Standards; a Hindrance or  a Catalyst to Competitiveness?
First Draft
This short note aims to briefly discuss the issue of standads as a factor contributing to developing country competitiveness and shed light on some of the key issues that are often brought up in this context. 

Changes in Global Trade Bring Standards to the Fore 

The past few decades witnessed two major changes in the global trade scene that have amplified the role of techncichal regulations and standards as key determinants of developing country competitiveness in international markets. 

First, traditional barriers to trade such as quota and tariffs have been reduced significantly through successive rounds of multilateral negotiations under the General Agreement on Tariffs and Trade (GATT) and later the World Trade Organization (WTO). As a result, the focus of development econmists and policy makers in developing countries has increasingly shifted to non-traditional barriers to trade such as standards and technichal regulations and their potential impact on developing country exports. And as multilateral trade negotiations continue to reduce traditional trade barriers, technical regulations, along with other non-tarriff barries, are likely to gain more relevance for global trade in general and developing country competitiveness in particular.
Second, there has been a shift in the composition of developing country exports in favour of manufacturing and higher value-added agriculture exports. Since the 1980s the share of manufacutures in develeoping country exports has grown from around 30% in 1985 to more than 60% in 2005. In middle income countries, manufacturing has increasingly become the most promising, if not the most important, export sector. (see Figure 1)
At the same time, the composition of developing country Agro-food exports has changed drastically over the past two decades. The 1980s and 1990s witnessed the ‘take-off’ or accelerated growth of non-traditional agro-food exports in an array of developing countries, at a time when the value of their traditional export commodities experienced wide fluctuations or steady decline. In the face of  favorable demand conditions, improved international market access, and rising cost structures in industrialized country agriculture and fisheries, increasing developing country resources flowed into export higher- value food products such as cut flowers, horticulture and seafood. (see Figure 2) 
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The changing composition of developing country exports in favor of manufacturing and higher value agro-food products has made conforming to technical regulations and standards requirements a precondition for accessing and remaining competitive in export markets. 

In manufacturing, standards provide a coherent description of technological practices and effectively convey technological information. Buyers impose technical regulations and stadards on their suppliers to ensure compatability between products and processes across countries and to guarantee product safety. In addition, buyers are increasingly  using standards to meet consumer demands with relation  quality and social and environmental impacts. As a result, a wide  range of standards governing, in addition to technical requirements,  environmental protection, worker health and safety and child labor is  being imposed by buyers especially in developed country markets.
Similar trends are evident in agriculture. A wide range of standards is being implemented, covering both agro-food products and the processes by which they are produced and provided.  For many higher-value foods, including fruits and vegetables, fish, beef, poultry and herbs and spices, the challenges of international competitiveness have moved well beyond price and basic quality parameters to greater emphasis on food safety and agricultural health standards and, more recently, social and environmental standards associated with agriculture porduction.  Across this range of products there is increasing attention to the risks associated, for example, with microbial pathogens, residues from pesticides, veterinary medicines or other agricultural inputs and environmental or naturally-occurring toxins.  In turn, there is greater scrutiny of the production or processing techniques employed along these supply chains (Buzby 2003).

So in both manfuacturing and agriculture, standards are increasingly dictating not only the characteristics of products but also the systems of quality control used during their manufacture/production and their  impacts on the environment, labour  etc.  

While it  is widely recognized that in order for developing countries to remain competitive, they will have to diversify their exports into higher value-added products in manufacturing and agriculture, there have been widespread concrens about the growing stringency and widening coverage of standards governing the trade of these products and their potential impact on developing countries’ ability to compete in international marekets.
Jaffee and Henson (2004) idnetify three isssues around which the debate on standards and competitiveness have revolved over the past few years. These include: 1) the suspicion that standards and technical regulations are being used to disguese protectionism, especially in sectors that, until recetly, had been protected by traditional trade barriers such as agriculture. This concern is often raised with relation to developing country exports to developed countries; 2) the argument  that developing countries lack the administrative, technical capacities and resources to comply with these requirements, or that the costs incurred to comply  will undermine their competitiveness; and 3) concerns that the combination of institutional weaknesses and  rising compliance costs will serve to undermine the competitiveness of smaller economic players, including small countries, small enterprises and small-scale farmers.

Collectively, these arguments/concerns have contributed to forming a widely-held view  within developing countries that standards are barriers to trade that are used to disguise protectionism in developed countries and, because of “prohibitvily high” compliance costs, threaten to margenalize small  economic players. 
Below we will briefly discuss these issues and summarize the state of debate on each one.
Standards, a  Protectionist Device ?
Standards vary across countries because of different levels of development, technological capabilities and prefererences. The WTO Agreement on Technichal Barriers to Trade acknowledges these differences and grants Members the right to take“ measures necessary to ensure the quality of its exports, or for the protection of human, animal, and plant life or health, of the environment, or for the prevention of deceptive practices, at the levels it considers appropriate”. And to ensure that TBTs are not used as protectionist device, the Agreement  requires that technichal regulations “are not prepared, adopted or applied with a view to, or with the effect of, creating unnecessary obstacles to trade.” For example, a technical regulation on fire-resistant doors could specify that the door must be fire resistant with a 30-minute burn through time, but  should not specify how the product must be made. 
Similalry, the  Agreement on the Application of Sanitary and Phytosanitary Measures which  is concerned with the application of food safety and animal and plant health regulations Agreement, requires members to ensure that any sanitary or phytosanitary measure is based on scientific principles and is not maintained without sufficient scientific evidence.

The two agreements, although have  significantly reduced the “arbitrary use” of  techncihal regulations and SPS measures and increased the transparency of developing and implementing technichal regulations in general, they didn’t bring an end to disputes and allegations that standards and technichal regulations are being used to protect domestic industries.

Two factors have contributed to the continuing disputes and protectionist allegations in this context (Sturm 2006). First,  there is often uncertainty with relation to the health or safety risks/benefits of the disputed regulation. Science can rarely offer certainty  about the damage that a product could cause, especially on the long run. Because the vast majority of standards are based, at least partially, on legitamate safety of health concerns, it is very hard to clearly attribute standards to protectionist intentions. Second, while product   regulations are, in principle, applied in a non[image: image3.png]


discriminatory way to both domestic firms and foreign firms, there is usually  higher costs falling on foreign firms exporting to the domestic market. This constitutes a problem particularly to firms in developing countries which usually lack the technical skills and financial resources necessary to comply with highly demanding regulations.
While, in theory, there is an ample scope for using technichal regulations and standards for illigitamate discrimination against imports from developing countries, Economic literature and anecodatal evidence suggest that there have been only  few cases where protectionism was indeed the primary motivation for using standards to restrict imports from developing countries .

One of the very few cases where there is a consesus that protectinist interests were, at least in part,  behind the use of  SPS regulations to restrict imports,  is the U.S. ban on Mexico’s exports of Avocados. From 1914 until very recently, the U.S. banned entry of Mexican avocados into the U.S. market on grounds of risk of pest infestation. Since the early 1970s this quarantine has been a cause of dispute between the Mexican and U.S.governments, leading to elaborate evaluations of possible pest risks and risk mitigation procedures. The  ban was partially lifted in 1995 allowing Mexico access to the Northeastern part of the U.S. during four winter months. After several years of successfully exporting without any pest outbreaks, Mexico requested, and was granted, increased access to an additional part of the U.S. market in 2001.

But apart from this case, all of the highly-publicized bans or trade restrictions imposed on developing country exports by developed countries involved products that were not competing with domestic industries. Some of these bans include,   the EU’s import restrictions on  fish imports from Uganda, Shrimp from Bangladesh and  pistachio from Iran. In all these cases, the bans appeared to be driven by genuine concerns over  human health. 
It is ialso mportant to note that the most demanding, and perhaps the  most costly,  Agro-food standards that developing country suppliers face in developed country markets are increasingly set by private buyers and supermarket chains, not by governments. Much of the motivation behind this trend has been the mitigation of reputational and/or commercial risks, or, in certain sector,  strategic market differentiation. (Reardon 2003)
Undermining the Competitiveness of Small Players;  Mixed Views and Limited Evidence? 
Compliance with standards can bring costs and structural changes both on the public and the private levels. Costs can come in different forms including fixed investments in adjusting production and processing facilities and practices, recurrent managemtn costs to implement control systems and the costs of conformity assesment (i.e. testing certification, accreditation etc).

The costs and structural changes brought by standards and the complex  technical capabilities required for their adoption  could lead to redistribution of welfare in favour of countries/firms/producers that command more financial resources and technichal skills. The issue has been subject to a wide debate, and sometimes controversy, among  policy makers, development economist and NGOs. Yet,  despite widespread concerns, there have been very few studies that attempted to measure the potential distributional impacts of standards. 
Otsuki et al (2001) examine the likely impact of the  harmonization of the EU’s standards of Aflatoxins -which lead to increasing the stringency of the standard in many Member States- on the exports of cereals, dried fruits and nuts from African countries. They estimate that annulaAfrican exports to the EU would fall from $ 770 million to $ 370 million as a result of the EU standard.
 But the results of the paper were questioned by Jaffee and Henson who argue that the various supply side constraints have led to the decline of groundnuts exports from Africa and that standards didn’t have a significant impact on African exports.  
On the impact of standards on firms, a survey by Wilson (2004), which covers 17 developing countries, shows that a high share of firms face technical regulations in export markets, including 76% of firms in Latin America and the Caribbean.  In all countries, firms consider foreign technical regulations to hinder the expansion of trade.  Many of the firms facing technical regulations have additional compliance costs for each export market, which in total make up between 1 and 10% of investment costs.  These compliance costs most commonly concern investments in additional plants or equipment (38% of firms), product re-design and contracting of additional workers.  On average, investments to comply with technical regulations amount to 4.4% of total sales.  
Evidenc on the impact of standards on small producers remains fragmented and mostly anecdotal. Jaffee and Henson (2004) question the argument that compliance with standards could be detrimental to smallholders. While they acknowledge that cost of compliance with standards can be proprotionally highger  from smaller producers/firms, they argue that developing institutional framworks such as outgrower programs and systems of training and oversigt for smallholder farmers would be very effective in helping smallholder overcome their technical and financial constraints to meet standards.  
 Overall, the literature discussing distributional impacts of standards is very limited and the evidnce availabe remains largely anecdotal. A World Bank report on the challnege of Agro-food standards draws some tenative conclusions on the distributional effects of agro-food stanadrds. (World Bank 2005).The conlusions draw on a number of case studies that were undertaken by the World Bank in part to explore the potential impact of standards on smallholder in agriculture (The Case studies are available on the webpage).

Although the conclusions were developed based on case studies in the  agro-food  sector, we use them to make some points that are applicable to standards and technichal regulations in general; 
·  Developing countries as a group are not suffering from a tightening standards.Yet, differential approaches to the challenge as well as some countries’ technical or administrative problems with compliance are affecting the relative competitiveness in international markets. 

· In general, incremental advantage tends to be skewed to larger suppliers, who can realize economies of scale, have better access to technology and  information and benefit from well-established reputations. 

· While standards compliance (or non-compliance) can bring about changes that harm the livelihoods of the poor, advantages may accrue to those able to participate in evolving supply chains. A key challenge is thus to reduce,through collective action, the transaction costs associated with monitoring and certifying compliance. 

· The distribution of compliance costs will reflect strategic decisions on the part of both the public and private sectors regarding compliance. For example, the government  can reduce the detrimental impacts on supply chains by investing in public sector     capacity (for example testing laboratories), and/or by providing financial and technical support to the compliance efforts of the private sector. 

· The rising demand for product quality and safety appears to be giving rise to new types of  employment opportunities, especially in product cleaning, handling, processing, and packing and in a broad array of process controls. 

· Compliance with technical regulations standards is only one of many factors affecting competitiveness and only one of many variables impacting the incomes, employment opportunities, and overall welfare of the poor in developing countries. 

Capacity Weaknesses
Complying with technical regulations and standards requires a wide range technical, administrative and instiutional  capacities that developing countries often lack. Some of  the key capacities needed to comply are:

· Capacity to demonstrate/certify  that a product meets the requirements of regulators/buyers in the export markets
· Having a regular access to relevant standards and capacity to understand the various technichal requirements of export markets 

· Capacity to undertake scientific analysis of hazards in agriculture inputs, food products and any other products

· Capacity to establish and maintain quality control systems

· Capacity to participate in international standarization bodies

The capacities mentioned above are embodied in institutional structures, physical infrastructure and human capital. Some of the functions related to these capacities have to be carried out by the government agencies while others are better left to the private sector. For instance, ensuring the health of plants and animals intended for export necessarily requires strengthening public sector capacities’ to detect and eradicate diseases. There are also important regulatory, research, and management functions that should be carried out by governments. In contrast testing functions should be carried out by private entities.  Anecdotal evidence and operational experiences suggest that the most severe capacity weaknesses in developing countries  are usually found at  the government level. 

Some of the common capacity weaknesses that have been idnetified in assessments carried out by the World Bank and other agencies  include; 
· Low Awareness: There is an overall low level of social awareness on food safety 

issues, with a lack of organized consumer demand or advocacy for food safety, and minimal or episodic efforts to promote household, primary producer, or food establishment adoption of safer practices. Underlying capacities to provide programmed information-communication-training activities in food safety are especially weak. 

• 
Absence of Strategy: Neither in national health nor national agricultural strategic

plans are there explicit strategies and policies for food safety management. No assessment processes have identified specific health or food system risks for which targeted approaches might be adopted. Rather, the de facto ‘strategy’ is crisis management, simply reacting to disease outbreaks, reports of contaminated foods, or pressures from trading partners. Proactive or preventive measures are largely absent, although there are some exceptions in the private sector. 

• 
Weak Legislative Basis: Most developing countries don’t  have a system of laws and regulations related to standards and clear mechanisms for enforcing them. Regulations often don’t reflect international requirements and  the requirements of the country’s main export markets. The regulatory systems tend to lack a clear definition of the responsibilities of various government agencies and departments. 

• 
Weak Coordinative Structures: In most developing countries, several different ministries as well as city councils, local government authorities, and private sector associations have important and designated roles to provide oversight and information related to standards. Usually coordination between these different bodies is exteremly weak and as a result,  Usually coordination between these different bodies is exteremly weak and as a result there is often overlap in responsibilities and lack of coherent allocation of responsibilities between various stakeholders.
Prioritization between different standards-related capacity needs in developing countries is also problematic.There is no well defined methodology for prioritizing between various capacities. Therefore, the process of prioritization is usually driven by perceived needs and often influenced by crisis such as trade bans. The World Bank report mentioned above, lays out a preliminary framwork for prioritization of standards-related capacity needs in developing counrtries. (see Operational Tools on the Web page).

Moving Beyond the Challenges; Standards as a Catalyst to Competitiveness
Along with the the numerous  challenges they  pose to developing countries, standards  offer several important economic benefits that could contribute  to strengthening the competitive positions of developing countries. 

Guash et al 2006 discusses some of the key benefits of standards. The most common economic benefit of standards is increasing productive and innovative efficiency.  By adopting standards, suppliers can produce larger quantities of a given product and, as a result, achieve lower per-unit costs.  Producers also gain skills and experience by focusing on fewer product variations and can increase their efficiency through economies of learning. 
Another benefit of standars that is of special importance to developing countries relates to the transfer of technology. By codifiyng information on innovations and making it accessible to everybody, at least in principle, standards facilitate technology transfer to developing countries which could help super innovation in these countries.  Firms, universities and research organizations in developing countries can use the knowledge embodied in standards to adopt innovations or generate new ideas.  Since standards can be acquired across borders, they can also constitute important sources of technical knowledge for firms in developing countries. Standards also  play a critical role in ensuring the compatibility of processes, products and services over space and facilitate technology transfer.These are both critical issues for developing countries especially in the context of increasingly globalized markets.

Another important benefit of standards is their role in promoting competition.  By specifying the characteristics of products and services, standards give all producers, including those in developing countries, equal access to market information. By specifying interface designs, standards make it possible for companies to enter a market without investing in an entire fully integrated system, but by competing in the market for a single component of that system instead.

This facilitates the entrance of developing country producers in new sectors without heavy investments.

Standards are also becoming of increased important element of business differntiating strategies amid rapid technological change, enhanced consumer concerns etc. In recent years, several developing countries have been able to use standards to reposition themselves in the international market and tap into the more specialized and hence more profitable market segments.  

Barzil’s footwear industry, for example, was hit hard by the surge in Chinese exports in the late 1990s and its share in the global market fell by more than 50percent. To survive, the industry had  to find new strategies to produce higher quality shoes, and open up new markets.  Several firms  increased their quality by seeking the services of local testing institutions and investing in personnel training.  Many of the firms decided to cooperate on the creation of a cluster brand with local design and quality requirements.  (cited in Guash et al 2006)
In the agro-food sector, Kenya’s horticulture industry underwent a transformation in response to and in anticipation of  changing regulations and tightening sanitary and phtypsanitary standards in Europe, the country’s primary export market.  Starting the mid-1990s, most firms that are involved in horticulture exports have been transforming their production, packing, and broader supply chain. This ongoing transformation has enabled the industry to reposition itself into a  into more profitable and faster growing value-added segments of the European fresh vegetable market at a time when profit margins are generally under pressure in this sector.(Jaffee 2002) 

In Peru, the leaders of Peru’s asparagus industry and government specialists worked together to bring Peruvian agricultural standards in line with international norms in response to falling demand in the country’s main export market . In 1997, Spanish health authorities stated that two cases of botulism had been caused by consumption of canned Peruvian asparagus. The cases left an unfavorable impression among consumers in European markets, causing sales to slump in Peru’s leading market. In response, officials of the Peruvian Commission for Export Promotion (PROMPEX) launched a campaing to convince the asparagus industry to implement the Codex code of practice on food hygiene. PROMPEX specialists worked with industry leaders and production managers to ensure proper implementation. The industry soon saw improved production and processing methods, as well as better product quality and safety that lead to improved sales.

In 2001, national fresh asparagus norms were published. They provided a quality and performance baseline for the industry that allowed many firms and farms to generate the skills and experience needed to be certified under stringent international standards.As a aresult. The Peruvians have continued to increase exports and gain market share during their main season by growing asparagus of consistently higher quality that can be internationally certified with respect to good agricultural practices, good manufacturing practices, and HACCP.  

Similarly, Chile’s wine industry suffered a serious setback in the late 1990s as a result of falling world prices that were tireggered by a glut in world supply. In face of stiffening compitition, the Chilean wine industry shifted its focus to quality and product differentiation in part through upgrading in soft technologies such as in management of production processes and in quality control. (cited in Guash et al 2006).
These are only few illustrations of a large number of cases where standards and technichal regulations served as catalysts that motivated developing country producers/firms to upgrade their production processes and as a result were able to increase their market share and stregthen their competitive positions.  
CONCLUSION
Technical regulations and standards have increasingly become critical factors in international competitiveness. But whether they ultimately become a barrier that undermines developing country export potential or a catalyst that enhances developing country competitiveness,  depends on the ability of an economy to react to changes in this context  and exploit them to its advantage. Currently, it is evident that developing countries have become increasingly polarized between those that are able to adjust to technological change and enhanced international competition and those that are not.

Establishing  developing countries national standards and quality systems  and building public and private capacities to develop and  adopt to technichal regulations and  standards have thus become critical components of  World Bank efforts aimed at enhancing developing country competitiveness in the global market. 
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Figure 1:Share Of Manufactures in Developing Country Exports





Figure 2 : Changing Structure of Developing Country Agro-food Exports 
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