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editors’ note

The ever-deepening food crisis

Food insecurity has always been a serious concern for South Asia. The
region accounts for 23 percent of the world’s population but generates
hardly 2 percent of the global income. And, housing 40 percent of the
world’s poor and 35 percent of the world’s undernourished people, it has
the highest concentration of poverty and hunger. It is a misfortune for the
region that in the present context, it is not climate change alone that threat-
ens its agriculture sector and food security situation.

Soaring fuel and food prices that battered the region until recently
pushed millions back into poverty. Though prices have relented in recent
months, the possibility of a surge in prices cannot be ruled out, and spe-
cifically, the downward pressures on food prices have not translated into
lower prices in the region. Compounding South Asian woes, the global
financial crisis, with its severe implications for the region’s economic
growth, including agricultural, poses additional threats to food security
in the form of, among others, unemployment, reduction in purchasing
power, and reduced aid flows.

The performance of the agriculture sector has an important bearing on
food security, nationally as well as regionally. Though agriculture is a
source of most people’s livelihood in South Asian Association for Regional
Cooperation (SAARC) countries, productivity is low and the average South
Asian household is ever food insecure. The travesty of markets in the world’s
least-integrated region is such that even the unprecedented rise in food
prices did not translate into increased incomes for most farmers.

Responding to food insecurity amid changing regional and global
paradigms, therefore, calls for the reorientation of the existing policy and
institutional strategies at national and regional levels. Improving effec-
tive investment in agriculture, including in infrastructure, and farmers’
access to inputs, credit and technologies is key to enhancing productivi-
ty, market access and livelihood options. However, increased production
alone does not guarantee food security. Even when national food pro-
duction is sufficient, low purchasing power of the poor coupled with
weak and inefficient public distribution systems result in perpetual food
insecurity for millions. This demands, for example, adequate and effec-
tive public distribution systems and social safety nets, as well as em-
ployment- and income-generating programmes. Also required is the in-
tegration of food security and conflict management strategies, as most
countries are mired in protracted conflicts, fuelled partly by poverty
and hunger.

Given the growing interdependence among South Asian countries
and their increasing integration into the global economy, cohesive re-
gional strategies complementing national initiatives for food security are
essential. The decision to effectively operationalize the SAARC Food Bank
and the adoption of the SAARC Declaration on Food Security in Novem-
ber 2008 are a welcome step. While effective operationalization of the
SAARC Food Bank would be a positive step, removing restrictions on
agriculture trade through the Agreement on South Asian Free Trade
Area (SAFTA), and development and effective implementation of re-
gional plans, guidelines and programmes on climate change adaptation
and mitigation, energy cooperation, biodiversity management, farmers’
rights over seeds, and application of biotechnology and intellectual prop-
erty rights are essential to address food insecurity and other development
challenges.

Overall, the success of a regional approach to food security depends
on the region’s ability to assess challenges and identify opportunities,
and importantly, to integrate food security strategies with overall devel-
opment strategies. M
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global trade

GLOBAL ECONOMIC CRISIS RAISES
spectre of protectionism

In the wake of the global economic crisis, the fear of developed countries aggressively exploring
new avenues of protection has borne out.

As the global economic crisis
triggered by the financial cri-
sis worsens, affecting country after
country and sector after sector, there
are fears of a new wave of protec-
tionism in international trade. Such
fears are not unfounded, there being
historical antecedents to nourish
them.

It is widely held that the beggar-
thy-neighbour economic policies re-
sorted to by countries as a knee-jerk
reaction to the financial turmoil of
1929 precipitated and prolonged
the Great Depression from which
the world as a whole took over a
decade to recover. As countries
started looking inwards, with the
motto “each country to itself”, and
erected barriers to trade flows, ef-
fective demand became a casualty
and the domino effect was set in
motion, with the crisis claiming one
country after another.

Eighty years ago, world econo-
mies in general and national finan-
cial systems in particular were not
as integrated as they are today.
Should the same kind of panic-driv-
en shortsighted protectionism be
embraced now, the effects could be
even more devastating than back
then. One can but hope that this
very interdependence among econ-
omies will be a deterrent to opting
for such a suicidal option, even if it
is seemingly politically attractive.

The implications of the current
crisis are serious enough for the de-
veloping world. Increased protec-
tionism is bound to aggravate the
same. As per United Nations Con-
ference on Trade and Development
(UNCTAD) estimates, a 10 percent
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reduction in demand for vehicles,
electronics, and textiles and clothing
in the North could reduce develop-
ing-country exports by US$95 bil-
lion, almost as much as annual offi-
cial development assistance flows.
According to another UNCTAD es-
timate, aid to developing countries
could decline by 2040 percent as a
result of the financial crisis. And, the
International Labour Organization
has estimated that the financial cri-

The new US trade
agenda vows to
incorporate stricter
labour and
environment
standards

in pending and future

US trade deals.

sis alone will cause global unem-
ployment to increase by 20 million,
and extreme poverty to rise by 40
million.

Attempts have been made at in-
ternational and regional forums to
allay fears of protectionism. The G20
meet in Washington in November
2008 pledged to oppose protection-
ism and refrain from adopting trade-
restricting measures for the next 12
months. A summit of the Asia-Pacif-
ic Economic Cooperation in Peru
that followed the G20 meet made a
similar vow. Both meetings also
called for a speedy conclusion of the

World Trade Organization’s Doha
Round of trade negotiations.

Despite the commitments to re-
fraining from protectionism as well
as to the completion of the Doha
Round, early signs do not bode well.
The threat of increased protection-
ism is real. Since the G20’s Novem-
ber meet, Russia has increased car
tariffs, and India has increased im-
port duties on a range of steel prod-
ucts. Worse still, in February, the
Obama administration in the Unit-
ed States (US) signed into law a
US$787 billion stimulus bill with a
controversial “buy American” pro-
vision. This makes it mandatory for
the spending bill-funded projects to
purchase US-made iron, steel and
manufactured goods. Although the
law also has a provision that re-
quires the US to abide by its inter-
national trade obligations, there is
no assurance that its major trading
partners will not suffer.

Moreover, the US trade agenda
released in March vows to incorpo-
rate stricter labour and environment
standards in pending and future
trade deals. In yet another sign the
Doha Round stalemate may contin-
ue, the US agenda calls for correct-
ing the “imbalance” in WTO nego-
tiations in which “what the United
States would be expected to give is
well-known and easily calculable,
whereas the broad flexibilities avail-
able to others leaves [sic] unclear
the value of new opportunities for
our workers, farmers, ranchers, and
businesses”. If the US move invites
tit-for-tat responses, it will be an
open invitation to a deeper, longer
and nastier economic slump.



trade winds

www.undp.org

THE High-Level Meeting on Food Se-
curity for All in Madrid on 26-27 Jan-
uary 2009 concluded with a call for
better coordination to combat hun-
ger. United Nations (UN) Secretary-
General Ban Ki-moon urged the
whole world to come together to fight
hunger and poverty. Echoing Ban’s
call for joint efforts against hunger,
Spanish President Jose Luis Zapate-

ro promised that he would raise his
government’s foreign aid to 0.7 per-
cent of the country’s gross domestic
product in three years from the cur-
rent 0.5 percent, and his government
would donate 200 million euros each
year in the coming five years.

Josette Sheeran, Executive Direc-
tor of the World Food Programme
(WFP), said that the WFP needs
US$5.2 billion in 2009 to provide food
and nutrition assistance, and safe-
ty-net support to almost 100 million
people, including smallholder farm-
ers and 20 million children in school
feeding programmes.

Jacques Diouf, Vice-Chairman of
the Secretary-General’s High-Level
Task Force on the Global Food Secu-
rity Crisis and Director-General of the
Food and Agriculture Organization
of the United Nations, said that with
an expected increase of 40 million in
2008, the number of malnourished
people in the world has reached 963
million. Diouf called for an invest-
ment of US$30 billion per year in ag-

emerging economies at G20

LEADERS of the G20 grouping of
major industrialized and developing
countries, meeting in Washington on
14-15 November 2008, promised
continued monetary and fiscal mea-
sures to stimulate their economies, to
resist protectionism in trade and in-
vestment, and to cooperate on finan-
cial market stabilization and regula-
tory reform in the face of the global
financial crisis. Issuing a five-page
declaration, the leaders pledged to
“strive to reach agreement” on a
framework for concluding the Doha
Round of World Trade Organization
(WTO) negotiations, and to expand
the voice of developing countries in
the World Bank and the Internation-
al Monetary Fund (IMF).

The first-ever G20 meet at the
head-of-state level was noteworthy
for the central role given to develop-
ing countries in shaping future fi-

nancial reforms. The meet called for
the expansion of Financial Stability
Forum, set up in 1999 to improve fi-
nancial information sharing and
surveillance in the wake of the Asian
financial crisis, by March 2009 to
include “a broader membership of
emerging economies”. It also called
for reforms within the IMF and the
World Bank so that they adequately
reflect changing economic weights
in the world economy and be more
responsive to future challenges.

The G20 leaders agreed to meet
again by April 2009. G20 includes
the group of seven most powerful
countries (G7) as well as developing
countries such as Brazil, China, In-
dia, Indonesia, Mexico, South Afri-
ca, South Korea and Turkey (Bridges
Weekly Trade News Digest, Vol. 12, No.
39; http://indiapost.com, accessed
23.11.08). m

NIelt: funds needed to combat hunger

riculture in developing countries to
double food production by 2050 and
ensure the basic right to food for all
people. The meeting was a follow-
up to the Rome meeting in June 2008
(Xinhua; www.fao.org; us.oneworld.net,
accessed 10.02.09). m

WTO impasse

SINCE the failure of the World
Trade Organization (WTO) mini-
ministerial in July 2008, there has
been no headway in the Doha
Round of trade negotiations. De-
spite commitments to concluding
it by 2008 by world leaders, no
breakthrough has been made.

The revised texts issued on 6
December on non-agriculture
market access (NAMA) and agri-
culture do not constitute any ma-
jor departure from the previous
texts except that ranges of tariff-
cut figures have been replaced
with single numbers. Under
NAMA, developed and develop-
ing countries are still divided over
sector-specific liberalization. The
United States, Canada, and Japan
want major markets like China,
Brazil, and India to participate in
sectoral liberalization. Developing
countries counter that participa-
tion in such initiatives is volun-
tary, as specified by the negotiat-
ing mandate. The “anti-concen-
tration” clause, designed to con-
strain developing countries from
focusing their tariff-reduction
“flexibilities” on a limited num-
ber of industrial sectors, is anoth-
er source of friction between them.
In agriculture, the special safe-
guard mechanism still remains
unresolved, with differences as to
the size of flexibilities.

Clearly, WTO members must
make dramatic moves to strength-
en multilateralism, not least due to
the ever-growing challenges aris-
ing from the global economic crisis
(www.wto.org, accessed 02.03.09). ™
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South Asia’s competitiveness erodes

WHILE the United States
has once again topped
the list as the most
competitive country,
followed by Switzerland,
Denmark and Sweden,
the performance of South
Asian countries has
worsened.

According to the
Global Competitiveness
Report 2008-2009 of the
World Economic Forum,
India dropped one
position to take the 50th
place; Nepal showed the
worst performance, with
its rank slipping from
114th to 126th; Sri Lanka
ranked 77th, down seven

The Global
Competitiveness Report
2008-2009

places; Pakistan’s rank
plunged from 92nd to

tion of the top 10, with
Finland, Germany and
the Netherlands also on
the list. The United
Kingdom, however,
dropped three places and
exited from the top 10 due
to its weakened financial
markets. China, up four
positions from the
previous year, took the
30th place, well ahead of
other emerging econo-
mies. Overall, Asia had a
good showing, with
Hong Kong, Japan, Korea

on 12 pillars of competi-
tiveness: institutions,
infrastructure, macroeco-
nomic stability, health
and primary education,
higher education and
training, goods market
efficiency, labour market
efficiency, financial
market sophistication,
technological readiness,
market size, business
sophistication and
innovation.

The rankings cover
134 countries that

101st while Bangladesh’s

fell from 107th to 111th.
European countries

continued their domina-

top 20.

and Taiwan all in the

The Global Competi-
tiveness Index is based

account for 98 percent of
the world economy
(www.weforum.org,
accessed 10.12.08). m

Call for debt
moratorium

THE South Asian Association for
Regional Cooperation (SAARC)
Ministers” Council, which met on
27-28 February 2009 in Colombo,
called on multilateral lending agen-
cies and development partners to
consider a moratorium on repay-
ment of debts to help the region
cushion the impact of the econom-
ic crisis. However, the quantum of
the region’s collective debts is to be
worked out in the months ahead
when SAARC Finance Ministers
meet. Some of the immediate mea-
sures envisaged include a high-lev-
el meeting among academics, poli-
cy makers and business leaders to
explore practical regional and glo-
bal options for dealing with the cri-
sis. In a joint statement, the South
Asian ministers said a major cause
of current concern is the drying up
of credit and the contraction of fi-
nancial markets, necessitating spe-
cial stimulus packages to avoid the
adverse impacts of the crisis (The
Sunday Times, 01.03.09; Asian Tri-
bune, 02.03.09). ®
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SAARC
Declaration on

Food
Security

AN Extraordinary Meeting of Agri-
culture Ministers of the South Asian
Association for Regional Coopera-
tion (SAARC) in early November
2008—held as per the directive of the
15th SAARC Summit in its Colombo
Statement on Food Security—adopt-
ed the SAARC Declaration on Food
Security. The Declaration represents
a collective regional commitment to
ensuring food security in South Asia.

Among others, the Declaration on
Food Security expresses the commit-
ment by SAARC Agriculture Minis-
ters to sharing best practices for en-
hancing agriculture production
without compromising the availabil-
ity and quality of natural resources;
and to sharing as well as promoting
suitable technologies and capabili-

ties for seed production and quality
testing.

Recognizing that climate change
is a global challenge, as well as be-
ing aware of the region’s vulnera-
bilities, limited means and finite ca-
pacities, the Agriculture Ministers
also expressed their commitment to
regional cooperation and collabora-
tion for promoting strategies to mit-
igate the risks associated with cli-
mate change.

The Ministers also committed
“to cooperate and collaborate with-
in the region in the required train-
ing, human resource development,
and capacity building” in areas
such as integrated nutrient manage-
ment, biotechnology and bio-re-
source management. In view of the
importance and potential adverse
effects of trans-boundary move-
ment of diseases of plants, live-
stock, poultry and fish, they also
made a commitment to developing
a harmonized network for safe
movement of agriculture commod-
ities in the region.

In the Extraordinary Meeting of
the Agriculture Ministers, the
“SAARC Declaration on UG99” was
also adopted to address the epidem-
ic of stem rust on wheat production
caused by a fungus called UG99. &
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Seizure of generic drugs flayed

WORLD Trade Organization (WTO)
ambassadors from Brazil and India
charged on 3 February 2009 that oth-
er WTO members had no grounds to
block legitimate shipping of generic
medicines on the basis of potential
intellectual property right conflicts
in the transit country.

They said that recent cases of do-
ing so in the Netherlands call into
question WTO rules. The concern
was supported by 17 other develop-
ing countries at the WTO General
Council meeting. They were Argen-
tina, Bolivia, Burkina Faso, China,
Costa Rica, Cuba, Ecuador, Egypt, In-
donesia, Israel, Nigeria, Pakistan,
Paraguay, Peru, South Africa, Thai-
land and Venezuela.

On 4 December 2008, Dutch cus-
toms authorities seized a Brazil-
bound air shipment of generic medi-
cines sent by generics producer Dr
Reddy’s in India, and held it for 36
days allegedly on suspicion of being
counterfeit. The cargo was 500 kilos
of losartan potassium, an active in-
gredient used in manufacturing med-
icines for arterial hypertension, a ship-
ment the European Union (EU) val-
ued at 55,000 euros. The action was
taken on the request of a company
which holds the patent in the Nether-
lands, the EU said. In the end, the drug
shipment was released back to the In-
dian owner, which decided at that
point to return the shipment to India
(www.ip-watch.org, accessed 25.02.09). M

SAARC Summit

DEFERRAL LIKELY

THE 16th Summit of the South
Asian Association for Regional
Cooperation (SAARC) is likely to
be deferred to at least the first
quarter of 2010. The Maldives has
expressed its inability to host the
gathering in 2009.

At the SAARC Council of
Ministers” Meeting in February
2009, the Maldives was request-
ed to host the Summit before Oc-
tober 2009. However, Maldivian
Foreign Minister Ahmed Sha-
heed expressed the inability of the
Maldives to host the Summit, as
the country is seriously affected
by the economic crisis (IANS,
06.03.09). ™

Divisions dog climate change talks

THE climate change
talks held from 1-13
December 2008 in
Poznan achieved little
in terms of chalking out
a real negotiating text
for a successor pact to
the Kyoto Protocol, set
to expire in 2012.
Environmentalists
complain that the
Poznan conference was
hamstrung by delays

T, e
LIgA

www.climatemediapartnership.org

between developed and
developing countries
remained on intellectual
property right (IPR)
issues. Developing
countries stressed the
need to depart from a
business-as-usual
approach in the treat-
ment of IPRs in address-
ing the climate change
emergency.

The conference came

and low ambitions.
The saving grace
for the talks among the
ministers and officials
from 189 countries at
the 14th Conference of
the Parties (COP) to the
United Nations
Framework Convention
on Climate Change
(UNFCCC) was some
headway in the
operationalization of
the Adaptation Fund.
But the US$80 million
United Nations (UN)
Adaptation Fund is

considered paltry in the
light of a UN estimate
that adaptation to
climate change in
developing countries
requires US$86 billion in
funding each year. The
conference agreed to
provide the Adaptation
Fund board with the
capacity to grant develop-
ing countries access to
funds earmarked
for climate change
adaptation.

At the conference,
concern was expressed

over developed countries
making no specific
proposal for financing
technology transfer. A
group of developing
countries, represented by
G77, and China called on
the industrialized
nations to divert as much
as 1 percent of their gross
national product to help
finance emissions-
reducing technology
projects in the developing
world.

In addition, long-
standing divergence

midway between COP-
13 in Bali, which saw
the launch of negotia-
tions on strengthened
international action on
climate change, and
COP-15 Copenhagen—
to be held in December
2009—at which the
negotiations are set to
conclude (www.ens-
newswire.com, accessed
04.01.09; TWN Info
Service on Climate Change
(Dec08/03); Bridges
Weekly Trade News
Digest, Vol. 12, No. 43). ™
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Causes and pathways out of

food Insecurity

INn South Asia

National governments are generally responsible for improving
access to food and utilization, but there is a tremendous scope for
regional efforts towards sharing best practices and knowledge.

Upali Wickramasinghe

South Asia has been fortunate for
over six decades not to witness
another famine like the 1943 Bengal
famine that killed an estimated 3
million people. This fortune owes
much to democratic governance;
Green Revolution and technological
advances in farm production; infor-
mal social safety nets; safety nets
created by governments; and contin-
ued vigilance by the media over pos-
sible flashpoints. However, it is not
that hunger and malnutrition do not
exist in South Asia. The region still
has the highest concentration of
hungry and poor populations in the
world.

If we take into account recent glo-
bal events, the trend of rising food
prices, beginning in late 2005 and
culminating in 2008,
pushed an estimated 41
million people in Asia
and the Pacific back into
hunger and poverty in
2007/08.! This case also
applies to South Asia
where low-income peo-
ple, constituting the ma-
jority of the population,
have been forced to pay
significantly more to con-
sume food. In recent
months, there has been a
sharp decline in global
food prices. But the food
crisis continues to affect

6 e Trade Insight ¢ Vol.5, No.1, 2009

South Asia, not least because domes-
itc prices have settled at a higher lev-
el than the prices that prevailed be-
fore the crisis.

Against the backdrop of the ever-
growing challenges to food security
in the region, this article discusses the
underlying causes of food insecurity
and the possible pathways out of it.

Current status

According to the Food and Agricul-
ture Organization of the United Na-
tions (FAO), 35 percent of the people
in Bangladesh, 25 percent in Sri Lan-
ka and 20 percent each in India and
Nepal are estimated to be under-
nourished.? Notably, malnutrition
among women and children in South
Asia is very high compared to other

=

impoverished regions of the world.
For instance, India has the highest in-
cidence of child malnutrition, with 53
percent of under-fives below the min-
imum acceptable weight-for-age ratio.?

Some progress has been record-
ed in the past few years. For exam-
ple, the proportion of children un-
der five who are underweight de-
clined from 54 percent in 1990 to 46
percent in 2006. But at this rate, it
will take a minimum of 20 years for
the region to halve the number of un-
dernourished people.*

It is indeed a concern that not a
single South Asian country is on
track to meet the international food-
security target set under the first Mil-
lennium Development Goal (MDG),
i.e., halving the proportion of people
suffering from hunger by 2015. In
fact, according to a FAO projection,
South Asia will still have 203 mil-
lion undernourished people in 2015
against the MDG target of reducing
the number to 146 million.”

Causes and pathways

FAO identifies four dimensions of
food security: availability, access, uti-
lization and vulnerability. Within
this broad framework, the causes of
food insecurity in South Asia as well
as the pathways to address it can be
analysed.

Availability

Ensuring food availability, regard-
less of whether the concern is about
households or localities, would re-
quire a combination of three things:
production, trade and assistance.
Households or countries
combine these three ele-
ments in different degrees
to meet their require-
ments, depending on
their choices as well as
circumstances.

In the case of food pro-
duction in South Asia, the
region has been able to in-
crease it tremendously,
due to the use of new
seeds under the Green
Revolution, combined
with effective water man-
agement and extension
services. However, the

b3
s
2
| =
5
=
3
o
o
3



food security

full productivity potential remains
unutilized, as is evident from the ce-
real yield gap in the region. For ex-
ample, India faced a cereal yield gap
of 2,474 ka/ha in 2006.°

While high population growth in
almost all countries of the region is
constantly keeping per capita food
production low, to worsen the situa-
tion, various supply-side factors
such as high dependency on weath-
er and natural disasters are making
it nearly impossible for some of the
countries to maintain stable food
production.

It is well recognized that neither
households nor countries can be self-
sufficient in food. The degree of self-
sufficiency depends on the deliber-
ate choices that households and
countries make, contingent on their
resource endowments (land, agricul-

ture inputs, etc.), strategic and polit-
ical considerations, and food mar-
ket stability. Any kind of slackness
in self-sufficiency, in fact, generates
a stronger case for countries to
think of market alternatives, and in
this regard, pursue agriculture
trade options.

Being an agrarian region, South
Asia has a tremendous potential in
intra-regional trade. With the excep-
tion of Pakistan, intra-regional agri-
culture trade has also increased over
the years, for example, between 1995
and 2004, its share in the region’s
total trade reached 22 percent (India
alone accounted for 80 percent of
such trade).” This achievement is
mostly due to unilateral liberaliza-
tion and bilateral preferential trade
arrangements.

South Asia has experimented

I Dimensions of food insecurity

with different types of policies, and
many countries seem to have nar-
rowed down their policy choices to
a policy of domestic cereal self-suf-
ficiency in production regardless of
the opportunity costs combined
with the flexible use of markets for
importing other food commodities.
The food-price hikes and subse-
quent instability of global food mar-
kets have further galvanized this
view, not just in in the region but
also across Asia and beyond. De-
spite an avowed policy to achieve
cereal self-sufficiency, South Asia
still relies heavily on foreign trade
for filling the gap between produc-
tion and consumption.

South Asia has large complemen-
tarities in food production owing to
divergent production cycles in dif-
ferent countries and the possibility

Availability Access Utilization
A A A
Resources Production Income Consumpiton Absorption
Natural Food production Purchasing power Intra-household Health
Physical Food imports Social safety nets distribution Sanitation
Human Market integra- Food subsidies Dietary practices Safe water
tion Food-for-work Nutrition knowledge Food quality
schemes Supplementary
Community feeding
support Childcare
4 4 A
Environmental risks Market and Nutrition and health
Climate shocks entitlement risks risks
Pests Economic shocks Epidemics
Natural resource Deteriorating terms of Erosion of social
degradation trade services
Loss of productive Collapse of safety nets
assets Price hikes
A
Vulnerability

Source: FAO. 2008. Regional Strategies and Programme for Food Security in the SAARC Member States. Final Report, August.
Prepared by Food and Agriculture Organization of the United Nations in collaboration with South Asian Association for

Regional Cooperation (SAARC).
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to produce different commodities
based on climatic variations. If these
are tapped, all the countries can ben-
efit economically through low import
and export costs; reduced delivery
time and low storage costs; and in-
creased capacity to purchase food.

Intra-regional trade can further be
enhanced if countries develop a co-
hesive strategy for regional trade co-
operation and go beyond the current
process that relies on bureaucratic
manoeuvring. The mechanisms such
as the SAARC Food Reserve and the
newly constituted SAARC Food
Bank are unlikely to make much con-
tribution towards this direction.
Only would a pragmatic and cohe-
sive trading mechanism giving pri-
macy to the market mechanism, per-
haps coordinated by SAARC, further
intra-SAARC food and agriculture
trade.

It should be noted that food aid
also plays a key role in food security,
particularly in areas that are affect-
ed by internal conflicts and natural
disasters. But a sole reliance on food
aid for an extended period of time
may also lead to dependency and
poor agriculture performance at both
government and farm levels.

Access

Access to food is determined by in-
come. It is the combined family in-
come that determines household
food security, which is contingent on
access to resources and distribution
of wealth. Though the concept rec-
ognizes the possibility of having
food self-sufficiency at the national
level, access to food has much to do
with households.

For instance, India has reached
the per capita food availability re-
quirement to meet the country’s rec-
ommended level of 512 gm/capita/
day, also increasing the per capita
dietary energy supply from 2,370
kcal/day in 1990-1992 to 2,440 kcal/
day in 2001-2003. However, over the
same period, the prevalence of un-
dernourishment in the total popula-
tion decreased by just five percent-
age points, from 25 percent to 20 per-
cent. The number of pre-school chil-
dren suffering from vitamin A defi-
ciency is actually higher in India (at
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nearly 57 percent) than in sub-Sahar-
an Africa (41 percent), and signifi-
cantly higher than in China (16 per-
cent).® The case is similar for other
South Asian countries.

An unfortunate truth about in-
come and poverty is that there are no
short-cuts. A sustained effort to-
wards economic growth accompa-
nied by a mechanism that creates
wealth among the poor is the only
solution. It should be recognized that
transferring “new wealth” to the
poor is not charity; it actually makes
sense as their capacity to purchase
goods and commodities can fuel eco-

A concerted effort to
improve small farmers’
market access and to

offer them due market

rates for their produce

1s the most effective
and economical way to
handle the food ctisis.

nomic growth through multiplier ef-
fects, and take them out of poverty
while achieving economic growth
objectives.

Small farmers’ poor access to
food is an irony that illustrates the
travesty of food markets in South
Asia. Partly it is because of their sub-
sistence agriculture. Mostly it is due
to the prevailing market structure that
offers them low farm-gate prices to
what they produce but forces them
to pay higher prices for commodities
they purchase from the market. Fi-
nancial constraints and continued
dependence on money lenders for
agriculture activities put them in
such a precarious condition that they
seem to have no escape routes out of
poverty and hunger. Unfortunately,
this even leads some farmers to com-
mit suicide in desperation.

A concerted effort to improve
their market access and to offer them
due market rates for their produce is
the most effective and economical

way to handle the food crisis. This
would require a substantial increase
in and allocation of resources for ru-
ral roads, communication facilities
and other infrastructure. These are
important as they increase small
farmers’ productivity while also in-
creasing their bargaining power in
food markets.

Notwithstanding the good inten-
sions, food aid delivered to them
through channels that consume
most of the resources before they are
actually delivered to the target
groups is highly inefficient and will
not lead to any long-term solution.

Food utilization

Food utilization refers to how food
is handled and biologically absorbed
into the body. Thus, it is essentially
an issue of individuals, but has far-
reaching implications for society,
people’s wellbeing and economic
growth. Even when food availabili-
ty and access are guaranteed, a per-
son may be highly undernourished
if s/he is incapable of absorbing
food, or the cultural and other prac-
tices are such that most of the food
nutrients are destroyed in the pro-
cess of cooking or processing. This
also can be worsened by poor health
conditions.

The high proportion of malnutri-
tion among children, even among the
rich, in South Asia is mainly due to
poor habits of food preparation and
a lack of sufficient knowledge of
health and nutrition. High illiteracy
among women, who take the prime
responsibility of child care, is con-
sidered a major cause of poor nutri-
tion among children. Unfortunately,
cultural and religious practices cir-
cumvent the potential to raise litera-
cy among women. Just as transfer-
ring income to the poor is not chari-
ty, educating girls is not charity but
an economic necessity for South Asia
to come out of poverty and food inse-
curity.

Vulnerability

Vulnerability can be defined and
analysed at individual and house-
hold levels or for a specific location.
In the context of South Asia, vulner-
ability specifically has much to do
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with spatial characteristics and is of-
ten of transitory nature. For example,
it is possible to identify some coun-
tries as being more vulnerable to nat-
ural disasters (e.g., Bangladesh for
more cyclones and floods). If there
are effective mechanisms to deal with
such calamities across space, the vul-
nerability arising from these disas-
ters can be effectively mitigated
through the help of other regions.

Transitory food insecurity (vul-
nerability over time) can affect any
region or individual and household.
It can be mitigated through the use
of time-dependent mechanisms such
as stock management or a combina-
tion of wealth management and
trade. Farmers and households in
many parts of South Asia are quite
adapted to such vulnerabilities and
have developed a multitude of cop-
ing mechanisms to deal with food in-
security, combining both space and
time dimensions.

Climate change has made these
disasters more intense in terms of
their impact and frequency, and the
traditional coping mechanisms seem
to have lost their effectiveness in mit-
igating the impact. Changes in
weather patterns have made farming
decisions more difficult. Some effects
such as increasing salinity that
makes land infertile have more struc-
tural impacts, and many parts of
South Asia have begun to experience
such changes.

South Asia experiences a number
of vulnerabilities related to crop
yields, production and buffer stocks,
livestock and fishery, difficulties in
imports, and environmental haz-
ards. India being a large country is
able to manage weather risks and
other calamities with relative ease,
while small countries find it difficult
to cope with such disasters.

Vulnerability requires effective
coping mechanisms. Often the tradi-
tional coping mechanisms, both at
individual and household levels, are
evolved to cope with the natural lev-
el of disaster intensity and they func-
tion fairly effectively.’? It is only when
disasters are so large in magnitude
beyond the experience of the commu-
nity that external assistance is need-
ed. Country-level coping mecha-

nisms often depend on political and
economic structures. Regional mech-
anisms to deal with these disasters
should carry some components that
link South Asia with the rest of the
world, for example, like in re-insur-
ance schemes.

An agenda for South Asia

Food security programmes in South
Asia should deal with all the food-
security dimensions. Solving South
Asia’s food insecurity is tantamount
to solving the question of hunger
among one fifth of humanity. Re-
gardless of the position taken by
countries in terms of their choices
over self-sufficiency in food, South
Asia still needs to increase its food
production capacity.

Given the scarcity of resources,
particularly land, policies towards
productivity enhancement must play
a leading role. While the Green Rev-
olution and associated interventions
have significantly increased produc-
tivity, further advancement would
greatly depend on the use and trans-
fer of technologies that enhance the
quality of seeds as well as the inten-
sity of farming.

However, agriculture in dry ar-
eas, despite its significant contribu-
tion to the basket of commodities be-
ing produced, received only mar-
ginal benefits from the Green Revo-
lution and new technology. The po-
tential of agriculture in such areas
has only been sparingly utilized,
and its full utilization hinges on the
development of appropriate tech-
nologies and the use of seeds and
fertilizers that are particularly de-
signed for such areas.

These efforts should accompany
the efforts to minimize huge losses
that are taking place in the value
chain process and at consumption
points. While post-harvest technol-
ogies often deal with the losses at
production and distribution, so far,
no credible effort has been taken to
minimize the losses at the consump-
tion level.

National governments are gener-
ally responsible for improving access
to food and utilization. In this regard,
regional efforts can be directed to-
wards sharing best practices and

knowledge. Vulnerability can neither
be predicted nor completely elimi-
nated. There are specific roles that
individuals, households, countries
and larger regions can play to miti-
gate them. While allowing markets
to play their roles and households to
cope with low-intensity vulnerabili-
ties, national governments and re-
gional organizations can design
mechanisms that would help to cope
with relatively large calamities that
are beyond the capacity of house-
holds to deal with. Indigenous re-
gional efforts towards this end in
South Asia are yet to emerge. B

Dr. Wickramasinghe is Policy and Pro-
gramme Consultant, the FAO Regional
Office for Asia and the Pacific, Thailand;
and Professor of Economics, University
of Sri Jayewardenepura, Sri Lanka.
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farmers’ rights

A central condition for food secu-
rity in most developing coun-
tries is the access to seeds and prop-
agating materials from plant variet-
ies that are adapted to the growing
conditions in often marginal areas.
Crop genetic diversity is thus a key,
as farmers need multiple production
options to cope with the risks of crop
failure due to pests, diseases, and not
least climate change. However, such
diversity is decreasing at a fast pace
and in many countries, the legal
space for farmers to conserve, use,
develop, exchange and sell farm-
saved seeds is being increasingly
difficult, mainly due to plant variety
protection (PVP) and seed laws.

PVP and food security

PVP has been developed to enable
the global breeding industry to cov-
er its production costs and earn prof-
its through royalties to be paid by
farmers upon the purchase of new
seeds. Since 1961, there is an institu-
tionalized international cooperation
to globally enforce the PVP system

Countries

Failure to protect farmers’
rights in plant variety
protection and seed laws is a
recipe for disaster for food
security and biodiversity
management.

Regine Andersen
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NORWEGIAN PLANT VARIETY
PROTECTION AND SEED LAWS

through the International Union for
the Protection of New Varieties of
Plants (UPOV). This Union has de-
veloped certain standards for PVP,
which its members implement for ex-
panding protected seed trade across
country borders and for ensuring
certain royalties to plant breeders. At
the outset, PVP conditions were quite
liberal in UPOV, but new amend-
ments made them steadily stricter.
The UPOV Acts of 1978 and 1991
represent the latest two amendments.
UPOV 1991 is much stricter than
UPOV 1978 (see Box). It does not al-
low farmers to exchange seeds of
protected varieties, but only provides
exemptions to use farm-saved seeds
of such varieties under strict condi-
tions. Under UPOV 1978, it was pos-
sible to exchange and reuse seeds,
but not to sell them.

Whereas UPOV started outas anin-
stitution of Organisation for Econom-
ic Cooperation and Development
(OECD) countries, it is now increas-
ingly expanding its developing-coun-
try membership. This has been possi-

ble particularly due to the Agreement
on Trade-Related Aspects of Intellec-
tual Property Rights (TRIPS) of the
World Trade Organization (WTO).
The Agreement requires WTO mem-
bers to protect plant varieties either
by patents, or an effective sui generis
system (a national system that recog-
nizes local needs and priorities) or a
combination of both. Whereas there
is no mention of UPOV in the entire
TRIPS Agreement, and the provisions
are minimum standards, some WTO
members are exerting pressure on de-
veloping countries to join UPOV 1991.
Membership based on the 1978 Act
was closed in 1998.

It is indeed a contradictory prac-
tice that while OECD countries can
still continue as members of UPOV
1978 (if they have not already joined
UPOV 1991), developing countries
that joined UPOV after 1998 or are
being pressurized to join it must
adapt the stricter version—UPOV
1991. It means that such developing
countries would be forced to deprive
their farmers of exchanging seeds of
protected varieties, and using farm-
saved seeds of such varieties would

only be allowed for small-scale farm-
ers. In many countries, this ex-
emption has been implemented
with the condition for farmers
to pay a certain amount for li-
cence, even if they reuse the
seeds. In some countries, 80
percent of the full licence fee
should be paid by farmers if
they use farm-saved seeds from
protected varieties. In a way, it
means shifting from
the purchase of seeds
to leasing them to
farmers.

The effects of these
PVP provisions for

most developing-coun-

try farmers are threefold. First,
seeds from commercial vari-
eties will become more ex-
pensive. Second, farmers
will be prevented from ex-
changing seeds with their
neighbours, if the neigh-
bours start using protect-
ed seeds. This will also re-
duce the scope of access to
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seeds and propagating materials,
and plant genetic diversity as such.
Third, in countries where farmers
have to pay for a licence to use farm-
saved seeds from protected varieties,
they will not maintain this practice
and thus will not also be in a posi-
tion to maintain their traditional
knowledge related to selection of
seeds.

Seed laws and food security
Seed laws have been developed to
maintain plant health and to ensure
the quality of marketed seeds. Such
laws not only cover seeds from pro-
tected varieties, but normally also
deal with all seeds and propagating
materials of food crops in the mar-
ket. Asin the case of UPOV, seed laws
have also become stricter in many
countries, particularly in the North,
over the years.

For example, farmers in the Euro-
pean Union (EU) are not allowed to
sell or exchange seeds, as this is only
to be done by authorized seed shops.
In addition, only varieties that are ac-
cepted in the official lists of crop va-
rieties can be sold. This means that
varieties with greater genetic diver-
sity will not be allowed for sale, as

the admission criteria are strict and
require genetic homogeneity. More-
over, there are strict requirements for
seed certifications. A new directive
on conservation varieties should lift
this, but that does not help much, as
explained below. In other words,
farmers engaged in diversity farm-
ing are deprived of maintaining
crop diversity in their fields because
they will not have access to most of
the seeds they need, and sooner or
later, their production system that
is based on traditional varieties will
not be viable.

As such laws concern all variet-
ies of crops, and not only varieties
protected with intellectual property
rights (IPRs), their impact on the
maintenance of crop genetic diversi-
ty in the fields is even more dramatic
than the effects of the PVP regime.
As these types of laws are in the com-
ing also in developing countries, it
is crucial for them to be aware of the
potential effects they would bring for
farmers and rural food security.

Experiences from Norway

As most countries in the world seem
to have developed PVP rules and
seed laws in the direction described

Effects of the UPOV Acts of 1978 and 1991 on farmers

Provisions

Protection coverage

UPOV 1978

Plant varieties of nationally defined

species or genera

Requirements

Protection scope

Farmers’ exemption

variety.

Novelty (new varieties), distinctness,
uniformity, stability and variety
denomination

Producing for purposes of commercial
marketing, offering for sale and market-
ing of propagating material of the variety

Farmers are implicitly free to use their
harvested materials for any purpose
(except for marketing on a commercial
basis) when they stem from a protected

above, a central question is whether
there are other possible development
paths. The experience of Norway
may suggest a different direction.

Norway is in a promising situa-
tion with regard to the realization of
farmers’ rights over seeds. It has a
strong farmers’ movement and the
seed industry is rooted in the coop-
erative movement. Norway has less
than 45,000 farms and there is no
multinational corporation due to
two main reasons: first, the very par-
ticular growing conditions for plants
so far North, where the combination
of light and temperature requires very
special plant varieties, and second,
a small market for seeds.

As many other countries, Norway
is a member of UPOV 1978. In 2004,
a new bill was proposed for intro-
ducing stricter plant breeders’ rights
and a suggestion was made for Nor-
way to join UPOV 1991. The back-
ground was that the largest breed-
ing organization had been priva-
tized, and thus it was expected that
it would earn its income from sales
and not through state support. Af-
ter extensive hearings and consul-
tations, and the election of a new
government, the bill was rejected in

UPOV 1991

Plant varieties of all genera and species

Novelty (including discovering and
developing varieties), uniformity,
stability and variety denomination

Producing, conditioning, offering for sale,
selling or other marketing, exporting, im-
porting and stocking for above purposes

National governments are entitled to
decide whether small-scale farmers
shall be allowed to reuse the harvest of
protected varieties on their own land

holdings. Exchange among farmers is
prohibited.

Source: Andersen, R. 2008. Governing Agrobiodiversity — Plant Genetics and Developing Countries. Aldershot: Ashgate.

Vol.5, No.1, 2009 Insight

1



12 ¢

farmers’ rights

2005 on the grounds that it would
distort the balance between farmers’
and breeders’ rights, which has been
maintained by the country capital-
izing on the flexibilities available
under UPOV 1978.

So how is plant breeding doing
in Norway after this decision? It is
seen partly as a state responsibility.
The major plant breeding company
is organized as a stockholding firm,
where the state and farmers’ coop-
eratives are main shareholders.
However, since it is not able to fi-
nance its activities only with in-
comes from production and royal-
ties, it also depends on state sup-
port. There are suggestions that state
support is not a reliable source due
to fluctuating political winds and
that Norway should join UPOV
1991. But this will not help much
for three reasons.

First, the increased income from
royalties will still not be enough to
cover the costs. Second, the state will
expect the company to manage all its
financial needs from the market. Third,
the company will not be in a posi-
tion to monitor implementation, or
that will be too expensive. A solu-
tion that is currently being discussed
is an endowment fund of a size that
could be used to enable the breeding
company to finance its activities from
the interests of that fund—together
with the royalties and other incomes
it receives.

Similarly, there is another concern
in Norway. Due to the low level of
royalties, foreign plant breeders are
not willing to market their materials
in the country without compensating
measures. However, this has not been
a serious problem. Though for pota-
toes and strawberries it has generat-
ed some problems, Norway has found
different ways to compensate foreign
breeders. An endowment fund could
continue compensating for such costs.

The biggest issue today is, how-
ever, the seed legislation. Due to its
ratification of the European Eco-
nomic Agreement, Norway, along
with four other European countries,
has become an associated member
of the EU. This basically means that
it has to implement many of the EU
directives, including on seed. Thus,
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exchange and sale of seeds among
farmers, even to give them away,
have been prohibited. This was im-
plemented in Norway in 2004, but
the rules have not been enforced in
practice, as there is no legitimacy for
such a regulation in Norway.

In the meantime, the EU has
adopted a directive on conservation
varieties and Norwegian authorities
are now struggling to implement it
at the country level. They are heavily
delayed, as they realize that it is not
possible to implement this regulation
without being in conflict with the
International Treaty on Plant Genet-
ic Resources for Food and Agricul-
ture as well as the diverse needs and
priorities of farmers. Even if the au-
thorities manage to create the great-

The EU has adopted a
directive on
conservation varieties
and Norwegian

authorities are now
struggling to implement
it at the country level.

est legal space possible within the

framework of the new EU directive,

three barriers remain:

e Most of the varieties maintained
and further developed by Norwe-
gian farmers would not be accept-
ed, and could not be exchanged
anymore. They would disappear
from on-farm conservation and
sustainable use, sooner or later.

e The plant genetic diversity of Nor-
way is “frozen” at the current
stage, as farmers are not allowed
to further develop the materials as
conservation varieties. Thus,
farmers would not be allowed to
use their traditional knowledge in
the further development of their
potentials.

e It would still remain prohibited for
farmers to exchange seeds, unless
they manage to register them and
sell through authorized seed
shops.

Thus, a central question in Nor-

way now is whether it is necessary
to apply for an exemption from the
EU directive, and then to develop a
sui generis system on this in Norway.
A sui generis system should ensure
that basic requirements with regard
to phytosanitary and seed quality
issues are fulfilled. For example, an
organization for farmers could be
established, where members can ex-
change and sell seeds. Here they
also agree to comply with seed ex-
change and sale requirements, de-
veloped in cooperation between
farmers and the Food Safety Author-
ity. This can enable farmers to free-
ly exchange and sell seeds within
the organization. In addition, the or-
ganization can voice farmers’ views
and guarantee benefits for its mem-
bers. A voluntary registry for variet-
ies is also suggested.

Lessons for South Asia

The first lesson is that South Asian
countries are not required to join
UPOV 1991 or even develop UPOV
1991-compatible PVP laws to com-
ply with TRIPS. They may develop
laws compatible with UPOV 1978 or
other sui generis laws that meet the
minimum requirements of TRIPS.
India with its sui generis system
(Plant Variety Protection and Farm-
ers’ Rights Act of 2001) (see related
article on pages 15-16) and Nepal with
its “No to UPOV” commitment at the
WTO level have already shown that
such paths are possible for South
Asia as a whole. The second lesson
is that seed laws must be developed
allowing farmers to maintain crop
diversity in their fields. This means
that they must have the legal space
to save, grow, develop, exchange
and sell seeds. Finally, South Asian
countries need to realize that farm-
ers’ rights are not only about ensur-
ing the legal space for farmers to
continue as custodians and innova-
tors of crop diversity. They are also
about how farmers can be recog-
nized, rewarded and supported for
their vital and continuing contribu-
tions to the global pool of genetic
resources. M

Dr. Andersen is Senior Research Fellow,
Fridtjof Nansen Institute, Norway.



seed protection

Farmers’ control over seeds

Control over seeds has become
ever more important in an era of
intellectual property rights (IPRs) in
agriculture. IPRs such as patents and
plant breeders’ rights (PBRs) are the
exclusive rights granted to IPR hold-
ers for a certain period of time, for
example, for the production, use, re-
use and sale of new varieties that
have been developed. Thus, the is-
sue of food security is directly linked
to IPRs because a very strong IPR re-
gime may reduce farmers’ access to
seeds. Such a regime may also push
resource-poor developing-country
farmers to the market each time they
want to buy seeds and impede their
age-old practices of saving, reusing,
exchanging, breeding and selling
seeds.

Historically, farmers have played
an important role in not just sowing
seeds and growing crops, but also in
exchanging, reusing, supplying and
selling seeds to other farmers. In this
sense, farmers also play a critical role

ase of India

as seed suppliers. However, with the
growth of biotechnology and the in-
creased application of IPRs, the pri-
vate sector has started to play an
important role in the seed sector. For
instance, in India, the private sec-
tor’s involvement in the sector is as-
suming growing importance though
the public sector still has a strong
presence in the organized formal
seed sector, especially for food crops.

Against the backdrop of these
developments, it remains important
for developing countries, including
those in South Asia which have tra-
ditional farming systems, to look at
the possibilities of protecting farm-
ers’ rights to seeds and develop mech-
anisms to safeguard their rights that
are likely to be affected by the IPR
regime. The case of India offers them
an opportunity to review their leg-
islation and develop pro-farmer le-
gal and institutional mechanisms.

India, South Asia’s largest econ-
omy, developed a plant variety pro-

Legal protection of farmers’
rights to sell, reuse and
exchange seeds is critical to
the realization of the long-term
goals of food security in India.

Prabhash Ranjan

A
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tection (PVP) law in order to comply
with Article 27.3 (b) of the Agreement
on Trade-Related Aspects of Intellec-
tual Property Rights (TRIPS) of the
World Trade Organization (WTO).
Article 27.3 (b) imposes an obligation
on all WTO members to provide “ef-
fective” IPR protection over plant
varieties either through a patent sys-
tem, or a sui generis (domestic) regime
or a combination of both. The fact
that the term “effective” has not been
defined in Article 27.3 (b) gives coun-
tries a wide degree of discretion in
interpreting the term. For example,
this provides them with the flexibili-
ty to develop a sui generis PVP law
that not only recognizes effective
PBRs, but also protects the rights of
farmers such as in relation to access
to and control over seeds.

PVP law and farmers’ rights

Capitalizing on this flexibility, India
explored the sui generis system and
enacted a PVP law in 2001—Plant
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Variety Protection and Farmers’
Rights (PVPFR) Act. This Act recog-
nizes the rights of farmers to save,
use, sow, resow, exchange, share or
sell their farm produce, including
seeds of a protected variety, in the
same manner as farmers were enti-
tled before.

It should be noted that a previ-
ous draft of the PVP law did not rec-
ognize farmers’ rights over the seeds
of crops they grow. This led to huge
protests and, as a result of a strong
campaign launched by the civil so-
ciety, the legislation finally recog-
nized farmers’ right to sell seeds in
the same manner as before.

Farmers’ right to sell seeds is of
fundamental importance in a coun-
try like India where the farming com-
munity provides more than 80 per-
cent of the country’s annual require-
ments of seeds. A farmer not having
the right to sell seeds implies that
each time the farmer wishes to grow
a new crop, s/he has to turn to the
market to procure seeds. Such reli-
ance on market for seeds is not eco-
nomically feasible for many poor
farmers in India and hence will have
livelihood repercussions. Further, if
farmers do not have the right to sell
seeds, it will weaken the overall seed
market in India since there will be
less competition for private seed
companies.

It is, therefore, widely held that
control over seeds by farmers is a cru-
cial element in ensuring food securi-
ty. Notably, one commentator has ar-
gued that even the right of farmers to
sell seeds or to have control over
seeds does not guarantee self-reliance
in seeds for farmers, especially when
some processing is required to con-
vert harvested materials into seeds.
Hence, farmers will have to turn to
the market in such cases. Notwith-
standing this argument, the signifi-
cance of farmers having control
over seeds cannot be ruled out, es-
pecially in those circumstances
where harvested materials can be
used as seeds, without any kind of
processing.

Seed bill and farmers’ rights
In the process of understanding the
control over seeds, it is important to
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look at another aspect that may com-
pletely undermine the control Indi-
an farmers have over seeds. This is

related to the Seeds Bill of 2004,
which was subsequently referred to
a Parliamentary Standing Commit-
tee that gave its report in 2006. Al-
though there has not been any
progress on this, it is important to
see how the provisions of the Bill
may undermine the control of farm-
ers over seeds.

The Seeds Bill provides for man-
datory registration of all seeds.
Clause 13 of the Seeds Bill states “no
seed of any kind or variety shall, for
the purpose of sowing or planting
by any group, be sold unless such
seed is registered”. This is a sweep-
ing provision not recognizing any
exception and covers even farmers’
varieties since the definition of the
term “variety”, in Clause 13, includes
farmers’ varieties. Arguably, such
mandatory registration of farmers’
varieties, as against the voluntary
registration option in the PVPFR Act,
obstructs farmers’ ability to sell or
barter seeds because many illiterate
and poor farmers in India will not be
aware of the complexities associat-
ed with the registration procedure.
Such a mandatory registration of all
seeds, including farmers’ varieties,
will also directly affect farmers’
rights that are protected by the PVP-
FR Act.

The other onerous obligation im-
posed on farmers in the Seeds Bill is
by virtue of Clause 43, which im-
poses the requirement to sell seeds
that conform to the minimum limit
of germination, physical purity and
genetic purity. This is an onerous
obligation when understood in the
context in which most farmers op-
erate in India. Since many farmers
are poor and illiterate, they do not
possess the technical information
related to genetic purity and the
minimum limit of germination of a
seed.

Therefore, it will be difficult for
farmers to find out whether their
seeds satisfy these requirements or
not. In fact, the parliamentary Com-
mittee, constituted to review the
Seeds Bill 2004, has also stated that
most of the farmers in India do not
follow these scientific and technical
terms and hence may not conform to
these standards while selling or bar-
tering their seeds. Recognizing that
mandatory imposition of such oner-
ous obligations indirectly restricts
the right of farmers to sell or barter
seeds, the Committee has recom-
mended the removal of this require-
ment.

Conclusion

It is extremely important for India to
develop a legal regime that allows
farmers to have control over seeds
and does not affect their rights to sell,
reuse, exchange or barter their seeds
with other farmers. The possession
of such right is critical to the realiza-
tion of the larger and long-term goals
of food security. Since most other
countries in South Asia have similar
farming conditions and develop-
ment objectives, it will be in their in-
terest to review and analyse India’s
status in enforcing laws related to
farmers’ control over seeds. M

The author is Lecturer, WB National
University of Juridical Sciences (NUJS),
India. Parts of this article draw from the
author’s paper ‘Recent Developments
in India’s Plant Variety Protection, Seed
Regulation and Linkages with UPOV’s
Proposed Membership” to be published
in the Journal of World Intellectual
Property (JWIP) 2009.
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country case

Can Pakistan manage
the Food Cirisis?

Abid Qaiyum Suleri

According to 2007 figures, Paki-
stan was the ninth largest wheat
exporter, accounting for 1.5 percent
of global wheat exports. So, should
there be any logic in concluding that
the fall in Australian wheat produc-
tion or the increased use of maize for
production of biofuels in the United
States affected Pakistan’s domestic
wheat prices? The link is neither vis-
ible nor convincing.

Then, what is the reason for Pa-
kistan facing an acute wheat crisis?
Nobel laureate Amartya Sen ob-
serves, “there is no such thing as an
apolitical food problem”. While ex-
ternal factors and events may trigger
a food crisis, history is replete with
examples showing that political ac-
tions or inactions determine the se-
verity of food insecurity and at worst,
whether or not a famine will occur. If
we consider the political actions
leading to the wheat crisis in Paki-
stan, it becomes evident that the
counry’s double-digit food-price in-
flation has little to do with global
trends, and more to do with the gov-
ernment’s policies.

Wrong policies

Pakistan had a policy to export
wheat below global market prices.
But since it could not stop hoarding
and smuggling of wheat as well as
wheat flour, it started to import the
same at global prices. On top of that,
it did not announce the support

price/procurement price (they are
not synonyms but two different
mechanisms) before the sowing sea-
son of 2007/08. Had the government
taken the initiative to provide the
support price, it would not only have
helped farmers make an informed de-
cision about their future cropping
plans but also guaranteed incentives
for more production.

Continuing its flawed policy, the
government, through the Punjab
Food Department, started supplying
subsidized wheat to flour mills at Rs.
480 per 40 kg from 15 September
2007.' At that time, flour mills as well
as the Food Department had the in-
formation that the minimum pro-
curement price for the next crop
would be higher than Rs. 480 per 40
kg. Later, the Interim Government an-
nounced the minimum procurement
price of Rs. 510 per 40 kg, which was
subsequently raised to Rs. 625 per
40 kg in February 2008 by the coali-
tion government. The public procure-
ment drive for the new wheat crop
started on 15 April 2008.

One need not to be a genius to guess
that flour mills would have made a for-
tune by buying subsidized wheat and
selling it back to the Food Department
without milling it. They made almost Rs.
350 per bag (of 100 kg). While various
government agencies were claiming that
they were releasing subsidized wheat to
flour mills, a large part of that wheat
was not being milled into wheat flour.
Also, alarge chunk of what was getting
milled was being smuggled to Afghani-
stan. No wonder, Attock district, locat-
ed in the northern border of the Punjab
province, has 24 flour mills whereas
Lahore, the capital of the Pakistani
province of Punjab, has only 21.

In order to address the wheat cri-
sis, the government of Pakistan de-
cided to import 2.5 million tonnes of
wheat at US$410 per metric tonnes.

The government also started to
spend at least US$1 billion on wheat
imports. The imported wheat is meant
to be provided at a subsidized rate to
flour mills either through utility stores
or through other mechanisms. It,
however, remains to be seen whether
this measure, taken with good inten-
tion, benefits the target groups in the
face of pervasive corruption.

Better measures

The world at large is grappling with
the adverse implications of the “3F”
crisis—food, fuel, and financial. In
the case of Pakistan, together with
these crises, a fourth “f”, i.e., frontier
crisis, due to the war on terror in the
North-Western Frontier Province, is
making matters worse. While it may
be difficult to effectively control the
fuel, frontier and financial crises in
the short to medium term, Pakistan
can manage the food crisis. It is do-
ing comparatively better on the pro-
duction front. It is the world’s sixth
largest wheat producer, fifth largest
dairy milk producer, fifth largest date
producer, one of the largest produc-
ers of Basmati rice, and an important
producer and exporter of mangoes
and citrus (kinos).

So, what the country needs to do
is to work towards sustaining this
production and making it more af-
fordable for consumers by reducing
the cost of production. In fact, soar-
ing food prices should be a wake-up
call for Pakistan to make a long-term
investment in the food-supply chain
and make the country food sover-
eign. Mismanaging domestic pro-
duction and then relying on food im-
ports may lead the country to a situ-
ation where it would have to increase
the prices of essential food commod-
ities on a fortnightly basis as it is
doing with fuel prices now—some-
thing that it can afford neither polit-
ically nor socio-economically. ®

Dr. Suleri is Executive Director, Sus-
tainable Development Policy Institute,
Pakistan.

Note

' US$1 equalled 80.03 Pakistani Rupee
on 2 March 2009.
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Food Security Agenda for

South Asia

A regional approach for food security would support national
efforts, but the political commitment from all South Asian
countries to regional policy frameworks is a must. The next
SAARC Summit would do well to address this and other
emerging issues that affect regional food security.

Posh Raj Pandey and Kamalesh Adhikari

he Charter Establishing the
T South Asian Association

for Regional Cooperation
(SAARC) states that regional coop-
eration is mutually beneficial, desir-
able and necessary for South Asia to
promote the welfare and improve the
quality of life of its peoples. The ar-
eas identified for cooperation are not
limited to economic sectors such as
trade, transport, energy and finance,
but also extend to social spheres. The
SAARC Social Charter also makes
provisions for poverty alleviation, im-
provement in health and education,
human resource development, pro-
motion of women's status, promotion
of children’s wellbeing, etc. The agen-
da of the Social Charter is further elab-
orated by setting out SAARC Devel-
opment Goals and a Plan of Action
on Poverty Alleviation.

In order to concretize efforts on
poverty alleviation and food security
in the region, the 12th SAARC Sum-
mit, held in 2004, expressed concern
over the non-operationalization of the
SAARC Food Security Reserve, estab-
lished in 1988, and recommended the
establishment of a Regional Food
Bank. The Agreement on Establish-
ing SAARC Food Bank was signed
during the 14th SAARC Summit in
April 2007, and the 15th SAARC Sum-
mit in August 2008 called for its early
operationalization, issuing the Co-
lombo Statement on Food Security.
This is a positive step towards eradi-
cating hunger, but is not sufficient to
ensure regional food security and
achieve livelihood-related goals.

Following this Summit, an Ex-
traordinary Meeting of SAARC Ag-
riculture Ministers was held in No-
vember 2008 in New Delhi, India.
The Meeting not only made some
major decisions to operationalize
the Food Bank but also elaborated
on the Colombo Statement on Food
Security. Adopting the SAARC Dec-
laration on Food Security, the Min-
isters also expressed their commit-
ments in a wide range of areas such
as agriculture production and nat-
ural resources; seed production and
quality testing; climate change;
integrated nutrient management;
biotechnology; and bio-resource
management.
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In view of these developments,
as well as the growing challenges
emerging from climate change, con-
flicts, and the global food and fi-
nancial crises, South Asian govern-
ments need to visualize and opera-
tionalize their national and region-
al policies, strategies and pro-
grammes in such a manner that
they effectively contribute to the ad-
vancement of each component of
food security.

Components of food security
Food security is a multi-faceted con-
cept, variously defined and inter-
preted. Whether it is conceptualized
as security at the global, national,
household or individual levels; or
comprehended from a food-first per-
spective or a livelihood perspective,
or the state of affairs judged with
objective indicators or subjective in-
dicators; all the reflections boil down
to the nature of the food problem as
it is experienced by poor people.
Thus, the right to food is not only a
human right, it is also a moral and a
social right.!

Its analytical framework needs to
embrace the relationship between the
politics and economics of poverty,
hunger and malnutrition, and the
complex dynamic strategies that poor
households employ to secure their
survival.? The argument is that the is-
sue of food security is not limited to

present “food entitlement” based on
national food supply and prices, but
also involves the complexities of live-
lihood strategies, perceived risks,
and uncertainties.

There, however, exists a kind of
consensus that food security encom-
passes the following multi-faceted
and inter-related dimensions: food
availability, stability, accessibility,
sufficiency, autonomy, reliability, eq-
uitability and sustainability.?

State of food security

A vast majority of people in South
Asia are engaged in agriculture. But
the contribution of agriculture to to-
tal income is less than one fourth in
the region, barring Afghanistan and
Nepal. Most of the income is spent on
food and yet more than 300 million
people go to bed hungry, an alarming
20 percent of a 1.5 billion population.
The depth of hunger is moderately
high in Bangladesh, Pakistan and
India.

The disturbing fact is that poor
and vulnerable groups, particularly
in rural and remote areas, are falling
further behind. Moreover, not only
the absolute number of hungry peo-
ple has increased, per capita food
production for most of the countries
has also declined, and a vicious cir-
cle of malnutrition, which begins
before birth and lasts until death, is
in operation.

I State of hunger in South Asia

Additional pressures

The new dimensions of climate
change, conflicts, the global fuel and
food crises (though global prices of
fuel and food have fallen in recent
months), and the recent global fi-
nancial crisis leading to global re-
cession are additional threats to food
security in South Asia.

Climate change

As livelihoods and economic activi-
ties in the region are closely tied with
the natural resource base, climate
change has profound implications for
agriculture productivity and, thereby,
food security. It is expected to cause
increased intensity of floods, worsen
desertification, induce sea-level rises,
and disrupt growing seasons. In ad-
dition, climate change may indirectly
impact fresh water availability, biodi-
versity, soil moisture status, land-use
pattern, and pest and disease inci-
dence.*

As agriculture significantly relies
on weather conditions and crops are
grown close to temperature tolerance
thresholds in South Asia, a combina-
tion of climate change factors adverse-
ly affects crop yield and productivity,
as well as aquaculture and fish pro-
duction. For example, in central In-
dia, wheat yields may drop by 2 per-
cent in a pessimistic climate change
scenario.’ Similarly, in Pakistan, a 1
degree Celsius increase in tempera-
ture, is predicted to re-
duce wheat yields by
6-9 percent in humid,
semi-arid and arid ar-
eas.® In Sri Lanka,

Country Pl”Oll:OI"tion of poplulation Prevalence Depth Number of bile half a d
elow poverty line ; . while half a degree
P 4 of Chl‘|q of undernour‘ls‘hed temperature rise may
National Rural Urban malnutrition hunger persons (millions) reduce rice output by
Afghanistan - - - 39.3 - - 6 percent, increased
Bangladesh ~ 49.8 53.0 36.6 47.5 290 40.1 dryness will adverse-
Bhutan : : _ 18.7 230.5 ly affect the yields of
- - - key products like tea,
India 28.6 24.7  30.2 42.5 260 0.0 rubber and coconut.”
Maldives - - - 30.4 180 4.0 In Nepal and Bhu-
Nepal 309 346 9.6 38.6 220 35.0 tan, climate change
Pakistan 326 359 242 37.8 280 4.0 will cause the cultiva-
) tion zone to shift up-
Sri Lanka 22.7 - - 29 .4 250 -

Source : FAO. 2009. Food Security Data Set, www.fao.org.
- not available. Figures are for the latest year available.
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wards to unsuitable
steep slopes. In the
process of climate
change, the brunt of
temperature rise will
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be borne by small-holder rainfed
farmers without financial and tech-
nical capacity to adapt to climate
variability and change.

Conflict

Conflict and food insecurity have a
two-way relationship, reinforcing
each other. Conflict causes food in-
security by reducing food production
and entitlements to produce and
gain access to food, as well as by af-
fecting human welfare and capabili-
ties through the destruction of the en-
vironment, health care, education
and other social infrastructure.®
Food insecurity—food shortage, lack
of access to food, malnutrition, or
some combination of these—may
fuel further conflict. Since most South
Asian countries have been mired in
protracted internal conflicts, their
impacts on food security should be
factored in while devising strategies
for food security at national and re-
gional levels.

Food crisis
The world has been experiencing an
unprecedented food crisis, mainly
due to the rise in global food prices
in 2007-2008, due to both adverse
demand and supply situations. On
the demand side, income and popu-
lation growth, rising energy prices
and subsidized biofuels production
have contributed to surging con-
sumption of agriculture products.
On the supply side, productivity and
output growth have been impaired
by natural resource constraints, un-
derinvestment in infrastructure and
agricultural science, limited access
to inputs, and weather disruptions.’
The global prices of almost all ag-
riculture commodities increased
sharply in the past two years. For ex-
ample, in the second quarter of 2008,
prices of wheat and maize were three
times higher than at the beginning of
2003 whereas the price of rice was five
times higher. Diary products, meat,
palm oil and cassava also experi-
enced sharp price hikes. These global
food price changes have been trans-
mitted in different degrees to South
Asian countries owing to factors such
as transportation costs, domestic pol-
icies, and market structures, but the
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general pattern of price change has
been similar to the global trend.

Encouragingly, in the past few
months, prices of major cereals have
fallen by about 30-40 percent as a
result of the economic slowdown
and favourable weather conditions.
But they remain still high and the
short-term price relief is insufficient
to ensure that the poor have access
to adequate amounts of nutritious
food. Despite the fall in global food
prices, the Food and Agriculture Or-
ganization of the United Nations
(FAO) stipulates that more than 32
countries in Asia and Africa are still
facing the toughest time of food inse-
curity and are in need of policy and
institutional support to address the
challenge.

Financial crisis

Economic contraction increases un-
employment and reduction in real
wages. It also limits the funds avail-
able for food aid and social protec-
tion, which are essential for helping
the most vulnerable people avoid
malnourishment or even starvation.
The financial crisis, beginning in the
second half of 2008, is causing re-
cessions in many economies with
severe implications for the poor in
developing and least-developed
countries. According to FAO, the fi-
nancial crisis may deepen the cur-
rent economic slowdown, and agri-
culture sectors, including of devel-
oping and least-developed countries,
will be affected negatively. It has been
projected that declining purchasing
power could lower demand and in-
crease the risk of a drop in food in-
take, particularly of the poor in both
urban and rural areas (see related ar-
ticle on pages 29-31).

Food security agenda

National agenda

For reducing food insecurity, the
most important starting point is na-
tional-level initiatives. A precondi-
tion for sustainable improvements in
long-term food security is to bring
about macro-level availability of food,
sustained increases in the real in-
comes of the poor as well as im-
proved production capacity to ac-

quire food at the household level, and
utilization of nutritious food. A
broad-based, pro-poor development
policy putting agriculture and rural
development at the centre stage
would play a catalytic role for sus-
tained income increases.

This requires good governance in
providing basic public goods to all
citizens, ensuring internal peace, and
upholding the rule of law. It also de-
mands improvements in the assets
position of the rural poor through
land ownership of small producers
and landless workers, and reforms in
the functioning of land market. Mak-
ing small-holder farming more com-
petitive and sustainable—by increas-
ing the quality and quantity of public
investment; improving access to fi-
nancial services; reducing exposure
to uninsured risk; developing human
capital; providing farm management
training; applying technology in
farms; enhancing the performance of
producer organizations; and promot-
ing innovation through science and
technology—is also important.?

It is also crucial to engage farm-
ers in seed development and use by
protecting their traditional rights
over seeds and related knowledge (see
related articles on pages 1214 and 15—
16), and to empower them to address
climate change impacts, as well as
manage biodiversity and make its
sustainable use for agriculture devel-
opment and food security.

In order to address short-term or
transitory food insecurity situations,
conditional cash transfers, school
meals programmes, and programmes
to support family agriculture along
with interventions to reduce prices
and ensure supply by maintaining
food stocks would go a long way.

Empirical evidences show that
the impact of globalization on food
security is positive rather than nega-
tive, but the impact is fairly weak." It
may increase productivity and in-
come by ensuring that investment
goes into the right activities by pro-
moting technological changes as
well as matching the demand and
supply situations. But the process of
trade liberalization must be support-
ed by the provision of an adequate
legal framework, investments in
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public goods, such as research and
development, public health, infra-
structure, education, and basic safe-
ty nets to help poor households re-
cover from shocks.

Policies to improve access to and
affordability of food in isolation are
not sufficient to cope with poverty,
food insecurity, and chronic hunger.
They should be an integral part of
the overall development strategy,
running through all sectoral strate-
gies, including conflict management.
They also need to be supported by
education, making information avail-
able to households about the nutri-
tional values of food, community ac-
cess to sanitation, clean water sup-
ply, health facilities, and change in
food habits and practices, especially
those that impact food preferences
and food preparation.

Regional agenda

Getting the domestic policy right
must be viewed as a necessary step
to ensure food security in South Asia.
However, given the growing interde-
pendence among the countries and
integration of South Asia into the glo-
balization process, a regional ap-
proach is imperative to address food
insecurity. The following regional
actions, in tandem with internal coun-
try-based policies and strategies,
would help ensure food security.

The endorsement by South Asian
heads of state of comprehensive
SAARC Development Goals com-
prising, among others, livelihood-
related goals, is a welcome step.
The region needs to move forward
with a common understanding on
the Plan of Action to achieve these
goals. A regional approach to de-
velop agriculture and a regional
modus operandi to mobilize resourc-
es to finance these initiatives
should also be devised.

Enhanced regional trade in agri-
culture and food products could be
a potent instrument to address food
insecurity. The inclusion of almost
all agriculture products under sen-
sitive lists by SAARC members
under the Agreement on South
Asian Free Trade Area (SAFTA)
could be a major impediment to

agriculture development and food
security (see related article on pages
22-24). Thus, South Asian coun-
tries must commit to liberalize ag-
riculture trade within the region.
The SAARC Food Bank would ef-
fectively function if it is supported
by SAARC Food Fund, created
through financial contribution of
members, and other interested
countries and organizations, to
stock food grain reserves. More-
over, the modalities on withdraw-
ing food grains, procedures for re-
lease of food grains from the re-
serves, replenishment of the re-
serve and determination of prices
also need to be clearly spelt out.
SAARC countries need to formu-
late a regional policy on the con-
servation and use of genetic re-
sources as well as application of
biotechnology and intellectual
property rights. While formulating
such policy, members should cap-
italize on the equity principles of
the Convention on Biological Di-
versity and the International Trea-
ty on Plant Genetic Resources for
Food and Agriculture. Among oth-
ers, it is important to ensure that
the region is able to make use of
“compulsory licensing” in cases of
inventions of greater importance to
food and health security, as well
as of an “access and benefit shar-
ing” mechanism that protects farm-
ers’ rights to genetic resources and
associated traditional knowledge.
South Asian countries should
come up with a regional plan and
effective adaptation and mitigation
strategies to protect the region from
the adverse effects of climate
change. For example, since with
climate change, countries are like-
ly to increasingly depend on ge-
netic resources from other coun-
tries to adapt to changing agricul-
ture patterns, they need to facili-
tate seed exchange and use sys-
tems at the regional level. This will
help in expanding the options for
the availability of genetic diversi-
ty the region needs for future gen-
erations to adapt to climate change
and maintain food security. ®

Dr. Pandey is President, SAWTEE.
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SAFTA

Does SAFTA

promote agro-trade ?

ver the last two years, soaring

food prices have hit the devel-
oping world hard, South Asia being
no exception. One of the consequenc-
es of the unprecedented food-price
inflation witnessed since mid-2007,
dubbed “agflation” by the media, is
a clear and present danger of a re-
versal of the gains made in poverty
reduction in recent times in South
Asia, host to 40 percent of the world’s
poor. The price rise has also clearly
highlighted the region’s growing
vulnerability to food insecurity.

As delineated by the Food and
Agriculture Organization of the Unit-
ed Nations (FAO), food availability
is a major component of food securi-
ty. In the context of South Asia, food
availability mainly depends on pro-
duction, imports from outside the
region and intra-regional trade.

Agriculture contributes over 21.5
percent of the gross domestic prod-
uct of South Asia and the share of
the agricultural population in the
region is 52.2 percent.’ In most
countries, however, population
growth outstrips agriculture
growth. Only two countries have
managed to expand per capita food
production over the past decade or
so, namely India (marginally) and
Sri Lanka (significantly).

Food security and trade

The imposition of export restrictions
by governments, including some of
those in South Asia, is also believed
to have exacerbated the food crisis. It
is argued that export curbs are tan-
tamount to national hoarding and
have the very same effect—that is,
price rise—as that of hoarding by
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merchants and traders at the domes-
tic level. The importance of trade for
stabilizing food prices cannot be
overstated. For instance, internation-
al rice prices are subject to higher
volatility than international wheat
prices, as was witnessed during the
food-price inflation of 2007-2008,
because international trade in rice is
very limited relative to production
and consumption.?

According to FAO, the benefits
of evolving a regional arrangement
for food trade include the possibili-
ty of importing or exporting at less
cost; receiving deliveries relatively
quickly in case of calamity or in ur-
gent situations to fill demand-sup-
ply gaps; and the ability to source
food products round the year given
the differences in seasonality of
production.’

In this context, it is germane to
consider the food crisis and the over-
all food security situation in South
Asia from the trade angle. Freeing up
trade in agriculture goods within
South Asia, the least-integrated re-
gion of the world, is critically impor-
tant. This article analyses where the
Agreement on South Asian Free
Trade Area (SAFTA) stands with re-
spect to agriculture trade and its im-
plications for regional food security.!

Intra-regional agro-trade

Two major reasons for South Asia’s
food insecurity are low agriculture
productivity and proneness to natu-
ral disaster. Due to these, the aggre-
gate regional food production has
not been able to meet the growing re-
gional food demand, compelling
most countries to import food in most

The growing threat of food
insecurity calls for meaningful
intra-regional agriculture
trade, but protectionism
hinders such trade in South

Asia.

Paras Kharel

years. Barring India, all countries are
more often than not net-food import-
ers. However, intra-regional trade
among South Asian countries is not
large.

For most countries, the bulk of im-
ported food is sourced from outside
the region, though for the region as a
whole, with the exception of Paki-
stan, intra-regional trade in agricul-
ture products increased significant-
ly during 1995-2004.° Less than 17
percent of South Asia’s imports of
basic food items® are sourced from
within the region. In 2004, regional
agriculture trade accounted for 22
percent of the total regional trade,
which, in fact, was less than 5 per-
cent of the region’s total internation-
al trade. Noteworthy in this regard
is India’s lion’s share of 80 percent
in the region’s total agriculture trade.
Bangladesh and Sri Lanka are the
main markets for India’s agriculture
products. Although not the main
markets for India, three least-devel-
oped countries (LDCs) in the re-
gion—Bhutan, the Maldives and
Nepal—are significantly dependent
on India for their food supply.

Why is intra-regional trade in
agriculture products in general and
food products in particular low? One
reason is low agriculture productiv-
ity and another—more relevant to
this discussion—is that South Asian
countries as a whole have pursued a
policy, stated or otherwise, of self-suf-
ficiency in food production, mainly
cereal production. This is reflected
in the sensitive lists that member
states have maintained under SAF-
TA which include almost all agricul-
ture products.
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Sensitive lists
Under the SAFTA’s Tariff Liberaliza-
tion Programme (TLP), non-LDCs are
required to cut their tariffs on prod-
ucts not in their sensitive lists to 0-5
percent by 2013. Sri Lanka is, how-
ever, given an extra one year to en-
force such tariff cuts. They should cut
tariffs to 20 percent within two years
of the enforcement of the Agreement.
On the other hand, the LDCs are re-
quired to effect tariff cuts in the same
range by 2016. They should slash tar-
iffs to 30 percent within two years of
the enforcement of the Agreement.
The TLP also requires non-LDCs to
reduce tariffs to 0-5 percent on prod-
ucts exported from LDCs not includ-
ed in the sensitive lists within three
years of the enforcement of the Agree-
ment, that is, by July 2009.

Since products on the sensitive
lists are not subject to tariff liberal-
ization, the presence of most food
products—including cereals, vegeta-
bles, fruits, and poultry and dairy
products—in such lists of member
states means that even with the full
implementation of the TLP, tariff bar-
riers will remain an impediment to
food trade in the region.

The Maldives is the only country
in the region that does not have any
cereal products in its sensitive list.
Rice is common to all other sensitive
lists.

However, despite the presence of
agriculture products in the sensitive
lists, the tariff barriers to agriculture
trade—though high, as will be
shown—are in practice less than
what the sensitive lists would indi-
cate. For, tariffs on agriculture prod-
ucts are as low as zero per-
cent in bilateral preferential
trade agreements (PTAs) be-
tween member states. For in-
stance, India has zero tariffs
for Nepal, Sri Lanka and
Bhutan—countries with
which it has bilateral PTAs.
Nepal and Bhutan also re-
ciprocate with zero tariffs on
agriculture goods from India.
Likewise, under a PTA, Pa-
kistan and Sri Lanka apply
lower tariffs on cereal prod-
ucts imported from each oth-
er than on imports from oth-

er SAARC member states with the ex-
ception of India, with which Sri Lan-
ka has a more liberal PTA. Bang-
ladesh, which does not have any bi-
lateral PTA with any SAARC mem-
ber state, neither gives nor receives
tariff concessions to/from any mem-
ber state on agriculture goods. The
same is the case with the Maldives.

Tariff barriers

For the sake of simplicity, let’s con-
sider the tariffs” maintained by SAF-
TA member states on select cereal
products (numbering 16) against
one another.® India, the only coun-
try in South Asia that has consistent-
ly had surplus cereal production,
levies an average tariff of 34 percent
on the 16 cereal products for Bang-
ladesh, the Maldives and Pakistan.
In addition, for these three countries,
India also maintains 80 percent tar-
iff on rice in husk and broken rice,
70 percent on milled rice, and 50 per-
cent on durum wheat, grain sorghum
and millet. Imports of the products
from Bhutan, Nepal and Sri Lanka
enter duty free, however.

In the case of Sri Lanka, the aver-
age import tariff for such products is
27.36 percent for Bangladesh, Bhu-
tan, the Maldives and Nepal, with
which it does not have any PTA. In
contrast, it imposes 9.23 percent tar-
iff on such imports from Pakistan
and 25.68 percent from India. Rice
items attract the highest rates (as
much as 83.68 percent).

Pakistan levies an average of 5.25
percent tariff on such imports from
Bangladesh, Bhutan, the Maldives
and Nepal. The average for India is

6 percent and for Sri Lanka is 2.06
percent. As wheat is not in its sensi-
tive list, the 10 percent tariff on it is
slated to fall to 0-5 percent by 2013.
The tariff on millet, which is also not
in the sensitive list, is zero, but the
tariff can still be raised to up to 5 per-
cent. Tariff on maize, another prod-
uct not in the sensitive list, will have
to be cut by at least 1 percentage
point from the current 6 percent.

Bangladesh does not discrimi-
nate between South Asian countries
in the application of tariffs on cereal
imports, with an average tariff of 4.8
percent. While millet attracts the
highest rate (12 percent), broken rice
and husked rice (brown) attract just
5 percent. Rice in the husk (paddy or
rough), though in the sensitive list,
gets duty-free access—which is not
possible in any other country in the
region, except under some bilateral
PTAs. As per the TLP, the 12 percent
tariff on millet will have to be re-
duced to 0-5 percent. Maize attracts
zero tariff but can be raised to up to 5
percent.

Nepal levies an average tariff of
9.44 percent on the cereals—at the
same rate to all countries, except In-
dia, whose agriculture products en-
joy duty-free access to the Nepali
market as per a bilateral PTA. Rice,
maize and wheat attract 10 percent
tariff while millet attracts 9 percent
tariff. As per the TLP, tariff on millet,
which is not in the sensitive list,
should be slashed to 0-5 percent.

The island state of the Maldives
levies an average tariff of 12.89 per-
cent. The same rates are maintained
for all South Asian countries. Durum
wheat and rice in the husk
(paddy or rough) are sub-
ject to a 15 percent rate, and
broken rice is subject to 13.5
percent. But milled rice en-
joys duty-free access. As
none of the cereal products
are in the sensitive list, tar-
iffs on them are slated to be
cut to 0-5 percent by 2016
as per the SAFTA TLP.

On cereals imported
from Bangladesh, Sri Lan-
ka, Pakistan and the
Maldives, Bhutan levies ei-
ther 35 percent or 50 percent

WO DI MMM

Vol.5, No.1, 2009 e Trade Insight « 21



22 ¢

SAFTA

tariff. The average tariff for imports
from Nepal is higher, 38.75 percent.
Imports from India, with which Bhu-
tan has a PTA, enter duty-free. Tar-
iffs on wheat and millet, which are
not in the sensitive list, have to be
brought down to 0-5 percent by 2016.

The above analysis shows that
tariffs are a barrier to trade in basic
food grains in South Asia, with In-
dia, Sri Lanka, Bhutan and the
Maldives in particular maintaining
tariff peaks. Bangladesh and Paki-
stan have the lowest rates. But in the
case of the Maldives, tariffs on cere-
als are scheduled to be slashed to 0-
5 percent by 2016. It should be borne
in mind that even if current tariffs on
some individual products in the sen-
sitive lists are low, there is room to
hike the tariffs.’

In addition, if one analyses the
import tariffs on other agriculture
products in South Asia, vegetables,
fruits, and poultry and dairy prod-
ucts are subjected to even higher tar-
iffs in general. Also, the SAFTA
Agreement does not have a manda-
tory provision for a time-bound trim-
ming of sensitive lists as in the free
trade agreement among Association
of Southeast Asian Nations
(ASEAN) members.

Non-tariff barriers
Countries South Asia are increasing-
ly resorting to non-tariff barriers
(NTBs) to discourage agriculture
imports. Even between countries that
have a bilateral PTA—with tariffs in
some cases as low as zero—the re-
ductions in tariffs are being nullified
by the imposition of NTBs. Agricul-
ture trade between Nepal and India
is a case in point. Under the Nepal-
India PTA, although agriculture
products are exempt from basic cus-
toms duty, NTBs impede their ex-
ports, primarily from Nepal to India.
NTBs also mar bilateral trade in ag-
riculture products between other
countries in the region. Additional-
ly, even in cases where basic customs
have been waived, para-tariff barri-
ers impede trade in agriculture.
The SAFTA Agreement has a
provision for the Committee of Ex-
perts (CoE) to “recommend the elim-
ination or implementation” of non-
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tariff as well as para-tariff measures,
which are required to be notified to
the SAARC Secretariat on an annu-
al basis, “in the least trade restric-
tive manner”. However, the fact re-
mains that the CoE’s recommenda-
tions are not binding.

Export restraints

Barring India, all South Asian coun-
tries are substantial importers of food
grains. Any supply or price shock to
the Indian market is transmitted to
most of its neighbouring economies,
namely, Bangladesh, Bhutan, the
Maldives, Nepal and Sri Lanka. The
imposition of export curbs on some
food grains by India in the summer
of 2008 in an attempt to rein in rising
food prices in its economy adversely
impacted the food supply and price
situation in countries such as Bang-
ladesh and Nepal. Although India
later lifted the export restraints, the
original move did expose the vulner-
ability of the net-food importers of the
region, especially the LDCs.

Way forward

With tariff as well as non-tariff bar-
riers hindering trade in agriculture
products in the region, which is reel-
ing under food insecurity, it is im-
perative that efforts be initiated in
earnest to liberalize agriculture
trade under SAFTA as part of wider
efforts to integrate food and agricul-
ture markets in South Asia. As agri-
culture is a “sensitive issue” for all
South Asian countries, where it is
still the biggest employer, a relative-
ly politically acceptable way of free-
ing intra-regional agriculture trade
could be delisting agriculture goods
from sensitive lists in phases, as
suggested in the Civil Society State-
ment on Food Security issued in Oc-
tober 2008 (see highlights of the state-
ment on page 35).

NTBs can be reduced consider-
ably by operationalizing the SAARC
body on standards and certification.
There is a need for a regional initia-
tive to bring the food safety standards
of the region as a whole into confor-
mity with international Sanitary and
Phytosanitary (SPS) regime—which
will not only ensure uniformity in the
SPS regime in the region, but also en-

hance the prospects of securing in-
creased market access for the re-
gion’s agriculture products in the
markets of advanced economies.

Learning from last year’s experi-
ence, there is a need for member
states to agree to refrain from impos-
ing export restrictions on food grains
within the region. In order to address
the food security concerns of the net-
food importers, the proposed SAARC
Food Bank should be made effective-
ly operational by relaxing conditions
for withdrawal and replenishment
at least for the LDCs.

In conclusion, it is worth empha-
sizing that while unimpeded trade
is vital, increasing agriculture pro-
duction through enhanced produc-
tivity remains a necessary condition
for achieving food security in the re-
gion. For, in the final analysis, ade-
quate production is a prerequisite for
trade. ®
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Sixteen 6-digit HS code tariff lines are
considered: 100110, 100190, 100200,
100300, 100400, 100510, 100590,
100610, 100620, 100630, 100640,
100700, 100810, 100820, 100830 and
100890.

® Bound rates are as high as 200 percent
on some products.
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Evolving power dynamics in
the multilateral trading system

Despite the rapidly changing power dynamics, democratic deficit exists in the
multilateral trading system, which behooves WTO members to make constructive efforts to
convert it into an inclusive global trade body.

Ratnakar Adhikari

'wo recent, distinct but interrelat-

ed, events point towards a rap-
id, dynamic and historic evolution
of power configuration in the global
economic scene. The first relates to
the July 2008 mini-ministerial of the
World Trade Organization (WTO). In
this gathering, developing coun-
tries—Brazil, China and India—
played a crucial role in preserving
“development sovereignty”!, pre-
venting the traditional powers from
imposing their will on the rest of the
WTO membership. The second con-
cerns a more inclusive G20 meeting
in Washington, D.C., in mid-Novem-
ber 2008, held with the realization
that coordination among G7 coun-
tries alone is not sufficient to avert a
global economic downturn.

While a follow-up G20 meeting
is scheduled for April 2009 in Lon-
don, The Economist has hailed the
Washington event as a “decisive
shift in the old order” and in the way
we perceive global governance.?
Echoing the same tone, Joschka Fis-
cher asserts that because of the ex-

clusivity coupled with the tendency
to ignore emerging economic pow-
ers, G7/G8 “has lost its significance
for good”. He further suggests that
“globalization has resulted in a last-
ing change in the distribution of pow-
er and opportunities, laying the
groundwork for a new world order
for the twenty-first century”.®> A re-
cent column by Dani Rodrik titled
“Let the Developing Nations Rule”
also represents an authoritative state-
ment about the global power dynam-
ics the six-billion humanity faces at
this epoch in human history.*

This article analyses the implica-
tions of the evolving power dynam-
ics within the WTO, including for its

Nation states tend to
make use of their power

to shape the outcomes

of any international

negotiations.

decision-making process. At the out-
set, it must, however, be stressed that
being a highly contested concept, it
is impossible to find a universal def-
inition of power, though there is some
degree of consensus that power
should be defined as the “ability to
get others to do what they otherwise
would not do”.” In the context of in-
ternational relations, power is de-
rived not only from material capa-
bilities (e.g., economic and military
might), but also from ideas and
knowledge, as well as quality of in-
stitutions.®

Given that nation states, no mat-
ter how cosmopolitan they claim
themselves to be, “adhere to their
mandate out of self-interest”, they
tend to make use of their power to
shape the outcomes of any interna-
tional negotiations. In the context of
trade relations, particularly in the
context of the multilateral trading
system, the extent of power is shaped
by: sovereign economic power, vol-
ume of trade, power of non-state ac-
tors and knowledge.
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Power in the historical context
As is well known, the multilateral
trading system was created to insti-
tutionalize the liberal trade regime
espoused by the United States (US)
after it abandoned protectionist
trade policies that fuelled the Great
Depression in the 1930s. Despite its
ambivalence on the creation of a
rules-based institution embodied in
the International Trade Organiza-
tion (ITO) to govern world trade due,
in part, to the hostile Senate at the
time, President Harry Truman’s ad-
ministration actively supported the
idea of creating an ad hoc organiza-
tion to give practical shape to the
General Agreement on Tariffs and
Trade (GATT).

As the theory of hegemonic sta-
bility would later predict, the US was
merely playing a role of a stabilizer
to provide stability to global trade, a
role played by Britain during the late
19th century.” However, several crit-
icisms of the hegemonic stability
theory® led to its subsequent revision,
until such time “neo-realists”
stepped in to suggest that a hegemon
promotes stability as long as it is in
its own interest to do so, but would
start to undermine the institution
when it finds that the institution
does not promote its interest any-
more. This latter theory would prob-
ably sustain empirical scrutiny, as
discussed below.

As a hegemon, the US did all in
its power to impose its will on the
rest of the world as far as global trade
is concerned. It ensured that the
GATT was no more than a mere cod-
ification of the aspects of the treaties
it had negotiated with various coun-
tries after the enactment of its Recip-
rocal Trade Agreement Act of 1934.°
Since the US wanted a liberal regime
without upsetting its domestic social
order, it followed a norm of “embed-
ded liberalism” within the GATT,
which was also followed by others."

As the US also wanted to ensure
that the “concessions provided” in
the form of improved market access
to foreign products are, at the very
least, matched by “concessions ob-
tained” from its trading partners, it
instituted the principle of “reciproc-
ity” for negotiating “concessions” in
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the GATT. Because the US was will-
ing to make use of strong trade reme-
dy measures in order to provide con-
tingent protection to its sun-set in-
dustries, it managed to incorporate
strong rules on anti-dumping, safe-
guards and countervailing mea-
sures, which remain virtually un-
challenged till date.!

When the rules did not suit the
US requirement, it had the power ei-
ther to bend the rules in its favour or
tinker with the rules where required
with absolute impunity. This tenden-
cy is reflected in the manner in which
the US compelled some Asian coun-
tries to impose voluntary restraints
on their exports of products ranging
from textiles and clothing to automo-
biles. Then, together with like-mind-
ed European countries, it went on to
institutionalize the infamous Multi-
fibre Arrangement (MFA), the rem-
nants of which still bedevil the mul-
tilateral trading system. It also
joined hands with a number of Eu-
ropean countries to provide a noto-
riously high level of protection to the
agriculture sector, contrary to the
core principles of the GATT, abus-
ing the various “exceptions” avail-
able under three GATT Articles,
namely XI, XIV and XX.2

The 1970s, however, saw a grad-
ual decline in the US power global-
ly, prompting Robert Keohane to
write a book titled After Hegemony to
describe how the stability of the glo-
bal financial, trading and energy
system was maintained even after the
fall of the hegemon." This coincided
with the emergence of the European

When the rules did
not suit the US
requirement, it had
the power either to
bend the rules in its
favour or tinker with
the rules where
required with

absolute impunity.

Union (EU) as a major power within
the GATT. The EU became a co-
drafter of several agreements crafted
in the subsequent years and decades,
particularly during the Tokyo
Round and the Uruguay Round
(UR). This is natural given that the
combined power of the EU and the
US was enormous in the trade con-
text, which can be measured by the
fact that in 1994, i.e., at the time of
the conclusion of the UR, their com-
bined share in global merchandise
import was 40 percent and they ac-
counted for half of the world’s gross
domestic product (GDP)." An exam-
ple of the EU wielding its power was
clearly visible during the UR because
it was not possible for the US to make
the former agree to the final UR pack-
age without placating it on its utter-
ly sensitive “agricultural” interests."®

Uruguay Round and its aftermath
The power balance rapidly evolved
in such a way that the UR was dom-
inated by and most decisions were
made through the coordination
among the Quad (Canada, the EU,
Japan and the US) and the same tra-
dition was carried on in the initial
years of the WTO.** Although the EU
has been maintaining almost the
same level of influence in the WTO
as the US, its “success” in foisting
the so-called Singapore Issues (com-
petition, investment, transparency in
government procurement and trade
facilitation) on the Doha Round, os-
tensibly launched to help remedy the
problem of asymmetry in the multi-
lateral trading system, is a manifes-
tation of the way it has used its pow-
er strategically. This is particularly
so in the context of the EU making
all WTO members agree to these con-
ditions in return for it preparing to
open its highly protected agriculture
market—which had no reason to re-
main closed at the first place, to bor-
row the words of Indian Commerce
Minister Kamal Nath.

The Cancun Ministerial Confer-
ence of the WTO is considered as a
watershed in the history of the
WTO, during which a group of 20
developing countries (that is, G20)
came together to challenge much of
the developed world’s indefensible
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protectionism in agriculture. How-
ever, this group, which was an ad
hoc formation, could not provide a
sustained response to the challeng-
es confronting developing countries
in the multilateral trading system.
Since mid-2004, power dynamics
seem to have taken a different turn
with the emergence of a new infor-
mal group named five interested par-
ties (FIPs)—Australia, Brazil, the EU,
India and the US—which brokered
the historic July Package that provid-
ed a fresh lease of life to a trembling
Doha Development Agenda.'” Vari-
ous permutations and combinations
of power configurations were visible
in the post-July Package era, which
finally led to seven major countries
playing an active role in shaping the
future of the Doha Round in the run-
up to the July 2008 mini-ministerial.
Australia, Brazil, China, the EU, In-
dia, Japan and the US are now con-
sidered important players in the
multilateral trade negotiations.
Although the July 2008 mini-min-
isterial failed on a technical issue,
which had to do with protecting the
livelihood of the poor and marginal
farmers of developing countries by
allowing their countries to impose
temporary safeguards in the event of
an import surge or a price fall, this
has sent a clear message.'® The writ-
ing on the wall is that developing
countries are now not merely passive
observers of multilateral trade nego-
tiations, but are also active players
in and contributors to the process.

Decision making in the WTO

It is beyond doubt, as the current
round of global negotiations has
demonstrated, that “if rich nations
want developing nations to cooper-
ate, they will need to let them shape
the rules of the game”."” As develop-
ing countries start wielding their
power at the negotiating table, the
WTO decision making will inevita-
bly become more complicated than
in the past. When the number of play-
ers with entrenched positions in-
creases, the decision-making process
is bound to become arduous. Al-
though this would unquestionably
mean that the interests of develop-
ing countries are going to be reflect-

The tendency within

the WTO to sacrifice

deliberative democracy
at the altar of

promoting efficiency in

the decision-making

process has put a
question mark on its

legitimacy.

ed in WTO decisions, who are in-
volved in the decision-making pro-
cess does matter.

As is well known, developing
countries are not a homogeneous lot.
Brazil, China and India, which have
GDP as well as share in global trade
much higher than those of many
members of the Organisation for Eco-
nomic Cooperation and Develop-
ment (OECD), may not truly repre-
sent the interests of all developing
countries. This is because every coun-
try is primarily guided by its nation-
al self-interest in international nego-
tiations and when it comes to the
crunch, might is almost always right.

Let us hypothetically assume that
somehow the seven most powerful
members of the WTO were able to
achieve a breakthrough to set the
Doha Round back on track. What
would have that meant to other de-
veloping countries? For example,
would that group have represented
the interests of the developing coun-
tries of Africa, Caribbean and the
Pacific which were not represented
in the group at all? Besides, what
would be the fate of the proposals
made by the least-developed coun-
tries (LDCs), which too were not rep-
resented in the discussions leading
to the deal.

A select group of countries and
the WTO officials that promote this
exclusive culture routinely argue that
decisions made in smaller groups are
eventually presented to the entire
membership and those who have
objections can present their own
views. They also justify such a pro-

cess on the ground of efficiency.
These are very good theoretical justi-
fications, but what happens in prac-
tice is entirely different. Can we ex-
pect a tiny nation like Tanzania to
block the decision of seven major
powers if the latter collectively de-
cide that all countries are required to
bind at least 90 percent® of their in-
dustrial tariff to fulfil the requirement
of “substantial increase in binding
coverage” as envisaged by the non-
agriculture market access (NAMA)
text agreed at the Hong Kong Minis-
terial? One could imagine the pres-
sure—economic as well as diplomat-
ic—that would be brought to bear on
Tanzania if it decided to indeed block
the decision.

In any case, the practice of pro-
viding seats on informal negotiating
tables to select countries on the basis
of their economic clout and institu-
tionalizing the same through un-
democratic processes such as “green
room”, “mini-ministerial” or “coali-
tion of interested parties” makes a
mockery of the concept of “sovereign
equality”, touted as one of the cor-
nerstones of the multilateral trading
order. The tendency within the WTO
to sacrifice deliberative democracy at
the altar of promoting efficiency in
the decision-making process has not
only put a question mark on its legit-
imacy, but provided fodder to anti-
globalization groups. These practic-
es within the WTO have led a com-
mentator to surmise that the princi-
ples of “sovereign equality” and
“consensus-based decision making
process” are nothing more than “or-
ganized hypocrisy” in the procedur-
al context.”

To add insult to injury, Pascal
Lamy, Director-General of the WTO,
has been projecting the WTO as a
global public good, choosing to re-
main oblivious of the three crucial
elements that make up public goods.
According to Igne Kaul and her team,
who have been working on global
public goods for at least a decade
now, there should be publicness in
consumption, decision making, and
sharing of net benefits for any good
to resemble a public good.”

If Lamy is presenting his norma-
tive view that the WTO ought to be-
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come a global public good, there is
no need to be critical of him. Howev-
er, what is exasperating to note is that
he is claiming that the WTO is a glo-
bal public good, while even liberal
internationalists like Robert Keohane
and Josheph Nye, Jr., who are highly
supportive of international organi-
zations, including the WTO, feel that
the organization operates like a
“club good” where highly technical
specialists from a few countries par-
ticipate in and make decisions.?

In lieu of conclusion

Rodrik (2008) underscores the need
for developing countries to use the
newfound power responsibly, as
“political and economic reality de-
mands a more nuanced and cooper-
ative approach”.* He advises devel-
oping countries to be empathetic of
the needs of their developed-coun-
try counterparts by resolving, among
others, not to raise protectionist bar-
riers and preventing a race to the bot-
tom on labour and environmental
standards.

This approach, although laud-
able, fails to remind developing coun-
tries of the need to behave responsi-
bly while dealing with poor, margin-
alized and vulnerable countries—
particularly LDCs—that need a com-
pletely different approach for their
meaningful integration into the mul-
tilateral trading system.

It is time for developing countries
to constructively use their power to
make the multilateral trading system
more inclusive so that it moves in the
direction of becoming a truly global
public good. However, we should
remain mindful of the fact that lack
of publicness in decision making can
weaken the technical soundness of
policy choices, undermine the legiti-
macy and credibility of organiza-
tions, and erode the sense of policy
ownership so essential for effective
follow-up to international agree-
ments.”

Indeed, if the WTO is to become a
truly global public good, its members
should not only admit that democrat-
ic deficit exists in the system, but also
make every possible effort to convert
the system into an inclusive body—
both in letter and spirit. M
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Developing countries
need to constructively
use their power to make
the multilateral trading
system more inclusive so

that it moves in the

direction of becoming a

truly global public good.
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financial crisis

GLOBAL FINANCIAL CRISIS

There are various channels through which the unfolding global crisis is likely to impact South Asia.

he world is passing through tur-

bulent economic times. The eco-
nomic crisis sparked by the global
financial crisis worsens by the day
and threatens to turn into the worst
crisis since the Great Depression of
the 1930s. Although the tipping
point of the financial crisis was
reached in the second half of 2008,
when several of the world’s largest
financial institutions such as Leh-
man Brothers, Merrill Lynch and
AIG collapsed pushing the world
economy over the edge, the factors
leading to it had been building up
over a decade.

A principal cause of the crisis was
the availability of cheap money to
borrow from the developed world’s
financial markets. In particular, fol-
lowing a major stock market crash,
the United States (US) Federal Re-
serve had cut interest rates to histor-
ic lows for stimulating its economy.
This ushered in an era of sub-prime
mortgages as US banks began to low-
er their credit standards and offered
home loans to customers with sub-
prime credit ratings.

Ahmed Tariq Aziz

Mixing up high-quality loans
with low quality sub-prime loans,
Wall Street investment bankers not
only created a complicated financial
instrument, the mortgage-backed se-
curity (MBS), but also globalized the
US sub-prime debt. Ultimately, the fi-
nancial turmoil that started with ris-
ing defaults on sub-prime mortgag-
es in the US triggered the global fi-
nancial crisis to such an extent that
countries—both developed and de-
veloping—are finding it difficult to
cope with the changing paradigms
of external shocks.

As a result of such shocks, finan-
cial institutions across the world
with a stake in the US sub-prime
debt have been forced to write down
billions of dollars worth of MBS-re-
lated assets, eroding investors’ con-
fidence and driving their stock pric-
es down. The crisis has also quickly
spread to the real sector, with devel-
oped countries, in particular, grap-
pling with recession in the wake of
shrinking consumption expendi-
tures and rising business closures
and unemployment.

The global economic situation
has become so fluid and uncertain
that growth projections for 2009 keep
getting worse with every revision.
According to the International Mon-
etary Fund’s 28 January World Eco-
nomic Outlook Update, output in ad-
vanced economics is expected to con-
tract by 2 percent in 2009, the first
annual contraction since World War
II. This, combined with a sharp dip
in growth in emerging and develop-
ing economies from 6.3 percent in
2008 to a projected 3.3 percent in
2009, is expected to result in the low-
est global economic growth in the
post-war period, just 0.5 percent.

The severity of the financial cri-
sis has prompted many govern-
ments to introduce rescue packag-
es—amounting to US$2.4 trillion in
the US, the European Union (EU)
and Asia. But the crisis continues to
deepen. Although the first-round
impact of the crisis has been visibly
greater in developed countries, there
are ample indications of the crisis
slowly but steadily engulfing devel-
oping and least-developed ones. Ac-
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cording to the World Bank, “almost
40 percent of developing countries
are highly exposed to the poverty ef-
fects of the crisis (with both declin-
ing growth rates and high poverty
levels) and an additional 56 percent
of countries are moderately exposed
(they face either decelerating growth
or high poverty levels)...”

The preliminary impacts of the
global crisis are, in fact, already be-
ing felt in South Asia, and the region
is bracing for further impacts. Alarm
over the crisis is deepened by the fact
that it comes on the back of an un-
precedented rise in fuel and food
prices—the fuel and food crises—
that contributed to a huge deteriora-
tion in terms of trade in one of the
poorest regions of the world. As per
a World Bank analysis, Bangladesh,
India and Pakistan are “highly ex-
posed” while Nepal and Sri Lanka
are “moderately exposed” to in-
creased risk of poverty and hardship.

This article, discussing the pre-
liminary impacts of the crisis, analy-
ses the possible channels through
which the unfolding global crisis is
likely to impact select South Asian
countries based on the structure of
the economies and the level and na-
ture of their global integration.

India

In the wake of the global economic
slowdown, India lost half a million
jobs in the last three months of 2008,
according to the World Bank. South
Asia’s largest economy faces risks to
both its financial and real sectors
from the global crisis due to the depth
of its integration with the global
economy, both financial and real.
Taking a broad measure of global-
ization, the ratio of total external
transactions (gross current account
flows plus gross capital flows) to
gross domestic product (GDP) has
more than doubled from 46.8 per-
cent in 1997/98 to 117.4 percent in
2007/08.

As a direct impact of the crisis,
foreign investors, seeking investment
safety, pulled out US$11.1 billion (of
which US$8.3 billion was with-
drawn between 1 April and 16 Octo-
ber 2008) from Indian stock markets
in 2008/09. This not only triggered

Insight  Vol.5, No.1, 2009

a plunge in the key indices, but also
impacted the entire growth and de-
velopment prospects of the economy.
Another impact through the finan-
cial channel has been the pressure
on domestic money and credit mar-
kets due to substitution of overseas
financing by domestic financing re-
sulting from the global credit
squeeze.

In addition, the downturn in the
US, the EU and the Middle East,
which account for three quarters of
India’s goods and services trade,
poses a threat to Indian exports. The
auto and textiles and clothing indus-
tries have already been hit by the glo-
bal slowdown. However, it is possi-
ble that India’s diversified export
basket, both in terms of goods and
markets, could help cushion the im-
pact of the global slowdown. The
depreciation of the Indian rupee may
also work in favour of exports,
though it will definitely create up-
ward pressure on import payments.

Moreover, as the recession in the
US deepens, the restructuring of fi-
nancial services firms, traditionally
large users of outsourcing services,
could hit Indian outsourcing busi-
nesses. Remittance inflows from mi-
grant workers too are likely to slow
down as the Middle East adjusts to
lower crude prices and advanced
economies go into a recession. But
there is also the possibility of a posi-
tive impact on India’s services ex-
ports as US companies, looking to cut
costs, could outsource more to India.

Pakistan

Pakistan’s economy has been facing
serious difficulties for a long time,
well before the beginning of the fi-
nancial crisis in the world arena. The
economy was already sliding, with
ever-increasing inflation, a weak cur-
rency, high fiscal deficits and low
reserves. A fiscal surplus of around
4 percent of GDP in 2003 turned into
a deficit of over 8 percent in 2008.
The country’s balance-of-payments
position has deteriorated on account
of the terms-of-trade shocks that have
hit the entire region in the last few
years. A rice exporter, Pakistan
gained in the food account substan-
tially due to the food-price hike.

However, unlike its neighbours in
South Asia, it has failed to take ad-
vantage of the recently declining
food and fuel prices to reduce infla-
tionary pressures due to poor demand
management.

There is a serious concern that the
financial crisis will aggravate the sit-
uation. It is feared that foreign capi-
tal flows will become even more ex-
pensive and this will eventually cre-
ate downward pressure on the en-
tire financial sector. But surprising-
ly enough, the pressure has solely
passed on to commercial banks,
which may not be able to lend as
much as they have done previous-
ly. This could also dampen domes-
tic investment substantially and
thereby worsen economic growth,
though such signs have not yet been
observed.

Sri Lanka

Unlike India, Sri Lanka has not been
directly affected by the financial cri-
sis due to its lesser integration with
the global financial institutions that
have gotten into financial difficulties,
particularly those in the US. A pos-
sible risk, however, comes from a re-
duction in foreign capital inflows,
including foreign direct investment,
which will create pressure on domes-
tic financing.

At a time of high inflation and the
resulting tight monetary policy, this
could raise interest rates, shrink do-
mestic investment and thereby slow
down the economy. Pressure on ex-
change rate stability due to depletion
of foreign exchange reserves is also
a concern. Official reserves declined
from a peak of US$2.7 billion in July
2008 to US$2 billion in November
2008—implying a reduction of cov-
erage of imports from 3.2 months to
1.7 months.

Another concern relates to a con-
traction of the export sector due to
the meltdown of US and European
markets. Exports in the fourth quar-
ter of 2008 totalled US$1.96 billion,
which falls short of the figure for the
corresponding period of 2007 by
US$128 million. The US market ac-
counts for 77 percent of the total rev-
enue in the apparel sector. Falling
commodity prices also could hurt
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the country’s commodity-exporting
sectors. The global slowdown also
threatens to reduce remittances,
which have so far been offsetting
deteriorating trade balance.

Bangladesh

Bangladesh’s national financial sys-
tem is not much exposed to the glo-
bal financial market. This leaves lit-
tle room for the chain reaction of the
global turmoil to markedly impact the
country’s financial system. The cen-
tral bank has so far been able to keep
the lending-deposit ratio of private
banks within an acceptable limit
through continuous monitoring.

This has lessened the incentive
for domestic savings to migrate to
other countries. Strict enforcement of
existing regulations has prevented
private citizens and corporations
from investing legally in any foreign
financial asset, thereby blocking
most of the direct route of the global
impact. One potential threat to the
banking sector, however, is payment
default by foreign buyers against ex-
port orders, especially of readymade
garments, in the event of their going
bankrupt.

As its liquidity problem is not so
severe, it is also unlikely that Bang-
ladesh will face a credit crunch. Like-
wise, since foreign capital inflows
account for only about 5 percent of
the traded volume in the stock mar-
kets, the likely slowdown in capital
inflows will have a minimal effect.

Bangladesh has little foreign di-
rect investment and most of it is long-
term in nature. Although tighter glo-
bal credit markets have raised the
cost of capital in the international
market and are likely to reduce for-
eign direct investment to developing
countries, this may not be a matter of
top concern for Bangladesh because
increasing such investment to the
country depends more on domestic
factors.

As multilateral sources account
for nearly 80 percent of the aid re-
ceived by Bangladesh, aid inflows
are not likely to drop in the short run,
although promises of significant aid
increases may not materialize. But
bilateral aid may be affected as de-
veloped countries mobilize resourc-

es to tackle their domestic economic
problems.

The major concern for Bang-
ladesh, however, is the export sec-
tor, which is heavily dependent on
the apparel sector that contributes
more than 75 percent of its exports.
The major destinations of Bang-
ladesh’s apparel products, the US
and the EU, have suffered the most
from the financial crisis. Apparel
exports are widely feared to fall due
to a substantial reduction in con-
sumption spending on non-essen-
tials in those countries. But this
change in consumer behaviour can
actually provide Bangladesh with a
comparative edge as its export items
have low price elasticity and are tar-
geted at low-income groups. How-
ever, if the recession continues, there
could be a large decline in the de-
mand for apparels from developing
countries, and it would be virtually
impossible for Bangladesh to escape
the heat.

Remittance, a major source of for-
eign currency, is another area of con-
cern. Bangladeshis working in the
service industry in the US and the
United Kingdom account for at least
30 percent of the total remittance. They
have been left vulnerable by the finan-
cial shock there. More importantly, as
noted above, the Middle East, a major
source of Bangladesh’s remittance, is
now facing the double whammy of
collapsing oil prices and global cred-
it squeeze. Construction activities are
slowing down, threatening the future
of most Bangladeshi workers.

The economic
downturn in the EU
may affect aid flows,

restricting Nepal’s

economic growth

prospects, as much of

the capital investment
in the country is aid

generated.

Nepal

Nepal has not felt any direct impact
from the global financial crisis so far
because its financial markets are not
open to short-term portfolio invest-
ment from abroad. On the contrary,
it has benefited from the drastic fall
in global oil prices as the govern-
ment was incurring huge losses
from its subsidization of petroleum
products.

Early and potential effects con-
cern the real sector. The constant de-
preciation of the Nepali rupee, which
is pegged to the Indian rupee,
against other currencies will make
imports from countries other than
India expensive, which may call for
adjustment to customs duties and
value added tax causing further ero-
sion of internal revenue and widen-
ing fiscal deficits. The depreciation
of the Nepali rupee against the dol-
lar will entrench Nepal’s high trade
dependence on India.

The economic downturn in the
EU, a major donor of Nepal, may af-
fect aid flows, restricting Nepal’s eco-
nomic growth and development
prospects, as much of the capital in-
vestment in the country is aid gener-
ated. The impact on tourism, an im-
portant source of foreign exchange,
is expected to be indirect, depending
on tourist flows into India and Tibet,
since high-revenue-yielding tourists
are either China- or India-bound with
Nepal as a stopover destination.

Nepal possesses an extremely
narrow export basket and with for-
eign consumers experiencing a shift
in their choice paradigm towards
necessaries, its exports are in for a
tough time. Remittances, the single-
largest source of foreign exchange for
the country, could be affected as low-
er oil prices induce a slowdown in
construction activities in the Middle
East, the top destination for Nepali
migrant workers. Nepali workers
have already started returning home
after losing their jobs and the num-
ber of people going abroad for em-
ployment is declining. This has seri-
ous implications for poverty reduc-
tion efforts as well. &

The author is Lecturer of Economics,
University of Dhaka, Bangladesh.
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Services In SAFTA

Opportunities aplenty, challenges galore

Concerted national and regional efforts to assess opportunities as well as challenges are crucial for
the development of a comprehensive regional framework on services trade liberalization.

With intra-regional trade at 5 per

cent, South Asia remains one
of the least-integrated economic re-
gions in the world. Although the
Agreement on South Asian Free
Trade Area (SAFTA) came into oper-
ation in July 2006, tariff liberaliza-
tion is scheduled to occur in a pro-
tracted manner, leading to the Agree-
ment being fully implemented only
in 2016. In addition, since the Agree-
ment is limited to addressing trade
in goods, investment and services
have been excluded from the bene-
fits of liberalization.

It is in this context that heads of
state of the South Asian Association
for Regional Cooperation (SAARC),
during the 15th SAARC Summit,
welcomed the decision of the Minis-
terial Council to commence negotia-
tions on a framework agreement for
trade in services under SAFTA. This
is intended to expand the scope and
deepen the extent of regional econom-
ic integration in South Asia. While it
is important to expedite the negoti-
ation process, there are several fac-
tors that need to be taken into ac-
count when developing a services
liberalization agreement. This arti-
cle dwells on some of the key issues
that need to be addressed in the pro-
cess of the inclusion of services in
SAFTA.

What is trade in services?

Trade in services is in principle sim-
ilar to trade in goods—increased for-
eign participation in the market for
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commercial services. This would re-
sult in increased competition for lo-
cal suppliers, creating dynamism in
these markets and, in theory, would
lead to increased choices, lower pric-
es and higher quality services for
consumers. Trade in services occurs
across four modes (Box 1). The liber-
alization of trade in services is sim-
ply the removal of barriers to trade
in services that occur across these
four modes between countries. This
occurs, for example, through the
World Trade Organization’s (WTO)
General Agreement on Trade in Ser-
vices (GATS) at the multilateral lev-
el; the Indo-Lanka Comprehensive
Economic Partnership Agreement,

BOX 1

which is still under negotiation, at the
bilateral level; and the proposed SAF-
TA services agreement at the regional
level.

How are services liberalized?

Unlike trade in goods, barriers to
trade in services exist behind the bor-
der through government regulations
rather than tariffs. For instance, in
terms of Mode 3, there may be limits
on the level of equity that can be en-
joyed by a foreign firm in the coun-
try, while in Mode 4, there are usual-
ly regulations governing the entry of
foreign professionals to work in the
country. The process of liberaliza-
tion of services usually takes place

Four modes of services supply

Mode 1 Cross-border services: Where neither consumers nor sup-
pliers of services leave their countries (e.g., business process out-
sourcing, international phone calls, etc.)

Mode 2 Consumption abroad: Where consumers travel to the coun-
try of services suppliers (e.g., travelling abroad for education, health

services, etc.)

Mode 3 Commercial presence: Where services suppliers of one
country establish commercial presence through foreign direct in-
vestment in another country (e.g banks, hospitals, etc.)

Mode 4 Movement of natural persons: Where services suppliers
travel abroad on a temporary basis to work (e.g., doctors, accoun-

tants, etc.)
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according to a positive list, request-
offer approach. In negotiations, one
country would request another coun-
try to remove certain barriers to trade
in services across any of the modes
of supply. The liberalizing country
has the flexibility to choose the ex-
tent to which it would like to liberal-
ize the requested sector. It can either
commit no concessions or commit to
complete removal of barriers or take
a stance in between. A country can
maintain any restrictions and regu-
lations that it wishes to maintain as
long as these are spelt out in the
agreement and are accepted by the
requesting country.

These commitments are reflected
in a “schedule” which becomes pub-
licly available, providing a transpar-
ent reflection of a country’s services
regime. If a country wishes to alter
its schedule having signed the agree-
ment, it will have to provide compen-
sation to any parties that suffer mon-
etary losses as a result. This system
provides services suppliers with the
confidence that market access can be
guaranteed given the presence of a
transparent regulatory regime, there-
by encouraging the exchange of ser-
vices between countries on a com-
mercial basis.

Why to liberalize services
within SAFTA?

Given the high and growing contri-
bution of services to South Asian
gross domestic product, and the
growing share of trade in services in
world trade, it is clear that encour-
aging intra-regional services trade
should be strongly considered. Coun-
tries like Sri Lanka have already ben-
efited from the liberalization of trade
in services unilaterally (in telecom-
munications services, for instance),
and for the following reasons, it
makes sense to adopt a framework
that could form the basis for services
trade in South Asia.

Export diversification

Most South Asian countries have a
concentrated export basket with a
concentrated export market (gener-
ally garment exports to the United
States and the European Union). In
this context (particularly illustrated

by the current turmoil in developed
economies), it is important to diver-
sify both export markets and export
baskets, and given the cultural, geo-
graphic and linguistic proximity be-
tween South Asian countries, trade
in services in the region becomes a
viable and attractive option.

Dynamic effects in the economy
Increased trade in services and the
resulting competition in the sector
will ensure dynamism that is in sev-
eral instances important for the over-
all functioning of the economy. For
instance, vibrant financial, telecom,
transport and construction markets
provide essential services for the
economy as a whole and facilitate
business processes in other sectors.
It would also provide potential ben-
efits to consumers in terms of lower
costs and greater variety.

Specialization

There are also substantial differen-
tials in comparative advantages (in-
formation technology (IT) in India
and port services in Sri Lanka) and
natural resource endowments (hy-
droelectricity in Nepal and Bhutan)
that provide scope for benefit through
trade in services in the region. Fur-
thermore, intra-industry trade in ser-
vices may also be possible in sectors
such as IT where different capacities
and differential wage rates allow
specialization across stages in the
value chain by different countries in
South Asia.

Capital flows

A regional services agreement could
also have a positive impact on capi-
tal flows between countries to offset
trade imbalances since much of the
trade in services occurs through for-
eign direct investment.

Scope for greater cooperation

Despite differences in levels of devel-
opment, developing and least-devel-
oped countries of South Asia are
faced with common problems such
as poverty, unemployment, food in-
security and supply-side constraints
such as limited resources, underde-
veloped markets and weak infra-
structure. Services liberalization at

the regional level provides a greater
scope for harnessing the potential of
addressing such common problems
and constraints.

What are the challenges?
Notwithstanding the importance of
promoting services trade regionally,
the process of services trade liberal-
ization is not without problems and
challenges.

Lack of data

A major problem in South Asia is the
lack of data on trade in services. As a
result, it is difficult to identify sec-
tors where liberalization would have
positive impacts, and indeed to pre-
dict the results of liberalization at all.
It is also difficult to produce effective
schedules which strike a balance
between beneficial liberalization and
effective safeguards measures. The
lack of data also limits the scope of
determining the most efficient cap on
the number of services providers al-
lowed into the country in a particu-
lar sector since the data for that sec-
tor may be lacking. If a country is
under negotiating pressure to make
commitments, it may well end up
using an arbitrary figure which
would be detrimental to the coun-
try’s interest. Therefore, an urgent
requirement is to improve, maintain
and disseminate data on services
sectors to enable informed and com-
prehensive analyses of the potential
impacts of liberalization of services
in South Asia.

Lack of regulatory capacity

This is a major problem particularly
for regulation of professional servic-
es. Many professional bodies in South
Asia have limited regulatory capaci-
ty, and even if they do have capacity,
some of them lack legislative authori-
ty to control the activities of members.
For instance, in Sri Lanka, the Con-
struction Industry Act is yet to be im-
plemented and, therefore, the coun-
try is unable to make commitments in
this sector. Moreover, as the lack of
regulatory capacity is a problem even
for domestic services regulation in
certain sectors, countries are not in a
position to extend it to foreign ser-
vices suppliers as well. Furthermore,
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in a complex mode of services supply
such as Mode 1, regulatory capacity
is even weaker, making countries re-
luctant to make commitments in this
mode given the inherent uncertain-
ties. If services are liberalized with-
out effective regulation, there could be
serious problems in terms of ensur-
ing quality of services delivery and
health and safety standards, and in
the coordination of rules (e.g., ensur-
ing foreign suppliers understand and
comply with national laws and regu-
lations). A potential solution is in-
creased cooperation between the re-

spective regulatory bodies of the re-
gion to help formulate effective regu-
latory legislation, learning from ex-
isting capacities within South Asia.
It would also be useful for these regu-
latory bodies to be in touch with their
counterparts in other countries that
have successfully signed services
agreements addressing professional
services, e.g., Association of Southeast
Asian Nations (ASEAN) countries.

Lack of maturity of the services sector
A frequent misperception is that lib-
eralization is equivalent to “open-

Source: Weerakoon, D. and |. Tennakoon. 2006. SAFTA: Myth of Free Trade.

BOX 2
SAFTA: As it stands today

SAFTA came into force in July 2006. This Agreement covers trade
in goods only. Its three main components are the tariff liberaliza-
tion programme (TLP), the treatment of “sensitive” goods, and the
rules of origin (ROO).

The TLP requires a top-down reduction of tariffs where non-
LDC members are required to reduce tariffs to 20 percent in two
years of implementation of the Agreement, and thereafter to further
reduce tariffs to a range of 0-5 percent in the next five years. Sri
Lanka is given an additional one year in recognition of its small
vulnerable economy status. LDC members are required to reduce
tariffs to 30 percent in two years and further ensure a reduction to
a range of 0-5 percent in the next eight years. As it stands, SAFTA
will be fully implemented by India and Pakistan in 2013, by Sri
Lanka in 2014 and by the LDCs in 2016.

The Agreement allows members to maintain sensitive lists to
exempt certain goods from the TLP. A sensitive list of 20 percent of
HS 6-digit tariff lines has been retained for non-LDC members, and
a close approximation of that for LDC members. All in all, almost
53 percent of total imports in South Asia are subject to sensitive
lists. SAFTA ROO involves two criteria: domestic value addition
(DVA) and change in tariff heading (CTH) at the HS four-digit
level. A DVA of 40 percent is required for India and Pakistan, 35
percent for Sri Lanka and 30 percent for LDC members. However,
derogation from the General Rule has been permitted as there are
some products which may undergo substantial transformation and
allow the DVA criteria to be met without CTH at 4-digit and vice
versa. Besides the single-country ROO, there is also a provision for
cumulative ROO with a minimum aggregate regional content of 50
percent, provided there is a minimum 20 percent input from the
exporting member.

SAFTA has been criticized mainly for its slow pace of tariff
liberalization, huge sensitive lists and limited coverage. In order to
address these concerns and to deepen regional economic integra-
tion, SAARC member states are currently seeking to incorporate
trade in services into the SAFTA Agreement.

Economic and Political Weekly, September; previous issues of Trade Insight.

32 e

Insight  Vol.5, No.1, 2009

ing the floodgates” which will re-
sult in large-scale job losses in the
domestic services sector. While this
is not true given the ability to tem-
per liberalization through schedul-
ing, there is a risk that scheduling
itself may not be effective given data
shortages and inaccuracies. Due to
the lack of maturity of some servic-
es sectors in individual countries in
South Asia, over-exposure to foreign
competition could undermine the
potential for domestic services sup-
pliers to emerge as strong players
in their own right. Therefore, in ad-
dition to the general precautions to
be taken in scheduling, there is an
argument for including a safeguards
clause in the South Asian Frame-
work Agreement on Services
(SAFAS).

How to move ahead?

There are substantial potential ben-
efits from services trade liberalization
in South Asia through SAFAS, but
due caution should be exercised. A
major concern about regional servic-
es trade is that since three countries
are developing and five are least-de-
veloped, there is a possibility of ex-
cessive caution in making commit-
ments and thus the agreement may
have little trade-creating value. In
this respect, two steps can be rec-
ommended.

First, the SAFAS will be GATS
plus but will take into account spe-
cial and differential treatment for the
least-developed countries—i.e., less
than full reciprocity will be expected.

Second, a common sub-sector ap-
proach will be adopted. This is a
method adopted by ASEAN where
if at least four countries (including
two least-developed) have made a
commitment in a particular sector,
all countries will make some com-
mitment in that sector. This will pro-
vide incentives for countries to make
commitments in sectors that are of
trade interest. This will not be too de-
manding since there is flexibility in
the extent to which the liberalizing
country makes commitments. H

The author is associated with the In-
stitute of Policy Studies (IPS), Sri Lanka.



civil society statement

Responding to

In South Asia

South Asian Civil Society Fo-

rum on Food Insecurity was or-
ganized by SAWTEE, CUTS and Ox-
fam (novib) on 23-24 October 2008
in Kathmandu, Nepal. The forum
was attended by 48 participants, rep-
resenting the government, media
and civil society organizations from
six South Asian countries—Bang-
ladesh, Bhutan, India, Nepal, Paki-
stan and Sri Lanka.

Experts from outside the region,
and inter-governmental and multi-
lateral agencies, including SAARC
Secretariat, FAO Regional Office,
Thailand, UNICEF, Nepal, UNES-
CAP, China, and the World Bank,
Nepal also participated in the event.
The forum issued a Civil Society
Statement on Food Security. Below
are highlights of the statement avail-
able at www.sawtee.org.

In order to operationalize the
Food Bank, the Member States should
make an institutional arrangement
for periodic estimations of food de-
mand and undertake measures to
increase their storage capacity. The
stringent withdrawal conditions
and replenishment requirements
should be relaxed, taking into ac-
count the individual capacity of the
Member States.

Likewise, a SAARC Food Securi-
ty Monitoring Committee, including
civil society representatives, should
be formed and tasked with the role
of making arrangements for a region-
al mapping of vulnerable regions and
populations, as well as preparing a
vulnerability calendar for effective
distribution of food and response
systems. A Negotiation Committee
must be set up for price determina-
tion and a Dispute Settlement Mech-
anism formed to resolve disputes.

In order to raise production and
productivity, exchange and testing

of varieties/seeds should be promot-
ed. Bilateral and regional contracts/
agreements should be implemented
to facilitate the access to and ex-
change of seeds.

In this regard, a “SAARC Seed
Bank” should be established, link-
ing it with “national seed banks” as
well as “community seed banks” for
an effective long-term mechanism of
production, exchange and use of
quality seeds. The bank can also con-
tribute to agriculture research (breed-
ing) and promote the sharing of seeds
and technologies that are critical for
developing new varieties/seeds and
promoting the conservation of agri-
cultural biodiversity.

A Technical Working Group
should be formed to: undertake a
stocktaking exercise of bioenergy
technologies and research capaci-
ties; prioritize and adapt available
technologies for pilot projects on
bioenergy; and develop short- and
long-term research priorities for re-
gional collaboration on the develop-
ment and dissemination of bioener-
gy technologies, with a possibility of
adding liquid biofuels in the long
term.

A South Asian Climate Change
Fund needs to be established. A re-
gional agenda should be developed
to advocate the reduction of subsi-
dies, tariffs and other distortive trade
measures on liquid biofuels at the
WTO level. Time-bound commit-
ments and actions from developed
countries for transferring energy-ef-
ficient, low-carbon technologies
through the Clean Development
Mechanism should be sought.

Alsoneeded are time-bound com-
mitments and actions on transit and
trade facilitation, the harmonization
of customs rules/regulations as well
as product standards/quality. Intra-

regional farm trade should be pro-
moted by de-listing some products
from the negative list under the Agree-
ment on South Asian Free Trade Area
in a phase-wise manner or on a trial
basis, and para- and non-tariff barri-
ers should be removed. An agreement
not to apply food export restraints to
Member States should be established.

Community-based biodiversity
management should be promoted for
the protection of farmers’ rights to
seeds, genetic resources and associ-
ated traditional knowledge, and for
the strengthening of tripartite part-
nership among public, private and
community actors and agencies.
Member States should recognize and
implement programmes such as Par-
ticipatory Plant Breeding, Communi-
ty Seed Banks and Community Biodi-
versity Registers. A Regional Intellec-
tual Property Expert Committee
should be formed to look into IPR af-
fairs and issues, and develop a Re-
gional IPR Policy.

Assistance from SAARC Observ-
er nations must be sought to develop
strategic community-centred action
plans to support regional strategies
and collaborative projects of SAARC,
as well as to draw up and implement
Agriculture Perspective 2020, and
also to provide concrete support to
the effective operationalization of the
Food Bank and an early warning sys-
tem. More coordinated efforts should
be made by developed countries, and
institutions such as the ADB, the
FAO, the UNCTAD, the World Bank
and the WTO for financial, logistical
and technical support, and technol-
ogy transfer. The global financial cri-
sis should not be used as an excuse
by bilateral and multilateral donors
and developed countries to with-
draw commitments on the assistance
required for food security. ®
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understanding WTO

Geographical
Indications

product’s quality, reputation or

other characteristics can be de-
termined by where it comes from be-
cause of certain geographical, cultur-
al, artistic or other similar qualities
which are uniquely embodied in the
product. Geographical indications
(Gls) are place names (in some coun-
tries also words associated with a
place) used to identify products that
come from specific places and have
characteristics specific to those plac-
es (e.g., “Champagne”, “Tequila” or
“Roquefort”). The Agreement on
Trade-Related Aspects of Intellectual
Property Rights (TRIPS) of the World

Trade Organization (WTO)
accords protection to Gls
in two articles. Article 22
defines a standard level of
protection and covers all
products. It says Gls have
to be protected in order to
avoid misleading the pub-
lic and to prevent unfair
competition. Article 23 pro-

vides a higher or enhanced level of pro-
tection for Gls for wines and spirits.
Subject to a number of exceptions,
they have to be protected even if mis-
use would not cause the public to be
misled.

CHAMPAGN,
!
CH-‘\R[.I'}S BARR
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BOX 1
Proposals on GI multilateral register

The EU’s detailed proposal circulated in June 2005 calls for the
TRIPS Agreement to be amended (by adding an annex to Article
23.4). The paper proposes that when a GI is registered, this would
establish a “rebuttable presumption” that the term is to be protect-
ed in other WTO members—except in a country that has lodged a
reservation within a specified period (for example, 18 months). A
reservation would have to be on permitted grounds. These include
when a term has become generic or when it does not fit the defini-
tion of a GL If it does not make a reservation, a country would not
be able to refuse protection on these grounds after the term has
been registered.

A “joint proposal” was first submitted in 2005 and revised in
2008. Its sponsors include Argentina, Australia, Canada, Costa Rica,
Ecuador, Japan, Korea, Mexico, New Zealand, Paraguay, South Af-
rica and the United States. This group does not want to amend TRIPS.
Instead, it proposes a decision by the TRIPS Council to set up a
voluntary system where notified GIs would be registered in a data-
base. Those governments choosing to participate in the system would
have to consult the database when taking decisions on protection in
their own countries. Non-participating members would be “encour-
aged” but “not obliged” to consult the database.

Hong Kong, China has proposed a compromise. Here, a regis-
tered term would enjoy a more limited “presumption” than under the
EU proposal, and only in those countries choosing to participate in
the system.

Insight  Vol.5, No.1, 2009

In some cases, however, Gls
donot have to be protected or the
protection can be limited. Arti-
cle 24 provides for such excep-
tions, for example, when a name
has become the common (or “ge-
neric”) term (for example, “ched-

dar” now refers to a particular
type of cheese not necessarily
made in Cheddar, in the Unit-
ed Kingdom), and when a
term has already been regis-
tered as a trademark.
Countries employ a wide
variety of legal means to pro-
tect Gls, ranging from specific
GI law to trademark law, con-
sumer protection law, and
common law.

wodeqeqie-Swi

Doha Round

Two contentious issues are debat-
ed in the ongoing WTO’s Doha
Round of trade negotiations, both re-
lated in different ways to the higher
level of protection: creating a multi-
lateral register for wines and spirits;
and extending the higher (Article 23)
level of protection beyond wines and
spirits.

Multilateral register

This negotiation, which takes place
in dedicated “special sessions” of the
TRIPS Council, is about creating a
multilateral system for notifying and
registering Gls for wines and spirits.
These are given a level of protection
that is higher than for other GIs. The
multilateral register is discussed sep-
arately from the question of “exten-
sion”—extending the higher level of
protection to other products—al-
though some countries consider the
two to be related. The work began in
1997 under Article 23.4 of the TRIPS
Agreement and now also comes un-
der the Doha Agenda.

The Doha Declaration’s deadline
for completing the negotiations was
the Fifth WTO Ministerial in Canctin
in 2003. Since this was not achieved,
the negotiations are now taking
place within the overall timetable for
the Round. Three sets of proposals
have been submitted over the years,
representing the two main lines of
argument in the negotiations and
some proposed compromises (Box 1).



understanding WTO

At the heart of the debate are a
number of key questions. When a GI
is registered in the system, what le-
gal effect, if any, would that need to
have within member countries, if the
register is to serve the purpose of “fa-
cilitating protection” (the phrase
used in Article 23.4)? And to what
extent, if at all, should the effect ap-
ply to countries choosing not to
participate in the system. There is
also the question of the adminis-
trative and financial costs for indi-
vidual governments and whether
they would outweigh the possible
benefits.

Extending higher level of protection
There is a debate as to whether to ex-
pand the higher level of protection
(Article 23)—currently given to
wines and spirits—to other prod-
ucts. Some countries want extension
of higher level of protection to other
products. Some others oppose the
move, and the debate has included
the question of whether the Doha
Declaration provides a mandate for
negotiations.

Some countries have said that
progress in this aspect of GIs would
make it easier for them to agree to a
significant deal in agriculture. Oth-
ers reject the view that the Doha Dec-
laration makes this part of the bal-
ance of the negotiations. At the same
time, the European Union (EU) has

Kiran Pandey

BOX 2
Division over higher extension

Bulgaria, the EU, Guinea, India, Jamaica, Kenya, Madagascar, Mau-
ritius, Morocco, Pakistan, Romania, Sri Lanka, Switzerland, Thai-
land, Tunisia and Turkey see the higher level of protection as a way
to improve the marketing of their products by differentiating them
more effectively from their competitors’; and they object to other coun-
tries “usurping” their terms. The latest proposal from the EU calls
for the amendment of the TRIPS Agreement so that all products
would be eligible for the higher level of protection in Article 23, and
the exceptions in Article 24, together with the multilateral registra-
tion system currently being negotiated for wines and spirits.
Argentina, Australia, Canada, Chile, Colombia, the Dominican
Republic, Ecuador, El Salvador, Guatemala, Honduras, New Zealand,
Panama, Paraguay, the Philippines, Chinese Taipei and the United
States argue that the existing level of protection is adequate. They
caution that providing enhanced protection would be a burden and
would disrupt existing legitimate marketing practices. They also re-
ject the “usurping” accusation particularly when migrants have tak-
en the methods of making the products and the names with them to

their new homes and have been using them in good faith.

also proposed negotiating the pro-
tection of specific names of specific
agriculture products as part of the
agriculture negotiations.

The Doha Declaration notes in its
paragraph 18 that the TRIPS Council
will handle work on extension un-
der the Declaration’s paragraph 12
(which deals with implementation
issues). Paragraph 12 says “negoti-
ations on outstanding implementa-
tion issues shall be an integral part”

of the Doha work programme, and
that implementation issues “shall be
addressed as a matter of priority by
the relevant WTO bodies, which
shall report to the Trade Negotiations
Committee... by the end of 2002 for
appropriate action”.

Delegations interpret Paragraph
12 differently. Many developing and
European countries argue that the so-
called outstanding implementation issues
are already part of the negotiation
and its package of results (the “sin-
gle undertaking”). Others argue that
these issues can only become negoti-
ating subjects if the Trade Negotia-
tions Committee decides to include
them in the talks—and so far it has
not done so.

This difference of opinion over the
mandates means that the discus-
sions have had to be organized care-
fully. At first they continued in the
TRIPS Council. More recently, they
have been the subject of informal con-
sultations chaired by the WTO Di-
rector-General or by one of his depu-
ties. Members remain deeply divid-
ed (Box 2), with no agreement in
sight, although they are ready to con-
tinue discussing the issue. ®

This article draws on materials avail-
able at www.wto.org.

Vol.5, No.1, 2009 e Trade Insight

35



book review

Beyond goods liberalization

With the rapid growth of the ser-
vices sector and its trade, ser-

vices liberalization is assuming
growing importance across many
countries. As services have a com-
plex and dynamic relationship with
other economic sectors coupled with
far-reaching implications for human
development, developing and least-
developed countries need to assess
the opportunities and risks of servic-
es liberalization, and accordingly,
develop negotiating positions for bi-
lateral, regional and multilateral ne-
gotiations.

In South Asia, where services
have overtaken agriculture and in-
dustry as the top contributor to gross
domestic product (GDP) in most
countries and foreign trade in servic-
es is growing rapidly, services liber-
alization is a burning issue. Besides
the fact that almost all South Asian
countries, by virtue of being World
Trade Organization (WTO) members,
have to implement the General Agree-
ment on Trade in Services (GATS),
the perception that regional trade in
services has more complementarities
than regional trade in goods is driv-
ing efforts to include services in bilat-
eral preferential trading arrangements
as well as in the Agreement on South
Asian Free Trade Area (SAFTA).

Saman Kelegama, of the Institute
of Policy Studies of Sri Lanka (IPS),
has a knack for coming up with time-
ly publications on topical trade is-
sues in South Asia. Trade in Services
in South Asia: Opportunities and Risks
of Liberalization is his latest offering.
Edited by Kelegama, the book is a
collection of essays exploring the
opportunities and risks of services
trade liberalization in South Asia.

The seven country chapters on
India, Pakistan, Sri Lanka, Bang-
ladesh, Nepal, the Maldives and
Bhutan present the trends in the ser-
vices sector and trade in these coun-
tries, level of protection and liberal-
ization initiatives, competitive ad-
vantages and offensive and defen-
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sive interests in various sectors and
GATS-defined modes of supply, and
prospects for further liberalization at
bilateral, regional and multilateral
levels. These country chapters are
followed by a chapter providing a
“South Asian Perspective” on liber-
alizing trade in services and anoth-
er providing an overview of the scope
and nature of the GATS Domestic
Regulation disciplines. The essays in
the compilation throw light on the
challenges that South Asian coun-
tries face while complying with
GATS regulations, with their inade-
quate legal provisions and regulato-
ry structures.

Notwithstanding such insights,
the book does not answer satisfacto-
rily the critical question of address-
ing the possible negative implica-
tions for human development of lib-
eralization of services such as health
and education. South Asian coun-
tries opening up such services to
their domestic private sector have
witnessed deterioration in equity in
access to the services. The arrival of
foreign services providers, from with-
in or outside the region, is no guar-
antee that domestic consumers will

be charged competitive prices and
the equity situation will improve or
at least not deteriorate.

Another lacuna is that although
almost all chapters note the fact that
employment in services has failed to
keep pace with services’ increased
contribution to GDP and the servic-
es trade growth, no attempt is made
to analyse the problem in depth and
suggest ways to make services trade
more employment generating.

Not all country chapters compre-
hensively deal with the possibilities
for regional cooperation on services
liberalization, detailing what each
country expects from others and
what it can offer them in return. It
would have been better if all the coun-
try chapters had followed the same
format.

The chapter that provides South
Asian perspectives on services lib-
eralization, authored by Rashmi
Banga, does not deal with issues of
importance to all South Asian coun-
tries in a balanced manner. It focus-
es on India, Pakistan, Sri Lanka and
Bangladesh and takes little account
of Nepal, the Maldives and Bhutan.
Itis not clear how exactly these three
small least-developed countries
(LDCs) are going to benefit by open-
ing up services regionally. Also un-
addressed is the balance-of-pay-
ments concerns of LDCs.

Furthermore, the methodology
behind analysing the competitive-
ness of individual countries in the
four modes of supply is not clear.
Banga erroneously concludes that for
Nepal, Mode 2 assumes greater sig-
nificance as compared to Mode 4. In
fact, workers’ remittances are Ne-
pal’s premier source of foreign ex-
change earnings, about seven times
higher than tourism receipts.

These limitations notwithstand-
ing, all in all, the book is a must-
read for anyone interested in the
changing paradigms of services
trade, not least policy makers and
researchers. M



network news

Mainstreaming international trade
iInto national development

CONSUMER Unity and Trust
Society (CUTS)-International and
South Asian Network on Eco-
nomic Modeling (SANEM) orga-
nized two regional conferences
“Mainstreaming International
Trade into National Develop-
ment” and “A Southern Agenda
on Global Trade Conference:
Some Views and Concerns from
South Asia” in Dhaka on 1-2
February 2009.

The first regional conference
covered three thematic sessions.
The first session focused on glo-
balization and the poor in the
context of South Asia. The second
dealt with the political economy
of trade liberalization in South
Asia. The final session was on

the future work on globalization
and the poor in South Asia.

In the second conference, par-
ticipants deliberated on three
themes: common South Asian
positions on institutional re-
forms in the global trade regime,
roles and responsibilities of
South Asian countries in global
trade governance; and future
work on a Southern agenda on
global trade governance. Speak-
ers and participants in the two
conferences included research-
ers, business and inter-govern-
mental organization representa-
tives, government officials, civil
society members and students
from Bangladesh, India, Nepal,
Pakistan and Sri Lanka. ®

Financial crisis and Sri Lanka

THE Institute of
Policy Studies of
Sri Lanka (IPS) or-

ganized a seminar

SEMINAR ON

entitled “The Glo-
bal Economic Cri-

GLOBAL ECONOMIC CRISIS & SRI LA

[ by
Institute of Policy Studies of Sri La
Taj Samudra Hotel, Colombo - 18 Februar;

sis and Sri Lanka”
on 18 February
2009 in Colombo.
The seminar con-
tributed to the de-
bate on the impact
of the current global economic
crisis on Sri Lanka from a mac-
roeconomic perspective.
Despite the optimism that has
been expressed with regard to Sri
Lanka’s limited exposure to the
crisis, it was made clear that such
optimism is misplaced given the
continuing evolution of the cri-
sis and the uncertain economic
climate that prevails. The impor-
tance of tailoring solutions to
country-specific conditions was
highlighted, emphasizing the in-
applicability of “cookie cutter”
solutions based on the response
of other countries. It was noted
that the crisis has some positive
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aspects and offers some oppor-
tunities, for instance, the reduc-
tion in commodity prices, and
the opportunity and rationale
for reforms in key areas such as
fiscal and monetary policy, fac-
tor markets and safety nets.
Resource persons from the
public sector, private sector, ac-
ademia and international orga-
nizations highlighted strategies
and policies to overcome chal-
lenges faced by the Sri Lankan
economy in the crucial months
ahead. In addition, resource per-
sons from Mumbai and Karachi
participated in the discussions
live, via video conferencing.

Research on
Health Services

SAWTEE has launched a research
titled “South Asian Export Potential
in Traditional Health Services: A Case
Study of Bhutan, India and Nepal”.
The objectives of the study are to:
examine the role of traditional health
systems in Bhutan, Nepal and
northeastern India; identify and
estimate their individual and collec-
tive export potential in traditional
health services via a case study
methodology; and develop a basic
framework which both facilitates
traditional health services export and
benefits/strengthens the domestic
health system. The study is supported
by South Asia Network of Economic
Research Institutes society (SANEI),
Pakistan. ®

National forums
iIn Nepal

SAWTEE and Local Initiatives for
Biodiversity, Research and Develop-
ment (LI-BIRD), Nepal organized a
national forum on “Food Security,
Farmers’ Rights and Climate Change”
in Kathmandu on 1 November 2008.
About 55 participants deliberated on
four themes: SAARC Initiatives and
the Extraordinary Meeting of the
SAARC Agriculture Ministers on
Food Security; Food Security Policies
and Institutional Mechanisms in the
Regional and National Context;
Farmers’ Rights to Seeds and Food
Security in the Global and National
Context; and Trade, Intellectual
Property Rights and Climate Change.

Likewise, SAWTEE organized a
forum on “Global Financial Crisis
and Nepal” in Kathmandu on 17
November 2008. About 60 partici-
pants deliberated on the possible
implications of the global financial
crisis for Nepal and suggested
various policy and institutional
measures to mitigate the impacts of
the crisis, including loss of foreign
employment. B
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ECONOMICS & ENVIRONMENT

South Asia Watch on Trade,
Economics & Environment
(SAWTEE) is a regional network
that operates through its secre-
tariat in Kathmandu and member
institutions from five South Asian
countries, namely Bangladesh,
India, Nepal, Pakistan and Sri
Lanka. The overall objective of
SAWTEE is to build the capacity
of concerned stakeholders in
South Asia in the context of
liberalization and globalization.

Www.sawtee.org






