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3. The mandate of WTO Working Group on Trade, Debt, and Finance (WGTDF) 
involves the interaction between debt and trade by including the examination of:  

any possible recommendation on steps that might be taken within 
the mandate and competence of the WTO to enhance the 
capacity of multilateral trading system to contribute to a durable 
solution to the problem of external indebtedness of developing 
and least-developed countries (WTO, 2001)  

4. The liberalization of the domestic financial sector (domestic resource 
mobilization chapter) and the capital account (private capital flows chapter) has 
provided many emerging economies access to international capital markets.  
This permits investors, both foreign and domestic, to borrow, both in the 
external markets, to fund their operations, which has implications for the 
external debt chapter.  This paradisiacal access to debt generation ironically 
places an additional burden on many national governments to maintain their 
countries’ credit-worthiness in external private financial markets.   In many 
instances (i.e. in actual practice), this has involved the public sector sustaining 
the combination of a not-insignific6141(()-3.95667(i)4c  rplus, an appreciating 
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market access.   This willingness was elicited in the launch of the current round of WTO of 
negotiations.   

As in previous development fashions, Aid for Trade is not new.  Paragraph 57 of 
the WTO Hong Kong Ministerial declarations defines the area as assistance to “developing 
countries, particularly LDCs, to build the supply-side capacity and trade-related 
infrastructure that they need to assist them to implement and benefit from WTO 
Agreements and more broadly to expand their trade.”  According to the OECD, which 
utilizes a definition of Aid for Trade which excludes infrastructure financing that some 
donors include, 20-30 per cent of total ODA are already flowing to trade-related capacity 
issues, a proportion that is increasing.    

Conceptualizing “Aid for Trade” is therefore critical as the international community 
grapples with erecting an Aid for Trade agenda.  The first question that can be raised 
about Aid for Trade is: Is the objective trade expansion or is it development?  The trade 
expansion objective is associated with “tough love” (Everett 2005);  this aid will help to 
overcome developing countries’ objections3 to faster multilateral trade liberalization, 
consistent with the framework that the losses from such liberalization are by nature 
temporary.  How much resources would be required to attain a policy decision facilitation 
objective?  Resources would be needed only up the point where these address the most 
critical obstacles to political decision-making in each developing country.   

If Aid for Trade is developmental, then it should be shaped by the ongoing 
advances in development cooperation thinking.  For example, Aid for Trade programs 
should be operationalized consistent with the principles of the Paris Declaration on aid 
effectiveness.  Therefore, Aid for Trade projects should not distort domestic spending 
priorities and the developing country should be able to determine how much of its total aid 
receipts will be devoted to trade-related projects.  In establishing priorities and evaluating 
Aid for Trade projects, the objectives of employment generation and gender equality (and 
not necessarily trade expansion) should be decisive benchmarks.   

Beyond the more modern ideas on donor-recipient relations and in the context of 
previous donor commitments to development finance, Aid for Trade should generate 
additional resources for development.  It should not represent only a reclassification of 
previous ODA flows.  Unless justified by analysis that indicates that trade is the critical 
constraint to other development objectives, it should not be limited to a 
redeployment/repositioning of ODA away from other sectors to the trade-related sector.   

The most difficult conceptual issue has to do with the role of trade in development, 
or of trade policy in development policy.  The various proposed categories of Aid for Trade 
have varying and uncertain degrees of developmental content:  

1. Trade negotiating capacity and support for costs in engaging in the legal 
activities of the multilateral trading system to enforce their rights – Developing 
countries are clearly at a disadvantage in this area, but it needs to be asked 

                                                
3 It is a generally presumed principle in the Doha trade negotiations that while Aid for Trade has 
been recognized by negotiators, it is not part of the single undertaking.  A November 2007 
statement from a number of NGOs issued in connection with the Global Aid for Trade Review 
demanded Aid for Trade not be given as a quid pro quo in trade negotiations.   
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whether building permanent capacity in developing countries can be avoided 
with a less asymmetrical enforcement mechanisms and less byzantine trading 
rules.   

2. Adjustment costs of liberalization – These would be temporary, time-bound 
adjustments involved in adjusting the domestic legal regime to meet 
international commitments and programs to recover revenues lost due to 
liberalization.  This kind of financing, if provided through loans, could prove 
onerous in the future if it proves to be the case that reforming the domestic 
legal system proves to be a long-term agenda.  Loans to cover fiscal shortfalls 
are not justified unless there is a reasonable expectation that tax reform will 
succeed.   

3. Infrastructure and other non-trade sector-specific investment – This kind of aid 
and/or lending would tend to count among the more traditional development-
oriented assistance.  It can be justified as improving supply capacity (number 4 
below), but it raises the redeployment of aid issue.   

4. Improving the “supply capacity” for international trade – This formulation is the 
most general and common formulation for Aid for Trade.  It can restricted to 
those sectors for which market access exists but the domestic supply capacity 
is wanting.  The question is – would this be a limitation that donors would like to 
impose?  If it is not restricted to these, the Aid for Trade raises all the 
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appropriate.  Such an effort should be supported by the consistent policies, such as 
exchange rate management to maintain competitive exchange rates.  If the shock is on the 
import side, financing to reduce dependence, such as greater energy efficiency would be 
appropriate.   

There is general agreement on the list of principles in
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programs of bilateral donors began to be condition on the operation of such programs.  
This has constrained policy experimentation by debt-vul
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The same 2001 World Bank review stated that the range of policies included in the 
CPIA is “extremely difficult to do well, given countries’ different natural endowments and 
levels of development.”8  It can be argued that even developed countries will have a 
difficult time “to do well” on many of the policies included in the CPIA.   

Through successive innovations, the governance elements of the CPIA have 
progressively been given increased weight relative to the other clusters of criteria.9 Even if 
one agreed with the basic premise of the critical role of governance, given the shaky links 
between the particular areas measured by the indicators in this cluster and the large 
margins of error associated with their measurement, it is hard to justify the large relative 
weight assigned to this cluster. The CPIA rating process itself is fraught with inadequately 
good governance or inadequate good governance, as the case may be (see below).   

The CPIA was originally designed to measure policies rather than outcomes.  
However, several of the indicators tend to measure outcomes rather than policy. When this 
is the case, they are sensitive to the levels of development of the countries being rated, 
and would disadvantage certain countries for being poorer and less-resourced than others, 
regardless of their efforts to implement the required policies.10 Furthermore, ratings 
focused on outcomes evaluate countries, at least implicitly, for factors outside their control. 
Usually, when ratings measure outcomes they do not differentiate to what extent certain 
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C. Market access, capital accumulation and the indicators of debt sustainability 

The indicators of debt sustainability have traditionally been the net present value 
(NPV) of debt to exports and NPV of debt to budget revenue ratios.  Both of these 
indicators generate an important connection with trade. Countries became eligible if, at the 
time of the Decision Point, and after traditional debt relief arrangements, their debts were 
above a threshold of 150% debt to exports.12 The subsequent debt reduction is aimed at 
reducing the debt of recipient countries by an amount sufficient to bring it to, or below, 
those thresholds.  (See Annex 1 for a synopsis of debt relief initiatives.)   

Because trade dynamics have a direct impact on exports and budget revenue, they 
were to weigh heavily on the eligibility and level of debt reduction of a given country. 
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