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Aid for Trade (AfT)

o initiative originally conceived to assist LDCs & Developing
countries to benefit from multilateral trade agreements through

- grants-based assistance to meet immediate agreement-induced
implementation and adjustment costs

+ long-term capacity enhancement costs

Evolution of AfT in 2004 via World Trade Organisation’s document
WT/L/579 which states that

‘developing countries would be entitled to request for assistance to
implement trade facilitation’

various discussions arose in terms of
» dimension -bilateral and regional agreements

o Size, coverage, utilisation, impact and effectiveness e.g. short-term AfT
(for preference erosion, terms of trade losses, and implementation and
compliance costs) and long-term (infrastructure development and
alleviation of supply-side constraints)



Introduction

» West )Africa has a long history of integration efforts (35
years

- But achievement has been slow

- ECOWAS trade liberalisation scheme (ETLS),

- partial customs union through the adoption of common
external tariffs (CET) sequentially by UEMOA and non-
UEMOA member countries.

= Several constraints adduced
- low level of intra-regional trade,
* low level of productivity and growth
- lack of political will to enforce integration protocols

- divided amalgamation interests due to multiple and overlapping
membership

- multiple objectives eg. harmonisation of sector policies;
- inadequate negotiations of distributive and equity issues



Introduction

- West Africa — EU EPA Negotiations introduced in
2003/04

- An EPA between the ‘developed’ EU side and mostly least-
developed countries of West Africa will likely lead to both
short term and long term costs when finally agreed

« AfT viewed as a relevant instrument to alleviate these costs

- AfT in West Africa-EU negotiations is the EPA
development programme (EPADP or PAPED)

- For West Africa, EPADP should be an integral part of the
EPA negotiations to ensure long-term security of the
promise of development assistance or aid.



Background Issues:

- Slow momentum of West African integration no doubt
affected intra-West African exports (Figure 1):

o

total intra-regional export trend between 1996 and 2000 was
decreasing until 2001 when it rose consecutively before falling back in
2006 after which it recovered.

Trend replicated by Ghana, Mali and more by Nigeria.

Benin, Senegal and Togo recorded consistently rising exports to the
ECOWAS region

Burkina Faso, Cote d’Ivoire, Ghana and Togo recorded occasional
export decrease,

Cape Verde, Nigeria, Sierra Leone had initial continuous decrease in
exports followed by a consistent rise during most of the later part of
the period

Niger, Guinea, Guinea Bissau, Gambia and Mali have shifting regional
export trends
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Figure 1: Trend of Member Countries exports to ECOWAS region
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Contribution of member
states to total intra-regional
exports during 1996-2000 &
2001-2008

*Negligible Contribution : Cape
Verde, Gambia, Guinea Bissau,
and Sierra Leone

*Nigeria contributed the
most followed by Cote
d’Ivoire, Ghana and Senegal

scontribution of Nigeria,
Guinea, Mali and Niger
dwindled in the second
period

*Contribution of Cote
d’Ivoire, Ghana, Senegal,
and Togo increased in the
second period

Contribution of Member states to Intra-regiona

Figure 2: Period Averages Intra-regional exports of

ECOWAS
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Aﬁ%cd\ﬂé tt(iatli M@ﬁn@(ﬂdroq:{(ﬁdﬂ ical assistance,

advice, and expertise to assist countries confronted with the complexities of
modern trade);

capacity building (building the capacity of developing countries to deal
“?fth'tliagle issues, for example, through the training of government
officials);

institutional reform (helfping to create a framework of sound and well-
functl)onlng institutions for trade—in customs, quality assurance, and other
areas);

infrastructure (improving roads and ports to link the poor and the goods
they produce to markets through investment in infrastructure);

assistance with adjustment costs: fiscal support and policy advice to help
countries cope with any transitional adjustment costs from liberalization.

Analysed above, AfT in the perspective of West Africa has to do more with
relieving production and supply capacity constraints even though the short
term adjustment costs is also quite relevant to defray with AfT



N1tiatives anda | rendas

EC’s disbursements against its commitments are in the range
of 36% and 123%, indicating certain donor preferences or
recipient absorptive capacity.

Inadequate absorptive capacity could not be justified as there
is coexistence of AfT disbursements overshooting
commitments in certain periods while underperforming in
others

the disbursements of ‘all donors’ averaged 66.5% in the 2002-
2008 period, outperforming EC’s 63.9%.

Given the trend of the EC’s disbursements, it only improved
from as low as 36% in recent times to over 60%, thereby
moving towards the trend indicated by ‘all donors’



EC’s contribution to total AfT in
Africa

Commitments: btw 6% and
26% & fluctuated widely

*Disbursements: btw 10% and
22% & moderate fluctuation
(2005 and 2008)

*EC’s disbursements against
own commitments: btw 36%
and 123%

 indicate donor preferences
or recipient absorptive
capacity.

* not be justified:
disbursements
overshooting
commitments

All donors disbursements
averaged 66.5% vs EC’s 63.9%.

EC’s disbursements only
improved to over 60% recentlv

EC Com.

asa%of asa% EC All Donors

Total of All Dis/ Dis/
Year Donors Comm Comm
1995 10.4
1996 6.5
1997 8.0
1998 24.1
1999 26.4
2000 13.2
2001 15.2 o o o
2002 19.2 10.5 36.1 66.3
2003 22.5 13.6 36.3 60.1
2004 15.2 14.3 61.8 65.6
2005 24.6 21.8 64.0 72.1
2006 25.5 20.7 55.8 68.9
2007 12.0 21.4 123.8 69.3
2008 18.7 20.5 69.6 63.4




EC

Disbursement/  Disbursement/

All Donors

Commitment Commitment
Sector(s) (%) (%)
Transport & Storage 72.7 61.9
Communications 119.1 90.0
Energy 27.9 55.8
Banking & Financial
Services 80.5 88.8
Business & Other
Services 40.8 76.3
Agriculture 81.6 67.8
Forestry 107.2 88.7
Fishing 78.4 71.4
Industry 39.4 68.0
Mineral Resources &
Mining 69.2 86.5
Trade Policies &
Regulations 63.3 72.3
Tourism 94 1 21.2

Sectoral distribution of AfT in
Africa

Least important sectors in Africa

EC: energy, business and other services,
and industry

All donors: tourism and energy



The trend of EC’s AfT disbursement
against commitments to West Africa

EC West
Africa/Afr EC

ica Disbursement/

Disburse  Commitment
ment (%)
2002 48.1 77.5
2003 46.6 63.0
2004 35.2 67.3
2005 22.5 45.0
2006 21.6 85.7
2007 31.9 136.2

2008 27.2 66.9

More superior than the trend
to Africa

average EC Dis/Com for WA =
77-4%

However, WA AfT as % of
Total EC AFT to Africa
consistently fell since 2002

Trend runs counter to EC’s
claim of providing adequate
development funds for West
African countries

the instability of the trend is
an indication that the legal
security sought by West Africa
is needed for stability,
predictability and planning



Proportion of disbursement to each
sector in total disbursement

Sector

EC Importance

Disbursement/  In total

Commitments  Disbursement
Sector(s) (%) (%)
I1.1. Transport & Storage 721 73.25
I1.2. Communications 153.5 0.15
I1.3. Energy 54.9 3.83
I1.4. Banking & Financial Services 10.2 0.22
|1.5. Business & Other Services 26.6 1.06
l1l.1.a. Agriculture 53.8 9.23
l1l.1.b. Forestry 79.3 0.32
1.1.c. Fishing 41.0 1.07
l1l.2.a. Industry 1.8 0.19
[1l.2.b. Mineral Resources & Mining 54.5 8.31
l1l.3.a. Trade Policies & Regulations 180.1 2.35
I11.3.b. Tourism 115.0 0.01

More important sectors to the EC in West
Africa:

transport and storage followed at a
distance by agriculture, mineral
resources and mining, and energy.

All the other sectors do not have a share
of total AfT disbursement of up to 1%.

disproportionate share of transport and
storage (73.3%) in EC’s AfT is arguably
designed to stimulate and facilitate its
exports into West Africa.

For AfT to assist WA respond to market
access in the EC, AfT redesign and
Reorientation required

To channel more funds to industrial
development, infrastructure, as well as
business services generally.



Literature Review

- Two approaches are advanced in the literature to illuminate the underlying
reasons for AfT:
= minimisation of the cost of trade liberalisation,
- aid should be given to net losers from the Doha Round

* developing countries should be compensated for losses arising from specific

elements of the agreement, regardless of their benefits from other areas in the
deal;

- since developed countries are likely to gain more from free trade, AfT is a
mechanism for redistribution.

s maximisation of benefits of trade liberalisation

- developing economies should be ale to take advantage of new trade opportunities due to
their limited supply-side capacity

o First view = Short term AfT
« Second View = Long term AfT



Literature Review

« AfT is different development aid in general (i.e. finance
AfT through new funds)

« AfT should be met through grants, not loans, from the
benefiting countries separate from traditional official
development assistance (ODA) budgets, and allocated
using criteria that should not be subject to normal aid

« Addresses the IMF’s Trade Integration Mechanism
(TIM) to assist countries to meet bop difficulties induced
by trade liberalisation and conceived as AfT.



Literature Review: AfT and AtT

Both deal with influence of Aid on Trade but
AfT emphasizes exports from recipients’ countries

AtT focus on exports from donors’ country to recipient countries

= AfT concentrates on how aid from the donor countries can be used to
remove supply-constraints in the recipient country so that the latter can
export more and thus integrate further into the world trading system.

= AtT is concerned with how the donors use aid to increase the recipient
demand for donors’ exports.

ﬁdT thus appears to be more pro-recipient while AtT is more pro-
onor.

Any given aid can lead to both exports and imports simultaneously,
which type of aid it is becomes an empirical question to the extent

that the aid which leads to more exports from developing countries
is classified as AfT.



Literature Review: Theory

- The basic theory to evaluate the impact of AfT is the
gravity-type theory augmented with the recognition
of tariff and membership of trade agreements
variables endogeneity of prices, aid variable

« Identification of both the direct and indirect
channels by which aid affects trade.

= Direct channel : aid-tying, where the provision of aid
is dependent upon the recipient country purchasing
oods from the donor; commodities procured in the
onor country; export subsidy given to donor’s
companies seeking contracts in developing countries;
projects in which ’?heir own industries have
comparative advantage



Literature Review: Costs to Recipients

» Costs of Aid to Recipient countries
- Distortions to the Recipients economy

o

aid-tying distort the process of economic growth —no opportunity to determine their own
projects and technology and buy at the world prices

goods offered the recipients by donors are at low priority to the recipient and are excessively
capital-intensive

distortion of domestic consumption pattern which leads to continued dependence on donor
countries

the crowding of out public investment and raising the price of investment goods
counterpart funding requirement of aid leads to increased taxes and public borrowing
increasing disincentives to mobilise domestic resources

obligation to liberalise their economies

likely occurrence of Dutch disease as AfT flows possess a high probability to cause currency
appreciation and lower export competitiveness in recipient countries.



Literature Review: Methodology

- In terms of the methodology that has been
employed so far:

- ordinary least squares

- panel regressions have been deployed to
estimate gravity models in which the aid variable
is introduced (within group and generalised
least squares (GLS) techniques)



Literature Review: Results of Impact of Aid

« Most empirical works on the link between aid and trade concentrate on the
AtT which focus on how aid influences recipients’ demand for donors’
exports

- Empirical studies on AfT are still rare
- several studies established that trade is aid-dependent

= Morrissey (1993b) found that both France and UK used aid to increase their
exports to 36 African recipient countries in the period 1969-1992

= Nilsson (1997) found that a $100 increase in EU bilateral aid is associated with a
$260 increase in EU exports to African recipients

% er (2003) estimated that $100 of aid generates $185 exports from the donor
to the recipient country

= Nelson and Silva (2008) which modifies the Anderson and vanWincoop (2003)
gravity model however found a much lower trade created by aid, as $100 of aid
generates $1.2 of trade.



Osei et al (2004) found that the sample of donor-recipient pairs for which
aid is found to Granger-cause trade performs better

indirect relationship between aid and trade was evaluated by Gomanee et al
(2002) who identified investment and imports as the main transmission
mechanisms through which aid affect growth in 24 SSA countries

The major lessons learnt from the AtT literature so far are two-fold

Aid creates trade while the nature of relationship between the two may be
bi-directional

economies that receive aid are likely to give back more in terms of imports
from donors as they import more.

Therefore it is almost certain that the way that AfT is currently structured
will lead to increased imports as recipients need to import resources needed
to build local capacity from donor countries.



Effectiveness of AfT

- Paris Declaration on Aid Effectiveness provides a standard global framework with respect
to how to make aid effective

1) Ownership. (Donor to respect the right and responsibility of recipient to determine
development policies and strategies, and coordinate development actions)

« 1) Alignment - Donors will align their development assistance with the development
priorities and results-oriented strategies set out by the partner country.

 111) Harmonisation - Donors will implement good practice principles in development
assistance delivery.

° 1) I\IIanaging for Results — Recipients will embrace the principles of managing for
results

* v) Mutual accountability - Donors and recipients to enhance mutual accountability and
transparency in the use of development resources.

- Effectiveness issue not studied as impact of Aid



Analytical Framework

Figure 3: Analytical Framework of AfT in

Recipient country
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Targeted at

AfT is both short term and long term

short run AfT flows address short term
compensational activities

long run AfT flows are targeted at increasing export
supply response capacity.

AfT emphasizes trade, hence its direct and indirect
impacts are expected to unequivocally manifest on
trade but the impact on other macroeconomic
variables may also matter; these are held constant
in this framework.

Hence, AfT flows are targeted at both raising
imports in the short run into, and export in the long
term from, developing countries.

Short term compensational AfT flows targeted at
imports through AfT-tying

long-term AfT flows directly target increasing the
recipient developing countries’ exports through
supply response capacity building which will
eventually lead to increased market access to donor
countries and hence increased export growth

This AT thus indirectly leads to an export-led
growth, increased foreign exchange earnings, and
also a rise in imports in the long run

AfT has a double impact on imports, the short run
and long run impacts whereas it has a once-for-all
initial long run impact on recipient country exports
which translates into an export-led growth in the
longer term.



Analytical Framework cont’d

How might the short- and long-term impacts of AfT flows affect regional integration?

To the extent that imports from donor country will rise in the short run, intra-regional
trade will likely fall as recipients import more from donors.

Because imports from the donor will also rise (may be at a slower rate) in the long
term, intra-regional trade will also likely fall.

However long term fall in intraregional trade is likely to be moderated by the increase
in the export of recipient country long term through enhanced export supply capacity.

Part of the increased exports will be directed towards the region given that the region
is a free trade area or a customs union, since the cost of exporting to countries within
the region should be lower than that of exporting to countries outside it

Thus, it is expected that intra-regional exports will fall in the short run and increase
moderately in the long run.



Data Analysis: AfT and Intra-regiona
Exports

In the analysis of association between AfT flows and intra-regional exports conducted,
three groups of countries are distinguished.

Burkina Faso, .Cage Verde, Guinea and Sierra Leone which have opposing trends between
AfT flows received and their exports in the short term.

Benin, Ghana, Gambia, Niger and Nigeria, Cote d’Ivoire, Guinea Bissau, Senegal and Togo
which record ambiguous trends between AfT flows received and exports in the short term.

Mali features similar trends of AfT flows and exports in the short period.

Benin, Ghana, Gambia, Niger and Nigeria, Burkina Faso, Cape Verde, Mali Senegal and
Togo record similar trends between their AfT inflows and exports in the long term

Cote d’Ivoire, Guinea, Guinea Bissau and Sierra Leone do not have similar trends in these
two variables in the long term.

The correlation coefficients confirm these short and long term trends of AfT and intra-
regional exports. In the discussion relating to the issue of effectiveness, it was shown that in
part, much depends on the objectives for which AfT is provided by the donors, and their
political will and commitments; and also on the willingness of beneficiary countries to
remove their the required governance-related constraints through reforms to make the use
of AfT undergo planning, implementation, monitoring and evaluation.
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Data Analysis: AfT and Intra-regional Exports
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Exports

Simple correlation coefficients
between AfT and Intra-regional

Short term

Long term

Benin
Burkina Faso
Cape Verde
Cote d’lvoire
Gambia
Ghana
Guinea Bissau
Guinea

Mali

Niger

Nigeria
Senegal
Sierra Leone
Togo

-0.07
-0.84
-0.17
-0.19
-0.91
0.92
-0.33
0.42
0.91

0.96
-0.21
0.19
0.67
-0.26

0.2
0.5
0.8
0.4
0.2
0.4
-0.4
-0.02
0.6
0.9
-0.4
0.8
0.1
0.4

8 countries have negative correlation (Benin,
Burkina Faso, Cape Verde, Cote d’Ivoire,
Gambia, Guinea Bissau, Nigeria and Togo)

6 have positive association

Long term
11 countries record a positive association

3 countries: Guinea, Guinea Bissau, and
Nigeria record negative association

For 8 of the countries with positive correlation,
the coefficient can be considered low, offering
an indication that even in the long term, AfT
would induce some imports as it generates
more exports.

These results indicate that building production,
supply and export capacities of West African
firms and farms through AfT is likely to
increase their exports in the long run as
posited, while in the short run, it is imports
that are likely to increase.

These are expected to hold also in econometric
work that should be conducted when real AfT
data are more available.



Concluding Remarks

- There are several policy implications of the findings for West Africa.
= The first relates to the issue of data.

= West Africa should be assisted as a way forward in this area to set u
mechanism to collect, collate and publish AfT data to reduce dependence
on OECD data which are collected to serve particular purposes of the
constituent countries.

» Efforts directed at this by collaboration of African institutions such as
ECA, AfDB and African Union should strengthen the cagacity to increase
analysis in this area particularly given the importance of development
funding in the EPAs.

- Second, the assessment of the relationship between AfT and trade
has so far been conducted from the perspective of developed
countries’ analysts and as such gives little recognition to the needs
and perception of West Africa.

» inadequate data and capacity to do such analysis thus requiring capacity

building assistance to build a cohort of West African analysts for future
AfT analyses, monitoring and evaluation.



Concluding Remarks

Analyses will need to employ more scientific approach to discern the
relationship between EC AfT and intra regional trade.

West Africa need not depend too heavily on EC AfT to alleviate supply
capacitiflin the short term as this objective may only be achieved in the long
run with EC AfT.

= As such, it may be necessary to dilute the short term impact of EC AfT in the short
run by seeking AfT from other sources such as from richer member countries in
West Africa

The instability of the AfT from the EC buttresses the need for legal security
of the EPADP sou%ht by West Africa otherwise the instability and
unpredictability of AfT may be more injurious than the volume of the flows

The disproportionate share of transport and storage in total EC’s AfT to
West Ag*ica appears to have been designed to stimulate and facilitate its
exports into West Africa

= AfT to henceforth assist West Africa to respond to market access in the EC, it

needs to be redesigned along that line by providing more funds to industrial
development, infrastructure, as well as business services generally
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Aid for Trade and Regional Integration in West Africa

1. Introduction
Aid for Trade (AfT) constitutes an initiative oriqlly conceived to assist least

developed and developing countries to benefit fromaltilateral trade agreements by

providing grants-based assistance to meet the inateedgreement-induced implementation
and adjustment costs as well as the long-term dgpanohancement costs. In contrast,
according to the standard definition of the Devalept Assistance Committee (DAC) of the

OECD, foreign aid is made up of the financial flowschnical assistance, and commodities
that are designed to promote economic developmahtneelfare and are provided as either
grants or subsidized loans. From the time when &fdlved as a multilateral phenomenon in
2004 through the World Trade Organisation (WTO)uwent WT/L/579, which states that

developing countries would be entitled to request &ssistance to implement trade
facilitation, being the new element of the Doha Elepment Round (DDR), the dimension in

the context of being extended to bilateral andargi agreements, size, coverage, utilisation,
impact and effectiveness of AfT have attracted msitee analysis by trade economists and
other interested stakeholders. For example, skam-AfT is considered a grant to meet such
costs as preference erosion, terms of trade loasdsimplementation and compliance costs
while long-term AfT should encompass grants forasfructure development and alleviation
of supply-side constraints to increase countriaitiab to respond to new market access
opportunities that might arise from new trade agreets. Thus AfT tends to be tangential to
normal foreign aid only in the area of long ternvelepment of infrastructure and supply

capacities.

West Africa despite the long history of integratefforts in the sub-region has slowly
progressed on the path of regional integration, ingpwobbly first towards regional trade
liberalisation through the instrumentality of theC@®WAS trade liberalisation scheme
(ETLS), and secondly, into what can be regardec @smrtial customs union through the
adoption of common external tariffs (CET) sequdiytiby UEMOA and non-UEMOA
member countries. The slow pace of regional integran the West African sub-region has
been identified to be induced by several constsagtong which are the low level of intra-
regional trade, itself an offshoot of the low leweélproductivity and growth of the constituent
economies, lack of political will to enforce integjon protocols, and divided amalgamation
interests due to multiple and overlapping membersiihich also leads to conflicting

objectives, efforts duplication and spreading thive available financial resources. In
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addition, multiple objectives such as the harmdiosa of agricultural, industrial,
transportation, energy, fiscal and monetary pdicieadequate negotiations among the West
African countries about distributive and equityuiss which creates lack of interest and
political commitment and obligation to implementirade liberalisation and integration
measures (MacCarthy 1996, Bundu, 1997); and inadeqand rigid compensation
mechanisms due to unclear methodologies (MacC48Bg) are other constraints to regional
integration. While the considerable reform capacdguired to surmount these constraints
appear to be acutely lacking in the sub-region,piblecy environment needed to implement
both political and economic reforms would not omgtail a radical transformation of
institutional and economic circumstances but waldw involve external technical support to
assist production, trade and welfare improvemewotyiding window of opportunity for AfT.

Within the context of this sluggish pace of selsigaed economic integration has
been implanted the framework of the ongoing redianade negotiations between the
European Union and West Africa expected to prodarteeconomic partnership agreement
(EPA) between the two regions which will, over aelve year period, by design of the
Cotonou Partnership Agreement (CPA) of 2000, briagiffs down to zero in an
asymmetrical manner. In view of the fact that thesgotiations between the ‘developed’ EU
side and the mostly least-developed countries o$t\Wdrica will likely lead to both short
term and long term costs when finally agreed, A& been viewed as a relevant instrument
to alleviate both foreseen and unpredictable careseps of EPA on the West African
countries as well as assist the sub-region to additee challenges of regional integration.
AfT in the context of the West Africa-EU negotiat®is conceived as the EPA development
programme (EPADP) which West Africa insists shobkl an integral part of the EPA
negotiations to ensure long-term security of thenpse of development assistance or aid.
The EU perceived West Africa’s demand as strangd, its negotiators have insistently
argued that the demand cannot be accommodateé BRA due to the claim that European
countries’ budgetary process disallows long tergally binding aid commitments. The EU
further equates the conclusion of Part IV of theABExt by the EC and West Africa on
“development cooperation” to the legal securitfe®fADP requested by West Africa.

This paper seeks to investigate whether and thenexb which AfT will assist
regional integration in West Africa. It does thig tonducting an assessment of the impact
and effectiveness of AfT in support of regionakgation with special emphasis on WA and
by attempting to predict the nature of the AfT-grtion nexus of the EPA era given the

association of AfT flows with West African intragenal exports. Some analysis of AfT has
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been done previously (e.g. Oyejide 2006) but mostised on cases studies and description
of likely AfT modalities, financial architecture drreasons for AfT and not on impact. The
impact and regionally focused analysis constitubes paper’'s value addition to the AfT
debate. In effect, the rest of the paper is arrdragefollows. Section 2 provides background
information regarding the regional integration mee in West Africa and the AfT initiatives
developed. In section 3, the paper explores therg¢tieal, methodological and empirical
literature on the impact and effectiveness of Affie analytical framework and methodology
of the paper is contained in section 4 while th&trsection presents and interpretes the

results of the data analysis. Section 6 concludepgéaper.

2. Regional integration processes in West Africa

2.1 Intra-WA Trade integration

West Africa’s long history of integration effortsommenced with the ECOWAS
Trade Liberalisation Scheme (ETLS) which finallypkooff in 1990 AfTer two missed dates
in 1979 and 1989. It comprised two phases nama\ctnsolidation of customs duties and
NTBs phase and total trade liberalization phaséhérfirst, there would be a gradual removal
of tariffs in the first two years with plans not it@roduce new tariff barriers while those in
existence should not be increased. The second pilaisé entailed total liberalization of
trade in three product types: unprocessed goodsn&é@nmineral and plant products),
traditional handicrafts, and industrial product®duced within the community. The time
table for the elimination of duties and taxes foe third product group was based on the
criteria of level of development, importance of touiss receipts in member states’ revenues,
and problems traceable to access difficulty by llaciced member states. The initially
planned implementation period corresponded withatmeual rate of reduction in duties and
taxes of between 10 and 16.6 per cent, in addibarariation among country categories. The
most advanced of the countries had to complet tdreralisation in six years, while the
middle and least advanced countries were to complet8 and 10 years respectively.
Similarly, the gradual removal of NTBs was to coaet-year period between 1990 and 1993;
its commencement coinciding with the liberalizatiohunprocessed goods and traditional
handicrafts.

The total implementation of the ETLS expected tmplete by the end of 1999 did

not materialize. Nigeria in conjunction with Ghain&roduced a fast-track approach for the
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elimination of all trade barriers by April 15, 20@8d the establishment of common external
tariffs (CET) by January 1, 2001. The decisioratiopt a CET by all ECOWAS member
states was taken at a mini summit in Abuja in MB9@and the eventual establishment of a
customs union of the whole of ECOWAS by 31 Decenf#7, though eight countries of
the Union Economique Monetaire de I'Ouest AfricaiikEMOA) had adopted a CET in
1997. The UEMOA CET came into force on 1 JanuarQ02@ith 4 tariff bands of 0% (for
essential social goods), 5% (for basic goods, bamterials, equipment goods, specific
inputs), 10% (for intermediate products) and 20%r (final consumption goods). Two
exceptions lists were allowed during the transitpamiod of two years to enable countries
which are not members of UEMOA to adapt to the et policy (type A exceptions) and
to agree on the re-classification of some prod(igfse B exceptions).

The dates for the establishment of the CET andooustunion were also missed as
Nigeria itself became the last to establish a niediCET (with the # band of 50% instead
of 20%) in 2005, while the numerous non-tariff s between West African countries
remain in the process of being dismantled. Herloe,initially multi-step approach to the
integration process eventually became hurriedlylapskd, with a loss of benefit of
experience from gradual liberalisation helping tbamge subsequent advancement of
integration, by hastily shifting from an incompl&ieS into a customs union, this imposed by
the need to ‘catch up’ with the UEMOA countries ethcommenced the implementation of
the CET since 2001, and the reality of the impeg@oonomic partnership agreement (EPA).
Simultaneously, through protocols, there were &foto promote co-operation and
development in industry, transport, telecommunaceti and energy, agriculture, natural
resources, commerce, monetary and financial matsrsvell as social and cultural affairs
(Aryetee, 2001).

The slow momentum of West African integration psseno doubt affected intra-West
African exports as depicted by the trend in Figlrd-irst, total intra-regional export trend
between 1996 and 2000 was decreasing until 2000 whese consecutively before falling
back in 2006 After which it recovered. This trendsareplicated to an extent by the trend of
exports of Ghana, Mali and more of Nigeria. In &ddi the trends indicate that some
member countries recorded consistently rising espiar the ECOWAS region (e.g. Benin,
Senegal and Togo), some recorded occasional esporease during the 1996-2008 period
(Burkina Faso, Cote d’'lvoire, Ghana and Togo), sdmad initial continuous decrease in
exports followed by a consistent rise during mdsthe later part of the period (e.g. Cape

Verde, Nigeria, Sierra Leone). The rest of the ¢toes have shifting regional export trends
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(Niger, Guinea, Guinea Bissau, Gambia and Mali}.Rost countries, sustained increase of

intra-regional exports commenced between 2000 a6d.2
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Figure 1: Trend of Member Countries exports to ECEBNegior

Figure 2 shows the period averages of the contobubf member states to total intra-
regional exports in the 1996-2000 and 2001-200&dsr The contribution of four countries
(Cape Verde, Gambia, Guinea Bissau, and Sierra d)ewras quite negligible. Nigeria
contributed the most to intra-regional exportsdad by Cote d’'lvoire, Ghana and Senegal.
However, Nigeria’'s contribution and those of Guingiali and Niger dwindled in the second

period while those of Cote d’lvoire, Ghana Senegal Togo increased.
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Figure 2: Period Averages Intra-regional exports of
ECOWAS
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Source: Computed from ECOWAS database accessed at
http://www.ecowas.ir

2.2 Monetary integration in WA

The planned convertibility of West African counsfieurrencies and the creation of a
single currency by the year 2000 also failed toeamalise despite the creation of West
African Monetary Agency (WAMA) and the introductiaf Credit Guarantee Fund for the
region’s clearing and payments system as well aswWlest African travellers’ cheques. In
1999, a set of convergence criteria and the ye@d 2@ere set for the establishment of a
single currency. The associated indicators of thter@a are: a ratio of budget deficit
(excluding grants) to GDP lower than 4 per centhgyyear 2002; an inflation rate no higher
than 5 per cent by 2003; Central bank financindpwdget deficit limited to 10 per cent of
previous year’s tax revenue by 2003; and grossreaiteeserves representing not less than
six months of imports by 2003 (Aryetee, 2001). Ehare also a secondary set of criteria
which includes the prohibition of new domestic areeand liquidation of all existing arrears;
tax revenue/GDP ratio equal to or more than 20cpet; wage bill/tax revenue equal to or
less than 35 per cent; real exchange rate stgbgagitive real interest rates; and public
capital expenditure/tax revenue ratio of at le@sp@r cent.

These convergence criteria, alongside other effditscted at harmonisation and
surveillance of macroeconomic policies through ¢heation of the Convergence Council,
made up of Ministers of Finance and Governors aft@é Banks in the region, the technical
Monitoring Committee and the Nigeria-Ghana fastkrapproach to regional integration

were the recent initiatives to speedily arrivehet CET and the set single currency objective
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for West Africa. However, the second currency ztarenon-UEMOA ECOWAS countries
introduced in 2001 by the Nigeria-Ghana fast-triadkative has also not occurred.

2.3 West Africa-European Union Economic PartnershipAgreement (WA — EU EPA)

The WA-EU EPA negotiations which was as a resulth&f mandate of the 21st
session of the Authority of Heads of State and @uwent of ECOWAS given to the
ECOWAS and UEMOA Commissions to negotiate, on Hebfathe States of the region, an
economic partnership agreement with the Europeaarin conformity with the provisions
of Article 2 of Decision A/DEC./11/12/01 of 21 Jamy 2001. The specific objectives of the
mandate which have formed the basis of the WA-ELA ERegotiations are the gradual
establishment, in line with WTO rules, of a freade area between ECOWAS and the
European Community with effect from January 200&; meed for priority to be accorded to
development and poverty reduction; cooperation radetrelated issues; deepening of the
integration process in West Africa; improvementcompetitiveness: capacity building and
upgrading of enterprises; and the enhancement dftehaccess for West Africa’s exports.
After the launch of the regional negotiations betw&Vest Africa and the European Union in
Cotonou in October 2003, West Africa agreed to tiagthe EPA as a single regional bloc
comprising ECOWAS and Mauritania and thereaftemidated and adopted a roadmap in
August 2004 outlining the various phases of theotiagjon process and the main themes on
which the agreement should be focused.

The EPA negotiations was planned to be concludedeicember 2007 and to come
into force in January 2008. This date was missedCnte d’lvoire and Ghana initialled
interim EPAs with the European Union, leading te teclaration of the Authority of Heads
of State and Government of ECOWAS, at its 33rd Sunmeld on 18 January 2008 that
Member States desire to conclude EPA as a singioruterritory within the WA region.
Earlier the Ministerial Monitoring Committee, atsitl7 December 2007 Ouagadougou
meeting, took note of the interim EPAs by its menmdtates and called on both countries to
ensure that the agreements were consistent withdimmitments they had taken within the
framework of the regional integration process, whihe ECOWAS and UEMOA
Commissions were directed to monitor and suppattéto countries and to harmonize, as
much as possible, the agreements in order to aff@tences in treatment within the region.

At the commencement of preparation for the EPAHeyECOWAS Commission and
the EC, the thematic negotiation areas identifrediuide free trade zone, customs union and

trade facilitation; standardisation, quality cohtrand related services, SPS and TBT
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measures; competition; intellectual property; itwesnt; agriculture; fisheries; non-
agricultural products and crafts; services; andetigwment issues. Many of these areas have
been streamlined during negotiations, culminatingfawer issues for negotiations while
others have been pushed forward to a later datéodimadequate negotiating capacity on the
part of West Africa. Indeed, most of tt@ngapore issues (environment, investment and
competition), already rejected at the WTO Seattleidterial, which the EU introduced into
the negotiations have been rejected by the Westakirregion because WA is not ready to
negotiate these issues as they have been remmmadie WTO Doha round. In addition, the
authority of the Heads of State and Government &f dlifected negotiators not to include
them in the EPA. In the case of services, WA agiteedommence negotiations, if at least
three years is provided to strengthen related atgryl framework in the services sector and
harmonise the regional position, though the ECelveb the pace and direction of WTO Doha
round negotiations need not prevent negotiationallthese trade-related issues as they are
quite important for development. Since early 20@8was agreed that these issues be
negotiated after the signing of a regional EPA aods and development containing some
other trade-related areas.

It was important to focus on the development andkataaccess negotiations because
even agreeing to these two main issues has beén grablematic. Commencing with the
joint definition of EPA support programmes and thHending by the EC, preparation of time-
tables for access to the markets of both sidespeghration of the text of the agreement; the
identification, specification and negotiations nefjag each side’s positions have created a
situation of overstretched negotiating capacity, tual distrust as the initial interim
agreement created doubts about the real reasahddéPA negotiations, and many missed
dates, not to add the explicit and implicit costie negotiations, most of which is funded by
the EU. For example, during the negotiations, isstieat have cropped up include
identification of sensitive products, adoption loé regional list of such products, completion
of the classification of products and determinatdnhe rates of the common external tariff
(ECOWAS CET), and preparation of the time-tabletha dismantling of tariffs.

Other related activities include the validationtloé study on the computable general
equilibrium model, establishment of modalities floe absorption of the net fiscal impact of
the implementation of the EPA, adoption of the gtteport on the establishment of the EPA
Regional Fund, and establishment of modalitiesitioioperation; classification of products
according to their levels of sensitivity into Grodp (sensitive products excluded from

liberalization), Group C (products to be liberatiagith effect from 2018 over a period of 15
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years), Group B (Products to be liberalized witle&ffrom 2013 over a period of 15 years),
and Group A (Products to be liberalized immediattigt is, as from 2011)

In the area of development, the February 2008 Nch@k meeting of the MMC
recommended to the ECOWAS and UEMOA Commissiortake all necessary measures to
prepare the three categories of development pragesmequired under the EPA. These are
(i) the improvement of the competitiveness of tmedpiction sectors; (ii) the payment of
adjustment, and (iii) the fulfillment of obligatienarising from the agreement. The first
category has to do with the issues of capacity tcaimés which bestride production and
export supply capacities. These binding supplg s@instraints in WA restrict the ability of
its farms and firms to respond to new market actestswill be provided by the EU through
the EPA and which have made these economic agewaisiaito fully utilise preferences
provided by the EU in the past. These are congideyethe EU as largely internal problems
to be dealt with by WA governments while non-statgors should be demanding the
effective delivery of public infrastructure servicand more business friendly policies. In
addition, the EU views the development supportaalyebeing provided to the region as
already helping Governments to address these eamstindependent of EPA. About 90% of
the total of the EPA Development Plan (EPADP/PAPEBals with the developing of the
productive capacity of West Africa. According tetkC, however, EU is only a part of the
factors that determine production, regional expoatsd international exports and hence
funding this proportion is beyond its ability alotteaddress, but would in any case assist in
the mobilization of considerable funding througlataral country and regional programs, as
well as through multilateral funds. The EC alsoi¢ated that the EDF10 of about 400million
euros is available to address this developmentcaspe

The second category of the development programateirikiolves the compensation
for adjustment costs is in three parts. The fgshiterms of the loss of government revenue
particularly for those countries dependent on gustduties. The EC has agreed to help fund
the net fiscal impact of the EPA, to ensure comtthdunding of important government
programmes, while fiscal reforms are put in plazdtoaden governments’ revenue basis.
The second has to do with loss of market sharedoyedtic producers to EC firms and the
sufficiency of EU funding to help with the costs lwfth adjustment and making use of the
opportunities provided by access to the EU marKete EPADP/PAPED, is designed to
address these through providing assistance forditeet adjustment costs (fiscal losses,
adjustments to increased competition, applyingrties and regulations for exporting to the
EU market), which the EC estimated would constiaieut 10% of the total EPADP.
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The legal security of the EPA Development Programmeluding its financing
beyond the end of the Cotonou Agreement in 2020anes a concern given the EPA will
continue well beyond. EU recognizes this and cardirits commitment to support the
development aspects of the EPA beyond the Cotonmiisions and to endeavour to secure
support of EU member states. Member states planritbnue their long term support to WA,
however, their budget process disallow long tergally binding aid commitments. Efforts
continue to find a viable formulation. Discussi@iso continue on how the EPADP/PAPED
will be used.

2.4 AFT initiatives
Conceptually, AfT covers grants-based assistancemtet agreement-induced

adjustment costs such as preference erosion, tefrmade losses, and implementation and
compliance costs. It also includes grants meaunlefoay the costs of building infrastructure
for long term productive capacity development meardlleviate the supply-side constraints
of recipient countries in order to respond to nearkat access opportunities that might arise
from new trade agreements. AFT therefore, is a @m@sm to enhance the flow of
development finance from the rich to poor countsesas to improve the world trading
system (Stiglitz and Charlton, 2006). Though thase conceptually categorised into the
benefit-maximisation and loss minimisation of trdiberalisation, AfT covers, in practical
terms, according to Nielson (2005)chnical assistance (the provision of technical
assistance, advice, and expertise to assist cesntonfronted with the complexities of
modern trade); apacity building (building the capacity of developing countries t@ldeith
trade issues, for example, through the trainingmfernment officials);nstitutional reform
(helping to create a framework of sound and welkfioming institutions for trade—in
customs, quality assurance, and other areafsasiructure (improving roads and ports to link
the poor and the goods they produce to marketsighranvestment in infrastructure); and
assistance with adjustment costs: fiscal support and policy advice to help courstrt®pe with
any transitional adjustment costs from liberalizatiAnalysed above, AfT in the perspective
of West Africa has to do more with relieving protdan and supply capacity constraints even
though the short term adjustment costs is als@ galevant to defray with AfT.

In terms of measurement, though the OECD aid dat&fT, which isa database
covering around 90% of alDDA, uses th&VTO Task Force definition and composition of
aid for trade, it does not exactly match the Taskc€ definition of aid-for-trade categories

which include (a) technical assistance for tradécp@nd regulations (e.g. helping countries
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to develop trade strategies, negotiate trade agrmesmand implement their outcomes); (b)
trade-related infrastructure (e.g. building rogasits, and telecommunications networks to
connect domestic markets to the global economypr@ductive capacity buildingncluding
trade development (e.g. supporting the privateoseotexploit their comparative advantages
and diversify their exports); (d) trade-relatedustinent (e.g. helping developing countries
with the costs associated with trade liberalisatisach as tariff reductions, preference
erosion, or declining terms of trade); and, (eeotiade-related needs$ identified as trade-
related development priorities in partner countrregtional development strategies. Rather,
the Creditor Reporting System (CRS) provides poxXieoadly defined as: i) technical
assistance for trade policy and regulations (tradiécy and administrative management,
trade facilitation, regional trade agreements, haidral trade negotiations, and, trade
education/training); ii) economic infrastructureoifemunications, energy, transport and
storage); iii) productive capacity building (thesse production activities deemed to
contribute "principally” or "significantly" to traa development); and iv) trade-related
adjustment lfudget contributions to assist the implementation of tragl®rms, adjustments
to trade policy measures by other countries, atahba-of-payments shortfalls arising from
increased trade). The CRS data are a reclassiiicafinormal aid into AfT and are analysed
in what follows.

Tables 1 and 2 shows the trends of AfT commitmants disbursement to Africa by
the EC and all donors. From Table 1, four typestrehds are discernible. One, EC’s
contribution to total AfT commitments in Africa rged between 6% and 26% and has
fluctuated widely. Two, EC’s contribution to tot&fT disbursements in Africa ranged
between 10% and 22% with moderate fluctuation betw2002 and 2004 as well as between
2005 and 2008 pointing to a better planned andreled AfT in this latter period. Three,
EC’s disbursements against its commitments ar@enrange of 36% and 123%, indicating
certain donor preferences or recipient absorptaeacity. The latter could not be justified
since there is coexistence of AfT disbursementsstamting commitments in certain periods
while underperforming in others. Four, the disbareats of all donors averaged 66.5% in the
2002-2008 period, outperforming EC’s 63.9%. In viefvthe fact that there is no global
threshold of AfT volume against which judgement t@nmade regarding its adequacy, the
more important issue is the rate at which promisdésrms of commitments are kept through
disbursements. Given the trend of the EC’s dislmesgs, it only improved from as low as

36% in recent times to over 60%, thereby movingatas the trend indicated by all donors.
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Table 2, which shows the areas to which AfT hashbeegeted since 2002, it is
obvious that the least important sectors to theaECenergy, business and other services, and
industry while for all donors, the least importaettors consist of tourism and energy. This
indication is provided by the proportion of diskemsent to commitments in both the EC and
all donors AfT flows. Sadly, the energy and busenasd other services sectors are two of the
infrastructure-related sectors that hamper prodoctand supply capacity of industry.
Associated with this type of trend is whether A8 directed to sectors which recipient
countries wanted to develop or directed to thoae lbenefit donor countries’ firms exporting

to recipient countries.

Table 1: Trends of AfT Commitments and Disbursement to Africa (1995-2008) US$ million

ECasa ECasa
Total All proportion of Total All proportion  EC All Donors
Total EC Donors Total Total EC Donors of All Disbursement/  Disbursement/
Year Commitment  Commitment Disbursement Disbursement  Donors Commitment Commitment

1995 469.29 4512.93 104
1996 314.59 4827.95 6.5
1997 319.85 4007.33 8.0
1998 1272.32 5271 24.1
1999 1222.79 4639.14 26.4
2000 660.92 5022.3 132
2001 773.83 5079.7 15.2
2002 1028.4 5351.95 19.2 371.51 3547.31 105 36.1 66.3
2003 1372.15 6104.55 225 497.89 3669.15 136 36.3 60.1
2004 1018.26 6690.32 15.2 628.99 4391.42 143 61.8 65.6
2005 1782.2 7254.59 246 1141.17 5228.42 218 64.0 72.1
2006 2046.85 80185 255 1142.76 5521.23 20.7 55.8 68.9
2007 1296.35 10813.93 12.0 1605.5 7492.01 214 123.8 69.3
2008 2705.36 14497.15 18.7 1883.3 9196.72 205 69.6 63.4

Source: computed from OECD statistical websitg:H#tats.oecd.org/qwids

Table 2: Trends of AfT Commitments and Disbursement to Africa by Components (2002-2008) US$
million

All Donors
EC EC All Donors All donors EC Disbursement/  Disbursement/
Sector(s) Commitment  Disbursement  Commitment  Disbursement ~ Commitment (%)  Commitment (%)
I1.1. Transport & Storage 6397.99 4652.81 20124.13 12447.36 72.7 61.9
I1.2. Communications 71.28 84.91 935.3 841.43 1191 90.0
11.3. Energy 1021.74 285.02 9603.35 5359.3 27.9 55.8
I1.4. Banking & Financial Services 102.54 82.55 3808.49 3381.46 80.5 88.8
11.5. Business & Other Services 681.46 277.84 3480.34 2653.96 40.8 76.3
IIl.1.a. Agriculture 818.45 668.11 12166.19 8252.08 81.6 67.8
IIl.1.b. Forestry 59.24 63.49 725.93 643.93 107.2 88.7
lIl.1.c. Fishing 149.86 117.51 863.23 616.37 78.4 714
lll.2.a. Industry 954.52 376.47 3069.92 2086.34 394 68.0
111.2.b. Mineral Resources & Mining 377.23 260.98 1028.24 889.04 69.2 86.5
I11.3.a. Trade Policies & Regulations 577.21 365.64 24575 1775.9 63.3 723
11.3.b. Tourism 38.05 35.79 468.37 99.09 94.1 21.2

Source: computed from OECD statistical webgit&://stats.oecd.org/qwids
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The trend of EC’s AfT disbursement against committa¢o West Africa between 2002 and
2008 appears mosperior than the trend to Africa in the same mk(itable 3). While EC’s
average amounts to 63.9% in the case of fulfillitsgpromise to Africa as a whole, the
average for West Africa is higher at 77.4%, in #ddito the fact that it was only in 2005
that the proportion of disbursement in total AfThoaitments was less than 50%. In spite of
this somewhat superior performance, the trend®tdbal AfT flows going to West Africa as
a proportion of total EC’s AfT flows to Africa hasnsistently fallen since 2002 from around
48% to 21.6% in 2006 before rebounding to 27.290@8. This trend runs counter to EC’s
claim that it is already providing adequate develept funds for West African countries to
assist them in developing their productive capaeitg the EPA will not require a legal
security. Indeed, the instability of the trend msiadication that the legal security sought by
West Africa is needed for stability, predictabilapd planning apart from AfT performing its

adjustment cost-defraying and development-enhantefumections.

Table 3:Trends of EC AfT Commitments and Disbursement to West Africa (1995-2008) US$ million

EC West
Total EC Africa/Africa EC Disbursement/
Total EC Commitments Disbursement Disbursement Commitment (%)

1995 174.55

1996 103.32

1997 136.41

1998 189.68

1999 411.88

2000 129.48

2001 118.79 . ; .

2002 230.34 178.5 48.1 715

2003 368.53 232.1 46.6 63.0

2004 328.82 221.4 352 67.3

2005 571.43 257.1 225 45.0

2006 288.53 2474 216 85.7

2007 375.91 511.9 31.9 136.2

2008 764.74 5115 27.2 66.9

Source: computed from OECD statistical webgit&://stats.oecd.org/qwids

Two measures of importance are explored with ragpeEC’s AfT to West Africa’s
sectors. The first views importance in terms ofléhel of disbursement against commitment
in each sector. Using this measure, the secto¥§¥aast Africa which appears to be of least
significance to the EC are industry, fishing, bess and other services as well as banking
and financial services. While the energy sectoreappto be more important to the EC in

West Africa than in Africa as a whole, given theomortion of disbursements in
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commitments, the EC over-performed by disbursingenthan its commitments in the
communications, trade policies and regulations a#i as the tourism sectors. Unlike in
tourism which is a services export sector, it ig@xely difficult to discern whether the AfT
in communication and trade policies and regulatesstors was provided for the purpose of
enhancing production and exports or relieving syppbacity. The second measure estimates
the proportion of disbursement to each sector fal tdisbursement shown in column 5 of
Table 4. The more important sectors to the EC irstWdrica, based on this measure, are
transport and storage followed at a distance bigalgmre, mineral resources and mining, and
energy. All the other sectors do not have a shiatretal AfT disbursement of up to 1%. This
measure reveals the fact that the disproportiosiasee of transport and storage (73.3%) in
EC’s AfT is arguably designed to stimulate and lftate its exports into West Africa. The
implication of this is that for AfT to hencefortlssist West Africa to respond to market
access in the EC, it needs to be redesigned alwagline by providing more funds to
industrial development, infrastructure, as welbasiness services generally.

Table 4:Trends of EC AfT Commitments and Disbursement to West Africa by components (2002-2008)
US$ million

Sector
EC Importance
Disbursement/ In total
Total EC Commitments Disbursement

Sector(s) Total EC Commitment  Disbursement (%) (%)
I1.1. Transport & Storage 2194.96 1582.24 721 7325
I1.2. Communications 2.13 3.27 153.5 0.15
11.3. Energy 150.57 82.71 54.9 3.83
I1.4. Banking & Financial Services 46.64 4.75 10.2 0.22
I1.5. Business & Other Services 85.75 22.82 26.6 1.06
IIl.1.a. Agriculture 370.59 199.37 53.8 9.23
IIl.1.b. Forestry 8.78 6.96 79.3 0.32
l1l.1.c. Fishing 56.38 23.09 41.0 1.07
ll.2.a. Industry 228.38 412 1.8 0.19
11.2.b. Mineral Resources & Mining 329.64 179.58 545 8.31
I11.3.a. Trade Policies & Regulations 282 50.79 180.1 2.35
111.3.b. Tourism 0.2 0.23 115.0 0.01

Source: computed from OECD statistical webgitg://stats.oecd.org/qwids

3. Literature Review

3.1 Aid for Trade (AfT) or Aid to Trade (AtT): Concepts and Coverage
In view of the fact that the gains from trade lddesation may not be realised
immediately, in contrast to the instantaneous irhpétrade liberalisation related adjustment

costs, the gains from trade liberalisation for depg,g economies that lack the required
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exporting infrastructure, technology and knowleddgestandards required abroad, may be
delayed further. AFT is therefore an instrumenemtance the flow of development finance
from the rich to poor countries so as to improve thorld trading system (Stiglitz and
Charlton, 2006). It is usually difficult to accuelt measure the gains and pains of trade
liberalisation, some estimates done by Andersord4p@stablished that the benefits far
outweigh the cost (with a benefit/cost ratio of34) particularly if the subsidies and trade
barriers reduced by half. It is partly due to ghesception of the magnitude of the benefit-cost
ratio that several studies attempted to assess dmvthe extent to which developing
countries can obtain their fair share of the besefi has however been established that the
extent to which some of these benefits can besezlby developing economies depends to a
very large extent on the complementary policy axtidaken to improve the investment
climate, trade-related capacity building and thech® meet adjustment costs (Prowse 2005),
all of which are some of the main elements of ARTT can be said to encompass five major
activities Nielson (2005). These arechnical assistance (the provision of technical
assistance, advice, and expertise to assist cesntonfronted with the complexities of
modern trade); apacity building (building the capacity of developing countries t@ldeith
trade issues, for example, through the trainingamfernment officials);nstitutional reform
(helping to create a framework of sound and welkfioming institutions for trade—in
customs, quality assurance, and other areafsstructure (improving roads and ports to link
the poor and the goods they produce to marketsighranvestment in infrastructure); and
assistance with adjustment costs: fiscal support and policy advice to help courstre®pe with

any transitional adjustment costs from liberalizati

Two approaches are advanced in the literaturéumiihate the underlying reasons for
AfT. The first considers the minimisation of thestof trade liberalisation, which according
to Stiglitz and Charlton (2006), is based on thibo¥ang three arguments; aid should be
given to countries that would be net losers fromBltoha Round and have incentive to block
its progress; developing countries should be comsged for losses arising from specific
elements of the agreement, regardless of theirfilefi®m other areas in the deal; and since
developed countries are likely to gain more froreefritrade, AfT is a mechanism for
redistribution. The second approach, however, densithe maximisation of benefits of trade
liberalisation. This tries to remove the barries liberalisation because developing
economies are often unable to take advantage oftraele opportunities due to their limited

supply-side capacity (Hatsuse, 2008).
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An on-going debate in the literature rages overcWiaf these two approaches should take
primacy over the other. While both approaches ghbealof significant interests in economic
development debate, some authors view AfT moreraeans of removing the current supply
capacity barriers limiting developing economiestess to developed markets (Stiglitz and
Charlton 2006) rather than as a compensationahselod the cost minimisation approach. In
other words, AfT should be used to promote futugoets and not compensation for the loss
of past exports. From long-term economic develogmerspective, the tendency is to ignore
the short-term aspect as argued by Hatsuse (2008)oserly focus on the increased
integration and liberalisation aspect. Hatsused(jbiurther contended that in view of the
lessons of SAP which overestimated the market nmesima(benefits) at the expense of the
social consequences (cost), both views are requlileel author evaluated the AfT spending
by Japan, EU and US and concluded that these tae difected to the benefit maximisation
aspect, at the expense of the cost minimisatioacasiVorse still, there exist arbitrariness in
the content and scope of AfT. For instance, USAutes aid on environment and labour
issues as part of its AfT, thereby making compaxssaf AfT among donors difficult. In other
words, this introduces a difficulty in differentiagy general aid for development from AfT.
Another implication of this is that, countries catart using AfT as a mechanism for
protecting their domestic industries, for examplls can ban imports on the ground of
environmental and labour concerns so long as iinslao have provided aid to that regards
(Hatsuse ibid.).

Another crucial issue in the literature is the ideat AfT constitutes a different initiative
from development aid in general. In other wordshea than financing AfT through the
cutting of existing development aid, new funds dtlobe made available (Stiglitz and
Charlton, 2006; Raihan, 2007). Since AfT arisesnfithe need to keep trade negotiations on
track and to eventually smoothen the implementatbdénagreement derived from such
negotiations, there are arguments that the impléatien costs, terms of trade losses and
preference erosion suffered by vulnerable counsiesild be met through grants, not loans,
from the benefiting countries separate from traddil official development assistance (ODA)
budgets, and allocated using criteria that shooldbe subject to normal aid (Philips, Page
and Willem te Velde 2005). This issue attemptsddrass the Trade Integration Mechanism
(TIM) introduced by the IMF to assist member coig#trto meet balance of payments
difficulties induced by trade liberalisation impdsby other countries which was conceived
in the context of AfT.
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Two closely related but different concepts thatdiseussed in the literature are AfT and
AtT. Both deal with how aid influences trade wharagundamental distinction exists in how
both define trade. While AfT emphasizes exportsnfirecipients’ countries, analyses of AtT
focus on exports from donors’ country to recipieauntries. Specifically, AfT concentrates
on how aid from the donor countries can be usedetoove supply-constraints in the
recipient country so that the latter can exportemamd thus integrate further into the world
trading system. The reverse is the case with réspestT which is concerned with how the
donors use aid to increase the recipient demanddioors’ exports Since both concepts are
concerned with aid and trade, the differential eagdhon the origin of export will definitely
have implications on the nature of the conceptatdias of the interrelationships between aid
and trade and the results obtained from explorua selationship. It is important to state at
this juncture that much of the empirical literatuegiew is dominated by that of AtT.

3.2. Theoretical and Methodological Literature
The basic theory deployed to evaluate the impaétfofis the gravity-type theory which

in its basic form uses only distance as a meaduesstance to trade. This shortcoming was
later corrected with the recognition of some ecoicoand political factors like tariff and

membership of trade agreements as barriers to. tldse Anderson and vonWincoop (2003)
version of the gravity model incorporates the emtegty of prices but relied on the

assumption of symmetry among countries and requaredn-linear method to estimate the
model. Nelson and Silva’s (2008) version of gravitgdel relaxes these two restrictions. In
the gravity model, a measure of aid is often infiketl among the economic and political

influences that affect the bilateral resistanceade.

In the attempt to theoretically discern the impafcaid on trade, the literature identified
both the direct and indirect channels by whichteadslates to trade. The indirect channel is
usually in the form ofid-tying, where the provision of aid is dependent uponréuogient
country purchasing goods from the donor. Often, # is provided in the form of
commodities procured in the donor country (LIoyckt1998); or as export subsidy given to
donor's companies seeking contracts in developiogntries, or donors may direct aid
towards projects in which their own industries hammparative advantage (Morrissey,

1991). Indirectly, aid may lead to economic growthhe recipient country, and this in turn

2 AT thus appears to be more pro-recipient while AtT is more pro-donor. Since any given aid can lead to both
exports and imports simultaneously, which type of aid it is becomes an empirical question to the extent that
the aid which leads to more exports from developing countries is classified as AfT.
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may engender increased import, including importsnfrdonors’ country (White, 1992).

Moreover, in situations where aid is linked to thglementation of certain reforms, like

trade liberalisation, the donors’ access to the@iewat’'s market is also enhanced (Morrissey,
1995).

All types of aid have their costs to the recipieabnomies through distortions. First, aid-
tying can distort the process of economic growthhia recipient economy. This is because
the recipients often are not given the opportundgydetermine their own projects and
technology and buy at the world prices and evenesiomes, inefficient industries are
supported (Morrissey, 1993b and Morrissey et af2)9Jepma (1989, 1991) documented
that goods offered the recipients by donors ardowat priority to the recipient and are
excessively capital-intensive; depending on Westiechnology; and overpriced in the range
of 10-40%. Secondly, aid introduces some othepdishs into the recipients’ economy such
as distortion of domestic consumption pattern wheets to continued dependence on donor
countries for aid (Llyod et al 1998); the crowdiafjout public investment and raising the
price of investment goods (Mosley et al, 1987); andase the donors require counterpart
funds, aid leads to increased taxes and publicotamg, which can raise interest rate and
crowd-out private sector investment (White and Mie@ay, 1992). It is within this context
that Garcia (2006) stated that given the fact @@t is likely to rise, LDCs will face
challenges in the form of how to maintain a stamlacroeconomic framework when an
increasing share of their economies are financechblyiple and volatile sources of external

assistance.

Thirdly, increasing disincentives to mobilise dotiesesources is also expected, making
it necessary to pay attention to the absorptioacigpof LDCs to aid as studies have shown
that increased aid can be counterproductive iatdeGDP ratio exceeds certain level (Collier
and Dollar, 2002). AfT recipients should also reueg that they are under obligation to
liberalise their economies, a situation which caakenaid alter their long run development
goal away from their development priorities unrethto trade liberalisation (Raihan, 2007).
Finally, Rajan and Subramanian (2005) and Page7{j2@@ntified the likely occurrence of
Dutch disease as AfT flows possess a high prolwalidi cause currency appreciation and

lower export competitiveness in recipient countries

In terms of the methodology that has been empl®getar, both ordinary least squares
and panel regressions have been deployed to estigravity models in which the aid

variable has been introduced. The need for pagedssion is justified by the shortness of the
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time series data available for many developing t@es1 Worse still is the possibility of
scanty data if the panel regression is set up atuate pair-wise aid flows between countries.
Osei et. al (2004) use the within group and gersmdlleast squares (GLS) techniques of
panel regressions while Nelson and Silva (2008ths@LS regression technique.

3.3 Impact of aid on trade
It is necessary to mention upfront that, so farstmempirical works on the link

between aid and trade concentrate on the AtT wiichs on how aid influences recipients’
demand for donors’ exports. Empirical studies o Afe still rare perhaps because AfT
discussion is at its infancy and available dataasrobust yet to carry out needed empirical
evaluations. Notwithstanding this shortcomingsipbssible to learn and borrow ideas from
the AtT literature for future impact assessmentaidf flows. That said, several studies has
established that trade is aid-dependent. Morri$$893b), using pair-wise data for France,
Germany and the UK as donors, found that both Eeramzl UK used aid to increase their
exports to 36 African recipient countries in theipe 1969-1992.

Furthermore, Nilsson (1997) tested for an aid-tdadebetween the EU as donor and
all recipients, by estimating a gravity trade modehtaining aid variable and found that a
$100 increase in EU bilateral aid is associatett @i$260 increase in EU exports. A similar
study by Wagner (2003) estimated that $100 of aitegates $185 exports from the donor to
the recipient country. The study by Nelson and &{2008) which modifies the Anderson
and vanWincoop (2003) gravity model found a muackeotrade created by aid, as $100 of
aid generates $1.2 of trade. The recognition of ble of multilateral trade resistance
variable, introduced by Anderson and vonWincoopO®0 which is absent from standard

gravity model is key to explaining this lower expasponse to aid.

Osei et al (2004) dealt with the issue of pooliogrdries with different time series
properties together in the econometric work whitfecis the nature of relationship between
aid and trade. Using pairwise data (donor-recipjgait) from a sample comprising four
European donors and 26 African recipient over teeiogd 1969 to 1995, where trade
Granger-causes aid to test the aid allocation lngsi¢ and use cases where aid Granger-
causes trade to test impact of aid on trade hypmhthey found that the sample of donor-
recipient pairs for which aid is found to Grangause trade performs better than the pooled

sample. This is done from the perspective that¢kationship between aid and trade may be
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bilateral, that is, aid affecting trade and/or gadfecting trade, such that in a given panel, the
observed aggregate relationship will depend on kwbicthese effects dominates. From their
results, there is a general tendency for importaraes to increase as aid declines. A likely
explanation is that imports decline and aid incesass the economy is stagnant. The indirect
relationship between aid and trade was evaluateGdoyanee et al (2002) who identified
investment and imports as the main transmissionhareésms through which aid affect
growth in 24 SSA countries in the period 1970-1997.

The major lessons learnt from the AtT literaturefaoare two-fold. One, aid creates
trade while the nature of relationship betweentit® may be bi-directional. Two, economies
that receive aid are likely to give back more imtg of imports from donors as they import
more. It is almost certain that the way that Aflcisrently structured will lead to increased
imports as recipients need to import resources eteéd build local capacity from donor

countries.

3.4. Effectiveness of AfT
The Paris Declaration on Aid Effectiveness providestandard global framework with

respect to how to make aid effective. Two papelSCD (2005a) and Marti and Rampa
(2007), provide some principles and lessons fronstiexy Trade-Related Assistance
facilities. Garcia (2006) summarises the Paris &ation on Aid Effectiveness in five points

as follows:

i) Ownership. The development community will respect the rightl aasponsibility of the
partner country to exercise effective leadershipraots development policies and strategies,

and coordinate development actions.

i) Alignment. Donors will align their development assistance wilita development priorities
and results-oriented strategies set out by thenpaxtountry. In delivering this assistance,
donors will progressively depend on partner coestriown systems, providing capacity-
building support to improve these systems, rathan testablishing parallel systems of their
own. Partner countries will undertake the necesssforms that would enable donors to rely
on their country systems.

iii) Harmonisation. Donors will implement good practice principles irevelopment
assistance delivery. They will streamline and hams® their policies, procedures, and

practices; intensify delegated cooperation; inaee flexibility of country-based staff to
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manage country programmes and projects more afédgtiand develop incentives within

their agencies to foster management and staff retbog of the benefits of harmonisation.

iv) Managing for Results. Partner countries will embrace the principles ofnagng for
results, starting with their own results-orienté@tegies and continuing to focus on results at
all stages of the development cycle — from planrthrgugh implementation to evaluation.
Donors will rely on and support partner countriea/n priorities, objectives, and results, and
work in coordination with other donors to strengthmartner countries’ institutions, systems,
and capabilities to plan and implement projects pmagrammes, report on results, and
evaluate their development processes and outcoraesiding parallel donor-driven

mechanisms).

v) Mutual accountability. Donors and partners are committed to enhance mutual
accountability and transparency in the use of dgrakent resources. Partner countries will
reinforce participatory processes by systematicaNylving a broad range of development
partners when formulating and assessing progresshen implementation of national
development strategies. Donors will provide timelyansparent and comprehensive

information on aid flows.

Marti and Rampa (2007) provide twenty principlesdzh on lessons from existing
Trade-Related Assistance facilities so as to maleeffective. These are shown in Table 5
under three broad categories; underlying principfe&fT, improving the demand and supply
of AfT during design phases, and, improving the agament of delivery of AfT.

Table 5: Twenty principles and lessons from existing TRA facilities (EC TRA, IF & TIM)

1. AFT should be based on a partnership approach whereby the parties choose aid and trade as
instruments to achieve common objectives and do not consider aid as donor compensation (or

2 conditionality) for trade liberalisation by the recipient country.

% 2. AFT should be aligned to the trade priorities endogenously set by developing countries and rooted

g within their overall national development plans.

= 3. Any AFT initiative should concretely reflect full ownership of the interventions by all relevant

= stakeholders in the beneficiary countries.

§ e 4. Capacity building in the context of AFT should include both long-term and short-term interventions with
o< a focus on participation and endogenous change.

5. Multi-stakeholder involvement towards a large consensus around the projects to be implemented, with
adequate balance between inclusiveness and efficiency, can boost the credibility of the AFT initiative.

6. AFT objectives must match existing delivery instruments and actually available resources; donors
should avoid re-labelling existing aid and raising unrealistic expectations.

7. Recognition that trade can make a vital contribution to development should be matched by a broad
scope of AFT programmes and the policy decision by donors to support trade reforms in developing
countries with substantial levels of predictable funding.

8. The broader the scope of interventions the more important the proper articulation, definition, timing and
reporting of AFT initiatives.

9. AFT interventions should integrate regional priorities without losing focus on national-level interventions.
10. AFT country and regional interventions should be designed through thorough diagnostic analyses.

Improving demand & supplyof
AFT during design phases
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11. Given the possibly large amounts disbursed and numbers of donors, beneficiaries and projects, AFT
should be subject to regular evaluation and improvement through formal monitoring and review processes.
12. A solid institutional architecture is fundamentally important, especially with regard to the wide scope of
activities carried out under the AFT initiative.

13. Several different types of stakeholders need to be closely involved in the programming, delivery and
evaluation of AFT.

14. Country-level and sub-regional- level management plays as important a role as global-level governing
bodies.

15. With regard to the multi-actor and multi-level dimension of the AFT initiative, effective coordination has
to be ensured (going beyond solely the exchange of information).

16. Complementarity and coherence of AFT interventions should be guaranteed through joint
programming and each donor’s role defined on the basis of expertise and comparative advantages.
17. AFT resources must be commensurate with objectives and made predictable as well as timely and
effectively available.

18. Support under the AFT initiative should not lead to indebtedness in the recipient countries.

19. Modalities for AFT disbursement must be flexible and user-friendly to ensure the timely and effective
delivery of aid (e.g. use of budget support and locally owned management procedures).

20. Adequate procedures for timely and efficient delivery of AFT may require improvements both on the
donor side and on the recipient side.

Improving the management & delivery of AFT

Source: Marti and Rampa (2007)

Future empirical research on the impact and effengss of AfT must recognise that
the nature of results obtained will largely dependhe reason for which the AfT is provided
(whether for compensational or capacity building)l ahe realisation that while AfT funds
may be for export expansion, a spillover to impexpansion (AtT) is inevitable. This is
induced by the fact that the short term dimensibaia for trade may really be related more
to expanding donor countries’ exports to the retipicountries, buttressed by the fact that
what is currently regarded as AfT is masqueradixigtiég normal aid data into AfT data.
For developing countries, the net benefit shouldnbihe context of increasing exports and

helping to improve supply capacities.

Given that the required total shift in paradigmnfrédtT to AfT is not likely to occur,

Table 6 predicts one of the many relationships ity exist between AfT and AtT. Column
1 and 2 indicate when AfT is compensational ordtgd at capacity building. Row A reveals
how AfT flows directly affects recipients’ import@and row B shows that these flows
influence imports into recipients’ country indirgct Row A additionally shows the
conditions under which AfT may directly find its wéack into the donors’ economy while
row B depicts how donors’ countries will indirectain from AfT given to developing
economies. The final payoffs to the AfT recipieepdnd on whether the donors are satisfied
with the indirect benefits accrued to them from AfiTthey will take a more proactive stand
by manipulating where the AfT is targeted (i.e.yptg in row A). Since every cell in the
table has its respective costs and benefits to thetllonor and recipient, the final impact and

effectiveness of AfT will depend upon the probabibf elements in each cell occurring. The
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principles given in the Paris Declaration on Aide€gfiveness (OECD, 2005a) and Marti and
Rampa (2007) on Table 5 can be said to target neglalce probability of the donor country
playing in row A.

Table 6: The future of AtT and AfT

AfT
1. Compensational 2. Capacity Building
a. Donors prefer to compensate developing | a. Donors prefer to build the capacity of developing
countries that also purchase their own countries that also purchase their own exports.
exports. b. Capacity building made in the form of
A.Direct | b. Compensation made in the form of commodities produced in donors’ country
commodities produced in donors’ country | c. Capacity building in sectors that are dominated
E c. Compensation given to sectors that are by donors’ companies
dominated by donors’ companies
a. Compensation raises national income a. Aid on capacity building frees some resources
which in turn raises imports generally, which were hitherto used locally for that purpose.
including those from donors’ country Part of these resources can now be used to
B. increase imports.
Indirect b. Capacity building raises exports and export-led
growth occurs. Imports can generally increase.

Source: Authors’ compilation

4. Analytical Framework and Methodology: Assessment of Impact and
effectiveness of AFT in support of regional integration in WA

In order to analyse the impact and effectivendsAf®, it is conceived to be different
from general development aid. Therefore, AfT ismaarned with how developed countries
can assist developing countries to be more congirad®ut the global benefits of trade
liberalisation in particular and in the currenteimtational trading system and therefore
engage in more trad&his increased engagement is defined as incredsitigexports and
imports, most likely raising imports in the sharhrand exports in the long run because short
run AfT flows address short term compensationaiviietls while long run AfT flows are
targeted at increasing export supply response dgpA€T emphasizes trade, hence its direct
and indirect impacts are expected to unequivocahyifest on trade but the impact on other
macroeconomic variables may also matter; thes@elceconstant in this framework. Figure
3 shows the relationships, with the oval represeriiie case where AfT flows are targeted at
both raising imports in the short run into, and @xgn the long term from, developing

countries.

Short term compensational AfT flows are targetedrgoorts with the expectations that
through AfT-tying, it will directly lead to increas imports by the recipient country from the
donor country. In contrast, long-term AfT flows elitly target increasing the recipient
developing countries’ exports through supply resgorcapacity building which  will

eventually lead to increased market access to dooontries and hence increased export
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growth. This AfT thus indirectly leads to an expledi growth, increased foreign exchange
earnings, and also a rise in imports in the long tdence, AfT has a double impact on
imports, the short run and long run impacts wheiedsms a once-for-all initial long run

impact on recipient country exports which trandateo an export-led growth in the longer

term.

Figure 3: Analytical Framework of AfT in Recipietuntry

AFT

Targeted at imports Targeted at exports
A i \\\ C it \\\
Ayrtying N ba'pdinluy N
Y 4
Higher‘ ________ More forex-> Higher _ Export-led
im&orts growth exports growth
1
—» Direct Imnac - =P Indirect Imnac

How might the short- and long-term impacts of Afdws affect regional integration,
which is the focus of this paper? To the extent itih@orts from donor country will rise in the
short run, intra-regional trade will likely fall ascipients import more from donors. Because
imports from the donor will also rise (may be al@ver rate) in the long term, intra-regional
trade will also likely fall. This however, is liketo be moderated by the long term increase in
the export of recipient country through enhanceaabexsupply capacity. Part of the increased
exports will be directed towards the region givleattthe region is a free trade area or a
customs union, since the cost of exporting to aveswvithin the region should be lower than
that of exporting to countries outside it. Thusisiexpected that intra-regional exports will
fall in the short run and increase moderately altdng run.

The above analytical framework should be arti@dain a gravity equation that
introduces AfT flows from the EU as one of the exgltory variables and estimated through
a panel data regression. The particular estimagohnique will depend on the frequency of
observed data and the number of years for whicldaite is available. The AfT disbursement
data is available from 2002 to 2008 but there aamyrempty cells in each West African

country’s data set. This rules out analysis basedamor-recipient pair of AfT flows, while
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the short span of period for which data is avadabhits the type of analysis that can be
done. For example, an error correction specificagéind estimation may be required to tie the
short run effect of AfT to its long term impact erports. Given these observed limitation of
the data, this paper restricts its analysis toetation between AfT and trade flows.

In terms of the expected results, in the caseegional trade, AfT should be negatively
correlated with intra-regional exports in the sharh and be positively correlated with
regional exports in the long run at a moderatetghhgorrelation coefficient. This regional
integration impact of AfT flows is a derivation thfe primary impact of AfT flows on exports
and imports generally depicted in Figure 3. PritgadfT flows are expected to be highly
positively correlated with regional imports frometitEU in the short and long run but at a
lower correlation coefficient in the long run. AlsafT flows are expected to be negatively
correlated with regional exports to the EU in thers term and positively correlated with
exports in the long run but with a lower correlaticoefficient. The expected results with

respect to AfT and regional integration are assesse/hat follows.

5. Data Analysis
5.1 Trend and Correlation

Two approaches are adopted in the data analysi®rsedhe first relates to the
impact of AfT on regional integration through theamination of the association of the trend
of regional exports with that of AfT. Secondly, tissue of AfT effectiveness is evaluated by
analysing whether the effectiveness principlesrafilected in the process and framework of
the EPA Development programme, done through effgdi content analysis of the EPADP
template. Figure 4 shows trends of EC AfT flows aNdst African intra-regional exports
over 2002-2008 period. Three groups of countries distinguished from the observed
association of the trends. The first group compokéhose countries with opposing trends
between AfT flows received and exports in the stenrn defined to cover 2002-2005 period.
These are Burkina Faso, Cape Verde, Guinea anth3ieone. The second group is made up
of those countries with ambiguous trends betweeh #dws received and exports in the
short term namely, Benin, Ghana, Gambia, NigerMiggria, Cote d’lvoire, Guinea Bissau,
Senegal and Togo. Mali is the only country whicatfees similar trends of AfT flows and

exports in the short period. Many of the West Adriccountries record similar trends between
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their AfT inflows and exports in the long term awefd to cover the period 2005-2008. These
countries are Benin, Ghana, Gambia, Niger and Nig&urkina Faso, Cape Verde, Mali
Senegal and Togo. Only Cote d’lvoire, Guinea, GaiiBessau and Sierra Leone do not have
similar trends in two these variables in the loagm. These trends almost correspond with
expected association between AfT flows and intgaemal export posited above. In the
presence of limited data, simple correlation analygs done to support the observed trends

in Figure 4.

Figure 4: Trends of EC AfT flows and West Africarirb-regional exports
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Figure 4 Cont'd: Trends of EC AfT flows and Westi8an Intra-regional exports
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Table 7 shows that eight countries have negativeelation between AfT inflow and
exports (Benin, Burkina Faso, Cape Verde, Coteaitéy Gambia, Guinea Bissau, Nigeria
and Togo) while six have positive association betwihe two variables in the short term. In
contrast, positive association between AfT inflowd @&xports was computed with respect to
six countries (Ghana, Guinea, Mali, Niger, Senegal Sierra Leone). The results of the
exercise for the long term shows that eleven c@sitecord a positive relationship between
AfT inflows and exports while the remaining thresuntries, Guinea, Guinea Bissau, and
Nigeria record negative association for the twoialdes. For eight of the countries with
positive correlation, the coefficient can be coesadl low, offering an indication that even in
the long term, AfT would induce some imports agaherates more exports. These results

indicate that building production, supply and exmapacities of West African firms
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and farms through AfT is likely to increase theiperts in the long run as posited, while in
the short run, it is imports that are likely to iease. These are expected to hold also in
econometric work that should be conducted whenA&aldata are more available.

Table 7: Correlation between AfT flows and intra-regional Exports

Short term Long term
Benin -0.07 0.2
Burkina Faso -0.84 0.5
Cape Verde -0.17 0.8
Cote d'lvoire -0.19 04
Gambia -0.91 0.2
Ghana 0.92 0.4
Guinea Bissau -0.33 -0.4
Guinea 0.42 -0.02
Mali 0.91 0.6
Niger 0.96 0.9
Nigeria -0.21 -0.4
Senegal 0.19 0.8
Sierra Leone 0.67 0.1
Togo -0.26 0.4

Source: computed by authors

5.2 AfT Effectiveness towards West African Integration
The effectiveness of AfT may not totally be sepagafrom its impacts as it is

expected that positive effects should be of higherar usefulness to recipient economies. In
other words, whether AfT is effective or not isuadtion of its impacts, such that the efficacy
of AfT may be derived from the nature of aid on #@nomy. Nonetheless, a separate
treatment of effectiveness of AfT is required tstfiassess whether and the degree to which
AfT aligns with the enunciated principles of norn@DA flows and to secondly ensure that
these flows achieve the set objectives designedhfem in terms of meeting their target of
assisting in the areas of short term compensatiorogses and long term economic
development through infrastructure enhancementapdcity building for exports.

The EPADP which is designed to ensure that the EHAuredly becomes a
development-oriented agreement that seekenble the region to take advantage of the
opportunities offered by the Economic Partnershype&ment (EPA) and to mitigate the potential
adverse effecteemains in contention. Negotiations continue wehpect to the magnitude of
required funding and its financing between the BG West Africa. For instance, due to its
perspective on the security of the EPADP, WA haduohed in the EPA text an article "to
link the implementation of its commitments withihet framework of liberalization and
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progress achieved in improving competitivenessthadegion’s productive capacities on the
one hand, and the support of program costs by @eok the other”. The EC is of the view
that making such a link is impossible and has psedoa replacement "to examine the
synergy between the implementation of WA commitreeand improving competitiveness”.
Regarding the specific issue of funding and finagt¢hrough additional resources, which the
EC is opposed to, WA proposed a new formulatiort thee EC and its Member States
undertake to provide necessary funding (insteacddfitional funding) to implement the
development dimension of the EPARt a regional workshop in Abuja on 15 and 16 Octobe
2009, organised to discuss deepening WA's integmgtrocess and the financing of the EPADP,
attended by the ECOWAS, UEMOA and European Comuonssas well as National Authorising
Officers of the European Development Fund (EDF)thbparties reiterated their mutual
commitments to conform with national and regionabmeration strategies, the Millennium
Development Goal Declaration and the Paris Dectaratn Aid Efficiency. The EPADP presents
a coherent framework for implementation of priowtgtivities in different sectors covering many
issues or axis. Preliminary calculations undertalggrthe European Commission Departments
suggests that the level of likely support is inesscof 3 billion Euros, compared to current EU
pledges whereas the proposed commitments on Afi Earopean Union donors may reach 8.5
billion Euros for the first five years.

The process involved in the evolution of the EPAB$pears to respect the first two
indicators of aid effectivenes®wnership and alignment. This is due to the fact that WA
countries are solely responsible for the formutatid projects and programmes in the EPADP
which are tapped from the countries’ various natiatevelopment plans and medium term sector
strategies (Bankole 2009). The problem relatetii®is whether the budgeting system which will
derive estimates for the country projects are st with best practice such as employing zero-
based budgeting instead of incremental budgetirge fext criterion,harmonisation is the
responsibility of the donors and will depend on ttgectives for which AfT is provided while
implementation is fully dependent on donors’ poétiwill and commitments. If donors mindset
regarding AfT is to substantially create market flamor country firms, this will affect AfT
delivery in an environment that seek to assist lbgweg countries to increase expo4anaging
for results, the next effectiveness criterion, is the respofigitif AfT beneficiary countries, the
success of which is a function of the socioeconoamd political environment and governance
problems as well as the willingness to remove thestraints through reforms to make the use of
AfT undergo planning, implementation, monitoringdaevaluation. The fifth criterionmutual
accountability is related to the fourth as it emphasises accobilityaand transparency as well as

participatory processes in the use of developmesturces.
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With regard to the content analysis of the EPADRBbI& 8 shows the broad proposed
intervention areas of the programme which we catsg@s either attracting AfT flows for short
term compensational projects and programmes oridieg term systemic capacity building
designed for the alleviation of production and sypgmnstraints. A substantial portion of the
broad areas are those related to short term comapenal projects (17 line items) in contrast to
long term capacity building projects (11lline item3he nature of projects that will receive
funding from the EPADP pool depends to a large réxten country priorities and the
management structure of the fund. It is suspedtatit normal ODA is simply channelled into
AfT and judging by the fact that the EC is not inetl to increase traditional aid but to re-
categorised it into AfT, more of the short term g@amnsational projects will be focused at the
expense of long term infrastructure and capacitidimg projects. The implication of this is that
the observed trend in AfT flows will continue inetHuture while fully beneficial regional

integration happening in the short term is jeopsadi

Table 8: Broad Intervention Areas of EPADP

Code Code Component/Activity Short term Long term
Component | Activity Compensational | Capacity building
AXE 1: Diversification and enhancement of productive capacities
R1C1 Structuring and upgrading the industry and related services X
R1C2 Promotion and development of the agricultural sectors, farms and water X

supply facilities for the production
R1C3 Support for the development of cottage industry X
R1C4 Support the development of priority services X
R1C5 Promotion of private investment and business development X
R1C6 Development of the capacities of the services and institutions to support X
companies and promote partnership
R1C7 Support scientific research, innovation and the development of X
technologies
R1C8 Support the training and strengthening of human resources X
AXE 2 Development of intra-regional trade and facilitation of access to international markets
R2C1 Implementation of the customs union which is operational, trade X
facilitation
R2 C2 Support to the application of (OTC/SPS) standards conformity X
R2C3 Backing up the promotion of exportations X
R2C4 Strengthening of trade capacities in order to approve and control trade X
policies and regulations
R2C5 Support for the improvement of the performance of the logistical chainin | X
West Africa’s trade
AXE 3 : Development and strengthening of trade related infrastructure of nationals and the region
R3C1 Building production capacities, transmission and reliable quality energy X
distribution at low price
R3C2 Rehabilitating and developing road network for a better access to X
markets
R3C3 Rehabiliting and developing railway network for a better access to X
markets
R3C4 Supporting to improve telecommunications systems to strengthen the X
relation of economic and market agents
AXE 4 : Making the required adjustment and taking into account other trade related needs
R4C1 Reinforcing macro-economic stability including the multilateral system X
of surveillance
R4C2 Reinforcing regional statistical systems X
R4C3 Support the tax transition and compensations X
R4C4 Support for public service reforms X
R4C5 Support for social reforms (Implementation of a project for the X
management of EPA social transition)
R4C6 Capacity building in the area of competition X
R4C7 Capacity building in the domain of intellectual property X
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R4C8 | | Establishment of trade defence instruments [ X
Axe 5 : Implementation and monitoring and evaluation of the EPA by the West Africa region
R5C1 Good governance partnerships supported by civil society are developed | X
R5C2 Institutional and technical support for the implementation of the X
agreement made by WA regional
R5C3 Creating and operationalizing the Competiveness Observatory
Total Count 17 11

Source: ECOWAS EPADP Template

6. Summary and Conclusion
This paper investigated whether and the extent halwAfT will assist regional

integration in West Africa which has had a longdmyg of efforts to increase trade and cross-
border monetary activities within the region, thghuthe ETLS, CET, customs union, and
establishing criteria for macroeconomic convergeioeeard the single and second currency
zones. In effect, it conducted trend analysis tfaHWest African exports as well as of AfT
from the EC to West African countries over a permmvering 1996 to 2008. The paper
predicted that West African intra-regional expaostdl fall with increasing AfT in the short
term while intra-regional exports will moderatelycrease in the long term. The findings
from the paper’s analysis show that total intraiorgl export trends between 1996 and 2000
decreased until 2001 when it rose consecutivelprieefalling back in 2006 after which it
recovered. This trend was replicated to an extgrihb trend of exports of Ghana, Mali and
more by Nigeria. Benin, Senegal and Togo recordedsistently rising exports to the
ECOWAS region while Burkina Faso, Cote d’lvoire, &l and Togo recorded occasional
export decrease during the period. For most castisustained increase of intra-regional
exports commenced between 2000 and 2002. Desjstalthost encouraging trend later in
the period of analysis, the contribution of Capedée Gambia, Guinea Bissau, and Sierra
Leone to total regional exports was quite neglgitlligeria contributed the most to intra-
regional exports followed by Cote d’'lvoire, GhanadaSenegal. However, Nigeria's
contribution and those of Guinea, Mali and Nigetirdiled in the second period while those
of Cote d’'lvoire, Ghana Senegal and Togo increased.

Analysed CRS data which appear to be a reclassificaf normal aid data into AfT
indicate that EC’s AfT disbursement against comraitts to West Africa between 2002 and
2008 appears mosaperior than that to Africa in the same periodt, Bespite this somewhat
superior performance, the total AfT flows goingwkest Africa as a proportion of total EC’s
AfT flows to Africa consistently fell from around8% in 2002. This trend runs counter to
EC's claim that it is already providing adequateelepment funds to West African countries
to assist them in developing their productive c#paand that the EPA funding will not

require a legal security. Analysis also shows thatsport and storage followed at a distance
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by agriculture, mineral resources and mining, amergy are the important sectors to the EC
in West Africa where it has targeted most AfT funds

In the analysis of association between AfT flowsd aimtra-regional exports
conducted, three groups of countries are distimguas The first group comprise of Burkina
Faso, Cape Verde, Guinea and Sierra Leone whicé dpposing trends between AfT flows
received and their exports in the short term. Bngbcond group are Benin, Ghana, Gambia,
Niger and Nigeria, Cote d’'lvoire, Guinea Bissaun&gal and Togo which record ambiguous
trends between AfT flows received and exports anghort term. Only Mali features similar
trends of AfT flows and exports in the short peri®enin, Ghana, Gambia, Niger and
Nigeria, Burkina Faso, Cape Verde, Mali Senegal &ado record similar trends between
their AfT inflows and exports in the long term, WhCote d’lvoire, Guinea, Guinea Bissau
and Sierra Leone do not have similar trends in tinese variables in the long term. The
correlation coefficients confirm these short andglderm trends of AfT and intra-regional
exports. In the discussion relating to the issuefééctiveness, it was shown that in part,
much depends on the objectives for which AfT isvided by the donors, and their political
will and commitments; and also on the willingnesdeneficiary countries to remove their
the required governance-related constraints threefgrms to make the use of AfT undergo
planning, implementation, monitoring and evaluation

There are several policy implications of the firgiirfor West Africa. The first relates
to the issue of data. West Africa should be assiasea way forward in this area to set up
mechanism to collect, collate and publish AfT dedareduce dependence on OECD data
which are collected to serve particular purposethefconstituent countries. Efforts directed
at this by collaboration of African institutionscguas ECA, AfDB and African Union should
strengthen the capacity to increase analysis mdrea particularly given the importance of
development funding in the EPAs. Second, the assadsof the relationship between AfT
and trade has so far been conducted from the petnapef developed countries’ analysts and
as such gives little recognition to the needs ardgption of West Africa. This may be as a
result of inadequate data and capacity to do suaelysis thus requiring capacity building
assistance to build a cohort of West African artalysr future AfT analyses, monitoring and
evaluation. These analyses will need to employ nsmientific approach to discern the
relationship between EC AfT and intra regional ¢&radhird, West Africa need not depend
too heavily on EC AfT to alleviate supply capaaitythe short term as this objective may
only be achieved in the long run with EC AfT. Asxkuit may be necessary to dilute the

short term impact of EC AfT in the short run byldag AfT from other sources such as from

32|Page



richer member countries in West Africa. Fourth, thetability of the AfT from the EC
buttresses the need for legal security of the EPAD&ght by West Africa otherwise the
instability and unpredictability of AfT may be mormgurious than the volume of the flows.
Finally, the disproportionate share of transport and stoiragetal EC’s AfT to West Africa
appears to have been designed to stimulate arldatgcits exports into West Africa with the
implication that for AfT to henceforth assist Wéstica to respond to market access in the
EC, it needs to be redesigned along that line byiging more funds to industrial

development, infrastructure, as well as businesscas generally.
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