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Abstract

The trade performance of countries in South Asia over
the past two decades has been poor relative to other
regions. Exports from South Asia have doubled over

the past 20 years to approximately USD 100 billion.

In contrast, East Asia’s exports grew ten times over the
same period. The low level of intraregional trade has
contributed to weak export performance in South Asia.
The empirical analysis in this paper demonstrates gains to
trade in the region from reform and capacity building in
trade facilitation at the regional level. When considering
intraregional trade, if countries in South Asia raise
capacity halfway to East Asia’s average, trade is estimated
to rise by USD 2.6 billion. This is approximately 60

percent of the total intraregional trade in South Asia.
Countries in the region also have a stake in the success of
efforts to promote capacity building outside its borders.
If South Asia and the rest of the world were to raise

their levels of trade facilitation halfway to the East Asian
average, the gains to the region would be estimated at
USD 36 billion. Out of those gains, about 87 percent

of the total would be generated from South Asia’s own
efforts (leaving the rest of the world unchanged). In
summary, we find that the South Asian region’s expansion
of trade can be substantially advanced with programs of
concrete action to address barriers to trade facilitation to
advance regional goals
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1. Introduction

The trade performance of South Asian countries over the past two decades has been poor
relative to other regions. Exports from South Asia have only doubled over the past 20
years to approximately $100 billion. In contrast, exports in East Asia grew ten times
(Pireola and Newfarmer 2006). South Asia’s share of the total exports from developing
countries has declined, due in part to its relatively slow export growth (Figure 1). This
reflects both South Asia’s limited trade integration with the rest of the world and the
limited intraregional trade. In particular, Pierola and Newfarmer(2006) note that South
Asia’s intraregional trade as a share of its total trade volume has remained around 2
percent since 1980. This is very low compared to approximately 15 percent for East Asia
(excluding Japan), for example (Figure 2). Overall intraregional trade in South Asia
constitutes about 33 percent of gross domestic product (GDP), while it contributes to 71
percent of the GDP in East Asia.

Figure 1: Exports from Developing Countries, 1980-2002
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Source: Calculated by the authors based on United Nations COMTRADE data

Note: South Asia includes : Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal,
Pakistan, and Sri Lanka. East Asia Pacific includes : American Samoa, Cambodia, China,
Fiji, Indonesia, Kiribati, Korea, Lao PDR, Malaysia, Marshall Islands, Micronesia,
Mongolia, Myanmar, Palau, Papua New Guinea, Philippines, Samoa, Solomon Island,
Thailand, Tonga, Vanuatu, and Vietnam.



Figure 2: Intraregional Trade as a Share in Region’s Total Trade
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Source: Calculated by the authors based on United Nations COMTRADE data

Note: East Asia includes: Brunei, Cambodia, China, Hong Kong, Indonesia, Lao PDR,
Macao, Malaysia, Mongolia, Myanmar, Palau, Papua New Guinea, Philippines, Singapore,
Solomon Islands, Thailand, and Vietnam. South Asia includes : Afghanistan, Bangladesh,
Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka.

South Asian countries should explore more trade opportunities within the region. Figure
3 shows the observed amounts of intra- and interregional trade relative to a predicted
value of trade for both South Asia and East Asia. The latter is an expected value given the
average geographical distance, levels of GDP, and other relevant factors. The figure
demonstrates that intraregional trade in South Asia is lower than that of East Asia—even
when geographic proximity, levels of GDP, population, and trade arrangements are taken
into account. Conversely, trade with the rest of the world for both regions are similar. In
fact, South Asia has been engaged in trade with the major industrialized countries, most
importantly, with the EU, the United States and Japan. In reality, however, the distances
from these major markets impose significantly higher transport costs for exporters in
South Asia. Therefore, the region is likely to gain by expanding intraregional trade
through the complimentary investments in infrastructure, continued regulatory reform,
and other policy initiatives discussed in this paper.

South Asia should facilitate intraregional trade in order to stabilize its economy, which is
currently vulnerable to external shocks. As indicated in Figures 1 and 2; the financial
crisis in the late 1990s severely affected developing countries as a whole, including those
in South Asia, and most severely in East Asia. Exploring opportunities to expand
intraregional trade would give South Asia greater chances to not only benefit from trade
but also increase stability against external shocks. The region can and should take steps to
move toward accelerated growth paths—Ileveraging both intra- and interregional trade.



Figure 3: Actual to Predicted ratios for Intra- and Interregional Trade®
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Source: Authors’ calculation based on United Nations COMTRADE data and World
Development Indicators Note: Actual trade implies value of trade recorded in
COMTRADE data. The predicated trade represents the value of trade that is predicted by
a gravity model by taking geographical distance, gross domestic product, and other
relevant factors into account.

There are a number of barriers to promoting intraregional trade and expanding exports as
a whole. Tariff rates are one of the highest among developing countries. They have been
reduced in the past decade, however, and are no not the only constraint to growth.? This
implies the presence of other obstacles to trade liberalization and nontariff
barriers—including transactions costs and behind the border barriers.

Specifically, constraints in supply chains and trade logistics include a number of
increasingly important barriers to exports for South Asian countries. The lack of
harmonized transport systems, frequent reloading of goods, port congestion affecting
turnaround time for ships, complicated customs-clearance procedures, and nontransparent
administrative procedures at customs are often at the center of trade constraints.® These
constraints are often more serious in developing countries than in developed countries.
One study shows, for example, that for 168 out of 215 U.S. trading partners, transport
cost barriers outweigh tariff barriers (World Bank 2002a). Given that income growth is
greater with more cross-border trade, at least in theory, eliminating nontariff barriers
contributes to trade integration. Until recently, trade facilitation generally referred to
policy measures that aimed to reduce the costs of transportation. It now encompasses a
broader set of interrelated factors that reduce nontariff barriers in order to lower the cost
of moving goods between destinations and across international borders.

This paper provides a summary overview of trade facilitation in South Asia. The primary
question addressed here is “What are the potential gains to trade in the region with

! The bilateral value of trade is predicted according to GDP, population, distance, and arrangements
between importer and exporter. The share of observed trade that is smaller than 100 percent infers the
presence of trade barriers.

2 Cite tariff data, World Bank sources.

® For a more detailed description of these factors see: World Bank (2004a).



programs to raise capacity in trade facilitation?” The following section outlines an
operating definition of trade facilitation to frame the analysis. Section 3 reviews studies
to measure the impact of trade facilitation. Section 4 summarizes the conditions in South
Asia across a range of trade facilitation variables. Section 5 demonstrates the potential
gains from capacity building in trade facilitation in South Asia based on econometric
analysis.

2. What Is Trade Facilitation?

The definition of trade facilitation varies depending on the extent of measures to be
included. In a narrow sense, trade facilitation simply addresses the logistics of moving
goods through ports or at customs checkpoints at national borders. A broader
framework for understanding trade facilitation and its impact on international commerce
includes a number of interrelated factors. These include port reform and modernization
and streamlining regulatory requirements and harmonizing standards, as well as customs
regimes. Common to all these areas is expanding the use of information technology to
lower trade transactions costs. This might involve, for example, compiling a unique set of
computerized information for each shipment entering a port so that cargo is processed
more rapidly at arrival. Modern customs methods of profiling consignments or traders
based on risk-assessment techniques can help expedite cargo clearance (World Bank,
2004a). The use of technology in services and business-to-business (B2B) e-commerce is
also a rapidly expanding area of trade that broadens markets while significantly reducing
logistics and transactions costs.

In order to realize the benefits of improving transport or customs administration “at the
border,” regulatory and institutional reforms are essential. These “inside the border”
measures play a crucial role in trade transactions costs. Domestic regulatory procedures
and institutional structures based on international best practice models can improve
transparency and professionalism in border clearance procedures. Streamlining
regulations to remove technical barriers and liberalizing transport and
telecommunications regimes can also facilitate trade. Privatization and de-regulations in
the transport sector can also increase competition and improve efficiency.

Security is also an important part of trade facilitation in modern commerce. Terrorism
and threats to security can disrupt global supply chains across borders and damage
economic progress. The terrorist attacks on September 11, 2001 in New York and
Washington have increased calls for strengthening border security, transport, and
maritime systems. In response, a number of new security programs have been initiated.
The United State introduced the Container Security Initiative in January 2002.* The
International Maritime Organization (IMO) developed the International Ship and Port
Security Code (ISPS) which was adopted by more than 100 countries, and went into
effect on <<AU: PLEASE FIX DATES LIKE THESE:>>July 1, 2004.° In the short run,

* The initiative is aimed at preventing “terrorists from concealing personnel or weapon of mass destruction
in U.S.-bound cargo.

® ISPS sets security-related requirement for governments, port authorities and shipping companies in order
to monitor freight flows and reduce the threat of terrorist attacks.



tightened security at the borders may cause delays in border crossings. The wider use of
technology such as bar codes for containers, wireless communication systems, and other
technology upgrades will impose additional costs on transport companies. Over the long
term, however, new technology and security can add certainty and stability to the global
economy and accelerate trade with a streamlined supply chain.

Initiatives to reduce nontariff barriers associated with trade facilitation have also been
affected by the multilateral trade agenda in the World Trade Organization (WTO)
disciplines. During the Singapore Ministerial Conference of the WTO in 1996, trade
facilitation was added to the agenda for explicit discussion. The Cancun Ministerial
Conference of the WTO in September failed to launch the negotiation on trade
facilitation. This was due, in part, to disagreement over the merits of starting talks on
trade facilitation, including increased transparency and streamlined administrative
requirements. Some developing countries were initially unwilling to place these on the
formal negotiating agenda of the WTO (Wilson, 2003; Bagai, Newfarmer and Wilson,
2004).

On July 31, 2004, WTO members reached consensus to launch negotiations on trade
facilitation. The negotiations will focus specifically on three articles of the General
Agreement on Tariffs and Trade (GATT). This includes Article V (freedom of transit)
which relates to conditions in which the transit of goods is free from barriers to transport
and discrimination among suppliers, firms, and traders. GATT Article VIII (fees and
formalities on imports and exports) addresses customs clearance procedures and a
commitment of nondiscrimination and transparency in fees and rules applied to goods
crossing borders. GATT Article X (publication and administration of trade regulations)
includes commitments to assist in ensuring timely publication of regulations on imports,
including fees, customs valuation procedures, and other rules. It also includes obligations
to maintain transparent administrative procedures for disputes in customs. Developing
countries have an important role in shaping the negotiations to further reduce barriers
associated with trade logistics.

3. Measuring the Impact of Trade Facilitation

A critical question of direct relevance to trade facilitation in a development context is to
what extent do factors affecting trade transactions costs matter? This question drives the
need of measuring the impact of trade facilitation on economic growth. Yet, quantifying
the gains of trade facilitation is complex and challenging. The Organization for Economic
Cooperation and Development (OECD 2001) summarizes available studies, most of
which are limited in their definition of trade facilitation or use data collected many years
ago. The paper thus stresses the importance of updating and improving available data on
the benefits of trade facilitation. Walkenhorst and Yasui (2003) argue that it is impossible
to measure the income gains from trade facilitation in absolute USD-terms while they
point out that the degree of potential benefits of trade facilitation vary across countries,



sectors, and types of traders.® Therefore, instead of measuring overall welfare impacts of
trade facilitation, their study focuses on looking at the distribution of gains among groups
of countries and comparing the income effects of trade facilitation in various scenarios
determined by different combinations of countries, sectors, and types of traders.

There are a number of other empirical studies which have addressed specific policy
changes related to trade facilitation. A study by APEC (1999) finds that “shock”
reduction in trade costs from trade facilitation efforts vary from 1 percent of import prices
for industrial countries and the newly industrializing countries of Korea, Chinese Taipeli
and Singapore, to 2 percent for other developing countries. The study estimates that
effects of APEC trade liberalization and facilitation would increase the volume of APEC
merchandise exports in 1996 by 3.3 percent by 2010. A study by Maskus, Wilson, and
Otsuki (2001) evaluates the gains to trade facilitation related to harmonized regulations
and standards. Moenius (2004) looks at how bilaterally shared standards and
country-specific standards impact on trade respectively, and finds that the former
standards raise trade volume, and therefore, harmonization of standards promotes trades.
Against author’s hypothesis, the results show that country-specific standards also
promote trade on average. To be specific, country-specific standards promote trade in the
manufacture sector while they have negative impacts on trade in nonmanufacture sector.
This is so because institutional standards like 1SO would lower information gathering
costs which are particularly high in the manufacture sector.

By employing a general equilibrium model, several studies assess the impact of reduced
transaction costs on trade flows. For instance, Baier and Bergstrand (2001) examine the
impacts on the trade growth of transport-cost reductions, trade liberalization, and income
convergence. The authors find that 8-9 percent of the average growth in real bilateral
trade flows among 16 OECD countries during the late 1950s-the late 1980s is explained
by transport-cost reductions. A study by United Nations Conference on Trade and
Development (UNCTAD 2001) shows that a 1 percent reduction in the cost of maritime
and air transport services could increase Asian GDP by some US $3.3 billion. If trade
facilitation is considered in a broader sense to include an improvement in wholesale and
retail trade services, a 1 percent improvement in the productivity of that sector would
lead to an additional gain of US$3.6 billion.

With respect to the impacts of improved customs clearance, Hummels (2001) concludes
that each day saved in shipping time in part due to a faster customs clearance is worth 0.5
percent reduction of ad-valorem tariff. In order to analyze the significance of border
delays in measuring the welfare impacts of trade liberalization, Cudmore (2004)
compares results of a conventional equilibrium model with the one that incorporates
border delays. While the former model shows that trade liberalization would result in a
welfare gain by 0.044 percent, the latter model indicates that trade liberalization would

® For instance, the authors mention that trade transaction costs (TTCs) range from 1-15 percent of traded
goods depending on country’s pre-trade facilitation condition. Furthermore, border costs for agro-food
products are 50 percent higher than those for manufacturing products, and that TTCs for small medium
enterprises are 50 percent higher than those for big enterprises.



cause a welfare loss by 0.13 percent. This implies that reducing border delays is critical
in order for trade liberalization to have positive impacts on welfare.

Other examples of empirical studies include Hertel, Walmsley and Itakura (2001). They
examine the impact on trade of greater standards harmonization for e-business and
automating customs procedure between Japan and Singapore. The authors find that
reforms would increase trade flows between these countries as well as their trade flows
with the rest of the world. The Australian Department of Foreign Affairs and Trade and
Chinese Ministry of Foreign Trade and Economic Cooperation (2001) suggest that
moving to electronic documentation for trade would result in a cost savings of some “1.5
to 15 percent of the landed cost of an imported item.” If a simple average of a 3 percent
reduction in landed costs were applied to intra-Asia-Pacific Economic Cooperation
(APEC) merchandise trade, the gross savings from electronic documentation could be
US$60 billion. Other empirical studies measure the impact on trade of e-commerce
(Freund and Weinhold, 2000), communication costs (Fink, Mattoo and Neagu, 2002), and
standards (Moenius, 2000; Otsuki, Wilson and Sewadeh, 2001a, 2001b).

An increasingly important policy question in international trade and development
concerns estimating the gains from capacity building in trade facilitation and the relative
impact of specific reform measures and investments. Wilson, Mann, and Otsuki (WMO)
(2005) find that enhanced capacity in global trade facilitation would increase world trade
of manufacturing goods by approximately $377 billion dollars — an increase of about 9.7
percent.” This is based on a scenario in which capacity building is raised half-way to the
global average across 75 countries. The authors specifically examine four areas: port
efficiency, customs, regulations and standards, and information infrastructure. They find
that the improvement in customs environment results in about $107 billion (0.8 percent)
gain. The gain from the improvement in regulatory environment is $83 billion. The
largest gain comes from improvements in services sector infrastructure and e-business
usage ($154 billion or 4.0 percent).

WMO (2004) find that the gains from exporter’s improvement in trade facilitation exceed
those from the importer’s gain. That is, countries could increase exports most through
domestic reform and capacity building in trade facilitation. These results also suggest,
in general, that increased capacity to comply with GATT Article V (freedom of transit),
Article VIII (fees and formalities connected with importation and exportation), and
Article X (publication and administration of trade regulations) along with other reforms
could raise global trade for all WTO members.

Given the recent introduction of security as a new dimension of trade facilitation, studies
that measure economic gains from improving security are also relevant. Leonard (2001)
estimated the new security-related costs at 1-3 percent of the value of traded goods. The
analysis by the OECD (2002a, 2002b) suggests a more modest impact (World Bank,
2004a). Walkenhorst and Dihel (2002) quantify the impact on welfare of frictional trade
costs resulted from the implementation of new measures to tighten security after the

" See the data appendix section for a detailed description of the data set and analytical framework for these
estimates.



September 11 events, and find that a one percent ad-valorem increase in frictional costs
to trade would lower world welfare approximately by $75 billion per year. In relative
terms, such welfare loss is greater in South Asia, North Africa, and the Middle East than
in North America, because these regions are heavily dependent on international trade.
(Walkenhorst and Dihel, 2002).

4. Summary Overview of Conditions in South Asia

This section provides a summary overview of trade facilitation in South Asia. Trade
facilitation in South Asia has become increasingly important as the region has adopted
more open trade policies since the late 1980s. In 1985, India, Pakistan, Bangladesh, Sri
Lanka, Maldives, Nepal, and Bhutan formed the South Asia Association for Regional
Cooperation (SAARC). This started with the SAARC Preferential Trading Agreement
(SAPTA). Recently, the SAARC member countries signed the South Asian Free Trade
Area (SAFTA) pact in Islamabad, Pakistan. The free trade area came into effect on
January 1, 2006.

The significance of SAFTA in regard to trade facilitation is that Article 3 in the accord
states members’ commitments to trade facilitation reform. This includes plans to integrate
more closely transport systems and harmonize standards in the region, among other steps.
India has specifically indicated interest in providing the “main technical support and
other trade facilitation steps in the field of harmonization of customs procedures and
standards for products of trade interest to the region” (Hindu Business Line, May 11,
2000). Some experts expect the SAFTA to be “a step towards better physical, industrial
and communication infrastructure development in the region” (Nayar, 2004).

There are also sub-regional and bilateral initiatives aimed at liberalizing trade among
SAARC countries and promoting trade and investment facilitation efforts. Among the
important  sub-regional initiatives are Bangladesh-Bhutan-India-Nepal ~Growth
Quadrangle Initiative (BBIN-GQ) and Bangladesh-India-Sri Lanka —Thailand Economic
Cooperation (BIST-EC). With respect to bilateral initiatives, South Asian countries have
also exhibited interest in promoting trade through cooperative arrangements, including
initiatives such as the India-Bhutan Economic Cooperation, India-Nepal Economic
Cooperation, Pakistan-Nepal and also Free Trade Agreements between Pakistan-Sri
Lanka, India-Bangladesh FTA, and the Sri Lanka-Maldives FTA (RIS, 2004).

More efficient trade logistics and facilitation policies are recognized as essential for
economic growth and success in the SAFTA. South Asia continues to face, however,
critical constraints to trade and the need for coordinated programs to address common
goals.® For example, Subramanian and Arnold (2001) provide examples of continued

8Complying with rising security standards in international trade is also a challenge for South Asia. For
example, the U.S. Customs Security Initiatives (CSI) requires pre-loading inspection of inbound cargo by
security officials stationed at exporting countries’ customs facility. Among South Asian countries, only Sri
Lanka signed the CSI in June 2003 (Daily Monitor, June 27, 2003). In July 2004, the International Ship and
Port Facility Security Code (ISPS) became effective. The code requires governments, merchant vessels,
and port facilities to seek accreditation by meeting set security standards. The ports of Colombo (Sri
Lanka), Chennai, Mumbai, Nhava Sheva, Kolkata and Kochi (India), Chittagong (Bangladesh), and



impediments along a logistics chain in the South Asia sub-region, consisting of
Bangladesh, Bhutan, Nepal and eastern India and the seven northeastern Indian states.’
This study examined commodity flows in domestic, regional, and international routes
currently in use and associated logistic barriers.’® In another recent study the Research
and Information Systems for the Non-Aligned and Other Developing Countries (RIS)
(2004) examined transport infrastructure in road, rail, air, and port networks in South
Asia. The authors identify the potential for regional cooperation in improving the
conditions in each area.

In order to highlight conditions in South Asia it is useful to compare the region’s
performance with others. This includes in particular East Asia, given its geographic
proximity and emergence of China as an important economic actor, among other factors.
The following section provides a brief outline of efficiency and capacity constraints in
South Asia within this context in: (1) port efficiency and infrastructure, (2) land
transportation including roads and railways, (3) customs and border crossing (4)
standards and technical regulations, and (5) information technology and e-commerce.

(1) Port Infrastructure and Efficiency

Air and maritime ports in South Asia are generally considered less competitive than those
in East Asia. Figure 4 shows that infrastructure and efficiency in ports in South Asia are
lower than those in East Asia. For example, it takes only a couple of hours at the port of
Singapore or Laem Chaband in Thailand to clear a vessel. In contrast, it takes 2 to 3 days
for ports in Bangladesh (RIS, 2004).* It takes 30-35 days for goods shipped via
container from the U.S. West coast to Pakistan. Port efficiency is highly correlated with
shipping costs. Clark, Dollar, and Micco (2004) find that improving port efficiency from
the 25" to 75" percentiles lowers shipping costs by more than 12 percent.*? Tariffs for
port entry are part of this total and can be high in South Asia. The port at Jawaharlal
Nehru in India of which about 75 percent of calls are direct, for example, averages
$20,000 for a call by a 4000 TEU ship. Cargo dwell time at the Dehli airport averages 2.5
days where the norm is 12 hours (Roy, 2004). Given the current low level of port
efficiency in the region, South Asia could expect significant gains from improving ports
to lower transactions costs and facilitate trade.

Karachi (Pakistan) have obtained necessary approvals under the ISPS (See; Kruk). The costs of meeting
these and other security protocols and extending coverage to other ports in the region, however, are likely
substantial. New mechanisms to support regional cooperation and infrastructure upgrades in security will
be critical to expanded trade opportunities.

° The states in eastern India are West Bengal, Uttar Pradesh, Bihar and Orissa. The northeastern Indian
states include Assam, Mizoram, Nagaland, Arunachal Pradesh, Tripura, Meghalaya and Manipur.

19 See page 34 in Subramanian and Arnold (2001) for the list of routes and commodities.

1 One recent study found that the major barrier to export logistics in Bangladesh centers on inefficient
ports and the shipping sector. See; Arnold (2004).

12 Among the factors that affect port efficiency, Clark, Dollar, and Micco (2004) examine infrastructure,
organized crime, and regulation. They find that infrastructure and organized crime exert a significant
positive and negative influence respectively on efficiency. In addition, excessive regulation reduces
efficiency.
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Air and maritime ports play a pivotal role in trade for South Asia. There are three types of
maritime ports: (1) transshipment hubs, (2) regional hub ports, and (3) regional seaports
(Subramanian and Arnold, 2001). Transshipment hubs are located on or close to major
shipping routes and attract frequent calls by large shipping lines. The port of Colombo in
Sri Lanka is presently the only transshipment hub and is the most developed and
successful port in the region. Colombo’s ranking in the top 100 container ports in the
world is declining, however, primarily due to intense competition from Chinese ports.*®
Nhava Sheva port, India’s largest port, is considered as a regional hub port. Regional
seaports handle feeder services from the major transshipment hubs. Examples are the port
of Calcutta, port of Haldia in India, and port of Chittagong in Bangladesh.

South Asia’s low port efficiency ranking today, as noted in Figure 4, is reflected in a
number of problems. There is congestion in regional hub ports and regional seaports and
the associated delays prevent exporters from guaranteeing “just in time” deliveries. For
example, on August 6, 2004, Business Standard reported continued problems of
congestion at the Nhava Sheva port in India. At this regional hub port, exporters are
“estimated to lose around Rs800 core a month because of delayed shipments.” They
usually pay 4 percent of the product value for shipment. Due to congestion, however, an
exporter had to send his consignment by air, which cost “40 per cent of the value of the
product” (Business Standard, August 6, 2004). Delays at regional seaports are longer. In
contrast to transshipment hubs and regional hub ports, regional seaports do not operate on
a fixed day-of-the-week schedule. This can cause delays and uncertainty in turn-around
time at the ports. Subramanian and Arnold (2001) also highlight the problem of excessive
delays in moving cargo through the ports of Calcutta and Chittagong in Bangladesh and
the associated impact on trade.

There are clear indications of progress being made in addressing the obstacles noted
above. Global container terminal operators are moving to invest in upgrading facilities in
South Asia. India has instituted a policy to encourage private sector investment in ports,
including inland waterways. As part of these developments, India has awarded $460
million in contracts to upgrade the Rajiv Gandhi Container Terminal in Cochin and build
a new terminal at Vallarpadam. Maersk, a liner shipping company, has been awarded the
concession for the second private container terminal at JNPT in Mumbai. In Pakistan,
international operators, Hutchinson and P&O, are operating container terminals in the
Ports of Karachi and Qasim.

(2) Land Transportation

The lack of cross border transit points and road connections across the region are
significant hindrances to intra-regional trade.'® For example, barriers to trade and
commerce in Afghanistan are centered, in part, on both problems in infrastructure, as well
as cargo transshipment.”® There is an inland water transport route between India and
Bangladesh. Goods moving between India and Pakistan often must be transshipped

B Kruk (2004).
14" See for example; World Bank (2002b) and World Bank (2004b).
> World Bank (2004b).
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through a third country. The lack of integrated transport networks in the region clearly
raise cargo shipping costs. This is a critical problem particularly for landlocked countries,
including for example Afghanistan, Bhutan, and Nepal. A significant factor driving costs
and barriers is that at most every border in the region goods must be transshipped. In
addition, labor strikes in the region can cause delays in transit and congestion in land
transport networks. These constraints keep shippers from taking the routes that offer the
most efficient shipping route in terms of time and cost.

Figure 4: Port Efficiency Indicators (maritime and air)
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Source: Wilson, Mann, Otsuki (WMO) database 2004

Inland roads are a major means of moving goods across South Asia and India has “an
extensive 3.3 million km road network making it one of the largest in the world” (RIS,
2004). A number of road corridors in the region, however, are not maintained and of
limited capacity.*® This makes it expensive to move commodities across long distances
with countries imposing load limits. For example, in India the percentage of paved roads
at 56 percent is lower that than in countries of East Asia which averages 88 percent
(World Bank).

The costs of road transport can be high. For example, the average transport costs on the
Kolkata-Petrapole route between Bangladesh and India is Rs2543 which is about 40
percent higher than other highways (Das and Pohit, 2004). Costs are also a function of
vehicle maintenance. A carpet manufacture in Kathnabdu reported that because of the
poor quality of the local roads, it must “repair one of its vehicles every week and spends
NRs 100,000 a year on maintenance” (Biggs et al., 2000). Road transport is also affected
by aging bridges and lack of capacity. This in turn limits truck and cargo weight and
therefore efficiency in freight movement. Other restrictions are based in licensing
restrictions, for example foreign trucks are not permitted to enter Bangladesh. All of
these conditions prevent shippers from taking the most efficient routes — extending time
and cost which impede opportunities for international and intra-regional trade.

'® For a more detailed discussion see Subramanian (2001).
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There have been a number of projects to upgrade railway networks over the past decade,
however, problems remain. For example, India has moved to electrify tracks and convert
from meter gauge to broad gauge to harmonize its system infrastructure (UNESCAP,
2001). Freight accounts for 41 percent of traffic units on India’s railway system, however,
and in contrast freight accounts for 76 percent of traffic on China’s rail network.
Moreover, the types of rail gauge still varies among countries and regions.*® The railways
in India and Bangladesh suffer from “over-staffing, poor maintenance, and old rolling
stock” (Subramanian and Arnold, 2001). Reportedly Bangladesh railways have a serious
problem with maintenance especially in the parts of the country where flooding is a
problem. Due to these and other factors, the railway sector has lost share to the road
sector and exporters consequently limit use of railways.

(3) Border Crossings and Customs

Border crossings most often include inter-related infrastructure and facilities such as
customs clearance checkpoints, truck waiting areas, storage depots, rail yards, and
loading or unloading areas at ports. The border crossing at Benepole is reportedly one of
the most developed in the region with facilities for warehousing, well-developed services,
and other facilities. In contrast, some border crossings do not even have customs facilities
(Subramanian and Arnold, 2001). Problems arise when customs clearance centers are
located far away from other border crossing facilities. For instance, the sanitary and
phytosanitary testing laboratory in Calcutta is located one thousand kilometers from the
customs facility at Birgunj, Nepal. Exporters have to pay additional fees for vehicle
detention charges for weeks while waiting for test results (Karmacharya, 2002). This not
only raises the costs but also clearly affects the quality of export products.

Poor management at customs is not a major constraint compared to the problems with
ports and land transportation; however, there are costly delays in transactions in border
crossings. Some of these delays are associated with the preparation of customs
documents and inspections due to a lack of standard documents. At the India-Bangladesh
border a consignment needs at least 22 documentations, more than 55 signatures, and
minimum 116 copies for the final approval (RIS, 2004). Each country requires different
documents, such as transit, export, and import declarations. Exporters must prepare
separate documents at each side of the border. Furthermore, the region uses different
product classification systems for commodities: the Standard International Trade
Classification is used by Pakistan and the Harmonization System (HS) by other countries.
(Krueger et al., 2004). This contributes to a general lack of transparency and problems in
product classification in trade.

There are other administrative problems with customs that continue in the region.*® They
include limitations on staff working hours and lack of uniformly applied import duty
rates, among others. Nontransparent inspection procedure in any country reduces
efficiency and slows customs clearance times. As a result of these and other factors

" Data are from 2002, communication with Simon Thomas, World Bank.
8 For example, most of the network in Eastern India is broad gauge (Subramanian and Arnold, 2001).
®For a more detailed description see Subramanian (2001).
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customs clearance in South Asia requires dedicated improvements administrative rules
applied at the border and associated reform.? Figure 5 shows that it takes more than 8
days on average to clear customs by sea in South Asia, while it takes less than six days in
East Asia (Figure 5).

Figure 5: Average Days Required for Customs Clearance by Sea

Developed(16)

East Asia(9)

South Asia(4)

days

Source: World Bank (2004a)

Note: Calculated from International Exhibition Logistics Associates data. Developing
countries include Australia, Australia, Belgium, Denmark, Germany, Finland, France,
Great Britain, Italy, Netherlands, Norway, Portugal, Sweden, U.S.A., Canada, and Japan.
East Asia includes Hong Kong, Indonesia, Malaysia, China, Philippines, Singapore,
Taiwan, Thailand, and Vietnam. South Asia includes Bangladesh, India, Pakistan, and Sri
Lanka.

Countries in the South Asia region have moved over the past decade, however, to
improve customs. For example, India has launched a modernization project in customs
which includes leveraging Electronic Data Interchange (EDI) technology, which allows
exchanging documents and forms electronically, to streamline clearances. With
assistance from the World Bank, Pakistan has started reforms in the Central Board of
Revenue including customs offices and is expected to have a revenue increase by Rs.65
billion of in the fiscal year 2004-5 (Rizvi, 2004). Pakistan has also introduced electronic
filing of a single shipping document at Port Qasim as part of an effort by its customs
service to streamline clearance and reduce transaction costs (World Bank, 2004a). In
Bangladesh, the steps required for import and export clearance of fiber, fabric, and
garments have been reduced by 75 percent (World Bank, 2004a). Afghanistan is working
on customs modernization in a new $31 million World Bank project. Nepal is currently
undertaking reforms under a Three Year Customs Reform and Modernization Action

2 policy programs and action to reduce corruption in the region is also an issue which must be addressed
within this context. In some countries, exporters have to pay informal payments not only to customs
officers but also to police at check points along the routes and to cargo handlers at ports. In the South Asia
region, there are examples of payments of 30 percent of invoice value for a consignment on the
Bangladesh-Phulbari corridor through Kakarvita and of US$150 per consignment on imports and exports
via Haldia (Subramanian and Arnold, 2001).
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Plan. Reforms include upgrading physical facilities, administrative structure, automation
of customs, and simplification and harmonization of procedure (Government of Nepal
MoF). The reforms resulted in a revenue increase by Rs.900 million in the first six
months of 2004 from the same period in the previous year (Gorkhapatra Daily, January
24, 2004).

Compared to East Asia, however, South Asia continues to lag behind in deploying
technology in customs administration. For example, EDI is widely adopted in East Asian
countries, such as Singapore, Thailand, the Philippines, and Indonesia (World Bank,
2003). In contrast, EDI systems are not yet to be implemented in Bhutan, Nepal, and Sri
Lanka (UNESCAP, 2001).# India moved to adopt EDI systems in 1992 and the
Confederation of Indian Industry has been promoting implementation of EDI in all major
customs points (Hindu Business Line, July 5, 2004).

In order to advance reform, South Asia can learn from experiences in East Asia. One such
example is the Philippines’ modernization of customs.?* Like many countries in South
Asia, the Philippines relied on multiple customs clearance documents to clear exports and
imports. It was reported that customs clearance involved 10 separate documents in
multiple copies, with over 90 steps, and more than 40 signatures (World Bank, 2001). By
implementing the ASYCUDA system for customs clearance developed by UNCTAD,
there has been a significant reduction in paper transactions. Another example is the
customs administration reform in China. In October 2003, Shanghai customs began on
a seven day schedule to reduce congestion and accelerate trade (Shanghai WTO Affairs
Consultation Center, 2003). Together with the application of information technology,
administrative reform contributed to Shanghai’s high efficiency rating among Chinese
customs clearance posts.

(4) Standards and Technical Regulations

Like other developing countries, those in South Asia confront challenges and can realize
opportunities for market expansion in meeting standards and technical regulations. These
measures are directly related to trade facilitation. Based on data in the World Bank
Technical Barriers to Trade (TBT) database, South Asian firms in India and Pakistan
report standards and technical regulations as very important to export success — at a
higher percentage than countries in other regions (Figure 6). There are specific examples
across the region in other countries which suggest standards as a means to facilitate trade
are critical. For example, Nepal’s woolen carpets industry was severely affected when
Germany, an importer of 90 percent of the products, required eco-labels on the products
(Shrestha and Shakya, 2002). Nepalese exporters often fail to present “quarantine and
health standard certificate” at the border with India (Shrestha and Shakya, 2002).
Similarly, the Indian coffee industry has had difficulties in meeting market standards.*

21 Sri Lanka has been a member of the Asia Pacific Council for Trade Facilitation and Electronic Business
(AFACT) since 1995 and sponsors the National EDI/EC Committee which promotes the application of
EDI.

22 For an overview of reform efforts in the Philippines see Parayno (2004).

2 For an overview of standards and technical barriers in India see: Saqib (2003).
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On one hand, the industry must comply with sanitary and phytosanitary (SPS) measures
in agricultural trade. Firms also must address increasing pressures to comply with
national pollution laws to protect biodiversity. These regulations impose significant
financial constraints on the coffee industry, for example (Damodaran, 2002).

South Asian countries have recognized the importance of harmonization of standards in
the context of trade facilitation. In 1999, SAARC and the EU signed a Memorandum of
Understanding to enhance cooperation to assist the harmonization of SAARC standards
(EUROPA, 2004). India and Nepal included issues of standards in discussions on their
bilateral agreement (Hindu Business Line, August 10, 2001). The Nepal Bureau of
Standards and Metrology tries to harmonize national standards with international
standards such as ISO, and provides the Nepalese industries with quality assurance
services, consignment inspections, and programs of environmental labeling for export
industries (Shrestha and Shakya, 2002). Additional efforts are required in Nepal and other
countries — many of which can be supported through regional cooperation platforms --
in standards.

Figure 6: Technical Regulations and Standards
(percent of firms ranking regulations important to export expansion)
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(5) Information Technology and Services Sector Infrastructure

The countries in the South Asia region have made progress over the past decade in access
to information technology and application of technology in trade transactions. As noted
above, technology is being applied in customs and border clearance to facilitate trade
transactions, such as EDI systems and networks. India’s performance in information
technology production, in particular the software sector, are widely known. In Pakistan,
the progress has been rapid in the past years. Currently, there are more than 1812 cities,
towns and villages have internet facilities, in comparison to only 850 in June 2002 (MoF,
Government of Pakistan, 2002-03 and 2003-04). The number of fixed working telephone
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connections has increased from 2.4 million in 1996 to 4.2 million by the end of February
2004. Over 700 IT companies had been established by 2003. At the same time, the fixed
line and mobile deregulation policies have been recently introduced in order to enhance
competition and attract private investment (MoF, Government of Pakistan, 2003-04).

There remains, however, significant work ahead in broadening the use of information
technology and electronic commerce to expand trade in the region. The number of
internet hosts in the region relative to others, for example, is low and has significant room
for expansion. The number of individuals with access to the internet also needs to be
expanded, including those in government and private sector engaged in trade transactions.
Figure 7 and 8 show that the numbers of internet hosts and users per 10,000 in 2003 for
East Asia are higher than those for South Asia.

In particular, “India still has a fraction of the number in the Philippines, Thailand, or
Malaysia.”(source, World Bank). In considering the number of main telephone lines per
1000 people — both fixed and cellular — India trails behind Malaysia, Thailand,
Philippines, China and Indonesia.”(source, World Bank). Miller (2001) analyzes the
reasons why the internet has not spread as widely in India. First, the country is not
economically developed enough so that the cost of access is relatively high. Second,
telephone connections are not well established for wide-spread internet use. Third, tariff
rates on phone calls are high. Lastly, the lack of modern physical infrastructure networks
to deliver products to customers imposes limits on expansion of e-commerce (Miller,
2001).

Figure 7: Internet Hosts per 10,000 Inhabitants in 2003
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Improvement in information technology services is as equally important as development
of physical infrastructure. Biggs et al. (2000) examines the case in Nepal where service is
poor and hinders business activities. For example, phone lines usually do not work well
outside of the cities. Services are not available all day, and when available, voice quality
is often poor (Biggs et al., 2000). Continued efforts to deregulate telecommunications,
open markets to competition and investment, and expand financing for infrastructure
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promises better quality of service, lower transactions costs and expanded trade across the
region.

Figure 8: Internet Users per 10,000 Inhabitants in 2003
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What is lacking in South Asia compared to East Asia, in part is derived from limited
cooperative action to promote progress. For example, the Asia Pacific Economic
Cooperation (APEC) has targeted achieving paperless trading among all member
countries by 2010. This is being advanced by computerizing custom procedures
through United Nations Rules For Electronic Data Interchange for Administration
Commerce and Transport (UN/EDIFACT) and reducing the number of documents
required for sea, air and land transport. Under this initiative, each member country
incorporated strategies to achieve paperless trading in its Individual Action Plans in
APEC. For instance, Vietnam established a development plan to employ information
technology for customs administration during the period of 2001-2005, and “has been
marking a new progress in the process of modernization, simplification and
harmonization of customs procedures” (APEC, 2003). The overall savings from this
paperless trading initiative is expected to be “between 1.5 to 15 per cent of the landed
cost of an imported item.” (Australian Department of Foreign Affairs and Trade and
Chinese Ministry of Foreign Trade and Economic Cooperation, 2001). With strong
regional initiatives like those in East Asia, South Asia could accelerate development of
information technology infrastructure and concurrently lower transactions costs. Other
examples of regional cooperation, such as those supported by the World Bank in the
Trade and Transport Facilitation in Southeast Europe (TTFSE) project on customs and
border reform could also be considered as one model of reform for South Asia.**

% The Trade and Transport Facilitation in Southeast Europe Program initiated in 2000 by the national
governments in Southeast Europe, the World Bank, and the United States in collaboration with the
European Union. The project is aimed at reducing transport costs, eliminating corruption, and providing
European Union-compatible customs standards, and some progress have been made. For details, see
http://www.seerecon.org/ttfse/.
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5. Estimating the Gains from Capacity Building in South Asia

The previous section outlined a number of specific areas for reform and modernization in
South Asia to facilitate trade. In this section, we draw on Wilson, Mann Otsuki’s
(WMO) (2005) indicators for 75 countries in the trade facilitation to evaluate: port
efficiency, customs environment, regulatory environment and service-sector
infrastructure. ‘Port efficiency’ in this analysis is designed to measures the quality of
infrastructure of maritime and air ports. ‘Customs environment’ is designed to measure
direct customs costs as well as administrative transparency of customs and border
crossings. ‘Regulatory Environment’ is designed to measure the economy’s approach to
regulations. ‘Service-sector Infrastructures’ indicates the extent to which an economy has
the necessary domestic infrastructure (such as telecommunications, financial
intermediaries, and logistics firms) and networked information to improve efficiency and
transform activities to enhance economic activity.

While these indicators cover a range of performance in trade and transport facilitation,
they do not cover all areas discussed in the previous sections. Data availability for
cross country analysis is lacking in a number of areas, for example, direct use of
information technology in customs and associated costs and benefits of such
improvement. New datasets and cross-country indicators on trade facilitation, such as
those planned for the World Bank “Doing Business 2006” report, among others, should
help expand understanding of the link between trade and logistics costs.

The analysis here and indicators draw on three sources—Global Competitiveness Report,
World Competitiveness Yearbook, and a dataset compiled in Kaufmann, Kraay and
Zoido-Lobaton (1999). Each indicator is constructed as a simple average of two inputs as
presented in the Appendix.”® We have expanded the WMO data set for this analysis by
including Pakistan given the availability of data in the most recent version of Global
Competitiveness Report 2003/2004 for port efficiency and customs. Trade facilitation
indicators are available for Bangladesh, India, Pakistan and Sri Lanka among countries in
South Asia, but not for Afghanistan, Bhutan, Maldives and Nepal. The first country
group represents the South Asia region well, however, as these countries represent
approximately 98.6 percent of the region’s GDP.

The four South Asian countries exhibit a low performance in port efficiency relative to
the sample average (Figure 9). In customs environment all the South Asian countries
except Pakistan score lower than the global average. Pakistan is slightly above the sample
average. In regulatory environment, Sri Lanka has a relatively high score, which falls just

% Each input is normalized by the score of the highest ranked country such that the highest score for each
input is one.
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under the range of best-practice.”® Service-sector infrastructure is estimated to be the
most developed in Sri Lanka among the South Asian countries. It is ranked at slightly
below the sample average.

The East Asia region is located close to South Asia, however, it is clearly more
developed. East Asia also is more advanced in almost all aspects of trade facilitation than
the South Asia region.?” This implies that the South Asian countries are confronting
significant obstacles to trade facilitation and that the potential benefits from raising
capacity toward levels in the more advanced countries outside the region -- such as East
Asia -- could be considerable.?®

It is important to note that capacity building in South Asia and the rest of the world will
simultaneously increase both region’s intra-regional trade and the trade with the rest of
the world. Yet, by looking at the simulation results for intra-regional trade and the trade
with the rest of the world respectively, we identify how much gains come from South
Asia’s own improvement and how much gains of the region depend on gains in trade
with its partners. The first set of the analysis will explicate the benefits that accrue to
South Asia from its own capacity building in trade facilitation. The second set of the
analysis will demonstrate the region’s benefit from its capacity building as well as
capacity building undertaken by the rest of the world.

Table 1 summarizes the results of the two sets of the analysis. It is found that the total
gains in the value of trade flow to South Asia from the capacity building in both the
South Asia’s and the rest of the world’s capacity building is approximately 36 billion.
This amount is the sum of (A) the gains in the intra- South Asia trade from the region’s
own capacity building, (B) the gains in trade between South Asia and the rest of the
world from South Asia’s capacity building, and (C) the gains in trade between South Asia
and the rest of the world from capacity building by the rest of the world. The first set of
the analysis will investigate the detail of the first element (A), and the second set of the
analysis will investigate the detail of the second (B) and the third (C) elements.

The simulation analysis based on the gravity model of bilateral trade flow has its own
advantage to use the estimated elasticities of trade flow with respect to various influence
factors including trade facilitation measures instead of using any assumed values of
parameters. There are several drawbacks of this approach that should be remembered.
The gravity model treats each sample independently, and hence, capacity building may
create trade among certain countries, say, within the regions, and, at the same time, may
divert trade with other countries, say, against the rest of the world. This trade diversion

% The “regulatory environment” indicator reflects transparency of government policy and control of
corruption. This category is less objective than the other three categories and, therefore is sensitive to the
way the evaluation is made. For example, Bangladesh is rated as the most corrupt in the World according to
Transparency International 2000-2002.

" The sample for East Asia does not include the OECD countries.

% It also should be noted that the benchmarks of trade facilitation for four South Asian countries are

higher than those for most of the developing countries with similar income levels. Therefore, in setting
capacity building goals for the region, it is appropriate to compare performance with countries at more
advanced stages of development.
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effect is doomed to be ignored, thus, our estimated trade gains tend to overestimate the
actual gains. There are many factors to be consider if we wish to address aspects of
benefit broader than on trade flows, say country’s or global welfare and resource costs for
capacity building. Those aspects require far more information than are currently available,
and therefore, we limit our scope to trade flows.

Figure 9: Trade Facilitation Indicators
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Note: Data on regulatory environment and service-sector infrastructure are not available
for Pakistan.

Table 1: The Estimated Total Gains in the Value of Trade Flow from the Capacity
Building in Trade Facilitation

Capacity building undertaken by
South Asia (SA) Rest of the world (ROW)
- SA-SA 2.6 billion (A)
2 28.9 billion (B)
S | SA-ROW =
g 4.8 hillion (C)
[
= Total 36.3 billion (D)

Expanding Intra-regional Trade

In this subsection, we estimate gains from regional integration with a focus on collective
programs in capacity building within South Asia. We investigate the gains to regional
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trade with a program to raise capacity in trade facilitation across the region. The trade
gains to a country from unilateral action correspond to gains from improvement by that
country alone in a given category of trade facilitation. The gains to a country from
collective capacity building in a given category of trade facilitation are equal to the gains
to that country from the improvement by its trading partners plus those from unilateral
capacity building.

WMO (2004) include estimated elasticities for the value of bilateral manufacturing trade
with respect to each trade facilitation indicator. The analysis here draws on the data and
elasticities estimated in WMO (2004). The performance of the East Asia region is set as a
goal for the South Asia region. This is both due to the geographic proximity of the
regions and the fact that East Asia is more advanced in trade facilitation. We will set the
target level at halfway to the East Asia average.?’ We calibrated the Pakistan’s values of
regulatory environment and service-sector infrastructure by using predicted values based
on GDP per capita in order to avoid a significant underestimation of trade gains in
Pakistan, hence, those in the South Asia region.*

In this analysis we ask the question: “How would intra-regional trade change if South
Asia would act collectively to raise capacity in trade facilitation?” We assume that only
countries in the region improve in these measures. We find that such action taken
together by the South Asian countries is estimated to create considerable gains to trade
within the region. Table 2 indicates that the total estimated gain from capacity building in
all four categories of trade facilitation is approximately $2.6 billion. This is almost a 60
percent rise in total intra-regional trade in South Asia. The projected gains from both
unilateral and partners’ capacity building are significant. The country with the largest
projected gains in South Asia is India. Trade flows for India is expected to increase by
$1.1 billion as shown in Table 2. Capacity building in service-sector infrastructure
contributes the most to those gains. Sri Lanka gains the most from other South Asian
countries’ capacity building relative to gains from its own action. This is because Sri
Lanka has relatively high scores in the indicators, which suggests more limited
improvement needed to reach East Asia levels. FigurelO also illustrates trade gains in
percentage. It is estimated that India and Bangladesh, in particular, could significantly
increase trade across all the areas examined.

# Clearly given financial and others resources are limited, achieving 100 percent of the East Asian level
may not be feasible in a short term.

% \We used the predicted value for each of regulatory environment and service-sector infrastructure
indicators once it is fitted on log of GDP per capita using the 75 country sample in the WMO database.
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Table 2: Trade Gains ($million) from Capacity Building by Each of South Asian
Countries and Entire South Asia Region in Trade Facilitation®

Port efficiency
(Airand Customs Regulation Service-sector All
Maritime) infrastructure
Bangladesh 228 144 71 339 782
India 314 193 123 519 1,149
Pakistan 74 29 42 191 336
Sri Lanka 97 63 41 175 377
South Asia 712 429 278 1,224 2,644

Source: Authors’ calculation based on Wilson, Mann, Otsuki database 2004

Among the four trade facilitation indicators, results suggest that capacity building in
information technology and services infrastructure, reflected in expanded internet access
and use, would lead to the greatest gains to intra-regional trade. Capacity building in
port (air and maritime) efficiency would achieve the second largest trade gains. This
suggests that the South Asia region is currently underdeveloped more in areas related to
information technology infrastructure than in administrative or regulatory aspects of trade
facilitation at the border. It is important to note that these results should be considered an
indication of where priorities may be most important, however, and not viewed alone.
For instance, the "services-sector infrastructure™ may reflect to some extent the effect of
other variables (e.g. inland transport, or specific policy and institutional issues related to
border clearance) that the model does not include. This highlights the importance of new
datasets and data gathering for analysis, among other issues.

Until now, we have considered a transitional scenario toward the regional harmonization
of capacity in trade facilitation. As an informative exercise, we will now consider a
harmonization of the other influencing factors that are represented by tariff barriers, and
will speculate how much improvement will be needed for the South Asian countries to
achieve the formerly set goal (halfway toward the East Asia average). In our gravity
model estimation, we have obtained the elasticity of trade flow with respect to tariff rates.
The elasticity is used to predict the trade flow at a common tariff rate, namely, the
average tariff rate in South Asia, and calculated the amount of capacity building needed
to achieve the trade flow at the common tariff rate. In this exercise, we consider the
capacity building in trade facilitation in only importing countries since tariff rates are
assumed to be changed only by importing countries for simplicity. Tariff data were not
available for some South Asia countries in the studied period, thus, those countries are
not included in this exercise.

We find, under this scenario, that a 65 percent improvement in port efficiency from the
status quo level is needed for Bangladesh to achieve the target level of trade, and that a

1 To calculate the predicted values of regulation and service infrastructure, we regressed the indicators
with logarithm of GDP and obtained the fitted value.
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37 percent improvement is needed for Sri Lanka to achieve the trade flows at the South
Asia average tariff rate. The tariff rates of these countries were below the South Asia
average in the studied period, applying the South Asia average rate to those countries
implies a reduction of trade flow. On the other hand, India’s tariff rates were lower than
the South Asia’s average rate, and hence, applying the South Asia average rate to this
country will result in a trade flow that exceeds the trade flow at the South Asia average
tariff rate. This exercise can be repeated for the rest of trade facilitation measures.

Figure 10: Trade Gains (percentage) from Collective Capacity Building in
the Context of Intra-regional Trade in South Asia
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Global Trade and the South Asia Region

Now we turn to the analysis of gains from collective action in capacity building between
the South Asia region as one group and the rest of the rest of the world as another group.
The rest of the world is represented by 76 countries in the WMO data set. In the previous
section we estimated the gains to trade from action only by South Asia and the
implications for intra-regional trade. Capacity building in trade facilitation by countries in
the region is also expected to generate gains from trade with the rest of the world even if
the rest of the world does not reform or invest in capacity building measures. If the rest
of the world would upgrade capacity in trade facilitation simultaneously, however, the
estimated gains to South Asia would rise further. For example, consider development
assistance and reform undertaken through obligations in the World Trade Organization in
trade facilitation by all WTO members.

A similar simulation scenario as in the previous section is used here to examine the
question: “How would trade change if South Asia and the rest of the world acted together
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to reform and raise capacity in trade facilitation?” “What are the implications for South
Asia from global reform?” We set the target level of each trade facilitation indicator at
halfway up to the East Asia average. The same scenario also is employed for the rest of
the world in order to make a comparison possible between South Asia’s trade gains from
its intra-regional trade and its trade with the rest of the world. The analysis will focus on
trade between South Asia and the rest of the world within the sample of 76 countries.
(We do not include gains from capacity building between countries in South Asia or
gains between countries within the group of the rest of the world.)

As shown in Table 3, the total gains to South Asia from unilateral capacity building in the
region are estimated at approximately $27 billion. This represents about 32 percent of the
region’s trade with the rest of the world. It is important to note that 87 percent of the total
gains to South Asia are generated from South Asia’s own moves to upgrade infrastructure
in ports and information technology, harmonize regulations, and improve customs. This
stresses the importance of capacity building in trade facilitation in South Asia as a means
of strengthening global ties outside the region -- as well as fostering intra-regional trade.
The most promising area for focus appears to be service-sector infrastructure as
demonstrated in Figurell. The gains from capacity building in service-sector
infrastructure should also be considered along with the significant gains from associated
with raising port efficiency. This is similar to the conclusions reached in the analysis of
intra-regional action above.

Table 3 indicates that the relative importance of South Asia’s capacity building to that of
the rest of the world. By construction, the gains to the South Asia region from unilateral
capacity building coincide with the gains to the rest of the world from its partners’ (South
Asia’s) capacity building. Trading partners outside of the region clearly gain from
improvements made in South Asia. As indicated in Figure 9, the average performance in
trade facilitation in South Asia is lower than that in East Asia’s and the sample average.
Therefore, raising capacity in South Asian countries could significantly contribute to both
trade expansion within the region and outside of the region.

Table 3: Trade Gains ($ million) from Unilateral and Collective Capacity Buildings
between South Asia and the Rest of the World

Service-sector
Port efficiency Customs Regulation infrastructure Total
(Maritime and Air)

unilateral| partners |unilateral| partners | unilateral | partners | unilateral | partners | unilateral | partners

South Asia 8,421 1268 | 3,881 755 3,809 836 15452 | 1,941 | 27,560 | 4,800

Rest of the world 1,268 |8,421 755 3,881 836 3,809 1941 [15/452 | 4,800 |27,560

Source: Authors’ calculation based on Wilson, Mann, Otsuki database 2004
Note: “The rest of the world” includes a group of 76 countries excluding the South Asian countries.
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Figure 11: Trade Gains to South Asia (percent) from Its Own (unilateral)
Capacity Building and Capacity Building by the Rest of the World
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5. Concluding Remarks

The South Asia region has a significant opportunity in 2004 to accelerate economic
growth and reduce poverty through concrete actions to facilitate trade. These include
taking steps to realize the promise of collective gains through platforms that advance
regional integration. The drive to implement the South Asian Free Trade Area (SAFTA)
and initiatives of the South Asian Association for Regional Cooperation (SAARC) offer
such opportunities. Based on the analysis in this note, there are significant potential gains
to trade for South Asia associated with collective efforts to raise capacity in trade
facilitation. These include specifically investments in upgrading ports and information
technology infrastructure in the region.** There are also gains directly related with
continued reform in customs clearance procedures and regulatory harmonization. The
results of our analysis also show that steps to reduce barriers to trade logistics in the
region promise expanded trade opportunities with the rest of the world. In this regard,
collective action under regional initiatives is particularly important.

When considering intraregional trade, if the countries of South Asia raise their capacity
halfway to East Asia’s average, their trade would rise by an estimated $2.6 billion. This is
approximately 60 percent of the total intraregional trade in South Asia. The category of
trade facilitation that will produce the greatest gains is service-sector infrastructure
(%$1,224 million), followed by efficiency in air and maritime ports ($712 million). South
Asia also has a stake in the success of efforts to promote capacity building outside its
borders. If South Asia and the rest of the world raised their levels of trade facilitation
halfway to the East Asian average, the gains to the region would be an estimated $36
billion. Out of these gains, about 87 percent of the total gains to South Asia would be
generated from South Asia’s own efforts (leaving the rest of the world unchanged). The

¥ The SAARC members specifically decided on special projects in telecommunications and information
technology at meetings in Islamabad in July 2004.
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important role of India in advancing reform should also be noted. India represents 80
percent of the total GDP of South Asia and thus can act as a catalyst, along with partners
in the region, to advance a trade facilitation agenda.

The success in any reform agenda to implement capacity building in trade facilitation in
South Asia—or any other region—must necessarily involve complementary investments
in policy areas beyond those related to barriers that affect trade logistics costs. Reducing
barriers to foreign direct investment, lowering tariff rates of protection, and eliminating
other nontariff barriers that slow productivity and block private sector growth are also
important. Macroeconomic policy stability and many other factors will also clearly affect
any reform agenda. The bilateral relationship between India and Pakistan, among other
nations in the region, will also shape future progress. It is clear that regional integration
can be advanced, however, with serious programs of concrete action to address barriers in
trade facilitation, such as those reviewed here.
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Data Appendix

Data come from the World Economic Forum, Global Competitiveness Report, 2001-02
(GCR), IMD Lausanne, World Competitiveness Yearbook 2000 (WCY), and Kaufmann,
Kraay and Zoido-Lobaton (2002) (KKZ). All survey data in GCR comes from the World
Economic Forum’s Executive Opinion Survey. A total of 4022 firms were surveyed.
“In order to provide the basis for a comparative assessment on a global basis, it is
essential that we interview a sufficient number of senior business leaders in individual
countries and that the sample in each country is not biased in favor of any particular
business group. We have taken a number of steps to ensure this. First, we have asked
each of our partner institutes, the organizations that administer the surveys in each
country, to start with a comprehensive register of firms. From this, they were asked to
choose a sample whose distribution across economic sectors was proportional to the
distribution of the country’s labor force across sectors, excluding agriculture. They were
then asked to choose firms randomly within these broad sectors (for example, by
choosing firms at regular intervals from an alphabetic list), and to pursue face-to-face
interviews, following up for clarifications where necessary. The employment distribution
was taken from data in the 1998 Yearbook of Labour Statistics of the International
Labour Office. The respondents to the survey are typically a company’s CEO or a
member of its senior management.”

The WCY uses a 115 question survey sent to executives in top and middle management
of firms in all 49 countries of the WCY. The sample size of each country is proportional
to GDP, and firms "normally have an international dimension.” The firms are selected to
be a cross section of manufacturing, service, and primary industries. There were 3532
responses to the Survey.

KKZ (2002) updates the data on governance that were developed in Kaufmann, Kraay
and Zoido-Lobaton (1999) “Governance Matters.” The database contain more than 300
governance indicators for 175 countries compiled from a variety of sources in 2000/2001.
Six aggregate indicators are constructed corresponding to six basic governance concepts:
nVoice and Accountability, Political Stability, Government Effectiveness, Regulatory
Quality, Rule of Law and Control of Corruption.

The various raw data series were chosen because of their relevance to the four
concepts of trade facilitation.

= Port efficiency” for each country J is the average of two indexed inputs (all GCR):
o Port facilities and inland waterways are :(1=underdeveloped, 7=as developed
as the world's best, GCR)
o Air transport is :(1=infrequent and inefficient, 7=as extensive and efficient as
the world's best, GCR)

= “Customs environment” for each country J is the average of two indexed inputs (all

GCR):
o Hidden import barriers other than published tariffs and quotas
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o Irregular extra payments or bribes connected with import and export permits

=  “Regulatory environment” for each country J is constructed as the average of two
indexed inputs:
o Transparency of government policy is satisfactory (WCY)
o Control of Corruption (KKZ)

= “Service-sector infrastructures” for each country J is as the average of two indexed
inputs (all GCR):
0 Speed and cost of internet access are: (1=slow and expensive, 7=fast and
cheap)
0 Internet contribution to reduce inventory costs is: (1=no improvement, 7=huge
improvement)

[Source : Wilson, Mann and (2005)]
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