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MULTILATERAL initiatives to address global problems are not a new
phenomenon. The signing of the General Agreement on Tariffs and
Trade (GATT) and the United Nations (UN) Universal Declaration of
Human Rights dates back to the late 1940s. However, the increasing
threat of climate change, inability of developing countries to benefit
from international trade, widespread abuse of human rights, etc. have
put in question the adequacy and efficacy of existing global regimes to
address such issues. The situation has been aggravated by the fact that
international trade and investment regimes and international norms
that evolved out of the UN system on human rights, labour and the
environment have traversed different and often conflicting paths. One
major consequence of this has been that most developing countries in
the world have liberalized their economies without considering the
human development aspects and environmental consequences of such
measures.

In South Asia too, countries have been pursuing unilateral, regional
and multilateral routes for liberalizing their trade regimes. The impres-
sive economic growth registered by most South Asian countries in the
last few decades can be partly attributed to the economic reforms and
trade liberalization measures they have undertaken. However, there is
a growing concern that South Asian countries are still far from using
trade as a means to achieve their development objectives. They thus
need to strategically move forward in the ongoing and future trade
negotiations to ensure that trade deals support their development ob-
jectives. There is also an urgent need for South Asian countries to re-
view their trade policies. Furthermore, given the slow progress in re-
gional economic cooperation, they also need to assess the adequacy of
institutional arrangements for furthering economic cooperation in South
Asia. The lack of political will for correcting the ‘vision deficit’ for great-
er South Asian cooperation is also a grave concern.

There is now a growing recognition of the need to ensure an inclu-
sive and participatory trade policy-making process for addressing the
concerns of non-state actors. Governments that develop their policies
and prepare their negotiation positions after in-depth consultations
with the stakeholders not only find it easier to implement commitments
made during trade negotiations but also achieve better results. Another
area that needs immediate attention is the issue of making trade poli-
cies gender sensitive. The case of women garment workers in Nepal
included in this issue shows that women are extremely vulnerable to
shocks resulting from trade liberalization or changes in international
trade policies.

The lack of progress in multilateral negotiations has come as a bless-
ing in disguise for developing countries, including those in South Asia.
They should utilize this hiatus to identify and address the supply-side
constraints that limit their potential to benefit from market access op-
portunities rather than merely pursue regional and bilateral agreements
for trade liberalization. Improvements in infrastructure, trade facilita-
tion measures, institutional arrangements and legal regimes are key to
addressing such constraints. Given the contiguous nature of the South
Asian continent, some of these can be better addressed by working to-
gether rather than individually. If utilized properly, the ‘Aid for Trade’
initiative of the World Trade Organization (WTO) can prove valuable
in this pursuit. However, South Asian countries should not underesti-
mate the role and potential of effective trade policies in helping them
benefit from trade. 

South Asia

Rethinking Trade Policies
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supply side

The World Bank’s 2007 report
titled ‘Connecting to Compete:

Trade Logistics in the Global Econ-
omy’ aims to highlight how coun-
tries are performing in the area of
trade logistics, and what they can
do to improve their performance.
To assess their performance, the re-
port uses the Logistics Performance
Index (LPI), based on a survey of
worldwide freight forwarders and
express carriers.

The LPI was built on informa-
tion from a web-based question-
naire completed by more than 800
logistics professionals
worldwide—the operators or
agents of the world’s largest
logistics service providers.
Each respondent was asked
to rate performance in seven
logistics areas for eight coun-
tries with which they conduct
business. For each respon-
dent, the eight countries were
automatically generated by
the survey engine based on
trade flows, income level, geo-
graphical position of respon-
dent countries (coastal or
landlocked), and random se-
lection.

The seven areas of performance
were: efficiency of the clearance
process by customs and other bor-
der agencies; quality of transport
and information technology infra-
structure for logistics; ease and af-
fordability of arranging interna-
tional shipments; competence of
the local logistics industry; ability
to track and trace international
shipments; domestic logistics
costs; and timeliness of shipments

in reaching their destination. More
than 5,000 individual country eval-
uations were used to prepare the LPI,
covering 150 countries. The LPI is ag-
gregated as a weighted average of the
seven areas of logistics performanc-
es. Each respondent was asked to
evaluate the logistics performance
and the environment and institu-
tions in support of logistics opera-
tions in the country in which they
are based and to provide time and
cost data.

With regard to South Asia, land-
locked least-developed countries

(LDCs) such as Bhutan, Nepal, and
Afghanistan are ranked 128, 131 and
150, respectively, while India, Paki-
stan, Bangladesh and Sri Lanka reg-
ister at 39, 68, 87 and 92, respective-
ly. Some commentators point out that
this research, which is based on
cross-country comparisons, does not
take country- or region-specific struc-
tural weaknesses into consideration
and only focuses on procedural is-
sues. Also, a generic yardstick has

been used in assessing the perfor-
mance of all landlocked LDCs
while the representative sample is
limited to freight forwarders.

The report provides an empiri-
cal basis to compare and under-
stand the differences in trade logis-
tics among countries worldwide but
given the cross-cutting nature of
trade logistics, a wide spectrum of
issues needs to be covered besides
those that are already part of trade
logistics services such as transport,
warehousing, distribution, infor-
mation management, etc. Howev-

er, with both demand- and
supply-side constraints prev-
alent in developing countries,
particularly the landlocked
least-developed ones, improv-
ing trade logistics is just one
of the many challenges. Also,
trade logistics performance in-
dicators like tracking and trac-
ing shipments, quality of
transport and information
technology infrastructure are
relative to a country’s techno-
logical progress.

Given that trade openness
is often considered a precondi-
tion for high economic growth,

developing countries are caught in
a vicious cycle consisting of low lev-
els of technology and an imperative
to improve trade logistics to achieve
such growth. In this scenario, al-
though this type of index can be a
tool to evaluate certain supply-side
bottlenecks and recommend some
areas to improve upon, it overshad-
ows the demand-side problems that
cause developing countries to per-
form poorly in the globalized era.

Score

1.21

2.47

2.16

3.07

2.14

2.62

2.40

LPI rank

150

87

128

39

130

68

92

Country

Afghanistan

Bangladesh

Bhutan

India

Nepal

Pakistan

Sri Lanka

Trade Logistics Performance

T H E  W O R L D  B A N K ’ S  T R A D E  L O G I S T I C S  I N D E X

Does it rightly explain

South Asia’s poor performance?
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trade winds

THE G-20, a grouping of developing
countries, released six proposals on
17 December 2007, clarifying their
position on several issues in the
Doha Round of agricultural negoti-
ations. The proposals addressed is-
sues relating to domestic support, ex-
port credits, sensitive products, tar-
iff capping, tariff escalation, and tar-
iff simplification.

On domestic support, the G-20
addressed technical legal issues, em-
phasizing that the group’s position
remains unchanged. The group not-
ed that it would like to see commit-
ments and disciplines on the overall
level of trade-distorting support,
blue box support, and product spe-
cific caps included in the Agreement
on Agriculture.

The G-20 requested transparen-
cy in comparing the value of negoti-
ating results on sensitive products,
a group of goods that all World Trade
Organization (WTO) Members will
be able to slate for a lower rate of tar-
iff reduction, in return for expand-

WTO approves
membership
THE General Council on 18 De-
cember 2007 approved Cape Ver-
de’s membership of the World
Trade Organization (WTO). Also,
the General Council on 5 Febru-
ary 2008 paved the way for
Ukraine’s membership by ap-
proving its terms of accession.
With these decisions, the WTO’s
membership is set to reach 153.

Cape Verde: Part of a group of
islands in the North Atlantic
Ocean, Cape Verde’s economy
suffers from a poor natural re-
source base, including serious
water shortages. The economy is
service-oriented, with commerce,
transport, tourism, and public ser-
vices accounting for 66 percent of
its gross domestic product (GDP).
Cape Verde annually runs a high
trade deficit, financed by foreign
aid and remittances from emi-
grants.

Ukraine: Europe’s second largest
country by area, Ukraine is a land
of agriculture and heavy indus-
try with a population of 46.6 mil-
lion people. In 2006, Ukraine’s
nominal GDP reached US$106.1
billion. The former Soviet repub-
lic’s real GDP growth in 2008 is
projected at 6.2 percent.
Ukraine’s main trading partners
are the European Union, Russia,
Turkey, Belarus and the United
States (www.wto.org, accessed
05.02.08).  

ing import quotas. The G-20 reiterat-
ed their support for the ‘product ap-
proach’ to selection, under which
sensitive products would be desig-
nated at the 6-digit HS level, as
against the 8-digit HS level sought
by the European Union (EU), among
others. A separate paper seeks to cap
tariffs on non-sensitive farm prod-
ucts at 100 percent and 150 percent
for developed and developing coun-
tries, respectively. Duties on sensi-
tive products would be limited to 150
percent and 225 percent. The G-20
also produced a list of products to be
considered under the Doha mandate
to address tariff escalation.

The G-20 is a group of agricultur-
al exporting countries which came
together as one of the strongest ne-
gotiating forces during the WTO’s
Cancún Ministerial in 2003. The
group is led by Brazil, China, India
and South Africa. The group makes
up over half the world’s population
and two thirds of its farmers (Bridges
Weekly Trade News Digest, 16.01.08).

THE European Union (EU) has tak-
en steps to ratify a 2005 decision by
the World Trade Organization
(WTO) conceived to ensure that in-
tellectual property does not limit ac-
cess to medicines for developing
countries. EU’s trade commission-
er, Peter Mandelson announced on
30 November that the EU has for-
mally informed the WTO that it ac-

Taiwan warned on patent law
The European Commission on 30 January warned that it could start dis-
pute proceedings against Taiwan in the WTO unless its patent law is
amended within two months. The warning came following an investiga-
tion into a complaint filed by the Dutch electronics giant Philips concern-
ing the issuance in 2004 of a compulsory licence by Taiwanese national
authorities allowing Gigastorage, a Taiwanese company, to continue mak-
ing recordable CDs with a technology over which Philips has patent
rights, although Philips had scrapped its licence agreement with Gigas-
torage in 2001.

cepts a protocol amending the
Agreement on Trade-Related As-
pects of Intellectual Property Rights
(TRIPS).

This amendment, approved by
the WTO in December 2005, is in-
tended to ensure that generic ver-
sions of patented medicines can be
acquired by developing countries
that need them for public health rea- sons without the patent-holder’s

permission. The new amendment
will permit any WTO Member to ex-
port a majority of medicines made
under such a licence to a develop-
ing country that does not have its
own manufacturing capacity. Two
thirds of WTO Members are re-
quired to ratify the decision before
it will have legal effect. Prior to EU’s
announcement, only 13 countries
had officially approved the deal (In-
tellectual Property Watch, 02.02.08).

Six new proposals

EU accepts TRIPS amendment

Agriculture Negotiations
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CHINA and INDIA
A shared vision for 21st century
INDIAN Prime Minister Manmo-
han Singh’s 13–15 January visit to
China, the first by an Indian pre-
mier in nearly five years, under-
lined the importance two of the
world’s fastest growing economies
attach to their relationship, and the
possibilities of complementarities
and cooperation between them.

The two Asian giants, which
make up two thirds of humanity,
decided to raise annual bilateral
trade to US$60 billion by 2010, as
the previous target of US$40 billion
by 2010 is expected to be achieved this
year while the target of US$20 billion
for this year was met in 2006.

Sino-India annual trade, which grew
by 50 percent during 2002–2006,
touched US$35 billion in 2007, a 56 per-
cent increase over the previous year. The
growth in bilateral trade surpasses the
expansion of each country’s total for-
eign trade, 23–24 percent annually. Chi-
na is India’s second largest trade part-
ner while India is China’s 10th largest
trade partner. Moreover, China’s trade
with India is growing faster than that
with the first nine. Along with bilateral
trade, India’s trade deficit with China
has also increased, to US$9 billion from
US$4 billion in 2006.

In a move to deepen their ties, the two
countries signed 10 deals in areas rang-
ing from economic planning to housing
and railway construction to health and
culture. Following a meeting, Indian
Prime Minister Singh and his Chinese
counterpart, Wen Jiabao, issued a joint
document enshrining a ‘shared vision’
for the 21st century for accelerating bi-
lateral ties and making joint efforts in
contributing to world development.
Covering a wide range of areas, both bi-
lateral and multilateral, it touches on
economy, politics, energy (including nu-
clear), climate change, disarmament,
terrorism, religion, regional trade, de-
fence and the border issue. Singh de-
scribed the statement as an “important

milestone in the evolution of relations”
while Wen remarked that the document
sends positive signals to the world that
China and India support each other for
mutual progress and the establishment
of a harmonious world.

The awe-inspiring steady and rapid
growth rates being clocked by India and
China—9 percent and 10 percent, re-
spectively—have also touched off a cu-
riosity as to how Sino-India relations
would unfold in the context of their vy-
ing for the same markets and natural
resources to sustain the same. Howev-
er, brushing aside any notion of rivalry,
Wen, following his meeting with Singh,
said: “We are cooperative partners rath-
er than competitors”.

However, the meeting did not suc-
ceed in reconciling all differences on
trade relations. No breakthrough was
reached on China’s proposal for a re-
gional trade agreement with India. The
two sides could only manage to agree to
launch a feasibility study on such an
agreement at a ‘proper time’. India is yet
to grant Market Economy Status (MES)
to China. India will have to grant such
status to China if they enter into a free
trade agreement. Once MES is granted,
India will compulsorily have to accept
numbers supplied by China in all anti-
dumping cases initiated by it against
China (BBC; The Economic Times; Inter-
national Reporter; People’s Daily; and
http://pd.cpim. org, accessed 12.02.08).

trade winds

EVEN as experts doubt the
possibility of a ‘deep free
trade agreement’ between
India and the European
Union (EU), both sides are
likely to exchange offers on
goods and services by Feb-
ruary-end. According to In-
dian Commerce Minister
Kamal Nath, the talks for
the free trade agreement
(FTA) were one of the easi-
est and could be wrapped
up by the end of 2008. The
EU is India’s largest trad-
ing partner and accounts
for one fifth of its exports.
An India-EU FTA is expect-
ed to be economically ben-
eficial only if the treaty is
‘deep’, going beyond low-
ering tariffs to include top-
ics like regulatory frame-
works, non-tariff barriers,
and investment and com-
petition policies (Business
Standard, 13.01.08).  

India, EU to
make FTA offers
by February-end

w
w

w
.m

od.nic.in

Trade policy
review of
Pakistan
PAKISTAN’S economic
performance since 2002
has been impressive but
the economy still faces
challenges due to structur-
al weaknesses, low tax col-
lection, current account
deficits, insufficient export
diversification, and politi-
cal uncertainty, according
to its recent Trade Policy
Review (TPR). Praise for
Pakistan’s generally liber-
al foreign direct investment
(FDI) regime and increased
FDI inflows was tempered
by concern over persisting
impediments, including
complex investment proce-
dures. (Bridges Weekly Trade
News Digest, 23.01.08). 
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TWO Nobel laureate economists, Jo-
seph Stiglitz and Amartya Sen, have
been tasked by the French president,
Nicolas Sarkozy, with devising an in-
dicator of economic performance that
takes into account what the tradition-
al measure—gross domestic product
(GDP)—does not: quality of life.

Stiglitz, winner of the 2001 No-
bel economics prize, is a critic of free
market economists who resigned as
the World Bank’s chief economist
accusing the rich countries of not
doing enough to help the poor
around the world. Sen was awarded
the Nobel Prize in 1998 for his work
on developing countries and well-
being in India. He helped develop the
United Nations Human Develop-
ment Index, a yearly welfare indica-
tor designed to gear international
policy decisions to take account of
health and living standards.

The appointments have come as
Sarkozy—elected in May 2007 on a
reforms plank aimed at raising the

THE United Nations Climate
Change Conference, held in Bali,
Indonesia on  3–14 December 2007,
adopted a roadmap which charts
the course for a new negotiating
process to be concluded by 2009
that will eventually lead to a post-
2012 international agreement on
climate change.

The issues to be negotiated un-
til 2009 include: action for adapt-
ing to the negative consequences
of climate change such as droughts
and floods; ways to reduce green-
house gas emissions; ways to
widely deploy climate-friendly
technologies; and financing both
adaptation and mitigation mea-
sures. The concluding negotiations
in 2009 will pave the way for the

new deal to enter into force by 2013,
following the expiry of the first
phase of the Kyoto Protocol.
     The Conference brought together
more than 10,000 participants, in-
cluding representatives of over 180
countries along with observers from
intergovernmental and non-govern-
mental organizations.

Trade ministers who attended the
meet  also  discussed the issue of non-
tariff barriers (NTBs) to investment,
which could cover zoning codes, tax
incentives, operating permits, or just
about any measure governments en-
act that somehow impact investment.
Earlier in 2007, the Intergovernmen-
tal Panel on Climate Change (IPCC)
issued a finding that if left un-
checked, the world’s average temper-

living standard of the French—grap-
ples with a sluggish economy that is
not showing the desired effects of his
reforms due to rising oil and food
prices and a slowdown in the US
economy. In terms of GDP, French
growth has lagged behind that of the
US throughout most of the 1980s and
1990s and every year since 2001.
France’s growth averaged 1.7 percent
during 2002–2006. The French gov-
ernment’s budget assumes 2–2.5 per-
cent growth, but the country’s statis-
tical agency projects a lower rate of

France picks Stiglitz, Sen
to devise  better growth indicator

ature could rise by as much as 6 de-
grees by the end of the century, caus-
ing serious harm to economies, soci-
eties and the ecosystems worldwide.

 The Conference decisions in-
clude the launch of the Bali Action
Plan and the Adaptation Fund as
well as decisions on technology
transfer and on reducing emissions
from deforestation. The Bali Action
Plan recognizes that deep cuts in
global emissions will be required to
achieve the ultimate objective of the
Convention while the Adaptation
Fund made a decision to finance
concrete projects and programmes
that are country-driven and based
on the needs, views and priorities
of eligible parties (www.unfccc.int, ac-
cessed 20.12.07). 

1.9 percent. Sarkozy, who declared
“I will not wait for growth, I will go
out and find it”, roped in the two
Nobel laureates to deal with the what
he calls “the growing gap between
statistics that show continuing
progress and the increasing difficul-
ties [French people] are having in
their daily lives.”

High taxes and welfare, and rig-
id labour laws are said to be choking
the competitiveness of French enter-
prises. Sarkozy’s attempt to reform
labour laws, among others, has met
with stiff opposition. He is coaxing
his compatriots into working longer
than the current 35.9 hours a week,
which is below the European Union
average of 37.4 hours.

Sen has been appointed advisor
to the French government and Stiglitz
chairman of the committee of experts
that will oversee the reform process.
Following his appointment, Stiglitz
said GDP is an imperfect indicator.
“If you improve the quality of life, it
doesn’t show in material consump-
tion, it doesn’t show up in GDP,” he
said (www.rediff.com; www.econlib.org;
b u s i n e s s . t i m e s o n l i n e . c o . u k ;
www.economist.com; news.bbc.co.uk, ac-
cessed 20.01.08). 

BALI CONFERENCE ADOPTS ROADMAP FOR

Climate Change Negotiations

Joseph Stiglitz Amartya Sen

trade winds
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A voluminous literature has ap
peared over the last few years

on the future of the region popularly
called South Asia. The slow progress
in economic integration among
South Asian countries has damp-
ened the euphoria created after the
signing of the Agreement on South
Asian Free Trade Area (SAFTA).
Many of the ‘stakeholders’ of deeper
integration in the region have almost
given up on the idea of a ‘South
Asian 21st Century’, though the me-
dia and cultural industry still ap-

pear to be attached to such vision and
are exhorting the citizens of South
Asian Association for Regional Co-
operation (SAARC) countries to en-
vision a new South Asia.1 But when
one contrasts this vision with a low
and, more importantly, almost stag-
nant level of intra-SAARC trade, one
realizes that the fancy dress show of
the South Asian vision is not draped
on real bones and flesh.

 The bones and flesh to the fu-
turistic vision of any region have to
be provided by the political, social

regional cooperation

and economic visionaries of that re-
gion. The scepticism regarding SAF-
TA suggests that either it was unre-
alistic to start with such a free trade
framework or the potential stake-
holders in a South Asian vision have
not tried hard enough to envision
possible scenarios, especially in the
social and political realms. The me-
dia, however, continues to present
trade as a major driver of an all-en-
compassing integration in the re-
gion. Continuing low level of intra-
regional trade is a reality check on

Successful examples of regional integration tell us that integration is about bringing
nations together and then building frameworks of cooperation and, where feasible,
institutions that reinforce and sustain them even more.

 Safdar Sohail

Can SAFTA fill South Asian

Vision Deficit?
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regional cooperation

Pakistan was, and to a large extent
continues to be, regarded as an arti-
ficial creation, brought into being
from naturally-existing India by the
machinations of the British and
some self-serving Muslim politi-
cians. The description of partition
as a ‘tragedy’ in this context refers
not to the millions of dead and dis-
placed, but to the very existence of
Pakistan. The colonial legacy con-
tinues to haunt the Indian imagina-
tion of South Asia, particularly in
the way it seeks to represent its role
in the region as a benevolent though
vastly superior lord of the manor.
We cannot, however, transcend
what we don’t first recognize.’’2

Joshi’s is not a lone voice as sim-
ilar perceptions reflect through a
wide spectrum of ideas across
SAARC countries and elsewhere;
from Venaik3—who would want In-
dia to avoid following the United
States’ example in pursuing hege-
monic ambitions—to the open and
implicit ruminations in smaller
SAARC countries desirous of a vi-
sion of South Asia which would not
condemn them to the status of India’s
politico-economic satellite. This is be-
cause India appears to be pursuing
its geo-strategic and commercial in-
terests, in tandem with its national-
istic corporate sector, keen on accen-
tuating India centric-ness in the re-

gional context, on the model of the
British Indian Empire.

In Pakistan, with the passage of
time, the pessimism over SAARC is
increasing as it is felt that a vision-
ary intellectual and moral leadership
from the Indian side is not forthcom-
ing, barring some lonely voices here
and there in the media or academia.
Though there is an awareness in Pa-
kistan that an increased trade with
India can bring consumer welfare
and help local industry in many
ways, by making available raw ma-
terials and intermediate goods at
more competitive terms, there is a feel-
ing that in the absence of a shared
vision for South Asia coming from
India, Pakistan’s growing trade defi-
cit with India would become a tool of
subjugation through trade. As an
economic vision and a roadmap to
reach there are not being spelt out and
discussed, beyond the ‘consumer
welfare’ of Pakistanis, when Paki-
stan would grant most-favoured-na-
tion (MFN) status to India, there is a
feeling that India is not much keen
on SAARC integration. Indian keen-
ness to sign SAFTA-plus bilateral
comprehensive economic partner-
ship agreements with all SAARC
countries except Pakistan and its
trans-regional trade agreements are
taken as evidence that South Asian
regional integration is not so impor-
tant for India.

As a result of this vision deficit,
all the discussions on salvaging the
SAFTA process from the India-Paki-
stan stalemate end very quickly and
abruptly with the MFN status de-
mand from the Indian side and the
non-tariff barrier-related accusa-
tions from the Pakistani side. The
recent academic work has not helped
the situation either. A cursory look
at the literature coming out from the
Indian side makes one feel as if most
of these analysts have made a kind
of a stereotypical mindset embedded
in a few mythical realities, the most
important being their ‘concern’ for
the welfare of the Pakistani consum-
er due to the presence of a positive
list, and informal and circular trade.
Most of these analyses recommend
to the Pakistani decision makers to
adopt ‘people-friendly trade poli-

the vacuity of a facile vision of a
South Asia without borders and a
reminder that trade and politics re-
main joined at the hip, more so in a
rapidly globalizing world. Without
a political and social vision of the
future, insignificant trade among
SAARC countries can hardly deliv-
er an enviable future for the coming
generations of South Asians. The
stakeholders in a South Asian vi-
sion, therefore, need to fill this vi-
sion deficit by going beyond the
mere expression of the desirability
of having a cosy notion of South
Asia without borders.

While agreeing on the desirabil-
ity of cooperation among South
Asian countries, the founders of
SAARC made a candid assessment
of the future of the region, which
shared a past. This was at best an
indicative statement, which should
have been considered deeply and se-
riously. The first question all of us
needed to ask was whether there
was anything natural or objective
about South Asia?

The notion of South Asia, as usu-
ally used these days, in the words
of S. Joshi, “...is a product, not of
proximity, nor is it based on a shared
world-view.” It is more a product of
a variety of global, regional, and lo-
cal political processes, which, in
turn, reflect different configurations
of power relations and history,
changing shape and colour with
place and situations. South Asian
governments and people, interested
in a promising future for the region,
need to face and, where necessary,
confront this baggage, with a hope
to recognize the principal obstacles
holding a South Asian future back
and be able to transcend and resolve
them. Given the centrality of India
in the region, the role of Indian de-
cision makers and opinion makers
would be pivotal in this regard.

Joshi asserts that “when think-
ing about South Asia, the Indian
state has often sought the same role
as a regional hegemon as the one
enjoyed by the British Empire in its
heyday. Of course, Pakistan was a
visible and vocal obstacle to this
‘imperial’ imagination of South
Asia. But, in the Indian imagination,

As a result of vision
deficit in South Asia, all

the discussions on
salvaging the SAFTA

process from the India-
Pakistan stalemate end

very quickly and
abruptly with the MFN
status demand from the

Indian side and the
non-tariff barrier-related

accusations from the
Pakistani side
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cies’ and regret on behalf of the Pa-
kistani consumer that the latter is
not able to benefit from trade with
India due to political reasons, since
for them, voluminous smuggling of
commodities and merchandise be-
tween the two sides is an indication
of the mutually profitable economic
opportunities and reflects the sup-
pressed desire of the business com-
munities in either country to trade
with each other.

For many of these analysts, the
huge benefits that could accrue to
Pakistan should be the natural
shared policy objective of both the
countries. Usually these analyses end
with a regretful tone as if what could
India do if Pakistan is axing its own
foot. In Pakistan, such a simplistic
mindset, reminding them of the na-
tionalist overkill, is considered to be
the main problem in the way of a sys-
tematic and serious exploration of
different aspects of collaboration and
integration between the two coun-
tries, including a free trade agree-
ment between them.

There is a lot of literature on the
benefits SAARC countries can get by
trading with India. There is a need
for the Indians to come out with
greater detail in what sense SAFTA
is an attractive deal to India. I remem-
ber an Indian author telling a group
of researchers: “Frankly speaking,
the deal on SAFTA is nothing great
for India except fulfilling its politi-
cal objectives, but it would be better
not to start a debate at this hour when
SAFTA has just begun, and under
Track II mode discussions to include
services are going on among the econ-
omists of the member countries.’’
SAFTA has the possibility of being a
small or a big vehicle for the welfare
and development of ordinary people
in South Asia. The final outcome
would depend on us all, but, above
all, on the largest and most happen-
ing country in the region.

Many Indian analysts, especial-
ly the ones linked to Track II diplo-
macy, however, appreciate that one
could not wish the political prob-
lems away and trade might not be
able to ‘dissolve’ the political issues
and that the researchers on both
sides need to highlight the ‘condi-

tions’ in which the trade integration
initiatives can function as tools of
conflict resolution. Bidana Chepa-
nag, in 1999, wrote that “…the other
conducive conditions [for more In-
dia-Pakistan trade] are cultural af-
finity, common language, similar
economic and social systems which
provide an ideal foundation for
broader India-Pakistan trade ties”.4

We need to ask, after nine years: in
what shape is the ‘ideal atmosphere’?
The ‘same culture’ argument, one
fears, has stopped augmenting  trade
in the region. The exhortations to let
more trade heal the wounds are be-
coming more vacuous and the aca-
demia on both sides needs to work
hard to spell out the ‘conditions’ for
a win-win situation in this connec-
tion. There are a good number of sug-
gestions to remove the irritants in the
way of trade, but in the case of the
India-Pakistan conflict, trade facili-
tation measures have to be accom-
panied by the acceptance of the final
shape of the outstanding conflicts to
avoid a replay of the Oslo Accord.5

The final shape of the political
conflicts between India and Pakistan
in particular and of other political
conflicts in the region in general is
inextricably linked with the notion
of a regional identity. The social sci-
entists in the region, particularly in
India and Pakistan, need to spend
more energy on debating the con-

regional cooperation

tours of the regional South Asian
identity and discard the predomi-
nant colonial discourses and theo-
ries in different shapes and hues if
these are delaying the discovery of
the authentic foundations of a South
Asian identity, if there exists any. The
imperative of such a debate has be-
come all the more important these
days as almost every geographically
contiguous region is exploring the
possible relationships between re-
gionalism and globalization.

Successful examples of regional
integration tell us that integration is
about bringing nations together and
then building frameworks of coop-
eration and, where feasible, institu-
tions that reinforce and sustain them
even more. Different countries and
regions are handling globalization
in their own way. Regionalism and
all it entails is one of the strategies to
respond to the challenges thrown up
by globalization as it could be a step-
ping stone to globalization that in-
volves an inseparable blending of
politics and economics across the
board. SAARC countries are also
struggling to come up with effective
strategies  vis-à-vis globalization but
are being held up in the archaic
world of nationalism, deeply etched
into the western political ideology of
nationalism of days of yore. To what
extent they could break out of these
moulds would decide the economic,
social and political future of the re-
gion conveniently called South Asia.

The author is Director General,
Foreign Trade Institute of Pakistan,
Islamabad, Pakistan. Views expressed
are personal.
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5 Jones, D.L. 2004. Mediation, Conflict

Resolution and Critical Theory. Review
of International  Studies.

Regionalism and all it
entails is one of the
strategies to respond

to the challenges
thrown up by

globalization as it could
be a stepping stone to

globalization that
involves an inseparable

blending of politics
and economics across

the board



Vol.4, No.1, 2008 • Trade Insight • 11

The UN, the WTO, the IMF and the World Bank should engage in pragmatic negotiations to
strive for a higher common denominator for multilateral relations.

     Carin Smaller

This year marks the 60th anni
versary of the international trad-

ing system, the creation of the Gen-
eral Agreement on Tariffs and Trade
(GATT). Sixty  years ago was also the
year governments under the United
Nations (UN) signed the Universal
Declaration of Human Rights. Both
agreements were negotiated in the af-
termath of World War II. The GATT
set out to create a fair and stable in-
ternational trading system to prevent
the trade wars and economic rivalry
that had contributed to the Great De-
pression and the outbreak of World
War II. It was limited to a set of rules
to reduce tariffs on the trade in man-
ufactured goods. Agricultural goods
were exempted through a series of
waivers. Governments were allowed
to use tariffs to protect domestic pro-
duction, but only if they did not ex-
port the surpluses.

UN, WTO in crisis
Sixty years on, both the UN and the
World Trade Organization (WTO)
are perhaps in greater crisis than at
any other time in their history. The
UN is struggling for political rele-
vance in the face of hostility on the
part of its most powerful member, the
United States (US). This hostility is
coupled with indifference from most
of the rest. The UN is also suffering
from a widely shared sense of mal-
aise and dissatisfaction brought on

by the collapse of too many issues
into simplistic North-South struggles
rather than pragmatic negotiations
on how to accommodate diversity
while striving for a higher common
denominator for multilateral rela-
tions. For its part, the WTO’s Doha
Agenda is at a standstill. The talks
are blocked by the agricultural poli-
tics of the US, the European Union
(EU) and, to some extent, Japan; by
the push to further open markets in
the bigger developing countries; and
by the failure of the multilateral trad-
ing system to provide anything of
substance to the poorest developing
countries.

In Geneva, trade negotiators con-
tinue to work tirelessly towards a
conclusion of the Doha Agenda, but
a deal seems further away than ever.
Negotiators are slowly chipping
away at minute technical details
(sometimes successfully and at oth-
er times not) and ignoring the politi-
cal reality that the Doha Agenda is
deeply unpopular all over the world
and that there is simply no appetite
for a deal right now. Citizens in Eu-
rope and America, many of whom
have been big supporters of a free
trade agenda, are asking more ques-
tions about the impact of trade poli-
cies on working conditions, and the
damage to the environment. Citizens
in the developing world have borne
the brunt of the WTO’s model of

trade for several decades now. Some
parts of the developing world have
recorded impressive growth rates in
the past decade, in particular China,
India and Brazil, and witnessed a
significant reduction in the incidence
of poverty. But others have lost out.
They are opposed to the model of
growth being promoted under the
WTO and other bilateral and region-
al trade agreements. Growth is be-
ing unevenly distributed, increasing
inequalities between the rich and the
poor, and taking an enormous toll
on the environment. Farmers and
small and medium entrepreneurs are
hurt by competition from giant mul-
tinationals. Workers are forced to
accept miserable conditions.

However, trade negotiators in
Geneva continue to produce texts for
new trade rules that do not support
a model of development that most
people are asking for. Another set of
texts on agricultural and manufac-
tured goods are expected to be out
early in 2008. They will contain more
of the same. Trade ministers could
be invited to Geneva towards the end
of March or beginning of April, but
almost no one believes that an agree-
ment will be reached.

Meanwhile, governments are in-
creasingly turning to bilateral and
regional trade agreements to pursue
their economic interests. And the
public has turned its attention away

multilateral institutions
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from the WTO and to other pressing
global challenges: climate change,
the massive increase in demand for
raw commodities and other natural
resources, including biofuels, and
high food and energy prices, which
raise concerns about global food and
energy shortages, and economic re-
cession. These new global challeng-
es make it more urgent than ever to
build a strong system of internation-
al governance to help solve problems
jointly. That includes a strong multi-
lateral trading system that produces
a set of rules and regulations to help
governments implement the right
mix of policies to build strong econo-
mies, which create decent employ-
ment, an equitable distribution of
wealth, and in a manner that ensures
the sustainable use of natural re-
sources and the environment.

Impact on human rights and
environment
The past 60 years of multilateralism
have been characterized by a deep dis-
connect between the international
trade and investment regimes on the
one hand, and the body of interna-
tional norms that evolved out of the
UN system on human rights, labour
and the environment, on the other.
Only recently has anyone begun to ex-
amine and assess how trade liberal-
ization, and the broader project of eco-
nomic deregulation, are affecting the
environment—and, more recently, cli-
mate change—and also the realiza-
tion of human rights, in particular
economic, social and cultural rights.
Several UN agencies, think tanks and
non-governmental organizations
(NGOs) are actively taking on these
issues.

The United Nations Environment
Programme (UNEP) is undertaking
a number of case studies in develop-
ing countries to assess the impact of
trade liberalization on biodiversity
and the environment. In Bangladesh,
for example, the government devel-
oped the shrimp export sector as a
result of reforms under the World
Bank Structural Adjustment Pro-
gramme. While shrimp exports grew
from US$91 million to US$260 mil-
lion between 1986 and 1998, the
coastal shrimp farming areas expe-

rienced environmental degradation;
water pollution; increased salinity
of soil, canals and ponds; reduc-
tions in grazing land; destruction of
mangrove forests; and adverse af-
fects on cropping patterns. Tradi-
tional economic activities such as
cattle grazing and poultry farming
were negatively affected, soil fertili-
ty declined, and income inequality
increased. There was also a notable
increase in health problems due to
water pollution.1

A UNEP assessment of Chile’s
copper mining sector showed that
trade liberalization in the copper sec-
tor has led to growth at the cost of
environmental quality that may not
be sustainable. Environmental prob-
lems associated with copper mining
include air pollution; overuse and
pollution of water; soil contamina-
tion and land degradation; and dam-
age to species and their habitats.2

The UN Food and Agriculture
Organization (FAO) examined the
impact of agricultural import surges
in developing countries as a result
of trade liberalization. It found that
the countries that were most affected
by such surges included India, Bang-
ladesh, Zimbabwe, Kenya, Nigeria,
Ghana, Malawi, Ecuador and Hon-
duras. The products most affected in-
cluded sugar, palm oil, meat (pig,
poultry and bovine) and rice.

In Kenya, for example, the gov-
ernment deregulated its sugar sector
under policy prescriptions from the
World Bank and the International
Monetary Fund (IMF) in the mid-
1980s and the 1990s. The liberaliza-
tion of the sugar sector resulted in a

massive increase in sugar imports.
The employment in the sugar indus-
try fell by 80 percent, from 43,000
people in the 1990s to 7,500 people
in 2004. More than 160,000 house-
holds suffered income losses, under-
mining the human right to an ade-
quate standard of living, food, and
work.3

The Ghanaian government de-
regulated its poultry sector under
policy prescriptions from the World
Bank and the IMF. The deregulation
of the sector led to massive imports
of poultry from Europe. Domestic
producers’ share of the domestic
market shrank from 92 percent in
1992 to 11 percent in 2001. More than
400,000 poultry farmers lost their
jobs, violating their human rights to
an adequate standard of living, food,
and work.4

In Indonesia, the government im-
plemented a series of economic re-
forms in order to comply with its
WTO commitments and the policies
of the World Bank and the IMF in the
late 1990s. This led to a rapid surge
in cheap rice imports displacing
many local rice producers.5

The UN Special Rapporteur on
the Right to Health, several UN Hu-
man Rights Committees, and NGOs
such as 3D-Trade-Human Rights-Eq-
uitable Economy, have all raised
concerns about possible violations of
the right to health due to intellectual
property right (IPR) provisions in
bilateral, regional and multilateral
trade agreements.6

On a mission to Peru in 2004, for
example, the UN Special Rappor-
teur on the Right to Health recom-
mended that the Peruvian govern-
ment assess the likely impact of a
Peru-US free trade agreement on the
right to health, including access to
essential medicines, before signing
the agreement. The Ministry of
Health of Peru undertook an impact
assessment and concluded that an
extra 700,000 to 900,000 people
would be excluded from treatment
as a result of the proposed agree-
ment. The Intellectual Property Of-
fice of Peru also raised concerns
about the cost of medicines. Never-
theless, the final text of the agree-
ment contains IPR laws that lack ap-
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propriate safeguards to protect the
right to health.7

The Costa Rican government re-
cently concluded a regional trade
agreement called Dominican
Republic-Central America–
United States Free Trade
Agreement (CAFTA-DR),
which will expand,
among others, IPRs be-
yond the WTO’s Agreement
on Trade-Related Aspects of In-
tellectual Property Rights (TRIPS).
Costa Rica has a social security sys-
tem that seeks to provide affordable
medicines through national produc-
tion, import of generic medicines and
subsidization of patented drugs.
However, the strengthening of IPR
laws through CAFTA-DR is predict-
ed by one commentator to be likely to
result in an 800 percent increase in
the cost of medicines.8

New vision for 2008
The current trading system, and the
model of trade it promotes, needs to
change in order to address some of
the negative impacts on employ-
ment, human rights and the environ-
ment. Furthermore, today’s global
challenges present another set of con-
cerns, which the trading system can-
not afford to ignore. Existing efforts
to address some of these problems
are being discussed and coordinat-
ed under the UN system. The World
Bank, the IMF and the WTO must
start cooperating with the UN pro-
cesses in a more meaningful way—
and also vice versa, for the ministries
responsible for the UN processes
cannot afford to ignore what is hap-
pening in trade. The two systems
cannot continue to operate in isola-
tion of each other.

The UN Framework Convention
on Climate Change (UNFCCC), for
example, is the international treaty
under which governments agreed to
coordinate efforts to reduce green-
house gas emissions and to reverse
or mitigate the effects of climate
change, which has implications for
trade. As governments work towards
a new climate change agreement, the
links with trade should be identified
and appropriately addressed.

Work has already started. Trade

ministers met on the sidelines of the
Bali Climate Change Conference in
December 2007. The US and the EU
went to the meeting with a proposal
for the liberalization of environmen-
tal goods and services, arguing that
increased trade in climate-friendly
technologies could help combat cli-
mate change. The proposal is self-
serving. It focuses on expanding
markets for environmental goods
and services predominantly pro-
duced in the US and the EU. It avoids
any discussion of a broader debate
about trade and the environment,
and the possible negative effects of
the existing model of trade on climate
change. Trade ministers should start
with an assessment of the impacts of
trade on climate change and then
find pragmatic solutions and, if need
be, change the multilateral trading
system, to ensure that trade does not
undermine efforts to tackle climate
change.

WTO Members, on their part,
need to work more consistently with

the UN to ensure that human rights
are not undermined in trade agree-

ments. Trade ministries and WTO
missions should look more

closely at the work being done
by UNEP, FAO and UN Hu-
man Rights Bodies on trade
and use this information to
guide future policy think-
ing under the WTO. Envi-
ronment ministries need to
work with trade ministries

to identify linkages between
trade and the environment and

to devise trade policies that use the
environment in a responsible man-
ner. Employment ministries need to
communicate more clearly to trade
ministries about the types of trade
measures that are likely to boost, and
those that could threaten, employ-
ment.

It is time to create a global system
that acts together. Multilateral insti-
tutions should be capable of taking
complicated decisions that involve
other institutions in their work, and
that are cognizant of other multilat-
eral obligations. Sixty years on, the
global system needs a makeover.
Why not give the Doha Agenda a
makeover at the same time? 

The author is associated with
Institute for Agriculture and Trade
Policy (IATP),Geneva Office,
Switzerland.
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     Saman Kelegama
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SOUTH ASIA
South Asia was a latecomer in

pursuing a liberal trade strate
gy vis-à-vis East Asian coun-

tries. By the time South Asian coun-
tries gradually opened up their trade
regimes in the 1980s, an import sub-
stitution trade structure with licens-
ing, quantitative restrictions, and
controls was well entrenched into
their trade regimes.

Consequently, there was resis-
tance to trade liberalization by those
who benefited from the ‘licensing
raj’, and the trade liberalization pro-
cess slowed down after the initial re-
forms. Moreover, South Asian coun-
tries could not reap the same bene-
fits from the global trading environ-
ment as the East Asian countries did
during the late 1960s and 1970s, as
the trading environment during the
1980s and 1990s had become far
more competitive with more players
in the global market.

The unilateral trade liberaliza-
tion initiatives of South Asia in the
1980s were supported by multilater-

Time is ripe for South
Asian countries to

take cognizance of
their trade policies at

the unilateral,
bilateral, regional and
multilateral levels and

engage in strategic
liberalization

according to domestic
development

priorities.

10
al and regional trade liberalization
initiatives from the mid-1990s on-
wards, with both the World Trade
Organization (WTO) and the SAARC
Preferential Trading Arrangement
(SAPTA) coming into operation. Al-
though the Uruguay Round was a
fait accompli for South Asian coun-
tries just as it was for all developing
countries, the region together with
other developing countries fought its
way to work out the Doha Develop-
ment Agenda (DDA) in the WTO in
late 2001 that brought to the centre
the ‘development dimension’ in the
multilateral trading system.

Despite the current stalemate in
WTO negotiations, South Asia can
be content with how it shaped the
multilateral trading agenda as artic-
ulated by DDA and currently nego-
tiated under the July 2004 frame-
work. The same cannot be said, how-
ever, about South Asian regional
trading via the SAPTA framework. It
was a disappointing experience from
the very beginning.

STRATEGIES FOR
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Although there
was evidence from
Latin American
countries and the As-
sociation of South-
east Asian Nations
(ASEAN) that a ‘pos-
itive list’ approach to
preferential tariff re-
duction is cumber-
some and time con-
suming, and three
South Asian coun-
tries (viz., India, Sri
Lanka and Bang-
ladesh) had experi-
enced the problems
of the ‘positive list’
approach under the
Bangkok Agreement two decades be-
fore SAPTA came into operation,
SAPTA blindly embraced the ‘posi-
tive list’ approach in late 1995 and
continued with that approach till the
Agreement on South Asian Free
Trade Area (SAFTA) came into force
in July 2006. The end result was that
SAPTA proved to be an ineffective
framework in boosting trade in South
Asia during its decade of operation.

Among other reasons, it was this
slow progress of SAPTA that led to
bilateral free trade agreements (BF-
TAs) within South Asia (e.g., India-
Sri Lanka FTA, India-Nepal FTA and
Pakistan-Sri Lanka FTA), trans-re-
gional FTAs (e.g., Bay of Bengal Ini-
tiative for Multi-Sectoral and Tech-
nical Cooperation Free Trade Area
(BIMSTEC FTA), Indian Ocean Rim-
Association for Regional Coopera-
tion (IOR-ARC) and Asia-Pacific
Trade Agreement (APTA), which is
the new name of the Bangkok Agree-
ment), and trans-regional BFTAs (In-
dia-ASEAN FTA, India-Singapore
Comprehensive Economic Coopera-
tion Agreement, etc.). Most of these
FTAs were not comprehensive, al-
though they did contribute to stimu-
lating trade flows among the mem-

ber nations.
Although SAFTA—based on a

‘negative list’ approach—came into
operation in 2006, it has a number
of shortcomings such as a large neg-
ative list, a long tariff liberalization
period compared to competing re-
gional trade agreements (RTAs) and
BFTAs (thus losing its relevance),
and a time-consuming dispute set-
tlement mechanism. Studies have
shown that due to the large nega-
tive list, 53 percent of regional im-
ports are excluded from SAFTA tar-
iff preferences.

Thus, the attempts to create more
BFTAs and move beyond the RTA
still prevail in South Asia, as de-
scribed above. Meanwhile, very lit-
tle progress is visible at the multilat-
eral level due to the standstill at the
WTO since July 2006.

Above all, the unilateral liberal-
ization initiatives have also slowed
down in South Asia in recent years.
Trade reforms have been frozen at
current levels and there are attempts
to obtain more ‘policy space’ to pur-
sue national development agendas
in most South Asian countries. In
fact, the World Bank’s 2004 Trade
Policy Review of South Asia shows

that with the prolif-
eration of para-tar-
iffs and other trade-
related taxes, some
South Asian coun-
tries have become
more protectionist
in mid-2000 than
during the 1990s.

Clearly, trade
policy in South
Asia is at a cross-
roads, and there is
an urgent need to
take a serious look
at the current status
and future of trade
policy in the region.
Is there a clear di-

rection for trade policy in South Asia?
Is the region stuck in a global ‘spa-
ghetti bowl’ of overlapping trading
arrangements? Is the region reacting
to global events without having a
proactive, well-defined trade strate-
gy? These are some of the relevant
questions in the contemporary dia-
logue on South Asia’s trade policy.

Ten strategies
South Asian countries should capi-
talize on the current stalemate in
WTO negotiations to formulate stra-
tegic trade policies and put their
house in order by addressing the ‘be-
hind-the-border’ problems. In this
respect, the countries in the region
should take into account the follow-
ing 10 strategies while determining
the direction of their trade policies
in the future.

Rescuing the WTO
South Asia is a small player in glo-
bal trade. The region’s share in glo-
bal exports is 1.5 percent compared
to 18 percent of the European Union,
9 percent of the United States and 6.2
percent of Japan. South Asia, thus,
has a long way to go in integrating

cover feature

Given its stake in the rules-based multilateral trading system, South Asia should
make every effort to rescue the WTO from the current state of affairs and put

the Doha Round of trade negotiations back on track



16 • Trade Insight • Vol.4, No.1, 2008

place in most countries of the region
to deal with WTO agreements. For
example, legal frameworks on com-
petition policy, industrial property,
plant variety protection and farmers’
rights, access and benefit sharing, etc.,
are still in their infancy.

Moreover, the region faces a for-
midable challenge in analysing and
synthesizing proposals and submis-
sions made by other WTO Members.
India, for instance, has taken a pro-
active stance and considerably de-
veloped its trade analysis capacity
during the last decade. It stands as
an example for the rest of the region
to emulate. It may be noted that many
South Asian ‘second track’ docu-
ments and research reports are avail-
able to assist such an exercise, but
very little use of them seems to have
been made in the official process.

Reviewing BFTAs and CEPAs
South Asia may need to rethink its
aggressive pursuit of BFTAs and
Comprehensive Economic Partner-
ship Agreements (CEPAs) as most of
them are worked out for the sake of
being in line with some competitors
rather than in anticipation of actual
trade gains. Most BFTAs and CEPAs
are costly and a strain on the offi-
cials working at the ministries and
departments of commerce. _Many
overlapping BFTAs can be confus-
ing for investors and customs offic-
ers, and thus may not produce the
desired results.

In fact, some of these agreements
have not lived up to expectations. For
instance, the India-Singapore CECA
has not lived up to the initial eupho-
ria in mid-2005 at the time of its im-
plementation. Similarly, the India-Sri
Lanka CEPA has still not material-
ized even after the completion of the
main report in 2003, due to contro-
versy over vegetable oil and pepper
exports from Sri Lanka to India. Thus,
it may be prudent to work on the ex-
isting BFTAs and CEPAs, and im-
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with the global trading system and,
for this purpose, a non-discrimina-
tory rules-based trade regime will be
helpful to the region. South Asia
should, therefore, make every effort
to rescue the WTO from the current
state of affairs and put it back on
track. A well-functioning WTO will
prevent political forces of the devel-
oped world from concluding trade
deals that jeopardize the interest of
the developing world, including
South Asia.

Seeking policy space
Individual South Asian countries
should position their respective trade
policies in the context of their over-
all development strategies. Trade
policy should be the servant not the
master of the overall development
strategy. Trade policy-determined
industrialization and agriculture de-
velopment have come to an end with
the emergence of the post-Washing-
ton consensus. In other words, ‘pol-
icy space’ has become an important
issue for South Asia and this may be
carved out for industrial and agri-
culture development, and the trade
policy could be fine-tuned accord-
ingly. However, on the basis of seek-
ing ‘policy space’, South Asian coun-
tries should not go to the extreme and
reverse the existing trade reforms.

Prioritizing supply-side reforms
All South Asian countries should
place renewed emphasis on supply-
side reforms to strengthen capabili-
ties (entrepreneurial, technological,
managerial, etc.) and improve insti-
tutional and regulatory frameworks.
Some of these weaknesses feature in
the Global Competitiveness Report
of the World Economic Forum and
the Doing Business Report of the
World Bank; both of which do not
rank South Asia well in the global
context.

The area of supply-side reforms
and development also needs atten-

tion in ‘Aid for Trade’ negotiations
in the WTO and ‘SAARC Develop-
ment Fund’ utilization discussions
in the South Asian Association for
Regional Cooperation (SAARC), in
particular for LDCs. When the sup-
ply-side issues are addressed, South
Asian countries can confidently
open up their trade regimes further
without fears of de-industrialization
or erosion of the productive base in
agriculture.

Capitalizing on India’s growth
South Asian countries should so de-
sign their trade policies as to benefit
from India’s high growth. The bulk of
the regional trading of South Asian
countries is with India, which is
bound to grow in the coming years.
As the cost of production in India goes
up, Indian investors will source some
of their inputs and products from
cheaper South Asian countries.

Currently, this phenomenon is
visible in China, where investors are
moving westwards as the cost of pro-
duction in the eastern coast is gradu-
ally increasing. In order to exploit this
investor movement, the rest of South
Asia should strengthen the trade-in-
vestment nexus and this is best done
by improving stability, consistency
and predictability in the macroeco-
nomic policy regime. When this is the
case, it gives investors a clear signal
on expected returns and thereby more
confidence to invest. The trade-invest-
ment nexus can be consolidated after
SAARC Investment Area comes into
operation with double taxation and
investment protection agreements, but
for the time being, working on the
macroeconomic policy regime can
pay rich dividends.

Enhancing trade policy-
making capacity
South Asian countries should consid-
er developing their trade policy-mak-
ing capacity. Legal frameworks and
institutional structures are still not in

South Asian countries need to assess the relevance and effectiveness of North-
South bilateral free trade agreements because such agreements may restrict

the policy space they need to achieve their development objectives
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prove and fine-tune them rather than
embarking on new ones and compli-
cating the trading environment.

Rethinking North-South BFTAs
South Asia should seriously recon-
sider some BFTAs contemplated
with developed countries. North-
South BFTAs such as the proposed
US-Pakistan BFTA are likely to be
on a WTO-plus mode and conse-
quently may impose severe condi-
tions on Pakistan limiting its ‘poli-
cy space’. At first sight, such North-
South BFTAs may look attractive,
but when considering the quid pro
quo for the Southern partner, they
may be costly, restricting the policy
space Southern countries need to
achieve their development goals.
Moreover, if the conditionalities
such as implementing TRIPS-plus
obligations or negative list-based
services liberalization are accepted
by the Southern partner at the insis-
tence of the Northern partner, then
the bargaining position of the
Southern partner with other trading
partners, especially in bilateral ne-
gotiations, reduces substantially.

Improving trade facilitation
measures
It will be beneficial for South Asia to
look at trade facilitation more close-
ly, especially given that the region
hosts three landlocked (including
Afganistan) and two island coun-
tries. Trade facilitation measures at
times can generate more trade than
tariff liberalization. Transport net-
working through better connections
via sea, air and land, better informa-
tion and communications technolo-
gy (ICT) connectivity, deregulated
customs procedures, etc., can signif-
icantly facilitate trade among coun-
tries. If trade facilitation is done with
the objective of harmonization of
standards at entry points in the re-
gion, a number of non-tariff barriers
could also get eliminated.

Maintaining transparency in
trade regimes
While improving economic connec-
tivity, South Asian trade authorities
should make every attempt to make
the trade regimes as transparent as
possible. Cleaning up the trade re-
gime by minimizing bureaucratic
procedures, minimizing para-tariffs,
and formulating firm rules and reg-
ulations can be more effective than
preferential tariff liberalization in
stimulating trade. This area received
much attention in the 2004 Trade
Policy Review of South Asia by the
World Bank, but little action seems
to have been taken by South Asian
countries.

Stimulating services trade
The future trade policy of South Asia
should seriously consider stimulat-
ing trade in services. Services are the
fastest growing sector in all South
Asian countries, but trade in servic-
es has not significantly developed in
the region. Intra-regional services
trade is already taking place with
whatever unilateral liberalization
measures that the individual South
Asian countries have implemented.

At the 13th SAARC Summit held
in Bangladesh in 2005, Heads of
State or Government requested a
study to explore the possibility of
services liberalization under the
SAFTA framework. This study is
currently being undertaken by the
Research and Information System
(RIS), New Delhi with partner insti-
tutions. It will be prudent to explore
how services could be incorporated
under a General Agreement on
Trade in Services (GATS)-plus
framework in SAFTA.

South Asian countries are reluc-
tant to open up their services sector
without a proper regulatory frame-
work in place. At present, a lot of
work needs to be done to get these
regulatory frameworks in place.
While addressing ‘behind-the-bor-
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der’ problems, this area should re-
ceive priority in South Asian coun-
tries. Needless to say, liberalization
of services under SAFTA would have
been easier if deep economic integra-
tion in the region had already taken
place under the SAPTA/SAFTA
frameworks.

Unfortunately, this has not been
the case and a possible way forward
is to use Article 7.2 of the SAFTA
Agreement and request willing coun-
tries to move forward (under the 3 +
x formula) with progressive and se-
quential liberalization of services
and other South Asian countries can
join when they are ready.

Conclusion
Time is ripe for South Asian coun-
tries to take cognizance of their trade
policies at the unilateral, bilateral,
regional and multilateral levels and
engage in strategic liberalization ac-
cording to domestic development
priorities. It is also important to take
a hard look at ‘behind-the-border’
problems or supply-side issues and
address them while improving the
trade policy-making capability in the
individual countries.

With the existing trade regimes
in South Asian countries, even with-
out further trade liberalization they
can gain much more if the supply
side is developed and put in a more
responsive mode. The natural mar-
ket integration taking place via the
process of globalization is a strong
force, and with improved connectiv-
ity, it can increase trade flows in the
region even without preferential tar-
iffs.  Attention to all these issues can
prepare South Asia to face the new
challenges when the multilateral
trade negotiations under the WTO re-
sume. 

The author is Executive Director,
Institute of Policy Studies (IPS),
Colombo, Sri Lanka.

The natural market integration taking place via the process of globalization is a
strong force, and with improved connectivity, South Asian countries can

increase trade flows in the region even without preferential tariffs
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trade policy

Over the past 50 years, the pro-
cess of globalization has been

characterized by a phenomenal in-
crease in the interdependence and
expansion of world trade. Underly-
ing this trend has been the belief that
trade can be an engine of growth con-
tributing to a more efficient alloca-
tion of resources within countries as
well in transmitting growth across
countries and regions. In step with
this belief, South Asian countries,
over the last three decades, have been
in active pursuit of open trade and
investment regimes at the bilateral,
regional and multilateral levels si-
multaneously.

These regimes, unlike the Gener-
al Agreement on Tariffs and Trade
(GATT) earlier, are characterized by
their unprecedented sectoral scope,
coverage and application. Tradition-
ally, under the GATT, trade policy
was mainly concerned with negoti-
ations on tariff reductions among
Member countries. Also, a number
of commodities, particularly agricul-
tural products and textiles and cloth-
ing, were excluded from GATT dis-
ciplines, as were services, intellectu-
al property rights, and rules concern-
ing foreign investment.

In this scenario, the domestic
trade policy imperatives were rela-
tively straightforward and involved
trade-offs among industrial lobbies
(sometimes termed distributional co-
alitions) with “import-competing

sectors seeking protection and export
sectors pushing for the opening of
foreign markets.”

In sharp contrast, in the post-
GATT period, at the multilateral lev-
el as well as regional and bilateral
levels, the agenda of trade policy has
expanded significantly to encom-
pass rule making and new disci-
plines in a range of sectors and
themes, including agriculture, servic-
es, intellectual property and invest-
ment. The nature and scope of rule
making within the World Trade Or-
ganization (WTO) as well as in a myr-
iad of preferential trading arrange-
ments is “fundamentally different
from GATT type trade and involves
domestic regulatory and legal sys-
tems embedded in the institutional
infrastructure of the economy.” More-
over, harmonization of rules and reg-
ulations across sectors and coun-
tries, and policy coherence at the glo-
bal and national levels, have
emerged, quite contentiously, as im-
portant guiding principles for the
proponents of trade liberalization.

The attention paid to trade poli-
cies by domestic stakeholders has in-
creased in sync with the rapidly un-
folding global integration processes.
In any given setting, the process of
trade liberalization has a tendency
to create both winners and losers
even when the net impact is consid-
ered to be positive. Given the pattern
of deep bilateral, regional and multi-

lateral integration processes under
way in South Asian countries with
their associated trade policy impacts
and domestic linkages, a wide spec-
trum of special interest groups and
civil society actors has sought to en-
gage with trade-related issues and
get involved in trade policy making
with a view to influencing its out-
come.

On account of these develop-
ments and the fact that a well de-
signed trade policy-making frame-
work is now considered central to
South Asia’s ability to participate
effectively in the multilateral trading
system, the subject has been attract-
ing increased attention from aca-
demics, policy makers and civil so-
ciety actors. Another point of enqui-
ry has been with reference to the
quality and role of country-level in-
stitutions in determining trade poli-
cy outcomes.

It has been argued that, while in-
stitutions may not directly affect out-
comes, they have an important role
in “shaping the process of design,
approval and implementation of pol-
icies” at home. Trade policies are in
a state of flux and the fluid reality of
trade policies, along with the insti-
tutions and processes through
which they emerge, needs to be stud-
ied systematically.

In general, it can be said that while
South Asian countries have made
some attempts to adapt trade policy-

Trade Policy Making in

South Asia
The trade policy-making process in South Asia is episodic, informal and ad hoc and a well designed
trade policy-making framework is now considered central to South Asia’s ability to participate
effectively in the multilateral trading system.

     Biplove Choudhary
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making processes to the changed
context and imperatives, the process
is yet to mature. The trade policy-mak-
ing process in the region is character-
ized by its episodic, informal and ad
hoc nature, and is yet to set in place
an institutionalized process, which
is broad-based, participatory and
consultative. It lacks transparency,
which is further hemmed in by offi-
cial rules of secrecy.

In principle, while consultations
with interested stakeholders ought
to be ex-ante, the same are observed
to be fragmentary in nature, need-
driven, confined to select
business groups who
have the ‘ears’ of the
government and orga-
nized in an ex-post
manner, more with a
view to building sup-
port for policies rather
than on a genuine ba-
sis of evaluating di-
verse policy options.

The participation of
non-state actors such as en-
vironmentalists, labour unions
and civil society is not only limited
in nature but also not assured. Coun-
tries in the region are marked by a
lack of technical, human and finan-
cial capacity, and in-house expertise
on trade policy making, both within
the government and outside. In ad-
dition, there is a thin spread of trade
and commercial data, which often do
not permit robust impact assessments
of different trade policy options.

The Indian case study indicates
that the country’s involvement at the
multilateral level witnessed intense
consultations with domestic stake-
holders including the state govern-
ments. There are signs that the state
governments are being consulted by
the central government on WTO-re-
lated trade issues. Besides, many
state governments are also setting up
‘WTO cells’, which are expected to
provide an institutional basis for
engaging in trade issues.

It has been seen that the Indian
Parliament has brought about a de-
gree of accountability to the admin-
istrative ministries involved in mak-
ing policy decisions in the context of
India’s engagement with the WTO.

Moreover, it has also provided an
avenue for stakeholders to intervene
in the policy-making process.

Non-state actors, especially the
civil society actors, have served to
raise the level of debate especially in
areas like agriculture and intellectu-
al property rights (IPRs). However,
their participation has been less ef-
fective due to the lack of coordina-
tion among themselves. Except on the
issue of IPRs, civil society groups
have not been able to come up with
balanced trade policy options. Civil
society groups have also been criti-

cal of the little initiatives undertak-
en by the government to engage with
them, especially in the post-Cancun
phase, while the businesses have
been afforded constructive opportu-
nities to do so, including inclusion
in official delegations to WTO Min-
isterial Conferences.

The case study also reveals that
there is a lack of capacity even among
businesses to substantively engage
in trade issues owing to paucity of
funds. This has impeded the devel-
opment of a proactive business
stance vis-à-vis negotiating posi-
tions developed by the government.

Overall, the Indian case study
shows that existing institutional
structures and practices of trade pol-
icy formulation in India do provide
scope for the participation of some
stakeholders. However, these struc-
tures and practices have to be
strengthened to further accommo-
date the realities faced by economic
agents at various tiers of the gover-

nance structure so as to accommo-
date a greater role for domestic sen-
sitivities in overall policies.

In conclusion, it is noted that with
the process of global integration tak-
ing deep root, the imperatives for
trade policy making to become more
institutionalized, sophisticated and
nuanced are greater than it has ever
been. The new imperatives necessi-
tate not only a fundamental trans-
formation in the manner in which
governments formulate trade poli-
cies but also the institutional archi-
tecture underpinning them and the
process which informs them.

There is a need to redefine the
process of coordination, shar-

ing of relevant informa-
tion, consultation and in-
volvement of key stake-

holders while building a
participatory approach to
trade policy making at ev-
ery stage. This would not

only provide varied per-
spectives on trade policy is-
sues but would also be a

useful tool in under-
standing the needs and
concerns at different lev-

els. It would also contrib-
ute to a better balancing of coun-

try-specific development needs and
liberalization demands from exter-
nal stakeholders faced by individu-
al countries in the region.

In turn, there is a need to augment
and build the capacities of different
stakeholders so that policy research
and analysis can be undertaken at
different levels. In this regard, there
is also a need to identify best practic-
es in different countries and adapt
successful models of effective trade
policy making across South Asian
countries. 

The author is Programme Specialist,
United Nations Development
Programme Regional Centre in
Colombo (UNDP RCC), Sri Lanka.
This article is a summary of an
upcoming paper in the South Asian
Yearbook of Trade and Development,
2007–2008, Centre for Trade and
Development, New Delhi, co-
authored with Dr. Biswajit Dhar
et al.
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investment climate

Discussions surrounding invest
ment climate have been quite ex-

tensive in recent times. Regular pub-
lication of a number of surveys and
analyses comparing various ele-
ments of business and investment en-
vironment in a large number of coun-
tries continues to stir the related pol-
icy discourse. However, the cross-
country comparisons in different re-
ports often seem to be irreconcilable,
giving rise to controversies and mis-
understandings. This makes it diffi-
cult for policy makers to derive in-
formed inputs from such analyses.
The underlying methodologies and
their implications for investment,
business activities and overall eco-
nomic growth are often not clear to
most of the stakeholders while they
pay maximum attention to the rank-
ing of countries that a number of
studies provide. There has not been
any serious attempt to provide a lu-
cid presentation of these analyses
evaluating the usefulness of the
cross-country comparisons.

Currently, there are a number of
surveys and analyses evaluating the
investment climate of countries
around the world. The results from
these surveys are regularly used to
make inter-country comparison in
terms of investment and business en-
vironment in different countries.
Some of these indicators are concrete-
ly defined and thus can be measured

Cross-country comparisons of investment climate

precisely, while others are based on
the sheer perception of the respon-
dents. These indicators vary widely:
from the number of days required to
start a business to business execu-
tives’ perception about the level of
corruption in the countries. Often,
country-specific broad indices are
constructed on the basis of some pre-
determined formula requiring
weights to be assigned to different
indicators on which information is
collected. These broad indices then
make it feasible to make cross-coun-
try aggregate investment climate
comparison.

Cross-country comparisons of
factors such as business environ-
ment, corruption, and growth com-
petitiveness are interesting and thus
quite rightly attract a lot of attention.
The constructed indices and the re-
lated comparative assessments are
also supposed to provide important
information and insights to poten-
tial investors and business enterpris-
es. Backed by media coverage, some
of these exercises also tend to por-
tray country images to wider global
citizens.

However, most of these cross-
country assessments are often
plagued with a range of critical meth-
odological problems that question the
basis of inter-country comparisons.
The coverage of the countries also
varies a lot across surveys, and in

Are they

meaningful?
Most of these cross-country assessments are often plagued with a range of critical methodological
problems that question the basis of inter-country comparisons.

     Selim Raihan and Mohammad A. Razzaque

relative assessment, it can be a sen-
sitive issue particularly for those
countries that are shown to be at the
bottom of the ranking table. Serious
questions can also be posed about
the constructed indices’ ability to re-
flect realties.

The data to evaluate the quality
of business environment, competi-
tiveness, corruption, and the overall
investment climate are generated ei-
ther from well-defined variables that
are measurable with some quantita-
tive methods or are gathered from
some selected respondents’ percep-
tion. In the case of the latter, e.g., the
Corruption Perception Index (CPI) of
Transparency International (TI), if
the perception is sensitive to the se-
lection of the respondents, the eval-
uation will greatly differ across the
sets of respondents chosen for the in-
terview. It is quite possible that when
a respondent does not have to deal
with a number of issues on which
information is asked, his/her gener-
al perception will affect the response
on these issues. Also, individuals’
perceptions are likely to vary so wide-
ly that getting an average aggregate
assessment will almost certainly be
problematic.

Another major problem of percep-
tion-based surveys is related to dif-
ferent respondent groups’ evaluation
of different countries. When informa-
tion is obtained from a fixed group
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of experts with experiences of certain
circumstances in different countries,
the information provided from their
perception is likely to be most con-
sistent. Since it is impossible to find
such a set of experts, the reliance on
country-specific opinions from dif-
ferent groups for cross-country com-
parisons would be subject to serious
shortcomings. For example, the eval-
uators in Bangladesh might consid-
er certain standards satisfactory,
which their counterparts in other
countries might regard as unaccept-
able. Also, a small improvement over
an initial dire state could lead coun-
try-specific respondents to assess im-
provements very highly, while main-
tenance of the status quo or a slight
degradation from a previous situa-
tion in other countries might result
in an adverse evaluation.

When indicators are defined con-
cretely to collect factual information,
the comparison can be useful. There-
fore, from the World Bank’s Doing
Business survey, it is possible to ac-
tually compare, for example, the
number of days it requires to process
the shipment of a consignment
through tax and customs procedures
in Bangladesh with that in other
countries. Since it is not always pos-
sible to quantify all the indicators in
such precise detail, there is some ap-
prehension about losing sight of
more important parameters just be-
cause of the unavailability of quan-
tifiable data. Also, the construction
of an aggregate index for cross-coun-
try comparison based on a set of in-
dicators will require using some
weighting system, which is, of
course, subjective in nature.

Often the different cross-country
assessments tend to confuse policy
makers and relevant stakeholders.
For example, a comparison of the
control of corruption indicator by
Kaufmann et al. (2005) with CPI of TI
shows that, while the former ranks
Bangladesh among the 22 worst per-
formers, the latter places it among the
bottom seven countries with the most
widespread corruption. The sample
size of the two exercises differs, par-
tially explaining the problem. How-
ever, of the 21 countries that score
lower than Bangladesh in the con-

trol of corruption indicator of Kauf-
mann et al., 11 actually perform bet-
ter in TI’s CPI (this comparison is
based on the ranking of 2004 in both
cases).

Similarly, because of their com-
parable objectives, one may wish to
compare the World Bank’s Ease of
Doing Business Ranking (EDBR)
with the Quality of National Busi-
ness Environment Ranking (QNBER)
of the World Economic Forum (WEF).
Since the country coverage is not the
same in the two studies, the rankings
can be adjusted for comparison by
taking only those countries that are
common to both the exercises. The
ordinary least squares fit of the scat-
ter-plot of the two indicators as re-
flected in the R-squared (R2) value
(0.63) is not bad (Figure 1). The coef-
ficient representing the relationship
between EDBR and QNBER is
around 0.8, indicating that, on aver-
age, a ‘10 place’ increase in QNBER
will lead to an ‘8 place’ increase in
EDBR. But there are significant devi-
ations for individual countries, with
the scatter-plot demonstrating too
many outliers (including Bang-
ladesh) around the trend line.

One could argue that due to the
different methodologies used, one
should not compare one indicator
with another. However, in a broad
sense there is not much intentional

disparity among the indicators as
both want to assess the investment
climate. If doing business is easier
somewhere, in general it is perceived
to be because of the fact that the qual-
ity of business environment is
favourable there.

Even if one ignores the problem
of comparability across surveys, one
key question remains: do the cross-
country assessments reflect realities?
As most of these indicators are con-
sidered to be reflecting the investment
climate, it might be useful to see how
they relate to actual foreign invest-
ment inflows. To shed some empiri-
cal light on this, a simple cross-coun-
try econometric regression analysis
is undertaken where the cross-coun-
try net inflow of foreign direct invest-
ment (FDI) (2000–2005 average) is ex-
plained by per capita gross national
income, population, gross capital
formation as a ratio of gross domes-
tic product, geographical location of
countries in Sub-Saharan Africa,
South Asia, and South-East and East
Asia, and the investment climate-re-
lated indicators, namely, EDBR,
QNBER, TI’s CPI, and Kaufmann’s
six aggregate governance indicators.
The regression results suggest that
income, population, capital forma-
tion and geographic location (as de-
noted by several region dummies)
are the important factors affecting

FIGURE 1
Cross-country comparison of EDBR and QNBER
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cross-country variations in the level
of net FDI inflows. Among all the six
Kaufmann’s governance indicators,
which are used in the regression,
only one of them—regulatory quali-
ty indicator—turns out to be statisti-
cally significant, though only at the
10 percent level. None of the indica-
tors came out to be significant when
regressions were carried out using
the indicators one by one. The World
Bank’s EDBR, WEF’s QNBER, and
TI’s CPI turn out to be insignificant.

Sometimes the relationship be-
tween the relative ranking and the
realities is difficult to perceive and
thus confuse policymakers who
wish to derive policy lessons from
the inter-country comparative as-
sessment. For example, the WEF’s
Growth Competitiveness Index
(GCI) is developed to evaluate coun-
tries’ growth potential that is sus-
tainable in the medium and long
term. According to WEF, with the
growing complexity of the global
economy, GCI exercise is a contri-
bution to enhancing the under-
standing of the key factors that de-
termine economic growth, and ex-
plain why some countries are much
more successful than others in rais-
ing income levels and opportunities
for their respective populations.
However, when one scatter plots
countries’ actual growth perfor-

mances against their GCI scores,
there is hardly any discernible rela-
tionship (Figure 2). That is, GCI fails
to depict any strong association
with the growth rates of countries
averaged over the past 10 years.  In
fact, a trend line fitted into the scat-
ter-plot actually shows a slightly
negative relationship.

Investment climate is a subject
matter of regular policy discourse. In
this regard, several cross-country
surveys and analyses undertaken by
various international organizations
attempt to inform the discussions and
relevant stakeholders. However,
available data and inter-country
comparisons along with the ob-
served realities often seem to trigger
more confusion than the insights
they offer. It is found that methodol-
ogies used to assess business envi-
ronment, cost of doing business, and
competitiveness in different cross-
country studies vary widely. Meth-
odological differences make the sur-
vey results incomparable despite
some of these exercises having simi-
lar objectives. All the surveys are also
subject to certain limitations that
could affect the ranking of countries
on various parameters of investment
climate. Because of the methodologi-
cal differences and their inherent
limitations, findings from them are
contradictory and inconclusive.

Cross-country assessments can
be useful if the country contexts are
evaluated carefully. A great deal of
caution also needs to be exercised
when reporting some of the survey
results. Branding a country as the
most corrupt on the basis of a sur-
vey that is not methodologically
sound and has a limited coverage is
unjustified. In today’s globalized
world, even such unreliable surveys
and studies could affect a country
adversely, by discouraging poten-
tial business enterprises from mak-
ing investment decisions. This
could happen despite the country’s
achieving sustained economic
growth, and despite most of the pri-
vate sector investors’ having little
relationship with public sector cor-
ruption. If these studies have to be
conducted and presented, some jus-
tice can be done to the countries and
the target audience by providing a
fair assessment of their other
achievements. On the recipients’
side, rather than criticizing these
study findings alone, however un-
scientific the methodologies may be,
the policy makers should attempt a
comprehensive review of the situa-
tion and be critical of the existing
practices.

 Policy makers should also recog-
nize the fact that the best evaluation
of investment climate is the country-
specific assessment. Cross-country
exercises are based on only those in-
dicators for which information can
be gathered from a reasonable num-
ber of countries. This leaves many
other factors influencing trade, busi-
ness and investment activities out of
consideration. A comprehensive
country-specific focus can overcome
this problem by identifying the pa-
rameters of interest, defining their
measurements as concretely as pos-
sible, and collecting data on them on
a regular basis for evaluation and
possible policy interventions. 

Raihan is Assistant Professor,
Department of Economics, University
of Dhaka, Bangladesh. Razzaque is
Economic Adviser, Economic Affairs
Division, Commonwealth Secretariat,
London, United Kingdom. Views
expressed are personal.

FIGURE 2
Cross-country comparison of GCI scores and
actual growth performance
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Trans-regional trade
agreements in South Asia

 N.C. Pahariya

Gender

For more than 50 years, Asia has been witnessing regionalism for greater economic and political
cooperation, albeit extremely slowly.

trade agreements

gis of which eight rounds of negotia-
tions were held. These culminated in
the formation of the World Trade Or-
ganization (WTO) in 1995.

The history of regionalism on
trade and economic cooperation is
almost as old as the multilateral trad-
ing system. Since the late 1940s,

many European countries were real-
izing the importance of close coop-
eration among geographically con-
tiguous countries. The European
Economic Community was formed
in 1958 and today 27 countries are
under the umbrella of the European
Union (EU). However, the first sign

Lao PDR

Cambodia Brunei

Malaysia

The Philip-
pines

Singapore

Indonesia

Myanmar

Thailand

Australia
New ZealandASEAN

ASEAN+3
ASEAN+3+1+2

GCC

ASIAN ECONOMIC COOPERATION 2020

BIMSTEC FTA

SAFTA

The Maldives

              Nepal
    Bhutan
Bangladesh

Pakistan

Central Asia
KKTTU

Turkey, Afghanistan

Bahrain

Oman, Qatar

United Arab Emirates

India

China
JapanKorea

ECO

ASEAN, 1967: Indonesia, Malaysia, The Philippines, Singapore, Thailand, Brunei, Darussalam, Vietnam, Lao PDR and Myanmar; ASEAN+3
includes 10 ASEAN countries and China, Japan and South Korea; and ASEAN+3+1+2 includes India, Australia and New Zealand in
ASEAN+3. SAFTA, 2006: Bangladesh, Bhutan, India, The Maldives, Nepal, Pakistan and Sri Lanka. BIMSTEC, 1997: Bangladesh,
Bhutan, India, Myanmar, Nepal, Sri Lanka and Thailand. ECO, 1985: Iran, Turkey, Pakistan, Afghanistan, Azerbaijan, Kazakhstan,
Krygyzstan, Turkmenistan, Tajikistan and Uzbekistan. GCC, 1981: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab Emirates.

The post-World War II era has wit-
nessed the advent of multilater-

alism along with waves of regional-
ism. The General Agreement on Tar-
iffs and Trade (GATT), signed in
1947 and effective from 1 January
1948, was the genesis of the rules-
based multilateralism, under the ae-
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of regionalism, in the sense of region-
al trade arrangements (RTAs) that
we are witnessing today, was seen
in the 1980s when the United States
(US) signed a free trade agreement
(FTA) with Canada.

Proliferation of RTAs
Since 1980s, the world has wit-
nessed a continuous surge in region-
alism in trade, despite the advent of
the WTO in the mid-1990s. The vari-
ous roadblocks that the WTO has
faced in its effort to liberalize trade
and investment through multilater-
al negotiations have provided fur-
ther impetus to regionalism. Much
of it is a very recent phenomenon. It
has been estimated that more than
60 percent of global trade is taking
place through regional/preferential
trade agreements (RTAs/PTAs).
Some of these RTAs/PTAs are on the
‘Hub-and-Spoke’ pattern as the
North American Free Trade Area,
while many others are manifesting a
‘Spaghetti Bowl’ or, to use a more
recent term, ‘noodle bowl’, phenom-
enon, i.e., a country is part of a num-
ber of over-lapping RTAs/PTAs. As
agreements proliferate, a single coun-
try often becomes a member of sever-
al different agreements. The average

South Asian and African country
belongs to four different agreements,
while the average Latin American
country belongs to eight agreements.1

India on regionalism
India has been, and continues to be,
an ardent preacher/follower of the
multilateral negotiation for trade lib-
eralization since the inception of the
GATT/WTO. Prompted by the glo-
bal wave of PTAs and an extremely
slow pace of progress in the multi-
lateral trade negotiations under the
aegis of the WTO, there is hardly any
country (lately India as well) in the
world today which is not dwelling
upon working out such agreements.
There are over 200 RTAs currently
in operation—more than the number
of countries—and it is estimated that
60–70 percent of global trade will
take place via such agreements in the
future. The recent surge in RTAs con-
firms what Prof. Jagdish Bhagwati
once remarked: “Regionalism this
time is here to stay for long.”

In the past, India had adopted a
very cautious approach to regional-
ism and was engaged in only a few
bilateral/regional initiatives, main-
ly through PTAs. Recognizing that
RTAs would continue to feature in

world trade for a long time, and with
the intention of expanding its export
market, India began negotiations for
principle agreements as a possible
step towards comprehensive eco-
nomic cooperation agreements (CE-
CAs), which cover an FTA on goods
(zero customs duty regime within a
fixed timeframe on items covering
substantial trade, and a relatively
small negative list of sensitive items
with no or limited duty concessions),
services, investment and identified
areas of economic cooperation. CE-
CAs, in a way, involve ‘deeper inte-
gration’ at the regional level.

The FTA spree
FTAs are the new pillars of India’s
economic diplomacy. Having real-
ized that FTAs are a sine qua non for
the country’s economic develop-
ment, India has drawn an ambitious
agenda for negotiating trade and eco-
nomic cooperation agreements with
countries ranging from those in the
Far East to those in Latin America
and the EU.

India has signed bilateral FTAs
with Sri Lanka (1999), Thailand
(2004) and Singapore (2005), all of
which are operational. All the seven
member countries of the South Asian

trade agreements

Asian countries were faithful adherents of multilat-
eralism till nearly the turn of the millennium, and
thus were slow to respond to the global trend of
regionalism, though in the past there were some spo-
radic efforts towards some sort of regional econom-
ic cooperation in Asia. In the 1970s, the Bangkok
Agreement (1975) and the Asian Clearing Union
(1974) were formed mainly through the initiatives
of the United Nations Economic and Social Com-
mission for Asia and the Pacific (ESCAP) initiatives.
The Bangkok Agreement covered the exchange of
tariff concessions among five member countries, viz.,
Bangladesh, India, Lao PDR, South Korea and Sri
Lanka. In 2000, China also joined the Bangkok
Agreement. Seven members—Bangladesh, India,
Iran, Myanmar, Nepal, Pakistan and Sri Lanka—
formed the Asian Clearing Union.

It is generally agreed, however, that these expe-
riences have not been very successful. Over the past

few years, Asian countries have also recognized
the potential of regional economic integration and
have started taking steps to benefit from it. Besides
sub-regional attempts in the frameworks of
ASEAN, 1967, SAARC, 1985 and BIMSTEC, 1994,
a number of initiatives for broader economic inte-
gration are underway to push the agenda of re-
gional economic integration. Besides deepening the
sub-regional cooperation among its 10 member
states, ASEAN has also served to bring major Asian
countries, viz., Japan, China, South Korea and In-
dia, together as summit-level dialogue partners
that meet annually at ASEAN summits. Similarly,
the Central Asian and West Asian countries formed
ECO, 1985 while the Gulf countries initiated GCC,
1981. A complex web of the FTAs linking all these
countries and ASEAN countries is in progress and
a virtual Asian or East Asian economic communi-
ty is emerging out of this.

Asian Economic Community
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Association for Regional Coopera-
tion (SAARC) signed the Agreement
on South Asian Free Trade Area (SAF-
TA) in January 2004. Negotiations
on all aspects of SAFTA were con-
cluded and the tariff liberalization
programme came into force on 1 July
2006. An FTA with Afghanistan on
goods, services and investment is
under negotiation. Likewise, India is
also negotiating Framework Agree-
ments on CECA with the Association
of Southeast Asian Nations
(ASEAN), and under the Bay of Ben-
gal Initiative for Multi-Sectoral Tech-
nical and Economic Cooperation
(BIMSTEC), the Southern Common
Market (MERCOSUR), the South Af-
rican Customs Union (SACU), and
the Gulf Cooperation Council (GCC).
Besides these, Joint Study Groups
have also been set up for FTA feasi-
bility with respect to China, Chile,
Indonesia, Japan, Malaysia, South
Korea and other countries.

IBSA Dialogue Forum
In June 2003, the foreign ministers of
Brazil, India and South Africa met
in Brasilia to form the India-Brazil-
South Africa (IBSA) Dialogue Forum.
The purpose of this initiative was to

support political consultation and
coordination as well as strengthen
cooperation in sectoral areas, and to
improve economic relations. In this
way, the Forum also aims to strength-
en South-South cooperation. Besides
promoting the convergence of PTAs,
it is also trying to extend economic
relations and involve other MERCO-
SUR and SACU members.  MERCO-
SUR already has PTAs with both In-
dia and SACU, whereas a Frame-
work Agreement between India and
SACU was finalized at the end of
2004, with negotiations for a PTA
under way.

The Asian perspective
The Asian region has a distinct iden-
tity shaped by history and cultural
exchanges over several centuries.
There have been vibrant flows of
goods and services as well as labour
and capital among Asian countries
sustained over several centuries. In
ancient times, the famous silk routes
provided the channels for such ex-
changes. Marco Polo’s tales are just
one of many such descriptions. Dur-
ing the 19th century, the colonial
powers provided the framework for
extensive and liberal trade within

Asia in goods and services as well
as massive movements of labour and
capital. Assisted by Japan’s rise,
trade was brisk. Even during the first
half of the 20th Century, the intra-
regional trade ratio was over 50 per-
cent.2 Along with trade, there was a
vibrant exchange of ideas. Chinese
scholars visited India and vice ver-
sa. Ideological influences did spread
across nations, binding them in ties
of religion. Hinduism, and with it the
art of governance of Chanakya,
found its way to much of Indonesia,
Malaysia and Thailand. The sweep
of Buddhism is also well known. Re-
ligion has been a strong unifying fac-
tor and as religious influence start-
ed to grow, cultural ties too were
strengthened. Pagan, Borobudur and
Angkor Wat are only a small testi-
mony to the vast trading and cultur-
al network that Asia had during an-
cient times.3

For more than 50 years, Asia has
been witnessing regionalism for
greater economic and political co-
operation, albeit extremely slowly.
A number of initiatives have been
taken at the sub-regional level (See
the box on page 24). Before the late
1990s, the political factors that pro-

trade agreements

Country

India

Pakistan

Sri Lanka

Bangladesh

Bhutan

Nepal

Maldives

Afghanistan

GSTP

—

—

—

—

Bangkok

Agreement

—

—

—

—

—

Other PTAs/RTAs

ASEAN, Afghanistan, Bangladesh, Bhutan,

Chile, China, Egypt, GCC, Indonesia, Mauri-

tius, MERCOSUR, Nepal, SACU, Singapore, Sri

Lanka, Thailand, the EU

China, ECO, Malaysia, Mexico, Sri Lanka,

Thailand, the US

Egypt, India, Pakistan, Iran, Singapore, the US

India

India

India

—

—

SAFTA BIMSTEC

—

—

—

Note: GSTP- Generalized System of Trade Preferences

Membership of PTAs/RTAs of South Asian countries
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vided the impetus for regional inte-
gration in other parts of the world
were largely absent in Asia. How-
ever, Asian countries have now be-
come very active in deepening ex-
isting sub-regional agreements, and
the sub-regional groupings are in-
tegrating with each other through a
variety of mechanisms, including
‘framework’ FTAs, bilateral FTAs,
and a new sub-regional FTA, BIM-
STEC, that provides an interface for
South and South-East Asian inte-
gration.

The proliferation of FTAs is the
clearest evidence of Asian countries’
desire to forge closer economic rela-
tionships. The growing importance
of CECAs indicates that such agree-
ments are becoming deeper, extend-
ing to areas beyond just tariff reduc-
tion. Intra-regional trade and invest-
ment require the building up of
shared infrastructure. Many Asian
countries have joined together to de-
velop cross-border infrastructure to
lay the foundations for closer trad-
ing relationships and increased con-
nectivity among them. The Greater
Mekong sub-region is quite ad-
vanced in this endeavour. Similar in-
itiatives are under way in South Asia
and Central Asia, with exciting pros-
pects for future development. The
spirit of enhanced monetary cooper-
ation in Asia is evident from initia-
tives like the Chiang Mai Initiative
and the Asian Bond Fund having
significant potential for financing
regional investments.

Asian initiatives
There is now a growing recognition
in Asia of the importance of regional
economic integration for generating
growth impulses from within, espe-
cially in the wake of the East Asian
crisis. The notion of a Grand Asian
Family comprising all Asian nations
was formally presented at the annu-
al meeting of the Boao Forum for Asia
(BFA) in 2003 by the former president
of the Philippines, Fidel Ramos. In
April 2002, Nobel laureate economist
Robert A. Mundell predicted in his
speech at the Sun Yat-Sen Universi-
ty, Guangzhou, South China, that
Asia would have a single currency
in the near future. Now, Asian-coun-

try leaders are exploring the possi-
bility of having an Asian Economic
Community, as a distinctive bloc and
a counterweight to the proliferation
of RTAs/PTAs in other parts of the
world.

Successful experiences with re-
gional economic integration in the
industrialized countries of Europe
and North America since the mid-
1980s have also prompted South-
East and South Asian countries to
adopt economic integration strate-
gies. As per the decision taken at the
ASEAN+3 Summit held in conjunc-
tion with the ASEAN Summit in
Laos in November 2004, the East
Asian Summit (EAS) bloc was
formed in Kuala Lumpur in Decem-
ber 2005 with the objective of
launching the process of the forma-
tion of an East Asian Community
(EAC) combining the ASEAN 10,
China, India, Japan and South Ko-
rea, and possibly Australia and New
Zealand. The formation of EAS
could have far-reaching implica-
tions for promoting broader region-
al cooperation in Asia. It provides
the leaders of the largest and the
most dynamic economies of Asia a
much-needed annual forum for di-
alogue, which would, in the course
of time, take steps towards realiz-
ing the vision of an Asian Econom-
ic Community.

BFA was launched at Boao in
Hainan province of China in 2001
as a pan-Asian forum. The
ASEAN+3 (China, Japan and South
Korea) announced, at the Asian De-
velopment Bank (ADB) Annual
Meeting in Hyderabad, May 2006,
that they would consider a single
Asian currency similar to the Euro.
ADB has been keen on the creation
of an Asian Currency Unit to bring
about monetary stability, spur re-
gional economic growth and even
out disparities. Hence, a key priority
consideration for a future EAS and
BFA would be to create an Asia-wide
FTA as a framework agreement coa-
lescing and consolidating all mutu-
al FTAs, including ECO comprising
10 Central and West Asian countries
and GCC comprising six Gulf coun-
tries.

In addition to these regional eco-

trade agreements

nomic cooperation initiatives, South
Asian countries are actively engaged
in entering into bilateral FTAs
among themselves (See the table on
page 25). Apart from SAFTA, these
South Asian countries are now mak-
ing accelerated efforts to form or be-
come members of several PTAs/
RTAs. The three bigger countries,
viz., India, Pakistan and Sri Lanka,
are engaged in forming bilateral/
plurilateral FTAs. While India, as ex-
plained above, is engaged in sign-
ing FTAs with countries in Asia, Af-
rica, Europe as well as Latin Ameri-
ca, smaller South Asian countries
such as Bangladesh, Bhutan, the
Maldives, Nepal,  and, the newest
member of SAARC, Afghanistan
have an FTA with India only. Thus,
FTAs, barring those with India, are
not gaining much ground in South
Asia.

All these trends of regional and
bilateral trading initiatives indicate
that countries in South Asia are vig-
orously pursuing options to use
trade as a means of sustained
growth and development. It is, how-
ever, a formidable task for them to
use these trading arrangements in
their interest, as such RTAs and
BTAs have complex areas as well
as issues in their ambit. It demands
them to demonstrate a higher level
of ‘political willingness and eco-
nomic commitment’ to implement
broad and comprehensive trade re-
form measures at both national and
regional levels. 

The author is Associate Professor,
Department of Economics, University
of Rajasthan, Jaipur and Fellow,
CUTS-International, Jaipur, India.

Notes

1 Bilateral agreements are defined as an
RTA with two members. See World Bank
(2005, 30).

2 Kumar, N. 2005. A Broader Asian
Community and a Possible Road Map.
Economic and Political Weekly  40
(36): 3926–3931.

3 Shankar, V. 2004. Towards an Asian
Economic Community: Exploring the
Past. In Towards an Asian Economic
Community: Vision of a New Asia, ed.
Nagesh Kumar, 13–42. New Delhi and
Singapore: RIS and ISEAS.



Vol.4, No.1, 2008 • Trade Insight • 27

South Asia is among the most vul
nerable regions in the world in

terms of the anticipated impacts of
global climate change. Such vulner-
ability may take effect by way of re-
ceding Himalayan glaciers as well
as the submergence of several low-
lying areas in the region. In fact, the
melting of ice in the Himalayas that
has already taken place in the last
few decades is very often attributed
to climate change. Climate change,
however, is not an issue that con-
cerns South Asia only; it is a truly
global issue.

Climate change is crucially linked
to the way production, consumption
and trade take place not just in a na-
tional economy but the entire global
economy. It is natural that the last
decade of the preceding century saw
the adoption of the two most impor-
tant global agreements till date, the

Marrakesh Agreement Establishing
the World Trade Organization and
the Kyoto Protocol dealing with cli-
mate change. Unfortunately, both did
not receive equal importance. While
the World Trade Organization
(WTO) framework constitutes a bind-
ing agreement, the Kyoto Protocol is
not of the same nature. To make mat-
ters worse, the United States (US), the
biggest economic power as well as
the biggest climate change-causing
greenhouse gas emitter, have not rat-
ify the Protocol.

Environment is now a part of the
WTO agenda as well, though it was
opposed by most developing coun-
tries on the ground that trade can
promote growth which is necessary
to protect and promote environment.
Trade measures to protect environ-
ment can affect this growth process.
However, even if this is true, climate

change is something that cannot be
addressed by the economic growth
process alone just because people
will demand better environment.
First, its impacts may not be felt in
the local environment. Second, its
impacts are not going to be felt even
in the lifetime of the current genera-
tion. Even so, climate change is hard-
ly a concern in the WTO’s trade and
environment agenda. It is more of a
market-access agenda and the envi-
ronmental objective is wished to be
achieved through the liberalization
of trade in environmental goods and
services. It is obvious that while
some of the existing WTO provisions
such as rules on subsidies and tar-
iffs threaten climate change mitiga-
tion efforts at national levels, the
spread of climate-friendly technolo-
gies may be obstructed by the intel-
lectual property rights regime under
the Agreement on Trade-Related As-
pects of Intellectual Property Rights
(TRIPS) rather than by trade barri-
ers.

It is thus quite obvious that much
cannot be expected from the WTO in
terms of promoting rules that can
contribute to climate change mitiga-
tion. It is also quite well known now
that the Kyoto Protocol itself cannot
achieve its desired objectives, partic-
ularly with respect to commitments
made by nations in terms of reduc-
ing emissions up to the year 2012.
The post-2012 arrangements under
the Kyoto Protocol thus assume crit-
ical significance.

T R A D E  A N D  C L I M A T E  C H A N G E

Regional efforts to address the challenges of climate change in South Asia can be more
effective than isolated national efforts and such efforts can take the form of  greater
cooperation on trade, transit and energy.

 Nitya Nanda

What can South Asia do?

climate change
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Nevertheless, the South Asian
countries may do their bit in mitigat-
ing climate change at their national
levels as well as collectively at the
regional level. In fact, regional efforts
can be more effective than isolated
national efforts. Such efforts can take
the form of greater cooperation on
trade, transit and energy.

Though trade can help reduce
emissions through diffusion of cli-
mate-friendly technologies and great-
er efficiency in energy use, trade it-
self involves transportation, causing
the emission of greenhouse gases.
For example, a study found that in
the European Union (EU), emissions
from all sources are more or less sta-
ble or falling, but in the transporta-
tion sector, it is increasing signifi-
cantly. It is also estimated by the EU
that, by 2020, emissions from ship-
ping will be more than from all other
sources combined. Greater trade co-
operation within South Asia can re-
duce long-distance trade, which can
be helpful in reducing greenhouse
gas emissions due to shipping. It is
also noteworthy that some of the
trade between India and Pakistan
takes place not directly but through
the United Arab Emirates. Similarly,
a part of the trade between India and
Bangladesh is transited through Sin-
gapore.

Better transit facilities within the
region can also go a long way in this
regard. One particular issue of inter-
est is the transit facilities for India’s
northeastern states through Bang-
ladesh. Currently, transit takes place
through a longer and circuitous
route that involves greater use of fos-
sil fuels, and hence emissions.

The most important step that
South Asian countries can take is to
prompt greater use of renewable en-
ergy through regional trade and co-
operation in energy. Apart from ad-
dressing climate change concerns,
this also makes tremendous econom-
ic sense as the region as a whole has
very little reserves of fossil fuels and
imports of such fuels are quite large,
causing trade imbalance in all the
countries of the region.

Fortunately, the region is far bet-
ter endowed in terms of renewable
energy potential. Globally, the poten-
tial for hydroelectricity generation is
about 13,000 TWh per year, of which
about 1,083 TWh (about 8 percent) is
in South Asia. The region has, how-
ever, been able to create an installed
hydroelectric capacity of 44,847 MW,
which is just about 7.5 percent of the
potential capacity (See the table).

Among the South Asian coun-
tries, Sri Lanka has almost exhaust-
ed its potential capacity. The poten-

tial capacity in Bangladesh is quite
low and it cannot do much. Howev-
er, tapping the unutilized potential
would be relatively easier in Nepal,
Bhutan and Afghanistan as their
current utilization levels are very
low. These are also the countries in
the region that can generate surplus
electricity only through hydropow-
er. For example, the current installed
capacity in Bhutan is less than 1,000
MW as against the potential of about
30,000 MW. Yet Bhutan is the only
country in the region to have substan-
tial surplus in capacity and genera-
tion.

India, on the other hand, has al-
most half of the potential hydroelec-
tric capacity of the region, yet the to-
tal potential cannot even satisfy the
current level of demand. Pakistan is
in a better situation but its potential
is not enough to satisfy its entire de-
mand in the long run. Thus, it ap-
pears that Afghanistan, Bhutan and
Nepal can have substantial surplus
electricity generated from hydropow-
er alone, which can be exported to
other countries in the region.

Hydropower contributes more
than 13 percent to gross domestic
product and about 80 percent in ex-
port earnings in Bhutan. It also
brings almost half of the government
revenue critical for improvements in

climate change

Afghanistan

Bangladesh

Bhutan

India

Nepal

Pakistan

Sri Lanka

South Asia

Installed capa-

city (2006)aMW

392 (2.1)

230 (29.7)

978 (3.3)

34,391 (11.4)

590 (1.3)

6,494 (16.2)

1,772 (88.6)

44,847 (7.5)

Annual generation

potentialTWh/Yr

55

2

70

660

158

130

8

1,083

Actual genera-

tion (2004)bTWh

1 (1.8)

1 (50.0)

3 (4.3)

85 (12.9)

2 (1.3)

26 (20.0)

3 (37.5)

121 (11.2)

Potential

capacityMW

18,400

775

30,000

301,000

44,000

40,000

2,000

601,775

Untapped poten-

tial capacityMW

18,008

545

29,022

266,609

43,410

33,506

228

556,928

a Figures in parentheses are percentage of potential capacity
b Figures in parentheses are percentage of annual generation potential

Source: Estimations based on various sources.

Hydroelectricity potential and utilization
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health and education. No wonder,
King Wangchuck of Bhutan once
said, “Water is to us what oil is to
the Arabs.” The Bhutanese success
story can easily be replicated in Af-
ghanistan and Nepal, which can use
‘hydro dollars’ to bring roads, elec-
tricity, drinking water, health clin-
ics and schools to the countryside,
and fight poverty.

South Asia has reasonably good
potential in other renewable energy
sources such as solar and wind pow-
er too. The region’s potential for wind
power is estimated to be in the range
of 150,000–200,000 MW, mainly in
India, Pakistan and Sri Lanka. Only
a fraction of this is being utilized, that
too mostly in India. The installed
wind power capacity in India stands
at about 7,000 MW, the highest in
Asia. India has also developed good
manufacturing capability in wind
power generators and is exporting
to several countries.

Similarly, South Asia has huge
potential in solar energy, estimated to
be more than 300,000 MW. Apart from
India and Pakistan, Afghanistan and
Nepal also have potential in solar
energy. But the current utilization is
extremely low. Here also, India is
much ahead of its neighbours in so-
lar power generation and the devel-
opment of solar power technology
and products. India is in fact one of
the pioneers of the world in some so-
lar technologies. Other South Asian
countries can benefit by collaborating
with India on such technologies. This
is another area where countries in the
region can benefit from sharing expe-
riences with one other.

Another energy source that can
be an area of cooperation is biomass.
Though this source is getting
stretched due to increasing energy
demand in rural areas, it will remain
easily available in significant quan-

tities and may remain the most eco-
nomical and feasible alternative in
rural and remote areas. However,
the way it is used in South Asia is
quite inefficient and hence causes
high emissions. Though once the
major source of energy everywhere,
developed countries abandoned
these sources in favour of fossil fuel,
in the process of development. As a
result, improving the efficiency of
biomass-based energy use never got
adequate attention in the developed
world. India has worked to make
this source more efficient and clean-
er. Today, India is the pioneer in the
field, particularly in biogas, gassifi-
er and cookstoves. However, there is
a significant scope for further im-
provement in technology in this
area. India can share this technolo-
gy with its neighbours, which will
be useful for them. Regional cooper-
ation can also be useful to promote
research for further development of
these technologies.

An integrated regional electrici-
ty grid with trading arrangements
among the countries can improve ef-
ficiency in the entire region. Even if
most countries in the region have
excess demand for electricity, there
can still be trade in it. Trade occurs
even in such situations because it re-
duces the distance between the
points of production and consump-
tion, and thereby reduces transmis-
sion losses. This is the reason that
several countries, including the US,
Canada, France, Germany and Swit-
zerland are all among the top export-
ers as well as importers of electrici-
ty. South Asia, where transmission
and distribution losses of electricity
are among the highest in the world,
will do well to take a regional coop-
eration approach. Such an approach
will not only help mitigate climate
change but also make immense eco-

climate change

nomic sense in an energy-starved
region like South Asia.

Similarly, a network of gas pipe-
lines connecting all the countries in
the region can promote the use of
natural gas, which is much cleaner
compared to other fossil fuels.
Though the reserves of natural gas
may not be enough in the region, they
may be accessed from West Asia,
particularly Iran, Central Asia and
Myanmar, if an integrated network
is developed. Such possibilities have
been discussed in the region for quite
long, but there has not been enough
progress. The countries in the region
need to act proactively on this issue.

Negotiations have been going on
between India and Pakistan on the
possibility of power trading and a
gas pipeline from Iran and Central
Asian countries passing through
Pakistan. Given the demand and
supply situations in South Asia, it is
rational to believe that trade in pow-
er and gas will be mutually benefi-
cial. There has also been some
progress on cross-border infrastruc-
ture projects—such as the recently
signed Memorandum of Understand-
ing for transmission lines between
India and Nepal, and the agreement
for an interconnecting submarine
electricity cable between Sri Lanka
and India. A recent study has also
found that it is viable for Bang-
ladesh to import electricity from In-
dia. Nevertheless, these efforts are
insignificant given the potential
threat from climate change and the
region has a long way to go to reap
economic and climate benefits
through greater cooperation on
trade, transit and energy. 

The author is Fellow, Centre for
Global Agreements, Legislation and
Trade, The Energy and Resources
Institute (TERI), New Delhi.

A network of gas pipelines connecting all the countries in the South
Asian region can promote the use of  natural gas, which is much cleaner compared

to other fossil fuels
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Most free trade agreements
(FTAs) tend to be self-con-

tained. Generally, an FTA provides
a mechanism for the resolution of
disputes arising from the implemen-
tation of various obligations of the
parties under it. The Agreement on
South Asian Free Trade Area (SAF-
TA) is no exception to this general
trend.

The dispute settlement provi-
sions of SAFTA appear rudimentary
and something like a ‘work-in-
progress’. It appears to adopt some
of the commonly seen dispute settle-
ment provisions of some recent FTAs
such as the US-Singapore FTA, al-
though the detailed formalities are
yet to be worked out.

SAFTA provides for a specific
dispute settlement mechanism with
a specific time table. Bilateral consul-
tations shall be held within 30 days
upon a request made by any of the
members. If disputes cannot be set-
tled through bilateral consultations,
the matter will be referred to the Com-
mittee of Experts (COE) for its recom-
mendation within 60 days. COE

 James J Nedumpara

The SAFTA dispute settlement mechanism can be expected to
deliver diplomatic solutions rather than per se legal solutions to
trade issues.

may consult with a panel of experts
for peer review. The Agreement pro-
vides for each member to nominate
up to four experts. Any decision of
COE can be appealed to the SAFTA
Ministerial Council (SMC), the apex
decision-making body, within 60
days. The decision of the SMC will
be final.

Ad hoc nature
Although some of these timelines
seem specific, the dispute settlement
mechanism under SAFTA is in fact
quite ad hoc. In some ways the SAF-
TA mechanism mirrors the World
Trade Organization’s (WTO) dis-
pute settlement mechanism minus its
rigours—at least with regard to mak-
ing consultation requests, referral of
the matter to a committee or panel of
experts, appeal provision, etc. But the
WTO dispute settlement mechanism
is widely known for its ‘automatici-
ty’, while in the case of SAFTA, the
whole mechanism appears to be
more conciliatory/diplomatic or
even ad hoc in nature. Under the
WTO, once a panel is appointed, the

matter is likely to progress on estab-
lished legal principles with set time-
lines. By contrast, the SAFTA frame-
work for dispute settlement existing
as of now does not indicate the trap-
pings of a formalistic legal mecha-
nism. It is not even clear within how
much time a dispute should be set-
tled and the guiding principles that
should be followed by COE in set-
tling disputes.

An interesting aspect of the SAF-
TA dispute settlement process is the
availability of the appeal process.
Article 20 of the Agreement states
that all the decisions of COE can be
appealed to SMC. SMC is akin to the
Ministerial Conference of the WTO
composed of the Commerce or Trade
Ministers of the Member countries.
In the WTO, the Ministerial Confer-
ence is considered to be a high-level
decision-making body and is not ex-
pected to discuss routine matters,
unless the membership makes a spe-
cific demand. However, in the case
of SAFTA, SMC will have to hear
appeals even on the decisions of
COE. The very fact the SMC is sup-
posed to meet only once in a year
weakens the role of such an appeal
mechanism. It cannot be expected of
the SMC to meet at short notice for
settling a relatively inconsequential
dispute.  For instance, if a dispute
relating to the imposition of a safe-
guard measure is brought before the
SMC under the appeal process, it is
highly unlikely that the SMC will
have either the time and/ or exper-
tise to deal with such matters. In fair-
ness, all such matters which involve
the legality of certain trade mea-
sures should be left to the decisions
of independent experts who should
be willing to meet as and when there
is a need. Further, all appeal mat-
ters should be heard in an expedi-
tious manner, say within a time limit
of 60 days. It is not advisable to em-

Dispute Settlememt
under

dispute settlement

The dispute settlement provisions of  SAFTA appear rudimentary and something like a
‘work-in-progress’; it appears to adopt some of the commonly seen dispute settlement
provisions of some recent FTAs such as the US-Singapore FTA
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power SMC to deal with such mat-
ters.

As of now, the dispute settlement
provisions of SAFTA are quite skel-
etal with the detailed procedures yet
to be drawn up. Therefore, it could
be argued that SAFTA came into ex-
istence without putting in place an
effective mechanism for the settle-
ment of disputes. For instance, it was
reported that India wanted to raise
an issue regarding the publication
of a positive list of items to be im-
ported by Pakistan from India un-
der the trade liberalization pro-
gramme of Pakistan at COE. But the
mechanism available at present is
simply not equipped to resolve such
politically sensitive issues. Wheth-
er a Member country will oblige the
recommendations of COE is in itself
a moot question. Therefore, in the ab-
sence of an overriding compulsion to
comply with the recommendations of
COE, SAFTA members are still ‘free’
to take recourse to unilateral measures
in response to certain stands taken
by other member countries.

It is thus imperative that the mem-
bers elaborate the provisions of the
dispute settlement mechanism under
SAFTA at the earliest. Any delay in
fine-tuning it could possibly derail
the tariff liberalization programme
under SAFTA.

Questionable efficacy
However, there is a different view on
the efficacy of the dispute settlement
provisions of such regional trade
agreements. There is a school of
thought that a specific dispute set-
tlement arrangement in a regional
agreement can potentially lead to
conflicts with other dispute settle-
ment arrangements to which one or
more members are parties. At the
multilateral level, the WTO Dispute
Settlement Understanding (DSU) pro-
vides for a binding settlement of dis-

putes and virtually governs all mat-
ters related to the movement of goods
and services.

For instance, Brazil had a dis-
pute with Argentina over the impo-
sition of anti-dumping duties on
poultry. Aggrieved by the measure,
Brazil had earlier brought an action
against Argentina under the dis-
pute settlement system of Southern
Common Market (MERCOSUR).
Subsequently, Brazil brought a dis-
pute against Argentina before the
WTO. Despite Argentina’s objection,
the WTO panel went ahead with the
proceedings.

Similarly, Mexico requested a
WTO panel to refrain from exercis-
ing jurisdiction over a dispute with
the United States involving a tax on
soft drinks made with high fructose
corn syrup (HFCS) on the ground
that the issues should be resolved
in a North American Free Trade
Agreement (NAFTA) Chapter 20
proceeding initiated by Mexico.
However, the WTO panel and ap-
pellate body decided the case hold-
ing that they had no authority to de-
cline to exercise jurisdiction. There-
fore, in sum, WTO panels will have
jurisdiction to try a matter which is
already a subject matter of SAFTA
COE.

In view of the exclusivity of the
WTO dispute settlement process (see
Article 23 of the DSU), any substan-
tive matter between any SAFTA
members could possibly be settled
only under the WTO. In practice, this
general position of law is helpful to
economically less powerful nations.
For instance, Bangladesh found an
acceptable solution in relation to an
anti-dumping action by India
against lead acid batteries from Bang-
ladesh (WT/DS 306). It is difficult to
conceive whether a regional frame-
work could have offered any better
or more expeditious solution to Bang-

ladesh, assuming that trade reme-
dies can be a subject matter under
the SAFTA dispute settlement provi-
sions. First of all, COE is unlikely to
receive the same legitimacy and ac-
ceptance as that of a WTO panel,
which is considered to be thorough,
objective and highly rigorous. Fur-
thermore, chances of compliance
with a WTO panel/appellate body
ruling seem higher.

Conclusion
The SAFTA dispute settlement
mechanism can, therefore, be ex-
pected to deliver diplomatic solu-
tions rather than per se legal solu-
tions to trade issues, which by itself
is not a bad thing. One cannot ex-
pect the SAFTA dispute settlement
mechanism to be as robust and de-
tailed as, for instance, the NAFTA
dispute settlement provisions. The
NAFTA dispute settlement mecha-
nism took effect once the Member
countries realized that the system
was mature enough to accept deep
commitments. The same cannot be
said about SAFTA.

It is fair to say that, what is of con-
cern to SAFTA is to ensure that the
commitments undertaken by the
members are implemented. If there is
a failure even in meeting the initial
obligations such as tariff reductions
envisaged under the Agreement, it is
hard to believe that a COE could func-
tion meaningfully. Dispute settle-
ment mechanisms can be helpful
only in cases where the parties have
first implemented their initial and
substantive obligations; thereafter,
the parties can take recourse to dis-
pute settlement mechanisms to iron
out minor differences. 

The author is General Manager,
Reliance Industries Limited, Mumbai,
India.

dispute settlement

It is imperative that the South Asian countries elaborate the provisions of the dispute
settlement mechanism under SAFTA at the earliest; any delay in fine-tuning it could
possibly derail the tariff liberalization programme



32 • Trade Insight • Vol.4, No.1, 2008

WEAKER ECONOMIES

Countries that form a regional
trading arrangement (RTA) are

usually heterogeneous as reflected in
their size and economic structure,
among others. The varied character-
istics of members greatly influence
their gains from RTAs. Countries
under the Agreement on South Asian
Free Trade Area (SAFTA) also point
towards a scenario of unequal dis-
tribution of potential gains from the
RTA. While all SAFTA members are
low-income developing countries,
four of them, viz., Bangladesh, Bhu-
tan, the Maldives and Nepal, are
least-developed countries (LDCs).
Therefore, to what extent these rela-
tively weaker economies can benefit
from SAFTA is an important ques-
tion.

Research and analyses on the rel-
ative gains to individual members
indicate a high probability that in an
RTA involving only low-income
countries, the poorest members will
lose.1 This outcome is ingrained in
the comparative advantage of mem-
bers relative to each other within the
RTA and to the rest of the world as a
whole.2 For  example, consider the
relative comparative advantages of
Bangladesh and India in manufac-
turing. Most people would consider
that India has a comparative advan-
tage relative to Bangladesh, but not
relative to the world. Under SAFTA,
given the comparative advantage,
India will export manufactured
goods to Bangladesh and tariff pref-
erences exchanged within the trad-
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ing bloc can result in trade diversion
for Bangladesh as some of the man-
ufactures previously imported from
the rest of the world will be replaced
by supplies from India. But for In-
dia, there are gains since it exports
to Bangladesh under protection from
competition with the rest of the
world.

Let us also consider Bangladesh
as an unskilled labour-abundant
country and thereby having a com-
parative advantage in labour-inten-
sive items such as readymade gar-
ments, as reflected in its exports to the
rest of the world. Considering Bang-
ladesh also has comparative advan-
tage in garment making relative to
India,  the situation becomes such that
India has comparative advantage in
manufacturing in general relative to
Bangladesh and not to the rest of the
world. However, Bangladesh enjoys
comparative advantage in garment
making relative to both India and the
rest of the world. In such a case, Bang-
ladesh’s garment exports to India will
be trade creating as the latter actually
imports from the least-cost supplier.
However, for Bangladesh, there will
be trade diversion as Indian suppli-
ers will replace imports from the rest
of the world.

The source of such gains is, how-
ever, different in the case of multilat-
eral trade liberalization. The prima-
ry source of gains from multilateral
trade liberalization is the reduction
of home tariffs, while for RTAs, it is
the reduction in tariffs by others.3   It

is likely that advanced developing
members of SAFTA such as India will
increase their exports to weaker econ-
omies once the regional preferences
have been exchanged. The increase
in the imports from Members
amounts to trade diversion. In this
example, while exporting countries
will gain by receiving a better price
in the markets of weaker members,
the latter will lose more than what
the former gain. This may be due to
exporting countries’ additional
transfers resulting from increased ex-
ports, which are more expensive
compared to the imports they re-
place.4

The small volume of regional
trade within SAFTA raises the po-
tential for large trade diversions.
About 20 percent of Bangladesh’s
and more than half of Nepal’s im-
ports originate from developing
countries within SAFTA, mostly In-
dia. The other important factor for
trade diversion is the relatively high
most-favoured-nation (MFN) tariffs
in Bangladesh and Nepal. The high-
er the MFN tariffs the more competi-
tive advantage it provides to mem-
bers to cause trade diversions. A re-
cent simulation exercise shows that
a SAFTA scenario of 100 percent tar-
iff cuts by members lead to a net-wel-
fare loss of US$184 million for Bang-
ladesh. However, when Bangladesh
cuts it MFN tariffs by 50 percent
along with the full tariff liberaliza-
tion for SAFTA members, it stands to
gain US$84 million.5

SAFTA

Issues for

The existing literature and empirical evidence suggest that weaker economies within a South-South
RTA are likely to lose out irrespective of whether the regional arrangement on the whole is welfare-
enhancing or not.
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There have been suggestions for
SAFTA members to reduce MFN tar-
iffs significantly. The relatively weak-
er economies find this option diffi-
cult. They recognize the need for pro-
viding protection to some of their
domestic industries and are also de-
pendent on the ensuing tariff reve-
nues. It is true that if tariff conces-
sions are given to advanced mem-
bers, the revenue losses cannot be
prevented. However, opening up to
the region only could lead to signifi-
cant competitive pressure for the do-
mestic industries, particularly when
countries such as India and Pakistan
have a well-developed manufactur-
ing base and mimic most of the prod-
uct ranges supplied from the rest of
the world.

The perceived need for support-
ing the domestic industries, along
with the urgency of protecting tariff
revenues, has resulted in sensitive
lists, products under which are not
subject to tariff liberalization. Along
with LDC members, developing
members too have put a large num-
ber of items on their sensitive list.
Around 25 percent of Harmonized
Tariff Schedule (HTS) of Bangladesh
and Nepal are on their sensitive lists,
while the corresponding figures for
India and Pakistan are 14 percent
and 23 percent, respectively.6 As the
export baskets of LDC members lack
diversity, even a small number of
goods on the sensitive list will reduce
their gains from regional trade.7 Be-
sides, the issue of non-tariff and para-
tariff barriers is also prominent for
South Asia.

SAFTA is built on trade in goods,
though services can also lead to trade
creation. South Asian countries, par-
ticularly India, are likely to have a
clear comparative advantage in ser-
vices trade over the rest of the world.
Opening up areas such as health, ed-
ucation, tourism, information tech-
nology, and non-tradable services
such as electricity generation and
cross-border transmission can also
lead to welfare gains for the weaker
economies.

Much of the services trade involv-
ing education and health takes place
through informal channels and lib-
eralization in such sectors will en-

hance consumer welfare with the
scope of trade diversion being ex-
tremely low. Most South Asian coun-
tries are endowed with natural cir-
cumstances ideal for tourism. Bhu-
tan, India, Nepal and Sri Lanka, in
particular, are popular tourist attrac-
tions, and an effective and extended
regional cooperation may result in
large gains, including for Bang-
ladesh where tourism is not a signif-
icant sector.

Another potential area of cooper-
ation is transit trade. While transit
through Bangladesh will help inte-
grate North-Eastern Indian provinc-
es well into the Indian economy, for
landlocked countries like Bhutan
and Nepal, access to ports in Bang-
ladesh through Indian territory can
promote trade. Geographical loca-
tion is now considered to be an im-
portant determinant of internation-
al trade and for landlocked countries
transport costs have been shown to
be excessively high, thereby under-
mining their trading potential.

It is often argued that enhanced
SAFTA cooperation will lead to the
flow of investment from relatively
strong economies to weaker ones.
However, it needs to be pointed out
that if the relatively advanced devel-
oping country suppliers can make
supplies available to the regional
centres by producing goods from
their own countries, investment flow
may not necessarily take place. Also,
within the region, there could be a
bigger tendency of investment being
concentrated in places traditionally
known to be commercial centres, par-
ticularly when wages in different
South Asian countries do not differ
much. This is true both in the case of
investment flows originating within
the region as well as from outside
South Asia. There are empirical find-
ings suggesting that regional integra-
tion attracts foreign direct invest-
ment, but the benefits are unlikely to
be distributed evenly.8

To sum up, the existing literature
and empirical evidence seem to sug-
gest that weaker economies within a
South-South RTA are likely to lose
out irrespective of whether the re-
gional arrangement on the whole is
welfare-enhancing or not. In the case
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SAFTA

of SAFTA, as it stands today, it can
be argued that it probably remains a
paradoxical means for achieving
development for the weaker econo-
mies in the region. 
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Economic Affairs Division,
Commonwealth Secretariat, London,
United Kingdom. Views expressed are
personal.
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The Agreement on Textiles and
Clothing (ATC) of the World

Trade Organization (WTO) set up a
transitional mechanism in 1995 for
phasing out quotas for trade in tex-
tiles and clothing (T&C) by the end
of 2004. The objective of implement-
ing this Agreement within the rules-
based multilateral trading system
was to liberalize global T&C trade
through the elimination of quota re-
strictions being maintained under
the Multifibre Arrangement. The ex-
piry of ATC beginning 1 January
2005 thus resulted in a fierce compe-
tition among T&C exporting devel-
oping countries. However, not all
T&C exporting developing and least-
developed countries benefited from
such liberalization initiative in the
post-ATC period.

As soon as T&C quotas were fully
abolished, Nepal, a landlocked and a
least-developed country that was de-
pending extensively on quota ‘rents’
for T&C exports since the mid-1980s,
started to witness a rapid decline in
its export share in the world market.
Between 2003/04 and 2004/05, to-
tal ready-made garment (RMG) ex-
ports contracted by 35 percent.1 The
decline in RMG exports forced most
RMG entrepreneurs and manufac-
turers to close their business. In 2001,
when the RMG export of Nepal was

at its peak, there were 212 industries
that were exporting RMG but the
number of such industries declined
to 138 in 2004 and less than 30 in
2006. The decline in exports and clo-
sure of industries further resulted in
a massive loss of jobs, rendering
about 45,000 workers  unemployed.2

Plight of women workers
The RMG sector is a crucial sector for
Nepal from the perspective of foreign
exchange earnings, entrepreneurship
development as well as employment,
including for women. Of the 50,000
workers in 2001, 45 percent were fe-
male, mostly migrants from rural ar-
eas working in Nepal’s RMG manu-
facturing hub, Kathmandu, the capi-
tal city. With a job loss of around 90
percent within a short period of time,
many women workers are now fac-
ing various human development chal-
lenges. In order to examine the depth
and severity of the implication of the
quota phase-out for Nepalese wom-
en garment workers, we conducted a
research3 along with a questionnaire
survey with 75 existing and re-
trenched women garment workers
each.

Vulnerability to HIV
The survey reveals that due to a rap-
id decline in RMG exports and clo-

sure of manufacturing units, a sig-
nificant number of women workers
lost their jobs in the RMG sector. An
alarming 51 percent of the retrenched
women workers were also facing dif-
ficulties in finding alternate jobs due
to low level of education and lack of
transferable skills.

Of the women garment workers
who were able to get new employ-
ment, while some managed to get
garment-related stitching jobs, some
others were found to be working as
domestic help. However, it is disap-
pointing that many of them had

In the post-ATC period , the issue of unemployment of women garment workers resulting in their
poor living conditions and growing vulnerability to HIV demands immediate attention and concrete

efforts at both national and international levels.

 Mona Shrestha Adhikari
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started to work in massage parlours,
cabin restaurants and dance bars—
sectors that, in Nepal, are infamous
for physical exploitation of women.
Those who had started working in
such sectors shared their bitter ex-
periences: they were forced to give
in to the exploitative demands of
their employers and customers, and
at times, they were at high risk, es-
pecially when they were subject to
sexual demands. The situation is so
desperate that some women, who
were still unemployed, revealed that
they were involved in commercial
sex too as they did not have any oth-
er option left to make a living.

These cases reveal how difficult
it is for women industrial workers
in Nepal to adjust to shocks arising
from any shift in international de-
mand or policy. These cases also ex-
pose their economic vulnerability
and the compromises they have to
make in a situation of job loss. In
addition, the physical abuse and
psychological distress they have to
endure while working in such sec-
tors, and, worse still, the pressure
to engage in commercial sex have
rendered them vulnerable to mental
trauma, sexually transmitted dis-
eases and, above all, the globally
spreading epidemic, the Human
Immunodeficiency Virus (HIV).

In Nepal, women, mostly work-
ing in massage parlours, cabin res-
taurants and dance bars, are found
to be highly vulnerable to HIV be-
cause in many instances they either
lack knowledge about preventive
measures or are ‘pressurized’ by
men into engaging in unsafe sex.
Since a majority of women garment
workers are in the age group of 21–
30 years and there is a growing de-
mand for women of such age group
in massage parlours, cabin restau-
rants and dance bars, there is a
greater possibility of more women
workers being employed in these
sectors and thus becoming highly
vulnerable to HIV.

Support initiatives
If the government does not address
the human development challeng-
es the women garment workers are
facing at present through strategic

policy interventions, the results will
be even more severe. The government
should thus make efforts to help res-
cue them from economic and social
vulnerability, including the risk of
being afflicted with HIV. The gov-
ernment may introduce social safe-
ty nets for the retrenched women
garment workers and also develop
and implement skill enhancement
schemes for ensuring their employ-
ment in productive sectors of the
economy. The policies to reintegrate
them into the economic develop-
ment process of the country are not
only crucial for women workers to
survive and compete in the labour
market but are also pivotal to reduce
gender disparity.

RMG industrialists also have a
major role to play in this process. They
should seek support from the govern-
ment as well as the international com-
munity to revive the RMG industry. If
the RMG industry revives and ex-
pands with, for example, more tech-
nological innovations, not only could
the retrenched women be re-em-
ployed but the industry could also
generate employment opportunities
for the growing number of female
workers in the labour market.

In this process, the role of the in-
ternational community, including
developed countries such as the Unit-
ed States, is also crucial. They should
provide concrete technical and finan-
cial assistance the government and
the private sector need to enhance
the competitiveness of the RMG in-

dustry. They should also guarantee
favourable market access opportuni-
ties for enabling the country to com-
pete with other RMG exporting coun-
tries in the international market.

One must realize that inclusive
employment practices and social
safety nets for marginalized and
vulnerable women are not only so-
cially important but also economi-
cally crucial. Hence, all stakehold-
ers, including international actors,
government agencies, private sector
and civil society, must make efforts
to reduce gender disparity and
quantitatively and qualitatively in-
crease the participation of women
in economic activities and decision-
making processes.

It, however, remains to be seen
whether there will be any effort from
the stakeholders concerned to ad-
dress the ever-growing human de-
velopment challenges that Nepalese
women garment workers are facing
in the post-ATC period. The lesser
the efforts to address gender dispar-
ity within the society and enable
women to benefit from trade in the
globalized era, the greater the possi-
bility of further marginalization of
women in the overall growth and
development process. 

The author is Research Fellow,
University of Warwick, United
Kingdom.
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understanding WTO

In 1985, a report published on the
future of the multilateral trading

system identified the need for trans-
parent and coherent trade policies
and regular observation by the Gen-
eral Agreement on Tariffs and Trade
(GATT) Secretariat of its member’s
trade policies. This idea was further
developed by the Negotiating Group
on the Functioning of the GATT sys-
tem. In 1988, the group convinced the
Ministerial Meeting in Montreal,
Canada to establish the Trade Poli-
cy Review Mechanism (TPRM) on a
trial basis. Later, in April 1989,
TPRM was introduced on a provi-
sional basis within the GATT. After
the provisional introduction, agree-
ment was reached to incorporate the
TPRM as a permanent part of the
World Trade Organization (WTO) in
Annex 3 of the Agreement Establish-
ing the WTO (or the WTO Agree-
ment).

TPRM is a now a review process
of the WTO. The objective of TPRM
is to contribute to improved adher-
ence by all Members to rules and
commitments made under the multi-
lateral trade agreements. This is to
be accomplished by achieving great-
er transparency in, and understand-
ing of, the trade policies and practic-
es of Members. The TPRM is intend-
ed to enable regular evaluation of in-
dividual Members’ trade policies
and practices as well as their impact
on the functioning of the multilater-
al trading system. It is not, however,
intended to serve as a basis for the
enforcement of specific obligations

T r a d e  P o l i c y  R e v i e w

Mechanism

under WTO Agreements or for dis-
pute settlement procedures, or to im-
pose new policy commitments on
Members.1

The frequency of these reviews
depends on the size of the Member
country. An individual Member’s
share in world trade is the determin-
ing factor in deciding on the frequen-
cy of the reviews. The first four trad-
ing entities so identified are subject
to review every two years; the next
16 are reviewed every four years and
other Members are to be reviewed
every six years except that a longer
period may be fixed for least-devel-
oped country Members.

The process
The three main bodies involved in a
trade policy review are the Trade

Policy Review Body (TPRB), the
Trade Policy Review Division of the
WTO Secretariat (TPRD) and the
Government of the Member under
review.

TPRB consists of those Members
who choose to participate in anoth-
er Member’s review and formally has
the responsibility to conduct the re-
view. Prior to each review meeting,
TPRB further elects two discussants
from among the Members to present
an independent assessment and
motivate debate at the meetings.
TPRD consists of a director and a
group of economists and is in charge
of research and drafting of the WTO
Secretariat reports. Occasionally,
TPRD contracts trade policy consult-
ants who assist with the drafting or
supervision of a report. The Govern-
ment of a Member under review is
represented by ministers and offi-
cials of all agencies concerned in the
review.

Trade policy reviews are based on
two documents: one prepared by the
TPRD, and the other prepared by the
Member under review.

The TPRD sends out a question-
naire on basic data and information
to the Member selected for review, 10
months prior to the review meeting.
In addition to answering the ques-
tionnaire, Members are required to
submit a Government Report. This
statement should emphasize recent
and future policy strategies and their
impact on trade including informa-
tion such as: trade policy objectives;
domestic laws and regulations gov-
erning trade policies; trade policy for-
mulation process; relevant interna-
tional agreements; and sectoral trade
policies and development. Govern-
ments are free to define the structure
and coverage of their own reports but
are encouraged to keep them short,
WTO-relevant and forward-looking,
highlighting recent trade policy de-
velopment and future policy direc-
tions and their impact on trade.2

The report prepared by TPRD is
considered to be the most important
document in the review process. This
report assembles information ob-
tained from the Member’s response
to the questionnaire as well as the
results of country visits, during

Trade Policy Review Mechanism provides WTO Members with an
opportunity to assess each others’ trade policies.

The frequency of
trade policy reviews
depends on the size

of the Member
country; an

individual Member’s
share in world trade
is the determining

factor in deciding on
the frequency of the

reviews
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which interviews and consultations
are conducted. This information is
usually supplemented by a number
of other sources including publica-
tions of agencies like the World Bank,
the International Monetary Fund, the
United Nations, development banks
and foreign governments. The WTO
Secretariat also has the discretion to
consult reports of private agencies
such as the Economist Intelligence
Unit, Europa Publications, Trans-
parency International as well as
press and other reports, either from
the Member concerned or other
sources.

Timeline and outcome
While the review process lasts ap-
proximately 10 months, the review
meeting is held over two days in
Geneva, Switzerland. These meet-
ings occupy two morning sessions
with a day for preparation in be-
tween. The first session is dedicated
to an opening statement by an offi-
cial of the Member under review, the

assessment of the two discussants
followed by questions from the par-
ticipating Members reflecting con-
cerns and challenges highlighted in
the reports. This provides the partic-
ipating Members a rare opportunity
to question the Member under review
about policies and practices directly
affecting them. The second session
is spent answering the questions
raised in the first session. These an-
swers should be arranged along the
lines of the main themes identified
by the Chairperson and, preferably,
in a written format.

The formal review process ends
with concluding remarks by the
Chairperson, after which TPRD com-
piles and releases the review report
consisting of the WTO Secretariat
report, the Chairperson’s concluding
remarks, the government report and
the minutes of the meeting.

Conclusion
TPRM provides Members with an
opportunity to assess each others’

trade policies. Moreover, the pre-
dictability and stability that such
transparency brings to the multilat-
eral trading system is an incentive
for Members to explore more trade
opportunities.

As TPRM is separate from the
compliance and dispute settlement
aspects of the WTO, its role is seem-
ingly limited to the appraisal of
trade policies.  In this context, it is
intended to provide information to
Members as well as nurture debate
among them rather than coerce any
corrective change to their trade pol-
icies. However, some commentators
regard TPRM as a conditioning ad-
vocate that facilitates corrective
change by virtue of its transparen-
cy, without having the legal author-
ity to do so. In this regard, comple-
mented by the compliance and dis-
pute settlement mechanisms of
the WTO, TPRM can be an impor-
tant tool to facilitate smoother func-
tioning of the multilateral trading
system. 

Recent trade policy reviews of select South Asian countries

CountryCountryCountryCountryCountry
Bangladesh

India

Pakistan

Sri Lanka

Date of reviewDate of reviewDate of reviewDate of reviewDate of review
13–15 September 2006

23–25 May 2007

16–18 January 2008

3–5 March 2004

Overview of trade policy reviewOverview of trade policy reviewOverview of trade policy reviewOverview of trade policy reviewOverview of trade policy review
Bangladesh has pursued prudent structural reforms in priority areas
and trade liberalization with positive results on growth and foreign
direct investment inflows. Nevertheless, development constraints
persist such as infrastructure bottlenecks, and institutional and other
policy limitations.

India’s economic performance has continued to be impressive since
2001/02. Growth has been particularly rapid since 2003/04, averaging
over 8.5 percent, This performance is largely due to unilateral trade
and structural reforms, in particular in services.

Pakistan’s economic growth has been impressive mainly as a result of its
relatively open trade and investment regimes, sound macroeconomic
policies and structural reforms that have also contributed to lower
unemployment and reduced poverty. Despite these improvements, a
complex tariff structure remains in place in some sectors.

Economic prospects appear favourable, provided that economic reforms,
particularly those aimed at reducing government intervention, are
continued. Also, export competitiveness would benefit from the
implementation of more coherent and predictable economic and trade
policies, which suffer from inconsistencies and lack of predictability.

Source: Compiled from www.wto.org
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South Asia, hosting 40 percent of
the world’s poor, had pinned

high hopes on the successful com-
pletion of the Doha Round of World
Trade Organization (WTO) negotia-
tions. The Doha Round is in limbo,
yet the region has little option but to
vigorously participate in the negoti-
ations to ensure that if and when a
deal is struck, it is not out of sync
with its interests.

South Asia in the WTO, edited by
Saman Kelegama, is a timely book
that focuses on each South Asian
country’s concerns and positions
(including those of Bhutan, a WTO
observer since 1998) on WTO issues,
taking into account the capacity-re-
lated and institutional constraints.
Experts from Bangladesh, Bhutan,
India, the Maldives, Nepal, Pakistan
and Sri Lanka have contributed a
chapter each examining, inter alia,
their respective countries’ positions
on the July Package (JP). On the ba-
sis of the country chapters, the intro-
ductory and concluding chapters
evaluate the commonalities and dif-
ferences among South Asian coun-
tries, and thus assess the feasibility
of a South Asian common position
in WTO negotiations.

Going by the often divergent con-
cerns and positions of the South
Asian WTO Members, forging a com-
mon regional position is a difficult
proposition, although an issue-
based unity, as suggested by Kelega-
ma in the introductory chapter, looks
more realistic. In agriculture, India
is pushing for the removal of domes-
tic and export subsidies, mainly in
the United States and the European
Union (EU). On the contrary, net-food
importing countries (NFICs)—the
Maldives, Nepal and Sri Lanka—
face the prospect of higher import
bills due to price rise once subsides
are scrapped. Muchkund Dubey, the
author of the concluding chapter that
exudes optimism about the possibil-

Search for South Asian
common position

ity of a South Asian common posi-
tion, does not consider this to be an
insurmountable problem. A quick fix
he suggests is that the food-deficit
countries import food from their
food-surplus neighbours. However,
as rightly pointed out by Kelegama,
this means more regional depen-
dence. One also comes across con-
tradictory information on Bang-
ladesh’s status regarding food self-
sufficiency. While the chapter on
Bangladesh states that the country
is an NFIC, Kelegama’s introducto-
ry chapter lumps it with India and
Pakistan as a country that has
achieved a “high level of food self-
sufficiency”.

The preferential treatment ac-
corded by developed countries to
certain developing countries and all
least-developed countries is another
bone of contention. India finds the
EU’s Generalized System of Prefer-
ences (GSP) ‘discriminatory’ while
Pakistan and Sri Lanka, the latter it-

self a GSP beneficiary, have reserva-
tions about the duty-free and quota-
free (DFQF) market access for LDCs
(Bangladesh, the Maldives and Ne-
pal). In fact, it was in large part due
to the vocal opposition of Pakistan
and Sri Lanka that the 2005 Hong
Kong Ministerial Declaration
pledged DFQF to LDCs on only 97
percent of tariff lines. Likewise, if In-
dia has an offensive interest in tariff
reduction, especially in textiles and
clothing, Bangladesh and Nepal face
preference erosion due to reductions
in most-favoured-nation tariffs by
developed and developing countries
alike.

Despite such conflict of interests,
there appears a clear case for a unit-
ed front to push for the dismantle-
ment of non-tariff barriers (NTBs)
that developed countries are partic-
ularly resorting to. South Asian
countries can also close ranks to
press for the elimination of tariff
peaks and escalations, as well as
‘less than full reciprocity’. Dubey
urges South Asian developing coun-
tries to back LDCs’ demand for the
operationalization of special and
differential treatment provisions in
the WTO Agreement and full DFQF
market access, as well as to accord
such treatments to the LDCs on their
own. Though a noble idea, it is easi-
er said than done. The record under
bilateral and regional trade agree-
ments, what with prohibitive sensi-
tive lists, quantitative restrictions and
NTBs, is not encouraging.

The Agreement on Trade-Related
Aspects of Intellectual Property
Rights (TRIPS) comes out as an is-
sue where South Asian countries see
eye to eye. A united push for an
amendment to TRIPS to bring it in
line with the Convention on Biodi-
versity is conceivable. The formation
of issue-based common positions is,
thus, within the realm of feasibility.
An all-encompassing South Asian
common position, however, is not,
given that the countries are poles
apart on many an issue. Even so, as
the book suggests, the deepening of
regional integration can help iron out
differences considerably and provide
an impetus to regional unity in WTO
negotiations. 

 Paras Kharel
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activities

THE Sustainable Development Policy Institute (SDPI)
held its ‘10th Sustainable Development Conference
(SDC)’ during 10–12 December 2007 in Islamabad, Pa-
kistan. The overarching theme of the SDC was Sustain-

able Solutions: A Spotlight on South Asian Research. The
SDC discussed sustainable solutions to problems con-
cerning poverty, illiteracy, mortality and morbidity, en-
vironmental degradation and disaster management,
gender inequality, insecurity, peace and history. It fo-
cused on looking at both innovative solutions and in-
digenously developed alternatives that have survived
generations of development. Altogether 65 panelists
and more than 1,000 audience from 10 countries par-
ticipated in the three-day event. An SDC anthology ti-
tled ‘Missing Links in Sustainable Development: South
Asian Perspectives’ consisting of peer-reviewed papers
from the previous conference was also launched on the
occasion. Each SDC is designed to be a forum for shar-
ing and exchanging ideas on sustainable development
among practitioners, civil society and policy makers. 

10th Sustainable Development Conference

New SAWTEE Members
AFTER close collaboration in different activities, the
Bangladesh-based Unnayan Shamannay and the Sri
Lanka-based Institute of Policy Studies (IPS) have for-
mally become the institutional members of SAWTEE net-
work. Unnayan Shamannay, established in 1994, is a
non-profit organization engaged in research, advocacy,
development and cultural learning. Unnayan Shaman-
nay has conducted many studies and organized various
programmes focusing on trade, poverty and other socio-
economic issues (visit www.shamunnaybd.org). The IPS
was established by an Act of Parliament in 1998 as an
autonomous institution designed to promote policy-ori-
ented economic research and to strengthen the capacity
for medium-term policy analysis in Sri Lanka. IPS has
functioned under the key ministries involved in economic
policy making and implementation in Sri Lanka while
enjoying considerable autonomy in setting and imple-
menting its research programme (visit www.ips.org). 

Research, Capacity Building and Advocacy
SAWTEE has initiated a new three-year regional project
titled ‘Research, Capacity Building and Advocacy on
Trade (ReCAT)’ so as to strengthen the capacity of con-
cerned South Asian stakeholders to better understand
different trade and development issues concerning bi-
lateral, regional and multilateral trade. The overall ob-
jective of ReCAT is to strengthen the capacity of different
stakeholders in South Asia to help them use trade as a
means to address their development concerns. Specific
objectives of the project include:

• help South Asian governments better implement pol-
icies and develop negotiating positions;

• create and strengthen networks and partnerships
between and among different stakeholders and their
groups both within and beyond South Asia;

• strengthen the research and advocacy capacity of
stakeholders including civil society, private sector and
the media; and

• facilitate stakeholders’ participation in the trade ne-
gotiation and policy making process.

The project is supported by Oxfam Novib (for fur-
ther information, visit www.sawtee.org). 

SAFTA and Services Trade Liberalizaiton

THE Consumer Unity & Trust Society-International
(CUTS-International) co-organized two back-to-back re-
gional seminars in Dhaka on 23 and 24 January 2008.
The seminar on ‘SAFTA and Its Implications for the
Member Countries’ was organized on 23 January in co-
operation with the Commonwealth Secretariat, London
and the South Asian Network on Economic Modeling
(SANEM).  Six papers on SAFTA were presented in this
seminar by participants from five South Asian coun-
tries. Another seminar, titled ‘Services Trade Liberal-
ization in South Asia’, was held on 24 January in coop-
eration with SANEM, Unnayan Shamannay and the
Commonwealth Secretariat. Trade experts and govern-
ment officials from Bangladesh, India, Nepal, Pakistan
and Sri Lanka, among others, participated in this
seminar. 
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