Choice of South Asia: Choose to Swim, Rather than Sink, in the Global Cross Currents

                                                                                                                                                                                              In 1998, Dr. Mahbub-ul-Haq had eloquently argued that globalization was no longer an option, and developing countries have two choices: learn to manage the process, or down in the global cross currents.
The 2009 Report on Human Development in South Asia comes a little over a decade after this insight – a decade which has seen South Asia choose to swim, rather sink, in the global cross currents.

The region has undergone tremendous liberalization in most sectors of its economy and the impact of this integration with global markets is now both widespread and deeply felt. However, the link between trade, growth and human development has been neither direct, nor consistent across South Asian economies and sectors.

The central thesis of this year’s report is that the post-2001 ‘Doha Round’ of trade negotiations has largely been a story of unfulfilled promises for the countries of South Asia. There is no denying fact that international trade can bring many benefits to developing countries and the Doha Round was supposed to help realize these benefits by explicitly factoring in the developmental needs of developing countries.

However, for developing countries, the potential benefits from trade are still largely unrealized.  Developing countries still suffer from the unfair agricultural subsidies of developed countries while the removal of industrial tariffs, imposition of intellectual property rights, and environment and health-related standards hurt the domestic manufacturing sector.

The most direct impact of trade liberalization on the poor takes place through two channels: prices and employment. The post-liberalization era in South Asia has been characterized by higher prices, loss of employment opportunities in sectors that absorb unskilled and low-skilled labour and an increase in the volatility of both prices and employment.

The implementation of the World Trade Organization’s Agreement on Agriculture (AOA) was supposed to benefit developing countries by reducing distortions in and opening up the global agricultural market.  However, developed countries still continue to heavily subsidize their agricultural sector, thus hurting farmers in poor countries by leading to lower world prices for agricultural commodities and threatening the security of their livelihoods.

While the trade policies of South Asian countries have largely focused on protecting and strengthening manufacturing at the expense of agriculture, the latter is unarguably the most important sector in the region.

In South Asia, the state of agricultural trade has deteriorated after the 1995 trade reforms. The trade reforms in agriculture have affected poverty through several channels in South Asia. First, labour-intensive crop production has been replaced by capital intensive techniques.  Second, cheap imports have been introduced into the market.  
Third, the shift of production from food crops to cash crops and the use of food crops for bio-fuels has increased the exposure of developing countries to volatility in international market prices and led to a deterioration of the food security of millions of the poor people.
A unique feature of South Asia’s structural transformation is that the declining share of agriculture in total output has not been met by a rise in the share of manufacturing output. 

In many ways, the services sector is the most dynamic component of the South Asian economy today and in 2008 it contributed to 53.2 per cent of the GDP of the region.  However, trade in services is a relatively recent phenomenon.

South Asia has opened up its services sector to foreign participation quite rapidly in the past decade but the process has been impeded by a number of challenges. First, trade and commerce ministries in the region are often ill-equipped to perform a thorough analysis of sectoral competitiveness and requirements.  Second, the growth of services depends on factors such as infrastructure, a highly skilled workforce, and strong legal and regulatory frameworks.
While South Asian countries have clearly articulated an outward-looking, export-driven trade policy, intra-regional trade has continued to take a back seat in trade policymaking.  Studies indicate that more than 55 per cent of South Asia’s intra-regional trade potential remains untapped. The region also lacks integrated production networks based on individual country comparative advantage.

The report comes up with the following key messages:

· Premature trade liberalization can seriously affect the industrialization process in South Asia.  Policy-makers need to develop dynamic comparative advantage by encouraging the movement up the value-chain, higher value-addition products.
· South Asia needs to be varying of signing North-South Regional Trade Agreement (RTAs) in an effort to expand trade further as these agreements tend to include WTO-plus requirements. South-South agreements may be more viable options, particularly with the growing income levels of some countries.

· The development of production networks within South Asia is largely limited by high logistic and transaction costs.  Apart from reducing intra-regional tariff rates, South Asian countries must improve trade-related infrastructure such as land customs stations, roads, railway links, warehouses and banking and telecommunication related facilities.
· Public investment in South Asia in social sectors such as health and education and nutrition remains amongst the lowest in the world and this limits the productive capacity of its people.  To encourage the exports of more skill-intensive, high-value products and services, governments must increase public spending on social sectors.

