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 A INTRODUCTION 
 

An intense policy discussion has been taking place in the international 
community over the future of small states in the face of globalization and 
liberalization. Central to this debate is the issue of vulnerability of these 
states to marginalization, adverse external shocks and natural disasters. 
Several proposals have been made, especially by the small states in the 
Caribbean, the Pacific and the Indian Ocean to deal with the question of 
adjustment of these states to the new environment. Essentially, they take the 
form of longer transition periods, lesser international obligations, trade 
adjustment assistance, risk management assistance and greater security and 
predictability of market access1.  
A Commonwealth Secretariat-World Bank Joint Task Force was set up in 
July 1998 to examine the case for special treatment of small states in the 
global economy. More specifically, the aim was to study the relevance of the 
instruments of the World Bank for assisting these countries as well as to 
address the transitional problems associated with international trading 
arrangements. The reaction of international organizations such as the WTO, 
IMF, World Bank, European Union and the Commonwealth Secretariat to 
such proposals is presented in the Final Report of the Task Force. 
(Commonwealth Secretariat-World Bank Joint Task Force, 2000).  
 The Report offers a range of common relevant policy actions for small 
states themselves and the international community to deal with their special 
problems of volatility, vulnerability, transition to the changing global trade 
regime, capacity building and the challenges and opportunities from 
globalization. Its focus is mainly on the financial and technical interventions 
for addressing these issues. Trade matters as well as the integrated nature of 
the problem are treated with less depth. These are areas in which a 
significant divergence of opinion continues to persist as regards the nature 
and causes of the problems. In addition, even where there is some agreement 
on particular problems, disagreement remains on the policy approaches to 
resolving them. The effectiveness of existing and proposed provisions in 
international trading and financial arrangements that pertain to small states 
still therefore, needs to be examined.  

 In the light of the above, the specific objectives of this study are as follows: 
 

                                                 
1 These proposals are reviewed in Sutton (1998) and the Commonwealth Advisory Group (1997). 
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ι to appraise through detailed analysis the policy implications of smallness as 
a factor in Lomé, FTAA and WTO negotiations; 

 
ι to recommend special measures regarding trade, financial and investment 

liberalization that will protect the interests of these countries in the above-
stated negotiations. 

 
In view of the above objectives, the Terms of Reference are conceived as follows: 
 
♠ Examine the major issues relating to smallness and particularly the 

constraints facing small states in effectively benefiting from the processes of 
trade, financial and investment liberalization and world integration 
generally, paying due attention to issues of competitiveness, specialization, 
vulnerability, adjustment costs, market size, sustainable development and 
diversification; 

  
♠ Outline and assess the effectiveness of the existing and proposed provisions 

in international trading and financial arrangements that pertain to small 
states with special reference to Lomé, WTO, and FTAA; and specifically 
cover criteria that can be put forward for special transitional periods 
regarding the removal of trade barriers to goods and services; special 
measures regarding financial and investment liberalisation; aid strategies to 
help small countries achieve a critical mass in terms of areas such as 
production, marketing and administration; and simplify arrangements for 
managing ODA;  

 
♠  Assess the challenge of securing special terms for the Caribbean in the 

upcoming negotiations on the Lomé Convention, the FTAA and the WTO 
by examining the feasibility of various proposals to enhance provisions for 
small states with close attention being paid to the submissions of small 
states, the UN SIDS agenda, the work of the various committees and task 
forces set up in the World Bank, Commonwealth Secretariat, WTO, FAO; 
EC Commission, the Indian Ocean Commission, The South Pacific Forum, 
FTAA, CARICOM, RNM, OECS, etc; 

 
♠  Recommend appropriate measures that could be proposed in the FTAA, 

Lomé and WTO with a view to enhancing the negotiating positions of 
Caribbean States in these fora. 
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This project is designed to assist the RNM in examining the policy implications of 
smallness as a factor in the Lomé, FTAA and WTO negotiations. On the basis of a 
detailed study of the constraints facing small states, special measures are 
recommended regarding trade, financial, and investment liberalization. Particular 
attention is paid to the criteria that can be advanced for appropriate transitional 
periods and development assistance. 
The study  seeks to inform the RNM and CARICOM Negotiators of the relevance 
of trade policy proposals relating to small states in Lomé, FTAA and WTO 
negotiations. CARICOM countries and the RNM have already identified certain 
consequences of trade negotiations on small countries. Initiatives have also been 
taken to create Task Forces on Small States in some international organizations as 
well as present various proposals in some negotiating forums. At this juncture the 
task is to take stock of the policy debate on small states against the backdrop of 
continuous technical work being undertaken and determine for each forum what 
would be the most appropriate proposals that would advance the interests of small 
states. Such an exercise has gained more relevance as a result of the increasing 
involvement of small states in Africa, the Indian Ocean, Asia, the Pacific, Latin 
America and the Caribbean in articulating various positions relating to the 
participation of small states in the international economy. 
The required methodological steps that were taken are as follows: 
 

(a) Preparation of an Inception Report; 
 
 (b) Collection and review of available studies and other documentation on 

trade and development policies and strategies of small states and on 
small states in the international economy; 

 
(c)  Preparation of a Draft Outline and the undertaking of Preliminary 

Desk Research based on (a) and (b); 
 

(d)  Preparation and undertaking of interviews;  
 
 (e)  Preparation of Interim Report; 
 
 (f)  Preparation of Draft Final Report with specific policy 

recommendations; 
 
 (g) Preparation of Final Report. 
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 The study attempts to build on existing work on the vulnerability of small 
states. The issue of vulnerability is examined and the state of construction and the 
relevance of a vulnerability index for small states are examined. A case is made for 
new criteria for classifying small states in order to assess the existing and potential 
impact of liberalization on these states. Some priority is given to assessing 
resilience and transition costs and identifying the most vulnerable from this 
perspective. Trade policy proposals in the various fora are then examined against 
the background of these findings. 
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B.  EXAMINATION OF THE MAJOR ISSUES AND FINDINGS 
 

(i) Problem of Measurement of Size 
 
The literature on small sates is replete with the use of arbitrary cut-off points that 
serve to measure and define size. This has given rise to the lack of comparability of 
results and also made it difficult to test propositions. The three criteria generally 
used to measure size are population, GDP and land area. The population definition 
of 10-15 million used by Kuznets (1960) and Chenery and Syrquin(1975) was 
acceptable three decades ago. Later in the 1980’s a composite index of population, 
total GNP (as a proxy for capital stock) and land area was developed in Jalan 
(1982). Lloyd and Sundram (1982) showed that there is a high correlation between 
population and other measures of size. They advocated the use of the population 
variable alone suggesting that 5 million was reasonable in so far as most countries 
chosen from the composite index had populations less than 5 million. In the 1960s 
and 1970s Demas (1965) used the 5 million benchmark in conjunction with usable 
land area of 10-20 thousand square miles. The use of 5 million became more 
prominent in the data used in the studies in the 1980s. 
Some recent works have tended to use lower population counts. For instance, 
Armstrong and Read (1998) and the Commonwealth Secretariat/World Bank Joint 
Task Force (2000) used a benchmark of 3 million and 1.5 million respectively. At 
the same time however, a return to larger population measures has appeared in the 
OAS study (OAS, 1996) as well as in Gutierrez (1996) where a population figure 
of 8-12 million was employed.  
In most cases, the rationale for the population size chosen is never made explicit. 
In order to reduce the arbitrary choice of these measures, Looney (1992) attempted 
to examine whether there were some unique characteristics associated with 
smallness. He developed with the help of factor analysis an index of size that does 
not rely exclusively on GNP, land area and population. He tried to distill a unique 
set of characteristics (not associated with size per se) in finding a threshold point 
between large and small by combining the conventional size definition used in 
Jalan (1982) with performance and policy variables. He employed in particular 
defense and non-defense expenditure on the assumption that a larger country 
would internalize to a greater extent the stimulus of expanded government 
expenditure. The characteristics found to be associated with small size were high 
trade /GDP ratios, larger public expenditure to GDP and larger payments deficits 
relative to GDP. In addition, he found that small countries in the main did not 
sustain growth from one decade to another.  
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There have been few attempts to build on the above work. In a world of increasing 
returns to scale, the notion of market size has been growing in importance. 
Dunning (1981) emphasized market size as being critical to attracting investment. 
Helpman and Krugman, (1985) advanced the proposition that large countries have 
a comparative advantage in goods subject to large internal economies of scale. 
Torstensson (1995) tested this hypothesis with OECD data for 23 countries and 
product groups at the 4-digit level of ISIC and found no evidence that countries 
with larger domestic markets are net exporters in industries that are characterized 
by large internal economies of scale. However, he stated that his results may be 
sensitive to the proxy variable used to measure the degree of internal economies of 
scale.  
In further empirical work on country size and comparative advantage, 
Torstensson(1997) found that countries with a large domestic market are net 
exporters in scale-intensive industries2. Auguier (1980), Glejser et al. (1980), Tyler 
(1976) and Roberts and Tybout (1991) also found that export firms are typically 
larger than firms oriented toward the home market only. In addition, Schwalbach 
(1988), Owen (1983), Müller and Owen (1985) and Scherer et al. (1975) by 
controlling for domestic market size showed that firm sizes are positively 
correlated with export activities. Banerji (1978), Caves (1984), Baldwin and 
Gorecki (1986) and Schwalbach (1988) report that home market size is correlated 
with average firm size. The latter observation that was confirmed by Berry (1992) 
who found that, similar to the specialization of production, optimal firm size is also 
an increasing function of the size of the market. He, however, related the latter 
phenomenon more to trade costs than to scale efficiency.  
Large domestic markets seem, therefore, to yield a competitive advantage for 
export activities, giving support to the argument that large countries have an 
advantage in goods requiring large economies of scale. Pratten (1988) shows that 
for several industries Minimum Efficient Scale (MES) is too high to support more 
than a few firms in the UK. 27 percent of EC output is produced in industries 
whose MES is above 5 percent of the whole EC market. Consequently, in the long 
run these industries support at most 20 firms EC-wide. This would roughly be one 
firm per 18 million persons. Assuming that the scale effect is one quarter of this for 
the average industry, then one firm per 4.5 million may well be the average size. 
In the light of the above, the literature (UNCTAD 1996 and Armstrong and Read 
1998).3 noting that small countries are losing their competitiveness in export 
                                                 
2 He studied the trade of  OECD countries individually. The data was pooled into one regression 
by introducing, simultaneously, country and industry characteristics. 
3 It has been found that in terms of comparative advantage small state success has been linked to 
rich natural resources and a strong service sector, particularly financial services and tourism. 
(UNCTAD 1996 and Armstrong and Read 1998). 
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manufacturing may well be indicative of this scale effect. Even in services, the 
scale problem is still critical. Schware (1996) has noted its importance in software 
development. Romer (1990) in discussing size and endogenous growth has also 
underscored the scale problems for the countries too small to generate their own 
knowledge. 
The focus on increasing returns to scale both in goods and services would suggest 
that an attractive market size could hardly be less than 5 million and may well go 
up to a higher range of 12-15 million. As a result, a rigid low cut-off point does not 
appear to be justifiable. Instead, it appears useful to provide some latitude and 
explore a wider range allowing smallness as so defined to interact with factors 
other than size in a more meaningful way. 
 

(ii) Size, Growth and Volatility 
 
Looney (1982) for two periods (1970-1980 and 1980-1988) found that the growth 
performance of larger countries is superior to that of small ones. Once a certain 
growth momentum has been attained, continued growth is relatively easy to 
maintain for the former states. He found that large developing countries are more 
capable of sustaining a growth momentum from one period to another while small 
countries are not capable of stimulating growth through altering their public 
expenditures. Growth is seen to be largely outside their control. Nugent (1977) also 
looked at the ability of countries to maintain growth from one decade to another 
and like Blazic-Metzner and Huges (1982) for 1965-1978 obtained the same result. 
However, Khalaf (1979) found no association between size and economic growth 
similar to Milner and Westway (1993). More recently, Armstrong et al (1998) and 
Easterly and Kraay (1999) found that population size does not significantly affect 
growth. 
The above however, does not clearly answer the question as to whether small 
countries encounter greater difficult in sustaining growth. Finding no difference in 
growth rates between small and large countries does not indicate any measure of 
effort and circumstances. It has been noted that small states have greater openness 
and volatility of income and on this issue there has been a fair degree of consensus. 
Similar to the finding of greater output volatility in small states by Ramey and 
Ramey (1996), Easterly and Kraay(1999) found that real per capita GDP growth 
rates tend to be more volatile in small states. They used the standard deviation of 
annual real per capita GDP as a measure of volatility of income and found that 
trade openness contributes significantly to greater volatility of growth in micro-
states. A main source of this volatility comes from the terms of trade which are 
larger for small countries because of large trade shares in the economy and the 
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specialization of their exports. The latter two are inseparable from small size. 
Additional growth volatility (not due to terms of trade and specialization) was 
possibly attributed to hurricanes and other natural disasters.  
Alesina and Spolaotre (1997) found that openness will make small states more 
viable allowing Easterly and Kraay (1999) to suggest that the positive effects of 
openness will offset the negative effects of output volatility by 2.4 times. The 
latter, however, does not capture the full picture. Greater volatility does imply a 
relatively greater policy effort to maintain the momentum of growth. If output 
volatility is one of the consequences of openness, greater openness on balance can 
only be positive if it provides larger market access on relatively secure terms. 
Whether greater openness leads to net positive results seems to depend on the 
context and nature of the openness. Measures of openness say nothing about 
market access barriers faced by countries or the type of products being exported 
and under what trade arrangements. Openness would appear to generate less 
volatility and more sustainable growth to the extent that market access is secure 
and predictable- a condition that is more likely to arise for a small state if it is 
highly integrated into a developed constituent region.  
Helleiner (1994) has pointed to the high market risks small countries face if trade 
agreements with large states are broken. This implies that the more secure the trade 
arrangement, the greater the inducement to invest and to diversify. A similar 
observation has also been made by Belassa (1967) and Scitovsky (1960) as they 
noted that economic integration reduces external uncertainty of small states 
through closer trade links and greater economic interdependence with 
neighbouring states. By extending their domestic markets through trade integration 
small countries can better overcome the limitations of market size (Belassa,1967). 
Using the World Bank Income Group classification of small states, Armstrong and 
Read (1995) highlighted the importance of the constituent region in explaining 
economic performance among small states at the global level. Small states are seen 
to depend on the economic strength of their larger neighbours. The success of 
Western European Small States to whom the EU has generously given trade 
concessions are explained in this way and globalization as compared to 
regionalism is seen as less significant for small states. 
The above argument can be extended in the sense that it is not surprising that many 
small countries (both developed and developing) enjoy a relatively higher degree 
of preferential integration with developed countries. For instance, a 
disproportionate amount of small states can be found to enjoy privileged “beyond-
GSP” market access in CBI, SPATACA, Lomé, CARIBCAN and free trade or 
customs union arrangements with the EU. 
The benefits of integration with a large autonomous region capable of sustained 
integration should not be underestimated. Growth prospects for trade integration 
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continue to differ by region. Among the regions in the developing world, East 
Asia, with its sizable market and autonomous regional integration forces, is 
regarded as having more prospects for sustained integration into the world market 
than Latin America and the Caribbean, Eastern Europe and Central Asia in which 
the process of integration continues to depend on capital inflows and a favorable 
terms of trade. The Middle East, North Africa, and the Sub-Saharan African region 
also continue to be dependent on favorable terms of trade and capital flows—in the 
case of Sub-Saharan Africa, official flows—for their integration into the world 
market4.  
Most small developing countries are physically part of constituent regions that 
have no basis for sustained integration. Hence, they tend to develop strong trade 
and financial relationships with large developed regions. The depth of this link 
with developed trade blocks has contributed to mitigating negative effects of 
volatility and acts as a positive factor as regards the sustainability of income. 
 

(iii) Speed of Trade Integration 
 
Since small countries are more in need of trade and investment openness than large 
states, then they should be integrating faster into the world economy. The faster 
they are able to integrate into the world economy on secure terms, the better would 
be their economic performance. The process of integrating into the world economy 
is a two-edged sword. While small economies need to keep extending their 
domestic markets through more market access, at the same time they are very 
vulnerable to shocks and the high cost of adjustment. It would appear therefore that 
the small countries that are able to obtain relatively more secure and predictable 
market access in areas of export interest by conceding low adjustment costs will 
most likely be the ones that will perform better.  
The relationship between a faster integration into the world economy and a 
stronger economic performance is a contentious one. If correct, it should be easily 
established for small states. Recently, some evidence has been provided showing a 
strong relationship between trade integration and growth5. In relation to small 

                                                 
4 Shigeru Otsubo “Globalization—A New Role for Developing Countries in an Integrating 
World” Mimeo. International Economic Analysis and Prospects Division, International 
Economics Department. The World Bank. 
5  The most recent of such evidence is that provided by A.T. Kearney, the management 
consulting unit of Electronic Data Systems. In a study of 34 countries, it showed that countries 
which opened their markets had a faster economic growth and an improvement in social 
indicators. For other work see the following: 
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countries, however the evidence is lacking. Using the evidence provided by Low et 
al (1998) and grouping countries in various size categories, no correlation is found 
between size and the pace of integration as shown in TABLE 1. 
Globalization of the world economy has led to increased competition and 
liberalization of trade and investment. It has forced many small countries to make 
significant policy changes at the macro-economic and structural level in order to 
reap benefits from the reduction/elimination of trade barriers (tariffs and non-
tariffs) either at the multilateral and /or national/regional level; to adapt to the 
erosion of trade preferences under special trading arrangements as the CBI, Lomé, 
GSP and CARIBCAN as a result of universal and regional liberalization; to come 
to terms with the loss of specific commodity protection as for instance in the case 
of bananas; to deal with trade and investment diversion stemming from the 
formation of trade blocks and the extension of FTAs to neighbouring competitors 
by the EU and North America; and to respond to the planned and phased 
elimination of the Multifibre Agreement (MFA) with its potential negative impact 
on special garment access conditions under the CBI, SPATACA and Lomé. 
 

                                                                                                                                                             
Shigeru Otsubo “Globalization—A New Role for Developing Countries in an Integrating World” 
Mimeo. International Economic Analysis and Prospects Division, International Economics 
Department. The World Bank. 
 

WTO (1998) “Does Globalization Cause a Higher Concentration of International Trade and 
Investment Flows? “ by Patrick Low, Marcelo Olarreaga, and Javier Suarez, August, 1998 
 
World Bank (1996). Global Economic Prospects and the Developing Countries 1996. 
Washington, D.C., 1996 
For a recent test of the negative link between trade and growth see the following:  
 
Rodrik, Dani (1999) The New Global Economy and Developing Countries : Making 
           Openness Work (Policy Essay, No. 24) 
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TABLE 1. SIZE AND SPEED OF TRADE INTEGRATION. 
 

POPULATION 
(million) 

Speed of Trade Integration 
(A) 

1.5 and Less 1.105 
1.5/3 1.020 
3/5 0.999 
5/7 1.138 
7/9 1.064 
9/10 1.026 

10/18 1.068 
18 and over 1.072 

 
(A). The Trade/output ratio adjusted for purchasing parity is used and labeled 

Trade/pppmktGDP Ratio. It is also adjusted for the size of economy using  
pppGDP. Ratio=(actual Trade/pppGDP ratio)/(fitted Trade/pppGDP ratio)  
 
where fitted values are obtained using the following regression:(Trade/pppGDP)= 
a+ b ln(pppGDP) + c (ln(pppGDP)) 

 
Source: WTO (1998) “Does Globalization Cause a Higher Concentration of 
International Trade and Investment Flows? “ by Patrick Low, Marcelo Olarreaga, 
and Javier Suarez, August, 1998 
 
Many small countries have, however, been slow in reacting to these changes. They 
tend to see more the threats rather than the opportunities in this process. This 
perception is linked to the fact that these economies depended on above-average 
protection (relative to other developing countries) in the markets of developed 
countries under the CBI, Lomé, CARIBCAN and SPATACA which universal and 
regional liberalization has eroded and threatens to erode. Dependence on 
traditional arrangements is still considered important as the search for alternatives 
continues and diversification appears to be a daunting task.  
Efforts at diversification and adaptation to the above changes have not been 
facilitated by some trends in investment such as the concentration of international 
investment in a few countries and the difficulties for small countries to attract 
investment outside the natural resource sector. The intense competition to attract 
foreign investors leading to more and more incentives and greater resources for 
investment promotion is also having a crippling effect. 
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(iv) Smallness and Vulnerability  
 
The Commonwealth Vulnerability Index (CVI) (Atkins et al, 2000) defines 
economic vulnerability in terms of the incidence and intensity of risk and threat 
and the ability to withstand risks and threats and to bounce back from external 
economic and environmental shocks. These two elements are considered as 
“impact” and “incidence”. The impact is computed first from defining income 
variability as representing vulnerability and specifying a stochastic equation to 
determine income variability in three independent variables-economic exposure, 
remoteness and insularity and susceptibility to environmental events and hazards. 
The results are then modified by the level of GDP which is used as a proxy for 
resilience to determine incidence. On this basis CVI is computed as positively 
related to the impact index and negatively related to level of GDP.  
Crowards(2000) attempts to capture vulnerability that stems from features 
“inherent” in an economy and not simply a function of policy. He takes issue with 
the use of GDP per capita as a measure of vulnerability which he considers 
different from volatility. He defines vulnerability as the potential to suffer from 
future external shocks. Rather than using output volatility as a measure of 
vulnerability, he attempts to compute an index from six factors which are 
perceived as the root causes of vulnerability. The six factors used are 
peripherality/remoteness, export concentration, export destination convergence, 
export openness, net energy imports, reliance on external finance and natural 
disasters. 
Concern has been expressed with the use of the level of GDP as a measure of 
resilience and need to moderate the CVI vulnerability impact index on the grounds 
that incomes may be relatively small but the ability to defend them may be high. 
As Crowards (2000) shows, there is no relationship between the level of GDP and 
income volatility. The measure of resilience by the size of GDP largely biases the 
results in favour of countries with a low GDP. The very small states, even those 
with low volatility immediately shoot up in vulnerability and low resilience once 
this is done. Another reservation with the CVI is that the volatility index is in fact 
the vulnerability impact index in so far as it represents actual performance rather 
than predicted values. The calculation of the vulnerability impact index by a 
stochastic equation serves no purpose except to try to identify the causes of income 
volatility as Crowards (2000) also notes.  
A comparison of the various vulnerability classifications reveals a large amount of 
inconsistency due to the different methodologies, different time periods used, and 
variable specifications employed to determine the degree of vulnerability. 
Significant variation appears in the first instance in the ranking of countries as 
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revealed in TABLE 3 6. At the level of volatility, there are also significant 
differences as shown in TABLE 2 which compares CVI with the index computed 
by Crowards (2000). For purposes of additional comparison, a volatility index is 
calculated on the basis of the standard deviation for the period 1980 –1995 for 138 
countries and compared to that of Atkins (2000). The results reveal that volatility is 
much higher in Atkins (2000) mainly for small countries below 1.5 million. By 
varying the definition of size, volatility was found in our exercise to be also high 
even up to a population size of 9 million.  
 
 

TABLE 2 - POPULATION AND VOLATILITY IN TWO STUDIES 
Population Average Volatility 

Standard Deviation  

Lower Upper Atkins 
Index 

Calculated Index 
 

 

0 1500000 7.768235 4.767497  
1500000 3000000 5.425 5.495313  
3000000 5000000 6.075556 5.948814  
5000000 7000000 5.7275 5.640077  
7000000 9000000 4.982857 5.132672  
9000000 12000000 4.011429 4.19567  

12000000  5.049474 4.054232  
 

                                                 
6 This Comparison is between Atkins (2000) labeled as  column “A” and  Crowards (2000) 

labeled as column “C” in the Table 3. Where no figure is given by Crowards  it means that no 

index was computed for that country in his study. 
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TABLE 3. COMPARISON OF VULNERABILITY RANKINGS IN TWO STUDIES 

 
High A C Higher Medium A C Lower Medium A C Low A C 

Antigua & Barbuda 7 5 Angola 52  Bolivia 69 61 Algeria 91 77 
Bahamas 26 28 Bahrain 44 79 C6te d'lvoire 65 73 Argentina 108 95 
Belize 23 12 Barbados 37 36 Cameroon 74 75 Bangladesh 88 41 
Bhutan 19  Benin 39  Congo, 

Democratic Rep 
73 29 Brazil 111 94 

Cape Verde 24  Botswana 28  Costa Rica 76 33 Chile 95 67 
Comoros 16  Burkina Faso 55 31 Cyprus 68 53 China 109 78 
Djibouti 15  Burundi 33 37 Dominican Rep 79 20 Colombia 101 76 
Dominica 6 17 Central African Rep 35  Ecuador 83 54 Egypt 94 84 
Equatorial Guinea 10  Chad 31  EJ Salvador 81 56 Guatemala 84 48 
Fiji 25 15 Congo 34  Ethiopia 67 24 India 107 80 
Gambia 11  Gabon 50  Ghana 75 45 Indonesia 106 81 
Grenada 12 27 Haiti 48 13 Guinea 57  Iran 102 85 
Guyana 17 8 Honduras 53 16 Jordan 63 58 Libya 87  
Kiribati 4  Jamaica* 51 9 Kenya 72 49 Malaysia 93 74 
Maldives 9 11 Lesotho* 30  Madagascar 58 38 Mexico 110 72 
Mauritania 27 10 Malawi 36 21 Nepal 59 32 Morocco 90 51 
Samoa 5  Mali 45  Oman 77 50 Myanmar 100 90 
Sao Tome 1  Malta 38 43 Panama 71 47 Nigeria 89 42 
Seychelles 21 19 Mauritius 46 34 Paraguay 70 60 Pakistan 96 82 
Solomon Islands 8  Mozambique 40 30 Senegal 60 35 Peru 98 71 
St Kitts 13 7 Namibia 41  Sri Lanka 80 39 Philippines 99 44 
St Lucia 18 3 Nicaragua 47 26 Sudan 78 57 Singapore 85 52 
St Vincent 14 22 Niger 42  Trinidad & 

Tobago 
62 59 South Africa 103 93 

Suriname 22 68 Papua New Guinea* 56 25 Tunisia 82 66 Syria 92 70 
Swaziland 20  Rwanda 43 18 Uganda 64 40 Thailand 104 69 
Tonga 3  Sierra Leone 29 14 Yemen 61  Turkey 105 88 
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High A C Higher Medium A C Lower Medium A C Low A C 

Vanuatu 2 2 Tanzania 49 55 Zimbabwe 66 62 Uruguay 86 64 
   Togo 32 46    Venezuela 97 63 
   Zambia 54        
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An innovative, yet practical framework is still needed to adequately assess country 
vulnerability and the links to globalization, financial crisis contagion and trade 
liberalization. As a start, a possible better measure of resilience would be to 
examine the competitive capacity to provide growth momentum from one period to 
another. Many indicators of national competitiveness have been suggested since 
competitiveness is seen as involving a number of factors. Definitions of national 
competitiveness differ according to the factors that are emphasized. Broadly 
speaking, there are essentially two categories. The first refers to real per capita 
income or productivity growth while the second relates to trade performance. 
Real per capita income growth and productivity growth are related. Markusen 
(1992) showed that real per capita income depends on Total Factor Productivity 
(TFP), capital, natural resources, and the terms of trade. An increase in TFP (often 
defined as technical change) increases per capita income, as does an increase in the 
other factors. The most important source of per capita income growth is TFP 
growth. In practice, either per capita income or TFP growth will serve as an 
indicator of national competitiveness.  
Real Per Capita GDP is a better measure of resilience than the level of GDP 
because it factors out size per se and introduces the notion of competitive capacity. 
In addition, by introducing growth sustainability from one period to another as 
Nugent (1977) did, some further insight could be gained into competitiveness 
especially if the performance of the country is rated with the average performance 
of the group in each of the two periods. In this way, some indication could be 
gauged as to whether a satisfactory growth momentum has been achieved. The 
latter could then be modulated by the extent to which growth is achieved on the 
international market as compared to growth under preferential integration. Since 
trade openness does not capture the nature of the trading arrangement under which 
a state operates, then countries which achieve growth in a competitive open world 
environment and those that do not should be separated. The relevance of this factor 
stems from the fact that many small states operate under special preferential 
measures.  
The above framework describes how vulnerability is linked to volatility which 
would represent mainly the impact of economic exposure, remoteness, internal 
instability and natural disasters as well as resilience that would be measured by 
growth sustainability and the degree of preferential integration. In TABLE 4 
APPENDIX 1, the indicators used to compute vulnerability are therefore: 
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♣  Income Volatility ( Output Fluctuations- Standard Deviation); 
♣  Resilience (real per capita income growth over two periods as a measure of 

growth sustainability and competitiveness- Standard Deviation) 
♣  Preference Dependence (Percentage of Exports covered by Special 

Preferences) 
 The results are compiled in TABLE 5 in which three ranges of vulnerability are 
outlined -high (1.5 and over), medium (1-1.49) and low less than 1. Countries with 
populations of 12 million and less are 21 (81%) of the 26 states that experience 
high vulnerability as compared to 20 (67%) out of 30 states with medium 
vulnerability and 24 (42%) out of 57 with low vulnerability. A relatively large 
number of states with populations of less than 5 million also fill the high and 
medium vulnerable categories. As compared to the CVI (Atkins, 2000) high 
vulnerability is less concentrated on states with populations less than 1.5 million. 

 
 

TABLE 5. HIGH, MEDIUM AND LOW VULNERABILITY 
 

Vulnerability :1.5> Vulnerability :1-1.49 Vulnerability :0-.99 Population 
(Million)  No. % No. % No. % 
Less than 1.5 4 15 11 37 12 21 
Less than 5 14 53 14 47 22 39 
Less than 12 21 81 20 67 33 58 
Over 12 5 9 10 33 24 42 
Total 26 100 30 100 57 100 
 
In addition, significant differences are appearing in volatility of states with 
populations over 1.5 million. Some of that variation appears to be related to the 
period chosen which is one characterized by large fluctuations in oil prices. The 
presence of many oil producers can be explained by the terms of trade of oil 
producers which fluctuated considerably in the period that followed the end of 
exceptionally high oil prices. Some recent evidence on the terms of trade has 
pointed to the terms of trade of developing countries being on average twice as 
volatile as that of industrial countries. Fuel exporters have the most volatile terms 
of trade. In fact their terms of trade are roughly three times as volatile as that for 
developing countries as a whole7. 

                                                 
7Koupartsas, Michael “ North-South  Terms of Trade: An Empirical Investigation” Federal 
Reserve Bank of Chicago, Chicago, Sept. 1997. P. 10 
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 Furthermore, in introducing growth sustainability, differences between large and 
small (either defined as less than 1.5 million (as in Atkins (2000) or  12 million) 
are not found to be very pronounced (TABLE 6 in APPENDIX 2). In factoring in 
preferential integration however, a higher vulnerability emerges for small states. A 
small state is therefore not considered to be automatically vulnerable because of a 
GDP much lower than that of a large state or because of inherent features in the 
economy. If it can exhibit growth sustainability over this period under open 
competitive conditions, then it is regarded as being more resilient and not 
condemned by nature. Even some very small states such as Grenada, Malta8, 
Bermuda and Mauritius find themselves in this category. In addition, this exercise 
captures a significant number of least developed countries with high and medium 
vulnerability and this gives it a more realistic ring. The presence of vulnerability 
due to internal conditions, in particular social instability9, has been highlighted and 
is the object of present attempts to revise the LDC criteria in the UN. 
Economic vulnerability means there is a risk that financial health can deteriorate as 
a result of an adverse shock and decline to a threshold that triggers widespread 
collapse. In the extreme case the risk of widespread collapse is greater if there is 
high volatility and low growth sustainability accompanied by shocks large enough 
to cause a significant drop in income. Even small shocks at times can destabilize an 
economy when vulnerability factors are high. A framework could assist in 
evaluating future risks in the integration of small economies into the global 
economy. It can also improve surveillance as well as macroeconomic and sector-
level policy design. Rather than the existing indices that seek to classify counties, 
what is needed in the final analysis is a vulnerability model that can be used to 
monitor and assess vulnerability.  
 

(v) Adjustment and Transitional Costs: Impact of Liberalization 

 
Trade liberalization is exposing small states to greater competition and the need for 
diversification as a result. A sizeable amount of diversification in small states has 

                                                 
8 It should be noted that for countries like Malta that are integrated with their constituent region, 
this situation may be more akin to trading under preferential integration. 
9 UNDP. Human Development Report. 1999 
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occurred as a result of specific bilateral preferences10 connected to their niche 
export strategies. Threats to these bilateral preferences from multilateral and 
regional trade liberalization as well as the consequences of adapting to a 
knowledge-based network economy imply major adjustment steps for these 
economies. 
Small vulnerable economies are yet to achieve sustainability. They are in a state of 
transition that entails reforms geared to build sustainable competitive advantage in 
the long run. These reforms would cover a wider set of changes than those 
associated with trade and financial liberalization and focus more on institutions, 
competition and private sector development. They would also have a longer time 
horizon than that for adjustment reform which tends to go from 1 to 5 years. 
Transition is thus a broader concept than adjustment.11  
Adjustment cost usually entails a wide range of potentially negative short-run 
outcomes that might result from trade liberalization. These results may consist of a 
reduction in employment and output, macroeconomic instability resulting from 
balance of payments difficulties or reductions in government revenue and the loss 
of industry-specific and firm-specific human capital. Adjustment costs are largest 
in the first year and terminate when workers find a job. They tend to progressively 
reduce after one to five years as efficiency gains grow over time and continue 
indefinitely. 
The irreversible processes of globalisation and liberalisation are resulting in a 
significant reduction in the restrictions (tariff and non-tariff barriers) on the free 
movement of goods and services. An important consequence of these changes is 
that they are eroding the margins of trade preferences and will ultimately lead to 
their removal. In these circumstances, the principal medium/long-term 
development challenge facing small states is adjustment to the new liberalised 
trading environment. 
Successful adjustment will require policy and institutional reforms and external 
support. This means that small states must adopt an appropriate set of transitional 
policies that facilitate their integration into the new global economy permitting 
them to take advantage of the economic opportunities and minimize any 
                                                 
10 It is of interest to note that the US administration mainly justified the adoption of the CBI on 
grounds of the high costs of diversification facing small Caribbean Basin States. See Gonzales, A 
“US/Caribbean Economic Relations” Capitulos. SELA. 1984 
 
This exercise is confined to examining adjustment costs for the moment. 
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dislocation in the domestic economy.   
 Recently UNECLAC (POS) (1995) pointed to the higher burden of adjustment for 
small economies in transition from import substitution to export promotion due to 
specific factors of production and special problems associated with transferring 
specialized skills to alternative uses in the short and medium term. A priori, higher 
social adjustment costs for small economies are expected due to the existence of 
fewer and smaller firms and the consequent need to establish new firms rather than 
expand through an existing branch of a firm. The high concentration of activity by 
one or a few firms in one location is also another contributing factor (Michaely and 
Papageorgiou (1998)). The relative dearth of investment opportunities in small 
states (Milner and Westway 1993) would also contribute to this as well as the 
general problem of narrow specialization that limits production-switching 
flexibility in response to rapid shifts in market demand.  
A significant portion of resource reallocation after trade liberalization is 
accomplished through inter-industry and inter-firm shifts which move labour from 
import-competing to the export sector. This minimizes the dislocation of factors of 
production. Developing countries with a flexible, well-trained labor force and a 
comparative advantage in labor-intensive industries are favored in this regard. 
Small economies tend to be labour-surplus economies but with a small aggregate 
labor force and without the skill endowments that  facilitate labor mobility.  
It has been noted that very small states must specialize in higher value-added niche 
service areas appropriate to a small labor force. However, this requires exceptional 
skill and technological capabilities. Higher value added niches require high levels 
of vocational, technical and management training and education typically beyond 
the institutional capacity of small states and involving continuous knowledge 
accumulation. In addition, conversion to higher value-added services without the 
benefit of significant producer services from a strong manufacturing base also 
implies greater costs. Finally, adaptation to a knowledge-based network economy, 
without the advantages of clustering, domestic competition, technological 
innovation and knowledge accumulation (which tend to be absent in small states 
due to scale factors) also entails higher costs. 
The movement from import substitution or protected exports to competitive export 
promotion involves switching specific factors of production and transferring 
specialized skills to alternative uses in the short and medium term. Labour 
generally is more inflexible in small countries due to face-to-face relationships and 
the strength of tradition over formal regulation. On the other hand this cost could 
be mitigated because there is some flexibility in informal markets and in 
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agriculture where large numbers of persons are employed. Inflexible 
underdeveloped capital markets also make for higher adjustment costs.  
In addition, an important component of the adjustment costs that face small states 
consequent upon trade liberalisation is the loss of government revenue. In small 
states which are very dependent on trade taxes the problem of fiscal adjustment is 
acute and can outweigh the trade benefits of increased liberalisation. The higher 
dependence on trade taxes means that liberalization could have significant negative 
effects on Government revenue unless alternative tax measures can be quickly put 
into place. The latter is questionable in very small economies given their weak tax 
administrations and the absence of well established traditions of tax compliance. 
Negative effects on revenues can contribute to fiscal deficits with possible 
inflationary consequences. This is particularly so when tariff rates are already 
uniform and low to moderate. Small states also exhibit a higher dependence on 
trade preferences which if rapidly removed could entail a large burden of 
adjustment.   
 A key aspect of the adjustment problem facing small states is the capacity of 
their small firms to meet the challenges of increased liberalisation and greater 
openness. Increased liberalisation will result in small firms facing an increase in 
competitive imports (in the domestic market) and an increase in export market size. 
Increased competition in domestic and foreign markets will induce a specialization 
process in which small firms will concentrate in sectors where they have a 
competitive advantage. The process of specialization and resource reallocation for 
small firms is not as smooth and frictionless as advanced in economic theory. 
There are significant adjustment costs. 
 Adjusting to increased competition will involve greater efficiency in existing 
and new activities. Appropriate transitional arrangements to facilitate learning will 
be vital to the survival of small firms.  
 Trade liberalisation results in increased market access but there is no 
instantaneous increase in market penetration as a result of the increased access. 
Market access does not mean market entry. Informational barriers, specifically 
marketing information, can act as a serious constraint to market entry, particularly 
for small producers.  
Small market size leads to the absence of production economies of scale but the 
problem of economies of scale can be overcome through exporting. It is accepted 
however that it is more difficult for a small economy to achieve economies of scale 
this way than a large country on its domestic market. This has to do particularly 
with the question of marketing economies of scale. Given the high cost of entering 
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foreign markets, small local firms cannot put out the huge lump sums needed to 
establish markets at times for 80 or 90% of their output in order to achieve 
economies of scale. Lall and Ghosh (1982) has addressed this problem by showing 
how small countries can use foreign firms whose cost of marketing is much less in 
order to overcome this problem. Many small countries however, continue to 
remain unattractive to foreign investors in spite of significant improvements in the 
investment climate. International investors seem to need security and predictability 
of access to large markets. The discussion on diversification has not taken into 
account this particular factor.  
 A distinction between social and private costs is useful. Social costs of 
adjustment relate to the aggregate welfare effects of trade reform. Private costs 
refer to the loss for individual units within society. The distribution of those costs 
forms the basis of opposition to reform. Private costs is associated with workers 
with specific human capital accumulated in a few firms and industries that face the 
immediate prospect of job losses and tend to strongly resist reform. The burden is 
also large for poor households that cannot afford extended periods of 
unemployment among their members. The relatively greater poverty observed in 
small states, especially small multi-island states,(Commonwealth Secretariat-
World Bank Joint Task Force (1999)) along with inflexible labour provides the 
basis for inequitable distribution. Even though the social benefits of reform may 
outweigh the social costs, the skewed distribution of private adjustment costs could 
frustrate reform efforts. The private costs of adjustment associated with a few key 
firms and industries tend to outweigh the social costs in small countries.  
In small economies, the time periods of adjustment are likely to be longer because 
of high dependence on preferences. Workers in these highly dependent industries 
also earn substantial rents and this increases their resistance to job mobility. The 
training and labour adjustment assistance needed to reduce the transition time for 
moving from labour-contracting to labor-expanding areas is also not easily 
forthcoming. In small economies such programmes are constrained by knowledge, 
institutional and financial limitations. 
Current knowledge of the adjustment costs for small countries remains weak. It is 
even suggested that it cannot be known since one should not pick winners. 
Admittedly, because of peculiar country constraints and opportunities, this cost is 
best understood by examining country strategy in the context of its own 
vulnerability profile.  
The difference along the adjustment path between the actual level of income and 
the level of income that would be attained once all adjustments have been 
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undertaken is one way of assessing costs. The time profile of adjustment used is 
important in this regard. Data on adjustment costs indicate that adjustment occurs 
over several periods with adjustment costs progressively declining as resources are 
gradually re-employed. On the other hand, the initial benefits of liberalization are 
likely to grow slowly, but will increase as the economy gains momentum. 
Empirical measurement of the costs and benefits of trade liberalization has 
generally taken into consideration both discounting and the time-dependent nature 
of the costs and benefits. 
 In examining commitment to trade liberalization Michaely and 
Papageorgiou (1998), using size classified by territory, found small countries to be 
more interested in liberalization due to the expected higher gains from trade. As 
regards transition costs, using export performance and the rate of growth for 
countries in the Latin American and Caribbean region, they found no difference 
between small and large states. However, Finger recently noted that the recent 
growth performance of the small Caribbean countries has been modest, almost two 
percentage points behind growth across all of Latin America and even farther 
behind the growing list of countries that have effectively used international trade as 
a vehicle for development12. In addition in relation to openness, trade restrictions in 
the Caribbean countries are higher13.  
The most important criterion to measure empirically adjustment costs is the ratio of 
unemployment but data problems can be daunting. 

                                                 
12 “Trade Policies in the Caribbean Countries: A Look at the Positive Agenda” by J. Michael 
Finger, Francis Ng and Isidro Soloaga Caribbean Group For Cooperation on Economic 
Development Washington, D. C. June 8, 1998. Over the period 1990 - 1995, real economic 
output in the Caribbean countries grew by 2.1 percent per year, almost two percentage points 
below the average for Latin America 
13 According to Finger et al (1998) above, tariffs are relatively high in the Caribbean. Tariffs on 
agricultural goods are 40 percent, and overall many rates are above 25 percent. Rates in many 
other developing countries are lower. Latin American post-Uruguay Round applied rates average 
less than 12 percent. The average for East Asian and Pacific developing countries is also on the 
low side of 12 percent. 
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TABLE 7. POPULATION AND RANK CHANGE 
 
 

POPULATION Rank Change Over Two 
Periods 

Lower Upper Average St. Dev 
0 1500000 -1.63333 40.10111 
1500000 3000000 -1.3 48.21836 
3000000 5000000 2 36.35382 
5000000 7000000 -12.5556 33.91529 
7000000 9000000 -12.8571 44.38284 
9000000 12000000 -1 31.06981 
12,000,000 and over  6.684211 32.15186 

 
In TABLE 7, based on the ranking of each country in the group in terms of growth 
rate in each of the two periods  in TABLE 6 in APPENDIX 2, the average position 
of the various population groups was calculated to see whether there was a 
tendency for small states on average to move back in rank from the first to the 
second period. There is some slight evidence that for most of the groups below 12 
million, there is on average an overall negative movement in the second period as 
compared to the countries over 12 million. This may be indicative of a longer 
process of adjustment in small states. 
The above discussion which sought to highlight vulnerability in terms of income 
volatility and resilience does not fully capture the transition and adjustment costs 
associated with building sustainable competitiveness in small states. Although that 
calculation is beyond the scope of this exercise, it is important to have some idea 
of that cost in order to fully negotiate transitions and adjustment assistance. 
 

(vi) Towards A Relevant Classification of Small Vulnerable States 
 
 Another area where measurement has been problematic is in the 
classification of small states. Since it is clear that the impact of foreign trade varies 
also according to non-size characteristics of the economy, several attempts have 
been made to classify small states according to particular criteria. The World Bank 
Income Group (World Development Report 1997) used a population of around 2-3 
million and then imposed per capita criteria which yielded four categories of High, 
Upper Middle, Lower Middle and Low Income Economies. UNCTAD (1997) has 
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focused more on a structural transformation typology in which there are four major 
categories of small countries:  those dependent upon significant external rental 
income; those dependent upon significant exports of natural resources; those 
dependent upon significant service income and those that are diversified (largely 
measured by the degree of manufacturing). The UNCTAD definition, in so far as it 
focuses on islands, uses a population definition that includes states with seven 
million people.  
Recently, Armstrong and Read (1998) revised this classification to include non-
island states as well as a population threshold of three million. Armstrong and 
Read (1998) also include small developed countries in order to address the nature 
of the relationship between growth and structure.  
The impact of universal trade liberalization and the exposure of small states to 
greater competition especially those producing tropical agricultural items and 
manufactures that are protected in larger developed markets could have adverse 
effects and lead to a costly process of diversification. It is important to identify the 
small states that may be the most vulnerable in this regard. . 
A classification based on the potential risks from further integration into the world 
economy would appear to better capture the states that are most vulnerable. 
Vulnerability can affect large and small states as all the studies have shown even 
though its impact seems to fall relatively more on small states. Small vulnerable 
states that would have the adjustment characteristics described above would most 
likely be those with the following features:- 

♣ high income volatility; 
♣ low growth sustainability; 
♣ a high percentage of export income from trade preferences; 
♣ High adjustment costs and a longer adjustment period. 
 

In the discussion on differentiation later, the above criteria are used to establish a 
new classification of non-LDC developing countries. 
 
 
 
 
C ASSESSMENT OF THE EFFECTIVENESS OF EXISTING AND 

PROPOSED S&D MEASURES FOR SMALL ECONOMIES IN 
INTERNATIONAL TRADING ARRANGEMENTS  
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(i)       WTO and Special and Differential Treatment 

 
 

 (i.a) Description of Existing Special and Differential Treatment in The 
WTO.  

 
 Currently in the WTO small developing states are covered by the provisions 
for special and differential treatment that relate to developing countries as a whole. 
In all, the various texts contain 72 of the 97 different provisions of special and 
differential treatment related to developing Members as a group. The conceptual 
basis for their inclusion lies in the observation that these countries suffer from 
intrinsic disadvantages and that  trade policies for sustainable development in these 
countries are different. Such arrangements are also based on the self-interests of 
the developed countries in providing assistance to these countries.  
According to GATT 94, these provisions can be classified into five main groups: 
provisions aimed at increasing trade opportunities through market access; 
provisions requiring WTO Members to safeguard the interest of developing 
countries; provisions allowing flexibility to developing countries in rules and 
disciplines governing trade measures; provisions allowing longer transitional 
periods to developing countries; and provisions for technical assistance14.  
 
1. Provisions aimed at increasing trade opportunities 
 
 Under Article XXXVII of GATT 1994 developed Members are required to accord 
high priority to the reduction and elimination of barriers to products currently or 
potentially of particular export interest to developing countries. The Enabling 
Clause also permits developed Members to provide tariff preferences to exports 
from developing countries, and also allows developing Members to reduce or 
remove trade barriers in regional or global arrangements among themselves. 
 Article IV of the GATS stipulates that the increasing participation of 
developing country Members in world trade shall be facilitated through the 
negotiations of specific commitments relating to the strengthening of their 
domestic service capacity and its efficiency and competitiveness through access to 
technology on a commercial basis; the improvement of their access to distribution 

                                                 
14 Additional provisions within these five groups relate specifically to the 
least-developed countries. 
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channels and information networks; and the liberalization of market access in 
sectors and modes of supply of export interest to them. 
 
   2. Provisions that require WTO Members to safeguard the 

interests of developing country Members 
 
 WTO agreements contain many preambular references as well as substantive 
ones in the various texts that commit members to implement the agreements in ways 
which take into account the interests of developing and least developed countries. 
These references are of two kinds: (a) some are of a general nature and are expressed 
in broad "best efforts" terminology; and (b) in a few cases there are more explicit 
provisions as to how developing countries are supposed to be treated more 
favourably or in ways which are least damaging to their interests. Preambular 
references can be found in the Agreement establishing the WTO, The Agreement 
in Agriculture, the TBT Agreement and the Anti Dumping Agreement and SPS. 
Substantive references can be found in the prescribed levels contained in the 
Agreement on Subsidies and Countervailing Measures and in the Agreement on 
Safeguards.  
 
 

3. Flexibility of Commitments 
 

3.a. Exemptions from Disciplines and Protection of Industry 
 

 Flexibility in the implementation of certain rules and commitments is 
contained in many of the Uruguay Round agreements. In all, flexibility with regard 
to disciplines agreed in the Uruguay Round Agreements accounts for about 40 of 
the 72 provisions for special and differential treatment contained in the 
agreements. These provisions generally provide for greater latitude for developing 
Members, under certain circumstances and to a certain extent, in the application of 
agreed disciplines. For example, under the Agreement on Agriculture a longer 
timeframe and lower tariff and subsidy reductions apply for developing Members 
than for other Members. Similar exemptions from disciplines are to be found in the 
Agreement on Subsidies and Countervailing measures. 
 GATT 1994 under Article XXXVI and the Enabling Clause incorporated all 
the provisions on non-reciprocity in trade. In this context, an important flexibility 
provision was the acceptance that developing Members could bind tariffs at ceiling 
levels, often significantly higher than autonomously applied rates. The General 
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Agreement on Trade in Services (GATS) in Article XIX: 2 also allows developing 
country Members to open fewer sectors and liberalise fewer types of transactions, 
while progressively extending market access in line with their level of 
development. Developing countries can also enjoy the flexibility of attaching 
conditions to the establishment of foreign suppliers. Greater flexibility in providing 
protection to domestic industry also exists  through the provisions of GATT Article 
XVIII, which give developing countries the freedom to grant the tariff protection 
required for the establishment of a particular industry and to apply quantitative 
restrictions for balance of payments purposes even though the Uruguay Round 
resulted in the tightening of the use of restrictions for balance-of-payments 
reasons.  
Finally, provisions exist which permit developing countries greater flexibility in 
meeting requirements: for example, the Enabling Clause calls for greater flexibility 
in determining adherence to the GATT provisions regarding the formation of free 
trade areas and customs unions among developing countries.  
 
 

3.b. Transitional Time Periods 
 
Flexibility in terms of longer time periods for implementation are provided for in 
all WTO agreements, with the exception of the Agreements on the Implementation 
of Article VI (Anti-Dumping) of GATT 1994 and on Pre-shipment Inspection. In 
most cases, flexibility takes the form of an agreed delay, on the part of developing 
countries, to phase-in or phase-out certain or all provisions of the agreement 
concerned. Examples of agreements with longer transition periods for developing 
countries are the Agreement on Subsidies and Countervailing Measures, the 
Agreement on TRIPS, the Agreement on Customs Valuation, the Agreement on 
Trade-Related Investment Measures, and the Agreement on the Application of 
Sanitary and Phytosanitary Measures. 
 
    4. Technical Assistance 
 In the Uruguay Round Agreement special and differential treatment was 
extended to developing countries through the provision of trade-related technical 
assistance by developed to developing Members, either on a bilateral basis or 
through the WTO or other relevant international organisations. Such provisions 
exist, for example, in the WTO Agreement itself, as well as in the Decision on 
Notification Procedures, the Trade Policy Review Mechanism, the Understanding 
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on Balance-of-Payments Provisions, the Decision on Measures Concerning the 
Possible Negative Effects of the Reform Programme on Least-Developed and Net 
Food-Importing Developing Countries, the Agreement on the Application of 
Sanitary and Phytosanitary Measures, the Agreement on Technical Barriers to 
Trade, the Agreement on Customs Valuation, the Agreement on Pre-shipment 
Inspection, the GATS, and the TRIPS Agreement.  
In general, WTO technical assistance essentially provides information to 
developing country governments about their rights and obligations under the WTO 
Agreements, and strengthens their capacity to apply the agreements and participate 
in WTO discussions. Reflecting the nature of the agreements, WTO technical 
assistance is becoming increasingly technical and specialized, often using expert 
consultants or conducted in cooperation with other agencies. In addition, the WTO 
also provides technical assistance to help applicant countries to comply with the 
requirements for accession to the WTO.  
 

4. Differential and More Favourable Treatment of the Least-Developed 
Countries 

 
In the Uruguay Round Agreements there are 17 provisions applicable specifically 
to LDC Members, in addition to those that are applicable to all developing 
Members. These 17 provisions, however, contain additional benefits for them. 
Under the 1979 Enabling Clause special treatment of the least-developed countries 
in the context of any general or specific measures in favour of developing countries 
was enshrined. In the provisions on non-reciprocity in trade negotiations in GATT 
1994 as well as GATS greater emphasis is placed on not seeking contributions 
from the least-developed Members.  
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The Agreement on Subsidies and Countervailing Measures exempts the least-
developed Members and other poor developing countries from the prohibition on 
export subsidies. The Agreement on Agriculture exempts them from reduction 
commitments on domestic support, export subsidies and market access. The least-
developed Members have been given a longer time-frame (Annex II) in many 
cases in which a transitional period has been provided for developing country 
Members (e.g. TRIPS, TRIMS, SPS). The Annex on Telecommunications to the 
GATS contains a provision that encourages private suppliers in fostering the 
transfer of technology and training to LDCs with a view to developing the 
telecommunications sector. Following the entry into force of the Uruguay Round,  
new initiatives in favour of least-developed countries have also been taken. Thus, 
the "Decision on Measures in Favour of Least Developed Countries" (1994) allows 
LDC Members to limit commitments and concessions to the extent compatible 
with their individual development, financial and trade needs, and which were 
consistent with administrative and institutional capabilities.  
The High Level Meeting on LDCs held in October 1997 formally adopted the twin 
track approach regarding special and differential treatment of these countries in the 
WTO with one track emphasising their limited commitments to liberalization and 
the other increased commitments by developed countries regarding market access 
and technical assistance. In that context, a number of WTO members announced 
measures for improved and preferential market access for LDCs. Regarding 
technical assistance an "Integrated Framework for Trade Related Technical 
Assistance to Support Least Developed Countries in their Trade Related Activities" 
was developed involving the IMF, ITC, UNCTAD, UNDP, the World Bank and 
the WTO. This Integrated Framework seeks to address shortcomings relating to 
technical and institutional capacity, particularly in the areas of trade policy, human 
resources, export supply capability, and regulatory regimes. 
The Integrated Framework is now under review by the WTO. It had its fair share 
of problems. The additional resources expected by the recipients were not 
forthcoming. Some donors also had difficulty with the multilateral approach as 
against their traditional bilateral approach to trade development. The anticipated 
coordinated framework among donors also did not emerge. Finally, and probably 
the most important consideration, was that trade development had a low priority in 
the poverty reduction strategies of the donor community including the major 
international lending agency, the World Bank. 
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(i.b) Towards an Effective Classification of Non-LDCs 

Inadequate differentiation and graduation among developing countries have 
been blamed for the slow progress on market access and more favourable 
treatment from developed countries. At present regardless of size and export 
capacity, all developing countries are given the same treatment in the WTO. 
Even the more preferential treatment given under Lomé and CBI are under 
threat from provisions that seek to extend these only to the LDCs and 
withdraw them from the present developing beneficiaries many of whom are 
small states.  

The principle of graduation is incorporated in the Enabling Clause 
provisions without any formal differentiation imbedded in the WTO 
agreements. It allows developed countries to unilaterally treat the developing 
countries differently in the implementation of GSP.  

The more advanced of the developing countries can compete in the products 
in which they have comparative advantage with developed countries. 
Already they are subject to graduation in the GSP on products in which they 
enjoy comparative advantage. Leaving the definition of graduation to the 
developed countries allows extraneous arbitrary considerations to determine 
which countries get which preferences and how much. 

 It is increasingly recognised that unless developing countries accept some 
type of differentiation in non-LDC treatment, the prospects for positive 
commitments in favour of more deserving categories of developing countries 
will remain dim in the WTO context. As Michalopolus (1999) however 
notes “this poses tremendous political difficulties in the developing countries 
themselves since developing countries find it politically easier to pretend 
that they all should be treated the same; and developed countries pretend to 
provide more favourable treatment to all developing countries, but in 
practice primarily do so only regarding the LDCs”. 

 The Enabling Clause does not currently allow for differentiation between 
non-LDC developing countries and there is no clear precedent for 
differentiation among developing non-LDC countries. Under the export 
subsidies agreement, a per capita income of $1000 has however, been used 
which widened access to some non-LDCs. In Textiles and Clothing, small 
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suppliers are recognized with more favorable treatment. In the most recent 
Seattle Third WTO Ministerial, developing countries attempted to broaden 
this criterion to include all Lower Middle Income Countries. In addition, in 
the preparation of the recent Ministerial, there were suggestions, especially 
by the World Bank and the IMF that improved market access benefits being 
considered for the LDCs be extended to countries eligible under the HIPIC 
debt reduction initiative. These countries arguably had as much need of 
these benefits as LDCs (Michalopolus 1999). Both of these initiatives did 
not bear fruit as a result of the failure of the Ministerial. It could however, 
come under review in the context of the forthcoming multilateral 
negotiations.  

The establishment of criteria for a new category of non-LDCs is indeed 
difficult. The possibility of such an agreement has been dismissed on the 
grounds that  “from a political point of view, extending the treatment 
reserved for the LDCs to countries with vulnerable economies by either 
creating a new category or broadening the definition of LDC, could meet 
with opposition from certain developed countries, from the developing 
countries, and even from the LDCs themselves, as they would find 
themselves facing new competition.” (EC Commission, 2000). Furthermore, 
as the EC Commission notes, even if there is agreement, “ it still seems 
impossible that on this basis an improvement of GSP would allow the 
inclusion of the commodity protocols.15 Maintaining the preferences granted 
under these Protocols, for ACPs who would benefit from the GSP, would 
necessitate specific waivers at WTO”. 

 Although the definition of a small state most commonly used by the 
international community is based on population, criticisms of its use as an 
acceptable basis for differentiation abound. It is felt that it does not take into 
account criteria related to economic performance, the peculiar nature of 
small landlocked or island states, micro-economic problems facing 
businesses and the process of regional integration between developing 
countries. 

  Several studies as noted above have sought to draw up an index of 

                                                 

15 The present EU GSP has abolished the tariff quotas. 
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vulnerability. In particular the United Nations and more recently the 
Commonwealth Secretariat have developed indexes that seek to establish 
differentiation in the GSP in favour of vulnerable economies. Because of the 
difficulty in establishing a universally accepted vulnerability index, 
differentiation on the basis of a share of world trade lower than 0.03% was 
attempted. 70 countries were identified on this basis (EC Commission, 
2000). For the ACP countries, LDC status on this criterion would go to 19 
ACP non-LDCs among whom only 8 would continue to enjoy ”globally 
equivalent” treatment in the GSP to that under the Lomé Convention if the 
Commodity Protocols are not retained in a revised GSP.  
Other criteria have been proposed. Grynberg (2000) for instance suggested 
the use of WTO membership budgetary contributions as they pay respect to 
a size dimension. No international consensus exists however on such 
measures and indexes which mainly capture very small states and do not 
deal adequately with the broader problem of adequately re-classifying non-
LDCs in the WTO. 
One flaw with some of the above work is that it is assumed that a new 
category of vulnerable states (in most cases small states below 1 or 1.5 
million) would have to be given LDC status. However, the main issue is not 
whether LDC treatment should be granted to the countries classified 
according to a vulnerability index but whether another category of 
vulnerable countries can be created with an S&D package that is less than 
that for the LDCs but meets the needs of these countries with treatment that 
is transitional rather than permanent; and be accompanied by the graduation 
of more advanced developing countries. The probability that such an 
agreement could be obtained is greater since any increase, if at all, in costs 
that may result from this approach would be the minimal. Developed 
countries usually respond on the basis of the potential ‘costs’ they will have 
to face in terms additional imports from developing countries that would 
stem from such measures. 
One approach is to separate the developing countries that can be 
immediately graduated to developed country status and consider the others 
as transitional developing economies. These transitional non-LDCs can then 
be divided into two categories based on the characteristics of smallness and 
vulnerability and be treated equally but differently in terms of S&D 
measures. Along with graduation mentioned above, an S&D package could 
be designed according to the peculiar development needs of each category of 
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non-LDCs in order to minimize the costs of S&D measures. 
A preliminary exercise to create such a new categorization is attempted for 
illustrative purposes16 based on the index constructed above and refined with 
some additional criteria. Applying a population benchmark of 15 million and 
a per capita income yardstick of $10,000 US to the countries in TABLE 4 
APPENDIX 1, two categories of transitional developing countries are 
created. One category, defined as the small vulnerable transitional 
developing countries would cover the set of countries discussed above with 
populations and per capita incomes below 15 million and $10,000 
respectively.  The small and very small countries that are exposed to higher 
risks basically comprise this group whose index of vulnerability is on 
average higher (greater than 1) than that of the second group. The emphasis 
therefore is on vulnerability and competitive strength rather than size per se. 
The characteristics that would define these countries are: high income 
volatility; high export concentration, lack of diversification; a high degree of 
vulnerability in terms of exposure to economic risks; a large dependence on 
preferential treatment; low resilience; high adjustment and transition costs; 
and a high degree of economic openness.  
The second category would be the other transitional non-LDCs which would 
be larger and richer countries and be characterised on average by lower 
vulnerability. The transitional needs of each category would be different 
allowing for a different package of S&D measures discussed below.   
In APPENDIX 3, TABLE 8 presents  this new non-LDC classification. 
Further refinement is of course needed to improve the above classification 
and take into account other important factors such as transition and 
adjustment costs, exposure to natural disasters, remoteness, the degree of 
sophistication of capital markets, the degree of dependence on trade taxes, 
net energy imports, institutional and human capacity, reliance on external 
finance and the impact of environmental change. 
Finally, there are developing countries that should be graduated from non-
LDC status to developed country status. Singapore, South Korea, Taiwan, 
Hong Kong, and Mexico have already been graduated under the US GSP. 
Under the Swiss GSP programme, the Bahamas, Cyprus, Brunei, the 

                                                 

16   It is important to indicate that the sample of countries is not fully representative of the 
population of countries. Countries were chosen due to the availability of data. A more 
thorough exercise is needed to explore this methodology. 
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Republic of Korea, Singapore, and the United Arab Emirates have been 
graduated. Hong Kong, Taiwan, South Korea and Singapore would appear to 
be obvious candidates that have been targeted by developed countries for 
graduation either on a country basis or product basis. They have been among 
the top 25 in the global competitiveness ranking17 since 1996. Malaysia and 
Chile have also since 1996 consistently been ranked among the top 25 in the 
global competitiveness rankings and may well be candidates in that regard. 
Candidates who would also be close for consideration at some stage would 
be Mexico, Philippines, Argentina, Indonesia, Peru, Costa Rica, Thailand, 
Mauritius, China, Jordan and South Africa 
Graduation criteria should also apply to all transitional developing countries. 
Such criteria should automatically be triggered once they reach a certain 
level of development. Per capita income along with the level of structural 
competitiveness as reflected in the Global Competitiveness Index could 
provide the basis of such a multilateral approach. Such a new graduation 
approach would lend some dynamism to the present static system of 
differentiation and assist in minimizing the burden of S&D. 
 
 
(i.c)   Overview of Proposals by Small States in the WTO18 

                                                 
17 World Economic Forum, Global Competitiveness Reports- Competitiveness Rankings. 1996-1999. The Global 
Competitiveness Index based on an average of eight indices representing openness, government policy, finance, 
infrastructure, technology, management, labour and civil institutions. 

18 The following proposals have been compiled mainly from the following: 
WTO Concerns and Problems of Small Economies. Joint Paper by Barbados, Jamaica, 
Lesotho, Mauritius, Sri Lanka, and Trinidad and Tobago WT/COMTD/W/50 12/11/98 
WTO Proposals for Addressing concerns on marginalization of Certain Small economies 
Communication from Barbados, Dominica, Fiji, Grenada, Jamaica, Lesotho, Mauritius, 
Papua New Guinea, Solomon Islands, Saint Lucia and Trinidad and Tobago 
WT/GC/W/361 12/10.99 
WTO. WT/GC/W/373 15/10/99 
WTO. Concerns and Problems of Fiji: A vulnerable Small Island State. Communication 
from Fiji (WT/COMTD/W/54 14/1/99 
WTO Small Developing Economies: Communication from Guatemala 
(WT/COMTD/W/56 10/2/99 
Bernal, Richard “Small developing Economies in the World Trade Organization” Dec. 
1998 
Commonwealth Secretariat, Small Economies in the WTO: Paper by the WTO. Global 
Conference on Development Agenda for Small States –GCDAS(00)9 
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S & D measures aimed at meeting the needs of small states in the WTO can 
be grouped under the following headings: 
 

1. Provisions aimed at increasing trade opportunities 
 
Under the GSP all developed countries should grant unlimited duty-free 
access without restrictions to products of export interest to small economies; 
and to this end a consolidated list of products of export interest to small 
economies should be prepared. Transitional trade preferences should be 
offered with priority consideration in future agricultural trade liberalization 
to market access for their products.19.  
Under Article IV of GATS, market access commitments were promised by 
the developed countries in sectors that are important for developing 
countries. The removal of barriers should now be a priority in these sectors 
of export interest to developing countries as well as the provision of 
incentives to improve the access of these small economies to technology, 
distribution channels and information networks, particularly via electronic 
commerce. Concrete capacity measures should be adopted to assist their 
service sectors. 

 
2. Provisions that require WTO Members to safeguard the interests of 

developing country Members 
 

S&D provisions which require developed countries to make their “best 
endeavours” to implement the rules in favor of developing countries do not 
impose more binding obligations. As a first choice, such obligations should 
be made more binding through agreements on amendments. Given the fact 
that the process of amending would take time and involve more political will 
on the part of developed countries, and would most likely take place in the 
context of broad based negotiations, as a second choice an independent 
quasi-judicial Standing Panel appointed by the General Council to consider 

                                                                                                                                                             
Statement by H. E. Ambassador D. Baichoo of the Republic of Mauritius WTO Seminar 
on Special and Differential Treatment for Developing Countries 7/3/00 

 
19 WTO Preparations for the 1999 Ministerial Conference: Proposals for addressing 
concerns on marginalization of certain small economies (WT/GC/W/361) 12/10/99 
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the complaints on non-compliance and try and secure implementation 
through conciliation of the parties is proposed.  
Because of different trading realities and administrative practices, some of 
the future agreements such as transparency in government procurement or 
trade facilitation would involve an enormous amount of procedures that 
many developing and small countries would not be able to meet. Only 
obligations to make their best endeavours should be entertained from these 
countries. This would be monitored by the committees under the agreement 
to ensure that implementation is not postponed or delayed. The Standing 
Panel mentioned above would also be seized of any complaints of non-
compliance. 
There should be a commitment to provide timetables and measures which 
meet the needs of small economies. Similar to GATS Article IV provisions 
can be provided in a variety of areas to support the growth and development 
of small states. 

 
   3. Flexibility of commitments 
 
    3.a.  Exemptions from Disciplines and Protection of 

industry 
 
 

These provisions would permit smaller economies to undertake 
commitments and concessions to the extent consistent with their adjustment 
capacity, financial and trade needs, and their administrative and institutional 
capabilities for implementation. These provisions will be negotiated on an 
issue by issue basis or product by product basis with an eye to evolving a 
comprehensive and integrated package of measures designed to mitigate 
adjustment costs and promote higher levels of international competitiveness.  

The following are examples of trade provisions under this heading: 
 
• Specific thresholds below which small economies would not be required to 

make commitments. Exempting small economies from fully opening up the 
government procurement is one such case; 

 
• the burden of proof in anti-dumping and countervailing duty cases should be 

lowered. A de minimis dumping margin limit of 2% of the export price already 
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exists for exports from developing and developed countries on which no anti-
dumping duty can be imposed if the dumping margin is below this threshold 
limit. A higher de minimis margin is proposed for small states on the grounds 
that production comes from small enterprises with higher costs and industry that 
is more disadvantaged. The second condition is that if the volume of dumped 
imports from a particular country is less than 3% of imports of the like product, 
unless countries which individually account for less than 3% of the imports of 
the like product collectively account for more than 7% of the imports into the 
importing country, anti-dumping duties are imposed. Percentages should be 
increased to 7% individually and 17% collectively to assist developing 
countries now entering into untapped markets.Another condition is that the 
petition should have the support of at least 50% of the domestic industry. No 
investigation on the same product if a previous investigation on this product 
took place less than 365 days ago and resulted in the non-imposition of duties. 
The exception to the latter is if 75% of the industry supports a new investigation 
due to changed circumstances. Other guidelines and measures are proposed to 
ensure that the duty imposed be less than the margin of dumping if such lesser 
duty would be adequate to remove the injury; 

 
• in view if the dependence on trade taxes and other development considerations, 

as a rule, small states should have the flexibility not to make further 
commitments to reduce tariffs and bind at reduced rates beyond what is 
considered consistent with their development needs; 
 

• the level of tariff reduction should also be made to take account of their lack of 
capacity to apply trade remedies such as anti-dumping and safeguard measures; 
 

• in the application of Subsidies and Countervailing Measures (SCM), flexibility 
currently given to states below per capita income of $1000 should be given to 
small states in the use of export subsidies. The de minimis level of actionable 
subsidies which is now currently 2% in the value calculated on a per unit basis 
for developing countries should be raised;  
 

• A higher de minimis level for applying subsidies should also be given to small 
states in the safeguard agreement. At present the de minimis level below which 
countervailing duties may not be imposed has now been fixed as 3% for 
developing countries. Inherent cost disadvantages in developing countries such 
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as the high cost of capital, level of infrastructure, poor information, etc militate 
against the use of this provision. It should be raised to 7% and be applicable 
irrespective of the cumulative amount. A lower trigger for the utilization of 
safeguards on imports should also be granted to small states; 
 

• Provisions similar to those granted to small producers in the Uruguay Round 
(UR) Agreement on Textiles and Clothing should be made available for other 
products. In the Agreement on Textiles and Clothing in the phase out of quotas 
small producers (defined as producers supplying one percent or less of the 
world market) were allowed faster growth rates in accessing markets previously 
quota constrained; 
 

• Access to the dispute settlement arrangements in the WTO is limited for small 
states given their weak capacity. The WTO is attempting to address this issue 
for all developing countries but the special problems and human resource 
limitations of small states should be considered in arriving at solutions to their 
problem. 

 
• Small economies should be permitted to renegotiate certain disciplines, e.g. 

tariff reductions in accordance with national development strategies. 
 
• Special balance of payment provisions for small economies with a high degree 

of dependence on a narrow range of exports and more susceptible to balance of 
payments problems that would require a solution via trade arrangements. This 
could include the ability to apply temporary increases in import tariffs or 
quantitative restrictions to protect the balance of payments. 

    
    3.b. Transitional Time Periods 

 
The following are examples of special requests made by small states under this 
heading: 

 
• Longer phase-in periods for the implementation of obligations in several 

agreements such as Intellectual Property Rights; Customs Valuation, 
Safeguards, Standards and Technical  Barriers to Trade, etc. 

 
• Longer periods to allow protection of regional trading arrangements among 
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developing countries under Art XXIV to function as effective building blocks in 
terms of economies of scale for small countries by the provision of special and 
differential treatment in FTAs with developed countries; 

 
• The unconditional granting of requests made by small countries for time 

extensions should be entertained since the adoption of a legal and institutional 
framework needed for the implementation of some agreements imposes a heavy 
financial costs and administrative burdens and prevents small countries from 
adopting these agreements in the transitional period specified. 

 
 

5. Technical and Financial Assistance 
 
The main proposals are as follows: 
 
• More concrete and specific commitments to technical assistance accompanied 

by greater monitoring and evaluation of technical assistance; 
 
•  Matching assistance more closely with the specific individual technical or 

legal needs; 
 
•  A substantial increase in the core budget of the WTO; 
 
•  Technical assistance for a wider trade agenda that includes export supply; 
 
•  Technical assistance for providing the institutional capacity; 
 
• Provision of technical and financial assistance by major agricultural 

exporters and development institutions to improve agricultural productivity; 
 
•  Concessional facilities to be made available whenever food prices exceed a 

particular ceiling or whenever domestic food production drops below a 
certain threshold; 

 
•  Assistance for the feasible and sustainable diversification of agricultural 

production in products which have potential for higher value-added. 
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(i.d) A Comparison between Small State Needs and Proposals and 
Developing Countries Concerns in the WTO. 

  

 
In reviewing the implementation of the WTO Agreements, developing 
countries have identified a variety of concerns and made several proposals 
reflecting their varied interests and priorities. The are discussed in the 
following areas where they have been mainly articulated: (i) Increased trade 
opportunities for products of interest to developing countries; (ii) provisions 
that require WTO Members to safeguard the interests of developing 
countries; (iii) flexibility and (iv) technical assistance to developing 
countries. 

 

1. Increased trade opportunities 
  
 Similar to the small countries, developing countries as a whole have been 

questioning the value of the existing provisions relating to increased market 
access. They view S&D as not having sufficient teeth to deal with the 
remaining obstacles on agricultural and industrial products of export interest 
to them. The negative impact of tariff escalation and tariff peaks have been 
two of the commonly cited areas where impediments to their trade remain. 
The "tariffication" of previous quotas and other non-tariff measures resulted 
in high specific tariff rates on agricultural items of interest to the developing 
countries. Subsidies on major agricultural exports from developed countries 
that accompanied the "roll-over" of unused export subsidies as well as 
domestic support to agricultural production are perceived as eroding the 
market access gains achieved by the Agreement on Agriculture. 
Furthermore, the methods used to administer lower-duty tariffs by developed 
countries are seen as significant impediments to market access for exporting 
developing countries. Net food-importing developing countries have also 
pointed to difficulties arising from a fall in recent years in levels of food aid.  

 In relation to the Agreement on Textiles and Clothing, several developing 
Members have indicated that it has not led to commercially meaningful 
liberalization because of the "backloading" of integration by the main 
players, and because quotas which have been removed do not account for a 
significant share of restrained imports. Disappointment has also been 
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expressed with burdensome administrative and customs procedures, changes 
to rules of origin and frequent use of safeguard measures that adversely 
affect exports of textiles and clothing products from developing countries.  
In relation to services, developing countries continue to underline difficulties 
of market access under "Mode 4" of service delivery – movement of natural 
persons. 
In addition to the problem of market access, progress in “more favourable 
treatment” has not been visible. The preferences provided under the GSP 
have been further eroded as a consequence of the MFN reductions of tariffs 
under the UR and additional regional arrangements providing deeper and 
more secure preferences. The other commitments in the WTO agreements 
are either too broad and general in nature -such as the many preambular 
statements discussed above- to be of any practical significance or they are of 
the “best efforts” variety such as those regarding the implementation of the 
anti-dumping agreement and the Agreement on Textiles and Clothing 
(ACT), which are not legally binding 

As noted above, small developing countries share most of these concerns. As 
the major beneficiaries of special “beyond-GSP” preferences, they have 
witnessed a faster and deeper erosion of preferences than GSP countries. 
The products of export interest to many of them also still come under major 
impediments. Of particular concern to them is the high income volatility 
they experience due to a lack of diversification. Tackling high volatility 
requires along with diversification efforts, greater security and predictability 
of market access. It is for the latter reason that small states have tended to 
lay emphasis on the preservation of special preferences including 
commodity arrangements in Lomé  for an acceptable duration of time as 
well as less contingent protection, clearer, more balanced and less expensive 
dispute settlement procedures, less rigid standards and provision for small 
suppliers as in the case of Textiles and Clothing. To a large extent, these 
concerns reflect the specific difficulties of small exporters who depend on 
particular commodities. They also explain the claim by small states that 
transitional trade preferences should be offered with priority consideration in 
future agricultural trade liberalization to market access for their products. 

 
 

2. Recognition and Safeguard of Interests 
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 Similar to the claims made by small countries, developing countries have 
argued that these provisions have been largely ineffectual20. Developed 
countries are not adequately taking account of the special needs of 
developing countries in applying sanitary and phytosanitary measures, 
technical regulations, standards and conformity assessment procedures, and 
anti-dumping (Art. 15 of the Agreement requiring constructive remedies).  
The increasing number of anti-dumping actions has encouraged a perception 
that the WTO rules have not been strengthened to facilitate market access 
for products of export interest to developing countries. In addition, the cost 
of defense against anti-dumping actions is excessive.  

 Other concerns relate to the lack of specific mechanisms to operationalize 
the provisions in Article IV of GATS for liberalization of market access in 
sectors and modes of supply of export interest to the developing countries. 
Art IV of the GATS does not impose any positive obligations on developed 
countries. It only commits them to negotiate but not to produce results.  

 There are indeed serious questions as to whether developed countries have 
lived up to spirit of these commitments. For example, there has been no effort 
to provide preferential treatment to least developed countries and small 
exporters in the context of the agreement on textiles under Articles 2.18 and 
6.6. 

 Much of WTO S&D is unenforceable. Some argue that these best 
endeavours are voluntary commitments from developed countries and if they 
are forced to make them binding they would increase their demands for full 
reciprocity. 

           Small states and developing countries as a whole are equally concerned with 
the plight of best endeavour commitments. They both have expressed interest 
in seeing them made more binding. In so far as small states may have less 
influence and depend more on these commitments, it may not be surprising to 
find that small states have articulated this concern relatively more. In 
recognition of the difficulties of making these provisions more binding 

                                                 
20 For a recent statement on the ineffectiveness of these 
provisions see the Statement by Ambassador Narayanan of 
India at the 4th Session of the Seminar on Special and 
Differential Treatment for Developing Countries organized 
under the auspices of WTO Committee on Trade and Development 
at Geneva on 7 March 2000 
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through amendments, they have proposed as a second choice an independent 
quasi-judicial Standing Panel to consider complaints on non-compliance. 
They have also asked for timetables and measures that meet the needs of 
small economies. As discussed above, as a result of few exports in search of 
secure and predictable market access, the best endeavour provision for small 
suppliers in Textiles and Clothing has assumed particular importance to them 

 
    3.  Flexibility 
 

     3.a. Exemptions from disciplines and protection of 
industry. 

 
 In all, flexibility with regard to disciplines agreed in the Uruguay Round 

Agreements accounts for about 40 of the 72 provisions for special and 
differential treatment. Flexibility has thus emerged as the most widespread 
instrument of special and differential treatment. It is not the negation of 
reciprocity in so far as commitments were agreed on a reciprocal basis, and 
flexibility applies to the differential application of such commitments. 
Provisions for flexibility in transition times were one element that allowed 
the conclusion of a number of multilateral agreements, such as those on 
customs valuation, import licensing, and subsidies, which prior to the 
Uruguay Round had applied only on a plurilateral basis. However, the 
Uruguay Round Agreements, by placing flexibility in the context of 
reciprocity, marked a significant shift in the handling of development issues 
within the multilateral trading system, away from the concept of non-
reciprocity. 
Some argue that flexibility has had negative effects on the trade prospects of 
developing countries21 in so far as by not participating in the exchange of 
reciprocal reductions in trade barriers, they have missed the opportunity of 
gaining reductions in the trade barriers in developed countries on products of 
specific export interest to them22. In addition, flexibility has enabled 
developing countries to maintain higher levels of domestic protection and 

                                                 
 21See Finger and Winters (1997); Srinivasan (1998). 

22 Evidence of this is in the fact that tariffs of developed countries on manufactures of 
special interest to the developing countries are higher than average.(Martin & Winters, 
1996; Hertel & Martin 1999) 
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trade distortions. Developing countries including small countries as noted 
above, have argued that trade policies differ in countries and they should be 
allowed to pursue flexibility in terms of their development needs. 

As compared to other developing countries, in terms of differentiated 
thresholds, the concessions that have been of major concern to small 
countries seeking stable market access are a higher de minimis dumping 
margin limit of over the current 2% of the export price for all developing 
countries and raising the volume of imports from its present exempted 3% of 
total imports to 7% individually for small states as the de minimis level both 
for anti-dumping and countervailing duties; a specific threshold below which 
no commitments on government procurement will be made; and more 
flexibility in the use of export subsidies equal to that given for states below a 
per capita income of $1000 and in raising the de minimis level of actionable 
subsidies above that for other developing countries. Dependence on trade 
taxes has also led small states to seek more flexibility in further tariff 
reduction.  

 
    3.b. Transition Periods.  
  
 Like small countries, many other developing countries, including LDCs, 

have experienced difficulties in implementing WTO agreements on 
safeguards, subsidies and countervailing measures, Anti-Dumping, 
Technical Barriers to Trade, Sanitary and Phytosanitary Measures, and 
TRIPS. The implementation of WTO agreements is quite costly (Finger 
1999). Developing countries often do not have resources to implement such 
agreements. These difficulties were supposed to be overcome through 
technical assistance and longer transition periods. The transition time 
periods appear to have been negotiated without familiar knowledge of how 
long it takes to build institutional capacity. It is generally agreed that a 
careful look at these transition periods is required in all the areas in which 
they have been extended on the grounds of institutional weaknesses.  

 A number of them have expired at 1999 indicating that many developing 
countries are experiencing difficulties in establishing the institutions needed 
for their implementation. Developed countries have been saying that they are 
prepared to consider waivers but on a case by case basis. Across-the-board 
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extensions for all developing countries including the most advanced, would 
also not appear appropriate. An approach is needed where not all developing 
countries are treated the same. It is recognized that small states suffer from 
serious problems of capacity-building and institutional strengthening. The 
use of the above classification could provide a way out with the small 
vulnerable countries getting a longer transition period in some areas than the 
other transitional category but shorter than that for the LDCs. 

.  
  

   4. Technical Assistance 
 
  The main issues linked to technical assistance from the standpoint of small 

economies is that the problems of the LDCs are shared by other developing 
countries, and the differences are primarily a matter of degree. In addition, 
substantial amounts of financial assistance as well as substantial investments 
are required for implementing WTO agreements (Finger, 1999). Thirdly, the 
commitments to technical assistance by developed countries tend to be neither 
concrete nor specific, and hence they cannot be monitored or evaluated as to 
whether they have met their objectives. In addition, the importance of 
matching assistance more closely to the specific technical or legal needs of 
individual developing countries has been stressed as well as more effectively 
coordinated technical assistance from all sources. A substantial increase in the 
core budget of the WTO devoted to technical assistance has been also called 
for as well as the need to accelerate the effective implementation of 
programmes. The areas that seem to be the most deserving of priority 
assistance include customs valuation, SPS, TBT, GATS and TRIPS.  

  By and large the issues in technical assistance are faced to all developing 
countries. Small countries would have to articulate their needs more clearly 
and stress the importance of technical assistance for providing the institutional 
capacity to implement the agreements. In addition, it would be important for 
small states to focus on a wider trade policy agenda that touches on export 
supply problems. 

 
 
(i.e) S & D Packages, Small Vulnerable Transitional Developing Countries, 
Other Transitional Developing Countries and LDCs.  
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It has been observed that historically S&D was incorporated in the WTO in an ad 
hoc manner and without reference to any underlying consensus on trade needs of the 
various categories of developing countries. (Paper submitted by Egypt to WTO ) In 
addition, S&D was eroded in the UR because it was addressed separately in each 
negotiating group without any underlying conceptual framework. As a result, the 
challenge for developing countries is to maintain S&D relevant to their development 
needs and to the impact of liberalization and globalization. 
The above concern is addressed in terms of the three categories of countries 
discussed earlier. The guiding principle is for most favourable treatment to be 
preserved for the LDC category and relatively less favourable treatment to be 
provided equitably by balancing concessions between the small vulnerable 
transitional countries and the other transitional group. The aim is to provide a set of 
S&D measures for each category with little overall difference in treatment between 
them in so far as they relate to the needs of the particular category. In practice it is 
difficult to find yardsticks that would achieve equal treatment for the two latter 
categories; so it may be difficult to speak of equally balanced concessions although 
that is the objective. 
As regards preferential treatment for non-LDCs, in order to take account of the 
dependence of the vulnerable transitional category on special preferences including 
commodity protocols, the preservation of these existing special preferences (Lomé, 
CBI, etc) is considered important for an acceptable duration of time. Such 
countries would have relatively more interest in some product-specific exports that 
dominate their export patterns. In this way they differ from other developing 
countries that have a broad interest in removing the remaining obstacles to existing 
and potential products of export interest to them. Both groups would not be entitled 
to any new GSP extensions for the LDCs in order to preserve the most favourable 
GSP treatment for the LDCs. Rather than specific preferences on particular 
products of current export interest, the non-vulnerable developing category would 
be expected to get duty-free access on products of existing and potential interests 
that would not be as complete and unlimited as the present extensions for the 
LDCs which would cover even sensitive products. 

The international community has made a special effort to address the problems 
faced by the LDCs. LDCs are exempted completely from disciplines or are 
provided with more extended transition periods to implement agreements. 
Moreover, developed countries and some advanced developing countries have 
made additional preferential market-access commitments for LDCs. Recently, 
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there were indications that developed and developing countries may be prepared to 
go further in extending voluntary GSP and GSPT to these countries. Developed 
countries perhaps may even offer a commitment to duty free access to all LDC 
exports as part of new Round23. ( Moore, 2000) While developing countries have 
requested market access commitments on products of export interest to them and 
are concerned with trade diversion, they have not been part of the recent initiative 
to get complete unlimited duty-free access. 
 
 

                                                 
23 Moore reports that there is wide agreement among some industrialized countries to improve 
market access opportunities and provide tariff- and quota-free access consistent with domestic 
requirements and international agreements under their respective preferential schemes for 
essentially all products originating in LDCs. Other industrialized and developing  countries have 
also indicated their willingness to enhance LDC access to their markets. 
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TABLE 9: SUMMARY OF S&D MEASURES FOR LDCs, SMALL VULNERABLE 
TRANSITIONAL DEVELOPING STATES AND OTHER TRANSITIONAL 
DEVELOPING STATES 

 
SUBJECT SMALL 

TRANSITIONAL 
DEVELOPING 
COUNTRIES 

NON-SMALL 
TRANSITIONAL 
DEVELOPING 
COUNTRIES 

LDCs 

Trade Opportunities ♦Transitional preferences 
and Special Waivers for an 
acceptable time period on 
particular commodities; 
♦ Special Provision for 
small suppliers (textiles, 
etc). 
 

♦Duty-free Access on 
existing and potential 
products of export interest. 

♦Complete unlimited 
duty-free access on all 
products; 
♦Additional 
preferential market-
access commitments 
for LDCs from 
developing countries. 

Best endeavour 
Safeguards 

♦Standing Panel for 
complaints; 
♦Timetables and measures 
particularly for small 
suppliers in textiles and 
services. 
  

♦Standing Panel for 
Complaints 

♦Legally enforceable 
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SUBJECT SMALL 
TRANSITIONAL 
DEVELOPING 
COUNTRIES 

NON-SMALL 
TRANSITIONAL 
DEVELOPING 
COUNTRIES 

LDCs 

Exemptions from 
Disciplines 

♦Special thresholds for 
anti-dumping and 
countervailing duties; 
♦Specific threshold below 
which no commitments on 
government procurement;  
 
♦More flexibility in the 
use of export subsidies; 
♦Current flexibility in 
obligations and procedures 
re import licensing, 
customs valuation, 
standards and technical 
barriers to trade 
♦More flexibility in 
further tariff reduction for 
tax purposes. 
 

 ♦Current thresholds for 
anti-dumping and 
countervailing duties;  
♦specific less-extended 
threshold below which no 
commitments on 
government procurement; 
♦greater flexibility in 
agricultural subsidies; 
 ♦Current flexibility in 
obligations and procedures 
re import licensing, 
customs valuation, 
standards and technical 
barriers to trade 
 

 ♦Complete 
exemptions from 
disciplines  

Transitional Time 
periods 

♦Longer (more than 10 
years) transition period 
under Art XXIV for FTAs 
with developed countries; 
♦Special Category Waiver 
for longer phase-in periods 
for implementing Customs 
valuation Anti-Dumping, 
Technical Barriers to 
Trade, Sanitary and 
Phytosanitary Measures, 
and TRIPS 
 

♦ Longer (more than 10 
years) transition period 
under Art XXIV for FTAs 
with developed countries; 
♦Case-by-Case Waiver for 
Longer phase-in periods 
for implementing Customs 
valuation Anti-Dumping, 
Technical Barriers to 
Trade, Sanitary and 
Phytosanitary Measures, 
and TRIPS 
 

♦More extended (more 
than that for developing 
countries) transition 
period under Art XXIV 
for FTAs with 
developed countries; 
♦More extended 
transition periods to 
implement agreements.  
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SUBJECT SMALL 
TRANSITIONAL 
DEVELOPING 
COUNTRIES 

NON-SMALL 
TRANSITIONAL 
DEVELOPING 
COUNTRIES 

LDCs 

Technical and 
Financial Assistance 

♦A substantial increase in 
the core budget of 
the WTO; 

♦More concrete and 
specific 

commitments to technical 
assistance 

♦Greater monitoring and 
evaluation of TA; 

♦Matching assistance more 
closely with the 
specific individual 
technical or legal 
needs; 

♦More coordinated 
technical assistance; 

♦ Priority areas for TA; 
♦Technical assistance for 

providing the 
institutional 
capacity; 

♦TA for wider trade 
agenda that includes 
export supply; 

♦Financial assistance for 
increasing 
agricultural 
productivity and 
diversification 

♦A substantial increase in 
the core budget of 
the WTO; 

♦More concrete and 
specific 

commitments to technical 
assistance 

♦Greater monitoring and 
evaluation of TA; 

♦Matching assistance more 
closely with the 
specific individual 
technical or legal 
needs; 

♦More coordinated 
technical assistance; 

♦ Priority areas for TA; 
♦Technical assistance for 

providing the 
institutional 
capacity; 

♦TA for wider trade 
agenda; 

 

♦More financial 
assistance for 
increasing 
implementation; 

♦More concrete and 
specific 

commitments to 
technical and 
financial 
assistance; 

♦TA for wider Trade 
agenda; 

♦A substantial increase 
in the core budget of the 
WTO; 
♦Technical assistance 

for providing 
the institutional 
capacity; 

♦More effective 
functioning of 
Integrated 
Framework; 

♦More coordinated 
technical 
assistance; 
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Small vulnerable economies attach special significance to secure and predictable 
market access in order to attract investment and reduce the risks on larger markets. 
Larger countries can arbitrarily change access conditions to the detriment of 
dependent investors in small countries. In the area of exemptions from disciplines 
which consists of flexibility in obligations and procedures and different thresholds 
for undertaking commitments, the concessions that would relate to secure market 
access of particular relevance to this category would be thresholds for anti-
dumping and countervailing duties and emergency safeguards. The former area of 
contingent protection would appear to be the one in which small countries may be 
deserving of some special attention.  
In terms of export promotion aimed at diversifying the export structure, some more 
flexibility in the use of export subsidies could also be helpful given the nature of 
high transaction costs small firms in small economies face in penetrating large 
ultra-competitive external markets and the need to counterbalance the advantages 
of established developed country producers. This would require some adjustment 
to the current differentiation on a per capita income basis incorporated in the 
Agreement on Subsidies and Countervailing Measures. As regards agricultural 
subsidies some redress of the current imbalance which allows developed countries 
to use non-actionable subsidies which are relatively more important for them as 
against actionable subsidies which are relatively more important for developing 
countries would be in order. Some greater flexibility on agricultural subsidies in 
the Agreement on Agriculture for the other non-vulnerable group of transitional 
developing countries could be a way forward in terms of balancing concessions. 
Greater dependence on trade taxes by small vulnerable countries would also 
suggest some more flexibility in further tariff reduction for tax purposes. A specific 
threshold below which no commitments on government procurement are made also 
seem to conform to the peculiar nature of small government size and the role of 
government in stimulating small and medium-size enterprises, not to mention the 
technical difficulties in implementing a full-scale international agreement on 
government procurement in a situation of institutional deficiencies. A less 
extended specific threshold could also be of interest to other transitional countries.  
 In terms of time periods for implementing obligations, lack of institutional and 
human capacity can be expected to be a greater constraint among small vulnerable 
developing countries. This difference can be expressed in the form of a special 
waiver for this category for longer phase-ins for a particular set of agreements that 
are difficult to implement as against a case-by-case waiver for other transitional 



 

 56

developing countries. The provision of special and differential treatment in FTAs 
with developed countries to protect regional trading arrangements among 
developing countries under Art XXIV so that they can function as effective 
building blocks is considered equally important for all transitional developing 
countries. The transition period should be greater than the current ten years for all 
transitional developing countries and even greater for LDCs. 
While the question of flexibility is still ambiguous in terms of exemptions and 
longer time frames, developing countries have not stated as a principle that they 
deserve the same treatment as LDCs. Complete exemptions from disciplines and 
more extended transition periods to implement agreements would continue to 
preserve most favourable treatment for LDCs in this area. 
Since heavy financial costs and administrative burdens are shared by both 
developing countries and LDCs in adopting a legal and institutional framework 
needed for the implementation of some agreements, the proposals to improve 
financial and technical assistance are roughly the same and based on the 
understanding that the lion share should go to the LDCs. While all countries would 
have a concern about the financial resources currently being devoted to technical 
assistance, this would be a major concern of the LDCs. They would need donors to 
put substantial amounts for financial and technical assistance that would be 
additional and would make operational the Integrated Framework. They would also 
wish donors to mainstream trade capacity development in their poverty reduction 
strategies and to more effectively co-ordinate technical assistance from all sources. 
All countries would have an interest in commitments to technical assistance being 
more concrete and specific; assistance being more closely matched to the specific 
technical or legal needs of individual countries; a substantial increase in the core 
budget of the WTO devoted to technical assistance; more effective implementation 
of programmes; and  the prioritisation of areas for assistance. Small countries would 
have a slightly greater interest that other transitional countries in institutional and 
human capacity building as well as a wider trade agenda more directly related to 
exporting. 

In TABLE 9, a summary of the S&D measures for the three categories of countries 
is presented. 
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(ii) Post-Lomé And Special and Differential Treatment 

 
In view of the new arrangements that emerged after the UR, at the end of Lomé IV 
a new framework for trade between the ACP and the EU became necessary as a 
result of the difficulty of maintaining non-reciprocal Lomé-type trade preferences 
for a select group of developing countries. Lomé trade preferences discriminate 
between ACP and non-ACP countries of similar levels of development. WTO 
rules, under the Enabling Clause, allow developing countries to be exempted from 
the principle of non-discrimination (also referred to as the MFN principle, spelled 
out in Article 1 of GATT), but only if they are all treated the same, as in the GSP 
which is compatible under the Enabling Clause (adopted for an indefinite period). 
This discriminating policy has been able to survive until now only by means of a 
waiver.  
In order to facilitate the transition to this new situation, temporary arrangements 
are being put in place that preserve the ACP 'acquis' as far as possible. It is in this 
context that the ACP and the EU agreed to a Framework Agreement for the 
Successor Convention and the 'roll-over' of the present Lomé Trade Regime The 
new 'Partnership Agreement' provides for an eight-year rollover of the present 
Lomé arrangements. During this period a second post-Lomé phase of negotiations 
will take place beginning in September 2002 on the subject of WTO-compliant 
alternative trade arrangements These negotiations will be concluded by 2008. The 
new agreements will then be implemented over a transitional period.  
 

A request for an eight-year waiver in relation to the rollover arrangements of the 
trade regime during the preparatory period has been made by the EU to the WTO. 
The compatibility of the Lomé Convention with WTO rules is ensured by a 
specific waiver from Article I of the GATT, on Most Favoured Nation (MFN) 
treatment. This waiver expired with the end of the Lomé IV Convention on 29 
February 2000. 
The conditions under which waivers are granted were amended by the Marrakesh 
agreements and are now dealt with in Article IX of the agreement establishing the 
WTO, which was not in force when the current waiver was obtained. 
 Alternative trade arrangements will be negotiated beginning in 2002 and ending in 
2008. In broad terms the basic options are as follows: The present Lomé-type 
arrangement or an extended GSP more favourable than the present GSP will be 
offered to all the LDCs both ACP and non-ACP. For the non-LDC ACP states, the 
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choice will be between either the GSP (the current one or a version to be enhanced) 
which will not be as favourable as the one extended to the LDCs or the negotiation 
of an FTA. Based on the possibilities for differentiation among non-LDCs in the 
WTO, the EU will review the GSP in 2004 to determine the best offer it can make 
to ACP countries which do not wish to enter into an FTA. For the individual non-
LDC ACP states, the GSP offer that the EU will make can possibly lie between a 
worst case scenario in which a particular state will be graduated in the GSP and 
graduated out of some sectors and be even worse off as compared to the current 
graduated GSP status for such a country; and a best case scenario in which an 
enhanced GSP that can possibly have the same status as that for an LDC if the non-
LDC ACP state is considered a deserving case either under a revised Enabling 
Clause or under revised LDC criteria or under existing criteria due to changes in 
the economic conditions of that non-LDC ACP state that would qualify it for LDC 
status.. 
The system of trade preferences under Lomé is underpinned by three fundamental 
principles: their contractual nature, non-reciprocity, and non-discrimination. 
Under Article 168 of Lomé IV, products originating in the ACP States are 
imported into the Community duty free.. However, for agricultural products 
covered by the common market organisation (CMO) and subject, under the CAP, 
to specific import provisions, and for processed agricultural products, trade 
arrangements are set out in Annex XL of Lomé IV(which guarantees a preference 
vis-à-vis MFN levels). In addition, special arrangements are set out for products 
from Protocols 5 (bananas), 6 (rum), 7 (beef) and 8 (sugar), establishing the 
conditions under which they may enter the Community. The ACP countries do not 
reciprocate. Article 174 of the Convention however stipulates, that they must not 
discriminate between Member States and must grant to the Community treatment 
no less favourable than MFN treatment. 
Under these trade arrangements, 90% of the Community’s imports from ACP non-
LDCs benefit from complete liberalisation (zero duties of unlimited quantities). If 
one includes zero-duty tariff quotas for agricultural products, the figure is over 
99%. Lomé gives duty exemptions to all industrial products in CN chapters 25 to 
97. There is complete liberalisation for 80% of the agricultural products in chapters 
1 to 24. 
In accordance with the principle of more favourable treatment for LDCs, the EU’s 
tariff concessions to these countries are much more far-reaching than those for 
non-LDC developing countries. The AC P and the EU however agreed to maintain 
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special treatment for ACP LDCs and to take due account of the vulnerability of 
small, landlocked and island ACP countries.  
The task is to develop a WTO framework that will allow (i) Lomé or Lomé-plus 
access to the least-developed, (ii) at least standard GSP access to the developing 
countries, and (iii) an FTA option for the developing countries. These three 
different standards of treatment must however, be adequately reconciled. 
 Under the EU GSP, preferential duties are modulated according to the sensitivity 
of the products. There are four categories of products (very sensitive, sensitive, 
semi-sensitive and non-sensitive), subject to import duties of 85%, 70%, 35% and 
0% of the MFN duty respectively. There is no preference for products not covered 
by the GSP. For agricultural products the reduction applies only to the component 
of the duty. As the tariff modulation mechanism depends on the sensitivity of the 
individual product rather than the competitiveness of the exporting country (in 
accordance with the principle of non-discrimination in the Enabling Clause), these 
modulated preferential rates apply to all GSP beneficiary countries. However 
beyond the standard GSP, the LDCs under the Enabling Clause and drug 
trafficking countries and the countries which observe the social and environmental 
clause under EU regulations benefit from wider preferences. 
In 1995 in establishing the ten-year GSP system quantitative restrictions and tariff 
quotas were eliminated thus introducing greater transparency and security. 
Improved utilisation of the preferences was one result of the latter change. 
Under the EU’s GSP, a graduation mechanism was introduced to take account of 
the industrial capacity of each beneficiary country in each main sector of 
production. The preferential measures relating to that sector are progressively 
withdrawn as soon as a country reaches a certain level of development in a sector. 
Countries with a high level of development (particularly as regards per capita GNP 
and the human development index) may be excluded completely from the GSP 
(e.g. Hong Kong, South Korea and Singapore in 1998). 
Yet in spite of the graduation mechanism, GSP benefits have been concentrated on 
a few non-ACP developing countries. If the GSP were applied to all ACP 
countries, 68% of their exports to the EU would be free of duty (54% on the basis 
of MFN treatment and 14% non-sensitive products liberalised under the GSP). 
32% would face duties, and even with the application of the special incentive 
clause for social and environmental policies (which remains in doubt), the ACP 
countries that would face high additional tariffs are Seychelles 21%, Senegal 6.5%, 
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Botswana 6.3%, Namibia 5.5%, Mauritius 5.2%, Zimbabwe 5.1%, Surinam 3.9%, 
Belize 3.5%, Kenya 3.5%, and Jamaica 3.1%. 
Commodity Protocols currently account for almost 10% of total imports. For these 
products, MFN duty is around 100%. Of the 31 ACP states not currently LDCs, 22 
are covered by one or more of the Protocols, along with 5 ACP LDCs. In 8 cases 
(St. Kitts, St.Lucia, Fiji, Swaziland, Dominica, Barbados, Belize and Guyana), 
more than half of the countries’ exports consist of sugar or bananas; for 4 others 
(Jamaica, Mauritius, Botswana and St. Vincent) exports of products covered by 
Protocols exceed 20%. The present GSP does not offer preferences for these 
products. For three countries (Congo, Grenada and Kenya) out of the 22 non-LDC 
recipients, the use of the commodity protocols is minimal24 
The current GSP may provide only 9 countries (Ghana, Congo, Grenada, Antigua 
& Barbuda, Tonga, the Bahamas, Papua New Guinea, Nigeria and Gabon) with a 
margin of preference “globally equivalent” to that granted by the Lomé 
Convention25. 
For commodity Protocols and products of chapters 04 (dairy), 16 (preparations of 
fish), 11 (products of the milling industry), 02 (meat), 20 (preparations of 
vegetables and fruit), 19 preparations of cereals), 24 (tobacco), 06 (live plants and 
cut flowers), 61 and 62 (clothing) and 07 (edible vegetables, etc.), which make up 
about 20% of the ACP non-LDCs’ exports, the loss of preference in the year 2000 
as a result of the GSP being applied was estimated to be more than 10%. For 
almost 25% of exports the loss would be over 5% and for just under 30% more 
than 2.5%. 
The loss of preference through GSP would be quite significant for these sectors. 
Furthermore, almost 55% of ACP non-LDCs exports would be subject to high 
tariff increases if non duty free exports under MFN (54% are MFN duty free) are 
                                                 
24 The withdrawal of these preferences could however, have an impact at the micro-economic 
level. 
25 This was done by combining both the increase of tariff on non-Protocol commodities and the 
share of these protocols in total exports from ACP. As the Commission Report notes, however, 
“some of these countries (Ghana and Nigeria n particular), for which there is scope to diversify 
their exports, would be affected in sectors rated under the GSP as sensitive or very sensitive. 
Therefore, even if “globally” the GSP would not have a significant macro-economic impact on 
these countries, it would have adverse consequences for employment and prevent development” 
of new trading capacities. EC Commission “ Consequences for the ACP from Applying the 
GSP” in CE/TFN/GCEC3/29-EN 
ACP/00/177/99. 
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taken into account. The most valuable preferences, which represent more than half 
of Lomé total preferences, would be lost with the application of GSP. 
 Improving the GSP on the basis of the existing conditions in the Enabling Clause, 
i.e. without discriminating between beneficiaries would thus work above all in 
favour of the non-ACP developing countries. This could have a significant impact 
in those sectors where ACP non-LDCs have not achieved a sufficiently high level 
of international competitiveness26. 
As regards the negotiation of EPAs, it is the EU intention to request reciprocity 
individually or from all members of an ACP sub-region (including LDCs that wish 
to accept an EPA) either already applying free trade effectively or planning to 
introduce free trade and which elects itself for such negotiation. This may, in 
particular, be the case in custom unions or (completed) free trade areas among 
ACP states.  
Regional schemes that presently entail some differentiation among members or 
those being planned with some differentiation can make allowance for such special 
treatment. In addition, flexibility is required in the liberalization plan with the EU 
to ensure that it asymmetrically accords (if that is the wish of the region) with the 
liberalization programme that has been implemented, is being implemented or is 
still to be implemented. 
The ACP states should be permitted to phase out the application of tariffs over an 
appropriate time frame and this may lead to tariffs being eliminated over a 
somewhat longer time-frame than that generally applied. Such flexibility should 
also involve some differentiation between individual countries within a regional 
sub-group depending on their level of development. The approach would have to 
be fine-tuned and tailored to the particular circumstances of each sub-region 
bearing in mind the degree of integration and the impact on trade and investment 
flows. 

 The ACP recognize the need for longer transition periods to avoid accepting 
liberalization too fast. They view a compatible WTO EPA as allowing not more 
than 10/12 years. While exceptional cases are therefore allowed, there are however 
no clear rules on waivers granted for such exceptions in the WTO. The waiver 
solution is therefore not acceptable. The rules still allow third countries to 
challenge any agreement that they believe is inconsistent with the relevant rules of 
the WTO, or simply inimical to their trade interests 
                                                 
26 It must also be borne in mind that for many products, any improvement in preferences may be 
wiped out by the outcome of the forthcoming round of multilateral trade talks in 2000. 
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 The provision of GATT Article XXIV, under which trade liberalization must cover 
“substantially all trade” between the parties, also still remains controversial. The 
experience of the Regional Agreements Committee has also not been illuminating 
since all the reviews of regional agreements so far notified to the WTO have been 
inconclusive. It is generally accepted that this stipulation refers to total trade 
between the parties and as a result, a degree of asymmetry in liberalisation is 
permissible as long as no sector is entirely excluded on either side. In view of the 
extent to which the EU has already liberalised trade with the ACP and of the 
structure of trade between the parties, some observers believe that the ACP may 
not have to liberalize to the extent to fulfil the requirement of 90% coverage of 
global trade .The ACP however, consider a strictly WTO-compatible EPA as not 
excluding too many products nor any major sector, such as agriculture. They 
would also wish for a greater exclusion of sensitive products.  

 Some ideas have been advanced for changing the rules to create an “asymmetrical 
FTA”27. For instance, the rules defining the duration of transition periods should 
stipulate certain thresholds, e.g. in terms of a "sufficient" level of competitiveness 
of their industries, and/or a lower level of reliance on custom duties by 
governments rather than timeframes. The trend within the WTO however is 
towards a stricter, rather than a looser, interpretation of ARTICLE XXIV. 
 There are several unsettled issues that bear on a choice between an EPA and 
some alternative non-reciprocal trade arrangement whether the latter refers to GSP, 
or some other (still to be defined) trade option. The proposed EPA is still broad 
and lacking in details. Its development context as well as the trade related areas 
(contingent protection, standards, process and production criteria, etc) that may 
accompany it have also not yet been spelled out. In addition, for Caribbean 
countries heavily dependent on Protocols and preferences in textiles, and for most 
of whom, the existing  Lome preferences are  far from equivalent under the 
existing GSP on existing exports, substantial enhancement of the GSP would be 
required to make it Lome-equivalent on current exports. 25% of ACP Exports do 
not receive GSP equivalent treatment with 10% of these under the Protocols 

                                                 
27The EC has not said that WTO rules should be changed. Some EC officials have indicated that 
the EU would argue for a long transition period for the ACP (e.g. 15 to 20 years), as well as the 
exclusion of many sensitive products (e.g. up to 20 per cent of their imports from the EU). It is 
not clear how the latter will be secured. The EC has not gone so far as to say that WTO rules 
should be changed. In addition, there is no precedent for such an “asymmetrical" FTA and the 
trend within the WTO is to tighten rules for regional agreements. 
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Whether it would be possible to get bound zero GSP tariffs on all current exports is 
a negotiation matter. This issue essentially revolves around the extent to which 
GSP differentiation in the WTO in favour of vulnerable countries or ACP countries 
is attainable and for what duration. The suggestion has been made that by focusing 
on product groups in the GSP the EU can introduce further differentiation (in 
addition to labour standards, graduation, etc) through different GSP rates for 
different sets of countries possibly on the basis of a vulnerability index in favour of 
the ACP without coming under a WTO challenge for violating the existing 
Enabling Clause28. The existing Enabling Clause does not however, allow for 
differentiation beyond LDCs, so this may not be tenable especially if the idea is to 
make the GSP contractual and binding in the WTO. At present on a unilateral non-
contractual basis it may be possible for the EU to do some of that differentiation 
and escape WTO scrutiny. 
The above proposal is also coupled with a move towards making the GSP more 
coherent for development purposes within the WTO. This would imply that such 
differentiation in favour of the ACP is only expected to last for a maximum of 10 
years before the GSP is standardized for all and a more harmonized system is put 
in place with just two exceptions on MFN treatment- FTA and GSP.  At the end of 
this ten-year transition period that eliminates Lome-type arrangements, all non-
LDCs countries will get the most favoured GSP tariff rates for that group. The 
more favoured rate given to ACP non- LDCs  in the interim period would be 
expected to move to the higher rate for all non-LDCs developing countries in view 
of the costs of extending these low or zero tariffs to all similar developing 
countries. 
One deficiency with this proposal is that it further complicates an already complex 
GSP system although it promises to make it simple and transparent at a later stage. 
At present the EU is not convinced that it is possible to find Lome-equivalent 
treatment in the GSP for the ACP non-LDCs in a WTO compatible way; and this is 
especially so for the Commodity Protocols which it argues are best served by EPAs 
since the GSP does not currently handle tariff quotas. The issue as to whether the 
Protocols are best served through an EPA, GSP or some other arrangement remains 
a tricky one. It remains to be seen whether Protocols can be challenged in an EPA 

                                                 
28 INZET “Introduction by Dr. Christopher Stevens” in “Trade Arrangements in a New EU-ACP 
Partnership: Is an Improved Generalised System of Preferences a Viable Option?”                                      
Amsterdam, 27 May 1999 
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.In some quarters it is believed that a waiver is not necessary under Art XXIV29.  
Even if acceptable, tariff quotas may also have to be phased out in ten or twelve 
years if they fall under “substantially all trade” under Art XXIV.  
Some observers believe that the choice between an EPA and GSP for the 
Commodity Protocols is a non-issue since tariff quotas depend on the CAP and  are 
likely to be placed on the agenda of the new WTO round30. Whether all of them 
would be placed on the WTO agenda remain a matter for negotiation. The 
experience with bananas would however, suggests that, as in the case of sugar, the 
securing of a waiver up-front is important to guarantee the continuation of these 
preferences and such a provision for the Protocols in new WTO Agriculture Round 
would be needed. 
An asymmetrical FTA that does not allow equivalent access to EU subsidized 
sugar and beef and veal may however, have some advantages31. High tariffs (100% 
and over) associated with such products do offer a sizeable degree of protection in 
the event that tariff quotas are not acceptable or have to be phased out over some 
period of time. 
A worrisome part of the GSP-equivalent approach on existing exports is that it 
neglects potential exports. For a region in search of export diversification, this 
could be costly. GSP rules of origin are also less than Lome particularly for fish 
and textiles. 
A Sui Generis Agreement defined as a non-reciprocal GSP arrangement in 
merchandise goods coupled with a Partial Scope Agreement based on asymmetry 
in services and some trade related areas has been advocated for the Caribbean 
region32. It is based on assumptions about the scope for reform and differentiation 
                                                 
29 INZET “Comments by Mr. Claude Maerten” in “Trade Arrangements in a New EU-ACP 
Partnership: Is an Improved Generalised System of Preferences a Viable Option?”                                   
Amsterdam, 27 May 1999 
 
30 INZET “Introduction by Dr. Christopher Stevens” in “Trade Arrangements in a New EU-ACP 
Partnership: Is an Improved Generalised System of Preferences a Viable Option?”                                      
Amsterdam, 27 May 1999 
 
31 The concern with reciprocity in this area has been raised in ECDPM  “ What Future for the 
Lome Commodity Protocols?” by Adam Dunlop 1999 Caribbean Council for Europe. This 
Report also noted that in the EU/South Africa FTA, all Lome  Protocol products are put on 
reserve lists and excluded from the definition of “substantially all trade”.  
 
32 RNM. A Sui  Generis Trade Agreement between the EU and the ACP. 
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of the EU GSP and the possibility of achieving GSP equivalence of Loma 
concessions on exiting exports as well as some special WTO cover for the 
Protocols. The superiority of this option is based on the premise that the loss of 
Equivalent-equivalent access in such a GSP non-reciprocal agreement would be 
less than the adjustment costs under an EPA. The trade-offs however, between 
existing and potential market access and adjustment costs have to be made in terms 
of more clearly defined circumstances where precise terms and conditions are 
clearly stated that would allow more meaningful calculations. 
. 

(iii) FTAA and Special and Differential Treatment 
 
FTAA declarations are filled with statements of intent about the need to take 
account of the differences in the size and levels of development and to create 
opportunities for the full participation of the smaller economies. In terms of 
general principles, it is accepted that special attention should be given to the needs, 
economic conditions (including transition costs and possible internal dislocations) 
and opportunities of smaller economies. 
 The approaches to incorporating special and differential treatment that have been 
explored are essentially to (1) institutionalize under an Enabling Clause lesser 
commitments in a permanent fashion through special exemptions, preferences, 
lesser obligations and longer times for fulfilling obligations similar to GATT; or 
(2) on the basis of universally established obligations, vary transitional 
arrangements for phase-ins and phase-outs on tariffs, market openings and sectors 
according to the differentiation criteria agreed upon. The latter would basically be 
the approach of NAFTA and Mercosur where there would be no permanent 
exceptions to the disciplines; or (3) prepare countries to enter the FTAA through 
technical assistance and then when they are ready, if required, use the second 
option above. (Salazar and Sperisen 199733). Accompanying this approach is a fair 
amount of financial assistance to deal with competitiveness problems. S&D in this 

                                                                                                                                                             
Christopher Stevens Institute of Development Studies 16/3/00 
 
33 Salazar, Jose Manuel and Eduardo Sperisen, “Las Economias Pequenas y de Menor 
Desarrollo Relativo en el ALCA: Hacia una Posicion Centroamericana” 
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approach would essentially be in financial and technical assistance and longer 
transitional time frames.  
 Variants of the above approaches have also been examined. For 
instance, in OAS (1997 )34 and Kotschwar (1999), the second approach could be 
accompanied by technical assistance. Kotschwar (1999) adds some flexibility in 
the implementation of certain rules and disciplines due to the lack of legislative, 
administrative and human resource capacity to implement FTAA commitments in 
complex areas such as rules of origin, government procurement and antidumping 
and countervailing duties. Similar to longer time frames, these would be specific 
and negotiated on a case-by-case basis. The GATS Art IV model allowing 
countries to accept different obligations based on a positive list is also often 
considered as another way but that approach does not deal with S&D. It allows 
countries to determine their own pace and level of commitment. In terms of S&D, 
reference is however, usually made to the point that that the GATS Article IV is 
not limited to measures which avoid putting small economies at a disadvantage, 
but is pro-active in promoting the growth and development of smaller economies 
in so far as it specifies measures aimed at increasing the participation of 
developing countries in the global trade in services, through specific commitments 
in relation to strengthening their domestic services, their efficiency, capacity and 
competitiveness and requires the developed Member country to facilitate the 
access of developing country service suppliers to information related to market 
access35. 
The debate in the FTAA is basically centered around the first two approaches. The 
first approach which is the most comprehensive is usually spelled out in provisions 
for smaller economies grouped under the following headings36. 
 
 1.    Provisions aimed at increasing trade opportunities 

                                                 
34 OAS Smaller Economies and Western hemispheric Integration: A Report by the Independent 
Group of Experts May 1997 
35 Bernal, Richard, “The Participation of of Smaller Economies in the WTO” 
36  It is beyond the scope of this exercise to spell out detailed specific measures for each of the 
nine negotiating areas in the FTAA. Rather the focus is on the broad S&D headings as discussed 
above that cut across the WTO, FTAA and Post-Lome.  
For a non-exhaustive attempt to cover the nine negotiating areas for the FTAA see the following: 
RNM. Small Economies-Specific Measures for Each Negotiating Area in the FTAA.2000 
 In principle the above text  conforms to the provisions outlined in this first approach. 
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 Under Article XXXVII of GATT 1994 developed Members are required to accord 
high priority to the reduction and elimination of barriers to products currently or 
potentially of particular export interest to developing countries. The Enabling 
Clause also permits developed Members to provided tariff preferences to exports 
from developing countries, and also allows developing Members to reduce or 
remove trade barriers in regional or global arrangements among themselves. 

 Article IV of the GATS stipulates that the increasing participation of developing 
country Members in world trade shall be facilitated through the negotiations of 
specific commitments, relating to the strengthening of their domestic service 
capacity and its efficiency and competitiveness through access to technology on a 
commercial basis; the improvement of their access to distribution channels and 
information networks; and the liberalization of market access in sectors and modes 
of supply of export interest to them. 

 On the basis of the above provisions asymmetrical treatment should be accorded to 
small FTAA members in terms of market access. 

  2. Provisions that require WTO Members to safeguard the 
interests of developing country Members 

 
  Larger economies should implement the agreements in ways which take 
into account the interests of developing and least developed countries. Preambular 
and substantive “best endeavour” references should be inserted in the basic 
Agreement, The Agreement in Agriculture, the TBT Agreement and the Anti-
Dumping Agreement., SPS , in the Agreement on Subsidies and Countervailing 
Measures and in the Agreement on Safeguards. For instance, when imposing 
antidumping duties, larger economies should be required to explore the possibility of 
constructive remedies (i.e. price undertakings) to avoid affecting the essential 
interests of smaller economics. Where flexibility is provided there should be some 
graduation criteria to assess the extent to which smaller economies are making 
adequate efforts, for example, when smaller economies have achieved "export 
competitiveness” in a given product they would be expected to phase out concessions 
over an extended period. 
 

3. Flexibility of commitments 
 
  3.a.  Exemptions from Disciplines and protection of industry 
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 Smaller economies in general should be required to undertake commitments and 
concessions to the extent consistent with their adjustment capacity, their 
development needs, and their administrative and institutional capabilities for 
implementation. This should be negotiated on an issue by issue basis and where 
appropriate, and product by product basis. Smaller economies should be allowed 
some exemptions in order to meet certain requirements and timetables. Examples 
referred to are, exports subsidies and standardizing technical requirements. Where 
full exemptions are not possible, de minimis provisions would be helpful.  
The FTAA process should consider balance of payment provisions such as those 
provided in Articles XII and XIII of the GATT. Small economies because of their 
vulnerability to balance of payment problems should be permitted additional 
facilities to enable them to maintain sufficient flexibility in their tariff structure to 
be able to grant the tariff protection required for the establishment of a particular 
industry, and apply quantitative restrictions for balance of payments purposes 
which take full account of the continued high level of demand for imports likely to 
be generated by their programmes of economic development. 
 
     3.b. Transitional Periods 
 
 Asymmetrically phased implementation of rules and disciplines, permitting a 
longer adjustment period should be allowed for smaller economies. This request us 
based on the small size of firms in smaller economies and the small scale of 
production and limited size of the market. As an example, in agricultural trade, in 
particular, food items, smaller economies should be granted the flexibility to 
implement their commitments to reduction of protection and domestic support over 
a longer period than the implementation period prescribed for larger economies. 
 
 
    4. Enabling Access to Mediation 
 
 Due to the limited capability of small countries to make use of the dispute 
settlement mechanisms because of their inadequate expertise, lack of institutional 
capacity, the high cost and administrative difficulties special facilities should be 
provided. 
 
     5. Technical Assistance and Training 
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Technical assistance is considered useful in so far as it would assist small 
economies to undertake the structural, institutional and legislative reform; develop 
adequate institutional capacity to improve their capacity for negotiations, and 
implementation of the international trade agreements; and assist small economies 
in meeting their obligations under the various international agreements, in 
particularly commitments under the WTO. 
 
In the second approach discussed above, in so far as the rights and obligations shall 
be shared by all countries, smaller economies are expected to implement all the 
provisions. A suitable transitional arrangement is needed for countries not yet 
ready to assume immediate and full FTAA provisions because of the level of 
development and/or the degree of liberalization commensurate with such 
obligations. They point to the Uruguay Round, NAFTA and Mercosur, where this 
was adopted in TRIMS, TRIPS etc where universally applicable obligations and 
disciplines are subject to asymmetrically phased time periods. A case is also made 
for flexibility in some areas such as in time frames for tariff reduction, rules of 
origin, safeguards and trade remedy laws but not in investment, standards, SPS and 
customs procedures. Some observers caution against a web of exceptions and 
special measures that would significantly increase transaction costs of trade. 
On an individual basis, countries need to determine in what areas they need these. 
Transitional mechanisms will also be applied on a sector basis or product basis. 
Firm target dates for completion of transition periods will be specified. The 
transition period envisaged is essentially one that will allow the private sector to 
plan ahead for the coming of a more competitive environment It should neither be 
too long or too short. This proposal is backed up by the provision of financial and 
technical assistance in specific areas accompanied by domestic policy reforms to 
prepare the country for free trade over the transitional period. Such measures shall 
be implemented on a case-by-case basis. They should also be transparent, simple 
and easily applicable, recognizing the heterogeneity among them. 
An assessment of the “smaller economies” approach cannot be done in isolation 
from other S&D approaches for other categories of developing countries in the 
hemisphere37. Although the underlying intent of the “smaller economies” approach 

                                                 
37 For a recent  account of S&D measures in regional integration schemes in this hemisphere and 
elsewhere, see the following: 
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is to be inclusive as possible, it is not necessarily perceived as such. For instance, 
the need to accompany the “smaller economies “approach with one that takes 
account of the other developing countries of the hemisphere has been stressed38. 
The latter approach seeks to complement the “smaller economies approach39” with 
the traditional ALADI differentiation approach40. It places the countries of Latin 
America and the Caribbean into three categories according to their "relative level 
of development" based on per capita GDP, their size and the degree of 
industrialization of the economies. The largest economies (Argentina, Brazil and 
Mexico) constitute one group; the economies of intermediate development 
(Colombia, Chile, Peru and Venezuela) would constitute another group; and the 
relatively less developed economies (Bolivia, Ecuador, Paraguay and Uruguay and 
the countries of the Caribbean and Central America) would comprise the third 
group. 

 
 

 

(iv) Comparative Assessment 

    
One of the main differences between the GSP and the Lomé arrangements is 
that the latter is not the result of negotiations with the beneficiary countries. 
The GSP therefore has nothing of the contractual nature of the Lome 
Convention as regards access to the Community market. Without 
negotiation, there is no guarantee that market access conditions under the 
GSP would cater to all the interests of the ACP countries. Since GSP is not 
binding, and can be suspended unilaterally, it must be renewed annually, and 
therefore does not provide the stability and predictability of Lomé. A 
possible solution would be to bind it in the WTO. In this context, precise 

                                                                                                                                                             
FTAA Tripartite Committee.  Treatment of the Differences in the Levels of Development and 
Size of the Economies in Trade and integration Agreements. March 2000 
38 ALADI S&D Treatment 1999 
39 In this approach  the group of smaller countries is regarded as defined for Technical Co-
operation purposes within the  framework of the talks being held prior to the negotiation of the 
FTAA (see the summary of the Eighth Meeting of the Working Group on Smaller Economies, 
Mexico City, October 14th - 16th, 1997).     
40  The categories end up being the same as those proposed by  LAFTA since the 1960’s and 
which are still used by ALADI. 
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criteria could then be established for graduation, based on a broad 
interpretation of the Enabling Clause. As shown in the exercise above, the 
aim would be to put the "ceiling" of eligibility for GSP as high as possible, 
so that the transitional developing countries including the non-LDC ACP 
countries would be included in the standard GSP version. 

The WTO established the pattern of demanding reciprocity from developing 
countries on the basis of flexibility of time frames and the acceptance of a 
universal set of obligations in trade and trade-related matters. The WTO 
approach is being adapted to the FTAA where the intention, judging from 
one of the principles being established, seems to be the sharing of all 
reciprocal obligations on a contractual basis. Preferential treatment that does 
not go against the basic reciprocal obligations would be either non-binding 
or partially binding. 

 The recognition of S&D in the WTO in terms of legally binding and 
enforceable provisions is one way to provide a solid juridical framework that 
could be enforceable and not be contingent on bilateral political negotiations. 
Any WTO-plus effort in the FTAA and Post -Lomé must be based on such 
tighter disciplines. The FTAA and Post-Lomé will also have their own 
autonomy to decide on preferences. S&D however, to be more meaningful, 
cannot be on a case-by -case basis and must be given on verifiable conditions 
for graduation. 

  An interpretation of Art XXIV to give a longer time period could apply to 
relevant categories in terms of accepting the application of tariffs. Flexibility 
could also be based on more realistic time frames to be negotiated in the 
WTO. WTO-plus provisions, however, may require even longer-time frames. 
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D.  ASSESSMENT OF EXISTING AND PROPOSED S&D MEASURES 

FOR SMALL ECONOMIES IN INTERNATIONAL FINANCIAL 
ARRANGEMENTS 

 
 

(i) Official Flows and Special And Differential Treatment 
   1.a. Terms and Conditions of Various Instruments 
 
The decline of ODA flows has been a source of concern to small states which have 
a higher cost of providing public goods due to fixed costs and scale economies, 
adverse terms of trade shocks, high transport costs, the need to employ highly 
skilled personnel from abroad and environmental fragility. In the present context, 
special concessions from Development Banks which were previously secured for 
infrastructure projects now appear to be under threat. Small states are also 
concerned with the absence of support to cover the adjustment costs associated 
with the loss of trade preferences as well as income volatility. 
 The capacity of these states to access international capital markets also needs 
to be enhanced. Higher transactions costs due to the absence of information and 
lack of institutional capacity and higher risks associated with the volatility of 
exports and a narrow economic base tend to raise the cost of borrowing. 
(Commonwealth Secretariat-World Bank Joint Task Force 1999) 
 Over the last decade donors have been paying more attention to aid 
effectiveness in the context of improved economic management. The aim has been 
to focus aid on key sectors that are supported in a sustainable way with a coherent 
policy package. Specific attention has also been paid to building institutional 
capacity and creating greater partnerships with the private sector and civil society 
to increase aid efficiency. However, highly fragile and poorly staffed institutions 
are still a major constraining factor in the development of small states. The area of 
Private Sector Development in small states is clearly one where capacity-building, 
particularly at the regional level to overcome scale problems, would be important. 
(Gonzales 1998). 
  In addition, insufficient attention has been placed on the cumbersome nature 
of lending to small states where lack of flexibility to deal especially with 
geographically dispersed islands is exhibited. This situation calls for quick 
decisions necessary especially in the present context where the private sector is 
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more involved in co-financing exercises. It is also difficult to conceive how any 
future focus on poverty alleviation and social development for small states could 
be executed without the experience of local and regional institutions which have 
specialized in these areas and have a much lower delivery costs. The lack of 
expertise in many donor agencies in critical areas relevant to small states such as 
tourism, women in development, environment and poverty-alleviation needs to be 
addressed. (Gonzales 1998). 
The response of the Bretton Woods Institutions so far is basically to show how 
existing policies and instruments can take care of the challenges posed to small 
sates. Within these policies, some new and interesting initiatives can be taken to 
deal with adjustment as well as develop new innovative country approaches and 
strategies to facilitate small states. It is difficult however to perceive how the 
response could be complete without some modification of graduation policies and 
the terms and conditions governing some lending arrangements.  
As regards the range of financial instruments, IMF provides the Compensatory and 
Contingency Facility (CCF) which offers balance of payments support in the event 
of a shortfall in export earnings. ESAF for eligible IDA small states is also 
available. There is however a question of the terms and conditions of the CCF as 
well the accessibility by deserving non-IDA small states to ESAF. The HIPIC 
initiative for heavily-burdened low–income developing countries is also part of the 
IMF arsenal. 

The stabilization of export earnings also finds some support in the new ACP/EU 
agreement even though STABEX and SYSMIN have now been replaced. 
STABEX and SYSMIN recognized the need for adjustment and transition, and 
permitted the use of draw-downs for macroeconomic and sector adjustment. The 
new arrangement allows for transfers out of national allocations to cover export 
shortfalls that impact negatively on the fiscal balance. It also contains tranching of 
the distribution of the EDF to allow for spreading disbursements over a longer 
period to take care of some contingencies.        
   

The World Bank uses a wide range of instruments to deal with adjustment. 
Essentially they are Structural Adjustment Loans, Sector Adjustment Loans, and 
Rehabilitation Loans. Recently, the creation of the Adaptable Program Loan and 
the Learn and Innovation Loan has extended the range of instruments of the Bank 
by offering more possibilities to small states. Some more flexibility may be needed 
in the area of export development assistance. Export support services are critical to 
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a solid supply response because of the inability of small firms to identify the 
information resources and joint venture partnerships as well as the high costs of 
external expertise. Information barriers in the field of market research, product 
adaptation and market promotion in order to penetrate foreign markets on a 
sustainable way exist in small states. Market development loans are needed in such 
states to overcome these barriers especially for new starters.  
 
The World Bank previously provided such assistance but may now be arguing that 
such loans are no longer WTO compatible as a result of the agreement on export 
subsidies in the Uruguay Round. The claim that this decision is incompatible with 
WTO rulings on export subsidies may not be fully justifiable if a longer phase-in 
period is given to developing countries. 
 
World Bank assistance to developing countries is also provided through the 
International Finance Cooperation (IFC) which focuses on private sector activities. 
At present the IFC has no special programmes for small countries and small 
companies in general. In terms of lending, loans to small companies which by 
definition will be small loans, fall outside the IFC framework. However, there are 
indications that there is flexibility in the approach of the IFC and it may be willing 
to finance viable small projects requiring loans as small as US $15M. 
 
The IFC does have a development focus which emphasizes assistance to low 
income countries. This is manifested by its activities in Africa. In this case there is 
a fund for lending to Africa which was created, notwithstanding the high 
transaction costs relative to the size of the loans in that environment. The fund 
could have a positive development impact in Africa. Similarly, the IFC could be 
encouraged to develop special programmes to address the needs of small 
companies as part of an integrated package of assistance to small states to meet the 
challenges of globalisation and liberalisation. 
At the international level, the World Bank only finances developing countries and 
grants concessional loans through the International Development Association 
(IDA) solely to low income countries. The International Monetary Fund (IMF) 
does not include preferential treatment in its statutes but has in over twenty years 
implemented assistance programmes in developing countries and economies in 
transition. Both institutions recently created a financial support facility for highly 
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indebted poor countries (HIPC).   Then there is also the Official Development Aid 
(ODA) and technical assistance which is granted specifically to low income 
countries.  
At the hemispheric level, the Inter-American Development Bank (IDB) grants 
loans exclusively to Latin American and Caribbean countries and classifies 
countries according to criteria that could be considered based on their levels of 
development. List A includes the largest economies of the region plus Venezuela. 
List B includes those countries traditionally considered at an intermediate level of 
development (Colombia, Chile and Peru); list C, the small economies with a 
relatively higher income level; and list D, the relatively less developed countries. 
Only the countries included in list D currently have access to the concessional 
loans granted through the Special Operations Fund (SOF). 
The World Bank is stressing an integrated approach among development 
institutions. The approach which is based on rewarding good management and a 
careful assessment of timing and sequencing issues, includes financial support to 
ease adjustment costs, and technical assistance to improve limited institutional 
capacity; and exploring for small states the full flexibility in the use of its new 
lending instruments, such as adaptable program loans and learning and innovation 
loans. Safety nets to ease the hardships of adaptation and to avoid an increase in 
poverty are also available.  
A coherent policy framework adapted to the specific conditions of each country 
will be needed. The Bank is also emphasizing the trends in Economic and Social 
Work (ESW) designed to increase the benefit-cost ratio of such studies. The Bank 
and other international organizations also propose the development of programs of 
capacity building for trade including capacity to engage in trade negotiations.   
In terms of future instruments, The World Bank suggests the use of hedging 
instruments, such as futures and options. This suggestion falls within the wider 
context of assisting developing countries to manage risks associated with 
commodity price fluctuations. The Bank is laying emphasis on efforts to spread 
information about the use of hedging instruments and lower interference with 
market mechanisms that reduce the incentive of private sector agents to pay for the 
cost of hedging. In addition, in designing social security systems tailored to their 
realities, risk diversification considerations suggest that investing backing funds 
abroad is a much safer strategy than investing them at home. 

Effective participation in financial markets abroad, however, is seen as requiring 
specialised skills and institutions that may be expensive to develop and go well 
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beyond the capacity of small vulnerable states. As the Bank itself acknowledges, 
assistance to provide regulation, build capacity and restructure and manage pension 
systems will be needed. In spite of commitments to provide such assistance, a fair 
amount of scepticism still persists as to the scope for hedging in small economies. 
Concrete proposals are however awaited for examination.  
 
  1.b. Aid Criteria and Approaches 
  
Graduation policies, both IBRD and IDA are central to debate on the provisions for 
small states. Despite the assurances of the Bank that a flexible policy will be 
pursued and that the critical issue is whether its member country can access 
international capital markets, many small states see themselves as disadvantaged. 
in either not being able to access concessional loans or the uncertainly that 
surrounds their eligibility. For instance, UNCTAD at present is working to try and 
stop any attempt that may be made to graduate four small islands from the IDA. It 
appears desirable therefore for the Bank to review its criteria especially in the light 
of the high transition and adjustment costs facing many small states that are likely 
to lose preferences. This would introduce a greater measure of predictability in the 
system. In addition, certain anomalies exist in the system where large developing 
countries with high per capita incomes are granted access to IBRD concessional 
lending. 
The Bank framework is emphasising country ownership, participation, partnership 
and a holistic approach to diagnosis and policy development. The linking of 
lending and non-lending services is also considered important along with the 
targeting of aid to modernize the economy rather than to delay adjustment. Aid for 
budgets and programs rather than individual projects is  also being stressed coupled 
with the adaptation of instruments to deal with institutional capacity. Even though 
country-specific approaches are optimal, there are some general rules for small 
states. The circumstances that allow structural reforms to accompany 
macroeconomic adjustment need to be better understood. In addition too many 
simultaneous reforms can have a due to a lack of administrative capacity. 
 
   

(ii)  Private Investment and S&D 
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The subject of preferential treatment in the area of investment requires special 
consideration that is beyond the scope of this work. The debate on investment 
liberalization has tended to focus on the survival and growth of small domestic 
firms in widening competitive markets where special support measures are needed 
to ensure their competitiveness. Exemption of very small enterprises within small 
economies from certain obligations in investment is therefore considered useful. 
The fierce competition for foreign investment in a world where such investment is 
highly concentrated would also suggest that exemption from rules preventing the 
use of incentives as an investment promotion tool in small economies is a 
necessity. Equally important are the high costs of diversification related to the need 
to establish production and marketing economies of scale on the international 
market in a context where many small states are not particularly attractive to 
international investors because of their limited markets and narrow economic 
structures. The perceived risks of investment are very high in these economies and 
they are exacerbated by any likely disruption of the trading relationship. 
 Legally-binding measures, transparency and stable rules that create and 
guarantee market access can strengthen the contractual and strong institutional 
basis of trade agreements and make them more attractive for foreign investment in 
these circumstances. Market access concessions that are deep, specific and targeted 
to sectors of export interest to these countries can also stimulate investment and 
offset the negative perception of small size.  
(Gonzales 1998) 
The stimulation of private investment in small markets with high risks remains a 
major challenge. Improving the investment climate through policy and institutional 
reform is a necessary but not sufficient condition. A greater partnership setting 
with the World Bank, IMF and other donors could assist especially if backed by 
risk and credit guarantees either partial or full and linked to development 
assistance. 
  
 
 
E.  AN INTEGRATED POLICY FRAMEWORK OF EXTERNAL 

ASSISTANCE FOR THE INTEGRATION OF SMALL STATES INTO 
THE MULTILATERAL TRADING SYSTEM 

 
The main purpose is to briefly sketch a coherent policy framework that integrates 
measures in trade, finance and investment in a coordinated way across the relevant 
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multilateral and regional fora in which small states participate. The basic idea is to 
eventually build a system under the overarching framework of the Bretton Woods 
institutions in which the activities of the various institutions are based on their 
respective competitive advantages. It is therefore in conformity with the Marrakesh 
Declaration41 on the Contribution of the WTO to Achieving Greater Coherence in 
Global Economic Policymaking.  
The exercise is preliminary in so far as much more information needs to be 
gathered and policies and programmes formulated. Its aim is to address the 
vulnerability of small states as an additional factor to be taken on board by 
international organisations. 
The rationale for the proposed framework at the global level stems from the 
observation that adaptation to trade and financial liberalisation constitutes an 
important source of vulnerability for small states. Yet, there is an absence of 
coherent policymaking at the global level for these states. The lack of a co-
ordinated response to adverse shocks that affect small states forms the underlying 
basis for a new institutional approach. Such a mechanism is needed to facilitate the 
further integration of small states in the international trading system. It would 
attempt first to anticipate certain negative consequences of further liberalisation on 
small states as well as promptly react to new situations that affect these states. It 
therefore goes beyond just aid co-ordination for more aid effectiveness in a 
programmatic sense. It also goes beyond the Integrated Framework for trade- 
related technical assistance to support least developed countries in their trade-
related activities which was involves the IMF, ITC, UNCTAD, UNDP, THE 
World Bank and the WTO. 
The mechanism will be trigged essentially from the trade or financial side. As an 
example, on the trade side, an adverse shock coming from further liberalisation 
would trigger mechanisms in the various institutions to support the eligible small 
vulnerable states. The special “safeguard” measures in the WTO would first come 
into place and be backed by additional support from the other institutions, in 
particular the IMF and World Bank that may cover contingent balance of payment 
support and trade adjustment assistance. The division of labour between the 
Bretton Woods Institutions and the Regional Organisations (EDF, IDB, etc) could 
be worked out along budgetary, macroeconomic, sectoral and product lines. On the 

                                                 
41 The central purpose of this Declaration is to contribute to the expansion of trade, sustainable growth and 
development  of developing countries, including least-developed countries, through the closer cooperation of the 
WTO with the World Bank and the IMF 
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financial side, financial contagion could be another source of adverse shock with 
the initial response coming from the IMF followed by the World Bank and the 
WTO. The co-ordination mechanism would be in the nature of an “Economic 
Security Council” for small states that monitors and evaluates their adjustment and 
integration into the multilateral system.  
Sustainable development in small vulnerable states requires a comprehensive 
approach. The Comprehensive Development Framework (CDF) of the World Bank 
offers a useful basis for tackling the development tasks. Its policy goals of poverty 
alleviation and environmental sustainability give it an adequate strategic focus. It 
also allows a holistic matrix to be effectively developed to meet the needs of small 
vulnerable states in particular their country-specific situations.  
The CDF provides an opportunity to forge an appropriate institutional framework 
for coherent policy making with the appropriate coordination at the global level. 
This should facilitate the integration of small states in the multilateral system by 
reacting to crises, reducing the likelihood of shocks and strengthening aid 
effectiveness. For instance, the fragility of small vulnerable states makes strong 
collaboration in crisis and non-crisis situations between the IMF and World Bank 
not just a another important ingredient but an imperative. 
It is well recognized that an appropriate macroeconomic framework must underpin 
all efforts at adjustment. The CDF acknowledges this link. In small vulnerable 
states, even more than in large ones, however, macroeconomic stabilization is 
more closely linked to the structural, social and human side of development. Its 
significance for small states needs to be more fully appreciated in terms of 
establishing priorities as well as the timing and sequencing of action. Volatility of 
export earnings constantly puts macroeconomic stability at high risk in these 
fragile environments and tends to set back the pace of structural reform. The 
essential complementarities and the real obstacles that must be overcome initially 
then easily get lost. In such a turbulent environment protecting the social advances 
particularly in education and health must be given uppermost priority. The 
increasing focus of the World Bank on social impacts in adjustment lending augurs 
well in this regard. Its finetuning with safety nets adapted to small vulnerable 
countries in these critical social areas would be a useful next step. The current 
poverty focus of adjustment lending would also be important for small states with 
high levels of poverty as well as the mainstreaming of gender concerns. 
While macroeconomic stability is a key factor, it is not enough to ensure 
sustainable development. In small states institutions are also essential .The 
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implementation of the CDF is severely hampered by institutional weaknesses of 
the main local actors. The institutional capacity of the State, the local Private 
Sector and Civil Society severely constraints the ability to adjust. In this context, 
therefore, greater reliance has to be placed on partnerships with initially specific 
initiatives and roles for multilateral and regional institutions as well as the 
international private sector. The sharing of best practice knowledge in small 
vulnerable states would also be useful in this regard as well as the capacity to 
design simultaneous reforms that do not put undue stress on the limited 
administrative capacity. 
The values in the CDF regarding country ownership, country-specific approaches, 
participation, partnership and a holistic approach to diagnosis and policy 
development are shared along with the linking of lending and non-lending and the 
targeting of aid to modernize the economy rather than to delay adjustment. The 
importance of aid for budgets and programs rather than individual projects is also 
well acknowledged. The circumstances that allow structural reforms to accompany 
or follow macroeconomic adjustment in these small economies need however to be 
better understood in a programmatic way.  
In conclusion, policy coherence in global economic policymaking therefore 
requires a structure to be put in place by the Bretton Woods Institutions that would 
monitor and evaluate vulnerabilities of small states as they progressively integrate 
into the multilateral system and respond with an appropriate set of trade and 
financial policies. 
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F. CONCLUSIONS AND RECOMMENDATIONS 
 
 GENERAL 
 
 
• In the measurement of size, the focus on increasing returns to scale both in 

goods and services would suggest that an attractive market size could hardly 
be less than 5 million and may well go up to a higher range of 12-15 million. 
A fair amount of volatility is associated with countries with population sizes 
that go close to that range. As a result, a rigid low cut-off point does not 
appear to be justifiable; 

 
• Greater openness is often suggested as offsetting the disadvantages of small 

markets. Yet, no evidence was found of a relationship between a faster pace 
of world integration of small economies and stronger economic 
performance. Whether greater openness leads to net positive results seems to 
depend on the context and nature of the openness. Measures of openness say 
nothing about market access barriers faced by countries or the type of 
products being exported and under what trade arrangements. Openness 
would appear to generate less volatility and more sustainable growth to the 
extent that market access is secure and predictable- a condition that is more 
likely to arise for a small state if it is highly integrated into a developed 
constituent region. Most small developing countries are physically part of 
constituent regions that have no basis for sustained integration. Hence, they 
tend to develop strong trade and financial relationships with large developed 
regions; 

 
•  Real Per capita GDP is a better measure of resilience than the level of GDP 

because it factors out size per se and introduces the notion of competitive 
capacity. In addition, growth sustainability from one period to another offers 
some further insight into competitiveness. The latter measure could then be 
modulated by the extent to which growth is achieved on the international 
market as compared to growth under preferential integration. Countries 
which achieve growth in an open competitive world environment should be 
separated from those that do not. The relevance of this factor stems from the 
fact that many small states operate under special preferential measures; 
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• The above framework describes how vulnerability is linked to volatility 
which would represent mainly the impact of economic exposure, 
remoteness, internal instability and natural disasters as well as resilience that 
would be measured by growth sustainability and the degree of preferential 
integration. The indicators used to compute vulnerability are therefore: 
 

♣  Income Volatility ( Output Fluctuations- Standard Deviation); 
♣  Resilience (real per capita income growth over two periods as a measure of 

growth sustainability and competitiveness- Standard Deviation) 
♣ Preference Dependence (Percentage of Exports covered by Special 

Preferences) 

• The discussion on vulnerability in terms of income volatility and resilience 
does not capture the transition and adjustment costs associated with building 
sustainable competitiveness in small states. Some indication of a longer and 
more costly adjustment process for small countries below 12 million can be 
captured by comparing growth sustainability of large and small states in two 
successive periods. On average, there is an overall negative movement in the 
growth momentum of small states in the second period as compared to the 
countries over 12 million. Although a full calculation is beyond the scope of 
this exercise, it is important to have some idea of that adjustment process in 
order to fully negotiate transitions and adjustment assistance; 

 
• A framework that incorporates income volatility, resilience as measured by 

growth sustainability and preference dependence could assist in evaluating 
future risks in the integration of small economies into the global economy. A 
vulnerability index is computed on this basis which shows that countries with 
populations of 12 million and less experience relatively higher vulnerability 
as compared to the CVI (Atkins, 2000) where high vulnerability is more 
concentrated on states with populations less than 1.5 million. 

 
• Current refinement of vulnerability indices need to be pursued along with 

attempts to build a wider vulnerability model that could be used at the 
country level to monitor and evaluate performance and assess vulnerability. 
It can also improve surveillance as well as macroeconomic and sector-level 
policy design.   
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• A classification based on the potential risks from further integration into the 
world economy would appear to better capture the states that are most 
vulnerable. Small vulnerable states would most likely be those with the      
high income volatility, low growth sustainability, a high percentage of export 
income from trade preferences, high adjustment costs and a longer adjustment 
period; 

 
 
 
 
 
 
 
TRADE  
 
     WTO 
 
• Current approaches to adequately define the basis of differentiation for non-LDC 

countries could pay greater dividends if they focus the measurement of 
vulnerability on growth sustainability, competitiveness and preference 
dependence. In addition flexible definitions of population and per capita income 
that would capture sustainability both at high and low GDP are needed. A 
definition of population that goes up to the range of 12-15 million may be the 
most appropriate to cover the diversity of non-LDCs. In addition vulnerability 
in all its aspects, including lack of social cohesion, should be considered. 
Present approaches are too exclusive and seem to use data sets and historical 
periods that are biased to very small countries which damage the case of these 
countries. A more all-embracing approach can also be equally beneficial to 
these states; 

 
• S&D provisions in the WTO agreements should be re-negotiated between 

developed and developing countries with the aim of seeing flexibility as part of 
reciprocity and linked to S&D provisions that are legally enforceable. Priority 
should go the Revision of the Enabling Clause, GATS IV, and the preambular 
and substantive best endeavour commitments in terms of market access and 
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preferences as well as the variants of the GSP discussed below to make them 
legally binding and free from contention; 

 
 
• A new categorization of non-LDCs should be negotiated under the Enabling 

Clause. This classification should be based relatively more on vulnerability than 
on per capita income or population per se and should comprise transitional non-
LDCs who would first be separated from the other non-LDCs that should be 
immediately graduated to developed country status. The vulnerability 
framework along with some additional criteria including per capita income 
could provide the basis for creating two distinct categories of transitional 
developing countries, each being accorded an S&D package of balanced 
concessions.  Treatment for these two categories would be temporary as 
compared to that of the LDCs whose S&D treatment would be the most 
extensive and permanent and would include present additional GSP and GSPT 
offers. Both transitional categories would be subject to built-in graduation 
criteria as a way of introducing some dynamism into the system and minimizing 
costs; 

 
• Applying a population benchmark of 15 million and a per capita income 

yardstick of $10,000 to the countries in TABLE 4, APPENDIX 1, two 
categories of transitional developing countries are created. One category 
defined as the small vulnerable transitional developing countries would cover 
the set of countries discussed above with populations and per capita incomes 
below 15 million and $10,000 respectively. The small and very small countries 
that are exposed to higher risks basically comprise this group whose index of 
vulnerability is on average higher (greater than 1) than that of the second group. 
The emphasis therefore is on vulnerability and competitive strength rather than 
size per se. The characteristics that would define these countries are: high 
income volatility; high export concentration, lack of diversification; a high 
degree of vulnerability in terms of exposure to economic risks; a large 
dependence on preferential treatment; low resilience; high adjustment and 
transition costs; and a high degree of economic openness. The second category 
would be the other transitional non-LDCs which would be larger and richer 
countries and characterized on average by low vulnerability. The transitional 
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needs of each category would be different allowing for a different package of 
S&D measures discussed below; 

 
•  Further refinement is of course needed to improve the above classification and 

take into account other factors such as transition and adjustment costs, exposure 
to natural disasters, remoteness, degree of sophistication of capital markets, 
degree of dependence on trade taxes; net energy imports, institutional and 
human capacity, reliance on external finance and the impact of environmental 
change; 

 
•  The guiding principle is for most favourable treatment to be preserved for the 

LDC category and relatively less favourable treatment to be provided equitably 
by balancing concessions between the small vulnerable transitional countries 
and the other transitional group; 

 
•  Specific transitional preferences with appropriate waivers on particular 

commodities are considered important for an acceptable duration of time for the 
small vulnerable group whose members would have relatively more interest in 
some product-specific exports that dominate their export patterns. In this way 
they differ from other developing countries that have a broad interest in 
removing the remaining obstacles to existing and potential products of export 
interest to them. Both groups would not be entitled to any new GSP extensions 
for the LDCs in order to preserve the most favourable GSP treatment for the 
LDCs; 

 
•  The international community has made a special effort to address the problems 

faced by the LDCs. LDCs are exempted completely from disciplines or are 
provided with more extended transition periods to implement agreements. In the 
area of exemptions from disciplines which consists of flexibility in obligations 
and procedures and different thresholds for undertaking commitments, the 
concessions that would relate to secure market access of particular relevance to 
the vulnerable category would be thresholds for anti-dumping and 
countervailing duties. Some more flexibility in the use of export subsidies could 
also be helpful for this category as against some greater flexibility on 
agricultural subsidies in the Agreement on Agriculture for the other non-
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vulnerable group of transitional developing countries as a way of balancing 
concessions; 

 
•  Greater dependence on trade taxes by small vulnerable countries would also 

suggest some more flexibility in further tariff reduction for tax purposes. A 
specific threshold below which no commitments on government procurement 
are made also seem pertinent. A less extended specific threshold could also be 
of interest to other transitional countries; 

 
•  In terms of time periods for implementing obligations, lack of institutional and 

human capacity can be expected to be a greater constraint among small 
vulnerable developing countries. This difference can be expressed in the form 
of a special waiver for this category for longer phase-ins for a particular set of 
agreements that are difficult to implement as against a case-by-case waiver for 
other transitional developing countries;  

 
• The provision of special and differential treatment in FTAs with developed 

countries to protect regional trading arrangements among developing countries 
under Art XXIV so that they can function as effective building blocks is 
considered equally important for all transitional developing countries. The 
transition period should be greater than the current ten years for all transitional 
developing countries and even greater for LDCs.  Some attention should also be 
paid to the exclusion of sensitive sectors of both developing countries and LDCs; 

 
•  Technical and financial assistance should be increased and placed on a sound 

legal footing in terms of commitments. It should target capacity building to 
implement WTO agreements and criteria should be introduced to focus the 
assistance; 

 
• Since heavy financial costs and administrative burdens are shared by both 

developing countries and LDCs in adopting a legal and institutional framework 
needed for the implementation of some agreements, the proposals to improve 
financial and technical assistance are roughly the same and based on the 
understanding that the lion share of assistance should go to the LDCs; 
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• Transition periods in WTO Agreements should be reviewed in relation to the 
institutional capacity of all developing countries and LDCs. This revision should 
take account of the new classification discussed above with LDCs being 
exempted and given the longest timeframes; 

 
• A grouping of “small” vulnerable countries akin to the category discussed above, 

that is more broad-based than presently constituted in small state groupings 
should be targeted as a strategic alliance with a view to promoting this new 
approach to differentiation. 

  
 
 
POST–LOMÉ 
 
• Post-Lomé negotiations (second phase) should be pursued in the wake of 

revised WTO S&D provisions. The new proposed WTO framework if accepted 
along the lines discussed above makes provision for both an enhanced 
contractual GSP that would offer equivalent Lome-type access on existing 
Caribbean exports and preserve the Protocols over a reasonable time frame 
through waivers. At the same time, through a revised Art. XXIV, it would also 
provide a basis for a “soft” EPA  by offering provisions for longer transition 
periods, some exemptions from disciplines and the exclusion of sensitive ACP 
products as well as make EPAs free from WTO challenges. Depending on the 
outcome of the WTO round, small countries would be in a better position to 
make an informed choice between an EPA and GSP. 

 
•  There are several unsettled issues that bear on an informed choice between an 

EPA and some alternative non-reciprocal trade arrangement whether the latter 
refers to GSP or some other (still to be defined) trade option. The proposed 
EPA is still broad and lacking in details. Its development context as well as the 
trade related areas (contingent protection, standards, process and production 
criteria, etc) that may accompany it have also not yet been spelled out. In 
addition, for countries heavily dependent on Protocols and preferences in 
textiles, and for most of whom the existing Lome preferences are far from 
equivalent under the existing GSP on existing exports, substantial enhancement 
of the GSP would be required to make it Lome-equivalent on current exports. . 
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The non-reciprocal GSP option is based on assumptions about the scope for 
reform and differentiation of the EU GSP within the WTO and the possibility 
for achieving GSP equivalence on some meaningful set of existing Lome 
concessions on exiting exports including some special WTO cover for the 
Protocols. The superiority of this option is based on the premise that the loss of 
Lome equivalent access in such a GSP non-reciprocal agreement would be less 
than the adjustment costs under an EPA. The trade-offs between existing and 
potential market access and adjustment costs have to be made in terms of more 
clearly defined circumstances where precise terms and conditions are clearly 
stated that would allow more meaningful calculations. 

 
FTAA 
 
• A new WTO model based on the recognition of longer time frames to fulfil 

obligations, some exemptions from disciplines and some exclusion of sensitive 
products under Art. XXIV could form a useful basis of future FTAA WTO-plus 
negotiations. It would have to be supplemented by appropriate autonomous 
FTAA decisions on S&D; 

 
• The ALADI classification can form the basis of differentiation in the FTAA. Its 

third category (with the exception of Haiti) covering the relatively small and 
less developed countries can constitute the most disadvantaged group in the 
FTAA requiring S&D. Members of that group would more or less be the same 
as in the WTO vulnerable tier of non-LDCs discussed above. A graduation 
procedure can be applied over time akin to the NAFTA approach. 

 
 
 
 
 

 
FINANCE  
 
•   The present discussion is lacking an appropriate institutional framework for 

coherent policy making at the global level that would facilitate the integration 
of small states in the multilateral system. An integrated framework with the 
appropriate coordination that includes but goes beyond aid effectiveness is 
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needed. Greater Policy Coherence between the Bretton Woods Institutions 
should be promoted to cover not only the specific vulnerable country but also a 
grouping of small states in order to exchange information on policies and 
experiences; 

  
•  The response of the Bretton Woods Institutions to the issues raised by small 

states so far is basically to show how existing policies and instruments can take 
care of the challenges posed to small sates. Within these policies, some new and 
interesting initiatives can however, be taken to deal with adjustment as well as 
develop new innovative country approaches and strategies to facilitate small 
states. It is difficult however to perceive how the response could be complete 
without some modification of graduation policies and the terms and conditions 
governing some lending arrangements; 

 
•  Current knowledge of adjustment costs for small countries remains weak. 

Admittedly, due to peculiar country constraints and opportunities, this cost is 
best understood by examining country strategy in the context of its own 
vulnerability profile. It is however important for the international community to 
be aware of the tasks in order to make adequate provision for the new training 
and educational opportunities that would have to be provided as well as the 
safety nets and measures to promote new investment. Small countries 
themselves should begin to indicate the magnitude of trade adjustment in order 
to transmit to international organizations their needs. In this regard more 
vulnerability profiles of small states are needed. 

 
• More in-depth and rigorous work is needed on eligibility criteria for adjustment 

assistance. The standardization of definitions of vulnerable countries would be 
useful particularly for the Bretton Woods institutions. 

 
 
• Trade capacity development and support particularly for trade-related 

infrastructure and institutional strengthening should be more effectively 
“mainstreamed” in the operations of donors, the World Bank and the regional 
development banks for vulnerable states which face institutional capacity 
constraints to more effective integration in the world economy. 
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• Exemption of very small enterprises within small economies from certain 
obligations in investment is considered useful. The fierce competition for 
foreign investment in a world where such investment is highly concentrated 
would also suggest that exemption from rules preventing the use of incentives 
as an investment promotion tool in small economies is a necessity; 

 
•  Legally-binding measures, transparency and stable rules that create and 

guarantee market access can strengthen the contractual and strong institutional 
basis of trade agreements and make them more attractive for foreign 
investment. Market access concessions that are deep, specific and targeted to 
sectors of export interest to these countries can also stimulate investment and 
offset the negative perception of small size;  

 
•  The stimulation of private investment in small markets with high risks remains 

a major challenge. Improving the investment climate through policy and 
institutional reform is a necessary but not sufficient condition. A greater 
partnership setting with the World Bank, IMF and other donors could assist 
especially if backed by risk and credit guarantees either partial or full and 
linked to development assistance. 

  
 
 
 



 

 

 
APPENDIX 1 

TABLE 4: VULNERABILITY INDEX 
 
Country Name Population Volatility 

Index Std. 
Dev. 

Growth 
Sustainability 
(GS) 

Volatility 
adjusted for 
GS. C/D+4 

Preference 
Dependence 
Ranking 
(PDR) 

Vulnerability 
based on GS 
and PD 
(C/D+4-
PDR+2) 

      
A B C D E F G 

Suriname 414,000 7.17 -1 2.38908612 3 3.58 
Rwanda 7,950,000 13.49 -2 6.74419938 0 3.37 
Guyana 816,000 6.15 0 1.53789397 4 3.08 
Fiji 758,000 5.47 0 1.36814088 4 2.74 
Georgia 5,450,000 14.87 0 3.71668463 0 2.48 
Zimbabwe 11,530,000 4.69 -2 2.34487154 2 2.34 
Togo 4,140,000 7.01 -2 3.50608283 1 2.34 
Albania 3,440,000 9.01 -2 4.50447918 0 2.25 
Moldova 4,440,000 12.15 0 3.03805371 0 2.03 
Nicaragua 4,540,000 3.90 -2 1.95132355 2 1.95 
Niger 9,150,000 5.79 -2 2.89413048 1 1.93 
St. Lucia 139,000 9.05 3 1.29261479 4 1.81 
Congo, Dem. Rep. 43,900,000 5.36 -2 2.67872007 1 1.79 
Kiribati 78,000 8.59 0 2.14713779 1 1.72 
Madagascar 14,760,000 3.40 -2 1.70030785 2 1.70 
Latvia 2,510,000 10.18 0 2.54439252 0 1.70 
Central African Republic 3,310,000 4.95 -2 2.47319984 1 1.65 
Cameroon 13,280,000 6.52 0 1.63004419 2 1.63 



 

 

Country Name Population Volatility 
Index Std. 
Dev. 

Growth 
Sustainability 
(GS) 

Volatility 
adjusted for 
GS. C/D+4 

Preference 
Dependence 
Ranking 
(PDR) 

Vulnerability 
based on GS 
and PD 
(C/D+4-
PDR+2) 

      
A B C D E F G 

Dominica 71,000 3.24 2 0.54009572 6 1.62 
United Arab Emirates 2,310,000 7.97 -1 2.6562953 0 1.59 
Zambia 9,370,000 3.16 -2 1.57885453 2 1.58 
Mozambique 17,420,000 7.89 -1 2.62970353 0 1.58 
Chad 6,360,000 10.88 2 1.81367249 1 1.55 
Jamaica 2,530,000 3.08 0 0.77062115 4 1.54 
Peru 23,530,000 7.67 -1 2.55716844 0 1.53 
Malawi 9,790,000 6.11 -1 2.03554329 1 1.53 
Congo, Rep. 2,590,000 7.45 0 1.86136275 1 1.49 
Barbados 260,000 4.35 0 1.08635439 3 1.45 
Vanuatu 161,000 4.23 0 1.05760728 3 1.41 
Cote d'Ivoire 14,230,000 2.74 -2 1.36860113 2 1.37 
Saudi Arabia 17,880,000 5.47 -2 2.73324235 0 1.37 
Brunei 307,860 5.46 -2 2.73005874 0 1.37 
Gabon 1,320,000 6.74 -1 2.2466336 0 1.35 
Papua New Guinea 4,070,000 5.23 0 1.30652159 2 1.31 
Trinidad and Tobago 1,310,000 6.44 -1 2.14777998 0 1.29 
St. Kitts and Nevis 42,000 3.80 2 0.63357604 5 1.27 
St. Vincent and the 
Grenadines 

113,220 3.75 2 0.62549894 5 1.25 

Sierra Leone 4,510,000 4.77 -2 2.3834141 0 1.19 
Nigeria 111,720,000 5.89 -1 1.9646946 0 1.18 



 

 

Country Name Population Volatility 
Index Std. 
Dev. 

Growth 
Sustainability 
(GS) 

Volatility 
adjusted for 
GS. C/D+4 

Preference 
Dependence 
Ranking 
(PDR) 

Vulnerability 
based on GS 
and PD 
(C/D+4-
PDR+2) 

      
A B C D E F G 

Samoa 167,000 4.65 0 1.16369371 2 1.16 
Argentina 34,770,000 5.80 -1 1.93335299 0 1.16 
Syrian Arab Republic 14,190,000 5.79 -1 1.92914386 0 1.16 
Dominican Republic 7,910,000 3.44 0 0.86106034 3 1.15 
Mali 10,790,000 4.55 -1 1.51635993 1 1.14 
Sudan 26,710,000 6.73 0 1.68207497 0 1.12 
Bahrain 535,000 5.61 -1 1.86875406 0 1.12 
Venezuela 21,640,000 4.39 -2 2.19432957 0 1.10 
El Salvador 5,770,000 4.36 0 1.09065067 2 1.09 
Iran, Islamic Rep. 68,360,000 6.54 0 1.63578315 0 1.09 
Estonia 1,480,000 6.45 0 1.61230779 0 1.07 
Haiti 7,180,000 4.27 -2 2.13478394 0 1.07 
Senegal 8,350,000 4.26 0 1.06458434 2 1.06 
Jordan 5,440,000 6.09 0 1.52278398 0 1.02 
Burundi 5,980,000 5.01 0 1.25333413 1 1.00 
Ghana 17,450,000 4.00 -1 1.33285046 1 1.00 
Swaziland 809,000 3.99 2 0.66447945 4 1.00 
Poland 38,590,000 5.92 0 1.4803288 0 0.99 
Panama 2,630,000 5.72 0 1.42993555 0 0.95 
Romania 22,680,000 5.62 0 1.40616266 0 0.94 
Guinea-Bissau 1,070,000 4.68 0 1.17091451 1 0.94 
Uruguay 3,190,000 5.47 0 1.36689245 0 0.91 



 

 

Country Name Population Volatility 
Index Std. 
Dev. 

Growth 
Sustainability 
(GS) 

Volatility 
adjusted for 
GS. C/D+4 

Preference 
Dependence 
Ranking 
(PDR) 

Vulnerability 
based on GS 
and PD 
(C/D+4-
PDR+2) 

      
A B C D E F G 

Morocco 27,110,000 5.33 0 1.33208603 0 0.89 
Mexico 90,490,000 4.43 -1 1.47824596 0 0.89 
Benin 5,560,000 3.54 -1 1.1808289 1 0.89 
Belize 204,000 4.40 3 0.62853038 4 0.88 
Namibia 1,540,000 3.49 -1 1.16433441 1 0.87 
Gambia, The 1,120,000 2.62 -2 1.30958777 1 0.87 
Guatemala 10,620,000 2.59 -1 0.86422999 2 0.86 
Honduras 5,950,000 2.56 -1 0.85365066 2 0.85 
Bulgaria 8,400,000 5.05 0 1.26357747 0 0.84 
Botswana 1,460,000 3.27 2 0.54505157 4 0.82 
Comoros 607,000 4.08 0 1.02054966 1 0.82 
Burkina Faso 10,200,000 4.04 0 1.00933955 1 0.81 
Philippines 70,270,000 4.00 -1 1.3319083 0 0.80 
Bahamas, The 268,000 4.73 0 1.18221262 0 0.79 
Bolivia 7,410,000 3.05 -1 1.01519136 1 0.76 
Costa Rica 3,330,000 3.80 0 0.94968567 1 0.76 
Turkey 61,640,000 3.79 2 0.631466 3 0.76 
Solomon Islands 354,000 5.25 2 0.87466638 1 0.75 
Seychelles 72,000 5.21 3 0.74434684 2 0.74 
South Africa 41,240,000 2.87 -2 1.43539204 0 0.72 
Algeria 28,550,000 2.83 -2 1.41487244 0 0.71 
Ecuador 11,460,000 3.53 -1 1.17590427 0 0.71 



 

 

Country Name Population Volatility 
Index Std. 
Dev. 

Growth 
Sustainability 
(GS) 

Volatility 
adjusted for 
GS. C/D+4 

Preference 
Dependence 
Ranking 
(PDR) 

Vulnerability 
based on GS 
and PD 
(C/D+4-
PDR+2) 

      
A B C D E F G 

Lesotho 2,050,000 5.50 3 0.78617324 1 0.69 
Brazil 155,820,000 3.98 0 0.99517369 0 0.66 
Mauritania 2,280,000 2.65 -1 0.88169218 1 0.66 
Oman 2,130,000 5.21 2 0.86888788 0 0.65 
Hungary 10,220,000 3.87 0 0.96661821 0 0.64 
Paraguay 4,830,000 3.06 -1 1.02140056 0 0.61 
Chile 14,200,000 5.46 3 0.77984804 0 0.61 
Tunisia 8,920,000 2.82 0 0.70613517 1 0.56 
Mauritius 1,090,000 2.21 2 0.36841653 4 0.55 
Kenya 30,520,000 2.10 0 0.52409665 2 0.52 
Bhutan 1,640,000 3.96 2 0.65922157 0 0.49 
Bermuda 62,570 2.91 0 0.72746499 0 0.48 
Grenada 92,000 3.18 2 0.52934592 1 0.45 
China 1,221,500,0

00
3.58 2 0.59595348 0 0.45 

Hong Kong, China 6,190,000 3.46 2 0.57647805 0 0.43 
Singapore 2,990,000 3.24 3 0.46315014 0 0.36 
Malaysia 20,690,000 3.02 3 0.43164917 0 0.34 
Nepal 21,920,000 2.93 3 0.41878304 0 0.33 
Taiwan, China 21,820,000 2.50 2 0.41617865 0 0.31 
Malta 361,000 1.85 3 0.2647864 3 0.31 
Thailand 59,400,000 2.61 3 0.37253769 0 0.29 



 

 

Country Name Population Volatility 
Index Std. 
Dev. 

Growth 
Sustainability 
(GS) 

Volatility 
adjusted for 
GS. C/D+4 

Preference 
Dependence 
Ranking 
(PDR) 

Vulnerability 
based on GS 
and PD 
(C/D+4-
PDR+2) 

      
A B C D E F G 

Korea, Rep. 44,850,000 2.18 2 0.3633678 0 0.27 
Colombia 35,100,000 1.58 0 0.39442411 0 0.26 
Israel 5,540,000 1.80 3 0.25772882 2 0.26 
Egypt, Arab Rep. 59,230,000 2.00 2 0.33356923 0 0.25 
Indonesia 193,750,000 2.17 3 0.30950125 0 0.24 
India 935,740,000 2.16 3 0.30878601 0 0.24 
Bangladesh 120,430,000 1.85 3 0.26412993 1 0.23 
Pakistan 129,810,000 1.54 2 0.25610676 0 0.19 
Sri Lanka 18,350,000 1.44 3 0.20592737 0 0.16 
 
Source: Global Development Finance & World Development Indicators 



 

 

APPENDIX 2 
TABLE 6: COMPARISON OF GROWTH RATES 

 
Country Name Population Average GDP Growth 

Rates 
  82-88 89-95 

Rank Rank Change 
in Rank 

A B 1st Period 2nd 
Period 

1st 
Period 

2nd 
Period 

 

St. Kitts and Nevis 42,000 6.474 5.040 5 10 -5 
Bermuda 62,570 0.282 -0.008 62 72 -10 
Dominica 71,000 5.623 1.737 10 43 -33 
Seychelles 72,000 2.748 3.549 29 19 10 
Kiribati 78,000 0.774 -0.785 56 82 -26 
Grenada 92,000 5.694 1.896 9 40 -31 
St. Vincent and the 
Grenadines 

113,220 5.765 2.206 8 35 -27 

St. Lucia 139,000 3.628 6.038 18 8 10 
Vanuatu 161,000 0.733 -1.077 57 83 -26 
Samoa 167,000 1.087 -0.437 50 78 -28 
Belize 204,000 1.047 3.656 52 16 36 
Barbados 260,000 1.956 -0.730 36 81 -45 
Bahamas, The 268,000 3.200 -1.693 22 92 -70 
Brunei 307,860 -2.165 -2.134 97 98 -1 
Solomon Islands 354,000 2.816 1.969 27 38 -11 
Malta 361,000 3.781 4.821 16 11 5 
Suriname 414,000 -4.319 1.997 110 36 74 
Bahrain 535,000 -2.446 1.086 102 54 48 
Comoros 607,000 0.832 -2.696 55 101 -46 
Fiji 758,000 -2.032 2.587 93 26 67 



 

 

Country Name Population Average GDP Growth 
Rates 

  82-88 89-95 

Rank Rank Change 
in Rank 

A B 1st Period 2nd 
Period 

1st 
Period 

2nd 
Period 

 

Swaziland 809,000 3.401 1.294 21 53 -32 
Guyana 816,000 -4.238 3.379 109 20 89 
Guinea-Bissau 1,070,000 0.854 1.879 54 41 13 
Mauritius 1,090,000 5.221 4.074 12 14 -2 
Gambia, The 1,120,000 -0.042 -1.102 64 84 -20 
Trinidad and Tobago 1,310,000 -1.939 0.530 92 65 27 
Gabon 1,320,000 -2.860 1.325 105 52 53 
Botswana 1,460,000 7.228 2.447 3 28 -25 
Estonia 1,480,000 2.143 -4.878 33 108 -75 
Namibia 1,540,000 -1.879 0.874 91 59 32 

     
     

Bhutan 1,640,000 5.792 1.970 7 37 -30 
Lesotho 2,050,000 1.367 4.314 45 13 32 
Oman 2,130,000 4.882 0.999 13 56 -43 
Mauritania 2,280,000 -1.131 0.356 83 69 14 
United Arab Emirates 2,310,000 -8.787 0.413 113 67 46 
Latvia 2,510,000 2.971 -7.241 25 110 -85 
Jamaica 2,530,000 0.265 1.524 63 49 14 
Congo, Rep. 2,590,000 1.450 -1.956 42 96 -54 
Panama 2,630,000 -2.457 3.370 103 21 82 
Singapore 2,990,000 4.781 6.694 14 3 11 

     
     



 

 

Country Name Population Average GDP Growth 
Rates 

  82-88 89-95 

Rank Rank Change 
in Rank 

A B 1st Period 2nd 
Period 

1st 
Period 

2nd 
Period 

 

Uruguay 3,190,000 -1.014 2.240 79 33 46 
Central African Republic 3,310,000 -0.484 -1.489 69 88 -19 
Costa Rica 3,330,000 -0.340 2.353 67 31 36 
Albania 3,440,000 -0.859 -1.581 76 90 -14 
Papua New Guinea 4,070,000 0.334 2.797 61 24 37 
Togo 4,140,000 -1.363 -2.126 84 97 -13 
Moldova 4,440,000 2.596 -10.721 30 112 -82 
Sierra Leone 4,510,000 -2.091 -4.747 95 107 -12 
Nicaragua 4,540,000 -4.959 -1.891 111 95 16 
Paraguay 4,830,000 -1.407 0.750 85 60 25 

     
     

Jordan 5,440,000 0.448 -1.292 59 87 -28 
Georgia 5,450,000 1.350 -18.695 46 113 -67 
Israel 5,540,000 1.699 2.542 39 27 12 
Benin 5,560,000 -0.645 0.557 74 64 10 
El Salvador 5,770,000 -0.645 3.221 73 23 50 
Honduras 5,950,000 -0.602 0.209 72 71 1 
Burundi 5,980,000 1.226 -3.205 48 104 -56 
Hong Kong, China 6,190,000 5.862 3.350 6 22 -16 
Chad 6,360,000 2.760 1.671 28 47 -19 

     
     

Haiti 7,180,000 -2.168 -3.993 98 106 -8 



 

 

Country Name Population Average GDP Growth 
Rates 

  82-88 89-95 

Rank Rank Change 
in Rank 

A B 1st Period 2nd 
Period 

1st 
Period 

2nd 
Period 

 

Bolivia 7,410,000 -2.952 1.724 106 45 61 
Dominican Republic 7,910,000 1.067 0.886 51 58 -7 
Rwanda 7,950,000 -0.513 -3.440 71 105 -34 
Senegal 8,350,000 1.566 -1.203 40 86 -46 
Bulgaria 8,400,000 4.550 -2.646 15 99 -84 
Tunisia 8,920,000 0.391 2.280 60 32 28 

     
     

Niger 9,150,000 -3.012 -2.682 107 100 7 
Zambia 9,370,000 -2.074 -3.135 94 103 -9 
Malawi 9,790,000 -0.196 0.271 66 70 -4 
Burkina Faso 10,200,000 1.847 -0.031 37 73 -36 
Hungary 10,220,000 2.002 -1.688 35 91 -56 
Guatemala 10,620,000 -2.263 1.467 100 50 50 
Mali 10,790,000 -2.124 0.954 96 57 39 
Ecuador 11,460,000 -0.483 0.686 68 61 7 
Zimbabwe 11,530,000 -0.500 -0.280 70 77 -7 

     
     

Cameroon 13,280,000 0.968 -5.104 53 109 -56 
Syrian Arab Republic 14,190,000 -1.017 1.927 80 39 41 
Chile 14,200,000 1.303 6.501 47 5 42 
Cote d'Ivoire 14,230,000 -3.145 -1.517 108 89 19 
Madagascar 14,760,000 -1.450 -1.837 87 94 -7 



 

 

Country Name Population Average GDP Growth 
Rates 

  82-88 89-95 

Rank Rank Change 
in Rank 

A B 1st Period 2nd 
Period 

1st 
Period 

2nd 
Period 

 

Mozambique 17,420,000 -2.622 1.708 104 46 58 
Ghana 17,450,000 -0.808 1.364 75 51 24 
Saudi Arabia 17,880,000 -5.794 -0.686 112 80 32 
Sri Lanka 18,350,000 2.461 3.754 31 15 16 
Malaysia 20,690,000 2.057 6.091 34 7 27 
Venezuela 21,640,000 -0.936 -0.089 78 74 4 
Taiwan, China 21,820,000 7.071 5.637 4 9 -5 
Nepal 21,920,000 1.730 2.419 38 29 9 
Romania 22,680,000 1.399 -2.722 43 102 -59 
Peru 23,530,000 -1.791 0.372 89 68 21 
Sudan 26,710,000 -2.243 4.528 99 12 87 
Morocco 27,110,000 2.892 -0.194 26 75 -49 
Algeria 28,550,000 -0.122 -1.693 65 93 -28 
Kenya 30,520,000 0.510 -0.578 58 79 -21 
Argentina 34,770,000 -0.930 1.660 77 48 29 
Colombia 35,100,000 1.368 2.398 44 30 14 
Poland 38,590,000 2.348 -0.222 32 76 -44 
South Africa 41,240,000 -1.640 -1.198 88 85 3 
Congo, Dem. Rep. 43,900,000 -1.106 -9.137 81 111 -30 
Korea, Rep. 44,850,000 8.559 6.564 2 4 -2 
Egypt, Arab Rep. 59,230,000 3.167 1.772 23 42 -19 
Thailand 59,400,000 5.315 7.890 11 2 9 
Turkey 61,640,000 3.117 1.724 24 44 -20 
Iran, Islamic Rep. 68,360,000 -1.110 3.579 82 18 64 



 

 

Country Name Population Average GDP Growth 
Rates 

  82-88 89-95 

Rank Rank Change 
in Rank 

A B 1st Period 2nd 
Period 

1st 
Period 

2nd 
Period 

 

Philippines 70,270,000 -1.831 0.463 90 66 24 
Mexico 90,490,000 -2.424 0.619 101 62 39 
Nigeria 111,720,000 -1.419 1.057 86 55 31 
Bangladesh 120,430,000 1.464 2.679 41 25 16 
Pakistan 129,810,000 3.732 2.234 17 34 -17 
Brazil 155,820,000 1.115 0.558 49 63 -14 
Indonesia 193,750,000 3.509 6.350 19 6 13 
India 935,740,000 3.504 3.636 20 17 3 
China 1,221,500,000 9.689 8.339 1 1 0 
 



 

 

APPENDIX 3  
TABLE 8: A NON-LDC CLASSIFICATION OF TRANSITIONAL DEVELOPING 

COUNTRIES 
Country Population Per 

Capita 
Income 

(US) 

Vulnerability 
Index 

SMALL VULNERABLE TRANSITIONAL DEVELOPING COUNTRIES 
    

Suriname 414000 2550 3.583629178 
Guyana 816000 1488 3.075787947 
Fiji 758000 4185 2.736281766 
Zimbabwe 11530000 1168 2.344871538 
Nicaragua 4540000 1215 1.951323546 
St. Lucia 139000 4055 1.809660699 
Cameroon 13280000 924 1.63004419 
Dominica 71000 3649 1.620287171 
Jamaica 2530000 2455 1.54124229 
Congo, Rep. 2590000 2003 1.489090198 
Barbados 260000 6933 1.448472514 
Cote d'Ivoire 14230000 1100 1.368601129 
Gabon 1320000 3811 1.347980157 
Papua New Guinea 4070000 1787 1.306521593 
Trinidad and Tobago 1310000 7461 1.288667989 
St. Kitts and Nevis 42000 5669 1.26715208 
St. Vincent and the 
Grenadines 

113220 3478 1.250997885 

Syrian Arab Republic 14190000 4733 1.157486313 
Dominican Republic 7910000 2400 1.148080454 
El Salvador 5770000 2130 1.090650673 
Senegal 8350000 1089 1.064584339 
Jordan** 5440000 3194 1.015189318 
Burundi 5980000 452 1.002667304 
Swaziland 809000 2629 0.996719172 
Panama 2630000 3485 0.953290368 
Uruguay** 3190000 5459 0.911261632 
Belize 204000 4259 0.879942526 
Namibia 1540000 2773 0.873250804 
Guatemala 10620000 2357 0.864229994 
Honduras 5950000 1385 0.853650664 
Botswana 1460000 2458 0.81757735 
Bolivia 7410000 1831 0.761393523 
Costa Rica** 3330000 3805 0.759748534 
Seychelles 72000 4260 0.744346841 



 

 

Country Population Per 
Capita 
Income 

(US) 

Vulnerability 
Index 

Ecuador 11460000 2890 0.705542562 
Paraguay 4830000 2269 0.612840336 
Tunisia 8920000 3162 0.564908138 
Mauritius** 1090000 6828 0.552624799 
Grenada 92000 2985 0.453725076 

    
OTHER TRANSITIONAL DEVELOPING COUNTRIES 

    
Peru** 23530000 2574 1.534301062 
Saudi Arabia 17880000 6816 1.366621176 
Brunei** 307860  1.365029372 
Nigeria 111720000 940 1.178816763 
Argentina** 34770000 5851 1.160011791 
Bahrain** 535000 9903 1.121252439 
Venezuela 21640000 6729 1.097164786 
Iran, Islamic Rep. 68360000 3721 1.090522099 
Ghana 17450000 996 0.999637848 
Morocco 27110000 2102 0.888057353 
Mexico** 90490000 5919 0.886947577 
Philippines** 70270000 1760 0.799144978 
Bahamas, The** 268000 11214 0.788141749 
Turkey* 61640000 3953 0.757759194 
South Africa** 41240000 3098 0.717696019 
Algeria 28550000 2554 0.70743622 
Brazil 155820000 4307 0.663449127 
Oman 2130000 8072 0.651665907 
Chile** 14200000 5834 0.606548474 
Kenya 30520000 906 0.524096646 
Bermuda** 62570 14038 0.484976657 
China 1221500000 2042 0.446965106 
Hong Kong, China* 6190000 18051 0.432358535 
Singapore* 2990000 15838 0.360227884 
Malaysia** 20690000 6913 0.335727131 
Taiwan, China* 21820000 10610 0.312133989 
Malta 361000 8594 0.308917471 
Thailand** 59400000 4891 0.289751539 
Korea, Rep.* 44850000 9165 0.272525851 
Colombia 35100000 3766 0.262949406 
Israel* 5540000 10996 0.257728819 
Egypt, Arab Rep. 59230000 1971 0.250176926 



 

 

Country Population Per 
Capita 
Income 

(US) 

Vulnerability 
Index 

Indonesia** 193750000 2497 0.240723196 
India 935740000 1490 0.240166896 
Pakistan 129810000 1480 0.192080066 
Sri Lanka 18350000 2536 0.160165736 

    
* Obvious Candidates for Graduation 
** Possible Candidates for evaluation 
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