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Abstract

This paper investigates the impact of trade openness on the industrial
productivity and growth in South Asia. Besides, education and training, human
resource and investment, trade openness give rise the industrial productivity in
South Asian Countries. In this study, it is found that the south Asian countries
are not matured to create industrial productivity, trade creation and physical
efficiency as they have plenty of potentiality of resources. Based on cross fixed
effect model which is suitable for an panel data analysis, time series and cross
sectional, this study covers time frame jfor the period of 1980- 2013. Following
pooled least squares and fixed effects estimation techniques, models are
estimated using the fixed effects estimation. Fixed effect is tested through the
sum of sequence of F-Test and chi- square test besides study has observed
correlation among the concerned variables. In this empirical analysis, south
Asian countries are taken in order to oversee into industrial productivity and
growth competition.
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Background

South Asia is economically backward region of the world. The economies of this region
mostly followed protectionist trade policies during their initial phases of development. Since
the world we live in changes every now and then trade openness which is one of the most
controversial hotly discussed and highly debated topics in economics, is supposed to be an
engine of growth. After the implementation of SAARC, overall performance of selected
countries got better. The best and detailed overview of growth theories can be found in
(McCombie & Thirlwall, 1994) from where the authors extracted that the literature of
economic growth and development can be classified with reference to four points of views:
The linear stage growth models, International dependence revolution, structural changes and
the neo-classical free market counter revolution.
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Rostow (1960) arpusd that o country must pass through certain stages of economic
owth 1o roach the status of the present developed countries. These theories emphasized
heow cotenl sveng imvestment and foreign capital inflow were for a nation to proceed along
e hisoncal coonomic growth path. Solow (1957), Hld.s n°8m. and Wheelcr (1980)
clammad the moie of free + open v and pri growth and
develorement. Gromman & Helpman (1990), Itunnuml.kmgcrnﬂﬂl. and Tyler (1981)
specifind and teaed the relabon between exports (proxy fm openness) tnd emnomn:s gromh
for &iffcremt coumnies. The siory of exports and growth originally d on
e correlaton hetween exports (openness) and economic growth.

Emen (19670 Murcles (1968), Kravis {191(!). and !..ucas (1988) dl:wlo'ped lhree
modelh one emphasing phvsical capital and
mmwmm@mhmlmmdﬂnﬂmdmmﬂudmg
Semer capotal accumulanon through learmng-by-doing. This study ulilized the World Bank
dsta Wolfl (1997) extsmated regresses nune different on esti that he
bMdmwwufuﬂlfﬂmMWﬁomlM%fm%
developed and developmg countries. Controlling for initial per capita GDP in 1965 and the
averape mumber of vears of education in 1965, he found that six of the nine measures of
openness arc statrsucally significant in the expected direction.

Doller & Kaary (2004) d that regressi lysis and fi on within. Yy
chanpes in growth rates and chanpes in the volume of trade where volume of trade is used as
3 proxy 40 apemncss. taqw-awablemﬂuyﬁndlsmgmd
the effect of changes in trade and changes in
Fowd As Bud-u mom unl)ud the effect of trade l"bcralmuou on employment in

OECD (Onp Ci iwon and Devel ies. The study
munﬂemhﬂmﬁmlmm&mm1u There is
and the i Sayyid, Muhammad, Sayyid, and Mustafa

(m-O)Mwﬁxﬁum:nmaofmmAMMaudmrsapphedmml
madels, a penc! dats model 1o 2 pancl dataset of India, Pakistan and Bangladesh for the

peniad of 1980 1o 2008, The result revealed the fact that op played an img part in
the economic growth of South Asia dunng the period 1980-2008.
The pr of global has fc d to be petitive region of any part of the

world Ho-rm that 15 mot realized from the single sector endowment. The trade
development and industria] sector productivity could be a part of the desired outcome. South
Asas i region where industnal sector endowments take place if necessary condition belongs
o thas 1s fulfilied creatmg job opp ies through in SAARC is one of the largest
regonal orgsnizauons founded n December 1985 with seven members Nepal, India,
Bangisdcsh, Bhotan, Maldives, Pakistan, nrad Sri Lanka. Afghanistan joined as an eighth
member of SAARC m 2007. The reg i has disti of economic
growth and development. The region is very weak in ind 1 sector perft although
the evidences are shown posiuve relationship in various aspects. Policies of south Asian
coononmues bave gven significance 1o evalupte the effectiveness of perused initiatives
through testng the performance and practices of cach and every individual economy in
miscro-cconomic level With this fuct, observation of region’s linkages to the global economy
through | veness and FDI along with an t of s persi
probiem from differem upn:u 15 also equally an imporant.

But Moinuddin (2013) est d that @ log-linear form of the gravity equation of
international wrade i South Asia using biluteral merchandise expon flows expressed in free
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on board (FOB) terms as the dependent varishle. It was reported that economic size of the
Irading countries apparently plays important role in trade flow. The distance vanable has
appeared as negative. On the other hand, market sre prowies by population for both mding
partners implied absorption effects as dme vanables were hughly sigmficant »th negative
signs. The coefTicient of the variabl rate showed a very low value with opposite
sign. Import-GDP ratio which is a prmy of openness of the economies presented
significantly positive impact. The rest of the variables such as tariff-import ratio and applied
larifT rates of the importing country were statistically sigmficant but had opposite signs

Recently, it is found that openness has expanded the freedom to produce and «

Tabhle 1: Total Regional Trade by Each Member of Seath Asian Countries (in million 1 55)

Year | Afghunistan | Indis | Maldives | Nepal | Pakistsn _Sri Lanks
1 1990 | 8023 22468 45531 | 1134 [ 3 170
1991 327 2389 51948 | 3247 | 11328 | neoT RS
| 1992 ] 4476 30921 TI4.85 368 12438 | soo&7 fLENE]
1993 356 4187 slaes | 3971 108 ) 164 e
1994 2396 52435 | 104419 | 5043 | 1282 | yeia a1
1995 2553 1070.01 | 163608 | 5757 | 1SA33 | 42101 | ssi
1996 | 3382 106326 | 166814 | T0.08 | S8 5512 | &0
1997 | 4285 8624 | 168063 | 8412 | w48 B3I | A
1998 50.15 1279.18 | ITA26 | Wis4 | so7 [NE] 543 72
[ 1999 | 53.13 110672 | 16794 | 9513 | 13373 | <187 546
2000 60.2 1018.96_ | 201533 | 10209 | w922 | 3457 | 9518 |
[2001 | 4725 127997 | 233434 | 10N66 | 9788 | sse— | T7is1
2002 |  79.04 1207.89 [ 283601 | 1155 951 45656 109442
2003 176.61 1579.06 | 410047 | 12813 2624 655 97 41779
2004 | 21628 1B46.64 | 457166 | 14967 | 15009 | 04512 913 91
2005 | 22004 2109.14_[ s61202 | 14361 TR | 1443 | Javsie
2006 | 230.63 237384 [ 603857 | 13187 | 204893 [ [o0nes | 3 a6 88
2007 ] 34417 294088 [ 837587 | 18642 | JSelled | TS0 46 | 333675
2008 521.8 395669 | 8228.7 | 19034 | 380491 | 292573 | 3eei i
2009 | 63577 30175 [ sev094 | 17389 | 2oi ] o 233933
010 $7629 429985 Ti010726] 2003 [ 3extoe | 355773 | 314647
2011 | 65476 551157 [1366309] 23756 | W97 92 | 329039 | 00047
2012 67644 536656 [142a576] 21708 [ 3apon [ ve0ad | 455208
Somu Asia Regional Center (ARIC) International Indicators Datsbase, Asian
fop Bank (ADB) Available at hup://aric, adb.org indicasor pip

Table | possmsmﬂmglona]uudcbymhmmbﬂnfm Asian countries in million
USS. In order to validate the di trade shares among the countries can
buluajyzcdbymemdesullcs. India has high dominance in this region's trade. Small

ies like Afghani Maldives und Nepal have small economies. Companitively, rade
wilhinﬂlengimhlsbem' d. H not have subsequent growth.

It seems that India is stable and competitive in south Asia. Others are also growing their
export and price competitiveness. Bhutan and Maldives are two small economies having less
than a million papulauons doing better purﬁmmm:c llowi propriate wies in south
Asia. Bhutan is having benefit ﬁnm I b fL drop to sell o India
Maldives is developing its Bangl desh is achieving growth through exporting
textiles. But it has di and political probl are issue. Afghanistan and Pakistan are
having ethnic conflicts rather thm e th. Sull their are nsing. Nepal
has natural  disaster and  political inswbility however struggling o stabilize the
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mp of mew itution. Its export trade competitiveness and market access is
Bigh as it has p ial of factor and trade policy implementation. With this
amalysis, 3 country India i the dynamic and competitive economy in south Asia. Nepal has
broad scope of industry development

Table 2: Trade Ratios of South Asivn Countries

1 Afghesiten | Bangledesh | ndia | Srilanka | Maldives | Pakistan
from | 55 | 234 15.1 87 358.7 36.6
(2 | w7 | s53 s47 593 212.6 32.6

Soerve: Wiorkd Bank Economic Indicators, 2014

Table 2 shows trade rabio in south Asian countries. Trade is considered as an engine of
economic growth. Tanff reduction and trade liberalization has significantly depicting the
level of globalization. To fi ies of south Asian countries, trade promotion
policies uchﬁng Free Trade Arca (FI' A), South Asian Free Trade Area (SAFTA) Bay of
Bengal mitiatives for mult 1 1 and ion (BIMSTEC), Power
transformation agreement (PTA) and Project Development Ag (PDA) are required
to be effective trade ratio has been increasing in each country of South Asia. However,
deficnt w wade of each country 1s hagh in amount.

Tabie 3: International Reserves (millions of SDRs) in SAARC Countries

Afghsnistan | Bangisdcsh | India | Srilanks | Maldives | Pakistan
= 02 043 1.44 03 0.02 028
T 421 1142 | 1802 432 0.25 3.42

Soerce: Worid Bank Economic Indicators, 2014

Table 3 possesses imernational reserves (millions of SDRs) in SAARC countries. India
is dominzast country of south Asia region. lts economy is diversified in terms of trade and
commodines traded. Landlocked Nepal has huge trade deficit with India. Bhutan has also
trade deficit with India. Skilled and unskilled labor force of south Asia can play important
role o fulfill the gsp in balence of payment. For example, EU seems one of the one of the
major external parmers to south Asia. Rising trade deficit has effect on depreciation of the
values of its own currency with respect to reserve currencies. Indian currency has depreciated
by 9 umes against the SDR (from 10.1 Rs. 10 953Rs. per SDR) in the last 33 years. This
evidences has shown that foreign goods more expensive 1o its citizens and deteriorated living
standard. Rate of deprecistion of currencies were much higher in all other countries of south
Asia than in Indis except Maldives.

As the global economy is becoming competitive, production of standard goods can
transfer the economics of emerging countries such as India in south Asia and China in Asia.
WTO regulat all p ials in the region. Eaming from export trade
competitiveness czpmds production creating more opportunities. The benefils of openness
for consumers are (oo often overlooked, with atiention ofien falling on the more concentrated
gains or losses felt by producers in specific sectors. Citizens in economies that have become
more open are presented with greater choice in products and services.

In brief, op has ded the freedom to produce and in daily life,

thereby widening the life cbcum and pmspects for ]a.rge numhers of ordinary people.
Therefore openness is related to prod ductivity of industrial sector and the

p
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freedom of the But the scenario of industrial productivity and
emcu:ncy has high oppummty The openncss has not gear up | lrade and industrial sector
growth at desired level. So it is rel ,' the relati p between mtl:npmum
and industrial productivity which is i in the long run f: ing of devels
countries, For this study, SAARC is taken sample and presents model and n.mmcll
calculation of variables.

Research Methodology and Model Use

Regression analysis is done as the nature of data available from the dary source.
Since the regression models is esti d with cross Eud ﬂfmmmﬂyhﬁued
the pooled least squares and fixed effects estimati } Model i using

the fixed effects estimation. Fixed effect is tested th :be sum of seq of F-Test and
chi- square test besides study has observed norrehuou among the concerned variables. The

dard Cobb-Dougl ion function based on endogenous growth theory of (Locus
1998) can be hludlvspeclfythemodell‘ormﬂmpmu! analysis. Dijkstra (2000) stated that
dynamie effects of trade liberalization are principally related to manufacturing sector. Firms
can be benefited from larger market created by trade liberalization. For this study, production
function is specified.

Yinds= A(t)F[K(t), L(t)] EECERTAEAR | |
Where, Yinds = measure of industrial productivity
Equation 1 shows that, A(t) technological is Hicks | that affects both
capital and labor alike and is measured by the hsghcreduum level.
In the extensive form,
Yind.pro = f{Op Human R Education and
Training,1 Inflation) enena (2)

In Logarithmic form the equation can be expressed as:
Layind.pro; = [+ B; Lnopenness;, + f; LnhumanRes. .+ By Loedu.train. -+ B

Lnlnvest.i+ s Lninfla.,+ U, IR !
Hence, it considers the properties of OLS
So,
Layind.pro,= P+ Py (X) i + Uy e
Where,

(X) i is an independent variable

Lnyind.pro.,; = Log of Industrial productivity value added 1o percentage of GDP
Lnopenness,= open k and open ¢ as the database

Lohum.res., = % of population aging between 15-64 years

Lnedu.train. = gross enrollment ration — primary, secondary and tertiary education
Lnlnvest, =  gross fixed capital formation

Lninfla, = approximated from annual growth rate of GDP deflator
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Asia with low performance. Hence, it is necessary to increase the efficiency of labor to
realize higher level of productivity.

Table no. & Individual Countries Averages (1980-2013)

Industrisl = = -
Homan | . o .. T P
Country | p ¥ R (nominal) (Real) |and Training

2398645 | 20.72684 | 57.38744 | 7.206161 | 29.76485 28.99 36.47949
3186637 | 4429259 |57.49014 | 6.710903 | 87.84857 | 73.086 302264 |
2683371 | 24.82684 | 60.74785 | 7.496483 | 2685324 09441 | 43.04956
1744875 | 19.8848] | 5581944 | 8984152 | 44.69706 04118 | 36.03672

i 2538399 1636 55.19878 | 9.78137 | 3025118 | 32.33118 | 2553615 |
Lanka 2782737 | 25.01754 | 64.48093 | 10.6783 | 69.76676 | 66.32294 | 80.20163

Source: WDL 2014

o | fpa

Tablc & shows the country wise averages of South Asia. Bhutan is highest in an industrial
ivity, i Similarly, Sri Lanka is highest in human resource and education
mﬁmlﬂammmghmmhummuand education and training. Nepal
has low industrial productivity. Pakistan has low i and equal ges in human
resources. Similarly, Nepal has low average in education and training. In south Asia, average
rate of inflation in Nepal, Srilanka and Pakistan is very high. Therefore, most of the
developing countries need to improve in human resource development which can boost up
the industrial productivity as SAARC has a high mass of resources.

Table 9: Regression Analysis

C 9022 9.52
Lalnvest, 0.05 0.08*
| Lnopenness k. D23eee
| Laopenness €. 0.22888
Lobum.res, ERTLD 323
:Lﬂdﬂ-m- 0.42%ee 0.45%**
[ Loinfla., 001 0.001
R;Equlm =087 R-Squarc=0.86
T Adj R-Square=0.86 Adj R-Square=0.85
Sutistical Criteria |5 ¢ p_p 09 SER-009
F=125.98 F=116.79

Note: The dependent variable is the share of industrial output as a ratio of
GDP. (***),(**)and (*) shows | percent, 5 percent and 10 percent level of
significance respectively. Standard errors are based on White cross section
robust standard errors.

Table 9 reports that the trade openness has a positive impact on industrial productivity
and growth. Higher the productivity, higher will be the foreign trade therefore South Asian
developing countries should develop industrial efficiency and the result of R squire is higher
and fitted to the suitable model. Likewise F test also has supported the model which is
statistically significant at a | percent level and applied models are efficient. Hasuman test has

approached to fixed effect. In this analysis, there is no significance correlation among the

variables but some are correlated.
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To conclude, trade openness has significant impact on the industrial productivity and
growth positively and enhancing industrial productivity which has value added in the GDP of
South Asian selected countries. Some south Asian countries are more open and some are
closed e.g. Eﬁmllcn isan :mpoﬁant means lo increase an efficiency of human resource for
the industrial productivity through the in Human resource shall be strengthened.
I in in defiantly i the industrial productivity and growth contributing
to the GDP. Human Resource efficiency is low to increase the productivity of industries.
Therefore in order to mcmse the efficiency of human resource of South Asian countries,
more skill develop is required. Inflation has no positive impact on industrial
pmducnvny but positive value |mpl|es increase in rate of capital formation and industrial

vity. Hence op has significant effect on industrial deucuvuy Based on this
pap:r, it is to be suggested that the SAARC ies should integ bil | and

multilateral relation to realize the outcome of industrial productivity.
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