ECONOMIQUIT Y
May-June 2010

A Fortunate Delay
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he US treasury report, ostensibly aimed at decreeing China
a currency manipulator, has not been released, as was
scheduled on April 15, 2010. The repeated postponement of the
release is to avoid the tumult that may follow the US assuming
an explicit stance on the currency issue and imposing tariffs
on Chinese imports.
The delay may be good for the US, China and even the rest of
the world since it buys all parties some time to reflect on a way
out of the delicate imbalance in regard to ‘balance of payments’
involving the Americans and Chinese.
Several members of the US congress have been blaming the
undervalued yuan, pegged to the US dollar for the last two
years, for America’s economic difficulties. This has led to
distortions in the economic structure with adverse
ramifications.
One major outcome is the reliance of recent American
growth on creation of demand through debt and asset price inflation. This, in
turn, has also resulted in external imbalances. US consumers consume and invest
more than they produce and the associated deficits have to be financed by surpluses
generated by other countries.
The American financial markets chased these surpluses which favoured
formation of speculative bubbles. Asset prices rose to unrealistic levels and as
the money flowed, people were willing to make even riskier investments.
There is tangible pressure to correct this anomaly by the US Congress which is
of the opinion that the Chinese policy of foreign reserve accumulation for
influencing its currency valuation is a form of manipulation which makes China's
exports cheaper and imports expensive. The Congress contends that this has
created a trade deficit in recent years and has been a major factor behind the loss
of manufacturing jobs in the US.
Even if China accedes to the US demand to raise the value of its currency or
make it float, it might not help either country: US inflation and market-based
interest rates will go up and Chinese goods would suddenly become more expensive
for Americans, necessitating a reduction in profit margins associated with Chinese
exports, which, according to their vice commerce minister Zhong, are less than
two percent.
To summarise, the US and China can neither do with nor do without each other.
Tradeoffs are inevitable, regardless of whether the yuan has a stable and low
dollar value or appreciates.
The issue of Chinese appreciation of its currency and possible imbalances is
thus a global issue requiring multilateral discussions instead of a simple bilateral
approach. A potential forum might be the WTO.
The current currency spat between the US and China raises several issues for
global economic stability and welfare. It begs raising the salutary influence of
multilateralism in the trade and currency markets to the pedestal it was idealised
to be. From a development perspective, the world community must get assertive
on assessing how the current imbalance between US and China would impact
their own economic welfare and initiate discussions on the ‘institutions’ which
will ensure economic security.
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Economic Issues

Global Economic Issues – An Overview

A

bird’s eye view of the global economy highlights startling
contrasts. On the one hand, EU countries are facing a
crisis of public debt which has touched its nadir through the
bankruptcy of Greece and consequent gloomy growth
forecasts for the entire EU. At the same time, the US rebound
from the economic recession has petered off into stagnation.
On the other hand, South Asia and bordering China continue
to grow economically and prosper, despite political tensions
in that region.
The Chinese rate of economic growth remained above
eight percent in 2009-10 and India remained in the 6-8
percent range in 2008-09 to 2009-10 despite the global
economic recession. The latter has exhibited distinct
potential of returning back to the trend rate of nine percent
witnessed earlier. Growth prospects for Bangladesh seem
rosy with remittances continuing to drive GDP growth at a
Iran-Pakistan’s ‘Peace Pipeline’ Deal
Iran finalised a US$7bn ‘peace
pipeline’ deal to export natural gas to
Pakistan by 2015. The project is crucial
for Pakistan to avert a growing energy
crisis already causing severe
electricity shortages in the country of
about 170 million, at the same time as
it confronts Islamist militancy.
Iran has the world’s second largest
gas reserves after Russia but has
struggled for years to develop its oil
and gas resources. The country needs
US$25bn to develop its crucial energy
industry. Sanctions by the West,
political turmoil and construction
delays have slowed Iran’s development
as an exporter. The pipeline will
connect Iran’s giant South Fars gas field

rate of five-six percent. Afghanistan has responded well to
global attention to its economy – 2009-10 saw a record
growth of GDP by 22.5 percent. The mentioned potential
infusion of natural gas from Iran into Pakistan is sure to lift
economic growth from the mediocre 4.1 percent experienced
in 2009-10.
To summarise, the gap between emerging South Asia and
bordering China on one hand and traditional economic
powers on the other is being bridged though it is still very
wide. Nevertheless, there is a distinct shift in the balance of
economic power which would have a major impact on
multilateral negotiating outcomes and functioning of intergovernmental organisations. But at the same time this
emerging region has to guard against complacency – it is
necessary to strategically counter stagnation in traditional
markets through greater regional integration.

with Pakistan’s southern Baluchistan
and Sindh provinces.
http://www.dawn.com/wps/wcm/
connect/dawn-content-library/dawn/
news/world/03-iran-approves-peacepipeline-deal-with-pakistan-ss-08
Austrian Economy Stagnated In 1Q
The Austrian economy stagnated in
the first quarter of 2010. Austrian gross
domestic product (GDP) fell 0.1 percent
compared with the fourth quarter of 2009,
but increased marginally, by 0.2 percent,
compared with the same period in 2009.
Orders from abroad showed an
ascending trend and the business
situation over the next six months was
accessed as optimistic. Consumer
spending in the first three months of

Europe’s Debt Crisis Affects Dutch
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he Dutch economy is
facing uncertainties due to
the European debt crisis. The
economy is expected to grow
1.2 percent in 2010, but
prospects for 2011 and 2012
are surrounded by huge
uncertainties.
In a scenario in which
European governments follow
agreements under the Pact for
Stability and Growth, the
Dutch economy could grow by
1.3 percent in 2011 and 1.7 percent in 2012. However, in case that country fail to
sort out their public finances, negative confidence effects and high interest
rates would keep Dutch economic growth hovering around low levels for a
prolonged period.
http://english.people.com.cn/90001/90778/90858/90865/7023900.html
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2010 increased by 0.25 percent over the
fourth quarter of 2009, which was only
half the average growth rate in the past
decade but still much higher than the
average level of only 0.1 percent in the
euro area.
http://english.people.com.cn/90001/
90778/90858/90865/7022715.html
G20 Concerns to Hit Recovery
Finance ministers and central bank
governors from the world’s leading
economies are seeking to show
common resolve to foster the global
recovery. Concern is mounting that
weak European public finances will
derail the stuttering momentum. The
ministers and officials from the G20
want to restore confidence in financial
markets, which have been badly dented
since they last met in late April.
While weak action to tackle surging
public debt could result in a second
financial crisis, the global recovery
could also be harmed by co-ordinated
cuts to public spending and tax rises
aimed at slashing public deficits. The
G20 is unified in seeking faster growth
and better public finances, differences
over what approach to take are
beginning to show.
http://www.ft.com/cms/s/0/c238d2166f71-11df-9f43-00144feabdc0.html
OECD Calls for Action on Debt
Public spending cuts and tax rises
in advanced economies are required by
2011 to deal with ‘very unfavourable
government debt dynamics’, the
Organisation for Economic CoECONOMIQUITY No. 5, 2010
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Economic Expansion in Afghanistan
GDP growth between 2009 and 2010
is estimated to have reached 22.5
percent. A strong rebound in agriculture
(53 percent), helped mainly by ample
and well-distributed rainfall is behind
the surge in growth. Wheat production
nearly doubled to 5 million tonnes
compared to a preceding five year
average of 3.4 million tonnes.
Afghanistan also achieved a
remarkable surge in domestic revenues
during 2009-10. Improved tax
administration underpins much of the
revenue increase. Domestic revenue
collection increased by 68 percent and
custom duties surged by 48 percent.
Robust growth and low inflation has
reduced poverty in Afghanistan.
http://www.worldbank.org.af/WBSITE/
EXTERNAL/COUNTRIES/SOUTHASIAEXT/
AFGHANISTANEXTN/0,,contentMDK:
22575307~pagePK:141137~piPK:
141127~theSitePK:305985,00.html#
bank?mtcCampaign=7538&mtc
Email=30131636
G-15 Deplores Imposition of Sanctions
Iran has found support from G-15
members who have expressed “grave
concern” on adopting or implementing
extra territorial and unilateral economic
sanctions against developing countries.
The recently-concluded summit
here called for full and immediate
revocation of coercive economic
measures or laws against developing
countries as well as using the
international economic and financial
systems as political instruments to
impose such measures.
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Too Small is ‘Too Big’ to Fail
“

P

IGS in Muck” – this was how, using
the acronym ‘PIGS’ for Portugal, Italy,
Greece and Spain, the Financial Times
London had titled an edit on August 31,
2008. Contrasting the decline of the
‘PIGS’ with the rise of the ‘BRICs’ (Brazil,
Russia, India, China) the FT wrote that
the acronym PIGS was pejorative,
meaning negative, ‘but one with much
truth’.
The PIGS have many things in
common. If Greece looks like Lehman
Brothers, the other PIGS constituents
look no different. If Greece’s public debt rated to GDP is risky at over 125 percent,
Italy (over 115) is as bad.
http://www.thehindubusinessline.com/2010/05/26/stories/
2010052650321100.htm
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operation and Development warned. It
also saw the need for interest rates in
the US, UK and Canada to start rising
by the end of 2010, as the world
economic recovery continues.
Calling for urgent action in both
fiscal and monetary policy in unusually
strident language, the OECD worried
that the market turmoil of recent weeks
in response to the Greek sovereign debt
crisis risked spreading if governments
failed to get a grip on their budgets and
central banks delayed normalisation of
interest rates unnecessarily.
http://www.ft.com/cms/s/0/251b00826894-11df-96f1-00144feab49a.html

The G-15 resolve to stand up
against such punitive measures against
its members came hours after Iran
agreed to mediation by Turkey and
Brazil which has eased the threat of
sanctions against Tehran by the USEurope combine.
http://www.thehindu.com/2010/05/19/
stories/2010051958211700.htm
A Centrist Agenda for Economic Growth
The long-term health of the US
economy is at risk. There are signs of
recovery from the worst recession since
the Great Depression. A renewed,
centrist political agenda is needed to
support economic policies to enhance
global competitiveness.
America cannot sustain itself as a
great country without a strong economy.
Yet significant economic decisions are
made in Washington with little
consideration as to how they will affect
the global competitiveness of the small
and large companies that employ our
citizens.
Here are a few policy suggestions:
• Restore fiscal discipline. Simply
stated, we must balance the books.
This means deciding how much
government we want and the best
way to generate the tax revenues to
pay for it.
• To get there, federal and state
governments must be required to
use the same transparent
accounting standards required of
corporations for employee

retirement benefits. With baby
boomers retiring, we have a ticking
time bomb on our hands.
http://online.wsj.com/article/
SB1000142405274870447120457521
0464156095060.html?mod=WSJ_Opinion_
LEFTTopOpinion
WB Forecasts ‘Robust Recovery’
Bangladesh has maintained fiscal
discipline despite recurring external
economic shocks, natural disasters,
and widespread poverty and social
needs. Given a highly constrained
revenue capacity, Bangladesh has
allocated spending well to meet strategic
priorities with healthy GDP growth.
“Growth in the next fiscal year
hinges on remittances, easing of energy
constraints, and pursuit of structural
reforms. Achieving growth at the higher
end of the range will require major
efforts to address the country’s energy
constraints”, said Sanjay Kathuria,
Lead Economist for Bangladesh.
GDP growth in 2010 (July 01, 2009June 30, 2010) has been driven by
growth in consumption and public
development expenditure. Growth
throughout 2007-09 in Bangladesh was
driven mainly by consumption, over 60
percent of growth in GDP. In 2010,
private consumption growth is likely to
be sustained by remittances, which grew
by 17.4 percent in the first nine months.
http://www.eurasiareview.com/
bangladesh-world-banks-sees-robusteconomic-growth-for-now.html
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Trade Winds

WTO Still in Driver’s Seat
– An Overview

W

TO issues continue to occupy trade headlines even
though the prospects of conclusion of the Doha Round
of trade talks in 2010 is bleak. Trade Winds feature analytical
pieces on the continuing deadlock in the Doha talks, China’s
upcoming proposal on government procurement and
Russian plans for accessing the WTO. With no end in sight,
LDCs are demanding early harvest, so that they may be
allowed to reap immediate benefits from the outcomes of
the Round so far. Removal of trade-distorting cotton
subsidies, duty-free and quota-free (DFQF) market access
for LDC exports and a waiver to accelerate services exports
from poor countries are their expectations.
Ecuador’s insecurity regarding dependability of EU
markets for its banana exports continues even after its
Banana Growers Fear for Future
Given the Ecuadorean government’s
decision not to sign a trade deal with
the European Union (EU) that would
have lead to a lowering of tariffs
imposed on bananas upon entering the
EU market, Pareja, like the other
producers here, is worried that the risk
might be rising.
In 1996, Ecuador led other Latin
American countries in complaining to
the WTO about EU tariffs on bananas
which resulted in the so-called banana
wars. The banana wars came to an end
in December 2009, when the EU agreed
to cut import tariffs imposed on Latin
American bananas from US$225 to
US$146 per tonne over a transition
period of eight years.
http://news.bbc.co.uk/2/hi/business/
10307795.stm

victory over EU in a long drawn legal dispute on this issue at
the WTO. At the same time EU is entertaining increase in
shrimp imports from Nicaragua, another Latin American
nation, under the aegis of an association agreement. The
Gulf Cooperation Council has suspended its free-trade
negotiations with the EU that have been going on for about
two decades after failing to overcome obstacles.
Issues have cropped up in the conduct of the FTA between
China and Pakistan. Various anomalies have been reported
in the trade data reported to the UN by Pakistan and China
for 2008. Experts say that under-invoicing by Pakistani
importers and usages of fake Rules of Origin (RoO) certificates
are rampant.

Russia to Resume WTO Negotiations
Russia will resume negotiations to
join the WTO, suspended in 2009 after
it decided to form a Customs Union (CU)
with Belarus and Kazakhstan. Prime
Minister Vladimir Putin took investors
by surprise in 2009 when he said that
Russia, tired of being kept in the WTO’s
waiting room for 16 years, had opted
for a union with its former Soviet
neighbours instead.
However, the launch of the CU,
initially planned for July 01, 2010 was
postponed after Russia and Belarus
failed to find common ground over the
issue of duty-free oil exports to Belarus.
Putin, who personally led the union
negotiations with his Kazakh and
Belarussian counterparts, said it would
take some time to iron out differences.
http://in.reuters.com/article/idINIndia48798120100525

Services to Be Liberalised
If entering into trade agreements is
opening up the floodgates to bigger
countries, then some in Sri Lanka do not
want the flood-gates opened to India, but
the government has already done so, for
seven other countries besides India.
Comprehensive Economic Partnership
Agreement (CEPA) is carved in stone,
some claim, but it is far from reality.
While some Sri Lankan professionals
are opposing the opening up of the
services sector under the CEPA with India,
President Mahinda Rajapaksa and the
other heads of state of the South Asian
Association for Regional Cooperation
(SAARC) countries signed the South Asia
Framework on Trade in Services (SAFTIS)
in Bhutan, seeking to liberalise services
in the region.
http://www.island.lk/2010/06/09/
business2.html

Untold Story of Pak-China Trade
akistan and China have increased bilateral trade agreements
with the help of the Free Trade Agreement (FTA) signed between
two countries in 2005. China has now surpassed the EU as
Pakistan’s second largest trading partner. Pakistan exported goods
worth US$1.3bn in 2009 to its trading partner and in turn Chinese
imports stood at US$5.5bn in the same period.
The major commodities that Pakistan imports from China are
electronic equipment, plastic, footwear, motorcycle spare parts,
rubber manufacture and travel goods such as hand bags. However,
there are major discrepancies and variances in data with relation
to Chinese goods imported by Pakistan. This is the story on underinvoicing that is rampant in Pakistan on imports from China.
http://tribune.com.pk/story/19302/the-untold-story-of-pakistanchina-trade/

4

Times of India

P

ECONOMIQUITY No. 5, 2010

Trade Winds
LDCs Propose Early Doha Harvest
Although the issue of an early
harvest for least developed countries
(LDCs) has been raised time and again,
there remains ‘a certain reluctance’ to
prioritise it in the WTO’s Doha Round
of trade talks.
The LDCs’ proposed early harvest
includes an immediate resolution to the
problem of the US’ trade-distorting
cotton subsidies; DFQF market access
for LDC exports; a waiver to accelerate
services exports from poor countries;
and the easing of the accession
requirements for LDCs wishing to join
the WTO.
http://allafrica.com/stories/
201006040773.html
Rise and Decline of the Doha
The WTO’s Doha negotiations were
launched at the WTO Ministerial
meeting in Doha in 2001. Many
developing countries complained about
the in-transparent processes at that
meeting, including extending the
meeting by one day through a late
announcement, and the holding of an
all-night “Green Room” meeting of only
a few Ministers, to draft the final
declaration.
At that time the developing
countries did not want to launch a new
Round, as they were still trying to digest
the Uruguay Round and its
implementation. This is why the
negotiations were formally called the
Doha Work Programme, and informally
dubbed the Doha Development
Agenda.
During the Uruguay Round’s
conclusion, it was widely understood
that there would be no more
comprehensive Rounds as the WTO was
to be a permanent negotiating body. The

‘built-in agenda’ of the Uruguay Round
was that new agriculture negotiations
would be held as what was agreed in
the Agriculture Agreement was not
adequate to get developed countries to
really cut their subsidies and high
tariffs.
http://www.southcentre.org/
index.php?option=com_content&view=
article&id=1301%3Asouthviews&catid=
150%3Asouthviews&Itemid=
358&lang=en
WTO Stuck on Safeguards
Adequate protection for poor
farmers against import surges remains
a tricky issue in the ongoing global
trade negotiations at the WTO with
farm goods exporting developed
countries continuing to express
concerns over the measure blocking
genuine imports.
In a recent meeting of the WTO
Committee on Agriculture (CoA) in
Geneva, Australia and Canada stated
that they were not very comfortable
with the proposed safeguards arguing
they could be misused. The proposed
special safeguard measures or SSMs
would allow developing countries to
raise tariffs temporarily to fend off
import surges or to shield farmers from
price falls.
http://economictimes.indiatimes.com/
news/economy/foreign-trade/WTOtalks-still-stuck-on-safeguards/
articleshow/5983140.cms
GCC Suspend Talks With Europe
The six-member states of the Gulf
Cooperation Council (GCC) suspended
its free-trade negotiations with the EU
that have been going on for about two
decades after failing to overcome
obstacles to an agreement.

Free-trade negotiations between the
27-nation EU and the GCC, which
includes Saudi Arabia, the world’s
largest oil producer, and the United
Arab Emirates, have faltered over
disagreements
on
tariffs,
petrochemical subsidies and foreign
companies holding majority stakes in
GCC companies. Negotiations on the FTA
were suspended because EU countries
added a clause depriving GCC countries
the right to impose duties on EU exports
in the future.
http://www.businessweek.com/
news/2010-05-26/gcc-memberssuspend-free-trade-talks-with-europeupdate1-.html
EU to Favour Shrimp Industry
Honduran shrimp exports to the
Community market are expected to
increase by 15 percent as part of the
framework of an association agreement
signed between the EU and Central
America. At present, the Honduras
shrimp industry exports about
US$32mn of shrimp to the markets of
the UK, Spain and Germany.
“The increase in exports depends a
lot on the market and the stability of
the euro, but we think that this
agreement aims to stimulate
production,” said Marco Polo
Micheletti, Executive Director of the
National Aquaculturists Association of
Honduras (ANDAH) to El Heraldo.
“We see ourselves highly favoured
by the elimination of 3.6 percent of the
tariffs that the industry currently pays
for the entry of shrimp to the European
market, although the entrance in force
will be up to two years from now”, the
union head added.
http://www.bilaterals.org/
spip.php?article17422

China’s New Procurement Proposal
hina will submit a new proposal to the WTO to join the WTO government
procurement agreement, which regulates trade in public-sector purchases.
Chinese membership in the voluntary agreement is keenly awaited by Beijing’s
partners, who say the scale of government purchases in China’s economy is
potentially huge.
Yi Xiaozhun, Vice-minister, Commerce, told WTO members that China would
make the offer before the next meeting of the global trade body’s government
procurement committee. He was speaking during the WTO review of China’s trade
policies, at which China faced demands for more transparency in its trade policy
and calls to continue liberalising its economy.
http://www.reuters.com/article/idUSTRE65141I20100602
ECONOMIQUITY No. 5, 2010
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Trade Disputes

The Dispute Settlement
System in The WTO

T
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China-EU Shoe Dispute
The WTO would rule on a case
brought by China against the EU over
penalty taxes imposed by Brussels on
Chinese shoe imports. China told the
trade body’s dispute settlement
mechanism that punitive taxes
imposed by the EU had “a very serious
impairment on the interests of Chinese
industries.
The EU decided in December 2009
to extend punitive taxes on imports of
Chinese and Vietnamese leather shoes
by a further 15 months. Dumping occurs
when a product is sold in a foreign
market at less than its domestic cost
price.
http://www.eubusiness.com/newseu/wto-trade-dispute.4s5

Brazil-US Dispute Angers Farmers
Brazil and the WTO are dealing with
a situation that bears little
resemblance to real world conditions
in the cotton market. Collin Peterson,
Chairman of the House Agriculture
Committee, commenting on the
negotiations currently underway with
Brazil to prevent retaliatory measures
allowed by the WTO ruling against the
US cotton programme, said the issue is
based on situations that existed under
previous farm bills.
He quipped that the only way US
agriculture could get a fair deal from
the WTO was “to figure out a way to
become a developing nation”.
http://www.meattradenewsdaily.co.uk/
news/240510/brazil___the_us_trade_
dispute_angers_american_farmers_.aspx

EU Complaints Against China
The EU had filed a complaint
against China at the WTO in a tit-fortat battle over trade in steel fasteners
worth hundreds of millions of euros.
The EU challenged anti-dumping duties
imposed by Beijing on imports of
screws, nuts and bolts which affects
some US$179mn of the 27-nation
European bloc’s exports to China per
year.
The move followed a separate but
similar WTO complaint filed by China
against the EU in 2009 over EU antidumping duties on fasteners.
Consultations are the first step in the
WTO’s dispute system, allowing the two
parties up to 60 days to find an
amicable settlement.
http://www.eubusiness.com/newseu/wto-trade-dispute.4m0

US, EU to End Banana Dispute

T

he US and the EU have signed an
agreement that should bring to a
close their long-running dispute over
trade in bananas, the Office of the US
Trade Representative said. The
announcement comes on the heels of a
related pact that was signed by the EU
and a group of Latin American countries.
Under the agreement, the EU pledged
to implement a non-discriminatory,
tariff-only regime for its banana imports.
US Trade Representative Ron Kirk said
that US together with the Latin American banana-producing countries have taken
one more significant step toward ensuring that the EU’s bananas import regime
is consistent with its WTO obligations.
http://ictsd.org/i/news/bridgesweekly/77673/
www.caglecartoons.com

he creation of the WTO Dispute
Settlement Mechanism has been
depicted as an extremely valuable
achievements by observers as it
provides free and fair settlement of
disputes and ensures better compliance
given its provisions of compensation
and retaliation, thereby providing teeth
to this international body as such. It
also
provides
stability
and
predictability to the multilateral
trading system.
Despite fears that the increase in
measurable protectionism, the sudden
collapse in world trade and a stalled
round of multilateral negotiations
would bring the world at the brink of
trade war, the WTO rules and its dispute
settlement mechanism continue to
provide a stability and also a defence
to the global trading system.
The balance in filing of disputes at
the WTO is highlighted in the disputes
between EU and China on two different
varieties of the same product – iron
and steel fasteners. The EU initiated an
anti-dumping investigation on export
of fasteners from China in 2007 and
imposed new duties up to 85 percent in
January 2009. China responded by
initiating
its
anti-dumping
investigation on export of a different
kind of fasteners from EU in 2008,
thereby imposing a new 25 percent
tariffs. The two countries eventually
have filed a dispute seeking to have
access for their respective iron and
steel fasteners in each other’s market.
Today trade powers, including
developing countries, are not slugging
it out in tit-for-tat trade wars but are
using the rules of the global trading
system to resolve their disputes. This
is a good indication that the WTO
dispute system is working well and
member countries are willing to invest
in a rules based system.

Resolving US-Japan’s Trade Dispute
A WTO panel has broadly backed
the US, Japan and Taiwan in their bid to
overturn controversial EU tariffs on
three electronics products. “I can
confirm that the panel agreed with the
US, Japan, and Taiwan on essentially
all of our claims,” said the US official.
The three countries sued the EU at
the WTO in July 2008, saying EU duties
on flat-panel displays, multifunction
printers and TV set-top boxes violated
the WTO’s Information Technology
Agreement. The agreement seeks to boost
trade in high-tech goods around the
world.
http://www.thedailyherald.com/
business/33-business/4746-wto-backsus-japan-in-eu-trade-dispute.html
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Development Dimensions

Transparency in Aid Utilisation Critically
Needed to Achieve MDG1

I

nternational aid continues to be the lifeline for a large number
of least developed and some developing countries, especially
in Africa. For some of the countries, achieving MDG1 is critically
dependent on increased aid inflows. Given the adverse impacts
of financial crisis on these countries, there is no indication that
its importance would decline in the immediate future. It is,
therefore, important for the donor (developed countries) to
continue aid and the donee (recipient countries) to effectively
and optimally utilise aid.
There is now a growing consensus among international
community that positive forward linkages exist between aid,
growth and poverty reduction (MDG 1). This positive linkage is,
however, subject to effective utilisation of aid and its investment
in areas or sectors that promote economic growth and welfare.
Recently, there have been controversies and debates over the
effectiveness of aid and its contribution to economic growth in
the donee countries. The issue has come up mainly because of
non-transparency in aid utilisation, and its use in unintended
areas and sectors, with negligible returns in terms of growth or
welfare. Use of aid in such undesirable and non-transparent
way not only threatens the economic growth of the donee
countries, but also the MDG1 (reducing poverty by half over the
1990 level by 2015). Bringing in transparency is, therefore, the
urgent need of the hour and must be ensured by both donor and
donee countries.
In a move to ensure transparency, IATI is developing a
technical mechanism, following the Paris Declaration and AAA,
for operationalising aid transparency and promoting aid
effectiveness based on an international standard and code of
conduct for the publication of aid information. The move is
expected to facilitate both economic growth and welfare gains
that would ultimately help in achieving MDG1.

A Smarter Way to Combat Hunger

W
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ealthy nations should continue offering aid in times of
economic crisis. More of that aid needs to be invested in
agriculture to better
reduce global poverty and
hunger. President Obama
is proposing US$408mn
for the fiscal 2011 budget
as part of a multilateral
fund
to
stimulate
agricultural progress in
developing countries.
The US has already
contributed
US$67mn
along with others who have made significant donations: Canada,
Spain, South Korea and the Bill & Melinda Gates Foundation.
It is important to support aid in agricultural development,
which would be used for projects such as improving irrigation
or building roads that link farmers with markets. While 75
percent of the world’s poor live in rural areas, only four percent
of development aid is spent on agriculture.
http://seattletimes.nwsource.com/html/editorials/
2011779148_edit05agriculture.html
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Pushing Ahead With Aid Transparency
This Guarantee lays out a number of explicit areas
where government policy on aid spending and delivery
will change from a culture of publishing upon request
as a minimum requirement of the freedom of information
act, to publishing as a default.
It also mentions the importance of the International
Aid Transparency Initiative (IATI), a key process following
on from the Paris Declaration and Accra Agenda for
Action (AAA), working to develop technical mechanisms
for operationalising aid effectiveness principles based
on an international standard and code of conduct for
the publication of aid information.
http://blogs.odi.org.uk/blogs/main/archive/2010/06/
07/aid_transparency_andrew_
mitchell_coalition_government.aspx
Growth, Equity and MDGs
There is strong consensus that growth is important
to achieve the Millennium Development Goals (MDGs).
Indeed, high growth in China and India has resulted in
considerable reductions in global income poverty, and
strong global progress on meeting MDG 1.
High growth rates have not always resulted in
significant reductions in poverty – as has been the case
in recent years in both Uganda and Tanzania. And even
where growth has translated into poverty reduction, the
way that growth has been distributed has meant that
poor people have not benefited as much as the society
on the whole.
http://blogs.odi.org.uk/blogs/main/archive/2010/
06/10/53798.aspx
Corruption Robs Developing Nations
Corrupt practices are robbing the developing nations
as much as US$40bn annually, even a fraction of which
can fund treatment of over 600,0000 AIDS people,
according to the World Bank.
“We estimate that US$20-40bn every year is stolen
from the developing countries. Only just about US$5bn
of such funds have been recovered in the past 15 years.
The amount recovered is much less than what has been
stolen”, Adrian Fozzard, World Bank Official and Cocoordinator of Stolen Asset Recovery Initiative (StAR) said.
http://pakobserver.net/detailnews.asp?id=36361
Germany Offers Pakistan Over 31m
Germany has offered over US$40mn to Pakistan for
sustainable development, infrastructure, health and
education and fighting poverty through Pakistan Poverty
Alleviation Fund (PPAF).
According to statement issued by the PPAF, Dirk
Niebel said that Germany believed in improvement of
socio-economic conditions of the marginalised segments
of the Pakistani society, particularly women, and the
PPAF was one of the best models to implement schemes
for the benefit of the poor communities.
http://tribune.com.pk/story/18937/germanyprovides-e31m-for-poverty-alleviation-fund/
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Special Column

The Elusive Obama Trade Policy
– Bruce Strokes*
In the vacuum created by the prolonged absence of an Obama administration trade policy, the
Washington trade cognoscenti are like Estragon and Vladimir in Samuel Beckett’s play waiting
for Godot, engaged in an absurdist dialogue trying to convince each other that a policy is
bound to emerge any day. This exercise in self-deception is based on several faulty
assumptions.

“It’s all about the exchange rate”, say the economists. Every
percentage-point drop in the value of the dollar boosts US
exports by at least US$20bn. So the administration has the
right trade policy – it’s just disguised as a weak-dollar policy.
Through November 2009 that strategy worked. The dollar
weakened against many currencies and exports held up
better than might have been expected given the spreading
global recession. But what goes down can also go up. When
Greece’s economic crisis hit, the dollar reversed course,
making US goods and services more expensive abroad, a
reminder that a trade policy based on the exchange rate is
built on shifting sands.
“Just complete the Bush agenda,” say business leaders.
Finish the Doha Round of multilateral trade negotiations;
bring the Colombian, Panamanian, and South Korean free
trade agreements to
a congressional vote
A US trade policy focused on
by a date certain;
large markets, such as
and launch an
ambitious set of
Europe and Japan, would
bilateral or regional
deliver the greatest benefits.
trade initiatives.
President Obama’s
promise to double exports in the next five years is cited as
evidence that he is teeing things up to pursue such a strategy.
But this business-as-usual thinking fails to recognise
that the game has changed. It assumes that trade policy is
largely about opening markets, with little regard to their
effect on the nation’s balance sheet.
That worked in a period of American global economic
predominance. But that world no longer exists. The bottom
line on trade deficits now matters, and in all future
agreements, it will dictate demands for reciprocity and a
balance of benefits for the US.
That probably means that, economically, the Doha Round
is not worth completing; that the Panama and Colombia
deals should be put on the back burner because of their
economic insignificance; and that the South Korea accord
should be renegotiated to make it more favorable for
American manufacturers. A US trade policy focused on large
markets, such as Europe and Japan, would deliver the
greatest benefits.

“The 2010 elections are the obstacle to a trade policy,” say
pro-trade Democrats. The White House is unlikely to move
on the Doha Round or the pending free-trade deals before
November, to be sure. But things might not get easier after
the election.
A lame-duck Congress’s consideration of the South Korea
deal presupposes that there won’t be other, more pressing
legislative business to finalize late this year. It also assumes
that House Democrats, chastened by defeat at the polls, will
defy organised labour’s opposition to the Korea accord. But
after the election, Democrats are just as likely to be in a foul
mood and unwilling to hand a legislative victory to
Republicans.
Won’t a larger GOP contingent in Congress bode well for
trade in 2011? Maybe. But if conservative Republicans owe
their victories to tea party support, they may be as wary of
trade deals as liberal Democrats are.
The 2011 optimism also presumes that Obama will want
to move on trade deals to burnish his leadership image in
the run-up to the 2012 presidential election. Why should
Republicans, whatever their ideology, give candidate Obama
those additions to his résumé?
“China and Europe will force the administration’s hand,” say
those who have run out of other rationales. Aggressive efforts
by China and Europe to sign free-trade agreements with India,
South Korea, and nations in Southeast Asia will force the
White House to jump back into the trade game, these analysts
say. Obama’s embrace of the Trans-Pacific Partnership, a
trade negotiation involving a string of nations in the southern
Pacific, is a sign that the president gets it.
Such competitive liberalisation was expected to persuade
Brazil to agree to a Western Hemisphere free-trade area in
the 1990s and, in this decade, to force an early conclusion
to the Doha Round. In neither case did it work. Nor have
trade agreements negotiated by rivals pushed Congress to
finish the South Korea deal. Why should such pressure work
in the future?
Waiting for an Obama trade policy has so far been an
exercise in futility. It should not also become an exercise in
self-deception.

* International Economics Columnist for the National Journal. The article appeared in the National Journal on May 22, 2010
and can be viewed at: http://www.cuts-citee.org/pdf/The_Elusive_Obama_Trade_Policy.pdf
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Resolution to Build a Green Economy

C

limate Change has gripped the attention of all the
countries in the world due to its substantial impact on
the society, economy and human life. But nations have not
been able to reach a consensus for cooperation at the global
level, due to diversity of interests and different degrees of
impacts of environmental change. The United Nations Climate
Change Conference held at Copenhagen in December 2009,
concluded with a non-binding accord. Developed countries
agreed to lesser than scientifically recommended levels of
emission reduction. Also, facilitation of emission reduction
and environmentally sustainable growth through a periodic
transfer of funds from North to South has not been
concretised.
However, advanced developing countries have taken
voluntary steps to cut emissions and have agreed to
monitoring and evaluation of their progress at domestic

Global Warming Spells Doom for Asia
The livelihood of thousands of
Tibetans living on China’s highest
plateau is under threat as global
warming
and
environmental
degradation dry up water sources for
three mighty Asian rivers.
Dwindling glaciers and melting
permafrost in the mountains
surrounding the fragile Qinghai-Tibet
plateau are leading to erosion of
grasslands and wetlands, threatening
the watershed of the Yangtze, Yellow
and Mekong rivers.
One prominent US environmental
campaigner has even warned that the
ECONOMIQUITY No. 5, 2010

looming water crisis could trigger a
major regional food shortage, as the
rivers help irrigate vast wheat fields
and rice paddies in China and
Southeast Asia.
http://economictimes.indiatimes.com/
articleshow/6031500.cms
G-20 Tackles Fuel Subsidy Again
Ahead of the G-20 Summit in Toronto,
the developed and emerging economies
should consider slashing the
‘inefficient subsidies’ for fossil fuels
as part of their efforts to cut greenhouse
gas (GHG) emissions, says the OECD.

As part of its joint analysis with the
International Energy Agency (IEA), the
Organisation for Petroleum Exporting
Countries (OPEC) and the World Bank
for the G-20 meeting in Canada on June
26-27, 2010, the Paris-based club of
rich industrial countries said, “careful
phasing out of fossil fuel subsidies can
be a low-cost way to meet part of the
targets announced following the UN
Climate Conference in Copenhagen” in
December 2009.
http://www.thehindubusinessline.com/
2010/06/10/stories/
2010061053810800.htm

Breaking Copenhagen Promises

S

ix months after developed
countries pledged to provide
finance to the developing world
to fight climate change, there is
no clarity on the exact quantum
of money available. In the
Copenhagen
Accord,
industrialised countries agreed
to provide ‘new and additional
resources, including forestry
and investments, through
international institutions,
approaching US$30bn for 201012 with balanced allocation
between adaptation and mitigation’.
There is no clear indication exactly what is meant by new and additional
resources. There is a growing concern that much of this promised finance is in
the form of recycled ODA or money already allocated to development programmes,
with climate co-benefits.
http://economictimes.indiatimes.com/news/politics/nation/First-Worldbreaking-Copenhagen-promises/articleshow/6018476.cms

www.caglecartoons.com

EU Clarifies Climate Aid Plan
The EU has failed to provide clarity
about where the US$9.2bn pledged at
Copenhagen for immediate climate
finance needs in developing countries
will come from.“This unwillingness to
be clear about the sources of their fast
start finance is only corroborating the
grape vine, which contends that a great
majority in the EU intend to recycle their
official development assistance (ODA)
commitments and baptise it climate
finance”, asserted Augustine B.
Njamnshi of the Pan-African Climate
Justice Alliance.
This lack of clarity is frustrating
developing countries, especially those
who quickly associated with the
Copenhagen Accord with the hope of
getting something from the package.
http://www.oxfam.org/en/pressroom/
pressrelease/2010-06-04/not-enoughmeat-eu-climate-finance-report

level. Although this initiative would lead to heavy financial
costs, i.e. it would develop a sustainable base for
development and promote inclusiveness.
The development of a green economy leads to vast
entrepreneurial opportunities. Alternative energy is one of
the prime fields where research and innovation is
progressing at a fast pace. New energy solutions such as off
grid generation of energy through roof-mounted solar
modules and small hydro power projects generate electricity
at the point of consumption.
It is essential that the governments encourage
entrepreneurs to venture in the development of cutting-edge
techniques which cost lower than the available ones. This
will increase economic viability of these solutions, reduce
energy insecurity and ensure reduction of anthropogenic
impact on climate change.
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Global Carbon Market Grows
The latest annual report from the
World Bank on the global carbon market
showed that in 2009 it grew to
US$144bn, up six percent from 2008
despite enduring its most challenging
year to date. The global economic crisis
negatively impacted both demand and
supply sides and, as industrial output
plummeted, the demand for carbon
assets fell.
The State and Trends of the Carbon
Market 2010, released by the World
Bank at Carbon Expo in Cologne, said
that on the supply side, the reduction
in access to capital made it difficult
for many project developers to lock in
financing. As a consequence, project
origination ground to a halt.
http://web.worldbank.org/WBSITE/
EXTERNAL/NEWS/
0,,contentMDK:22594510~menuPK:
34464~pagePK:34370~piPK:34424~
theSitePK:4607,00.html
Action Against Climate Change
Despite the global financial crisis and
the resulting economic downturn, 2009
has witnessed unprecedented demand
from developing countries for World
Bank Group support in their efforts to
address development and climate
change as interlinked challenges.
Developing countries are asking for
a broad range of assistance, including
help
with
climate
resilient
development, adaptation mechanisms,

10

clean technology, and energy efficiency
and renewable energy financing.
The Latin America and Caribbean
Region alone developed an
International Bank for Reconstruction
and Development (IBRD) portfolio of
more than 180 country-led activities
with climate change adaptation and
mitigation co-benefits totaling more
than US$7.3bn.
http://web.worldbank.org/WBSITE/
EXTERNAL/NEWS/
0,,contentMDK:22577341~noSURL:Y~
pagePK:64257043~piPK:437376~theSitePK:
4607,00.html
A Case for Tobin Tax
Against the backdrop of increasing
capital flows into the country of both
the equity and debt types, the Tobin tax
idea finds occasional resurrection and,
at times, all too briefly. At the Peterson
Institute of International Economics in
Washington, the Reserve Bank of India
Governor, Duvvuri Subbarao, presented
his views on the subject asserting India
was “quite agnostic on the choice of
different policy instruments”.
Presumably Subbarao did not mean
by agnosticism a question of belief or
faith in the untested so much as
confidence in instruments known to
work the policymaker ’s material
phenomena, as opposed to the Tobin
tax on which the jury was still out.
The central bank attempted to
regulate volatility in capital flows
particularly in the case of debt with a
combination of quantitative restrictions
– on External Commercial Borrowings.
http://www.thehindubusinessline.com/
2010/05/05/stories/
2010050550080800.htm
Climate Change Can Increase Poverty
Climate change can significantly
reverse the progress toward poverty
reduction and food security in Africa,
according to a paper presented to the
Food and Agricultural Organisation
regional conference for Africa.
The paper was entitled ‘Climate
Change Implications for Food Security
and Natural Resources Management in
Africa’. It warned that business as
usual was no longer an option and
urged African governments to
‘prioritise and implement measures to
develop agriculture and sustainable

NRC Seeks Climate
Change Strategy

T

he US National Research Council
(NRC) is urging its government to act
immediately to reduce GHG emissions
and develop a national strategy for
adapting to the impacts of global
warming. NRC, which is the operating
arm of the US National Academies,
made a plea on May 19, 2010 when it
released the first three of five reports
requested by Congress more than two
years ago to analyse the climate change
situation.

www.caglecartoons.com

WB to Spend on Energy Aid
The world economy spends more
than US$550bn in energy subsidies a
year, about 75 percent more than
previously thought, according to the
first exhaustive study of the financial
assistance devoted to oil, natural gas
and coal consumption. The study by the
IEA, says phasing out subsidies over the
medium term, as agreed in 2009 by the
G20, would trigger vast savings in
energy consumption and carbon
dioxide emissions.
The IEA estimates that in 2008, 37
large developing countries spent about
US$557bn in energy subsidies.
Previous estimates put it at about
US$300bn. Iran, Russia, Saudi Arabia,
India and China top the ranking.
http://www.ft.com/cms/s/0/27c0ff927192-11df-8eec-00144feabdc0.html

Climate change is occurring, is
caused largely by human activities, and
poses significant risks for – and in
many cases is already affecting – a
broad range of human and natural
systems. The report suggests that a
revolution is needed in how climate
change research is supported,
organised and conducted in the US. It
recommends that a single federal
interagency programme or other entity,
like the US Global Change Research
Programme, should be given the
authority and resources to coordinate
and implement a comprehensive,
integrated national climate change
research effort.
http://www.rsc.org/chemistryworld/
News/2010/May/25051001.asp
natural resource management’.
It said the main consequence of
higher temperatures and more
unpredictable weather was a likely
reduction in crop yields and a heightened
risk of food insecurity. One-third of the
African population lives in drought-prone
areas while six of the 10 largest cities in
Africa were located on the coast.
http://allafrica.com/stories/
201005060093.html
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Intellectual Property Rights

I

n recent years, the developed
countries have launched many
initiatives and measures to tighten the
enforcement of intellectual property.
Their aim is to get developing
countries to take on TRIPs-Plus
obligations that go beyond the already
high standards of the WTO’s TRIPs
Agreement. One such initiative is the
proposed draft ACTA.
Developing countries the world
over have now begun to raise strong
objections to this proposed Agreement
that has been negotiated by a select
group of 11 countries. Recently, China
and India, supported by a number of
other developing countries, called for
this topic to be discussed at the TRIPs
Council as they are concerned about
the provisions in bilateral, regional
and plurilateral agreements that go
beyond the standards of the TRIPs
Agreement.
The draft ACTA contains new
international norms for the
enforcement of copyrights, trademark
rights, patents and other exclusive
rights. While the draft states that its
provisions would be voluntary, there
is a danger that their TRIPs-plus
provisions would be transferred to
developing countries through bilateral
and regional FTAs.
Primarily, the question here is why
an
anti-counterfeiting
trade
agreement is needed at all. The TRIPs
Agreement, regional legislation like EU
rules and national legislations
already provide for measures against
counterfeiting. Moreover, one of the
major concerns would be that any
such TRIPs-plus measures would
undermine the balance of rights,
flexibilities and obligations that were
carefully negotiated in various WTO
agreements.
Efforts are now being taken by a
group of likeminded countries to
oppose the ACTA proposal. The
Agreement might restrict access to
medicines for poor countries as it
could allow for further seizures of
generic pharmaceuticals.
ECONOMIQUITY No. 5, 2010

China-India on ‘TRIPs-Plus’ Measures
China and India, two increasingly
potent players on the global economic
stage, plan to voice concerns at the
WTO about efforts by developed
countries to push poorer trading
partners beyond their WTO
commitments on trade and intellectual
property rights (IPRs), so-called Trade
related Aspects of Intellectual Property
Rights (TRIPs)-plus measures.
“The idea is to raise concerns about
all the TRIPs-plus [activity] around us”,
said a developing country official. This
includes bilateral and regional FTAs
and “its culmination in the form of the
Anti-Counterfeiting Trade Agreement
(ACTA)”, being negotiated among a group
of mostly developed WTO members.
http://www.ip-watch.org/weblog/
2010/06/03/china-india-to-raiseconcerns-at-wto-about-“trips-plus”measures-acta/
EU-US Criticise China’s IP Policy
In the past two years, China has
acted to improve the protection of IPRs
with a need for continuing effort, a WTO
report has found, but the country came
under criticism from key trading partners
such as the US and the EU for not
providing adequate enforcement and for
self-serving innovation practices.
China ‘has become increasingly
aware of the importance of IPRs
protection in facilitating innovation in
the economy’. For example, China’s
revised patent law ‘raised fines and
legal compensation for cases of
misleading assertion of patent rights,’
and ‘the increase in innovation will
undoubtedly contribute to increased
awareness of the need to protect IP
rights’.
http://www.ip-watch.org/weblog/
2010/06/03/as-wto-reviews-china-euus-criticise-its-policy-on-innovation-iprights/
WHO Report on IP Opposed
A critical report on financing
research and development of medicines
for the world’s poorest was created
without transparency, failed to live up
to its mandate, and did not address the
potential threat that IPRs can pose to
access to drugs. But a proposal by a
group of Latin American countries for a
new intergovernmental working group
was not accepted by developed

countries and others and quick
informal consultations began to work
out differences.
‘The working group failed to fulfil
the mandate it had been given,’ said the
Latin American countries in their draft
resolution put forward today. “We are
not prepared to accept or welcome a
report with so many inadequacies,”
said the delegate of Venezuela.
http://www.twnside.org.sg/title2/
intellectual_property/info.service/
2010/ipr.info.100506.htm
Biotech Pays Homage to IP
IPRs and access to medicines were
on the agenda at a biotechnology
industry group’s annual convention.
The group held a panel on IP rights and
also released a policy statement on
access to medicine in developing
countries.
US Patent and Trademark Office
Director David Kappos spoke at a session
entitled “Leveraging IP to Spur Global
Biotechnology Innovation, Investments
and Jobs.” The session was aimed at
examining the role of IP systems in
biotech investment and how some
countries are leveraging their patent
policies to encourage economic growth.
http://www.eatg.org/eatg/GlobalHIV-News/Access-to-treatment/Biotechconvention-pays-homage-to-IPpledges-to-increase-access-to-medicine
Compulsory License for AIDS Drug
Civil society organisations (CSOs)
have praised a recent decision by the
Ecuadorian government to issue its first
compulsory license for lopinavir/
ritonavir, a key
medication in the
treatment of HIV/
AIDS.
The patent for
ritonavir, sold
under the brandname Kaletra, is
held by the USbased pharmaceutical company
Abbott Laboratories. The compulsory
license was issued by the national
Ecuadorian Institute of Intellectual
Property, and the term of application
of the licence is until November 14,
2014.
http://www.twnside.org.sg/title2/
intellectual_property/info.service/
2010/ipr.info.100502.htm
www.google.com

ACTA – Just another
Pandora Box?
An Overview
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Investment Pathways for Asia
– An Overview

T

rade and Investment is a promising source of growth and
development. The global FDI flows, which fell by 40 percent in
2009, are however projected to grow only moderately.
Two strategies are important for Asia led growth in this
context. The first one – a greater South-South investment process
will strengthen and spread out growth for regional integration
within Asia. In this context, the proposed RTA between Taiwan
and Philippines is a good development. The fact that Sri Lanka is
the third largest investor in Bangladesh needs to be consolidated
with greater synergies among the South Asian nations. The stronger
Asian economies such as Singapore and Malaysia should focus
on cultivating new sources of investments. Singapore looking for
Indian investors in the US is a good sign with lessons for stronger
Asian economies to follow.
The second relevant issue concerns connecting Asia with the
rest of the world in a comprehensive manner. As noted in the
issue, apart from the BRIC economies, there are 18 other emerging
markets and a further 25 frontier markets for investors to consider.
The fact that the ASEAN region as a whole and not China and
India is the top destination for FDI from the US is welcome and
eye opening news. It is important to note that Asian growth and
development is not simply equal to rise of China-India and capital
investments should have a wider spread.
Overall, with the confidence in the Euro going down, Asian
nations must seize the opportunity of attracting diverted
investments.

Investors to Look At New Frontiers

I

nvestors should not just look at the BRIC economies when
investing in emerging markets. The BRIC success story – in
particular China’s dominance, tends to overshadow other
emerging markets that are also enjoying attractive growth, and
in some cases, more attractive valuations.
www.caglecartoons.com

China’s astronomical rise has been attributed to a
fundamental shift in geographical economics. As a new
burgeoning middle class develops in the BRIC economies, the
question ‘what is an emerging market?’ has been raised. Aside
from the BRIC economies, there are 18 other emerging markets
and a further 25 frontier markets for the investor to consider.
http://www.moneywise.co.uk/news-views/2010/05/12/
investors-should-look-new-emerging-markets
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An Eye-Opener Strategy for Malaysia
Instead of just wooing Indian companies in India
for investments, technology and other expertise,
Singapore is now courting the cash-rich Indian
diaspora in the US. This could be an eye-opener for
Malaysia which could learn a lesson or two from
Singapore’s strategy.
So far, Malaysia has concentrated on mainstream
American companies, forgetting that many Indian
business people hold top positions not only in “Main
Street” companies but also in Wall Street where an
Indian face at the helm of a company’s management is
not an uncommon sight. Against this backdrop, the
offices of Singapore’s trade and investment promotion
agencies have launched a campaign to court the Indian
business community based on the east coast.
http://www.themalaysianinsider.com/business/article/
singapore-investment-strategy-an-eye-opener-formalaysia/
What Next for China’s Banks?
China’s budding investment banks have zoomed to
the top of the all-important league tables in Asia, and
they have even begun to win business outside the
mainland. The major test now will be whether they can
build on recent success, or whether they follow the same
path as Japan’s banks – which have gained prominence
but are still struggling to expand outside their home
turf.
On paper, China’s banks have made great strides in
2010. When Bank of China assigned banks to underwrite
its planned US$7bn offering in Hong Kong, it gave the
business to three Chinese banks and two international
banks. Typically, big Western banks win Hong Kong
business while Chinese banks are confined to mainland
offerings.
The extent of Chinese banks’ representation
surprised many, given that some 20 banks – threequarters of which were big global investment banks –
went for two vigorous rounds of pitching in Beijing.
http://blogs.wsj.com/deals/2010/05/10/is-the-riseof-chinas-investment-banks-for-real/?mod=djemDeal_h
ASEAN Destination for US FDI
The 10-nation regional block of Association of
Southeast Asian Nations (ASEAN), and not China and
India, is the leading destination of America’s FDI. “But
ASEAN is far and away the leading destination of US FDI
– with three times more than China, and nearly 10 times
more than India”, the US Trade Representative Ron Kirk
said.
Kirk said that US-ASEAN investment relations are
strong. “ASEAN countries together are the US’ fifth largest
trading partner, with over US$200bn in goods and
services trade in 2008. ASEAN is also a key export market
for US goods, together ranking 4th among total export
markets in 2009,” he said.
http://beta.thehindu.com/business/
article421339.ece
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Let’s have an RP-Taiwan FTA
Taiwan authorities are pushing for
continued discussions for an FTA with
the Philippines to capture Taiwanese
investments into the country, protect
existing workers in Taiwan and create
new employment opportunities from
expanding Taiwanese firms here.
Taiwan representative Donald Lee of
the Taiwan Economic Cooperation
Office in Manila said that a bilateral
FTA has been resorted because the
Subic-Clark-Kaoshiung Economic
Corridor, which was established four
years ago, would not be enough to
realise the benefit from a bilateral FTA.
“This economic corridor involves
only a small area, but the FTA covers
entire both countries, so this will
expand relations of the two countries”,
he said.
http://www.mb.com.ph/articles/
260978/rptaiwan-fta-needed-protectjobs-investments
Sri Lanka 3rd Highest Investor
Sri Lanka is the third largest source
of Foreign Direct Investment (FDI) in
Bangladesh. Bangladeshi High
Commissioner Mahbubuzzamam said
“Sri Lankan investors are mainly
focused on producing leather products,
garments and chemicals by investing
in Bangladesh and many other projects
which are implemented by Lankan
entrepreneurs”.
He also mentioned that trade
between Sri Lanka and Bangladesh is

not very large and therefore there is
huge potential in the future for the two
countries to expand its trading
activities. In addition, he said that many
Sri Lankan students show great interest
in following academic courses at
Bangladeshi Medical Colleges.
http://www.dailynews.lk/2010/06/
03/news20.asp
Dubai Debt Plan Removes Hurdles
Dubai’s recent debt deal for its
flagship conglomerate, Dubai World,
removes a key hurdle for international
investors eyeing investments in the
region, a Deutsche Bank executive said.
“It (the Dubai World debt deal)
removes a major question mark for
international investors,” Ivor Dunbar,
Co-head of Global Capital Markets at
Deutsche. Dubai World, the stateowned conglomerate, reached a deal to
restructure US$23.5bn in debt with its
core lenders, addressing the most
immediate of a string of problems
facing investors in Dubai.
http://www.arabianbusiness.com/
588952-dubai-world-deal-removeshurdle-for-investors—deutsche-bank
Switzerland: Top Economic Partner
Vietnamese and Swiss presidents
praised the dynamic growth of
economic, trade and investment
relations between their countries,
saying this helped make Switzerland the
top European economic partner of
Vietnam.

Federal President of the Swiss
Confederation Doris Leuthard
welcomed and highly commended
Vietnam’s decision to establish a study
group on the feasibility of an FTA
between Vietnam and the Europe Free
Trade Agreement (EFTA), which groups
Switzerland, Norway, Liechstenstein
and Iceland, to support the launch of
FTA negotiations to further enhance
economy and trade between Vietnam
and Switzerland, in particular, and
between Vietnam and EFTA, in general.
http://english.vovnews.vn/Home/
Switzerland-Vietnams-top-economicpartner-in-Europe/20105/115651.vov
Investors Seek Safe Harbours
While the news in Jamaica was
dominated by the Manatt issue and
will most likely continue for some time,
some people might have been watching
the looming financial crisis in Europe.
Fear that it could become full-blown led
to persisting volatility in financial
markets worldwide.
Jamaicans ought to be concerned
about the re-emergence of financial
instability, given the threat that it poses
to any hopes of recovery for our
economy, which is so vulnerable to
external conditions. Those conditions
were improving, are shifting, with
investors seeking safe harbour, causing
a near 20 percent loss of value in major
stock markets in the US and Europe.
http://66.132.217.135/gleaner/
20100516/cleisure/cleisure5.html

Bailout Is ‘Nail In The Coffin’ of Euro
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T

he 16-nation currency weakened against the dollar
after rallying as much as 2.7 percent on May 10, 2010 when
the governments of the 16 euro nations agreed to make loans
of as much as US$962b) available to countries under attack
from speculators and the European Central Bank pledged to
intervene in government securities markets.
US and European stocks fell on concern the plan to rescue
debt-laden governments in the region will fail to reverse
the euro’s worst start to a year since 2000, forcing the
European Central Bank to keep rates at a record low for
longer.
http://www.investmentnews.com/article/20100513/
FREE/100519947
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Work and People

Global Economic Crisis and International Migration – An Overview

I

nternational migration, the movement of people across
international boundaries, has enormous implications for
growth and welfare in both origin and destination countries.
Nearly 214 million people live outside their country of birth
(United Nations’ Trends in Total Migrant Stock: The 2008
Revision, http://esa.un.org/migration). Future pressure on
international migration will be great, given differences in
demographics and real incomes between countries. The major
issues are how to adapt to large-scale international migration
and improve its developmental impact.
According to the World Bank the latest revisions show
officially recorded remittance flows to developing countries
reached US$316bn in 2009 (World Bank’s Migration and
Development Brief 12 (April 23, 2010): Outlook for Remittance
Flows 2010-11, http://go.worldbank.org/SSW3DDNLQ0), down

Employment Setting
Fast Pace

A

www.caglecartoons.com

ustralia is creating jobs at the
breathtaking pace of one every 30
seconds, piling on an extra 140,000 in the
first five months of 2010. The new jobs
corroborate talk of a ‘’V-shaped’’ recovery,
driving unemployment down to the
interest-rate sensitive zone of five percent.

After 36,400 full-time jobs were
created in May 2010, 26,900 of them new
and 9400 converted from part-time jobs;
Australia’s official unemployment rate fell
to 5.2 percent. When calculated to several
decimal places it is 5.154 percent,
tantalisingly close to the 5 percent rate
identified by the Treasury as ‘’full
employment’’, beneath which inflation will
grow and interest rates climb.
http://www.bailoutmainstreetnow.com/
home/index.php/main-street/joblessrecovery/1332-employment-setting-fastpace-30-seconds-one-job-but-not-inusa-.html
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six percent from US$336bn in 2008 but more than the bank
predicted, and US$80bn more than what migrants sent as
recently as 2006. With improved prospects for the global
economy, remittance flows to developing countries are
expected to increase by 6.2 percent in 2010 and 7.1 percent in
2011, a faster pace of recovery in 2010 than forecast earlier.
Today the world is facing severe challenges arising from
the worldwide economic crisis, which has led to wide-scale
retrenchment impacting adversely on movement of people.
Worldwide, the crisis has slowed the growth of migration, but
the number of migrants is still increasing.
Despite the downturn, annual deployments of workers
rose by a third over the past two years, to 1.4 million. The
money they sent home rose 19 percent, to US$19.4bn,
according to the World Bank.

Big Senders
Farmers and factory workers have
flocked from Latin America seeking
jobs and opportunities in the US.
Ambitious youths have risked
perilous Mediterranean waters to
cross from Africa into Europe
Over the last half-decade, the
money that migrants send home to
their native countries started to tell
us something different: The US is fast
losing its monopoly as a prized
destination. Meanwhile, surprising
countries such as Malaysia and South
Africa are becoming the hottest new
places to go for work.
http://www.foreignpolicy.com/
articles/2010/01/04/
prime_numbers_big_senders
UK Plans Cap on Non-EU Immigration
Immigration to Britain from
outside the EU is to be capped. The
issue was one of the key areas of
disagreement
between
the
Conservatives and Liberal Democrats
before they formed the coalition.
Nick Clegg’s party had wanted a
regional points-based system, but
eventually conceded that the Tory
manifesto pledge should stay in the
government ’s programme. The
monarch said: “My government will
limit the number of non-EU economic
migrants entering the UK and end the
detention of children for immigration
purposes.”
http://eu-immigration-policynews.newslib.com/story/4682618954/

Russia to Boost Tax Revenue
The Russian authorities plan to
fingerprint, photograph and license
migrant workers in a bid to shrink the
shadow economy and boost tax revenue.
The new rules will apply to about 1.2 million
of the estimated 3 million foreigners who
work as nannies, builders, drivers, cooks
and other jobs classified as ‘temporary’
by the Federal Migration Service.
Such workers will have to buy
licenses good for between one and three
months, while so-called highly skilled
workers, mainly those who earn more
than US$64,000 a year, will be excluded
from the new requirements.
http://www.themoscowtimes.com/
news/article/russia-to-fingerprintphotograph-migrant-workers/
406559.html
Less Incentive to Migrate
There may now be less incentive for
highly-skilled workers from China and
India to attempt to migrate to the US, says
a World Bank report on migration and
development. The report cited two
reasons to buttress its argument in this
regard – high unemployment rates in the
US and robust economic recovery in some
source countries such as China and India
An indicator of the fall in demand
for (and supply of) highly skilled foreign
workers can be gauged from the fact that
the number of days to reach H-1B
(temporary worker) visa quota in the US
is 264 in 2010 as against six in 2009.
http://www.thehindubusinessline.com/
2010/05/06/stories/
2010050653610700.htm
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Special Article

An Economic Spark for SAARC
– Barun S Mitra*
The biggest news out of the recent gathering of South Asian leaders in Bhutan was that
the prime ministers of two of the largest countries in the region, India and Pakistan, took
a stroll together. The eight-member regional grouping, which has always been under the
shadow of the India-Pakistan relations, pledged to have more meetings in the future,
and the big two reiterated once again to resolve all outstanding issues peacefully through
– that’s right – more talks.
The SAARC elegantly recycling this
playbook for a quarter century now. It
is time for another strategy: namely,
unilateral liberalisation. And India
should lead the way.
The idea isn’t as crazy as it sounds.
In his opening address to the
conference last week, Indian Prime
Minister Manmohan Singh said
“regional cooperation should enable
freer movement of people, of goods, of
services and of ideas,” adding, “ it
should help us rediscover our shared
heritage and build our common future.”
He noted the share of intraregional
trade and investment flows in total
trade and investment flows in South
Asia is far below that seen in East and
Southeast Asia.
There’s certainly an economic case
to be made for cross-border
liberalisation. According to a World
Bank estimate, intraregional trade
within SAARC could rise to more than
US$20bn annually, from US$5bn today,
if the gamut of trade barriers were
removed. Trade between India and
Pakistan alone could jump to about
US$9bn from about US$1bn today.
Nepal, one of the poorest countries in
the world, could double its GDP if it
could harness its hydroelectric
potential and sell electricity to energystarved India.
If SAARC does not formalise these
flows by allowing trade, they will
happen in a more inefficient fashion in

the underground economy. Informal
trade
between
Afghanistan,
Bangladesh, Bhutan, India, Maldives,
Nepal, Pakistan and Sri Lanka could
already be in the range of US$5bn,
according to scholars who specialise
in tracking the underground trade. The
tiny UAE has emerged as one of India’s
top five export destinations, and is
believed to be a conduit for Indian
goods in demand in Pakistan. Across
the more porous Bangladesh-India
border, almost everything from sacks
of rice, live cattle, cooking gas
cylinders and a whole range of other
goods are routinely smuggled.
Screenings of popular Indian films are
prohibited or restricted in many of the
countries. Yet pirated music and movies
from India are in very high demand
across the region.
There is already a history and
culture of free trade in the region.
Traditionally, India and Nepal have
enjoyed an open border. Millions of
Nepalis already work in India. There
are perhaps a few million Bangladeshi
migrants who are working “illegally”
in India, defying border controls. Far
from being terrorists waiting for an
opportunity to strike, the fact that
Muslims from a neighbouring country
prefer to enter India in search of a
better life provides the best evidence
of the success of an open and
pluralistic India.
India’s soft power would offer new
opportunity to the talented, and new

icons with local flavours would emerge
to rub shoulders with India’s own, the
likes of Aamir Khan or Narayan Murthi,
or Sachin Tendulkar or Lata Mangeskar.
Experiencing such possibilities would
drive out the last vestiges of
parochialism, as people begin to enjoy
the rich diversity on hand. In such an
open environment, it’s unlikely that
regional identities, especially in
Kashmir, would pose a threat to anyone.
Freedom of movement and trade will
open the door to prosperity, and build
a peace constituency in the region
against extremism and violence.
More importantly, with an open
border security agencies will be able
to focus all their attention on those few
who really pose a threat, rather than
trying to stop the flow of a vast array of
contraband goods through a closed
border. Traders and travelers are
among the most useful sources of
information from places they visit. And
information is the most powerful
weapon
in
any
effective
counterterrorism operation. Also,
liberalising trade will cut the source of
funds to criminals who typically work
hand-in-glove with the terrorists.
Today, the world has woken up to
India, after decades of self-imposed
isolation. Now India should open itself
to the neighbours, and to new
possibilities. Rather than talking about
talks, here is an opportunity for India
to walk the talk, and truly reshape the
destiny of nearly one-quarter of
humanity.

* Director, Liberty Institute and a Columnist, Wall Street Journal. The article can be accessed at:
http://online.wsj.com/article/SB10001424052748704450504575222944085911742.html
ECONOMIQUITY No. 5, 2010

15

Events/Publications
Recent Events

Publications

Stakeholder Consultation on Indo-Bangla Trade

The National Foreign Trade
Policy 2004-09: General and
Specific Reflections
This synthesis paper is an attempt to
review the success of the National Foreign
Trade Policy in stimulating employment
generation through promotion of exports
of the mentioned labour intensive sectors.
It examines the production, processing
and export of various labour intensive
products in different states of the country
in regard to these aspects.

CUTS International in association with Friedrich Ebert Stiftung (FES) India
organised a consultation on Indo-Bangla Trade in Agartala, on June 20, 2010.
The consultation highlighted the potential of connectivity and investment
involving the two countries, and creating awareness and momentum towards
economic cooperation especially between Northeast India and Bangladesh.
About 80 participants from both sides including representatives from business
chambers, exporters, investors, government officials, academicians and
researchers attended the meeting.

South Asian Countries to Benefit from Doha
A seminar on ‘South Asian Positions in the WTO Doha Round’ under the project
entitled, ‘South Asian Forum for International Trade’ (SAFIT) in collaboration
with the Institute of Policy Studies, Sri Lanka was held in Colombo, on June 18,
2010. The objective of the seminar was to disseminate the findings of SAFIT III
research and facilitating discussions between trade policy professionals and
practitioners from South Asia. More than 30 participants attended the meeting.

State Business Relations in West Bengal

We want to hear
from you…

CUTS organised an event entitled, ‘State Business Relations in West Bengal’ in
Kolkata, on May 24, 2010. The workshop is being organised as a part of the
project ‘State Business Relations in India’, conducted by the Research
Programme Consortium on Improving Institutions for Pro-Poor Growth, of
which CUTS International is a member.
The objectives of this workshop were to share the findings and lessons
from West Bengal case studies on the provenance, evolution and forms of
both formal and informal institutional interactions between state and
businesses; and analyse the effects of different configurations of state business
relations on economic performance at micro level.

Indian Exports: Revival But No
Room For Complacency
India’s export performance over the last
six months (up to April 2010) has
significantly improved. Year on year
exports figures indicates a growth of over
27 percent during the six month period. If
the present trend continues, India’s
exports could achieve an unprecedented
high and cross US$200bn mark in 201011.

GM Crops
Need for Scientific Consensus
The world community is awaiting any
consensus on what to do with the GM
crops. Confusion continues among the
scientific community and this percolates
further down to the government, CSOs,
media and the public at large. The
adoption of this potential source of food
security should not be railroaded because
of mere confusion. Consensus must,
therefore, emerge among the scientific
community – the opinion makers in this
regard.
For more information please visit:
www.cuts-citee.org
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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.
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