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Does BIM STEC-Japan Economic Cooper ation
Promote Intra-Regional Trade?
The Case for Free Trade Arrangement

Swapan K. Bhattacharya

Abstract: BIMSTEC is fast becoming a significant trade bloc in Asia-
Pacific. BIMSTEC sintra-regional tradeis significantly higher than many
economic groupings in Asia-Pacific region except perhaps East Asia
Economic Grouping (EAEG) and ASEAN. Intra-regional trade is fairly
high among BIMSTEC countries even in absence of any preferential tariff
arrangements. One of the conclusions of this paper is that once PTA and
FTA will be negotiated and come into force in BIMSTEC, intra-regional
trade will grow much faster and hope to catch ASEAN level. If Japan
joinsin this group with FTA, thiswill emerge as one of the most vibrant
economic groups in this region. However, while moving towards this
objective, there are many challenges such asrules of origin, harmonization
of standards and uniform certification procedures which are vital to any
kind of trade liberalization in the form of PTA or FTA. It isrevealed from
this study that at present tariff level in Japan is as low as 2.4 percent,
whereas this is significantly higher in BIMSTEC countries. There is an
apprehension for the BIMSTEC countries that once tariffs are lowered
there will be surge in imports from Japan due to liberalized tariff regime
whereas exports from the BIMSTEC countries to Japan can not rise
significantly. Therefore, there should be comprehensive programme to
liberalize and eliminate non-tariff barriersin tandem with theliberalization
of tariffs. Success of PTA and FTA depends on theliberalization of NTBs
and every member should prepare a comprehensive plan how to minimize
it.

1. Introduction

Presently, regionalism is the only viable option as an alternative to
multilateralism for its proximity to demand pattern anong members,
easy procedures to conclude agreements based on mutual interests,

An earlier version of the paper was presented at the 1st International Conference
on ‘Towards BIMSTEC — Japan Comprehensive Economic Cooperation: Vision
and TasksAhead’, organized by the Centre for Studiesin International Relations
and Development (CSIRD), held at Taj Bengal, Kolkata during 16-17 December,
2005. Theviews expressed in thisarticle are those of the author and do not represent
the policy or views of the CSIRD. Usual disclaimers apply.
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and resource endowments and consensus among smaller group of
countries in any particular issue. RTBs (Regional Trading Blocs),
has been very popular among the countries where multilateral efforts
to augment trade is gradually plummeted due to complex web of
interests. In the present set up of theWorld Trade Organisation (WTO),
where 149 countries are the members, it isalmost impossibleto reach
consensus in any multilateral issue. As a result, we have noticed
collapse of many Ministerial Meetings, right from the Seattle Round,
due to lack of consensus among the members on issues relating to
environment and labour standards. Doha Meet has failed because of
lack of consensus on devel opmental agendain one hand and issue of
agricultural subsidies on the other. Neverthel ess, Doha Devel opment
Agenda (DDA) is yet to get shape due to differences of opinions
among members on contentiousissues. Cancun Meet failed because
of intransigence attitude of European Union on theissue of reduction
of agricultural subsidiesand cotton subsidies given by US government
to its farmers. Hong Kong Ministerial Meeting ended without any
achievement except EU’s commitment to phase out blue-box subsidy
by 2013.

World trade is now more regional and bilateral, rather than
multilateral in the sense that more than 60 per cent of world trade is
now covered by regional trading arrangements. Recently, there has
been spurt of regional trading arrangement than ever before. On 1
January 1995, there were 100 RTBs, the number of which increased
to 212 during 2000 and it now becomes 450 at the end of 2006. RTBs
are concluded under Article X1V of WTO and Enabling Clause XII,
where similar interested parties can form regional trading agreement
inorder to enhanceintra-regional tradein tandem with the multilateral
arrangement. So far, India' s successto fit into any RTB isminiscule.
SAARC startswith much fanfarebut it isstill crawling dueto political
factor between major trading partners of this region. Bangkok
Agreement (BA) started in the early eighties, but it is yet to take
shape in spite of China's entry to the group recently. Revitalization
of Bangkok Agreement is mooted extending its membership to some
developed countries. India does not figure in ASEAN, where its



presence is still as an observer. Much touted Asian Economic
Community (AEC) is dtill at the conceptua stage due to complex
web of hilateral free trade arrangements (FTAS) in the Asian region.
India has recently concluded Comprehensive Economic and
Cooperation Agreements (CECA) with some of the Asian countries
without extending preferential trading arrangements (PTAS), which
isthe precursor to FTA. Only Indo-Sri LankaFree Trade Arrangement
isasuccess story of India sdrive towards regional integration, which
concluded on 1998 and came into force from 2000. India’s approach
towards FTA and RTB with the countries of the Asian region is a
misnomer due to its high tariffs.

Regional integration among the South Asian countries is the
weakest in the world, next to Sub-Saharan African countries. Even
today, i.e. 20 years after the formation of the South Asian Association
for Regional Cooperation (SAARC), thefist of thiskindinthisregion,
intra-regional trade among SAARC countries is hovering round 4-
4.5 per cent per annum. Any attempt to forge intra-regional economic
cooperation through PTAs remains unsuccessful due to political
skirmishes between two major trading partners of this region. As a
first step of enhancing regional economic cooperation, SAARC
countriesthought to conclude preferential trading arrangement among
them. First South Asian Preferential Trade Arrangement (SAPTA)
was concluded in 1995, just 10 years after the formation of SAARC.
So far member countries have concluded Three Rounds of SAPTA
negotiations (i.e. SAPTA 1, 11, I11) and reached an agreement for the
conclusion of SAPTA IV with national schedules of the respective
countries. In Islamabad Meet in 2004, member countries have
unanimously adopted resolution to form South Asian Free Trade
Arrangement (SAFTA) in July 2006, which is in doldrums because
of Pakistan's intransigence attitude not to extend MFN treatment to
Indiabeyond 773 items.

Due to inherent weakness of SAARC to emerge as a vibrant
regional trading bloc, India has been desperately looking for other
options to form regional groupings. According to SAARC Charter,
any member can form sub-regional group through preferential trading



arrangementsto increaseintra-regional trade. Indiahasso far explored
Bhutan, Bangladesh, and India and Nepal —Growth Quadrangle
(BBIN-GQ) and Mekong — Ganga Cooperation (M GC) incorporating
5 ASEAN countries viz. Cambodia, Lao PDR, Myanmar, Thailand
and Vietnam without any substantial progressin this area. Realizing
the importance of economic cooperation between South and South
East Asia, Thailand took theinitiativein 1994 to explore the possibility
of formation of a sub-regional group. After plethora of deliberations
of Inter-Ministerial Consultation and with the active support of Asian
Development Bank and UN-ESCAP, aregional forum was established
in 1997 with four countries, viz. Bangladesh, India, Sri Lanka and
Thailand. Myanmar joined later in this group. This newly formed
sub-regional group, which wasformally known as Bangladesh-India-
Myanmar-Sri Lanka-Thailand Economic Cooperation (BIMSTEC),
isnow known as Bay of Bengal Initiative for Multi-sectoral Technical
and Economic Cooperation. This sub-regional group not only aims
atincreaseinintra-regional trade among the membersbut alsoincludes
wider areas of cooperation viz. investment, industry, technology,
human resource development, agriculture and infrastructure.

At this moment, it is premature to evaluate the performance of
BIMSTEC in enhancing intra-regional trade of thisregion. Itisyet to
set any concrete agendaof extending preferential trading arrangements
among its members, neither it has outlined any policy framework
how to go about with the PTA and FTA. It has five SAARC members
and two ASEAN members, viz. Thailand and Myanmar. BIMSTEC
has enormous potentialsto intra-regional trade. Japan can be avibrant
partner of BIMSTEC duetoitsrobustness of trade and other economic
activitiesin thisregion. Japan has been emerging as one of the robust
countries in this region with active pro-Asian policies in trade and
investment, which is manifested through the opening of its market to
Asian partners and increasing amount of FDI flows to the latter
countries. Intra-regional trade among BIM STEC countrieswas 14.75
per cent in 2003, which showed much potential in trade and investment
among its members. Though it is not an active regional forum, intra-
regional trade (including Japan) has increased significantly over the
years. Intra-regional trade of Bangladesh has increased from 10.14
per cent of its total trade in 2001 to 15.21 percent in 2003, which



showed a significant rise. India's intra-regional trade has increased
form 4.12 per cent in 2001 to 6.61 per cent in 2003. Corresponding
figures for Myanmar were 27.63 per cent and 33.13 per cent,
respectively. Nepal’sintra-regional trade has declined from 43.07 per
cent to 37.6 per cent during the same period. Sri Lanka’'s share
increased from 8.33 per cent to 17.86 per cent during the same
comparable periods. Thailand’'sshareinintra-regional trade hasbeen
increased astronomically from 2.19 per cent in 2001 to 21.16 per
cent in 2003.

Japan is the largest economy in Asia but its market potential is
still untapped by the members of the bloc. This provides a strong
case for the liberalization of trade between BIMSTEC and Japan
through preferential and free trade arrangements. Japan’s intra-bloc
trade was only 3.96 per cent of its total trade during 2003, which
shows it has enough scope of increasing trade and economic
cooperation with the BIMSEC countries. If trade among the bloc
countries is free or at least starts with the preferential arrangement,
welfare gain is expected to be enormous, which is captured in this
present exercise.

2. BIMSTEC: A Journey towar ds Regional Integration

Historically, al BIMSTEC countries were linked with each other
for their trade through land and searoutes. Going down to the memory
lane, one can see that land and sea routes between Arab and China
ran through thisregion, which was possibly among the richest part of
the world built on free trade till the Portuguese arrived on the scene.
Itisawell-known fact that these countrieshad common history, culture
and commercial ties with each other over centuries. In the ancient
times, India’s trade linkage with these countries through sea route
was among the best in the world. Famous ‘silk route’ between India
and China was the main artery of economic activity of this region,
which India, of late, had taken initiative to revive its past glory to
rejuvenate economic landscape of this region.

Theformation of BIMSTEC can be attributed to two things. One
is the failure of SAARC to form a vibrant regional forum for trade
and economic cooperation. Secondly, ongoing process of liberalization



in South Asian economies is desperate to discover new markets in
the ASEAN region as asubstitute of SAARC, whose scopeislimited
due to non-economic factor that is unlikely to change in the near
future. There is another factor, which may be cited for the formation
of this bloc is the Thailand's desire to establish strong foothold on
the Indian subcontinent because of increasing competition it hasbeen
facing in the ASEAN markets. Though BIMSTEC comes into
existence very recently, its formation can be traced back till mid-
1960s, when both India and Sri Lanka were invited to join ASEAN
but was rejected by both the countries. 1n 1981, Sri Lanka made an
unsuccessful attempt tojoin ASEAN, and Indiaand Pakistan obtained
Dialogue Partner status in 1993. The approach of South Asian
countries to establish link and enhance economic cooperation shows
their intension to strengthen economic relations with the ASEAN
countries (Kelegama, 2000). BIMSTEC may be used as conduit for
South Asian countries to establish and develop a good relationship
with the ASEAN countries.

Keeping this objective in mind, Sri Lanka, India, Bangladesh
and Thailand requested UN-ESCAP to undertake a study on the
practicability of the formation of regional forum among themselves,
which culminated with a document on 1997 titled “BIMSTEC
Development Programme: Overview and Sectoral Cooperation”. The
Report identifies sectoral cooperation in areas viz. technology,
transport and communi cations, energy, tourism, agriculture, fisheries,
and human resource development. On the basis of the findings of the
Report, a trans-South Asian regional forum was established in June
1997 with the objective of strengthening cooperation in areas of trade
and investment among others. Initially it had 4 members viz.
Bangladesh, India, Sri Lankaand Thailand. First Ministerial Meeting
was held in Bangkok in December 1997, when it got expanded with
Myanmar entering the group. Nepal was given an observer status in
1999, but now both Nepal and Bhutan have become full-fledged
members along with two South East Asian nations. BIMSTEC also
adopted aframework agreement for an FTA to beimplemented within
10 years at itsfirst Summit held in Bangkok in July 2004.



All members of the group have identified six major areas to
strengthen economic cooperation and have also assigned one lead
country for each group. Bangladesh has been given responsibility to
take care of investment. Technology is given to Sri Lanka. Indiais
leading transport and communication sector. Energy is given to
Myanmar. Tourism is again to India, and finally Thailand is leading
fishery sector. Expert level meetings have already taken placein areas
of tourism, fisheries and trade and investment. But priority was given
to some sub-sectors such as. e-BIMSTEC and speedy completion of
the BIMSTEC component of the Trans-Asian Railway and Asian
Highway projects. Every country of this bloc is keen to have more
dialogues and to upgrade it to the Ministerial level. So far six
Ministerial meetings have taken place, at Bangkok in December 1997,
at Dhakain December 1998, at New Delhi in July 2000, at Yangonin
December 2001, at Colombo in December 2002 and at New Delhi in
August 2006.

Right from the first meeting, trade and industry ministers have
been emphasizing on setting up of afree trade areain thisregion. In
order to explore the possibility of free trade among its members,
Ministersin their Third Meeting in Yangon in February 2001, set up
a Group of Expert (GoE) with Indiaas the Chair country to work out
the details of atime-bound programme in this regard. The GOE held
two meetings and has recommended a negative list approach towards
achieving thisobjective. Another decisionwasto set upaBIMSTEC
Secretariat in Thailand. Since the moratorium on the expansion of
membership ended in 2002, the meeting decided that criteria to be
evolved for the expansion of membership. The year 2004 had been
declaredthe*Visit BIMSTEC Year” for which expert group on tourism
had been asked to make a detailed plan for the success of the event at
its meeting in February 2003. In tandem with the Government’s
initiative, private sector has also taken much interest to expedite the
process of integration, which include, establishing Chambers of
Commerce and Federation of Processed Food Industries, exclusively
for the region.

BIMSTEC member countries are also contemplating the
formation of BIMSTEC Economic Forum in line with the Pacific



Economic Cooperation Council, whose basic objective will be the
formation of independent academic and business groups to have
regular interactions with the government officials. In order to make
these groups active, there should be independent funds both for
research institutions and academic groups (Kelegama 1998) similar
in line with APEC and IOR-ARC, so that they can conduct
independent studies estimating the gains from economic cooperation
of thisregion. This should be seriously thought of since thereis not
much enthusiasm from the private sector about the possible gains
from the economic cooperation of this region so far.

3. BIMSTEC-Japan Trade: Pattern and Trend
BIMSTEC, a conglomeration of seven countries viz. Bangladesh,
India, Sri Lanka, Thailand, Myanmar, Bhutan and Thailand, coversa
population of approximately 1.3 billion and acombined GDP of about
$1.3 trillion. The forum is the first formal link between South Asian
and South East Asian countries bridging India’s ‘' Look East’ Policy
with the Thailand's ‘Look West’ Policy. For India, it is the best
aternative of SAARC, whichisamost defunct dueto political reason
and provides best opportunities for inclusion of Myanmar and
Thailand. Besides providing alink between South East Asiaand South
Asia, BIMSTEC can serve India’s interest through the exploitation
of its massive potential in hydroelectricity and hydrocarbons. | ssues
of hydroelectricity and natural gas supply from Nepal and Bangladesh
are of immense importance to India. BIMSTEC is expected to be
more successful in enhancing intra-regional trade because of its
proximity of demand and strong historical, cultural and economic
ties with the member countries.

Prior to the formation of atrading bloc, every member has been
attached with another with some preferential trading arrangement.
Bangladesh has extended SAPTA to Indiaand Sri Lanka and GSTP
and BA to Thailand. Both Bangladesh and India are the beneficiaries
of BA and GSTP. India covers Bangladesh in SAPTA, GSTP and
BA, and Thailand in GSTP. India and Sri Lanka concluded Indo-Sri
LankaBilateral Trading Arrangement in 1998, which cameinto force
in 2000, under which India has given duty free treatment to all Sri



Lankan products except few negative list on 31 March 2003, where
Sri Lankawill provide free market accessto Indian products by 2008
with few negative list. Myanmar does not have any economic
cooperation agreement neither any preferential trading arrangement
with the South Asian countries. But, sinceit isone of the members of
ASEAN, it has extended preferential trading arrangement with the
ASEAN countriesonly. Sri Lankaextends preferential arrangements
to Bangladesh through SAPTA, BA and GSTPR, and to India, these
are SAPTA, ISLPTA and BA. Thailand extends GSTP to Bangladesh,
India and Sri Lanka and ASEAN PTA to Myanmar. The matrix of
preferential trading arrangements among the BIMSTEC countriesis
shown in Table 1.

Pattern of Japan- BIMSTEC trade is also very significant. Data
on exports of Japan and BIM STEC countries show that rate of growth
ismuch higher in relatively smaller and poorer countries, compared
to more developed countries. We have taken export data from 1994
to 2003 for eight countries including Japan, which show that rate of
growth of exportsishighest in case of Myanmar, the country registered
an exponential growth of 14.02 per cent during this period, followed
by Bangladesh whose growth in exports was 10.04 per cent. India’s
export growth during this period was 9.35 per cent. Growth rates of
exports of Nepal and Bhutan are also very impressive. During this
period Nepal registered export growth of 6.93 per cent and thefigure
was 6.86 per cent in case of Bhutan. Thailand has experienced a
moderate growth of 6.61 per cent in exportsduring this period followed
by Sri Lanka whose rate was 5.34 per cent. Surprisingly, Japan has
registered a lowest growth in exports among all countriesi.e. 1.94
per cent during this period though in absolute terms export figure is
highest among all Asian nations. Exports of Japan and BIMSTEC
countries are shown in Table 2. The trend of export growth is shown
in Figure 1.

Imports of Japan and BIMSTEC countries have also been very
vibrant similar to exports. Japan has shown the lowest import growth
during this period. Japan registered only 3.73 per cent growth in
imports from 1994-2003, which was less than any country of



H
i

GTT'd ‘TO0Z ‘So1Wou093 UesY Jo feulnor ‘ @8y Ul sbuidnois oiwouodg feuoifay Bulivel) :D31S NG pue wewssiBy yoybueg, ewebspy uewes :82.1n0S
Wwewebue.y Buipel |
[enuseeld BISY YINOS=V.1d VS ‘Wewsaibyspe.l [eRlk|igeiue LUS-0pu| =v.1gTS| ‘uewsaiby 3oxbued =g ‘sousepld apeil 10 Weis/s [edqolo =d1S9

d1so V1d NV3SV d1so di1so pue|ey L
d1so
vd d1so
v1gTsI vd
d1so V1dvS V1dVvS U LIS
Vid NV3ISYVY JewiueA N
vd vd
v1gTs| dl1so
d1so V1dVvS V1dVvS eipu|
d1so d1so
vd vd
dl1so V.1dVS VATSAVS) usepe|bueg
woliH
pue|rey | eURT LIS TewueA eipu| usspe|Bueg 0l

S3111UN0D DI IS N Ig Buowre sjuswisbue 11y Buipe.] fenus e id Bunsix3y T ajgel



11

'SaNss| snolen ‘4N ‘S10Q B821noS

22508 GZTS 299 0092 L18TLY 2865G (4} 269 €002
89/89 6691 895 ov0e 92.9TY AR 4 80T 8L09 2002
€TTS9 o8V 1€L 18€2 96701 LvEey 86 G809 1002
/5069 0ErS 08 9v9T 6v26.Y 6.E2k 1T 66€9 0002
Or¥8S V65t 209 STAn 19861V 199G€ orT 85G 666T
9GS 6081 vl G90T 126/8¢ LEVEE 80T VTS 866T
v.€1S 6591 0P 998 1S602Y 800G€ 81T or8y /66T
12/SS G601 Gge oY/ 0T60TY q0TEE 00T 6001 966T
6EY9G 86.€ ave 158 oTTEVY 0£90€ e0T €eLe g66T
19251 80¢2€ 29e 86/ G00/6€ 22062 99 ve62 7661
puejeyl  eque s ledoN rewiveA ueder elpu| venyg ysope|Bueg

(uoljiw $sn)

$911JuN0D DI IS INIF JeYl0 pue ueder Jos1odx3 g a|gel



12

Figure 1: Export of Japan and Other
BIMSTEC Countries
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BIMSTEC. Similar to its exports, Myanmar also registered highest
growth rate among all bloc countries, which was 12.70 per cent during
this period. India registered an import growth of 11.36 per cent,
followed by Bhutan whose growth in imports was 9.01 per cent.
Imports of Bangladesh also registered a higher growth of 8.35 per
cent. Growth rates of Nepal, Sri Lanka and Thailand were less,
compared to other members. During the same period, Nepal registered
animport growth of 4.75 per cent, and growth ratesfor Sri Lankaand
Thailand were 3.80 and 3.74, respectively. The trend and pattern of
import growth of Japan and other countries of BIMSTEC are shown
in Table 3 and Figure 2.

Matrix of intra-regional tradeisshownin Tables4 and 5. Table
4 shows the matrix of intra-regional exports and imports between
Japan and BIMSTEC countries. Both exports and imports figures
are taken for the year 2003, which is the latest available year.. In
Table 4, we have shown total world trade of the respective countries
expressed in US million dollars. The consolidated figures are
presented in Table 5, where we have shown total intra-regional
trade of Japan and BIMSTEC countries. In thistable we have also
shown the share of trade with the BIMSTEC in total world trade
of the respective countries. From this table we have noticed that
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Figure 2: Imports of Japan and Other
BIMSTEC Countries
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intra-regional trade (i.e. trade with BIMSTEC as a percentage of
total trade) is highest in Nepal, whichis 37 per cent, and lowest in
Myanmar, which is only 3.13 per cent, followed by Japan whose
intra-regional trade was miniscule i.e. 3.96 per cent in 2003.
India sintra-regional (including Japan) tradeis6.61 per cent during
the period mentioned above. Intra-regional trade for Sri Lanka
and Thailand is very impressive as compared to other bloc
countries, except Nepal. Sri Lanka's trade was 17.86 per cent
during 2003, and for Thailand, it was 21.18 per cent during the
same period. Thailand’s intra-bloc trade is very negligible, if we
exclude Japan as atrading partner. Japan isvery significant trading
partner of Thailand, similar to India for Nepal and Bhutan,
followed by Bangladesh. Intra-regional trade between Japan and
other seven BIMSTEC countries is shown in Tables 4 and 5.

Countrywide distribution of intra- and extra-regional trade is
depicted in Table 6. It is evident from the table that share of intra-
regional exports in total exports of Bangladesh declined from 2.05
per cent in 1995 to 1.46 per cent during 2001. In case of all other
countries, intra-regional exports increased significantly. In case of
Myanmar and Nepal, increase is much robust. India's share almost
remains at the same level during the period mentioned above. Trend



15

4IN1'S10Q 824nos

6085. 8 T GT6 99281 6.8 0g pue|rey L
67299 68'GiT 6T0 62¢C €Ty  91°9.0T ¥9'S BjUe IS
9966 LS0¢E 8T'T T 6¢'82¢ 8z'e ledoN
602€ €8y L€0 9eT 6179 89¢ rewueA
G20ese 068TT €61 L orT V.12 €T uveder
76258 90L lee G 652 9e9z 6¢ 19 elpu|

uenyg
€2/96 95'9/T ¥2'6 98Y gzee L'99G 26T ¥8'€ usape|Bueg
PlIOM  puejeyl eduellls  [edoN  JewueApy  ueder eipu| ueinyg uysapelbueg  wouysyodw|

syiodw | reuoibey-eu| (q)

12508 19T 8¢ 6Ey GEVTT 79 €2 pue|rey L
€E€eTS YSTT 99T ¥2'0 86'09T S0'Sie ITTT eUe IS
7679 A 220 259 9/'82¢ Y ledoN
LYo G9'TES 8e'T 68'92T 10'.¥C A rewueA
TT6ELY €091 G/ €T GetT 96€2 0]8 8cr ueder
T#909 66. 156 LT2 €L 9/6T 14 8GET elpu|

uenyg
¥'6229 Gv'6 8G 86'C vir'e 6V’ TS v€'SS 8e¢ usape|Bueg
PllOM  puejreyl ejueTllS  [edoN  fewueAN  ueder eipu| ueinyg usape|bueg 01s1iodx3

(Srejjop uol|jiw uranfeA)

s1Jodx3 reuoifey-eu| (e)

€002 ‘(s}iodw | @ spiodx3) apel L DI 1SN G-I Wy a|gel



16

4INI 'S10Q ®24nos

8TT¢  0€£9ST  9.0ee 0 69T 62 ¥S€T  T0.6C¢  0CST 0 €0¢e pue|rey L
98°LT G08TT 60T¢ /ST 0 Z € 609 TZET 0 LT eque us
L€ 99T 619 Z€ T 0 0 ¥4 1SS 0 8 ledoN
ere L1785 LEBT STET Z 0 0 792 ¥Ze 0 €e RewveA
%€ 9£6998  SI6EE €e6.¢ 895 0c S9¢ 0 0.5t ot 655 ueder
199 GEBSKT 1796 S0ST ¥8TT 285 zee [ARS)4 0 €e 61T elpu]
uenyg
TZ'ST 206ST 6TC 98T ST 38 9€ 819 0SST 9 usape|Bueg
PlIOM
ay1Jo
%ese eyue

D3ISINIG PlIOM DIISNIG puejreyl LS [edoN fewueA ueder elpu| ueinyg usepelbueg

(uoljiwi $sN)

€00z ‘(S110dw | 7 s1iodx3) spe.l 101 DJISINIg-eu| Ga|gqel



17

issimilar in case of importsalso, where share of intra-regional imports
in Bangladesh’stotal imports has declined slightly, but is hasincreased
significantly for Nepal, Myanmar and Thailand. Even India’s share
has improved from 1.35 per cent to 2.33 per cent from 1995 to 2001.
Asfar astotal tradeis concerned, the trend remains the same. Intra-
regional of Bangladesh trade has declined slightly from 12.03 per
cent in 1995 to 10.14 per cent in 2001. In case of all other countries,
shares of intra-regional trade have been increased over the years,
where, most significant ripe is noticed for Thailand, Myanmar and
Nepal. Other countries have registered amodest growth showing intra-
regional trade has been picking up, and will increase further if every
country is agreed for preferential trading and later on free trading
arrangements with each other. Spectrum of intra-regional trade is
shown in Table 6.

Before going for PTA and FTA, one should see the importance
of external sector to national economy. |mportance of external sector
can be gauged by the degree of openness of the respective economies,
which can be measured by the trade-GDP ratios of the countries.
The country is treated to be more open whose trade-GDP ratio is
higher. Countries can gain much from the PTA and FTA whose
degree of openness is higher. As it is evident from Table 7 that
trade-GDP ratio in Bangladesh was 31.83 per cent in 2003, which
was 45.94 per cent in case of Bhutan and 21. 09 per cent in case
of India. Trade-GDP ratio in Japan was 19.97 per cent, which is
relatively less because of the robustness of domestic sector. We
do not have data for Myanmar. The ratios for Nepal, Sri Lanka
and Thailand were 41.29 per cent, 64.69 per cent and 109.36 per
cent, respectively. Thailand’s external sector is very vibrant
compared to other members of the BIMSTEC. Ratios arerelatively
less to both Japan and India because of their robust domestic
demand and size of the economies. The higher is the size of the
economy, the lower will be external sector, which is measured by
trade-GDP ratio. Thisistruein case of US aso, whose trade/GDP
ratio was 20 per cent in 2003. Trade-GDP ratios of the bloc countries
including Japan are shown in Table 7.
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4. Assessing Likely Impact of PTA and FTA between
Japan and BIMSTEC

4.1. Quantifying the Trade | mpact: Analytical Framework,
Data and Methodology

Several studies are available on estimating the effects of regional
trading blocsonintra-regional trade.! But, very few systematic studies
are available using econometric model analyzing the impact of
preferential/ free trade arrangements in the South Asian region in
general and BIMSTEC in particular, on the trade and other macro-
economic variables of the South Asian countries. However, Raipuria
and Mehta (1990), Nagvi and Samad (1992), Srinivasan (1994),
Srinivasan and Canonero (1993a and 1993b) made some noticeable
attempts in this context. Raipuria and Mehta outlined the framework
of an approach (Inter Country Link Model System) for analyzing the
impact of trade cooperation in the region, along with a review of
twenty-one models for analyzing bilateral trade. Nagvi and Samad's
was aserious attempt using the approach of Inter-Country Link Model
System.? In this study, the individual country models were worked
out in a systematic way; the Trade Link Sub-System was simply
unrealistic. Mehta and Bhattacharya (1997) have shown the increase
in India’'s imports from SAARC members due to SAPTA | & 1l and
SAFTA based on Gravity Model. In other studies (1999 & 2000),
authors have shown theincreaseinintra-regional trade of all SAARC
countries as a result of SAPTA | & |l and SAFTA based on same
Gravity Model.

Quiteanumber of studiesare available on quantifying theimpact
of tariff reductions on bilateral trade flows using Gravity Model. In
thisanalysis, we have used Gravity Model to estimate theincreasein
intra-regional trade in the SAARC region due to PTAs. The Gravity
Model has been extensively used in the economic literature from
sixties onwards by Tinbergen (1962), Poyhonen (1963), Linnemann
(1966), Anderson (1979) and others. In eighties, Bergestrand
(1985,1989), Baldwin (1994), Deardorff (1995), Nilson (2000),
Kalirgian & Shand (1997), Kalirgjan ( 1999) and Kalirgjan & Findlay
(2005) derived the Gravity Model from a general equilibrium
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framework where location of production and destination of market
differentiate each product. A large number of studies® have appeared
during nineties on Gravity Model. Recognizing this fact, Frankel
(1997) submits that

“the gravity model has recently enjoyed a swan-like
revival.....There are at least three reasons for that revival:
(a) its empirical success at predicting bilateral trade flows.
(b) itsimproved theoretical foundations arising mostly from
modern theories of trade in imperfect substitutes, and (c) a
new interest among economies in the subject of geography
and trade, which seeks to treat countries or regions as
physically place at particular locations rather than as
disembodied constructs”

A number of different specifications of Gravity Model have
been used in the literature, depending mostly upon (i) the objective
of the study, and (ii) type of the sample. In most of the existing
studies, the bilateral trade flows have been explained by variables
like GNP (proxy for size of countries), GNP per capita (proxy for
degree of development), trade restrictive variables like tariff and
non-tariff barriers, distance, adjacency, linguistic links, etc. In
this paper we have taken values of the elasticities (i.e. a, and a,)
estimated by Srinivasan and Canonero (1993,1994,1995 & 1996),
based on Gravity Model developed by Frankel ( 1993 & 1997 )
and applied by Safadi and Yeats (1993), Ashfaq Khan (1996),
Frankel and Wei (1995), Rajapakse and Arunatilake (1996), M athur
(2000), Mehta and Bhattacharya (1997,1999 & 2000),
Bhattacharya (2001, 2003 & 2004) and Bhattacharya and Kumar
(2001). Srinivasan and Canonero estimated agravity model, using
rich data, but they gave emphasisto the intra-SAARC trade under
some hypothetical situations.

4.2: The Scope and the Methodology

The Gravity Model hasanumber of advantagesin analyzing theintra-
regional trade, particularly for the preferential trading arrangement
of nineties, sometimes known as “new regionalism”.* Though it
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provides a good measure of trade creation, it has many limitations
also. It does not take into account the possible impact of the terms of
trade associated with trade creation. Hence the simul ated results, based
on Gravity Model, are generally upward biased. The estimates also
givetheresultsin astatic framework, and the extent of intra-regional
trade will possibly further increaseif the estimationiscarried outin
adynamic framework, incorporating the effects of factorslike terms
of trade, scale economies, technology spill-over, investment inflows,
trade liberalization etc. These could reinforce the short term trade
creation thus underestimating the true long-run impact. It was very
difficult to estimate the parameters related to some of these factors.
The basic information to quantify all these is not available. As an
examplewe can say that some price el asticities could be approximated
but information on scale economies simple does not exist. However,
anumber of existing studies have shown that the short-term impact is
higher than the dynamic impact. Secondly, our results also do not
take into consideration the concessions offered in the form of non-
tariff barriers, it only considers reduction of tariffs under different
scenarios, which is purely hypothetical. Third, our results of alternate
scenarios have also not measured the effect of PTAS/FTAson different
variablesrelated to welfare.® Evenif our simulations correctly measure
the impact on trade creation, it should be realized that thisimpact is
not the only factor to take into account in evaluating FTAS. It is
mentionable that the negative effect on bilateral trade with countries
not entering in the simulated arrangement is not assessed at all in our
simulations. Therefore, none of the indicators from the simulations
could be viewed as a welfare measure, thus making the comparison
of different scenariosrather incomplete. Theresults of the simulations
presented here serve the limited purpose providing an estimate of the
potential effects on bilateral trade between each BIMSTEC country
and its partner Japan in the simulated PTA.

The scope of this paper islimited. It only estimates the increase
in BIM STEC-Japan trade under some hypothetical scenarios. In this
analysis, we basically measure the impact of preferential trade
arrangements by the proportionate change in exports and imports of
Japan and other BIMSTEC countries in dollar terms. The higher the
initial tariff level on trade between partners, the greater thefinal effect
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of reduction and elimination of tariffs. Theresult of reduction of tariffs
would bereflect in theincreasing in the estimated values of a,and a,.
However, tariff is only among many other factors that determine the
impact of PTA on trade. In assessing the impact, we should keep in
our mind two other things. First, thetariff T, representstariffsimposed
by Japan on its imports from BIMSTEC countries, whereas T,
represents tariffs imposed by BIMSTEC countries on their imports
from Japan. SincetariffsT,areinitially higher than T, the higher the
coefficient of T, in absolute values, the greater the impact of
preferential arrangement. Secondly, since a, and a, are elagticities
indicating the proportionate response of bilateral trade to changesin
tariffs, theinitial tariff levelsaswell asinitial trade level arerelevant
for determining the absolute changes in trade in both BIMSTEC
countries and Japan following a PTA.

Inthis paper we do comparative static analysis of tariff reductions
under different scenariosand its resultant effectson increaseinimports
and exports of both Japan and BIMSTEC countries. The objective of
this analysisisto see costs and benefits of different PTAs and FTAs
to different countries of this region in one hand and trade potentials
between Japan and BIMSTEC countries on the other. Four
hypothetical scenariosin this study are as follows.

(i) 25 per cent across the board tariff cuts by al countries

(if) 50 per cent across the board tariff cuts by all countries

(iii) 75 per cent across the board tariff cuts by al countries

(iv) 100 per cent tariff cutsi.e. free trade among all countries (Japan
and BIMSTEC)

Theresults of the simulations obtained are only indicative because
these are estimated values based on hypothetical scenarios under
proposed Japan-BIMSTEC economic integration by liberalizing
economiesthrough FTA. However, these simulations do not take into
consideration the removal of non-tariff barriers, which is the major
hindrance of free trade in this region. Though tariffs are reduced and
then eliminated in a phased manner over the years, it is noticed that
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extent of NTBs has been increasing over the years, whose trade
distorting effects are much more than tariffs. In thisanalysiswe only
simulate the gains in terms of trade generation and not welfare
improvement.

4.3. Data Sources

This exercise is based on elasticities estimated by Srinivasan and
Canonero using panel data. Frankel’s estimation procedureis adopted
in this model. The results of the simulations are not valid to any
particular year, these are indicative due to reductions in tariffs under
different hypothetical scenarios. Both tariffs and trade data used in
thisanalysis are taken from TRAINS CD-ROM compiled by United
Nations Conference on Trade and Development (UNCTAD). Trade
and tariffs data are taken for 2003 and in some exceptiona cases
tariff data are taken for 2004 where 2003 are not available. In case of
Japan, we have different average (wtd.) tariff rates applicable for
different countries depending upon the nature of goods of the exporting
countries entering the Japanese market. But for BIMSTEC countries
we do not have such detail average tariff rates applicable to their
imports from different countries on different goods. In these cases,
we have taken average (wtd) tariffs of the respective countries in
aggregate rather than country-wise imports. We have al so used some
information available in the World Development Indicators of the
World Bank.

4.4. The Model

In our analysis we have taken recourse to Gravity Model developed
by Frankel et al. (1993) and extensively used by Safadi and Yeats
(1993) in their analysisto estimate the likely impact of the formation
of the North American Free Trade Area (NAFTA) on South Asia by
considering other potential trading arrangements. Following above
methodology, Srinivasan and Canonero have estimated the effects
of preferential trading arrangements on South Asian countries. In
this study we rely on the model, which was adopted by Srinivasan
and Canonero(1993, 1994 and 1997). The main texture of the S-C
model is as follows:
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LogBTIl  ,, =a,+ alog (GNP _, * GNP, ) + alog (PCGNP, *
PCGNP, ) + a,D_, + a,log(1+ TR ) + alog
(1+TR, ) + alogREXRT_, + e ,,
and e_,, = U + Vvy+w+ h
where,
BTI 4. = Bilateral trade of commodity ‘I’ between
country ‘c’ and Country/region‘d’ at time
‘.
GNP, , (or GNP, ) = Gross National Product of country ‘c’ ( or

‘d’)attimet
Per capita Gross National Product of
country ‘c’ on Country ‘d’.

PCGNP, , (or,PCGNP, )

D, 4 = Distance between relevant centresof ‘¢’
on country ‘d’.

TR, 4 = Tariff rate imposed by country ‘c’ on
country ‘d’.

TR, . = Tariff rate imposed by country ‘d’ on
country ‘c’.

REXRT, . = Real Effective Exchange Rate between
countries‘c’ and ‘d’, at time‘t’.

u, v = country specific effects

= temporal effects
= random effects

> =

Srinivasan and Canonero have used the cross-country data (of 21
trading countries/partners) overtime (i.e. 1968-91) to estimate the
above mentioned gravity equation for 9 commodity groups. The
commodity groups have been selected keeping in view the trade of
South Asian countries. Further, the variance-component regression
model has been adopted to capture the spatial impact of individual
countries (u and v) and time period (t).

Although the model used by Srinivasan and Canonero captures
the impact of country characteristics and temporal effects through
variance components, and are estimated for the commodity groups
relevant to South Asia.® This model has number of limitations. The
simulations are based on the same tariff rate for all the 9 commodity
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groups. To quote an example, India’s tariff rates for both clothing
and fuels have been taken as 42 per cent in their study. Further, the
estimation of the Variance Component Model is carried out using
data for incomplete panels, i.e. missing observations. But, the
estimation procedure does not seem to capture the features of
incompl ete repeated samples. The estimation of Variance Component
Model for incomplete panels has been examined in the literature by
Bifrn (1981), Wansbeek and Kapteyn (1989) and others. In spite of
all these limitations, the fitted regression equations of 8 commodity
groups are very satisfactory. Some of the relevant parameters of the
regression equation, used in our simulations, are reported below, for
ready reference.

The essence of the Gravity Model is that the bilateral trade flow
is positively related to the size of the two countries and inversely
related to the distance between them. This follows the concept of
physical science, where gravity force is directly proportional to the
mass of two bodiesand inversely proportional to the distance between
them.”

4.5. The Methodology

The elasticities estimated by Srinivasan and Canonero are given in
Table 8. Coefficient “a.” is relevant while estimating gains from
exports of both Japan and BIMSTEC countries at different levels of
desegregation as well as total exports, whereas coefficient “a,” is
considered for estimating increasein intra-regiona importsof different
countries due to PTA and FTA. For estimating increase in Japan's
exportsto and imports from BIMSTEC countries and vice-versa, we
have taken elasticities estimated by Srivnivasan and Canonero. The
elasticities are a hit higher side than usually what it should be.
However, this is the most dependable scientific calculation of
elasticities valid for the South Asian countries. The elasticities are
higher becausethese aretariff elasticities not the usual price elasticities
that mean we have estimated increase in trade due to reduction in
tariffsnot reduction in pricein the usual caseasitisexplained earlier.
While estimating likely increase in Japan’s imports from BIMSTEC
in value terms, we have used Variance Component Model. The entire
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commodities at 8-digit level are grouped into nine major groups.
Srinivasan and Canonero have donethis exercise by using panel data.
The groups and corresponding elasticities are shown in Table 8.

Table 8: Elasticities of Major Commodities

Group  Commodity Groups ‘a, ‘a/
No.
I Total Trade -3.9 -4.66
| Coffee, tea, coca& spices -5.81 -0.43
I Textilefibre -15.38 -7.78
" Fuels -3.83 -8.15
v Non-fuel primaries -4.76 -6.0
(except covered in 1&11
\Y/ Leather, dressed, fur etc -2.08 -2.73
VI Textileyarn, fabrics etc -5.16 -4.31
VIl Machine & transport equipment -3.45 -3.14
VIl Clothing -241 -10.03
IX Other manufactures -4.66 -4.77

Source: Srinivasan and Canonero (1993).

Given the estimated parametric value of ‘a’ and ‘a,’ from the
fitted regression equations (of the nine commodity groups), and
changesin tariff rates under different alternative scenarios, we work
out the percentageincreaseinimport fromdtoc(i.e. from BIMSTEC
to Japan) and percentage increase in exportsfrom ctod (i.e. from
Japan to BIMSTEC). The methodology is:

[exp{ "alog (1+TR ),/ (1+TR_,) ) +%20%} -1] * 100

and increase of import of ¢ from d (i.e. from BIMSTEC to Japan)
[exp { "aglog (1+TR, ),/ (I+TR, ), ) +¥2"0?} =1 ] * 100
and increase of exports from c to d (i.e. from Japan to BIMSTEC)
where,

NA2 = A2
o _0a4|og(1+TRc,d)+a5Iog(1+TRd,c)
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The elasticities used in these simulations are much higher than
what is expected to be. The reasons are as follows: (a) these are
not the price elasticities, these are tariff elasticities showing the
increasing in demand due to reduction in preferential tariffs. In
BIMSTEC and SAARC countries (BIMSTEC has five members
from SAARC countries), the role of prices in the intra-regional
trade is insignificant because the sizes of the economies are too
small (except Thailand) to affect the price structure of the goods
traded in this region. Notwithstanding, Nepal and Bhutan have
substantial trade linkages with India under bilateral free trade
agreement. Therefore, we have not considered increase in demand
with respect to change in prices, which is almost meaningless in
thisregion. In this case (1+TR) is the most appropriate method to
estimate the increase in trade due to reduction in tariff rather than
on price. (b) Within the BIMSTEC region trade is not free,
therefore prices have marginal impact in determining demand.
Intra-regional trade is constrained by labyrinthine non-tariff
barrierslikequotaand licensing, etc. (c) Elasticities (1+TR) are higher
basically due to distance factor. It is also a priori true that price
elasticity is inversely related to distance. If the distance is less,
obviously elasticity is high than the commaodities imported by India
from USA and Europe where we face less elasticity due to distance
factor.

We estimate the increase in Japan’s exports to and imports from
BIMSTEC countries under four hypothetical scenariosviz. (i) 25 per
cent tariff cuts, (ii) 50 per cent tariff cuts, (iii) 75 per cent tariff cuts,
and (iv) 100 per cent tariff cuts, i.e. if there is free trade between
Japan and BIMSTEC.

Theresults of the simulations obtained are only indicative because
these are estimated assuming four hypothetical scenarios of
preferential tariff concessions. However, these simulations do not take
into consideration of gains from trade that may emerge from the
liberalization of non-tariff barriers. We only simulate the gains from
trade creation and not welfare improvement.
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5. Results of the Study

The results summarizing the likely increase in intra-regional trade
between Japan and BIMSTEC countries based on the gravity model
arepresented in Tables9to 16. We have taken total importsand exports
of the countries concerned. The study would have been better had we
taken major commodities of each country and showed their likely
increase in trade due to PTA and FTA. We may do this exercise later
provided sufficient data and time are available. This will remain as
future exercise to be done for this purpose. This paper deals with the
comparative static analysis showing likely increase in imports and
exportsof Japan and BIM STEC countries under different hypothetical
scenarios, including afree trade option. But NTBs are not included
in our study. Nevertheless, every country can maintain a smaller
negative list in line with the Indo-Sri Lanka Bilateral Free Trade
Arrangement. In this exercise, we have taken average (wtd) tariffs of
all countries (i.e. BIMSTEC and Japan) for theyear 2003. Tariff rates
of different countries during 2003 are as follows. Bangladesh 15.9
per cent, Bhutan O (no information is available), Japan 2.4 per cent,
Nepal 15.6 per cent, Sri Lanka 6.8 per cent, Thailand 8.3 per cent,
India 28 per cent and Myanmar 3.9 per cent. It is evident from tariff
figures of different countries that India is having highest rate of
customs tariffs among all countries of the region and Japan is having
the lowest tariff rate.

Table 9 shows the estimated increase in intra-regional
(BIMSTEC-Japan) importsdueto PTA and FTA inmillion USdollars.
Import of each country is shown under four different conditions
mentioned above including the free trade option, which means every
country hasfour options. Every country has 28 probabl e scenarios of
likely increase inimports due to PTA and FTA. Table 9 has such 196
scenarios estimating increase in imports of each country from both
Japan and BIMSTEC countries under different hypothetical
conditions. We could not estimateincrease inimportsin case of Bhutan
because of two reasons. One is Bhutan's imports is miniscule much
below one million dollars from other countries of this region and
secondly, we have not got Bhutan's average (wtd) tariff ratesfor 2003.
We have estimated increase in exports of Japan and other BIMSTEC
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countriesto rest of the bloc members and Japan through gravity model
under 196 different scenarios, whichispresented in Table 10. Similar
toimports, we could not estimate val ue of Bhutan’sincreasein exports
to other countries dueto lack of tariff data. Gainsfrom PTA and FTA
of different countries are determined by the differencesin tariff rates
of the respective countries and elasticities of different commodity
groups. But in our analysis we have taken total trade (exports and
imports) instead of different commodity groups. Simulation results
of increase in imports and exports of Japan and BIMSTEC countries
are shown in Tables 9 and 10.

Onthebasisof Tables9 and 10, we have cal cul ated the percentage
increase in imports and exports of Japan and BIMSTEC countries
under different scenarios. From Tables 11 and 12 it is clear that the
country whose tariff rate is high, increase in imports is higher than
increase in exports both in absolute value and percentage increase
and vice-versa. Both tables have 196 observations each. Percentage
increase in exports and imports will give better idea how far one
country should go for depth of tariff cuts. Higher thetariffs, gainsare
much less because in-depth tariff cutsincreaseitsimports significantly
higher than exportsto countrieswhose tariff levelsareless. Percentage
increaseinimportsfrom and exportsto Japan and BIMSTEC countries
(excluding Bhutan) due to different variants of tariffs cuts including
free trade option is presented in Tables 11 and 12.

Objective of this exercise isto explore possihilities of free trade
option between Japan and BIMSTEC countries. Results of our
simulations depicting free trade options are presented in Tables 13
and 14. Table 13 presents estimated increase in imports of Japan and
BIMSTEC countries due to free trade. It is clear from the table that
due to free trade, Bangladesh’s increase in imports would be highest
from India than other countries. Its increase in imports from India
would be $926.57 million, whereas its exports to India would be
increased only miniscule amount of $72.21 millioni.e. lessthan one-
tenth of its increase in imports. In case of India, due to free trade,
India'sincreaseinimportswould be highest from Japan. Thisissimple
becauseof apriori logicthat sinceIndia stariff rateishighest among



‘18] 8Y) U1 Paq1I0Sap Se SUOITe[NWIS S JOUIre Lo paseq a.e S1Nsay :90.nos

¢0’/S  92'8e 196 G/CT  ¥S¥T 60T 1L €9'€ 8.6, V86S 686E G661 puejrey L

'y GEE €¢e 4N 1T 160 90 €0 700 €00 c00 T00 Bejuen us

80 92’0 20 Zro 100 S0°0 €00 200 0 0 0 0 fedoN

19'T¢E GZ'Tve €8'09T ¢v08 0 €E0 2co 110 0 0 0 0 TewueA

L'VECOT ¢0'9/9L GE'LTTS LG9'89GC LE'G6T €S9YT 6916  ¥8'8Y Gi'6 602 €LY 9€'Cc 60T¢ 1I8ST VvS0T 629 ueder

70'60€ 8LT€C 0ZSVST LT'¥. GC'€0E vvlce €9TST 8L¢L GL/ST TEB8TT 888L 98, [LZET G6'6 €99 8T'€ elpu]

ueinyg

99'¢ vL'¢C €8'T T6°0 ¥8'T 8E'T 26’0 9’0 S1'¢C 19T 80T 750 7’0 €e0 2co 110 ysope bueg
V14 [IIU0S [JUdS |UdS VI4 [IIUWOS [JUdS |W0S V14 [I1USdS [[UdS |USOS V14 |[[USdS || USJS | UBdS

pue|rey | eyue s redaN JewueA 0} s1iodx3

6/ZT SZ'656 S6€9 GL6TE 8E9E8 8C'LC9 618IF 60602 0 0 0 0 82¢0c TLTIST ¥YTTOT LS0S pue|reyL

8T GET 6 Sv v.'61€ T186EC L8'6ST V661 0 0 0 0 8¢'8 129 1404 10¢C ejuen Lus

€L0 S50 9€0 8T°'0 /682y ¢LT¢e 8vvIiZ v L0T 0 0 0 0 /Z€  9vC V9T 280 fedoN

6TvT ¥9°0T TL GG'€ €¢ce  ¢Lve  STT19T /S08 0 0 0 0 8€¢¢ 6L91T 6111 9'S TewueA

T0'990€ 1S'66¢C €EST  S99L 0 0 0 0 8S¥6C ¥60cC 6C°LFT S9€L ueder

T¢e GL'99T GOTT  vO'€ES 0 0 0 0 ¢'900T S9¥S. T€0S 6VTie elpu]

ueinyg

9.'S f45a 74 88'¢ TT'T TC¢eL  9Tvs T9¢ G0'8T 0 0 0 0 usepe|fueg
V14 [IIU0S [JUWdS |UdS  VI4 WS [JUdS |WdS V14 [I1USOS [[UdS |UBOS V14 |11 USdS || USJS |'USdS

ueder elpu| ueinyg ysape|bueg 01 s1lodx3

(uoljiw $sN)

€002 ‘Y14 pue v1d o1anpsiiodx3 (veder-03 1SN 1G) [euoifey-eaiu| ulesesou| ApX 1T (0T a|qeL



33

all BIMSTEC countries and Japan’stariff rate aslittle as 2.4 per cent
as compared to India's rate of 28 per cent. Therefore, uniform
reduction in tariffs among all countries will affect countries much
more whose tariff ratesare high. Thisisevident from the simulation
resultsthat asagainst India’sincreasein imports of $2880.7 million
from Japan, its increase in exports to the later country would be
only ameager amount of $ 221 million i.e. less than one-tenth of its
increase in imports.

If Japan concludes FTA with BIMSTEC countries, its growth in
exportsto the former countries will be much more than importsfrom
these countries. As a result of free trade, Japan's imports will be
highest from Thailand (among all BIMSTEC countries) i.e. to the
tune of $1052.62 million, whereas it’'s exports to the same country
will increase by $10234.7 million, which means Japan will be
maximum beneficiary of freetrade than other counties of BIMSTEC.
Dueto FTA, Myanmar’simports from Thailand will be increased by
$73.52 million, highest among all bloc countries followed by Japan
$20.83 million third highest from Indiai.e. $11.63 million. But its
exportswill increase significantly. Its exportsto both Indiaand Japan
will be increased by $322 million, followed by Bangladesh to the
tune of $22.38 million. Pictureis same for Nepal. Nepal will be one
of themost beneficiariesof FTA inthisregion. Givenitstariff regime,
free trade will increase its imports by $138.89 million from India,
followed by $18.6 million from Thailand. But, due to duty freetrade,
itsexportsto Indiawould beincreased by $428.87 million and $3.27
million to Bangladesh. Increase in both imports from and exports to
other countries are ailmost insignificant. Nepal and Bhutan have
already duty free arrangements with Indiathrough different bilateral
treaties. Therefore, simulations results of Nepal’s likely increase in
exports to and imports from India do not have any operational
significance here. Nepal’s simulation results do not valid for India.

Free trade is also beneficial for Sri Lanka due to the fact that it
will increase its imports by $289.59 million from India and to same
country its exportswill be increased by $319.74 million. Sri Lanka’'s
imports will beincreased by $120.59 million from Japan and $39.07
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million from Thailand, whereasits exportsto the same countrieswould
be increased by $18 million and $4.6 million, respectively. Itisaso
important to mention herethat Indiaand Sri Lankahaveaready concluded
bilateral FTA for which India has extended free trade treatment to host
of Sri Lankan products except small negative list since 1 April 2003
where as Sri Lanka will reciprocate the same by 2008. As a result of
ISBFTA, Sri Lanka's exports to India have increased significantly,
compared to itsimports from the latter. In case of Thailand, maximum
increase inimportswill be originated from Japan to the tune of $5912.7
million, followed by Myanmar $296.19 million and from Indiaby $284.53
million. But duty free trade will increase its exports by $1279 million,
followed by India by $836.38 million, Bangladesh by $202.28 million,
Myanmar by $79.78 million, and Nepal by 14.54, and to Sri Lanka
exports would be increased by $57.02 million. Estimated increase
in imports and exports of Japan and Bangladesh under free trade
conditionsis shown in Tables 13 and 14.

Percentage increase in imports of and exports to Japan and
BIMSTEC countries are presented in Tables 15 and 16. These tables
are derived from Tables 13 and 14. These tables depict percentage
increasein imports and exports from the simulations derived through
gravity model. From these tables it is seen that due to FTA, imports
of Bangladesh from India will be increased by 30.97 per cent but
from other countries including Japan the magnitude will be 62 per
cent. Under the same condition, itsexportsto Indiawould beincreased
by 130.48 per cent, followed by 72.7 per cent to Nepal, 38.68 per
cent to Thailand and 31.69 per cent to Sri Lanka. India's imports
fromall countrieswill beincreased by 109 per cent whereasits exports
will be increased by 74.09 per cent to Bangladesh, 11.98 per cent to
Japan, 18.17 per cent to Myanmar, 72.7 per cent to Nepal, 31.69 per
cent to Sri Lanka and 38.68 per cent to Thailand.

Japan’sincreaseinimportswould be modest compared to increase
in exports. Its increase in imports varies only between 8 to 37 per
cent whereas range of its increase in exports is between 17 per cent
and 128 per cent. Therefore, Japan is one of the most beneficiaries
of free trade arrangementsin the region. Myanmar’s exposure to free
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trade is just similar to Japan. Its imports would increase by 15 per
cent from all countries, whereincreasein exportswould vary between
11 per cent and 130 per cent. Highest increase in exports will be to
India i.e. 130.48 per cent, followed by Bangladesh (74 per cent).
Nepal’s increase in imports will be only 60 per cent to all countries
whereasitsincreasein exportswould vary from 31per cent to 130.48
per cent. Highest increase in exports will be to India. Sri Lanka's
imports will be uniformly increased by 26.91 per cent from all
countries due to free trade. But its exports will increase much more
than its imports. Its exports to Bangladesh will increase by 74 per
cent and to Indiait will be 131 per cent and to Thailand it will be 39
per cent. To other countries of this region, increase in exports is not
so significant. Finally, Thailand too, will beabeneficiary infreetrade
arrangements with the BIMSTEC members as well as Japan. Its
imports from Japan and other bloc members will be increased by only
32.37 per cent whereas its exports will be increased by 130.48 per cent
to India, 74.09 per cent to Bangladesh, 31.69 per cent to Sri Lankaand
72.7 per cent to Nepal. Surprisingly, itsexportsto Myanmar will be only
18.17 per cent. The matrix of increase in imports and exports of Japan
and other BIMSTEC countrieswith the same countriesisshownin Tables
15 and 16.

6. Concluding Observations

BIMSTEC hasbeen avery insignificant player in theworld trade. Its
share in total world trade is minuscule as compared to other bloc in
thisregion. In 2003, BIMSTEC's share in the world trade was only
2.20 per cent, which was extremely low to any standard. But what is
most significant isthat itsintra-regional tradeis significantly higher
than many economic groupings in Asia. Pacific region except East
Asia Economic Grouping (EAEG) and ASEAN. In 2003, intra-
regional trade among BIMSTEC countries was 14.75 per cent as
against 5.6 per cent among the SAARC countries, 23.0 per cent among
ASEAN countries, 6.1 per cent among the members of Indian Ocean
Commission, 5.7 per cent anong Bangkok Agreement Countries and
11.9 per cent among MERCOSUR countries. Intra-regional trade
among BIMSTEC is high because of Thailand, which is the most
vibrant economy of thisregion. Higher intra-regional trade impliesit
has potential to grow. Intra-regional trade is fairly high among
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BIMSTEC countries even in absence of any PTA. Therefore, once
PTA and FTA will be negotiated and come into force, intra-regiona
trade will grow much faster and hope to catch ASEAN rate. If Japan
joins in this group with FTA, this will emerge as one of the most
vibrant economic groups in this region to reckon with.

BIMSTEC isoneof the new entrantsin the bandwagon of regional
economic forum of thisregion. It we afirst formed in June 1997 and
got expanded in December 1997, which have five meeting so far. But
before being avery vibrant economic bloc of thisregion, it hasto get
WTO legitimacy. It can form a regional trading bloc under Article
XII of Enabling Clause or Article XXI1V of GATT. Bangkok
Agreement has got GATT clearance and it has a framework for PTA
by extending alist of item afor concession for few item ain the early
eighties. Though BA isstill non-starter and that is precisely thereason
ESCAP actively thinking to revitalize the BA by extending its
membership to some devel oped countries of thisregion viz. Australia,
New Zealand, Japan and China. But BIMSTEC is yet to get GATT
clearance and itsformation is not figureain the nomenclatureaof RTBs
of WTO. Therefore, it hasto get GATT clearance and should evolve
acomprehensive policy on PTA first and then FTA. Freetrade among
thisregion isfar away from the reality, but process should be started
with PTA as early as possible.

The first step to create a vibrant regional trading bloc liesin its
intention of moving towards PTA asaprecursor to FTA. While moving
towardsthis objective, one hasto face so many complicated problem
of other related arrangements. First of thiskind is to define ‘rules of
origin’. AsPanagariyasaysthat given the already operational regional
arrangementsain the BIMSTEC region, this is bound to resultain a
“spaghetti bowl” typeaof phenomenon wherefor agiven product there
could be several different tariff rates depending on what origin is
assigned to it. Another related problem is the harmonization of
standards among different members of BIMSTEC and uniform
certification procedures within the bloc members and between Japan
and BIMSTEC that are vital to any kind of trade liberalization in the
formof PTA or FTA. Third problem one hasto faceistheidentification
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of negativelist of commodities of the respective countriesand detailed
plan to prune it in a phased manner and to prepare comprehensive
national schedules of items to be offered for concession similar to
Indo-Sri Lanka Free Trade Arrangement. Thismay not be avery easy
task astariff level sare skewedly distributed among member countries
in one hand and each country wants better market access to other
country in which latter country has substantial interest on the other.
For an example Thailand wants duty free treatment to its auto
components exports to Indian market but Indiais unlikely to open it
because this is vibrant sector in Indiatoo.

It is revealed from our analysis that tariff level in Japan was as
low as 2.4 per cent in 2003, whereas this is significantly higher in
BIMSTEC countries. Thereis an apprehension for the bloc countries
that once tariffs are lowered there will be surge in imports from
Japan taking advantage of the liberalized tariff regime whereas
exports from the BIMSTEC countries to Japan may not rise
significantly because lower tariffs in one hand and higher
incidence of NTBs on the other. Therefore, there should be
comprehensive programmeto liberalize and removal of non-tariff
barriersin tandem with the liberalization of tariffs. Our study does
not cover theintensity of NTBsin both way trade and how it emerges
as effective trade protection measure. Success of PTA and FTA
depends on the liberalization of NTBs and every member should
prepare a comprehensive plan how to minimize it.

Our simulation results show that due to Japan-BIMSTEC FTA,
Japan’sincrease from BIMSTEC countrieswill be marginal but with
obvious reason its exports to BMSTEC countries will increase
significantly. This is due to levels of tariffs existed between Japan
and BIMSTEC. This is the area where BIMSTEC countries have
strong reservation at the initial stages unlessit is balanced by other
trade augmenting measure. Inspite of such adverse scenario, Japan-
BIMSTEC FTA still merits consideration if gains in other areas for
thelatter countries are considered which will outweigh potential losses
on the trade front such as stepped up resource transfer, foreign direct
investment (FDI) flows, technology transfer and market access to
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services. BIMSTEC sgainsin termsof additional FDI flowsor export-
oriented FDI following the entry of Japanin BIMSTEC appear to be
marginal, if at all given itsrelatively large domestic market, lack of
geographical and cultural proximity with Japan, the major source of
FDI in the region. At present BIMSTEC also does not appear to be
equipped to evolve into a full fledged RTB with customs union,
common market and free mobility of factors of production that
facilitateindustrial restructuring infavour of less developed countries
of BIMSTEC. However, Japan may offer additional economic
assistance to poorer countries and provide market access to labour
intensive services especially Mode 4 to compensate for the
asymmetries arising from trade. Developed countries do provide
substantial economic assistanceto less devel oped regionsinthe RTAs
such as EU that hasfacilitating convergence of levels of development
across the bloc.

In the present study, estimates have been done in a static
framework. The exports of BIMSTEC countries to Japan would
increase further if the estimations are carried out in a dynamic
framework. Thoughitisvery difficult at thismoment, given sufficient
time and resources, one can try to measure the welfare gains of Japan-
BIMSTEC FTA. Moreover, in this study we have done comparative
static analysis using gravity model. Simulation results do not cover
the trade potentials between Japan and BIMSTEC countries.
Therefore, one should make an attempt to estimate trade potentials
between Japan and BIMSTEC by estimating stochastic frontier
production function using gravity model, which provides an
empirically tractable general equilibrium framework for bilateral trade
flow analysis

Endnotes

1 Inmost cases of regional blocs, a number of attempts have been made by
expertsto analyse theimpact of preferential/free trade arrangements on the
economies of member (as well as non-member) countries. For example,
eight systematic attempts have been made to analyse theimpact of NAFTA,
as summarized in CBO (1993) and USITC (1992).

2 SeeAmano et a (1980). Sawyer (1979, Yap and Nakmura (1990), among
others for details of Inter-Country Link Model System.

8 Seefor example Frankel (1997) and Deardorff (1998) and references quoted
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therein.

4 The' new regionalism of nineties, unlike trading arrangements of sixties,
has member countries with (a) vastly different levels of development, (b)
different sizes of population, (c) different levels of domestic economies,
and structure of production, and (d) varying degrees of openness, etc. For
details, see WTO (1995), among others.

5 Pigato et al. (1997) have estimated the welfare consequences of a scenario
when all tariffs between (@) India and (b) rest of the SMCs are removed.
Thewelfare gainsare trade creation benefits - trade diversion losses + terms
of trade gains. The welfare results generate significant benefits for both
India and the rest of the SMCs. However, it should be noted that the
simulation is based on tariff rates of 1993-94 and 1997-98. There is free
trade between India-Nepal and India-Bhutan under bilateral trading
arrangements.

6 This portion is heavily drawn from the analysis of Mehta, R.K. and
Bhattacharya, S. K., SAPTA to SAFTA: Impact on Intra-Regional Trade,
Paper presented to the 35th Annual Conference of the Indian Econometric
Society, Jaipur, March 11-13,1999. The author is very grateful to Rajesh
Mehta for his contribution to the specification of the model.

7 BeataKasia Smarzynska,” Resurrecting the Gravity Model : In Search of
the Centre of International Trade”, mimeo, Yale University, p.4
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