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Trade and Human Development
Ishrat Husain


I agree with the main message of the Report that the link between Trade, Human Development and Economic growth is not straight forward and has to be created consciously by forward looking policies and strategies by both national governments and multilateral trade bodies.  But having said that we must also recognize that South Asian countries have made remarkable progress in opening their economies since early 1990s.  Till about 1990, trade-GDP ratio was 20 percent which has escalated to 52 percent by 2008.  The three large countries of the region – India, Pakistan and Bangladesh – started the process of liberalization in early 1990s.  The results have been impressive except for Pakistan where political discontinuities and uncertainties did not produce the same kind of results as achieved by India and Bangladesh.  High growth rates over almost two decades have improved standards of living and lifted millions of poor above the poverty line.  During 2000-08 South Asia’s growth rate was closer to 7 percent annually and every one of the seven countries in the region surpassed growth rate of 5 percent.  It is true that the absolute number of poor has remained stagnant since 1991 but the proportion of the poor living below $1.25 has fallen from 51.7 percent in 1990 to 40.3 percent in 2005.

The annual rate of change in poverty reduction has been 1.6 percent – not fast enough to reach the MDG goal of halving poverty by 2015.  A much faster rate of 4.4 percent annually would therefore be required during the 2005-2015 period to achieve this goal.  The chances for achieving this high rate appear quite slim and will depend essentially upon the progress India is able to make.


Why is Trade so critical for economic growth?  Domestic economies are limited in nature due to constrained purchasing power and are therefore unable to achieve 
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economies of scale in production and hence reduction in unit costs.  The possibilities of exporting to a much larger world market allow this to happen.  World export market is of roughly 20 trillion US dollars, while the domestic economies of South Asia have combined GDP of $1.2 trillion. Thus it can be seen that the scope for output expansion is much larger if the countries are able to penetrate the world export market in a significant way.

Let us now look at the composition of exports and what South Asia is shipping. Nearly two-thirds of world exports are taken by manufactured products and one-third by agriculture, foods, fuel and minerals.  Machinery and Transport equipment represents one half of the manufactured exports and one-third of the total exports.  World exports trade has grown at a rate of 12 percent per annum over the last decade mostly due to the dynamic sectors.  But South Asia is not participating in these dynamic sectors.  Textile and clothing exports which dominate the South Asian exports were $600 billion, roughly one-tenth of the machinery and transport equipment sector.  Fifty countries in the world had a share of 92 percent altogether.  Except India whose rank is 27, most of South Asian countries fall in lower rung.  (Pakistan 63rd).  China, Hong Kong, Singapore, Taiwan, Malaysia, Thailand, Korea, Indonesia all rank among the top fifty.  This calls for a serious reflection to ponder as to why South Asia is not doing as well as East Asia.


Trade in labor services has also picked up in the last decade.  Although India has become a world leader in IT, ITES and BPO for purposes of poverty alleviation it is the export of labor services that is important.  South Asia has 14 million workers overseas who remitted about $53 billion in 2007 and the rate of growth has been in double digits.  Pakistan alone has received about $50 billion in workers’ remittances during the last decade.  Annual remittances this year would cross $8 billion and would be a major offsetting factor for the country’s merchandise trade deficit.  These remittances accrue to the relatively poor or near poor families and help in poverty alleviation.

There is a broad consensus among economists (which is rare to achieve) on the basis of both theory and empirical evidence that international trade generally has a positive impact on economic growth and national income of a country.  Only in exceptional cases such as adverse terms of trade movement this relationship is negatively affected but over a long run this relationship is robust and strong.  The most stunning example of this relationship is China which was completely isolated from world economy until 1980.  After Deng Xao Ping’s policy of opening up the economy and integrating into the world economy China last year overtook Germany as the world’s largest exporting nation.  You would recall that China with a population of 1.2 billion has a large domestic market but private consumption as a ratio of GDP is only 36 percent.  The drivers of the economy are savings, investment and net exports.  From a paltry amount of $10 billion of exports in 1980 - the same amount as India - China reached export level of $1200 billion last year with India still slightly below $200 billion.  This impressive record enabled  China to bring down incidence of poverty from 50 percent of the population to less than 10 percent.  In less than three decades as many as 500 million people were lifted out of poverty.  China is not the only case although it is the most spectacular.  In the 1970s the newly industrializing countries took off following export-led model.  It was argued at that time that these were small countries and their exports did not make much of a difference to the aggregates.  In the 1980s and 1990s Asean countries followed the same path and achieved high growth rates and significant reduction in poverty.  Since 1991, India has also dismantled all the barriers and opened up its economy.  Indian growth rate in the last decade has averaged 7 percent annually and the incidence of poverty has gone down at a rate faster than ever achieved in India’s history.  You may recall that until 1990 India was known for its Hindu rate of growth i.e. 3 percent annually with high incidence of poverty.  This was the period when India was an inward-looking, import-substituting, public sector-oriented economy known as licence raj.  Indian private sector companies once freed from the shackles of licence raj are now acquiring firms and companies all over the world and feature prominently among the world’s multinational corporations.  Both China and India have shown remarkable resilience at the time of the Asian crisis of 1997 as well as the recent global financial crisis of 2008-09 disproving those critics who argue that openness and integration into the world economy would make these countries vulnerable when there are external shocks.


Bhagwati and Srinavasan have pointed out that no country that has been autarkic has managed to sustain a high growth performance over a sustained period.  UNDP has also suggested that hardly any country has grown over long period without experiencing an increase in the share of foreign trade in its national product.

South Asia has not done as well as East Asia.  South Asia’s share in global export market has remained stagnant at 1 percent while the share of East Asia has risen from 9 percent to 16 percent in the last decade.  This shows that South Asia hasn’t been able to take advantage of the buoyant world export market and there is a lot of scope for these countries to remove ‘within-border’ barriers that are hampering the growth of their exports.


For stimulating discussion, I would refrain from dwelling on the issues in the Report with which I agree, e.g. WTO conclusions, Doha Round, Intra-regional trade within South Asia, etc.  I would therefore like to highlight my differences in reading the evidence and the findings of the Report.  If you allow me to be frank I would like to humbly submit that the Report does not incorporate the analysis of the main trend data in its conclusions.  On the other hand, it uses a lot of anecdotal evidence, focuses too much on peripheral issues, deploys selected studies that buttress its line of argument that is at variance with the mainstream thinking and its tone runs contrary to the large body of received wisdom on trade liberalization, trade policy reforms, link between trade and growth.  For example, a very thorough study on the topic carried out a few years ago by the SPDC, Karachi is not even mentioned in the references.  This study using both partial and general equilibrium analysis came to the conclusion that contrary to popular beliefs and perceptions, the process of trade liberalization in Pakistan does not appear to have had a significant adverse impact on poverty and income equality.  The results indicate that trade liberalization has, if anything, reduced poverty and inequality although only modestly so on balance. Similarly, a number of highly respected studies carried out by ICRIER, New Delhi which come to similar conclusions about Indian experience do not find any place in the Report.
By using selected studies such as by Chang that developed countries are attempting to ‘kick away the ladder’ and prevent developing countries from climbing to the top the Report does not present a balanced but a lop-sided picture.  The fact of the matter is that the share of the developing countries in the world exports is on steady incline at the expense of the developed countries.

I also do not agree that Bangladesh is the only country that seems to have benefited from manufacturing goods trade liberalization in post 1995 period because of the extraordinary performance of its ready made garments.  Table 3.2 in the Report presents data which contradicts this assertion.  India’s manufacturing sector exports grew at 19.8 percent between 2000-07 compared to 12 percent in 1990-95.  Pakistan’s manufactured exports grew at 8.7 percent in 2000-07 compared to 8 percent in 1990-95.


Another conclusion drawn in Box 3.1 does not seem logical.  India with 4.1 years of schooling has 41.3 share of skill intensive goods in manufactured exports while Pakistan with 4.2 years of schooling has only 2.6 percent share.  How can this difference in skill intensive exports be explained by the differences in education level as asserted in the Report.


There is an argument made in the Report that trade liberalization is inimical to the interest of female workers.  I would like here to cite the example of Bangladesh where the female labor force participation in traditional exports was insignificant (except for the unpaid family workers in agriculture) but they are now the main beneficiaries after Bangladesh started exporting Textiles and Clothing.  85 percent of employees in the apparel sector and 90 percent of the workers in Ready Made Garments sector are female.  Female employment has many other positive social and welfare enhancement effects.

Similarly, we have seen in South Asia that trade liberalization in services in sectors such as tourism, IT, medical and educational services have brought significant benefits for women workers.  In Pakistan, the proportion of female students in professional and higher education institutions is expanding more rapidly than that of males.  In several medical colleges, the female students are already in majority.  Women working in IT sector particularly in data processing and Call Centres in India account for 40-70 percent of total employment.  The demonstration effect of these new job opportunities is quite powerful as many other females opt for education and participate in labor force.


In agriculture, contract farming by the Corporates employs a high percentage of females on the farms.  There is a shift from casual female labor force to the more stable organized labor force.


It is also not factually correct that most South Asian countries are net food importers.  Both India and Pakistan are exporters of rice and at times of wheat.  Only small quantities of wheat are imported by Bangladesh.  Therefore, increase in world food prices would not hurt them but act as an incentive for higher domestic production – a positive supply response.


In any liberalization process, it is inevitable that the poor and the vulnerable groups would be affected by changes.  The right strategy for the Government is that these groups are protected through social safety nets such as cash transfer schemes, food coupons, subsidies, etc., under carefully designed targeting.  The leakages should be kept to the minimum and administrative costs kept to only a small fraction of the total delivery cost.


It is also true that inter-sectoral shifts take place in the wake of trade liberalization.  Inefficient firms and sectors that cannot compete with imports have to close down and the workers are laid off.  Instead of protecting a small segment of workers and firm owners the Government should have employment schemes such as India has e.g. the National Rural Employment Guarantee Scheme.  Under this scheme one person from a household is assured 100 days of paid work.  These temporary dislocations would give rise to reallocations of resources and exportable goods firms will expand their activities and hire new employees.  Thus retaining schemes sponsored by the Government can prove useful to overcome such transition periods.


The agenda for further trade liberalization that has to be pursued by both WTO and the national governments should consist of:-

(1) Doha Round should be successfully completed and all agriculture trade distortions removed.  As most developing countries are low cost producers of agricultural goods they would benefit from a more open and less distorted global agricultural trade regime.  In developing countries a very high proportion of subsidies go to the top 25 percent of farmers and are not targeted towards the poor and are thus inequitable.  Therefore there is a strong case for reduction in these subsidies from both efficiency and welfare viewpoints.

(2) Textiles and clothing – There is a fear that in the guise of environmental and labor standards the developed countries may take some anti competitive measures to protect their Textile and Clothing industry.

(3) In manufacturing sector, the tariff rates in South Asia have been reduced drastically from above 100 percent to as low as 10-20 percent range.  Despite this reduction, overall tariff rates in South Asia still remain higher than the developing world’s average.  The Report rightly points out that ‘Trade Liberalization reforms contributed to a significant extent in enabling these countries to develop their manufacturing sectors by exposing them to larger markets and improved production techniques.’  It is time for further trade policy reforms including reduction in tariff rates and non tariff barriers.
(4) Intra-regional trade within the South Asian region should be promoted and all non-tariff barriers dismantled, trade facilitation measures put in place and logistics and infrastructure strengthened.  There is a large scope for trade creation through intra-regional trade.

In the end, let me say that the most worrisome finding from my perspective is that Pakistan has become a laggard as far as the latest Trade Outcome Index is concerned.  While Bangladesh is ranked 31 and India 89 Pakistan is among the bottom of the rung with a rank of 160 for 2006-08 period.  This vividly demonstrates to me the major reason for Pakistan’s weaker economic health.  If the domestic demand is suppressed Pakistani exporters should have been diverting their surpluses to the world markets and helping to ease external payments difficulties.  But this has not happened despite a favorably depreciated exchange rate.  This requires serious investigation beyond superficial and off-the-cuff remarks rampant in the media.  Has this to do with the disruption in the trade reform process?  Have the energy shortages diminished the production capacity of exportable sector?  Has the political uncertainty led to a wait-and-see attitude among our businessmen?  Are the cost of financing and inflationary pressures affecting the profitability despite a depreciation in exchange rate?  Have the security threats and negative perception about Pakistan heightened the country’s risk in the eyes of sourcing firms?  Is a combination of all these variables reinforcing each other?  It is imperative that we carry out a careful study and form informed judgment about this huge deterioration in our trade performance and then put in place measures to get out of the current predicament.
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