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International trade liberalization is likely to have a significant impact on the poor of

the Greater Mekong Subregion (GMS). In this paper we analyze some of the

opportunities and challenges of trade liberalization for poverty alleviation in the GMS.

We outline the nature of poverty in the GMS and then use a global trade model to

simulate the effects of trade reform. Our findings suggest that there are some significant

potential gains for the subregion. However, while some sectors will grow significantly

with reform, others will grow less and may even contract. The implications for poverty

will depend in part on the extent to which the poor can adjust to the changing economic

environment. International trade reform will need to be supported by appropriate

domestic policies with an emphasis on reforming the rural sector.
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I. Introduction

International trade liberalization has a potentially important role to play in poverty

alleviation in the Greater Mekong Subregion (GMS).1 Evidence suggests that carefully

implemented trade liberalization can contribute significantly to “pro-poor” development

outcomes (Winters, McCulloch, and McKay 2004). But as with any economic reform,

some people will be harmed, at least in the short term. Any adverse impacts on the very

poor are of particular concern. The very poor may find it extremely difficult to cope

with even a short-term adverse shock, such as a loss of income or rise in prices. In this

paper we examine some of the opportunities and challenges for trade reform for poverty

alleviation in the GMS.

Winters (2002) in a review of the literature concludes that a liberal trade regime

almost certainly helps to reduce poverty in the long run. Several recent studies have

also underscored the importance of increased access to global markets rather than just

focusing on development aid as a means to reducing poverty. Binswanger and Lutz

(2000) argue that harmful trade policies substantially negate the aid provided by rich

countries. They suggest that the welfare losses from industrialized country protection

amount to more than three times the value of grant aid flows to developing countries.2

Francois (2001) models the reduction of global import protection by up to 50% finding

that gains to developing countries could well outweigh recent annual flows of official

development aid from industrialized countries. Oxfam (2002) also argues that trade

has an enormous potential to lift people out of poverty noting that when,  “…rich

countries lock poor people out of their markets, they close the door to an escape route

from poverty.”

The direct and indirect effects of trade reform on poverty could also, however, be

negative depending on patterns of consumption and production and on the exact nature

of the reform (Winters 2002). Some prices will rise while others may fall; some sectors

will expand while others will contract. Whether these changes help or harm the poor

depends on many factors including what the poor produce and consume and the extent

to which they adjust to the changing economic environment. Trade reforms will need

to be supported by appropriate domestic policies with an emphasis on appropriate

reform of the rural sector in general and the agricultural sector in particular.

1 The original GMS comprised Cambodia, the Lao People’s Democratic Republic, Myanmar, Thailand,
Viet Nam, and Yunnan Province of the People’s Republic of China (PRC). In 2004, Guangxi Zhuang
Autonomous Region of the PRC also joined. However in this study, since data are not available for
Yunnan Province and Autonomous Region alone, we include the PRC in the analysis.

2 This is likely to be a substantial underestimate. The calculation is based on results from Anderson,
Hoekman and Strutt (2001) in which the authors model only the comparative static effects of trade
reform.
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Reforming international agricultural markets is a key poverty issue for a number of

reasons. First, the poor are often rural farmers who may gain from access to markets but

may suffer from increased competition. Second, food usually accounts for a large share

of expenditures of the poor, and changes in prices or access to food can have a large

impact. Agricultural markets are also among the most distorted in the world, making

the potential welfare gains from liberalizing agriculture very large (Anderson, Hoekman,

and Strutt 2001).

We begin the paper by outlining the nature of poverty in the GMS, including a

discussion of the significance of the agricultural sector. We then use a global trade

model to offer insights into some of the likely impacts of trade reform on GMS countries.

This is followed by a discussion of policies that may be used to extend the gains from

reform and to assist the losers from it.

II. Poverty and Agriculture in the Greater Mekong Subregion

Poverty is multi-dimensional and is not easily measured, and there are a number of

different definitions in use.3 Regardless of the exact definition and data used, poverty

is predominantly a rural problem for most poor countries, including those in the GMS.

Table 1 presents the most recently available World Bank data on the estimated proportion

of the population below the national and international poverty lines for GMS countries.

There is significant variation across the GMS; however, it should be noted that the

national poverty data for Thailand and Viet Nam are more than a decade old and the

national poverty line for the People’s Republic of China (PRC) is set at a relatively low

level. International poverty estimates of the proportion of the population living on less

than one or two dollars a day are generally more recent and also show substantial variation

by country. By this international measure, Thailand has the lowest poverty level and

Cambodia the highest of the countries listed.

For all countries shown in Table 1, poverty rates are significantly higher in rural

than in urban areas. The implications of the rural poverty rate become even clearer

when combined with data on the proportion of the population living in rural areas. It is

very typical for the majority of the population to live in rural areas when a country has

a relatively low per capita income. World Bank data suggest that for GMS countries,

the rural population was at least 60% of the total population in 2004. Rural dwellers

comprise over 70% of the population in Myanmar and Viet Nam and around 80% of the

population in Cambodia, the Lao People’s Democratic Republic (Lao PDR), and

Thailand.

3 For an overview, see McCulloch et al. 2001. Chapter 3.
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Table 1. Poverty in the Greater Mekong Subregion and the People’s Republic of China

Survey (1) National poverty line% (2) International poverty:
year (1)/(2) of population below % of population below

Countrya Rural Urban National $1 per day $2 per day

Cambodia 1997/1997 40.1 21.1 36.1 34.1 77.7
PRC 1998/2001 4.6 <2.0 4.6 16.6 46.7
Lao PDR 1998/1998 41.0 26.9 38.6 26.3 73.2
Thailand 1992/2000 15.5 10.2 13.1 <2.0 32.5
Viet Nam 1993/1998 57.2 25.9 50.9 17.7 63.7
a Data for Myanmar are not available
Source: World Bank (2005 and 2005a)

Figure 1 shows the population that is poor, classified as either rural or urban dwellers,

as a percentage of the total population.4 The predominantly rural nature of poverty is

striking. For example, in Cambodia the rural poverty rate is around 40% with over 80%

of the population living in rural areas. This implies that almost 4.5 million people (over

32% of the total population) are rural and poor. Similarly, from Figure 1, only 0.55 million

people (4% of the total population) are urban and poor. A similar trend is found in other

GMS countries. Worldwide, over two thirds of the poor in developing countries live in

rural areas where poverty tends to be more acute in terms of income and nutritional

status than in urban areas (Binswanger and Lutz 2000).

Figure 1. Rural and Urban Poor as a Percentage
of the Total Population

Source: Calculated from World Bank (2005 and 2005a)
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4 Using the latest available national poverty survey results in combination with 2004 rural population data.
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While individual GMS countries vary in the relative size of their agricultural sectors,

the agricultural sector is of particular importance for most poor countries. The structural

adjustment experienced by economies as they develop generally reduces the relative

significance of the agricultural sector, with a movement into higher-valued areas of

production. As expected, higher-income countries tend to have relatively lower shares of

gross domestic product (GDP) contributed by agriculture: it is less than 10% in the case

of Thailand and just under 15% for the PRC as shown in Table 2. For lower-income

countries, the contribution of agriculture to the economy is much greater—over 55% of

GDP in the case of Myanmar. For all GMS countries, agriculture provided around 50% or

more of total employment during the 1990s as is shown in the final column of Table 2.

Although the contribution of agriculture to output in the economy tends to decline

over time, this does not undermine the importance of the agricultural sector for economic

development. Binswanger and Lutz (2000) argue that most nonfarm activities in rural

areas are linked to agriculture. They suggest that under most circumstances, growth in

agricultural demand is a necessary condition for rural growth, and that rural regions

cannot achieve sustained growth in agricultural demand unless they trade.

Table 2.  Selected Aggregate Indicators 20035

Gross Gross National
National  Income
Income   per Capita, Aid Agriculture,

per Capita, Purchasing (% Gross Value Agricultural
Atlas Method  Power Parity National Added   Employment
(current US$) (current $) Income) (% GDP) (% total) b

Cambodia 300 2,000 12.5 34.5 75
PRC 1,100 4,980 0.1 14.6 47
Lao PDR 340 1,730 14.3 48.6 78
Myanmar n.a. 1,027a n.a. 57.2 63
Thailand 2,190 7,450 -0.7 9.8 49
Viet Nam 480 2,490 4.5 21.8 69
a Data for 2002
b Data are most recently available and range from 1990-2000

Sources: World Development Indicators (2005) and UNDP (2004).

Despite its importance to economic development, world trade in agricultural

products has grown much more slowly than general trade has. During the decade to

2000, growth in exports of manufactured goods grew by 7% per annum but for agricultural

products, the annual growth rate was only 3% (World Trade Organization 2001). High

barriers to agricultural trade are argued to have been a major cause of the slow progress

in rural development and rural poverty reduction over the last 50 years (Binswanger

5 Gross national income (GNI) per capita is the measure now favored by the World Bank; it used to be
known as GNP per capita. Purchasing power parity (PPP) estimates of GNI per capita are provided in
the next column.

27GMS_Vol2.pmd 05/10/2005, 4:40 PM5



6

and Lutz 2000). The barriers have limited agricultural growth and diversification. The

attendant low incomes, low savings rates, and low agricultural investment have in turn

constrained the growth of the rural nonfarm sector, inhibiting the formation of mutually

beneficial links between agriculture and rural industry.

Food and agricultural products are among the most highly protected of any sector.

The Uruguay round of multilateral trade negotiations made some progress with

agricultural trade reform. However, the impact on protection levels has been very small.

Average tariff rates in the Organisation for Economic Co-operation and Development

(OECD) countries remain much higher for agricultural commodities than for

manufactured products. Overall levels of support to agriculture in OECD economies

dropped by more than 20% between 1991 and 1997 but then increased. The average

price received by OECD farmers in 1997 was 29% above the world price; by 1999 it was

44% above the world price (OECD 2001). In 2003, total support to agricultural producers

in OECD countries accounted for 32% of farm receipts and is estimated to have been

worth more than US$250 billion (OECD 2004). The agricultural negotiations of the

current World Trade Organization (WTO) Doha development round were launched in

2000 but have suffered a number of setbacks (Rae and Strutt 2004). Agriculture is of

great importance to many developing countries, but it is likely to continue to be a

controversial part of multilateral trade negotiations (Anderson et al. 2002).

III. Trade Policy Reform

In an effort to better understand the likely impacts of trade liberalization on poverty in

the GMS, we use the Global Trade Analysis Project (GTAP) model to simulate the

impact of trade reform. The GTAP model is a well-known and respected international

trade model. It is a multi-regional, applied, general equilibrium model built on a

complete set of economic accounts and detailed inter-industry links (Hertel 1997).

The GTAP model and database are fully documented and publicly available.6

Although the model is among the most sophisticated of available global trade models,

a number of simplifications and abstractions from the real world have to be made. The

model we use is comparative, static and assumes perfectly competitive markets with

constant returns to scale. When a policy change is simulated, prices and quantities of

commodities are endogenously determined within the model. Consumers maximize

welfare, subject to their budget limitations, and firms maximize profits, using the limited

resources available in the economy. The representation of consumer demand allows for

regional differences in the price and income elasticities of demand. Five primary factors

of production (land, natural resources, physical capital, and unskilled and skilled labor)

6 See www.gtap.agecon.purdue.edu for detailed information on the GTAP model and database.
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combine with intermediate inputs, including imports, to produce final output.

Armington elasticities are used to specify the extent to which substitution is possible

between imports from various sources as well as substitution between imports and

domestic production. We use GEMPACK software to solve the model (Harrison and

Pearson 1996).

Version 6 beta of the GTAP database is used in the current study with the full 87

regions and 57 sectors aggregated up to 10 regions and 9 sectors. Aggregation of the

database in this way highlights sectors and regions of particular interest. Thailand and

Viet Nam are specified and, since Yunnan Province and the Guangxi Zhuang Autonomous

Region are not available separately, we include the PRC in the analysis. The remaining

three GMS countries are combined in a region known as “Other GMS,” namely

Cambodia, Lao PDR, and Myanmar.7 Table A1 in the Appendix details the aggregation

of countries and commodities used.

We model the impact of eliminating a range of global market distortions to provide

insights into how reform may affect the GMS. First we project the global database from

its benchmark 2001 to the year 2011. This follows innovative work initiated by Hertel

et al. (1996). We shock a small number of exogenous macroeconomic variables to simulate

the effects of growth in each economy over time. These exogenous shocks, reflecting

the assumptions we make about economic and factor growth rates for the period 2001–

2011, are provided in Table A2 in the Appendix. In the baseline projection, differences

in the relative rates of factor growth combine with the intensity of factor use in each

sector to drive changes in the composition of output over time. The 2011 baseline is

somewhat arbitrary, but it is intended to provide an improved picture of the world

economies with the Uruguay round implemented8 and with sufficient time to implement

a major trade agreement.

In this study, we are not concerned with particular multilateral or regional trade

agreements. We are more interested in the broad implications of trade reform for poverty

in the GMS and in discovering the key drivers of change. Thus we simulate a general

and comprehensive reduction in trade and output distortions. In particular, we assume

that all tariffs and export subsidies are eliminated and that output and primary factor

input distortions are eliminated worldwide from the 2011 baseline.9

Table 3 details the projected changes in each GMS economy at an aggregate level,

including the gain in real GDP and economic welfare10 when distortions are removed.

7 This region also includes the economies of Brunei Darussalam and Timor-Leste. However these
economies are relatively small and the composite region is dominated by the GMS economies.

8 In our baseline, we assume the Multi-Fiber Agreement quotas have been fully eliminated (modeled as
export tax equivalents in the GTAP database). However, not all tariff rates in the database are completely
representative of post-Uruguay round rates. In particular the rates for the PRC and Taipei,China do
not fully incorporate their WTO commitments.

9 There are other export taxes and output distortions that remain. See Rae and Strutt (2003) for more
discussion of domestic distortions in the GTAP database.

10 As measured by an equivalent variation in income (see Hertel 1997, especially Chapter 2).
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Our results suggest that real GDP would increase by almost US$25 billion annually

and welfare by over $35 billion each year in the GMS including the PRC. These

projections are likely to significantly underestimate the total gains from trade

liberalization for a number of reasons, in part because the dynamic growth-enhancing

consequences of reform are not modeled. However, the directions and relative

magnitudes of change are likely to be indicative of the true impact of reform (Anderson,

Hoekman, and Strutt 2001). Projected increases in real GDP range from between 2.4%

per annum for Viet Nam to 0.15% per annum for the “other GMS” region (incorporating

Cambodia, Lao PDR, and Myanmar). Increased welfare for the region is largely driven

by improvements in allocating resources as they move to more efficient uses following

the removal of distortions. Moreover, each GMS economy is also expected to experience

a terms of trade improvement. The total projected $11 billion improvement in the

terms of trade, combined with the $24 billion improvement in allocating resources give

rise to the projected welfare increase of over US$35 billion for the whole region

(including the PRC).

Table 3. Changes in Real Gross Domestic Product and Welfare
Removal of Tariffs from the 2011 Baseline

All GMS
Other and the

PRC Thailand Viet Nam GMS PRC

GDP (%) 1.11 1.32 2.43 0.15 1.11
GDP (US$m) 21,308 1,907 1,027 144 24,386
Welfare (equivalent variation

in income)
(US$m), comprising: 29,032 3,810 2,514 218 35,574

Allocative Efficiency
Effects and 21,353 1,910 1,037 144 24,444
Terms of Trade Effects 7,680 1,900 1,477 74 11,131

We find that over 60% of the total welfare gains for the region are due to the

elimination of trade barriers and output taxes by the GMS and the PRC. This finding

of course depends on the exact nature of the reforms simulated and, as noted earlier,

we simulate elimination of all tariffs and export subsidies as well as output and primary

factor input distortions. Further decomposition of the results suggests that without

liberalization of output taxes, the gains from liberalizing their own economies are likely

to be somewhat smaller for the GMS and the PRC. However, the general point that

economies have much to gain from reforming their own markets, will likely still hold

consistent with theory and other empirical evidence.

Textile and clothing reforms offer only around a third of the gains possible from

agricultural reform for the PRC and Thailand in our simulation. Anderson, Hoekman,

and Strutt (2001) suggest several reasons for this relatively small reward from reform of

27GMS_Vol2.pmd 05/10/2005, 4:40 PM8
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these sectors. First, distortions to prices for agriculture are much greater than those for

textiles and clothing. Second, textiles and clothing make up a much smaller proportion

of world exports than do farm products. Thirdly, we have projected the baseline of the

data set forward to 2011 implying more availability of skilled labor and a somewhat

diminished relative importance of the unskilled, labor-intensive sectors. Finally, we

assume that countries have fully eliminated the Multi-Fiber Agreement quotas in our

baseline.11 Reform of agricultural trade appears to offer higher potential gains worldwide

than reform of manufactures, even including textiles and clothing. This is despite the

fact that agricultural products have much smaller shares in the value of world production

than manufactured products (Anderson, Hoekman, and Strutt, 2001).

Table 4 indicates the projected increases in exports with trade reform. The key

sectors in which we expect the GMS and the PRC to perform well after the reform

modeled are crops, other foods, textiles, wearing apparel, and leather. All countries,

with the exception of Thailand, are projected to significantly increase their exports in

most of these sectors. This is a reflection of a strong comparative advantage in these

areas that can be further exploited when the relatively high tariffs are removed.

Table 4. Changes in Aggregate Exports with Reform by Commodity and Region,
Free on Board Weighted from 2011 Baseline (% change)

All GMS
PRC Thailand Viet Nam Other GMS and PRC

Crops 147.9 9.8 20.8 102.3 103.8
Natural Resources -9.9 -31.3 4.2 0.4 -6.3
Animal Products -45.8 5.1 -24.7 88.2 -29.0
Other Foods 52.9 57.8 -0.8 54.8 49.7
Textiles 34.3 -8.4 101.6 17.9 29.9
Wearing Apparel, Leather 7.8 -12.2 63.5 13.7 9.0
Electronics -6.4 7.5 21.2 45.1 -4.0
Other Manufactured -4.4 35.3 58.9 9.4 0.9
Services -24.5 -34.5 -43.7 -2.1 -28.1

The agricultural sectors in the GMS that tend to do particularly well in terms of

increased exports are the crops and other foods sectors. From Table 5 we find that

exports from the region of these commodities face particularly high initial tariff rates—

over 32% on average in the case of crops and almost 20% for other foods. Removal of

these relatively high tariffs significantly improves the opportunities for producers to

export. In dollar terms, our estimates suggest that exports of crops are projected to

increase by over US$11 billion and exports of other foods by US$9.5 billion for the

whole region (from the 2011 baseline).

11 Dropping the assumption that the Multi-Fiber Agreement quotas are fully implemented could
substantially raise the additional gains from textile and clothing reform in later reform.

27GMS_Vol2.pmd 05/10/2005, 4:40 PM9



10

Table 5. Average Tariffs Faced by Commodity and Exporting Region,
Trade-Weighted (%)

All GMS
PRC Thailand Viet Nam Other GMS and PRC

Crops 40.7 19.7 9.3 26.3 32.3
Natural Resources 2.2 2.3 1.8 3.1 2.2
Animal Products 9.9 14.1 6.0 9.0 11.2
Other Foods 19.6 21.9 12.1 7.5 19.8
Textiles 10.7 11.4 9.7 8.7 10.7
Wearing Apparel, Leather 13.1 13.7 9.7 9.6 12.9
Electronics 2.1 2.3 4.7 5.1 2.2
Other Manufactured 4.0 6.6 6.7 5.5 4.3

Source: Calculated from the GTAP version 6 beta database

Thailand is the highest income country analyzed here. It is likely for Thailand that

reductions in trade barriers will provide additional incentives for producers to move

away from unskilled, labor-intensive industries. Indeed we see a reduction in Thailand’s

unskilled labor-intensive products, such as textiles and clothing, in order to concentrate

further on higher-skilled and more capital-intensive industries such as electronics and

other manufacturing. Table 4 shows increases in exports of 7.5% for the electronics

sector and over 35% for other manufactured products for Thailand. There are also some

increases projected in Thai agricultural sectors including crops and other foods. Increases

in exports of these sectors are particularly strong primarily because of the removal of

tariffs of around 20% as indicated in Table 5. These are the highest average sector

tariffs that Thailand faces.

IV. Assisting the Losers from Trade Reform12

Although the global and national net economic benefits from trade reform are likely to

be positive as described in the previous section, as with all changes in economic policy,

there will be both gainers and losers. Our analysis in the previous section suggests that

some sectors are expected to benefit particularly from reform while other sectors may

grow less or even contract. There will be impacts on incomes and prices that will affect

the poor. The policy emphasis needs to be on maximizing the net benefits and

minimizing the negative impacts of trade liberalization.

The losers from trade liberalization may or may not include the poor; however, the

poor are likely to be particularly vulnerable to shocks, including those resulting from

trade reform. The rural poor typically have few assets, and even short periods of transition

12 Some parts of this section draw on Strutt and Lim (2003).
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accompanying trade reform could cause a, “…deep descent into poverty” (Winters

2002). This descent may be irreversible if the poor lose access to basic foods, education,

and health care. We therefore need to understand the impacts of trade reform on the

poor and offer carefully considered policies to help minimize any suffering and ensure

that they can gain from the opportunities accompanying increased integration with

other economies. These policies to help the poor can be broadly categorized as

compensatory and complementary (Winters 2002).

Where liberalization leads to loss of income for the poor, compensatory policies can

be used in an effort to directly offset the adverse effects of reform. Compensation may

be a useful means of reducing short-term adverse impacts while the poor adjust to a

new set of incentives, such as the expansion of export sectors detailed in the previous

section. Providing support for the initial losers from liberalization is likely to reduce

opposition to reform.

There can, however, be problems with policies that compensate losers from trade

reform. McCulloch, Winters, and Cirera (2001) discuss five arguments against

compensation for losers. First, the policies may reduce incentives for people to adjust

to the new economic environment. Secondly, trade adjustment assistance will only

reduce costs from one type of shock; this has equity implications for those who suffer

from other events. A third argument against compensation is that it creates a precedent

that may send the government budget down a slippery slope. Fourth, once started,

compensatory policies can be difficult to remove even if it is found that they are not as

effective as initially hoped and that there may be more appropriate means of reducing

poverty. Lastly, governments of poor countries typically have very limited resources.

For GMS countries with a weak tax base, such as Cambodia, a tariff reduction may have

significant, immediate, and adverse impacts on tax revenue collection (though there is

evidence to suggest an increase in volume may offset this in the longer term). This will

further limit their capacity to offer compensatory (and other) policies.

It may also be difficult, and perhaps inappropriate, to distinguish between those

who are suffering because of trade or because of other causes (Winters 2002). Subject

to the available government budget, general compensatory policies are likely to be a

more desirable way of alleviating short-term poverty than trade-specific compensatory

policies. These general policies,  “…replace the problem of identifying the shock with

the task of identifying the poor” (Winters 2002). Such policies facilitate adjustment by

providing an income floor below which the poor will not fall; however, issues noted

earlier may remain a challenge.

While compensatory policies may help to address short-term reductions in income,

complementary policies for better functioning markets may be useful to help ensure

that the poor can benefit from increased openness in the longer term (Winters 2002).

Complementary policies are also likely to be more feasible for very poor countries

struggling with very limited public funding. To boost the pro-poor effects, governments

27GMS_Vol2.pmd 05/10/2005, 4:40 PM11
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need to ensure that increased agricultural incomes filter through to the poor by

establishing domestic policies such as extension services, land redistribution, and

improved access to inputs and credit (McCulloch et al. 2001).

The key point relating to complementary policies is that many factors that affect

the poor are outside their control. These include macroeconomic and microeconomic

factors. Macroeconomic policies that affect farmers and nonfarmers include fiscal and

monetary policies that influence exchange rates (and therefore demand for exports

and import substitutions). Should the PRC bow to foreign pressure to revalue the

yuan, for example, Chinese farmers will face increasing pressure from overseas

competitors. An attendant contraction in manufactured exports from China would, on

the other hand, reduce the ability of displaced farm workers to find alternative

employment in the industrial sector.

Microeconomic issues will influence farm supply response. Some farmers will be

hurt economically as they lose out to more competitive agricultural producers, both

foreign and local. It will be important that the initial losers have knowledge and capacities

to take advantage of alternatives that may reduce costs and create income. Changes in

income result from changes in the distribution of endowments, changes in factor prices,

and more importantly, the extent to which factor markets serve as exchange mechanisms

with market development determining how much people can trade and earn income

from their endowments (Benjamin and Brandt 1999). As factor prices change through

trade liberalization, it is important that people who have been disadvantaged by

liberalization are able to adjust.

It is difficult for the poor to adapt to a changed economic environment without

access to technology and capital. For example, poverty can be reduced by increasing

the productivity of the poor by investing more in education or expanding infrastructure

and allowing for ownership and exchange of private property. Market-supporting

institutions are needed, including physical infrastructure such as roads, energy supplies,

and telecommunications. Such market support reduces risk and facilitates the shift of

skills and labor from one activity to another or from one geographical area to another.

Education will help to increase the productive use of capital and will facilitate the

transfer of labor resources within and across sectors to higher-value uses in pursuit of

comparative advantage. This is clear in the case of the PRC’s rural reforms in the 1980s.

As rural manufacturing grew, it generated more employment drawn from agriculture

(Findlay, Watson, and Wu 1994). Fortunately, the PRC’s emphasis on meeting basic

needs, including education, positioned it for a relatively smooth transition from

agriculture to more highly skilled manufacturing.

An important aspect of rural productivity is property rights, without which access

to capital is not sustainable (DeSoto 2000). Rural land title is in a state of flux in many

parts of Cambodia, for example, largely as the result of the displacement and

resettlement of the population due to years of civil war. As land productivity rises,

27GMS_Vol2.pmd 05/10/2005, 4:40 PM12



13

often because of removal of landmines and unexploded ordnance (UXO), villagers

sometimes fear that outsiders will appropriate their land that has risen in value.

Therefore, some village leaders request that landmines/UXO be left in situ, preferring

to accept the trade-off of lower quality farmland.13 Secure property rights, then, can

help to reduce the social costs of agricultural transformation as can labor mobility and

reductions in the market power of middlemen such as distributors and processors of

farm output.

The distribution of land ownership or the rights to appropriate the benefits from

land can have a major impact on the poverty-reducing consequences of trade reform.

Existing elites are often in a strong position to benefit from liberalization policies, so

there may be concern that adverse effects will be concentrated on those groups least

able to express their interests, especially the poor (United Nations Conference on

Trade And Development [UNCTAD] 1996). To the extent that current trade distortions

result from a political process favoring wealthy interest groups, it is nonetheless possible

that the gains from reform may accrue mainly to other sections of the population. Even

so, the rural households that will benefit directly from trade liberalization are usually

those owning land, and the immediate gains of liberalization may not reach people

living in extreme poverty (UNCTAD 1996). Subsistence and smallholder farmers are

likely to face particular challenges from trade reform. The benefits of a more open

economy are not clear for these groups, and there may be some significant adverse

effects. For example, subsistence and smallholder farms may be unable to benefit from

trade-oriented growth. They may lack the resources to grow export crops, and they

could find that commercial expansion makes traditional agriculture less feasible. Some

of the subsistence farmers may move out of the informal sector and may require

assistance to help them adjust to and gain from a more open economy. For example,

decisive nongovernment organization (NGO) and state assistance in building roads

and bridges in Cambodia has facilitated rural migration to nonfarm jobs in export-

oriented manufacturing thus alleviating poverty in drought-prone, subsistence farming

communities.14

Here industrialization offers a potential solution to the negative employment

impacts that some countries will experience with agricultural trade liberalization. Rural

industries can tap displaced farm labor. The labor surplus produces a low wage, labor-

intensive pattern of industrialization providing a diverse range of consumer goods,

infrastructure, and farm inputs. Employment growth in rural manufacturing and service

industries leads to rising incomes. Some of the incomes will be used to buy farm output

such as food and agricultural inputs. The integrated rural development strategy thus

promotes mutually beneficial links between agriculture and industry such as with the

13 Based on the author’s interviews with village leaders in Kampong Speu Province, Cambodia in 2003.
14 Based the author’s survey of approximately 500 households in Kampong Speu and Siem Reap Provinces.
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PRC during the mid- to late-80s (Lim and Strutt 1998) reducing the transitional costs

of liberalization of either agriculture or manufacturing in isolation.

It appears that for Viet Nam, textile and clothing market reform may offer

significantly higher benefits relative to agriculture. Real output in our simulations is

projected to increase by over 30% in the case of textiles and by almost double this

amount in the case of leather and wearing apparel as shown in Table 6. The large

increases are primarily driven by reductions in tariff rates faced by Vietnamese exporters

in these industries. As indicated in Table 5, the average tariff imposed on textiles,

apparel, and leather products exported from Viet Nam into other countries is almost

10%. With the exception of the “other foods sector,” this is the highest average sector

tariff faced by Vietnamese exporters. Thus when all tariffs are eliminated, Vietnamese

producers have particularly strong incentives to move into these industries. The shift

into these industries is reflected by increased aggregate exports of well over 60% as

shown in Table 4.

Table 6. Change in Real Output with Reform by Sector and Region
from 2011 Baseline

(% change)

Thailand Viet Nam Other GMS

Crops 0.3 -4.5 0.2
Natural Resources -1.0 -1.1 -0.2
Animal Products -2.5 -6 0.5
Other Foods 14.4 -16.5 1.2
Textiles -19.3 31 2.3
Wearing Apparel, Leather -10.1 58.7 4.7
Electronics 5.5 6.7 -2.9
Other 9.3 -3.9 -1.8
Manufactured Services -1.6 -0.8 0.0

In our simulation, Viet Nam is projected to experience a downturn in all agricultural

and natural resource sectors which is likely to be accompanied by rising unemployment.

However, the strong anticipated growth in textiles and garments together with growth

in electronics will serve to absorb labor displaced from agriculture and other primary

production sectors. Thailand provides an interesting contrast in that it shifts out of

relatively unskilled, labor-intensive industries such as textiles and apparel and expands

its production of more skilled and capital-intensive products including electronics and

other manufactures. The key point in both the Thai and Vietnamese illustrations is

that declines in one sector will be accompanied by at least some offsetting expansion

in another.

Trade reform also has implications for transient poverty and the smoothing out of

consumption over time. The poor consist of those who are always poor and those who

move in and out of poverty. The  “sometimes poor” category is almost always greater
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than the number of individuals or households characterized as  “always poor” (Baulch

and Hoddinott 2000), yet even though their average consumption is above the poverty

line, the sometimes poor are not able to smooth their consumption through time. Trade

liberalization can have a big impact on transient poverty if it affects the seasonality or

variability of food prices and rural incomes. For example, imports may help people to

deal with seasonal shortfalls, while exports can facilitate the efficient use of surpluses.

Some households are also able to smooth consumption by increasing or reducing their

stocks of assets. Consumption smoothing may occur as households enter the credit

market or alter their investment in human capital. Limited access to financial services

(both credit and savings) exacerbates vulnerability to shocks and can trap the poor in a

vicious circle of poverty. In addition, where credit markets are poorly developed,

households may hold assets that are not very productive but can act as a buffer from

shocks.

While this paper has focused on income changes, it is clear that income and poverty

are at best only partially correlated. As noted earlier, poverty is multidimensional. The

distinction made by Sen (1993) between entitlements, capabilities, and functioning

starkly illustrates the point. Entitlements, such as income, are of limited utility if

households do not have the capabilities to convert the income into things that they

might value (functions such as disease prevention or decision-making empowerment).

This paper has focused on the impact of trade liberalization on alleviating entitlement

failure but has ignored capability failure, a gap that will hopefully be filled in future

trade-poverty research.

Nevertheless, even within the confines of the income approach to poverty, the

links between trade liberalization and key issues in poverty analysis, particularly

household insecurity and vulnerability, are readily apparent. In principle, poor households

face a raft of mechanisms with which to improve their security including risk reduction

and coping (McCulloch et al. 2001). Risk reduction activities include diversifying income

sources and job migration. Coping with an adverse, rural shock might include increasing

farm output or work effort and selling assets such as land. Trade liberalization reinforces

the ability of households to buffer themselves from shocks by potentially increasing

the returns from risk reduction and coping measures. For example, a health shock that

reduces the number of able-bodied workers in a household can be buffered by trade

liberalization that indirectly raises the price of farmland thus increasing returns if the

household must sell land.
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V. Conclusions

Economies experience ongoing structural adjustment. This is likely to be accentuated

by trade reform that brings faster growth and development. Even where countries

anticipate some difficulties, there are important opportunities from reforming trade.

These include improved production methods that may maintain revenues and have

the potential to release resources (including labor) to non-farm uses where the value

added may be higher than in agriculture. Production patterns may respond to global

market signals with resources moving into areas where they can be used more efficiently.

Rejecting reforms simply because they may adversely impact some poor people is,   “…a

recipe for long-run stagnation and for an ultimate increase in poverty” (Winters 2002).

Poor countries often argue for a slower pace in reducing tariffs, in part because of

the view that industrialized countries should act first, but also because they aim to

avoid any sudden negative impact on poor producers whose vulnerable livelihoods may

be destroyed by adverse shocks (Díaz-Bonilla et al. 2002). Some even argue that small

farmers need increased protection; however, poor households generally spend a large

proportion of their incomes on food. This could have a very negative impact on poverty

and food security, including for the small farmers who tend to be net buyers of food

(Díaz-Bonilla et al. 2002). In addition, increasing the rates of protection may breach a

country’s commitments to multilateral and regional trade agreements. Winters (2002)

argues that if particular products are clearly associated with the poor as commodities

that they either consume or produce, postponing their liberalization may be justified

in the short term; however, it is important to ensure that trade liberalization and the

accompanying opportunities for raising incomes and reducing poverty are not lost.

The level and pattern of economic growth will determine the pace of poverty

reduction in the GMS. Countries need broad-based and sustainable growth, otherwise

there will be limited opportunities for those who work and little to redistribute to

those who cannot. Openness to international trade and to other micro and macro policies

that encourage productivity and innovation is essential for poverty alleviation. We have

shown that significant gains are anticipated for the GMS with trade reform. Multilateral15

and possibly regional trade agreements should lead to further economic growth and

development for the poor in the GMS, particularly if significant agricultural market

reform is achieved. Removing distortions in their own markets should also have a high

priority for GMS countries; however, trade reform alone will not solve their problems of

poverty. Structural adjustment will be disruptive for many, and appropriate compensatory

and complementary policies may be needed to minimize any adverse effects and to

maximize the gains that the poor are able to realize. While there is an important role for

15 While the precise nature of reform will affect the benefits and challenges it creates, the development
focus of the current WTO Doha round of negotiations offers an important opportunity to reduce poverty.
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the government in helping the poor, international assistance to developing countries

may also be appropriate.

There are a number of areas that the current study points to for further research.

For example, careful modeling of particular trade agreements under consideration will

help the GMS to better understand the likely impacts of following particular courses of

liberalization. Also, in addition to the standard economic welfare impacts of trade reform,

the environmental effects may have an impact on the poor and need to be considered

(Strutt and Anderson 2000). There is also much scope for detailed country case studies

to improve our understanding of exactly how trade is likely to have an impact on the

various markets and groups of people within each economy. International trade and

associated policy reform should be a key area of focus for those interested in alleviating

poverty and achieving sustainable development in the GMS. While much remains to

be done, the rewards are likely to be high.
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Appendix

Table A1. Regional and Commodity Aggregation

Region Description Commodity Description

ANZ Australia and Crops All crops
New Zealand

PRC PRC Natural resources Natural resources
(forestry, fishing, and
minerals)

HIA High-income Animal products Animals and animal
Asian countries products

Thailand Thailand Other foods Other processed foods

Other Other Textiles Textiles

ASEAN ASEAN countries

Viet Nam Viet Nam Wearing apparel, Wearing apparel and
leather leather products

Other GMS Cambodia, Lao Electronics Electronic equipment,
PDR, Myanmara machinery and equipment

South Asia South Asia Other Other manufactured
manufactured products

Europe and Europe and Services Services

North American NAFTA
Free Trade Area

ROW Rest of the world

a Timor and Brunei also included in this group.

Table A2. Macroeconomic Assumptions: Cumulative Change
2001–2011 (%)

GDP Population Capital Unskilled labor Skilled labor

ANZ 37.17 7.72 49.79 16.17 11.22
PRC 103.99 6.73 147.14 9.13 43.61
HIA 31.33 1.66 50.68 2.24 6.33
Thailand 60.80 9.71 95.84 -1.54 47.76
Other ASEAN 59.16 14.40 101.90 27.64 87.27
Viet Nam 70.84 13.01 104.17 15.44 23.06
Other GMS 45.28 13.92 79.41 14.47 50.17
South Asia 69.52 15.83 80.34 20.81 60.41
Europe and NAFTA 29.08 4.53 33.08 12.03 10.61
ROW 42.04 17.69 36.62 18.07 48.79

Source: Walmsley, personal communication 2005, based on Walmsley, Dimaranan and McDougall (2000).
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