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Abstract: This paper analyzes the impact of Trade policy on Value
Chains measured through value added content in the form of
intermediates. Panel data model is applied on dataset ranging from the
time period 1994-2017 for selected South Asian economies. Data for
policy variables is extracted from UN Commaodity Trade Database (UN
COMTRADE), World Development Indicators (WDI) while for non-
policy variables is taken from World Governance Indicators (WGI).
Findings show that trade policy variable i.e. tariff tax on primary
intermediate products affects significantly negative to the trade of
intermediates which predicts that these tariffs restrict connectivity
through value chains.
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1. Introduction

Interactions through integration among economies is growing in recent
decades. Due to advanced technology, reduce costs of transportation, more
open economies and information & communication revolution production
process of a final product are fragmented across national economies.
Production of parts and components has been unbundled. So, intermediate
goods before final assembling cross borders many times and then sold as a
final product. Activities as design, processing, marketing, product
shipment, sale activities and a lot more to produce a final product called
value chains. So, Global Value Chain (GVC) includes all these sequential
activities to produce a final product or simply include trade in intermediate
goods and services involving more than one country (UNCTAD, 2013).
“The value chain includes all the activities that firms and companies
perform to make a final product. This includes activities such as innovative
work (R&D), outline, creation, advertising, circulation and sale services.
The activities that includes value chain could be within a firm or among
different firms” (Gereffi & Stark, 2016).

GVC plays a key role in increased connectivity between countries and the
activity of producing commaodities in order to take part in value chain across
the border. Value chain activities include intermediate inputs and raw
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material and new values chains are evolving between developing countries
for improving their economies and connectivity among nations.
Connectivity among trading countries reduces the trade costs to reap
benefits from involving in these chains globally. (Pomfret & Sourdin,
2014). Before Porter’s model Hopkins & Wallerstien (1977) gave the idea
of ‘Commodity chains’. The basic idea was tracing out possible sets of
inputs and changes that gave us “ultimate consumables” (Miroudot & De
Backer, 2013). The idea was presented by Michael Porter in 1985. In 2000
anew terminology “Global value Chain” was introduced analyzing trade as
value added chain (Gereffi, Humphrey, Kaplinsky, & Sturgeon, 2001).
Global value chain trade is increasing much more faster than final goods
trade, which exhibits that focusing more on  specialization and
fragmentation are the main features of integration (Feenstra, 1998; Yeats,
1999; Hummels, Ishii & Yi, 2001).Before 1980’s countries only trade of
final products, after that trading intermediate products was initiated. As per
the estimates of (UNCTAD, 2013), World trade includes 60% of Global
value chain trade which includes trade in intermediates.

1.1: Determinants of GVC

Factors both policy and non-policy influence integration in GVC. Factors
such as distance between trading partners, size of the market, as well as
factors such as trade openness, foreign direct investment, tariffs and
logistics are key factors to determine GVC. GVC engagement has effects
on determinants as technology, human capital and institutions. Further,
technology and knowledge transfers were affected by GVC in two ways
(World trade report, 2014). Firstly, knowledge transfers in the exchange of
goods. Secondly, technology transfers if foreign firms invest in the
domestic economy. Taxes on international trade play an important role. As
more taxes brings less trade between trading partners and vice versa. More
taxes on trade or tariffs impede engagement in GVC. Liberalization of trade
in services could be helpful to facilitate engagement in GVC. Domestic
policy factors also effect GVC engagement as, deregulation and law
enforcement. Higher trade costs were associated with fewer chances to
engage in international trade and GVC. Expansion of GVC in the last two
decades was associated with reduce trade costs (Moisé, & Le Bris, 2013).
Regional trade agreements (RTAS) are also drivers of GVC. RTAs are
helpful in expanding exports in value chains. Preferential trade agreements
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(PTAs) along with tariff incentives and infrastructure related costs also
determine GVC participation (Bhattacharya & Moazzem, 2013).

1.2: Trade policies of South Asian Region

India has the largest economy among its regional trading partners. India
performs well in value added as well as other indicators to development
mentioned below in this study. India doesn’t have a fixed trade policy with
Bangladesh, an economy with relatively low GDP and growth rate. So, can
import and export goods from India. Poor governance and infrastructure of
some countries has affected regional cooperation among these countries.
This region lags behind other regions when we talk about performance in
exports. There is continuous decrease in exports of this region (Athukorala,
2011). In 2014, South Asia has export growth close to almost zero®.Trade
policies of South Asian economies should address the issues of political
disturbances, macroeconomic instability, more focus on agriculture sector,
and quality of exports, energy shortages, more growth and foreign direct
investment. Despite differences in geographical locations of South Asian
economies their trade policies tend to effect in similar ways as:

e South Asian economies have restrictive trade policies so have poor
performance in international trade. (Bandara, Jayatillak &
Mcgillivray, 1998)

e Interventionist policies have worse effects on the Agriculture,
Manufacturing and livestock sectors as these policies are
implemented heavily against these sectors. Also, exchange rate
overvaluation as a result of manufacturing protections hurts primary
export industries. (World Bank report, 2004)

e The countries are among the least open of the world economies and
trade liberalization programs have been flow in south Asian
economies. Trade structure among the south Asian economies is not
facilitating the enhancements in regional trade. (Pitigala, 2005)

e The region lags behind other regions when we talk about integration
in trade. (Taneja, 2006)

e There is continuous decrease in exports of this region (Athukorala,
2011)

1.3: Objective

! World Bank Report, 2014
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e To investigate relationship between Trade policy measures and
Trade value addition content for selected South Asian nations.

1.4: Hypotheses
The alternative hypotheses are as follows:
H, : There exists a significant relationship between trade policy factors and
Trade in intermediates.
2: Literature Review
Global value chain literature has focused on various dimensions of GVC.
The huge amount of literature on GVC make up many arguments about the
role of trade policy factors and non-policy factors determine participation
in value chains. The studies include developing as well as developed
countries which offers a broader analysis of value chains. These studies
help in understanding whether domestic or foreign factors are important
when we talk about participation in value chains.
Blanchard et al., (2017) analyzed the impact of trade policy indicators on
value added content, emerging a new approach of value added associated
with GVC. The study examined data of 14 countries for the period 0f1995-
2009 of value addition and other determinants. Value added data was
collected from World Input Output Database (WIOD). Data of tariffs and
other variables were collected from World Development Indicators (WDI).
Findings of the study reveal that GVC affect trade policies in many
perspectives and were important in shaping trade policies. The study also
shows negative correlation between tariffs and participation in value chains.
It concluded with that more participation in GVC will reduce the tariff rates.
Slany (2016) examined the role of trade policies affecting regional value
chains (RVCs) in Africa. Literature stated that trade cost play a significant
role in engagement of RVCs. Hypothesis to be tested stated the effect of
trade policy measures on participation in regional value chains and whether
these factors facilitate value chains trade or not. He analyzed panel data of
37 African countries from 2006-2012. The study make use of input-output
tables collected from United Nations Conference on Trade and
Development (UNCTAD) database to analyze factors affecting RVCs in
Africa. The authors suggested different factors for driving GVC and RVCs
participation.
Pomfret and Sourdin (2014) analyzed the factors which were helpful for
economies in GVC engagement. The study identified the regions non
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participation in value chains along with the factors responsible for this non-
participation. The study exhibits that the costs of doing business were very
high in these economies and the governments were not taking measures to
minimize the costs. They also identified other barriers of non-participation
in value chains.

Brunner (2013) tried to find out the role of GVC in development of South
Asian economies. Methodology includes product studies. Analyzing a
product by tracing value added and non-value added content at each stage
of production. The paper also analyses issues related to trade and
development of these economies. It concludes that engaging in GVC leads
to more development and prosperity. Also, South Asian economies should
improve their infrastructure and logistics along with investment in GVC.
Boileau and sydor (2011) analyzed factors effecting engagement in GVC
and the blockades to their engagements focusing on firms of Canada.
Findings reveal that services trade rose faster than goods trade. Analysis
was done by using survey data from innovation and business strategies
(SIBS) and then contrasting the results of Canadian firms with European
Union (EU). The results identified some pull factors to attract value chain
activities were low costs, access to new markets and access to skills while
push factors include taxes were of less important.

Dedrick et al., (2010) attempted to answer the question of who get
benefited from innovations in GVC by analyzing specific products of
different industries. Methodology includes value chain analysis of
respective products by looking at value gained by supplier. They
demonstrated a method for estimating the value gained by companies in the
supply chains. Face difficulty in the quest to find data of related variables.
Firm level gross profits data were taken from annual reports. Market power
can be captured through gross margins. Costs were obtained by looking at
financial reports of companies. Results were analyzed from perspective of
‘Profiting from innovation’ model. Products were assembled in China but
Chinese firms could not get a lot from value chains. Taiwan was the major
supplier so got most of the value added content.

Gereffi et al., (2005) focused on changing nature for GVVC structure. They
developed a design for better understanding of GVC structure. The article
analyzed three variables describing how Global value chain was governed,;
complexity of transactions, codifying transactions and capabilities in
supply chains. Typology of governance structure includes hierarchy,
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captive, relational, modular and market. Case studies of bicycle, apparel,
and horticulture and electronics industry briefly explain the nature of
governance structure. Governance structures were not static.

Humphrey and Schmitz (2002) investigated the effect of GVC
participation on improvement of industrial clusters. Their investigation
surrounds these questions; how GVC participation affects industrial
clusters? And the extent of domestic improvement or upgrading strategies
where producers work in GVC? They emphasized for improvement of
clusters the role of inter-firm collaboration and domestic institutes were
very important. They argued that for value chains upgrading play an
important role as the world becomes more competitive. For this governance
can play a vital role in upgrading. They discussed types of upgrading. The
affect can vary depends upon assembling of value chains as well as on the
type of upgrading. The paper stated that these clusters were interjected in
value chains in distinct ways and the outcome can be in favor of
improvement of domestic efforts or cannot be.

3: Theoretical Background:

Jones and kierzkowski, (1990) presented initial theory of fragmentation
followed by trade in intermediate commodities (Feenstra & Hanson 1996b,
Campa & Goldberg, 1997 and Yeats 1998). All this leads to unbundling
(Baldwin, 2006) and trade in tasks (Grossman & Rossi-hansberg, 2008a).
Framework of contract theory which was associated with sociologists
approach to GVC (Antras & Helpman, 2004).

3.1 First Unbundling

Trade across borders begins to increase in the start of 19" century, with
improved transport system, increasing trade beyond boundaries of nations.
The economies of scale from mass logistics further lowers transport costs.
Decrease in trade costs brings more trade volume of intermediate goods
(Shiozawa, 2007).So, consumption and production points were unbundled,
and goods travelled around the world searching for higher profits.
International trade results in increased customers and enhanced production.
3.2 Second Unbundling

Improved technology in the late 1980’s further enhanced international
trade. High speed communication and networks along with internet, it
becomes easier, time saving and cheap to coordinate production units in
different locations. The technological unbundling of production activities
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has accelerated. With some segments relocated across borders to exploit the
cost differentials of production factors in various countries. The key to high
productivity was trade in tasks which includes specialization in specific
tasks to increase competition. So, partition of workers brings together in
various stages because different tasks must be performed together to
produce a homogenous product.

3.3 Intra Industry Trade

A country trading similar kind of goods and services with other nations
called intra industry trade. For example, USA exports computer to Italy and
then imports computers from china. The concept of intra industry trade was
developed by Peter Verdoorn and Bela Balassa in their study on increased
trade flows among European Union economies. After that Grubel and
Lyold (1975) gave attention to the idea of intra industry trade and developed
an index used to measure it. Index ranges from 0 to 1, called Grubel Lyold
(GL) index. The more the index close to 1 indicating higher intra industry
trade while when approaching 0 indicates lesser intra industry trade.
Researches exhibit high GL index for more open economies. (OECD, 2002)
3.4 New Trade Theory and New New Trade Theory

New trade theory introduced by Krugman in 1970’s and 80’s gave attention
to increasing return to scale rather than constant returns and network
effects. According to new trade theory firms could achieve dominancy
when they enter earlier in the market because of economies of scale. So,
few firms compete in the market leading to monopolistic competition.
Helpman and Krugman further generalized new trade theory in 1985.New
New Trade Theory (NNTT) stresses on the importance of intermediate
goods in world trade. Theory emphasis the growing importance of firms
rather than sectors in the same industry of the same economy. NNTT
assumed monopolistic competition and increasing returns to scale in the
market.
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In figure 1, schematic expression of policy variables with the trade in
intermediates is given. The blue shaded arrows represent positive impact of
variables while the red shaded arrow shows negative impact on the value
added content trade as deduced from the past literature. Tariffs on
intermediate products and trade costs have negative impacts on their trade
shown by Slany, (2016). Logistics performance variable is used here for the
control of business environment positively affects trade value as in existing
literature (Slany, 2016 and Kowalski, 2015). Foreign direct investment and
GDP positively affect trade value (Kowalski, 2015).

4: Data and Research Methodology

This study examines the effect of policy as well as non-policy variables on
trade value acquired by economies by engaging in GVC. As literature
proved that participation of countries in value chains bring value this was
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affected by policy as well as non-policy factors. More participation in GVC
brings more value to the economy so trade value also influenced by these
factors.
4.1 Data Collection
The data is collected for selected South Asian economies for the time period
of 1994-2019. Data includes policy as well as non-policy factors. Data for
trade value is taken from UN COMTRADE Statistics database for SITC
revision 3 including all commodities. Data of tariffs on intermediate goods
and other variables as trade costs and FDI is collected from World
Development Indicators (WDI). Government Effectiveness, Rule of law,
Control of corruption and Political stability were taken from World
Governance Indicators (WGI). Gross domestic product (GDP), logistics
performance index and bound rate data are collected from World
Development Indicators (WDI). Panel Data methodology including
descriptive analysis of variables and analysis of ordinary least square,
random effect and fixed effect models has been used applied.
4.2 Model Estimates
In order to analyze the role of trade policy factors and non-policy factors
the following model is estimated. Considering that the model have linear
unobseved effects model for i observations and T time periods:

LnTva; = a; + p1InTariffs; + p,InFDI;+p3;InTrdcost;,

+ BulnLlogind; + BsInGDP; + €4

For, i=1,....... N and t=1,........ T
Where, Tva;; is the dependent variable defined as trade value acquired by
economies when engaged in GVC. It is defined as trade value of re-exports
and re-imports is derived as the average of the trade value in all
commaodities of SITC revision 3. Values are in current U.S. dollars.
Tariffs;; represents taxes imposed on intermediates is policy variable
taken for the analysis. Simple mean applied tariff is the unweighted average
of effectively applied rates for intermediate products subject to tariffs
calculated for all traded goods. Data are classified using the Harmonized
System of trade at the six- or eight-digit level. Tariff line data were matched
to Standard International Trade Classification (SITC) revision 3 codes to
define commodity groups. Effectively applied tariff rates at the six- and
eight-digit product level are averaged for products in each commodity
group. When the effectively applied rate is unavailable, the most favored
nation rate is used instead. To the extent possible, specific rates have been
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converted to their ad valorem equivalent rates and have been included in
the calculation of simple mean tariffs. Primary products are commodities
classified in SITC revision 3 sections 0-3 plus division 68 (nonferrous
metals).

GDP;;is the gross domestic product or output of South Asian economies
taken as a non-policy factor affecting GVC of country i in time period t.
Current GDP is gross domestic product which represents the sum of all the
output produced by all residents in the economy plus any product taxes and
minus any subsidies not included in the value of the products.. Data are in
current US dollars. While FDI;; is net foreign direct investment on primary
products of country i in time period t. It includes direct investment by the
foreigners, taken in current US dollars for the study.

Trdcost;.are the cost imposed on trade of intermediates in coutry i at time
period t. While cost of trade is the border compliance which captures the
time and cost associated with compliance with the economy’s customs
regulations and with regulations relating to other inspections that are
mandatory in order for the shipment to cross the economy’s border, as well
as the time and cost for handling that takes place at its port or border. The
time and cost for this segment include time and cost for customs clearance
and inspection procedures conducted by other government agencies.
While logind;; is the logistics performance and communication and
technology of country i in time period t. Logistics Performance Index (LPI)
indicates performance of a country by calculating average of six key
dimensions. These include efficiency of transport system, quality of
transport related infrastructure, and shipping of goods, quality of logistic
services, to track consignments and on time delivery of goods. The index
has value ranges from 1 to 5; highest value indicates better performance in
logistics. The measure shows how goods are efficiently and easily traded,
having positive effect on trade value according to literature.

4.2.1. Descriptive Analysis

Descriptive analysis includes analyzing the trend and behavior of variables
under descriptive analysis for selected South Asian economies. Data is
taken from world Development Indicators (WDI), World Governance
Indicators (WGI) and from United Nations Commodities Trade Statistics
(UN COMTRDADE) database for the time period 1994-2017, data for
some of the variables is for 1996-2017. India is the largest economy in
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South Asian region while Nepal is the smallest. Remaining economies
include Pakistan, Afghanistan, Maldives, and Nepal lies in between these
two. India is the largest exporter among the region, Pakistan is second
largest and Nepal is the smallest exporter.

4.2.2 Intermediates Trade (Trade Values Content)

Intermediates Trade is measured through the variable titled Trade values
collected from Standard International Trade Classification (SITC) revision
3 codes which is composed of re-exports and re-imports of primary
products (intermediates referring to the variable GVC)). Both the
economies (Pakistan and Srilanka) have trade in intermediates within the
region with India, Bangladesh, Maldives, Afghanistan and Nepal. All the
re-imports and re-exports data of primary products is averaged to get a
single value in each year and reported in current US dollars. Figure 2
exhibits Sri Lanka is performing better than Pakistan in trade value acquired
by the economies by engaging in value chains. But in some years Pakistan
is performing better.

Figure 2: Intermediates Trade
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Source: Author’s own using UN COMTRADE Database
4.2.3: Tariffs (Primary Products)
Simple mean applied tariff is the unweighted average of effectively applied
rates for intermediate products subject to tariffs calculated for all traded
goods. Tariff line data were matched to Standard International Trade
Classification (SITC) revision 3 codes to define commodity groups.
Primary products are commodities classified in SITC revision 3 sections.
Simple mean tariffs on primary products are higher for Pakistan in almost
year chosen for the analysis. Sri Lanka is having fewer tariffs on trade of
primary products encouraging more trade and investment.
Figure 3: Tariffs on Primary Products
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4.2.4: Trade Costs

These are border compliance costs which measures the time and cost
associated with cross border activities (inspection costs, shipment costs and
time and costs associated with handling, clearance costs is also included).
Data is in current US dollars. In 2013 and 2014 trade costs are higher for
Pakistan than for Sri Lanka. In all other years when the data is available for
trade costs, the costs are higher for Sri Lanka rather than Pakistan. For the
recent year’s trade costs data is not available.

Figure 4: Trade Costs
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4.2.5: Foreign Direct Investment

It includes investment from Primary Products by foreign and domestic
residents along with liabilities and asset transfers; it is net FDI by residents
and non-residents. Data is in current US dollars. Sri Lanka is having lesser
FDI on primary products than Pakistan, as the country involves less in
primary products trade. Throughout the time period Pakistan is doing well
in FDI on primary products.
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Figure 5: Foreign Direct Investment (Primary Products)

4E+09

2409 +———— — — e . — M srilanka

pakistan
0 'hv—v—ﬂ—ﬂ—r'—r'—r'—ﬂ—ﬂ—ﬂ—r'—r.—r.—rl—r.—r.—r.—rl—rl—rl—rl—vl—v—\

1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Source: World Development Indicators

4.2.6: Bound Rate (Primary Products)

The maximum rate of a tariff a country can impose on a commaodity by the
imported country, each country chooses a maximum rate of tariff on certain
commaodities. The rate varies across countries and commodities and they
are not allowed to increase the bound rate they have imposed. So, the
permissible level of tariffs a country can impose is known as bound rate.
Light shaded bars indicates bound rate of Pakistan while dark shaded for
Sri Lanka. Figure 6 exhibits higher bound rate for Pakistan than for Sri
Lanka. So, Pakistan is having higher bound rate of tariff on commodities,
involving less in international trade.

Figure 6: Bound Rate
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4.2.7: Gross Domestic Product

Gross domestic product (GDP) is the total output by the producers of the
economy including taxes and excluding the subsidies. While measuring
GDP depletion of natural resources and depreciation in assets are not
excluded. In the figure 7 given below Pakistan’s GDP is higher than Sri
Lanka in all the years chosen for the analysis. So, output by the producers
in Pakistan is much higher than Sri Lanka.

Figure 7: Gross Domestic Product
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4.2.8: Logistics Performance Index

Logistics performance index (LPI) evaluates quality of trade and other
infrastructure, index ranges from 1 to 5. Countries attain a value of 1 have
poor trade quality and transport related infrastructure while a value of 5
shows best performance in trade and infrastructure quality. Index is
measured through surveys which evaluate eight markets; the markets are
chosen based on the most important export and import markets of the
respondent's country, random selection, and, for landlocked countries,
neighboring countries that connect them with international markets. Values
for LPI are missing for most of the time period. Data on LPI is available
from 2008 and onwards exhibiting LPI values for both of the selected South
Asian economies. Both the countries are having LPI values not more than
3. Pakistan is performing somehow well than Sri Lanka.

Figure 8: Logistics Performance Index

3
2 I —
M sri lanka
1 1 pakistan
0 T T T T T T T T T T T T T T T T T T T T T T T T 1
199419961998200020022004200620082010201220142016

Source: World Development Indicators

5: Extended Analysis

It includes graphical analysis of different regions by looking at trade value
of regions. The analysis shows trends in trade value and free trade
agreements for different time period of 2011-2017.
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5.1: Total Intermediates Trade
South Asian economies were unable to integrate regionally and around the
globe. South Asia involve lesser in trade as well as GVC when compared
to other regions of the globe. Although, the region has ability to integrate
in international trade, investment and production (Tewari, 2008). Reasons
for least integration of South Asian region are (Ahmed &Ghani, 2007)

e Poor connectivity

e Cross border conflicts

e Security concerns
Table 1: South Asia Total Intermediates Trade (million $)
comparison with Sub Regions

Total Total Total
Years Intermediates Intermediates Intermediates
Trade Trade Trade
(South Asia) (East Asia And (Middle East
Pacific) Asia And North
Africa)
2012 41054.80 2952285.97 601151.97
2013 43214.75 3053416.05 608762.63
2014 50731.37 3059010.94 599918.93
2015 47111.48 2892754.33 530553.23
2016 46751.57 2768509.83 514971.24

Source: Asian Regional Integration Centre (ARIC) Database

It can be seen from the Table above that South Asia is not doing well in
intermediates trade compared to sub regions. As East Asia and South East
Asia are doing well in total trade in intermediates. | have compared total
intermediates trade of these three regions for recent time periods. Data
shows least total intermediate trade by South Asian region.

5.2: Quality of Port Infrastructure

The Quality of Port Infrastructure represents a country's port services, data
ranges from 1(poor services of ports) to 7(excellent services of ports).
South Asian region lags behind other regions in quality of port
infrastructure, showing poor performance among other regions of the globe.
Table 2 South Asia Quality of Port Infrastructure (Qol)
comparison with Sub Regions

15
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Qol Qol Qol
Years (South Asia) | (East Asiaand | (Middle East
Pacific) Asia and North
Africa)
2012 3.86 4.65 4.53
2013 3.55 4.43 4.48
2014 3.43 4.36 4.36
2015 3.25 4.41 451
2016 3.26 4.41 4.52
2017 3.38 4.44 4.43

Source: World Development Indicators

5.3: Logistics Performance Index

Logistics performance index (LPI) evaluates quality of trade and other
infrastructure, index range from 1 to 5. Countries attain a value of 1 have
poor trade quality and transport related infrastructure while a value of 5
shows best performance in trade and infrastructure quality.

Table3  South Asia Logistics Performance Index (LPI)
comparison with Sub Regions

LPI LPI LPI
Years (South (East Asia and (Middle East Asia and
Asia) Pacific) North Africa)
2012 2.38 3.03 2.88
2014 2.33 3.15 2.78
2016 2.44 3.01 2.89

Source: World Development Indicators

It can be seen from the table above that South Asia is not doing well in
Logistics Performance Index compared to sub regions. The South Asian
region ranks low in comparison to East Asia and competitor countries in
Middle East Asia and North Africa (Ahmed, Suleri and Javed, 2015).

5.4: Free Trade Agreements

No such initiatives were taken before 1990°s which can help the region to
integrate more in trade. After that several attempts were made by South
Asian Association for Regional Cooperation (SAARC) which can help
South Asia to boost integration. Agreements include South Asian
Preferential Trade Agreements (SAPTA), South Asia Free Trade
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Agreement (SAFTA) and SAARC Agreement on Trade in Services

(SATIS).
Table 4: Free Trade Agreements 2016
Framew | Negotiati | Signed Signed Total
ork ons but Not | and Agreeme
Country | Agreeme | Signed implemen | Implemen | nts
nt signed ted ted
Afghanis 0 0 0 2 2
tan
Banglade 0 2 1 3 6
sh
India 1 14 0 12 26
Maldives 0 1 3 1 5
Pakistan 0 6 2 9 17

Source: Asian Regional Integration Centre (ARIC) Database

South Asia could participate more in trade across the region by reducing
tariff rates among trading partners of the region. Along with improvement
in infrastructure, trade facilitation services such as shipment services and
port services are also important. Pakistan, Sri Lanka, India and Bangladesh
can participate in GVC by reducing barriers to trade.
6. Results and Discussions
The section of the study interprets and describes the detail discussion about
the obtained results and significance of the variables. Below is given the
detailed descriptive and empirical analysis.

5: Unit Root Test
Levin—-Lin—Chu test, Harris—Tzavalistest, Im—Pesaran—Shin test, and
Fisher-type tests all have been applied to check the stationarity of the
variables. Im—Pesaran—Shin and Fisher-type tests are commonly used for
unbalanced panel datasets. Unit root includes both cross sections and time
trends in the model of the data-generating process in the panel data.
Table 5: Unit Root Test Results

Variables Order of integration

Ln-tariffs 2" difference
Ln-fdi 2" difference

Ln-trdcost 1" difference
Ln-gdp 24 difference
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lst difference

1" Difference

Ln-logind
Ln-tariffs

Source: Author’s own calculations

6.1  Ordinary Least Square (OLS) Regression

To evaluate this panel data study of South Asian economies first of all
applied the Ordinary Least Square (OLS) regression for obtaining the initial
results of the study. Evaluating the coefficients of the variables, for the
impact incidence we obtain the estimates of the respective variables over
the Trade value in the South Asian countries (Sri Lanka and Pakistan).
Table 6 given below shows the results of OLS regression.

Table 6: OLS Results

OLS Model Fixed Effect Model Random Effect Model

Variables | Coefficien | Probabilit | Coefficients | Probabi | Coefficients Proba
ts y lity bility

Ln-tariffs | -6.664721 0.780 -2.98813 0.882 -6.664721 0.780
Ln-fdi 1.677434 0.254 .8059417 0.737 1.677434 0.254
Ln-trdcost | -1.471941 0.284 -1.45532 0.357 -1.471941 0.284
Ln-gdp 5265125 0.785 5.265144 0.925 5265125 0.785
Ln-logind | 1.452651 0.506 .2288147 0.351 1.452651 0.506

Source: Author’s own calculations

6.2: Fixed Effects

Least square dummy variables (LSDV) allow in explaining fixed effects
more efficiently. The model has a benefit as it controls all the time invariant
variables that cannot be included in the model or omitted so the coefficients
of fixed effects are not biased. In fixed effect model, the effects of
regressors captured by differences in countries. LSDV allows to add
dummies for each country hence controlling for unobserved heterogeneity.
Each dummy represents their respective countries by capturing their effect.
6.3: Random effects

Random effects say error term is not correlated with the Regressors. It
allows using time invariant variables in the model. The difference between
fixed and random effect is whether the unobserved individual effects
include errors that are correlated with the Regressors in the model (Green,
2008).
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6.4: Estimation Hausman Test

To decide between fixed or random affects Hausman test is used where the

null hypothesis states that Regressors are not correlated with error term or

random effects. Below is given the Table showing the results using this test.
Table 7: Hausman Test Results

Variables Fixed(A) | Random(B) | Difference (A-B)
Ln-tariffs -2.9881 -6.6647 2.7616
Ln-fdi .8059 1.6774 .8604
Ln-trdcost -1.4553 -1.4719 4193
Ln-gdp 5.2651 5265 1.2239
Ln-logind .2288 1.4526 5.7623

Source: Author’s own calculations
Prob>chi2= 0.962
When we calculate Hausman test our results of chi squire test is above 5 %
so we accept null hypothesis and reject the alternative hypothesis. It means
that according to chi —sq statistic our results are above 5% in Hausman test
then we must use the random effect model for results. As we seen above
the probability of chi squire is insignificant so according to the chi squire
statistic we will use random effects.
6.5: Breusch Pagan Lagrange Multiplier Test
This test allows choosing between random effects and pooled OLS
regression. The null hypothesis is that there are no significant differences
across economies chosen for the analysis.
Variance (U)=0
Prob > chibar2 = 1.0000
The results here indicate that we reject the null hypothesis conclude that
random effects are appropriate for the analysis. There is evidence of
significant differences across countries, therefore no need to interpret
simple OLS model.
6.6: Robustness Check
Robustness check allows us to correct our results which are not appropriate
if their exist effects of variables not captured in the study. It gives us the
best results of regression analysis.

Table 8: Robustness Results
Variables | Coefficients | Probability
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Ln-tariffs -6.6647 0.000
Ln-fdi 1.6774 0.000
Ln-trdcost -1.4719 0.000
Ln-gdp 52651 0.000
Ln-logind 1.4584 0.000

Source: Author’s own calculations
In the literature it has been argued that tariffs and non- tariff barriers to trade
are very high restricting RVCs. Cross border activities involve high cost of
trading in value chains because itermediates are crossing borders many
times, resulting in highprice of final products and services and lower RVCs.
The results prove a negative correlation between trade value and tariffs.
Tariffs on intermediate inputs and goods are significantly negative that is
also proven in literature (Blanchard, 2017 & Slany, 2016). One percent
decrease in avergae tariffs bring much more increase in trade value. Based
on above results and interpretations it is concluded that tariffs have negative
effect on trade value, which act as a barrier to value chains. Results indicate
that lower tariff rates can bring more trade value, so engagement of a
country in RVCs is improved.
All the control variables choosen for the study are having positive impact
on trade value except trade costs. Acting as barrier to trade, trade costs on
intermediate goods shows negative and significant impact on trade value
(Slany, 2016).
FDI is having positive impact over trade value, and the coefficient is
significant. The impact incidence is showing theoretically proven in the
literature (Kowalski, 2015). FDI is linked with openness to trade as more
openness brings more FDI in the economy, so higher levels of FDI brings
more trade value leading to enhanced trade. Gross Domestic Product (GDP)
is observed to be having a positive and significant impact over Trade value
(TVA). The results are also theoretically and empirically proven in the
literature (Slany, 2016).
While logistics performance index is used as a control variable is having
positive and significant impact on trade value attained when both the
economies involve in Regional value chains (RVCs).
7: Conclusion
South Asian economies are not performing well in international trade and
Global value chain when compared with other regions of the globe.
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Regional value chains (RVCs) could become a step towards GVC but
performance of value chains within the region is not impressive. Although
GVC and RVC trade is rising but its still less than other regions as South
East Asia and pacific and Middle East and North Africa. Regional as well
as trade with other economies face many trade barriers along the value
chains. In the literature it has been argued that tariffs and non- tariff barriers
to trade are very high restricting RVCs trade and so GVC. Cross border
activities involve high cost of trading in value chains because itermediates
are crossing borders many times, resulting in highprice of final products
and services and lower RVCs and GVC. Based on above results and
interpretations it is concluded that tariffs have negative effect on trade
value, which act as a barrier to internation trade and value chains. Also, the
results indicate border inefficiencies and poor infrasture for the selected
economies of South Asia. | find empirical evidence for enhacement in trade
value with a reduction in tariff rates. Results indicate that lower tariff rates
can bring more trade value, so engagement of a country in RVCs is
improved. Furthermore, at national level many factors affect trade and
participation in value chains. Performamance of governance indicators is
worse in almost all countries of of South Asia. South Asia is relying on poor
infrastructure and political instablility, which has effects on RVCs.
Productivity of domestic firms and quality of traded goods and inputs are
also important, both are lower in South Asian region. Also, logistics
perfromance is not well in whole of the region restricting trade.

8: Policy Recommendations

Based on results and conclusion folowing policy recommendation are
made:

e South Asian region should make efforts to regional integration, it
would be helpful in adding value in the economy through
international trade and GVC.

e Removel or reduction of tariffs and non-tariff barrirers is necessary,
as these barriers restrict RVCs trade and hence GVC.

e Along with regional integration trading activities with all other
nations should be enhanced by engaging more in trade of parts and
components and trade of other goods and services.

e Relaxation in trade policy and industrial policies should be made to
enhance trade activities across border.
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e Efforts to eliminate barriers to international trade along with
improvements in trade facilitation services, logistics performance
and cross border in efficiencies.

e Along with all these imprvements better law and order situation,
regulaory quality, effectiveness of government and all other
indicators of governanace are compulsory for international trade
and development.
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