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   A MODEST PROPOSAL TO INCREASE BOTH DEVELOPMENT AID AND WORLD TRADE
Guillermo de la Dehesa, Chairman of the CEPR, Centre for Economic Policy Research, London


Today, in the way up to the Millennium Development Goals (MDG) and to the Doha Round (DR), there is an increasing demand, at least in Europe, for finding new financial resources to helping development and reducing poverty levels of those countries and regions being left out of the globalization process and, at the same time, for allowing developing countries to grow faster through trade liberalization. On the one side, developing countries are demanding both more aid and more trade. On the other, developed countries are reluctant to reduce their agricultural and labour intensive manufacturing protections, but they seem to be readier, mainly in the European Union, to increase their volume of aid flows.


On the aid side, OECD countries have made an apparent effort in 2004, by increasing Official Development Assistance (ODA) to US$ 78.9 billion, its highest absolute level ever. But taking into account inflation and the fall in the dollar, this represents a real increase of 4.6 per cent over 2003, following another of 4.3 per cent from 2002 to 2003. Nevertheless, the total still represents only 0.25 per cent of the combined gross national income (GNI) of the ODA members, the same as in 2003 and slightly up from 0.23 per cent in 2002. If these countries are going to meet their Monterrey commitments they will have to raise ODA to 0.30 per cent of GNI by 2006, which is not to going to be easy. Only the EU members have an average ODA level above that target: 0.36 per cent to be raised to 0.39 per cent in 2006, while the US and Japan levels are still 0.16 and 0.19 per cent of GNI respectively.


But the Monterrey consensus falls short of meeting the MDG agreed at the United Nations. While the Monterrey Agreement estimates an annual increase of US$ 15 billion a year as of 2006, the Millennium goals estimated, at the time, an extra US$ 50 billion a year and now even more. For this reason, an important number of European initiatives have been put forward to try to “front load” the Monterrey commitments and to meet the MDG through “additional and innovative sources and modalities of financing”, among them: the joint IMF/World Bank paper “Aid effectiveness and financial modalities”; the Quadripartite Report sponsored by the Presidents of Brazil, Chile, France and Spain, and later by that of Germany; the Landau Report commissioned by President Chirac and the UK-sponsored Commission for Africa. 

Besides the urgent need to improving the effectiveness and reducing the frequent political, military and domestic exports bias in the use of ODA funds, the additional and innovative sources of financing can arise from either increasing the share of national budgets devoted to development, or further “debt relief” by selling assets of the IMF and the World Bank, such as gold reserves, or through new national or international taxes allocated to this purpose. Some of the tax proposals on the table of these initiatives, such as a kerosene tax, a flight departures tax, a currency transactions (Tobin) tax, an international trade transactions tax, a VAT surcharge and a motor fuel excise tax, seem to face insurmountable economic and political problems to be approved and implemented.
On the trade side, the market access of developing country exports to ODA member markets faces still very high barriers. While the effective average imports “ad valorem” tariff of developed countries is around 5 per cent, that facing developing country exports is higher. The developed countries tariffs on agriculture and food products coming from developing countries show not only higher average levels of around 15 per cent but also huge tariff peaks for many products out of tariff quotas, going up to 500 per cent in the EU, up to 350 per cent in the US and up to 50 per cent in Japan. For manufactured goods coming from developing countries, developed countries average tariff rates are lower: around 4 per cent, but close to 28 per cent of the tariffs show peaks in excess of 15 per cent, some reaching up to 100 per cent, all of them concentrated on the imports of labour intensive manufactures, such as textiles, clothing and shoes. Moreover, tariff escalation, where by tariff rates increase according to the degree of processing, are common. These effective average tariffs do not take into account other means of protection through specific (not ad valorem) tariffs and non tariff barriers. The latter affect to almost 40 per cent of agricultural imports.          

My modest proposal is trying to tie up additional sources for development financing to enhancing international trade by lowering the impact of trade protection in developed countries. This simple proposal consists on an agreement, among all ODA member countries or at least among those countries that seem to be ready to increase aid, to use the full proceeds extracted out of tariffs and other quantifiable protective measures, charged to developing country imports, to increase ODA to the least developed countries or regions. To give an extreme example: the total US tariff revenue out of Bangladesh imports was, before the recently expired Multi-fiber Agreement, almost equal to that out of its total imports coming from France, US& 331 million, and after this agreement, tariffs will go up by replacing quotas. 
Some recent rough estimates show that the developed country import tariff revenue coming out of developing countries manufactured and agricultural imports could be in excess of US$ 25 billion every year, which added to the additional US$ 15 billion of ODA per year, approved at Monterrey, would get a total figure in excess of US$ 40 billion, much closer to the Millennium development goals of an extra US$ 50 billion.

This proposal is simple and transparent, easy to implement, avoids levying new problematic taxes and, at the same time, gives an incentive to ODA member countries to reduce their protection against developing country imports, which will also help their own citizens to increase their disposable income. Thus, almost everybody wins. For instance, EU agricultural protection from developing country imports makes the average EU family paying almost the double of the international price for its basic foodstuff basket. Thus, if some ODA member countries governments prefer to maintain its protection, because of political or electoral “sensitivities”, they will have to give a higher volume of ODA and vice versa, but eventually they may feel the pressure from the majority of their own citizens to opt for a reduction of its import protection. The agreement does not need to wait for the Doha Round to be completed, but it can be done immediately, irrespectively of its uncertain future outcome.
Moreover, this proposal could eventually produce a “demonstration effect” in other middle income developing countries, which have even higher tariff protection to goods coming from the least developed countries that are those needing more aid, and gives them the opportunity to initiating an ODA program, even if they start only applying it to their tariff peaks.

