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Foreword

Globalisation has significantly influenced economic growth in developing
countries. However, its impact on development has been diverse. The growing
divergence in the impact of globalisation on developing countries has been
noticeable. The Centre for Policy Research in its research program of 2003-04
had approved a research study entitled "lmpact of Globalisation on South Asian
Economic Development" to be undertaken by Professor G.P. lsser, a former IFS
Officer and Ambassador of lndia. This Working Paper is the result of this
research study.

In this Working Paper Professor lsser has carried out intensive research work in
assessing the opportunities that globalisation has created and examined the
extent to which South Asian countries have been able to avail the opportunities
through participation in global trade, investment and technology. He concludes
that, while there has been a positive impact of globalisation on economic growth
in South Asia, the impact has been weak in comparison to its impact on
developing countries in East Asia and South-East Asia.

In addition to the identification of the factors contributing to linkages between
South Asian economies and globalisation, Prof. lsser has made valuable
suggestions in this Working Paper for a suitable policy - framework which will
enhance the capabilities of South Asia to play more important role in the global
economy. The road-map drawn by Professor lsser will enable the region to
increase its share in the dividends of globalisation. Professor lsser's contribution
is very timely in view of the growing debate on the pros and cons of globalisation
and on growing regionalism in global economy. I trust that this work will get the
attention it deserves from the policy makers and the academia.

Centre for Policy Research
New Delhi
June 2004

Gharan Wadhva
President
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PREFACE

The interaction between development and globalization as a theme of research
work is a complex subject. The complexity arises from the need for a
researcher to adapt and relate mainstream economic indicators and
documents to the study of globalization. The present research work relates to
the regional dimension of. globalizatioru which is still a very young area of
i.qury as compared with other aspects of regional studies. These factors
considerably added to the constraints in identifying documents of direct
relevance for conducting the research. I must submit that the research
conducted by me is a very modest endeavor and it lays down basic structures
for further research and unfolds several areas of sfudies for further research.
The growing divergence in the impact of globalization on developing
countries has brought to focus the need for intensive research of this subject in
development studies. Ih the new millennium, south Asia has achieved and
sustained high rate of economic growth which strengthens its trade,
investrnent and technological linkages with the global economy. With the
advent of New Economy and especially with the advances in information
technology, south Asia's potential for integration with the global economy has
further increased. These positive developments call for organized research
n'ork which will provide useful inputs to the formation of development
policies in South Asia.

Before I conclude preface to the research paper, I must acknowledge the
support that I received from various quarters i. *y work. First and foremost,
I owe words of gratitude to Dr. C.D. wadhava, the president of Center for
Policy Research who extended strong support and cooperation in my
endeavor. My research work was considerably conshained by very limited
availability of relevant documents on the topic of my research. I must express
my grateful thanks to the Director General of Research and Information
system for Developing Countries (R.I.s.), Dr. Nagesh Kumar for facilitating
use of R.I.s. documentation centre. I have extensively drawn on the
documents of the R.I.S. for inclusion in Annexures attached with the research
PaPer. In course of my research work, I consulted the documentation centers
and libraries at Minisby of Extemal Affairs, I.C.R.I.E.R., Confederation of
Indian Industries, World Bank, I.M.F., A.D.B., ESCAR FICII, Etc. I was
considerably benefited by attending various seminars and conferences
organized by Center for Policy Research, Confederation of tndian Industries
and R.I.S. I express my grateful thanks for the invitations extended to me from
these institutions.



INTRODUCTION

Globalization has played a major role in sustaining the economic

expansion of global economy in the latter half of the 20rh Century.

There are several dimensions of globalization. The most important

dimension, which impacts economic development, is increased

internationalization of economic markets as reflected in expanding

trade and financial capital flows. The world trade has expanded

significantly since 1960s. Three factors have been behind' this

explosive growth. First, artificial barriers to international trade such as

tariffs and quotas have fallen by as much as 80-90 per cent after the

end of the Second World War.lhe costs of transportation and

communications have dropped substantially. Ocean shipping costs

have fallen in the last 50 years by as much as 75-80 per cent.

Communications costs have also reduced significantly, stimulating

greater trade in services. Along with expanding trade. Increased

internationalization of global economy also witnessed enormous

increase in the flow of the Foreign Direct lnvestment.

The increased flows of goods and services and investment funds

across national boundary resulted in rising world economic growth. lt is

through oBenness of national economy that globalization accelerates

the development - process in the world economy. Openness allows

economy to make better use of its resources through greater

.1,



ion in production of the goodS and services that it produces

:heaply. In particular, trade enables developing countries to

ital and other intermediate inputs that are critical to long-run

rese critical inputs bring with them new technology. A more

e regime also encourages Competition between local and

ns, thereby raising the level of efficiency of domestic firms.

adequate empirical evidencd to support this view of the

rpact of globalization on national economic growth and per

)me.

developing countries shared the dividends of globalization

ing their participation in the process of internationalization of

I investment. ln total international trade, the share of

; countries increased from 7.5 per cent in 1960 to 12.6 per

]99. Similarly in total inflows of foreign direct investment,

; countries increased their share from 5.8 billion dollars in

12 billion dollars in 1999. However, among the developing

there emerged a wide divergence in capitalizing on

of globalization. In East Asid, few economies such as Hong

public of Korea, Singapore etc. now grouped under Newly

zed Economies (NlEs) and some countries in South East

a as Malaysia, tndonesia, ilhailand achieved spectacular

growth which was propelled by globalization. The high rate
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of economic growth achieved by these economies was unprecedented

and unique.

The development experience of high performers in economic

growth has been the subject of intensive research and has led to

voluminous development literature. There has been adequate

empirical evidence to suggest that i.) Globalizatton very closely

influenced the high rate of economic growth in East Asian Developing

Countries and also in South East Asian Developing Countries ii) The

Positive impact of globalization on economic growth resulted from the

adaptation in trade and investment policies of the high growth

countries.

The path of economic growth in South Asia greatly diverged from

the robust growth performance of developing countries grouped under

NIES and of some developing countries in South East Asia such as

Indonesia, Malaysia and Thailand etc. This divergence raises some

important issues regarding interaction between the forces of

globalization and economic development in South Asia. ln other words

the study of regional dimensions of globalization becomes important

for the assessment of the role and potential of globalization in

influencing the path of economic development.
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main objective of the research paper entitled "lmpact of

tion on South Asian Economic Development" is to dissect into

us factors contributing towards the prevailing asymmetry in

ct of globalization on developing countries. The analysis in

arch paper is based on the premise that it is through three

t linkages that globalization impacts the process of economic

in developing countries. These linkages include the

ion of the developing countries in the expanding flows of (i)

Foreign Direct Investment (iii) Technology. Through the

hapters in this research paper, the application and working of

kages in respect of South Asian economies is analyzed and

ntification of the various inhibiting factors in this process, a

me work for securing more effective impact of globalization is

search paper is organized in five chapters. Chapter-l Surveys

lconomic landscape of South Asian Economies and brings out

nt features of these economies, which are later related to the

of globalization. Chapter-ll identifies the response of South

onomies to the requirements of a globalizing world economy in

trade - liberalization and analyses the positive outcomes of

;ian adaptation to the forces of globalization in terms of trade

rn and economic growth.expansl



In Chapter-lll South Asian efforts to adapt their policies to the

requirements of globalization as reflected in the liberalization in the

investment regime of these countries are analyzed. The study shows

that whereas economic liberalization has resulted in increase in the

inflow of Foreign Direct Investment, the level of inflow has been much

lower than the requirement of external resources by South Asia for

filling up the gap between savings and investment required.

The study in Chapter-lV draws attention to the distortion in,trade

in Agriculture, Services and Textiles sectors, which results from the

policy of protection of developed countries. The analysis points out to

the need for opening of market in these products - categories in order

to enable South Asian Countries to take advantage of the opportunity

that the globalization has created.

Increase

Chapter-V draw attention to the need for South Asia to

the level of connectivity, which is necessary for globalization,

to effectively impact South Asian Economic Development.

The revolution in information technology (lTC) has opened new

opportunities for developing countries in South Asia to leapfrog the

stages of economic development and to catch-up with the developed

countries. This convergence requires a very high level of participation

by South Asia in information technology.

.4.
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lns mming up, main findings and conclusions of the research

nted. An attempt has been made to draw a road map for

an economies in terms of an appropriate policy frame work

enab|ethisregiontoeffective|yparticipateinthespeeding

on and which will result in increase in the share of South

e dividends of globalization. Towards this end' this chapter

the competitive strength of South Asia in terms of its

and suggests that it will be necessary to undertake policy

atthreeleve|sviz.G|oba|,Regiona|andNationa|inorderto

prospects for South Asian integration with the global

will depend on the policy initiatives' which have three

nsviz.National,RegionalandGlobal'Throughnationalpolicy

, south Asia needs to increase the competitiveness of its

nd services. Regional co-opqration is needed to increase the

arket and to increase the scdle of production so that the flow

nDirectlnvestmentincreases.Globa|po|icyinitiativesunder

dothermu|tilateralforawi||heneededtoremovethebarriers

byprotectionismwhichimpedetherealizationofcomparative

vel are also required to fill-up the external resources gap In

the South Asian Countries where the flow of Foreign Direct

opportunities generated bY globalization.

ebytheregionininternationaItrade.Po|icyinitiativesat

ent has been verY much limitdd'



Macroeconomic

During Initial

Chapter -l

Performance of South Asia

Years of New Millennium

The South Asian economies entered the new millennium with a

sound macroeconomic performance in 1990s. Earlier, during the

decades preceding 1990s, the rate of economic growth of South Asian

economies had greatly diverged from the spectacular economic growth

achieved by miracle economies in East Asia. While the South Asian

economies on average achieved the GDP growth at the rate of 3 to 4

per cent, the East Asian economies and later the South East Asian

economies registered on average B-9 per cent rate of economic growth

during 1970s and 1980s. lt was in 1990s that South Asia embarked on

a series of economic reforms in domestic and external sector and that

led South Asia to a higher growth path. The growth rates of GDP of the

South Asian countries during the 1990s averaged at a healthy 5.5 per

cent and a growth rate of this order made the region comparable to the

high performing developing economies. The South Asian entry into the

higher growth trajectory concealed marked inter - country variations in

the rates of economic growth achieved by individual countries. The

divergence in the rates of growth during the decade preceding the new

millennium is shown in the table 1.1 at Annexure : I

'.7.-



withstanding the variations in the rate of economic growth of

;ian countries, the decade of nineties for South Asia can be

I as a decade marked by macroeconomic stability and higher

; growth as compared to earlier decades. The improved

nce of South Asia as a region was supported by the launching

mic reform measures in the various sectors of the economy

Trade, Investment, Industry etc. The nineties witnessed a

shift in the economic policy of the South Asian countries

outward orientation from the lnward looking policies, which

Ited in earlier decades.

erforntance of South Asia during the

m, we need to examine the changes in

the strength and weakness of external

ation, sectoral development and the

llows, these trends are analyzed in
(i-1^)

Annexurei' give details of trends in

situation, sectoral developments

evaluate the growth p

rs of the new millenniu

of economic of growth,

he state of fiscal situ
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to 5.9 per cent in 2000-01 from 4.9 per cent registered in 1999-00. The

growth momentum was sustained in 2001-02 and the economy grew at

the rate of 5.3 per cent. The higher rate of economic growth achieved

by Bangladesh at the turn of 21"t century was mainly the result of

successive good crop harvest. In 2002-03 the rate of economic growth

declined to 4.8 per cent. This marginal decline was the result of falling

exports and poor performance of agriculture. In 2003-04 the rate of

economic growth was estimated at 5.5 per cent provisionally.

In India, the economy grew at 4 per cent in 2000-01 and at 5.6

per cent in 2001-02. The growth rate was much below the 6.5 per cent

average of mid 1990s. The global economy slowdown and poor

agricultural performance were some of the factors, which weakened

the rate of economic growth in India in the beginning of new

mif lennium. ln 2002-03 the Indian economy grew at the rate of 4.3 per

cent. In 2003-04 the rate of economic growth is estimated at g.1 per

cent.

As the new century began, sri Lanka achieved a substantial gain

of 6 per cent in GDP in 2000-01. But there was sharp deterioration in

the rate of economic growth in 2001-02 when the economic growth

declined to 1.5 per cent. This reverse trend was attributable to several

external and domestic factors, which included sharp decline in export

demand, and hence earnings. The trend was compounded by weak

9-



agricultu qfproduction. ln 2002-03 the economy registered higher rate

of econo ic growth ln 2003-04, the estimated rate of

economl growth is

at 4 per cent.

at 5.8 per cent.

Ma dives registered a deceleration in its growth during the

ear of 21"'century. While in 1998 - 1999 GDP growth hadstarting

average

deteriora

tourism

at the ra

at7.8 per cent, in year 2000r-0'l it was under 5 per cent. The

ion in the rate of economic growth was mainly due to fall in

venue. ln 2002 - 2003 Maldives registered economic grpwth

of 6 per cent.

epal GDP growth rose to 6 per cent in 2000-1 from 4.5 per

999-00. The higher rate of economic growth was achieved

because of agricultural recovery. However the rate of

growth at this level was rrot sustained in 2001 and the

registered only 4.9 per cent during this year and less than 1

in 2002. The decline in the rate of economic growth was

e result of loss of revenue from tourism.

istan registered 3.9 per cent of economic growth in 2000-01

red to 4.2per cent in 1999-00. In 2001 and 2002-03 the GDP

he.rate of 2.2 per cent and 3.4 per cent. Higher rate of growth

Iture, manufacturing and sefvices supported pick-up in the

cent in

primarily

economi

econom

per cen
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as comp
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rate of economic growth in Pakistan, which is estimated at 5.5 per cent

in 2003-2004.

Fiscal situation

As South Asia entered new millennium, fiscal imbalance

continued to remain a major concern for the region. High fiscal deficits

and large government debt burdens characterized the government

budget of these countries. The persistence of relatively large fiscal

deficits ranging between 8 - I per cent in sri Lanka to 5- 6 per cent in

lndia and Pakistan constrained the process of economic development

in the region. However the trends in fiscal deficits among the

economies in the south Asian region varied widely. since 2000,

Bangladesh incurred high fiscal deficits at the rate of 6.g per cent of

GDP. The large fiscal shortfall was also accompanied by increase in

government borrowing from the banking system. Despite sri Lanka's

healthy economic growth, significant fiscal slippage was recorded in

2000 that continued through 2001. The overall fiscal deticit, excluding

grants, rose to 9.9% of GDP (the highest since 1995 when the deficit

was 10.lYo). Four factors led to the increased fiscal deficit and

domestic borrowing, especially in the latter half of 2000: rising

international oil prices, increase in defense expenditures, unusually

low rainfall that reduced hydropower generation and increased

dependence on relatively costly thermal power generation, and delays

.11:
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atization process because of depressed international market

ln Pakistan, the trend orf widening fiscal deficits was

in 1990s. During last 3 year$ the average fiscal deficits were

nt which was comparativelyr less than 7 per cent of GDP in

re debt to GDP ratio in Pakistan in year 2001 was 51 per cent

interest payments alone absorbed 39 per cent of budget

n Pakistan.

pal registered a modest fiscal deficit at the rate of 3.6 per

DP in 2000. Similarly Maldives registered a fiscal deficit of4

in year 2000. The fiscal deficit expanded to 5.1% of GDP in

m 4.1 per cent in the previous year because of increased

vestments on large projects, including a housing project, an

ay project, and a renovation project for a former capital city.

like fiscal situation, which remained a major concern in South

990s and in the beginning of the 21"tcentury, the South Asian

cent of

per cen

2001 fr

capital i

express

lnflatio

Asia in

modera

pose a

countrie on the whole succeeded ln keeping the inflation at very

rate. ln Pakistan, India, Nepal and Maldives, inflation did not

y serious problem. Stable fOod prices and sound monetary

manag ent contributed towards controlled inflation in South Asia



region except in Sri Lanka. Inflation remained around 4 to 5 per cent in

India and Pakistan in 2001. In Sri Lanka however, inflation increased

by 12to 13 per cent in year 2001. As compared to the year 1999 when

inflation in Sri Lanka was only 5 per cent, the high rate of inflation at

13 per cent in 2001 was a matter of concern for Sri Lanka. The main

reason for high rate of inflation in Sri Lanka was the increase in the

prices of agricultural products including food as well as higher imports

cost of consumer items. In Bangladesh also the inflation rate declined

significantly during 2000 - 2001. The factors contributing to reduced

rate of inflation was comfortable food supply, liberal import of

consumer goods and good harvests. consumer prices inflation was

only 1.5 per cent in fiscal year 2001. In Bhutan also rate of inflation

was 3.6 per cent in 2000 - 2001. Similar trend prevailed in Nepal

where the national urban consumer prices index was only 2.4 per cent

higher in 2001 as against an increase of 3.5 percent in 1999.

Inflation remained at relatively low levels in both India and

Pakistan compared with other countries of the subregion. consumer

prices in these countries eased to 3.5 per cent in 2002. In India, the

inflation rate for food products, with a relative weight of s7 per cent in

the consumption basket, remained modest at 3 per cent, down from 3.4

per cent in 2001, owing to the large surplus stock of food grains in the

country. The price of manufactured products also rose moderately in

line with the global decline in the prices of manufactured items, the

.13:-



removal

lndia. ln

in 2001

f quantitative restrictions and the reduction in import duties in

ation in Pakistan fell to 3.5 per cent in 2002from 4.4 per cent

owing to better availability of essential commodities as a

sh, Bhutan, Maldives and Nepal, there has been very sharp

n the share of agriculture. Th€ other comnnon trend in sectoral

ent has been the increase in the share of services in the

of the South Asian countries. Since 1990s the share of

the GDP has increased in all countries in varying degree in

result o

ample s

improved production of food and non-food products and the

Sectora Developments

ng the process of economid development, the South Asian

s have undergone massive structural transformation from

marily agrarian economies; they have moved to industrial and

conomies. The share of agrioulture in G.D.P. as compared to

and services has declined in all economies of South Asia. ln

the rel tively less industrialized countries of the region such as

cks carried over from previous years.
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highly dependent on agriculture and had lower share of industry and

services. By the turn of the century, the sectoral composition of the

national incomes across the South Asian countries was more even aS

the Least Developed Countries of the regions speeded up the process

of structural transformation towards industrialization and modernization

of their economies.

The trend towards relative increase in the share of manufactures

and services in the sectoral composition of the national economies in

South Asia which, was observed in 1990s, has continued by the turn of

21't century. The structure of Bangladesh's economy shifted

substantially during 't980-2001. The contribution of agriculture to GDP

declined from as much as 50 per cent to just 30 per cent, while the

share of services increased from 34 per cent to 53 per cent, and that

of industry remained virtually unchanged at just under 20 per cent. In

lndia the services sector have registered robust growth of 8 per cent in

1990s an on average about 7 per cent between 200'1 to 2002. The

economy of lndia has been led by services sector, which is now the

largest sector of the economy.

The economic growth has been accompanied by a steady

structural transformation of the Indian economy where the dependence

of the economy on agriculture has gradually gone down from 39 per

cent in 1980 to 25 per cent in 2000 with a corresponding increase

.1F.
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South Asia, it has continued to remain important for its

tion to the absorption of manpower in these economies. ln
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e initial years of the new millennium

n the external sector of the South Asian

s in the region, external sector emerged

ector, which had a very positive impact

ic growth. Some countrie$ in the
u:;

witnessed divergent

Economies. For some

as a very sound and

on the parameters of

region continued to

of foreign exchangeta-.4ce serious constraints on^availability

resources for financing development etc.

e rate of export earnings growth fluctuated sharply in India and

ed from almost 20 per cent in 2000 to about 1 per cent in 2001.

performance was adversely affected almost across the board'

cular, garments and textiles have traditionally been a major
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foreign exchange earner for many countries, in the region including

India. Their exports faltered as a result of the external economic

slowdown and demand contraction in the developed region. In addition,

the bursting technology bubble led to a steep fall in external demand

for lT products, including software.

The growth of merchandise exports and imports at 1 1.4o/o and

6.3% respectively, in April September 2002 was a marked

improvement over the contraction witnessed in the corresponding

period of 2001 The trade deficit narrowed to $6.9 billion in this period

from $7.5 billion during April - September 2001. During 2002-03 lndian

exports registered further increase
n

: estimated at.7.? / ,

The current account realized a small surplus of 0.3o/o of GDP for

the first time in 23 years in FY2001, and it continued to improve during

the first half of FY2002 with a surplus of $1.7 billion, mainly due to a

surplus on the invisible account.

The year 2002 witnessed a marked improvement in the external

debt position of India, which, according to a World Bank classification,

had been transformed from a "moderately indebted country" to a "low

indebted country" as of 1999. The debt-to-GDP ratio declined

continuously from 38 per cent in 1991 to just over 20 per cent in 2002

and the debt-service ratio fell from 35 per cent in 1990 to 13.3 per cent

tt -
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It was estimated

-term will amount

that lndia'$ external debt, both short-term

to around $102.3 billion at the end of March

beginning of the New Millennium also witnessed rising

Exchange Reserves of lndia which reflected soundness of its

sector. India's foreign exchange reserves increased steadily

ut $40 billion at the end of 2000 to around $51 billion at the

001 and further to nearly $70 billion as of 31 January 2003.

the end of 2003 India's foreign Exchange Reserves increased

100 billion US dollars. The Foreign Direct lnvestment also

d increase in 2001. Foreign ltrvestment flow increased from

on in 2001 to $2.4 billion in 2002.

2000 Sri Lanka's exports lncreased by 19.8 per cent as

.9 per cent contraction in 1999. Merchandise import's surged

per cent in 2000 after 1.5 per cent growth in 1999. lmports of

r goods, except rice, increased. Intermediate goods imports,

ting a litile more than 50 per cent of total merchandise imports

ter than imports of consumer goods and investment goods'

of petroleum went up bY 76 Per cent.

a

e

A

t

result, the trade

current account

deficit widened to 8.7

deficit deteriorated to
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capital account also worsened, because foreign direct and portfolio

investment fell and long-term capital flows declined. Reduced inflows

of foreign funds required the central bank to draw down on its

reserves, with the result that by the end of 2000 official reserves were

only sufficient to finance 1.5 months of imports of goods and services.

ln subsequent yea4 also viz. in 2001

Sri Lanka experienced falling export earnings

ii-r Vl
in 2002.

The textiles and garment sector, which accounted for a little over

half of the total receipts on merchandise exports, remained depressed.

It experienced a large contraction in 2001 and production further

declined by 8 per cent in 2002. Tea exports, which accounted for about

15 per cent of the total export earnings, also fell, although at a slower

pace, in 2002.

Even though Bangladesh registered stable and positive economic

growth during initial years of Millennium-,the persistence of weakness

in external sector, especially fragile foreign exchange reserves

dampened the macro-economic performance. ln 2000, with recovery in

the growth of experts of 8.2 per cent and with lower level of imports,

the trade deficit of Bangladesh declined to some extent. With strong

growth of worker's remittances the current account deficit in 2000

declined to 1 per cent of GDP from 1.4 per cent of GDP in 1999.
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reserve

the end

pite an improvement in the current account, the overall

balance f-payments position remained fragile, and foreign exchange

imports) atwere a mere $1.6 billion (2.3 months equivalent of

f June 2000.

ng FY2002, the lower trad@ deficit was accompanied by a

ease in overseas workerls remittances due, in a large

to government efforts to encourage the flow of remittances

ccount balance (excluding offiicial grants) moved to a surplus

illion (0.4% of GDP) in 2002, from a deficit of $1,090 million

f GDP) in FY2001. Following improvenrent in the overall

foreign exchange reserves increased to $1,583 million at the

ne 20002 from $1,307 million a year earlier.

tj
Year 2000.Maldives exports increased by 32.2 per cent and,

s a slight increase in imports. The trade deficit fell from 45.1

of GDP in 1999 to 39.1 per cent in 2002. The increase in

rrivals positively impacted current account balance. The

ccount deficit decreased frorn 11.1 percent of GDP in 1999 to

nt in 2000. The overall balance also improved, due to a

stronge inflow of foreign grants and loans. The total external debt

improved slightly from 36.6 percent of GDP in 1999 to 36.2

in 2000. External debt comprised almost entirely medium-and

position
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measur
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of $171
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end of J

official channels. As a result of these developments, the
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tourist

current
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long-term debt. The debt-service ratio of 3.7 percent in 1999

deteriorated slightly to 3.8 percent in 2000.

Nepal's current account balance, which registered a surplus in

1999 of 0.1 percent of GDP, switched to a deficit in 2000 of 1.5

percent of GDP, largely due to strong growth in imports. Non-aid

imports increased in 2000. Loan disbursements from aid agencies

decreased slightly from the 1999 level, but foreign exchange reserves

continued to rise. By the end of the year, such reserves amounted to

$981 million (sufficient to cover more than six months of imports).

External debt as a proportion of GDP declined slighily in 2000 to 48.0

percent. However, because of the concessionary nature of this lending,

the debt-service ratio for external debt declined and remained a

manageable 5.3 percent of exports in 2000.

The trade account deficit increased from 16.7% of GDp in 2000

to 22.6% 2001. However, the improvement of services and transfers

helped narrow the current account deficit from 30.60lo of GDp in 2000

to 27.5o/o in 2001. capital inflow in the form of grants and loans,

primarily to fund the power sector continued to exceed the current

account deficit by some margin, despite the lack of FDl. Grants, having

surged in 2000, returned to the 1999 level in 2001, while the volume of

loans increased. The net effect was to keep foreign exchange reserves

at a level equivalent to 16 months of merchandise imports. In 2001,
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lndia unted for 94o/o and 74o/b of total exports and imports,

respec vely, and 7IYo and total grants and loans. Total external debt

tncreas by 37%, largely in response to loans from India for the

wer projects. The debt servioed ratio declined marginally

GDP in 2000 to 5.6% of merchandise exports in 2001.

initial years of new millennium witnessed improvement in

Pakist external sector over the decade of nineties when Pakistan

from a serious foreign exchange situation, continued trade

new

from

nd from increasing external debt. The narrowing of current

deficit from 3.9 per cent of GDP in 1999 to 1.6 per cent in

flected this improvement. il-he trade deficit shrank to 2-3

of GDP because exports grew strongly while imports were

d. Exports, recovering from a contraction in 1999 and

ing to a strong external demflnd, grew by 8.4 per cent in dollar

xports of cotton manufactures, which account for about 60 per

the total value of exports, expanded by over 12 per cent. The

ubling of the import bill for petroleum products was offset by

ns in virtually every other category of imports, in part because

of low r non-oil commodity prices.

hydrop
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terms.
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akistan managed to sustain its export

growth in exports earnings declined

t in 2000 to under 8 Per cent in 2001.

momentum, although the

somewhat, from about 10

Traditional items such asper ce



rice, raw cotton, leather and non-traditional products (for examples,

chemicals and pharmaceuticals) continued to dominate pakistan's

export receipts. Cotton products, for example, contributed over 92.1

billion, and rice over $0.5 billion, to the total export value of $9.2 billion

in 2001.

External debt services on medium and long-term debt rose as a

percentage of exports of goods, non-factor services, and private

transfers to 30,4 percent in 2000 from 29.4 percent in 19gg.

Gross official reserves fell by nearly half from $1.7 biilion in 1999

to $0.9 billion in 2000, or about four weeks of imports of goods and

services, as large capital outflows swamped an improvement in the

current account deficit.

Pakistan faced a serious external debt situation in 2001, with the

debt-to-GDP ratio standing at over 44 per cent. However, it was

successful in debt-rescheduling negotiations with creditors both with

and outside the Paris club. In consequence, the debt-service ratio was

brought down from 20 per cent of export earnings in lggg to 17.5 per

cent in 2001.

Pakistan achieved a distinct improvement in its external debt

profile, reflecting the country's adherence to the debt reduction and

23.-



ent strategy. The successful completion of the IMF standby

ent had paved the way for a medium-term IMF assistance

progra e and higher aid inflows from other international financial

instituti ns. Moreover, Pakistan also obtained a stock re-profiling of

bilateral debt from the Paris Club of creditors on generous terms.

e absolute decline in external debt and liabilities of $607

manage

arrange

While t

million

expensi

drop in

liabilitie

20a2-0

of 1.8

during

2002.

During

which

worker'

2002-0

million

as marginal, the debt re-profiling and the replacement of

e commercial loans by cheaper credits led to a significant

the net current value of thd outstanding external debt and

, between 28 and 44 per ceilt depending on the interest rate

negotia ons with individual creditors.

According to Pakistan's Economic survey during July-April

, Pakistan's exports grew by 20.8 per cent as against a decline

er cent during 2QO1-02. lmports also grew by 22.5 per cent

he period as against a decliine of 6.9 per cent during 2001-

akistan had a trade deficit of $ l.5billion during 2002-03'

002-03 there was a sharp increase in worker's remittances,

layed a critical role in the country's balance of payments. The

remittances stood at approximately $3.5 billion. The year

ended with a surplus in current account balance worth $2562

or 3.7 per cent of GDP. Heavy inflow of remittances with a

rease in exports resulted in surplus current account' The

.24 -
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foreign exchange reserves stood at $10.5 billion sufficient to finance

eleven months of imports.

Along with improvement in the trade performance, Pakistan also

improved its external debt situation during 2002-03. As compared with

the decade of 1990s when external debt had reached alarming

proportions, the total external debt decreased from $36 billion in 2000

to $ 26billion in 2002. The debt - services payments was projected at

2.1 per cent of GDP.

The analysis of macro-economic performance of South Asian

economies during initial years of the new millennium brings out several

challenges faced by the region to achieve a sustained high rate of

economic growth, which is necessary for wiping out poverty and

deprivation from the region. The challenges include constraints on

external and domestic resources, which are reflected by low savings-

investment ratio and by persistent deficit in current account balance

and fragile foreign exchange situation faced by some countries of the

region. The survey also highlights the emergence of sound and strong

external sector of some countries in the region which enable the region

to take advantage of the forces of globalization. Analysis from

Chapter-ll to Chapter -V of the research paper shows the interaction

between the forces the globalization and the economic development

imperatives of South Asian region.



Chapter-ll

Responding to Globalization:
Trade Liberalization in South Asia and
Recent Trends in South Asian Trade.

GI balization influences the momentum of economic

nt through creating new opportunities for developingdevelop

countrie

organi

and So

demons

the rate

the acc

fostere

from in

to share the expanding trade, investment, technological and

tional innovations. The develOpment experience of East Asian

rth East Asian economies during 1970s, 1980s & 1990s

rates the interaction between globalization and acceleration in

of economic growth. The positive impact of globalization on

lerated rate of economic growth of these economies was

to a great extent by change irrr the policies of these economies

ard-looking policies to outward oriented policies.

e fast growing economies liberalized their trade regime by

nily reducing tariff and non-tariff barriers and exports became

gly important in these economies. Most of East Asian

es had a ratio of exports to GDP exceeding 30 percent,

nily higher than the average ratio of approximately 23 percent

eveloping economies in 1997. ASEAN-4 countries, consisting
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increase in the ratio of exports to GDP, reflecting faster growth of

exports comPared with GDP.

Trade and economic growth are closely inter-related. Export

expansion provides a developing economy with an opportunity to

improve the use of its productive resources. lt also benefits these

economies by increasing productivity. Export expansion also leads to

greater productivity. Export also puts pressure on producers to achieve

internationally competitive prices and quality. An expansion in imports

is also likely to improve the technical efficiency of domestic firms as

imports create competitive pressures. In order to survive under

competitive pressures, domestic firms have to improve their

productivity by adopting strategies such as the introduction of new

technologies and new products.

The opening up of the economy in South Asia, which commenced

in 1980s, continued through 1990s. The region embarked on an out-

ward oriented trade policy which is an important pre-requisite for

participation in a global economy. Average tariff rates, which were

among the highest in the world at the start of the 1990s, fell rapidly in

all countries of the region by the end of the decade. Since the early

1990s, South Asia moved gradually away from a strategy of

industrial!zation through import-substitution and public sector
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produc on to a more open, market-oriented trade and investment

regrme.

or to 1991, India's import duties were among the highest in the

world. e Government lowered its average applied tariff rate from 125

in 1990 to 71 percent in 1993, to 41 percent in 1995, and to

35 per t in 1997. The corresporlding levels of average import-

tariffs were 87 percent in 1990, 47 percent in 1993, 25

in 1996, and 30 percent in 1998. The average imported-

tariff on consumer goods was also reduced from 153 percent

to 39 percent in 1998. On the other hand, the maximum tariff

rate de

40 per

ined from 355 percent in 1990s to 45 per cent in 1997 and to

nt in 1999. lt was reduced to 35 per cent in 2000 but has

been s

percent

bjected to a 10 per cent surcharge, thus making it 38.5

per cen

weighte

percent

weighte

in 1990
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e comprehensive market-oriented reforms pursued in India

the 1990s aimed to rationalize resource allocation, improve

vity and competitiveness in all spheres of economic activity,

e the economy to a sustained rate of higher growth. The

ranged from macroeconomic stabilization and fiscal reforms,

eralization, and industrial deregulation, to financial sector

dis-investments, and privatization. The economy did in fact

gher rates of growth in the 1990s led by services, which is now



the largest sector of the economy. The economy has become much
< l. (; .-4 I

more open with share of imports of goods and services.,going up from

9.9 per cent in 1990 to 16.6 per cent in 2000 and of exports from 7.3

per cent to 14 per cent. Export and imports have grown at 11.7 and g.5

per cent respectively during 1 990s.

India's economic reforms have led to stronger economic growth,

higher foreign investment inflowsr plonomic growth accelerated from

5.9 percent per year during 1980-90 to 6.7 percent per year during

1992-96, and then slowed to 5.8 percent per year during 19g7-9g. Real

per-capita GDP grew from 3.8 percent per year during lggo-90 to 4.1

percent per year during 1992-96, slowing to 4.1 percent per year

during 1997-99. lnflation declined from almost 14 per cent in the early

1990s to 6 per cent in 1996-97 and has remained at or below 6 percent

since then. Foreign exchange reserves increased to $32 billion in

1999, from $1 billion in 1990. lndia's total external debt of $95.2 billion

at the end of March 1999 represented approximately 25 percent of the

GDP, down from 38 percent in fiscat year (Fy) 1991-92. The debt

service ratio of debt payments to export earnings also declined from 30
I'r.. 8r-,

percent in FY'1991-92 to 25 percent in Fy 1999_99. As
T t l{

Annexure".....auring initial years of New Millennnium, India .sustained

its improved economic performance in trade, F.D.l. and its foreign
{. r, l-r . i._

exchange reserves surged to over 100 billion dollars. {n.. -ut, /i"'"i 'd
J- t-o .J
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late 1980s, -:' Pakistan took a major shift in trade and

industri I policy from the inward-looking import substitution policy to an

outwar -looking export promotion policy. The following reforms were

initia to liberalize foreign trade regime since July 1988:

87-8, most of the non-tariff barriers on imports were replaced.ln1

with

cent

sale

ariffs; maximum tariff rate was reduced from 225 to 100 per

n 1990-1, tariff slabs were reduced from 17 to 10: and various

tax rates across commoditie$ was replaced by a uniform sales

te of 12.5 per cent.

aximum tariff (except automobiles) was further brought down

per cent in 1994-5, 65 per cent in 1995-6, 45 per cent in 1997-

finally to 35 per cent in 1998-9. All para-tariffs have been.
-l't-'4

, switched over to a marked-determined inter-bank floating

with currency convertibility extended to trade account.

re has been a radical pruning of the "negative list" i.e. items

to import bans/QR's. As a consequence, there are now only 57

ho-se import is not allowed. These restrictions are strictly on

of public health, environmental concerns and national security

rations. Similarly, there are 192 items on the "restricted list".

tax

. The

to7

8a

.ln

198

rate,

mer ed into the statutory tariff regflme. All items are now allowed

tm with the exception of few on religious, health and security

gro ds.
a

ry 1999, the managed float exchange rates, operative since
/)f
t' "r lg g io_-

subject

items

ground
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Bangladesh carried out wide-ranging trade policy reforms during

the past two decades covering both tariff and non-tariff barriers.

Trade liberalization included the following:-

. Reduction in the number of commodity categories in the control list.

Measured at four digit level, from 200 in 1990-91 to 150 in 1991-92

and finally to 50 by the end of 90s.

Reduction in the average nominal protection rate from 94 per cent in

1988-89 to 50 per cent in 1992-93 and 16 per cent in 1998-99.

Elimination of QRs. In 1992-93; nearly 11.5 per cent of 10,000 tariff

lines were subject to QRs, compared to only 3.4 per cent in 1998-

99.

Maximum tariff (custom duty) has been reduced from 350 per cent

in 1991-92 to 40 percent in 1998-99.

t4
Bangladesh trade regime has become quite liberal in terms of

removal in the level of interventions and transactions. In the post

reform period the economy performed fairly well as measured by the

importance of trade in the economy and the macro-economic

performance. The share of merchandise plus non-factor services trade

in the economy, having remained around 19 per cent of GDP during

the 1980s. has risen rapidly to 30 per cent in 1997-98. Exports being

only 4-6 per cent of GDP in the 1980s, rose to 12.2 per cent of GDP in
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1997-9 , while imports rose from 12 per cent to 17.8 per cent during

the sa e period.

e people of Bangladesh have benefited from the improvement

in polic es, with growth in GDP per capita accelerating to 3.2 percent

per an m during 199't-98 compared with 1 .7 per cent during 1984-90.

ita GDP growth rates in both periods would have been higher

of been for the disaster proneness of the country, which saw

stating floods of 1987, 1988 and 1998 and the catastrophic

cyclon in 1991.

Lanka's shift to outward oriented trade policy started in late

Per ca

had it

the de

t{zos.

simplifi

situatio

of all i

perce

goods.

tariff s

introdu

import
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International trade was liberalized, tariffs were reduced and

d and quantitative restrictions were almost abolished. From a

where all imports were subject to licence, less than 3 per cent

ports remained under licence in 1977, with a rate of 500

on luxury items and zero per cent on essential consumer

In 1991. the number of bands was cut to four. A three-band

ructure with 10 percent, 20 per cent and 35 per cent was

ed in 1995. The proportionate value of all imports subject to

uty fell from 71.8 per cent in 1978 to 36.5 per cent in 1995. Sri

South Asia's most open economy with total trade accounting

for mor than 70 per cent of GDP.



Spurred by the economic liberalization in 1977 industrial exports

became more significant beginning the early 1980s, and the share of

plantation agricultural commodities in total exports declined from 74

per cent in 1977 to 15 per cent in 2000. Industrial exports continued to

be the major contributor to expanding exports, the share of which

increased from 14 per cent in 1977 to 78 per cent in 2000.

Nepal opened up its economy in the early 1990s with the

adoption of reforms. The reform measures have since covered almost

all sectors of the economy including trade and investment, fiscal and

monetary policies, financial and capital markets and other economic

and social sectors. The support licensing system and quantitative

restrictions were eliminated and tariff rates and structure were reduced

and rationalized to make the trade sector competitive. The trade

weighted nominal rate of protection declined from about 80 per cent in

the early 1980s to about 3't per cent in 1994. Similarly, the average

rate of protection has declined from about 11 per cent.in 1989 to 16.0

per cent in 1992. ln a similar manner, the number of slabs subject to

protection fell from more than 100 in the 1980s to 5 in'1996. Additional

measures initiated to promote international trade include the

introduction of a bonded warehouse, duty-drawback scheme, initiation

of the multi-model facility (dry port) and an export-processing zone.
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the hig

conomic performance is the nesult of the influence of a host of

- quantitative and qualitativer lt is rather difficult to disentangle

ly the contribution of trAde liberalization to economic

ance. However, the significance can be indicated by

ting trade liberalization to the change in some macroeconomic

rs like GDP growth rate, the rate of inflation, export

ance, current account balance, etc. Thus. trade liberalization

to have contributed, together with

period. Exports grew extremely fas.t at 10 per cent per annum
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he 1990s, almost double the rate of^decade earlier and among

rest in the developing world.

other

market riented reforms and sound macroeconomic management, to
L

rrnprov macroeconomic performance.

mpared to 1970s and 1980s, South Asia's export performance

has im roved rapidly. The share of dxports in regional GDP expanded

from 7 per cent during the 1980-84 period to 12.4 per cent during the

ade liberalization also impacted the export structure of South

Asian

Asia, h

merch

merch

ountries. Fast integrating countries, such as those in East

ve progressively increased the share of manufactured goods in

ndise exports, Over the past two decades, South Asian

ndise exports have also followed this trend, gradually shifting

away m primary commodities, such as, unprocessed cotton, jute and



tea, towards more manufactured goods. The share of manufactured

goods in the region's total merchandise exports grew from 53.8 per

cent in 1980 to nearly 77.6 per cent in 1997, comparable to the world

(79.6 per cent). The ratio in 1998 ranged from 91 per cent in

Bangladesh to 73 per cent in Sri Lanka.

Trade liberalization also positively impacted trade balance in

1990. South Asia's trade deficit actually improved from an average of

4.6 per cent of GDP during the 1980s to -3.5 per cent during the

1990s, the result of strong and sustained export growth that out paced

import growth by one per cent per year on average. The current

account moved broadly in line with the trend in the trade balance,

remaining in deficit over the past two decades, but also improving

during the 1990s in most of countries in South Asia. There was a large

variation in current account deficits, ranging from quite low in India

(1.2 per cent of GDP) during the 1990s, to quite high in Bhutan (i3.3

per cent). The external payments situation in several countries remains

vulnerable to cyclical downturns, as they have poorly diversified export

bases. By the term of the new millenium the trade balance of some

South Asian countries improved.

The trade liberalization process in SAARC countries during the

past decade and a half also implied integration with the world economy

more intensively, as is clear from the rising trade-to-GDP ratios. Table
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below ows that the trade-orientatidn ratio for most of the countries

has inc eased. Despite varying ba$e values, the trade-GDP ratios

reased substantially between the mid-1980s and late 1990s forhave in

Bangla

to21 p

cent to

where t

esh (from 16 per cent to 28 per cent), India (from 12 per cent

r cent), Nepal (23 per cent t0 43 per cent). Sri Lanka (54 per

72 per cent). Pakistan is the only exception to this pattern

e trade-to-GDP ratio has actually declined from 38.5 per cent

rly 1990s to 33.7 per cent in the late 1990s.

ortion of Trade in GDP of South Asian Economies
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19 per cent during the 1980s to 26 per cent during the 19fl0s. The rate

of Integration has been rapid, with trade to GDP ratios increasing from

an average of 0.1 per cent per year during the 1980s to 3.6 per cent

per year during 1990s, only slightly slower than East Asia (5 per cent),

but faster than Latin America (2.2 per cent).



Chaoter-lll

Responding to globalization: Liberalization in

Foreign Direct Investment Regime in South Asia and

Recent Trends in the Flow of F.D.l. to the Region

One of the salient features of globalization has been a

tremendous increase in the global flow of FDI as compared with other

forms of external resources. Compared to the average annual growth

of trade in goods and services of about 6-7 per cent over the 1990s.

FDI inflows have grown at an average annual rate of 20 per cent over

1991-95 and at 32 per cent during 1996-99 despite the economic crisis

in some important regions of the world. As a result, the magnitude of
2{j

globaf FDI inflows has increased from US$ ' billion in 1991 to $1Ql

trillion in 2000. The trend of expanding global flow of Foreign Direct
lLr

Investment is shown at Table'at Annexure .x ' 
t. 

.,.. .-. .

Foreign Direct Investment (FDl) contributes to economic growth

through various channels. lt contributes to the expansion of productive

capacity because it brings foreign exchange, which the economy can

use to import foreign items necessary for the expansion of productive

capacity such as high quality foreign capital goods, intermediate

goods, and technologies. FDI improves the productivity of the recipient

economy because it brings technologies and managerial know - how.
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Compared to other modes of External resources, FDI has certain

advantages for economic development. These advantages include (i)

as demonstrated by 1997 East Asian crisis, FDI has proved a less

volatile source of finance. (ii) The servicing burden of FDI inflows

arises only when the investee enterprise makes profit, and so these

inflows are non-debt creating. (iii) FDI inflows are also expected to

bring to their host countries the much-needed technology, skills

organizational and entrepreneurial resources and sometimes even

assured market access along with financial resources.

FDI inflows received by developing countries have expanded

from under US$ 42 billion in 1991 to $240 billion in 2000. The growth

of FDI inflows in developing countries seems to have been slower than

that of global inflows, especially in the late 1990s. The share of

developing countries in FDI inflows rose sharply during the early 1990s

from 26 per cent in 1991 to over40 per cent in 1994. The sharp rise in

the share of developing countries in the early 1990s was largely owing

to the emergence of china as the most important host of FDI in the

developing world. Annexure f. snows increasing share of developing

countries in FDl. south Asia had a negligible share of FDI primarily

because of high degree of restrictiveness in investment regime. since

1980s, the economic policies of South Asian countries witnessed a

visible shift towards liberalization of investment regime.
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of the South Asian countfies have drastically changed the

entire m of industrial policies And their attitudes towards foreign

lnves ent. Several factors have led to this shift. These included (i)

ng resource gap and a resulthnt foreign debt burden of a huge

magnit . (ii) Inability of the previous industrial policies, investment

regrm and institutions to deliver the goods. (iii) High growth

ance of the countries in the South East and East Asia in theperf

rncreas
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econo

As co

55 million to $ 4379 million in 1996. As a result, the share of

sia in the global FDI flows grbdually reached over one per cent

mere 0.33 per cent. Similarly; its share in the total FDI inflows

to De eloping countries and Asian countries also recorded a

remark ble increase from 1.8 to almost 3 per cent and from 3.6 to over

4 per nt respectively during the twelve year period of 1986-98.
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South
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sed on their outward looKing policies also introduced the

ic policies of South Asian countries.

reLX shows increasing flow of FDI to South Asia. The

ing trend of FDI since 1990s was visible in several countries of

reign investment

1991. lt was

limited role in Indian economy

industries where the foreign

played a very

permitted in
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e FDI flow to South Asia started picking up in the mid 1990s.

lared to inflow in 1986 inflow of FDI increased almost 17 fold
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technology was necessary for economic growth. Foreign equity

participation was regulated, usually limited to 40 per cent of total

equity capital. A new industrial policy announced in July 1991

liberalized foreign direct investment in Indian economy. Automatic

approval was permitted for investments of up to 51 percent equity in 34

industries. In February 2000, the Government took a major decision to

place all items under the automatic route for foreign direct investment

except for a small negative list. This was an important step in

dispensing with the previous case-by-case approval procedure and in

imparting greater transparency to the foreign investment process.

Furthermore, subject to sectoral policies and caps, the automatic route

was made available to all foreign and nonresident Indian investors who

could secure 100 per cent foreign investment. Policies relating to

investments by foreign institutional investors and to global depository

receipts (GDRs) have undergone various changes since 1991. Indian

companies were permitted to raise capital through Euro-market issues

of GDRs and foreign currency convertible bonds, and to have access

to international capital markets, in 1992.

FDI inflows since the liberalization of policy in

significant increase. ;

to India have grown from a magnitude of around US$

early 1990s to a peak of $3.6 billion in1997. lndia

1991 registered a

FDI Inflows

200 million in the

has been able to



tncreas her share in FDI inflows countries that peakedto developing

the United States. The bulK of FDI went into ICT activities,

engrn ring industries, services, electronics and electrical equip,ment,

chemi ls and allied products, food and dairy products. ".

in 1997.

flows in

the on

foreign

lndia b

invest

econo

liberali

lndustri

acceler

private

spite the continuing weakness in the global economy, FDI

o India grew by 2.4 per cent, to $4 billion, in 2002, reflecting

oing improvement in infrastructure, further liberalization of

nvestment policies and the removal of economic sanctions on

ic policy was introduced. Tlire package included tax reform

tion of tariff, and liberali?ation of industrial sector. The

lPolicy of 1991 emphasized the role of private sector to

te the rate of industrialization and simplify procedures of

nvestments.

jor liberalization Provasions of this new direction in PolicY

No limit on foreign equitY

1990s witnessed several liberalization measures in

regime of Bangladesh. In 1991 a comprehensive reform innt

include

a pai'ticipation (i.e. up to 100 per cent)



No obligation for joint venture or wholly-owned foreign

companies to sell shares through public issue irrespective of

the amount of paid-up capital

Allowing foreign investors to obtain working capital loans

equivalent to their foreign equity amount.

Allowing foreign investors to buy shares through stock

exchanges

Provision for rules to protect intellectual property rights such

as patents, designs and trademarks and copyrights.

. Tax exemption on royalties, technical know-how and technical

assistance, interest on foreign loans, and capital gains from

transfer of shares.

The policy initiativeJand other macroeconomic reforms have led

to greater foreign capital inflows. The number of private foreign

investment projects approved- and the amount of foreign capital

inflow increased dramatically, especially during 1993-94 to 1995-96.

The investment inflows in EPZs also increased significantly during this

period. The average investment inflows in EPZs during the 1991-92 to

1995-96 period exceeded US$30 million per annum compared to

US$5.98 million per annum during the 1983-84 to 1990-91 period.

Bangladesh has one of the most liberal FDI regimes in South

Asia, with no limits on foreign equity participation. According to
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estimat s by the World Bank, annual FDI in Bangladesh has

quadru led during 1994-98, increasirrlg from US$83 million in 1994/95

386 million in 1997i98, thereby fostering economictoU
develo

L-

signifi

Enterp

with a

Private

and lar

ventur

set on

industri

industri

ment. ,l

licy towards foreign investment in Nepal was relaxed

tly during the 1980s. The lndustrial Policy and Industrial

se Act of 19987, marked a departure from previous thinking

focus on outward-looking private sector-oriented strategy.

foreign investment was welcomed in every sector of medium

e-scale industry with the exception of defence activities. Joint

were the preferred from of investment and limitations were

e level of foreign equity holdings. In the case of medium-sized

s foreign equity of up to 50 per cent was allowed. ln large

s with at least 90 per cent export sale there could be 100 per

ownership. In other large industries 80 per cent wascent f ergn

normall the maxlmum.

attract

convert

permitt

er the 1987 Act, a new set of incentives was introduced to

eign investors. Full remittance of dividends for investments in

e currency was allowed. Repatriation of capital was also

with an annual limit of 20 per cent of the initial investment. A

tax holiday from taxation on profits was available for
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investment inmost activities and exporters were allowed to import their

input requirements duty-free either through a duty drawback or a

bonded warehouse facility.

The 1990s also witnessed liberalization of FDI regime in

Pakistan. In early 1990s the Govt. took a number of policy and

regulatory measures to improve the business environment and attract

FDl, which are detailed below:

The requirement for government approval of foreign

investment was removed with the exception of few industries.

Foreign equity participation of upto 100 per cent was allowed

and foreign investors were allowed to purchase equity in

existing industrial companies on repatriable basis.

Foreign investors were allowed to negotiate terms and

conditions of payment of royalty and technical fee suited to

them as well as acceptable to the multinationals for

transferri ng technology.

The government also liberalized the foreign exchange regime.

Foreigners were allowed to bring in, possess and take out

foreign currency and to open accounts and hold certificates on

foreign currency. Remittance of principal and dividends from

FDI and from portfolio investment made by foreign investors
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prior

servlce

repatri

liberali

witness

per cen

assum

include

Great

Adviso

speedy

zone,

were also allowed without

the State Bank of Pakistan.

permission or clearance from

The government has also given an extensive set of investment

incentives including credit facilities, fiscal incentives and visa

policy.

lmport policy was liberalized and the maximum tariff rate was

reduced considerably. A large number of quantitative

restrictions and non-tariff barniers were removed.

1997, the government also opened the agriculture,

nfrastructure and social sectors for foreign investment on

le basis. While there Was no immediate impact of

tion on the flow of FDI to Pakistan, the new millennium

d a visible trend towards increasing FDl. FDI Increased by 50

, from $322 million in 2001 to $485 million in 2002.

promotion of FDI inflows, particularly export-oriented ones,

centrestage in Sri Lanka's reforms process since 1977. This

the establishment of varibus institutional structures, like

Colombo Economic Comnlission and Foreign lnvestment

Committee, for establishing export processing zones and for

the

n Jun
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clearance of foreign investment. The first investment promotion

at Kutunayake near

KEPZ) was opened i

Colombo International Airport

e 1978. The remarkable success(hence rth



of KEPZ paved the way for setting up a second EPZ in Biyagama

(BEPZ) in 1982 and a third in Koggalal (KGEPZ) in June 1991. The

investment promotion policy package offered by the GCEC to EPZ

investors included allowing complete foreign ownership of investment

projects; a tax holiday for up to 10 years with complete tax exemption

for remuneration of foreign personnel employed, royalties, and

dividends of shareholders during that period; duty exemption for the

importation of inputs and assistance with customs clearances;

industrial services at subsidized rates and unlimited access to foleign-

currency credit at interest rates prevailing in world financial markets.

While the Greater Colombo Economic Commission programme

was to act as the major instrument of promoting Export oriented FDl,

many other elements of the 1977 policy package were aimed at

improving the general investment climate in the country for export-

oriented production by both local and foreign firms. These elements

included the removal of most of the quantitative restrictions oR import,

considerable relaxation of controls on capital and profit repatriation

etc. In addition, a wide range of export promotion schemes, including

an all-encompassing duty rebate scheme with a flexible operational

procedure, was introduced under a newly established Export

Development Board (EDB). With regard to these concessions and

incentives, the non-EPZ joint-venture firms were treated equally with

locally-owned firms.

' 
^'7.



further

Statem

the for

outward

various

projects

oriente

the ar

ofane

investm

both im

beginning of 1990s witnessed significant move towards

market-oriented policy reforrms. A new lnvestment Policy

nt announced in 1990 introduced several important changes in

ign investment policy framework in line with the increased

orientation of the economy. These included abolition of

restrictions on the ownership structures of joint-venture

outside EPZs, providing free-trade-zone status to export-

foreign ventures in all parts of the country (in addition to in

demarcated by the original GCEC Act), and the establishment

Board of Investment (BOl) in order a facilitate and speed up

nt approval within a unified policy framework applicable to

rt-substituting and export-oriented investors.

countries in the region have reformed their investment
F'\ t

encourage ttle€e inflows by reducing foreign ownership

, domestic-equity and licensing requirements, and by

ng fiscal and financial incentives. In response to these

s and owing to improving macroeconomic fundamentals more

, the flow of foreign direct investment to South Asia countries

t

oregrmes

restri

introd

measur

general

has in eased over the past decade. Most of these flows have

d from either the developed countries or from the newlyoriginat

industri lized countries of East and Southeast Asia. The United States

and Eur pe have been the main providers of FDI to India and Pakistan



during the 1990s, while Japan, Hong Kong, Korea and Malaysia have

been important for Bangladesh and Sri Lanka.

However, Cross-regional comparisons, point out to South Asia's

stagnating share of total FDI to developing countries. During the

1990s. South Asia's share of these flows remained less than 2 per cent

of the developing countries total, the lowest among developing

regions. In contrast, Central and Eastern Europe, Latin America, the

Middle East and North Africa, and sub-Saharan Africa all managed to

increase their shares over the same period.

With the reforms of FDI policy regimes undertaken during the

1990s, South Asian countries have now emerged as more important

destinations of FDI inflows than they were before. Their share in FDI

inflows to developing countries has increased from just over one per

cent in 1991 to a peak of 2.6 per cent in 1997,before declining to 1.26

per cent in 2000. However, as the magnitude of FDI flows has in

general, expanded sharply over these years, FDI flows to the South

Asian countries have also risen from U5$463 million in 1991 to a peak

of $4.9 billion in 1997 before declining to $3 billion in 1999 and in

2000.

In the region, India has increased her share of FDI inflows from

41 per cent in early 1990s to nearly 74 per cent in the led 1990s.
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Bangladesh has also increaSed the absolute magnitude of

analysis of recent trends in the flow of FDI to the developing

however, shows that South Asia has been marginalized in

nds in the expansion of foreign direct investment. The four

the gap in the external resources. As a whole the integration

Asia with the global econoqy appears to be at a very low

level wh assessed in comparative telms.

vefoped Countries viz. Bangladesh, Nepal, Maldives and

ll need increasing flow of Foreign Direct Investment in order



Ghapter - lV

Economic And rrade potential of Agriculture,
services and rextiles for south Asian Economies

and need for further trade liberalization
in these sectors under W.T.O.

For globalization to effectively impact the development - process

of south Asian economies, it is necessary that south Asia shares

expanded trade opportunities in sectors where this region has

comparative advantage. There are three important sectors where

south Asia has immense potential for trade expansion and playing a

dominant role in the world economy. These sectors include Agriculture,

Services and Textiles.

Even though the comparative share of agriculture has been

declining in the total GDP of the south Asian economies, it continues

to remain a primary source of livelihood for the millions in south Asia.

fn 2000, agriculture accounted for 25 per cent of the south Asian

combined GDP and employed over 300 million people equivalent to

about 60 per cent of their combined workjorce. tndia has the largest

agricultural economy followed by pakistan, Bangladesh, sri Lanka and

Nepal. Bhutan and Maldives have very small agricultural area.

E,4.



Ag culture has emerged as the key sector for the creation of

emplo ent opportunities in SouXh Asia where poverty and

unempl ent have continued to remain major concerns for policy

In $ri Lanka, agriculture sedtor employs 36 per cent of Sri

abour force and contributes around 20 per cent of the GDP. In

also agriculture has maintainred its dominant position in the

. The sector provides work for 47 per cent of the active

popul n of Pakistan. In Bangladesh agriculture accounts for 30 per

DP and employs 63 per cent of the labour force. In India over

makers.

Lanka's

Pakista

econom

cent of

63 per

tables

for Sou

one of

sufficie

red

factors

agricul

persist

distorti

ile agriculture plays a 0rucial role in the economic

devel ent of south Asia, it has faifled to generate sufficient income
+/\t'L^^

nt of the labour is engaged ifr agricultural activities. Statistical
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Annexure ..... to Annexure .... may please the seen'

h Asian economies which can eliminate poverty'fm the region

the constraints on the capacity of agriculture to generate

t income for south Asian countries has been falling prices and

export earnings for agricultural commodities. One of the

which has contributed to the decline in the contribution of

re to the economic growth of South Asian countries is the

nce of severely distorted international market. These

ns. result from high tariffs; domestic support and export

subsidi in the developed countries.
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Developed countries provide significant domestic support to

agricultural production along with substantial export subsldies. The

extent of subsidies given by industrialized countries has in fact

increased recently. The agricultural subsidies by oEcD countries have

increased from $235 billion a year on average during 19g6-gg to $ 266

billion during'1997-gg, i.e., roughly equivalent to 60 per cent of.total

world trade in agriculture and twice the value of agricultural exports

from developing countries. In 2001, subsidies to the agricultural sector

in the oEcD countries amounted to us$ 3i1 billion, adding up to as

much as 31 per cent of the agricultural output in these countries.
sl r

Annexurd'..1. ro Rnnexurelllgive sratistical details of protection to

agriculture given by industrialized countries.

By artificially depressing international prices, these subsidies

erode competitiveness and lower farm income of efficient producers in

many developing countries, such as those in south Asia, and thus

adversely affect their livelihood.

several commodities rike wheat, coarse grains, oil seeds,

vegetables oils, sugar, dairy products, fruits and vegetables, which are

.E?.



of great

been su

significance for food securitY in

jected to high levels of subsidies

developing countries, have

by developed countries.

producti

for thei

export

terms o

as indi

have le

annuall

levels

overpr

underc

er 90 per cent of the world's farmers live in developing

countri and 70 per cent of the poor in the world is in the rural areas

of deve ping countries. Many developing countries specialize in the

n of agricultural commodities and are dependent on farming

food security, rural livelihood, and subsistence as well as

evenue. They have experienced continuously deteriorating

trade and mounting trade deficits. Over the past two decades,

ted in table below, world agricultural commodities prices have

fallen s gnificantly. According the sqme estimates, the falling prices

to a loss of agricultural export earnings of over US$ 60 billion

for developing countries. ln most developed countries, high

support to agricultural, exceeding US$330 billion, encourage

luction and cause world price levels to fall close to, and even

t, producer costs in developing countri es. T"1'1' 'Ll'* 3/*-' lu l'Au'f
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ces of International Prices Of Agricultural Commoditieslnd

Source
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The tariff structure of developed countries is subject to significant

tariff escalation so that market access for processed products remains

restricted. In Canada, the tariff on fully processed food products is

twelve times higher than the average MFN tariff. Similarly, in casef of

the EU and Japan the tariffs are much higher'iio.".r"O items than for
A

the first stage of processing.

Simple average applied tariff rates on agricultural products

compared to those on industrial goods have been higher by 64,1 per

cent in Japan, by 353 per cent in the European Union and by 100 per

cent in the case of the us. A very high proportion of the agricultural

products is subject to peak tariffs and specific duties in the developed

countries. Nearly 98 per cent of tariff peaks in case of the European

union and as many as 85 per cent in Japan are related to agricultural

products. The rate of import duly on rice and milk products illustrates

very clearly. t'(l +n< r>nt Ar'l"'r"""t xv t [d x ltr

Japan levies 550 per cent import duty on rice. United States

imposes 865$ import duty on import of one tonne of milk. European

union imposes $1188 import duty on one tonne of milk and milk

products.This amounts of 171 per cent of import duty on milk and milk

products, Canada levies import duty of the level of 300 per cent.



r benefits to developing countries in terms of increasing their

vill occur only after complete elimination of export subsidies

stantial reduction in dome$tic support in the developed
llwJ. +11 (?^^cte- 6q,L . 2t\'\)

. lt was expected Ganeun negotiationt ,.to liberalize

'al trade could bring about important gains for developing

by eliminating the high ldvels of agricultural support in

d countries and by reducing tariff barriers to agricultural

e negotiations did not succeqd in achieving this objective and

I because the developed couf.rtries did not accept the demand

developing countries to elimirlate domestic support and export

;. Thus the objective set in the Doha Ministerial Declaration to

"substantial improvements in market access; reductions of,

view of phasing out, all forms of export subsidies; and

ial reductions in trade-distofting domestic support" remains

ld. lt has been observed that the developed countries have

sisting elimination of agricrtrltural subsidies and domestic

which they provide to their agricultural sector.

Th
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been r

support,
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exporte

a leadin member of group -22 played a crucial role in projecting the

case fo reduction in the subsidies and tariffs which distort the market

ries in the South Asian Regipn. For the first time it was alsofor cou



noticed that developing countries can build-up solidarity in negotiation/

with the developed countries.

Services

One of the salient features of the globalization has been the

emergence of services as the most dynamic sector in the global

economy. This has offered expanded trade opportunities for the

developing countries. According to an estimate by the World Bank

Report entitled "Global Economic Prospects For Developing Countries

- 2001", liberalization of services could provide as much as $6 trillion

in additional income to the developing world by 2015, four times the

gains that would come from trade in goods liberalization. According to

"World Development lndicators - 2001" between 1990 - 2000 growth

of world services output was 2.9 per cent double that of agriculture

which, was only 1.4 per cent. As a result, the contribution of the

service sector to GDP was 64 per cent in the 2000 compared to 57 per

cent in 1990. Services account for approximately 50 per cent of GDP in

the developing countries.

In middle and low-income economies, the service sector

accounts for the largest share of total economic output. According to

data published by the World Bank, the service sector accounted for 54

per cent of middle-income economy's total GDP in 2000, while industry

and agriculture accounted for 36 per cent and 11 per cent,

.q7._



ely. ln that same year, sefvices, industry, and agriculture

ely accounted for 44 per cent, 33 per cent, and 23 per cent of

in low-income economies. $ervices typically accounted for a

hare of total output in small, open markets, such as the

Caribbe n lsland countries.

South Asia the services sedtor has been also growing at a

higher te than agriculture and industry. While there are inter-country

s, the services sector at present accounts for over 50 per cent

of the DP in South Asia. High rate pf growth on average of services
IL

sector i 1990s can be seen from the table at Annexture .LV.l.'

the pas

rvices trade has undergone considerable growth in India. Over

two decades, the service sector has replaced agriculture as

inant sector in India. The share of service sector in GDP has

m 38 per cent in 1980's to 49 per cent in 2000. The average

rowth rate of the sector increased from 7 per cent in the

I per cent in the 1990's making it one of the driving forces of

n Economy. The service sqctor in India accounts for nearly

one qu rter of trade in Goods and Services, with services constituting

about enty-five per cent of lotal exports and imports respectively.

respecti

respecti

total G

larger

variatio

the d

risen fr

annual

1980's

the Indi

T

Bangla

service sector contributes most to the growth of GDP in

39% of GDP in 1976177esh. Service sector's share rbse from
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to 620/o in 1997-98. within the service sector, professional and

miscellaneous services made the largest contribution followed by

transport-storage-communication services, housing services and so

on. on the other hand, services like power-gas-water-sanitation, public

administration, professional and miscellaneous services recorded

relatively high growth rates.

services make up the largest part of the pakistani economy. The

share of services (including construction, electricity/gas distribution) in

GDP rose from 57.2 per cent in 1995/96 to 58.7 per cent 2000/01.

Between 1995 and 2000, the sector's share in total employment

remained stable at around 42.7 per cent. wholesale and retail trade,

and transport, storage, and communications have been by far the

leading service activities in Pakistan; other important service activities

were public services, ownership of dwellings, distribution of electricity,

gas and water, and construction.

The huge potential of global trade in services has found

recognition in the General Agreement on Trade in services (GATS)

which currently lists out 12 sectors and 161 sub-sectors of services.

Global trading is presently taking place in all these sectors and sub-

sectors. under Article XIX of GATS, Member-nations "shall enter into

successive rounds of negotiations beginning not later than five years

from the date of entry into force of the wro Agreement, and
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achievingperiodi lly thereafter, with a view to a progressively higher

level of iberalization'

e GATS recognizes 4 modes bf delivery of services, viz:. Mode

1: cros ,der supply, e.g. supply of diskettes, architects' blue prints

etc.; M

abroad;

e 2: consumption abroad, e.g. a tourist availing services

establi

person

labour f

Mode 3: commercial presence, e.g. in the form of legal entity

red abroad like a bank branah: Mode 4: movement of natural

e.g. physical movement of ptofessionals, skilled and unskilled

r temporary period, etc. not covering permanent migration.

has pro

have

and li er

investm nt and technology from the developed countries and, they are

openr their economies to the latter.

r the developing countries in general and especially in South

Asia, major mode of interest is mode lV, which relates to the

nt of natural persons. Considering the abundance of skilled

manpo er. and professionals that Sotrth Asia possesses across a vast

-t -^^--^ :- 
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lr, ^J ^^-..:^^^ :^ ^-..^;^lrange services, opening of access in mode lV of services is crucial

tantial comparative advantage. In the increasingly globalized

alized world, most devEloping countries are seeking

movem

for the South Asia. The extent of liberalization by the developed



countries in mode lV is very much limited Please see Annexure..W
s
Com plex administrative

procedures and strict entry and

market access for professionals

are the immigration laws and

stay conditions . ' further restrict

from the developing countries. There

labour market policies of individual

countries, which add to the list of entry barriers. For professionals

seeking access, many developed countries not separating temporary

movement of labour from the permanent category in their immigration

rules aggravate the situation. The restrictions they impose include

strict eligibility conditions for application and processing of visas and

work permits, control over length of stay and transferability of

employment in the overseas markets, etc. These restrictions naturally

raise the direct and indirect cost of entry of professionals from the

developing countries, thereby eroding the cost advantage of service

suppliers of such countries. Besides, insistence on wage parity by the

developed countries neutralizes the cost based advantage of the

developing countries in exporting labour intensive services. These

restrictions thus become major barriers at the point of issue of work

permits and visa itself.

The existing restriction on market access for the supply of

services under mode lV Viz. movement of natural persons include

Economic Needs Test (ENT), insistence on social security

contributions from temporarily resident workers and professionals,
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strict v

recogni

regime in several

on agreements etc.

liberalization in services sector has not so far addressed the

nts of developing countrties in South Asia who have

ble comparative advantage in exporting skilled and unskilled

As we have seen above. the market - access for the

movem nt of natural persons under mode lV of the recognized

categ s of supply is highly restricted. The objectives of the GATS

nt to expand the service exports of developing countries

ar from being fulfilled. The preamble of the GATS agreement

states follows:

(a) T at multilateral rules in services should take place under

develOped countries, lack of mutual

requrre

conside

labour.

agreem

remain

pr

itions of progressive liberalization and as a means of

oting the economic growth of all trading partners and the

d velopment of developing countries;

(b) N gotiations should be 'aimed at promoting the interests of all

rticipants on a mutually advdntageous basis and at securing

overall balance of rights and obligations, while giving due

pect to national policy objectives';

t the GATS should 'facilitate the increasing participation of

veloping countries in trade in services and the expansion of

ir service export' 'through the strengthening of their domestic

p

a

re

(c)

dr

th

s( ces capacity and its efficierlcy and competitiveness'
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According to an assessment of UNCTAD in 1999 developing

countries have made substantial commitments under GATS with

respect to many service industries such as telecommunication, banking

etc. but they have not received concessions of meaningful economic

value under the movement of natural persons mode of supply. The

developing countries in south Asia have big potential to export

services in sectors, which include professional, business services,
*1 .i(

health services, tourism, construction, audiovisual services, transport{<..'",2.<-

The export of services through the movement of natural persons

by south Asian countries is of crucial importance for the economic

development of this r:egion. The worker's remittances constitute a very

important part of foreign exchange earnings of south Asian countries.

In some cases the flow of foreign exchange through worker's

remittances, corrects the deficit in the balance of payment which arises

from merchandise trade - deficit. The table at Annexure{l1l- eives the
1l

related statistics. v
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sectors.

export of manpower significantly contributes to the

strength

lndia. T

ning of external sector in Bangladesh, Sri Lanka, Pakistan &

South Asia region has also made significant advance in

on technology and this has enable the region to participate in

the gr ing market for the export of skilled and technical manpower to

develo d countries. Among the countries in South Asia India has

as a pioneer in the development of information technology.

India, further liberalization of services sector is of crucial

emerg

import ce because of its great advance in information technology. In

nt past, the computer and related services sector has

significant growth. In India, it is amongst the fastest growing

It is a thrust area for generating employment and exports.

to the development 0f advanced information and

cations technology, firms are now able to procure services

that the once performed in-house -.,- such as computer and related

financial services and professional services - from services

in foreign economies. Low labour costs and the falling price

ation and communications technology are among the factors

servrce

provide

e enabled many developing economies to become important

der suppliers of these servicps.

commu

of info

that ha

cross-b



The South Asian economies face serious challenges in absorbing

the un-employed labour force. In Bangladesh e.g. about 2 million

people &rter the labour force annually. One of the avenues of

employment for this growing labour force has been the overseas job

market. ln recent years the overseas job market employed about 250

thousand Bangladesh's annually and their remittances constituted

about 4 per cent of GDP. Similarly in other countries of South Asia

such as India, Pakistan, Sri Lanka overseas job market contributes

towards the creations of employment opportunities on the one hand

and also contributes to the much needed foreign exchange.

The structural transformation in the economies of the developed

countries such as U.S.A and E.U. has resulted in a situation when they

are finding it difficult to ensure competitiveness in their products

because of lack of manpower and high cost of local work-force. The

emergence of outsourcing in ihe form of Business Processing

Overseas (B.P.O.) by developed countries clearly indicates that

developing countries have the comparative advantage in providing

services to be developed countries.

Outsourcing has created new opportunities for South Asia to

realize its comparative advantages in skilled manpower. India has

shared the new opportunities and has made significant progress in

capturing the market for services through B.P.O. The recent opposition

:65:-



to the

develop

poses a

utilizing

upply of services under EPO in the USA and in other

ent countries on the ground of loss of jobs in those countries,

threat for lndia and other coqntries who have the potential for

he new opportunities in the global economy.

Textiles sector ranks next after the agricultural sector in

importance for the most of tlhe South Asian countries. lt has

ntial for remaining the lead sector for income generation,

ent creation and exports in the region. Fibres, textiles and

in particular, have become extremely important to South

xports. Given the importance of textiles and clothing in

the gradual phasing out of the Multi-Fibre Arrangement (MFA)

holds important consequences for South Asia's world shares

sectors. The potential effect of removing the imposed quotas

rts of garments to developed countries depends on a number

s, but the gains to South Asian countries from phasing out of

are expected to be large because they are severely

ed by quotas and are among the lowest cost producers.

TEXTIL

terms o

the pot

employ

clothing

Asia's

exports,

by 200

in thes

on exp

of fact

the M

constra

has the

largest

e lndian Textile industry is thre second largest in

largest cotton acreage of 9 million hectares and

roducer of this fiber. lt ranlts fourth in terms of

the world. lt

is the third

staple fiber



production and sixth among filament yarn production. The counlry

accounts for about one fourth of global trade in cotton yarn.

The table below shows the importance of rextiles lndustry in

Indian economy. The textiles and clothing industry is the largest

manufacturing sector in lndia, accounting for around 20 per cent of

India's industrial output and 37 per cent of total exports. The Indian

textiles and clothing industry enjoys comparative advantage because

of its large skilled workforce, low wages and abundant supply of

cotton.

Source : C

.t
ti l'^/-t l-Ci( nrli. !j J

Indian Textiles Industry (200i)

Employment 15 million people

Share in lndia's Exoorts

Share in National lndustrial production

Share in Global Textile Trade

Land under cotton cultivation 9 million hectares

Rank in world cotton output
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textiles and clothing branct[ has remained Pakistan's single

most im ortant industry (accounting for 23.7o/o of sectoral value added,

anufacturing employment and 73o/o o'f total exports). Based on

rown cotton, and concentra{ed in the preliminary stages of

process ng, it is dominated by cotton textiles (cotton yarn and cloth,

r textiles) but it also produces apparel, polyester yarn, carpets,

carpets,

products. Textiles and clothing (mainly cotton cloth, cotton,

twear, woven garments, towpls, synthetic textiles, bed linen,

etc.) have continued to dominate Pakistan's exports, although,

40% of

locally

made-u

and jut

yarn, k

their s

(2000).

textiles.

behind

83.5%

made

country

beginni

jackets,

share

share o

are has dropped slightly, fr:om about 76% (1994) to 73%

In 1998, Pakistan was the world's eighth largest exporter of

e textiles and clothing industry has been the driving force

angladesh's export since the early 1990s, accounting for over

f total exports in 1998. The sector is dominated by the ready-

rment sub-industry, which was responsible for 73% of the

foreign exchange earnings in 1997/98, up from 50% at the

g of 1990s. Woven garments, such as shirts, trousers and

still make up a large part of the RMG exports; however, the

clined from 85% in 1990/9tl to 660/o in 1997/98, while the

knitwear increased from 15% to 34% during the same period.

re some 3,0OO-garment factories in Bangladesh, employingThere



around 1.5 million people, most of them women; an additional 15

million people are direcfly dependent on the RMG industry.

Between 1990 and 1997 Bangladesh's Ready made Garment

(RMG) exports increased by 200% in terms of volume and 295% in

terms of value, achieving one of the highest growth rates among major

garment exporters worldwide. Despite its high export growth,

Bangladesh's export-oriented RMG industry depends on imports for

85% of its fabric requirement, thus spending approximately 65% of its

exports earnings.

one of the major Agreements in GATT 19g4 was the Agreement

on Textiles and clothing (ATC). lt replaces the Multi-Fibre Agreement

(MFA) and provides for the removal of restrictions on textiles in four

phases over a period of 10 years, to be completed by 1', January

2405. This will integrate the entire textile trade into wro rules and

disciplines.

lmplementation of the urguay Round Agreement on textile and

clothing is expected to offer significant opportunities for the expansion

of developing countries trade in textile and clothing. lt has been

estimated in some studies that south Asia, as a region would benefit

significantly from the abolition of the MFA. Hertel and others concluded

that the gains to the region would be about us$2 billion per year. In
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F.A. phase need for South Asian countries to improve

ity in these sectors because countries that do not reform to

their efficiency will face greatly increased competitive

as other exporters currently repressed by the quotas will also

lized.

s worth pointing out that the abolition of these quotas will not

rily generate automatic benefits to South Asia' Quota abolition

te opportunities for countries in this region, but will, also

hem to additional competition from other, restrained exporters'

me for any individual country will depend heavily on its policy

. Countries that take opportunity to streamline their policies

rove competitiveness are likely to increase gains from the

of quota. The prospects for increase in South Asian exports

es will also depend on further reduction in tariffs especially

access to developed countries markets is adversely affected

peaks and by tariff escalation.
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Chapter-V

Development of Information Technology in

South Asia and level of connectivity in the region.

One of the key features of globalization is the emergence of

global information economy. Information is one of the nation's most

critical economic resources, for service industries as well as for

manufacturing. In an economy a large number of people are involved

in either information-related jobs, or are working in industries that rely

heavily on information. ln the era of globalization, leading towards

global competition, the technologies to create and manipulate,

information help and economy to remain competitive. They also fuel

economic growth and thereby contribute towards efforts of a

developing economy to eradicate poverty.

Information technology has big potential of acting as an effective

linkage between globalization and South Asian economic development.

The emergence of information technology (lT) offers new opportunities

to South Asia for realizing the benefits of globalization. Through the

development of lT, South Asia can participate in the global information

structure. lT applications provide new tools for improving access to

information and knowledge. The lT revolution has enormously lowered
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ance communications costs and has enabled the globa

to rapidly access knowledge, information and ideas fron

,in the world. The 1990s have witnessed a digital revolutiot

nd, which was unprecedented. The enormous advance it

ln technology can be assessed from the following table:-

Million I, nits 1991 1996 2001*

Telephor e main lines 545 741 1000

Cellular lhone subscribers 16 135 400

Persona computers 123 245 450

lnternet rost computers 1 16 110

PCs with internet access 5 60 300

"Proj

Th,

table be

achievec

average

compute

low incor

by the International Telecommunication's Union, Geneva.

level of connectivity in South Asia is at present very low. Tht

rw shows the limited connectivity that South Asia has so far

According to World Development Report 2000-2001

availability of telephones, mobile telephones and persona

s in 1998 in South Asia is far behind that of high income an(

e countries ?l-^"' ./L4t 1r',
jd,..& A, lut'
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South Asia and the World in

Communications and

Terms of the Indicators of

Information.

Groups
and
Countries

Per 1000 people Hosts per
10,000
people

January
2000

Telephone
mainlines

1998

Telephones
1998

Mobile

Personal
Computers

1998

lnternet

High

income

countries

567 265 311.2 777.22

Middle

Income

109 31 22.9 9.96

Low Income 23 2 3.2 0.37

South Asia 19 1 2.9 o.22

Bangladesh 3 1 0.00

India 22 1 2.7 0.23

Nepal I 0 0.12

Pakistan 19 1 3.9 0.34

Sri Lanka 28 o 4.1 0.63

Source : World Development Report 2000-2001

One of the key factors that keeps the level of connectivity in

South Asia is the lack of infrastructure which is necessary for providing

adequate connectivity to the region. Telecommunications form the

backbone 
.of 

any information - infrastructure. While there has been

progress in the connectivity provided by telecommunications in South

Asia as a region, there are sharp inter-country variations in the
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lnternet

private

quarte

of access by
JL

peopl@. The current scenario in the

detailed below.

the

datan region for which is available is

current teledensity in Bangladesh is approximately 0.5 per

cent. ,{ X.V issue in Bangladesh's itelecommunications sector is the

vailability of connections. Current fixed line connections

oniy some 600,000. Without significant fixed network

n in Bangladesh, the population faces the prospect of being

from the benefits of the global information revolution.

access to the Internet is very limited for several reasons,TI

AS poor teledensity, a poor electricity network, weak affordability

uter ownership and access, and poor knowledge about the

Public lnternet access is available on limited scale in the

telephone centers and cyber cafes. The divisional head

. and some district towns have access to the Internet.

e telecommunications sector of Sri Lanka made significant

during the last decade. Fixed line telephone connections

n more than six-fold since 1992. In addition there has been

progres

have gr

treme ous growth in cellular services. The entire telecommunications

sector i now open to competition. The telecommunications Regulatory

Commi sion of Sri Lanka (TRCSL) has brought forward a new

unications policy to increase competition and strengthen thetelecom



regulataons. Fixed line telephone services are presenily being provided

only by sLT, while two private sectors operators are licensed to

provide fixed wireless telephone services. Meanwhile, there are four

private sector companies licensed to provide cellular mobile telephone

services.

The fixed access telephone network expanded by 36 per cent in 2002.

Telephone density (telephones per 100 persons), including cellular phones,

increased to 9.5 in 2002 from 8 in 2001. The penetration of mobile

telephones in relations to fixed access telephones increased to 103 in 2oo2

from 81 in 2oo1. lnternet/e-mail services are also expanding rapidly.

subscribers to Internet and e-mail services, provided by 2g operators,

increased by 14 per cent in 2002.

The sLT customer base increased by 9 per cent to 75g,620 after

adding 69,258 subscribers to the network. The demand for fixed line

telephones provided by sLT grew faster outside the colombo

Metropolitan area, reducing the disparity of distribution. The number of

sLT telephone lines in service rose by 7 per cent in the colombo

Metropolitan area while in other areas it grew by 9 per cent. of the

total number of subscribers to sLT telephones, 45 per cent were in the

colombo Metropolitan region at end 20a2. The national telephone

density forfixed access telephones was 4.7 at end 2002. 4t ou rt( /,\,

" t) l,' .1
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Telecommunications and Postal Service

ITEM 2000 2001 2oo2lal Percentage

2001 20oz(al

Telecomm u lications Services

1 Fi xed \ccess Services

S LT

(No.)

llephone lines in Service 653,'r44 08,200 768,620 a

New

given I

Telephone connections

y SLT (No.)

90,647 77,535 69,258 -14 11

Applic:

SLT te

tion on waiting list for

ephones (No.)

248,446 57,707 306.268 4 19

Wirele rs local loop telephones

Opera )rs (No.) z 0 0

Subscr bers (No.) 114,267 21 ,O82 114,488 t) -5

Teleph

per 10

)ne density (Telephones

rpersons)

4.2 4.4 4.7 q 7

2 Other iervices

Cell uli r Phones

Operat >rs (No.) 4 4 4 0 0

Subscr bers (No.) 430,202 667,662 907,422 55 36

Pu bli c pay phones

O perat rrs (No.) t) o 6 0 0

Teleph )ne booths (No.) 8,222 7,281 6.681 11 -A

Radi o raging services

Operat rrs (No.) 4 4 4 0 0

Subscr bers (No.) 7,009 6,535 5,516 -7 -16

lnternr t & e-mail

O perat rrs (No.) tl 27 29 29

Subscr bers (No.) 40,497 6 1 ,532 70,o82 52 14

Source : Sri Lanka Telecom Ltd.



The growth of telecommunications since the liberalization has

been rapid in India. In 1990-91 the total direct exchange lines (DELs)

were 5.07 Million. By 1995-96 they doubled to 11.98 Million lines and

subsequently the growth accelerated to reach 22.81 Million lines in

1990-00. By December 2002 there were over 50 million lines. In the

12 years since liberalization the direct exchange lines alone had grown

from five million to fifty million.

The physical infrastructure for telecommunication now provides

50.93 million connections consisting of 41.27 million from the public

sector operators and 9.66 million from the private sector ones. The

equipped capacity of the public sector units is 49.77 million; the basic

DELs rose from 37.94 million to 39.48 million by the end of 2002. The

other parts of this infrastructure include cellular phones: 10.48 million,

PCOs 12.7 lakhs and rural DELs 10.66 million. Several operators have

started with broadband servces for high speed lnternet access, video

broadcast, video-on-demand, etc.

Recent trends indicate that the mobile telephone is racing faster

than the growth of the basic fixed line phone. Also the share of private

sector operators in the telecom market is rising rapidly. Between

March 1999 and December 2002, the share of mobile phongin the

telecom network as a whole increased from 5 to 21 per cent. Though

the fixed telephones had been growing during the entire 1990s and in
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the first

growth i

years of the 21"1 century, the fixed DELs had a negative

the first nine rnonths of 2002-03 over the corresponding

period the previous near while the cellular mobile phones grew by

't 13 per nt during the same Period.

year witnessed continued progress on policies in telecom,

in a growth of new telephone connections by 17 percent and

in tariffs of national long distance (NLD) and international

nce (lLD) telephony by 56 percent and 47 percent,

ely and a sharp decline by almost 70 percent in NLD tariffs for

to - cellular calls. A major $hift towards mobile telephony is

rent, where the share of cellular connections in new

cost v

two important goals of the telecom sector are: delivering low-

telephony to the largest possible number of individuals, and

deliveri

number

populati

in marc 2001 to

ns over the period of Aprtil-December 2002 stood at 63

percent, up from 43 percent during fhe corresponding period of the

precedi year.

g low-cost high speed computer networking to the largest

of firms. The number of phdne lines per 100 persons of the

is called teledensity, has improved rapidly, from 3.6

4.9 in December, 2002. This is still a level which

, which

n
ags behind other developing Countries-please see table belowl'-greatly



asln

of

particular, China started out with a

1995, and obtained a higher growth

higher teledensity than India

rate over the following years.

Teledensity International comparison

Source : lTU, 2002 and STT section for India

Globalization has offered new opportunities for South Asia, which

can be utilized through the development of connectivity. For example

South Asian participation in the ICT can enable the region to share the

global export potential of ICT based industries such as computer

software.

Indian success in computer software development show--..cases

how globalization and lT industry can contribute to economic

development through a virtuous interaction. By the turn of new

Country 1995 2001 Compund
Average

Growth Rate
(Percent)

Brazil 8.5 21.8 17.0
China 3.3 13.8 26.9
India 1 .1* 3.6* 22.3

Indonesia 1.7 3.7 14.0
Pakistan 1.7 2.4 ,5.8

U.K. 50.2 58.8 2.7
USA 60.7 66.5 1.5

Sri Lanka 1.1 4.3 25.0
World 12.3 17.2 5.8
4.89 as on December 3{ ,2,2402 (Gellular + Fixed + WLL}
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18.5 per cent of the market share in the global cross-country

customi software market. lt is expected that by 2008, exports from

softw would contribute 35 per cent of India's total exports and

empfoyment to 2,2 million people and would have a total

pitalization of US $ 225 billion.

ia has seen a dramatic rise in the computer software industry

90s from a total revenue of lessthan US $ 200 million in 1990

$8 billion at the end of the decade, with 75 per cent of the

coming from exports. lT is of increasing importance in the

omy, in terms of both export revenue and employment

on. The highly dynamic lT industry grew at an average annual
2ool t

eding 50 per cent from 1991 until 2001. In

comput r software and services. which are the main drivers of the

and account for the bulk of lT products, generated over $10

sales revenue, up from a mere $15 million 10 years earlier. In

the industry created 92,000 new jobs and provided 250'000

m, India is firmly on the global lT scene. In 1998-99 more

of the Fortune 1,000 compdnies, outfourced their software

ts from India. lT-enabled services generated 40,000 jobs

d revenues of Rs. 2030 crores during 1999. India in Year

indirect employment during that period. The industry is

xport-oriented; its export -revenue was $7.6 billion in 2001.

rojected,growth of 30 per cent in 20O2, export revenue could

in the 1

to over

revenu

lndian

gener

rate ex

indus

billion i

additio

people

highly
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reach $10 billion. Overall, lT software and service exports accounted

for over'16 percent of India" total exports in 2001. lt is expected that

by 2008 the industry will account for 7.7 per cent of India's GDp and

35 per cent of its total exports. India's lT software and service industry

represents a mere 2 per cent of the global software market. The

Government and the software industry, however have set an ambitious

goal for software exports of $50 billion by 2008, a share equivalent to 6

per cent of the relevant global market.

Software is one of the important sub-sectors of ICT industry.

Indian success in the export of software underz.lines the prospect for lT

becoming a significant source of foreign exchange. South Asia enjoys

huge reservoir of manpower and its transformation into a skilled

manpower resource can enhance the export-capability of lT enabled

services. The outsourcing of skilled and technical services by USA and

by other developed countries has increased potential of lT for

economic development.

Indian experience in ICT is also relevant for South Asia in

bridging the digital divide between rich & poor. The poor lack access to

information about income-earning opportunities. This is reinforced by

the lack of access to knowledge, education and skills to improve their

livelihoods. These observations have been confirmed in several

projects where ICT has been applied in breaking the poverty, low
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producti cycle and bringing some hppe to their ages of darkness. At

the vill e of Manchal in the Ranga Reddy district of Andhra Pradesh,

ng community has learned to use computers to manage their

water r

prices,

help g ps. The National Institurte of Agricultural Extension

Manag ent and the NllT has helped train school drop outs to become

comput operators.

lack of information infrastrurcture in South Asian Countries

bly limits the capacity of $outh Asia in realizing the new

ties that revolution in lT has offered. South Asia cannot

partici e in the global ICT revolution, if they are not connected to the

formation infrastructure. The ICT potential of South Asia can

alized without adequate corfnectivity. South Asia should be

btain access to global inforrnation and share its information

being connected. The lack of connectivity can further

margrna

the farm

conside

opportu

global i

not be

able to

though

masslve

lndian t

foreign

the development of information technology in the region,

investment in the development of lT infrarstructure is needed.

l_egom industry has succeeded in attracting increasing flow of

direct investment in response to several measures of

urces, updating of village records, gain access to vegetable

. All this is managed by village women themselves in self-

liberali n recently adopted by Indip. There is a need for enhancing



Main Findings and Conclusion,4 '

Prospects for South Asian lntegration with the

Global Economy in the New Millennium.

For Globalization to positively impact the economic growth of

South Asia, it is necessary that the trade, financial and technological

linkages of this region with the global economy should be

strengthened. Globalization has led to expanded trade opportunities,

increased flow of global finance and enhanced technological

capabilities. lt is through the deepening of these linkages that South

Asian countries will be progressively integrated with the glcibal

economy. The growth - experience of South Asia in 1990s has amply

demonstrated that by responding to globalization and adopting

appropriate economic reforms and liberalization in the field of trade

and investment, the region was able to achieve strengthening of

external sector, macro - economic stability and enter higher growth -
trajectory as compared to 1970s and 1980s. A survey of macro -
economic landscape of south Asia shows that the rate of economic

growth in south Asia has not been at the level which can meet the

challenges of the elimination of widespread poverty and deprivation

suffered by people in this region. what is therefore needed is to chart-

out a policy framework, which can enable this region to integrate with

the global economy and thereby increase its rate of economic growth

on a sustainable basis. In specific terms to reap the dividends of
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global economy by strengthening

ical linkages with the global economy.

progress in integration

trade, financial and

Towards this end main

findings the research are summarized below:-

Sout

e expansion of South Asia Trade during post - reform era

Asia's share of total World exports remained minimal both

and after reforms, comprising only about one per cent. In

rison, the relevant shares for East Asia and Latin America in

2.

1997 ere 8.7 per cent and 4.4 per cent, respectively.

le South Asia to harness the forces of globalization for

mic development it is necessary that the region is enabled to

meet

reali its comparative advantages in international trade. For South

Asia, trade has to play the role of engine of growth in order to fill-up

savr investment gap and earn sufficient foreign exchange to

capital and technological requirement.

3. above context it has been noted in Chapter-lV that even .

h South Asia has comparative advantages in agriculture,

se s and textiles, the market access for the products under

thes categories has been blocked by trade - distorting policies of

oped countries. The loss of trade opportunities weakens the

rmpa of globalization on South Asia.

ng integration of South Asia with the global economy

es a well-diversified export base, geographically as well as by

In

th

dev
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product. Dependence on a few exports and export markets

increases significantly the risks associated with market fluctuations.

The study of trade of South Asian Economies in Chapter-l has

amply shown the fluctuation in the growth of exports.

5. Most South Asian countries are now less dependent on primary
W'rA-

commodity exportsn have increased the share of manufactured

goods in exports. Only Bhutan and the Maldives still had primary

commodities comprising more than 50 per cent of total exports

during the 1990s.

6. Although most South Asian countries have shifted away from

primary commodities, their export structures remain relatively

concentrated in a limited number of exports. The percentage of

total exports accounted for by the three most imporlant products

in 1994-95 was above 60 per cent in the Maldives and Nepal,

and 40 per cent or more in Bangladesh and pakistan. only India

had a ratio of less than 30 per cent.

7 - The major source of the region's export concentration has

been, in the textiles and clothing industries, which in some

countries accounted for more than 7S per cent of export

revenue. The concentration of exports on cotton fibre, fabric

and garments leaves countries vulnerable to swings in cotton

prices- Jn the post MFA phase, it willobe necessary to enhance

competitiveness of these items , : that in a quota - free
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8. s of the destination of exports, South Asian Exports are

ncentrated in few markets. The developed countries

ed nearly 50 per cent or nlore of total exports in 1990s.

The nited States and European Union have become especially

rmpo ant markets for Bangladesh, Pakistan and Sri Lanka. The

g concentration of exportb to industrial countries has

particularly acute in Bangladesh and Sri Lanka, where

ake up more than three-guarter of total exports. As an

offsh of globalization, there has been liberalization in trade
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comparative advantage of South Asian Textiles is

-c!ing large amounts of FDl, and the relative stability of such

ent flows in the aftermath of the East Asian financial crisis.

in most parts of the world and that has created

9.

unities for South Asia to diversify its trade destination.
IIaL

f the developing countries ,have increased th+e capacity

ofi and as a result

unities for diversification have further increased.

ignificant decline in official financial Aid and the instability of

privat financial flows, FDI is increasingly seen as a solution to the

probl m of resource - gap and extefnal financing in South Asia. The

signifi nt upturn of FDI flows to developing countries since the

begin ing of the decade, the success of some developing countries



-llake FDI very attractive mode of external resource financing for

South Asian Countries.

10. A study of M@ro-economic performance of South Asian Countries

during 1990s and in the beginning of the new millennium shows that

for some countries in the region liberalization in trade and

investment resulted in positive impact of globalization. For example

annual FDI flows to India expanded six folds from 9470 million in

1991-94 to $Z.Z billion in 1995-98, according to data of the United

Nations Conference of Trade and Development (UNCTAD). India's

share of total FDI inflows to Asia and the pacific region during 1gg1-

99 tripled from 1-1 percent to 3.3 percent. India's FDI share

increased significantly exactly when economic liberalization

gathered momentum. At the same time, the ratio of exports to GDp

that had remained stable at about 6-7 per cent throughout the 1gg0s

increased to 10.6 per cent in 1993/94. per capita income growth

rose to 4.2 per cent a year in 1992-97, compared to 2.g per cent in

1987-91.

11- For some countries of south Asia, low level of Foreign Exchange

resources, negligible flow of private capital and high level of

external debt and trade deficit continued to constrain their ability to

integrate with global economy. For four members of south Asian

region-v-iz. Bangladesh, Nepal, Bhutan and Maldives, the increased
p..,.r'v..!<

availability of global finance did not lead to increased capital flow

and they continued to depend on foreign aid to meet their
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)ment of external resources. Foreign aid continues to remain

ain source of financing development and trade deficit in the

rembers of South Asia.

dives's foreign Aid in 1990s dveraged over 8 per cent of GDP

lly. The foreign exchange regerves at the end of 2000 were

;ufficient to pay for 4.3 months of imports of goods and

es and total external debt was around 36 per cent of GDP in

In Nepal, the outstanding elternal debt amounted to 49 per

f GDP in July 2001 and debt servicing has not so far become

cal problem, as most of this debt is concessional in nature.

ebt-servicing ratio had been growing over the years to reach

cer cent of merchandise exports in 2001. Private capital

s have generally been low if'r Bangladesh. FDI amounted to

miflion in 2001 , 14.4 per cent below the figure for 2000.

lio investment has been also negligible. The Foreign

,nge which have been under pressure owing to the widening

rt account deficit and reduced official capital inflows,

nted to just over $1 billion in October 2001, down from nearly

lillion at the end of 2000. For the Least Developed Countries

rth Asia such as Bangladesh, Nepal, Maldives and Bhutan, the

bility of external resources through private resources has

vqry much limited and thefefore, increase in the level of

rl Development Assistance (ODA) appears to be an alternative

of financing the savings -investment gap in these countries-
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In this context the enhancement of oDA flows, which are currenfly

equivalent to only O.22 per cent of the GNP of the developed

countries, is an important objective.

13. The global economy has recenily witnessed marked progress in

regional integration. The experience of several regional economic

groupings such as ASEAN, NAFTA, MERCASOUR etc. shows that

regional economlc integration can act as a vehicle for progress

towards the integration of developing economies with the global

economy. There are three directions in which, SAARC, can

contribute towards increasing participation of the region in the

global economy. First sAARC can build-up a joint front in trade

negotiations for greater market access. There are several areas

where a common south Asian approach in negotiations can be

useful. The south Asian countries can build-up a joint front to

demand reduction in support to agriculture, which distorts trade in

agriculture. similarly in thefroreement on Trade in services, south

Asian countries can come up with a collective response as regards

facilitation of movement of natural persons to enter the job market

of the developed countries. This is of heightened interest to all the

south Asian countries and could go a long way in correcting the

current imbalance in the treatment of labour and capital. In this

contes-t.it is note..rarorthy that during trade negotiation at cancun in

september 03 some developing countries which included India from

south Asia, known as group -22 proiected a joint front in asking the

:90:-



countries for reduction in the protection to agriculture.

' solidarity these countlies, succeeded in bringing the

of the developing countries to the forefront of

)-

rg financial integration irt the global economy offers new

rs for South Asia to increase the availability of external

for development. For four LDCs Bangladesh, Nepal,

rd Bhutan, the flow of FDI has been at low level. In view

.D.A. it is imperative that these economies are able to

e foreign direct investrnent. ln this context apart from

eforms in the form of liberalized investment regime, it is

to build-up sound infrastructure to attract foreign

for economic development. There are many areas in

projects among South Asian countries can be launched.

de Telecommunication, $hipping, Road Transport, Flood
4,.8ufi.,,2-_<

iects, energy etc. A receht development of -'. . . , in

r has been the finalization of SAFTA, which after

'tion will increase the siEe of market. This development

ute towards increase in the impact of globalization on
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underlines the potential for South Asia to be a part of the revolution

in information technology. To realize full impact of opportunities in

this sector, the level of connectivity in the region will have to be

increased.

16. The prospects for South Asia's increasing participation in the

process of globalization have further increased because of recent

developments in the global economy. The fast growing service

sector in the world economy has increased the need for supply of

manpower from South Asia to the developed countries., This

opportunity is also the outcome of demographic dividend, which the

South Asia has got because of la(of manpower in the required age

groups in the developed countries. In this new synergy, the export

of manpower with appropriate technological skill has emerged as a

strong force of integration of South Asia with the global economy.
<o''r'rt.-'1,-J-- t"

17. The above development can hre positive impact of globalization

on south Asia only if the market access for the supply of services in

the mode lV of the supply of natural persons can be ensured. lt has

been pointed out in chapter-lV of this paper that there has not been

meaningful liberalization under WTO in this area.

18. The technological and structural changes in the production

system in industrialized country have also created in new set of

opportunities for South Asia to integrate with the global economy.

Globalization that swept the manufacturing field in the past is now

transforming the services sector. Decentralized production of

'.92-
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Table *.

Inflation Rate (Percentage)

Country B ngladesh Bhutan lndia Maldives Nepal Pakistan Sri Lanka

Year

1997 8.3 12.3 13.8 14.7 9.8 12.7 12.2

1992 4.6 16.0 11.8 16.8 21.1 10.6 11 .4

1993 2.7 11 .2 6.4 20.2 8.8 9.9 't1.7

1994 3.3 7.2 1Q.2 3.4 9.0 11.2 8.4

1995 8.9 9.5 10.2 5.5 7.6 13.1 7.7

1996 6.7 8.8 9.0 6.2 8.1 10.7 15.9

1997 2.5 A5 7.2 7.5 8.1 11.8 9.6

1998 5.4 10.6 13.2 -1.4 8.3 7.8 9.4

1999 11 .7 6.8 4.7 3.0 11.4 5.7 4.7

2000 4.1 4.0 4.0 -1.2 3.5 3.6 6.2

2001 1.0 3.4 3.9 o.7 2.4 4.4 14.2

2002 1.2 2.5 4.1 0.9 2.9 3.5 9.6

2003p 5.1 5.8 4.5 3.1 6.5

20O4p 4.5 5.0 5.0 4.0 6.0

Source : ADB Reports ( Va

95

'ious lssues ) 2003



Annexure .i.9.
a. 1 -

,l | '\.. Table2.

Selected South and South-West Asian economies:

growth rates 1999-2002

Rates of Growth

Gross domestic

product

Agriculture Industry Services

lndia 1999 6.1 0.3 4.8 10.1

2000 4.4 -0.4 6.6 5.6

2001 5.6 5.7 3.3 6.8

2002 4.4 -3.1 6.1 7.1

Pakistan 1999 2.8 -5.6 2.3 4.5

2000 5.9 3.8 9.1 5.0

2001 4.8 4.7 5.0 4.8

2002 6.5 5.5 7.0 7.4

Sri Lanka 1999 4.3 4.5 4.8 4.0

2000 6.0 1.8 7.5 7.0

2001 -1.4 -3.0 -2.0 -0.5

2002 3.0 2.8 1.3 3.9

Source: Economic and Social Survey of Asia and the Pacific 2003
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i" ' AnnexureiY.

Table .!.

iouth and South-West Asian economies: rates of gross

domestic savings and investment of GDF, 1999-2002

Percentage

1999 2000 2001 2002

Saving i as a percentage of GDP

lndi a 23.1 2.4 24.0 25.,0

Pakis tan 12.3 15.6 15.9 15.2

Sri La nka 19.5 17.4 15.3 15.5

Investn rent as a percentage of GDP

lndi 24.2 24.O 23.7 23.9

Pakis tan 15.6 16.0 15.9 13.9

Sri La nka 27.3 28.0 22.0 24.1

Sou e: Economic and Social Survgy of Asia and the Pacific 2003
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Annexure..k.

Table..5.

Selected South and South-West Asian Economies : Inflation and

money supply growth (M2l 1999-2002

source: Economic and social survey of Asia and the pacific 2003

Percentage

1999 2000 2001 2002

Inflation

f ndia | 3.4 3.8 4.3 | 3.5

Pakistan 5.7 3.6 4.4 3.5

Sri Lanka 4.7 6.2 14.2 9.5

Money supply growth (M2)

India | 17.1 15.2 14.3 | 17.2

Pakistan 433 12.1 11 .7 't4.8

Sri Lanka 13.3 12.8 14.4 't9.5

:98:
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annexure !L.4

raure .5-&

P Growth Rates in the World Economy, 1996-2004

r 996 1997 1998 r999 2000 2001 2002 2003p 2004p

World 4 1.2 2.8 3.6 4.8 2.4 3 3.2 4.1

Advanced

econom ier {G7)

2.7 3.2 2.E 3 3.5 0.8 1.6 2-1 3.1

Developi n

countries

6.6 5.9 3.5 3.9 5.7 4.1 4.6 5.1 5. 9

Developi n Asia 8.3 6. 6 1 6.2 6.8 5.8 6.4 7.4 7.8

ASEAN.4 7.3 3.tl -9.4 2.9 5.2 2.9 4.3 1.5 5.9

South Asii 7.5 ,f.5 6 5.7 4.5 5 4.2 6.S 7.2

So rce : South Asia Development & Cooperation Report - 2OO4
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Annexure .'...

/
Table ..t1.

Selected South and South-West Asian economies:

budget and current account balance as a

percentage of GDP, 199E-2002

Percentage

Source: Economic and Social Survey of Asia and the pacific 2003

{999 2000 2001 2002

Budget balance as a percentage of GDP

lndia -5.4 -5.6 -5.9 -6.5

Pakistan -6.1 -6.4 -5.3 -7.O

Sri Lanka -6.9 -9.5 -10.s -8.5

Current Account balance as a percentage of GDP

lndia -1 .1 -0.6 0.3 1.1

Pakistan -4.1 -1.9 -0.9 2.2

Sri Lanka -3.6 -6.4 -1.7 -3.6

:100:
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Rnnexure .Y.{/

Table .7

least developed countriesin South and South-

t Asia: budget and current account balance as

a percentage of GDP, 1999-2002

Percentage

1999 2000 2001 2002

Budget balance as a percentage of GDP

Bangl rdesh -4.8 -6.2 -5.5 -4.3

Bhr tan -1.6 -4.1 -11.8 -6.8

Malc tves -4.2 -4.9 -5.3 -7.6

Ne ral -5.3 -4.7 -5.8

Current account balace as a percentage of GDP

Bangl rdesh -0.8 -0.7 -1.0 -0.6

Bh L tan -22.5 -z 6.8 -23.4

Malc tves -14.6 -9.5 -10.7

Ne cal -5.1 -5.6 -6.2 -6.0

Sou Economic and Social Survey

:10d:

of Asia and the Pacific 2003
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Annexure ....:

Table .&.

Selected least developed countries in South and

South-West Asia: growth rates, 1999-2002

Percentage

Rate of Growth

Gross

domestic

product

Agriculture Industry Service

Bangladesh 1999 4.9 4.7 4.9 4.9
2000 5.9 7.4 6.2 5.2

2001 5.3 3.1 7.4 5.3
2002 4.8 2.8 6.1 5.1

Bhutan 1999 7.4 5.3 11.6 5.2
2000 5.7 4.7 4.O 9.1

2001 6.6 3.2 13.4 6.6
2002 5.7

Maldives 1999 7.4 3.3 6.8 7.8
2000 4.6 -0.2 -4.4 -6.3
2001 2.1 1.6 3.7 1.6

2002 2.0 1.4

Nepal 1999 4.5 5.9 6.0 5.4
2000 6.4 5.0 8.9 6.2
2001 4.9 4.2 2.7 7.0
2002 0.8 1.7 0.2

source: Economic and sociat tl{dgv of Asia and the pacific 2003
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l.Irrarall Ficnal Dncifinn nf fha

South Asian Eeonorhies {% of GDP)

Country B lngladesh Bhutan lndia Maldives Nepal Pakistan Sri Lanka

Year

1997 -4.3 -2.6 -7.3 1.4 -3.9 -6.4 -7.9

1998 -4.1 1.0 -:,- U -1.9 -4.6 -7.6 -9.2

1999 -4.8 -1.9 -9.5 -4.1 -?o -6.1 -7.5

2000 -6.2 -4.1 -9.5 -4.4 .? ? -6.6 -9.9

2001 -5.0 -'t 1.8 -9.9 -4.7 -4.5 -5.2 - 10.8

2002 -4.6 -6.8 -10.1 -7 2, _?o -5.2 -8.9

2003p -6.0 -9.5 -2.8 -4.4

Q+uree : ADB
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Annexure ..'i.!l

Table --Ld---

Region-wise Share in Global Exports in Percentage

Source : South Asia Development & Cooperation Report - 2004

1980 1985 1990 1998 2000 2001 2002

lndustrial Countries 65.01 67.91 71 .37 67.77 63.15 63.19 62.39

Developing Countries 34.99 32.09 28.63 32.23 36.85 36.81 37.61

Africa 4.93 3.47 2.44 1.81 1.98 1.94 1.89

Asia 8.18 10.91 13.06 18.09 19.8 19.3 20.03

South Asia 0.68 0.76 0.8 0.9 0.99 1.03 1.08

East Asia 6.58 8.7 10.45 14.28 14.86 18.28 18.95

China Mainland 0.93 1.45 '1.81 2.91 3.95 4.34 5.1 1

Western Hemisphere 5.46 5.48 4.O7 4.37 5.58 5.59 5.37

:106:
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Annexuf€ : {rri''

Table -:t.Y'

mary of Commitments under GATs made by

ountries by Modes of Supply (Percentage of

commitments on service activities)

Source : South Asia Development & Coop Report - 2003 ( R t) )
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Tariff

AnnexUig V v tl-

'la
Table J-{

Escalation in the "Quad" by 2-digit lSlC (lndustry)

United

$tates
2001

Canada
2002

EU(15)
2002

Japan
2002t03

Food bev<
and tobac

rages
)o

First stage of
processing

3.2 7.9 12.4 25.4

Semi-processed 9.0 6.8 19.1 30.3

Fully-processed 1 3.1 34.3 18.8 22.6

Textiles a
leather

rd First stage of
processing

2.2 1.0 0.9 9.8

Semi-processed 9.8 7.4 6.7 6.8

Fully-processed 10.3 13.5 9.7 12.0

Non-meta
mineral pl

rc
oducts

First stage of
processing

0.0 0.0 0.0 0.0

Semi-processed 2.3 0.7 2.9 1.5

Fully processed 5.4 3.8 4.0 1.1

Basic met a First stage of
processing

0.3 0.0 0.0 0.4

Semi processed 2.1 0.9 1.9 1.1

Fully processed 2.5 3.0 0.0 3.0

Source : WTO Annual RePort - 2003
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anngauTs 4-

raure...1.{

Sectoral Gomposition of Production in South Asia (as

per cent of GDP)

Source : ADB Report[several issuegr)

:112:

Region Ag riculture Industry Services

Country 1991 2002 1991 2002 1991 2002

South Asia 30.7 24.6 25"6 26.3 43.7 49.1

Bangladesh 29.5 2'1.9 21.1 25.5 49.4 52.6

Bhutan 43.1 33.9 25.0 37.4 32.9 31.6

lndia 31.3 25.0 27.9 25.9 40.9 49.2

Maldives 20.6 9.5 17.1 15.5 62.3 7 5.0

Nepal 48.6 40.6 17.9 21.8 35.5 40.8

Pakistan 25.7 24.2 25.8 22.4 48.6 53.4

Sri Lanka 22.2 20.1 26.6 26.3 51.3 53.6
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Annexure ,IYIY

taarc ...1.9

Contribution of Different Sectors to Output Growth of South

Asian Countries (per cent)

Country Bangladesh Bhutan lndia Maldives Nepal Pakistan Sri
Lanka

Year

Agriculture

1985-90 26.12 34.37 29.01 9.6 51.57 22.73 21.41

1990-95 19.48 37.85 26.32 n.a. 32.75 26.27 14.86

1995-02 17.62 30.29 21.37 7.2 39.23 22.34 21.36

Industry

1985-90 20.78 31 .18 30.41 13.0 17.16 28.61 27.72

1990-95 28.79 42.97 26.77 n.a. 28.70 22.65 28.85

1995-02 27.87 39.17 23.76 20.8 20.77 21.17 24.73

Services

1985-90 53.1 0 34.75 40.58 77.40 34.11 28.61 50.87

1990-95 53.73 22.80 46.91 n.a. 41.45 51.08 56.1 3

1995-02 54.57 33.57 54.87 72.0 43.89 56.49 53.99

Source : ADB ffi. Rnfc^l1s ({ent^a-l lrst'"!2
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t l'l
Table ....1..-l

ual Average Growth of Primary commodity Prices of Direct

Relevance to the LDCs.

1989-1993 1994-1997 1998 1999

Total -3.8 6.0 -13.0 -14.2

All Food -2.8 7.3 -14.3 -18.3

Food -1.7 4.8 -13.8 -1 8.1

Tropical beverages -8.2 23.3 -17.3 -20.9

Coffee -10.8 31 .3 -28.5 -23.2

Tea 1.9 4.9 4.3 -0.7

Agricultt re raw materials -1.3 2.6 -10.8 -10.3

Tobaccc 3.1 7.6 -5.5 -7.0

Cotton -0.6 10.4 -8.3 -22.9

J ute -1.5 5.8 -14.2 -2.0

Ores an I metals -7.4 5.6 -16.5 -1.8

Copper -5.6 6.3 -27.3 -4.9

Crude p rtroleum 4.2 5.0 -31.8 -7.6

Source UNCT

:11

AD - 2000
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AnnexureV'>

Table A?
Post-UR Tariffs in Quad Countries on Select ltems of

Exports from Developing Countries

Production description EU Japan USA Canada

Milk (>3%fat) 113 220 66 241

Milk in powder with or without sugar 55-66 160-280 55-85 243-243

Yogurt and Butter 69 300-620 63-80 238-300

Cereals and Preparation 32-84 70-900 o-2 1'-77

Groundnuts. shelled 0 470 132 0

Cane sugar, raw and white 71-73 85-100 77-90 7

Grape juice 215 30 14 10

Coffee preparations 8 130 27 0

Tea preparations, essences 0 100 91 0

Smoking tobacco 52 30 310 5

Industrial products

Woven fabrics of >80% combed
wool

12 8 25 14

Babies garments, knitted or croch
synthetic fibres

11 22 16 18

Women's blouses and trousers
knitted or croch., man-made fibres

11 9-11 32 18

Men's shirts, woven, of cotton and
man made fibres

11 7 20-28 17 -18

Waterproof footwear 13 27 38 20

Footwear with Leather uppers 6 140 10 1B

Ceramic tables, kitchen,-ware, etc.
Drinking glasses of glass glassware
for kitchen, toilets, etc.

8-9 0 28-29 0

Source : UNCTAD/WTO, 2000

.116
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