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Improving Trade Connectivity in South Asia
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outh Asian countries trade with each other far less than they could. The high
cost of doing trade in the region, among the highest in the world, is the prime
deterrent of trade among South Asian countries. An urgent upgrade of transport
connectivity is needed in order to revitalise regional trade and decrease costs.
Many studies carried out recently have uncovered wide gaps in the construction
and maintenance of South Asia’s transport infrastructure, in particular,
infrastructure along the cargo traffic corridors predominantly used for intra-regional
trade. In one such study, Prabir De of the New Delhi-based Research and Information
System for Developing Countries prescribes a comprehensive approach to revamping
not only the physical infrastructure of all modes of cargo transport (road, rail, air,
inland waterways and maritime) but also non-physical soft infrastructure, including
cross-border transit facilitation measures, customs clearance and other facilitating
policies and regulations.
A study undertaken by CUTS International estimates that potential savings on
trade costs from transport reforms, both physical and non-physical, could be
US$4.6bn annually. This is roughly one-fifth of the total value of intra-regional
trade.
The case for improvements in transport connectivity is therefore very compelling.
There is a universally held view that better transport connectivity will bring down
inefficiencies and costs. Improved transport connectivity, according to this view,
will enhance the competitiveness and commercial viability of trade for a number of
products with high trade potential that are currently not traded.
After all, the volume of intra-regional trade has been steadily increasing, albeit
at a lower rate than might be desired. A number of products have found their place
in the regional trade basket, thanks to their commercial viability and despite the
high cost inflicted by transport barriers. Competitive advantages due to geographical
proximity, favourable positioning in the global sourcing pattern and intra-regional
supply-demand complementarities, among other factors, have favoured these
products. One would expect these products to trade at full potential even if the
status quo in current transport conditions remains.
Unfortunately, that is not the case. CUTS International’s research points out
that, currently, most regionally traded product categories reach less than 50 per
cent of their true potential. According to 2013 trade data, an estimated US$20bn
worth of regional trade is lost because of reasons other than transport inefficiencies.
The literature on intra-regional trade in South Asia shows that asymmetries in
market information, frequent complaints of defaults on trade-related payments
and perceived risk factors have discouraged traders from exploring regional
markets. In light of this, financial connectivity and business-to-business interactions
within the region assume as much importance as transport connectivity.
It is imperative to expand the idea of connectivity in the context of regional
trade to include financial and informational aspects. In an ideally connected South
Asia, getting business visas, obtaining trade finance, having institutions for contract
enforcement and an exchange of information for extending business relations would
be made as easy as possible. The scalability of trading channels would see a
significant increase under such an enabling environment, cutting down transaction
costs for South Asian businesses entering into and executing trade deals with
partners from their neighbourhood.
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A More Equal Society Will Not Hinder Growth
Martin Wolf *
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Why inequality matters?
Much discussion of the book has
focused on the political aspects of
inequality. But the economic aspects
also merit attention. The staff of the
International Monetary Fund addressed
these questions in February in a note
entitled Redistribution, Inequality and
Growth.
It came to clear conclusions:
societies that start off more unequal
tend to redistribute more; lower net
inequality (post-interventions) drives
faster and more durable growth; and
redistribution is generally benign in its
impact on growth, with negative effects
only when taken to extremes.
The obvious explanation for the first
conclusion would be that, at least in
universal suffrage democracies, the
bigger the market-generated inequality,
the greater the political pressure for
redistribution, since votes are
distributed more equally than money.
Those with money might respond by
seeking to disenfranchise the poor,
either directly or indirectly. They might
also seek to attract support from those
lower down the income scale by
emphasising social and cultural
concerns. Moreover, the wealthy always
exercise political influence. That
redistribution usually wins out is not
astonishing, but is noteworthy.
Two sides of a coin
Second conclusion: Inequality might
in fact promote growth because it
reflects high incentives for innovation
and entrepreneurship. It might also
mean higher savings and so higher
investment, since richer people may well
save a higher fraction of their income
than poorer ones.
*
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Inequality
damages the
economy and
efforts to
remedy it are,
on the whole,
not harmful
Indeed, John Maynard Keynes
himself once used this as an argument
for V ictorian inequality. In poor
countries, inequality might also give a
part of the population the resources
with which to start a business or get an
education.
Yet, inequality might deprive the
poor of the ability to stay healthy,
acquire skills or look after and educate
their children. It might generate
instability, as politics polarises
between low-tax conservatism and
redistributive populism.
On the third conclusion, it is easy to
see why redistributive policies might
hurt growth. The economic costs of taxes
rise disproportionately, as they reach
very high levels. At the same time, some
redistributive policies might impose
very modest or even negative costs: the
elimination of arbitrary tax loopholes
favouring the rich is an example.
Such measure might promote greater
equality and higher growth. In theory,
then, the connections between
inequality, redistribution and growth
could go in different directions. The
results of the IMF’s study are strikingly
clear.
Inequality and redistribution
The analysis relies on cross-country
data on growth, inequality and
redistribution. It looks at the impact of
both inequality and redistribution on
growth in real incomes per head over
five years and at the duration of the
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nequality is a hot topic right now. The
reaction to Thomas Piketty’s Capital
in the 21st century shows the rising tide
of anxiety. But Piketty devoted almost
no attention to why inequality matters
or whether the cost of reducing it might
outweigh any likely benefits. This
lacuna needs to be filled.

growth spells. On the five-year growth
periods, the clear finding is that
inequality reduces growth. The direct
impact of redistribution is negligibly
negative. But the indirect effect, via
reduced inequality, is beneficial to
growth. Again, higher inequality reduces
the likelihood that a spell of growth will
last.
Not only does inequality damage
growth, but efforts to remedy it are, on
the whole, not harmful. These are just
statistical relationships derived from
data that cover a large number of
heterogeneous countries.
Nonetheless, the findings suggest
that trade-offs between redistribution
and growth need not be a big worry. It is
not only possible, but valuable, to
marry open and dynamic market
economies to the sense of shared
purpose and achievement brought by
tolerable degrees of inequality.
Moreover, less inequality is likely
to make economies work better by
increasing the ability of the entire
population to participate, on more
equal terms. An important condition for
this, in turn, is that politics not be
unduly beholden to wealth. Managing
such a combination of market
dynamism with effective redistribution
is one of the defining political
challenges of our era. It will take
purposive action by states and greater
co-operation among them, notably on
taxation.

Chief Economics Commentator, The Financial Times; Excerpts from an article appeared in the Financial Times, on April 23, 2014
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Economic Issues
China’s Spending Spree
In an attempt to support growth
given the recent slowdown in economic
condition the Chinese government has
raised the expenditure for growth
related work and have gradually
loosened their monetary policy.
The big rise in spending contrasts
with decelerating growth in fiscal
revenues, which expanded 7.2 per cent
in May from a year earlier, compared
with a 9.2 per cent rise in April.
But this spending spree is most
likely to cost the Chinese economy as it
will build up local government debt and
widen their fiscal deficits thus leading
to unfavourable macroeconomic
growth conditions.
The burgeoning amount of
government expenditure has slowed
down the expansion of fiscal revenues
whereas the country’s finance minister
blamed the slowdown on cooling growth
and falling property transactions.
(FT, 13.06.14 & 11.06.14)

China Poised to Overtake US
China is likely to overtake US as the
world’s largest economy in 2014,
according to the world’s leading
statistical agencies. Since 1872, the US
has been the global leader. Purchasing
power parity is regarded as the best
method to compare the size of
economies.
In this regard, International
Monetary Fund (IMF) put US gross
domestic product (GDP) in 2012 at
US$16.2tn, and China’s at US$8.2tn. In
2005, the Internet Content Provider
placed China’s GDP at 43 per cent of
the US.

Using the new methodology the
research placed China’s GDP at 87 per
cent of the US in 2011. With the IMF
expecting China’s economy to have
grown 24 per cent between 2011 and
2014 while the US is expected to expand
only 7.6 per cent, China will surpass
US.
(FT, 30.04.14)
Rising Inequality
Almost a billion people in the
developing world are at risk of slipping
out of the ranks of a nascent middle
class. Rising inequality and slower
global growth have major implications
for businesses that have been investing
heavily in emerging markets.
The IMF cautioned that the world
could face years of subpar growth,
while the World Bank warned that the
growth of developing economies was
likely to average 2-2.5 percentage
points less than that seen before the
2008 global financial meltdown.
The World Bank’s Chief Economist,
Kaushik Basu, cautioned that many of
those people who had emerged from
poverty in recent years still remain very
vulnerable to slipping back.
(FT, 14.04.14)

Making Sense of ‘Chindia’
Ten years ago, Indian economist
and politician Jairam Ramesh coined a
word that captivated pundits and
investors: “Chindia.” Then-Chinese
President Hu Jintao and Indian Prime
Minister Manmohan Singh promised to
enact sweeping internal reforms and
embrace regional cooperation - neither
of which happened.

Now that Beijing and India are in
the hands of Xi Jinping and Narendra
Modi, could “Chindia” finally come to
fruition as a force for mutual
prosperity? The process began in
earnest when Indian Foreign Minister
Sushma Swaraj met her Chinese
counterpart Wang Yi in New Delhi.
It would be worthwhile to make
Chindia an economic reality. It would
not just benefit 2.5 billion-plus people
residing in both the countries, but the
entire global economy too.
The focus for both countries must
be on shared interests and economic
ties that recognise relative strengths
and weaknesses.
(BL, 11.06.14)
China Eyes Agriculture Investment
China’s sovereign wealth fund is
shifting its focus to invest in agriculture
and global food supplies in a
significant strategic move that reflects
the priorities of the country’s new
leadership.
China Investment Corporation (CIC)
will pay particular attention to
agricultural sectors that have been
neglected by large institutional
investors in the past, such as irrigation,
land transformation and animal feed
production. The focus on agriculture
has sharpened over the past year and
marks the second big strategic shift for
the fund since it was established in
2007.
Chinese companies, most of them
state-owned, have made several large
investments in recent years in farmland
and food production, particularly in
Asia, Africa and Latin America.
(FT, 18.06.14)

Reciprocating Benefits

C
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to India’s industrial development. Cheng also revealed plans
to launch a joint venture project for production of power
equipment which would
facilitate manufacturing in India
itself.
The two countries could also
have broad cooperation in
agriculture also. China’s
agricultural revolution had
solved the problem of feeding a
1.3-billion population. The two
countries
could
have
cooperation on seeds and high
production.
(TH, 03.05.14)
www.media2.intoday.in

heng Guang Zhong, Minister-Counsellor of the Chinese
Embassy in Delhi said that China believes that there is
a huge potential for cooperation
between the two countries,
especially
in
economic
development.
China is more developed in
industrial area and is actually
facing the problem of over
industrialisation. India is better
in the service area. So China
could gain a lot from India’s
expertise in the services sector
and it can provide its experience
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Economic Issues

US to Witness
Growth: OECD

I
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n its latest economic outlook
published, the Organisation for
Economic
Cooperation
and
Development (OECD) forecast US
economic growth to rebound strongly
in the second quarter. US GDP will
expand at a 3.9 per cent annual pace
this quarter, and will grow to maintain
a brisk pace for the remainder year as
well.
Household deleveraging and the
rise in asset prices have caused
household net wealth to increase

significantly, which will help in
sustaining economic growth. Growth
is expected to average 2.6 per cent in
2014 and quicken to 3.5 per cent in
2015. Despite the anticipated growth
acceleration, inflation pressures will
remain benign through 2015, given
sluggish wage growth.
The OECD says that US monetary
policy should remain accommodative,
while proposing a gradual winding
down of asset purchases by the
Federal Reserve, to limit impacts on
vulnerable
emerging-market
economies.
(ET, 07.05.14)

4

OECD Trims World Growth
The OECD forecast that the global
economy is set to grow by 3.4 per cent
in 2014, trimming its outlook by 0.2
points. Setbacks for emerging markets
and rising risks of fallout from the
Ukraine crisis are holding back the
global economic recovery.
Central banks, including the
European Central Bank, must go on
shoring up growth and governments
should beware of pushing too fast to
straighten up finances. OECD
recommended that Central bank
should reduce its key interest rate from
0.25 per cent to zero and a possible
switch to a nominal negative rate for
overnight deposits with it. (BL, 06.05.14)
India’s Economic Revival
India’s economic growth is poised
to inch up 4.9 per cent in 2014 and is
expected to gain momentum with a
decline in political uncertainty after
the general elections.
However, fiscal consolidation and
supply bottlenecks, coupled with still
high non-performing loans and
corporate leverage, will weigh on the
recovery.
India’s GDP is expected to grow 5.9
per cent in 2015. In 2012-13, the
Indian economy has slowed and
growth plummeted into a decade low
of 4.5 per cent. The rupee’s
depreciation would under-pin export
growth, while the rise in rural incomes
and the decline in inflation would
boost consumption.
(BL, 06.05.14)
Plight of US Middle Class
The American middle class, the
most affluent in the world, has lost
that distinction. Although economic
growth in the US continues to be
strong, a small percentage of
American households is fully
benefitting from it. Three broad
factors are responsible for this.
First, educational attainment in
US has risen slowly compared to other
industrialised countries over the last
30 years making it harder for the
American economy to maintain its
share of highly skilled, well-paying
jobs.
Secondly, companies in the US
economy distribute a smaller share
of their bounty to the middle class

compared to similar companies
elsewhere. Top executives make more
money in the US than in the other
wealthy countries. The minimum wage
is lower and labour unions are weaker.
Finally, governments in Canada
and Western Europe take more
aggressive steps to raise the takehome pay of low and middle-income
households by redistributing incomes.
(ToI, 23.04.14)

Global Wealth Expands
The Asia-Pacific has narrowed
North America’s lead in the
population of high networth
individuals (HNIs) and is set to
overtake it in 2014. North America’s
HNI population expanded by 16 per
cent in 2013 to 4.33 million, and AsiaPacific’s population grew by 17 per
cent to reach 4.32 million.
Improving economic and equity
market performance helped add 1.76
million people to the global HNI
population in 2013, while the
investable wealth of HNI’s grew by
nearly 14 per cent to reach a record
high of US$52.62tn.
The global HNI wealth is forecast to
reach a new high of US$64.3tn by 2016,
a 22 per cent increase from 2013 and
US$12tn in new wealth. (HT, 21.06.14)
IMF Sounds Housing Alarm
The IMF cautioned that the world
must act to contain the risk of another
devastating
housing
crash.
Acceleration in global house prices
from already high levels has emerged
as one of the biggest threats to
economic stability.
In the wake of the global recession,
central bankers have cut interest rates
low enough to push house prices to a
level where it emerges as a risk to
economies of various countries. The
new global house price index published
by IMF shows a fresh acceleration, with
prices up by 3.1 per cent on a year ago.
Several measures need to be adopted
to combat this acceleration.
For instance: higher capital
requirements for banks making risky
loans; on limiting mortgage lending
relative to house values and incomes;
and stamp duties to damp foreign
demand for investment properties.
(FT, 12.06.14)
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Economic Issues
Corruption Checks Chinese Inflation
China’s economic growth relies
heavily on investment, which means
that it requires major injections of
capital. China achieves this by
increasing the money supply (printing
more currency). While yuan has
appreciated in relation to other
currencies, it has steadily lost value at
home.
In most economies, such a large
surplus of money supply would lead to
rampant inflation, but China’s
Consumer Price Index over the last two
years has been in the range of 2 to 3
per cent, with only occasional spikes.
The reason for the absence of price
inflation despite having large scale
monetary inflation is the corruption
prevailing in the country. (FT, 14.05.14)
Indo-US Affirmative Ties
Bilateral Investment Treaty (BIT),
currently being negotiated between
India and US, is significant for
deepening Indo-US economic ties,
improving investor confidence, and
supporting economic growth in both
countries.
Nisha Desai Biswal, Assistant
Secretary of State for South and Central
Asia, believes that the treaty will create
the possibility of achieving the target
of US$500bn bilateral trade between
the two nations from the existing
US$100bn.
BIT will reduce the friction between
the two countries and also help in
surpassing the choppiness that arises
because of the absence of overarching
investment framework. This will open
more opportunities for American and
Indian firms.
(FT, 26.04.14)
Income Tax Rises Again!
Income taxes rose across most of
the industrialised world for the third
year running, as governments set about
rebuilding their public finances
according to 2013 figures released by
the OECD.
Workers on average incomes paid
higher taxes in 25 out of 34 countries
in the OECD over the past three years,
as austerity measures reversed the
previous trend for tax cuts in the
aftermath of the financial crisis.
Portugal, which announced tax
increase to keep its bailout programme
ECONOMIQUITY No. 2, 2014

Energy Conundrum

T

he current energy investment in west is too concentrated in keeping up existing
energy production affecting the cost of supplying energy. International Energy
Agency predicts that by 2035 a cumulative total of US$40tn would be invested in
energy supply.
More than half of
total investment in
energy will be utilised
in maintaining the
existing infrastructure.
It also predicts that the
oil supplies from nonOPEC countries will thin
out over the next 20
years which will shift
the focus towards
Middle
Eastern
countries. The report
detailing global energy
investment analysed
that if investment fails to pick up, the resulting shortfall in supply would create
tighter and volatile oil markets.
It added that, if investment failed to pick up, the resulting shortfall in supply
would create tighter and more volatile oil markets – with prices US$15 per barrel
higher on average in 2025 compared with current levels.
(FT, 03.06.14)

on track, stood out among a group of
eight countries that increased income
tax rates in 2013, with a 3.5 percentage
point rise.
In most countries, the reason for
increasing taxes was a fall in the value
of tax free allowances and tax credits
relative to earnings. Add to this,
increase in employee social security
contributions have a major role to play.
(FT, 12.04.14)

Taiwan to Levy ‘Rich Man’s Tax’
In order to narrow the income gap,
Taiwan will levy a ‘rich man’s tax’ on
wealthiest people of the country.
Taiwan’s income gap reached a record
level in 2011, as the wealthiest families
earned 96 times more than the poorest.
Under the proposal, those with
annual net income of over US$3,33,000,
or the richest 1.5 per cent of individuals
or families, will pay 45 per cent of their
earnings as income tax rate, up from
the current 40 per cent.
The proposal was part of the
government’s planned taxation reforms
that will also include business tax
hikes on banks and insurers as well as

tax incentives for salarymen and the
disabled.
(BL, 02.05.14)
China-Japan Maritime Dispute
A Chinese court has seized a
Japanese cargo ship over legal claims
related to the second world war. The
ship belongs to Japanese conglomerate
Mitsui OSK Lines and had been ferrying
Australian iron ore to China’s flagship
steel mill Baosteel.
The dispute stems from two ships
leased to a Japanese shipping line by
Chung Wei Steamship, which were
commandeered by the Japanese navy
in 1937 as it prepared to invade China.
One ship was wrecked in 1938
while the Shun Feng was sunk by a
torpedo in 1944. The case was brought
by the descendants of Chen Shuntong,
the owner of Chung Wei, who lost his
fortune in the war.
Japanese argued that the peace
treaties it signed after the war exempt
it from having to pay compensation to
individuals or companies in former
enemy countries, an assertion
challenged by China and South Korea.
(FT, 22.04.14)
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Environment & Economics
US Going Green & Clean
The existing power plants in the US
will have to cut carbon emission by 30
per cent by 2030-making this new
Environment Protection Agency (EPA)
carbon rules the strongest US actions
to date.
This
decision
by
Obama
administration has raised hopes for a
cleaner and greener tomorrow with
positive implications on health of the
nation and environment as a whole.
Data states around eight per cent
shrinkage in electricity bill and
US$93bn public health benefits with the
passage of this new rule.
This decision has come under
Republican fire with a barrage of
criticisms stating that this new rule will
destroy jobs in the coal industry and
raise the cost of electricity to the
consumers. Some Republican activists
have termed this move as a ‘dagger in
the heart of American middle class’.
(ToI, 03.06.14; FT, 03.06.14 & 04.06.14)

Green Ties between Countries
US and China have made a
commendable effort in reducing CO2
emission and putting laws on place to
restrict such emissions. Both of these
countries-whose combined emissions
nearly match the rest of the world, if
place more stringent environment

protection laws will make climate
change negotiations prove fruitful.
India and Japan have recently
strengthened their green ties as the two
are expected to announce plans to
accelerate negotiations over Japan’s
bilateral carbon offsets.
If the deal gets approved, Japan will
set up carbon-cutting technologies in
India and in return receive carbon
credits under Joint Crediting
Mechanisms that can be used to offset
their own carbon footprints.
(FT, 16.06.14 & 28.04.14)

Canada-US Clean Energy Dialogue
Canada and US are in talks about
‘alignment’ on clean energy, pipeline
safety and other issues aimed at
overcoming US political and public
opposition. The pipeline would run from
the oil sands of Alberta to connect with
US pipelines in Nebraska.
The project is a strategic priority for
the Canadian government because it
would provide a cheaper and more
reliable export route for increased oil
production than rail transport.
This move has been criticised by
environmental campaigners who have
targeted Keystone XL because the
greenhouse gas (GHG) emissions created
by production from the tar sands, one
of the world’s largest oil reserves, are

China-Putting a Carbon Cap!

T

he latest decision by China to set an absolute cap for CO2 emissions and
penalising the polluters has made developed countries like the US announce
plans to restrict carbon emissions from its power sector. The long awaited
amendment in China’s 1989 Environmental Protection Law is expected to make
stringent
laws
for
industries who are the
highest CO2 emitters.
But this has a
contradiction with the
prevailing carbon markets
in China-emissions trading
schemes that put a price on
carbon dioxide, as the
mechanisms of driving
prices are quite unclear
making the calculations of
carbon tax more tedious.
With the new policy
www.caglecartoons.com
coming up critics are
hoping for legalising mandatory collection of emissions data which will ultimately
prove the efficacy of these emerging markets.
(FE, 03.06.14 & BS, 16.04.14)
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greater than the average for crude used
in the US. But nonetheless, Canadian
government is keen to get the pipeline
approval and strengthen its ties with
the US.
(FT, 13.06.14)
Pressure Rising in EU
The EU has ordered its automobile
industry to curtails its car emissions
and have introduced laws that would
require carmakers to boost efficiency
ratings and lower the carbon emissions.
This stringent testing regime is being
pushed to be implemented by 2021 and
will require billion dollars of
investment every year to make the
engines more efficient.
On the other hand, intense pressure
from Germany has burdened Belgium to
relax its planned curbs on subsidies for
renewables. In the wake of Fukushima
disaster, the German government
choose to move out from nuclear power
and revamp its energy reforms by
shifting toward renewables and
allowing subsidies for renewables to be
phased out more gradually then was
intended.
Experts opine that this shift to
renewables will cost heavy to the
consumers as they are paying €220 a
year to finance the renewable shift.
(FT, 22.04.14 & 07.04.14)

Deepwater Horizon Oil Spill
The largest offshore oil spill in the
US, BP’s Macondo well spillage in 2010,
is still not controlled as oil is still
washing up beaches of Grand Isle.
Compensation battle among the most
affected is still raging in the US as the
claimants feel they have been
compensated unevenly and lawyers
have taken big cuts.
BP has already spent around
US$26bn on cleaning up, fines and
compensation for the disaster till date
and additional claims and other
lawsuits compensation have further
delayed the payment of claims by this
company.
Moreover, BP has also denied to
fund the US$148m US-government led
research studies on the spillage
impacts on dolphins, whales and
oysters stating that such financing
should not be forced on them that they
are not allowed to see.
(FT, 21.04.14 & BS, 18.04.14)
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Environment & Economics
Soaring Cost of Climate Change
Latest Intergovernmental Panel on
Climate Change (IPCC) report has
calculated the cost of controlling and
adapting to climate change to around
US$100bn a year coupled with two per
cent shrinkage in the global GDP if
temperature rises to 2.5C. Crops like
wheat, rice and maize crop yields are
likely to decline in warmer regions in
coming decades, though they may
improve in cooler places in the short term.
The calculations and findings have
put pressure on the world to
sustainably combat climate change and
recent efforts by Brazil, Russia, India,
China and South Africa (BRICS) to fight
climate war have been praised by the
UN.
China’s effort to spread green energy
in mega cities and South Africa’s
establishment of Southern African
Power Grid, a cooperation among
national electricity grids of 12
countries in the southern hemisphere,
were lauded by UN Secretary-General
Ban Ki-moon.
(HT, 06.05.14)
Sunny Side up-IPCC Report
The latest IPCC report has raised
hopes as it states that containment of
global warming to two degrees Celsius
is still possible though it will require
some fundamental changes in the
world’s energy mix and preservation of
green cover to impound atmospheric
carbon.
One important point the report
makes is that even the most ambitious
global warming mitigation drive would
reduce growth by only 0.06 percentage
point of GDP in a year. However, a

sizable part of it would be offset by the
benefits accruing from the use of
alternative energy sources and cleaner
atmosphere.
Such paybacks include reduction in
countries’ vulnerability to energy price
fluctuations, improvements in human
productivity owing to reduced health
risks, and alleviation of potential losses
to life and property due to extreme
weather.
(BS, 17.04.14)
El Niño’s Menace
El Niño, associated with a band of
warm ocean water temperatures that
periodically develops off the Pacific
coast of South America is expected to
hit around the middle of 2014, says a
majority of weather forecasting models.
This year UN World Metrological
Organisation (WMO) has predicted the
occurrence of this weather phenomenon
from June-August period. It also said
that none of the surveyed models
suggest the possibility of La Nina eventsassociated with cooling effect.
Many El Niño’s impact has been
disastrous as it has significant impact
on climate in many parts of the world,
causes extreme weather events and a
warming influence on global
temperature which could affect
commodity prices.
(TH, 16.04.14)
Natural Defence System
Man-made defence systems can
protect the surroundings from a natural
disaster to a certain limit but nature’s
defence system has an incredible
capacity to perform even better.
A new study estimates that
ecosystem provides protection worth

trillions of dollars as compared to
levees or other protections constructed
by man that cost us billions of dollars.
Coastal marshes absorb the wind
energy and waves of storms, weakening
their impact farther inland. And while
it is expensive to maintain man-made
defences, wetlands rebuild themselves.
Coral reefs have proved to be much
more important for storm protection
than previously recognised.
They also protect against soil
erosion by weakening waves before they
reach land. Such protection is estimated
to be worth trillions of dollars by many
scientists and they urge us to protect
these systems before we are run out of
(FE, 15.06.14)
time.
Fuming Greenhouse Gases
CO2, one of the major greenhouse
gas, has been triggering climate change
and recent studies have pointed that
rising global temperature can increase
the amount of carbon dioxide that is
naturally released from the oceans.
This gas stays locked in the atmosphere
for hundreds of years, and its lifespan
in oceans is still longer.
To top this, atmospheric CO2 levels
have hit a new high as it surpassed 400
parts per million (ppm) throughout the
northern hemisphere this April and
reached 393.1 ppm in 2012. Also, this
gas was responsible for 85 per cent of
the increase in radioactive forcing from
2002-12.
WMO has warned the world to take
the reading into consideration as these
constantly rising level of GHGs are
triggering adverse climate change.
(BL, 26.05.14)

What’s in Store in the IPCC Report?

T

The Times of India

he reports states that global warming will
exacerbate fresh-water scarcity as well as impede
food production which will lead to food price
inflation thereby causing malnutrition-ultimately
becoming a major cause for food insecurity.
Developing countries like India and Bangladesh
are more vulnerable to this change. India’s water
container, The Himalayas, is most likely to suffer as
glaciers will recede at a faster rate thereby increasing
water scarcity even in the Gangetic plain.
Developing countries have condemned the report as it
has grouped the countries according to their incomes and
suggest them to adhere to binding pollution reduction targetsthus hindering the growth of developing economies. Major
ECONOMIQUITY No. 2, 2014

criticisms have been received from several experts who said
that the report wrongly focuses on growth in emissions and
not the per capita emissions.
(Mint, 21.04.14 & ET, 02.04.14)
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Climate Change and the Tragedy of the Commons
The absence of clear liability rules allows polluters
to unload costs of their action onto third parties
IPCC Report
Scientists have for long warned of
the costs that a warmer planet would
impose on the living standards of many,
or even the survival of some. Last week
witnessed another such warning, this
time from the IPCC that released the
last of a series of working group reports
assessing the impact of carbon
emissions on the earth’s climate.
Following the previous report that
observed that ‘the effects of
climate change are already
occurring on all continents’, the
current one has focused mainly
on the prospect of mitigating the
effects of climate change
already underway.
The scientists behind the
latest report believe that the
world can safely limit global
warming to within the famous
threshold of two degrees Celsius
from pre-industrial levels ‘only
through major institutional and
technological change’.
Given the grave predictions
of potential harm that awaits
the lives of billions around the world,
concrete action from the community of
nations to deal with the problem would
be in order. However, this has eluded
the world for long.
In late 2012, when the first stage of
the Kyoto Protocol came to an end,
greenhouse emissions had increased by
about 60 per cent from 1990 levels as
against the target of reducing emissions
by five per cent. IPCC has called for rich
countries to reduce their emissions to
half of their 2010 levels by 2030, and
developing countries to maintain
emissions at their 2010 levels to
achieve the target.
Given the growth ambitions of the
developing world, and the energy
supplies required to maintain current

living standards in the West, the severe
cuts demanded by scientists clearly
look unlikely. In fact, the rate of increase
in emissions has increased over the
past decade compared with the
previous three decades. At this
juncture, the relevant question to ask
is why the world today remains
complacent in the face of an imminent
threat of catastrophic destruction.

The Tragedy of the Commons: Who is
facing the brunt?
In a famous 1968 paper The Tragedy
of the Commons, Garrett James Hardin,
an American ecologist, explained that
common resources open to exploitation
by large populations tend to be poorly
managed. In the absence of private
incentives, users of common resources
lack the economic motive to engage in
sustainable exploitation of common
resources.
Today, climate provides perhaps the
best example of a resource under
common ownership exploited for
private benefits, but with absolutely no
regard to the unsustainable
proposition that such a setup offers.
For years now, many developing

nations have maintained that imposing
emission controls on them would be
unfair since rich countries have been
the major polluters for long now. With
countries such as Maldives and
Bangladesh predicted to bear the major
part of the cost of rising sea levels, the
developing world has a point.
But while rich countries such as the
US have historically been the major
contributors to world pollution, it
should also be clear that
countries with rapidly
growing economies are
fast catching up with them.
While it may appear
fair to ask India and China
to do their bit, it is the
unwillingness
of
developed countries to
adhere to a formal
mechanism to curb
emissions that is at the root of the
problem. To say that developing
world emitters are holding up
international efforts is to blame the
victims. In per capita terms countries
such as India and Bangladesh emit
far less than the US.
In the absence of international
coordination among governments,
owing mainly to the lack of ‘private’
incentives to seriously address the
problem, the world will continue down
the path of ignoring the threat of climate
change.
Unfortunately, like most commons
that are indivisible, the atmosphere too
is consigned to over-exploitation and,
ultimately, exhaustion. There is ground
for pessimism in the short-run as
countries pursue their narrow
interests. But in the medium term, a
solution is likely only through
international cooperation and
coordination.

– The article appeared in the Mint on April 21, 2014
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Asia: Beyond Free Trade Agreements
Peter Drysdale*

T

Growth of trade and investment
The rapid growth of trade and
investment in East Asia was driven by
unilateral trade and investment
liberalisation. This was the foundation
for the deep integration that emerged in
Asia around the development of global
supply chains.
China and other Asian economies
are integral parts of supply chains
driving economic integration and
growth in East Asia and globally. It is
through these supply chains that
emerging economies in Southeast and
South Asia can join the globalisation
process and embrace the rules of an
open trade and investment regime.
APEC Forum
Asia-Pacific Economic Cooperation
(APEC) led this process and was the
forum that promoted concerted
unilateral liberalisation, including
China’s massive liberalisation before its
accession to the WTO. APEC also laid
the foundation for the Information
Technology Agreement that was critical
to building Asian supply chains.
Until recently, China was not ready
for an active leadership role at regional
or global level, but that is changing.
While China needs to remain open to
eventual participation in TPP, the best
way forward immediately will be
through RCEP, which provides a
framework for mobilising middle
powers to strengthen regional
institutions.
*

The launch of
negotiations on the
Trans-Pacific
Partnership (TPP)
and, later, the
Regional
Comprehensive
Economic
Partnership (RCEP)
is dominating thinking about regional integration. These
agreements are designed in part to leverage value out of the
plethora of bilateral free trade agreements (FTAs) negotiated over
the past 15 years. Yet trans-regional FTAs, like the proposed TPP,
are only a small step, incidental to realising the potential of Asian
economic integration.

The Economist

he Asian economies are already
highly
integrated.
Their
interdependence grew under the global
trading regime, not through bilateral or
regional trading arrangements. Deeper
regional economic integration remains
a principal objective, but involves more
than mega-regional trade deals. In the
next stage of Asian integration, if they
are to succeed in their comprehensive
regional integration objective, RCEP
governments need to go beyond
negotiating a single-undertaking trade
deal along TPP lines.

RCEP: Principle-based rules
If RCEP is to serve this purpose, it
must be shaped so that it sets principlesbased rules for managing contemporary
international commerce and entrenches
routine regional cooperation. If
emerging economies in other regions
see merit in sound rules agreed by
China, India, Indonesia and other
ASEAN+6 economies, those rules can
form the basis for a global regime,
alongside
advanced
economy
standards and rules set under other
arrangements like the proposed TPP.
RCEP, unlike the TPP, involves all
Asia’s major economies. It is a way
forward on economic cooperation,
underpinned by the ASEAN framework.
Bringing together the ASEAN+1 trade
agreements with Japan, China, South
Korea, Australia, New Zealand and India
will be difficult even with ASEAN as the
fulcrum.
RCEP is a strategic opportunity to
create a more favourable geo-political
environment in the region. It will need
re-branding to engage high-level
political effort to that end and it will
need elevating quickly around the ASEAN
Economic Community in the form of an
East Asian Economic Community
conception of RCEP.

Economic cooperation agreement
A
streamlined
economic
cooperation agreement is a key step
towards RCEP’s objectives, embracing
a comprehensive regional economic
integration, development and political
cooperation agenda. That would
parallel the strategy for realising the
ASEAN Economic Community.
Upgrading the 1990s ASEAN Free
Trade Agreement to the more
comprehensive ASEAN Trade-In-Goods
Agreement was one of the first steps
taken to implement the AEC, alongside
a broader programme including the
Master Plan for ASEAN Connectivity.
In this conception, the most effective
strategy will be a creative combination
of agreed and binding targets for 2025;
commitments negotiated by 2015; and
further cooperation to implement these
targets by all members from 2015 within
a newly established institutional
framework for regional cooperation.
The initial commitments can include
extending best offers within the
ASEAN+6 to all RCEP members.
This regional trade strategy will
deliver most if it is ambitious, inclusive
and organised around principles-based
rules that strengthen the global system
as well as regional outcomes.

Editor, East Asia Forum; Excerpts from an article appeared in the Business Spectator, on June 10, 2014
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Trade Winds
WTO Upgrades Trade Forecast
The World Trade Organisation
(WTO) upgraded its forecast for global
trade growth to 4.7 per cent, an
increase from the expected 4.5 per cent.
However, the WTO warns of the
slowdown in developing economies
and civil conflict that threatens further
growth.
Risks posed to developing countries
include account deficits, currency
crises, and focuses on domestic
consumption rather than exports.
Conflicts in Eastern Europe and the
Middle East could create higher energy
prices and disrupt trade flows,
damaging improvements in the global
economy.
WTO Chief Roberto Azevêdo noted
that 80 per cent of protectionist
measures implemented in 2008 are still
in place. Azevêdo is emphasising efforts
to move forward from the success in
Bali and conclude the Doha Round.
(FT & Mint, 15.04.14)

Individual Issues in WTO Talks
India is pushing back on WTO
negotiations tightening fishery
subsidies, an issue brought by
countries including the US, EU,
Philippines, Australia, and Chile.

Indian officials said that these
individual issues should be addressed
only after there is substantial process
on the broader agenda of the Doha
Development Round, including
agriculture, industrial goods, and
services.
While the handful of countries
argue that harmful fishing subsidies
continue to increase as fish stocks fall,
India takes the position that these
singled-out issues distract from the
Doha Agenda.
India’s interest includes the
livelihood of poor fishing families. In
Bali, India secured a reprieve on
subsidies for food security for agreeing
on trade facilitation.
(BL, 19.05.14)
OECD Lowers Service Trade Barriers
The OECD’s new ‘Services Trade
Restrictiveness Index’ shows that the
US$4.6tn global trade in services in
2013 is still dwarfed by the US$18.8
trade in goods. While sectors such as
accounting, telecommunications, and
transport are growing, many barriers
are still present.
Restrictions include limits on
foreign ownership, national licencing
conditions, and barriers to movement
of labour. The index also highlighted

the disparity between developed and
emerging economies with the latter
dealing with greater barriers.
The US and other countries are
drafting a ‘Trade in Services Agreement’.
China has indicated its desire to join
the talks, however it is met with
scepticism as to whether it can adhere
to the ‘high ambitions’ of the deal.
(FT, 08.05.14)

US-Japan Trade Negotiations
After a prolonged stalemate in USJapanese trade negotiations on the
Trans-Pacific Partnership regarding
agricultural products and automobiles,
the who nations are closing the gap.
Although no agreement has been
made, US President Obama and Japan
Prime Minister Abe met in Tokyo to
discuss the bilateral deal and bring the
Pacific trade talks back on track. Both
sides offered significant compromises
and expressed optimism that progress
can be made.
The major issues to be addressed
are removing tariffs on agricultural
products, many of which Japan has long
protected from foreign competition.
Japan is also concerned over opening
its market to US cars, as Japan’s exports
to the US greatly outweigh its import of
foreign automobiles.
(FT, 24.04.14 & 27.04.14)

Japan-Australia Seal Bilateral Deal
apan’s recent trade diplomacy has seen its Prime Minister, Shinzo Abe, travel to
the European Union and seal a trade deal with Australia. While in Germany, Abe
called for speedy progress on the EU-Japan free-trade deal.
Japan sees its partnership with the EU as an ‘important pillar’ for moving out
of years of deflation. Both sides voiced hope to complete a deal by 2015, although
issues concerning Japanese cars are still to be worked out.
Meanwhile,
Japan and Australia
wrapped
up
a
bilateral
trade
agreement which
opens the Japanese
market for Australian
farmers. While the
deal brings Japan and
Australia
closer
economically, the
agreement was met
with disappointment
Australian Prime Minister Tony Abbott and
by the US, which is
Japanese Prime Minister Shinzo Abe
leading the larger
Trans-Pacific Partnership.

US-EU Trade Talks Moving
The latest bump in negotiating the
enormous Transatlantic Trade and
Investment Partnership (TTIP) is
financial regulations. The EU has
lobbied the US to include cooperation
on financial regulations in the draft
agreement.
However, US negotiators, led by the
US trade representative Michael
Froman, have said that they do not plan
to make concessions to the EU in this
regard, noting that existing regulations
are adequate.
Further roadblocks come from the
political side, with recent EU elections
seeing greater numbers of antiestablishment parties gaining seats.
The US will also have an election in
November that could slow progress on
negotiations. The rise in populist
political movements is becoming a
concern on both sides of the Atlantic.

(FT, 08.04.14)

(FT, 30.05.14 & 17.06.14)
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(FE, 13.06.14 & Mint, 12.06.14)

India-Russia to Set up FTA Study
India and Russia have agreed to
conduct a feasibility study on a free
trade union between India, Russia,
Belarus, and Kazakhstan. This was
agreed on at a meeting between External
Affairs Minister Sushma Swaraj and the
Russian Deputy Prime Minister. The
study group is being set up both the
leaders feel the existing level of
bilateral trade at US$10bn did not
reflect the potential.
The principal focus was on
improving the untapped potential
between India and the customs union
countries of Russia, Belarus and
Kazakhstan in terms of economic and
commercial engagement.
Hydrocarbons, nuclear energy,
pharmaceuticals,
fertilisers,
diamonds, cooking coal and
infrastructure development were the
sectors identified for enhancing trade.
(FE, 18.06.14)

India-Asean Services FTA
The free trade agreement between
India and the 10-member Association
of Southeast Asian Nations (Asean) is
experiencing some road bumps. First,
Thailand and Indonesia have strongly
required that India relax its foreign
direct investment policy for multi-brand
retail stores.

ECONOMIQUITY No. 2, 2014

Bangladesh Allows Transit of
Foodgrains

B

angladesh is allowing India to ferry foodgrain to the landlocked northeastern
states using its territory and infrastructure. The Bangladesh government has
under a special transit facility agreed to transport 10,000 tonnes of foodgrain for
Tripura via its territory.
The Food Corporation
of India initiated the
process of transporting
foodgrain and essentials
using the Ashuganj river
port
(in
eastern
Bangladesh) and the
roadways connected to
the northeastern states.
The foodgrain would
be ferried by small ships
from Kakinada port in
Andhra Pradesh to Ashuganj and then by road to Tripura in Bangladeshi trucks.
Ashuganj is 31 km from Tripura.
The FCI would carry the foodgrain via Bangladesh in association with the
Inland Waterways Authority of India (IWAI).
(BL, 12.06.14)
www.st2.india.com

Expanding Transport Links
India is reaching out to neighbours
to expand its transport links in line
with goals to increase economic growth.
The Indian government is fast-tracking
a proposed plan for a trade route
through Central Asia, known as the
North-South Transport Corridor (NSTC).
Showing great strategic importance,
the NSTC would improve relations with
Central Asian nations as well as reduce
the cost of exports to places such as
Europe. India will also secure its energy
requirements through access to Central
Asia’s rich mineral deposit.
India is also in talks with
neighbouring Myanmar on a bus
service between the two countries. The
trans-national passenger bus service
for people-to-people contact has the
potential for commercial activities and
India’s closer link to Asean.

Currently, foreign chains must seek
approval from the state government.
Thailand and Indonesia want
unconditional access to India’s market
before they will ratify the agreement.
The Philippines, an increasing hub
for call-centres, is concerned over
India’s IT sector that could take from
its own employment. However, India
has assured that it is moving away
from call-centres and more towards
high-end tech jobs. Both sides have a
target of increasing the trade worth to
US$100bn by 2015.
(BS, 14.04.14)
India-Pakistan Better Trade Relations
Optimism surrounded an event
announcement for the “Aalishan
Pakistan”, an exhibition of Pakistani
lifestyle brands that will be held in New
Delhi in September 2014. The event,
jointly hosted by Pakistani and Indian
groups, will be attended by Pakistan’s
trade minister.
Indian and Pakistani ministers are
expected to hold talks on the side of
the South Asian Association for
Regional Cooperation (Saarc) meeting
in July 2014. India is looking to cut
import tariffs to five per cent on
Pakistani goods. Tense relations
between India and Pakistan have
hampered trade relations. The new

Modi government has placed an
emphasis on India’s neighbourhood as
a key focus for its trade and foreign
policy, particularly with Pakistan.
Trade has long been hostage to
rivalry between the two neighbours. In
2013-14, it was under US$3bn.
(Mint, 18.06.14)

India to Host Regional Trade Deal
India will host trade negotiations
on the Regional Comprehensive
Economic Partnership (RCEP) in
December. India sees the potential to
increase its service exports through the
mega rational trade deal, gaining
preferential market access to 15
counties in the region.
In response to the ambitious TransPacific Partnership and the
Transatlantic Trade and Investment
Partnership, India’s joining the RCEP
allows it to participate in a mega
regional agreement with enormous
trade and investment potential.
The RCEP envisages becoming the
largest regional trade bloc in the world,
combining gross domestic product
valued at US$21.4tn and covering trade
in goods, services, investment,
technical cooperation, and intellectual
property.
(Mint, 11.06.14)
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Trade Winds
Russia Threatens US with WTO
Russia is garnering increased
scrutiny in the WTO. Fellow members
such as the US and European Union are
complaining of illegal barriers to trade
on cars and pork products, import
duties, and raising tariffs.
Overall, members argue that Russia
has failed to embrace the WTO’s
purpose after only joining the
organisation in 2012. Part of the
tension stems from the conflict in
Ukraine and US and EU sanctions on
Russia’s businesses and banks.
Russia has threatened to file a
lawsuit with the WTO for the sanctions,
a procedure the WTO has not had to
deal with in its history. The US and the
EU have also constructed their
sanctions with a view not to violating
WTO rules.
(FT, 17.04.14 & 15.05.14)
US Trade Disputes
US sugar and steel businesses have
filed petitions against Mexico for antidumping duties. The allegations note
that Mexico is selling sugar and steel
below-cost and with subsidies, leading
to a US$1bn lose in revenue for
American sugar products this year.
At the WTO, the US won a case
against China on China’s duties
imposed on cars, valued at US$5bn. The
WTO panel decided that China
improperly determined the effect of US
car on Chinese prices.
A group of 22 US Senators have
expressed concern over the

administration’s decision to export
natural gas to India and China. They
argue that because of the high price of
gas in Asia this could lead to increases
in prices for American consumers and
businesses.
(FT, 24.05.14 & 10.05.14)
Canada Wins Out on EU
After years of lobbying, Canada has
persuaded the European Commission
to reverse environmental legislation
that would impose heavy penalties on
certain transport fuels. Canada’s tar
sands crude would be targeted.
Stemming from strong voices from
the industry and trade sectors, ongoing
negotiations on the TTIP, and the EU
looking for alternative energy sources
following the crisis in Ukraine, the EU
has changed course.
The new methodology would only
require companies to make their
emissions cut based on EU averages for
“output” fuels regardless of the origin
of the crude.
The legislation would still require
companies to report the emissions of
their source fuels – a provision that
commission officials argue could
eventually serve as a basis for
toughening the rules and introducing
penalties.
(FT, 06.06.14)
Sweden to Sue EU
Sweden will sue the European
Commission to force it to speed up work
on identifying and banning chemicals

some researchers say may disrupt
human hormones and cause disease.
Lena Ek, Swedish Environment
Minister said the Commission was
supposed to have drawn criteria for
testing for suspected endocrine
disruptors, found in everything from
food and cleaning products to plastic
containers.
The EC was aware of Sweden’s
concerns about endocrine disruptors.
The Commission was trying to establish
which criteria it should use to judge
their impact on the environment and
that their use in plant protection, for
example, was already regulated.
(Reuters, 22.05.14)

BNP Violates US Sanctions
France’s largest bank, BNP Paribas,
is set to be fined US$10bn for breaking
US sanctions on Iran, Sudan, and Cuba.
The fine could threaten progress on the
transatlantic trade talks, warns the
French Foreign Minister.
The French, who are among those
pressing to include financial services
in the TTIP agreement, are worried the
fine could damage BNP’s ability to lend
to the struggling French economy as
well as possible threaten the wider
European economy.
The French concerns have mostly
been ignored in Washington, as US
representatives have been critical of the
Obama administration for a lack of
tougher penalties on banks.
(FT, 04.06.14)

EU Ban on Indian Mangoes

T

he European Union (EU) placed a ban on five Indian fruits and
vegetables, including mangoes, from May 1 to December 31 after
finding pest in the shipments. Over 90 per cent of the EU’s mango
import comes from India.
The Indian Commerce Secretary Rajeev Kher said that the ban was
premature and India has initiated processes to deal with the concerns
of the EU. A major contention for India was the unilateral act by the
EU without consultation.
While local Indian prices have dropped due to the ban, exporters
are expected to lose a few hundred crores, although exports to other
markets in Asia and the US could increase if exporters can make the
switch.
UK importers have offered technical assistance to Indian
authorities on EU certification requirements. The ban could bitter
relations between the two parties current negotiating an ongoing free
trade agreement.
(FE, 29.04.14 & TH, 02.05.14)
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(BL, 01.04.14)

Child Labour in US Farms
The Human Rights Watch report on
US has brought to light that child as
young as seven years old are being
employed in tobacco farms and are
exposed to nicotine, pesticides and
extreme heat.
Young agricultural workers face
higher rates of death and injury than
their peers and tobacco carries added
risk from nicotine. The watch dog is
calling on the US to government to apply
labour laws to agriculture and prohibit
children under 18 from working with
tobacco and for companies to apply the
same restrictions.
US law allows children as young as
12 to do unlimited farm work outside
school with parental permission. The
age is lower and there are no
meaningful limits on what children can
do.
(FT, 16.05.14)
Syria: Most Violent Country
In the annual ranking of global peace
index, India has been ranked 143 rd
position out of 163 countries surveyed.
Syria is the most violent place to live as
per the survey whereas Iceland is the
world’s most peaceful place.
The study examines 22 indicators
across 162 countries, including military
spending, homicide rates and deaths
from conflict, civil disobedience and
terrorism. In poverty estimation study
conducted Oxford University, UK India
ranked second poorest among South
ECONOMIQUITY No. 2, 2014

Invest in Welfare Schemes

T

he world looks set to face years of subpar growth and there is a risk that those
with incomes above US$2 per day will soon slip back into the ranks of the
world’s poor. Emerging economies must therefore provide much better safety nets
for the poor.
The World Social
Protection Report 201415
brought
by
International Labour
Organisation assumes
importance for countries
like India where pension
coverage is low and
where public spending
on social security has
not kept pace with the
requirement.
The report also
highlights the need for
scaling up investments
by governments in child
and family benefits
through adequate social protection schemes. The major financial threat to
vulnerable families is medical emergency and the biggest expense outside the
basic necessities will often be the education for children. (FT, 03.06.14 & 19.04.14)
www.s2.firstpost.in

Reforms for Foreign Workers
In an attempt to plug the gaps in
rapidly shrinking workforce, Japanese
Prime Minster Shinzo Abe’s Liberal
Democratic Party (LDP) submitted a
proposal to let workers from other
nations to stay for up to five years, relax
hiring rules for employers and boost
the number of jobs open to them.
Foreign workers mostly from China
come to Japan as trainees to acquire
technical expertise, but lawyers and
labour activists say many face abuse,
from illegally low wages to the
confiscation of their passports.
The LDP also wanted to see harsher
penalties for Japanese companies that
abused foreign workers and would use
external inspectors and local
governments to monitor compliance.

Asian countries after Afghanistan. The
researchers also named Bihar as the
poorest region among the 49 countries,
followed by South Afghanistan.
The researchers used the tool of
Multi-Dimensional Poverty Index which
identified a person as multi
dimensionally poor if he or she is
deprived in one-third or more of ten
indicators,
such
as
severe
malnutrition, losing two children and
defecating in open.
(Mint, 19.06.14 & BL, 06.06.14)

Carbon Emissions to Increase
The new Indian government’s stand
on climate change will be in the line
with that of the previous
administration.
In a statement the Union Minister
for Environment & Forests, Prakash
Javadekar said that India’s net
emission of harmful gases will grow
and it will need a window till at least
2040, before it can start cutting them.
India and other developing
countries, such as Brazil, South Africa
and China will not agree to any binding
emission cuts, but have committed to
bring down emissions intensity.

The report released by UN’s
Intergovernmental Panel on Climate
Change stated that global warming will
reduce food production and food prices
are likely to go up somewhere in a wide
range of 3 to 84 per cent by 2050.
(Mint, 18.06.14 & TH, 01.04.14)

GMO Labelling Law Passed
Vermont Governor Peter Shumlin, a
Democrat has vowed to sign a GMO
labelling bill on twitter. The legislation
will require certain products sold in the
state to note that they may be partially
produced with genetic engineering.
The move would make Vermont the
first state to require the labelling
following failed attempts to pass
legislation in California and
Washington. Kraft, Monsanto, and
Dupont are among the food makers that
have lobbied against the legislation in
California.
They argued that labelling laws
would create a false perception that the
foods were unhealthy, despite a lack of
scientific evidence and also said that
differential labelling in different states
would drive up the cost to consumers.
(FT, 08.05.14)
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New Generation of Robots
Launching a €700m round of EU
funding for robotics research, Neelie
Kroes the Vice-President of the EC said
that we should reassure the public over
concerns that a new wave of automation
could take away their jobs.
Kroes said the overall impact of
robots would be positive but she
acknowledged that there would be a
variety of short and long-term
implications and different sectors
would be affected to differing degrees.
She also assured that the different
set jobs will be created by advanced
robotics and also expressed her
concern over brain drain to US.
China has become the biggest buyer
of industrial robots as rising wage
costs and growing competition from
emerging economies have forced
manufactures to turn to technology.
Japan still has the highest number of
industrial robots in operation.
(FT, 04.06.14 & 02.06.14)

US Reviewing India’s IP Regime
The US Trade Representative (USTR)
is reviewing whether India’s IP regime
has deteriorated enough to warrant a
downgrade in its status to ‘Priority
Foreign Country’ list.
In a dispute with the EU in 1999, the
US gave an undertaking before the WTO
dispute settlement panel that it will
only use its discretionary powers under
section 301 and act in compliance with
WTO rules and procedures.
Special 301 is a trade and industry
practices report that identifies
intellectual property rights record of

countries and lists countries that could
face trade sanctions and other countries
whose IPR regimes are deemed to be an
area of lesser concern.
According to the rule, a country
cannot take unilateral action against
another member country which is
inconsistent with the WTO laws.
(FT, 25.04.14)

AstraZeneca Slams Sun Pharma
Sun pharmaceutical is the latest
Indian drug company to have been sued
by London-based AstraZeneca for
alleged infringement of patents relating
to its diabetes drug, Onglyza.
Of the two patents which
AstraZeneca holds on Onglyza, one is
set to expire on November 30, 2028
while the other will expire on July 31,
2023. AstraZeneca has another novel
drug for diabetes called Kombiglyze XR.
Sun Pharma, and its US subsidiary
Caraco Pharma, had also sought to
manufacture a generic version of this
drug by challenging a patent held by
AstraZeneca, which is set to expire in
July 2025.
The Indian pharma companies are
contending that though the generic
drugs will be bioequivalent to Onglyza,
the patents held by AstraZeneca are
‘invalid, unenforceable and/or will not
be infringed’ by the sale of the generic
version.
(FT, 19.06.14)
Awareness Needed on IPR
Amitabh
Kant,
Secretary,
Department of Industrial Policy and
Promotion, Ministry of Commerce and
Industry said that there is an urgent

need to create IP awareness to augment
domestic filing of IP application.
Recent introduction of online filing
of all forms in patents and trademarks
will facilitate the users to file their
applications directly to IP offices and
save their time, money and efforts.
Electric car maker Tesla Motors has
opened up its patents and is now
allowing anyone to freely use its
technology in good faith. Tesla CEO Elon
Musk said that the company will share
several hundred patents and won’t sue
those who use them.
In offering its patents to rivals he
hopes to create a larger market for electric
cars, which would bring down the cost of
the company’s charging infrastructure.
(FT, 13.06.14 & BL, 27.04.14)

A Common Transport Ministry
“A common ministry of transport
will ensure the much-needed
coordination required at the macro
level” Rakesh Mohan, Executive Director,
IMF said in a report on national
transport development.
The proposal might face resistance
due to political reasons. Usually,
different Ministries are under
tremendous pressure to prioritise and
route investments in roads, ports and
rail links and rail-based factories to
areas served by key politicians.
There is a need to set up an office
for transport strategy which does all the
coordination at a technical level; it
should be independent, perhaps
attached to the Planning Commission,
but staffed with “technically competent
people”.
(BL, 20.04.14)

Cybercrime: A Growth Industry

I

n their report, former US
intelligence officials outlined
scenarios for how US$445bn a
year in trade theft due to
computer hackers will worsen.
Network security company
McAfee Inc. sponsored the report
for CSIS, a non-profit
Washington-based
policy
research organisation.
They warned that financial
companies, retailers and
energy companies are at risk
from thieves who pilfer data

from their servers. Economic downturns caused
by foreign competitors selling products based
on stolen designs and financial markets
undermined by hackers are hard to trace.
Online crime could result in the loss of
200,000 US jobs and 150,000 European jobs,
with the total cost rising to as much as
US$575bn. Trade secrets are
stolen online by foreign
governments, criminal
organisations
and
company competitors
who hire their own
hackers.
(FT, 09.06.14)
www.media.cagle.com
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Article

Why El Niño will not Impact India’s Economy?
Nidhi Nath Srinivas*

1) Crop production
India plants paddy, corn, sugarcane,
oilseeds, pulses, fruits, vegetables, and
cotton in summer. The geographical and
temporal distribution of rainfall is as
important as its total amount. In the
northern states of Punjab and Haryana,
ample irrigation will take away the pain
from deficit rainfall. In fertile Bihar,
ground water is plentiful. The central
Indian states of Maharashtra and
Madhya Pradesh grow hardy crops such
as lentils, pulses, cotton, and soy. Even
a smattering of rain when these crops
enter the growing phase can ensure a
decent harvest.
Water reservoirs are full with winter
rain. Gujarat has a well-developed
network of canals and micro-irrigation
designed for ‘more crop per drop.’ And
in southern India, the monsoon is
expected to be normal. So a steep overall
fall in crop production is unlikely.
2) Food prices
Food prices are unlikely to soar
across the board. The government has
more than enough wheat and rice
stocked to meet any shortfall in grains.
There has been a good harvest of
mustard seed–our most important
oilseed—in March, along with chick
peas, the largest pulse crop based
on volume. Unsold sugar supply from
2013 and imports will smoothen any
blips in the October harvest.
And the domestic supply of palm oil
and lentils is anyway buttressed by free
trade. Price signals from futures trading
as well as hedging on the exchange will
allow all stakeholders to correctly
*

foresee and manage risk from price
volatility.
The main culprits behind food
inflation are perishables like fruits and
vegetables, milk and eggs. Their prices
have been spiraling despite the good
monsoon in 2013. This shows that other
factors such as supply chain
inefficiency and market access are just
as critical.
3) Rural distress
Rural distress may be milder than
expected. Over the last one year, crop
prices have been bearish due to bumper
harvests. Even the slightest
improvement in price sentiment will
bring cheer to farming families.
Most farms rear milch cattle or
chickens to bolster crop income. As long
as animal feed is available, farmers will
get good returns from rising demand for
dairy and poultry. Crop insurance will
be handy in case the rain deficit is high.
Social safety nets, such as the
National Rural Employment Guarantee
Act and the National Food Security
Mission will ensure no one sleeps hungry.
Most importantly, the number of
people dependent on agriculture will
reduce once growth in sectors such as
manufacturing, construction, and
infrastructure picks up in response to
new government policies. This shift will
certainly ease the pressure on rural
incomes. Between 2005 and 2012, when
the non-agricultural economy grew at
an average 9.4 per cent a year, new jobs
pulled out 37 million workers from the
fields. The effect on agriculture is
instant.

The Economic Times

The Indian meteorology department says there is a 33 per
cent chance of a bad monsoon this year. That has
immediately led to headlines predicting dire food inflation,
human misery, and stalled economic growth. Here are five
reasons that a poor monsoon resulting from the El
Niño phenomena might not be such bad news after all.

4) Rainfall is just one factor behind the
rise in India’s agricultural GDP
Farm GDP is bolstered by public and
private investment in agricultural
infrastructure and mechanisation. It
also grows with crop prices. Even in the
drought year of 2009, farm sector
growth was 0.8 per cent. Investment in
agriculture can continue to
significantly improve its growth
prospects.
5) The farm sector contributes about 14
per cent of India’s nearly US$2tn
economy, Asia’s third biggest
So, even if agriculture does dip, the
slack can be picked by heightened
activity in services and manufacturing
sectors. On the revenue side, the
performance of agriculture will have
only an indirect impact on public
finances, as agricultural income is
exempt from tax.
Truth is, deficit rains need not bring
the Indian economy down to its knees.
2013-14 was the best year yet for rains
since 1995. But it did not lead to
accelerated growth in GDP or to a
decline in food prices. The reverse
should also be true.
What matters ultimately is the right
policy. As long as the government has
an adequate Plan B for rain-fed
agriculture, keeps an eye on food
supply, spreads the social security net
wide, and zealously boosts investment
in other sectors of the economy, the
poor monsoon will be just a blip on an
otherwise great year for India.

Chief Marketing Officer, National Commodities and Derivatives Exchange; Excerpts from an article appeared in the Morningstar on
June 17, 2014

ECONOMIQUITY No. 2, 2014

15

Publications

Better Governance for Inclusive Growth
CUTS 30th Anniversary Lecture Series 2013-2014

T

o mark its 30th Anniversary, in 2013-14, CUTS International organised a series
of lectures around the world, engaging eminent scholars and practitioners
with the topics of its interest and work on Trade, Regulations and Governance.
This Lecture Series examined whether the resources are adequate in meeting
contemporary and emerging development challenges; is political will lacking
and why it may be so and what are the macro-micro gaps in addressing
development challenges and how they may be bridged. The content of this volume
not only covered the views and concerns of non-state actors on contemporary
issues in development discourse but also, and more importantly, it provides a
much needed direction to strengthen the state and civil society relationship
through historical evidence, and not just views.
Furthermore, one of the aims of this Lecture Series was to shape the
organisation’s future interventions in promoting inclusive growth within and
across borders. It helped the organisation in articulating its Vision for the next
25 years.
www.cuts-international.org/30thAnniversaryLectures/pdf/
Better_Governance_for_Inclusive_Growth.pdf

BRICS-TERNewsletter

B

We want to hear
from you…

RICS Trade & Economics Research Network (BRICS-TERN) was established as a
platform for non-governmental organisations from Brazil, Russia, India, China
and South Africa to assist in furthering South-South cooperation through networkbased policy research and advocacy on contemporary and developmental issues.
In line with networks’ agenda, every quarter BRICS-TERN publishes a four page
newsletter that provides an overview of the most recent BRICS trade and investmentrelated activities and provides information on the research and networking
activities that are being undertaken by BRICS-TERN partners.
http://cuts-international.org/BRICS-TERN/publications.htm

W

Please e-mail your
comments
and suggestions to
citee@cuts.org

e put a lot of time and effort in taking out this
newsletter and it would mean a lot to us if we could
know how far this effort is paying off in terms of utility to
the readers. Please take a few seconds and suggest ways
for improvement on:
€ Content
€ Number of pages devoted to news stories
€ Usefulness as an information base
€ Readability (colour, illustrations & layout)
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