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EXECUTIVE SUMMARY
Security is an essential precondition for sus-
tainable development. Under the threat of
widespread violence, social institutions can-
not function, people cannot plan for the
future and financiers cannot invest. While
security—and here we mean prevention of
violent conflict—is a policy goal to which
trade and aid are intended to contribute,
the reality is that trade and aid can instead
undermine security and contribute to vio-
lence.

Trade and peace are mutually supportive in
theory. Growth in economic and social
exchange between groups, combined with
adoption of international social and gover-
nance standards and balanced by transfer
payments from winners to losers, should
lead to more harmonious and equitable
societies.

The reality is too often the converse. The
globalization of weakly-governed markets
for natural resources, coupled with the
decline and misuse of international devel-
opment assistance, and with aggressive pro-
motion of unbalanced trade and macroeco-
nomic management rules are:

• driving environmental degradation;

• exacerbating social tensions;

• creating a space for sub-state actors to
enrich themselves through the propa-
gation of conflict;

• fuelling tensions within and among
countries; and

• straining traditional international and
sub-national mechanisms for keeping
the peace.

To date, there is no comprehensive strategy
for tackling interactions between these pol-

icy spheres. In order to address what we see
as a significant policy gap, IUCN and IISD
have launched an initiative to:

• define the relationships between trade,
aid and natural resources management
as they affect the presence or absence of
violent conflict;

• identify those interactions which we
feel are most significant and tractable;

• specify what further activities should
be pursued to address these interac-
tions; and

• deliver the results in a compelling fash-
ion to the appropriate actors in the
international community, with partic-
ular emphasis on the WTO’s Fifth
Ministerial Conference in October
2003.

Our initiative focuses on the way in which
the exploitation of natural resources for
international commerce can contribute to
violent conflict at the sub-state and interna-
tional level, and at the role of development
assistance and trade liberalization—in tan-
dem or in isolation—in fuelling or alleviat-
ing this downward spiral.

This paper is an initial foray into a complex
subject. It offers a framework for discussion
of the linkages and identifies relevant
trends, the lessons that can be learned and
the most promising angles for future action.
It concludes with the follow-up workplan
for this initiative. It draws on insights and
material from two background papers and a
case study commissioned by the project, as
well as on the results of a workshop held in
early 2002 and comments received from
peer reviewers.

Though we do not claim to have uncovered
any great mysteries, we are convinced that
the need for this project is clear. We are in a
unique moment in time, when the gover-
nance of aid, trade, security and natural
resource management are simultaneously
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“in play.” It follows that these regimes are
capable of substantial—if not radical—
change. And such change is needed for the
billions who are left behind by development
today, and by those who may bear the costs
of our mistakes in the future.

LINKAGES AMONG TRADE IN
NATURAL RESOURCES, AID AND
SECURITY

Natural Resources and Conflict

• Resource scarcity can lead to conflict.

• Grievances related to resource access
can lead to conflict.

• Resource trade can be used to fund
oppression or finance armed opposi-
tion.

• Control of valuable resources can be
motive for conflict.

Trade and Conflict

• Loss of trade can be an economic dis-
incentive for conflict.

• Trade rules can provide a non-military
dispute resolution option.

• Trade sanctions can be used as a non-
military signal of opposition to foreign
activity.

• Trade rules can lead to improved gov-
ernance through adoption of interna-
tional norms.

• Trade liberalization can increase vul-
nerability to global commodity price
swings.

• Trade liberalization can increase eco-
nomic inequality, dislocation and
migration/urbanization.

• Trade rules can diminish government
revenue streams and place constraints
on domestic subsidies, weakening state
legitimacy.

Aid and Conflict

• Aid can finance oppression or violent
opposition.

• Political and economic conditionality
on aid can undermine government
capacity and legitimacy.

• Aid can substitute for concerted politi-
cal intervention to promote peace.

• Uneven aid flows can increase macro-
economic volatility.

Figure 1. Trade in natural resources, aid and
security—elements of a complex interactive
system.
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SUMMARY OF
RECOMMENDATIONS

Trade, Aid and Security

• Incorporate security as the overall goal
of aid and trade, against which policy
interventions can be assessed.

• Integrate the key elements of good gov-
ernance—transparency, participation,
accountability and dispute resolution—
into the key institutions governing
trade, bilateral and multilateral aid, and
security.

• Create a space for dialogue, in which
negotiations on security, trade, aid,
debt and common standards for envi-
ronmental and social issues can be bal-
anced and trade-offs made more objec-
tively and transparently.

Trade and Security

• Seek collaboration among the WTO,
UNEP and key Multilateral
Environmental Agreements (e.g.,
CITES) targeting trade in natural
resources that leads to or aggravates con-
flict.

• Elaborate product certification systems
for conflict—diamonds, illegally har-
vested timber and the like—reflecting
on the Forest Stewardship Council and
Kimberly process. Further elaboration
of the process, elements, verification
tools and key factors for mobilizing
support are needed, as are technical
assistance to ensure that developing
countries can represent their interests
and implement the required infrastruc-
ture.

Trade and Aid

• Reinvigorate the debate on measures
for commodity price stabilization,
beginning with the IMF’s
Compensatory and Contingency
Financing Facility; and with the volun-
tary schemes being developed by the
fair trade movement.

• Consider the use of trade measures (e.g.,
GSP, and S and D treatment) and aid
resources to compensate for revenue
losses, to dampen inequalities that result
from the lowering of trade taxes and to
support the costs of adjustment to liber-
alized trade.

• Consider raising aid issues in the con-
text of the WTO Committee on Trade
and Development, or the Working
Group on Trade, Debt and Finance.

Aid and Security

• Seek tools and approaches to commu-
nicate to aid professionals the factors
that motivate and fuel conflict and, in
particular, the underlying economic
governance issues. Identify and review
work on conflict risk assessment.

• Investigate the potential to build aid on
binding rules, with a dispute settle-
ment mechanism and enforced com-
pliance—as is the case for trade—so as
to make aid flows more predictable and
stable.

• Consider criteria for determining
appropriate aid levels, and the gover-
nance and other conditions that would
have to be met for those levels to be
secured.
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1. INTRODUCTION

1.1 Rationale
Many sectors of society, including the sus-
tainable development community, are seek-
ing to understand how best to contribute to
security. We have targeted the relationships
among trade in natural resources, aid and
security because we feel they are important,
significant for sustainable development,
and their interactions incompletely under-
stood.

Though the aims of economic development,
of environmental sustainability and of secu-
rity are incompatible in certain areas we
believe they are strongly bound together in
others. Achieving sustainable development
means building bridges and breaking down
barriers between professions, cultures,
regions and attitudes, a key function of our
institutions. Expanding dialogue among the
three communities would, we hold, lead to
positive synergies for sustainability.

We approach this task with humility. We do
not claim full understanding of these com-
plex issues and their interactions. Simply,
we have stumbled across some compelling
ideas and are convinced there is merit in
their further exploration.

Written to reflect on a unique moment in
time and launch a dialogue between policy
spheres, this paper offers a framework for
discussion of the linkages, identifies relevant
trends and suggests promising angles for
further activity, concluding with the follow-
up workplan for this initiative. It draws on
insights and material from two background
papers and a case study commissioned by
the project, as well as on the results of a
workshop held in early 2002 and com-
ments received from peer reviewers.

1.2 A Unique Moment in Time
Today the regimes governing international
security, aid, trade and natural resource

management are all in flux at the same time.
This is an opportunity for change that
comes around once in a generation.

Security. The complex of power relations
and alliances governing international secu-
rity are being reordered in the wake of the
events of September 11, 2001, and the
“War on Terror” initiated by the United
States in response. While international con-
flict has declined, sub-national conflict has
intensified and has become evermore tied to
economics. And given the accelerating
transboundary flow of ideas and people, it
may be that “the time is past when any
nation can safely ignore large-scale regional
instability elsewhere.”1

Aid. Several recent events herald a potential
turning point in political support of public
finance for international development. First
was the mass mobilization of civil society in
support of the Jubilee 2000 debt relief cam-
paign and the subsequent donor govern-
ment—and rock star—response.2 Second
was the uptick in funds for international
development assistance coming out of the
UN Financing for Development conference
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in Monterrey in March 2002. Support for
the “New Partnership for African
Development” by the G-8 leaders was con-
firmed in June 2002 with further aid and
market access measures. Development assis-
tance might at last be reversing its long
decline since 1992.

Trade. Delegates emerged from the
Ministerial talks in Qatar in November 2001
with an agreement to launch a new round of
negotiations on trade liberalization. The new
trade talks are proceeding under the banner
of a “development round.” While the GATT
itself has a “national security exception” (Art.
XXI),3 there has been little attempt within
the international trade community to
address the tightly-woven issues of conflict
and trade. In June 2002, however, the G-8
identified traffic in natural resources that
contribute to conflict as a key target for their
NEPAD-related support.4

Natural Resources. Last, the approaching
World Summit on Sustainable Development
(WSSD) marks a reflection on the state of
progress since 1992 in making the patterns
of economic growth more equitable and
consistent with environmental limits. As
nations struggle to find a tangible outcome
to emerge from the WSSD, “environmental
security” might rise to the top.

1.3 A Framework for Analysis
Conflict represents a dynamic state of human
interaction, where contending interests and
values are ultimately reconciled, often by
force of arms. It is well known that, since the
end of the Cold War, violent conflict is
increasingly waged within, rather than
between, nations and affects the poor most of
all. Development is set back by decades, nat-
ural resource management systems are dis-
rupted and investors are reluctant to return.
The peaceful and productive resolution of
conflicts is thus a vital foundation for devel-
opment, sustainable or otherwise.

Trade and aid are both means to an end—
economic and social development. On the
other hand, security—like sustainable devel-
opment—is an end in itself. The develop-
ment effectiveness of measures to promote
trade or deliver aid, ultimately, can only be
judged against the ends they purport to serve.
In what follows, we shall argue that security
has long been recognized as a legitimate goal
for trade and aid, and is an essential precon-
dition for sustainable development.

We are well aware that trade, and in partic-
ular the range of issues surrounding trade
liberalization, covers a broader spectrum of
issues. Similarly, aid is only one of the many
tools that govern relations between states, or
between development actors in different
countries. And the link between natural
resources and security can be defined very
broadly (in terms of human security) or
very narrowly (the impact of environmental
factors on national frontiers or on the insti-
tutions of the state), and embraces escalat-
ing degrees of hostility, from legal challenge
to open war.

In looking at trade, we will focus principal-
ly on the international commerce in goods
and, in particular, on trade in living and
non-living natural resources. We do not
confine ourselves to either legal or illegal
trade, recognizing that either the good or
the means by which it is harvested or
exchanged can be within legal norms set by
states but still contribute to conflict, and
vice versa. We also consider in passing the
role of Foreign Direct Investment

In looking at aid, we focus on multilateral
and bilateral Official Development
Assistance and on development assistance
from non-governmental sources.
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When we talk of security, we are speaking
very broadly of the social, economic, envi-
ronmental and political conditions that per-
mit people to pursue sustainable liveli-
hoods. We are most interested in the pre-
vention and resolution of violent conflict,
though aware that too narrow a focus may
pick up the problem too late for anything
except firefighting.

In sum, for this initiative we focus on the way
in which the use or misuse of natural
resources and life support systems for com-
merce can contribute to violent conflict at the
sub-state and international level, and at the
role of development assistance and trade lib-
eralization—in tandem or in isolation—in
fuelling or alleviating this downward spiral.
Through this prism, achieving security can be
seen as a critical foothold towards achieving
our longer-term goal—more equitable and
ecologically sustainable development.

2. SECURITY

2.1 Definition and Trends
The nature and means for achieving securi-
ty have been the source of much conflict—
albeit of the academic kind—in recent
years. Who is being secured? From what
and to what end? And how much security is
enough? The analysis of security has evolved
from one solely concerned with the protec-
tion of one nation from invasion by anoth-
er, to one which embraces a range of threats,
and which seeks the protection of the indi-
vidual from harm, physical and otherwise.

As a consequence, trends in security depend
on the focus of the magnifying glass. The
world is in many ways more peaceful in

2002 than it was a half-century ago. The
prospect of devastating the planet, or at least
a goodly-sized portion in your neighbour-
hood, has made a no-win prospect out of
international nuclear confrontation.5 A
Third World War pitting one axis of nations
against another seems increasingly unlikely.
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Box 1.
An Overview of the Causes of

Conflict

Scholars distinguish between the under-
lying causes of conflict and the triggers
that can turn tension into violence.
These factors can be both external and
internal to the area in conflict.
Underlying causes are inter-related polit-
ical, social and economic factors “which
create a potential climate for violent con-
flict without… making its eruption
inevitable.”14 These motivating forces
include:15

■ Resources, due to competition for
economic power and access to natural
resources;

■ Identity, based on competition
between rival ethnic, religious or
other communal identity groups for
access to power and social justice;

■ Ideology, based on competition
between rival ideologies and value
systems; and

■ Governance and Authority, based on
competition for political power and
participation in political processes.

Triggering factors are “the events, actions
and decisions which result in the escalation
of disputes into violent conflict.”16 Among
others, these might include economic
shocks, changes in internal political cohe-
sion and power distribution, influx of
arms, actions of political leaders including
use of identity politics, opening of borders,
or large movements of people or capital.

Security has evolved from… the protection
of one nation from invasion by another, to

one… which seeks the protection of the
individual from harm.



This is reflected in the decline in military
expenditure as a portion of GNP among
high-income countries, from 3.1 per cent in
1992 to 2.4 per cent in 1997.6

On the other hand, “of the more than a
hundred wars that have followed 1945
(defined as violent conflicts with more than
1,000 battle deaths per year), over 80 per
cent have been between non-state groups,
either fighting each other or fighting estab-
lished states.”7 Over 1,400 people died each
day throughout the 1990s as a result of such
conflicts.8

In 1993, 65 of the 79 countries experienc-
ing such civil violence were in the develop-
ing world.9 Africa, with many of the world’s
poorest and least-developed nations, was
particularly affected. In 1999, 14 of the
continent’s 53 countries were embroiled in
armed conflicts, resulting in more than
eight million refugees and displaced peo-
ples.10 Conversely, “peace is most common-
ly found, where economic growth and
opportunities to share in that growth are
broadly distributed.”11

Many of today’s conflicts seem to have little
to do with issues of justice, and more with
armed groups exploiting the rural poor in
weak or failed states. The evidence shows
that “from 1945 on, the vast majority of the
larger guerrilla or terrorist campaigns in

particular have been waged in third-world
countries—where people were either trying
to form states on their own or where estab-
lished states had failed to assert monopolies
over violence.”12

All in all, while international conflict has
declined, sub-national conflict has intensi-
fied and has become evermore tied to eco-
nomics. Moreover, “it is now recognized
that… the potential spread of chemical,
biological and nuclear weapons to sub-
national groups or a few rogue nations is
now seen as a severe danger to all.”13

2.2 Links Between Natural
Resources and Conflict

A major source of conflict may be environ-
mental. The twentieth century saw a fourfold
increase in human population to six billion
people, with an additional three billion antic-
ipated in the next three decades. It also wit-
nessed the 20-fold growth in the use of fossil
fuels,17 and the altering of 46 per cent of the
world’s primary watersheds by dams18 to
meet the needs and wants of that expanding
population.

This unprecedented growth in resource use
has coincided with increasing evidence of
environmental degradation19—the reduc-
tion of resource productivity. While ecosys-
tems have often been modified to increase
their production of particular goods and
services, significant modifications can
diminish their long-term viability. Some
allege that as much as 40 to 50 per cent of
land, and two-thirds of major fisheries have
been degraded or overexploited by human
activity.20 Human activities—application
of fertilizers, hydromodification, cultivation
of certain crops and fossil fuel combus-
tion—now in many cases vie with or exceed
natural sources of key nutrients such as
nitrogen and phosphorous, with uncertain
implications for the delicate chemical cycles
that maintain life on Earth.
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The erosion or inequitable distribution of
natural resources may be a key ingredient in
the conflicts of today and tomorrow. Many
believe that “scarcity conflicts” will become
increasingly pervasive as the vital resources
upon which people depend upon for their
livelihoods—freshwater, fuel wood, agricul-
tural land and fisheries—become scarce
owing to the continued growth in popula-
tion and in per capita consumption, and to
persistent structural inequities in resource
access and benefit-sharing.21

This link is particularly relevant at the com-
munity level in the developing world, where
such environmental degradation means
“loss of environmental quality that forces
hungry people to go farther for fuel wood
and water, to graze their cattle over a wider
area, to grow their crops on more impover-
ished soils, and to face chronic ill health and
poor nutrition.”22

The poor are most dependent on natural
resources for their livelihoods, and thus
most vulnerable to environmental degrada-
tion. At the macro level, scarcity of critical
resources—land and water in particular—is
likely to constrain many countries’ efforts to
increase economic productivity. Competing
emergencies may well outstrip the capacity
of governments to cope.23

Societies have evolved a range of means to
deal with resource competition, and with
the allocation of scarce resources. So a
degrading environment, alone, is usually an
insufficient trigger for conflict. Acute ten-
sion and conflict can result when the mech-
anisms for cooperation break down, and
livelihoods—the activities people do in
order to survive and thrive—become unsus-
tainable or are lost.

If so, improved management of resources,
and the conservation of a sound and pro-
ductive environment can dispel tension,
restore social stability, and avert conflicts
that are costly in their human toll, in the aid
that they divert, and in the trade they ren-
der impossible.

Force is of course not the only means that
societies have evolved to overcome local
resource constraints. Why take something
by force, if you have something to trade?

3. INTERNATIONAL TRADE

3.1 Definition and Trends
International security was at the heart of the
establishment of the rules governing the
international trading and financial system
in 1947 in Bretton Woods. The basic goal
of the World Trade Organization, and of
the GATT24 which preceded it, are to
reduce existing barriers to trade—and pre-
vent new ones from developing—through
fair and equal competitive conditions for
market access, and predictability of access
for all traded goods and services.

The post-war period saw dramatic econom-
ic growth among the countries of Western
Europe, Japan and the U.S., who sought to
maximize their export of goods and services
to other nations. While agricultural and
industrial production grew rapidly in all
three, exports increased even faster than
output throughout the 1950s and 1960s,
by more than eight per cent a year in
Europe, by more than 16 per cent in Japan,
and by more than five per cent in the U.S.

By contrast with the industrialized
economies, most developing countries in the
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early post-war period sought economic
growth through increasing domestic produc-
tion and consumption, essentially seeking to
minimize imports—a policy of import sub-
stitution. In the 1950s these countries began
a shift towards export promotion.25 Once
this shift had begun, their exports grew 5.9
per cent a year through the 1960s, and they
began to engage actively in international
trade and development negotiations with the
industrialized countries.26

In the face of rapid growth of (mainly devel-
oping country) competition in the late
1980s, the U.S., Europe and Japan pushed
“voluntary” trade restraints on certain
exports—agriculture, steel and textiles in
particular—to protect their domestic indus-
tries.27 As a consequence, tariff rates levied
by high-income countries on manufactured
goods from developing countries are today
four to five times those levied on similar
products from other high-income
countries.28 The continued maintenance of
these trade barriers are believed to cause

annual welfare losses of US$19.8 billion per
year to developing countries.29

Developing countries, by contrast, reduced
barriers to trade to an even greater extent
than their industrialized cousins, many as a
requirement for international aid in response
to macroeconomic crises in the 1980s and
1990s. The World Bank reports that in Latin
America, average tariffs fell from 50 per cent
of value in 1985 to 10 per cent in 1996, and
non-tariff barriers which had affected 38 per
cent of goods imported before reform, affect-
ed only six per cent by 1996.30 These
reforms generally reflected the elements of
the Washington Consensus (see Box 2).

In spite of the reforms carried out in the
1980s and 1990s, growth in many develop-
ing countries was offset by external shocks:
rising interest rates creating a crisis of debt
service obligations, declining growth rates
in industrialized countries shrinking the
markets for exports, and large currency
exchange rate fluctuations resulting from
speculative financial flows.

As a consequence, some countries even saw
their post-war economic progress reversed.
Developing country debt exploded by a fac-
tor of 10 in the wake of the “oil shock,”
from $130 billion in 1973 to $1,284 billion
in 1991.31 The UN Human Development
Report of 1999 noted that per capita GNP
had declined in 59 countries in the
1980–1996 period.32

In spite of setbacks, the importance of inter-
national trade to developing country
economies has continued to rise. In 1970,
trade represented 25 per cent of GDP of low-
and medium-income countries, and 29 per
cent of high-income countries. By 1999,
trade represented 43 per cent of high-income
country GDP, and 54 per cent of low-income
country GDP.33

As important as the rise in overall goods and
services traded, is the composition of that
trade. Today, the annual global trade in liv-
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Box 2.
The “Washington Consensus” on

Market-Friendly Policies

■ Fiscal discipline

■ Direction of public expenditure
towards education, health and infra-
structure

■ Tax reform

■ Market-determined interest rates

■ Competitive exchange rates

■ Trade liberalization

■ Openness to Foreign Direct
Investment

■ Privatization of state enterprises

■ Deregulation to promote market
entry and competition

■ Legal security for property rights



ing natural resources—animals, plants and
their byproducts is conservatively estimated
at between US$160 and $240 billion per
year, over two-thirds of which is for timber
and non-wood forest products (excluding
agricultural products).34

Not all trade, by any means, is subject to
agreed multilateral rules. In particular, the
formal trading system has paid little atten-
tion to illegal trade and to legal trade with
illegitimate outcomes, whether in com-
modities, drugs or weapons.

Illegal trade in endangered animals—mon-
keys, birds and reptiles—brings in some $5
billion annually.35 According to the WWF,
the combination of high profits (up to 800
per cent) combined with low risks of detec-
tion and lack of serious punishment makes
the illegal wildlife trade an attractive com-
mercial prospect.36

For its part, international trade in illegally-
harvested timber may be even greater than
the legal trade from many countries. A
group of NGOs asserts that approximately
50 per cent of tropical timber imports and
20 per cent of boreal forest imports into the
EU are illegally-sourced.37

Table 1. Estimated proportion of timber pro-
duction illegally-sourced (FERN) 38

Country Portion of timber 
of origin production believed 

illegally sourced

Indonesia 73%

Cameroon 50%

Brazil 80%

Russia 20–50%

Estonia 50%

Perhaps the largest international market for
illegal goods is the drug trade. Traffic in nar-
cotics generates between US$150–500 bil-
lion per year, or about eight per cent of
international trade, larger even than even

the oil and gas or automobile trade. If so,
the drug trade may have reached propor-
tions “capable of tainting or destabilizing
global financial markets.”39 In Bolivia in
the late 1980s, for example, coca producers
were estimated to have earned US$316 mil-
lion from their crops, exceeding the value of
all Bolivia’s legal exports.40

Hardly regulated and rarely debated politi-
cally even in democracies, the international
arms trade generates some $40 billion per
year in export revenues for producing coun-
tries, while accounting for nearly half of all
bribes.41 While military spending in devel-
oping countries fell from 4.9 per cent of
GDP in 1990 to 2.4 per cent in 1995, trade
in small arms—legal and illegal—grew,
accelerated by the end of the Cold War and
the dumping of military surpluses onto
world markets. The United States alone
made $31.5 billion in arms transfer agree-
ments with developing countries from
1997–2000, and in 2000 exported almost
$9 billion dollars in weapons to developing
country buyers.42 Moreover, “with Cold
War restraints stripped away, it is a safe
assumption that an increasing percentage of
trade is in arms intended for use rather than
display or deterrence… [resulting in] more
killing power per dollar spent.”43

Globally, over 500 million small arms and
light weapons are in existence, with plenty
more on the way.44 The accumulation and
trade in small arms are closely related to social
unrest, to rising levels of violent crime, and to
displacement of people.45 Perniciously, these
weapons outlast peace agreements, to be used
again many years later. “Even if primary flows
fall temporarily below the rate of physical
depreciation, there will be plenty of second-
ary stock to fuel conflicts until well into the
new millennium.”46
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3.2 Links Between Trade and
Conflict

International trade in natural resources can
reduce the likelihood of conflict through
economic development and global integra-
tion. On the other hand, exploitation of
natural resources for trade may contribute
to conflict by creating grievances—through
inequitable distribution of impacts and
benefits, or through loss of economic
advantages among powerful factions within
the elite—that contribute to violent upris-
ing and opposition. Moreover, it may pro-
vide a source of funds to sustain oppression
and co-opt the opposition, to attract armed
bandits seeking easy riches or finances for
their rebellion, or to line the foreign bank
accounts of key public officials.

Peacebuilding…

Trade has proved a powerful engine of the
pattern of global integration known as glob-
alization. Trade links not only provide for a
multitude of exchanges, leading to a better
mutual understanding between trading
countries, they create a situation of mutual
dependence that the outbreak of conflict
could menace.

Trade provides a strong incentive to
maintain stability, and participation in

multilateral trading arrangements pro-
vides non-military mechanisms for
resolving disputes. This is reinforced by
new theories of development that identi-
fy openness, transparency and respect for
rights as preconditions for successful
development.47 Trade liberalization can
induce innovation, curb corruption,
improve institutions and dismantle unfair
privileges and rent-seeking by elites, and
in this way contribute to more equality
and stability.

Many conflicts escalate as a consequence of
incomplete communication between key
actors in opposing states. Trade sanctions
can be used by these actors “to signal resolve
and commitment in an interstate conflict,”
giving them an intermediate reaction
between diplomacy and armed intervention
to communicate firm opposition to a cho-
sen policy.48

Skeptics would point to examples in histo-
ry where trade rules contributed to inter-
state conflict—the secession of the Thirteen
Colonies from England, for example.
Strong regional trade agreements in North
America and Europe may have benefited
those countries on the inside, but harm out-
siders by drawing investment and trade
away. Indeed many regional blocs have
compounded their “splendid isolation” by
hardening their borders to immigrants in
the last decade. Countries already marginal-
ized as a result of years of conflict and insta-
bility may be further marginalized as those
a few steps ahead pull the doors shut behind
them.

But what about the role of international
trade in enhancing security within states?
The economic prosperity that can emerge
from international trade can in itself be a
powerful driver for domestic peace.
Resource wealth can in the right circum-
stances be translated into capital for more
broadly based development and distribu-

Trade, Aid and Security: Elements of a Positive Paradigm12

Legacy of the Khmer Rouge – Iain Guest,
Cambodia, 1981



tion. Finances can be harnessed to improve
protection of the natural resource base and
compensate those disadvantaged or disen-
franchised as a consequence of trade liberal-
ization or of particular development inter-
ventions. The reality is too often the con-
verse.

…or Peacebreaking?

An increasingly convincing body of evi-
dence suggests that “countries which have a
substantial share of their income (GDP)
coming from the export of primary com-
modities are dramatically more at risk of
conflict,” in particular during periods of
economic decline brought on by fluctua-
tions in international market prices.49

Moreover, “in some cases, average per capi-
ta growth rates actually have been lower [in
resource rich] than in resource poor devel-
oping countries, and some resource-rich
developing countries remain among the
world’s poorest.”50

What can explain the poor track record of
international trade in contributing to secu-
rity within resource-rich countries?

Whether positive or negative, adapting to
the multilateral trading system often entails
a massive economic, social and environ-
mental dislocation. Even when the overall
benefits are positive, trade liberalization
raises many challenges to governments dur-
ing the period of transition. These may
include loss of government revenues,
increased price competition on domestic
markets, economic shocks and “windfall”
winners and losers, sometimes decided by
force.

In many cases, the wealth generated by the
sale of resources on international markets
has been funneled to domestic elites rather
than invested in development. Trade liberal-
ization unaccompanied by measures to
equitably address the attendant social and
environmental consequences and compen-
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Box 3.
Commodity Price Vulnerability

and Conflict in Rwanda

Christian Friis Bach, 
Trade Aid and Security, IISD/IUCN,

2002

Stabilization of revenues from natural
resource-based products was a central
goal of the network of international
commodity price agreements, many of
which collapsed in the 1980s.

In 1989 the export quota system in the
International Coffee Agreement broke
down. This was followed by a major
decline in coffee prices worldwide, with
the most significant decline striking
Robusta coffee—a major portion of the
coffee produced in Rwanda. In short
order, the export revenue for Rwanda
was cut in half, and the livelihoods of the
rural population eroded.

In 1990 the Rwandan Patriotic Front
(RPF) began its incursion from Uganda
into Rwanda. The war, along with a series
of political and economic upheavals—
including the collapse of coffee prices—
exacerbated ethnic tensions, culminating
in April 1994 in genocide.

Figure 2. Rwanda total exports of agricul-
tural products by value index and quantity
index, showing how a sudden collapse in
coffee prices may have contributed to the
onset of civil violence.

Source: FAOSTAT, FAO, 2002.
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sate the losers can deepen societal divisions
and reinforce existing inequities. Such com-
petition can be transformed into conflict
through a mix of local environmental stress,
ethnic rivalry and political manipulation.51

In developing countries, the pressures of trade
liberalization can force the trimming of the
public sector, eliminating subsidies or protec-
tions for home industry. Liberalization can
lead to a strong focus on production of com-
modities for export and undermine rural
livelihoods. Displaced people move to the
urban areas and provide ready material for
recruitment by rebel armies or extremist fac-
tions, thus undermining stability and posing
a threat to security.52

Some groups have a powerful interest in
sustaining conflict in order to maintain
their control of territory, resources and
means of production, making war “the con-
tinuation of economics by other means.”53

According to a special report to the UN
Security Council (April 2001), “The con-
flict in the Democratic Republic of the

Congo has become mainly about access,
control and trade of five key mineral
resources… Business has superseded securi-
ty concerns. The only loser in this huge
business venture is the Congolese people.”

A critical problem in translating natural
resource wealth into economic develop-
ment is the illegal harvest of natural
resources for the purchase of weaponry, the
use of which further destabilizes a society.
The profits from unregulated or illegal log-
ging, mining and hunting have often driv-
en and financed conflicts around the globe,
from Nicaragua54 to Liberia55 and
Indonesia,56 even while depleting forests,
decimating endangered species and threat-
ening traditional communities—who then
respond with violence.

Perversely, the same supply lines that move
natural resources and narcotics out of zones of
conflict often carry back small arms, and cre-
ate the resources needed to buy them.57 In
the words of one analyst, “Much of the
world’s traffic in diamonds, rubies, emeralds,
lapis lazuli, jade, ivory, and teakwood… is
currently, if not actually controlled at source
by this or that insurgent group, then at least
taxed by them.”58

Trade in illicit narcotics and violent conflict
are intimate partners. It is alleged for exam-
ple that factions in the IRA rely extensively
on drug smuggling to finance their political-
ly-motivated terrorism.59 In Colombia, these
links have reached their apogee and may lead
to state failure. “Private paramilitary armies
exist alongside the Colombian military, vio-
lent drug cartels, and left-wing insurgents…
Colombia now faces the dismal prospect of
deterioration into a narco-state or outright
disintegration.”60

Citing the threat posed by southern Africa’s
rising tide of illegal trade in narcotics, arms
and endangered species, Thabo Mbeki,
President of South Africa, stressed in a
recent statement “experience has shown us
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that countries that become conduits also
end up being major destinations of this
trade with horrifying consequences for the
economy, as well as for the moral and social
fibre of society.”61

3.3 Observations
Developing countries have little choice but
to go along with trade liberalization. It is
the condition of their WTO membership,
it is required if they wish to attract invest-
ment, and it conditions their access to the
markets they need to sell their own goods.

As a consequence of the often-ignored rela-
tionships between trade and social unrest,
the economic benefits of trade are frequent-
ly overstated. Yet the political and security
benefits generated through trade, by forging
international cooperation and interdepend-
ence and generating funds for development,
are seemingly remembered only when com-
mercially convenient.

If international trade were to be managed
with international security as a principal
goal, the systems governing it and the
implementation of those systems on the
ground would have to be evaluated on the
basis of the contribution they make to secu-
rity. A cursory view of the existing system
shows this is not the case.

The richer countries were hasty, at the time of
the Rio summit in 1992, to suggest that trade
would provide countries with the means to
grow themselves out of poverty, and that the
need for official development assistance
would continue to shrink. With trade liberal-
ization now a non-negotiable condition of
entry to the global economy, and with the
walls between developing countries exports
and the markets of rich countries showing
few signs of thaw, the need for aid has never
been greater, even if arguments for reorienta-
tion of that aid are ever more cogent.

4. AID

4.1 Definition and Trends
Development assistance is often caught by
its internal contradictions; between its use
for political benefits (to reward “friends”),
its use for subsidizing domestic industries
(so-called “tied aid”), and its foremost pur-
pose of eliminating poverty.

ODA peaked in real terms in 1992 at about
$60 billion and has essentially been in decline
ever since.62 In aggregate, it never got close to
the 0.7 per cent GNP “target,” though the
Scandinavian countries have for several years
given in excess of 1.0 per cent GNP. In 1997,
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Box 4.
The International Development

Goals

From agreements reached at the UN
conferences of the 1990s, and recon-
firmed at the Geneva Social Summit in
2000.

■ Reduce the proportion of people liv-
ing in extreme poverty by half
between 1990 and 2015.

■ Enroll all children in primary school
by 2015.

■ Make progress towards gender equity
and empower women by eliminating
gender disparities in primary and sec-
ondary education by 2005.

■ Reduce infant and child mortality by
two-thirds between 1990 and 2015.

■ Reduce maternal mortality ratios by
three quarters between 1990 and
2015.

■ Provide access for all who need repro-
ductive health services by 2015.

■ Implement national strategies for sus-
tainable development by 2005, so as
to reverse the loss of environmental
resources by 2015.



it reached an all time low of 0.22 per cent
GNP, with only four OECD member coun-
tries exceeding the UN target.63

Whether Official Development Assistance
(ODA) increases or decreases in the wake of
the Monterrey consensus, several relevant
trends are observable. First, aid is increas-
ingly being channeled towards reactive,
humanitarian needs in the wake of catastro-
phe and war. Emergency assistance was the
largest component (12.91 per cent) of aid
to least-developed countries in 1995.64

Second, the distribution of aid reflects a
growing effort by donors to focus on a
smaller set of countries with the aim of con-
flict prevention and post-conflict recon-
struction. While in 1990, Low Income
Countries received 62 per cent of ODA, by
1995 these countries received barely half of
the total,65 with an increasing amount of
aid flowing to transition economies in the
former Soviet block.66

Third, conflict itself is impeding develop-
ment assistance, with flows steadily decreas-
ing to Sub-Saharan Africa.67

Last, aid itself can be a source of conflict, or
can be appropriated by combatants.

4.2 Links Between Aid and Conflict
Aid has been accused of contributing to the
conflict dynamic in Sudan,68 of propping
up the repressive Mobutu regime in Zaire
and Marcos regime in the Philippines,69

and of financing socially-divisive resettle-
ment and transmigration schemes across
Asia and Latin America.70 Certainly, aid-
financed projects can create winners and
losers, and spur competition between
groups, leading to conflict.

Likewise, aid represents a potential revenue
stream for insurgent groups. Mechanisms
rebels in Sudan have allegedly used to harvest
humanitarian aid in support of their activi-
ties (benign and otherwise) have included
direct looting, taxing of aid deliveries and

establishment of “humanitarian” wings to
interface directly with the aid community.71

Donor conditionality—the combination of
political and economic reforms tied to
receipt of aid packages and based on imple-
mentation of the “Washington Consensus”
reforms—has intensified since the end of
the Cold War. These conditions can inad-
vertently damage weak governments and
cause a re-emergence of conflict. “Often
critically short of expertise in macro-eco-
nomic management, domestic authorities
have to wrestle with the competing
demands of economic stabilization (fiscal
austerity) and war-related or peace-building
costs” as well as political conditions includ-
ing democratization, and respect for funda-
mental human rights.72 Salary cuts in the
public and military sector can increase
incentives for corruption and looting, while
people turn increasingly to the informal or
“extra-legal” market to meet their needs,
accelerating the descent into lawlessness.

Aid can also be substituted for a lack of polit-
ical action towards peacekeeping. As a
Danish evaluation of Emergency Assistance
to Rwanda concluded in 1997, “people with-
in… the broader international community
ignored, discounted or misinterpreted the
significance of [warning] signs… The essen-
tial failures of the response of the interna-
tional community to the genocide in
Rwanda were… political.”73

The very volatility of aid fund disburse-
ments, in countries where aid represents a
substantial portion of government revenue,
can contribute to economic and political
instability. In less than two months in
1998–99, for example, Malawi received
US$150 million in balance-of-payment sup-
port, more than twice the total aid disburse-
ments of the preceding 18 months, and
equivalent to 11 per cent of GDP.74

As bad as too much aid, is none at all. Aid
can be cut off just when it is needed most—
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after an unforeseen shock. As one study
concludes, “when donors are unable to
monitor the recipient country’s reform
effort… aid disbursements [can be] tied to
economic performance… A country hit by
an external shock may have its aid flows
temporarily suspended because it has
delayed the necessary adjustment, for exam-
ple, owing to domestic politics.”75

Compliance with political and economic
conditionality may be prevented, and aid
withheld, with long-lasting macroeconomic
consequences.

4.3 Observations
Debate around aid has centered on mobiliz-
ing more, on targeting it better, on removing
political constraints and on whether to abol-
ish it entirely. Yet for many of the most
indebted countries, aid continues to be the
primary source of funding for social invest-
ment.

After four decades of development assis-
tance on a large scale, a great deal has been
learned about what works, what does not
and why. Indeed, this understanding has
now been honed into an art that covers not
only topics and issues but aid delivery
mechanisms as well. If aid responded only
to its formal objectives (e.g., the promotion
of economic development and human wel-
fare in the target country), its positive
impact on development and peacebuilding
could be a great deal more pronounced.

Unfortunately, development assistance
remains to a considerable extent tied to the
purchase of goods and services in the aid-
giving countries. It is frequently directed
towards large infrastructure projects with
political visibility, rather than the patient,

small-scale actions whose long-term impact
could be much greater. Important domesti-
cally-led efforts at policy and governance
reform are often invalidated by the imposi-
tion of economic models that do not
respond to national political realities and
development priorities. Aid programming
is still plagued by short-term budget alloca-
tions and the rapid fluctuation of political
signals and parliamentary instructions.

Popular support for aid remains high in
OECD countries, but this does not always
translate into political support, and aid is
often the chosen victim when budget aus-
terity is on the horizon.

There still remains a fundamental debate on
aid programming. Should aid funds go to
reforming government practice, or should
they be devoted to offering alternatives to
often predatory government behaviour?
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Should aid build capacity to participate in
global economic rule making, or should it
help deal with the consequences when the
rules turn out to be unbalanced, too costly
to implement, or lead to economic volatili-
ty? Should aid be part of a coherent set of
policies governing a country’s dealings with
the rest of the world, or should it be
reserved to mitigate the consequences of the
inevitable failure to make all policy coher-
ent?

These debates will never fully be resolved,
but it is becoming increasingly clear that we
cannot continue to channel aid to deal with
the consequences of development failure
and away from measures that will prevent
such failures from occurring in the first
place.

5. CONCLUSION

5.1 Towards a Positive Paradigm
It is increasingly clear that the rising tide of
international trade in natural resources does
not automatically reinforce stability. Nor is
aid as currently constructed successfully
achieving its aim of poverty alleviation. Our
contention here is that failure on both
fronts reflects an inadequate appreciation of
the systemic links between these policy
spheres.

When the Uruguay Round of Multilateral
Trade Negotiations concluded in 1994, it
was confidently stated that all countries
would benefit from new market openings
that resulted. Now, eight years down the
road, pundits seem less sure. Some develop-
ing countries have certainly benefited; most
have benefited somewhat. But we now
understand much better that, for trade lib-
eralization to support more equitable and
sustainable development, a number of con-
ditions need to be in place.

Where a country has the preconditions in
place—a functioning banking and insur-

ance system, capacity for law enforcement,
an effective and independent judiciary,
trade-friendly customs and administrative
procedures, transparency and lack of cor-
ruption, sufficient indigenous capacity to
identify, articulate and advance national
development and environment interests in
the trade context, etc.—trade liberalization
will lead to economic growth and will sup-
port social and environmental goals. When
these governance conditions are absent,
trade liberalization can lead to social mar-
ginalization and environmental stress, with-
out providing the growth in income needed
to address these problems.

And those preconditions cost money. In
spite of the international commitments to
capacity building and special and differen-
tial treatment embodied in key trade agree-
ments, as one World Bank study admitted,
“in effect, the developing countries have
taken on bound commitments to imple-
ment in exchange for unbound commit-
ments of assistance to implement.”76

Trade liberalization, unaccompanied by
measures to address the resulting social and
environmental impacts, risks aggravating
stress factors that can lead to conflict. The
dogmatic pursuit of liberalized trade should
therefore give way to a more comprehensive
strategy, where trade is embedded in a wider
development strategy; and trade liberaliza-
tion is accompanied by aid transfers to miti-
gate or offset its more negative impacts. This
would yield a true “development round,”
rather than the diet variety currently on offer.

There is extensive precedent for taking an
integrated approach to trade, aid and secu-
rity. Stabilization of export revenues from
natural resource based products was a cen-
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tral goal in the establishment of the
European Union and the cementing of
peace in Europe. Even at the outset of the
EU, it was realized that trade reforms may
increase the need for development aid and
will nearly always, in the short term,
increase the need for redistribution and
compensation schemes.77

This may be explanation in part for the par-
adox that many of the countries mired in
poverty have ample valuable natural
resources. Global commodity price agree-
ments collapsed in the 1980s as a conse-
quence of lack of political will both in
developed and developing countries, dis-
putes over the distribution of costs and ben-
efits and difficulties with regard to the cho-
sen market stabilization mechanisms.78 Yet
they are no less needed today than they
were decades ago. Perhaps the time has
come to reinvigorate the debate on these
macroeconomic tools.

No export revenue stabilization scheme
could entirely prevent the violent implosion
of a country like Rwanda, yet it is clear that
some form of compensatory mechanism
might usefully moderate the extremes.
Likewise, development aid, carefully timed
and targeted, could play a more direct role
in avoiding or minimizing conflict and
enhancing reconstruction and rebuilding.

Unpredictable and fluctuating aid flows
may by themselves contribute to economic
instability and conflict. Therefore aid flows
must become more predictable and stable,
and be built upon a contractual framework.
Aid is likely to work best when it is an
instrument for leveling the playing field,
rather than creating new distortions; and
when it is bound in multi-year packages,
targeting particular countries, sectors, envi-
ronmental problems or social objectives.

Different objective means can be brought to
bear for identifying the level of aid “needed”
by a particular country, e.g., in terms of the

costs of solving their basic problems and
their contribution to “global housekeeping”
(combating global bads and promoting
global goods). A halting step towards bind-
ing aid in relation to a trade agreement was
taken at the fourth WTO ministerial in
Doha when the rich countries promised to
provide technical assistance “at an overall
level no lower than that of the current year.”
Likewise, the creation of a mechanism for
dispute settlement over development coop-
eration would enhance accountability
between donors and recipients.

Much of the substance of the trade that
fuels conflict is illegal, outside the purview
of the multilateral trading system. Ad hoc
international standards are emerging on
trade in several such commodities. These
standards are exemplified by the Kimberley
process aimed at controlling trade in dia-
monds used to finance conflict, and by the
rapid spread of the Forest Stewardship
Council timber certification system. Both
are civil society-led initiated processes that
have mobilized positive responses within
industry. Governments have often been a
reluctant third partner.

Development agencies can play a more-
proactive role in financing watchdog
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NGOs, implementing the certification
infrastructure and assisting developing
countries in effectively representing their
interests in the negotiation of such stan-
dards. According to a leading proponent,
however, commodity certification will only
work if governments and industry are will-
ing to expose recalcitrant members, and if it
covers the entire industry sector and all pro-
ducing and trading countries.79 There can
be no loopholes.

Consequentially, perhaps the time has come
to launch an initiative in the WTO for
increased cooperation to control illegal
trade in natural resources, particularly
where such trade leads or contributes to
conflict. More provocatively, perhaps it is
time to begin regarding WTO as a security
institution.

Of particular interest is the elaboration of
production-based trade restrictions on secu-
rity grounds, permissible under GATT
Articles XX (a) and XXI (c)—“conflict
exclusions.” Particular attention might be
paid to introducing conflict prevention
measures into the current negotiations under
the Doha Development Agenda. Teaming
up with other institutions to address illegal
trade which finances conflict might be an
area where the WTO could visibly help to
promote peace and development.

If trade liberalization and the increased flow
of natural resources across borders is
unavoidable and indeed desirable, there is a
critical role for aid in helping countries put
into place the conditions needed for them
to benefit from this process.

5.2 Mapping the Way Forward
We have sought here to establish that the
links between trade, aid and security
deserve further investigation. We believe
that at the centre of the triangle formed by
the three policy spheres of trade, aid and
security lies fertile ground for new ideas:

• that might allow trade liberalization to
release real development benefits and
to increase social stability and environ-
mental sustainability;

• that might allow aid to be deployed in
such a way as to permit countries to
benefit from economic openness and to
accelerate positive policy reform; and

• that might re-channel aid resources so
that they reinforce the sustainable use
and trade in environmental resources
and promote peace.

Below we propose a framework for consider-
ing how policies in these three areas can be
directed towards facilitating, rather than
impeding, the achievement of sustainable
development.80

First, we believe that humanity aspires to
security as a goal, and that this aspiration is
equally compelling for individuals, commu-
nities, nations and for society as a whole.
Achieving security is not only a widely-
shared goal, it is very often a precondition
for achieving other goals, including that of
sustainable development. Indeed, a broad
concept of human security may be under-
stood as offering a compelling foothold
towards sustainable development.

Second, it is important to understand that
both trade and aid are policy “means,” whose
value must be measured in terms of the pol-
icy “goals” they serve. Both trade and aid can
advance security and sustainable develop-
ment, but they do not do so invariably. They
can in fact contribute to deepening insecuri-
ty. It is time that the unspoken contradic-
tions behind these tools be faced head-on.
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Third, whether or not trade and aid do in
fact contribute to security is determined
essentially by considerations of governance.
Where trade risks undermining governance
structures, aid must be deployed to ensure
that insecurities are not built. Governance
reform—both within states and at the inter-
stices between them where commodities,
drugs and arms are exchanged—is a key
vehicle to achieve both security and sustain-
able development. Governance reform
should include measures to improve trans-
parency, participation and accountability—
in short integrity and legitimacy—in the
institutions responsible for trade, aid and
security. Both nations and corporations
must rise to this challenge.

We intend to carry our exploration forward
through the following activities:

• Commission research on:

◗ The links between conflict, aid and
trade in key commodities, e.g., oil,
minerals, sturgeon, toothfish, jute,
timber, coltan, narcotics, wildlife

◗ The application of key trade and
aid tools towards peacebuilding,
including:

➤ regional integration agree-
ments that include preferen-
tial trade and aid transfers;

➤ commodity price stabilization
schemes;

➤ international sustainable
development product stan-
dards;

➤ Kimberley process to regulate
conflict diamonds;

➤ use of Article XX and XXI
exceptions in GATT; and

➤ an ivory ban.

• Through a series of regional workshops
in South-East Asia, Sub-Saharan Africa
and South America, draw targeted pol-
icy recommendations for International
Trade Policy, Official Development
Assistance, Peace Building and Natural
Resource Management.

• Present our research and emerging
conclusions for discussion at the
OECD DAC, the WSSD and relevant
WTO-related fora.

• Distill the research into a compelling
plan of action for policy reform; to be
presented at the Fifth WTO
Ministerial conference in September
2003.

• Publish the research and conclusions in
a book and on the IISD Environment,
Security and Development Coopera-
tion web site (http://www.iisd.org/
natres/security/esdc.asp) in Spring
2004 and link it to the IUCN
Biodiversity and Trade web site.
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