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Executive summary

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

The AfT initiative is one of the most impor-
tant development-related outcomes in re-
cent years. The Declaration from Hong
Kong states that AfT should help develop-
ing countries build supply-side capacity
and trade-related infrastructure to help
them benefit from trade agreements and
more broadly to enhance the contribution
of trade to development. The AfT initiative
recognizes that existing trade negotiations
need to be complemented by stronger do-
mestic policy and international coopera-
tion. Many developing and middle income
countries still face problems with produc-
tive capacity: they generally have access to
other markets but cannot produce in suffi-
cient quality or quantity. This can be be-
cause infrastructure is weak, markets are
isolated or distant, and bureaucracy is oner-
ous or international rules too complex. Ac-
cording to OECD estimates, Official Devel-
opment Assistance (ODA) commitments in
the aid categories associated with the def-
inition of AfT accounted for US $21 billion
on average between 2002 and 2005. As-
suming that donors meet commitments to
scaling up aid up to US $130 billion in 2010,
ODA in the categories most closely associ-
ated with AfT could increase by US $8.5 bil-
lion.

The trade needs assessment reports that
could be developed according to this guide

are intended to make trade and develop-
ment policies more coherent and con-
ducive to human development. The needs
assessments will result in concrete and ac-
tionable recommendations aimed at main-
streaming trade in national development
strategies. Typically, an AfT needs assess-
ment contains chapters on the macroeco-
nomic and business environment; trade
and investment policy; trade facilitation;
and various sectors of the economy or the
analysis of the impact of specific trade
measures on human development. The
guide does not suggest trade policy advice
or provide regional and country analysis,
but presents tools and methodologies for
looking at trade policies from a human de-
velopment point of view.

Eastern Europe and CIS

The Eastern Europe and Commonwealth of
Independent States (CIS) region is large and
heterogeneous, and therefore no regional
statements can easily be made about the
linkages between trade, transition, and de-
velopment. Nevertheless, countries share
similar features, related to the process of
transition from centrally planned to market
economies and to their proximity to the Eu-
ropean Union (EU). Many of the countries
in the region did not exist 20 years ago, and
most were not market economies. Central
planning meant that - irrespective of the
formal nature of tariffs and subsidies - firms
had close to 100 percent effective protec-
tion from imports and virtually no direct in-
centives to export. Transition towards the
market brought with it trade liberalization.
In terms of productive capacity and export



potential, almost all countries in the region
share a similar experience of conversion to-
wards market economies. Yet substantial
differences in economic size, available soft
and human infrastructures, and human
capital achievements remain.

The importance of trade and investment
for development is increasingly recog-
nized in the CIS and transition economies,
where trade policy is becoming influenced
by the impressive achievements in Central
and Eastern Europe.The EU remains a driv-
ing force of change in the region, espe-
cially in the countries closest to its geo-
graphical borders. The dissolution of the
Soviet bloc and Yugoslavia has resulted in
new borders, customs regimes, tariffs, and
trade regulations. In 2003 the total trade
volume of CIS countries made up only two
thirds of the 1991 level. Some countries,
particularly in Central Asia, have experi-
enced higher levels of poverty, declining
health standards, and poorly financed ed-
ucational systems, all of which restrain
human development. In addition, trade in
services and labour migration are as much
key development drivers as the trade in
goods is.

Today many of these economies can be
considered open, even if so-called behind-
the-border barriers have prevented trade
growth. In some cases remoteness and
poor infrastructure represent the main ob-
stacles. Most countries in Europe and CIS
are now trying to improve inter-regional
trade through various regional and bilateral
trade agreements. Much improvement can
be observed in the new EU member states,
as well as in the rest of the Balkans, while
Western CIS, Caucuses, and Central Asia
have been less successful in implementing
trade agreements. Policymakers on one
side face the challenges of integrating with

the EU and the WTO, while on the other
they must contend with a spaghetti bowl
of bilateral, regional and multilateral trade
agreements.

Until now data on AfT in the CIS and East-
ern Europe has proven unreliable. The proj-
ect of which this guide is a part of is one of
the first AfT initiatives in the region. The el-
igibility criteria for AfT initiatives and fund-
ing are usually those of developing coun-
try or least developed country (LDC). Coun-
tries in transition do not automatically be-
long to these categories even if their in-
comes may be comparable with LDCs. In-
deed, Tajikistan, Kyrgyzstan, Uzbekistan,
and Moldova are not considered LDCs,
even though some African LDCs have a sig-
nificantly higher per-capita gross domestic
product (GDP).

It is anticipated that AfT activities in the re-
gion will increasingly focus on harmoniza-
tion of free trade agreements, WTO acces-
sion, capacity building and trade facilita-
tion. Many countries are also working on
free-trade agreements or economic part-
nership agreements with the EU. It is ex-
pected that in CIS and Eastern European
countries trade-related assistance will con-
tinue to concentrate on diversification of
exports, trade-related infrastructure, trade
policy and regulations and building pro-
ductive capacity. To better understand the
path of transition and the trade policy op-
tions available to the countries in the East-
ern Europe and CIS region, the guide es-
tablishes a human-centred framework be-
hind the trade needs assessments. In the
region, AfT initiatives need to go hand-in-
hand with measures to develop the indige-
nous private sector, particularly in rural
areas and among vulnerable or marginal-
ized communities.

P
oc
<
=
=
)
wn
L
=
—
)
O
L
>
L




P
a's
<<
=
=
o
wn
L
=
—
=
(O
L
>
Ll

Trade and human development

Poverty is traditionally defined as a lack of
income or ability to consume. Yet the
human development approach goes be-
yond income and consumption. Human
development is about expanding the abil-
ity of people to make choices that improve
their lives. Whilst consumption and income
are important, human development has
been defined as ‘human flourishing in its
fullest sense — in matters public and private,
economic and social, and political and spir-
itual, and according to Nobel prize-winner
Amartya Sen as‘a process of enlarging peo-
ple’s choices and freedom’. Millennium De-
velopment Goals (MDGs) are necessarily
linked with the concept of human devel-
opment and trade. Even if MDGs do not
necessarily reflect all the aspects of human
development, they comprise the most
comprehensive set of human development
goals and targets so far adopted.

The gains from trade are numerous, and ex-
tend beyond the immediate commercial
benefits. Trade and investment can con-
tribute to human development by helping
to raise productivity, employment and eco-
nomic growth. Trade and investment can
also increase the variety and quality of
goods available to consumers, and help
lower the likelihood of political conflicts be-
tween countries. Yet the links between
human development and trade are com-
plex and not always easy to discern. They
depend partly on country specific circum-
stances. To what extent does poverty exist,
and what type? What kind of trade reform is
involved? What kind of natural endow-
ments does the country have? Many East
European and CIS countries suffer from
widespread rural poverty; not all are mem-
bers of the WTO; many are involved in re-
gional trade agreements; and several are

rich in natural resources. These variations
between countries underline the require-
ment for the needs assessment exercises to
be nationally-owned and driven.

Trade and underlying trade policies are re-
distributive in their nature, meaning that
they impact different population groups in
different ways. Therefore trade liberaliza-
tion may imply a net welfare transfer from
one economic sector or group to another.
Policy changes and trade agreements are
nonetheless only one of the factors behind
a country’s trade performance and their im-
plementation might not be sufficient to
boost trade, exports and growth. It is inap-
propriate to address trade policy separately
from other aspects of industrial policy and
the macroeconomic setting. Country spe-
cific factor endowments, the business cli-
mate, and comparative advantages are
even more important in assigning positions
in the current trade system.

Despite the variations between countries
and the challenges of linking trade policy
and human development, it is possible to
identify a number of standard links be-
tween human development and trade. The
economic growth that may come with
trade expansion is likely to enhance the
rate of human development if it is not ac-
companied by environmental degradation,
worse healthcare, and less security. The re-
lationships between trade, economic
growth and human development are not
automatic, and indeed it is possible to ex-
perience economic growth (accompanied
by a significant level of trade) without any
impact on human development. This guide
looks at trade and human development
from multiple perspectives, including gen-
der and environmental considerations. It
entails the identification of existing pat-
terns in the economy, market opportunities



to increase people’s wellbeing, and the risks
arising from globalization that people
should be prepared to face. Four pillars of
human development can be seen to be re-
lated to trade:

® Productivity

Increased productivity (achieved
partly through better education and
healthcare) enhances human capabil-
ities, allowing people to benefit from
trade. It also raises the economic
growth rate. MDGs 1-6 all relate to im-
provements in health, gender, educa-
tion and incomes, each of which can
enhance productivity.

e Equality

Enhanced equality can help ensure
that all groups benefit sufficiently
from changes in trade policy. A more
equitable income distribution may
render trade policy changes more sus-
tainable. Trade policy should aim to
help eradicate extreme poverty and
hunger, MDG1, as well as improve ed-
ucation and gender balance.

e Sustainability

Sustainability means preserving de-
velopmental achievements. Trade-re-
lated changes must ensure that re-
sources are not used in a way that pre-
vents future generations from im-
proving their welfare. It is not just
MDG7 that relates to sustainability.
MDGs 1-6 each contributes to the
long-term success of trade-related
changes.

¢ Empowerment
This refers to the ability of people to
influence the processes and events
that affect their lives. If trade policy
changes cause a worsening of work-

ing conditions or result in more me-
nial labour, they can reduce empow-
erment. Conversely if trade policy
changes increase incomes or improve
working conditions they can give
people greater control over their own
lives. Most of the MDGs contribute to
empowerment. The creation of a
global partnership for development,
MDGS, is intended partly to institu-
tionalise empowerment as a develop-
ment issue.

Successfully using trade to maximize the
rate of human development depends on
the coherence of national and international
policies. Government policies, including
trade policy, have a crucial role to play.

Trade needs assessments

The guide aims to show how a needs as-
sessment can be carried out using a human
development approach. The second chap-
ter describes how trade can be main-
streamed into government policies. The
third chapter describes the link between
trade and human development from a the-
oretical perspective. Beginning with chap-
ter four, practical guidance is provided for
undertaking AfT needs assessments. Con-
cepts such as trade mainstreaming and
ownership should be central in any ap-
proach to this exercise.

The most important goal of the needs as-
sessment studies is to identify a set of pol-
icy recommendations and technical assis-
tance needs aimed at improving the con-
tribution of trade to human development
and poverty reduction. This set of recom-
mendations should:

e Help overcome the identified con-

straints;
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® Meet the costs of adjusting to current
or anticipated trade agreements;

¢ Tackle institutional and infrastructure
capacity limitations;

® Suggest action plans to remove bot-
tlenecks and seize opportunities.

In order to derive these recommenda-
tions, the needs assessment studies
should analyze the existing and potential
impact of trade on human development.
The use of participation techniques and
public consultations has had an increas-
ingly beneficial impact on policy making.
Participation brings political, legal and so-
cial benefits and can reduce the risks of
strong opposition and unrest. Trade policy
is no different. The analysis should include
the perspectives of key stakeholders in
government, the private sector, academia
and civil society. In this regard the main
objectives are to:

® Review current investment and trade
policies and their linkages with eco-
nomic growth and human develop-
ment;

® Assess the country’s business envi-
ronment and investment climate;

® Analyze selected existing (ex-post)
trade policies and agreements — bilat-
eral, regional, and WTO - and those
under negotiation (ex ante) for eco-
nomic growth, employment, equity
and poverty, policy space and public
sector capacity implications;

® Review economic and export per-
formance as well as any specific con-
straints that the country’s exports face
in international markets;

® Analyze key economic sectors for ex-
pansion of output, productivity, exports,
employment and sustainability; and

e Consider the impact of the above on
poverty, inequality, social exclusion,

and regional disparities, as well as on
policies to address these and related
development challenges.

This is not a checklist but provides an indi-
cation as to the content of the needs as-
sessment exercises. Each country needs as-
sessment will differ depending on specific
circumstances. It is also proposed that a
matrix of specific policy recommendations
and institutional reforms be established,
outlining ways in which trade might con-
tribute more to economic growth, human
development and poverty reduction.

While the human development perspective
should be reflected throughout the AfT
study, practical and operational recom-
mendations should be established on a sec-
tor-by-sector basis. Quantitative and quali-
tative tools and methodologies to address
these issues are presented in Chapter 8 (sec-
tor assessments - including Strengths,
Weaknesses, Opportunities and Threats
(SWQT), value chain analysis, etc) and Chap-
ter 9 (trade policy impact assessment —
Human Development Impact Assessment
(HDIA), Poverty and Social Impact Analysis
(PSIA), Computable General Equilibrium
(CGE), Gravity model, etc)).

This guide is not a blueprint and does not
cover the relationship between trade and
human development in a comprehensive
or exhaustive manner. Rather, it aims to en-
able countries systematically to analyze
their capacity constraints, to identify their
needs in the current international trading
context and to express them in a document
embodying a credible and actionable pro-
gramme that enables them to benefit fully
from AfT.



1. INTRODUCTION AND OVERVIEW

1.1 Background and objectives

This guide is designed to help policymak-
ers, trade officials and researchers conduct
needs assessment studies on trade and
human development under the AfT initia-
tive conceived at the sixth WTO Ministerial
Conference in Hong Kong in 2005. The con-
cept of human development is central. The
needs assessment reports resulting from
the guide are supposed to make trade and
development policies more coherent and
help improve government planning. The
needs assessments will result in a policy ac-
tion matrix presenting concrete and ac-
tionable recommendations based on the
analysis, and aimed at mainstreaming trade
in national development strategies. The
recommendations in the policy action ma-
trix should help coordinate policy domes-
tically and internationally, as well as con-
tributing to poverty reduction and human
development.

The Eastern Europe and CIS region is ex-
ceptionally large and heterogeneous, and
therefore no regional statements about the
linkages between trade, transition, and de-
velopment can be taken for granted. Ne-
vertheless, they share similar features rela-
ted to the process of transition from a cent-
rally planned to a market economy and to
their proximity to and relations with the EU.
Many of the countries in the region did not
exist 20 years ago, and most were not mar-
ket economies. They were instead compo-
nents integrated into planned socialist
economies. Their firms were state owned
and were not prepared to respond to mar-
ket signals. Central planning meant that -
irrespective of the formal nature of tariffs

and subsidies - firms had close to 100 per-
cent effective protection from imports and
virtually no trade direct incentives to ex-
port. Transition towards the market
brought with it trade liberalization. But it
also brought hyperinflation, the appear-
ance of new national economies without
currencies, central banks, and ministries of
finance. It followed the collapse of eco-
nomic spaces (e.g. the USSR, Yugoslavia,
Czechoslovakia). Trade liberalization was,
and still is for certain countries, a process of
systemic reconstruction.

To better understand the path of transition
and the available policy options for the
countries in the Eastern Europe and CIS re-
gion (later in the report region) the guide
establishes the rationale behind the trade
needs assessments and introduces the AfT
initiative in the region. A dedicated chap-
ter explains the logic that connects trade
with human development. The study then
suggests ways to organize the process of
producing an AfT needs assessment and
gives and outline of the subsequent chap-
ters. Typically, an AfT needs assessment
(later AfT study or report) will contain chap-
ters on the macroeconomic and business
environment; trade and investment policy;
trade facilitation; and various sectors of the
economy or the analysis of the impact of
specific trade measures on human devel-
opment. This list is not definitive and can
be adapted as required. The guide does not
give trade policy advices or provide re-
gional and country analysis, but presents
tools and methodologies for looking at
trade policies from a human development
point of view.

INTRODUCTION AND OVERVIEW

.
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INTRODUCTION AND OVERVIEW
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1.2 Aid for Trade

The Aid for Trade initiative is one of the
most important development-related out-
comes of the sixth WTO Ministerial Confer-
ence in Hong Kong in 2005. The Ministerial
Declaration agreed in paragraph 57 that
AfT should aim to help developing coun-
tries build supply-side capacity and trade-
related infrastructure to help them benefit
from WTO trade agreements and more
broadly to enhance the contribution of
trade to development.!

The task force established after the Hong
Kong Ministerial Conference recom-
mended that the initiative should cover six
broad categories:
® Trade policy and regulations, including
training trade officials, helping govern-
ments implement trade agreements
and complying with rules and standards;
¢ Trade development,including providing
support services for business, promot-
ing finance and investment, conducting
market analysis and e-commerce;
¢ Trade-related infrastructure, which in-
cludes building roads and ports;
® Building productive capacity, includ-
ing improving the capacity of a coun-
try to produce goods and services in
various sectors of the economy;
® Trade related adjustment, which in-
cludes financial assistance to meet ad-
justment costs from trade policy re-
form, including balance of payment
problems resulting from lost tariff rev-
enues or from the erosion of prefer-
ential market access;
e Other trade-related needs not cov-
ered under the other categories.

The task force further recommended that
AfT should build on existing trade-related
assistance mechanisms as well as use exist-
ing guidelines for aid delivery, in particular
the Paris Principles on Aid Effectiveness? In
addition to emphasizing a need for
strengthening monitoring and evaluation
of AfT flows at global, regional and country
levels, the Task Force also recommended
strengthening country ownership of aid
programmes and country-based formula-
tion of trade-related needs and priorities. It
also recommended strengthening the
donor response to these trade-related
needs and priorities.

The task force made no proposals about fi-
nancial resources needed, where the
money should come from or how it should
be prioritised. The recommendations do
not set out any mandatory obligations or
responsibilities on the part of donor coun-
tries. However, according to Organisation
for Economic Co-operation and Develop-
ment (OECD) estimates, ODA commitments
in the aid categories more closely associ-
ated with the Task Force’s definition of AfT
accounted for nearly US $21 billion on av-
erage between 2002-2005 (US $11.2 billion
to build economic infrastructure, US $9 bil-
lion to promote productive capacities and
US $0.6 billion for increasing the under-
standing and implementation of trade pol-
icy and regulations). In 2005, this amount
represented around a third of total sector
allocable ODA. Assuming that donor com-
mitments to scaling-up aid up to US $130
billion in 2010 are met, ODA in the cate-
gories most closely associated with AfT
could increase by US $8.5 billion.

1 http://www.wto.org/english/thewto_e/minist_e/min05_e/final_text_e.htm#aid_for_trade
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Accordingly, the task force placed the onus
on countries that aspired to benefit from
AfT to determine their trade-related needs
and priorities in a demand-driven fashion
and within the overall context of national
development or poverty reduction strate-
gies. For countries whose trade-related
needs and priorities have not been identi-
fied, a first step could be for the govern-
ment to conduct appropriate national
needs assessments, involving consultations
with all relevant stakeholders, and taking
into account current trade policies and
agreements and their poverty reduction
and human development implications.

It has been recognized that some countries
will require technical and financial assis-
tance to support the process leading to an
action plan - a set of policy recommenda-
tions, priority technical assistance needs,
specific projects to overcome the identified
constraints as well as adjustment measures
related to current trade agreements - that
will constitute the basis for negotiating AfT
funding support from development part-
ners.

Until now data on AfT in the CIS and South-
Eastern Europe has proven unreliable. The
project of which this guide is a part is one
of the first AfT initiatives in the region. The
eligibility criteria for AfT initiatives and
funding are usually those of developing
country or LDC. Countries in transition do
not automatically belong to these cate-
gories even if their incomes may be com-
parable with LDCs. Indeed, Tajikistan, Kyr-
gyzstan, Uzbekistan, and Moldova are not
considered as LDCs, even though some
African LDCs have a significantly higher
per-capita GDP. Furthermore small, land-
locked low-income countries in transition
need international support both to imple-
ment trade liberalization policies and to

gain from WTO and free trade agreements.
Even if not formally classified as ‘develop-
ing countries’, international aid agencies
should help those countries to cope with
globalization and international trade. As
proposed in international forums (includ-
ing the WTO), low income countries in tran-
sition should benefit from the application
of the framework designed for developing
countries in international trade negotia-
tions.

It is anticipated that AfT activities in the re-
gion will increasingly focus on harmoniza-
tion of free trade agreements, WTO acces-
sion, capacity building and trade facilita-
tion. Many countries are also working on
free-trade agreements or economic part-
nership agreements with the EU. These
should remain a key focus of AfT. Given that
AfT is a demand-driven programme that re-
sponds to the needs of recipient countries,
it is expected that in CIS and Eastern Euro-
pean countries trade-related assistance will
continue to concentrate on diversification
of exports, trade-related infrastructure,
trade policy and regulations and building
productive capacity.

1.3 The need for a guide

The importance of trade for development
is increasingly recognised, particularly in
the CIS and transition economies. The dis-
solution of the Soviet Union and Yugoslavia
has resulted in the birth of over 20 coun-
tries. This created new borders, customs
regimes, tariffs, and trade regulations. In
2003, the total trade volume of CIS coun-
tries made up only two thirds of the 1991
level. Some countries, particularly in Cen-
tral Asia, have experienced higher levels of
poverty, declining health standards, and
poorly financed educational systems,
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which still impact the current relatively
minor human development achievements
in the region. The situation changed only in
the new millennium, when economic
growth and trade started to increase. Ex-
ports, however, remain concentrated in a
few commodities, such as gas, crude oil,
metals and cotton. Intra-regional trade re-
mains low, although the biggest potential
for trade exists with countries beyond the
region that have different specializations.
For many countries, trade in services (e.g.
oil-gas pipelines for Ukraine, Belarus, Geor-
gia, Azerbaijan, Russia; electrical energy
transmission through Uzbekistan for the
other Central Asian countries; etc.) and
trade-led migration are even more impor-
tant than trade in goods.

Impressive improvements have been ob-
served in Central and Eastern Europe,
where almost all the countries have joined
the EU. The EU has been a driving force of
change in the region and it is still playing
this role in the Western Balkans, where the
situation is more mixed and incentives for
trade integration are higher because of the
existence of special free trade agreements
with EU.

Trade and investment can contribute to
human development by helping to raise
productivity, employment and economic
growth. Trade and investment can also in-
crease the variety and improve the quality
of goods available to consumers, and help
lower the likelihood of political conflicts be-
tween countries. To these ends, improve-
ments to trade-related arrangements can
help. Such improvements include multilat-
eral trade liberalization, better transport in-
frastructure, enhanced trade facilitation

and better domestic business environment.
Regional organisations can complement
these reforms by coordinating policy across
the region, developing regional infrastruc-
ture, supporting regional business forums
and developing analytical works.

This guide is developed in light of the gen-
eral recognition that trade can increase the
rate of economic growth, which in turn has
the potential to raise the level of human
development. More trade, given appropri-
ate government policies, can also lead to
poverty reduction, a more equitable distri-
bution of income and improved social serv-
ices. The relationships between trade, eco-
nomic growth and human development
are not automatic, and indeed it is possible
to experience economic growth (accompa-
nied by a significant level of trade) without
any impact on human development. Suc-
cessfully using trade to maximise the rate
of human development depends on the
coherence of national and international
policies. Government policy, including
trade policy, has a crucial role to play.

Human development is about expanding
the ability of people to make choices that
improve their lives. Whilst consumption
and income are important, human devel-
opment has been defined as‘human flour-
ishing in its fullest sense — in matters pub-
lic and private, economic and social, and
political and spiritual’,® and according to
Nobel prize-winner Amartya Sen as ‘a
process of enlarging people’s choices and
freedom’* The concept of human develop-
ment is closely related to Sen'’s capabilities
approach, which argues that development
should enhance human capabilities, or the
ability of people to enjoy fulfilling lives. Not

3 Alkire (2002)
4 Sen (2000)



only is human development an end in itself,
butimprovements to education and health
can lead to wealth-creation.® There is thus
a two-way relationship between economic
growth and human development.

The aims of human development are re-
flected in the set of the Millennium Devel-
opment Goals (MDGs), which among other
things aim to eradicate extreme poverty
and hunger, improve access to education
and health, empower women, and ensure
environmental sustainability. The specific,
quantifiable goals expressed in the MDGs
correspond with the aims of human devel-
opment. For example gender inequality is
an obstacle to human development be-
cause in most societies women work more
than men, earn less, go to school less and
find it more difficult to gain credit, knowl-
edge, information and wealth.® Improving
women’s capabilities and choices is thus an
inextricable from development. This guide
aims to contribute principally to the
achievement of MDG 1 (‘Eradication of ex-
treme poverty and hunger’) and MDG 8
(‘Develop a global partnership for develop-
ment’). It also aims to contribute to other
MDGs such as the promotion of gender
equality, improved health and education,
and environmental sustainability.

The AfT initiative recognizes that existing
international trade negotiations need to be
complemented by stronger domestic pol-
icy and international cooperation. Many
developing countries and middle income
countries still face problems with produc-
tive capacity: they generally have access to
other markets but cannot produce in suffi-
cient quality or quantity. This can be be-
cause infrastructure is weak, markets are

isolated or distant, and bureaucracy is oner-
ous or international rules too complex. AfT
also provides funding for any adjustment
costs in complying with changes to inter-
national trading arrangements.

Most of the countries in Europe and CIS are
now trying to improve inter-regional trade
through various regional and bilateral trade
agreements. Much improvement can be
observed in the new EU member states, as
well as in the rest of the Balkans, while in-
tegration in Western CIS, Caucuses, and
Central Asia has been less successful. In
Eastern Europe and CIS policy makers on
one side face the challenges of integrating
with the EU and WTO, while on the other
they must contend with a spaghetti bowl
of bilateral, regional and multilateral trade
agreements. Most countries are also mem-
bers of two or more regional organizations
that deal with trade and investment issues,
including the Commonwealth of Inde-
pendent States (CIS), Economic Coopera-
tion Organization (ECO), Black Sea Eco-
nomic Cooperation Organization (BSEC),
Eurasian Economic Community (EurAsEc),
The Central Asia Regional Economic Coop-
eration (CAREC), and the Central European
Free Trade Agreement (CEFTA). In addition
the EU and the US are increasingly using bi-
lateral trade agreements as a principal in-
strument to manage trade relations.

In terms of productive capacity and export
potential, almost all countries in the re-
gion - with the exception of Turkey and
Cyprus - share a similar experience,
namely the reconversion to market
economies from centrally planned
economies. If this legacy connects these
countries, there are substantial differences

5 Rani, Stewart, and Ramirez (2000)
6 UNDP (2003)
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in economic size, available soft and
human infrastructures, and human capital
achievements. The private sectors in most
CIS and some West Balkan economies are
not yet strong enough to take advantage
of the growth possibilities presented by
trade liberalization and to penetrate OECD
markets. Too many small micro-enter-
prises do not possess the legal legitimacy
or access to trade credit, factoring, storage
facilities. In the region, AfT initiatives need
to go hand-in-hand with measures to de-
velop the indigenous private sector, par-
ticularly in rural areas, and among vulner-
able or marginalized communities. Today
many of these economies can be consid-
ered as open trade regimes, even if so-
called behind-the-border barriers have
prevented trade growth. In some cases re-
moteness and poor infrastructures repre-
sent the main obstacle. This guide should
provide guidance and tools for the identi-
fication of country and sector priorities in
terms of trade negotiations and agree-
ments and in the analysis of the export
sector with the underlying objective of
promoting human development and sus-
tainable development.

This guide is not a blueprint and does not
cover the relationship between trade and
human development in a comprehensive
or exhaustive manner. Rather, it aims to en-
able countries systematically to analyse
their capacity constraints, to identify their
needs in the current international trading
context and to express them in a document
embodying a credible and actionable pro-
gramme that enables them to benefit fully
from AfT. The link between trade and
human development is not always clear
and requires much analysis. The guide aims
to help meet these analytical challenges.
The second chapter describes how trade
could be mainstreamed into government

policies. The third chapter describes the
link between trade and human develop-
ment from a theoretical perspective, while
starting from chapter four practical guid-
ance is provided for the undertaking of AfT
needs assessments.

1.4 Purpose of Aid for Trade
needs assessment studies

The most important goal of the needs as-
sessment studies is to identify a set of pol-
icy recommendations and technical assis-
tance needs aimed at improving the con-
tribution of trade to human development
and poverty reduction. This set of recom-
mendations should:
e Help overcome the identified con-
straints;
® Meet the costs of adjusting to current
or anticipated trade agreements;
e Tackle institutional and infrastructure
capacity limitations;
® Suggest action plans to remove bot-
tlenecks and seize opportunities.

In order to derive these recommendations,
the needs assessment studies should
analyse the existing and potential impact
of trade on human development (and of
human development on trade), with the
aim of mainstreaming trade and human
development within the development
process. Key objectives are to reduce
poverty, narrow inequality and promote
gender equity.

This supporting analysis should include the
perspectives of key stakeholders in gov-
ernment, the private sector, academia and
civil society. The main objectives of the
analysis are to:
® Review current investment and trade
policies and their linkages with eco-



nomic growth and human develop-
ment;

® Assess the country’s business envi-
ronment and investment climate;

® Analyse selected existing (ex-post)
trade policies and agreements - bilat-
eral, regional, and WTO - and those
under negotiation (ex ante) for eco-
nomic growth, employment, equity
and poverty, policy space and public
sector capacity implications;

e Review economic and export per-
formance as well as any specific con-
straints that the country’s exports face
in international markets;

® Analyse key economic sectors for ex-
pansion of output, productivity, ex-
ports, employment and sustainability;
and

e Consider the impact of the above on
poverty, inequality, social exclusion,
and regional disparities, as well as on
policies to address these and related
development challenges.

This is not a checklist but provides an indi-
cation as to the content of the needs as-
sessment exercises. Each country’s needs
assessment will differ depending on spe-
cific circumstances. It is also proposed that
a matrix of specific policy recommenda-
tions and institutional reforms be estab-
lished, outlining ways in which trade might
contribute more to economic growth,
human development and poverty reduc-
tion.
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2. TRADE MAINSTREAMING

In many countries trade is not fully in-
corporated into government policy.
Mainstreaming trade into government
policy can help harness the benefits of
trade, mitigate its possible negative im-
pacts and improve the rate of develop-
ment. The AfT needs assessment should
help to mainstream trade into integrated
country national development strate-
gies.

International trade, with appropriate do-
mestic policies, can raise household in-
comes and reduce prices of daily consum-
ables. Countries can use export revenue to
access a wider range of goods and services,
as well as to gain technologies and knowl-
edge capable of increasing the productivity
and competitiveness of local enterprises.
Trade also stimulates entrepreneurship,
creates jobs and promotes learning. Finally,
international trade attracts foreign direct
investment, which in turn provides new op-
portunities for employment, production
and exports. On the other hand, the transi-
tion towards a more liberal trade regime
can have negative effects. Loss of jobs in se-
lected sectors, temporary reduction in gov-
ernment spending due to reduced tax rev-

Box 2.1 Policy space

enues, and increasing food prices for some
product groups are some of the example of
possible short term trade related negative
shocks.

Given that the relationship between trade
and improved incomes is not automatic,
and that it needs to be managed, making
trade central to national development
strategies underscores the important role
that trade can make to national develop-
ment. In order for trade and investment to
raise household incomes and reduce
poverty they both need to be integrated
into a national poverty-reduction strategy.
This requires raising the profile of trade
and improving coordination between
public policies, sequencing policies in the
right order, mobilizing a range of stake-
holders from government agencies to
donors and the private sector, and up-
grading capacities. Trade mainstreaming
is so important that it could be worthy de-
voting a separate chapter or section of the
AfT needs assessments to it. Trade main-
streaming is inevitably interconnected
with the concepts of national ownership
and policy space (see Box 2.1).

The concept of policy space achieved prominence in the early 2000s, partly as a re-
sponse to the 11 and 12t United Nations Conference on Trade and Development
(UNCTAD) conferences. It can be defined as the ability of governments to adopt and
promote policies adapted to their country’s development needs. The concept was de-
veloped partly in response to shortcomings in the Washington Consensus, a set of eco-
nomic guidelines promoted during the 1980s and 1990s which urged standard poli-
cies on most developing countries: budgetary restraint, current- and capital-account
liberalization, privatisation and deregulation. The idea of policy space has particular rel-



evance to trade policy, where some commentators charge that the international trad-
ing environment has limited the ability of countries to pursue trade policies that suit
their development requirements.

Critics of the Washington Consensus charge that there is no ‘one-size-fits-all’ blue-
print for economic development.” A number of development options are available
in several areas, including investment, fiscal and trade policy. Some of these op-
tions can help promote productive capacity, which is seen as increasingly important
for poverty reduction and economic growth.™ If countries are being asked to liber-
alise trade, they must be able to develop products to sell in foreign markets. Policy
space permits countries to move up the value chain. Proponents of the infant-in-
dustry argument suggest that unless countries have room within which to promote
certain industries over a number of years, they may remain stuck with low value-
adding activities. Governments also require policy space to pursue human devel-
opment goals.

Policy space is not a licence for governments to do anything they want. Governments
should evaluate the trade-off between the benefits of international commitments and
the constraints posed by loss of policy space. A classic example concerns the gains from
trade liberalization. If all countries in a region commit to reducing trade barriers (which
usually involves a restriction on the ability to alter tariff levels and other trade-related
policies), they may all be better off in the long run. But one country may benefit in the
short term by breaking a commitment to trade liberalization, perhaps raising tariffs in
order to protect a domestic industry. It is for this country to decide whether the long-
run gains from protection, which involves maintaining policy space, outweigh the gains
from liberalization - a restriction on policy space. Most economists would favour the lat-
ter course of action, although some would say that it may be worth exercising the near-
term policy space to protect an industry with a view to establishing a future compara-
tive advantage.™

For example Uzbekistan has historically placed a high value on maintaining policy
space. It maintains high tariffs on automobiles with the aim of protecting the national
car making industry, the majority of which is Korean-owned. Policymakers clearly be-
lieve that the country can establish an internationally-competitive car industry by main-
taining the space to apply tariff policy as appropriate. Whether this strategy will prove
successful is another question. In contrast Slovakia’s car industry has achieved consid-
erable success using a more open strategy. In 2007 national per capita car production
at three mostly export-orientated plants — Volkswagen, Peugeot Citroen and Kia — was
the highest in the world. This is partly also due to the country’s proximity to Europe and
membership of the EU.

* Gay (2007); Gore (2000); Fine, Lapavitsas and Pincus (2003); Rodrik (2002)
** UNCTAD (2005)
*** Chang (2002)
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2.1 Trade mainstreaming and na-
tional ownership

The process of trade mainstreaming must
be based on national ownership and politi-
cal commitment. Basing analysis and rec-
ommendations on actual conditions in the
country - rather than on a general template
- helps achieve the appropriate level of
specificity. In part this means ensuring that
the country needs assessments are owned
by national policymakers and stakeholders,
who have the opportunity to identify im-
portant specific features of the economic
and human development environment.

National ownership also makes it more
likely that recommendations will be carried
out. If policymakers and national re-
searchers drive the process — rather than
measures being imposed from outside —
they may be more willing to see them
through to their conclusions. The object of
the AfT needs assessments may also partly
be to develop the capacity of national re-
searchers, which means that they should
be able to update the needs assessment
studies and to conduct new ones in future.
In some cases, the development of an AfT
study may in part be considered a learning
process.

Lessons from practical experience show
that national ownership can be fostered
through?’
e Strong political support;
Early involvement of stakeholders;
Broad-based participation;
Positive incentives;
A common understanding of objec-
tives;
e A demonstrated willingness for com-
promise, both within countries and

with neighbouring countries; and
® Measurable objectives and outcomes.

International agencies can play an impor-
tant role. They can help guide national re-
searchers through the process and com-
pare the national needs assessments with
others in the region and around the world.
Comparisons help discern overarching
themes without giving the appearance of
blueprints. They can help improve interna-
tional policy coordination. Unusual com-
parisons can often produce surprising re-
sults. Finally, development partners can
help foster ownership by playing a coordi-
nating role and by responding to the needs
of government.

Experience has shown that trade can be in-
stitutionalized by incorporating it into gov-
ernment policy and national laws. A no-
table example of trade mainstreaming in
action was Japan's powerful Ministry of
Economy, Trade and Industry, formerly
known as the Ministry of International
Trade and Industry. The Ministry imple-
mented and coordinated much of Japan’s
post-war economic strategy. Its role cov-
ered trade policy in the very broadest
sense, and helped generate rapid growth
in Japan until the 1980s.

In most low income countries a key na-
tional development strategy statement
where trade objectives should be main-
streamed is the Poverty Reduction Strategy
Paper (PRSP), national development strate-
gies, or action plans for EU accession/inte-
gration. Trade can also be integrated in
other policy and organizational areas, in-
cluding government ministries and de-
partments, inter-agency coordination, for-
eign policy, investment policy, public-pri-

7 UN (2005)



vate initiatives, environmental policies, dia-  liances with like-minded countries at fo-
logue with donors, and international al- rums such as the WTO.

Box 2.2 Trade mainstreaming in practice

As indicated by Sok (2006) until recently there was a separation between “trade and de-
velopment cultures”. Trade has been narrowly focused on trade policy, legal reforms
and WTO accession, missing out on opportunities for increasing trade by capitalising on
existing development programs and financing. To address this shortcoming, linkages
between trade and development have to be made more visible. Development initia-
tives to reduce poverty through broad-based and equitable economic growth as well
as financing such as loans, credits and guarantees for macroeconomic adjustment could
be better integrated and refocused to promote trade. The two cultures of trade and de-
velopment also need to be reconciled through better coordination and a coherent
framework such as PRSP as well as development programmes and projects with a trade
component. These development projects can provide entry points for the main-
streaming of trade, for example, infrastructure projects connecting productive rural
farming areas to agricultural markets or offering landlocked countries an outlet to the
sea through transit corridors. Thus, the objectives of trade mainstreaming should in-
clude the following:

e Policies and programs to bring together trade, development and finance com-

munities (Sok 2006)
e Advocacy on sound trade policy and incorporation of trade issues in sector activ-
ities (Tsikata 2006)
® Accession to WTO
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The experience of the World Bank and Department for International Development

(DFID) -UK with integrating gender and environment in their development work could

be applied to the mainstreaming of trade through the following actions (Tsikata 2006):
® Participatory institutional sector strategy involving all the key stakeholders (gov-

ernment, donors, private sector, civil society);

Conceptual framework for integration of trade into operational strategy;

Development of diagnostic tools;

Identification of dedicated staff to mainstream trade at the operational level;

Establishing formal links with related sectors, e.g. trade, development and finance

(Sok 2006);

Monitoring of mainstreaming against benchmarks;

¢ |dentification of skills mix, gaps and strategy for the medium-term.

Examples of trade-related activities by region include:
¢ Europe and Central Asia: support for WTO accession, and transport facilitation, di-
agnostic work;
e East Asia: initiatives to enhance competitiveness;
¢ Latin America, the Caribbean, Middle East and North Africa: needs assess-
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ments to identify trade policy and technical assistance needs, export develop-

ment;

¢ Sub-Saharan Africa: trade facilitation, e.g. integrating sanitary and phytosanitary
standards into policy, national strategies and projects, trade needs assessments.

Examples of trade mainstreaming activities implemented by selected countries in South

Eastern Europe and CIS include:

¢ Albania: a PRSP objective includes trade liberalization (WTO member since 2000);
® Azerbaijan: PRSP objectives include export promotion (database to increase mar-
keting opportunities, trade fairs, bonded warehouses, opening trade offices in
trading partner countries, an export promotion fund); WTO accession; and port

rehabilitation;

e Kyrgyzstan: PRSP objectives include removal of trade barriers with neighbouring
and transit countries; railroad rehabilitation (WTO member since 1998);

¢ Tajikistan: a PRSP objective includes creation of the Commodity Credit Corpora-
tion for the purchase and sale of agricultural output as well as trade and delivery

for processing enterprises.

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

2.2 Levels of trade mainstreaming

Key to the success of trade mainstreaming
initiatives is maintaining cohesion and co-
ordination among the different groups in
the public and private sectors, labour, other
civil society organisations as well as devel-
opment partners. This can be achieved by
creating coordinating mechanisms com-
posed of representatives of the major stake-
holder groups. They will promote broad-
based consultations between the business,
labour and other non-governmental organ-
izations, and relevant government agencies
to formulate trade strategies, action plans
and project proposals using diagnostic
tools such as SWOT and value-chain analy-
sis to identify needs.

Trade can be mainstreamed at the policy, in-
stitutional and donor-government levels:®

Policy. Mainstreaming trade at the policy
level means integrating trade with na-
tional development strategies and
poverty reduction strategy papers, as
suggested above, and with sectoral poli-
cies. In order to understand how trade
will affect the poor in a particular coun-
try, a comprehensive review of the econ-
omy needs to be undertaken at a sectoral
level or at a sub-sectoral level, for exam-
ple covering specific commodities and
manufacturing.

Institutions. Lessons from earlier experi-
ence show that trade-related aid works

8 UN (2005)



best if a suitable institutional set-up is
achieved beforehand. Some time should
be devoted to determine what particular
set-up will work in the specific country
concerned. An AfT dedicated national
focal point may be set up, usually in the
Ministry of Trade. Any existing inter-de-
partmental committees (e.g. Trade Facili-
tation Committee) should also be used in
order to avoid duplication and ensure
simplicity. Apart from government stake-
holders, the kind of institutions that
should be involved include academia,
think-tanks, business associations, trade
unions, standard and quality control
agencies, investment promotion agen-
cies and export promotion boards.

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

Good examples of how to implement
trade mainstreaming can be taken from
the experiences collected in trade facilita-
tion.° Trade mainstreaming and trade fa-
cilitation are inextricably linked, since
trade facilitation comprises a range of ‘be-
hind-the-border’ issues that require the in-
volvement of several government institu-
tions and other stakeholders. The coordi-
nation of these institutions and stake-
holders is particularly important. Trade fa-
cilitation itself will need to be main-
streamed, so that policymakers, institu-
tions, government and donors come to
see trade not as an isolated issue, but as
something which should underlie a num-
ber of their activities. A practical and ef-
fective mainstreaming initiative is to es-
tablish a National Trade Facilitation Com-
mittee (NTFC). The Committee (see Box
2.3) should be responsible for a range of
trade-related topics, such as reforming
trade and investment policy, removing
bottlenecks, addressing infrastructural
weaknesses, and developing human re-
sources capacity.

Box 2.3 National trade facilitation committee

The main purpose of the national trade facilitation committee (NTFC) is to create a sus-
tainable and transparent consultative mechanism to serve as an inter-institutional na-
tional forum where all interested parties in the nation’s international trade (notably from
both the public and private sectors), work together to identify their respective trade fa-
cilitation problems and priorities. Given the considerable importance of non-tariff bar-
riers to trade imposed by restrictions on international and transit transport, participa-
tion of transport authorities (for example the Transport Ministry), transport operators
and freight forwarders is essential. Some countries have decided to create national trade
and transport facilitation committees to ensure inter-sectoral cooperation. The Scope

and Objectives of the NTFC are:

O

Trade facilitation is defined by the WTO and OECD as the simplification and harmonization of international trade procedures, including the activities, prac-
tices and formalities involved in collecting, presenting, communicating and processing data and other information required for the movement of goods

in international trade
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® Improving the effectiveness of national trade facilitation;

e Establishing and maintaining a genuine partnership with all relevant stakeholders;

¢ |dentifying and prioritizing national trade facilitation related problems, and sug-
gest measures to overcome them;

e Assisting the Government in formulating and implementing a national trade fa-
cilitation policy;

¢ Enabling an active participation in regional and international trade facilitation fora;

® Providing a national forum for information collection and dissemination, and
knowledge sharing on trade facilitation issues (national, regional, and interna-
tional);
Facilitating awareness raising of trade facilitation issues;

® Increasing the priority of trade facilitation within the Government.

An example from Kyrgyzstan is available at
http://www.unece.org/trans/main/eatl/docs/3rd_NW_Item4_e.pdf.
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3. TRADE AND HUMAN DEVELOPMENT

3.1 Human development

Poverty is traditionally defined as a lack of
income or ability to consume. The human
development approach goes beyond in-
come and consumption. The approach
makes people the ends rather than the
means of development, so that increased in-
come and consumption are valuable only in-
sofar as they improve people’s lives. Human
development is two-sided. It involves form-
ing capabilities through improved health,
knowledge and skills. And it involves the
ability to achieve what is valued, using these
capabilities. The approach also places more
emphasis on the quality and distribution of
growth than conventional measures like
GDP. The underlining objective of human
development is to let people enjoy long,
healthy and creative lives.

The UNDP has published a Human Devel-
opment Index annually since 1990, using
three indicators — education, longevity and
income — as proxies for knowledge, a long
and healthy life and standard of living.'® A
score is calculated for each indicator and an
overall index value assigned to each coun-
try, enabling international comparison. The
relationship between the three indicators
is multifaceted. More money tends to give
people more choices. Living longer sug-
gests good health, which in turn indicates a
higher quality of life. A decent level of edu-
cation also contributes to personal fulfil-
ment. Countries with high incomes do not
always achieve widespread education or
good health (although they tend to). Simi-

larly, education and health often, but do
not always, lead to wealth-creation. Each
indicator links with other indicators and
must be addressed in its own right.

Higher income is one of the three variables
which can improve human development.
Economic growth can create jobs and
boost government revenues, part of which
can in turn be diverted to further invest-
ment in health and education. But there is
nothing inevitable about the relationship
between economic growth and human de-
velopment. In a Commonwealth Secre-
tariat/ Overseas Development Institute
handbook on trade negotiating strategies,
Stevens and Philips suggest that ...for
growth to be effective in reducing poverty
it has to be managed. Few of the poorest
countries can achieve the levels of growth
that are sufficient by themselves to have a
significant impact on poverty. In such con-
texts, growth and redistributive strategies
become key channels for achieving poverty
reduction objectives’!

Increased trade and economic growth can
improve human development. But human
development is not just valuable as an end
in itself. The direction of causality can run
the other way - from economic growth and
trade to human development. This is par-
ticularly relevantin the countries of Central
Asia and Eastern Europe, where human de-
velopment can sometimes be seen as a
‘soft’concern, which should receive a lower
priority than the ‘hard’ concern of wealth-
creation. In reality, the two are linked.

10 See UNDP Human Development Report (any year) for the methodology of HDI calculation

11 Stevens and Philips (2007)

o
pa
Ll
=
(a1
o
—
Ll
>
Ll
@)
pa
<
=
)
I
@)
z
<
Ll
@)
<
oc
(o
)




o
pa
L
=
(a1
o
—
L
>
L
@)
z
<
=
)
I
=)
z
<
L
a)
<
oc
-
™

Many successful countries invested strongly
in human development policies at an early
stage. Singapore, which developed using an
export-promotion strategy, provided uni-
versal healthcare and education, reasoning
that a healthy and contented workforce
would be more productive. South Korea
placed a high priority on tertiary education
and linked university research with indus-
try, much of which was export-orientated.

An emphasis on gender, education, health,
environmental sustainability and poverty
reduction can help improve economic
growth for a number of reasons:
¢ |nthe words of David Landes:“In gen-
eral, the best clue to a nation’s growth
and development potential is the sta-
tus and role of women.!"'? Gender is-
sues cut across all areas. If more
women participate in the workforce,
the pool of available labour is bigger.
But in more specific ways gender pol-
icy can contribute to economic
growth. Improved female literacy can
increase knowledge and productivity
among women; lower population
growth, lower infant mortality, lower
school dropout rates, and improved
nutrition can raise GDP per capita, as
long as economic growth remains
constant or higher.
® Increasing the rates of primary, sec-
ondary and tertiary enrolment can in-
crease the availability of skilled labour
and human capital. A skilled engineer,
for example, may add more value
than a shopkeeper. Increased levels of
university education have the poten-
tial to improve domestic innovation.
® Better schooling helps spread entre-
preneurship. If a shoemaker can read,

she might be able to read about new
production techniques and move into
new areas.

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

People who live longer and are
healthier tend to work longer and can
build up new skills and knowledge.
Someone in the advanced stage of
AIDS may be unable to contribute to
the productive economy. The
economies of several African coun-
tries have suffered heavily through
this source of depletion in human re-
sources.

Reduced income differentials can im-
prove social harmony. Political and so-
cial stability provide a basis for eco-
nomic growth.

In the era of climate change, it is in-
creasingly recognized that environ-
mental wellbeing has intrinsic bene-
fits. Many poor developing countries
have suffered disproportionately from
extreme weather because they do not
have the capacity or budget to miti-
gate its impact. Floods in coastal areas
have destroyed crops and caused
widespread human and infrastruc-
tural damage, as has drought in sub-
Saharan Africa.

In recent years economists have
placed increased emphasis on the role
of technology and productivity
growth. Although a number of coun-
tries, mostly in East Asia, developed to
a certain level using high savings and
investment rates, the international
opening of markets means that de-

12 Landes (1999)



veloping countries must increasingly
compete on grounds of efficiency
rather than production volume. This
means that developing countries
must place increasing emphasis on
domestic research, development and
innovation, each of which requires an
educated workforce.

The MDGs'? are necessarily linked with the
concept of human development and pro-
vide an already well-established monitoring
mechanism. Even if MDGs do not necessar-
ily reflect all the aspects of human develop-
ment, they make the most comprehensive
set of human development goals and tar-
gets ever adopted. Box 3.1 and Table 3.1
highlight MDG goals targets and indicators
that are expressly linked with trade. Annex 1
provides a detailed description of all the mil-
lennium goals with targets and indicators.

3.2 Trade and human develop-
ment: theory and framework

The links between human development
and trade are complex and not always easy
to discern. They depend partly on circum-
stances that are specific to each country. To
what extent does poverty exist, and what
type of poverty is it? What kind of trade re-
formis involved, and how far has the coun-
try reformed its trade policies? What kind
of natural endowments does the country
have? Many East European and CIS coun-
tries suffer from widespread rural poverty;
not all are members of the WTO; many are
involved in regional trade agreements; and
several are rich in natural resources. Yet
even within and between these countries,
trade and human development relate to
each other in different ways. The variations

between countries underline the require-
ment for the needs assessment exercises to
be nationally-owned and driven.

Despite the challenges of linking trade pol-
icy and human development in a standard
way, most countries hold certain features in
common. It is possible to present a basic
procedure for analyzing the human devel-
opment impact of trade. As suggested
above, by definition the increase in eco-
nomic growth that may come with trade
liberalization is likely to enhance the rate of
human development. However, if eco-
nomic growth is accompanied by environ-
mental degradation, worse healthcare, less
security, less leisure time or other concerns,
then it may have a negative impact on
human development.

The reason why countries sell goods and
services to each other - and they do so be-
cause there is a mutual benefit (i.e. gains
from trade) - has been only explained re-
cently by modern economic science, after
thousands of years of practice. In the early
nineteenth century David Ricardo devel-
oped a powerful theory, which explains
trade in terms of comparative advantages.
Under this model, a trade-led increase in
world output depends on countries’ will-
ingness to specialize in producing the
goods in which the opportunity cost of
production in terms of other goods is lower
in that country than in other trade partners.
The model relies solely on cross-country
differences in labour productivity and sug-
gests that countries are better off in aggre-
gate terms.

The specific factors model (sometimes re-
ferred as the Stolper-Samuelson model)

13 The eight MDGs - which range from halving extreme poverty to providing universal primary education, all by the target date of 2015 - form a blue-
print agreed to by all the world’s countries and the entire world’s leading development institutions (see Annex 1)
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Box 3.1 Millennium Development Goals

uuuuuu
uuuuuu

nnnnnnnnn
PRIMARY EDUCATION

ouc
B WoRTALTY

HPROVE NATERNAL
HEATH

E Goal 6: Combat HIV/AIDS, Malaria and other diseases

gﬂ% Goal 7: Ensure Environmental Sustainability

W Goal 8: Develop a Global Partnership for Development

MDG 8 expressively indicates trade related targets, namely:

e Target 8.A: Develop further an open, rule-based, predictable, non-discriminatory
trading and financial system. Includes a commitment to good governance, devel-
opment and poverty reduction — both nationally and internationally;

e Target 8.B: Address the special needs of the least developed countries. Includes:
tariff and quota free access for the least developed countries’ exports; enhanced
programme of debt relief for heavily indebted poor countries (HIPC) and cancel-
lation of official bilateral debt; and more generous ODA for countries committed
to poverty reduction;

¢ Target 8.C: Address the special needs of landlocked developing countries and small
island developing States (through the Programme of Action for the Sustainable
Development of Small Island Developing States) and the outcome.

Progress towards these targets is measured vis-a-vis the following set of indicators:

® (8.6) Proportion of total developed country imports (by value and excluding arms)
from developing countries and least developed countries, admitted free of duty;

® (8.7) Average tariffs imposed by developed countries on agricultural products and
textiles and clothing from developing countries;

e (8.8) Agricultural support estimate for OECD countries as a percentage of their
gross domestic product;

® (8.9) Proportion of ODA provided to help build trade capacity.

provides an analysis of the distributional ef-  of the owners of different factors of pro-
fects of trade. Changes in the relative price duction. The model shows how trade af-
of manufactures do affect the realincomes  fects both relative prices and predicts that



the factors that are specific to the export
sector of each country would benefit from
trade, but the factors specific to the import
competing sectors would lose. The
Heckscher-Ohlin model shows that com-
parative advantage is also influenced by
the interaction between nations’resources
(the relative abundance of factors of pro-
duction) and the technology of production.
The model predicts that trade would equal-
ize the prices of factors (i.e. labour and cap-
ital) between countries (this outcome has
never been realized, due to differences in
resource endowments, trade barriers, and
technology). Both models indeed predict
that trade has an aggregated direct effect
on factor prices such as labour.

By reviewing mainstream theory and liter-
ature, itis possible to list the factors behind
trade-led growth:
® more efficient use of resources due to
product and service specialization;
® increasing variety of product and
services for the consumer;
® increasing returns to scale due to larger
markets for products and services;
e diffusion of technology;
e diffusion of organizational and man-
agement know how;
® increasing foreign investments due to
integration in the global value chain;
® increasing competition and consequent
reduction of monopolistic markets.

In the trade liberalization pattern dynamic
gains are potentially more important than
static gains. Static - once for all - gains are
expected to arise as the reallocation of re-
sources move from inefficient protected
sectors to more efficient sectors. Longer

run gains in the growth rate are explained
by increases factor productivity that
emerge through a variety of channels. As a
consequence, output grows, per-capita in-
come rises, and the world welfare is aug-
mented in a virtuous cycle. It is important
in this guide to highlight the role of dy-
namic gains, since the latter are believed to
better capture the effects of trade liberal-
ization. An understanding of dynamic com-
parative advantages is also crucial. Dy-
namic comparative advantages refer to
shifts in a country’s competitiveness that
materializes after changes in the key pa-
rameters, like world prices, costs of factors
of production, and technologies. Policies,
in measuring their influence over these pa-
rameters, also matter.

While economic theory explains why coun-
tries trade, it does not provide enough evi-
dence on the human development dy-
namics (and outcomes) attached to the
process. Gains from trade are transmitted
at varying degrees and speed among coun-
tries (and among groups within countries).
This transmission can be uneven and thus
generates human development concerns.
Non-income effects or costs, such us envi-
ronmental degradation, are often not prop-
erly taken into account. Nevertheless, criti-
cisms of the comparative advantage para-
digm have not resulted in any substantial
weakening of the overall framework.'

In turn, four pillars of human development
can be seen to be related to trade: produc-
tivity, equality, sustainability and empow-
erment’. Table 3.2 summarises links be-
tween trade and key pillars of human de-
velopment and relates them to the MDGs.

14 Theoretical exceptions have been identified - e.g., the Bhagwati case of “immiserizing growth” (Bhagwati 1958) - flaws and weaknesses highlighted and
theoretical reformulation proposed. This guide does not pretend to summarize the debate and refers to the current economic literature for further

readings.
15 UNDP Colombo Regional Centre (2008 - draft)
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Table 3.1 Links between trade, MDGs and the pillars of human development

Pillar of human Link to trade

development

Productivity Increased productivity (achieved partly through better educa-
tion and healthcare) enhances human capabilities, allowing
people to benefit from trade. It also raises the economic growth
rate. MDGs 1-6 all relate to improvements in health, gender, ed-

ucation and incomes, each of which can enhance productivity.

Equality Enhanced equality can help ensure that all groups benefit suf-
ficiently from trade policy changes. A more equitable income
distribution may render trade policy changes more sustain-
able. Trade policy should aim to help eradicate extreme
poverty and hunger, MDG1, as well as improve education and
gender balance.

Sustainability Sustainability means preserving developmental achieve-
ments. Trade-related changes must ensure that resources are
not used in a way that prevents future generations from im-
proving their welfare. It is not just MDG?7 that relates to sus-
tainability. MDGs 1-6 each contributes to the long-term suc-

cess of trade-related changes.

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

to institutionalize empowerment as a development issue.
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Source: adapted from UNDP Colombo (2008 - draft)

The AfT study should look at human devel-
opment from multiple perspectives. The
first entails the identification of existing
patterns in the economy and the relative
opportunities to increase people’s wellbe-
ing, as well as the increased risks from glob-
alization that people should be prepared to
face. In doing so the study should focus on

opportunities and threats that are ex-
plained by stronger interactions with inter-
national markets. While the human devel-
opment perspective should be reflected in
the whole AfT study, practical and opera-
tional recommendations should be
grounded sector by sector. Secondly the
possibility of conducting a policy impact



assessment, rather than a generic policy re-
view, should be considered (e.g. WTO ac-
cession, Trade-Related Aspects of Intellec-
tual Property Rights (TRIPS), or regional
trade agreements). This chapter offers an
overall framework, while more specific
tools are described in chapter 8 (sector as-
sessments) and 9 (trade policy impact as-
sessment).

Trade and underlying trade policies are re-
distributive in their nature, meaning that
they impact different population groups in
different ways. Therefore trade liberaliza-
tion may imply a net welfare transfer from
one economic sector or group to another. A
protected sector (e.g. car production), in-
cluding its firms and workers, may lose
from a tariff reduction while other enter-
prises and workers employed in an export
driven sector (e.g. textile, electronic ap-
parel) may gain from an increased access to
foreign markets. Changes in a country’s
trade volumes and the impact of trade on
domestic economic growth and inequality
show how these economic variables influ-
ence people’s lives. It must be acknowl-
edged that, while trade gains usually are
consolidated only after five or more years,
the negative impact on losers is often im-
mediate. Therefore the analysis should dif-
ferentiate between short term and long
term effects. Trade liberalization, as previ-
ously discussed, may force households to
adopt coping strategies to mitigate the ef-
fects of job losses and increased vulnera-
bility. Coping strategies take the form of
arrangements between individuals (e.g.
family support) and communities (self-help
groups), when savings, job or health insur-
ance are absent. Without state support,
these strategies (e.g. consumption loans,

selling of assets) may translate in a net re-
duction of living standards, while produc-
ing changes in inequality and gender
equality. Long term coping mechanisms in-
clude the moving into the shadow econ-
omy and labour migration. The OECD Em-
ployment Outlook states that “the impacts
of globalization on labour markets are
manageable, but international economic
integration increases the urgency of enact-
ing pro-growth and pro-employment poli-
cies, which also ensure that political sup-
port for open trade and investment will not
be eroded by excessively high levels of in-
security or inequality”.'® An effective and
adequate welfare system must be in place
to reduce insecurity and provide opportu-
nities for the new unemployed to get back
into the labour market.

Policy changes and trade agreements are
nonetheless only one of the factors behind
a country’s trade performance and their im-
plementation might be not sufficient to
boost trade, exports and growth. It is inap-
propriate to address trade policy separately
from other aspects of industrial policy and
the macroeconomic setting. Country spe-
cific factor endowments, the business cli-
mate, and comparative advantages (e.g. rel-
atively cheap and highly educated work-
force, availability of land, quality of institu-
tions etc.) are even more important in as-
signing positions in the current trade sys-
tem. As well, enterprises will find them-
selves in already established international
markets, which have specific rules, charac-
teristics and dominant players. Moreover,
the current trade architecture and protec-
tionists policies from most developed na-
tions have been considered as a major ob-
stacle for enhancing export productive ca-

16 OECD (2007)
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pacity in emerging economies. Starting
from these basic notions, the inter-linkages
between human development and trade
are mapped using a step-by-step process

farmers. Many households due to
price changes have been forced to sell
assets and cut down on essential ex-
penditures (e.g. food and children’s

Figure 3.1 Trade and human development

Trade led income
re-distribution

/S

Human Economic growth
development and inequality

Trade
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agreements

N

[ Trade volume ]

/

International
markets

as outlined in Figure 3.1. Trade and eco-
nomic growth are reciprocally influenced,
as well as human development and
growth.

Changes in trade patterns are transmitted

to households through the following three
main channels:

® Prices. Changes in prices modify the

prices at which households and indi-

viduals sell and buy products. A case

in point is the adverse effect of de-

clining agricultural commodity prices

(e.g. coffee, cotton) on small-scale

N

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

school fees). Box 3.2 provides further
details.

Employment and productive capac-
ity. Trade liberalization and increased
trade volumes are likely to change in-
centives for individuals and enter-
prises and have an impact on wages
(employees) and profits (entrepre-
neurs). They may increase or decrease
overall wage inequalities and the size
of the shadow economy.
Government revenues and social ex-
penditures. Trade policy changes
have short and long term direct im-



Box 3.2 Price channel: international and national prices

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

[ Border price ]

Taxes, regulation, distributors, procurement

[ Wholesale price j

Distribution, taxes, regulation

[ Retail price ]

Technology, random shocks3

[ Household j

For the purposes of the AfT needs assessment, each stage in the process can be ana-
lyzed to determine the impact of a change in price on the household, and an attempt
made to determine whether transmission mechanisms are working. The transmission
from the wholesale price to the retail price may not operate effectively if there are prob-
lems with distribution, taxes, regulation or cooperatives. This process may be done anec-
dotally for a representative good, or if possible for all likely goods affected by a pro-
posed trade liberalization to establish to what extent the price effects of the proposed
or actual liberalization pass through to the household.
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Source: Adapted from McCulloch et al (2001)

pacts on government revenues, which Box 3.3 poses and answers a series of ques-
in turn may influence social expendi-  tions related to the previously identified
tures. The main impact is expected  transmission channels. It highlights how
due to a reduction of tariff and excise ~ transmission channels may influence the
revenues. impact of trade liberalization and the re-

lated outcome that can be obtained in the

fight against poverty and social exclusion.
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Box 3.3 Trade, trade policy and poverty: what are the links?

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

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

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

Is it likely to affect different household members differently?

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

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

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

Changes in the prices of goods affect the functional distribution of income according
to factor intensities. Predicting either the price effects or the factor intensities of af-
fected sectors can be complex, as was seen with the Latin American reforms of the
1980s and 90s. In addition, if factor supplies show some elasticity, part of a trade shock
will show up as changes in employment rather than in factor prices. In the limit, a per-
fectly elastically supplied factor will experience only employment effects. This is most
pertinent for labour markets. If the prevailing wage is determined by subsistence lev-
els, switching people from one activity to another has no perceptible effect on poverty.
If, on the other hand, the trade-affected sector pays higher wages (because, say, it has
an institutionally enforced minimum wage), increases in activity will tend to reduce
poverty and declines increase it. The formal/informal divide is important in this respect.



In all this, it is important to remember the difference between the functional and the
personal distribution of income. Falling unskilled wages generate poverty only to the
extent that the poor depend disproportionately on such wages.

Will the reform actually affect government revenue strongly?

One’s immediate reaction is that cutting tariffs will reduce government revenue. While
in the limit this is clearly true — zero tariffs entail zero revenue — many trade reforms ac-
tually have small or even positive revenue effects, especially if they convert non trade
barriers into tariffs, remove exemptions and get tariff rates down to levels that signifi-
cantly reduce smuggling. Even where revenue falls, it is not inevitable that expenditure
on the poor will decline. That, ultimately, is a policy decision.

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

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

Does the reform depend upon or affect the ability of poor people to take risks?

The very poor are likely to be seriously risk averse. Because for them the consequences
of even small negative shocks are so serious, they will tend not to welcome a change
that raises mean income and increases their chances of higher incomes if at the same
time it also increases their chances of lower ones. This might make them unwilling to
seize opportunities that are beneficial in mean income terms but leave them vulnera-
ble to the negative elements of a reform package. Similarly, if a reform makes it more
difficult for the poor to continue their traditional insulation strategies, it may increase
their vulnerability to poverty even if it increases mean incomes.

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

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

Will the reform imply major shocks for particular localities?
Large shocks can create qualitatively different responses from smaller ones - for ex-
ample, markets can seize up or disappear altogether. Thus if a reform implies very large
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shocks for particular localities theses negative effects can be mitigated by phasing in the
reform, or better still, by introducing compensatory-complementary policies. There is
a trade-off, however, as larger shocks will typically reflect bigger differences between
current and potential performance and hence may result in greater long-run gains from

the given reform.

Will transitional unemployment be concentrated on the poor?

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

Source: Winters (2000)

In summary, to understand the interrela-
tionship between trade and human devel-
opment the following factors should be
considered:

¢ Trade liberalization’s redistributive ef-
fects with special attention given to
vulnerable groups (e.g. farmers, infor-
mal sector, gender inequalities);

® The estimated impacts of trade vol-
umes on the economic structures in a
country and on inequality (e.g. wages
and factor productivity) and vice versa;

e Country specific relations between
economic growth and human devel-
opment;

e Expected risks of potential trade
shocks and their impact on the econ-
omy (e.g.food and energy prices) and
especially on vulnerable groups (i.e.
vulnerability mapping).

Among others, the following impacts of

trade are more relevant for an AfT analysis:

® Impact on access to services: changes

in type and quality of service (and
goods) available;

¢ |Impact on health and education:

changes in well-being, physical capa-

bilities, changes in access to and/or
quality of learning;

® Impact on lifestyle and culture:
changes in the ways in which individ-
uals and families organize themselves,
including changes in gender roles;

¢ |mpact on income and inequality;

® |Impact on household expenditure
patterns, including consumer basket;

® |mpact on gender equality;

¢ |mpact on food security;

® |Impact on the environment.

3.3 Gender, trade and human
development

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

One of the examples often cited in litera-
ture is the employment of young women in



export oriented textile companies in Asia.
The experience shows that the expansion
of export industries may generate new em-
ployment opportunities for women.
Nonetheless, while economic opportuni-
ties allow for greater freedom and eco-
nomic independence, additional burdens
may fall on women and mothers. The ques-
tion of gender and trade has a multiple in-
terface with the economic and social di-
mensions, because of women’s concurrent
role as economic agents, and family and
child carers. The situation in many transi-
tion economies is further complicated by
cultural prejudice and the lack of support
services that are available in western
economies. The sequencing of trade liber-
alization decisions should take into account
their impact on gender equality.

The identification of gender biased barriers
should mark the process of AfT needs as-
sessments. The main question is if and how
a change in the current trade pattern
would influence the position of men and
women and whether it would contribute to
gender equality. Gender equality can be
defined by “recognizing that men and
women often have different needs and pri-
orities, face different constraints, have dif-
ferent aspirations and contribute to devel-
opment in different ways””. The opening of
an economy to international trade often
implies adverse short term negative shocks
or adjustments and, given that women'’s
vulnerability is likely to be exacerbated by
existing inequalities, the negative effects of
trade liberalization are likely to be felt more

by women than men. In the poorest CIS
countries it is common that women are in-
volved in shuttle trade.' Shuttle trade has
certainly helped women escape from un-
employment and poverty, but it has also
not eliminated the economic risks they face
and their vulnerability.

Gender inequality, if interpreted through its
economic dimension, can be described by
looking at differences in':

e Employment opportunities (partici-
pation rate in all sectors and occupa-
tions);

e Returns from labour (wage equality);

e Conditions of work and quality of em-
ployment;

® Access to basic services (such as
health and education);

® Access to resources (such as land,
credit and business services);

® Empowerment (participation in deci-
sion-making);

e Distribution of income inside and out-
side the household (or poverty levels).

Taking this into account, the AfT study
should first briefly analyze to what extent
there is gender equality in the country by
using secondary data, including two key in-
dices - the Gender Related Development
Index and Gender Empowerment Meas-
ure.?? Box 3.4 highlights other dimensions
that should be taken into account through-
out the analysis (i.e.,, employment oppor-
tunities, market pressures and access barri-
ers) to substantiate research findings.?'

17 DFID (2002)

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

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

20 The HDI has been reworked to highlight gender issues and those two separate but strongly linked indices have been developed (see UNDP 2007/2008

Human Development Report)

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

1. Impacts on employment opportunities

¢ Disaggregation of national and sector employment statistics by sex;

e Gender analysis of export sectors: percentage of women employed and growth
rate of female employment;

® Foreign direct investments: percentage of women employed and growth of fe-
male employment;

® Percentage of women employed in the informal sector and new entry in the for-
mal sector;

¢ Number of women involved in petty trading;
Changes in the previous data after trade liberalization or forecasts about those
changes;

2. Impacts determined by market changes on gender discrimination and wage dif-
ferentials
® Gender wage and productivity differentials;
e Gender wage discrimination in the export sector, comparison with other sectors;
® Gender wage discrimination in FDI, comparison with other employers (state, pri-
vate sector);
¢ Percentage of female professional & technical workers;
Percentage of business women (i.e. women entrepreneurs, CEOs, depending on
available statistics);
Female underemployment;
Stability of women’s employment;
Percentage of women employed as shuttle traders;
Gender discrimination in the workplace (source: employment surveys);
Changes in the previous data after trade liberalization or forecasts about those
changes;
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3. Impacts on barriers to access resources and services by women

¢ |Implementation of the labour legislation in regards to women'’s rights (e.g. ma-
ternity leave);

® Access to social security, health and education;

e Access to financial services including microfinance;

¢ Availability of childcare services and related costs (e.g. free of charge by the state)
in relation with available resources;

¢ Dynamics of fertility of employed women.

Human development dimensions are often  trade with gender empowerment. Further-
interlinked. Box 3.5 highlights a possible ~ more it is important to consider trade and
strategy - fair trade - to link sustainable  environment through a gender dimension.




national markets provide opportunities for
such products: fair trade labels often work
with women’ associations to market their
products in Europe and the US.

In many developing and transition coun-
tries women play a key role in the produc-
tion of environmentally friendly goods and
services such as organic agricultural prod-
ucts and medicinal herbs and plants. Inter-

Box 3.5 Fair trade initiative

Economic benefits Social benefits Environmental benefits

¢ High quality production
processes may attract
and be preferred by
some global buyers;

® |ndividual suppliers may
be able to command
higher prices by directly
accessing premium
niche markets;

¢ Individual suppliers may
be able to negotiate
fixed prices and be less
affected by global com-
modity price fluctua-
tions;

® Suppliers may develop
longer term, more stable
partnerships with buyers.

Economic disadvantages

e (Creates dependence on
small niche markets;

e Could prompt buyers to
go elsewhere as part of a
“race to the bottom”.

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

® Improved overall work-
ing conditions;

® Lower absenteeism and
employee turnover;
Improved productivity.

® Greater equity for, and
consideration of, the
specific needs of female
employees;

® May enable indigenous
crafts and production
methods to gain wider
market access;

® Suppliers may develop
longer term, more stable

partnerships with buyers.

Social disadvantages

e (reates“islands of
wealth” with limited
benefits for the wider
community;

e Does not account for
loss of equivalent trade
in “buying” countries;

® Does nothing to reduce
the social and cultural
impacts of consumerism
as awhole.

Provides opportunities
to raise awareness of
and change practices
minimizing the environ-
mental damage caused
by production
processes;

Improved, more care-
fully considered produc-
tion processes may re-
duce the use of (for e.g.)
pesticides through at-
tention to worker health
and safety;

May provide an easy link
to other standards such
as organic production
standards, which inher-
ently reduce environ-
mental damage.

Environmental
disadvantages

Does not account for ex-
ternalities such as car-
bon dioxide emissions
from air miles needed to
transport goods;

Does nothing to reduce
the environmental im-
pacts of consumerism as
awhole.
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3.4 Environment and trade

Any economic activity has an impact on the
environment, and trade is no exception.
Undoubtedly the production and ex-
change of goods and services deplete nat-
ural resources and produce waste and
emissions. Linkages between trade and en-
vironment have been recognized at all lev-
els, including formal multilateral negotia-
tions. This recognition dates back to the
Marrakesh Agreement establishing the
WTO, and is now reflected in the works of
the WTO Committee on Trade and Environ-
ment. As shown in OECD (2006) an inte-
grated approach to poverty, trade and en-
vironment is crucial because:

e Environmental degradation hits the
poorest the hardest, since poor peo-
ple depend for survival on a wide
range of natural resources;

® Environmental commons (such as
grazing lands, waters and forests)
contribute significantly to the in-
come of poor people but are vulner-
able to unsustainable use;

® The poor (particularly women and
children) are heavily affected by en-
vironmental health problems such as
lack of safe water and sanitation, in-
door air pollution and exposure to
chemicals and vector-borne dis-
eases;

® The majority of the rural and urban
poor live in ecologically fragile areas
or environments with high exposure
to environmental hazards;

e Women are often more vulnerable
than men to environmental degra-
dation and resource scarcity. They
typically have weaker and insecure
rights to the resources they manage
(especially land), and spend longer
hours on collection (of water, fire-
wood, etc);

e High economic growth is necessary
in many low-income countries to
achieve the MDGs. Ignoring the en-
vironmental sustainability of growth
may lead to short-run economic
gains for some, but risk undermining
long-term growth and poverty re-
duction;

e The access and entitlements of poor
people to natural resources are cru-
cial to the fulfilment of basic human
rights such as food, housing and
health. Involving poor people them-
selves — and building on their views
and knowledge - is thus key to en-
suring good governance of environ-
mental resources.

Trade and development policy tradition-
ally revolves around economic and social
issues, but ideas about development are
increasingly driven by environmental con-
cerns. MDG 7 involves a commitment to
the goal of environmental sustainability.
In Eastern Europe and the CIS, the abun-
dance of natural resources (i.e. connected
risks of overexploitation) and the heavy in-
dustrial heritage from the Soviet times
make environmental issues a particular
concern.

In the nineties environment impact assess-
ments of new investment, production facil-
ities and trade agreements grew consider-
ably and can now provide adequate infor-
mation for decision making both in private
and public organizations. International or-
ganizations, governments, NGOs as well as
think-tanks and academia were involved in
defining the framework. Several ap-
proaches were applied in practice and in
some countries they were codified by law.
The EU has enacted a number of directives
to define the obligation of conducting en-
vironment assessments, while similar rules



are applied in other OECD countries. For ex-
ample the Directive on Strategic Environ-
mental Assessment?? requires that ‘envi-
ronmental assessment shall be carried out
for all plans and programmes, which are
prepared for agriculture, forestry, fisheries,
energy, industry, transport, waste manage-
ment, water management, telecommuni-
cations, tourism, town and country plan-
ning or land use’. Though trade is not ex-
pressly mentioned it is obvious that trade
policies and agreements can influence the
priorities and objectives of the plans and
programmes for the sectors listed above.

The evaluation of how trade impacts the
environment remains a challenge. It ap-
pears that the expansion of trade has a pos-
itive impact on social and economic well-
being, but may bring negative conse-
quences for the environment. A trade off
does exists, especially if only the short term
effects are taken into consideration. For ex-
ample the intensification of agriculture and
the shift towards monoculture may bring
immediate advantages to exporting farm-
ers, but it often also brings negative im-
pacts on biodiversity and the environment
in the medium and long term that can then
result in degradation of agricultural land.

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

e Stress transmissions to the environ-
ment: harmful effects of export incen-
tives (e.g. agriculture subsidies) on
land degradation and rural livelihood;
magnified pressure on land, water re-
sources and ecosystems in export pro-
cessing zones;

® Potential benefits: adoption of green
technologies due to increased trade in

environmental goods and services;
improved access to modern technolo-
gies; new market opportunities to cer-
tified products and increased effi-
ciency in the use of scarce resources
due to free competition.

The AfT study should first look at the ratifi-
cation and implementation of multilateral
environmental trade agreements (e.g. Con-
vention on International Trade in Endan-
gered Species of Wild Fauna and Flora
(CITES) Convention on Biodiversity), while
reviewing the overall trade policy frame-
work. The inclusion of more stringent envi-
ronmental requirements is at the centre of
the international debate since health and
environment standards may restrict the ac-
cess to OECD markets and expose devel-
oping countries to increased vulnerability
(i.e. external regulamentary changes). The
suspicion is that health and environmental
requirements hide protectionist policies.
The solution lies in enhanced cooperation
between importers, exporters and stan-
dard setting organizations. Nonetheless,
the negotiations, at the time this guide was
drafted, were far from being concluded.

The option of including environmental el-
ements into trade agreements (e.g. North
American Free Trade Agreement) should
be considered while drafting AfT recom-
mendations. Enhanced cooperation on
trade and environment strengthens the
cause of sustainable development. Envi-
ronment related measures, if properly in-
corporated into trade agreements, could
help to level the playing field, allowing for
increased competition and better alloca-
tion of scarce resources. The AfT action ma-
trix should include measures designed to

22 European Directive 2001/42/EC

o
pa
Ll
=
(a1
o
—
Ll
>
Ll
@)
pa
<
=
)
I
@)
z
<
Ll
@)
<
oc
(o
)




minimize negative environmental impacts ® Preliminary screening to set the prior-

and magnify opportunities for sustainable ities of the analysis by, for example,

development. identifying sectors that will be influ-
enced the most by the introduced

The methodologies used for analyzing trade measures;

linkages between trade and environment e |dentification of (and consultation

are often built around a few well defined with) relevant stakeholders;

steps that are used for both the ex-ante e Assessment of likely environmental

analysis of trade agreements or the expan- impacts of introduced actions and

sion of a sector or industry (see examples identification of the significance of

in box 3.6): those impacts;

Box 3.6 The potential of Strategic Environmental Assessment in relation to
oil and gas investments

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

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

Norwegian management of the Barents Sea: The Norwegian government recognized
the importance of protecting the Barents Sea ecosystem and other marine areas and is
developing integrated management plans for its coastal and marine areas, starting in
2002 with the Barents Sea. The plan will address the impacts of fishing, aquaculture, oil
operations and shipping. It will attempt to ensure that the accumulated effect on the
ecosystem does not exceed the tolerance of the ecosystem.
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UK Offshore Oil and Gas Industry: The former Department of Trade and Industry (DTI)
was the principal regulator of the offshore oil and gas industry in the UK. It used SEA
proactively to strike a balance between promoting economic development of the UK’s
offshore oil and gas resources and effective environmental protection. In 1999, the DTI
began a sequence of sectoral SEAs of the implications of further licensing of the UK
Continental Shelf (UKCS) for oil and gas exploration and production (before the EU SEA
Directive came into effect in 2004). See www.offshore-sea.org.uk.

Source: OECD (2006)




® Production of relevant policy recom-
mendations.

The European Commission’s (EC) Sustain-
ability Impact Assessment (SIA) methodol-
ogy - or the more widely used Strategic En-
vironmental Assessment (SEA) - can be
used to assess the impacts of trade towards
all aspects of sustainable development.

Furthermore the EC developed a sophisti-
cated tool called Trade SIA to monitor these

impacts. Methodologies to measure the
environmental impact of trade to some ex-
tent overlap and the choice of which to use
should depend on the specific context. Box
3.7 provides details on these tools for fur-
ther reference. AfT studies should also iden-
tify capacity gaps in the country’s institu-
tional framework that will affect its ability
to assess the environmental impacts of
trade. The existence of appropriate coordi-
nation bodies and the adequate allocation
of human resources should be checked.

Box 3.7 Additional resources on environmental impact assessment

Resources on trade and environment

Source = References

Trade Sustainability Impact

Assessment (Trade SIA)

Trade SIA is a process undertaken dur-

ing a trade negotiation which seeks to

identify the potential economic, social

and environmental impacts of a trade

agreement. A Trade SIA has two main

purposes:

® to integrate sustainability into trade
policy by informing negotiators of the
possible social, environmental and
economic consequences of a trade
agreement;

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

EC Handbook for Trade Sustain-
ability Impact Assessment, Eu-
ropean Commission, External
Trade, March 2006
http://trade.ec.europa.eu/do-
clib/docs/2006/march/tradoc_
127974.pdf

Integrated Assessment of
Trade-Related Policies

Integrated assessment of trade-related
policies uses a range of impact assess-
ment tools to evaluate the environmen-
tal, social and economic impacts of trade
liberalization and trade-related policies
at national level, providing policy and
decision makers with information nec-
essary for informed decision-making.

UNEP UNEP dedicated website
www.unep.ch/etb/areas/Int-
TraRelPol.php

Training Resource Manual
Integrated Assessment

(with focus on trade-related
policies), UNEP 2001
www.unep.ch/etb/publica-
tions/intAssessment/refmania-
Final.pdf
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Resources on trade and environment

Source

References

Integrated Assessment and
Planning for Sustainable Devel-
opment, Guidelines for Pilot
Projects, UNEP, March 2004
www.unep.ch/etb/events/Event
s2005/midTermReview/IAPGuid
ePilPro.pdf

OECD Guideline for Strategic
Environmental Assessment

Drawing on practical experience and es-
tablished ‘good practice] the guideline
points to ways to support the applica-
tion of SEA for‘integrating environmen-
tal considerations into policies, plans
and programmes and evaluating their
inter linkages with economic and social
considerations. In view of the great di-
versity of circumstances across different
countries, it seeks to provide a com-
monly- agreed and shared model that
allows for flexibility in developing ap-
propriate applications of SEA to the di-
versity of needs. It is presented in the
context of a rapidly emerging frame-
work of international and national legis-
lation on SEA in both developed and de-
veloping countries.

OECD

OECD (2006) Applying Strate-
gic Environmental Assessment:
Good Practice Guidance for De-
velopment Co-Operation
www.oecd.org/dataoecd/4/21/
37353858.pdf




4. AID FOR TRADE NEEDS ASSESSMENT:
STRUCTURE AND PROCESS

The purpose of this guide is to provide sug-
gestions for producing AfT needs assess-
ments that are nationally-owned, orien-
tated toward human development and ca-
pable of producing useful recommenda-
tions which contribute to improving the
links between trade and human develop-

ment. It is important, therefore, that the
outline and process adopted are appropri-
ate for the task at hand. Below we suggest
a structure of an AfT study (chapters out-
line) that can be adapted to context spe-
cific needs.

Box 4.1 Research tips - the eightfold box path - a practical guide to data and

policy analysis

1. Define the problem:

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

pirically).

2. Assemble the evidence:

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

3. Construct the alternatives:

e Address the problem starting with the benchmark, the alternative that assumes all

present trends continue undisturbed;

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

ods of financing;

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

4, Select the criteria:

e Evaluative criteria to be used to judge the best outcomes;
e (Criteria should be sorted into values that are to be maximized, those that are con-

straints and those where more is better.

5. Project the outcomes:

e Determine as far as possible the benefits and costs of the policy options;

¢ |dentify unanticipated consequences;

e |ndicate the values and the dimensions of the indicator to assess the outcomes.
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6. Confront the trade-offs:

e As trade-offs occur at the margin, ask if “spending an extra X dollars for an extra
unit of service Y will lead to an extra Z units of good outcome;”
Measure trade-offs across outcomes rather than alternatives;

e Compare benchmarks with other alternatives.

7. Decide:

e Select the best alternatives given the analysis.

8. Tell your story:

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

Source: UNDP (2007)

4.1 Aid for Trade needs
assessment’s structure:
chapters’ outline

As already indicated, the structure of the AfT
needs assessment presented below is not a
blueprint and the content and the order of
the chapters can be adapted according to a
country’s specific circumstances. The im-
portant point is that the analysis in each
chapter should end in a list of recommen-
dations to be presented at the end of the re-
port in the form of an action matrix. The
possible content of suggested chapters is
discussed in chapters 5-9 of this guide.

We suggest that an AfT needs assessment
contains the following chapters:

() Introduction

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

(I Macroeconomic and business environ-
ment

Here, relevant features of the macroeco-
nomic environment are highlighted, par-

ticularly those which relate to poverty and
human development. Macroeconomic
analysis should be presented only insofar
as it supports the analysis and recommen-
dations on trade and human development.
The business environment section should
provide a picture of the country’s overall
competitiveness and identify the main bar-
riers and obstacles.

(Il) Trade and investment policy

This chapter should review trade and in-
vestment policies and explain country
specific dynamics of trade and investment
flows. It should discuss policies and insti-
tutions, trade agreements and market ac-
cess. Examples of needs identified should
address such issues as WTO accession;
trade negotiation strategy; and reforming
trade-related legislation.

(IV) Trade facilitation

This chapter should be treated separately
from trade policy because the challenges
of trade increasingly concern issues such
as customs procedures, transportation
costs, red tapes and other behind-the-
border barriers to trade. The purpose of
this chapter is to identify the underlying



causes of inefficiency, poor service deliv-
ery and high costs related to the move-
ment of goods so that systemic problemes,
not only symptoms, are addressed.

(V) Sectoral analysis

This chapter should choose several im-
portant sectors that have a potential to
address the needs of the poor via trade
and analyse them. It should give a general
overview of the sectors identified and
highlight economic opportunities (or
risks) which have a high impact on human
development. If necessary, expected im-
pacts on the environment should also be
considered.

(VI) Trade policy impact assessment

The assessment of a country’s trade pol-
icy may require a separate chapter in
order to present a formal and structured
impact analysis. In particular it should

focus on trade policies and measures that
are expected to affect the population and
especially the poor.

(VII) Conclusions and action matrix

This chapter should summarize the dis-
cussion and draw out implications from
the analysis. It should also present the
recommendations resulting from previ-
ous chapters. The recommendations
might take the form of an action matrix
(see Table 10.1). A second table should
highlight the need for donor assistance
(see Table 10.2). Before presenting the ac-
tion matrix the AfT study should map
donor AfT commitments, underlining the
eventual need for donor coordination.
Conclusions should highlight capacity
gaps and propose domestic actions and
technical assistance projects that are re-
quired to overcome those weaknesses.

Box 4.2 Research tips - specificity of recommendations

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

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

The difficulty of making useful recommendations lies in striking the correct balance be-
tween the general and the specific. Recommendations should be general enough that
they achieve useful and wide-ranging change, but specific enough that they make
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sense in the particular environment of the country concerned. Examples of policy rec-
ommendations which achieve the right balance include:

e “Update current customs-related legislation, in particular the outdated 1974 Import

of Goods (Control) Act, to address gaps and bring it into line with modern trade practices”

¢ “Remove the ability of the Ministry of Finance to grant discretionary import duty

exemptions (in excess of 1 billion annually). This will help stabilize government fi-

nances and enable trade policy to be orientated more toward human development.”

Appropriate

fiscal policies

Cut public
Tax .
. investment Others...
Incentives? ..
inindustry?

WTO
compatibility

Duty VAT
Drawback? Exemptions?

Others...

Geographi-
cal/product
coverage

Each of these policy recommendations should be further clarified and expanded dur-
ing the analysis. A policy recommendation is not as useful as it could be if it is not real-
istic and does not take into account human realities — such as internal politics and in-
stitutional arrangements. And a policy or set of policies that works in one country may
not work in another. Generic policy rules which do not take account of the specific na-
tional context, such as culture and institutional arrangements, are less valuable than

they otherwise might be.

4.2 Establishing the context

The context for the AfT study needs to be
established before the needs assessment
exercise begins. This stage involves re-
thinking and increasing understanding of

the need for an AfT needs assessment, re-
cruiting a team leader, and forming/re-
cruiting the authors’ team, selecting an ad-
visory board and indentifying a peer review
group. Efforts should be devoted to build-
ing awareness of the study and its aims, In-



formational workshops with relevant stake-
holders, including members of govern-
ment, representatives of civil society and
the private sector are helpful. Establishing
the project’s legitimacy and building sup-
port at this stage will help later on with the
analysis and implementation of recom-
mendations.

national development plan or poverty re-
duction strategy and possible previous
trade assessment studies. This stock-taking
exercise is critical to avoid duplication of
previous work and to ensure coherence
and coordination with previous and ongo-
ing activities.

BOX 4.3 Publication tips - how to design a publication

Ensure relevance

® National/regional ownership through a process that draws on national/regional ac-
tors and capabilities throughout the preparation, resulting in a product that is
firmly grounded in the country’s past and existing development plans.

Build consensus

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

Generate respect

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

Promotes human development strategies

® Quality of analysis that centres on people and makes global, regional and local
connections. It uses quantitative and qualitative data to support policy arguments,
and to measure and monitor human advances.

Maximizes impact

e Flexibility and creativity in presentation through attractive visuals, fluid language
and a creative style that will engage the interest of the target audience.

Makes the report’s voice heard

e Sustained follow up that generates awareness and dialogue, and influences na-

tional development actions.

Source: http://hdr.undp.org/en/nhdr/monitoring/impacts/

We suggest organizing preliminary consul-
tations designed to lay the groundwork for
the needs assessment and delineate the
scope of the exercise. This should involve,
among other issues, establishing clear ob-
jectives and taking stock of past and on-
going work including implementation of a

Contacts should be made with key stake-
holders in government, the private sector
and civil society to obtain their perspec-
tives and insights. Draft terms of reference
(ToR) for a team leader and team members
should be prepared in consultation with
the government and key stakeholders. It
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should be cleared by the government
agency responsible for trade policy.

4.3 Research design and work
plan

A clear work plan should be developed for
all stages of the preparation of the AfT
study (see Table 4.1). The work plan should

be feasible and realistic, and correspond to
the local context. The work plan will also
need to be periodically revised and up-
dated to take into account the possibility of
unexpected events. In addition, the plan-
ning and timing of the AfT study should be,
when possible, coordinated with the draw-
ing up of national poverty reduction strate-
gies. A clearly defined set of objectives and
deliverables from the beginning will help

Table 4.1 Workplan - Aid for Trade needs assessment

Stage Actions or
deliverable

Responsible | Resources Deadline
person required
or party

Phase 1: Preparation
1. Establishing
the context
2. Drafting terms
of reference
3. Selection of the
authors’team

Phase 2: Production

1. Desk survey

2. Background studies
and data collection

3. Consultation rounds
for strengthening na-
tional ownership and
fostering a participa-
tive approach

4. Report compilation

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

Phase 3: Dissemination

and follow up

1. Launch and
dissemination

2. Follow up strategy
implementation




avoid delays and ensure that the AfT study
maintains its focus.

The design and the selection of methodolo-
gies that will be used in the study is particu-
larly important in the preparation phase. As
presented in this guide, a trade needs as-
sessment may turn to be a long and com-
plex exercise. Nonetheless an AfT study can
be designed in different ways and tailored
to the objectives, time and resources avail-
able. Some of the tools described in this
guide require primary data collection, in-
cluding ad hoc surveys, while others are
based on interviews and secondary data col-
lection. Some others refer to econometric
modelling. It is impossible to provide exact
estimates of the time required for the whole
exercise, but it would most likely take be-
tween three to nine months. An introduc-
tory workshop/training to present the
human development approach towards
trade analysis is advisable. Annex 5 presents
a draft agenda for such an event.

When a draft version of the needs assess-
ment study is ready some time will be
needed for editing and consulting with the
main stakeholders. It may be helpful to es-
tablish a website on which useful docu-
ments will be available, and where drafts
can be uploaded. If possible regional com-
parative reports should be produced and
presented along with the national needs
assessments. Cross-country comparison
enables particular features to be isolated,
such as links between trade and poverty in
the particular region, as well as identify
areas for possible collaboration.

The dissemination and follow up phase is
key for achieving the objectives of the AfT
study and therefore this should also be
planned well in advance. Depending on cir-
cumstances a media plan could be pre-

pared to promote key messages to the gen-
eral public and target audience.

The involvement of stakeholders from the
conceptualization phase of the AfT study
should facilitate the report’s understand-
ing, promote its utilization, and possibly
open the way for follow up strategies.
Nonetheless the AfT needs assessment is
only the first step for building a country
strategic approach towards trade. There-
fore the follow up strategy needs to be de-
veloped wisely. A longer term approach
should concentrate on advocacy and out-
reach initiatives (e.g. websites or informa-
tion databases), as well as on promotion
and coordination functions. The follow up
strategy may include the provision of spe-
cific trainings, or the organization of public
workshops and debates. Finally the team
should be well prepared on how to handle
politically sensitive issues with policymak-
ers and the public.

4.4 Participation and consultation
with stakeholders

Consultation with government and interest
group representatives, as well as with the
public has increasingly proved to have a
positive impact on policy making. There is a
widespread recognition that such partici-
pation brings political, legal and social ben-
efits and reduces slightly the risks of strong
opposition and unrest. Investing effort in
participation, even if costly, has always
proved to be effective and efficient. Trade
is no different. Consultations can be cate-
gorized in the following way:

e Consultation between government
agencies (i.e. line ministries, special-
ized agencies such as customs etc.);

¢ [nformal consultation with represen-
tatives of interest groups (e.g. trade
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Box 4.4 Tools for involving stakeholders in trade policy impact analysis

categories.

Name of Tool | Main Use Relevance
Stakeholder Simple process of identifying the | Used at an initial stage (such as
Analysis major stakeholder groups, deter- | agenda setting/topic identifica-
mining their importance, influ- | tion) so that interests, capabilities
ence and capacities. and those who are excluded can
be factored in.
Institutional Assessing constraints withininsti- | Can be done at an initial stage
Analysis tutions, rules and power relations | and to shape the policy selection.
that can undermine policy effec- | Also applicable as part of a pro-
tiveness. cess of assessing the effectiveness
of policy implementation.
Household Collecting information on daily | Especially useful during the stage
Question- experiences and conditions at a | of monitoring and evaluation.
naires (sur- micro-level based on pre-deter- | Also applicable for measuring dis-
veys) mined questions and response | tribution of well-being to help

frame arguments at the agenda-
setting stage.

Participatory

Research and
Development
Tools (numer-

Means of consulting the poor di-
rectly and in an interactive way, to
deepen understanding of charac-
teristics of poverty and convey

ous tech- the priorities of the poor. These
niques exist; tools can help to generate effec-
some are tive participation and ownership.
listed below)

Venn A way of visualizing institutions,
Diagrams people/groups, places, their inter-

relations and importance within a
dynamic system.

Key Informant

Structured interview with some

Interview amount of flexibility (open-ended)
to gather firsthand information.

Seasonal A means of mapping changes in

Calendar people’s activities during differ-

ent seasons by highlighting any
periods of increased risks and
vulnerability.

Flexibility in the sequencing of
different participatory tools for
different purposes is encouraged.
Useful in helping to:

a) generate data for initial stages
of setting the agenda and iden-
tifying policy alternatives;

b) analyse data during the exam-
ination of policy options;

¢) frame indicators of well-being
and impact for Monitoring &
Evaluation.




Name of Tool | Main Use Relevance

SWOT A process of analyzing strengths
(Strengths; and weaknesses of a programme,
Weaknesses; policy, or process, and identifying
Opportuni- opportunities and threats.

ties; Threats)

Focus Group | Allows open group discussion of
Discussion a particular topic or issues based
on a moderated pre-determined
interview structure.

Wealth Rank- | A means of identifying people’s

ing Exercise perceptions on indicators of
wealth (assets, resources) and
well-being.

Transect Stakeholders walking through a

Walks project area or affected area to

observe local realities including
things that are not mentioned
up front.

Source: UNDP (2008, forthcoming)

unions, associations of entrepre- main parties are (titles and names often
neurs), civil society and representa- vary between countries):
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tives from the population mostly af- ¢ Government and governmental or-
fected; ganizations
® Formal and extensive public consulta- Line ministries: Ministry of Trade, Min-
tions, including opinion polls and con- istry of Industry, Ministry of Economy
sultative referendums. / Finance, Ministry of Agriculture and
Ministry of Foreign Affairs;
Several methodologies have been devel- Specialized agencies: Customs Agency,
oped to ensure proper and inclusive as- Export Credit Agencies, Investment
sessments of public policies. Box 4.4 pro- Promotion Agencies, National Statisti-
vides a list with the most used tools for in- cal Office, Central Bank, National and
volving stakeholders in a policy impact Regional Development Banks and Au-
analysis. thorities, Antitrust;
Special committees: Trade facilitation
The identification of the ‘right’ stakehold- committee, Aid for Trade committee;
ers and of their roles and responsibilities ¢ Business and trade unions
(see Box 4.5) is essential. When the exercise Business: national business associa-

involves trade and investment policies the tion, sectoral business associations,
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Box 4.5 Roles and responsibilities for engagement: relevant tools,
approaches, and skills

Think tanks and research institutes
e Gathering evidence by conducting research, analyzing data or providing direct
advice and recommendations to policy makers and other decision makers;
e Established sources of evidence-based information;
® Position papers on topics related to policy.

Professional associations
e Expert knowledge on specific topics;
e Advocacy on legal and regulatory framework issues (especially laws and policies
affecting their activities);
® Promoting dialogue between corporate sector and policy makers on issues of con-
cern to association members.

Advocacy bodies and other promotional groups
e Campaigning for policy alternatives and dissemination;
e Strengthening local capacity for collecting and disseminating data, and generat-
ing research and policy options;
® Promoting pro-democracy and rights issues through awareness-building initia-
tives, mass campaigns and other ‘voice’ mechanism:s.

Foundations and other philanthropic bodies
e Commission research on the impacts of policy reforms on the poor;
¢ Providing financial support to other civil society organizations;
e Policy briefs based on information generation to promote policy-relevant knowl-
edge among policy makers and others regarding reforms;
® Sponsorship of forums for policy dialogue.

Trade unions and workers cooperatives
® Expert knowledge on specific topics;
¢ Forming alliances, mobilizing members to speak out and challenging positions of
more influential groups.

Media/journalist societies
e Disseminating information about policy options;
e Challenging public policies in the public domain in order to provide a key moni-
toring function;
e |ocal media’s role in collecting firsthand data from communities, publicizing opin-
ions and disseminating information in debates around policies.

Community-based organizations
® Bringing grass-roots evidence or experienced knowledge into the process;



® Monitoring processes and outcomes;

® Participatory methods of assembling citizens’ voice and gathering information
such as through: action research; community profiles; community household level
questionnaires; and community resource mapping;

¢ Faith-based organizations;

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

® Promoting awareness and action through involvement in social service delivery
and policy implementation.

Cross-national policy dialogue groups

¢ Bringing advocacy role to the selection of topics and identifying and lobbying for
appropriate policy options, access to and dissemination of results and the moni-
toring outcomes;

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

e Policy briefs to promote policy-relevant knowledge among policy makers and oth-
ers regarding reforms;

¢ Bringing disparate groups together around common issues (e.g. women’s move-
ments);

¢ Analyzing policies and budgets based on support for poverty reduction.

Source: UNDP (2008, forthcoming)

small and medium enterprises busi-
ness associations, associations of arti-
sans and traders, chambers of com-
merce, export associations, represen-
tative entrepreneurs;
Trade unions: confederation of trade
unions, main trade unions, women
workers association, association/co-
operatives of workers;

¢ Civil society
Non governmental organizations
(NGOs), including environmental
NGOs, associations of NGOs, women
and sub-population groups’ associa-
tions, independent think-tanks, uni-
versities, national and local media.
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5. MACROECONOMIC AND BUSINESS

ENVIRONMENT

The needs assessment should involve a
brief description of the macroeconomic
environment to set the background for the
subsequent analysis. A stable macroeco-
nomic environment and exchange rate are
a prerequisite for improving trade per-
formance. In turn, strong macroeconomic
and trade performance can lead to higher
levels of human development. The analy-
sis in this chapter should be supplemented
by a description of the business environ-
ment, which is essential to establish a
framework where trade and exports can
flourish. Data collection and verification
should be the first strategic stage for the
AfT assessment.

5.1 Macroeconomic environment

It should be noted that macroeconomic
analysis is not the main area in which the
AfT needs assessment can add value. A
large number of macroeconomic reports
are usually available, including the Interna-
tional Monetary Fund (IMF) and OECD re-
ports and analyses developed by regional
development banks, which have a compar-
ative advantage in macroeconomic analy-
sis. The macroeconomic chapter of the AfT
guide should therefore establish the con-
text for subsequent discussions rather than
provide a new analysis. The general macro-
economic environment analysis should
provide summarized information on:

e GDP: growth, per capita, composition

e Balance of payments

® Fiscal, monetary, exchange rate, and
foreign exchange policies;

® Domestic and external debt

¢ Inflation trends

¢ Employment in main sectors, unem-
ployment and underemployment

® Migration flows and remittances

® The shadow economy

® Poverty and inequality.

The Aft diagnostic should also look at:

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

2.The possibility of ‘Dutch disease’ and
analysis of its potential impact;?

3.The impact of trade liberalization at the
global and regional level on macroeco-
nomic aggregates such as the balance of
payments, the real and nominal ex-
change rates and the government
budget.

Where possible data should be broken
down by gender and disaggregated ac-
cordingly (e.g. urban and rural, region) to
reflect poverty distribution. A brief
overview on social expenditures (e.g. so-
cial spending as a percentage of GDP on
education, health and social assistance)

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



should also be provided to set the base-
line for human development interven-
tions.

Particular attention should be paid to indi-
cators reflecting per capita income, trade
and integration performance vis-a-vis
those of benchmark countries, including a
snapshot of exports and imports, foreign
direct investment (FDI), composition of em-
ployment, dependence on agriculture, role
of remittances and the share of the shadow
economy. Documents which may be of par-
ticular help here are the IMF Article IV re-
port, the WTO Trade Policy Review and eco-
nomic reports from the regional develop-
ment banks.

Box 5.1 PEST analysis

The macroeconomic section should be well
integrated with the description of business
environment to avoid redundancy and repe-
tition. One way to introduce a systemic analy-
sis is the Political Economic Social and Tech-
nological (PEST - see Box 5.1) analysis. It ex-
amines a country’s political, economic, social
and technological landscape, being a useful
tool for organizing the country background
information needed for the AfT study.

5.2 Business Environment
The presence of a friendly business environ-

ment is conducive to sustainable growth. It is
crucial for governments to create an enabling

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

POLITICAL ECONOMIC

Tax policy ® Economic growth

Labour laws ® Exchange rates

Business regulations (competition, | ® Interest rates

standards, safety) ¢ |nflation rate
® Environmental regulations ® Income distribution
® Trade restrictions ® Savings, debt and credit availability
e Tariffs
e Political stability
SOCIAL TECHNOLOGICAL
® Health consciousness ® Research and development activity
¢ Population growth rate ® |nnovation
e Age distribution e Automation
e (Career attitudes ¢ Technology incentives
¢ Emphasis on safety e Rate of technological change

[

Safety and health regulations

Source: Kotler and Armstrong (1996). Kotler (1997); and Armstrong (2006)
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business environment that allows firms to
flourish and expand. Governance has impor-
tantimplications for doing business. Poor gov-
ernance can lead to a host of challenges rang-
ing from inadequate policy planning, to bad
government procurement, to budgetary mis-
allocation, to misuse of donor funds. Possible

good governance indicators are presented in
Box 5.2, while other indicators that could re-
inforce the analysis are the World Bank’s Doing
Business indicators?*, the European Bank for
Reconstruction and Development’s (EBRD)
transition indicators?> and Transparency Inter-
national’s Corruption Perception Index.

Box 5.2 World Bank - Worldwide Governance Indicators

The World Bank annually produces aggregate indicators on six dimensions of gover-
nance (Worldwide Governance Indicators Project).

1. Voice and Accountability

Measures the extent to which a country’s citizens are able to participate in selecting
their government, as well as freedom of expression, freedom of associations, and free
media;

2. Political Stability and Absence of Violence

Measures perceptions of the likelihood that the government will be destabilized or over
thrown by unconstitutional or violent means, including domestic violence and terror-
ism, the quality of public services, the quality of the civil service and the degree of its
independence from political pressures, the quality of policy formulation and imple-
mentation, and the credibility of the government’s commitment to such policies;

3. Government Effectiveness

Measures the quality of public services, the quality of the civil service and the degree
of its independence from political pressures, the quality of policy formulation and im-
plementation, and the credibility of the government’s commitment to such policies;

4. Regulatory Quality
Measures the ability of the government to formulate and implement sound policies
and regulations that permit sector development;

5. Rule of Law

Measures the extent to which agents have confidence in and abide by the rules of so-
ciety, and in particular the quality of contract enforcement, the police, and the courts,
as well as the likelihood of crime and violence;
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6. Control of Corruption

Measures the extent to which public power is exercised for private gain, including both
petty and grand forms of corruption, as well as ‘capture’ of the state by elites and pri-
vate interests.

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

24 http://www.doingbusiness.org/
25 http://www.ebrd.com/country/sector/econo/stats/index.htm
26 http://www.transparency.org/news_room/in_focus/2008/cpi2008




A quick review of the judicial system and
the level of corruption should be provided
if it is perceived as one of the impedi-
ments for growth. Slow court proceedings
and a backlog of court cases represent
costs for the whole economic system. Un-
trained judges and the lack of well-func-
tioning arbitration courts is a threat to
economic development. A weak judicial
system is always connected with wide-
spread corruption. In addition, a weak en-
forcement of product standards and
patents regulations has an important and
specific impact on exports and invest-
ments since it may preclude the access to
developed markets and harm the flow of
FDI. In addition, the authors should check
if the poor have easily and affordable ac-
cess to property and legal rights.

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

e To be responsible for their obligations
through the clear establishment of
their rights on enterprise assets;

® To be subjected to clear and pre-
dictable rules. These include the
amounts to be paid, as well as the pro-
cedures for discussing and resolving
conflicts derived from such obliga-
tions;

® To protect their trading names and
the trademarks of their products and
services;

e Toimport and to export;

¢ To advertise without the fear of being
detected;

¢ To obtain credit from the financial sys-

tem.?”
One goal of the AfT diagnostic is to identify
problems with the business environment
and recommend remedial measures to ad-
dress them. These measures may include
simplifying business registration proce-
dures, reforming land titling procedures
and reducing red tape involved in customs
procedures and FDI. Needs assessments
have shown that administrative barriers
and other constraints on businesses have
contributed to weak economic growth, un-
employment, lost opportunities, low ex-
port penetration and low local and foreign
investment in strategic sectors.?® The World
Bank’s Doing Business survey annually as-
sesses the business environment in 178
countries.?

The AfT study should look first at the legal
and organizational framework. A checklist
of available laws should be prepared (see
Box 5.3) and eventual legislative gaps (e.g.
insufficient antitrust legislation) should be
highlighted. The quality (e.g. high, medium,
low) of the legislation should be broadly as-
sessed. In most countries this information
is easily available. If not available the com-
missioning of background studies (e.g. ad-
ministrative and regulatory cost surveys)
maybe considered.

The AfT study should outline the various
types of barriers in the business environ-
ment and policies and institutions respon-
sible for creating the enabling conditions
for enterprise growth, including small and
medium enterprises (SMEs). Administrative
barriers are usually disproportionately big-
ger for small entrepreneurs. Capacity gaps
should be identified as well. The AfT study

27 Commission on legal empowerment of the poor (2006) - more information on the initiative can be found at

http://www.undp.org/legalempowerment/
28 Emery, J. M.T. Spence, Jr,, L.T. Wells, Jr. and T. S. Buehrer (2000)
29 http://www.doingbusiness.org/
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Box 5.3 Checklist of policies and laws

Companies law (incorporation procedure, minimum capital requirements)

Property laws (access to land, accurate record keeping, transparency, fees)

Bankruptcy law

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

Labour regulations

(worker safety regulations, industrial accident insurance, industrial relations)
Accounting standards (corporate governance)

Trade laws (import and export taxes, tariffs, permits, commodity classification)

0o ogog

O og

Investment laws (restrictions on ownership, transfer of funds,
national treatment, investor protection, performance requirements) L]

Social welfare and labour

(health insurance, unemployment insurance, pension, hiring, firing)

Consumer protection and safety

Electronic commerce regulations

(e-commerce, electronic customs declarations, electronic signature)

Competition law (antitrust)

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

should consider the following:
e Administrative Barriers
® Trade-related infrastructure
® Business services
® Financial services and trade finance

Administrative Barriers
The analysis should focus on costs and time
requirements and should cover the following:
® Business licensing and registration:
general approvals, permits, and li-
censes required for business registra-
tion at all level of government. If spe-
cial requirements are established for
some sectors and are relevant they
should be considered;
® Land and property registration: land al-
location, building permits, utility pro-
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vision, rent provisions;

® Business operations: labour obliga-
tions, social taxes, import/export pro-
cedures, foreign exchange proce-
dures, labour relations, product certi-
fication and government inspections.

The AfT study should look at how proce-
dures are streamlined and identify the most
pressing needs for improvements. For ex-
ample, could several separate steps be re-
duced to one or two steps, such as sending
duplicates of a new business license or a
new business name to the tax authorities
and business registry instead of having
separate forms for each step? A related con-
straint on businesses is taxes and cumber-
some tax filing procedures. The key issue is



whether taxes can be reduced and the tax
filing process rationalised without compro-
mising the government’s development ob-
jectives. Company law, bankruptcy law and
competition policy should also make it easy
for businesses to operate.

Trade-related infrastructure

The presence and the quality of infrastruc-
ture networks make a key contribution to
the business environment. The analysis
should include an evaluation of the follow-
ing items and an assessment of costs of
fruition:

e Telecommunications infrastructure,
including telephone services and the
internet;

e Electricity, water, sewage infrastruc-
tures;

e Transportation infrastructure (land,
see, air, including vehicles): road and
rail coverage; sea and/or dry ports
with container terminals; airports.

The existence of appropriate structures that
ensure the smooth movement of goods
should be assessed as well, including:
¢ Availability of modern warehousing
with refrigerated storage facilities for
perishable goods;
® Laboratories to perform tests on agri-
cultural, pharmaceutical and manu-
factured goods;
e Well-run customs border posts at bor-
der towns to facilitate cross border
trade and transit transport.

Business services
Business services are professional services
that are consumed by other businesses.

These services include legal, engineering,
marketing, accounting, logistics, information
technology, and craft training. An assess-
ment should be carried out to evaluate the
capacity of existing service providers, iden-
tify gaps and bring them to the attention of
the authorities and development partners.

Other elements that should be examined
in terms of boosting their capacity to pro-
vide services to businesses are business
and trade associations, chambers of com-
merce, transporters, shipping agents,
freight forwarders, clearing agents, ac-
counting, marketing and law firms, labour
organisations, employer associations, ex-
port processing zones or special economic
zones, and SME development agencies or
business incubators that foster entrepre-
neurship and research.’® Box 5.4 outlines
the case of social corporations in Kaza-
khstan as an example of government and
private partnership.

Financial services and trade finance

A shortage of finance can be one of the
main constraints on business start-ups and
expansion. In a study by the World Bank, ac-
cess to finance is the second leading cause
of slow business growth in the world after
taxes and regulations.’ In particular many
SMEs have difficulty accessing loans due to
conditions such as collateral requirements
and high interest rates. In the last three
decades microfinance institutions have
emerged to fill the gap, offering small loans
to individuals and groups that do not have
collateral.

The AfT assessment should look at access

30 According to Wignaraja and O'Neil (1999), local export-oriented SMEs can be developed by establishing an export development fund to finance over-
seas marketing initiatives of SMEs; streamline bureaucratic procedures restricting SMEs; make available coordinated business development services; de-
velop a supplier linkage program to cultivate marketing relationships with foreign buyers; increase access to credit; create a strong alliance of SME as-
sociations to lobby for SME support; and provide consulting services to SMEs

31 Batra, Kaufmann and Stone (2003)
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Box 5.4 Social corporations as an example of government and private part-
nership in Kazakhstan

Kazakhstan’s state-owned enterprises known as social corporations are helping to di-
versify the economy away from its reliance on raw materials and to modernize the busi-
ness environment. These social corporations provide land and engineer networks in
areas deemed socially desirable such as education, healthcare, culture and sport. There
is a clear emphasis here on human development. Private companies provide the in-
vestment and know-how, based on the ‘cluster’ approach.

A state-owned company, the Saryarka Social Corporation, was launched in 2007. In sub-
sequent months Saryarka evaluated over 50 investment projects and implemented 15
of them at a total cost of about US $250 million. The projects include processing farm
products, alternative fuels, construction, metallurgy and metal-working, reconstruction
of base vegetable stores, and processing domestic waste. The total cost of the projects
is about US $185 million including over US $16 million invested by social corporations.

Source: ITC (2008)

and availability of credit, real interest rates,
functioning of the leasing and insurance
markets. Particular attention should be
dedicated to trade finance. Financial sector
development indicators should be used,
when available.

Competitiveness

The business climate section should be
concluded with an assessment of the com-
petitiveness of the economy. The economy
may be compared with several countries in
the region or beyond. The Global Compet-
itiveness Report3?, published by the World
Economic Forum, produces an indicative
world ranking of competitiveness by look-
ing at the macroeconomic environment,
the quality of public institutions, and tech-
nology.
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32 http://www.gcr.weforum.org/




6. TRADE AND INVESTMENT POLICY

In order to provide background and con-
text on the trade environment, the needs
assessment should present an overview of
existing trends in trade flows and the ori-
gin and destination of these flows. The re-
port should develop the following themes:
® Analysis of the economic openness
and trends in imports, exports, invest-
ments, including international com-
parisons with the trade performance of
similar countries and best performers;

e Review of trade and investments poli-
cies and institutions;

¢ |dentification of a country’s global and
regional comparative advantages;

e Actual and anticipated membership
in global (i.e. WTO) and regional eco-
nomic integration structures (e.g. EU,
Eurasian Economic Community); and

¢ |dentification of potential new ex-
ports and investment opportunities
and barriers and obstacles that may
prevent the realization of these op-
portunities.

A country in which trade rules are clear, pre-
dictable and transparent, and business in-
stitutions are robust has a greater chance of
increasing trade flows and profits from
trade. However, many countries, especially
developing and transition countries, suffer
from time-consuming customs regulations,
complex investment approval procedures,
and land and property registration. The as-
sessment should examine the causes of
these constraints and propose workable so-
lutions through reforms and technical as-
sistance. Trade and investment policy re-
view should focus both on the analysis of
trade flows and on the description of the
policy and institutional framework. Country

comparative advantages and opportunities
should be discussed and key sectors should
be identified. The following sections discuss
how selected trade policy issues including
membership in regional economic integra-
tion arrangements, free trade areas and the
WTO, could be handled in the AfT analysis.

6.1 Trade flows and economic
openness

There is no ‘formal’ consensus on how to
measure ‘economic openness. However
some measures have become popular and
offer good prospects for benchmarking.
The most obvious indicator being trade
flows (i.e. exports plus imports per a given
year as a percentage of GDP). Other more
complex techniques use real exchange
rates and ad-hoc indexes. The goal for the
AfT study is however to understand the
overall position of a country’s economy vis-
a-vis international trade and its vulnerabil-
ity to external shocks channelled through
international markets. The vulnerability
check should look at the exposure to risks
on the one side and to the capacity of cop-
ing with them on the other. The analysis
should specifically take into account the
geographic positioning of the country
being assessed. Possible dependency traps
(e.g. export concentration on few raw ma-
terials) should be also discussed.

Tables with data on trade flows should be
presented. Historical and sectoral trends
should be highlighted and explained. Com-
parison with similar countries and best per-
formers should further substantiate the
analysis. If the AfT study does notinclude a
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dedicated section on investment, figures
on FDI flows need to be provided.

Trade flows: show how trade has impacted
economic growth and competiveness (e.g.
promoted diversification, moved produc-
tion into higher value added sectors, in-
creased international competitiveness).
Therefore the analysis should describe with
tables and charts the dynamics of: exports
and imports - the level of imports over a
period of five to ten years (in volumes and
as a percentage of GDP); distribution by
sector; geographical patterns; benchmark-
ing with other similar countries.

Export/import dynamics of products that
are strongly linked with human develop-
ment should be highlighted. In particular,
export/import dynamics of key and labour
intensive sectors should be discussed. The
driving forces that explain trade flows
should be identified (e.g. availability of nat-
ural resources, a cheap and educated work-
force). The consistency of trade patterns
should be checked against priority sectors
and established comparative advantages.
The analysis should also review the follow-
ing economic and social dimensions re-
lated to trade (using the human develop-
ment lens):
¢ Evolution of trade patterns, e.g. move-
ment from labour intensive exports
industries to mid high-tech manufac-
turing industries, diversification of ex-
ports, etc.;
® Employment in the export sector,
showing employment and wages dy-
namics, the number of enterprises,
employment of workers aged over 20
disaggregated by gender and other
social groups when relevant;
e Export performance of different type

of enterprises (e.g. SMEs against state
enterprises and FDIs);

® Assessthe linkages between FDIs and
export performance and the typology
of local supply networks;

e Participation of the poor and vulnera-
ble groups with case studies (e.g.
small exporting farmers).

6.2 Trade Policy and Institutions

This part of the AFT study should analyse
the country’s trade policy regime, including
trade interventions and incentive arrange-
ments. In-country capacity bottlenecks
should be given special consideration. Box
6.1 provides an introductory checklist for as-
sessing political decision making and poli-
cies that has been developed by the OECD.

6.2.1 Trade Policy

This part of the AFT study should analyse
the country’s trade policy regime, including
trade interventions and incentive arrange-
ments. In-country capacity bottlenecks
should be given special consideration. Box
6.1 provides an introductory checklist for
assessing political decision making and
policies that has been developed by the
OECD.

The review of a country trade policy frame-
work should describe the tariff/quota sys-
tem and the range of pro-active trade poli-
cies (i.e. all other government interventions
and subsidies). The following issues should
be presented and assessed:
® The trade regime in terms of tariffs:
tariff dispersion, tariff pikes and effec-
tive rate of protection;?

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



Box 6.1 OECD checklist for regulatory decision-making

1. s the problem correctly defined?

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

2. Is government action justified?

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

3. Is regulation the best form of government action?

Regulators should carry out, early in the regulatory process, an informed comparison of
a variety of regulatory and non-regulatory policy instruments, considering relevant is-
sues such as costs, benefits, distributional effects and administrative requirements.

4.1s there a legal basis for regulation?

Regulatory processes should be structured so that all regulatory decisions rigorously re-
spect the“rule of law”; that is, responsibility should be explicit for ensuring that all reg-
ulations are authorized by higher-level regulations and consistent with treaty obliga-
tions, and comply with relevant legal principles such as certainty, proportionality and
applicable procedural requirements.

5. What is the appropriate level (or levels) of government for this action?
Regulators should choose the most appropriate level of government to take action, or
if multiple levels are involved, should design effective systems of coordination between
levels of government.

6. Do the benefits of regulation justify the costs?

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

7.1s the distribution of effects across society transparent?

To the extent that distributive and equity values are affected by government interven-
tion, regulators should make transparent the distribution of regulatory costs and ben-
efits across social groups.

8. Is the regulation clear, consistent, comprehensible and accessible to users?
Regulators should assess whether rules will be understood by likely users, and to that end
should take steps to ensure that the text and structure of rules are as clear as possible.
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9. Have all interested parties had the opportunity to present their views?
Regulations should be developed in an open and transparent fashion, with appropriate
procedures for effective and timely input from interested parties such as affected busi-
nesses and trade unions, other interest groups, or other levels of government.

10. How will compliance be achieved?
Regulators should assess the incentives and institutions through which the regulation
will take effect, and should design responsive implementation strategies that make the

best use of them.

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

¢ Non-tariff barriers (i.e. quotas, export
and import licences, export taxes and
export bans, red-tape, etc.);

e QOther active government interven-
tions in the area of trade, including
state trading enterprises, countervail-
ing measures, anti-dumping duties,
and safeguards;

® Pro-active trade policies, including
export processing zones, trade pro-
motion institutions and consulta-
tive arrangements with the private
sector and civil society organiza-
tions;

¢ Role of tariffs and other duties in re-
spect to government revenues. The
effect of trade liberalization on gov-
ernment revenues should be esti-

Box 6.2 World Trade Indicators

mated. The authors should report if
social expenditures decrease follow-
ing the eventual reduction of govern-
ment revenues.

The authors should also be able to evalu-
ate the policy framework against other
countries. The World Bank produces a wide
set of indicators for benchmarking the
level of trade liberalization around the
world. The World Trade Indicators (WTI)3*
database is organized around five thematic
areas, including trade policies and trade
outcomes. If updated data are available for
the country under assessment they could
be used to substantiate the analysis (see
Box 6.2).

The World Trade Indicators (WTI) database measures trade performance, policies and in-
stitutions. The purpose of this World Bank initiative is to benchmark progress in these
areas while highlighting data gaps. The WTl itself is a comprehensive database made of
about 300 indicators grouped in five thematic areas: Trade Policy, External Environment,
Institutional Environment, Trade Facilitation and Trade Outcome. The rank (the first
being the best performer) of Europe and CIS countries is presented below.

34 http://go.worldbank.org/3Q2ER38J50




Turkey 4 37 57 34 72
Kazakhstan 8 30 71 134 50
Moldova 12 111 92 106 54
Kyrgyz Republic 16 101 94 103 122
Hungary 21 73 45 35 25
Latvia 21 73 22 42 14
Lithuania 21 73 26 58 36
Poland 21 73 74 40 16
Slovak Republic 21 73 32 50 8
Ukraine 46 100 139 73 65
Croatia 51 58 97 63 92
Azerbaijan 58 9 96 11 27
Bulgaria 64 36 46 55 26
Russian Federation 72 30 106 99 33
Albania 78 7 136 140 60
Belarus 84 12 110 74 75
Romania 116 23 48 51 13
Armenia 39 132 1
Bosnia & Herzegovina 105 88 154
Georgia 18 53
Macedonia, FYR 75 90 12
Montenegro 81 115
Serbia 86 115 138
Tajikistan 153 147 152
Turkmenistan
Uzbekistan 138 130 80
Notes:

* Trade Restrictiveness Indices (MFN applied tariff) - All Goods -This index summarizes the
impact of each country’s non-discriminatory trade policies on its aggregate imports. It is the
uniform equivalent tariff that would maintain the country’s aggregate import volume at its




current level (given heterogeneous tariffs). It captures the trade distortions that each coun-
try’s MFN tariffs impose on its import bundle using estimated elasticities to calculate the im-
pact of a tariff schedule on a country’s imports. These measures are based on actual or cur-
rent trade patterns and thus do not capture restrictions facing new or potential trade. They
also do not take into account domestic subsidies or export taxes. Expressed as a tariff rate.

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

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

6.2.2 Institutional Framework

The AfT study should review the country’s
trade institutions. The relationship between
institutions should be described as well as
the coordination mechanisms in relation to
the formulation of trade policy and the

management of trade promotion pro-
grammes. This section should identify ca-
pacity gaps and eventual needs for techni-
cal assistance (see Box 6.3). A brief descrip-
tion of trade functions and responsibilities
of the most important institutions should
be provided.

Box 6.3 Georgia - trade capacity building project

In December 2007 a study called the ‘Assessment of the Impact of Potential Free Trade

Agreement between EU and Georgia’ was launched by the UNDP office in Georgia. The

report highlighted some capacity gaps in the Ministry of Economic Development (For-

eign Trade and International Economic Relations Department). A technical assistance

project was initiated in 2008 with the aim of strengthening the capacity of the staff of

the mentioned department and respective ministries in skills necessary:

a) for the analysis of trade information and policy;

b) to better understand trade agreements and formulate negotiating positions on is-
sues that are of relevance to Georgia’s economic growth;

c) to effectively present relevant information to policy makers.
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To achieve the mentioned goals the project, among others, organized dedicated work-
shops on:

(I) qualitative analysis of the impact of trade policy (including human development);
(I quantitative analysis of trade information and policy;

(I understanding and negotiating trade agreements.

Source: UNDP Georgia (2008), more information on www.undp.org.ge




The institutional mapping should provide
a detailed assessment for the specialized
agencies, which often have a key role in
promoting and facilitating trade and in-
vestments. These are:

Dedicated paragraphs should look at the
trade facilitation committee or the AfT
committee, if present. Other specialized
agencies that have important roles in trade
should be considered as well (if relevant for

® Customs Agency
Export Credit Agency

the country), including: the National Statis-
tics Office (collection of trade statistics),
Investment Promotion Agencies Central Bank (exchange rate regulations),
Special Economic Zones national and development banks and
Office/Ministry for European Integra-  funds (management of trade promotion
tion. programmes, dedicated credit lines).

Box 6.4 Trade policy in Central Asia

The trade policy regimes of the Central Asian countries have diverged since independ-
ence. Kazakhstan and Kyrgyzstan have liberalized more or less steadily since the early
1990s. Tajikistan opened its markets rapidly after the end of civil war in 1997. Turk-
menistan has undertaken little trade liberalization. Uzbekistan has partly reversed the
liberalization completed in the first half of the 1990s. The varying pace of trade liberal-
ization across the region has affected the rate of poverty reduction.

Tariff rates are fairly low and uniform in Kyrgyzstan and Tajikistan. Kazakhstan has a
complex tariff schedule but a relatively low non-weighted average rate. In Uzbekistan,
the tariff schedule is less complex, but the non-weighted average rate is almost twice
as high. In Turkmenistan a range of different tariffs applies to a number of products.

A major problem in all the countries is that changes in tariff schedules have been fre-
quent and unpredictable. Kazakhstan, Turkmenistan and Uzbekistan have experienced
tariff escalation — when rates rise cumulatively as goods undergo more processing.
Some Central Asian countries impose other taxes on imports that are not levied on do-
mestically produced goods or that have higher rates for imported than domestically
produced goods.
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Explicit export taxes are less common in Central Asia than taxes on imports, and there
are no explicit export subsidies. All countries apply quantitative restrictions on either im-
ports or exports, or both, for a variety of reasons.

Trade agreements

Of the five Central Asian states, only Kyrgyzstan is a member of the WTO. A striking fea-
ture of trade policy in Central Asia is the large number of regional and bilateral agree-
ments. Overlapping agreements have resulted in a ‘spaghetti bowl’ effect, leading to
conflicting and confusing trade policy rules at the border. The main regional trade
agreements include:




e The Commonwealth of Independent States (CIS), created after the collapse of the
Soviet Union with the aim of maintaining the common economic area of the So-
viet Union. The new borders have become ever more economically disruptive, with
trade in the region remaining inhibited;

e The more narrowly-focused EEC (also referred as EURASEC) aimed at creating a cus-
toms union between Kazakhstan, Kyrgyzstan, Russia, Belarus and Tajikistan and
Uzbekistan. It has faced many practical obstacles to establishing a common ex-
ternal tariff. In October 2007 Russia, Belarus and Kazakhstan announced that they
will first form a customs union by 2011, with other members expected to join the
union later on;

® |n February 2003 Belarus, Kazakhstan, Russia and Ukraine reached a tentative
agreement to create a Single Economic Space (SES). Progress remains slow;

e The Economic Cooperation Organization (ECO), which the newly independent Cen-
tral Asian countries all joined in 1992, has resulted in a slow expansion in trade
with southern neighbours Iran, Pakistan and Turkey;

® The Shanghai Cooperation Organization (SCO), an intergovernmental international
organization created in 2001 by Kazakhstan, China, Kyrgyzstan, Russia, Tajikistan
and Uzbekistan with the goals of strengthening mutual confidence and promot-
ing effective cooperation in politics, trade and economy, and other fields.

These regional arrangements have often been in implicit competition with each other,
reflecting differing and mutually exclusive political pacts. Their economic impact has
been minimal. Progress towards a customs union has been slow or virtually non-exis-
tent due to a lack of enforcement or arbitration mechanisms.

Source: UNDP (2005)
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6.2.3 Trade Agreements and Market
Access

The AfT assessment should provide a com-
prehensive overview of existing trade
agreements and ongoing negotiations. If
on-going negotiations are in place (e.g.
WTO accession) a separate section should
be dedicated to this topic to present nego-
tiation objectives, current negotiation
strategies and possible outcomes. Trade
agreements can be grouped as follows:
e WTO or WTO accession (see section
6.2.4)
Regional agreements
e EU accession agreements (see section
6.2.5)

¢ Bilateral agreements, especially free
trade agreements (FTAs).

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

e Status of negotiations, implementa-
tion and compliance with multilateral,
regional and bilateral trade agree-
ments and preferential schemes;

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

e The underutilization of preferences;

® Other market access constraints in ex-
port markets, such as standards (cov-
ered in the next chapter of the guide),



technical barriers to trade, tariff peaks
and tariff escalation;

¢ Recommendations to strengthen
preferential agreements with other
countries and to reinforce the use of
existing arrangements;

® Recommendations to meet the ad-
justment cost of implementing cur-
rent (ex-post) and anticipated (ex-
ante) trade agreements.

In recent years the number of FTAs that
have been signed has increased dramati-
cally. The EU and the USA are particularly
active players in the design of such agree-
ments. Countries that are in the process
of signing should evaluate them cau-
tiously.

Chapter 9 provides descriptions of quanti-
tative and qualitative tools that can be used
to measure the human development im-
pact when analyzing trade agreements.
The purpose of the trade assessment as de-
scribed in this guide is to identify the rela-
tionships between trade and human de-
velopment and to assess the opportunities
and risks that an increase in trade has on
vulnerable groups. The analysis (ex-ante)
should be able to draft alternative scenar-
ios and to propose different policy options.

The effectiveness of a country’s trade policy
can also be assessed by looking at the access
its major trade partners guarantee to its do-
mestic products. This issue is fundamental
for countries that claim to have the devel-

Box 6.5 Assessing free trade agreements
Assessing FTAs will require looking at the following potential impacts:

()] How might the proposed FTA affect the quantity of imports and exports? An FTA
aims to provide domestic businesses with wider opportunity for export and to
benefit consumers in the form of lower prices and more choice. An FTA is also
more attractive to foreign investors from within and outside the region.
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(I The direction and composition of trade. Which countries and products will gain
or lose as a result of the FTA? Trade diversion3> may occur if an FTA isimplemented
in a situation where a country is not a member of the WTO. If certain products
lose, transitional arrangements may need to be putin place to cushion the impact
of industrial changes on the poor.

(I The fiscal situation. Will tariff reduction reduce government revenues, perhaps
requiring tax increases elsewhere? Again, if these tax increases are on basic items
they may affect the poor disproportionately.

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

35 If joining a free trade agreement leads to replacement of high-cost domestic production by imports from other members of the agreement - the case
of trade creation - a country gains. But if joining leads to the replacement of low-cost imports from outside the zone with higher-cost goods from
member nations -the case of trade diversion — a country loses (Krugman, 2003)




(V)  Will the trade agreement influence the amount, composition and source of FDI? It
is possible that an FTA will lead to more regional inward FDI. However an FTA may
also make the region more attractive as an investment destination to other inter-
national companies. Will the increased trade and investment result in spillover effects
and the capacity for local firms to learn new techniques or to gain new technologies?

(VI)  Sectoral changes. Which sectors will lose or gain? As above, these sectors should
be analyzed for their sensitivity for the poor.

(V)  Tariff preference erosion. Aid for Trade provides the possibility for compensation of
losses due to preference erosion, whether this takes the form of aid to restore com-
petitiveness, or balance-of-payments support in the event of a collapse in exports.

(V) Human development and poverty. Will the agreement have a redistributive im-
pact? Who will be the losers and the winners? Are there mitigation measures in

place to cope with negative impacts?

(IX)  Political implications. Will the trade agreement lead to enhanced international
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cooperation? Will there be any domestic political impact?

oping countries status with associated ben-
efits. Many countries in transition should
enjoy preferential treatment in a number of
markets (i.e. Generalized System of Prefer-
ences*®) and improved relations with the EU,
including potential trade agreements and
economic partnership arrangements.

6.2.4 WTO Accession (if applicable)

The WTO was established on 1 January
1995, but its trading system is half a century
older. Since 1948, the General Agreement
on Tariffs and Trade (GATT) had provided a
framework for multilateral trade rules. Over
the years GATT evolved through several
rounds of negotiations and expanded
membership. The last and largest GATT
round, was the Uruguay Round (1986-

1994) which resulted with the creation of
the WTO. The spectrum of rules covered by
the WTO has been expanded in respect to
GATT and its agreements now cover trade
in services, and intellectual property rights.

Out of 32 countries and territories of Cen-
tral and Easter Europe and the CIS, 21 coun-
tries are members of WTO, while 9 states
are negotiating their membership in the or-
ganization. The accession issue is particu-
larly relevant for Central Asia (only Kyrgyzs-
tan is a member), Belarus, Russia, Azerbai-
jan and few countries in the Balkans (see
Box 6.6). We recommend that countries
that are in the process of WTO accession
discuss in their needs assessment how the
benefits from WTO accession can be maxi-
mized and how adjustment measures can
be identified and financed.

36 UNCTAD manages a database on the Generalised System of Preferences schemes at

http://www.unctad.org/Templates/Page.asp?intltemID=1418&lang=1



Box 6.6 WTO members and acceding countries in Europe and CIS

WTO Members
Eastern Europe and Balkans Commonwealth
of Independent States
Albania 2000 Latvia 1999 Armenia 2003
Bulgaria 1996 Lithuania 2001 Georgia 2000
Croatia 2000 Malta 1995 KyrgyzRep. | 1998
Cyprus 1995 Poland 1995 Moldova 2001
CzechRep. | 1995 Romania 1995 Ukraine 2008
Estonia 1999 Slovak Rep. | 1995
Macedonia | 2003 Slovenia 1995
Hungary 1995 Turkey 1995
WTO Accession
Country Applied Working Goods Offer = Services
Parties (latest) Offer (latest)
Commonwealth of Independent States
Azerbaijan Jun-97 May-08 Feb-08 Mar-07
Belarus Sep-93 May-05 May-06 Sep-06
Kazakhstan Jan-96 Nov-06 May-04 Jun-04
Russia Jun-93 Mar-06 Feb-01 Jun-02
Tajikistan May-01 Oct-06 Jun-06 Jun-06
Turkmenistan Not applied
Uzbekistan Dec-94 Oct-05 Sep-05 Sep-05
Eastern Europe and Balkans
Bosnia and Herzegovina May-99 Nov-07 Feb-07 Feb-07
Montenegro Feb-04 Feb-08 Jun-08 Jun-06
Serbia Dec-04 May-08 Oct-07 Nov-07

Source: www.wto.org (updated May 2008)
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Examples of issues to be addressed include
the following:

¢ Qutline of the main requirements for
WTO accession (e.g. tariff bindings,
domestic support for agriculture, im-
plementation of trade-related regula-
tory agreements, etc.), the major con-
straints to meet these requirements
and the likely impact of the Doha De-
velopment Agenda;

® An overall strategy for using the WTO
accession process to support the
country’s economic development
programme;

® |Lessons drawn from the experience of
similar countries - especially in regard
to equity, public sector capability and
policy space - that have joined the
WTO in recent years (such as Ukraine,
Kyrgyzstan and Estonia);

e Review of policies and regulations
affected by WTO obligations (e.g.
those governing subsidies, stan-
dards, intellectual property, state
trading enterprises, import licensing,
trade remedies, customs, etc.), sug-
gested priorities for the country’s
legislative action plan, and technical
assistance needed to implement
these reforms.

It is important that in the analysis the is-
sues of poverty and human development
are taken into account. For example, re-
searchers need to explain what would be
the impact of WTO accession on micro
and small and medium enterprises or
small farmers. The identification of po-
tential ‘losers’ should be enriched by an
analysis of possible solutions (e.g. free
training for fired workers) and mitigation
measures.

6.2.5 Trade Agreements with
the European Union

Most of the countries of Central and East-
ern Europe and CIS are strongly oriented
towards the EU’s market and several others
are directly dealing with the prospect of
membership. The Western Balkans, Turkey
- and increasingly Caucasus - are facing a
real prospect of integration with the EU
common market. The impact on the econ-
omy and the degree of preparedness dif-
fers from country to country. Most coun-
tries in Central and Eastern Europe have al-
ready successfully passed through this
process and their experience is valuable.
Many countries in the CIS are now facing
the challenge of signing or implementing
free trade agreements with the EU.

The EU has been a force of positive change
in the region, felt most strongly by coun-
tries that are closest to it and less so by
those farther away. Trade with the EU is
highly important for the whole region, and
is likely to remain so in coming years. For
some countries the EU is the biggest trad-
ing partner and an important source of in-
vestments. Most countries in the region are
significant net importers from the EU. To be
able to increase exports to the EU domestic
companies need to apply EU standards and
negotiate for better access to the common
market.

The EU has different ‘layers’ of agreements,

mirroring often a country’s prospects for

membership. The following list presents

the main trade agreements that can be
signed with the EU:

¢ Autonomous trade measures (ATM)

A set of trade measures that guaran-

tee preferential access to the EU com-

mon market. ATMs include exemption

of duties and quantitative restrictions.



Balkan countries are benefiting from
ATMs which are guaranteeing an al-
most open access to the EU;

Europe agreements (EA)

Bilateral association agreements
singed with the countries of Central
and Eastern Europe® to create free
trade areas and strengthen political
and economic cooperation. Europe

¢ Stabilization and associations

agreements (SAA)

Agreements signed between the EU
and Balkan countries, aimed at creat-
ing a free trade area and an enabling
background for the adoption of the
EU’s standards. These agreements are
often regarded as a first important
step towards EU membership.

Agreements recognize that the ulti-
mate objective of the associated  Asof 2006, Turkey enjoys a customs union

countries is to accede to the EU; with the EU on merchandise goods, Geor-
¢ Partnership cooperation gia is negotiating a FTA and bilateral PCAs
agreements (PCA) with each Central Asian country have been

The aim of these agreementsistoen-  signed.

courage political, commercial, eco-

nomic and cultural cooperation be-  In addition, in order to bring their
tween non member countries and the economies into line with EU standards,
EU. Examples of signed PCA come  countries in Central and Eastern Europe
from Russia and the countries in Cen-  formed the Central European Free Trade
tral Asia; Agreement (CEFTA). See box 6.7.

Box 6.7 Central European Free Trade Agreement (CEFTA)
An expanded Central European Free Trade Agreement (CEFTA) was signed at the end of

2006 and it now includes Albania, Bosnia and Herzegovina, Bulgaria, Croatia, the former
Yugoslav Republic of Macedonia, Moldova, Montenegro, Serbia and Kosovo.

>
(O
—
o
(a1
=
P
L
=
(o
w
L
=>
=z
(@]
=z
<
L
O
<
oc
=
©

The widened CEFTA is intended to replace a complex network of bilateral arrangements,
which were responsible for restricting trading opportunities in the region. The various
bilateral deals were difficult to administer, dispute rulings were hard to enforce and
rules of origin differed. CEFTA includes new areas such as services, intellectual property,
consumer protection, competition rules, public procurement and intellectual property
rights.

CEFTA was originally established in 1991 by Poland, Hungary and Czechoslovakia with
the aim of liberalizing trade, attracting investment and bringing economies into line
with EU standards. The free-trade area subsequently included the remaining EU candi-
date states in Central and Eastern Europe. Croatia and Macedonia joined later. When a
CEFTA member accedes to the EU, it has to leave CEFTA. Romania and Bulgaria left
CEFTA when they become members of the EU in 2007.

37 Bulgaria, Czech Republic, Estonia, Latvia, Lithuania, Hungary, Romania, Slovakia, Slovenia and Poland.
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Countries outside the Balkans and exclud-
ing Turkey that are not considered poten-
tial candidate countries are benefiting from
the EU’s European Neighbourhood Policy
(ENP) that provides a framework for the list
of agreements presented. The ENP was de-
signed in 2004 by the EU in order to
strengthen prosperity, stability and security
in Europe and in the neighbouring regions.
The ENP, even if distant and distinct from
the process of enlargement, goes beyond
trade agreements to propose a deeper po-
litical and economic integration. The ENP
includes Armenia, Azerbaijan, Belarus,
Georgia, Moldova, and Ukraine. The rela-
tionship with Russia is not covered by the
ENP, but by a Strategic Partnership. ENP Ac-
tion Plans were agreed in 2005 with
Moldova and Ukraine and in 2006 with Ar-
menia, Azerbaijan and Georgia. An ENP ac-
tion plan is not yet in place with Belarus.
From 1 January 2007 the EU support pro-
grammes in Europe and CIS (e.g. TACIS)
have been replaced by a single instrument,
the European Neighbourhood and Part-
nership Instrument (ENPI), which is the fi-
nancing instrument for ENP.

6.3 Investment policies and
foreign direct investments

For many of the Central and Eastern Euro-
pean countries the EU has presented possi-
ble answers for trade and investment policy
challenges. Preferential and asymmetrical
access to the single market has helped to
solve one of the main trade negotiation
problems developing or transition countries
have to face. EU accession in particular
turned the new EU member states into ex-
port platforms that were able to attract FDI.
FDI helped modernize these economies, fi-
nance the large current account deficits,
and raise living standards closer to EU lev-

els. The path was less linear in the Balkans
and CIS (including and especially in Central
Asia), where countries’ productive capaci-
ties were less developed and the access to
the market not automatically guaranteed.
In the case of the latter, enterprises inher-
ited from the Soviet system were not turned
into competitive modern companies. In the
resource-abundant economies FDI was
mainly attracted by oil, gas and other ex-
tractive industries with poor linkages to the
private sector and the local economy. Very
little FDI reached the non-extractive sectors,
whose development is still far behind Euro-
pean standards in terms of technology and
know-how. This chapter is intended to pro-
vide guidance when analyzing FDI and its
impact on human development.

Investment, including FDI and portfolio in-
vestments, can provide both economic and
human development benefits. An immedi-
ate benefit includes employment, which can
have a direct impact on human develop-
ment by improving working conditions and
offering the possibility of wider choices in
life. Foreign investors may also bring im-
proved working practices, better and
greener technologies and a wider range of
imported products, all of which can enhance
the ability of people to live fulfilling lives. The
needs assessments, together with a height-
ened focus on human development, can
help ensure that countries benefit fully from
FDI. Where the financial sector allows for it,
portfolio investment and other related in-
vestment flows are as important as FDI.
However these may destabilize the balance
of payments and cause a currency crisis.

Further economic benefits include export
development and integration into global
supply chains, stimulation of local demand
for goods and services through supplier
linkages, and the transfer of managerial



and technical skills to the host country.
These benefits can spur development and
reduce poverty. However, these benefits
will only be realized and evenly distributed
if a country has a sound investment climate
and a business-friendly environment. The
underlining policies must be clear, predica-
ble and transparent, and offer private in-
vestors incentives such as non-discrimina-
tory treatment and protection. To the ex-
tent that FDI improves economic growth, it
also improves human development, since
greater wealth can raise the capabilities
and choices of the poor.

The purpose of conducting an investment
policy analysis3® of a country’s investment
regime is to identify the incentives offered
to investors and evaluate their effective-
ness in attracting investors. Such a review
should cover the following areas: (I) the
trends of inward and outward FDI, (ll) the
investment policy framework (lll) the strate-
gic perspective and long-term outlook.

() Investment trends: this should show
whether FDI has made a difference (e.g. has
it promoted diversification, moved pro-
duction into higher value added sectors, in-
creased international competitiveness). The
section should:
® Look at the driving forces behind FDI
inflows (e.g. what are the level of in-
flows over a period of five to ten years,
what is the FDI distribution by sector,
how does this compare with other sim-
ilar countries in the region, have the
government’s priority sectors attracted
FDI, what are the sources of FDI);
¢ Look at the driving forces behind FDI
outflows (e.g. are wage costs high,

have firms relocated their low-end op-
erations to lower wage countries, are a
country’s core competences devel-
oped to international standards e.g.
tourism, financial services; domestic
savings);

Map the evolution of FDI (e.g. is FDI
moving from labour intensive, low
wage low-tech industries to value
added high wage, high-tech indus-
tries, from the assembly of low-cost
garments under licence to the export
of own-brand name goods to high-
value niche markets, are there new
supply capabilities developed in mar-
keting, product design, research and
development, resulting in higher
wages and improved living standards
for workers, farmers and other local
suppliers);

Look at employment in foreign firms
(e.g. how has employment increased,
can the study present a table showing
the number of FDI enterprises, the
level of employment of workers aged
over 20);

Look at the export performance of
FDI;

Examine local supply linkages (e.g. do
the spin off effects and multiplier ef-
fects from FDI create demand for
goods and services such as consul-
tancy, water, electricity, transport,
technical inputs);

Does FDI promote skill transfer (e.g.
does FDI provide managerial skills, on-
the-job training, make a statement
about availability or shortage of do-
mestic training opportunities, e.g. vo-
cational training, tertiary education).

38 Adapted from the UNCTAD Investment Policy Review approach and the OECD

http://www.unctad.org/Templates/Page.asp?intltemID=3534&lang=1;
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(1) Policy and operational framework for FDI.
identify reforms favourable to a more at-
tractive investment environment, and best
practices. This section can look at:

® Opennessto FDI -is the country open
to FDI or selective, what are the selec-
tion criteria, are there priority or re-
served sectors, is there a clear invest-
ment policy with clear definitions of
the respective roles of government
and business? Are there activities re-
served only for the state, e.g. natural
monopolies like fixed-line telecom-
munications and water. Is there a
need for regulatory reform (e.g. gov-
ernment formalities and paperwork,
anti-corruption laws) to promote pri-
vate investment?

e Specific standards of treatment and
protection - identify on the base of
the current investment law and bilat-
eral investment treaties the following:
- National treatment - are investors

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

- Non-discrimination — is MFN treat-
ment extended to investors;

- Funds repatriation - looks at the ex-
istence or absence of exchange con-
trols and free repatriation of returns,
e.g. profits, fees, royalties;

- Expropriation - looks at guarantees
against expropriation, will expropri-
ation only take place for public pur-
poses with due process, is there
prompt and fair compensation;

- International arbitration - are judicial
hearings offered locally, is there the
opportunity of international arbitra-
tion, is the country a member of the
International Centre for Settlement
of Investment Disputes (ICSID);

- Double taxation treaties — looks at
the number of tax treaties (present,

under negotiation, awaiting ratifica-
tion), are there exceptional provi-
sions with particular countries, etc.
® |nvestment incentives. This section
should provide:

- Background - map the history of the
use of incentives and show how in-
centives have influenced investment
flows, look at areas where incentives
have failed to achieve the desired
outcomes;

- Incentives description - look at the
range of incentives on offer, give a
table of investment incentives by
sector; list the priority sectors and
then discuss the successes or chal-
lenges met in each priority sector.

(I) Strategic perspective: this should give a
review of the country’s investment strat-
egy. A broader vision of foreign investment
should be provided together with the rea-
sons why the implementation of current or
older strategies on investments has or has
not met expectations (e.g. bottlenecks lim-
iting investment, slow privatization, weak
institutions). The strategy should identify
the most promising sectors for investors.

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

e Skills and human resource develop-
ment - such as demand-driven train-
ing, education, academic, technical;

e Deregulation and liberalization (e.g.
telecommunications services) - has
FDI increased competition for im-
proved services, lower costs;

e (Creation of greater regional links - re-
gional cooperation / integration, e.g.
agreements for better access to re-
gional markets;

® Promotion of global supply linkages
with local SME suppliers.



If negative impacts are recorded, these im-
pacts should be analyzed with a view to
providing recommendations. The most
common negative consequences of FDI are
the introduction of monopolistic measures
(such as market protection, tax privileges
and incentives), the appearance of a tech-
nological gap when local firms compare
themselves to the new investor, aswell as a
possible negative impact on the environ-
ment. However, rather than being a direct
consequence of FDI, these negative effects
are often more likely to be related to the
country’s general business environment
and the preparedness of its local firms to
compete. The experience from East Asia
and the Pacific, in addition to the successful
examples from Central and Eastern Europe,
provides good ground for the identification
of measures that can facilitate productive
interlinkages between FDI and the local
economy.
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7. TRADE FACILITATION AND STANDARDS

Trade facilitation aims to enhance the flow
of trade across the border, and includes
measures that contribute to this goal be-
hind the border. Standards in international
trade refer to safeguards put in place by
governments to protect their citizens from
dangerous and unsafe imports, including
manufactured goods and agricultural prod-
ucts. Both trade facilitation practices and
standards can become barriers to trade un-
intentionally and sometimes on purpose.
Traders usually want a non-discriminatory
system that is predictable and transparent
so that their products can enter markets
with as few barriers as possible. Trade facil-
itation is extremely important for micro en-
terprises and SMEs for whom barriers are
much more difficult to overcome than for
bigger firms.

7.1 Trade Facilitation

The purpose of the assessment* is to iden-
tify the underlying causes of inefficiency,
poor service delivery and high cost related
to the movement of traded goods so that
systemic problems, not only symptoms, are
addressed in a comprehensive, enduring
manner. The efficient movement of goods
across national frontiers, both in terms of
duration and cost, depends on many fac-
tors. Therefore, it is prudent to examine not
only the capacity and competency of the
service providers directly involved in han-
dling traded goods, but also aspects of the

local business environment that impact in-
ternational trade, including customs, the
department of trade, trade and business as-
sociations, and financial and other trade-re-
lated services. The assessment covers a
range of suggested issues for review, not all
of which may be relevant to a country’s par-
ticular situation. The issues covered include
skills, working practices and standards of
professionalism, corruption, coordination,
equipment and infrastructure and their im-
pact on the performance of various organ-
izations. The findings of the assessment
may suggest that a government needs to
simplify its customs procedures, introduce
professional standards and provide training
or upgrade trade-related infrastructure or
a combination of these and other meas-
ures. Interventions and their associated
costs will vary according to the local needs
of each country. Hence, it is necessary to be
as specific as possible when reviewing a
country’s trade facilitation arrangements
and to identify the areas requiring reform,
capacity building, technical assistance and
staff training. It is suggested that the analy-
sis of trade facilitation should focus on key
issues and actors, including: enterprises
(exporters and importers), government,
business services, and infrastructure serv-
ices. Country benchmarking can be used to
highlight the country’s relative perform-
ance. For example the World Bank pro-
duces the composite Logistics Performance
Index (LP1)* that summarizes seven areas
of performance*'.

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

40 www.worldbank.org/Ipi

41 They include: (1) Efficiency and effectiveness of the clearance process by customs and other border control agencies; (Il) quality of transport and infor-
mation technology infrastructure for logistics; (Ill) ease and affordability of arranging shipments; (IV) competence in the local logistics industry (for ex-
ample, transport operators and customs brokers); (V) ability to track and trace shipments; (VI) domestic logistics costs (for example, costs of local trans-
portation, terminal handling, and warehousing); and (VII) timeliness of shipments in reaching destination.



Enterprises (importers and exporters) equipment, etc.); if these departments
directly manage relationships with
Exporters enterprises indicate working hours

® Determine the volume of business, and availability; number and value of

profile of exporters and types of prod-
ucts handled annually; relations (and
level of satisfaction) with customs, for-
warders, freight carriers, commercial
banks in terms of efficiency and cost
of services provided, documentary
credits, bureaucratic delays, exchange
controls, export taxes, and other re-
quirements.

Importers
e Determine the volume of business,

profile of importers, and types of
products handled annually; the effi-
ciency and cost of services provided
by customs, freight forwarders/trans-
porters, the main ports of entry and
exit, border checkpoints to promptly
clear and deliver goods to customers;
access to financing and payment for
goods, use of documentary credits;
bureaucratic obstacles such as ex-
change controls, security require-
ments.

export and import declarations, tran-
sit operations; average release times
for goods; use of electronic declara-
tions; contribution of customs duties
and taxes to government revenue;
and recommend how the customs de-
partment could perform its work
more effectively.

Examine the trade facilitation depart-
ment’s role, including its ability to
ease and streamline customs clear-
ance and other external trade formal-
ities; address constraints on payment
systems and increase access to letters
of credit and other documentary cred-
its; promote greater regional integra-
tion and participate in regional trade
facilitation initiatives, such as the Al-
maty Programme of Action for land-
locked countries*’; promote the effi-
ciency of postal, courier and other de-
livery and containerised transport
services on behalf of traders; increase
awareness among traders of the ben-
efits, opportunities and the options
available for electronic commerce;
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Government and advise exporters on the product
standard requirements of export mar-
Ministry of trade (trade facilitation depart- kets, especially when a domestic na-
ment) tional standards organization does
e Determine the role and structure of not exist.

the department and other statutory

bodies that have clearly defined com-  Customs

petencies and responsibilities in trade ¢ Highlight the constraints (financial,

facilitation (e.g. trade facilitation skills, equipment, corruption, etc.),

agency, trade facilitation depart-
ment); consider the level of interde-
partmental coordination and high-
light the constraints (financial, skills,

working hours and availability of cus-
toms agents outside working hours;
number and value of export and im-
port declarations, transit operations;

42 www.un.org/special-rep/ohrlls/lldc/Almaty_PoA.pdf




average release times for goods; use
of electronic declarations; contribu-
tion of customs duties and taxes to
government revenue; and recom-
mend how the department could per-
form its work more effectively.
Identify the number and type of dis-
putes and challenges that customs
deals with annually involving valuation,
classification, compliance, and tempo-
rary importation. Determine whether
there is a trade committee that meets
regularly to resolve differences, seek re-
lief and facilitate dialogue between cus-
toms and government on the one hand
and the users, including traders, bro-
kers, ships’ agents, transporters and
other interested parties.

Pre-shipment Inspection Agency (if applicable)
® Find out the time it takes to issue a re-

port; identify the goods excluded
from pre-shipment inspection (PSI)
and the minimum value; proportion
of consignments physically inspected
and criteria for inspections; how in-
spections are paid for.

regulation of markets; arbitration and
resolution of competition infringe-
ments, and control measures.

Business service providers
(including business associations and
chambers of commerce)

Chamber of Commerce

e Ascertain the size of its membership

and whether it is a statutory or a vol-
untary organisation; the role of the
chamber in promoting the interests of
its members, such as offering advice
to traders on national and foreign cus-
toms requirements, foreign standards,
payment systems and transport facil-
ities.

Determine whether the chamber has
specialist committees that handle is-
sues such as customs, payment sys-
tems, transport, communications, e-
commerce and trade facilitation;
whether the chamber conducts
courses in any of these areas; and
whether it issues certificates of origin
by ensuring that it verifies the prod-

Exchange Control/Central Bank/Ministry of ucts being certified.
Finance (if applicable) e Establish whether the chamber col-
e Determine the purpose of exchange laborates with United Nations bodies
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controls or other mandatory financial
requirements and how they are ap-
plied; the role of customs in applying
exchange controls; availability of doc-
umented exchange control regulations
to the public; resolution of exchange
control infringements; impact of dis-
putes on the movement of goods.

such as UNCTAD, WTO, International
Trace Centre (ITC); the International
Chamber of Commerce; foreign
chambers; regional organizations; and
national business organizations and
the areas of cooperation, for example,
best practices, technical assistance, in-
formation sharing, etc.

Antitrust, Competition and Consumer Pro-  Forwarder/Agent/Broker/Multimodal Trans-
tection Institutions (if applicable) port Operator

e Determine the purpose of antitrust, ¢ Find out the volume of business han-

competition and consumer protec- dled annually in terms of exports and

tion institutions and their role in the imports; document their operational




efficiency at ports, airports, road fron-
tiers, rail frontiers and inland con-
tainer depots, e.g. cost and efficiency,
release times for shipments, move-
ment of cargo across borders; difficul-
ties with exchange controls, access to
documentary credits and to commer-
cial information to facilitate transac-
tions; use of electronic communica-
tion to exchange information (mani-
fests, waybills) and standard transport

what areas and the numbers required.
Examples of training areas could in-
clude logistics (cargo routing and
door-to-door services for cost,
promptness and reliability), risk man-
agement (loss and damage), finance
and payment methods, and national
laws, rules and procedures of customs
and other statutory bodies and those
of the main trading partner countries.

documents;®® dispute settlement
processes and the nature of the dis-  Infrastructure services
putes.
Shipping Line and Ships’ Agents
e Ascertain the volume of cargo han-
dled in terms of the number of con-

Commercial Banks
e Determine the importance of docu-

mentary credits in facilitating trade on
the basis of their number and value
annually; whether SMEs face difficul-
ties accessing these credits; how doc-
uments are transmitted between
banks, by postal or express delivery
services or electronic means, and the
reliability of transport and communi-
cation services and any related bot-
tlenecks.

tainers; the main countries of origin
and destination; services offered
(door-to-door); physical or electronic
transmission of manifest information;
delays or problems encountered, such
as cargo loss or damage, heightened
security, phytosanitary controls, cus-
toms, port, deficiencies in infrastruc-
ture; electronic filing of customs dec-
larations; and participation in a trade
committee involving customs and

Trainers and other service providers
® Assess the capacity of existing techni-
cal and vocational institutions to train ~ Ports
and provide the skilled personnel ¢ |n addition to the issues concerning

other parties.
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needed in the trade facilitation indus-
try, such as customs officers, clearing
agents, brokers, laboratory techni-
cians at national standards organisa-
tions and related skill sets; determine
training capacity constraints and
whether there are any gaps or short-
falls that need to be addressed and in

shipping line and ships’agents, deter-
mine the capacity constraints of the
ports, such as the adequacy of equip-
ment, staffing and infrastructure to
handle the movement of goods; port
congestion and delays caused by cus-
toms, late arrival of manifests, banking
requirements, exchange controls,

43 These are internationally recognised documents that facilitate the transactions of freight forwarders, including forwarders certificate of receipt, for-
warders certificate of transport, warehouse receipt, negotiable and non-negotiable multimodal bills of lading, shippers declaration for the transport of
dangerous goods, shippers intermodal weight certificate and forwarding instructions issued by International Federation of Freight Forwarder Associ-
ations
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availability of connecting and multi-
modal transport, pre-shipment in-
spection and late collection of con-
signments.

Evaluate ports operations, for exam-
ple, whether clear procedures and
guidelines are conveyed to port users
to facilitate movement of goods and
vehicles; use of computers and elec-
tronic data sharing; cooperation with
customs and security; responsibility
for sanitary and phytosanitary checks;
procedures for goods clearance, re-
view of declarations and physical in-
spection of consignments and any re-
sulting disputes (classification, value,
illegal imports).

Air Cargo Carriers
® Determine the volume of business

handled annually, provision of door-
to-door services, methods used and
experiences in exchanging manifests,
waybills and other documentation,
difficulties with customs, exchange
control, inspection, security, ground
handling, whether advantages of the
speed and security of airfreight to
traders over other forms of trans-
portation for high value, low weight
cargoes are offset by bureaucratic de-
lays and capacity constraints.

Airports
e Determine the annual volume of busi-

ness handled, the length of time for
the movement of cargo between un-
loading and handing over to an agent
or carrier, staffing levels at the customs
office and warehouse, pay conditions
and overtime rates, working relations
between customs, immigration and
other agencies, responsibility for phy-
tosanitary and security controls, well-
publicized information available on

customs formalities, software used for
customs declarations and clearance,
electronic communication between
customs and traders/agents/carriers,
proportion of consignments physically
inspected, procedural difficulties and
resolution mechanisms, theft and loss
of goods in airport custody.

Road Carriers
e Ascertain the provision of door-to-

door services, temporary importa-
tion, efficiency, cost and security stan-
dards of the main ports of entry and
exit, release times of vehicles by cus-
toms, efficiency and cost of container
terminals; experience of the authori-
ties in immigration, phytosanitary
standards, vehicle requirements; au-
tomation and communication sys-
tems used in transport functions;
timely receipt of new customs regu-
lations and other official information,
access to information on foreign
countries; availability, quality, cost
and constraints of available commu-
nication methods.

Rail Transporters
e |dentify the volume and type of

freight handled annually and dis-
tances travelled; services offered, e.g.
refrigerated facilities, wagon or con-
tainer loads; cost of rail transport rela-
tive to road, air and marine transport;
farmers and traders served by rail
services; physical or electronic trans-
mission of manifest information and
filing of customs declarations; the ca-
pacity, quality of rolling stock, includ-
ing wagons for cargo and passengers,
railroads, signalling and control
equipment, infrastructure to handle
road haulage and intermodal trans-
port (terminals, warehousing, ramps,



Box 7.1 Agreements and conventions on international transport

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

For instance, the Project Working Group on Transport and Border Crossing has contin-
ued to recommend since 1999 that all countries participating in the United Nations
Special Programme for the Economies of Central Asia (SPECA)* should adopt 16 key
legal instruments administered by the United Nations Economic Commission for Eu-
rope (UNECE). These instruments aim to harmonize the framework for international
transport in the following areas: infrastructure (parameters and routes of rail, road and
combined transport networks), road transport requlations (two basic conventions and
two supplementary agreements on road traffic, one agreement on work conditions of
international truck drivers), border-crossing facilitation (conventions on the harmoniza-
tion of border controls, contract for the international carriage by road (CMR), interna-
tional transport of goods by road (TIR) and three customs conventions on temporary im-
port rules) and transport of dangerous and perishable cargoes (ADR and ATP agreements).
The accession to a number of the recommended agreements and conventions by
SPECA countries since late 1990s could improve considerably their trade performance,
providing that these legal instruments are properly implemented.”

* For more information on the legal instruments pertaining to international transport and the state of ac-
cession, see ECE-ESCAP (2008) and http://www.unece.org/trans/main/speca/docs/13th_document04.pdf.
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moving and lifting equipment); diesel  Border Crossing Points (rail and road)
or diesel-electric locomotives, pay- e Ascertain the annual volume of busi-

loads and compatibility of rail gauges
with transit states; cross border issues
and other administrative, technical
and logistical challenges faced by op-
erators such as procedures regarding
security, phytosanitary controls and
customs; and participation in a trade
committee involving customs and
other parties.

ness carried by road vehicles, con-
tainer trucks and trailers and roll-on
roll-off vehicles; the proportion of
temporary imports per year; time in-
terval from arrival to departure; pay
conditions and overtime rates of cus-
toms officers; the number of customs
clearance procedures and whether
they are handled at one central point

44 The following countries participate in the SPECA programme: Afghanistan, Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan.
Details concerning activities of the SPECA project working groups on international transport and trade can be accessed at
http://www.unece.org/trans/main/speca/speca.html and http://www.unece.org/speca/trade.html.




Box 7.2 Cost-benefit analysis and multi-criteria models for developing
transport infrastructure

The development of transport infrastructure needed for international trade requires
the careful use of scarce resources as well as the appropriate balance between new de-
velopment and maintenance/improvement of existing transport routes. The appraisal
of transport projects can be performed effectively with the aid of cost-benefit analysis.
This type of analysis has been used widely in high-income countries only. However,
UNECE (2003) provides a set of guidelines for socio-economic cost-benefit analysis of
transport infrastructure project appraisal in CIS countries. This methodology for the as-
sessment of transport infrastructure needs in UNECE emerging market economies is
important as a planning tool that can facilitate considerably the appraisal and selec-
tion of transport infrastructure projects. Ideally, the cost-benefit analysis would be also
used to assess and plan international transport networks. This is however not feasible
even in high-income regions such as Western Europe or North America due to insuffi-
cient data. Realistically, the work on international transport networks can be based on
a multi-criteria approach that complements the quantitative analysis of the available
data with the qualitative evaluation of strategic and political concerns. Tsamboulas
(2007) describes the multi-criteria model applied in Trans-European Motorway and
Trans-European Railway projects’ Master Plan. A modified version of this planning tool
has been used in the joint UNECE-United Nations Economic Commission for Asia and
the Pacific (UNESCAP) project aiming to develop Euro-Asian transport linkages that in-
cluded a number of emerging market economies in Eastern and South-eastern Europe,
Caucasus, Central Asia as well as Afghanistan, China and Iran (ECE-ESCAP, 2008).
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or are broken up into several sepa-
rate steps; other procedures such as
verification of roadworthiness of ve-
hicles, weight limits, driving licence,
passport and visas; use of computers
and their applications; reliability of
power supply; procedural difficulties;
theft and loss.

Express Delivery Operators
¢ Find out the annual volume of busi-
ness handled with respect to exports
and imports, the average length of
time to process documents and clear
goods through customs, identify
causes of delays and inefficiencies,
lack of competition, administrative
requirements such as licensing, vari-

able levies and fees; causes of dis-
putes (classification, value, loss, dam-
age, security).

7.2 Standards

Trade liberalization has created opportuni-
ties for developing countries to export
their goods to world markets. However, the
presence of strict international product
standards for agricultural and manufac-
tured goods has denied these countries
the opportunity of taking full advantage of
export markets. Many developing coun-
tries and countries in transition find it a
challenge to meet international standards
due to a shortage of human and financial



resources, lack of active participation inin-
ternational standard setting bodies as well
as weaknesses in their infrastructure. Ex-
porters of agricultural and industrial prod-
ucts face barriers to trade in the form of
technical regulations, and sanitary and
phytosanitary (SPS) standards. Technical
regulations cover product specifications
such as quality, safety and production
processes and methods involving agricul-
tural and industrial products. Sanitary
measures are standards that apply to food
safety and the prevention of food-borne
pests and diseases from entering a coun-
try, while phytosanitary measures refer to
the prevention of plant-borne pests and
diseases.

Standards in the target developed coun-
try markets, for example the EU or the US,
can become what is known as technical
barriers to trade (TBT), restricting the
entry of imports from developing coun-
tries. SPS and TBTs are sometimes im-
posed for legitimate reasons because the
goods from the country of origin do not
comply with the product and safety stan-
dards of the destination country market.
For example, Mattel, a US-based toy com-
pany, had to recall its goods from retail
stores in 2007 because its Chinese sup-
plier(s) had not complied with US product
standards prohibiting the use of certain
toxic materials, such as lead paint.* Other
well-publicized examples are temporary
bans that were imposed by Japan and the
EU countries on imported beef from the
United Kingdom due to health concerns
about meat affected by outbreaks of foot-
and-mouth disease.*

In other cases, SPS and TBTs could be arbi-
trarily invoked by a country as a protec-
tionist measure to limit competition. A
well-known example of a technical barrier
to trade from the early 1980s is the case of
Poitiers. Instead of entering through
France’s major port cities, for a brief period
Japanese video cassette recorders (VCRs)
imported into France had to pass through a
small, remote town called Poitiers with a
poorly equipped and under-staffed cus-
toms office. Ostensibly, the VCRs were in-
spected to ensure that the instruction man-
uals were in French. The effect of this cus-
toms arrangement was to increase the
price and limit the number of Japanese
VCRs sold in France to 3000 units per
month, a quantity far below the size of the
French VCR market.#” The use of interna-
tional standards endorsed by international
agencies such as those of the United Na-
tions create transparency and predictabil-
ity, thereby facilitating trade and avoiding
the arbitrary use of SPS and TBTs such as in
the Poitiers case. In this regard, the WTO
has introduced two agreements to facilitate
trade through international product stan-
dards:
e Agreement on Technical Barriers to
Trade (TBT)
e Agreement on the Application of San-
itary and Phytosanitary Measures
(SPS)

Therefore, conformity with the norms and
standards of international trade forms an
important part of a country’s export strat-
egy. A successful export strategy requires
goods that meet internationally recognized
standards for agricultural and industrial

45 Fairclough (2007)

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

ties not being approved).
47 Jovanovic (1997)
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Table 7.1a Main International Standard Setting Organizations

Name of Areas of standardisation
organisation
Codex Alimentarius Food quality and safety (food, codes of hygienic or | SPS
Commission (CAC) technological practice, food additives, veterinary
drugs, pesticide residues in foodstuffs).
[www.codexalimentarius.net]
Office International Control of animal diseases; trade in animals and an- | SPS
des Epizooties or imal products. [www.iec.ch]
World Organisation for
Animal Health (OIE)
International Plant Phytosanitary measures and prevention of plant dis- | SPS
Protection Convention | eases. [www.itu.int]
(IPPC)
International Organi- | All products and systems not falling within the com- | TBT
sation for Standardisa- | petence of IEC and ITU. [www.iso.org]
tion (ISO)
International Elec- Electrotechnical standards (electronics, magnetics, | TBT
trotechnical Commis- | electromagnetics, electro-acoustics, telecommuni-
sion (IEC) cations, energy production and distribution).
International Telecom- | Telecommunications (telecommunication networks | TBT
munication Union and services, development of communication tech-
(ITU) nology).
International Organi- Legal metrology and measuring instruments (accu- | TBT
sation of Legal Metrol- | racy classes, error limits, units of measurement, en-
ogy (OIML) vironmental conditions for operation, requirements
for scales and other indicating devices).
[www.oiml.org]

Source: ITC (2004)

products. Compliance with these standards
is achieved by establishing a standard and
quality control process which includes cer-
tification and quality assurance procedures
for product safety and hygiene.

There are over 50 organizations that de-
velop and promote international standards
for use in international trade, of which only

seven organizations are recognised by WTO
TBT and SPS Agreements (see Table 7.1).
The activities performed to ensure product
specifications meet international standards
include sampling, testing and inspection;
evaluation, verification and assurance of
conformity; and registration, accreditation
and approval.



Table 7.1b Other International Standard Setting Organizations whose standards
and regulations are not mandatory for compliance with WTO

organisation

Name of Areas of standardisation

sation (WHO)

World Health Organi- | International standards for food, biological, phar-
maceutical and similar products, diagnostic proce-
dures. [www.who.int]

International Plant

(IPPC)

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

tation Forum (IAF)

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

International Labora-
tory Accreditation Co- | www.ilac.org
operation (ILAC)

Laboratory accreditation practices and procedures.

Source: ITC (2004)

These standard-setting organizations offer
certain benefits to their member states, in-
cluding participation in determining stan-
dards and technical assistance. Despite the
availability of these services, a number of
developing countries have not been able
to benefit fully from membership. The chal-
lenges for these countries are inadequate
participation in setting international stan-
dards due to financial and technical con-
straints; lack of involvement of the domes-
tic industry in formulating technical stan-
dards due to lack of awareness; and creat-
ing the capacity to implement standardiza-
tion activities.

Standard setting and certifying organiza-
tions widely used in the private sector in-
clude the International Organization for
Standardisation with its ISO 9001 and ISO
14001 management and environmental

certification; United Laboratories’ UL logo
to certify building materials and industrial
equipment for the US market; and the CE
mark to certify conformity with product di-
rectives of the EU market. Certified ex-
porters with products bearing these mark-
ings can gain access to international mar-
kets.

The number and percentage of industries
that have obtained an ISO certification is
often used as a measure of the prepared-
ness of a market for exporting to advanced
economies. The analysis should also men-
tion the availability and the costs of certifi-
cation services in the economy. The distri-
bution of valid ISO 9001 per sector is also
relevant.
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8. SECTORAL ANALYSIS

One of the main objectives of the AfT
needs assessment is to identify business
opportunities and initiatives with a trade
potential that can address the needs of
the poor. These emerging economic ac-
tivities present governments with oppor-
tunities for export development, SME
linkages to global supply chains, job cre-
ation and improvements in the standard
of living. Figure 8.1 provides a template
for the selection of the sectors and pres-
ents the reasoning behind the application
of a sectoral approach in the AfT studies,
meaning the selection of the sectors that
are most affected (or most likely to be af-
fected) by trade liberalization are the ones
that are better placed to gain from liber-
alization.

Once the economic opportunities have
been identified the task of product and
market development can begin. This in-
volves identifying business opportunities
with a potential for trade and human de-
velopment within three broadly defined
sectors: (1) Agriculture and natural re-
sources; (2) Manufacturing; and (3) Services
(see Table 8.1 for some examples). The ITC
developed a set of tools - a ‘trade map’ - to
better describe the structure and evolution
of international markets with a country per-
spective. The map helps to identify sector
winners and losers by comparing national
sector performances with world ones. It
was developed with the aim of revealing
comparative and competitive advantages,
identifying the potential for market or

Figure 8.1 Trade liberalization and sectoral analysis

C Proposed trade liberalization

—

C Sectors most likely affected

—

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

) > changes by determining, factors:

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

- List main inputs and outputs used/produced

) — screened sectors

- Identify products likely to experience a large
price change

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

C Main characteristics of firms and workers ) === - No.and profile of employees

—-—

Q
N

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

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

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

Source: McCulloch et al. (2001)

Even if those affected are not the poorest, con-
sider distributional impact of reforms.



Table 8.1 Examples of Sectors and Products with export potential

Services

Construction
Financial Services

Agriculture and Natural Manufactures
Resources

Aluminium Automobiles and
Coal and lignite automotive parts
Copper Cement

Cotton Construction materials
Crude oil Machinery

Fish Processed food
Grains*® Textiles

Gold

Lead

Natural gas

Nickel

Tin

Wool

Zinc

product diversification and designing trade
development plans. Therefore, it could be
a useful tool for indentifying the sector to
be analyzed in the AfT report.*

A fairly detailed sectoral analysis should
be conducted for each sector identified
as suggested in the following sectoral
study guideline. The choice of a specific
sector should be properly justified taking
into account the objectives of the AfT
study.

8.1 Sectoral analysis guidelines

For each sector identified, whether agricul-
ture and natural resources, manufacturing
or services, the priorities should be dis-
cussed with relevant stakeholders, and the
most recent data on the sector be obtained

without duplicating previous work. A three
step approach is proposed:

1. Preparation, data collection and consul-
tations
® (Collect available materials and previ-
ous sector research (desk review);
¢ |dentify data requirements;
Identify key players and information
owners;
® Engage stakeholders and collect pri-
mary information; if possible set up a
sector specific advisory group;

2. Sector assessment
® Assess the sector’s size, its supply
and demand structure and its dy-
namics;
e Diagnose the sector performance
against success factors (e.g. export
share in world markets);

48 Grains include barley, maize, millet, oats, rye, sorghum, wheat and mixed grains

49 ITC at http://www.trademap.org
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e Assess the adequacy of available fac-
tor endowments (i.e. capital, a quali-
fied labour force and access to land
or other natural resources) and ac-
tions required to improve competi-
tiveness;

¢ Analyse the early response from en-
terprises to trade liberalization (e.g.
mergers, technology acquisition, fa-
cilitation of joint ventures);

® Assess the capacity of sector-specific
government departments and other
supporting institutions to provide
technical support and business serv-
ices;

3. Identification of alternatives and recom-
mendations

® Examine ways in which productivity
and profitability can be improved, in-
cluding an assessment of ways to im-
prove linkages with other sectors of
the economy;

¢ |dentify market opportunities and
products with high export potential;

e Qutline concrete interventions that
public authorities should undertake
to facilitate the sector’s growth (e.g.
specific trainings, investment in infra-
structures, establishment of certifica-
tion centres, etc.);

® Evaluate the feasibility and effective-
ness of identified market opportuni-
ties and public interventions;

® Discuss the assessment’s findings and
the identified options with relevant
stakeholders;

® Prioritise between identified options
and outline possible areas of donor
assistance (e.g. market information,
development of business linkages, fair
trade pilot projects).

In addition to the above, the AfT study
should assess the economy’s supply capa-
bilities with a view to (I) identifying and ad-
dressing supply constraints and (Il) devel-
oping a market/product development
strategy by taking the following into ac-
count:
e Value-added production, i.e. the op-
portunity of moving up the value chain
(e.g. processed fruits, jams, juices);
¢ Infrastructures (utilities, roads, drainage
and irrigation, storage facilities, multi-
modal transport services);
® |nternational trends relevant for the sec-
tor (e.g. input/output price fluctuations,
product specifications, quality stan-
dards and most used technology, etc.);
e Business strategies — diversification,
horizontal integration, vertical integra-
tion, market share (uniform product),
price skimming (product adaptation),
alliances, industry standard/leader, etc..

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

8.1.1 SWOT Analysis

The SWOT methodology>' is a simple and
very popular strategic planning tool used
to measure the strengths, weaknesses, op-
portunities, and threats of a given strat-

50 A possible alternative sector assessment methodology — SHAPE - has been developed by ITC. SHAPE offers a complete support package for the devel-

opment of sector trade strategy and implementation plans. (ITC 2006)

51 More information and links on http://en.wikipedia.org/wiki/SWOT_analysis



Box 8.1 Example of a SWOT analysis - textile and garment Sector in Romania

STRENGTH

WEAKNESSES

¢ Many firms currently exporting

® Few if any barriers to exporting

® A good potential for additional exports
exists

® Government policy to encourage pro-
duction for export

e Some firms understand the need for
producing a quality product

® ‘Lohn’>? has maintained skilled labour

¢ High dependence on’Lohn’

® Below standard management and mar-
keting skills
Lack of information on firms
Limited assistance from business sup-
port organizations.

® lack of understanding of quality stan-
dards for target markets

¢ High cost of working capital from the

strategies
e Sjzable domestic market

force, introduced new technology, taught banking system
management about export Insufficient market intelligence
® Most upgrading of machinery has been Very weak primary sector
with good equipment
¢ Natural fibers increasingly available from
domestic sources to support additional
exports
e Labour force available and relatively
cheap
e Development of the SME sector
OPPORTUNITIES THREATS
® Education and training Migration of ‘Lohn’
® Increased FDI Economic downturn
¢ Domestic brands International competition based
® Enhanced market intelligence on cost
e Geographical proximity to markets Labour costs increase
® Relocation of Western mills Poor inter-firm cooperation
¢ New technologies available to increa- Costs with development of R&D, and
se productivity, quality level and so- product design
phistication ® Low productivity to reduce the cost ad-
¢ Additional knowledge relative to design vantage
e CAD/CAM increased use Quality assurance means
¢ Branding strategies EU regulations to introduce trade limi-
® Retail/distribution chain development tations, after integration

e Continued imports of low quality and
price products into the domestic market

Source: http://www.chfinternational.org/romania/

52 Outward processing production system. Under the typical Lohn transaction, a Western European producer ships fabric and clothing designs to a
Romanian factory which then transforms the raw materials into finished apparel.
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egy, business venture or economic activ-
ity. Flexibility and immediacy being the
main advantages of this method, a SWOT
analysis should be used to frame the AfT
sector analysis. A SWOT first requires a
clear assessment of the objective(s) of the
analysis. The process then entails identify-
ing internal and external factors that are
favourable and unfavourable to achieving
these objective(s). Box 8.1 provides an ex-
ample of a SWOT analysis for the textile
and garment sector in Romania, which
was part of a wider sectoral analysis con-
ducted to draft a sector development
strategy.

While the SWOT analysis should necessar-
ily be connected with the sector’s potential
for economic growth and trade, it should
also help to identify available options to en-
hance human development and eventual
needs for mitigation measures. A SWOT
should be used as an input to generate a
set of possible strategies, by asking and an-
swering the following questions:

Figure 8.2 The value chain

How can strengths be used?

How can weakness be addressed?
How can opportunities be exploited?
How can threats be mitigated?

8.1.2 Value Chain Analysis

A value chain describes a chain of activities
which are required to bring a product or
service from its conception to the consumer,
from design, production and marketing, to
disposal and recycling (see Figure 8.2). At
each activity of the chain the product gains
some value. The value chain approach analy-
ses the firms - suppliers, producers, proces-
sors and buyers - and the relationships
among them. It analyses the factors influ-
encing their performance, including access
to and the requirements of end markets; the
legal, regulatory and policy environment;
vertical and horizontal coordination be-
tween firms and the level and quality of
business support services. Value chain analy-
sis is increasingly used to identify competi-

Inbound Operations | Outbound Marketing = Customer
Logistics Logistics & Sales Service
Primary
Activities Warehousing of Transforming inputs Warehousing Identificationof After-sales customer
raw materials and into finished products | and distribution customer needs support, disposal
distribution to of finished goods and sales and recycling
manufacturing

Organizational Infrastructure
Management, finance, planning, control systems and organizational culture

Human Resource Management
Recruiting, hiring, development and compensation

Support
Activities

Technology Development
Information processing, research and development

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

Source: Adapted from Porter (1985)




Figure 8.3 The apparel value chain

Textil companies

Fabric
(weaving,
knitting,
finishing)
—/

Natural Cotton, wool, Yam
fibres silk, etc (spinning)

Synthetic Qil, natural [ X i
fibres Petrochemicals H Synthetic fibres J

Raw material networks Component networks

Apple manufacturers Retail

North America
)

All retail outlets

US garmet factories [~ T~~~ = ~"~"~"======== == Department
(designing, / stores
cutting, serwing,
buttonholing
- J
A Brand-named
apparel

{ )
Domestic and Mexi-
can/Caribean Basin

subcontractors

S —

Mass merchan-
dise chains

Discount chains

Asiangarment /| Overseas
contractors ) buying offices

!

Y All retail
Domestic e outlets Off-price, fac-
and overseas rading < = = == =3-| tory outlet, mail
subcontractors companis order others
Production networks Export networks Marketing networks

Source: Gereffi and Memedovic (2003)

tive advantages and develop business
strategies to increase, for example, export
sales.>® This tool helps address competitive-
ness issues that determine export perform-
ance; helps identify market opportunities;
develop business support programmes; and
devise strategies on employment, skills de-
velopment and diversification.>*

The global value chain is made up of indi-
vidual value chains of upstream and down-
stream suppliers distributed among several
countries, with each country performing
certain activities and contributing value to
the final product. Countries with industries
that add value to the global value chain
through production, distribution and mar-

keting generally earn higher returns and
create more employment compared to
countries that only supply raw materials.>

Typically, the analysis of a value chain in-
volves graphically mapping the links in the
value creation process, benchmarking with
competing countries, identifying con-
straints and export opportunities for creat-
ing added value and raising efficiency in
each link. The process is best done by in-
volving all the key stakeholders (i.e. pro-
ducers, buyers, processors exporters, dis-
tributors and other intermediaries) who are
knowledgeable about the elements of their
own industry’s value chain (see example in
Figure 8.3 illustrating the upstream and

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

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

55 See ITC (2003). For e.g., the newly industrialising countries in East Asia used an export-led growth strategy, backed by massive investment in eco-
nomic and social infrastructure, starting out with low wage export-oriented assembly operations under license and then made the transition to ex-

porting their own high-value branded goods (see Mosk)
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downstream segments of the apparel value
chain).%¢

The objective is to develop a successful ex-
port strategy that meets the requirements
of potential customers such as interna-
tional distributors, supermarket chains,
multinational grain or mineral buyers and
so forth. Exporters of a particular industry
supply parts or components of products in
a global value chain which are assembled
either in-country or abroad. There are many
possibilities available for countries to en-
gage in global value chains as long as they
possess advantages such as an attractive
business environment, political stability,
labour productivity, low operating costs, a
strategic location, good infrastructure, raw
materials and new markets.

An alternative framework for analyzing
value chains has been developed by the
United States Agency for International De-
velopment (USAID). USAID’s Microenter-
prise Development Office provides a de-
tailed look at the value chain framework
through a dedicated online free training
module.”

8.1.3 Cluster Analysis

A cluster is a collection of related busi-
nesses built around a product, service or
raw material or centred in a particular geo-
graphic location. Business clusters are con-
sidered a more efficient way of organizing
interconnected industries because of their
contribution to increased productivity, in-
novation and competitiveness.

Cluster analysis is a framework that uses a
multi-sectoral approach to analyse local in-
dustries with the objective of identifying
business linkages and other cluster char-
acteristics,”® mapping the interrelated in-
dustries and executing a plan to market
and attract investors to enter and develop
the cluster. The emphasis is put on identi-
fying forward and backward linkages and
opportunities for vertical and horizontal in-
tegration of related industries either in a
given geographic location or around a spe-
cific product with all of the primary and
support activities, infrastructure and ancil-
lary services required to make the cluster
work efficiently and effectively.>®

Many countries have developed business
clusters, particularly in university towns,
port cities or along transport corridors, to
take advantage of a pool of skilled workers,
engineering and R&D capabilities, infra-
structure, resources and the like. Examples
of clusters are Silicon Valley, the home of
the information and communications tech-
nology industry in the US; the US automo-
bile industry in Detroit; information out-
sourcing in Bangalore, India; the fashion in-
dustry of Paris, France; and the automotive
supply industry of Slovenia.®°

8.2 Sector assessments and hu-
man development

The sector analysis should identify linkages
with human development by looking at
new opportunities that will spring from in-
creased trade flows and the sector’s eco-
nomic expansion. Traditionally most direct

56 For more information on value chain analysis, see Schmitz (2005), World Bank (2007) and Kaplinsky and Morris (2000)

57 http://www.microlinks.org/ev_en.php?ID=13712_201&ID2=DO_TOPIC

58 Cluster characteristics include competing firms, business-to-business relationships and availability of input suppliers.
59 For more information on business clusters, see Porter (1990) Krugman, (1991) and Dermastia (2006)
60 See the cluster initiatives of the Competitive Institute http://www.competitiveness.org/cid/cilist.



Box 8.2 Growing inclusive markets initiative — selected tools
Heat Map Methodology

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

® Revealing unmet demand for the poor as consumers and unrealized opportunities
as producers;

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

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

An example is provided in the figure below, which shows the share of adults living on
more and less than US $2 a day with access to a mobile phone, 2006 (figures refer to per-

centage of adults) in South Africa.

Less than US $2 a day More than than US $2 a day

2
:
i ¢

Strategy Matrix

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

makers as members).

The matrix below relates the five broad constraints to the five core strategies

(figure below)

Regulatory
environment

Physical

infrastructure

CONSTRAINS

Knowledge
and skills

Access
to financial
services

Adapt
products and
processes

Leverage
technology

Leverage
information and
communications
technology

Apply sector-
specific solutions

Ensure
environmental
sustainability

Design
business
processes

Adjust to
the cash flows
of the poor

Simplify
requirements

Awid adverse
incentives

Make
operations
more flexible

Provide
to groups

Invest in
removing
market
constraints

Ensure
private value

Do market
research

Build
infrastructure

Improve
supplier
performance

Raise
awareness
and train
consumers

Build finan-
dial products
or services

Capture
the intangible
benefits

Leverage
social value

Use grants
Finance
with reduced

cost or patient
capital

STRATEGIES

Leverage
the strengths
of the poor

Engage
the pooras
individuals

Involve the

poor in market
research

Train the poor
to be trainers

Build local
logistics networks

Establish
local service
providers

Co-create
innovations with
the poor

Engage
communities:
build on
axisting social
networks

Leverage
informal contract
enforcement
mechanisms

Expand
risk sharing

Combine
resources and
capabilities
with others

Combine
complementary
capabilities

Acquire mar-
ket information

Leverage
existing logistics
netwol

Impart
knowledge

Promote
training in
needed skills

Make sales,
provide services

Facilitate
access to finan-
cial products
and services

Pool resources

Gather mar-
ket information

Fll gaps
in mark%atFI'nfra-
structure
Self-regulate
Build knowl-
edge and skills
Increase
access to finan-
dial products
and services

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

Engage

in

dialogue with
government

Engage
individually

Engage
through
demonstration
effects




linkages are related to employment oppor-
tunities and changing working conditions.
This guide proposes a human development
approach that should innovatively look at
these linkages with the aim of identifying
specific pro poor measures.

One of the examples of how to look at busi-
ness with a human development lens is the
Growing Inclusive Markets (GIM) initiative,
which defines inclusive business models as
those that ‘include the poor on the demand
side as clients and customers, and on the
supply side as employees, producers and
business owners at various points in the
value chain. They build bridges between
business and the poor for mutual benefit.
The benefits from inclusive business mod-
els go beyond immediate profits and higher
incomes. For business, they include driving
innovations, building markets and strength-

ening supply chains. And for the poor, they
include higher productivity, sustainable
earnings and greater empowerment’s'. An
example from Europe and the CIS region is
the Danone affordable milk porridge sold in
Poland, which Danone marketed at a very
affordable price for low income families.
Practical tools generated by GIM are pre-
sented in Box 8.2. The strategy matrix, par-
ticularly, could be adapted sector wise to
identify pro-poor export strategies.

The AfT study could follow the framework
presented in Chapter 3 of this Guide by
looking at productivity, equity, sustainabil-
ity and empowerment (see figure 8.4) to
complement the standard economic analy-
sis. Two main channels determine the out-
comes in those four areas: prices and pro-
duction. The latter - in other words em-
ployment - being the most important.

Figure 8.4 Sector assessment and human development

[ Productivity j

Sector
Assessment
[ Empowerment] [ Sustainability ]
Business Mitigation Pro-Poor
Opportunities Mesures Sectoral

for the Poor

Strategies

61 UNDP (2008)
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Productivity

The access to new goods and services (e.g.
internet, reliable electricity sources, new
agro-processing technologies), or to al-
ready commercially available products at
lower prices, improves people’s and enter-
prises’ productivity. There an obvious virtu-
ous cycle between productivity, profits, ex-
ports, employment, wages and human de-
velopment. Access to new services can be
guaranteed by higher wages that are linked
with increased productivity.

The AfT study should look first at produc-
tivity statistics (e.g. output per worker).
The research should provide historical
trends and estimate (or evaluate) the dy-
namics linked with trade openness. For ex-
ample, the sector re-organization or pri-
vatization measures that were adopted to
compete in world markets. The study
should also show if productivity growth is
transmitted to wages and prices or if it is
kept by monopolists or rent-seekers. The
study should also compare and explain
productivity statistics disaggregated by
type of ownership (i.e. private sector, state
owned enterprises and FDIs), and com-
pany size.

A deprived worker will not be ready to
adapt to new technologies or to increase
his/her productivity. Workers, to be pro-
ductive, need to feel secure and able to
have permanent access to basic services
(e.g. health). To assess workers’ prevailing
conditions, the authors can look at health
(e.g. malnutrition, life expectancy, rates of
disease, etc.) and education workforce sta-
tistics (e.g. literacy rates, enrolment rates,
years of schooling completed, etc.). This set
of data provides useful insights about the
scope and alternatives for increasing pro-

ductivity through, for example, vocational
training.

Equity

Increased opportunities for exports and ac-
cess to new markets should boost entre-
preneurship and employment. However,
the mechanisms through which growth is
‘trickled down’ to the poor depend on the
equity structure of the economy (in this
case of one identified sector) and its char-
acteristics. The study should assess the sec-
tors’ characteristics in terms of equity, wage
inequality being the first variable. The
working environment should also be dis-
cussed in terms of equity, keeping in mind
the different needs that gender or age
groups may bring. The application of rele-
vant legislation and code of conducts (na-
tional and international) should be re-
viewed. The disaggregation of data by lo-
cation (e.g. disadvantaged regions, gender
and ethnicity (when relevant) will also be
required.

Equity should be analyzed in terms of mar-
ket access. If this is relevant for the selected
sectors (e.g. agriculture) barriers (e.g. access
to finance or export licenses) for identified
groups (e.g. small farmers) should be iden-
tified. The potential application of inclusive
business models should be discussed in
this section as well.

Sustainability

Sustainable development or sustainability
are dynamic concepts that are strictly con-
nected with human development. The
Human Development Report’s®? definition
of human development includes the ‘pro-
tection of the life opportunities of future
generations’ This recognition should be
embedded in the sector analysis. In partic-

62 UNDP (1996)



ular sustainability must be assessed against
emerging threats towards the environment
and cultural resources. The AfT study
should identify the most important stress
mechanisms: for example the excessive use
of water in cotton plantations or the loca-
tion of new industry clusters in natural pro-
tected areas.

If there are pressing environmental con-
cerns related with the development of a
certain sector, they must be properly high-
lighted in the AfT study. If available, Strate-
gic Environment Assessments or other type
of environmental sustainability assess-
ments should be reviewed. If a country
strategy document envisages the creation
of a new cluster or special economic zone,
the AfT study should consider the possibil-
ity of the application of an environmentally
friendly approach.

Empowerment

Empowerment refers to the ability of peo-
ple to influence the processes and events
that affect their lives and their participation
in society. Work is one of the main mecha-
nisms through which a person achieves
personal empowerment and self-esteem.
The sector assessment should look at the
contribution of the selected sector towards
employment creation and new business
opportunities for entrepreneurs. It should
then evaluate the degree to which the ex-
pected gains from trade would benefit the
poor. Income is the easiest variable to
measure; however a qualitative assessment
should complement this analysis by look-
ing at the dimensions that are often hiden
when taking a purely economic review, and
consider dimensions such as the quality
and security of jobs.

For newly created jobs data collection will
be required in order to estimate prospects

and trends, changes in wages and benefits
(sector average and minimum wage, per-
centage of sectoral wage against national
wage, sector comparison), new business
opportunities (newly registered enter-
prises, size and location of the newly regis-
tered enterprises), etc. Qualitative surveys
can be conducted on selected samples to
asses the quality and security of the new
jobs. Similarly the vulnerabilities of new en-
terprises should be assessed. Moreover, it
is also important to identify the profile of
workers and micro and small entrepreneurs
and their (current and expected) share and
contribution to the economy. Empower-
ment can be also be assessed by looking at
the role, membership and diffusion of trade
unions.

To summarize, the objective of this section
should be to identify the most promising
linkages between trade and human devel-
opment. The approach should be proac-
tive, meaning that the merit is the identifi-
cation of opportunities to strengthen
human development and to guarantee
that the poor and most vulnerable groups
take a fair share of the benefits generated
from trade. The AfT study, before drawing
final recommendations, should assess the
sector’s past performances and its poten-
tial through:

e Contribution to employment creation
(productivity, empowerment);

e Contribution to productivity growth
(productivity);

e Contribution to workers’incomes and
poverty reduction (productivity, em-
powerment);

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

e Working conditions (equity and em-
powerment);

® Gender equality in the workplace (eg-
uity);
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Discrimination against vulnerable
groups such as minorities, people
with HIV and others (equity);
Application of inclusive business
models (equity and empowerment);
Application of environmental stan-
dards (sustainability).

The recommendations should identify:

Ways and means to maximize busi-
ness opportunities for the poor;
Mitigation measures needed to cope
with trade related adjustments;
Pro-poor and inclusive export growth
strategies for the sector identified.



O TRADE POLICIES: AN IMPACT ASSESSMENT

Many models and methodologies have
been developed to study, in a broader
and less context specific ground, the im-
pact of public policies on the economy
and welfare. This chapter provides sug-
gestions and explains how these method-
ologies can be linked to the AfT frame-
work, while it does not pretend to provide
a comprehensive overview of the relevant
literature. The presentation that follows
focuses on the following methodological
tools:
e Human Development Impact Assess-
ment (HDIA)
® Poverty and social impact assessment
(PSIA)
¢ Quantitative methods for trade analy-
sis
e Strategic Environmental Assessments
(SEA) and Trade Sustainability Impact
assessments (Trade-SIA) — presented
in Chapter 3

9.1 Human Development Impact
Assessment (HDIA)

The UNDP Regional Centre in Colombo de-
veloped a simple methodology to address
the linkages between trade and human
development. The theoretical framework
that underpins this tool has been ex-
plained in Chapter 3. The methodology,
called HDIA, can be described by dis-
cussing ten key questions grouped in four
sections: (I) trade policy change and ex-
pected effects, (Il) transmission channels
and expected trade related outcomes, (llI)
HDIA implementation considerations and
constraints and (IV) post-assessment con-
siderations.

Trade policy change and expected ef-
fects

(1) Which trade policies are being analyzed?
The first step is to determine the scope
of the trade policy change that requires
analysis. The likely main policies include
those resulting from WTO accession, im-
plementation of a WTO agreement or a
regional trade agreement. The assess-
ment can take place before (ex-ante as-
sessment), during (policy monitoring —
midterm evaluation and adjustment) or
after the trade policy change (ex-post
evaluation).

(2) What are the expected effects or changes?
Usually, expected effects of trade poli-
ciesinclude an increase in trade flows as
a result of reduction in trade barriers.
There may be an increase in incoming
investment. Access to imported tech-
nology may decline due to the enforce-
ment of intellectual property legislation.
Other changes may include a decline in
tariff revenue, an increase in other taxes
in compensation for this decline in rev-
enue. On the other side, protectionist
trade policies aim to protect internal
markets and infant industries from the
world’s competition, decrease internal
prices (e.g. export bans after the food
crisis) or increase a country’s policy
space.

(3) Which groups are most likely to be af-
fected and how?
Increased trade is usually believed to in-
crease net incomes. Yet even if it creates
an aggregate improvement, economic
restructuring due to new trading
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arrangements may make some groups
worse off, particularly in the short-run. It
is important that the AFT needs assess-
ment exercises pay special attention to
the impact on vulnerable groups. The
analysis here should start from the iden-
tification of the ‘losers’ To determine ef-
fects on specific groups researchers may
use secondary literature and existing
surveys or conduct specific assessments.

Transmission channels and expected
trade related outcomes

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

nelled?
Trade policy changes can affect human
development through prices, employ-
ment and production. Different trade
policy can also lead to different govern-
ment revenues from tariffs and therefore
could affect redistributive policies of the
government.

(5) What will be the impact on the institu-

tional, legal and regulatory environment?
Changes to the institutional, legal and
regulatory environment can have signif-
icant impacts on human development
in the areas of health and safety, food se-
curity and environmental regulation.
They can also generate significant com-
pliance costs. Case studies and review of
similar changes in other countries
should be reviewed. One of the central
issues here concerns the costs incurred
by the government to implement these
changes.

(6) Which institutions will affect the out-
comes?
Itis important to identify the institutions
that will affect the implementation of
the policy change. These may include

governmental, non-profit, and private
organizations. Early involvement of
these stakeholders will help ensure that
they implement the changes quickly
and effectively. Ownership is important,
since it will help these institutions to see
the changes through to their conclu-
sions and reduce the amount of time
spent on internal disputes.

(7) What are the measures of human devel-
opment being assessed?

The choice of components can be deter-
mined through a participatory process
with stakeholders, as well as consultation
with experts in the field. Measures in-
clude poverty alleviation, employment
generation, income growth, access to
goods and services providing basic
needs (such as health care and educa-
tion), gender impacts, impacts on chil-
dren (including the impact on time that
is allocated to take care of children), food
and health security, environmental sus-
tainability and community provisions
(e.g. social capital).

HDIA implementation considerations
and constraints

(8) What are the data and knowledge con-
straints?

Before an assessment may be under-
taken it will be helpful to have an inven-
tory of the data available, including pub-
lic data at the national and international
levels; data from governmental, non-
governmental and private institutions;
and information from interviews, sur-
veys and participatory meetings. The
next step is to identify crucial missing
data and determine whether these data
can be collected before or as part of the
assessment phase.



Knowledge constraints refer to informa-
tion concerning the causal relationships in
economy and society; it can also refer to
broad structural information in the econ-
omy, such as market structures, norms of
household behaviour and cultural norms
that could affect evaluations of human de-
velopment or responses to policy. As with
data constraints, it will be useful to iden-
tify the most crucial gaps and to assess
how these can be overcome.

Post-assessment considerations

(9) What will be the impact on policy space?
It is first worth assessing what constraints
will be exerted on policy space, and
whether these constraints are worth the
resulting benefits. It will be important to
assess how any limitations on policy
space will impact on the ability of gov-
ernments to achieve development goals.

(10) What monitoring and mitigation meas-

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

The HDIA is intended to assess and deter-
mine the human development outcomes
of a trade policy change or reform. The ex-
ercise is based on the participation of rele-
vant stakeholders affected by the chosen
policy. Moreover HDIA aims to identify the
measures or alternative policy options that
may positively affect human development
and to address the expected negative im-
pacts with mitigation measures. The results
of the assessment per se can be used in on-
going trade negotiations (if relevant) as an
additional instrument to defend ‘policy
space’ and obtain better conditions or
grace periods.

An example of trade policies that could be
assessed is the TRIPS or the phase out of
the Multi Fibre Agreement (MFA). The
choice of the trade policy to be assessed
should match the country priorities and be
linked with the AfT. The scope of the analy-
sis can be limited to selected sectors and in
this case it can complement the analysis
descried in Chapter 8.

9.2 Poverty and social impact
assessment (PSIA)

The PSIA framework aims to measure the
distributional impacts of policy reforms,
and places the focus on poor and vulnera-
ble groups. While focusing on distributional
impacts, the methodology covers issues of
sustainability, risks, and social impacts.
PSIAs are expected to improve policy mak-
ing by examining assumptions about the
linkages between a policy change and how
those are distributed per population
groups. The key elements of the PSIA
process can be summarized as follows®:

63 UNDP (2008, forthcoming), World Bank (2003), World Bank (2004)
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® Asking the right questions

Increasing understanding of underly-
ing problems that a planned reform
intends to address. Carrying out a
problem diagnosis or another scoping
exercise to map out a chain of cause
and effect, from policy objectives to
constraints, to choices, to impacts.
Making assumptions about outcomes
and impacts;

Identifying stakeholders
Identifying people, groups and or-
ganizations that have an important
part in the reform (whether as initia-
tors of change, those who are in a po-
sition to influence outcomes, or those
who may be positively or negatively
affected by the reforms);

Understanding transmission chan-
nels

Identifying the channels through
which impacts from a policy reform
may occur, namely on employment,
prices, access to goods and services,
assets, and transfers and taxes. Ac-
knowledging where there are differ-
ent channels, some transmitting pos-
itive impacts and others negative on
different groups;

Assessing institutions

Identifying institutional opportunities
and constraints likely to affect the for-
mulation and implementation of pol-
icy reforms, considering institutional
rules and practices, organizational
structures, authorization procedures,
etc,;

Gathering data and information

Drawing on existing knowledge and
analysis (survey data, poverty assess-
ment data, etc.) and similar experi-

ences in other places. Conducting re-
search using a mixture of methods de-
pending on the nature of the topic, lev-
els of capacity and availability of data;

Analyzing impacts

Analyzing and making assumptions
about distributional impacts by taking
into consideration long- and short-
term impacts, direct or indirect im-
pacts, geographic impacts, effects on
institutions on which people rely (e.g.
social programmes and welfare sys-
tems) and impacts on different socio-
economic, gender and age groups;

Contemplating enhancement and
compensation measures
Considering alternative designs as a
result of apparent adverse effects re-
vealed by analysis; considering mech-
anisms to respond to adverse effects
which cannot be avoided; and con-
sidering delay or suspension of re-
forms especially if the benefits are
much less than the costs to compen-
sate or mitigate their effects;

Assessing risks

Analyzing those risks that could pre-
vent a policy reform from delivering
the intended outcomes for poverty
reduction (e.g. political risks, institu-
tional risks, acts of nature);

Monitoring and evaluating impacts
Tracking poverty and social impacts
during the introduction of the reform
and conducting evaluation so as to
formulate policy;

Fostering policy debate and feed-
ing back into policy choices

Sharing experience and information
on policy with wider stakeholder



groups, ensuring that results are dis-
cussed as part of a policy dialogue
processes.

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

e Social impact assessment (SIA): costs
and benefits analysis and distribu-
tional effects among different stake-
holders over time;

® Participatory poverty assessments
(PPA): direct consultation and field ob-
servation, using primarily qualitative
techniques (e.g. focus groups, semi-
structured interviews);

e The social capital assessment tool
(SOCAT): measure of social capital (in-
stitutions and networks, and their un-
derlying norms and values) at differ-
ent levels.

9.3 Quantitative methods for
trade analysis

Trade economics is a relatively well devel-
oped branch of economics. Furthermore, in
the last decades quantitative analysis of the
effects of public policies (and trade policies)
has grown steadily in number and quality.
Economic theories exist and analytical tools
are available. Key challenges include (l) the
reliability of data, and (ll) interpretation of
the results. The main issue left is ‘how to
use economic modelling’ to evaluate the
impact on human development. Indeed,
most of the techniques provide estimates
of economic dimensions as income, factor
prices and wages but rarely move forward
on the other dimensions of human devel-
opment. Thus, the results of economic
modelling need to be discussed from the

human development perspective. This sec-
tion does not aim at explaining how to use
economic and econometric analytical tools,
but highlights existing instruments and
sources for further reading.

AfT studies, when possible, should use
guantitative methods to predict economic
changes and to estimate policy outcomes.
Economic modelling should complement
and do not substitute qualitative analysis.
These models can be used both to simulate
the effect of changes in trade policies (ex-
ante analysis) and to use time series to ex-
plain the effects of past trade policies (ex-
post analysis). However, the results of the
simulations should be handled with care.
While economic models provide important
information for policymakers, their ability
to interpret the future is limited and the re-
sults should be used only to identify the
sense of the magnitude that changes in
trade policy can bring.

The three main classes of quantitative tools
are partial equilibrium models, computable
general equilibrium models (CGE), and
gravity models.5*

Partial equilibrium models

Partial equilibrium models are used to
deepen the analysis on singular sectors or
markets, assuming that the reviewed im-
pacts on the overall economy are modest
or null. Therefore the partial equilibrium
model fits better with policies that have a
clear and limited sector impact (e.g. reduc-
tion of a single tariff or quota) and where it
is estimated that the policy change will af-
fect only the identified sector or market.
The advantages are the possibility to com-
pute and incorporate more variables and
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Box 9.1 The econometrics methodology

Econometrics may be defined as the social science in which the tools of economic the-
ory, mathematics and statistical inference are applied to the analysis of economic phe-
nomena. This technique is often used by social scientists to analyse human develop-
ment trends and the impacts of policy options. It employs the following general

methodology:

. Collect data;

0O NOULTL D WN =

Source: UNDP (2007)

resources and offer a more precise measure
of a policy impact.

Several partial equilibrium models are used
in the assessment of trade policies, includ-
ing: Agricultural Trade Policy Simulation
Model (ATPSM) developed by UNCTAD, the
Static World Policy Simulation Model
(SWOPSIM) of the US Department of Agri-
culture and the SMART model which is
linked with the World Integrated Trade So-
lutions (WITS) software.5> Further examples
and references can be found in Box 9.7.

Computable General Equilibrium models
The Computable General Equilibrium (CGE)
models try to recreate the functioning of an
economy in a format that is able to account
for all the inter-linkages between sectors,
economic actors (e.g. households, firms)
and the international markets. Therefore,
the precondition for running a CGE model
is a complete and representative picture of

. Create a statement of theory or hypothesis;

. Specify the mathematical model of theory;

. Specify the statistical, or econometric, model of theory;

. Estimate the parameters of the chosen econometric model;
. Check for model adequacy and model specification testing;
. Test the hypothesis derived from the model;

. Use the model for prediction or forecasting.

an economy. The model itself is made of si-
multaneous equations that use the data in
the Social Accounting Matrix (SAM) to esti-
mate scenarios. CGE models are mainly
used to assess the impact of multilateral or
regional trade agreements due to the fact
that all sectors of an economy are influ-
enced.

A CGE model should be able to explain
the linkages between economic factors
and market and the reality that changes
in one market have implications on oth-
ers. The main channels through which
linkages manifest themselves are con-
sumers’ and producers’ behaviours. A
more than proportional reduction of a tar-
iff on car imports in respect of motorcy-
cles will increase the demand for cars, due
to lower prices and increased selection, at
the expense of its main substitutes (in our
case motorcycles) with a net benefit for
the consumer. If the price change is sub-
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Box 9.2 Partial equilibrium models (selected examples and references)

The GSIM model:

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

background paper.

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

Perfect substitutes trade model: A simple illustration of a partial equilibrium per-
fect-substitutes model from Francois and Hall, Chapter 5 in Applied Methods for
Trade Policy Analysis: A Handbook, J.F. Francois and K.A. Reinert, Cambridge Univer-

sity Press, 1997-1998.

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

versity Press, 1997-1998.

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

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

SIM, is also available.

Source: www.i4ide.org/handbook/Models/Index.htm

stantial it may even change consumer be-
haviours and modify the internal struc-
tural demands for these goods. On the
production channel the lower price of
cars may reduce the returns for car as-
sembly firms and pull out some produc-
ers from the market. This relays factor of
productions (labour and capital invest-
ments) employed in the car production

sector that should be re-employed in sec-
tors with higher economic returns (for ex-
ample the beverage sector). The internal
demand for cars will then be covered by
imports. The explanation of gains from
trade is the same as that of the main-
stream economic theory, namely by al-
lowing factors of production to move to
more productive sectors. The analysis
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Box 9.3 An example from Georgia (results of CGE and gravity modelling)

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

The CGE model also showed clearly that the effect of substitution of locally-produced
goods with imported goods should be very weak (not to say inexistent) at a macro-eco-
nomic level and even at a sectoral level. This underlines that a trade liberalization pol-
icy resulting from the FTA should not directly hamper local production. Another posi-
tive factor for the local production is that the goods produced locally are generally dif-
ferent from imported goods.

Gravity model

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

The table below shows the impact of trade liberalization on sectoral factors’ income
(Difference in percentages compared with the baseline scenario)
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Scenario 2007 | 2008 2009 2010 2011 2012
Sector Var 1 0.00% | 0.09% | 0.08% | 0.07% | 0.06% | 0.05%
Agriculture Var 1 0.00% | -0.20% | -0.18% | -0.17% | -0.16% | -0.14%
Other industries | Var 1 0.00% | -0.03% | -0.05% | -0.06% | -0.07% | -0.08%
Manufacturing | Var1 0.00% |0.15% | 0.16% | 0.18% | 0.19% | 0.20%
industries

Source: UNDP Georgia (2007)

should never forget to assess the impact  plant and have to find a new job in the
on the workers that become unemployed  beverage sector (in our example the one
due to the closure of the car assembly  with the highest returns).




The CGE model can provide aggregated fig-
ures for the overall economy and can test
different policy options (e.g. different tim-
ing of tariff reductions). It is an important
instrument for planning trade policy op-
tions, even if it can only process the income
dimension of poverty.

Gravity models

The gravity models of trade are economet-
ric models used to describe bilateral trade
flows. The assumption, which is common to
other similar applications in the social sci-
ences, predicts that trade flows between
two countries are positively related to their
economic size and inversely related to
trade costs, distance being commonly used
to measure such trade costs. Other vari-
ables such as price levels, language, tariffs,
contiguity, and colonial history are often in-
cluded in the model to capture trade costs.
The reference to ‘gravity’ recalls the rules
behind the force of gravity between two
bodies described by Newton.

Gravity models have been widely used to
assess preferential trade agreements, bilat-
eral trade agreements and monetary
unions. The model has a high explanatory
power in analyzing bilateral trade and in
highlighting key explanatory variables be-
hind trade flows. However, even if the
model has been successfully implemented,
its theoretical justification is still an object
of dispute. Gravity models are still criticized
for their lack of theoretical foundation and
the degree of subjectivity in data interpre-
tation.
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10. FINAL REMARKS, ACTION MATRIX AND
LAUNCHING THE STUDY

Aid for Trade is one of the most important
development initiatives launched in recent
years. Carried out effectively on a national
basis, it can help increase trade flows and
make trade more supportive for develop-
ment. As the Guide has tried to show, trade
has the potential to raise economic growth
and to improve people’s lives. But trade can
help achieve human development-related
goals only if managed correctly. Increased
trade and trade liberalization will not auto-
matically improve human development, but
require targeted institutional and policy
changes aimed specifically at empowering
people and improving capabilities and
choices.

This Guide aimed to present a systematic
way of assessing needs under the AfT pro-
gramme. Without putting forward a blue-
print, the intention was to outline a process
which looked at the relevant areas of the
economy and human development situa-
tion, and which tried to maintain and im-
prove the contribution of trade to human de-
velopment. This process can be adapted to
the country or situation concerned.

Concepts such as trade mainstreaming and
ownership are not just buzzwords; they
should be central to any approach to the trad-
ing environment. Enhanced trade facilitation,
for example, is impossible without the insti-
tutional mechanisms to achieve it, such as an
NTFC. Trade reforms and outside interven-
tions, such as AfT itself, will be less successful
if they are not owned by national policymak-
ers and other stakeholders. Enhanced own-
ership and mainstreaming will also make it

easier for trade to be perceived holistically
and integrated into policy toward the social
sectors. Likewise the idea of policy space has
become increasingly popular in recent years;
yet it is more than just a fad. If policymakers
are to achieve useful human development re-
lated goals, they will need the flexibility to
enact policies that relate specifically to the na-
tional situation. Some of these policies will
not yet be known, so it is important to retain
an element of openness in trade agreements
and trade-related policy changes.

The core chapters of the needs assessments
include the macroeconomic and business
environment, trade and investment policy,
and trade facilitation and standards. In addi-
tion it is suggested that a number of impor-
tant economic sectors are analyzed for their
actual and potential contribution to trade
and human development. As suggested in
the Guide, the main contribution of the
needs assessments will not be primary
macroeconomic research, although details of
the macroeconomic context will need to be
discussed to the extent that they support the
subsequent analysis. The chapters on busi-
ness environment, trade and investment pol-
icy and trade facilitation are likely to be areas
in which the needs assessment exercises can
add value, and thus are likely to involve some
more original research. Finally, sections on
assessing the impact of human development
are intended to systematically look at the
links between human development and
trade, and can be adapted to the country or
context concerned. Human development
should be mainstreamed into the whole
needs assessment exercise. The second



Table 10.1 Structure of an action matrix

Action Actionre- @ Target Timelinefor | Agencies = Required = Required

no. comended | indicator completion | involved  resources donor
and desired = of action support
outcome

1. Thematic area

1.1

1.2

Table 10.2 Donor intervention (Aid for Trade)
Donor | Projecttitle | Projectstatus | Classification Agencies Resources
andtimeline | per OECD/WTO  involved &
partners

Donor 1 | Project 1

Project 2

theme that should be embedded in the
guide is the identification of capacity gaps
and of possible solutions, including donors'’
interventions. The Integrated Framework (IF)
can be taken as an example for designing
donor coordination mechanism, even for
countries that are not eligible to IF funding.®
The AfT study should be completed only by
the compilation of an action matrix summa-
rizing and prioritizing actions and recom-
mendations derived in the course of the AfT
assessment. This matrix should be clearly
matched with trade-related technical assis-
tance/trade capacity building projects and
programmes that are currently being under-
taken in the country. Possible structure of an
action matrix is presented in Table 10.1.

Conclusions should highlight capacity gaps
and propose measures that are required to
overcome these weaknesses. Before pre-

senting the action matrix or in a separate
chapter the AfT study should map recent and
ongoing donor projects as well as commit-
ments (see Table 10.2) and indicate the even-
tual need for an increase in cooperation
among donors. It is advisable to briefly sum-
marize existing projects and to identify
budget, duration and donors.

It is important that the AfT study is well pre-
sented to the public and discussed by policy
and decision makers. Ideally the AfT needs
assessment should provide a proper back-
ground for political decisions on trade poli-
cies. Taking into account that the debate on
the report’s recommendations and their sub-
sequent adoption are the main objective of
the AfT needs assessment process, the
launch of the follow up strategy is a key fac-
tor in determining the success of the whole
exercise.

66 More information, a manual and examples can be found at the official website of the Integrated Framework (www.integratedframework.org).
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ANNEX 1 Millennium De

Official list of MDG indicators

velopment Goals
Effective 15 January 2008

Millennium Development Goals (MDGs)

Goals and Targets
(from the Millennium Declaration)

Indicators for monitoring progress

Goal 1: Eradicate extreme poverty and hunger

Target 1.A: Halve, between 1990 and 2015,
the proportion of people whose income is
less than one dollar a day

1.1 Proportion of population below US $1
(PPP) per day

1.2 Poverty gap ratio

1.3 Share of poorest quintile in national con-
sumption

Target 1.B: Achieve full and productive em-
ployment and decent work for all, including
women and young people

1.4 Growth rate of GDP per person employed

1.5 Employment-to-population ratio

1.6 Proportion of employed people living
below US $1 (PPP) per day

1.7 Proportion of own-account and contri-
buting family workers in total employ-
ment

Target 1.C: Halve, between 1990 and 2015,
the proportion of people who suffer from
hunger

1.8 Prevalence of underweight children un-
der-five years of age

1.9 Proportion of population below mini-
mum level of dietary energy consumption

Goal 2: Achieve universal primary education

Target 2.A: Ensure that, by 2015, children
everywhere, boys and girls alike, will be
able to complete a full course of primary
schooling

2.1 Net enrolment ratio in primary edu-
cation

2.1 Proportion of pupils starting grade 1 who
reach last grade of primary

2.2 Literacy rate of 15-24 year-olds, women
and men

Goal 3: Promote gender equality and empower women

Target 3.A: Eliminate gender disparity in pri-
mary and secondary education, preferably
by 2005, and in all levels of education no
later than 2015

3.1 Ratios of girls to boys in primary, second-
ary and tertiary education

3.2 Share of women in wage employment in
the non-agricultural sector

3.3 Proportion of seats held by women in na-
tional parliament

67 The revised list reflects the addition of four new targets approved by the UN General Assembly after the World Summit in 2005. These are productive
employment (Target 1.B), universal access to reproductive health services (Target 5.B), universal access to HIV/AIDS treatment (Target 6.B), and reduc-
ing biodiversity loss (Target 7.B). Some other indicators have been revised to better reflect pertinence and data availability. In order to avoid reusing
the previous numbers assigned to the targets and indicators, all targets and indicators have been renumbered.
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Goal 4: Reduce child mortality

Target 4.A: Reduce by two-thirds, between
1990 and 2015, the under-five mortality rate

4.1 Under-five mortality rate

4.2 Infant mortality rate

4.3 Proportion of 1 year-old children immu-
nised against measles

Goal 5: Improve maternal health

Target 5.A: Reduce by three quarters, be-
tween 1990 and 2015, the maternal mortal-
ity ratio

5.1 Maternal mortality ratio
5.2 Proportion of births attended by skilled
health personnel

Target 5.B: Achieve, by 2015, universal access
to reproductive health

5.3 Contraceptive prevalence rate

5.4 Adolescent birth rate

5.5 Antenatal care coverage (at least one visit
and at least four visits)

5.6 Unmet need for family planning

Goal 6: Combat HIV/AIDS, malaria and othe

r diseases

Target 6.A: Have halted by 2015 and begun
to reverse the spread of HIV/AIDS

6.1 HIV prevalence among population aged
15-24 years

6.2 Condom use at last high-risk sex

6.3 Proportion of population aged 15-24
years with comprehensive correct knowl-
edge of HIV/AIDS

6.4 Ratio of school attendance of orphans to
school attendance of non-orphans aged
10-14 years

Target 6.B: Achieve, by 2010, universal access
to treatment for HIV/AIDS for all those who
need it

6.5 Proportion of population with advanced
HIV infection with access to antiretroviral
drugs

Target 6.C: Have halted by 2015 and begun
to reverse the incidence of malaria and other
major diseases

6.6 Incidence and death rates associated
with malaria

6.7 Proportion of children under 5 sleeping
under insecticide-treated bednets

6.8 Proportion of children under 5 with fever
who are treated with appropriate anti-
malarial drugs

6.9 Incidence, prevalence and death rates as-
sociated with tuberculosis

6.10 Proportion of tuberculosis cases de-
tected and cured under directly observed
treatment short course




Goal 7: Ensure environmental sustainability

Target 7.A: Integrate the principles of sus-
tainable development into country policies
and programmes and reverse the loss of en-
vironmental resources

7.1 Proportion of land area covered by forest

7.2 CO2 emissions, total, per capita and per
US $1 GDP (PPP)

7.3 Consumption of ozone-depleting sub-
stances

7.4 Proportion of fish stocks within safe bio-
logical limits

7.5 Proportion of total water resources used

Target 7.B: Reduce biodiversity loss, achiev-
ing, by 2010, a significant reduction in the
rate of loss

7.6 Proportion of terrestrial and marine areas
protected

7.7 Proportion of species threatened with ex-
tinction

Target 7.C: Halve, by 2015, the proportion of
people without sustainable access to safe
drinking water and basic sanitation

7.8 Proportion of population using an im-
proved drinking water source

7.9 Proportion of population using an im-
proved sanitation facility

Target 7.D: By 2020, to have achieved a sig-
nificant improvement in the lives of at least
100 million slum dwellers

7.10 roportion of urban population living in
slums

Goal 8: Develop a global partnership for development

Target 8.A: Develop further an open, rule-
based, predictable, non-discriminatory trad-
ing and financial system

Includes a commitment to good gover-
nance, development and poverty reduction
— both nationally and internationally

Target 8.B: Address the special needs of the
least developed countries

Includes: tariff and quota free access for the
least developed countries' exports; enhan-
ced programme of debt relief for heavily in-
debted poor countries (HIPC) and cancella-
tion of official bilateral debt; and more gen-
erous ODA for countries committed to po-
verty reduction

Some of the indicators listed below are moni-
tored separately for the least developed coun-
tries (LDCs), Africa, landlocked developing
countries and small island developing States.

Official development assistance (ODA)

8.1 Net ODA, total and to the least devel-
oped countries, as percentage of OECD/
DAC donors' gross national income

8.2 Proportion of total bilateral, sector-allo-
cable ODA of OECD/DAC donors to basic
social services (basic education, primary
health care, nutrition, safe water and
sanitation)

8.3 Proportion of bilateral ODA of OECD/
DAC donors that is untied

8.4 ODA received in landlocked developing
countries as a proportion of their gross
national incomes
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Target 8.C: Address the special needs of land-
locked developing countries and small island
developing States (through the Programme
of Action for the Sustainable Development
of Small Island Developing States and the
outcome of the twenty-second special ses-
sion of the General Assembly)

Target 8.D: Deal comprehensively with the
debt problems of developing countries
through national and international measures
in order to make debt sustainable in the long
term

8.5 ODA received in small island developing
States as a proportion of their gross na-
tional incomes

Market access

8.6 Proportion of total developed country
imports (by value and excluding arms)
from developing countries and least de-
veloped countries, admitted free of duty

8.7 Average tariffs imposed by developed
countries on agricultural products and
textiles and clothing from developing
countries

8.8 Agricultural support estimate for OECD
countries as a percentage of their gross
domestic product

8.9 Proportion of ODA provided to help build
trade capacity

Debt sustainability

8.10 Total number of countries that have
reached their HIPC decision points and
number that have reached their HIPC
completion points (cumulative)

8.11 Debt relief committed under HIPC and
MDRI Initiatives

8.12 Debt service as a percentage of exports
of goods and services

Target 8.E: In cooperation with pharmaceu-
tical companies, provide access to afford-
able essential drugs in developing countries

8.13 Proportion of population with access to
affordable essential drugs on a sustain-
able basis

Target 8.F: In cooperation with the private
sector, make available the benefits of new
technologies, especially information and
communications

8.14 Telephone lines per 100 population
8.15 Cellular subscribers per 100 population
8.16 Internet users per 100 population

The Millennium Development Goals and targets come from the Millennium Declaration, signed by 189
countries in September 2000 (http://www.un.org/millennium/declaration/ ares552e.htm) and from fur-
ther agreement by member states at the 2005 World Summit (Resolution adopted by the General As-
sembly - A/RES/60/1, http://www.un.org/ Docs/journal/asp/ ws.asp?m=A/RES/ 60/1). The goals and tar-
gets are interrelated and should be seen as a whole. They represent a partnership between the developed
countries and the developing countries “to create an environment - at the national and global levels alike
—which is conducive to development and the elimination of poverty”.

Source: United Nations at http://mdgs.un.org/unsd/mdg/Host.aspx?Content=Indicators/OfficialList.htm




ANNEX 2 Competitiveness Assessment

Methodologies

Strategic tool

Brief description

References

SWOT analysis

The SWOT analysis is a very popu-
lar tool since it requires limited
quantitative/statistical data input,
is relatively easy to understand and
deploy, and lends itself well to par-
ticipatory approaches. SWOT ana-
lysis involves analyzing both inter-
nal and external factors. The SWOT
approach involves organising key
data and information about four
main categories: strengths, weak-
nesses, opportunities, and threats

http://en.wikipedia.org/wiki/SWO
T_analysis; http://www.business-
balls.com/swotanalysisfreetem-
plate.Htm

Problem analysis

Problem analysis is a framework
used to identify core issues to be
addressed in the strategic planning
process. Problem in this context
does not necessarily indicate weak-
nesses or concerns but can equally
refer to opportunities and chal-
lenges. Problem analysis is most
commonly used to analyse qualita-
tive information about the local
economy that has been collected
through participatory processes.

http://www.comminit.com/plan-
ningmodels/pmodels/planning-
models-126.html;
http://www.odi.org.uk/Rapid/Tool
s/Toolkits/Policy_Impact/Index.ht
ml.

Competitive ad-
vantage analysis

The competitive advantage analy-
sis looks at how competitive is an
economy and at how it is per-
forming relative to competing
economies. Competitive advan-
tage is an umbrella term based on
the assessment of the potential to
create sources of advantage (low
cost, high innovation, or differen-
tiation). The most popular frame-
works were developed by Michael
Porter, including his diamond
framework of national competi-
tiveness and the related five forces
of firm rivalry, bargaining power of

Competitive Advantage of Na-
tions, by Michael Porter (New
York: The Free Press,1990).
http://www.rbda.gov.au/litera-
ture_review/literature_review.pd;
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Strategic tool

Brief description

References

suppliers and customers, threat of
new entrants, and substitute prod-
ucts. The diamond framework ex-
amines factors that determine the
competitiveness and can be influ-
enced by government:

1. Factor conditions: the availabil-
ity of inputs such as skilled
labour, infrastructure, and capital;

2.Demand conditions: the level
and sophistication of local de-
mand;

3. Business/sector structure, strat-
egy, and rivalry: the degree of
competition;

4. Related and supporting indus-
tries: the availability and degree
of linkages between core and
supporting activities.

Scenario
planning

Scenario planning highlights
major forces that may shape the
future and provides insight on how
these forces may interact; it does
not attempt to predict one specific
outlook. The sources of changes
considered can be relatively pre-
dictable (trends in local demo-
graphics) or unpredictable (global
economic conditions). In scenario
planning, a scenario describes a
plausible future that can incorpo-
rate a range of qualitative and
guantitative information. Scenario
planning frameworks are used,
sometimes in combination, the
main being:

1. Qualitative scenario planning. In
this setting, a facilitated group-
based process typically involves
policy-makers, planners, and in-
ternal and external experts. The
main steps include determining
which macroeconomic forces

Plotting Your Scenarios, by Jay
Ogilvy and Peter Schwartz (De-
cember 2004, Global Business
Network Web site) at:
http://www.gbn.com/ArticleDis-
playServlet.srv? aid=34550;
http://scenariothinking.org/wiki/i
ndex.php/ Main_Page.
Developing and Applying a Par-
ticipative Strategic Planning Tool,
by Frans Berkhout and Julia
Hertin (March 2002, Greener Man-
agement International);

Regional Economic Modeling: A
Systematic

Approach to Economic Forecast-
ing and Policy Analysis, by George
. Treyz (1993, Kluwer Academic
Publishers).




Strategic tool

Brief description

References

existand how they might interact to

change the external environment.

Scenarios are then created and ana-

lyzed for their implications on the

economy;

2. Quantitative scenario planning
(scenario forecasting). A tech-
nique traditionally used mainly
for spatial planning, quantitative
scenario plans use economic
forecasting techniques to analy-
se how different macroecono-
mic scenarios might shape the
structure and performance of
the economy.

Importance
strength analysis
(locational com-
parative advan-
tage)

A derivation of the locational com-
parative advantage framework
that involves a matrix assessment
of the relative importance of indi-
vidual location factors for each sec-
tor against the relative competi-
tiveness of the local economy in
those factors (Blair, 1995, p. 157).
Most useful for analyzing the com-
petitiveness of individual sectors,
especially to identify and prioritise.

Local Economic Development:
Analysis and Practice, by J. P. Blair
(1995, Sage Publications).

Systemic
competitiveness

Examines a range of factors that

determine the evolution of eco-

nomic systems at various territorial
levels. It uses four levels of analysis
to measure the current state of the

local economy and develop a

strategic plan (GTZ):

- Meta-level: Local actors’ capacity
to cooperate and trust / degree to
which they can agree upon sha-
red objectives;

- Macro-level: Financial (budgetary)
capacity and management;

Systemic Competitiveness Revis-
ited: Conclusions from Technical
Assistance in Private Sector Devel-
opment
(http://www.mesopartner.com/en-
glisch/epubl.html)

Systemic Competitiveness. New
Governance Patterns for Industrial
Development, by K. Esser, W. Hilde-
brand, & J. Meyer-Stamer (German
Development Institute)
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Strategic tool

Brief description

References

- Meso-level: Existence of local eco-
nomic support (incubators, busi-
ness assistance,etc.);

- Micro-level: Linkages between
firms/stakeholders in the local
economy (clusters).

Multisector
quantitative
analysis
(MSQA)

Framework which combines quali-
tative (expert opinion surveys) and
quantitative techniques to identify
opportunities for growth in the
local/regional economy. Most rele-
vant for identifying sectoral or clus-
ter opportunities in a local/regional
economy; involves expert surveys
and then categorical scoring of re-
gional sectors according to a set of
performance criteria. Each sector is
ranked as strong, average, or weak
in each criterion, based in part on
input-output tables, expert inter-
views, and other data sources. Cri-
teria are then weighted to derive
overall results.

Regional Economic Development-
Analysis and Planning Strategy, by
R. J. Stimson, R. R. Stough, &. B. H.
Roberts (2002, Springer)

Regional com-
petitiveness per-
formance cube

Measures regional competitive-

ness in a dynamic way by looking

at three dimensions:

1. Leadership (strong vs. weak);

2. Institutions (effective vs. ineffec-
tive);

3. Resource endowments and mar-
ket fit (good versus poor).

New technique that has not been

used yet as part of a city strategy

process; provides a broad frame-

work for assessing territorial (rather

than sectoral) competitiveness.

Stimson, R. J,, R. R. Stough, & M.
Salazar. (2005).“Leadership and In-
stitutional Factors in Endogenous
Regional Development.”’Investiga-
tiones Regionales. 7: 23-52. Brief
overview (http://www.ersa.org/er-
saconfs/ersa04/PDF/697 .pdf)

Balanced busi-
ness scorecard
(Norton

and Kaplan)

Business planning and monitoring
framework that focuses on ensur-
ing that strategies are balanced
around four perspectives: 1) finan-
cial performance; 2) customers
(service); 3) business processes

http://www.balancedscorecard.bi
z/Introduction_BSC.html;
http://www.centre-for-egovern-
ment.com/balscore.htm;
http://www.auditscotland.gov.uk/
index/99ms_01.asp.




Strategic tool

Brief description

References

(efficiency); and 4) learning and
growth. Monitors performance
across a balanced set of indicators
(the specific categories can be re-
defined to meet identified specific
needs; Currently used in San Fer-
nando for assessing governance
and institutional quality as part of
the International Solidarity for Asia’s
(ISA) Public Governance Scorecard
(PGS) programme.

Core
competencies/
white spaces
(Hamel and
Prahalad model)

A framework that involves identify-
ing the core competitive strengths
of the region, and identifying‘white
spaces’ (or unexploited areas of po-
tential) for the region. Designed
originally for firm-level strategy, but
can be adapted for sector or re-
gional strategies; most appropriate
for identifying and prioritising sec-
toral opportunities.

http://www.ciphersys.com/hofhel
p/Hamel%20Prahalt/hamel-pra-
haladhelp file.htm;

Competing for the Future by G.
Hamal and D. K. Prahalad (1994,
Harvard Business School Press)

Source: Assessing Competitiveness. Guide to Strategic Frameworks. LED Resource Guide www.citiesalliance.org
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ANNEX 3 International and regional

trade resources

UN COMTRADE

The United Nation Statistical Division
(UNSD) Commodity Trade (COMTRADE)
Data Base that contains Exports and Im-
ports by Commodity and Partner Country.
Values are recorded in US Dollars along
with a variety of quantity measures. The
Data Base includes information for over 130
countries, some of which have been re-
porting these types of statistics to the
United Nations since 1962.The data are
recorded according to six internationally
recognized trade and tariff classifications.

(comtrade.un.org)

UNCTAD-TRAINS

TRAINS (Trade Analysis and Information
System) provides online access to indica-
tors of Trade Control Measures (Tariff, Para-
tariff and Non-tariff measures), as well as
imports by suppliers at each Harmonized
System 6-digit level for over 150 countries.
It also provides country notes of trade
regimes for some 40 developing countries,
describing market access conditions ac-
cording to the UNCTAD Coding System of
Trade Control Measures.
(http://www.unctad.org/Templates/Page.a
sp?intltemID=1907&lang=1)

Commodity Price Statistics on-line

Commodity Price Statistics provide
monthly free-market prices and price in-
dexes starting in January 1960 for selected

commodities that concern commodity-de-
pendant countries. Price indexes are pro-
vided for commodity groups (including
food, tropical beverages, vegetable
oilseeds and oils, agricultural raw materials,
minerals, ores and metals), and for all
groups in current dollars and Special Draw-
ing Rights (SDRs).
(http://www.unctad.org/Templates/Page.a
sp?intltemID=1889&lang=1)

FAOSTAT - TradeSTAT

FAOSTAT consists of an integrated core
database and satellite databases feeding
and supporting it. The ‘FAOSTAT family’ is
organized in modules around a core data-
base that brings together and integrates
the data contained in thematic databases.
These cover areas such as agricultural pro-
duction, consumption, trade, prices and re-
sources. The TradeSTAT database contains
import and export dataset for agriculture
products. The database is complemented
by a World Agricultural Trade Flow (WATF)
map and the World Agricultural Trade Ma-
trix (WATM).

(http://faostat.fao.org/site/342/default.aspx)

The IMF Direction of Trade Statistics
(the DOT)

Direction of Trade Statistics provides criti-
cal data on the value of merchandise ex-
ports and imports between each country
and all its trading partners. It reports total
bilateral and multilateral exports and im-



ports aggregated at national or regional
group level.
(http://www.imfstatistics.org/DOT/)

The International Trade Centre (ITC)

Trade Map

Trade Map - www.trademap.org - is an on-
line database on trade flows in goods and
services and tariff measures. This portal op-
erates in a web-based interactive environ-
ment. The pages list values, quantities,
trends, market share, and unit values, both
in graphic and tabular format. It covers
trade flows over the last five years for over
220 countries and territories, 41 country
groups and 5,300 products defined at the
2, 4 or 6-digit level of the Harmonized Sys-
tem (HS revision 1) and at the tariff line
level, representing about 95 per cent of
world trade.

(http://www.trademap.org)

Market Access Map

Market Access Map - www.macmap.org - is
a web portal containing information on
market access measures applied by over
170 importing countries to the products
exported by more than 200 countries and
territories. It provides information on ad
valorem and specific tariffs, ad valorem
equivalents (AVEs) of specific tariffs, tariff
quotas, anti-dumping duties and other
trade remedies, and certificates and rules
of origin.

(www.macmap.org)

Product Map

Product Map -www.p-maps.org - is a web
portal presenting business information and
intelligence for the 72 largest sectors. It in-
cludes market studies, trade data, price in-
dicators (such as the Market News Service),
links to other sources of information and

over 20,000 companies and organizations.
(Www.p-maps.org)

Investment Map

Investment Map - www.investmentmap.
org - an interactive tool that combines sta-
tistics on FDI, international trade and mar-
ket access into a single portal, Investment
Map allows analyses by country, partner
and industry. It also includes information
on the location, sales, employment and
parent company for more than 70,000 for-
eign affiliates located in developing coun-
tries and economies in transition.
(www.investmentmap.org)

The World Bank

The World Integrated Trade Solution
The World Integrated Trade Solution (WITS)
is software developed by the World Bank,
in close collaboration with UNCTAD. WITS
gives access to the major trade and tariffs
data compilations:
- The COMTRADE database maintained by
the UNSD;
- The TRAINS maintained by the UNCTAD;
- The Integrated Data Base (IDB) and Con-
solidated Tariff Schedule Data Base (CTS)
databases maintained by the WTO.
WITS is a data consultation and extraction
software with simulation capabilities. WITS
is a free software. However, access to data-
bases themselves can be fee-charging or
limited depending on your status.
(http://wits.worldbank.org/witsweb/)

The World Trade Indicators

The World Trade Indicators (WTI) database
measures trade performance, policies and
institutions. The purpose of this initiative is
to benchmark progress in these areas while
highlighting data gaps. The WTl itself is a
comprehensive database made of about
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300 indicators grouped in five thematic
areas: Trade Policy, External Environment,
Institutional Environment Trade Facilitation
Trade Outcome.
(http://go.worldbank.org/3Q2ER38J50)

The WTO
IDB-CTS Internet Analysis Facility
(IAF)

The IAF allows you to access the IDB and
CTS on-line, select markets and products
and compile reports for browsing on-line.
The WTO IDB that contain Imports by Com-
modity and Partner Country and MFN Ap-
plied Tariffs for over 80 countries at the
most detailed commodity level of the na-
tional tariffs; and, the CTS that contains
WTO Bound Tariffs, Initial Negotiating
Rights (INR) and other indicators. The CTS
is the official source for bound tariffs which
are the concessions made by countries dur-
ing a negotiation (e.g. the Uruguay Round
of Multilateral Trade Negotiations). The data
are recorded according to two internation-
ally recognized trade and tariff classifica-
tions.
(http://iaf.wto.org/English/Welcome.asp)



ANNEX 4 Preparing an Aid for Trade needs
assessment concept note

The following outline presents the layout
for a AfT needs assessment concept note.
The last section includes an example of a
needs assessment’s index of contents.

I. Background

Explain the purpose of the study and define
the “Aid for Trade” analysis. Provide a brief
description of the country background, in-
cluding a justification for the exercise.

Il. Intended outcome

Describe the AfT needs assessment’s ex-
pected outcome. The analysis should pro-
duce an action matrix with detailed recom-

mendations for policy actions aimed at im-
proving human development.

Ill. Approach

Briefly describe the AfT approach and stages.
Indicate that the study should involve key
stakeholders in government, the private sec-
tor and civil society, with particular emphasis
on areas experiencing particular poverty or
low level of human development.

IV. Commitments and timetable
Identify responsibilities, deliverables, re-
sources and deadlines for each action. De-
velop a strategy for each phase.
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V. Proposed outline of study (indica-
tive example)

Prepare a short narrative for each chapter,
describing the expected content (example
provided).

1.

2.

3.

Country background (macroeconomic

and business environment):

a.) Macroeconomic snapshot;

b.) Monetary, fiscal policies and ex-
change rates;

c.) Poverty and inequality;

d.) Competitiveness and business envi-
ronment.

Trade and investment policy:

a.) Trade flows and country comparative
advantages;

b.) Trade policies and institutional map;

c.) Trade agreements review;

d.) Investment policy: the contribution
of foreign investments.

Trade facilitation:

a.) Behind the border barriers to trade;

b.) An assessment: the cost of exporting
to the EU.

Human development analysis of sensi-
tive sectors:

a.) Agriculture;

b.) Garment and textile.

Conclusions and recommendations:
a.) Aid for trade donor database;
b.) Action Matrix.



ANNEX 5 Running a trade and human develop-
ment introductory workshop

Purpose

To train researchers (authors’ team) in con-
ducting trade impact studies and needs as-
sessments that integrate macroeconomics
with human development and to launch
the Aid for Trade Agenda in the country.

Goals

¢ Tolaunch the AfT agenda in the coun-
try;

e To train researchers on the link be-
tween trade and human develop-
ment;

e To train researchers on relevant re-
search and analysis methods;

¢ Tofinalize the study concept note and
work plan;

e To promote a participative approach.

Target Audience

Selected researchers, authors’ team, spon-
soring organization staff, interested gov-
ernment officials and other stakeholders.
Depending on the number of participants
and the team’s own capacity, the presence
of professional facilitators and external ex-
perts should be considered.

Proposed duration

2 days

Note: while the training is structured for two
days, the different components of the train-
ing could be reduced or expanded based on
the interests and skills of participants.

Proposed Agenda

The sample agenda is divided into two days
and is based on the pilot workshops con-
ducted for Central Asia in 2007. The first

day will provide an introductory overview
of trade and human development and Aid
for Trade, its goals and how is it linked to the
policy cycle and other development con-
cepts (e.g. MDGs). It will also provide space
for discussion on objectives and priorities.
While the first day should be open to stake-
holders, representatives of the civil society
and policymakers, the second day should
focus on the AfT core team. It will focus on
the actual AfT needs assessment substance
and work plan by reviewing available tools
and lessons learned. The discussion should
include the presentation of the methodolo-
gies and experiences already collected from
similar attempts in other countries.

First day
(core team and stakeholders)

Session 1 - Workshop introduction

09:30-10:00 Opening remarks, review of
workshop goals, agenda

10:00-10:30 Introduction of participants
(ice-breaking)

Session 2 - Trade and human devel-
opment overview

10:30-11:30 Overview of the global ‘Aid
for Trade’ agenda

- What does AfT mean?

-What is the AfT global agenda and trends?

- What is trade mainstreaming?

- How can trade objectives be included in
national development strategies?
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11:30-12:00 Coffee break

12:00-13:15 Trade and Human Develop-
ment: the concept and the
practice

- What is human development?

- What are the MDGs?

- What are the linkages between trade and
human development?

- What are the main concepts and elements
used in the human development ap-
proach towards trade?

-Is trade growth and liberalization pro-
poor?

Note: this sub-section focuses on the
human development approach towards
trade. Pertinent issues include: transmission
channels, vulnerability, gender, equity,
knowledge and technological advance-
ment, health and education, poverty reduc-
tion and environment concerns. The frame-
work described in this guide can be pre-
sented. Short presentations should be fol-
lowed by question time, discussions or
group works.

13:15-14:30 Lunch break
14:30-15:30 Participatory approach

- What is the role of stakeholders and civil
society organizations in policy making?

- How can stakeholders and civil society
organizations contribute to policy mak-
ing?

- How can participation be facilitated?

- What are tools for guaranteeing produc-
tive participation?

Note: this sub-section focuses on participa-
tory tools and techniques. The approach will
be inclusive of stakeholders, which might be
marginalized, such as women, labour groups,
and farmers.

Session 3 - AfT objectives and
priorities

15:30-16:00 Presentation of the draft out-
line of the AfT needs assess-
ment

Focus: background and justification, objec-

tives and priorities

16:30-16:45 Coffee Break

16:45-18:00 Facilitated discussion on AfT
objectives and priorities

Focus: fine-tuning and identification of ob-

jectives and priorities

Second Day (core team)

Session 4 - Tools, resources and
methodologies

09:00-10:00 Macroeconomic and business
environment

10:00-11:30 Trade agreements, market ac-
cess and institutional map-
ping

11:30-12:00 Coffee break

12:00-13:00 Sectoral assessments

13:00-14:00 Lunch break

14:00-15:00 Trade and human develop-
ment policy impact assess-
ments

Note: the facilitator/international experts will
discuss with the AfT core team the options
available for each chapter of the study to re-
view priorities, data constraints and applica-
ble tools. It should include the presentation of
country case studies to show when and how
certain tools were used and the benefits and
challenges of their application. References
will be made to the respective tools covered
in the AfT Guide to highlight their main fea-
tures and lessons learned. A particular focus
should be given to human development and



how the concept should be analyzed and op-
erationalized in the AfT needs assessment.

Session 4 - Planning and conduct-
ing the studies

15:00-16:00 Team organization and work
plan
16:00-16:30 Next steps and closing




l—
P
L
=
n
n
L
n
n
<
n
a
L
L
=z
L
a
<
o
l_
o
O
w
a
<
|
l_
n
—
N
|
L
I
U
O
>
m
pd
P
<

ANNEX 6 Checklist

— Aid for Trade needs assessment

MACROECONOMIC AND BUSINESS
ENVIRONMENT

Data Collection (general)

[J Are the objectives for collecting data
clearly defined?

[J Have adequate budgetary, human re-

sources and time been allocated to the

process?

Does the AfT team have relevant statis-

tical expertise?

Has the team considered drawing on

the experience of other countries?

Has the team accounted for potential

biases in data collection/enumeration?

If doing comparisons over time or

benchmarking over countries, has the

data comparability be assured?

Does the country have a recent census

or household surveys?

[J Does the county (if WTO member) have
a recent WTO Trade Policy Review?

[J Does the country have recent IMF mis-
sions reports?

o o O O

O

Data Analysis and interpretation (general)

[J Has the team used a mix of qualitative
and quantitative methods?

[J Does the team include people with ex-
perience in gender and environmental
issues and data?

[J Do dataand analysis highlight issues af-
fecting economically, politically and so-
cially excluded groups?

[J Where the availability of reliable data
makes it possible, are data disaggre-
gated by gender and other parameters
of exclusion?

[J lIs it possible to spatially compare these

disaggregated statistics? Has this been
done?

[0 Isit possible to temporally compare the
disaggregated statistics? Has this been
done?

[J Has the need for more disaggregated
data and research been recognized?

Macroeconomic environment

[J Has the team presented the general
macroeconomic environment using
summarized data on GDP, balance of
payments, debt, inflation, capital flows,
poverty and inequality?

[J Has the team presented a summary of
the country fiscal and monetary policy?

[J Has the team presented a summary of
the country social policy expenditures?

[0 Have the trends in the real and effec-
tive exchange rate versus major trad-
ing partners been addressed in the
analysis?

[0 Has data on the shadow economy been
analyzed?

[] Hasthe impact of trade liberalization at
the global and regional level on macro-
economic aggregates been considered
in the analysis?

[0 Have the links between macroeconomic
policies and variables and human de-
velopment been considered?

[0 Has the use of distinctive methodolo-
gies like PEST been considered for the
presentation of the analysis?

Business environment

[] Has the team described the overall
country governance by using interna-
tional indicators and benchmarking?



Has a checklist for relevant (business en-
vironment) policies and laws been
drafted?

Has the team outlined the various types
of administrative barriers for the busi-
ness environment?

Has the team outlined policies and in-
stitutions responsible for creating the
enabling conditions for enterprise
growth, including small and medium
enterprises (SMEs)

Has the team analyzed the availability
and costs of trade-related infrastructure,
business services, financial services and
trade finance?

Has the overall competitiveness of the
country been assessed using indicators
and benchmarked against other coun-
tries in the region and best performers?
Has the team used participatory tech-
niques to interview stakeholders, entre-
preneurs and government agencies’ of-
ficials?

TRADE AND INVESTMENT POLICY

Trade flows

O

O

Have trade flows and terms of trade been
analyzed with a historical prospective?
Have the main driving forces behind
trade flows been identified and ex-
plained?

Are data used for trends and projection
involving different scenarios?

Has the country overall performance in
trade been compared with similar coun-
tries and best performers?

Has the team identified the country
comparative advantages?

Has the team identified the country key
export sectors? Has the decision been
justified?

Has the export performance of different
type of enterprises been justified?

Has the employment dynamic in the ex-
port sector been analysed?

Where the availability of reliable data
makes it possible, are data disaggre-
gated by gender and other parameters
of exclusion?

Have key issues of concern for human
development been preliminary identi-
fied (e.g. food imports, vulnerability to
external prices)?

Has the participation of the poor and
vulnerable groups in the export sector
been assessed with case studies (e.g.
small exporting farmers)?

Has the team drafted key recommenda-
tions?

Trade policies and institutions

O

O

Have the system of tariffs and quotas
been described?

Has the team identified the country
trade strategy? Is the strategy ade-
quate?

Has the overall consistency of the trade
policy been assessed?

Have the country institutions that deal
with trade being mapped?

Has the quality of coordination be-
tween trade institutions been ad-
dressed?

Have capacity gaps in key trade institu-
tions been mapped? Have technical as-
sistance needs been identified along
with capacity gaps?

Have key trade agreements (FTAs, WTO
accession, EU agreements) and mem-
berships in trade international organi-
zations been mapped?

Are key trade negotiations been under-
going? What is the country negotiation
strategy? Is it adequate to the country
needs?

Has the country access to market issue
been considered while analysing trade
agreements?
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[J Have the in-country capacity in dealing [ Has the team drafted key recommenda-
with specific trade agreements been tions?
assed?

[J Have selected trade agreements (ex-

ante, ex-post) been selected for a  TRADE FACILITATION
E deeper impact assessments? AND STANDARDS
w [J Has the team drafted key recommenda-
= tions? Trade facilitation
m [J Has the country trade facilitation strat-
k'-'nJ Investment policies and foreign direct in- egy been identified? Is it adequate and
wn vestments realistic?
< [J Have investment flows been analysed Has a profile for each trade facilitation
8 with a historical prospective? actor (exporters/importers, govern-
w [J Have driving forces behind investment ment, business service providers, infra-
; flows been identified and explained? structure services) been drafted?
» [J Has the team identified the main FDIs Does a trade facilitation committee op-
Q recipient sectors? erate in the country? Is it effective? If not
< [J Has the country overall performance in present has the possibility of establish-
|°_C attracting investments been assessed ing a committee been tested?
o and benchmarked? Has the country Has relevant data about trade proce-
O openness towards FDI been assessed dures, costs of business services and
= and benchmarked? costs of infrastructures services been
a [J Has the employment dynamic in the collected?
< foreign enterprises been analysed? Have the quantity and quality of data
| [J Has the export performance of foreign been assessed? Has the option of con-
; enterprises been analysed and justified? ducting ad-hoc surveys been consid-
- [J Where the availability of reliable data ered?
x makes it possible, are data disaggre- Has the cost of doing export been
ﬁ gated by gender and other parameters tested for selected products?
T of exclusion? Has the quality of business and infra-
v [J Has the operational and incentive structure services offered to exporters
Vo) framework for FDI been addressed? Is it and importers been evaluated?
< adequate and effective? Does the underlying causes of ineffi-
o [J Hasthe team reviewed the country long ciency, poor service delivery and high
g term investment strategy? Is it adequate cost related to the movement of traded
< and realistic? goods so far been identified?
[J Have the local supply linkages and skill Have behind the border trade barriers
transfers been considered in the analy- been identified?
sis? If obstacles were reported in these Has the team identified how different
areas, has the team identified con- actors are influenced by trade barriers
straints and opportunities? (e.g. small farmers, state enterprises,
] Has the team considered the existence FDls)?
of FDI's negative impacts? Has the team interviewed the stake-
[J Have the linkages between FDIs and ex- holders, entrepreneurs and government

port been highlighted?

agencies’ officials? Have participatory



techniques been used? Have the inter-  SECTORAL ANALYSIS

viewed been able to comment on the
report? Sector analysis
[0 Have capacity gaps been mapped? [J Has the team identified promising eco-

Have technical assistance needs been
identified along with capacity gaps?

[J Have links between human develop-
ment and different economic growth
scenarios been explored?

[J Have data been used to analyse human
development implications for trade fa-
cilitation?

[J Have donor trade facilitation projects
been inventoried?

[0 Has the team drafted key recommenda-
tions?

Standards

[J Has the team identified if information
about certification and international
standards is diffused and widely under-
stood in the country by the business
community and government officials?

[J Has the national system of certification
been compared with international stan-
dards? Is it adequately developed?

[J Do the country major export products
respect the relevant international stan-
dards?

[J Has your country faced market access
restrictions due to the lack of applica-
tion of international standards?

[J Do enterprises have easy and affordable
access to internationally recognised cer-
tification services?

[J Hasthe team identified the number and
percentage of industries that have ob-
tained an ISO certification? Have these
numbers, benchmarks and discrepan-
cies from regional averages been ex-
plained?

[J Have donor support to certification
been identified?

[0 Has the team drafted key recommenda-
tions?

nomic sectors for producing a detailed
assessment? Is the decision supported
by data and analysis?

Is the sector identification linked with
human development opportunities or
concerns? Have the linkages been made
explicit?

Has the team collected sector specific
data and verified its quality?

Where the availability of reliable data is
possible, are data disaggregated by gen-
der and other parameters of exclusion?
Has the team identified the tools to be
used for the sector competitiveness
analysis (e.g. SWOT, Value Chain Analy-
sis)?

Have the sector’s size, potential growth,
actual and potential demand (local and
international markets) been identified?
Have the sector’s possible export op-
portunities been analyzed and forecast?
Has the team identified - within the cho-
sen sectors - goods which experienced
(or are expected to) relevant market
changes by trade liberalization?

Has the analysis described the main
characteristics/profiles of firms and
workers?

Have concrete interventions that public
authorities should undertake to facili-
tate the sector’s growth been outlined?
Has the team prioritised areas where
donor intervention may be called (e.g.
market information, development of
business linkage)?

Has the team drafted key recommenda-
tions?

Human development analysis
] Has the sector assessment identified the

linkages with human development by
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looking through at new opportunities
that will spring from increased trade flows
and the sector’s economic expansion?
Has the sector assessment identified the
linkages with human development by
looking through the main transmission
channels (prices and production)?

Has the profile of the poor and vulnera-
ble households that live on the selected
sector income been presented?

Has a human development approach
been adopted while looking at the eco-
nomic dimension?

Have specific pro poor measures been
identified?

Has the presence of inclusive business
models been identified? If not present,
have inclusive business models been
proposed to involve the poor?

- Productivity -

O

Has the AfT study explained sector pro-
ductivity statistics? In the presence of
increased productivity have wages ben-
efited?

Has the team looked at job conditions
and workers' profiles? Do workers feel
secure in their employment? Does the
wage or profit grant decent living stan-
dards (i.e. permanent access to health
services)?

- Equity -

O

O

Has the study assessed the sectors’char-
acteristics in terms of equity? Has data
been collected on wage inequality?
Has the application of national and in-
ternational labour standards been as-
sessed?

Do different sector players - especially
mirco entrepreneurs - have comparable
access to services and licenses, includ-
ing finance?

Has the gender dimension been analyzed
in terms of opportunities and equity?

- Sustainability -

O

Have emerging threats towards the en-
vironment and cultural resources been
assessed?

Has the team assessed if national and
international environmental standards
are applied in the sector?

Has the team considered the imple-
mentation of strategic environment as-
sessment over the possible sector’s ex-
pansion?

- Empowerment -

O

Has the study analyzed the dimension
of employment creation and of new
business opportunities?

Have prospects, trends, and changes in
wages been identified?

Has the team evaluated the quality and
sustainability of new jobs created?

Has the team identified capacity gaps
and areas for donors’intervention?

TRADE POLICIES:
AN IMPACT ASSESSMENT

O

O

Has the team identified a key trade
policy for a complete impact assess-
ment?

Has adequate time, human and finan-
cial resources been dedicated to com-
piling the assessment?

Has the team identified the methodol-
ogy or set of methodologies that are
best adapted to the specific context?
Are the selected methodologies appli-
cable with the available data?

Do selected methodologies provide a
balanced approach between quantita-
tive and qualitative analysis?

Are the methodologies selected in line
with the human development ap-
proach? Do they provide insights for a
human development cantered analysis?



[0 Do the methodologies selected de-
scribe the mechanisms behind the
transmission channels between trade
and human development?

[0 Has the team deployed a participatory
approach in collecting and validating
information?

[J Among others factors, are the following
aspects considered in the analysis?
® Impact on access to services

Impact on health and education

Impact on lifestyle and culture

Impact on income and inequality

Impact on household budget and

expenditure patterns
¢ Impact on food security
® Impact on environment

[0 Has the team drafted key recommenda-
tions on the basis of the needs assess-
ment?

[J Has the team identified capacity gaps
and areas for donors’intervention?
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