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Excellencies, distinguished delegates, ladies and gentlemen, 

First of all, may I say how pleased I am to be in Macao to participate in this high-level 

policy dialogue for development. I would like to thank the sponsoring organizations, 

the United Nations ESCAP and the International Trade Center (ITC), for inviting the 

IMF, and also the people and government of Macao for their hospitality. I also 

welcome this opportunity to engage with the representatives of the business sector 

here present on the role of the IMF. 

Today, I have been asked to address the issue of trade adjustment financing to help 

deliver on the WTO round. I must say that the topic could not be more timely. As you 

know, the IMF and the World Bank (IFIs) held their Annual Meetings about 10 days 

ago and the issue of aid for trade, including adjustment financing, featured 

prominently in the discussions. Actually, ministers and governors “urged the Bank 

                                                 
1 The views expressed in these remarks are those of the author and should not be attributed to the 
International Monetary Fund, its Executive Board, or its management. The author is particularly 
grateful to Hans Peter Lankes and his colleagues in the IMF’s Trade Policy Division for their 
valuable input and useful comments and suggestions. Responsibility for all errors, omissions, and 
opinions rests solely with the author.  
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and the Fund to better integrate trade-related needs into their support for country 

programs.” They also “asked the Bank and the Fund to continue their global advocacy 

role on trade and development”.2 The reason for this call will be no surprise to this 

audience. 2005 is a critical year for the Doha Round and while trade is a major 

opportunity for development, it is no guarantee. Today I would like to briefly discuss 

the opportunities and challenges stemming from multilateral trade liberalization and 

present the instruments available at the IMF to help members deal with these various 

challenges, including in terms of surveillance/research, financial assistance, technical 

assistance, and broader aid for trade initiatives.   

Realizing the development potential of trade 

Multilateral trade liberalization has been a major contributor to the world economy’s 

unprecedented growth over the past half century. Indeed, the consensus on the 

development potential of trade has rarely been broader than it is today. It was 

expressed in Doha, in Monterrey, in Johannesburg and most recently at the 

Millennium Summit in New York. Trade is a powerful force for driving growth. And 

growth has been lifting more people out of poverty than at any time in history. 

Estimates of the potential welfare gains from multilateral liberalization under the 

Doha Round have been well-publicized. While estimates vary according to the models 

used, the orders of magnitude—in the hundreds of billions of dollars—are compelling. 

A large share of the gains would accrue to developing countries, well in excess of 

annual aid flows. The gains would derive from simultaneous liberalization of trade in 

a broad range of countries, for which the WTO offers the most effective framework. A 

portion would derive from better market access in industrial country markets, 

including for services, but more importantly, another large portion of the gains is 

                                                 
2 Development Committee Communiqué, Washington, D.C., September 25, 2005. 
http://www.imf.org/external/np/cm/2005/092505.htm  

http://www.imf.org/external/np/cm/2005/092505.htm
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associated with greater South-South trade, if barriers between developing countries 

are reduced. An ambitious Doha Round settlement is therefore rightly considered to 

be a central plank of any strategy to meet the Millennium Development Goals 

(MDGs).  

However, not all countries have been able to take full advantage of the opportunities 

offered by global trade. Some countries have chosen to remain wholly or partially 

closed. In fact, many of the countries with a below-average trade and growth 

performance continue to maintain relatively high trade barriers—LDCs, countries in 

sub-Saharan Africa and in the Middle East and North Africa have the highest average 

tariffs in the world and numerous non-tariff restrictions. Many other countries have 

embraced trade liberalization but have faced severe domestic policy and supply side 

constraints. Clearly, the link between trade and long-run growth is not automatic, but 

requires a supportive environment. On the supply side, this means investment in 

infrastructure sufficient to ensure that products can reach global markets, institutions 

that do not artificially raise transaction costs and, in the longer run, investment in 

education. I will return to international efforts to help address such capacity 

constraints later, when I discuss the emerging aid for trade agenda.  

Furthermore, even in the presence of appropriate supply-side capacities, developing 

countries have expressed concern about the short-term adjustment costs related to 

greater trade openness. Under certain circumstances, these adjustments could indeed 

temporarily reduce export revenues, increase import bills, or cause other shortfalls in 

the external balance of payments. Some of the potential adjustment pressures derive 

from more competitive conditions in a country’s export markets. For example, the 

erosion of tariff preferences might lead to a reduction in the demand for a country’s 

exports because other suppliers could now compete on more equal terms. Similarly, 

the expiry of quotas under the WTO’s Agreement on Textiles and Clothing (ATC) 
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leads to more intense competition in textiles and clothing markets—resulting in higher 

imports and/or lower exports in some countries. Another possible adjustment pressure 

relates to cuts in agricultural subsidies in the OECD countries. While of course 

benefiting a vast number of farmers in the developing world, such measures could 

nevertheless increase the price of food imports. In that regard, there have been 

worries—right or wrong—about the impact on poor and vulnerable segments of the 

population, and thus livelihood and food security concerns have been prominent in the 

Geneva debate. There are also fears that liberalization in merchandise goods might 

lead to deindustrialization, or that more liberal trade in services might, for instance, 

destabilize financial systems. Others have drawn attention to the expected loss of 

fiscal revenue from tariff reductions. While these are all valid concerns, they call for 

the careful design and phasing of liberalizing reforms, not for avoiding them. 

It is now widely acknowledged that increased international assistance can be a crucial 

complement to trade reforms if it helps countries take better advantage of the new 

trade opportunities arising from the Doha Round, or to address transitional adjustment 

costs from liberalization. Guided by its mandate and main areas of responsibility, the 

IMF has been focusing on four types of assistance in addressing developing countries’ 

trade-related concerns: surveillance and research, financial assistance, technical 

assistance, and the aid for trade initiative.  Let me say a few words about each of them 

in turn. 

Surveillance and research 

Surveillance is the regular dialogue and policy advice that the IMF conducts with its 

members. As part of this process (a.k.a., Article IV surveillance), IMF staff engage 

with country authorities in identifying areas of opportunity and risk, in devising 

appropriate policy responses to the challenges of international integration, and, more 

broadly, in discussing the policies that are most conducive to stable exchange rates 
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and a growing and prosperous economy. Since the launch of the Doha Round, the IMF 

has held repeated and frank discussions with its larger member countries about the 

systemic impact of their trade policies on other countries. In its bilateral surveillance, 

the IMF has paid particular attention to potential macroeconomic vulnerabilities 

arising from trade reforms under the Round, and identified countries that are most 

vulnerable; e.g., in relation to the expiry of textiles quotas under the ATC, countries 

with relatively large exports to quota-constrained markets. 

The IMF has also strengthened its research capacity in the trade area, and is helping to 

develop methodologies for assessing the impact of trade reforms on member 

countries. Overall, IMF research suggests that difficulties arising from third-country 

liberalization will be temporary when they arise, and we do not expect them to be 

widespread. To take a prominent example, model simulations suggest that the impact 

of preference erosion is unlikely to be large for most countries, though it could be 

significant for a minority.3 In a fairly ambitious liberalization scenario, a reduction in 

export unit values of more than 2 percent would be limited to around two dozen 

countries. The associated loss of export income would tend to be larger to the extent 

that export volumes decline in response to the price competition. We also found that 

the problem of preference erosion is heavily concentrated in a sub-set of products. 

Reforms in preference regimes for just two products—sugar and bananas—might 

leave only a fraction of the current preference margins of some of the most vulnerable 

preference beneficiaries. Accordingly, assistance to help countries cope with 

preference erosion can be closely targeted to the countries at risk. Many of these are 

small island economies that may have serious difficulties in adjusting. 

                                                 

(continued…) 

3 Alexandraki, Katerina and Hans Peter Lankes, 2004, “Estimating the Impact of Preference Erosion 
on Middle-Income Countries,” IMF Working Paper WP/04/169. Subramanian, Arvind, 2003, 
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The Trade Integration Mechanism 

IMF financial assistance is available to give member countries the breathing space 

they need to correct balance of payments problems, including when such problems 

stem from adverse trade developments. While balance of payments shortfalls resulting 

from an ambitious Doha Round outcome are unlikely to be large for most countries—

and would eventually be dominated by the positive impact of more open trade—they 

could be significant in the short run for some countries. To further mitigate 

concerns—particularly in developing countries—about financing such balance of 

payments shortfalls, the IMF introduced the Trade Integration Mechanism (TIM) in 

April 2004.  

The TIM is not a special facility that will provide new resources under special terms. 

Financial support for balance of payments difficulties arising from trade-related 

adjustments is already provided under the IMF’s existing lending facilities. Rather, the 

TIM is a policy designed to increase the predictability of resources that are available 

under existing facilities. The TIM offers a kind of insurance service, which provides 

countries with a greater degree of certainty that IMF financing will be available to 

assist with larger-than-anticipated adjustments. And the explicit emphasis on trade 

adjustments ensures that their impact is carefully estimated and incorporated into 

IMF-supported programs. 

I will not elaborate here too much on how the TIM works in practice. The IMF Board 

paper presenting the TIM was, I believe, circulated as a background document for the 

                                                                                                                                                       
“Financing of Losses from Preference Erosion”, Communication from the IMF to the WTO, 
WT/TF/COH/14. 
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conference.4 In short, a member country can request consideration under the TIM if it 

expects a net balance of payments shortfall as a result of measures implemented by 

other countries that lead to more open market access for goods and services. Such 

measures would typically be introduced either under a WTO agreement or in some 

other way that treats all countries on a nondiscriminatory basis. Examples include 

those that I have already mentioned, including the erosion of tariff preferences in 

export markets, increases in the price of food imports, and higher imports and/or lower 

exports from increased competition in textiles and clothing (T&C) markets resulting 

from the expiry of the ATC. 

The TIM does not cover the implications of “own liberalization” measures—for 

example, any deterioration in a country’s balance of payments that results from a 

reduction in its own import tariffs. However, the IMF will continue to assist its 

members in anticipating and managing the implications of domestic reforms, whether 

taken unilaterally or in the context of the Doha Round, including through financing 

under the IMF’s existing policies. 

So far, two countries have availed themselves of the TIM in relation to the expiry of 

the ATC: Bangladesh in July 2004 in the context of a PRGF arrangement, and the 

Dominican Republic in January 2005 in the context of a Stand-by arrangement. Other 

countries in South Asia and Africa have expressed interest, but are monitoring 

developments with regard to safeguards on Chinese exports to the EU and U.S. 

markets. As long as China’s exports remain fairly restricted, adjustment pressures on 

its competitors in these markets are of course less intense and there is less need for 

IMF support. 

                                                 
4 “Fund Support for Trade-Related Balance of Payments Adjustments”, 2004, IMF 
http://www.imf.org/external/np/pdr/tim/2004/eng/022704.htm  

http://www.imf.org/external/np/pdr/tim/2004/eng/022704.htm


 - 8 - 

Technical Assistance 

The IMF provides significant and long-standing technical assistance and training to 

help member countries strengthen their capacity to design and implement effective 

policies. Technical assistance is offered in several areas, including fiscal policy, 

monetary and exchange rate policies, banking and financial system supervision and 

regulation, and statistics. Perhaps the most relevant areas of technical assistance in the 

trade area involve assistance for data improvements, customs reform, and tax and 

tariff reform—including to mitigate the revenue implications of trade liberalization. 

Actually, the Managing Director of the IMF has written to WTO members to assure 

them that IMF assistance would be available, if they so request, in designing revenue 

reforms that may be necessary as a result of a Doha Round agreement. 

Although many low income countries and some middle income countries have 

difficulty in replacing trade tax revenues lost as a consequence of trade reforms, 

experience shows that this need not be the case. There are success stories, and the 

central components of that success are clear. According to IMF research,5 the 

difficulty is ultimately not so much technical—though the proper design and 

implementation of accompanying domestic tax reforms is not a trivial task—as that of 

political commitment to the reforms widely recognized as being necessary to 

strengthen domestic tax systems. Successful experience suggests, in particular, that: 

(1) revenue recovery requires a committed and continuous effort, over several years, 

to broaden tax bases by eliminating exemptions, simplifying rate structures, and 

improving revenue administration; (2) strengthening the domestic consumption tax 

system, through the excises and particularly by means of a simple, broad-based VAT, 

                                                 
5 Baunsgaard, Thomas, and Keen, Michael, 2004, “Tax Revenue and (or) Trade Liberalization?” 
http://www.imf.org/External/np/res/seminars/2004/tbmk.pdf. 

 

http://www.imf.org/External/np/res/seminars/2004/tbmk.pdf
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has a crucial role to play; (3) in contrast to the standard theoretical prescription that 

consumption taxes assume the burden of revenue recovery, the strengthening of 

income tax can also make an important contribution; and (4) trade liberalization may 

need to be purposely sequenced with domestic tax reform.  

Aid for Trade 

At meetings of their governing boards last spring, the Bank and the IMF were asked to 

develop detailed proposals, for consideration at the Annual Meetings, for further 

helping developing countries adjust to, and take advantage of, the Doha Round. These 

requests were echoed by the G8 in Gleneagles in July 2005. In response to these 

requests, and after consulting with key stakeholders in Geneva, the staff of the Bank 

and the IMF made a three-pronged proposal.  

• First, to enhance further the Integrated Framework (IF), including by endowing 

it with predictable, multi-year financing over an initial five year period.6  

• Second, to review whether regional and cross-country trade needs—such as 

regional infrastructure for landlocked countries—are satisfactorily addressed 

through existing financing mechanisms, and if not, to explore the desirability 

and feasibility of new schemes, including a multilateral fund to address such 

needs.  

• Third, to further strengthen the framework for assessing adjustment needs so 

that existing assistance mechanisms in this area can be better utilized. In 

                                                 
6 The Integrated Framework of Trade-related Technical Assistance (IF) brings together multilateral 
agencies (the IMF, International Trade Centre (ITC), UNCTAD, UNDP, WTO and World Bank) and 
bilateral and multilateral donors to assist least-developed countries (LDCs) in strengthening the 
incorporation of trade reforms in national poverty reduction strategies and coordinating trade-related 
technical assistance. 
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particular, where a country was found to be suffering especially severe 

adjustment costs, the IFIs would coordinate with other donors to bring an 

additional package of assistance, in the form of grants or loans, as appropriate. 

The IMF is now experimenting with the use of so-called floating tranches in its 

programs to address possible adjustment financing needs related to trade 

reforms. Such financing tranches would be triggered when MFN trade 

liberalization is undertaken, as a result of Doha Round commitments, regional 

trade agreements, or unilaterally. Their timing would be under the control of 

the authorities, so that any delays would not jeopardize the rest of the IMF 

program. 

At the recent Annual Meetings, ministers and governors broadly endorsed these 

proposals, and over the coming months, in the lead-up to Hong Kong ministerial and 

beyond, we will work with others to flesh them out and implement them.  

Conclusion 

The 2005 Hong Kong SAR Ministerial will be a key test of the ultimate ambitions of 

the “development” round. If all countries stick to minimalist positions, there is little 

chance that the Doha Round will make a significant contribution to reducing global 

poverty. And an investment in a successful Doha Round is an investment in the future 

of a strong and effective multilateral trading system. To this end, the World Bank and 

IMF are intensifying their efforts in support of an ambitious outcome from the Doha 

Round. In particular, the IMF has introduced the TIM to provide financial assistance 

to members facing balance of payments pressures resulting from multilateral trade 

reforms by other countries, and is examining the use of floating tranches under IMF 

arrangements aimed at mitigating the balance of payments impact of a country’s own 

trade reforms. The IMF has also sharpened its surveillance of countries with trade-
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related vulnerabilities and is providing trade-related technical assistance for customs 

and tax reform.  

However, there are limits to what the IFIs can do. The Round will stand or fall on its 

trade content; aid can only play a subordinate, though complementary role. As we 

approach the crucial Hong Kong Ministerial meeting, now is the time for action by all 

WTO members to move the negotiations forward. May I take this opportunity of the 

presence of representatives of the business community to also emphasize the pro-

active role that the private sector could play to make their respective governments 

engage more actively in the trade talks. Key areas for action are: increasing market 

access, especially for developing countries; significantly reducing trade-distorting 

domestic support; eliminating all forms of export subsidies in agriculture; and making 

significant progress on services, including financial services. In short, the importance 

for the global economy and for meeting the MDGs of achieving a successful and 

ambitious outcome in Hong Kong cannot be overemphasized. 

Thank you for your attention  


