Policy coherence and agricultural trade
liberalization: Lessons for the Doha Round

Introduction

According to a World Trade Orga- :
nization secretariat note in October :
2004, the primary objective of coop-
eration and policy coherence among : differed little from that of a Cargill
the WTO, the World Bank and the
International Monetary Fund for the :
Doha Round negotiations is to ex-
pand market access opportunities.®?
Agricultural trade liberalization is
central to their cooperative initia-
tives and policy coherence because
“poverty is concentrated in rural ar-
eas and activities in poor countries,”
the secretariat writes. The World
Bank’s econometric modeling studies
estimate that “the benefits of global :
liberalization in agriculture—the :
elimination of all border restrictions :
and subsidies—would top $350 bil- :
lion for the world as a whole. With :
liberalization, world prices for many
commodities would increase: by 10-
20 percent for cotton and ground-
nuts, 20-40 percent for dairy prod-

ucts and sugar, and 33-90 [!] percent it.”e

for rice.”®

Such projected price increases may :
have tempted some developing :
country trade ministers to heed the :
advice of World Bank and IMF offi-
cials at a November 2004 meeting of  :
the WTO Committee on Agricul- :
ture. World Bank and IMF officials
recommended that developing coun-
tries should abandon their fight for
a new special safeguard mechanism
and special product designations for :
food security and rural employment :
purposes, in exchange for obtain- :

i ing market access opportunities by

lowering tariffs.** The World Bank/
International Monetary Fund “take-

away message’ to the negotiators

executive speaking about the “disap-
pointing” draft Agreement on Agri-
culture (AoA) synthesized by Am-
bassador Stuart Harbinson for the
WTO ministerial in Cancin: “It of-
ters developing countries a program
of ‘special and differential treatment’
that is largely a series of exceptions
to and exemptions from reform. In
their own best interests, developing
countries should resist this tempta-
tion to be excluded from reform.
They should insist on disciplining
developed country subsidy practices
and the least developed countries
may deserve longer transition peri-
ods. But, developing countries refus-
ing to lower their own market access
barriers will prove a prescription for

perpetuating poverty, not reducing

For a transnational corporation that

trades in dozens of WTO member
countries to expand market share
and increase profits, the interests
in lowering market access barriers
everywhere are clear. But given the
World Bank’s latest computer mod-
eled projections, outlined below, that
show decreasing benefits from AoA
market access opportunity expansion
for most developing countries (as-
suming they can comply with non-
tariff import requirements), it is not

clear why international civil servants
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mandated to reduce poverty would follow the same pol-
icy prescription as Cargill’s. Yet even though developing
country negotiators have yet to abandon their insistence
on getting binding provisions for a special safeguard
mechanism against import surges, special product pro-
tection against tariff reductions, and other special and
differential treatment measures, the agricultural nego-
tiations continue to be dominated by the debate over

tariff reduction formulas for expanding market access.®

The inability of agricultural trade liberalization to help
raise agricultural commodity prices is causing even de-
veloped country negotiators, such as Canadian Ambas-
sador John Gero, to question the purpose of agricultural
trade liberalization: “If they [farmers] can’t produce at
a profitable level, sooner or later they don't produce, so
what’s the point of having trade rules?” This question,
of course, does not reflect the concerns of Canada’s AoA
negotiating position, but frustration at the failure of ag-
ricultural markets to pay prices that would allow Cana-
da, a fervent advocate of trade liberalization, to reduce
the record high levels of Canadian government pay-
ments to compensate for plunging farmgate prices paid
by agribusiness.®® As transnational agribusiness increas-
ingly dominates Canadian agricultural markets and the
market power leverage of even the largest farm opera-
tions disappears,®’ there is nothing in the AoA negoti-
ating agenda that would authorize study of, much less
disciplines on, the effects of agribusiness market share
concentration and anti-competitive business practices

on farm gate prices.

Of course, low and volatile farmgate prices are not lim-
ited to Canada. According to the United Nations Food
and Agriculture Organization (FAO), “from 1997 to
2001 alone, the combined price index of all commodi-

ties fell by 53 percent in real terms.””” The FAO’s State

of Agricultural Commodities Markets 2004 reports, “many

farmers and exporting countries still find themselves
trapped by their dependency—producing and export-
ing more, but earning less than they did in the past.””!
Although there has been an increase in the integrated

commodity price index of the IMF since 2001, agricul-

tural commodities have not enjoyed the same increases

as mineral commodities, particularly oil.”?

Table 1. Income terms of trade
for agriculture (1961-2002)

Least developed countries
(billion US$)

Other developing and
developed countries (billion US$)
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Source: FAQ, State of Agricultural Commodities Markets 2004, p. 13.

Remarkably, just a year after the World Bank, IMF and
WTO secretariat made their promise that agricultural
trade liberalization could generate very significant (and
much needed) commodity price increases, the World
Bank is now decreasing its estimates of benefits from
agricultural trade liberalization. World Bank trade di-
rector Uri Dadush says it now projects all trade liber-
alization benefits to be no more than $30 billion for
developing countries after implementation of the Doha
Round reforms. World Bank modelers had projected
global benefits as high as $500 billion in preparation for
the 2003 Cancin ministerial.”® Since World Bank eco-
nomic modelers estimate that two-thirds of these global
benefits would come from agricultural trade liberaliza-
tion, ™ according to the revised estimates as little as $20
billion of benefits would result from agricultural trade
liberalization.

Tufts University economist Frank Ackerman’s analy-
sis of two 2005 World Bank studies likewise show that
it anticipates greatly diminished projected benefits,
though not as severely reduced as Dadush estimates,
when compared to 2002 and 2003 World Bank studies.
Using an updated database of the Global Trade Analy-
sis Project (GTAP) modeling system adjusted to ana-
lyze agricultural trade policy impacts, Thomas Hertel
and Roman Keeney estimate the global benefits of full
trade liberalization to be $84 billion, of which $55.7 bil-
lion would result from agricultural trade liberalization.
Kym Anderson, et al., using the World Bank’s LINK-
AGE model, estimates global benefits of $287 billion,
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of which $182 would derive from agriculture and food.
Here is the global benefits comparison in Ackerman’s

analysis:

Table 2. Benefits of complete liberalization,
then and now

Model Year Benefits (billion USS) to
Developing World
countries

GTAP 2005 22 84

GTAP 2002 108 254

LINKAGE 2005 90 287

LINKAGE 2003 539 832

Source: Ackerman, Shrinking Benefits, p. 3.

Even under the most optimistic current World Bank
modeling exercise, that of Anderson, et al., the benefit
of complete liberalization, “to developing countries is
more than $17 per person per year, or almost 5¢ per
person per day. In high-income countries, the benefit

of complete liberalization would amount to nearly $200

per person per year, or 53¢ per person per day.”” Half :

of the total projected developing country benefits would
go to just eight WTO members.”

Granted, there is a wide range of anticipated benefits
from agricultural trade liberalization among World
Bank studies and projected benefits are calculated for
up to eight possible AoA negotiating scenarios, in the
case of Anderson et al. But how could World Bank pro-

jections in the October 2004 policy coherence paper of

$350 billion in economic benefits fall to $55.7 billion,
to say nothing of the least optimistic projection of $20
billion, in just one year of updating data and refining
modeling assumptions? Given the very modest benefits
projected for developing countries under even the most
unlikely result of full liberalization, why is the World
Bank still advising negotiators that the main road to
development and poverty reduction still runs through

expanding market access by cutting tariffs and aban-

doning special and differential treatment measures? If :

the projected benefits of agricultural trade liberalization
are so volatile, what is the merit for developing coun-
tries of making concessions in non-agricultural goods
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and service industry market access in exchange for the

forecast opportunity to increase, however slightly, the

: value of their agricultural exports? Despite the low pro-

¢ jected benefits from agricultural trade liberalization in

the Doha Round, should developing countries never-
theless follow the World Bank and IMF’s advice in or-
der to obtain loans and grants from the “Aid for Trade”
program and related credit windows? What other poli-
cies, apart from obtaining greater market access, would

support rural livelihoods and improve food security, as

¢ well as improve commodity prices for farmers who sell

often to export firms based in developed countries?

© This paper attempts to answer these questions sche-

matically in three sections. The first section explains the
dependence of the optimistic projections on politically
unrealistic negotiating scenarios and economically unre-
alistic modeling assumptions, such as fixed employment
(no job loss following reform) and perfect competition.
Some of the research that led to the World Bank’s dras-
tically downward revision of anticipated benefits from
agricultural trade liberalization is summarized. The
second section reviews briefly an integrated approach
to agricultural trade and development issues, particu-
larly regarding agricultural commodity prices, which
has been proposed by WTO members but left off the
Doha negotiating agenda. If this approach replaced the
mercantilist focus on market access in the negotiating
agenda, what changes might be needed to economic
modeling assumptions in order to advise negotiators
more realistically about what they were getting in the
negotiating trade-offs?

The third section looks at the “Aid for Trade” loan and

grant program that the World Bank and IMF are of-
tering to developing countries that follow their policy
advice in the Doha Round. Least developed country
criticisms of “Aid for Trade” are summarized in the
context of the small amount of loans and grants offered
relative to the governance costs of complying just with
one set of trade facilitation requirements for food safety
and quality of tropical fruit exports from Mozambique.
Finally we consider what trade facilitation funding op-

tions are available to developing countries, especially
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the poorest WT'O members, who do not believe that
opening market access is the surest path to making ag-

riculture serve development.

Full liberalization scenarios
and the WTO/World Bank/IMF projected Doha
Round benefits

The World Bank readily explains the failure of the Uru-
guay Round Agreement on Agriculture (AoA) to pro-

duce the projected welfare gains: they claim there has

been no actual liberalization at all. As one World Bank

study retorts, “there has been no liberalization since 1995,
and current farmers’ difficulties are mostly self-inflicted
by existing domestic farm policies.””” In other words,
the problem, as defined before the Cancin ministerial,

lies not in modeling methodology flaws and unrealistic

trade scenario assumptions, but from the weakness of :

the AoA provisions and the failure of WTO members

to implement the expected reforms. The World Bank

has a point. Negotiators’ definitional ruses and account-
ing manipulations in the AoA negotiations enabled rich
countries to block market access, maintain high levels
of trade-distorting domestic support and continue with
export subsidies, all to the detriment of their farmers
and farmers around the world. The hope of the World
Bank’s economic modelers is that as a result of the Doha

Round negotiations, trade liberalization finally will oc-

cur to the benefit of all WTO members.

World Bank modelers calculate their projected benefits
from trade liberalization according to a range of negoti-
ation scenarios between full liberalization and minimal
(Uruguay Round status quo) liberalization scenarios.
The full liberalization scenario comprises a 100 percent
tariff reduction on all goods, 100 percent reduction on
“export subsidies” (their definition does not include less
obvious forms of export support, such as export credit
guarantees), 100 percent reduction in domestic support
for agriculture and trade facilitation reforms (e.g., cus-

toms processing, infrastructure investment).”®

Despite some talk of full tariff and trade-distorting do-
mestic support elimination for a future round, the most

recent U.S. offer in the Doha negotiations proposes a

60 percent cut in trade-distorting domestic support, (a
cut that would translate into a real drop in spending by
perhaps five percent).” India’s chief negotiator, Kamal
Nath, described the U.S. offer as a “post-dated check,”
offered in exchange for immediate market access in ag-
riculture, non-agricultural goods and services. * Japa-
nese, European Union, Swiss and other OECD pro-
posals for agricultural reform are far more modest; only
Australia, New Zealand and, to a lesser extent, Canada,
are more aggressive than the U.S. on how far to liberal-

ize agriculture.

Nevertheless, both in staff papers and in the less techni-
cal “Irade Notes” series, World Bank staft project ro-
bust trade benefits under their full trade liberalization
scenario. According to the World Bank’s econometric
modeling, 93 percent of “welfare gains” from liberal-
ization would come from market access opportunities
created by cutting tariffs. Just two percent of the gains
were projected to come from reducing export subsidies,
while five percent would come from disciplines on the
use of domestic support measures.®! Under the World
Bank’s full liberalization scenario, developed country
reluctance to reduce trade distorting domestic support
(see recent statements from the U.S. Congress agricul-
ture committees®?) or export subsidies should be of no
great concern to developing countries, since almost all
the “welfare gains” are predicted to result from market

access openings through tariff reduction.

Remarkably, the World Bank staff project that if just
two percent of tariff lines are classified as “sensitive” by
developed countries and thus subject to just a 15 percent
tariff rather than the much steeper cuts proposed for
most tariff lines and, if just four percent of developing
country tariff lines are included in their “special prod-
uct” designations, 75 percent of the projected global
welfare gains disappear.® Since it is a near certainty that
major trading powers will demand and receive sensitive
product protection and since developing countries have
already been promised non-reciprocal special product
designations in the July Framework,* the welfare gains

projected by the World Bank are already largely moot,
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even without taking into account problems with the

projections themselves.

els are not predictions—actual outcomes will depend on  :

actual events (e.g., exogenous changes in prices) as well :

as the extent to which modeling assumptions are cor-

rect (e.g., labor markets equilibrate supply and demand

for workers).” Hoekman does go on to say, “That said, :

they are by far the best available tools to provide policy-

makers with information on the likely impacts of policy

reforms.”® But if these policy tools are based on politi-

cally unrealistic scenarios and economically improbable

modeling assumptions, of what use can they be to nego-

tiators seeking to understand possible consequences of :

various AoA negotiating proposals?

The World Bank and IMF “messages” for developing

country negotiators are based in the research results :

from computable general equilibrium (CGE) mod-
(GTAP). To the extent that trade negotiators use mod-
these projections should be based on the best economic
theory and most refined modeling techniques available.
Are there better ways to model the real world results

of trade policy choices than those used by the WTO
secretariat, the World Bank and the IMF?

about and measuring the important effects of trade.

but some of the modeling assumptions are of question-

able methodological merit and can lead to results that
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© project as “benefits” socially damaging, if economically
i efficient, effects of liberalization. Furthermore, there is

: an institutional optimism among modelers that results

The World Bank is careful, in some contexts, to qualify : .
’ » to qualify : in a number of real world factors, such as employment

its projections as guides rather than predictions. Ber- : . . .
pro) st P . and poverty reduction effects, being calculated in ways

nard Hoekman, a World Bank research manager writes, : ) . ..
’ 8 > that externalize real world costs of liberalization.

“The numbers generated by these [econometric] mod- :

GTAP modelers are aware of some of the limitations

of their assumptions, calling the assumption of “per-

¢ fect competition” in world agriculture markets “sim-

: plistic but robust.” They comment that an attempt to

introduce a methodology to allow for the existence of

: imperfect competition would be, “very demanding of

additional information and unstable for projection pur-

. poses.” Yet the assumption, however “robust,” of per-

fect competition in agriculture and food trade is highly

: questionable given the degree of market share concen-

tration across many different segments of the global

. food supply chain.®

Several economists question the validity of the projec-

tions of welfare gains and poverty reduction that GTAP

: estimates suggest will materialize from trade liberaliza-
els, such as that of the Global Trade Analysis Project :
¢ cited World Bank study to show that mathematical er-

eling projections to justify their negotiating positions, :

tion. For example, Weisbrot, et al., reviewed a widely

ror and an inappropriate methodological assumption,

: when corrected, would reduce the numbers of those
whose income would rise above the $2 a day global
: poverty threshold from the World Bank’s projected 540
¢ million people to fewer than 80 million. Of course, if
© 80 million people can be lifted from poverty with trade

: liberalization, that is no negligible feat. However, the

A few critiques of the World Bank's CGE modeling projected gains diminish still further when the World

suggest there is room for methodological improve- : , . :
) . . . Bank’s assumptions and numbers are assessed more rig-

ment, beyond the updating of data in which the World : Iv. Weisb 1 how that © .
Bank has participated. Ackerman writes, “The failure orousty: TVEISbron, €t -, g0 on 10 Show fhat escaping
an P patec. ’ : poverty” by the World Bank’s definition requires a daily

of CGE models goes deeper than their inability to :

. income increase of only about 15 to 25 cents per per-

produce the expected huge forecast of benefits for de- son for sub-Saharan Africa. The authors conclude, “the

veloping countries. On a conceptual level, they fail to projected gains are not lifting impoverished people to

offer a useful, comprehensive framework for thmklfg% living standards that anyone would view as very differ-

. ent from poverty.

The World Bank has refined its modeling techniques,
¢ Some economists have attempted to adapt GTAP as-

»89

sumptions to the real world conditions of the economies
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they are analyzing. For example, one analysis of the ef-
fects of trade liberalization on Africa states, “the stan-
dard GTAP model assumes full employment of factors.
This is inconsistent with the fact that there are huge
reserves of unemployed or underemployed in develop-

ing countries. We therefore modify the model to allow

for unemployment of unskilled labor in Africa.” The
modifications reduce the projected benefits. In the case
of full liberalization, the nearly three quarters of project-
ed benefits in Africa are not trade or employment ben-
efits, but a reallocation of agricultural resources for the
sake of future trade. As an example, “under full reform,
the reduction of agricultural support allows far reaching

specialization in cereals, cotton and sugar. In order to

accommodate the change the African producers partly :

abandon commodity crops and horticulture.”"

Such a reorganization of the domestic economy through
trade reforms increases investment in more profitable
sectors, but will not necessarily generate more jobs or
higher incomes. If reorganizing agriculture for the sake
of trade results in job losses, those losses cannot be pro-
jected according to CGE modeling. According to Ack-
erman, “the employment-related questions that policy-
makers most care about cannot be answered within the
standard CGE framework, because they cannot even
be asked. Consumer benefits from tariff reductions are
highlighted, while producer impacts of trade policy are

obscured by the assumptions made before the models

are built and applied.””? The standard CGE framework

thus makes it impossible for WTO members with a
high percentage of their population employed in agri-
culture to know what the employment effects will be

of following World Bank or IMF advice to drop their

demands for a special safeguard mechanism and special

product designations to meet development objectives of  :

food security, rural development and the protection of :

livelihoods. These sacrifices for market access oppor-

tunities are to be made by developing countries, many :

of which have neither the supply-side capacity nor the
trade infrastructure to turn into real trade benefits.

Agricultural specialization for developing countries in

the international division of labor is one of the outcomes

projected by GTAP under full trade liberalization. Is
this a positive outcome for development? Some econo-
mists wonder whether giving up on infant industries in
Africa to seek trade revenues through agriculture is a
viable development strategy: “Whether the allocation
of more resources in agriculture and the move away
from the manufacturers is progress or regress in terms
of development is an open question.”” Economists who
advise developing countries to pursue full liberaliza-
tion in agriculture, nonagricultural market access and
services are ignoring the strategic use of protection and
state interventions that enabled today’s trading powers
to develop their economies.”* Economic history, like
employment impacts of liberalization, is one of the ex-
ternalizations that are apparently needed to make CGE
modeling “work” for the redrawing of the global eco-

nomic map.

As the trade policy monitoring scenarios, including
those of the World Bank, become more realistic and
the economic data and assumptions are refined, the
projected benefits of agricultural trade reform decrease,
including for already depressed agricultural commod-
ity prices. One CGE modeling exercise, on the basis
of the “modest liberalization” provisions in the revised
Harbinson proposal for the AoA negotiations (March
2003), concludes: “African countries which benefit from
preferential access to the EU and the U.S. will faced
heightened competition from Cairns group countries.
Overall, sub-Saharan countries will experience a de-
crease in welfare, even under the optimistic assumption
that U.S. and EU cotton and tobacco subsidies will be
reduced by a large amount. ... The main gainers of the
Doha round are likely to be developed countries and
Cairns group members.” According to this study, if the
revised Harbinson text is implemented, only three ag-
ricultural products will enjoy price increases over three
percent.”® This meager price result under a more real-
istic trade policy scenario suggests that if commodity
prices are to increase significantly, policy tools outside
of those in the Doha Round have to be considered.
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Table 3: Impact of the Doha Agreement scenario
[Harbinson draft, March 2003] on world prices
(import prices)

5 28 |85 |2, | 8
ke 2 £ Q (o3 S} £ ® g
O 85 Q. Q = = < ©
3 €2 |82 |58 |& SE€s
Paddy rice 0.6 82 0.1 13 94
Processed 1.2 06 0.0 03 1.0
rice

Coarse 36 26 0.1 0.5 3.1
grains

Wheat 39 14 0.1 0.9 23
Sugar 2.7 0.2 56 -15 2.8
Qilseeds 5.7 9.1 0.0 0.5 9.7
Live animals | 1.2 09 0.1 0.7 1.6
Animal 34 0.6 0.0 0.1 0.8
products

Meat 4.0 06 0.1 0.5 1.2
Meat 48 03 15 0.1 20
products

Dairy 3.6 03 23 0.0 2.7
products

Fibers 36 256 0.0 0.2 26.0
Fruits and 83 0.1 0.2 0.5 0.8
vegetable

Other crops | 10.1 0.8 0.0 04 1.2
Fats 7.2 2.8 0.0 0.2 3.0
Beverages 11.0 0.1 0.5 0.3 03
and

tobacco

Processed 250 03 06 04 0.9
food

Total 100.0 2.1 05 0.3 2.8
agrofood

Source: “Multilateral agricultural trade liberalization: The contrasting
fortunes of developing countries in the Doha Round,” Centre d'Ftudes

prospectives et d'Informations internationales, Working Paper No. 2004-
CEPIl Working Paper, Bouét et al, p. 25

Policy coherence to increase commodity prices and
the “development dimension” of the Doha Round

The international development community acknowl-
edges that commodity prices are in crisis and yet con-
tinues to refuse to tackle the crisis head on. There are
proposals, backed by computer modeling, that suggest
ways to increase domestic farm gate prices without lib-
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eralization, while decreasing the need for taxpayer sup-
port to agriculture. These proposals include managing
productivity increases resulting from new agricultural
technology through acreage diversion from food to bio-
energy crop reserves. *’ To date, however, most WTO
members have shown little interest in such tools, in part
because of the recollection of tools to manage inventory
and supply as expensive and difficult to use when supply
management was conceived of as little more than the

warehousing of excess food supplies.

The lack of international donor interest in funding
meetings to deal with the crisis in commodities is evi-
dent in the lack of follow-up to the International Task
Force on Commodities, launched at the 11th meeting
of the June 2004 United Nations Conference on Trade
and Development (UNCTAD) in Brazil. Another
example of the lack of an integrated approach to the
commodities crisis is in the steady stream of money
and advice from bilateral and multilateral aid donors
that focuses on increasing commodity supply, when
many commodity prices are already in free-fall due to
oversupply. A recent report from the UK donor agency
(DIFD) dismisses the feasibility of international supply
management and concludes that though “agriculture is
the key to poverty reduction,” “there is little hope of
reversing the long-term decline in global agriculture
prices,” save perhaps for a yet to be realized increase in
demand from China and India for feedstuff imports for

their livestock sectors.

Just three of the dozens of non-papers tabled by WTO

members in Agreement on Agriculture (AoA) nego-
tiations have addressed the chronic depression plagu-
ing agricultural commodity prices. According to one
of these non-papers: “co-sponsors of this paper view
the Doha ‘Development Round’ as deserving its name
only when the measures taken in the Round strongly
contribute to assisting these countries [Cote d’Ivoire,
Kenya, Rwanda, Tanzania, Uganda and Zimbabwe] in
dealing with the problems posed by declining commod-
ity prices.” There has been no consensus for the WTO
members to study, much less to negotiate solutions to,

the issues outlined in these three non-papers.
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Table 4. Decline in African
agricultural commodity terms of trade, 1960-2000

Index (1990 = 100)
200

—
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D

Source: UNCTAD in FAO State of Agricultural Commodity Markets

2004,p. 13

At October’s meeting of the WTO General Council,
Uganda spoke on behalf of other sponsors of the non- :

papers on the crisis in commodities to call for:

countries.

2. The creation of a WTO consultation mechanism on :

the declining prices of primary commodities.

prices” (Article XXXVIII, 2a) for exports of primary

products. The African countries want a clear mandate : developing countries> Can policy coherence among

in the WTO ministerial declaration in Hong Kong to : WTO rules, international financial institution policy

include these issues in the WTO work program.®

Given the Doha Declaration mandate to make the Doha

Round a “Development Round,” there is a striking lack : tural trading system” that has yet to emerge from WTO

of urgency in efforts to address commodity prices, al- : negotiations? If not, will the developing countries that

though commodity dependent WTO members are are most subject to those rules, policy advice and loan

among the poorest in the membership. At this point, :

there is no likelihood that the Doha agreements will . P ractices have good reason to conclude, in the words of

. «
include a mandate to address the commodity crisis in ; 27 anonymous World Bank statt person, “If you want to
a coherent fashion. At an informal consultation of the :

WTO Working Group on Trade, Debt and Finance,

© held on October 5, the United States quashed a proposal
: from developing countries to create a permanent WTO
Committee on Trade, Debt and Finance that would
have had among its tasks to support economic diversifi-

: cation among commodity dependent countries.'™

One of the constant refrains (and proffered solutions)
© to issues such as commodity over-supply and depressed
prices is to find money in the international finance
© system to buy a solution. Yet as a World Bank consul-
tant recently said, the financing of trade infrastructure
: and development remains a small part of the World

O & AV A O O N H P O D
\0)(0 \0)(0 \0)/\ \0)/\ \o)cb \o)cb \0)0) \0)0’ \0)0’ \0’0, $ i Bank Group loan portfolio. ' For example, there is a

$1 million ceiling per qualified beneficiary country in

: the three-year, Window II program of the Integrated

Framework for trade-related technical assistance to

least developed countries. As of June 30, 2005, several

countries have received considerably less than the ceil-
Do 103 : 1
1. An elimination, through the Agreement on Agricul- ing."** (The issued of financing least developed country

ture negotiations, of tariff escalation used by developed ; 8overnance, technical assistance and other trade-related

¢ costs is discussed in greater detail below.)

If developed country WTO members lack the politi-

© cal will to raise the profile of trade, debt and finance

3. Clarification of the rules in the General Agreement for commodity dependent countries and if funding for

on Tariffs and Trade that allow WTO members to work

jointly to “attain stable, equitable and remunerative :

WTO/IFI trade-related technical assistance is limited,

what prospect is there to address the persistently low

¢ agricultural commodities trade revenues faced by most

© advice and IFI loan practices do anything to raise com-

modity prices in the “fair and market oriented agricul-

keep these countries poor, implement the WTO?” 1%

INSTITUTE FOR AGRICULTURE AND TRADE POLICY
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: The Minister noted that the “Aid for Trade” proposal
: would only increase resources $200-400 million over

In September 2005, the World Bank/ IMF Develop- 5 years for 40 countries, which means that each LCD

The World Bank and IMF
“Aid for Trade” loan program

ment Committee adopted, with some revisions, a staff
generated paper, “Doha Development Agenda and Aid

trade-related infrastructure; and assistance to offset ad-

justment costs, such as fiscal support to help make the :

transition from tariffs to other sources of revenue.”1%

without giving specific figures, except to note in a foot-

and elsewhere to spur their own development.”?

who would purportedly benefit from “Aid for Trade” :
responded negatively and harshly to the World Bank/
IMF paper. The WTO LDC coordinator, Minister of :
Commerce, Trade and Industry Dipak Patel of Zambia,
stated, “It is insulting that after all the efforts LDCs
have made, rich countries have responded this meagerly

to begin addressing supply-side constraints in LDCs.”
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would receive about $1-2 million a year, if it satisfied

: World Bank/IMF criteria for receiving the money.!""
for Trade.”* The paper surveys the Doha Round nego- :

: Indeed, an annex to “Doha Development Agenda and

tiations and gives a synthesis of World Bank and IMF :

staff research on the projected benefits of full trade lib-

eralization resulting from the WTO negotiations on : that trade capacity building and supply-side constraints

agricultural, services and non-agricultural market access : could require a commitment of $40-80 million per

expansion. The paper then describes staff proposals for i country over 10 years. Additionally, costs related to as-

“Aid for Trade,” which includes “technical assistance; :

© account.”" So World Bank and IMF staff are already

capacity building, institutional reform; investments in :

Aid for Trade” reports “preliminary estimates suggest

sociated governance costs would need to be taken into

aware that what they have proposed to developed coun-

try donors is inadequate to meet the “Aid for Trade” ob-

© jectives. Even these higher “Aid for Trade” estimates are

. ) ) : too low to cover the governance costs of just one area
Doha Development Agenda and Aid for Trade” refer- : e . o .
. . ¢ of trade facilitation, compliance with international and

ences staff research on projected benefits to be derived @ . . .
. . . L. .. . private food safety and food quality requirements. For

from implementation of full liberalization policies in :
. . . example, a recent UN Conference on Trade and De-

each of three “pillars” of the AoA negotiations: market : ) L
: o . velopment study estimates that the initial set-up costs

access, domestic support measures and disciplines on all : . . . .
. . i of meeting those requirements for tropical fruit exports

forms of export subsidies, as outlined in the July 2004 : . o
. i from Mozambique would be about $9.3 million.
Framework for renegotiating the AoA. The paper men- :

tions the World Bank's CGE projected welfare gains : Ifthe problemsunderlying“Doha Development Agenda
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: and Aid for Trade” were only of donor financial shortfalls

note that the gains will be minimal if market access is : and the difficulties and costs of realistically assessing the

. - 1407 « . - . : e, L
not fully liberalized:'” “empirical studies suggest that . costs of trade facilitation, there would be less cause for

improved market access would offer by far the largest © concern. But given the lack of World Bank projections

development payoft.”'®® Hence, for a good Doha Round :

: about the costs of adjustment related to loss of employ-

outcome, the paper encourages developing countries to © ment and/or income resulting from trade liberalization,

show a “willingness to trade away ‘special and differen- © the “Aid for Trade” proposal on paying for the adjust-

. e . . :
tial treatment’ for increased market access in agriculture | ment costs/losses of liberalization are under-funded,

tentative and increase the role of the Fund in determin-

Perhaps surprisingly, in view of their political and © ing the size of the costs/losses. One NGO writes that

economic vulnerability, the least developed countries : &tVen the history of the Fund’s unwarranted optimism

about economic growth and debt sustainability proj-
ect,' “poor countries should think twice before giving
the Fund a role as arbiter in determining the size of the
trade losses warranting compensation.”** Furthermore,
writes the same NGO, donor financial commitments to
“Aid for Trade” programs are not binding nor enforce-

able, whereas “the obligations developing countries are
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asked to undertake in exchange [for ‘Aid to Trade’] once

adopted, cannot be signed away.”"?

development assistance in the 1990s.''¢

But even if “Aid for Trade” were adequately financed

tion and trade infrastructure needs of LDCs, there

would still remain the problem for the developing coun-

shortcomings of their modeling techniques nor from

the greatly diminished projections of benefits result-

and grants.

cal Lamy, apparently unable to find sufficient support

estimates, notes “T'he University of Michigan forecast
that a reduction of trade barriers by even one-third
would book global economic output by $574 billion.
It appears that we are back to the future as it was told

during the Canctin ministerial.

Perhaps the zealous pursuit to make trade and financial

¢ liberalization “irreversible” and to “lock in” the benefits

¢ of liberalization forecast for Canctin has blinded the

The incongruity between the funds needed and funds : World Bank and the Fund to the consequences of the

offered and the institutional structure of “Aid for Trade L drama tically downward CGE revisions for the “Aid for

could be overcome by generosity on a small fraction of . Trade” program. Regardless of the results of cost/bene-

the scale of charitable donor response to natural disas- : . . c .
¢ fits analysis of turning market access opportunities into

ters. However, the overall resource flow to developing :

. hard currency benefits, the heads of the World Bank

countries is increasing only in debt relief and emergen- and the Fund are still maintaining, “Comprehensive and

cy aid, notes an October resolution to the UN Gen- . sharp reductions of tariffs in the largest countries will

. « : .
eral Assembly. The resolution “notes with concern the . deliver the greatest development gains.”™® In any event,

continued net outward transfers of financial resources . the institutional response to the loss of policy coherency

from developing to developed countries” and calls for " in the methodological shortcomings and decreasing

measures to reverse the resource flow, beyond commit- © World Bank benefit projections of trade liberalization

ments to begin to compensate for the collapse of official may be to assert policy uniformity.

¢ Such was the message some observers took away from a

speech by UNCTAD’s new Secretary General, Dr. Su-

and structured to meet the governance, trade-facilita- :

i pachai Panitchpakdi at the 52nd session of the Trade
¢ and Development Board. At the session, U.S. and EU

officials called for UNCTAD officials to “speak with

try negotiators of judging the coherence of the policy one voice” in cooperating with the World Bank, Fund

advice, research and loan programs of the World Bank © ,,4 WTO.1 It would be most unfortunate if major

and IMF. Nothing in the “Doha Development Agenda :

. donor political objectives constrained research agendas

and Aid for Trade” paper indicates that the World Bank :

: and the policy formulated on the basis of research, in

or IMF have learned lessons from the methodological order to “speak with one voice” about trade, finance and

¢ development. Surely, a disclaimer disassociating a het-

i erodox researcher’s views from the views of UNCTAD’s

lng from ceven pOlltlcally unrealistic trade liberalization members Would be enough to ensure that multilateral

assumptions. There iS a disturblng laCk Of ﬁ‘ankness in pollcy Coherency was not disrupted'

the report about the greatly reduced CGE anticipated :

benefits of liberalization and how that research might The failure to learn from research and policy errors is

affect developing country decisions on whether to meet . part of a larger problem of lack of accountability of the

the policy requirements to receive “Aid for Trade” loans | international financial institutions to their developing

i country members.
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This problem, particularly the

: World Bank’s efforts to incentivize loan program su-

Indeed, in a recent speech WTO Director-General Pas- :

: pervision, is far more complex than can be summarized
: here.”! However, numerous case studies points to the
for trade liberalization in the latest World Bank CGE : failings for development of unilateral liberalization. Al-
: though World Bank economists are right to say that the
: Uruguay Round did not bring about multilateral trade
"U7 % liberalization, a great deal of unilateral liberalization has

: occurred in many developing countries, enforced by the

need to follow World Bank and IMF policy to qualify
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for receiving credit or debt relief.’** For example, Chris-

tian Aid notes that as part of trade and financial policy

coherence, “[T]he release of Senegal’s final tranche of

debt relief was contingent on structural reforms, includ-
ing the dissolution of the state company that provides
seeds and fertilizer to the groundnut sector [a major
source of export earnings]. The reform led to chaos, af-
fecting thousands of producers.”* But for econometric

modeling that presumes fixed employment as a result of  :

trade “reforms,” this chaos is not a negative result, but
the collateral damage of efficient resource reallocation.
Hence there is no evidence of a policy error, just people
rioting about an “enlightened” economic policy whose
long-term good they simply cannot understand.

In the broadest terms, the World Bank and IMF policy
prescriptions of the 1980s and *90s failed to deliver eco-
nomic growth—growth that the “bad” policies of the
'60s and '70s did manage to generate. Economist Ha
Joon Chang, who has documented this failure, remarks
that criticism of the reigning policy coherence paradigm
may not lead to any policy changes, however, because
the World Bank and IMF control access to capital and
debt relief for many least developed and highly indebted
developing countries.’** No matter how counterproduc-
tive the policy advice, the poorest countries have but
little choice finally to accede to the policies to some de-
gree if they wish to obtain credit.

Developing country trade negotiators have to decide

whether to follow the Doha Round negotiating advice of

World Bank and IMF officials in order to qualify for loans
and grants, however inadequate, such as those of “Aid for
Trade.” For developing country members without suffi-
cient access to private capital markets, this is a very diffi-
cult decision to make because of what they know about the
results of the World Bank and IMF’s policy experiments

of unilateral liberalization with their countries.

Conclusion

The CGE modeling results are the anticipatory “proof”
of the purported benefits of trade liberalization and the
main empirical guide for trade negotiators assessing the
likely macro-impacts of their policy choices. For a lay-

IATP.ORG

person, the complexity and variety of assumptions of
CGE modeling is an awesome and marvelous thing. The
modeling assumptions alone of the MIRAGE model-
ing system under the most realistic and detailed current
AoA scenario, the revised Harbinson draft rejected at the

Cancun ministerial, take nine pages to describe.'®

Still, the complexity of econometric modeling should
not distract negotiators and civil society from a few
simple facts. Economists are now reducing the project-
ed benefits and even projecting some negative results
from implementation of a likely Doha Round outcome.
These economists are using more realistic scenarios of
likely reforms, updated data sets and more robust meth-
odologies. Yet their results are not reflected in the pub-
lic speeches and WTO-focused “messages” from the
World Bank and IMF for developing country WTO
negotiators and trade ministers. Instead, the heedless
optimism of the proponents of liberalization at any cost
remind one of the “man of system” harshly criticized by
Adam Smith: “The man of system, on the contrary, is
apt to be very wise in his own conceit; and is so enam-
oured with the supposed beauty of his own ideal plan of
government that he cannot suffer the smallest deviation

from any part of it.”%

The results of CGE modeling of multilateral negotia-
tions need to be taken with still greater circumspection
when we consider what is not modeled, e.g., the effect
of supply management tools on commodity prices; the
results of World Bank and/or IMF obliged unilateral
liberalization; the practice of repatriating profits from
developing countries to (usually) developed country
headquarters; corporate tax avoidance; the costs of ex-
ploitation of non-renewable natural resources; and, a
host of social and environmental costs associated with
intensifying agricultural exports. The recent collapse
of projected benefits, as well as limitations of current
modeling assumptions should convince the WTO, the
World Bank, the IMF and other international agencies
to not use those results to force liberalization commit-
ments and the taking on of more debt for the sake of
liberalization “opportunities.”
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Insofar as the “development dimension” of the Doha
Round is concerned, the best economic modeling
shows aggregate benefits for very few developing coun-
tries should the new AoA proceed as expected. These
meager benefits and the negative ones for some of the
WTO’s poorest members indicate there we have a long
way to go before trade and finance can jointly provide
policies that will tackle the commodity crisis and help
move commodity-dependent developing countries out

of poverty.

At the foundational meetings of the Bretton Woods
institutions, the Brazilian delegation proposed a resolu-
tion to convene a United Nations meeting “to promote
stability of raw materials and agricultural products and
to formulate recommendations for attainment of a more
balanced growth of international trade.” John Maynard
Keynes supported this position, since he believed that

the lack of fair trade in commodities was a source of

“the evils of economic cycles.” ¥ When the next In-

ternational Conference on Financing for Development
meets in 2007 in Qatar, delegates to the conference
should dedicate a retrospective seminar to the original
purpose of the Bretton Woods institutions, particularly
regarding their role in resolving or at least mitigating the
crisis in commodities. The conference seminar, among
other topics, could discuss how to update Keynesian
thinking on commodity prices, beginning, perhaps with
this thought:

Proper commodity prices should be fixed not at
the lowest possible level, but at a level sufficient
to provide producers with proper nutritional
and other standards in the conditions in which
they live ... and itis in the interest of all produc-
ers that the price of a commodity should not be
priced below this level, and consumers are not
entitled to expect that it should.

—John Maynard Keynes'?®
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