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Foreword

I have the great pleasure to present to you
the thirteenth report of the Mahbub ul
Haq Human Development Centre. For a
small organization such as this one, with a
very small research team, it is always a
challenge to produce a quality report every
year. It is even more challenging if the
topic happens to be the one, Trade and
Human Development, which presents a
different challenge than the usual one—
the lack of adequate data and research in
this area. A number of research studies and
a lot of data are available on trade issues in
the region. But what is missing is some
analytical study on the link between trade
liberalization and human development.
We have tried to fill that gap. We hope this
report makes a modest contribution
towards people-centred trade policies that
will consciously focus on the benefits of
trade for rural areas, for the poor, the
unemployed, and women and youth of
South Asia.
The Report focuses on the imperative
of linking the wellbeing of people to the
trade-led economic growth that has been
happening in South Asia for the last two
decades. The human development model
asserts that economic growth that is not
linked to people cannot be sustained either
socially or politically. Liberalization of
trade must be complemented by welldesigned policies that serve not only as an
engine of economic growth but also for
creating employment, building capacity,
and reducing poverty. However, the
analysis in the Report shows that the link
between trade, human development and
economic growth is not straight forward.
That link has to be created consciously by
forward-looking policies and strategies by
both national governments and multilateral
trade negotiating bodies. The Report
presents critical analyses of agricultural,
non-agricultural and services trade of

South Asia; and it argues that the current
trade negotiations have not yet addressed
the concerns of developing countries. The
Report concludes that to sustain economic
growth and advance human development,
South Asia needs to negotiate seriously,
and as a bloc, at multilateral trade
negotiations. The region should also use
the regional forum (SAARC) to advance its
economic and social goals.
The chapters of this Report look at
trade issues from various perspectives—
from the perspective of national goals,
regional integration as well as from the
perspective of gender. This theme of
analyzing every issue from the perspective
of women and the deprived part of each
society is the continuing theme of all South
Asia Human Development Reports. That
is where these reports differ from all other
reports dealing with the socio-economic
development of South Asia. The policy
goals of all our reports are to advocate for
human-centred development policies that
are progressive, pro-poor and democratic,
in words as well as in deeds.
The Report contains six chapters, in
addition to the Overview. Chapter 1
analyzes the theoretical framework of
trade-human development link and finds
that realities on the ground are very
different from what the theories predict.
Chapter 2 describes the issues related to
agricultural trade and their impact on
human development. Chapter 3 analyzes
manufacturing trade and its impact on
economic growth and human development.
Chapter 4 explores the very interesting
topic of how services trade, particularly via
information/communication technology,
tourism and migration can have a positive
impact on generating income and
employment, provided both national and
international policies are shaped by the
promise of this sector. Chapter 5 analyzes

the critical role of regional trade in
advancing the economic growth of South
Asia. Finally, chapter 6 looks at some of the
policy issues and provides some suggestions
for consideration of policymakers of South
Asia.
I would like to put on record my very
grateful thanks to the Royal Norwegian
Embassy for supporting the preparation of
this Report. Without Norway’s consistent
support, it would not be possible for the
Centre to carry on this work. I would also
like to acknowledge the contribution of
the UNDP Regional Bureau for Asia and
the Pacific, particularly the Regional
Centre in Colombo.
Human Development in South Asia
2009 has been prepared under my direction
and continuous supervision. Research was
conducted by a team consisting of Nazam
Maqbool Cheema, Abeer Masood and

Umer Malik. For a while Sadia Malik was
also a part of the team. Several South Asian
economists contributed to the Report. I
would like to convey my deep gratitude to
Dr Parthapratim Pal, professor at the
Indian Institute of Management in
Calcutta, for contributing two excellent
chapters for this Report. The Centre for
Policy Dialogue in Dhaka, Bangladesh, got
a team of researchers, led by Dr Khondaker
Golam Moazzem and Dr Kazi Mahmudur
Rahman, to write the chapter on Regional
Trade in South Asia. We could not have
got a better team to write about this topic.
My thanks go to the whole team for this
South Asian collaboration. My thanks go
to Prof. Rehman Sobhan for making this
happen. I also thank Prof. Jayati Ghose for
giving her comments on an early outline
of the Report which helped in focusing our
attention on the urgent.

Islamabad
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Team for the preparation of the 2009 Report
Project Coordinator: Khadija Haq
MHHDC Research Team

Consultants

Nazam Maqbool Cheema
Abeer Masood
Umer Malik
Sadia Malik

Khondaker Golam Moazzem
Parthapratim Pal
Kazi Mahmudur Rahman

Administrative support
Malia Asim

Foreword

v

Acknowledgements

The preparation of this Report owes a
great deal to many individuals and
organizations. The financial support for
the Report was provided by the Royal
Norwegian Embassy, and the UNDP
Regional Bureau for Asia and the Pacific,
in particular the UNDP Regional Centre
in Colombo.
We would also like to thank the United
Nations Information Centre (Pakistan),

and the librarians of the ILO, the World
Bank and the PIDE libraries in Islamabad
for their kind assistance.
We are always thankful to the Oxford
University Press, Pakistan for the professional manner in which they handle the
publication of our report. We wish to
thank particularly Ameena Saiyid for her
own special commitment to this project.

About Mahbub ul Haq Human Development Centre

Under the umbrella of Foundation for Human Development in Pakistan, Mahbub ul Haq Human Development Centre
was set up in November 1995 in Islamabad, Pakistan by the late Dr Mahbub ul Haq, founder and chief architect of UNDP
Human Development Reports. With a special focus on South Asia, the Centre is a policy research institute and think tank,
committed to the promotion of the human development paradigm as a powerful tool for informing people-centred
development policy, nationally and regionally.
The Centre organizes professional research, policy studies and seminars on issues of economic and social development
as they affect people’s wellbeing. Believing in the shared histories of the people of this region and in their shared destinies,
Dr Haq was convinced of the need for cooperation among the seven countries of the region. His vision extended to a
comparative analysis of the region with the outside world, providing a yardstick for the progress achieved by South Asia in
terms of socio-economic development. The Centre’s research work is presented annually through a Report titled, Human
Development in South Asia.
Continuing Mahbub ul Haq’s legacy, the Centre provides a unique perspective in three ways: first, by analyzing the
process of human development, the analytical work of the Centre puts people at the centre of economic, political and social
policies; second, the South Asia regional focus of the Centre enables a rich examination of issues of regional importance;
and third, the Centre’s comparative analysis provides a yardstick for the progress and setbacks of South Asia vis-à-vis the
rest of the world.
The current activities of the Centre include: preparation of annual reports on Human Development in South Asia; a
multi-year research project on improving the outcome of education in Pakistan; preparation of Pakistan National Human
Development Report: Human Security; publication of a collection of unpublished papers of Mahbub ul Haq; preparation of
policy papers and research reports on poverty reduction strategies; organization of seminars and conferences on global and
regional human development issues, South Asian cooperation, peace in the region and women’s empowerment.
Board of Governors
Khadija Haq (Chairperson)
Usman Aminuddin
Shahid Javed Burki
Tariq Hassan
Sibte Hassan
Ishrat Hussain
Sahabzada Yaqub Khan
Amir Muhammad
Hafiz Pasha
Saeed Qureshi
Farid Rahman
Qaiser Ahmad Shaikh

Board of Advisors
Sartaj Aziz (Pakistan)
Fateh Chaudhri (Pakistan)
Kul Gautam (Nepal)
Jayati Ghose (India)
Pervez Hasan (Pakistan)
Javed Jabbar (Pakistan)
Gustav Ranis (USA)
Wasim Sajjad (Pakistan)
Frances Stewart (UK)
M. Syeduzzaman (Bangladesh)

President
Khadija Haq

Mahbub ul Haq Human Development Centre
42 Embassy Road, G-6/3, Islamabad, Pakistan.
Tel: 92-51-2271228 Fax: 92-51-2822794
e-mail: hdc@comsats.net.pk website: www.mhhdc.org

Contents

Overview

1

Chapter 1

Trade and Human Development: Theories, Concepts and Realities 7
Introduction 7
Trade, gains from trade and growth: An overview of the literature 7
Trade liberalization and poverty alleviation: The linkages 10
Trade and poverty linkages: Some recent experiences from South Asia 12
The multilateral trading system: How does it aﬀect trade
liberalization and poverty? 15
WTO and gender issues 21
Conclusion 25

Chapter 2

Agricultural Trade Liberalization and Human Development 27
Impact of agricultural trade on human development 34
Conditions for beneﬁting from agricultural trade: Where South Asia stands
Current multilateral trade agreements on agriculture 43
Conclusion 49
Annex 2.1 51

Chapter 3

Manufacturing Trade, Economic Growth and Human Development 52
State of manufacturing trade in South Asia 52
Factors restricting manufacturing trade in South Asia 57
Manufacturing trade and employment in South Asia 59
Current multilateral trade agreements related to manufacturing trade 62

Chapter 4

Trade in Services in South Asia and Human Development 67
State of services trade in South Asia 67
ICT and ICTES 69
Tourism 76
Migration 87
Looking ahead: Promoting services trade in South Asia 93

Chapter 5

Regional Trade in South Asia 95
Structure and composition of trade in South Asia 95
Regional Trade Agreements (RTAs) 99
Composition of intra-regional traded products 105
Potential of regional trade 106
State of human development in South Asia 107
Trade and Development Index (TDI): Performance of South Asia
Likely changes in human development indicators 109
Welfare implications of implementation of SAFTA 111

108

39

Trade restrictiveness of South Asian countries 112
Informal trade in South Asia 114
Addressing trade-related constraints and potential future
Conclusion 120
Annex 5.1 122
Annex 5.2 123
Annex 5.3 124

114

Chapter 6

Policies for Harnessing Trade for Human Development 125
Evolution and history of trade policy in South Asian countries 125
Major challenges faced by South Asian policymakers 128
Policy options for South Asian countries 135
Technical Notes 140
Background Papers 141
Notes 142
References 148
Statistical Proﬁle of Trade in South Asia 156
Human Development Indicators for South Asia 168
Key to Indicators 185

Contents

ix

Boxes
2.1
2.2
2.3
2.4
3.1
4.1
4.2
4.3
4.4
4.5
5.1
5.2
5.3
5.4

Tables
1.1
1.2
1.3
1.4
1.5
2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8
A2.1
3.1
3.2
3.3
3.4
3.5
3.6

x

Human Development in South Asia 2009

Impact of agricultural trade liberalization on food security and
employment of rural women in India 39
National Agricultural Insurance Scheme (NAIS) in India 40
Subsidies under domestic support 44
Green box subsidies, whether trade distorting or non-trade
distorting: An assessment 45
Human development and South Asia’s export structure 57
Nature of ICTES 70
Beneﬁts associated with BPO 71
Rural shores: Outsourcing in rural India 73
Nenasala programme in Sri Lanka 73
Migration and human development: A case study of Kerala 89
BFTAs signed between South Asian countries 102
BFTAs of South Asian countries outside the region 102
Impact of MFA phase out on human development in Nepal 110
Regional connectivity in South Asia 115
Trends in growth rate of gross domestic product (GDP) and HDI in
South Asia, 1995-2008 8
Share of ‘vulnerable employment’ and ‘working poor’ in total
employment, 2007 14
Projected numbers of working poor in 2009 14
Projected numbers of vulnerable workers in 2009 15
Policies followed by now-industrialized countries during their phase
of development and current WTO Rules which prohibit them 20
Trends in agricultural trade as percentage of agricultural GDP in
South Asia, 1968-2006 28
Trends in share of agricultural exports in total merchandise exports
in South Asia, 1965-2007 32
Trends in share of agricultural imports in total merchandise imports in
South Asia, 1965-2007 32
Trends in net exports of agricultural and non-agricultural sector in
South Asia, 1970-2007 33
Impact of agricultural trade reform under Doha suggested reform and
comprehensive reform on poverty in South Asia 36
Share (%) of food consumption expenditure in total household
consumption expenditure in South Asia, 2002-07 37
Trends in incidence and number of people undernourished, 1990-2005 37
Trend in female labour force employed in agricultural sector as percentage
of total employed female labour force in South Asia, 1995-2006 38
Concentration of agricultural trade in South Asia 51
Trends in sectoral composition of GDP: South Asia and selected
East Asian countries 53
Trends in growth rate of manufacturing sector exports and imports,
1990-2007 54
Trends in share of manufacturing exports and imports in total
merchandise exports and imports in South Asia, 1990-2007 55
Trends in net exports of manufacturing sector in South Asia, 1990-2007 55
High-technology goods exports as % of merchandise exports 56
Export composition and human capital of Asian countries, 1990 57

3.7
3.8
3.9
4.1
4.2
4.3
4.4
4.5
4.6
4.7
4.8
4.9
4.10
4.11
5.1
5.2
5.3
5.4
5.5
5.6
5.7
5.8
5.9
5.10
5.11
5.12
5.13
5.14
5.15
5.16
5.17
5.18
5.19
5.20
5.21
5.22
5.23
5.24
5.25
5.26
5.27
5.28
5.29

Paved roads as % of total in South Asia and selected countries, 2002-07 58
Port container traﬃc and air freight, 2006-07 58
Top ﬁve manufacturing sector employers of labour force in
South Asian countries 60
Importance of services in South Asia 67
Composition of exports of some important services industries
(as a percentage of total services exports), 2006 69
Average salaries of key oﬀshore destinations, 2005 70
Trade in IT and ICTES, 2007 71
Comparing ICT access and quality in South Asia to the rest of
the world, 2007 72
Tourism in South Asia, 2008 77
Number of foreign tourist visits to India 77
Tourism’s annual share of GDP in the Maldives 77
International tourist arrivals by region 79
Stocks of emigration and immigration, 2005 87
Workers’ remittances, compensation of employees, and migrant
transfers, credit, 2008 88
South Asia’s intra- and extra-regional trade 96
South Asia’s exports to diﬀerent regions 96
South Asian intra-regional exports 97
Intra-South Asia export similarity index, 1999-2006 97
Share of individual country’s exports and imports, 2008 98
Intra-South Asia trade complementarity index, 1999-2006 98
South Asian countries in diﬀerent trade arrangements 99
Diﬀerentiating tariﬀ liberalization programme 100
Negative/sensitive list 100
Intra-South Asia trade under SAFTA (free-on-board US$) between
July 2006 and June 2008 101
Trend in growth rates for trade of South Asian countries, 2006-08 104
Trend in growth rates for trade of South Asian countries, 1996-2005 104
Services trade of South Asian countries, 2000-05 105
Revealed comparative advantage (RCA) of services sectors in
South Asia, 1997-2005 105
Overall scenario of GATS commitment 105
Export pattern of South Asian countries according to technological
classiﬁcation, 2000-05 106
State of socio-economic development in SAARC: A comparative picture 107
HDI: South Asia vis-à-vis South-East Asia, 1995-2006 107
TDI ranking of South Asian countries 108
State of social indicators in South Asia 108
State of selected human development indicators
for South Asian countries 109
Income distribution in South Asia 111
Impact of SAFTA on welfare 111
Impact of SAFTA on output, employment and trade 111
Ranking of selected countries according to the trade
restrictiveness index: World trade indicators 112
India’s informal trade with South Asian countries 114
APIBM transport corridor 115
Access to energy in South Asia 116
Energy and economic indicators for South Asian countries 117

Contents

xi

5.30
5.31
A 5.1
A 5.2
A 5.3
6.1
6.2

Energy trade of South Asian countries, 2001 118
Endowment of energy 118
Comparison of SAFTA and some regional BFTAs 122
Actual and potential trade within South Asia, (average 1995-2005) 123
Impact of trade on human development: A panel data analysis using
GMM model 124
Share of developing countries in world agricultural exports by
region, 1990-2003 129
Expenditure on health and education 139

Figures
1.1
1.2
2.1
2.2
2.3
2.4
2.5
2.6
2.7
2.8
2.9
2.10
2.11
2.12
2.13
3.1
3.2
3.3
4.1
4.2
4.3
6.1
6.2
6.3

xii

Human Development in South Asia 2009

Trade-to-GDP ratio of diﬀerent regions of the world, 2007 7
International commodity price index and CPI movements in various
South Asian countries 12
Percentage shares of employment and GDP in agricultural sector in
South Asia, 1965-2005 27
Agricultural terms-of-trade (2000=100) in South Asia, 1968-2006 28
Tariﬀ structure in South Asia and other selected countries, 2007 29
Trends in growth rate of agricultural sector exports and imports,
1990-2006 31
Trends in growth rate of total merchandise exports and imports,
1990-2006 31
Top ﬁve agricultural sector exports and imports as percentage of total
agricultural sector exports and imports in South Asia, 2004 34
Trends in rural poverty using poverty line of US$1 a day, 1993-2002 34
Trends in per capita availability of dietary energy supply cal/person/day
in South Asia and selected countries, 1994-2005 36
Trends in net food exports in South Asia, 1990-2006 37
Trend in world food prices index (2005=100), 1980-2009 38
PSE in OECD, 1986-2007 44
TSE in OECD, 1986-2007 45
Domestic support by type of box (% share in total domestic support)
in US, EU and Japan, 1995-2001 45
Average applied and bound tariﬀ rates on manufactures, 2007 54
Manufacturing value added by developing regions, 2005 55
Share of medium/high-technology exports in manufacturing
exports, 2005 57
Cost comparison of diﬀerent surgeries 80
Emigration by destination, 2007 88
Remittances as share of total GDP, 2007 89
Regional export sophistication, 2000 127
Quarterly international trade data: World imports 133
Share of exports going to Europe and North and
Central America, 2008 134

Overview

In 1998, Mahbub ul Haq had eloquently
argued that globalization was no longer an
option. Developing countries only had
two choices: learn to manage the process,
or drown in the global cross currents. The
2009 Report on Human Development in
South Asia comes a little over a decade after
this insight—a decade which has seen
South Asia choose to swim, rather than
sink, in the global cross currents.
The region has undergone tremendous
liberalization in most sectors of its economy
and the impact of this integration with
global markets is now both widespread and
deeply felt. However, the link between
trade, growth and human development has
been neither direct, nor consistent across
South Asian economies and sectors.
The central thesis of this report is that
the post-2001 Doha Round of trade
negotiations has largely been a story of
unfulfilled promises for the countries of
South Asia. There is no denying the fact
that international trade can bring many
benefits to developing countries and the
Doha Round was supposed to help realize
these benefits by explicitly factoring in the
developmental needs of developing
countries.
However, for developing countries,
the potential benefits from trade are still
largely unrealized. Key points of
contention between developed and
developing countries remain unresolved
from the pre-Doha Round period.
Developing countries still suffer from the
unfair agricultural subsidies of developed
countries while the removal of industrial
tariffs, imposition of intellectual property
rights, and environmental and healthrelated standards hurt the domestic
manufacturing sector. Also the gains
from services liberalization are limited by
restrictions on the movement of people.

This Report on Trade and Human
Development follows the 2001 Report on
Globalization and Human Development by
looking critically at the nature of the trade
liberalization process, the impact of this on
the economy and the people of South Asia
and the potential for gains by better
policies, institutions and regional cooperation. Several issues related to trade
liberalization are discussed with a particular
focus on the link between trade, growth
and human development; the contentious
issues of agricultural trade; the reasons for
limited gains from manufacturing trade;
and the unfulfilled promise of services
trade. The benefits and constraints of
intra-regional trade within South Asia are
also explored. All these are discussed within
the broader objective of deriving positive
impact on people in terms of employment,
poverty reduction and women’s
empowerment.
Although trade theories suggest that
international trade could be useful for
developing countries, the reality on the
ground does not bear this out.
Classical trade theories generally state that
international trade is beneficial for all
countries and leads to faster growth by
taking advantage of different factor
endowments to increase allocative
efficiency, improve capacity utilization,
achieve economies of scale in production,
and make a wider variety of products
available for consumption.
However, classical trade theories fail to
explain the post-Second World War period
of trade, which was characterized by high
intra-industry trade between countries
with similar endowments. They also fail to
address the issues of the large costs of
adjustment that follow trade liberalization

and the distribution of gains from trade.
As such, opinions on whether trade always
benefits a country remain divided.
Opinions on the impact of trade
liberalization on poverty are even more
divided. In general, the multilateral trading
system has failed to reduce vulnerability of
the poor in developing countries.
The most direct impact of trade
liberalization on the poor takes place
through two channels: prices and
employment. The post-liberalization era in
South Asia has been characterized by higher
prices, loss of employment opportunities
in sectors that absorb unskilled and lowskilled labour, and an increase in the
volatility of both prices and employment.
As such, the welfare gains promised under
the Uruguay Round to some key sectors
that were of primary importance to the
poor remain unrealized.
The implementation of the World Trade
Organization’s (WTO) Agreement on
Agriculture (AOA) was supposed to benefit
developing countries by reducing
distortions in and opening up the global
agriculture market. However, developed
countries still continue to heavily subsidize
their agricultural sector, thus hurting
farmers in poor countries by leading to
lower world prices for agricultural
commodities and threatening the security
of their livelihoods. The WTO rules for
Non-Agricultural Market Access (NAMA)
make it almost impossible for governments
to give protection to small and medium
enterprises (SMEs), a sector that tends to
employ more workers per unit of output
than large firms. Finally, negotiations in
services trade liberalization continue to
push for the free movement of capital,
while restricting the free movement of
people. South Asian countries have a large
surplus of unskilled and semi-skilled labour
and stand to reap tremendous benefits if
barriers to migration are relaxed.
From the gender perspective, trade
liberalization has opened up employment
opportunities for women. But the terms
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and conditions of women’s participation
have not been an unmixed blessing.
Trade liberalization and associated
domestic reforms are exacerbating problems
for women farmers. Many women farmers,
as well as small farmers, are finding it
difficult to cope with the dual problems of
increasing production costs and low
domestic prices that follow increased
competition from developed-country
subsidized imports. Commercialization of
agriculture is adding to the problem of
female employment in rural economies.
Although contract farming has opened up
new employment opportunities for female
casual employment, the employment
conditions in these farms, including wages
are in general exploitative.
Interestingly, trade liberalization has
seen feminization of the workforce in
several export-oriented industries. The
tourism, healthcare and textiles and
garments sectors employ a large number of
women. Many women from South Asia are
also employed as migrant workers in the
domestic services sector. However, the net
impact on women remains uncertain for a
number of reasons. First, women are
increasingly hired as casual or temporary
workers in peripheral, insecure jobs and
paid lower wages than men. Second, most
women engaged in agricultural activities in
rural areas do not own their land and
thus do not have access to institutional
credit and support. Consequently, they are
largely unable to take advantage of export
opportunities and instead, are hit hard by
the drop in domestic prices because of
cheap, subsidized imports and the
disappearance of common property
resources that follows the commercialization
and mechanization of agriculture in
villages.
The ICT and ICT-enabled services
sector is generating employment for
women. The proportion of women working
in data processing and call centres in India
varies between 40 and 70 per cent. But
employment opportunities in this sector
are crucially dependent on higher levels of
education and skills that only a very small

percentage of women in South Asia
possess.
Liberalization of South Asia’s agricultural
sector has been particularly harmful for
most of the poor in South Asia, not
because trade per se has anything to do
with it, but because the policies and
practices of some governments and
multilateral trading institutions have
not been sensitive to the needs and
concerns of the developing countries’
poor.
While the trade policies of South Asian
countries have largely focused on protecting
and strengthening manufacturing at the
expense of agriculture, the latter is
unarguably the most important sector in
the region. Although agriculture’s
contribution to the gross domestic product
(GDP) has declined from 41 per cent in
1965 to 19 per cent in 2005, 55 per cent
of the labour force continues to depend on
it.
In South Asia, the state of agricultural
trade has deteriorated after the 1995 trade
reforms. During this period, both the
growth rate and the share of agricultural
exports have been lower than in the prereform period. This poor outcome of the
trade reforms on people’s lives has not been
properly appreciated by national or global
policymakers. The incidence of rural
poverty and hunger increased after 1995.
The absolute number of rural poor in the
region increased from 385 million to 407
million between 1993 and 2002.
The trade reforms in agriculture have
affected poverty through several channels
in South Asia. First, labour-intensive crop
production has been replaced by capitalintensive techniques. Second, cheap
imports have been introduced into the
market. Third, the shift of production
from food crops to cash crops and the use
of food crops for bio-fuels has increased
the exposure of developing countries to
volatility in international market prices
and led to a deterioration of the food
security of millions of poor people. As a

consequence, the structural transformation
that followed liberalization in agriculture
has led to poor and unpredictable outcomes
for millions of South Asians. These
outcomes are unlikely to improve much in
the absence of factors that can help make
farmers more competitive, such as
institutional reforms at the national and
international level, investment in research
and development (R&D), land reforms
and the provision of extension services and
adequate credit.
From the very beginning, agriculture
has been an extremely contentious issue in
global trade talks. Although agricultural
trade accounts for less than one-tenth of
the world’s merchandize trade, it has been
responsible for the failure of the Doha
negotiations. The main concerns are over
the continued support provided by
developed countries to their agricultural
sector. Overall, the Organization for
Economic Cooperation and Development
(OECD) countries provide almost US$1
billion a day in support to their farmers.
This enables farmers to produce more than
their domestic food requirement.
Consequently, developed countries dump
their excess products in international
markets at prices that hurt farmers in
developing countries. Furthermore,
developed countries have fought hard to
limit the use of provisions such as the
Special Safeguard Mechanism (SSM) and
Special Products (SPs) that help address
the food security and other concerns of
developing countries. These concerns will
have to be addressed to improve the
positive impact of agricultural trade
liberalization on the poor.
Despite the numerous benefits of the
manufacturing sector in terms of growth,
employment and poverty reduction,
South Asia as a whole has not been able
to develop this sector as well as East Asia
and the Pacific.
Industrialization is often considered to be
the key to rapid economic growth. This is
because trade in manufactured goods does
Overview
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not expose economies to as many shocks
as trade in agriculture, primarily because
the prices of manufactured goods are not
as volatile as those of agricultural
commodities. A unique feature of South
Asia’s structural transformation is that the
declining share of agriculture in total
output has not been met by a rise in the
share of manufacturing output. From 1980
to 2007, the share of the manufacturing
sector has remained stagnant between 16
to 17 per cent.
Liberalization of trade in manufacturing
has largely followed the same trajectory as
trade in agriculture. In the 1970s, most
South Asian countries followed import
substitution industrialization policies. The
1980s saw efforts at manufacturing trade
liberalization followed by currency
devaluations. The structural adjustment
programmes of the late 1980s and the
establishment of the WTO in the mid1990s further strengthened these efforts.
Trade in manufactured goods deteriorated
in the 1995-2000 period, largely because
of the East Asian financial crisis and related
problems but picked up again during
2000-07. However, the post-WTO era has
seen the deterioration of net manufacturing
exports of all South Asian countries, except
Bangladesh, with growth rates of
manufactured imports exceeding that of
exports.
A number of reasons explain this
phenomenon. The bulk of South Asia’s
manufactured exports lack both
sophistication and diversification. Around
85 per cent of South Asian merchandise
exports consist of resource-based or labourintensive goods. Food products and textiles
dominate the sector. The textile and
clothing sector is the second largest
employer in the region after agriculture
but this sector is still protected by developed
countries’ tariffs and non-tariff barriers.
SMEs, which provide 80 per cent of total
industrial employment in almost all South
Asian countries, face problems such as lack
of access to credit, complicated labour
laws, and poor law and order situations.
There is a need for public sector programmes to address the problems that
4
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SMEs face but WTO NAMA negotiations
restrict the space that policymakers have to
design such programmes. The Agreement
on Trade-Related Aspects of Intellectual
Property Rights (TRIPS) both constrains
the growth of important industries such as
pharmaceuticals, and has a negative impact
on public healthcare by increasing the
prices of life-saving drugs. Apart from the
problems that arise from WTO agreements,
there are several domestic constraints to
growth in manufacturing trade. Overall
productivity is limited by the lack of an
adequately skilled workforce, repeated
energy crises, infrastructural bottlenecks
and unfavourable investment and business
climates.
Developed countries have continued to
push developing countries to open up
sectors such as finance and even to
liberalize public services such as water
provision but have failed to reciprocate
with a relaxation of the rules that govern
the migration of people.
In many ways, the services sector is the
most dynamic component of the South
Asian economy today and in 2008 it
contributed to 53.2 per cent of the GDP
of the region. However, trade in services is
a relatively recent phenomenon. It was first
included in the multilateral trading system
when the General Agreement on Trade in
Services (GATS) was initiated at the
conclusion of the Uruguay Round in 1995
and the first round of services negotiations
began in 2000.
South Asia has opened up its services
sector to foreign participation quite rapidly
in the past decade but the process has been
impeded by a number of challenges. First,
trade and commerce ministries in the
region are often ill equipped to perform a
thorough analysis of sectoral competitiveness and requirements. Second, the growth
of services depends on factors such as
infrastructure, a highly skilled workforce,
and strong legal and regulatory frameworks.
Except India, all of these are lacking in
other countries of South Asia.

Certain segments within the sector are
particularly important for South Asian
countries. ICT and ICT-enabled services
are allowing the reorganization of
production globally so as to take advantage
of differential costs and attractive
conditions in various locations. They span
the value chain and help bridge the social
divide by creating employment for people
with various levels of skills. Tourism is one
of the biggest generators of foreign
exchange for countries such as the Maldives
and Nepal. Unlike many other service
industries such as banking and telecom, it
helps to absorb large numbers of unskilled
and semi-skilled workers. Within this
industry, South Asian countries have
attempted to develop niche markets such
as medical tourism and ecotourism. Finally,
and perhaps most importantly, the
movement of people, i.e., migration, plays
a significant role in the economies of many
South Asian countries. On the household
level, remittances increase the incomes of
families, allowing them to spend more on
education, health, nutrition and housing.
On the national level, remittances provide
much-needed foreign reserves and
contribute to exchange rate and
macroeconomic stability. They also help
reduce dependence on foreign direct
investment, official development assistance
and loans. Moreover, migration has helped
empower women both directly, by
providing them with employment
opportunities abroad and indirectly, by
leaving them behind as the head of
household after the migration of men, thus
increasing their authority in household
decision making.
However, growth in service industries
has come with its own set of concerns. The
growth of ICT and ICT-enabled services is
largely concentrated in urban areas, further
exacerbating the rural-urban digital divide.
Unfettered mass tourism puts a strain on
the environment and often leads to an
increase in prices, hurting the poor. For
example, as patients from developed
countries can usually afford to pay more
than locals, medical tourism often pushes
the price of quality healthcare services

higher. Finally, the GATS has been largely
unsuccessful at liberalizing the movement
of people, particularly the movement of
unskilled and semi-skilled labour.
To overcome the obstacles faced by
developing countries in international
trade rules, trade within a regional group
has become important. However, intraregional trade remains very low in South
Asia.
While South Asian countries have clearly
articulated an outward-looking, exportdriven trade policy, intra-regional trade has
continued to take a back seat in trade
policymaking. Extra-regional trade
accounts for 93.7 per cent of the region’s
total exports and 96.1 per cent of total
imports. During 2006-08, intra-regional
trade grew but extra-regional trade grew at
a faster rate.
Studies indicate that more than 55 per
cent of South Asia’s intra-regional trade
potential remains untapped. The region
also lacks integrated production networks
based on individual country comparative
advantages. The expansion of intraregional trade could help South Asia meet
important needs, such as its unmet demand
for energy (by exporting hydropower from
Nepal and Bhutan to India and possibly
onwards to Bangladesh and Pakistan as
well) and promote trade in services such
as tourism.
In an effort to enhance intra-regional
trade, South Asian countries signed the
South Asian Free Trade Agreement
(SAFTA) in 2004. SAFTA started
operations in 2006 and will be fully
operational in 2016, after several rounds of
tariff reductions. Thus far, regional trade
in South Asia has been more influenced by
bilateral agreements such as the India-Sri
Lanka Free Trade Agreement (FTA) and
the India-Nepal Bilateral Trade Agreement.
South Asian and South-East Asian countries
are also part of a regional cooperation
initiative known as the Bay of Bengal
Initiative for Multi-Sectoral Technical and
Economic Cooperation (BIMSTEC).
Overview
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However, intra-regional trade continues
to be limited by a number of factors:
political mistrust and hostilities make it
difficult to adopt trade-related agreements;
similar export baskets encourage South
Asian countries to adopt similar tariff
structures to protect domestic industries,
limiting trade complementarity between
them; port-specific restrictions, limited
vehicle access and inefficient rail links limit
transit connectivity, increase transaction
costs and block imports; and agreements
such as SAFTA cover limited products and
include extensive negative lists, thus
restricting meaningful trade liberalization.
Integration with the world economy will
only benefit South Asia if its policymakers
design strategic, forward-looking
policies, undertake liberalization based
on an analysis of sectoral competencies
and invest in institutions, infrastructure
and human resource development.
To help policymakers boost extra and intraregional trade in the agricultural, manufacturing and services sectors in a manner
that enhances economic growth and human
development, the Report comes up with
the following key messages:
• The WTO implicitly works on the
principle of static comparative advantage
and assumes that countries should
specialize in their respective areas of
comparative advantage, as dictated by
their factor and technology endowments.
However, a high percentage of the
region’s exports consist of low-value
agricultural and merchandise items that
are price-sensitive and susceptible to
exchange rate fluctuations. As such,
premature trade liberalization can
seriously affect the industrialization
process of South Asia. Policymakers
need to develop dynamic comparative
advantage by encouraging the movement
up the value chain, to higher value
addition products.
• The global financial crisis has led to a
major contraction of world demand,
6
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tightening up of credit lines and the fear
of adoption of protectionist policies by
developed countries. As South Asian
countries have moved to export-led
trade models, their dependence on
developed country markets has
increased. While the level of dependence
is quite low for India and Pakistan and
moderate for Nepal, it is quite high for
Bangladesh and Sri Lanka. The greater
depth of the crisis in developed countries
necessitates the need to check the
dependence of South Asian countries
on the EU, US and Japan, and to foster
other trade links, both intra-regionally
and with areas such as the Middle East
and South-East Asia.
• South Asia needs to be wary of signing
North-South Regional Trade Agreements
(RTAs) in an effort to expand trade
further as these agreements tend to
include WTO-plus requirements such
as stricter labour, environmental and
health standards. South-South
agreements may be more viable options,
particularly with the growing income
levels of some developing countries.
• The development of production
networks within South Asia is largely
limited by high logistic and transaction
costs. Apart from reducing intraregional tariff rates, South Asian
countries must improve trade-related
infrastructure such as land customs
stations, roads, railway links, warehouses
and banking and telecommunication
related facilities.
• Public investment in South Asia in
social sectors such as health, education
and nutrition remains amongst the
lowest in the world and this limits the
productive capacity of its people. To
encourage the exports of more skillintensive, high-value products and
services, governments must increase
public spending on the social sector.
To conclude, inequities continue to persist
in the global trading system to the
detriment of developing countries’
interests.

Chapter 1

Trade and Human Development: Theories,
Concepts and Realities
Introduction
In economics, the trade-to-GDP ratio is
often used as a measure of trade openness
of countries. If one goes by this definition,
the South Asian countries come across as
one of the least open regions of the world
(figure 1.1). However, the trade orientation
of South Asian countries has significantly
increased since the 1980s. The analysis in
this chapter will show that trade-to-GDP
ratio for the South Asian region was below
20 per cent till about 1990. Since then, the
countries have moved away from inwardlooking economic policies and adopted a
strategy of development based on exportorientation, liberalization and privatization.
To make their economies more globally
integrated, South Asian countries initiated
trade liberalization, started moving away
from a regime of quantitative restrictions
to tariff based regime and started reducing
their average level of protection. As a
result, the trade-to-GDP ratio of these
countries started rising rapidly since the
1990s and the ratio has climbed up to 52
per cent by 2008.
Apart from Sri Lanka, which adopted
more open and export-oriented growth
policies during the mid-1970s, most other
South Asian countries started liberalizing

only around the early 1990s. Increased
openness and integration with the world
economy has brought a set of opportunities
and challenges for South Asian countries.
While most of the countries in this region
have experienced higher growth (table
1.1), the distribution aspect of their growth
process has not been ideal. Most countries
in this region have experienced higher
inequality than in the pre-liberalized
period. But most disturbingly, the Human
Development Index (HDI) of this region
shows that all the countries of this region
have performed poorly in terms of HDI
and HDI rank. Except Sri Lanka, they are
ranked far above 100 in the latest HDI
ranking (table 1.1). It is also a matter of
great concern that according to the latest
poverty estimates by the World Bank,
using the US$1.25 a day poverty line, the
total number of poor in South Asia has not
come down since 1981 and in 2005 there
were 596 million people below the poverty
line.1
Trade, gains from trade and growth: An
overview of the literature
International trade and gains from trade
have received considerable attention in
economics and policymaking. The
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Table 1.1

Trends in growth rate of gross domestic product (GDP) and HDI in South
Asia, 1995-2008
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

4.9
6
6.2

3.5
6
5.3

5.5
6
6.0

6.0
7.2
13.8

7.4
4.8
5.8

0.469
…
0.572

0.415
0.489
0.543

0.436
0.492
0.553

0.696
0.723
0.759

0.347
…
0.619

0.683
0.719
0.771

139

147

145

104

131

99

Annual growth
— 1995
— 2000
— 2008

rate of real GDP (%)
7.6
5.0
4.4
3.9
7.1
6.0

HDI
Value
— 1995
— 2000
— 2007
Rank
— 2006

0.511
0.561
0.612
132

Sources: ADB 2009a, UNDP 2007 and MHHDC 2009 Human Development Indicators for South Asia.

mercantilists of the sixteenth to eighteenth
century believed that international trade is
essentially a zero-sum game where the
country with a positive trade balance
improves its national wealth at the expense
of the country which is running a balance
of trade deficit. It was believed that a
country can promote its self-interest by
discouraging imports and encouraging
exports to increase its wealth. This position
essentially calls for a protectionist trade
policy. Not surprisingly, tariffs and quotas
were used to restrict imports to cause a
‘favourable trade balance’.
However, Adam Smith 2 and David
Ricardo3 challenged this perception and
showed that international trade can be
beneficial for all countries. They showed
that trade is not a zero-sum game as free
trade increases global wealth. According
to these models, differences in factor
productivity across nations open up
possibilities of trade. If the factor productivities among countries are different, then
using a two-country-two good framework,
it can be shown that compared to autarky,
total income of both the countries
increases after trade. The gains from trade
come from specializing in the type of
production which uses resources most
efficiently in each country. These models
also show that trade improves welfare in
both the countries by increasing the level
of consumption.
However, these models do not explain
why productivity differences would persist
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among countries in the long-run. It was up
to Eli Heckscher and Bertil Ohlin to prove
that while trade is partly explained by
differences in labour productivity, it can
also be explained by differences in resources
across countries. The Heckscher-Ohlin
(H-O) theory argues that relative factor
endowments of countries are different and
these differences determine a country’s
comparative advantage. And the model
shows that a country will export that
commodity which uses intensively its
abundant factor and import that
commodity which uses intensively its
scarce factor.
The H-O model shows that there can
be winners and losers from international
trade. It shows that compared to autarky,
owners of a country’s abundant factors
gain from trade, but owners of the country’s
scarce factors lose. And unless the
government intervenes and compensates
the losers, it cannot be said that trade will
improve the overall welfare of society.
These are the classical trade models, and
they work with the assumptions of full
employment, perfect competition and
constant returns to scale. These models
predict that the more different the countries
are in terms of either labour productivity
or factor endowment, the higher will be
the trade among them. However, the
traditional theories were finding it difficult
to explain the trade patterns of the postSecond World War period, which were
characterized by high intra-industry trade

and trade among countries with similar
factor endowments. To explain this
phenomenon, a new class of trade models
emerged. These models challenged the
concept of perfect competition inherent in
the classical trade models and introduced
imperfect market structures like monopoly,
monopolistic competition or oligopoly in
trade models. Pioneering work in this field
has been done by Brander, Spencer, Dixit
and Krugman. The introduction of
imperfect competition in trade theory
changed the predictions of traditional
trade theories completely. Using
monopolistic competition and oligopoly
models, these new generation trade models
were able to explain why and how countries
with very similar economies can gain from
mutual trade of similar products (intraindustry trade). These models suggest that
though countries will gain from trade and
consumers will benefit from lower prices
and wider choice and availability of goods,
the returns to factors of production are
indeterminate in the case of intra-industry
trade. The introduction of imperfect
competition and economies of scale also
had some important trade policy
implications for developing countries. It
raised questions of whether developing
countries should try to promote free trade
and take advantage of their existing
comparative advantage, or instead try to
practice interventionist trade and industrial
policies to develop competitive advantage
in sectors which have better future
prospects.
Overall, trade theories suggest that
international trade generally has a positive
influence on the national income of a
country. There are certain exceptions to
this general observation which stem from
special cases where the adverse movements
of terms-of-trade (the relative price of
exportables vis-à-vis the prices of
importables) negate the positive growth
effects of international trade. A theoretical
model describing such a scenario has been
constructed by Jagdish Bhagwati4 and it is
called the model of ‘Immiserising Growth’.
Also, during the post-Second World War
period, two economists Raul Prebisch and

Hans Singer expressed a concern that long
term decline of commodity prices would
move the terms-of-trade against commodity
exporting countries and this would hurt
developing countries which are agricultural
exporters. The corollary of this hypothesis
was that developing countries should
diversify their export basket and in the
medium term, should try to encourage
industrialization.5
Apart from these somewhat special
scenarios, it is generally accepted in theory
that, under certain standard assumptions,
international trade is likely to help a
country grow faster. At a theoretical level,
trade can generate static welfare gains by
increasing allocative efficiency, improving
capacity utilization, achieving scale
economies in production and making a
wider variety of products available for
consumption. However, some of these
results might change if the assumptions of
the models are relaxed.
Also, the welfare gains from trade can
be ambiguous in the absence of information
about the distribution of gains from trade.
This is because while it is acknowledged
that free trade leads to gains from trade for
a country as a whole, it may also lead to
distribution issues within a country. It
shows that trade liberalization can be
inequitable in nature as it distributes
income in favour of the export sector and
against the import competing sector. There
even if trade leads to growth of national
income, unless the gains from trade are
redistributed, it cannot be said on an
apriori basis that trade liberalization will
improve the welfare level in a country.
Trade can also impose large adjustment
costs for an economy. There can be two
types of adjustments. First, faced with
imports, companies in the import
competing sector can be forced to reduce
production and lay off some or all of their
workers. It is sometimes argued that the
market automatically adjusts itself and the
export sector absorbs some of the displaced
labour from the import competing sector.
However, this assertion assumes that
workers possess some ability to shift jobs
between sectors. In most developing

The adverse
movements of termsof-trade negate the
positive growth eﬀects
of international trade
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countries this is not the case. Secondly,
faced with increased competition,
companies may try to enhance their
competitiveness by reducing the wage rate,
forcing workers to work more or by
reducing employment benefits. This may
have a significant impact on labour welfare
in developing countries.
One should also be careful about
drawing policy implications from
theoretical models because in such models,
some of the complexities of the real world
are assumed away. For example, theoretical
models are often created in an ideal world
using assumptions like perfect competition,
full employment and no trade distortion.
However, the real world works completely
differently and many of these assumptions
are often violated. Especially in a developing
country, it is difficult to assume a situation
of full employment and perfect competition
in goods and factor markets.
Given the problems of drawing definitive
conclusions from theoretical models, a
large number of empirical studies tried to
establish the link between trade and
growth. Though there is an enormous
body of empirical work on this topic, the
opinion has remained divided. For
example, Dollar and Kraay6 concluded
that trade leads to economic growth and as
it does not increase inequality, therefore it
can be deduced that trade also reduces
poverty. A similar study by Sachs and
Warner7 also found that economies that
were open grew faster than economies that
were not.
However, Rodrik8 finds the analysis by
Dollar and Kraay of the post-1980
‘globalizers’ extremely misleading.
According to Rodrik, in the analysis by
Dollar and Kraay, there are problems with
spurious regressions and causality between
trade and growth. Nye and Reddy9 point
out that Dollar and Kraay’s cross-country
regression analysis of the relationship
between changes in growth and changes in
trade volumes have failed to adequately
isolate the effect of trade liberalization on
growth.
However, this is not to say that trade is
not important. As Bhagwati and
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Srinavasan10 points out, practically no
country that has been in an autarkic system
has managed to sustain a high growth
performance over a sustained period. The
United Nations Development Programme
(UNDP)11 has also suggested that hardly
any country has grown over long periods
without experiencing an increase in the
share of foreign trade in its national
product. According to this study, the most
compelling mechanism linking trade to
growth in developing countries is that it
allows developing countries to access cheap
capital goods. But this study also warns
that no country has developed simply by
opening itself to foreign trade and
investment. ‘The trick has been to combine
the opportunities offered by global markets
with strategies for domestic investment
and institution building, to stimulate
domestic entrepreneurs.’
Overall, the survey of literature suggests
that though trade can be useful for
developing countries, there is no reason to
suggest that it will always benefit a country.
The causation between trade and growth
is not always obvious and conclusive. The
linkages between trade, growth and poverty
are even more complex.
Trade liberalization and poverty
alleviation: The linkages
Most South Asian countries initially opted
for inward-looking economic policies
based on import substitution. Sri Lanka
was the first country of this region to open
up and pursue a more outward-looking
export-oriented economic policy. Gradually
other countries of this region have also
undergone trade liberalization.
A number of studies have explored the
linkages between trade liberalization and
human development.12 Trade liberalization
brings a number of changes to an
economy:
First, it changes the prices of tradable
goods. Prices of exportables tend to go up
while prices of importables come down.
Availability of goods can go up as new
products (imported items) become
available in the domestic market.

Secondly, the removal of quantitative
restrictions and reduction of tariff rates
also imply that domestic prices of tradable
goods become much more correlated with
international prices. This can be potentially
problematic as international price volatility
can be directly transmitted to domestic
markets. Therefore, it makes the economy
more vulnerable to external price shocks.
Thirdly, changes in prices of goods and
changing demand patterns also have
income and employment effects. Wages
and employment tend to go up in the
exportable sector. There are also changes in
the relative wages of skilled and unskilled
labour and the cost of capital.
However, import competing sectors
may face higher competition from foreign
suppliers. The prices of goods and level of
employment in these sectors are expected
to come down. Inefficient firms in import
competing industries also face the threat of
closure. As with workers, it is not also easy
for firms to readjust themselves to join the
export sector. There can be very high start
up costs to enter the market, build up
logistics, carry out market research and
start producing exportable goods. As these
require significant investment, small firms
are at a considerable disadvantage to make
this transition.
Fourthly, trade liberalization in terms of
reduction of tariff has also been
accompanied by the ‘rationalization’ of tax
rates in most South Asian countries. Also,
in many cases the International Monetary
Fund (IMF) has imposed restrictions on
the extent of fiscal deficit in these countries.
Reductions in government tariff revenues
and restrictions on deficits may affect
transfers and the provision of public goods.
This can have a significant negative impact
on poverty, education and health—thereby
affecting human development.
Fifthly, trade liberalization and access to
bigger markets may also induce a supply
side response by changing incentives for
investment and innovation and affecting
economic growth.
Finally, apart from these static gains,
there can be dynamic gains from free trade.
A liberalized trade regime enables a country

to expand its domestic capacity by investing
in human and physical capital and allows
it to go up the value chain by shifting from
low value products to higher value exports.
Free trade and access to international
markets helps this transition by allowing
the benefits of scale economy, which is
important for a number of high-value
products. This not only increases
employment opportunities but also allows
the workers to move from low-skilled to
high-skilled jobs.
It has been increasingly observed that
trade liberalization can have significant
gender-specific impact. Traditional trade
theory has largely been gender-neutral as it
did not differentiate between male and
female workers. However, empirical evidence
shows that trade liberalization does have
distinct and diverse patterns of impact on
gender in different sectors of the economies
of developing countries. For example, a
study13 points out, it has been observed that
in the export-oriented manufacturing and
semi-industrialized sectors of developing
countries, trade liberalization and global
outsourcing has been associated with a
significant jump in women’s share of paid
employment. Most South Asian countries
are also experiencing this phenomenon.
While this feminization of the work force
has definitely improved the employment
potential, financial status and hence the
bargaining power of women in the society,
it is not an unmixed blessing because there
are concerns that women workers are
preferred in the export sector because they
are ready to accept inferior conditions of
work and lower wages. Empirical evidence
also suggests that they are more prone to
job losses. Moreover, as many firms in the
export-oriented manufacturing sector are
increasingly relying upon sub-contracted
home-based work for their female employees,
the distinctions between the formal and the
informal sector are getting blurred.
By contrast, in the agricultural sector
there are indications that, in developing
countries, trade liberalization and increased
commercialization of agriculture are likely
to have negative effects on female
employment.14 This is so because, in the
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agricultural sector of developing countries,
particularly in South Asia, women are
typically unpaid family workers, landless
labourers or marginal farmers who are
engaged in subsistence land farming. For
these farmers, land holdings are small,
unirrigated and, to a large extent,
dependent on nature. Farming is done
with relatively low intensity of farm inputs
and consequently, the farm productivity in
these countries is low. Moreover, these
farmers often lack access to credit,
technologies and marketing know-how. As
a result, they are uncompetitive and their
ability to participate in international trade
is quite marginal. The supposed benefits of
a free trade regime are likely to bypass
them. In fact, it is entirely possible that in
a trade regime with no quantitative
restrictions and no special safeguards,
artificially cheap imports from countries
which subsidize their agriculture, will
seriously threaten the livelihood and
employment of these farmers in South
Asian countries (see chapter 2).
Trade and poverty linkages: Some recent
experiences from South Asia
The most direct impact of trade
liberalization on poor people takes place
through two channels. The first is the
impact through prices. If trade barriers like
Figure 1.2 International commodity price index and CPI movements in
various South Asian countries
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quantitative restrictions are removed, then
domestic prices become more correlated
with international commodity prices and
the transmission of global price shocks to
the domestic economy becomes easier.
Increase in commodity prices, especially
food prices, can have a huge impact on
human development in a region like South
Asia. Recent episodes of international
commodity price volatility have shown
exactly this. Figure 1.2 shows the comovement of international commodity
price index and consumer price indices
(CPI) of selected South Asian countries. It
clearly shows how a rise in international
commodity prices was quickly transmitted
to the domestic market of these countries.
Curiously, the decline in international
commodity prices did not bring down
domestic market prices in these
countries.
This increase in food and fuel prices is
hurting the poor in South Asia quite
severely. South Asia has the largest
concentration of poor people in the world
and food accounts for a substantial share
of their expenditure. As most South Asian
countries are net food importers, they have
very few options to deal with the
challenge.
One worrying fact is that the increase in
food prices is likely to hit hard the women
and children among the poor. In developing
countries across the world, the price rise
means that less real income is spent on
food. As a result, families are cutting meals
and substituting them with less nutritious
foods. For example, they are substituting
more expensive foods such as meat, fruit
and vegetables by basic staples such as rice
or maize. A nutritionist for the World
Food Program (WFP), Thorne-Lyman says
that this has serious implications for child
development as without sufficient vitamins
and minerals, children are at greater risk of
disease and stunted growth.15 The move
towards inferior food is also expected to
negatively affect the nutrition level
available to young mothers and pregnant
women in these countries. Also, the price
crunch means that less purchasing power
will be available to fulfil the health,

education and other non-food requirements
of these people. It is only likely that the
rise in food prices will worsen the access to
health and education services for a
significant section of the population who
already finds it difficult to finance such
services. The International Food Policy
Research Institute (IFPRI) 16 identifies
three effects which are of particular concern
in such cases. These are: (1) deterioration
of the nutritional status of pregnant and
lactating women and of pre-school
children; (2) the withdrawal of children,
especially girls, from school; and (3) the
distress sale of productive assets. IFPRI
expresses concern that these three have
potentially irreversible consequences and
may compromise the future ability of
individuals and households to escape
poverty. In sum, the increase in food and
commodity prices not only increases the
incidence of poverty, it also has a broadbased impact on the underprivileged
section of the population. As food is the
foundation for at least six Millennium
Development Goals (MDGs),17 it is feared
that this recent crisis will erode the gains
made in the achievement of these MDGs
over the last few years.
The second and probably the most
important linkage between trade and
human development works through the
employment channel. As discussed in
previous sections, in developing countries
the linkage between trade and poverty
reduction mostly works via the labour
market. In simplistic terms, trade opens up
a bigger market for the exportable sector
of a country. It also allows the country to
get higher prices for its exportables. This
boosts labour demand and pushes up wages
in the exportable sector. Higher wages and
better employment opportunities lead to a
reduction in poverty. However, what is not
often highlighted is that even trade
openness and employment may not pull
people out of poverty. Studies have shown
that there are large numbers of working
poor in South Asia and, to make matters
worse, the number is expected to rise in the
event of the ongoing financial crisis.

In many Asian countries, labour market
developments have created a huge amount
of vulnerable workers. As a study18 points
out, after 1997 due to combined changes
in the economic environment and policy
directions, informal and non-standard
employment has increased in most SouthEast Asian countries. Similarly, the 61st
round of the National Sample Survey19 of
India also shows a significant increase in
casualization of labour force in the country.
Furthermore, the forces of globalization
also resulted in a reduction in trade union
densities in these countries, which reduced
the bargaining position of the employees
considerably.20
On the other hand, developments in
global corporate governance have hugely
inflated executive pay packages across the
world. These factors have contributed to
the rising wage gap between high and low
wage earners in developing countries. A
number of studies 21 show that wage
inequality has increased substantially in
most countries of this region. And like
most other parts of the world, the share of
wages in GDP is showing a declining
trend. This is observable both in the more
developed countries like Japan and the
Republic of Korea and in developing
countries like China, the Philippines and
Thailand.22
Increased casualization, high wage
inequality, lack of social safety nets and the
poor human development record of many
countries of this region resulted in high
vulnerability among the working class.
The International Labour Organization
(ILO) publishes data on ‘vulnerable
employment’23 and ‘working poor’24 across
the world. Table 1.2 shows that in South
Asia, about 77.5 per cent of the total
employed are ‘vulnerable’ according to the
definition used by the ILO. What is even
more disturbing is the fact that about 47
per cent and 81 per cent of the working
population in South-East Asia and the
Pacific and South Asia respectively can be
considered as ‘working poor’ if one uses
the US$2.00 a day as the benchmark
(table 1.4). These workers are employed in
conditions that fall short of decent work,
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Table 1.2

Share of ‘vulnerable employment’ and ‘working poor’ in total employment,
2007
(%)
Vulnerable employment

World
Developed economies
East Asia
South-East Asia and the Pacific
South Asia

Working poor

Total

Male

Female

below
1.25$/day

below
2.00$/day

50.6
10.1
55.5
61.9
77.5

49.1
11.4
50.8
58.9
74.3

52.7
8.6
61.0
66.2
85.1

20.6
…
10.4
16.4
47.1

40.6
…
33.0
46.6
80.9

Source: ILO 2009a.

and as evident from table 1.4, labour
market conditions are extremely harsh in
all these regions but particularly bad in
South Asia.
Financial crisis is expected to increase
the extent of vulnerable employment and
working poor in Asia. There can be a
number of possible channels for this
transmission. It is quite likely that there
will be a decline in nominal wage rates in
some industries in developing countries.
Anecdotal evidence indicates that this is
already taking place in the export-oriented
sectors in developing countries. Together
with the increase in food and fuel prices in
most developing countries, this will put
significant pressure on real wage rates.
According to the ILO’s Global Wage Report
2008/09,25 in 2008-09 the average real
wage growth in Asia Pacific is unlikely to
exceed 1.0 per cent (lower than the global
estimate of 1.1 per cent), and wages may
actually fall in countries with low economic
growth. The Report also indicates that
higher prices will threaten to erode the
value of earnings for low-paid workers. As
Table 1.3

fallout of these factors, there is an
apprehension that social tensions in the
region are likely to intensify over wage cuts
and be compounded by the pressure of job
cuts and wage-related disputes.
Not surprisingly, ILO estimates indicate
that according to the $1.25/day benchmark,
in 2009 the number of working poor can
reach between 365 million to 551 million
in East Asia, South-East Asia and the
Pacific and South Asia region, which is
around 65 per cent of the total number of
working poor in the world. The figure is
much higher for the $2/day benchmark
(see table 1.3). Similarly, the number of
vulnerable workers can cross the one
billion mark in the three regions under
consideration (table 1.4). These tables
again indicate that the human impact of
the crisis will depend not only on the
number of people who lose their livelihood
but also on how the crisis affects labour
earnings, wage distribution and work
conditions.
Another factor which may hinder the
labour market in developing countries,

Projected numbers of working poor in 2009

(million)

Using $1.25/day criteria
World
East Asia
South-East Asia and the Pacific
South Asia
Notes:

Scenario 2

Scenario 3

Scenario 1

Scenario 2

Scenario 3

571
53
38
274

703
81
53
326

812
109
68
374

1,169
221
124
487

1,278
263
142
512

1,377
302
157
532

Scenario 1: Projection on labour market data to date and IMF November 2008 revised estimates for economic growth. Scenario 2: Projection on the historical
relationship between economic growth and unemployment at times of crises in each economy; IMF November 2008 revised estimates for economic growth.
Scenario 3: Projections on the basis of a simultaneous increase in the unemployment rate in the developed economies and the European Union (EU) equal
to the largest increase since 1991 in economies in other regions; IMF November 2008 revised estimates for economic growth.

Source: ILO 2009a.
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Using $2.00/day criteria

Scenario 1
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particularly among poorer developing
countries, is the lack of ability of workers
to shift jobs among different sectors. Severe
demand contraction in some of the major
external markets means that there are likely
to be major job cuts in certain sectors,
especially in export-oriented industries.
For example, in India, a survey conducted
by the Ministry of Labour and Employment
states that in the last quarter of 2008 half
a million workers lost their jobs. The
report highlights that the most affected
sectors are export-oriented sectors like
gems and jewellery, transport and
automobiles.26 In countries with a large
domestic market, it can be assumed that
some compensatory new jobs may be
generated in the non-traded sectors.
However, these sectors may or may not
absorb some of the displaced labour. How
many displaced workers are actually
absorbed will depend upon the workers’
ability to shift jobs between sectors. In
most developing countries this transition
will not be easy.
The multilateral trading system: How
does it affect trade liberalization and
poverty?
As the World Trade Organization (WTO)
is the main rule-making and supervising
body of international trade, it will be
important to understand how trade
liberalization under the WTO can affect
poverty and human development. During
the Uruguay Round of trade talks, it was
believed that the implementation of WTO
rules would help developing countries by
allowing them to use trade as an engine of
growth and poverty reduction. However,
the implementation experience of the
WTO during the past several years has
clearly revealed the fact that most trademodel based projections done during the
Uruguay Round have failed to predict the
dynamics of international trade.
In fact, the implementation experience
of the WTO shows that the projected
welfare gains did not materialize in any of
the sectors where developing countries
were promised significant benefits in the

Table 1.4

Projected numbers of vulnerable workers in 2009

World
East Asia
South-East Asia and the Pacific
South Asia
Note:

Scenario 1
1,480
422
169
467

Scenario 2
1,516
435
171
471

(million)
Scenario 3
1,606
459
181
481

See notes on the scenarios as in table 1.3.

Source: ILO 2009a.

Uruguay Round. As a result, trade openness
has not led to a decline in poverty in most
developing countries. Instead it has
increased the vulnerability of the poorest
section of the population in developing
countries. To understand why this has
happened, it is important to look at the
key sectors where developing countries
were supposed to gain from WTO trade
liberalization.
International agricultural trade and
market distortions: Implications for
poverty reduction
One of the classic examples of how trade
distortions can mislead theoretical
projections can be seen from the
implementation experience of the WTO
Agreement on Agriculture (AOA). In the
Uruguay Round, agriculture was brought
for the first time under the effective
purview of a multilateral trading system. It
was believed at that time that the new
WTO rules would bring about a structural
change in global agricultural trade and
more efficient agricultural producers would
stand to benefit from the WTO agreement.
As many developing countries are low cost
producers of agricultural goods, it was
expected that these countries would
significantly benefit from a more open and
less distorted global agricultural trade
regime.
However, the implementation experiences show that, in spite of the WTO rules,
some developed countries still continue to
heavily subsidize their agricultural sector,
thereby distorting global production and
trade. Data show that the Organization for
Economic Cooperation and Development
(OECD) countries pay more than US$300
Trade and Human Development: Theories, Concepts and Realities
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farmers in developed
countries hardly help
the poorer section of
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billion as subsidies to their farm sector. To
put this figure into perspective, total global
agricultural export is around US$600
billion. As a result of continued distortion,
none of the perceived benefits occurred to
developing countries. However, on the
other hand, opening up of their agricultural
sector has exposed vulnerable sections of
these countries to the market distortions
of international commodity trade.
Farm subsidies hurt farmers in poor
countries in a number of ways. First, they
restrict their market access in developed
countries. In these countries, a high
percentage of subsidies are given to farmers
through market price support. This
basically means that the government pays
the farmer an assured price which is higher
than the market clearing price. However,
such high prices may attract imports.
Therefore, to maintain high prices for their
subsidized products in their domestic
markets, developed countries have to erect
high market access barriers (through high
tariffs, quotas or other non-tariff measures)
in their own countries. As a result, low cost
producers from developing countries are
kept out of these markets.
Secondly, as subsidies raise domestic
prices of agricultural goods, they encourage
farmers to produce more. The surplus
production is then dumped into the
international market at a cheaper price.
Again subsidies are used to cover the
difference between domestic prices and
international prices.27 Excess supply and
dumping of agricultural goods drive down
their prices in international markets. The
farmers of developing countries suffer from
such undercuttings not only by losing
their export markets but these cheap
imports also threaten their domestic
production base. This can have potentially
disastrous implications for the vulnerable
section of the population in developing
countries.
In fact, a recent set of studies done
under the ‘Import Surge Project’ of the
Food and Agriculture Organization
(FAO)28 has shown that import surges for
agricultural products in developing
countries have occurred more frequently

Human Development in South Asia 2009

in the post-1994 period.29 Under the same
project, Sharma30 has listed a number of
case studies where import surges have
negatively affected domestic production.
For example, in Sri Lanka, vegetableproducing sub-sectors like onions and
potatoes have suffered from import surges.
In 1999, an import surge of onions and
potatoes resulted in a decline in the
cultivated area of these crops and affected
the livelihoods of approximately 300,000
persons involved in their production and
marketing.
What is even more ironical is that the
subsidies given to farmers in developed
countries hardly help the poorer section of
the population in those countries. To
justify high levels of farm subsidies, it is
sometimes argued that agricultural support
in developed countries protects the interests
of vulnerable communities and serves the
objective of rural development in those
countries. However, there is little evidence
to support this justification. The WTO
Annual Report of 2003 31 shows that,
contrary to popular belief, subsidies in
most developed countries are not targeted
towards poor farmers. In fact, in most
OECD countries, a very high proportion
of subsidies go to the top 25 per cent of
farmers. Quoting an OECD study, the
WTO annual report highlights that in
the EU, United States (US), Canada and
Japan, the top 25 per cent of farmers
receive 70 per cent, 89 per cent, 75 per
cent and 68 per cent of total agricultural
subsidies, respectively. These findings are
not surprising because farm subsidies in
the US and European Commission (EC)
are linked to output and size of land
holding. As a consequence, bigger farmers
garner more subsidies.
The Human Development Report (HDR)
200532 also finds that the farm subsidy
system in developed countries is extremely
inequitable. According to the figures
quoted in the HDR 2005, more than three
quarters of the EU’s Common Agricultural
Policy (CAP) support goes to the top 10
per cent of subsidy recipients. The
distribution is also skewed in the US where

the top five per cent get over half of the
total subsidies.33
Do farm subsidies help poor foodimporting countries?
There is also a school of thought which
argues that rich-world subsidies are a net
boon to poor countries because they
provide cheap food to the masses. While it
is indeed true that in the short-run,
subsidies contribute to the food security of
net food importing countries, one should
be more careful about its long-term
implications. There are reasons to believe
that the continued subsidization of
agricultural goods in developed countries
may actually harm the interest of all
developing countries in the medium and
long term. This happens because:
1. Agricultural subsidies lead to artificially
competitive products. They hamper the
development of domestic agriculture in
developing and least developed countries
as farmers find it difficult to compete
with these cheap products both in
domestic and international markets.
This can gradually erode the domestic
production base of agriculture and make
a country totally dependent on imported
food. In such a situation, the food
security of these countries becomes
totally reliant on the domestic macro
economic policies followed in developed
countries.
2. Also reliance on trade to bridge the
shortfall between production and
consumption is not free from risks. The
risks include uncertainty of supplies
and world market price instability.
Access to the global market in terms of
food security requires access to the
required foreign exchange. Further,
when needed, food may not be readily
available in the international market if
there is a simultaneous shortfall in the
major supplying markets, leading to a
steep rise in prices.
3. Moreover, subsidized exports depress
world prices and lead to substantial
declines in domestic farmers’ incomes.

As food security also means economic
access to food, any decline in agricultural
income can adversely affect the food
security situation of a country.
Because of these reasons, it is somewhat
misleading to claim that farm subsidies,
which impoverish millions of farmers in
developing countries, are actually beneficial
for the poor because they bring down the
prices of food in the short-run. Such
arguments, in fact, are extremely harmful
in multilateral negotiations as they can
create a division among developing
countries.
To conclude, it is quite obvious that
unless trade distortions in this sector are
brought down, developing countries do not
stand to gain much from the opening up of
this sector. On the other hand, opening up
of agricultural trade is threatening the food
security and livelihood security of millions
of small farmers who are engaged in
subsistence farming. It must be kept in
mind that a very high proportion of farmers
in developing countries are small farmers
who take to farming not as a commercial
proposition, as in the case of developed
countries, but because they do not have any
other alternative means of livelihood and
the land is passed down to them from
generations. Here agriculture is a way of life
in rural areas and not a business venture.
Naturally, these small farmers stand grave
risks of losing livelihood and food security
if they are exposed to unfair international
competition. Therefore, it is highly unlikely
that the agricultural sector in developing
countries will benefit much from trade
liberalization. These issues are discussed in
detail for South Asia in chapter 2.
In most developing countries, agriculture
still holds the key to removal of poverty.
While agriculture accounts for two per
cent of GDP and less than four per cent of
employment in developed countries, the
share of agriculture in the GDP of lowincome countries is as high as 24 per cent
and it provides more than 60 per cent of
employment in poorer economic regions
like South Asia and sub-Saharan Africa.34
It is also worth mentioning that these
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regions account for the majority of poor
and undernourished people in the world.35
If an open trade regime threatens such a
huge population then it is difficult to
understand how trade is going to help
eradicate poverty in developing and least
developed countries.
Textiles and Clothing (T&C): The
inherent asymmetry of the global trading
system

It is possible that
without the protection
of the MFA, certain
smaller developing
countries may lose
market share in
developed country
markets
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In industrial goods, the pattern of
international trade rules clearly shows that
there are different rules for different sets of
products. Generally, the WTO rules for
Non-Agricultural Market Access (NAMA)
are quite stringent and restrictive. Like the
agricultural sector, quotas and other
explicit non-tariff barriers are prohibited
in NAMA but unlike agriculture, NAMA
rules do not allow any subsidization by
Member countries.36 Average tariff rates
are generally low and, in the current round
of negotiations, there is great pressure on
developing countries to bring down the
tariff rates even further. However, for
certain sub-sectors there are exceptions to
this rule and not surprisingly, these are the
sectors where developing countries have
major export interests. The most telling
example is that of the T&C sector.
T&C is an extremely important sector
for developing countries. After agriculture,
this sector generates the largest number of
jobs in developing countries. Moreover,
T&C exports account for a very high share
of total merchandise exports in some
poorer countries such as Cambodia (71 per
cent), Pakistan (68 per cent) Bangladesh
(59 per cent), and Sri Lanka and Nepal
(both around 50 per cent). Also, from a
development perspective, the growth of
this sector is considered particularly
important because historically it has been
seen that the export of T&C is often the
first major labour-intensive manufactured
export item from a developing country,
and growth of this sector paves the path for
the transition from low-income agrarian
states to more rapid industrialization.
Therefore, for development and poverty
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reduction, a free and fair trade regime in
T&C is considered to be extremely
important for these countries.
However, among non-agricultural
goods, T&C has remained the most
protected sector. Since 1974, international
trade in T&C was governed by the
Multifibre Arrangement (MFA). Under
this arrangement, many industrial countries
established country-specific quotas on
imports of T&C from developing
countries. This restrictive agreement
continued till 2005 when it was phased
out and the T&C sector was brought at
par with all other industrial products in
the WTO.
Though the MFA rule was extremely
inequitable and violated the basic WTO
premise of non-discrimination, it had
some positive impact on poverty reduction
in certain smaller developing countries.
While it restricted market access and
negatively affected employment and
exports of bigger developing countries, it
allowed smaller countries assured market
access. Some countries like Bangladesh
have gained significantly from such an
arrangement. Bangladesh has become a big
exporter of garments and it has created
huge non-farm employment for a sizeable
section of its population. In some countries,
this sector has also become the biggest
generator of wage employment for women.
For example, the apparel sector in
Bangladesh employs about 85 per cent of
total female industrial employees. In fact,
in the export-oriented Ready Made
Garment (RMG) industry of Bangladesh,
about 90 per cent of the workers are
female.
Only recently has this sub-sector been
integrated with the general NAMA
framework. It remains to be seen what
kind of market access opens up to
developing countries because of this
integration. It is possible that without the
protection of the MFA, certain smaller
developing countries may lose market
share in developed country markets.
However, for countries like India and
China the abolition of the MFA is expected
to be beneficial. But there are apprehensions

that to counter the removal of quotas,
developed countries may either press for
special status for the T&C sector or will
use non-tariff measures to check exports
from developing countries. These issues
are discussed in chapter 3.
NAMA: Impact on small and medium
enterprises (SMEs) in developing
countries
In developing countries, SMEs play a very
important role in poverty alleviation.
These firms are generally more labourintensive than larger firms and hence they
generate more employment per unit of
output. Therefore, a thriving SME sector
can be considered as an important poverty
alleviation tool for a developing country.
However, the question is whether SMEs in
developing countries can survive in a
liberalized trade regime. This question is
particularly important because in the
WTO NAMA negotiations, highly
ambitious tariff reduction proposals are
being discussed and if these proposals are
accepted, they will result in a significant
drop in industrial tariff rates in developing
countries.
There does not appear to be a general
answer to the question posed above. In
certain sectors like textiles and garments,
leather and marine products, many SMEs
of developing countries are internationally
competitive and they are likely to benefit
from trade liberalization. Lower tariff rates
will not only open up new markets for
these firms but will also lower their cost of
production by cutting down their cost of
imported inputs.
For SMEs in other sectors where a
country does not have comparative
advantage, a low tariff and de-regulated
regime is likely to cause serious problems.
In these sectors, it will be extremely
difficult for firms to compete with
transnational corporations (TNCs). In
such cases, SMEs are forced out of the
market which, in turn, leads to enormous
job loss and destitution among people.
Another problematic aspect of NAMA
and the current multilateral trade regime

is that it will be almost impossible for
governments to give protection to new
SMEs. This may lead to a sub-optimal
situation as in a developing country new
and emergent SMEs are likely to need
government support to survive the global
competition in initial years. It is important
to note here that the industrialization
process of most presently developed
countries happened under some kind of
government support and protection. To
deny the same benefits to the present set
of developing countries will affect their
industrialization and employment
generation.
The new trade rules and trade in
manufacturing goods: Kicking away the
ladder?
A favourite example of the proponents of
free trade is how South Korea had used
manufacturing exports to improve its
living standards. They argue that in 50
years, Korea, which then was a poor
country and dependent on foreign aid for
half its national budget, had managed to
catch up with the living standards of
industrial countries by using trade as an
engine of growth. Using this example, it is
often argued that today’s developing
countries should use trade to improve
growth and remove poverty. However, a
careful analysis of the development
experience of Korea shows that the model
followed by that country may not be
replicable in the current scenario. In fact,
work done by a Korean economist, Chang,
has shown that current international trade
rules block most of the development paths
followed by the currently developed
countries. Table 1.5 gives some examples
of this.
This table showcases Chang’s argument
that most developed countries, including
the US and UK, had actively used the socalled ‘bad’ trade and industrial policies
like infant industry protection and export
subsidies during the earlier stages of their
development. However, WTO rules are
preventing developing countries from
using these practices during their catch-up
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Table 1.5

Policies followed by now-industrialized countries during their phase of development and current WTO
Rules which prohibit them

Country

Policy

Economic rationale

WTO restriction

US

High tariff and non-tariff barriers

Infant industry protection

UK

High tariff and non-tariff barriers,
colonial exploitation

Infant industry protection,
extraction of resources

Japan

1. State supported investment in
research and development (R&D)
2. Adaptation of designs of products
developed by other countries
3. Learning curve pricing

1, 2. Improve competitiveness
3. Taking advantage of economies
of scale

1. Countervailing duties
2. Trade-Related Intellectual Property
Rights (TRIPS)
3. Anti-dumping laws

South Korea

1.
2.
3.
4.
5.

Strategic and innovationist trade
policy

Countervailing duties

Economies of scale

Anti-dumping duties

State supported export growth
Directed credit
Export subsidies
Learning curve pricing
Interventionist industrial policy

Tariff liberalization, removal of non-tariff
measures
Tariff liberalization, removal of non-tariff
measures

Outright ban of export subsidies
Privatization as pushed by the World Bank

Source: Compiled by the author from Chang 2002.

period. Chang eloquently describes the
situation by saying that the developed
countries are attempting to ‘kick away the
ladder’ by which they have climbed to the
top, thereby preventing developing
countries from adopting policies and
institutions that they themselves used.
Many economists view this asymmetry
as a fundamental problem with the
prevalent multilateral trading system. For
example, Stiglitz and Charlton37 are of the
opinion that the new trade rules and
domestic disciplines introduced in the
WTO reflected the priorities and needs of
developed countries more than developing
countries. They further argue that
developed countries are using WTO trade
defence mechanisms as non-tariff measures
to unfairly block the industrialization of
developing countries.
Trade in services: More examples of
unfair trade
Another area where developing countries
potentially saw large benefits in is trade in
services. Services trade liberalization holds
significant promise for many developing
countries including India. As the General
Agreement on Trade in Services (GATS)
covers a broad range of services like
tourism, education, consultancy services
and man power exports, developing
countries, which are endowed with skilled
20
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and unskilled workers, are expected to
benefit from such an agreement.
Some of the benefits of services trade
liberalization are currently showing.
Countries like India have achieved high
levels of services exports through back
office processing, call centres and medical
transcription industries. On a higher
value segment, services exports through
software development and business
process outsourcing is another potential
growth area for the economies of this
region. This has helped a certain section
of the population and generated some
employment.
However, the potential to gain from
services trade liberalization has been
constrained by the fact that so far services
have been liberalized predominantly in
sectors of primary interest to developed
countries like the telecommunications,
banking and insurance sectors. Movement
of labour, which probably holds maximum
promise for developing countries, is still
very much restricted. These issues are
discussed in chapter 4.
It is surprising that when developed
countries and multilateral organizations
like the IMF and the World Bank are
pressing for the free movement of the other
factor of production, which is capital, the
virtues of the free movement of labour are
conveniently ignored.

WTO and gender issues
In the agricultural sector of most developing
countries, women constitute the majority
of the poorest section of the rural
population. Most women, who are involved
in agriculture, tend to be landless workers
and only a small percentage of these
women own land. Studies show that even
when women own farm land, these lands
are generally in small fragmented plots and
are of poor quality. This denies them access
to institutional credit and public support
programmes. Farming in these lands is
done primarily for self-consumption and a
very small portion of their output is either
sold in the market or exported. As a result,
even if trade liberalization has opened up
export opportunities, it is unlikely that
these farmers will have the ability to take
advantage of such opportunities.
On the other hand, trade liberalization
and associated domestic reforms are
increasing the problems for small farmers
and particularly for women farmers. With
the WTO setting limits in the case of
subsidies in developing countries, farming
communities in developing countries are
looking at the spectre of increasing input
prices which include fertilizer, water and
electricity. This would push up production
costs for farmers. To make the situation
more complex, removal of import
restrictions is leading to a sharp rise in
imports of a number of important
commodities. Even when there is no actual
import, low world prices keep domestic
prices low. So even in the event of a crop
failure, domestic prices of that crop need
not increase.
Many small and medium farmers are
finding it difficult to cope with this dual
problem of increasing production cost and
low domestic prices resulting from
increased competition from subsidized
imports from developed countries. These
problems are even more acute for women
farmers. Along with all the general
problems, women farmers face more
constraints as they tend to have very low
access to credit, and thereby end up paying
higher interest in informal markets. As a

result, they cannot afford required farm
inputs, like chemicals, fertilizers and
machinery. In the South Asian sociocultural setup, domestic and social
compulsions tie women to their homes.
These customs restrict their access only to
local markets.
With these complexities, it becomes
very difficult, if not impossible, for them
to compete and survive in a free-trade
world. Studies show that over the past few
years, many small and marginal farmers,
particularly women farmers, have sold
their land and become casual labourers.
There are also reports of increased
migration from the rural sector.
This trend of increased landlessness
among the rural population is also mirrored
by an increasing concentration of
landholdings in the agricultural sector.
Post-WTO, many farms are engaged in
export-oriented commercial cultivation.
Commercialization encourages the
consolidation of land holdings as it is
generally believed that bigger farms are
more conducive to this type of farming.
Therefore, in many developing countries,
big farms are replacing numerous small
and marginal farms. As big farms generally
use more machines and less labour than
small and marginal farms, consolidation of
land is reducing employment opportunities
in this sector. It has also been observed that
the use of tractors and other machines
tends to displace female labour first. Due
to these reasons, the commercialization of
agriculture is having an adverse impact on
female employment generation in rural
economies of developing countries.
However, there is a recent development
which is having an opposite impact on
rural employment for women. Opening up
of export markets has induced the corporate
sector to take up contract farming in many
developing countries. Most contract
farming is concentrated in vegetables,
organic foods and a few other varieties of
cash crops. These crops are more labourintensive than traditional crops like wheat
or rice. It has been seen that these farms
tend to employ a very high percentage of
women workers. This happens because
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farming of these crops is less dependent on
machines. Moreover, for these crops,
women workers (and sometimes girls) are
more preferred because of their low wage
requirement, low bargaining power, docile
nature and ‘nimble fingers’. Contract
farming has opened up new employment
opportunities for women and is absorbing
some labourers from the increasing casual
female labour force in rural sectors.
However, it is still in a nascent stage and
its impact on female employment is
limited. On the flipside, these farms pay
very low wages to women and the quality
of work there is often quite poor. Also,
these farms are sometimes guilty of using
child labour.
Free trade and commercialization of
agriculture are also creating some genderspecific ‘non-trade concerns’ in developing
countries. Many fear that increased
openness of the agricultural sector will
increase food security concerns in these
countries. As women still have a
disproportionately high responsibility for
childcare, functioning of the household
and community care, any threat to food
security is likely to have a big negative
impact on women.
And finally, another factor which can
have adverse impacts on the livelihood of
poor women is the gradual disappearance of
common property resources in rural areas.
Emphasis on trade and commercialization
of agriculture is leading to the mindless
expansion of farmland.38 In many countries,
this is eroding common properties in the
rural sector. For poor women, common
properties have traditionally been a source
of water, fuel, fodder and herbal needs. If
these resources get eroded, it is going to
have a strong negative impact on this
segment of the population. Also, erosion of
these natural resources is leading to increased
unpaid labour time for women as they are
spending more time fetching fuelwood and
water for their households.39
GATS and its impact on gender
Services cover a number of sectors and
the liberalization of trade in services is
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likely to have a sector-specific impact on
employment and gender in developing
countries. Particularly from a gender
perspective, it is to be noted that services
trade liberalization is expected to open up
employment opportunities in sectors
where female participation is quite high.
For example, opening up of sectors like
tourism, information technology, medical
and educational services is likely to bring
significant benefits for women workers in
these sectors. But to take advantage of
services sector liberalization, it is important
to develop skills and promote higher
education among women. Employment
opportunities in a number of services
sectors are crucially dependent on these
factors.
Some of the benefits of services sector
liberalization are already showing. Rapid
growth of the tourism sector has increased
employment opportunities for women in
both formal and informal sectors in many
developing countries like Tanzania,
Maldives, Nepal and Uganda. Similarly, in
the healthcare sector, a very large number
of Filipino women get overseas employment
in developed countries across the world.
Many Asian migrant workers are also
working in domestic service and
entertainment industries.
Other more hi-tech services sectors like
the modern telecommunication sector and
the software industry are also generating
employment for women. Studies show that
the proportion of women working in data
processing and call centres in India varies
between 40 and 70 per cent and women
account for about 20 per cent of professional
jobs in software services in Asian and Latin
American countries. This figure is much
higher than in any other field of engineering.
However, it must be kept in mind that
increased employment opportunities for
women have almost always been associated
with poorer job conditions in most
developing countries. Also increased
employment in the tourism sector has not
turned out to be an unmixed blessing for
women as it brings with it problems of sex
tourism and the spread of sexually
communicated diseases like HIV/AIDS.

Liberalization of the services sector has
definitely increased employment
opportunities for women in certain sectors
but there are other sectors where GATS is
leading to a loss in jobs for women.
Liberalization of some services sectors
under GATS is tantamount to privatization
of public sector units operating in these
sectors. It has been observed in many
countries that privatization has been
followed by a sharp reduction of
employment in these sectors. For example,
in Nicaragua, after privatization there was
a large scale retrenchment of government
workers in health and education sectors.
More than 70 per cent of those laid off
were women.
GATS and the resultant privatization of
some services like healthcare, education
and water distribution is leading to massive
socio-economic problems in many
developing countries and is having a
profound negative impact on women.
Privatization of these sectors invariably
increases costs of these essential services.
For the poorer segment of the population,
it also reduces access to these services.
Women bear the brunt of this problem as
they are obligated to provide healthcare,
education and safe food and water for their
families. They may also attempt to make
up the shortfall by depriving themselves
and the young females in their family of
educational or health services so as to save
money and redirect their time to earning
money. Experience shows that when
Zimbabwe privatized its health sector,
maternal mortality increased. Pregnant
women would not see doctors, because
they could not afford to pay the fees.
Similarly, fears are expressed that the
impending privatization of water in many
developing countries may make the price
of water exorbitantly high for poor
families.
Increased employment opportunities
for women and the growing participation
of women in productive activities have
some other consequences also. Social
norms on family obligation imposed
greater responsibility for care on women.
The provision of these services is sometimes

referred to as the ‘care economy’. When
women enter the workforce, they tend to
cut down on unpaid labour. This harms
the ‘care economy’ and it may threaten
social reproduction. 40 Privatization of
essential public services like health and
education exacerbates these problems.
T&C and its impact on gender
Increased trade opportunities in the textiles
and garment sector have increased
employment opportunities for women in
many developing countries. Particularly
for some Asian countries, this sector has
become the biggest generator of wage
employment for women. For example, the
apparel sector in Bangladesh employs
about 85 per cent of total female industrial
employees in Bangladesh. To add to this,
the textile manufacturing sector employs
another six per cent of total female
employment in the industries. In fact, in
the export-oriented RMG industry of
Bangladesh, about 90 per cent of the
workers are female. In Cambodia and
Philippines, female workers make up 90
and 72 per cent of paid employment
respectively. In South Asian countries like
Sri Lanka and Pakistan also, a very high
percentage of workers in the T&C sector
are women. In India, the percentage is not
as high but the sector still employs a very
large number of women.
The success of the T&C sector in
generating high exports and providing a
large amount of employment brings with
it an associated question about the working
conditions and the overall level of benefits
accruing to women workers of this sector.
There is a general opinion that working
conditions for women in the T&C sector
are poor. The problems include excessively
long work hours, poor pay, hazardous and
unhealthy work conditions, absence of
opportunities for upward mobility and
poor treatment of women workers. But
case studies show that there are some
country-wise differences. Whereas studies
on India, Pakistan and Sri Lanka support
the observation that working conditions
for women are poor, studies on the RMG
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sector of Bangladesh tend to suggest that
overall it has been welfare enhancing for
the women workers of this sector. Studies
show that though the level of wages in the
RMG sector in Bangladesh is low by
international standards, their daily wage
rates are twice as high as those paid for
agricultural labourers and higher than
would be earned at construction sites.
These studies on Bangladesh conclude that
though working conditions in the RMG
sector are poor, employment in the
export-oriented RMG sector offers women
workers a higher quality of life than might
otherwise be possible.
NAMA and its impact on gender
NAMA is increasingly becoming important
for developing countries. In the last two
decades, the export composition of
developing countries has gone through a
major transformation. Earlier developing
countries used to be exporters of primary
goods. But since the last two decades,
developing countries are exporting a very
high percentage of manufactured goods.
Data show that currently about 65 to 70
per cent of exports from developing
countries are in manufactured goods.
A distinct feature of this boom in
manufacturing exports is that, it has largely
been female-led. In developing countries,
a significant portion of workers in exportoriented manufacturing industries and in
export-processing zones tend to be females.
In these sectors, women are found to be
involved in diverse areas ranging from
micro and small-scale activities to large
assembly-line operations; and from
handicrafts, toys and food processing to
pharmaceuticals, electronics, telecommunications and computer hardware. Several
GATT rounds on the reduction of
industrial tariffs and opening up of markets
for manufacturing exports from developing
countries have created significant
employment and business opportunities
for women in the export-oriented sectors.
These new opportunities have augmented
their capacity to earn income and thereby
improved the status of women in society

Human Development in South Asia 2009

and within their households. Developing
countries as a whole also benefited from
women’s work as it significantly contributes
to export competitiveness and industrial
diversification.
However, unlike the T&C sector, the
impact of liberalization of trade in
manufacturing goods on women’s employment generation is not unambiguously
positive. Statistics show that in most
developing countries high rates of export
growth have been matched or exceeded by
very high import growth of manufactured
goods. This increase in imports is displacing
local production in developing countries.
This is happening in a number of
manufacturing sub-sectors where developing countries are not internationally
competitive.
For example, in India, a significant
portion of manufacturing output is
produced in SMEs in the informal or semiformal sectors. These units are generally
technologically backward, work with very
little capital and are characterized by
extremely low labour and factor
productivity. In an open trade regime,
these firms are the hardest hit as they find
it extremely difficult to compete with
imports from much more efficient foreign
firms. As a result, many of these
manufacturing units are closing down and
this is resulting in job losses. This
phenomenon is not unique to India and is
occurring all across the developing world.
This is the main reason why, in spite of
high manufacturing exports, almost all the
economies in Asia have experienced
deceleration or even absolute declines in
manufacturing employment in the last few
years. This has been reflected in female
labour force participation rates also.
Moreover, it has been found that in
export-oriented industries, women are
increasingly being hired in peripheral,
insecure, less-valued jobs, including homebased, casual or temporary work. These
jobs are normally characterized by very low
pay, irregular income, little or no job or
income security and lack of social
protection. This increasing informalization
and casualization of the female work force

is perpetuating existing gender asymmetries
and is hindering net improvement in
women’s conditions and terms of work and
gender equity. Many economists point out
that this new problem is a direct
consequence of the policy of ‘labour
market flexibility’ which has been
introduced in developing countries to
attain external competitiveness.
Another important aspect of women’s
employment in the export-oriented
manufacturing sector is that it is
characterized by large wage differences
between male and female workers. It is a
general characteristic of developing
countries that women earn lower wages
than male workers. Trade and competitive
pressures are alleged to be widening these
wage differentials. It is happening because
producers are trying to reduce their costs
of production by lowering wage rates or by
reducing the benefits given to workers. It
has been observed that low-skill workers
and women workers are suffering more
from this phenomenon. This is widening
the male-female wage gap. A case study of
a few successful export-oriented economies,
such as Hong Kong (China), Malaysia, the
Republic of Korea and Singapore revealed
that female wages are only about 58 to 65
per cent of male wages in these countries.
Overall, it can be said that while
the GATT/WTO disciplines on industrial
tariff have benefited some sub-sectors of
developing countries and have generated
employment for women in these sectors,
their net impact on total female employment generation remains ambiguous.
Moreover, the pressure of competitiveness
has deteriorated job conditions and has
widened the existing gender differential in
most of these countries. As a result, the net
impact of NAMA rules and the consequent
liberalization of trade in manufacturing
goods on women is uncertain.
Moreover, some recent statistics tend to
indicate that there is a possible defeminization of the labour force happening
in some East and South-East Asian
countries. There can be three possible
reasons to explain this trend. First, there
can be an overall decline in employment

opportunities because of recession or
structural adjustment measures. In such a
scenario, women, as the most vulnerable
group, lose more jobs. Secondly, it is
possible that there has been a shift in the
nature of the new employment generation
towards more skilled workers. Lastly, it can
also be possible that once social action and
legislation improves the conditions of
women workers, relative attractiveness of
women workers ceases to exist.41 In such a
scenario, women workers are no longer
preferred in export-oriented manufacturing
units.
Conclusion
This introductory chapter highlights that
the inter-linkage between trade and poverty
is extremely complex and is dependent on
a host of factors. While it is true that trade
liberalization can bring benefits to the
export sector of a country by providing
higher wage and employment, its overall
impact on the economy is uncertain as it
displaces workers from the import
competing sector. This theoretical
ambiguity has not been settled by empirical
studies as so far no study has been able to
conclusively establish the correlation and
causation between trade, growth and
poverty reduction.
A look at the current multilateral trade
regime also raises some concerns. It shows
that the present multilateral trading system
is essentially serving the interests of
developed countries. Not only has trade
liberalization been slow in the sectors
where developing countries are potentially
competitive (viz. agriculture, textiles and
services) but multilateral rules have also
permitted developed countries to maintain
distortions and market access barriers in
these sectors. Economists like Stiglitz and
Chang have also underscored the fact that
present multilateral rules discriminate
against developing countries by
constraining their policy space. From the
evidence given by these two economists, it
appears that the development paths used
by now-developed-countries during their
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process of development have been
systematically blocked by multilateral
organizations. The Doha Round of trade
talks, which promised to address the
concerns of developing countries have not
been able to progress much.
On the other hand, the recent financial
crisis has lowered global demand which is
affecting exports from developing
countries. More importantly, developing
countries are facing the threat of increased
protectionism from developed countries.
This is happening because of two broad
reasons. Some countries are trying to
ensure that the limited domestic demand
does not leak out to the external market.
The idea is to divert the entire domestic
demand to one’s own market so that the
economy can be reinflated. Secondly, to
come out of the crisis, many countries have
opted for huge fiscal stimulus packages to
boost their domestic demand. Some of
these countries are putting protectionist
clauses in their stimulus packages to make
sure that the multiplier effects of these
measures are not exported abroad.
Despite the pledge by G20 countries to
‘promote global trade and investment and
reject protectionism’, 42 a recent World
Bank report has indicated that 17 of the
G20 countries have imposed new restrictions.43 This study reveals that since the
beginning of the financial crisis, countries
have proposed and/or implemented
roughly 78 trade measures. Of these,
increasing tariffs comprise about half of
these actions. Among the other forms of
protectionist measures, there is increased
use of traditional measures like domestic
and export subsidies and anti-dumping
duties.44 Increasingly, provisions of such
subsidies are being linked to protectionist
requirements like the subsidized companies
will have to preserve domestic employment,
even at the cost of shutting down more
efficient plants abroad in developing
countries. A study 45 highlights that
countries are also using other protectionist
measures including undervalued exchange
rates, environmentally motivated trade
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restrictions, resource nationalism (restrains
on exports of food during the period of
commodity crisis), and financial
nationalism, whereby financial resources
are directed to national firms.46
This rise in protectionist sentiment
almost gives a sense of déjà-vu as during
the Great Depression of 1930 countries
adopted measures which Joan Robinson
famously described as ‘beggar my neighbor’
policies. Countries adopted three sets of
protectionist policies during this period.
There were competitive devaluations of
currencies aimed at promoting exports,
increased trade barriers,47 and a proliferation
of preferential trade arrangements. This
led to a massive implosion of world trade
between 1929 and 1933 (nicely illustrated
by the ‘Kindleberger Spiral’48). It will be a
big challenge for multilateral organizations,
including the WTO, to ensure that history
does not repeat itself. Specially for the
WTO, the sudden and massive contraction
of trade and the resultant protectionist
wave can bring a new set of challenges to
the table which can alter the negotiating
dynamics significantly.
Against this backdrop, it will be
important for developing countries to
formulate strategies to gain from trade. If
properly regulated, trade can be an
important instrument for developing
countries to foster growth and development.
But these countries may have to look for
different strategies. The present dissatisfaction with the multilateral trading
system has fuelled the growth of Regional
Trade Agreements (RTAs). As RTAs do not
come under the purview of the WTO,
their rules are not applicable for countries
trading through this channel. Taking
advantage of this, many developing
countries are now looking for trading
relations among themselves just to avoid
the frustration with the multilateral trading
system. Such South-South RTAs may
emerge as a possible alternative as they
allow developing countries to expand their
markets without having to accept lopsided
treaties (see chapter 5).

Chapter 2

Agricultural Trade Liberalization and
Human Development
It is generally accepted in economic
literature that international trade has a
positive impact on economic growth and
human development. However, as we have
seen in the analysis of the previous chapter,
the link between trade, growth and human
development has neither been direct nor
consistent across all countries and all
sectors. The liberalization of South Asia’s
agricultural sector has been particularly
harmful for most of the poor in rural
areas, not because trade per se had
anything to do with it, but because the
policies and practices of some governments
and multilateral trading institutions had
not been informed by the needs and
concerns of the vast majority of developing
countries’ poor.
Liberalization of agricultural trade in
South Asia
In South Asia, over the last four decades
the importance of the non-agricultural

sector has increased significantly in terms
of its contribution to gross domestic
product (GDP), imports and exports.
Nevertheless, the agricultural sector
continues to play a very important role in
South Asia particularly when it comes to
providing employment to the vast majority
of its labour force. Although the share of
the agricultural sector in GDP has declined
rapidly from 41 per cent in 1965 to 19 per
cent in 2005, more than 55 per cent of the
labour force continues to depend on it:
with 93 per cent in Nepal, 57 per cent in
India, 51 per cent in Bangladesh and 44
per cent in Pakistan and Sri Lanka (see
figure 2.1). This clearly indicates the
central place of agriculture in the South
Asian economy.
Over time as a result of structural
transformation, the share of agricultural
trade in total merchandise trade has
decreased and that of manufacturing trade
has increased. However, the share of
agricultural exports in total merchandise
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exports has decreased at a faster rate than
that of agricultural imports (see tables 2.2
and 2.3).
The terms-of-trade for agriculture
measure the average value of exports
relative to imports. Any change in this
terms-of-trade can affect an economy both
negatively as well as positively. An increase
in average value of exports or decrease in
average value of imports will result in an
improvement in terms-of-trade. Figure 2.2
shows a persistent decrease in agricultural
terms-of-trade for all South Asian countries
except for Bangladesh where it has
improved after 1999-2001.
The agricultural trade to GDP ratio
indicates the relative openness of a country.
It shows a mixed trend over the last four
decades due to variation in trade policies
and other related factors (see table 2.1).
For example in Sri Lanka, it increased
significantly due to the comprehensive
trade reforms of 1977 but then went down
Table 2.1

Bangladesh
Bhutan
India
Nepal
Pakistan
Sri Lanka
South Asia

later due to civil conflict during 19832001. However, during the last decade, the
agricultural trade liberalization process has
strengthened in all South Asian countries
compared to earlier periods.
In the first two and a half decades after
independence, trade was most restricted in
India and there was a mixed trend in
Pakistan. However, almost all South Asian
countries followed the policies of import
substitution industrialization in the 1970s.
Sri Lanka was the first among all South
Asian countries to start a wide-ranging
trade liberalization process including
liberalization of the agricultural sector. Up
to the early 1980s, trade reforms that
directly affected agricultural trade were
limited. However, it was affected indirectly
by manufacturing trade reforms and large
currency devaluations. By the late 1980s,
all South Asian countries started exportoriented policies as a result of structural
adjustment programmes of the
International Monetary Fund (IMF) and
the World Bank. Agricultural trade
liberalization policies were also included in
overall trade policies. Both tariff as well as
non-tariff barriers were reduced
significantly. In later years, especially after
the establishment of the World Trade
Organization (WTO) in 1995, most of the
non-tariff barriers were transformed into
tariff barriers and these have been reduced
significantly in all countries, except India
and Bhutan (see figure 2.3).
India
India accounts for more than 60 per cent
of the agricultural trade in South Asia. In
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Figure 2.3 Tariff structure in South Asia and other selected countries, 2007
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the first two and a half decades after
independence, India adopted a policy of
import substituting industrialization. The
market prices of agricultural goods were
lowered deliberately to provide cheap raw
materials to industry. The process of
restricted trade continued till 1974, when
some import restrictions were relaxed but
the main aim remained to support the
industrial sector by importing cheaper raw
material. 1 During 1991-95, export
subsidies as well as quantitative restrictions
were removed on capital goods but
agricultural trade remained restricted by
quantitative restrictions.
During the 2000s, the restrictions on
agricultural imports declined but India’s
trade policy still supports the goals of food
self-sufficiency and price stability.2 India
continues to use import licensing and tariff
level adjustment. The average applied
agricultural tariff declined from 40.7 per
cent in 2001-02 to 34.4 per cent in 2007
(varying from 17 per cent for cotton to 63
per cent for beverages and tobacco), but its
most favoured nation (MFN) bound
agricultural tariff rate is still 114.2 per cent,
which allows it to vary the applied rate.
On the import front, a number of
agricultural products are banned for
reasons of public health, safety, moral and
religious grounds. In addition, in 2009,
state trading is still going on for imports of
cereals, copra and crude coconut oil.
Furthermore, milk products, fruits and
nuts, coffee, tea, spices, cereals and edible
oils are considered to be sensitive and the
government monitors their imports.

On the export side, trade is almost free;
however, a number of commodities are
monitored and various restrictions are used
to ensure food security. India aims for
export expansion and diversification of
agricultural products, as is evident in the
2002-07 foreign trade policy.3 A number
of Export Processing Zones were established
and supported by the central and state
governments but only few performed
according to expectations and targets. In
2004, a scheme ‘Vishesh Krishi Upaj
Yojana’ was introduced to encourage
agricultural exports
Pakistan
Unlike India, in Pakistan trade policies
have been a mixture of restricted and free
trade during the earlier decades after
independence. In the first decade 1947-58,
trade reforms were based on the
management of short-term crises.4 However,
in 1950 exports of Pakistan increased
significantly as a result of the Korean War.
The government liberalized trade and, as a
result, 85 per cent of the imports were
without license.5 The Korean War ended in
1952 and the export boom came to an end.
Consequently, after 1952 the trade policy
was characterized by overvaluation of the
rupee, use of quantitative restrictions, high
level of tariffs on imports and export taxes
on jute and cotton.
During 1958-69, various steps were
taken to boost exports. The Export Bonus
Scheme and Export Credit Guarantee
Scheme were formulated. Besides these, an
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Export Promotion Bureau was set up to
enhance exports. However, these efforts
could not succeed due to the 1965 War
with India, bad harvests and reduced
foreign aid, and the government again
imposed import controls. During 197277, the government devalued the rupee
and removed the Export Bonus Scheme.
During 1977-88, the government
introduced some reforms in trade by
reducing the number of banned goods,
lifting other restrictions and eliminating
non-tariff barriers. However, in 1981-82,
international recession and deteriorating
terms-of-trade decreased exports, and at
the same time, the second oil price shock
decreased imports. As a result, the government reversed the import liberalization
policy by using non-tariff barriers.
From 1988 onwards, the government
started a comprehensive liberalization
process as a part of the structural adjustment
programmes of the IMF and the World
Bank. The removal of non-tariff barriers
started in the early 1990s. Besides industrial
trade reform, agricultural trade was also
reformed and, since 1997, all export controls
and restrictions were removed.6
The current agricultural trade policy of
Pakistan is based on food security, import
substitution, diversification and export
promotion. Various steps have been taken
to ensure this. A general system of quality
and certification is in place for 41
agricultural products. All non-tariff barriers
have been transformed into tariff barriers,
which have been reduced significantly. The
average applied tariff in the agricultural
sector declined from 65 per cent in 199697 to 15.8 per cent in 2007, varying from
8 per cent for cotton to 46.8 per cent for
beverages and tobacco.
Bangladesh
During the 1980s, Bangladesh initiated
agricultural trade reform.7 However, 56
per cent of trade was constrained under
quantitative restrictions. During the 1990s,
Bangladesh reduced the tariff level and
eliminated quantitative restrictions on
imports to further liberalize agricultural
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trade. But the use of various protective
measures offset the reform process.
During the 2000s, agricultural trade
was further liberalized, but quantitative
restrictions on some agricultural goods still
remained. The average applied tariff on
agricultural goods declined to 16.9 per
cent in 2007 but the average bound rate
(192 per cent) was the highest in South
Asia, increasing the uncertainty level. A
cash subsidy of 20 to 30 per cent on
agricultural exports was started in 2003, in
order to reduce production costs and
enhance competitiveness.
The export policy of 2003-06 aimed at
expanding exports by promoting the tea
industry through rehabilitating sick tea
gardens, and modernizing the tea industry;
and increasing the productivity and quality
of jute goods.8
Sri Lanka
In 1977, Sri Lanka started a comprehensive
trade reform programme. Agricultural
trade was a part of it. While the overall
tariff level was decreased, it was still
relatively high in the agricultural sector.
Similarly, quantitative restrictions were
relaxed but they were applied on some
food crops with the aim of food security.
The pace and success of this reform process
suffered as a result of internal conflict
during 1983-2001.
A second era of trade reform started
during 1989-93. The role of state owned
enterprises was reduced, and import
licenses were issued to the private sector to
import restricted agricultural goods. All
agricultural export taxes were eliminated
to encourage exporters.
The third wave of economic reforms
started in 2002. On the import front, the
government used various tariff levels at
different occasions to achieve specific aims
such as food security. The average applied
MFN tariff for agricultural imports
declined from 27.6 per cent in 1998 to 23
per cent in 2007, which was higher than
that in the non-agricultural sector. The
main argument of the government for
such high tariff levels was the protection

Figure 2.4 Trends in growth rate of agricultural sector exports and imports,
1990-2006
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of the agricultural sector, which was in a
developmental phase. 9 On the export
front, the exports of tea and rice were not
liberalized in order to ensure food
security.

this, global structural transformation over
the last four decades has also changed the
composition of agricultural trade. As a
result, the share of agricultural trade has
reduced while the share of manufactured
goods trade has increased.
Figures 2.4 and 2.5 show that during
1990-95 both agricultural and total
merchandise exports and imports increased
in South Asia. However, the growth rate of

Trends of agricultural trade
Thus there has been a mixed trend in the
trade policies of South Asia. In addition to

Figure 2.5 Trends in growth rate of total merchandise exports and imports,
1990-2006
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agricultural exports was (3.2 percentage
points) lower than that of agricultural
imports, which was unlike the situation in
Asia (excluding South Asia) and the world.
The position was totally reversed in the
case of merchandise trade where not only
was the growth rate of exports (2.9
percentage points) higher than the growth
rate of imports, but South Asia also
performed better than Asia (excluding
South Asia), Africa and the world.
During 1995-2000, there was an overall
slow down in the world economy. As a
result, both agricultural exports and
imports declined, except in South Asia,
where agricultural imports increased. In
contrast to agricultural exports and
imports, total merchandise exports and
imports increased in South Asia but at a
slower rate compared to 1990-95.
In 2000-06, agricultural trade and
overall merchandise trade increased at a
faster rate in South Asia compared to the
previous decade. However, agricultural
Table 2.2

trade performed better than total
merchandise trade due to the better
agricultural trade performances of
Bangladesh and Nepal. In the case of total
merchandise trade, the growth rate of
exports and imports has been higher in
South Asia as compared to Asia, Africa and
the world. However, in terms of balance of
payments, the growth rate of imports
outpaced the growth rate of exports due to
the lower growth rate of exports in the
Maldives, India, Nepal, Pakistan and Sri
Lanka.
In South Asia, the agricultural sector is
the largest sector and absorbs majority of
the labour force, both male and female.
About one-half of the total labour force in
South Asia depends on the agricultural
sector compared to about one-fifth
employed in the industrial sector. An
increase in agricultural sector exports in
overall merchandise exports compared to
that of imports indicates an increase in
opportunities for millions of poor farmers

Trends in share of agricultural exports in total merchandise exports in South Asia, 1965-2007

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
Maldives
South Asia
World

(%)

1965

1970

1975

1980

1985

1990

1995

2000

2007

37.2
75.1
31.7
95.1
97.0
40.2
0.7
47.8
21.8

32.9
58.3
40.6
92.9
94.8
39.9
0.4
44.0
16.5

37.9
43.9
29.1
84.0
82.1
27.9
0.9
43.0
14.0

29.5
39.1
25.8
26.9
61.9
27.9
0.4
33.7
11.6

25.3
27.6
22.9
46.8
55.2
37.7
0.2
28.5
10.7

16.9
19.5
10.7
26.8
38.9
15.5
0.0
18.6
9.3

16.7
12.8
3.8
10.9
17.3
16.4
0.0
15.1
8.7

10.9
11.8
2.1
5.4
18.5
13.5
0.1
11.0
6.4

11.4
11.4
2.7
16.3
15.5
1.0
0.0
11.0
6.3

Sources: FAO 2009b and MHHDC staﬀ computations.

Table 2.3

Trends in share of agricultural imports in total merchandise imports in South Asia, 1965-2007

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
Maldives
South Asia
World

1965

1970

1975

1980

1985

1990

1995

2000

2007

32.2
30.7
5.7
8.8
50.3
25.1
43.0
24.0
22.7

30.7
21.0
34.5
10.8
47.2
25.0
74.8
30.8
17.5

27.3
25.4
53.4
10.0
51.6
9.0
66.1
30.7
15.3

10.3
14.5
30.6
12.0
20.0
9.0
36.6
13.8
12.5

10.3
20.1
32.9
14.4
19.5
8.3
12.4
15.3
11.5

4.5
20.0
23.0
20.7
18.3
15.0
23.3
10.3
9.8

5.8
23.4
19.8
12.9
13.5
17.4
22.6
11.0
9.0

5.6
15.9
21.0
15.2
10.6
14.0
19.9
9.3
6.6

3.6
11.4
24.2
11.9
14.2
2.4
16.0
6.2
6.4

Sources: FAO 2009b and MHHDC staﬀ computations.
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employed in the agricultural sector. The
share of agricultural exports in total
merchandise exports declined gradually
from nearly one-half in 1965 to about onetenth in 2007. The trend remained almost
similar among the individual South Asian
countries with few exceptions. However,
the trend in agricultural imports as a
percentage of total merchandise imports
for South Asia was mixed. Overall it also
declined but at a lower rate than that of
exports (see tables 2.2 and 2.3).
Thus, not only did the share of
agricultural exports in total merchandise
exports declined significantly but it also
declined at a faster rate than that of imports.
This shows poor outcomes of the structural
transformation process in South Asia for
the livelihoods of millions of workers
depending on the agricultural sector. The
situation has deteriorated further after the
1995-era of trade reform.

of net agricultural exports with net nonagricultural exports reveals in table 2.4 that
despite this policy, agricultural trade seems
to have contributed positively to raising
GDP.
During 1970-2007, non-agricultural
imports increased significantly and, as a
result, the non-agricultural trade gap
remained persistently negative. It remained
almost stable between 1985 and 1995.
However, it increased by eight times
between 1995 and 2007—an era of free
agricultural trade. On the other hand,
there has been a mixed trend in case of net
agricultural exports; most of the time they
remained positive except during 1975,
1985 and 2000. Overall agricultural sector
net exports have performed better
compared to non-agricultural sector
exports.

Impact of agricultural trade on GDP

Historically, agricultural trade in South
Asia has been involved in similar type of
agricultural products with little
diversification of exports and imports (see
table A2.1).

Although the focus of trade policy in South
Asia has been towards strengthening and
protecting the manufacturing sector at the
cost of the agricultural sector, a comparison

Table 2.4

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
Maldives
South Asia

Diversification of agricultural trade

Trends in net exports of agricultural and non-agricultural sector in South Asia, 1970-2007

(US$ million)

1970

1975

1980

1985

1990

1995

2000

2007

14

-74

1,016

614

1,990

3,270

2,072

8,974

-112

-1,922

-6,728

-7,726

-7,963

-8,331

-8,147

-78,699

59

-74

248

-489

-412

-1,408

-725

-1,698

-399

-984

-2,593

-2,896

-1,523

-1,030

-1,540

-13,055

Agri.

-15

-434

-423

-625

-607

-948

-1,585

-3,612

Non-agri.

-124

-251

-847

-972

-1,241

-1,081

-1,699

-245

Agri.
Non-agri.
Agri.
Non-agri.

Agri.

36

54

3

8

-74

-125

-204

-200

Non-agri.

-72

-141

-163

-300

-339

-794

-640

-1,816

Agri.

139

74

247

361

252

13

235

-399

Non-agri.

-3,161

-188

-263

-1,238

-880

-1,029

-1,014

-2,028

Agri.

-2

1

0

1

-5

-4

-11

-6

Non-agri.

-10

-26

-40

-64

-29

-11

-62

153

Agri.

-1

-4

-9

-7

-32

-61

-77

-175

Non-agri.

3

0

-9

-23

-54

-157

-236

-693

Agri.

229

-458

1081

-136

1111

738

-295

2,885

Non-agri.

-901

-3,587

-11,617

-12,861

-12,178

-12,419

-14,352

-97,517

Sources: FAO 2009b and MHHDC staﬀ computations.
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Figure 2.6 Top five agricultural sector exports and imports as percentage of total
agricultural sector exports and imports in South Asia, 2004
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0
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Sources: FAO 2006 and MHHDC staﬀ computations.

Figure 2.6 shows that the top five
exports account for more than 60 per cent
of total agricultural sector exports in South
Asia with the exception of India and Nepal
which have more diversification in
agricultural exports.
In case of imports, Nepal and Maldives
seem to be more diversified whereas
Pakistan and India are less diversified. The
top five agricultural sector imports of
Nepal and Maldives account for about 20
per cent of the total agricultural sector
imports whereas in India and Pakistan they
account for more than 60 per cent.

Figure 2.7 Trends in rural poverty using poverty line of
US$1 a day, 1993-2002

(Million)
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Impact of agricultural trade on human
development
Impact on Poverty
In South Asia, poverty is mostly a rural
phenomenon, with majority of the poor
living in rural areas. In 2002, three-fourths
of the total poor were living in rural areas.
Although the percentage of the poor in the
total rural population decreased from 44
to 40 per cent between 1993 and 2002, the
absolute number of rural poor increased
from 385 million to 407 million during
the same time period. Another alarming
fact is that, between 1993 and 2002, the
share of rural poor in South Asia, as a
percentage of rural poor in the world,
increased from 37 to 46 per cent. Figure
2.7 shows the rural poverty status in South
Asia as compared to East Asia and the
Pacific where rural poverty has gone down
significantly.
Agricultural trade reform can affect
poverty through changes in prices, wages
and employment. In the first round effect,
the price of agricultural goods increases.
For instance, a study 10 showed that in
Pakistan, a 20 per cent increase in real
cotton and wheat prices has the potential
to reduce poverty from 40 to 28 per cent
among cotton producing farmers and from
34 to 30 per cent among wheat producing
farmers.
These will be the short-run effects.
However, in the long-run, price changes

can affect the labour market by changing
employment and wages. On the one hand,
net buyers may become net sellers by
diverting towards more profit-oriented
crops and as a result self-employment will
increase. On the other hand, an increase in
prices of agricultural commodities may
stimulate the demand for unskilled workers
and can result in an increase in the wage
rate.
However, in reality, agricultural trade
openness can adversely affect the labour
market. Agricultural trade liberalization
without comprehensive institutional
reforms with a special focus on land
reforms, credit provision and agricultural
insurance system; agricultural research and
development (R&D); agricultural
extension; and agricultural markets can
negatively affect the agricultural sector and
can increase poverty and inequality. A
comparison of rural poverty in South Asia
with that of East Asia and the Pacific
clearly shows the evidence (see figure
2.7).
In South Asia, agricultural trade
liberalization has affected the labour
market in two ways: first, the replacement
of labour-intensive crop production by
cheap imports and second, the introduction
of capital-intensive techniques in the
agricultural sector.
Rising costs of inputs combined with
reduction in subsidies has reduced the
competitiveness of small farmers in South
Asia. The reduced competitiveness of
South Asian farmers and increased support
by the European Union (EU) and the
United States (US) to their farmers has
resulted in adverse terms-of-trade and an
increase in cheap imports which has
affected rural livelihoods. For instance, in
India 11 the average expenses of hired
labour, hired machines, chemical fertilizers,
insecticides, irrigation charges and interest
on short-term working capital increased by
more than five times between 1980 and
2004-05. However compared to the cost
of non-labour inputs, wages increased at a
lower rate since 1990s. Besides this, the
share of wages in total operational cost

remained stagnant. In Pakistan, a study12
showed that during mid-1980s to 2003,
input prices increased at a faster rate than
output prices and, as a result, the purchasing
power of farmers and hence their standard
of living declined.
Besides the highly subsidized imports
from the EU and US that affect rural
livelihoods, South Asian farmers have also
started using capital-intensive techniques
in order to survive in a competitive world.
This has resulted in consolidation of farms
as it is difficult for small and marginal
farmers to adopt mechanization. This is
further increasing the vulnerability of
farmers and, on the other hand, reducing
their labour requirement. In India, the
percentage of population without some
land ownership increased by six percentage
points between 1992 and 2003-04.
A study13 conducted for Bangladesh
showed that agricultural trade liberalization
in Bangladesh is expected to result in
adverse terms-of-trade which will decrease
the aggregate welfare and increase incidence
of poverty except for large farmers. In
India, agricultural trade is expected to
decrease the welfare of rural agricultural
workers while increasing the welfare of
rural and urban self-employed workers in
both the short- and long-run.
A detailed study14 conducted for India,
Bangladesh and Sri Lanka showed the
effect of agricultural trade under the
proposed Doha Round and under
comprehensive reforms. The study elaborated the results under both scenarios for
both the short- and long-run. It showed
the effects on aggregate welfare, real
unskilled wage and poverty. The aggregate
welfare of Bangladesh will not increase in
any case because Bangladesh is a net
importer of food and non-food agricultural
products, while India will gain in all cases.
In the case of real unskilled wages all
countries will lose in both the short- and
long-run under Doha Round. However,
under comprehensive reforms, Bangladesh
and India will benefit. Poverty is expected
to increase in all countries under current
suggested Doha reforms (see table 2.5).

Agricultural trade
liberalization in
Bangladesh is
expected to result in
adverse terms-oftrade which will
increase incidence of
poverty
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Table 2.5

Impact of agricultural trade reform under Doha suggested reform and comprehensive reform on poverty in
South Asia
Aggregate welfare (US$ millions)
Doha reform

Bangladesh
Sri Lanka
India
Rural India
Urban India
Notes:

Change in real unskilled wage (%)

Comprehensive
reform

Doha reform

Change in poverty (%)

Comprehensive
reform

Doha reform

Comprehensive
reform

SR*

LR**

SR

LR

SR

LR

SR

LR

SR

LR

SR

LR

-39.9
-0.4
66.2
…
…

-27.7
3.9
94.6
…
…

-46.1
105.5
351.3
…
…

-19
116
844.2
…
…

-0.4
-0.3
-0.9
…
…

-0.3
-0.2
-0.9
…
…

2.5
-1.7
1.6
…
…

2.4
-1.4
1.6
…
…

0.7
1.7
…
1.9
2.4

0.6
1.2
…
2
2.4

-4.5
9.6
…
-3.4
-4.1

-4.5
7.7
…
-3.3
-4

*SR means short-run. **LR means long-run.

Source: Gilbert 2008.

supply during the post-reform period: with
stagnation in India, deceleration in
Pakistan and improvement in Bangladesh,
Nepal and Sri Lanka. But a comparison of
South Asia with neighbouring countries
shows the lower level of food consumption
in the region, it is about 400 calories per
person per day lower than the average value
for the world.
Agricultural trade liberalization is
expected to benefit consumers by allowing
cheap food imports backed by Organization
for Economic Cooperation and Development (OECD) subsidies. Such an argument
looks interesting especially in a situation
where people spend more than 50 per cent
of their income on food (see table 2.6).
However, table 2.6 also shows that people
living in rural areas spend a higher share of
their income on food, and imported cheap
food can harm the income of these people
because a majority of them depend on the
agricultural sector either as producers or
workers.

Impact on food security
According to the Food and Agriculture
Organization (FAO), food security means
‘physical, social and economic access to
food by all people at all times to sufficient,
safe and nutritious food to meet their
dietary needs according to their food
preferences for an active and healthy life’.
In 2003-05, South Asia accounted for 23
per cent of the world’s population but it
contained 37 per cent of the world’s
undernourished people. This share of
undernourished people in South Asia
increased by 0.7 percentage points during
the first half of the 1990s, while it
accelerated by 2.7 percentage points
between 1995-97 and 2003-05—an era of
agricultural trade liberalization. In addition
to this, the deprivation of South Asia can
be judged from food consumption. Figure
2.8 shows that in South Asia, there has
been a mixed trend in dietary energy

Figure 2.8 Trends in per capita availability of dietary energy supply cal /person/day
in South Asia and selected countries, 1994-2005
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Table 2.7

Table 2.6

Share (%) of food consumption expenditure in total
household consumption expenditure in South Asia, 2002-07

India (2004)
Pakistan (2004)
Bangladesh (2005)
Nepal (2003)
Sri Lanka (2002)
Bhutan (2007)
Maldives (2003)

National

Rural

Urban

49.5
47.6
53.8
59.0
44.5
39.2
29.9

54.0
53.6
58.5
62.9
46.2
44.8
…

41.6
39.6
45.2
39.1
35.9
32.5
…

Source: FAO 2009b.

In South Asia more than half the
population is employed in the agricultural
sector and they spend about one-half of
their income on food. Food insecurity can
significantly impact the learning and
working ability of individuals
and hence can create socioFigure 2.9 Trends in net food exports in
South Asia, 1990-2006
economic problems. An
increase in net food imports
1800
shows more dependence on
the volatile world agricultural
1300
markets and loss of food self800
sufficiency and sovereignty.
300
For instance in 1998, India
u
u
u
u
-200
1990
became the world’s largest
1995
2006
2000
s
edible oil importer, just after
-700
s
achieving self-sufficiency in
-1200
s
edible oil only five years
-1700
15
ago. In South Asia, net
s
-2200
food exports remained
negative between 1990 and
s
India
Bangladesh
200616 in all countries except
Pakistan
Nepal
u
India (see figure 2.9).
Sri Lanka
(US$ million)

Empirical evidence shows that agricultural trade liberalization has worsened
the food security status of South Asia by
increasing the incidence and number of
hungry people. Such an outcome can be
attributed to a high level of trade
dependence, shift from food crops to cash
crops and exposure to international market
volatility.
Table 2.7 shows the state of food
insecurity in South Asia compared to East
Asia during pre- and post-agricultural
trade reform. In South Asia, during the
post-reform era, the proportion of
undernourished people in the total
population decreased by one percentage
point compared to three percentage points
decline during the pre-reform era. The
absolute number of hungry people
increased by 28.8 million in the latter
period compared to an increase of 2.3
million in the former period. However, the
situation varied among South Asian
countries. The proportion of hungry in the
total population declined in Bangladesh,
Nepal and Sri Lanka; however, it remained
stagnant in India and increased in Pakistan
during the post-reform period. A
comparison of the food insecurity status of
South Asia with that of East Asia shows the
reverse situation. Although in East Asia,
progress was slow in the post-1995 period
as compared to the pre-1995 period, the
overall number of hungry people declined
in the region. This may be due to better
initial conditions in East Asia, such as a
higher level of human development and
effective institutional reforms.

Source: FAO 2009b.

Trends in incidence and number of people undernourished, 1990-2005
Number of people undernourished
(million)

Proportion of undernourished in total
population (%)

1990-92

1995-97

2003-05

1990-92

1995-97

2003-05

206.6
25.7
41.6
4.0
4.6
282.5
183.5

199.9
23.7
51.4
5.3
4.4
284.8
152.0

230.5
35.0
40.1
4.0
4.0
313.6
131.8

24
22
36
21
27
25
15

21
18
40
24
24
22
12

21
23
27
15
21
21
10

India
Pakistan
Bangladesh
Nepal
Sri Lanka
South Asia
East Asia
Sources: FAO 2009b and c.
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Figure 2.10 Trend in world food prices index (2005=100), 1980-2009
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Another factor affecting food security in
South Asia is the diversion of farmers from
production of food to non-food export
crops, and the use of food crops for biofuel.
This trend has further increased the
volatility of global agricultural markets
and hence has worsened food security. In
Tamil Nadu, India, for instance, a study
showed that people diverted from rice
production (a staple food in the province)
to floriculture which reduced food
production and, as a result, food prices
increased in local markets. Besides such
diversion to crop production, the use of
food crops for biofuel has also affected
food security. World food prices have been
significantly affected by such diversions,
which have resulted in food crises during
the last two years. Palm oil, maize, wheat,
soyabean and sugarcane are the major food
crops used for biofuel. The use of these
food crops in biofuel accounts for onethird of the global trade in cereals. The use
of these crops for food can increase the
cereal availability of the world. 17 India
accounts for two-thirds of the world’s
jatropha, which is used for biofuel.18 The
new national biofuel policy of India aims
to meet 20 per cent of India’s diesel demand
by setting aside 14 million hectares of land
for the production of crops for biofuel.
The third important factor affecting the
food security status of South Asia is the
exposure to volatile international markets.
Figure 2.10 shows the monthly data of
food prices from January 1980 to July
38
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2009. An analysis of food prices during the
pre-liberalization era (1980 and 1995)
with that of the post-liberalization era
(during 1995 and 2009) shows that in the
later period prices have been more volatile.
The food price index increased from 100
in December 2005 to 180 in June 2008, it
went down to 120 in December 2008, it
went up to 144 in June 2009 and in July
2009 it again declined to 136. Overall, the
prices look relatively stable in the pre-1995
period especially between 1983 and 1995
but such a trend is not visible in the post1995 period. This clearly shows that
exposure to international markets has
increased the uncertainty which has
negative consequences for both food
security and poverty.
Agricultural trade liberalization and
gender
In South Asia, six out of every 10 female
workers are employed in the agricultural
sector. Although the share of female
employment in agriculture declined after
the reform era, in absolute terms the
number of agricultural sector female
workers increased by 25 million between
1995 and 2006 (see table 2.8), with 16.9
million in India, 3.9 million in Pakistan,
2.7 million in Bangladesh. Such significant
increase is the result of two factors: first,
high incidence of poverty in rural areas has
resulted in migration of male family
members to urban areas for alternative
employment opportunities, and second,
Table 2.8

Trend in female labour force
employed in agricultural
sector as percentage of total
employed female labour
force in South Asia,
1995-2006

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
Maldives
Source: FAO 2009b.

1995

2006

71.5
68.8
69.9
98.0
48.6
98.0
24.4

64.5
60.2
60.9
97.8
43.5
97.7
15.6

an increase in small and marginal
landholdings has made farmers unable to
hire additional labour and as an alternative
they have involved female family members.
Among these female workers, the majority
depend on subsistence farming.
Agricultural trade liberalization has
affected the livelihoods of female
subsistence farmers in a number of ways
such as diversion towards cash crops,
deterioration in competitiveness by
decreasing subsidies, and higher food
prices and volatile agricultural prices.
The diversion of South Asian farming
patterns towards cash crops has resulted in
farm mechanization and hence affected the
wages and employment of female farmers
(see box 2.1). Although the share of female
employment in the agricultural sector
declined in South Asia between 1995 and
2006, the vulnerability of female
employment increased. For instance, in
Pakistan vulnerable employment in the
agricultural sector increased from 78.6 to
92 per cent between 2000 and 2006.19
This clearly shows an increase in the
economic insecurity of female workers in
South Asia. Moreover, paid female farm
workers get lower wages compared to male
farm workers. For instance, in India, in
1999-2000 women workers got 20 to 30
per cent lower wages than those paid to
men for the same activity. Similarly, in
Pakistan, women farmers were found to
get wages lower than the subsistence level.20
The difference in gender disparity in
agricultural sector wages has further
widened after liberalization. In India21, the
average real wage gap between female and
male farmers increased by four times
between 1999 and 2005.
Volatile agricultural sector prices
combined with higher food prices have
affected the food security and rural
livelihoods of women. Women’s access to
employment opportunities affects not only
their own food security but also the food
security of the whole family. Several studies
have shown that women are more likely to
spend on the household’s food intake and
other basic necessities than men. Women
in South Asia are severely affected by food

insecurity. The high prevalence of anemia
among pregnant women, high infant and
maternal mortality and the low birth
weights of infants, are the result of food
insecurity in South Asia.
Conditions for benefiting from agricultural trade: Where South Asia stands
Empirical research has shown that in order
to make the agricultural sector more
competitive and to get pro-poor benefits
from agricultural trade, a country needs to
undertake some institutional reforms with
a special focus on land reforms, provision
of credit and agricultural insurance;
agricultural R&D; agricultural extension
services; and efficient, responsive,
accountable and information-based
agricultural marketing systems.
Institutional reforms
In the current scenario of multilateral trade
rules, the importance of institutional
reforms has become urgent. Besides land
reforms and credit provision, South Asian
countries need to have an efficient and
Box 2.1 Impact of agricultural trade liberalization on food security
and employment of rural women in India
In Tamil Nadu, India, there had been
a shift from food production (rice) to
cash crops (floriculture)in the period
after trade reform. The liberalization
resulted in the use of mechanization
of both cash crops and food crops
which significantly affected the
livelihoods of rural women. Food
prices increased and employment
opportunities and wages deteriorated.
The consequence was an increase in
starvation and, as a result, a large
number of women were found to be
involved in the sex industry in order
to meet their basic food requirement.
The use of capital-intensive
technology resulted in the decrease in
employment of both marginal and
women farmers, and an increase in
exploitation of workers resulting in

lower level of wages. A large number
of male workers migrated to other
areas for better employment
opportunities, putting a double
burden of work on women—at home
as well as at the farm. The change in
crop production increased the scarcity
of firewood, fodder and drinking
water which made life for rural women
more miserable than before the reform
era. Floriculture needed less labour as
ploughing and soil preparation are
done only once in 5 to 10 years and
the plucking of flowers is done only
a few days a week. Besides reduction
in work days, the average earnings of
households were equivalent to onehalf of the amount needed to meet
their basic needs.

Source: PANAP 2002.
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effective agricultural insurance system.
Some countries have agricultural insurance
systems but they require improvement in
terms of coverage and performance (see
box 2.2).
Land reforms
It is widely recognized and accepted that
land reforms are necessary to eradicate
poverty, reduce malnutrition and for
sustainable agricultural growth. However,
in some countries of South Asia, the biased
distribution of land towards the rich has
exacerbated the problems of lack of land
reforms. In Pakistan22, in 2000, 63 per
cent of poor rural households were landless.
The ratio was higher in central Punjab (74
per cent), and Balochistan (71 per cent).
Similarly in India23, in 2003-04, 40 per
cent of rural households were landless.
Different progrmmes and plans have been
initiated to reform the land tenure system,
but a more sustained effort and political
commitment are needed, especially
regarding the implementation of these
programmes. For instance, in India, a
number of steps have been taken for land
redistribution, such as reforming tenancy
Box 2.2 National Agricultural Insurance Scheme (NAIS) in India
Government of India introduced a
comprehensive crop insurance scheme
in1985 which was later replaced by
NAIS in 1999-2000. The Agricultural
Insurance Company (AIC) is
responsible to run it. The main
objectives of the Scheme are: to
provide insurance coverage and
financial support to farmers in case of
crop failure; to encourage farmers to
adopt modern farming practices and
high value inputs; and to stabilize
farmers’ incomes.
The scheme is available for both
loanable and non-loanable farmers.
However, it is compulsory for the
former and optional for the latter. It
covers all food crops (cereals, millets
and pulses), oilseeds and annual
commercial and horticultural crops

for which past yield data are available
for an adequate number of years. The
premium rate varies on crops such as
3.5 per cent for bajra and oilseeds, 2.5
per cent for other Kharif (the autumn
harvest) crops, 1.5 per cent for wheat
and 2 per cent for other Rabi (the
spring harvest) crops. For annual
commercial and horticultural crops,
actuarial rates are charged. The
premium is subsidized in case of
marginal and small farmers and is
shared equally by central and state
governments.
The number of states covered
under NAIS increased by about three
times during 1999 and 2006. Overall,
80 million farmers and 129 million
hectares were covered during this time
period.

Sources: Raju and Chand 2008 and Vyas and Singh 2006.
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laws, imposing land ceilings, distributing
government wasteland, and allocating
house sites and homestead plots to the
landless. The aim of all these practices has
been to reduce poverty by increasing the
access of land to the poor.
Pakistan, and to some extent India,
need to rethink and reform land policies
and laws in a way to ensure benefits for the
poor. The Human Development in South
Asia 2002 report has recommended a
number of suggestions that include:
transfer of tenancy rights either into
ownership rights or to right of permanent
tenancy, computerization of property
rights to ensure effective agricultural
taxation, transfer of uncultivated land to
poor farmers, and allotment of state owned
land to poor and landless farmers.
Agricultural credit
In South Asia, the informal sector
dominates the provision of credit to
farmers. The main factors responsible for
the low dependence of farmers on formal
sector loans are delay in provision of credit,
complicated documentation and lack of
collateral against credit. For example in
Pakistan24, in 2001-02, only 11 per cent of
farmers were found to get loans from the
formal sector, while 75 per cent got credit
from the informal sector. Similarly, in
India25, only 12 per cent of farmers had
access to formal sector loans.
During the era of the Green Revolution,
subsidized agricultural loans were provided
to farmers. But these loan schemes were
biased towards resource-rich farmers. They
had resulted in premature mechanization
which negatively affected employment.
From the early 1990s, South Asian
countries liberalized their financial markets
which also negatively affected their
agricultural credit markets. For example,
in India26, the percentage of rural branches
of commercial banks increased from 17.6
to 58.2 per cent between 1969 and 1990,
but it declined to 44.5 per cent in 2005-06
due to liberalization policy that resulted in
the closure of rural branches on grounds
of lack of adequate profit. The share of

agricultural credit in the total credit of
commercial banks decreased from 15 to
10.8 per cent between 1990 and 2005.
Agricultural R&D
The institutional structure of agricultural
R&D in South Asia consists of government,
higher education, non-profit organizations
and private sector. However, the
government sector dominates over other
sectors, with the exception of India. R&D
spending in South Asia is low compared to
other neighbouring countries. In 2000,
R&D spending as percentage of GDP was
0.34 per cent in South Asia. 27 The
corresponding values were 1.73 per cent in
the Republic of Korea and 1.58 per cent in
Malaysia.
In India, the agricultural research system
consists of:28 Indian Council of Agricultural
Research (ICAR) and its network of 100
national level institutes; 41 state agricultural
universities (SAUs) and their 126 zonal
level research stations; and the Indian
Council of Forestry Research and
Education and its eight institutes. The
Pakistan agricultural research system
consists of both federal and provincial
governments. Pakistan Agricultural
Research Council (PARC) is the main
federal agency, involved in agricultural
R&D with 15 institutes and units.29 The
largest of these is the National Agricultural
Research Council (NARC). Bangladesh
Agricultural Research Council (BARC) is
the main research body responsible for
agricultural R&D. In 2003, it accounted
for 74 per cent of R&D spending and
contained 10 primary research institutes
involved in research on crops, livestock,
forests and fisheries. 30 The Nepal 31
Agricultural Council under the Ministry
of Agriculture and Cooperatives is the
main organization involved in agricultural
R&D. It accounted for 75 per cent of
agricultural R&D spending and researchers
in 2003. The Sri Lanka Council of
Agricultural Research Policy formulates its
agricultural research policy. In addition, it
organizes, co-ordinates, plans and executes
agricultural research.

Agricultural extension
In India, the agricultural extension system
is run by state departments of agriculture,
SAUs, ICAR, producers’ co-operatives,
farmers’ organizations and nongovernmental organizations (NGOs). The
main aim of agricultural extension service
programmes has been to achieve food selfsufficiency. Recently, Agricultural
Technological Management Agencies
(ATMAs) have been promoted at the
district and sub-district levels to co-ordinate
the extension efforts of various stakeholders
and to develop and implement demanddriven extension programmes. Various
agricultural extension system reforms have
been suggested and initiated in the 10th
Plan of India such as policy reforms,
institutional restructuring, management
reforms, capacity building and skills
upgradation, empowerment of farmers,
mainstreaming of women in agriculture,
use of media and information technology,
financial sustainability, and the changing
role of government.
In Pakistan, provincial departments of
agriculture are responsible for the
organization and provision of agricultural
extension services. In addition to this,
PARC has established technology transfer
institutes in all provinces, Northern Areas
and Azad Kashmir. The Devolution Plan
2001 resulted in decentralization of
agricultural extension. It transferred
decision making from the provincial level
to the district level. However, it could not
improve the quality and access of extension
services. In addition to the public sector,
private sector organizations like Syngenta,
different NGOs such as the Agha Khan
Rural Support Programme, National Rural
Support Programme and Punjab Rural
Support Programme and producers’ cooperatives are involved in the provision of
extension services. However, private sector
extension services are more concentrated
towards the needs of large, rich farmers,
and largely ignore marginal, poor
farmers.
In Bangladesh, many organizations
including public sector, private sector and
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NGOs, are providing agricultural extension
services. Among them, the Department of
Agricultural Extension is the largest public
sector agricultural extension services
provider. It provides information on
appropriate technologies to farmers,
educates farmers through proper advice
and training, and motivates farmers to
adopt appropriate and improved
technologies.
In Nepal, currently, the Department of
Agriculture is using Farmers Field
Programme—a training method of
Integrated Pest Management Programme
to empower and mobilize farmers and to
promote administrative skills useful for
pro-poor and environment-friendly
agriculture. The Nepalese government has
taken a number of steps to reform and
modernize the agricultural extension
system which include: improving extension
services, adopting pluralism, promoting
decentralization, reforming human
resource development, and management,
co-ordination and linking among
stakeholders. Despite these steps, many
shortcomings exist in the agricultural
extension system such as: inequitable
access of farmers especially of women,
insufficient training of staff, and lack of
co-ordination among NGOs, private sector
and public sector.
In Sri Lanka, various public sector
organizations, NGOs and private sector
enterprises are involved in the agricultural
extension system. Central and provincial
agricultural departments, Mahawalli
Development Authority, Samoodi
Development Authority and Agrarian
Services Department are involved in
agricultural extension for the nonplantation sector. Besides public sector
organizations, a large number of NGOs
and private sector enterprises are also
providing extension services to nonplantation and livestock sectors. Despite a
large system of agricultural extension, only
a small number of farmers are getting
extension services.
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Efficient, responsive, accountable and
information-based agricultural markets
A country needs to have efficient,
responsive, accountable and informationbased agricultural markets to make an
agricultural system pro-poor and
competitive. In South Asia, agricultural
markets are characterized by ineffective
marketing systems and inefficient market
information.
Market efficiency can be judged from
post-harvest losses and differentials in the
prices paid by consumers and received by
farmers. A significant part of the final
agricultural product is wasted due to a
number of factors such as the use of poor
quality inputs; traditional production
practices; insufficient knowledge and skill
in harvesting, post-harvesting management
and packaging; inadequate capacity in
terms of storage facilities, transportation
and marketing; and complex market
channels. The post-harvest marketing
losses were found to be 41 per cent in Sri
Lanka, 40 per cent in India and Pakistan,
35 per cent in Nepal and 25 per cent in
Bangladesh. 32 These losses were high
compared to other neighbouring countries
such as Vietnam, Korea, Malaysia and
Indonesia.
Various steps have been taken to reduce
such price differentials. For example in
India, contract farming, producer
organizations and rural kiosks have been
set up for this purpose. Contract farming
has been adopted to grow and market a
wide variety of produce such as grains,
fruits, vegetables, oilseeds, cotton, livestock
products, seeds and trees. The approach
has successfully increased farmers’ incomes
in many cases. However, it has also faced
some implementation problems. Producer
organizations have increased the bargaining
power of farmers and have resulted in a five
per cent increase in the prices received by
farmers.33 Rural kiosks have also been very
successful regarding the provision of
information to farmers and serving as sale
and purchase centres for inputs and
outputs.

Efficient marketing information systems
can affect production patterns. In this
context, mass media, especially information
and communications technology can play
an important role by providing information
about prices and public policy. However,
the situation is totally reversed in South
Asia, where mass media plays a limited role
and the main source of agricultural
marketing information is other farmers.

mini-ministerial in Geneva in 2006, the
G-4 Potsdam meeting in 2007, and the
mini-ministerial in July 2008).
The WTO system on agriculture
contains various interlinked agreements:
AOA, Agreement on Trade-Related
Intellectual Property Rights (TRIPS),
Sanitary and Phytosanitary (SPS)
Agreement and Agreement on Technical
Barriers to Trade (TBT).

Current multilateral trade agreements
on agriculture

Agreement on Agriculture

Agricultural trade can have important
implications for economic growth as well
as human development. However, for this
to happen there is a need for equitable
multilateral trading rules.
The original General Agreement on
Tariffs and Trade (GATT) only partially
applied to agricultural trade as it allowed
countries to use non-tariff measures such
as import quotas, and to provide subsidies.
The Uruguay Round of trade negotiation
in 1986-94 produced the first multilateral
agreement dedicated to the sector. It
included commitments by the WTO
Member countries to improve market
access and reduce trade-distorting subsidies
to agriculture.
The Uruguay Round agreement
included a commitment to continue the
reform through new negotiations, launched
in 2000 as required by the Agreement on
Agriculture (AOA). These talks were then
incorporated into the broader negotiating
agenda set at the 2001 Ministerial
Conference in Doha, Qatar, further fine
tuned in 2004 and at the Hong Kong
ministerial meeting in 2005. The Doha
Round was supposed to be a development
round, ensuring food security and
livelihood security of the poor by cutting
tariffs and farm subsidies. However, it has
failed repeatedly because of disputes
between developed and developing
countries. Although agricultural trade
accounts for less than one-tenth of the
world’s merchandise trade, it has been
responsible for the failure of Doha
negotiations (in Cancun in 2003, the

Domestic support
The main problem with developing
countries regarding the acceptance of
WTO rules is the rich countries’ agricultural
support (see box 2.3). According to the
WTO’s December 2008 revised draft
modalities, the allowable overall trade
distorting subsidies (OTDS) for the US
are to be cut by 70 per cent, from the
current level of US$48.3 billion to
US$14.5 billion. Similarly, the allowable
OTDS for the EU is proposed to be cut by
80 per cent, from Euro110.3 billion to
Euro22 billion, which is in accordance
with the EU’s Common Agricultural Policy
(CAP) reform. Overall, the cut in allowable
OTDS for the US and the EU is significant
but it is offset by an increase in green box
subsidies. The main issue regarding
domestic support is that although
developed countries have decreased
subsidies as agreed under the AOA, they
have in fact increased overall support for
the agricultural sector by a clever use of
rules (see box 2.4).
Figures 2.11 and 2.12 show that in
OECD countries, although producer
support estimate (PSE) as a percentage of
total value of agricultural production has
gone down from 37 to 26 per cent between
1986 and 2007, the absolute value of
support has increased from US$239 billion
to US$263 billion during the same time
period. A more detailed indicator of total
support estimate (TSE) shows an even
larger increase. It indicates that the OECD
countries are providing about US$1 billion
a day in support to their farmers. Some
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Box 2.3 Subsidies under domestic support
The following definitions show the maze
that are called subsidies to agriculture:

be in it unless it is included in the blue
or green boxes.

Amber box: Amber box programmes
include price supports, coupled payments,
product specific programmes and input
subsidies. These are referred to as highly
trade distorting and therefore are subject
to reduction for developed and developing
countries but not for the least developed
countries.
All sorts of support under this box are
technically called aggregate measurement
of support (AMS) and are measured in
terms of the difference between domestic
and international prices. It is cash
equivalent of all programmes subject to
reduction. All public spending for
agricultural sector support is assumed to

Blue box: It includes support for rural
development programmes, direct
payments that require farmers to limit
production, and decoupled payments
given to farmers based on their historical
production levels. The subsidies under
this box are not considered to be tradedistorting and therefore are not subject
to reduction.
De-minimis subsidy: It is a threshold for
spending on domestic support that is
exempt from AMS calculations. For
developed countries, the product specific
subsidy is five per cent of the production
of that commodity and non-product
specific subsidy is five per cent of total

a g r i c u l t u r a l p ro d u c t i o n . T h e
corresponding values for developing
countries are 10 per cent for both crop
specific and general case.
OTDS: It is the sum of amber box, blue
box and de-minimis subsidies.
Green box: It incorporates various forms
of direct payments to producers. It
includes support for general services,
public stockholding for food security
purposes, domestic food aid, income
insurance and income safety net
programmes, payments for relief from
natural disaster, structural adjustment
producer retirement aids, structural
adjustment through investment aids,
envoirnmental programme payments and
regional assistance programmes.

Sources: Das 2005 and IATP 2003.

South Asian countries are also providing
support to their agricultural sector, but
that support is insignificant compared to
the agricultural sector support provided by
the EU, US and Japan—countries with the
largest agricultural support to agricultural
sector among WTO Member countries
(see box 2.4).
Figure 2.11 PSE in OECD, 1986-2007
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From the perspective of developed
countries, some political leaders and trade
experts argue in favour of agricultural
sector support. They justify it on the basis
of rural development and to protect
vulnerable farmers. But such arguments
fail in reality, as in the EU and the US
most of the beneficiaries of agricultural
sector subsidies are big land owners and
commercial agricultural farms. In 2007,
the EU and US provided US$134 billion
and US$33 billion respectively as PSE to
producers in the agricultural sector. A
detailed analysis shows that the distribution
of this support has been inequitable in
both these regions. In the EU more than
three-quarters of agricultural sector support
goes to 10 per cent of producers and more
than one-half to only one per cent of
producers. The situation is worse in the
US where only 40 per cent of producers
get some sort of subsidy. Among these
subsidy recipients, 10 per cent account for
more than 70 per cent of the total support
and five per cent account for more than
half. Among these five per cent, each gets
a subsidy of about half a million US dollars
every year.34
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• The domestic support policies of
developed countries lower the world
prices of agricultural products and
hence affect producers in developing
countries, where the agricultural sector
is the main source of employment and
livelihood.
• Such policies enhance the competitiveness of developed countries, decrease
the capacity of developing countries to
export and therefore, keep developing
countries away from world food
markets.

Figure 2.12 TSE in OECD, 1986-2007
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• They affect the agricultural sector
producers of developing counties due to
dumping of cheap food imports from
developed countries.

Box 2.4 Green box subsidies, whether trade distorting or non-trade distorting: An assessment
The main reason for the collapse of WTO
meetings has been the rich country
subsidy. It has been argued that many
countries have shifted their agricultural
support to the green box which is
considered to be non-trade and nonproduction distorting (see figure 2.13).
Among WTO Member countries, the US
(US$51 billion), EU (US$23 billion)
and Japan (US$21 billion) were providing
the highest level of support under the
green box in 2001, while South Asian
countries were providing very low levels
of support at US$2.2 billion in India,
US$0.4 billion in Pakistan and US$0.2
billion in Sri Lanka.
Now the question arises, are subsidies
under the green box really non-trade and
non-production distorting. A United
Nations Conference on Trade and
Development (UNCTAD) study has
shown that this statement is false. It has
been empirically shown that support
under the green box can affect exports,
imports, production, employment and
cost of production.
Reduction in green box subsidies can
have a number of implications.

is that it will increase the agricultural
a) Agricultural exports of the US, EU
sector costs of production in the US
and Canada are expected to decrease
and EU by 15 and 17 per cent
by 39, 45 and 46 per cent respectively,
respectively. Such increase in costs will
whereas the exports of developing
decrease the competitiveness of
counties are expected to increase by
developed countries and increase the
22 per cent. South Asia also seems to
competitiveness of developing
benefit by it as the exports in India are
countries.
expected to increase by 22 per cent.
b) Agricultural output of the US, EU
and Canada is expected to decrease by
Sources: Das 2007 and UNCTAD, India 2007.
US$21, US$54 and US$8
billion, respectively, while the
Figure 2.13 Domestic support by type of
agricultural output of developbox (% share in total
ing countries to increase by
domestic support) in US, EU
US$42 billion, with US$3
and Japan, 1995-2001
billion increase in India.
100%
c) It will also affect agricultural
20
25
employment as it will decrease
47
77
employment in the US, EU
74
78
50%
and Canada by 2.4, 5.8 and 9.9
per cent, respectively. On the
other hand it will increase
0%
agricultural sector employment
1999 2001 1995 2001 1995 2001
in developing countries by 4.2
US
EU
Japan
per cent. The employment in
India is expected to increase by
two per cent.
Amber Box
Blue Box
Green Box
d) Another important result of
reduction in green box support
Sources: UNCTAD, India 2007 and MHHDC staﬀ
computations.

Sources: Das 2005 and IATP 2003.
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Overall, the prices of agricultural
commodities have gone down by 20 to 30
per cent due to agricultural sector support
of developed countries. 35 The prices of
some individual products have decreased
even more rapidly like cotton by 61 per
cent, wheat by 43 per cent, rice by 35 per
cent and soybeans by 25 per cent.36 The
pattern of trade does not seem to be
determined by comparative advantage,
rather it is determined by comparative
support.
Export Subsidy
According to the AOA, developed countries
were to reduce the expenditure on export
subsidies by 36 per cent and the total
quantity of exports covered by the support
by 21 per cent during 1995-2000, with the
average annual value of 1986-90 as base
level.37 The corresponding values were 21
and 14 per cent for developing countries.
Thus AOA institutionalized the disparity
among developing and developed countries
by allowing the latter to keep their export
subsidy level as high as 64 per cent of the
base year level. According to the WTO’s
December 2008 revised draft modalities,
developed countries have to eliminate their
remaining export subsidies by 2013 with
50 per cent reduction by the end of 2010
and to zero by the end of 2013. Developing
countries will eliminate export subsidies by
2016.
The export subsidies enable developed
countries to dump their agricultural
products on the world market at relatively
lower prices and thus negatively impact
developing countries’ agricultural sector
producers. The EU generated a surplus of
four million tonnes of sugar, by paying
four times higher than the world price
which was then dumped on the world
market by providing more than US$1
billion export subsidy to sugar processors,
making it the second largest sugar exporter
of the world.38
Developing countries lack financial
resources and hence are not able to provide
direct export subsidies. They provide
indirect export subsidies to their farmers
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and processors. But the developed countries
provide direct export subsidies and distort
world trade. They provided US$27 billion
as direct export subsidy during 1995-98.
Among them, the EU was the largest
provider of export subsidy, both in terms
of value and volume of exports. It provided
more than 90 per cent of the world’s direct
export subsidies. 39 Unlike developed
countries, South Asian countries have been
providing indirect export subsidies such as
export marketing and transportation
subsidies. Such subsidies are allowed under
AOA. In India, total subsidies on fertilizer,
irrigation, electricity and agricultural credit
accounted for 11 per cent of agricultural
value added. The corresponding value for
Pakistan was three per cent during
the 1990s. 40 However, this ratio has
decreased in both countries. In Sri Lanka,
the Export Credit Insurance Corporation
has been involved in providing insurance
and guarantee services for the development
of exports. Bangladesh also provides export
support in the form of concessional interest
rates and export credit guarantees.41
Market access
In the AOA, it was determined to transfer
all types of non-tariff barriers into tariff
barriers, and to reduce the tariff rate by 36
per cent in developed countries and by 24
per cent in developing countries. In the
WTO’s December 2008 revised draft
modalities, developed countries are
supposed to cut a minimum average of 54
per cent, while developing countries are
expected to cut a maximum of 36 per cent.
It seems in general that developed countries
are protecting their agricultural sector by
providing subsidies, while they have
reduced agricultural tariff rates and hence
have relaxed market access for developing
countries. But the reality is that the average
agricultural tariff rates are misleading. In
fact the market access of developing
countries in developed countries has not
increased due to a number of factors.
First, the choice of 1986-88 as the base
year was not appropriate for tariff reduction
in developed countries. In 1995 tariff rates

were very high in developed countries. For
example, in the US these were 244 and
174 per cent for sugar and peanuts; in the
European Commission (EC) 213 and 168
per cent for beef and wheat; in Japan 353
per cent for wheat; and in Canada 360 and
236 per cent for butter and eggs.42
Second, in 2007 developed countries
have decreased their average applied
agricultural tariff rates more rapidly than
South Asia, but the tariff peaks are seen on
a number of agricultural commodity
groups. In the EC, the average applied
agricultural tariff rate was 15 per cent but
the maximum final bound duty was 237
per cent for dairy products; 231 per cent
for fruits, vegetables and plants; 215 per
cent for animal products; and 210 per cent
for beverages and tobacco. Similarly, in the
US the applied agricultural tariff was 5.5
per cent, but the maximum bound rate was
350 per cent for beverages and tobacco,
and 164 per cent for oil seeds, fats and
oils.43
Third, tariff escalation by developed
countries for each phase of processing by
developing countries affects the exports of
developing countries.
Fourth, developed countries have
converted their non-tariff barriers into
tariff barriers in a way that overstates the
tariff rate measured by ad-valorem duties.
But the fact is that most of the tariff lines
in developed countries, especially in the
EU (44 per cent) and US (43 per cent) are
non-ad-valorem which when converted
into ad-valorem equivalents are substantially higher.44
Fifth, many developed countries,
including the EU and US, use tariff rate
quotas (TRQs) to protect their agricultural
sector. Under TRQs, small quantities of
imports of some particular agricultural
commodities are allowed under lower
tariffs, while applying higher tariffs for
others.
SPECIAL PRODUCTS (SPs): SPs are
agricultural products that are subject to
minimal tariff reduction. Many developing
countries, led by G-33, have been
advocating the SPs argument to promote

food security, rural development and
farmers’ livelihoods. The G-33 suggested
for designation of at least 20 per cent of
the tariff lines as SPs, and for a three-tier
system of tariff cuts with half of that having
zero cut, a quarter having five per cent cut,
and a quarter having 10 per cent cut. The
G-33 then made concessions in mid-2008
with a two tier system with one tier of zero
cut and second tier of 12 per cent cut.
The WTO’s December 2008 meeting
revised draft modalities. Now only 12 per
cent of the tariff lines can be referred to as
SPs, with five per cent having zero cut but
the 12 per cent as a whole will have an
average cut of 11 per cent.
SPECIAL SAFEGUARD MECHANISM
(SSM): SSM is a new safeguard in
agriculture that most developing countries,
led by the Group of 33 (G-33), have been
struggling to allow them to raise applied
tariff above the bound level in the event
that the volume of imports rise above a
particular level, or if the prices of imports
fall below a certain level that could
adversely affect food security and farmers’
livelihoods.
Under the WTO’s Agreement on
Safeguards, a country needs to prove the
threat of serious injury before adopting
some protective measure which may be
feasible for manufacturing but not suitable
for agriculture. So, there is a need for some
safeguard where action can be taken before
the occurrence of some serious injury. The
WTO’s Uruguay Round already established
Special Safeguard (SSG) for agriculture
but it is useful and suitable for developed
countries only as it can be used only for the
products that underwent a tariffication
process in the round. So, developing
countries want to have SSM to ensure their
food security and other related concerns.
However, many developed countries have
been against the SSM and have insisted
limiting its use.
The issue of SSM is so important that
the July 2008 mini-ministerial meeting
collapsed because of clash on this issue
between the US and India. In December
2008 revised draft modalities, a number of

Developing countries
want to have SSM to
ensure their food
security and other
related concerns
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provisions have been recommended but
they remain problematic. They contain so
many restricted conditions attached to its
use and remedies that it seems of little
usefulness in practice.
TRIPS Agreement

More than 90 per cent
of the world’s genetic
resources are located
in developing
countries, while more
than 90 per cent of
the world’s patents
are owned by
developed countries’
ﬁrms
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TRIPS is the agreement on intellectual
property rights (IPRs) framed under the
WTO. In 1995, at the time of the
establishment of the WTO, developing
countries came under pressure to extend
the IPRs regime, including in the
agricultural sector. The TRIPS Agreement
was considered to provide incentives to
innovators for further R&D. However,
besides protecting the rights of patent
owners, TRIPS should also focus on
spreading the benefits of innovations as
widely as possible. There should be a
balance on both fronts.
However, such a balance is not observed
in reality. Historically, a number of
countries such as the East Asian economies
developed through technology imitation
invented somewhere else. The current
regime of IPRs has enhanced the cost of
technology transfer and has increased the
benefits for patent holders. As a result, it
has become difficult for developing
countries to adopt modern technology to
use it for human development.
Developing countries are gene-rich and
technology poor, whereas developed
countries are technology rich and genepoor. There should be a balance in getting
benefits from inventions and innovations
but the actual situation is totally reversed.
Developed countries use the indigenous
knowledge of developing countries to
produce profitable products without
remuneration—a process called biopiracy.
More than 90 per cent of the world’s
genetic resources are located in developing
countries, while more than 90 per cent of
the world’s patents are owned by developed
countries’ firms.
The issue of IPRs in agriculture got
importance after two technological
developments: the Green Revolution and
biotechnology. Multinational corporations
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(MNCs) stressed the need for IPRs for
plant variety protection with the argument
of incentive for further research. However,
this argument was proved to be wrong.
First, such technological development was
not compatible with geographical
requirements in South Asia. For instance,
Bt cotton was considered to be a way of
production enhancement, cost reduction
and poverty decline. However, it could not
perform in Pakistan due to shortage of
water and lack of geographical
compatibility. Second, the application of
IPRs enhanced the cost of seeds and
cultivation and reduced the availability of
seeds. In South Asia, farmers have been the
main source of seed supply. A large number
of farmers produce their required seeds by
themselves, while another huge number of
farmers get seeds from other farmers. For
example in India, more than 85 per cent
of the seeds planted in fields every year are
provided by farmers. According to a United
Nations Development Programme
(UNDP) Report,45 MNCs with patents
engineered seeds whose terminator germs
did not grow and therefore, farmers could
not produce seeds for reuse. In addition to
this, the MNCs produce plants that do not
express some trait, unless they are sprayed
by particular chemicals. Third, patent
regimes reduced biodiversity as a result of
the use of genetically modified technologies,
promotion of uniform varieties, and
neglect of preservation of plant varieties.
The implication of the Agreement on
TRIPS in the agricultural sector is very
crucial for South Asia. They have faced
both internal as well as external pressure
regarding the implementation of this
agreement. Internally, there has been
demand for protection of farmers’ rights.
Externally, there has been pressure from
the WTO and bilateral partners. India and
Pakistan were referred by the US for not
promoting adequate IPR protection. There
has been pressure on them through the
Dispute Settlement Body of the WTO.
Bangladesh and Sri Lanka faced bilateral
pressure from the EU and the US
respectively.46

Developing countries including South
Asia have been involved in efforts to keep
a balance in plant breeders’ rights and
farmers’ rights. India is among the few
developing countries taking steps to protect
farmers’ rights. In 2001, India passed a law
known as the Protection of Plant Varieties
and Farmers’ Rights Act. After a few years
it passed another law named the Biodiversity
Act. Other South Asian countries like
Pakistan, Bangladesh, Sri Lanka and Nepal
also started such efforts soon after India.
Pakistan approved Plants Breeders’ Rights
Ordinance, 2000. Bangladesh initiated
two laws, the Plant Varieties Act and the
Biodiversity and Community Knowledge
Protection Act. Similarly, Sri Lanka also
initiated a law, the Protection of New Plant
Varieties, 2001.
SPS Agreement and Agreement on TBT
The post-WTO focus shifted towards
technical regulations such as food safety,
animal and plant health standards,
packaging, eco-labeling, standards, testing
and certification. The WTO covers these
issues under two agreements, SPS and
TBT.
Under these agreements both developed
and developing countries are required to
base their standards, regulations and
guidelines according to international
standards like the Codex Alimentarius, the
International Office of Epizootics and the
International Plant Protection Convention.
Such requirements do not create problems
for developed countries as their agricultural
systems are mature and are based on
international standards and regulatory
mechanisms. However, they do create
problems for developing countries which
are in the early stage of development. The
institutional capacity of developing
countries is not able to make their
agricultural sector meet the requirements
of SPS and TBT.
Such standards have served as non-tariff
barriers for developing countries and have
impeded their exports. Developing
countries are unable to maintain their
competitiveness due to two interlinked

factors. First, they face a shortage of the
financial resources and technical support
needed to upgrade the quality and standard
of their agricultural sector. A study47
showed that in order to make the
agricultural sector compatible with SPS
and TBT rules, most developing countries
were needed to spend the entire annual
development budget. Second, they have
limited technical, legal and scientific
resources to challenge such rules and to
defend a case in the dispute process. They
neither have sufficient knowledge to
benefit from the Dispute Settlement
Mechanism of the WTO, nor can they
afford to hire costly international lawyers
who can represent them in case of dispute.
At the time of the establishment of the
WTO, developed countries recognized this
factor and committed to provide technical
assistance to developing countries to
upgrade their technical standards. But the
developed countries have failed to fulfill
their commitment. Currently, they are
providing US$1 billion a year as aid to
developing countries’ agriculture, which is
equivalent to the per day subsidy of
developed countries’ agriculture.
From a human development perspective,
it is logical to meet the requirements of
SPS and TBT. However, from the
perspective of developing countries in
general, and South Asia in particular,
where more than half of employment
depends on the agricultural sector, such
measures have constrained their agricultural
sector exports and have directly affected
the employment and livelihoods of people
depending on agriculture.48

The institutional
capacity of developing
countries is not able
to make their
agricultural sector
meet the requirements
of SPS and TBT

Conclusion
International trade has played a critical
role in the spectacular growth of the world
economy over the last decades. Although
the link between trade, growth and human
development has not been direct or
consistent over the period, a vast number
of people have benefited from the global
expansion of trade and investment. Yet not
all sectors have benefited equally from
liberalizing trade. In fact, the liberalization
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The survival of the
world order depends
on the recognition of
mutuality of interests
between rich and poor
countries
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of agricultural trade has been particularly
harmful for the poor in rural areas of
the developing world. The Uruguay Round
of negotiations provided the Agreement on
Agriculture that was supposed to improve
market access for agricultural produce
from developing countries. However, as
the discussion in the chapter shows, the
implementation of AoA by developed
countries has been the biggest
disappointment for developing countries.
The market share of developing countries
has marginally increased; for South Asia it
has remained stagnant.
The significant role of agriculture in
providing livelihoods to the majority of
South Asia’s rural population, providing
employment to a great number, many of
whom are women, underscores the
importance that the current world trade
negotiations hold for South Asia. However,
the exposure of South Asia’s small farmers
and agricultural workers to volatile world
markets increased their vulnerabilities to
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food insecurity. The once food selfsufficient rural South Asians became
exposed to commercial farming and
diversion of food crops by cash crops. The
rural way of life got hijacked by market
imperfections and rising costs of food, fuel
and everything else.
The chapter highlights that gains from
agricultural trade depend on constructive
national policies to make agriculture more
competitive in the world market as well as
more responsive to the needs of rural
farmers and workers. More importantly,
international trading rules as devised by
multilateral trading institutions and
implemented by rich countries have to be
informed by developing-country concerns.
Formulation and implementation of
ethical and equitable global rules are good
for all countries. In the ultimate analysis,
the survival of the world order depends on
the recognition of mutuality of interests
between rich and poor countries.

Annex 2.1
Table A2.1 Concentration of agricultural trade in South Asia
Top 10 imports by share

Top 10 exports by share

Exports to major
trading partners

India

Oil of palm (33), Oil of soybeans (12),
Cashew nuts (7.6), Cotton lint (4.7), Sugar, raw
centrifugal (4.2), Peas, dry (3), Silk, raw (2.6),
Pulses Nes (2.4), Almonds (2), Fatty acids (2)

Rice (20.5), Cake of soybeans (7.5),
Cashew nuts, shelled (7.3), Crude organic materials
Nes (7), Tea (5.4), Wheat (4.6), Buffalo meat (4.5),
Tobacco leaves (2.9), Oil of castor beans (2.9), Coffee,
green (2.2)

European
Communities,
China, United
States, Saudi
Arabia, Pakistan

Pakistan

Oil of palm (27.4), Cotton lint (23.7), Tea
(8.6), Rapeseed (8.4), Tallow (2.8), Oil of
soybeans (2), Sunflower seed (1.8), Crude
organic materials Nes (1.6), Jute (1.4), Cake of
soybeans (1.3)

Rice (50), Hydrogenated oils and fats (5.2), Cotton lint
(4), Molasses (3.7), Crude organic materials Nes (3.7),
Flour of wheat (3.4), Cotton waste (3), Tangerines,
mandarins, clementines, satsumas (2.4), Sugar, refined
(2.2), Mangoes (1.9)

United Arab
Emirates,
European
Communities,
India, Iran, Saudi
Arabia

Bangladesh

Wheat (15.7), Oil of palm (12), Rice, milled
(10.3), Sugar, refined (9), Cotton lint (8), Oil
of soybeans (7.6), Onions, dry (3.7), Cake of
soybeans (3.4), Lentils (2.8), Dry skim cow
milk (2.3)

Jute (50), Tobacco leaves (12.2), Vegetables Nes, fresh
(10.8), Tea (10.7), Sugar, raw centrifugal (4.5), Crude
organic materials Nes (3.1), Cotton waste (1.9),
Vegetables, frozen (1.1), Garlic (0.6), Juice of fruit Nes
(0.6)

European
Communities,
India, Pakistan,
Saudi Arabia,
United Arab
Emirates

Nepal

Wool, degreased (5), Tobacco leaves (4), Pulses
Nes (3.8), Cake of soybeans (3.6), Beverages,
dist. alcoholic (3.6), Apples (3.4),
Mustard seed (3.3), Rapeseed (3.2), Rice, milled
(2.6), Infant food (2.6)

Hydrogenated oils and fats (13.6), Beverages, nonalcoholic (10.6), Nutmeg, mace, cardamoms (10.4),
Lentils (7.4), Sugar, refined (5.5), Tea (4.7), Cake of
mustard seed (3.8), Food wastes (3.5), Fat preparations
Nes (2.8), Crude organic materials Nes (2.7)

India, Pakistan,
China,
European
Communities,
Japan

Sri Lanka

Wheat (19.2), Sugar, refined (12.3), Dry whole
cow milk (9.9), Rice, milled (7), Oil of palm
(5.8), Tobacco leaves (3.9), Lentils (3.3),
Cake of soybeans (3.2), Maize (2.8), Onions,
dry (2.5)

Tea (64), Rubber, natural (dry) (4.3), Cinnamon
(canella) (4.1), Coconuts, desiccated (4.1), Tobacco
leaves (3.5), Coir (3.3), Crude organic materials Nes
(1.6), Tobacco products Nes (1.3), Bran of wheat (1.2),
Cloves (1.2)

India, European
Communities,
Russia,
United Arab
Emirates,
Japan

Bhutan

Rice, milled (18), Beer of barley (13.4), Oil of
mustard seed (8.1), Beverages, non-alcoholic
(4.9), Pastry (4.9), Wheat (4.9), Infant food
(3.5), Food preparations Nes (3.2), Oil of
rapeseed (2.8), Flour of wheat (2.8)

Beverages, non-alcoholic (23.5), Oranges (19.6),
Waters, ice and snow (15.7), Juice of orange (7.8),
Flour of wheat (6.9), Potatoes (4.9), Apples (2.9),
Homogenized cooked fruit, prepared (2.9), Crude
organic materials Nes (2), Juice of fruit Nes (2)

India, Hong Kong,
China,
United States,
European
Communities,
Thailand

Maldives

Rice, milled (5.5), Cigarettes (5.4), Dry whole
cow milk (4.3), Flour of wheat (4), Wine (3.5),
Chicken meat (3), Sugar, refined (3),
Hen eggs (3), Food preparations Nes (3),
Pastry (2.9)

Beverages, dist. Alcoholic (72.1), Cigarettes (14.4),
Wine (7.7), Crude organic materials Nes (2.9), Dry
whole cow milk (1.9), Beer of barley, Flour of wheat,
Hides Nes, Food preparations Nes

Bahrain, Pakistan,
Albania,
Sri Lanka,
Seychelles

Sources: FAO 2006, WTO, UNCTAD and ITC 20008 and MHHDC staﬀ computations.
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Chapter 3

Manufacturing Trade, Economic Growth and
Human Development
State of manufacturing trade in South
Asia

Trade in
manufactured goods
does not expose
economies to as many
shocks as trade in
agricultural goods or
resource-based
commodities

Industrialization is the key to rapid
economic growth and development.
Studies have found positive associations
across countries between gross domestic
product (GDP) growth and growth in the
manufacturing sector, indicating that
countries that grow faster tend to have a
rapidly growing manufacturing sector.
This association between GDP growth
and growth in manufacturing value added
is true for most South Asian countries as
well.1 Countries that have relatively high
growth in manufacturing value added also
register high overall economic growth.
Growth in the manufacturing sector is
not only crucial to achieve high economic
growth but is also an established route to
poverty reduction. It would not be wrong
to say that the East Asian ‘miracle’ would
not have happened without a systematic
development of its manufacturing sector.
Countries such as China, Korea, Malaysia
and Singapore that have developed their
manufacturing sector have lifted millions
of people from poverty. It is an effective
mechanism to absorb surplus labour from
agriculture, thereby offering employment
opportunities to skilled as well as unskilled
labour in the form of higher wages relative
to the agricultural sector. Rarely does one
find any country that has achieved
prosperity without developing its
manufacturing sector. Since manufactured
goods add higher value compared to
commodities, particularly agricultural raw
materials, exports of these goods earn
higher revenue and foreign exchange.
Moreover, trade in manufactured goods
does not expose economies to as many
shocks as trade in agricultural goods or
resource-based commodities. This is
primarily because prices of manufactured

goods are not as volatile as those of
commodities. However, despite the
numerous benefits of the manufacturing
sector in terms of growth, employment,
poverty reduction and human development, South Asia as a whole has not been
able to develop this sector in the same
manner as, for example, East Asia and the
Pacific.
One of the unique features of South
Asia’s structural transformation is that
while the share of agriculture in total
output has declined significantly and
consistently over time, the share of the
manufacturing sector in output has not
picked up as predicted by economic theory,
and as observed in other parts of the world.
In other rapidly growing developing
countries such as China, Indonesia and
Malaysia, the declining share of agriculture
in GDP and employment is accompanied
by a rising share of services as well as the
manufacturing sector. In Malaysia for
instance, the contribution of the manufacturing sector to the GDP increased
from 22 to 28 per cent between 1980 and
2007 whereas in Indonesia, this
contribution increased from 13 to 27 per
cent during the same time period (see table
3.1). In China, the manufacturing sector
already contributes to 32 per cent of the
GDP.
In South Asia, the situation differs in
the sense that while the services sector
continues to claim a higher share in output
and employment, the share of manufacturing sector in output and, particularly,
employment is not satisfactory. For
instance, while the share of agriculture in
South Asia’s GDP declined from 35 to 18
per cent between 1980 and 2007, the share
of the manufacturing sector has not gone
up and has remained at 16 to 17 per cent
throughout this time period. A study2 puts
this distinct feature of South Asia’s

Table 3.1

Trends in sectoral composition of GDP: South Asia and selected East
Asian countries
Manufacturing as %
of GDP

Bangladesh
India
Nepal
Pakistan
Sri Lanka
South Asia
Malaysia
Indonesia
China
Korea, Rep.

Agriculture as % of GDP

Services as % of GDP

1980

1990

2007

1980

1990

2007

1980

1990

2007

14
17
4
16
18
16
22
13
40
24

13
17
6
17
15
16
24
21
33
27

18
16
8
19
19
17
28
27
32
28

32
36
62
30
28
35
23
24
…
16

30
31
51
26
26
31
15
19
27
9

19
18
34
21
12
18
10
14
11
3

48
40
26
46
43
41
36
34
21
47

48
41
34
49
48
43
43
42
31
50

52
52
49
53
58
53
42
39
40
58

Sources: World Bank 2008c and 2009h.

economic transformation as the ‘missing
middle’. The implication of such a rigid
pattern of structural transformation from
the point of view of the welfare of the poor,
is that once the contribution of the
agricultural sector in total output shrinks,
surplus labour in the agricultural sector is
not adequately absorbed by the
manufacturing sector. That is why the
share of agriculture in GDP in South Asia
has declined much more rapidly than its
share in total employment. In India, for
instance, agriculture still accounts for
around 60 per cent of total employment
whereas its share in total GDP has come
down to less than 20 per cent.3
Liberalization of manufacturing trade
in South Asia
There has been a mixed trend in
manufacturing trade liberalization in
South Asia over the last four decades
because of various trade policies. During
the 1970s, almost all South Asian countries
followed the policies of import substitution
industrialization. Sri Lanka was the first
country in the region to start a
comprehensive trade liberalization process.
In the 1980s, there were efforts for
manufacturing trade liberalization coupled
by currency devaluations. These efforts
were further strengthened because of the
structural adjustment programmes of the
International Monetary Fund (IMF) and

the World Bank in the late 1980s. Then in
the mid 1990s, after the establishment of
the World Trade Organization (WTO),
more manufacturing trade liberalization
was observed in South Asia. Manufacturing
trade, both exports and imports, increased
significantly, indicating the relative
openness of each country. Non-tariff
barriers were transformed into tariff
barriers and average and bound tariff rates
were reduced significantly. At present,
average tariff rates in South Asia vary from
a low of 10.1 per cent in Sri Lanka to a
high of 20.5 per cent in the Maldives.
However, despite this significant reduction
in average tariff rates over time, overall
tariff rates in South Asia still remain higher
than the developing world’s average (see
figure 3.1).
Trends of manufacturing trade
Trade liberalization reforms contributed to
a significant extent in enabling these
countries to develop their manufacturing
sectors by exposing them to larger markets
and improved production techniques.
During the 1990-95 era of pre-trade
liberalization, both manufacturing exports
and imports increased in South Asia.
However, the growth rate of exports
dominated the growth rate of imports,
indicating a positive impact on the balance
of payments. The trend was similar in all
South Asian countries, with the exception
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Figure 3.1 Average applied and bound tariff rates on manufactures, 2007
40
35
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Bhutan

Maldives

Developing
countries

Average bound tariﬀ rate

Source: World Bank 2009f.

performed better than manufacturing
imports during this era. The situation
reversed in the post-reform era, i.e., after
1995. The share of manufacturing imports
in total merchandise imports decreased
substantially more than that of exports
during 1995-2000. However, the share of
manufacturing exports increased in
Bangladesh and Pakistan and remained
stagnant in Sri Lanka. The situation
improved during 2000-07, as the share of
both manufacturing exports and imports
increased but the share of manufacturing
imports increased by ten times as much as
that of exports (see table 3.3).
An increase in net manufacturing
exports shows a positive impact of trade on
GDP and economic growth. Table 3.4

of Pakistan (see table 3.2). During 19952000, the performance of trade in the
manufacturing sector deteriorated as
compared to the early 1990s because of the
East Asian crisis and other related problems.
During 2000-07, the status of
manufacturing trade improved. During
this period the growth rate of manufacturing
exports was lower than that of imports,
with the exception of Bangladesh where
the exports of ready made garments played
a significant role.
During 1990-95, the share of both
manufacturing exports and imports
increased in total merchandise exports and
imports, with the exception of Nepal where
the share of manufacturing imports
decreased. Overall, manufacturing exports
Table 3.2

Trends in growth rate of manufacturing sector exports and imports, 1990-2007
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

(%)
Maldives

South Asia

Average annual growth rate of exports of manufacturing
—1990-95

12.0

8.6

19.7

11.1

22.0

…

…

12.5

—1995-2000

3.3

2.9

12.7

13.2

7.5

…

18.6

4.5

—2000-07

19.8

8.7

9.9

0.4*

4.3

…

-47.1*

17.0

10.5

17.4

1.8

17.4

…

…

9.8

Average annual growth rate of imports of manufacturing
—1990-95

8.8

—1995-2000

-1.4

-5.0

6.0

7.7

2.5

…

7.8

-0.8

—2000-07

28.5

19.0

9.2

6.6*

8.1

…

14.9*

24.8

Note:

*: Data refer to 2006.

Source: MHHDC 2009 Statistical proﬁle of trade in South Asia.
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Table 3.3

Trends in share of manufacturing exports and imports in total merchandise exports and imports in South
Asia, 1990-2007
(%)
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Maldives

South Asia

—1990

70.7

78.7

77.5

83.5

53.6

…

72.2

—1995

73.0

83.0

85.2

83.7

73.0

25.3

75.5

—2000

62.1

84.8

90.5

66.8

73.3

46.2

67.7

—2007

64.0

79.0

91.0

72.2*

70.0

0.5*

68.7

—1990

51.2

54.1

55.9

67.4

64.9

…

52.5

—1995

53.0

57.4

69.2

37.1

75.0

60.7

55.2

—2000

33.3

46.8

67.7

45.6

69.9

61.0

39.0

—2007

46.0

55.0

60.0

50.2*

69.0

58.8*

48.8

Manufacturing exports

Manufacturing imports

Note:

*: Data refer to 2006.

Source: MHHDC 2009 Statistical proﬁle of trade in South Asia.

Table 3.4

—1990

Trends in net exports of manufacturing sector in South Asia, 1990-2007

(US$ million)

India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia

629

408

-726

-283

-716

…

…

-688

—1995

3,965

54

-1,319

-206

-1,116

…

-141

1,237

—2000

9,160

2,567

-223

-181

-410

…

-187

10,726

—2007

-6,054

-3,437

131

-505*

-2,235

…

-544*

-12,645

Note: *: Data refer to 2006.
Source: MHHDC 2009 Statistical proﬁle of trade in South Asia.

Mode of production and composition of
manufacturing trade
The bulk of manufacturing exports in
South Asia lack both sophistication and
diversification due to which the
contribution of manufacturing value added
in total output as well as total export
revenue remains small. This is the central
issue that continues to dominate the debate
surrounding manufacturing sector growth
in South Asia.

Despite the manifold benefits of the
manufacturing sector in terms of growth,
employment, poverty reduction and
human development, South Asia as a whole
has not been able to develop this sector in
the same manner as some of the other
successfully developing regions have (see
figure 3.2). This failure—behind which
lies a multitude of factors ranging from
infrastructural bottlenecks to the shortage
of skilled labour and flawed governmental
policies—remains one of the major
Figure 3.2 Manufacturing value added by developing regions, 2005

(US$ billion)

shows that in South Asia, during the
1990-95 pre-WTO era, net manufacturing
exports increased significantly because of
the impressive performance of
manufacturing sector exports in India.
However, in the post-1995 period, the
situation has completely reversed in South
Asia. Bangladesh is the only country that
seems to have benefited from manufacturing
trade liberalization because of the
extraordinary performance of its ready
made garments.
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constraints to providing gainful employment and to achieving greater human
development in the region.
A comparison of South Asia with East
Asia is particularly instructive here. East
Asian economies such as Malaysia, the
Republic of Korea and Singapore had
sophisticated manufacturing sectors in the
1970s when they started their development
journey. They not only maintained this
sophistication in their manufacturing and
export sectors but also moved up in terms
of the sophistication and value of their
exports. This, no doubt, explains a large
part of their economic success. South Asia,
on the other hand, started off with lowvalue manufactured products and is still
stuck at the lower end of the value chain
of several products. Most exports from
South Asia are either primary commodities,
such as food and raw materials or
manufactured goods that are labourintensive with low-skill and technology
intensity. Around 85 per cent of
merchandise exports from South Asia
consist of resource-based products or
labour-intensive goods.4 The drawback of
reliance on the export of these goods is that
the demand for them does not expand as
rapidly as those for high-skill and
technology-intensive goods. This is because
as overall incomes increase, the share of
food and other primary commodities in
the total expenditure declines. Between
1980 and 1998, for instance, trade in highskill and technology products increased
about five fold.5 Trade in labour-intensive
and low-skill and technology-intensive
goods also increased but the pace of
increase was much slower than that for
high-technology and skill-intensive
exports.
Table 3.5

Recently, the rapid increase in global
production sharing has offered opportunities to the developing world to increase
their share of high-technology exports such
as computers and office equipment as well
as semiconductors and communications
equipment. While some developing
countries such as Indonesia, Malaysia,
Taiwan and Korea have availed these
opportunities, most South Asian countries
have failed to do so. The share of hightechnology exports in South Asia is abysmal
(see table 3.5). India has made some
progress over the years, yet overall its
performance in the manufacturing sector
is not comparable to the record set by
China. Despite the technological and
information technology (IT) boom that
India has experienced, high-technology
exports constitute merely five per cent of
its total manufacturing exports. This is
even lower than the average for low-income
countries of six per cent and way below
that of the corresponding average of 20 per
cent for middle-income countries. In
China, high-technology exports contribute
around 31 per cent of the total manufacturing exports whereas this ratio is 33
per cent for East Asia and the Pacific as a
whole.6 Interestingly, China did not export
high-technology products at all in 1990.
However, within a matter of two decades
the share of high-technology exports in
total manufacturing exports increased
from zero to 33 per cent.
Using the United Nations Industrial
Development Organization’s (UNIDO)
classification of medium- and hightechnology exports, the share of this
category in total manufacturing exports is
also the lowest for South Asia amongst all
developing regions (see figure 3.3).

High-technology goods exports as % of merchandise exports
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia

—1990

2.40

0.06

0.13

0.00a

0.53

0.00a

…

1.86

—1995

4.32

0.04

0.03

0.00

…

…

0.00

3.34

—2000

5.02

0.39

0.20

—2007

5.32

1.37

0.28c

Notes:

2.17

…

…

3.90

0.12d

2.00

…

0.00e

4.32

a: Data refer to 1991. b: Data refer to 2001. c: Data refer to 2004. d: Data refer to 2003. e: Data refer to 2005.

Source: MHHDC 2009 Statistdcal proﬁle of trade in South Asia.
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It is often argued that greater trade
liberalization increases the productivity of
firms through greater competition and the
diffusion of technology from abroad. The
South Asian experience, particularly in the
manufacturing sector, has not confirmed
this hypothesis so far. In India, for instance,
several studies have indicated that
productivity in the manufacturing sector
has declined in the post-reform period
compared to in the previous decade.7 Why
is South Asia’s performance in the
manufacturing sector so dismal compared
to other developing regions? Why has the
region not successfully moved up the value
chain of its products in terms of
sophistication and why does the bulk of its
exports consist of low-technology and lowskill-intensive manufactured goods? A
number of factors have been identified as
the major reasons for low productivity in
the manufacturing sector.

Figure 3.3 Share of medium/high-technology exports in manufacturing
exports, 2005
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Literate and technically skilled and
trained labour force
Most importantly, it is the lack of a literate
and technically skilled and trained labour
force that lies at the heart of low
productivity in the South Asian manufacturing sector. Without making
substantial investments in the education
and skills of its people, it will not be

Box 3.1 Human development and South Asia’s export structure
A comparative study8 conducted to examine
the export structures of South and East Asia
shows that East Asian exports overwhelmingly
consist of skill-intensive manufactures whereas
South Asia’s exports are dominated by labourTable 3.6

intensive manufactures. Most of this difference
between South and East Asia in terms of the
composition of exports, according to this
study, can be explained by the regional
difference in education levels (see table 3.6).

Export composition and human capital of Asian countries, 1990
Share of skill-intensive goods in
manufacturing exports (%)

Average years of
schooling

5.2
41.3
1.1
2.6
11.6
12.2
46.1

2.2
4.1
1.6
4.2
6.0
3.2
6.1

Bangladesh
India
Nepal
Pakistan
Sri Lanka
South Asia
East Asia
Source: Mayer and Wood 2001.

The key finding of this study is that South
Asian countries, except India, will remain
locked in the production and export of lowvalue manufactures as long as the level of
education and skills remains low. An effective

way to break out of this vicious cycle and to
move up the value chain of manufactured
products is to invest in human development
and to move up in terms of education and
skills formation.

Source: Mayer and Wood 2001.
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Table 3.7

Paved roads as %
of total in South
Asia and selected
countries,
2002-07
2002-07

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
China
Korea, Rep.
Malaysia
Note:

*: Values are for the recent year
available during 2002-07.

Source: World Bank 2009g.
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47.4
65.4
9.5
56.9
81.0
62.0
70.7
88.6
79.1

possible for South Asia to reap the benefits
of the manufacturing sector in the highly
competitive and globalized world of today.
The average years of schooling in South
Asia remain the lowest amongst all
developing regions, second only to SubSaharan Africa. So the bulk of South Asian
exports consist of unskilled or low skilled
labour-intensive products (see box 3.1). In
general, it is argued that trade liberalization
encourages technological diffusion and
enables a country to move up the value
chain of its exports. However, it seems that
South Asia has yet to see these results in
the form of its export composition and
their sophistication. A major bottleneck in
this direction, it seems, remains the lack of
a skilled and educated labour force that is
able to absorb technology.
Adequate transportation and
communication infrastructure
A thriving manufacturing sector and
related trade is inconceivable without
adequate transportation and communications infrastructure. Goods and raw
materials need to be transported through
various means that include roads, railways,
ports and air freight. Table 3.7 shows the
paucity, as well as poor quality, of physical
infrastructure in South Asian countries
relative to other developing countries.
Only 9.5 per cent of the roads in Bangladesh
are estimated to be paved and this ratio is
47 per cent for India. In East Asian
countries such as China, Korea and
Malaysia, more than 71 per cent of the
roads are paved.
Port infrastructure in South Asia is also
deplorable compared to East Asia. Table
3.8 shows that port container traffic in
South Asia is less than one-tenth of that in
East Asia and the Pacific. Similarly, air
freight is also shockingly low, especially
when compared with other developing
countries (see table 3.8).
The development of infrastructure in
the form of ports and roads is also critical
to maintain the competitiveness of the
Textile and Clothing (T&C) sector that
overwhelmingly contributes to foreign
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exchange earnings and employment in
South Asian countries. Lead time, i.e., the
time taken from the placement of orders
to the delivery of goods, not only depends
upon the quantity and quality of
transportation but also the time taken for
custom clearance, particularly at ports and
other trade-related logistic arrangements.
The importance of efficient road and port
infrastructure and efficient custom
clearance procedures and trade facilitation
measures cannot be emphasized more for
maintaining the competitive edge of South
Asian exports in the global market. These
are widely considered as some of the major
reasons for the poor performance of the
manufacturing sector in South Asia.
Services sector, on the other hand, depends
less on transportation infrastructure. That
is perhaps one of the reasons, according to
some analysts, why India has progressed
well on IT-enabled services and faltered on
the production and export of hightechnology manufactured goods, such as
hardware and telecom equipment. The
telecom equipment industry in India, for
instance, is not able to meet the growing
demand created by the telecom services
sector. Around 65 per cent of the total
consumption of equipment is met through
imports.9
Table 3.8

Port container traffic and air
freight, 2006-07
Port
container
Air freight
traffic
(million ton-km)
(000, TEU**)
(2006-07*)
(2007)

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
Maldives
China
Korea, Rep.
Malaysia
East Asia and
the Pacific
Note:

7,372
1,936
978
…
3,382
…
…
104,559
16,640
14,873

967.68
313.87
89.03
7.64
325.41
0.26
0.01
11,189.54
9,039.72
2,661.53

137,886

17,474.92

*: Values are for the recent year available during
2006-07. **: TEU means 20-foot equivalent unit.

Source: World Bank 2009g.

Energy crises
The poor performance of the manufacturing
sector is also due to the energy crisis that
many South Asian countries are confronted
with. Pakistan, for instance, is currently
undergoing an acute crisis of energy that is
threatening the survival of many
manufacturing firms in the country.
Anecdotal evidence suggests that at least
30 per cent of spinning units and 70 per
cent of looms in Punjab had gone out of
business due to the power crisis. 10
According to the Pakistan textile industry
association, 90 per cent of Pakistan’s textile
industry, at present, is facing losses and
more than two months of production has
been lost due to power cuts and shortages.11
The total cost of power load-shedding in
the industrial sector is estimated to be
PKR210 billion. This amounts to over two
per cent of its GDP and over US$1 billion
of export earnings. Around 400,000
workers have been estimated to be displaced
by power load-shedding in the industrial
sector alone.12 In India too, many studies
have established the significance of higher
investment in and increased efficiency of
the power sector as one of the major sources
of productivity growth in the manufacturing
sector13 (see section on access to energy for
enhancing regional trade in chapter 5).
Favourable business environment
The development of the manufacturing
sector depends a great deal on a favourable
business environment that includes low
cost of finance, and is characterized by low
cost of doing business, enforcement of
property rights and rule of law. South Asia’s
ranking in terms of business environment
is quite poor. Corruption, inefficient
bureaucratic procedures and poor
enforcement of contracts and property
rights are other common problems that
undermine the business climate in South
Asia. Countries such as Pakistan have also
witnessed an alarming security and law
and order crisis that has further affected
business activities. The cost of finance has
also gone up lately as many South Asian

countries adopted tight monetary policies
in the backdrop of the global financial
crisis. This has added to the continuing
problems of business and industry.
Manufacturing trade and employment
in South Asia
South Asia’s manufacturing sector related
trade continues to be dominated by food
products and textiles. These are the two
sub-sectors that are also the major sources
of employment in the manufacturing
sector in South Asia (see table 3.9). The
textile sector, in particular, is of special
significance from the point of view of both
the region’s exports, as well as employment.
In Bangladesh, for instance, around two
million workers are employed in the textile
sector and around 80 per cent of them are
women.14 In India, around 35 million
workers are estimated to be employed in
this industry.
Overall, growth in job creation in the
manufacturing sector in South Asia has
been unimpressive. Particularly in the
organized manufacturing sector, employment growth has been more or less
stagnant. In India, for instance, employment in the organized manufacturing
sector has remained between 6 to 6.4
million during the 1990s.15 Most of the
job creation in the region has been in the
informal sector that is characterized by low
wages and low earnings. According to some
estimates, almost 90 per cent of the jobs
created in South Asia are in the informal
sector. Real wages in the manufacturing
sector show a downward spiral in most
South Asian countries, particularly in the
post-reform period.16
Within South Asia, the manufacturing
sector is also an important source of
employment for women. In some countries
such as Bangladesh, the manufacturing
sector employs more women than men (18
per cent versus 12 per cent for men). In
other countries such as Pakistan, female
employment in the manufacturing sector
(as a percentage of total employment of the
labour force) is 16 per cent against 22 per
cent for men. In Sri Lanka, this ratio is 35

Real wages in the
manufacturing sector
show a downward
spiral in most South
Asian countries,
particularly in the
post-reform period
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Table 3.9

Top five manufacturing sector employers of labour force in South Asian
countries

Countries
Bangladesh (1998)

Manufacturing sub-sectors
(UNIDO classification)

Share in total manufacturing
employment (%)

Wearing apparel
Spinning, weaving and finishing of textiles

42.0
26.8

Food
Non-metallic mineral products
Foot wear
Food products
Spinning, weaving and finishing of textiles

6.6
2.5
1.7
15.2
12.1

Chemicals (basic and others)
Non-metallic mineral products
Tobacco products

9.3
5.8
5.8

Maldives (2000)

Other textiles
Wearing apparel
Food products
Products of wood, cork and straw
Building and repairing of ships

25.4
20.6
16.5
15.3
4.0

Nepal (2002)

Other textiles
Food and dairy products
Wearing apparel
Spinning, weaving and finishing of textiles
Furniture
Textiles
Food products
Chemicals (industrial and others)
Iron and steel
Machinery electric

11.0
10.9
10.7
4.9
2.0
41.9
13.9
9.0
5.9
3.6

Wearing apparel
Textiles
Food products
Rubber products
Other non-metallic mineral products

28.9
17.5
15.4
5.3
4.3

India (2004)

Pakistan (1998)

Sri Lanka (2001)

Sources: UNIDO 2009b and MHHDC staﬀ computations.

per cent for females versus 40 per cent for
males17 (see section on Textile and Clothing
and its impact on gender in chapter 1).
There are a number of factors behind
the lack of adequate growth in employment
in the organized manufacturing sector in
South Asia—the most important being the
poor performance of the manufacturing
sector and the lack of basic literacy and
employable skills amongst the labour force.
However, apart from these factors, many
analysts attribute the lack of adequate
growth in manufacturing employment to
the rigidity in labour laws.18 South Asia has
one of the most restrictive set of labour
regulations in the world. This is particularly
60
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true for India where the amendment to
the Industrial Disputes Act of 1947 in
1984 created tougher conditions for large
firms (employing more than 100 people)
to fire workers. As a result of this policy,
the number of workers in large firms
declined from 898,000 in 1983 to 569,000
in 1990.19 However, from a human development prespective, labour laws should be in
place to protect the rights of labour and
thus must be seen as an important part of
the social welfare system and corporate
social responsibility. The lack of adequate
generation of employment in the
manufacturing sector cannot be attributed
to rigid labour laws alone. In other

countries of South Asia, such as Pakistan
and Bangladesh, labour laws are not as
rigid as in India, and this is a huge problem
for labour in these countries. Rights of all
human beings, including those of labour,
must be upheld.
Labour productivity in the manufacturing sector remains low in the region.
A comparison of emerging economies such
as China and India reveals that the total
factor productivity in both industry and
agriculture in China remains consistently
above that of India. It is industry in
particular, that gives a positive edge to
China over India. The productivity of
industry and its contribution to output per
worker in China is three to six times higher
than that in India. In order to catch up
with China in terms of economic growth,
India needs to raise its level of productivity
in industry as well as agriculture. To achieve
that, it not only needs to adopt appropriate
technologies in the respective sectors but
also needs to expand basic education and
literacy—an area where it visibly lags
behind China. Whereas China has been
able to eliminate illiteracy among new
entrants to the workforce, India is still very
far from achieving that. With an illiteracy
rate that hovers around 40 per cent and
with a technical and vocational education
system that is of poor quality and irrelevant
to the demands of the labour market,
except the products of the Indian Institutes
of Technology and other institutes of
higher learning, India needs a revolution
in its overall education sector to sustain its
status as the emerging economic power of
the world.
The role of small and medium sized
enterprises (SMEs)
SMEs have a special significance in the
South Asian context as the majority of the
manufacturing firms in the region are
either small or medium sized. They are
labour-intensive; provide employment to
the bulk of the labour force; and by catering
to the employment needs of the lower

income groups, have immense potential to
reduce poverty. Although their contribution
to overall GDP is not very significant, their
contribution to providing employment
opportunities is truly substantial. More
than 80 per cent of the total industrial
employment in almost all South Asian
countries is provided by SMEs. The subsectors in SMEs, such as cotton weaving,
surgical instruments and sports goods are
also an important source of export
earnings.
SMEs in South Asia are fraught with
several problems such as lack of access to
credit as the formal banking structure in
most South Asian countries prefers catering
to medium and large enterprises;
complicated labour laws; worsening law
and order situation in countries like
Pakistan; and low productivity and lack of
competitiveness of their products due to
low labour productivity. Infrastructure
bottlenecks such as poor quality of roads
and transportation facilities and the
shortage of energy are other major
constraints to the development of SMEs.
Whereas large production firms have back
up facilities such as power generators to
cope with power outages, small enterprises
lack these facilities. Of late, Pakistan has
been facing a severe power crisis comprising
of as much as 12 hours of power outage per
day. This has resulted in massive production
losses. According to one estimate, out of a
total of 4,000 units of SMEs in Pakistan
around 90 per cent have suffered massive
production losses due to the nonavailability of power. 20 This has also
resulted in the closure of a significant
number of small enterprises, particularly
those in the textile sector, as mentioned
earlier.
In such a scenario, there is need for
public sector programmes providing
infrastructure and other facilities to SMEs.
However, it seems difficult in the presence
of the current WTO Non-Agricultural
Market Access (NAMA) negotiations (see
section on NAMA: Impact on SMEs in
developing countries in chapter 1).

More than 80 per cent
of the total industrial
employment in almost
all South Asian
countries is provided
by SMEs
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Current multilateral trade agreements
related to manufacturing trade
T&C sector and the Multifibre
Arrangement (MFA) phase out

Post-MFA challenges
as well as opportunities, are not
uniform across South
Asia

62

The exports of manufactured goods in
South Asia continue to be dominated by
the T&C sector. In particular, countries
like Bangladesh, Pakistan and Sri Lanka
are heavily dependent upon the T&C
sector for their exports. In Bangladesh, for
instance, 84.5 per cent of total exports
consist of T&C, whereas the corresponding
ratio for Pakistan and Sri Lanka is 66.6 and
51.9 per cent respectively.21 The bulk of
foreign exchange earnings from international trade in South Asia are therefore
derived from the exports of T&C. As table
3.9 shows, the sector is also an important
source of employment. In fact it is the
second largest provider of employment in
South Asia after the agricultural sector.
The major factors that give South Asian
countries an edge and a comparative
advantage in the production of T&C are
the low costs of labour and cheap supply
of raw materials. Two of the largest South
Asian countries, India and Pakistan, are
indigenous producers of raw cotton.
Moreover, despite the MFA that was
designed by developed countries in 1974
to restrict the exports of textiles from
developing to developed countries to
protect indigenous industries in the
developed world, two countries in South
Asia, Nepal and Bangladesh, enjoyed
preferential access to these markets owing
to their status of being amongst the least
developed countries.
The MFA came to an end on 1 January
2005. This means greater liberalization of
trade in the textile and garment industry.
All textile exporting countries now enjoy
greater access to international markets.
This offers both opportunities as well as
challenges. Greater access means more
market opportunities but it also means
greater competition. At present most South
Asian countries lack competitiveness
because of the high cost of production and
low labour productivity. Moreover, apart
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from India and Pakistan, none of the other
South Asian countries produce raw cotton
and there is very little intra-regional trade
between South Asian countries. Above all,
some of the structural problems that affect
the overall manufacturing sector also
restrict the potential of the T&C sector.
These include poor infrastructure, lack of
literate and trained work force, power
shortages, etc.
Post-MFA challenges as well as opportunities, however, are not uniform across
South Asia. Each South Asian country
faces different sets of challenges and
opportunities. Pakistan and India were
expected to gain in terms of greater market
access. Moreover, being the only two South
Asian countries with an indigenous
production of cotton, they also enjoy a
natural comparative advantage in the
production of T&C. Initial post-MFA
assessments suggest that this prediction has
turned out to be true to some extent.
India’s total T&C exports to the world
grew by 17 per cent in 2005 compared to
2004 and the country continues to make
gains in this area in the post-MFA period.22
Pakistan, too, made some gains in textile
exports immediately after the phasing out
of the MFA. However, there is still a lot of
untapped potential that these two countries
can exploit further by removing some of
the structural impediments that continue
to confront the manufacturing sector in
general.
Bangladesh, Nepal and Sri Lanka,
countries that enjoyed preferential access
to developed countries’ markets earlier,
were expected to face stiffer competition
from other countries, particularly China,
India and Pakistan, after the phasing out
of the MFA. Since most countries are still
adjusting to the post-MFA scenario, it is
too early to make concrete assessments of
the impact of the phasing out of the MFA.
Initial assessments suggest that during the
first few months, China took a substantial
share of the T&C market in the European
Union (EU) and the United States (US).
However, this takeover by China was
short-lived and the situation changed
once quotas on several categories of

products were re-imposed on China23 (see
chapter 1).
Since T&C remains a labour-intensive
sector, most South Asian countries will
continue to enjoy the comparative
advantage in this sector on account of their
cheap supply of labour. Bangladesh, in
particular, maintains a substantial edge
over not only China but also India and
Pakistan in terms of its low labour costs.
Therefore, despite the phasing out of the
MFA, Bangladesh experienced an increase
in its textile exports by about US$500
million in 2006.24 Sri Lanka had also
witnessed good growth of its T&C exports
in the post-MFA period owing to its
improved human capital and favourable
government policies.
The challenge for countries such as
Nepal and Maldives is particularly severe
since both these countries are counted to
be the least competitive in the global
market. These two countries have lost out
in the post-MFA period. In particular,
Maldives has been completely wiped out
of the global T&C market. The country’s
exports of T&C fell to zero during 2006.
Nepal, too, has been experiencing a
downward trend in its T&C exports since
2003. The reduced competitiveness of
Nepal in global markets has been attributed
by some analysts to structural factors,
including lack of backward integration and
distance from a sea port.
Currently, the T&C sector in South
Asia lacks diversification both in terms of
products and destinations. The over
reliance on US and EU markets render
them vulnerable to external shocks. Both
the US and EU seem to prefer imports
from geographically proximate areas to
take advantage of low transportation costs.
Moreover, T&C products should move up
the value chain from spinning and weaving
to branded finished clothes that meet
international quality standards. The
development of backward linkages in the
form of domestic fabric production will be
of crucial significance to maintain
competitiveness, particularly for countries
like Bangladesh, Nepal and Sri Lanka.

As far as the trading environment is
concerned, the T&C industry is still
protected by developed countries through
several tariff and non-tariff barriers. US
tariffs are particularly high for Asian
countries. Non-tariff barriers in the form
of anti-dumping measures have affected
imports from several South Asian countries.
Similarly, there are some regulatory and
standards-related barriers (pertaining to
both the environment as well as labour
standards) to which several South Asian
T&C products are subjected. As mentioned
above, the majority of T&C firms in South
Asia are small- and medium-scale units
that are constrained by their ability to meet
environmental and labour standards. The
dying and finishing segments of the textile
industry, in particular, are quite poor in
terms of technology and in meeting
environmental standards demanded by
importers.
In conclusion, the phasing out of the
MFA poses a number of challenges as well
as opportunities for South Asian countries.
Although each South Asian country faces
a different set of challenges, there are some
key challenges that are common across all
of them. The topmost amongst these is to
maintain and improve the competitiveness
of T&C products through improvements
in labour productivity and the removal of
structural impediments such as infrastructural bottlenecks and energy shortages.
Regional trade and cooperation can provide
immense benefits in terms of the timely
and cost efficient supply of raw materials
such as cotton from cotton producing
countries within the region. Prudent state
policies can go a long way in maintaining
the competitive edge that this region has
in the T&C sector and in exploiting the
increased market access that many countries
in the region have gained after the phasing
out of the MFA.

The T&C sector in
South Asia lacks
diversiﬁcation both in
terms of products and
destinations

NAMA
The ongoing NAMA negotiations are
based on the Doha Development Agenda
(DDA), agreed at the Doha ministerial
conference in 2001. The aim of the
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NAMA negotiations
have collapsed several
times because of
disputes among the
developing and
developed countries
over industrial tariﬀ
cuts

negotiations has been to reduce or, as
appropriate, eliminate industrial tariffs to
improve the market access for these goods.
NAMA negotiations cover industrial goods
as well as fisheries, forests, gems and
minerals.
NAMA negotiations have significant
effects on the livelihoods of millions of
workers working in the manufacturing
sector in South Asia. In order to remain
competitive in the presence of NAMA
rules, the manufacturing sector may divert
from labour-intensive to capital-intensive
techniques and hence can affect the
working conditions, wages and employment
structure in South Asia. Besides this, it
may also affect the government’s strategy
towards protecting infant industry.
The DDA was thought to be a
development round and was supposed to
take into account the needs and interests
of developing countries. But NAMA
negotiations have collapsed several times
because of disputes among the developing
and developed countries over industrial
tariff cuts. The last collapse was at the July
2008 mini-ministerial meeting, with four
major issues still outstanding. Even after
the July collapse, several efforts have been
put into place till mid-2009 but these
issues have not been settled. Now it is
considered that developed countries have
successfully split developing countries over
NAMA issues.
Trade-Related Intellectual Property
Rights (TRIPS) and public health in
South Asia
Although T&C dominates the
manufacturing sector in South Asia, a few
countries, particularly India, have started
diversifying their manufacturing sector by
producing goods that include machinery,
automotive components, as well as
pharmaceutical products and medical
equipment. The pharmaceutical industry,
in particular, has seen phenomenal growth
in India. The country not only produces
formulation (finished products) but also
has the innovative capacity to produce
bulk drugs that are used in the formulations.
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Nepal, Pakistan and Sri Lanka also have a
sizeable pharmaceutical industry but these
countries only have the capacity to
reproduce formulations through imported
bulk drugs. Within the pharmaceutical
industry of South Asian countries there is
a strong presence of multinational corporations (MNCs). In India, for instance, 23
per cent of the pharmaceutical companies
belong to MNCs, and five of the top 20
pharmaceutical companies are MNCs.25
The Indian pharmaceutical industry is
counted amongst one of the largest generic
pharmaceutical industries in the world.
Many analysts attribute this to the absence
of product patent protection.
At the end of the Uruguay Round in
1995, a multilateral agreement called
TRIPS was signed that obligated WTO
Member states to provide product patent
protection for 20 years. It is important to
discuss the implications of this agreement
as it not only directly affects the growth of
the pharmaceutical industry but also the
status of public health in the region. The
state of public health in South Asia is
already dire, with many health indicators
at the national as well as regional level
rated as extremely poor according to the
developing world’s standard. Both
communicable as well as non communicable diseases pose a threat to the survival
of the great majority of the population in
South Asia, most of whom are women and
children. Public health insurance is nil or
minimal and out of pocket expenditures
are extremely high. This has been one of
the factors due to which medical
expenditures represent one of the largest
sources of income shocks, particularly
amongst low-income groups. Many
households fall below the poverty line
when medical emergencies hit them. In
such a scenario, the availability of and
access to drugs are critically important. Of
all the potential repercussions of the TRIPS
Agreement, the increase in the prices of
drugs has stirred a lot of debate amongst
the policy community and development
advocates. It is seen by many as a
considerable threat to the survival of the
poor in South Asia.

Proponents of the TRIPS Agreement,
on the other hand, argue that such an
agreement is essential to promote research
and innovation and thereby encourage the
process of production of improved varieties
of drugs. While this remains a valid
argument, there is a need to balance the
public health concerns on the one hand—
that are nevertheless critical from the point
of view of developing countries that
contain the largest number of poor in the
world—and the concerns for the promotion
of research and innovation in this area, on
the other.
It is argued that there are certain
flexibilities in the TRIPS Agreement that
must be exploited through judicial means
at the domestic level. Moreover, since the
pharmaceutical industry clearly falls within
the jurisdiction of equity and ethical
concerns, there is a clear role of state
intervention to make sure that essential
drugs are easily accessible, especially to the
poor, while maintaining the incentive
structure of the market to promote research
and innovation.
Manufacturing trade and environmental
concerns
Environmental and health-related standards
in developed countries seem to act as nontariff barriers for manufacturing sector
exports of developing countries like
chemicals, electronics, metals, automobiles
and T&C. Now developing countries
including South Asia, have to adjust their
production processes to meet global
environmental standards.
On the one hand, environmental
compliance requirements under the WTO’s
Agreements of Technical Barriers to Trade
(TBT) and Sanitary and Phytosanitary
(SPS) (see chapter 2 for details on these
agreements) provide an opportunity for
South Asian countries to undertake
technological upgradations and structural
reforms to enhance production and exports
without deteriorating the environment.
However, on the other hand, these barriers
have impeded the trade of South Asia.
Many developed countries use provisions

under the TBT and the SPS agreements to
impose environmental standards higher
than the international standards and hence
limit market access for developing
countries.
South Asian countries like Pakistan,
India, Bangladesh and Sri Lanka have
comparative advantage in the exports of
leather products because of cheap labour
and the easy availability of raw materials.
The leather industry in South Asia is
considered to be one of the most polluting
industries. As the majority of producers
operate at a small scale it is difficult for
them to meet domestic and international
environmental standards. Besides this,
there is also the concern that compliance
with environmental standards may erode
the comparative advantage of South Asian
leather exporters. For instance, a study26
shows that in India, the competitiveness of
the leather, textiles and refrigeration and
air conditioning industry are likely to be
impaired by the environmental standards
in Economic Cooperation and Development (OECD) countries. The study
concludes that compliance with the
developed countries’ environmental
standards requires the import of inputs
and technology, which will increase the
cost of production and hence reduce
competitiveness.
Several producers in South Asia have
taken various steps to meet global environmental standards. However, governments
of South Asian countries still have to play
a significant role. For example, in Tamil
Nadu, India27, leather firms have responded
to environmental challenges in the shortrun through private initiatives and through
technical initiatives from the quasi-public
sector. However, in the long-run the
participation of government and industrial
bodies is required to help the leather
industry, especially small-scale producers.
In the current scenario where global
environmental regulations have both
benefits as well as drawbacks for South
Asia, there is a need for national
governments to help the manufacturing
sector meet these standards. Countries
should have the right to impose restrictions

Several producers in
South Asia have taken
various steps to meet
global environmental
standards, however,
governments still have
to play a signiﬁcant
role

Manufacturing Trade, Economic Growth and Human Development

65

only when the manufacturing products
have pesticides or damage the environment
in the importing countries. In the case of
environmental standards that are set higher

66

Human Development in South Asia 2009

than the international level, South Asian
countries should be able to negotiate with
the organizations to formulate new
standards.

Chapter 4

Trade in Services in South Asia and
Human Development
State of services trade in South Asia
The services sector is the most dynamic
component of the South Asian economy
today and a major driver of regional
economic growth. During the period
2000-07, South Asia’s average annual
growth rate of exports of services was 22.6
per cent and far exceeded the growth rate
of imports of services, which stood at 14.3
per cent. In 2008, service industries
contributed towards 53.2 per cent of the
gross domestic product (GDP) of the
region, more than agriculture and
manufacturing combined (table 4.1).
Their share in employment has also
continued to rise steadily, growing from
28.8 per cent in 1998-2000 to 35.3 per
cent in 2005-07.1
However, trade in services is a comparatively recent phenomenon and remains
much smaller than trade in agriculture or
manufacturing. Nevertheless, it is
expanding at a faster annual growth rate
than the other two sectors, offering many
exciting possibilities in terms of revenue
generation, employment creation, skills
transfer and foreign direct investment
(FDI) but also raising a whole set of
concerns and challenges.

Table 4.1

Service industries were first included in the
multilateral trading system when the
GATS was initiated at the conclusion of
the Uruguay Round in 1995 and the first
round of services negotiations began in
2000. Broadly speaking, the GATS
promotes transparent and predictable rules
and progressive liberalization of trade in
services through successive negotiation
rounds. It covers almost all service sectors,
except for public services provided at nonmarket conditions (such as social security)
and measures that affect air traffic rights.
The liberalization of trade in services
requires negotiations on domestic
regulations such as restrictions on the
number of foreign service providers, joint
ventures and participation of foreign
capital. The negotiations occur through
request-offer procedures where World
Trade Organization (WTO) Members
request other members directly for the
improvements they would like for their
services and suppliers. The resulting offer
applies to all member states and turns into
a legally binding commitment 2 that
delineates the conditions for trade in a
service sector.

Importance of services in South Asia

Services value added as
% of GDP (2008)
Services trade as % of
GDP (2007)
Average annual growth
rate of exports of
services (2000-07)
Note:

Liberalization of trade in services in
South Asia under the General Agreement
on Trade in Services (GATS)

India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia

Developing
countries

53.4

53.0

52.3

49.6

57.3

35.3

79

53.2

52.9

11.3

8.8

6.6

12.0

13.5

15.5

84.9

10.6

12.3

26.2

15.4

10.3

0.1

9.5

19.9*

8.8

22.6

13.6

*: Data refer to 2001-07.

Sources: MHHDC 2009 Human Development Indicators for South Asia and MHHDC 2009 Statistical Proﬁt of Trade in South Asia.

Service industries in
South Asia have
opened up to more
and more foreign
participation.
However, this
liberalization has
been impeded by
certain challenges
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The GATS identifies four distinct
modes of supplying services, classified
according to the territorial presence of the
service supplier and consumer at the time
of the transaction. Mode 1: cross-border
supply, where services flow from one
country to another (as they do in ICTenabled services (ICTES) such as Business
Process Outsourcing (BPO)); Mode 2:
consumption abroad, where the buyer
moves abroad to consume a service (as is
the case under international tourism);
Mode 3: commercial presence, where a
service supplier sets up a territorial presence
abroad to provide a service (such as
establishing a joint venture or a domestic
subsidiary of a foreign telecom company);
and Mode 4: presence of natural persons,
where citizens of one country move to
another to provide a service (as is the case
with migrants working as doctors and
construction workers).
Since the inception of the GATS, service
industries in South Asia have opened up to
more and more foreign participation.
However, this liberalization has been
impeded by certain challenges.
First, trade and commerce ministries in
many South Asian countries are illequipped to perform a thorough analysis
of sectoral competitiveness and requirements. Ideally, liberalization under the
GATS is beneficial where domestic
suppliers are internationally competitive
and thus do not suffer unduly from
liberalization, where local producers are
unable to meet the entire demand for a
service and where the impact on the poor
as producers, consumers and employees is
positive overall. Moreover, as developing
countries are often highly dependent on
developed countries for things like trade,
investment and aid, they are easily
pressurized by the latter to agree to
commitments that hurt their own interests.
For example, some developed countries
have been pushing for liberalization
commitments in essential public services
such as water, even though these services
are not included in the GATS. The
privatization and liberalization of these
services pushes up their prices, hurting
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vulnerable sections of society, such as the
poor and rural communities.
Second, regulations on technical
standards, quality control and capital
adequacy requirements tend to be lax in
South Asia, giving rise to the possibility of
severe fluctuations after the opening up of
sensitive sectors such as finance and
communications. Trade in service industries
also relies critically on high quality
infrastructure and human resources, both
of which are lacking in South Asia.
Third, domestic producers, particularly
small and medium enterprises, are engaged
in very limited service export industries
and often do not have the ability to link
up with potential clients abroad or promote
their services in international markets.
This restricts their ability to benefit from
liberalization.3
Finally, and perhaps most important of
all in the South Asian context, benefits
from liberalization under the GATS have
been impeded by the unwillingness of
developed countries to open their borders
to more workers and short-term migrants
under Mode 4. With their large surplus of
labour, particularly semi and unskilled
workers, it is here that South Asian
countries had seen the greatest potential
benefit from services liberalization. A
Commonwealth Secretariat study estimated
that the benefits of allowing a three per
cent quota of the Organization for
Economic Cooperation and Development
(OECD) labour force to developing
countries would be 150 per cent greater
than all other areas of liberalization.4
While South Asian countries had
initially hoped that they could allow more
market access in exchange for increased
mobility and visas for their workers to
developed countries, such has not been the
case. Developed countries have looked at
the movement of workers as a political and
immigration issue, rather than a trade
issue, and have refused to substantially
increase commitments under Mode 4.
Restrictions such as work permits, stringent
qualification requirements and difficult
entry processes limit the freedom of the
global movement of people, even as the

developed world continues to push for the
greater movement of capital. Recent
concerns with regards to security have
further restricted the movement of people.
Moreover, when developed countries do
allow workers in, they are usually highly
qualified professionals, not semi and
unskilled workers, which further
exacerbates the problem of brain drain and
does not help improve the standard of
living of the majority of South Asians.
While these issues have constrained the
post-liberalization growth in services, some
service sectors in South Asia have fared
quite well and are very important in terms
of their contributions to total service
exports (table 4.2), GDP, export earnings,
FDI and employment.
Information and communications
technology (ICT) and ICTES have grown
rapidly in some South Asian countries. Sri
Lanka and Pakistan have seen considerable
foreign participation in the telecom sector
while India has turned into a global hub
for ICTES. Tourism is one of the biggest
service industries in countries like the
Maldives and Nepal. Finally, while the
policies of developed countries still restrict
the free movement of people, migration
and the resulting remittances remain an
important source of income and
opportunities for many South Asians. This
chapter delves into each of these sectors in
the following sections.
ICT and ICTES
The past few decades have witnessed
remarkable developments in information
and communications technology. ICT
services cover industries such as telecommunications, computer programming and
Table 4.2

consultancy, data processing and hosting,
web portals, the repair of computers and
communication equipment and related
activities.5 Trade in ICTES enables the
transfer of activities that once required
face-to-face interaction to third party
organizations located in a different country.
These external service providers in turn
own, administer and manage selected
processes. The global ICTES industry has
diversified and performs a wide range of
functions. In general, companies prefer to
perform core tasks in house and outsource
non-core functions to third parties. A
comprehensive list of such functions is
presented in box 4.1. These functions in
turn require a variety of skills, spanning
from the relatively simple (data entry,
transcriptions and call centres) to the
highly technical (research and development,
financial analysis and insurance claim
processing).6
ICT and ICTES have become
increasingly liberalized in the post-GATS
era and have played a vital role in accelerating progress in trading and business
activities, as well as human development.
Investments in ICT services have led to
faster communications, provided the
means to send and acquire up-to-date
information, and made possible services
such as telemedicine, m-banking, mcommerce and online education to poor
and remote rural populations that did not
have access to such services previously.
Consequently, they have had several
desirable impacts such as enhancing the
capabilities of various communities and
allowing them to make informed decisions
based on accurate information. These
benefits of growth provide us with the
impetus to open up the industry to more

Composition of exports of some important services industries (as a percentage of total services exports),
2006

Computer and information services
Travel
Communications
Financial services
Insurance

India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia

38.73
11.86
2.91
2.75
1.48

2.48
7.27
4.48
1.85
0.54

2.34
6.02
4.68
1.97
0.60

…
33.14
8.99
…
0.41

6.03
25.25
4.18
…
3.52

…
…
…
…
…

…
91.67
…
…
0.14

30.39
11.33
3.39
2.56
1.29

Source: MHHDC 2009 Statistical Proﬁle of Trade in South Asia.
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Box 4.1 Nature of ICTES
The functions that a company can outsource
include:
• Administrative work including data
entry
• Operations such as manufacturing, valueadding manufactures, design, merchandizing and sourcing
• Human resources including employee
counselling, pensions, non-voice employee
data management, training, travel and
expenses management
• Finance and accounting

• Information technology (IT) data work,
desktop outsourcing, enterprise outsourcing and network outsourcing
(remotely hosted software applications)
• Managerial work (Knowledge Process
Outsourcing (KPO)) including financial
analysis (‘analytics’), media outsourcing
and pharmaceuticals
• Legal work including paralegal support
(transcription, word processing and
document management), legal support
(drafting, proofreading, research and
counsel) and patent services

Source: Dhall 2008.

Table 4.3

Average salaries
of key offshore
destinations,
2005
IT-BPO average
(US$ per
annum)

India
China
Pakistan
Malaysia
Singapore

8,837
8,865
18,000
19,379
37,903

Sources: Dhall 2008, PSEB 2008 and
MHHDC staﬀ computations.
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foreign participation to foster further
investment, innovation and penetration of
ICT services.
The offshore outsourcing7 of ICTES
provides potential benefits for all
stakeholders, allowing for the possibility to
reorganize production globally so as to
take advantage of differential costs and
attractive conditions in various locations.
Purchasing countries benefit from lower
costs in service providing countries.
Similarly, service providing countries
benefit from increased employment
opportunities, skills transfer, increased
revenues and economic growth. The global
offshoring market was worth almost
US$90 billion in 2008.8
The key objective behind offshore
outsourcing is to minimize costs by shifting
functions from a high-wage country to a
low-wage country. An example of cost
cutting benefits is the salary difference
between an IT employee in India and one
in the United States (US). In India, the
average annual base salary for an IT job is
US$8,837 compared to US$45,000 for a
comparable employee in the US.9 Similarly,
workers in Pakistan work at wages 60 per
cent below those of their US counterparts.10
An indication of savings to be made by
businesses shifting their non-core
operations to low-wage Asian countries
can be seen in table 4.3. Apart from low
wages, other factors, like the comparatively
low cost of doing business and government
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incentives and support in service providing
countries, also reduce costs for service
purchasing countries. For example, the
government of Uruguay provided
regulatory incentives in their Duty Free
Zones (DFZs) in order to prioritize
outsourcing. In these DFZs, companies
dealing with ICT and audiovisual services
enjoyed fiscal exemptions from domestic
taxes and elimination of import tariffs on
inputs and investment goods and equipment.11 Clearly, there are strong costs and
benefits associated with offshore
outsourcing but there are also equally
important quality and growth related
justifications. The process increases
efficiency, diversifies the production base,
pools risks, and takes advantage of
individual country strengths, thus enabling
companies to concentrate more on their
core businesses. Some of the important
benefits for both exporting and importing
countries are summarized in box 4.2.
ICT and ICTES in South Asia: A
snapshot overview
Following commitments made in the
GATS, ICT and ICTES have undergone
rapid liberalization in South Asia.
Governments in the region have recognized
the potential socio-economic benefits of
growth in the industry and have liberalized
the sector with the hope that FDI and
private sector participation can help

Box 4.2 Benefits associated with
BPO
• Simplification
• Efficiency, cost savings and high returns
on investment
• Increased process capability
• Accountability and ‘due diligence’
• Access to skills and resources/services
lacking in-house
• Focus on core business/competencies
and expanded capacity
• Strategic benefits
• Improved in-house operating performance
• Forging of strategic partnerships with
vendors to obtain new skills and
technology
• Acquisition of innovative ideas
Source: Dhall 2008.

encourage efficiency, improve quality and
increase access. Despite the unstable
security conditions in several countries in
the region and the global financial crisis,
the sector remains amongst the most
important in South Asian countries in
terms of growth, trade (table 4.4) and
attracting FDI. Countries such as India
have negotiated for more commitments
under Mode 1 of the GATS to provide
cross-border ICTES to developed countries.
Through commitments under Mode 3 of
the GATS, South Asian countries have also
allowed for increased foreign investment
and participation in ICT service provision
domestically.
Some of the most significant advances
in liberalization and FDI in ICT services
have occurred in telecommunications
services in the region. Whereas 15 years
ago the telecommunications sector in
South Asia was controlled by state-owned
or regulated monopolies and protected
strongly against both foreign investors and
the private sector, such is not the case
today.
In India, the growth of ICT services has
been truly remarkable. To facilitate growth
in the sector, FDI ceilings in telecom
services were increased from 49 to 74 per
cent. India now has the third largest

telecom and the second largest wireless
network globally.
The Maldivian telecom sector has been
partially liberalized in mobile and
broadband services. It licensed a second
mobile operator in 2005 and by 2008,
mobile penetration was about 138
subscriptions per 100 people, higher than
any other South Asian country.12
Nepal entered the WTO in 2004 and
made commitments to remove restrictions
on the number of telecommunication
service providers by January 2009. It also
made commitments to allow foreign
participation in the sector through a joint
venture with up to 80 per cent equity
participation.
In Pakistan, there have been
comprehensive reforms and privatization
in the communications sector, particularly
in telecom. Consequently, in 2007-08,
FDI in the telecommunications sector
stood at US$1,438.6 million, comprising
27.9 per cent of total FDI and second only
to FDI in the financial business sector.13
The Pakistan Software Export Board has
also drafted the Electronic Data Protection
Act 2005 to prevent unauthorized access
and protect electronic data and intellectual
property rights (IPRs), thus helping to
protect the IT industry according to global
outsourcing requirements.14
Sri Lanka liberalized the local telecom
industry in 1996 when it ended the
monopoly of the state-owned Sri Lanka
Telecommunication Corporation. It also
granted licenses to private telecom operators
Table 4.4

Bangladesh
India
Maldives
Nepal
Pakistan
Sri Lanka
Developing
countries
Note:

Trade in IT and ICTES, 2007
(US$ million)
Exports of IT
and ICTES

Imports of IT
and ICTES

499.2
69,000.8
7.3
102.6
808.0
433.6

415.1
29,597.8*
35.5
155.2
3,520.0
556.2

333,676.4

332,115.0

*: The ﬁgure is for 2006.

Source: UNCTAD 2009a.
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for international telecommunications
services in 2003, which led to a significant
decline in international call tariffs. In June
2009 the telecom sector employed more
than 15,000 people, had granted four
licenses for fixed access telephone service
providers, five licenses for mobile phone
service providers, 15 and had foreign
participation in all of its mobile phone
service operations.
In terms of ICTES, India has emerged
as a leading destination, with 37 per cent
of the overall offshore outsourcing market.
Other countries in the region, such as Sri
Lanka and Pakistan, have also attracted
ICT-enabled BPO investment but their
share in the global BPO market is not
significant. The size of the BPO industry
in Pakistan stands at US$1.24 billion
whereas in Sri Lanka, BPO exports in 2008
were US$0.3 billion. Bhutan, Nepal, and
Bangladesh have also recently initiated
efforts to develop and spur growth in the
sector.
While South Asia has unarguably come
a long way in liberalizing and promoting
trade in ICT and ICTES, it still has a long
way to go. The region lags behind most of
the world in terms of ICT diffusion, access
and quality (table 4.5), with a particularly
large digital divide between rural and
urban populations. Domestic service
Table 4.5

providers had found it difficult to penetrate
the market and provide new technologies
on their own. Progressive liberalization
directed by a strong regulatory and legal
framework has the potential to help spur
growth in the industry and make many
contributions to human development.
First, the industry leads to significant
monetary and employment benefits. As
ICT-enabled services such as BPO span
across the value chain, employment
opportunities arise for various sections of
society, from the highly skilled to semiskilled workers. Large pools of accountants,
engineers, bankers and doctors have found
employment in the sector to cater to the
higher end of the value chain, addressing
the problem of high levels of under and
unemployment in the educated class.
Similarly, at the lower end of the value
chain, people with few technical skills are
trained to do tasks such as basic data entry,
form reading and simple email drafting.
The industry has also provided
employment opportunities across the
wider social spectrum. It has not only
played an effective role in reducing gender
disparity in the job market but also helped
to reduce the rural-urban divide. Rural
Shores in India provides a classic example
of the potential of the sector to address the

Comparing ICT access and quality in South Asia to the rest of the world,
2007
Access and use (per 100 people)

World
High Income
Low and Middle Income
East Asia and the Pacific
Europe and Central Asia
Latin America and
Caribbean
Middle East and
North Africa
South Asia
Sub-Saharan Africa
Source: World Bank 2009h.
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Quality
International
Internet
bandwidth in
bits per second
per capita

Internet users

Mobile cellular
subscriptions

Fixed broadband
Internet
subscribers per
100 people

21.8
65.7
13.1
14.6
21.4

51
100
42
44
95

6.03
22.84
2.35
3.70
4.39

3,297
18,242
318
247
1,114

26.9

67

3.64

1,126

17.1

51

…

186

6.6
4.4

23
23

0.24
0.03

31
36

socio-economic divide within South Asia
(box 4.3).
Moreover, estimates suggest that for
every three jobs that are outsourced to
developing countries, the multiplier effect
generates 10 new jobs.16 These employment
opportunities are mainly related to auxiliary
activities like catering, cleaning, security,
finance, renting of premises, and hiring
agencies that are required to support
workers in the sector. Growth in the sector
also spurs on greater employment in other
sectors as greater wealth and improved
living standards amongst industry
employees stimulate the demand for
consumer durables and other goods.
Second, the industry helps stem the
problem of brain drain as skilled labour
finds it easier to land well-paid jobs at
home. It also helps the local labour force
develop new skills in the areas of technology,
customer relations and management and
inculcate a more professional work ethic in
line with international standards.
Third, developments in the sector create
positive spillover effects such as greater
incentives for basic education, technology
and skills transfer, and improvements in
the quality of local infrastructure. In order
to maintain a comparative advantage,
countries undertake steps that enhance the
overall knowledge and skills base. First,
they broaden their basic education curricula
to maintain a regular inflow of a work
force with skills relevant to the industry.
They also simultaneously ensure that those
entering the sector are provided with
continuous training and skills upgradation.
Finally, they ensure that the necessary
infrastructure is available to put these
acquired skills into use. Thus, a platform
for developing knowledge economies is
built by promoting skills acquisition and
building the necessary infrastructure (box
4.4).17
Finally, improvements in ICT services
in South Asia that have followed
liberalization and foreign participation in
the sector have helped to alter the business
environment and reduce the cost of
transactions, especially cross-border
transactions, drastically. There is increasing

Box 4.3 Rural Shores: Outsourcing in rural India
Rural Shores, an organization offering
business processing services, has
located itself in Bagepalli, a small town
deep in rural Karnataka and not in the
high-tech hubs of Bangalore and
Gurgaon. It is part of an experiment
to bring outsourcing jobs to distant
corners of India that have largely
remained cut off from the country’s
extraordinary economic rise. Through
such initiatives, rural areas of India,
which comprise of 70 per cent of its
population, are now being looked
upon as a large untapped pool of eager,
motivated and talented office workers
who can perform basic tasks involving
data entry, scanning and customer
contact, with just a little training.

Most of the workers are the children
of farmers and often the first generation
to finish school and gain employment
in formal office jobs. For some, their
income generation capacity has been
enhanced on average from the US$20
they earned from subsistence farming,
to around US$70 a month. Rural
Shores also benefits from lower rents
and wages than those that prevail in
cities. The organization currently hires
100 young people, mostly high school
graduates, in three centres in rural
areas. The company plans to establish
500 such centres all over India in the
next five years, thereby providing
immense employment opportunities
to rural areas and establishing a model
for others to replicate.

Source: The New York Times 2009.

evidence that greater Internet use leads to
higher labour productivity in the form of
a larger number of sales per worker.18 It
also allows for real-time remote procurement and inventory management, the
means to track market developments,
provide after sales customer services and
market products and services globally.
Goods and services can be bought and paid
for, and banking transactions such as
money transfers, and the settlement of bills
can be done online. Modern technologies
such as email, mobile phones, video and
teleconferences are used by businesses for
Box 4.4 Nenasala programme in Sri Lanka
The programme aims to provide IT
education and infrastructure to
increase ICT access to the rural poor,
thereby helping to transform the
country into an offshoring hub. The
Nenasala Programme is in line with
the government’s e-Sri Lanka initiative
to build a Knowledge Economy by
designing policies to address:
education, innovation, ICT and the
prerequisite economic and institutional
regimes. Key successes of the project

include the incorporation of the Shilpa
Sayura E-curriculum software for
grades 6 to 11 in 20 schools to ensure
IT knowledge is imparted at the very
basic level and the establishment of
600 telecentres to increase access to
ICT, thereby empowering rural
communities. Thus, the provision of
IT education and infrastructure has
led to a beneficial impact on human
capital.

Source: World Bank 2007a.
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Despite the positive
human development
impacts, there are
some social costs of
expansion in this
sector
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faster and cheaper communications with
their staff and clients worldwide.
However, the industry continues to face
several challenges and concerns. First,
growth in the trade of ICT and ICTES in
South Asia is limited by unreliable means
of connectivity and the inadequate supply
of an appropriately skilled work force. For
example, companies require multiple
providers or cables to support international
connectivity. Fibre optic links are required
for customer contact centres that are voicebased, as satellite technology alone can
prove to be unreliable. 19 The higher
education curriculum also needs to be
revised continuously to meet the evolving
needs of the industry.
Second, legal and regulatory frameworks
remain weak. Data privacy is the key
concern with regards to outsourcing. This
is especially true in the case of businesses
with IPRs to protect or institutions dealing
with finance and health that must maintain
the confidentiality of customer records.
For example, banks need to assure the
privacy and security of online payments
and transactions by securing information
on client addresses, phone numbers, credit
card details, etc. Implementation and
adherence to privacy laws is a deciding
factor in attracting or losing outsourcing
businesses. Currently, compliance with
laws and regulations is a weak link that
needs to be strengthened in South Asia.
Third, despite the positive human
development impacts, there are some social
costs of expansion in this sector. A major
cost is the exacerbation of inequalities
across sectors, occupations and regions.
ICT-enabled services are currently
predominant in urban areas and have
aggravated the rural-urban divide. Better
ICT infrastructure has been developed in
urban areas and rural populations have not
benefited from these facilities. The industry
has also promoted further inequality
within cities, as the urban poor have
suffered from the rising cost of living that
follows developments in the wake of
ICTES.
Growth in ICT services has also brought
into light some occupational health-related
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issues including those related to night shift
work at call centres and continuous work
on computers and telephones that can
cause visual and listening impairments.20
Night shifts at work, which are fairly
common in the outsourcing sector, have
also affected societal values and negatively
influenced social bondages that were a
hallmark of South Asian culture. Negative
human development impacts are also
witnessed in terms of de-skilling due to the
underutilization of trainings and qualifications. Employment opportunities and
high pay scales attract highly skilled
professionals such as doctors and computer
scientists to the sector as transcription
writers and software programmers.21
Policies to help develop ICT and ICTES
Enhance regional trade
ICT-enabled services have immense
potential for cross-border collaborations.
First, the sector has significant value chain
segmentation. India is currently at the
higher end of this value chain, and is
followed by Pakistan and Sri Lanka, both
of which are trying to develop their ICTES
industry. The sector is still nascent in other
South Asian countries. Second, India has
now begun to face cost minimization
constraints. In order to cut down
operational costs further, it has moved to
smaller towns and cities with limited talent
and poor infrastructure, thereby compromising quality. It is thus imperative for South
Asian countries, including India, to look
at collaborative growth in the ICTES
industry. Collaboration would enable
India’s services outsourcing industry to
move into specialized and domain
knowledge-intensive services, hence
opening new markets. Other South Asian
countries can acquire lower end work like
data entry from India. Similarly in IT
outsourcing, as India moves towards
application oriented and consulting
services, other South Asian countries can
perform more routine software development
and maintenance services. Companies
across the region can also initiate joint

ventures to designate tasks and disseminate
needed training. Regional collaboration
would enable South Asia to develop
enhanced comparative advantage in the
wake of stringent competition as new
entrants venture into the sector.
Develop strong legal and regulatory
frameworks
Clear documentation of in-house policies
and procedures should be in place to
provide data protection guidelines for
employees. This should be followed by
regular trainings and evaluations of
employees with respect to privacy
compliance policies and procedures.
Regular auditing should take place to ensure
continuous reviews and modifications of
the policies. Adherence to global standards
such as those of the International
Organization for Standardization (ISO),
can also aid the establishment of proper
legal and regulatory frameworks.
Adopt measures to stimulate trade and
investment in the industry
The government can encourage FDI and
industry exports by adopting a coherent
national policy. The national policy should
set up a framework to: invest in
infrastructure that improves connectivity;
establish a regulatory authority to ensure
competition, accountability and manage
pricing; collect up-to-date data on industry
trends for informative decision-making;
promote inter-modal and intra-modal
competition (more on this below); foster
communications between various stakeholders such as telecom service providers,
businesses and the general public; link ICT
policies to other development policies such
as education and trade, so as to take
advantage of synergies between sectors;
support training schemes on ICT use,
particularly for SMEs, rural populations
and women; provide venture finance for
small hi-tech firms; and strengthen the
legal framework to secure e-commerce by
covering issues such as data security, cybercrime and IPRs.

Ensure competition between different
players
The government should foster both intramodal and inter-modal competition by
encouraging investments in different
technologies and allowing different
operators to serve each market. For
example, international connectivity should
be provided via both satellite networks and
multiple undersea fibre optic cables.
Broadband supply at competitive prices
should be encouraged by promoting
competing technologies such as fibre optic,
asymmetric digital subscriber line (ADSL),
cable modem, and wireless technologies.
For wireless technologies, license fees
should be kept low enough so as to not act
as a barrier for new entrants and specific
frequencies should be reserved for potential
entrants in the future.22 Such competition
can foster innovation, prevent a single
foreign or domestic service provider from
exploiting consumers and bring down
prices.

Policies must be
designed to prevent
crowding out and to
move up the value
chain

Enhance comparative advantage
Policies must be designed to prevent
crowding out and to move up the value
chain by providing enhanced training and
technical skills. In light of this, the
government or private sector needs to
develop the capacity to serve industry subsectors that are at a rapid growth or pioneer
stage in terms of level of maturity. These
may include areas like procurement and
legal process offshoring. Furthermore,
policy think tanks and market analysts
should envisage and tap into new subsectors for more rapid growth.
Promote the region as a viable outsourcing
destination
South Asian countries, especially
Bangladesh, Nepal, Pakistan and Sri Lanka,
need to do more to promote themselves as
viable outsourcing destinations. Currently,
the Asian BPO sector is dominated by
India, Philippines and China. Other
countries need to develop their own
Trade in Services in South Asia and Human Development
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individual identity in the international
BPO market. In this regard, international
marketing campaigns, road shows and
participation in international BPO
conferences could help attract more
investment.
Invest in human development

The sector has suﬀered
signiﬁcant losses in
the past year from the
economic crisis, the
swine ﬂu pandemic,
and various conﬂicts

A number of policies can be adopted to
ensure the supply of an adequately skilled
workforce that can support the development
of trade in ICT and ICTES. Links should
be fostered between industry and
universities. Industry professionals can be
invited to universities to act as guest
lecturers and to provide career advice.
Internships in relevant companies should
be made mandatory for college and
graduate students enrolled in ICT
programmes. The education ministries of
South Asian countries should also meet
with industry professionals and
entrepreneurs to assess their needs and
then revise national curricula to meet those
needs.
Stimulate demand and bring services to
underserved communities
The government must stimulate both the
demand and supply for ICT and ICTenabled services to underserved communities. Methods that promote shared
access to technologies such as publicly
funded community centres and IT clubs
with facilities such as the Internet, facsimile
machines and scanners, should be invested
in.23 Local content that meets the needs of
underserved communities, such as
information on local and foreign financial
markets, weather reports and Internet sites
in local languages can be very useful.24
Coverage requirements can be established
to expand the availability of services to
underserved areas. 25 For example, the
license conditions for mobile operators can
stipulate that they must cover a certain
number of districts by a given period of
time, or failing that, pay a heavy fine or
have their license revoked. These measures
can help rectify the digital divide, expand
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the market size and increase long-term
trade in the industry.
Tourism
Travel and tourism is one of the most
vibrant services sectors today. Growth in
international tourism has been spurred on
by improvements in infrastructure,
telecommunications, trade links, easier
modes of transportation, etc. Being labourintensive, the industry has absorbed many
skilled and unskilled workers, generated
much-needed foreign exchange revenues,
preserved important sites (through the
revenues they generate from tourist visits),
supported ancillary industries and created
new demand for traditional arts and crafts
and cultural events. Consequently, more
than 125 WTO member countries have
made commitments in the tourism sector,
more than in any other services sector.26
The sector has suffered significant
losses27 in the past year from the economic
crisis, the swine flu pandemic, and various
conflicts such as the war on terror in
Pakistan. However, its long-term growth
trajectory is still quite strong, with
total global international tourist arrivals
increasing from 684 million in 2000, to
922 million in 2008 and expected to reach
1,006 million in 2010.28 Developing
countries have benefited from this growth,
with their share of international tourist
arrivals increasing from 31 per cent of the
global total in 1990 to 45 per cent in
2008.29
Tourism in South Asia: A snapshot
overview
Like other developing parts of the world,
South Asia has also witnessed a strong
growth in both international tourist
arrivals and receipts from tourism. A large
part of the development in tourism in
South Asia can be attributed to improvements in the telecommunications infrastructure. The growth of mobile phone
services and the Internet have connected
previously inaccessible tourist facilities
and destinations with potential customers

worldwide. Online reviews, bookings of
hotel rooms and tours, make it easier than
ever before for tourists unfamiliar with the
region to visit it. The number of airlines
flying into and within the region have also
increased, making more destinations easily
accessible. Today, the industry plays a
significant role in the economies of several
South Asian states. 30 Table 4.6 shows
international tourist numbers and the
receipts earned from them for various
countries in the region in 2008.
The Royal Government of Bhutan has
identified international tourism as an
industry that can contribute significantly
towards its economic growth by helping
both poverty alleviation and SME
development efforts. Two kinds of tourism
have become popular in this last Himalayan
Buddhist Kingdom—trekking and cultural
tourism.
Bhutan has devised a one-of-a-kind
strategy to promote the sector through low
volume but high value tourism with an ‘allinclusive tariff system’. Tourists pay in
advance for an all-inclusive tour that
includes food, accommodation, transport
and activities. Usually they make bookings
with travel agents in their home countries
who then book a place for them on a
specific Bhutanese tour, which does not
cost less than US$200 per day. This makes
Bhutan expensive to visit (compared to
Nepal, for example, where daily trekking
costs are about US$6031) but the high cost
helps limit tourist numbers and their
impact on the physical and cultural
environment.
India is undoubtedly the biggest tourist
destination in the region. The country’s
many appeals include diverse historical
and cultural attractions, mountain ranges,
vast deserts, pristine forests, beautiful
beaches and varied wildlife and fauna. The
UN World Tourism Organization
(UNWTO) estimates that 10.3 million
tourists visited South Asia32 in 2008 and of
these over 5.3 million visited India. The
Indian Ministry of Tourism estimates that
over 30 per cent of India’s foreign tourists
came from two countries—the US (15.43
per cent) and the UK (14.66 per cent).

Table 4.6

Tourism in South Asia, 2008

India
Maldives
Nepal
Pakistan
Sri Lanka

Number of international
tourist arrivals
(000)

International tourism receipts
(US$ million)

5,367
683
500
823
438

11,832
636
336
245
342

Source: UNWTO 2009a.

Globally, India ranked 41st in terms of
international tourist arrivals and 23rd in
terms of tourism receipts. Table 4.7 shows
the growth in the number of tourists
visiting India between 2003 and 2007.
For the Maldives, tourism is arguably
the most important industry, with the
single largest contribution to GDP. Most
foreign visitors to the country come from
Europe. In 2007, out of a total of 675,889
visitors, 495,371 came from Europe alone.
The industry suffered tremendous damage
in the tsunami of 2004 (note the fall in its
share of GDP between 2004-05 in table
4.8) but recovered since, only to be hit by
the economic crisis. According to the
WTO, travel receipts from tourism in the
Maldives are expected to decline by more
than 20 per cent in 2009.33 To continue
growing, the industry must face several
challenges, the most important of which
include diversifying the source countries of
visitors and promoting sustainable tourism
that will not hurt fragile ecosystems (see
section on ecotourism).
In Nepal, tourism is a fairly important
industry, with the average visitor to Nepal
spending US$73 per day, and tourism’s
contribution to total foreign exchange
earnings standing at 6.7 per cent in the
fiscal year 2007-08.34 The country’s main
Table 4.7

Table 4.8

Tourism’s annual
share of GDP in
the Maldives
(%)

2002
2003
2004
2005
2006
2007
2008*
Note:

30.9
32.7
32.3
22.7
27.4
27.8
27.4
*: Revised on June 2008.

Source: GOM 2008.

Number of foreign tourist visits to India

2003
2004
2005
2006
2007

Number of foreign tourist
visits (millions)

Percentage change over
previous year

6.71
8.36
9.95
11.75
13.27

30.1
24.6
19.0
18.1
12.9

Source: GOI 2008.
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An expansion in the
tourism industry in
South Asia can help
absorb excess
unskilled labour
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attraction lies in its Buddhist heritage and
majestic mountains. Nepal has tried to tap
into niche markets such as ecotourism and
adventure tourism to reap the benefits of
its natural endowments.
One of the most important service
sectors in the economy, Sri Lanka’s tourism
industry has suffered tremendously in the
past few years from the Indian Ocean
tsunami, civil war, and now the global
financial crisis. Tourist arrivals dropped by
11.2 per cent and the employment
generated by tourism contracted by 14.3
per cent in 2008. Tourism’s contribution
to GDP also fell to 2.6 per cent and the
industry fell from the fourth to the sixth
largest contributor to GDP.35 However,
tourism remains an important sector for
the island nation with its varied attractions
of pristine beaches, tea plantations and
forests. The resolution of the civil conflict
has also helped improve the industry’s
long-term prospects.
Overall, tourism has led to some
significant contributions to human
development in the region. First, tourism
is a fairly labour-intensive industry. Unlike
other service industries that primarily
employ highly skilled labour (such as ICT),
tourism absorbs highly skilled, semi-skilled
and unskilled workers. People are needed
to construct resorts and infrastructure,
plan tours, provide services such as
cleaning, laundry, transport, eating and
sports facilities, cultural shows, local
handicrafts, and so on. Consequently, an
expansion in the tourism industry in South
Asia can help absorb excess unskilled
labour that is not absorbed into other
service industries and is finding it
increasingly hard to find employment in
agriculture. Second, the tourism industry
makes significant contributions to GDP,
exports and foreign exchange revenues.
The UNWTO estimates that tourism’s
contribution to global GDP stands at
around five per cent. Moreover, taxes on
tourism help improve government revenues
and support macroeconomic stability, 36
which in turn help efforts for poverty
eradication and investments in public
service provision.
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On the other hand, growth in the
industry also gives rise to certain concerns.
First, unrestrained mass tourism can prove
to be detrimental to the natural environment. It disturbs critical habitats, creates
additional waste products, and places more
stress on limited resources such as water
and power supplies. An unchecked number
of visitors to famous historical sites such as
the Mughal forts and mosques in India and
Pakistan, and Buddhist monasteries in
Bhutan and Nepal can also lead to the
permanent damage of irreplaceable heritage
sites.
Second, mass tourism can have a
number of detrimental effects on local
populations. An influx of visitors can lead
to an increase in the prices of goods and
services. For example, the growth of
medical tourism can push more doctors
into private practice, leading to an increase
in the cost of healthcare (see section on
medical tourism). Private resorts and
facilities in areas such as beaches and forests
that were previously accessible to local
communities can impact the livelihoods
and well-being of entire communities.
Moreover, mass tourism is also often
affiliated with an increase in women and
child prostitution.
Finally, tourists bring along their own
cultural and religious values, which often
conflict with local values. For example,
interaction between unmarried couples
and the consumption of alcohol is frowned
upon in many parts of South Asia. Visitors
do not always subscribe by these worldviews
and local populations often fear the effect
that exposure to tourists will have on their
youth. In the Maldives, a predominantly
Muslim country, the government has tried
to work around this problem by restricting
resorts to uninhabited islands, thus limiting
the interaction and impact of tourists on
local cultures.
Despite these concerns, tourism remains
an important industry for South Asia.
However, the industry is limited by certain
challenges. First, in most parts of the
world, intra-regional tourists constitute
the largest numbers of visitors to a country.
This is not the case in South Asia. Regional

mistrust and hostility are deep-rooted in
the area and create a considerable obstacle
to the growth of intra-regional tourism.
Second, poor infrastructure constitutes
another challenge to the industry. Many
potential tourist destinations remain
inaccessible because of poor roads, lack of
electricity, and inadequate public transport.
Also, despite improvements in telephone
and Internet penetration, industry service
providers such as hoteliers and guesthouse
owners frequently do not offer online
services, making it hard for foreigners to
find out about them and avail their
facilities.
Third, the tourism industry in some
South Asian states such as Pakistan and Sri
Lanka has suffered tremendously from
conflicts within the country. The conflicts
have led to the further deterioration of
infrastructure and made popular tourist
destinations, such as the Swat Valley in
NWFP, Pakistan, inaccessible and unsafe
to visit. Many governments have also
advised their citizens to avoid travelling to
these countries. The Minster of Tourism of
the North West Frontier Province in
Pakistan has stated that the province’s
tourism industry has suffered losses worth
US$400 million37 since the beginning of
the war on terror.
As a consequence of these challenges,
the economic crisis of the past year and the
swine flu pandemic, the region’s tourism
industry was amongst the worst hit
globally, with international tourist arrivals
declining by eight per cent between
Table 4.9

Medical tourism
Travel and retreats to spas, spiritual centres
and seaside resorts to improve well-being
have taken place for centuries. However,
the more recent phenomenon of medical
tourism involves certain new developments.
For one, much larger numbers of people
now travel long distances for complex
invasive, non-invasive, and elective
surgeries to take advantage of shorter
waiting periods and lower prices. People
either travel exclusively for their treatments
and procedures or combine holidays with
procedures such as cosmetic surgery, dental
work, fertility treatments, open heart
surgery, and so on. Second and more
interestingly, the direction of travel has
switched—patients now move from the
developed to the developing world for
treatment.39 The industry is estimated to
be growing by 20 per cent a year.40

International tourist arrivals by region

Total
Africa
Americas
East Asia the Pacific
Europe
Middle East
South Asia*
Note:

January-July 2009, as compared to the
same period in 2008.38 Also, while South
Asia’s long-term projected rate of growth
in international tourist arrivals remains
strong, its share of total international
tourist arrivals remains the smallest
globally, falling behind Africa, East Asia
and the Middle East (table 4.9).
Recently, however, some South Asian
countries have tried to reap the benefits of
international tourism by expanding into
sub-sectors within the industry. Two
particularly important examples are
medical tourism and ecotourism.

Base year
(1995)

Forecast
(2020)

565
20
109
81
338
12
4

1,561
77
282
397
717
69
19

(million)
Average annual
growth rate
(1995-2020)
4.1
5.5
3.9
6.5
3.0
7.1
6.2

Share (%)
(1995)

Share (%)
(2020)

100
3.6
19.3
14.4
59.8
2.2
0.7

100
5.0
18.1
25.4
45.9
4.4
1.2

*: The UNWTO’s calculations for South Asia include Afghanistan, Bangladesh, Bhutan, Iran, Maldives, Nepal, Pakistan and Sri Lanka.

Source: UNWTO 2009a.
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with insurance often can not afford
treatment because of high deductibles, copays and the exclusion of pre-existing
conditions from coverage.42 Figure 4.1
shows the wide disparity in the average
costs of some medical procedures between
the US and Wockhardt Hospitals43 in
India.
Finally, those traveling from developed
countries with national health insurance
schemes such as Canada and the UK
usually do so to avoid long waiting lists.
This is particularly true for those who want
non-emergency elective procedures.
Interestingly, medical tourism businesses
have realized that it is inefficient and
expensive to attract individual patients,
and now increasingly target corporate
clients. Companies can opt for cheaper
healthcare packages that provide elective
surgeries and non-emergency healthcare
abroad. A hospital in Calcutta recently
signed an agreement with Bupa,44 a British
company providing health insurance. Such
cross-border corporate collaborations are
likely to increase in the future.
The development of the medical tourism
industry has led to benefits and risks that
have an impact on human development in
the host country providing care and on the
patients traveling to receive this care.

In South Asia, India has turned into a
regional and global hub for outsourced
healthcare services, providing everything
from cosmetic and dental surgery to
alternative Ayurvedic therapies. According
to one estimate, India will earn almost
US$2 billion from medical tourism by
2012.41 Previously, most people who came
to India for treatment were non-resident
Indians and foreigners of Indian origin.
Today however, Indian institutions such as
the Apollo Hospitals attract patients from
all over the world.
A number of factors have encouraged
growth in the medical tourism industry.
These include the easy availability of
information on the Internet, cheaper
flights, staff with credentials from
developed countries and familiarity of
foreign patients with developing country
staff (such as Indian doctors and Filipino
nurses). An entire medical brokerage
industry has also evolved that provides
information on hospitals and doctors and
facilitates pre-op and post-op travel,
accommodation and sightseeing
arrangements.
For most medical tourists, however, it is
the huge cost differentials in treatment
that are key to their willingness to travel to
foreign lands. The US alone has over 46
million uninsured people and even those

US$

Figure 4.1 Cost comparison of different surgeries
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The first undeniable benefit of medical
tourism is the improvement in the balance
of trade and the generation of foreign
exchange and revenue in developing
countries. For example, the Singapore
Tourism Board estimates that while the
average tourist spends only US$144 per
day, medical tourists spend US$362 per
day on average.45 Other estimates suggest
that medical tourists spent US$1.6 billion
in Thailand in 2003.46 Patients and their
accompanying friends or family not only
spend on their treatment, but also on
hotels, transport, food, etc., leading to
considerable spillover effects and job
creation, spurring on economic growth.
Second, medical tourism helps to reverse
brain drain and leads to technological and
skills upgradation. Hospitals that attract
international patients can usually afford to
offer their staff higher wages and attractive
fringe benefits. They are also often
internationally accredited and have
partnerships with renowned institutions,
such as Wockhardt’s association with
Harvard Medical International (HMI),
giving them access to cutting edge
technologies and training facilities for
skills upgradation. This gives healthcare
professionals hope for bright prospects
within the country and helps stem the
problem of brain drain. It also gives citizens
greater access to improved services at home
and the need to travel abroad for quality
healthcare, something only the very rich
can afford, declines.
However, there are also some very real
concerns with respect to the industry. First,
the development of medical tourism raises
serious equity concerns. With international
patients willing and able to pay more than
most locals, the cost of quality healthcare
services is likely to increase. This may leave
the poor worse off than before as the best
healthcare professionals are likely to have
moved out of the public sector and the
private sector is likely to be even more
expensive than it was before it started to
cater to international patients. There is not
much evidence to indicate that the benefits
of growth in the industry trickle down to
the poorest segments of society.

Foreign patients also usually travel for
complicated procedures that are fairly
expensive and/or have long waiting lines in
their home countries. They are unlikely to
travel for routine preventive treatment. As
such, promoting medical tourism usually
leads to investments in advanced technologies and an emphasis on treatment over
preventive healthcare. A case in point is the
Wockhardt Hospital and Health Institute
in Bangalore, India, which has developed
an expertise in beating-heart coronary
artery bypass grafts in patients who are
awake and carried out over 500 such
surgeries.47
Furthermore, governments often aid
these costly investments. The Indian
success story, for example, has been fuelled
by public subsidies and support such as
industry tax breaks, negotiations with
insurance companies to cover foreign
patients and the facilitation of international
accreditations and partnerships.48 These
resources could be better utilized by direct
investment in the public health sector,
which would benefit the poor.
Second, the lack of reliable data on the
risks of treatment can hurt patients as
hospitals and medical brokerages have
strong incentives to misrepresent the
downside risks of various procedures. Few
organizations provide information on
surgeries and treatments that went wrong.
Medical brokerages usually do not take
responsibility for the outcome of procedures
and leave the final choice of hospital and
surgeon to the customer. Moreover, the
low cost of treatment could reflect poor
quality with hospitals hiring inexperienced
healthcare providers, buying old equipment
and providing inferior medications. 49
Medical tourists need to be very careful in
their selection of facilities. They need to
minimize risks by opting for institutes
accredited by or in partnership with
international bodies and trying to speak
with patients previously treated by their
chosen service providers.
Third, procedures to seek legal redress
for medical malpractice are often unclear
in South Asian countries. One feature that
keeps medical procedures inexpensive in

The development of
medical tourism
raises serious equity
concerns
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The aim is to generate
opportunities for the
local community,
preserve the
environment and
conserve resources,
making tourism
sustainable in the
long-run

developing countries is that malpractice
lawsuits are quite rare and thus malpractice
insurance premiums for doctors remain
low. However, this also means that it may
be difficult for patients to seek legal redress
after botched up procedures and incorrect
diagnoses.50 Settlements denominated in
South Asian currencies such as the Indian
Rupee are likely to be quite small and
weaving through foreign court systems is a
daunting task in its own right. Language
barriers, questions of jurisdiction and
cultural and linguistic barriers can make
the entire process of seeking redress next
to impossible.
Ecotourism
Ecotourism has generated much interest in
the last two decades. Ecotourism is based
on the principles of protecting natural
habitats, educating people on biodiversity
and various local cultures, generating
tourism revenue on a sustainable basis,
enhancing the tourism experience for
visitors and involving local communities
in planning and monitoring industry
activities, as well as utilizing industry
rewards for their welfare. It also differs
from regular tourism in that it tends to be
smaller in scale, with only a limited number
of people able to participate in each ecotour or activity.51 The ultimate aim is to
generate opportunities for the local
community, preserve the environment and
conserve resources for the future benefit of
both visitors and host communities,
making tourism sustainable in the longrun. Some regions in South Asia that have
promoted ecotourism quite strongly are
the Maldivian islands, Nepal and the
mountainous territories of Northern
Pakistan.
The Maldives
The tourism industry has the single largest
contribution to the GDP of the Maldives.
However, climate change and its associated
impacts, such as rising sea levels, beach
erosion and increasingly extreme weather
patterns, threaten the islands’ fragile

82

Human Development in South Asia 2009

ecosystems. Consequently, there have been
calls for more responsible practices by the
tourism industry and a demand for
sustainable ecotourism.
Government regulations dictate that
only one resort may be built on an island
and these are developed on uninhabited
islands to prevent disrupting the lives and
cultures of local communities. Laws limit
tree cutting, building areas, preserve
beachfronts and address waste management
through compulsory installations of compactors, bottle crushers and incinerators.52
Most resorts also have their own power
and sewage arrangements, while
desalination plants help provide many
with clean water. There is also an annual
presidential award to reward the resort
with the most ‘green’ practices.
Nepal
Nepal is home to eight of the ten highest
mountains in the world, as well as several
Cultural and Natural World Heritage Sites.
In a concentrated effort to stem deforestation, conserve the natural habitat and
preserve wildlife, the government has
granted ‘protected area’ status to more than
18 per cent of the total area of the country.
These areas now function primarily as
national parks and wildlife reserves and
attract thousands of people annually.
Ecotourism is a thriving business in
Nepal. The Annapurna Conservation Area
Project (ACAP) was the first communitybased conservation area in Nepal and at
the forefront of efforts to promote
ecotourism. The project explicitly
accounted for the fact that conservation
efforts would only succeed if they involved
the participation of the local people and
took into consideration their need to
generate sustainable livelihoods. ACAP’s
many activities included resource
conservation, tourism management,
community development and conservation
education and management. Within a
decade, ACAP had several accomplishments,
including building a visitors’ education
centre, generating over US$1 million
annually for conservation efforts and

training more than seven hundred locals to
work in ecotourist lodges.53
ACAP was so successful that several of
its initiatives were replicated elsewhere in
the country, including the Royal Chitwan
National Park and the Mount Everest
National Park. As a result of such efforts,
Nepal has become a premier ecotourism
destination today, serving as a model for
other developing countries trying to
promote the industry.
Pakistan
Northern Pakistan is very popular with
trekkers and mountaineers, renowned for
being home to stunning scenery, towering
mountains, spectacular glaciers and several
endangered species such as the snow
leopard. However, it was noticed that
tourism had negative impacts like waste
products left behind by tourists. Since the
1990s, the government of Pakistan,
together with international organizations
such as the International Union for
Conservation of Nature (IUCN) and the
Aga Khan Development Network, has
tried to promote ecotourism to both
protect the environment and benefit local
communities.
A good example of ecotourism in the
region is the work done by the Chitral
Association for Mountain Area Tourism
(CAMAT), a non-governmental organization (NGO) that has been supported by
the United Nations Educational, Scientific
and Cultural Organization (UNESCO)
and the Aga Khan Rural Support
Programme, and been operating for over a
decade now. CAMAT engages in various
activities such as the capacity building of
local guesthouse operators, porters, drivers,
and tour guides, so that the indigenous
population can reap the benefits of tourism
in the region. It holds cultural festivals,
musical performances and sports activities,
which help to attract more tourists to the
region and revive traditional arts that are
in threat of being forgotten. It also engages
school children, and members of civil
society in waste disposal campaigns, and
undertakes advocacy activities to encourage

the government to design laws to protect
the environment and help develop tourism
in the region further.
Ecotourism has made many contributions to human development. It has
empowered poor communities by generating revenues and employment. Ecotours
usually take place in natural habitats and
environments outside mainstream urban
centres and the people living in these areas
are usually quite poor. By creating
employment and generating new streams
of revenue, ecotourism generates livelihoods
and offers the means to empower rural
communities dependent on natural
resources and tourism for their survival.
Ecotourism is also seen as a panacea to
the problems of pollution, waste generation
and environmental degradation that are
the results of traditional tourism. The
latter is ‘growth-centred’54 and encourages
large numbers of visitors with profitseeking as the primary motive. In contrast,
ecotourism is designed to protect
communities and environments. When
monitored and planned well, ecotourism
takes into account the environment’s
capacity to absorb the effects of tourismrelated activities and thus allows for more
sustainable development in the long-run.
On the other hand, ecotourism could
damage the environment and hurt local
populations if left unmonitored.
Ecotourism service providers, local
populations and tourists are usually
concerned first and foremost with their
own interests and, only secondarily, with
issues of sustainable development. If left
unchecked, ecotourism could turn into
‘eco-opportunism’. 55 Operators with
licenses for ecotourism activities could
abuse their rights by not following
recommended guidelines on waste
management, zoning, number of people
allowed, and so on. This could threaten
local vegetation, flora and fauna, air and
water pollution levels, animal wildlife, as
well as resident populations and their
cultures. Efficient monitoring is needed to
ensure that short-term profits do not override long-term concerns for sustainability.
This may be particularly hard to do in the

Ecotourism is seen as
a panacea to the
problems of pollution,
waste generation and
environmental
degradation that are
the results of
traditional tourism
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Poor infrastructure is
one of the most serious
impediments to the
development of
tourism in the region

context of South Asia where law
enforcement agencies are often weak.
Furthermore, even when monitored
effectively, the potential benefits of
ecotourism are limited because the larger
the number of tourists visiting an area, the
greater the damage and disturbance to the
locality. Thus, the number of tourists
allowed at any given point in time will
have to be restricted. This imposes an
upper limit on the profit, foreign exchange,
and employment generated by the industry
and thus limits its contribution to
improvements in human development.
Policies to promote tourism in South
Asia
The biggest attraction of international
tourism is perhaps the fact that it has the
potential to generate much-needed
foreign exchange, while absorbing
unskilled and semi-skilled labour that has
few employment opportunities in highly
technical service industries such as finance
and ICT. As such, policymakers must try
to develop the industry. The following
measures can help South Asia attract
more international visitors and mitigate
some negative aspects of the industry so
that it has a more beneficial impact on
human development.
Invest in infrastructure and communications
facilities
Poor infrastructure is one of the most
serious impediments to the development
of tourism in the region. Coordinated
actions are needed on local, national and
international levels to extend road
networks, expand railway lines, improve
telecommunication services, invest in
aviation, open up new air routes to more
airlines, and invest in the upgrading of old
and building of new lodging facilities. The
private sector should be encouraged to
play a part by developing concessions in
the vicinity of popular destinations and
making innovative tourism packages

84

Human Development in South Asia 2009

available to cater to special activities and
interests.56 Finally, investments are needed
in ICT. Resorts in out-of-the-way locales
need reliable telephone lines and Internet
facilities. Efforts are also needed to put
more information online on services such
as accommodation and transport facilities,
popular tourist sites, accessibility during
the year, and available tours.
Facilitate intra-regional tourism
At present, only a small proportion of
tourists to South Asian countries originate
from other South Asian countries. For
example, the UNWTO estimates that in
2005 only 158,549 out of a total of
798,260 non-resident tourists visiting
Pakistan were of South Asian origin. The
corresponding figures for the Maldives, a
country highly dependent on tourism, are
19,377 out of 395,320 visitors.57
There are some smart policies and
measures that can help facilitate intraregional travel. First, the governments can
promote the development of low-cost
carriers and open up popular domestic and
international routes within South Asia to
them. Next, visa application procedures
should be simplified by making it possible
to submit all relevant forms online.
Moreover, the countries can debate over
making visas available on arrival at airports
and border crossings to South Asian
nationals. The Nepalese government took
this initiative in August 2003 when it
started to allow South Asian Association
for Regional Cooperation (SAARC) and
Chinese nationals to enter Nepal without
a visa. The same policy can be adopted in
other South Asian countries.58 The Indian
government has also proposed initiating a
South Asian train service between Pakistan,
India and Bangladesh. It will initially be
used for carrying cargo but later on will
also be used for transporting passengers.59
Initiatives such as this one can help
facilitate the easy movement of intraregional tourists.

Promote activity and interest-based tourism
and tour packages for targeted groups of
people
South Asia’s diverse cultural offerings and
many historical sites make it a premier
destination for special interest tourism60
centred around folk festivals, famous
historical sites, and art, film and musical
festivals. With its varied landscapes of
deserts, mountain ranges, plains and
oceans, the region also has tremendous
potential as a centre of activity-based
tourism. For example, South Asia already
attracts thousands of people interested in
mountaineering, base jumping and hiking.
However, access to mountainous regions
and the facilities available there remain
poor. Investment in roads leading to the
sites, guest houses with modern amenities
and communications networks, facilities
to provide hiking and skiing equipment,
etc., could lead to a significant increase in
the number of tourists.
Furthermore, special packages can be
arranged to target particular groups such
as senior citizens and families with young
children. City or town passes can be
developed that bundle activities of appeal
to different groups. For instance, senior
citizens tend to prefer non-strenuous
activities such as cultural events and
visiting museums, so one pass could
include entrance tickets to a group of
museums and historical sites at a discounted
rate. Families need packages that include
child-friendly destinations such as
amusement parks, puppet shows and zoos,
and so another pass could bundle together
entrance tickets to a group of such sites at
a rate cheaper than buying the tickets
individually.
Create interesting advertising campaigns
Much of what the region has to offer is
unknown to many in the outside world.
Well-designed advertising and marketing
campaigns and trade fairs can be utilized
to promote the region’s tourism potential.
Such campaigns are particularly useful for
diversifying the tourist base and attracting

tourists from neighbouring countries and
new source destinations. For example,
while most tourists to the Maldives come
from Western Europe, the country’s Islamic
nature makes it an ideal destination for
Muslim families looking for vacations in
places where they have easy access to nonalcoholic beverages, halal food (food
prepared according to Islamic food rules),
and mosques.61 Advertising campaigns in
Muslim dominated parts of the world such
as the Middle East and North Africa could
be particularly lucrative. It also makes the
industry less susceptible to shocks (such as
natural catastrophes or economic crises)
that limit the spending power of potential
tourists from any one destination.
Invest in security to combat threats of
terrorism

South Asia’s diverse
cultural oﬀerings and
many historical sites
make it a premier
destination for special
interest tourism

As mentioned above, the South Asian
tourism industry has suffered drastic losses
from acts of terrorism and armed conflicts
in the region. To reassure tourists of the
safety of their person and belongings,
investments are needed in tighter security
at airports, train and bus stations and
popular tourist destinations. Metal
detectors at tourist sites, special forces
deployed to police these areas, secure
government transport facilities from
airports, train and bus stations to hotels
and tourist sites, can all help tourists feel
more secure. Moreover, websites with
updated news on recent attacks, high risk
areas and efforts to secure various localities
are needed so people know which areas are
best avoided and which ones can be visited.
Without such information, the entire
country comes across as being too volatile
to visit when the reality is that conflicts are
restricted to limited areas, while others are
quite safe.
Organize crises management and postdisaster reconstruction strategies
South Asia has seen catastrophic natural
disasters hurt several of its most popular
tourist regions. The tsunami in 2004
devastated much of Sri Lanka and the
Trade in Services in South Asia and Human Development
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Maldives, crippling their tourism industries. The negative publicity and destroyed
infrastructure led to steep declines in
visitor numbers. It is imperative for the
government to develop crises management
strategies that can be made operational in
the aftermath of disasters to help revive the
industry quickly. For example, local
communities can be provided with basic
post-disaster management skills on
rebuilding disaster proof structures,
organizing clean up campaigns and
revitalizing roads and sanitation facilities.
Communicating the progress in
reconstruction activities to tour operators,
travel agencies and potential tourists
through webcasts, radio broadcasts,
information on television and the print
media, is essential to mitigate exacerbated
images of post-disaster destruction.62

tourism’ activities. There should be limits
on the number of tourists, zoning and
building restrictions sensitive to the
particular environment, environmental
education and awareness campaigns and
local community involvement in
development plans, operations and
management.63 Eco-tour service providers
can also be mandated to contribute a
certain percentage of profits towards the
upkeep of protected areas, reserves, etc.
Finally, the government can provide
incentives to ecotourism service providers
to maintain high standards of service by
initiatives such as rewards for the most
environmentally friendly services in the
tourism industry annually. The granting of
an award brings free publicity to service
providers and creates competition amongst
them to improve further.

Undertake efforts to make tourism more propoor

Steer medical tourism so that it benefits both
visitors and poor local populations

Tourism can be made more pro-poor in a
number of ways. Governments can invest
in providing courses on tourism to local
populations in popular tourist destinations
so that service providers can employ more
workers from amongst local populations.
Accommodation facilities can be
encouraged to develop ties with local
small-scale entrepreneurs to provide
services such as laundry, food,
entertainment, handicraft stalls and
cultural shows. Laws can be passed that
make it compulsory to invest a certain
percentage of the profits of tour operators,
recreational facilities, local transport
providers, etc., in community development
projects.

Accreditation, especially through international institutes, will be key in promoting
the health/medical tourism market.
Foreign patients are often sceptical of
facilities in developing countries. However,
they are more inclined to demand their
services if they are approved by bodies such
as the US Joint Commission (an institute
that accredits healthcare organizations in
the US) or partnered with renowned names
such as HMI. The government can help
hospitals forge these alliances by providing
information on the requisite procedures
and funds to upgrade facilities.
The services then need to be monitored
to ensure compliance with the agreed upon
criteria. Such accreditation requirements
assure visitors that the service providers are
reliable. Violators should be punished by
both revoking the accreditation and hefty
fines for misleading the public by faulty
labeling of their services. Moreover, legal
procedures need to be simplified to provide
compensation to victims of medical
malpractice.
Finally, a percentage of the profits from
these facilities should be invested in
upgrading public healthcare units.

Develop accreditation requirements,
monitor ecotourism facilities and reward
environmentally friendly practices
The government must make it mandatory
for tour operators, owners of ecologically
sensitive areas and hotels to acquire
accreditation showing they meet certain
criteria that allows them to claim that they
are running ‘ecotourism’ or ‘sustainable
86
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Agreements can be drawn up to treat a
minimum number of poor patients in
these facilities, or to have their medical
staff devote a few hours a week to public
clinics and hospitals. This will ensure that
a part of the benefits of medical tourism
are shared with disadvantaged members of
society.
Migration
Mode 4 of the GATS deals with the
migration or specifically the movement of
natural persons. It is a form of service
provision that requires sellers to move
across borders. From a human development
perspective, migration can be thought of
as an indicator of development in itself as
it enlarges the choices available to
individuals. Migration was initially
considered to be the outcome of poverty
and underdevelopment in source countries.
It is now considered to be an important
strategy for poverty alleviation both at
micro and macro levels.
Migration is a household strategy that
benefits not only the movers but also the
extended family that remains in the home
country. Movers benefit directly through
greater access to work, education and
health services. Residents back home enjoy
higher levels of income and consumption,
better education and healthcare, and an
improvement in broader cultural and social
processes.64 For developing countries with
an abundant supply of labour, this mode
of service supply has the potential to lead
to significant benefits.
Migration from South Asian countries: A
snapshot overview
Migration has been a significant phenomenon across South Asia. In 2005, 22
million65 people emigrated from South
Asia with India, Bangladesh and Pakistan
amongst the top ten emigrating countries.
Within South Asia, India has the highest
rate of emigration, comprising of 50 per
cent of total emigration from the region
(although this constitutes only 0.9 per
cent 66 of the Indian population)

Table 4.10 Stocks of emigration and immigration, 2005

Bangladesh
Bhutan
Maldives
India
Nepal
Pakistan
Sri Lanka

(million)

Stock of
emigration

Stock of
immigration

Females as percentage
of immigrants

4.88
0.33
0.02
9.98
0.75
3.41
0.94

1.03
0.09
0.03
5.70
0.81
3.25
0.37

13.9
44.8
44.8
47.4
69.1
27.3
53.4

Source: World Bank 2008b.

(table 4.10). Sri Lanka has the highest
emigration in terms of percentage of
domestic population, with 4.5 per cent67
of its population migrating abroad. In
Nepal, emigration amounted to 2.8 per
cent of its population in 2005.
Amongst South Asian countries, the
temporary movement of professionals, as
well as semi-skilled and unskilled workers,
reflects tremendous opportunities for
growth and development.68 South Asian
workers have been travelling to Europe,
North America and the Middle East in
search of better economic opportunities
for many decades. The 1970s oil boom in
the Middle East attracted labour from
India, Pakistan, Sri Lanka and Bangladesh
to fill the demand created by the construction and infrastructure industry.69 This
period can be considered to be the
beginning of modern migration history in
South Asia. A major determinant of South
Asian migration to these countries is the
difference in wages of source and
destination countries. The South Asian
population, which makes up one-fifth of
the world’s population, 70 can reap
significant benefits from migration,
particularly if source and destination
countries have appropriate policies to ease
the migration of unskilled and semi-skilled
labour.
Not only do South Asian countries serve
as source countries but many of them are
also destination countries. Migration
within South Asia averages 38 per cent
(figure 4.2) whereas emigration to other
developing regions is only 12 per cent.
One of the reasons for this high rate of
Trade in Services in South Asia and Human Development
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Figure 4.2 Emigration by destination, 2007
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Source: Ratha and Shaw 2007.

intra-regional migration is the easy bilateral
visa policy among some South Asian
countries. A case in point is the arrangement
between Nepal and India. Nepalese workers
do not require a visa to enter and work in
India.
The benefits from migration can be
summed up in one word: remittances. All
other benefits to the country and to human
development flow from this. South Asian
countries have experienced a rapid increase
in remittances throughout this decade
(table 4.11). Their immense economic and
social potential for South Asia is evident
from the projected inflow of US$66 billion
during 2008.71 India, Bangladesh, Pakistan
and Sri Lanka were amongst the top 20
developing countries in terms of remittance
receipts in 2007.72 The impact of such a
large inflow of cash is evident both at the
household and national levels.
Private remittances increase the incomes
of households, enabling them to generate
expenditures to address their basic human
development needs. Families with migrants
working abroad tend to spend more on
their children’s schooling. This trend is
predominant in poor families, who without
Table 4.11 Workers’ remittances, compensation of employees, and
migrant transfers, credit, 2008
(US$ billion)

Bangladesh
India
Nepal
Pakistan
Sri Lanka

2004

2005

2006

2007

2008

% of GDP
(2007)

3.58
18.75
0.82
3.95
1.59

4.31
21.29
1.21
4.28
1.99

5.43
25.43
1.45
5.12
2.19

6.56
35.26
1.73
5.99
2.53

8.98
45
2.25
7.03
2.72

9.59
3.00
16.77
4.19
7.82

Sources: World Bank 2009h and MHHDC staﬀ computations.
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the additional income through remittances
would not have been able to bear the
burden of educational expenses. For
example, in Pakistan, enrolment rates have
surged and dropout rates have declined by
more than 40 per cent amongst rural
households that have access to financial
remittances.73 The improved education of
migrant families opens new doors for
further migration in the household. Health
outcomes are better in migrant than nonmigrant families because of improvements
in nutrition, living conditions and access
to better healthcare services. Remittances
thus have a significant impact on human
development. The investment in education,
health and nutrition has a positive impact
not only on households but also on the
long-term economic growth and
development of a country.
Apart from contributing directly towards
improving the livelihoods of households,
remittances play a vital role in the overall
economic growth of South Asian countries.
In 2007, remittances were 3.6 per cent of
the total GDP of South Asia, second only
to the Middle East and North Africa, where
the share of remittances was 3.7 per cent of
the GDP74 (figure 4.3).
Remittances have undisputable growth
effects for recipient countries. The socioeconomic development of recipient
countries depends upon the productive use
of these remittances. The use of remittances
as financial savings and later for productive
and entrepreneurial investment has a direct
impact on employment and growth.
Economic research reveals that, even when
not invested, such spending generates
economic activity in the local economy
that enhances aggregate demand for goods
and services. This then stimulates output
and employment.75 Box 4.5 provides a case
study on migration and its human
development impacts in the Indian state of
Kerala.
The impact of remittances on growth
has been evident and pronounced in South
Asia. High remittances have been associated
with years of rapid growth, whereas in
years when remittances have declined,
growth has also tapered off. This correlation

Figure 4.3 Remittances as share of total GDP, 2007
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is evident in the case of Sri Lanka and
Pakistan. Remittance receipts for Sri Lanka
constituted 8.7 per cent of the GDP in
2006 and declined to 7.8 per cent in 2007

due to political instability.76 Sri Lanka has
witnessed a declining GDP since then. The
same is true for Pakistan, where economic
data reveals that whenever Pakistan is faced

Box 4.5 Migration and human development: A case study of Kerala
Human development indicators in Kerala,
India, are far better than those in other parts
of the country. It is now widely accepted by
researchers and academicians that the
migration of workers and the inflow of
remittances are the major forces behind the
development of Kerala. The success of Kerala
in improving human development is attributed
to the large-scale emigration of its population
to other countries. Gulf countries remained
the favourite destinations for Kerala’s labour
force since 1998. Ninety-five per cent of
Kerala’s labour force migrated to one of the
Gulf countries in 1998, whereas the percentage
declined to 89 per cent in 2007.
Impact on economy: Some macroeconomic
facts about Kerala in 2003 are summarized
below:
• Remittances exceeded state revenue by
1.74 times.
• Remittances were seven times higher
than central government transfers to
the state.
• Remittances were 1.8 times higher than
the state’s annual expenditure.
• Remittances were enough to pay 60 per
cent of Kerala’s state debt.

• Remittances were 15 per cent higher
than export revenues from cashews
and 18 per cent higher than marine
products.
Impact on households: Households use
remittances for various purposes. Almost 24
per cent of remittances are spent on education
but debt and dowry payments, land purchase
and house construction, also remain priorities
for remittance receivers.
Human development: Kerala shows impressive
human development indicators:
• The state’s literacy rate is 90.86%
(2001), the highest among all Indian
states.
• Life expectancy at birth in Kerala is
71.1 years for males and 75 years for
females (2001-06).
• The infant mortality rate in Kerala is
10 per 1000 births, whereas it is 61 in
Bihar.
Lessons can be learnt from Kerala’s human
development success by managing migration
and using remittances in a productive way.

Source: Zachariah and Rajan 2007.
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with political instability, remittances have
declined.
While remittances are not the only
factor to slow down growth, it is undeniable
that the slowdown of remittances does
hamper economic growth. Remittances
provide a source of foreign reserves that
help pay for imports and contribute to
exchange rate and macroeconomic stability.
Remittances also help reduce dependence
on FDI, loans and official development
assistance. In the year 2007, the financial
inflow into South Asia through remittances
was greater than both FDI and overseas
development assistance, whose shares in
the region’s GDP stood at 2 and 0.7 per
cent respectively.77
Remittances also have a significant
poverty reducing impact in South Asia.
Remittances increase incomes of the
families of migrants, thereby reducing the
poverty headcount. Poverty, as measured
by the population living under US$1 a
day, would decline by 1.6 per cent if
migration from source countries increases
by 10 per cent.78 In Bangladesh, poverty
declined by six per cent due to remittance
receipts.79 In Sri Lanka, 2.5 million people
are either directly or indirectly dependent
upon remittances.80
Besides these direct impacts, there are
various intangible impacts of migration on
human development. For example, the
transfer of skills and knowledge contributes
to the socio-economic development of
source countries. It has been observed that
low-skilled and unskilled workers who
return to their countries perform better
than their counterparts at home. In the
wake of economic crises in the West and
the development of the outsourcing
industry in South Asia, people have
reversed the migration trend and have
returned to their home countries to initiate
entrepreneurial activities. This generates
positive externalities for the domestic
economy.
Migration can also eventually lead to
brain gain. The Human Development in
South Asia 2008 Report has briefly
discussed the merits of brain gain in South
Asia. The software and IT revolution in
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India attracted many non-resident Indians
to play their roles in the fast growing
Indian industry. The establishment of
multinational companies in cities like
Bangalore and Hyderabad attracted many
foreign brains. The Higher Education
Commission (HEC) in Pakistan offered
competitive salaries to researchers and
professors of both domestic and foreign
origin to encourage them to come back to
Pakistan. The transfer of knowledge, skills
and experience of these ‘brains’ ultimately
benefits the new generation.
Indians form the world’s largest diaspora,
with 40 million Indians living in most of
the industrialized countries of the world.81
Pakistan has a diaspora of two to three
million in developed countries.82 The
policies in a country of origin can attract
the wealth, knowledge and skills of these
people. Establishing links with the diaspora
in developed countries can benefit
researchers, teachers and scientists in the
country of origin. For example, the Indian
community in the US helped the domestic
Indian software industry establish trade
links with American firms.83 Diasporas
also play a role in resolving political
conflicts in their origin countries. The
Tamil diaspora, for instance, actively
participated in resolving the militancy in
Sri Lanka by raising voices at several
international platforms.
Furthermore, migration, unlike many
other sectors, is not confined to the male
labour force alone. Female migration
constitutes a reasonable number in overall
migration figures, comprising 47.5 per
cent of all international migration.84 The
feminization of migration in South Asia is
an emerging trend. Migrating women get
better access to health, nutrition and other
basic amenities. Women’s migration has
also resulted in socio-economic and
cultural changes within South Asia. In Sri
Lanka, one migrant woman supports the
financial burden of five family members
back home.85 Such financial contributions
empower women to undertake economic
decisions at a household level, enhance
their confidence and give them greater
control over assets.86

It is also not only the migration of
women that increases their empowerment
and access to resources. Even the migration
of men, especially those from rural
backgrounds, empowers women. This is
because many families of migrants become
female-headed households where the
women enjoy greater authority in
household decision-making processes.
However, migration across international
boundaries is fraught with dangers and
challenges. First, migration is generally
constrained by the high financial costs
associated with it. The financial costs of
migration sometimes exceed the immediate
earning potential, absorbing 25 to 100 per
cent of the first year’s earnings. 87 In
Bangladesh, for example, the fees charged
by intermediaries for migration to Saudi
Arabia amount to five times the annual
per capita earnings of the average
Bangladeshi.88
Second, irregular migration and human
trafficking is another serious and often
unreported problem that has grown rapidly
in the last two decades in South Asia.89
Restrictive migration policies, stringent
documentation and bureaucratic procedures, malpractice of recruitment firms
and high financial costs encourage many
people to opt for illegal means of migration.
Apart from Pakistan and India, which are
both source and transit countries,
Bangladesh and Nepal are also big suppliers
of irregular migrants. Popular destinations
for these migrants are the Gulf states,
Europe and the US.
Illegal migration is usually associated
with commercial sex, domestic servitude
and bonded labour. Women and children
are the most vulnerable groups amongst
those sent through illegal channels. In
Bangladesh and Sri Lanka, women are
mainly sent for oversees employment as
domestic workers and they often suffer
sexual harassment and physical abuse at
the hands of their employers overseas.
Illegal migrants are also often subjected to
long hours of work and paid low wages as
they do not possess the necessary
documentation, and thus lack access to
formal labour markets and legal redress.

Trafficking thus leads to the violation of
human rights and restrictions on human
freedom.90
Third, the temporary movement of
natural persons (Mode 4 of the GATS) still
remains the smallest mode of service
delivery in terms of both trade flows and
the volume of concessions.91 Economic
analyses estimate that if developed
countries increase work permits by 3 per
cent, it will generate employment for 8
million skilled and 8.4 million unskilled
labourers from developing countries.
However, there has not been any major
liberalization in the international rules
pertaining to the movement of people as
negotiations under the GATS have failed
to lead to meaningful commitments in this
sector.92
The GATS provides countries with the
liberty to decide which service sector they
want to liberalize. This provision has
largely been used by developed countries
to continue to restrict the free movement
of labour. Strict visa conditionalities,
residency and licensing requirements, lack
of recognition of source country
qualifications and minimum financial
requirements are some of the market access
barriers implemented to restrict labour
migration. Similarly, high visa fees, airport
taxes and licensing fees for foreign
qualifications are price-based restrictions
that hamper the free movement of labour.
While industrialized countries have pressed
for liberalization of other services,
specifically those covered under Mode 3,
similar commitments have not been made
concerning Mode 4. Furthermore, the few
commitments that have been made under
Mode 4 largely apply to a narrow group of
people who provide highly skilled
contractual services, usually encompassing
intra-firm movement. Unskilled and semiskilled workers are discriminated against
under the GATS, as significant restrictions
remain on their movement.
Fourth, while the 1970s saw significant
migration of unskilled and semi-skilled
workers mostly doing blue-collar jobs in
the Middle East, in the 1990s, there was a
surge in the demand for skilled profes-

The temporary
movement of natural
persons (Mode 4 of
the GATS) still
remains the smallest
mode of service
delivery
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sionals, mainly due to the development of
the computer software and IT industry.
India was the leading supplier of IT
professionals, primarily to the US and UK
markets.93 This trend has continued into
the twenty-first century with the
development of the financial sector and its
rapid integration into the global economy.
Sri Lanka has the highest rate of brain
drain94 in the region, followed by Pakistan
and Bangladesh. While migrants from
India are also significant in number, their
share as a percentage of the total population
is small. Consequently, as highlighted in
HDRSA 2008, South Asian countries have
had to endure a slower rate of economic
growth, and the loss of both skilled workers
and the funds spent on their education.
Finally, recent global financial crises
have decreased employment opportunities
in destination countries. Large corporations
have not only stopped further employment
but are also firing their labour force. This
is an issue of grave concern for South Asia
as it implies a decrease in the inflow of
remittances. Large numbers of South
Asians work in the Gulf and in western
countries that have suffered significant
losses in the current financial crisis. Recent
data for migration is not available, but the
remittances show downward trends.
According to the World Bank’s revised
estimates, remittances can decline by
between five to eight per cent in the year
2009.
Unlike other South Asian countries, the
flow of remittances has increased
tremendously in recent years in Pakistan.
Significant analysis is yet to be done on the
underlying causes of this phenomenon but
one key reason could be that the
development of the financial sector has
encouraged people to send their remittances
through legal channels. This could be a
guiding point for other countries, which
should also adopt measures to encourage
the inflow of remittances through formal
channels.
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Policies to promote migration
Policies by source countries
REDUCE THE FINANCIAL COSTS
ASSOCIATED WITH MIGRATION:
Policy measures to reduce financial costs
are multidimensional and target all factors
that increase such costs. First, the
information gap between migrants and
employers needs to be reduced. This can
be achieved by providing information
through job fairs by governments and
consulates of foreign countries. Second,
access to official documentation like
identity cards (IDs) and birth certificates
needs to be simplified. Finally, checks on
private recruiters through specialized
public departments can be utilized to
reduce the exploitation of potential
migrants.
DESIGN POLICIES TO REDUCE
TRAFFICKING AND IRREGULAR
MIGRATION: Strong legal measures
should be in place to reprimand people
involved in the trafficking of people. Such
policies should also complement initiatives
to enhance inter-governmental cooperation in checking the illegal movement of
people across borders. Irregular migration
can also be reduced through simplified
documentation requirements, public
awareness campaigns on the consequences
of illegal migration and trafficking and
government offices that keep tabs on
migrant workers and ensure their return
on the expiration of temporary work
visas.
FOSTER CONTACT WITH THE
DIASPORA: Diasporas have an important
role in the socio-economic development of
their origin countries. Policies such as
linking the diaspora with national
organizations, granting them the right to
vote and issuing national origin cards for
them can help maintain links between
migrants and their country of origin,
bringing substantive benefits to both.

ENHANCE INTERGOVERNMENTAL
COOPERATION: Cooperation among
South Asian countries specifically, and
developing countries in general, should be
enhanced to encourage the homogeneity
of arguments during trade rounds under
the WTO. Unless this is done, developed
countries will continue to exploit
developing countries and manage to attain
concessions that are harmful to the interests
of developing countries. The latter should
cooperate with each other to ensure that
sectoral requests incorporate discussions
on Mode 4 liberalization. They should
then jointly raise their voices for GATS
visas and stress that this is an issue of free
trade and not immigration, and hence falls
under the mandate of GATS.
ENCOURAGE THE INFLOW AND
PRODUCTIVE USE OF REMITTANCES: South Asian countries should
encourage simplified procedures for the
transfer of remittances and to curb money
transfers through illegal channels. Such
polices should incorporate measures to
reduce transaction charges and time lags in
the delivery of remittance money.
Furthermore, remittances should also be
put into productive use and coherent
policies regarding the usage of remittances
need to be included in the migration
policies of South Asian countries.
CREATE JOBS: Brain drain can only be
controlled if relevant jobs are available for
the skilled labour force in the home
country. Most skilled workers prefer to
stay in their origin countries if good
employment opportunities are available.
Employment policies should be designed
in a way that they are able to absorb the
local supply of skilled labour on a
sustainable basis.
Policies by destination countries
ENSURE MIGRANT RIGHTS:
Destination countries should encourage
both legal and illegal migrants to raise their
voice if and when exploited. However, this
may encourage more people to enter the

country illegally. Thus, these policies
should be complemented by polices to
curb any new illegal migration.
RELAX IMMIGRATION RULES FOR
SEMI-SKILLED AND UNSKILLED
LABOUR: Policies to ensure migration
opportunities for unskilled and semiskilled labour should be developed.
Developed countries with limited supplies
of unskilled workers can benefit from the
migration of unskilled labour from
developing countries. This can lead to a
win-win situation for both source and
origin countries.
ENSURE THE RETURN OF
TEMPORARY MIGRANTS: A significant concern of developed countries is
that migrants often extend their stay after
the expiration of their visas. Policy measures
to curb this trend are urgently needed to
satisfy the grievances of developed
countries. One such policy could be that
migrant workers should deposit a portion
of their salaries in a separate account that
is only made available to them if they do
not extend their stay beyond the legally
allowed limit. This provides an incentive
for migrants to return on the expiration of
their visas.95

Policies to ensure
migration
opportunities for
unskilled and semiskilled labour should
be developed

Looking ahead: Promoting services trade
in South Asia
The preceding sections discussed some of
the most important service industries in
South Asia. They showed that the services
sector experienced tremendous growth in
the past decade, leading to many desirable
effects, such as economic growth, revenue
generation, foreign investment and
employment creation. They also discussed
the progress made, benefits received from
and challenges facing important industries
in the sector.
However, apart from the industryspecific concerns, there are some crosscutting challenges that limit the growth,
ability to attract foreign investment and
participation in international trade of the
services sector as a whole. Policymakers
Trade in Services in South Asia and Human Development

93

will have to address these challenges to
encourage faster growth in the sector. They
will also have to take additional steps to
ensure that liberalization and growth in
services translates into a positive impact on
human development in the region and
does not come at the expense of poor and
disadvantaged communities.
Invest in infrastructure

Hostility and mistrust
between various
South Asian states
have prevented them
from exploiting the
full potential of
trade in services

Be it tourism, ICT, retail, or finance,
investments in infrastructure are a must to
develop the services sector more rapidly.
The lack of reliable roads and good public
transport restricts access to many
potentially attractive tourist sites in the
region. Lack of access to the Internet and
telecommunications services limits the
ability of various service providers to
acquire market information and connect
with potential customers both at home
and abroad. Slow and unreliable
international connectivity hurts domestic
industries hoping to provide services to
foreign clients.
Promote regional trade
Efforts must be undertaken to promote
intra-regional trade in services. Hostility
and mistrust between various South Asian
states have prevented them from exploiting
the full potential of services such as intraregional tourism, cross-border collaborations in ICTES and the free movement of
labour. At present, most South Asian
countries have higher levels of trade with
East Asia than each other. In 2009,
SAARC’s trade ministers agreed to engage
in negotiations to liberalize services trade,
and a draft agreement is to be completed
by April 2010. 96 The success of these
negotiations will play a crucial role in
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determining the future of intra-regional
trade in services in South Asia.
Encourage practices to make growth more
inclusive
There is a need for policymakers to take
into account the impact of growth in
service industries on poor and marginalized
communities such as indigenous populations and women and to extend industry
benefits to them. For example, in tourism,
ecotourism practices that encourage
sustainable models of community
development should be promoted and
hospitals that engage in medical tourism
should donate free or low-cost services to
the poor as well. Investment in relevant
education and skills should be a priority as
this will help enhance the human resource
base, increase the capabilities of the local
population and help overcome obstacles to
industry growth that are based on an
inadequate supply of appropriately skilled
labour. Foreign and domestic service
providers should be encouraged to help
bring ICT and ICTES to populations in
remote, rural and low-income areas.
Centres providing information on
communications, skills, access to finance
and means of transferring remittances
should be set up to help potential migrants,
prevent their exploitation by unscrupulous
agents and simplify migration
procedures.
While negotiating commitments under
the GATS, South Asian governments must
take into account the overall impact of
liberalization in any sector on domestic
suppliers and consumers. They must also
continue to push developed countries to
welcome more workers from South Asia
into their countries in exchange for
increased access to South Asian markets.

Chapter 5

Regional Trade in South Asia
Trade regimes of countries in South Asia
have undergone significant changes over
recent years. These countries have
experienced the systemic liberalization of
their respective tariff structures with
increasingly deeper integration with the
global economy. However, although
bilateral trade relations among a number
of South Asia Association for Regional
Cooperation (SAARC) Member countries
have registered some growth over time,
intra-regional trade in South Asia has
continued to remain rather insignificant,
particularly when compared to other
regional trading blocs. Thus, in spite of
the fast pace of global integration of these
economies, manifested in their increasing
degree of openness, the potential of intraregional trade opportunities has remained
largely underutilized. Likewise, intraregional investment has remained at a low
level in South Asia. Poor trade and
investment linkages at the regional level
have severely limited the scope and
opportunity for the development of
integrated production networks within
the region. On the other hand, South
Asia’s increasing global integration and
growing competitiveness have enabled the
region to establish linkages with production
networks dispersed around the world. The
region lags behind others in terms of intraregional trade integration, particularly
with regard to the intensity of intraindustry trade, and with respect to the
development of a regional production
network. Although South Asian countries
have liberalized their trade regimes
primarily to achieve a higher level of
economic growth with a better
distributional impact, relating trade
liberalization to human development in
South Asian countries remains a
challenging area.

It is generally recognized that there are
significant opportunities for enhanced
cooperation in South Asia in the area of
trade and commerce. However, such
opportunities have remained largely
unrealised and severely constrained by
various structural, infrastructural and
political factors. Modalities and initiatives
to overcome these constraints and address
the challenges remain an urgent task. The
interface of trade with human development
involves two-way traffic. Whilst trade
could potentially enhance human
development in South Asia, advanced
human development could also in turn
contribute importantly to strengthening
intra-regional trade in South Asia.
The ongoing global financial crisis with
implications for trade through such
transmission channels as export, import
and remittances, has once again drawn
attention towards the importance of the
linkage between trade and human welfare.
This reemphasizes the need to develop
trade patterns which are human development-friendly and do not adversely impact
the welfare of people in the region.
Structure and composition of trade in
South Asia
Overall trade
South Asia remains far behind most other
regions in terms of regional share of overall
trade (table 5.1). Extra-regional trade
dominates South Asia’s overall trade
structure with 93.7 per cent of the region’s
total exports and 96.1 per cent of the
region’s overall imports. Although small
economies such as Afghanistan and Nepal
maintain relatively higher levels of trade
within the region, overall regional trade is
low due to the low level of intra-regional

The region lags behind
others in terms of
intra-regional trade
integration

trade of large economies (i.e. India,
Pakistan). Most of the region’s exports are
destined to developed countries. European
countries accounted for 23 per cent of the
region’s exports, while the United States
(US) accounted for 16 per cent during
2008 (table 5.2). However, the share of
exports to these two regions has registered
a decline over time (from 53 per cent in
2000 to 39 per cent in 2008). On the other
hand, exports to other regions such as East
Asia, the Middle East, Africa and South
America have increased considerably, and
accounted for 47 per cent of the region’s
total exports in 2008.
Leading export destinations of the
region, such as Europe and North America,
involve large markets, offer diversified

Table 5.1

export opportunities, and provide preferential market access for the least
developed countries of the region. India
and, in some cases, Pakistan, are two of the
major export destinations for Afghanistan,
Nepal, Bhutan and Sri Lanka, mainly
because of geographical proximity,
landlocked conditions, common borders,
and bilateral partnership/trading agreements. The region’s sources of imports, on
the other hand, are widely diversified
among the countries of Europe, North
America and East Asia. The structure of
South Asia’s trade sources reveals South
Asian countries’ involvement in various
international production networks.

South Asia’s intra- and extra-regional trade
Exports

Afghanistan
Bangladesh
India
Maldives
Nepal
Pakistan
Sri Lanka
Total

Imports

Total export
(US$
million)

Share of
intraregional
export (%)

Share of
extraregional
export (%)

Total import
(US$
million)

Share of
intraregional
import (%)

Share of
extraregional
import (%)

421.95
13,907.4
187,405
202.63
1,179.67
2,1762.9
8,688.02
233,567.57

41.75
3.1
5.1
8.78
73.89
13.36
8.39
6.29

58.25
96.9
94.9
91.22
26.11
86.64
91.61
93.71

5,734.71
23,756.9
300,539
1,426.17
3,540.44
46,292.8
14,051.1
395,341.12

40.65
16.93
0.8
15.13
59.59
2.75
22.87
3.94

59.35
83.07
99.2
84.87
40.41
97.25
77.13
96.06

Source: CPD (Centre for Policy Dialogue) analysis based on the IMF 2009a.

Table 5.2

South Asia’s exports to different regions
2000

2004

2005

2006

2007

2008

Average growth
rate (%) (2004-08)

Exports of
South Asia
(US$ million)

South Asia
South-East Asia
Europe
North America
Others
World

2,894
3,354
16,865
16,778
23,607
63,498

6,540
8,047
26,419
21,459
40,587
103,052

8,580
10,665
32,145
26,590
52,030
130,010

9,931
10,538
37,454
33,294
67,945
159,163

12,233
13,206
45,987
35,418
87,629
194,473

14,698
17,143
53,805
37,441
110,481
233,568

29.00
27.52
21.76
16.40
29.41
24.63

Share (%)

South Asia
South-East Asia
Europe
North America
Others
Total

4.6
5.3
26.6
26.4
37.2
100.0

6.4
7.8
25.6
20.8
39.4
100.0

6.6
8.2
24.7
20.5
40.0
100.0

6.2
6.6
23.5
20.9
42.7
100.0

6.3
6.8
23.7
18.2
45.1
100.0

6.3
7.3
23.0
16.0
47.3
100.0

Source: CPD analysis based on the IMF 2009a.
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Regional trade

Table 5.4

Regional trade of South Asian countries
was nearly US$30,271 million during
2008 which was almost equally divided
between exports (48.6 per cent) and
imports (51.4 per cent). The structure of
intra-regional trade has changed over time
with a marginal fall in the region’s share
since 2005. India holds the lion’s share in
terms of intra-regional exports, experiencing
a high level of growth between 2005 and
2008 (27 per cent), whilst the share of
most of the other countries registered a
considerable decline over time (table 5.3).
However, a single country-dominated
export basket limits the scope for
diversification of import sources, and acts
as a stumbling block for developing
specialization in different products in
different locations within the region. High
export similarity has also narrowed down
the scope for exports between countries
within the region (table 5.4). India’s high
export similarity reduces other countries’
opportunities to explore India’s large
market. A high level of export similarities
Table 5.3

Afghanistan
Bangladesh
India
Maldives
Nepal
Pakistan
Sri Lanka

Total

Intra-South Asia export similarity index, 1999-2006

Bangladesh
India
Sri Lanka
Nepal
Pakistan
Note:

1999

2000

2001

2002

2003

2004

2005

2006

37.3
83.5
53.7
38.7
51.0

37.2
83.7
56.3
41.5
51.9

36.8
82.6
51.6
44.2
54

33.9
85
49.1
48.2
52.5

31.6
84.3
44.6
44.5
52.4

31.6
84.2
42.4
45.2
48.7

29.2
85.1
43.8
44.4
51.5

28.4
85.3
44.7
44.2
50.4

See Technical Notes for a deﬁnition of the export similarity index.

Source: ESCAP 2008.

has led countries to follow similar kinds of
tariff structures, which have been protective
in nature to protect domestic industries,
and consequently reduced the scope of
trade between the countries. This is
reflected in the negative lists of Member
countries of the South Asia Free Trade Area
(SAFTA), as discussed later.
South Asia’s major share of imports is
sourced outside the region (table 5.5).
Since two major economies of the region,
India and Pakistan, have insignificant
levels of bilateral trade, the region has yet
to emerge as a major source of imports for
procuring raw materials and intermediate
products. A low level of trade intensity for
most countries of South Asia, both as

South Asian intra-regional exports
1980

1990

2000

2005

2008

US$ million

106.85

18.61

60.3

102.14

176.17

% change per
year between
2005 and 2008
24.2

% Share
US$ million

13.92
69.6

1.97
61.31

2.08
93.59

1.19
187.32

1.2
431.06

43.4

% Share
US$ million

9.07
326.76

6.49
545.14

3.23
1,822.68

2.18
5,272.98

2.93
9,566.05

27.1

% Share
US$ million

42.57
0

57.7
7.29

62.98
13.81

61.46
17.16

65.08
17.8

1.2

% Share
US$ million

0
0

0.77
16.18

0.48
309.2

0.2
547.4

0.12
871.62

19.7

% Share
US$ million

0
187.71

1.71
224.55

10.68
404.57

6.38
1,797.32

5.93
2,906.71

20.6

% Share
US$ million

24.46
76.65

23.77
71.79

13.98
189.88

20.95
655.44

19.78
728.62

3.7

% Share
US$ million

9.99
767.57

7.6
944.86

6.56
2,894.02

7.64
8,579.76

4.96
14,698.03

23.8

% Share

100

100

100

100

100

Share of Overall
Export (%)

5.66

3.45

4.56

6.6

6.29

Source: CPD estimates based on IMF 2009a.
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Table 5.5

Share of individual country’s exports and imports, 2008
Afghanistan

Afghanistan
Bangladesh

Bangladesh

Bhutan

0.67 (0.04)

0

0.02 (0.01)

India

0.02 (0.06)

…

…

0.13 (0.03)

1.76 (0.12)

0.09 (0.05)

Maldives

0

0 (0.00)

0

Nepal

0

5.96 (0.19)

0

Pakistan

8.57 (0.20)

1.18 (0.19)

0.00 (0.00)

Sri Lanka

0

0.22 (0.09)

0

Bhutan
India

(%)

Maldives

Nepal

0

0

21.01
(4.83)
2.37
(15.27)
…

0.86
(10.30)
67.61
(59.29)
2.71
(2.18)
6.77
(21.21)

Pakistan

Sri Lanka

Export/import to/
from World

0

421.95 (5734.71)

…

0.04
(0.33)
…

20.07
(35.77)
0.57
(1.19)
…

0.06
(0.00)

1.02
(0.29)

0.60
(0.09)

1.45 (0.22)

187,405
(300,539)

0 (0.00)

0 (0.35)

7.92 (4.48)

202.63 (1,426.17)

0.31
(0.11)

0.01 (0.01)

0

0.00
0.02
(0.01)
0.67
(0.13)

0.02
(0.01)
0.002
(0.00)

0.08 (0.07)
…

0.85 (0.15)
0.73
(1.45)

13,907.4
(23,756.9)
…

1,179.67
(3,540.44)
21,762.9
(3,540.44)
8,688.02
(14,051.1)

Source: CPD estimates based on IMF 2009a.

source as well as destination, corroborates
the fact of poor intra-regional trade.
The low level of trade complementarity
of South Asian countries is another
deterrent to enhancing regional trade
(table 5.6). As a destination for trade in
South Asia, most countries have a similar
level of complementarity index. Since
South Asian countries are increasingly
experiencing higher levels of competitiveness
in the global market, there is potential for
enhancing intra-regional trade in relation
to the region’s linkages with various global
production networks.

Table 5.6

Strengthening intra-regional trade
integration relies largely on the region’s
combined efforts, and South Asia could
follow various initiatives undertaken by
other regions to enhance the complementarities between its countries. SouthEast Asian countries were encouraged to
develop different stages of production of
the value chain to achieve better competitive
advantages. Consequently, total intraASEAN trade increased substantially since
the mid-1970s to the 1990s. Since 1996,
intra-industry trade among the five
founding Members of the Association of

Intra-South Asia trade complementarity index, 1999-2006
1999

2000

Bangladesh
India
Sri Lanka
Nepal
Pakistan

40.0
39.3
42.8
46.0
38.6

44.6
40.3
47.9
49.7
37.5

Bangladesh
India
Sri Lanka
Nepal
Pakistan

5.9
52.5
19.2
20.2
16.6

6.4
56.2
23.2
20.9
16.8

2001

2002

2003

2004

2005

2006

48.2
47.8
52.3
48.1
47.6

44.9
49.7
53.9
50.5
47.7

44.5
54.4
57.5
55.2
50.2

8.8
59.5
21
23.4
20.7

6.4
59.2
24
26.4
21.8

6.2
63.9
23.7
26.6
21.7

South Asia as a destination

Note:

See Technical Notes for deﬁnition of trade complementarity index.

Source: ESCAP 2008.
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46.0
52.6
49.5
42.0
43.7
44.5
50.2
50.8
51.8
39.2
45.2
47.8
41.0
43.1
43.4
South Asia as a source
5.9
7.0
7.0
58.2
56.5
57.8
19.5
23.7
20.4
21.5
26.7
23.8
18.4
18.4
18.8

South-East Asian Nations (ASEAN) has
accounted for 60 per cent of total intraregional trade. Without enabling trade
policies that lead to deeper market
integration, the vertical and horizontal
integration of production networks within
the region will be difficult to establish.

SAFTA
SAFTA, which started operations in 2006,
is the latest endeavour by South Asian
countries to deepen regional integration.
Prior to that, the SAARC Preferential
Trading Arrangement (SAPTA) was in
operation between 1995 and 2005. During
the tenure of SAPTA, growth in intraregional trade was relatively slow owing to
concession/reduced rates of tariffs for a
limited number of products. Analysis
shows that SAPTA in general had a net
export diversion effect, implying an increase
in intra-bloc exports at the cost of a
reduction in extra-regional exports.1
SAFTA was signed by the heads of state
of SAARC Member countries during the
SAARC Summit in Pakistan in 2004 with
the objective of broadening and deepening
intra-regional trade. According to the
SAFTA accord, the first phase for
completion of tariff liberalization was
scheduled to end in 2008. Non-LDC
members were supposed to reduce their
maximum tariff rates to 20 per cent (or
less) and least developed countries (LDCs)
to 30 per cent (or less) by this time. It

Regional Trade Agreements (RTAs)
South Asia’s intra-regional and extraregional trade has been more or less
influenced by various preferential trading
agreements/arrangements. South Asian
countries are engaged in a number of
bilateral, regional and sub-regional trading
agreements which are either in operation
or at various stages of negotiation. All eight
countries of South Asia are Members of
SAFTA. Other than SAFTA, Member
countries are also involved in various other
regional, sub-regional and bilateral
integration initiatives where trade is
included as a major component. Excluding
the Maldives, almost all countries are
currently in negotiations for bilateral
trading arrangements within and outside
the region (table 5.7).
Table 5.7

South Asian countries in different trade arrangements
Regional trade arrangements
Bilateral
Free Trade
Agreements
(BFTAs)

India*
Bangladesh Pakistan*
Sri Lanka*
Bhutan
India
Bangladesh*
Bhutan
India
Nepal
Sri Lanka
Nepal
India
Maldives
Bangladesh*
Pakistan
Sri Lanka
Bangladesh*
Sri Lanka
India
Pakistan
Note:

SAPTA
(1993)

SAFTA
(2006)

Indian Ocean Rim
AsiaSouth Asia
Association for
Pacific
Developing
Bangkok
Growth
BIMSTEC
Regional
ASEAN
Trade
Eight (D-8)
Agreement Quadrangle
(1997)
Cooperation
(1993) Agreement
(1997)
(1975)
(SAGQ)
(IOR-ARC)
(APTA)
(1997)
(1997)
(1975)

¸

¸

¸

¸

¸

¸

¸

¸

¸

¸
¸

¸
¸

¸

¸

¸

¸

¸

¸

¸

¸

¸

¸

¸
¸

¸

¸

¸

¸

¸

¸

¸
¸

* Indicates BFTAs are in the process of negotiation.

Source: Rahman 2006.
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Table 5.8

Differentiating tariff liberalization programme
Existing Tariff Rates

Tariff rates proposed
under SAFTA

Year to be completed

20% and above

20% max

2008

30% and above

30% max

2008

India, Pakistan

20% or below

0-5%

2013

Sri Lanka

20% or below

0-5%

2014

Bangladesh, Bhutan, Maldives and
Nepal (LDCs)

30% or below

0-5%

2016

Countries
India, Pakistan and Sri Lanka
Bangladesh, Bhutan, Maldives and
Nepal (LDCs)

First Phase

Second Phase

Source: SAARC 2009b.

remains unclear to what extent member
countries have been able to fulfill their
commitments in case of liberalizing tariff
rates. The deadline for the completion of
the second phase of tariff liberalization is
2013 for India and Pakistan, 2014 for Sri
Lanka and 2016 for LDCs. The non-LDC
members agreed to reduce their import
tariffs to five per cent or less in five years
(i.e. by 1 January, 2013) with the exception
of Sri Lanka, which was waivered six years
for compliance (table 5.8). LDCs have
agreed to do the same in eight years (by
2016). Thus SAFTA’s full operations will
not start before 2016 and, more
importantly, its effectiveness will largely
depend upon members’ compliance with
their commitments on the reduction of
tariffs as mandated in the agreement.
The SAFTA tariff liberalization
programme allows members to maintain a
sensitive/negative list of items that are not
to be offered for concessional treatment. It
also has the provision for its members to
offer two sensitive/negative lists, one for
Table 5.9

Negative/sensitive list
Number of tariff lines in
negative list

Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan
Sri Lanka

1,249 (for LDCs) and 1,254
(for non-LDCs)
259
763 (for LDCs) and 884 (for
non-LDCs)
671
1,300 (for LDCs) and 1,350
(for non-LDCs)
1,183
1,574

Source: SAARC 2009a.
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LDCs and the other for non-LDCs (table
5.9).
The limited product coverage and the
extensive nature of negative lists decrease
the scope for intra-regional trade in South
Asia.2 Although India has a moderately low
number of items on the sensitive list for
non-LDCs, a sector-wise distribution of
these items reveals that it has the largest
per cent of tariff lines in categories for
vegetable products (20.2 per cent) and
textile products (34.2 per cent), the two
most important items of export interest to
most South Asian countries. India’s imports
of these items from South Asian countries
constitute only 12 per cent of its world
imports.3 It is estimated that almost 53 per
cent of the total import trade in SAFTA
Member countries has been subject to the
negative lists of the respective countries.4
Among the member countries, India and
Sri Lanka have restricted up to 38 and 52
per cent respectively of their total imports
by value from other SAFTA Members
under the sensitive list category.5 The
negative lists, thus, continue to significantly
curtail the scope for a South Asian ‘free
trade’ entity.6
After the operationalization of SAFTA
in July 2006, much time has passed without
making any progress in the context of
intra-regional trade under the accord (table
5.10). During the first year of SAFTA’s
operations (July 2006 to June 2007) India’s
exports to regional countries were outside
the ambit of SAFTA. Although Bangladesh’s
share in intra-regional exports under the
SAFTA accord is relatively high compared
to other economies, its share is still very
low (5.02 per cent of its intra-regional

Table 5.10 Intra-South Asia trade under SAFTA (free-on-board US$) between July 2006 and June 2008
Afghanistan
Afghanistan
Bangladesh
Bhutan

Bangladesh

Bhutan

India

Maldives

Nepal

Pakistan

Sri Lanka

Total

% of total
intra-regional
trade in 2007

…

…

…

…

…

…

…

0.00

…

0.00

51,020,605.62

0.00

66,910.15

19,061,718.93

48,917.62

70,198,152.32

5.02

…

…

…

…

…

0.00

…

0.00

2,719,204.00

599,689.37

45,015.60

3,783,410.31

0.05

0.00

0.00

14,001.15

14,001.15

…

…

…

0.00

…

135,514.17

465,455.97

0.02

26,926.52

0.003

74,487,946.3

…

0.00
…

…

India

0.00

419,501.34

0.00

Maldives

0.00

0.00

0.00

0.00

…

…

…

…

…

…

Pakistan

0.00

0.00

0.00

329,941.80

0.00

0.00

Sri Lanka

0.00

0.00

0.00

26,926.52

0.00

0.00

…

419,501.34

0.00

51,377,473.9

0.00

Nepal

Total
Note:

0.00

2,786,114.15 19,661,408.3

243,448.54

Pakistan’s export ﬁgures for India, i.e., US$274,617.80 and US$55,324 are for full years 2006 and 2007 respectively. Similarly, Pakistan’s exports to Sri Lanka
are for full year 2007.

Source: GOB 2009.

trade in 2007). Other small economies
such as Nepal, Bhutan and Afghanistan
did not trade any significant amount under
the SAFTA accord at least till June, 2008.
Most of the intra-regional trade in South
Asia has taken place under various bilateral
trading arrangements or under most
favoured nation (MFN) rates. SAFTA’s
effectiveness has been undermined at least
during the first two years of its operation.
Analysis shows that without addressing the
structural constraints of SAFTA, it will be
difficult to enhance intra-regional trade
under the accord by a substantial amount.
The net impact of SAFTA, therefore, may
not entail a positive impact on all member
countries.7
Other trading arrangements within
South Asia
South Asia’s regional trade is more
influenced by various bilateral trading
arrangements, such as the India-Sri Lanka
Free Trade Agreement (FTA), India-Nepal
Bilateral Trade Agreement and IndiaBhutan Free Trade Agreement. The period
1999-2005 saw a surge in trade between
Sri Lanka and India, mainly due to the
positive outcomes of the Indo-Lanka
BFTA. Sri Lanka’s exports to India rose
from one per cent to nine per cent of its

total exports, while imports from India
increased from 8.5 per cent to 20.7 per
cent of its total imports.8 By 2005, about
90 per cent of Sri Lankan exports to India
and 45 per cent of Indian exports to Sri
Lanka fell under the agreement. In case of
the Pakistan-Sri Lanka BFTA, exports of
both countries are likely to increase after
the full implementation of the accord
during 2010 (box 5.1).
South Asian and South-East Asian
countries are part of another regional
cooperation initiative known as the Bay of
Bengal Initiative for Multi-Sectoral Technical
and Economic Cooperation (BIMSTEC).9
As part of this initiative, member countries
are currently negotiating over each
country’s list of sensitive items. Analysis
indicates that the operation of BIMSTEC
would enhance trade potential by the
amount of US$43 billion to US$59 billion
a year.10
There is an increasing tendency of South
Asian countries to sign bilateral trading/
economic partnerships with economically
strategic regional blocs. India and Pakistan,
in particular, have been especially keen to
foster bilateral cooperation with other
regional blocs. As a result, a number of
agreements were either signed, such as the
India-ASEAN FTA, or are in the process
of negotiation, such as the India-European

Regional Trade in South Asia

101

Box 5.1 BFTAs signed between South Asian countries
India-Sri Lanka BFTA: The India-Sri
Lanka BFTA, also known as the IndoLanka BFTA, came into force on 1
March, 2000. Under the agreement, zero
duty on around 1,000 items has been
provided by India along with a 50 per
cent margin of preference (at initial level)
on all other items, except for those in the
negative list. Tariffs have been brought
down to zero over a period of three years;
concessions on textile items have been
restricted to 25 per cent. Four chapters
under the textiles sector have been
retained in the negative list. India has
retained less than 400 items in its negative
list, which mainly includes garments,
petro-chemicals, alcoholic spirits,
coconuts and coconut oil. Sri Lanka has
around 1,200 items in its negative list.
India is the biggest source of Sri
Lankan imports while at the same time it
is the third largest destination for Sri

Lankan exports. During the first six years
of the Indo-Lanka BFTA, leading Indian
companies such as Gujarat Ambuja,
Indian Oil, Apollo Hospital, Asian
Paints, and Tata committed substantial
investments in Sri Lanka. The signing of
the agreement gave Indian companies
further incentives to set up ventures in
Sri Lanka. Such investment flows also
contributed to the export promotion of
products made in Sri Lanka to Indian
markets.13
Pakistan-Sri Lanka FTA: Pakistan is the
second largest trading partner of Sri
Lanka within the South Asian region.
The FTA between Pakistan and Sri Lanka
(PSFTA) came into effect in June 2005
and provides 100 per cent duty concession
on 206 products offered by Pakistan and
on 102 products by Sri Lanka. Under the
final phase of trade liberalization of the

Union (EU) FTA (box 5.2). Analysis shows
that if this initiative is successful, other
South Asian countries (especially
Bangladesh) will suffer from trade
preference erosion in the EU market.
Bangladesh will suffer more because nearly
60 per cent of her total exports are
concentrated towards the EU market (for
which India will also receive preferential
access), followed by Pakistan and Sri
Lanka. Such initiatives, therefore, would
deter the development of an effective
regional trading area within the South
Asian bloc.11

Pakistan-Sri Lanka FTA (in effect from
20 March 2009), Sri Lankan exporters
enjoy duty-free access for about 4,000
products to the Pakistani market.
Pakistan, as per the agreement, grants the
same treatment for the remaining
products in 3 years, ending on June 2008,
while Sri Lanka would do the same in
five years, ending in 2010. Henceforth
PSFTA will become fully operational in
2010.
At the first PSFTA review meeting,
both countries agreed to deepen the
existing FTA with the objective to form
a Comprehensive Economic Partnership
Agreement (CEPA). Thus far, one round
of technical level negotiations has taken
place and the CEPA is due to include
trade in services and investment and
consequently deepen commitments in
trade in goods by gradually phasing out
the negative lists.

Analysis shows that SAFTA is more
structurally rigid than bilateral trading
agreements signed by South Asian countries
within the region (table A 5.1). SAFTA
provides less scope and opportunities for
enhancing regional trade: Rules of
Operation (RoO) set forth under the
SAFTA seem stringent where LDCs are
required to comply with 30 per cent of
domestic value addition criteria. 12 In
contrast, a low level of domestic value
addition criteria have been set forth under
the BFTAs (such as the India-Sri Lanka
BFTA and the Pakistan-Sri Lanka BFTA)

Box 5.2 BFTAs of South Asian countries outside the region
India-ASEAN FTA: The India-ASEAN
FTA came into force in August 2009
after a long discussion of six years over
various issues, particularly on India’s
negative list for ASEAN countries. The
ASEAN finally agreed to India’s sensitive
list of 489 items which contained five key
items of export interest to the ASEAN
member states—crude palm oil, refined
palm oil, coffee, tea and pepper. However,
India’s latest delays have hinged upon the
fact that it would make two tariff
Source: Winters 2009.
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reductions within one year—once in
June 2009, followed by another reduction
in January 2010. While this current FTA
in goods offers greater leverage for the
ASEAN trading bloc, the agreement in
services would be to India’s advantage.
India-EU FTA: The India-EU FTA is
part of the EU’s Global Europe initiative
in which the EU has expressed its
willingness to establish trade agreements
with major global markets rather than

just its previously close associates—the
African, Caribbean and Pacific Group of
States (ACP countries) or other
neighbouring states. The EU-India FTA
has not yet completed its exploratory
phase, with no concrete proposals having
been made at all. However, based on the
EU’s earlier FTAs, it appears that they
will offer far-reaching liberalization of
access to non-agricultural markets in
terms of trade facilitating border
measures.

which helped promote bilateral trade
between the concerned parties. The Tariff
Liberalisation Programme under the SAFTA
is relatively slow and less attractive since no
commitments for immediate duty
reduction to zero per cent have been made,
whereas the BFTAs agreed upon reduction
of duties at zero level for a substantial
number of products. Even the full
implementation of SAFTA will be
completed as per schedule by 2016,
whereas the comparable periods for BFTAs
are no later than 2010. The long negative
list of member countries for trading under
the SAFTA accord has been a deterrent
factor for enhancing regional trade.
Overall, SAFTA’s structural rigidities have
provided incentives to member countries
to negotiate bilateral trading agreements
both within and outside the region.
Preferential treatment in developed
countries
Generalised System of Preferences (GSP)
facilities provided by the developed
countries, particularly the US, the EU,
Canada and advanced developing countries
including India, have important
implications for the exports of relatively
poor members of the region. The Multifibre
Arrangement (MFA) of developed
countries provided enormous scope for the
exports of textiles and apparels by
developing countries and LDCs under a
quota facility until 2005. Consequently,
backward linkage textiles and exportoriented apparels industries have
mushroomed in a number of LDCs,
including Bangladesh and Nepal. The
development of the export-oriented
apparels sector and the backward linked
textiles sector has strengthened the
industrial base of these countries and
generated employment, particularly for
female workers.
With the operationalization of the
Agreement on Textiles and Clothing (ATC)
under the World Trade Organization
(WTO), the quota system has been
gradually phased out over a period of 10
years (between 1995 and 2004) to ensure

‘fair’ competition in the sourcing of
apparels for developed countries. Various
analyses show that the phasing out of
quotas has varying levels of impact on
different countries—although Bangladesh’s
apparels and textiles sector has sustained in
this process, Nepal’s apparels sector faced
adverse consequences and a large number
of its industries closed down after 2005.14
However, developed countries have
continued supporting the exports of
developing countries and LDCs under
various GSP schemes. The EU’s Everything
but Arms (EUEBA) initiative provided
scope for exports of all products originating
from LDCs without any duty, provided
that they satisfy the necessary criteria for
RoO. Since the MFA phase out in 2005,
the US’s GSP scheme does not provide
duty-free access to Asian LDCs on apparels
and textiles items. Canada’s GSP scheme
has facilitated the export of apparels and
textiles that originate from Bangladesh.

The Tariﬀ
Liberalisation
Programme under the
SAFTA is relatively
slow and less
attractive

Trends of growth during different
phases
The region experienced accelerated growth
in intra-regional trade during 2006 to
2008; however, extra-regional trade grew
at a faster rate during the same period.
This is the period when the region had a
more liberalized trade regime and SAFTA
was in operation (table 5.11). It implies
that the higher level of extra-regional trade
with accelerated growth excelled intraregional trade through its linkage with
global production networks.
During 1996-2005, while the region’s
trade regime was relatively less open and
its integration with the global market as
well as intra-regional integration
(particularly under SAPTA) was relatively
weak, the growth of exports and imports,
both at intra-regional and extra-regional
levels, was relatively low (table 5.12).
Overall, the growth of intra-regional trade
was relatively faster in a more liberalized
and relatively more integrated trade
regime.
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Table 5.11 Trend in growth rates for trade of South Asian countries, 2006-08
Exports
Afghanistan
Bangladesh
India
Maldives
Nepal
Pakistan
Sri Lanka
Total

(%)

Imports

Intra-South Asia

Extra-South Asia

Intra-South Asia

Extra-South Asia

16.98
32.79
20.39
-12.12
21.34
18.00
9.68
19.60

24.22
8.25
21.36
11.42
8.33
11.57
11.83
19.15

17.43
28.69
18.07
21.70
17.51
16.21
15.62
19.77

20.26
19.47
23.83
22.50
19.49
15.62
15.76
22.23

Source: Calculated based on the IMF, Direction of Trade Statistics (various issues).

Trade in services within the region
Trade in services has remained outside the
ambit of regional cooperation despite the
fact that the SAARC heads of governments
have recognised the potential of trade in
services (which is on the rise) at the
informal level.15 It is known that services
contribute more than 50 per cent of GDP
in almost all South Asian economies and
its share in total trade is as high as 30 per
cent of total exports in case of Nepal in
2005 and as low as 12 per cent of exports
in case of Bangladesh (table 5.13). Analysis
of revealed comparative advantage indicates
that a number of countries such as Nepal
and India are in an advantageous situation
in case of trade in services, while the
opposite holds true in case of Bangladesh
(table 5.14). It can be understood from
table 5.14 that Nepal’s comparative
advantage has declined in the recent past,

while India’s performance has improved
over time.
It is often argued that there is enormous
scope for cooperation in various kinds of
services in South Asia, particularly in
telecommunication and information
technology (IT), aviation, agricultural
research, standards and testing, surface
transport sector, tourism, education and
medical services, and also unskilled labour
services. A large number of South Asian
citizens cross each other’s borders as
tourists, pilgrims, professionals, students
and healthcare seekers, as well as providers.
Nepal, the Maldives, Sri Lanka and India
are major tourist destinations both globally
and within the region. India is also a major
attraction for students and healthcare
seekers, while the presence of Indian nurses
and doctors are evident in a number of
hospitals in Bangladesh, Nepal, the
Maldives and Bhutan. Managers and other

Table 5.12 Trend in growth rates for trade of South Asian countries, 1996-2005
Exports
Afghanistan
Bangladesh
India
Maldives
Nepal
Pakistan
Sri Lanka
Total

Intra-South Asia

Extra-South Asia

Intra-South Asia

Extra-South Asia

10.87
6.90
14.20
4.72
20.84
18.34
20.12
15.23

1.20
10.20
11.68
7.47
-1.15
5.43
2.57
9.92

37.36
7.59
17.53
8.29
13.60
9.41
12.58
12.58

18.36
6.65
13.16
8.38
3.43
6.98
5.20
10.86

Source: Calculated based on the IMF, Direction of Trade Statistics (various issues).
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(%)

Imports

professionals from India are in service in
Nepal and Bhutan, and also in the Ready
Made Garment (RMG) industry of
Bangladesh (professionals from Sri Lanka
and Pakistan are also working in these
industries), Bangladeshi cooks and waiters
are working in tourist resorts in the
Maldives. On the other hand, new
economic realities, particularly with a
resurgent India, have created increasing
potential to enhance manpower mobility
to India.
South Asian countries, however, are
currently in negotiations for a SAARC
Framework Agreement on Trade in Services
(SAFAS) which is based upon a ‘General

Table 5.13 Services trade of South Asian countries, 2000-05
(as % of total trade)

Bangladesh
India
Nepal
Pakistan
Sri Lanka
Note:

2000

2001

2002

2003

2004

2005

Export

11

11

12

13

12

12

Import

17

16

15

15

16

15

Export

28

28

28

28

29

…

Import

26

28

28

27

25

…

Export

39

36

33

35

…

30

Import

11

13

14

14

…

16

Export

14

14

20

20

17

19

Import

19

19

18

22

24

26

Export

15

22

21

22

…

20

Import

20

25

22

22

…

21

Export of services does not include remittances.

Source: World Bank 2007c.

Table 5.14 Revealed comparative advantage (RCA) of services sectors in South Asia,
1997-2005
Bangladesh
India
Nepal
Pakistan
Sri Lanka
Note:

1997

1998

1999

2000

2001

2002

2003

2004

2005

0.62
1.01
3.38
0.81
0.79

0.60
1.23
2.61
0.73
0.77

0.60
1.37
2.50
0.74
0.84

0.57
1.41
2.00
0.69
0.75

0.54
1.37
1.79
0.68
1.08

0.59
1.34
1.58
0.96
1.03

0.62
1.39
1.70
0.98
1.06

0.58
…
1.85
0.85
1.04

0.61
…
1.51
0.98
0.99

See Technical Notes for deﬁnition of RCA.

Source: Raihan 2008b.

Agreement on Trade in Services (GATS)
plus’ initiative (table 5.15). As per the
commitment for the GATS, South Asian
countries, except Afghanistan and Bhutan,
have opened several sectors for international
trade. Nepal has opened twelve sectors
while India and Pakistan opened six sectors;
Sri Lanka and Bangladesh have opened
three and two sectors, respectively. As part
of the GATS ‘offer and request’ system,
India and Sri Lanka have offered additional
sectors to be opened up for international
trade.
Composition of intra-regional traded
products
Intra-regional trade of South Asian
countries is composed mostly of primary
products, raw materials and intermediate
products and some finished products.
Major traded items for South Asian
countries are petroleum products, cotton,
limestones, cotton yarn, vegetables, etc.

Among primary food products, rice is a
major export item for India and Pakistan;
others include vegetables, spices, fruits,
fish and sugar. Trade of natural resourcebased primary products includes petroleum,
Table 5.15 Overall scenario of GATS commitment
Number of sectors commitment
already made under GATS

Latest offer

Afghanistan

…

…

Bangladesh
Bhutan

Two
…

No
…

India

More than 100 activities
covering 11 sectors
No
No

Pakistan

Wide range of activities covering
six sectors
One
All 12 sectors covering around
70 subsectors
47 activities covering 6 sectors

Sri Lanka

Three

Few activities covering three
sectors with some improvement
from previous one

Maldives
Nepal

…

Source: GOB 2009.
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hydrocarbon, bituminous oil, natural
rubber, briquettes, lignite, peat, etc.
Various raw materials traded between
South Asian countries include stone, sand,
gravel, pig iron, sponge iron, lime, cement,
non-ferrous/ferrous waste, vegetable fats
and raw jute. On the other hand,
intermediate products include textile yarn,
fertilizers, jute fibers, flour, tulle, lace,
embroidery and trim. Top finished
consumer products include motor cars and
motor cycles only. The composition of
intra-regional trade hardly portrays strong
regional linkages of production networks.
Intra-regional exports of South Asian
countries, according to table 5.16, appear
to be primary and resource-based products
with a small share of low-technology
products. Such an export structure can
only promote unskilled and low-skilled
production operations and there is little
scope for promotion of skill-based
production operations. Although the
export structure in general has specialized
in low-end operations, its share has
declined over time in view of the faster
growth of exports of manufactured
products. 16 Exports of resource-based
products of the region have experienced
some encouraging changes, mainly because
of large exports from India. Within the
region, India has been successful in
improving its specialization in terms of
production and exports of medium-

technology products, while exports of
high-technology products have changed at
a slow pace.17
Potential of regional trade
The potential of intra-regional trade in
South Asia has remained untapped.
Analysis shows that more than 55 per cent
of South Asia’s intra-regional trade
potential has not been tapped (table A
5.2). Bilateral trade potential between
most countries of the region has remained
unused. Most importantly, more than
US$1.8 billion worth of trade potential
between India and Pakistan has been
unutilised, which is more than 80 per cent
of existing bilateral trade between these
two countries. The equivalent amount for
Bangladesh and India amounts to US$1.6
billion. Bangladesh’s maximum trade
potential lies at least in a relative sense with
Bhutan, Nepal and Pakistan. Similarly,
Bhutan’s trade potential is relatively high
with Pakistan and the Maldives. Sri Lanka
has used up most of its potential through
existing trade with India and the
Maldives.
Regional trade could directly affect
South Asia’s human development through
employment generation and enhancing
income, thereby contributing poverty
alleviation. Its other effects are related to
work place safety and security, health-

Table 5.16 Export pattern of South Asian countries according to technological
classification, 2000-05
(as % of total export)

Primary
Resource-based
Low-technology
Medium-technology
High-technology
Note:

2000

2001

2002

2003

2004

2005

60.6
(15.4)
15.51
(11.69)
21.45
(2.60)
49.01
(78.57)
10.40
(6.49)
3.63
(0.65)

63.4
(19.3)
15.62
(13.47)
21.29
(4.15)
48.74
(76.17)
10.09
(5.18)
4.26
(1.04)

72.4
(20.0)
14.92
(13.00)
23.48
(5.00)
46.69
(75.50)
10.50
(5.00)
4.42
(1.50)

86.3
(23.8)
13.56
(11.76)
23.75
(5.46)
46.47
(75.63)
11.82
(5.88)
4.40
(1.26)

106.2
(26.9)
12.62
(11.15)
27.50
(6.32)
43.88
(76.21)
11.96
(4.83)
4.05
(1.49)

125.0
(22.2)
13.28
(15.32)
31.76
(10.36)
37.44
(67.57)
13.28
(5.41)
4.24
(1.35)

Figures in the parentheses indicate South Asia excluding India.

Source: Calculated based on UNIDO 2009a.
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Table 5.17 State of socio-economic development in SAARC: A comparative picture
Population below national poverty
line (%) (1999-2005)*
Population below US$1.25 a day
(PPP) (%) (2004-05)*
Life expectancy at birth (2007)
Adult literacy rate (%) (2006-07)*
HDI value (2007)
HDI rank (2007)
Notes:

India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

28.6

32.6

40.0

30.9

22.7

…

…

41.6

22.6

49.6

55.1

14.0**

26.2***

…

64
66
0.612
134

65
54
0.572
141

64
53
0.543
146

64
57
0.553
144

72
91
0.759
102

66
54
0.619
132

68
97
0.771
95

*: Data refer to most recent year available. **: Data refer to 2002. ***: Data refer to 2003. ***: PPP means purchasing power parity.

Sources: MHHDC 2009 Human Development Indicators for South Asia and UNDP 2007.

related issues in the working environment
and maintaining environmental standards,
which have contributed towards human
development of workers employed in the
export-oriented industries. On the other
hand, indirect effects of regional trade are
related to the improvement of workers’
health through rising incomes and overall
betterment of workers’ living levels,
especially in terms of consumption,
expenditure on health and education, etc.
State of human development in South
Asia
South Asia’s overall state of human
development lags behind other
neighbouring regions. The population
below the poverty line ranges from as low
as 22.7 per cent in Sri Lanka to as high as
40 per cent in Bangladesh, where a large
section of the population lives on earnings
of less than US$1.25 a day (see table 5.17).
Life expectancy of South Asian countries,
though augmented in recent years, is still

lower than that of most of the South-East
Asian countries. The adult literacy rate of
South Asian countries has a long way to go
towards achieving universal literacy. As a
result, the Human Development Index
(HDI) value of South Asian countries
ranges from 0.543 to 0.771.18
Compared to South Asia, human
development indicators were better for
South-East Asian countries in the recent
past (table 5.18). HDI in South-East Asia
was 0.652 in 1995, which peaked in 2005
(0.694) and subsequently declined in 2006
(0.687). South Asia as a region has
witnessed its HDI increase from 0.498 in
1995 to 0.617 in 2006, though it remains
lower than that of South-East Asia. Sri
Lanka is well ahead of other South Asian
countries and has experienced relatively
less changes in its indices. Nevertheless,
the improvement of HDI for individual
South Asian countries was difficult to link
with the growth of each country’s intraregional and extra-regional trade. During
2006-08, when the region as a whole

Table 5.18 HDI: South Asia vis-à-vis South-East Asia, 1995-2006

India
Pakistan
Bangladesh
Nepal
Sri Lanka
Bhutan
Maldives
SAARC
ASEAN

1995

2000

2005

2006

Difference
between 1995
and 2006

0.551
0.469
0.415
0.436
0.696
0.347
0.683
0.498
0.652

0.578
0.516
0.511
0.502
0.731
…
…
0.568
0.648

0.619
0.551
0.547
0.534
0.743
0.579
0.741
0.616
0.694

0.609
0.562
0.517
0.53
0.742
0.613
0.749
0.617
0.687

0.058
0.093
0.102
0.094
0.046
0.266
0.066
0.079
0.035

Sources: MHHDC 2009 Statistical proﬁle of trade in South Asia and UNDP 2007.
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Table 5.19 TDI ranking of South Asian countries
TDI rank

Trade and development performance in 2006

2005
(out of 110 countries)

2006
(out of 123 countries)

Trade performance
(rank: out of 123 countries)

Economic and social wellbeing
(score: maximum 400)

96
88
98
106
55

102
86
…
103
60

72
102
…
80
89

198
187
…
169
267

Bangladesh
India
Nepal
Pakistan
Sri Lanka
Source: UNCTAD 2005a.

experienced a higher level of growth in
trade, its performance in improving human
development was not straightforward.
More importantly, improvement in human
development indicators in South Asia was
largely driven by substantial public
expenditure by individual countries, and
the trickling down effects of regional trade
appear to be low.
Trade and Development Index (TDI):
Performance of South Asia
UNCTAD’s TDI attempts to establish the
linkages between trade and human development. The TDI provides a quantitative
estimation of the trade and development
performance of countries by accounting
for the interactions among socio-economic
factors guiding these outcomes. The TDI
considers three sets of determinants of
trade and human development, namely (a)
structural and institutional factors; (b)
trade policies and processes; and (c) level
of development. In terms of trade-

development performance, two indicators
(trade performance and economic and
social wellbeing) have been used to estimate
the extent of trade induced human
development.19
Table 5.19 ranks South Asian countries
in terms of their TDI score during 2005
and 2006. Only India and Pakistan have
been able to improve their TDI rankings
during this period. Bangladesh and Sri
Lanka, on the other hand, saw their TDI
rankings decline, implying that the linkages
between trade and development have
weakened in these two years. Although
intra-regional trade accelerated at a
relatively higher rate after 2005, improvement in human development indicators
could not keep up the pace.
Human development in terms of
human capital, environment sustainability,
economic development, social development
and gender development indicated the
least progress in South Asia during 2006
(table 5.20). While India spends the
highest amount on education (as a

Table 5.20 State of social indicators in South Asia
Economic
development
GDP per
EducaHealth
tion ex- Access to
capita,
expendiAccess to
penditure improved
PPP
improved
ture per
per capita sanitation
constant
capita (%
water (%)
1995
(% of
(%)
of GDP)
GDP)
dollar
1.50
2.30
39.00
72.00
1469
0.90
4.10
18.00
82.00
2292
1.50
3.40
20.00
82.00
1227
1.00
1.80
35.00
87.00
1741
1.80
1.30
89.00
72.00
3141
Human capital

Bangladesh
India
Nepal
Pakistan
Sri Lanka

Environment
sustainability

Source: UNCTAD 2005a.
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Social development

Adult
literacy
rate (%)
41.10
61.30
44.00
41.50
92.10

Gender development

Share of
Gross
GDP per
combined
capita,
enrolment
female to
rate (%)
male
54.00
55.00
61.00
37.00
65.00

0.57
0.38
0.50
0.33
0.57

Share of Share of
Share of
adult
gross
life exliteracy enrolment
pectancy,
rate,
rate,
female to
female to female to
male
male
male
0.62
1.02
1.01
0.67
0.77
1.02
0.43
0.82
0.99
0.53
0.72
1.00
0.95
1.03
1.09

percentage of GDP per capita), the
opposite is true in its expenses on health.
All countries of the region made significant
improvements in providing their citizens
with access to clean water. Sri Lanka has
the highest success rates, in terms of
providing its citizens with access to
improved sanitation. The adult literacy
rate, barring Sri Lanka and India, is also
inadequate in South Asia, as is the case
with overall gender development. With
regard to the empowerment of the female
workforce, Bangladesh and Sri Lanka share
identical scenarios, indicating the
increasing share of women’s participation
in the total work force and their
contribution towards GDP. The development of various social indicators in South
Asia is largely contributed to by
governments’ expenditure on the
development of social sectors. Thus, it
remains a challenge to separate the
contribution of trade-induced growth to
human development.
Likely changes in human development
indicators
Employment generation
Though South Asia has experienced strong
GDP growth rates during the 1990s and
2000s, which is usually argued as trade-led
growth, it does not necessarily reflect
expansion of employment. Indeed, barring
Bhutan and the Maldives, the labour force
participation rate (as a percentage of total
population aged 15-64) decreased for all

other countries between 2000 and 2006
(table 5.21).
Between 1990 and 2003, women’s share
in non-agricultural wage employment in
South Asia increased only by a few
percentage points: from 13 to 18 per cent
in South Asia, 37 to 39 per cent in SouthEast Asia and 38 to 40 per cent in NorthEast Asia.20 The most rapid increase in
employment in South Asia is attributed to
rising exports of textiles and clothing,
which have high tariffs and non-tariff
measures on their export within the region.
Nepal was one of those countries which
was adversely affected by the abolition of
the quota facility in 2005 on exports of
apparels to developed countries (box 5.3).
With the gradual decline in exports of
apparels from Nepal, a large number of
garment factories were closed down after
2005 and a large number of workers,
particularly female workers were retrenched
from these factories.21
Since 2000, the female labour force
participation rate has remained somewhat
stagnant in India, whilst it has decreased
in Bangladesh and Sri Lanka. Only Bhutan,
the Maldives and Pakistan have witnessed
significant progress in terms of an increase
in female participation rates in their total
labour force. Initiatives towards achieving
the potential of intra-regional trade of
South Asian countries would enable the
expansion of employment opportunities
for women.
There is a slow but upward trend in case
of exports of technology-intensive
products, mainly medium-tech products.

Table 5.21 State of selected human development indicators for South Asian countries
Gross national Income (GNI) per
capita, PPP (current international $)
Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan
Sri Lanka

Labour force participation rate, total
(% of total population ages 15-64)

Labour force, female
(% of total labour force)

2000

2005

2006

2000

2005

2006

2000

2005

2006

830.00
2,290.00
1,500.00
2,880.00
800.00
1,690.00
2,490.00

1,120.00
3,590.00
2,210.00
3,870.00
960.00
2,230.00
3,400.00

1,230.00
4,000.00
2,460.00
4,740.00
1,010.00
2,410.00
3,730.00

73.20
62.30
61.40
56.40
66.10
59.20
60.40

72.00
67.10
61.00
61.30
66.20
60.30
59.20

71.90
68.10
60.80
62.20
66.30
60.70
59.10

37.40
30.20
27.67
32.78
40.01
24.69
32.92

36.71
33.15
27.96
38.86
40.43
26.92
32.29

36.65
34.37
28.09
39.60
40.53
27.31
32.26

Source: World Bank 2008c.
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Box 5.3 Impact of MFA phase out on human development in
Nepal
Nepal has faced adverse consequences
from the elimination of quotas on
exports of apparels to developed
countries. A large number of Nepal’s
garments factories were closed down
and a large number of its workers were
laid off, particularly female workers.
Overall, the labour force working
under the RMG sector is gradually
declining in Nepal. Female workers
were the early victims of the
retrenchment process since they usually
operated in less-skilled operations. Due

to the lack of alternate skills and limited
chances to acquire alternate skills in a
short period of time, they have very
limited chances to find alternate jobs.
Women workers in the RMG industry
are often the main household income
earners. Although a sizable number of
workers have lost their jobs following
the closure of RMG firms in the postATC period, those still employed were
found to maintain a certain standard
of living as well as to send remittances
to their families.

Source: SAWTEE 2007.

If this trend continues, increasing demand
for skilled workers is likely to limit the
scope of employment of female workers
who traditionally are low and unskilled
workers. Although trade liberalization and
export-oriented policies have increased
women’s formal job opportunities in South
Asian countries, there has not been a
corresponding decrease in their household
and care responsibilities. In Bangladesh,
increased women’s employment has been
accompanied by reduced leisure time.22
This pattern implies that trade liberalization
has adversely affected care, thereby jeopardizing long-term human development.23
Effects on small and medium enterprises
(SMEs)
Micro, small and medium enterprises
(MSMEs) substantially contribute to
South Asia’s overall economic activity,
especially in terms of employment
generation. With the liberalization of trade
in South Asia, operations of MSMEs have
gradually been connected with international
trade. A study24 analyzed SMEs’ competitiveness in Tamil Nadu (in Southern India)
and found that SMEs are doing better in
some specific industries instead of in all
categories of industries. SMEs serving in
rural areas or in small towns do not face
pressure from imported products as their
access to intricate, socially embedded
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distribution networks linking them to
rural markets appears to be a source of
strength that non-local competitors found
too costly to replicate.25 On the other
hand, SMEs tied to low-end market
segments in large urban or metro areas
appear to be the most vulnerable due to
cheap import competition from overseas
markets.26
Education
Trade is expected to raise education
standards by providing people greater
incentives to improve their skill endowments. In South Asia, between 1990-91
and 2001-02, the number of girls enrolled
in primary school per 100 boys rose from
76 to 85, but still falls far short of parity.
In overall terms, enrolment in South Asia’s
primary education sector increased from
11 per cent to 15 per cent from 2000 to
2007.27
Major education-related indicators of
South Asian countries are however, at a
low level. Adult literacy rates, enrolment
in secondary and higher education, and
government spending on education are at
low levels in most of the countries (Table
5.22).28 Compared to other regions, South
Asia is off-track to achieve the second
target of the Millennium Development
Goals (MDGs).
Increase in income and rising income
inequality
The labour force in South Asia is likely to
benefit directly by tapping the potential of
increasing bilateral trade. The additional
employment that would be generated
through trade can directly contribute to
the employment and income of a large
section of unskilled and semi-skilled
workers. Although the income of these
workforces tends to increase over time
through individual skills upgradation,
often the rise in income does not match
the increase in workers’ productivity.
Rising income inequality in South Asia is
a major concern for policymakers of the

region (table 5.22); the Gini coefficient for
Nepal was as high as 47.2 in 2006.
Alleviating poverty
Regardless of the contraction in
employment growth, there has been a
substantial decline in poverty rates in
South Asia. Between 1990 and 2001, trade
ratios were relatively low and average
growth rates were lower; income poverty
did experience a slow decline and persists
to be a moral issue of concern in the region.
Nevertheless, extreme poverty, defined as
the proportion of individuals in developing
countries who live on less than US$1.25 a
day, has decreased: during 1990, 51.7 per
cent of people belonged to the category of
extremely poor, which reduced to 34.8 per
cent in 2008 and 33.9 per cent in 2009.29
Welfare implications of implementation
of SAFTA
Various analyses support that full
implementation of SAFTA in 2016 is likely
to contribute to employment generation,
and the enhancement of intra-regional as
well as extra-regional exports of South
Asian countries.30 A total welfare gain of
US$858.3 million is likely to be achieved
with full implementation of SAFTA with
the highest gain for India, followed by
Bangladesh and relatively less gain for Sri
Lanka and Pakistan (table 5.23). In view

Table 5.22 Income distribution in South Asia
MDG: Share of income or expenditure
Poorest 10%

Richest 10%

Gini index

3.7
3.6
2.6
4.0
3.0

27.9
31.1
40.6
26.3
32.7

33.4
36.8
47.2
30.6
40.2

Bangladesh (2005)
India (2004-05)
Nepal (2003-04)
Pakistan (2005)
Sri Lanka (2002)
Source: World Bank 2008c.

of implementation of SAFTA, a mixed
outcome is likely in case of output and
generation of unskilled employment (table
5.24). However, intra-regional exports are
expected to increase, where the lion’s share
would be constituted by India and Pakistan.
Global exports of South Asian countries
are also expected to increase by a substantial
amount, except for Bangladesh. In case of
complete liberalization, LDCs of the
region would stand to gain.
Bangladesh’s significant gains are likely
to be in the textiles, apparels and leather
sectors, while some of its sectors would be
losers, such as electronics, transport and
machineries and equipment. India’s gain is
limited to some agricultural sectors, such
as sugar, poultry, dairy, and manufactures
like motor vehicles, while its leather and
apparels will suffer. Pakistan’s major benefit
would be in exports of wheat, horticulture
and textiles. Sri Lanka would receive
marginal gain through SAFTA since it
already has BFTAs with India and Pakistan.
Similarly, Bhutan and Nepal would benefit

Table 5.24 Impact of SAFTA on output, employment and trade

Output
Bangladesh
India
Pakistan
Sri Lanka
ABMN
Note:

2008
2016
2008
2016
2008
2016
2008
2016
2008
2016

-0.01
-0.03
0.00
0.08
0.01
0.02
0.10
0.55
0.03
0.26

Inequality measure

Effect on
unskilled
employment
0.0001
0.0001
-0.00001
0.00002
0.00
-0.0001
0.00
-0.000107
-0.0004
0.0002

Table 5.23 Impact of SAFTA
on welfare
Welfare effects
(US$ million)
Bangladesh
265.8
India
366.0
Pakistan
82.0
Sri Lanka
13.8
Rest of South Asia
130.7
Rest of the world
-438.8
Source: ADB and UNCTAD 2008.

(% change)

Exports to
South Asia

Global
exports

Global
imports

38.08
14.43
3.41
90.44
5.52
102.41
2.52
58.78
20.82
60.32

0.19
4.31
0.09
1.19
0.17
0.77
0.05
0.72
0.74
7.89

0.27
5.47
0.11
1.68
0.19
1.54
0.14
1.98
1.96
11.99

ABMN means Afghanistan, Bhutan Maldives, and Nepal.

Source: ADB and UNCTAD 2008.
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at a limited scale. Manufacturing sectors of
LDCs are expected to face a daunting
situation following the implementation of
SAFTA. The huge workforce involved in
these sectors, mostly SME type and
informally operated, would face challenges
in terms of retrenchment of jobs and the
net impact on human development would
not necessarily be positive, unless adequate
jobs could be ensured for workers employed
in the affected sectors.
Trade restrictiveness of South Asian
countries
In compliance with WTO requirements,
both India and Pakistan have steadily
abolished quota restrictions and reduced
tariff rates. However, in the context of
bilateral trade between India and Pakistan,
tariffs in India remain much higher, on
average, than in Pakistan. By and large,
moves to facilitate trade by SAARC
member countries have been diluted
despite the MFN status. Official tariff rates
and transaction costs (especially hidden
costs) remain higher in South Asia than in
other regions of the world. Such perceptions
are supported by the International
Monetary Fund (IMF) study, where India
and Bangladesh’s trade restrictiveness
measures stand at seven (on a scale from
one to ten), while Pakistan’s index stands
at six and Sri Lanka’s at five (table 5.25).31

Non-tariff barriers (NTBs)
It is evident that as tariff measures went
down during the 1990s, NTBs faced by
SAARC Member states accelerated at the
same time. Most of the NTBs imposed are
related to sanitary and phytosanitary measures (SPS) and technical barriers to trade
(TBT), quota restrictions, anti-dumping
measures, licensing requirements, and
countervailing measures. Documentation
procedures and SAFTA certification have
been strong forms of NTBs amongst
SAARC countries.
SAFTA has not been effective in dealing
with NTBs. Although India is the major
export destination of most countries in the
region, the strong prevalence of a large
number of NTBs has adversely affected
exports of other countries to India. A
number of examples can be put forward
regarding the prevalence of NTBs in South
Asia. In the Indo-Sri Lanka FTA, for
example, tea and garment exports from Sri
Lanka to India can only be cleared at
specified ports. Similarly, the customs
entry points along India’s land borders
with Bangladesh, Nepal, Bhutan and
Pakistan cannot be used to clear items on
the sensitive list. Pakistan has low NTBs
but it applies technical and safety
regulations under WTO rules on trade in
goods. Bangladesh continues to maintain
quantitative restrictions on eggs, poultry
and salt, for which the government has
obtained waivers from the WTO. Sri
Lanka bans the import of tea and spices on

Table 5.25 Ranking of selected countries according to the trade restrictiveness index: World trade indicators*

Bangladesh
India
Pakistan
Sri Lanka
Nepal
Afghanistan
Bhutan
Maldives
Note:

Trade facilitation: Logistics
performance index (LPI)—overall

Trade policy: Trade tariff restrictiveness
index (TTRI)—all goods

Trade Outcome: Real growth in
total trade

2006-08**
87
39
68
92
131
151
129
–

2006-08**
97
115
102
76
121
–
–
–

2006-08**
31
89
160
113
71
–
1
–

*: Out of 209 countries. **: Data refer to recent year available. ***: See Technical Notes for deﬁnitions of LPI, TTRI and real growth in total trade.

Source: World Bank 2008e.
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the grounds of low quality imports. Some
of these NTBs, such as certain items of
national security, health and cultural
interest, are genuine and legitimate.
However, a majority of them are simply
political measures to protect the ‘vote
bank’. If SAFTA fails to phase out NTBs
within a stipulated timeframe, tariff
liberalization will have little positive
impact.
Specific duties, para-tariffs and portspecific destinations—other variations
of NTBs
The regulatory infrastructure poses several
other NTBs in South Asia including paratariffs, which are subjected in addition to
the basic customs duties. Para-tariffs refer
to duties and taxes that are imposed in
addition to the normal ‘border tariffs’.
These constitute domestic taxes charged
either by the central government or the
state governments which could, for
instance, be the countervailing duty of
16.3 per cent levied by India on most
goods to adjust for the Central Excise Duty
and the Special Countervailing Duty of four
per cent that compensates for the Central
Sales Tax and another two per cent to cover
the education cess (taxation with the
specific objective of using the revenues to
build local educational infrastructure).
Other SAARC members also actively
practice the imposition of para-tariffs. In
Bangladesh, there is a significant application
of para-tariffs (e.g., industrial development
surcharges and supplementary duties), to
the extent that 38 per cent of the average
protection is a result of para-tariffs.
Other barriers
South Asian countries often specify the
port of entry for all products or for selective
products. While this approach has been
implemented to curb illegal flows, it also
appears to have been supplemented by
inadequate administrative capacity. The
port-specific restrictions have increased
transaction costs for trading across borders,

and sometimes lead to a virtual blockage
of imports. Other restraints include
sanitary standards, undocumented/illegal
money, documentation requirements for
trade transactions (as well as the average
amount of time spent in fulfilling these
requirements), procedural delays (such as
absence of staff, administrative inefficiencies, excessive department clearances
and signatures), limited vehicle access,
inefficient rail links and transport through
third ports.32 The cost of trading has
increased significantly by virtue of these
indirect costs.
Entrepreneurs of the region suffer from
a dearth of information and restrictions in
their mobility and interaction. Timely and
accurate information on trade-related
matters is difficult to obtain, such as
product specifications, technologies,
prices, exportable surpluses, manufacturers
and distributors of goods, domestic
production and consumption patterns,
market structures, industrial trends,
changes to tariffs and NTBs, trade
regulations, list of banned items and
various other technical requirements.33

If SAFTA fails to
phase out NTBs
within a stipulated
timeframe, tariﬀ
liberalization will
have little positive
impact

Infrastructure constraints
One reason behind the weak trade figures
between South Asian nations is the weak
nature of physical, industrial and communication infrastructure. Land, air and
maritime ports are deemed to be less
efficient and thus lag behind in competition
with their counterparts in East Asia.34
Compared to the couple of hours it takes
for Singapore and Laem Chabang,
Thailand, to clear a vessel, Chittagong port
in Bangladesh takes two to three days.
Similarly, Delhi airport has an average
cargo dwelling time of 2.5 days. Several
studies and estimates have been conducted
to calculate the magnitude of NTBs
emanating from infrastructural deficiencies.
However, some South Asian countries have
been moderately successful in introducing
and augmenting IT infrastructure at some
important border crossings in the last few
years.
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Informal trade in South Asia
NTBs and other across the border
constraints have encouraged many traders
to avoid customs procedures altogether
and led to the smuggling of goods across
borders. Informal trade between South
Asian countries is estimated to be rather
high despite the general notion that as
tariffs come down, informal trade should
be discouraged. Common historical roots
of economic relationships have helped to
sustain trade flows between these countries,
to a large extent through informal, dutyfree routes. Some studies35 have estimated
that total informal trade in South Asia is
worth US$1.5 billion, which is 72 per cent
of formal trade (for the years for which
data are available) (table 5.26). Some
survey results even put the magnitude of
informal trade at more than 100 per cent
of official trade, as in the case of Bangladesh’s
exports to India.36 Legalization of informal
trade and integrating it with mainstream
economic activities is one of the major
challenges confronting South Asian
governments.
Addressing trade-related constraints and
potential future
With the evolving nature of complexity of
trade among nations, costs associated with
moving goods across international borders
are now as important as tariffs in
determining the cost of landed goods. The
ability of countries to deliver goods and
services in time and at low costs is a key
determinant of their participation in the
global economy. Trade facilitation assumes
an even greater importance now in the
Table 5.26 India’s informal trade with South Asian countries

Bangladesh
Sri Lanka
Pakistan
Nepal
Bhutan
Total

Imports

Total trade

299.0
185.5
10.3
180.0
31.3
706.1

14.0
21.8
534.5
228.0
1.2
799.5

313.0
207.3
544.8
408.0
32.6
1,505.7

Sources: Khan et al. 2008 and Taneja 2004.
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arena of international trade given recent
trends in the structure of goods and services
traded and the sophistication of such
products. A 10 per cent increase in trade
costs is estimated to reduce trade volumes
by 20 per cent.37 More alarmingly, for
intermediate goods whose import demand
is high, movements in transport costs can
have severe effects on the volume of trade
flows as a result of ‘trade friction’.
For individual members of the SAARC,
the priority issues relating to trade
facilitation are heavily influenced by the
perspective of the concerned country. For
example, if a country is landlocked (e.g.
Afghanistan, Nepal and Bhutan), the focus
of trade facilitation is likely to be on the
need for an efficient and effective transport
mechanism that services its trade needs,
regardless of distance and the number of
borders to be crossed. The importance and
forms of trade facilitation in the context of
South Asia is, thus, multifaceted given the
mix of geo-strategic positions of its member
countries38 (see box 5.4).
Trade facilitation in South Asia
Major South Asian regional trading
arrangements still fall short of addressing
some core issues with regard to facilitating
trade for development purposes. These
include, among others, provisions related
to automation of customs procedures,
establishing a single window, border agency
cooperation, and exchange of information
among relevant agencies operating in
different countries. Such factors impose
higher costs of doing business across
borders. Coupled with these are the lack of
an integrated multimodal transport system
(road, rail and waterway) which increases
the costs of imports and exports within the
region.39
Although a core objective of trade
facilitation is to reduce barriers such as
excessive documentation in customs
clearance procedures and to bring down
the costs related to exports and imports,
studies show that South Asia, both as a
region and its individual member states,

Box 5.4 Regional connectivity in South Asia
One of the major issues that require
significant attention from policymakers
is that of transit and connectivity. This is
particularly important in the context of
the geo-strategic location of some of the
countries in the region which have the
potential of linking South Asia with the
global economy. This is particularly true
for Afghanistan which can become a land
linked country providing Pakistan with
direct routes to the Central Asia Region,
as well as being a regional hub for trade

and transit between Central and South
Asia, the Middle East and China. A
recent report showed that South Asia,
which previously was a key hub on the
ancient Silk Route connecting Central
Asia, China and the Far East, can regain
the position if meticulously designed
pro-active measures are put in place. The
policy brief made a case for ‘restoring of
the Afghanistan-Pakistan-IndiaBangladesh-Myanmar (APIBM) transport
corridor that could become a new Silk

Road facilitating the emergence of South
Asia as a hub for pan-Asian trade besides
bringing substantial revenue as transit
fees and making the sub-continent more
interdependent.’ The study further noted
that the road link from Kabul to Yangon
via Dhaka (see table 5.27) can be revived
for regional trade with minimal effort
and a distance of about 5,272 km could
be covered in about 12 days.

Table 5.27 APIBM transport corridor
Departure

Arrival

Distance
(km)

Road Condition

From

Country

To

Country

Kabul

Afghanistan

Torkham

Afghanistan

224

Good

Wahgah

Pakistan

607

Good

Petrapole

India

2,042

Good

Bangladesh

168

Good

India

325

Good

Afghanistan-Pakistan Border (Torkham Border)
Torkham

Pakistan

Pakistan-India Border (Wahgah-Attari Border)
Attari

India

India-Bangladesh Border (Petrapole-Benapole Border)
Benapole

Bangladesh

Dhaka

Bangladesh-India (NER) Border (Tamabil-Dawki Border)
Tamabil

Bangladesh

Dawki

India-Myanmar Border (Moreh-Tamu Border)
Moreh

India

Tamu

Myanmar

606

Good

Tamu

Myanmar

Yangon

Myanmar

1,300

Good

Source: RIS 2007.

It is further anticipated that realization
of the APIBM transport corridor will
lead to the creation of a number of trade
hubs in the region. These include
Afghanistan and Pakistan acting as hubs

for regional trade with Iran, the Middle
East and Central Asia, and Bangladesh
becoming a hub for the rest of the region
and other South-East Asian countries. As
for Sri Lanka, it is already acting as a

regional maritime hub in South Asia with
trans-shipments taking place through the
port of Colombo.

Source: RIS 2007.

lags significantly behind the best performers
in the world.
Improvement of trade facilitation in
South Asia: Suggested measures
SAARC Single Window initiative: The
SAARC Secretariat may set up a special
working group to carry forward this
initiative. The Asia-Pacific Economic
Cooperation (APEC) Single Window
initiative can be a reference point in this
regard. Besides, more productive use of IT
has to be made in order to increase

efficiency, effectiveness and transparency
of revenue collections by expediting
customs clearance procedures.
Customs-to-customs cooperation: Harmonization of customs procedures within SAARC
will largely depend on the degree of
cooperation among customs authorities in
the region. With a view to ensuring
effective utilization of the automated
system, SAARC members need to set up
the required infrastructure and provide
training to customs officials and
representatives of the private sector,
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including traders, shipping agents, freight
forwarders, etc.
Authorized economic operator (AEO): The
AEO programme was officially launched
in Europe on 01 January 2008. The ‘SAFE
Framework’, developed by the World
Customs Organisation (WCO), has details
of the conditions and requirements for
AEOs.
Strengthened regulatory framework: SAARC
Members need to undertake a review of
the existing laws and regulations with a
view to modernizing the legal and
regulatory frameworks related to trade
facilitation. Such exercises should be
carried out in light of the standards and
practices set out by the Revised Kyoto
Convention (RKC).
Enhanced risk management procedures: A
state of the art automation system has to
be put in place to ensure acceptable
customs ‘data mining’.
Access to energy for enhancing regional
trade
Amongst the main challenges that South
Asia faces today, meeting an ever-increasing
demand for energy is an important one.
Economic growth in South Asia has been
and continues to be constrained by severe
dearth in energy supply. In order to meet
the growing demand for energy, trade in
energy between countries in the region has

attracted much importance. Future trade
in energy can help to increase trade in
goods which will further help to enhance
human development.
Current status of energy use and its
availability in South Asia
Energy consumption in South Asia is
abysmally poor compared to neighbouring
regions. Energy use of South Asian
countries was 662.6 million oil equivalent
tons with per capita energy use between
0.25 to 1.67 tons of oil equivalent (table
5.28). Per capita electricity consumption
of South Asian countries was the highest
for India (618 kwh) and lowest for Nepal
(86 kwh). However, a substantial rise in
the consumption of energy was observed
between 1990 and 2004. A significant
portion of households of the region has no
access to electricity, as the electrification
rate was less than 50 per cent for most of
the countries.
Table 5.29 presents the levels of energy
usage in South Asia. The region’s energy
supply is largely dependent upon biomass
fuels, which mainly comprise of firewood,
agricultural and animal wastes. In contrast,
ten countries of South-East Asia have
endowments of energy of 22 billion barrels
of oil, 227 trillion cubic feet of natural gas,
46 billion tons of coal, 234 gigawatts of
hydropower and 20 gigawatts of geothermal
capacity. Biomass fuels provide a major
part of the energy supply in Afghanistan,
Bhutan and Nepal; commercial energy is

Table 5.28 Access to energy in South Asia
Total energy
(millions tons
oil equivalent)

Energy use
per capita
(tons oil
equivalent)

35.1
529.2
81.4
7.4
8.5
0.5
0.5

0.25
0.48
0.52
0.38
0.31
0.71
1.67

Bangladesh
India
Pakistan
Sri Lanka
Nepal
Bhutan
Maldives
Source: UNDP 2007.
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Electricity consumption
per capita
(kilowatthours) 2004

(% change)
1990-2004

154
618
564
420
86
229
539

111.0
77.6
61.6
127.0
104.8
126.7
385.6

Electrification
rate (%) 2005
32
56
54
66
33
…
…

Population
without
electricity
(millions)
2005
96.2
487.2
71.1
6.7
18.1
…
…

GDP per unit of energy use
(2000 PPP US$ per kg of
oil equivalent)
2004

(% change)
1990-2004

10.5
5.5
4.2
8.3
4.0
…
…

7.2
37.1
7.7
13.8
18.4
…
…

Table 5.29 Energy and economic indicators for South Asian countries
Total
Afghanistan
Bangladesh
Bhutan
India
Maldives
Nepal
Pakistan
Sri Lanka
Total

7.3
35.1
0.5
529.2
0.5
8.5
81.4
7.4
669.9

Total energy (million tons of
oil equivalent)

Commercial energy

Biomass
energy

Commercial
energy

Oil

Natural Gas

Coal

Hydro

Nuclear

6.9
16.6
0.3
106
0.2
7.4
23.4
3.6
164.4

2.3
18.5
0.2
423.2
0.3
1.1
58.0
3.8
507.4

1.8
4.1
0.1
120.3
0.3
0.8
18.4
3.0
148.8

0.3
13.7
0.0
35.8
0.0
0.0
27.6
0.0
77.4

0.1
0.4
…
237.7
0.0
0.2
4.0
0.0
242.4

0.1
0.3
0.1
25.4
0.0
0.2
7.4
0.8
34.3

0.0
0.0
0.0
4.0
0.0
0.0
0.6
0.0
4.6

Sources: SARI/E 2005 and World Bank 2007c.

largely used in India (79 per cent), Pakistan
(71.3 per cent), and Bangladesh (52.7 per
cent). Coal and oil are the major sources
of commercial energy for the region and
constitute more than three-fourths of
commercial energy used in the region.
India is a major user of these sources,
followed by Pakistan and Bangladesh. The
contributions of wind and solar energy are
not included in the analysis, since these are
still quite insignificant, although their use
is increasing rapidly, particularly in India.
Energy scarcity in South Asia is likely to
increase over time. Demand for energy in
all countries of the region has been
projected to increase by a substantial
amount by 2015. The acceleration in
demand for coal, natural gas and electricity
in India, Pakistan, Bangladesh and Sri
Lanka puts pressure on these countries in
particular, to ensure adequate energy for
industries and businesses. The demandsupply gap will widen unless domestic
supplies are supplemented by imports.
Energy trade of South Asian countries:
Extra-regional and intra-regional trade
Energy trade of South Asian countries is
largely concentrated in the trade of oil,
coal and electricity; there is no incidence
of trade of natural gas (table 5.30). India
substantially imports crude oil (88 per
cent), refinery products (35 per cent), and
coal (90.6 per cent), followed by Pakistan,
which imports these items at 7.9 per cent,

41.3 per cent and 4.1 per cent, respectively.
Export of commercial energy is largely
limited but not non-existent. India exports
refinery products of oil (92.8 per cent),
coal and small amounts of electricity.
Bhutan and Nepal export electricity to
India.
Cross-border trade of energy in South
Asia is relatively low. In fiscal year 2007,
Bhutan exported 5,664 GWh of electricity
to India from three hydropower projects
which have a generation capacity of 1,416
MW. These projects were developed with
substantial grant assistance from India.40
Small amounts of electricity (about 50
MW) are exchanged between India and
Nepal for meeting the demand of isolated
villages on the two sides of the border.
There are treaties already in existence
between India and Nepal related to projects
such as Mahakali Pancheswhar and the
Karnali and Kosi high dams with expected
capacity generation of up to 1,000 MW.
Negotiations are ongoing as regards the
cost of these projects and the ultimate rate
for power, which is supposed to be high;
the generated electricity can be traded to
India, Bangladesh, or other neighbours.
Endowment of energy resources of South
Asian countries and opportunities for
regional cooperation
Most of the South Asian countries can no
longer meet their demand for energy from
domestic resources. They will have to opt
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Table 5.30 Energy trade of South Asian countries, 2001
Oil (000 bbl/day)

Coal (million t/yr)

Crude

Refinery
Products

Coal

Coke

Electricity
(Billion
kWh)

Natural
gas
(BCM/yr)

India

Import
Export

1,574.1
…

156.00
213.48

22.560
2.098

2.518
0.007

1.5
0.3

…
…

Bangladesh

Import
Export

28.0
…

50.90
0.95

0.772
…

…
…

…
…

…
…

Nepal

Import
Export

…
…

15.20
…

0.500
…

…
…

0.12
0.18

…
…

Bhutan

Import
Export

…
…

1.00
…

0.055
…

…
…

0.01
1.38

…
…

Pakistan

Import
Export

141.5
4.9

182.3
13.83

1.011
…

…
…

…

…
…

Sri Lanka

Import
Export

39.1
…

33.80
1.85

…
…

0.001
…

…
…

…
…

Maldives

Import
Export

…
…

2.00
…

…
…

…
…

…
…

…
…

Total

Import
Export

1,782.7
4.9

441.2
230.11

24.898
2.098

2.519
0.007

1.63
1.86

…
…

Source: Quader 2006.

for importing energy and that too at a time
when the worldwide competition for
energy supplies is very strong. The
availability of energy at an affordable price
is likely to emerge as an important challenge
towards economic growth.
Table 5.31 shows the commercial energy
endowments of South Asian countries.
The energy resources endowment of
the South Asia region is relatively small by
world standards. According to the table,
the resource base of natural gas and crude
oil for the region is small against the
current consumption and projected growth
in demand (as is also the case with coal).

Coal reserves are limited in the context of
the current consumption rate and projected
consumption for the next several decades.
Nevertheless, the potential for hydroenergy
in this region is large; Nepal and Bhutan
have the potential to generate hydropower
beyond their foreseeable domestic demand.
These two countries are hence in a strong
position to contribute to meet the energy
needs of the entire region by developing
these hydropower resources for exports to
India, and possibly onwards to Bangladesh
and Pakistan.

Table 5.31 Endowment of energy

Afghanistan
Bangladesh
Bhutan
India
Nepal
Pakistan
Sri Lanka
Total

Oil reserves
(Mt)

Oil
production
(Mt/y)

Gas reserves
(bcm)

Gas
production
(bcm/y)

Coal reserves
(Gt)

Coal
production
(Mt/y)

Hydropower
potential
(MW)

Hydropower
developed
(MW)

12.5
7.8
0.0
786.0
0.0
105.0
16.0
914.8

0.025
0.34
0.00
33.00
0.00
3.10
0.00
36.465

28.3
580.0
0.0
948.0
0.0
1,300.0
0.0
2,856.3

0.11
13.80
0.00
32.68
0.00
28.00
0.00
74.59

0.1
2.2
0.0
25.0
…
185.0
0.0
212.3

0.44
…
0.00
409.00
0.00
3.30
0.00
412.74

745
755
23,760
84,000
43,000
54,000
9,100
215,360

262
230
468
32,300
600
6,500
1,250
41,610

Source: Based on Quader 2006.
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Potential for intra-regional trade
Electricity: The preferred regional
cooperation efforts lie in promoting crossborder electricity trade from the large
hydroelectricity resources of Bhutan and
Nepal to India or through India to
Bangladesh, Pakistan and Sri Lanka. There
also remain possible opportunities for
short-term and long-term exchanges of
small quantities of electricity between
adjacent areas in India and neighbouring
countries. Bhutan’s unexploited hydropower potential exceeds 23,000 MW, and
there is a wide shelf of projects to choose
from. According to an agreement between
Bhutan and India, all of Bhutan’s large
hydroelectric power projects are to export
surplus power to India. Bhutan has other
hydropower resources, estimated at more
than 30,000 MW. An additional capacity
of at least 200 MW per year can be readily
developed for export.
Bhutan is planning to develop these
resources by international investors and
independent power developers. Nepal’s
existing hydropower projects with power
trade to India are becoming expensive and
less competitive. Most of these projects are
located in the Himalayan region, in remote
and inaccessible terrain that possess
unfavourable hydrology and unusually
high sediment loads. Nepal’s hydroelectric
projects could bear fruits for regional trade
when such projects are of large size and
economies of scale, resulting in competitive
prices. The West Seti project represents one
such case.
The potential to generate additional
electricity in the eastern and northeastern
regional grids of India is being considered
as an option to meet the shortages in
Bangladesh. Although several studies have
been conducted exploring the scope of
bilateral trade between India and
Bangladesh, not much progress has been
made towards that end.41 Recently, India
has agreed to export 100 MW of electricity
to Bangladesh.42
Gas: Any energy trade by surface routes
within the region has to pass through

India. Transit facilities may also be required
if a country proposes to purchase energy in
the form of electricity or gas from areas
outside the region such as the Middle East.
On the same note, importing gas from
Myanmar to India would require pipeline
transit through Bangladesh. Countries
providing transit facilities could also access
gas for their use. Currently, Pakistan is
considering the relative benefits and costs
of three gas pipeline projects linked outside
South Asia.
Coal: Coal is one of the energy fuel
resources available in the region in large
quantities. Nevertheless, barring India,
coal-mining has received very little
attention in South Asia. India has emerged
as the third largest producer of coal in the
world after China and the US. Partly
because of the easy availability of oil and
the low prices that prevailed for several
decades, other Asian countries have not
pursued energy development based on
coal. However, the high price of oil coupled
with price volatility has led some countries
of the region (e.g., Pakistan and Sri Lanka)
to increase the use of coal and lignite into
their future energy consumption
projections. Cooperation between the
countries of the region could involve
trading coal, sharing coal-mining
experience, and participating in coalmine
development in neighbouring countries.
India has substantial experience in
producing power-generating equipment
for coal-based thermal power stations.
There are possibilities for sharing the
technology of low-grade coal/lignite use
and for equipment manufacture for coalbased power generation plants.

A regional power grid
would help facilitate
transmission of
electricity within the
region

Regional power grid: A regional power grid
would help facilitate transmission of
electricity within the region. Long-term
arrangements of power sales to countries
other than India would still need the latter’s
support since the transmission lines would
have to pass through India. The
uncertainties regarding the availability of
transmission capacity and the willingness
of India to participate in such regional
Regional Trade in South Asia
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A South Asian energy
market and the
cooperative
development of
diverse energy sources
can increase energy
security in the region

cooperation would have to be addressed by
negotiations on a project-by-project basis.
The consequent delay in the project
completion time would also increase the
cost of transmission. On the other hand,
the sales and purchase arrangements could
be finalized by the parties to the transaction
without having to resort to lengthy
negotiations with governments and government agencies. Bhutan and Nepal could
negotiate power sales to all countries in the
region.
Regional gas grid: A gas grid in the region
could still help these countries obtain gas
from other countries in Central Asia, the
Middle East and elsewhere. Significant
surpluses are available in many countries
to the east and west of the region. Natural
gas from the Middle East and Central Asia
could also be imported by pipeline through
Afghanistan and Pakistan, and gas from
Myanmar could be similarly imported
through Bangladesh.
The creation of a South Asian energy
market and the cooperative development
of the available diverse energy sources in
the region can also help increase the level
of energy security in the region and can
subsequently contribute to achieving a
higher sustained economic growth. This
could lead to a South Asian regional power
and gas market, and competition among
power and gas producers in both public
and private sectors that ensures the
economic and efficient delivery of services
to the consumers in the region. At the
same time, the power system networks of
Bangladesh, Bhutan, India, Nepal, Pakistan
and Sri Lanka can be interconnected in
order to achieve greater efficiency and scale
economies.
Conclusion
South Asia continues to be one of the least
integrated regions in the world despite the
fact that regional countries have experienced
two decades of intensive trade liberalization,
and are signatories of a large number of
bilateral and regional trading arrangements.
Trade policies of South Asian countries
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have a clearly articulated outward-looking
export-driven orientation. While this has
led to an increasing global integration of
their economies, intra-South Asian trade
has continued to be dismally low. Higher
growth of intra-regional trade has the
potential to contribute to human
development in the region through higher
export earnings and higher household
incomes. On the other hand, a higher level
of human development could potentially
contribute to higher intra-regional and
global exports of South Asian countries
through higher quality exportables, export
diversification and greater market access
through higher competitive strength based
on productivity gains. The synergy between
trade and human development will need
to be strengthened if the increasing degree
of openness of South Asian countries is to
be translated into higher human development indicators.
As the analysis in this chapter shows,
formidable impediments constrain greater
flow of commerce and trade within the
region. Para-tariffs, non-tariff barriers,
infrastructural constraints, lack of
connectivity and political conflicts have
severely constrained the realization of trade
potential in South Asia. Although South
Asian countries have gone for RTAs such
as SAFTA, the potential of such cooperation
has remained unrealized because of long
negative lists, stringent rules of origin and
the failure to address trade facilitation
issues. As the analysis indicates, various
initiatives are required, such as the signing
of a mutual framework agreement, capacity
to address SPS-TBT requirements, linking
trade with investment, better connectivity
and trade facilitation, and graduation from
FTAs to comprehensive economic
partnerships that include trade, investment,
services and cooperation in other areas.
Although service-related activities comprise
a large share of GDP of South Asian
countries, trade in services remains at a low
level within the region. The SAFAS, which
is currently under negotiation, needs to be
concluded expeditiously based on a GATS
plus initiative. Realizing intra-industry
trade potential requires a significant

amount of intra-regional and extra-regional
investment that targets both regional and
extra-regional markets. The signing of a
SAARC investment treaty and establishment of integrated production networks

based on comparative advantages within
the region, will be essential to stimulate
the intra-regional and extra-regional trade
of individual SAARC countries.
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Annex 5.1
Table A 5.1 Comparison of SAFTA and some regional BFTAs
Features of trade
agreement

Relevant detail

SAFTA

India-Sri Lanka BFTA

Pakistan-Sri Lanka BFTA

Members

Afghanistan, Bangladesh, Bhutan,
India, Maldives, Nepal, Pakistan
and Sri Lanka.

India and Sri Lanka

Pakistan and Sri Lanka

Entered into force
(year)

January 2006

March 2000

June 2005

40% (for India and Pakistan)

35% (for India)

35% (for Pakistan)

35% (for Sri Lanka)

35% (for Sri Lanka)

35% (for Sri Lanka)

Four digit

Four digit

Six digit

50%

35%

35%

20%

25%

25%

At four or six digit Harmonized
System (HS) classification

Being negotiated

Six digit applicable

India: 1351 items

Pakistan: 206 items

Sri Lanka: 319 items

Sri Lanka: 102 items

India: rest to be phased
out over three years

Pakistan: rest to be phased out
over three years (by 2008)

Single
country
RoO
RoO
Cumulative
RoO

Domestic value
addition
Change in tariff
heading
Minimum aggregate
content
Input from exporting
country
Change in tariff
heading
Immediate zero %

Tariff liberalization
programme
Other items

Tariff rate quota
(TRQ)

30% (for LDCs)

None
Non-LDCs: reduce to 20% over
two years
LDCs: reduce to 20% over three
years

Non-LDCs: reduce to 0-5% over
Sri Lanka: rest to be
next five years
phased out over eight
LDCs: reduce to 0-5% over next 7
years
years

Sri Lanka: rest to be phased
out over five years (by 2010)

India:
Tea: standard duty rate of
7.5% for 15 million kg
and entry through
Cochin and Kolkata
India: offers Bangladesh eight
Apparels: Margin of
million pieces of apparels for dutypreference (MOP) 50%
free treatment under a bilateral
for three million free of
arrangement
duty and another six
million from Indian
materials
Textiles: 25% Margin of
Preference

Pakistan:
Tea : duty-free 10, 000 mt
(4 tariff lines)
Apparels: 35% MOP three
million pieces (21 tariff lines)

Sri Lanka:
Basmati: duty-free 6000 mt
Potatoes: duty-free 1200 mt
Timeline for full
implementation

2016

Source: Compiled from diﬀerent trade agreements.
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2008

2010

Annex 5.2
Table A 5.2 Actual and potential trade within South Asia, (average 1995-2005)
Trading partners
Bangladesh
Bangladesh
Bangladesh
Bangladesh
Bangladesh
Bangladesh
Bhutan
Bhutan
Bhutan
Bhutan
Bhutan
India
India
India
India
Sri Lanka
Sri Lanka
Sri Lanka
Maldives
Maldives
Nepal
Average intra-regional
trade

Bhutan
India
Maldives
Nepal
Pakistan
Sri Lanka
India
Maldives
Nepal
Pakistan
Sri Lanka
Maldives
Nepal
Pakistan
Sri Lanka
Pakistan
Maldives
Nepal
Nepal
Pakistan
Pakistan

Potential trade (US$)

Actual trade (US$)

74,122,629
1,649,726,827
62,313,028
260,668,335
707,113,385
337,726,970
203,427,095
7,757,506
31,459,064
84,788,140
39,226,671
172,314,889
699,049,061
1,884,185,017
871,776,252
383,773,384
35,445,306
142,559,703
27,397,294
73,840,899
299,656,776

1,851,748
1,169,270,758
33,754
5,151,398
176,874,180
17,630,354
89,076,530
794
301,755
369,448
3,192
26,263,194
571,226,702
340,488,988
969,255,660
127,775,924
59,066,225
1,375,802
468
1,988,579
3,955,535

GAP between actual and
potential trade (%)
97.5
29.1
99.9
98.0
75.0
94.8
56.2
100.0
99.0
99.6
100.0
84.8
18.3
81.9
-11.2
66.7
-66.6
99.0
100.0
97.3
98.7

8,048,328,229

3,561,960,989

55.7

Source: ADB and UNCTAD 2008.
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Annex 5.3
A panel data analysis on relationship between South Asia’s trade and human development
Using the method of generalized method of moments (GMM) a panel data analysis has been carried out to determine the impact of trade on human
development. Applying the method used by another study, the exercise has been carried out for South Asia using data of five countries such as
Bangladesh, India, Nepal, Pakistan and Sri Lanka for the period of 1980 to 2006. 43 In order to avoid biased and inconsistent parameter estimates
of ordinary least square (OLS) and generalized least square (GLS) methods, present study constructs an error covariance matrix and applies GMM
to estimate the model.
Since HDI value of each year is not independent and is integrated, the dependent variable for this study is considered to be the changes in the
HDI over adjacent years as:
γit = HDIit – HDIi,t–1
Where, γit is the growth in the HDI for country i in year t.
In this model, growth in the HDI is considered as a distributed lag function of current and past changes in the country’s per capita trade, where
‘trade’ is defined as the sum of exports and imports:
χit = ln

Exportsit + Importsit
– ln
Populationit

Exportsi,t–1 + Importsi,t–1
Populationi,t–1

According to the model, growth rate of HDI in a country (γit ) is a distributed-lag function of the current and past log changes in the country’s
per capita trade (χit,χit–1,….). The function is as follows:
γit = α + β (χit + λχi,t–1 + λ2 χi,t–2 + … + λt χi,0
=α+β

t

∑ λχ
k

k=0

i,t-k

+ μit

Or,
γit = α (1 – λ ) + β χit + λγit–1 + μit – λ μit–1
Where, λ = Distributed-lag
μit = Error term
To estimate impact of global, regional and extra-regional trade on human development, three alternate estimates have been presented taking into
account operation of SAPTA and SAFTA in different time periods. It is to be mentioned that data used for this analysis covered whole period of
the operation of SAPTA i.e. 1995-2005, but it could cover less than a year (2006) of the operation of SAFTA. Table A 5.3 presented the findings
of these exercises.
Table A 5.3 Impact of trade on human development: a panel data analysis using GMM method

Constant
Per capita trade
Distributed-lag
SAPTA
SAFTA

Overall trade
Coefficient
P-value
0.002
0.003
0.0045
0.060
0.6173
0.000
0.0011
0.042
-0.0033
0.032

Intra-regional trade
Coefficient
P-value
0.0024
0.000
-0.0005
0.595
0.5981
0.000
0.0012
0.016
-0.0025
0.094

Extra-regional trade
Coefficient
P-value
0.0021
0.002
0.0054
0.016
0.5964
0.000
0.0012
0.025
-0.0032
0.037

Source: Estimated by CPD.

It is revealed from the exercise that the relationship between trade and human development in South Asia is weak, and none of the three cases
(overall trade, intra-regional trade and extra-regional trade) are found to be significant and in some instances counter-intuitive. The predominance
of extra-regional trade in overall trade reinforces similar kinds of relationship between overall and extra-regional trade on changes in human
development, but both are insignificant. Interestingly, intra-regional trade is negatively associated with growth of human development, however the
result is insignificant. The only variable which shows consistently significant results is distributed lag, which indicates the required time for growth
of HDI at a certain level. In this case, it will require 1.34 to 1.44 years for one-half of changes in HDI growth. 44
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Chapter 6

Policies for Harnessing Trade for Human
Development
Evolution and history of trade policy in
South Asian countries
Evolution of trade policy in South Asian
countries
The trade policies of South Asian countries
have evolved in a similar manner. Most of
the countries of this region were colonies
of the British Empire and gained
independence around 1947-48. Prior to
independence, these countries had fairly
high levels of participation in international
trade but they were also subject to colonial
exploitation by developed countries. This
is also the period when these countries
suffered massive de-industrialization. As a
study1 highlights, India was a major player
in the world export market for textiles in
the early eighteenth century but by the
middle of the nineteenth century, India
had lost all of its export market and much
of its domestic market, primarily to Britain.
Due to this de-industrialization, India and
the rest of South Asia turned into exporters
of primary goods in this period.
Against this backdrop, after their
independence, South Asian countries opted
for inward-looking economic policies
based on import substitution. There were
a number of reasons why these countries
adopted such economic policies. During
the late 1940s, the world was still recovering
from a massive trade contraction which
resulted from the protectionist policies
adopted by most developed countries
during the Great Depression (the so-called
Kindelberger spiral). Also, after about 200
years of British rule, nationalism and self
sufficiency were politically popular options.
However, most importantly, as a result of
de-industrialization during the British era,
South Asian countries were essentially
exporting primary and resource-intensive
goods. The prevalent economic thought

suggested that developing countries2 should
move away from dependence on primary
commodities and try to develop their
industrial sector. This school of thought,
which was popularized by Raúl Prebisch
and Hans Singer during the 1950s, showed
that the net barter terms-of-trade between
primary products and manufactures have
been subject to a long-run declining trend.3
They suggested that this trend will continue
and as a result, gains from trade will
continue to be distributed unequally
between nations exporting mainly primary
products and those exporting mainly
manufactures. The policy implication of
this hypothesis was straightforward. It
suggested that developing countries should
move away from commodity exports and
try to develop their industry behind
protection. This hypothesis lent further
credence to the ‘infant-industry argument’
originally propagated by Frederick List in
the late nineteenth century. Consequently,
during the 1950s, many developing
countries, which were in a position to chart
their own industrial roadmap, followed an
economic policy characterized by import
substitution and industrial development
behind high trade barriers. South Asian
countries followed the same path. They
were also inspired by the policies followed
by centrally-planned economies and placed
significant importance on the development
of public sector enterprizes.4 For all practical
purposes, trade policy only had a residual
role, where it was restricted to the allocation
of foreign exchange, whatever little was
available, to competing demanding
sectors.5
South Asian countries followed this
path of economic development with mixed
success. While these policies allowed some
countries in the region to develop their
industrial base, the overall efficiency of
their industries has been lower than

As a result of deindustrialization
during the British
era, South Asian
countries were
essentially exporting
primary and resourceintensive goods

Most countries of
South Asia started
moving away from
inward-looking
economic policies in
the late 1970s
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international levels. Inward-looking
economic policies and lack of emphasis on
exports also did not allow these countries
to take advantage of the growing world
trade during the 1970s.
However, it should be highlighted here
that despite the low trade focus of South
Asian countries, they were quite active in
the multilateral forum of trade. India,
Pakistan and Sri Lanka were founding
Members of the General Agreement on
Tariff and Trade (GATT). Bangladesh
joined GATT in 1972. Moreover, in the
1960s, some of these countries were also
active in the making of the United Nations
Conference on Trade and Development
(UNCTAD) as a corrective force and
counterweight to the GATT, which was
increasingly perceived as a rich man’s club.
The main focus of trade policy was to
argue to maintain protective barriers for
these countries on developmental and
equity grounds.
Most countries of South Asia started
moving away from inward-looking
economic policies in the late 1970s. The
first to adopt a more outward-looking
economic policy was Sri Lanka, which in
1977 opted for a more open and exportoriented economic policy. Bangladesh,
India and Pakistan gradually started
liberalizing their industrial and trade policy
in the mid-1980s. Since then, these
countries have moved towards a strategy of
development based on export-orientation,
liberalization and privatization. To make
their economies more globally integrated,
they have initiated trade liberalization,
moved away from a regime of quantitative
restrictions (QRs) to one based on tariffs,
and reduced their average level of
protection. The only exceptions to this
general trend have been the two smaller
and landlocked countries of this region,
viz. Bhutan and Nepal. These two countries
started pursuing trade liberalization much
later.
The big break in the trade policy of
these countries came in 1995 with the
establishment of the World Trade
Organization (WTO). Bangladesh, India,
Pakistan and Sri Lanka joined the WTO
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as founding Members. Nepal joined the
WTO in 2003 and Bhutan is an associate
Member and is in the process of accession
to the organization. Along with their
participation in multilateralism, South
Asian countries are increasingly participating in Regional Trade Agreements (RTAs).
They are involved in a large number of
Preferential Trade Agreements (PTAs) and
Free Trade Agreements (FTAs) including
one involving all South Asian countries
(the South Asian Free Trade Agreement
[SAFTA]). Also, a number of bilateral
trade deals have been signed among the
countries of this region.
Despite these bilateral and regional
agreements, trade among South Asian
countries remains low compared to other
regions of the world. There are a number
of reasons for this. One possible reason is
that South Asian countries share a number
of common economic features which
reduce trade complementarity among
them. Secondly, most of them still do not
have a broad base of industrial products.
Consequently, the possibility of intraindustry trade based on product
differentiation is also limited. Moreover,
they are not yet involved in an intra-South
Asia production network. Studies indicate
that there are possibilities of intra-South
Asia production networks with India as the
production hub, however, due to a number
of reasons this has not materialized so far.
A report by the Asian Development Bank
(ADB),6 suggests that lack of regional
integration in South Asia is because of its
poor logistics infrastructure, and weak
service and production supply chains that
link suppliers via vertically integrated trade
networks to customer demand. Political
differences and lack of intra-regional flow
of foreign direct investment (FDI) have
also played their role in this matter.
Trade policy of South Asian countries is
thus largely a result of these similar socioeconomic characteristics and developmental
concerns. However, these countries are not
homogenous and there are differences
among them and their trade policies and
international negotiating positions.

Similarities and differences among
countries of South Asia and how these
affect trade policy formulation in these
countries
The similarities and differences among
South Asian countries not only drive the
trade patterns of the region but also show
up in their trade policies and negotiating
positions in international fora. These
factors influence the way trade policies are
formulated in these countries and also
guide their economic interests. The most
important elements of commonness of
interest among these countries are discussed
below.
In the agricultural sector of South Asia,
a very high proportion of farmers are small
farmers who take to farming not as a
commercial proposition, as in the case of
developed countries, but because they do
not have any other alternative means of
livelihood and the land has been passed
down to them for generations. Agriculture
in rural areas is more of a matter of
subsistence than a business venture.
Naturally, these small farmers stand grave
risks if they are exposed to international
competition. Hence, most South Asian
countries have a serious defensive interest
in agriculture, even though a few countries
may also have some export interests because
of the emergence of some limited export
enterprises in agriculture. Also, all South

Asian countries have an interest in
improving their domestic food production
significantly as it is dangerous for them to
depend structurally on imported food.
This shapes the medium-term and longterm interests of most of the countries in
the region.
One can also see broad similarities in
the manufacturing sector of South Asian
countries. There are some manufacturing
sectors like ‘textiles and garments’ and
‘leather and leather products’ where South
Asian countries are quite efficient and
competitive in the world market. However,
in most other sectors, they are not as
efficient as other developing countries like
China or the Association of South-East
Asian Nations (ASEAN). What is also
notable is that in manufacturing, most of
these countries compete in the lower end
of the value chain. Though South Asian
countries are gradually moving up the
value chain, overall the sophistication level
of their manufacturing exports remains
low (figure 6.1). A study7 observes that
Pakistan, Bangladesh and Sri Lanka are
highly dependent on textile and clothing
in their exports. However, while Bangladesh
and Sri Lanka have done relatively well in
terms of export earnings from these
products, the sophistication of the group
as a whole is growing slowly. India is ahead
of other South Asian countries in terms of
sophistication and diversity of its exports.

Figure 6.1 Regional export sophistication, 2000
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However, India still has quite a high
percentage of its merchandise exports in
low-value added items. As a result, a very
high percentage of exports of this region
are quite price sensitive and remain
susceptible to exchange rate fluctuations.
On the other hand, large segments of
the manufacturing sector in these countries
are uncompetitive and protected by high
tariff barriers. Removal or steep reduction
of tariff barriers in these segments is likely
to lead to large-scale job losses. Given these
problems, not surprisingly, in WTO NonAgricultural Market Access (NAMA), there
is significant coherence among the
positions of South Asian countries.
However, there are some important
differences among these countries as well.
In trade in services, India is a major
exporter and has more offensive interests
than other countries in the region. In this
context, the difference between India and
other South Asian countries can be
understood from the fact that while India’s
share in global services exports was 2.72
per cent in 2008, Bangladesh, Pakistan and
Sri Lanka had 0.02, 0.06 and 0.05 per cent
shares respectively.8 Not surprisingly, India
is much more active in multilateral
negotiations on services.
The second major distinction stems
from the different status accorded to these
countries in the WTO. Among the WTO
Member countries, India, Pakistan, and Sri
Lanka are designated as developing
countries. However, Bangladesh and Nepal
come under the category of least developed
countries (LDCs).9 Generally, LDCs get
preferential (sometimes duty and quota
free) market access in most developed
countries, including the Quad countries
(the United States (US), the European
Union (EU), Canada, and Japan).
Therefore, LDCs have different concerns
in market access negotiations in the WTO.
Also, WTO rules have so far exempted
LDCs from making any reduction
commitments in some key areas. The Doha
Round of negotiations also proposed that
these countries will not be under any
obligations to reduce their market access
barriers. Given these fundamental
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differences between the treatment of
developing and least developed countries,
it is likely that the negotiating agendas of
South Asian countries will not always
coincide. In fact, in some cases, these
countries may well have conflicting
negotiating positions in the WTO.
However, as mentioned before, globally
South Asia is one of the poorest regions
and home to the highest number of poor
and vulnerable people in the world. The
majority of this vulnerable population is
concentrated in the agricultural sector and
in the unorganized segments of the
manufacturing and services sectors. These
people hardly have any social safety nets or
unemployment benefits. Their ability to
cope with any negative economic shock is
extremely limited. Given these constraints,
it is likely that the governments of this
region will be careful in adopting policies
for further trade liberalization.
The task of South Asian governments
has become more complex because a
number of research organizations, think
tanks and non-governmental organizations
(NGOs) have come up in the region. These
institutions represent different pressure
groups and may represent conflicting
interests. The emergence of these
institutions has allowed domestic stakeholders to have much more say in
government policy formulation. As almost
all South Asian countries are now
democracies, managing the conflicting
views of domestic constituencies and
aligning these interests with international
commitments and negotiating quid-proquos have become major policy
challenges.
Major challenges faced by South Asian
policymakers
Agricultural trade and the vulnerable
population of South Asia
For the policymakers of South Asia, the
biggest area of concern is going to be
agriculture. This is one area where it will
be extremely difficult to align domestic
concerns with the international pressure

for further trade liberalization. During the
Uruguay Round, these countries have
agreed to liberalize their agricultural sector
as part of a single undertaking in the
WTO. The Agreement on Agriculture
(AOA) was one of the most promising
agreements for developing countries as it
proposed to eliminate the distortions in
world agricultural trade and promised
significant improvement in market access
for developing countries. However, the
implementation and effectiveness of the
AOA has been one of the biggest
disappointments of the WTO. After the
implementation of the AOA it was found
that between 1995 and 2003, developing
countries only secured a marginal increase
in their market share in agriculture. A
regional breakup of developing countries
further reveals that the increase in market
share was due to the good performance of
Latin American countries (table 6.1). As
the table shows, the share of developing
Asia has remained stagnant at 16.5 per
cent during the period 1995 to 2003.
Moreover a study 10 highlights that
during the course of the implementation
of the AOA, agriculture exports from
developed to developing countries have
increased, while exports from developing
countries have not. A set of studies of 14
developing countries by the Food and
Agriculture Organization (FAO) for the
first four years (1995-98) of the
implementation period of the AoA11, point
out that with very few exceptions, the
growth of food imports far exceeded the
growth of agriculture exports in the
countries under study. The ratio of food
imports to agriculture exports for 11
Table 6.1

countries under the studies were found to
be higher in 1995-98 than in 1990-94.
The increase in this ratio was particularly
high in some cases, e.g., 86, 80 and 49 per
cent in Senegal, Bangladesh, and India
respectively. The study finds that there
were immediate surges in food imports but
agriculture exports could not be raised due
to weak supply, market barriers and
competition from subsidized exports. The
FAO study cites instances of the severe
problems faced by domestic production on
account of the adverse impact of imports
on a sizeable population engaged in
agricultural production and trade. Another
study12 analyzes the impact of WTO trade
liberalization on South Asian countries.
Using data for the period 1991-2002, the
study shows that the impact of the WTO
on these countries has been largely
negative.
The poor performance of these countries
is not totally unexpected. It is now quite
apparent that though the AOA has
succeeded in reducing the widespread use
of QRs in agriculture trade, agriculture
still remains a distorted sector. Some
countries have devised ways to comply
with the rules of the AOA and still maintain
a fairly high level of import restrictions.
Moreover, some large developed countries
have managed to comply with WTO rules
and yet maintain high agricultural
subsidies. Using some loopholes in the
Agreement, these countries have retained,
and in some cases increased, the overall
level of subsidy given to their farm sector.
As a result, the gains of developing
countries from agricultural trade liberalization have been less than expected.
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Moreover, for South Asian countries, the
structural constraints of their agricultural
sector and certain domestic factors also
played a role in their poor export
performance.
However, the opening up of the
agricultural sector to international trade
has made the farming communities of
developing countries vulnerable as they
now face unfair competition and the
problem of protecting their domestic
markets from cheap and subsidized exports
from developed countries. Farm subsidies
artificially depress the international prices
of agricultural goods and consequently
lower the incomes of farmers in developing
countries. Subsidized and artificially cheap
exports from developed countries can also
displace domestic production in developing
countries and hence can have a negative
impact on the farming community in these
countries. For example, commodities like
wheat, coarse grains, sugar, dairy products,
and cotton attract high levels of subsidies
in developed countries. These commodities
are of great significance for livelihood and
food security in developing countries and
exposing farmers to unfair competition in
these sub-sectors can threaten their
livelihoods.
Till the Uruguay Round, most South
Asian countries maintained QRs as they
faced balance of payment (BOP) problems.
Article XVIIIB of the GATT 1994 provided
a legal basis for such a measure. As QRs are
non-price based instruments and are
physical restrictions on the volume of
imports, they essentially insulate domestic
markets from the price signals of
international commodity markets. They
also help domestic production by protecting it from international competition.
However, BOP provisions have been
tightened in WTO agreements and it has
become very difficult to maintain or
initiate QRs. Member countries have little
option but to dismantle the QRs and move
to a tariff only regime. Unlike QRs, tariff
is a price-based mechanism and therefore,
under this regime, the instability of
international commodity prices is likely to
be transmitted directly to domestic
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markets.13 This threat of volatility increases
the risk perception of farmers and creates
further uncertainty for them.
The Doha Round of negotiations aims
to liberalize agriculture trade further by
bringing down agricultural tariffs quite
significantly. However, it is uncertain
whether this will result in better market
access for agricultural exports from South
Asian countries. It is recognized that
improvement in market access will depend,
to a large extent, on whether South Asian
countries will be able to compete with
other efficient agricultural exporters.
However, almost all South Asian countries
are currently going through a period of
stagnation in their agricultural sector. They
also suffer from poor infrastructure and
lack adequate logistical support for their
agricultural exports. Given these domestic
constraints, it is uncertain whether they
will be able to compete with the more
efficient agricultural exporters from Latin
America and other parts of Asia. Therefore,
even if tariff liberalization opens up some
market access at the margin, it is uncertain
whether South Asian countries will be in a
position to benefit from this. 14 The
situation is somewhat better for LDCs as
WTO negotiations indicate that they will
be given zero tariff access for most of their
products in developed countries. This
potentially opens up some market access
for them in most developed and some
developing country markets. It remains to
be seen whether South Asian LDCs can
take advantage of this market opening.
As far as the defensive interests of South
Asian countries are concerned, the impact
of the WTO tariff reduction formula will
depend, to a very large extent, on the exact
formula adopted for agricultural tariff
reduction. It is notable here that LDCs
have been exempted from tariff reduction
commitments in this Round. Therefore,
they will not have to undertake any tariff
reduction under the WTO rules. For the
developing countries of this region, the
Doha Round of tariff reduction
commitments will greatly reduce the
overhang between bound and applied tariff
rates, which in turn, will reduce the policy

flexibility available to them. Given the
international volatility of commodity
prices, this lack of flexibility is likely to
increase the vulnerability of the agricultural
sector of these countries. In this context, it
will be paramount for developing countries
to have access to defensive instruments like
Special Safeguard Measures (SSM) and
Special Products (SP). Overall, the WTO
Member countries of South Asia must
remain extremely cautious about opening
up their agricultural sector. As agriculture
is not a commercial proposition but a
means to secure subsistence and livelihood
for most farmers of this region, these
countries should make no commitments
which may threaten their livelihood and
food security. It will be up to the
policymakers not to get into any deal
which can threaten the food and livelihood
security of more than 700 million people
of this region.
Trade and industrial policy in the present
trade regime
The problem in non-agricultural goods is
somewhat different from the agricultural
sector. This is mostly because the Doha
Round of trade talks is the ninth round of
talks on industrial tariffs. As agriculture
was out of the GATT (for all practical
purposes), the Doha Round is only the
second round of talks. As a result, rules are
still evolving in agriculture. Hence they are
legally less tight and provide some flexibility
in interpretation and implementation.
However, most of the kinks have been
worked out in the case of non-agricultural
goods and the complexities in the current
round of talks are far less than in agriculture.
That being said, NAMA rules have raised
concerns of intruding into the policy space
of developing countries and restricting
their options to pursue trade and industrial
policies suitable for their level of
development.
The crux of the debate revolves around
the concepts of static and dynamic
comparative advantage. The WTO
implicitly works on the principle of static
comparative advantage and assumes that

countries will specialize in their respective
areas of comparative advantage as dictated
by their resource endowments or
technology. Given this premise, WTO
rules try to promote free trade by the
gradual reduction of tariff rates and also
include a number of provisions to ensure
that countries do not indulge in unfair
trade practices. These include rules like
anti-dumping measures and countervailing
duties to prevent predatory pricing,
‘technical barriers to trade’ to ensure that
standards are met, Trade-Related
Intellectual Property Rights (TRIPS) to
ensure that copyrights and patents are not
violated, etc. However, there are enough
reasons to question the basic premise of
the WTO that countries should focus on
present factor endowments and
technologies to develop their export
sectors. A number of authors (Eric Reinert,
Yilmaz Akyuz, Ha-Joon Chang and Mehdi
Shafaeddin to name a few) have questioned
the basic premise of trade specialization
based on static comparative advantage.
They argue that universal and across-theboard WTO policies may lead to premature
trade liberalization, which would seriously
affect the industrialization process of
developing countries. These authors cite
the actual experiences of successful early
industrializers to show that the role of state
and interventionist trade and industrial
policies are crucial to promote dynamic
comparative advantage in countries.
During the 1960s, South Korea’s traditional
exports consisted of resource-intensive
low-end products like fish, cheap apparel,
wigs and plywood. In the late 1960s, the
South Korean government set up the
Pohang Iron and Steel Company (POSCO).
South Korea had no ‘comparative
advantage’ in steel at that time as it
possessed neither iron ore nor coal. However, the government actively protected
and nurtured POSCO through a mix of
protection and incentives and today,
POSCO has become one of the most
efficient steel makers in the world. This is
an example of how interventionist policies
can lead to dynamic comparative advantage
for an economy. There are numerous
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examples across the world which show that
countries have progressed by developing
comparative advantage in high-technology
areas rather than getting stuck into exports
of low-value added goods which were
dictated by the principles of static
comparative advantage.
The export baskets of most South Asian
countries are still quite skewed in favour of
agricultural goods or light manufacturing
goods. Therefore, it is important for them
to move up the value chain. This is
becoming more important because the
adverse terms-of-trade problems that were
highlighted by the Prebisch-Singer
hypothesis about primary goods, gradually
seems to be catching up with light
manufacturing goods as well. The only
escape from this problem is through higher
value addition and moving up the value
chain. This also reduces the risks of volatile
demand that come from exchange rate
fluctuations (as higher value products tend
to be less price sensitive). However, the
present WTO regime will not allow full
flexibility to these countries to pursue the
development models used by successful
industrializers of the past. It is up to
policymakers to ensure that the WTO
recognizes the different economic and
developmental needs of countries and
allows them to pursue appropriate trade
and industrial policies. Otherwise, if South
Asian countries are forced to specialize
based on their static comparative advantage,
they will be pegged at the lower end of the
value chain and this will hurt their longterm economic objective.
What is even more disturbing is that the
restriction of policy space may be even
more pronounced in some RTAs. Most
new RTAs, especially North-South RTAs,
tend to cover much more than the
liberalization of tariffs and quotas. Most of
these RTAs have provisions on enforcement
of labour laws, environmental laws,
services, intellectual property rights (IPRs)
issues, competition policy, government
procurement and investment. It is notable
that many of these provisions, especially
issues like labour and environment,
investment and competition policy are no
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longer on the mandate of WTO
negotiations. These issues have been
dropped from the Doha Development
Agenda (DDA) mostly because of strong
opposition from developing countries.
However, most North-South FTAs contain
these issues and because of the asymmetry
in negotiating power in such RTAs,
developed countries not only manage to
include these new issues but also impose
stricter rules on issues like TRIPS and the
opening up of services on developing
countries. In fact, RTAs are also being used
by some developed countries to remove
controls on capital flows.15
Inclusion of these clauses in the trade
agreement leads to a number of problems
for developing countries. First, they
reinforce the problems and further reduce
the policy space available to developing
countries. It is important to note that the
provisions of most North-South RTAs go
well beyond WTO rules and are likely to
impose many more restrictions on
developing countries. It will also force
countries to adopt more ‘market-friendly’
measures in areas like investment and IPRs
issues. As the UNCTAD Trade and
Development Report 2007 16 points out,
these new RTAs have increasingly included
provisions for deeper integration among
countries and include policies which
require a much higher degree of
harmonization of national policies with ‘a
reform agenda that favours greater freedom
for market forces’. For a developing
country, where the level of industrialization
is not high, such measures can have serious
negative impacts on its industrialization
and the growth of its economy.
The global financial crisis and managing
its impact
The third big problem that policymakers
currently face, is how to deal with the
impact of the financial crisis that the global
economy is presently going through. The
world is experiencing probably the biggest
economic downturn since the Great
Depression. The financial problems
emerging out of the sub-prime mortgage

crisis in the US have snowballed into a
full-fledged financial crisis all over the
world. To make the situation more
complex, this crisis almost coincided with
a massive increase and subsequent slump
in international commodity prices.
The financial crisis has led to a major
slowdown of world demand. Globally,
around 43 per cent of total merchandise
imports were accounted for by three
countries—the US (19 per cent), EU (18.4
per cent) and Japan (5.8 per cent) in 2007.
These countries are also responsible for
almost 45 per cent of global services
imports. The slowdown of economic
activity in these countries pulled down the
level of international trade in 2008. Import
growth started slowing down from the first
quarter (Q1) of 2008 but a major decline
in export volumes started from Q3 of 2008
and continued well into 2009 (figure 6.2).
Though there has been a bit of a recovery
in Q2 of 2009, international import
volumes are down to the 2006 levels in
that period.
It is notable from figure 6.2 that the
decline of imports from North America,
the EU and Japan has played a major role
in the slump in global demand. WTO
projections now indicate that on a year-onyear basis, a nine per cent trade decline is
expected to happen in 2009. Figures
released by the WTO also show that in real
terms, Europe registered the slowest export

growth of any region in 2008, with an
expansion of just 0.5 per cent, down from
4 per cent in 2007. Imports by European
countries contracted by one per cent in
2008. North America also suffered from
trade slowdown. While its exports grew by
1.5 per cent in 2008, imports contracted
by 2.5 per cent in real terms.17 The decline
of imports in developed countries hurts
developing countries, as developed
countries account for a significant share of
the exports of developing countries. Such
a decline is especially disastrous for
developing countries that are highly trade
dependent.
If one uses the ‘trade-to-GDP ratio’ as a
proxy for trade dependence, it shows that
the trade dependence of South Asian
countries has significantly increased since
the 1980s. The trade-to-GDP ratio for the
South Asian region was below 20 per cent
till about 1990. Since then, these countries
have moved away from inward-looking
economic policies and adopted a strategy
of development based on exportorientation, liberalization and privatization.
Consequently, their trade-to-GDP ratio
started rising rapidly, and climbed up to
52 per cent by 2008. However, in spite of
this sharp rise in trade openness, South
Asia is still one of the least globally
integrated regions of the world (figure 1.1
in chapter 1).

Figure 6.2 Quarterly international trade data: World imports, 2005-09
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Figure 6.3 Share of exports going to Europe and North and Central
America, 2008
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As the impact of the financial crisis has
been much greater in developed countries,
it will be important to check the dependence
of South Asian countries on the markets of
developed countries (figure 6.3). The
figure shows that Bangladesh and Sri Lanka
have fairly high levels of dependence on
developed country markets. For India the
level of dependence is moderate and for
Bhutan, it is the lowest. Therefore, as far
as merchandise trade is concerned, any
demand contraction coming out of
developed countries is likely to affect
Bangladesh and Sri Lanka more than other
South Asian countries. Moreover, unlike
South-East Asian countries, South Asian
countries are not yet part of any global
production network. Therefore, these
countries do not suffer from any major
indirect demand contraction which might
come through this channel.
It must be highlighted here that so far
in this analysis, only merchandise trade has
been considered. Among South Asian
countries, India and Nepal have high
dependence on services exports. Exports of
services are about 62 and 30 per cent of the
value of exports of goods in India and
Nepal respectively. 18 Nepal is highly
dependent upon tourism services for its
foreign exchange earnings. Whereas, in the
case of India, exports of information
technology (IT) and related services like
Business Process Outsourcing (BPO) and
Knowledge Process Outsourcing (KPO)
are important. Exports of professional
services like accountancy and healthcare
are also becoming important for India.
What is worrisome for India is that the
134
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Indian IT and BPO market is very highly
skewed and the US and UK account for
about 80 per cent of that market.19 As both
these countries are part of the epicenter of
the financial crisis, there is an apprehension
that there may eventually be a significant
negative impact on the Indian IT-BPO
segment.
Trade in developing countries has also
been hurt by the lack of availability of
trade credit. Trade finance has suffered
because of shortage of liquidity to finance
trade credits and due to a somewhat
irrational aversion to risks by lending
agencies. This has emerged as a major
impediment for exporters from developing
countries. Another factor which developing
countries will have to contend with is
increased protectonism in the policy
packages of developed countries. Though
the Group of 20 (G-20) declaration of 2
April 2009 reiterated its commitment to
remove protectionist barriers, the real
impact has not been observed yet.
Reduction of trade through demand
contraction and lack of trade finance can
have a negative impact on the domestic
economies of South Asian countries
through two broad channels. It can affect
employment, wage and work conditions in
the tradable sectors and can also slow down
the rate of growth of the domestic economy.
As discussed in chapter 1 of this report,
due to the low integration of South Asia in
the world market, the direct impact of the
financial crisis on these countries will be
lower than on other regions of the world.
However, due to increased casualization,
high wage inequality, lack of social safety
nets and the poor human development
record of many countries of this region,
South Asia has the maximum number of
vulnerable workers and working poor
among the world. The financial crisis is
likely to exacerbate this problem as it is
quite likely that these countries will
experience a decline in nominal wage rates
in some industries. Anecdotal evidence
indicates that this is already taking place in
the export-oriented sectors in many other
developing countries. Together with the
increase in food and fuel prices in most

developing countries, this will put
significant pressure on real wage rates.
According to the Global Wage Report
2008/09, in 2008-09, the average real wage
growth rate in Asia Pacific is unlikely to
exceed 1.0 per cent (lower than the global
estimate of 1.1 per cent), and wages may
actually fall in countries with low economic
growth. The report also indicates that
higher prices will threaten to erode the
value of earnings for low-paid workers.
One study20 also highlights the possibility
of some firms making use of the crisis to
implement long-term downsizing
strategies. It also points out that firms are
employing ‘short work’ regulations, which
reduce the income of workers by cutting
down their working hours. As fallout of
these factors, there is an apprehension that
social tensions are likely to intensify in this
region over wage cuts and be compounded
by the pressure of job cuts and wage-related
disputes.
Another factor which may hinder the
labour market in these countries, is the
lack of ability of workers to shift jobs
among different sectors. Severe demand
contraction in some of the major external
markets means that there are likely to be
major job cuts, especially in exportoriented industries. For example, in India,
a survey conducted by the Ministry of
Labour and Employment states that in the
last quarter of 2008, half a million workers
lost their jobs. The report highlights that
the most affected sectors are exportoriented sectors like gems and jewellery,
transport and automobiles.21 In countries
with a large domestic market, it can be
assumed that some compensatory new jobs
may be generated in the non-traded sectors.
However, these sectors may or may not
absorb the displaced labour. How many
displaced workers are actually absorbed
will depend upon the ability of workers to
shift jobs between sectors. In most
developing countries this transition will
not be easy. It requires significant
resources and time to train a worker for
this kind of inter-sectoral shift and most
workers in these countries may not possess

the resources required to go through this
training.
The non-traded sector will not be
directly affected by a crisis which is
transmitted via a reduction of foreign
demand. However, the global economic
crisis is going to pull down the rates of
growth of countries all over the world.
Estimates by the IMF indicate that South
Asian countries will also have to scale down
their growth estimates. Lower overall
growth will affect non-traded sectors as
well.
Policy options for South Asian
countries
The WTO trade talks: Going round and
round
The challenges faced by South Asian
policymakers can be broadly divided into
two sets. The first set of problems comes
from the working of the present trade
regime and the unequal economic power
of the North and South. Traditionally
developing countries have been dependent
upon developed countries for trade and
investment. Developed countries provide
developing countries a big market for their
goods and being capital rich, they also act
as a source of foreign capital to capitalscarce developing countries. Developing
countries compete among themselves to
get a part of the market share and foreign
capital from these countries. This arrangement leads to an unequal distribution of
economic power, where developed
countries have a lot more leverage and
control over developing countries. South
Asian countries are no exception. As
mentioned before, most South Asian
countries have high dependence on the
markets of developed countries. As a result,
these countries face the same kind of
pressure when they negotiate with
developed countries either at bilateral or
multilateral forums. Therefore, quite
predictably, till the Uruguay Round of
trade talks, developing countries had very
little voice in GATT/WTO negotiations
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and it was the Quad (the US, EU, Canada
and Japan) countries who dominated
decision-making in these negotiations.
Lack of participation by developing
countries also resulted from the lack of
trained manpower to decipher the complex
legal wordplay of GATT/WTO rules. Not
surprisingly, the Uruguay Round text of
the WTO was subsequently found to be
much more favourable to developed than
developing countries. It did not bring the
promised benefits to developing countries
and in some cases has worsened their
situation. The dejection of South Asian
countries about the WTO is nicely
summarized in a trade policy review
document of Pakistan.
It says: ‘…Uruguay Round had not
brought fundamental changes, and the
disadvantages faced by developing
countries had been further exacerbated;
these countries had not gained any
meaningful increase in market access in the
key areas where they have a clear
comparative advantage (textiles and
agriculture). Services had been liberalized
in sectors of primary interest to developed
countries (e.g. telecoms, financial services).
The costs to developing countries of the
WTO Agreement on TRIPS were becoming
evident, and the Agreement on TradeRelated Investment Measures (TRIMS)
was having an equally harmful effect on
the endeavours of developing countries to
build their industrial base. The asymmetries
in the multilateral trading system had
contributed to the growing inequalities
and asymmetric benefits between countries;
‘unfair’ implementation of multilateral
trade rules had to be rectified before
addressing new areas of liberalization’.22
Given such strong sentiment of
developing countries against the Uruguay
Round, the Doha Round of trade talks
promised to correct some of the imbalances
of the Uruguay Round. The Doha Round
pledged to make the developmental needs
of developing countries a cornerstone of
WTO policies23 and witnessed much more
active participation from them in trade
talks. Higher awareness and better
understanding about international trade
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rules and laws, more pressure from their
domestic constituencies, and the realization
that non-participation will further worsen
their position in global trade, may have
pushed developing countries to become
more assertive in the WTO. Consequently,
the Doha Round saw the emergence of
developing countries as a strong stakeholder
in the WTO negotiations. The G-20 has
emerged as an especially strong
counterweight to traditional big players in
the WTO.
However, the Doha trade talks are not
progressing well and even after eight years
of discussions, one still does not know
when this round of negotiations will
conclude. This status quo is perpetuating
the existing imbalances of the system. So
far the failure to secure a developmentfriendly deal in the Doha Round is being
defended by negotiators saying ‘no deal is
better than a bad deal’.24 However, this
delay in securing a closure of the Doha
Round is hurting the multilateral trade
regime quite badly. The promised benefits
of the DDA, like the Duty Free Quota
Free access for developing countries, have
not materialized and this is increasing the
level of frustration among Member
countries.25 There is also an apprehension
that some developed countries are trying
to dilute or ignore some of the development
objectives of the Doha Round. This is a
dangerous trend and this lack of trust
among countries can derail the WTO trade
talks.
The other issue which is becoming
extremely important is that of increased
protectionism. This issue can be best
tackled by the WTO. It will be important
for the WTO to ensure that larger players
are not violating the basic principles of
non-discrimination in the WTO.
Overall, it will be important to push for
a fair deal in the Doha Round of trade
talks. It will be important for developing
countries to work as a group and demand
their legitimate rights in the trade
negotiations. It will be particularly essential
to get some safeguards for their agricultural
sector which is still home to a very large
number of poor and vulnerable people.

Is regionalism the answer?
As multilateral trade talks are not
progressing, most countries are opting to
increase trade through bilateral channels.
However, RTAs are also not free from
problems. As discussed before, NorthSouth RTAs exacerbate the power
imbalance between trade partners. This is
evident from the fact that many NorthSouth RTAs are now pushing WTO-plus
clauses. Secondly, as a study26 argues, by
pushing aggressive trade treaties on a
bilateral basis, developed countries are
weakening the power of developing
countries in multilateral trade negotiations.
Thirdly, in North-South RTAs, developing
countries are accepting long-term
commitments in exchange for uncertain
and often transient market access promises.
In such RTAs, developed countries manage
to push through a number of conditions
like stricter TRIPS regulations, highly
unfavourable Bilateral Investment Treaties
(BITs), a wide range of market access
openings and extraneous clauses like labour
and environmental rules. These can have
serious long-term repercussions on a
developing country. Whereas stricter
TRIPS laws can lead to serious issues like
the availability of life saving drugs and
medicines at an affordable price, BITs can
restrain the options of developing countries
to use FDI as a policy instrument to
improve the sectoral/regional balance of
their economy. BITs are particularly
troublesome not only because they are
used to introduce harsh labour and
environmental commitments on developing countries but also because their clauses
try to align a developing country’s financial
and legal systems to market-oriented
systems which favour such enterprises.
This can have serious implications for
developing countries.
In this context, South-South trade
blocks may emerge as a viable alternative
to developing countries for expanding
their market. With growing income in
many parts of the developing world, this
may provide many countries from the
South with significant market access. There

might be some concerns about lack of
trade complementarities among the
developing world. But it can be pointed
out here that developing countries are
currently a diverse lot and have enough
variety in their export basket to generate
sufficient trade among themselves. Also,
with increased industrialization, it will be
possible for some developing countries to
engage in intra-industry trade and allow
their firms to exploit the economies of
scale.
This policy option should be studied
carefully by trade policymakers from South
Asia. Despite being one of the most
populous regions of the world, South Asian
countries do not trade much among
themselves. So far countries have tried to
improve intra-South Asia trade by reducing
tariff barriers. However, this has not given
much of a boost to trade within South
Asia. Recent studies tend to indicate that
the real obstacle to higher trade among
South Asian countries may have to do
more with high logistics and transaction
costs, which are an outcome of procedural
and regulatory inefficiencies of this region.
Along with reducing trade barriers, the
governments of this region should focus on
improving trade-related infrastructure
such as land customs stations, approach
roads, railway links, and banking and
communication facilities and facilitate the
construction of warehouses and containerization. Development of production
networks can only happen if the logistic
chain is developed.

South-South trade
blocks may emerge as
a viable alternative to
developing countries
for expanding their
market

The recent economic crisis and possible
policy options
In international trade, there are two broad
sets of problems which developing
countries currently face due to the
economic crisis. The first one deals with
the declining demand for goods and
services from developed countries. The
second one is the lack of availability of
trade finance. It is expected that these
problems can be tackled if general trade
demand picks up and there is less
uncertainty in the economy. The G-20 has
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announced US$250 billion of support for
trade finance. The International Finance
Corporation (IFC) and ADB are also
trying to boost trade credit providing
liquidity and guarantees. 27 It is also
expected that the cost of trade finance is
likely to come down as most governments
are lowering target interest rates to offset
the higher spreads.
In the first problem, the general policy
prescription has been to stimulate domestic
demand of developing countries through
fiscal and monetary policies to offset the
demand contraction in international
markets. While this is a possible solution
for some countries, it is important to
remember that in the developing countries
of South Asia, there are a number of
structural rigidities which may come into
play if there is a forced drive to pump up
domestic demand. This may lead to
inflationary pressure coming out of the
sectors with structural rigidities (like
agriculture). Secondly, while boosting
domestic demand through stimulus is a
possible option for bigger countries, it is
not an option for smaller developing
countries. In this context, South-South
trade blocks may emerge as a viable
alternative to developing countries to
expand their market. There might be some
concerns about the lack of trade
complementarities within the developing
world. However, it can be pointed out here
that developing countries are currently a
diverse group and have enough variety in
their export basket to generate sufficient
trade among themselves. Also, with
increased industrialization, it will be
possible for some developing countries to
engage in intra-industry trade and allow
their firms to exploit the economies of
scale.
The policy packages to tackle problems
associated with the financial crisis have so
far broadly fallen under fiscal stimulus (tax
concessions of different category, subsidies
of different types, excise cuts, export
concessions and incentives to companies),
and monetary policy measures including
lower interest rates and greater liquidity
supply to the market. Monetary
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interventions and easing liquidity
conditions can work to the desired level
only if there is an adequate demand for
loanable funds from the real economy.
Given the demand contraction, one does
not see a major demand for funds for new
projects from the private sector. Hence it
is unlikely that only easy money policy will
take countries out of recession. On the
other hand, by pushing down the rate of
interest too low, the monetary authority
may create two major distortions in the
economy. First, by changing the relative
price of capital and labour it might lead to
even more labour substitution by various
industries. This will not only lower the
share of wages in gross domestic product
(GDP) even more but it may also indirectly
reduce demand by putting more money in
the hands of people with a higher marginal
propensity to save. Secondly, one might
argue that bringing down borrowing rates
too low raises the possibility of replicating
the debt-driven consumption boom which
was one of the main reasons for the present
crisis.
However, in the context of South Asian
countries, what might work better for
many countries is an increase in public
investment in infrastructure and social
sectors. There is a big need for infrastructure
in many developing countries and increased
public investment in this sector will not
only improve the productive capacity of
the economy but will also boost domestic
demand through the multiplier effects.
Public investment in social sectors is very
low in most countries in the region (see
table 6.2) and the marginal social return
on the money spent on social sectors will
be very high for most of them.
In the same vein, one can also argue that
policy measures should try to target the
most vulnerable sections of the population.
Programmes like employment guarantee
schemes and direct transfers to the poor
will address the vulnerability of a large
section of the population. Moreover,
targeting people with a high marginal
propensity of consumption will ensure the
generation of effective demand for
domestic consumption goods. Countries

Table 6.2

Expenditure on health and education
As a percentage of GDP
Public
expenditure
on health

Private
expenditure
on health

Total
expenditure
on health

Public
expenditure
on education

Public
expenditure
on health

Private
expenditure
on health

Total
expenditure
on health

Public
expenditure
on education

2.0
0.9
2.5
0.3
1.0
1.6
6.9

2.3
4.1
1.6
1.8
2.2
4.1
8.5

4.3
5.0
4.6
2.2
3.1
5.6
15.4

2.1
3.2
5.7
2.9
2.6
3.8
5.9

77.9
22.4
120.3
9.4
10.4
15.0
3,033.8

89.6
102.0
64.2
42.5
25.4
41.0
3,737.3

167.5
124.5
184.5
51.9
35.8
55.9
6,771.1

…
94.6
224.6
54.3
28.9
34.0
2,594.1

7.0

1.1

8.1

5.4

2,285.8

359.2

2,645.0

1,763.3

Sri Lanka
India
Bhutan
Pakistan
Bangladesh
Nepal
US
United
Kingdom
Notes:

On per capita basis (US$)

*: Countries are sorted by their Human Development Index (HDI) rank. **: Data on health expenditures refer to 2004, education expenditures are for the
period 2002-05, per capita ﬁgures are calculated using the per capita GDP ﬁgures given in the latest HDI table. The per capita GDP ﬁgures refer to the year
2006.

Source: UNDP 2007.

must ensure that the most vulnerable
segments of the population are not ignored
in a bid to provide all types of rescue

packages and incentives to the private
corporate sector.
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Technical Notes

Logistics performance index (LPI)

Export similarity index

Sk = ∑ ni = 1min (Sij , Sik ) x 100
Where Sk = similarity index with country k
Sij = share of product i in total exports of country j
Sij Sik = share of product i in total exports of country
k (for competing country)
Trade complementarity index
The TC between countries k and j is defined as:

TCij = 100 – sum(|mik – xij | /2)
Where, xij is the share of good i in global exports of
country j and mik is the share of good i in imports
of country k. The index is zero when no goods are
exported by one country or imported by the other
and 100 when the export and import shares exactly
match.
Revealed comparative advantage (RCA)

RCAij =

Xij / ∑ Xij
i

∑ Xij / ∑ ∑ Xij
j

i

j

The numerator represents the percentage share of a
given sector in national exports— xij are exports of
sector i from country j. The denominator represents
the percentage share of a given sector in world/
regional exports. When RCA equals 1 for a given
sector in a given country, the percentage share of
that sector is identical with the world/regional
average. Where RCA is above 1 the country is said
to be specialized in that sector and vice versa where
RCA is below 1.
Intra-industry trade index
Grubel-Lloyd Intra-industry trade (G-L IIT) index
of home country with a country j and industry i
is:

GLij = 1

| Xij – Mij |
Xij – Mij

Where, Xij = Export of country ‘j’ of product ‘i’
Mij = Import of country ‘j’ of product ‘i’

LPI reflects the overall perception of a country’s
logistics based on over 1,000 responses to a survey
of logistics performance evaluated in seven key
subcategories. These categories include: efficiency of
customs and other border procedures, quality of
transport and IT infrastructures, international and
domestic transportation costs, ease of shipments and
logistics competence, and tracking ability and
timeliness of shipments. The value of the index
ranges from 1 to 5, with a higher score representing
a better performance.
Trade (most favoured nation) tariff restrictiveness
index (TTRI)
It captures the trade distortions that each country’s
MFN tariffs impose on its import bundle using
estimated elasticities to calculate the impact of a
tariff schedule on a country’s imports. It is the
uniform equivalent tariff that would maintain the
country’s aggregate import volume at its current
level (given heterogeneous tariffs). This index is
calculated by the World Bank using UNCTAD
TRAINS and COMTRADE databases.
Trade outcome: Real growth in total trade (%)
It is calculated as the average annual growth rate of
the total exports and imports in goods and services
(Balance of Payments), deflated by import and
export prices maintained by DECPG (Development
Prospects Group) 2000. This indicator reflects the
trade expansion of a country over the period.
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UNCTAD 2007.
WTO 2009h.
WTO 2009b.
NASSCOM 2008.
Onaran 2009.
Nichenametla 2009.
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gains that the multilateral trading system
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developing countries. We seek to place their
needs and interests at the heart of the Work
Programme adopted in this Declaration.
Recalling the Preamble to the Marrakesh
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countries, and especially the least-developed
among them, secure a share in the growth of
world trade commensurate with the needs of
their economic development. In this context,
enhanced market access, balanced rules, and
well targeted, sustainably financed technical
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This seems to be a catch phrase among
negotiators and observers. Negotiators from
both developed countries (for the US view see
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countries (for India see here http://commerce.
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25. In the recently concluded Geneva Ministerial,
the Minister of Commerce from Bangladesh
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delay in DDA outcome is denying the LDCs
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conclusion of Doha Round.’
26. Bhagwati and Panagariya 2003.
27. IFC has expanded its Global Trade Finance
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Note on Statistical Sources for
Trade Tables

The special trade data for this Report have
been collected from various international
sources. Principle international sources
include the UN system, specifically the
Food and Agriculture Organization of the
United Nations (FAO), the International
Labour Organization (ILO), the
International Monetary Fund (IMF), the
United Nations Conference on Trade and
Development (UNCTAD), the United
Nations Educational, Scientific and
Cultural Organization (UNESCO), the
World Trade Organization (WTO) and
the World Bank.
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Since regional international comparability is limited for data obtained from
national sources, serious effort has been
made to use international data wherever
available. Even though data in international
sources is not as current as the one available
in national sources, preference was given
to the former due to the nature of the data
required. There is however, a scarcity of
international and national data for both
Bhutan and the Maldives.
Extra care has been taken to ensure that
the information provided in the tables is
both reliable and consistent.

1. Profile on Trade
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

14.5

14.1

14.6

12.6

11.0

21.9

20.2

14.4

…

50.2

59.9

169.2

26.0

30.3

…

36.9

62.7

…

Trade of goods and services as % of GDP
— 1990
16.5
— 1995
23.1
— 2000
28.2
— 2007
42.0

41.2
40.0
31.8
42.8

21.2
32.9
37.6
51.7

34.4
60.7
56.1
49.8

70.7
84.4
87.4
71.2

…
…
185.3a
103.1b

164.6
166.2
153.1
210.4

20.6
27.4
30.9
43.6

52.2
68.4
78.6
81.1

Exports of goods and services (billion US$)
— 1990
22.59
— 1995
37.41
— 2000
59.06
— 2007
230.27

7.02
9.85
10.41
21.16

2.06
4.43
7.21
13.98

0.41
1.02
1.31
1.43

2.35
4.62
6.37
9.43

…
…
0.44a
0.48b

0.18
0.32
0.46
0.86

34.61T
57.64T
85.26T
277.60T

994.06T
1,705.67T
2,404.49T
6,038.10T

Imports of goods and services (billion US$)
— 1990
29.67
— 1995
44.98
— 2000
70.71
— 2007
263.54

9.45
14.40
13.12
39.99

4.32
8.03
10.50
21.41

0.84
1.65
1.77
3.71

3.32
6.38
7.90
13.61

…
…
0.46a
0.49b

0.18
0.35
0.50
1.36

47.78T
75.78T
104.96T
344.12T

997.96T
1,840.36T
2,333.74T
5,548.42T

Average annual growth rate of exports of goods
— 1990-95
10.6
— 1995-2000
9.6
— 2000-07
21.5

and services
7.0
1.1
10.7

(%)
16.5
10.2
9.9

20.2
5.0
1.3

14.4
6.6
5.8

…
…
1.6c

12.2
7.5
9.4

11.1
8.6
18.5

11.4
7.1
14.1

Average annual growth rate of imports of goods and services (%)
— 1990-95
8.7
8.8
13.2
— 1995-2000
9.5
-1.9
5.5
— 2000-07
20.7
17.3
10.7

14.4
1.5
11.1

13.9
4.4
8.1

…
…
1.5c

14.5
7.7
15.5

9.3
7.6
18.9

13.0
4.9
13.2

Exports of goods and services as % of GDP
— 1990
7.1
— 1995
10.5
— 2000
12.8
— 2007
19.6

17.5
16.2
14.1
14.8

6.8
11.7
15.3
20.4

11.2
23.3
23.8
13.8

29.3
35.4
39.0
29.2

…
…
91.5a
51.0b

83.2
79.7
73.2
81.1

8.6
11.8
13.8
19.2

26.0
32.9
39.9
42.2

Imports of goods and services as % of GDP
— 1990
9.3
— 1995
12.6
— 2000
15.4
— 2007
22.4

23.6
23.7
17.7
28.0

14.3
21.2
22.3
31.3

23.1
37.4
32.3
36.0

41.4
49.0
48.4
42.1

…
…
93.8a
52.1b

81.4
86.5
79.9
129.3

12.1
15.6
17.1
24.5

26.1
35.5
38.7
38.8

Trade balance on goods and services as % of GDP
— 1990
-2.2
-6.1
— 1995
-2.1
-7.5
— 2000
-2.5
-3.7
— 2007
-2.8
-13.2

-7.5
-9.5
-7.0
-10.9

-11.9
-14.1
-8.5
-22.1

-12.1
-13.6
-9.4
-12.9

…
…
-2.3a
-1.2b

1.9
-6.8
-6.7
-48.2

-3.5
-3.8
-3.3
-5.3

-0.1
-2.6
1.2
3.4

Average tariff rate (%)
Applied
— 2007
Bound
— 2007
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Continued
India

Pakistan

Composition of exports of goods and services (XGS)
Food and agricultural raw materials (as % of XGS)
— 1990
15.6
15.5
— 1995
16.4
12.7
— 2000
10.2
11.7
— 2007
6.9
9.9
Manufacturing (as % of XGS)
— 1990
56.2
62.7
— 1995
59.8
67.4
— 2000
44.6
73.6
— 2007
40.4
65.0
Services (as % of XGS)
— 1990
20.5
20.4
— 1995
18.1
18.9
— 2000
28.2
13.3
— 2007
36.8
17.8
Composition of imports of goods and services (MGS)
Food and agricultural raw materials (as % of MGS)
— 1990
5.7
16.6
— 1995
6.4
18.5
— 2000
5.5
14.2
— 2007
4.1
7.0
Manufacturing (as % of MGS)
— 1990
40.7
42.2
— 1995
40.9
45.7
— 2000
24.3
38.8
— 2007
37.6
43.0
Services (as % of MGS)
— 1990
20.5
21.9
— 1995
22.8
20.4
— 2000
27.1
17.2
— 2007
18.2
21.9
Employment by sectord
Agriculture (as % of total)
— 1990-91
— 1998-2000
— 2005-07
Industry (as % of total)
— 1990-91
— 1998-2000
— 2005-07
Services (as % of total)
— 1990-91
— 1998-2000
— 2005-07

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

17.1
11.2
8.0
7.1

8.1
3.0
6.4
14.1b

32.6
20.8
19.4
19.5

…
…
…
…

…
19.9
12.8
17.2b

15.9
15.3
10.2
7.6

18.1
15.1
10.2
10.3

62.8
71.8
80.3
80.5

41.7
28.2
41.0
47.9b

43.6
60.1
62.5
56.8

…
…
…
…

…
6.8
11.0
0.1b

57.1
61.2
51.5
47.6

43.2
52.9
53.2
51.6

19.0
15.8
11.3
11.6

50.0
66.3
38.7
35.8

18.7
17.7
14.7
18.8

…
…
6.8a
13.8b

56.4
73.3
76.1
73.4

20.8
18.8
24.9
31.9

15.1
16.2
14.5
14.1

20.4
16.7
19.1
20.8

17.5
9.8
13.7
14.0b

16.9
14.3
12.3
10.5

…
…
…
…

…
20.2
19.8
15.5b

8.7
8.9
8.1
6.4

11.2
9.7
8.5
7.5

46.8
56.0
57.3
51.9

54.0
30.1
40.5
40.6b

52.4
60.9
55.6
55.8

…
…
…
…

…
47.2
47.6
47.1b

41.9
43.1
29.9
40.0

55.1
60.5
60.0
56.8

16.2
19.1
15.4
13.5

19.9
19.0
11.3
19.5

19.2
18.8
20.5
19.1

…
…
7.7a
14.5b

21.7
22.3
22.1
19.7

20.2
22.1
24.5
18.2

19.8
18.8
18.0
16.5

…
…
…

47.4
47.3
43.6

66.4
62.1
48.1

81.2
76.1
65.7

41.4
41.6
31.3

…
…
43.6

25.2
13.7
11.5

57.6
55.3
46.4

…
…
…

…
…
…

19.8
17.1
21.0

13.0
10.3
14.5

2.7
9.8
13.4

25.7
22.5
26.6

…
…
17.2

22.4
19.0
24.3

16.0
14.0
18.0

…
…
…

…
…
…

32.7
35.6
35.4

16.2
23.5
37.4

14.7
14.0
20.1

29.6
33.4
38.7

…
…
39.2

48.5
50.2
59.8

24.1
28.8
35.3

…
…
…

Notes: a: Data refer to 2001. b: Data refer to 2006. c: Data refer to 2001-06. d: Data refer to recent year avaliable.
Sources: Row 1: WTO, UNCTAD and ITC 2008 and MHHDC staff computations; Rows 2, 7, 8, 9, 10, 11: IMF 2009c, UNCTAD 2008, 2009c, World Bank
2009g and MHHDC staff computations; Rows 3, 4, 5, 6: IMF 2009c, UNCTAD 2008, 2009c and MHHDC staff computations; Row 12: ILO 2009b.
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2. Merchandise Trade
India

Pakistan

Bangladesh

Average tariff rate (%)
Applied
Agriculture
— 2007
34.4
15.8
16.9
Non-agriculture
— 2007
11.5
13.8
14.2
Bound
Agriculture
— 2007
114.2
95.6
192.0
Non-agriculture
— 2007
36.2
54.6
34.4
Agricultural trade as % of agricultural GDP
— 1990
4.5
23.0
10.2
— 1995
8.2
21.7
12.1
— 2000
7.3
14.9
14.8
— 2007
12.2
19.6
32.6
Exports of agriculture (million US$)
— 1990
3,075
987
160
— 1995
5,494
1,018
130
— 2000
4,950
1,069
99
— 2007
16,748
2,025
340
Imports of agriculture (million US$)
— 1990
1,085
1,399
767
— 1995
2,224
2,426
1,079
— 2000
2,877
1,795
1,684
— 2007
7,774
3,723
3,951
Average annual growth rate of exports of agriculture (%)
— 1990-95
12.3
0.6
-4.1
— 1995-2000
-2.1
1.0
-5.3
— 2000-07
19.0
9.6
19.2
Average annual growth rate of imports of agriculture (%)
— 1990-95
15.4
11.6
7.1
— 1995-2000
5.3
-5.8
9.3
— 2000-07
15.3
11.0
13.0
Exports of manufacturing (million US$)
— 1990
12,702
4,398
1,295
— 1995
22,360
6,633
3,181
— 2000
26,317
7,656
5,791
— 2007
93,076
13,746
11,249
Imports of manufacturing (million US$)
— 1990
12,073
3,990
2,021
— 1995
18,395
6,580
4,499
— 2000
17,157
5,089
6,014
— 2007
99,130
17,183
11,118
Average annual growth rate of exports of manufacturing (%)
— 1990-95
12.0
8.6
19.7
— 1995-2000
3.3
2.9
12.7
— 2000-07
19.8
8.7
9.9
Average annual growth rate of imports of manufacturing (%)
— 1990-95
8.8
10.5
17.4
— 1995-2000
-1.4
-5.0
6.0
— 2000-07
28.5
19.0
9.2
Net agricultural trade (US$ million)
— 1990
1,990
-412
-607
— 1995
3,270
-1,408
-948
— 2000
2,072
-725
-1,585
— 2007
8,974
-1,698
-3,612

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

14.0

23.1

41.4

18.4

30.0

…

12.4

9.1

18.9

20.5

12.0

…

41.4

50.0

…

48.0

117.9

…

23.7

19.7

…

35.1

37.6

…

9.1
11.0
12.9
14.1

58.6
44.4
54.4
74.1

25.3
37.1
30.2
8.7

…
…
…
…

7.9
10.6
9.6
15.9

…
…
…
…

48
39
43
145

745
672
1,002
1,202

11.6
17.0
13.8
7.0

0.002
0.000
0.075
0.006

5,027T
7,369T
7,177T
20,467T

…
…
…
…

123
164
247
345

494
659
767
1,601

16.2
20.5
24.5
12.9

32.230
60.639
77.264
175.047

3,916T
6,632T
7,472T
17,582T

…
…
…
…

-4.4
1.9
19.1

-2.1
8.3
2.6

8.0
-4.0
-9.2

…
…
-30.3

8.9
-1.9
17.7

…
…
…

6.0
8.5
4.9

5.9
3.1
11.1

4.8
3.7
-8.8

13.5
5.0
12.4

13.9
4.5
14.3

…
…
…

170
289
536
549a

1,026
2,773
3,980
5,359

…
…
…
…

…
21.5
50.4
1.1a

19,591T
35,257T
44,331T
123,979T

429,547T
902,626T
1,278,263T
3,114,016T

453
495
718
1,054a

1,742
3,889
4,390
7,593

…
…
…
…

…
162.7
237.3
545.1a

20,279T
34,020T
33,605T
136,623T

549,473T
1,112,856T
1,400,060T
3,150,001T

11.1
13.2
0.4a

22.0
7.5
4.3

…
…
…

…
18.6
-47.1a

12.5
4.5
17.0

16.0
7.2
13.6

1.8
7.7
6.6a

17.4
2.5
8.1

…
…
…

…
7.8
14.9a

9.9
-0.8
24.8

15.2
4.7
12.3

-74
-125
-205
-200

252
13
235
-399

-5
-4
-11
-6

-32
-61
-77
-175

1,111T
738T
-295T
2,885T

…
…
…
…
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Continued
India

Pakistan

Bangladesh

Net manufacturing trade (US$ million)
— 1990
629
408
-726
— 1995
3,965
54
-1,319
— 2000
9,160
2,567
-223
— 2007
-6,054
-3,437
131
Composition of merchandise exports (MX)
Food and agricultural raw materials (as % of MX)
— 1990
19.6
19.5
21.1
— 1995
20.0
15.6
13.3
— 2000
14.2
13.5
9.0
— 2007
11.0
13.0
8.0
Manufacturing (as % of MX)
— 1990
70.7
78.7
77.5
— 1995
73.0
83.0
85.2
— 2000
62.1
84.8
90.5
— 2007
64.0
79.0
91.0
Composition of merchandise imports (MM)
Food and agricultural raw materials (as % of MM)
— 1990
7.2
21.3
24.3
— 1995
8.3
23.3
20.7
— 2000
7.6
17.1
22.6
— 2007
5.0
13.9
24.0
Manufacturing (as % of MM)
— 1990
51.2
54.1
55.9
— 1995
53.0
57.4
69.2
— 2000
33.3
46.8
67.7
— 2007
46.0
55.0
60.0
Composition of exports of food and agricultural raw materials (AX)
Food (as % of AX)
— 1990
79.4
47.7
67.8
— 1995
93.5
75.4
80.0
— 2000
91.3
78.1
84.4
— 2007
81.8
90.9
75.0
Raw materials (as % of AX)
— 1990
20.6
52.3
32.2
— 1995
6.5
24.6
20.0
— 2000
8.7
21.9
15.6
— 2007
18.2
9.1
25.0
Composition of imports of food and agricultural raw materials (AM)
Food (as % of AM)
— 1990
44.8
81.4
77.9
— 1995
51.7
76.2
83.7
— 2000
57.9
80.7
73.1
— 2007
60.0
63.9
70.8
Raw materials (as % of AM)
— 1990
55.2
18.6
22.1
— 1995
48.3
23.8
16.3
— 2000
42.1
19.3
26.9
— 2007
40.0
36.1
29.2
Composition of manufacturing exports (MANX)
Chemical products (as % of MANX)
— 1995
13.9
0.8
3.5
— 2000
16.9
1.9
1.4
— 2006
20.2
3.2
1.4

162

Human Development in South Asia 2009

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

-283
-206
-181
-505a

-716
-1,116
-410
-2,235

…
…
…
…

…
-141
-187
-544a

-688T
1,237T
10,726T
-12,645T

-119,926T
-210,230T
-121,797T
-35,986T

16.3
8.9
10.5
21.3a

40.1
25.3
22.7
24.0

…
…
…
…

…
74.5
53.7
59.5a

20.0
18.7
13.6
11.2

21.3
18.0
11.9
12.0

83.5
83.7
66.8
72.2a

53.6
73.0
73.3
70.0

…
…
…
…

…
25.3
46.2
0.5a

72.2
75.5
67.7
68.7

50.9
63.2
62.2
60.0

21.9
12.1
15.4
17.3a

20.9
17.6
15.5
13.0

…
…
…
…

…
26.1
25.4
19.4a

10.9
11.4
10.4
7.7

14.0
11.9
10.4
9.0

67.4
37.1
45.6
50.2a

64.9
75.0
69.9
69.0

…
…
…
…

…
60.7
61.0
58.8a

52.5
55.2
39.0
48.8

68.7
74.5
73.1
68.0

81.5
87.5
95.7
94.4a

85.5
83.0
93.0
91.7

…
…
…
…

…
99.0
99.9
100a

75.1
90.0
89.3
83.5

79.7
80.8
80.9
83.3

18.5
12.5
4.3
5.6a

14.5
17.0
7.1
8.3

…
…
…
…

…
1.0
0.1
0.0a

24.9
10.0
10.7
16.5

20.3
19.2
19.1
16.7

67.8
81.0
77.3
88.4a

91.4
90.9
91.6
92.3

…
…
…
…

…
91.9
92.8
82.5a

53.1
58.6
62.7
66.5

71.8
71.0
74.4
77.8

32.2
19.0
22.7
11.6a

8.6
9.1
8.4
7.7

…
…
…
…

…
8.1
7.2
17.5a

47.0
41.4
37.3
33.5

28.2
29.0
25.6
22.2

1.4
12.7
20.9

1.3
1.0
1.8

…
…
…

0.0
0.0
0.0

11.1
13.4
16.2

…
…
…

Continued
India

Pakistan

Bangladesh

Machinery and transport equipment (as % of MANX)
— 1995
12.9
0.6
1.9
— 2000
12.7
1.2
1.4
— 2006
19.7
2.3
1.1
Other manufactured goods (as % of MANX)
— 1995
73.2
98.6
94.6
— 2000
70.4
96.9
97.1
— 2006
60.0
94.5
97.5
Composition of manufacturing imports (MANM)
Chemical products (as % of MANM)
— 1995
32.7
30.0
14.7
— 2000
27.0
39.4
16.7
— 2006
21.4
23.9
15.8
Machinery and transport equipment (as % of MANM)
— 1995
42.9
51.0
21.2
— 2000
45.3
40.3
28.9
— 2006
53.6
53.3
36.0
Other manufactured goods (as % of MANM)
— 1995
24.4
19.1
64.0
— 2000
27.6
20.3
54.4
— 2006
25.0
22.8
48.3
High-technology goods exports as % of merchandise exports
— 1990
2.40
0.06
0.13
— 1995
4.32
0.04
0.03
— 2000
5.02
0.39
0.20
— 2007
5.32
1.37
0.28d
Exports diversification
Number of commodities exportedg
— 1995
240
138
73
— 2006
254
204
149
Diversification indexh
— 1995
0.589
0.781
0.674
— 2006
0.538
0.733
0.832
Concentration indexi
— 1995
0.142
0.245
0.357
— 2006
0.142
0.230
0.400
Imports diversification
Number of commodities imported
— 1995
233
225
218
— 2006
251
245
239
Diversification index
— 1995
0.482
0.499
0.566
— 2006
0.458
0.422
0.526
Concentration index
— 1995
0.137
0.113
0.136
— 2006
0.238
0.153
0.117

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

0.1
0.8
2.6

5.2
8.4
7.9

…
…
…

0.0
0.0
100.0

10.2
10.0
15.4

…
…
…

98.4
86.5
76.4

93.5
90.6
90.4

…
…
…

100.0
100.0
0.0

78.7
76.6
68.4

…
…
…

23.2
23.5
23.7

12.6
13.0
14.6

…
…
…

9.7
8.9
9.2

30.1
27.1
21.1

…
…
…

40.5
37.7
33.9

34.1
26.5
31.1

…
…
…

43.6
41.1
47.3

41.3
42.7
51.1

…
…
…

36.2
38.8
42.4

53.3
60.5
54.3

…
…
…

46.7
50.0
43.5

28.5
30.2
27.8

…
…
…

0.00b
0.00
0.03
0.12e

0.53
…
2.17c
2.00

0.00b
…
…
…

…
0.00
…
0.00f

1.86
3.34
3.90
4.32

7.21b
12.36
18.54
18.59

35
109

172
181

…
…

9
8

208
234

…
…

0.496
0.670

0.751
0.766

…
…

0.483
0.509

0.618
0.595

…
…

0.473
0.146

0.221
0.223

…
…

0.410
0.767

0.182
0.179

…
…

123
223

236
234

…
…

151
173

229
248

…
…

0.484
0.482

0.455
0.436

…
…

0.490
0.506

0.492
0.461

…
…

0.243
0.213

0.086
0.096

…
…

0.098
0.148

0.135
0.214

…
…

Notes:

a: Data refer to 2006. b: Data refer to 1991. c: Data refer to 2001. d: Data refer to 2004. e: Data refer to 2003. f: Data refer to 2005. g: Number of products
(at SITC, Revision 3, 3-digit group level) exported or imported by country or country grouping; this figure includes only those products that are greater
than 100,000 dollars or more than 0.3 per cent of the country’s or country group’s total exports or imports. h: Diversification index that ranges from 0 to
1, reveals the extent of the differences between the structure of trade of the country or country group and the world average. An index value closer to 1
indicates a bigger difference from the world average. i: The Herfindahl-Hirschmann index is a measure of the degree of market concentration. It has been
normalized to obtain values ranking from 0 to 1 (maximum concentration).
Sources: Row 1: WTO, UNCTAD and ITC 2008 and MHHDC staff computations; Row 2: FAO 2009b, World Bank 2009g and MHHDC staff computations;
Rows 3, 4, 5, 6, 11: FAO 2009b and MHHDC staff computations; Rows 7, 8, 9, 10, 12, 13, 14, 15, 16: UNCTAD 2008, 2009c, World Bank 2009h and
MHHDC staff computations; Rows 17, 18, 20, 21: UNCTAD 2008 and MHHDC staff computations; Row 19: World Bank 2008c, 2009g and MHHDC
staff computations.
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3. Trade in Services
India

Pakistan

Services trade as % of GDP
— 1990
3.4
8.8
— 1995
4.8
7.9
— 2000
7.8
4.9
— 2007
11.3
8.8
Exports of services (million US$)
— 1990
4,625
1,429
— 1995
6,775
1,857
— 2000
16,684
1,380
— 2007
84,838
3,758
Imports of services (million US$)
— 1990
6,090
2,073
— 1995
10,268
2,938
— 2000
19,187
2,252
— 2007
48,043
8,750
Average annual growth rate of exports of services (%)
— 1990-95
7.9
5.4
— 1995-2000
19.8
-5.8
— 2000-07
26.2
15.4
Average annual growth rate of imports of services (%)
— 1990-95
11.0
7.2
— 1995-2000
13.3
-5.2
— 2000-07
14.0
21.4
Composition of services exports (SX)
Travel (as % of SX)
— 1990
33.70
10.26
— 1995
38.11
5.90
— 2000
20.74
5.87
— 2006
11.86
7.27
Communications (as % of SX)
— 1990
…
…
— 1995
…
14.46
— 2000
3.59
13.77
— 2006
2.91
4.48
Insurance (as % of SX)
— 1990
2.67
1.18
— 1995
2.51
0.19
— 2000
1.54
0.36
— 2006
1.48
0.54
Financial services (as % of SX)
— 1990
…
…
— 1995
…
0.57
— 2000
1.65
0.72
— 2006
2.75
1.85
Computer and information services (as % of SX)
— 1990
…
…
— 1995
…
…
— 2000
28.34
1.59
— 2006
38.73
2.48
Composition of services imports (SM)
Travel (as % of SM)
— 1990
6.46
20.77
— 1995
9.70
15.19
— 2000
14.02
11.10
— 2006
11.57
18.35
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Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

3.6
5.9
5.2
6.6

10.2
22.5
12.9
12.0

13.4
15.5
15.7
13.5

…
…
13.4a
15.5

64.6
77.7
73.4
84.9

4.2
5.7
7.4
10.6

9.1
12.0
12.7
12.3

392
698
815
1,617

204
679
506
511

440
819
939
1,775

…
…
30a
89

101
233
348
628

7,191T
11,061T
20,702T
93,216T

150,159T
277,013T
348,081T
848,071T

700
1,531
1,620
2,884

167
313
200
723

639
1,199
1,621
2,602

…
…
35a
81

38
77
110
269

9,707T
16,326T
25,025T
63,351T

197,681T
345,792T
418,998T
916,063T

12.2
3.1
10.3

27.2
-5.7
0.1

13.2
2.8
9.5

…
…
19.9b

18.2
8.4
8.8

8.5
14.6
22.6

13.0
4.7
13.6

16.9
1.1
8.6

13.4
-8.6
20.1

13.4
6.2
7.0

…
…
15.0b

15.2
7.4
13.6

11.3
9.6
14.3

11.8
3.9
11.8

4.84
3.59
6.19
6.02

53.37
26.13
31.19
33.14

29.19
27.57
26.40
25.25

…
…
…
…

87.74
90.51
92.04
91.67

28.62
30.87
17.92
11.33

…
…
…
…

…
…
2.64
4.68

…
…
…
8.99

…
…
4.83
4.18

…
…
…
…

…
…
…
…

…
…
4.62
3.39

…
…
…
…

0.04
0.06
0.43
0.60

…
…
…
0.41

4.06
3.29
4.32
3.52

…
…
…
…

0.62
0.35
0.22
0.14

2.26
2.02
1.33
1.29

…
…
…
…

…
…
1.60
1.97

…
…
…
…

…
…
…
…

…
…
…
…

…
…
…
…

…
…
1.55
2.56

…
…
…
…

…
…
0.40
2.34

…
…
…
…

…
…
6.03

…
…
…
…

…
…
…
…

…
…
22.41
30.39

…
…
…
…

11.13
15.25
17.89
5.97

27.05
43.52
36.66
37.59

11.53
15.54
14.82
15.59

…
…
…
…

39.46
40.93
42.11
33.60

8.83
11.52
14.52
12.29

…
…
…
…

Continued
India

Pakistan

Communications (as % of SM)
— 1990
…
…
— 1995
…
0.11
— 2000
0.55
0.67
— 2006
1.42
1.06
Insurance (as % of SM)
— 1990
5.65
1.21
— 1995
5.44
1.52
— 2000
4.24
1.51
— 2006
4.19
1.48
Financial services (as % of SM)
— 1990
…
…
— 1995
…
2.06
— 2000
6.66
2.00
— 2006
2.07
1.57
Computer and information services (as % of SM)
— 1990
…
…
— 1995
…
…
— 2000
3.01
…
— 2006
3.46
0.77
Tourism
Inbound tourism expenditure (US$ million)
— 1990
1,558
617
— 1995
2,582
582
— 2000
3,718
551
— 2007
10,729
900
Arrival of visitors (000)
— 1990
1,707
424
— 1995
2,143
378
— 2000
2,677
557
— 2007
5,082
840
Workers remittances and compensation of employees
total (US$ million)
— 1990
2,384
2,006
— 1995
6,223
1,712
— 2000
12,890
1,075
— 2007
35,262
5,998
as % of GDP
— 1990
0.7
3.5
— 1995
1.7
2.1
— 2000
2.7
1.4
— 2007
3.0
4.2
Emigration rates
Overall (%)
— 1990
0.2
0.4
— 2000
0.3
0.7
Skilled (%)
— 1990
2.6
6.1
— 2000
4.2
9.2

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

…
…
0.46
0.51

…
…

…
…
2.89
2.05

…
…
…
…

…
…
…
…

…
…
0.58
1.28

…
…
…
…

…
…
…
…

2.71
3.53
3.61
4.05

5.12
4.88
4.10
4.28

…
…
…
…

0.84

5.21
4.38
5.62
7.48

3.07
2.93
5.82

6.59
5.29
5.79
5.84

…
…
1.90
0.87

…
…
…
…

…
…
…
…

…
…
…
…

…
…
…
…

…
…
5.64
1.89

…
…
…
…

…
…
0.09
0.11

…
…
…
…

…
…
…
…

…
…
…
…

…
…
…
…

…
…
…
2.80

…
…
…
…

19
25
50
76

115
232
219
234

224
367
388
750

…
5
10
24c

89
211
321
434c

2,622T
4,004T
5,257T
13,147T

…
93,858T
…
295,275T

115
156
199
289

255
363
464
527

298
403
445
494

2
5
8
17c

195
315
467
602c

2,996T
3,763T
4,817T
7,851T

…
168,466T
…
365,821T

779
1,202
1,968
6,562

55d
57
112
1,734

401
809
1,154
2,527

…
…
…
…

1.7
2.4
2.2
2.3c

5,626T
10,005T
17,201T
52,085T

31,097T
57,328T
84,524T
281,174T

2.4
2.9
4.1
9.6

1.6d
1.3
2.1
16.8

4.9
6.0
6.9
7.8

…
…
…
…

0.8
0.6
0.4
0.2c

1.3
1.9
2.8
4.1

1.2
1.2
1.4
2.0

0.1
0.3

0.0
0.1

1.6
2.8

0.0
0.1

0.1
0.2

0.2
0.4

1.1
1.5

2.3
4.7

1.9
2.7

24.8
27.5

1.7
1.2

2.3
2.2

3.3
5.1

7.7
7.3

Notes: a: Data refer to 2001. b: Data refer to 2001-07. c: Data refer to 2006. d: Data refer to 1993.
Sources: Row 1: IMF 2009c, UNCTAD 2008, World Bank 2009g and MHHDC staff computations; Rows 2-5: IMF 2009c, UNCTAD 2008 and MHHDC staff
computations; Rows 6, 7: UNCTAD 2009c and MHHDC staff computations; Rows 8, 9: UNCTAD 2009c, World Bank 2009h and MHHDC staff
computations; Row 10: Docquier and Marfouk 2004, Docquier et al. 2007, and MHHDC staff computations.
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4. Financial Flows
India

Pakistan

Balance of payments (as % of GDP)
— 1990
-0.6
-0.8
— 1995
-0.2
-2.0
— 2000
1.3
-3.6
— 2008
-1.6
-3.8
Current account balance (as % of GDP)
— 1990
-2.2
-4.2
— 1995
-1.6
-5.5
— 2000
-1.0
-0.1
— 2008
-2.4
-9.4
Capital account balance (as % of GDP)
— 1990
0.0
0.0
— 1995
0.0
0.0
— 2000
0.2
0.1b
— 2008
0.7
0.1
Financial account balance (as % of GDP)
— 1990
1.7
3.6
— 1995
1.1
4.0
— 2000
2.1
-4.2
— 2008
4.1c
5.6
Official development assistance
total (US$ million)
— 1990
1.6
9.7
— 1995
1.8
6.3
— 2000
1.4
4.7
— 2007
1.1
12.8
as % of GDP
— 1990
0.4
2.8
— 1995
0.5
1.4
— 2000
0.3
0.9
— 2007
0.1
1.5
Foreign direct investment, net inflows
total (US$ million)
— 1990
237
245
— 1995
2,144
723
— 2000
3,584
308
— 2008
34,982
5,438
as % of GDP
— 1990
0.1
0.6
— 1995
0.6
1.2
— 2000
0.8
0.4
— 2008
3.1
3.8
Foreign portfolio investment inflow (US$ million)
— 1990
0
87
— 1995
1,591
4
— 2000
2,345
-451
— 2008
34,986a
-251
Foreign exchange reserves
total reserves (US$ million)
— 1990
5,637
1,046
— 1995
22,865
2,528
— 2000
41,059
2,087
— 2008
247,419
8,903
months of import (of goods, services and income) coverage
— 1990
2.0
1.1
— 1995
5.1
1.9
— 2000
6.1
1.7
— 2008
9.2
2.2
as % of GDP
— 1990
1.8
2.6
— 1995
6.4
4.2
— 2000
8.9
2.8
— 2008
20.2
6.1

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

0.7
-1.3
-0.1
0.8

0.6
0.3
-1.4
4.7

1.4
1.8
-2.2
-3.0

-1.1
4.8
7.9
9.2a

-0.1
4.3
-0.7
-5.4

-0.4
-0.5
0.6
-1.5

…
…
…
…

-1.3
-2.2
-0.7
0.8

-8.0
-8.1
-5.4
3.1

-3.7
-5.9
-6.4
-9.3

-10.0
-11.6
5.4
11.7a

4.6
-4.6
-9.0
-51.7

-2.4
-2.2
-1.0
-2.9

…
…
…
…

0.0
0.0
0.5
0.7

0.0
0.0
0.0
1.0

0.0
0.9
0.3
0.7

…
…
…
2.3a

0.0
0.0
0.0
…

0.0
0.0
0.2
0.7

…
…
…
…

2.3
0.5
-0.5
-0.5

8.4
8.4
1.4
1.4

6.6
5.6
2.7
3.6

14.0
16.8
9.2
8.4a

3.8
16.9
6.4
39.6

2.2
1.5
1.1
3.8

…
…
…
…

18.1
10.0
8.3
9.5

22.1
19.8
15.8
21.1

42.1
30.4
14.7
29.6

83.8
139.9
94.6
141.7c

96.6
232.9
70.4
129.9c

5.2T
3.9T
3.0T
4.1T

12.5T
12.1T
10.8T
18.9T

6.9
3.4
2.5
2.2

11.7
9.7
7.0
5.8

9.1
4.3
1.7
1.8

15.1
23.2
11.9
10.0c

9.7
14.5
3.1
4.2c

1.7T
1.1T
0.8T
0.6T

1.4T
1.1T
0.9T
0.7T

3.2
1.9
280.4
652.8a

5.9
19.2d
-0.5
1.0

43.4
56.0
172.9
752.2

1.6
0.1
-0.1
78.3a

5.6
7.2
13.1
15.0a

542T
2,951T
4,358T
41,919T

24,460T
98,831T
165,478T
526,612Ta

0.0
0.0
0.6
1.0a

0.2
0.4d
-0.0
0.0

0.5
0.4
1.1
1.8

0.5
0.0
-0.0
7.1a

2.6
1.8
2.1
1.4a

0.1
0.6
0.7
2.9

0.8
2.0
2.8
3.7a

0
-15
1
154a

0
0
0
0a

0
-107
-63
-488

0
0
0
0c

0
0
0
0c

88T
1,472T
1,832T
34,401T

3,390T
14,049T
13,482T
138,431Ta

660
2,376
1,516
5,789

354
646
987
1,565a

447
2,112
1,131
1,753

89
131
318
765

24
48
123
241

8,258T
30,704T
47,221T
266,435T

201,094T
489,688T
713,730T
2,784,086Tc

1.9
3.7
1.8
2.8

5.0
4.7
6.5
5.0a

1.7
4.0
1.6
1.5

…
…
…
…

1.6
1.7
3.0
2.5c

1.9
4.6
5.1
7.6

5.5
5.6
6.1
11.3c

2.2
6.3
3.2
7.3

9.8
14.7
18.0
15.2a

5.6
16.2
6.9
4.3

29.3
42.5
71.0
63.8a

11.3
12.0
19.7
19.1

2.1
6.5
7.8
17.0

5.3
9.5
11.8
23.6c

Notes: a: Data refer to 2007. b: Data refer to 2002. c: Data refer to 2006. d: Data refer to 1996.
Sources: Rows 1-4: ADB 2009c, IMF 2008, 2009c, World Bank 2009g and MHHC staff computations; Row 5: UNPD 2009, World Bank 2008c, 2009g,h and
MHHDC staff computations; Row 6: ADB 2009a, IMF 2009c, World Bank 2008c, 2009h and MHHDC staff computations; Row 7: IMF 2008, 2009c,
World Bank 2008c, 2009h and MHHDC staff computations; Row 8: ADB 2009a,c, World Bank 2008c, 2009g,h and MHHDC staff computations.
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5. Basic Infrastructure and Technology
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

0.69

0.44

…

…

0.19

…

…

…

0.92

80

…

59

141

…

…

…

…

Access to an all season road (per cent of rural population)
— 2000-04a
60.0
61.3

37.0

17.2

…

47.0

…

57.0

…

Household electrification rate (per cent of households)
— 2000-06a
67.9
89.2

46.5

61.2

80.7

41.1

83.8

68.0

…

R&D expenditure as % of GDP
— 2000-05a

R&D personal per million population
111

— 2000-05a

Patent applications filed
by residents
— 1995

1,545

21

70

3

76

…

…

1,715T

56,019T

— 2007

4,521

…

22

…

151

…

…

4,694T

189,996T

— 1995

5,021

678

156

5

113

…

…

5,973T

60,231T

— 2007

19,984

…

288

…

279

…

…

20,551T

128,642T

6,566
24,505

699
1,788

226
310

8
…

189
430

…
…

…
…

7,688T
27,033T

116,250T
318,638T

1.285
3.370

1.738
2.930

0.227
0.750

0.386
2.490

1.127
14.210

1.034
3.430

5.596
10.820

1.207
3.178

4.364
14.000

0.008
30.430

0.033
53.012

0.002
27.900

0.000
11.630b

0.284
54.982

0.000
36.547

0.000
140.311

0.014
32.720

0.255
50.733

0.027
7.201b

0.000
11.142

0.001c
0.317b

0.001
1.414b

0.006
5.697

0.138d
5.824

0.000
23.106

0.021
6.827

0.046
12.834b

0.368
0.516f

0.023c
2.200

0.115
0.500

0.110
3.700

0.473e
3.170

1.210
20.080g

0.142
2.844

0.663
5.300

by non-residents

total
— 1995
— 2007
Telephone lines (per 100 people)
— 1995
— 2007
Mobile phones (per 100 people)
— 1995
— 2008
Internet users (per 100 people)
— 1995
— 2008

Personal computers (per 100 people)
— 1995
— 2007

0.129
3.300

Notes:

a: Data refer to recent year avaliable. b: Data refer to 2007. c: Data refer to 1997. d: Data refer to 1999. e: Data refer to 1998. f: Data refer to 2005. g: Data
refer to 2006.
Sources: Rows 1, 2: UIS 2009; Rows 3, 4: ADB 2009a and MHHDC staff computations; Row 5: WIPO 2009, World Bank 2008c, 2009h and MHHDC staff
computations; Rows 6, 9: UN 2009, World Bank 2008c, 2009h and MHHDC staff computations; Rows 7, 8: World Bank 2009g and MHHDC staff
computations.
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Human Development Indicators for South Asia

Contents
Note on Statistical Sources for Human Development Indicators
Key to Indicators 185
Table 1: Basic Human Development Indicators 171
• Population
• Annual population growth rate
• Life expectancy at birth
• Adult literacy rate
• Female literacy rate
• Combined first, second and third level gross enrolment ratio

170

•
•
•
•
•

Infant mortality rate
GDP growth
GDP per capita
Human Development Index (HDI)
Gender-related development index (GDI)

Table 2: Education Profile 172
• Adult literacy rate
• Male literacy rate
• Female literacy rate
• Youth literacy rate
• Gross primary enrolment
• Net primary enrolment
• Gross secondary enrolment
• Net secondary enrolment

•
•
•
•
•
•
•
•

Combined first, second and third level gross enrolment ratio
Enrolment in technical and vocational education
Pupil teacher ratio (primary level)
Percentage of children reaching grade 5
R & D scientists and technicians
Public expenditure on education
Children not in primary school
School life expectancy

Table 3: Health Profile 173
• Population with access to safe water
• Population with access to sanitation
• Child immunization rate
• Physicians

•
•
•
•

Maternal mortality ratio
Contraceptive prevalence rate
People with HIV/AIDS
Public expenditure on health

Table 4: Human Deprivation Profile 174
• Population below income poverty line
• Population without access to safe water
• Population without access to sanitation
• Illiterate adults
• Illiterate female adults

•
•
•
•

Malnourished children under age five
Under-five mortality rate
People with HIV/AIDS
Human poverty index (HPI)

Table 5: Gender Disparities Profile 175
• Female population
• Adult female literacy
• Female primary school gross enrolment
• Female primary school net enrolment
• Female first, second and third level gross enrolment ratio
• Female life expectancy
• Female economic activity rate

•
•
•
•
•
•

Female professional and technical workers
Seats in parliament held by women
Gender-related development index (GDI)
Gender empowerment measure (GEM)
Female earnings
Female unemployment rate

•
•
•
•
•

One-year-olds fully immunized against measles
One-year-olds fully immunized against polio
Births attended by trained health personnel
Low birthweight infants
Children (aged 10-14) in the labour force

Table 6: Child Survival and Development Profile 176
• Population under 18
• Population under-five
• Infant mortality rate
• Under-five mortality rate
• One-year-olds fully immunized against tuberculosis

Table 7: Profile of Military Spending 177
• Defence expenditure
• Defence expenditure annual increase
• Defence expenditure (as % of GDP)
• Defence expenditure (as % of central government expenditure)
Table 8: Profile of Wealth and Poverty
• Total GDP
• GDP per capita
• GNI per capita
• GDP per capita growth
• Gross capital formation
• Gross domestic savings
• Sectoral composition of GDP
• Trade
• Tax revenue
• Exports

178

Table 9: Demographic Profile 180
• Population
• Population growth rate
• Population doubling date
• Population rural
• Population urban
• Annual growth rate of urban population
• Crude birth rate
• Crude death rate
Table 10: Profile of Food Security and Natural Resources
• Food production per capita index
• Food exports
• Food imports
• Cereal production
• Cereal imports
• Cereal exports
• Forest production

181

•
•
•
•

Defence expenditure per capita
Armed forces personnel
Arms imports
Global militarization index (GMI)

•
•
•
•
•
•
•
•
•

Total net official development assistance received
Total debt service
Total external debt
Total debt service
Income share: ratio of highest 20% to lowest 20%
Population below US$1.25 a day
Population below income poverty line, rural, urban
Public expenditure on education
Public expenditure on health

•
•
•
•
•
•
•

Total fertility rate
Dependency ratio
Total labour force
Male labour force
Female labour force
Annual average growth of labour force
Unemployment rate

•
•
•
•
•
•

Crop production index
Land area
Land use
Irrigated land
Daily dietary consumption
Undernourished people

Table 11: Energy and Environment 182
• Energy use per capita
• Total electricity production
• Motor vehicles per kilometer of road

• The number of disaster-affected people
• Economic losses from natural disasters

Table 12: Governance 183
• Average annual rate of inflation
• Average annual growth of food prices
• Average annual growth of money supply
• Total revenue
• Total expenditure
• Budget deficit/surplus
• Tax revenue

•
•
•
•
•
•

Tax revenue by type
Public expenditure per capita
Imports of goods and services
Net inflow of FDI
Total external debt
Total debt service
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Note on Statistical Sources for Human
Development Indicators

The human development data presented
in these tables have been collected with
considerable effort from various
international and national sources. For the
most part, standardized international
sources have been used, particularly the
UN system and the World Bank data bank.
The UNDP and World Bank offices made
their resources available to us for this
Report.
Countries in the indicator tables are
arranged in descending order according to
population size. While most data have
been taken from international sources,
national sources have been used where
international data have been sparse. Such
data must be used with some caution as
their international comparability is still to
be tested.
Several limitations remain regarding
coverage, consistency, and comparability
of data across time and countries. The data
series presented here will be refined over
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time, as more accurate and comparable
data become available.
In certain critical areas, reliable data are
extremely scarce: for instance, for
employment, income distribution, public
expenditure on social services, military
debt, foreign assistance for human priority
areas, etc. Information regarding the
activities of NGOs in social sectors
remains fairly sparse.
It is time for policymakers to make a
significant investment in the collection
and analysis of up-to-date, reliable, and
consistent indicators for social and human
development. If development is to be
targeted at the people, a great deal of effort
must be invested in determining the true
condition of these people.
It is hoped that the various gaps visible
in the tables will persuade national and
international agencies to invest more
resources and energy in investigating
human development profiles.

1. Basic Human Development Indicators
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Total estimated population (millions)
— 1995

953

130

128

22

18

0.5

0.25

1,252T

4,538T

— 2008

1,181

177

160

29

20

0.7

0.31

1,568T

5,521T

— 2050

1,614

335

223

49

22

1.0

0.46

2,244T

7,875T

— 1985-95

2.1

2.9

2.2

2.5

1.2

0.6

3.0

2.2

2.0

— 1995-2008

1.6

2.2

1.6

2.1

0.7

2.2

1.5

1.6

1.4

— 1995

62

63

57

55

73

52

63

62

62

— 2007

64

65

64

64

72

66

68

64

67

Annual population growth rate (%)

Life expectancy at birth (years)

Adult literacy rate (% age 15 and above)
— 1995

52

38

38

28

90

42

93

49

71

— 2006-07a

66

54

53

57

91

54

97

64

81

Female literacy rate (% age 15 and above)
— 1995

38

24

26

14

87

28

93

36

62

— 2006-07a

54

40

48

44

89

41

97

52

75

Combined 1st, 2nd and 3rd level gross enrolment ratio (%)
— 1995

55

41

37

56

67

31

71

52

57

— 2006-07a

61

42

49

62

69

57

69

58

64b

Infant mortality rate (per 1,000 live births)
— 1995

76

95

85

81

15

122

55

78

67

— 2007

54

73

47

43

17

56

26

55

51

— 1995

7.6

5.0

4.9

3.5

5.5

6.0

7.4

7.0

3.9

— 2008

7.1

6.0

6.2

5.3

6.0

13.8

5.8

6.8

6.2

GDP growth (%)

GDP per capita (PPPc, constant 2005 international $)
— 1995

1,410

1,857

761

807

2,484

2,183

2,361

1,396

2,931

— 2008

2,747

2,444

1,233

1,028

4,215

4,395

5,087

2,547

4,977

— 1995

0.511

0.469

0.415

0.436

0.696

0.347

0.683

0.498

0.588

— 2007

0.612

0.572

0.543

0.553

0.759

0.619

0.771

0.601

0.691d

Human Development Index (HDI)

Gender-related development index (GDI)
— 1995

0.424

0.399

0.342

0.327

0.700

0.330

0.668

0.415

0.564

— 2007

0.594

0.532

0.536

0.545

0.756

0.605

0.767

0.582

…

Notes: a: Data refer to recent year avaliable. b: Data refer to 2004. c: PPP means purchasing power parity. c: Data refer to 2005.
Sources: Rows 1, 2: UNPD 2009 and MHHDC staff computations; Rows 3, 7: UNICEF 1997 and 2008; Rows 4, 5: MHHDC 2008, UIS 2009 and World Bank
2009a; Row 6: MHHDC 2008 and UIS 2009; Row 8: MHHDC 2008 and World Bank 2009g; Row 9: World Bank 2009g; Rows 10, 11: MHHDC 2008
and UNDP 2009.
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2. Education Profile
India

Pakistan

Bangladesh

Adult literacy rate (% age 15 and above)
— 1995
52
38
38
66
54
53
— 2006-07a
Male literacy rate (% age 15 and above)
— 1995
66
50
49
77
68
59
— 2006-07a
Female literacy rate (% age 15 and above)
— 1995
38
24
26
54
40
48
— 2006-07a
Youth literacy rate
— 1995
69
53
45
— 2006
82
69
72
Primary enrolment (%) gross
— 1995
100
69
78
112d
92
91
— 2007-08a
Primary enrolment (%) net
— 1990
78
35
71
89
66
87
— 2006-08a
Secondary enrolment (%) gross
— 1995
49
26
19
55
33
43
— 2006-08a
Secondary enrolment (%) net
— 1997-99a
60
22
42
49f
32
41
— 2007-08a
Combined 1st, 2nd and 3rd level gross enrolment ratio (%)
— 1995
55
41
37
61
42
49
— 2006-07a
Enrolment in technical and vocational education (%)
— 2001
0.7
1.3
1.2
0.8
3.6
2.4
— 2006-08a
Pupil teacher ratio (primary level)
— 1995
64
38
71
40f
40
45
— 2006-08a
Percentage of children reaching grade 5 (% of grade 1 students)
— 1990-95a
59
48
47
66
70
55
— 2004-07a
R&D scientists and technicians (per 1,000 people)
— 1995
0.13
0.06
0.05
0.14
0.15
…
— 2002-07a
Public expenditure on education (as % of GDP)
— 1995
3.1
2.8
2.3
3.2
2.9
2.6
— 2004-08a
Children not in Primary Schools (in millions)
— 1995
35
10
4
— 2006-08a
7.1
6.8
1.8
School life expectancy (years)
primary to tertiary
10.0
7.1
8.0
— 2006-07a
primary to secondary
9.4
6.9
7.6
— 2004-08a
Notes:

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

28
57

90
91

42
54

93
97

49
64

71
81

41
70

93
93

56
66

93
97

63
74

79
86

14
44

87
89

28
41

93
97

36
52

62
75

55
79

96
97

42b
76

99
98

65
80

…
88

109
124

113
109

74c
111

132
111

95
108

100
107

63e
80

90
97f

14
87

87
96

73
86

82
86

40
48

75
87f

34c
56

56
83

44
51

52
62

55
42

76
96f

17
45

32
69

54
47

48
55

56
62

67
69

31
57

71
69

52
58

57
64f

1.4
0.7

…
…

1.7
1.6

6.2
3.9f

0.8
1.3

…
…

39
38

28
24

31
30

31
15

61
40

33
28

52
62

98
93

83
93

93
92

57
65

75
83

0.06
0.06

0.20
0.09

…
…

…
…

0.11
0.14

…
…

3.3
3.8

3.0
2.1

3.4
5.7

4.0
7.9

3.0
3.1

4.2
4.1f

0.97
0.714

…
0.051f

0.13
0.011

…
0.001

50.1T
16.6T

102Tc
68.9T

9.8

…

10.3

12.3

9.5

10.5

9.6

12.3

11.0

12.2

9.0

…

a: Data refer to most recent year available. b: Data refer to 1990. c: Data refer to 1998. d: Data refer to 2006. e: Data refer to 1991. f: Data refer to
2004.

Sources: Rows 1, 2, 3, 4, 16: MHHDC 2008, UIS 2009 and World Bank 2009a; Rows 5, 6, 7: World Bank 2009a; Rows 8, 10, 14, 15: MHHDC 2008 and World
Bank 2009a; Row 9, 13: MHHDC 2008 and UIS 2009; Row 11: MHHDC 2008, UNESCO 2009 and World Bank 2009a; Row 12: MHHDC 2008, UIS
2009 and UNESCO 2009.
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3. Health Profile
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Population with access to safe water (%)
— 1995

77

87

78

78

71

31a

95

78

76

— 2006

89

90

80

89

82

81

83

88

84

40
58

28
36

15
27

76
86

9a
52

57
59

22
33

47
55

Population with access to sanitation (%)
— 1995
— 2006

18
28

Child immunization rate
One-year-olds fully immunized against measles (%)
— 1995

72

47

79

56

87

85

96

70

72

— 2007

67

80

88

81

98

95

97

71

81

One-year-olds fully immunized against DPT (%)
— 1995
— 2007

71
62

58
83

69
90

54
82

93
98

87
95

94
98

70
68

71
80

41
60

60
80

20
30

4
21

23
55

16
2

40
92

40
58

114
…

600
570

830
830

60
58

500
440

390
120

433
450

384c
440

45
56

23
48

66
68

19
35

42d
39e

40
53

54
60

Physicians (per 100,000 people)
— 1993-95b
— 2004-07b

Maternal mortality ratio (per 100,000 live births)
— 1995
— 2005

440
450

200
320

Contraceptive prevalence rate (% of women aged 15-49)
— 1990-94b
— 2006-07b

41
56

22
30

People with HIV/AIDS
People Living with HIV/AIDS (Adults and Children) (000)
— 1997

2,200

25

21.0

38

2.2

<0.1

<0.1

2,286T

…

— 2007

2,400

96

12.0

70

3.8

0.5

<0.1

2,582T

…

0.09
0.1

0.03
<0.1

0.4
0.5

0.07
<0.1

<0.005
0.1

0.05
<0.1

0.32
0.3

0.89
0.9

0.8
0.3

1.2
1.0

1.2
1.6

1.4
2.0

2.3
2.5

4.9
6.5

0.8
0.9

1.8
2.6

People with HIV/AIDS adults (% age 15-49)
— 1997
— 2007

0.4
0.3

Public expenditure on health (as % of GDP)
— 1995
— 2006

0.7
0.9

Notes:

a: Data refer to 1990. b: Data refer to most recent year available. c: Data refer to latest value during the time period 1990-96. d: Data refer to 1999. e: Data
refer to 2004.
Sources: Rows 1, 2, 5, 8: MHHDC 2009 and World Bank 2009e; Row 3, 4, 6: World Bank 2009e; Row 7: MHHDC 2008, 2009 and World Bank 2009e.
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4. Human Deprivation Profile
Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

23.9
22.6

59.4
49.6

68.4
55.1

16.3
14.0b

…
26.2c

…
…

47.6
40.2

34.7
23.5

28.6
32.6

51.0
40.0

41.8
30.9

25.0
22.7

…
…

…
…

36.7
30.2

…
…

17.0
16.9

28.2
31.1

4.8
3.1

5.3
3.5

0.35
0.13

0.01
0.05

275T
181T

1,103T
854T

13
10

22
20

22
11

29
18

69
19

5
17

22
12

24
16

78.2
71.2

92.2
99.5

18.4
20.3

4.4
2.8

0.46
0.32

0.11
0.12

975T
1,021T

2,396T
2,417T

60
42

72
64

85
73

24
14

91
48

43
41

78
67

53
45

291
270

49
47

45
49

9.0
7.6

1.2
1.3

0.60
0.20

0.010
0.006

396T
375T

851T
767T

48
34

62
46

62
47

72
43

10
9

58
46

7
3

51
37

29
19

28
30

26
27

5.4
5.1

0.8
0.8

0.30
0.12

0.005
0.003

243T
238T

544T
491T

76
60

74
52

86
56

13
11

72
60

7
3

64
48

38
25

Child malnourished (weight for age) (% of children under the age five)
— 1995
53
38
48
44
31
39
— 1999-2007a

49
39

38
23

38
14

39
26

51
42

31
24

Under-five mortality rate (per 1,000 live births)
— 1995
115
137
— 2007
72
90

115
61

114
55

19
21

189
84

77
30

116
72

99
74

People with HIV/AIDS adults (% age 15-49)
— 1997
0.4
— 2007
0.3

0.09
0.1

0.03
<0.1

0.4
0.5

0.07
<0.1

<0.005
0.1

0.05
<0.1

0.32
0.3

0.89
0.9

Human poverty index (HPI)
— 1997
— 2007

42.1
33.4

44.4
36.1

51.9
32.1

20.4
16.8

41.8
33.7

25.4
16.5

37.5
29.4

27.7
…

India
Population below income poverty line (%)
Population below US$1.25 a day (PPP) (%)
49.4
— 1993-96a
— 2004-05a
41.6
Population below national poverty line (%)
— 1993-96a
36.0
— 1999-2005a
28.6
Population without access to safe water
number (millions)
— 1995
219.0
— 2006
126.0
as % of total population
— 1995
23
— 2006
11
Population without access to sanitation
number (millions)
— 1995
782
— 2006
826
as % of total population
— 1995
82
— 2006
72
Illiterate adults
number (millions)
— 1995
— 2006-07a
as % of total adult population
— 1995
— 2006-07a

Illiterate female adults
number (millions)
— 1995
182
— 2006-07a
175
as % of total adult female population
— 1995
62
— 2006-07a
46

35.9
28.0

Notes: a: Data refer to most recent year available. b: Data refer to 2002. c: Data refer to 2003.
Sources: Row 1: World Bank 2009g; Rows 2, 3: MHHDC 2009, UNPD 2009, World Bank 2009e and MHHDC staff computations; Rows 4, 5: MHHDC 2008,
UIS 2009, UNESCO 2009, World Bank 2009a and MHHDC staff computations; Row 6: MHHDC 2008 and World Bank 2009e; Row 7: MHHDC 2008
and UNICEF 2009; Row 8: MHHDC 2008, 2009 and World Bank 2009e; Row 9: MHHDC 2008 and UNDP 2009.
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5. Gender Disparities Profile
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

458
571

63
86

63
79

10.8
14.5

9.1
10.2

0.25
0.32

0.12
0.15

604T
761T

2,229T
2,715T

93
94

93
94

97
98

100
101

99
103

97
90

96
98

93
94

97
97

Adult female literacy (as % of male)
— 1995
38
— 2006-07a
54

24
40

26
48

14
44

87
89

28
41

93
97

36
52

62
75

Female primary school gross enrolment (as % of male)
— 1995
82
54
96c
82
— 2007-08a

85
108

72
101

98
100

84b
101

97
97

79
96

90
95

Female primary school net enrolment (as % of male)
— 1990
63
56
96
78
— 2006-08a

87
108

50d
96

96
101e

93
102

100
101

65
95

94
97

Female 1st, 2nd and 3rd level gross enrolment ratio (as % of male)
— 1995
77
51
78
112
125
96
— 2006-07a

64
108

105
97

100
98

100
100

75
112

90
…

Female life expectancy (as % of male)
— 1995
102
— 2007
105

102
103

100
102

110
111

106
106

97
103

102
104

106
106

Female economic activity rate (age 15+) (as % of male)
— 1995
42
15
— 2007
42
25

64
68

64
77

49
57

24
54

38
71

42
44

65
67

Female professional and technical workers (as % of total)
21
20
— 1992-96a
…
25
— 1999-2007a

35
22

…
20

19
46

…
…

35
49

22
25

…
…

Seats in parliament held by women (as % of total)
— 1995f
8
2
9
21
— 2009g

11
6

…
33

5
6

…
14

6
12

8
11

11
…

Female population
number (millions)
— 1995
— 2008
as % of male
— 1995
— 2008

101
101

Gender-related development index (GDI)
— 1995
0.424
— 2007
0.594

0.399
0.532

0.342
0.536

0.327
0.545

0.700
0.756

0.330
0.605

0.668
0.767

0.415
0.582

0.564
…

Gender empowerment measure (GEM)
— 1995
0.228
— 2007
…

0.179
0.386

0.305
0.264

…
0.486

0.286
0.389

…
…

0.341
0.429

0.232
0.343

…
…

Female earnings (as % of male)
— 1999-2007a

32

18

51

61

56

39

54

33

…

Female unemployment rate (%)
— 1994-96a
— 2004-07a

3.9
5.3

14.0
8.4

2.2
7.0

4.1
10.7h

17.7
9.0

…
3.3

1.3
23.7

5.0
6.0

1.3
…

Notes:

a: Data refer to most recent year available. b: Data refer to 1998. c: Data refer to 2006. d: Data refer to 1991. e: Data refer to 2003. f: Data refer to 30 June
1995. g: Data refer to 28 February 2009. h: Data refer to 2001.
Sources: Row 1: UNPD 2009 and MHHDC staff computations; Row 2: MHHDC 2008, UIS 2009 and World Bank 2009a; Rows 3, 4: World Bank 2009a and
MHHDC staff computations; Row 5: MHHDC 2009 and UIS 2009; Row 6: World Bank 2009e and MHHDC staff computations; Row 7: World Bank
2009g and MHHDC staff computations; Rows 8, 9, 10, 11: MHHDC 2008 and UNDP 2009; Row 12: UNDP 2009; Row 13: MHHDC 2009 and World
Bank 2009b.
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6. Child Survival and Development Profile
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

— 1995

385

71

56

10.7

6.7

0.25

0.14

529T

1,827T

— 2006

447

71

65

12.6

5.5

0.25

0.12

600T

1,962T

40
38

54
41

44
41

50
45

37
28

50
37

57
40

42
39

40
36

— 1995

117

24

17

3.6

1.8

0.01

0.05

164T

560T

— 2006

127

19

19

3.7

1.5

0.06

0.03

170T

562T

12
11

18
11

14
12

17
13

10
7

19
9

20
10

13
11

12
10

95
73

85
47

81
43

15
17

122
56

55
26

78
55

67
51

137
90

115
61

114
55

19
21

189
84

77
30

116
72

99
74

93
97

76
89

90
99

98
94

99
99

81
87

81
89

79
88

56
81

87
98

85
95

96
97

70
71

72
81

58
83

69
96

50
82

92
98

86
93

97
98

69
69

72
81

34
47

19
39

10
18

7
19

94
99

15
56

90
84

31
43

46
62

30
28

25
…

50
22

23
21

18
22

16
15

20
22

31
27

16
15

Children (aged 5-14) in the labour force (% age group 5-14)
12
…
13
— 1999-2007a

31

8

19

…

13

16

Population under 18
number (millions)

as % of total population
— 1995
— 2006
Population under-five
number (millions)

as % of total population
— 1995
— 2006

Infant mortality rate (per 1,000 live births)
— 1995
— 2007

76
54

Under-five mortality rate (per 1,000 Live births)
— 1995
— 2007

115
72

One-year-olds fully immunized against tuberculosis (%)
— 1995
— 2007

81
85

73
89

One-year-olds fully immunized against measles (%)
— 1995
— 2007

72
67

47
80

One-year-olds fully immunized against polio (%)
— 1995
— 2007

71
62

Births attended by trained health personnel (%)
— 1990-94a
— 2003-07a
Low birthweight infants (%)
— 1990-95a
— 1999-2007a

Note: a: Data refer to most recent year available.
Sources: Rows 1, 2: UNICEF 1997, 2008, UNPD 2009 and MHHDC staff computations; Rows 3, 4: MHHDC 2008 and UNICEF 2008; Rows 5, 6, 7, 8, 9:
World Bank 2009e; Row 10: UNICEF 2008.
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7. Profile of Military Spending
Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

3,435
4,217

554
767

49
138

863
856

…
…

…
…

17,451T
30,694T

…
…

2.6
5.3

1.3
2.5

6.0
2.1

2.9
10.1

11.3
1.3

…
…

…
…

2.7
4.7

…
…

2.7
2.5

5.3
3.1

1.3
1.1

0.8
2.0

5.3
2.8

…
…

…
…

2.8
2.4

2.4
2.0

9.9
11.7

5.8
12.6

15.7
14.6

…
…

…
…

13.7
16.5

15.2a
14.2

India

Pakistan

Defence expenditure (at 2005 prices) (US$ millions)
— 1995
— 2008

12,550
24,716

Defence expenditure annual increase (%)
— 1988-98
— 1998-2008
Defence expenditure (as % of GDP)
— 1995
— 2007

Defence expenditure (as % of central government expenditure)
— 1995
— 2007

12.7
16.5

25.3
21.7

Defence expenditure per capita (at 2005 prices) (US$)
— 1995
— 2008

13.2
20.9

26.3
23.8

4.3
4.8

2.3
4.8

47.3
42.7

…
…

…
…

13.9
19.6

…
…

— 1995

2,150

846

171

63

236

…

…

3,466T

23,721T

— 2007

2,576

921

221

131

213

…

…

4,062T

21,544T

0.6
0.6

2.2
1.6

0.3
0.3

0.8
1.1

3.3
2.4

…
…

…
…

0.8
0.7

1.1
0.8

1,135
1,847

378
1,094

121
10

1
0

52
75

…
…

…
…

1,687T
3,026T

10,759T
10,866T

— 2007

315

457

180c

234

457

…

…

318

…

Rank (out of 151 countries)
— 2007

84

41

130

111

41

…

…

84

…

Armed forces personnel
number (thousands)

as % of total labour force
— 1995
— 2007

Arms imports (at 1990 prices) (US$ million)
— 1995
— 2008
Global militarization index (GMI)b
Index

Notes:

a: Data refer to 1997. b:The GMI represents the relative weight and importance of the military apparatus of a state in relation to society as a whole.
Militarization is defined, in a narrow sense, as the resources (expenditure, personnel, heavy weapons) available to a state’s armed forces. For further information
please see www.bicc.de. c: Data refer to 2006.
Sources: Rows 1, 2: SIPRI 2009 and MHHDC staff computations; Rows 3, 7: SIPRI 2009 and World Bank 2008c, 2009h; Row 4: MHHDC 2008 and World Bank
2009h; Row 5: SIPRI 2009, UNPD 2009 and MHHDC staff computations; Row 6: World Bank 2008c, 2009h; Row 8: BICC 2009.
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8. Profile of Wealth and Poverty
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

356.3
1,217.5

60.6
168.3

37.9
79.0

4.4
12.6

13.0
40.7

0.3
1.4

0.4
1.3

472.9T
1,520.8T

5,091.5T
17,408.3T

Total GDP (US$ billions)
— 1995
— 2008

GDP per capita (PPPa, constant 2005 international $)
— 1995
— 2008

1,410
2,747

1,857
2,444

761
1,233

807
1,028

2,484
4,215

2,183
4,395

2,361
5,087

1,396
2,547

2,931
4,977

380
1,070

490
980

310
520

200
400

700
1,780

560
1,900

990
3,630

386
1,001

1,016
2,789

5.7
5.7

2.4
3.7

2.9
4.7

0.9
3.6

4.5
5.2

7.1
12.0

5.3
4.0

5.0
5.3

2.3
4.9

18.5
21.6

19.1
24.2

25.2
31.8

25.7
27.1

48.0
46.6

31.3
53.5b

25.0
35.4

26.6
29.4

15.8
11.5

12.6
16.0

15.7
11.2

15.6
13.7

42.9
35.0

46.8
32.9b

22.8
28.1

25.7
29.8

GNI per capita (US$)
— 1995
— 2008
GDP per capita growth (%)
— 1995
— 2008

Gross capital formation (as % of GDP)
— 1995
— 2008

26.6
39.2

Gross domestic savings (as % of GDP)
— 1995
— 2008

25.4
32.9

Sectoral composition of GDP
Agriculture value added (as % of GDP)
— 1995

26.5

26.1

26.4

41.8

23.0

34.3

11

26.7

14.5

— 2008

17.6

20.4

19.1

33.7

13.4

18.7

10

c

18.3

10.5

— 1995

27.8

23.8

24.6

22.8

26.5

31.6

16

27.0

34.5

— 2008

29.0

26.6

28.6

16.7

29.4

46.0

16c

28.5

36.6

45.7
53.4

50.1
53.0

49.1
52.3

35.5
49.6

50.5
57.3

34.1
35.3

75
79c

46.4
53.2

51.0
52.9

23.1
54.3

36.1
34.2

28.2
47.0

59.5
44.7

81.6
63.2

85.1
145.8

169.9
136.3

26.5
51.3

47.3
59.7

9.3
11.6

13.2
9.8

7.9
8.0

9.0
9.8

17.8
14.2

7.0
8.3

13.6
21.2

9.7
11.0

14.0
13.9d

11.0
24.0

16.7
12.1

10.9
19.4

25.0
12.1

35.6
24.9

40.0
67.1

92.7
91.9e

12.2
22.0

23.2
30.1

Industry value added (as % of GDP)

Services value added (as % of GDP)
— 1995
— 2008
Trade (as % of GDP)
— 1995
— 2008
Tax revenue (as % of GDP)
— 1995
— 2007
Exports (as % of GDP)
— 1995
— 2008

Total net official development assistance received
amount (US$ millions)
— 1995

1,729.0

820.8

1,281.5

428.6

553.8

71.2

57.8

4,942.7T

57,176.9T

— 2007

1,298.2

2,212.4

1,502.1

598.4

588.8

89.2

37.4

6,326.5T

104,966.1T

0.5
0.1

1.4
1.5

3.4
2.2

9.7
5.8

4.3
1.8

24.9
8.5

14.5
3.5

1.1
0.6

1.1
0.7

as % of GDP
— 1995
— 2007

178

Human Development in South Asia 2009

Continued
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Total debt service (as % of exports of goods, services and income)
— 1995
— 2007

29.7
7.7d

26.5
8.9

13.2
3.9

7.5
4.5

8.0
6.7

…
…

3.4
5.1

27.0
7.4

17.3
10.1

94.5
221.0

30.2
40.7

15.9
22.0

2.4
3.6

8.4
14.0

0.1
0.8

0.2
0.6

151.7T
302.7T

1,881.2T
3,417.5T

3.8
3.5

5.3
1.8

2.1
1.2

1.9
1.4

3.5
2.6

3.4
3.0

2.7
4.2

3.8
3.2

4.1
3.7

4.3
4.5

4.9
4.3

5.9
8.9

5.3
7.1

…
9.8

…
…

5.5
5.4

…
…

23.9
22.6

59.4
49.6

68.4
55.1

16.3
14.0g

…
26.2c

…
…

47.6
40.2

34.7
23.5

Total external debt (US$ billions)
— 1995
— 2007
Total debt service (as % of GDP)
— 1995
— 2007

Income share: Ratio of highest 20% to lowest 20%
5.7
5.6

— 1995-97f
— 2002-05f

Population below US$1.25 a day (PPP) (%)
49.4
41.6

— 1993-96f
— 2004-05f

Population below income poverty line (%)
Urban population below income poverty line (%)
— 1993-96f
— 1999-2005

f

32.4

17.2

29.4

21.6

15.0

…

…

30.1

…

24.7

24.2

28.4

9.6

24.7

…

…

24.7

…

55.2
43.8

43.3
34.6

27.0
7.9

…
…

…
…

38.7
32.0

…
…

2.8
2.9

2.3
2.6

3.3
3.8

3.0
2.1

3.4
5.7

4.0
7.9

3.0
3.1

4.2
4.1e

0.8
0.3

1.2
1.0

1.2
1.6

1.4
2.0

2.3
2.5

4.9
6.5

0.8
0.9

1.8
2.6

Rural population below income poverty line (%)
— 1993-96f
— 1999-2005f

37.3
30.2

33.4
35.9

Public expenditure on education (as % of GDP)
— 1995
— 2004-08f

3.1
3.2

Public expenditure on health (as % of GDP)
— 1995
— 2006

0.7
0.9

Notes:

a: PPP means purchasing power parity. b: Data refer to 2005. c: Data refer to 2003. d: Data refer to 2006. e: Data refer to 2004. f: Data refer to most recent
year available. g: Data refer to 2002.
Sources: Rows 1, 2, 5, 11, 12, 13, 14, 16, 17: World Bank 2009g and MHHDC staff computations; Rows 3, 7, 15: MHHDC 2008 and World Bank 2009g; Rows
4, 6, 8, 9, 10: ADB 2009a and World Bank 2009g; Row 18: MHHDC 2008 and World Bank 2009a; Row 19: MHHDC 2009 and World Bank 2009e.
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9. Demographic Profile
Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Total estimated population (millions)
— 1995
953
— 2008
1,181

130
177

128
160

22
29

18
20

0.5
0.7

0.25
0.31

1,252T
1,568T

4,538T
5,521T

Annual population growth rate (%)
— 1985-95
2.1
— 1995-2008
1.6

2.9
2.2

2.2
1.6

2.5
2.1

1.2
0.7

0.6
2.2

3.0
1.5

2.2
1.6

2.0
1.4

Population doubling date (at current growth rate)
— 2008
2078
2054

2078

2062

2119

2070

2083

2074

2081

Population rural (millions)
— 1995
— 2008

701
833

87
113

99
117

19.3
23.9

15.1
17.0

0.40
0.45

0.18
0.19

922T
1,105T

2,835T
2,986T

Population urban (millions)
— 1995
— 2008

254
348

41
64

27
43

2.4
5.0

3.0
3.0

0.10
0.24

0.06
0.12

327T
464T

1,709T
2,460T

Growth rate of urban population (%)
— 1985-95
3.1
—1995-2008
2.5

3.9
3.5

4.5
3.6

6.5
5.9

0.3
0.1

5.3
6.5

3.1
4.7

3.3
2.7

3.5
2.8

Crude birth rate (per 1,000 live births)
— 1995
28
— 2007
23

39
27

35
25

38
28

20
15

39
19

42
23

30
24

28
22

Crude death rate (per 1,000 live births)
— 1995
9
— 2007
8

9
7

11
8

12
8

6
7

15
7

8
6

9
8

9
8

5.9
3.5

4.1
2.9

5.2
3.3

2.4
1.9

5.7
2.2

6.8
2.6

3.9
2.9

3.4
2.8

82.60
71.47

54.97
42.99

90.33
54.67

95.13
55.81

71.97
60.15

65.93
56.74

India

Total fertility rate
— 1995
— 2007

3.6
2.8

Dependency ratio (dependents to working-age population)
— 1995
69.04
91.48
74.40
— 2007
59.22
65.69
61.09
Total labour force (millions)
— 1995
— 2007

357
448

34
56

56
74

8
12

7
9

0.15
0.29

0.07
0.14

462T
599T

2,087T
2,586T

Male labour force (millions)
— 1995
— 2007

256
321

30
46

35
45

5
6

5
6

0.12
0.20

0.05
0.08

330T
425T

1,274T
1,556T

Female labour force (millions)
— 1995
— 2007

100
126

4
11

21
29

3
5

2
3

0.03
0.09

0.02
0.05

131T
175T

814T
1,026T

Annual growth of labour force (%)
— 1985-95
— 1995-2007

2.2
1.9

2.2
4.4

2.4
2.4

2.3
3.2

1.4
1.9

-0.5
5.6

3.0
5.6

2.2
2.2

2.1
1.8

Unemployment rate (%)
— 1994-96a
— 2004-08a

3.7
3.1

5.0
5.2

2.5
4.3

4.5
8.8b

12.4
5.2

0.8
3.7

0.8
14.4

3.9
3.6

4.6
6.4

Notes: a: Data refer to most recent year available. b: Data refer to 2001.
Sources: Rows 1, 2, 3: UNPD 2009 and MHHDC staff computations; Rows 4, 5, 6: FAO 2009b, UNPD 2009, World Bank 2009h and MHHDC staff computations;
Rows 7, 8, 9: MHHDC 2008 and UNICEF 2008; Rows 10, 11, 12, 13, 14: World Bank 2009b; Row 15: MHHDC 2009 and World Bank 2009b,h.
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10. Profile of Food Security and Natural Resources
Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Food production net per capita index (1999-01 =100)
— 1995
94
98
— 2007
106
109

83
102

97
101

107
105

105
130

99
45

94
106

91
107a

Food exports (% of merchandise exports)
— 1995
19
— 2007
9

12
12

11
6

8
20b

21
22

…
…

74
99b

17
9

15
10

Food imports (% of merchandise imports)
— 1995
4
— 2007
3

18
9

17
17

10
15b

16
12

…
…

24
16b

7
5

9
7

Cereal production (1,000 metric tons)
— 1995
210,013
— 2007
260,480

25,037
35,771

27,704
44,711

6,078
7,329

2,850
3,193

151
169

0.011
0.376

271,832T
351,653T

1,149,386T
1,356,679Ta

Cereal imports (1,000 metric tons)
— 1995
— 2007

10
1,805

2,722
158

2,404
3,254

43
292

1,132
1,163

41
10

29
44

6,380T
6,727T

128,978T
161,408Ta

Cereal exports (1,000 metric tons)
— 1995
— 2007

6,222
9,723

1,853
4,310

0.1
18.8

0.9
3.5

43.8
188

6.8
0.5

0.0
0.0

8,126T
14,244T

27,478T
46,701Ta

313,403
330,210

24,218
29,223

28,519
27,790

13,101
13,879

10,413
6,125

3,934
4,796

…
…

393,588T
412,023T

2,004,697T
2,096,627Ta

288,524
307,018

22,683
26,353

27,940
27,508

12,481
12,619

9,726
5,431

3,889
4,663

…
…

365,243T
383,592T

1,548,540T
1,621,863Ta

Crop production index (1999-01 =100)
— 1995
89
— 2007
118

92
117

74
124

86
118

99
107

96
173

90
50

88
118

88
114b

Land area (1,000 sq. km)
— 1995
— 2007

771
771

130
130

143
143

65
65

40
38

0.3
0.3

4,122T
4,121T

96,715T
96,616Tb

27.2
27.9

59.9
61.2

16.3
16.4

13.7
15.0

3.4
3.3

13.3
13.3

47.0
46.5

10.5
10.5a

0.7
1.0

2.7
3.7

0.5
0.8

15.5
14.7

0.6
0.7

13.3
26.7

2.4
3.2

1.1
1.2a

80
85

46
66

47
47

30
39

26
25

…
…

38
42

20
20

2,180
2,430

2,260
2,360

…
…

2,430
2,630

2,333
2,346

…
…

126
138

126
130

…
…

144
149

134
133

…
…

India

Forest production (1,000 cu. m)
Roundwood (1,000 cu. m)
— 1995
— 2007
Fuelwood (1,000 cu. m)
— 1995
— 2007

2,973
2,973

Land use
Arable land (% of land area)
— 1995
54.4
— 2007
53.4
Permanent cropped area (% of land area)
— 1995
2.7
— 2007
3.7
Irrigated land (as % of cropland)
— 1995
— 2003-07c

31
32

Pakistan

Daily dietary consumption
Daily dietary energy consumption (kcal/person/day)
— 1995-97
2,380
2,390
1,960
— 2003-05
2,360
2,340
2,230
Daily dietary energy consumption (as % of minimum requirement)
— 1995-97
136
141
114
— 2003-05
133
134
127
Undernourished people
number (millions)
— 1995-97
— 2004-06
as % of total population
— 1995-97
— 2004-06

193.5
251.5

23.7
36.5

51.4
40.2

5.3
4.2

4.4
4.1

…
…

…
…

278.3T
336.5T

803.5T
857.7T

20
22

18
23

40
26

24
16

24
21

…
…

…
…

22
22

18
16

Notes: a:Data refer to 2005. b: Data refer to 2006. c: Data refer to most recent year available.
Sources: Rows 1, 4, 5, 6, 7, 10: FAO 2009b and MHHDC 2008; Rows 2, 3: UNCTAD 2008, 2009c and World Bank 2009h; Rows 8, 9: FAO 2009b and MHHDC
2008, 2009; Row 11: FAO 2009b, MHHDC 2008 and World Bank 2009h; Row 12: FAO 2009b and MHHDC staff computations; Row 13: FAO
2009c.
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11. Energy and Environment
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Energy use per capita (kg of oil equivalent)
— 1995

416

444

125

312

329

…

…

386

912

— 2006

510

499

161

340

472

…

…

470

1,106

53.5
95.7

10.2
24.3

1.0
2.8

4.8
9.9

1.6
4.5

0.1
0.3

466T
880T

4,723T
7,920T

4
8

1
1

…
…

5
11

3
…

…
…

3
4

…
…

1,255
366

17,113
636

14
250

120
788

…
…

…
…

52,341T
16,029T

…
…

1175
0

1
0

0
0

…
…

…
…

1,490T
258T

…
…

Total electricity production (kwh) billion
— 1995
— 2006-08a

394.8
742.4

Motor vehicles per kilometer of road
— 1995
— 2000-04a

3
3

The number of disaster-affected people (000)
— 1995
— 2008

33,839
13,989

Economic losses from natural disasters (US$) millions
— 1995
— 2008

313
145

0
113

Notes: a: Data refer to most recent year available.
Sources: Row 1: World Bank 2009g; Row 2: ADB 2009c and World Bank 2008c, 2009h; Row 3: MHHDC 2008 and World Bank 2009h; Rows 4, 5: CRED
2009.
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12. Governance
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Average annual rate of inflation (2000=100)
— 1995-2000

8.1

8.1

5.8

7.0

8.9

7.7

3.3

7.8

…

— 2000-08

5.1

7.7

6.5

5.3

12.2

4.6

3.7

5.6

…

Annual growth of food prices (1999-2001=100)
— 1985-95

3.2

5.1

1.8

3.8

0.8

1.6

1.8

3.2

…

— 1995-2007

2.7

3.0

4.4

2.7

0.5

4.0

-4.8

2.9

…

16.7
17.5

15.5
15.0a

14.5
16.7

20.5
15.5

18.0
14.6

21.5
18.0a

20.1
17.8

16.1
15.9

…
…

Annual growth of money supply (%)
— 1985-95
— 1995-2008

Total revenue (excluding grants) (as % of GDP)
— 1995
— 2007

12.3
13.6

17.2
14.4

9.8
10.3

10.5
11.9

20.4
15.8

19.3
19.6

25.7
49.2

12.6
13.4

…
…

14.4
15.3

19.1
16.2

14.4
10.1

16.6
16.1

26.0
20.0

21.3
29.4

18.7
52.5

15.1
15.0

…
…

-2.2
-1.4

-5.3
-4.1

-2.2
-1.3

-4.5
-1.8

-7.6
-6.5

-0.1
0.6

-6.6
-8.8

-2.6
-1.8

…
…

9.3
11.6

13.2
9.8

7.9
8.0

9.0
9.8

17.8
14.2

7.0
8.3

13.6
21.2

9.7
11.0

14.0
13.9b

— 1995

32.1

31.4

…

35.6

20.6

6.4

64.4

35.1

…

— 2007

18.0

15.5

35.6

23.5

16.6

6.1c

71.2

24.8

…

Total expenditure (as % of GDP)
— 1995
— 2007

Budget deficit/surplus (as % of GDP)
— 1995
— 2007
Tax revenue (as % of GDP)
— 1995
— 2007
Tax revenue by type (%)
Taxes on international trade

Taxes on income, profits and capital gains
— 1995

29.9

24.3

…

14.0

14.5

40.6

3.0

21.9

…

— 2007

47.8

37.8

22.7

19.3

21.1

58.0

5.9

21.5

…

— 1995

37.7

35.3

…

45.5

60.6

52.1

31.5

41.9

…

— 2007

34.1

44.6

37.1

51.2

56.2

30.6c

21.2

48.2

…

0.3
0.1

9.0
2.1

…
4.6

4.9
6.0

4.4
6.1

1.0
4.9c

1.0
1.7

1.0
5.5

…
…

c

Taxes on goods and services

Other taxes
— 1995
— 2007
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Continued
India

Pakistan

Bangladesh

Nepal

Sri Lanka

Bhutan

Maldives

South Asia
(weighted
average)

Developing
countries

Public expenditure per capita
Public expenditure per capita on defence (US$)
— 1995

10.2

27.2

4.2

1.8

37.6

…

…

11.6

…

— 2008

25.4

27.0

5.6

6.0

61.2

…

…

23.7

…

Public expenditure per capita on debt Servicing (US$)
— 1995

14.2

24.7

6.1

3.9

24.8

19.3

43.7

14.5

46.2

— 2007

35.0

15.0

5.2

5.3

41.5

46.1

148.3

29.3

97.5

Public expenditure per capita on health (US$)
— 1995

2.6

3.7

3.6

2.4

10.0

12.9

78.8

3.0

20.2

— 2006

7.2

2.3

4.0

5.2

28.7

32.8

200.3

6.6

57.0

13.0
23.5

6.8
11.1

6.7
16.8

21.4
22.4

19.1
89.2

64.7
242.9

11.3
21.9

47.1
66.0

12.2
30.3

19.4
22.1

17.3
27.6

34.5
32.7

46.0
38.3

45.1
78.7

77.2
80.8c

14.4
29.3

24.1
29.6

2,144
22,950

723
5,333

2
653

0
6

56
603

0
78

7
15

2,931T
29,638T

98,717T
521,696T

26.5
18.8

49.9
28.5

42.0
32.2

54.8
35.4

64.4
43.3

36.9
73.6

38.8
53.3

32.1
21.1

36.9
23.7

3.8
3.5

5.3
1.8

2.1
1.2

1.9
1.4

3.5
2.6

3.4
3.0

2.7
4.2

3.8
3.2

4.1
3.7

Public expenditure per capita on education (US$)
— 1995
— 2004-08d

11.6
23.1

Imports of goods and services (as % of GDP)
— 1995
— 2007
Net inflow of FDI (million US$)
— 1995
— 2007
Total external debt (as % of GDP)
— 1995
— 2007
Total debt service (as % of GDP)
— 1995
— 2007

Notes: a: Data refer to 1995-2007. b: Data refer to 2006. c: Data refer to 2004. d: Data refer to most recent year available.
Sources: Rows 1, 4, 5, 6, 10: ADB 2009a and World Bank 2009g; Row 2: FAO 2009a and MHHDC staff computations; Rows 3, 8, 11, 12, 13: World Bank 2009g
and MHHDC staff computations; Row 7: ADB 2009a, MHHDC 2008 and World Bank 2009g; Row 9: MHHDC 2008, SIPRI 2009, UNPD 2009, World
Bank 2009a,e,g and MHHDC staff computations.
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KEY TO INDICATORS

Indicator
A, B, C
Armed forces personnel
number
as % of total labour force
Birth rate, crude
Births attended by trained health staff
Birthweight, low
Budget, public sector, as % of GDP
deficit/surplus
expenditure, total
revenue, total
Cereal,
exports
imports
production
Contraceptive prevalence rate
Crop production index
Children,
one-year-olds fully immunized,
against DPT
against measles
against polio
against tuberculosis
in the labour force
mortality rate, infant
mortality rate, under-five
not in primary school
reaching grade 5, (%)
D
Dietary energy consumption,
daily, kcal per person
as % of minimum requirement
Death rate, crude
Debt external,
total
as % of GDP
Debt servicing,
as % of exports
as % of GDP
per capita expenditure
Defence expenditure,
annual increase (%)
as % of central government expenditure
as % of GDP
per capita
total
Dependency ratio
Disaster, natural
affected people
economic losses
E
Earnings, female (as % of male)
Economic activity rate, female as % of male
Education expenditure, public
as % of GDP
per capita
Electricity production
Energy use, per capita

Indicator
table

7
7
9
6
6
12
12
12
10
10
10
3
10
10
3
3, 6
6
6
6
1, 6
4, 6
2
2

10
10
9
8
12
8
8, 12
12
7
7
7
7, 12
7
9
11
11
5
5
2, 8
12
11
11

Indicator
Enrolment,
combined 1st, 2nd and 3rd level, gross ratio,
female
total
primary level, gross (%),
female
total
primary level, net (%),
female
total
secondary level (%),
gross
net
technical and vocational (%)
Exports, % of GDP
F
FDI, net inflow
Fertility rate, total
Food,
exports, % of merchandise exports
imports, % of merchandise imports
production, net per capita index
prices, average annual growth
Forest production,
fuel wood
round wood
Fuel, consumption
G
GDP,
sectoral composition, value added %,
agriculture
industry
services
growth rate
per capita growth
per capita, PPP US$
total
Gender empowerment measure
Gender-related development index
Global militarization index
index
rank
GNI per capita
Gross capital formation
Gross domestic savings
H, I, J
Health expenditure, public
as % of GDP
per capita
HIV/AIDS, affected
population, total
adult population (as % age 15-49)
Human Development Index
Human poverty index
Illiterate,
adults,
as % of adult population

Indicator
table

5
1, 2
5
2
5
2
2
2
2
8
12
9
10
10
10
12
10
10
11

8
8
8
1
8
1, 8
8
5
1, 5
7
7
8
8
8

3, 8
12
3
3, 4
1
4
4

Indicator

Indicator
table

number
females,
% of adult (female) population
number
Immunization, one-year-olds fully immunized,
against DPT
against measles
against polio
against tuberculosis
Import,
arms
goods and services
Income share: ratio of top 20% to bottom 20%
Inflation, average annual rate
K, L
Labour force,
annual growth rate
child
female
male
total
Land,
area
irrigated as % of cropland
Land use,
arable (as % of land area)
permanent cropped area (as % of land area)
Life expectancy at birth,
female
total
Literacy rate, adult
female
female as % of male
male
youth
total
M, N, O
Malnourished, weight for age (children under 5)
Money supply, average annual growth
Mortality rate,
infant
maternal
under-five
Motor vehicle, per km of road
Official development assistance received, net
as % of GDP
total
P, Q, R
Parliament, seats held by women
Physicians, per 100,000 people
Population,
annual growth rate
doubling date
female,
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4
4
4
3
3, 6
6
6
7
12
8
12

9
6
9
9
9
10
10
10
10
5
1
1, 5
5
2
2
1, 2
4
12
1, 6
3
4, 6
11
8
8
5
3
1, 9
9

Indicator
as % of male
number
rural
total, estimated
under-five,
as % of total
number
under 18,
as % of total
number
urban,
annual average growth rate
number
Poverty, income
population below US$1.25 a day
population below national poverty line,
rural
urban
total
Professional and technical workers, female
Pupil teacher, ratio
R&D scientists and technicians
S
Sanitation, population
with access
without access,
number
percentage
School life expectancy,
primary to secondary
primary to tertiary
T, U, V
Tax revenue,
as % of GDP
taxes on goods and services
taxes on income, profits capital gains
taxes on goods and services
other taxes
W, X, Y, Z
Water, population using improved
with access
without access,
number
percentage
Weapons, number of heavy

Indicator
table
5
5
9
1, 9
6
6
6
6
9
9
4, 8
8
8
4
5
2
2

3
4
4
2
2

8, 12
12
12
12
12

3
4
4
7

