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The message that I hope you will take away from today’s meeting:  

-
the big debate on AfT is not about how much money donors will pledge, it is unlikely to be enough and sceptics will tell you unlikely to be delivered effectively, 

· nor is it about defining AfT or identifying areas for spending – countries needs will be broad and varied

· the big debate is how to design AfT mechanisms to ensure that we can right the past wrongs in aid and trade relationships that have led to such disappointing results for DC from their integration into world markets. 

The stakes are high.
- If we boost Africa’s share of world trade by only 1%, this represents earnings of around 60 billion Euro a year. If we do this is in a way that ensures poor workers, producers, traders and consumers benefits, then millions can be lifted out of poverty.  
- If we don’t learn the lessons from the past, we could face again the devastating impacts of getting things wrong – increased trade deficits and export concentration, deindustrialization and job losses, increased debt and aid dependency, the list goes on and examples are too frequent. (see evidence in SAPRIN Report 2002)
What are the main lessons to be learned? I will outline three lessons that can help enjoy benefits and avoid pitfalls.

Lesson 1: local decision making is critical. 

This was a critical lesson of the SAP – the time of numerous economic conditions being imposed on poor countries in return for grants and loans. 

This practice failed on two counts:
1. It didn’t respect local politics and undermined governance. 
Conditionality undermines political accountability to citizens by transferring it to donors.  
Externally imposed reforms are unlikely to be successful as public support and political buy-in are key to undertaking reforms, like trade reforms, that are difficult, long-term, sometimes expensive and which create losers as well as winners. 
Local priorities and design of reforms is therefore critical. 
2. Trade reforms have diverse and unpredictable impacts depending on local conditions.
The experience of electricity services liberalization in transition and developing economies has been that without pre-existing regulation and competition – consumers can face increased not lower prices, worse not better access and less not more efficient industries.

Liberalisation of agricultural markets in developing countries has been shown to lead to market failure and capture of profits by middle-men, if the right institutional conditions are not in place. 
A recent assessment of WB trade programmes pointed to the need for more attention to be paid to local health, education, infrastructure conditions to help improve the disappointing impacts on improving the livelihoods of the poor. (See also critique of the new World Development Report– Rural Development) 
Lesson 2: there are no right answers. 

Another lesson of SAPs was the failure of the “one size fits all” solution.  A prerequisite for local decision-making is clearly a real choice in reform options.  Also the diversity of problems and conditions affecting trade in developing countries requires a diversity of strategies and solutions to address them. 

This is also an important lesson of history and the diversity of policies adopted in modern success stories.  Most countries have used unorthodox trade policies during their early stages of development – South Korea and Taiwan success stories rely partly on state subsidies, intellectual property infringements, restrictions on foreign investors and trade protection.  
Received wisdom on what makes a good investment climate is also under question – high tax regimes in Denmark do well in World Economic Forum assessments, as do countries like Kenya that score poorly on independence of government decisions.  

Solutions, like situations, are varied and complex and this needs to be reflected in advice to developing country governments, unorthodox reforms should receive support as much as those preferred by donors, and a greater variety of options made available.
Lesson 3: Partnership is a two-way street 

Currently risks and incentives in AfT relationships are lined up in favor of donors and against developing countries – relationships need rebalancing.  
To give an example – There are very few incentives for donors to honour pledges for assistance with implementation made within trade agreements.  These best endeavour clauses are not binding.  The Paris principles of aid effectiveness are also weak on implementation and enforcement.  On the other hand developing countries sign up to binding commitments to carry out trade reforms, which are backed up by dispute settlement provisions. In doing so, they risk sanctions for failing to implement commitments undertaken on the promise of aid that is never delivered.   
Mutual accountability and predictability are sound principles that must underlie AfT as much for donors as for recipients. 

How to put these lessons into practice? 

1. We need to create the opportunities and mechanisms to foster country ownership:

· Local consultation mechanisms must be the basis for designing and driving AfT initiatives 
To avoid undermining local ownership, there must be no donor conditions attached to AfT, research bias in favour of preferred reforms must be overcome and the use of rankings to incentives a list of reforms must be abandoned. AfT must be broadly defined and not associated with specific sectors or a narrow set of reforms.

The institution leading AfT at a global level must be one where DC are adequately represented and which does not have an institutional bias toward trade liberalisation – this points to the UN, rather than World Bank or WTO as the guiding institution. 

2. AfT needs the appropriate link to trade deals: 

· Aid should not be associated with trade agreements in particular or in general as this creates perverse drivers in negotiations and limits the scope of AfT spending. On the other hand, trade deals need to contain sufficient flexibility to accommodate local priorities and strategies and must link DC compliance to effective delivery of aid – to avoid the problem of reverse mutual accountability described earlier. 

To conclude: 
AfT can be a very positive process. It could mobilize additional money to address real need. It could change relationships and practices that have been at the root of past failures. 

But it is not a benign initiative – it also risks doing harm to the prospects of poor people to benefit from increased trade – by repeating past damaging mistakes or diverting attention and funding from other areas of real need. 

Karin Ulmer/Aprodev 

Christina Weller/Christian Aid 

On the basis of Christian Aid Briefing: The Opportunities and Risks of Aid for Trade, November 2007 
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