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Background

It is important to find out why some countries are more successful than others in raising income levels and opportunities for their populations. If we accept competitiveness as a level of welfare and income a country can sustain and also the rate of return in investment, it can safely be said that more productive and competitive economies should tend to have a higher growth potential. The competitiveness in the extent to which it contributes to productivity is the reflection of possible level of welfare that the economy can get and the potential growth that an economy can achieve

The latest Global Competitiveness Report 2006-2007 is available that captures the opinion of world's 11,000 business leaders and entrepreneurs from 125 economies worldwide. The areas covered for developing competitiveness index are: macroeconomic environment; technology, innovation and diffusion; human resources (education, health and labor); general infrastructure; public institutions (contracts and law & corruption); domestic competition; cluster development; company operations and strategy and environment. Although macroeconomic environment is comparatively better in global perspective, Nepal ranks 110th among 125 countries in competitiveness because of underdeveloped infrastructure, electricity supply and other business supporting services. Switzerland, Finland and Sweden are the most competitive economies in the world from these perspectives. 

Globalization and 
regional integration

There is a general belief that globalization supports increasing technological progress, helps to reducing trade barriers and contributes to declining transportation and communications costs. This has ultimately offered encouraging opportunities for trade and industrial growth and economic prosperity. The trade theorists state that trade specialization should maximize welfare and prosperity. The crucial task is to investigate different determinants of comparative advantages. A decade long globalization experience in the LDCs reveals a mixed response of globalization in the context of industrial and trade marginalization.

In globalization, the impact of liberal economic policies need to be properly monitored, in failing to do so, the competition could be quite fierce. The challenge is to balance the impact of globalization on socioeconomic change and integrate national economy by adjusting it to the regional and global economic forces. The adjustment is important since democracy and macroeconomic policy reform have not satisfactorily increased the capability of the LDCs to achieve economies of scale. 

The available literature reveals that after globalization some have found comparative advantages by shifting from labor-intensive production to technology-intensive products and some do not find any shift in comparative advantages because manufactured exports from different tier of economies are complementary, instead of substitutes, to each other. The South Asian nations face more or less similar situations. 

Programs of stabilization and structural reforms especially after 1990s have helped trade diversification and industrial growth to a little extent. However, various reports reveal that factors responsible for smooth integration of the economies of these regions have not produced satisfactory results as expected. There are still high protection rates as measured by both tariffs and non-tariff barriers. The ratio of merchandise exports to GDP is among the lowest in the world. Liberalization has not been that successful to bring about changes in industrial structure. For example, manufacturing sector has not absorbed the excess agricultural labor force. 

Before the Southeast Asian crisis, the economies of South-East Asia were seen as economic powerhouses as they posted consistently high levels of growth, based in increased manufactured exports. However, South Asia has not been as successful as these East Asian economies in its economic growth in the past two decades as they are still constrained by various internal and external factors. This reality necessitates investigating the factors that obstruct growth and those alternative policy adjustments that may help integrating the LDCs with global economies. 

Industrial complementarities in selected sectors in South Asia

South Asian economies were slower in following export-oriented policies. The government protection of certain sectors remained high, thus, decreasing their competitiveness in the increasingly integrated global economy. While India and Pakistan started some liberalization in their industrial sectors, this opening up was hampered by the continued presence of highly inefficient state owned enterprises and by the opposition to reform from the large state sector. The other South Asian countries were constrained in their development because of geographical limitations and a lack of human resources, magnified by inappropriate government policies and political instability. While Bhutan and Maldives were posting high economic growth relative to the other LDCs in the region, they were still limited by their geographical remoteness while Nepal and Bangladesh suffered from political instability and a lack of qualified human resources. Although Sri Lanka could maintain minimum growth rate for last two decades, they could not excel competitively because of sustained conflict. 

The problem with SAARC member countries is a lack of information about each other on import needs, economic opportunities, market and labor work force, investment opportunities, export potentials and constraints. Bilateral political tensions are another hurdle to promoting intra-regional trade and investment. This is perhaps the reason why data shows SAARC member countries have given much weight to their relationship in trade and investment with other countries outside the region.

The South Asian sub-region was one of the poorest in the world and could benefit highly from any cooperative arrangements among the countries in the region and between this sub-region and other sub-regions in the Asia-Pacific region. It was not that some significant attempt has not been made for intra-regional cooperation in South Asia. For example, such cooperation was attempted under the umbrella of the South Asian Association for Regional Cooperation (SAARC) but has met with little success so far. Instead of concentrating on developing economies of scale and increasing intra-regional trade and investment flows, countries in SAARC have been hampered in cooperative efforts by political differences and tensions, thus decreasing its role in the region. Despite the lack of success of SAARC so far, it has possibilities for future development if the SAARC countries try to maximize their role in the Asia-Pacific region through such a cooperative environment. After China’s inclusion in the World Trade Organization, there is a greater possibility of South Asia’s industrial and trade integration with China.

Forming industrial complementarities among the SAARC countries and extending these complementarities to other regional blocks offers a way to increase cooperation among Asia-Pacific economies and to take advantage of each other’s strengths. Our experience shows that industrial complementarities, especially in agro-based industries, textiles and garments and food processing are possible in the South Asian region with production, processing and marketing being spread on a sub-regional basis. This can have possibilities of decreasing the current reliance of LDCs in the region on one or a few export products by increasing the value added of processed raw materials and by diversifying the product base of these economies. As a result, it is essential to explore ways of establishing firm and workable industrial complementarities among the economies in the South Asian sub-region. 

The regional economy of SAARC member countries (SMCs) has witnessed structural transformation in its production sectors during the last two decades. The extent of the structural transformation has varied from country to country. Compared to other SMCs, India has a diversified industrial base. For example, the modern engineering industries such as electrical and non-electrical machinery and equipment and automotive industries including chemicals and allied product industries have a major share in the manufacturing value added. These industries represent half of the manufacturing value added in India. Therefore, an important issue to consider is the possibility of complementarities and the potential intra-regional trade by looking at the existing pattern of industrial structures. 

The electronics sector is growing rapidly in absolute terms by occupying a strategic position in the economies of South Asia. Since substitution of non-electronic products and parts with electronic ones is possible, this sector has accounted for an increasing share of industrial output. Those countries, which have succeeded in achieving sustainable industrial development, have applied electronic systems to industrial processes and capital equipment. Success in bringing about an industrial revolution seems possible provided that these countries put in special efforts to develop their industrial sector’s capability to undertake and sustain the use of new electronic technology. Adoption of new technology improves the efficiency of operations in both the electronics and associated industries and helps in making production technology commercially viable.  

In SAARC, India is the only country to command a higher portion of electronic production. India has made dramatic success in the production of computers, industrial electronics and control instrumentation. However, software expansion had a record growth of over 50 per cent annually. Pakistan has developed competency in science and technology in the fields of electronics. Assembling electronic products from imported components got an increasing domestic market in Bangladesh and Nepal just before liberalization initiatives. They normally produced television sets, radio receivers, and radio cassette recorders. Since there was a greater demand of such electronic goods in the domestic market in the past and also it continues today, there could be a range of possibilities for trade, technical assistance, and investment in these fields. Future possibilities lie as trade and investment can take place under increasingly lower barriers in the telecommunications equipment-manufacturing sector. With the deregulation of telecommunication services, there are strong future growth opportunities in South Asia because, as services are liberalized, opportunities for equipment manufacture should grow as well. 

Study shows that Japan’s production values in computers, peripherals, parts and components accounted for 74 per cent of its electronics production value. If transistors and discrete components represent a benchmark of electronic components, computer parts and accessories represent the high value added products. Smaller countries in SAARC like Nepal should consider this reality because of its good climate and bilateral trade treaty with India, which has a huge market. 

Motor vehicles which have demonstrated the presence of globalization in the automotive sector, is actually emerging as one of the critical sectors for FDI and for cross border movement of components. An important issue to consider in this area is that motor vehicles are still heavily protected in most of the South Asian countries. Thus, until tariff and non-tariff measures are reduced and rationalized, it is going to be difficult to develop a reasonable division of labor in vehicle production to survive in an open and competitive environment.

Successful regional economic groupings have demonstrated progress in expanding intra-regional trade and investment flows by making a positive impact on the economy. “Economics of neighborhood” due to cross border advantages such as low transportation costs, smooth flow of goods and services, human resources, capital, knowledge and information may provide better opportunities for complementarities in production, trade and resource management. Unfortunately, a tragedy in South Asia is the inability to avoid political or economic problems such as boundary disputes, disputes in sharing of water and other intractable political differences to harness available opportunities.

In the textile and garment, the reforms brought out in South Asia during early 1990s allowed a greater role of market forces facilitating the spirit of globalization. The result was a phenomenal export driven growth of yarn, cloth and apparel industries until 1990s. The objective was to increase the international competitiveness of the industry, especially in view of the free trade regime. During this period South Asia experienced an impressive expansion of textiles production, employment and value added. However, in recent years because of the people's war and removal of textile quota under the Multi Fibre Arrangement (MFA) country like Nepal could not benefit despite the comparative advantage in labor-intensive industries. 

The development of production networks in the region can enhance the textile trade not only among the South Asian nations but also between South and South-East Asia. If Pakistan and India can upgrade the quality of their fabrics, they could become good source of inputs to support apparel production in Bangladesh, Myanmar, Nepal, Sri Lanka and Viet Nam. 

Creating production hubs

The possibilities for economic cooperation to benefit all economies have increased in recent years with the expansion of new economic opportunities and the dynamism of intra-regional interdependence in trade and investments. The creation of production hubs to service local and sub-regional markets demands knowledge of resources available in the specific countries of the region in terms of raw materials, utilities, infra-structural facilities, existing and/ or potential for development, human resources, market potential, products with relatively higher competitive edge etc. Sub-regional economic groupings provide opportunities to transfer endogenous resources and capabilities towards mutual benefits provided that regional level information is available and made accessible to the institutions responsible for coordinating and promoting trade and industrial development plans of the member countries. 

The development and sharing of natural resources is a good example for developing complementarities among member countries. Bangladesh was fortunate to discover the first offshore Sangu gasfield in January 1996 with reserves worth 50 trillion cubic feet (TCF), making Bangladesh richest in gas resources amongst the grouping. It is expected to produce about 800 million cubic feet (mmcfd) of gas per day. Bangladesh plans to export gas to India since she has now the potential to develop gas-based industries that can serve local and sub-regional markets. 

Hydropower is Nepal’s principal source of energy. In terms of supporting the livelihoods, the development of hydropower sector should prove to be very effective since together with export potentials, local demand for electricity facilitates economic development and poverty alleviation. Nepal’s total hydropower generation potential is 83,000 Megawatt (MW), which is higher than the installed capacities of the United States of America, and Canada combined (approximately 43,000 MW is economically feasible). The country has so far been able to generate hydropower of about only 600 MW. The development of this potentiality by transforming into economic wealth can provide alternative source for clean and renewable energy. This has special significance in the process of cooperation and regional interdependence. 

Challenges

The opening of internal markets through decentralization and privatization of public enterprises, following market-oriented policies, have not had only positive results. People have started questioning the effectiveness of drastic policy changes to find out if such changes have really supported the growth and welfare of developing economies since globalization policies are mainly guided by efficiency and profitability goals. It is more likely that this environment will support only efficient economies that have a greater chance of gaining a competitive edge. 

The ultimate aim of trade liberalization was supposed to increase the efficiency and competitiveness of manufacturing industries. The concern now is the incompetence of this strategy to compete in the world market by increasing export, improving production capacity utilization, decreasing income inequality and increasing the overall welfare of the society. We have wasted decades in economic policy making which was followed by weaker institutional arrangements and fragile political environment. 

One reason for the sharp increase in income differentials in South Asia compared to other regions of Asia is the faster population and slower economic growth. These two regions also had different economic policies for a long time. South Asia actually pursued an inward oriented, import substitution led, public sector dominated development strategy. South Asian countries could not shift trade policy away from import controls to export promotion and expose industry to international competition.  

Although, the momentum of economic growth in South Asia, through opening up economies, strengthening market forces and involving the private sector, is not very encouraging because of political vulnerability in the region, reforms have increased the role of the market and the private sector by opening up the economy to greater external and internal competition. Achievements have especially been observed in privatization, investment deregulation, and foreign exchange decontrol. 

Priority Areas

The identification of priority areas and application of competitiveness index should help in understanding the sector-specific status regarding the level and trend of growth and developing measures for increasing their competitiveness. The examples below are not the only representative priority areas but an attempt to arouse interest for initiating such exercise.    

Agro-processing

There is a consensus on agriculture and agro-processing industries, tourism and hydropower generation as Nepal's top priority development areas. In recent years efforts from private sector is made to create supportive environment for financial, technical and regulatory environment to also accommodating other priority areas such as; information technology, health services, pharmaceuticals and light manufacturing. Together with the food crops, oilseeds and Niger seed are also emerging as potential export crops. The subsistence pattern of agriculture is experiencing shift over to tea, coffee, meat, milk, fish, and Soya production. There has been an increasing demand in the local market in winter fruits such as apple, walnut peach, apricot and almond and summer fruits such as mango, banana, coconut and pineapple. Countries like Germany, Japan and Hong Kong have been the importers of Nepal's orthodox tea. There is a good sign for the increasing demand of Nepalese coffee from Japan and Netherlands. Most of the Agriculture Development Bank's loan for agriculture industry has been seen directed towards buying and selling and warehouse construction amounting to 50% but least amount of loan is set aside for tea and coffee. Public policy to support these potentialities should focus on credit access, technology and market information. 

Tourism

Tourism is the second largest sector after agriculture employing about 600, 000 people. If special policy support for the survival of tourism business is not given, Nepal could not remain as a competitive tourist destination. Data shows that the average duration of stay per tourist has declined from 13.51 days during Mid-December 2003 to Mid-December 2004 to 9.1 days during Mid-December 2004 to Mid-December 2005. During the same period the number of hotel beds in Star-level hotels has remained to be constant (Ibid). Absence of regular training to enhance capability of the trained personnel at the hotel and other tourism related activities is one of the reasons for not getting good return from the entrepreneur's investments. Therefore, besides policy reform, the time now has come to reassess the quality of the trainees and develop alternative plans to enhance expertise of almost 21 thousands trainees produced up till now from Nepal Tourism and Hotel Management Academy. 

Hydro-electricity potential

Nepal with 44000 MW of economically feasible hydro-electricity potential possesses roughly 1.5% of the feasible capacity. Of 528 MW of generation, about 19% is from independent power developers. Given India's accelerating power shortages particularly in northern parts bordering Nepal, the early ratification of power trade agreement of 1996 may open up door for private sector entry from both India and Nepal. The future of hydropower generation and investment opportunities depends on the future of industrial expansion through consensus-based economic reform programs in new Nepal. 

Information Technology

Considering the basic standard of telecom infrastructure including the development of optical-fibre network along the east-west highway, Nepal can run any form of technology application that needs telephony interface. This indicates the future of comparative and competitive advantage in IT sector. However, the major problem in IT and telecom sector is the inadequate skilled manpower. The informal discussions with IT experts reveal that roughly 4,000 IT workers are trained in Kathmandu alone. Still, there is the dearth of highly skilled worker. It is surprising to find that in 2000 when Sri Lanka had 121,500 Internet users, Nepal had just 50,000 in numbers. Business support services in training for raising the firms' technical capabilities and market information should even help Nepal's entry into world market in price competitive export products. 

There are other equally important priority areas where policy support is immediately sought. For example, health services including pharmaceutical industry (constructing speciality hospitals, health centers and world class educational institutions can be combined with tourism) and light manufacturing such as terry towels and micro-transformers (also electronic parts used in the telecommunication industry) has the possibility to attract foreign investors. 

Conclusions

The issues in trade, investment and industrial restructuring through economic adjustments have been in prominence to prepare economies for gaining comparative advantages and increasing competitiveness in integrated global economy. Competitiveness has been defined in various economic literatures with care but factors promoting competitiveness among nations have not yet been adequately elaborated. 

The review on the impact of globalization shows that manufacturing firms have not responded well to trade liberalization in the past. The new economic agenda should consider the fact that neo-liberal economic policies without acknowledging the context-specific factors, may not always work properly. Nepal is wrecked by decade long conflict and policy inadequacies. The expectation of uninterrupted resource allocation, efficiency and competitiveness from market economy may prove to be a faulty assumption when we forget the fact that firms miserably possess weak capabilities. Therefore, there is a need to improve production capabilities of manufacturing industries by ensuring regulatory environment and strengthening institutions. Since state-led import substitution industrialization strategy did not work, and benefits from export-oriented strategy do not accrue automatically the political parties should accept the challenge of bringing about consensus-based country-specific economic policies.

To sum up, since Nepal has already shown clear price-margin advantage in at least eleven export products within her areas of comparative advantage, increasing competitiveness would depend on providing assistance in acquiring new technology; increasing investments on infrastructure development and revisiting policies for creating congenial investment environment. 
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