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AT a time when the South Asia region is under attack from climate change
impacts and struggling to come out of the global environmental and
economic crises, the theme for the 16th Summit of the South Asian Associa-
tion for Regional Cooperation (SAARC) is “Climate Change”. The Summit,
which is being organized four months after the 15th Session of the Confer-
ence of Parties to the United Nations Framework Convention on Climate
Change, is taking place in Thimpu, Bhutan from 28-29 April 2010.

Geography coupled with high levels of poverty, food insecurity and
population density has rendered South Asia especially vulnerable to the im-
pacts of climate change. Several environmental, human and social concerns
in relation to climate change such as water scarcity, reduced agricultural
productivity, loss of biodiversity and the displacement of the poor and
marginalized, mainly farmers, are well documented and need attention in
the Summit. Since there are direct as well as indirect inter-linkages between
trade and climate change, regional attempts must be made to harness
the potential of trade in overcoming the challenges unleashed by climate
change, and to make trade and climate change policies mutually support-
ive.

Looking at the history of regional actions on climate change, it seems
that SAARC has been proactive in adopting resolutions for initiating actions
to address the regional challenges of climate change. However, the regional
body has not been as forthcoming as stakeholders would like to see in terms
of the implementation of its declarations and commitments. Besides, there
are a number of other issues that need to be tackled upfront by the heads of
states or governments meeting in Thimpu.

One such issue relates to the deepening and broadening of regional
economic cooperation. In particular, the least-developed countries (LDCs)
of South Asia have not only failed to benefit from the Agreement on South
Asian Free Trade Area (SAFTA), but are also being further marginalized,
which is evident from the trends of their exports and imports in the last few
years. Yet, little efforts have been made for their meaningful integration
into the regional trading system.

For instance, despite the need for a systematic research on their sup-
ply-side constraints (such as lack of infrastructure, finance, technology and
human capital) and for enhanced technical and financial support to help
them address such constraints, the SAARC process has not taken up any
serious policy and institutional initiative. They would, therefore, do well to
agree to create and mobilize an “LDC Integration Fund” within the SAFTA
framework in the upcoming Summit. Similarly, the inclusion of services in
the SAFTA framework is long overdue. With the December 2009 deadline
for completing the negotiations on the SAARC Framework Agreement on
Services missed, a further political push is required from the Summit to
conclude the negotiations on time. This will help South Asian countries, in-
cluding the LDCs that have higher comparative advantage in services than
in goods, benefit from the regional trading system.

In order to unleash the trade potential of the region, the SAARC Summit
should also commit for increased cooperation on improving regional con-
nectivity and energy supply. While improved connectivity is critical for bet-
ter transport and communication links as well as transit facilities, especially
for the region’s landlocked countries, without the construction of a regional
grid and a regional pipeline for the supply of petroleum products, energy
supply cannot be improved.

As its chosen theme is climate change, the SAARC Summit’s decisions
are likely to be heavily dominated by climate change issues. The challenge
before the Summit is to deal with climate change with a comprehensive un-
derstanding of its linkages with broader development issues and implica-
tions for all sectors of the economy, the environment and society. ®
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SAARC summit

climate change

in SAARC

he 16th Summit of the South

Asian Association for Regional
Cooperation (SAARC) is scheduled for
28-29 April 2010 in Thimpu, Bhutan.
The theme of the Summit is “Climate
Change”, and it is going to take place
four months after climate change talks
in Copenhagen.

For SAARC countries, which are
facing a number of common challeng-
es due to climate change, the upcom-
ing Summit is an opportunity not only
to recommit for collaborative efforts
to address the challenges, but also to
come up with a meaningful common
agenda for the 16th Session of the
Conference of Parties to the United
Nations Framework Convention on
Climate Change (UNFCCC) to be held
in Mexico later this year.

The issue of climate change was
first taken on board by the SAARC
member countries during the Fifth
SAARC Summit held in Male in 1990.
Noting with alarm the unprecedented
climatic changes predicted by the
Intergovernmental Panel on Climate
Change, SAARC countries had urged
the international community to mobi-
lize additional finances and to make
available appropriate technologies to
enable developing countries to face
the new challenges arising from cli-
mate change and sea-level rise. They
had also agreed that SAARC countries
should coordinate their positions at
international forums on this issue. The
Seventh Summit held in Dhaka in 1993
recognized that the completion of the
Regional Study on the "Greenhouse
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Effect and its Impact on the Region"
was a significant step forward in
promoting regional cooperation in this
vital area. However, the recommenda-
tions of the study were not implement-
ed in earnest.

SAARC countries adopted a com-
mon position prior to the Third Ses-
sion of the Conference of Parties to the
UNFCCC and welcomed the adoption
of the Kyoto Protocol to the UNFCCC
in December 1997. All these show that
climate change used to remain one of
the core agendas of SAARC sum-
mits until the late 1990s. It lost fervor
starting from the early 2000s, although
“environment” has remained a core
agenda of discussion since the early
years until today.

Of late, the issue of climate change
has gained prominence in South Asia
along with growing global concerns
on the subject. The 29th Session of the
Council of Ministers of SAARC coun-
tries held on 7 December 2007 in New
Delhi adopted the SAARC Declaration
on Climate Change, following which
the SAARC Environment Ministers
issued the Dhaka Declaration and the
SAARC Plan of Action on Climate
Change in July 2008.

du'nob-redauiop mmm

As a continuation of their earlier
efforts, the Eighth Meeting of SAARC
Environment Ministers held in New
Delhi on 20 October 2009 also dis-
cussed the agenda of climate change
and recalled the earlier declarations
and plan of actions on the subject.
Underlying the crucial importance of
close regional cooperation in the run-
up to the 15th Session of the Confer-
ence of Parties to the UNFCCC, the
Meeting decided to have a common
South Asian statement in Copenha-
gen. However, by the time SAARC
countries were in Copenhagen, they
were less interested in the common
statement than in their individual
national interest.

Climate change is going to have
severe impacts on various aspects
of development and the economy,
some of which include food security,
biodiversity and trade. These issues
have a direct bearing on the liveli-
hoods of a vast majority of people,
mostly the poor and vulnerable,
living in South Asia. Therefore, the
theme “Climate Change” for the up-
coming SAARC Summit is appropri-
ate. There are a number of measures
that South Asian governments can
adopt to tackle the challenges posed
by climate change on these different
areas. However, it remains to be seen
whether South Asian governments
will implement those measures in
earnest, or render the commitments
that they are going to make in the
upcoming 16th Summit mere empty
rhetoric as in the past. ®



in the news

BASIC countries emphasize “two-track”
process in climate negotiations

BRAZIL, South Africa, India and
China—the so-called BASIC group—
have underscored their support for the
Copenhagen Accord (CA) produced
by the Copenhagen climate change
meet under the United Nations Frame-
work Convention on Climate Change
(UNFCCQ).

In a joint statement issued after
their second meeting, held on 24 Janu-
ary 2010 in New Delhi—the first since
the 15th Session of the Conference of
the Parties (COP15) to the UNFCCC—
the environment ministers of the
BASIC group recalled the “important
and constructive contributions” of the
group at the COP15 and in the final-
ization of the CA, and re-emphasized
their commitment to working together
with all other countries to ensure
an agreed outcome at the COP16 in
Mexico later this year.

While describing the CA as a
high-level political agreement, the
BASIC ministers underscored the
centrality of the decision in the CA to
carry forward negotiations under the
two tracks of Ad hoc Working Group
on Long-term Cooperative Action
under the UNFCCC and the Ad hoc

http://beta.thehindu.com

Working Group on Further Commit-
ments of Annex I Parties under the
Kyoto Protocol in 2010 leading up to
the COP16. The ministers of the four
emerging economies reiterated that all
negotiations must be conducted in an
inclusive and transparent manner.
The strong backing of the two-
track negotiation process by these
economies has raised hopes that the
process would not be abandoned.
They also called for the ad hoc work-
ing groups to meet at least five times
before the COP16, emphasizing that

these meetings are essential to make
progress towards an agreed outcome
at the COP16.

On finance, the BASIC environ-
ment ministers called on developed
countries for an early flow of the
pledged US$10 billion in 2010 with a
focus on least-developed countries,
small island developing states and
African countries, as proof of their
commitment to urgently address the
global challenge of climate change
(Adapted from Trade and Development Moni-
tor, SAWTEE, January 2010). ®

Bangladesh advised to sign bilateral FTAS

A CORE Group, formed by the
Bangladeshi government, has
recommended that the country
sign bilateral free trade agreements
(FTAs) with India, Pakistan and Sri
Lanka on goods in the first phase
and similar deals on services and
investment in the second phase.
Under the proposed FTAs, the
Core Group strongly suggested
that the government seek zero-duty
facility for all Bangladeshi exports
to these countries” markets and de-

mand national treatment at the local
level to avoid any additional duties
and charges.

Bangladesh has not been able
to reap benefits from the duty-free
access facility offered by India as
extra levies like education tax, cen-
tral value added tax, special central
value added tax and additional
countervailing duty are levied on
products originating from Bangla-
desh. National treatment at the local
level means no additional duties and

charges will be levied on Bangla-
deshi products which are not levied
likewise on Indian, Pakistani or Sri
Lankan products in their respec-
tive markets. Presently, exports
from Bangladesh to India, Pakistan
and Sri Lanka constitute less than

3 percent of its total annual export
earnings while its imports from
these countries represent about 13
percent of its total imports (Adapted
from Financial Express, wwuw.bilaterals.org,
08.12.09). m
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in the news

WTO members quietly drop 20.

WORLD Trade Organization (WTO)
members tacitly dropped a deadline
for a new trade deal on 26 March, at
the end of a week-long “stocktaking”
exercise among senior trade officials
in Geneva.

The decision to pursue the talks
into an uncertain future came as
the WTO forecast that global trade
volumes would expand by 9.5 percent
this year, after contracting by 12.2
percent in 2009, shrugging off halting
progress on the Doha Round of talks.

When trade ministers announced
at the Seventh WTO Ministerial in late
2009—held after a four-year hiatus—
that there would be a stocktaking in
late March, the unspoken hope was
that it would be the occasion to clinch
an outline deal. The G20 had called on

trade ministers to reach a Doha agree-
ment by 2010.

The push to finalize a new global
trade accord by that time had effec-
tively died several weeks before the
stocktaking. Thanks to the complexi-
ties of the global trading system, it
would take WTO members roughly
nine months to “schedule” all of the
tariff commitments that would be
required under any new deal. If an
agreement were to be in place before
the end of the year, trade ministers
would need to agree on the broad out-
lines of a trade deal before the end of
the first quarter. So when WTO Direc-
tor-General Pascal Lamy announced
in late February that the stocktaking
meeting would be for senior officials
only, rather than ministers, it became

clear that an agreement on modalities
was not within immediate reach. No
one who spoke at the opening of the
stocktaking made any mention of a
deadline, let alone the 2010 deadline.
It was clear from the reports
presented by the chairs of the various
negotiating groups that serious differ-
ences persist. David Walker, the chair
of the negotiating group on agricul-
ture, said members have not been able
to “substantively resolve matters”,
noting that divisions persist over cot-
ton subsidies, sensitive products, tariff
caps, special products and the special
safeguard mechanism. Likewise, the
chair of the industrial goods talks,
Luzius Wasescha, provided a similarly
downbeat appraisal of his area of
negotiations. He said that the “main

Germany tops logistics performance

GERMANY is the top performer
among the 155 economies ranked in
the Logistics Performance Index for
2010 (LPI 2010).

The index produced by the
World Bank Group is based on a
world survey of international freight
forwarders and express carriers who
are asked to rate the performance of
countries in six areas of the current
logistics environment: efficiency of the
customs clearance process; quality of
trade and transport-related infrastruc-
ture; ease of arranging competitively
priced shipments; competence and
quality of logistics services; ability
to track and trace consignments; and
frequency with which shipments reach
the consignee within the scheduled or
expected time.

The score for each indicator and
the overall index ranges from 1 to 5,
with higher score indicating better
performance. According to the LPI
2010, high-income economies domi-
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nate the top logistics rankings, with
most of them occupying important
places in global and regional supply
chains. By contrast, the 10 lowest per-
forming countries are almost all from
the low-income and lower middle-in-
come groups.

The report notes that among de-
veloping economies, logistics perfor-
mance transcends the level of per cap-
ita income: Many countries perform
better than what their income level
would suggest. The 10 most significant
over-performers include China (27),
India (47), Uganda (66), Vietnam (53),
Thailand (35), the Philippines (44), and
South Africa (28).

Likewise, the countries with
significant improvements in perfor-
mance between the two LPI surveys
in 2007 and 2010 are often those which
implemented comprehensive logistics
and trade facilitation reforms earlier,
such as Colombia, Brazil, and Tuni-
sia. In South Asia, the performance

www.hapag-lloyd.com

of Afghanistan, Bangladesh, Bhutan,
India and Nepal improved in terms

of absolute score compared to the LPI
2007, while that of Pakistan and Sri
Lanka worsened. India tops South
Asian countries, followed by Bangla-
desh (79), Pakistan (110), Bhutan (128),
Sri Lanka (137), Afghanistan (143) and
Nepal (147).

The score of all South Asian
countries except India is below three.
The Maldives is not covered in the
survey (Adapted from www.worldbank.org,
27.02.10). m
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gap” is a mismatch in members’ levels
of ambition. The debate over secto-
rals—schemes that would slash tariffs
on goods across an entire industry—

has been particularly fierce (Adapted
from www.reuters.com, 26.03.10; Bridges
Weekly Trade News Digest, Vol. 14, No.
11). m

Post-crisis prospects for

South Asia

WITH sound economic policies,
India, Bangladesh and Bhutan are
expected to emerge from the global
economic crisis with stronger growth
performances in South Asia, ac-
cording to the World Bank’s Global
Economic Prospects 2010. These three
countries generally have sound eco-
nomic policies and greater resilience
of trade, investment and remittances,
the report said, noting that growth
has been weakest in countries that en-
tered the crisis with large internal and
external imbalances, such as Pakistan,
Sri Lanka and the Maldives.

In general, South Asia appears to
have escaped the worst effects of the
global economic crisis. The region’s
gross domestic product (GDP) growth
of 6 percent in 2009 remains un-

changed from 2008.

The global crisis contributed to de-
celeration in real GDP growth in South
Asia, from 8.7 percent in 2007 to 6 per-
cent in 2009. This was largely driven
by a pronounced decline in investment
growth and private consumption.

However, the slowdown in
regional GDP growth was the low-
est among all developing regions, the
report noted. Some sectors demon-
strated marked resilience during the
crisis, such as readymade garments
in Bangladesh, Sri Lanka’s partner-
ships with mid-to high-end retailers
in the United States and the European
Union, and India’s information tech-
nology industry. Overall, the combi-
nation of a sharp fall in the value of
imports, a less steep decline in exports,

Brazil, India
for duty-free
schemes

BRAZIL and India informed the
Committee on Trade and De-
velopment of the World Trade
Organization (WTO) that they

are pushing ahead with commit-
ments to provide duty-free and
quota-free (DFQF) treatment to
imports from the least-developed
countries (LDCs). Brazil said that
an inter-ministerial working group
is finalizing implementation of

the commitment made by Foreign
Minister Celso Amorim at the WTO
Ministerial last year for DFQF. It
said that the preferential treatment
will initially cover 80 percent of the
tariff lines by mid-2010, and will
be expanded to reach 100 percent.
Noting that it was the first devel-
oping country to offer DFQF to

the LDCs in 2008, India said it is
working to ensure that the scheme
provides effective market access,
covering important LDC products
like cotton, cocoa, cane sugar and
readymade garments (Adapted from
www.wto.org, 20.03.10). W

and resilient remittance inflows have
mitigated the negative effects.
Remittance, a key source of foreign
exchange for South Asia, declined
in 2009 due to decline in economic
activities and rise in unemployment
in migrant host countries. Remittance
inflows, however, remained relatively
strong compared with other sources of
foreign exchange, and are above their
2007 levels.
Although regional GDP growth
is projected to accelerate, a return
to boom-period growth rates is not
expected in near future. The regional
fiscal deficit is projected to narrow on
reversal of stimulus measures intro-
duced to support demand during the
crisis (Adapted from IANS, http://economic-
times.indiatimes.com, 24.02.10). |
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LDC trade

South Asian LDC issues in
environmental goods and
services liberalization

Fahmida Khatun

Liberalization of environmental
goods and services (EGS) is part
of the single undertaking of the Doha
Round of talks at the World Trade
Organization (WTO). Though least-de-
veloped countries (LDCs) do not need
to make tariff reduction commitments,
negotiations on EGS can impact them.
This article identifies EGS issues for
South Asian LDCs and suggests ne-
gotiation strategies based on the case
studies of Bangladesh and Nepal.

Current state of play

There is at present no international
consensus on the definition of EGS. In
the Committee on Trade and Envi-
ronment in Special Session (CTESS)

of the WTO, a number of members
have referred to the work done by the
Organisation for Economic Co-opera-
tion and Development (OECD) and
the Asia-Pacific Economic Cooperation
(APEC) on EGS. The OECD classifica-
tion of environmental goods (EGs)
includes three broad groups with
different categories and sub-categories
covering 164 environmental products.
The APEC list includes 109 items
within 10 broad categories.

In addition, of late, the WTO ‘153’
list has been at the centre of discus-
sions on EGs at the CTESS. The list
was submitted by the “Friends of
EGs”— a group of countries including

8 Trade Insight Vol.6, No.1, 2010

Canada, the European Communities,
Japan, Korea, New Zealand, Norway,
the Separate Customs Territory of
Taiwan, Penghu, Kinmen and Matsu,
Switzerland, and the United States
(US). The list comprises 12 broad cat-
egories of products.

Several approaches have been
proposed for EG liberalization in the
WTO. Developed countries are advo-
cating a “list-based approach” while
developing countries are for alterna-
tive approaches, particularly those
that would tie liberalization with EGs
associated with a specific environmen-
tal project. The list-based approach has
been criticized on the ground that it
may lead to the liberalization of goods
that have both environmental and
non-environmental end uses.

Under the “project approach”
advocated by India, imports of goods
and services at concessional terms
would be allowed for environmental
projects approved by a designated
national authority based on criteria
developed by the WTO’s Committee
on Trade and Environment. This ap-
proach has been criticized by devel-
oped countries, however, for failing to
provide predictable, binding and per-
manent trade concessions, questioning
its consistency with WTO rules.

Another alternative is an integrat-
ed approach requiring the CTESS to

multilaterally pre-identify categories
of environmental projects such that
EGs used under the projects would
benefit from concessions on tariffs and
not face non-tariff barriers (NTBs). Yet
another option is a “request-and-offer
approach” which would allow each
country to propose goods it believes
contribute to the environment and also
goods for which it is prepared to as-
sume liberalization commitments.

In the context of environmental
services (ES) negotiations, WTO mem-
bers have proposed to categorize ES
using a “core and cluster approach”.
The European Union (EU) has pro-
posed, for instance, a classification of
“core” services which encompasses
those that can undisputedly be classi-
fied as “purely” environmental. Such
services can further be categorized
according to the environmental media,
i.e., water, noise, solid and hazardous
waste, etc. The EU has also proposed
that services that can be termed
conceptual services—such as design,
engineering, research and develop-
ment, and consulting services—be
considered a special cluster since they
have environmental end use.

South Asian LDCs in EG trade
Based on the data of the Trade Map
of the International Trade Centre, UN
Comtrade and the World Integrated
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Trade Solution, it is estimated that
total global exports and imports of
EGs—as defined in the WTO ‘153’
list—stood at US$783.2 billion and
US$753.8 billion, respectively, in 2007.

In 2007, the share of LDC exports
of EGs in total global EG exports was
0.08 percent and the share of LDC im-
ports of EGs in total global EG imports
was 0.82 percent. Asian LDCs account-
ed for 67.8 percent and African LDCs
32 percent of total EG exports of LDCs.
Asian and African LDCs accounted for
26.9 percent and 72.22 percent of total
LDC imports of EGs, respectively.

South Asian LDCs account for a
whopping 89.03 percent of total EG
exports of Asian LDCs, and 36.55 per-
cent of EG imports of the same group
(Figure). Bangladesh dominates both
EG exports and imports. In 2007, its
share was 29.38 percent and 82.03 per-
cent of total EG exports and imports of
Asian LDCs, respectively.

While jute and other textile fibres
comprise 54.16 percent of Bangla-
desh’s EG export basket, they do not
feature in Nepal’s top 10 EG exports.
With a share of 45.68 percent in the
country’s total EG exports, tubes,
pipes and hollow profiles and iron are
the dominant EG exports of Nepal.
Sacks and bags for packaging of
goods, of jute or of other textile fibres,
are the second important EG exports
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of both Bangladesh (23.44 percent) and
Nepal (30.03 percent).

The top 10 EG exports contribute
almost 95 percent of total EG exports
of Bangladesh and 97.63 percent of to-
tal EG exports of Nepal, implying that
they export only a few items on the
153’ list and their export baskets are
relatively small. Three items—sacks
and bags, for packaging of goods, of
jute or of other textile fibres; machines
and mechanical appliances having in-
dividual functions; and articles of iron
or steel—are common to the major EG
export baskets of both countries.

On the import front, machinery
and mechanical appliances having
individual functions, parts of electric
motors, laboratory equipment, static
converters, air or gas compressors,
parts for diesel and semi-diesel en-
gines, filtering or purifying machinery
and apparatus for water, and primary
cells and primary batteries, etc. domi-
nate EG imports of South Asian LDCs.
Compared to exports, the import
baskets of Bangladesh and Nepal are
more diversified.

For Bangladesh, the top 10 EG
imports comprise 45.51 percent of
its total EG imports, and the share
is 53.78 percent in the case of Nepal.
Three EG imports are common to both
countries’ lists: machines and me-
chanical appliances having individual

functions; static converters; and parts
of electric motors, generators, generat-
ing sets and rotary converters.

The effective applied tariffs in
high-income countries on EGs that are
on the list of the top 10 EG exports of
South Asian LDCs are in the range of
0-2 percent, except for twine, cordage,
ropes and cables, of jute or other tex-
tile fibres, which face an effective tariff
of 9.47 percent (Table, next page).
Though tariffs on EGs in developed
countries are very low, South Asian
LDCs will benefit from EG liberal-
ization since their EG exports are
destined to a number of developing
countries where they face high tariffs.

In developing countries such as
China, India, Mexico, Syria and the
United Arab Emirates, the major EG
exports of Bangladesh and Nepal face
tariffs of 4.7-30.3 percent. On the other
hand, import tariffs in Bangladesh and
Nepal are not insignificant. Their top
five EG imports face tariffs ranging
from 1.67 percent to 9.13 percent.

Strategies for South Asian LDCs
As LDCs are not bound to make

any liberalization commitments in

the Doha Round, South Asian LDCs
should adopt a wait-and-watch strat-
egy in EGS negotiations. However,

as liberalization of EGS is part of the
single undertaking, South Asian LDCs

Trade Insight Vol.6, No.1, 2010 9
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Table
I Tariffs on major EG exports of South Asian LDCs by major importers

Product description and HS code Exporter Major export destination and tariff
rates (%)

Jute and other textile bast fibres, Bangladesh China (6.1); India (9.6); Pakistan (duty-

raw or retted (530310) free)

Sacks & bags, for packg of goods, Bangladesh, India (9.8); Syria (30.3); Sweden (0.8)

of jute or of other textile bast fibores  Nepal

(630510 )

Twine, cordage, ropes and Bangladesh India and Mexico (not available);

cables, of jute or other textile bast Malaysia (duty-free)

fibres (560710)

Machines & mechanical appli- Bangladesh, Netherlands (0.1); India (3.6); Italy

ances having individual functions Nepal (0.1); Mexico (11.4); Philippines (0.8);

(847989) United Arab Emirates (4.7); Kenya,
Nigeria, Russian Federation (duty-free)

Tubes, pipe & hollow profiles, Nepal India (9.8)

iron or welded, of circ cross sect
(730630)
Source: UN Comtrade and ITC Trade Map.

should participate actively in the
discussions in order to ensure that the
negotiations result in an outcome that
is conducive to their export interests
and sustainable development.

First, since the export interest of
South Asian LDCs in EGs lies in envi-
ronmentally preferred products (EPPs)
which are agriculture- and natural re-
source-based, they should emphasize
that the negotiating list of EG trade in
the WTO include products of their in-
terest. Further, in the case of determin-
ing EPPs, processes and production
methods for examining how products
are grown, extracted, manufactured
and provided in a sustainable man-
ner in all or some stages of their life
cycle should be reviewed to prevent
environmental protectionism.

Second, South Asian LDCs should
emphasize the project approach as
proposed by India which offers better
opportunities to these countries in
terms of market access. This approach
is supposed to enable technology
transfer which can in turn help im-
prove their compliance with techni-
cal and sanitary requirements. This
is important because most industrial
units in LDCs such as Bangladesh and
Nepal are small and medium enter-
prises (SMEs) which lack financial and
technological capability to comply
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with developed-country requirements.

Third, elimination of NTBs such as
environmental and production regula-
tions and standards, certification and
subsidies should be advocated. The
export interest of Bangladesh and
Nepal in EGs lies in the area closer to
agricultural goods, which could face
the most harsh forms of NTBs.

Fourth, in order to address the pos-
sible preference erosion resulting from
multilateral tariff cuts on EGs, South
Asian LDCs should demand duty-free
and quota-free market access for all
products of their export interest im-
mediately in all developed countries
as well as in developing countries in a
position to do so. Concurrently, they
should also demand special and differ-
ential treatment for improved market
access for their products which have
less negative environmental impacts
and which are derived in an environ-
ment-friendly way.

Fifth, the issue of affordability
of essential ES should be a prior-
ity. Though commercial presence of
foreign enterprises under Mode 3 may
contribute to increased investment
and capital formation, improvements
in the coverage and quality of ES, and
transfer of technology and capacity
building, South Asian LDCs should
not make any commitments without

assessing the implications of liber-
alization of essential environmental
infrastructural services such as water.

Sixth, South Asian LDCs should
press for the removal of stringent
immigration and recruitment policies
in developed countries that constrain
market access of service providers
under Mode 4 (movement of natural
persons). Commercially meaningful
liberalization of environmental infra-
structure services requires market ac-
cess in environmental support services
such as construction, engineering, and
legal and consulting services. Though
ES exports by South Asian LDCs are
not significant as yet, they have the
potential to reap economic benefits by
exporting environment-related profes-
sional services in the form of studies,
assessments and consultancies. For
example, LDCs which suffer from
environment-related natural disasters
such as flood, cyclone and drought are
better equipped with the expertise to
deal with such catastrophes.

Seventh, South Asian LDCs should
demand flexibilities in the Agreement
on Trade-Related Aspects of Intellec-
tual Property Rights (TRIPS) to enable
them to use patented climate-friendly
technologies. Article 66.2 of the TRIPS
Agreement, which mandates mem-
bers to take measures to encourage
technology transfer to LDCs, should
be implemented for climate technolo-
gies. South Asian LDCs should also be
watchful of any attempts to dump old
technologies by developed countries
in the name of technology transfer.

Finally, LDCs should submit
proposals to receive support under the
WTO'’s aid-for-trade initiative. Such
assistance is needed not only for ac-
quiring clean technologies but also for
addressing any probable negative im-
pacts of liberalization. This is because
SMESs, which dominate the industrial
sector in LDCs, are not in a position to
purchase clean technologies to comply
with environmental regulations. ®

The author is Additional Director, Centre
for Policy Dialogue, Dhaka. This article is
based on a study “Trade Negotiations on
Environmental Goods and Services in the
LDCs Context” conducted by the author for the
UNDP, Switzerland.
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One of the most spectacular aspects
of the climate agenda has been
the emergence of carbon markets. To-
day, carbon markets are valued at over
US$130 billion. The Clean Develop-
ment Mechanism (CDM) provides an
opportunity for developing countries
to participate in carbon markets. Certi-
fied Emissions Reductions (CER) from
CDM projects in developing countries
can be used to meet reduction commit-
ments in developed countries. Except
for India, the benefits from carbon
markets through CDM have largely
bypassed the South Asian region.

Despite some high-profile proj-
ects—Nepal’s biogas programme, for
example, went on to be the prototype
for programmatic CDM and a brick
kiln project in Bangladesh went on
to help make the Copenhagen talks
climate neutral—broad-based capacity
to take advantage of carbon market
opportunities has failed to emerge.
Expansion of CDM to allow for
programme-based approaches could
facilitate a new wave of opportunities
that can help overcome the constraints
that have limited project development
thus far.

Excluding India, countries in
South Asia have been shy to invest

carbon trade

CARBON TRADE in

South Asia

Excluding India, countries in South Asia have been focus-
ing almost entirely on adaptation and shy to invest in
promoting the Clean Development Mechanism, despite its
potential to support broader development objectives.

Bishal Thapa

in promoting CDM believing that
their poverty and development needs
require them to focus almost entirely
on adaptation. They are wrong.
Promoting CDM and access
to carbon markets are not merely
about mitigation strategies but also
about building alternate gateways to
financing and technology that could
be leveraged to support the broader
development objectives. Mitigation ef-
forts linked with international carbon
markets and built around programmes
aimed at sustainable growth and
enhanced livelihoods must form an
integral part of the climate response
strategy.

Climate vulnerabilities

At the heart of the vulnerability in
South Asia are the 600 million people
who live below the poverty line. Even
minor natural disasters could severely
disrupt their livelihood. Over 70
percent of the population derives live-
lihoods from agriculture that is largely
dependent on natural precipitation.
More frequent and intense variations
in rainfall will not only jeopardize
livelihoods but also diminish the
future prospects of agriculture and
economic growth.

More than 700 million people in
South Asia depend on the Himalayan
ecosystem. Climate change is likely to
induce long-term changes in hydro-
logical systems that will threaten
water supply and increase the risks of
water-related conflicts. Furthermore,
population growth will compound
the pressures on an already fragile
ecosystem, while increased urbaniza-
tion in habitations without adequate
protection against natural disasters
will magnify the risks of large-scale
catastrophes.

According to a World Bank report,
over the last two decades, natural
disasters have affected more than half
the population and resulted in over
US$45 billion in damages in South
Asia. In many ways, climate change
simply deepens existing vulnerabili-
ties that reflect past failures in reduc-
ing poverty, diversifying economic
activity and building a robust disaster
management system.

South Asian countries have placed
the need for adapting to the impacts
of climate change at the centre of their
response strategy. Adaptation re-
quires a two-pronged approach: first,
the ability to predict disasters and
respond quickly when it does strike,
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and second, the resilience to return to
normalcy quickly after a catastrophe
has occurred. But how should invest-
ment choices between the first and the
second be made; and which is more
appropriate given the broader devel-
opment imperatives?

Broad simple observations of the
impacts that may arise from increased
flooding, droughts, salination of in-
land waterways and extreme weather
events do not provide a sufficient
basis to estimate the cost of building
adaptive capacity or to facilitate the in-
vestments that will be needed. There is
an urgent need to translate the global
understanding of climate change into
detailed assessments of localized
impacts and vulnerabilities that can
then form the basis for adaptive policy
measures.

Regional collaboration in South
Asia is extremely necessary because
many of the countries are connected
through the same regional ecosystem
and most issues will have significant
transboundary dimensions. India,
Bangladesh and Sri Lanka have al-
ready announced networks of climate
research institutes, but without a re-
gional institutional framework for co-
ordination, studies from such research
centres will remain piece-meal at best
or, more importantly, could provide
an incorrect picture of the longer-term
impacts.

Although South Asian countries
have correctly recognized the nexus
between climate risks and poverty,
response strategies should not remain
limited to the standard approach for
enhancing livelihoods. The strategies
should also focus around climate re-
silience so that even while livelihoods
are temporarily disrupted from the
climate shock, it does not end up erod-
ing the gains of poverty reduction.

So far, vulnerabilities to natural
disasters have largely been dealt with
prevention and disaster relief, without
adequate attention to bringing com-
munities, services and systems back to
normal quickly after a natural disaster.
As a result, with every disaster, the
gains from poverty reduction were
erased and the poor remained forever
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vulnerable. Responses to climate risks,
therefore, provide a new opportunity
to address a systematic failing of pov-
erty alleviation approaches in South
Asia.

For South Asian countries, there
are two primary reasons why an
emphasis on climate resilience will
represent a new and meaningful front
in the battle against poverty.

e First, in parts of the region where
service delivery and infrastructure
connectivity remain weak or are
failing, building climate resilience
simply means establishing better
delivery and infrastructure net-
works. Such climate resilient net-
works implicitly work as a strong
safety net for the poor and can,
therefore, supplement the broader
development strategy.

* Second, building climate resilient
systems will require significant
investments that are unlikely to
be sufficient from public funds
alone. Many of these new systems
will require financing models that
allow the private sector to play a
greater role, and more importantly,
develop the gateways for services,
like crop and weather insurance, to
more effectively reach rural com-
munities.

International carbon markets
Carbon markets have registered
spectacular growth over the last
decade and now represent a distinct
industry segment. Despite the reces-
sion, the value of carbon markets
increased to over US$135 billion in
2009. Though carbon prices, measured
by the European Union Allowances
(EUA) in the EU Emissions Trading
System (ETS), lost two thirds of its
value and declined to under €10 per
tonne in 2009, the overall market value
continued to increase on the back of
increased traded volumes, rising from
approximately 5 billion tonnes in
2008 to over 8 billion tonnes in 2009.
The failure of the Copenhagen meet
notwithstanding, the value of carbon
markets is likely to grow further this
year as prices edge up from the lows
of last year.

Carbon markets have also ma-
tured within a short period. Climate
exchanges have sprung up across the
world to help enhance the liquidity
of the carbon currency. Two of the
commodity exchanges in India already
trade CER products. Perhaps the best
illustration of market maturity and
depth is the emergence of carbon pro-
curement vehicles—funds that have
been established to invest in projects
that generate emissions reductions.



More than 90 such carbon funds
with secured capital of over €12 bil-
lion have already been established.
Initially, most carbon funds were
public funds with a primary interest
in wanting to secure emissions credits
for their sponsors. Over time, private
funds with greater flexibility on their
investment models and more actively
seeking capital gains account for a
majority of the procurement vehicles.

Carbon markets are connected
to developing countries through the
CDM. Under the Kyoto Protocol,
CDM allows emissions reductions
from projects in developing countries
to be used by developed countries
to meet their reduction obligations.
Emissions reductions projects that are
voluntarily implemented, and that are
additional to the baseline and result in
real, verifiable reductions, are able to
achieve CER which can then be sold in
international carbon markets. Except
India, where it has been a success
story and Pakistan to a more limited
extent, CDM has failed to make sig-
nificant headway in other South Asian
countries. India has approximately 41
million tonnes in annual CER, repre-
senting 12 percent of the 349 million
tonnes of total CER expected annually.
Other countries in the region account
for approximately half a percent of the

Governments

can integrate the
benefits of CDM
and carbon mar-
kets to advance
their objectives for
sustainable growth
and enhanced
livelihoods.

total annual CER. This is not entirely
surprising.

Carbon markets are tilted in favour
of projects that offer large volume
reductions. The transaction costs on
smaller projects often do not justify the
investments. Excluding India, other
countries do not have the capacity to
generate enough large-scale projects
to excite international carbon markets.
Even within India, the average reduc-
tion volume continues to dampen
project development. An Indian CDM
project offers on average 30,000 tonnes
of reductions annually, while the cor-
responding figure elsewhere might be
close to 130,000 tonnes.

CDM projects in South Asia have
failed to achieve scale because each
project is individually too small and
the projects are too scattered. Though
CDM rules allowed for bundling of
projects, it provided limited flexibility
to overcome the transaction costs of
developing such projects. With the
design of new project mechanisms
under programmatic CDM, all of that
has changed now.

Programmatic CDM is a new
approach that allows project devel-
opers to register a project design as
the programme. Once registered, the
programme remains in effect for 30
years. Individual projects can then be

registered as a CDM project under the
programme at any time during the 30-
year period so long as the project satis-
fies the guidelines and methodologies
established under the programme.
The flexibility of programmatic CDM
helps to reduce the transaction cost
on the individual project, makes it
easier to bundle scattered projects and
helps achieve the reductions volume
that will be interesting to international
buyers and investors. Programmatic
approach is already being used to
great effect in implementing India’s
flagship energy efficiency programme
seeking to replace incandescent light-
bulbs with compact fluorescent lights.

Programmatic CDM provides an
opportunity for project development
in South Asia for three specific rea-
sons. First, it can be written explicitly
into policy design, as has been done in
India’s policies promoting the use of
off-grid renewable energy generation.
Second, programmatic approaches
provide a clear role for the public sec-
tor to be involved in the development
of the project. In most cases, the public
sector will need to lead the devel-
opment of programmatic CDM to
help overcome the lack of awareness
about CDM among domestic market
participants. Third, and perhaps most
importantly, programmatic CDM can
offer ready gateways for access to
technology and financing that can then
be used to implement the underlying
policy objective on which the pro-
gramme is based.

However, the flexibility of pro-
grammatic approaches within CDM
is not the final magic bullet that could
overcome all existing constraints on
project development. It is just that
governments can integrate the benefits
of CDM and carbon markets as a way
to advance their own objectives for
sustainable growth and enhanced
livelihoods. Mitigation strategies that
link to international carbon markets
for financing and technology and
contribute to sustainable growth must
become an important part of the South
Asian climate response. B

The author is Vice President of ICF
International and based in New Delhi.
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The growing importance of
services, the higher compar-
ative advantage in services
compared to goods, and
the existence of comple-
mentarities provide a case

for integrating services into
SAFTA.

Rupa Chanda

he South Asian Association for
I Regional Cooperation (SAA-

RC)—which includes Bang]la-
desh, Bhutan, India, the Maldives, Ne-
pal, Pakistan and Sri Lanka, and, more
recently Afghanistan—has been much
criticized for its failure to promote
greater intra-regional trade and ad-
dress key areas that underpin regional
cooperation. Despite the introduction
of the SAARC Preferential Trading Ar-
rangement (SAPTA) in December 1995
and subsequently the Agreement on
South Asian Free Trade Area (SAFTA)
in January 2006, the share of intra-re-

gional trade increased only marginally
from 2.68 percent in 1990 to 4.8 per-
cent in 2008. SAARC remains one of
the most poorly integrated regions of
the world. Intra-regional investment
flows also remain limited.

The 14th SAARC Summit Declara-
tion (2007) stated the need to integrate
services into SAFTA and called for a
collective vision of South Asia with
a free flow of goods, services and
ideas if SAFTA was to realize its full
potential. It called upon member
countries to work towards an early
conclusion of a SAARC Framework




Agreement on Trade in Services (SA-
FAS). This point was also echoed at
the subsequent 2008 SAARC Summit
Declaration. In March 2008, the SAFTA
Ministerial Council directed the draft-
ing of SAFAS by 2009-end, though this
target has been missed.

The case for services integration
The single most important factor is
the dynamism exhibited by services
in South Asia and the sector’s grow-
ing importance in overall output,
employment, trade and investment

in the region. The services sector has
experienced higher growth rates than
other sectors in almost all South Asian
countries, and compared to those seen
in other parts of Asia and in other
countries with comparable levels

of development. Services constitute
close to 50 percent or more of gross
domestic product (GDP) in all South
Asian economies. The higher capacity
of SAARC countries in producing and
trading in certain services, the avail-
ability of high quality services in the
region, and the role of new economic
geography in driving tradability of
certain services create scope for trade
and investment complementarities
within the region.!

This potential is further enhanced
by the fact that in the past decade,
most South Asian countries have
undertaken considerable opening
up and deregulation of their services
sectors, and have been focusing on the
development of segments such as tour-
ism, telecommunications, transport
and energy services. Hence, there is a
certain convergence of interests and
approaches to the services sector and,
therefore, possibly a greater willing-
ness to negotiate regional liberalization
and explore intra-regional collabora-
tion possibilities in services.

There is the added benefit of geo-
graphic proximity as well as cultural
and linguistic ties, as relationship-
based marketing, social networks and
cross-border movement of service
providers play an important role in
driving services trade and investment
flows. The recent entry of some South
Asian countries into extra-regional

The contribution of ser-
vices to total trade in
South Asia is compa-
rable to that in devel-
oped regions such as
the European Union.

economic cooperation that extends
beyond goods to services further
highlights the growing recognition

of the importance of services to these
economies and the possibility of real-
izing their interests in services through
more broad-based regional and bilat-
eral arrangements.

Let us next consider specific facts
and figures which argue for the inclu-
sion of services and investment under
SAFTA.

Services sector performance
Services have been a key driver of
overall economic growth in South
Asia since the 1990s. Services have
consistently outperformed overall
GDP growth and helped compensate
for volatility in other sectors (Figure
1, page 16).> The average annual
growth rate for services output

has consistently moved upward,
from a little under 4.5 percent in

the 1970s to a little over 6 percent

in the 1980s, to over 6.5 percent in
the 1990s, and further to 8.3 percent
during 2000-2007. Although the
manufacturing sector in the region
has also shown an upward trend in
growth, its performance has been less
steady than in the case of services,
while agricultural growth has not
only been much lower but also highly
volatile.

This relatively superior perfor-
mance of the services sector over the
previous decades has led to its grow-
ing contribution to South Asia’s GDP,
from 36 percent to nearly 50 percent
over the 1980-2006 period. Mean-
while, the industrial sector’s contribu-

tion has been largely stagnant.

South Asia’s services exports have
similarly shown a steady upward
growth trend through the 1980s and
1990s, with a compound annual
growth rate (CAGR) of 23.5 percent
during 2001-2007, higher than for
the world and other high-growth
regions.’ Similarly, there has been an
acceleration in services import growth
with a CAGR of 13.6 percent dur-
ing 2001-2007, again higher than for
world services imports.* As a result,
the contribution of services to the
region’s total trade has increased, con-
stituting around one fourth of all trade
flows (merchandise plus services) in
recent years. This is comparable to
the contribution of services to overall
trade in developed regions such as
the European Union. South Asia’s
contribution to world services exports
and imports has risen from around 1
percent to 3 percent and 2 percent, re-
spectively, during 1991-2007, indicat-
ing the region’s growing integration
with world services markets, which
potentially creates opportunities at the
intra-regional level as well.

These trends are also reflected in
South Asia’s growing competitiveness
in services. While South Asia’s re-
vealed comparative advantage (RCA)
index for services has declined to less
than 1 in the case of goods in the post-
2000 period, it has increased and is
close to 2 in the case of services during
the same period (Figure 2, page 17).
In fact, if one compares RCA indices
across regions, South Asia emerges as
one of only two developing-country
regions which have seen an increase
in the RCA index for services between
1995 and 2007 and is the region which
has experienced the greatest increase
during the period. Clearly, a sector
that is experiencing rapid growth in
trade, growing participation in world
markets and rising competitiveness
warrants serious discussion under
SAFTA. It is, however, important to
note that each country exhibits differ-
ent trends in competitiveness across
the different services sectors, and there
is little overlap. For example, while
India exhibits very high RCA indices
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South Asia is one of
only two developing-
country regions which
have seen an increase
in the RCA index for
services between 1995
and 2007.

in computer and information services,
the Maldives and Nepal exhibit RCA
indices over 1 in travel and tourism
services, and Sri Lanka and Pakistan
in transport services. °

Harnessing the asymmetries
A country-wise examination of servic-
es trade data shows that South Asia’s

growing competitiveness and penetra-

tion of world markets in services is

largely driven by India’s performance.

India is the only country in the region
to have significantly increased its

share in world services exports as well

as imports during 1990-2007 while
the shares of others have remained at
around the same levels. India’s share
in world services exports increased
from less than 1 percent in 2000 to 2.5

percent in 2007 and, likewise, its share

in world services imports increased
from a little over 1 percent in 2000 to
over 1.5 percent in 2007. The shares in

world services exports and imports for
all others in South Asia have remained

negligible at 0-0.3 percent throughout
this period.

Such asymmetries obviously raise
questions as to whether there is a suf-
ficient convergence of interest across
South Asian countries to push for

services integration. They also suggest

that any attempts at regional inte-
gration in services would obviously

involve asymmetries in trade potential

and interests, and that the dominant
player, India, would need to play an
important role in driving the intra-re-
gional integration process.

However, an examination of the
trends in competitiveness in services
vis-a-vis merchandise trade at the

16 Trade Insight Vol.6, No.1, 2010

Figure 1
Trends in overall and sectoral growth in South Asia
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individual country level shows that,
notwithstanding such asymmetries,
for all the countries, the RCA for
services exceeds that for merchan-
dise trade (although only India has
experienced an increase in RCA for
services, and all countries other than
Bangladesh have remained at similar
levels of competitiveness over the
1995-2007 period). This suggests that
most South Asian countries may have
greater trade prospects in services
compared to merchandise where the
RCAs are much below 1. Thus, there
may be more scope for intra-regional
trade in services than in goods from a
competitiveness point of view.

Furthermore, there are possible
complementarities across the coun-
tries in terms of their services trade
structure. This could provide a basis
for promoting intra-regional trade in
services, particularly through greater
investment flows within the region.
Consider the trends in the profile of
services exports and imports.

India’s services export basket has
become more diversified over time
and today includes traditional services
such as transport and travel as well
as new services such as computer and
information technology and other
business services. On the other hand,
the services export basket for the re-

maining countries is much narrower,
with the Maldives and Nepal relying
mainly on travel and tourism services.
The composition of services imports in
these countries shows a gradual diver-
sification of the import basket between
1995 and 2006. Although travel and
transport services are the most impor-
tant, services such as business, finan-
cial, insurance and communication
services have increased in importance,
reflecting the outcome of services sec-
tor liberalization and reforms.

If one juxtaposes these trends in
the composition of services exports
and imports, complementarities and
commonalities emerge. For instance,
given the importance of travel and
transport services in exports and
imports, tourism services is clearly
one area where all countries have a
common interest and there is scope
for greater intra-regional trade and re-
lated cooperation. Likewise, business
and professional services constitute
an important export segment for India
and an increasingly important import
segment for some other countries.

Related to these categories is
the scope for greater cooperation in
air and land transport services, and
facilitation of business and leisure
travel. Another important feature of
the services trade basket in the region



Trends in RCA indices for merchandise and services
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is the significance of government
services, i.e., non-commercial services,
in some countries. Although sub-clas-
sification of government services is
not available, given the significance of
public services in South Asia’s trade
basket, any regional agreement on
services has the potential to explore
possibilities for collaboration, capacity
building, and regulatory cooperation
in areas such as health care, energy,
education, environment and infra-
structure development.

The potential role of intra-regional
investment flows is also indicated by
the services trade profile. Growth in
areas such as communication, finance
and information technology services
in the region is a reflection of the
reforms undertaken in these areas
within SAARC, in particular foreign
direct investment (FDI) liberalization.
Overall regional- and country-level
trends for FDI indicate that FDI in ser-
vices in most of the member countries
is growing, with India also emerging
as a potential exporter of FDI in areas
such as tourism, telecommunications,
energy and health services within the
region. There are many cases of Indian
companies which have bidden for
regional projects or established their
presence through subsidiaries and
joint ventures in the services sector

in the region. Thus, the asymmetry
that exists in favour of India in terms
of trade volumes and potential could
actually be harnessed to get Indian
investment in certain services sectors
in the other member countries. Such
investment could in turn help the
other countries to develop their intra-
regional and overall export prospects
in areas such as tourism, energy and
information technology services. Thus,
there is scope for exploiting syner-
gies in trade and investment flows in
services within South Asia.

Conclusion
All these commonalities, comple-
mentarities, asymmetries and syner-
gies need not necessarily mean that
countries in South Asia would want
to trade with one another or invest
in each other’s markets. They may be
more interested in markets outside
the region. The relatively small size of
some of the South Asian economies
and their low per capita incomes will
remain an impediment to intra-region-
al services trade and investment flows.
However, this is where the archi-
tecture of SAFAS and the negotiating
process will be critical for determin-
ing progress. It will be important to
address critical issues such as invest-
ment regulations, taxes, mobility of

The relatively small size
of some South Asian
economies and their

low per capita in-
comes will affect intra-
regional services trade
and investment flows.

business visitors and professionals,
and regulatory cooperation if such
inherent challenges are to be overcome
and the regional market is to be made
more attractive for intra-regional trade
and investment flows. Given the com-
plex nature of some of these issues,
the negotiating process will need to
be flexible, working through pluri-
lateral and bilateral tracks alongside
the regional track, at least in selected
services, to achieve progress on critical
issues where regional outcomes would
be difficult to realize, and to provide
sustained momentum to the services
negotiations. ®

The author is Professor of Economics,
Indian Institute of Management, Bangalore.

Notes

1 SATIN. 2008. Regional Trade in South
Asia: Towards Stronger Linkages and
Growth—Executive Summary and
Special Focus on adding Services to
the South Asia Free Trade Agreement.
Policy Paper. Commonwealth Business
Council and SAARC Chamber of Com-
merce and Industry, Kathmandu, July.

2 The sector “utilities”, i.e. electricity, gas
and water supply, has been included
under the manufacturing sector. If utilities
are to be considered as a part of the
services sector, there will accordingly be
changes in the relative shares of manu-
facturing and services sectors in South
Asia’s GDP.

3 Author’s calculations based on UNCTAD
Handbook of Statistics 2008 (online ver-
sion).

4 Author’s calculations based on UNCTAD
Handbook of Statistics 2008 (online ver-
sion).

5 Author’s calculations for RCA indices
in individual services sectors based on
UNCTAD Handbook of Statistics 2008
(online version).
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lobal trade in services has been

growing rapidly, and now ac-
counts for nearly 20 percent of global
trade. The impressive growth of the
sector inspired developed countries
and many developing countries to opt
for a faster opening of the sector. The
General Agreement on Trade in Ser-
vices (GATS) was thus agreed during
the Uruguay Round of negotiations
that led to the formation of the World
Trade Organization (WTO), with the
aim of progressively liberalizing trade
in services through successive rounds
of negotiations.

LDCs in services trade
Least-developed countries (LDCs) are
severely lagging behind in the race to
benefit from services trade. Services
exports from 49 LDCs were US$16.9
billion in 2008, which accounted for
merely 0.45 percent of global ex-
ports. Structural problems, scarcity

of resources, limited knowledge and
expertise, and complexity of rules and
regulations in the importing coun-
tries, among others, are hindering the

growth of services exports from LDCs.
Moreover, low level of commitment in

GATS under Mode 4 of services sup-
ply (temporary movement of natural
persons) where LDCs have compara-
tive advantages also deprived them
of the opportunity to gain much from
services trade.
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services trade

LDCs, however, expect to gain
from the “special priority” as men-
tioned in Article IV: 3 of GATS. As this
legal provision would be in contradic-
tion to the WTQO’s most-favoured-na-
tion principle, a proposal was put
forward for allowing special priority
through a “waiver” option. Although
progress in this area is far behind
the expectations of LDCs, even if it is
accepted, it will not guarantee market
access opportunities for them. Unless
LDCs, including Bangladesh, partici-
pate in the request-offer negotiations,
there is a limited chance of them
benefiting from services negotiations.
LDCs should, therefore, be proac-
tive in submitting their individual or
plurilateral requests for the sectors
and modes of supply where they have
Comparative advantages.

Case of Bangladesh

Like in other LDCs, the services sec-
tor dominates Bangladesh’s gross
domestic product (GDP). The share
of the services sector in Bangladesh’s
GDP in 2008/09 was 49.62 percent,
with five sub-sectors—construction;
wholesale and retail trade; transport,
storage and communications; real
estate, renting and business activity;
and community social and personal
services—commanding a 28.17 percent
share. Services sector employment
has been showing a rising trend and

employing 40.72 percent of the total
work force, thus steadily keeping pace
with its GDP contribution.

Although the domestic perfor-
mance of the sector is satisfactory,
commercial services exports have not
kept pace with global trends. Com-
mercial services exports from Bangla-
desh in 2008 were only US$891 million
against imports of US$3.68 billion. The
deficit of over US$2.79 billion clearly
indicates the inability of the country
to reap benefits from services trade.
However, the remittance inflow of
about US$9.69 billion has contributed
significantly to reducing the current
account deficit, importing foodstuffs
for ensuring food security, purchas-
ing raw materials and machinery for
industrial development, and stimulat-
ing development efforts.

It should, however, be noted that
most of the remittances earnings are
the outcome of bilateral agreements or
autonomous efforts; the commitment
under Mode 4 in the WTO has little or
no role in ensuring market access for
Bangladeshi workers. Bangladesh has
about 49.5 million active population;
therefore, market access opportunities
for less-skilled and semi-skilled work-
ers would yield significant economic
gains. These opportunities, however,
are severely constrained by, among
others, excuses of security, economic
needs tests, language proficiency tests,



The multilateral
trading regime has
hardly contributed
to creating opportu-
nities for less-skilled
and semi-skilled
service providers of
LDCs.

cumbersome visa procedures, and
discriminatory wage parity system.
The multilateral trading regime has
hardly contributed to removing these
obstacles and creating opportunities
for less-skilled and semi-skilled ser-
vice providers of LDCs.

Bangladesh has so far received re-
quests from nine different countries—
Singapore, the European Community,
Japan, Norway, Korea, Hong Kong
(China), Malaysia, Sri Lanka and the
United States—to liberalize 10 sectors
and 127 sub-sectors. All these requests
were received before the adoption of
the LDC modalities in September 2003
which provided flexibilities to LDCs
in opening up their services sectors.
The modalities thus provided some
breathing space in responding to the
technical requests of WTO members.

Bangladesh has made limited
commitments in opening its domestic
markets to foreign services providers.
It has undertaken specific commit-
ments in two sectors—five-star hotel
under tourism and travel-related
services during the Uruguay Round,
and telecommunication services after
the completion of the Uruguay Round.
Its commitments in all four modes of
supply in both tourism and communi-
cation services are quite conservative.

While Bangladesh has not been
able to attract much foreign invest-
ment in five-star hotels and the perfor-
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mance of the sector in terms of income
and employment generation is poor,
the telecommunication sector boasts
some notable achievements. The
sector has so far attracted Tk. 2295.60
million (US$1=Tk.69) worth of foreign
investment, and contributed Tk. 56,390
million or 1.46 percent of Bangladesh’s
national income. Teledensity has
increased from 7.25 percent in 2005 to
31.95 percent in 2009; the number of
mobile phone users has increased to
45.8 million; average tariffs per minute
has declined substantially from Tk.
11.37 in 2001 to Tk. 3.55 in 2005 to Tk.
0.88 in June 2008. This was accom-
panied by other social benefits—in-
creased number of internet users, easy
payment of bills, and improved access
to health care, education and agri-
cultural services, among others. It is
estimated that an increase of 10 mobile
phones per 100 people boosts GDP
growth by 0.6 percent.

The experience of telecommunica-
tions may create a sense that the open-
ing of the services sector would result
in tremendous economic benefits to
the country. This is not true for all oth-
er sectors, as is evidenced by the open-
ing of five-star hotels. The positive
performance of telecommunications
is attributable to multi-dimensional
advantages of technologies associ-
ated with the sector. It is the cheapest
mode of communication, requires

minimum investment to get access to
various essential services, instantly
integrates domestic sectors with the
global economy, and can reach the
poorer section of the community at a
minimum cost. Moreover, in terms of
profitability, foreign investors would
obviously be willing to invest in this
sector in a country that offers a market
of 150 million-plus people.

In addition, domestic rules and
regulations governing this sector were
revised over the time to attract foreign
investment. As a result, the country
went beyond its WTO commitment
with the intention of benefiting from
digital technology.

On the flip side, the outflow of
foreign exchange from the sector is
quite high and adversely affecting
the balance-of-payments position. In
2008/09, net outflow from the services
sector was US$1.62 billion, which was
mainly attributable to the telecommu-
nications sector.

In conclusion, Bangladesh should
adopt pragmatic and well-designed
domestic policies and regulations to
gain from services trade. Domestic
policies should aim to promote foreign
investment, but should be backed by
sufficient safeguard provisions to pro-
tect the balance-of-payments. B

The author is Deputy Secretary, WTO
Cell, Ministry of Commerce, Government of
Bangladesh.
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country case

INDIA’S SERVICES TRADE
IN SOUTH ASIA

trends .
prospects

ndia, South Asia’s largest econo-

my, has the most diversified and
vibrant services sector in the region.
It not only dominates the limited
intra-regional services trade but is
also a global player in services trade.
India’s share in world services exports
increased from less than 1 percent in
2000 to 2.5 percent in 2007.

Trends in India’s intra-regional
services trade

Thanks largely to India’s unique geo-
graphical position—it shares a border
with all its South Asian neighbours—it
accounts for the bulk of the intra-
regional services trade, though it is
below potential.

As on 30 November 2007, a total
of 125 branches of Indian banks were
spread across 29 countries. Out of
them, 13 branches were located in
South Asia. While seven branches
were in Sri Lanka, four were in
Bangladesh. Afghanistan and the
Maldives had one branch each. While
branches of other Indian banks such
as ICICI and UTT are in the pipeline in
Sri Lanka, India also has a commercial
presence in the insurance business in
Sri Lanka and Nepal. However, India
does not have any formal trade in
financial services with Pakistan.

Movement of workers (Mode 4)
is a major mode of supply of services
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traded between India and its neigh-
bours. For example, as many as 2-3
million Nepali men and women are
working in India. Though average
earnings of these workers are low
and individual remittances relatively
small, the aggregate value of money
sent (or brought) back to Nepal from
India has been estimated to be sub-
stantial—US$350 million in 2007.
Movement of people between
these countries is not unidirectional,
however. A treaty between Nepal and
India provides for national treatment
to each other's citizens with regard to
movement of people, ownership of
property and participation in trade
and commerce, among others. Indian
nationals are also employed in various
sectors in Nepal in huge numbers.
India is also a popular educational
destination for South Asian students.
Bangladesh, Sri Lanka, Nepal and
Bhutan are major sources of foreign
students in India. Annually, some
50,000 Bangladeshis visit India to seek
education in India. Nepali candidates
are permitted to approach Indian
educational institutions directly for
general courses. As a result, every year
hundreds of Nepali students obtain
admission directly for general under-
graduate courses in India. Likewise,
Indian human resources and educa-
tional companies such as Institute of

Chartered and Financial Analyst of
India have entered the Sri Lankan
market. In the other direction, Indian
students constitute a major portion of
international students in medical col-
leges in Nepal.

With regard to healthcare, India
is an attractive destination for South
Asian countries. For example, about
50,000 Bangladeshis visit India every
year for medical treatment. Likewise,
under Mode 3, India's Apollo Group,
Asia's largest healthcare group, has a
presence in Bangladesh and Sri Lanka,
and Escorts in Nepal.

Tourism has also emerged as the
dominant sector in bilateral services
trade between India and three of its
neighbours—the Maldives, Nepal and
Sri Lanka. India is the largest source
of tourists in these countries, where
tourism is a mainstay of the economy.
In addition, India has a significant
commercial presence in tourism in Sri
Lanka and the Maldives, e.g., the Tata
Group's investment in hotels.

The limited intra-regional energy
trade is basically between India and
Bhutan, and India and Nepal. Bhutan
exported 5,664 gigawatt hours (GWh)
of electricity to India in 2007. The ex-
port was from three hydropower proj-
ects with a total generating capacity of
1,416 megawatts (MW), constructed
with substantial grant assistance
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from India. On the other hand, Nepal
imported 266.23 GWh from India, and
exported 101 GWh to India.

Besides the trade in above-men-
tioned services, India has investments
in other services such as engineering
and construction (Larsen & Toubro,
now Aditya Birla Group) in Sri Lanka.

Potentials of intra-regional
services trade

India can play a leading role in
increasing intra-regional trade in ser-
vices and particularly contribute to the
growth of its neighbours, because of
its market size, experience in services
trade and locational advantage.

A better cooperation on services
such as transport and trade facilitation
can address the landlocked problems
of countries such as Bhutan and Ne-
pal, and regions such as North-Eastern
India. While India could be a gateway
for all South Asian countries to access
one another's market through the land
route, Pakistan and Afghanistan can
play an important role as transit states
for the rest of South Asia to access
Central Asia’s market. Bangladesh can
allow transit through its territory to
India to access the latter's North-East-
ern region, while India can provide an
unfettered transit facility to Nepal to
enable it to access Bangladeshi as well
as overseas markets.

Regional cooperation on energy
services can play an important role
in addressing India's energy deficit.
Energy resource-surplus countries
such as Bhutan, Bangladesh and Nepal
can benefit from energy export-led
growth and implementation of large-
scale regional projects. Bangladesh is
richly endowed with natural gas, but
infrastructural constraints and politi-
cal sensitivities impede energy trade
between Bangladesh and India.

Education, health, and informa-
tion technology (IT) services are other
sectors where India has comparative
advantage in exporting to the rest of
South Asia. India is ranked high in
terms of the quality of science and
mathematics education, the extent of
staff training, and the availability of
management education. India has the
globally renowned Indian Institute
of Technology and Indian Institute of
Management and they, together with
other colleges, have generated a criti-
cal mass of highly skilled people.

However, as in the case of India,
the IT sector has not developed in oth-
er South Asian countries and India too
has not been able to help them. The
top 15 software and related services
companies of India have all invested
abroad, almost entirely in developed
countries, with not a single one invest-
ing in South Asia. In addition, Indian

In health services,
India has a strong
comparative advan-
tage by virtue of its
top medical colleges
and hospitals.

call centres and business-process
outsourcing companies are setting

up foreign affiliates in countries like
Mexico and the Philippines, but not in
South Asia.

In health services, India has a
strong comparative advantage by
virtue of its top medical colleges and
hospitals. Indian health institutions
such as Apollo have set up subsidiar-
ies in some South Asian countries.
Indian hospitals are also providing
services through Mode 1 to hospitals
in Bangladesh and Nepal. Under
Mode 2, patients from Bangladesh
and Nepal visit Indian hospitals for
specialized treatments.

Conclusion
Though India dominates services
trade in South Asia, the above trends
and potentials present a strong case
for the liberalization of intra-regional
services trade. In order to capitalize
on India's growing services trade and
harness one another's potentials, it is
high time that South Asian countries
finalized the SAARC Framework
Agreement on Trade in Services and
made efforts to strengthen their trade
ties for the collective welfare of the
region. m

This article is based on a briefing paper
“Services Trade under SAFTA” (No. 6, 2008)
published by SAWTEE.
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country case

services trade

issues for

Nepal

Nepal’s services export potential stems from its natural advantages such as endowment of
natural beauty, sites of cultural and religious importance, and ideal location between two
economic giants, China and India.

Nephil Matangi Maskay

lobally, the nature of trade is

evolving. This is reflected in the
changing composition of trade, from
merchandise to services. This dy-
namic is largely driven by technologi-
cal revolutions. While the transport
revolution reduced transport costs
and facilitated trade in merchandise
goods, the information technology
revolution has resulted in decreasing
communication costs and increasing
quality levels, thereby causing trade
in services to be the fastest-growing
component of global trade.

Given the landlocked nature and
extreme geography of Nepal, the
benefits of services trade are especially
pronounced.? Nepal’s economy is in

Trade Insight Vol.6, No.1, 2010

the process of transformation. While
in the 1970s it was predominantly
agriculture-based, in 2008/2009,
services constituted the largest sector
contributing over 48 percent of gross
domestic product (GDP), with the
agriculture sector contributing only 36
percent. Nonetheless, it is important
to note that the agriculture sector still
employs 73.9 percent of the currently
employed population.?

There has also been a change in
the nation's external orientation, from
being inward-looking to outward-
focused. The shift in orientation is
largely due to the acknowledgement
of the benefits which will accrue from
trade in terms of spurting economic

growth leading to poverty reduction,
as reflected in the continuous process
of trade liberalization.* Suffice it to
say that the country is becoming more
liberal, which is saliently reflected in
its 2004 accession to the World Trade
Organization (WTO). In 2008/09 the
contribution of trade to GDP was 36.4
percent for merchandise trade. In the
same year, services trade contributed
over 8 percent of GDP. The largest
services sector contributing to trade is
travel trade, with a 24 percent share in
2008/09.

With the composition of foreign
trade dominated by merchandise
goods, the Government of Nepal’s
(GON) trade policy focus thus far has



been on merchandise goods. However,
this focus is changing along with the
acknowledgement of the benefits of
services trade.

Diagnostic study

A diagnostic study to assess Nepal’s
export potential in health, education
and high-end retail services—chosen
in part due to their broad impact and
role in contributing to poverty reduc-
tion—was conducted in 2008.°> While
the study explored all the four modes
of services delivery®, the commonal-
ity of tourism (Mode 2: consumption
abroad) was highlighted. The study
used qualitative (survey, interviews,
focus group discussions) and non-
qualitative (export potential frame-
work) methodology.

Basically, the study highlighted
that Nepal has many natural advan-
tages such as endowment of natural
beauty, sites of cultural and religious
importance, and being ideally located
between two economic giants, China
and India. In addition to these natural
advantages, the three services sectors
are also found to be generally cost ef-
fective. The attraction of these services
is also due, in part, to a high level
of market integration with northern
India, attributed to an open border to
the south where both countries share
many cultural and linguistic ties. The
study thus concluded that "the coun-
try has comparative advantages for
the export of these services".” Despite
this rosy conclusion, the study also
highlighted many disincentives that
impede the harnessing of the services
trade potential. The disincentives are
grouped under three broad categories:
lack of coordinated effort; poor in-
frastructure for trade in services; and
unfriendly business environment.

Three issues

To harness the engine of services trade
for Nepal, the above-mentioned three
disincentives can be re-categorized
more specifically as three issues.

Political issues
Presently, the situation in Nepal is
quite fluid with the country in the

midst of political transformation. The
country is writing a new constitution
and is in the process of state restruc-
turing. The process aims at produc-
ing a "New Nepal", with a modern
outlook and vision. This is a transitory
stage in the political history of the
country.

Economic issues

The external orientation of Nepal has
been concretized with a favorable
policy environment; this is reflected in
GON’s current Three-Year Interim De-
velopment Plan (2007 /08-2009/2010)
and the enactment of Commerce Pol-
icy, 2009. Unfortunately and despite
this favorable policy environment for
services trade, the political fluidity has
resulted in an uncertain and unstable
environment. This is especially impor-
tant in areas like labour laws, property
and market access rules, and environ-
mental protection. All these affect the
ease of doing business.

Technical issues

Technical issues can be lumped under
trade facilitation issues, including lack
of coordinated effort, in part result-
ing from an absence of a clear defini-
tion and scope of services trade; poor
quality standards; and absence of
necessary trade infrastructure. Trade
facilitation measures have slowed
down as focus is now on the ongoing
process of political transformation.

Lack of coordinated
effort, poor infrastruc-
ture for trade in servic-
es, and unfriendly busi-
ness environment have
impeded the realiza-
tion of Nepal’s services
trade potential.

As can be seen, while the above
three issues are interlinked, at present
the political issue is spilling over into
the remaining two issues. But it is
expected that the period of political
transformation for Nepal is simply
transitory, so it is opportune to pre-
pare the foundation for services trade.

Conclusion
The above discussion calls for an ef-
fective time-bound road map. Given
the expectation that Nepal will attain
political stability in the near future,
this roadmap should be created
inclusively, involving all stakeholders
for addressing the three issues. While
the starting point for this important
roadmap is unclear, it is suggested
that this be timed to commence in
2011, declared as Visit Nepal Year for
tourism promotion.

The author is Director, Nepal Rastra Bank,
Kathmandu, and Visiting Research Economist,
The SEACEN Centre, Malaysia. ®
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country case

Pakistan’s

potential in

trade in services

Pakistan should expand its trade diplomacy to achieve greater market

access for its services exports.

Vagar Ahmed and Hamid Mahmood

Growing at an average annual rate
of 5.5 percent during 20002009,
the average annual share of Pakistan’s
services sector in the country’s gross
domestic product (GDP) during the
period stood at 52 percent. In terms
of providing employment, the sector
stands second to agriculture.

In 2008, foreign direct investment
(FDI) in the services sector in Pakistan

touched US$4 billion. The main sectors
that attracted this unprecedented level

of FDI included financial business
(US$1.9 billion) and telecommunica-
tions (US$1.4 billion). Such invest-

ments have led to increasing efficiency
gains in these sectors which in turn are
gradually embracing the opportunities

to provide more value added services

globally in a cost-efficient manner. Do-
mestically too, during 20032008, there
was a real increase of over 100 percent
in fixed investment in the services sec-

tor in Pakistan.
Pakistan’s exports of services in

2009 stood at US$4 billion, contributed

mainly by transportation and govern-
ment services (Table). But the import
of services was recorded at US$7.5
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billion, implying that Pakistan’s trade
deficit in services stood at US$3.5
billion. The reasons for such a huge
services trade deficit vary from sector
to sector.

Transportation

Given its strategic location, Pakistan
has the potential to unleash its com-

parative advantage in transportation
services. The country has long been

I Table
Trade in services (USS million)

2005 2009
Export of services 3,319 4,017
Transportation 1,062 1,231
Government services 1,315 1,523
Others 942 1,263
Import of services 6,612 7,488
Transportation 2,280 3,633
Travel 1,172 1,003
Business services 2,502 1,648
Others 658 1,204

Source: State Bank of Pakistan.

regarded as a possible transit route for
China, India, Iran, Afghanistan and
Central Asian economies. However,
the sector suffers from inadequate
infrastructure, inadequate invest-
ment, low quality of services, less than
desired maintenance of road and rail
networks, archaic cargo and logistics
systems, complex custom procedures
and lack of innovative marketing
strategies.

Communication
Pakistan is the sixth most populous
country in the world with a rising
middle class. In 2009, the number of
mobile phone subscribers in Pakistan
was around 95 million. The coun-
try currently has the highest mobile
phone penetration rate in South Asia.
Promotion of competition policies,
particularly in the telecom sector,
has led to increased efficiency gains
which have increased the quality of
services as well as consumer surplus
in Pakistan.

Foreign and local investments in
the communication sector in Pakistan
have increased in recent years and



the sector has also experienced major
technology transfers. However, with

a mere 5 percent share of overall
services exports in 2009, exports of
communication services from Pakistan
have remained low. The reason, de-
spite the transfer of major technologies
so far, is the lack of other sophisticated
technologies.

Information technology

Exports of computer softwares from
Pakistan exhibited a promising growth
of around 19 percent in 2009 com-
pared to their exports in 2008. Cur-
rently, the country produces around
20,000 information technology (IT)
graduates annually. But given the
projected demand in this sector, there
is a need to increase the number. Paki-
stan has the potential to increase that
number because of the tremendous
youth population with an average age
of 18.2 years.

Financial and insurance
services

In the financial and insurance-re-
lated services, Pakistan has shown an
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encouraging growth in the domestic
market. Lately, it is projected that

the banking sector may see increased
gains given the rise in the inflow of
foreign remittances through official
banking channels. But the problem is
that the country has been slow in em-
bracing the application of internet-
based services in these sectors.

The growth of the private sector
in the insurance market of Pakistan
has been very slow. The government
owned State Life Insurance Corpora-
tion still remains the market leader
with over 70 percent share. There
is only one reinsurance company
in the country which is also under
government control. The prospects
of private sector participation in this
sector have also been dampened by
the fall in industrial output seen in
recent years in Pakistan.

Travel services

Travel services in Pakistan have been
hit hard due to the security situation
of the country. Increased number of
physical checks, excessive documen-
tation requirements and complex
movement regulations both within
the country and at the borders have
increased transaction costs for these
services. A large proportion of export
earnings in this sector is derived
from tourism services, which are
also directly linked with the law and
order situation. However, the public
and the private sector have also been
identified as being responsible for
poor marketing of travel services in
the country.

Conclusion

Despite its potential, Pakistan has not
been able to gain much from trade

in services. The Government of Paki-
stan has initiated a number of mea-
sures to give a boost to the services
sector. For example, the Ministry of
Industry has established a National
Steering Committee to serve as a
consultative body for the formulation
of policies and strategies for services
sector exports. The Trade Develop-
ment Authority has set up a Services
Export Development Cell which

is working to identify key priority
areas, particularly in sectors such as
financial business, construction and
architectural services, health and
medical services, information technol-
ogy and other professional services.
However, there are still a number of
measures that the government should
initiate, both at the national as well

as regional and multilateral levels, to
harness the potential in the services
sector.

For example, the communica-
tion sector in Pakistan is in need of
technology augmentation in line
with that of other regional competi-
tors. Like China and India, it should
also strive to establish Research and
Development Centres for technology
upgradation. The government should
further expand IT-enabled services
and network solutions through the
development of IT parks. Pakistan
Software Export Board should be
given greater autonomy in providing
guidance and facilitation to call cen-
tres, software houses, hardware units,
and IT-enabled service providers.

In the insurance sector, there is a
need to foster a culture of risk man-
agement by liberalizing the insurance
sector. Pakistani financial institutions
should also be quick in adopting
innovative solutions to increase their
competitiveness.

In a survey, about 40 percent of
services exporters in Pakistan re-
ported that they faced restrictions on
temporary entry in partner countries
due to burdensome visa and work
permit processes. About 16 percent
of the respondents reported that
they faced discriminatory treatment
abroad vis-a-vis a national firm. They
also faced difficulties with regard to
delays in accreditation procedures,
obtaining operating permits, and
non-recognition of professional cre-
dentials. Therefore, Pakistan needs to
expand its trade diplomacy in order
to achieve greater market access for
Pakistani services and to stress the
liberalization of services in a multilat-
eral setting. m

The authors are Economists at
Planning Commission, Pakistan.
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country case

rospects for services

radeinGri Lanka

he services sector is emerging

as one of the most dynamic sec-
tors in South Asia. In Sri Lanka, the
contribution of the services sector in
the country’s gross domestic product
(GDP) in 2008 was 59.5 percent, and
the sector has sustained its position
as the largest contributor to GDP for
over two decades. Telecommunica-
tions, financial services, retail, trans-
port and tourism are the key services
sectors in Sri Lanka.

The recent performance of trade
in services in Sri Lanka shows that
net earnings from services have in-
creased steadily from US$257 million
in 2006 to US$402 million in 2008.!
The major drivers of this growth
are transportation, information and
communication, and construction
services. Net income from transpor-
tation services—the largest sub-sec-
tor—increased from US$211 million
in 2006 to US$299 million in 2008.

Remittances from migrant
workers have been the source of
second highest earnings of foreign
exchange in Sri Lanka for more
than a decade. Workers’ remit-
tances reached US$2,918 million in
2008 from US$2,502 million in 2007,
with a growth rate of 16.7 percent.?
Although Sri Lanka is considered a
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The liberalization under Mode 4, and of travel and tourism

services can benefit Sri Lanka.

Chatrini Weeratunge

prime tourist destination and tourism
is heavily promoted, earnings from
tourism have been declining since
2004 due to the security situation of
the country that resulted in the issu-
ance of travel advisories by several
countries, and, more recently, the
global recession.

The majority of the service sectors
have had positive impacts on many
aspects of the Sri Lankan economy.
For instance, the liberalization of tele-
communications and financial services
sectors has resulted in an increase in
foreign investment and the develop-
ment of the business process outsourc-
ing industry in Sri Lanka. Similarly,
remittances have made a significant
contribution to the balance-of-pay-
ments.

Sri Lanka’s services sector is one
of the most liberalized in South Asia.
The liberalization of the services sector
in the country started with unilateral
liberalization measures adopted in
1994, which included lifting up of
exchange controls for cross-border
trade and consumption abroad.’ But
the level of commitments undertaken
by Sri Lanka under the General Agree-
ment on Trade in Services (GATS) of
the World Trade Organization (WTO)
is lower in comparison to the level of

its unilateral liberalization measures.
In 1994, GATS commitments made

by Sri Lanka were restricted to the
tourism and travel sectors. Financial
services and telecommunications were
included later in 1998.

At present, under Mode 3 (com-
mercial presence) of GATS, foreign
direct investment is permitted with
automatic approval of up to 100 per-
cent of equity in all sectors except for
fishing, water supply, mass transpor-
tation, freight forwarding, professional
services, travel agencies and shipping
agencies. Under Mode 4 (movement
of natural persons), the relevant
ministry’s approval is required for the
employment of foreign service sup-
pliers, and approval from the Board
of Investment is needed for foreign
investments employing foreign service
suppliers.*

Travel and tourism, and Mode 4
have the greatest prospects for servic-
es trade in Sri Lanka. These prospects
are examined below.

Travel and tourism services
Tourism is one of the most liberal sec-
tors in South Asia. All countries of the
region allow private participation of
foreign and domestic service suppliers
in this sector, although with varying



degrees of entry and other conditions.
In the case of Sri Lanka, up to 100 per-
cent of foreign equity is allowed in the
hotel industry and approval for such
investments is granted by the Ceylon
Tourist Board. Foreign tour guides are
allowed to work in Sri Lanka provided
they have the same accreditation as
local tour guides. The visa regime has
also been liberalized, as is evident
from the issuance of visa on arrival to
citizens of South Asia, and 70 other
countries.

From a Sri Lankan perspective,
there is a considerable scope for
enhancing trade in the tourism sector
within the region. The hotel sub-sector
can be developed further by encourag-
ing investments through the provision
of incentives to private companies in
the region, and through Mode 3 liber-
alization in other South Asian coun-
tries. That would allow Sri Lankan
firms to invest, including in providing
travel and tour operator services, in
other South Asian countries.

Similarly, services liberalization
under Mode 4 would allow Sri Lankan
tour guides to work in countries that
are visited by Sri Lankan tourists, such
as religious sites in India and Nepal.
These would be mutually beneficial as
it would enable the recipient country

to improve infrastructure and services
and the source country to expand its
export markets. Barriers such as high
travel costs; poor transport, especially
air connectivity; cumbersome visa
procedures; and complex tax struc-
tures in these countries would need to
be addressed at the regional level in
order to further develop intra-regional
trade in the tourism sector.

Mode 4

Given the country’s comparative
advantage in exporting labour, Mode
4 can be considered one of the most
important modes of service delivery
for Sri Lanka, though at present un-
skilled workers constitute 68 percent
of its total migrant workers. Since Sri
Lanka also has a skilled and educated
workforce, further liberalization of
services under Mode 4 at the multilat-
eral and regional levels would enable
it to export more labour in higher skill
categories such as medicine and ac-
countancy.

Conclusion

The services sector in Sri Lanka has
the potential to further enhance
economic growth and development
in the country. Therefore, regional
cooperation in services trade in South

Asia, which is progressing in the form
of a negotiation on a South Asian
Framework Agreement on Services, is
going to be beneficial for Sri Lanka. Sri
Lanka is also in the course of negotiat-
ing a services agreement with India as
part of the Comprehensive Economic
Partnership Agreement, which is
expected to boost its services trade
with India. Sri Lanka needs to harness
these opportunities at the bilateral and
regional levels, and focus more on sec-
tors like tourism and services under
Mode 4 in which it has tremendous
growth potential and which also have
intra-regional growth prospects. B

The author is Research Associate, United
Nations Development Programme (UNDP)
Regional Centre for Asia Pacific, Colombo

Office.

Notes

1 Central Bank of Sri Lanka. 2008. Annual

Report 2008.

ibid.

With the exception of the insurance
sector where only travel and health
insurance are permitted.

IPS. 2007. Study on Potential for Trade
in Services under the SAFTA Agree-
ment: Sri Lanka. Colombo: Institute of
Policy Studies.
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food security

ood security is a fundamental

human right. Article 25(1) of the
Universal Declaration of Human
Rights, adopted and proclaimed by
the General Assembly of the United
Nations on 10 December 1948, states,
“Everyone has the right to a standard
of living adequate for the health and
well-being of himself and of his fam-
ily, including food, clothing, housing
...”. The International Covenant on
Economic, Social and Cultural Rights
(ICESCR) has expounded it further
by stating that “The States Parties will
take appropriate steps to ensure the
realization of this right, recognizing
to this effect the essential importance
of international co-operation based on
free consent”.

All members of the South Asian
Association for Regional Cooperation
(SAARC) are members of the United
Nations; and except Bhutan, all are
Parties to the ICESCR. Therefore, their
implicit international commitments
to ensuring the right to food of their
citizens have added to their inherent

obligations of ensuring welfare of their
citizens.

In that regard, all countries ex-
cept Afghanistan and Bhutan' have
enshrined the right to food in their
constitutions—some of them explicitly
and the others implicitly. However,
the status of South Asia as the region
with the highest number of under-
nourished people in the world speaks
itself regarding South Asian people’s
realization of that right.

Therefore, it is crucial that these
countries implement their commit-
ments and abide by the legal provi-
sions on people’s right to food. In that
respect, although a continued focus on
the availability aspect of food security
is important, from a human rights per-
spective, it has become essential to fo-
cus also on other dimensions, mainly
access to and utilization of food.

Access to food

Domestic food production in most
SAARC countries has failed to keep
pace with population growth. Dur-

ing 1995-2005, except in Bangladesh,
Nepal and Sri Lanka, annual growth
rates of cereal production were well
below the annual population growth
rates (Table, next page). But SAARC
countries, as a group, are close to food
self-sufficiency. And yet, food insecu-
rity has remained an acute problem in
the region.

The same is true in the case of food
availability at the aggregate national
level. For example, from 1999 /2000 to
2004 /2005, overall food production
in Nepal was more than the national
requirement, but people in chroni-
cally food-deficit districts, especially
in the mid- and far-western regions of
the country, lived in starvation. One
reason of such a paradox is the inac-
cessibility to food by the lower rung of
the populace.

South Asia is home to half the
world's poor. About 3040 percent of
the population in the region lives be-
low the poverty line. With such wide
prevalence of poverty, and inequality
in income and means of production

FOOD SECURITY

a fundamental
human right

A continued focus on the availability aspect of food security
is important, but from a human rights perspective, South Asia
should focus also on other dimensions, mainly access and

utilization.

Puspa Sharma



like land, the poor do not have the
resources to have access to adequate
and nutritious food at all times. Also,
although agriculture is the major
source of livelihood of a majority of
people in almost all SAARC countries,
a majority of farmers own less than a
hectare of land. Agricultural produc-
tion derived out of such small land
holdings is not enough for subsistence
for an entire year. Moreover, those
who manage to have some surplus
agricultural production do not receive
a fair price for their produce, but have
to pay hefty prices as consumers of
other essentials. Such dual effects of
low incomes and high commodity
prices have limited people's access to
safe and nutritious food.

Other inhibiting factors that have
reduced people’s access to food in
South Asia are the topography and
poor connectivity between the food-
deficit and food-surplus regions,
for example in Nepal; and the poor
functioning of the public distribution
systems owing to bad governance, for
example in India.

Utilization of food

Food security is dependent not only
on food intake; but also on the proper
utilization of food. The latter is de-
pendent on the handling of food and
health conditions of the people. There-
fore, besides availability and access,
ensuring food security also requires
nutrition education, especially among
women, and good health conditions
of the people. These factors, although

Table

Growth rates of cereal production

and population in South Asian countries

Country Annual growth rate of Annual population
cereal production, growth rate,
1995-2005 (%) 1994-2004 (%)

Bangladesh 4.4 1.56

Bhutan -4.3 2.7

India 0.8 1.7

Maldives -10.4 3.0

Nepal 2.4 2.3

Pakistan 2.1 2.6

Sri Lanka 2.3 0.9

Source: FAO and SAARC. 2008. Regional Strategies and Programme for Food Security in the SAARC Member States.

showing an improving trend, are still
poor in South Asia. For instance, as

of 2006, the secondary and tertiary
enrollment rates in the region were
respectively 50 percent and 10 per-
cent of the total SAARC population.
Similarly, 41 percent of the children
under the age of 5 years suffered from
malnutrition.?

Improper food utilization in South
Asia has also resulted from the lack of
access to improved water source and
sanitation facilities for a substantial
portion of the population. Of late, the
worryingly increasing numbers of
HIV/AIDS affected people—currently
about 5 million to 6 million in the re-
gion—have also affected the food uti-
lization aspect of food security. That
is because even in the early stages of
HIV infection, the disease negatively
affects the body's nutritional status
through its deleterious effects on food
intake, digestion and absorption.?

Conclusion
Food security is a multi-dimensional
concept. Therefore, measures to ad-
dress the problems of food insecurity
do not just entail the provision of
adequate availability of food at the re-
gional and/or national level. They also
include ensuring access to and proper
utilization of food. These measures, to-
gether with the vulnerability aspect of
food security, are all the more impor-
tant when we view food security from
a human rights perspective.

The primary responsibility of
ensuring food security lies with

national governments. However, in
an extremely interdependent world

in which we live today, the role of
international and regional cooperation
is no less important.

This is also evident from the
importance that the ICESCR has given
to international cooperation to reduce
food insecurity, and to which the
SAARC members have committed.
SAARC countries have initiated some
measures to address food insecurity
at the regional level through regional
collaborative efforts, but the measures
have not been adequate and effective
enough, more so when viewed from a
human rights lens. And there are valid
concerns that climate change is going
to severely impact food security in the
days to come.

Therefore, South Asian countries
should take the upcoming Sixteenth
SAARC Summit as an opportunity to
reassess their collaborative efforts in
ensuring food security in the region
and take steps to implement some im-
portant measures in the light of these
concerns. B

Notes

1 Nepal currently has an interim constitu-
tion that has recognized the right to
food.

2 http://ddp-ext.worldbank.org/ext/ddpre-
ports/ViewSharedReport?&CF=1&REP
ORT_ID=9147&REQUEST_TYPE=VIE
WADVANCED&HF=N&WSP=N

3 FAO and SAARC. 2008. Regional Strat-
egies and Programme for Food Security
in the SAARC Member States.
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north-south FTA

Campaign on
US-Nepal Trade and Investment

Framework Agreement

Nepal should make every effort to assess the pros and cons of entering
into a free trade agreement with the United States.

he predilection among developed

countries for signing bilateral
free trade agreements (BFTAs) with
developing countries is explained by
the slow pace of multilateral trade
negotiations and their tacit foreign
policy objectives. Developing coun-
tries, on the other hand, are pursuing

such agreements mainly for enhanced

market access as they encounter
much higher most-favoured-nation
(MFN) tariffs on products of their
export interest to developed-country
markets.

The United States (US), which
remained an ardent supporter of the
multilateral trading system until the
early 1990s, has started pursuing
BFTAs because it can oblige develop-
ing countries to agree to conditions
that are stricter and higher than those
under World Trade Organization
(WTO) rules.

The US has so far concluded 20
BFTAs, out of which 17 are already in
force. Similarly, it has signed Trade
and Investment Framework Agree-
ment (TIFA)—a precursor to BFTA—
with 39 developing and 3 developed
countries/groups.

Status of TIFA in South Asia
The US has signed TIFA with three
South Asian countries: Afghanistan,
Pakistan and Sri Lanka. While
discussions with Bangladesh on a

30 Trade Insight Vol.6, No.1, 2010

proposed TIFA have been stalled,
Nepal has been recently approached
by the US to sign a TIFA. On the
part of Nepal, its interest to sign

a BFTA with the US is driven by

the need to obtain greater market
access, in particular for its moribund
readymade garment industry, and
to attract investment from the US,
particularly in hydroelectricity.

A high-level delegation led by the
Commerce Secretary of the Govern-
ment of Nepal is leaving for the US
in early April 2010 to further discus-
sions on the proposed TIFA. While
there will be several rounds of bilat-
eral discussions before the TIFA is
signed, it is necessary that a weaker
partner like Nepal make every effort

to assess the pros and cons of enter-
ing into the BFTA with the US, and
accordingly negotiate the TIFA.

Multi-stakeholder consultation
Concerned that the draft TIFA in

its current form contains provisions
that could be deleterious to Nepal’s
interest, SAWTEE has launched an ad-
vocacy campaign to make the relevant
stakeholders aware of the provisions
of the agreement and their implica-
tions.

The campaign was initiated
through an article in a leading national
daily of Nepal. The article drew the
attention of various stakeholders,
including civil society activists, to
the challenges Nepal faces in protect-



ing its developmental interests while
negotiating the TIFA and eventually
the BFTA.

SAWTEE then started to identify
and hold consultations with varied
groups of stakeholders, including
industry groups such as Garment As-
sociation of Nepal (GAN); consumer
and public interest groups such as
Forum for Protection of Public Interest
(Pro Public); community organizations
such as Local Initiatives for Biodiver-
sity, Research and Development (LI-
BIRD); and media associations such
as Society of Economic Journalists of
Nepal (SEJON).

Ultimately, these institutions un-
dertook the responsibility of coordi-
nating and organizing a national-level
multi-stakeholder consultation in
Kathmandu on 26 March 2010. This
event proved to be a success on three
grounds.

First, since the Ministry of Com-
merce and Supplies (MoCS) also
agreed to become a co-organizer of the
event, it demonstrated Nepali gov-
ernment’s willingness to partner with
non-government actors for a meaning-
ful agreement with the US. Second,
it involved representatives from
different stakeholder groups, provid-
ing them an opportunity to share their
views and concerns with the govern-
ment, to provide inputs to the draft
TIFA, and to agree on guiding prin-
ciples for the negotiations (Box). Third,
media coverage of the event was such
that stakeholders across Nepal were
informed about the proposed TIFA.

Follow-up strategy

It is encouraging that MoCS has
expressed its willingness to work with
SAWTEE and other stakeholders in all
the stages of TIFA and BFTA nego-
tiations. Based on SAWTEE’s work
and the outcomes of the consultation,
SAWTEE has already provided its
inputs to the government. In addi-
tion, SAWTEE plans to expand this
campaign to ensure that the guiding
principles agreed during the multi-
stakeholder consultation are adhered
to. As part of the campaign, among
others, SAWTEE plans to:

Box
Guiding principles for TIFA/BFTA negotiations

At the consultation, stakeholders called upon the government authorities of
Nepal to carefully consider other TIFAs and consult with stakeholders while
developing positions and strategies for negotiations. They also suggested that
the government learn from the experiences of other countries such as Jordan,
Malaysia, Peru, Sri Lanka and Thailand that have signed TIFA /BFTA with the
US. In particular, they suggested that TIFA negotiators adhere to the follow-
ing guiding principles.

* Given the different development levels of the two countries, and Nepal
being the weaker partner, special and differential treatments should form
an integral part of the agreement, and WTO-plus conditions that adversely
affect Nepal’s developmental interests should not be accepted;

* In addition to the reduction of tariff and non-tariff barriers for enhanced
market access, the agreement should focus on helping the weaker partner
overcome supply-side constraints;

¢ Policy space for industrial development should be maintained; services lib-
eralization should be compatible with Nepal’s multilateral commitments;
and investment, environmental, labour, competition and government pro-
curement issues should be in line with the spirit of the Doha Development
Agenda;

* Technology transfer, technical assistance and space for all types of invest-
ment should be an integral part of the agreement; and

* Any provision on intellectual property rights should address social objec-
tives. There should not be any compromise on the available policy flexibil-
ity for the protection of farmers’ rights over seeds and traditional knowl-
edge, as well as for meeting public health objectives.

prepare and disseminate a policy
brief on TIFA to make trade nego-
tiators, policymakers and members
of the Constituent Assembly aware
of the policy options and strategies;
organize follow-up multi-stake-
holder consultations once the

Nepali delegation attends the first
round of TIFA negotiations with
the United States Trade Representa-
tive; and

seek partnership for research and
capacity building with like-minded
actors and agencies. B
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farmers’ rights

Protection of
smallholder farmers

the need for a resource
rights approach

Krystyna Swiderska

mallholder farmers, including

millions of indigenous communi-
ties, have domesticated, conserved
and improved thousands of crop
varieties over millennia, which contain
valuable traits like drought and pest
resistance and which continue to be
adapted to changing local conditions.
A recent scientific study in Southwest
China also shows that in-situ genetic
diversity is far greater than that held
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in ex-situ gene banks.! Such wealth of
agricultural biodiversity and tradi-
tional knowledge (TK) is vital for
climate change adaptation and global
food security since all countries are
interdependent on genetic resources.
However, it is estimated that three
quarters of crop diversity has already
been lost over the last century and that
up to 90 percent of all languages—an
indicator of TK—will be extinct or

threatened with extinction by 2100.2
The widespread adoption of a few
modern crops has been a major driver
of agricultural biodiversity loss.?

Disregard for farmers’ rights
Since the rise of the Green Revolution
in the 1960s, modern intensive farm-
ing has been promoted by agricultural
policies, subsidies, and research and
extension bodies (particularly in Asia



and Latin America). Intellectual prop-
erty rights (IPRs) in agriculture, state
procurement policies and the media
have created growing markets for
modern varieties, while creating dis-
incentives for farmers to sustain agri-
cultural biodiversity and TK.* Interna-
tional drivers such as the Agreement
on Agriculture of the World Trade
Organization (WTO) and a percep-
tion that small-scale farming does not
contribute to economic growth have
also promoted commercial monocrop
plantations.’ At the same time, a host
of other development and conserva-
tion policies have undermined land
access, cultural values and customary
laws that underpin traditional farming
systems.®

IPRs in agriculture grant exclusive
marketing rights over new varieties
for a minimum period (18-20 years),
and tend to create a market for seeds
dominated by a few large companies.”
Thus, plant breeders can protect their
varieties through plant breeders’
rights (PBRs), but farmers do not get
their rights established even when
breeders use farmers’ varieties and
knowledge to develop new variet-
ies. Hence, farmers have no incentive
to sustain their traditional varieties
and knowledge.® Moreover, PBRs,
particularly based on the Conven-
tion of the International Union for the
Protection of New Varieties of Plants
(UPOV) 1991, undermine farmers’
seed systems by restricting the reuse
of farm-saved seeds.

The International Treaty on Plant
Genetic Resources for Food and
Agriculture (ITPGRFA) recognizes the
enormous contribution of indigenous
and local communities and farmers
to the conservation and development
of plant genetic resources (PGRs)
which constitute the basis of agricul-
ture worldwide. It requires parties to
take measures to protect and promote
farmers’ rights, which include protec-
tion of traditional knowledge, equi-
table benefit sharing from the use of
PGRs and participation in national de-
cisions on PGRs. But the use of certain
terms like “should”, “as appropriate”
and “subject to national legislation” in

the Treaty have rendered the measures
more like options than obligations.
The Treaty also recognizes the rights
of farmers to save, use, exchange and
sell farm-saved seeds, but does not
explicitly recognize farmers’ rights
over their landraces. Furthermore, the
standard Material Transfer Agreement
used under the Treaty’s Multilateral
System for PGR exchange does not
clearly address the issue of rights over
derivatives, and favours the use of
patents.

The World Seed Conference
The second World Seed Conference
(WSC) was organized by the Food
and Agriculture Organization of the
United Nations (FAO), the Organisa-
tion for Economic Co-operation and
Development (OECD), UPOV and

Food security of poor
farmers and of the

world as a whole de-
pends on the protec-

tion of farmers’ rights
to biocultural systems
as a whole.

the International Seed Federation in
September 2009. It sought to raise
awareness of the importance of new
plant varieties and high-quality seeds
in addressing global challenges. Most
of the presentations were made by the
seed industry, some by governments
and the FAO, and none by farmers’
organizations.

The Conference concluded that
stronger PBRs and increased invest-
ment in the seed sector are needed
for food security in the context of
global challenges such as increasing
population and climate change. It also
noted that IPRs are “a key enabler
of investment in breeding and the
development of new varieties” and
that countries should participate in
internationally harmonized systems

such as UPOV “for the benefit of their
farmers” (Box).

It is true that modern varieties
have increased yields in many cases
and hence food production. But they
have not always benefited those
vulnerable to food insecurity such as
smallholder farmers. In fact, they have
mainly benefited large-scale commer-
cial plantations, which are replacing
small-scale farming and which drive
people away from their lands. This
conversion process has also led many
community members to migrate to ur-
ban areas, thus increasing the demand
for food.” Modern agriculture has also
eroded agricultural biodiversity, and
the higher costs of external inputs
have led to crippling debt in some
cases, for example, cases of farmers
committing suicide have continued
to rise in India. At the same time, the
introduction of PBRs has not spurred
research and development activities as
expected but has increased the costs of
seeds.!?

The WSC also stressed the contri-
bution of new varieties to “sustainable
agriculture” and of plant breeding to
reducing input costs and greenhouse
gas emissions. Yet most modern
varieties are not likely to reduce input
costs or greenhouse gases, given that
they require high external inputs.
Furthermore, yields have started to
decline as environmental resources
have been depleted.

Modern varieties and technologies
may be able to speed up the adapta-
tion process in the face of climate
change, but claims that they are the
answer to world hunger are somewhat
undermined by the lack of dialogue
with the poor and vulnerable groups.
Agriculture policies and research over
the last decade have become increas-
ingly focused on commercial objec-
tives, rather than on farmers’ needs,
as public funding has declined and
private funding increased.

Smallholder farmers need
support

The challenge of food security in
the face of climate change cannot be
met by either formal plant breed-
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farmers’ rights

ing or farmer knowledge systems
alone—both systems need to be
maintained and collaboration between
them fostered, given the speed and
uncertainty of change. This means that
urgent action is needed to protect tra-
ditional farming systems that support
agricultural biodiversity and adaptive
management. This includes:

e reforming agriculture, economic,
conservation and other policies and
incentive measures which are driv-
ing their loss;

e introducing farmers’ rights com-
mensurate with breeders’ rights;

* significantly increasing investment
for traditional farming and in-situ
agricultural biodiversity conserva-
tion;

e reforming agricultural research and
extension to address farmers’ needs
and mainstreaming formal farmer
sector collaboration, for example,
participatory plant breeding; and

e creating space for smallholder par-
ticipation in food security debates
and agriculture policy and research
governance.

Resource rights approach
required

The concept of farmers’ rights within
the FAO has been developed with
limited participation of farmers and
community organizations. Experts in
many fields now agree that farmers’
rights should be collective rather than
individual rights, given that genetic
resources are developed cumulatively
and collectively." Many indigenous
and local communities feel that the
FAQ's concept of farmers’ rights is
narrow as it does not recognize their
rights over traditional resources,
which is vital if they are to continue
their role in genetic resource improve-
ment and conservation. They are
calling for recognition of their “tradi-

The FAQO’s concept of
farmers’ rights originat-
ed with limited partici-
pation of farmers.
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Box
I Conclusions of the second World Seed Conference 2009

¢ The critical role of new plant varieties and high quality seed in providing a

dynamic and sustainable agriculture.

¢ Plant Breeding has significantly contributed and will continue to contribute
to increased food security, whilst reducing input costs, greenhouse gas

emissions and deforestation.

¢ Intellectual property protection is crucial for a sustainable contribution
to plant breeding and seed supply, and is a key enabler of investment in
breeding and the development of new varieties.

¢ Participation in internationally harmonized systems—including UPOV and
International Seed Testing Association (ISTA)—is important to increase
availability of germplasm, new varieties and high quality seeds for the

benefit of farmers.

¢ Urgent government measures and increased public and private investment
in the seed sector are required for the long term, if agriculture is to meet the
challenge of food security in the context of population growth and climate

change.

Source: http://www.worldseedconference.org

tional resource rights” or “biocultural
heritage rights” as a whole—including
rights over genetic resources and asso-
ciated TK, landscapes, cultural values
and customary laws. Research has
shown that these elements of biocul-
tural systems are closely interlinked
and interdependent—not only in the
indigenous holistic worldview, but
also in practice.’

Thus, food security of poor farmers
and of the world as a whole depends
on the protection of farmers’ rights to
biocultural systems as a whole. Only
such a holistic approach will enable
farmers to sustain their TK and agri-
cultural biodiversity in an overwhelm-
ingly adverse context, with multiple
national and international policies and
processes driving their erosion. ®

The author is Senior Researcher,
International Institute for Environment and
Development, London.
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COP15

climate change

Let-down through a secretive process

WHILE few had expected a binding
agreement to emerge from the 15th
Session of the Conference of Parties
(COP15) to the United Nations Frame-
work Convention on Climate Change
(UNFCCC) held from 7-18 December
2009 in Copenhagen, developments
just ahead of the event had raised
hopes that the political agreement to
emerge from the COP15 would be sub-
stantive. However, the COP15 could
only narrowly escape a complete
catastrophe when a three-page politi-
cal agreement, called the Copenhagen
Accord, was finally hammered out at
the initiative of a few major emitters,
including the United States (US),
China, India, Brazil and South Africa.

Some see the Accord as a step-
ping stone towards a climate treaty,
though it does not set a deadline for
an internationally binding treaty. Oth-
ers argue that the emissions reduction
targets on offer do not go far enough
to avoid the worst effects of climate
change, and the Accord itself was a
product of a very secretive, undemo-
cratic process involving the leaders
of just 26 of the 193 parties to the
UNFCCC. The COP15 did not approve
the Accord but only took “note of”
it, with several countries rejecting it
on procedural as well as substantive
grounds.

The Accord states that global
temperature rises should be curbed at
2 degrees Celsius from pre-industrial
times, although a majority of the par-
ties had demanded a 1.5 degree limit.
It gave the parties until 31 January
2010 to submit their emissions reduc-
tion targets (Annex I parties) or miti-
gation actions (non-Annex I parties).

Among the major emitters to
submit their reduction targets/mitiga-
tion actions within the deadline were
the US, the European Union, India,
Brazil and China, and the figures were
the same as what they had publicly

Paras Kharel

offered ahead of the Copenhagen
conference. A team of US researchers
has found that the pledges submitted
under the Copenhagen Accord are in
line with a global temperature rise of
3.9 degrees Celsius, a level considered
disastrous for the environment and
human life.

Developed countries have commit-
ted funding worth US$30 billion for
the period 2010-2012 to assist develop-
ing countries in mitigation and adap-
tation, and also set a goal of US$100
billion in annual funding by 2020, with
“balanced allocation between adap-
tation and mitigation”. Funding for
adaptation is to be prioritized for the
most vulnerable developing countries.

However, the pledged support
falls far short of the estimated required
finance. It is also not clear how the
funding is to be sourced on a sustain-
able basis and the shares of public
and private funding are not specified,

The COP15 did not
approve the Copen-
hagen Accord but only
took “note of” it, with
several countries reject-

ing it on procedural
as well as substantive
grounds.

although the Accord says a signifi-
cant portion of such funding should
flow through the Copenhagen Green
Climate Fund. Regarding monitoring,
the Accord provides for measurement,
reporting and verification of emission
reductions, mitigation actions and
financing.

In the Accord, the parties agreed
on the need to provide positive incen-
tives to actions that reduce emissions
from deforestation/forest degradation
and that remove greenhouse gas emis-
sions through forests by immediately
establishing a mechanism. The parties
also decided to establish a technology
mechanism to accelerate technology
development and transfer in support
of actions on adaptation and mitiga-
tion guided by a country-driven ap-
proach and based on national circum-
stances and priorities.

The parties also agreed to carry
forward negotiations under the two
tracks of the Ad hoc Working Group
on Long-term Cooperative Action
under the UNFCCC and the Ad hoc
Working Group on Further Commit-
ments of Annex I Parties under the
Kyoto Protocol in 2010, leading up to
the COP16 scheduled for 29 Novem-
ber-10 December 2010 in Mexico
(Adapted from Trade and Development Moni-
tor, SAWTEE, various issues). ™
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understanding WTO

General Agreement
on Trade in Services

Services represent the fastest grow-
ing sector of the global economy
and account for two thirds of global
output, one third of global employ-
ment and nearly 20 percent of global
trade. The importance of services is
growing in the economies of South
Asia too. Services have been a major
driver of economic growth in the
region in the last two decades. The
sector’s contribution to the region’s
gross domestic product is about 50
percent. Services have accounted

for about one fourth of the region’s
total trade flows in recent years. All
but two countries of the region are
members of the World Trade Organi-
zation (WTO) and hence are parties
to the General Agreement on Trade
in Services (GATS), the first and only
set of multilateral rules governing
international trade in services, ne-
gotiated during the Uruguay Round
(1986-1993).

Coverage

The GATS applies to almost all trade
in services by WTO members. The
exception is the services supplied in
the exercise of governmental author-
ity such as central banking services,
which are neither supplied on a
commercial basis nor in competition
with other services suppliers. The
agreement also excludes most of the
air transport sector, but the exclusion
is under review. GATS defines four

ways (or “modes”) of trading services:

* Mode I (cross-border supply):
services supplied from one coun-
try to another (e.g., international
telephone calls)
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* Mode 2 (consumption abroad):
consumers or firms making use of
a service in another country (e.g.,
tourism)

* Mode 3 (commercial presence):

a foreign company setting up
subsidiaries or branches to provide
services in another country (e.g.,
foreign banks setting up operations
in a country)

* Mode 4 (movement of natural
persons): individuals travelling
from their own country to supply
services in another (e.g., fashion
models, construction workers)

Basic obligations

Most-favoured-nation treatment
Most-favoured-nation (MFN) treat-
ment means treating one’s trading
partners equally on the principle of
non-discrimination. If a country allows
foreign competition in a sector, equal
opportunities in that sector should
be given to service providers from all
other WTO members. This applies
even to sectors where the country has
made no specific commitment.

MEN applies to all services, but
some special temporary exemp-
tions have been allowed. In order to
protect the general MEN principle, the
exemptions could only be made once;
nothing can be added to the lists. They
are currently being reviewed as man-
dated, and will normally last no more
than 10 years.

Commitments on market access
and national treatment

Individual countries” commitments to
open markets in specific sectors and

modes—and how open those markets
will be—are the outcome of negotia-
tions. The commitments appear in
“schedules” that list the sectors being
opened, the extent of market access be-
ing given in those sectors (e.g., wheth-
er there are any restrictions on foreign
ownership), and any limitations on
national treatment (whether some
rights granted to local companies will
not be granted to foreign companies).
So, for example, if a government com-
mits itself to allow foreign banks to
operate in its domestic market, that

is a market access commitment. And
if the government limits the number
of licences it will issue, then that is

a market access limitation. If it also
says foreign banks are only allowed
one branch while domestic banks are
allowed numerous branches, that is
an exception to the national treatment
principle.

These clearly defined commit-
ments are “bound”: like bound tariffs
for trade in goods, they can only
be modified after negotiations with
affected countries. Because “unbind-
ing” is difficult, the commitments are
virtually guaranteed conditions for
foreign exporters and importers of
services and investors in the sector to
do business.

Transparency

GATS says governments must publish
all relevant laws and regulations, and
set up enquiry points within their
bureaucracies. Foreign companies

and governments can then use these
enquiry points to obtain information
about regulations in any services sec-
tor. And they have to notify the WTO



of any changes in regulations that
apply to the services that come under
specific commitments.

Regulations

Since domestic regulations are the
most significant means of exercis-

ing influence or control over ser-

vices trade, GATS says governments
should regulate services reasonably,
objectively and impartially. When a
government makes an administrative
decision that affects a service, it should
also provide an impartial means for
reviewing the decision (for example,

a tribunal). A commitment to national
treatment, for example, would only
mean that the same regulations would
apply to foreign suppliers as to nation-
als.

International payments and
transfers

Once a government has made a com-
mitment to open a services sector to
foreign competition, it must not nor-
mally restrict money being transferred
out of the country as payment for ser-
vices supplied (“current transactions”)
in that sector. The only exception is
when there are balance-of-payments
difficulties, and even then the restric-
tions must be temporary and subject
to other limits and conditions.

Negotiations

GATS commits member governments
to undertake negotiations on specific
issues and to enter into successive
rounds of negotiations to progres-
sively liberalize trade in services.
Under the mandate of Article XIX, the

Box
Basic principles of GATS

e Almost all services are covered

Negotiations to open
up specific sectors are
conducted mainly
through a “request-of-
fer” procedure.

latest round of negotiations began in
January 2000. At the Doha Ministerial
Conference in November 2001, the
services negotiations became part of
the “single undertaking” under the
Doha Development Agenda, whereby
all subjects under the negotiations are
to be concluded at the same time.

The Hong Kong Ministerial Dec-
laration of December 2005 reaffirmed
key principles and objectives of the
services negotiations and called on
members to intensify the negotiations
in accordance with the objectives,
approaches and timelines set out
in Annex C to the Declaration. The
Declaration called for the expansion of
sectoral and modal coverage of com-
mitments and improving their quality,
with particular attention to export
interests of developing countries. The
Declaration also established that least-
developed countries (LDCs) are not
expected to undertake new commit-
ments in this Round. Negotiations in
the Doha Round are being conducted
essentially on two tracks.

Bilateral and/or plurilateral track
This track is aimed at improving mar-
ket conditions for trade in services. It
mostly involves improving specific
commitments on market access and

* MFN treatment applies to all services, except the one-off temporary exemp-

tions

* National treatment applies in the areas where commitments are made
¢ Transparency in regulations, inquiry points

* Regulations have to be objective and reasonable

¢ International payments: normally unrestricted

¢ Individual countries’” commitments: negotiated and bound

e Progressive liberalization: through further negotiations

national treatment, and promoting
MEN treatment.

Negotiations under this track are
conducted mainly through a “request-
offer” procedure. Members send re-
quests directly to each other indicating
what improvements they are seeking
for their services and services suppli-
ers; members specify in their initial
offers how and to what extent they
are willing to take binding commit-
ments in response to these requests.
Regardless of which member submits
a request, the offer, in the form of an
improved “schedule” of commitments,
would apply to all members. As of
end of June 2008, 71 initial offers and
31 revised offers had been submitted
by WTO members.

Multilateral track

Multilateral negotiations among all
WTO members are aimed at establish-
ing any necessary rules and disciplines
which will apply to the whole WTO
membership, with certain special pro-
visions for developing and least-devel-
oped countries.

Negotiations are continuing since
1995 on the development of possible
disciplines that are not yet included in
GATS: rules on emergency safeguard
measures, government procurement
and subsidies. The relevant articles
are 10, 13 and 15. Work so far has
concentrated on safeguards—tempo-
rary limitations on market access to
deal with market disruption—and the
negotiations aim to set up procedures
and disciplines for governments using
these.

Negotiations are also taking place
to establish disciplines on domestic
regulations, a controversial area. The
focus is on qualification requirements
and procedures, technical standards,
and licensing requirements. Since
agreeing on disciplines on domestic
regulations for the accountancy sector
in 1998, members have been engaged
in developing general disciplines for
all professional services and, where
necessary, additional sectoral dis-
ciplines. Developing countries are
concerned over the possibility of new
disciplines reducing their policy space
(Adapted from www.wto.org). M
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book review

oseph Stiglitz, a 2001 Nobel laure-

ate in economics and a professor at
Columbia University, had severely
criticized the International Monetary
Fund and the United States (US)
Department of Treasury for their
handling of the East Asian crisis in
1997, which cost him his job as Chief
Economist at the World Bank. The
global financial crisis of 2008, which
he had predicted, has vindicated him
of his incessant rant on and vilification
of the “market fundamentalists” and
their flawed models.

In his new book Freefall: America,
Free Markets, and the Sinking of the
World Economy, Stiglitz explains the
causes of the Great Recession that
started with the collapse of Lehman
Brothers on 15 September 2008,
exposes main players in the financial
industry, berates the state of econom-
ics, and outlines what lies ahead for
the global economy. Though the book
is mostly about the US economy, it
also contains interesting discussions
about global economic challenges and
their potential solutions.

He thinks that the unraveling of
the causes of the global financial crisis
is like "peeling back the onion", i.e.,
figuring out what lies behind each
blunder. The markets failed because
of the presence of large externalities,
which in turn is caused by misalign-
ment of incentives in the banking
sector and information asymmetry
in the asset market. Digging deeper
would reveal that this was caused by
blind faith in a flawed economic ideol-
ogy about markets. He argues that
“economics has moved—more than
economists would like to think—from
being a scientific discipline into

the sinking of
the world economy

Title: Freefall: America, Free Markets, and the Sinking of the World Economy
Author: Joseph E. Stiglitz, Publisher: W.W. Norton & Company, New York
ISBN: 978-0-393-07596-0

Chandan Sapkota

becoming free market capitalism's big-
gest cheerleaders". Dancing to the tune
of the market cheerleaders, the people
responsible to oversee the financial
industry either failed to see the crisis
coming, or did nothing to stop it when
warned, or did too little too late when
the downward spiral began.

An advocate of a Keynesian fiscal
stimulus to overcome the adverse
impact of the economic crisis, Stiglitz
is dissatisfied with the structure, size
and progress of US President Barack
Obama’s stimulus package. An ideal
stimulus is fast; effective in increasing
employment and output; addresses
long-term problems such as low sav-
ings, trade deficit, social security and
infrastructure; investment-oriented;
fair (relief for the middle-class, not the
richest 5 percent); deals with short-run
exigencies (insurance and mortgage-
payment); and targets job loss ( to re-
tain skills and workers). Australia was
the first country to design a stimulus
package in line with these principles,
and, no wonder, the first advanced
country to emerge out of recession.

Stiglitz advocates a second round
of stimulus in 2011 and a redistri-
bution of income with progressive
taxation in the US. He advises the US
government not to "give into deficit fe-
tishism" because as long as returns on
investment in technology, education,
and infrastructure are greater than
the size of the deficit, it should not be
a problem to roll out another stimu-
lus. He also pitches for a coordinated
global stimulus as global multiplier is
greater than national multipliers.

The world has to address, argues
Stiglitz, six economic challenges: (i)
mismatch between global demand and

supply; (ii) climate change because
environment prices are distorted, lead-
ing to unsustainable use of resources;
(iii) global imbalances due to excess
consumption in advanced countries
and excess savings in developing
countries; (iv) manufacturing conun-
drum because there is increase in
productivity but decrease in employ-
ment; (v) inequality because it is
affecting overall aggregate demand as
there is more money with the rich and
less with the poor; (vi) and growing
financial instability leading to unman-
ageable risks.

These challenges call for a new
economic model, which should in-
clude a bigger role for government. It
is the government's responsibility to
ensure that errant markets do not lead
to catastrophic social and economic
situations. It should play a critical role
in maintaining full employment and
a stable economy; promoting innova-
tion; providing social protection and
insurance; and preventing exploitation
by “correcting” market distortion of
income distribution.

Stiglitz censures economists who
pushed their model of rationality
beyond its appropriate domain and
blasts inflation-targeting ideology,
predicting that it will die after this
crisis. Even if this ideology persists,
the crisis has revealed the limitation
of markets and resurrected Keynes-
ian economics. Indeed, “the fall of
Lehman Brothers may be to market
fundamentalism what the fall of Berlin
Wall was to communism”. ®

The reviewer is Junior Fellow for
Trade, Equity & Development Program
at Carnegie Endowment for International
Peace, Washington, D.C.



SAWTEE, in collaboration with
Oxfam Novib, organized a regional
policy dialogue on “Beyond Copen-
hagen: Agenda for South Asia” in
Kathmandu on 28 December 2009.
Participants of the programme an-
alysed the Copenhagen Accord from
the perspective of the South Asian
region; discussed how some of the
provisions of the Accord that are in
favour of vulnerable developing and
least-developed countries can be ef-
fectively implemented; and provided
indicative suggestions on the position

SAWTEE in
WTO Ministerial

FOLLOWING a decision of the
Government of Nepal, SAWTEE
participated in the Seventh WTO
Ministerial Conference in Geneva
from 30 November to 2 December
2009 as a member of the govern-
ment delegation. This was the third
time a SAWTEE representative was
a member of the official delegation
of the Government of Nepal in a
WTO Ministerial. SAWTEE also
delivered a speech on behalf of the
government in a working session,
which we consider an illustrative
example of how the government
and civil society organizations can
collaborate for meaningful out-
comes in global negotiations. On
the sidelines of the Ministerial,
SAWTEE also participated in Nepal
government team’s special meeting
with Dr. Supachai Panitchpakdi,
Secretary-General of the United
Nations Conference on Trade and
Development. ®

Post-
Copenhagen
Dialogue

that South Asian countries should take
in achieving a legally binding interna-
tional climate agreement by 2010.

The dialogue brought together a
wide range of stakeholders, including
climate scientists, economists, water
resource experts, agriculturists, acade-
micians, journalists and policymakers.

In particular, participants were
disappointment at the lack of emis-
sions reduction commitments in the
Accord, and called for an immediate
implementation of the financing com-
mitments in the Accord. ®

12th SDC in
Pakistan

THE Sustainable Development Pol-
icy Institute (SDPI) held its Twelfth
Sustainable Development Confer-
ence (SDC) from 21-23 December
2009 in Islamabad. The SDC’s theme
was “Fostering Sustainable Develop-
ment in South Asia: Responding to
Challenges” and it focused on the
six “F” crises pertaining to food;
fiscal; fuel; frontiers; functional
democracy; and fragility of climate.
Scholars from South Asia and other
regions were invited to delve further
on these issues. Over 92 delegates
from 11 countries participated in the
SDC and over 1400 audiences came
to listen and participate in the 21
panels and two keynote plenary ses-
sions. A book “Peace and Sustain-
able Development in South Asia:
Issues and Challenges of Globaliza-
tion”, jointly published by SDPI and
Sang-e-Meel Publications, was also
launched at the inaugural session of
the SDC. =

network news

Policy Discussion
on Agricultural
Biodiversity Policy

FOLLOWING the invitation
from the Government of Nepal,
Ministry of Agriculture and
Cooperatives to participate as an
expert organization in the 23 April
meeting of the National Agricul-
ture Biodiversity Conservation
Coordination Committee and
SAWTEE's inputs at the meeting,
the Ministry, together with SAW-
TEE and Local Initiatives for Biodi-
versity Research and Development
(LI-BIRD), organized a core group
discussion programme among a
nine member Technical Commit-
tee for the review and revision of
Nepal's Agricultural Biodiversity
Policy 2007. On 16-17 March 2010,
the meeting of the Technical Com-
mittee, formed by the consensus of
the National Agriculture Biodiver-
sity Conservation Coordination
Committee, discussed the policy
options and guidelines for in-situ
and ex-situ conservation and the
protection of farmers' rights.

Since Nepal became a party
to the International Treaty on
Plant Genetic Resources for Food
and Agriculture (ITPGRFA) on
10 January 2010, the meeting also
discussed a number of pertinent
issues in relation to the imple-
mentation of the Treaty provi-
sions, including those on farmers'
rights. The Ministry, together
with SAWTEE and LI-BIRD,
has also planned to organize a
series of other events, including
a policy seminar on Agricultural
Biodiversity, Climate Change
and Farmers’ Rights, to celebrate
International Year of Biodiversity
2010. SAWTEE is now also serving
as a member in the Curriculum
Development Committee for B.Sc.
and M.Sc. courses on agricultural
biodiversity of the Institute of
Agriculture and Animal Science,
Nepal. =
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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 capac-
ity of concerned stakeholders

in South Asia in the context of
liberalization and globalization.

www.sawtee.org




A dizlogue on rade and development

Yol 6 Mo |, 2000

TRADE

INSIg

L

16th SAARC
Summit

Biodiversity, agriculture

and farmers' rights

Biodiversity is crucial for farm-
ers to sustain their livelihoods,
breeders to access diversity of ge-
netic resources for further research
and breeding, and states to address
developmental objectives such as
food security and poverty reduc-
tion.

However, many of the bio-
logical resources that are crucial
for agriculture and food security
are already in danger of extinc-
tion. Moreover, as climate change
continues to affect biodiversity and
change the geography of agricul-
ture all over the world, pressures
are mounting for states as well as
farmers and breeders to implement
measures needed to address the
implications of unpredictable and
inconsistent climatic conditions
for local biodiversity, including
agricultural biodiversity.

The predictions made so far
and the already-felt impacts of
climate change indicate that a
number of countries, including
those in South Asia, are at higher
risks. For example, the Food and
Agriculture Organization of the
United Nations (FAO) states that
gradual changes in temperatures
and precipitation as well as more
frequent extreme weather are

expected to result in crop failures,
livestock deaths and other asset
losses, thereby threatening food
production, and access, stability
and utilization of food resources.
Similarly, there are estimates that
in South Asia, climate change will:
a) affect local ecosystems as well
as species and genetic diversity; b)
change cropping patterns; c) cause
up to a 30 percent yield decline by
the mid-21st century; and d) result
in additional price increases for
the most important agricultural
crops—rice, wheat, maize, and
soybeans.

Such implications mean that
South Asian countries need to
focus on effective measures for
biodiversity conservation and
agriculture promotion, including
the development of seeds that not
only adapt to harsh conditions and
guarantee better yields, but also
do not adversely affect biological
diversity and the environment.

In this regard, it is important to
consider the following factors:

e First, farmers’ contributions in
addressing the adverse impacts
of climate change should not be
underestimated, and their rights

to livelihoods must be protected.

It is essential to note that histori-
cally, farmers have learned to
cope with climate variability and
adapted crops and farming prac-
tices to suit new and complex
conditions for agriculture.
Second, since the severity

and pace of climate change is
presenting new, unprecedented
challenges, South Asian farm-
ers—lacking resources and
policy support—might face
severe livelihood challenges. For
example, their local genetic re-
sources and the associated rights
might be threatened more due
to increased pressures for the
use of external inputs, including
commercial seeds.

Third, with due consideration of
the above-mentioned first and
second factors, South Asian gov-
ernments have the responsibility
of ensuring such an enabling
policy environment where both
farmers and breeders are able to
collaborate and make optimum
use of biodiversity. This will not
only facilitate the value addition
and sustainable use of landraces
but will also enable them to de-
velop seeds that address climate
change and food insecurity
concerns.



Context

The heads of state or government
of South Asian countries are meet-
ing on 28-29 April 2010 in Bhutan
for the 16th South Asian Asso-
ciation for Regional Cooperation
(SAARC) Summit. At this crucial

Recommendations

Commit to mobilize financial,
technical and human re-
sources for in-situ and ex-situ
conservation of biodiversity
and for sustainable agriculture
practices by, among others,
operationalizing a “Regional
Biodiversity Fund”.

Direct the relevant bod-

ies to identify, develop and
implement regional and
sub-regional programmes
such as “Regional and Sub-
regional Community-based
Biodiversity Management
(CBM) Programmes” so as

to contribute to: a) the value
addition and market promo-
tion of local genetic resources
through “Regional and Sub-
regional Participatory Plant
Breeding and Participatory
Variety Selection Projects”; b)
the development and mainte-
nance of a “Regional Database
of Genetic Resources and Tra-
ditional Knowledge”; and c)
the organization of “Regional
and Sub-regional Biodiversity
Fairs” where farmers are able
to share their knowledge,
practices and technologies.
Direct the relevant bod-

ies to identify, develop and
implement regional and
sub-regional projects for the
identification, value addition
and market promotion of bio-

gathering, they will discuss climate
change and other pertinent issues
to come up with concrete resolu-
tions for addressing the complex
regional challenges of worsening
conditions for biodiversity, agri-
culture and farmers’ livelihoods.

products such as medicinal and
aromatic plans, and neglected
and under-utilized species such
as buckwheat, millets, horseg-
ram, etc.

e Direct the relevant bodies to
identify, develop and implement
regional projects on bioprospect-
ing through public-private part-
nership as well as regional and
sub-regional CBM programmes,
and express commitments to
increase investment in agricul-
ture, including in research and
development on variety devel-
opment through public research
organizations.

¢ Direct Agriculture Ministers of
Member States and the relevant
bodies to work towards the
creation and operationalization
of a “"SAARC Seed Bank” so as
to: a) link it with national and
community seed banks; and b)
facilitate regional and /or sub-
regional contracts/agreements
for ensuring an effective long-
term mechanism of production,
exchange and sustainable use of
community- and environment-
friendly quality seeds.

* Express commitments for the
operationalization of “Regional
Strategic Guidelines on Biodi-
versity Management, Sustain-
able Agriculture and Climate
Change” which, among others,
address the critical regional

Taking into account a number

of national, regional and global
challenges and the emerging op-
portunities, this Special Brief puts
forward a set of following recom-
mendations for SAARC govern-
ments and the Summit.

concerns regarding the use of
biotechnology in agriculture;
the introduction of geneti-
cally modified organisms;
the application of intellectual
property rights (IPRs) in bio-
logical resources and agricul-
ture; and the promotion of
biofuels.

* Based on such guidelines, ex-
press commitments to opera-
tionalize a “Regional Access
and Benefit Sharing (ABS)
Regime” and a “Regional
Plant Variety Protection
and Farmers' Rights Policy
Framework” so as to: a) facili-
tate the exchange and use of
genetic resources within the
region; and b) ensure that the
IPR regime meets desirable
economic, social and environ-
mental objectives and protects
the rights of local, indigenous
and farming communities.

* Recognize that such Regional
ABS Regime and Plant Vari-
ety Protection and Farmers’
Rights Policy Framework
be the basis of South Asian
positions for future global
negotiations and agreements,
including those at the level of
the World Trade Organiza-
tion and the United Nations
agencies such as the World
Intellectual Property Organi-
zation and the FAO. m
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Special Brief

for the

LDC Integration Fund

I z ealizing the potential asym-
etry in the distribution of

benefits, various regional economic
cooperation arrangements (RE-
CAs) have created built-in mecha-
nisms for the transfer of benefits
and achieved a significant degree
of success in operationalizing
them. The European Union (EU),
the most successful example of a
RECA, is at the forefront of such
initiative. A concrete example,
provided by L. Alan Winters,
shows that the EU created an
European Regional Development
Fund to assist relatively poorer
countries (Greece, Portugal, Spain
and Ireland, the late entrants to
the Union) by making significant
transfers of resources to help them
improve their productive capac-
ity, build credible institutions,
and catch up with the rest of the
members.

It is natural that gains are
not shared equally among all the
participating countries in a RECA.
The asymmetric benefits within
any RECA are a by-product of a
large variation in the size of the
economies of member countries,
their economic structures, level of
efficiency and productivity, institu-
tional endowments and policy-in-
tervention mechanisms in place.

The Agreement on South Asian
Free Trade Area (SAFTA) recog-
nizes such asymmetry as well as

the need to accord special and dif-
ferential treatments to the region’s
least-developed countries (LDCs).
In a regional trading arrangement
(RTA), where five (Afghanistan,
Bangladesh, Bhutan, the Maldives
and Nepal) out of eight members
are LDCs, such a gesture is reflec-
tive of the salience of helping these
countries catch up with the rela-
tively better off countries (India,
Pakistan and Sri Lanka).

Situation analysis

Though SAFTA is not expected to
transform the historically tardy
process of South Asian economic
cooperation, nearly four years of
its implementation record leave
much to be desired. The problem
is further exacerbated by increas-
ing marginalization of the LDCs in
the RTA. Their imports from the
region are increasing more rapidly
than their exports to the region,
resulting in widening trade deficits
(Table, next page).

Though Afghanistan is a recent
entrant to SAFTA and the baseline
data for Bhutan are not available,
the table suggests that Bangladesh
is the only LDC that has increased
its exports to the region more than
its imports from the region. The
intra-regional exports of both the
Maldives and Nepal have failed
to keep pace with the rise in their
intra-regional imports, with the

result that LDCs’ share in intra-re-
gional exports has declined consid-
erably between 2000 and 2008.

Several market access barriers
such as lengthy sensitive lists, and
para- and non-tariff barriers are
partly responsible for the inability
of SAFTA to harness the potential
of increasing intra-regional trade,
particularly the LDCs” export
trade. However, often overlooked
are the supply-side constraints
faced by these countries, including
lack of infrastructure, human capi-
tal, technology and finance that are
needed to enhance the competi-
tiveness of LDC exports.

A policy paper prepared by
the Coalition for Action on South
Asian Cooperation (CASAC) on re-
gional integration identified these
constraints as far as back in 2001,
when it suggested the “creation of
a reasonably large sized fund” for
the development of LDCs’ infra-
structure, human resources, and
export production and diversifica-
tion capacity. However, not much
attention has been paid to the
significance of such fund.

Along these lines, this Special
Brief recommends the 16th Summit
of the South Asian Association for
Regional Cooperation (SAARC) to
create an LDC Integration Fund
(LIF) and express commitments to
develop modalities of its financing
and operationalization.



Modalities

For the creation and mobiliza-

tion of the LIF, as the “reasonably
large sized fund” is not defined,

it is important to first determine
the size of the fund. Though it is
difficult to quantify the size of the
fund without adequate need as-
sessments, an indicative portfolio
with annual contribution of US$1.1
billion, calculated at 0.07 percent
of the gross domestic product of
SAARC Member States, can be
created. The figure of 0.07 percent
is 10 percent of what the United
Nations has urged the “OECD De-
velopment Assistance Committee”
to contribute in the form of Official
Development Assistance (ODA).
Similarly, with regard to its financ-
ing, the following modalities can
be considered.

Core contributions: There are
three major types of core contribu-
tions. First, Member States should
contribute at least 50 percent of
the resources based on their share
in intra-regional trade. Second,
SAARC observers can contribute
25 percent of the total require-
ment. Third, other multilateral and
bilateral donors can contribute 25
percent of the total requirement.
The last two contributions should
be in addition to ODA commit-
ments.

Project-based contributions: Since
creating regional public goods
such as cross-border road link-
ages, communication and trade
facilitation are among the priority
agendas of the World Trade Orga-
nization’s aid-for-trade initiative,
it would be possible to capitalize
on this for project-based funding.
Examples include: a multi-donor
North-South corridor initiative,
jointly implemented by three
regional groupings in Southern
Africa; and Asian Development
Bank-funded Greater Mekong Sub-

Table: Intra-regional exports and imports, and export share

Exports to the Imports from Share in %

region the region intra-regional

(US$ million) (USS million) exports (%) change
Country 2000 2008 2000 2008 2000 2008 ;ggg_
Afghanistan 60 175 169 2,331 2.09 1.18 -43.54
Bangladesh 93 431 1,050 3,916 3.21 2.92 -9.03
Bhutan — 164 — 171 — 1.11 —
India 1,820 9,449 454 2,410 62.97 6401 1.65
Maldives 14 18 90 216 0.48 0.12 -75.00
Nepal 309 881 587 2,110 10.7 5.97 -44.21
Pakistan 404 2,919 291 1,272 13.99 19.77 41.32
Sri Lanka 90 725 707 3,213 6.57 491 -25.27
Total 2,890 14,762 3,348 15,638 100 100

Source: IMF Direction of Trade Statistics Online (accessed 31 March 2010)

regional Project and South Asian
Sub-regional Economic Coopera-
tion Programme, though the latter
is yet to show tangible results.

Though the Second Meeting of
the Sub-group on Technical Assis-
tance to Least Developed Contract-
ing States under Article 11(d) of
SAFTA has identified 10 areas and
some of them can be counted as as-
sistance for addressing the LDCs’
supply-side constraints, progress
on this front is minimal. While the
non-implementation has its roots
in the “best endeavour” nature of
this provision, the areas identi-
fied do not include “hardware”
components such as creating infra-
structure. To make this initiative
effective, it should be regionalized
and merged with the proposed
LIF, with the developing Member
States in a position to provide such
assistance making direct contribu-
tion to the LIF, over and above
their core contributions.

While the operational modality
could be decided once the funding

issue is settled, entrusting a profes-
sional management team with the
responsibility to manage the fund
is a sine qua non for the successful
implementation of the projects in
priority areas.

The following represents an
indicative list of priority areas at
regional and national levels, in
addition to what has already been
identified by the above-mentioned
Sub-group on Technical Assis-
tance:

* Development of transport
corridors to improve regional
connectivity and rural access;

¢ Construction of a regional grid
to facilitate trade in electricity
and a regional pipeline to trans-
port petroleum products;

¢ Trade facilitation, particularly
modernization of customs;

¢ Construction of laboratories and
testing facilities; and

¢ Construction of warehouses and
cold storages to facilitate trade
in agricultural products. ®
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Trade and climate
change issues

he relationship between trade

and climate change has come
under increasing attention as the
urgency of national, regional and
global actions intensifies with pre-
dictions of climate change impacts
getting ever grimmer. The relation-
ship has several dimensions: for
example, physical impacts of trade
on climate change and vice versa;
linkages between climate and
trade rules and policies at national,
regional and global levels; and
the impact of measures to combat
climate change on competitiveness.

Given the interlinkages, the
need to make trade and climate
rules mutually supportive has
been recognized at multilateral
levels, for example, at the United
Nations Framework Convention
on Climate Change (UNFCCC)
and at the World Trade Organiza-
tion (WTO).

While negotiations on the liber-
alization of trade in environmental
goods and services are taking place
in the Doha Round of WTO nego-
tiations, the UNFCCC process also
involves negotiations on the role of

trade in addressing climate change
impacts.

South Asia is a region that is es-
pecially vulnerable to the impacts
of climate change, mainly due
to geography coupled with high
levels of poverty and population
density. All eight countries in the
region are parties to the UNFCCC,
six are WTO members and two are
WTO observers, and five are least-
developed countries (LDCs).

At the regional level, under
the auspices of the South Asian
Association for Regional Coopera-
tion (SAARC), they are pursuing
economic integration through the
Agreement on South Asian Free
Trade Area (SAFTA). With a cover-
age limited to goods trade, SAFTA
came into implementation in July
2006 and is now in the process of
incorporating services trade. Re-
cently, SAARC governments have
also taken regional cooperation ini-
tiatives to address climate change
implications for the region.

Despite over two decades
of efforts at regional economic
integration, South Asia is one of

the least-integrated regions in the
world, with intra-regional mer-
chandise trade standing at less
than 5 percent of its total merchan-
dise trade.

Responding to climate change
presents opportunities and chal-
lenges for, inter alia, intra-regional
trade. A clear mapping of the op-
portunities and challenges within
and outside the region is essential
to make trade and climate policies
mutually supportive.

It is the realization of the
urgency of effectively responding
to climate change through regional
cooperation that climate change
is the theme of the 16th SAARC
Summit. While taking decisions
on the issue of climate change, the
Summit would do well to take a
holistic approach, by taking into
account the interlinkages between
trade and climate change and the
potential conflicts and comple-
mentarities of trade and climate
policies.

This Special Brief puts forward
the following recommendations for
the Summit.



Recommendations

* Conduct a comprehensive
regional study on the inter-
relationship between trade
and climate change, and the
challenges and opportunities
presented by it.

* Set a timeline for pruning sensi-
tive lists under SAFTA with an
emphasis on bioproducts and
environmental goods; removing
non- and para-tariff barriers to
boost intra-regional trade; and
institutionalizing the harmoni-
zation of standards, including
sanitary and phytosanitary
measures on these goods.

e Direct the relevant bodies to
study the status of informal
trade in organic agricultural
products, bioproducts and
environmental goods, and com-
mit to identify and implement
necessary measures to formal-
ize such trade.

¢ Direct the relevant bodies to
form a taskforce to assess the
potential of the liberalization of
trade in environmental goods
and services under SAFTA, and
to also study the potential of
incorporating environmental
services liberalization under the
proposed SAARC Framework
Agreement on Services.

* Commit to discourage the pro-
duction and trade of those bio-
fuels that negatively affect food
availability and prices, and the
resource base of the region.

e Direct the relevant bodies to
conduct a regional comparative
study on the nature and extent

of shifting comparative advan-
tage in agricultural production
resulting from climate change
within and across Member
States, and assess possible
changes in competitiveness and
complementarities in regional
trade.

Direct the relevant bodies to
identify, develop and imple-
ment regional and sub-regional
projects on value addition,
product diversification and
market promotion of envi-
ronmental goods, including
organic agricultural products
and bioproducts.

Call for a fundamental change
in the manner in which the
Clean Development Mechanism
(CDM) operates, in that its en-
vironment integrity is ensured,
it supports the development
objectives of Member States
and it particularly benefits the
LDCs and the poor. Also direct
the relevant bodies to identify,
develop and implement region-
al and sub-regional projects to
benefit from the CDM, utilizing
both public and private fund-
ing from within and outside the
region.

Direct the relevant bodies to
conduct a regional study on
the role of intellectual property
rights in technology transfer,
and launch a South Asian
Climate Change Technology
Initiative to document and pro-
mote the sharing of local and
indigenous climate-friendly
technologies; identify regional
technology needs; and develop
measures to promote the devel-
opment, sharing and transfer

of climate-friendly technologies
from within and outside the
region.

Direct the relevant bodies to
expedite regional cooperation
on clean energy so that fossil
fuels are gradually displaced by
climate-friendly energy sources
such as hydropower and solar
energy.

Institute a regional climate
change adaptation and mitiga-
tion fund, and mobilize it to
promote climate-friendly trade
in the region.

Commit to take a firm stand
against climate protectionism
that involves the adoption of
unilateral trade measures to
compel trading partners to take
on emissions reduction commit-
ments.

Develop common understand-
ings and positions on the lib-
eralization of trade in environ-
mental goods and services for
multilateral forums, and lobby
for outcomes that reflect the
trade, development and envi-
ronmental interests of Member
States.

Commit to adopt a united voice
in global negotiations to call
upon developed countries and
those developing countries that
are in a position to do so to pro-
vide concrete support measures
for building the supply-side
capacity of Member States,
especially the least-developed
ones, in environmental goods
and services, including organic
agricultural products and bio-
products. ®

Author: Paras Kharel, Senior Programme Officer, SAWTEE. Views expressed are personal. SAWTEE, P.O. Box: 19366,
254 Lamtangeen Marg, Baluwatar, Kathmandu, Nepal, Tel: +977-1-4415824/4444438, Fax: +977-1-4444570,
Email: sawtee@sawtee.org, Web: www.sawtee.org, Design: Bipendra Ghimire (Effect), Printed at Jagadamba Press.
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Food security issues

Food insecurity is a major de-
velopmental challenge for all
South Asian countries. A majority
of South Asian governments have
made international commitments
to ensure the right to food of their
people, and have also enshrined
that right in their constitutions
and /or other national documents.
Since the inception of the South
Asian Association for Regional
Cooperation (SAARC), food secu-
rity has remained an agenda of the
SAARC summits and has received
some space in the summit declara-
tions. SAARC countries’ interna-
tional and national commitments
to guaranteeing the realization of
the right to food of their people,
in particular of the poor, received
a collective reaffirmation in 1995
during the Eighth SAARC Summit.
SAARC countries have also
initiated some measures at the
regional level to overcome the
challenges of food insecurity. Some
of those measures include the
establishment of the SAARC Food
Bank, and the endorsement of the
SAARC Development Goals, seven
of which relate to food security.
Despite the commitments and
the measures undertaken, more
than one third of the South Asian
population goes to bed hungry
every night. And now, climate

change has emerged as another
serious threat that is going to add
to the severity of food insecurity in
South Asia.

According to the International
Food Policy Research Institute,
South Asia is the region that is
going to face the greatest yield
decline in almost all crops due
to climate change. It has pre-
dicted, based on two models—the
National Center for Atmospheric
Research (NCAR) model and the
Commonwealth Scientific and
Industrial Research Organization
(CSIRO) model—that there will be
a 14 percent decline in rice produc-
tion, 44-49 percent in wheat pro-
duction and 9-19 percent in maize
production by 2050 in a climate
change scenario relative to the no
climate change scenario.

In that context, South Asian
governments should strengthen
their food security efforts at the
national level. They should also
strengthen their collective efforts at
the regional level. The upcoming
16th SAARC Summit is an oppor-
tunity for them to reassess their
commitments and efforts in that re-
gard, and to take up the issue with
added urgency. This Special Brief
puts forward some recommenda-
tions for SAARC governments and
the Summit.

Recommendations

* SAARC countries should focus
more on increasing agricultural
production and productivity in
the region. To enhance agricul-
tural production and productiv-
ity, they should:

. Increase investment in
agriculture. Agricultural
development in South Asia
is dependent on sufficient
investment in agricultural
infrastructure, and research
and extension services. There-
fore, SAARC governments
should identify and launch
regional projects—which
would complement the
national projects—under the
infrastructure window of the
SAARC Development Fund
(SDF).

- Develop regional projects
for human resource develop-
ment, and for the coordina-
tion of agricultural extension
services, particularly in
bordering areas of Member
States. The geography of the
region permits such coordi-
nation, which is essential to
share knowledge and good
practices among relevant
stakeholders.



Promote the exchange of
germplasms within the
region. Due to growing
concerns relating to Access
and Benefit Sharing and
Intellectual Property Right
Regimes, such exchange

has been restricted in South
Asia. SAARC countries can
overcome such restrictions
through regional contracts
and agreements.

Build a regional mechanism
to control illegal trade of low
quality agricultural inputs
such as seed and fertilizer.
As a recent case of Nepal
has shown, illegal trade

of such inputs has caused
serious damages to agricul-
tural production. Therefore,
formalizing all informal trade
taking place within the region
should be a priority.
Establish regional guidelines
on biofuels since some of

the countries in the region
have already initiated their
production. In India, for
example, the government is
planning to plant jatropha

in 7-11.2 million hectares of
land by 2011/12 for the pro-
duction of biodiesel. There
are possibilities that other
countries in the region might
also follow suit. The use of
agricultural lands for such
purpose, and also the pos-
sibilities of using major food
crops like maize for biodiesel
production, will have severe
implications for food pro-
duction. Therefore, South
Asian countries should have
regional guidelines that deal
with, among others, the type
and maximum area of land

that can be used, and the type
of crop that can be permitted
for plantation for the produc-
tion of biofuels.

° Some countries in South Asia
are food-deficit; but the region,
as a group, is close to food self-
sufficiency. Therefore, regional
agricultural trade has a huge
potential in ensuring regional
food security. However, SAARC
countries have not promoted
regional agricultural trade. They
should:

Commit to enhance regional
agricultural trade with de-
veloping-country Member
States” committing to prune
their sensitive lists under the
Agreement on South Asian
Free Trade Area by gradu-
ally removing agricultural
products from the lists.
Eliminate existing non-tariff
barriers (NTBs) to agricul-
tural goods trade and commit
not to make use of such
barriers in the future. This is
because even if agricultural
products are removed from
the sensitive lists, the existing
practices show that there will
remain possibilities of using
NTBs to agricultural goods
trade.

Never resort to restraining
exports of agricultural and
food products within the
region in any circumstance.
During the food crisis of
2007/08, India imposed
export restraints on some
food grains, and Pakistan and
Nepal also restricted /banned
exports of some food items
even within the region. This

move severely affected food
importing South Asian coun-
tries such as Bangladesh that
has the highest proportion of
undernourished people in the
region.

e SAARC countries should effec-
tively operationalize the SAARC
Food Bank. For that purpose,
they should:

Make an institutional arrange-
ment to periodically monitor
and estimate food demands
and minimum stock require-
ments, and undertake mea-
sures to increase their storage
capacity. Such arrangement
could be made by setting up

a Central Information System
and forming a SAARC Food
Security Monitoring Commit-
tee. The Committee should
also be entrusted with the
task of making arrangements
for regional mapping of vul-
nerable regions and popula-
tions, as well as preparing a
vulnerability calendar for the
effective distribution of food
in the region.

Work out detailed procure-
ment modalities in addition to
ensuring timely, localized and
transparent procurement as
well as rationalization of pro-
curement prices. They should
also recognize and promote
public-private partnership as
an integral part of the pro-
curement modality.

Utilize the SDF to facilitate
the procurement process.
Make food distribution sys-
tems responsive to regional as
well as seasonal food insecu-
rity. ®

Author: Puspa Sharma, Programme Coordinator, SAWTEE. Views expressed are personal. SAWTEE, P.O. Box: 19366,
254 Lamtangeen Marg, Baluwatar, Kathmandu, Nepal, Tel: +977-1-4415824/4444438, Fax: +977-1-4444570,
Email: sawtee@sawtee.org, Web: www.sawtee.org, Design: Bipendra Ghimire (Effect), Printed at Jagadamba Press.
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