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I. Introduction

Amartya Sen once wrote that a “poor person is a person who is not able to trade”. What he meant by this was that a poor person is a person who is unable to participate in a division of labour among economic agents resulting in a better allocation of resources, increasing productivity and rising incomes. International trade encourages a deeper division of labour along the lines of comparative advantages among countries and among agents, thus improving resource allocation and fostering output growth. In other words, the impact of trade liberalisation or of globalisation on poverty will, in most cases, be only an indirect one. Even if freer trade, as economic theory tells us, could benefit labour-intensive activities and thereby create additional productive employment, it is not necessarily the case that new employment will become available to the poor. Employment for the poor or increased opportunities to earn income depends on a number of institutional and other conditions, which have to be met in addition to economic growth and higher aggregate demand. This is the background against which the discussions on a new world trade round and on globalisation and poverty should be evaluated. 

This short paper attempts to summarise the discussions and the presentations made at the EU-LDC Conference 2001. It aims to capture the main arguments and perspectives advanced at the Conference. Another paper by Chris Stevens draws lessons for the future development of the EU-LDC Network and its activities.

II. Two firmly established facts

The discussion about a new trade round and about the impact of trade on poverty should take into account two empirically established facts:

· First, the outcome of earlier trade rounds and, in particular of the Uruguay Round, were biased in favour of OECD countries. There is a considerable literature on the impact of these trade liberalisation rounds on opportunities to trade which clearly shows that OECD countries have benefited much more than developing countries from the kind of trade liberalisation undertaken. The conclusion is that a new trade round should be a Development Round, which would grant developing countries at least equal, if not over-proportional, benefits from further trade liberalisation. However, there is an issue here and that is the capacity of developing countries to negotiate, which needs to be strengthened and supported by adequate technical assistance.

· Second, there is also a considerable amount of research that points to the fact that further trade liberalisation could indeed benefit developing countries in terms of greater opportunities to trade. This has been demonstrated by the MENA study presented at this Conference, and by a Development Centre Policy Brief
 on the potential impact of a new trade round. This study demonstrates that although all developing countries could benefit from a new trade round, benefits from such a round will not come automatically. There is an issue of timing because there may be supply-side constraints in developing countries, which have to be overcome by capacity building for trade. This is an area where development co-operation has a rightful place. In addition, the study shows that benefits for developing countries will depend on supplementary policy reforms undertaken in developing countries in order to strengthen the supply-side capacity and market forces in these economies. In other words, the static effects of trade liberalisation would be relatively marginal, while dynamic effects produced by trade liberalisation in conjunction with other policy reforms would be quite significant (see Section IV below).

III. Three observations on a new round

The discussion on a new round examined the perspectives of developing countries with particular reference to the EU. The scepticism of developing countries towards a new round were emphasised, while the EU side stressed the potential benefits from further trade liberalisation and from a comprehensive negotiating agenda which would facilitate the goal of a package agreement. The arguments on both sides of the fence are well known and do not need to be repeated here. However, it may be important to emphasise three observations made during that discussion because they are less often advanced in the general debate.

· Over the last decade the world economy has seen a mushrooming of regional trading arrangements. Many of these RTAs include an economically strong developed country, or a group of developed countries, in addition to a number of developing countries. Given the imbalance of economic strengths, the developed countries have often been able to attach conditions to these RTAs, which are strongly rejected by developing countries in the context of a new round. Such conditions concern environmental and labour standards, as well as human rights clauses. The proliferation of RTAs in itself is a strong argument in favour of multilateral trade rules because, in the context of these rules, developing countries are in a much stronger negotiating position and can better influence the outcome of such negotiations than in the regional context. As one participant put it: market access has become a strategic asset, which is being exploited by developed countries for their own purposes. Therefore, it is important for developing countries to put themselves on a more equal footing in their negotiations on trade rules which would be the case in the context of a new round.

· There is also an issue of suspicion and trust. Developing countries have to be convinced that a new round will be a true development round. Interventions from representatives of developing countries made it clear that suspicion is more widespread among developing countries than trust. Therefore, it seems to be imperative for developed countries to encourage a decision on a new round by signalling that developing country interests are being taken seriously. This could be done in the context of the implementation of the Uruguay Round Agreements, which are providing ample scope for developed countries to demonstrate their readiness to take the interests of developing countries into account. One such area would be the phasing out of the World Textile Agreement. 

Regarding confidence building, the discussion pointed to another important point, namely the determination of the real interests of developing countries in a new round. This issue may require additional research because it is not clear what the interests of developing countries are in areas such as services, for instance. New technologies have opened up numerous opportunities for developing countries to become competitive suppliers of services in international markets, which did not exist before.

· Finally, there is also the issue of comprehensiveness of a new round versus timeframes, which received little attention in the discussion. The EU and others have argued that there are big advantages to be reaped from a comprehensive negotiating agenda. On the other hand, it was argued that a new round should be concluded much earlier than the Uruguay Round and not last than for more than three or four years. It is clear, however, that a short round would be in conflict with comprehensiveness because the more comprehensive the negotiating agenda, the more time it will take to find a compromise which satisfies all interested parties.

IV. Three observations on Who benefits from a new round?

The basic notion on a new round was that transparent multilateral rules help to reduce poverty. But the discussion clearly showed that the issues involved in the impact assessment are much more complex and may need additional research. The following emerged:

· Trade liberalisation may have very different short-term and long-term effects. The benefits from additional market access may require structural adjustment in developing economies. It may also require, as mentioned above, capacity building. The sequencing of policy changes has to be right. In addition, there are always winners and losers, at least in the short term. To avoid undesirable side effects of trade liberalisation, social safety nets need to be in place to ease the transition period. In many developing countries, such social safety nets are only rudimentary or non-existent. This is another area where development co-operation could play a crucial role.

· The social impact of trade liberalisation depends very much on the nature of this liberalisation. The conventional wisdom is that trade liberalisation in favour of labour-intensive goods can help reduce poverty by creating additional employment and additional incomes. This could be the case in textiles and, in particular, agriculture. On the other hand, it is clear that beneficiaries of special and differential treatment among developing countries could lose their preference margins and therefore might find themselves in a less advantageous position once a new round decides on further multilateral trade liberalisation measures.

Regarding the new agenda items, competition and investment policies, their impact on poverty was seen largely as indirect and often unclear. There was a general feeling that more competition could be working in favour of the poor, but the importance of this impact would depend very much on the causes of poverty in individual countries.

· Another issue concerns what I would term “governance”. The key issue here is the integration of trade policies in development policies of developing countries. An impact of trade liberalisation on poverty can only be achieved if all, or at least some, of the major distortions that exist in the economy are removed simultaneously. There are a number of factors that significantly impact on poverty.

· Macroeconomic stability (inflation hurts the poor)

· Labour market flexibility

· Competition

· Regulatory regimes.

The main concerns with these factors are the limited institutional capacity of developing countries. Institution building takes time and thus influences public opinion vis-à-vis trade liberalisation measures. This is the context in which the discussion on aid and trade has its rightful place. Developed countries should help developing countries to overcome their institutional capacity problems.

V. Concluding remark

The above discussion on the pros and cons of a new round as well as its impact on poverty has not taken into account one important aspect: the existence of external shocks. One such external shock mentioned during the discussion at the conference is the existence of the AIDS/HIV pandemic, particularly in Africa, which is likely to wipe out a substantial share of the African labour force. In such circumstances, trade liberalisation is not likely to produce immediate impacts on poverty reduction on the African continent. Rather, it will be necessary for the international community to bundle resources in order to contain the pandemic as rapidly as possible to allow African as well as other countries hit by AIDS/HIV to return to their rightful place in the global economic community.

�.	Multilateral Tariff Liberalisation and the Developing Countries by Sébastien Dessus, Kiirchiro Fukasaku and Raed Safadi, OECD Development Centre Policy Brief No. 18, Paris, 1999.
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