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The cost of trade among South
Asian countries is far too high.
There is a need to simplify
procedures for trade, and reduce
the cost and time taken to handle
cargo to ensure that trading
within the region is more cost
effective. The Trade Facilitation
Agreement (2013), agreed upon at
the World Trade Organisation Bali
Ministerial Meeting, promises to
address at least a few of South
Asia’s trade facilitation concerns.
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he scale of economic activity in

south Asia has witnessed a sub-

stantial rise in the last decade.
Simultaneously, it has gone rather unno-
ticed that south Asia ranks higher than
many African countries in not doing well
in trade facilitation (De 2011). As a
result, goods often lose competitiveness
at home before being sold overseas.

South Asia moves with a massive
burden of inertia - ailing infrastructure,
both at the border and within, falling
productivity in agriculture and indus-
try, and a shortage of skilled human
resources, to mention a few. As a result
south Asia has gained a dubious reputa-
tion in regional connectivity, including
trade facilitation.

Trade facilitation is a safety device
which protects an economy or a region
from rising trade costs, and is therefore
a necessity for all south Asian countries.
Trade facilitation is an area where a
common region-wide set of facilitation
measures were never undertaken, and
compliance to a single standard did not
occur. Progress has been limited to only
individual country initiatives, under-
taken mainly as a part of national agen-
das (e g, e-customs).

Some Important Needs

In south Asia, landlocked and island
countries face a relatively higher burden
of trade costs. The costs of trade with
outside regions appear to be lower than
within the region (Table 1). For example,
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the ad valorem equivalent non-tariff
trade cost (NTc) of India-Pakistan for
manufacturing goods in 2011 was
124.13% (Table 1), which suggests that
trade of manufactured goods between
India and Pakistan involves, on average
for all tradable manufactured goods,
additional costs amounting to approxi-
mately 124% of the value of goods — as
compared to when the two countries
trade these goods within their borders.!

In sharp contrast, ad valorem equiva-
lent NTC of India-United States (us) for
manufacturing goods in 2011 was 88.85%.

What then does the United Nations
Economic and Social Commission for
Asia and the Pacific (UNEscapr)-World
Bank trade cost database suggest? First,
trade facilitation measures vary across

Table 1: Trade Cost in South Asian Developing
Countries (2011)

Reporter Partner Export* NTC**
($ Millions) (%)
Afghanistan (143) 458.36 226.85
Bhutan (128) 202.75 5554
Chinan (27) 17168.77  79.62
India Maldives (125) 114.00 220.72
(47) Nepal (147) 254933 4895
Pakistan (110) 189148 12413
SriLanka (137) 4103.05  87.67
United States/ (15) 31055.27  88.85
Afghanistan (143) 188942  72.83
Chinan (27) 211940  96.03
Pakistan India (47) 384.51 12413
(110) Nepal (147) 0.99 229.24
SrilLanka (137) 286.95 13643
United States/ (15)  3509.85 103.76
Chinan (27) 9398 126.78
India (47) 526.80  87.67
SriLanka Maldives (125) 50.30 80.40
(137) Nepal (147) 0.57 303.51
Pakistan (110) 7227 136.43
United States/ (15)  1972.26  125.68

*Simple average for the years 2010, 2011 and 2012,

** NTC stands for non-tariff trade costs, ad valorem
equivalent. ANTC relates to the year 2010. Numbersin
parentheses are global ranks of countries in the World
Bank’s Logistics Performance Index (LPI) for 2012.
Sources: Author based on UNESCAP for trade costs, IMF's
Direction of Trade Statistics for export, and World Bank
for LPI.
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transport modes, procedures, products
and country groups. Second, marginal
return from improved trade facilitation
rises when trade volume goes up. For ex-
ample, a high-end cargo handling sys-
tem at a seaport in a developed country
would obviously clear a container, des-
tined to a developing country, within a
few hours, whereas a bad port in the
destination has the potential to negate
the benefits accrued due to faster han-
dling at the origin. Variation in Logistics
Performance Index (Lp1) ranks in Table 1
captures this well. Third, any reduction
of NTC is critical to the success of trade
facilitation measures. Finally, the suc-
cess of trade facilitation may therefore
depend on how quickly asymmetry in
trading infrastructure is narrowed and
made inclusive.

Table 2 presents some crucial trade
facilitation priorities for south Asia, which
are purely regional types but have global
implications. Can the Trade Facilitation
Agreement (TFA), signed by the World
Trade Organisation (wTo) member
countries at the Ministerial Meeting

Table 2: Trade Facilitation Priorities in South Asia

liberalisation schedule, whereas in case
of trade facilitation it has been left in the
domain of “agree to consider”.

Nevertheless, sAFTA had some noble
trade facilitation proposals under Article
vii, such as (i) simplification and harmo-
nisation of customs clearance procedures;
(i) harmonisation of national customs
classification based on Harmonised Sys-
tem (Hs) coding system; (iii) customs co-
operation to resolve disputes at customs
entry points; (iv) transit facilities for effi-
cient intra-South Asian Association for
Regional Cooperation (SAARC) trade,
especially for landlocked countries; and
(v) development of communication sys-
tems and transport infrastructure. Besides
this, south Asia also signed a Customs
Action Plan in 1997 and an Agreement
for Mutual Administrative Assistance in
Customs Matter in 2005.

However, provisions of these agree-
ments were never implemented. There is
a subgroup on customs cooperation,
comprising heads of customs organisa-
tions of south Asian countries, which is
mandated to administer and implement

SrNo Particulars

1 Reducelengthy customs processes and cargo handling time at ports of Chittagong, Karachi, Kolkata
and Haldia through automation and modernisation

2 Fasteropening of letter of credit account in bank with the help of information and communication

technology (ICT) in Bangladesh and Nepal

3 Fastercargoinsurance with the help of ICT, process re-engineering and competition among service

providersin Nepal

Use of ICT to obtain permits and certificates in Bhutan

Synchronisation of cross-border customs in south Asia

Acceptance of south Asia regional transit

Development of border infrastructure

(e NI NENe NNV, JENN

Cross-border electronic Customs Transit Document (CTD)

9  National single window essential for paperless trade

10 Capacity building and training for trade facilitation officials in south Asian LDCs.

Source: ADB-UNESCAP (2014).

held at Bali, Indonesia in December
2013, help south Asian countries build
such infrastructure?

South Asian Trade Facilitation

In wro, Articles v, vt and x of the
General Agreement on Tariffs and Trade
(GATT) 1994, guide the movement, re-
lease and clearance of goods, including
goods in transit in member countries. In
south Asia, the South Asian Free Trade
Area (sarTA) had cursory mention of
trade facilitation issues under Article viri.
The striking contrast is that contracting
parties to SAFTA have agreed to a trade
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cooperation in the area of customs.
Despite such a variety of initiatives,
particularly on customs cooperation,
progress is somewhat not visible on
ground. In general, south Asia has largely
failed to build requisite institutional
mechanisms to take forward the region-
al trade facilitation agenda.

WTO TFA 2013: The Next Steps

The wto TFA creates binding commitments
across 159 plus wro member countries to
expedite movement, release and clearance
of goods, improve cooperation on customs
matters, and help developing countries
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and least developed countries (LDC)
implement wTo obligations.

The TFA has two sections: Section 1
comprises 13 Articles, whereas Section 11
has special and differential treatment
provisions for developing country mem-
bers and Lbc members. It has three dis-
tinct provisions for: (i) faster and effi-
cient customs procedures, (ii) paperless
trade, and (iii) technical assistance and
capacity building. Through this agree-
ment, the wTo aims to build common
standard(s) mandatory for all countries.
This TFa deal involves assistance for
developing countries and Lbcs to update
their infrastructure, train customs offi-
cials, or for any other cost associated
with implementing the agreement.

To assist developing countries and
LDCs to meet TFA commitments, the need
of a stronger technical assistance and ca-
pacity building programme has been
added to raise awareness of the new
rules and their benefits, the information
available and how it can be accessed. A
newly established Preparatory Commit-
tee (Committee on Trade Facilitation un-
der Article 12) under the wto was consti-
tuted to implement the agreement expe-
ditiously. Besides, TFa has also recom-
mended setting up national-level com-
mittees on TFA to facilitate both domestic
coordination and implementation of pro-
visions of this agreement.

wTO’s statement, dated 11 December
2013, indicates an establishment of the Pre-
paratory Committee on Trade Facilitation
to perform such functions as may be neces-
sary to ensure the expeditious entry into
force of the agreement and to prepare for
the efficient operation of the agreement
upon its entry into force. In particular, the
Preparatory Committee is supposed to con-
duct the legal review of the TFa, receive no-
tifications of Category A commitments, and
draw up a Protocol of Amendment. While
the ratification process of the TFA must be
going on at present, the General Council of
the wro may meet no later than 31 July
2014 to annex to the Agreement notifica-
tions of Category A commitments, to adopt
the protocol drawn up by the Preparatory
Commiittee, and to open the protocol for
acceptance until 31 July?

All provisions of this TFA are binding
on all wro members. Members shall
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implement this agreement from the date
of its entry into force with some exceptions.
There are three categories of provisions.

One, Category A contains provisions
that a developing country member or a
L.DC member designates for the implemen-
tation upon entry into force of this agree-
ment, or in the case of a Lbc member,
within one year after entry into force.

Two, Category B contains provisions
that a developing country member or an
LDC member designates for the imple-
mentation on a date after a transitional
period of time following the entry into
force of this agreement.

Three, Category ¢ contains provisions
that a developing country member or an
LDC member designates for the imple-
mentation on a date after a transitional
period of time following the entry into
force of this agreement and requiring
the acquisition of implementation capac-
ity through the provision of assistance
and support for capacity building.

Each developing country and LDC
member shall self-designate, on an indi-
vidual basis, the provisions it is including
under each of the categories, A, B and c.

It has clear provision that the mem-
bers of a regional economic arrange-
ment such as SAFTA may adopt regional
approaches to assist in the implementa-
tion of their obligations under the TFA on
including through the establishment
and use of regional bodies. The SAARC
secretariat therefore has to undertake
corresponding measures as outlined in
TFA. It can even go beyond the provi-
sions mentioned in TFA as appropriate in
view of the region’s requirement.

Some Concerns

(i) South Asian countries, particularly
LDCs, have constraints in implementing
commitments release and clearance of
goods (Article 7), border agency coordi-
nation (Article 9), and formalities con-
nected with export, import and transit
(Article 10). Since all provisions of this
TFA are binding on all members, south
Asian countries have to be cautious in
choosing their respective TFA provisions.
Technical assistance and capacity build-
ing is required in many areas of trade
facilitation. High capital investment in
Lpcs would be needed to implement
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commitments under Article 10. One way
to manage such financing, a global fund
for trade facilitation will pave the way in
mitigating financial resources (De 2013).
At the same time, an international
inter-governmental agency under the
Article 13 of TFa shall be constituted to
pursue the TFA agenda under the guid-
ance of the recently constituted Prepara-
tory Committee.

(i) The TFA includes commitments re-
lating to the publication and transpar-
ency of trade regulations and customs
procedures. While binding commitments
may be explored in case of customs
cooperation since it is a sort of public
good, the same is unwarranted in cases
of release of goods, border agency coor-
dination or formalities connected with
import, export and transit, in which cas-
es developing countries and LDcs stand
much to lose and will be far behind mid-
dle- and upper-income countries. With-
out strengthening these sectors step-by-
step, sudden openings may cause social
and economic crises, which may cause
political disturbances.

(iii) The another concern of Lpcs and
many developing countries is that they did
not possess sufficient financial and techni-
cal capacity to implement trade facilita-
tion commitments as proposed in the Tra
due to scarce resources, capacity con-
straints and diverse priorities. Therefore,
many developing countries and Lpcs need
technical assistance and capacity building
to implement many of the measures. Inter-
national organisations shall provide a
greater amount of technical assistance to
developing countries and their enterprises
on trade facilitation issues, particularly
enabling them to comply with border
management requirements and spreading
awareness about wto rules.

(iv) The other questions may include
how to address the so-called “penalty dis-
ciplines” — for instance, failing to meet
the obligations — in the wto context, and
whether the wto dispute settlement
body is really equipped to deal with these
issues at all is another question that
members are expected to grapple with in
the months and years ahead.

(v) Given the technological and resource
asymmetry between developed and
developing countries, it would be difficult
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to conclude that developing countries
and LDcs in south Asia (most of which
have high trade deficits) will be able to
improve their business and trade enviro-
nment, leading to trade surplus economy.
(vi) Who will selflessly facilitate dia-
logue with the private sector to assist
governments in amending laws and reg-
ulations relating to trade agreements in
order to ensure that new rules are imple-
mented in a way which enhances busi-
ness competitiveness in LDCs?

(vii) Exporters in LDCs need better serv-
ices to manage border barriers when
moving their goods through regional
and international value chains. Who will
provide a full range of support services
to enable small and medium enterprises
(sMmEs) of LDCs to connect with global
and regional value chains? Without ade-
quate technical and financial support
and capacity building, smEs in Lbcs will
not be able to augment their exports.
(viii) The TFA does not explicitly talk
about electronic processing of transit
documentation.

(ix) Trade facilitation has important impli-
cations for a country’s export competi-
tiveness through strengthening sMEs in
south Asia. Improved trade facilitation
would increase cross-border production
networks, where parts and components
cross borders several times during the pro-
duction process. Thus, sMEs, particularly
in developing countries and Lpcs in south
Asia, require efficient access to raw mate-
rials, parts and components, and services
for production. For landlocked developing
countries (LLDGs), such as Afghanistan,
Bhutan and Nepal, the need for effective
trade facilitation is even greater because
inputs are also dependent on the efficiency
of the transit mechanisms in neighbouring
countries. Higher transaction costs and
time at transit ports and borders would
certainly diminish the potential of LLDCs
joining global or regional value chains.
Are these issues effectively addressed in
wto TFA? Not really.

Concluding Remarks

No doubt, through customs reform,
wTo TFA would provide scope for re-
engineering trade processes and proce-
dures, thereby moving towards a paper-
less trade environment. Simplification of
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procedures and processes are crucial for
the facilitation of trade and for raising
export and import competitiveness.
However, it would be difficult to assure
that manufacturers, freight forwarders,
logistics providers, express carriers and
entrepreneurs seeking to enter the ex-
port market particularly would stand to
benefit from this agreement.

LDCs alone cannot manage the man-
dates given to them. In a way, LDCs have
been forced to adapt to a new situation.
Even if the wTo TFA would offer a better
trade environment, they simply do not
possess sufficient financial and technical
capacity to implement trade facilitation
commitments as proposed in the TFA due
to scarce resources, capacity constraints
and diverse priorities. Therefore, to pro-
tect the Lbcs from future vulnerabilities,
L.DGs need strong technical and financial
support through Aid for Trade (arT) in
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the form of infrastructure development,
technical assistance and capacity build-
ing. Setting up a global trade facilitation
fund and institution to help LDCs in im-
plementing the wto trade facilitation
agenda would strengthen global trade.
India shall help Lbcs meet new obliga-
tions and gain their share of benefits
from cost saving and income growth.

Development organisations like the
Asian Development Bank, World Bank,
UNESCAP and SAARC Secretariat have to
play strong facilitating roles in deve-
loping infrastructure, technical assist-
ance, training and capacity building in
south Asia.

NOTES

1 The UNESCAP trade cost measure, based on
Novy (2012), is a comprehensive all-inclusive
measure based on micro-theory and calculated
using macroeconomic data, providing an alter-
native measure of trade facilitation perform-
ance (Arvis et al 2012).
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2 See WTOQ’s statement dated 11 December 2013,
WT/MING3)/36 WT/L/o11.

REFERENCES

ADB-UNESCAP (2014): South Asia Trade Facilita-
tion Report: Towards Simplifying Trade Process-
es and Procedures, Asian Development Bank
(ADB) — United Nations Economic and Social
Commissions for Asia and the Pacific (UNES-
CAP), Manila and Bangkok, forthcoming.

Arvis, J F, Y Duval, B Shepherd and C Utoktham
(2012): “Trade Costs in the Developing World:
1995-2010", ARTNeT Working Papers No 121,
UNESCAP, Manila and Bangkok.

De, Prabir (2011): “Why Is Trade at Border a Costly
Affair in South Asia: An Empirical Investiga-
tion”, Contemporary South Asia, 19(4): 441-64.

— (2013): “Trade Facilitation in Eastern South
Asia: Towards Paperless Trade”, presentation
Made at the Trade and Development Symposi-
um (TDS), Organised by ICRIER, Held at Bali,
Indonesia, 5 December.

Novy, D (2012): “Gravity Redux: Measuring Inter-
national Trade Costs with Panel Data”, Eco-
nomic Inquiry, 51(1): 101-21.

WTO (2013): “Trade Facilitation — Cutting ‘Red
Tape’ at the Border”, World Trade Organisation
(WTO) Geneva, available at http://wto.org/
english/thewto_e/minist_e/mcg_e/brief
tradfa_e.htm

Economic & Political WEEKLY



