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ACHIEVEMENTS AND CHALLENGES OF TRADE CAPACITY BUILDING:
APRACTITIONER’S ANALYSIS OF THE CAFTAPROCESS AND ITS LESSONS
FOR THE MULTILATERAL SYSTEM

Eric T. Miller”

I.  TRADE CAPACITY BUILDING: BASIC CONCEPTS!

A. Towards a New Consensus

In policy circles and intellectual centers throughout the world, there is considerable debate on
how to make globalization "work™ for smaller, poorer, and otherwise disadvantaged countries.
The challenges and potential solutions have manifested themselves in a myriad of ways, from the
declarations of the Monterrey Summit on Trade and Development to policy papers on reform of
the "global financial architecture”. On the trade front, the World Trade Organization (WTO)
launched the Doha Development Agenda in Qatar in November 2001, which sought, among other
things, to give the challenges of capacity and "systemic fairness" a central role in the policy
discussion. Differing levels of trade capacity and the attendant consequences have also become
issues in various regional trade initiatives, particularly in the Americas. Over the past three years,
trade capacity building (TCB) processes have been launched in the framework of the 34-country
Free Trade Area of the Americas (FTAA) negotiations, the United States-Central America Free
Trade Negotiations (CAFTA) and the United States-Andean Free Trade Negotiations. All of this
intellectual and policy ferment arises from one basic supposition on the part of developing
countries: while the structural reforms undertaken in many parts of the world in the 1990s were
necessary for opening the road to long-term growth and development, they were not sufficient
because numerous other factors ranging from institutional capacity to knowledge gaps have
blocked the path forward.

Trade is one of the essential pillars of the global economy. Nevertheless, as trade, finance,
investment, and production have increasing converged, "trade policy” has become the vehicle
through which many "convergence" issues have been addressed. Contemporary trade agreements
cover numerous "behind the border" issues (from investor-state dispute settlement to intellectual
property protection) and "border administration” methodologies (such as customs valuation and
administration of rules of origin) in addition to the traditional "trade in goods" issues (tariffs,
quotas, and the like). As many of the "behind the border" and "border administration” disciplines,
which first emerged or became binding in the 1986-94 Uruguay Round of Multilateral Trade

* International Trade Consultant, Integration, Trade and Hemispheric Issues Division, Inter-American Development
Bank, Washington, DC. The author wishes to thank Ennio Rodriguez and Norberto lannelli for their insights and
support in the development of this paper. The author would also like to thank Robert Devlin, Peter Kalil, Jaime
Granados, Brian Staples, Antoni Estevadeordal and J.D. Smith for their comments on earlier drafts of the paper. The
author writes exclusively in a personal capacity.

' This basic concept has been alternately called Trade-Related Capacity Building, Trade-Related Technical

Assistance, and Trade-Related Capacity Building/Technical Assistance. This paper uses Trade Capacity Building
because it was the term used by the participants in the CAFTA process.



Negotiations, are expensive to implement and complex to administer, it is hardly surprising that
scores of developing countries have felt overwhelmed and in a position of constantly having to
play "catch-up™. In the years following the conclusion of the Uruguay Round, the gap between
obligations signed and obligations entered into force became potentially fatal for the multilateral
trading system as numerous developing countries failed to fully implement the agreed obligations.
This dynamic also risked creating resistance to assuming deeper obligations in new trade
negotiations. Moreover, resistance arose as developing countries began to question the cost-
benefit trade off in some aspects of the new disciplines. This lack of implementation also did not
bode well for the FTAA and other comprehensive regional trade agreements. Slowly, there
emerged a realization in the developing world, and especially in the developed one, that if the
greater good of trade liberalization was to be advanced through sustainable commitments, all
parties had to have the ability to full participate in the process and understand the obligations of
the disciplines being negotiated and be able to implement and sustain them over time. In order to
achieve this, developing countries would need capacity building assistance.

The relationship between trade and aid and their relative impacts on economic growth and poverty
reduction has been a central theme in the international development debate for decades. In the
1960s and 1970’s, mainstream development theory tended to view trade, particularly north-south
trade, with skepticism, while aid was viewed as an essential policy tool for supporting the poor
world’s economic transformation by way of national industrialization processes. What technical
assistance for trade there was tended to focus on facilitating the trade in a specific product or
some narrow aspect of trade policy (see Devlin and Vodusek [2004]). As a whole, the prevailing
approach to economic development was known as import substitution industrialization (ISI).

The ISI model, already experiencing stress, received a death blow in the early-1980s following
the onset of the so-called "debt crisis" in large parts of the developing world and particularly in
Latin America. With the crisis came a significant shift in mainstream development thinking. The
model that came to hold the intellectual high ground was dubbed the Washington Consensus.” It
argued that eliminating barriers to trade and other market distortions would lead to economic
growth and poverty reduction, while aid tended to be viewed by many as a questionable policy
instrument, associated with the seemingly failed policy approaches of the ISI period. The
Washington Consensus would hold sway, largely unchallenged until the late-1990s.

While the market reform processes initiated in the late-1980s and early-1990’s, brought some
important initial successes (such as fiscal strengthening and an influx of foreign direct and
portfolio investment), the promised period of sustained and sustainable growth in Latin America
failed to materialize. By the second-half of the 1990s, softening economic performance and
unrealized expectations were engendering a further evolution in mainstream development
thinking. The chaos of post-Soviet Russia, persistent financial crisis in the developing world,* and

2 The term "Washington Consensus" was coined by John Williamson in 1989 to describe emerging ideas about

economic reform in Latin America. The 10 pillars of the "Consensus" were: Fiscal Discipline, Reordering Public
Expenditure Priorities, Tax Reform, Liberalizing Interest Rates, Competitive Exchange Rates, Trade Liberalization,
Liberalization of Inward Foreign Direct Investment, Privatization, Deregulation, and Property Rights (see Williamson [2004]).

®  The financial crises include: Mexico (1994-1995), Argentina (1995), East Asia (1997-1998), Russia (1998), Brazil

(1999), Ecuador (1999-2000) and Argentina (2001-2002).



the aforementioned post-Uruguay Round implementation challenges contributed significantly to
this process. More focus is placed on institutions, public and private, seen to have an essential
role if the market is to function properly. Therefore, the development agenda should focus
significantly on strengthening the capacity and effectiveness of "market-supporting institutions".*
As for international trade, a liberal policy can be seen as necessary but not sufficient for
achieving the objectives of economic growth and poverty reduction. If countries are to effectively
prepare for, negotiate, implement and adjust to an open trade regime, they need to strengthen,
both on their own and with the assistance of donors, the capacity of their "trade-supporting
institutions”. With this recognition, the concept of trade capacity building has taken a central

place on both the trade and international development agenda.

This paper will be divided into five sections. First, it will examine what is meant by trade capacity
building and why it matters. Second, the paper will review the experience of the Integrated
Framework (IF), the principal TCB initiative at the WTO level. Third, it will examine in detail
the actual functioning of a TCB process from the start of the negotiating process through the
signing of the agreement, namely the TCB process linked to the United States-Central America
Free Trade negotiations. Fourth, the paper will derive conclusions and offer lessons from the
evolution, challenges and successes of the CAFTA and IF processes. Finally, the paper will
include an initial approach for re-vitalizing and expanding the multilateral TCB process.

B. What is Trade Capacity Building?

While there is no universally accepted definition of what constitutes Trade Capacity Building,
one could define TCB as: assistance for implementing and/or strengthening processes and
institutions that enable developing countries to more fully and effectively prepare for and
negotiate comprehensive trade agreements, implement the commitments undertaken in these
agreements, and adjust to the new circumstances in such a way that they minimize the potential
negative impacts and maximize the potential benefits of such agreements.

The negotiation and implementation phases are relatively straightforward: a country either does
or does not have the capacity to effectively undertake action x in area y. The pre-negotiation
phase and the final phase, the latter of which involves adjustment to new realities under free
trade, are rather less definitive. In the pre-negotiation phase, a country sets forth its broad vision
of trade in the national economic development process and its approach for realizing these
objectives in a trade capacity building strategy. The final phase is complicated because trade
capacity matters mesh with fundamental issues of economic development, social policy,
competitiveness, export readiness and property rights. Table 1 presents a non-exhaustive list of
issues addressed at each stage.

* While the recognition in mainstream development thinking of the importance of institutions arguably first emerged

in the 1997 World Bank World Development Report entitled The State in a Changing World, the recognition of the
indispensability of effective "market-supporting institutions" reached its full flowering in the 2002 World Development
Report entitled Building Institutions for Development.



TABLE 1
WHAT MIGHT TRADE CAPACITY BUILDING INCLUDE?

Pre-Negotiation Phase

TCB Strategy Preparation: Supporting countries in developing and refining a National Trade Capacity Building Strategy that sets
forth country needs in preparing for, negotiating, implementing and effectively adjusting to regional and multilateral trade
agreements and is consistent with broader national development objectives and strategies.

Training in Negotiating Trade Agreements: Assisting countries with understanding the mechanics of trade negotiations and in
developing skills to undertake them effectively.

Training in Trade Disciplines: Aiding countries with understanding the core disciplines associated with contemporary regional
trade agreements and the World Trade Organization Agreements.

Scenario Development: Undertaking an assessment on behalf of countries or aiding them in the process of developing
quantitative and qualitative scenarios to assess the probable outcome of certain trade negotiations.

Negotiation Phase

Institutional Capacity: Strengthening the ability of national and/or regional institutions to fully and effectively perform their
prescribed role in trade negotiations.

Technical Negotiating Issues: Supporting countries efforts to fully understand and evaluate all issues under negotiation.

Inter-Institutional Coordination: Enhance mechanisms for effective coordination among public sector entities of the executive
branch, with the legislative branch and with the private sector on issues under negotiation.

Civil Society/Public Consultation: Assisting countries, where appropriate, with the strengthening of mechanisms for public
outreach.

Implementation Phase

Policy/Regulatory Reform: Supporting countries in the implementation of policy, regulatory, and legal changes required by the
agreement.

Institutional Reform: Aiding countries with overhauling their trade-related institutions for the purpose of effectively implementing,
complying with, and utilizing the commitments, procedures and instruments negotiated in the agreement.

Trade-Related Scientific/Technical Capabilities: Establishing and/or strengthening the trade-related scientific/technical capabilities of
countries. This could include everything from training technicians in required procedures to acquiring testing equipment to
upgrading laboratories.

Trade training for public and private sectors: Training public officials, including at the sub-federal level, as to the content of the
negotiated agreement, how provisions are to be implemented, and their impacts on broader policy-making approaches. Private
sector training would seek to educate firms about the new rules, procedures, requirements and opportunities arising from the
agreement.

Adjustment Phase

Export promotion and investment attraction programs: Helping countries to increase exports and attract investment in the context
of trade liberalization and to use the free trade agreement as a tool to achieve these ends.

Trade-related infrastructure development: Upgrading ports, airports, and transport corridors through which goods move.

Trade-related information technology development: Establishing or upgrading telecommunications and computer networks related
to trade. This includes systems used by governments and firms to track goods as well as networks and systems used in trade in
services.

Trade-related fiscal reform: Helping countries to identify alternatives to tariff revenues lost by liberalization and to convert their tax
systems to post-tariff methodologies, and to make tax regimes trade friendly.

Trade adjustment assistance/Labor re-training issues: Aiding countries in the design and implementation of assistance to and
adjustment for the losers from the agreement.

Qutreach: Assisting countries and groups within the society to understand the implications of free trade and to assist firms and
works to become more productive and competitive.

Small business development: Supporting small firms with an emphasis on upgrading their competitiveness and assisting them to
export.

Rural/Agricultural development: Aiding in the extension of the benefits of free trade to rural areas. This may include helping
farmers to upgrade their production practices and to shift to higher-value crops.

Governance reform and coordination issues: Helping countries to reform their institutional structure so as to strengthen the ability
of institutions to respond in an effective and coordinated fashion to the potential challenges of free trade.

Property Rights: Assisting countries in strengthening their knowledge and infrastructure for granting and enforcing property rights,
including the formalization of firms/land titling, procedures for the establishment of foreign manufacturers and service providers
(inward foreign direct investment), and special issues pertaining to the development of extractive industries (such as the structure
of concession contracts, formulas for royalties, etc).




When applied appropriately, the ethos of trade capacity building focuses on aiding recipient
countries in a manner that will allow them to subsequently be able to carry out their trade-related
activities in a reasonably effective manner, maximizing benefits and managing costs. This means
that donors have a supporting role and must eschew the temptation to "do the work™ of completing
trade policy tasks for the country.

Trade capacity building aid is generally disbursed through two types of instruments. The first is
technical assistance. The providers of assistance may be consultants, institutes, NGOs, countries,
or international organizations. The most common delivery vehicles include training sessions,
workshops, studies, and "embedded" consultancies within institutions. The objectives of technical
assistance are either: (i) to transfer technical knowledge on a trade specific topic or process; or
(ii) to provide strategic advice policy issues and/or explain inter-relationships with broader trade
and economic/social issues. The key obstacle to be overcome is a lack of knowledge, whether
technical or systematic. If capacity is built, the recipient will presumably be better equipped to
negotiate and apply rules and methodologies once the training, study or consultancy is completed.

The second type of instrument through which TCB is disbursed is financial assistance. This can
be done through either loans or grants from international financial institutions, countries or
private donors. The key obstacle to be overcome is a lack of "investment capital” dedicated to
strengthening the functioning of trade-supporting institutions. This type of assistance will allow
institutions to better perform their functions in the trade system. Investments may include, inter
alia, procuring expert technical assistance to assist in applying a particular process or procedure,
trade infrastructure modernization, adoption of internationally accepted methodologies, upgrading
information technology systems, and civil society outreach programs.

The first step for countries seeking to address their trade capacity challenges in a systematic fashion
is the evaluation of TCB needs. TCB strategies may be prepared with a view to subsequent
incorporation into national development documents or as stand-alone instruments whose content
is consistent with the approaches set forth such broader policy documents. In either case, there
must be policy coherence between TCB strategies and national development strategies. In addition
to the inherent desirability of such an end, as will be discussed below, Trade Ministries must
involve and achieve the buy-in of their Ministries of Finance (or Planning) if implementation of
a TCB strategy is ever to get off the ground.

C. Whyis TCB Important?

The importance of trade capacity building arises from three inter-related imperatives: the practical
imperative, the political imperative, and the systemic imperative. The practical imperative is
perhaps the most straightforward of these: countries really do need help in more effectively
defining a trade strategy, preparing for and negotiating multilateral and regional trade agreements,
implementing the resulting commitments and adjusting to new post-free trade realities. These
necessities are compounded by the significant expansion in recent decades in the scope and level
of complexity of the issues covered in such trade agreements.

The political imperative for trade capacity building arises because governments of smaller and
poorer countries must be able to feel that they are not alone in undertaking a complex and expensive



liberalization process. International donors, both governmental (such as Canada or the United
States) and institutional (such as the Inter-American Development Bank and the World Bank), are
partners in this process. This support manifests itself through the provision of both financial and
expert non-financial assistance that responds to countries’ needs. A key factor that shifts TCB
from being merely desirable to being in fact vital is that various constituencies, including the
private sector and NGOs, need to feel that the country can effectively prepare for, negotiate,
implement, and adjust to the agreement if it is to be politically viable and sustainable.’

The systemic imperative stems from the assumption that, if the world trading system is to be
strong and healthy, all parties must have at least a basic ability to participate in its deliberations at
both the multilateral and regional levels and implement the resulting decisions in a complete and
timely fashion. Most contemporary trade agreements are negotiated on the principle of the "single
undertaking” (all disciplines form part of a single package to be implemented in its entirety) and
contain intricate balances of concessions among the parties across the entire agreement. Therefore,
the non-implementation of certain measures threatens the integrity and stability of the entire trade
regime. As noted above, the years after the Uruguay Round have been fraught with conflict over
implementation issues due to the significant rate of non-fulfillment by developing countries. In
order to safeguard the multilateral trading system and to advance the geographic frontiers and
scope of regional trade agreements, TCB is essential. Put another way, TCB can serve as a sort of
safeguard against countries’ unilaterally reneging on negotiated commitments under the guise of
"lack of capacity".

> Capacity building can also be viewed as a negotiating tool by the stronger party; by developing capacity in a

weaker partner the latter has less space to resist disciplines on the basis of an inability to assume them.



Il. THE MULTILATERAL EXPERIENCE Contents

A.  Aftermath of the Uruguay Round

As mentioned, the Uruguay Round fundamentally transformed the world trading system. Many of
the changes created the fundamental need for trade capacity building measures that we see today.
First, the number of countries adhering to the GATT, the predecessor of the WTO, grew from 93
at the start of the Round to 128 on the eve of its implementation. Not surprisingly, virtually all
new ‘Contracting Parties’ came from the developing world, and many of them had weak trade-
supporting institutions. Today, membership exceeds 140 with the vast majority of members being
developing countries.

Second, the breadth and depth of legally binding disciplines that countries were required to
implement and adhere to increased significantly. Voluntary GATT "codes" applied by mainly
developed countries, such as those pertaining to customs valuation® and technical barriers to
trade, were transformed into full-fledged agreements. In addition, the General Agreement on
Trade in Services (GATS) and the Agreement on Trade-Related Aspects of Intellectual Property
Rights (TRIPS) expanded the scope of multilateral trade rules into wholly new areas. The entire
package was knit together by the "single undertaking™ principle that made opting out impossible
if a country desired to benefit from even the most basic of market access provisions.

Third, the Uruguay Round resulted in the institutional transformation of the world trading system.
It transformed the GATT, which was a contract among nations, into the WTO, which has the
status of an international organization. A central difference between the pre- and post-Uruguay
Round structures is in the area of dispute settlement. The GATT system was voluntary and granted
countries the ability to block the issuance of decisions. The WTO mechanism, which consists of
Panels and the Appellate Body, can issue binding decisions. While this for the first time offered
developing countries the possibility of forcing a developed country to change an offending
measure, it also opened them to unprecedented vulnerabilities (see Lacarte and Granados [2005]).

The Uruguay Round Agreements and Decisions contained numerous special and differential
treatment provisions. In addition to provisions allowing developing countries time-limited
derogations, longer implementation periods, differentiated thresholds, and flexibility in
implementation of commitments in a number of specific areas, the Agreements and Decisions
made a number of specific references to the need for and desirability of technical assistance.” The
nature of the technical assistance focused principally on training and implementation assistance.
Where references are made to financial assistance, members are encouraged to work with each
other in an ad hoc fashion to develop a mutually agreeable program. No formal mechanism is

®  The Uruguay Round agreement on customs valuation is legally called the Agreement on Implementation of Article

VII of the General Agreement on Tariffs and Trade 1994.

" Technical assistance provisions are set forth in Art. 20.3 and Annex 111.5 of the Agreement on Customs Valuation;

Art. 3.3 of the Agreement on Pre-Shipment Inspection; Arts. 1.3, 11.2, 11.4, 11.5, 11.6, 11.7, and 12.7 of the Agreement
of Technical Barriers to Trade; Arts. 9.1, 9.2, and 10.4 of the Agreement on Sanitary and Phytosanitary Measures;
Arts. 27.2 and 27.3 of the Dispute Settlement Understanding; Arts. 1V:2, XV, and Annex on Telecoms: 6 of GATS; Art.
67 of TRIPS and in the Ministerial Decisions on Measures in Favor of LDCs, Minimum Values and Imports by Sole
Agents, and the Possible Negative Effects on Least Developed and Net Food-Importing Countries.

7



established to facilitate the flow of such assistance and there is no specific binding obligation on
any member to respond to these exhortations to provide assistance ("best efforts"). There was
little notion of the broader concept of trade capacity building included in the myriad of provisions.

The Uruguay Round Agreements and Decisions opened a significant contradiction in the world
trading system as it related to the developing world. The great expansion in the depth, breadth
and complexity of the rules governing the world trading system and their geographic reach was
not accompanied by a similarly far-reaching methodology for facilitating the implementation of and
compliance with this new regime. The costs of liberalization fell disproportionately on developing
countries and new members as they had relatively higher base levels of protection and a much
weaker institutional setting for addressing issues beyond the basics of trade in goods.? The problems
stemming from a lack of a transition mechanism became evident almost from the moment the
Agreements and Decisions entered into force on January 1, 1995, as developing countries were
unable or unwilling to implement some of the commitments undertaken during the Round. It has
been widely debated whether these implementation challenges have arisen primarily from reasons
of policy or lack of capacity. In certain cases, it was undoubtedly a combination of both. However,
in the vast majority of cases, the implementation difficulties faced by developing countries
stemmed clearly from a lack of capacity.

Recognizing this challenge, the Ministers made a number of commitments at the first Ministerial
Conference of the WTO, held in Singapore in December 1996. In Paragraph 10 related to
"Developing Countries", they acknowledged: (...) the fact that developing country Members have
undertaken significant new commitments, both substantive and procedural, and we recognize the
range and complexity of the efforts that they are making to comply with them. In order to assist
them in these efforts, including those with respect to notification and legislative requirements, we
will improve the availability of technical assistance under the agreed guidelines.’

By "agreed guidelines™, the Ministers were referring to the specific provisions in the Uruguay
Round Agreements on technical assistance. No comprehensive plan on how to improve the
availability of technical assistance to developing countries was adopted.

In Paragraph 11, related specifically to "Least-Developed Countries” (LDCs), the Ministers
committed the WTO to organizing: (...) a meeting with UNCTAD and the International Trade
Centre as soon as possible in 1997, with the participation of aid agencies, multilateral financial
institutions and least-developed countries to foster an integrated approach to assisting these
countries in enhancing their trading opportunities.

8 After the Uruguay Round, many developing countries, even long-time GATT members, had to establish specialized

agencies responsible for certain "behind the border" issues. In addition, existing officials and agencies had to learn
how to properly apply new methodologies and standards. Such institutional upgrading can be very expensive. For
example, the Government of Jamaica has estimated that implementation of the TRIPS, SPS and Customs Valuation
agreements, not including desirable related investments in strengthening customs and standards institutions, would
cost some US$ 10 million (see Hoekman, Mattoo and English [2002]).

Singapore Ministerial Declaration, Adopted on December 13, 1996. http://www.wto.org/english/thewto_e/minist_e
/min96_e/wtodec_e.htm.



The issues to be addressed at this meeting went beyond the challenges of assisting in the
implementation of WTO obligations. They would go to the heart of the constraints on least-developed
countries in seeking to participate in and benefit from an open international trading system°

B. The Integrated Framework

On October 27-28, 1997, the mandated High-Level Meeting on Least Developed Countries was
held in Geneva. It brought together WTO, World Bank, International Monetary Fund (IMF),
International Trade Centre (ITC), United Nations Development Program (UNDP), and United
Nations Conference on Trade and Development (UNCTAD) to inaugurate the Integrated Framework
for Trade-Related Technical Assistance (IF). These six core agencies envisioned that the IF would
be a mechanism for ensuring that “the trade related assistance needs of each country are included
in the dialogue between Governments and their development partners on the overall development
policy to be implemented in each country™. In this regard, the Integrated Framework had two
specific objectives:

1. "mainstream" or integrate trade fully into the national development plans of participating
countries, including poverty reduction components, as set forth in the World Bank Poverty
Reduction Strategy Papers (PRSPs); and

2. assist in the coordination and delivery of trade-related assistance as provided by each of the
core agencies in their specific field of competence and by other development partners.**

With respect to financing, the original vision called for each of the six core agencies to finance IF
activities "from its existing resources — or, as necessary (...) (from) those trade-related technical
assistance programmes for which it is responsible”. Financing could also be mobilized "through

n 12

bilateral and multilateral channels, including from both traditional and non-traditional sources".

19 The only mechanism to address the challenges of LDCs that was in the process of being developed prior to

Singapore was the Joint Integrated Technical Assistance Programme for Selected Least-Developed and Other African
Countries (JITAP). In October 1994, only months after the conclusion of the Uruguay Round negotiations, African
Ministers of Trade, meeting in Tunis, adopted a Framework for the Implementation of the Uruguay Round Agreements
by African Countries. The Framework was significantly concerned with identifying capacity building needs that, if
addressed, would facilitate the participation of these countries in the WTO framework, aid in the implementation the
Uruguay Round Agreements and promote exports. In May 1996, at UNCTAD IX the heads of the Geneva-based trade
institutions, UNCTAD, WTO and ITC, announced their commitment to assisting African countries in addressing the
needs set forth in the Framework. As its name implies, JITAP was conceived as being limited in scope. Initially, it
would focus on 8 African countries. To enhance sustainability, the Geneva institutions would emphasize human
resource development, institutional capacity building and strengthening export capabilities. In March 1998, JITAP was
formalized and given its current form. The Common Trust Fund was also established to support the initiative. The
Trust Fund received pledges from 13 countries totaling US$8.2 million. In 1999, the three institutions delivered some
US$3 million in activities. To date, some US$10 million has been dispersed for programs under JITAP. In December
2002, the JITAP stakeholders met to endorse the extension of the program through 2006 and its expansion to cover 8
additional countries. For an overview of the evolution of JITAP and a comparison with the IF, see Luke [2002]. For
official information on JITAP, see: http://www.jitap.org.

1 see Working Together to Enable LDCs to be Active Players and Beneficiaries of the Global Trading System: The

Integrated Framework Explained. Briefing document prepared by the IF core agencies. Undated.

2 See "WT/COMTD/12", the Report of the Meeting, available on the WTO website: http://www.wto.org.



From the outset, the IF has been envisioned as a holistic process. The "mainstreaming” of trade
into the national development agenda acknowledges and highlights the obvious inter-relationship
between trade policy and macroeconomic policy, human capital, and a myriad of other factors in
the development process. This approach is reflected in the fact that structurally, the IF focuses
primarily on the impact and proper role of trade in economic development processes (“"making
trade work for development") rather than facilitating the expansion of trade as an end in itself.

Although the IF originated with a WTO mandate, it has never been formally linked to or driven
by WTO negotiating processes. The six core institutions were to manage and advance the IF
based on their own timetables and methodologies, in consultation with the beneficiary countries.
A negotiating round was not underway at the time of the High-Level Meeting, and the immediate
TCB challenges pertained to assimilating the results of just-completed Uruguay Round. Therefore,
the IF was designed to work comprehensively to address these needs rather than to agilely respond
to the ever-evolving needs of a negotiating round.

The great expectations surrounding the launch of the IF soon turned to disappointment on the part
of both countries and donors. No diagnostic documents were prepared in the first years. Donors
offered few funds to address the TCB challenges. Little tangible occurred to mitigate the trade
challenges faced by developing countries. In short, the IF was not fully responding to the practical,
political, and systemic imperatives. Recognizing the fact that the IF was not meeting its objectives,
in November 1999, a week before the now infamous Seattle WTO Ministerial meeting, the Inter-
Agency Working Group (IAWG), the management committee of the six donors overseeing the
process, ordered the preparation of a report that would review the progress of the IF to date and
make recommendations.*®

While the specific shortcomings of the IF were not at the forefront, the capacity divide between
developed and developing countries and the limited ability of the latter to benefit from the trading
system exploded like a bomb in Seattle. Developing countries argued that the Uruguay Round
had been weighted significantly in favor of the interests of the developed world. Therefore, if the
Seattle Ministerial was to launch new multilateral trade talks, they should take the form of a
"development round". The developed countries, by contrast, were advocating the launch of a
"millennium round” which would include negotiations on new disciplines such as investment,
competition policy, electronic commerce, trade facilitation and labor and environmental issues to
accompany the "built-in" talks to deepen the General Agreement on Trade in Services that were
due to begin on January 1, 2000. The relationship between developing world’s opposition to a
"millennium round" agenda and a lack of a functioning capacity building mechanism was articulated
by Ghanaian Trade and Industry Minister John Abu:

To take on new issues that are more complex and require further capacities from African
countries is something that worries us. We don't like to tell our colleagues in the developed
countries that we won’t accept a new round. But we have to be informed how we will
be supported to address the new issues that are going to crop up. (Quoted in Michael
Fleshman [1999] p.1)

3 See "WT/COMTD/LDC/6", available on the WTO website: http:/www.wto.org.
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Ultimately, the questions about expanding the agenda and capacity building were not answered at
Seattle. The Ministerial Conference ended in such disarray that no final Declaration was ever
even issued. The acrimonious dissolution of the meeting underscored the urgency of finding new
ways to close the capacity divide and to make nascent mechanisms like the IF more relevant to
the immediate needs of countries. Otherwise, the whole system risked coming undone.

The Report of the Review of the Integrated Framework was completed and approved in June
2000. After summarizing the objectives of the IF, it laid out six reasons for their non-fulfillment.

The principal issues associated with this outcome are: (a) different perceptions regarding
the objectives of the IF between LDCs and donors: LDCs expected additional funding;
donors expected the IF to realize greater efficiency and effectiveness by coordinating
trade-related TA; (b) on the whole, IF processes did not lead to a prioritization of TA
needs, and there was no link to the overall development assistance architecture; (c) the
IF was not sufficiently demand driven in the minds of LDC officials; (d) governance and
administration were weak since they depended on management by committee without
clear responsibility assigned to any single entity; (e) coordination was found more
complex than anticipated between the LDCs and donors, among donors, and between
the six agencies themselves; (f) the IF has been a generally "unfunded mandate,” with
varying degrees of priority being given to the IF by different donors and agencies.*

The June 2000 review led to a revamped structure. The Integrated Framework Steering Committee
(IFSC), consisting of representatives from least-developed countries, the six core agencies, and
donors, was established to provide overall direction to the process. The IAWG was expanded to
provide better day-to-day management.

The steps for moving toward the mobilization of TCB resources were also clarified. The process
would be divided into three basic stages:

1. Preparatory Phase: the government makes an official request, establishes a national Steering
Committee, and selects a Lead (donor) Facilitator. In doing so, the government needs to organize
itself internally by identifying:

a) Local experts on trade issues;

b) The main stakeholders who need to be consulted (government, private sector, civil society,
academia);

¢) Current pertinent research and analysis (such as WTO Trade Policy Reviews, Investment
Policy Reviews, Country Assistance Strategies);

d) Ongoing or recently completed trade capacity building programs in the country (organized by
donor and type of program).

14 See "WT/LDC/SWG/IF/1", available on the Integrated Framework website: http://www.integratedframework.org

[files/docs/SWG-IF1.pdf.
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2. Diagnostic Phase: preparation of a Diagnostic Trade Integration Study (DTIS) by a team of
local and international experts. The government and the Facilitator first agree on a timetable and
terms of reference for the DTIS. The DTIS is then prepared on this basis. It identifies, inter alia,

a) Sectors of export potential,

b) Supply-side constraints to trade;

¢) Human and institutional capacity constraints;

d) Measures to be taken to implement and apply multilateral and regional trade agreements;

e) Implications of analysis and recommendations on growth and poverty reduction.

3. Follow-up Phase: preparation of an Action Matrix (as part of the DTIS) that can be incorporated
into the country’s national development plan. The Matrix (also called an Action Plan) sets forth
the main policy reform measures, sectoral plans, and technical assistance needs emanating from
the DTIS. The country will convene a National Workshop with stakeholders to discuss and
prioritize the Matrix and to define a way forward. Upon completion of this consultation process,
the prioritized Action Matrix is incorporated into the country’s national development plans, such
as its PRSP.** Resources to implement the identified measures come from established programming
processes and the IF Trust Fund (see below).

In May 2001, over three-and-a-half years after the High-level Meeting, the "IF-2" finally got off
the ground. Implementation began on a pilot basis in Cambodia, Madagascar, and Mauritania.
Each of the three governments prepared a DTIS, with significant support from the World Bank.
By February 2005, the process had been expanded to 24 countries. At the time of writing, DTIS
documents had been completed by the original three countries as well as by Burundi, Djibouti,
Ethiopia, Guinea, Lesotho, Malawi, Mali, Mozambique, Nepal, Senegal, and Yemen.*

Financing has been a difficult issue for the IF from the beginning. In recognizing these structural
impediments, in February 2001, the IF Steering Committee agreed to establish the Integrated
Framework Trust Fund (IFTF) to provide a central point of deposit for contributions to TCB
activities. Managed by UNDP, the IFTF would be eligible to receive contributions not only from
the six core agencies, but also from governments and NGO’s. Contributions may either go into a
general fund for diagnostic studies and mainstreaming of trade (Window 1) or be earmarked for a
specific capacity-building program that responds to an identified need of a country (Window 2).
To date, 14 countries, the European Commission, the World Bank, and UNDP have pledged
US$19.4 million. The contributions are roughly evenly divided between Window 1 and Window

* The priorities identified in the Action Matrix are also incorporated into the country’s Poverty Reduction

Strategy Paper (PRSP) (see http://poverty.worldbank.org/prsp/ to review these documents). See the IF website,
http://www.integratedframework.org, and Working Together for a detailed description of the process.

' The remaining countries that have commenced work but have yet to complete their DITS are: Angola, Benin,

Burkina Faso, Chad, Laos, Rwanda, Sao Tomé & Principe, Tanzania, Uganda, and Zambia. The DTIS methodology
has also been successful enough to encourage certain non-LDC developing countries to prepare such documents. A
DTIS or some variation thereof has been completed or is in progress for Armenia, Azerbaijan, Bangladesh, Botswana,
the Caribbean (regional), Dominican Republic, Georgia, Indonesia, Kenya, Kyrgyz Republic, Moldova, Mongolia, Nigeria,
Pakistan, Tajikistan, and Ukraine.
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2. On the expenditure side, 100% of the US$ 9.2 million under the IFTF Window 1 facility was
allocated between 2001 and 2003. According to UNDP financial reports, the funds were spent on
assisting countries in preparing their DTIS documents. With respect to Window 2, the most
recent publicly available figures indicate that only US$2.1 million has been disbursed for
capacity building projects."

In analyzing the success of the IFTF, it is important to keep in mind that it is only one trust fund
among a number of others. In July 1999, the WTO Secretariat established the Global Trust Fund
to provide a vehicle through which members could make extra-budgetary contributions to TCB.
In November 2001, developed and developing world found enough common ground to launch a
new "round”, which was termed the Doha Development Agenda. The Ministerial Declaration
reflected many of the concerns expressed by developing countries in Seattle."® The General
Council, acting shortly after the Ministerial, established the Doha Development Agenda Trust
Fund to help ensure the ability of certain WTO members to fully participate in the negotiations.
In addition, there is the Common Trust Fund associated with the JITAP process for certain
African LDCs (see fn.11 above). The International Trade Centre also has a TCB trust fund.

Paragraph 39 of the Doha Declaration calls for greater coordination among the various sources
and instruments providing TCB assistance. Accordingly, in November 2002, the WTO and the
Organization for Economic Cooperation and Development (OECD) launched the Trade Capacity
Building Database (TCBDB). The contributions to the WTO, ITC, IF, and JITAP TCB trust funds
have grown from US$ 26 million in 2001 to US$ 36 million in 2002 to US$ 45 million in 2003.
The IFTF has garnered, on average, some 14% of total contributions to multilateral TCB trust
funds during the 2001-2003 period (see Joint WTO/OECD [2004]).

As has been noted, the IF is structured in such a way that the TCB needs identified in the DTIS are
to be financed principally through the established programming channels of the core institutions.
There is no publicly available information as to the status of this process. However, anecdotal
evidence suggests that further progress could be made in terms of actual project outputs. Where
the IF process has had notable success is with respect to countries incorporating the needs in their
Action Matrices into their PRSPs and development strategies.

As the IF-2 was taking flight, a distinctive methodology for TCB was being born in the Americas.
This model arose out of the regional and sub-regional trade negotiations processes in the Western
Hemisphere and would go farther, deeper, and faster than had ever been attempted. This experience
may offer lessons for how to bring more life to the multilateral trade capacity building process.

" For information on the progress and operation of the IFTF and the financial reports prepared to date, see the IF

webpage: http://www.integratedframework.org/trustfund.htm.

8 The Doha Ministerial Declaration includes provisions on Small Economies (Article 35); Trade, Debt and Finance

(Article 36); Trade and Transfer of Technology (Article 37); Technical Cooperation and Capacity Building (Article 38-
41); Least-Developed Countries (Article 42-43); and Special and Differential Treatment (Article 44). In addition, certain
new issues, such as Investment and Competition Policy, which the Ministers agreed to study were accompanied by an
explicit recognition of the need for technical assistance for developing countries if negotiations in these areas are launched.
See the Doha Ministerial Declaration at: http://mww.wto.org/english/thewto_e/minist_e/min01_e/mindecl_e.htm.
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I1l. ANEW APPROACH IN THE AMERICAS Contents

A. Birth of a Methodology: The HCP

The western hemispheric trade liberalization process began with an agreement among 34 countries
at the I Summit of the Americas in Miami in 1994 to negotiate a Free Trade Area of the Americas.
The countries participating in the FTAA ranged from the United States, Canada and Brazil on one
end of the scale to Belize, Bolivia and St. Lucia on the other. Accordingly, the issue of how to
appropriately address the differences in the levels of development and size of economies was present
from the outset. When, in mid-1995, the Ministers of Trade set up Working Groups to begin
developing modalities for negotiating the principal areas of the agreement (including market access,
agriculture and services), they mandated the creation of a Working Group on Smaller Economies to
place the issue of asymmetries at the forefront. When the FTAA negotiations were officially
launched in April 1998, a Consultative Group on Smaller Economies (CGSE) was established
along with nine Negotiating Groups covering the substantive areas of the eventual agreement.

While it was very important that the Ministers of Trade agreed to "take into account” differences
in the levels of development of sizes of economies, the key question was how they would
specifically do this in the final agreement. Longer phase-out periods for tariffs and implementation
periods for certain complex disciplines were at the forefront of these discussions. Such approaches
implied that there would eventually be full reciprocity in terms of the application of rules and
disciplines. However, delayed adherence would do little to actively aid and facilitate the building
of sufficient institutional and commercial capacity to allow countries to implement and benefit
from a fully reciprocal trade agreement. Meeting in Managua, Nicaragua in September 2001, the
Trade Negotiations Committee (TNC) — comprised of the FTAA Vice-Ministers of Trade — first
recognized, albeit rather tepidly, the existence of certain knowledge, institutional and supply-side
constraints faced by the smaller and poorer FTAA countries. In addressing these challenges, the
Vice-Ministers endorsed the possibility of establishing a Hemispheric Cooperation Program (HCP).
In a document entitled Guidelines or Directives for the Treatment of the Differences in the Levels
of Development and Size of Economies, they stated, under the heading of Complementary
Supporting Measures, that: (...) measures to address the treatment of the differences in the levels
of development and size of the economies (...) could include:

1. A Hemispheric Cooperation Program, for the purpose of which the (CGSE) is instructed to
draft a proposal to the TNC based on contributions from the Negotiating Groups.

2. Technical Assistance and training during the negotiations and the implementation process.*
The FTAA process already had a prototype of sorts for the HCP. At the Toronto Ministerial in

November 1999, the FTAA Ministers mandated the implementation of 8 “customs-related business
facilitation measures".*® These measures were approved in response to a mandate in the 1994

19 See FTAA.TNC/18 at: http://www.ftaa-alca.org/TNC/tn18_e.asp.

% The measures pertained to (1) Temporary Importation; (2) Express Shipments; (3) Simplified procedures for

low-value shipments; (4) Compatible Electronic Data Exchange/Common Data Elements; (5) Adoption of HS 1996;
(6) Transparency/Customs Information Dissemination; (7) Codes of Conduct for Customs Officials; and (8) Risk
Analysis/Targeting Methodology. For the mandate and a detailed description see the Toronto Ministerial Declaration
at: http://www.ftaa-alca.org/Ministerials/Toronto/Toronto_e.asp.
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Summit Declaration that the FTAA make "concrete progress by the year 2000". In the months
after Toronto, many countries expressed concerns about their ability to fully implement the eight
measures. Accordingly, the TNC asked the Inter-American Development Bank (IDB) to explore
ways to provide assistance to countries in implementing the measures. The IDB, through its
Integration and Regional Programs Department, did so by approaching the Multilateral Investment
Fund (MIF) to develop a project that responded to these needs. Established in 1993, the MIF is a
stand-alone institution within the IDB Group with a mandate to finance innovative projects in
Latin America and the Caribbean that benefit the private sector. The resources provided by MIF
are non-reimbursable (i.e., grants), however, beneficiaries are mandated to provide a relatively
modest counterpart contribution. Although the MIF had no experience with trade projects, after
months of work (including defining how it fit into the its mandate), the MIF approved the project
entitled Customs Measures for Facilitating International Business in August 2000 to support
implementation of the measures.”* MIF provided US$ 3 million dollars, and the beneficiary
countries would provide resources based on their level of development and the amount of
resources sought. The project financed a coordinator, assistance for evaluating needs, implementation
assistance and a post-project evaluation/audit. During its years of operation, the project financed
over 30 implementation initiatives across all of the measures, thereby resulting in almost full
application of the measures to hemisphere-wide. The project concluded in December 2004.

The CGSE took up the Managua mandate and worked for the next year, both internally and with
negotiating groups, on developing the parameters of the HCP. FTAA Ministers of Trade endorsed
the final output of this process at their November 2002 meeting in Quito, Ecuador. Annex Il of
the Ministerial Declaration established the HCP, including its principles, objectives, characteristics,
modalities, administration guidelines, and financing. The Ministers mandated the implementation
of the HCP in paragraph 18 of the Declaration:

18. In support of the FTAA, we approve the Hemispheric Cooperation Program as a
priority of all our governments. The Program is intended to strengthen the capacities of
those countries seeking assistance to participate in the negotiations, implement their
trade commitments, and address the challenges and maximize the benefits of hemispheric
integration, including productive capacity and competitiveness in the region. We note
that the Program includes a mechanism to assist these countries to develop national
and/or sub-regional trade capacity building strategies that define, prioritize and articulate
their needs and programs pursuant to those strategies, and to identify sources of financial
and non-financial support. We instruct the TNC, with the support of the CGSE, to supervise
the HCP. We commit to complete national and/or sub-regional trade capacity building
strategies and the related programs in order to make expeditious progress under the HCP,
and to assist in the identification of predictable and multifaceted sources of financial
and non-financial support for meeting the objectives of the HCP. While these strategies
are being prepared, the HCP will also respond to immediate assistance needs for the
purpose of strengthening the participation of countries in the negotiations. We further
instruct the TNC, with the support of the Tripartite Committee, to facilitate meetings
of the CGSE, inviting appropriate development and financial officials, international

1 seethe project document at http://www.iadb.org/exr/doc98/apr/Icreg.htm.
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financial institutions, international agencies, and interested private entities, to discuss
financing and implementation of the HCP and to report to us at our next meeting.”

The Tripartite Committee institutions, the IDB, the Organization of the American States (OAS)
and the UN Economic Commission for Latin America and the Caribbean (ECLAC), which
played a key intellectual role in formulating the structure of the HCP, are called upon to assist
with its implementation.”® In addition, the three institutions (especially the IDB) would be called
upon to provide significant financial resources to respond to the TCB needs identified by the
countries. In the months after Managua, the Tripartite Committee provided advice to the Chair of
the CGSE, the Chair of the FTAA process and other actors in the development of the HCP. This
included but was not limited to the preparation of information documents, "non-papers" and other
informal suggestions on the possible parameters of the HCP. Through a dynamic process, the
Tripartite Committee, the countries, the Chair of the CGSE and the Chair of the TNC put together
the HCP and its methodology, as it would be approved in Annex 111 of the Quito Declaration.*

B.  Applying the Methodology: CAFTA

By the summer of 2002, FTAA countries had agreed upon most aspects of the HCP, as it would
be announced at Quito. While the CGSE was not yet ready to present a document for the review
of Vice Ministers, the intellectual framework was in place. Ironically, the first countries to apply
the HCP methodology in practice did so in the context of a bilateral negotiation. During that same
summer of 2002, the United States agreed to negotiate a bilateral free trade agreement with the
five members of the Central American Common Market: Costa Rica, El Salvador, Guatemala,
Honduras and Nicaragua; this agreement would come to be known as CAFTA. From the very
initial discussions about the possibility of a CAFTA, the Central American countries had expressed
concerns about the asymmetries between their economies and that of the United States. They
argued strongly that they would need assistance if they were to be able to successfully negotiate,
apply and take advantage of the CAFTA. This was not only true in terms of existing knowledge
and capacity (the practical imperative), but in terms of managing and selling the agreement at
home (the political imperative). For its part, the US recognized these challenges and sought to
guard against the non-application of negotiated obligations (the systemic imperative). Given that
the CAFTA negotiations would be completed well before the FTAA’s 2005 deadline, the parties
agreed to "road test" the prospective HCP methodology in their bilateral process. Hence the CAFTA
"Integral Cooperation Agenda™ was born. While it took as its base the nascent HCP, the CAFTA
experience would come to substantially enrich this methodology.

22 See Annex Il of the Quito Declaration at http://www.ftaa-alca.org/Ministerials/Quito/Quito_e.asp.

2 Since 1995, the Tripartite institutions have provided technical, analytical and financial support to the FTAA

process and have earned a reputation for providing high quality and politically neutral assistance.

24 A detailed description of the evolution of the HCP is beyond the scope of this paper. It will be the subject of a

forthcoming paper by Norberto lannelli [2005]. The key highlights of the HCP to date include the preparation of
National Trade Capacity Building Strategies by all participating countries, the organization of a donor-country meeting
roundtable and the establishment and implementation of the IDB-Canada Trade Fund.
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Date

January 16, 2002

TABLE 2

THE CAFTA NEGOTIATIONS AND TCB: A TIMETABLE

Event

United States offers to explore negotiating a free trade agreement with five Central American
countries (Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua)

July 2002

United States and Central Americans begin to define the CAFTA TCB process

September 2002

Modalities for preparing National Action Plans agreed upon

September-October 2002

Countries, with the assistance of donors, prepare the first versions of their National Action Plans

November 13-14, 2002

Countries agree that Central Americans should prepare "90 Day Priority" documents based on their
Action Plans

December 6, 2002

Commencement of "90 Day" period

January 8, 2003

Formal launch of the CAFTA negotiations

January 27-31, 2003

I Round of Negotiations/TCB meeting: San Jose

February 24-28, 2003

I Round of Negotiation/TCB meeting: Cincinnati

March 31-April 4, 2003

Il Round of Negotiations/TCB meeting: San Salvador

May 16-20, 2003

IV Round of Negotiations/TCB meeting: Guatemala City

June 16-20, 2003

V Round of Negotiations; TCB "mid-term review": Tegucigalpa

Countries agree to update their Action Plans

July 28-August 1, 2003

VI Round of Negotiations/TCB meeting: New Orleans

September 15-19, 2003

VII Round of Negotiations/TCB meeting: Managua

August 8, 2003

United States and Dominican Republic announce intention to negotiate a "docking agreement" on
to CAFTA

October 20-24, 2003

VIII Round of Negotiations/TCB meeting: Houston

December 12-17, 2003

IX Round of Negotiations/TCB meeting: Washington

December 17, 2003

United States and El Salvador, Guatemala, Honduras, and Nicaragua sign CAFTA

January 25, 2004

United States and Costa Rica sign an agreement for the latter’'s "accession" to CAFTA

January-March 2004

United States and Dominican Republic negotiate "docking agreement"

February-May 2004

Legal review and "scrub" of US-CAFTA agreement

May 28, 2004

United States and Central American countries sign the official text of US-CAFTA agreement

August 5, 2004

After legal scrub of the Dominican Republic’s docking arrangement, United States, Dominican
Republic, and Central American countries sign the final official text of the US-DR/CAFTA Agreement.
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From July-September 2002, the six countries met on a number of occasions with a view to
Kick-starting the CAFTA TCB process. Much as was envisioned in the HCP approach, the
parties agreed that national trade capacity building strategies, known in the CAFTA context as
National Action Plans, should be prepared as a first step. In these documents, countries would
identify and prioritize their TCB needs for: (1) negotiating the CAFTA; (2) implementing the
agreed obligations; and (3) undertaking a successful transition to free trade. In order to facilitate
the preparation of the Action Plans, the countries dedicated their efforts to formulating a
guidelines (or template) document.

At this early stage, the parties invited the Tripartite Committee institutions to support the CAFTA
TCB process, with the IDB serving as Chair. This undoubtedly stemmed from the effective work
of the Tripartite institutions in the FTAA and the significant financial resources at the disposal of
the three institutions, particularly the IDB.

Through the summer and early autumn of 2002, the countries, with the support of the Tripartite
institutions, prepared the guidelines document. The Action Plans would include a first section
describing the national trade regime and trade policy-making context. The second section would
consist of three parts: needs related to negotiation, to implementation and to transition to free
trade. The negotiation and implementation components would be sub-divided into specific area
of trade agreements, such as market access or dispute settlement. Market access would, in turn,
be sub-divided into needs related to non-tariff measures or customs procedures or rules of origin.
For each particular need, a country would be asked to rank its relative importance, 1 being most
important and 3 being least important. With respect to the transition to free trade, the guidelines
document listed a series a broad areas, including rural development, fiscal reform and infrastructure.
Many of the areas identified were complementary reforms that were not necessarily directly
related to CAFTA obligations. Nevertheless, such reforms would allow countries to take better
advantage of the negotiated agreement.”

Once the text of the guidelines document was agreed upon, the Central American countries were
ready to begin applying the methodology to the preparation of their National Action Plans. The
Central Americans requested assistance formulating their Actions Plans, and it was agreed that
the Tripartite institutions and the United States Agency for International Development (USAID)
would take on this role. The IDB was charged with aiding Costa Rica and Nicaragua. The OAS
assisted El Salvador. The Mexico Office of ECLAC supported Guatemala. USAID was charged
with assisting Honduras.

Despite the common guidelines, the resulting Action Plans turned out to be very different in their
length and content. This partly reflected countries’ existing levels of trade capacity and partly
what they hoped to achieve from the TCB process. Some countries with extensive experience in
negotiating state-of-the-art trade agreements focused mainly on the challenges of implementing
and adjusting to the CAFTA. Their Action Plans tended to be rather selective in terms of the areas
that were identified as top priorities. Other countries felt that they needed extensive capacity
building assistance in the negotiating phase as well as in the implementation of and adjustment to

2 When, in early 2003, the FTAA countries were developing their own guidelines document for the preparation of

the HCP strategies, they drew significantly on the CAFTA template.
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the CAFTA agreement. Therefore, their Action Plans were more extensive. Other countries
presented Action Plans that were rather incomplete and would require additional time to expand
and revise the documents.*®

C. '"90 Days"

All of the countries presented the first versions of their National Action Plans by early November
2002. The Central Americans and the United States now needed to decide how to bring them to
life. By this point, it had been agreed that the CAFTA negotiations would be formally launched in
early January. With much work having been completed and the pressure for action mounting, the
six countries met in Washington on November 13-14, 2002 to define future steps. Out of this
meeting, the important, but ultimately complicating decision to have each of the five Central
American countries prepare what were to be called "90 day Priority Project” documents was
made. The idea was that countries would identify their most urgent priorities among those areas
listed in the Action Plans that required addressing in the first 90 days in the formal life of the
CAFTA Integral Cooperation Agenda, starting December 6, 2002. These priorities would be
fleshed out in the form of project profiles that would be compiled in a single national document.

The 90-day documents for each of the countries were presented to the United States and the
Tripartite donor community before the commencement deadline. The priority projects identified
were very much in line with the approaches in the Action Plans: some countries presented more
projects than others; some project ideas were more fleshed out than others. Because a core
principle of the Integral Cooperation Agenda was that the process was to be country-driven rather
than donor-driven, there was no consultation process with donors while the priorities were being
selected and the documents prepared.

One matter on which insufficient common understanding existed between donors and countries
was the purpose of the project profiles. At times, countries seemed to take the view that the
preparation of a profile implied that a donor would finance the project. Donors, on the other hand,
saw project profiles as an initial basis for discussion and analysis and did not imply financing for
any of its components. Few, if any, donors would agree to fund a project set forth in a profile on
which they had not held prior consultations with the country.

In theory, the idea of establishing 90-day priorities seemed sound. All parties would have an
action-forcing deadline and a criterion by which to judge the relative success of the process.
However, there was a disconnect between the 90-day deadline and the capacity of donor
institutions to respond within this time frame to a degree consistent with the expectations of
the Central American countries.

This disconnect derived from structural and institutional factors. Multilateral lending institutions
such as the IDB have extensive processes of consultation with countries, as well as internal analysis,
before approving and disbursing funds. This is especially true in the case of loans, which in many

%6 gee the current versions of the Action Plans at; http://www.ustr.gov/Trade_Development/Trade_Capacity Building

/Central_America/Section_Index.html.
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countries must be ratified by the Congress of the recipient country, as it implies an increase in the
level of external indebtedness. Moreover, the IDB, for example, cannot approve a project unless
the country’s Governor to the Bank, in most cases the Minister of Finance, requests and authorizes
it. Therefore, if the Ministry of Trade wishes to obtain IDB resources for addressing a given
trade capacity challenge, it needs to win the support of the Ministry of Finance. Under optimal
circumstances, the Ministry of Finance itself would see TCB as sufficiently important to merit a
proactive approach, but this was not always the case.

A key challenge, particularly in the initial stages, was to ensure that trade officials saw the
CAFTA TCB process in the context of their country’s overall public investment plans and broader
relationship with donor institutions. Project profiles presented in a vacuum, in the absence of
prior consultation with the Ministry of Finance and other government stakeholders, could not
expect to receive financing.

The IDB had three basic channels for participation in the 90-day time horizon. First, funds for the
Central American countries could have been most readily obtained by re-programming resources
away from existing projects toward the new TCB priorities generated by CAFTA. In theory, the
Minister of Finance could request the Bank to re-direct resources, and the Bank would assess and
agree with national authorities on the best approach for doing so. In practice, the ex-post re-
directing resources from one Ministry or priority to another required a level of national policy
coherence that often did not exist. Second, the Bank was able to finance a limited quantity of
TCB priorities out of existing technical cooperation (TC) grant resources. However, the IDB (like
other donor agencies) has no readily accessible reserve of grant money that can be drawn upon in
a swift and discretionary manner. Therefore, the Bank’s scope of action for rapid grant assistance
was limited. Third, the Bank could and did provide non-financial assistance (i.e., through budgetary
means) such as direct training and tools (for example, software applications designed to assist
market access and origin negotiators) for understanding technical trade issues. Much of this latter
assistance was paid for with resources from the Special Initiative for Trade and Integration, a
US$ 2 million annual supplemental budget allocation to the IDB Integration and Regional Programs
Department in 2003-04.

Each of the US government entities involved in trade capacity building (some 17 in total) has
its own internal procedures and budgeting cycle. In order to facilitate coordination among this
disparate array of agencies and departments and push forward the CAFTA TCB process, the HCP,
and similar initiatives, the United States Trade Representative (USTR), the cabinet-level official
within the US government with lead responsibility for trade negotiations, named a special
dedicated TCB executive. In terms of volume of funds, USAID is the largest donor and has a
good ability to respond in a timely fashion (particularly for lower-cost activities). Other agencies
have significantly smaller budgets whose best swift-action responses is the provision of training
and related materials. These activities are technical in nature, as US law prohibits US agencies
from teaching trade negotiators from other countries how to negotiate against the US.

Without some sort of large extra-donor agency contribution (such as a politically complicated

appropriation of funds for TCB from the US Congress), disappointment was sure to accompany
the arrival of the 90-day deadline.
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D. The Learning Process

The CAFTA negotiations were formally launched at a ceremony in Washington on January 8,
2003, with the Ministers of Trade of Central America and the USTR in attendance. The Ministers
and the USTR set forth the basic elements of the CAFTA process. There would be negotiating
groups covering all disciplines included in contemporary trade agreements, and the negotiations
were to conclude by the end of 2003. A group on trade capacity building would also be created.
The TCB group would meet in parallel with the negotiating groups and would include not only
the countries but also multilateral financial institutions and other resource partners. Its specific
mandate would be to implement the Integral Cooperation Agenda. At the launch ceremony, the
USTR stated that over 50 projects would assist the trade capacity and competitiveness of the
Central American countries and that President Bush had requested $ 47 million for trade capacity
building in Central America in his 2003 budget proposal.”’

The first negotiating round of CAFTA took place in San Jose, Costa Rica from January 27-31,
2003. It was agreed that the TCB group would meet during the first two days of the round and
that subsequent meetings would be two days in length. The US government sent representatives
from numerous departments and agencies. International donors consisted of IDB, OAS, ECLAC,
World Bank, and Central American Bank for Economic Integration (BCIE).

One interesting donor present in San Jose was the Humane Society of the United States (HSUS), an
NGO. The HSUS was the first NGO to come to the table when USTR issued an invitation to the
NGO community to participate as donors in the Integral Cooperation Agenda. The HSUS and
subsequent NGO participants would not only channel TCB assistance to the CAFTA countries, but
help to break down some of the barriers of suspicion surrounding trade negotiations processes. The
HSUS would achieve this by participating in all of the CAFTA rounds, developing useful projects,
and conducting itself in a manner supportive of the CAFTA process and its participating countries.

The San Jose meeting established the structure for the subsequent TCB group meetings. First, a
government-to-government session was held, followed by a plenary that included all countries and
all donors. Then, bilateral meetings were conducted with each of the donors to discuss specific
projects and issues. Finally, the governments reconvened in plenary to analyze the results of the
meeting and identify the agenda for the next round. In subsequent meetings, issue-specific plenary
sessions would be held concurrent with the bilateral meetings. In addition, donors would often
come to participate in the closing plenary.

The San Jose meeting set the stage for the coming rounds. Countries presented donors with
additional project profiles, and donors underlined their relatively limited short-term ability to
respond to these needs. However, donors reminded countries of their much greater capacity to
respond in the medium term. Hence, the difficulties in complying with the 90-day deadline
became ever more apparent.

2" gee the USTR press release: http://www.ustr.gov/Document_Library/Press_Releases/2003/January/United_States_

Central_American_Nations_Launch_Free_Trade_Negotiations.html.
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On February 20, 2003, four days before the second CAFTA negotiating round and TCB Group
meeting, the US Congress finalized a budget for the fiscal year beginning October 1, 2003.
Division A, Title V, Section 584 of the Consolidated Appropriations Resolution, 2003 states that
"(0)f the funds appropriated by this Act (...) not less than $ 452,000,000 should be made available
for trade capacity building assistance” (Thomas - Legislative Information on the Internet [2003]).
Congress did not earmark a specific portion for Central America. However, the CAFTA TCB
process was among the most active in which the US was engaged, and the region stood to benefit
significantly. This allocation was in stark contrast to the 2002 budget in which Congress established
no minimum amount for TCB assistance. While US agencies would invest significant funds from
the 2002 budget in trade capacity building, the 2003 appropriation seemed to underscore the
success of efforts to put TCB on the political agenda in Washington.

While the $ 452 million authorization presumably included most if not all of the $ 47 million
cited by the USTR, this figure would complicate matters during the early rounds of the CAFTA.
The Central American countries seemed to understand this "budget request™ to be a commitment
of funds. For its part, the US seemed to understand it for what they stated it was: a request,
which, given the nature of the Congressional budgetary process, was subject to change.”®

The second round of CAFTA took place in Cincinnati, Ohio in the third week of February 2003.
At the TCB table, one country withdrew its TCB Action Plan and replaced it with another. In
addition, certain countries presented additional project profiles. The gap between the results-
oriented countries, driven by their expectations of vast sums of new money within 90 days, and
the process-oriented donors continued to grow. Having worked hard in developing numerous
project profiles and having trumpeted the TCB process and the 90-day deadline to the press and
public at home, the countries now needed to demonstrate tangible results. Similarly, donors
vigorously reviewed their various funding envelopes in search of concessional resources that
could be provided in the short term.

One tangible result that did emerge from the Cincinnati round was a request by Costa Rica to the
IDB to begin working on a single large loan to cover needs arising from the transition to free
trade. Costa Rica did not want a multitude of different loans to cover different types of activities
(for example, infrastructure or agriculture or competitiveness). It wanted a single operation that it
could take to Congress for one-time approval, perhaps at the same time as the CAFTA agreement.
This would allow the government to have sufficient resources to facilitate the transition for both
the immediate winners and losers from free trade. The Bank did not have a single lending instrument
to cover such a diverse array of activities. Nevertheless, it was developing the concept of the
hybrid lending program, including different types of financing mechanisms in a single package,
with a view to assisting countries with the adjustment to free trade and integration resulting
from the FTAA and other trade liberalizing agreements. The request from Costa Rica helped to
give shape to the design of this program and provided an impetus for its establishment. In its

% One could posit that part of the confusion stemmed from the decentralized fashion in which the US government

disburses much of its foreign assistance, including TCB. Rather than disbursing funds directly to countries or having
US government staff, such as that of USAID, undertake capacity building work directly, the US tends to outsource to
private contractors to deliver assistance. While the countries benefit from the local and international experts deployed
by the contractors, the ultimate underwriter of the TCB programs, the US government, is not always given as much
recognition as it could receive.
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final design, the hybrid instrument, which was to be called the Program for Integration, Trade
and Competitiveness,” allowed both fast disbursing policy-based lending and project-based
financing in a single package. This permitted the Bank to respond in a tailor-made fashion to
Costa Rica’s request.

Another output of the Cincinnati meeting was the decision by donors and countries to mandate
the development of a tracking mechanism for the numerous project profiles presented in the
context of the 90-day priority documents and subsequently. A Working Group consisting of
representatives from the US Government and donor institutions was formed for the purpose of
developing a summary matrix of project profiles.

The design of a workable matrix that fulfilled its objectives yet was satisfactory to the recipient
countries, proved to be a complicated undertaking. Such matters took on a prominent role in the
I11 Round in El Salvador and the IV Round in Guatemala. While the matrix was designed to
track country needs and donor activities, it came to resemble a scorecard; a sub-optimal result
for all parties.

There were essentially three matters on which there was less than universal agreement. The first
of these was how to assess whether an identified need had been addressed. To take a typical
example, a country would set forth the need for assistance on sanitary and phytosanitary (SPS)
issues. A donor would respond with a training seminar at the regional or national level that may
have in part or in whole covered the specific SPS areas identified by the country. The country
would feel that the seminar was insufficient in addressing its real needs. The donor, on the other
hand, would feel that it responded to the identified need. Because the donors prepared and
updated the matrix, they would mark the need as having been addressed. However, at the CAFTA
TCB Group meeting, the countries would take issue with this characterization.

A second matrix issue revolved around what would be included in the document. Was it strictly
90-day priorities? Would projects presented subsequent to the "90-day" documents be included?
If so, how would donors be able to determine what projects countries saw as top priorities?

A matrix issue had to do with the uses of and perceptions generated by the matrix. When the
countries looked at the matrix, in many cases, they saw a long series of blank spaces in the
"response™ column. This reinforced the perception that the donors were not holding up their end
of the bargain. On the other hand, in many cases, the donors felt unfairly attacked. No consultations
had been undertaken or quality control exerted on the project profiles whose summaries filled the
matrix. Was every project idea really a good or a feasible one? In addition, the matrix did not
recognize that countries were reluctant to consider loans rather than grants, or that Trade Ministries
had not won the support of Finance Ministries for their project ideas, or that countries had not
followed up with donors who offered them grant money.

? Fora description of the instrument see: http://www.iadb.org/NEWS/DISPLAY/PRView.cfm?PR_Num=153 03&

Language=English.
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In order to resolve these matters and to assess the progress of the TCB process to date, the Central
Americas and the United States agreed to hold a "Mid-Term Review" at their next meeting,
scheduled for Tegucigalpa, Honduras in mid-June 2003.

Despite the disagreements over the matrix, the medium-term potential of the donors, especially
the IDB, began to be realized. A $ 5 million fast-track Trade Sector Facility® loan for Nicaragua
was signed in March, the first disbursement of which was made in May. With this one operation,
the Bank covered a large portion of the country’s negotiation and implementation needs. The IDB
also approved a $ 10 million Trade and Competitiveness Loan to Honduras in May 2003.** This
operation included components to strengthen the capability of the country to negotiate trade
agreements and to promote exports. The Bank also delivered a number of non-reimbursable TCs
and continued providing non-financial activities under the aforementioned Special Initiative.
Even as the countries prepared to assess the process in Tegucigalpa, the Bank began to mobilize
its important resources.

E. The Mid-Term Review

The Tegucigalpa meeting, June 16-20, 2003, involved a comprehensive review of all aspects of
the CAFTA TCB process. The Central Americans and the United States discussed their perceptions
of the process to date and its future course. The Central American countries manifested their
disquiet about what they viewed as a gap between the promises of the TCB process and the
resources delivered to date for financing their needs. Nevertheless, they were committed to
continuing to pursue the TCB process in a constructive manner. For its part, the United States
offered a different assessment, particularly about the level of resources it had invested thus far in
the process. Nevertheless, it too committed itself to advancing the process in a constructive fashion.
In the spirit of renewal, the parties agreed to discontinue the use of the matrix of project profiles
as an instrument for tracking projects and to use an ad hoc methodology for the time being.

The Honduras Round marked the end of the innocence in the CAFTA TCB process. Central
America no longer expected to see a TCB "Marshall Plan™ such as they imagined at the CAFTA
inauguration event. There would be no $ 47 million in easily accessible, freely disposable cash.
The countries stopped talking about and expecting immediate funding for their 90-day priority
projects. The focus shifted away from the matrix and toward updating and improving the Action
Plans. While the countries still looked for short-term and grant activities, much of the discussion
shifted to medium-term approaches. The frenetic pace of the first months was gone, and with it
the transformational expectations that the process had originally brought to life.

% The Trade Facility was created in 2000 to provide fast track approval up to US$ 5 million to tackle all imaginable
TCB needs in the areas of negotiation and implementation.

% The Nicaragua and Honduras project documents are available on the IDB public website at: http://www.iadb.org/

projects/projects_documents.cfm?language=english#. In May 2001, the Bank approved a $ 5 million Trade Sector
Facility loan for Guatemala, which the government had available for use throughout the CAFTA negotiations.
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F.  New Orleans to Washington

The renewed importance of the Action Plans was underlined by a commitment made by the
United States at the close of the Honduras meeting: if the Central American countries updated
their Action Plans, the US would present them to a group of private sector parties interested in
coming to the TCB table and arrange a meeting on the margins of the next Round. The Central
Americans took the US up on this offer.

The VI Round of the CAFTA negotiations took place in late July 2003 in New Orleans. The TCB
meeting was expanded from two to three days for the purpose of accommodating all of the
activities. As promised, the US organized a panel and several bilateral meetings for interested
private sector parties and the countries. These meetings, along with the efforts of other private parties
led to the formation of and formal participation in the TCB meetings of the Business Coalition
for Capacity Building (BCCB). While the BCCB and its member companies did not bring project
investment funds into the process, it did offer strategic advice on the types of investments and
reforms that investors seeking to do business in the countries would find attractive.

With respect to the TCB meetings themselves, New Orleans set the pattern for the remainder of
the negotiating period. The discussions were very "process-oriented.” In other words, they
focused on the state of implementation of approved projects, the status of initiatives working
their way through donor evaluation/approval processes and the bringing to fruition of new
activities. While the discussions were more realistic and harmonious, donors felt as much
pressure as always to come to each meeting with at least a number of tangible outputs. The
process had and was continuing to prove its utility.

The degree of follow-up by the countries on donor initiatives ranged from robust to shaky. While
certainly not the norm, there regrettably were occasions when opportunities were lost or diminished
due to a lack of follow-up by certain countries, even though some actions required no more than a
one-paragraph letter or a one-page description of the activity to be undertaken. Unsurprisingly,
the more proactive countries in the CAFTA TCB process tended to get relatively more from
donors, particularly in the way of grant resources and direct non-financial assistance.

As the weeks passed, the number of TCB programs approved escalated exponentially. Projects
in the pipeline came to fruition and funds were disbursed. Among the international organization
donors, the IDB and BCIE were the most active, given their relatively greater resources.*
Project areas included trade infrastructure, institutional re-structuring, sector-level strengthening
and trade-related technical assistance. For their part, the OAS and ECLAC presented a steady
stream of niche activities.

The following rounds in Managua and Houston advanced a number of projects and initiatives.
The process was very much in motion and the delegates were well disposed to finish what they

%2 |n addition to its lending and grant programs, the IDB organized a number of interesting CAFTA TCB-related

initiatives. For example, the Bank built an alliance with TransFair USA, the largest certifier of organic products in the
world, and provided funding for the design of a pre-harvest financing mechanism for Central American organic
farmers. In another initiative, the IDB brought 15 Central American journalists to its headquarters and organized a
seminar with leading Washington, DC policy-makers and experts on the CAFTA.
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could before the end of the year deadline. In Managua, a request was made of the institutions to
begin to compile and calculate the number and value of projects they had carried out in the
framework of the CAFTA TCB process. For the non-financial institutions such as the OAS and
ECLAC the calculations seemed to be relatively straightforward, as many of their activities were
non-financial in nature. For the IDB and the other financial institutions, the question of how to
perform the calculations was very complicated. While various methodologies were discussed, it
was decided that it would be best to use the Action Plans as the basis for determining the scope of
trade capacity building activities.

The international organization donors presented their initial estimates in Houston. After receiving
comments from the country delegates, it was agreed that all donors would submit final estimates
by the first week in December in preparation for public announcement by the USTR and the
Central American Trade Ministers during what was to be the final round a week later in Washington.
It was agreed that the reference period for the estimates would be projects approved in the 2003
calendar year. In other words, it would not include any projects that were still in the pipeline, no
matter how close to approval. However, it would include projects approved in 2003 that had
entered the pipeline before the launch of the CAFTA negotiations, so long as they addressed a
prioritized need in the Action Plans.

The IDB TCB team worked diligently in preparing these estimates, undertaking extensive internal
consultations with those involved in regional and national operations in Central America.
Complicating matters was the fact that November is the "bunching period” for the international
financial institutions, the period when managers and operations specialists seek to move to
approval all of the projects that they have been developing throughout the year.

The Washington Round did not exactly provide the triumphant conclusion to the CAFTA
negotiations that most had anticipated. For its part, the TCB process was a great success, in
spite of the fits and starts described (see Summing Up below). The six countries agreed to
establish a permanent TCB Committee and agreed on the specific language related to TCB
that would be included in the text of the agreement (see Table 4). El Salvador, Guatemala,
Honduras, Nicaragua and the United States eventually did agree on all of their remaining
issues. The five countries announced the conclusion of the CAFTA negotiations on December
17, 2003, two weeks ahead of December 31 deadline. Costa Rica reached agreement on January
25, 2004.** CAFTA was formally signed by the USTR and representatives from the five Central
American countries on May 28, 2004.**

% The CAFTA agreement would subsequently become the DR/CAFTA agreement. Between January and March

2004, the Dominican Republic negotiated a CAFTA "docking" agreement with the United States. The negotiating
process was accompanied by a TCB group that generated a number of small-scale activities. The IDB came to the
TCB table having recently approved a Trade Sector Facility Loan, a Competitiveness Loan and an Agricultural Loan.
After months of work, the final DR/ICAFTA text was signed on August 5, 2004 in Washington.

% For an overview of the May 2004 signing ceremony and links to CAFTA documents, including the final text, see:

http://www.ustr.gov/Document_Library/Press_Releases/2004/May/United_States_Central_America_Sign_Historic_Fr
ee_Trade_Agreement.html.
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G.  Summing Up

A key indicative measure of the relative success of the TCB process relates to the amount of
money dedicated to TCB activities and projects undertaken. By the end of the negotiating period,
donors had achieved a significant amount.

When the IDB presented its totals in the second week of December 2003, it estimated that,
using the agreed parameters,® it had financed some 48 projects totaling over US$ 320 million.*
This represented some 69% of total IDB operations (by value) in Central America during the
reference period. In looking at the final balance, one can certainly conclude that the 1DB
responded to the call to provide TCB assistance to the CAFTA countries. In addition, the
sizable Costa Rican Program for Integration, Trade and Competitiveness loan and a number
of other operations were poised for later approval. In sum, the IDB had come a long way in
successfully mainstreaming trade into the heart of Bank operations and the CAFTA TCB
exercise was an important motivating factor. Table 3 below provides a disaggregated summary
of the Bank’s TCB-related projects by country.

TABLE
THE IDB AND TRADE CAPACITY BUILDII?IG IN CENTRAL AMERICA IN 2003*
Country Number of Projects Total
(Loans and TCs) (US$ million)
Costa Rica 9 4.0
El Salvador 10 103.4
Guatemala 4 99.7
Honduras 6 14.4
Nicaragua 11 75.0
Regional Projects 8 26.1
Total 48 322.6

Note: * All projects approved in 2003 which addressed directly or indirectly issues in the CAFTA TCB Action Plans.

For its part, the World Bank approved some $ 70 million in CAFTA-related loans during the 2003
reference period. These operations focused on the competitiveness of firms in El Salvador,
Guatemala, Honduras and Nicaragua.*

% As noted above, the criterion agreed by the countries for compiling the estimates of CAFTA-related TCB assistance

was: all projects approved in 2003 that addressed TCB needs set forth in the Action Plans, whether or not they
entered the pipeline after the formal commencement of the CAFTA TCB process or were directly motivated by the
TCB process. In compiling these estimates, projects were not disaggregated by components. Rather the litmus test
for CAFTA-related was whether the project as a whole was more related than not to needs identified in the CAFTA
Action Plans. So as to ensure the greatest possible level of precision with respect to an assessment of the TCB
process, one may wish in future work to disaggregate approved projects by component and direct links to the TCB
process as well as prepare a multi-year time series.

% See http://www.iadb.org/NEWS/Display/PRView.cfm?PR_Num=271_03&Language=English and http://www.iadb.

org/NEWS/Display/PRView.cfm?PR_Num=12_04&Language=English.

" See the World Bank’'s CAFTA page at http://www.worldbank.org/cafta.
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BCIE did not make publicly available an aggregate total of its 2003 TCB-related support to the
CAFTA countries. Nevertheless, it did provide important TCB resources to the process. In addition
to its lending operations with the countries, BCIE provided a series of non-reimbursable technical
cooperations. These included a $ 2.5 million TC ($ 500,000 per country) to assist countries with
strengthening their negotiating teams and with the logistics of participating in the CAFTA
negotiations, a $ 600,000 TC to aid countries with better understanding certain technical aspects
of the negotiations and a $ 1.25 million TC to assist with ratification of the agreement.*

The OAS and ECLAC did not make publicly available an accounting of their CAFTA TCB activities.

With respect to the contribution of NGOs to the CAFTA TCB process, the Humane Society and
other such organizations linked together to form the "CAFTA Alliance".* Under this rubric, Alliance
members undertook projects in three areas:

1. Customs Enforcement of the Convention on the International in Endangered Species (CITES);

2. Rural Area Veterinary Services (particularly related to SPS issues); and
3. Humane Agriculture and Tourism, including:

a) local market development;

b) incentives for organic production and habitat protection;

c) "certified humane" labeling; and

d) humane livestock production and slaughter.

With these projects, the Alliance has built regional partnerships across Central America and
played a pivotal role in building capacity in specialized areas. The dollar value of these initiatives
is not publicly available.

For its part, the United States Government (including all Departments and Agencies) provided a
significant amount of TCB assistance to the CAFTA countries. The sum totals for Fiscal Year (FY)
2003 and FY 2004 are presented in Table 4 below.

% See the BCIE homepage at: http://www.bcie.org.

% See the CAFTA Alliance page at: http://www.caftaalliance.org.
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TABLE 4

THE US GOVERNMENT AND TCB ASSISTANCE FOR CAFTA COUNTRIES (US$ )"

Country
Costa Rica
El Salvador
Guatemala
Honduras
Nicaragua

Total

FY2003 FY2004
223,757 126,041
9,979,785 17,878,551
5,786,211 1,668,855
8,686,185 12,941,633
9,197,222 14,968,661
33,873,160 47,583,741

H. Capacity-Building in the CAFTA Text

The final CAFTA text* contained a number of provisions related to TCB. The pertinent
sections, including with respect to the permanent TCB committee, are set forth in Table 5
below. This table does not include references to cooperation contained in Chapter 16 on Labor
or Chapter 17 on Environment. Cooperation in these areas is addressed through the Labor
Affairs Council and the Environmental Affairs Council, which are entirely separate from the
TCB process set forth in Chapter 19.

Area

Customs
Administration and
Trade Facilitation

TABLES
SUMMARY OF TCB-RELATED PROVISIONS IN CAFTA TEXT

Text
Article 5.12: Capacity Building

The Parties recognize the importance of trade capacity building activities in facilitating the implementation
of this Chapter. Accordingly, the initial capacity building priorities of the working group on customs
administration and trade facilitation under the Committee on Trade Capacity Building should be related to
implementation of this Chapter and any other priorities that the Committee designates.

Sanitary and Phyto-

Sanitary Measures

Article 6.3: Committee on Sanitary and Phytosanitary Matters
6. The Committee shall provide a forum for:

(e) making recommendations on technical cooperation programs on sanitary and phytosanitary matters to
the Committee on Trade Capacity Building;

Technical Barriers
to Trade

Article 7.8: Committee on Technical Barriers to Trade
2. The Committee’s functions shall include:

(c) enhancing cooperation in the development and improvement of standards, technical regulations, and
conformity assessment procedures and, as appropriate, designing and proposing mechanisms for
technical assistance of the type described in Article 11 of the TBT Agreement, in coordination with the
Committee on Trade Capacity Building, as appropriate;

40

The United States Government defines Fiscal Year (FY) 2003 as running from October 1, 2002-September 30,

2003 and FY2004 as running from October 1, 2003-September 30, 2004. Because FY2003 ended in the middle of the
negotiations, the figures for both years are cited. These figure are publicly available on the US Government Trade
Capacity Building Database, available at: http://qesdb.cdie.org/tcb/index.html.

41

For the final CAFTA text see: http://www.ustr.gov/Trade_Agreements/Bilateral/ CAFTA-DR/Section_Index.html.

30



Area

Intellectual Property
Rights

TABLE 5 (continued)
Text

Article 15.1: General Provisions

16. Recognizing the Parties’ commitment to trade capacity building as reflected in the establishment of
the Committee on Trade Capacity Building under Article 19.4 (Committee on Trade Capacity Building)
and the importance of trade capacity building activities, the Parties shall cooperate through that Committee
in the following initial capacity-building priority activities, on mutually agreed terms and conditions, and
subject to the availability of appropriated funds:

(a) educational and dissemination projects on the use of intellectual property as a research and innovation
tool, as well as on the enforcement of intellectual property rights;

(b) appropriate coordination, training, specialization courses, and exchange of information between the
intellectual property offices and other institutions of the Parties; and

(c) enhancing the knowledge, development, and implementation of the electronic systems used for the
management of intellectual property.

Trade Capacity
Building

Section B: Trade Capacity Building
Article 19.4: Committee on Trade Capacity Building

1. Recognizing that trade capacity building assistance is a catalyst for the reforms and investments
necessary to foster trade-driven economic growth, poverty reduction, and adjustment to liberalized trade,
the Parties hereby establish a Committee on Trade Capacity Building, comprising representatives of
each Party.

2. In furtherance of the Parties’ ongoing trade capacity building efforts and in order to assist each Central
American Party to implement this Agreement and adjust to liberalized trade, each such Party should
periodically update and provide to the Committee its national trade capacity building strategy.

3. The Committee shall:

(a) seek the prioritization of trade capacity building projects at the national or regional level, or both;

(b) invite appropriate international donor institutions, private sector entities, and nongovernmental
organizations to assist in the development and implementation of trade capacity building projects in
accordance with the priorities set out in each national trade capacity building strategy;

(c) work with other committees or working groups established under this Agreement, including through
joint meetings, in support of the development and implementation of trade capacity building projects in
accordance with the priorities set out in each national trade capacity building strategy;

(d) monitor and assess progress in implementing trade capacity building projects; and

(e) provide a report annually to the Commission describing the Committee’s activities, unless the
Committee otherwise decides.

4. During the transition period, the Committee shall meet at least twice a year, unless the Committee
otherwise decides.

5. The Committee may establish terms of reference for the conduct of its work.

6. The Committee may establish ad hoc working groups, which may comprise government or non-
government representatives, or both.

7. All decisions of the Committee shall be taken by consensus, unless the Committee otherwise decides.

8. The Parties hereby establish an initial working group on customs administration and trade facilitation,
which shall work under and report to the Committee.
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IV. CONCLUSIONS AND LESSONS

The CAFTA Trade Capacity Building process experienced significant success, but also engendered
disappointment. The dollar figures and number of projects generated by the process point to
achievements and the countries agreed to institutionalize a TCB mechanism in the agreement.
Nevertheless, in the initial phases, expectations were raised, arguably to unrealistic levels and thus
inevitably thwarted. In the final balance, however, the CAFTA experience is associated with
efficient mobilization of significant financial resources for the building of trade capacity is possible.

The CAFTA TCB experience, and its similarities and differences with the IF, perhaps offer insights
for the organization and conduct of future TCB initiatives, including at the WTO level for donors,
the countries and the methodological operation of the process itself.

A. Donors

a) Success depends on mainstreaming trade capacity building into institutional resource allocation
processes. Donor institutions have their own procedures, priorities, and prioritization processes
that are not, a priori, linked to any trade capacity building process or other initiative. Because
trade policy/TCB needs are not traditional areas of development financing, officials responsible
for trade within donor institutions must build broad bridges with other parts of their organization
if these needs are to become key institutional priorities and garner more than the financial crumbs
left over after the institutions annual programming work is completed.

Since the beginning of the CAFTA process, the IDB made significant steps in mainstreaming trade.
The Bank’s Regional Operations Departments have worked closely with the IDB’s functional
department responsible for trade, the Integration and Regional Programs Department, in Central
America and beyond in contributing to trade capacity building operations. One key advantage
that the IDB, (as well as the OAS and ECLAC) brought to the CAFTA TCB process was an
already high level of institutional trade capacity. This capacity, constructed since the mid-1990s,
included trade lawyers, trade policy experts, statisticians, research economists, and operations
specialists. If the mainstreaming process is to succeed, it is important for an institution to invest
in having in-house staff who can thoroughly explain complex trade policy matters and their
importance to member countries and who can effectively apply this knowledge in the formulation
of TCB projects to assist them.*?

b) Dedicated instruments significantly aid the effectiveness of donors in participating in TCB
processes and in mainstreaming trade within their institutions. A key advantage that the IDB
brought to the CAFTA process was a series of dedicated instruments for supporting TCB
activities.” Such a "toolkit" has not been replicated by any other donor in either the CAFTA or
the IF processes. The IDB instruments included:

2 Since 1994, the Tripartite Committee institutions had built centralized trade policy capabilities, largely in response

to the FTAA. In the CAFTA process, the World Bank and BCIE had relatively fewer experts and/or they were dispersed
across a range of departments. For the importance of internal donor capacity and related matters, see OECD [2001].

3" For detailed information on the instruments see: http://www.iadb.org.
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e Trade Sector Facility Loan: fast-approving, fast dispersing; maximum amount US$ 5
million. In CAFTA context, Guatemala and Nicaragua had Trade Loans. Suitable for pre-
negotiation, negotiation and implementation matters.

e Program for Integration, Trade and Competitiveness: combines fast disbursing policy-
based lending with project-based financing; no pre-set maximum amount. Suitable for
transition to free trade.

e Special Initiative on Trade and Integration: a $ 2 million annual budgetary allotment in
2003-2004 to support trade-related activities in the Americas, including CAFTA. Suitable
for financing consultancies, seminars, and training.

e Multilateral Investment Fund: special trade-related clusters that finance innovative projects
in Latin America and the Caribbean that benefit the private sector. MIF projects are
typically technical assistance grant programs of between $ 1-1.5 million. During the
CAFTA negotiations, open clusters of relevance included: (i) facilitation of international
trade and investment; (ii) small business networks/supply chains, (iii) cleaner production
/environmental management; and (iv) competitiveness through standards. Suitable for
implementation and transition to free trade.

e Institute for the Integration of Latin America and the Caribbean (INTAL): INTAL
undertakes research and finances training and consultancies on trade issues. Suitable for
pre-negotiation, negotiation and implementation.*

Dedicated instruments allow a donor like the IDB to offer customized TCB programs/responses
for each stage of the trade liberalization process. They also allow donors to dedicate their time
between roundtable meetings/negotiating rounds to developing projects under specific instruments
rather than searching for how and where to include TCB projects within general financing
programs. This, in turn, facilitates the ability of donors to respond in a more agile manner to
pressing needs that arise in the course of trade negotiations. Moreover, once an institution has
made a commitment to having a good level of trade capacity, and to having dedicated TCB
instruments, it is significantly easier to establish additional instruments (such as the Program for
Integration, Trade and Competitiveness) or expand the coverage of existing windows (as was done
with the MIF in the FTAA business facilitation project). In short, the establishment of a "cluster"
of dedicated instruments allows a donor to better respond to country TCB needs and to facilitate
the full completion of the mainstreaming process internally and to signal the importance the
institution places on TCB externally.

c¢) Donors need to be forthright with countries about what their institution can realistically expect
to do, when it can do it and what the country must do to bring this about. One of the most complex
tasks faced by donors in a TCB process is that of managing expectations. It is essential when
donors meet with countries that they be realistic about what they can do and on what timetable. If

4 n addition to these "tools", the Bank also administers the IDB-Canada Trade Fund. Established in November

2003 by agreement between the Bank and the Government of Canada, the Trade Fund finances TCB projects in the
context of the HCP of up to CAD$ 150,000. The Central American countries are designated as "eligible non-priority
countries". Canada has separate aid programs in Central America.

34



donors do not deliver on what they promise, the credibility of the TCB process can be affected.
Similarly, donors need to be very clear about the nature and requirements of the instruments from
which they are trying to mobilize TCB financing. If, for example, another department within the
donor institution has a potential financing vehicle for a given TCB project proposal, the TCB
representatives for the donor need to be clear with the country that while they can advocate for
the project, the ultimate decision about financing remains with the other department.

Donors also need to be clear about what the responsibilities of countries are in the TCB assistance
mobilization process. If, for example, the country is required to send a formal letter of request to
the donor institution requesting grant financing from a certain source of money for a given project,
donors need to be clear about what the letter should say and to whom it should be directed. Donors
generally know which countries are relatively more responsive and can plan around this. The key
factor from the donor perspective is that assistance efforts not fail due to lack of fulfillment of
opportunities on their end.

d) Maximize the number of non-financial deliverables. Countries can benefit from many types of
trade capacity building assistance. Building trade capacity need not be strictly about financing
projects. Throughout the CAFTA process, the IDB has undertaken many types of non-financial
activities. For example, when a country required assistance in conceptualizing certain aspects
of their free trade adjustment strategy, the Bank dispatched a consultant. When a country sought
assistance in preparing for implementation of the CAFTA, the Bank sent a team of experts to
meet with national policymakers and trade officials. These activities and many more have been
carried out at low cost to the countries and the Bank, but they have been very helpful to the
countries in negotiating the CAFTA agreement and preparing for its implementation. They have
also helped to provide much-needed success stories as loan and TC operations have been
working their way through donor approval processes.

e) Donors must closely coordinate with each other. Close donor coordination is a sine qua non of
any workable TCB process. The literature on TCB best practices emphasizes the need for such
coordination (see OECD [2001] and Sauvé [2004]). The Doha Ministerial Declaration called for
closer donor coordination. The IF established and refined the IFSC and the IAWG to try to
facilitate greater donor coordination. The CAFTA TCB group made great efforts to ensure donor
coordination. Nevertheless, the CAFTA TCB experience, and that of the IF, re-confirmed what
most savvy hands in the development world already knew: each donor has its own priorities,
methodologies for project development, and philosophical opinions on technical issues. For any
TCB process to effectively work, donors must coordinate with each other in a transparent fashion
and share credit rather than view each other as rivals. This is much easier said than done because
bureaucracies, by their very nature, encourage tribal behavior. However, it serves no one’s
interests, least of all the countries involved, if multiple donor institutions are trying to develop
competing projects. Building on the Tripartite Committee structure of the FTAA, the CAFTA
TCB process has facilitated a significant level of inter-donor coordination.*> Donors talk regularly
about what activities they are undertaking in a given country. However, donors themselves cannot
carry the entire burden of coordination. Government officials at the TCB table need to know what

%> This close coordination has continued in the US-Andean TCB process.
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projects in what areas are under discussion with what donors. They also require clear instructions
from their senior officials as to how to approach their bilateral meetings with donors. This, of
course, implies intra-governmental coherence and coordination in dealing with the TCB
challenges; something that all to often fails to materialize. Therefore, a donor needs to ask two
fundamental questions when receiving a project proposal from a country: (1) "Have other
relevant ministries, above all, the Ministry of Finance given support to this proposal?" and (2)
"Have you presented this or a similar proposal to other donors?".

B. Countries

a) Countries need to be proactive in making the TCB process work. The old saying tells us that "it
takes two to tango”. As in the case of donors, the vast majority of TCB work undertaken by
countries occurs away from the donor-country meeting table. Countries need to follow up on
project financing leads given by donors and be proactive in fulfilling administrative and
procedural requirements. The CAFTA experience, like other aid processes, has shown that
countries that are proactive and clear in their requests and relationship with donors tend to have
greater success in obtaining financial and non-financial resources.

b) Countries need to understand what TCB is (and is not) and how to manage the expectations of
national stakeholders. Trade Capacity Building is a process that focuses on strengthening
institutions and/or implementing procedures and methodologies that enable developing countries
to more fully and effectively negotiate, implement and adjust to free trade and economic
integration. TCB assistance is not a "Marshall Plan", and it is not a singular answer to trade and
competitiveness challenges. Countries need to guard against creating unrealistic expectations
about the TCB processes among policy-makers, private sector leaders and the general public. If
TCB is sold as a panacea, which naturally does not materialize, then the good that can come from
TCB activities can be undermined by the fallout from thwarted expectations. As noted in 1(c)
above, donors also have a significant responsibility with respect to not raising expectations.

c¢) Trade Ministries must involve their respective Finance Ministries in TCB processes. In most
countries, Ministries of Finance determine public investments and authorize the receipt of grant
financing. There is no getting around their centrality in public policy-making. Therefore, it is
fundamental that Trade Ministries coordinate closely with Finance Ministries and win their
support for proposed TCB initiatives. Without such support, the scope of a country’s ability to
benefit from a TCB process is significantly constrained.

C. Methodology

a) TCB processes should be broad enough to include countries with different levels of development.
One of the key problems in making the IF work is that it focuses only on Least Developed Countries.
Yes, LDCs have the greatest needs. However, almost by definition, LDCs are at the bottom in
terms of number of skilled trade officials and infrastructure. Therefore, diagnostic and project
development processes tend to be very slow. Middle and lower-middle-income countries tend to
have a relatively greater ability to efficiently articulate their trade capacity needs to donors and to
move them to action. Given the expectations and time-horizon of donors, countries and observers
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of such matters, initiatives such as the IF tend to require "success stories” relatively early on.
These "stories" serve as "announceables” that are used to build confidence in the process and
attract greater commitments from donors and participation by countries. Without these "stories",
it is easy for donors to lose interest and for countries to forego partaking in the process. Given the
fact that many LDCs need assistance in even getting started in the needs-identification process,
exclusively LDC-centered initiatives risk suffering from drift. While the IF has gotten back on
track, the fact that the WTO has at least two stand-alone TCB trust funds tends to indicate that
donors are still hedging in terms of where they designate their assistance. In addition to operational
capacity, another key reason for diversified participation in TCB processes pertains to political
legitimacy. By focusing only on the poorest and most marginalized countries, the IF process is
structured to lack relevance for a politically important plurality of WTO members (including all
of Latin America and the Caribbean, except Haiti), thereby making a global "buy-in" impossible.*

b) TCB processes must strike a balance between linking comprehensively to broader development
strategies and programming and responding to the pressing needs faced by countries at the
negotiating table. The "challenge of complementarity” (see Sauvé [2004] p.11.) is an often-
discussed theme in trade capacity building circles. The incorporation of TCB into the core of the
national development agenda is essential. Without the formal trade-development linkage, projects
risk failing to capitalize on natural synergies across areas or even working at cross-purposes with
each other. That said, the end of the mobilizing practical and timely trade capacity building
assistance for a country can get lost in the development of ever more perfect development strategy
documents that diagnose the complex array of factors that drive underdevelopment. Ultimately,
an essential test, if not THE essential test, of the relative success or failure of a TCB process is
how effectively and efficiently it can mobilize the required resources to address the urgent TCB
needs identified and prioritized by countries. Undoubtedly, countries will look for a TCB process
in which it is participating to respond to immediate needs arising from on-going trade negotiations,
whether or not these needs have been incorporated into a broader development strategy.

For a TCB process to enjoy the sustained support of countries yet to encourage the fulfillment of
national development objectives, it must strike a balance between linking comprehensively to
broader development processes and having the ability to agilely respond to the pressing needs
arising at the negotiating table or at home in implementing and adjusting to agreements. The
Integrated Framework (by virtue of its structure) has been very thorough in incorporating TCB
needs into broader development processes. However, although the establishment of Window 11 of
the IF Trust Fund was very much a step in the right direction, the IF still seems to have a ways to
go in meeting the "efficiency and effectiveness” test. The CAFTA TCB process, despite its early
difficulties, seems to have come closer to passing this test. However, it was much less thorough
about embedding the process from the outset in existing development strategies, a cost associated
with the agreed timelines for the pre-negotiation and negotiation phases. Each process has lessons
for the other in this regard.

% n CAFTA, there were different pre-existing levels of capacity among the Central American countries. Those with

a relatively greater degree of capacity tended to advance the process while the countries with a lesser degree of
capacity were organizing themselves and were drawn in by the pressure of momentum among peers.
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c) TCB processes should acknowledge core structural realities of the participating donor
institutions. While numerous donor institutions have made important progress in mainstreaming
trade into their development strategies and programs, the core realities of donor institutions with
respect to developing projects and disbursing funds remains intact. IDB, BCIE and World Bank,
by definition of their procedures and structure, could never respond in a manner consistent with
the expectations of the Central American countries to the initial ‘priority projects’, especially not
in the specified 90-day period. Donors and countries need to be sure to match donor capabilities
with country expectations when establishing the parameters of future TCB processes. The IF, on
the other hand, perfectly reflected the structures and methodologies of its core institutions.
Despite a wish on the part of some countries for a swifter response to identified needs, anyone
familiar with the World Bank or UNDP operations procedures and processes could not have been
surprised at the relatively measured pace of project development.

d) Deadlines and measures of performance, while useful, must be realistic. Deadlines can be an
important tool for invigorating a process. The CAFTA countries, for example, worked at
breakneck speed to prepare the Action Plans and to be ready for the launch of negotiations.
However, deadlines need to be realistic. As mentioned in 3(c) above, the 90-day deadline enormously
complicated matters for all parties involved. Given the parties at the table, a more realistic deadline
may have been 9 months, and only for a limited array of projects. Before being officially established
as priorities, countries should also consult with donors, if only informally, on the potential list of
priority projects so as to improve their chances of obtaining funding. Similarly, measuring the
progress of a TCB process can be a good thing. However, countries need to agree in advance
what the criteria will be for measuring success. Again, this needs to take into account the
institutional realities of the parties at the table.

e) Project profiles are necessary, but need to be viewed as a starting point for dialogue. Every
donor knows that a project idea needs to be elaborated in the form of a project profile if it is to be
eventually approved for financing. Despite the 90-day experience, the preparation of the profiles
Is necessary to TCB processes. However, donors need to be very clear that the presentation of a
profile is a starting point and does not imply any commitment or obligation to provide financing.
In order to reinforce this sentiment, a strict limit (e.g. 2-3 pages) should be set for each profile.
These should also be presented in a format agreed upon at the outset of the process. In CAFTA, it
was not uncommon for countries to present project profiles of 20 pages or more. If a document
looks and reads like a starting point, it is more likely to be viewed that way.

E. Financing

a) Donors need to have a reasonable quantity of non-reimbursable resources for use in the initial
phases of the TCB process. Countries are willing to participate in and work at a TCB process if
they feel that they can "get something out of it". While systemic benefits do flow from the process
of identifying and prioritizing trade capacity building needs, government officials and private
sector leaders will not dedicate their scant time to such an initiative if they are unable to foresee
obtaining tangible benefits in the form of grant financing for some of their priority projects. The
CAFTA perhaps did not address the need for an "early harvest" of credibility-enhancing TCB
projects as well as it might have. Frustration set in early in the CAFTA process because many of
the 90-day projects were going unfinanced due to a lack of grant resources. Although the credibility
gap was later closed as the programs of certain larger donors came online, it would have been
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politically more optimal to have avoided such complications. The IF, deriving its financing from
existing donor programming processes, had even greater difficulties in this regard. In future,
donors planning to initiate a TCB process may wish to get together in advance and set aside an
agreed quantity of non-reimbursable resources within their institutions. These funds can be deployed
to grease the wheels of the TCB process in its early stages. For better or for worse, countries view
relatively easy grant financing for a given quantity of their priorities as a test of the real level of
commitment of donors to a TCB process.

b) Diversified money sources facilitate the long-term viability of TCB processes, but also pose
challenges. The CAFTA TCB process marked an unprecedented coming together of a diverse
array of public, private and international donors seeking to finance and organize projects to
strengthen the trade capacity of the Central American countries. The United States Government
was frank from the outset about its inability (for a variety of reasons) to finance all of the TCB
needs of the Central American countries. Therefore, the assembling of a broad-based coalition of
resource partners was essential if the region’s TCB needs were to be addressed with any seriousness.
In future TCB processes, one can envision this ‘donor community’ expanding to include more
NGOs, perhaps government aid agencies from countries not at the negotiating table, private
sector associations, and individual private firms. This makes both good financial and good policy
sense for the countries involved. However, this expansion has to be managed carefully. One
needs to ensure that all entities that are not party to the trade negotiations to which the TCB
process is attached are acting to strengthen the "public good" of the process rather than pursue
their own specific commercial or political ends.
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V. EMBOLDENING THE MULTILATERAL TCB PROCESS Contents

A. Link the Multilateral TCB Process Directly to the Negotiations.

Trade negotiations, whether at the WTO or at regional negotiating tables, and the specter of
implementing new disciplines tend to illuminate the capacity challenges of participating countries.
This, in turn, generates dynamism and urgency around the need to build trade capacity. In order
to achieve this effect to the maximum degree and spur the sustained interest of international
institutions, the TCB process at the multilateral level needs to be directly linked to the WTO
trade negotiations process.

The Integrated Framework has not reached an optimal level of dynamism in part because it is
insufficiently linked to and able to benefit from the dynamism of a meaningful trade negotiation.
While the WTO Doha Round is seeking to liberalize trade in goods and services, the day-to-
day work of the Trade Negotiations Committee (which guides the Doha negotiations) and the
Negotiating Groups occurs well away from the deliberations and developments of the IF process.

By contrast, the CAFTA integrated its TCB group into the heart of the negotiations process. Its
proceedings had a sense of immediacy and it was able to draw on the vitality of the negotiations.
The CAFTA TCB group met simultaneously with the negotiating groups and was driven by their
calendar. In addition, the CAFTA negotiating groups, those responsible for developing the
substantive rules and disciplines of the agreement, were mandated to compile needs in their areas
of responsibility for presentation to the TCB group. Negotiators from these groups came regularly
to the TCB table to discuss these priorities. This provided countries with an efficient outlet for
presenting for consideration TCB needs that had arisen in the course of the negotiations. The pace
of the negotiations also forced donors to keep the CAFTA process on the front burner and to actively
consider assistance needs as they emerged. Because each negotiating round was an "action-forcing
event", the cumulative effect was to create an impetus for donors to efficiently mainstream trade,
to the maximum degree possible, into their work.

To the extent this is a relevant insight, Ministers of Trade of WTO member countries could consider
bringing the Integrated Framework directly into the multilateral trade negotiations process. While
the WTO Negotiating Groups do not assemble en masse for "Negotiating Rounds", the Ministers
could consider creating a TCB Committee comprised of a broad array of donors and countries
that will meet at WTO headquarters in Geneva as often as a typical Negotiating Group. The new
TCB Committee would have broad responsibilities for the coordination of activities for the
building of trade capacity at the multilateral level. In doing so, it would take over the technical
assistance tasks currently carried out by the Committee on Trade and Development (CTD). The
CTD would retain responsibility for all work related to special and differential treatment and
smaller economies. It would be a sine qua non that the CTD and the TCB Committee would
carry out their work in a coordinated fashion.

As in CAFTA, the WTO TCB Committee could hold both thematic sessions and donor-country
breakout sessions. In addition, the Negotiating Groups and standing WTO Committees could
channel identified needs to the TCB Committee. Integration into the Doha process would be a
key first step to making the WTO TCB process a dynamic one and to reducing some of the
developing country-developed country conflicts in the system.

4



B. APossible Approach

The CAFTA and IF experiences suggest that a road map leading to successful establishment and
operation of such a multilateral TCB process would include the following elements:

a) Open the Process to Participation by All Developing Countries. The pool of countries eligible
for participation in the multilateral TCB process could be expanded significantly. Many non-LDCs
have significant needs that are not being systemically addressed in any TCB process. The least
complicated methodology for deciding which countries are eligible for to participate in a global
TCB process is self-selection.*” The Ministers could fix a given timeframe; say three months, for
the countries to notify their intent to participate in the new TCB process. The methodologies of
most donors for providing assistance, particularly grants, prioritize the smallest and poorest countries.
Therefore, the LDCs will still receive significant assistance whether or not the lower-middle
income tier countries are brought to the table. However, the inclusion of this tier of countries,
which already have some capacity and could significantly benefit from well- designed TCB
assistance, could be the catalyst for expanding the pool of resources and resource-partners.

b) Proactive Donors Assist Countries in Preparing TCB Strategies. The IF, the CAFTA and other
TCB processes have all required as the first step the preparation of National TCB Strategies (i.e.,
DITS and Action Plans). The Ministers could fix a deadline of say nine months to one year for
the completion of Strategies for all countries that have notified their intention to participate in the
new TCB process. In order to meet this deadline, proactive donors with trade expertise and a non-
partisan orientation should be invited to assist countries in preparing their Strategies. Much as the
IDB, the OAS and ECLAC did in Central America, the donors would cover their own staff and
travel expenses when undertaking this work. While donor assistance is voluntary, donors should
not write countries’ Strategies, but rather serve as technical advisors and facilitators. The CAFTA,
FTAA HCP, and DTIS preparation processes have all shown that the visit of a team from the
designated donor institution serves as an action-forcing event and opens up a vehicle for feedback.
With respect to those countries that have already prepared Strategies, whether under CAFTA,
FTAA HCP, IF-DTIS or non-IF DTIS, they can choose to discard them, revise them (with or
without donor assistance) or use them as they are. In terms of their basic structure, the Strategies
could employ the negotiation/implementation/adjustment methodology pioneered in the FTAA
process and first employed in the CAFTA process for organizing their prioritized TCB needs. The
Strategies are meant to be living documents that can be modified or updated as necessary. However,
countries should be encouraged to maintain at least some basic coherence over a period of years.

c) Establishment of a Formal WTO TCB Committee that Brings Together Donors and Countries.
During the period in which the Strategies are being prepared, WTO officials can develop the rules
and procedures for a TCB Committee. As in the CAFTA process, one could foresee that decision-
making authority regarding the management of the Committee would rest with WTO member
governments. Donors would participate as invited guests.

47 Self-selection was used as the methodology in the 34-country FTAA Hemispheric Cooperation Program. Brazil,

Chile and Mexico have opted not to participate as recipient countries of TCB assistance (they have indicated a
willingness to provide specific assistance as donors). Argentina identified only one TCB area of importance (that has
since been addressed by an IDB operation). Venezuela has not participated in the HCP to date and has presented
proposals for restructuring the process. Canada and the United States are participating as donor countries.
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The Committee would be formally established once these are agreed upon and the period for
preparing Strategies has concluded. The initial membership on the donor side could include the
six institutions participating in the IF, interested donor countries and other institutions that assisted
countries with preparing their Strategies. These are likely to include the regional development
banks*® and other multilateral providers of assistance such as the Commonwealth Secretariat. The
country side of the table would consist of all countries that had prepared Strategies.

In order to get the Committee off on the right foot and signal its formal integration into the WTO
negotiations process, its first meeting could be held concurrent with a WTO Ministerial Meeting.
This would give the WTO TCB process a very high profile. Having the Strategies in place at the
time of launching would also give the process a credibility that other efforts have not achieved.

At the launching of the Committee, the Ministers can announce their intention over the medium
term to expand the pool of interested donors to include NGOs, foundations and private sector
bodies. The Ministers and WTO officials will face a complicated task in developing an acceptable
methodology for the inclusion of non-official donors. However, the CAFTA experience indicates
that this can be a desirable end. Managed appropriately, non-governmental actors can bring
significant TCB resources to the table. Not only will developing countries benefit, but these
actors also will come to have a stake in the success of the multilateral trading system.

d) Financing: Merge Existing TCB Trust Funds into a New Trust Fund. Despite calls for coherence
among different donor mechanisms, the multilateral system has four major trust funds for financing
TCB activities: the WTO-managed Global Trust Fund and the Doha Development Agenda Trust
Fund; the JITAP Common Trust Fund; and the Integrated Framework Trust Fund. These funding
instruments, whose resources come from governmental and institutional donations, could be
brought under a single operational structure. This would reduce the administrative duplication
associated with having multiple funds and provide a "one-stop shop™ for WTO member countries
seeking TCB grant resources. Perhaps initially, the four funds could be transformed into "windows"
within a single WTO TCB Trust Fund. Over time, this structure can be refined as necessary. Such
a decision would naturally require the support of WTO member countries and interested donor
institutions. However, an integrated TCB process at the multilateral level, with a single WTO
TCB Committee, should be accompanied by a single, integrated TCB trust fund.

The implementation of such an approach to emboldening the multilateral TCB process would
contribute to and be assisted by real forward movement in the process of more clearly defining
and making operational WTO provisions on Special and Differential Treatment, as mandated by
paragraph 44 of the Doha Declaration. A robust TCB process at the WTO level would significantly
reduce the temptation for member countries to claim "lack of capacity” as the reason for not
implementing certain disciplines. As a consequence, the special and differential treatment debate
could shift to a more honest dialogue about how, as Bernard Hoekman has put it, to "operationalize
the concept policy space in the WTO" (Hoekman [2004]). In other words, WTO countries could
have a more direct discussion about: (i) the rules and disciplines from which certain members feel

8 These would include the IDB, the Asian Development Bank, the African Development Bank and the European

Bank for Reconstruction and Development.
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they need to deviate, either wholly or partially; (ii) ensuring that such deviations are undertaken
in a transparent fashion; and (iii) appropriately reflecting these deviations in WTO law.

Developing countries are quite correct in pointing out that the quantity of non-reimbursable
resources relative the countries’ needs is presently very small. The great challenge in the
years ahead is to find efficient ways to close this gap. Undoubtedly, the institutional and
governmental partners that have participated as donors in the IF and CAFTA processes will
have an important role to play.
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