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Motivation (1/2)

• Recognizing the central role of international trade in promoting economic growth and
development, the World Trade Organization (WTO) launched the "Aid for Trade Initiative"
in 2005 with the objective of assisting developing countries to speed-up their integration
in the world economy and to harness the benefits of international trade.

• The WTO defines the “Aid for Trade Initiative” as one that helps developing countries
overcome these limitations and assists them to increase exports of goods and services,
to integrate into the multilateral trading system, and to benefit from liberalized trade and
increased market access.

• Assistance flows are considered part of the “Aid for Trade” (AfT) if they target projects or
programs identified by recipient countries’ national policies as trade-related
development priorities.

• AfT flows are broadly classified under three main categories:
• flows aiming at building trade policy and regulation capacity (trade policy administrative

management, trade facilitation, enhancing regional trade agreements and multilateral
negotiations);

• flows targeting the development of productive capacity (economic sectors including agriculture,
forestry, fishing, industry, and mining); and

• flows with the objective of enhancing infrastructure (transport and storage, communications,
energy).



Motivation (2/2)

• A recurrent research question earmarked most of the literature: how
effective were AfT flows in enhancing the exports of recipients? (Vigil
and Wagner, 2012; Hühne et al., 2014a; Ghimire et al., 2016; Ferro et
al., 2017; Martinez-Zarzoso et al., 2017).

• To answer this and other related questions, the empirical analysis was
usually couched in either one of two models:
• an export demand model (Hühne et al., 2014a; Hühne et al., 2014b; Ghimire

et al., 2016; Ferro et al., 2017; Martinez-Zarzoso et al., 2017)

• a gravity model (Helble et al., 2012; Ahn and Lee, 2016; Pettersson and
Johansson, 2016).



What we do

• The objective of this paper is to assess the impact of AfT on the
export performance of 155 recipient countries between 2002 and
2019.

• We control for zero values in trade and AfT as well as the endogneity
of AfT.

• Using the OECD Creditor Reporting System (CRS) data on AfT, we
investigate the impact of AfT flows on bilateral exports from recipient
to donor countries using a gravity-type equation

• Moreover, we investigate the AfT-exports-nexus by income level,
geographical region, extensive vs. intensive margins.



What we find

• AfT flows targeting productive sectors (such as industry and agriculture)
are likely to increase exports of recipient countries after controlling for the
endogeneity of AfT.

• Within the category of AfT flows targeting trade policy and regulations,
funds devoted to the development of regional trade agreements (RTAs)
and trade-related adjustment measures are likely to increase exports of
aid-recipients.

• When we estimate the impact of AfT across different income levels, we find
that low income and low middle income countries are the winners.

• Finally, at the regional level, a positive and significant impact of AfT flows
on MENA and Asian countries' exports is found.
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Overview of Aid for Trade

• AfT is measured as the sum of ODA
flows directed towards technical
assistance for (i) trade policy and
regulations, (ii) economic infrastructure,
and (iii) productive capacity building

• Before the launch of the “Aid for Trade
Initiative” in 2005, flows targeting trade-
related matters had already been part
of ODA, yet not listed explicitly as AfT.

• In the year following the launch of the
initiative, the total value of AFT more
than doubled, rising from USD 702
million to nearly USD 1.8 billion. Since
2006, AfT increased steadily by 6.6%
yearly on average (OECD, 2021).
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Aid for Trade and Institutions
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Methodology

• In order to examine the effect of AfT on export performance, we adopt a
gravity-type equation (Mac Callum, 1995; Feenstra, 2002; Anderson and van
Wincoop, 2003; Santos Silva and Tenreyro, 2011).

• Our basic econometric specification relies on a Poisson Pseudo-Maximum
Likelihood estimation as follows:

𝑋𝑖𝑗𝑡 = exp(𝛽0 + 𝛽1𝑙𝑛𝐺𝐷𝑃𝑖𝑡 + 𝛽2𝑙𝑛𝐺𝐷𝑃𝑗𝑡 + 𝛽3𝐴𝑖𝑑𝑖𝑗𝑡 + 𝛽4𝐼𝑛𝑠𝑡𝑖𝑗𝑡 + 𝛽5𝐼𝑛𝑠𝑡 ∗
𝐴𝑖𝑑𝑖𝑗𝑡 +𝛾𝑖𝑗 + 𝜖𝑖𝑗𝑡)

where Xijkt represents the exports from recipient country i to donor country j in
year t; 𝑙𝑛𝐺𝐷𝑃𝑖𝑡 and 𝑙𝑛𝐺𝐷𝑃𝑗𝑡 are country i and j’s real gross domestic product (in
log), 𝛾𝑖𝑗 are bilateral fixed effects that control for all the gravity type variables;
Aidijt represents the value of AfT from country i to j in year t, Instijt is the absolute
difference between institutions in i and j, 𝜀 ijt is the discrepancy term.



Empirical Issues

• Yet, this specification might suffer from two potential problems.
• First, AfT might be endogenous since some donors might provide

significant flows to key trade partners.
• Therefore, we propose to instrument AfT using the political distance between donor

countries and recipients through the number of votes similar to the members of the
Security Council given that, sometimes, loans from international financial institutions
or countries might be politically motivated (Easterly, 2006).

• Second, our regression might include a substantial share of zero trade
flows and zero aid flows.
• To deal with the zero bilateral trade issue, we opt for a Poisson pseudo-maximum

likelihood (PPML) regression, as suggested by Santos Silva and Tenreyro (2006).
• The PPML estimator is a non-linear estimator used to deal with the zero trade

observations and to provide unbiased and consistent estimates that are robust to the
presence of heteroscedasticity.



Extensions

• Aif for Trade can be perceived as a tool that reduces:
• The fixed cost of exporting, thus affecting the extensive margin of trade

measured by the probability that a country starts exporting to another
country.

• The variable cost of exporting, which affects the intensive margin of trade
measured by the quantity of exports.

We measure the effect on both variables.

• We extend the analysis:
• By income level as low income countries are those that get most of the flows.

• By region given that some emerging economies benefit more than others.



Data Sources

• Gravity variables come from the Centre d'Etudes Prospectives et
d’Information Internationales (CEPII, France).

• GDP variables come from the World Development Indicators.

• Data on institutions are extracted from the Global Governance Indicators
dataset.

• The UN vote proximity has been retrieved from the UN votes database.

• Data on AfT is taken from the Creditor Reporting System (CRS) developed
by the OECD. We focus on three main components of AfT flows: productive
capacities, economic infrastructure, and trade policy related flows. This will
add to the analysis by helping us disentangle the effect of each component
on recipients’ exports.
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Empirical Findings

• Regarding the external
instruments used, the
results suggest that
the closer the political
proximity measured by
the UN voting
proximity, the more
AfT is allocated from
donor to recipient
country.



Empirical Findings: Extensive Margin - Overall



Extensive Margin 
by Region

• As for the impact of
AfT on exports, it is
positive and
significant in MENA
and Asia. Yet the
magnitude of the
coefficient and the
level of significance
are higher for the
MENA region,
implying that the
latter region is more
likely to benefit from
AfT flows in
increasing its exports
to donor countries



Extensive Margin 
by Income

• Low-income countries are
more likely to benefit from
AfT to increase their
exports to donor countries
than countries with higher
income levels.

• This could be justified by
the initial presence of
relatively high structural
constraints affecting these
countries’ capacity to
develop the necessary
trade-related regulations,
infrastructure and
productive sectors enabling
them to integrate into the
global market.
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Intensive Margin 
by Region

• Most of the
region benefit
compared to East
Asia and Pacific



Intensive Margin 
by Income
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Conclusion

• AfT are aid flows initially designed to assist developing countries
increase their exports. They also help developing countries enhance
their overall infrastructure and productive capacities and review their
trade policies in order to fit in the international market.

• While aid for trade flows can be politically motivated, its effect will
depend on the quality of institutions.

• There is a heterogeneity among countries and regions.



Policy implications

• The importance of reforming institutions as they determine the
impact of aid for trade flows (similar to the literature on institutional
curse of natural resources).

• Further research: type of aid for trade flows.

• Tailoring aid for trade flows to the needs of low income countries
(especially for trade policy, trade facilitation and regional integration).

• Not only financial flows. Need to have technical assistance, especially
when it comes to trade facilitation for instance.



Thank you for your attention


