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Foreword

he majority of developing countries have significantly improved their
environment for trade and economic growth, following over two
decades of assistance from the Bank for trade reform.

Tariff and non-tariff barriers that created distor-
tions in incentives have been reduced, and
import constraints largely eliminated. Yet export
performance, an important stated objective of
Bank support, has been highly varied. While
most Regions diversified their exports, Africa
largely failed to do so, and competitiveness
eroded for many African countries, which
contributed to their increased marginalization
in global trade. Thus, despite the efficiency gains
from trade, Bank support has not been sufficient
to help place many of its poorest clients on a
path toward sustained growth.

The Bank’s interest in trade has gone
through three phases, each with a quite differ-
ent approach. During the first phase (the 1980s
and early 1990s), the World Bank played a
significant role in the reform of developing
country trade policies through adjustment
lending and by supporting trade-related institu-
tions and infrastructure.

During the second phase, from the mid-to-
late 1990s, the Bank’s emphasis on trade
declined, although the impact of earlier trade
reforms was still playing out. Analytical work
on trade (and to a lesser extent) new lending
was less than in the first phase.

In 2001 the Bank reappraised its trade activi-
ties and intensified its focus. This most recent
phase has focused on the global trading system
and on the use of trade-related research,
advocacy, capacity building, and mainstreaming
of trade in Bank operations. On the lending
side, attention has shifted to trade facilitation
(both physical infrastructure and institutions).

Trade-related projects have been helpful in
reducing distortions and relaxing the import
constraint. However, cross-country analyses and
case studies found that outcomes varied across
countries, depending on initial conditions, the
degree of macroeconomic stabilization, the
existence of prior analyses, and the quality of
trade-related institutions. The Independent
Evaluation Group (IEG) also found that the
Bank underestimated the complexity of comple-
mentary reforms in the investment climate, paid
inadequate attention to external factors, and
gave insufficient attention to analyzing the
poverty-distributional outcomes. While
economic growth often improved after liberal-
ization, it could not always be attributed to an
improved export supply response, but rather to
more general efficiency gains brought about by
removing trade-related distortions.



This evaluation finds the trade research to
be of high quality, often timely, and with
relatively few gaps. On the advocacy side, the
Bank has become more closely associated with
speaking out on behalf of poor countries on
trade issues, in contrast to its relative silence in
this area in the 1980s and 1990s. The initial
advocacy, however, would have benefited from
a broader focus, beyond issues of agricultural
market access.

In trade-related capacity building, the
evaluation finds the strategy unclear. The
Integrated Framework initiative continues to
emphasize diagnostic work relative to the
delivery of coordinated trade-related capacity
building.

With respect to mainstreaming trade, the
Bank responded quickly to the new corporate
focus on trade after 2000 by keeping up with
the World Trade Organization (WTO) negotia-
tions, helping to catalyze a rapid increase in
trade-related analytical work, and building an
effective alliance between the Poverty
Reduction and Economic Management
Network (PREM) and the transport and rural
development units on trade logistics and
standards, respectively.

Mainstreaming trade in Country Assistance
Strategies (CASs) and sector activities and strate-
gies has been slower and will require stronger
support from country management units.

Overall, the Bank has been a leader in the
provision of financial and technical support for
trade. Between fiscal 1987 and 2004, the Bank
approved about US$38 billion for loans in
trade-related areas, representing 8.1 percent of
total Bank lending. This
accompanied by a large volume of operational
economic and sector work and numerous
research publications on trade. Since 1987,
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lending for trade has declined, partly reflecting
the reduction in lending for trade liberalization.

This evaluation has three main recommen-
dations. First, to ensure that the Bank’s advice
on trade issues is consistent with the institu-
tion’s poverty reduction mission: be more
systematic about assessing (ex-ante) possible
trade-related poverty-distributional outcomes
in both economic and sector work and in
lending operations, drawing on the range of
multidisciplinary expertise. The Bank also
needs to undertake a more systematic program
of research on micro-level adjustment to trade
policies, looking at firms, households, and
individuals.

Second, to strengthen implementation: the
Bank may need to revisit the balance between
the global and country agendas and strengthen
operational links on trade issues. Particularly
important is enhanced cross-fertilization
among trade and the financial sector and
private sector development vice-presidencies,
particularly in the area of services liberalization,
as well as on rural and environmental issues. In
addition, guidance from the PREM anchor on
the incorporation of trade issues in Country
Assistance Strategies in the context of the
growth agenda, greater support from country
management units, and more effective identifi-
cation of trade champions in the Regions are
important to ensure trade is fully operational-
ized.

Finally, the evaluation also recommends that
the Bank strengthen knowledge management
efforts. Greater sharing of country experience
(as has been done in the area of agricultural
standards) and better integration of trade work
done in the center with country-level work on
agriculture, labor markets, and private sector
development will be critical.

T

Vinod Thomas
Director-General
Evaluation






Main Evaluation Messages

Bank trade support has helped reduce distortions and con-
tributed to enhancing external competitiveness.

Butthe Bank underestimated the importance and complexity
of complementary policies, inadequately analyzed adjustment
costs, and was slow to assess the role of the external envi-
ronment.

Maximizing gains from trade liberalization requires a cross-
sectoral approach that explicitly takes welfare, distributional,
and political economy factors into account.



Executive Summary

he developing world is arguably more open today than at any time in
recent memory. Developing countries have more than doubled their
exports since the mid-1980s, helping many of them to grow steadily.

Exports and imports have risen as a share of the
gross domestic product (GDP) across a wide
range of countries, fueled in part by China’s
remarkable trade performance and the growth
in services trade. Trade policies have also been
significantly liberalized. Average import tariffs
have fallen steadily over the period (figure
ES.1), although the fall in other forms of
protection has been more gradual. The World
Bank has both influenced and been influenced
by these developments.

The Bank has supported the reform of trade
policies and the strengthening of trade-related
institutions and infrastructure in its client
countries. Between fiscal years 1987 and 2004,
about 8.1 percent of total Bank commitments
($38 billion) went to 117 countries to help
them better integrate into the global economy.
This financing has been accompanied by a large
volume of analysis in operational economic and
sector work (ESW), research publications on
trade, and working papers on trade-related
topics.

The Bank’s interest in trade has gone
through three phases, each with a quite differ-
ent approach. During the first phase (starting
in the 1980s), the Bank focused largely on the

traditional trade agenda related to opening up
economies. The Bank based its involvement on
the importance of trade for economic growth
and on the role of openness in enhancing a
country’s economic efficiency. By increasing
the incentives for and profitability of exporting,
Bank support for trade reform was expected to
help expand and diversify exports. The findings
of several large multicountry comparative
studies prepared during this period reinforced
this message (Choksi and Papageorgiou 1980;
Krueger, Schiff, and Valdes 1991; Michaely and

Figure ES.1: Opening Economies

Weighted average tariff rates for developing countries (%)

30 -
25 4
20 -
15 4
10 4
5

04
1988 1990 1992 1934 1996 1998 2000 2002 2004

Source: World Integrated Trade Solution, UNCTAD TRAINS Database TRN, December 17, 2005.
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others 1991; Thomas and Nash 1991; Cooper
and others 1993).

During the second phase, from the mid- to
late-1990s, the Bank’s emphasis on trade
declined, although the impact of earlier trade
reforms was still playing out. Analytical work
and (to a lesser extent) new lending were less
than in the first phase. The most evident aspect
of the diminished attention to trade was the
downsizing of Bank units working on trade
issues. Concurrently, the elimination of the old
technical units under the reorganization of
1996 dispersed trade experts throughout the
institution, and several subsequently moved on
to work on non-trade issues.

In the third phase, initiated with the collapse
of the World Trade Organization (WTO) Seattle
trade ministerial meeting in 1999, growing
pressure to deliver on the Millennium Develop-
ment Goals and interest from development
partners (notably bilateral donors) led the
Bank to reappraise its trade activities. This
phase has focused on the global trading system
and “behind-the-border barriers” to trade.

In 2001 a decision was made to expand
considerably the Bank’s work on trade issues,
and by July 2002 a new sector unit dedicated to
trade had been established in the Bank. In
addition, a virtual Trade Department was
created, bringing together staff working on
trade issues from the Development Economics
Complex (DEC), the Poverty Reduction and
Economic Management Network (PREM), and
the World Bank Institute (WBI). In this third
stage, the Bank increasingly treated the
multilateral trading system as a framework
within which its client countries could achieve
greater economic integration (on equal
footing) and larger numbers of the poor would
be lifted out of poverty.

This evaluation assesses the development
effectiveness of Bank trade assistance between
1987 and 2004, based on the Bank’s stated
strategies and objectives. “Trade” in this
context refers to lending and nonlending activi-
ties that enhance the environment and capabil-
ity of Bank clients to trade goods and services
in the global economy. As part of this study, a
review of the Bank’s lending portfolio and

economic and sector work was carried out to
identify trade activities. Six main areas of
lending support were identified: trade liberal-
ization, institutional trade facilitation (for
example, customs), infrastructure-related trade
facilitation (such as air freight, ports), private
and public trade finance, and technical
assistance for trade negotiations.

While there was no formal trade strategy
prior to 2001, three key documents provided
strategic and technical guidance on Bank trade
policy advice: the 7987 World Development
Report: Industrialization and Foreign Trade,
the 1988 Development Committee paper on
trade, and the section on trade adjustment
lending in Operational Directive (OD) 8.60.

The main policy reforms embedded in these
documents included replacing quantitative
restrictions with tariffs as a first stage of trade
liberalization, maintaining low and relatively
uniform tariffs for efficiency and political
economy reasons, and realistic exchange rates
requiring low inflation. The documents also
encouraged studies of the economic costs of
existing policies, evaluations of the expected
benefits of reform, improved data on indicators
and measures of nominal and effective protec-
tion, and strengthened capacity of reforming
countries to assess their own policies. The
World Development Report (WDR) also
supported the increased use of conditionality
in structural adjustment lending as a catalyst
for trade reform. Together with a 2002 Board
report on trade, these documents provide the
strategies and objectives against which Bank
trade assistance is evaluated.

World Bank Trade Activities: 1987-2001
Bank support from 1987 through 2001 was
expected to (1) reduce disincentives for
exporting by eliminating the anti-export bias;
(2) expand and diversify exports, thereby
increasing foreign exchange earnings; (3) make
imports more readily available and increase
import competition in final products; and (4)
help countries better integrate into the global
economy.

The typical trade policy reform package
supported by the Bank had four components:



* Import-related: Policies such as eliminating
or reducing quantitative restrictions and other
nontariff barriers, reducing import tariff levels
and dispersion, making tariff regimes more
uniform and transparent, reducing import sur-
charges, improving import procedures, and
eliminating official reference prices.

* Export-related: Policies related to making
imports available for exporting; reducing export
bans, taxes, and licenses; reducing the anti-
export bias; export credit and financing; and
other export incentives.

* Exchange rate and foreign exchange man-
agement: Moving toward market-determined
exchange rates, exchange rate devaluation, or
step adjustment, and away from the adminis-
trative allocation of foreign exchange.

* Industrial and other supporting policies:
Pricing reform, investment promotion, com-
petition policy, marketing, privatization, labor
markets, and safety nets.

Bank support for trade reform was generally
consistent with the 1987 WDR on trade,
Operational Directive 8.60, and the literature
on trade policy reforms. Eliminating quantita-
tive restrictions (QRs) and addressing exchange
rate disequilibria were often the first actions the
Bank recommended, in line with the literature.
Most trade loans initially contained measures to
address both import liberalization and to
reduce disincentives for exporting. But in 14
countries that together received 55 loans, the
Bank focused only on import-related measures.
Over time, the Bank has paid increased
attention to export-related measures relative to
import liberalization.

More generally, overall conditionality associ-
ated with trade has declined across Regions
and greater reliance is being placed on floating
or single tranche conditions, rather than on
prior actions, as was previously the case. The
decline in conditionality reflects the move
toward more open regimes, a shift in the
Bank’s focus toward longer-term institutional
and structural policies, a concurrent rise in IMF
trade conditionality, and a rise in trade liberal-
ization through regional trading arrangements
(RTAs). In more recent years, the shift also

EXECUTIVE SUMMARY

likely reflects the evolution of the Bank’s
approach toward greater country-owned
conditionality and less prescription, as outlined
in Operational Policy 8.60 on development
policy lending.

Four areas of concern emerge, however.
First, the literature suggests the importance of
macroeconomic stabilization to complement
trade reforms. But the Bank sometimes
supported trade reforms in the presence of
serious macroeconomic instability. Second, it is
crucial that complementary measures such as
removing marketing and price distortions as
well as competition policy, reducing labor
market rigidities, and improving the regulatory
environment (currently more commonly
thought of as “investment climate” issues)
accompany trade reforms. While this was the
case sometimes, compliance with these
conditions tended to be the lowest of all
conditions, underscoring the political and
other difficulties associated with their
implementation. Third, trade-related projects
did not adequately attend to the poverty and
distributional outcomes, including labor
market dynamics, and this continues to be a
major weakness in project design. Fourth, the
Bank did not take the external environment
into account sufficiently, and thus did not
distinguish the impact of external trade policies
and shocks on trade outcomes for different
groups of developing countries.

A common criticism of the Bank’s trade
policy advice is that it has followed a “one-size-
fits-all” approach. The Independent Evaluation
Group (IEG) examined all adjustment loans
approved between 1987 and 2004 that
contained trade policy components. While the
loans followed sequencing that was broadly in
line with the 1987 WDR and the economic
literature, IEG found little evidence of a generic
(or one-size-fits-all) approach to trade reform
in the Bank’s client countries. Countries varied
in the extent of macroeconomic stabilization
they had achieved before the reform was
introduced, and in how and when they chose
to use export-related policies to stimulate trade
promotion. Moreover, countries were hetero-
geneous in how deeply they reformed and in
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the range of complementary policies they
introduced to support the trade reform.

Given the concerns raised above, and in
light of the evolving circumstances, it can be
seen that Bank trade advice and support during
the 1980s and 1990s was too narrow in focus.
Specifically, it underestimated the complexity
and sequencing of complementary policies; the
role of the external environment (taking that
environment as largely given); the interaction
among trade, growth, and distributional
outcomes; and the country-specific context
(such as initial conditions and institutions) in
which these policies interacted. Consequently,
Bank advice was too optimistic about the
benefits of trade liberalization for growth in the
short run.

Project-level Outcomes

Trade-related projects have improved in
performance over time. In general, trade
adjustment loans have performed better than
other adjustment loans in terms of project
outcomes (86 versus 78 percent satisfactory),
while trade investment loans performed
slightly worse than other investment loans (69
versus 72 percent satisfactory, respectively). At
an aggregate level, positive project outcomes
were more likely to be associated with middle-
income countries, low conditionality, good
institutional frameworks, and prior ESW.
Project design, unrealistic assumptions, and
unstable  macroeconomic  environments
contributed most frequently to unsatisfactory
outcomes for individual projects.

Outputs

The project data and aggregate data from 45
sample countries show that Bank advice and
lending contributed to systematic reductions
in protection and to making trade regimes
more open, though the pace differed across
countries. Many developing countries sharply
reduced the level and dispersion of their
import tariffs and their use of quantitative
restrictions, with the greatest reductions in
Latin America. Developing countries also
largely eliminated export taxes, licenses, and
bans. Black market premiums also disappeared

as countries moved their exchange rate
regimes toward market-based systems and
foreign exchange availability improved, notably
in African countries. The Bank was less success-
ful in helping countries reduce other nontariff
barriers, notably in the Middle East and North
Africa.

Outcomes

The export supply response was often variable.
While export diversification occurred in most
Regions, the low base from which nontradi-
tional exports grew in Africa meant even rapid
growth rates were inadequate to dramatically
change the composition of Africa’s export
baskets. Moreover, many African countries
experienced an erosion of competitiveness in
their export baskets, contributing to increased
marginalization in global trade. Imports
responded to the reforms undertaken, growing
rapidly in all Regions and easing input
constraints for importers. However, the speed
of import liberalization increased competitive
pressures in countries that were unable to
generate dynamic and sustained manufactur-
ing growth. For countries where data are
available, total factor productivity growth gains
are apparent.

Impact

Employing a “difference-in-differences” approach
that corrects for potential sample selection bias
by using a Heckman selection procedure, a
counterfactual was constructed to compare
countries that reformed their trade regimes with
a Bank loan, and those that reformed without
such Bank support. Bank clients that obtained
loans to support trade reform experienced higher
economic growth rates in the medium term (3-6
years) following trade reform, and their growth
rates exceeded those independent reformers that
reformed without the financial support of the
Bank.

Both groups of reformers also experienced
dramatic increases in import demand, although
this effect lasted longer for Bank-supported
reformers. However, Bank-supported reform-
ers exhibited a modest supply response,
suggesting that trade liberalization alone was



not sufficient—a finding supported by recent
research in this area. The gains in economic
growth were often driven by domestic demand
arising from improved resource allocation,
rather than just export expansion. The employ-
ment and poverty outcomes associated with
trade reforms were mixed, and the Bank did
not conduct sufficient analysis to inform its
policy advice and lending on this issue or
systematically measure the outcomes.

While the initial impetus for trade reform
was often an economic crisis, sustaining the
reform required broad support and ownership.
Conditionality was generally not conducive to
achieving that ownership, and the Bank was
more judicious in using it in countries where it
had less leverage. Bank advice and analytical
work were often instrumental in supporting
reform; its value, however, was reduced where
it was perceived to be dogmatically based.
External factors (market access, regional
integration), coherent
policies, exogenous shocks (droughts,
commodity prices), and timely implementation
of complementary policies were critical in
determining whether or not individual
countries reaped the full benefits of trade
reform.

macroeconomic

Bank Trade Activities: 2001-04
The Bank’s recent trade program, which was
revamped in 2001, has two objectives: (1) make
the world trading system more “friendly to
development” or reciprocally open; and (2)
make trade an important part of country
development strategies. The Bank employed
research, participation in global policy discus-
sions and advocacy, trade capacity building, and
mainstreaming of trade as tools to achieve
these objectives. The assessment of develop-
ments during this period has to be considered
in the context of the relatively brief period
under review. This is especially likely to be a
factor in the mainstreaming agenda , which
necessarily requires greater commitment and
action by operational units.

The resurgence in the Bank’s attention to
trade is not primarily characterized by greater
trade lending or conditionality. Instead, it is
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reflected in a higher profile in global advocacy,
an increased volume of trade-related analysis,
and greater attention to the institution’s
capacity to respond to trade-related analytical
needs and operational support.

This evaluation finds the Bank’s objectives
between 2001 and 2004 to be relevant, timely,
and largely responsive to the rapidly changing
global environment on trade issues. However,
given the inherent limitations of the Bank’s role
in global negotiations and the importance of
country-specific policy dialogue, the evaluation
finds that more attention should have been
given to strengthening the analytical tools,
processes, and systematic interactions between
the Trade Department and operational
colleagues. Moreover, the dependency on trust
funds in research and capacity building
potentially poses serious challenges to the Bank
in determining an independent work program.

Progress toward a More Development-Friendly
Trading System

Much of the Bank’s research between 2001 and
2004 was of consequence (published in
respected journals), and in some cases innova-
tive (for example, in new fields such as services,
agricultural standards, transport costs, and
other behind-the-border issues). Research on
some issues related to the multilateral trading
system was often timely. For example, in the
run-up to the Doha Trade Ministerial, the Bank
released the 2002 Global Economic Prospects
Report: Making Trade Work for the World’s
Poor and produced a paper about the global
trade architecture (Hoekman 2002). The 2004
Global Economic Prospects Report: Realizing
the Development Promise of the Dobha Agenda
was published in the run-up to the Cancun
Trade Ministerial meeting.

Research on regionalism has been forward-
looking and has moved toward a pragmatic view
of RTA membership. However, several areas
identified in the trade agenda have been slow to
yield significant insights (agricultural trade and
policies) or have not been adequately researched
(adjustments costs and distributional outcomes
associated with trade, microlevel adjustment to
trade, and export processing zones).
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The Bank has positioned itself more
effectively as an advocate for the developing
countries on global trade issues and, given the
wide reach of its publications, has contributed
to increasing awareness of the issues. Given the
plethora of other actors in the advocacy field
(nongovernmental organizations such as
Oxfam and Third World Network, as well as
development partners such as the U.K. Depart-
ment for International Development) and the
Bank’s limited direct role in WTO talks, the
Bank could be seen most accurately as an
indirect participant—contributing ideas and
adding to the pressure to influence changes,
rather than directly influencing outcomes. Staff
indicate that the Bank’s global advocacy role is
useful in positioning the Bank among client
countries, especially those in whom the institu-
tion might otherwise be less engaged on trade
issues (such as in Latin America).

The Bank is meeting its trade-related
capacity building (TCB) objectives unevenly
and it appears that, as currently stated, the
objectives may not adequately capture the
scope and priorities of Bank activities. Specifi-
cally, the Bank is meeting its commitment to
advise countries on trade policy through a
dramatically increased volume of trade-related
analytical work that is the basis for country
policy dialogue, as well as through capacity
building components in lending operations.

The Bank has also increased its dialogue
with regional trade institutions. This is
especially notable in the Africa Region. Analysis
has been conducted on common external
tariffs, revenue implications, and possible trade
diversion for several RTAs (such as the East
Africa Community, the Economic Community
of West African States, and Union Economique
et Monetaire Ouest Africaine), as well as on
Economic Partnership Agreements with the
European Union. In Latin America, work on
Central America Free Trade Agreement
(CAFTA) with Latin American officials was
timely.

The Bank is doing less well helping
countries to meet its stated objectives of
adopting appropriate regional policies and
participating more effectively in negotiations.

It has been least effective in helping countries
manage external shocks and adjustment costs
related to trade liberalization.

The most high-profile initiative in the Bank’s
TCB work is the Integrated Framework for
Trade-Related Technical Assistance (the IF), a
multidonor, collaboration
originally set up in 1997 to provide trade-
related technical assistance to the 49 least-
developed countries (LDCs). While diagnostic
needs assessments have been carried out for
almost half of eligible LDCs, follow-up and
implementation have been slow.

Concrete proposals and approvals for trade
capacity projects are finally emerging. As of May
30, 2005, 23 activities ($8.1 million) had been
approved. A review of the proposed activities
suggests overlap with other donor activities in
some cases, defeating the purpose of donor
harmonization. More generally, the pace is slow
relative to the Doha negotiations and the needs
identified in the Diagnostic Trade Integration
Study (DTIS), and there is no mechanism to
ensure that the most critical priorities are
funded first.

Two independent evaluations of the IF were
undertaken, in 2003 and 2004. Among the main
evaluative findings are that despite a 2001
restructuring, weaknesses from the original
program remain, including insufficient focus
on improved trade outcomes, rather than the
process alone, and a shortage of funds
(financial and administrative) to meet the
identified demands for technical assistance in
developing countries. More generally, IEG’s
review of 26 global public programs provides
some useful lessons (OED 2004a). The most
relevant for the IF are the need to link financ-
ing to priorities in a systematic fashion, to
strengthen and streamline the governance and
management of programs, and to develop a
results-based management framework.

multiagency

Progress toward Mainstreaming Trade

Mainstreaming trade in Bank operations has
several dimensions (ESW, trade in assistance
strategies, knowledge management, and
incorporation of relevant trade issues in sector
activities and strategies); the Bank is doing



better along some dimensions than others. It
has responded quickly to keep up with the
WTO negotiations and other global trade
issues, and to catalyze a rapid increase in trade-
related analytical work. Trade Department staff
members have been an important part of this
improvement—sharing their expertise through
mission participation, contributions to and
leadership of reports, and as peer reviewers.

After sustained decline from the mid-1990s
following the conclusion of the Uruguay
Round, ESW on trade issues has risen in recent
years in every Region except Latin America and
the Caribbean, which started at a high level. In
the past three vyears, strategic Regional
flagships on trade have been carried out in
every Region except Africa (where one is under
way) and have been well focused on the partic-
ular concerns of the Regions they cover.

Underpinning this reversal is the greater
interest of client countries in trade issues as
they grapple with more complex integration
into the global economy, greater commitment
and interest of donors leading to additional
trust funds, and development of a new trade-
focused economic report—the DTIS, which
was an important initial catalyst in spurring
analytical trade work in low-income countries
by the Bank.

The focus of trade ESW broadened over time
from changes in incentives and general trade
performance in the 1980s to encompass a
broader definition of competitiveness (labor
costs and infrastructure) and external environ-
ment considerations (such as the impact of
Regional arrangements or market access
issues). Increasing attention has been given to
the analysis of Regional trade integration issues
with analysis and advice to Regional organiza-
tions, notably in Africa (Economic Partnership
Agreement and common external tariffs for
several African RTAs) and Latin America (such
as the US-CAFTA agreement). However, reports
have only rarely presented an in-depth analysis
of the welfare implications of trade policies,
analyzed the institutional framework for trade,
or incorporated political economy factors that
could influence trade reform and outcomes.
Also largely missing is microeconomic analysis
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on the response of firms to changes in
incentives.

Despite the overall increase in operational
trade ESW, the Bank has done less well in
systematically mainstreaming trade in Country
Assistance Strategies and in sector activities
and policies, although the trend is improving.
Regional trade coordinators (RTCs) in each of
the Bank’s six operational Regions are
expected to facilitate the information flow
between country management units (CMUs)
and the PREM Network and to provide strate-
gic direction on trade issues. However, it
appears that achieving full effectiveness in
their interventions is limited by budgetary,
staffing, organizational and leadership issues.
With the exception of Africa, the RTC role
remains largely an unfunded mandate. The
role of the coordinator varies across Regions,
with sector leaders, lead economists, and
sector managers variously being assigned the
role. However, in most Regions it is unclear
whether the RTC has the necessary authority
to play a strategic role that cuts across sectors,
or even lead discussions with CMUs. In
addition, the absence of tangible budget
support and links to annual performance
evaluation reduces incentives. To enhance the
role of Bank Regional vice presidential units
(VPUs) in making trade linkages, it would be
useful to clarify responsibilities, establish clear
terms of reference and accountabilities, and
for Regional management to indicate the
modalities for integrating trade into the
country dialogue and growth agenda.

After a slow start, knowledge management
activities are picking up. A series of Trade Notes
was initiated in 2003 and the trade thematic
group is being revived. But a gap still exists
between these activities and the needs of
country economists. A survey of Bank country
economists indicated a need for more
knowledge about transitional costs associated
with trade reform, greater empirical and
comparative analysis, and practical research on
global supply chains.

The current trade agenda goes beyond the
traditional concern with border regimes of
tariffs, nontariff barriers, and other impedi-
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ments to trade. The gross distortions in trade
regimes endemic in the 1980s have been
reduced significantly. For this reason, greater
attention is now focused on behind-the-border
barriers (internal constraints) that adversely
affect a country’s investment climate, along
with the constraints and opportunities associ-
ated with the global trading system.

Within the Bank, global advocacy to redress
imbalances in the global trading system can be
handled by senior management and the Trade
Department alone. However, all the other
impediments to global integration have to be
addressed in conjunction with other sector
groups and require strengthened implementa-
tion by operational VPUs (as highlighted
above) and country management units.

In areas where the other sector groups
worked with the Trade Department or where
the Trade Department provided intellectual
leadership—such as sanitary and phytosanitary
standards and trade facilitation—the Bank has
been successful in ensuring the operational
relevance of its activities. In other areas where
the Bank might have made an impact—agricul-
tural trade and policies, trade and poverty
linkages—inadequate investment and less
intellectual leadership has led to less success.
In an important area of focus in the ongoing
WTO negotiations—services liberalization—
the Bank lacks a critical mass of staff with the
necessary skills to underpin country dialogue
and operations.

To enhance the effectiveness of its trade
activities, the Bank will have to face more
squarely the multisectoral nature of the current
trade agenda. Over half of the trade-related
projects approved in the past 10 years were
assigned to a non-PREM network. Specifically,
the Bank will have to improve links between
the various sectors and the Trade Department
on trade issues (research, trade-related
capacity building, knowledge management,
and development of tools and templates). The
Trade Department can bring the global
perspective to sector issues. However,
implementation rests squarely in the hands of
the operational VPUs and the country manage-
ment units. Success on this multisectoral front

will be the difference between individually
competent pieces of analytical pieces and a
more synergistic approach.

Recommendations

Recommendation 1:

Address Poverty-Distributional Outcomes and
External Shocks in a Balanced Approach

This evaluation found that despite the increas-
ing volume of research on poverty issues in the
Trade Department and of poverty and social
impact analysis more generally, trade-related
projects do not consistently or systematically
address poverty and distributional outcomes.
While much import liberalization has already
occurred, further liberalization appears
possible for some developing countries,
notably within agriculture. With that in mind,
three actions are critical:

e First, IEG recommends that, at the country
level, all new projects with trade policy com-
ponents include a discussion of this issue that,
at a minimum, draws on the cross-sectoral ex-
pertise of economic policy, poverty, gender, pri-
vate sector development, and (as appropriate)
agricultural and rural development units, as well
as existing research in the country. Identifica-
tion of possible transitional costs and an as-
sessment of the existing institutional framework
for cushioning shocks and actions to mitigate
or minimize shocks would be important con-
siderations in the discussion. Placing trade in
a broader discussion of the determinants of
poverty will help ensure that this is not a me-
chanical exercise, but one rooted in its ex-
pected importance.

* Second, at the institutionwide level, and fol-
lowing the Bank’s statement at the Cancun
Ministerial in 2003, IEG recommends that a
concrete program of adjustment assistance be
developed more rapidly to respond to the
trade-related shocks that developing countries
may face. To the extent that such a program is
no longer deemed relevant, it would be help-
ful for management to clarify this.

* Third, IEG recommends a more systematic
program of research on micro-level adjust-



ment to trade policies, looking at firms, indi-
viduals, and households.

Recommendation 2:

Revisit the Balance between Global and
Country Agendas and Strengthen Operational
Links on Trade Issues

IEG recommends that management revisit the
balance between its activities at the global level
on the one hand, and on the Regional and
country agenda on the other. Given the
multisectoral nature of trade issues, a participa-
tory process that involves operational sector
colleagues, other networks, and the Trade
Department is likely to yield the greatest
benefits. Operational linkages need to be
strengthened among different units of the
Bank and greater emphasis placed on country
and field operations. Three actions are
necessary:

* First, greater strategic and intellectual guid-
ance is needed from the Trade Department
with respect to the conceptual framework
within which country teams should consider
trade issues. The design of a guidance note and
upstream support on a pilot basis to country
teams planning country assistance strategies
would be practical first steps and would help
distinguish cases where trade is logically a pri-
ority element in the country dialogue.

e Second, in three thematic areas of focus, a
more formal set of arrangements between op-
erations, networks, and the Trade Department
is needed to maximize synergies—agricultural
trade and policies, services liberalization, and
distributional outcomes associated with trade
policies.

¢ Third, as has been done between the Transport
and Agriculture Units on the one hand, and the
Trade Department on the other, IEG recom-
mends that working arrangements with the
Private Sector Department Vice-Presidency be
established to highlight the interface between
the two areas and bring the global dimension
to bear more precisely. This cross-fertilization
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of trade and the need for better integration of
trade and the finance, private sector, and in-
frastructure (FPSI) work program is especially
evident in the work on trade in services.
Greater interaction between the Trade De-
partment staff specialists in trade in services and
the subsectoral expertise in transport, power,
finance, telecoms, and so on located in FPSI is
needed.

Recommendation 3:
Strengthen Knowledge Management Efforts
Two actions are important in this area:

* First, a concerted effort to bring all country
economists up to date on the main features and
applications of the World Integrated Trade So-
lution (WITS) software would enhance their
awareness of the global trade issues and their
implications for the countries they work on. It
would also enable them to supervise research
assistants and consultants and to seek further
training if and when needed.

* Second, knowledge management efforts could
reflect greater cross-fertilization with other
networks and better integrate trade work done
in the center with country-level work on agri-
culture, economic policy, labor markets, and
private sector development. As part of these ef-
forts, the possibility of joint thematic groups
with other networks should be explored. More
generally, [EG recommends a more effective
use of knowledge management tools tailored
to key target groups—across sectors. A mech-
anism to obtain regular systematic feedback
from operational staff on the most immediate
and relevant trade-related topics would be
helpful, as the survey identified gaps, despite
the canvassing conducted by regional trade
coordinators during the year. Finally, greater
sharing of country experience in particular
areas, much as was done with the work in agri-
cultural standards, is needed. This will require
greater support from the center to ensure
quality at entry for project design, as well as eco-
nomic and sector work.
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ACRONYMS AND ABBREVIATIONS

AAA
AERC
AFR
CAFTA
CAS
COMESA
CPI
CPIA
DEC
DECRG
DFID
DTIS
EAP
ECA
EPZ
ESAF
ESSD
ESW
FDI
FPSI
FY
GDP
GEP
IBRD
IDA
IEG

IF

IMF
LAC
LDC
MERCOSUR
MFA
MIT
MNA
NAFTA
NGO
NTB
OECD
OED
PREM

Analytical and advisory activities

African Economic Research Consortium

Africa Region (Sub-Saharan Africa)

Central America Free Trade Agreement

Country Assistance Strategy

Common Market for Eastern and Southern Africa
Consumer price index

Country Policy and Institutional Assessment
Development Economics

Development Research Group

Department for International Development (U.K.)
Diagnostic Trade Integration Study

East Asia and Pacific Region

Europe and Central Asia Region

Export Processing Zone

Enhanced Structural Adjustment Facility
Environmentally and Socially Sustainable Development
Economic and sector work

Foreign direct investment

Finance, Private Sector, and Infrastructure

Fiscal year

Gross domestic product

Global economic prospects

International Bank for Reconstruction and Development
International Development Association

Independent Evaluation Group

Integrated Framework for Trade-related Technical Assistance
International Monetary Fund

Latin America and the Caribbean Region

Least developed country

Southern Common Market

Multi-Fibre Arrangement

Massachusetts Institute of Technology

Middle East and North Africa Region

North American Free Trade Agreement
Nongovernmental organization

Nontariff barrier

Organisation for Economic Co-operation and Development
Operations Evaluation Department of the World Bank*
Poverty Reduction and Economic Management
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PRSP Poverty Reduction Strategy Paper
PSD Private sector development

QR Quantitative restriction

RTA Regional trading arrangement

SAL Structural adjustment loan

SAR South Asia Region

SECAL Sector adjustment loan

SIL Sector Investment Loan

SME Small and medium-size enterprise
SPS Sanitary and phytosanitary standards
TA Technical assistance

TAE Trade Assistance Evaluation

TCB Trade-related capacity building

TNC Trade Negotiation Committee
UNCTAD United Nations Conference on Trade and Development
UNDP United Nations Development Programme
WBI World Bank Institute

WDR World Development Report

WITS World Integrated Trade Solution
WTO World Trade Organization

ZCCM Zambia Consolidated Copper Mines

*OED has changed its official name to Independent Evaluation Group (IEG). The new designa-
tion “IEG” will be inserted in all of IEG’s publications, review forms, databases and Web sites in
the next few weeks.
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Chapter 1: Evaluation Highlights

e While trade has helped expand the global economy, the gains
have been uneven.

e The Bank has contributed to trade both intellectually and fi-
nancially, stressing its potential contribution to economic de-
velopment.

e The evaluation assesses the effectiveness of Bank trade as-
sistance between fiscal years 1987 and 2004.



Introduction

conomists have long viewed international trade as an engine of overall
economic growth. Greater volumes of trade among countries have
partly fuelled the expansion of the global economy and increased
wealth for many of its members, although the distribution of the gains has been

unequal.

The Bank has supported the reform of trade
policies and the strengthening of trade-related
institutions and infrastructure in its client
countries. Between fiscal years 1987 and 2004,
about 8.1 percent of total Bank commitments
(or $38 billion) went to 117 countries to help
them better integrate into the global economy.!
This financing has been accompanied by a large
volume of analytical work in the form of
operational economic and sector work,
numerous research publications on trade, and
working papers on trade-related topics.

This period also coincides with a worldwide
expansion of trade and trade liberalization in
developing countries. Export growth has
outpaced growth in gross domestic product
(GDP) over the past three decades, and
average tariffs have fallen steadily globally
(figure 1.1). The Bank has both influenced and
been influenced by these developments.
Appendix Al highlights key developments in
international trade both inside and outside the
Bank over the past two decades.

Rationale for Bank
Involvement

The Bank’s interest in
trade has gone through
three phases. During the 772frastructure.
first phase (starting in the

1980s and extending to the mid-1990s), the Bank
based its the perceived
importance of trade for economic growth and on
the role of openness in enhancing a country’s
economic efficiency. Important channels
between trade and growth were assumed to
include improved resource allocation from
changes in relative prices, stronger incentives for
adaptation and innovation, cheaper capital
goods, and higher foreign direct investment
flows associated with new trade opportunities.
By increasing incentives and the profitability of
exporting, Bank support for trade reform was
expected to help expand and diversify exports by
improving what was then known as the enabling
environment (now commonly referred to as the
investment climate) .

involvement on

The Bank bas strongly
supported trade-related
policies, institutions, and
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Figure 1.1: Declining Import Tariffs, But Some Regions Still Significantly Protected
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Since 2001, the Bank bhas

During the second phase, from the mid to
late 1990s, the Bank’s focus on trade
diminished. Analytical work and (to a lesser
extent) lending were reduced from the first
phase. The most evident aspect of the
diminished attention to trade was the merging
of two trade units and an accompanying
reduction in the number of staff working on
trade issues. The concurrent elimination of the
old technical units under the reorganization of
1996 dispersed trade experts throughout the
institution, and several subsequently moved on
to work on non-trade issues.

Following this lull in Bank trade activities
during the second half of the 1990s, when trade
lending slowed considerably, the Bank expanded
its trade work following the Doha Trade Minister-
ial in 2001—through research, advocacy, capacity
building, and operational
activities. The Bank estab-

viewed the multilateral jished a Trade Depart-

trading system as a ment
framework for clients to

in July 2002,
comprising units from the
Development Economics

achieve greater ecOonOmMic (pgcy  vice-Presidency;

integration. Poverty Reduction and

Economic Management (PREM) Vice-Presidency,
and World Bank Institute (WBI) to help further
the trade agenda.

In this third phase, the Bank’s increased
interest in and support for the current multilat-
eral trade liberalization talks rests on several
assumptions. First is the idea, as outlined in a
2001 trade development report, that progress
on important issues such as agriculture and
services liberalization is most likely to occur in a
multilateral framework. Second, smaller
countries would have greater bargaining power
and protection in the multilateral system. Third,
larger developing countries would benefit from
the dispute settlement mechanism. The fourth
assumption is that developing country partici-
pation in the World Trade Organization (WTO)
would help lock in domestic trade reforms, and
thereby boost investor confidence. Above all,
there was an implicit assumption that the
Bank’s client countries would benefit from
having the institution act as an “honest
broker”—a counterweight to the interests of
the developed world.

Despite the importance of trade in the Bank’s
corporate agenda over the past three decades,



INTRODUCTION

twofold. At the global No formal strategy
level, the Bank assumes guided the Bank’s trade

a much more proactive ,
ore Proactive . vork in the 1980s and
role. Specifically, it aims

the institution did not have a formal strategy
until recently. During the 1980s, however, some
influential research appears to have guided
operational policies on trade liberalization (and

indeed, the intellectual environment within the
Bank for trade reform). The Bank-sponsored
work of Balassa, Choksi, Krueger, Michaely,
Papageorgiou, and others outside the Bank
played an important role. These earlier studies
noted the complexity of trade reform and
emphasized sequencing (with stabilization
preceding other reforms in the presence of high
inflation). They also highlighted the need to
consider the fiscal implications of trade liberal-
ization, and noted the importance of comple-
mentary policies (elimination of price controls
and regulations, financial policy reforms, labor
market liberalization, infrastructure improve-
ments, and institutional reforms) to improve the
payoff to trade reform.

to promote changes in 1990s.

the world trading system

to make it supportive of development—
especially of the poorest of the developing
countries and of the poor across the develop-
ing world. At the country level, the Bank aims
to promote integration through trade as a core
aspect of country development strategies.

Objective of the Evaluation

This evaluation assesses the effectiveness of
the Bank’s assistance to client countries for
trade between fiscal years 1987 and 2004, based
on the Bank’s strategies and objectives
embedded in the 1987 WDR (and later codified
in OD 8.60) and the 2002

While there was no formal trade strategy Instead, several Bank

prior to 2001, three key documents provided
strategic and technical guidance on Bank trade

trade progress report.
Trade assistance in this documents provided

context refers to lending guidance f()r ref()rn/ls_

policy advice. These are the 7987 World
Development Report (Industrialization and
Foreign Trade), a 1989 report on strengthening
trade policy, and the section on trade adjust-
ment lending in Operational Directive 8.60.
The main policy reforms embedded in these
documents included replacing quantitative
restrictions with tariffs as a useful first stage of
trade liberalization, maintaining low and
relatively uniform tariffs for reasons of efficiency
and political economy, realistic exchange rates
requiring low inflation, studies of the economic
costs of existing policies and evaluations of the
expected benefits of reform, improved data on
indicators and measures of nominal and
effective protection, and strengthened capacity
of reforming countries to assess their own
policies. The World Development Report
(WDR) also supported the increased use of
conditionality in structural adjustment lending

operations, analytical
work (research as well as economic and sector
work [ESW]), advocacy, and capacity building
activities that are intended to enhance the
environment and capabilities of Bank clients to
produce and trade goods and services in the
global economy.®

Capturing the effectiveness of the Bank’s
trade work is challenging for at least three
reasons. First, country conditions influence the
effectiveness of trade reforms and assistance,
including  macroeconomic  environment,
endowments, non-trade investment climate
factors (notably institutions), governance and
political economy dynamics, and institutional
capacity. It is often difficult to disentangle trade’s
contribution from these other determinants.

Second, international external factors also
influence government attitudes toward trade
and government’s ability

This study evaluates
lending and nonlending
assistance for trade
between fiscal years 1987

as a catalyst for trade reform. Operational
Directive 8.60 contained additional guidance
that eventual tariff levels were to range between
5 and 20 percent.*

Current Bank objectives in trade (first articu-
lated in a 2002 trade progress report) are

to implement policies
supportive of trade.
Especially relevant are
commodity price shocks;
market access; and the
country’s participation and 2004.



in regional, bilateral, or multilateral trading
arrangements.

Third, other actors, such as the private
sector, bilateral and multilateral development
agencies, and nongovernmental organizations
(NGOs), influence the pace and nature of
reforms.

The broad evaluative question relates to the
development effective-
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period, did the Bank succeed in integrating
trade in Country Assistance Strategies?

This report is timely for two reasons. One is
that no comprehensive and independent
evaluation of Bank assistance on trade has been
done since the early 1990s.° The second reason
is the recent resurgence in Bank attention to
trade issues; the evaluation is intended to shed

Evaluative questions
ness of the Bank’s

assistance on trade,
specifically, growth and
poverty reduction. In
addition, the evaluation
addresses the following
poverty reduction. two questions:

) some light on where to go from here.
examine the relevance

and effectiveness of Bank
trade assistance and its
impact on growth and

Conceptual Framework and Methodology
The conceptual framework underpinning the
evaluation builds on a logical framework of the
links between Bank actions (inputs), desired
objectives, outputs, outcomes, and impacts

A logical framework
linking Bank inputs to
outcomes underpins the

* Relevance of Bank assistance: Was the
Bank’s trade-related assistance relevant to
promoting improved trade and economic
outcomes? Did the Bank “do the right things”?
Specific examples include whether the advised
speed and sequencing of trade reforms and as-
sociated conditionality were appropriate, and
to what extent these inputs were grounded in
adequate research and analytical work. To what
extent did Bank trade advice and support take
key external factors (such as multilateral trade
liberalization, multilateral institutions/rules,
industrial country policies, and the rise of re-
gionalism) into account? Was the Bank’s trade
support accompanied by appropriate and rel-
evant complementary policy and institutional
reforms in the countries? To what extent did the
Bank’s assistance on trade focus on poverty and
distributional outcomes?

* Effectiveness of Bank assistance: Were Bark-
supported interventions effective and efficient
in achieving their stated objectives? Did the
Bank “do things right’? Specific questions in-
clude whether Bank-supported interventions
facilitated trade reforms. What was the impact
of Bank trade assistance on specific outcomes

such as protection, import

liberalization, export sup-
ply response, and eco-
nomic growth? What were
the distributional out-

evaluation. comes?In the more recent

(figure 1.2 and Appendix A2 provide illustrative
indicators).” The main desired immediate
outcome of the Bank’s support for trade (based
on an analysis of project documents) is
improved trade performance: higher export
volumes, faster export growth rates, a more
diversified basket of exports, cheaper and more
readily available imports, and greater integra-
tion in the global economy. The underlying
assumption behind these objectives (often
explicitly stated) is that expanded trade will
contribute to achieving the Bank’s overarching
goal of poverty reduction in two ways—by
contributing to economic growth and by
creating jobs (Wood 1997, 1995). The study’s
analysis takes place at the project, country, and
global levels.

The evidence on which this evaluation
rests includes an Independent Evaluation
Group (IEG) portfolio review, background
papers, interviews with key stakeholders,
surveys, and country case studies and desk
reviews.® In addition, it draws from the
extensive literature on trade issues published
inside and outside the Bank. Finally, as
appropriate, it draws on related IEG reviews
such as those of Global Public Goods (IEG
2004a), the Investment Climate (IEG 2004b),
and Lines of Credit (IEG 2005).

The study has six chapters in line with the
results-based approach outlined above.
Chapter 1 comprises an introduction to the
scope, objective, and organization of the report,



INTRODUCTION

Figure 1.2: Conceptual Framework for the Evaluation

while Chapter 2 briefly reviews the literature. reviews the main economic outcomes and
The next three chapters focus on inputs, impacts. Chapter 5 analyzes the resurgence of
outputs, and outcomes. Specifically, Chapter 3  Bank trade activities since 2001, while Chapter
examines the inputs, trends, and evolution of 6 concludes with the main findings and
Bank assistance in trade, while Chapter 4 presents specific recommendations.




Chapter 2: Evaluation Highlights

e Despite long-term benefits from trade, trade liberalization is
often controversial.

e The literature has extended the factors that help maximize the
benefits from trade liberalization.

e Design of trade reform, complementary policies, geography,
and institutions matter to differing degrees in each country.



Lessons from the

Literature

he literature generated by the debate on the effect of trade and related

policies on country economic performance concludes that although

trade offers long-term benefits for developing countries, trade liberal-
ization alone is not sufficient for economic growth.

Rather, it has become clear that maximizing
trade and welfare outcomes depends on the
underlying macroeconomic
policies for export development, the design
and sequencing of trade policies, external
constraints and opportunities, and comple-
mentary policies that contribute to the overall
investment climate. These factors in the
outcome of trade liberalization, together with a
summary of the lessons from previous IEG
assessments, are the subject of this chapter.
The objective is to provide context for the
evaluation of the Bank’s approach to trade.!
The chapter partly draws on Oyejide (2004)
and the literature survey in Appendix B1.

environment,

Trade Policy Reform and

Economic Growth

The first multi-country studies of developing
countries’ trade regimes (Little, Scitovsky, and
Scott 1970; Balassa and Associates 1982; and an
influential study done by the NBER and
summarized in Bhagwati 1978 and Krueger
1978) systematically detailed the inefficiencies
of the import-substituting development strate-
gies that prevailed throughout the developing

world. The studies were Early multicountry

influential in promoting ¢74,//ies p,ﬂom0ted
export orientation as a

path to more rapid
economic growth.?
Despite the potential growth.
benefits from trade,
policies related to trade liberalization remain
controversial in some circles.? First, critics
assert that these policies led to instances of
liberalization that proceeded too rapidly, result-
ing in severe transitional costs of adjustment
reflected in increased poverty, deindustrializa-
tion, and job loss.
A second criticism

revolves around design Despite the expected

issues. Critics argue that
the Bank recommends
the same programs for
all countries, taking too
little account of differing
country circumstances. They also assert that the
Bank emphasizes “import liberalization” at the
expense of “export promotion,” despite
evidence from the East Asian countries that
promoted export growth before general import

benefits, trade

controversial.

outward orientation as a
path to more rapid

liberalization is often
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between trade reform
and growth are often

Process may differ from liberalization by using

duty drawbacks and
preferential exchange
rate schemes.

Third, in contrast to the “first best” world
that underpins trade theory, the “real” world
has several deviations that are likely to
influence the outcome of unilateral trade
liberalization. Protectionism in industrial and
other developing countries, the rise of region-
alism, and unanticipated political events are
just three factors that can result in unantici-
pated outcomes. Therefore, some observers
have criticized the Bank for not taking these
factors into account.

The expected benefits from trade may not
be fully realized in the short run for several
reasons:

textbook theory.

* Inappropriate macroeconomic policies, such
as incomplete stabilization, resulting in con-
tractionary fiscal or monetary policies that
squeeze out credit from the private sector and
reduce the entry of new firms, or lead to ap-
preciation of the real exchange rate, thereby re-
ducing competitiveness

* Missing complementary (so-called “behind-the-
border”) policies and institutions to support
faster export growth, such as customs, rule of
law, quality and standards, and trade logistics*

* Insufficient or inadequate skills and capital to
take advantage of emerging opportunities that
arise from the liberalization

* External constraints such as market access.

Beyond these points on imperfect trade
liberalizations, there are questions about the link
between trade reform and economic growth.
The econometric evidence on the links between
trade reform, economic growth, and trade
performance remains mixed.> It has proven
difficult to use the cross-sectional approach to
establish causality and to identify the role of

other intervening factors

The econometric links such as geography and

institutional elements. In
particular, the verdict is
still out on the relative
inconclusive. importance of each factor.

Researchers continue to extend existing
methodologies to explore the links between
trade reform and growth. They have focused
on refining the measurement of “openness”
and on incorporating additional economic
variables that influence whether trade liberal-
ization results in accelerated economic growth,
and, if so, the extent of this influence. By identi-
fying the years when non-reversed trade
liberalization programs were launched and
using panel regression techniques, Wacziarg
and Welch (2003) find that, on average, growth,
investment, and openness increase after trade
liberalization.

Others have focused on the role of
additional country-specific factors, such as
institutions (Rodrik, Subramanian, and Trebbi
2004; Freund and Bolaky 2004) and comple-
mentary factors (Chang, Kaltani, and Loayza
2005).

The new growth theory predicts that
openness to trade (and investment) increases
access to new technology; enhances efficiency
by making market structures more competi-
tive, allowing the exploitation of economies of
scale; and by spurring innovation. In a study of
93 countries, Edwards (1998) finds that total
factor productivity growth is faster in more
open economies. Subsequent work in this area
has supported this finding (Tybout 2003; Choi
and Harrigan 2003; Amiti and Konings 2005).
De Melo (2005) documents how the Bank’s
research in this area has contributed to
establishing the microeconomic channels at
the firm and sector levels through which trade
openness contributes to economic growth.

Building on enterprise and census surveys in
manufacturing, Bank research contributed to
establishing the beneficial impact of “import
discipline” on pricing and productivity gains.
More recently, De Melo notes that Bank industry
studies have complemented firm-level studies
by establishing the links among a variety of
factors (research and development embodied in
trade, foreign direct investment [FDI|, and
product variety) and productivity growth.

Despite differences of opinion among
econometricians on the causal relationship
between trade reform and economic growth,



there are areas of common ground. Few, if any,
countries have grown rapidly and reduced
poverty by following a long-term autarkic
approach. As noted in Panagariya (2004), neither
Rodrik (1999) nor Stiglitz (2002), critics of the
Bank’s approach to trade liberalization, dispute
the benefits countries can gain by opening up
their economies. Researchers on both sides of the
issue also increasingly agree on the importance of
country specificity and of institutions in disentan-
gling the policies that affect trade and growth.
Table 2.1 (and Appendix B1) summarizes the
main lessons from the literature on the impact
of the underlying macroeconomic environ-
ment, policies for export development, the
design and sequencing of trade policies,
external constraints and opportunities, and
complementary policies on trade outcomes.

Lessons from Past IEG Evaluations
Previous IEG trade-related evaluations focused
on agriculture (IEG 1996a), industrial sector
and policies (IEG 1991b, 1995), aspects of trade
adjustment lending (IEG 1991a, 1992a), social
impact of lending (IEG 1997, 1999), and trade
infrastructure  (IEG  1996b).° These are
summarized in Appendix B2.

The main trade-related conclusions and
recommendations of those studies were:

* The Bank paid inadequate attention to the

LESSONS FROM THE LITERATURE

role of selective pro-
motion in export de-
velopment. It would be
useful to increase sup-
port for technology de-
velopment, improved
information about mar-
ket opportunities for
exports, and labor
training.

Reduce trade condi-

With respect to design,
there is consensus on the
role of macro, exchange
rate, and complementary
policies, but less
agreement on the role of
selective and industrial
policies.

tionality to a few key variables that would be

€asy to monitor.

Achieve macroeconomic stabilization before
trade liberalization and better coordinate tax
and trade reforms (stronger conclusion than

the literature).

Greater internal competition is needed to pre-
vent deregulation from becoming anti-com-

petitive.

Identify  population
groups negatively af-
fected by trade reforms
and use well-targeted re-
lief measures for losers.
Strengthen the links
between poverty and
macroeconomic poli-
cies, such as trade and
exchange rate policy, in
poverty assessments.

Findings from previous
OED ratings of trade-
related activities are
largely consistent with
the literature, but place
stronger emphasis on
macro stabilization as a
prerequisite.
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Policy / issue Literature
Macroeconomic Environment and Trade Policy Reform
Macro stabilization Necessary to have significant effects on resource allocation.

Literature less clear on whether trade policy reform should be implemented after macroeconomic stability has been
achieved or whether it should proceed simultaneously (Dean, Desai, and Riedel 1994).

Real exchange rate Strong consensus on relevance; perhaps single most important variable (Williamson 1997).
Considerable empirical evidence shows real exchange rate misalignment detrimental to export growth, and that real
exchange rate variability and uncertainty associated with negative effects on export performance (Diaz-Alejandro 1984;
Paredes 1988; Caballero and Corbo 1989).

Timing of foreign For countries with overvalued currencies, the first step in the adjustment process has typically been a sustained
exchange liberalization  real devaluation, which enables the real exchange rate to be held stable before implementing any trade
liberalization.

Policies for Export Development

Compensatory measures  Effectiveness of these incentives—and other industrial policy measures—continues to be debated (Pack 2000).
designed to offsetany ~ Successes noted in East Asia; export processing zones have been effective in Madagascar, Mauritius, and Mexico;
inherent anti-export temporary subsidies stimulated the growth of nontraditional exports in Chile.

bias in a trade regime Changes in the economic environment and in the international “rules of the game” mean more constraints using
Additional incentives these compensatory measures (Lall 2004).

meant to address These constraints not necessarily overwhelming (Amsden and Hikino 2000; Chang 2004).

specific problems that

exports face

Design, Sequence, and Duration of Trade Policy Reform

Components of the The literature is relatively clear on the components and sequence of actions on the import and export sides.
trade reform package Imports: eliminate quantitative restrictions first. Exports: Remove export licensing and bans at the same time
and the sequence in as restrictions on imported inputs used by exporters. Next, export taxes and other export incentives.

which the various
elements should
be reformed

How long it should Evidence on the intensity of reform (strong or moderated) and its speed (sudden or gradual) is less conclusive, with
take to complete more recent literature discounting political economy benefits of speed (credibility, signaling) in favor of gradualism
trade reform? to reduce adjustment costs (Winters 2000), from competing interest groups (Collier, Greenaway, and Gunning 1997).
External Constraints and Opportunities

Role of multilateral Mixed; in theory more equal playing field but empirical evidence scant and mixed (Rose 2004; Subramanian and
negotiations/system Wei 2003) and rising bilateralism poses a challenge.

Market access in External market constraints may cause problems for developing countries that adopt outward-oriented trade
Organisation for strategies (Cline 1989; Ghosh 1992).

Economic Co-operation  Preferential market access has helped some developing countries to take advantage of export opportunities in

and Development preference-giving countries. But the schemes have not fully eliminated the trade barriers faced.

countries Remedies include duty-free and quota-free market access to all exports of low-income and small countries

(Hoekman and others 2003).
Poorest countries must first be assisted to address their export supply capacity constraints through increased
investment in infrastructure and skills (Helleiner 2002a).
Complementary and Limited empirical evidence is inconclusive and it is difficult to make broad generalizations. Papageorgiou and
mitigating measures others (1991) and Matusz and Tarr (1999) suggest that the costs of trade policy reforms are small, even in the short
term. More recent studies that focus on least-developed countries (such as Oyejide, Ndulu, and Gunning 1999)
show that short-term costs constitute realistic concerns.
Winters (2000) concludes: More protected sectors likely to have greater transitional costs, may also offer the
largest long-run returns to reform; if labor market is exposed to large shocks emanating from policy reforms that
render it dysfunctional, transitional unemployment may be larger in volume and longer in duration; and rapid or
concentrated reforms more likely to generate transitional losses through unemployment than more diffuse reforms.

Source: Appendix B1.
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Chapter 3: Evaluation Highlights

Lending for trade varies but shows a secular decline.

Trade conditionality and trade lending have fallen.

Trade facilitation, largely customs, is most frequent area of
support.

Trade economic and sector work is on the rise, and it is pay-
ing more attention to institutional and welfare issues.



Inputs, Trends, and
Evolution of World Bank
Trade Assistance

his chapter reviews the scope, trends, and evolution of World Bank as-
sistance on trade to its client countries from fiscal year 1987 through

2004.

Until the 1980s, the Bank was project-focused,
but in the 1980s and 1990s it became increas-
ingly involved in policy reform using noninvest-
ment loans. Lending for trade adjustment
through Structural and Sector Adjustment
Loans (SALs and SECALs) to address balance of
payments problems accounted for 25 percent
of all adjustment lending during the 1980s.
Bank analytical work was also important in the
policy dialogue with client countries.

Lending Inputs to Trade
IEG carried out a comprehensive review of the

lending operations that were partly or fully
focused on trade in 117 countries.? This
assistance of about $38 billion supported free-
standing trade loans and loans with trade-
related components—about 8.1 percent of
total Bank commitments during this period.

Despite the common perception that trade
was a large part of the Bank’s portfolio, the
share of trade-focused lending operations? in
the Bank’s total commitments was comparable
to that for the Bank’s major sectors of
assistance such as education, health, and public
governance.

Bank’s portfolio to identify trade-related Since reaching just Lendingfor trade bas
projects. Bank trade-related support can be over $3 billion annually
classified into six main areas: trade liberaliza- in 1993, Bank lending for Jluctuated, but shows a
tion, institutional trade facilitation (for example, trade has varied, but l()ng-term decline.

customs), infrastructure-related trade facilita-
tion (for example, air freight, ports), private
trade financing, public trade financing, and
technical assistance for trade negotiations and
the WTO accession processes (Appendix C1).!

Magnitude, Relative Importance, and Trends

Bank lending for trade was substantial during
the period under review. Between 1987 and
2004, the Bank supported more than 500

continues a long-term

pattern of decline (figure 3.1). Several concur-
rent events may be linked to this trend. To
begin with, as discussed in the next chapter,
many countries liberalized their trade regimes
in the 1980s, so that trade-related lending
adjustment became less necessary, and it is not
surprising that trade lending would decline.
Liberalization was further deepened through
regional agreements.



ASSESSING WORLD BANK SUPPORT FOR TRADE, 1987-2004

Number of projects

In addition, over this period, the Interna-
tional Monetary Fund (IMF) became more
prominent in trade policy advice and incorpo-
rated trade conditionality in its stand-by
arrangements. The share of Fund programs
with formal trade conditionality rose from 55
percent in the years before 1995 to 70 percent
between 1998 and 2001, though this has
dropped in the four years since (IMF 2005).
The decline in Bank lending would have been
even more dramatic if not for the East Asia
crisis in 1999 and the emergence of new clients
in Europe and Central Asia (ECA) during the
1990s. Several of these clients undertook trade-
related operations, including a large multi-
country trade facilitation project in 2001.

In the past four years, a modest resurgence
in trade-related lending has occurred in
tandem with renewed interest in trade by the
Bank and its clients. This lending is limited to a
few countries and focuses on trade facilitation
initiatives, which comprise two-thirds of all
new lending. Given the significant volume of

previous adjustment lending, it is unclear
whether that lending will recover to the levels
of the early to mid-1990s.

Thematic Focus: From Trade Liberalization

to Trade Facilitation

The overall figures conceal a shift in the composi-
tion and emphasis of trade lending over the past
two decades. While Bank assistance in the early
1980s focused on direct lending to development
banks through lines of credit for trade finance,
by the beginning of 1987 lending was concen-
trated on trade liberalization and more direct
trade promotion activities, such as supporting
trade-related institutions and exporters (figure
3.2). Together these two categories accounted
for 70 percent of all lending for trade between
1987 and 1994. In part, this was linked to the
export-led growth messages of the 71987 World
Development Report. But it was also attributable
to reform-minded policy makers (notably in Latin
America) who believed in the benefits of trade
liberalization.
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Figure 3.2: The Thematic Focus of Bank Lending for Trade: Trade Liberalization and Direct Lending

to Exporters Gave Way to Trade Facilitation

Trade thematic lending, 1987-2004

100 7

90 A -
80
70 7
60
50
40
30
20
10 A
0 -

Percent

1987-94

@ Institutional trade facilitation
[ Private trade financing

B Physical infrastructure trade facilitation

Source: Trade Assistance Evaluation Project Database.
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Note: Total lending - 1987-94 = $22.1 billion; 1995-99 = $10.2 billion; 2000-04 = $5.1 billion.

During the mid-1990s, while trade liberaliza-
tion remained an important component of
Bank lending for trade (33 percent), the focus
on trade facilitation activities intensified as
attention shifted to broader investment climate
issues such as the importance of trade logistics
in competitiveness and the global value supply
chain. On the infrastructure side, greater
emphasis on the trade benefits from infrastruc-
ture improvements was evident in major
commitments supporting international road
corridors and ports. The number of loans
devoted to trade-related institutions (primarily
customs) accounted for 37 percent of trade-
related lending between 1995 and 1999,
making this the single largest thematic area
supported.

Lending for trade liberalization has moved
in waves across Regions over time, suggesting a
“neighborhood” effect. Large amounts initially
supported a set of early reforms in the Latin
America and Caribbean Region (LAC). The
emphasis then shifted to Sub-Saharan Africa.
Over time, the Bank moved to support Middle

East and North African /he composition and

countries, and then ¢ynphasis of trade lending

most recently to Eastern
Europe and Central Asia

trated during the crises
in the late 1990s.

In the past four years,
lending for the institutional and infrastructure
aspects of trade facilitation has increased
further as a share of trade-related lending.
Institutions-related trade facilitation accounted
for almost half of all trade-related lending
between 2000 and 2004, while lending for trade
liberalization declined noticeably.* While
lending and advice related to the multilateral
trading system continues to be minuscule, the
number of Bank lending operations including
such support during the 3 most recent years
was double the number during the preceding
13 years.

Much of the Bank’s earlier work on trade-
related capacity building was embedded in

facilitation.

bas shifted over two
(Appendix C2). Lending decades from trade
to East Asia was concen- [iberalization to trade



lending operations and is more properly
defined as technical assistance.’ Between fiscal
years 1987 and 2000, there were 29 trade-
related technical assistance projects, of which
20 are closed and 9 are still active. The
overwhelming majority of these interventions
(20 out of 29) focused on support for customs
reform and modernization, or on analysis
related to trade policy reform.

What Was Recommended? The Design of Trade
Adjustment Loans
At the height of adjustment lending in the
1980s, trade policy accounted for a quarter of
all structural adjustment conditionality. Trade
conditionality offers a useful and systematic
way to identify actions that the Bank assumed
were most critical. This section draws on a
trade conditionality database (built from
information in the Bank’s Adjustment Lending
and Conditionality Implementation Database
and an IEG desk review of loan agreements) to
analyze the design of trade adjustment loans
between fiscal years 1987 and 2004.°

The sample characteristics are presented in
table 3.1. These 152 loans include all adjust-
ment loans with trade components exceeding
10 percent.” The sample constitutes 65 percent
of all non-emergency rehabilitation adjustment
loans with trade components (regardless of
size) that were approved and closed between
1987 and 2004, and 89 percent in value. Of the
65 countries, 25 received three or more trade-
related adjustment loans. The average number
of trade-related adjustment loans received by
the countries was 2.3; the median was 2.

Focus of Lending Conditions

The focus of Bank trade conditionality has

varied over time and across Regions, but some
general patterns can be

ASSESSING WORLD BANK SUPPORT FOR TRADE, 1987-2004

Between 1987 and 1990, import-related
policies comprised almost half of all conditions
(or 6.4 conditions on average per loan) in all
Regions except South Asia (figure 3.3 and
Appendix C3).” With the exception of South
Asia, the emphasis on industrial policies was
greater between 1991 and 1999 compared with
the earlier period. Conditionality in this period
reflected the importance the Bank placed on
increasing enterprise efficiency and the Europe
and Central Asia effect, resulting in continuing
and expanding privatization.

Very few supporting policy conditions
involved labor market and safety net issues or
non-customs trade-related institutions. The lack
of attention to labor market rigidities was an
oversight. While the literature does not yield
strong evidence of employment losses from
greater openness (see, for example Papageor-
giou and others 1991; Revenga 1995 on Mexico;
Currie and Harrison 1997 on Morocco;
Bourguignon and Goh 2004 on East Asia), distor-
tions in the labor markets can influence the
extent to which trade liberalization is associated
with gains in employment and lower poverty.

In the five most recent years, trade-related
conditions have been quite diverse across
Regions. This may be because of the relatively
small size of the sample during this period (20
lending operations), which renders Regional
breakdowns less informative. Over time, export
promotion has risen in importance in almost
every Region.

Conditions related to the exchange rate and
to foreign exchange rate management were the
least frequently represented condition
(7 percent) between 1987 and 2004. They were
most heavily emphasized at the beginning of
reforms, consistent with the advice from the
literature, and these conditions were normally
met (reflected in reduced black market

Trade conditions have discerned. Trade-related
focused on imports, conditionality is classi-
fied into four areas:
import-related, export-
and supporting policies. related, exchange rate
and foreign exchange—
related, and industrial or supporting policies

(box 3.1).8

premiums for the countries with available data).

In addition, the “Concordat” with the IMF meant
hat the | likel ivi

exports, exc hange rates, t‘ att .(? aFterﬂwaS more likely tg be g1vl1ng10and
conditioning” exchange rate policy advice.

Sequencing of Conditions: Did the Bank Follow

a “One-Size-Fits-All” Approach?

A common criticism of the Bank’s trade advice
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Sample?
Loans Countries

Geographic Region

Africa 69 26

East Asia and Pacific 12

Europe and Central Asia 13

Latin America and the Caribbean 32 15

Middle East and North Africa 14 5

South Asia 12 5

Total 152 65
By income

IDA 34

IBRD 31
Time periods (number of loans)

1987-90 44

1991-99 88

2000-04 20

Sources: Tsikata (2005) based on calculations from the IEG Trade Policy Conditionality Database; Adjustment Lending Conditionality and Implementation Database (ALCID).

Note: Sample also includes 29 loans with trade component < 10%. Of the 29 loans, the following countries have other loans within the larger sample of 152 loans: Bulgaria, Cameroon,
Malawi, Mexico, Morocco (2), Mozambique, Niger (2 loans with trade component <10%), Romania, Sierra Leone, Tanzania, Tunisia, Vietnam, and Zambia (4). The remaining 11 loans went
to countries that did not have any other loans during the review period and were thus included for completeness.

a. All adjustment loans with =10% of trade-related components, excluding Emergency Rehabilitation Loans.

is that it has followed a “one-size-fits-all”
approach. This section examines that criticism.
In terms of sequencing, on the import side,
policies aimed at reducing or eliminating

quantitative restrictions (QRs) and other forms
of nontariff barriers were typically the starting
point, consistent with the literature. In two-
thirds of the countries (42 out of 65), QRs were

Trade reform in developing countries typically involves a range
of changes inthe use of trade policy instruments on both the ex-
port and import sides. The typical trade policy reform package
consists of the following four components:

Import-related: Policies such as eliminating or reducing quan-
titative restrictions (and converting them to tariffs) as well as other
types of nontariff barriers, reducing import tariff levels and dis-
persion, making tariff regimes more uniform and transparent, re-
ducing import surcharges, improving import procedures, and
eliminating official reference prices.

Export-related: Policies related to making imports available for

Source: Tsikata (2005).

export (such as duty drawback and temporary admission schemes),
reducing export bans, taxes and licenses, reducing the anti-export
bias, export credit and financing, and other export incentives.

Exchange rate and foreign exchange management: Moving to-
ward market-determined exchange rates, exchange rate devalu-
ation or step adjustment, and moving away from the administrative
allocation of foreign exchange.

Industrial/supporting policies: Pricing reform, investment pro-
motion, competition policy, marketing, regulatory, privatization,
labor markets, and safety nets.
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Figure 3.3: Focus of Trade Conditions in Adjustment Loans Shifted over 1987-2004
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frequently prescriptive
than is commonly

a first step of trade reform. Fifteen of the
remaining 23 countries had previously reduced
such restrictions or had a simultaneous loan
that addressed their elimination. Of the
remaining eight countries, six had a low
incidence of QRs, in some cases having
previously reduced them (but without a Bank
loan). The QR reforms were often introduced
simultaneously with supporting policies aimed
at reducing price distortions and at creating a

complementary competitive environment.
While the projects described above followed
sequencing that was broadly in line with the 1987
WDR and the literature as outlined in Chapter 2,
IEG found little evidence of a generic (or “one-
size-fits-all”) approach to trade reform in the
Bank’s client countries. Countries varied in the
extent of macroeconomic stabilization that they
had achieved before the reform was introduced,
and in how and when they chose to use export-
related policies to stimulate trade promotion.
Moreover, countries were heterogeneous in how
deeply they reformed and

The actual path of trade i, the range of comple-

reform was [ess mentary policies they
introduced to support
the trade reform.

The actual path of
perceived. trade reform was less

Exchange rate

Industrial policy

frequently prescriptive than is commonly
perceived. For example, only about 40 percent
of import tariff conditions specifically
recommended quantitative targets for tariffs
(minimum, maximum, or average levels,
ranges) and fewer than 10 percent of
conditions gave specific targets for the number
of tariff bands.

By contrast, about half of all import tariff
conditions provided general guidance (for
example, simplify and reform tariff regime,
reduce dispersion).!! The magnitude of tariff
reductions also varied widely across countries.
Figure 3.4, which shows the distribution of
maximum tariffs recommended by the Bank in
loan agreements, illustrates a wide range,
reflecting the varying initial conditions and the
context-specificity of the political economy of
trade reform. More generally, it suggests that
the tariff guidance in OD 8.60 and Thomas and
Nash (1991) were not “hard” targets to be met
instantaneously, and that there were several
paths to the recommended tariff ranges.

Another criticism of Bank trade advice has
been that it has emphasized “import liberaliza-
tion” over “export promotion,” despite the
evidence from East Asia that suggests that
policies to promote exports in advance of
import liberalization may be more effective and
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Figure 3.4: Maximum Tariff Recommendations Covered a Wide Range

(frequency of tariff ranges recommended)

Distribution of maximum tariff recommendations in trade reforms (%)
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Source: Staff calculations from IEG Trade Assistance Evaluation Project Database.

reduce the likelihood of deindustrialization.!?
All 152 trade adjustment loans were reviewed
to assess the sequencing and distribution of
recommendations. The results presented in
table 3.2, summarized by Region, show that in
most Regions, loans that had conditions
focusing solely on imports exceeded those
focusing exclusively on exports. The exception
was Europe and Central Asia. However, in all
Regions except Europe and Central Asia and
the Middle East and North Africa, loans were
more likely to feature a combination of import
and export actions.

Another way of examining this hypothesis is
to analyze the trade reforms supported by the
Bank in each country over time, particularly the
focus of the conditions. In 51 of the 65 countries
where the Bank supported trade reforms, it
advised a combination of import liberalization
and export promotion (defined as the export-
related conditions above), or export promotion
first. Of the 65 countries, 5 started out solely
with import liberalization before moving on

later to export promotion (Honduras, Madagas-

car, Mexico, Pakistan, and Panama). In another 9

(Armenia, Cape Verde, Congo, Georgia,

Guatemala, Mauritania, Niger, Sri Lanka, and

Yugoslavia), the focus of conditionality was

primarily import liberal-

ization, with no later Fvidence suggests that
while the Bank did not
follow a “one-size-fits-all”
approach for all

export promotion. Thus,
while the evidence
suggests that the Bank
largely supported export

promotion, in 14 coun- countries, a sizable
tries that received 55

number of projects
loans (between a quarter fp 7

and a third of the fOcused on import
sample), the Bank /iberalization over export

focused only on import- promotion
related measures.

Recommendation Implementation and Outcome
Knowledge of the policies recommended to
countries is not sufficient to make a link with
outcomes unless one assumes a priori that the
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Table 3.2: Trade Loan Conditions Most Often Addressed Both Imports and Exports, But a Third of
Loans Focused Solely on Imports

Africa 69 24 7 29
East Asia and Pacific 12 4 2 6
Europe and Central Asia 13 3 4 2
Latin America and the Caribbean 32 12 9 14
Middle East and North Africa 14 2 3
South Asia 12 0 5
Total 152 55 20 59
Source: |EG staff calculations.

a. May not add to total because some loans had neither import-related nor export-promoting conditions.

policies were implemented exactly as designed. met and significant delay). Moderate

Countries largely met

In this section, compliance with trade
conditionality or (in other words) policy
reform implementation (PRI) is compared with
actual results.’? The review of the experience
with implementing trade conditionality at the
level of individual loans draws on project
supervision reports,
tranche-release reports,

trade conditions, which project implementation
were better implemented completion reports and

than other adjustment

their IEG reviews, and
(where available) project
performance assess-
ment reports.

Policy implementation was rated from 1
(highest, or strong implementation, with all
conditions met on time) to 3 (lowest, or weak
implementation, with conditions only partially

loans.

implementation was assigned a 2 and reflected
cases in which conditions were largely met, but
with delays. An overall index of PRI for each
country was calculated as a simple average of
all the country’s loans (Appendix C4).'

The PRI shows that about 73 percent of
countries exhibited strong implementation on
trade issues. This share is higher than IEG
(1997) found for overall adjustment lending,
but is in line with that report’s specific findings
for trade. If moderate implementation is
included, the figure rises to 84 percent. Partic-
ularly strong compliers on trade included
Mexico, Mozambique, Panama, and Pakistan.
Papua New Guinea and Venezuela were weak
compliers. There did not appear to be a pattern
between income or Region and the rate of
compliance.

Table 3.3: Trade Adjustment Loans Featured Strong Implementation

Strong compliers (39 countries) 15.1
Moderate compliers (9 countries) 2.2
Poor compliers (9 countries) 38
Total (57 countries) 211

84 1.7
13 1.7
18 22
115 1.8

Source: |EG staff calculations.

Note: Thirty-seven loans (for 8 countries) could not be evaluated either because there were no legally binding conditions (6 loans), or because project documents did not contain enough
information to assess compliance (31 loans).
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Despite this relatively strong compliance
record, economic outcomes were mixed for
this group (table 3.4). Countries with a strong
compliance record experienced only average
improvements in growth (12 out of 26) and
investment (14 out of 26), but fewer than half
experienced an improvement in exports. This
is partly explained by the heterogeneity in
initial conditions across countries; it also
illustrates that trade liberalization by itself is
not sufficient to generate improved economic
performance. Some poor compliers had very
good outcomes in exports and poor invest-
ment outcomes. This seems largely to be the
product of unusual circumstances: in two poor
compliers (Nigeria and Venezuela), oil-related
exports account for the good performance.
The existence of oil, however, may have meant
less incentive to liberalize.

Specific areas of weak implementation have
varied over time. During the late 1980s,
countries had greater difficulty in complying
with core trade issues. Since the early 1990s,
however, this has changed. Recent difficulties
with compliance appear to be linked to
domestic supporting policies, particularly in
privatization and regulatory reform. Waivers of
conditionality were sought most frequently in
these areas. Fourteen of the 33 waivers for the
93 adjustment loans with trade conditions
approved since fiscal year 1992 were sought for
privatization-related conditions.

Reflecting the progress with meeting trade
conditions, the average number per loan and the
percentage of loans with trade conditions have

fallen significantly since
1987 (figure 3.5) .15 This
pattern of decline is
generally consistent across
Regions and also across

Despite above-average
project implementation,
economic outcomes were
mixed.

International  Develop-
ment Association (IDA) and International Bank for
Reconstruction and Development (IBRD)
countries, except in the Middle East and North
Africa Region, where the average of 10 trade-
related conditions per loan remains the same as in
the 1980s.
In addition to the o
three factors mentioned The most dlfﬁcu” recent
earlier in the chapter @reas of compliance

(the move toward more copncern the regulatory

open regimes, a shift in framewor/e
the Bank’s focus toward ’

longer-term reforms in institutional and
structural policies and a concurrent rise in IMF
trade conditionality, and a rise in trade liberal-
ization through regional arrangements such as
free trade areas), it is possible that conditional-
ity has declined because of increasing skepti-
cism about the efficacy of conditionality, more
generally, in motivating policy reform (box 3.2).
However, the causality

of these various factors The average number Of

is difficult to disentan- d ] d diti
gle. In more recent trade-related conditions

years, the shift also likely per loan and the

reflects the evolution of ;i dernce of trade

the Bank’ ht e .
© Dank s approach ' conmditionality bave fallen
conditionality  toward

greater country-owned significantly since 1987.

Table 3.4: Meeting Lending Conditions Did Not Necessarily Improve Economic Performance

Number of Number of countries with improvement in

countries Growth

with data rates Export Investment
Strong compliers (63 loans) 38 (12) 6 7 10
Moderate compliers (17 loans) 16 (8) 6 3 4
Poor compliers (16 loans) 14 (4) 2 4

Source: |EG staff calculations.

Note: Thirty-seven loans could not be evaluated either because there were no legally binding conditions, or because project documents did not contain enough information to assess

compliance.
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Figure 3.5: Number of Lending Conditions Declined over 1987-2004
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Early ESW focused on

incen

conditionality and less prescriptiveness, as
outlined in Operational Policy 8.60 on develop-
ment policy lending.'

Nonlending Inputs
In addition to the substantial lending portfolio,
Bank activities in trade have included important
nonlending inputs—notably economic and
sector work (ESW) carried out the
operational Regions of the Bank.!” The discus-
sion of nonlending inputs below focuses on
ESW; Chapter 5 analyzes the Bank’s trade-
related activities, advocacy, research, and trade-
related capacity building, mainly focusing on
the period since 2001.
The focus of trade-
related ESW has broad-
ened over time, but

in

tives and trade

performance; less ingyfficient attention is
attention was paid to given to the political,

politics, institutions, an

d institutional, and welfare
dimensions. Between 1987

welfare outcomes. ,,q 2001, ESW focused on
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the change in incentives, and on general trade
performance. The next-most important areas of
focus, though far less frequently addressed, were
assessing the regulatory framework and the impact
of the external environment.

Since 2002, while trade-related ESW contin-
ues to review progress in trade performance and
incentives, more reports now focus on a broader
definition of competitiveness (labor costs,
infrastructure), include external environment
considerations (such as the impact of regional
arrangements or market access issues), and
analyze microeconomic issues. In both periods,
however, reports have only rarely presented an
in-depth analysis of the welfare implications of
trade policies, analyzed the institutional
framework for trade, or incorporated political
economy factors that could influence trade
reform and outcomes. Also largely missing is
microeconomic analysis on the response of
firms (exit/entry) to changes in incentives.

Evidence from the country case studies
suggests that high-quality analytical work can
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The record of the appropriateness of Bank conditionality on
core trade issues is mixed. In some cases, the conditionality was
light, flexible, and adaptable. For example, in India, condition-
ality was light, except for the 1991 Structural Adjustment Loan.
Yet even then, the authorities had some leeway, as noted
earlier.

In a few other cases, the country failed to meet the condition—
in part because it felt it could not act because of political con-
straints—and received a waiver. In Indonesia, four trade policy
loans implemented between 1987 and 1996 were devoid of legally
binding conditionality. They were given by the Bankin general sup-
port of Indonesia’s ongoing trade and investment reform program,
reflected the Bank’s confidence in the credibility of the authorities,
and were informal precursors of what is now known as “ex-post
conditionality.”

In other cases the Bank continued to introduce conditionality
even when it was ineffective or when the authorities had serious
concerns. In Zambia, despite conditions repeated in three suc-
cessive loans, the government procrastinated on the privatization
of the mining parastatal, the Zambia Consolidated Copper Mines
(ZCCM), because of political concerns. The phenomenon of Zam-
bia continuing to receive high levels of assistance in the absence
of reform has been dubbed “the nonreform” paradox: more and
more conditions lead to less and less effective conditionality

Sources: Country Case Studies for IEG Trade Assistance Evaluation.

(Rakner and others 1999).2 First highlighted as an agricultural struc-
tural adjustment condition in 1995, the privatization of SONACOS
was a key performance indicator in the Private Investment Pro-
motion Project (fiscal 2003) almost a decade later.

In Indonesia, the 1997 financial crisis was associated with di-
minished credibility of the authorities, and the Bank introduced
conditions that had been on its agenda for several years. Notwith-
standing the relatively small role of trade issues in the crisis, the
Bank introduced legally binding trade-related conditionality.? These
conditions, related to export taxes and controls and regulatory is-
sues, were eventually satisfied. As noted in the case study, how-
ever, itis difficult to argue that any of these issues were critical to
resolving Indonesia’s financial crisis. They appear to have been at
best excessive, and possibly inappropriate.® At the same time, two
reasons could explain the decision to include them. First, by tak-
ing on some of the core interests of the president and his associ-
ates, the conditions were intended to send a strong signal to
investors about the government’s commitment to reform.¢ Second,
the World Bank (and IMF) used the opportunity of the crisis to in-
clude the most critical trade-related reforms. Regardless of the rea-
son they were introduced, the resulting strained relationship with
the Indonesian authorities suggests that in countries where the Bank
may not ordinarily have much leverage, the institution needs to be
careful to attach only critical conditions during times of crisis.

a. The authors argue that that the underlying problem was a defensive government agenda to maximize donor inflows, rather than a properly articulated strategy for
medium-term growth and development. Rakner argues that one of the key elements of the defensive agenda is in “in the area of trade reforms, the Movement for Mul-
tiparty Democracy (MMD) government is seen as having overcommitted and carried out reforms too rapidly” (p. 574). Given the government’s willingness, it perhaps is
not surprising that the Bank undertook so little analytical work—there was less need to convince than in other cases. However, this does not excuse the need for the
Bank to have identified the implications of such reforms to the authorities.

b. The three trade-related conditions in the First Policy Reform Support (PRS) 1 were: (i) replace all existing quantitative export controls on crude and processed palm
oil, olein, and stearin with an export tax not exceeding 40 percent ad valorem; (i) introduce a system of resource use royalties for forestry, reduce export taxes on logs,
sawn timber, and rattan to a maximum of 30 percent ad valorem, and adopt and announce a program for lowering this progressively over time; and (iii) ensure that all
traders, including foreign direct investors, continue to be free to compete with Bulog (the government-owned rice procurement agency) by importing, wholesaling, or
retailing any commodity other than rice, and ensure that private traders and Bulog have access to foreign exchange at the same rate when importing goods other than
rice. PRS 2 reiterated the condition on maximum export tax rates on logs, rattan, and minerals (Indonesia Project Performance Assessment Report for PRS1 & PRS2).
c. Feldstein 1998 as cited in the Indonesia Country Case Study for IEG Trade Evaluation.

d. Hofman and others (2004) as cited in the Indonesia Country Case Study for IEG Trade Evaluation.

improve policy dialogue and the quality of
lending (box 3.3 and Appendix D7). But the
case studies also highlight that these benefits
may sometimes emerge only in the medium
term, years after the research was first carried
out (India, Morocco). By contrast, disputed
technical analysis (Mozambique) or the absence
of sustained analytical work underpinning trade

reforms, as in Zambia,
can strengthen the
perception of a Bank
caught up in dogmatic
prescriptions.

In terms of trends, after
sustained decline from the
mid-1990s following the
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The Bank's trade-related analytic work in Senegal has sup-
ported the development of adjustment lending over a long pe-
riod. In the early 1990s, Bank studies of industrial and agricultural
prices and incentives identified state interventions and the as-
sociated economic costs. These analyses helped prioritize sec-
tor adjustment reforms.

While the Bank was precluded from active and open involvement
in the devaluation debate in the early 1990s, it worked behind the
scenes with a small group of policy makers on macroeconomic and
competitiveness issues. Simulation of the fiscal impacts of devalu-
ation-cum-tariff reform were undertaken by the Ministry of Finance’s
Policy Options Group in 1994 with Bank guidance, and was ac-
knowledged by Senegalese policy makers to have been crucial in
convincing them that the risks of the devaluation could be managed.

In Morocco, a major contribution of trade ESW has been the

Source: Country Case Studies prepared for the Trade Assistance Evaluation.

ASSESSING WORLD BANK SUPPORT FOR TRADE, 1987-2004

quantification of the costs and benefits of freer trade and a gen-
erally high emphasis on empirical analysis. During the 1980s, Bank
research focused on the potential aggregate gains from trade. The
Bank also seconded an economist to the Ministry of Commerce
and Industry who, working with staff, helped provide real-time
analyses of potential trade policy effects and became a trusted in-
terlocutor for those interested in pursuing trade reform.

By the time the authorities decided to reform in response to cri-
sis in the mid-1980s, the government technocrats were convinced
of the value of reform and had a blueprint for its introduction. The
benefits of the ESW and advice were not limited to the earlier pe-
riod. While the pace of reform slowed in the second half of the 1980s,
the consistent proponents of reform include those staff first con-
vinced in the early 1980s. Alavi (1993) is another example of ana-
lytical work making an impact on policy dialogue and reform.
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conclusion of the Uruguay
Round, ESW on trade
issues has risen in recent
years.'® Underpinning this
reversal is greater interest
in trade issues by client
countries as they grapple with more complex
integration into the global economy, greater
commitment and interest by donors leading to
additional trust fund resources, and development
of a new trade-focused economic report—the
Diagnostic Trade Integration Study (DTIS), which
was an important initial catalyst (figure 3.6)."
Whether funded though the multi-agency
Integrated Framework initiative (for the least-
developed countries) or bilateral donors (for
other developing countries), the DTIS spurred
analytical work in trade within the Bank.

While it is too soon to tell with the more
recent analytical work, early trade-related ESW
was associated with trade-related lending.
Between 1987 and 1990, 65 percent of trade
ESW was followed by trade-related lending
within two years. This figure has fallen slightly

since  then—between
1990 and 2001, 60
percent of trade ESW

was followed by lending. The discussion of the
links between ESW and project outcomes is
taken up in Chapter 4.

The share of countries in which trade-
related ESW has been conducted has risen in
each Region since 1994, except Latin America
and the Caribbean, which started at a high
level. The most dramatic rise occurred in the
Africa and South Asia Regions. In Latin America,
trade-focused ESW at the country level has
declined, but a number of major trade-related
Regional studies have been done, and given the
stock of existing trade research on those
countries, they do not appear to have been
underserved. More generally, in the past three
years, strategic Regional trade studies have
been done in every Region except Africa and
have been well focused on the particular
concerns of the Regions they cover (box 3.4 ).2°

To place the analysis on Regional trade
issues in perspective, the Bank has carried out
much research and analytical work on regional-
ism. Research has been published in
established journals. Among the contributions,
several deal with the political economy aspects
of regional trading arrangements (RTAs)
(Cadot, de Melo, and Olarreaga 2003;
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Figure 3.6: New Diagnostic Studies and Trust Funds Catalyzed Increased Economic and

Sector Work (number of trade-focused reports)
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Note: Trade-related ESW was selected using two approaches. For 1987-2001, trade-related ESW was identified by searching the ESW database for key trade words, followed by man-

ually checking the depth and relevance of the trade content of the report in question. For 2002—05, the study benefited from the OPCS revamping of sector and thematic codes. The rele-

vant list was obtained by selecting sector codes (45-50 in the OPCS coding system) that correspond to trade and integration. Code 48 (technology diffusion) was excluded because, while
trade-related, it is beyond the scope of this study. A number of trade-related studies identified by the Regions were still not captured by the OPCS classification, including most of the
trade diagnostic studies. Diagnostic Trade Integration Studies (DTIS)=Trade Study that follows specific template and funded by one of the following: (a) Integrated Framework Initiative;

(b) UK. DFID trust funds; (c) Dutch trust funds.

Olarreaga, Soloaga, and Winters 1999). Among
the issues explored is why it is easier to
‘exchange market access’ by reducing trade
barriers bilaterally than to reduce trade barriers
unilaterally, even though most of the efficiency
gains from trade reforms come from unilateral

reduction in trade barriers. The research shows
that bilateral rather than multilateral (or unilat-
eral) trade liberalization is most likely to occur
if negotiators reflect mostly producers’ prefer-
ences. The research also established systemic
externality effects of RTAs through terms-of-
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In De Ferranti and others (2002), the Latin America and the
Caribbean Region’s experience is used to argue that a substantial
natural resource base is not necessarily detrimental to economic
growth and income equality. Econometric analysis is used to argue
that comparative advantage in the Region has been as variable as
in countries and Regions with a weaker natural resource base; thus,
policy makers have greater control over outcomes.

Drawing on the Chilean success with rapid agricultural pro-
ductivity growth following trade reforms in the late 1970s, the re-
port shows that similar trends in labor productivity growth have
been achieved in countries following a similar path. Case studies
of successful export processing zones in Central America (Costa
Rica and El Salvador) are developed to show that policy incentives
can generate rewards. The report is complemented by insightful
historical lessons from nineteenth century industrialization patterns
in natural resource—based economies.

The Middle East and North Africa Region offers an interesting
contrast as the only Region that failed to reduce its protection dur-
ing the 1990s. It is also notable as the Region with countries that
are the furthest away from predicted trade volumes. With a labor
force growing attwice the average of other countries, the Region
faces a significant job-creation challenge.

Dasgupta and Nabli (2003) review the Region’s disappointing
performance and use comparative analysis to highlight— based

Source: De Melo (2005).
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on country characteristics—that the Region holds the possibility
for accelerated growth through faster trade and investment inte-
gration. The report emphasizes that both the resource-rich and re-
source-poor countries in the Region face poorly functioning labor
markets (wage rigidities, skill mismatches, and institutional factors
such as expatriate worker quotas that raise employment costs for
expatriates). The report argues that incentives to liberalize trade
have been weak economically and politically because a coalition
of powerful constituents benefits from rents (such as public sec-
tor agencies, public sector enterprises, and private enterprises in
import-substituting activities) that would be lost under a more lib-
eral trade and investment regime.

Both of these reports are well-focused and draw on research
conducted within the Bank as well as externally. While they draw
on research themes emphasized by the Trade Department, they also
develop areas that have not figured prominently in the research
atthe center. Examples include the role of labor markets (includ-
ing education policies and technological absorption through trade)
in Latin America and the Caribbean and on labor market institu-
tions and adjustment costs to trade reforms in the Middle East and
North Africa. More extensive empirical work on the political econ-
omy of reform, emphasizing the differences between resource-rich
and resource-poor countries, would have been welcome for both
reports.
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trade effects on third countries (Winters and
Chang 2000, 2002), giving support to the
concerns of excluded countries facing such
trade arrangements.

The research on regionalism has been
forward-looking (starting early on) and
consequential in its impact in refereed journals
and in the overall debate on the relation between
regionalism and multilateralism. At the same
time, countries enter into regional agreements
for many reasons (politics, security, insurance,
and so on) that are often beyond the scope of
reasonable quantification by economists. Thus,
for much of the 1980s and 1990s, the Bank
focused on the suboptimality of RTAs.

After highlighting the second-best nature of
preferential trading arrangements during much

of the 1990s (in favor of unilateral or multilat-
eral trade liberalization), reflecting some
ambivalence toward RTAs, the Bank has taken a
pragmatic approach in recent years, and has
had an active dialogue with regional trade
institutions in some Regions. This is especially
notable in the Africa Region, where analysis has
been conducted on the common external tariff
for several RTAs (EAC, ECOWAS, UMOEA),?!
revenue implications and possible trade
diversion, the Environmental Protection
Agencies (EPAs) with the European Union
(Hinkle and Schiff 2004), and Latin America
(work on CAFTA and the Free Trade Area of the
Americas [FTAA]). The Europe and Central Asia
Region, which has always conducted Regional
trade analysis, has continued to do so.






Chapter 4: Evaluation Highlights

The trade portfolio performed as well as the rest of the Bank
portfolio.

Trade adjustment loans were most likely to meet their objec-
tives, while institutional-related investment lending was least
likely to do so.

Nominal tariffs were significantly reduced and overall growth
often improved.

But the export supply response has been uneven and diver-
sification limited, particularly in Africa.



Outcomes and Results

his chapter first analyzes outcomes at the project level, assessing the
extent to which project objectives were met.

Then, using a broader set of trade and
macroeconomic outcomes at the cross-
country level, it compares countries that
borrowed from the Bank to a control group of
countries that reformed without the financial
assistance of the Bank, to capture outcomes
such as trade performance, export diversifica-
tion, and greater integration into the global
economy. Finally, the chapter examines results
at the country level, drawing on case studies
commissioned by IEG.

Project Outcomes

What Were the Objectives?

Figure 4.1 shows that improving incentives for
tradables and achieving macroeconomic
stabilization and economic growth were almost
equally important objectives for adjustment
loans with trade components. Promoting and
diversifying exports was the most important
objective of investment loans and the third
most important for adjustment loans.

How Did the Projects Perform?
Of the 215 operations with trade-related
components exceeding 50 percent that the

Bank approved between Trade lOdnSf()CuSQd on
fiscal years 1987 and jmproving incentives for

2004, 132 had closed and X R
’ tradables, diversifyin
been rated by IEG ’ fying

(about 57 percent of all €XPOTLS, macroeconomic
projects, or 59 percent stabilization, and

in terms of value) as of
April 2005.

Core trade lending operations (in which
trade components accounted for more than 80
percent of project costs) performed about the
same as the rest of the Bank portfolio over the
period on outcome and sustainability, but worse
on institutional development impact. They
yielded a satisfactory outcome rating 70 percent
of the time,! slightly lower than the percentage
of overall Bank lending operations rated satisfac-
tory between 1987 and
2004. In general, trade
adjustment loans per-
formed better than other
adjustment loans (86
versus 78 percent), while
trade investment loans
performed slightly worse
than other investment
loans (69 versus 72

economic growth.

Trade lending performed
as well as the rest of the
Bank portfolio on
outcomes and
sustainability, but worse
on institutional
development impact.
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Figure 4.1: Stated Objectives of Trade-Related Projects, 1987-2004 (frequency cited)

Adjustment loans

Improve incentives for tradables
Macro stabilization and growth
Export promotion and diversification

Enhance competitiveness

Investment loans

Export promotion and diversification
Improve efficiency

Institutional strengthening

Improve trade logistics

0 10 20 30

Source: |EG staff calculations.

Note: Only loans approved between 1987 and 2004 in which more than half the components focused on trade were considered. Adjustment loans = 42; Investment Loans = 173. Because

loans frequently have more than one objective, the frequency with which objectives appear exceeds number of loans.
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Projects focused on
different thematic areas
in trade have performed tance of trade in any

differently, but overall project did not generally
performance has
improved over tine. ance (Appendix D1). The

percent, respectively). The trade portfolio had a
likely sustainability rating 64 percent of the time,
slightly higher than the average for all Bank
operations.

In contrast, trade operations achieved a
substantial institutional impact only 29 percent of
the time over the review period. This is signifi-
cantly lower than the Bank average of 42 percent
over the same period, but is driven by extremely
poor performance in the late 1980s and early
1990s. Trade adjustment and investment loans
each performed worse than the Bank portfolio. In
line with Bank lending operations in other sectors,
all evaluated dimensions of trade-related
operations have improved
steadily over time.

The relative impor-

make an appreciable
difference in its perform-

overall ratings were comparable in all di-
mensions for projects with smaller trade
components (between 50 and 80 percent trade
component share), with the notable exception
of the institutional development rating, which
was substantially lower for core trade projects
(29 percent as against 71 percent).?

Components that focused primarily on trade
liberalization achieved the best performance
outcome ratings: 85 percent were rated
satisfactory (Appendix D2). Components
related to private financing (such as export
finance guarantees and export reinsurance)
were the least successful, with only 56 percent
rated as satisfactory.

The superior performance of projects
focusing on trade liberalization reflects the
relative legislative ease (the so-called “stroke of
the pen” actions)® of putting in place the
associated actions (such as the reform of tariff
regimes, reduction and elimination of import
and export licenses or bans).



By contrast, the thematic areas that make
greater demands on institutional and adminis-
trative capacity are more difficult to implement.
Failure to address key supply-side constraints
can ultimately short-circuit export expansion,
even if trade liberalization is accomplished.

Appendix D3 summarizes the performance
of three key groups of trade-related investment
projects: customs, export processing zones
(EPZs), and matching grant
Transport-related trade facilitation projects are
the subject of two ongoing IEG evaluations of
Regional integration and transport.

An econometric estimation of the determi-
nants of project outcomes at an aggregate level
suggested that country and loan characteristics
were important. Middle-income countries and
those with low conditionality had a higher
probability of having better-performing loans.
The probit estimation also confirmed that
project implementation had improved over
time (Appendix D4).*

In addition to per capita income, other
country characteristics were important
determinants of trade project outcomes. The
Country Policy and Institutional Assessment
(CPIA) index was used as a proxy for a country’s

schemes.
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institutional and policy

capabilities.® In the trade

portfolio, unsatisfactory

lending operations were

more likely to be associ-

ated with countries with

lower CPIAs than were

satisfactory lending operations. This holds true
for both core trade and other trade-related
projects. Performance in projects that focused
exclusively on trade did not differ as much
between countries with low and high CPIAs.
This suggests that these projects made
relatively lower demands on the client
countries. In contrast, multisector loans with
trade components were more complex,
required greater capacity, and were thus more
likely to pose a greater challenge for countries
with low CPIAs. Projects implemented in the
transition countries were also likely to have
poorer performance, driven by exceptionally
poor performance of trade finance loans.

The existence of economic and sector work
(ESW) underpinning a trade lending operation
appeared to have positively
affected the outcome.

Lending operations that

The overall outcome of a variety of trade financing loans (lines
of credit, pre- and post-shipment credits, export credit and guar-
antee schemes) was unsatisfactory in a range of countries
(Bangladesh, Bolivia, Guinea, India, Romania, Tunisia, and
Turkey). Based on project evaluation documents, the most com-
mon reason for their relative lack of success was an over-esti-
mation of demand. This may have arisen partly because the
projects failed to consider competition from other, cheaper
(often subsidized) sources that created a distorted market for term
finance. Reform of the financial system is a prerequisite for pro-
vision of these lines of credit and, more generally, other sources
of finance (such as multilateral or bilateral donors) should be con-
sidered. Two other factors that help explain the performance of

Source: Lindahl 2004.

the trade financing loans were cumbersome implementation
arrangements and macroeconomic conditions that were not
supportive (such as high and variable inflation and overvalued
exchange rates).

These lessons, which were captured in guidelines introduced
inthe Bank’s Operational Directive for Financial Sector operations
in 1992, were not embedded in subsequent trade finance projects,
though lower inflation rates in the mid- to late 1990s did improve the
environment. These projects continue to exhibit mixed performance,
however. Several of these loans went to transition clients where
there was weak capacity in the implementing banks and where more
unstable macroeconomic conditions skew the results—opera-
tions with non-transition clients have performed much better.2

a. [EG 2005 points out that while lines of credit were approved in relatively stable macroeconomic conditions, 20 of the 29 approved lines of credit that did not meet this

criterion were in the Europe and Central Asia Region.
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were rated unsatisfactory were more likely to lack
any preceding ESW in the years before the
operation. By contrast, projects that were rated as
satisfactory were much more likely to have
benefited from recent ESW (up to two years preced-
ing the operation). Conducting ESW in advance of
the trade reforms may have offered an opportunity
to sensitize country officials to the need for reform
and to provide the Bank with a greater awareness of
potential political difficulties. Prior ESW also often
addressed the fiscal implications of trade reform,
perhaps enabling the Bank to better discuss alterna-
tives to generate revenue-neutral outcomes and to
minimize a common source of country reluctance
to liberalize. This point is further detailed in the case
study discussion.

A review of trade operations that were rated
unsatisfactory or highly unsatisfactory showed
some common causes of failure. Poor project
design, unrealistic assumptions (related to
targets and projections), and unfavorable
macroeconomic environments were most
frequently cited as the cause of unsatisfactory
outcomes (table 4.1). Unsatisfactory loans were
more likely to be associated with investment
loans, with the likelihood of this rising after
1995. No Regional patterns emerged.

Conclusions. Projects that focus primarily on
trade perform about the same as the rest of the
Bank portfolio on outcome (70 versus 73
percent) and sustainability (64 compared to 61

percent), but worse on institutional develop-
ment (29 percent of core trade projects
compared with 42 percent for the Bank).

The performance of the trade portfolio has
improved over time, in line with the rest of the
Bank. The degree to which a project contains
trade does not make an appreciable difference
to outcomes.

Projects that focused on thematic areas that
make greater demands on institutional and
administrative capacity, such as trade financing,
performed the worst, making it more difficult
for the Bank to achieve its institutional-
strengthening objectives.

At an aggregate level, positive project
outcomes were associated with middle-income
countries, low conditionality and good institu-
tional frameworks, and prior ESW.

At a project level, poor project design,
unrealistic assumptions, and unstable
macroeconomic environments contributed
most frequently to unsatisfactory outcomes.

Did Trade Loans Pay Attention to Poverty

and Distributional Issues?

As noted in Chapter 2, critics of the Bank have
been particularly concerned about the adjust-
ment costs associated with trade liberalization.
IEG’s review of project design found that trade-
related adjustment loans have not paid
sufficient attention to potential adjustment
costs from trade liberalization or to the

Thematic focus Closed (before 1995) Closed (after 1995)
Unrealistic assumptions 2 8
Project design 0 9
Macroeconomic conditions 4 8
Borrower administrative capacity 2 5
Weak borrower ownership 2 4
Political developments 2 2
Memo:
Number of unsatisfactory projects? 10 20
Total projects > 50% trade 43 172

34

Source: |EG staff calculations from project documents.

a. Unsatisfactory or highly unsatisfactory trade loans with trade component exceeding 50 percent of total project costs.



functioning of labor markets, despite heavy
emphasis on poverty in the 1990 and 2000-01
World Development Reports.® The latter WDR
acknowledged trade liberalization had yielded
ambiguous results for the poor over the past 15
years, and that the initial push for trade liberal-
ization as an instrument for poverty reduction
had been influenced by a “narrow reading of
predictions from trade theory: that removing
trade barriers in developing countries would
increase demand for their abundant low-skilled
labor and expand unskilled employment and
earnings”( World Bank 2001b, p. 70).

Between 1987 and 1995, 31 percent of trade
adjustment loans included compensation or
mitigation measures to cushion the social and
economic effects of trade reform on the poor.
Since then, 38 percent—a slight increase—of
trade adjustment loans have done so. The
nature of the measures ranged from targeted
subsidy programs to supplement the caloric
intake of the poor in Mexico’ to the introduc-
tion of social safety net measures to protect the
unemployed during the period of transition.

The Bank also supported some safety nets
through separate adjustment credits, such as in
India’s National Renewal Fund, which provides
a social safety net to cover the labor costs of
restructuring and to mitigate its employment
effects. The failure of trade-related ESW to
analyze the links was also a contributory factor,
given the importance of quality analysis for
well-performing lending.

IEG finds little evidence that more recently
approved trade-related lending operations are
doing a much better job of identifying potential
winners and losers or of integrating adjustment
assistance strategies. Even in cases where
projects build on analysis of poverty considera-
tions, implementation is sometimes unsuccess-
ful in mitigating the associated adjustment
Costs.

Economic Outcomes for the

Sample Countries

The cross-country sample analyzed in this
section comprises 45 developing countries that
had a complete set of trade and macroeco-
nomic data for a period of 10 years (2 years

OUTCOMES AND RESULTS

before the trade reform  Trade-related adjustment

and 8 years afterward).
The date of reform was

loans have not

ascertained based on a sufficiently attended to

review of Bank reports  poverty and

and outside research, as - J;crribrional outcomes.

well as discussions with
country economists where necessary. The
sample excludes countries that were in conflict
during the period, as well as the republics of
Eastern Europe and the former Soviet Union
that were in transition.

The 45 countries include 2 groups: 35
countries that undertook trade reform with the
support of a Bank loan, and 10 countries that
undertook trade reform without a Bank loan
during this period. The countries are addition-
ally classified according to several dimensions:
(i) whether they were gradual or fast reform-
ers; (ii) whether they
were intensive reform-

or less intensive;
(iii) Bank geographical
Region; (iv) export
structure; and (v) per capita income. Appendix
D5 and Jinjarak and others (2005) provide
additional detail and description.

outcomes.

Initial Conditions
The conditions prevailing at the time of trade
reforms in the 35 liberalizing countries supported
by the Bank often constituted a bias against trade
and reflected unstable macroeconomic con-
ditions. The introduction of trade reform in the
presence of macro instability was consistent with
the consensus from the literature, but differed
from previous IEG analysis, which views stabiliza-
tion as a prerequisite (IEG 1992a).

With average tariffs on goods above 30
percent and nontariff barrier (NTB) frequency
ratios® above 50 percent,
the 45 countries in the

Bank clients tended to
sample would be consid- ~ave more unstable

A sample of 45 countries
ers undertaking deep hat undertook trade
reforms in several areas reform provides a cross-
country view of economic

ered highly protected by j1itial macro conditions

any standard. Their
import duty regimes
were also characterized DIas.

and greater anti-export
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by various forms of restrictive import licensing
arrangements, and “cascading” tariff structures,
all contributing to high effective protection and
a wide dispersion in protection.

On the export side, these 45 countries
frequently applied restrictions to export activi-
ties (export bans, export licenses) and
introduced repatriation requirements related
to export profits. Particularly in Africa, major
export commodities were governed by govern-
ment marketing monopolies. Exchange rates
were often fixed at official rates and overval-
ued, resulting in the emergence of black
market premiums in some countries as foreign
exchange shortages arose. These policies
constituted a major bias against exports.

The 35 reformers supported by the Bank
had slightly higher initial import tariff levels
(31.9 versus 27.6 percent, on average, for
unweighted tariffs, and 21.6 versus 25.8
percent for weighted tariffs reflecting
exemptions) than non-Bank-supported or
independent trade reformers. However, even
this figure is misleading as it masks their much
greater use of nontariff barriers—almost 70
percent of tariff lines compared with 23.9
percent for the 10 independent reformers.”

Changes in Target Variables and
Economic Activity

Impact of policy reforms on target variables (tariffs
and protection)

On average, countries that borrowed from
the Bank for trade reform tended to have
larger initial fiscal deficits when compared
with countries that undertook reforms on
their own, and they relied slightly more on
import duties as a source of tax revenues
(table 4.3).!1° Bank borrowers had lower
investment and economic growth rates. Bank
clients also faced greater precariousness in
their foreign trade regimes, reflected in
higher external debt-to-GDP ratios and lower
foreign exchange reserves. The economic
imbalances of the Bank’s clients were often
associated with balance of payments difficul-
ties, presaging their tendency to borrow from
the Bank.!!

This section examines the performance of
developing countries at an aggregate level to
assess the achievement of objectives. Specifi-
cally, it examines the impact of the policy
actions discussed above on the directly
targeted policy variables (such as tariffs), on
economic incentives, and on economic activity
in the real sector—major objectives of the
Bank’s assistance on trade such as exports and
growth. In addition, we attempt to delineate
the role of the Bank in this process by using a
“difference-in-differences” approach to correct
for any potential sample selection bias. Given
the pervasive trend toward trade liberalization
among developing countries during the review
period, a second counterfactual (comparing
trade reformers to non-trade reformers) was
not explored.!?

A word about attribution: while other actors
were important in influencing trade policies in
developing countries (such as the IMF, and
more recently the WTO and regional trading
arrangements), for the period during which
most of the sample countries liberalized with
support from the Bank (mid-1980s to early
1990s), the Bank was the predominant advisor
on trade policies. This is borne out by a review
of the trends in IMF trade conditionality and an
examination of the nature of Bank trade
conditionality during this period.

Another dimension that is more difficult to
capture is the impact of the existence of a Fund
program. While econometrically this did not
generate additional results, to the extent that a
Fund program contributed to good macroeco-
nomic outcomes or to the perception of good
macroeconomic management, this is likely to
have contributed to greater support by
development partners, helping to ease
macroeconomic imbalances.

All groups of countries in the sample of 45
reformers generally showed a trend toward
more openness in terms of lower tariffs (table
4.2), although the pace differed, with notably
slow liberalization by countries that started out
with a larger manufacturing base. Trade reform
was significant across all Regions, although
significant NTBs remain in Africa, East Asia and
the Pacific, and the Middle East and North
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Nontariff barriers

Simple unweighted tariff (%) Weighted tariff (%)? (% of lines)
Region t=0 t=1 t=2 t=0 t=1 t=2 t=0 t=1 t=2
All reformers 30.4 27.9 20.8 24.6 12.7 7.0 59.1 42.1 17.2
Bank-supported 319 29.1 23.1 216 10.9 10.2 69.9 441 17.4
Independent 276 210 14.7 25.8 13.4 5.7 239 14.6 5.1
By Region
Africa 18.2 24.7 18.1 16.9 12.2 6.4 57.0 36.1 413
East Asia and Pacific 328 23.1 21.4 179 125 119 38.0 42.2 25.6
Europe and Central Asia 22.7 95 8.3 .. 39 96.4 96.4 94
Latin America and the Caribbean  25.9 13.5 12.5 35.6 12.4 6.4 33.6 18.6 6.6
Middle East and North Africa 26.0 25.0 26.8 . 14.9 10.0 63.7 63.7 27.6
South Asia 66.0 48.0 31.6 49.8 14.7 74.3 488 215
By income
Low-income 345 29.2 24.7 31.0 12.3 5.4 66.1 40.3 9.2
Middle-income 28.7 27.1 18.2 19.8 13.0 8.0 45.6 37.3 17.5
Reform intensity
Intensive 30.7 21.7 21.7 21.1 15.1 8.4 57.3 62.6 24.8
Non-intensive 30.6 29.4 20.7 25.1 12.1 6.4 56.0 33.8 12.9
Reform pace
Gradual 276 27.1 232 32.1 12.7 8.6 56.9 45.8 15.3
Fast 34.3 28.8 18.9 14.5 12.7 5.0 55.3 31.2 15.0
Initial exports structure
Fuel 285 21.7 14.8 . 10.8 45 79.1 53.7 5.6
Manufacture 419 41.0 34.8 334 15.1 5.7 72.8 52.5 26.7
Other 29.1 24.5 19.9 18.0 12.3 79 52.4 359 14.5

Source: Jinjarak, Salinas, and Tsikata (2005).

Note: t=0is initial period of 0 to 2 years before trade reform; t =1 is 0 to 2 years after reform; t =2 is 3 to 5 years after reform.

a. This underestimates the extent of protection in earlier years because it does not include import surcharges, which were quite prevalent.

Africa.’® While some countries in South Asia
were still protected after the reforms, they
made progress, actually reducing average tariffs
by half and reducing NTB coverage by more
than that.

While nominal tariffs are readily available
and an easily comparable source of data to try
and ascertain changes in protection, they can
be deceptive. In particular, if countries substi-
tute other instruments of protection, such as
surcharges, overall protection may rise. While
the study could not examine this for all
countries, evidence from country reviews

suggests instrument substitution was not
uncommon (Indonesia, Morocco, Peru,
Senegal).

Much like the findings from project-level
data, the whole-sample data on the evolution
of tariffs and nontariff barriers do not support
the common criticism that the Bank followed a
“one-size-fits-all” approach to trade liberaliza-
tion. The pattern of trade reform was hetero-
geneous across countries, differing widely in
magnitude.’® Some countries in the sample
(Tunisia, Vietnam) implemented a dual-scheme
approach to reform, maintaining high protec-
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tion of domestic industries, but providing
liberal trade regimes in free trade or export
processing zones.

The assertions that Bank-supported reforms
were consistently more rapid and that the
speed of reform was inappropriate are difficult
to evaluate. There was no correlation between
the presence of Bank support and the speed of
reform. Independent reformers were as likely
to be fast reformers as were Bank-supported
reformers. Almost half (44 percent) of all liberal-
ization episodes were rapidly implemented—

Trade reform led to lower
tariffs, and was
accompanied by bigher
import demand and

faster economic growth,

but only modest export

supply response.

that is, with most of the
reform completed within
three years—with the
other half taking anywhere
from 4 to 11 years. But by
historical standards, all
these liberalizations were
implemented rapidly. For
example, after World War
II, the average U.S. tariff

ASSESSING WORLD BANK SUPPORT FOR TRADE, 1987-2004

was slightly below 50 percent, and it took 50 years
for this figure to decline to 6-8 percent.

Real sector

Independent and Bank-supported countries
shared common trends (table 4.4 and
Appendix D5) for the main macroeconomic
and trade indicators. Both groups of countries
were successful in bringing down inflation,
reducing their fiscal deficits, and broadening
their tax revenue bases. The introduction of
trade reforms was accompanied by a signifi-
cant increase in import demand, in part
because these reformers had been experienc-
ing more import compression before the
reform, brought about by foreign exchange
shortages and quantitative restrictions. Export
growth was modest for both groups—it stayed
relatively stable for Bank-supported liberaliz-
ers but slowed down for independent trade
liberalizers. The current account balance
increased slightly for the Bank’s clients and

Sample countries excluding those under hyperinflation

Trade reformers All Bank-supported Non-Bank-supported
Macroeconomic indicators

Real effective exchange rates (1980 = 100) 96.4 96.4 96.0
Consumer price index inflation (%) 217 21.0 20.4
Fiscal balance/GDP (%) —4.1 4.7 -2.22
Tax revenue/GDP (%) 13.8 13.4 155
Investment to GDP (%) 19.7 18.3 24.3°
Per capita GDP growth (%) 0.8 04 1.8
External indicators

Export growth (%) 6.1 5.3 6.5
Import growth (%) 2.3 24 0.6
Trade to GDP (%) 54.7 52.6 64.5
Current account balance to GDP (%) -3.8 4.4 2.1
Terms of trade (1980 = 100) 99.2 98.2 102.7
Total external debt of GDP (%) 80.5 92.3 4112
Reserves in months of imports 25 2.3 3.1
Memo: Number of countries 45 35 10

Source: Authors' calculation from World Development Indicators (WDI) 2004 and data provided by country economists. Figures are an average of the two years prior to reform.

a. 10% statistical significance.
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turned into a small surplus for the independ-
ent reformers.

There were some differences as well
between the two groups of countries in other
macroeconomic indicators. The investment
performance of the Bank-supported reformers
was positive, but not remarkable; after an initial
boost immediately following the reform, the
investment rate slowed. In the independent
reformers group, the investment rate rose
more rapidly. In both sets of countries, per
capita GDP growth rose—from 0.4 percent
before the reform for the Bank-supported
reformers to 2 percent three-to-five years after
the reform, and from 1.8 to 3.1 percent for the
independent reformers.

While the combined before-and-after trade
reform and with-and-without Bank assistance
approach used above presents
understood statistical analysis, it has been
criticized as a poor estimator of the counterfactual
(what would have happened in the absence of the

an easily
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Bank-supported  trade Bank borrowers
program?) because the
approach tends to yield
biased and unsystematic

borrowing  from
Bank."® To address these i
concerns, two economet- was modest.
ric approaches were used.
First, the significance of the differences discussed
above was tested. The results, presented in table
4.4, show that the differences were statistically
significant for the following variables: per capita
GDP growth, imports, the current account
balance, terms of trade, and the external debt-to-
GDP ratio. Second, an econometric analysis was
conducted that corrects for the potential sample
selection bias that could potentially arise if Bank
clients were to systematically differ (in characteris-
tics) from non-Bank clients.'®

The results from the second exercise,
discussed in detail in Jinjarak, Salinas, and

Trade reformers

experienced larger import
flows and GDP growth
results of the effects of after liberalization, but
the oxport supply response

All Bank-supported Non-Bank-supported
Before trade reform t=0 t=2 t=0 t=2 t=0 t=2
Macroeconomic indicators
Real effective exchange rate 96.4 80.7 96.4 71.7 96.0 87.4
Consumer price index inflation (1995 = 100) 21.7 18.9 21.0 17.7 20.4 16.6
Fiscal balance as share of GDP (%) -4 -2.6 4.7 -2.6 -2.2 -2.2
Tax revenue as share of GDP (%) 13.8 15.6 13.4 15.3 15.5 16.8
Investment as share of GDP (%) 19.7 22.7 18.3 21.8 243 26.1
Per capita GDP growth (%) 0.8 2.2 04 217 1.8 3.1
External indicators
Exports as share of GDP (% growth) 6.1 714 5.3 7.8 6.5 5.7
Imports as share of GDP (% growth) 2.3 75 2.4 7.5 0.6 1.IE
Trade as share of GDP (%) 54.7 64.2 52.6 64.8 64.5 65.3
Current account balance to GDP (%) -3.8 2.7 4.4 -3.9 -2.1 .22
Terms of trade 99.2 96.2 98.2 94.32 102.7 101.72
Total external debt as share of GDP (%) 80.5 74.8 92.3 85.9° 411 38.1°
Reserves in months of imports 25 3.0 2.3 2.7 3.1 39

Source: Jinjarak, Salinas, and Tsikata (2005).

Note:t=0is 0 to 2 years before reform; t=1is 0 to 2 years after reform; t =2 is 3 to 5 years after reform.

a. 10% statistical significance.
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Relatively speaking,
import demand made a countries in the sample.!”
larger contribution to Appendix D6 presents
economic growth.

was modest, especially
Jor the Region with the pattern was declining im-

concentration—Sub-

Tsikata (2005) and summarized in Appendix
D5, suggest that trade liberalization has a
strong and often statistically significant positive
impact on economic growth and imports for
both the Bank’s clients and other independent
reformers, and that these impacts persist
beyond the short term. With respect to
exports, the impact of trade liberalization is
more mixed. Bank-supported reformers exhibit
rather modest export supply responses, while
reformers not supported by the Bank fare
slightly worse. So, while the existence of a Bank
trade loan freed up imports and was associated
with faster economic growth compared with
reformers not supported by the Bank, this
growth could not be attributed to faster
exports growth.

Contribution of trade to growth

Following Chenery (1979), variations in output
growth were disaggregated into demand
factors—domestic demand, import substitution,
and export expansion—for the periods before
and after the year of
reform for the 45

the results. Three points
can be made:

* First, domestic demand is a major source of
growth for the developing countries in the
sample. In all but six countries for which the
calculation was done, domestic demand was
by far the largest contributor to output
growth, explaining more of the increase in
growth than either export expansion or im-
port substitution.

* Second, before reform, the reverse of import sub-
stitution—import penetration—was more preva-

lent. After reform, while the

Export diversification degree of import penetra-

tion increased in a few coun-
tries, the more common

bl'gh est initial portpenetration, which was
sufficient to reverse the pat-

tern to one of import sub-
Sabaran Afm Cd. stitution in some countries.

* Third, the importance of export expansion
was uneven across countries following trade lib-
eralization. In half of the countries it increased,
while in the other half it declined in impor-
tance.

Diversification of exports

Diversifying the export basket has been an
important objective of the Bank’s assistance.
Table 4.5 provides three measures of progress in
export diversification: the number of products
exported, an export concentration index, and
the share of a country’s top three exports in the
overall export basket. Two points emerge. First,
all three measures suggest a reduction in export
concentration for developing countries as a
group and across the major groupings of
income, Bank trade loan or not, and regardless
of the intensity of reform. Second, despite the
overall progress, the Africa and the Middle East
and North Africa Regions continue to have
extremely concentrated export baskets, and
Africa lags well behind the other Regions.

Another way of examining progress in diversi-
fication is through an “exports prospects index.”
Developed in Ng and Yeats (2003), this index
helps gauge how favorable (or not) prospects
are for a country’s exports baskets. An index
above one suggests above-average growth
prospects, while a value below one suggests the
converse. In an estimate of the index for 26
African countries, the authors find only one
African country (Mauritius) whose export basket
currently suggests that it has the potential to
grow at about the same rate as world trade.'®
Given the well-documented (see, for example,
Page and Hewitt 2001) continuing secular
decline and volatility of commodity prices
relative to manufactures and services, there is an
urgent need for African countries to reduce their
commodity dependence in the long term with
the help of transitional assistance.

Both supply and demand factors can
influence trade performance. Export growth in
the sample of 45 countries between 1982 and
2003 was decomposed into demand, competi-
tiveness, and diversification changes.!® The
results for the analysis at the three-digit
Standard International Trade Classification
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Share of three

Number of products Export concentration largest exports
exported® index® in total exports (%)

Group Pre-reform Post-reform Pre-reform Post-reform  Pre-reform Post-reform
All 137 142 0.32 0.31 44.3 385
Africa 92 92 0.40 0.41 59.6 54.4
East Asia and Pacific 195 193 0.19 0.20 18.3 14.3
Europe and Central Asia 205 212 0.12 0.12 6.2¢ 45¢
Latin America and the Caribbean 144 154 0.33 0.31 34.4 30.6
Middle East and North Africa 156 156 0.24 0.21 24.4 24.0
South Asia 137 134 0.30 0.27 8.5 11.5
By income

Low-income 152 160 0.29 0.27 316 278
Middle-income 110 109 0.37 0.36 56.3 49.6
Reformers

Bank-supported 137 143 0.35 0.34 57.3 51.8
Independent 136 141 0.31 0.30 418 36.0

Source: IEG estimates based on UNCTAD 2004.

a. Number of products exported at three-digit SITC, revision 2 level; this figure includes only products that are greater than $100,000 or more than 0.3 percent of the country’s total ex-

ports.

b. The Herfindahl-Hirschmann index is a measure of the degree of market concentration. It has been normalized to obtain values ranking from 0 (least) to 1 (maximum concentration).

c. Turkey only.

(SITC) level are presented in table 4.6. The
table suggests that the overall diversification
contribution to export expansion was minimal
across different groups of developing
countries, with China dominating the results
when included in a group. The table shows that
experience varied significantly across Regions
and groups of countries. East Asia was the only
geographic Region in which gains in competi-
tive position underpinned export perform-
ance. Competitive gains were notably low in
Africa, and in over half of the African countries
the competitive position actually deteriorated.
Aggressive and more rapid reformers were
more likely to experience greater competitive
gains relative to demand.

Did deindustrialization occur?

As discussed in Chapter 2, a criticism of Bank
advice on trade liberalization is that it has led
to deindustrialization. Table 4.7 and Appendix
D5, table D5.2d, present summary statistics on

export performance and manufacturing value
added (the latter used as a proxy to measure
deindustrialization between 1983 and 2003).
The tables suggest that in 11 countries with
the highest overall export growth (averaging
12.8 percent), manufacturing value added grew
at the respectable rate of almost 7 percent. In
contrast, 23 countries with medium export
growth rates (about 7 percent) experienced
modest growth in manufacturing value added
and overall GDP growth, despite growth in
manufacturing exports; indeed, manufacturing
value added fell over time. This suggests that
the gains in manufacturing exports in this
group represented a diversion from domestic
markets and that some degree of deindustrial-
ization had occurred. Exceptions to this
pattern were Chile, Indonesia, and Mauritius.

Internal efficiency gains and productivity
The evaluation conducted a literature review of
country experiences with trade and productivity
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Factors underlying

Exports change

(annual average) Overall Competitive
All countries 198285 2000-03 Change demand factor
All countries 126,768 680,980 554,212 220,313 333,899
Region
Africa 19,060 37,316 18,256 17,790 466
East Asia and Pacific 34,894 391,832 356,938 91,655 265,283
East Asia and Pacific, excluding China 27,936 208,105 180,169 79,595 100,573
Europe and Central Asia 4,494 18,272 13,778 9,667 4,112
Latin America and the Caribbean 56,940 186,965 130,025 76,221 53,804
Middle East and North Africa 3314 10,682 7,368 6,291 1,077
South Asia 8,066 35,913 27,847 18,689 9,157
Intensity of reforms
Low-intensity reformers 112,986 455,556 342,571 195,438 148,584
High-intensity reformers 13,782 225,424 211,641 24,876 186,766
High-intensity reformers excluding China 6,825 41,697 34,872 12,816 22,056
Pace of reforms
Gradual reformers 61,504 385,007 323,503 99,861 223,642
Gradual reformers excluding China 54,547 201,281 146,734 87,801 58,933
Fast reformers 65,264 295,973 230,709 120,452 110,257
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Source: |EG estimates based on United Nations COMTRADE Database.

Note: The demand factor isolates the effect of the increase or decrease in global demand for sample country exports. It shows the percentage increase or decrease in exports that would

have occurred had there been no change in the countries” import market shares from the 198285 base period. The competitive factor shows the percentage change in exports over or

under that associated with demand changes that is brought about solely by the introduction of new products. Any differences between changes in a country’s total exports and the sum

of these “demand” and “competitive” changes are the result of product diversification.

gains. Because of data constraints, this issue is not
well researched for all developing countries,
especially less-developed countries. However,
countries that have been studied overwhelmingly
experienced positive gains in productivity growth
following trade liberaliza-
Liberalizing countries ton, either as a result of
experience productivity reductons in  output
oqins tariffs or tariffs on

S “" intermediate goods.?°

Lessons at the Country Level

Six country case studies were conducted for
this evaluation—of India, Indonesia, Morocco,
Mozambique, Senegal, and Zambia. The studies
covered fiscal years 1987 through 2003 and 47
lending operations. This section summarizes

the lessons that can be generalized to the
Bank’s trade activities (Appendix D7
summarizes the case studies).

In all case study countries, tariffs were
lowered in the medium term, and foreign
exchange reserves positions improved
(although aid often played a part). Economic
outcomes were mixed. India, Indonesia,
Morocco, and Mozambique enjoyed higher
GDP growth, as well as revenue gains. Nontra-
ditional exports were diversified in some
countries (Indonesia, Senegal, Zambia), but
export growth was often uneven. In general,
results with respect to the sustainability of
reforms, the implementation pace, investment
response, and productivity gains differed
widely. Employment losses occurred in the
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Table 4.7: Export Growth and Increased Value Added, 1983-2003 (annual increase, percent)

Manufactured exports Total exports

adjusted for adjusted by Value added Total value
purchasing power purchasing power by manufacture added

By growth

High export growth 11.9 12.8 6.6 55
Medium export growth 11.4 7.3 3.0 3.2
Low export growth 1.2 3.0 2.1 19
By income

Low-income 10.6 76 38 33
Middle-income 10.5 1.2 39 34
By speed of reform

Gradual 95 12 4.1 3.7
Fast 11.6 7.4 28 28

Source: |EG staff calculations from 3-digit SITC data.

cashew industry in Mozambique and in pastand to signal donors Country case studies and
manufacturing 1r? Senegal and Zambia. A‘closer and. investors .that the desk reviews ofselected
look at the main lessons helps explain the business environment .
varying outcomes. had improved. Thus, a programs provzde
broad range of reforms additional insight into

Crises (.‘a_n Prec:p_ltate Reform, but Broad were undertaken from p .7, support for trade.
Ownership Sustains It the start. But over time,
In the six case study countries, macroeconomic  ownership of the reforms
or financial crises precipitated the initial trade became diluted and reforms took longer to
reform, whether supported financially by the implement.
Bank or not. In Senegal, despite a history of policy

In Zambia, a crisis was compounded by reversal, a coalition of
political change. Subsequent reform was often  pro-reform elements in
driven by a move toward regional harmoniza- the public and private reform, but broad
tion, notably as countries joined various sectors was instrumental ownersbip sustains it.

Crisis can precipitate

regional trading arrangements (Morocco,
Senegal) or by multilateral WTO obligations
(India).

India, Indonesia, and Morocco exhibited
a high degree of ownership. This manifested
itself in trade policy reforms that sometimes
did not follow exactly the Bank’s analytical
advice or loan design to better adapt them to
the country’s political economy. Strong
ownership was also characterized by a willing-
ness to go beyond the Bank’s recommenda-
tions in some aspects.

In Zambia, the early days of the reform were
marked by strong ownership from a new politi-
cal party eager to make a break with the socialist

in keeping the reform

agenda going. One lesson for advising on a
reform program during crisis is that it pays to
have in-depth knowledge of the economy from
earlier ESW (as in India, Indonesia, and
Morocco).

Sequencing of Macroeconomic Policies

While the Bank’s initial diagnosis of the issues
constraining trade development in the case study
countries was generally correct, in some cases the
sequencing of macroeconomic, trade, and other
structural policies was suboptimal. In particular,
some countries kept one foot firmly on the
accelerator (liberalizing trade), and one foot on
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poor implementation
sabotaged trade reform

complementary policies
was underestimarted. actions linked directly to

Poor policy advice and the brake (overvaluing

their currency).?!
In Senegal, the
persistent overvaluation
in some cases. of the currency in the
late 1980s and early
1990s meant that Bank recommendations to
liberalize trade were premature. In Morocco,
failure to consider alternative sources of
revenue to replace losses from lowering tariffs
led to fiscal distress and a reversal of trade
liberalization. Subsequently, the real apprecia-
tion of the Moroccan dinar during the 1990s
made it more difficult for the country to
compete.

Failure to conquer fiscal constraints also
proved to be a stumbling block for India and
Senegal by making those countries more
cautious about the pace of reform. In Zambia,
the 1990s were characterized by adverse
macroeconomic conditions (high real interest
rates, a tendency toward a volatile and overval-
ued exchange rate), general instability, and a
banking sector that financed government
deficits rather than private investment.

The Enhanced Structural Adjustment Facility
(ESAF) review by the IMF (Botchwey and others
1998) highlights the finding that the sequenc-
ing of macroeconomic policies recommended
by the IMF and the Bank contributed to the
poor macroeconomic outcomes in Zambia.
With rising inflation and liberalized interest
rates, there was a liquidity squeeze that drove
real interest rates up to high levels. This, in turn,
caused real exchange rate appreciation that, in
conjunction with the rapid trade liberalization,
placed Zambian firms under intense competi-
tive pressure. The failure to achieve macro
stabilization proved costly.

The Need for Complementary Policies Was
Underestimated

The Bank was generally aware of the importance
of complementary policies on the regulatory side,
often incorporating them in its lending to the
The comp lexity ()f countries. Yet implemen-
tation in these areas was
often weaker than those

ASSESSING WORLD BANK SUPPORT FOR TRADE, 1987-2004

trade policy. The evidence from the country case
studies suggests that the Bank may initially have
underestimated the complexity of the regulatory
reforms and the political constraints associated
with carrying them out. The failure to complete
these reforms in a timely fashion affected the
outcomes from trade reform negatively in some
cases. Moreover, the most critical complemen-
tary policy varied across countries, suggesting the
need for in-depth analytical work.

In other cases where the authorities were
interested in introducing reforms, the Bank
was able to craft a comprehensive program of
assistance to complement trade reform. In
Morocco, the Bank adapted to its reduced role
in trade policy and was able to use its ESW to
identify the most pressing supply-side issues
and make a convincing case for reform (for
example, in customs). In India, Bank staff saw
industrial deregulation and trade liberalization
as mutually reinforcing; thus, its analytical work
and lending operations tackled both.?? In
Indonesia, the Bank financed a cluster of
projects that complemented trade reform and
addressed supply-side issues. These included a
manpower and training development project,
two export development loans, an industrial
restructuring loan, and a loan for private sector
development.

Apart from regulatory reforms, the studies
on Senegal and Zambia identified skills
shortages, notably at the technical and manage-
rial important constraints to
improved global competitiveness. The
potential positive role of high-quality economic
and sector work was also addressed in all case
studies (see box 4.2 and Appendix D7).

levels, as

Institutions Matter and Underpin Sustainability
Institutions that facilitate trade policy and
development and ensure implementation are
important in carrying out the strategic vision of
countries. In Morocco, Bank lending and
technical assistance to a variety of institutions
(Ministry of Commerce and Industry, Port
Authority of Morocco, customs administration)
is widely viewed as having been highly
effective—having led to strengthened strategic
and regulatory capacity. The Moroccans



In Zambia, the privatization of the mining parastatal Zambia
Consolidated Copper Mines (ZCCM) was an important element
in the trade reform program. When Zambia initiated its reforms
in 1991, it was still dependent on copper for over 90 percent of
merchandise export revenues. ZCCM was an inefficient pro-
ducer and a drain on the national budget. Although the new re-
formist party had advocated the reorganization of ZCCM,
including the options of “divesture, joint ventures and privati-
zation” in the New Economic Recovery Programme (1992), the
formal decision to privatize was only announced in 1995.

By 1996-99, ZCCM was suffering catastrophic losses, equiv-
alentto 6-10 percent of GDP yearly (Zambia Country Assistance

Source: Zambia Country Case Study for IEG Trade Assistance Evaluation.

emphasized that Bank success came about in
part because (i) the government was convinced
that those institutions had become a drag on
the economy and (ii) each of the reforms took
place at a time of crisis. Each of these institu-
tions has been critical in Morocco’s path
toward global competitiveness.

In Mozambique, the government signed a
contract with a pre-shipment inspection
agency while it strengthened its own customs
administration. The inspection agency was
successful in tightening and improving import
duty collection.

In Indonesia, the interdepartmental team
known as Team Tariff (not financed by the
Bank) was an important mechanism for review-
ing all changes in import taxes and regulations.
It helped put limits on the ability of particular
ministers or government officials to make
arbitrary changes for the benefit of particular
groups.

In countries with weaker capacity, such as
Senegal and Zambia, the plethora of trade issues
on the negotiating agenda at the regional and
global levels overwhelms under-resourced and
under-staffed technocrats. Countries are unable
to present positions unique to their countries.
The consequence is often failure to keep up with
policies and agreements that have implications for
exporters, leading to resistance when the costs of
the agreements are felt.

OUTCOMES AND RESULTS

Evaluation). Yet privatization dragged on and conditionality was
ineffective. Apart from the economic costs, Zambia’s slowness
inimplementing the recommended policies jeopardized the trade
reform program and its outcomes by reducing the credibility of
the government’s commitment to reform. Other interventions in-
tended to complement the trade reform probably came too late—
they included an agricultural sector investment project (approved
three years after the liberalization) and an enterprise develop-
ment project (approved six years after the reform) or were inef-
fective (for example, the duty drawback scheme remained
inefficient despite being the subject of conditionality in two dif-
ferent loans).

The private sectoralso Both private and public

sometimes lacks capacity. sy Jo-related institutions
Efforts to nurture public-

private partnerships as

matter in carrying out

well as private sector ref orms.
associations can pay off

in broadening the support for reform (India,
Senegal), but the Bank has only infrequently
supported private exporter groups (it has more
frequently supported individual exporters
through matching grant facilities).

External Factors Were Largely Understudied

In general, Bank country assistance strategies
and country economic reports did not take
adequate account of external factors such as
the multilateral trade negotiations under the
Uruguay and Doha Rounds or multilateral trade
institutions, agreements, and rules emanating
from the various WTO agreements.

In Senegal, according to policy makers,
special conditions that apply to developing
countries (such as more lenient tariff reduction
schedules or flexibility in food security-related
trade areas) were infrequently discussed.
Despite the enormous amount of Bank
research on these topics and significant advice
and technical assistance from other develop-
partners, these

passed largely

ment
issues

unnoticed in the Bank’s largely understudied.

External factors were
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country-level dialogue until 2003, when tariff
and nontariff barriers in foreign markets
(horticulture, fisheries), standards information
and compliance, and low world cotton prices
were systematically analyzed to assess their
impact on Senegal.?

In India, Bank reports on the country in the
late 1980s and early 1990s rarely analyzed
foreign investment in depth, although the
China experience had already underscored the
importance of foreign investment liberaliza-
tion, and even though liberalization in services
trade was a major emerging issue in the
Uruguay Round and necessarily required some
easing of the rules on foreign investment.

In Zambia, the Bank failed to consider the
country’s complex trading environment, which

arose in part from

Distributional outcomes overlapping preferential
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get too little attention. trading arrangements.

Zambia had to grant
preferential access to final products from
Common Market for Eastern and Southern
Africa (COMESA) trading partners such as
Zimbabwe. At the same time, Zambian
manufacturers had to try to compete while
importing inputs from non-COMESA sources.
The result was very low—or even negative—
effective rates of protection.

In another example, at the time of its
democratization in 1994, South Africa (a new
member of Southern Africa Development
Community [SADC], but not COMESA)
maintained high import barriers, while
subsidizing its exports through its general
Export Incentive Scheme.

Although it cannot be determined precisely
how serious these regional problems were,
strategically Zambian policy makers felt they
would have been better placed if they had
“more” to bargain with (in terms of tariff
reductions) when it came to subsequent free
trade arrangements with COMESA and SADC.
Zambia, however, had already liberalized signif-
icantly in the context of Bank projects.

Until recently, Bank advice on particular
products was given in isolation from the global
industry. In Mozambique, the controversial
liberalization of the cashew nut industry did not

lead to the intended beneficiaries (the farmers)
receiving as great a share of the export price as
anticipated. The Bank’s analytic work did not
systematically examine the cashew’s global value
chain, yet the entire thrust of the proposed
reforms was to raise the international competi-
tiveness of the industry and, with it, the farmers’
share in the export earnings. Increasingly,
however, the Bank’s Private Sector Develop-
ment Vice-Presidency is encouraging and
broadening the inclusion of value chain analysis;
the integrated trade logistics work in Morocco,
for example, includes value chain analysis.

Distributional Outcomes Get Too

Little Attention

A review of project documents, ESW, and
assistance strategies generally found little
evidence of consistent or widespread attention
to the distributional outcomes arising from trade
liberalization in the case study countries. Even
where the Bank incorporated distributional
concerns, it was hampered by poor implementa-
tion. In Senegal, the Bank was sensitive to
authorities’ concerns about the social costs of
adjustment in the run-up to the devaluation and
included a component in the 1994 post-devalua-
tion Economic Recovery Credit. The IEG assess-
ment of the credit, however, found that a
well-planned safety net was missing, and that
targeting was not refined enough to reach the
people who most needed assistance.

Conclusions. While the initial impetus for trade
reform is often an economic crisis, sustaining
the reform requires broad support and
ownership. Conditionality was generally not
conducive to achieving that ownership, and the
Bank was more judicious in using it in larger
countries. Bank advice and analytical work
were often instrumental in supporting reform.
Its value, however, was reduced in cases where
it was perceived to be dogmatically based.
Bank advice and lending contributed to
systematic reductions in protection and in
opening up economies, although the pace
differed across countries. The long-term
outcome in poorer countries’ export supply
response was less than expected, even when



there were short-term gains in economic
growth. As discussed earlier, the impact on
employment and poverty was less than
expected, and the Bank did not conduct
sufficient analysis to inform its policy advice
and lending on this issue.

Less than satisfactory outcomes were
explained by inappropriate macroeconomic
conditions (notably currency overvaluation or
instability) or incomplete trade reform. In
addition, the Bank needs to ensure adequate

OUTCOMES AND RESULTS

analysis of the distributional consequences of
trade reform, complementary policies (regula-
tory reforms, infrastructure requirements, and
skills needs), and external factors (such as the
lack of knowledge by governments and
entrepreneurs of global value chain links for
the country’s existing and potential exports,
and market access restrictions). Weaknesses in
these areas contributed to the inability of some
countries to take advantage of the opportuni-
ties offered by trade reforms.
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Chapter 5: Evaluation Highlights

e The Bank hasincreased its presence and work on trade issues
following the failed Seattle trade meeting.

e Research s of high quality and advocacy has raised the Bank's
profile.

e The Bank is meeting its trade capacity building objectives
unevenly, and more effort is needed to mainstream trade.



Trade Returns to the
Agenda, 2001-04

ifficulties at the 1999 Seattle trade ministerial meeting of the World

Trade Organization (WTO) and growing pressure to deliver on the Mil-

lennium Development Goals led the World Bank to reappraise its trade
activities, which had diminished during the 1990s.

After the discussion in April 2001 of a Develop-
ment Committee paper, Leveraging Trade for
Development, the Bank expanded its work on
trade issues considerably! (Appendix A1).?

The Bank trade program, as revamped in
2001, has two objectives:

(1) Make the world trading system “friendlier” to
development—that is, make it a reciprocally
open trading system.

(2) Make trade an important part of country de-
velopment strategies (World Bank 2002d).

Following the recommendations laid out in
the Development Committee paper, the trade-
for-development agenda was to be pursued by
the Bank at three levels: global, Regional, and
national.’

In early 2001, the Bank began collaborating
with other agencies on how best to help the least-
developed countries. By July 2002, a new sector
unit dedicated to trade had been established. In
addition, the Bank formally created a virtual Trade
Department (TD) made up of staff working on
trade issues from the Development Economics
Vice-Presidency (DEC), the Poverty Reduction

Since 2001 the Bank has
expanded its focus on
trade issues considerably.

and Economic Manage-
ment Network (PREM),
and the World Bank
Institute (WBI) (Appendix
E1).

Anticipating that trade-related work would
decline after the conclusion of the Doha
Development Round (initiated in 2001 and
originally expected to conclude in 2005), a
sunset clause was established for July 2005, with
the virtual Trade Department to be subjected to
“major review” at that time (Appendix E2). This
evaluation does not evaluate the Trade
Department, though its findings are expected
to contribute to this review and to the work of
the department and other Bank units working
on trade-related issues.

This chapter draws in Objectives are to support

part on an evaluation of devel()pment ()f&l

the Bank’s revamped . 17 di

trade program between reciprocally open tradaing

2001 and 2004 commis- System and to make trade
an important part of

sioned by IEG (De Melo
2005). That evaluation
) country development

examined the effective-
ness of the Bank instru- SIraiegies.
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Advocacy to redress

effectiveness of its trade
activities, the Bank will

multisectoral nature of

ments employed—research, participation in
global policy discussions and advocacy, trade
capacity building, and mainstreaming of
trade—and assessed progress on the two
objectives outlined above.

IEG finds the objectives to be relevant,
timely, and responsive to the rapidly changing
global environment on trade issues. However,
it recommends greater attention in the future
to the balance between the two objectives. In
particular, given the Bank’s limited direct role
in global negotiations, and the importance of
country-specific policy dialogue, the study
recommends strengthening the analytical
tools, processes, and systematic interactions
within Bank operations.

Within the Bank, global advocacy can be
handled by the Trade Department and senior
management alone. But
the other impediments

issues in the global to global integration
trading system can be have to be dealt with in
bandled by the Trade
Department and senior the Bank and with the
management alone, support of — Country

concert with  other
sector networks within

Management Units.

In areas where the Trade Department worked
with other networks or provided intellectual
leadership—such as sanitary and phytosanitary
standards and trade facilitation—the Bank has
been successful in ensuring the operational
relevance of its activities. In other areas where
the Bank could have potentially made an
impact—agricultural trade and policies, trade
and poverty linkages—inadequate investment
by the Bank and relatively little intellectual
leadership early on has resulted in less success
on the operational side.

To  enhance the
To enhance the effectiveness of its trade
activities, the Bank will
have to face more
squarely the multisectoral

have to face more nature of the current

trade agenda. It will have
to improve links between
the various sectors and

squarely the

the current trade agenda. the Trade Department on
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trade issues on all fronts (research, trade-related
capacity building, knowledge management, and
development of tools and templates). In particu-
lar, the Trade Department can bring the global
perspective to bear on sector issues. Success on
this front will be the difference between individu-
ally competent analytical pieces of work and a
more synergistic approach.

Research
Research on trade issues never declined as
dramatically as did economic and sector work
(see Chapter 3). This made it easier for DEC to
gear up quickly in 2001 when interest in trade
surged once again. The Bank’s trade research
has been marked by close collaboration with
academia, notably in the Americas and Western
Europe.”> This cross-fertilization has been
important in disseminating the Bank’s
research, while at the same time influencing it.

The Bank’s volume of trade-related research
has grown rapidly in recent years. Much has
been published in respected journals.® Since
2001,when the Bank’s program on trade was
re-energized, Bank staff and collaborators have
produced 125 research papers in the World
Bank Policy Research Working Paper series” and
published more than two dozen books and
major reports. Forty-three papers have been
published (or are forthcoming) in journals (83,
counting all refereed journals).®

The Bank’s trade research focused on the
global economy and growth, regionalism, and
development; firm-level analysis of the produc-
tivity impact of trade policies and foreign direct
investment (FDI); trade in services; and some
of the behind-the-border barriers to trade.® In
addition to the Regional ESW that covers
Regional trade integration issues and earlier
DEC work on regionalism (both covered in
Chapter 3), DEC has continued to carry out
major research in this area. For example, Schiff
and Winters (2003), an expository volume on
regionalism, and Global Economic Prospects
(GEP) 2005 contributed to better understand-
ing of the benefits and obstacles that regional-
ism presents for the world trading system (see
box 5.1). A significant portion of Bank research
was innovative (leading in new fields such as



services, agricultural standards, transport
costs, and other behind-the-border issues).
Particularly successful research (in terms of
quality of research and links to operational
activities) has been done on agricultural
standards.

Bank research on several issues related to
the multilateral trading system was timely. In
the run-up to the Doha Trade Ministerial, for
example, Bank staff contributed significantly to
a World Economy volume on how to ensure
that developing countries were full and active
participants (Hoekman 2000) and released the
Global Economic Prospects report Making
Trade Work for the World’s Poor (2002). Global
Economic Prospects: Realizing the Develop-
ment Promise of the Doha Agenda (2004) was
published in the run-up to the Cancun Trade
Ministerial. In the structured interviews that
IEG carried out for this study, WTO members
said that these studies contributed positively to
their understanding of the issues and the
debate (Appendix E5).

A number of pieces of DEC research had
important implications for the poor. Work on
preferences (Schiff 2002) and research on
China and India (referred to in Chapter 3),
where many of the world’s poor live, was
particularly significant. Missing was research on
some trade areas with implications for the
Bank’s poorest clients, such as the impact of
external (including commodity) trade-related
shocks. For example, despite the long-antici-
pated phase-out of the multi-fibre arrangement
in 2005 and its implications for several of the
Bank’s clients (such as Bangladesh, Dominican
Republic, El Salvador, Kenya, Lesotho,
Mauritius, and Nepal), no major cross-country
strategic analysis was done. Another gap in
research, until recently, has been migration.'°

Migratory pressures have been building up
internationally since the breakdown of
communism, but the Bank is only beginning to
focus on this issue.!! The Bank has a natural
comparative advantage in studying migration
(a global issue that requires data-gathering
expertise and facility and a cross-country
focus), yet it has not taken the lead. A critical
amount of work in this area might have given
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the Bank the informa- Bank trade-related

tion necessary to partici- ..co 100l has often been
pate more actively in the

debate that is building in timely and is of bigh

the context of the Doha quality.

Round. Such research

also might have enabled the Bank to assume
leadership similar to the way it has in the
debate on regionalism.

In addition, several areas in the trade agenda
have been slow to yield important insights.
Much of the more detailed work relating to
market access in agriculture—and to the effects
of areduction in barriers to trade in agriculture,
in general—became

available only in late Byt research on some

2004 and has yet to h
anchas yet 'O Ve areas that affect the
an observable impact on

country programs. As to Bank’s poorest clients

the functioning of the ags missing, and several
world trading system,
quantitative work on the
functioning  of  the .yield inSigth-
Dispute Settlement Understanding has started
only recently.

Because research is a long process, the Bank
can experience gains from being forward-
looking and anticipating topics likely to be on
the policy agenda soon. Five topics were
covered only marginally in the review period
but merited more resources. These are
discussed in the following paragraphs.

areas have been slow to

Export-processing zones. For political economy
reasons, reducing protection unilaterally may
be difficult. Some countries (China, Madagas-
car, and Mauritius) have managed to integrate
into the world economy by relying on export-
processing zones rather than tariff reductions.
The Bank has carried out relatively little
research in this area (Madani 1999).

Agricultural trade and policies. While advocacy

and analytical work for

agriculture have long Five topics were covered
been important Bank oy/y marginally in the
activities, the amount of

research published in
refereed journals has 77207e resources.

review period but merited
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Regional preferential trading arrangements (bilateral and pluri-
lateral) have mushroomed in every region of the world. There are
currently over 300 RTAs.? Several factors underlie the prolifer-
ation of RTAs—strategic and geopolitical interests, uncertain-
ties about the future of the multilateral trading system following
the failure to launch a round in Seattle and the subsequent dif-
ficulties in reaching agreements following the Doha Ministerial
meeting, and a desire to leverage the strength of numbers into
larger markets and enhance regional cooperation on a range of
trade and non-trade issues. The Asia-Pacific Economic Coop-
eration (APEC) arrangement, the European Union, the Southern
Common Market (MERCOSUR), the North American Free Trade
Agreement (NAFTA), and numerous other free trade areas and
customs unions now exist with the multilateral system and its
rules. In the view of some researchers, these arrangements re-
duce global welfare and undermine the institutional architecture
of the multilateral trading system.

There are two schools of thought on whether RTAs should be
viewed as “building blocks™ or “stumbling blocks” to liberalizing
trade.P Supporters of RTAs discount the extent to which trade di-
version exceeds trade creation under RTAs, and argue that in
some circumstances smaller RTAs may be easier for countries to

negotiate. Those skeptical of RTAs argue that they are likely to re-
sultin a “hub and spoke” type of growth, with the smaller spokes
being disadvantaged.

Empirical evidence on the extent to which RTAs help liberal-
ize and expand trade is less common and, similar to the theoreti-
cal literature, there is no clear consensus. In a recent review of
regional trading arrangements in Africa, which is home to over 30
RTAs (or an average of 4 per country),® Yang and Gupta (2005) find
that RTAs have been ineffective in expanding trade or investment.
Lim&o (2005) shows empirically that U.S. preferential trading
arrangements have harmed multilateral liberalization.

Given the proliferation of RTAs, the issue then is no longer one
of whether or not to have RTAs, but of how to use them in ways
that are complementary to the multilateral trading system. The is-
sues revolve around the following themes:

¢ How can RTAs be implemented to maximize benefits (inter-
nalizing externalities at the regional level and coordinating on
standards) and to minimize negative spillovers (reduction in
market access to non-partners)?

¢ How can RTAs be negotiated to bring about “deep integration”
beyond what one might expectis possible atthe multilateral level?

a. Global Economic Prospects 2005 (World Bank 2004b) provides an up-to-date and comprehensive overview of current RTAs.
b. The theoretical literature on preferential trade agreements is reviewed in Baldwin and Venables (1996), Bhagwati and Panagariya (1997), and Panagariya (2000). Schiff
and Winters (2003) and World Bank (2000, 2004a) review the empirical literature and place it in a development context.

c. World Bank (2004b).

been relatively low: only 4 of 83 articles
appeared in specialized and refereed academic
journals.'? Developing countries continue to
need specific advice on appropriate policy in
the transition to a fully liberalized global
agricultural system. Such advice requires
additional analysis. While more attention is
now being paid to the impact of the external
environment through, for example, a series of
commodity market studies edited by Aksoy and
Beghin (2005), a more systematic approach
that integrates research, operational implica-
tions, and capacity-building is needed.

Trade-poverty linkages and adjustment costs. Until
recently, little research had been done on trade
and poverty. Given the importance of the
topic—and

surrounding controversies—

carefully chosen case studies might have
helped the Bank’s understanding. Because
gains from trade liberalization are diffuse and
sometimes barely visible in the short run, and
losses are all too visible, generating support for
reform is difficult. This suggests not only
spreading the benefits of reforms to the extent
possible to reduce the bias against reform, but,
more important, looking into the adjustment
costs with a view to minimizing them. So far,
research and Bank country programs have
largely neglected this area, despite high-level
expressions of support and intent by senior
managers. 3

Micro-level adjustment. Another aspect of adjust-
ment that was inadequately researched
between 2001 and 2004 is the response of firms



to trade liberalization. The emphasis of macro-
level aggregates such as exports, imports, and
GDP masks firm-level transitions such as the
exit and entry of firms, and individual
responses such as movements in and out of
employment.
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operational linkages and impact of its research
program on trade.

Bank Participation in Global Policy
Discussions and Advocacy

For much of the 1980s .. yyyp,ch of the 1980s

and 1990s, the Bank’s oc s
approach to advocacy on and 1990s, the Bank’s

trade was muted, taking approcach to advocacy

Services liberalization. Considering that services
research is a relatively new area, the Bank has

produced timely results, including articles in
journals. Its research has provided useful
estimates of the efficiency benefits from well-
functioning regulatory environments, demon-
strated the necessity of drawing distinctions in
policy advice across different types of services,
and underlined the importance of a comple-
mentary regulatory environment. However, the
research results have not yet been effectively
translated into policy advice or changes in
lending activities. This would require more
resources than have been allocated thus far, as
well as a clearer strategy to engage operational
staff.

The views of Bank staff surveyed for this
evaluation overlapped with some of the points
made above. In particular, when asked what the
single most important area for further attention
was, staff identified “adjustment and transi-
tional costs from liberalization” and the “links
between trade and poverty at the operational
level.” In addition, the survey results suggested
that staff felt it would be beneficial to have
additional research drawing on country experi-
ence. This would take advantage of the Bank’s
extensive knowledge of country experience. A
review of the reasons why staff found particular
trade reports useful emphasized the “presenta-
tion of new evidence” or “the existence of a new
perspective.”

Conclusions. The Bank’s trade research between
2001 and 2004 has been of high quality and has
contributed to ongoing debates, notably with

the external trade en- ,,, ~c 400004
vironment as given,!

but the tenor, emphasis, and approach to
advocacy intensified after 2000, and particularly
in the run-up to the Doha Trade Ministerial
meeting in November 2001. The collapse of the
WTO talks in Seattle in 1999 and the urgency to
retain the credibility of the multilateral trading
system as a mechanism to improve the
development prospects of the poorer
countries galvanized the interest of all major
development partners in a revitalized and fair
global trading system.

Advocacy was first established as a formal
objective soon after the Trade Department was
created in July 2002 (World Bank 2002d, €). The
rationale was for the Bank to use its influence
with the Organisation for Economic Co-
operation and Development (OECD) countries
(notably the QUAD)," to serve as a counter-
weight to the richer countries, and to promote
a trading system that was more open, rule-
based, predictable, and transparent and that
addressed the needs of developing countries.
In this role, since 2001, the Bank has
emphasized more strongly the importance of
reducing protectionism in both industrial and
(more recently) developing countries.

This shift toward greater advocacy is viewed by
surveyed Bank staff and WTO members as
appropriate and relevant. In particular, Bank staff
surveyed viewed the advocacy work as the single
most important contribution of the Trade Depart-
ment thus far. WTO

members  interviewed Advocacy was first
recognized the Bank’s established as a formal

advocacy  efforts  as gpjective soon after the
important to the global
. . new Trade Department
dialogue on multilateral
was created in July 2002.

respect to the global trade architecture and the
multilateral trading system. To strengthen the
ongoing work and enhance its contribution to
the Bank’s mission, the Development Research
Group (DECRG) needs to consider a more
systematic and continuous assessment of the trade liberalization.
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The Bank’s main instruments of advocacy
were initially research pieces, editorials by Bank
management in influential media (Financial
Times, Washington Post, New York Times, Le

Mondle), and speeches by
Assessing and senior management at

distinguishing the Bank’s the WTO, at conferences,
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and on country visits.

achievements in These targeted and

adUOCéle is dl’ﬁrllcullﬁ personal interventions

were closely tied to major
research outputs such as the Global Economic
Prospects reports. Since 2004, the annual Global
Monitoring Report (produced jointly by the IMF
and World Bank) has been a major tool to synthe-
size the Bank’s advocacy on trade issues.

Between 2000 and 2004, several speeches on
trade by the Bank’s chief economist and senior
Bank management focused on market access in
agriculture (Appendix E3). The Bank argued
that tariff peaks and OECD agricultural
subsidies were high (exceeding per capita aid
contributions) and put developing countries at
a competitive disadvantage (Rajapatirana 2003
and De Melo 2005 summarize these speeches).
The increased emphasis was accompanied by a
joint IMF-Bank paper to their respective Boards
in 2003.1° Apart from market access, the most
frequently reiterated message by the Bank was
the importance of the Doha negotiations for
development.

Broadly speaking, the research reports that
underpin the advocacy work are well done,
reach a broad audience, and are widely picked
up by the popular press. But no appraisal of the
volume or type of press coverage is available
from the Trade Department. Members of the
WTO and trade community spoke highly of
these reports and indicated that they found
them useful (Appendix ES). By contrast, the
staff survey indicated that Bank staff found
them less useful, indicating that they were
sometimes repetitious (Appendix E6).

Given the proliferation of advocacy reports
intended for broad audiences, the Bank should
reflect on the extent of product differentiation
across reports. The trade research and analyti-
cal work generated by the Bank (in collabora-
tion with outsiders) warrants either fewer

reports, shorter reports, or less frequent
reports to avoid repetition.

Assessing and distinguishing the Bank’s
achievements in advocacy is difficult for several
reasons. First, the Bank has a somewhat
circumscribed role in multilateral trade negoti-
ations (given its observer status). Second,
several other agencies have also been active in
this area (for example, Oxfam and the U.K.
Department of International Development
[DFID]). Oxfam has been extremely active in
carrying out advocacy (and some research) and
in articulating its findings in an effort to draw
attention to how the multilateral trading
system can be made fairer. In some cases, their
work preceded that of the Bank (as on the issue
of cotton).'” DFID has been one of the most
active development partners, producing
extensive analytical work related to the Doha
Development Round. Together with other
development partners, it has been a consis-
tently strong advocate for the Doha Develop-
ment Agenda.'® Third, monitoring the impact
of advocacy efforts requires not only an assess-
ment of changes in policy, but also of their
implementation and impact.

Though one can only guess what would have
happened without Bank advocacy, even with
the presence of other active partners, the Bank
has positioned itself more effectively as an
advocate for developing countries, compared
with its stance in the 1980s. Given the wide
reach of its publications, this has contributed
to increasing awareness of the issues. The Bank
has been successful in aligning itself with the
view that the Doha Development Round must
yield greater reciprocity. Surveys carried out for
this study with Bank staff and other stakehold-
ers confirmed a generally positive view of the
Bank’s contributions in the global dialogue.

The Bank has been less successful in
changing actual outcomes, though it may still
be too early to assess this given that the trade
discussions are ongoing and the long-term
nature of the change that is required. Partici-
pants in the talks (WTO members) felt that the
Bank was limited in how much its actions could
directly influence outcomes because of the
complex political dynamics involved.'” WTO



members also expressed the view that the Bank
was constrained in how sharply it could articu-
late messages, in contrast to nongovernmental
(NGOs) and other organizations. The Bank’s
role could therefore be seen more accurately
as indirect—contributing ideas and adding to
the pressure to influence changes.

The Bank’s initial narrow focus on OECD
agricultural subsides may have been at the
expense of emphasizing other areas where
improvements would also lead to a better
functioning of the world trading system (such
as nonagricultural market access, reducing
protection in developing countries, and
reducing barriers to the temporary movement
of people). It was also at odds with the Bank’s
own research, which suggested that the bulk of
gains for many developing countries would be
derived from addressing “behind-the-border”
constraints. However, with agricultural
subsidies as an egregious example of the
unequal global trading system that is widely
perceived as unfair by developing countries,
one could argue that there were (and continue
to be) relevant political economy arguments
for the system to be reformed, and hence for
the Bank’s intense focus on subsidies.

In any event, the Bank’s later messages have
struck a more balanced note on the importance
of both types of constraints (domestic develop-
ing country policies and market access consid-
erations) and highlighted the importance of
nuanced messages that take into account the
varied outcomes for different groups of
countries and commodities.

In this regard, the Bank’s advocacy may have
generated some unintended consequences. By
emphasizing that a less than complete liberal-
ization by the OECD will result in marginal
benefits for many developing countries, the
Bank may have raised the risk that those
countries will be disappointed by what increas-
ingly looks like a modest agricultural liberaliza-
tion and will refrain from carrying out
beneficial unilateral trade liberalization.?®

Building Trade Capacity
Trade-related capacity building (TCB) means
different things to different people, but a
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relatively recent Organisation for Economic Co-
operation and Development-Development
Assistance Committee (OECD-DAC)/WTO
definition is now commonly accepted (box
5.2).21

TCB has become a 4y, p .70 advocacy

prominent part of the
discussion of integration

Three factors explain ;00005055
this increased interest:

* First, developing countries were “burned” by
their experience with the Uruguay Round.
They signed onto commitments that they were
unable to meet, partly because of a lack of ca-
pacity, and partly because of inadequate pro-
grams to help build their capacity.

* Second, and related to this experience, the
Doha and Monterey meetings featured far-
reaching promises by development partners to
provide TCB to developing countries.

e Third, the complexity and intensity of the
trade-negotiating process for developing coun-
tries at several levels—the Doha Development
Agenda, and various bilateral, plurilateral free
trade arrangements in almost every Region of
the world—have heightened realization that
managing integration
into the global econ-

omy is complexand de- in2direct—contributing
manding, and that jieqs and adding to the

achieving the benefits
is more difficult than
anticipated.

Therefore, increasing capacity to manage
the process is more critical than ever.??

The renewed interest in TCB at the global
level has increased pressure for the Bank to
identify and delineate its work in this area, even
while Bank TCB continues in a dispersed
fashion across the institution. Organizationally,
TCB is spread over several units, with no single
unit having overall responsibility for tracking
institution-wide developments in TCB.

In its September 2003 trade progress report
to the Executive Board, the Bank identified its
objectives in TCB as “to build capacity in client

The Bank'’s influence is

pressure for change.

work is viewed positively
into the global economy. by staff and W10
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An activity is classified as trade-related technical assis-
tance/capacity building if it is intended to enhance the ability of

the recipient country to accomplish one of the following:

Formulate and implement a trade development strategy and
create an enabling environment for increasing the volume and
value added of exports, diversifying export products and mar-  * Trade-related technical assistance/capacity building is ex-
kets, and increasing foreign investment to generate jobs and

Stimulate trade by domestic firms and encourage investment
in trade-oriented industries.
Participate in and benefit from the institutions, negotiations,

and processes that shape national trade policy and the rules
and practices of international commerce.

In addition, the activity should fulfill the following criteria for el-

igibility:

plicitly promoted in activity documentation.

¢ The activity contains specific measures to develop trade pol-

Source: OECD-DAC 2001.

The Bank'’s trade capacity countries to: (i) formu-
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objectives aim to belp

late and implement
sound trade policy to

client countries c¢ppance growth and

participate more reduce poverty; (i)
effectively in the global ™0ag¢ the adjustment

costs of trade reform and
external trade shocks;
(iii) participate effectively
in international negotiations; and (iv) develop
appropriate regional trade policies”( World Bank
2003). The report identified as the main levers to
achieve TCB objectives ongoing activities in
project components, the Integrated Framework
for Trade-Related Technical Assistance initiative,
World Bank Institute training activities, and
analytical work.

trading system.

Capacity Building Components

in Operational Lending

The Bank has augmented resources devoted to
trade capacity building, and the Trade Depart-
ment has extended its learning program to
provide training and research support. New
lending for TCB more than doubled, from $132
million in 1998-2000 to $267 million in
2001-03, resulting in a portfolio of 50
operations (or components in operations) as
of September 30, 2003.2 TCB has been concen-
trated in trade and transport facilitation
(notably customs), agricultural standards, and

icy and regulations, enhance the ability of enterprises to par-
ticipate in international trade, or increase national capacity
to participate in the multilateral trading system.

trade finance (Appendix E4, table E4.1b). This
TCB is primarily intended to strengthen institu-
tions. The Europe and Central Asia Region
received the most assistance in TCB by an
overwhelming margin—almost half of TCB
components are in loans to the Region
(Appendix E4, table E4.1a).

While the focus in TCB between fiscal years
2003 and 2004 was correctly targeted themati-
cally toward areas identified in analytical work
as critical (such as customs and standards), the
TCB components of approved projects, for the
most part, do not address the Bank’s four
strategic objectives, outlined above. Specifi-
cally, only 4 of the 15 TCB components
addressed any of the 4 objectives outlined
above (Appendix E4, table E4.1¢). The most
glaring gap is capacity building related to
helping countries manage external shocks and
adjustment costs related to trade liberalization.
No project components address this; nor has
the Bank done any major research in this area.

The Bank has sporadically helped a few
countries participate effectively in international
negotiations, but no new TCB loan components
focus on negotiations, and other institutions are
more important in supporting developing
countries in this area. For example, in negotia-
tions regarding training and improving country
awareness of the rules of the game, a host of
other international organizations are involved



(such as the International Trade Centre [ITC],
United Nations Conference on Trade and
Development [UNCTAD] and the WTO, and,
increasingly, development partners such as the
European Union [EU]J, the United Kingdom,
and the United States). Bank support to
countries acceding to the WTO has been, until
recently, largely limited to the Bank’s larger
clients (China, Russia). Of the 11 least-
developed countries in the accession process,
6 are still in the initial stage of negotiations,
although some of them have been in the negoti-
ating process for six to nine years.?* Ethiopia
and (more recently) Vietnam are the only ones
being assisted by the Bank.

While the Bank’s advocacy focus has been
on multilateral negotiations, it appears that
countries face more pressing demands at the
regional level, such as recently completed
negotiations in Central America (CAFTA),
ongoing negotiations in Africa (EPA), and
bilateral free trade arrangements. The extent of
Bank support for regional negotiations has
varied across regions, but even in regions
where it was largely reactive, greater attention
is now being paid to how the Bank can best
assist regional groupings.

The Integrated Framework for Trade-Related
Technical Assistance
The Integrated Framework for Trade-Related
Technical Assistance (“the IF”) is another
instrument in the Bank’s TCB portfolio, but has
a role and benefits that go beyond TCB.* In
addition to helping the least-developed
countries identify their trade capacity needs,
the economic analysis in the Diagnostic Trade
Integration Studies (DTIS) is intended to be a
useful source for smaller countries that might
otherwise not receive that magnitude of
resources for diagnosis. As of June 2005, 14
diagnostic studies had been completed, 12
national consultative workshops had taken
place, and 4 follow-up donor meetings had
been held; 8 diagnostic studies are ongoing.
Two independent evaluations of the IF were
undertaken in 2003 and 2004 by Capra (a
consulting firm hired by the IF partners) and
IEG (as an input into its review of Global Public
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Programs).** The main 7The capacity building

evaluative findings are
summarized in box 5.3.

components of approved

Three key findings are P70JeCLs generally do not

that: address the Bank’s four
strategic objectives.

* Despite the 2001 re-
structuring, weaknesses from the original pro-
gram remain, including insufficient focus on
improved trade outcomes rather than on the
process alone, and the shortage of funds (fi-
nancial and administrative) to meet the iden-
tified demands for technical assistance in
developing countries.

* There is a divergence in perceptions of the IF
within the Bank. The Trade Department pro-
vided resources to Regional economists for
the management of the DTIS,; to increase own-
ership, to mobilize trade-investment resources,
and to offset the initial lack of Regional own-
ership and the percep-
tion of a supply-driven

ownership has in-
creased, decentraliza-

Two independent
mandate. While Re- evaluations of the
gional management ryreargted Framework

initiative suggest that its

tion of the IF has not capacity building impact

fully filtered down to }, ;.7 heen limited.

task team leaders in af-

fected sectors at the country level; this has
been compounded by the lack of on-the-
ground presence.

* The full potential of the IF is not being realized,
because the rich analytical work is not being
fully translated into operations, highlighting the
need to strengthen implementation.

IEG’s review of 26 global public programs
provides some useful lessons (IEG 2004a). The
most relevant for the IF are the need to link
financing to priorities in a systematic fashion,
to strengthen and streamline the governance
and management of programs, and to develop
a results-based management framework.

After a slow start, concrete proposals and
approvals for trade capacity projects are finally
emerging. As of May 30, 2005, 23 activities ($8.1
million) had been approved. A review of the
proposed activities suggests that some overlap
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Relevance: Are the program’s objectives right?

Yes, but outcomes will be limited for some unless external
market access and supply-side constraints are addressed.

Efficacy: Has the program met its stated objectives?

Mainstreaming of trade limited; concrete country-level results
highly variable.

Bridge funding mechanism of $1 million is dwarfed by iden-
tified needs in IF matrix and no systematic way of address-
ing those needs.

IF raised awareness of trade issues in Bank and participat-
ing countries, but country economists stress gap between
amounts available for investments and gaps in donor and de-
veloping country expectations.

IF needs to establish a range of concrete country-level out-
comes and related performance indicators, with a focus on

results and on monitoring outcomes and impacts. IF should
monitor changes in donor policies, processes. and practices

that inhibit LDC trade performance as identified in the DTIS.

Efficiency: Has the program been cost-effective?

Still too early to assess if the IF benefits outweigh its high trans-
actions costs.

Bank Regional staff: Clarifying financing arrangements for
identified investment needs critical.

DEC/PREM staff: individual follow-up examples exist.

Challenges ahead

Divergence in perceptions of LDCs and participating inter-
national agencies on IF role.

Strong ownership by Bank and partner donor agencies, but
developing country ownership limited.

Source: Agarwal and Cutura (2004), Case Study prepared for IEG 2004a; CAPRA-TFOC Consortium 2003.
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with other donor activi-
ties persists in some
cases, defeating the
purpose  of  donor
harmonization.?” More
generally, the pace
appears slow relative to
the Doha negotiations and the needs identified
in the DTIS, and there is no mechanism to
ensure that the most critical priorities are
funded first.

WBI has provided external training with the
support of other Trade Department staff,
primarily the trade researchers in the Develop-
ment Research Group (DECRG). While the
number of staff dedicated to trade in WBI has
increased from a single staff member in 2001,
the current number of staff (4.5) directly
assigned or dedicated to trade training activities
remains relatively low.?8
With existing resources,
the institute’s strategy
has been to deliver

services (mostly training) and provide research
support to selected networks (for example, on
Doha issues to the African Economic Research
Consortium [AERC] in partnership with country
and Regional institutions), rather than to deliver
more self-standing products (such as
handbooks). Between fiscal years 2002 and
2005, the WBI increased its delivery of learning
events from 12 to 61, reaching 3,869 partici-
pants (10, 542 participant training days).

While the WBI has been selective in its
approach to capacity building, it has used its
relatively limited resources effectively and has
built capacity in its narrowly focused agenda.
Its activities on WTO-related issues that have
built capacity on trade issues in China and
Vietnam, for example, as well as among African
trade researchers, have been timely, have cross-
fertilized ideas and experience
countries, and have been identified by the
clients as valuable (box 5.4).

Given the importance of TCB in the trade
agenda, too few resources have been devoted
to training activities. Well-designed training
would probably have greater long-run payoff in

across



influence and advocacy than some of the other
products reviewed earlier in this chapter, such
as GEPs, which have a rather short shelf life.

Tools for trade policy analysis are a product
that the Bank could have made available much
earlier, had there been emphasis (and
resources) to do so. The Bank has finally made
the trade database and simulation tool, the
World Integrated Trade Solution (WITS), widely
available. The current WITS program appears
to meet external demands. It provides data and
simple simulation programs for trade analysts,
thereby helping to develop local trade research
capacity in Bank client countries. The number
of external wusers (split evenly between
developing and developed countries) has been
growing steadily, and they currently account for
over three-fourths of all users.

Internally, additional functionality appears to
be warranted. A review of trade-related ESW in the
p