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Executive summary

he inability of South Asian least-de-

veloped countries (LDCs), in partic-
ular Bangladesh and Nepal, to effectively
exploit the market access opportunities
generated through more than six decades
of trade negotiations as well as some uni-
lateral non-reciprocal trade preferences,
is explained partly by the limited supply
response. Although trade literature still
overwhelmingly focuses on the issue of
market access, there has, of late, been
some discernible shift towards analysing
the role of supply-side constraints in en-
suring that market access is converted
into market entry. Besides a number of
general studies that have been conducted
on these constraints, studies conducted
in the context of South Asia in general
and LDCs such as Bangladesh and Ne-
pal in particular consider the following
as the major constraints.

First, inadequate infrastructure for the
efficient transportation of goods means
that these countries are unable to es-
tablish footholds in markets where ef-
ficiency in delivery is a key test to de-
termine the sustainability of business
relations. Second, lack of human capital
particularly endowed with education and
skills necessary to process exportables
means that despite low wages, South
Asian workers are unable to match the
level of productivity of the workers in
other highly competitive countries even
in labour-intensive production. Third,
lack of access to credit hindets, inter alia,
the prospects for meeting the working
capital requirement and expanding the
business volume as well as enhancing in-
vestments in capital goods. Fourth, high
costs of inputs resulting from the poor

quality of infrastructure and the virtual
absence of backward linkages results in
reduced competitiveness of exporters.
Finally, virtual absence of trade facilita-
tion measures, causing, zter alia, delays in
shipment of goods as well as unofficial
payments for both imports and exports.

Although all of them are important con-
straints, in this discussion paper, we fo-
cus on the analysis of three major bind-
ing constraints: a) road infrastructure
within the category of infrastructure; b)
education within the category of human
capital; and ¢) customs infrastructure and
administration within the category of
trade facilitation measures. The expecta-
tion is that overcoming these constraints
would help unleash the export potentials
of South Asian LDCs. While it is the
primary responsibility of the national
actors (in particular, the government and
the private sector) to overcome these, the
discussion paper suggests that targeted
international support measures also have
a significant role to play in helping South
Asian LDCs in the provisioning of pub-
lic goods that will ultimately result in the
alleviation of these constraints.

The paper identifies governance as a ma-
jor problem for the under-provisioning
of these public goods. It enlists three
major gaps on the governance front—
namely: a) integrity gap; b) institutional
gap; and ¢) implementation gap—as the
major barriers. Another problem identi-
fied by the paper for the under-provi-
sioning of public goods is related to the
mobilization and management of re-
sources. These limitations notwithstand-
ing, there have been considerable efforts

vii
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at the national level, whether by the gov-
ernment or the private sector (the latter
one is particularly relevant in the case of
Bangladesh), to overcome these binding
constraints. Although the progress made
on this front is laudable to some extent,
it is far from satisfactory if we consider
the global trend as the benchmark.

There has been some effort at the region-
al and sub-regional levels, particularly in
the areas of human capital, trade facilita-
tion and infrastructure development, to
help the countries in the region alleviate
their supply-side constraints. However,
like national efforts, they are far from
sufficient. This makes initiatives such as
the proposed LLDC Integration Fund, pri-
marily aimed at overcoming the resource
crunch problem faced by the region—
especially concerning overcoming sup-
ply-side constraints facing the LDCs in
the region—all the more important.

At the multilateral level, most of the ini-
tiatives taken in the past have not pro-
duced the desired results mainly due to

coordination problem and resource con-
straints. The AfT initiative, which prom-
ised to be a vehicle for the delivery of
financial resources to developing coun-
tries in general and the LDCs in particu-
lar, has also come under criticisms due
to extremely broad definition, direct
delivery mechanism as opposed to the
creation of a vertical fund, debt-creating
nature, continued focus on “software”
as opposed to “hardware”, and a lack of
donor coordination.

Given the fact that the initiative is the last
hope for the LDCs, any failure on this
front could severely jeopardize their ef-
forts to better integrate themselves into
the global economy in general and the
multilateral trading system in particular.
Worse, the failure of the initiative to ad-
dress the supply-side constraints facing
these countries could have deleterious
impacts on the credibility of the WTO.
Therefore, the above criticisms against
the initiative should be taken as a clation
call to reform and fine tune the initiative
before it becomes too late.



Chapter 1

Intfroduction

As traditional trade barriers such as
tariffs and quantitative restrictions
have fallen all over the world due to
more than six decades of trade negotia-
tions and increased market access for the
least-developed countries (LDCs), atten-
tion is gradually shifting towards supply-
side constraints faced by the LDCs. First,
the LDCs, by definition, have a limited
supply capacity which restricts “supply
response” to market opening—a fact
largely ignored in trade theory literature
in an endeavour to extol the virtues of
trade liberalization. Second, there has
been a growing realization among policy
as well as academic communities that
increased market access alone does not
necessarily translate into increased vol-
ume of trade for poor countries, because
other elements of trade costs, which are
much higher in the LDCs compared to
other countries, could stifle their export
prospects.

Although South Asian countries, includ-
ing the LDCs, have recently started mov-
ing into more sophisticated and higher-
value manufacturing, a rapid move in
this direction is indispensable if they are
to compete in the highly integrated and
competitive global market. This demands
a seamless movement of goods —im-
ports as well as exports—across borders.
The adage “time is money” is assuming
increasingly greater salience in the global
economy, which, @ /z Feenstra (1998), is
characterized by “integration of trade”
and “disintegration of production”.

This is more so in the context of the
available evidence suggesting that each

day saved in the shipment of goods is
equivalent of a 0.8 percent saving on ad
valorem duty (Hummels 2001) and each
additional day a product is delayed prior
to being shipped, on an average, reduces
trade by at least 1 percent.' Indeed, the
potential trade gains, particulatly for the
LDCs, as a result of the conclusion of
the ongoing Doha Round of multilateral
trade negotiations pale in significance
compared to the benefits they could real-
ize from “trading on time”, i.e., by reduc-
ing time between origin to destination
(zbid). This view is echoed by Francois
and Manchin (2007: 23), who find the
role of basic infrastructure in explaining
variation in trade to be much more sig-
nificant than traditional trade barriers—
the reduction of which is one of the fun-
damental objectives of the World Trade
Organization (WTO). Similarly, a recent
study by Hoekman and Nicitia (2010:
75-76) shows that the reduction in trade
costs dwarfs trade gains that could be
potentially realized by low-income coun-
tries from the successful conclusion of
the Doha Round.

However, it has to be noted that trans-
port and trade facilitation—which now
form a part of trade logistics—are only a
part of the supply-side story. Production
capacity, human capital, technology and
access to finance are equally important
constraints for South Asian countries in
general and the LDCs in particular, not
least because removing these barriers
could potentially contribute to increased
productivity of domestic goods, thereby
enhancing their competitiveness in the
international market. Therefore, this pa-

Increased marfket access
alone does not necessarily
translate into increased
volume of trade for poor
conuntries.
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pet, besides deliberating on the nature
of supply-side constraints facing two
South Asian LDCs—DBangladesh and
Nepal—discusses three major binding
constraints, namely transportation, hu-
man capital and trade facilitation issues
at greater length.

The paper is organized as follows: Chap-
ter 2 provides a brief survey of literature
on supply-side constraints facing devel-
oping countries in general and South
Asian LDCs in particular. Chapter 3
provides a brief overview of the trade
challenges faced by the LDCs in general

as well as the trade policy context of
South Asian LDCs. Chapter 4 discusses
the nature of supply-side constraints
facing two South Asian LDCs (Bangla-
desh and Nepal), which is followed by an
in-depth study of the three major bind-
ing constraints, namely infrastructure,
human capital and trade facilitation, in
Chapter 5. Since there have been some
endeavours at the national, regional, sub-
regional and multilateral levels to help
these countries overcome supply-side
constraints, some of these efforts are
discussed in Chapter 6. The final chapter
concludes the discussion.



Chapter 2

Literafure review

wide range of literature relating to

the integration of the LDCs into
the global economy reviewed for the pur-
pose of this paper is almost unanimous
on the view that market access barriers
continue to act as binding constraints to
these countries’ efforts towards “export-
ing their way out of poverty” (see Inama
2002; Laird and Puri 2005). Removing
such barriers would result in significant
welfare gains to these economies (see
UNCTAD and Commonwealth Sec-
retariat 2001; Hoekman, Ng and Olar-
reaga 2001). This argument is also cor-
roborated by several other writings and
advocacy documents, which assert that
products of export interest to the LDCs
face unusually high market access bar-
riers particularly in developed-country
markets (see Stiglitz and Chatlton 2000;
Puri 2005; World Bank and IMF Staff
2001).

Implicit in the above analyses is a con-
jecture that the LDCs have an infinitely
elastic supply response to enable them
to enhance their exports, once trade
barriers are removed and market ac-
cess guaranteed. This also pre-supposes
a “market-based” response, whereby
enterprises in the LDCs are expected
to respond swiftly to market opening
(Pandey 2006). However, this has not
happened, as was envisaged by Pascal
Lamy, the then Trade Commissioner of
the European Union (EU), at the time
of the EU offering duty-free and quota-
free (DFQF) market access to the LDCs
under the Everything But Arms (EBA)
initiative. He had cautioned: “Duty-free
access alone is not enough to enable the

poorest countries to benefit from liberal-
ized trade. We need to help them build
their capacity to supply goods of export
quality” (European Commission 2000).

These concerns are also echoed by a
number of other scholars (see, for exam-
ple, Held 2004; De Vylder 2007). Even
the Diagnostic Trade Integration Studies
(DTISs)—which were prepared as part
of the Integrated Framework for Trade-
Related Technical Assistance (IF) for the
LDCs—have emphasized that a number
of supply-side problems represent the
strongest constraints to the LDCs’ inte-
gration into the global economy.”

The issue of supply-side constraints,
which includes the absence or limited
availability of physical infrastructure,
human capital, functional institutions,
technological capacity and access to fi-
nance, was raised as far as back in 1999,
when the United Nations Conference on
Trade and Development (UNCTAD)’s
LDC Report focused on building pro-
ductive capacities and competitiveness
in the LDCs (UNCTAD 1999).

Later, a report published by the United
Nations Economic and Social Commis-
sion for Asia and the Pacific (UNESCAP
2004) brought the issue of supply-side
constraints under sharper focus in the
context of Asian developing economies.
According to the report, the presence of
competitive enterprises and an efficient
mechanism to ensure that goods and
services reach the market on time and
cost competitively are vital to taking ad-
vantage of market access opportunities.

The issue of supply-
Side constraints was
raised prominently as
Sar back as in 1999,
in UNCTAD’
LDC Report.
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The emergence of new
Sforms of constraints is
adding to the burden
of LDC exporters.

An empirical analysis, using a sample
of developing countries and the LDCs,
finds that export response to trade liber-
alization has been relatively limited in the
LDCs compared to developing countries,
primarily due to weaknesses in “domestic
productive capacities” (Santos-Paulino
2007). This finding is consistent with the
previous works on binding constraints
to export, including, but not limited to,
Fugazza (2004) and Redding and Ven-
ables (2004). Similarly, a study focusing
exclusively on Pacific Island Economies
finds that if supply-side constraints were
removed, the increase in export receipts
would be very promising (Ram, Prasad
and Duncan 2005).

Apart from these general studies, a spe-
cific study focusing on infrastructure and
transportation costs, a major supply-side
constraint, reveals that “poor infrastruc-
ture accounts for 40 percent of the pre-
dicted transportation cost for the coastal
countries and upto 60 percent for land-
locked countries” (Venables and Limao
2001: 252).

Besides traditional supply-side
straints, the emergence of new forms
of constraints is adding to the burden
of LDC exporters. Some of them, such
as those related to standards concerning

con-

consumer health, safety and environ-
ment, have their roots in market access
barriers. The LDCs without the neces-
sary infrastructure, legal system and ad-
ministrative apparatus in place to assure
the importing countries’ authorities of
their ability to comply with these stan-
dards are bound to face barriers to their
exports.” Putting them in place is, how-
ever, highly resource demanding and re-
gional trade agreements (RTAs) could be
instrumental in making some headway in
this direction (Maur 2008). Moreover,
some other supply-side constraints, such
as trade facilitation measures, are equally
costly to implement despite their unam-
biguous trade benefits (OECD 2005;
Wilson, Man and Otsuki 2005).

In the context of South Asian LDCs,
which are the focus of this study, several

recent studies have made an attempt to
analyse supply-side constraints. One of
the first such efforts was made by Raz-
zaque (2005), which views supply-side
constraints as the major factor impeding
competitiveness in the textiles and cloth-
ing sector of Bangladesh. The study lists
eight supply-side constraints, which can
be clustered into three categories.

First, under the infrastructure cluster,
one can include the availability, or lack,
of certain infrastructure facilities (such
as road network, power and utilities) as
well as the quality of such facilities even
where they are available (such as frequent
power cuts, dilapidated road and ineffi-
ciency of port facilities). Second, under
the governance cluster, issues such as
the invisible cost of doing business (e.g.,
bribery and corruption) can be included.
Third, under the input cluster, problems
such as limited access to finance, skilled
human resources and backward linkages
can be included.

A study by Razzaque and Raihan (2007),
which looks at the trade and industrial
policy environment of Bangladesh with
aview to recommending policy measures
to facilitate export diversification for the
country in the aftermath of the phas-
ing out of textiles and clothing quotas,
concurs with Razzaque (2005) in general.
However, the study also shows that low
level of technology has impeded Ban-
gladesh’s prospects for moving up the
value chain ladder in garment products
and achieving diversification towards the
exports of non-traditional items.

Similarly, in the context of Nepal, Pan-
dey (2008), who investigates the binding
constraints to Nepal’s export expansion,
identifies labour market rigidities; low
level of innovation, technology acquisi-
tion and adaptation; inadequate infra-
structure; underdeveloped trade logistics;
uncompetitive port facilities; inefficient
customs administration; pervasive cor-
ruption; and the absence of the rule of
law as the major supply-side constraints.
In a similar vein, Adhikari ez a/ (2008)
suggest that inadequacy of human capi-



tal, infrastructure, quality assurance and
certification, technological capability,
access of finance, and trade facilitation
measures are the major supply-side con-
straints facing Nepal. These findings are
consistent with a sectoral study, which,
among others, looks at the supply-side
constraints facing the South Asian tex-
tiles and clothing sector (Adhikari and
Weeratunge 2007).

In sum, all these studies, which analysed

the supply-side constraints faced by the

two South Asian LDCs under consid-
eration, have highlighted the following
supply-side constraints:

* Inadequate infrastructure  within
the region in general and among the
LDCs in particular for the efficient
transportation of goods (see also De
2005) means that these countries are
unable to establish footholds in mar-
kets where efficiency in delivery is a
key test to determine the sustainabil-
ity of business relations.

e Lack of human capital particularly en-
dowed with education and skills nec-
essary to process exportables means
that despite low wages, South Asian
workers are unable to match the level
of productivity of the workers in oth-
er highly competitive countries (such

as China) even in labour-intensive
production (see also Siddiqui 2007).

e Lack of access to credit hinders,
among others, the prospects for meet-
ing the working capital requirement
and expanding the business volume
as well as enhancing investments in
capital goods.

* Virtual absence of trade facilitation
measures, causing, among others,
delays in the shipment of goods, as
well as unofficial payments for both
imports and exports.

Since supply-side constraints are not de-
fined in the literature, Adhikari (2011)
proposes a heuristic definition thus:

Supply-side constraints are the constraints on
supply capacity that limit the ability of a coun-
try to produce goods and) or services for export-
ing to the international market in a competitive
manner. Although some of these constraints are
due to natural handicaps, the majority of these
are owing to the governance failure inmplying the
inability of the government to make optimal
provisioning of public goods. These include defi-
ciencies in infrastructure, human capital, finance,
technology and trade facilitation measures.

We shall revisit the various constituent
parts of the definition in Chapter 4 and
discuss them in greater detail.

rersrorereview R

Inadegnate infrastruc-
ture, lack of human
capital, lack of access

to credit and inadequate

trade facilitation mea-

sures are critical supply-

side constraints.
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Chapter 3

Trade policy contexts
INn South Asian LDCs

3.1 Introduction

Despite their relative openness, the LDCs
remain marginalized in the global trad-
ing system. Although some of the LDCs
have improved their exports lately, they
may not be able to sustain the growth
momentum because most of their ex-
ports are concentrated in a few prod-
ucts—mostly oil or ready-made garment
(RMG), both of which have extremely
volatile international markets. While oil-
exporting LDCs have already seen their
export revenue decline in 2009 due to a
rapid fall in oil prices, RMG-exporting
LDCs have been taking advantage of
preferential market access opportunities,
which, however, are in the process of
being eroded either due to the possibility
of the major donor countries providing
deeper preferences to emerging devel-
oping countties,* or due to possible mul-
tilateral liberalization under the Doha
Development Agenda of the WTO,
which will reduce most-favoured-nation
(MEN) tariffs on most of the products
of export interest to the LDCs.

Against this backdrop, this chapter first
discusses the position of the LDCsingen-
eral in global trade and their vulnerabili-
ties, followed by discussions of the trade
policy contexts in South Asian LDCs.

3.2 LDCs’ position
in global trade

The LDCs, the 48 poorest countries® of
the world, are so categorized by the Unit-
ed Nations (UN) on the basis of three

criteria, namely low per capita income,
weak human assets and high economic
vulnerability (UNCTAD 2004). These
countries, which house 12 percent of the
global population, collectively account
for less than 2 percent of global gross
domestic product (GDP) (Bhattacharya
2010). The economic growth rates of a
significant number of LDCs have been
abysmally low, and the poverty reduction
effects of such growth are likely to re-
main weak (UNCTAD 2007).

Despite their lacklustre economic per-
formance, trade integration of the LDCs
over the past two decades has been one
of the most rapid in history. The degree
of integration of the LDCs—measured
by trade liberalization—is higher than
that of many high- and middle-income
countries. Whether we measure trade
liberalization in the LDCs by the level
of tariff barriers and non-tariff barriers
(NTBs) or by the trade-to-GDP ratio,
the LDCs are generally more liberal than
some developing countries (Raihan ef a/.
2007). Despite the high degree of open-
ness, the LDCs’ performance in terms
of increasing trade (mainly exports) with
a view to achieving sustained economic
growth and poverty reduction has not
been encouraging.

On the face of it, the LDCs have, of
late, increased their share in world trade,
which reached 1.1 percent in 2008
(WTO 2009). However, what is hidden
behind this figure is the fact that seven
oil- and RMG-exporting LDCs account-
ed for the lion’s share (73.8 percent) of
LDC exports (Table 3.1).° This has also

Despite their lacklustre
economic performance, trade
integration of the LDCs
over the past two decades
has been one of the most
rapid in bistory.
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Most of the LDCs are
reluctant to engage non-
state actors in trade policy-
making processes.

contributed to respectable growth in
select LDCs”> GDP in the recent past.
However, neither the export growth nor
the GDP growth experienced by these
LDCs can be considered sustainable be-
cause oil prices declined to a record level
in early 2009 after slightly picking up
later during the year. Similarly, RMG ex-
ports of Bangladesh and Cambodia have
also shown signs of lower growth rates
than what were achieved in the past few
years. Both of these trends are attributed
to the slower demand for oil as well as
RMG in the developed world due to the
global economic meltdown.

Notwithstanding these disappointing re-
sults, including asymmetric benefits, the
LDCs have been making every possible
effort to integrate their economies into
the global economy. Out of the 48 LDCs,
33 are already members of the WTO and
nine others are in various stages of the
accession process (Adhikari ez a/. 2008).
However, this drive cannot merely be as-
cribed to economic rationale. It is also
a result of political economy consider-
ations such as “locking-in” domestic re-
form, becoming part of the global eco-
nomic community, and, for landlocked
countries, securing predictable transit
facility (Adhikari 2005).

The LDCs are pootly represented in the
WTO, with some 20 LDCs not having

any permanent representation in Gene-
va, which means that their ability to in-
fluence the decision-making process of
the WTO is extremely limited (De Vylder
2007: 34). The capacity to analyse trade
negotiation issues and to make an in-
formed judgment is limited even among
capital-based officials (7bid.). Most of the
LDCs are reluctant to engage non-state
actors in trade policy-making processes,
although some changes have occurred in
the recent past in select countries (Ra-
jkarnikar 2005). Due to growing aware-
ness of the limited benefits of WTO
membership for their economies, they
are becoming highly vocal of late and
have shown remarkable unity while press-
ing for their key demands. These general
observations at the global level are valid
in the case of South Asian LDCs as well
(Adhikari 2010), which is elaborated in
the next section.

3.3 Trade policy contexts
in South Asian LDCs

The overall trade policy contexts in most
South Asian LDCs are, by and large, influ-
enced by the prevailing orthodoxy of the
time, thereby exhibiting some degree of
similarities. Most of the LDCs followed
protectionist trade policies during the
heyday of import substitution industri-
alization (ISI) strategies. When balance-
of-payments crises led these countries to

RN Share of seven major LDC exporters in LDC exports

Merchandise export US$ billion
2008 (% of LDC 2007 (%o of

Percentage change of export value

Major export  exports) LDC exports)  2000-2008 2007-2008

Angola Oil 67.1 (38.1%) 39.9 (33.3%) 31 51
Bangladesh RMG 15.4 (8.8%) 12.5 (10.4%) 12 23
Cambodia RMG 4.3 (2.4%) 4.1 (3.4%) 15 5

Chad Oil 4.7 (2.7%) 3.5 (2.9%) 50 27
Equatorial Guinea  Oil 16.3 (9.3%) 10.0 (8.3%) 40 60
Sudan Oil 12.1(6.9%) 8.9 (7.4%) 27 36
Yemen Oil 10.0 (5.7%) 7.3 (6.1%) 10 27

Total
Source: WTO (2009); WTO (2008).

129.9 (73.8%) 86.2 (71.8%)



seek assistance from the Bretton Woods
Institutions (BWIs), they followed a path
of rapid trade liberalization following
the prescriptions of these institutions,
which were guided by the Washington
Consensus. They embarked on the path
of “unilateral” or “autonomous’ trade
liberalization by substantially reducing
tariffs as well as NTBs,® and signed vari-
ous trade agreements in order to “lock
in” trade liberalization. Although Ban-
gladesh, the Maldives and Nepal are
members of the WTO, they have dif-
ferent sets of commitments made at the
time of their membership.” Afghanistan
and Bhutan are in the process of acced-
ing to the WTO.

Four LLDCs, which are the founder mem-
bers of the South Asian Association for
Regional Cooperation (SAARC)—Ban-
gladesh, Bhutan, the Maldives and Ne-
pal—participated in the SAARC Prefer-
ential Trading Arrangement (SAPTA),
which was eventually converted into a
free trade agreement in the form of the
Agreement on South Asian Free Trade
Area (SAFTA)." Afghanistan, a recent
entrant to SAARC, has also become a
member of SAFTA. Bangladesh, Bhu-
tan and Nepal are also members of the
Bay of Bengal Initiative for Multi-Sec-
toral Technical and Economic Coopera-
tion (BIMSTEC) Free Trade Agreement,
which aims to reduce tariff barriers
among the participating countries, repre-
senting South Asia and Southeast Asia'’
by 2017. It is much more far reaching
than SAFTA in the sense that it not only
covers trade in goods, but also seeks to
cover services, investment, technology
and human resources (Ministry of For-
eign Affairs 2009).

Another major similarity between Ban-
gladesh, the Maldives and Nepal is that
there has been a significant change in
their export composition in the recent
past, from being exporters of mainly pri-
mary commodities to exporters of main-
ly manufactured products (UNCTAD
2008). This achievement would not have
been possible without the global market
imperfection in the textiles and cloth-

ing sector, a direct consequence of the
Multi-Fibre Arrangement (MFA), which
restricted imports from competitive
countries and provided opportunities
to relatively less competitive countries
like Bangladesh, the Maldives and Ne-
pal to take first steps towards export-
oriented industrialization.”” However,
Afghanistan and Bhutan could not take
advantage of this opportunity. The MFA
was later integrated into the Agreement
on Textiles and Clothing (ATC) of the
WTO and phased out in 2005, with the
result that the Maldives has been com-
pletely wiped off from the map of tex-
tiles- and clothing-exporting countries,
while Nepal is likely to face a similar fate
(Adhikari and Yamamoto 2007; Adhikari
and Weeratunge 2007). Finally, all South
Asian LDCs have been beneficiaries of
the preferential market access facilities
granted by developed countries.

As a culmination of wvarious efforts
made in order to facilitate the integra-
tion of developing countries into the
wortld economy, members of the Gen-
eral Agreement on Tariffs and Trade
(GATT) decided to introduce the En-
abling Clause® into the multilateral trad-
ing system, which institutionalized the
process of granting preferential market
access to developing countries on a non-
reciprocal and non-discriminatory basis.
This Clause, which also envisages deeper
preferences for the LDCs,"* has indeed
helped several developing countries in
the process of their industrial develop-
ment (see, for example, Hoekman ez /.
2001; UNCTAD and Commonwealth
Secretariat 2001; Khatun 2007).

As per this arrangement, various devel-
oped countries have provided duty con-
cessions to developing countries, but the
EU has been at the forefront of provid-
ing preferences to the LDCs."”” In May
2001, the EU announced a DFQF mat-
ket access initiative for the LDCs—the
EBA initiative. According to the spirit of
this initiative, it is possible for the LDCs
to export virtually everything to the EU
free of duty, except for arms and ammu-
nitions, and three sensitive items (rice,

TRADE POLICY CONTEXTS
IN SOUTH ASIAN LDCS
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PRINEEM] Trade profiles of South Asian countries at a glance, 2009

Final  Avg Trade-
cu a2 | Gy

w )
Afghanistan  Process of accession - 5.6 =
Bangladesh ~ Founding member 169.2 147 49.1
Bhutan Process of accession - 21.9 102.9
India Founding member 48.1 12.9 46.2
Maldives Founding member 36.9 20.4 180.0
Nepal Acceded in 2004 26.0 12.4 48.6
Pakistan Founding member 59.9 13.9 38.9
Sri Lanka Founding member 30.2 11.2 59.5

GATS: General Agreement on Trade in Services.

Source: WTO (2010).

Stringent rules of origin
have prevented L.DCs from
benefitting substantially
from preferential market
access schemes.

sugar and banana), which too were later
phased in. Although the LDCs in general
have not been able to benefit substan-
tially from this arrangement primarily
due to stringent rules of origin (ROO)
requirements,'® all the LDCs, to some
extent, are beneficiaries of this scheme.

However, an analysis of the trade pat-
tern of South Asian LDCs suggests that,
barring Bangladesh, which has done re-
markably well in terms of RMG exports,
other LDCs remain marginalized in the
global trading system. As can be seen

Share in Share in GATS.
wotldim-  wotld ex- ORIt
port (o) port (%) ziltlotis
0.02 0.00 -

0.10 0.03 9

0.00 0.00 -

2.54 2.61 37
0.01 0.02 5

0.02 0.02 77
0.21 0.07 45
0.08 0.06 27

in Table 3.2, despite having low average
tariffs and liberal trade regimes, as re-
flected by low average applied tariffs as
well as trade-to-GDP ratios, their shares
in global trade remain dismal. For exam-
ple, Afghanistan and Bhutan have min-
iscule shares in wotld trade, particularly
exports, which are not even captured by
the global trade data upto two decimal
points. Even a high-performing exporter
such as Bangladesh has only 0.02 pet-
cent share in global exports, despite the
fact that it is home to 2.67 percent of
humanity.

Issues for discussion

o Have the pattern of LDCs’ trade and the level of their integration into the global economy changed
both in formal and substantive senses in the past four decades?
e How has the evolution of the trade policy regimes in South Asian LDCs influenced their degree and
nature of integration into the global economy?

e How conducive are developed-country preferential market access schemes to the expansion of LDC

exports?



Chapter 4

Nature of supply-side constraints
facing South Asian LDCs

4.1 Introduction

The definition provided in Chapter 2
makes it clear that supply-side constraints
are the sum total of vatious “behind-the-
bordet” constraints faced by the LDCs.
One can divide the main thrust of that
definition into four major constituent
parts in the context of this paper. First,
the issue of production capacity is what
is required to produce goods, whether
or not in a competitive manner. Second,
the goods so produced should be com-
petitive in the global market, for which a
higher level of efficiency and productiv-
ity, and a seamless trading environment
become fundamental. Third, it is vital to
appreciate how geographical constraints
impede the prospects for enhancing the
competitiveness of the LDCs, particu-
larly landlocked ones. Finally, the role
of governance in the provisioning of
trade-related public goods assumes great
salience in ensuring that the goods so
produced and traded are competitive.

4.2 Production capacity

The LDCs, by definition, are structurally
handicapped, without which they would
not have a high economic vulnerability
index—which is one of the three crite-
ria for the inclusion of countries in the
LDC group. The first major problem is
that the production in the LDCs is gen-
erally low because most of these coun-
tries’ agricultural production depends on
rain-fed irrigation, which in turn is a re-
sult of a lack of organized irrigation fa-
cilities. This means that they have limited
surplus left for exports, after accounting

for domestic consumption, which too is
rising due to high population growth in
these countries.

Data for industrial value addition growth
show the constrained nature of produc-
tion. Figure 4.1 shows industrial value
added growth for the select two South
Asian LDCs (Bangladesh and Nepal),
the South Asian region, a fast-develop-
ing country (China), and an LDC from
Southeast Asia (Cambodia) for the pe-
riod 2001-2008. Nepal has the worst
growth rate of industrial value addition
in the period, followed by Bangladesh.
Although Bangladesh has achieved a
much higher growth compared to Nepal
and has a marginally better growth rate
compared to the South Asian average, its
growth rate is still lower than China’s and
Cambodia’s.

4.3 Competitiveness of exports

Goods produced by the LDCs are rela-
tively less competitive in the global mar-
ket due to several factors such as lack of
timely availability of inputs, low produc-

The LLDCs have limited
surplus left for exports,
after accounting for do-
mestic consumption.
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Bangladesh and Nepal
fall below other South
Asian countries in terms
of infrastructure, ease
of access to loan, and
technological readiness.

tivity levels, lack of technological capac-
ity, and limited access to finance, among
others. Studies on competitiveness-re-
lated supply-side constraints conducted
so far in the context of South Asian
LDCs highlight, as the major binding
supply-side constraints, inadequate in-
frastructure for efficient production
and transportation of goods; lack of
human capital endowed with education
and skills to process exportables; limited
access to credit due to conventional/
conservative banking practices that rely
mote on collateral than on the feasibil-
ity of business ventures; limited use of
technology in the production processes
which impedes the prospects of what is
known as “moving up the value-chain
ladder”; and virtual absence of trade fa-
cilitation measures which causes delays
in the shipment of goods (see, for ex-
ample, Raihan ez @/ 2007; Adhikari and
Weeratunge 2007 ).

These features are also reflected in South
Asian LDCs’ rankings in the Global
Competitiveness Report (GCR) 2010—
2011 published by the World Economic
Forum, which bases its analysis on 12
different indicators of competitiveness.
While all the factors analysed by the
GCR are necessary to measure the level
of competitiveness of the economy, this
paper shall only focus on four factors
that have been identified as the major
binding constraints by earlier studies,
namely: infrastructure, human capital

(represented by health and primary edu-
cation), access to finance (represented by
ease of access to loan), and access and
adaptability to technology (represented
by technological readiness), based on
the rankings and indices presented in the
GCR 2010-2011.

Table 4.1 shows that in terms of various
competitiveness rankings, Bangladesh
and Nepal fall below other South Asian
countries in terms of infrastructure,
ease of access to loan, and technological
readiness, although both of them have
better indicators than Pakistan in the
case of health and primary education.
In terms of ease of access to loan, In-
dia is the country with the best indicator
within the region, followed by Sri Lanka
and Pakistan. However, Bangladesh and
Nepal rank much lower in this indicator
as well.

South Asian countries, with the excep-
tion of India, continue to produce and
export “poor-country goods” and their
efforts at enhancing their competitive-
ness and achieve export diversification
have not produced satisfactory results;
nor are they targeted at moving up the
technology ladder. Barring India, South
Asia’s research and development (R&D)
credential in general is not encouraging,
as measured by industrial value addition,
business sophistication index, innova-
tion index and technological readiness
index. Further, Bangladesh and Nepal,

VIR AN Sclect competitiveness rankings and indices, 2010

Country

Switzerland (Overall, top)
Bangladesh

India

Nepal

Pakistan

Sti Lanka

Chad (Overall, bottom)

Health and pri-
Infrastructure mary education
Rank Index  Rank Index
N=139 (1to7) N=139 (1to7)
6 6.1 7 6.6
133 2.1 106 5
86 3.5 104 5.2
139 1.8 109 4.8
110 2.8 123 4.3
70 3.8 35 6.2
137 1.8 138 2.9

Source: World Economic Forum, 2010, Global Competitiveness Report 2010—-2011.
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Ease of access to  Technological
loan readiness

Rank Index  Rank Index
N=139 (1to7) N=139 (1to7)
22 3.7 7 5.6
79 2.6 126 2.7
39 3.3 86 33
88 2.5 134 2.5
40 3.3 109 29
38 3.3 84 3.4
115 2.1 138 2.3



which were included in the latest GCR,
rank much lower than their developing-
country neighbours in South Asia in
these aspects (Table 4.2).

Export sophistication and its prospects
can also be assessed through measures
associated with the literature on product
space, a graphical representation of all
products exported in the world which
shows the “proximity” of all products,
i.e., the likelihood that a country exports
a product given that it exports another
one (Hildago ez /. 2007). EXPY-core is a
measure of export sophistication which
looks at the core (machinery, chemical
and metals) of the product space. A
high EXPY-core figure means that the
export sector producing “core” products
has high-valued products. In general,
countries at a higher level of develop-
ment have a higher export sophistica-
tion. Figure 4.2 shows India being much
ahead of other South Asian countries in
core export sophistication. Bangladesh
and Nepal are below other South Asian
countries, but with pretty much the same
income level, Nepal’s export sophistica-
tion of core products is much lower than
that of Bangladesh.

“Open forest” provides a measure of
the (expected) value of products that
could be potentially exported with com-
parative advantage. It helps to figure out
how far products currently not exported
with comparative advantage are from the
ones that are exported with comparative
advantage and are within a nearby range
of the existing production capacities

NATURE OF SUPPLY-SIDE CONSTRAINTS
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PTG Export sophistication (core) in South Asia
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Source: EXPY fignres are sourced from Felipe et al. (2010) and GDP per capita (PPP constant 2005 in-
ternational §) from the World Development Indicators database. The GDP per capita fignres are in natural
logs. The EXPY figures are based on an analysis of export sophistication of 96 non-high income conntries.

of an economy. It is easier to produce
“nearby” products than products that
are “far away” because the capabilities
to produce similar but slightly differenti-
ated products already exist in the econ-
omy. The low score of Bangladesh and
Nepal (Figure 4.3, next page) indicates
the fact that the industrial sector needs
a revamping of its capabilities to pro-
duce goods that are sophisticated and
are within a close range of each other’s
capital and resource requirements. FEas-
ing supply-side constraints plays a crucial
role in helping to upgrade the capabilities
of countries to produce goods that are
sophisticated and are close to (“nearby”)
the goods that are already produced in

JPIEEWA Industrial capabilities (N = 139)

Industrial value addition

Country
(% of GDP) 2007
Bangladesh 29
India 29
Nepal 17
Pakistan 27
Sti Lanka 30

Business sophistica- .
Innovation index

tion index

Rank Score Rank  Score
105 3.4 119 2.6
44 4.3 39 3.6
132 3 137 2.3
79 3.7 75 3

39 44 40 3.6

Source: World Economic Forum, 2010, Global Competitiveness Report 2010-2011.

The industrial sector needs
a revamping of its capabil-
ities to produce goods that
are sophisticated and are
within a close range of each
other’ capital and resource
requirements.

Technological readiness

Rank  Score
126 2.7
86 3.3
134 2.5
109 2.9
84 34
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The prospects for Nepal
to enhance regional trade
with countries other than
India are impeded by the

“Security-first” mindset

of Indian authorities.

the economy. This also helps economies
to undergo structural transformation.

4.4 Geographical constraints

While LDCs with access to the sea such
as Bangladesh are likely to perform bet-
ter on the trade front, ceferis paribus, land-
locked LDCs like Nepal located far from
international or regional market centres
tend to perform pootly in regional and
international trade. A landmark study by
Faye et al. (2004) shows that landlocked
developing countries have not only been
subject to, on an average, 9 percent high-
er transportation costs than their mari-
time counterparts, but they also trade, on
an average, 50 percent less than the lat-
ter, due to their dependence on transit-
providing countries. The study identifies
four types of dependence: a) dependence
on neighbours’ infrastructure; b) depen-
dence on sound cross-border political
relations; ¢) dependence on neighbours’
peace and stability; and d) dependence
on neighbours’ administrative practices
(tbid.: 31) for landlocked countries to
transport their goods.

Taking these dependency factors as the
conceptual basis to analyse the situation

Export potential in South Asia

e India

®
g
s
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(9]
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O

e Pakistan
~
e Sri Lanka
Nepal
N ® e Bangladesh
6.5 7 7.5 8 8.5

Average GDP per capita, 2001-2007

Source: EXPY fignres are sonrced from Felipe et al. (2010) and GDP per capita (PPP constant 2005
international §) from World Development Indicators database. The GDP per capita figures are in natural

logs. The “open forest” fignres are based on an analysis of export sophistication and export potential of 96

non-high income countries.
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in the context of South Asian LDCs,
Adhikari (2010) suggests that transit
rights are more of a political issue than
an economic issue, with the transit-
providing country exercising power not
only to dictate transit arrangements, but
also to extract other concessions from
the landlocked country. Gupta and Yang
(2007: 401), for example, find that Afri-
can RTAs in general have not generated
the expected benefits for the landlocked
countries in the region because their
coastal neighbours have more often
than not created administrative obstacles
(customs procedures) besides physical
ones (roadblocks) resulting in an exces-
sively high cost of transit.

Adhikari (2010) shows that a similar situ-
ation prevails in South Asia, where Nepal
is at the mercy of India, although Bhutan
does not face such a problem because
India allows Bhutanese transit trade to
be conducted under the supervision of
Bhutanese customs, yielding little admin-
istrative hassle (see Faye ez al. 2004: 66).
This is because Bhutan, according to a
Bhutanese scholar, has “extraordinarily
warm friendship” with its Southern
neighbour (Choden 2004: 121), which is
not necessarily the case for Nepal.

So much so that India does not even
allow free and unfettered movement
of goods between Nepal and Bangla-
desh, although Nepalese traders have to
use a 35 km stretch of Indian territory
to reach the Bangladeshi border. It is,
therefore, no surprise that, as noted by
Chaturvedi (2007: 29): “The 35 kilome-
ters area between Phulbari in Bangladesh
to Panitanki in Nepal is one of the most
difficult territories which even require
army support for protection purposes.”
This shows that even the prospects for
Nepal to enhance regional trade with
countries other than India are impeded
by the “security-first” mindset of Indian
authorities.

Landlocked countries have a little sense
of respite. Although, as argued by Faye
et al. (2004: 45), “there is a legal basis for
rights of landlocked transit as outlined



in Article125 (1) of the United Nations
Convention on the Law of the Sea”
(United Nations 1982), this does not
mean much as, “in practice, this right
of access must be agreed upon with the
transit neighbour (Article125 (2) and (3))
and is determined by the relationship be-
tween the countries”. Moreover, Article
V of the GATT also provides similar
rights, but this has not been invoked so
far probably due to conflicting interpre-
tations of the provision (Adhikari 2010).
Discussions on this issue are taking place
at the ongoing Doha Round of trade
negotiations under the broad rubric of
whether
there will be any meaningful outcome on
this will depend significantly on the fi-
nal outcome of the Doha Development
Agenda, which itself is in limbo.

trade facilitation. However,

4.5 Governance

Any discussion on the provisioning of
trade-related public goods remains in-
complete without discussing the issue of
market failure, which is defined in main-
stream economics as a situation in which
market, left to its own devices, will not
produce Pareto-efficient outcomes. Mar-
ket failure is mainly caused in four situ-
ations.

First, when there is information asym-
metry between the buyer/consumer
and the seller/provider, with the person
possessing a higher level of information
placed in a better bargaining position,
which results in a sub-optimal outcome.
Second, when there is market power, i.e.,
the supplier is in a position to unduly
raise the price of goods/services with-
out the fear of losing sales, the market
does not provide an equilibrium solu-
tion. Third, when there is an externality,
i.e., the impact of one person’s action on
the well-being of a bystander, the market
does nothing to change the behaviour
of the former. Finally, when the goods/
services in question are public in nature,
which can be enjoyed by all even without
paying for them, the market fails to gen-
erate sufficient incentives for the provi-
sioning of such goods.

NATURE OF SUPPLY-SIDE CONSTRAINTS

Public goods, as defined by Paul Samuel-
son (1954: 387), is one “which all enjoy
in common in the sense that each indi-
vidual’s consumption of such a good
leads to no subtraction from any other
individual’s consumption of that good.”
This definition is extremely demanding
and is only approximated by pure public
goods, such as the national judicial sys-
tem. In real life, however, it is difficult
to find many examples of pure public
goods (see, for example, Hudson and
Jones 2005: 267; Morell 2009: 542).

The above definition is rather limited in
the sense that it does not take into ac-
count the socio-political dimension with
which to view the problem of market
failure. A slightly broader definition of
market failure, which has a developmen-
tal connotation, is provided by Kato ez
al. (1993). They define market failure as
arising “when the goods and services
deemed necessary by society cannot be
casily or adequately provided through the
dependence on only the free economic
activities of private sectors motivated by
profits” (p 28) (cited in UNCTAD 2009:
32).

Whichever definition we follow, it is well
established thatdue to the non-excludable
and non-rival character of public goods
and the associated free-rider problem,
the market or its principal agent, namely
the private sectot, is in general incapable
of provisioning public goods (see, for
example, Mankiw 2001: 226). However,
it is also important to note that the stat-
ist notion of the provisioning of public
goods is changing in developed coun-
tries, where a purely private modality or a
public-private modality of provisioning
are becoming increasingly popular (De-
sai 2003). Yet public goods provision,
argue Beseley and Ghatak (2005), is one
of the main justifications for large-scale
government in the North and one of the
main rationales for strengthening state
structures in the developing world.

The salience of governance in the pro-
visioning of trade-related public goods
cannot, therefore, be overemphasized.

FACING SOUTH ASIAN L
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It is difficult to establish
cansality between gover-
nance and provisioning

of public goods.

While it would be tempting to argue that
better governance could lead to a bet-
ter provisioning of public goods such
as physical and human capital, it is dif-
ficult to establish causality because those
countries that are well endowed with fis-
cal, material, technological and human
resources are rich countries that can uti-
lize these resources to make a better pro-
visioning of public goods. The reverse
is equally true, because poor countries
have limited fiscal resources due to the
limited development of their formal tax-
able sector coupled with political failure
to collect taxes (see, for example Khan
2008: 128), such that they are unable to
make enough investment in the provi-
sioning of these goods. After all, as Ket-
tl (1992:1) argues, “nearly everything we
want government to do requires money”’
(cited in Andrews 2010: 11). As countries
grow richer, they increase their spending
on public goods, because they have the
means to do so.

The problem is not merely that of re-
sources, but also that of how efficiently
they are utilized. Intuitively, it is possible
to argue that countries which have “good
governance” utilize their resources more
optimally than those with a chequered
governance record. Before we discuss
this issue, it is necessary to first define
“governance”, not least because this is a
contested concept. We adopt the defini-
tion provided by Brinkerhoff and Gold-
smith (2005: 200), according to which
governance is broadly understood as
“the processes through which individu-
als and state officials interact to express
their interests, exercise their rights and
obligations, work out their differences,
and cooperate to produce public goods and
services” (emphasis added), as done by
UNCTAD (2009:16). This definition is
very close to the central argument being
made in this paper, not least because it
visualizes the conflict and cooperation
inherent in the process of producing (or
provisioning) public goods and services.

The concept of “good governance”
is even more contested than the term
“governance” itself, not least because

the “goodness” of governance is value-
laden and necessarily subjective by defi-
nition. At the most basic level, as argued
by UNCTAD (2009: 16): “some base the
goodness of governance on outcomes
(for example, is governance effective for
economic development?), whilst others
base the goodness of governance on
procedure (for example, is governance
transparent and accountable?)”. While
both processes and outcomes are impor-
tant to judge the relative superiority of
governance, we do not make any attempt
to define this terminology.

Since the “governance” agenda, particu-
larly the ones promoted by international
financial institutions such as the World
Bank, can include a myriad of issues,"”
it would be impossible to discuss all of
them in this paper. Here, we focus on
three key gaps in governance that are im-
peding the prospects of the provision-
ing of trade-related public goods. They
are: integrity gap; institutional gap; and
implementation gap.

4.5.1 Integrity gap

Among the governance issues that are
discussed in the literature, corruption is
the major problem afflicting South Asian
countries in general and the LDCs such
as Bangladesh and Nepal in particular.
According to TI (2009), political insta-
bility, lawlessness, nepotism and lack of
accountability coupled with apathy of
politicians and society towards creating
a robust mechanism to check corruption
have contributed to increased corruption
in Nepal. We are of the view that all this
boils down to the lack of a single fac-
tor—integrity, which, following Fijnaut
and Hubert (2002: 3), can be defined as
the “quality of acting in accordance with
the moral values, norms and rules ac-
cepted by body politic and the public.”

While it can be argued that some ele-
ment of avarice for money and power,
and therefore temptation for corruption,
exists in almost every individual, it is the
integrity of the individual that prevents
him/her from indulging in corruption.



Viewed in this light, corruption is but
one major form of violation of integrity.
This is probably one of the reasons why
a large body of literature on corruption
focuses on improving the system of in-
tegrity as a means to curb corruption (see,
for example, Stapenhurst and Kpundesh
1999; Fijnaut and Hubert 2002).

In order to better understand the pathol-
ogy of corruption, it would be useful to
analyse the relative rankings and scores
of the countries in the Corruption Per-
ception Index (CPI) prepared by Trans-
parency International (TI) for South
Asian countries, including Bangladesh
and Nepal, since 2001 (Table 4.3). We
need to emphasize that these rankings
are only indicative, and do not capture
the exact situation of corruption in the
countries due to conceptual and meth-
odological problems.

It is impossible to find a corruption-
free country because some element of
corruption exists even in Scandinavian
countries—which  have consistently
been ranked either as the “cleanest”
country or at least figured among the top
10 least-corrupt countries in every rank-
ing."* If that was not the case, they would
have received a score of 10, which is the
highest attainable score. However, any
country receiving a score below 5 is con-
sidered to have a relatively high level of
corruption. South Asian countries have
never managed to cross this threshold
(with the exception of Bhutan, which

g1 M Corruption Perception Index of South Asian countries, 2001-2009
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has been in CPI rankings since 2007"
and has secured a score of 5).

A closer look at Table 4.3 suggests that
Bangladesh was perceived as being the
most corrupt country not only in South
Asia but the entire world from 2001 to
2005. Although the ranking for 2002 is
not included in the table, in 2002 Bangla-
desh was the sole country in South Asia
that ranked the lowest among 102 coun-
tries that were included in the list (TI
2002). In 2004, it shared the final spot
with Haiti among the 146 countries in-
cluded in the list (TT 2004). Nepal, which
was included in the CPI in 2005, had a
score of 2.5 in both 2005 and 2007, and
had a better ranking than Afghanistan,
Bangladesh and Pakistan in both the
years. But it slipped to an abysmally low
level in 2009 as the second most corrupt
country, after Afghanistan, in the region.
This is because while Bangladesh and
Pakistan have managed to improve their
scores of late, Nepal’s score has further
deteriorated (Table 4.3).

Another measure of corruption is the
Control of Corruption indicator of the
World Governance Indicators (WGI),
capturing “perceptions of the extent to
which public power is exercised for pri-
vate gain, including both petty and grand
forms of corruption, as well as ‘capture’
of the state by elites and private interests”
(Kaufmann ef al. 2009: 6). Although in-
tuitively “control of corruption” should
mean the extent to which a country is

Country 2001 2003 2005 2007
Rank Score  Rank Score Rank Score Rank
Afghanistan - - - - 117 2.5 172
Bangladesh 91 0.4 133 1.3 158 1.7 162
Bhutan = = = = = = 46
India 71 2.7 83 2.8 88 3.9 72
Maldives - - - - - - 84
Nepal - - - - 117 2.5 131
Pakistan 79 2.3 92 2.5 144 2.1 138
Sti Lanka = = 66 3.4 78 3.2 94
No. of coun- 91 133 159 179

tries ranked

Source: Transparency International, Corruption Perception Survey (various issues).

South Asian countries

have relatively high levels

of corruption.

Score
1.8

2

5

3.5
3.3
2.5
2.4
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2009
Rank
179
139
49
84
130
143
139
97
180

Score
1.3
2.4

5

3.4
2.5
2.3
2.4
3.1
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Corruption indices

and estimates must be

viewed with caution.

g1 Control of corruption in South Asia, 2002—2008

Afghanistan
Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan

Sti Lanka
No. of
countries

2002
PR FE
1 -1.55
10  -1.08
73 0.59
41  -0.44
54  -0.08
49  -0.28
25  -0.81
51  -0.16
197

endowed with resources, expertise, insti-
tutions and political will, among others,
to control corruption, the elements that
this measure tries to capture suggest that
this nomenclature is a misnomer. How-
ever, deliberating on that issue is not our
purpose. Re-emphasizing that the same
caveats apply to these indicators as the
CPI discussed above, due to their inher-
ent limitations,” we now turn to analyse
the data provided in Table 4.4.

Recognizing the data limitations, par-
ticularly the relatively large margin of
error in the corruption estimates, the
WGI does not provide absolute rank-
ings of countries, unlike the CPL. It only
provides percentile ranks to countries on
the basis of their score. Percentile ranks
indicate the percentage of countries
worldwide that rate below the selected
country. Higher wvalues thus indicate
better ratings on control of corruption
(World Bank Institute 2009). In that re-
spect, it is certainly less misleading than
the CPI. The Control of Corruption in-
dex provides estimates on a scale of -2.5
(most corrupt) to 2.5 (least corrupt), with
countries having negative score regarded
as having a relatively higher level of cor-
ruption—a “watch list” of a sort. It can
be observed from Table 4.4 that Bhutan
is the only country in the region to have
had positive estimates between 2002 and
2008, which also correspond to the CPI
score discussed above, at least for the pe-

2003 2004 2005
PR E PR | E PR E
1 -1.62 2 -1.51 2 -1.50
6 -1.27 4 -1.42° 6 -1.31
82 093 78 082 79 0.8
45 035 46 -034 46 -0.34
58 009 54 -013 47 -0.31
52 -0.17 31 -0.62 27 -0.75
29  -073 14 -1.05 17 -0.99
53 -0.17 53 -0.13 49 -0.27
198 205 205

PR = Percentile ranking; E = Estimates of control of corruption score.
Source: Kanfmann et al. (2009).
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riod in which Bhutan was included in the
CPI list. Other countries in the region
have negative estimates, and their posi-
tions have oscillated quite a bit, albeit
within the negative territory. While Ban-
gladesh seems to have improved its esti-
mate as well as percentile ranking since
2005, Nepal’s position in the index has
been showing an erratic trend but mov-
ing downward, which is also similar to
our analysis based on the CPI discussed
above. If we take 2002 as the starting
point, when Nepal had an estimate of
-0.28, the estimate reached -0.68 in 2008
suggesting a deterioration in corruption
estimates. In the case of Bangladesh, the
estimate deteriorated from -1.08 in 2002
to -1.42 in 2004, but started improving
thereafter to reach -1.10 in 2008, sug-
gesting an improvement in the recent
years. This is also similar to our analysis
based on the CPIL.

National and international struggles
against corruption « /a Fijnaut and Hu-
bert (2002) are dependent on the quality
of the national integrity system (rules,
laws and organizations to curb corrup-
tion and safeguard national integrity). It
is probably against this backdrop that
the TT has initiated a National Integrity
System assessment approach. This ap-
proach, according to the TI, “provides
a framework which anti-corruption or-
ganisations can use to analyse both the
extent and causes of corruption in a giv-

2006 2007 2008
PR E PR E PR E
3 -1.46 1 -1.53 1 -1.64
5 -1.32°°9 -1.08 11 -1.10
79 091 79 092 75 0.72
52 -023 47 -039 44 -0.37
38 -051 21 -0.83 33 -0.60
29  -0.68 32 -0.64 29 -0.68
24 -076 22 -0.82 25 -0.77
55 -0.13 57 -0.10 54 -0.15
207 208 208



en country as well as the effectiveness of
national anti-corruption efforts.”’ The
structure, which is reproduced in Figure
4.4, is quite elaborate in the sense that it
envisages the enmeshment of each sec-
tion of society in promoting the national
integrity system.

Although TT chapters seem to have been
entrusted with the responsibility of pre-
paring baseline reports and updating
them at regular intervals, this does not
seem to be happening. For example, the
report for Bangladesh was prepared in
2003 and that for Nepal in 2001, but
both of them have not been updated
since. Although this in indeed a laudable
effort on the part of the TI, such efforts
are not likely to produce significant out-
comes unless and until there is a national
ownership of the programme.

4.5.2 Institutional gap

Institutions are defined as “humanly de-
vised constraints that structure political,
economic and social interaction” (North
1991: 97). Literature has shown that the
quality of institutions has a significant
positive impact on international trade,
although their interaction tends to be
somewhat nuanced (Levchenko 2004),
as well as on economic growth (see, for
example, North 1991; Acemoglu, John-
son, and Robinson 2001; Rodrik and
Subramanian 2003; Rodrik, Subrama-
nian and Trebbi 2004). Douglass North
(1991)—who along with Ronald Coase
and others provided an institutional
home to an entirely new discipline called
New Institutional Economics in the ear-
ly 1990s—asserts “institutions provide
the incentive structure of an economy;
as that structure evolves, it shapes the
direction of economic change towards
growth, stagnation or decline” (p 97).

While no study has been conducted so
far to ascertain the role of institutions
in the provisioning of trade-related pub-
lic goods, it is possible to visualize the
role of institutions such as protection
of property rights, mechanism for con-
tract enforcement, the rule of law, po-

NATURE OF SUPPLY-SIDE CONSTRAINTS
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litical stability and regulatory quality in
facilitating a better provisioning of such
goods.” Following, Olson (1993), one
can argue that political stability is a pre-
requisite for infrastructure development,
setting aside a certain percentage of the
national budget for human capital and
making commitments to reform border
procedures with a view to facilitating
trade. To the extent that these institu-
tions contribute to reduce uncertainty
in exchange (hence transaction costs)
for business and create an investment
climate conducive to attracting private
capital, they can help the public sector
make optimum utilization of its scarce
resources by focusing on areas where net
social benefits are higher.

However, measuring institutions is an ex-
tremely difficult and highly delicate task
due to two main reasons. First, it is nec-
essary to measure both de jure and de facto
institutions in order to know their con-
tribution to a particular outcome, which
is not always possible, because the latter
measure tends to be highly subjective.
Second, most institutional measures that
exist at present are often too broad and
fuzzy to contain meaningful information
(Voigt 2009). However, despite these
problems, due to time and resource con-
straints, which a thorough research using
survey as a key methodological founda-
tion will inevitably demand, we have to
rely on existing sources of information,

The quality of institu-
tions has a significant

positive impact on inter-

national trade.
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South Asian countries
have the lowest indicators
in political stability and

absence of violence.

with the expectation that they would
at least provide us an indication of the
quality of institutions in South Asia in
general and the LDCs of the region in
particular. In Table 4.5, we compare
the institutional quality in South Asian
LDCs with that in South Asian develop-
ing countries with the help of a set of
indicators.

As is apparent from the table, South
Asian countries have the lowest indica-
tors in political stability and absence of
violence, indicating, in the case of most
countries in the region, the possibility of
the unseating of governments through
violent means as opposed to peaceful
means. This means that the democratic
credentials of these countries are not
necessarily trustworthy. This problem
cuts across the LDC-developing country
divide in the region because countries
such as Pakistan and Sri Lanka are closer
in their estimates to Afghanistan (which
has the worst estimates of all), and an
LDC like Bhutan has the best estimate in
terms of political stability. However, in
other three estimates (Table 4.5, columns
2—4), the LDCs, other than Bhutan, gen-
erally have worse indicators than devel-
oping countries. Bangladesh and Nepal
closely follow Afghanistan in all three
indicators. Finally, the cost of contract
enforcement, which we picked up from
a different source to get a better sense
of this measure of institutional quality
and which can otherwise be considered

a sub-indicator of the rule of law, shows
that Bangladesh has the worst indica-
tor in the region in terms of the cost of
contract enforcement. While contract
enforcement in Bangladesh eats up 63.3
percent of the total claimed amount,
Bhutan represents an extreme case with
the best indicator not only in the region
but in the entire world.

While reform could help narrow the in-
stitutional gap that has partly contributed
to the sub-optimal provisioning of pub-
lic goods, neglecting reform is tempt-
ing because institutions are notoriously
difficult to change (Subramanian 2007).
Moreover, political economy factors
could prevent meaningful reform as it is
often the case that powerful vested inter-
ests of political groups may slow, divert
or even stop a desirable reform (Dinar,
Balakrishnan and Wambia 1998). Fear-
tul of such oppositions, governments in
most developing countries and in pat-
ticular the LDCs ate inclined to favour
the status quo.

4.5.3 Implementation gap

The LDCs such as Bangladesh and Ne-
pal have adopted several useful policies
in the past—particularly in the area of
the provisioning of infrastructure and
human capital. While some of them,
such as enrolment of girl children in pri-
mary schools got implemented and have
shown promising results, other policies

IR Quality of institutions (estimates) in South Asia, 2008

Country Political stability and Government ef- Regulatory
absence of violence (1) fectiveness (2) quality (3)

LDCs

Afghanistan  -2.64 -1.31 -1.58

Bangladesh  -1.54 -0.77 -0.82

Bhutan 0.89 0.11 -0.86

Maldives -0.1 -0.35 -0.42

Nepal -1.69 -0.75 -0.66

Developing countries

India -0.99 -0.03 -0.21

Pakistan -2.61 -0.73 -0.47

Sri Lanka -2.04 -0.29 -0.28

Indicators 1—4 are measured in units ranging from about -2.5 to 2.5 (best).
Source: Indicators 1—4: Kanfmann et al. (2009); and indicator 5: World Bank, 2009, Doing Business Report 2010.
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Rule of  Cost of contract enforce-
law (4)  ment (% of claim) (5)
-2.01 25

-0.7 63.3

0.37 0.1

-0.24 16.5

-0.76 26.8

0.12 39.6

-0.92 23.8

-0.01 22.8



do not get implemented at all or only
get partially implemented. Implementa-
tion, which is defined by Sinclair (2001:
79) as “a process in which decisions or
actions are directed toward putting poli-
cies into effect”, has emerged as a major
challenge in the realm of public admin-
istration. There could be two reasons
for this predicament. First, if a policy
is not implemented, even after repeated
attempts, it might be useful to check
whether the policy itself was correct. If
the policy is faulty, Pareto improvement
can be achieved by changing the policy
itself, which can be accomplished only if
policy makers seriously look for alternate
policy options. A second reason, which
is the focus of this study, is that public
officials do not simply implement the
policies, either because the policies are
top-down or externally driven and the
public officials do not “own” them or
because they do not have the “capacity”
to implement the policies.

Lack of policy ownership may be due to
two main reasons, which takes place at
two levels. First, if the policy is external-
ly imposed, for example, by multilateral
lending institutions or bilateral donors,
without the policy makers really believ-
ing that the policy is in their best national
interest, they do not own such policies.
The lack of commitment to policy at
the political level is also reflected at the
bureaucratic level, which leads to lax
implementation or non-implementation
of the same. Second, even when the
policy is home grown, if it is top-down
and the implementers—those at the
middle of the bureaucratic hierarchy and
those dealing with outsiders and whom
Lispky (1980) refers to as “street-level
bureaucrats”—are not involved in the
policy formulation process, they are not
likely to own the policy. The latter may
result not only simply due to the “ego”
problem of the implementers but also
because lack of consultation could result
in lack of proper understanding of the
objective the policy is trying to achieve.

Scant literature is available on the lack of
ownership resulting in the under-provi-
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sioning of public goods in the three ar-
eas this study focuses on in the context
of Bangladesh and Nepal. However, one
such study, which is remotely related to
the present study because of its falling
under the rubric of “human capital”, is
available in the context of Bangladesh.
The study, which empirically examines
the implementation record of the World
Bank-sponsored Health and Population
Sector Programme (HPSP 1998-2003),
comes to the conclusion that due to
lack of policy ownership in terms of
origin of the vision, stakeholders’ con-
sultation and conceptualization of the
programme, the “family planning pro-
gramme suffered and the overall quality
of the services at the health centres de-
teriorated” (Osman 2005: 34).

The study also shows how the level of
ownership gap discussed above contrib-
uted to the failure of the programme.
First, at the national level there was a lack
of ownership among the policy makers
of the idea—which was provided by the
World Bank, although the former partici-
pated actively in the consultation process
leading to the finalization of the pro-
gramme. Second, the street-level bureau-
crats (such as field-level managers and
workers), who were neither consulted in
the policy formulation process, nor suf-
ficiently trained to adapt to the changes
that the programme envisaged, did not
feel obliged to give their best to the pro-
gramme. The result was an utter lack of
coordination and confusion in terms of
modalities and the deliverables expected,
which led to the debacle (#bid.).

While the ownership deficit is crucial
in explaining the policy-implementation
gap, it is only a part of the story. An-
other major problem that contributes to
widening the gap between policy and im-
plementation is the capacity constraint,
faced by not only the implementing bu-
reaucrats but also the policy makers. It
so happens, in some extreme cases, that
some bureaucrats trying to implement
policies in good faith create more hur-
dles to the private sector than facilitate
its activities.

FACING SOUTH ASIAN LDCS

W hen policy formula-
tion is top-down, there
is unlikely to be broad
ownership of the policy.
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There is a discernible
capacity gap among govern-
ment officials, who are
tasked with implementing
policies and programmes.
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Whether due to lack of education, skill,
awareness or motivation or some other
reasons, there is a discernible capacity
gap among government officials, who
are tasked with implementing policies
and programmes. While some blame it
on the aptitude of public officials, oth-
ers are of the view that it is the mind-
set of public officials that is creating a
mental block against ensuring a timely
implementation of projects and pro-
grammes. Yet others are of the view that
government officials are not sufficiently
rewarded and therefore not motivated to
discharge their responsibilities.

It is equally plausible that lack of profes-
sionalism among public officials, which
is mainly due to political interference
and lack of independence, could explain,
in part, their capacity deficit. One of the
astute critics of the system of gover-
nance in Nepal, Devendra Raj Pandey
ascribes the declining efficacy of Nepal’s
bureaucracy to “mindless political inter-
ference and willing suspension of a sense
of professionalism and personal dignity
by the bureaucrats” (Pandey 2000: 111).

Lack of professionalism more often
than not breeds indifference towards the
contribution public officials are expected
to make to discharge their responsibility.
However, it is also argued that indiffer-
ence could be due to the lack of a strict
system of reward and punishment, which
has atrophied public officials’ incentives
to perform to the best of their potential.
Osborne and Gaebler (1992), for ex-
ample, argue that the present system of
governance, by design or default, has a
propensity to reward under-performers.
This could be one of the factors contrib-
uting to the indifference on the part of
public officials.

Lack of skill could provide another plau-
sible explanation for the capacity deficit.
However, this may sound paradoxical
because traditionally the civil service in
South Asia is renowned for attracting
brighter talents from the pool, although
this has changed now due to the rise
of the private sector and development

agencies, which are in a position to offer
compensation packages and career pros-
pects unmatched by the civil service.

However, it is difficult to judge without
enough empirical evidence whether or
not the skill deficitin the Bangladeshi and
Nepalese bureaucracy is due to a faulty
recruitment process, lack of on-the-job
training opportunity, limited access to
technology, apathy among civil servants
to enhance their skill profiles, or, more
controversially, as argued by Max We-
ber (1930), lack of protestant-like work
ethics,” whereby religious values do not
promote a result-oriented work culture.
These issues are beyond the scope of
this paper but could be a topic for fur-
ther research for researchers and practi-
tioners in public administration or public
policy disciplines.

Another reason for the presumed capac-
ity deficit, particularly among the street-
level bureaucrats, could be a lack of clar-
ity about their responsibilities (in other
words, what is expected of them) in gen-
eral. Most government offices do not
have a system of providing unambiguous
terms of reference to bureaucrats, and
they are expected to perform whatever is
asked by their superiors. This is further
aggravated by a lack of clear-cut instruc-
tions from politicians or higher level
bureaucrats, who have to literally work
by “feeling the pulses” of their masters.

Finally, it is hardly plausible for the Ban-
gladeshi and Nepalese bureaucracy to re-
main immune to the disease of frequent
transfer of staff, which has infected de-
veloping-country bureaucracy in general.
While responding to the questionnaire
during the process of the preparation
of Aid for Trade Review Report, Ban-
gladesh, for example, admitted that fre-
quent transfer of employees is a major
problem for trade expansion (OECD/
WTO 2009a).

Similarly, in the case of Nepal, donors
have often complained that frequent
transfer of staff was one of the rea-
sons for the ineffective utilization of



aid resources (see, for example, MoF/N
2007; OECD 2008). Frequent and often
abrupt transfer of staff leads to lack of
specialization because the skill acquired,
for instance, to provide advice to farm-
ers on pig rearing in the ministry of ag-
riculture may be irrelevant in conducting
trade policy analysis at the ministry of
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commerce or implementing a digital sig-
nature project in the ministry of science
and technology. Another major problem
is the loss of institutional memory, which
exacerbates the capacity deficit problem
faced by the bureaucracy and affects the
implementation of the projects and pro-
grammes designed by the government.

FACING SOUTH ASIAN LDCS

Issues for discussion

o In what ways do the issues of production capacity, export competitiveness, geographical constraints
and governance interact to exacerbate the supply-side constraints facing South Asian LDCs?
e Why is it necessary to understand the issue of governance while discussing about alleviating supply-

side constraints?

e How can the transit rights of landlocked LDCs be effectively ensured to mitigate the geographical
constraints stemming from landlockedness?

23|



Chapter 5

Discussion on major
binding constraints

5.1 Introduction

Although there are several supply-side
constraints facing South Asian LDCs
that impede the expansion of their
trade, particularly exports, following
Hausmann, Rodrik and Velasco (2006),
we focus on three major binding con-
straints, identified by ecatlier studies,
namely infrastructure, human capital and
trade facilitation, and based on our own
field research. In order to further narrow
down the research and conduct an in-
depth analysis of these constraints, only
three areas—transport (within the infra-
structure category), education (within
the human capital category) and customs
(within the trade facilitation category)—
have been purposively selected. It must,
however, be emphasized that the paper
does not attempt to undermine the sa-
lience of other categories of constraints
and other areas within those categories.

5.2 Infrastructure

Seamless transport, which is an essential
component of improved trade logistics,
is crucial for the South Asian region in
general and the LDCs within it in par-
ticular, because it would, among others,
contribute to reduced delivery time and
trade costs, allow manufacturers to en-
ter high-value market segments such as
premium garments requiring shorter de-
livery cycles, enter entirely new markets
such as high-value horticulture, and con-
solidate and expand the region’s export
potential in newer sectors such as the
automotive sector (World Bank 2008: v).
From the perspective of regional trade,

a sound transport infrastructure facili-
tates regional connectivity through the
free flow of goods and factors across
borders allowing countries to benefit
from a better allocation of resources.
Transportation networks linking neigh-
bouring countries help enlarge market
size, particulatly for the relatively small
economies, and help them grow further
through higher trade and production
(see, for example, De 2009).

Improved transport infrastructure can
also contribute to economic growth,
with the effect of crowding in private
capital, both of which are necessary for
achieving a higher level of productiv-
ity (Khadaroo and Seetanah 2008: 257).
Since Rodrik (2004) has established that
economic growth can have a power-
ful effect on trade expansion (the so-
called reverse causality), it follows that
investment in transport infrastructure
can help create a virtuous circle of in-
creased trade, increased productivity and
competitiveness, increased investment,
increased economic growth and again
increased trade.

A study conducted by Francois and
Manchin (2007) analysed the impact of
institutions and infrastructure on trade
and suggested that transport infrastruc-
ture matters significantly not only to de-
termine the probability of trade occur-
ring but also the trade volumes between
various pairs of countries (p 17). The
study also finds that variations in basic
transportation are much more impor-
tant at low income levels in explaining
variations in trade performance than at

Improved transport
infrastructure can
contribute to economic
growth, with the effect
of crowding in private
capital.
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The quality of transport
infrastructure in South
Asia in general leaves
much to be desired, in
part reflecting the low
priority accorded to its

Lmprovenent.

higher income levels (:bid.). This latter
finding is particularly relevant for LDCs
such as Bangladesh and Nepal because
both the countries fall in the lowest in-
come quintile.

The above findings are consistent with an
earlier finding of Bougheas ¢z a/. (1999),
which, based on the analysis of the ef-
fects of infrastructure on trade through
its influence on transport costs for a pair
of countries making optimal investment
in infrastructure, predict a positive rela-
tionship between the level of infrastruc-
ture and the volume of trade. Similarly,
underscoring the significance of reduced
transportation costs for trade flows, De
(2007: 296) shows that a reduction in tar-
iff and transportation costs by 10 pet-
cent each would increase bilateral trade
by about 1.6 percent and 5.7 percent,
respectively. He, therefore, suggests that
the propensity to increase trade will be
higher with a reduction in transportation
costs, rather than with tariff reduction.

Despite the overwhelming significance
of transport infrastructure for reduc-
ing trade costs and increasing trade, the
quality of transport infrastructure in
South Asia in general leaves much to be

Bangladesh ~ China India
R S R S R S

Transport infrastructure
(overall)

Airport density, number per
million population
Trans-shipment connectiv-
ity index, 0—100 (best)
Paved roads,

% of total

Quality of air transport
infrastructure, 1-7 (best)
Quality of railroad infra-
structure, 1-7 (best)
Quality of roads, 1-7 (best)

Quality of port infrastruc-
ture, 1-7 (best)
R = Rank; § = Score.
Source: WEF (2010).

126

120 26 57 43 78 38
125 0.5 117 0.1 122 0.1
92 539 10 919 18 815
113 95 45 70.7 66 474
110 34 75 43 60 47
66 23 27 41 20 45
89 29 47 42 8 31
106 3.0 57 43 85 35

desired, in part reflecting the low priority
accorded to its improvement in the re-
gion. The LDCs in the region are known
for substandard infrastructural condi-
tions. A comparison of their infrastruc-
ture with that of developing countries
in the region as well as countries outside
the region, such as China, reveals that.
Table 5.1 presents the availability and
quality of transport infrastructure in
South Asia and China, as identified by
the Global Enabling Trade Report 2010
(WEF 2010).

Due to the heterogeneous geography
of South Asian LDCs, it would not be
possible to analyse their efficiency in
the transport of goods within a single
framework. While the Maldives being
an island country is highly dependent
on water transport for the movement
of goods, three landlocked countries
have to rely exclusively on surface trans-
port for their regional as well as interna-
tional trade. Bangladesh offers a unique
example among South Asian LDCs—
being a coastal country, it has access to
the sea, but it also excessively relies on
its road network for the transportation
of goods. The analysis presented below
focuses on one major mode of transpot-

gPINEERN Availability and quality of transport infrastructure

Nepal Pakistan Sri Lanka
R S R S R S

91 35 72 39 62 42
62 06 108 02 123 0.1
- - 31 756 23 784
59 569 50 654 36 81.0
102 35 71 45 59 48
120 1.2 52 31 44 34
119 2.1 61 37 56 39
112 28 68 40 39 48



tation, namely road, without, however,
underestimating the role of other modes
of transport such as air and water in the
promotion of trade.

Among the LDCs in the region, Bangla-
desh has an extensive road network, but
it is much less paved compared to that in
the developing countries in the region,
and the level of all-weather access is sub-
stantially lower. According to the Global
Enabling Trade Report (WEF 2010), the
percentage of paved road in Bangladesh
is only 9.5 percent. Nepal, a mountain-
ous L.LDCs, has a less dense network and
a much lower motorized access (World
Bank 2008: 19), but it has a relatively
high proportion (56.9 percent) of paved
roads (Table 5.1).

However, most road networks in South
Asian LDCs consist of one lane (3.5 me-
tre width) or are intermediate (5.5 metre
width) with poor pavement conditions,
which limit vehicle speed and lengthen
the duration of journey. These net-
works are not even capable of handling
the existing road traffic, which is fairly
high in these countries in proportion to
their economic sizes. Unless significant
quantitative and qualitative improve-
ment takes place in these networks, they
will remain grossly insufficient to meet
the pressure of growing traffic. How-
ever, as things stand today, a combina-
tion of internal and external barriers to
road transportation significantly adds to
the costs of trading across the border in
both Bangladesh and Nepal (see Box 5.1
for the barriers faced by Nepal).

Linking the road infrastructure of South
Asian LDCs, among others, to the Asian
highway—a project developed under the
acgis of UNESCAP—connecting East
Asia with Europe and passing through
South Asia is a distinct possibility. The
Asian highway has a proposed stretch of
141,000 km crisscrossing 32 countries
in the network. However, South Asian
countries, particularly the LDCs, have
not been able to contribute much to this
project (UNESCAP 2001).

DISCUSSION ON MAJOR
BINDING CONSTRAINTS

Internal and external barriers to road
OX J.
transport: A case of Nepal
The Birgunj-Raxaul-Kolkata/Haldia road corridor is the main
roadway being used in Nepal’s trade with third countries. In Ne-
pal, the road from Kathmandu (the capital city and main busi-
ness centre) to Birgunj (a city on the border with India through
which the bulk of Nepals international trade passes, located 276
km from Kathmandu) has a 6—7 metre width, and the road condi-
tion in general is not bad. But a 36 km section, from Mungling to
Narayanghat, faces frequent landslides. In addition, a number of

bridges along the Hetauda-Pathalaiya sector are only single lane
and become a major constraint as traffic increases.

Congestion at the Birgunj border point is a frequent phenomenon
as the customs yard for road-based cargo lacks adequate space.
The adjoining city in India is Raxaul. In India, there is a two-lane
road along the section between Raxaul and Kolkata/Haldia (1,047
km). According to the SAARC Regional Multimodal Transport
Study, within India, bad road conditions, particularly in Bihar, re-
duce truck speed to 20 km per hour over an approximately 180
km section. This consequently adds one whole day to the journey
time. The slower speed caused by poor road conditions and break-
downs of vehicles are also seen as a contributing factor to the
pilferage and theft that take place along the transit route.

Problems are also found in the Motihari-Sagauli-Ramgarhwa-
Raxaul section (around 50 km), the road leading to the check-
post passing through the congested town of Raxaul, a major level
crossing close to the check post, and a narrow two-lane bridge
over the Sirsiya River that flows near the border. There is sig-
nificant congestion at the border point at Raxaul. For example,
parking space is not available at Raxaul for unloading goods for
checking,

Source: Rajkarnikar (2010: 11).

At a time when even relatively better-
endowed developing countries in the
region such as India and Pakistan are
severely constrained by finance, con-
struction capacity and management ca-
pacity to expand and upgrade their road
network,” it would not be possible for
the LDCs to make drastic improvements
in road transportation in the short run.
However, with the right kind of policy
environment aimed at attracting private
sector investment and utilization of aid
for trade resources (to be discussed in
the next chapter), these countries should
be in a position to implement road con-
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facilitate an uninter-
rupted movement of
goods and vehicles
across the borders.

struction projects based on needs assess-
ment in the medium term.

Establishing corridor-based approaches
for improving trade performance, such
as a transport arrangement for intra-
regional trade, would be essential to
improve the efficiency of regional trans-
port and to reduce trade costs (Sadiq and
Ghani 2010: 61). Realizing this need, 10
road corridors have been identified by
the SRMTS. All the corridors include at
least one LDC of the region, with three
such corridors involving two LDCs of
the region.” However, there are several
physical and non-physical barriers to de-
veloping these corridors (Rahmatullah
2010).

Among physical barriers, most of the
roads identified by the study are of poor
quality, having a narrow lane (3.5-5.5
metres) and/or poor surface conditions
(¢bid.). Further, several border posts
within these corridors lack basic physical
infrastructure such as parking facilities,
immigration and customs offices, bag-
gage-scanning equipments, telephone,
warehousing, and facilities for the use of
electronic data interchange and informa-
tion technology (:bid.).

The most crucial non-physical barrier is
found to be the lack of a bilateral trans-
port agreement to facilitate an uninter-
rupted movement of goods and vehicles
across the borders (ibid.). Restrictions on
transport border crossings are a major
constraint to global and intra-regional
trade in South Asia. Removing these
restrictions would boost trade within
South Asia as well as lower costs for
international trade in general, as land-
locked countries and sub-regions would
benefit from access to the closest ports
(Sadiq and Ghani 2010: 61). Currently,
efforts to improve transport networks
are being pursued in a fragmented man-
net, and where cross-border issues ate
involved, little cooperation exists (7bid.).
However, as trade volume increases and
so does the pressure to remain competi-
tive in the global market, lobbying efforts
from the private sector and civil society

will likely compel politicians to think in
a more pragmatic manner than they cur-
rently do.

5.3 Human capital

Solow’s (1956) model of economic
growth, which did not take into account
the role of human capital, emphasized
the role of technology in economic
growth with the assumption of a pro-
duction function with constant returns
to scale. Gary Becket’s seminal contribu-
tion on human capital investment, which
he viewed as “activities that influence
future real income of people through
the imbedding of resources in people”
(Becker 1962: 9), thereby contributing
to economic growth, has its roots in the
classical political economy literature of
liberal as well as economic nationalist
preoccupations.

The contribution of human capital to
economic growth was largely ignored in
the neoclassical literature until the course
was corrected by the endogenous growth
theory, which is credited to Paul Romer
(1990). Viewing knowledge as a part of
capital in a broader sense, which may
have spillover impacts in the aggregate,
Romer argues that production processes
can attain increasing returns to scale,
provided there is adequate investment
in human capital. Subsequent empirical
studies as documented in Siqqiqui (2007)
have found a positive correlation between
investment in human capital and growth
in per capita income (Barro 1991); real
GDP growth (Mankiw, Romer and Weil
1992; Levine and Renelt 1992); and pro-
ductivity growth (Jorgensen and Frau-
meni 1992; Enlander and Gurney 1994).

Most of these studies have not focused
on the role of human capital in promot-
ing international trade, particularly ex-
ports, although we know trade can po-
tentially contribute to economic growth.
Among the studies cited above, those
by Jorgensen and Fraumeni (1992) and
Enlander and Gurney (1994) are closer
to our assumption that investment in hu-
man capital promotes exports because
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they look at human capital issues from
the angle of competitiveness. While
there are several components of human

Public expenditure on education as % of
total government expenditure, 2001-2007
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capital that have a bearing on enhanced 30
productivity as well as prospects for trade 25
expansion, for the purpose of this papet, 20

we will only focus on one component of 1(5)
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human capital, namely education.
\“F” &

South Asian countries in general, unlike
Southeast Asian countries, have made 0*0

limited investment in human capital, par-
ticularly in education and skill develop-
ment. The problem is particularly severe
in the case of the LDCs, as can be seen
from Figure 5.1, which shows public ex-
penditure on education as a percentage
of total government expenditure in a se-
lected group of Asia-Pacific developing
countries, including those from South
Asia. The figure does not include num-
bers for Afghanistan (an LDC) and Sri
Lanka (a developing country) from the
region due to the absence of data, and
we must admit that the lack of these data
slightly distorts the picture, not least be-
cause these two countries represent two
different spectrum in the continuum—
with Sti Lanka having the second best
educational attainment in South Asia
and Afghanistan, as it stands now, hav-
ing the worst educational indicators in
the region.*

One can make the following observa-
tions from the figure. First, the share of
public expenditure on education is gen-
erally low in South Asia, as compared to
other countries in the Asia-Pacific region.
Second, within South Asia, from what-
ever data is available, the LDCs seem to
spend relatively more than developing
countries on education.

At the level of outcome, which is 2 more
important indicator of countries’ perfor-
mance on the human capital front, the
LDCs in South Asia lag not only behind
other countries in the region but also in
the entire Asia-Pacific region. The Edu-
cation for All Development Index (EDI)
published by the United Nations Educa-
tional, Scientific and Cultural Organiza-
tion (UNESCO)”, which is probably the

Source: UNDP (2009).

best available indicator ranking coun-
tries in terms of the progress they have
made towards achieving the objective
of “Education for All” (EFA), shows
South Asian LDCs such as Bangladesh
and Nepal at the bottom of the index
(Table 5.2, next page). Although these
countries have slightly better indicators
than Pakistan, it should not come as a
surprise given the historically low level
of educational attainment in the latter,
as explained above.

As Table 5.2 shows data for a point of
time (year 2007), it does not provide
any indication on the extent of progress
these countries have been able to achieve
on their EFA objective. In order to see
the progress these countries have made
(or lack of it), we need to compare the
figures in Table 5.2 with those for pre-
vious years. UNESCO’s EDI has values
for 1999 (one year before the adoption
of the EFA declaration), 2006 and 2007.
However, not all the six countries listed
in Table 5.2 have data for both pre- and
post-EFA declaration periods. This is a
somewhat limiting factor for our analy-
sis. For example, complete figures are
available for only one country, Nepal.
While Nepal had an EDI of 0.603 in
1999, it increased to 0.704 in 2007, there-
by posting an increase of 16.7 percent
in the eight years. However, figures for
2006 and 2007 are available for all the six
countries, as shown in Table 5.3.

The table indicates that except for Bhu-
tan, all the countries in South Asia re-

On the human capital
front, South Asian
LDCs lag not only
bebind other countries
in the region but also in
the entire Asia-Pacific
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g e EDI for South Asian countties, 2007

Countries

Maldives
Bhutan
India
Bangladesh
Nepal
Pakistan

Ranking according ~ EDI Primary ad-  Adult Gender-specific ~ Survival rate
to level of EDI justed NER* literacy =~ EFA Index to grade 5
58 0.957 0.970 0.970 0.966 0.921

100 0.795 0.884 0.528 0.836 0.932

105 0.775 0.943 0.660 0.841 0.658

112 0.718 0.896 0.535 0.895 0.548

115 0.704 0.800 0.565 0.835 0.616

117 0.651 0.656 0.542 0.708 0.697

Source: UNESCO (2010).

A low level of educational
attainment not only locks
workers in low-skill jobs
but also deprives them of
taking advantage of subse-
quent opportunities.

Table 5.3

Countries

Maldives
Bhutan
India
Bangladesh
Nepal
Pakistan

gressed in 2007 compared to 2006, and
the decline is severe for two LDCs,
namely Bangladesh and Nepal. Both the
countries have faltered in the area of
survival rate to grade 5, indicating huge
drop-out rates. For example, in Bangla-
desh, according to an earlier study, 60
percent of poor adolescents complete
the first grade, but only 36 percent sur-
vive upto the fifth grade (Siddiqui 2007:
184).

What is clear from the table is that it is
relatively easier to increase the enrolment
rate of children in the primary school,
but it is difficult to prevent children from
dropping out of school. To provide some
policy tool to address this problem, it
is first necessary to understand the fac-
tors affecting educational attainment in
developing countries in general and the
LDCs in particular (Box 5.2).

While most of the relevant literature
highlights the salience of on-the-job
training for economic growth (see, for
example, Becker 1962; Mincer 1962),
indirectly underestimating the signifi-
cance of general education, McMahon
et al. (1992: 182) argue: “general educa-
tion is more broad and basic in nature,
enhancing individuals’ ability to learn on
the job, to receive and benefit from fur-
ther on-the-job training and therefore to
adapt to future career changes and tech-
nical change” (cited in Corvers 1999: 45).
Thus, a low level of educational attain-
ment not only locks workers in low-skill
jobs but also deprives them of taking
advantage of subsequent opportunities.
Because of the low level of education of
the workforce coupled with subsequent
impediments to skill enhancement,”
South Asian LDCs are generally locked
into the production of basic items, with

Change in EDI between 2006 and 2007 for South Asian countries

EDI

2006

0.959
0.777
0.794
0.753
0.738
0.652

Source: UNESCO (2010).
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Change in EDI components,

Change in
EDI, 2006—
2007 (%o, in Primary ad-
relative terms)  justed NER
2007
0.957 -0.2 -1.0
0.795 2.4 10.7
0.775 -2.4 -1.9
0.718 -4.5 -2.8
0.704 -4.7 -0.2
0.651 -0.2 0.0

20062007 (%o, in relative terms)

Adult Gender- Survival
literacy  specific rate to
rate index grade 5
0.1 0.0 0.0

-2.8 0.4 0.0

1.2 0.8 -9.9

1.9 -2.1 -15.7
2.3 2.4 -21.6
0.0 -0.8 0.0



low value addition, in which competition
tends to be the most intense.

For example, although compensation
for South Asian garment workers is
lower than for Chinese workers, the lat-
ter are far ahead in terms of produc-
tivity. According to the United States
International Trade Center (USITC), as
cited in Adhikari and Weeratunge (2007:
128), the average hourly compensation
for Chinese garment workers in 2002
was US$0.68, whereas their Bangladeshi
counterparts received only US$0.39.
However, the report points out that the
productivity level of textiles and cloth-
ing workers in Bangladesh are signifi-
cantly lower than that of their Chinese
counterparts.

The problem of skill deficit and gener-
ally low level of cognitive skills, which
are by-products of generally low educa-
tional attainment, can in part be over-
come by providing training opportuni-
ties to workers. However, the problem is
that investment by both public and pri-
vate sectors in the skill development of
workers is extremely low in South Asia.
For example, a report on the Bangladesh
economy produced by the IMEF (2007)
cites the inadequate standard of train-
ing of workers in the garment industry
as a major constraint on the country’s
potential to diversify into higher value-
added textiles and clothing products or
to move up the value chain ladder.

This is where the discussion on the ter-
minology “poor-country goods” needs
to be elevated to a higher level. Since
these goods are mostly labour intensive
and the skill requirement is not that de-
manding, it is easier for all poor coun-
tries to produce these goods. Enterprises
in poor countries produce pootr-country
goods (such as agricultural commodities;
basic manufacturing such as RMG) with
limited investment and skills, but whete
international competition tends to be
very fierce. When the pressure for com-
petition necessitates reductions in cost,
exporters have a propensity to reduce
or freeze wages or the facilities provided

DISCUSSION ON MAJOR
BINDING CONSTRAINTS

Factors affecting educational attainment

Other than the opportunity cost of education, factors that may
influence demand for enrolment and educational attainment in-
clude parental education, number of siblings, gender of children,
and religion. Similarly, a high level of maternal education trans-
lates into better resources for the family, which can be utilized for
children’s education. Likewise, poor health of parents or children
may also be a deterrent to attending school. Lack of financial re-
sources for doctor’s care and medication prolongs absenteeism in
schools and increases drop-out rates.

On the supply-side of education, proper infrastructure such as
availability of quality teachers, school accessibility, and affordabil-
ity of educational materials are necessary for increased availability
of opportunities to attend schools. Similarly, poor quality of pub-
lic schools, teacher absenteeism and lack of community support
for schools are strong factors responsible for the high drop-out
rates.

Several studies have assessed the determinants of schooling in
developing countries, including in South Asia, and in particular
India. They found that besides the opportunity costs associated
with schooling, mid-day meal (Derez and Kingdon 2001); paren-
tal preferences (Pal 2003); family income (Duraisamy 2000); and
school accessibility (Jayachandran 2002) have a strong influence
on educational attainment. The World Development Report 2004,
which lists five major factors affecting educational attainment in
developing countries and the LDCs, corroborates the findings of
these studies. The factors are: a) unaffordable access; b) dysfunc-
tional schools; ¢) low client responsiveness; d) low technical qual-
ity of instructors; and e) stagnant productivity (see World Bank
2004).

Source: Siddiguni (2007): 184—186.

to the workers,” which could potentially
resultin a “race to the bottom” phenom-
enon. Since labour is always abundant in
these countries (the so-called “reserve
army”’ argument of Karl Marx), manu-
facturers/exporters could easily employ
workers at ongoing or even reduced

Investment by both public
and private sectors in

the skill development of
workers is extremely low in
South Asta.

wages and facilities. This partly explains
the reason for the reluctance of manu-
facturers and exporters to make invest-
ment in enhancing the skill profile of
their workers.

As argued by Hausmann ez al. (2000),
one of the ways to move up the value
chain ladder is to make use of technol-
ogy. However, even if entrepreneurs in
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South Asian LDCS are willing to invest
in technology acquisition, they may not
find the requisite human capital to oper-
ate the same in the most productive man-
net. The technology spill-over that could
make an industry-wide impact through
technology diffusion is even severely
constrained due to low level of human
capital (Corvers 1999). This is because,
as Evenson and Westphal (1995: 2214)
suggest, technology inherently involves
tacit knowledge, “which can be only ac-
quired through investment in learning”
(cited in Hausmann and Rodrik (2003:
024)."

A seminal contribution on the role of
human capital in general and education
in particular in the capacity of develop-
ing countries to acquire and adapt new
technology by Jong-Wha Lee of Korea
University shows a “strong comple-
mentary effects between technology
imports and human capital on technol-
ogy progress in developing countries”
(Lee 2001: 127). Suggesting that access
to advanced technologies alone is not
enough for technological progress, he
asserts that such access “should also be
combined with the ability to absorb the
advanced technology” (ibid.). However,
these findings are not shared by Ganev
(2005), who studied the link between
education and total factor productiv-
ity (TFP) in seven transition economies,
and found that the increased TFP is not
related to educational attainment. While
not disputing the theoretical justification
of the link between the two variables, he
ascribes his failure to establish the link to
the way in which the data concerning ed-
ucational attainment, and consequently
human capital-augmented employment,
have been constructed.”

5.4 Trade facilitation

WTO defines trade facilitation as “the
simplification and harmonisation of in-
ternational trade procedures” covering
the “activities, practices and formalities
involved in collecting, presenting, com-
municating and processing data required
for the movement of goods in interna-

tional trade.”*® Two distinct but inter-re-
lated developments that have taken place
in the realm of international trade have
contributed to an increased significance
of trade facilitation.

First, burgeoning international and re-
gional trade, coupled with new security
requirements adopted globally in the
aftermath of the 9/11 terrorist attack
has placed increased demand on border
and customs authorities. Given the cost
involved in delayed delivery of goods,
which is equivalent to 0.8 percent ad va-
lorem duty per day as noted above, it is
incumbent on the government to make
every possible effort to ensure faster
processing of consignments, in order to
maintain the competitiveness of domes-
tic enterprises.

Second, we are currently witnessing an
era of rapid “integration of trade” with
a concomitant “disintegration of pro-
duction” (Feenstra 1998), with several
production processes taking place in dif-
ferent locations to save costs and ensure
quality. Initially the spatial distribution
of the global production system was
driven by labour cost arbitrage. Today,
besides quality, the competitiveness of
an operation within the global produc-
tion system is a combined function of
cost, time and reliability. As the opportu-
nities of differentiation in terms of price
diminish, competition within the global
production system will be in terms of
reliability and time. Thus, countries that
ignore the issue of trade facilitation will
do so at the cost of compromising their
global competitiveness (Roy and Baner-
jee 2010: 111-112).

At this critical juncture, even methods
that used to be satisfactory need to be re-
thought, while problems posed by inef-
ficient methods are made worse (OECD
2005: 2). An inefficient border proce-
dure, with paperwork of Kafkaesque
proportions, not only disadvantages
traders by raising their costs and lower-
ing their competitiveness but also the
government, which has to forgo revenue
that could be derived from an efficient



collection of trade taxes.” Although gov-
ernments and traders are portrayed as
the “frontline losers”, the ultimate price
of these inefficient procedures must be
paid by consumers and tax payers (7bid.).
However, it is worth nothing that those
who advocate “paperless” trading as a
means to reduce these avoidable trade
costs seem to be making some impact
with a number of countries moving in
that direction.”

This realization has led WTO members
to include negotiations on trade facilita-
tion as part of the Doha Development
Agenda. The mandate focuses on clari-
tying and improving relevant aspects of
Articles V, VIII and X of the GATT with
a view to further expediting the move-
ment, release and clearance of goods,
including goods in transit (WTO 2004).
While Article V of the GATT deals with
freedom of transit, Article VIII deals
with fees and formalities connected with
importation and exportation. Article X,
which is more concerned about transpar-
ency in application of trade rules, deals
with the publication and administration
of trade regulations (WTO 1999).

Gains from improved trade facilitation
measures are well documented. For ex-
ample, as calculated by the Organisation
for Economic Co-operation and Devel-
opment (OECD), each 1 percent saving
in trade-related transaction costs results
in a benefit of US$43 billion to the glob-
al economy (zbzd.: 3). Wilson, Man and
Otsuki (2005), evaluating the benefits of
improved trade facilitation measures in
four areas (port efficiency, customs en-
vironment, regulatory environment and
service sector infrastructure), show that
if such measures of the “below aver-
age” countries are improved “halfway”
to the global average, world trade would
increase by US$377 billion (p 869). In-
terestingly, this study singles out South
Asia as the region that has the greatest
potential for both export and import
growth, with export growth being more
pronounced than import growth, after
the effective implementation of trade fa-
cilitation measures (7bid.).

In order to gain a deeper insight into
the potential benefits of trade facilita-
tion reform in South Asia, Wilson and
Otsuki (2007) employed a similar meth-
odology applied in the above study and
found that if South Asian trade facilita-
tion measures were to improve to half-
way the East Asian average, trade flow
would increase by US$36.3 billion. They
further assert that 87 percent of the total
increased trade flow could be attributed
to the measures undertaken by South
Asia and the remaining 13 percent of the
trade increase would be as a result of the
measures undertaken by trading partners
outside the region.

Although South Asian countries, in-
cluding the LDCs, are making some ef-
forts to improve their trade facilitation
systems and infrastructure, they are far
from satisfactory, more so in the context
of the LDCs. For example, the trading-
across-borders indicators published in
the World Bank’s Doing Business Report,
which are one way of measuring trade
facilitation indicators, show that South
Asian LDCs lag behind the developing
countries of the region on a number of
counts (Table 5.4). Of particular note is
the number of documents required for
imports and exports, and the number
of days taken for imports and exports.
These are also reflected in the cost to im-
port and export in the LDCs.

In the case of Nepal and Bhutan, the
cost to import and export is very high—
almost three times higher than the least
costly exporter and importer in the re-
gion. Although the landlocked status of
these countries is partly responsible for
this, the lower quality of domestic infra-
structure seems to have equally contrib-
uted to this.

Similarly, in terms of the Logistics Pet-
formance Index (LPI)—a composite in-
dex of various logistics and trade facili-
tation indicators—for 2010, Nepal ranks
among the lowest, i.e., 147th out of the
155 countries assessed (Table 5.5). Nepal
has not only slipped by 17 positions over
the previous LPI ranking but also, for
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P19 Trading-across-borders indicators for South Asian countries, 2009

i South Asian L.LDCs South Asian DCs

Indicators

AF BD BT MV NP IN PK SL
Doing business—trading across borders (rank 183 107 153 126 161 97 78 65
out of 183)
No. of documents required for exports 12 6 8 8 9 8 9 8
No. of days process required for exports 74 25 38 21 41 17 22 21
Cost to export (US$ per container) 3,350 970 1,210 1,348 1,764 945 611 715
No. of documents required for imports 11 8 11 9 10 9 8 6
No. of days process required for imports 77 29 38 20 35 20 18 20
Cost to import (US$ per container) 3,000 1,375 2,140 1,348 1,825 960 680 745

DCs=Developing countries; AF=Afghanistan; BD=Bangladesh; BT=Bbutan; MV =Maldives; NP=Nepal; IN=India; PK=Pakistan; SL.=5ri Lanka.

Source: World Bank, 2009, Doing Business Report 2010.

The imperative of reduc-
ing customs-related costs
assumes greater salience

because these costs are much
higher compared to the
global average.

the first time, has been surpassed even
by Afghanistan. Bangladesh is an outlier
in this ranking because it has substan-
tially improved its performance in the
recent past.

Although trade facilitation covers sev-
eral areas, the focus of this paper is on
customs, which is the entry point for
imports as well as the exit point for ex-
ports. An efficient customs system could
significantly help reduce trade transac-
tion costs and enhance the competitive-
ness of enterprises thereby contributing
to enhanced trade opportunities. For
example, as estimated by the Interna-
tional Finance Corporation (2006: 11),
given that the total trade transaction
cost is estimated at 10 percent—15 per-
cent of the total value of world trade,

and customs compliance costs are likely
to be 5 percent—7 percent of that sum,
programmes that could help reduce such
costs by even 1-2 percentage points can
have a huge positive net impact on world
trade. For a region like South Asia, the
imperatives of reducing customs-related
costs assume greater salience because
these costs ate much higher compared
to the global average mentioned above

(Table 5.6).

The table shows that in South Asia,
clearance and technical control account
for a major chunk of trade costs, both
for export and import.

Although on average in South Asia,
these costs account for 19.5 percent (for
export) and 16.6 (for import) of the total

gpINSR] Logistics performance rankings of South Asian countries, 2010

L South Asian LDCs South Asian DCs
AF BD BT MV NP IN PK SL

Overall LPI 143 79 128 125 147 47 110 137
Customs 104 90 118 98 130 52 135 143
Infrastructure 139 72 141 111 143 47 120 138
International shipments 141 61 120 125 143 46 66 117
Logistics competence 141 96 127 117 143 40 120 142
Tracking and tracing 128 92 105 121 140 52 93 142
Timeliness 146 70 122 133 139 56 110 125
Acronyms as in Table 5.4.

Source: World Bank, 2010, 1ogistics Performance Index.
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costs, the LDCs’ averages are better than
these, with the corresponding figures
being 14.2 percent and 10.6 percent re-
spectively. Although these costs are rela-
tively higher for Afghanistan and Nepal
among the LDCs, a rather puzzling facet
revealed by Table 5.6 is that customs
clearance and technical control costs as
a percentage of total trade costs are the
lowest in Bangladesh.

It appears from the table that traders in
Pakistan and Sri Lanka suffer a dispro-
portionate burden of customs-related
costs, although the absolute costs are
not unreasonably high while compared
with the LDCs. This is because their to-
tal trade costs are among the lowest in
the region. One of the plausible explana-
tions for these countries incurring higher
customs-related costs could be that they
are spending relatively large amount of
time and resources to overcome secutity
threat—which is still a major problem in
Pakistan (together with Afghanistan), al-
though the problem has largely subsided
in Sri Lanka.

While an efficient customs administra-
tion holds immense significance for im-
porting firms, it is doubly important for
exporting firms, in particular those that

JRIIEERY Time and costs of customs clearance burden in South Asian countries, 2010

are involved in manufactured exports and
are participating in the global production
network under the “slicing up the value
chain” format. This is because these lat-
ter enterprises need an efficient customs
system while importing their inputs
(capital equipment, raw materials, parts
and components and semi-processed
goods), and merely having a swift ex-
port procedure is not enough for them.

Although the imperative to enhance/
remain competitive in the global market
has led governments all over the world
to reform their customs system in order
to make them capable of serving the in-
terests of traders better, and South Asian
LDCs ate no exception to this trend,
much remains to be done in the context
of these countries. For example, a com-
prehensive study on sub-regional links
in transportation and logistics (covering
three LDCs in the region, namely Ban-
gladesh, Bhutan and Nepal as well as the
eastern part of India) conducted by the
World Bank in 2001 shows that the cus-
toms clearance process adds significantly
to the costs and delays in the movement
of goods across borders, even though
they represent a relatively small part of
the logistics chain (Subramanian and Ar-
nold 2001: 42).

South Asian LDCs

AF BD BT MV NP
Export
Customs clearance and techni- 3 3 3 4 4
cal control (days)
Cost (US$) 600 120 180 200 300
Shate of customs expensesin 455, 1598 1487 1200 1530
total export costs (%0)
Import
Customs clearance and techni- 3 4 4 5
cal control (days)
Cost (US$) 350 135 180 200 300
Share of customs expenses in 913 9.71 675 13.10 1431

total import costs

Acronyms as in Table 5.4.
Source: Author’s calenlation based on World Bank (2010).
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Basic customs documents

vary from country to conn-

try and must be prepared
Separately for each side of
the border and submitted in
multiple copies.

The study reports that procedures are
cumbersome and time-consuming, re-
flecting the conservative trade policies of
the region as well as the revenue-focused
mentality of customs officials. The high
number of documents and approvals re-
quired for clearing goods—a major hin-
drance to seamless trade—continues till
date, despite some improvements made
in the recent past. Customs inspection
and clearance takes up to 205 hours at
some border points before the goods
are eventually cleared. Table 5.7 shows
the costs and time involved for customs
inspection and clearance within the sub-
region for various modes of transporta-
tion.

Lack of harmonization of customs for-
malities and standardization of docu-
ments, besides lack of transparency of
procedure and discretionary power given
to customs officials, are the major prob-
lems which add to the time and costs
of customs clearance. For example, the
basic customs documents, such as tran-
sit, export and import declarations, vary
from country to country and must be
prepared separately for each side of the
border and submitted in multiple cop-
ies (Subramanian and Arnold 2001: 43).
That the study is a bit dated does not re-
duce the validity of its assertion because,
despite some efforts at reforms, things
have not been radically altered so as to
make stakeholders feel a discernible dif-
ference in terms of reduction of trade
costs in the region.

g Costs/time for customs inspection/clearance

Mode
Regional
Barge
Truck
Truck
Truck/ferry
International
Truck
Truck
Truck
Truck
Truck

Commodity US$/ton  Time (hrs)
Cement 0.07 24
Agricultural produce  16.24 30
Limestone 6.05 32.5

Yarn 6.55 205

Wool 8.94 63

Tea 14.29 12

Carpet 27.00 20
Polypropylene 6.54 55

Cotton garment 5.94 36

Source: Subramanian and Arnold (2001: 43).
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Customs systems around the world are
being reformed and greater urgency is
being felt to implement various mea-
sures to facilitate trade without, how-
ever, compromising other objectives of
customs, namely national security, social
protection and revenue generation. In
1999, the members of the World Cus-
toms Organization decided to revise the
International Convention on the Simpli-
fication and Harmonization of Customs
Procedures (Kyoto Convention, which
entered into force on 25 September
1974), with a view to providing a inter-
national framework for the facilitation
of international trade.

The revised convention, which came
into operation from 3 February 2000,
envisages the extensive use of informed
and practical risk assessment techniques,
advanced cargo information process,
recognition of authorized traders and
cooperation among the customs ad-
ministrations of different countries on
the one hand and between customs and
business on the other (WCO 2006). Be-
sides these measures, information and
communications technology (ICT) for
customs facilitation and a single window
system for the clearance of all border-
related formalities are also being increas-
ingly applied in several jurisdictions.
Some of these measures, which are dis-
cussed extensively in the customs litera-
ture, are worth highlighting here.

Underscoring the significance of the use
of ICT in customs, Lewis (2009) sug-
gests that the automation of customs
services and the ease in data sharing con-
tribute to the simplification of customs
procedures and improvement in the
transparency and efficiency of customs
services. Besides, ICT could potentially
help reduce corruption by reducing di-
rect interface between customs officials
and traders, and is essential for introduc-
ing modern customs practices such as
risk management, post-clearance audit
and a single window system (p 5).

Similarly, Kieck (2010) and Doyle (2010)
have emphasized the potential of co-



ordinated and/or collaborative border
management to unlock trade opportu-
nities. Better coordination through data
and information sharing so as to advance
the clearance process could itself reduce
significant time and costs involved in
border crossing. However, Kieck (2010),
in particular, envisages the creation of
a one-stop border post, where the cus-
toms office is physically located at one
state, which provides access to the cus-
toms authorities of another state across
the border to make use of facilities with
a view to speeding up clearance. While
such a proposal may have economic
merit, it might invite several legal, ad-
ministrative and political issues that need
to be addressed upfront before embark-
ing, if atall, on such a venture.

The idea of providing favourable treat-
ment to authorized economic opera-

tors (AEOs)—those traders who have
a proven track record of compliance
with customs norms and have impec-
cable credentials—to reduce the burden
on customs administration is not new.
However, the idea of entering into an
agreement with trading partners for the
mutual recognition of AEOs is of re-
cent origin.

Highlighting the contributions that this
arrangement would make to facilitating
legitimate trade, Aigner (2010) avers that
there are significant challenges that need
to be tackled. These include the way to
determine the equivalence between two
different sets of standards followed in
countries to provide AEO status to se-
lect operators, exchange of relevant
AEOQO data, and approaches followed in
different jurisdictions as regards control
and integrity.

DISCUSSION ON MAJOR
BINDING CONSTRAINTS

Greater urgency is being

felt to implement trade fa-
cilitation measures without

compromising other objec-

tives of customs.

Issues for discussion

o To what extent have South Asian LDCs been able to address their binding constraints to exports?
o How can a regional approach to easing infrastructure constraints and improving trade facilitation be

operationalized?

e Are there any political economy factors that impede the prospects of alleviating supply-side con-
straints with a given level of resources and capacity?

371



Chapter 6

National, regional
and multilateral efforts

6.1 Introduction

Despite the persistence of governance
problems discussed above, it would be
unfair to dismiss the genuine efforts
and contributions made by the govern-
ments and other stakeholders of Bangla-
desh and Nepal in the provisioning of
trade-related public goods, which help
alleviate the problem of supply-side
constraints facing these countries. At the
same time, realizing the marginalization
of the LDCs in global and regional trade
arrangements mainly due to the persis-
tence of supply-side constraints, various
efforts are underway at multilateral and
regional levels to help these countries
overcome these challenges. While mul-
tilateral initiatives initially in the form
of trade-related technical assistance and
now in the form of Aid for Trade (AfT)
are well known, there are also several re-
gional and sub-regional initiatives within
South Asia aimed at tackling these chal-
lenges. This chapter discusses national
initiatives, followed by regional and mul-
tilateral ones.

6.2 National initiatives

Governments in both Bangladesh and
Nepal have designated infrastructure
and education as top priority areas in
their development strategies.” The rea-
sons for according high priority to these
areas may not necessarily be their poten-
tial contribution to trade but because of
the overall development spin-offs they
promise. On the contrary, while trade fa-
cilitation, particularly customs reform, is
also a priority area of both governments,

there seems to be little realization of its
contribution to development. However,
what matters to our discussion is the fact
that all three areas we are investigating
are among the areas of high priority for
the governments of both the countries.

6.2.1 Infrastructure

In the area of transport infrastructure,
particulatly road transport, Bangladesh
has been making and is planning to make
substantial investment. For example, as
a part of its broader commitment to
make qualitative as well as quantitative
improvement in transport infrastructure,
the Ministry of Finance has increased
its allocation to this sector for fiscal year
(FY) 2010/2011 by 26.6 petrcent com-
pared to the previous FY to Taka 75.49
billion (approximately US$1.1 billion)
for the road, rail and bridge divisions
of the Ministry of Communication

(MoF/B 2010).

Similarly, Bangladesh plans to complete
the construction of Padma Bridge by
2013, at an estimated cost of US$2.4
billion (MoF/B 2010). The country
has also reached the final stage in the
process of obtaining funding from the
Asian Development Bank (ADB) for the
construction of the bridge (ADB 2010).
Emphasizing the salience of the bridge
for the socio-economic transformation
of the country, Bangladesh Economic
Review (MoF/B 2009: 15) states:

An integrated transportation network
will be developed in Bangladesh with the
implementation of the proposed Padma

Governments in both Ban-
Zladesh and Nepal have
designated infrastructure
and education as top prior-
1ty areas in their develop-

ment strategies.
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With the help of the
private sector and the

non-governmental sector,
the Government of Ban-
Zladesh has been mafking

secondary, tertiary and
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significant progress in

vocational education.

Multipurpose Bridge at Mawa-Janjira.
This bridge will bring significant socio-
economic upliftment of the people of
the south-western region and an estimat-
ed 1.2 percent increase of GDP growth
rate of the country.

Similatly, in FY 2009/2010, the Govern-
ment of Nepal not only designated the
FY as the “Year of Road Construction”
but also allocated a total of NPR 18.49
billion (about US$256 million) for the
construction, maintenance and upgrada-
tion of road, which represents anincrease
of 68.52 percent over the revised budget
estimate of the previous FY (MoF/N
2009). According to the Revenue Secre-
tary of the Ministry of Finance, the gov-
ernment also initiated the work to open
the track for an 8-metre-wide and 1,700-
to-1,800-km-long mid-hill road, which
will connect the hill regions of Hastern
and Western Nepal (Banskota 2010). As
committed in the Budget Speech for FY
2009/2010, the government has also
started the work on opening the track
for a fast-track road joining the capital
city of Kathmandu with Nijgadh along
the Indian border (7bid.).

The actual road construction cost of the
latter project is estimated at US$1 billion
by a recent report produced by the ADB
(Nagarik Daily 2010). Since this figure
is almost four times the government’s
total budget for the road sector in FY
2009/ 2010, government resoutces alone
would not be sufficient for the purpose.
Therefore, the government has decided
to follow the public-private partnership
approach under the build, own, operate

and transfer modality for the construc-
tion of the road (MoF/N 2009).

6.2.2 Human capital

Convinced of the role of education in
poverty reduction and socio-economic
development, the Government of Ban-
gladesh is embarking on a serious re-
form programme in the education sec-
tor. Reform measures are aimed at the
enhancement of education quality, de-
politicization of educational institutions,
and the provision of higher salaries for

teachers (MoF/B  2009). Allocations
for the education sector are currently
about 2.3 percent of GDP and 14 per-
cent of total government expenditure.”
Although a lion’s share of the budget
allocated for the education sector (85
percent) is spent on the remuneration of
teachers and staff, the government allo-
cated a total budget of Taka 180 billion
(roughly US$2.6 billion) in the budget
for FY 2010/2011, which is 13.5 percent
higher than the previous year’s allocation
(MoF/B 2010). The priotity of the pres-
ent government towards making a sig-
nificant impact on education is reflected
in the National Education Policy 2010,
which was initiated to introduce a mod-
ern and job-oriented education system.

In keeping with the policy of “Educa-
tion for All” as well as the commitment
of the ruling party in its election mani-
festo to eliminate illiteracy by 2014, Ban-
gladesh has made remarkable strides in
advancing primary education. Gross and
net enrolment rates have reached 97.6
percent and 90.8 percent respectively
(¢bid.: 173). Besides, with the help of the
private sector and the non-governmental
sector, the Government of Bangladesh
has been making significant progress in
secondary, tertiary and vocational edu-
cation. For the overall development of
its education sector, Bangladesh has
been implementing various programmes
aimed at increasing the enrolment and
containing the drop-out rates of school-
going children: instituting more decen-
tralized decision-making processes, har-
monization of curricula, provisioning
mid-day meals for children, provisioning
of financial assistance to the neo-literate,
and targeted programmes for working
children aged 10—14 years (ibid.: 174).

The Government of Nepal too has ac-
corded high priority to the education
sector, which can be gleaned from the
Plan Documents (NPC/N 2007; 2010)
and the budget allocated to this sector.
In FY 2008/2009, the budget allocated
for the education sector was NPR 45.87
billion (roughly US$630 million), which
was the single largest budget heading.



While the overall spending of the gov-
ernment during that FY was only 77.6
percent of the total allocation, the edu-
cation sector spending was one of the
highest, with 98.58 percent of the allo-
cated budget spent by the end of the FY
(Shrestha 2010). Having implemented
the Education for All Project between
2004 and 2009, the Government has
been implementing the School Sector
Reform Programme (SSRP 2009 —2010)
with the assistance of a consortium of
development partners (Singh 2010).

In terms of achievements, the Flash Re-
port 2009-2010 on Education for All re-
leased by the Department of Education
of the Government of Nepal shows
that the number of schools has reached
32,130 and the number of students en-
rolled in them has reached 7.576 mil-
lion, with the net enrolment ratio NER)
(DoE/N 2009).
Similatly, there has, on an average, been
an addition of 10,000 classrooms every
year and a mid-day meal programme is
being implemented in 21 out of the 75
districts of the country (Banskota 2010).
Although these achievements are worth
taking note of, one should not lose sight
of the fact that the survival rate of chil-
dren to grade 5 is only 77.9 percent and
there is a considerable disparity in the
enrolment rates based on the economic

reaching 94 percent

strata of children. For example, only 51
percent of children in the official age
group 5-9 years were enrolled in prima-
ry schools from the poorest households
compared to 87 percent from the rich-
est households (Singh 2010). Finally, it
is also being argued that public schools
tend to over-report the NER because of
the incentive they receive under the Per
Child Fund policy, which allocates teach-
er posts and funds in proportion to the
number of students studying in schools

(Rai 2010).
6.2.3 Trade facilitation

Trade facilitation had initially been a dif-
ficult area for reform partly because of
the entrenched vested interest in favour
of maintaining the status quo and partly

due to the cost implications. However,
reform efforts got underway in many
countries in the world in the latter half
of the 2000s due to the pressure created
by the publication of global rankings
such as the Doing Business Indicators
and the Logistics Performance Indica-
tors, as well as the growing realization
among policy makers about the gains to
be had from improved trade facilitation.
Customs reform, in particular, received
further impetus after the adoption of and
coming into force of the Revised Kyoto
Convention, which is often referred to
as the “Blueprint for Modern Customs
Administration”, under the aegis of the
Wotld Customs Organization (Hossain,
Deb and Al Amin 2009: 14).

Although the trade facilitation texts in
the July Package (WTO 2004) as well as
the Hong Kong Ministerial Conference
of the WTO (WTO 2005) emphasize
the salience of technical assistance, de-
lay in the finalization of an agreement
on trade facilitation meant that countries
had no choice but to unilaterally move
ahead with reforms, with or without do-
not suppott.

Customs reform in Bangladesh was
initiated in earnest in 1992 when the
Automated System for Customs Data
(ASYCUDA) was introduced with the
support of UNCTAD in the Dhaka
Customs House (DCH), followed by
its introduction at the Chittagong Cus-
toms House (CHC) (Hossain, Deb and
Al Amin 2009). Moreover, the Customs
Administration Modernization (CAM)
Project—a part of the World Bank fund-
ed Bangladesh Export Diversification
Programme—initiated in 1999, provided
a further boost to the customs reform
activities. Between 2001 and 2003, two
major milestones were achieved—first,
the successful completion of the ASY-
CUDA++ migration project designed to
interface the ASYCUDA software with
the computer system at five customs
house in the country, and second, the
development of a local Direct Traders
Input facility enabling clearing and for-
warding agents to fill bills of entry elec-

NATIONAL, REGIONAL
AND MULTILATERAL EFFORTS

There is a considerable

disparity in the enrolment

rates based on the economic

Strata of children.
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The role of the private

sector in custonss

reform is noteworthy in
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Bangladesh.

tronically on local premises (Hossain,
Deb and Al Amin 2009; Bhattacharya
and Hossain 2006). After a hiatus of
neatly five years, a major customs reform
drive has begun since 2008, which has
resulted, among others, in the automa-
tion of CHC and DCH (Hossain, Deb
and Al Amin 2009).

While Bangladesh has a long way to go
before achieving a maximum level of ef-
ficiency, the above-mentioned achieve-
ments made by the Government of
Bangladesh, whether on its own or with
donors’ support, should be seen in posi-
tive light. What is probably noteworthy
is the role of the private sector in cus-
toms reform.

The automation of DCH, completed
recently, is an epitome of a successful
public-private partnership in which the
Dhaka Chamber of Commerce and In-
dustry, which signed a Memorandum of
Understanding with DCH, took the ma-
jor initiative. It engaged a private sector
information technology firm, DataSoft
Management Services, to implement the
project. Following the automation of
DCH, all the stakeholders will be brought
onasingle platform, which is aimed at en-
hancing the efficiency of DCH, the ben-
efits of which are expected to be multi-
farious. According to DataSoft’s website:

1t is anticipated that the implementation of the
project may ensure donbling the [customs] reve-
nue in 1o years, reducing cost of doing business
by at least 70 percent, saving customs processing
time by 80 percent, precise monitoring of inter-
national and domestic price, transparency and
level playing field for business and better risk

management.”

If these results are achieved, even par-
tially, that would provide a major boost
to the efforts of the Government of
Bangladesh to automate customs offices
across the country, which would ulti-
mately contribute to increased competi-
tiveness of Bangladesh. Some of these
progresses have already been reflected
in the improved LPI of Bangladesh (see
Table 5.5 in Chapter 5).

The Government of Nepal too has, al-
beit with considerable delay, woken up
to the reality that customs reform repre-
sents the single major effort that could be
undertaken to reduce the cost of trading
across borders in a relatively short time
span. What makes it even more attrac-
tive, provided the bureaucrats are proac-
tive enough, is the fact that the results
of custom reforms is not only visible
but also measureable—a point forcefully
made by Osborne and Gaebler (1992) in
their famous book appropriately titled
Reinventing Government. Although the
impact of the reform of customs admin-
istration on development objectives such
as economic growth could be admittedly
difficult to measure, some intermediate
indicators for measuring the success, or
otherwise, of such reforms are readily
available. Examples include the time tak-
en for and the cost involved in customs
clearance, the number of documents
required for import and export, and an
increase in government revenue.

As in many developing countries, the
installation of ASYCUDA was the first
effort towards customs reform in Nepal,
which was initiated in 1996 as part of the
three-year project implemented with the
support of the ADB. The first opera-
tion of ASYCUDA commenced at the
Tribhuvan International Airport—the
only international airport in the country
—in 1988 (see, Rajkarnikar 2009; Singh
2010: 272). It was subsequently rolled
out in three major customs points with
the support of the World Bank under
the Multimodal Transit and Trade Fa-
cilitation Project (1998-2003). Later,
the government extended this facility to
other customs points through its own re-
sources (Singh 2010: 272-3). However,
due to constraints relating to human re-
sources, capacity building and infrastruc-
ture, ASYCUDA is yet to achieve its full
potential in Nepal (7bid.).

The Department of Customs (DoC) im-
plemented a three-year Customs Reform
Action Plan between 2003 and 2000,
which was able to make some progress
on the reform of the customs admin-



istration. Examples include: speedier
clearance of consignments (within two
hours); trial run of the selectivity mod-
ule; issuance of new customs proce-
dures; formation of Trade Facilitation
Committee; and initiation of a risk man-
agement system on a trial basis. Howev-
er, a real impetus to customs reform has
been provided by a four-year Customs
Reform and Modernization Action Plan
(DoC 2009). The major achievements in
the first year of the operation of the Ac-
tion Plan include:

a) Operation of Broker Module, which
allows traders or their agents to file
customs declarations electronically,
and, consequently, saves time taken
by customs staff to manually input
all the information into the comput-
ers of the DoC.

b) Operation of Selectivity Module,
which allows customs officials to be
selective while conducting physical
verification of consignments. Prod-
ucts requiring no physical verification
can pass through the green chan-
nel, and products requiring selected
physical verification can pass through
the yellow channel. This allows cus-
toms officials to focus their attention
on potentially high-risk categories of
products, traders and sources of im-
port, which must move through the
red channel.

¢) Establishment of a post-clearance
audit office as well as development of
related procedures, which allow the
office to audit those goods released
by the customs on the ground that
they were supposedly less risky but
do possess some element of threat/
risk.

d) Installation of Wide Area Network
to link up the customs headquar-
ters with five major customs offices,
which allows direct interface between
these offices and provides real-time
data and information.

e) Initiation of a process to designate
some traders as AEOs based on a
thorough review of their credentials
and allowing them faster clearance
facilities. It is hoped that this will not

only save the time and resources for
customs officials and well as traders
but also potentially have a “domino
effect” once the traders outside the
AEOQO group see the benefits of inclu-
sion in (as well as costs of exclusion
from) the list.

Besides, the organization structure of the
DoC has been altered to reflect its focus
on trade facilitation. A separate section
on customs reform and modernization
has been created. At the same time, inte-
grated check-posts are being developed
in three major customs offices at the
Indian border with the assistance of the
Government of India.*

Noteworthy as these efforts are, the fact
remains that a significant improvement
is required to bring the customs adminis-
tration in Nepal, as in the case of Bangla-
desh, on a par with the global average. In
the context of the global average being
constantly ratcheted up, which reduces
the competitiveness of domestic traders
largely due to others’ successes than their
own failures, it is doubly important not
only to continue to reform but to also
speed up the same to catch up with com-
petitors. However, it needs to be noted
that an evaluation report recently pre-
pared by an international organization,
which is restricted to internal circulation,
reveals that whatever reforms are being
made currently are being achieved on an
ad hoc basis, and certainly not as a result
of planned, structured and coordinated
efforts on the part of the DoC.*!

6.3 Regional and

sub-regional initiatives

There are several initiatives at regional
and sub-regional levels aimed at over-
coming supply-side constraints with a
view to enhancing regional economic
cooperation in South Asia. While it is be-
yond the scope of this paper to discuss
each one of them, this section analyses
the most important of them from the
perspective of their potential contribu-
tion to overcoming the most binding con-
straints faced by the LDCs in the region.

NATIONAL, REGIONAL
AND MULTILATERAL EFFORTS
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ment is required to bring

the customs administra-
tion in Nepal and Ban-
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global average.
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There is little information
available in the public do-
main on how effectively the
regional Customs Action
Plan is being implemented.
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6.3.1

Regional initiatives
Human capital

When the SAARC Human Resources
Development Centre was established in
1998, the objective of the Centre was
confined to merely enhancing the “capac-
ity of regional HRD [human resources
development| functionaries, policy mak-
ers and trainers”.* Accordingly, most
of the research, training and policy ad-
vocacy works of the Centre focused on
building the capacity of government of-
ficials, with little contribution to building
the capacity of managers and workers at
the micro level. Although private-sector
representatives also participated in some
of the training programmes organized
by the Centre, they comprised business
leaders, representing the chambers of
industry and commerce, rather than the
manufacturers and traders themselves.

The realization of the need to improve
skills at the enterprise level with a view
to “increasing the competitiveness, high-
er growth of outputs, exports, employ-
ment, and foreign investment”* has now
led the Centre to commission a study
on Productivity Growth and Human
Resources Development in South Asia.
The objectives of the study include:

* To evaluate the impact of human
capital and productivity on econom-
ic growth of the SAARC member
states.

e To assess the impact of human re-
source development on productivity.

* To identify the challenges and oppot-
tunities for improving productivity
and human resource development in
the SAARC member states (ibid.).

Itis hoped that the findings of the study,
as emphasized in the concept paper, will
help contribute to formulating a Plan of
Action for improving productivity and
human resource development for sus-
tained trade and economic growth in the
SAARC member states.

Trade facilitation

In 1996, a Group on Customs Coop-
eration was set up and entrusted with a
mandate, among others, to harmonize
customs rules and regulations; simplify
documentation and procedural require-
ments; upgrade infrastructure facilities;
and provide training facilities. Several
meetings of the Group culminated in the
adoption of a “Customs Action Plan” in
August 2004, which aims at:

* Maximizing harmonization, simpli-
fication and uniform application of
customs procedures relating to fa-
cilitation of movement of goods and
passengers.

* Ensuring proper application of cus-
toms laws through maximum mutual
cooperation and assistance, in partic-
ular in the sphere of combating com-
mercial frauds and trafficking in illicit
drugs.

* Improving the working methods and
human resources of member admin-
istrations through the efficient use of
resources and training of customs
personnel.

However, despite these finely drafted
objectives, it is difficult to determine to
what extent this Plan has been helpful in
facilitating trade within the region in gen-
eral and the LLDCs in particular, as there
is little information available in the pub-
lic domain on how effectively the Plan
is being implemented. The 16th SAARC
Summit Declaration shows that the lead-
ers have not only reiterated their com-
mitment to accelerating trade facilitation
measures but also directed the SAFTA
Ministerial Council to work in earnest in
a time-bound manner (para 20) as well as
directed the relevant SAARC bodies to
expedite their work in these areas (para
23) (SAARC 2010).

When the provision for better trade fa-
cilitation is impaired by the inherent
constraints and a lack of capacity of cer-
tain members but with implications for



regional integration efforts as a whole,
the regional grouping can help the deliv-
ery mechanism through joint assistance.
This is undoubtedly the case of those
regional groupings in which developed
countries are the major players such as
the EU and the Asia-Pacific Economic
Cooperation (APEC). But in the context
of South Asia, the example of COME-
SA—a South-South regional trade inte-
gration arrangement—would be more
relevant. One example of such effort is
the direct technical assistance provided
by the South African Revenue Services
to the regional partners (Maur 2008).
This model is worth replicating in South
Asia, as customs administrations in de-
veloping countries, particularly India
and Pakistan, can train customs officials
in the LDCs as well as provide technical
support for the latter’s capacity building.

6.3.2 Sub-regional initiatives

The idea of sub-regional economic co-
operation, the result of the collective
efforts of the foreign ministries of the
countries/areas situated in the eastern
part of South Asia, is to provide a boost
to economic activities in Bangladesh,
Bhutan, the eastern part of India and
Nepal (BBIN). The idea received offi-
cial acceptance from SAARC when the
9th SAARC Summit endorsed the South
Asian Growth Quadrangle as a sub-re-
gional initiative under SAARC.*

This sub-region is unique in three re-
spects. First, this is the sub-region where
the majority of the South Asian poor
live,” and it produces most of the South
Asian GDP.* Second, this sub-region has
abundant resources, including human re-
sources, fertile agricultural fields, energy
potential, natural resources, and port fa-
cilities. Finally, this sub-region is strate-
gically located between South Asia and
Southeast Asia.”” The ADB is its princi-
pal development partner and has been
supporting the South Asia Sub-regional
Economic Cooperation (SASEC) pro-
gramme since 2001 through two region-

al technical assistance projects aimed at
better integrating this sub-region within
itself and with the rest of South Asia.
SASEC working groups have been estab-
lished in six priority sectors—transport;
tourism; trade, investment and private-
sector cooperation; energy and power;
environment; and ICT (ADB 2006). Al-
though SASEC deals with the areas of
broader economic cooperation, trade is
undoubtedly a major component of the
programme.

The programme is inclusive in the sense
that the countries outside the sub-re-
gional framework are also included in
the relevant working groups if they are
interested in joining the programme.*
It envisages active cooperation among
BBIN, SAARC and the BIMSTEC Sec-
retariat for the implementation of the
identified projects, linking these activi-
ties with the Greater Mekong Subregion
(GMS). The programme is not merely
an intra-governmental initiative but also
provides a forum for dialogue for the
private sector and other development
partners. The technical assistance pro-
gramme also envisages that support will
be provided to identify and prioritize
projects in both South Asia and GMS
countries, particularly aimed at ensuring
enhanced connectivity in transport, ICT,
and tourism development. The ADB
has set aside a technical assistance grant
of US$1 million for conducting studies
and organizing sub-regional conferences
and meetings. Activities proposed under
Phase 11 of the programme include:

* Identification of the six major corti-
dors for improving sub-regional con-
nectivity in terms of physical condi-
tions and operational efficiency.

* Removing trade and non-trade barri-
ers identified under the SASEC pro-
gramme with a view to facilitating the
movement of goods and attracting in-
creased investment from both within
and outside the region.

* Establishing regional ICT connectiv-
ity among BBIN countries with a view
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developing countries, partic-
ularly India and Pakistan,
can train customs officials
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to contributing to reducing the cost
of communications and enhancing
the efficiency of doing business in the
sub-region.

* Harnessing the rich indigenous energy
resources in the sub-region with a view
to ensuring benefits to both energy-
rich and energy-deficient countries.

* Broadening the geographical areas to
explore greater potential benefits, for
example, in other South Asian and
GMS countries.

Due to lacklustre progress in the pro-
visioning of regional public goods for
overcoming the supply-side constraints
in the region in general and the LDCs in
particular, Adhikari (2010) proposes the
creation and mobilization of an LDC
Integration Fund. Though it is difficult
to quantify the size of the fund without
adequate need assessments, an indicative
portfolio with an annual contribution of
US$1.1 billion, calculated at 0.07 percent
of the GDP of SAARC member states,
can be created. The figure of 0.07 per-
cent is 10 percent of what the United
Nations has urged the OECD Devel-
opment Assistance Committee (DAC)
to contribute in the form of official de-
velopment assistance (ODA). Adhikari
(2010) proposes that financing be pro-
vided through various sources, includ-
ing core contribution from members,
donors and SAARC observers, bilateral
contributions from developing countties
in the region as per the spirit of the Ar-
ticle 11 (d) of SAFTA, and project-based
contribution, which can come from AfT
resources (discussed below).

6.4 Multilateral initiatives

Among the multilateral initiatives, the
AfT initiative, which was launched dut-
ing the Hong Kong Ministerial Confer-
ence of the WTO, is the most promi-
nent one. However, this initiative can
be considered the proverbial “old wine
in new bottle” for various reasons. First,
although AfT data are available since
1967 as per the database maintained
by the OECD (OECD/WTO 2009b:
53), the various categories of funding

that are now classified as AfT were be-
ing provided by donors for almost four
and a half decades. Second, some other
initiatives designed to “aid trade” or, for
that matter, build the trade capacity of
developing countries in general and the
LDCs in particular have been around for
nearly one and a half decades. Table 6.1
provides a snapshot of the evolution of
these initiatives.

While earlier initiatives were also partly
designed to address the supply-side con-
straints faced by developing countries in
general and LDCs in particular, the is-
sue did not figure predominantly in these
initiatives. A closer look at the way they
were implemented reveal that, with the
exception of the Standards and Trade
Development Facility, they were more
focused on providing “software” nature
of funding in the form of training, semi-
nar, research and studies, which can help
recipient countries overcome supply-side
constraints only indirectly.

Whatis required for developing countries
and the LDCs to overcome their supply-
side constraints are “hardware” such as
investment in the purchase of equip-
ment and construction of infrastructure,
which was clearly missing in most of the
earlier trade-related capacity building ini-
tiatives. This is partly due to the amount
of resources available under these initia-
tives. For example, even the much-hyped
IF initiative had a total funding envelop
of approximately US$1.338 million per
country, divided into two windows:

* Window 1: for financing DTISs
(US$300,000  per  country)

strengthening in-country structures

(US$38,000 per country).

and

* Window 2: for financing priority ca-
pacity building projects in the LDCs
as identified in the DTIS Action
Matrices (US$1 million per country)
(WTO 20006a).

In order to address this problem, the
Hong Kong Ministerial Conference also
decided to take the IF to a new level
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gYIIENE Various versions of trade capacity building initiatives in chronological order

Initiatives

Integrated Framework for Trade-Related

Technical Assistance (IF) (1997)
Doha Development Agenda Trade-Re-
lated Technical Assistance (2001)

Standards and Trade Development Facil-

ity (2002)

Enhanced IF (2005)
Aid for Trade (2005)

Source: Author’s compilation from the WO’k website.

by scaling up funding for the initiative
through what is now known as the En-
hanced Integrated Framework (EIF).
The Task Force constituted to develop
proposals for such an enhancement, in-
cluding expanding the IF’s resources and
scope, and making it more effective, has
recommended that US$400 million is re-
quired for the effective implementation
of the framework (WTO 20006a).

However, the question again remains
more or less the same because even
when the entire US$400 million is mo-
bilized, the amount dedicated per LDC
remains very low compared to the
LDCs’ need to overcome supply-side
constraints. Therefore, this mechanism
too, like its predecessor, may not move
beyond helping the LDCs prepare their
needs assessments and mainstream trade
into their national development strate-
gies. Realizing the paucity of funds avail-
able under the EIF trust fund, the WTO
suggests that for most activities identi-
fied through the EIF, resources for im-
plementation have to be mobilized from
other sources, indicating that the LDCs
need to tap into AfT resources to fund
resource-intensive projects.”’

AfT, among others, intends to directly
address the issue of supply-side con-
straints. As stated in paragraph 57 of
the Hong Kong Ministerial Declaration,
“....Aid for Trade should aim to help de-

Main objectives

To help the LDCs mainstream trade into national development
strategies and enhance their trade capacity

To help developing countries better frame their trade policies and
participate in trade negotiations

To help developing countries enhance their expertise and capacity
to analyse and to implement international sanitary and phyto-sani-
tary (SPS) standards, and to gain and maintain market access

Same as IF, but with additional funding

To help developing countries, in particular the LDCs, address their
supply-side constraints, build productive capacity and adjust to the
evolving nature of global trade liberalization

veloping countries, particularly LDCs,
to build the supply-side capacity and trade-
related infrastructure that they need to as-
sist them to implement and benefit from
WTO Agreements and more broadly to
expand their trade...” (WTO 2005) (em-
phasis added).

The Declaration also invited the Direc-
tor General of the WTO to create a task
force to provide recommendation on the
modalities for operationalizing AfT. As
per the mandate provided by the Minis-
terial Conference, the Director General
constituted a Task Force, which submit-
ted its report to the General Council in
July 2006. The Task Force Report, which  _AfT intends to directly
was later adopted by the General Coun-  ,JJress the issue of
cil, recommended dividing AfT into the upply-side constraints.
following six categories:
a) Trade-related infrastructure (e.g,
road, telecommunication, electricity)
b) Building productive capacity (e.g., en-
hancing productivity of agriculture,
industry, fishery sectors)
¢) Trade development (e.g., investment
promotion, trade promotion, busi-
ness services)
d) Trade-related adjustment (e.g, re-
training of workers, compensation
for retrenched workers)
e) Trade policy and regulations (e.g.,
training of officials and stakeholders,
help in designing policies and com-
plying with trade rules)

47 |




Supply-side constraints facing South Asian LDCs
Frontiers and dynamics

The major focus of the
AT initiative has been
on economic infrastruc-
ture, followed by produc-
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tive capacity.

f) Other areas (e.g, other needs of the
recipient countries that are not in-
cluded above).”

Out of these categories, the first two
are directly related to addressing sup-
ply-side constraints faced by developing
countries in general and the LDCs in
particular. The Task Force also recom-
mended that the two major guiding prin-
ciples be followed while disbursing AfT
and monitoring its flow. First, the Paris
Declaration on Aid Effectiveness should
be followed to measure the effectiveness
of AfT. The Paris Declaration, agreed in
2005, defines a number of commitments
on the part of donors and partner coun-
tries, and a set of indicators to measure
progress towards 2010. The Declaration
rests on five common-sense tenets, that
aid is more likely to promote develop-
ment when:

a) Developing countries exercise leader-
ship over their development policies
and plans (ownership)

b) Donors base their support on coun-
tries’ development strategies and sys-
tems (alignment)

¢) Donors coordinate their activities
and minimize the cost of delivering
aid (harmonization)

d) Developing countries and donors
orient their activities to achieve the
desired results (managing for results)

e) Donors and developing countries are
accountable to each other for prog-
ress in managing aid better and in

achieving development results (mu-
tual accountability) (OECD 2007).

The second guiding principle was that
the WTO should be responsible for
monitoring the flow and effectiveness of
AfT. This would mean that the donors
would continue to provide resources to
developing countries on a bilateral basis,
but the WTO would be responsible for
overseeing the implementation of the
commitments made. In order to fulfil
this mandate, the WT'O organizes Global
Review of AfT. Two such reviews have
taken place, in 2007 and 2009. According
to the latest review document, produced

jointly by the OECD and the WTO, AfT
reached US$25.42 billion in 2007, which
represents an increase of US$4.3 billion
(21 percent) over the baseline period
(2002-2005), under four major headings,
namely economic infrastructure; build-
ing productive capacity; trade policy and
regulations; and trade-related adjustment
(OECD/WTO 2009b). The Global Re-
view report claims that the above in-
crease is in addition to the regular ODA,
and it was not provided at the cost of
funding provided to social sectors (such
as health and education) (#id.).

The major focus of the AfT initiative
has been on economic infrastructure in
which 54 percent of total commitments
were made. This is followed by build-
ing productive capacity, which attracted
an average share of 43 percent between
2002 and 2007. If we combine these
two categories, almost 97 percent of
AfT commitments were made in help-
ing developing countries overcome their
supply-side constraints (OECD/WTO
2009b: 57).

The Global Review report also states
that maintaining the same pace of fund-
ing would be a challenging task given
the impact of the global financial crisis
on donor countries. Assuming that AfT
funding is pegged to the Gross National
Income (GNI) of donor countries, which
is normally the case, a fall in their GNI
will have a direct impact on the flow of
AfT. Another fact highlighted in the re-
port is that multilateral donors (such as
the World Bank, and regional develop-
ment banks) delivered more than 60 per-
cent of the total resources under AfT.

The report also highlights the fact that
the flow of AfT has increased to low-
income countries, particularly those in
sub-Saharan Africa, although Asia is still
the largest recipient of AfT, which is not
surprising given the size of the econo-
mies of Asia as well as the number of
the absolute poor living in the region.
While Asia received a total AfT funding
commitment of US$10.7 billion in 2007,
Africa received US$9.5 billion. How-



ever, the growing importance placed by
aid donors on Aftrica is visible from the
fact that the share of Africa in the to-
tal AfT commitments received increased
from 30 percent in the baseline period to
38 percent in 2007. In the case of Asia,
this share fell from 50 percent to 42 pet-
cent during the corresponding period
(OECD/WTO 2009b: 59). From South
Asia, five countries figure among the top
20 countries receiving AfT—with India
topping the list and Afghanistan, Bangla-
desh, Pakistan and Sti Lanka in the 3rd,
9th, 13th and 18th positions respectively.
However, Nepal does not figure in the
list of top 20 recipients of AfT.

Another important facet reported in the
Global Review report, based on a ques-
tionnaire-based survey, is that partner
countries are increasingly more engaged
in AfT, with mainstreaming of trade into
national development plans and strat-
egies taking place at the policy level in
a majority of partner countries (zbid.:
47). Finally, the report considers that
South-South flow of AfT is increasing
rapidly, which, unfortunately, could not
be captured by the report, because the
data presented in the report were based
on the reporting of donors belonging
to the OECD DAC. Southern donors
such as Brazil, China and India seem to
have emerged as the major AfT donors
providing support to other develop-
ing countries—both within the region
and outside. However, this is an under-
researched area and precious little evi-
dence of these flows is available in the
public domain.

Although the OECD/WTO publica-
tion discussed above claims that AfT has
been effective, the initiative has come
under serious criticisms from academics,
developing-country policy makers and
practitioners, among others. Adhikari
(2010), for example, discusses five ma-
jor critiques of AfT. First, an extremely
broad definition of AfT makes it pos-
sible for donors to include several cat-

egories of ODA under AfT, and jack up
the figure.

Second, developing countries do not
seem particularly pleased with the way
the AfT architecture has been designed,
which requires them to request their
traditional donors for AfT assistance,
and not the creation of a vertical fund.
This is because the latter idea, which was
initially floated by Stiglitz and Charlton
(20006), was rejected by developed coun-
tries.

Third, donors seem to be using AfT
to achieve their other policy objectives
(such as foreign policy or market ex-
pansion) rather than helping developing
countries and the LDCs in their quest
for overcoming supply-side constraints.

Fourth, the nature of funding contradicts
the intended purpose of AfT, a demand
that AfT should be “non-debt-creating”
in nature. Not all the donors provide
AfT in the form of grant; some of them
provide it in the form of loan. Many
developing countries are already over-
burdened with debt; adding to the debt
burden to these countries in the form of
AfT loans may not be desirable.

Fifth, donors continue to focus on the
provision of “software” which does not
add to the productivity of the economy
and is not likely to contribute signifi-
cantly to increasing trade, particulatly
exports, of partner countries. Worse still,
some of the donor conditions even for
“hardware” projects include the require-
ment to hire consultants from their own
countries.

Finally, there is a lack of coordination
among donors in the provisioning of
AfT funding. Some areas such as capac-
ity building are over-funded and there is
a huge concentration of donors in these
areas, whereas there is limited funding
available to meet the genuine trade-relat-
ed needs of partner countries.
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Donors seem to be using
AT to achieve their other
policy objectives rather than
helping developing conn-
tries and the LDCs in
their quest for overcoming
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How successful are the various national, regional and multilateral efforts at tackling supply-side con-
straints of South Asian LDCs?

What factors hinder sub-regional integration initiatives in South Asia from replicating the success of
similar arrangements elsewhere (such as the Mekong sub-regional cooperation)?

How can synergy be created between aid for trade and regional initiatives for addressing supply-side
constraints in South Asia?



Chapter 7

Conclusion

he inability of South Asian LDCs,

in particular Bangladesh and Nepal,
to effectively exploit the market access
opportunities generated through more
than six decades of trade negotiations
as well as some unilateral non-reciprocal
trade preferences, is explained partly by
the limited supply response. At the same
time, increased attention is being paid,
both in academic and policy discussions,
towards the reduction of trade costs due
mainly to “integration of trade” and
“disintegration of production.”

The argument that a reduction in trade
costs could help countries enhance their
competitiveness at the global level has
transcended the theoretical domain, given
alarge body of empirical literature which
corroborates this association. Both these
issues, which are intimately intertwined
and form a part of the larger discussion
on supply-side constraints, have hitherto
been largely ignored in mainstream trade
theory discussions.

The literature review in this paper shows
that the trade literature is still overwhelm-
ingly focused on the issue of market ac-
cess. However, there has, of late, been
some discernible shift towards analysing
the role of supply-side constraints in en-
suring that market access is converted
into market entry.

Besides a number of general studies that
havebeen conducted on these constraints,
studies conducted in the context of South
Asia in general and LDCs such as Ban-
gladesh and Nepal in particular consider
the following as the major constraints.

* Inadequate infrastructure for the ef-
ficient transportation of goods means
that these countries are unable to es-
tablish footholds in markets where
efficiency in delivery is a key test to
determine the sustainability of busi-
ness relations.

* Lack of human capital particulatly en-
dowed with education and skills nec-
essary to process exportables means
that despite low wages, South Asian
workers are unable to match the level
of productivity of the workers in oth-
er highly competitive countries (such
as China) even in labour-intensive
production.

e Lack of access to credit hinders, 7-
ter alia, the prospects for meeting the
working capital requirement and ex-
panding the business volume as well
as enhancing investments in capital
goods.

* High costs of inputs resulting from
poor quality of infrastructure and the
virtual absence of backward linkages.

e Virtual absence of trade facilitation
measures, causing, iter alia, delays in
shipment of goods as well as unof-
ficial payments for both imports and
exports.

Based on the heuristic definition of
supply-side constraints as proposed in
Chapter 2, we divided the overall supply-
side problématique into four constituent
parts and analysed them separately in
the context of Bangladesh and Nepal.
We find that these countries are not only
handicapped by alow level of production
so as to be able to have enough surplus
left for exports but also are constrained

Bangladesh and Nepal

are not only handicapped
by a low level of production
but also are constrained

by the lack of competitive-
ness of their exports in the
world marfket.
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the desired results.

by the lack of competitiveness of their
exports in comparison to those of their
competitors in the world market. Since
the geographical location of a country
exacerbates the problem of supply-side
constraints, particulatly if the country in
question is a landlocked one, this issue
was also touched upon. Finally, given the
fact that the salience of governance in
the provisioning of trade-related public
goods cannot be under-estimated, we
discussed the two important components
of governance, namely institutional gap
and policy-implementation gap, which
could have deleterious impacts as far as
the role of governance in overcoming
supply-side constraints is concerned.

Both Bangladesh and Nepal face acute
problems of infrastructure deficit—both
within their own borders and across the
border—particularly in the road trans-
portation sector, which reduces their
competitiveness in international and
regional trade. This is caused by vari-
ous physical and non-physical barriers,
the majority of which can be overcome
efforts.
Similarly, these countries have made only
limited progress on the human capital
front, particularly educational attain-
ment, which continues to affect their
productivity and competitiveness. Since
being locked into the production of low-
value goods is immiserizing and the path
to prosperity lies in moving up the value
chain ladder, both public and private sec-
tors need to put their resources together
to augment national investment in hu-

through collective (regional)

man capital, particularly in education
and skill development.

Finally, trade facilitation measures,
particularly the services provided by
customs, which have assumed greater
salience due to demand for seamless
movement of goods and services as well
as due to increased security threats, re-
quire substantial improvement in both
Bangladesh and Nepal. The gains from
reform in this area for the South Asian
region as a whole are enormous, and
countries such as Bangladesh and Nepal,
which start from a fairly low level, could

gain more than their developing-country
counterparts in the region.

Dismal governance record coupled with
the continued problem of resource
crunch notwithstanding, there has been
considerable efforts at the national level,
whether by the government or the pri-
vate sector (the latter one is particularly
relevant in the case of Bangladesh),
to overcome crucial supply-side con-
straints, including those related to road
infrastructure, education and customs
reforms. Although the progress being
made on this front is laudable to some
extent, it is far from satisfactory if we
consider the global trend as the bench-
mark. It is observed that while the com-
mitments and efforts of the government
is a necessary condition for helping these
countries overcome these constraints, it
is in no way a sufficient condition. Other
stakeholders, in particular, the private
sector and donors, have an important
role to play in this endeavour.

There has been some effort at the region-
al and sub-regional levels, particularly in
the areas of human capital, trade facilita-
tion and infrastructure development, to
help the countries in the region alleviate
their supply-side constraints. However,
like national efforts, they are far from
sufficient. This makes initiatives such as
the proposed LLDC Integration Fund, pri-
marily aimed at overcoming the resource
crunch problem faced by the region—
especially concerning overcoming sup-
ply-side constraints facing the LDCs in
the region—all the more important.

At the multilateral level, most of the ini-
tiatives taken so far have not produced
the desired results. The AfT initiative,
which initially promised to be a vehicle
for the delivery of financial resources to
developing countries in general and the
LDCs in particular, has also come under
criticisms due to extremely broad defi-
nition, direct delivery mechanism as op-
posed to the creation of a vertical fund,
debt-creating nature, continued focus on
“software” as opposed to “hardware”,
and a lack of donor coordination. Giv-



en the fact that the initiative is the last
hope for the LDCs, any failure on this
front could severely jeopardize their ef-
forts to better integrate themselves into
the global economy in general and the
multilateral trading system in particular.
Wortse, the failure of the initiative to ad-

dress the supply-side constraints facing
these countries could have deleterious
impacts on the credibility of the WTO.
Therefore, the above criticisms against
the initiative should be taken as a clarion
call to reform and fine tune the initiative
before it becomes too late.
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Endnotes

This latter study conducted by Djankov ez al. (2010: 173) also suggests that a one-day reduction in
delay prior to the cargo sailing to its export destination is equivalent to reducing the trade distance
by around 70 kilometres.

See IMF and World Bank (2005: 38); Schuler (2005) cited in Prowse (20006: 85).

The example of the problems faced by Nepal in exporting honey to Norway is a case in point. Since
Nepal does not have a control system on the use of drugs in bees, as well as inspection and certifica-
tion systems for honey by official Veterinary Services, Nepalese exporters could not export honey
to Norway. See Mahato, Gongal and Chaulagain (2004).

For example, the EU is entering into a free trade agreement with India, which will grossly erode
preference margins for the South Asian LDCs, which are dependent on preferential market access
under the Everything but Arms (EBA) initiative in the EU market (also discussed below). See Win-
ters ez al. (2009) for further details.

Although the Maldives is also considered an LDC for the purpose of this study because the data
and information used in the analysis pertain to the period during which it was an LDC, it graduated
to a “developing country” status with effect from 1 January 2011.

The figure does not include the exports of Timor-Leste as the same is not available.

Although there are doubts as to whether these measures were truly “unilateral” and “autonomous”
or were externally driven. See Adhikari (2009).

These are considered the prime elements through which a country’s openness to external trade is
measured. See Rodrik (2002).

For example, by virtue of being the founder member of the WTO, Bangladesh is among the coun-
tries with the lowest level of commitments. On the contrary, having acceded to the WTO in 2004,
Nepal has made commitments that are among the highest of all the LDC members of the WTO.
For a comparison of the commitments made by these two countries, see Adhikari (2005). Similarly,
the Maldives, which is another founding member of the WTO, was not required to make extensive
commitments at the time of its membership of the WTO. However, Afghanistan and Bhutan,
which are yet to become WTO members, are likely to face similar conditions for their entry into the
WTO as Nepal.

The seven founding members of SAFTA were Bangladesh, Bhutan, India, the Maldives, Nepal,
Pakistan and Sri Lanka. Afghanistan joined later following its entry into SAARC.

Members of BIMSTEC are Bangladesh, Bhutan, India, Myanmar, Nepal, Sti Lanka and Thailand.
For further details, see Adhikari and Yamamoto (2007).

This clause is formally known as “Differential and More Favourable Treatment, Reciprocity and
Fuller Participation of Developing Countries”. See GATT (1979).

GATT (1979); see also Pandey (2003).

See Inama (2002); UNCTAD (2004) for further details.

See, for example, Inama (2002); Khatun (2007).

According to a count made by Grindle (2004), there are 116 such conditions that World Bank had
imposed on its borrower countries under the broad rubric of “good governance.” She suggests
that since it is impossible for these incapacitated and resoutce-scarce countries to implement all
the good governance-related conditionalities, “good enough governance” should be the criteria to
judge the borrowing countries’ commitment to governance reform.

See also Pandey (2009) who too suggests that corruption is prevalent in every country in the
world.
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Those countries that have not been included in the list are primarily because TT requires at least
three sources of surveys conducted in the countries to be included in the ranking. According to TI,
the higher the number of sources used, the more accurate the ranking is likely to be.

See also Kaufmann ez 2/ (2009: 18) for the limitations (as well as claimed robustness) of these indi-
cators in the words of the authors themselves.

http:/ /www.transparency.org/policy_research/nis (accessed 15 September 2010).

For the role of political institutions, particularly democracy, absence of violence and normal politi-
cal order in the provisioning of the public goods, see a path-breaking analysis of Olson (1993).
Furnham (1990: 1), for example, states: “[T]he thesis has survived as one of the best known and
controversial works in all social sciences.”

See World Bank (2008: 20-21) for further details.

They ate: a) Kathmandu—Kakarbhitta—Phulbari-Banglabandh—Mongla/Chittagong covering Ban-
gladesh and Nepal; b) Sandrop Jongkhar—Guwahati—Shillong—Sylhet-Dhaka—Kolkata involving
Bangladesh and Bhutan; and ¢) Thimphu—Phuentsholing—Jaigaon—Butimatri-Mongla/Chittagong
linking Bhutan with Bangladesh. See Rahmatullah (2010).

See UNDP (2007).

According to UNESCO (2010: 284): “The EDI is the arithmetic mean of its four components:
primary adjusted NER, adult literacy rate, GEI and survival rate to grade 5. As a simple average, the
EDI may mask important variations among its components: for example, results for goals on which
a country has made less progress can offset its advances on others. Since all the goals are equally
important for Education for All to be achieved as a whole, a synthetic indicator such as the EDI is
thus very useful to inform the policy debate on the prominence of all the Education for All goals
and to highlight the synergy among them.”

Primary adjusted NER includes children of primary school age who are enrolled in either primary
or secondary schools (7bid.: 286).

Ribound and Tan (2009) suggest that the probability of post-school training (whether on the job or
outside) and subsequent prospects of skill development rises with the average years of schooling at-
tained by a firm’s workforce. According to them, this result is consistent with the earlier analysis of
education and post-school training, and with empitical evidence from many developing countries.
See, for example, Tan and Batra (1995) for estimates of the relationship between education levels
from five developing countries.

For example, in Bangladesh, the minimum wage for garment workers was fixed in 1994 at 930 Takas
(about US$16) per month, which was not revised for a long time in spite of a rising trend of infla-
tion (Adhikari and Yamamoto 2007). Recently, after violent protests by workers, the minimum wage
has been raised to 3,000 Takas (about US$44) per month (Guardian 2010).

Underscoring the salience of such knowledge, Hausmann and Rodrik (2003: 624) on their part
argue that “mastering modern production techniques is greatly complicated by the tacit elements in
technology.”

Also recognizing the limitation of the country selection, he concludes by stating: “multi-country
comparative studies would be preferable in order to find some benchmarks to lean on. Only then,
if the findings are not different from those in the current paper, challenges of some aspects of the
theory might be sought” (Ganev 2005: 12).

See WTO website: www.wto.org. This definition of the WTO is rather narrow in the sense that it
does not cover other issues such as transportation and non-tariff barriers, which are also significant
constituents of trade facilitation. See Grainger (2008: 20).

A commentator describes the recent avalanche of supply chain security control as “security spa-
ghetti”. See Grainger (2007).

See SITPRO (2008) for a brief account of avoidable costs of paper-based trading.

See, for example, STTPRO (2008) in the case of UK; Hossain, Deb and Al Amin (2009) in the case
of Bangladesh; and Commonweath of Australia (2001) in the case of Asia-Pacific Economic Co-
operation (APEC).

See MoF/B (2009) in the case of Bangladesh and NPC (2010) in the case of Nepal.

See the website of Ministry of Education, Government of Bangladesh.

See DataSoft’s website: http://www.datasoft-bd.com/images/DSSBL_files/download/dhaka_cus-
tom_flyer.pdf (accessed 22 September 2010).

See Dahal (2010) for further details.

A copy of the report is in possession of the author, but cannot be cited for ethical reasons.

See the website of the Centre, http://www.shrdc-isb.orgpk/ (accessed 3 June 2009), for further
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details.

See Concept Paper on Productivity Growth and Human Resources Development in South Asia,
prepared by SHRDC, available at http://www.shrdc-isb.org.pk/ (accessed 3 June 2009).

http:/ /www.adb.org/sasec/assistance.asp (accessed 3 June 2009).

The sub-region has a population of about 1.16 billion people (18.4 percent of the world population
and 92.8 percent of the South Asian population). ADB (2006).

The sub-region’s GDP stands at US$543 billion (1.7 percent of the world GDP and 86.5 percent of
the South Asian GDP). 7bid.

http:/ /www.adb.org/sasec/about.asp (accessed 3 June 2009).

For example, Sri Lanka has been invited to participate in the regional working group on tourism.
See WTO EIF page of the WTO website.

See WTO (2006b) for further details.
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