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Economic growth is the most powerful tool to reduce poverty. However, many low-income 
countries are still confronted by major obstacles in expanding and diversifying their trade, 
and trade reform and liberalisation have not always delivered the expected benefits in 
terms of trade expansion, growth and poverty reduction. Against this backdrop the 
international community has agreed to expand and improve aid for trade to help developing 
countries, particularly the least developed, build the supply-side capacity and trade-related 
infrastructure needed to expand their trade and to benefit from their integration into the 
world economy.

Aid for trade has been designed as a tool to interlock aid and trade policies in pursuit of 
raised living standards and reduced poverty. Although trade-related assistance has been 
present for some time, few bilateral donors have explicit trade objectives incorporated in 
their aid programmes and even fewer have programmes that are aimed at engaging the poor 
directly in trade-related activities.

The objective of this paper is to raise awareness among donors and partner countries of 
the potential contribution of trade to economic growth and development, the challenges 
of realising that potential, and the role of aid for trade in addressing those challenges. 
The paper presents a rationale for donors to provide “more and better” aid for trade, and 
explains why aid for trade can be an important instrument in a pro-poor development 
strategy.
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Foreword 

Trade is a central part of the economic growth and poverty reduction agenda. To this 

end, aid for trade interlocks aid and trade into a broader pro-growth strategy whose 

overall objective is to raise living standards and reduce poverty in developing countries. 

To increase the impact of trade on poverty reduction, the broader development 

community acknowledges that trade integration is an important element in achieving 

sustained economic growth, and that aid for trade provides an important framework to 

support this process by addressing poor people‟s constraints to taking up the new 

economic opportunities arising from expanding regional and global markets. 

The OECD, in the context of the joint initiative of the OECD Development 

Assistance and Trade Committees on aid for trade, is examining ways and means to 

effectively implement the Aid-for-Trade Initiative to enable partner countries to 

effectively use trade to promote economic growth and achieve their poverty reduction 

objectives. This work, inter alia, aims to set out the “why” and “how to” of integrating 

trade issues more effectively in donor programmes. 

Trading out of poverty: How aid for trade can help provides the basis for the “why” 

segment and aims to build recognition among the donor community that trade is an 

important tool for development. It looks at what we know about the impact of trade on 

pro-poor growth, both within and across countries. It then looks at the potential role of aid 

for trade as an instrument to build the capacity of poor countries to trade, to help the poor 

take advantage of new opportunities created, or to protect them against negative effects. 

It is important to sensitise donors and partner countries to the potential contribution of 

trade to economic growth and development, the challenges of realising that potential, and 

the role of aid for trade in addressing those challenges. This paper presents a rationale for 

donors to provide “more and better” aid for trade, and explains why aid for trade can be 

an important instrument in a pro-poor development strategy. 
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Trading out of poverty: 

How aid for trade can help 

“The property which every man has is his own labour; as it is the original foundation of all other 

property, so it is the most sacred and inviolable… To hinder him from employing this strength and 

dexterity in what manner he thinks proper without injury to his neighbour is a plain violation of 

this most sacred property.” 

(The Wealth of Nations, Book I, Chapter X, Part II; Adam Smith, 1776) 

“For many people economic poverty is rooted in their inability to trade – and trade is a vital route 

out of poverty.” 

(Trade Matters; DFID, 2005) 

Introduction 

Economic growth is the most powerful tool to reduce poverty. And no country has 

successfully developed its economy by turning its back on international trade and 

long-term foreign direct investment. Virtually every country that has achieved sustained 

economic growth has done so by seizing the opportunity offered by more open world 

markets. However, many low-income countries are still confronted by major obstacles in 

expanding and diversifying their trade. Moreover, trade reform and liberalisation has not 

always delivered the expected benefits in terms of trade expansion, growth and poverty 

reduction. The impacts of trade reform and expansion on the poor are particularly 

context-specific, according to consumption patterns of the poor, and to whether 

trade-induced growth occurs in areas and sectors where poor women and men live and are 

economically active. Against this backdrop the international community has agreed to 

expand and improve aid for trade to help developing countries, particularly the least 

developed, build the supply-side capacity and trade-related infrastructure needed to 

expand their trade and to benefit from their integration into the world economy. 

Aid for trade has been designed as a tool to interlock aid and trade policies in pursuit 

of raised living standards and reduced poverty. It should be used to help ensure that the 

benefits of trade policies do materialise, particularly when trade policy reforms on their 

own are insufficient to deliver the expected benefits from trade expansion, including 

because of distributional challenges such as the differentiated impacts of trade reform and 

development on poverty.  

Although trade-related assistance has been present for some time, few bilateral donors 

have explicit trade objectives incorporated in their aid programmes and even fewer have 

programmes that are aimed at engaging the poor directly in trade-related activities. The 

impact of aid for trade on poverty reduction needs to be better explained. Donor agencies 

too need to better integrate trade expertise in their country programmes and operational 

teams.
1
 This mainstreaming of trade is particularly pressing as Organisation for Economic 

Co-operation and Development (OECD) donors have pledged to provide additional 
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resources to help low-income countries overcome their binding trade-related constraints 

in their efforts to achieve the Millennium Development Goals (MDGs).
2
 

The objective of this paper is to raise awareness among donors and partner countries 

of the potential contribution of trade to economic growth and development, the challenges 

of realising that potential, and the role of aid for trade in addressing those challenges. The 

paper presents a rationale for donors to provide “more and better” aid for trade, and 

explains why aid for trade can be an important instrument in a pro-poor development 

strategy. 

The remainder of the paper is organised as follows. The following section 

demonstrates why trade matters for boosting productivity and economic growth, followed 

by a section that highlights that while many countries benefit from it, some countries are 

unable to reap the gains from trade. This is followed by an analysis of how aid for trade 

can help strengthen the impact of trade on growth and poverty reduction, and which 

policy tools can best reinforce the impact of trade on poverty reduction, such as by 

building productive capacities, connecting the poor to markets, and mitigating the costs of 

adjustments. The need for a tailored, country-based approach to economic integration is 

underlined in the subsequent section. The final section concludes by summarising the 

main policy conclusions and the potential gains from trade that are at stake.  

Why trade matters 

For almost all countries, trade is an important source of wealth generation, as well as 

an important means to self-sustained growth and poverty reduction.  

Trade, innovation and growth 

If we think of a continuum – trade, innovation, growth – then while the link between 

innovation and growth is fairly well understood, the link from trade to innovation (and 

hence to growth) is less so. Indeed, Joseph Schumpeter even suggested that greater 

competition by eroding profits actually reduces a company‟s ability to innovate 

(Schumpeter, 1954). There are, nevertheless, good analytical grounds for saying that 

trade, and trade liberalisation, help stimulate innovation. There are five channels 

(OECD, 2007e): 

i) Increased Competition. Robert Solow has helped resolve the Schumpeter puzzle by 

pointing out that there are two components to productivity growth: technical change 

and efficiency change (Ten Raa and Mohnen, 2006). The Schumpeterian argument 

pertains more to the technical change (and capital) component of productivity 

improvement, while the neo-Classical case for increased competition pertains more 

to the efficiency change (and labour) component. Moreover, the rents needed to fund 

technical change can equally come from the effective protection of intellectual 

property rights. A recent OECD publication, “Economic Policy Reforms: Going for 

Growth 2007” (OECD, 2007d), finds that stronger competition has particularly 

powerful effects on productivity in countries far away from the technological 

frontier, reflecting stronger incentives to adopt new technologies. Other studies 

consistent with this approach find that trade openness makes markets more 

competitive, reducing prices and raising incentives to innovate (Licandro and Navas, 

2007) while also raising productivity (Melitz and Ottaviano, 2005). Finally, 
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Bigsten et al. (2004) have shown that trade can also improve productivity through 

efficiency gains from learning by exporting. 

ii) Technology Transfer. Trade allows developing-country firms to access technologies 

that are essential for improving their productivity and competitiveness which will 

generate growth and employment opportunities, including for poor men and 

women.
3
 Particularly where trade is accompanied by foreign direct investment, it is 

likely to promote the transfer of skills and of innovation. Beyond this direct transfer 

of technology embodied in trade, or as spillovers from trade (Nordas et al., 2006), 

there is also an indirect contribution as trade serves to lower prices and hence the 

cost of accessing such embodied technologies. As the experiences of newly 

industrialised economies in Asia has demonstrated from the 1960s through to the 

1990s, latecomers can – with the right preconditions and determinants – take 

advantage of the newest technological development and simply buy technology for 

their own industrial development at a relatively lower cost and less risk
4 

(Lin, 2007; 

UNIDO, 2007). 

iii) Economies of scale. It seems to be the case that companies producing for both the 

domestic and foreign markets are better able to recoup R&D investments over a 

larger quantity of sales than if selling only for the domestic market. 

iv) Globalisation of value chains. Trade and trade reform can help foster the global 

fragmentation of production processes in a number of ways: by promoting 

harmonisation around international technical standards to which firms in fragmented 

value chains must conform; by addressing the danger that restrictive rules of origin 

(designed to ensure that only imports from partners in bilateral or regional 

preferential trade agreements (PTAs) have preferential access) will disadvantage 

low-cost suppliers within the chain; and by encouraging trade facilitation, enabling 

suppliers to respond quickly to developments further down the value chain. 

v) Intellectual property rights (IPRs). Recent analysis from the OECD shows the 

positive link between IPR protection and increased transfers of technology-intensive 

goods, services and capital to developing countries, increasing the stock of inward 

foreign direct investment (FDI) by 1.6%. More importantly, the research shows a 

strong positive link between patent protection and innovation in developing 

countries (Lippoldt and Park, 2007). 

Trade and poverty reduction 

Economic theory tells us that trade should contribute directly to reduced poverty in 

developing countries through the process of factor-price equalisation, whereby the trade 

increases the returns to the most abundant factor of production, which in developing 

countries tends to be low-skilled labour.
5
 In fact, empirical studies are not unanimous on 

this issue; while some point to trade reducing inequality, others are more nuanced 

(Box 1). 

However, the impact on wages and employment is not the only aspect of the direct 

effects of trade on poverty reduction. Winters (2002) has identified two other important 

elements: 

i) How changes in border prices get translated into the prices actually faced by the 

poor. This depends on i) the competitive structure of the distribution sector; ii) the 
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way in which government institutions, such as marketing organisations, operate; and 

iii) the size of the trade-able sector in the domestic economy. 

ii) How trade changes government revenue and expenditure. The key lessons are that 

i) trade liberalisation does not have to lead to a reduction in revenues if the tariff 

peaks and exemptions are tackled at the same time, and ii) short falls in tariff 

revenues should be compensated by more broad-based and less distortive 

replacement taxes, such as those based on value added. More generally, sound 

macroeconomic policies are far more important for maintaining social expenditure 

than relying on tariffs. 

Moreover, as discussed above, to the extent that trade contributes to growth, it will 

also provide opportunities, indirectly, for increased wealth and hence poverty reduction. 

The ability of poor women and men to participate in the gains from trade depends on 

several factors, including: i) how much of the trade-induced growth occurs in sectors 

where a large number of the poor are economically active; ii) how much of that growth 

translates into job creation and wage increase; iii) how much growth trickles down to 

other sectors that can absorb excess labour; and, iv) how well the poor are equipped (in 

terms of human, economic and financial assets) to take advantage of the new job 

opportunities resulting from trade. 

The impact of trade and trade liberalisation will thus differ among sections of the 

community – there will be winners and losers – and drawing benefits from greater market 

openness will depend on policy settings going well beyond trade. We will return to both 

of these issues. 

Since 1980, and until the current global recession, the market for goods and services 

has expanded dramatically with world trade growing five times in real terms and its share 

of world GDP rising from 36% to 55% over this period (IMF, 2007). Falling 

transportation and communications costs have been major drivers, making it easier and 

less costly for traders to search out and reach foreign markets. Similarly, the lowering of 

trade barriers has accelerated deeper integration in the 1990s as fast-growing developing 

Asia, notably China and India, and former Eastern bloc countries progressively integrated 

into the global trading system. Those same forces also contributed to a massive increase 

in services trade, though from a much smaller base, as global sourcing of and foreign 

investment in services have both surged. 

Nevertheless, the evidence also shows that such success does not apply to all 

developing countries, nor to all social groups within those countries. Furthermore, while 

both low- and middle-income countries have made substantial progress in dismantling 

their trade barriers over the past two decades, this has not appeared to unleash sustained 

export growth in all of them (World Bank, 2007). Such heterogeneity of outcomes is the 

main underlying reason why there is no consensus in the literature about the quantitative 

impact of trade liberalisation on economic growth (Box 1). Most empirical studies have 

failed to establish a systematic relationship between the two, and doubts about the 

direction of causality remain.
6
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Box 1. Trade, growth and poverty reduction: Where do we stand? 

With respect to the relationship between trade and growth, most empirical studies have failed to 

establish a systematic relationship between greater integration and growth, and there is little 

agreement on causality. The complexity of interpreting the causal relationship is hardly surprising 

because i) while trade integration may cause growth, causality may equally go the other way, and 

ii) other factors may affect both trade and growth in a similar manner. For instance, Bhagwati and 

Srinivasan (2001) argue that cross-country studies face problems in defining and measuring openness, 

identifying causality, as well as isolating the effects of trade liberalisation. When these are brought 

together in growth regressions, the average result becomes fuzzy. Which is why, they conclude, 

regression analysis is not seen as an appropriate method for examining the complex relationship 

between trade liberalisation and growth. 

Another major source of disagreements lies in the difficulty in finding a proxy (the measurement) 

of trade openness that is robust and universally acceptable. For example, although some research in 

the 1990s seemed to confirm that trade liberalisation promoted economic growth, Rodriguez and 

Rodrik (1999) maintained that the results were based on variables that poorly reflected trade 

liberalisation. 

Neither is there a simple and general conclusion from the literature on the causal link between 

trade and poverty, be it directly between the two or through the impact of trade on growth and, in 

turn, on poverty. The evidence presented in several recent surveys is weak (e.g. Bannister and 

Thugge, 2001; Berg and Krueger, 2003; Winters, McCulloch and McKay, 2004). Other studies find 

an increase in inequality: the World Bank (2005) finds that during the 1990s countries with rapid 

economic growth and trade liberalisation achieved absolute poverty reduction but experienced 

increased inequality; UNDP (2005) finds that uneven distribution of the costs and benefits of trade 

liberalisation across and within countries has led to an uneven pattern of integration; and Kremer and 

Maskin (2007) conclude that increased trade has tended to benefit elites in both rich and poor 

countries, thus increasing income inequalities. 

Other studies are more nuanced. Turner, Nguyen and Bird (2008) find the relationship between 

trade and poverty to be extremely complex and case-specific, making systematic empirical analyses 

rather difficult in practice. A study of liberalisation in India, finds that industries located in states with 

pro-employer labour market institutions grew more quickly than those with pro-worker environment 

(Aghion, Burgess, Redding and Zilibotti, 2006). The nature of tariff cuts is important; one recent 

study finds that a fall in end-product tariffs lowers wages at import-competing firms, but boosts 

wages at exporting firms, while a fall in input tariffs raises wages at import-using firms relative to 

those that only source locally (Amiti and Davis, 2008). Another recent study finds that trade 

liberalisation is associated with increases in inequality in countries well endowed with highly skilled 

workers and capital or with workers that have very low education levels, while it is associated with 

decreases in inequality in countries that are well endowed with primary-educated labour. However, 

relative endowments in capital are the key determinant, so that trade liberalisation is accompanied by 

reduced income inequality in low-income countries (De Melo, Gourdon and Maystre, 2006).  

Finally, there are studies finding that trade has a beneficial effect on poverty reduction but that 

trade may not be the overriding factor. An IMF study (2007), which finds that trade openness reduces 

income inequality in both developed and developing countries, concludes that income inequality has 

risen in most countries over the past two decades due to technological progress which increases the 

wages of the skilled relative to the wages of the unskilled.  

…/… 
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Box 1. Trade, growth and poverty reduction: Where do we stand? (continued) 

Put differently, although the poverty elasticity of growth can vary significantly between countries 

and across time (see e.g. World Bank, 2005), there is no evidence-based support for a consensus that 

liberalised trade has an „adverse‟ impact on the poor. Cashin et al. (2001) examined the relationship 

between macroeconomic policies and improvements in a human development index for a given rate 

of per capita GDP growth and found no robust evidence that any openness variable was associated 

with either pro-poor or anti-poor growth. Cling (2006) also concludes, on the basis of a 

comprehensive literature review, that trade is not the main factor determining the evolution of poverty 

and inequality within countries.
7
 

Whether openness is a cause or a consequence of economic growth is not purely an econometric 

issue. However, despite differences of opinion among academics, they do see eye-to-eye on one thing, 

that the benefits countries can gain by opening up their economies are real. Indeed, the weight of 

evidence to date does point strongly in the direction that: greater openness is an important element 

explaining growth performance and has been a central feature of successful development. No country 

has developed successfully by closing itself from the rest of the world, very few countries have grown 

over long periods of time without experiencing a large expansion of their trade
8
, and most developing 

countries with rapid poverty reduction did sustain high economic growth (i.e. the growth in income 

accounts for a large share of observed changes in poverty reduction). 

 

Still, despite differences of opinion on the strength and the direction of causality in 

the link between trade and growth, the empirical evidence offers no basis for restricting 

trade. On the contrary, there is sound evidence that economic growth is accompanied (and 

facilitated) by increasing imports and exports which, in turn, points to the strong 

presumption that openness to trade generally leads to welfare gains (Rodriguez and 

Rodrik, 1999; Winters, 2004). A literature review conducted by the OECD finds that 

there is robust evidence that open economies are richer and more productive than closed 

economies and that the studies that most convincingly establish this link find that an 

increase in the share of trade in GDP of one-percentage point raises the income level by 

between 0.9% and 3% (Nordas et al., 2006). Irwin (2002) concludes that despite 

shortcomings in method and measurement, cross-country studies of growth suggest that 

economies with more open trade policies tend to perform better than those with more 

restrictive trade policies. He cites historical experience from South Korea, which 

liberalised its trade policies in the 1960s, Chile, which liberalised in the 1970s, and India, 

which liberalised in the 1990s. Recent country case studies confirm that the link between 

export growth and poverty reduction has been mostly positive, but there are nonetheless 

some negative cases, indicating that other factors may be hindering the impact of trade or 

are much more important in determining the process of poverty reduction.
9
 Therefore, the 

continuing debate on the issue of trade-growth causality should not distract the aid 

community from the importance of the role of trade as a potential driver of sustained and 

robust economic growth in developing countries, but instead focus its mind to address the 

cases where trade is failing to live up to its potential. 

When does trade not deliver? 

It is clear that many low-income countries have benefited from the expansion of 

global markets and shared in the prosperity generated by globalisation. The steady 

reduction in trade barriers, particularly in manufactured goods, has enabled them to 

rapidly integrate into world markets through an export-led industrialisation processes. 
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The contribution of trade to their national income has been growing rapidly (Figure 2) 

and their exports have been growing faster than the world average in recent 

years (Figure 1). Yet, many low-income countries still face major difficulties in 

expanding and diversifying their exports, in some cases, prompting their marginalisation 

in world trade. 

For example, sub-Saharan Africa‟s share of world exports halved between 1980 and 

2006, falling from 3.9% to 1.9%. The situation is even worse for the African least-

developed countries (LDCs) whose aggregate average share fell by one-third from an 

already meagre 0.06% to 0.024% over the same period. Moreover, as shown in Figure 3, 

while exports per capita in middle-income countries have increased strongly, they have 

slightly decreased in sub-Saharan African low-income countries. The question then 

becomes why some countries fail to reap the benefits of trade, whether by increasing their 

exports or their imports. We can distinguish between two broad sets of 

impediments - external and internal. 

Figure 1.  Relative annual export (goods and services) growth (world average = 0) 
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Source: World Development Indicators, World Bank. 
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Figure 2. Trade as a percentage of GDP 
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Figure 3. Exports (goods and services) in constant prices per capita (1980-2005) 

0

100

200

300

400

500

600

700

800

900

1980 1985 1990 1995 2000 2005

C
o

n
s
ta

n
t 
2
0
0
0
 p

ri
c
e
s
 U

S
D

 

Low Income Middle Income Low Income & Sub Saharian

 

Source: World Development Indicators, World Bank 

The principal external impediment to low-income countries‟ trade arises from the 

inability to reach agreement, multilaterally, on modalities for reducing barriers to trade – 

barriers which while offering the potential for gain (through their eventual removal) tend 

to impact disproportionately on developing countries. There are still important parts of 
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industrial countries‟ trade policy that constrain the ability of developing countries to 

participate in international trade. A recent study has concluded that the worst of the 

barriers to merchandise trade (in agriculture and textiles) are particularly harmful to the 

world‟s poorest people, as are barriers to worker migration across borders (Anderson and 

Winters, 2008). 

As a result of the Uruguay Round, tariff reductions offered by OECD countries on 

imports from their non-OECD partners (30 %) were lower than those granted to other 

OECD countries (45%). The mean trade-weighted average tariff in OECD countries on 

imports from other OECD countries stands at 3%, as opposed to 4.8% on imports from 

non-OECD countries. For example, in 2002, Bangladesh was charged the same amount of 

tariffs (around USD 300 million) on its USD 2.5 billion worth of exports to the United 

States as France, whose exports were worth USD 30 billion. In addition, tariff escalation 

impedes poor countries from moving up the value chain to enter into more dynamic, 

higher value-added markets. 

Arguably even more important than tariff impediments are the non-tariff barriers 

faced by developing-country exporters. In particular, the complexity of product standards 

and the need to understand and comply with them poses a particular challenge to many 

developing countries. These standards are often associated with legitimate developed 

country concerns about the environment or public health, but they can nevertheless 

represent a major impediment to developing country exports. 

Furthermore, the relatively high barriers faced by trade between developing countries 

suggest that further liberalisation of South-South trade can also contribute substantially to 

meeting development objectives. Developing country tariffs are generally higher than 

those of the advanced industrialised countries: 11.1% in low- and middle-income 

developing countries, 13.2% in the LDCs and 3.8% in industrialised countries. Moreover, 

welfare gains from South-South trade integration are also likely to be associated with less 

pronounced relative price changes and thus less severe structural adjustment costs. This 

can open up possibilities for learning-by-doing and developing economies of scale to 

break into higher value-added markets in the North
10

 (Kowalski and Shepherd, 2006). 

However, despite persisting external impediments to trade, the fundamental structural 

weaknesses and supply-side constraints of low-income countries arising from low levels 

of human capital, poor governance and institutions, lack of incentive structure and the 

high cost of doing business, coupled with their infrastructure – and for some geographical 

– bottlenecks (Box 2) are the main explanation why those countries are unable to fully 

exploit and benefit from their access to world markets. This is, moreover, underscored by 

their inability to benefit fully from duty- or quota-free market access under a range of 

OECD countries‟ preferential arrangements (although restrictive rules of origin are also a 

hindering factor). In other words, developing countries‟ poor performance is the 

consequence of their „underdevelopment‟ (UNCTAD, 2004).  

Using gravity modelling, Francois and Manchin (2007) conclude that export 

performance, and the propensity to take part in the trading system at all, depends on 

institutional quality and access to well-developed transport and communications 

infrastructure. Transaction costs (trade facilitation, communication, transport and energy 

costs) tend to be systematically higher in developing countries. For example, in Africa, 

total freight costs represent more than 10% of imported value, as compared to an average 

of 8.8% for all developing countries and 5.2% for developed countries (UNCTAD, 1999). 

There may also be an important regional dimension to infrastructure deficiencies – for 
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example, Kenya‟s infrastructure is a constraint on Uganda‟s growth given the need to 

import and export through Mombasa (DFID, 2008). 

In addition, the process of building internationally competitive economies takes time, 

particularly in low-income countries which are still disproportionately burdened with 

rigidities that hinder the transfer of resources from one sector to another, and that increase 

both the cost and pace of adjustments. Limited access to financial services, monopolistic 

distributional structures, as well as barriers to entry and exit of firms all hamper the 

expansion of new sectors and prolong the time that resources such as labour and capital 

lie idle. As the OECD trade and structural adjustment project stressed, the benefits of a 

liberal trade regime will only be fully realised in an economy with appropriate 

macroeconomic policies, efficient labour markets and a regulatory environment which 

facilitate mobility of workers and the entry and exit of firms, and an education system 

which enables skills to match evolving needs (OECD, 2005b).  

Bolaky and Freund (2004) find, as we discussed earlier, that while trade liberalisation 

tends to be positively linked to growth, it is associated with declining living standards in 

economies that heavily regulate new entry or impose high costs on exiting or downsizing. 

Panagariya (2008) describes how a variety of domestic policy-imposed constraints have 

barred India from exploiting its huge comparative advantage in unskilled-labour-intensive 

manufactures. 

Domestic policy constraints on trade reform may themselves be linked to, and result 

from, developing countries‟ underlying vulnerability. Four elements can be distinguished, 

each of which inhibit reductions of developing countries‟ import barriers: 

 Debt burden. The ability of developing countries to free up imports may be 

constrained by the threat of an unsustainable external debt, which could 

undermine the pursuit of economic growth (McCulloch, Winters and Cirera, 

2001). 

 Preference erosion. Many developing countries are vulnerable to, and therefore 

wary of, the effects of multilateral liberalisation in eroding preferences granted to 

them, for example under the Generalised System of Preferences or under national 

initiatives such as the EU‟s Everything But Arms or the United States‟ African 

Growth and Opportunities Act. 

 Revenue loss. Vulnerability also arises when developing countries contemplating 

trade liberalisation face the prospect of revenue loss as the income from import 

tariffs is reduced. 

 Adjustment burdens. There will be winners and losers to any process of trade 

liberalisation. While empirical evidence suggests that the size and impact of 

adjustment costs are usually not large, the prospect of opening trade does force 

the government to consider the impact on those with the least capacity to cope 

with, and benefit from, adjustment. 

Additionally, as the events of the last decade (not to mention recent months) have 

shown us, unpredictable adjustment pressures in the short run often come from factors 

other than trade liberalisation, such as movements in commodity prices and major shifts 

in exchange rates. Rapid technological progress has also become an increasingly 

important source of adjustment pressures. Hence, it is important that countries become 

more flexible and able to engage in new economic activities or expand existing ones if 

they are to benefit from integrating into the world economy. 



 TRADING OUT OF POVERTY: HOW AID FOR TRADE CAN HELP – 19 

 

 

 

TRADING OUT OF POVERTY: HOW AID FOR TRADE CAN HELP - © OECD 2009  
 

What aid for trade can do 

Trade is an important tool to achieve self-sustaining growth, and is an “often 

powerful weapon in the arsenal of policies that we can deploy to fight poverty” 

(Bhagwati, 2004). However, as acknowledged in the WTO Hong Kong Ministerial 

Declaration, trade liberalisation and enhanced market access have not been sufficient in 

many low-income countries to expand trade, let alone to ensure that its benefits reach the 

poor. Clearly improved market access without the capacity to trade is of little use.  

Helping countries to build that capacity and integrate into the world economy is the 

raison d’être of aid for trade. As world markets become increasingly integrated, the 

opportunity cost of marginalisation increases – as do the physical, human, social and 

institutional needs for a successful integration. More and better aid for trade has a key 

role to play in helping poor countries implement coherent development strategies that 

include the investments and reforms necessary to enhance their supply-side capacity, and 

to help foster the linkages and spillovers necessary to ensure that the benefits of export 

growth also reach poor groups and poor regions, for example, in the form of employment 

opportunities.  

In the preamble of the agreement that established the WTO, the international 

community placed explicit priority on “raising standards of living” and on “sustainable 

development” among the objectives of this new multilateral trade body. This aspiration 

led to the launch of the Doha Development Agenda and subsequently provided a mandate 

through the Hong Kong Ministerial Declaration to operationalise aid for trade in order to 

enhance growth prospects and reduce poverty in developing countries, as well as 

complement multilateral trade reforms and distribute the global benefits more equitably 

across and within developing countries (WTO, 2005). 

The fundamental aim of the Aid-for-Trade Initiative is to help low-income countries 

overcome structural limitations and weak capacities on many fronts that undermine their 

ability to produce, compete and fully benefit from emerging trade and investment 

opportunities. Aid for trade is envisaged to provide a framework in which to connect the 

wide-ranging assistance activities (from training negotiators to building roads) within a 

coherent trade and development strategy. The WTO Task Force on Aid for Trade defined 

aid for trade broadly enough to reflect the diverse trade needs identified by developing 

countries. More specifically, the Task Force agreed that projects and programmes should 

be considered as aid for trade if those activities had been identified as trade-related 

development priorities in partner countries‟ national development strategies.  

The policy instruments related to aid for trade can be divided into three main 

categories (McCulloch,Winters and Cireca, 2001): 

i) Policies to overcome supply-side constraints and build productive capacity 

(e.g. reducing trade costs, improving transport links and access to electricity, 

improving the business environment and/or access to credit). 

ii) Policies to provide opportunities to the poor to share in the gains from trade 

(e.g. access to non-traditional markets, extension services, micro-credit). Many 

of those policies are common to the promotion of pro-poor growth in general. 

iii) Policies to mitigate the costs of adjustment (e.g. social safety nets, vocational 

training). 



20 – TRADING OUT OF POVERTY: HOW AID FOR TRADE CAN HELP 

 

TRADING OUT OF POVERTY: HOW AID FOR TRADE CAN HELP - © OECD 2009 

Improving trade performance: Removing supply-side constraints 

There are many ways in which aid for trade can help developing countries to improve 

their export performance. 

Identifying export opportunities. There is evidence that high-income countries 

diversify their exports among active product lines (at the intensive margin) while 

low- and middle-income countries diversify by the addition of new product lines (at the 

extensive margin). Technical assistance enabling developing countries to concentrate 

their export diversification among fewer products could yield significant returns 

(Cadot et al., 2007). Other, complementary, analysis (focussed on preferences but with 

application to aid for trade) finds that assistance needs to be designed to be consistent 

with international trade in fragmented tasks, as opposed to complete products (Collier and 

Venables, 2007). OECD analysis finds that firms improve their productivity through 

specialising in a narrow set of core activities while sourcing a broad range of inputs from 

other firms locally and abroad, resulting in a sharp rise in trade in intermediate inputs 

(Nordas et al., 2006). 

Developing human capital. As noted earlier, trade liberalisation is associated with 

decreases in inequality in countries that are well endowed with primary-educated labour 

(De Melo, Gourdon and Maystre, 2006). Although basic education is widely considered 

to be critical for reducing poverty, there is emerging evidence that secondary and higher 

education are more significant in raising long-term growth rates given their role in the 

creation and application of new knowledge and technologies (DFID, 2008). Aid for trade 

has a role in addressing both these elements. 

Developing physical productive capacity. Aid for trade has a role to play in 

developing productive capacities by helping foster capital accumulation and technological 

progress. This, in turn, reduces the barriers between domestic and export sectors 

commonly found in low-income countries (UNCTAD, 2006a). 

Tackling infrastructure bottlenecks. Clark, Dollar and Micco (2004) estimate that 

inefficient ports are equivalent to being 60% farther away from markets for the average 

country and that a relative decrease in the inefficiencies associated with maritime 

transport from the 25th to 75th percentiles would lead to an increase in bilateral trade of 

around 25%. Bora, Bouet and Roy (2007) present a gravity model showing that Africa‟s 

trade under-performance is driven by poor trade-related infrastructure. The authors 

conclude that interventions to improve both the level and quality of infrastructure could 

yield high returns. Similarly, Limao and Venables (2001) argue that the quality of 

infrastructure is an important determinant of transport costs, and show that poor 

infrastructure accounts for more than 40% (and up to 60% for landlocked) of predicted 

transport costs (Box 2). 

Aid for trade is not of course concerned only with exports. Promoting imports, and 

the technology frequently embedded within them, can be fostered through, for example, 

institution building and the development of a competition culture, and through 

improvements in trade facilitation, notably in the provision of customs services. In 

Burundi, the average time necessary to comply with all import procedures is 124 days. 

The OECD average is 12 days. The benefits from import promotion are particularly 

apparent in two sectors: financial services, given deficiencies in financial intermediation 

(in Sierra Leone, the cost of opening a current account is over 50% of annual income per 

capita), and information technology services, given evidence that the welfare gains from 
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investment in information technology may be higher for importers than for exporters 

(Mann, 2007). 

Box 2. Connecting landlocked countries: The need for infrastructure 

Countries differ in their trade and growth potential. Commission for Africa (2005) identifies 

geography as one of the two root causes of Africa‟s poor development performance (the other being 

governance). The Commission points out that these landlocked countries, where more than a quarter 

of Africa‟s total population live, face a substantial competitive disadvantage and therefore are much 

more likely to remain poor. For instance, transport costs are 50% higher and trade volumes 50% 

lower than in similar coastal countries. It is also said that being landlocked is equivalent to being 

located 10 000 km farther away from markets (Clark, Dollar and Micco, 2004). Due to their lack of 

access to infrastructure, a higher proportion of people suffer from undernourishment than their peers 

in coastal countries. Worst still, if the neighbouring countries are also poor, their landlocked-ness 

even becomes a poverty trap (Collier, 2007). 

Reliable and affordable infrastructure reduces the cost of doing business. It helps to connect poor 

people to the growth process by improving their access to growth poles. There is evidence that 

increased access to infrastructure contributed to lowering of income inequality (Calederon, 2004). For 

landlocked countries, it is imperative for growth and poverty reduction to improve infrastructure. The 

Commission recommends that Africa needs an additional USD 20 billion investment each year in 

infrastructure. This should support the continent‟s regional, national, urban and rural infrastructure 

priorities – ranging from rural roads, power plants to ICT and other economic infrastructure needed to 

support greater integration of sub-Saharan Africa, and to enable African countries to break into world 

markets. 

Providing opportunities to the poor 

Removing supply-side bottlenecks will not necessarily bring benefits to the poorest 

sections of the community in developing countries. Particular attention will need to be 

devoted to connecting the poor to markets. 

Most country case studies commonly identify the role of markets as a critical factor in 

determining the poverty impacts of trade. Where conditions of the poor have improved 

this has usually been associated with better performance of and access to markets. Where 

those conditions worsened faulty markets are usually to blame and, in extreme cases, the 

problem is the complete absence of a market. In Madagascar, for instance, poor 

households are almost completely disconnected from the few rudimentary markets that 

exist due to a lack of infrastructure (Hoekman and Olarreaga, 2007). 

More than half the population in developing countries and more than three-quarters of 

the poor live in rural areas where agriculture typically constitutes 50% to 90% of 

household income. However, the lives of poor men and women who are located in 

remotest regions are especially disconnected from the market. They typically work on 

small, rain-fed farms, growing staple grains partly for their own consumption. 

The development of efficient agricultural markets could, thus, have a large impact on the 

economic opportunities of rural households (IFPRI, 2007). 

Connecting poor farmers to markets and enabling them to sell their crops provides 

significant benefits. When various physical and institutional constraints are removed, 

farmers can earn more by specialising in crops for which they have a comparative 

advantage and purchase commodities that are relatively costly for them to grow. With 

rapid evolution of food-marketing systems in developing countries, identifying the “best” 

crops for farmers to grow based on their agro-climatic conditions and proximity to 
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markets is hard to achieve. Farmers themselves must have better incentives and access to 

information to make such decisions. Rather, what is needed is a set of marketing policies 

and institutions that connect farmers to markets by reducing their marketing costs and 

risks (IFPRI, 2007). 

Hertel and Winters (2005) confirm that efforts to boost productivity through better 

extension services, coupled with improved access to marketing and distribution networks, 

would help rural farmers derive bigger income gains. Similarly, this analysis strongly 

confirms the importance of better market integration and investment in rural 

infrastructure to help reduce transport and energy costs thereby better transmitting the 

opportunities created by market opening to those regions. 

The need to integrate local, national and regional economies as a basis for successful 

globalisation is evident, particularly by connecting farmers to deeper and more 

competitive value chains. Today, food and other agricultural products are sourced 

globally as much as manufactured products and the expanding markets for agro-food 

products are opening up new opportunities for developing countries (Box 3). Participation 

in regional or global agro-food value chains allows developing country producers to 

overcome the limits imposed by their small domestic markets. It provides them access to 

more vibrant markets, allowing them to upgrade their production processes and improve 

the quality and value-added of their products. 

The poor are not, however, a homogenous group and some sub-groups of people, 

including women and ethnic or religious minorities, may face tougher challenges to 

participate in economic activity It is thus important to keep in mind the heterogeneity of 

responses: between different groups among the poor, between men and women, and 

between the urban and rural poor. This underscores the need for carefully targeted 

measures to promote adaptation to ensure that the benefits of opportunities presented by 

trade are as widely distributed as possible, and that vulnerable populations are protected 

from adjustment costs as much as possible (Box 4). 

Where there is wide-spread poverty and most of the population live at or below 

income levels sufficient to meet their basic needs, a purely export-led growth strategy is 

unlikely to deliver on its own an inclusive growth process that has strong linkages to the 

domestic economy and expands economic opportunities that the poor can take up.  

The existence of an open trade regime does not imply that the domestic economy is 

free of distortions. On the contrary, domestic market and government failures may hinder 

any spillovers from trade reform. For example, in many low-income countries, the 

informal sector represents a very high proportion of the domestic economy and 

cross-border trade. While informal sectors are fully unregulated and can sometimes thrive 

because of that freedom, informal enterprises‟ growth and capacity to adopt technology 

and increase productivity are severely constrained by their inability to enter into credible 

arm-length contracts – a key feature of legal cross-border trade. Thus, in economies 

where the costs of formalisation are very high, the benefits of trade are likely to remain 

confined to the formal sector and exclude a potentially large segment of the population. 
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Box 3. The case of the Zambian agro-processing sector 

Zambian experience shows that a more efficient agriculture sector coupled with strong growth 

can trigger development in the off-farm sector that has a base in agriculture such as agro-processing 

industries through production linkages as well as expenditure linkages associated with higher 

agricultural revenue. 

The government of Zambia gives the highest priority to agricultural development and private 

sector-led growth through diversification and trade expansion. Although the strong growth 

performance of  recent years has been mainly attributed to Zambia‟s booming mining sector (copper 

is the country‟s single largest foreign exchange earner), agriculture is the most dynamic component of 

Zambia‟s export economy and is the main driver of export diversification. The sector‟s share of total 

exports rose from less than 5% in the 1970s to around 20% at the beginning of the 2000s. This sector 

also absorbs about 70% of the labour force and hence is the main source of income and employment 

for the majority of Zambians, in particular, the poor. Additionally, this sector is characterised by the 

high participation of women in the labour force. 

Since opening up to foreign trade, the agro-processing sector has recorded significant growth in 

output and employment. In addition to its contribution to national income and employment, 

agro-processing has the potential to increase income and access to food for the rural poor, who largely 

depend on agriculture for their livelihoods. This is achieved through the creation of small-scale 

processing businesses that can be carried out at home and do not require huge investment. Through 

such a „spillover‟ mechanism, agro-processing can potentially impact household poverty in a 

sustainable manner. 

Source: Seshamani (2006); Bonaglia, Fukasaku and Hayashikawa (2006). 

 

We must conclude that growth in general is rather a messy process and no one should 

expect it to be unconditionally fair to all by design. That is why governments need 

policies for pro-poor growth and to reach those sub-groups of people whom growth 

would not otherwise reach. To make growth more pro-poor, OECD (2006a) highlights the 

need for policies to tackle the multiple dimensions of poverty, including the cross-cutting 

dimensions of gender and environment, and for policies which help empower the poor. In 

looking at both trade-to-growth and growth-to-poverty links, Cicowiez and Conconi 

(2008) conclude that the critical element in translating economic growth to reductions in 

poverty seems to be complementary and multidimensional public policy. In short, while 

trade, and therefore aid for trade, are positively linked to growth, trade policies alone 

cannot be relied upon to reduce poverty. Consistent with the principle established by 

Tinbergen (1956) that for policy to work there must be as many independent effective 

instruments as there are feasible targets, trade policy needs to be backed by a wide range 

of supportive policy instruments. This lesson has particular relevance in tackling 

trade-related adjustment strains.  
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Box 4. Women and trade: The case of the Cambodian garment industry 

The impact of trade expansion on the distribution of income and employment differs between 

men and women. Women are more vulnerable to chronic poverty because of gender differences in the 

distribution of income and through lack of access to productive assets like land and credit. 

Furthermore, within households, men may constrain women‟s employment and control the income 

women earn. Inequalities between men and women in accessing opportunities, or “resources, rights 

and voice”, are thus closely linked to women‟s empowerment, as well as children‟s well-being 

(Morrison et al., 2007). 

Evidently, trade has very different impacts on women and men due to such gender relations but, 

in practice, the impacts of trade are felt by all individual men and women as fluctuations in prices 

(and hence availability of goods) and through changes in output (what they produce, how and under 

what conditions). There have been increased employment opportunities for women in non-traditional 

agriculture such as cut flowers, in clothing and textile industries, and also in electronics-oriented 

Export Processing Zones (EPZs) and services sectors. Much of this increase is concentrated in 

export-oriented industries where electronic components are assembled, textiles processed, and 

garments and shoes produced (Sexton, Nair and Kirbat, 2004). Paid employment can improve 

women‟s autonomy as well as their economic and social status. It can also shift power relations 

between women and men, including at household level, and can improve women‟s well-being, 

negotiating power and overall status. 

For example, a study by Neak and Yem (2006) describes how the Cambodian garment industry 

has been a major contributor in boosting the country‟s economic growth and reducing poverty. The 

industry plays a vital role in earning foreign exchange. The share of garments in total merchandise 

exports rose from a mere 6% in 1995 to 76% in 2005, earning USD 2.2 billion. The impact on income 

from this sector goes far beyond the workers employed in this sector and it is estimated that at least 

one million people benefit through direct and indirect employment and income, including remittances. 

The garment industry is particularly significant in empowering women. Young female workers make 

up as much as 90% of the labour force in the garments industry, which represents about 20% of the 

country‟s total female workforce. Such women typically have little or no education and come from 

poor rural regions (Neak and Yem, 2006). 

More significantly, the study finds that, over the years, employment in the garments industry has 

helped to break down the restrictive social norms and attitudes that only men should be involved in 

economic and union activities. Indirectly women play an even more important role through their 

support for poor family members in rural areas. A garment worker received an average monthly wage 

of USD 60 in 2004. Such workers send about half of their monthly wages to their families back home, 

typically supporting another four or five members. These remittances are used to buy food and 

support family healthcare and education, thus, reducing significantly the incidence of extreme poverty 

(Neak and Yem, 2006). 

In short, having a daughter working in the garment industry is considered to be one of the prime 

factors allowing rural families to move out of poverty. Nevertheless, risks remain as the garment 

industry can easily be relocated to other countries and there are limited job opportunities in other 

areas of the formal sector for the unskilled. Furthermore, workers in smaller garment factories remain 

susceptible to health and safety risks due to frequent resort to overtime to increase income (Neak and 

Yem, 2006). 

Mitigating the costs of adjustment 

As we have seen, low-income countries are particularly vulnerable to three specific 

adjustment strains associated with trade liberalisation: preference erosion arising from 

reductions in Most Favoured Nation (MFN) tariffs, revenue loss associated with reduced 

reliance on tariffs, and social dislocation arising from intensified competition. In each of 

these areas, there is a direct role for aid for trade. Carefully targeted development 

assistance can help identify opportunities for export diversification to ameliorate the 
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effects of preference erosion, bearing in mind that for only a handful of countries, mainly 

in sub-Saharan Africa, will the loss from preference erosion not be offset by the broader 

gains from MFN trade liberalisation (Lippoldt and Kowalski, 2005). Aid for trade can 

also help in the pursuit of alternative sources of government revenue to compensate for 

reduced tariff revenue. A key objective here is to avoid trade liberalisation being held 

hostage to concerns about revenue loss. This point is underlined by recent research 

indicating that for countries highly dependent on aid, the revenue generated by tariffs is 

illusory in that it is offset by a reduction in the real value of the aid (Venables and Collier, 

2008). And finally, development assistance can help in the provision of training 

programmes to enable labour to move from declining to expanding areas of activity. 

Mauritius is a good example of a small developing country that has explicitly integrated 

in its aid-for-trade strategy a programme to provide vocational training to displaced 

workers affected by economic restructuring. 

But each of these three areas of trade-related adjustment also highlights the point that 

trade, and aid for trade, cannot do it all. Consistent with the Tinbergen principle, 

successful adjustment will also require appropriate social safety nets and complementary 

action in a range of policy areas going beyond trade. As we have also seen, trade 

liberalisation will not automatically lead to poverty reduction and without complementary 

policies it may be subject to policy reversal. 

The largest gains from trade liberalisation come from the process of transferring 

resources to more productive uses. Still, while trade reform enables fast growth in export 

industries, reallocation of resources (capital and labour) also often means closures of 

firms and job losses in some sectors. Indeed, there is broad agreement that while trade 

integration leads to long-term welfare and efficiency gains, it can also involve costly 

short-run macroeconomic adjustment, with some people “winning” and others “losing.” 

Jobs created as a result of trade expansion are at first concentrated in the export sector but 

in some cases – particularly with respect to certain extractive sectors – the export sector is 

only weakly linked to the rest of the mostly informal economy, hampering any significant 

spillover effect. Additionally, in the case of trade liberalisation, losses are often more 

visible because they are easier to predict, earlier to materialise, and more concentrated on 

a few compared with the often more thinly spread benefits. 

Logic dictates that identifying which groups are likely to suffer short-term harm can 

help in designing appropriate safety nets beforehand. The impact of trade integration on a 

particular poor person depends heavily on which sector that person was initially working 

in and his consumption basket. Oftentimes, changes in consumption prices will affect 

different groups of poor differently. For example, food price increases are generally 

beneficial for the agro-rural poor who at the very least will see their earning opportunities 

expand and negative for the urban poor who spend a very large proportion of their income 

on food and are directly made worse off by any increase in price. Moreover, the winners 

and losers are not always distinct groups and some people could win in some ways and 

lose in others. 

In macro terms, adjustment costs may be greater if the economy was originally highly 

protected, but such costs are typically small compared to the benefits of trade 

liberalisation and are also typically short-term (Winters, McCulloch and McKay, 2004). 

But when the poor are at the losing end of integration, they are less capable of coping 

with adjustment, and the effects can be long lasting, particularly when family investments 

in health and education are affected. In such situations, what is needed are social 

protection policies that facilitate the transition following trade reform and provide 
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security and insurance against adverse events and, more critically, that help the poor take 

required adjustments. However, one needs to examine social protection policies to ensure 

that they do not become disincentives to adjustment – though there are studies suggesting 

that this is not generally an issue for concern (Box 5). 

Box 5. The case of social cash transfers in South Africa 

According to Samson (2008), studies – using panel labour force surveys tracking social grant 

recipients in South Africa over time – have found that workers in households receiving social cash 

transfers (grants) look for work “more intensively and extensively” and as a result find new jobs more 

successfully than do workers in comparably poor households that do not receive such grants. Samson 

also explains that social grants are likely to mitigate social risks and relax liquidity constraints on 

poor households, thereby encouraging migration and employment search. Similar impacts and 

anecdotal evidence were also said to be found in Brazil, Mexico, Kenya, Namibia and Zambia. 

 

The 2005 OECD trade and structural adjustment project identified that the most 

successful trade reforms had been accompanied by some form of assistance for those 

bearing the brunt of the adjustment. With some care, targeted assistance – a much more 

pragmatic solution for low-income countries than general assistance measures such as 

social security – can be effective and equitable. For effectiveness, targeted assistance 

schemes need to be: i) time-bound with a clear exit strategy; ii) decoupled from 

production; iii) aimed at re-employing displaced workers; iv) compatible with general 

safety net arrangements (if existing); and v) transparent and accountable (OECD, 2005b).  

Harrison (2006) also argues that further attention to properly identifying which types 

of policies should accompany trade reforms and improving the understanding of how to 

design appropriate social safety nets are key to secure the benefits of trade. 

Mauritius, as well as adapting its aid-for-trade programme, embarked on a radical 

restructuring of its economy by transforming its traditional sectors (textiles and sugar), 

promoting growth in existing sectors like financial services, and developing higher 

value-added industries in such areas as ICT. This was made possible because its 

government was fully aware that both labour and trade reforms were needed to 

complement each other to minimise the adjustment costs of the reform process and 

maximise its sustainability. This falls in line with the ILO/WTO (2007) study which finds 

that trade reforms introduced in conjunction with labour market programmes are more 

likely to have significant positive effects on both growth and employment (thus on the 

overall poverty impact) and that policies that provide wider access to education have been 

found to stimulate growth and reduce inequality at the same time. 

Improved education can help fill expanding sectors‟ need for better educated or 

skilled workers, diversify production into higher value-added products, and promote 

labour productivity and mobility. A recent study found that, in the case of China, greater 

educational attainment strongly facilitates mobility from farm to non-farm sectors, often a 

pathway out of poverty. One additional year of schooling was found to boost a worker‟s 

chance of finding off-farm employment by 14% (Zhang, Huang and Rozelle, 2002). 

A recent study by UNCTAD concluded that improving women‟s education and skill 

accumulation is the most important of the complementary policies needed to deal with 

gender aspects of trade-related adjustment (UNCTAD, 2008). 

Other complementary policies of particular importance include a sound 

macroeconomic environment and broad-based fiscal policy, access to better healthcare 
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services, stronger property rights, access to credit for investing in technology 

improvements, and access to information. Drawing the elements together, Rodrik (2003) 

identifies a trinity of “fundamental principles” for economic policy: markets that promote 

competition and allocate resources efficiently; institutions that guarantee rights to 

property and integrity of business transactions, without which markets will “go missing”; 

and macroeconomic stability to instil confidence in future economic prospects, and hence 

encourage investment for further growth. Individually they are not sufficient to induce 

growth but rather they are needed in combination. Strengthening the capacity of 

developing countries to design and implement such policies will enable them to cope 

better with the social impact of trade reforms, as well as helping to increase popular 

support for the reforms themselves and hence their sustainability (ILO/WTO, 2007). 

Global approaches – local solutions 

Each of the external impediments that we identified as impeding developing 

countries‟ integration into the trading system call for action at the international level, 

whether in reducing barriers to developing country exports, bringing greater discipline to 

government procurement and tied-aid practices, or improving developing country access 

to finance. The global financial crisis and its aftermath have made access to credit a 

particular concern.  

Insofar as international action and co-operation involve a range of policy areas – 

including trade, development assistance and financial reform – there is a corresponding 

need for coherence in the application of different policies. As Collier (2007) puts it, “it is 

stupid to provide aid with the objective of promoting development and then adopt trade 

policies that impede this objective.” Nor is it coherent to help foster regional co-operation 

among developing countries in order to strengthen shared infrastructure and trade while, 

at the same time, concluding preferential trade agreements with some members of a 

regional grouping and not others (Heydon and Woolcock, 2009). As agreed by the 

MDGs, such examples of policy incoherence need to be corrected (note 2). 

Another aspect of “coherence” concerns the pace at which trade is liberalised. In 

recognition of developing countries‟ disabilities and in order to have a more virtuous 

trade-poverty nexus, it is thus suggested that an approach is needed that allows for trade 

openness in varying degrees (for different kinds of goods and services with appropriate 

timing) and that prioritises human development outcomes (UNDP, 2003; 

UNCTAD, 2004). However, as developing countries‟ experience with special and 

differential treatment reminds us, care is needed that gradualism in trade liberalisation 

does not cause the benefits of that liberalisation to be forgone.  

The pursuit of a coherent approach to developing country integration in trade is aided 

by the acknowledgement of some widely applicable goals and principles, notably the 

adoption of policies that enable labour and capital to move from contracting to expanding 

areas of activity, that do not disadvantage export industries and that are based on the 

underlying comparative advantage of the country in question (Michalopoulos, 2003; 

Lin, 2007). 

“The country in question” is, however, an important proviso. A study by the 

Consumer Unity and Trust Society (CUTS) International (2008) on 

trade-development-poverty linkages concludes that the most significant feature is that the 

same set of policies produces markedly different results in the different country case 

studies. It identifies that the differing outcomes are due to: varying physical and 
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geographical characteristics of the countries; the nature of the implementation of these 

policy measures; the capacity and quality of institutions under which the reforms are 

implemented; and the political and social environment. The complex interaction of policy 

reforms and the country‟s existing structural attributes determine the overall outcomes 

that are beyond the predictions of simplified theoretical constructs (CUTS, 2008). 

It is widely recognised today that a “one-size-fits-all” approach is not conducive to 

development and will eventually fail to deliver results. While the ingredients are common 

across different growth experiences, the recipes need to be very country specific.  

Conclusions 

Trade is central to economic growth and poverty reduction, with aid for trade 

providing a framework within which the opportunities of trade can be more fully realised. 

However, it is also important to acknowledge that a broad range of other policy actions 

will be needed in order for aid for trade to be fully effective. First, aid for trade needs to 

be backed by international co-operation to tackle the external impediments to trade, 

whether directly trade-related in the form of tariff and non-tariff barriers or indirectly 

trade-related as in areas such as government procurement and access to finance. The 

global financial crisis and its aftermath have made access to credit a particular concern. 

One aspect of international co-operation is the pursuit of greater coherence in the 

application of trade and aid policies of the advanced economies. Second, aid for trade 

needs to be backed by a range of complementary policies within developing countries. 

The benefits of a liberal trade regime will only be fully realised in an economy equipped 

to deal with adjustment. This calls for appropriate macroeconomic policies, efficient 

labour markets, a supportive system of education and training and a sound regulatory 

environment. Together, these measures facilitate the mobility of workers and the entry 

and exit of firms, which, in turn, enable labour and capital to move from declining to 

expanding areas of activity. Dealing effectively with adjustment also requires the 

provision of social safety nets for those, often the poorest, most disadvantaged by market 

opening. This may need to be targeted assistance, but where it is it should be transparent, 

time-bound, aimed at re-employing the displaced and compatible with any general safety 

nets. 

By way of conclusion, four practical steps to promote dialogue on the contribution of 

aid for trade to economic growth and poverty reduction are suggested: 

First, it needs to be shown that aid for trade is worth doing. There is still a compelling 

need to demonstrate and broadcast the fact that there are large potential gains to be made 

from broad-based multilateral trade liberalisation and the integration of developing 

countries into the global economy.  

Second, it needs to be shown that aid for trade contributes to wider development 

goals. Stakeholders need to recognise that aid for trade is part of a larger picture, 

encompassing international co-operation, improved policy coherence and a 

whole-of-government approach to economic development and poverty reduction.  

Third, aid for trade needs to have identifiable targets. There needs to be case-by-case, 

country-by-country identification of the nature and extent of the impediments that are 

presently preventing the benefits of trade from being fully realised. 

Fourth and finally, it needs to be shown that aid for trade can hit the target. There 

needs to be, again case-by-case and country-by-country, a clear identification of how aid 
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for trade will address the impediments identified, how it will work with and add value to 

initiatives being taken or envisaged by private firms, and how it will fit into the evolving 

framework of regional and multilateral co-operation. 
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Notes 

 

 

1 . UNCTAD (2004) highlighted “an urgent need to strengthen donors‟ own trade-related 

capacities” arguing that “[m]ainstreaming trade in aid programmes is as important 

and urgent as mainstreaming trade in RSPs.” 

2 . MDG number 8, in particular, holds greater significance in the context of the Aid-for-

Trade Initiative as it addresses both the issues of trade and aid, i.e. Target 12 for 

“developing an open, rule-based, predictable, non-discriminatory trading and 

financial system” that works for developing countries; Targets 13 and 14 for 

addressing the special needs of LDCs, landlocked and small-island developing 

countries; and explicitly calls for a proportion of ODA to be allocated to help build 

trade capacity via MDG Indicator 41. 

3 . Rodrik (2007) identifies the process of acquiring/importing and adapting advanced 

foreign technologies as perhaps the most compelling mechanism that links trade with 

growth in developing countries. 

4 . In addition, such acquisition of foreign innovation can, in turn, result in faster upgrade 

of the country‟s endowment, industrial and technological structures, though, on the 

condition that it undertakes “process innovation” to endogenise the borrowed 

technology so as to suit its local conditions and be consistent with its comparative 

advantage (Lin, 2007). 

5 . The Stolper-Samuelson theorem suggests that an increase in trade through the 

removal of import barriers will raise the real return of the factor used relatively 

intensively in the production of exports. 

6 . Technically, econometric regressions in this field are difficult given that most 

explanatory variables are somehow endogenous. Quantitative analyses on the impact 

of aid on economic growth confront similar challenges and have also arrived at 

contradictory policy conclusions according to differences in the model specifications 

(see e.g. Roodman, 2007). 

7 . Other recent work on the relationship between globalisation, inequality and 

development includes Nissanke and Thorbecke (2007); Mamoon (2007); and 

Goldberg and Pavcnik (2007). 

8 . See also Commission on Growth and Development (2008), “The Growth Report: 

Strategies for Sustained Growth and Inclusive Development” for further evidence on 

the importance of trade openness and successful integration into the world economy 

in the 13 countries selected for their fast growth rate over long periods of time.  

9 . A series of country case studies by CUTS International (2008) has examined the links 

between the growth of exports and poverty reduction over various spells for which 

information is available in 13 developing countries in Asia and sub-Saharan Africa. 

The evidence from these case study countries suggests that despite the general 
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positive link between the growth in exports and reduction in poverty for most 

countries, this relationship is also influenced by other factors, which in some cases 

appear to be rather strong. 

10 . A further argument for increased South-South trade in goods and services can be 

made under both inward- and outward-oriented development paradigms. Under the 

former, South-South trade is viewed, unrealistically, as an alternative to North-South 

trade that would enable the South to reduce its dependence on the 

technology-dominated markets of the North. Under the outward-oriented 

development paradigm, South-South trade integration is seen as complementary to 

North-South trade as Southern markets, with their high growth potential, may offer 

attractive export opportunities (Otsubo, 1998). 
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