Submission by the Council for International Development (CID) 

on draft NZAID discussion paper – 

‘Policy Statement on Harnessing International Trade for Development’

The Council for International Development welcomes NZAID’s decision to develop a policy on international trade and development. This issue raises important questions and challenges for both government agencies and NGOs working in the field of international development. Trade can have enormous consequences for the people of the developing world, either for good or for ill. We share with NZAID a commitment to ensuring that international trade benefits the world’s poor and does not exacerbate global inequality.

CID recognises that international trade plays an important role in the process of development and poverty-elimination, and that some forms of trade liberalisation (particularly the removal by the developed world of barriers to the importation of developing-country goods) can assist this process. However, we are concerned that NZAID’s draft policy statement appears to endorse an across-the-board trade liberalisation agenda which does not take adequate account of the special circumstances of developing countries. The draft policy also contains generalisations about developing countries, together with assertions and assumptions about the effects of international trade, which need to be tested against the actual experience of the developing world. We would like to see a policy which takes more account of the diversity of circumstances in developing countries, and which refers to specific examples of the effects of trade liberalisation on the poorest people in these countries. Further, we encourage NZAID to address the range of alternative views advanced by many civil society organisations in both the developing and the developed world. We hope that, as NZAID continues to work on policy in this area, it will advocate more strongly within government for the interests of the poorest of the world’s people to be placed at the centre of debates on trade policy. We believe that NZAID can play a valuable role in this area, and look forward to seeing more detail about how NZAID intends to implement the admirable principles set out in section 2 of the draft policy.

Having made these general points, we have some more specific comments on the draft policy statement.

Section 1 – ‘The Link Between Trade and Development’

At the top of page 3, the document discusses the ‘benefits of open, rule-based, predictable and non-discriminatory international trading arrangements’. This discussion is very generalised, and takes no account of the fact that many developing countries have few, if any, products which can be traded in the international market. Their economies are geared primarily towards subsistence agriculture and production to meet domestic needs. In such countries, an increased emphasis on production for export may run the risk of diverting priorities away from production which is essential to the food security and livelihoods of the poor. Greater recognition is needed of the diversity of circumstances in developing countries. In the Pacific, for example, a relatively large economy (in Pacific terms) such as that of Fiji may have the capacity to export and even to add value to agricultural goods and other primary products. Many smaller island states, however, do not have significant quantities of goods to trade. Nor do they have the capacity to get what goods they have easily or cheaply to the overseas market, or to maintain the consistency of supply which is demanded by international markets.

In such cases, trade liberalisation is likely to lead to the swamping of local markets by imported goods, putting local people out of business rather than creating new opportunities. Malawi is a case in point: at present it is cheaper to import maize to Malawi than it is to transport maize from one part of the country to another. ‘Economic efficiency’ might suggest that it is better for Malawi to import maize than to produce its own supplies, but the likely result of free trade in such cases is that local agricultural production will be destroyed while no new industry is able to take its place. Excessive focus on production for export can also leave developing countries vulnerable to fluctuations in international commodity prices, over which they have no control. In addition, it can leave developing countries unable to sustain their people in an emergency situation, such as the drought currently affecting much of southern Africa.

Those developing countries which do have exportable products are generally reliant primarily on the export of raw materials. Demand for some of these primary products, such as cotton, silk, and some minerals, has been falling as they are increasingly being replaced by synthetics. Similarly, many Pacific Island countries once earned income from the export of copra, but demand for this product, and consequently the prices paid for it, have fallen dramatically. In such cases, developing countries could be significantly disadvantaged if they are pressured into opening their markets fully before they are able to develop locally-based replacement industries. 

Primary production in developing countries also tends to be much more labour-intensive, and less mechanised, than in developed countries. As a result, it is not always possible to produce agricultural and other products at a price which can compete on international markets. However, the introduction of greater ‘efficiency’ by means of mechanisation can put many people out of work. Attempts to add value to primary products in their country of origin can be equally fraught with difficulties. Generally, ‘value-adding’ is achieved by foreign companies establishing factories to process raw materials, taking advantage of lower labour costs. The result is that most of the profits leave the country, with the main benefit to local people being the low wages earned by factory workers. There are no easy answers to such problems, but it is clear that trade liberalisation on its own cannot provide solutions which meet the needs of the poor, and some recognition of this would, we believe, strengthen the draft policy.

The paper refers at the top of page 3 to ‘an international consensus’ about what international trade can achieve. No evidence is provided for the existence of this consensus, and given that trade is such a hotly-debated topic CID questions whether any such consensus exists. If there is a consensus, it is likely to be found among international elites such as multinational corporations and developed-country governments, as well as some governments of developing countries. Few groups in the developing world with whom CID member organisations work in partnership share in the ‘international consensus’. While the points which are said to make up this consensus can be true in some cases, they are not necessarily so. The draft policy states that participation in international trade can:

· ‘stimulate increased national wealth and contribute to government revenue for sustainable development’. However, even if trade does lead to increased national wealth (which is by no means assured), there is no guarantee that the poorest sections of society will share in this wealth. Nor will there necessarily be increased revenue for governments, particularly given that many developing countries have attracted foreign investment in part through the creation of tax havens for overseas companies (Fiji and Mexico are two examples).

· ‘increase local employment opportunities’. Such opportunities may be created, but they tend to be reliant on competition among developing countries to offer the lowest possible wages. Workers in developing countries employed by some multinational companies face the threat of losing their jobs when those companies relocate in pursuit of lower wage costs. Trade policy should, therefore, focus on the development of sustainable, locally-owned industries in developing countries, a goal which will not always be advanced by trade liberalisation.

· ‘increase access to knowledge and technologies relevant for development’. This is a laudable goal, but not one which is necessarily consistent with the current international trading regime. There is a gross imbalance between developing and developed countries in relation to scientific knowledge and advanced technology, and trade policies are doing little to address this. In fact, knowledge and technology are increasingly monopolised by transnational corporations. This position is being entrenched by an intellectual property rights regime which protects the monopoly rights of such corporations while doing little to protect developing countries from having their indigenous knowledge and biological resources patented by companies from industrialised countries. Furthermore, even if they are able to gain access to technology, developing countries face enormous obstacles to making use of this technology. These obstacles include inadequate infrastructure (particularly problems with maintaining power supplies), inability to provide the necessary conditions (such as air-conditioned rooms to protect computers from tropical climates), and costs (such as the cost of using the internet). What developing countries need is technology which is appropriate to local conditions, and they cannot necessarily rely on markets to develop such technology.

· ‘encourage resource allocation into areas of comparative advantage’. This can be true, but, as already mentioned, when viewed from a development perspective trade liberalisation can also be seen as distorting resource allocation by diverting resources away from production to meet local needs. Moreover, some remote and resource-poor countries may have no areas of comparative advantage, except perhaps their ability to offer low wages.

· ‘lead to improved access to a wider range of goods and services for consumers’. Such benefits tend to flow only to a relatively small section of society in some developing countries, while the great majority of the population remains too poor to gain access to such goods and services.

· ‘assist countries to achieve sustainable borrowing levels to help finance their development priorities’. This statement ignores the existing debt burden which is crippling the economies of many developing countries and is the biggest obstacle to the achievement of sustainable borrowing levels for the financing of development.

We note that the statement quoted in Box 4 simply says that meaningful trade liberalisation is an important element in sustainable development strategies. CID believes that there are other important elements, and while we are pleased to see that factors such as capacity-building and respect for human rights are acknowledged in the draft policy, we note that others, such as debt relief and development assistance from developed countries, seem to be played down somewhat.

In the second half of page 3, the draft policy discusses critical factors which need to be in place if open trade and investment policies are to be fully effective in tackling poverty. CID agrees that these factors are essential, but there is no suggestion in the document that trade liberalisation should be slowed or halted until such conditions have been met. At present, they are very far from being met in almost all developing countries. The risks of trade liberalisation where such conditions are not in place are identified briefly on page 4 of the paper, and in somewhat greater detail in Annex 1. We agree with this analysis of possible risks, and emphasise that these risks are very grave indeed. NZAID can play an important role in policy debates within government by bringing an awareness of such risks to discussions of trade liberalisation.

We also observe that the emphasis is on what needs to be done by developing countries, not on the responsibilities of developed countries. In particular, we believe that the following measures are essential if trade and development are to go hand in hand:

· Abolition of barriers to trade in industrialised countries so that there is a truly ‘level playing field’ for the entry of goods from developing countries.

· Provision of technical assistance to build capacity in developing countries.

· Cancellation of overseas debt for the most impoverished countries, debt relief for other developing countries, and the establishment of a fair arbitration process for the future.

In addition, we would like a reference to adherence to ILO standards for the protection of workers to be added to bullet point 3 under ‘critical factors’.

CID agrees with the discussion on page 4 of challenges faced by developing countries in harnessing trade for development, and we simply comment that, in light of these challenges, developed-country governments must do more than just working with developing countries to overcome obstacles to obtaining the maximum benefit from international trade. Developed-country governments also need to recognise that trade policy should be appropriate to the conditions and level of development of each country in the developing world; that the pace and extent of trade liberalisation should be fitted to these local conditions; and that the welfare of the poor must be the paramount consideration guiding decisions about trade liberalisation. In some cases, such as very small Pacific Island states, it is likely that trade liberalisation can never take place without drastic consequences for the welfare of their people.

Developing countries start from a position of enormous disadvantage: there is no level playing field. For decades developed countries have stubbornly refused to remove tariff and other trade barriers which have supported their domestic industries. It is therefore rather hypocritical for them now to insist on the rapid dismantling of such barriers in developing countries, especially while some developed countries, such as the United States, still refuse to remove tariffs. Developing countries require special and differential treatment which recognises their disadvantaged position and the fact that the effects on them of trade liberalisation are different from the effects on developed countries.

The information contained in Box 5 is too generalised to be of much use. For example, the statement that exports account for more than a quarter of the combined GDP of all developing countries is almost meaningless, since the percentage will vary enormously between countries at different levels of development. The sentence comparing the per capita value of export goods in rich countries, developing countries and low-income countries raises the question of why the gap in per capita value is so great, a question which is not answered by the information provided. Likewise, the statement that 70% of the world’s poor are directly or indirectly involved in agriculture fails to distinguish between those involved in subsistence production and those who have the capability to produce agricultural goods for export. We also draw attention to the throwaway comment in the last paragraph of Box 5 that ‘OECD members spend a considerable amount on ODA’. In fact, only a few OECD countries are currently meeting the UN target of 0.7% of GNP to be spent by those countries on overseas aid. New Zealand has one of the lowest rankings within the OECD in relation to meeting this target.

Section 2 – ‘Operating Principles for Trade and Development Assistance’

CID supports the principles outlined in this section. We would, however, like a commitment to monitoring the impacts of NZAID’s trade and development policy to be added to this section. We also believe that NZAID could play a useful role by monitoring the impacts on developing countries of the wider New Zealand government trade policy, including trade agreements to which New Zealand is a party.

We are pleased to see on page 6 that ‘NZAID will work to ensure that pro-poor development considerations are taken into account in the formulation of New Zealand trade policy’. This, in our view, goes to the heart of the matter by indicating the distinctive perspective that NZAID can bring to trade policy debates. We believe that the draft policy should focus more specifically on how NZAID intends to do this.

We endorse the principles that developing countries ‘should determine their own external trade policies’, that the ‘pace of development and implementation of policies should be locally determined’, and that developing countries must have ‘access to, and effective participation in, the institutions, negotiations and processes which shape the global trading environment’ (pages 6-7). However, we question the extent to which developing countries are currently able to determine their own external trade policies, or to participate as equals in the development of global trade rules and systems. Developing countries have come under strong pressure to open their markets, pressure which they are often in a weak position to resist, particularly if heavily indebted. Equally, many NGOs have been critical of unequal levels of participation by developing countries in World Trade Organisation decision-making, due to lack of capacity and other factors. They have also criticised the lack of transparency in WTO processes. In developing and implementing its trade and development policy, NZAID should take account of such constraints on the ability of developing countries to determine their own trade policies and to have their voices heard in international forums.

Box 6 on trade and development in the Pacific contains a welcome recognition of the problems encountered by Pacific Island countries in relation to participation in international trade. We would, however, like to see some more specific information here, as well as some recognition that the trade agreements referred to have not been welcomed universally by civil society in the Pacific Islands. We would like to know, for example, what quantity and value of goods are exported from Pacific Island countries to Australia and New Zealand under the duty-free SPARTECA terms. In other words, how much do Pacific Island countries really benefit from this agreement?

Regarding PACER and PICTA, these agreements have been criticised by some Pacific NGOs. A response to these agreements issued in February 2002 by the Pacific Network on Globalisation (PANG) raised a number of specific criticisms, and concluded that:

Pacific Island countries are small players in the global economy. Agreements such as PICTA and PACER will make our countries more dependent than ever before on the dominant players in the global economy and will rob them of the rights to decide the direction of their own societies, and to protect their industries, their lands, and their traditional way of life. We are being asked to open our doors even further to overseas products, overseas investments and overseas service producers. Our national assets will be open to purchase by overseas interests while we are being asked to make the labour of our workers available at the lowest costs…. The social costs of this process has not been properly assessed but evidence from elsewhere urges great caution.

We add to this comment that the danger is particularly acute for the smaller island states which have few, if any, exportable goods and can easily be swamped by imports, even from the larger developing countries within their own region.

Another major concern raised by PANG is the possible effect of free trade on ownership of and access to land, and particularly on the systems of communal land ownership which exist across the Pacific. PANG asks:

Are communal tenure systems which may protect the wellbeing of thousands of ordinary Pacific islanders at risk of being ‘reformed’ in the interests of the global free trade and investment agenda? What consequences will changing land tenure or access arrangements have for Islanders who are dependent on semi-subsistence livelihoods?

New Zealanders can look to our own history for examples of the negative consequences for indigenous peoples of the imposition of individualised land tenure without taking account of the needs or cultures of such peoples. NZAID will also be familiar with the fact that land issues are at the core of inter-ethnic tensions in a number of Pacific Island countries. If the often-delicate balance is further upset by the imposition from outside of a land reform agenda promoted in the name of free trade, these tensions could be inflamed, with grave consequences for regional security.

CID believes that NZAID should work with both government and civil society partners in Pacific Island countries to monitor the impacts of PICTA and PACER. Where this monitoring determines that these agreements are creating negative social impacts, NZAID should support special measures to halt and reverse such negative impacts. It would be appropriate for NZAID to include commitments along these lines in its trade and development policy, given the recognition by NZAID of the vulnerability of Pacific Island countries.

Box 7 shows that most Pacific Island states have so far not become members of the WTO. We observe that so long as they choose to remain outside the WTO their decision should be respected, and they should not be subjected to pressure to join.

Section 3 – ‘Priorities for Application of the Policy in NZAID’

CID welcomes NZAID’s commitment on page 8 to maintaining active and open dialogue on trade and development policy matters, and looks forward to continuing to participate in such dialogue in the future. We would, however, appreciate more detail on what form NZAID expects this dialogue to take.

We support the issues raised in the submissions from Christian World Service and Oxfam New Zealand concerning the emphasis on WTO compliance. Oxfam has also identified four areas which it believes NZAID should give priority to in the application of its trade and development policy. CID makes the following additional comments:

· Who are the partners with whom NZAID will be working on setting priorities, as mentioned at the top of page 9? Does this refer only to other governments, or to NGOs as well? Further down the page, under the discussion of ‘accessing the benefits of multilateral and regional processes’, there is a reference to ‘developing country partners (governments, civil society and private sector)’, but the second bullet point under ‘trade-related institutional and human capacity building’ refers only to ‘areas identified by partner governments’.

· Under ‘accessing the benefits of multilateral and regional processes’, the paper states that developing country partners will be supported in participation in trade and development policy processes aimed at gaining ‘the maximum possible benefits’. We think it is important to consider who assesses and measures such benefits, and whether priority will be given to benefiting the poorest people in developing countries.

· CID considers that in some cases NZAID’s support for the promotion of labour and environmental standards, and rural development, may conflict with its apparent acceptance of ‘international trade obligations and standards’ and ‘WTO principles and practice’. Where such contradictions exist, how does NZAID propose to resolve them?

· CID would like to see a commitment by NZAID in this section of the draft policy to working to ensure that human rights considerations are taken into account in trade policy and trade negotiations.

CID hopes that there will be further opportunities for NGOs and wider civil society to engage in dialogue with NZAID on its trade and development policy. We also hope that NZAID will revise its draft policy, taking a more independent line from that of other government departments on international trade. In our view, NZAID’s contribution to debates on trade and development should be focused on the needs of the poor. We do not believe that the apparent acceptance by NZAID of a one-size-fits-all approach to trade liberalisation is in the best interests of the world’s poor, and we endorse the following statement by Martin Khor, Director of the Third World Network:

Trade liberalization should not be pursued automatically, rapidly, as an end in itself, or in a ‘big bang’ manner. Rather, what is important is the quality, timing, sequencing and scope of liberalization (especially import liberalization), and how the process is accompanied by (or preceded by) other factors such as the strengthening of local enterprises and farms, human resource and technological developments, as well as the build-up of export capacity and markets. A logical conclusion must be that if conditions for success are not present yet in a country, then to proceed with liberalization can lead to specific negative results or even a general situation of persistent recession. Thus, to pressurize such countries to liberalize would be to help lead them into an economic quagmire. Multilateral institutions should therefore not take the approach of putting pressure on developing countries to liberalize their trade rapidly.

At the very least, we would like NZAID to engage with such perspectives in its policy, even if it cannot agree with them.
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