Southern Africa presents a rather varied picture. South Africasdgahead and shoulders
above the other countries and acts as the locomfiiivthe regional economy. Angola (not shown due
to lack of data) is rather atypical: although itade situation seems more or less acceptable (see
Appendix 4), it still needs aid in all three catdgs, particularly infrastructure. In the region as
whole, the procedures required for starting a kessirare lengthy.
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Figure 22: AfT needs of Southern African countries
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In North Africa, the Maghreb countries are in fairly similar sttaas: Morocco and Tunisia
receive identical scores for all the categoriedistly and those of Algeria are fairly close. Only
Lebanon is isolated in the figure, owing to its chée build productive capacity. Within this typoigg
North Africa is the region that has the best trsitieation. Productive capacity seems sufficiertdpe
with projected population growth, in terms of protldiversification and administrative procedures
required for starting a business. However, regidntdgration is low (three countries out of four
receive a score of only 2 for this parameter). ¥added in services in Algeria and Lebanon’s trade
balance are clearly problem areas (scored 1). Mgarems to be the country that requires the most
assistance for trade integration, particularlyemts of integration into the world trading systend a
the development of services.

Figure 23: AfT needs of North African countries
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ASEAN (the Association of South-East Asian Nations) @& imcluded in this graphical
analysis because certain data are lacking. Howevfaw indications may be given. Exports account
on average for 50% of GDP, and the averages otwadided by sector stand at approximately 30% of
GDP owing to the diversity of these countries’ segl strategies. Among the countries studied, Viet
Nam receives the best scores, whereas Laos sedmsiiche most difficult situation. Time required
for transport and bureaucratic constraints (tingrired to start a business) would seem to be #meesar
most in need of support.

To sum up, this typology suggests that the regimast in need of aid for trade are West Africa

and East Africa. These results should be regardiéid some caution, however, since the list of
indicators cannot perfectly reflect the needs efribgions and countries studied.
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Conclusion

In international fora, a good deal of attentiorfiosused on aid for trade, regarded as a promisiab t
for development. Although AfT recently receivediciil recognition as an ODA instrument, it still
lacks the strategic dimension needed to providasistfor its effectiveness. Certain DCs are making
no progress towards integration in the global miptkee and still have great difficulty in attradin
FDI, despite the efforts of their governments tosdo The aim of this paper was thus to present the
theory concerning the various categories of aidtfade and to propose a typology of trade-related
needs to guide donors in formulating their aid $ymprategies. In addition, the paper analyses the
linkages between FDI, aid for trade and developm&nich a typology is one step to accelerate
progress on aid effectiveness. It would allow t@iiave partnerships between donors and beneficiary
countries; indeed, it gives information on pria#i It is thus a mean to improve country ownership
also; that gives a signal to the developing cougyernments on the programs to be supported to
progress in the development.

The paper leads to several conclusions. The propiypelogy, a tool for identifying the AfT needs of
countries and regions, points first to the dispesitof such needs across countries and regions,
particularly within the regions of West and SouthAfrica. Next, the typology reveals that AfT needs
are greatest in West and East Africa, and in thegoay of trade-related infrastructure. Lastly,
expanding intra-regional trade is an importantasthat will require rethinking of donors’ traditian
tools, which are too geared towards the nationallle

It is necessary to obtain more detailed knowledgi® actual demand for AfT, and this can be done
by building the analytical capacity of beneficiaxyuntries and regions. Better knowledge of theetrad
characteristics of specific industries and marketls enable countries and/or regions to position
themselves more effectively on local, regional amorld markets. It will also help to improve
targeting of beneficiaries and to rehabilitate liné between trade and poverty reduction. This will
indisputably require improvements in countriestistacal capacities.

To meet the demand expressed by DCs, it is themoupach donor to identify its comparative
advantages and to position itself within the wailgbply of aid. This will require an evaluation efch
donor’'s AfT projects. Unless these conditions aret,nit will not be possible to fulfil the policy
commitments made concerning aid for trade, nootiligiations imposed by the WTO and the OECD.

At the global level, whether it is a question ofkimg aid for trade more effective or attracting FDI
greater coherence between the policies of the tridlised countries and those of the DCs is needed.
This will require coordination not only among dosiobut also between private and public
stakeholders. Further trade liberalisation alonk mot be enough to generate high growth and to
improve the geographical and sectoral distribubRDI.

The reason for this is that although trade poliag s importance, factors such as political sitgbil
the business environment, physical infrastructurstitutions and human capital play a fundamental
role. In particular, coherence between trade, salct(agricultural, industrial, competition, etc.),
macroeconomic and tax policies is essential, withich country and each region. In this context,
support for innovation could be one component af fair trade. These conditions would enable
countries to become more integrated into regiomal global markets; would create a favourable
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climate for investment, job creation and diversifion of economies towards high-growth activities;
and most important, would generate income for Ipoglulations.
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Appendix 1: Categories of AfF’

Donors declare their AfT contributions each yeath®WTO and the OECD, classifying their projects
in categories and sub-categories. To draw up tlissification, they use the following definitions,
which allow them to identify the categories to thprojects belong. The first two categories are
defined in great detail because they have existedsdme time; the other four have not yet been
described in detail owing to their unofficial natuidefinition is in progress).

We list below the objectives of projects coveredhmse categories.

1 — Trade policy and regulations

Dispute settlement

Customs valuation

Technical barriers to trade

Sanitary and phytosanitary
measures

Trade mainstreaming in

PRSPs/development plans

Trade-related intellectual
property rights

Agriculture

Services

Better understanding of rights and obligationshia WTO framework; access to
legal advice.

Determination of the customs value of imported goadimination of arbitrary
and fictitious values.

Improved understanding of rights and obligatiorsasvis the WTO concerning
the use of technical regulations, standards and pkante assessment
procedures.

Assistance concerning food safety, measures tegrdhe health of livestock
and plants, as well as understanding of the rightsobligations contained in the
Agreement on the Application of Sanitary and Phatitsiry Measures.

Awareness raising; strengthening of trade policyainstreaming trade in
development and poverty reduction strategies.

Negotiations, formulation of laws and regulations ¢he protection of
copyrights, brands and trademarks, patents, industiesigns and models,
business secrets; prevention of unauthorised uskeecbove; strengthening of
intellectual property offices.

Implementation of the Agriculture Agreement; negtitins on liberalisation of
markets for farm products; impact studies.

Implementation of the General Agreement on TradeSarvices (GATS);
negotiations on international trade in servicesentdication of markets;
inventory of issues affecting trade in services.

2 As proposed by the Task Force on Aid for Tradatily 2006. These categories will be official asrsas they are
accepted by the WTO member countries.
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Tariff negotiations — non-
agricultural market access

Rules

Trade and environment

Trade and investment

Trade and competition

Trade facilitation

Transparency and
government procurement

Accession

Tariff reforms

Training in trade
negotiation techniques

Regional trade agreements
(RTASs)

Trade-related training/
education

Implementation of agreements on corrective measafresntingent protection;
negotiations on the reduction or elimination oftouss duties, tariff peaks and
tariff escalation on non-agricultural products.

Negotiation and formulation of laws and regulati@msanti-dumping, subsidies,
countervailing and safeguard measures; clarifinatand improvement of
disciplines concerning unfair trade practices; suppfor the authorities
responsible for investigations.

Building capacity in the field of trade and envinoent, for example, at national
policy level, through increased coherence betweedet and environmental
bodies.

Implications of closer multilateral co-operation the field of trade and
investment for development.

Support for gradual strengthening of the institagiosesponsible for competition,
strengthening of antitrust laws and eliminatioozial monopolies.

Simplification and harmonisation of internationedde procedures (customs or
licensing procedures, formalities relating to t@ors, payments, insurance etc.);
support for customs services.

Identification of negotiating options concernin@rtsparency in government
procurement; drafting of legislation; strengthenafghe bodies responsible for
awarding public contracts.

Identification of changes needed to laws, regutetiand procedures to complete
the negotiations on the terms of accession to tAi®@Wamiliarization with the
WTO.

Establishment of simple, transparent, low and unifdariff schedules that
reduce discrimination between output intended fog tomestic market and
output for export markets, and between purchasingomestic products and
foreign products.

Establishment of specialised,
negotiators.

individualised progres to train trade

Support for RTAs (SACU, ASEAN, FTAA, ACP/EU Agreentg etc.);
formulation of rules of origin and clauses relatiogspecial and differentiated
treatment in the RTA.

Development of human resources in trade-relatetbisenot covered by one of
the above-mentioned codes; university programmesaoie.
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2 — Trade development

Business support services
and institutions

Public-private sector
networking

E-commerce

Trade finance

Trade promotion strategy
design and implementation

Market analysis and
development

Support for trade and business organisations araimiclrs of commerce;
support for legal and regulatory reforms aimed raproving the business
environment and investment climate; building ingiinal capacity in the
private sector and provision of consulting servitexle information.

Proposals for instruments and mechanisms to impdiaiegue and resource
sharing between the public and private sectors (@tiun the private sector),
including trade shows, at the national, regional global levels.

Promotion of information and communication techiggloas a means of
increasing trade; provision of software, hardwarel draining to increase
countries’ e-commerce capabilities.

Access to trade finance; support for reform of ficial systems, banking
markets and securities markets to facilitate trddess and regulations that
protect and encourage trade-related investment.

Support for the formulation of a sector-by-sectade strategy at national level;
upgrading skills of the labour force in export sesf implementation of sectoral
strategies relating to products in the agriculturimrestry, fishing,
manufacturing, extractive, tourism and servicestossc including equitable
trade programmes.

Access to market information; advice on standgpdskaging, quality control,
marketing and distribution networks in the agriatdt forestry, fishing,
manufacturing, extractive, tourism and servicesossc
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3 — Trade-related infrastructure

The projects classified in this category are thosacerned withtransport for trade-related
purposesgommunicationsandenergy.

Transport and storage Support for activities relating to the constructimise or management of road,
rail, water and air transport systems, includirgyase.

Communications Support for the establishment of communicationstesys with a view to
promoting trade (postal services, telecommunicatioadio, television, written
press, etc.).

Energy Support for promotion of peaceful and ODA-eligihlees of nuclear energy

(construction or decommissioning of civil nucleamgr plants, development or
provision of medical isotopes, irradiation of foaeshd other industrial and
business applications). Nuclear weapons researdhmalitary applications of

nuclear technology are excluded.

4 — Trade-related adjustment |

Projects in this category are contributions madthéogeneral budget of the beneficiary governmersiupport
implementation of trade reform projects and megusithent costs stemming from changes in nationdl an
international trade policy.

A few examples: assistance in managing balancexgfrgnts deficits due to the changes in the wodder
environment (costs stemming from preference ero$iom loss of customs revenue and from increasésoid

prices), aid to ease the transition to a liberdlisavironment (cost of establishing a new tradegretion

mechanism within the framework of the internatidfir@ncial institutions, cost of operationalisingTAetc.).
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5 — Building productive capacity

Projects in this category are aimed at enhancindumtivity and output.

Business and other services Promotion of business and improvement of the bagsinenvironment and
privatisation context.

Banking and financial Support for banking and financial services in btitk formal and informal
services sectors.
Agriculture Support for agricultural policy, agricultural despment and means of

production, soil management, management of wassurees for agriculturel
use, crops and livestock, agrarian reform, credjticultural cooperatives and
research, and veterinary services.

Forestry Support for forest policy, forestry planning, fireed and charcoal production
projects, forestry-related education, researchdawvelopment.

Fishing Support for fisheries policy and planning and fishéry-related research and
education.
Industry Support for industrial policy and the developmerit smnall and micro-

businesses; all types of manufacturing are conderimcluding the food
industry, manufacture of chemicals and fertiliseggas liquefaction and oil
refining, production of firewood, textiles and leet.

Mining Support for policiesf and planning in regard to mgniof ores and minerals,
geology and extraction of ores, minerals and fuels.

Tourism Support  for tourism policy and administrative magmgnt of tourist
businesses.

6 — Other trade-related needs

This catch-all category is included to allow foretpossibility that the definition of AfT will be
broadened, as well as for trade-related needs antiomed above.
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Appendix 2: Respective shares of multilateral and itateral contributions to AfT
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Appendix 3: Economic regions used in the typology i;arg%lll:epoiugi %e:script
Xe : I

These economic regions group the countries in thst measonable manner given the existing trade
partnerships and the institutional context: thecBama proce$&and the zones used for the Economic
Partnership Agreement (EPA)negotiations with Africa and the Caribbean, whi to liberalise
trade with the European Union. ASEAN is used fer Asian region.

Africa:
North Africa: Morocco, Algeria, Tunisia, Libya, Egypt, Turkey, #\momous Palestinian Territori8s
Lebanon, Israel.

West Africa: Senegal, Gambia, Cape Verde, Guinea, Guinea-Bigspiatorial Guinea, Sierra Leone,
Liberia, Ghana, Burkina Faso, Cote d’'lvoire, Maliger, Togo, Nigeria, Mauritania, Benin.

Central Africa: Democratic Republic of Congo, Congo, Gabon, Céatidcan Republic, Cameroon,
Chad, Sao Tome and Principe.

East Africa. Madagascar, Kenya, Somalia, Uganda, Ethiopia, dDjib Eritrea, Sudan, Rwanda,
Burundi, Comoros.

Southern Africa: South Africa, Lesotho, Swaziland, Mozambique, Zamve, Botswana, Namibia,
Zambia, Malawi, Tanzania, Angola.

%The Euro-Mediterranean partnership, known as theedana process, was initiated at the BarcelonafeZence of 27-
28 November 1995. It comprises the 25 member stdtee European Union and 10 countries on thehsosotand eastern
sides of the Mediterranean Sea. Its objectives are:
- to build an area of shared peace and stabilityutfineenhanced policy and security dialogue;
- to build an area of shared prosperity through egoa@nd financial partnership and the establishnoérat free
trade area;
- to bring the peoples of the region closer togetheough social, cultural and human partnership giesd to
encourage understanding of other cultures and comwation between civil societies.
% The Cotonou Agreement sounded the death-kneltefépential agreements by calling for a revampethpaship, based
on reciprocity, between the European Union andeixons composed of African, Caribbean and Pa@iicP) countries.
These EPAs are in a better position to meet theatmNenges of globalisation and the legal constsadf the World Trade
Organisation. Supposedly, the negotiation procedecompleted in 2007 and the Agreement will eoimto effect on 1
January 2008, but it is unclear whether this scleedill be met.
30 Very few data are available for this country.
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ASEAN®! (Association of South-East Asian Nations):

Indonesia, Malaysia, Philippines, Singapore, Timal]&Brunei, Viet Nam, Myanmar, Laos, Cambodia.

Caribbean:

Antigua and Barbuda, Bahamas, Barbados, Cuba, DcemirRepublic, Dominica, Grenada, Haiti,
Jamaica, St. Lucia, St. Kitts-Nevis, St. Vincend #me Grenadines, Trinidad and Tobago.

3L ASEAN was created in 1967 by Indonesia, Malaytsia,Philippines, Singapore and Thaildndhe context of the Viet
Nam war. Its initial priority was the fight agairsbmmunism, but since then its nature has gradchliynged. The Asian
financial and economic crisis of 1997-98, the reduparticipation of Indonesia, which had been oh#he lynchpins of
ASEAN, and the accession of the weakest countrieghé region (the so-called CLMV countries: Cambodiaos,
Myanmar, Viet Nam) have shaken regional co-opematiod integration. The member countries face thadlerge of
building ASEAN's institutional, human and financzpacity and expanding the role of its secretanhich currently has
only an administrative function. In 2003, the Babncord Il set a target of 2020 for the implemeatabf ASEAN's three
pillars — a security community, an economic comriyuand a socio-cultural community — which are siggubto foster the
emergence of a community of South-East Asian natidhe fact is that the member countries face asingly complex
issues today in the areas of regional securite(i#tional terrorism, territorial disputes in theugh China Sea, maritime
piracy), economic co-operation (competition fromir@hand India, endless negotiations over free teggteements), health

(bird flu, SARS) and the environment (transnatiopallution) — issues that they are striving to adrthrough regional
approaches.
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Appendix 4: Results of the typology
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Zimbabwe 4 1 4 1 2
Namibia 2 2 4 1 1
Tanzania 1 3
Angola 4 2

Cambodia
ASEAN
Viet Nam
Caribbean Dom. Rep.
Haiti
Other Suriname

Yemen, Rep.
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Note:Blacked-out cells indicate lack of data.
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