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1. TRADE AND CONFLICT

]
Designing trade policies that diminish the likelihood or longevity of violent conflict is a
critical task for the international community. In theory, trade can be a powerful driver of
economic growth and stability: reducing poverty, creating non-military ways to resolve
disputes and providing strong economic incentives for stability.

However, in practice, the current system of rules that govern international trade is
fundamentally inequitable; biased towards rich countries and their corporations. Limited
market access, complex regulations and perverse domestic subsidies in the developed
world inhibit the efforts of developing countries to diversify their economies.

At the same time, developing countries are being pushed to adopt uncompromising
market liberalization, which can reduce government revenues and undermine livelihoods,
serving to increase the prospects for political instability and competition over scarce
resources. This is especially the case in the absence of effective domestic institutions
capable of mitigating economic shocks and satisfying competing demands for resources.

In effect these policies are locking developing countries into reliance on the export of
primary commodities subject to volatile and declining prices, over which they have little
or no control. Economic shocks, stagnation or decline in fragile states have caused civil
conflict by amplifying social inequalities, undermining governments, producing corrupt
elites and placing the heaviest burden of trade liberalization on the poorest and most
vulnerable. Statistically speaking, the more reliant a country is on primary commodity
exports the higher the risk of civil war.’

However, the potential impact of trade policies on conflict has rarely featured in the
discussion on global trade policy. This policy brief focuses on four areas of trade policy
that aggravate the risk of conflict and undermine post-conflict reconstruction.

First, tariff barriers coupled with complex sanitary and technical standards restrict the
access of southern products to northern markets and inhibit efforts to diversify their
economies. Second, domestic and export subsidies undermine the ability of southern
producers to compete on a level playing field with heavily subsidized northern producers
and result in the dumping of subsidized goods. Third, the continuing dependence of
many countries on primary commaodities leaves them prone to the volatile commodity
prices on international markets. Finally, the aggressive promotion of an increasingly
globalized trade system reduces the ‘policy space’ of developing countries to implement
policies suited to their national circumstances.

2. MARKET ACCESS RESTRICTIONS

OECD trade policy, in effect, constructs a number of daunting barriers for developing
country producers. Access to developed country markets is limited by quotas, the exclusion
of specific products, tariff barriers (often for goods which developing countries produce
more efficiently than Europe, such as dairy products, vegetables, nuts and fruit), higher duties
for processed goods, and ‘rules of origin’ clauses that prevent manufactured goods that
require components from outside the region from entering developed country markets.

Tariff escalation is a particularly pernicious measure whereby developed countries typically
apply low tariffs to imports of raw commmodities but rapidly rising rates to intermediate or
final products.In Canada, for example, tariffs on processed food products are 12 times



higher than on raw products. In effect, tariff
escalation and tariff peaks (high tariffs
designed to block specific imports) prevent
developing countries from adding value to
their exports, inhibit industrialization and
lock them into dependence on exporting
price-volatile, low value-added commodities.

Existing schemes trumpeted by OECD
countries as improving market access for
developing countries tend to be the
subject of considerable exaggeration.The
EU's Everything But Arms (EBA) initiative,
which took effect in March 2001, grants
duty-free access to almost all products
from the least developed countries.
However, corporate lobbies successfully
diluted the initiative by keeping import
duties on sugar and rice until 2009 and
on bananas until 2006—among the most
important exports of developing countries.

The eleventh hour deal struck at the
December 2005 Hong Kong Ministerial
meeting of the WTO proposed to extend
quota-free and duty-free access to nearly all
LDC exports to OECD countries in a package
similar to the EBA. However, like the EBA,
various exemptions and complex rules of
origin requirements will very likely undermine
the impact of this admittedly welcome move.

The U.S. African Growth and Opportunity Act
(AGOA), passed in 2000, gives preferential
access to U.S. markets for several products
such as textiles and has helped to increase
export growth in some countries in Africa.
But there are major limitations including
limited product coverage and complex
eligibility requirements. A recent World Bank
study concludes that only a small number
of countries receive substantial benefits
from AGOA?

3. COMPETING WITH RICH
COUNTRY SUBSIDIES

However, tariff barriers alone do not tell
the whole story. Market access alone is
no panacea and import duties are just the

door fee. The real challenge for producers
from the developing world is remaining
competitive once in developed world
markets. Complying with complex sanitary
and safety standards can be extremely
costly. To compound matters, product
standards tend to get stricter with
increased processing which discourages
industrialization.

And even if developing world producers
manage to negotiate the turbulent waters
of developed country import regulations,
they reach a playing field made grossly
uneven by domestic subsidies. Rich countries
spend at least US$230 billion each year in
payments to their farmers that subsidize the
production and export of agricultural goods.*
Often the products that are most subsidized,
such as rice, cotton, maize and sugar, are the
very goods in which developing countries
could otherwise be competitive.

Each farmer in the EU is subsidized by a
sum many times greater than the average
annual income of an African farmer. These
subsidies depress world prices for key
developing world products like sugar and
cotton, deny developing world farmers
valuable export markets and undermine
growth in the developing world. The UNDP
estimates that the real costs for developing
countries of rich country agricultural
protectionism and subsidies may be as high
as US$72 billion a year—equivalent to all
official aid flows in 2003

LIMITED MARKET ACCESS,
COMPLEX REGULATIONS AND
PERVERSE DOMESTIC
SUBSIDIES IN THE DEVELOPED

WORLD INHIBIT THE EFFORTS
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Since the Uruguay Round of trade
negotiations started in 1986, annual
agricultural support in developed
countries has remained at around $250
billion.? The EU and U.S. claim to have cut
their domestic subsidies over the years but
in reality there has been little substantial
reduction, more a re-labelling of existing
support to make them more easily
defensible in the WTO.

The U.S. Farm Bill of 2002 was widely
vilified in the international trade
community for actually increasing trade-
distorting farm subsidies. U.S. officials
argued that a proposal made in October
2005 would substantially reduce domestic
subsidies. Yet closer analysis shows that
the proposal would potentially allow for
negligible cuts to the subsidies paid to
farmers. Argentina’s ambassador to the
WTO suggested that the proposal
would mean that U.S. subsidies could
actually increase.”

Unlike the U.S.Farm Bill, which comes up for
renewal every five years, the EU's Common
Agricultural Policy (CAP) is fixed until the
European Commission proposes legislative
change.The last major reform took place in
2003, and in contrast to the U.S. bill, EU farm
policy is less trade-distorting as a result.
However,a 2005 World Bank study concluded
that despite the 2003 CAP reform there are
still subsidy incentives for EU farmers to
increase production.” Recently, division over
agricultural spending stalled attempts to
reach an agreement on the 2007-2013

EU budget.

Subsidies allow developed countries to
produce goods below the costs of production.
To compound the problem, many OECD
countries still provide export subsidies that
enable artificially cheap exports to be dumped
on the developing world; flooding local
markets and undercutting local production
and jobs. In 2003, export dumping by U.S-
based food and agri-business companies
meant that wheat, cotton and rice were
exported at an average price of 28,47 and
26 per cent respectively below the cost of
production.’ Imports of cheap subsidized
U.S. rice into Haiti, for example, have thrown
thousands of poor farmers out of business,
and forced many people off their land.
Although formally prohibited by the WTO,
the dumping of goods below the cost of
production is still common and WTO rules
make it complicated and expensive for poor
countries to establish grounds for anti-
dumping actions.

The WTO's Doha declaration of 2001 agreed
to a'reduction of, with a view to phasing out,
all forms of export subsidies.’ At the Hong
Kong Ministerial meeting of the WTO in
December 2005, the OECD countries finally
agreed to phase out all export subsidies by
2013,in return for some limited concessions
on the liberalization of trade in services.
However, this phase-out period is much
longer than that sought by many
developing countries and there is a danger
that the OECD countries will funnel the
resultant savings into greater domestic
subsidies. In short, the tentative agreement's
impact on a heavily distorted trading system
is both uncertain and delayed.

Former child
solidiers at a transit
centre in Kalehe,
Democratic Republic
of the Congo.
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4. COMMODITY PRICE VOLATILITY

One of the most serious trade issues facing many developing countries is the volatility
and decline in the prices of primary commodities on which their economies rely.
Ninety-five of the world's 141 developing countries are more than 50 per cent reliant
on commodity exports.”” This dependence makes many developing countries highly
vulnerable to fluctuations in the price of key commodities.

At the end of the 1980s, over-supply and the collapse of commodity price agreements led
to violent price fluctuations on a downward trajectory for many commaodities. By 2000,
prices for 18 major export commodities were 25 per cent lower in real terms than in 1980;
for eight of these commmodities the decline exceeded 50 per cent." The UN estimates that
for every $1 in aid received by sub-Saharan Africa since the early 1970s, $0.50 has been lost
as a result of deteriorating terms of trade.”

Research suggests that commodity price shocks tend to promote corruption, weaken
state institutions and lead to a host of budget and management problems.When prices
are high, increased government revenues, coupled with easier access to external
borrowing, tends to lead to an increase in expenditure. This can trigger severe deficits
when prices decline. There is also evidence to suggest that severe price shocks have a
multiplier effect that damages medium-term economic growth. As such, negative price
shocks can precipitate episodes of rapid and persistent economic decline that increase
the risk of conflict. One study by the World Bank estimates that if 25 per cent of GDP is
derived from primary commodity exports, the risk of civil war jumps to over 30 per cent.”

Ethiopia and Burundi rely on coffee for between 60 and 80 per cent of their export
earnings, so the two-thirds fall in the price of coffee between 1980 and 2000 devastated
rural livelihoods, slashed government revenues already strained by debt repayments, and
radically undermined health and education programs.™ It has been convincingly argued
that the sinking price of coffee in the early 1990s contributed to the Rwandan genocide of
1994 by halving export revenues, eroding livelihoods and exacerbating ethnic tensions.”

There are five broad policy responses to commodity price volatility: (i) price agreements
based on producer cartels such as OPEG; (i) stabilization of producer/consumer prices by
variable export tariffs or taxes, marketing boards and domestic stockpiles; (i) compensatory
financing of individual producers by domestic governments or international institutions;
(iv) producer government revenue stabilization funds; and (v) the use of risk instruments
such as forward contracts to stabilize producer revenue. All have somewhat mixed histories
but commodity price stabilization mechanisms have largely fallen out of favour politically
since the collapse of many of the commodity price agreements in the late 1980s.

The international community used to have two mechanisms to compensate price shocks:
the Compensatory Financing Facility (CFF) of the IMF and the FLEX Facility of the EU.
However, neither worked particularly well and both are now dormant.There is a real need
to re-open the debate on how the income that countries get from their commodity
exports can be made more smooth and predictable.




5. TRADE LIBERALIZATION AND POLICY SPACE

[
Recent years have witnessed a fierce debate about the role of trade liberalization in
development. It is important to distinguish two separate issues: whether trade liberalization
in the South is good for development and poverty eradication in the South;and the
debate about opening up OECD country markets to developing country exporters, i.e,
liberalization in the North.

Greater access to northern markets is a vital issue for developing countries and import
restrictions have major adverse impacts on many poor countries, discussed above. Yet the
issue of liberalization in the South is equally important for many developing countries,
linked as it is to the critical question of developing greater domestic industrial and
agricultural capacity and the longer-term ability to compete in global markets.

Despite decades of intervention in their own markets, the EU and U.S. are not supporting
developing country initiatives to protect small-hold farmers from unfair international
competition.” The outstanding cases of successful poverty eradication in the post-war
world, Taiwan and South Korea, rejected policies to open their economies completely at
key stages in their development. These countries often protected their domestic industries,
for limited periods and with clear performance requirements, gave preference to domestic
companies on the grounds of promoting long-term industrial development, and actively
intervened in their economy through regulation and by financing investment. A key point
about successful development in East Asia was that these countries were not subjected to
'big bang’or shock liberalization. These policies were part of a mix that included those of
liberalization now advocated by the WTO, but were far from restricted to them.

Despite some concessions to special and differentiated treatment for the least developed
countries, the WTO promotes a ‘one-size-fits-all'model of economic development in
developing countries, reducing their flexibility to pursue possible policies more suited to
their local circumstances. For example, the WTO's Trade-Related Investment Measures (TRIMs)
agreement covers conditions on
investment related to trade in goods
and bans many laws and regulations
that favour domestic over foreign
EVEN IF DEVELOPING capital inputs. The Agreement on
WORLD PRODUCERS Subsidies and Countervailing Measures

MANAGE TO NEGOTIATE also prevents many developing country
THE TURBULENT governments (though not LDCs) from

providing subsidies to encourage the
WATERS OF DEVELOPED use of domestic over imported goods.”

COUNTRY IMPORT

REGULATIONS, THEY
REACH A PLAYING FIELD
MADE GROSSLY UNEVEN
BY DOMESTIC
SUBSIDIES.




6. RECOMMENDATIONS

[
To enable trade policy to contribute to peace and security rather than conflict:

Reduce the market access barriers that block poor country exports to developed
country markets,and rapidly abolish the export subsidies that undermine economic
diversification in developing countries;

Increase support for developing country efforts to diversify their economies and meet
the standards requirements in developed country markets. Specifically, the developed
countries need to identify and remove domestic policies, principally trade-distorting
subsidies and protectionist import standards, which inhibit economic diversification in
the developing world;

Promote greater trade policy flexibility than is currently available under the WTO's Special
and Differentiated Treatment (SDT) provisions. Potential conflict countries could be
identified as a special group within the WTO in order to allow for special trade measures;

Improve and cohere approaches to failed states and engage in better research to design
appropriate trade policies and ensure this is incorporated into the design of overall
development cooperation packages;

Provide more capacity-building support to fragile states to enable them to reinvigorate
their trading opportunities. More aid could also help support fragile states manage future
economic shocks and build their capacity to negotiate effective trade agreements;

Consider the use of both trade measures and aid resources to compensate for revenue
losses that result from the lowering of trade taxes, and to mitigate adjustment costs of
liberalized trade;

OECD states should refrain from negotiating overly-complex trading agreements or ones
that seek to deepen trade liberalization commitments on the part of developing
countries going beyond those agreed multilaterally.
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This is one of six policy briefs prepared under the auspices of the Trade, Aid
and Security initiative: a research project jointly coordinated by the
International Institute for Sustainable Development and IUCN - The World
Conservation Union, with funding from the governments of Norway and Italy.

Since 2000, the initiative has focused on the way in which trade in natural resources can
contribute to violent conflict at the sub-state and international level,and on the role of
foreign aid and trade liberalization—in tandem or in isolation—in accelerating or
alleviating this downward spiral.

On the basis of this understanding, current research focuses on the options available to
domestic and international policy-makers. This series of policy briefs recommends six key
objectives that the international community should strive to achieve if trade and aid
policies are to contribute to peace and security rather than increasing the likelihood and
longevity of violent conflict.

Those objectives are; developing conflict-sensitive trade and aid policies; restricting the trade
in conflict resources; spreading ‘good governance’; promoting conflict-sensitive business
practice; and improving the management of revenues from natural resources and aid.

For more information please visit www.iisd.org/security/tas/

IUCN -THE WORLD CONSERVATION UNION

The World Conservation Union (IUCN) is the world's largest

conservation network, bringing together states, government
I agencies, NGOs and more than 10,000 scientists. The Union mobilizes
The World Conservatin Union people and organizations to produce and use conservation
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I I Sd sustainable development by conducting research and advancing policy
recommendations on a broad range of issues. lISD receives core
operating support from the Government of Canada, provided through
the Canadian International Development Agency (CIDA), the
International Development Research Centre (IDRC) and Environment
Canada;and from the Province of Manitoba. www.iisd.org

Watch for Aiding, Trading or Abetting? The future of
trade, aid and security, a collection of papers

expanding on this series of briefs and promoting creative policy
directions. Scheduled to be released by Earthscan in Autumn 2006.
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