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Abstract

The paper discusses the economic reforms carried out in India gng
Bangladesh towards liberalization of trade and nhence enhancement of

bilateral trade cooperation between tnese two countries. {t compares the
sequence of economic reforms carried out in India and Bangladesh with the

theoretical "proper” sequencing of economic reforms and examines the
differences in the maturity of frameworks in these two countries. On the

basis of these discussions, the papers attemptis to find if furtner liberalization
can promote bilateral trade cooperation between India and Bangladesh, angd

to what further extent and in what directions further liberalization of trade
policy is required to achieve bilateral trade cooperation.

Introdnction

The fundamental concept of economic liberalization as a strategy of
policy reform is based on the well-known neoclassical result of the

Pareto optimality of free trade. This view favors the free determination of
market economy with government intervention restricted only to correct
market failure resulting from external factors and shocks. During 1970’s,
a number of developing countries embarked on economic hberahzation,
aiming at removing any distortion to trade reducing barriers to capital
movements, and increasing the role of market mechanism (Edwards,
1984). The reform process included the elimination and/or reduction of
quantitative restrictions on trade and tariff levels along with the reduction
of restrictions on domestic financial market and international capital
movement. However, evidence shows that liberalization of economic
policies of developing nations were failures as they were partially
converted consequences of the reforms. Even if there were no clear
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resources from agriculture towards Industrialization, and has identified

.SiItE:E:I} priority sectors and industries with a view of giving them special
Incentives and support. Since 1990s, the government’s policy objectives
have been directed towards privatization and liberalization of trade,

commerce and industry in order to globalize and optimize the benefits
from interdependence and regional cooperation.

Though there has been no “formal bilateral trade cooperation agreement”
between India and Bangladesh, the structural adjustments and policy

cooperation required for such an agreement between the two countries
has been high on the agenda since 1990s, and numerous state visits have

shown promises for the future. However, bilateral trade practice between
India and Bangladesh has not been equitable and has always been
heavily skewed towards India (Chandra, 1991). Although both countries
are promoting the macroeconomic consensus of policy reforms t?wards
greater degree of liberalization, the barriers perceived to restrict bilateral
cooperation in trade happens to be still in practice, and somehow escape
the coverage of policy reforms towards openness in every Step towards
liberalization. Moreover, critics often argue tha':t bilateral trade
cooperation between these two countries are incompatible due to the two
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different framework of trade policy followed by the two countries. The
purpose of this study, is thus to examine whether economic liberalization
has in any way contributed in promoting the possibilities of trade
cooperation between India and Bangladesh and identify areas where
further liberalization may stimulate bilateral trade cooperation. [p

addition, it attempts to identify some structural as well as institutiona]
adjustments (apart from economic liberalization) through which bilatera
trade cooperation between India and Bangladesh can be promoted.

A brief overview of Indian and Bangladesh economy

The leading macroeconomic and social indicators of India and

Bangladesh suggest similarity in the progress of development of these
two countries, although maturity of developmental process differs to

considerable extents. The following table 2.1 presents some leading
macroeconomic and social indicators that may prove helpful for a

comparative study of the macroeconomic performance and assessment of
developmental status of these two neighbor countries.

India happens to be one of the largest economies of the world with
almost one fifth of the aggregate world population with a population

density of 330 people living in per square kilometer (as of 1999). India

recorded the second highest adult literacy rate in the region (55.7% as of
1999) with the government putting strong emphasis on Human Resource

Development in its policy objectives (Economic Survey).
Table 2.1: Leading social and macroeconomic indicators of

India and Bangladesh.
- | India | Bangladesh

Population as of 1999-00 126Millions
Density of population 330 per sq km 867 per sq km
Population growthrateasof 199900 |  18% |  16%
Life expectancy atbirthas of 199900 | 63years |  S9years

Per capita income as of 1999-00 - m
Economic Growth Rate as of 1999-00 m

Current Account Balance as of 1999-00 US $-4984 Mil.
Gross International Reserves as of 1999-00 US $30647Mil. US $1936 Mil.

FDI inflows as of 1999-00 US $2168 Mil.
Total labor force as of 1999-00 431 Mil. m

Source: An Investment Guide to Bangladesh, CPD and Statistical Yearbook of
Bangladesh, BBS; Economic Survey, India.
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denlsnyi ﬂ_f more than 860 people per square kilometer and a population of
126 mﬂhﬂn gT'tjv..ring H:t a rate of 1.6% per annum (as of 1999 data),
Poverty allevm!;:lun 1s the government’s primary objective for
development with special emphasis placed on human resource
development, which aims to raise the literacy rate to 70% by the year
2002 (Whi{:h as of 1999 s _40.1%). The Country’s higher ed’ﬁcatjunal
facilities include 11 public and 32 private universities, 4 engineering
colleges, 13 public and 9 private medical colleges and 20 polytechnic
institutes (BBS). In 1972, the government of newly independent
Bangladesh ideologically committed itself to growth via public
enterprises through the nationalization of all major industries.
Widespread dissatisfaction with the poor performance of the public
enterprises convinced the government that the public sector was unable
to steer the country toward growth and development (Hassan, 1936).
This conviction, along with the need to cut government expenses and
reduce the role of the public sector, shifted the development policy
towards market forces. Thus by the late 1970s the importance of privaie
sectors was recognized and a new Industrial policy was introduced 1n
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Promotion of economic cooperation between Bangladesh and 1ngj, ;
vital importance as far as overall promotion of regional COODeratigy
within South Asia is concerned. These two economies are historical]y
popular as potential “gateways” to South Asia, having one of the peg
port and transit facilities. With a diverse but conformable Cultural
environment and rich natural as well as human resource base, India anq
Bangladesh are two adjacent centers of harvest for potential investors,
traders and toursts.

The political economy view of economic reform

In order to promote the so-called “long awaited” trade cooperation
between India and Bangladesh, it is therefore, important to examine the
sequencing and timing of the process of liberalization through economic

and institutional reforms 1n these two countries. For the convenience of
discussion, the different phases of economic reforms undertaken to
promote liberalization in these two countries will be discussed in the
following section. The section after that will discuss the political

economy view 0f the sequencing of economic reforms undertaken 1n
India and Bangladesh. '

Economic reforms towards liberalization in India and Baugladesh:

During the late 1970s the idea and the process of trade 1ibﬂralizatinn and
introducing increased degree of openness was emerging in the South

Asian region, with India and Bangladesh taking the lead role of this
transition. Dismantling of trade barriers, denationalization and
introducing increased degree of privatization in all sectors, financial
ownersihp reforms, promotion of private sector participation and forelgn
direct investment in strategically selected “thrust sectors” and other

~issues were high on the agenda of political campaigns, institutional
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ts should be liberalized immediately and simultaneousl
(Edwards, 1984). This is the so-called "Big Bang" or rapid or d‘rjalftiz
approach to reform. But when many factors are taken into account. the
speed and the order would not be that simple. One policy measure sh::mld
precede the others. Reform processes are put 1n order or steps. This is
known as "Gradualist Approach" to reform. In the debate about
sequencing of economic reform, it seems unfair to add credibility to the
gradualist approach just because of the simplicity of the Big Bang, While
the supporters of gradualism may point out the failure of Chile's reforms
in the first phase when rapid approach was adopted, those who argue for
rapid approach may show the unsuccessful story of Indonesia's reform
where the proper sequencing did not take place. The process of economic
policy reform in India and Bangladesh can be presented sequentially as it

occurred. Table 3.1.1 will discuss the phases and sequencing of
economic reforms towards greater degree of liberalization that occurred

in India.

Table 3.1.1:  Sequeuce of economic reforms carried out in India.
Sequence of reforms

Reforms

~ | form during 1955-70, the

' During the first phase of trade policy retorm 7 e .
Tp“r:!de nve:rEment adopted the abjective of rapid industrialization with
o " hasis on import substitution of heavy/large scale

] articular €mp _ .. .
Ii:ili'f::r:l]lsa;: Fndu:atrial products with the declaration' of 30U commodities, which

were completely substituted by dnmf:st_it: pmdur.:tinn, and i n;?;e
| liﬁﬂrﬂlizﬂd act of import of raw materials required for enhancihg

domesiic ~roduction.
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To promote export and diversify export base, India adopted extensive
export promotion measutes by establishing a number of organizations
dealing with foreign trade with definite sets of objectives during the

Sixth Five-Year Plan, (1977-82). During this phase of frade policy
reform, the Sixth Plan document emphasized the creation of a stable |

policy environmant (Nambiar, 1977). 1t envisaged maximum attention |
need to be given in removing disadvantages from which the exporters
suffer and obstacles to the expansion capacity for exports and
maintaining adequate links with technological developments abroad.
The Seventh Plan (1982-87) highlighted the. tmportance of service
exports, particularly earning from tourism. Six Free Trade Zones were |
established to ensure increased incentives o expori production. The
| overall reform process during this phase was completed during the
Eighth Five-Year Plan in the early 1990s, which actually was the firs
phase of trade liberalization. The Eighth Fian highlighted deregulated
| measures of export promotion by decontrolled export of over hufidred
itemns, introduction of the Export Processing Zones (EPZs) scheme,
100% Export Oriented Unit (EOU) scheme with duty free enclaves and
simplification of advance licensing system for exporters. In case of
~imports, a large part of administered licensing of imports was replaced
by import entitlements. The fixed exchange rate regime was changed
into a managed floating exchange rate regime. | -
In the third phase of trade policy reform, India announced a five-year
(2002-07) medium term export strategy for the manufacturing séctor to
boost up exports ‘and create a more export-friendly environment. The
process of trade. liberalization in india is exhibited in the chronology of
India’s removal of quantitative restrictions, with a total of 1429
reductions in tariff lines under preferential treatment to SAARC |
countries in 1998. on march 2002, the government of India ended
' virtually all quantitative restrictions on exports in a bid to raise overseas
| sales (Jalan, 1992). The liberalization process- also includes special
incentive features for export promotion and import substitution.
Besides. there has been a significant institutional reforms to promote
trade liberalization and continuous monitoting of trading practices to
ensure sustained growth in trade surplus is also noteworthy. The policy
emphasized, among others, the need for an efiective and responsive
trade defense mechanism to provide protection against unfair trade

ractices.
Source; Sen and Das, 1992, CPD working pape'ré,' Misra and Puri, 1994, Economic

Survey, India, Jalan 1992,

policy

Undoubtedly, the speed and sequencing of economic reforms towards
liberalization in India has been gradual where an order of changes has
been consistently followed. The basic strategy of trade liberalization in
India since its independence was the one, which attempts {0 strengthen
the domestic economy first and introduces outward-orientation as the
next phase. During the first phase of economic reforms, in order [0



T'he reforms in the investment and financi

1al sectors of India were also
gradual keeping compatibility with

strategic concerns of trade policy
reforms. The first phase of investment policy reform of India towards

liberalization preceded trade policy reform. There was, however, a
marked array of restrictions on foreign investment and MNCs applied
during the second phase of reform. These included prohibition of import
of technology, reduction in normal permissible period of agreements and
administrative interference in making decisions regarding foreign
iInvestment in some particular industries. With the introduction of FERA

in 1974, foreign equity participation in non-banking foreign branches and
subsidiaries was also restricted to 40% with a permission requirement

(Swamy, 1994). During the 1990s, a large number of steps were taken to
liberalize the investment regime, that included, among others,

introduction of automatic approval routes for FDI proposals, allowance
of increased foreign equity participation, allowance of trade marks and
brand names and removal of restrictions on transfer of shares. The
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financial sector reform in India took place at a relatively later stage of
economic reforms, when trade and investment policy reforms already

had passed the first and second phases. These included removal of entry
restrictions imposed against foreign banks, partial convertibility of
capital account and partial liberalization of the capital markets to foreign

‘nstitutional investors. Table 3.1.2 discusses the phases and sequencing
of economic reforms towards greater degree of _liberali;aﬁon that

occurred in Bangladesh.

Table 3.12:. Sequence of ecouomic reforms carried out in
Bar lﬂdﬂﬁb. | I

w Sequence of reforms

During the first phase of trade pohcy reforms during 1970s,
Bangladesh had a fairly protected tariff structure, with imports
being restricted and/or prohibited through provision of ‘restricted’

list and/or ‘negative list’, and exports not:being encouraged with
adequate provision: of direct or institutional incentives. The

process of privatization of industries emerged with a major policy
reform towards deregulation (NIP 1982), and with growing
concern of sustained trade deficits, export promotion was an

addressed issue in the mid 1980s. . L L

During the second phase. of trade policy reform,. (during the late
1980s) Bangladesh pursued import- substitution program of
industrialization with emphasis on the local production of final

consumer goods for which a ready market was presumed to exit.
The government rapidly liberalized its trade regime towards a
more open economy with removal of quantitative restnctions on
exports. National Tariff Commission was established 1n November
1992 to examine the various anomalies is custom duty structure.
The tariff commission was established to devise a plan fo
compress the ‘tariff rates further leading to the evolution of a
nominal maximum rate of 50% in 1993-94. Along with. the
program of nationalization of tariffs that continue to limit. or
remove anti export bias, the government started designing many
new incentive schemes and improved the existing wide array ot
export incentives. In case of imports, the “negative list” and
‘restricted list’ were abolished and replaced by one ‘control list’

introduced in July 1988, SO '

Trade pohicy
reforms in
second phase
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uscd. by poultry and dairy
Special attention. Regulator

. In most policy objectives of

s ' of Bangladesh, macroeconomic
Stabilization and liberalization programs tended to be introduced

together. In fact, reforms towards liberalization in trade, investment and
financial regimes were carried out together in early 1980s. Since the
economy did not achieve the preconditions of desirable macroeconomic
stabilization before embarking on financial sector reform, the
stabilization and liberalization programs had to be pushed together. In
the case of trade policy reforms towards liberalization, import
substitution and export promotion policies were adopted together in line
with (among others) privatization of financial institutions, allowance of
up to 100% foreign equity participation, simplification of duty drawback
schemes and introduction of current account convertibility. These were
followed by further reductions in tariff rates, removal of several non-
tariff barriers, establishment of Board of Investment for streamlining
administrative procedures needed for investment approvals, offering
fiscal, institutional and indirect incentives for promoting outward
orientation. Thus, as far as the emqumic I'Efﬂl'ﬂ:lﬂ towards Ii_beraliza.tinn
in Bangladesh is mncm:nﬂd, the rapid approach involved rapid trar:ie:_ qnd
price liberalization, quick movement to current account convertibility,
early adoption of market based monetary controls and simultaneous
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liberalization of the domestic financial systém. Such an approach, ag

argued by Johnston (1997), can be termed as a “Big Bang” approach,
although the speed of reform does not completely resemble to thay
carried out in Chile during early 1970s.

“Proper” sequencing of economic reform in theory

Generally, it is difficult to decide the approach that will prove to be the
oest tor a country. Before adopting reforms, the important factors that

should be taken into account may not be the supremacy of one approach
over the other. Different characteristics of each country in terms of

social, political and economic contexts may be more important issues to
address. However, if there is a need to choose between the two, the costs
and nisks of both approaches have to be considered carefully. As argued

by Johnston (1997), the costs and risks of a gradualist approach can be
low savings, capital flight, lack of monetary control and inefficient
resource allocation. The risks of Big Bang, however, can ‘be market

fallure and instability resulting from inadequate market infrastructure
such as law and regulations. _ |

However, there are many reasons and philosophies supporting both
approaches. in favor of gradualism given by Frenkel (1984), one
argument is that there is a difference in the speed of adjustment between
goods and asset markets. According to the new expectation and
information, asset markets, particularly the financial sector, adjust faster
than goods market (or real sector). So, the reforms should be carried out
gradually by putting the priority in goods maiket in order t0 enable them
to cafch up with the asset markets when they are embarking in reform
process. Another reason, 1 terms of political economics is, gradualism
helps to build general agreement among parties involved in the reforms
process by bringing them into the debate, working through their concerns
and convincing them to accept the changes that will be introduced

(Harwood, 1997). If this consensus is built, it creates the strong base for
a successful reform. _ |

Some of the reasons supporting Big Bang as a reform approach are
summarized in the works of Johnston (1997). At first, as we know, (he
objectivé of financial reform helps to impr_uve: the mnbilizatinn‘ of
financial resources and to achieve greater efficlency in their allocation.
The early adaption of financial liberalization in the reform process could
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Custom unions, reaching preferential trade agreements, establishment of
free trade zones and signing trade contracts with strategic concerns. A
tew examples of reaching such cooperation agreements through
liberalization of policies are NAFTA, SAPTA, ASEAN and APEC.
Developing regional cooperation in trade among countries that belong to
the same region (South Asia, Asia Pacific, North America, and
BENEIUX etc.) has been a very popular concept that emerged during
the 1980s, when countries were opening up their borders to neighbors
and adjacent countries in anticipation of higher gains from international
trade. Evidence shows that in many cases, large and small economics
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have successfully embarked on trade agreements through liberalization
and regional trade agreements on the basis of trade and resource
complementarities (¢.g. Germany and Spain under EU, India and Nepg]
under SAARC etc.), and have harvested mutual benefits from

preferential trade agreements. Bilateral trade, as compared to other forms
of trade cooperation agreements, 15 more intense in nature, [t ‘may Dbe
envisioned as a microform of preferential trade arrangement that may

arise from potential partnership between two adjacent or neighbering
countries within a regional trade agreement (Harwood, 1997).

Whatever the form of trade cooperation may be, 1t cannot be established
without a practice of steady or drastic liberalization of economic policies.
The mantfest objective of steady or drastic liberalization of trade for any
two neighbor countries indicate, in principle, their intentton to trade with
each other. However, in case of forming a “formal” bilateral cooperation,
apart from the speed and sequencing of reforms, other important aspects
of liberalization, namely, the strategy of reform and issue of coherence of
policies during post-reform period deserve special attention. For each
phase of economic reforms, it is therefore, important to note the strategic
direction in which the reform is or will take the economy, and whether or

not coherence of macroeconomic policies is ensured following a package
of reforms. In case of promaoting bilateral trade cooperaton between

India and Bangladesh, all aspects of economic reforms as discussed

above (speed, sequencing, strategy and coherence af policies) are of
concern. From discussions in earlier sections, it is evident that these two

neighbor countries have differed by a greal margin regarding speed and
sequencing of economic reforms. A detailed discussion regarding the
strategy and direction of reforms will be discussed in later sections,

Can furtber liberalization belp?

The answer to this question, whether or not further liberalization can help
In prumﬂﬁng bilateral cooperation in trade between India and
Bangladesh, it requires reference to the extent, or degree of openness that
not only prevails in economic systems of these two neighboring countrnes
but also is conducive to trading with each other. The first issqe, whli.‘:h 15
of the degree of openness, has mostly been explained in earlier sections
of this paper. It 1s obvious from earlier discussions that tfac!e and
investment regime of India is comparatively more IE?tﬂEthE ﬂ;
compared to those of Bangladesh. Going back to the literature¢ G
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sequencing of economic reforms,

approach towards reforms has restricted India fro
borders to greater possibilities. Although India is

reducing its quantitative restrictions continuously

. - " on trﬂdE, thE 14 L
tariff barriers” (NTBs) and several others domestic and state f;;?:zl

Bangladeshi exporters

instruments are being effectively used to restrict
enter Indian markets (Chandra, 1991

obstacles to potential exposr
behavioral science, this is often refe
attitude” towards expatriates: however,
attitude is towards all expatriates or only
of expatriates with a specific identity.

Mﬂfﬂﬂv:er, analyzing the concept of “further liberalization” as an
appropriate  step towards trade cooperation between India and
Bﬂnglacflesh may not be appropriate without Investigating the
compatibility of policy frameworks of these two countries. Both
governments have a similar pattern of policy objective in liberalizing
merchandise trade. Both EXIM policies attempt to lift up the practice of
import substitution, and in case of a commodity or service which has
import demand in one country and export potential in the other, the
strategy of import substitution may disrupt the prospect of trading that
particular commodity or service (given that import of that commodity is
substituted by domestic production, and hence protection devices has
been put for the infant industry). Among such commodities, chemicals

can be regarded as a suitable export item for India having an import
demand in Bangladesh.

India’s import demands are certainly huge, considering the .si.ze and
composition of its economy’s aggregate demand for cﬂmmﬂdltleﬂ and
services, and a relatively small economy like Bangladesh will not have
the export capability to meet the demand of entire Im:!ian economy. Su;:h
capacity constraints are incompatible for developing regional trade

arrangements, when a small country may have the export pqtential, but
not the export capacity to meel entire demand of a relatively huge

market. However, trading arrangements with particular states of I“dli:
that are adjacent to borders of Bangladesh may be a feasible solution.
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that case, the non-tariff barrier imposed by India of making canalizeg
imports of potential through state trading corporations may result ip
distortions in trading practices (Chandra, 1991). To boost up syp.
regional cooperation in trade between India and Bangladesh, the issue of
trading infrastructure needs to be addressed. In fact, the first apg
foremost thrust has to be given to the development of the entire network
of transportation, border storage facilities, telecommunication apgd
banking. There is absence of storage facilities in popular trading borders
like Petra pole so that exporters of Bangladesh need to pay extra
detention charge till they can hand over the consignment to the importers

of India. Such bottlenecks are incompatible for regional cooperation in
trade, and (apart from "further liberalization" issue) need to be resolved.

As discussed earlier, the phasing, sequencing and pacing of the reforms
of taniff liberalization in Bangladesh have been much radical compared
to the reforms carried out by India. The average tariff rates (import
weighted) currently stands at 17.3% in Bangladesh compared to about
25% for India. It interesting to note that the level of Bangladesh’s

import-weighted tariff rates for imports from India, which stood at
12.05% 1n late 1990s, was much lower that Bangladesh’s global Import-

weighted tariff rates for the matched period. This indicates that
rationalization of tariffs on commodities of export interest to India was

done at a relatively faster rate. The issue of non-tariff barriers (NTBs)
encountered by exporters to the Indian markets needs special attention,
as Bangladesh’s business community perceives the NTBs in India to be a
real cause of concern. These NTBs come in the form of canalization,
surcharges, local taxes, ADDs, CVDs, etc. Although it has been agreed
that India will withdraw non-tariff barriers from commodities that have
been offered concessional treatment during the three rounds of the
SAPTA negotiations, from operational point of view such NTBs
continue to remain in practice. Bangladeshi exporters often complain that
there is a lack of transparency as to the applicability of NTBs for
commodities at 8-digits HSS code level and often exporters go through

harassment since, under existing Indian regulations, the decisions making
1s left at the discretion of the customs authorities.

With such extent of incompatibility, it becomes confusing to address the
issue of promoting bilateral trade cooperation between India and
Bangladesh only by "further liberalization" of trade policies. Rather,
along with the extent of liberalization, the direction and strategic factors
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In India there has been a

regulation over the few year last,
on exports. Funding for the
regis*naliﬂn, pﬂ{:k‘ﬂgiﬂg and
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100% export oriented 1ndusirial

| _ Y prepared cigarettes, bank .
atcounts and textiles. Certain products are exempt from the VAT system
(CPD-CASEC Working Paper).

I'he non-tariff barriers of India, which is severe torm of trade restriction
faced by potential exporters, perhaps, need special attention in this
concern. India possesses in a non-tariff barrier policy with discretionary
power given to customs authorities engaged in different borders and
ports. Some specified agricultural commodities are required to. be
imported in canalized form through state trading corporations (EXIM
2002-07). In Bangladesh, non-tariff barriers in practicc are mostly
mandatory licensing requirements from concerned authorities. Imports
are regulated/restricted/banned through import policy order 1999. All
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import items in their original and unprocessed form are banned fo,
export. There is a quarantine restriction imposed on import of [jye
animals and plants and certain other certificates are required for import
of specified commodities. In view of bilateral trade cooperation, both
Bangladesh and India need to find out where trading potentials are high
and harvests mutual benefits. New Delhi’'s amended stance qp

transshipment through Bangladesh may be seen as a positive trend. Byt
more can be thought of to promote bilateral trade cooperation between

India and Bangladesh. Surely Bangladesh will be able to accrue some
financial benefits by ferrying Indian goods to the seven sisters. But it
could be made more appropriate in context of sub-regional cooperation
provided that goods produced in Bangladesh could be exported in the
seven sisters of India. These far-flung Indian states would also benefit
much from this as this would save time and extra-freight costs. Besides,
current export of manufactured cosmetics items of Bangladesh (soaps,
beauty and hair care products etc.) to these states in the north-eastern
region (seven sisters) and West Bengal has been severely taxed by state
surcharges and luxury items taxes. For these local taxes, price
competitiveness of these standardized products reduces that acts as a
disincentive for potential exporters of Bangladesh. These indirect tarnff-
barriers in the form of local taxation should be preferentially waived
considering the positive externalities of trading with Bangladesh to
ensure proper pricing and mutual gains from trading these products.

The popular belief of developing Free trade areas/custom union to
promote sub-regional cooperation between India and Bangladesh also

deserves attention. Still now, the preferential regime has been dominated

by product offer and request lists. It has tended to leave export items of
Bangladesh’s interest outside preferential treatment or led to operational

difficulties as to definition of products at 8-digit HSS code level. Since
India has free trade arrangement with Nepal and Bhutan, Bangladesh 1s

in fact the only other remaining important trading partner in the group.
The issue of zero-tariff access to Indian markets needs to be put high on

the agenda of bilateral economic cooperation. The practice of free trade
area in Europe Union through the provision of increased mar}:et
accessibility has proved to be effective in establishing equitable trading
practices between large economies like France and Germany and small

economies like Portugal and Spain.




state trading corporations. Indian

government in 1991 decanalized import of another 24 items including
natural gas (as a raw material for fertilizer). At present import of 8 items
Including fertilizer falls under canalization (EXIM, 2002-07). While
import of gas has been decanalized, India must change the NTB of
canalized import of fertilizers. That Bangladesh enjoys a comparative
advantage over India in producing and exporting fertilizers should be
recognized and explored by India in view of regional cooperation.

Concluding remarks

The above arguments and facts implicitly may well indicate the
interdependence between the Indian and Bangladesh economy, but
recommendations for the mechanisms for policy cooperation between
these two neighbor countries poses a set of difficult questions. To what

extent should India and Bangladesh design their policies based on South
Asian Sub regional accords or a negotiated consensus may well be one of




132 AIUB Journal of Business and Economics (AJBE), Vol. 1, No. 2. August 2007

the burning issues to be addressed. Moreover, if cooperation beats
Independent policy making by each country, how should cooperation be
implemented and by which means is compliance with the agreements
going to be verified and enforced is yet another query. In order to
analyze the cooperated interaction between India and Bangladesh, we
must explicitly examine the way by which these two countries take into
account the actions of others in deciding on policies.

Proponents of bilateral policy cooperation typically identify two broad
rationales. First of these is that cooperation of macroeconomic policies
can take into account and potentially minimize policy externalities. The
second justification for cooperation is that if national policy-makers
work together, they may be able to achieve larger number of goals with
their available policy instruments than they would achieve by acting
alone. However, in question of equitable cooperation, how much a nation

should sacrifice is another query to address. Nations entering into
regional and/or bilateral cooperation must give up at least some measure

of national sovereignty to implement such agreements. Besides, bilateral
policy cooperation between India and Bangladesh can, if policymakers’
credibility levels are low within their own countries, lead to higher

average inflation rates and distort the stability of macro economy.
Whatever so far has been seen and said, the perception of sub-regional
economic cooperation should absolutely be on the basis of equality. The

conception of sub-regional economic cooperation still looks possible
with some opportunities of benefit. It is working well in several parts of
the globe where industrially developed countries of G-7 are cooperating
with small developing countries like Spain and Portugal. The greatest
output of such a cooperation would not only be the development of the
concerned economies alone but it could contribute substantially to the
proper balance of global trade as a whole.

As far as trade cooperation between India and Bangladesh is concerned,
many major recommendations can be made. Among the
recommendations, priority should be placed on rationalization of tariff
regimes and across the board reduction of tariff rates, rationalization of
local taxes distorting trading practices, unification of customs and other
trading procedures among different local government frameworks (for
India), development of trading infrastructure, removal of certain Non-
tariff barriers inhibiting or discouraging trade between the two countries,
and withdrawal and preferential waiver of QRs on imports. There may be
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