DGP Roundatables Reports, Vol. 1, Issue 3

Roundtables on “Advancing BBIN Trade and Transit Cooperation”

India Habitat Center| New Delhi | October 4-5, 2016

1"/
&(

www.delhipolicygroup.org




DPG Roundatables on
Advancing BBIN Trade and Transit Cooperation
October 4-5,2016

Contents

Abstract of Proceedings and Power Point Presentations

Programme
Roundtable Discussion on BBIN Trade Cooperation

“Rapporteur’s Note: Advancing BBIN Cooperation” by Mr. Sanjay Pulipaka, Senior
Consultant, ICRIER

Keynote Speech by Dr. A. Didar Singh, Secretary General, Federation of Indian
Chambers of Commerce & Industry (FICCI)

“Bangladesh’s Perspective on BBIN Trade Cooperation’, Presentation by Dr. Selim
Raihan, Professor, Department of Economics, University of Dhaka an Executive
Director, SANEM

“Bhutan’s Perspective on BBIN Trade Cooperation”, Presentation by Amb. Dago
Tshering, Former Bhutanese Ambassador to India

“India’s Perspective on BBIN Trade Cooperation” Presentation by Prof. Partha Pratim
Pal, IIM Kolkata

“Nepal’s Perspective on BBIN Trade Cooperation” Presentation by Mr. Swarnim
Wagle, Member, National Planning Commission, Nepal

“Summary of Presentation” by Mr. Bipul Chatterjee, Executive Director,
CUTS International

K ok ok ok K K Kk Kk Kk Kk ok ok ok



Roundtable Discussion on BBIN Transit Cooperation

“Bangladesh’s Perspective on BBIN Transit Cooperation”, Presentation by Dr.
Mohammad Yunus, Senior Research Fellow, Bangladesh Institute of
Development Studies

“Bhutan’s Perspective on BBIN Transit Cooperation”, Presentation by Dasho
Sonam Tshering, Former Secretary of Economic Affairs & Board Director
(Druk Holdings & Investments)

“Nepal’s Perspective on BBIN Transit Cooperation” Presentation by

Mr. Purushottam Ojha, Former Secretary, Ministry of Commerce and Supplies,
Nepal

“Summary of Presentation” by Mr. Pratim Ranjan Bose, Bureau Chief, The
Hindu Businessline

“BBIN Trade and Transit Meeting Summary Report” by Amb. Sanjay Singh

K ok ok ok ok ok ok ok K ok Kk Kk kK



Abstract of Proceedings and Power Point Presentations

The Delhi Policy Group (DPG) in partnership with the Asia Foundation organized
two roundtable discussions on “Advancing BBIN (Bangladesh-Bhutan-India-Nepal)
Trade and Transit Cooperation” on October 4-5, 2016. Four distinguished
participants, one each from Nepal, Bhutan, Bangladesh and India participated and
presented at each of the round-tables (eight in total. Representatives from the
Ministry of External Affairs, Embassy of Bangladesh, FICCI, CIlI, Land Port
Authority of India and Niti Aayog also attended the discussions. The discussion on
BBIN Trade and Transit addressed concerns and issues from the perspective of
each of the four countries; and brought out ideas and recommendations to assuage
issues and advance this cooperation.

The Roundtable on BBIN Trade opened with a keynote by Dr. A. Didar Singh,
Secretary General, Federation of Indian Chambers of Commerce and Industry
(FICCI). Dr. Singh highlighted that, since the impasse of the last SAARC Summit in
Kathmandu the prospects for BBIN Cooperation has brightened. Recently, BBIN
has received considerable political traction; and hence there is an increased focus
on development of BBIN trade and economic integration. The BBIN cooperation
will further people to people relationship and diminish political issues.

The BBIN trade roundtable identified the existing issues and made
recommendations to address the impediments in order to forward this economic
integration. Trade experts from all the four countries agreed that BBIN should
facilitate trade linkages by investing on better infrastructure, addressing issues
with non-tariff barriers/ non-tariff measures, creating value chains by enhancing
relations within the private sector. Further analysis shows that the establishment
of the BBIN economic corridor will help the landlocked countries of Bhutan and
Nepal to a great extent. Additionally, it can be identified that energy trade is the
future of this trade engagement and has large potential to push the overall
economic growth.

The Roundtable on BBIN Transit opened with a keynote address by Ms. Sripriya
Ranganathan, Joint Secretary, Bangladesh and Myanmar Division, Ministry of
External Affairs. Ms. Ranganathan stated that currently India’s Foreign Policy has
an increasing focus on improving relations with its neighbors. She reiterates that
Government of India is committed to advance regional integration. She highlighted
that BBIN Rail Agreement is currently a priority and negotiations continue. There



are also efforts to develop an e-knowledge network for the BBIN Countries.
Government of India is also looking at developing the North Eastern city of
Guwahatiinto an air transportation hub to improve connectivity between India and
its three eastern neighbors.

This session conducted an in-depth analysis on the prevailing state of Transit
cooperation inthe sub region. It is important to note, that the biggest challenges in
transit are anomaly in infrastructure of the four countries, lack of regulatory
harmonization, no effective interaction process between cross border businesses,
and lack of efficient coordination mechanisms between land port authorities,
businesses and logistical companies. In order to improve transit cooperation, it is
important to improve infrastructure and also maintain similar standards in all four
countries to ensure seamless connectivity. Additionally, developing soft
infrastructure and creating a secured electronic data management system, where
data can be fed and shared by the four countries should be a priority to ensure
hassle free transit without any threat to the security of the nations.

DPG does not take specific policy positions; accordingly, all views, positions, and conclusions expressed in
this publication should be understood to be solely those of the author(s).

© 2016 by the Delhi Policy Group (DPG)
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Roundtables on Advancing BBIN Trade and Transit Cooperation
Venue: Willow Room, India Habitat Centre
Lodhi Road, New Delhi
4 — 5 October, 2016

Programme
Rountable I: Advancing BBIN Trade Cooperation
Tuesday, 4™ October, 2016

Venue: Willow Hall, India Habitat Centre

10 :00-13:30 Hours

5 Minutes Welcome: Ambassador Hemant Krishan Singh, Director General, Delhi
Policy Group

5 Minutes Opening Remarks: Ambassador V.P. Haran, Chair for Trade Session

20 Minutes Keynote Speech: Dr. A. Didar Singh, Secretary General, Federation of

Indian Chambers of Commerce & Industry (FICCI)

30 Minutes Bangladesh’s Perspective on BBIN Trade Cooperation
Speaker: Dr. Selim Raihan, Professor, Department of Economics,
University of Dhaka and Executive Director, SANEM

10 Minutes Discussant: Mr. Pranav Kumar, Head of International Policy and Trade,
The Confederation of Indian Industry

30 Minutes Bhutan’s Perspective on BBIN Trade Cooperation
Speaker: Amb. Dago Tshering, Former Bhutanese Ambassador to India

10 Minutes Discussant: Mr. Pranav Kumar, Head of International Policy and Trade,
The Confederation of Indian Industry

Delhi Policy Group, Core 5-A, India Habitat Centre, Lodhi Road, New Delhi—110 003 Tel: (011)24653915
Website: www.delhipolicygroup.com E-mail: tanzoom@dpg.org.in
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10 Minutes Tea Break
30 Minutes India’s Perspective on BBIN Trade Cooperation

Speaker: Prof. Amita Batra, Professor, Centre for South Asian Studies,
Jawaharlal Nehru University

10 Minutes Discussant: Prof. Partha Pratim Pal, [IM Kolkata

30 Minutes Nepal’s Perspective on BBIN Trade Cooperation
Speaker: Mr. Swarnim Wagle, Member, National Planning Commission,
Nepal

10 Minutes Discussant: Prof. Partha Pratim Pal, [IM Kolkata

13:30 -14:30 Lunch

14:30 -17:00 Hours

14.30 - 16.30 Comments by Amb. Tarig Karim, Former High Commissioner of

Bangladesh to India; followed by Open Floor Discussion

16:30-17:00 Concluding Session
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Roundtable II: Advancing BBIN Transit Cooperation
Tuesday, 5™ October, 2016

Venue: Willow Hall, India Habitat Centre

10 :00-13:30 Hours

5 Minutes Welcome: Ambassador Biren Nanda, Senior Fellow, Delhi Policy Group
5 Minutes Opening Remarks: Prof. Prabir De, Chair for Transit Session
20 Minutes Keynote Speech: Ms. Sripriya Ranganathan, Joint Secretary (BM),

Ministry of External Affairs

30 Minutes Bangladesh’s Perspective on BBIN Transit Cooperation
Speaker: Dr. Mohammad Yunus, Senior Research Fellow, Bangladesh
Institute of Development Studies

10 Minutes Discussant: Mr Bipul Chatterjee, Executive Director, CUTS
International, Jaipur

30 Minutes Bhutan’s Perspective on BBIN Transit Cooperation
Speaker: Dasho Sonam Tshering, Former Secretary of Economic Affairs
& Board Director (Druk Holdings & Investments)

10 Minutes Discussant: Mr Bipul Chatterjee, Executive Director, CUTS
International, Jaipur

10 Minutes Tea Break

30 Minutes India’s Perspective on BBIN Transit Cooperation
Speaker: Dr Manoj Singh, Adviser, Niti Aayog, New Delhi

10 Minutes Discussant: Mr. Pratim Ranjan Bose, Bureau Chief,
The Hindu Business Line

Delhi Policy Group, Core 5-A, India Habitat Centre, Lodhi Road, New Delhi—110 003 Tel: (011)24653915
Website: www.delhipolicygroup.com E-mail: tanzoom@dpg.org.in
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30 Minutes Nepal’s Perspective on BBIN Transit Cooperation

Speaker: Mr. Purushottam Ojha, Former Secretary, Ministry of
Commerce and Supplies, Nepal

10 Minutes Discussant: Mr. Pratim Ranjan Bose, Bureau Chief,
The Hindu Business Line

13:30 -14:30 Lunch

14:30 -17:00 Hours

14:30 -16:30 Presentation and Comments on BBIN Transit Cooperation by Mr. Sanjay
Pulipaka, Senior Fellow, ICRIER followed by Open Floor Discussion

16:30-17:00 Concluding Session
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“Next Steps to Strengthen the Sub-
Regional Cooperation”

Presentation by
Sanjay Pulipaka
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- “Next Steps to Strengthen the Sub-Regional Cooperation ” Presentation by
Mr. Sanjay Pulipaka, Senior Consultant, ICRIER

An important objective of the evolving Bangladesh, Bhutan, India and Nepal (BBIN)
cooperation is to deepen regional integration for peace, stability, and prosperity.1
The BBIN framework seeks to achieve this by promoting cooperation in trade,
finance, energy, infrastructure and implementing projects in time-bound manner. 2
A significant achievement in this direction has been the agreement on the
Regulation of Passenger, Personal and Cargo Vehicular Traffic between
Bangladesh, Bhutan, India and Nepal (BBIN MVA).

Various geopolitical factors contributed to the progress of the BBIN framework.
The SAARC has been witnessing slow movement for decades and the downturnin
India-Pakistan relations also contributed to delay in South Asian regional
integration. As aconsequence, the locus of regional cooperation has witnessed shift
eastwards resulting in the emergence of frameworks such as BBIN and the Bay of
Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation
(BIMSTEC). Improved relations between India and Bangladesh also hastened the
evolution of such frameworks. Further, international actors such as Asian
Development Bank (ADB) and Japan, through its Official Development Assistance
(ODA), have been prioritizing the infrastructure development in and around India’s
easternfrontiers. Forinstance, Japan International Cooperation Agency (JICA) has
approved a soft loan of Rs.15,000 crore for construction of approximately ten
highways (1,000 kms of roads) in Northeast Indian states such as Mizoram,
Meghalaya, and Manipur. 3 Similarly, Japan has launched The Bay of Bengal
Industrial Growth Belt (BIG-B) to strengthen infrastructure in Bangladesh. All this
contributed to the signing of BBIN motor vehicles agreement in 2015.

The BBIN MVA has seventeen articles with three annexures. The following are
some of the important components of the MVA: Only ‘authorized operators’ will be
permitted for passenger and cargo transport; operators cannot carry passengers
within another country; multiple entry permits will be issued which will be valid for
one vyear; installation of tracking systems; and refers to the necessity of
operationalising international road signs/signals on the specified routes.4 While the

1 “Meeting of the Ministers of Transport of Bangladesh, Bhutan, India, and Nepal on the Motor Vehicles Agreement for
the Regulation of Passenger, Personal and Cargo Vehicular Traffic between Bangladesh, Bhutan, India, and Nepal,”
Ministry of External Affairs, Government of India, available at http://www.indianembassythimphu.bt/pages.php?id=283
2|bid.,

S Rajat Arora, "Japan may back 10 Northeast highway projects", Economic Times, April 05, 2016
http://economictimes.indiatimes.com/news/economy/infrastructure/japan-may-back-10-northeast-highway-
projects/articleshow/51691573.cms

4 “Motor Vehicles Agreement for the Regulation of Passenger, Personal and Cargo Vehicular Traffic between
Bangladesh, Bhutan, India and Nepal,” Ministry of Road Transport and Highways, Government of India, June 15, 2015,
available at http://www.morth.nic.in/showfile.asp?lid=1715



http://www.indianembassythimphu.bt/pages.php?id=283
https://www.rediffmail.com/cgi-bin/red.cgi?red=http%3A%2F%2Feconomictimes%2Eindiatimes%2Ecom%2Fnews%2Feconomy%2Finfrastructure%2Fjapan%2Dmay%2Dback%2D10%2Dnortheast%2Dhighway%2Dprojects%2Farticleshow%2F51691573%2Ecms&isImage=0&BlockImage=0&rediffng=0&rogue=a95016b78eb521b26c83db56ae77303f736fa8d4
https://www.rediffmail.com/cgi-bin/red.cgi?red=http%3A%2F%2Feconomictimes%2Eindiatimes%2Ecom%2Fnews%2Feconomy%2Finfrastructure%2Fjapan%2Dmay%2Dback%2D10%2Dnortheast%2Dhighway%2Dprojects%2Farticleshow%2F51691573%2Ecms&isImage=0&BlockImage=0&rediffng=0&rogue=a95016b78eb521b26c83db56ae77303f736fa8d4
http://www.morth.nic.in/showfile.asp?lid=1715

MVA is a significant step forward, the following measures may be considered for
further strengthening the BBIN sub-regional grouping:

In addition to developing regulatory frameworks, the governments should
focus on creating platforms, specifically in the energy sector, that will hasten
the participation of private sector.

There is a need for bringing-in the regional planning frameworks in
conceptualising the integrated customs posts to facilitate cross-border trade
and passenger movement. This will require coordinating among various
levels of government resulting in the emergence of smart-border towns.

While the welfare gains are discussed often, the cost associated with regional
cooperative frameworks such as stress on infrastructure should also be
discussed.

In addition to road connectivity, there is need focus on rail and waterway
connectivity among the BBIN countries.

Given the diversity and scale of issues that need to be addressed,
institutional frameworks such as BBIN secretariat or a BBIN centre should
be operationalised. This nodal centre will work in close collaboration with
various ministries in all the BBIN countries such as the MDONER in India.

Technology should be used to strengthen the government agencies that are
dealing with the BBIN trade on the ground. A BBIN App can be developed to
facilitate deployment of technology to empower the traders/users to
become active participants in improving the BBIN processes.

There is a need to study the ASEAN Customs Transit Systems (ACTS) more
closely toidentify best practices. For instance, the ACTS is working to ensure
that there is a single Electronic Goods Declaration Form, whereas the BBIN
MVA stipulates 11 such forms.

There is a need to study the possible impact of enhanced BBIN trade on
ethnic politics of the region.

While working to strengthen the BBIN framework, it is important to carry
forward the bilateral trade discussions forward. It is distinctly possible that
the forward movement on bilateral trade will spill-over into BBIN
frameworks.
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“Advancing BBIN Trade Coop: BBIN
trade connectivity - Recent
developments, hurdles and possible
solutions”

Presentation by
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Secretary General, FICCI



Advancing BBIN Trade Coop:

BBIN trade connectivity - Recent
developments, hurdles and possible
solutions

A. Didar Singh
Secretary General, FICCI
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BBIN region in recent times

A sub-regional initiative under SAARC

Considerable political traction and alignment at
highest political level

Strategic shift by India — Look East to Act East

Major investments in infrastructure related to multi-
modal connectivity

Number of bilateral and multilateral agreements
inked in the region

Greater action on people-to-people connectivity

(Fica



BBIN: Linking South Asia with Southeast Asia

Bangladesh, Bhutan, India, Nepal (BBIN) envisages improvement
in sub-regional economic cooperation and greater connectivity

Aims to enhance intra-regional trade relations
Aims to realise regional connectivity goals with Southeast Asia

Aims to enhance integration with regional value chains. Would
support and reinforce India’s trade agreements in the region.

Aims to develop the North Eastern Region of India through cross-
border cooperation

“Implementation of BBIN Motor Vehicle Agreement (MVA) could
potentially increase intraregional trade within South Asia by almost 60% kFrIC Cl
and with the rest of the world by over 30%” — World Bank Study _



BBIN: An Important Vehicle for Furthering India’s FTA/Eco.
Engagement

India’s FTA Engagement in South Asia

SAFTA

APTA (formerly known as Bangkok Agreement)

BIMSTEC

India-Sri Lanka FTA

India-Afghanistan PTA

India-Bhutan Trade, Commerce and Transit Agreement
India-Nepal Treaty of Trade - Agreement of Co-operation to
Control Unauthorized Trade; and Treaty of Transit

India’s FTA Engagement in Southeast Asia

e India-ASEAN CECA

e India-Singapore CECA

e [ndia-Malaysia CECA

e India-Thailand Free Trade Agreement (Early Harvest
Scheme)

e Regional Comprehensive Economic Partnership (RCEP)
— (ASEAN + 6) regional trade agreement under
negotiations




Landscape of Major Regional Trade Agreements

Australia
Japan
New Zealand

RCEP

China
Rep of Korea

United States

Canada
BBIN Chile
. Brunei Peru
Sri Lanka Bhutan Malaysia Mexico
Pakistan Bangladesh Singapore

Afghanistan
Maldives

Nepal Vietnam

Lao PDR
Myanmar
Indonesia
Philippines
Thailand
Cambodia




Total intra-regional trade in SAARC (2015)
USD 46.51 bn (some 4% of total global trade)

(Source: International Trade Centre, Intracen)

India’s share in total intra-regional trade in SAARC (2015-16)

USD 21.60 bn (around 46.44%)
(Source: Export-Import Data Bank, MoC&l, Gol)

India’s bilateral trade with:
Bangladesh (2015-16): USD 6.46 bn
Bhutan (2015-16): USD 0.72 bn

Nepal (2015-16): USD 4.28 bn
(Source: Export-Import Data Bank, MoC&l, Gol)

India’s total trade with BBIN countries
USD 11.46 bn

(Fica



Trade Connectivity is the Key

Roadways

(Fica



Recent positive developments in roadways

connectivity

BBIN Motor Vehicle Agreement signed on June 15, 2015

Trial runs from Kolkata-Dhaka-Agartala and Dhaka-Kolkata-New
Delhi have already been done

Letters of Exchange between Nepal and India for transit between
Nepal and Bangladesh through Kakarbitta-Banglabandh corridor

Protocols for passenger vehicles agreed upon and protocols for
cargo vehicles being finalised

Bridge on river Feni to connect Sabroom of Tripura with the
Chittagong Sea Port

Kaladan Multi-Modal Transit Transport Project expected to be
completed in 2016

Rs. 20,000 crore road projects declared by the Indian Government
in the North-East (Ficci



Larger connectivity initiatives
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BBIN proposed routes
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Waterways
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Recent developments in Maritime

connectivity

Delimitation of the Indo-Bangladesh Maritime Boundary in July 2014,
welcomed by both countries

Agreement on the Coastal Shipping in June 2015 and Standard Operating
Procedure (SOP) signed in November 2015

Coastal shipping started from March 2016. Earlier freight charges (via
Colombo or Singapore) between USD 1,700 to USD 2,400 (per container of
4,000-5,000 tonnes) with transit time of around 30 to 40 days, expected to
be reduced to around USD 400 and 8-10 days respectively

MoU between India and Bangladesh on the use of Chittagong and Mongla
Ports to majorly benefit Nepal and Bhutan as well via transit

Letter of Exchange between Nepal and India to provide for transit facilities
for Nepal through the Vishakhapatnam port

India launched the Sagarmala project in July 2015 comprising of 150
projects with plans to invest Rs. 12 lakh crore under various programmes

(Fica



Coastal shipping routes

KOLKATA ® /i @ CHITTAGONG
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Mumbai-Chittagong (via Singapore): 3,365nm



Recent developments in Inland Waterways
connectivity

* Protocol on Inland Waterways Transit and Trade
(PIWTT) between India-Bangladesh, renewed and
now provisions for automatic renewal every 5 years.

* India pans to invest INR 25 lakh crores in a phased
manner to improve Inland Waterways and to
increase the share of coastal/ IWT mode in the

country’s total transportation volumes from 6-7% to
10% by 2019-20

* Bangladesh Regional Inland Water Transport Project
initiated to improve the navigability of 900 km of
Inland Waterways along Dhaka-Chittagong a/n.d
Dhaka-Ashuganj river corridors (Ficc



Railways




Recent developments in Rail connectivity

Letters of Exchange between Nepal and India on Rail Transport

In addition to Dhaka-Kolkata, a second railway line between Khulna and
Kolkata has been planned

Bangladesh, Bhutan, India and Nepal (BBIN) Railway Agreement, being
explored

Indian Government investing INR 7,000 crores in rail projects in North East
to connect all seven NE states with 18 already ongoing projects in the
region covering 2,254 km and likely completion between 2016-17 to 2019-
2020

India also working on Jiribam-Moreh and Tamu-Kaley rail links, which will
connect India to Myanmar, respectively, and will also be part of the Trans-
Asia Railway network

Bangladesh Railway is looking to revive five routes to India. The routes are
Benapole-Bangaon, Birol-Radhikapur, Akhaura-Agartala, Banglabandha-
Shiliguri-Nepal and Khulna-Kolkata

Bangladesh is converting the Dinajpur-Birol-Radhikapur tracks from nfﬁ&:l
gauge to broad-gauge -



Recent developments in institutional

connectivity and cooperation

Establishment of South Asia Regional Standard Organisation (SARSO)
which started functioning from April 2014 and has now developed
regional (SAARC) standards on six products that are of interest to regional
trade

Bilateral Cooperation Agreement between the Bangladesh Standards and
Testing Institution (BSTI) and Bureau of Indian Standards (BIS)

MoU between Council of Scientific and Industrial Research (CSIR), India,
and University of Dhaka, Bangladesh for Joint research on Oceanography

MoU between India and Bangladesh on Blue Economy and Maritime
Cooperation

MoU between the Coast Guards of India and Bangladesh to ensure jointly
marine security and prevent crimes at sea

Inauguration of Muzaffarpur-Dhalkebar transmission line (Initial supply of
80 MW, to be augmented to 200 MW by October 2016 and 600 MW by

December 2017) kf
FICCI



Recent developments in people-to-people
connectivity and cooperation

Ratification of the Land Boundary Agreement on 6" June, 2015

MoU and mode of operation of Border Haats with Bangladesh for
setting up Border Haats on India-Bangladesh Border.

MoU between India and Bangladesh on the prevention of human
trafficking

MoU between Jamia Milia Islamia, India and University of Rajshahi
of Bangladesh to develop academic and cultural exchanges

Agreement between the Bharat Sanchar Nigam Limited (BSNL) and
Bangladesh Submarine Cable Company Limited (BSCCL) to boost the
signal strength of Internet available in the North-East of India

MoU- Nepal Academy of Music and Drama & Sangeet Natak
Academy

(Fica



Hurdles and possible solutions
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Availability of proper infrastructure at ports
and corridors

Effective and efficient infrastructure is lacking. Some of the
important ports that are used for transit cargo, a point of particular
interest for Bhutan, Nepal and Bangladesh, like Banglabandha in
Bangladesh (opposite Phulbari) and Panitanki/ Naxalbari in India
(opposite Kakkarbhita in Nepal) lack the infrastructure like parking
space, quarantine office/ testing facilities, proper customs quarters/
offices, basic amenities, proper roads, etc.

In terms of the waterways, 24x7 navigational aids are not available
for many channels and routes, making them less efficient and
jacking up transit time and cost

In terms of railways, incompatible transport technology platforms
are affecting interoperability. For example a major part of the rail
system in Bangladesh is meter gauge and is incompatible wPh the
Indian broad gauge systems. Ficcl



Availability of proper infrastructure at ports

and corridors

Not enough thrust on the inter-modality is observed. While all three
modes, roads, rail and waterways are seeing infrastructure development,

emphasis needs to be given on inter-connections between these various

modes and putting in place the missing links between them.

Possible solutions:

Improving the existing infrastructure and exploring common infrastructure
wherever possible to lower capital costs. Eg -the one-stop border post at
Chirundu Border Post between Zambia and Zimbabwe, where both
countries use same infrastructure thereby lowering capital and
operational costs.

The region will need major infrastructure enhancements in most ports,
land, sea or riverine to be able to effectively exploit the connectivity
visions for the region

(Fica



Insurance and guarantee of cargo in transit

* Major issues of guarantee of goods in transit and also
insurance. Regulations are not harmonised across borders and
there aren’t many third party logistics services available to act
as aggregators and book cargo from multiple traders, through
multiple countries.

e Lack of mechanisms to transport less-than-truckload (LTL) and
those relating to sabotage also need to be looked at,
particularly from the view point of small and medium
enterprises in the region

Possible solutions:

 Acceding to conventions like the TIR convention and also
encouraging third party logistics services in the region will help.
Appropriate custom policies and related infrastructure needed
to enable small players to benefit from enhancement in t(ncea
and connectivity. -



Lack of institutional and requlatory
connectivity and harmonization

Institutional, regulatory & digital connectivity is a major issue. Without
regulatory (traffic rules, vehicle norms, safety norms, etc.) harmonisation
and/ or mutual recognition of standards and conformity assessment
procedures, non tariff barriers become a major hindrance when trading
between countries.

South Asia Regional Standards Organisation (SARSO) is a welcome
development in this direction.

The visa processes are also not harmonised and streamlined for a major
part of the region impeding people-to-people connectivity and
communication.

Possible solutions:

Promote higher cooperation between the state, national and trans-
boundary regulatory authorities through harmonization of relevant
regulations on transport (traffic, vehicle, pollution norms, etc.), food
safety, health sector regulations, financial sector regulations, etc. and;bo
creating the platforms/ institutional mechanisms for regular exchanga/Ficcl



Lack of institutional and requlatory connectivity and
Possible solutions: harmonization

* Acceding to international conventions eg. Convention on Road
Traffic, 1968, Convention on Road Signals and Signs, 1968,
Customs Convention on International Transport of Goods
Under Cover of TIR Carnets (TIR Convention), etc. Out of the
seven conventions promoted by the United Nations, India has
signed only 2, the Convention on Road Traffic and the
Convention on Road Signs and Signals and Bangladesh has
signed only the Convention on Road Traffic.

* Align domestic standards with international norms and also
build capacity of institutions

 The ambit of SRASO needs to be enhanced with a particular
thrust on Mutual Recognition Arrangements (MRAS).

 Stakeholder awareness on standards, regulations an
institutions need to be enhanced (Ficc



Capacity gaps and information asymmetry

 There are substantial gaps in understanding & operationalising
procedures and regulations. In many instances, understanding
on regulations and procedures vary across the border points
with the lack of clarity on the implementation aspects, leading
to different interpretations of policies and regulations across
the borders and also between different border points within the
same country.

Possible solutions:

* It will be important to do wide consultations to understand
capacity and information gaps.

* undertake thorough mapping of all relevant policies, rules and
regulations as applicable and make that available to all
stakeholders through a single web portal.

(Fica



Socio-Political and Security issues

* Some of the countries in the region experience volatile
political and social climates. At times legitimate domestic
security concerns impair cooperation dialogues and higher
cross-border trade (e.g. SPS regulations)

* Also, larger cooperation gains are not always in tandem with
how gains are perceived at the local level, leading to low
political buy-in at the local levels.

Possible solutions:

* It is important to use diplomatic channels and forums to
peacefully negotiate contentious issues with adequate
technical capacity building on how to undertake such trade
and transit related negotiations. Commercial diplomacy is a
discipline that needs to be more actively engaged with and
imbibed by political and diplomatic negotiators. (Frlca



Socio-Political and Security issues

Possible solutions:

 Countries could explore and evolve joint mechanism for
greater communication and surveillance at ports and sensitive
territories

* Creating political ownership of the developmental projects
through continued dialogues and capacity building of local
stakeholders

* Initiatives like Border Haats have the potential to create not
only the economic dividends but political (local gains),
security (lower informal trade) and peace (better cross-border
relationships) dividends. Such initiatives need to be promoted
and replicated

(Fica
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- “Bangladesh’s Perspective on BBIN Trade Cooperation”, Presentation by
Dr. Selim Raihan, Professor, Department of Economics, University of Dhaka an
Executive Director, SANEM

Though thereisastrongdemand for adeeper regional integration in South Asia, the
progress has been rather slow. Actual implementation of agreements often does
not match the declared ambitions, and in this context, lack of political will and
leadership, institutional weaknesses and capacity and resource constraints have
been argued to be the major impeding factors. The political rivalry between India
and Pakistan has often constrained the SAARC to be a functional regional forum.
The recent cancellation of the SAARC summit is such an example.

In order to take forward the regional integration process in South Asia a good and
effective initiative is the Bangladesh, Bhutan, India, Nepal (BBIN) initiative, which is
a sub-regional coordinative architecture of countries in South Asia. BBIN operates
through Joint Working Groups (JWG) comprising official representation from each
member state to formulate, implement and review quadrilateral agreements. Areas
of cooperation include water resources management, connectivity of power grids,
multi-modal transport, freight and trade infrastructure. Focused on the
subcontinent's northeast, it endeavored to cooperate on trade, investment,
communication, tourism, energy and natural resources development. Its objectives
have been expanded over years to incorporate substantial land and port
connectivity.

The economic needs and drivers for a deeper integration in the BBIN sub-region
are more prominent compared to these countries’ integration with the rest of South
Asia. Especially, a deeper integration among the BBIN countries is very important
to place BBIN as the gateway for further integration with China and Southeast
Asian countries. The political economy drivers also seem to be more favorable. In
the context of some structural factors, especially the political rivalry between India
and Pakistan, which has confined the progress of SAARC, and landlocked nature of
Nepal and Bhutan, the BBIN sub-regional initiative has seen a great interest from
the political elites from these four countries. The extra-regional drivers for BBIN
are also favorable as there are growing interests from the international
organizations like the Asian Development Bank (ADB) and the World Bank for
improvement in connectivity and infrastructural development in this sub-region.

As far as intra-BBIN trade is concerned, there are substantial potentials for the rise
inintra-regional trade. However, despite that India has already provided almost full



duty-free-quota-free of its market access to exports from South Asian LDCs,
Bangladesh, Nepal and Bhutan are facing escalated challenges to at least secure and
thento increase their exports to the Indian market. These challenges are related to
their limited export capacities, lack of diversification of their export baskets, and
various non-tariff measures (NTMs) and procedural obstacles (POs) due to
inadequate infrastructure and lack of support facilities both at home and in the
Indian market. However, streamlining of NTMs and removal of associated POs are
very important as such actions are likely to intensify further market integration in
the BBIN sub-region through development of regional value chains. These will also
encourage larger intra and extra regional investments in the BBIN sub-region,
which can be instrumental for growth integration among these countries. To make
these happen there is a need for policy integration among the BBIN countries.

Domestic capacities of the exporters in Bangladesh, Bhutan and Nepal need to be
improved to meet different international standard requirements. Unless and until
these exporters develop their capacities, they will not be able to diversify exports
and become competitive in the regional and international markets. A number of
supply side factors at home can actually undermine the exporters’ competitiveness
and constrain economic and export diversification. These factors are directly
associated with the domestic production and investment environment. Most
prominent of these factors are access to finance, weak physical infrastructure,
inefficient ports and high transport costs, shortage of skilled workers, technological
bottlenecks, lack of entrepreneurship and management skills, lack of information,
and high costs of doing business.

There are some signs of heightened ‘new’ commitment among political elites of the
BBIN countries. The recent speedy resolution of land boundary agreement (LBA)
between Bangladesh and India, the positive reception of the India-Bangladesh
Maritime Arbitration Award announced in July 2014, establishment of border
haats along the border between India and Bangladesh, and the BBIN Motor Vehicle
Agreement are signs of such ‘new’ political commitments.

However, the aforementioned ‘new’ commitments have not yet been translated
much to resolve the issues related to NTMs and POs discussed above. There is a
need to put renewed emphasis on this. There are some recent initiatives by the
Government of India to solve the trade infrastructural problems at the border by
setting up of Integrated Check Posts (ICPs) at major entry points on the land
borders between Bangladesh and India. Two such ICPs have been put in place



recently. Such ICPs need to be established at the borders between India and Nepal
and India and Bhutan.

There is also a need for cooperation among different institutions in the BBIN
countries to deal with NTMs and removal of POs. Cooperation is needed in a
number of areas for harmonization of TBT and SPS measures, Mutual Recognition
Agreements (MRAs) among respective organizations of these countries, and for
introduction of increased automation of their customs clearance procedure.
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Three drivers for a deeper regional integration

* Economic drivers: market
integration, investment
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Source: Raihan (2015)
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How do three sets of drivers work in South Asia and BBIN?

Economic drivers

Market integration

SAFTA, SATIS

Growth integration

Existing RVCs in textile and
wearing apparels

Energy cooperation,
connectivity

Investment integration

* SEZs in Bangladesh: Good steps

Weak.
Prospects of intra-regional
investment

Policy integration

Harmonization of trade and
investment policies
Harmonization of customs
regulations, standards, non-
tariff issues

Political economy drivers

* Primary institutions

* SAARC secretariat, relevant
ministries and organizations
(ex: MOC, MOF, NBR, Standard
organizations)

e Secondary institutions

* Private sector, business
associations, CSOs, think tanks,
media

(and rules governing primary and
secondary institutions)

* Regional public goods

* Regional infrastructure is very
weak. Border custom points,
connectivity weak. High
transaction cost

e Structural factors

* Landlockedness of Nepal,

Bhutan and Afghanistan, size of

India, India-Pakistan political
rivalry, trade through land

* Role of political elites

e ‘Trust deficit’?
e Hesitant and inconsistent
leaderships

Extra-regional drivers

In South Asia, countries are at
different levels and with
different patterns of integration
with the rest of the world.
Different extra-regional trade

agreements
* RCEP
* India’s FTA with ASEAN and East
Asian countries, EU

Extra-regional political factors
Development partners like
World Bank, ADB (SASEC)



How do three sets of drivers work in South Asia and BBIN?

Economic drivers Political economy drivers Extra-regional drivers
* Market integration * Primary institutions * In South Asia, countries are at
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Intra-regional trade in South Asia

 Common understa nding IS Regional import as % of  Regional export as % of
that intra-regional trade is country’s total import country’s total export
5% in SOUth ASia. 2006 2014 2006 2014
Afghanistan 42.4 33.4 29.7 60.6
* However, if we look at some [ gangladesh 13.1 15.8 2.5 1.9
numbers the picture is not Bhutan 70.0 72.6 28.5 74.1
that frustrating! India 0.8 0.6 5.2 5.8
Maldives 12.9 13.8 19.6 6.9
Nepal 37.5 52.2 38.9 62.2
Pakistan 4.4 4.2 9.4 12.8
Sri Lanka 20.3 20.8 9.3 7.9
Total region 3.9 4.5 5.9 7.0

Intra region trade 2006 =4.7% 2014 =5.5%

Data source: Raihan (2016) from ITC Trade MAP



Intra-regional trade in South Asia

SEO acstanding is

ade |

~NANC

Regional import as % of
country’s total import

2014

2006

Regional export as % of
country’s total export

2014

29.7 60.6

Bangladesh
Bhutan 28.5 74.1
India 5.2 5.8
Maldive 19.6 6.9
38.9 62.2
aristan 9.4 12.8
Sri Lanka 9.3 7.9
Total region 3.9 4.5 5.9 7.0

Intra region trade

Data source: Raihan (2016) from ITC Trade MAP

2006 =4.7%

2014 = 5.5%




Decomposing the rise in intra-regional trade during

2006 and 2014 (1) Incremental Incremental Incremental
intra regional intraregional intra regional
exportas % of importas % of trade as % of

° During 2006 and 2014 incremental incremental incremental

. . 4 total export total import total trade

the incremental intra- _
regional export (zimport) | Afghanistan
was 15.39 billion USS. Bangladesh 11.2
Therefore, incremental Bhutan 99.1
intra-regional trade was o - >
30.78 billion USS.

. Maldives -23.7 14.8 12.2

(

At the same time, the Nepal 300.9 58.3 61.6

incremental total trade of :

this region was 594.58 paKieay 8:2 ) b

billion USS Sri Lanka 5.8 21.2 16.9
Total 7.8 4.9 6.0

6Data source: Raihan (2016) from ITC Trade MAP



Decomposing the rise in intra-regional trade during

2006 and 2014 (2)

* During 2006 and 2014, the rise
in intra regional export (import)
was 15.39 billion USS.

* India had the 79.3% share in the
rise in intra-regional export and
43.6% share in total trade.

* Bangladesh had 33.5% share in
the rise in intra-regional import.

% share in % share in % share in
(o J3)dgl QT ;I incremental  incremental incremental
from intra regional intra regional total intra

export import regional trade

Afghanistan
Bangladesh 1.7 33.5 17.6
Bhutan 1.9 3.0 2.5
India 79.3 7.9 43.6
Maldives -0.1 0.7 0.3
Nepal 1.6 22.7 12.2
Pakistan 12.2 7.6 9.9
Sri Lanka 1.6 14.8 8.2
Total 100.0 100.0 100.0

Data source: Raihan (2016) from ITC Trade MAP




The major export market in South Asia is India’s

market!

* The other markets are
Bangladesh, Pakistan, Sri
Lanka, Nepal.

Size of the total import as
a proxy of the market size
(billion USS)

Afghanistan 8

Bangladesh 46

Bhutan 1

India 458

Maldives 1.7

Nepal 8.5

Pakistan 59

Sri Lanka 21

Data source: Raihan (2016) from ITC Trade MAP




But, Bangladesh has exploited very small fraction of

its export capacity!

* Bhutan and Nepal already
have high proportions of
their exports destined to
India.

* Bangladesh has exploited
very small fraction of its
export capacity.

* Challenge is to retain the
current status.

India’s
import from
other

Export
capacity of
other
countries in
2014

countriesin
2014

Export to
India as % of
total export

capacity in
2014

(million USS) (million USS)
Afghanistan 220 659 m
Bangladesh 462 30,199
Bhutan 383 555 69
Maldives 4 192 2.1
Nepal 547 920 59.5
Pakistan 481 27,052 1.8
Sri Lanka 610 10,923 5.6
Total from South Asia 2,708 70,500 3.84
Total from ROW 457, 804

Data source: Raihan (2016) from ITC Trade MAP



India is the major source of import for most of the
South Asian countries!

Total import in Import from :::;i):;tsf;o :}
R : 2014 Indiain 2024 - °t.
* India is the prime source of (millionUS$)  (million Usg) ‘2 ImPortin
import for Bhutan and
Nepa | . Afghanistan 7,991 443 5.5
L - Bangladesh 45,610 6,580 14.5
* India is the major source of
. Bhutan 1,040 749 72
import for Bangladesh.
Maldives 1,700 140 8.2
Nepal 8,486 4,405 52
Pakistan 58,945 2,182 3.7
Sri Lanka 20,538 3,978 19.4
Total 144,310 18,477 12.8

Data source: Raihan (2016) from ITC Trade MAP




Composition of bilateral trade between
Bangladesh and India

Bangladesh’s export to India India’s export to Bangladesh
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Bangladesh's Actual Export to India
(Bangladesh'sexport to India/India'simport fromworld)

Potential for rise in India-Bangladesh bilateral trade

Bangladesh’s export to India
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Demystifying NTBs

* Many NTMs are legitimate and thus cannot be negotiated away.

 NTMs often impose additional costs on trading, and thus may have
substantial effects on trade

* Most of the SMEs face this challenge, especially with respect to
meeting the SPS and TBT standards.

* Weak capacities of the National Standards Authorities, and thus
certificates issued by them are not accepted in other countries.

* Lack of harmonization of standards and custom procedures
exacerbate the problem



Demystifying NTBs..

* The intra-regional trade in the BBIN countries happens predominantly
through the land borders.

* Many NTM related complaints are related to weak infrastructure at
the land custom stations and lack of testing and laboratory facilities
nearby the land custom stations.

* Due to various procedural obstacles, which are related to complicated
bureaucratic process, delays, corruption, and frequent changes in the
policies, many legitimate NTMs turn into NTBs.



Welfare effects of reduction in transaction cost
in bilateral trade

SAFTA - zero tariff Reduction in transaction cost
. with no sensitive list in bilateral trade by 10%
Country/Regions

EV (Million USS) EV as % of GDP EV (Million USS) EV as % of GDP

433.34 0.30 771.27 0.54
284.66 0.88 1386.33 4.29
294.14 2.45 472.71 3.93

Source: Raihan (2016) using the GTAP model
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Seven areas to look at

1. Proper dealing with NTMs can boost economic drivers for a deeper
regional integration in the BBIN



Seven areas to look at

2. Trade infrastructure and facilitation in the BBIN sub-region:
Improving poor regional public goods



Seven areas to look at

in the BBIN sub-region:

3. Pragmatic solutions to structural factors



Seven areas to look at

4. Signs of ‘new’ commitment among political elites of the BBIN
countries



Seven areas to look at

5. Pro-active role of the primary institutions



Seven areas to look at

6. An effective policy advocacy strategy of the secondary institutions



Seven areas to look at

7. Effective use of the favorable external factors



Seven areas to look at

1. Proper dealing with NTMs can boost economic drivers for a deeper
regional integration in the BBIN

2. Trade infrastructure and facilitation in the BBIN sub-region:
Improving poor regional public goods

3. Pragmatic solutions to structural factors

Signs of ‘new’ commitment among political elites of the BBIN
countries

5. Pro-active role of the primary institutions
6. An effective policy advocacy strategy of the secondary institutions
7. Effective use of the favorable external factors
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- “Bhutan’s Perspective on BBIN Trade Cooperation”, Presentation by
Amb. Dago Tshering, Former Bhutanese Ambassador to India

The Bangladesh, Bhutan, India and Nepal Motor Vehicle Agreement (BBIN MVA)
signed in Thimphu in 2015 is a leap forward to foster sub regional cooperation and
would promote cross border trade as the Agreement enables vehicles to enter any
of the four nations without the need for trans-shipment at the border check posts.

Given the geographical proximity, commonality of history and culture, Bangladesh,
Bhutan, India and Nepal have great opportunities trade, investment and economic
cooperation by improving infrastructure, connectivity, roads, air, railway linkages
andriverine facilities. These will not only make intra- regional trade easier and more
cost effective but also will have better linkages with the North East Region states of
India. These will also facilitate the landlocked countries to overcome their
geographical predicaments owing to transit facilities to and from the ports in
Bangladesh and India.

However, there are challenges of connectivity and Non Tariff Barriers, which
should be removed for BBIN to march towards cooperation and integration of the
sub region. It can be stressed that the region need to do this for fostering more
trade, more investment, more economic cooperation and progress and for greater
happiness for 1.5 Million people.
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- “India’s Perspective on BBIN Trade Cooperation” Presentation by
Prof. Partha Pratim Pal, Professor, |IM Kolkata

The BBIN initiative is a welcome sub-regional integration project for India. It allows
India to bypass Pakistan and discuss connectivity issues with Bhutan, Bangladesh
and Nepal. It also integrates well with India’s ‘Look East Policy’. This initiative can
solve India’s longstanding problem of locational disadvantage and poor connectivity
to is Northeastern states. The BBIN initiative also fits well with the new wave of
developing massive transnational road and rail connectivity networks. All these will
facilitate intra- and inter-regional trade in goods and services. BBIN may open up
untapped and unexplored trade possibilities in various goods and, more
importantly, services including tourism, energy, education, health, finance and
logistics. It may also help develop sub-regional and regional value chains, which can
be further integrated with global production networks.

There may be certain challenges ahead, too. India has been a dominant member of
SAARC and without Pakistan and Sri Lanka, India’s dominance in BBIN will be even
more pronounced. It will be a responsibility that India will need to address in the
sub-regional grouping.

Secondly, countries in the group may not have their priorities completely aligned
with each other and the member countries of BBIN need to accommodate these
diverse views while taking the initiative forward. It will also be important to keep in
mind that even within the BBIN countries there are political problems and issues of
mistrust.

The other challenge is related to informal economy, arising as a result of
inefficiencies and trade facilitation problems (like transshipment), along these
countries’ borders. Economic agents who are part of this informal economy are
essentially rent-seekers who have gained from the non-transparency and
inadequacy of the system. Any process to streamline trade and transport logistics
can meet strong resistance from these economic agents and the local informal
economies.

Finally, for the BBIN initiative to achieve success, it will be important to calibrate
the speed and level of its ambitions. It must be recognized that even withinthe BBIN
group there is significant heterogeneity in terms of economic size and level of
economic development. Therefore, political objectives and policy priorities of these



countries might be very different. Increasingly national security issues are
becoming an area of major concern, which can put a brake on regional or sub-
regional integration. Long-term acceptability and success of BBIN will depend on
how well these concerns and sensibilities are taken into account within this
framework.
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Sub-regional economic cooperation among Bangladesh, Bhutan, India and Nepal
(BBIN) has compelling merits. First, it sets the stage for greater symmetry and
reciprocity with the economic sub-unit of Northeast India as the lynchpin. Second,
this is a second-best recourse when full-fledged regional cooperation through the
aegis of SAARC is not possible. Third, the region is the gateway to Southeast Asia. A
proactive BBIN agenda must involve concrete steps to lowering trade costs across
borders; boosting firm competitiveness at home; broadening tradability of services,
especially in energy and tourism; investing in physical infrastructure to connect
major centers of commerce and aid people’s mobility; and by aligning the vision of
policymakers with the aspirations of people, conceive of a future where shared
fiscal and monetary instruments and harmonized regulations lay a ground for
greater prosperity.
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BBIN cooperation on trade and transit has three compelling merits.
1.1 Greater symmetry and reciprocity: size of Subcontinental India skews priorities and exaggerates
anxieties; it has to be viewed by neighbors as ‘economic sub-units’
1.2 Second-best recourse when full-fledged regional cooperation is not possible
1.3 Gateway to Southeast Asia

To say that South Asian regional integration is unsatisfactory is a huge understatement. We have long been
peddling the 5% statistic (the intra-regional share in South Asia’s overall trade).! India’s asymmetric size will
always limit this share (relative to ASEAN), but it is disappointing even when compared to Mercosur where Brazil
looms large. This is because it costs more to trade within South Asia than with countries in Latin America.2 When
trade costs are so prohibitive, it is no surprise that the outcome is dismal.

Most of our barriers, as well as opportunities, are policy-induced and man-made. They can be changed, or seized
upon, with the right political will. We need to cohere our project of regional integration with 215t century
aspirations. Regional and global developments over the past 30 years have been so rapid that we are still playing
catch-up. For a start, smaller countries in South Asia need to find creative ways to ride the boom of our giant
neighbors, India and China.

Over the past 20 years, we have talked tall but delivered little. We pledged to create a preferential trading bloc
(SAPTA) two decades ago. The Group of Eminent Persons submitted a roadmap in 1999 which foresaw a South
Asian customs union by 2015 and an economic union by 2020. This proposition now is ludicrous. Everyone agrees
that declarations of SAARC summits are not implemented, regional centers do not function well, and the
secretariat remains weak. Perhaps time has come for self-introspection and to unburden ourselves of the
numerous goals and mandates. Let us focus on a few big things and work to achieve them instead of accumulating
promises that are not kept.

We need to change the narrative from trade being a reciprocal tariff exchange program (beneficial to consumers)
to a multi-dimensional platform for enhancing regional competitiveness (beneficial to producers). To reduce
poverty and make economies dynamic, we need an expansive notion of regional cooperation. We need to evolve
from statements of political solidarity into meaningful economic clubs. Cooperation that enhances prosperity
must assume a broader appeal through common programs, from regional infrastructure related to energy and
transport to shared monetary and financial institutions, comparable regulatory standards to the movement of
labor across borders. While they facilitate trade, they are worth pursuing on their own merit. Regional markets

1 For ASEAN, this is above 30%; for EU and North America, over 50%.
2 Latest bilateral trade cost database prepared by UN-ESCAP and the World Bank.



can only be sustainable if they are investment platforms for industries that can participate vigorously in the world
market. In this regard, the South Asian Free Trade Agreement (SAFTA) has a choice: it could either be a poor
man’s consortium riddled with sensitive lists and non-tariff barriers or a means to reorient the subcontinent’s
economies toward international competitiveness.

Nepal's trade and competitiveness deficit has worsened dramatically. The export-to-import ratio is almost 1:10,
with the deficit exceeding 30% of GDP. Imports are remittance-fuelled and exports suffer from supply-side
hurdles: labor, cost of inputs, poor infrastructure exacerbated by landlockedness. Over two-thirds of merchandise
trade is with India: this presents major challenges (productivity divergence, currency peg) as well as opportunities
(GVCs, services).

What should be the policy priorities then?

First, lower the cost of trading.

All else equal, countries trade more with neighbors than those far away. However, it is cheaper for South Asian
countries to export to any other region in the world than within. India and Pakistan account for 90% of the
region’s economy, but trade cost between them is double that between China and the United States despite the
latter pair separated by a vast ocean. It is cheaper for India to trade with Latin America than with Afghanistan or
Maldives. This is because of poor connectivity and rigid trade barriers that persist not to facilitate exchange but to
obstruct and control.3

7.1 Take BBIN, the northeast of South Asia. Cali, Farole, Kunaka and Wagle 2014) study trade
complementarity (using employment data that proxy for production patterns). Indian districts
(Darjeeling and Uttar Dinajpur) demonstrate greatest potential for new trade opportunities with the
Bangladesh’s Panchagarh. That is partly due to the importance of rice production in Panchagarh and
in consumption in Indian districts. Complementarity between the Nepalese (Ilam and Jhapa) and the
Indian districts is lower, partly because of the greater importance of tea production in Nepalese
districts than in Indian households’ consumption. However, consumption is above average for milk,
meat, potato.

A related examination of price differentials in an array of consumer items across borders also shows
significant wedges, of up to 50% between Nepalese and Indian districts and up to 90% between
Indian and Bangladeshi districts. These wedges can be expected to be reduced if border-related costs
of policy barriers and delays can be “thinned.” However, burden at the border is not the only hurdle.
It is worsened by within-country inadequacies in infrastructure, firms’ productive capacity,
institutions, and investment climate.

Take tea; the growers are often small firms or farmers who face problems with scale and marketing,
connectivity and access to quality inputs. Further, with the auction system structuring the market in
India, the greater role of value chain intermediaries improves information exchange and helps build

3 Relative to potential, we have few points of entry between countries. India and Pakistan can trade fewer than 150 products
across the Wagah land border. The distance between Dhaka and Lahore can be shortened by one third; Northeastern states of
India can be reached much faster through Bangladesh.



7.2

networks. National regulations can be discriminatory by design. The right to excludability enshrined
in the GI system, for example, disadvantages an important export from Nepali districts neighboring
Darjeeling. There are limitations on cross-border trucking and the lack of mutual recognition of
quality standards and testing. These contribute to the Nepal tea sector being fragmented, resulting in
low levels of coordination among supply chain participants and limited access to market information,
perpetuating the perception of lower quality.

More generally across South Asian borders, goods often have to be trans-loaded; and clearance is slow
because of differing standards and protocols. More than 85% of non-tariff barriers in South Asia are
accounted for by technical barriers and sanitary and phyto-sanitary measures. Even on tariff rates,
over 50% of intra-regional imports are on the sensitive list shielded from cuts. There is no provision
in SAFTA to phase them out. While it is true that given the size of India, even if all other SAARC
countries doubled their exports to each other, the share of intra-regional trade would still remain low,
we can do much better than now by bringing trade in services into the picture. While services account
for more than half of the regional economyj, its tradability is constricted. The potential for intra-
regional tourism, education, healthcare, energy, transport and ICT services is by now well
documented. Competitiveness in services now determines manufacturing productivity.

8. Second, be business-friendly, attract investment, and revive manufacturing.

Even under a scenario where such cross-border restrictions were substantially reduced or removed,

competitiveness of firms in the region would remain a concern. Chief among these is the productivity of firms

that affect the quality of exports and the broader enabling environment afforded by quality transport and

logistics infrastructure and services. Even when markets are open, they remain unexploited because of supply

side weaknesses. Indeed, policies that do not help domestic production but only increase imports in the name

of free trade create a backlash against trade liberalization. This is now the case in Nepal where imports have

ballooned because of remittances at the same time exports have stagnated because of low competitiveness.

8.1

8.2

8.3

In the 2016 Doing Business indicators, South Asian country ranks ranges from 71 to 177 out of 189
economies (NPL-99; LKA-107; IND-130; PAK-138; BGD-174; AFG-177). There is no reason why our
region cannot reform business regulations so that we can be as attractive as, say, post-conflict
Rwanda which ranks 62nd (or Jamaica at 64th). Here, the Indian reform ambitions are being watched
carefully: landlocked countries are heavily dependent on the quality of soft and hard infrastructure
(Collier 2007).

Our FDI regime is also disjointed from trade. The intra-regional share in total FDI is about 4%, much
of it accounted for by India. Several sectors remain closed or restricted to foreign ownership of equity.
The costs and procedures for setting up foreign subsidiaries remain cumbersome. In Nepal, the ban
on outward FDI has been in place for the past 50 years. We have seen that even entrepreneurs from
small countries can exploit their niche competencies to succeed in larger markets (Nepali noodles in
Northeast India).

New trade paradigm evolving where BBIN can create space for shared production:
e Task, not industries



e Firms, not countries
e Private barriers, not just public barriers
¢ Flows (and competencies), not stocks (or endowments)

8.4 The big picture is that developing countries are “de-industrializing” at levels of income much lower
than attained by advanced industrialized countries when their share of manufacturing in employment
peaked. While in the United States or South Korea, such a share reached nearly 30% before
decreasing, in India manufacturing employment lost ground after reaching just 13% (Rodrik). India’s
Make in India campaign presents an opportunity for us to latch on to fragments of the manufacturing
value chain. We have lagged in GVCs in South Asia. Sectors like textiles, auto parts, electronics, food-
processing and pharmaceuticals embed low-hanging fruits. We in Nepal await these opportunities
eagerly as our manufacturing sector has now plunged to about 5% of GDP from a peak of 10% in
1996.4

9. Third, enhance connectivity and promote fast-track economic corridors. We have not invested enough in
shared infrastructure. This is an important agenda for lagging regions like Nepal, Northeastern states of India
(plus Afghanistan and Northwestern Pakistan). We are starting from such a low base that any concerted effort
to fill the infrastructural gap in South Asia will facilitate trade and create jobs.

9.1 Visakhapatnam to Jogbani/Birgunj rail; four road routes.

9.2 The logical point to start is from existing transport corridors and have them evolve into trade and
logistics corridors to eventually become urban hubs. These can be thought of as dynamic inter-
country versions of Special Economic Zones where customs and institutional barriers are simplified
and supporting infrastructure like multi-modal transport is built better. The first of such corridors
could be the historical link from Kabul to Chittagong, with feeder motorways to Kathmandu and
Thimpu.

9.3 South Asia is the least urbanized region in the world. While in 1990, we compared well with East Asia,
our rate of 31% today is way below East Asian and global average of over 50%. The region is expected
to require 7% to 10% of its GDP (or between US$1.3 to US$2 trillion) to fill these gaps between 2011
and 2020. In Nepal, the upper case estimate is 12% of GDP (about US$18 billion). It would make
sense to invest in regional infrastructure such as the transport corridors by pooling resources and
identifying cost-saving synergies.

10. Fourth, share surplus energy. Just like the EU began with the Paris Treaty of 1951 as a Steel and Coal
Community, we in South Asia could anchor our regional integration around trade in energy. In Nepal, we are
greatly encouraged by the signing of the agreement with India on electric power trade, cross-border
transmission interconnection and grid connectivity. While Nepal is likely to more than double electricity
generation over the next three years, we will still face severe power cuts in the rainy season which we hope to
mitigate by importing about 600 MW of electricity from India. In the medium term, we expect to have surplus

4As recent evidence shows, manufacturing as a sector is quite special: it exhibits unconditional convergence in labor
productivity, absorbs a large workforce, and caters to demand that is not constrained by a small domestic market.



energy which we will export to India and other neighbors. South Asia presents us a market with an insatiable
appetite. Without Indian assurances to purchase surplus energy, Nepal remained a small market unable to
tempt large foreign investors.

10.1 Shared grid to trade energy: need policies on cross-border power exchange; investment in
infrastructure (and grid code); management of risks to tempt FDI
¢ Relative edge for Bangladesh (natural gas), India (coal), Nepal and Bhutan (hydro) —
matching of time/peak diversity; optimized transmission network (proximity of load and
generating systems); economies of scale
¢ Climate change dictates a switch from dirty to cleaner sources

10.2  In 2014, Nepal signed a landmark Power Trading Agreement (PTA) with India, as well as Power
Development Agreements (PDA) with GMR and Sutlej, to harness 1800 MW of export-oriented hydro
projects. As of 2016, they have not progressed as expected. One major challenge that countries like
Nepal face in developing its power sector is its capacity to manage risks. There is too much
uncertainty, from power purchase default, political force majeure, foreign exchange fluctuations,
threat of confiscation and expropriation, and operational hydrology. Perhaps regional solutions on
innovative risk mitigating instruments can be explored as regional cooperation matures.

11. Fifth, prepare a roadmap from a functioning FTA to an optimum currency area.
There is a deficit of trust in bilateral relationships within South Asia. Trade embargo along the Indo-Nepal
border (September 2015 to February 2016) for the third time in modern history worsened relations in
decades. We have to move to honor the spirit of FTAs and transit treaties. Not all countries will gain equally at
the same time from FTAs/customs unions. Some may even face large adjustment costs. Economic models,
too, do not always capture all the dynamic gains of such a union. However, if the final goal is clear, countries
in the region can sequence the march to suit their political and economic conditions.

11.1 Motor Vehicles Agreement is a good first step to build confidence, and to show people win-win
outcomes. This will help implement FTAs and CUs.

11.2  The eventual goal is deeper integration. Common regional currency will lower risks, enhance price
competition, reduce trade costs, and enhance transparency. On the flip side, there is the sensitive
issue of national pride in giving up a national currency. A more serious challenge is the loss of policy
flexibility in the face of asymmetric shocks across regions of the currency union. The theory of
optimum currency has two pre-conditions. The first is unfettered mobility of labor and the second is a
form of fiscal integration that permits the transfer of funds to regions hit by shocks.

11.3 While these preconditions appear far-fetched, we must begin to think about the steps if we believe in
true integration in South Asia. In fact, labor mobility is already a reality in some countries, and the
implementation of development funds over the next decade or two can give countries a foretaste of
the way fiscal transfers could work. After all, even the European Union had a mundane origin: it
began by pooling coal and steel, in the hope that deeper integration would not only make war
unthinkable but materially impossible.
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